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Dear Reader,

The new articles 6 and 17 of the Republic of Armenia Law on the

Central Bank, which have become effective since January 1, 2008,
require a change in the format and structure of reports which the Central Bank
presents.

Previously, the Annual Report of the Central Bank used to contain reports
on inflation and financial stability, financial accounts of the Central Bank, the
report on governance, and a statistical appendix.

Now, according to the new requirements, the inflation report will be
presented in a quarterly periodical 7/e Republic of Armenia Monetary Policy
and Inflation Report, which will be presented to the Armenian National
Assembly twice a year. 7he Financial Stability Reportand The Central Bank
Statistical Bulletinwill be published once a year.

This Annual Report of the Central Bank contains:
Governance of the Central Bank

International reserves

Cash money cycle

Commercial organizations rating

Combating money laundering and terrorism funding
Miscellaneous

Annual financial accounts of the Central Bank.

This is our first attempt to publish the Annual Report in a new format and,
therefore, we look forward to hearing opinions and recommendations from all
stakeholders in order to improve reporting and transparency.

Board of the Central Bank
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OBJECTIVES OF THE CENTRAL BANK

According to the Republic of Armenia Law on
the Central Bank, the main goal of the Central
Bank is price stability in Armenia. To realize this
goal, the Central Bank has a function of taking
measures to attain price stability.

Objectives of the Central Bank include:

a) ensuring a stable and normal-functioning
financial system, including creating conditions
necessary for a stable, liquid, solvent and
normal-functioning banking sector in Armenia;

b) creating and developing an efficient payment
and settlement system;

c) issuing currency of the Republic of Armenia,
and organizing and regulating money cycle;

d) organizing and regulating combat against
legalization of criminal proceeds and terrorism
funding;

e) creating conditions for protection of investors
in securities and for building a framework for
fair formation of securities prices in the
market, and for regulated activities of a fair,
open, trustworthy and normal-functioning
securities market.

To fulfill its ultimate goal, the Central Bank
formulates, approves and implements programs of
monetary policy. To realize its other objectives,
the Central Bank:

a) provides banking services to the Government;
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b) acts as a financial agent and consultant to the
Government;

c) licenses banks and, where applicable by laws,
other entities, and regulates and oversees
their activities;

d) as alender of last resort, provides loans to
banks;

e) regulates and oversees the payment and
settlement system, including activities of non-
banks that provide payment and settlement
services;

f) holds, uses and disposes international
reserves of the Republic of Armenia;

g) collects, compiles and publishes monetary
and financial system statistics;

h) collects, surveys and analyzes information
regarding legalization of criminal proceeds
and terrorism financing; exchanges
information and delivers that to local
authorities and international organizations
and, where provided for by international
treaties of the Republic of Armenia, to
competent authorities of other countries.

Where the other objectives of the Central Bank
contradict its ultimate goal, the preference should
be given to the ultimate goal, and the Central
Bank should necessitate the realization thereof.
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PRESSING ITEMS OF 2007

In 2007, the following goals were urgent for the
Central Bank:

e Raise the quality and effectiveness of
processes that support decision-making
concerning monetary policy, in order to fulfill
the inflation target; closely review the nature
of inflation and contribute to improvement of
the inflation-targeting policy".

< Move to a more effective management, i.e.
the three-pillar system in the management of
international reserves, which will allow for
streamlined investment in international
reserves under high volatility in financial
markets and achieving a record level of
earnings under acceptable risks.

e Introduce a new supervision framework
whereby regulatory and supervisory processes
designed for prudential, market conduct and
consumer protection pillars should be clearly
distinguished.

< Align Armenian legislation on insurance with
European standards and those of developed
by International Association of Insurer Control
Units; creation of institutions necessary for
standard operation of insurance market —
actuaries and such infrastructures for
registration and appraisal of insurance events
as well as formation of an adequate
supervisory and regulatory field.

e Execute the program of review of
development perspectives and
recommendations for development of
Armenian securities market in collaboration
with the Swedish stock exchange operator
OMX. Primary goals of this program are
commercialization of Armenian Stock
Exchange and Armenian Central Depository
and allowing banks and credit organizations a
direct access to the securities market.

* Remain actively involved in activities related
to reforms in the pension systemz.

1 Report on how the issue is tackled is provided on a quarterly
basis in the Central Bank-published Monetary Policy Program
of the Republic of Armenia and Inflation Report.

2 Report on how the issue is tackled is provided in the quarterly
publication The Central Bank Review, in the annual report
Armenia’s Financial System: Development, Regulation,
Supervision and the Financial Stability Report.
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e Further develop Armenia’s payment and
settlement system in 3 main directions:

development of non-cash payments
oversights of payment systems operation

improvement of legal framework for
activities of payment service
organizations.

e Further meet in full the economy’s demand for
cash (by each nominal value).

e Prepare a concept paper for development of a
cash money cycle system in Armenia aimed at
organizing and regulating cash money cycle.

e Continue issuing commemorative coins under
international programs.

e Improve the non-cash payment system in
Armenia by drafting, inter alia, a law on
limitation of cash transactions®.

e Implement educational programs for reporters
and school teachers who deal with economic
issues and economics, respectively, as well
as general educational programs in order to
raise awareness of general public in the field
of finances and economics.

e Ensure integrity of personnel management
and more effective implementation of
governance in the Central Bank.

e Grant rating to more organizations and
improve the methodology of rating.

< Develop institutional and functional capacities
of Financial Monitoring Center as the national
body that carries out financial intelligence,
based on best international experience.

Activities carried out by the Central Bank in
2007 are consistent with the Central Bank’s
Development Vision.

? Report on how the issue is tackled is provided in the quarterly
publication The Central Bank Review, in the annual report
Armenia’s Financial System. Development, Regulation,
Supervision and the Financial Stability Report.
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The Republic of Armenia Law on the Central
Bank provides that the Board of the Central Bank
is supreme management body of the Central
Bank.

The Board consists of Chairman, Deputy
Chairman of the Central Bank, and five Members.
Chairman and Deputy Chairman are included in
the Board ex officio.

Chairman of the Central Bank is the highest
rank official of the Central Bank. Chairman of the
Central Bank is appointed by the Armenian
National Assembly upon recommendation of
President of the Republic of Armenia, for a 6-year
term. Chairman is responsible for fulfillment of the
Central Bank objectives. Chairman coordinates
and organizes the work and ensures the
soundness of activities of the Central Bank;
represents the Central Bank in the Republic of
Armenia, other states and international
organizations; exercises authority not reserved to
the competence of the Board. Where Chairman is
absent or otherwise unable to act, such powers
are to be vested with Deputy Chairman of the
Central Bank, and where Deputy Chairman is
absent or otherwise unable to act, such powers
are to be vested with the eldest Board Member of
the Central Bank. Deputy Chairman of the Central
Bank is appointed by President of the Republic of
Armenia, for a 6-year term. Chairman and Deputy
Chairman as well as Board members cannot
serve as a member of managing body of any
party, be involved in activities other than scientific
research, pedagogical and creative activities.

Board Members of the Central Bank shall be
appointed by President of the Republic of Armenia
for a 5-year term. Board Members cannot hold
any other position in the Central Bank.

Board of the Central Bank

Meetings of the Board are held as needed
[however not later than once a month] at the
request of Chairman, Deputy Chairman or at least

ANNUAL REPORT 2007

three Board Members of the Central Bank. The
Board approves Charter of the Central Bank,
Monetary Policy Program of the Republic of
Armenia, caps and interest rates on outright
operations, loans provided and deposits attracted
by the Central Bank, terms for reserve
requirement with the Central Bank; enacts
normative regulations of the Central Bank; issues,
revokes or annuls banking licenses and other
activity licenses; determines the procedure of
licensing to banks and other entities; approves
prudential standards for banking and calculation
thereof; and exercises other authorities under law.

Over 2007, the Board has held 56 meetings
and adopted 439 resolutions of which: 109 were
normative resolutions (76 resolutions on approval
of regulations governing financial system
activities; 8 resolutions on putting commemorative
coins and notes into circulation; 19 resolutions on
establishing normative acts governing insurance
company activities; 3 resolutions on prudential
standards for securities market operation); 330
were individual decisions (34 decisions on
permission for execution of money remittance and
participation in the payment and settlement
system; 12 decisions on interest rates of the
Central Bank operations in the financial market; 4
decisions on approval of design of the Central
Bank-issued commemorative coins; 3 decisions
on information about the state and composition of
Armenia’s international reserves; 67 decisions on
issuing or revoking activity licenses for foreign
exchange trade transactions; 26 decisions on
issuing activity licenses for banking, broker and
dealer activities; 12 decisions on granting
professional qualification; 21 decisions on
pawnshops; 23 decisions on credit organizations;
19 decisions on Armenian Stock Exchange; 8
decisions on Armenian Central Depository, 13
decisions on insurance companies; 3 decisions on
approval of performance of the Central Bank’s
Expenditures and Capital Investment Program; 28
decisions on approval of Rules of Conduct of
Financial Monitoring Center, on amendments to its
Charter, approval of work plans of the Center and
of Audit Group, on appointment and dismissal of
members; and 57 other decisions).
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Executive Board of the Central Bank

The Executive Board is a consultative body
adjunct to Chairman of the Central Bank, and
conducts its proceedings through meetings.
Normally, meetings are held on a biweekly basis,
on Wednesday following the day on which the
Board'’s consecutive meeting was held.

Chairman of the Central Bank takes the chair
of the Executive Board’'s meetings and, in his
absence, Deputy Chairman does so.

Issues to be addressed by Executive Board
Members in the meeting of the Board of the
Central Bank are delivered to the Executive Board
for consideration.

Over 2007, the Executive Board has held 28
meetings.

Monetary Policy Committee

The Monetary Policy Committee’s function is to
review and evaluate the conducted monetary
policy of the previous week, the situation in
banking sector and financial market, as well as the
indicators of the Central Bank’s operations and
relations with state budget.

MPC also reviews and evaluates the Central
Bank Statistics Department’s and the Republic of
Armenia National Statistics Service’s observations
concerning inflation estimations of the previous
ten days.

MPC meetings are held each Friday at the
Central Bank.

Over 2007, MPC has held 51 meetings.

Investment Committee

The Investment Committee has a power of
decision-making. The Committee’s function is to
make decisions on international reserves
management and control the observance thereof
as well as to review and evaluate current
coordination of investment activities and the
results of financial analysis, pursuant to the Board
resolutions on international reserves
management.

Normally, the Committee’s meetings are held
once a month. Meetings review and evaluate
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performance in Armenia’s international reserves
management, drafts to the Board resolutions on
strategic allocation of assets, international
reserves composition and structure pipelines,
current trends in, and forecasts for possible
developments of, international financial markets,
and other relevant issues.

Over 2007, the Investment Committee has held
15 meetings.

Licensing and Supervision Committee

The Licensing and Supervision Committee’s
function is to review and evaluate issues covering:

a) preliminary approval to opening of, and
registration and licensing to, banks and branch
offices of foreign banks;

b) registration of branch offices,
representations of banks, and branch offices of
foreign banks;

c) registration of self-regulatory organizations
of specialized entities as well as registration of
rules of conduct;

d) licensing to other entities;

e) registration of changes as stipulated by the
Republic of Armenia Law on Banks and Banking
and the Central Bank Regulation 1;

f) qualification and professional integrity of
bank managers (except for heads of structural
units) and other parties subject to the Central
Bank licensing;

g) qualification of professional participants in
securities market;

h) registration of prospectus of securities;

i) infringement committed by a bank, and the
bank’s explanations or objections, if any;

j) consideration to impose a sanction over the
breaching bank and/or manager thereof;

K) infringement committed by entities
registered or licensed or controlled by the Central
Bank, and their explanations or objections, if any;
as well as consideration to impose a sanction over
them;

[) other issues relative to sub-points a)-k);

m) issues arising out of other authorities laid
down in other regulations of the Central Bank.

LSC meetings are held as needed, however,
not later than once a week.

Over 2007, the Licensing and Supervision
Committee has held 66 meetings.



Central Bank Budgetary Committee

The Committee’s functions are preparation and
preliminary approval of the Central Bank’s
Expenditures Estimate and Capital Investment
Program, review of modification in expenditures
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items, review and evaluation of reports on
execution and oversight of the Program and their
submission to the Board of the Central Bank.

Over 2007, the Budgetary Committee has held
30 meetings.
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STRUCTURE OF THE CENTRAL BANK

Financial
Monitoring

Center

BOARD

CHAIRMAN

Audit Group

DEPUTY CHAIRMAN

Monetary Policy
Department

Administration ]

Financial
Department

Press Service ]

Financial Supervision
Department

Payment Systems and
Money Cycle Regulation
Department

Economic Research
Department

Cash Operations
Department

Information and
Telecommunications
Technologies Department

Accounting Department

Financial System
Policy and Analysis
Department

Operational Department

Legal Department

Administrative Department

Personnel Management
Department

Information and Technical Security
Department

Statistics Department

Pension Reform Group ]

I Y
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Monetary Policy Department

Primary goals are development of a monetary
policy called to handle inflation and ensure
financial system stability; making macroeconomic
research and forecasts for all sectors (real, public,
external and financial) of the economy;
preparation of macroeconomic policy programs in
collaboration with the Armenian Government and
coordination of monetary and fiscal policies while
implementing these programs; designing and
developing foreign-exchange policy; cooperation
with international organizations; and ensuring
transparency and openness of monetary policy
conducted by the Central Bank.

Financial Department

Primary goal is implementation of monetary
policy on the basis of which operations are
executed in domestic financial market according
to short-term (monthly) liquidity planning, as
prepared by the Department.

Another important goal is management of
international reserves, so the Department
executes operations in external markets and,
correspondingly, external risk management.

Financial Supervision Department

Primary goals are early disclosure, evaluation
and prevention of risks that emerge in financial
institutions; protection of interest of investors in
securities; ensuring transparency of securities
market and fair formation of securities prices as
well as minimization of systemic risks in securities
market, in order to ensure a stable and normal-
functioning financial system.

Financial System Policy and Analysis Department

Primary goal is building a stable financial
system and modeling a structure in line with
international criteria for financial system regulation
and supervision. To this end, the Department
unveils problems relevant to the Armenian
financial system, evaluates likely risks that pose
threats to the country’s financial stability, studies
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best international experience and does research
work to find solution to the existing problems. The
Department is spending efforts in setting up new
financial institutions and infrastructures in
Armenia.

Payment Systems and Money Cycle Regulation
Department

Primary goals are: i) creation and development
of an efficient payment and settlement system in
Armenia for which purpose it designs a strategy
for the development of PSS and regulates PSS
operation; regulates payment systems and
payment instruments created and/or used by
payment service providers; designs measures
against potential frauds in the payment and
settlement area; ii) issuance of the currency of the
Republic of Armenia; effective arrangement and
regulation of cash money cycle in Armenia and
cash service to the Central Bank’s customers.

Statistics Department

Primary goals are collection, compilation,
survey and dissemination of statistical information
pertaining, generally, to Armenia’s monetary and
financial sectors and, particularly, to monetary
regulating units in the balance of payments,
operations with the rest of the world as well as
external claims and liabilities in the financial
sector; development of statistical methodology
and aligning it with international criteria and best
experience.

Cash Operations Department

Primary goals are providing cash service to
banks operating in Armenia and other Central
Bank customers; recalculation of cash entered the
Central Bank; sorting worn-out, fake and unfit
notes; cleansing supply of money, while in cycle,
from worn-out, fake and unfit notes.

Audit Group

Objective of Audit Group is to supply
Management of the Central Bank with information
obtained through independent and impartial
evaluation of the Central Bank activities and
deliver recommendations on how to remedy

11
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identified weaknesses and errors and achieve a
solution to existing problems.

Audit Group observes the risks typical to the
activity of the Central Bank and evaluates the
effectiveness of internal control mechanisms
designed to minimize and/or prevent such risks.

Administration

Primary goal is ensuring standard coverage of
work of Chairman, Deputy Chairman, Board
Members, and staff of the Central Bank;
cooperation between structural units and
management; and continuity of document
circulation within the Central Bank.

Press Service

Primary goals are to supply Management of
the Central Bank with information published in
local and Russian mass media; information flows
concerning the Central Bank and Armenia’s
banking system; formal public disclosure of the
Central Bank policy through mass media;
provision of data about the Central Bank to foreign
information agencies, selected publishers; and
shaping of image of the Central Bank.

Accounting Department

Primary goals are keeping books and records
in accordance with international accounting
standards; development of accounting policy of
the Central Bank; and preparation, execution and
oversight of quarterly and annual financial
accounts and the Expenditures Estimate and
Capital Investment Program of the Central Bank.

Economic Research Department

Primary goals are practical application of
economic theories in developing and
implementing a monetary policy; designing
scenarios for Armenia’s economic development
programs in the long term; macro- and
microeconomic research for selected sectors
(real, public, external and financial) of the
economy; study of economic theories and
international experience on how to apply these in
practice.
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Operational Department

Primary goals are financial operations of the
Central Bank in domestic and external markets;
banking services to the Armenian Government,
commercial banks and other Central Bank
customers; running correspondent accounts of the
Central Bank; and operations on Government
securities accounting by using the ‘Depo’ System.

Legal Department

Primary goals are to align normative and
individual regulatory acts adopted by the Central
Bank with the requirements of Armenian
legislation and ensure compliance of the Central
Bank operations and transactions with the
requirements of Armenian legislation; defend
interests of the Central Bank at courts in Armenia
and abroad; support creation and improvement of
banking, currency, insurance, securities market
laws and other laws and regulations relating to the
Central Bank’s activities; systematize the Central
Bank-adopted normative regulations and deliver
recommendations on how to regulate these; study
and survey of forensic expertise with regard to the
claims filed by the Central Bank; legal coverage of
international relations of the Central Bank;
licensing to banks, branch offices of foreign
banks, credit organizations, insurance companies,
payment and settlement organizations,
pawnshops, securities market participants, foreign
exchange dealer and broker traders, exchange
offices and other parties subject to the Central
Bank licensing and, where permitted by law, to
public offerors of securities; and proceedings.

Information and Technical Security Department

Primary goal is to make sure the Central Bank
operates in a stable and reliable manner.

Administrative Department

Primary goal is to provide good conditions for a
normal work of Chairman, Deputy Chairman,
Board Members and staff as well as normal
functioning of the Central Bank, including
maintenance of buildings and premises,
procurement of machinery, technical equipment
and office inventory; and maintenance of car fleet.



Information and Communications Technologies
Department

Primary goals are development and fulfillment
of the Central Bank IT strategy; creation,
installment and improvement of intrabank and
interbank information systems and network
infrastructure, using banking and state-of-the-art
information technologies; ensuring operability,
continuity and efficiency of intrabank and
interbank automated application systems network
infrastructure and other information systems;
design and implementation of an information
security policy and standards and control
compliance therewith; risk analysis and
management pertaining to information
technologies; assess dangers and threats; take
measures to minimize hazard; and special action
to ensure information and communication systems
operation when in emergency.
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Financial Monitoring Center

Primary goal is creation of effective
mechanisms in order to combat legalization of
criminal proceeds and terrorism financing.

Pension Reform Group

Primary goal is preparation of a program for
pension reforms and taking appropriate action to
implement the program.

Personnel Management Department

Primary goal is ensuring integrity of personnel
management system within the Central Bank by
evaluating the workplace, performance, staff
potential and staff needs of the Central Bank and
developing appropriate training programs.

13
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Public Relations

In the area of public relations in 2007, the
Central Bank took measures to explain and
comment on its activities and organized
educational programs.

Following a policy of keeping public informed
and aware, the Central Bank carried on
cooperating with non-governmental organizations,
such as Union of Armenian Banks, Union of
Mortgage Marker Participants of Armenia and
Association of Insurers. Drafts to all key laws, sub-
legislative acts and resolutions relating to
Armenia’s financial legislation were reviewed in
collaboration with representatives of these
organizations.

The Central Bank has regularly organized
meetings with heads of organizations functioning
in the financial sector; appeared with explanation
of its actions, projects and legislative initiatives in
the area of monetary policy and financial
supervision. Each quarter, the Central Bank has
presented the next quarter's monetary policy
program, and what it is going to do in this
connection, to bank managers, as well as it has
organized discussions over different issues.

Adhering to the inflation targeting strategy
principles, the Central Bank has published, on a
monthly basis, Board resolutions on interest rates
of Repo (Refinancing) Operations, which have
become a benchmark for Armenian enterprises
and companies. A brief communication about the
decision comes out shortly after any such
resolution while the Board Minutes is publicly
disclosed in full within 10 days.

The Central Bank’s Internet website
(www.cba.am) which contains a bulk of
information about the Central Bank’s structure,
operations, relevant legislation, controlled entities,
statistical data, publications and communications
is a good tool to enhance public awareness and
disseminate information. There are stands
provided for legislative initiatives and projects for
the amendment and improvement of which the
Central Bank anticipates a public’'s response. The
Central Bank’s expert research articles and
proposed theses are open to users.

In 2007, Press Service of the Central Bank
organized 18 press-conferences, 14 meetings and
interviews; responded comprehensively to 34
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written and verbal queries of reporters; issued 88
press-releases explaining the Central Bank’s
activities, 40 press-releases about meetings of the
Board, and 23 press-releases about interest rate
of Repo Operations.

Two seminars covering issues of new
legislative reforms and concepts were organized
in Tsaghkadzor on October 6-7 and on November
24-25 for reporters who deal with explicating
economic topics. Management and heads of
structural units of the Central Bank attended a
seminar addressing fundamentals of work with
mass media.

In the 2006-2007 academic year in-tour visits
to the Central Bank were arranged for high
graders of schools of Yerevan and regions of
Armenia. As part of such tours, pupils were
explained of the Central Bank’s objectives and
functions. They also listened to the history of
money and the Dram as well as watched a video
material. At the end, they were asked to fill in
guestionnaires. In the period mentioned, in-tour
visitors numbered 4712 of which 4312 pupils and
students and 400 accompanying teachers.

The Finance and Banking College has
organized 3 educational seminars for those who
teach the subject of Economicsin schools of
general education. A total of 44 teachers from 38
schools attended the seminars covering the topic
“Economics: Theory and Practice”. On November
19, teachers having attended these seminars and
the best pupils having visited the Central Bank
met Chairman and certificates were granted
following thereafter.

As part of the 14-th anniversary of circulation of
the Dram and initiatives hinting exchange offices
about the importance to issue receipts, 5 and 2
video clips, respectively, were produced and then
cast on four TV channels. A cartoon film “The
Inflation Monster” was cast on two TV channels.
Radio-advertisements about the Dram were
ordered and broadcast, too.

The Central Bank continued its policy of
encouraging students. Twice a year students from
institutes of economics present their studies to the
Board of the Central Bank for consideration, and



the best authors are awarded the Isahak
Isahakyan Stipend. In 2007, 12 students received
stipends.

In order to embark on a comprehensive
educational program for pupils from schools of
general education the Concept of Visitor Center of
the Central Bank was approved in October 2007.

Personnel Management

In 2007, Personnel Management Department
was established as an independent structural unit
within the structure of the Central Bank.

The personnel management policy was aimed
at promoting core activities of the Central Bank,
increasing effectiveness of performance and
catering to social and professional development
needs of the staff.

Research was done within the Central Bank to
identify the factors that motivate and demotivate
staff and/or generate stress as well as to figure
out the causes for staff turnover.

Policies on how to deliver social benefit
packages to the staff of the Central Bank were
developed.

Vacancies in the Central Bank were filled
mostly by competition. To improve the process, an
electronic mode of receiving applications for the
competition was introduced.

The Central Bank remained committed to
recruiting young specialists, improving
qualification and making the best use of their
potential. As before, young specialists were
selected mostly out of those who have attended a
curriculum labeled Central Bank of Armenia.
Introductory Course, which is organized by the
“Finance and Banking College” Foundation. In
2007, 28 young specialists worked in functional
units of the Central Bank on terminal contracts 16
of who joined the Central Bank.

In 2007, 56 students from higher academic
institutions took their academic and pre-diploma
internship in the Central Bank.

In 2007, the staff of the Central Bank
numbered, on average, 604 (345 women and 259
men), with an average age of 35.9.
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As part of the 14-th anniversary of circulation of
the Dram, Chairman of the Central Bank delivered
two speeches for students from institutes of
economics dedicated to Armenia’s economic
development and on how it may become a
regional financial center; and 3 music festivals
with 15 groups and around 1500 attendance were
organized.

Pursuing a continued policy of personnel
development, the Central Bank designed and
realized new training programs in Armenia and
abroad.

While cooperation with the Centre for Central
Bank Studies of the Bank of England, the German
Bundesbank, the Bank of France, the Central
Bank of Netherlands, the Central Bank of Russia,
the National Bank of Switzerland, the National
Bank of Poland and the Czech National Bank
remained proactive, the Central Bank established
new relations, within a framework of technical
assistance, with central banks of Latvia, Estonia
and Ukraine, and with national banks of Spain,
Italy, Japan, Sweden as well as with a number of
international organizations.

Overall, 238 members of staff of the Central
Bank participated in 161 tailor-made training
programs offered by foreign banks and related
academic institutions. Of these programs, 28 were
initiated by structural units of the Central Bank as
part of close scrutiny of the issues which the
personnel put forward. Backed by the Bank of
Netherlands, the Central Bank has started
realizing a critical program of ensuring business
continuity.

Supported by the Financial Stability Institute,
the Central Bank launched training courses (on
real-time regime) on banking supervision which 6
staff members have participated in.

In 2007, training courses and meetings were
organized in different parts of Armenia.

As Armenia prepares for institutionalization of a
financial arbitrator, the visit of the Financial
Ombudsman of Great Britain to Armenia, which
was initiated by the Central Bank, has been an

15
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important step. Participants of the seminar, 22,
were representing the Central Bank, different
agencies and non-governmental organizations.

The seminar with the topic Fight against Money
Laundering, which was arranged by specialists
invited from Great Britain, was well received by
general public. 56 representatives from the
Central Bank and commercial banks attended the
seminar.

A regular international regional seminar
organized in Yerevan, as initiated by the US
Federal Reserve System, was an important event
in the area of banking supervision. Many
specialists from the Central Bank and those of

International Cooperation

In 2007, the Central Bank sustained its bilateral
and multilateral cooperation with international
organizations and institutions of other countries. In
particular, within the framework of the IMF/WB
Technical Assistance, the Central Bank hosted
IMF missions and advisors on monetary policy,
banking supervision, and financial operations.

Staff members of the Central Bank attended
international conferences, fora, roundtables,
consultations, workshops, exhibitions, and other
meetings on banking and finance where they
made presentations and reports. These events
included: Annual HSBC Group Supervisors
Meeting (London, Great Britain); the CIS Member
States Securities Market Regulation Session of
Authorized Government Officials (Moscow,
Russia); 4 meetings of the Council of Europe’s
Committee of Experts on the Evaluation of Anti-
Money Laundering Measures and the Financing of
Terrorism (MONEYVAL) (Strasbourg, France); the
Coordinator Board Session of Central Banks of
Eurasian Economic Community (EurAsgC)
Member States (Tula, Russia); Executive Forum:
Reserve Management in Central Bank of Armenia
(Washington D.C., USA); a Conference: Large FX
Inflow Impact in South Caucasus and Central Asia
Countries (Almaty, Kazakhstan); the Black Sea
Trade & Development Bank’s Board of Directors
Meetings (Thessalonica, Greece); the European
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invited from banks of foreign countries attended
the seminar.

Staff members of the Central Bank actively
participated in local training programs, too. 55
staff members took part in courses organized by
the Finance and Banking College. 20 staff
members attended management skill
development courses and 52 staff members
attended English language courses.

In 2007, the external and in-country training
course participation rate grew by 10-15 percent.

The scope of Central Bank cooperation with
international organizations and central banks
further enlarged.

Forum of Accountants and Auditors (Riga, Latvia);
the EGMONT Group Member States Session
(Hamilton, the Bermudas), the KfW Supervisory
Board Meeting (Frankfurt, Germany); the CIS
Members States Central Bank Meeting of Heads
of Legal Departments (Thilisi, Georgia); the
Eurasia Group Meetings on Fight Against Money
Laundering and Terrorism Funding (Sochi, Russia
and Sanya, China); the EGMONT Group Member
States Session (Kiev, Ukraine); a Conference:
The Role of Cumulative Systems in Settling
Pension Problems (Varna, Bulgaria); Annual
IMF/WB Netherlands Constituency Meeting
(Chisinau, Moldova); a Conference: The Role of
Deposit Insurance Schemes in Enhancing
Financial Stability (Istanbul, Turkey); the Interstate
Bank Workgroup Meeting (Moscow, Russia); the
CIS Interstate Currency Committee Session
(Moscow, Russia); the Central Asia, Black See
Region and Balkan States Central Bank Governor
Club Meeting (Podgorica, Montenegro); Annual
Meeting of Presidents of National Associations of
SWIFT Users and Members (Boston, USA); the
IMF and WB Annual Meeting of Boards of
Governors (Washington D.C., USA); Joint
Workgroup Meeting of Eurasia Development Bank
(Moscow, Russia), the Annual Forum on
International Reserves Management Trends
(Dubai, UAE).



Specialists of the Central Bank have also
participated in seminar-consultations and
conferences organized by commercial banks of
foreign countries.

In the reporting year, experts from UBS Asset
Management, Fitch Ratings, Citibank, De La Rue
Cash Systems, the US Treasury department, the
OMX Group, the United Nations Office on Drugs
and Crime (UNODC), the USAID, the CISPI (the
CIS Payments Initiative) have visited to the
Central Bank for strengthening business ties and
holding business talks as well as experts from
Germany and the Netherlands have visited to
advise on insurance and to conduct an external
evaluation, respectively.

Chairman of the Central Bank invited Aleksey
Ulukaev, First Deputy Governor of the Bank of
Russia (time of visit October 5-9, 2007), Nout
Wellink, Governor of De Nederlandsche Bank
(time of visit November 11-14, 2007), Shigeu
Katsu, Vice Chairman, Europe and Central Asia,
the World Bank (time of visit December 13-14,
2007).

Internal Audit

Comparative analyses and surveys carried out
by Audit Group in the period 2002-2007 allow
drawing a conclusion that a control environment in
the Bank generally has a trend of improvement.
This is reflected in reduced share of disclosure of
errors/breaches in total audit findings and
negligible amount of assignments not fulfilled in
the specified period.

Recommendations made in 2007 increased
by 40 compared to the previous year (298
recommendations in 2007 vs. 258 in 2006);

Recommendations insisting on correction of
mistakes and compliance with the
requirements of the Central Bank
Regulations reduced by 1.5 percent and 4.6
percent, making up 4.7 percent and 12.8
percent, respectively, in total audit findings
(these indicators in 2006 were 6.2 percent
and 17.4 percent, respectively);
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The Central Bank initiated the Annual Meeting
of Coordinators for Technical Central Bank
Cooperation of G-10, Eastern European and CIS
States, which was held in Yerevan (May 14-16,
2007) and covered attendance of 47 delegates
from 34 countries and international financial
institutions.

The Central Bank, the CCBS of the Bank of
England and De Nederlandse Bank jointly
organized a workshop/consultation: Managing the
Central Bank of Armenia in Tsaghkadzor, Armenia
(June 4-6, 2007) to which 13 delegates from 10
countries participated.

In 2007, respective agreements and
memoranda of understanding continued to be
signed/concluded between central banks within
the framework of intergovernmental committees.

On October 22, 2007, a Memorandum of
Understanding on Banking Supervision was
signed in Yerevan by and between the Central
Bank of Armenia and the Central Bank of Islamic
Republic of Iran.

Three of recommendations were not fulfilled
in a timely fashion, which makes up 1
percent of the recommendations made
during the year.

In the reporting year, in order to meet the
requirements of /nternal Professional Audit
Practice Standards of Institute of Internal Audit,
Audit Group launched an assessment of
performance quality based on an agreement
reached with National Bank of the Netherlands in
2006. Experts from De Nederlandse Bank carried
out the assessment, using the [IA methodology.
As a result of the assessment, Audit Group was
granted a satisfactory mark, which is in line with
the mark ‘Partially Complaint’ based on
assessment methodology criteria.

In the reporting year, the Central Bank
proceeded with designing of a single risk
management system within its structure.
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Audit Group remained committed to providing
instructional help to structural units of the Central
Bank as well as continued implementing control
over integrity of work processes, and duly
description and presentment of procedures.

Audit Group has held an international seminar:
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Information Technologies Auditwithin the
framework of broader international cooperation.
Principal speakers were staff members of Audit
Group. The attendance of the seminar covered
delegates from the CIS, Baltic and East European
countries.



MONETARY POLICY

According to the Republic of Armenia Law on
the Central Bank, Article 4, the main goal of the
Central Bank is price stability in Armenia, whereby
the Central Bank contributes to the
implementation of economic policy for a long-term
stability and high economic growth. Price stability
means a certain level of inflation which the Central
Bank accepts as a targeted level of inflation or
inflation target.

In Armenia, the inflation target is set in
medium-term expenditures programs of Armenian
Government, the Republic of Armenia monetary
policy programs as well as poverty reduction
strategic programs and the law on state budget.

The Central Bank is independent to decide on
a strategy for conducting monetary policy and
intermediate and operational targets as well as
monetary instruments.

Since January 1, 2006, the Central Bank has
moved to a strategy of inflation targeting, whereby
a projected level of inflation serves an
intermediate target and short-term interest rate
serves an operational target.

Interest rate (Refinancing Rate) of repurchase
operations, which the Board of the Central Bank
sets at the beginning of each month, is the main
instrument of monetary policy in Armenia. The
Board'’s decision on Refinancing Rate is published
at the same day in the press-releases of Press
Service of the Central Bank. It includes both
information on Refinancing Rate for the upcoming
month and summary of reviews and discussions
held.

Measures to attain the inflation target for 2007
were described in monetary policy programs while
the progress with such measures was presented
in quarterly inflation reports.

FINANCIAL SYSTEM

In 2007, the Central Bank worked on
amendments to the Republic of Armenia Law on
Guarantee of Remuneration of Bank Deposits of

“ Detailed report on monetary policy is provided on a quarterly
basis in the Central Bank-published Monetary Policy of the
Republic of Armenia and Inflation Report.

° Detailed report on the financial system is provided in the
quarterly publication The Central Bank Review, in the annual
report Armenia’s Financial System. Development, Regulation,
Supervision and in the Financial Stability Report.
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Individuals and to the Republic of Armenia Law on
Bankruptcy of Banks, Credit Organizations and
Insurance Companies, and presented these as
draft laws to the Government. As well as the
Central Bank prepared and submitted a package
of draft laws pertaining to protection of users of
services in financial market; issuance of
mortgage-backed securities and securitization of
assets, viz. the laws on Attracting of Bank
Deposits; Consumer Lending; Financial System
Ombudsman; Mortgage-Backed Bonds; Assets
Securitization and Asset-Backed Securities; and
Credit Information Cycle and Credit Bureau
Activity, and draft laws on amendments to other
laws determined by the adoption of this last law.

The Law on Insurance and Insurance Activity
and the Law on Securities Market, both aligned
with the provisions of European legislation, were
adopted.

Comprehensive amendments were made to
sub-legislative acts that govern the financial area.

A structural unit has been established within
the Central Bank the function of which is
protection of interests of users of services in
financial market.

In 2007, the Central Bank has an active
participation in drafting a program for
implementation of pension reform in Armenia. The
program includes the description of cumulative
components of a projected multi-pillar pension
system, both mandatory and voluntary, the
principles of operation, organization and
regulation.

A total of 511 on-site inspections were carried
out in 2007, of which 5 general and 40 target
inspections in banks, 5 in credit organizations, 8 in
insurance and broker companies, 30 in
pawnshops, 18 in professional securities market
participants, and 403 in foreign exchange offices.

Infringements of law, misstated or deficient
data, violation of accounting rules and normative
regulations, and delayed reports were the main
findings by off-site and on-site inspections.

While implementing supervision, the Central
Bank placed a special focus on:

1. Effective input of principles of corporate
governance at banks, underlining the importance
of internal control and risk management systems,
information technologies, human resource
management, and transparency and openness.
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2. Assets-side operations, accounting
treatments, capital components, earnings, IT
areas, quality of credit portfolio, and internal
control systems in credit organizations and
pawnshops.

3. Actual capitalization, governance (internal
control mechanisms and etc.), and the ratio of
insurance premiums collected to insurance
coverage by companies.

4. Organizing registration of prospectuses
relative to corporate finances, and lending a
support to public offerors.

5. Rules of conduct for specialized services in
securities markets by professional securities
market participants, partial input of preventive
supervision — applying a prudential standard on
equity and preventing unauthorized access by
non-licensed entities.

6. Assessment of quality of operations by
exchange offices, and aligning their performance
with applicable legislation.

PAYMENT AND SETTLEMENT SYSTEM

In 2007, the Central Bank decided on 3
directions for the development of Armenia’s
payment and settlement system:

development of non-cash payments

oversight of the payment and settlement
system

improvement of legal framework for
payment and settlement organizations.

In line with the objective of developing non-
cash payments by reducing the share of cash in
circulation and using effective mechanisms for
fight against a shadow economy, a draft Law on
Limitation of Cash Transactions has been
developed. Some requirements and limitations
have also been developed for execution of cash-
based transactions.

To foster the practice of non-cash payments,
the Central Bank has worked towards recognizing
the payment card receipt as an expense-justifying
document.

® Detailed report on the payment and settlement system is
provided in the quarterly publication The Central Bank Review,
in the annual report Armenia’s Financial System: Development,
Regulation, Supervision and in the Financial Stability Report.
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In 2007, understanding the importance of
oversight of payment systems and their impact on
financial system stability, the Central Bank closely
cooperated with De Nederlandse Bank and a
delegation of experts from CISPI (Cooperation in
the Commonwealth of Independent States
Payments and Securities Settlement Initiative), as
was initiated by the World Bank.

Armenia’s payment and securities systems
have been assessed in collaboration with the
World Bank delegation, and it was assumed that
they comply with international standards. To
develop the payment systems’ oversight, the
Central Bank also cooperated with the experts
from the Central Bank of Netherlands.

In pursuit of securities market development, a
contract on Securities Settlement of Repo
Transactions with Bonds Issued by Central Bank-
Rated Commercial Organizations was developed.
The Contract regulates the final settlement
procedures of repo transactions between the
Central Bank and commercial banks.

With a view to developing the securities
market, automating the execution of transactions,
and raising the effectiveness of operations, an
Automated System for the Execution of Repo and
Reverse Repo Transactions with Government
Securities was developed, which supports the
automated execution of repo and reverse repo
transactions between the Central Bank and
commercial banks.

Appropriate amendments were made to the
legal framework aiming to bring more clarity and
integrity into the services of payment service
organizations, including determining on how these
organizations execute payments via payment
terminals.

INTERNATIONAL RESERVES: LEVEL AND
MANAGEMENT

International reserves in 2007 increased by
about 55 percent against the previous year and
reached round USD 587 million. As a result,
volume of international reserves in the end of the
year totaled nearly USD 1659 million.

In the reporting year, proceeds from
international reserves were USD 67.1 million



ANNUAL REPORT 2007

compared with the previous year's USD 37.6
million. Round 82.5 percent increase of proceeds
was determined in part by increment of
international reserves and in part by high level of
performance of investments made.
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Chart 1
Armenia’s international reserves

Assets of Armenia’s international reserves
were allocated mostly in line with general trends
prevailing at the time in markets. For example, the
share of dollar-denominated portfolio of securities
rose in concurrence with US interest rates
trending down, while euro- and pound sterling-
denominated portfolios were allocated mostly in
time deposits, which is reasonable given the
dynamics of interest rates in these markets. As a
result, annual yields in 2007 averaged 5.603
percent against 4.57 percent in the year before.
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Chart 2
Revenue from international reserves management

The share of securities in international
reserves increased about three-fold in 2007 to
make up 6.82 percent thus showing an
unprecedented high performance.

The share of deposits halved. The yield on
deposits lagged round 143 basis points behind the
securities performance yet it ended up with a level
as high as 5.39 percent.

Investments in ruble were the best
performance by currency, resulting in an annual

yield of 6.85 percent. For the first time in recent
years, investments in US dollar and British pound
sterling reported the highest annual yields of 5.98
percent and 5.75 percent, respectively.

2.5%

2.0%

1.5%
1.0%
0.5%
Q @ o] Q4

0.0%

C—1 US Dollar = Euro C—1 British Pound Sterling

== SDR mmmm  Russian Ruble ©———3 Total

Chart 3
International reserves management in 2007

The yield on investments in euro was the
lowest, 3.95 percent, however in 2007, euro
appreciated vis-avis dollar by 10.5 percent. The
ruble and pound sterling appreciations were 6.8
percent and 1.3 percent, respectively.

Taking on the best experience of top-class
central banks, the Central Bank has brought in
new principles of international reserves
management. First of all, the functions of strategic
and tactical decision-making were separated and
a procedure of division of responsibility for such
decision-making was adopted. The Board of the
Central Bank approved key principles for reserves
management for a long-term time horizon (3
years), while Investment Committee of the Central
Bank was given a function of deciding on short-
term tactical policies. Principles of tranching and
determination of currency composition changed.
The process of streamlining portfolio composition
changed considerably. According to new policies,
the Board shall determine the so called /ts
tolerance to a risk leve/which outlines as to what
extent a market risk is acceptable to the Central
Bank and how it will allocate assets with optimal
profitability in managing its international reserves
in the long run. The competence of setting tactical
benchmarks for optimal asset allocation was also
conferred to Investment Committee. The main
goal of benchmarks is maximization of profits in a
shorter period, and current market trends and
forecasts, for which the methods of calculation
were improved, too, underlie such decisions, as
opposed to strategic decisions.
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The benchmarks adopted another policy, i.e. a
principle of passive management, whereby the
actual structure and indicators of risks of portfolios
should not deviate more than 5 percent from the
projection. Since June, changes in asset
allocation of Armenia’s international reserves as
well as yields performance have been conditional
almost entirely on the benchmark.

Portfolios are actually managed by replication
of benchmark indices which implies
approximation, as much as possible, of risk
indicators. Replication is made by reducing the
difference of dollar duration (DV01) between
portfolio and benchmark. According to the results
of monthly rebalancing, the actual portfolios’ DV01
difference with those of benchmarks amounted
close to 50 US dollars for each 100 million dollars.
That is, when a yield curve ascends in parallel 1
basis point the value of actual portfolio for each
bulk of 100 million US dollars will reduce by
merely 50 dollars more than the value of the
benchmark portfolio set.

MONEY CYCLE

In 2007, a proactive process of dramization in
the economy persisted reflecting the strong
demand for cash. As of December 31, currency
outside the Central Bank has totaled AMD 350.3
billion, that is to say a 54.4 percent growth has
been recorded during the year.
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In 2007, concurrent with a large-scale growth
of cash in circulation, the volume of the Central
Bank cash cycle broadened by 35.7 percent.
Regional cash centers’ contribution to total cash
cycle was 25.1 percent compared to 18.9 percent
in the year before.

Cash cycle of Vanadzor Regional Cash Center
has increased almost twice as much and that of
Hrazdan (Tsaghkadzor) two-and-half as much,
against the previous year.

Goris RCC Vanadzor RCC
[ a0% [ oy
/
/
/

Hrazdan RCC
Central Bank ’j’ 6%
cash (Yerevan)~

75%

Chart 5
Central Bank cash cycle

Cash outflow distributed among banks and
their branch offices throughout Armenia and NKR
was 93 percent of total cash cycle of RCCs.

Commercial bank cash cycle followed a similar
pattern: except for Yerevan, cash outflow of
commercial banks and their branch offices
throughout Armenia and NKR has exceeded cash
inflow.
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Chart 4
Currency outside Central Bank (billion AMD)

Chart 6
Commercial bank cash-outs and cash-ins in regions and Karabakh Republic

The Central Bank cash reserves sufficed the
economy’s demand for cash.

Like in the previous year, faster growth rates of
cash in circulation over broad money have
resulted in an increase in the share of cash in
broad money. As of yearend, currency outside the
banking system has made up 47.2 percent of
broad money compared to 43.5 percent in the
previous year.
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Growth of currency in circulation was mostly
due to banknotes with face value of 20000 and
50000 drams. The volume of these denominations
in circulation increased during the year by 2.5 and
1.8 times, respectively. The volume of banknotes
with face value of 10000 in circulation has
increased by 26.6 percent.

Like in the past, banknotes with face value of
5000 drams, 10000 drams and 20000 drams had



the biggest share in the structure of cash. At the
end of the year, these denominations altogether
made up 85 percent of currency outside the
Central Bank against 83 percent in the previous
year.
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Type structure of currency outside Central Bank

The share of coins in circulation has grown by
17 percent. Coins with face value of 500 drams
enjoyed the biggest share, having grown by 34
percent.

As a result of the aforementioned changes in
structure of cash in circulation, the notional
average weighed money value” at the end of the
year was 2549 drams.
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Chart 8
Type structure of coins in cycle ®

Issuance of Commemorative Coins

In 2007, the Central Bank issued a number of
commemorative coins made of precious metals,
all dedicated to various memorable events, as
follows:

7 Calculation of the notional average weighed money value
Included Armenian notes and coins in denomination ranging
10-50000 drams.

8 Other coins include the 10-luma, 20-luma, 50-luma, 1-dram,
3-dram, 5-dram, and 100-dram (“Charentz-100", 37" Chess
Olympiad”) face value coins, as well as a 25,000-dram face
value “Anahit” gold coin.
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e Gold commemorative coin 8Jean Garzouj,
with face value 10000 drams, dedicated to the
100-th anniversary of Jean Garzou (Garnik
Zuloumyan, 1907-2000);

e Gold commemorative coin §The 15-th
Anniversary of Formation of Armenian Army},
with face value 10000 drams, dedicated to the
15-th anniversary of formation of Armenian
Army (January 28, 1992);

e Gold commemorative coin 8Haik Nahapetj,
with face value 5000 drams, dedicated to
Ancestor Haik Nahapet;

e Gold commemorative coin §The 15-th
Anniversary of Liberation of Shoushi}, with
face value 10000 drams, dedicated to the
15-th anniversary of liberation of town
Shoushi;

e Silver commemorative coin 8Grapes}, with
face value 1000 drams, in the framework of
thematic series 8Flora and Fauna of
Armeniaj;

e Silver commemorative coin 8The 50-th
Anniversary of Foundation of Matenadaranj,
with face value 1957 drams, dedicated to the
50-th anniversary of foundation of Yerevan
Matenadaran after Mesrop Mashtots;

e Silver commemorative coins §Fore-Asian
Leopard}, 8Wide-Nosed Duck}, 8Armenian
Viper; and 8Trout;, with face value 100
drams, in the framework of International
Program 8Caucasian Wildlife};

e Silver commemorative coins §Capricornj,
8§Aquarius;, and 8Pisces;, with face value
100 drams, in the framework of International
Program 8Signs of Zodiac}.

Measures against Counterfeiting

The Central Bank has reported each case of
detection of counterfeits to banks operating in
Armenia and the Republic of Armenia Police.
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Chart 9
Counterfeit notes and coins detected in banking system
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Counterfeiting of coins has grown during 2007.

Coins with 200- and 500-dram face value and
banknotes with 1000-dram face value had the
biggest share in counterfeited notes and coins.

COMMERCIAL ORGANIZATIONS RATING

Starting 2004, the Central Bank has embarked
on a work for rating commercial organizations in
Armenia. As early as September of 2005, credit

ratings to the first 16 organizations were released.

The Central Bank grants credit rating to
commercial organizations in order to demonstrate

their ability to service (repay) attracted liabilities in
a timely fashion and in full and to provide objective

and impartial evaluation of their credibility.

Ratings are granted by use of letters of
Armenian alphabet, with the letter ‘2+’ (A+) being
the highest rating and the letter ‘Y4’ (F) being the
lowest rating. Ratings from A+ to C- are
considered investment ratings, and ratings from
D+ to F are considered non-investment ratings,
according to Procedure on Commercial
Organizations Rating by the Central Bank.
Originally, the Central Bank only rated
organizations involved in industrial, hotel service
and public catering activities. In early 2007,
commercial organizations involved in trade and
construction activities joined the list of company
rating.
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Chart 10
Commercial organizations rated in 2005-2007, by rating

In the period 2005-2007, the rated
organizations have grown from 26 to 42 and the
published rates from 16 to 39, in number®.

Y The complete list of rated commercial organizations is
available on the Central Bank's Internet website
(www.cba.am).
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In 2007, 9 organizations were rated. As a result

of re-rating, rates of 16 organizations were raised,
rates of 4 organizations were lowered, and rates
of 14 organizations remained unchanged.

As of yearend, no organization has been
granted rating from a category ‘A’. 14
organizations have received rating from a
category ‘B’ against 11 in the previous year; 22
organizations have received rating from a
category ‘C’ against 15 in the previous year; and
the number of organizations having received a
rating from a category ‘D’ reduced to 6 from 7.

In 2007, of rated organizations, 4 companies
issued bonds (Shen Concern cjsc — 2 issues;
Armenian Copper Program cjsc — 1 issue;
ArmRosGazProm cjsc — 1 issue; and Valletta Itd.
— 2 issues) with a total issuance amounting to
AMD 2470 million.

In 2007, the Rating Committee convened 6
meetings during which decisions on granting
rating to organizations eligible as well as making
amendments to regulatory acts and
methodologies were taken.

COMBATING MONEY LAUNDERING AND TERRORISM
FINANCING

In 2007 the Financial Monitoring Center as a
separate structural unit of the Central Bank
operated actively in the field of fight against
money laundering and terrorism financing within
the scope of functions conferred upon it. In
consideration of the requirements on the 26th
criterion of FATF the FMC has released its annual
report of 2007. The report is available on the FMC
official website (www.cba.am/fmc/index.htm).

Efforts of the FMC during the year were spent
in the following directions:

Modiification of AML/CFT legisiation and other

legal acts

In the reporting period, the FMC has
elaborated a new draft law on Combating Money
Laundering and Terrorism Financing as well as
draft laws on changes and amendments to
respective legal acts, and submitted these to the
Armenian National Assembly.



Further work was done to revise reporting
forms of transactions subject to mandatory
reporting and of suspicious transactions.

Collection, analysis, provision and exchange
of information

The volume of information in the FMC'’s
databank increased in 2007 by about 41 percent
as compared 2006; reports available in the
databank numbered approximately 130 thousand.

In addition to reports on transactions subject to
mandatory reporting, 27 reports on suspicious
transactions have been received. Further, 13
notifications and inquiries have been received
from law enforcement bodies.

Having joined, since June 2007, the Egmont
Group of Foreign Financial Intelligence Units, the
FMC has made 20 inquiries and received 18
responses. The FMC has received 19 inquiries
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from foreign financial intelligence units and
responded in a timely fashion.

Domestic cooperation

In the reporting period, the FMC has initiated 4
meetings of Interagency Committee “On the Fight
against Forgery, Fraud in the Field of Plastic
Cards and other Payment Instruments, Money
Laundering and Terrorism Financing”. More urging
issues of preventing ML/FT were addressed
during these meetings.

Stuay and Training

In 2007, the FMC organized various
educational and training programs in the area of
combating ML/FT for financial institutions, as well
as supervisory and law enforcement bodies.
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PRESSING ITEMS OF 2008

In 2008, the following objectives are essential
for the Central Bank:

e Continue raising the quality and effectiveness
of processes that support decision-making
concerning monetary policy, in order to fulfill
the inflation target; closely review the nature
of inflation and contribute to improvement of
the inflation-targeting policy°.

e Input active international portfolio
management principles within the Central
Bank in order to further diversify international
reserves portfolios and get additional returns.

e In line with the provisions of the Government
Program 2008-2012, develop a concept for
making Armenia a regional financial center.

 Embark on large-scale measures to protect
interests of users of financial services.

« Design a new system for evaluation of risks
posed to banks based on identifying,
assessing and managing selected types of
activity-specific-risks.

e Develop a procedure on Creation and
operation of an electronic information system
on bank-guaranteed deposits and depositors,
and data storage and data provision to the
Central Bank.

* In the event draft laws on Securitization of
assets and asset-backed securities and on
Mortgage-backed bonds are adopted, to work
on creating an appropriate sub-legislative
framework.

e Draft a law on Mandatory Insurance against
Liability arising out of Loss to Third Parties
due to Usage of Motor Vehicles, and draft
respective laws to be adopted pursuant
thereto.

e Develop a concept on a Single Healthcare
Information Databank in collaboration with the
Ministry of Health, in order to promote
development of medical insurance.

0 Report on how the issue Is tackled is provided on a quarterly
basis in the Central Bank-published Monetary Policy Program
of the Republic of Armenia and Inflation Report.
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Develop a Supervisor Manual on on-site
inspection in insurance companies.

Continue implementing the program of review
of development perspectives and
recommendations for development of
Armenian securities market in collaboration
with the Swedish stock exchange operator
OMKX.

Develop sub-legislative acts ensuing from the
Republic of Armenia Law on Securities Market
(adopted on October 11, 2007) and make
amendments to regulations accordingly.

Introduce a new supervision framework
whereby regulatory and supervisory
processes designed for prudential, market
conduct and consumer protection pillars
should be clearly distinguished.

Develop a legislation covering investment
fund activity and rewrite laws on joint stock
companies.

Further participate actively in pension system
reform initiatives.

Input the Basel Il Accord’s requirements in
banks and evaluate combined risks of
financial groups and risk management
processes.

Evaluate internal control mechanisms in credit
organizations.

Embark on institutionalizing actuaries in
insurance companies and supplying them with
actuarial experts, primarily focusing on risk
management, human resource policies,
adequate information technologies (efficient
accounting programs, information security,
etc.), enhance confidence in policyholders,
development of market infrastructures and
foster foreign investment.

Exercise control over public offers on
corporate finances, information subject to
disclosure by reporting entities and corporate
relations of reporting entities.

Support public offerors and, hence, continue
cooperating with the OMX in order to make
that happen.



Carry out re-registration and re-licensing of
securities market participants in compliance
with the Republic of Armenia Law on
Securities Market and other relevant
regulations.

Evaluate the performance of service by
exchange offices and check whether they
comply with the requirements of Armenian
legislation.

Take measures to encourage non-cash
circulation in Armenia and ensure an
adequate oversight of payment systems.

Make efforts to minimize potential risks in
transactions with cash in the banking system,
work on ensuring technical adequacy of the
Central Bank’s cash center under construction
and organize work in the center.

Continue work on further aligning with the IMF
criteria on transparency.

Design educational programs for reporters
and school teachers who deal with economic
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issues and economics, respectively, as well

as general educational programs in order to

raise awareness of general public in the field
of finances and economics.

Organize events dedicated to the 15-th
anniversary of Armenian Dram, and continue
educational programs of the Central Bank.

Develop the Central Bank staff motivation
policies and principles for disclosing and using
talent, reducing staff outflow rates, and
introduce new mechanisms for assessing the
results of training.

Increase the number of rated organizations,
and foster new issues of corporate bonds.

Share the FMC's function of combating ML/TF
with other parties concerned and broaden
action designed to combat ML/TF.

Take measures to improve work of Audit
Group and further align its activities with best
international experience.
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Central Bank of the Republic of Armenia

/ncorme statermerit

AMD thousand

88| 38
o 55 Q55
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Interest income 14,722,444 13,640,989
Interest expense (7,441,031) | (2,501,883)
Net interest income 7,281,413 | 11,139,106
Fee and commission income 73,739 22,127
Fee and commission expense (165,628) (143,660)
Net fee and commission expense (91,889) (121,533)
Net foreign exchange loss 6 (52,984,269) | (37,927,006)
Net realized loss on available-for-sale assets (135,256) (377,797)
Net gain on financial instruments at fair value through
profit or loss 8,335,233 2,699,004
Other income 259,645 700,846
Operating loss (37,335,123) | (23,887,380)
Costs of production of banknotes and coins (1,173,085) (506,228)
General administrative expenses 9 (5,286,278) | (4,577,173)
Operating expenses (6,459,363) | (5,083,401)
Loss for the year (43,794,486) | (28,970,781)

The financial statements as set out on pages 34 to 72 were approved by the Board of the Central Bank of Republic of Armenia on

25 March 2008 and were signed on its behalf by:

Tigran SARGSYAN
Chairman of the Central Bank of Armenia

ot

Haykanush HAKOBYAN
Chief Accountant of the Central Bank of Armenia

 a

The income statement is to be read in conjunction with the notes to, and forming part of, the financial

Statements.
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Central Bank of the Republic of Armenia

Balance sheet

AMD thousand

4% 58
&3 &3
S 248 2488
ASSETS
Foreign currency assets
Cash 72,430 491,363
Placements with banks and other financial institutions 10 183,063,363 283,201,115
Financial instruments at fair value through profit or loss 11 318,671,929 79,440,951
Available-for-sale assets 12 1,216 21,435,036
Placements with the IMF 13 2,940,262 5,117,455
Other assets 222,321 166,248
504,971,521 | 389,852,168
Domestic currency assets
Loans and reverse repurchase agreements 14 24,600,695 15,290,302
Available-for-sale assets 12 49,245,329 19,171,500
Property and equipment 15 8,125,307 7,061,116
Intangible assets 16 62,707 70,484
Other assets 17 883,508 566,507
82,917,546 42,159,909
Total Assets 587,889,067 | 432,012,077
LIABILITIES AND CAPITAL
Foreign currency liabilities
Deposits and balances from financial and other
institutions 18 40,040,499 25,810,253
Due to the Government of the Republic of Armenia 19 48,727,754 59,694,152
Other borrowed funds 20 10,274,856 8,043,093
Other liabilities 67,382 29,897
99,110,491 93,577,395

The balance sheet is to be read in conjunction with the notes to, and forming part of, the financial

Statements.
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Domestic currency liabilities

Notes and coins in circulation 350,273,664 | 226,841,135

Deposits and balances from financial and other
institutions 18 38,387,377 39,301,849
Due to the Government of the Republic of Armenia 93,622,987 61,532,562
Debt securities issued 48,958,097 38,987,836
Other liabilities 21 1,090,046 946,661
532,332,171 | 367,610,043
Total Liabilities 631,442,662 | 461,187,438

Capital

Issued capital 22 100,000 100,000
General reserve 22 9,870,486 9,870,486
Additional paid in capital 12 42,009,598 12,734,237
Revaluation reserve for available-for-sale assets (108,384) (249,275)
Accumulated losses (95,425,295) | (51,630,809)
Total capital (43,553,595) | (29,175,361)
Total liabilities and capital 587,889,067 432,012,077

The balance sheet is to be read in conjunction with the notes to, and forming part of, the financial
statements.
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Central Bank of the Republic of Armenia

Staterment of changes /1 equrty

AMD thousand
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Balance at 1 January 2006 100,000 | 9,870,486 -| 55,305|(22,660,028) | (12,634,237)
Net unrealized loss from
changes in fair value - - - 1(304,580) - (304,580)
Total expense recognized
directly in equity - - - |(304,580) - (304,580)
Loss for the year - - - -1(28,970,781) | (28,970,781)
Total income and expense for
the year (304,580) | (28,970,781) | (29,275,361)
The Government of the Republic
of Armenia contribution into
equity (Note 22) - -112,734,237 - -| 12,734,237
Balance at 31 December 2006 | 100,000 | 9,870,486 |12,734,237 |(249,275) | (51,630,809) | (29,175,361)
Net unrealized gains from
changes in fair value - - - 827 - 827
Net losses realized to the loss
for the year on disposal of
available-for-sale instruments - - -| 140,064 - 140,064
Total income recognized directly
in equity - - -| 140,891 - 140,891
Loss for the year - - - -1(43,794,486) | (43,794,486)
Total income and expense for
the year - - -| 140,891 |(43,794,486) | (43,653,595)
The Government of the Republic
of Armenia contribution into
equity (Note 22) - - 129,275,361 - -| 29,275,361
Balance at 31 December 2007 | 100,000 | 9,870,486 |42,009,598 |(108,384) | (95,425,295) | (43,553,595)
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- again or loss on a financial instrument classified as at fair value through
profit or loss is recognised in the income statement;

- a gain or loss on an available-for-sale financial asset is recognised
directly in equity through the statement of changes in shareholders’
equity (except for impairment losses and foreign exchange gains and
losses) until the asset is derecognised, at which time the cumulative gain
or loss previously recognised in equity is recognised in the income
statement. Interest in relation to an available-for-sale financial asset is
recognised as earned in the income statement calculated using the
effective interest method.

For financial assets and liabilities carried at amortised cost, a gain or loss
is recognised in the income statement when the financial asset or liability is
derecognised or impaired, and through the amortization process.

Derecognition

A financial asset is derecognised when the contractual rights to the cash
flows from the financial asset expire or when the Bank transfers substantially
all of the risks and rewards of ownership of the financial asset. Any rights or
obligations created or retained in the transfer are recognised separately as
assets or liabilities. A financial liability is derecognised when it is
extinguished.

Where an existing financial liability is 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 modification is treated as a
derecognition of the original liability and the recognition of a new liability, and
the difference in the respective carrying amounts is recognised in the
statement of income.

Repurchase and reverse repurchase agreements

Securities sold under sale and repurchase (‘repo”) agreements are
accounted for as secured financing transactions, with the securities retained
in the balance sheet and, in case the transferee has the right by contract or
custom to sell or repledge them, reclassified as securities pledged under
sale and repurchase agreements and faced as the separate balance sheet
item. The counterparty liability included in amounts due to other banks or to
customers, as appropriate. The difference between the sale and repurchase
price represents interest expense and is recognised in the income statement
over the terms of the repo agreement.

Securities purchased under agreements to resell (“reverse repo”) are
recorded as due from banks or customers as appropriate. The differences
between the sale and repurchase prices are treated as interest and accrued
over the life of the reverse repo agreement using the effective interest
method.

Securities borrowed are not recognized on the balance sheet, unless they
are sold to third parties, in which case the obligation to return the securities
is recorded as a trading liability and measured at fair value with any gains or
losses included in net trading income.

Offsetting

Financial assets and liabilities, and income and expenses, are offset and
the net amount reported in the balance sheet when there is a legally
enforceable right to set off the recognised amounts and there is an intention
to settle on a net basis, or realise the asset and settle the liability
simultaneously.
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Notes and coins in circulation

Notes and coins in circulation issued by the Bank are presented in the
balance sheet as a liability in favor of the holder, at face value. Notes
printing and coins production costs are treated as expense in the income
statement in the year of occurrence.

Numismatic coins

Numismatic coins are measured at the lower of cost and net realisable
value. The cost of coins is based on the first-in first-out principle, and
includes expenditure incurred in acquiring the numismatic coins and bringing
them to their existing location and condition. Net realisable value is the
estimated selling price in the ordinary course of business, less the estimated
costs of completion and selling expenses. Upon sale the difference between
estimated net proceeds and the carrying value is recognised as a gain or
loss in the current year income statement.

Property and equipment
Owned assets

Items of property and equipment are stated at cost less accumulated
depreciation and impairment losses.

Where an item of property and equipment comprises major components
having different useful lives, they are accounted for as separate items of
property and equipment.

Repairs and maintenance are charged to the income statement during
the period in which they are incurred. The cost of major renovations is
included in the carrying amount of the asset when it is probable that future
economic benefits in excess of the originally assessed standard of
performance of the existing asset will flow to the Bank. Major renovations
are depreciated over 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.

Leased assets

Leases under which the Bank assumes substantially all the risks and
rewards of ownership are classified as finance leases. Equipment acquired
by way of finance lease is stated at an amount equal to the lower of its fair
value and the present value of the minimum lease payments at inception of
the lease, less accumulated depreciation and impairment losses.

Depreciation

Depreciation is charged to the income statement on a straight-line basis
over the estimated useful lives of the individual assets. Depreciation
commences on the date of acquisition or, in respect of internally constructed
assets, from the time an asset is completed and ready for use. Land is not
depreciated. The estimated useful lives are as follows:
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Buildings 10 to 20 years
Networks, computer and other equipment 5 years
Vehicles 5 years
Others 5 years

Intangible assets

Intangible assets, which are acquired by the Bank, are stated at cost less
accumulated amortisation and impairment losses.

Amortisation is charged to the income statement on a straight-line basis
over the estimated useful lives of intangible assets. The estimated useful
lives are as follows:

Computer software from 3-5 years

Amortisation periods and methods for intangible assets with finite useful
lives are reviewed at least at each financial year-end.

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

Impairment
Financial assets carried at amortized cost

Financial assets carried at amortized cost consist principally of
placements with banks and other financial institutions, loans, other
receivables and unquoted available-for-sale debt securities (“loans and
receivables”). The Bank reviews its loans and receivables, to assess
impairment on a regular basis. A loan or receivable is impaired and
impairment losses are incurred if, and only if, there is objective evidence of
impairment as a result of one or more events that occurred after the initial
recognition of the loan or receivable and that event (or events) has an
impact on the estimated future cash flows of the loan that can be reliably
estimated.

Criteria used to determine that there is objective evidence of an
impairment loss may include indications that the borrower or a group of
borrowers is experiencing significant financial difficulty, default or
delinquency in interest or principal payments, breach of loan covenants or
conditions.

The Bank first assesses whether objective evidence of impairment exists
individually for loans and receivables that are individually significant, and
individually or collectively for loans and receivables that are not individually
significant. If the Bank determines that no objective evidence of impairment
exists for an individually assessed loan or receivable, whether significant or
not, it includes the loan in a group of loans and receivables with similar credit
risk characteristics and collectively assesses them for impairment. Loans
and receivables that are individually assessed for impairment and for which
an impairment loss is or continues to be recognised are not included in a
collective assessment of impairment.
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If there is objective evidence that an impairment loss on a loan or
receivable has been incurred, the amount of the loss is measured as the
difference between the carrying amount of the loan or receivable and the
present value of estimated future cash flows including amounts recoverable
from guarantees and collateral discounted at the loan or receivable’s original
effective interest rate. Contractual cash flows and historical loss experience
adjusted on the basis of relevant observable data that reflect current
economic conditions provide the basis for estimating expected cash flows.

In some cases the observable data required to estimate the amount of an
impairment loss on a loan or receivable may be limited or no longer fully
relevant to current circumstances. This may be the case when a borrower is
in financial difficulties and there are few available historical data relating to
similar borrowers. In such cases, the Bank uses its experience and judgment
to estimate the amount of any impairment loss.

All impairment losses in respect of loans and receivables are recognised
in the income statement and are only reversed if a subsequent increase in
recoverable amount can be related objectively to an event occurring after the
impairment loss was recognised.

Financial assets carried at cost

Financial assets carried at cost include unquoted equity instruments
included in available-for-sale assets that are not carried at fair value
because their fair value can not reliably measured. If there is objective
evidence that such investments are impaired the impairment loss is
calculated as the different between the carrying amount of the investment
and the present value of the estimated future cash flows discounted at the
current market rate of return for a similar financial asset.

All impairment losses in respect of these investments are recognised in
the income statement and can not be reversed.

Non financial assets

Other non financial assets are assessed at each reporting date for any
indications of impairment. The recoverable amount of non financial assets is
the greater of their fair value less costs to sell and value in use. In assessing
value in use, the estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market assessments
of the time value of money and the risks specific to the asset. For an asset
that does not generate cash inflows largely independent of those from other
assets, the recoverable amount is determined for the cash-generating unit to
which the asset belongs. An impairment loss is recognised when the
carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount.

All impairment losses in respect of non financial assets are recognised in
the income statement and reversed only if there has been a change in the
estimates used to determine the recoverable amount. Any impairment loss
revered is only reversed to the extent that the asset’s carrying amount does
not exceed the carrying amount that would have been determined, net of
depreciation or amortisation, if no impairment loss had been recognised.
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Pensions

The Bank does not have any pension arrangements separate from the
State pension system of the Republic of Armenia, which requires current
contributions by the employer calculated as a percentage of current gross
salary payments; such expense is charged in the period the related salaries
are earned. In addition, the Bank has no post-retirement benefits or
significant other compensated benefits requiring accrual.

Provisions

A provision is recognised in the balance sheet when the Bank has a legal
or constructive obligation as a result of a past event, and it is probable that
an outflow of economic benefits will be required to settle the obligation. If the
effect is material, provisions are determined by discounting the expected
future cash flows at a pre-tax rate that reflects current market assessments
of the time value of money and, where appropriate, the risks specific to the
liability.

Taxation

The Bank is not subject to any taxes, with the exception of taxes, duties
or customs fees collected at the border of the Republic of Armenia for
imported goods.

Recognition of income and expense
Interest income and expense

Interest income and expense are recognised in the income statement as
they accrue, taking into account the effective interest rate of the
asset/liability or an applicable floating rate. Interest income and expense
include the amortisation of any discount or premium or other differences
between the initial carrying amount of an interest bearing instrument and its
amount at maturity calculated on an effective interest rate basis.

Interest income on financial instruments at fair value through profit or loss
is included in net gain on financial instruments at fair value through profit or
loss.

Loan organization fees, loan servicing fees and other fees that are
considered to be integral to the overall profitability of a loan, together with
the related direct costs, are deferred and amortized to the interest income
over the estimated live of the financial instrument using the effective interest
rate method.

Fee and commission income

Other fee and commission income is recognised when the corresponding
service is provided.
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New Standards and Interpretations

Certain new IFRSs became effective for the Bank from 1 January 2007.
Listed below are those new or amended standards or interpretations which
are or in the future could be relevant to the Bank’s operations and the nature
of their impact on the Bank’s accounting policies.

IFRS 7, Financial Instruments.: Disclosures and a complementary
Amendment to IAS 1 Presentation of Financial Statements - Capital
Disclosures (effective from 1 January 2007). The IFRS 7 introduced new
disclosures to improve the information about financial instruments, including
about quantitative aspects of risk exposures and the methods of risk
management. IFRS 7 replaced IAS 30, Disclosures in the Financial
Statements of Banks and Similar Financial Institutions, and some of the
requirements in IAS 32, Financial Instruments: Disclosure and Presentation.
The Amendment to IAS 1 introduced disclosures about the level of an
entity’s capital and how it manages capital. The adoption of IFRS 7 and the
amendment to IAS 1 had no impact on the reported profits or financial
position of the Bank. The new disclosures are made in these financial
statements and in accordance with the transitional requirements of the
standards, the Bank has provided full comparative information.

Other new standards or interpretations. The Bank has adopted the

following other new standards or interpretations:

* IFRIC 7, Applying the Restatement Approach under IAS 29 (effective for
periods beginning on or after 1 March 2006);

* |IFRIC 8, Scope of IFRS 2 (effective for periods beginning on or after 1
May 2006);

e |IFRIC 9, Reassessment of Embedded Derivatives (effective for annual
periods beginning on or after 1 June 2006);

e |IFRIC 10, /nterim Financial Reporting and Impairment (effective for
annual periods beginning on or after 1 November 2006).

The effect of these changes on the financial statements of the Bank is not
significant.

At the date of authorization of these financial statements, the following
Standards and Interpretations to the Bank were issued but not yet effective:
e IFRIC 12 Service Concession Arrangement (effective January 1, 2008)

e |IFRIC 13 Customer Loyalty Programmes (effective July 1,2008)

e |IFRIC 14 /AS 19 The Limit on a Defined Benefit Asset, Minimum
Funding Requirements and their Interaction (effective January 1,2008)

* |AS 23 Borrowing Costs (revised 2007) (effective January 1,2009)

* IFRS 8 Operating Segments (effective January 1,2009)
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4. Interest income

AMD thousand
[ 2007 | 2006
Interest income from foreign currency assets
Term deposits 11,760,400 8,118,941
Available-for-sale assets 367,997 2,547,436
Nostro accounts 826,277 1,131,074
Placements with the IMF 129,291 235,674
Other 3,862 -
13,087,827 12,033,125
Interest income from domestic currency assets
Loans and reverse repurchase agreements 1,135,033 924,619
Available-for-sale assets 493,473 665,557
Other 6,111 17,688
1,634,617 1, 607,864
14,722,444 13,640,989
5. Interest expense
AMD thousand
2007 2006
Interest expense on foreign currency liabilities
Payable to the Government of the Republic
of Armenia in relation to the loans from the
IMF 263,926 345,127
Other borrowings 76,618 77,234
Other liabilities 81,866 69,624
422,410 491,985
Interest expense on domestic currency liabilities
Debt securities issued 2,841,829 1,451,430
Due to The Government of the Republic of
Armenia 4,039,109 445,064
Deposits and balances from financial and
other institutions 53,798 43,642
Other liabilities 83,885 69,762
7,018,621 2,009,898
7,441,031 2,501,883
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6. Net foreign exchange loss

AMD thousand
2007 2006
Loss from revaluation of monetary assets
and liabilities (54,593,071) | (36,013,048)
Net (gain)/loss on spot transactions 1,608,802 (1,913,958)
(52,984,269) | (37,927,006)

Included in the loss from revaluation of monetary assets and liabilities is a
foreign exchange revaluation loss on financial instruments at fair value
through profit or loss of AMD 36,263,583 thousand (2006: 13,952,537 ).

7. Net gain on financial instruments at fair value through profit or loss

AMD thousand
2007 2006
Net gain on assets under trust
management excluding foreign exchange
revaluation 1,334,311 2,147,505
Net gain on foreign securities under own
management excluding foreign exchange
revaluation 7,173,377 651,880
Trust management fees (172,455) (100,381)
8,335,233 2,699,004
8. Other income
AMD thousand
2007 2006
Repayment of previously written off
debtors - 542,551
Net income from sales of numismatic coins 102,377 62,079
Other income 157,268 96,216
259,645 700,846




9. General administrative expenses
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AMD thousand

2007 2006

Employee compensation, staff training and
related payments 2,981,370 2,606,728
Security and maintenance of reserves 725,910 442,008
Depreciation and amortization 772,912 739,984
Repairs and maintenance 217,224 239,378
Professional services 141,032 99,666
Other 447,830 449,409
5,286,278 4,577,173

10. Placements with banks and other financial institutions
AMD thousand
2007 2006
Term deposits 159,477,087 255,364,239
Nostro accounts 21,695,942 25,470,880
Qgggtiiisinterest on deposits and nostro 100,643 2,083,644
Cash included in assets under trust

management 401,371 282,352
Other 689,320 =
183,063,363 283,201,115

Concentration of placements with banks and other financial institutions

As at 31 December 2007 and 2006 the Bank had 3 and 7 banks and
financial institutions, respectively, whose balances exceeded 10% of total
placements with banks and other financial institutions. The gross value of
these balances as of 31 December 2007 and 2006 were AMD 58,383,610
thousand and AMD 229,598,575 thousand, respectively.

51



ANNUAL FINANCIAL STATEMENTS 2007

11. Financial instruments at fair value through profit or loss

AMD thousand
2007 2006
Assets
Debt and other fixed-income instruments - Quoted
Foreign government securities under own
management 251,676,631 38,566,365
Securities under trust management 66,738,148 40,227,658
318,414,779 78,794,023
Detrivative financial instruments - Quoted
Foreign exchange forward contracts 257,150 646,928
318,671,929 79,440,951

Debt and other fixed-income instruments were, upon initial recognition,
designated by the Bank as financial assets at fair value through profit or
loss.

Securities under trust management represent debt securities of foreign
governments for the amount of AMD 46,902,724 thousand (2006:
26,166,949) and securities of foreign financial institutions for the amount of
AMD 19,835,424 thousand (2006: 14,060,709). All these instruments are
rated A2 and higher by Moody's.

Securities and derivative financial instruments under trust management
represent financial instruments under discretionary asset management at a
foreign financial institution. Risk exposure limits and investment guidance
are set by the Bank.

Derivative financial instrumentis

AMD thousand
Notional amount Fair value
2007 2006 2007 2006
Asset Liability Asset | Liability
Foreign forwards 47,197,957 | 64,037,619 113,699 - 646,928 -
Foreign futures 19,524,259 - 143,451 - - -
Total 257,150 - 646,928 -
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12. Available for sale assets

AMD thousand

| 2007 | 2006

Available for sale investments in foreign currency

Debt and other fixed-income instruments - Quoted

Foreign government securities under own

management - 21,433,820
Equity investments at cost -Unquoted
SWIFT 1,216 1,216

1,216 21,435,036

Available for sale investments in domestic currency
Debt and other fixed-income instruments

The Government of the Republic of
Armenia treasury securities 4,541,268 4,023,681

The Government of the Republic of
Armenia bond 42,009,598 12,759,357

46,550,866 16,783,038

Equity investments at cost - Unquoted

Investments in unconsolidated subsidiaries 2,651,722 2,351,722
Other equity investments 42,741 36,740
2,694,463 2,388,462

49,245,329 19,171,500

A non-interest demand bond with the nominal amount of AMD
42,009,598 thousand was issued by the Government of the Republic of
Armenia as a contribution to the Bank for no consideration (the bond bears
interest at the rate of 4% p.a. till 2008 June 28) . The bond is issued
according to the Republic of Armenia law on the Central Bank to cover the
negative equity reserves of the Bank as at 31 December 2006 of AMD
42,009,598 thousand. Management believes that the carrying value of the
bond approximates its fair value. The bond is expected to be replaced with
new bond which will be issued by the Government of the Republic of
Armenia to cover the negative equity reserves of the Bank as at 31
December 2008.

Unconsolidated subsidiaries are comprised of:

Name Country of Main activity % Controlled 2007 2006
incorporation Carrying value Carrying value
. Republic of Payment
AT ETE) (G20 Armenia processing 66% 66% 400,722 400,722
Armenian Card REBUIE )
Armenia Cash delivery 95% 94% 2,251,000 1,951,000
2,651,722 2,351,722
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The financial statements of the subsidiaries listed above have not been
consolidated into those of the Bank, as the effect on the Bank’s financial
statements would be immaterial.

Available-for-sale investment securities of the Government of the RA are
recorded at fair value using a valuation technique, which uses current
market rates to discount future cash flows of the financial instruments.

Available-for-sale equity instruments are stated at cost. There is no
market for these investments and there have not been any recent
transactions that provide evidence of the current fair value. In addition,
discounted cash flow techniques yield a wide range of fair values due to
uncertainty regarding future cash flows.

13. International Monetary Fund

AMD thousand
2007 2006
Placements with the IMF in foreign
currency
SDR holdings in the IMF 2,920,997 5,074,357
Accrued interest 19,265 43,098
2,940,262 5,117,455

The Bank maintains an SDR-denominated current account with the IMF
used for processing and settling transactions with the fund. This current
account bears interest based on the SDR interest rate, obtained weekly, as
a weighted average of selected rates of three-month instruments on the
money market of the four currencies which constitute the SDR basket. In
2007, the rate ranged from 3.03% to 4.00% (2006: 3.03% to 4.07% p.a.).

According to the IMF Statute, the Bank acts as a fiscal agent of the
Republic of Armenia and simultaneously behaves as a depositary of the IMF
in the Republic of Armenia. As such, the Bank keeps records of the quota of
the Republic of Armenia for membership with the IMF and the Promissory
note related to the membership of the Republic of Armenia in the IMF. The
positions are as follows:

AMD thousand
2007 2006
Quota in IMF (subscription) 44,228,417 50,301,903
Promissory note denominated in domestic
currency for membership in the IMF and
liabilities on the basis of account 2 44,228,417 50,301,903

The quota of the Republic of Armenia for membership with the IMF
stands at SDR 92,000,000 as of 31 December 2007 (2006: SDR
92,000,000). The change in value is due to exchange rate changes.
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14. Loans and reverse repurchase agreements

AMD thousand
2007 2006
Loans to domestic banks under
arrangement with the KFW bank 14,408,075 11,917,775
Amounts receivable under reverse
repurchase agreements 10,188,285 3,358,937
Other loans 4,335 13,590
24,600,695 15,290,302

Loans to domestic banks under the agreement with the KFW bank are
provided to 10 domestic banks and 2 financial institutions and bear interest

at rates from 5.5% to 7.5% p.a..

The Bank accepted securities as collateral for commercial loans, which it
is permitted to sell or repledge. As of 31 December 2007 amounts receivable
under reverse repurchase agreements are with 7 domestic banks (2006: 5)
and are collateralised by the following securities:

AMD thousand
2007 2006
Fair value Fair value
The Government of the Republic of
Armenia treasury bonds 9,380,526 2,280,818
Central Bank of Armenia bills - 1,072,786
9,380,526 3,353,604
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15. Property and equipment

AMD thousand
Land and Networks,  Vehicles Other Total
buildings computer and
_ other
equipment
Cost
Balance at 1 January 2006 5,534,446 3,265,948 213,358 1,707,693 10,721,445
Additions 1,135,740 295,118 42,203 216,842 1,689,903
Disposals (9,986) (187,750) - (69,196)  (266,932)
Transfer - (48,906) - 48,906 -
Balance at 31 December 2006 6,660,200 3,324,410 255,561 1,904,245 12,144,416
Balance at 1 January 2007 6,660,200 3,324,410 255,561 1,904,245 12,144,416
Additions 1,360,851 384,673 21,876 35,238 1,802,638
Disposals . (199,195)  (38,399)  (81,210)  (318,804)
Balance at 31 December 2007 8,021,051 3,509,888 239,038 1,858,273 13,628,250
Depreciation
Balance at 1 January 2006 1,077,689 2,250,482 124,429 1,180,565 4,633,165
Depreciation charge 207,369 297,296 25,729 176,148 706,542
Disposals (2,936) (187,699) - (65,772) (256,407)
Transfer - (46,401) - 46,401 -
Balance at 31 December 2006 1,282,122 2,313,678 150,158 1,337,342 5,083,300
Balance at 1 January 2007 1,282,122 2,313,678 150,158 1,337,342 5,083,300
Depreciation charge 233,099 332,602 32,077 125,369 723,147
Disposals - (195,385)  (31,481)  (76,638)  (303,504)
Balance at 31 December 2007 1,515,221 2,450,895 150,754 1,386,073 5,502,943
Net book value
At 1 January 2006 4,456,757 1,015,466 88,929 527,128 6,088,280
At 31 December 2006 5,378,078 1,010,732 105,403 566,903 7,061,116
At 31 December 2007 6,505,830 1,058,993 88,284 472,200 8,125,307
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16. Intangible assets
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AMD thousand
Computer software
Cost
Balance at 1 January 2006 219,211
Additions 26,012
Balance at 31 December 2006 245,223
Balance at 1 January 2007 245,223
Additions 41,988
Balance at 31 December 2007 287,211
Amortisation
Balance at 1 January 2006 141,297
Additions 33,442
Balance at 31 December 2006 174,739
Balance at 1 January 2007 174,739
Additions 49,765
Balance at 31 December 2007 224,504
Net book value
At 1 January 2006 77,914
At 31 December 2006 70,484
At 31 December 2007 62,707
17. Other assets
AMD thousand
2007 2006

Numismatic coins 323,853 307,197
Receivables 390,939 90,966
Other assets 168,716 168,344

883,508 566,507
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