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According to the law on the Central Bank of Armenia, the annual 

report refers to the provisions of governance of the Central Bank of 

Armenia. The report includes the summary data on the Central Bank’s 

annual activities and main functions described in its strategy and 

financial accounts which have passed international audit and received 

the audit opinion. 

However, to get a complete picture of the Central Bank’s activities, 

one should also consider to look at the strategies as well as the Inflation 

Report and the Financial Stability Report which, accordingly, are steered 

to the implementation of the two main objectives of the Central Bank. 

They contain in-depth professional analysis and estimations of the 

economic growth and financial market developments in both Armenia 

and the world. 

These assessments are, by subject, referred to in this report.

View from Nalbandyan Street (1930s)
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Dear reader, 

2020 was my first year as CBA Governor. At the time of my  
appointment as Governor by the National Assembly on June 15, 
the country was experiencing the first wave of coronavirus, and it 
was a difficult period for the economy. The Central Bank had to 
work mainly remotely, but with no less effort. While the global  
uncertainty was great, we all hoped that the world would soon 
overcome the pandemic and that life would return to normal. 

During the difficult days of the Second Artsakh War, which 
began in September 2020, the Central Bank together with the 
whole country descended into martial law. Military news mingled 
with financial market news, and there was a great deal of  
responsibility for all decisions to make. The work was done on a 
24/7 basis, despite the fact that part of the staff of the Central Bank 
and the financial system were involved in the war, and the others 
were infected. Looking back to what we had to surpass, I must state 
that both the staff of the Central Bank and the financial system came 
out of this great ordeal with honor. 

Now let's turn to economic situation. Starting the year with high 
economic activity, the Armenian economy observed a deep decline 
because of pandemic. At the same time, it should be noted that 
both the Government, through the state budget deficit, and the 
Central Bank, through expansionary policies and liquidity injections, 
made great efforts to avoid a more pessimistic scenario. 

Martin Galstyan 

Governor  
of the Central Bank
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Following developments of the year, the country's internal and 
external risks expanded significantly, which was also reflected in 
the financial markets, including through devaluation of the  
exchange rate by the end of the year. Inflation, which remained low 
during the year due to weak demand, grew sharply at the end of 
the year under the impact of supply factors.£ Monetary policy of the 
Central Bank was marked by a downward trend in interest rates and 
significant expansionary position. At the end of the year, in response 
to higher inflation projection, the CBA Board sharply raised  
refinancing rate, narrowing the expansion. At the same time, due 
to its mediation in financial markets, the Central Bank managed to 
ensure a smooth adjustment, avoiding big shocks. 

Financial system also operated in an environment of high  
uncertainty and high volatility. Amid the outbreak of pandemic and 
in particular, the uncertainties caused by the war, banking system was 
facing the risk of deteriorating credit quality and leakage of deposits.  

Despite the challenges that were emerging throughout the year, 
I think that the Central Bank has successfully managed to maintain 
price and financial stability for the benefit of our society. 

At the same time, as an independent body, the Central Bank 
must always be transparent and understandable to the public.  
To this end, the communication process of the Central Bank was  
reformed last year. All monetary policy decisions are followed by 
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press conferences of the CBA Governor, and minutes of the Board  
meetings describe in more detail discussions on interest rate and 
the underlying judgments. Financial stability reports, which are  
currently in the stage of qualitative reform and will gradually present 
in more detail the macroprudential policy pursued by the Central 
Bank, are followed by the CBA Governor's press conferences. 

During the year the Central Bank continued structural changes. 
With the view to increasing the efficiency of processes, all internal 
services have been integrated into the Corporate Services and  
Development Department. One of the goals of this reform is to  
improve the quality of personnel management policy, information 
technology and information security, budget and procurement  
processes, and other internal services. The Central Bank, as an  
institution, is currently undergoing another round of reforms, the 
results of which will be visible in the coming years. 

I would also like to touch upon the most important factor that 
has underpinned the Central Bank's success for many years. It is the 
institutional capacity of the Central Bank, to which all current and 
former managers and employees of the Central Bank contribute.  
I will also focus on the preservation and development of that  
heritage throughout my tenure. The vision for implementation of 
this problem will be reflected in our new strategy, which we have 
been working on since last year. 
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Finally, I would like to express my deep gratitude to the staff of 
the Central Bank for their dedicated work in difficult conditions.  
I am particularly impressed with the work of our modeling and  
forecasting team. At the beginning of the pandemic, when  
academicians around the world were still working on modeling its 
economic impacts, our team was one of the first in the world to 
model the situation, to lay the groundwork for CBA Board decisions 
in the face of high uncertainty. Our IT team did a tremendous job 
during the war to ensure proper performance of the bank. Every 
employee, including the management team and the CBA Board, 
has worked hard over most of the year to be able to proudly state 
today that price stability and financial stability in Armenia are  
unshakable, and to feel confident that they will be sustained in the 
future. 

Thank you!
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Values, vision, mission

n VALUES 
Independence: The Central Bank is independent in 

implementing its activities in the context of decisionmaking 
process and deciding on the tools to achieve its goal. 

Professionalism: The Bank’s ability to respond to challenges 
in a timely and high-quality manner through professional 
staff. 

Transparency: Providing stakeholders with all relevant 
information on its activity in an open, clear and timely 
manner. 

n VISION 
To be trusted by its stakeholders, stable in its policy-making 
and remaining a progress-oriented and developing 

institution at the same time. 

n MISSION 
Maintain price stability and financial stability.

ABOUT THE CENTRAL BANK

be a trustworthy, stable 
and progress-oriented 

institution

independence, 
professionalism, 
transparency

maintain price 
stability and 

financial stability

V
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n
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s

M
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on



Other objectives and functions 
of the Central Bank:*

Main objectives of 
the Central Bank:

n Ensure stability, liquidity, solvency, and conditions 
necessary for the normal activity of the financial 
system of the Republic of Armenia, 

n collect, summarize and publish monetary and financial 
sector, balance of payment, international investment 
position and external debt statistics, 

n organize and regulate a framework for combating 
money laundering and financing of terrorism, 

n create conditions for protecting interests of investors in 
securities, providing a framework for fair pricing of 
securities in the market and making sure a regulated, 
sound, open and trusted securities market is in place 
for normal operation and development, 

n provide essential conditions for protection of rights 
and lawful interests of consumers of financial services. 

n Make sure economic competition in the financial 
system is free and fair.

* See details in RA Law on Central Bank 
( https://www.arlis.am/DocumentView.aspx?DocID=121585)

Maintain price 
stability and financial 
stability in the 
Republic of Armenia
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STRATEGIC DIRECTIONS OF 
THE CENTRAL BANK 

The 2018-2020 strategy1 establishes the strategic areas of the 

Central Bank and describes in which direction they develop  

(Figure 1). It focuses on the further development of the Central 

Bank’s achievements in the previous years and setting up of new 

trends driven by challenges today. 

 

The Central Bank follows international best practice 

and criteria while implementing its strategy.

1 See: www.cba.am 
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Maintaining Price Stability. Central Bank’s monetary policy 
was aimed at ensuring 4% target level of 12-month inflation. 

Conditioned by COVID-19 pandemic and the health and  
economic consequences of the war with Azerbaijan, in 2021, a 
low inflationary environment was maintained. 

With the view to bringing the 12-month growth closer to its 
target level, in 2020, the Central Bank pursued expansionary 
monetary policy. During January-November, the Central Bank was 
gradually lowering the refinancing rate. However, in  
December, when inflation and inflation expectations were  
projected to grow in the face of the expected inflation effects from 
the external sector, the Central Bank with one big step raised  
interest rate by 1.0 percentage point to 5.25%. As a result,  
inflation at the end of the year was quite close to the target  
of 3.7%. 

During the year, in the conditions of uncertainty related to the 
economic-political perspective, a certain depreciation of the  
Armenian dram was registered in currency market. Continuing to 
adhere to the floating exchange rate policy, the Central Bank  
confined to a minor ad hoc participation in foreign exchange  
market in order to ensure sustainability of financial market. 

Maintaining financial stability.  Conditioned by spread of 
the pandemic and declaration of martial law, in 2020, the  
financial system operated under significant uncertainties, as a  
result of which participants of the financial system demonstrated 
mostly conservative behavior, and the activity growth was  
moderate.  

In 2020, the Central Bank's application of regulatory  
framework and prudential instrumental toolkit was aimed at  
ensuring continuity and smoothness of financial intermediation. 
In the face of uncertainty and rapidly changing situation,  
monitoring of the banking system has been carried out more  
operatively in order to identify risky developments in time and to 
develop effective actions to address them. 
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Other Objectives of  
the Central Bank 

Financial system regulation and supervision:  Highlighting 
the continuous improvement of the financial system regulation 
field, in 2020 the Central Bank initiated and implemented a 
number of legislative changes. The situation in the country has  
affected this issue as well. Conditioned by the situation, the tasks 
and directions of financial system control have changed, and 
some on-site inspections of financial institutions have been  
postponed or carried out remotely as part of the off-site  
supervision. Within the framework of this strategic issue, ad hoc 
urgent control measures have been implemented. 

Securities market regulation: With the view to developing 
securities market, in 2020 the Central Bank focused on  
formulation and implementation of a realistic, comprehensive and 
in-depth capital market development strategy as a locomotive of 
investment, competitiveness and sustainable growth. 

Payment and settlement system: Both globally and in  
Armenia, the 2020 challenges once again emphasized the vital 
role of non-cash transactions in people’s everyday life. The  
pandemic provided not only challenges, but also an opportunity 
to foster non-cash transactions. Within the framework of this 
strategic objective, in 2020 the Central Bank directed its efforts 
to enhance non-cash payments of population, to pay state social 
security benefits in the most convenient way for people, as well 
as to ensuring smooth and seamless operation of the entire  
payment and settlement system in order to meet the needs of the 
state, society and economic entities. As a result, the volume of 
non-cash transactions with payment cards grew by 37%  
compared to the previous year. 

With the view to cutting payment, within the framework of this 
strategic direction, in 2020 the Central Bank pursed the policy of 
using standardized messages in payment systems. To this end, the 
CBA Board has set the minimum requirements for implementation 
and use of ISO 20022 international standard messages in the  
systems operated by financial institutions. 
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Developing training and research capacities: Despite the 
challenges of COVID-19 and the war, the work on developing 
training and research capacities did not stop; most of it has been 
conducted online. Analysis of work and research performed in  
this area mostly related the assessment of socio-economic  
impacts of coronavirus in Armenia, modeling scenarios of future 
developments, and best global practices of economic response to 
COVID-19. The best proof of the relevance of the articles and  
analyzes was their publication in various international journals. 

Focusing on the main trends of the year and the imperatives 
of the moment, the Central Bank also focused its research  
capabilities on analysis and research on its main policies, and the 
resulting articles and analytical materials will be published on the 
CBA website to make them available to local and international  
experts and researchers. 

In 2020, the Dilijan Training and Research Center organized 
distance learning internships for 11 students of Harvard, Notre 
Dame, Chicago, and Tufts universities.  

Within the framework of the Central Bank's corporate social 
responsibility, Dilijan Central School, FabLab, Tumo Center for  
Creative Technologies, and Dilijan Armenian Dram Exhibition Hall 
continued to operate. 

Consumer protection in the financial system, and 
financial education: One of the main directions for the  
implementation of this strategic issue is the provision of an  
enhancing environment through the development of the  
regulatory field. In particular, the scope has been expanded to the 
Financial System Mediator has grown, the default postal method 
of communication between the financial organization and the  
consumer has been replaced by electronic, consumers with  
mortgage loans will have the opportunity to receive free mortgage 
statements 4 times a year, which they can submit to the State 
Revenue Committee for the refund of interest paid.   

The year 2020 brought challenges, which limited the  
possibilities of implementation of the other main direction of this 
strategic issue, the control of business behavior. Despite these  
restrictions, in 2020 the Central Bank carried out remote  
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supervision of business conduct. As a result of the measures 
taken, some financial institutions have committed to return 
money to consumers. 

In 2020, activities related to financial education were  
organized through electronic and online platforms. As a result, 
2050 teachers of 336 schools were trained online within the 
framework of the “Financial Education at School” program; 25 
teachers and 125 students participated in the “Citizen” project, 
various informative materials were published on the 
abcfinance.am website and social pages of the same name, such 
as infographics, video lessons and articles. 

Issuance of currency and organizing money circulation: 
In 2020, there were two main challenges in the implementation 
of this strategic direction: (i) organizing money circulation during 
pandemic with minimal risk of spreading the virus; and (ii) ensuring 
the continuity of money circulation in war conditions. In order to 
overcome the first challenge, the Central Bank almost one month 
provided customers only with newly issued banknotes, and the 
cash deposited in the Central Bank's cash register was kept in 
“quarantine” for 3-5 days and provided to customers after at least 
15 days of “quarantine”. 

Yerevan and regional cash centers ensured the continuity of 
money circulation in the regions of the republic and in Artsakh. 
Because of 2020 restrictions, the volume of the Central Bank cash 
turnover in the reporting year dropped by 7.3% over the previous 
year.  

During the year the Central Bank not only overcame the  
specific challenges of 2020, but continued issuing commemorative 
coins. In this context, in 2020, the program of issuing first gold 
investment coins “Noyan Tapan” was launched, within which  
4 versions of RA gold investment coins of different weight were  
cut in different countries and distributed around the world.  
Developments of the year once again highlighted the importance 
of global dissemination of Armenia’s national, historical, cultural 
and spiritual values. To this end, during the year the Central Bank 
continued to issue commemorative coins made of precious 
metals. Furthermore, the commemorative coin dedicated to the 
150th anniversary of the world-famous Armenian composer  



22
Central Bank of Armenia

Central Bank  
of Armenia

Komitas won the 3rd prize in the 14th international contests 
 “Constellation of Coins” held in 2020 in Russian Federation in the 
“Coin of the Year” nomination. 

Management of international reserves: In 2020, the 
Central Bank continued its strategy of managing international  
reserves of Armenia by taking a least-risk approach to ensure the 
safety, liquidity and effectiveness of management of the reserves. 
It is important to note that in 2020, too, the level of international 
reserves continued to meet the main requirements for foreign  
exchange reserves, in particular, in terms of its ability to absorb 
potential external shocks.  

Subsequently, in 2020, Armenia’s national reserves covered 
about five months of imports and more than four years of service 
for current liabilities. 

Organizing and regulating a framework to combat 
money laundering and terrorism financing: In 2020, the 
CBA carried out AML/CFT strategic and thematic (sectoral)  
analyzes, operational analyzes in line with national AML/CFT 
risks, preventive measures related to probable suspicious signals, 
as well as work on the development of legislation and  
improvement of domestic and international cooperation. In 2020, 
the number of reports on suspicious transaction from money 
transfer companies grew significantly, furthermore, for the first 
time such reports were received from notaries and the register of 
Armenian legal persons. 

Central Bank security and business continuity: 2020 
was a challenging year for the Central Bank in terms of security 
and sustainability of business. 

Because of COVID-19 pandemic, many CBA employees had 
to work remotely, which led to unprecedented security measures 
to ensure a safe and uninterrupted working environment given 
the large number of employees. 

The intensity of cyberattacks launched on the Central Bank and 
the financial sector after September 27 when martial law was  
declared, was several hundred times higher than usual. Relevant 
units of the Central Bank, together with their partners in the  
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financial sector, were able to resist them 24/7, and no losses were 
reported as a result of the cyberattacks. 

Knowledge and human resources: In this strategic area, 
higher management efficiency, provision of quality internal  
services and institutional development were highlighted during 
the year. To achieve this goal, in 2020 the Central Bank  
implemented a number of structural reforms. 

By the end of the year, the Central Bank’s employees numbered 
765 of whom 60% women and 40% men, with an average age 
of 41. During the year, 62 employees left the Bank. 70 employees 
earned international qualification in financial, accounting,  
auditing, insurance, information technology and other areas. 

2020, with all its difficulties, proved once again that the staff 
is one of the most crucial assets of the Central Bank. Due to their 
knowledge, flexibility and professionalism, the highly qualified 
and professionally accredited colleagues, in this difficult  
and unstable period of time, put at fore the public interest and  
accomplished the tasks set before them, ensuring continuity of 
business. 

Communication and accountability: As part of ensuring 
transparency in fulfilling the primary objectives, the Central Bank 
communicated its actions, programs and initiatives in the field of 
implementing monetary policy, financial supervision and  
maintaining financial stability to the financial market participants 
and the public. 

Discussions were held on various issues of interest. Given  
peculiarities of 2020, the Central Bank has cooperated with banks 
and credit organizations in an unprecedented working regime.  
As a result, public was informed about the support provided by 
financial institutions to their clients, such as credit holidays or  
revised credit obligations, through messages, reports, interviews, 
using, inter alia, social networking platforms for that purpose. 

In order to enhance transparency of its activities, the Central 
Bank has published a number of periodicals, which presented the 
activities carried out by the bank in the areas of monetary policy, 
financial stability, AML/CFT, and money circulation.
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Achievement of price stability and 
challenges 

In 2020, the Central Bank's monetary policy was aimed 
at ensuring a target level of 4% for 12-month inflation.  
Conditioned by COVID-19 pandemic and the health and  
economic consequences of the war with Azerbaijan, in 2021, a 
low inflationary environment was maintained. The latter were 
 reflected in both the decline in economic activity and the  
significant weakening of aggregate demand. In such a situation, 
the Government has implemented strongly expansionary fiscal 
policy aimed at social and economic support. However, in the face 
of the uncertainty accrued because of the pandemic and martial 
law, the society manifested a cautious attitude towards consumption 
and investment, which, despite fiscal and monetary incentives, 
has led to sluggish domestic demand and low inflationary  
environment. 

With the view to bringing the 12-month growth  
closer to its target level, in 2020, the Central Bank pursued 
expansionary monetary policy. During January-November, the 
Central Bank was gradually lowering the refinancing rate.  
However, in December, when inflation and inflation expectations 
were projected to grow in the face of the expected inflation effects 
from the external sector, the Central Bank with one big step raised 
interest rate by 1.0 percentage point to 5.25%. As a result,  
inflation at the end of the year was quite close to the target  
of 3.7%. 

  
 
 

MAINTAINING PRICE 
STABILITY

 

With the view to ensuring 

stability of prices, which is of one 

of the main objectives of the 

Central Bank of Armenia, a 

medium-term inflation target or 

inflation target is set, and the 

policy of the Central Bank in this 

area is an important precondition 

in terms of anchoring public 

inflation expectations and 

ensuring macroeconomic stability 

and hence, long-term economic 

growth. Inflation target is fixed in 

the monetary policy programs of 

the Central Bank of Armenia, 

medium-term government 

expenditure programs, national 

laws on the state budget, and in 

the programs of sustainable 

development.
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Implementation of Monetary Policy 

In light of the coronavirus pandemic and martial law declared 
in 2020, some volatility trends were observed in RA financial  
markets to which the Central Bank of Armenia operatively  
responded with its basic monetary toolkit. Thus, the Central Bank 
fully covered the high demand for monetary liquidity through its 
main tool, injecting the necessary level of liquidity in market. As a 
result, market interest rates were formed around the operational 
objective, i.e. policy interest rate. 

During the year, in the conditions of uncertainty related to the 
economic-political perspective, a certain depreciation of the  
Armenian dram was registered in currency market. Continuing to 
adhere to the floating exchange rate policy, the Central Bank  
confined to a minor situational participation in foreign exchange 
market in order to ensure sustainability of financial market. 

12-month inflation     12-month core inflation

4.0 

3.0 

2.0 

1.0 

0.0 

-1.0 12 1 2 3 4 5 6 7 8 9 10 11 12 1 2 3 4 5 6 7 8 9 10 11 12

Chart 1. In 2020 low inflation rate was sustained, which skyrocketed 
in December because of higher import prices on food 

2019                                                                                                        2020
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Decision-Making on Policy Interest 
Rates 

In 2020, certain changes took place in the monetary policy 
development and policy decision-making process, which  
significantly increased the efficiency of the process. This refers to 
the involvement of the Central Bank Board in the development of 
monetary policy and in making projections, which was previously 
limited to decisionmaking discussions. This gives Board members 
the opportunity, prior to reviewing a decision, to be updated 
about the actual situation, assumptions and judgments  
underlying projections, as well as to submit their comments and 
suggestions on the projected scenarios. 

Public Dissemination of Monetary 
Policy 

In order to increase the transparency of the Central Bank’s 
monetary policy implementation and communication efficiency, 
in 2020, a new principle of communication was established,  
according to which after each interest rate decision, a short press 
release shall be published before 12:00, including solely  
information on interest rates set by the Central Bank. On the day 
of the decision, at 15:30, CBA governor gives a press conference 
to journalists. The press conference is broadcast live on  
the website of the Central Bank of Armenia, where the brief  
substantiation and logic of the decision is presented, then, by 
16:00, the presented press release is published, and the press 
conference continues in a question-and-answer format. The  
interest rate protocol has also been improved to provide more  
detailed discussion of Board meetings and Board members'  
positions differing from the main scenario, rather than the brief 
and more general information previously provided. 

 

The Central Bank of Armenia 

implements its monetary policy 

through inflation targeting 

strategy. Under it, along with the 

ultimate goal, i.e. 12-month 

inflation target, an intermediate 

goal is set, i.e. the projected way 

to bring inflation closer to the 

target, as well as the operational 

goal, i.e. short-term market 

interest rate. Target level of the 

latter is the refinancing rate set  

by the Central Bank, which is a 

guideline for the Central Bank's 

operations in the financial 

market. The main tool of 

monetary policy is the 7- day 

repo agreement through which 

the Central Bank regulates the 

level of liquidity in the financial 

system. 
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Monetary policy implementation: 
improvement and advancement 

In 2020, various efforts aimed at improving the model system 
of monetary policy development and the policy implementation 
process were carried out. These efforts were mostly focused on 
addressing the unprecedented developments of the year:  
coronavirus pandemic and the declared martial law, with the view 
to identifying their impact on the Armenian economy and  
improving the efficiency of monetary policy in such circumstances. 
In particular: 

1. New format of weekly monetary monitoring meetings has 
been introduced instead of the previous weekly meetings of 
the monetary committee. The purpose of these meetings is to 
exchange information and discuss the analysis necessary for 
the development and implementation of monetary policy  
by the Projecting Team and stakeholder units, increasing  
the effectiveness of addressing monetary policy issues and 
decision making. 

2. Short-term projections’ system has been upgraded, which 
implies full integration and application of the operative  
and highly relevant recurrent data, introduction of new  
mechanisms for regular evaluation and improvement of 
models’ quality. 

3. Within the process of monetary policy development, inclusion 
of judgments and scenario building has been expanded and 
improved, including the development and implementation of 
a number of models for identifying and evaluating different  
issues. 

y Two Dynamic stochastic general equilibrium (DSGE) have 
been developed where the coronavirus factor is in-built. In 
the first model, the household health conditions worsen due 
to coronavirus, in response to which they consume health 
products and services, as well self-isolate. The second 
model incorporates several types of households, as well as 

 

The Central Bank's 

communication with the public 

is the essential part of the 

inflation targeting strategy. 

Within its policies on public 

outreach of monetary policy, 

the Central Bank publishes 

operative information on setting 

policy interest rate - press 

release (on the day when the 

decision is made), interest rate 

statement with more detailed 

information (within 10 working 

days after the decision is 

made), and quarterly inflation 

report (within 10 working days 

after the decision is made). The 

first section of the inflation 

report includes monetary policy 

program for the current quarter, 

and the second section is the 

performance report of the 

previous quarter monetary 

policy program.
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economic sectors that respond differently to coronavirus 
shock, i.e. the probability of infection varies by type of  
occupation. The findings of these models have been used 
in monetary policy development to enhance assessment of 
economic effects of the pandemic and policy decisions. 

y A model has been developed to assess the long-term effects of 
the war shock on the economies of Armenia and Artsakh. 
Under the model, households have the opportunity to work 
both in Armenia and abroad. The model assumes outflow of 
capital resources from Armenia to Artsakh. The model allows to 
estimate the long-term effects depending on the severity of war. 
Using the model, long-term economic impact of the Artsakh 
war on the economies of Armenia and Artsakh was assessed. 

y A research was conducted to analyzes the link between  
structural reforms and inflation. The game theory-based model 
assumes that in order to achieve its goals the government can 
either implement reforms or create inflation. Reforms entail 
short-term expenditures aimed at ensuring the long-term 
growth of society. The research paper comes to the conclusion 
that the main driving force for implementing reforms can be 
raising the society’s orientation on future. The society that plans 
its life for a short horizon, it hinders the implementation of  
reforms by the government, whereas the society with long-term 
planning forces its government to carry out reforms without  
creating inflation. The paper concludes that even small-scale  
reforms can result in higher future orientated society, which will 
subsequently lead to a wider range of reforms and widespread 
public support for lowinflation policies. The paper reaffirms the 
importance of the goal of price stability in the context of overall 
structural reforms, which will be used to discuss and communicate 
its monetary policy objectives. 
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Vignette 

The macroeconomic policy modeling team regularly deals with  
situations where it is necessary to build models in a short period of time 
and thus facilitate policy discussions. One such episode in 2020 was 
March, when the coronavirus was on the rise and many countries 
around the world were imposing restrictions․ At that time, there were 
no economic models that would focus on coronavirus and the response 
of monetary policy to that shock. As a result of the work of the  
modeling team, the Central Bank already had such model in the middle 
of the month, which contributed to the discussions on the refinancing 
rate2 In the face of coronavirus shock, households consume health  
products and services, as well as isolate themselves in order to maintain 
or restore their health. Because isolation is time consuming, the  
alternative cost of isolation is salary. In the event of a shock, people 
automatically consume health products and isolate themselves, thus  
reducing the spread of the virus. As a result of the expansionary  
(deviation from the Central Bank, Taylor rule) monetary policy, salaries 
are slightly reduced, raising the cost of isolation. Hence, people prefer 
to work more and isolate themselves, accelerating the spread of the 
virus. The conclusion was that monetary policy could not prevent both 
the economic downturn and the spread of the pandemic at the same 
time, so it was necessary to choose one of them based on the priority  
of goals. The work was presented at the annual conference of the  
Armenian Economic Union and was awarded the International  
Monetary Fund's “Best Work” award. This work was later published  
in a respected professional journal3. 

After that, the team was given the task of finding out what tools 
could be used to curb the economic downturn, while curbing the 
spread of the pandemic. In late April, the modeling team presented a 
model that assessed the impact of the coronavirus on households with 
different incomes, as well as different sectors of the economy. It is a 
DSGE model containing the pandemic factor where the economy is 
viewed in terms of health, social and other industries, implying more  

2 Box 3, Monetary Policy Program. 1st quarter, 2020. 
3 Asoyan, A., Davtyan, V., Igityan, H., Kartashyan, H. and Manukyan, H. (2020).  

Modelling the Effects of a Health Shock on the Armenian Economy. Russian Journal  
of Money and Finance, 79(4), pp. 18-44
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intensive communication between people both at work and when  
consuming the product or service of the relevant industry. Examples of 
social industries are public catering establishments, theaters, etc.  
That is, people working in these industries, as well as consuming their 
products and services, are more likely to be infected with the  
coronavirus. The results of the model show that due to the shock of  
the coronavirus, income inequality deepens, mainly between the poor 
employed in the social industries and the rich employed in other  
industries4. On the other hand, monetary policy, as well as aggregate 
fiscal policy instruments, create a dilemma between economic activity 
and the pandemic. The paper discusses a fairly broad set of policy  
tools and concludes that different targets and sectoral fiscal instruments 
can curb both the spread of the pandemic and the economic downturn. 
One of the results is that if the public awareness on the spread of the 
pandemic is incomplete, it leads to a deeper decline in GDP and a 
higher number of infected people compared to a situation where the 
public has complete information about the spread of the pandemic.  ¢

4 Box 1, Monetary Policy Program. 3rd quarter, 2020.
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MAINTAINING  FINANCIAL 
STABILITY 

In 2020, the financial system operated under significant  
uncertainties due to the spread of the pandemic and preventive 
measures taken since the beginning of the year, which was  
accompanied by developments related to martial law in the fall. 
As a result, participants of the financial system in 2020 showed a 
relatively conservative behavior, and the growth of activity was 
moderate. The financial system has not been left out of the  
adverse effects of the current situation, however, the effects of the 
risks that have arisen during the year have not yet been fully  
reflected in the loan portfolio quality and profitability indicators, 
and the Central Bank estimates that they are likely to deteriorate 
further. 

In 2020, the rationale of applying the central bank's regulatory 
framework and prudential tools has been based on the priority of 
ensuring the continuity and smoothness of financial intermediation. 

Under the conditions of uncertainty and rapidly changing  
situation, monitoring of the banking system was carried out more 
operatively, and some key indicators were monitored on a daily 
basis. In this context, the Central Bank stressed the importance of 
an active dialogue with the participants of the financial system in 
order to timely identify risky developments in a rapidly changing 
situation and to develop effective actions to address them. 

Within the framework of its financial stability function, the 
Central Bank attaches great importance to communication with 
the public as a key tool for policy transparency and the formation 
of public expectations. External communication by the Central 
Bank was not limited to regular press releases and press  
conferences. Additional press conferences were organized as  
appropriate and clarifications on topics of public interest were  
provided. 

Outreach by the Central Bank is carried out through press  
releases and press conferences, during which the main  
developments of the financial system, the trends of possible risks 

 

According to the Central Bank, 

financial stability is the ability of 

financial system - financial 

institutions, markets and market 

infrastructure to absorb possible 

shocks and imbalances, thus 

reducing the likelihood of 

disruption of financial 

intermediation functions. In 

order to ensure financial 

stability, the Central Bank carries 

out macroprudential policy. In 

order to detect and address the 

accumulation of systemic risks in 

a timely manner, the Central 

Bank monitors various early 

warning indicators that indicate 

the accumulation (or 

materialization) of risks, the 

indexes constructed as a result 

of their consolidation, as well as 

various risk assessment models 

and macrostress testing systems.
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and the actions of the Central Bank to mitigate or neutralize them 
are presented. In particular, prior to publication of the financial 
stability report, a meeting with media representatives is organized 
to clarify the key messages contained in it. 

The CB website publishes on a quarterly basis the justifications 
for approving thresholds of countercyclical capital buffer, which 
serves as an instrument of macroprudential policy summarizing 
current developments in the credit market and the position of the 
economy in the financial cycle. 

The Central Bank continued to work on the development of  
financial stability tools, and the rationale for their application was 
to effectively mitigate and prevent systemic risks in the current  
situation. 

In May 2020, by the decision of the Central Bank Board,  
the fixed capital adequacy ratio was reduced from 10% to 9%. 
As a result of the change, commercial banks were given the  
opportunity to increase the share of additional capital in the  
capital structure and thus the level of total capital adequacy,  
fostering additional lending to the economy and absorption of 
losses. At the same time, the Central Bank sent signals to the 
banks about the possibility of using capital buffers. 

In 2020, works on introduction of new liquidity standards,  
Liquidity Coverage Ratio and Net Sustainable Financing Ratio, 
were completed, and the standards become actually effective 
from January 1, 2021. Standards are designed to more effectively 
address liquidity risk peculiarities. 

In order to promote the increase of banks' foreign exchange 
liquidity buffers, another step was taken to switch to foreign  
currency reserves instead of dram for funds attracted in foreign 
exchange in the amount of 2 percentage points. Within the 
framework of macroprudential policy implementation, the Central 
Bank is currently working on the development of a quantitative 
model of a semi-structural nature, which will allow to address 
more effectively and accurately the issues of macroprudential  
policy. It aims to increase the efficiency of macro-stress testing, 
development of macroeconomic scenarios, as well as assessment 
of the impact of changes in macroprudential instruments. In  
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addition, the model will contribute to the effective coordination 
of macroeconomic and monetary policies by estimating  
interactions of those policy instruments and using them more in 
a more accurate and targeted way. 

Vignette

Both in the early stages of the coronavirus spread and during  
the period of martial law, the Central Bank has always considered  
the expediency of reviewing macroprudential requirements on a  
countercyclical basis. As part of this policy, fixed capital adequacy ratio 
has been lowered, the use of capital buffers has been allowed, and  
the countercyclical buffer has been maintained at 0%. At the same 
time, the Central Bank monitored the possible risky developments in 
lending to certain sectors, and to address them more effectively,  
discussions have been held throughout the year on the introduction  
of targeted toolkits. ¢
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REGULATION AND SUPERVISION 
OF FINANCIAL SYSTEM 

COVID - 19: Given the current situation and with the view to 
supporting the borrowers facing financial difficulties,  
"National Mortgage Company" RCO CJSC, "Apartment for 
Youth" RCO CJSC and "German-Armenian Fund" have 
created an opportunity to postpone the repayment of  
principal amounts of loans provided to customers through 
banks within the framework of their programs for up to  
6 months. 

 

COVID - 19: With the view to ensuring effective implementation 
of socialprograms by the state and taking into account 
the approachesadopted by the Service for Enforcement 
of Judicial Acts, theCentral Bank instructed the banks to 
be guided by thefollowing principles: 

y not confiscate the accounts of the borrowers, through 
which the assistance to individuals and other social  
assistance was provided within the framework of the 
measures approved by the Government of the Republic 
of Armenia.  

y take measures to ensure that no commission is levied on 
social assistance.  

 

A  number of legislative changes have been introduced 
in the field of financial system regulation both on the 
initiative and in close cooperation with the Central 

Bank.. In particular, in order to strengthen trust in the banking  
system, to maintain and increase the deposits, an amendment 
was made to the Law of the Republic of Armenia "On Guaranteeing 
Compensation of Individuals' Bank Deposits". Guaranteed deposit 
limits have been increased to AMD 16 million instead of AMD  
10 million for dram deposits and AMD 7 million drams instead of 
AMD 5 million for foreign exchange deposits. 

 

To ensure implementation of  

the main and other goals 

defined by law, the Central Bank 

regulates and controls the 

financial system. 

Central Bank of Armenia
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Emphasizing stability of individual financial institutions, the 
Central Bank continued to develop effective risk management  
capabilities at the micro level. In January 2020, new requirements 
for stress testing in banks aimed at increasing the risk management 
capacity of banks came into force. 

The Central Bank is working on revising capital adequacy ratio 
and calculation procedure, which aims to enhance compliance  
of the regulatory framework with international standards.  
Simultaneously, implementation of the Basel II Pillar 2 regulatory 
requirements and corresponding control processes is underway. 
In this case, too, the primary goal is to develop risk management 
capacity of banks. 

In developing its regulatory policy, the Central Bank focused 
on the viability of financial system business models. Given the 
rapid growth of banks ‘loan portfolios in recent years, stronger 
competition in the financial system, declining interest rate spread, 
as well as rapidly changing risk developments and growing  
uncertainties, the issue of viability and efficiency of banks’  
business models became a priority. In particular, given current  
uncertainties, the CBA regulatory policy approaches emphasize 
the issues of banks' effective management of equity and the  
expansion of basic capital generation capacity. At the same time, 
it should be noted that the rationale of further development of 
the regulatory framework in terms of capital adequacy and  
liquidity is aimed at addressing not only current but also potential 
future risks derived from the bank's business model. 

Due to the current situation in the country, the tasks and  
directions of financial system control have changed, and some  
on-site inspections of financial institutions have been postponed 
or carried out remotely as part of off-site supervision. 

The CBA performed ad hoc audits on priority issues checking, 
inter alia, liquidity management by banks, communication  
with customers (depositors), large transactions and other risk  
prevention activities. 

Proceedings initiated as a result of the supervision mainly  
related to the protection of consumers' interests, prevention of 
fraud in the financial system. All identified infringements were 
remedied, including through measures to restore consumer rights, 
and measures have been taken to prevent them in the future. 
Based on analysis and stress tests, a risk assessment was carried 
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out in the banks aimed at evaluation of income reduction risks. 
Financial indicators of financial institutions ensuing from risks have 
been adjusted due to supervisory measures. Financial stability and 
further development of the banks has been ensured through  
supervision over distribution of profits in the banks. 

The measures taken also ensured the effective and 
smooth implementation of state programs of economic and 
social assistance through banks, as well as uninterrupted and 
secure customer service by financial institutions under the current 
constraints, systematic approaches to social responsibility (credit 
leave, relief of debt and other support) of financial system  
participants, as well as uninterrupted and secure customer service 
by financial institutions under the current constraints, systematic 
approaches to social responsibility (credit leave, relief of debt and 
other support) of financial system participants.  

Since 2020, the Central Bank of the Republic of Armenia  
has been officially a full member of the prestigious international 
platform NETWORK FOR GREENING FINANCIAL SYSTEM 
(NGFS). NGFS is composed of central banks or financial regulators 
and supervisors from around 89 countries. International financial 
institutions and regulators, including the IMF, the World Bank and 
the IFC, the BIS, the EBRD, the EIB, the Basel Committee, IOSCO, 
and the Asian Development Bank, are also involved in the  
platform as observers. 

NGFS’s goal is to strengthen global capacity for implementation 
of the Paris Agreement (commitments to reduce carbon dioxide 
emissions and mitigate the effects of global warming on climate 
change), and to this end, to encourage and assist financial system 
participants in attracting risk management and green financing 
(in particular, investments in energy-efficient, low-emission  
assets), implementing environmentally friendly investments and 
sustainable development. To this end, NGFS is committed to  
supporting the implementation of international best practices and 
standards for green financing in member countries and beyond, 
as well as to conduct analytical work in this area5. 

 

5 For details about the platform see https://www.ngfs.net
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In 2019, the Solvency II system was introduced, which is 
aimed to improve the solvency calculation system by reducing  
the likelihood of bankruptcy of insurance companies to ensure 
maximum protection of the interests of policyholders. 

The above change has made it possible for insurance  
companies to increase their ability to hedge the risk of insurance 
activities. In order to ensure smooth implementation of the  
Solvency II system, reports submitted by the insurance companies 
to the Central Bank on the main economic standards in 2020 
were revised and adjusted to the changes in the normative  
field ensuing from the introduction of the Solvency II system.  
During complete revision of the underwriting risk assessment 
methodology under Solvency II system, disaster risk component 
has been included in the calculation of capital adequacy standard. 
If the above standard is observed, insurance companies will  
be able to  compensate the damages and losses caused by the  
insured disaster risks. 

Changes were also made in the reports filed by the Armenian 
Motor Insurers Bureau to the Central Bank. As a result of the 
changes, it will be possible to get more comprehensive information 
on financial performance of Motor Insurers Bureau, as well as the 
actual funds available in the Guarantee Fund and results of double 
tests, which allows for effective supervision, ensuring the stability 
of both the Bureau and the CMTPL system. 

In November, the Central Bank of Armenia in cooperation with 
the Toronto Center organized an international practical online 
course on "Reinsurance for Supervisors of Insurance Companies". 
The main purpose of providing hands-on training was to promote 
the financial stability and overall accessibility of financial regulators 
and regulators in emerging markets and low-income countries. 
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SECURITIES MARKET 

To achieve this goal, in coordination with the  
Ministry of Economy and with the participation  
of the Central Bank, a capital market development  

program was developed in 2020, which consolidates all possible 
strategic directions that may be important in the context of capital 
market development, in particular, instruments offered in the  
capital market and their markets, investors that ensure demand, 
market infrastructure, regulation and control of the capital market. 

The program aims to create new investment tools that will  
ensure investment of savings in the real sector of the economy, 
enable the population (including through pension funds) to  
participate in investment programs and receive income. 

An amendment has been made to the Civil Code of the  
Republic of Armenia, the purpose of which is to promote the entry 
of international market participants into Armenian market. In 
 particular as a result of the amendment, the Central Bank will be 
able to apply to the International Capital Markets Association 
(ICMA) to publish on its website a legal opinion on the applicability 
of the Global Master Repurchase Agreement (GMRA) in the  
Republic of Armenia. 

On September 18, 2020, the Board of Directors of the Warsaw 
Stock Exchange (WSE) and the Central Bank of Armenia (CBA) 
signed a memorandum of understanding on the acquisition of a 
65% controlling stake by the WFB at the Armenian Stock  
Exchange. The agreement signed between the WSE and the CBA 
sets out the framework conditions for further negotiations aimed 
at concluding a possible investment agreement. Final terms of the 
acquisition will depend, inter alia, on the results of the training 
and relevant corporate approvals. The entry of WSE can be a  
serious impetus for the development of capital market  
infrastructure and rapid market growth. WSE experience will  
enhance implementing a number of development projects,  
including introduction of innovative technologies, facilitated  
cooperation between the Armenian and Polish markets (mutual 
access mechanisms), trade in new tools, and more. A separate 
Action Plan will be developed for their implementation. 

 

One of the goals of the Central 

Bank is to promote and regulate 

capital market, which is aimed 

at creating the necessary 

preconditions for investor 

protection, fair, transparent, 

trustworthy capital market 

activities, as well as new 

investment opportunities 

through this market.
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PAYMENT AND SETTLEMENT 
SYSTEM 

With the view to reducing and preventing risks (credit,  
settlement, operational, including information security, etc.), 
which may put at risk smooth operation of payment and  
settlement systems and the stability of the financial system, in 
2020, the Central Bank has set the following requirements for 
payment and settlement systems in Armenia. 

 

One of the goals of the  

Central Bank is the creation  

and development of an effective 

payment and settlement system, 

the implementation of which 

greatly contributes to the 

achievement of the main goals  

of the Central Bank, ,i.e. financial 

stability and price stability. 

Payment and settlement  

systems and payment services 

play an important role in the 

development of both the financial 

system and the economy as a 

whole. Payment and settlement 

systems are operated to make 

payments, transfers, international 

remittances, tax, social and other 

payments ensuring servicing of 

the economy and the society. 

That is why the Central Bank 

prioritizes uninterrupted,  

reliable, safe and effective 

operation of payment and 

settlement systems in line  

with internationally accepted 

principles and standards.
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y In the Armenian payment and settlement system, only entity 
licensed by the Central Bank of the Republic of Armenia  
can be entitled to perform processing, clearing and/or  
settlement operations; 

y Any participant in the Armenian money transfer system 
must have adequate collateral in the amount of the initiated 
transfers  it in the settlement bank; 

y Where an Armenian payment and settlement system is  
considered t o be of public or systemic importance, system  
operator must ensu re compliance with the additional  
requirements set by the Central Bank, such as introduction of an 
effective risk management sys tem, final settlement within one 
day after the transaction, etc. 

In order to increase the efficiency of local and international 
payment processes, reduce costs related to payment processing, 
as well as to ensure information exchange and interoperability  
between payment systems, in 2020 the Central Bank adopted 
a policy of using standardised messages in payment  
systems, during development of which, the approaches to  
standardiSation of messages used in international practice, which 
also have impact on the systems operated by the financial  
institutions of Armenia, were taken into account. Within the 
framework of this policy, the Central Bank Board established  
minimal requirements for introduction and application of  
messages of the international standard ISO 20022 in the  
payment systems operated by financial institutions. 

In the context of developing policy of “non-cash” economy, in 
2020 the Central Bank continued to discuss with public  
stakeholders the legislative package aimed at promoting 
non-cash operations. The adoption of the legislative package 
will increase citizens' access to noncash payment services and 
allow convenient payments at points of sale. On the other hand, 
businesses will be able to provide better services to their  
customers, apply various discount and bonus mechanisms, thus 
attracting more customers and increasing sales. Furthermore, the 
adoption of the RA Law on Non-Cash Transactions will increase 
the efficiency of measures aimed at curbing moonlighting, and 
will expand financial intermediation.
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In order to overcome challenges posed by the spread of  
coronavirus and the war waged on September 27 by Azerbaijan 
against the Artsakh Republic, the Central Bank, together with the 
Government and other government agencies, has directed its  
efforts to encourage non-cash payments, payment of public social 
security benefits in the most convenient way for the population, 
as well as to ensure smooth and seamless operation of the entire 
payment and settlement system to meet the needs of the state, 
society and economic entities. Thus: 

1. The Central Bank has issued a statement urging customers to 
use on line financial services and payment applications. 

2. Business hours of the Central Bank's Electronic Payment System 
have been extended in certain days to service budget and 
other types of payments. 

3. Assistance was provided to government agencies for smooth 
and convenient organization of payment of benefits to citizens 
affected by the pandemic and war. 
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In this context, it is important to note that, among other  
favorable factors, as a result of awareness-raising and non-cash 
transaction promotion measures implemented by the Central 
Bank and commercial banks, in 2020, for the first time since 
2017, the number of non-cash card transactions exceeded that 
of cash withdrawal and cash deposit transactions, accounting for 
58.7% of the total card transactions. Moreover, compared to 
2017, in 2020 the average value of a single noncash transaction 
made with a payment card decreased almost twice, amounting 
to about AMD 12 thousand, reflecting the growth of households’ 
retail non-cash transactions in everyday life.6  

6 For more detailed information on the main indicators of the RA payment 
and settlement system, see the Central Bank's "Financial Stability Report".

¢  Cash withdrawal and cash deposit operations 

¢  Non-cash operations
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Chart 2. Operations by payment card in Armenia (AMD thousand) 
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DEVELOPING TRAINING AND 
RESEARCH CAPACITIES 

The vision of the Center is to be the leader in issues 
relating to monetary and fiscal policies in emerging 
economies. 
 

In 2020, the Dilijan Training and Research Center (DLC) 
continued to work in the areas of research, international 
cooperation and social responsibility to achieve its goals, but due 
to COVID-19, it was not possible to carry out the work in full and 
some of it was done online. The Center has created an 
environment conducive to the implementation of research, study 
of current economic problems and international experience in 
their application, with the aim of carrying out valuable research 
on emerging economies and contributing to the effective 
implementation of the Central Bank’s goals. 

 

The mission of Dilijan Training 

and Research Center is to create 

academic environment which  

will contribute to research work 

on current economic problems 

and study of international 

experience in their practical 

application (research-based 

decision making), provide for 

quality research on emerging 

economies and contribute to  

the effective implementation of 

the Central Bank's goals.
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The research and analytical work, planned previously, 
continued in 2020 aiming to assess socio-economic 
consequences of the coronavirus in Armenia and to model 
possible scenarios for future developments. 

The results were discussed and presented to Government 
partners. International experience of economic response to the 
coronavirus was surveyed and findings were published in the form 
of an article in the blog section of the London School of Economics 
(LSE). Research has been conducted jointly with the Asian 
Development Bank (ADB) to assess the effectiveness of RA 
territorial development issues and infrastructure projects. An 
assessment of tax revenue potential was conducted on the basis 
of panel data, as well as n analysis titled "Covid-19 and the New 
Era of Policy Making in Emerging Economies" was performed. 

At the same time, works on developing financial 
dollarization database is almost completed, which will be 
published on the CBA website in order to make it available to 
Armenian and international specialists and researchers. 

Dilijan Training and Research Center focuses its efforts on 
cooperation with educational institutions, student education and 
work in that direction. The purpose of the Dilijan Center is to 
present activities of the Central Bank to the students, as well as 
transfer knowledge to the new generation. Staff of the Center also 
visited universities to deliver lectures. 

With the joint efforts of the Central Bank of Armenia and 
Ijevan branch of Yerevan State University, educational program of 
the Faculty of Economics has been thoroughly revised. As a result, 
the list of subjects taught, literature sources, as well as teaching 
methods have been brought into line with international best 
practices. Many employees of the Central Bank are actively 
involved in the educational process and conduct courses in basic 
economics: macroeconomics, microeconomics, econometrics, 
statistics. Within the framework of the cooperation, various 
employees of the Central Bank regularly delivered thematic 
lectures. The main expected result of the project is to make YSU 
Ijevan Branch one of the best educational institutions in Armenia in 
the field of economics. This will also allow the CBA Dilijan Training 
and Research Center to attract staff from more active region. 
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Dilijan Traning and Research Center has organized a distance 
learning internship for 11 research fellows from Harvard, Notre 
Dame, Chicago and Tufts universities in 2020. 

 
Dilijan Training and Research Center, being part of the 

community of the region, continued its mission for the 
development of the region during the year. The Center views 
development of the region as a key component of its corporate 
social responsibility mandate. Within the framework of the Central 
Bank's corporate social responsibility, Dilijan Central School, 
FabLab, Tumo Center for Creative Technologies, and the dram 
exhibition hall continued to operate. 

y It is noteworthy that the range of beneficiaries of the 
Armenia dram gallery is large and diverse. In 2020, due 
to the coronavirus pandemic, activities of educational and 
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cultural institutions were stopped and subsequently, the 
Dilijan dram exhibition hall of the Central Bank of Armenia 
had only 20 visitors.Appreciating the interest in the samples 
presented in the dram exhibition hall, our employees 
organized an online tour during the academic year, in which 
more than 80 workshops participated. 

y Within the framework of corporate social responsibility, in 
cooperation with the Central Bank of Armenia and the Fab 
Foundation, the Dilijan FabLab is a platform for technical 
prototypes for innovation and invention, as well as a creative 
and learning environment. The project aims to promote 
innovation and technology in the region. 

In 2020, educational activities were launched, several 
devices were developed and prototyped, Fablab participated in 
the Fab conference.  

Fabacademy: https://fabacademy.org/ is a 6-month 
educational program for Fablab staff and students. Dilijan Fablab 
is the first Fabacademy hub in Armenia and the only Fabacademy 
in our region. Since 2019, Armenia has acquired the right to 
implement the relevant educational program. In 2020, Fablab 
received a 70% discount for 4 students. Students prepared their 
graduation projects within the Fab Foundation deadlines. 

A curriculum for 3D modeling, CAD / CAM, equipment 
operation has been developed for online video lessons. Every year, 
the annual Fablab Conference is held in different countries, with 
the participation of all Fablabs (1900). Thematic discussions, 
exercises, exhibitions, competitions, etc. are held during the 
event. Dilijan Fablab also participated in the conference, and 
presented a video about the Fablab. 

To prevent the spread of COVID-19 and to support medical 
facilities around the world, Fab community around the world 
began designing and developing safeguards and protective 
equipment. Dilijan Fablab took part in this initiative as well, 
making protective shields, intubation boxes, and details for 
connecting a lung device to more than one patient. In total, 300 
protective shields were made and distributed to hospitals and 
other beneficiaries. 
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To deal with consequences of the war, a new project was 
launched to professionally support prosthetics and other medical 
facilities. With the advice of the Toulouse Fabula, prosthetic clinics 
have been introduced to a new way of prosthetics through 3D 
modeling, scanning and printing. This technology will help to 
provide prosthesis to more people in a shorter period of time. 

y The Dilijan Central School, administered by the Ayb 
Foundation, has 143 students and some of the teachers are 
locals trained within the Ayb Educational Complex program. 

y In 2020, as a result of cooperation between the Central 
Bank of the Republic of Armenia and "Tumo" Center for 
Creative Technologies, the center expanded to Tumo HUB. 
At the end of 2020, with the support of the Central Bank 
Tumo boxes were opened in Berd and Gavar (Tumo in the 
box). Opening these boxes allowed children from nearby 
towns and villages to enjoy Tumo educational programs. 
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CONSUMER PROTECTION AND 
FINANCIAL EDUCATION 

COVID - 19: Ensuring the continuity of public financial  

education through financial and online platforms. 

Regulatory Framework Developments 

In 2020, a number of regulations have been developed for the 
business conduct of financial institutions. Specifically: 

A new mortgage loan statement reference form and 
communication procedure has been established. Consumers with 
mortgage loans in the second quarter of 2021 will have the 
opportunity to receive free mortgage loan statements 4 times a 
year, which can be submitted to the State Revenue Committee for 
a refund of interest paid. 

Works carried out in this direction will be continuous. 
Discussions are being held with other stakeholders in government 
and market participants to automate processes of submitting 
information to the State Revenue Committee for the refund of 
income tax on mortgage loans. 

According to the amendments to the RA Law on Consumer 
Credits and the Law on Attraction of Banking Deposits, the 
method of default communication between a financial institution 
and a consumer has been replaced from “postal” to “electronic”, 
and “physical” communication in the organization can no longer 
be considered as a separate and only means of communication. 

As a result of the changes, consumers will be informed about 
their financial services and the rights and obligations arising from 
them through more targeted, operative and effective 
communication, and possible abuses will be prevented. 

Amendments have been made to the Law on the Financial 
System Mediator in order to expand the scope and develop 
mechanisms of consumer protection. As a result of the changes, 
individual entrepreneurs, as well as legal entities considered to be 

 

The Central Bank protects interests 
of consumers through ensuring 
fair conduct of financial services 
organizations and adequate 
institutional environment, as well 
as provides financial education, 
helping consumers to acquire 
knowledge, skills, develop 
responsible attitude and behavior.
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micro-entrepreneurs, were also entitled to apply to the mediator. 
Henceforth, consumers can file a complaint against organizations 
also through the Office of the Financial System Mediator. In order 
to make changes more accessible to consumers, public 
information leaflet "What to do if you have a complaint" was 
changed. 

With the view to developing the infrastructure and increase the 
efficiency of the motor insurance sector, introduction of one-stop 
shop for compulsory motor third party liability insurance (CMTPL) 
was completed in 2020, which provides a common electronic 
environment for the entire process of concluding CMTPL 
contracts, insurance events and management of indemnities. The 
new system allows: 

y quickly and efficiently sign CMTPL contracts online; 

y more accurately assess the damage caused by CMTPL 
events; 

y exclude discretionary decisions made by insurance 
companies in concluding contracts, as well as in assessing 
and remedying losses; 

y make a decision on the guilty party in CMTPL accidents as 
soon as possible; 

y organize the compensation process more transparently, yave 
applicable, high-quality and system-comparable data. 

 



52
Central Bank of Armenia

Central Bank  
of Armenia

Oversight of Business Conduct 

As a result of coronavirus, only desk reviews were performed 
in 2020. 

 
As a result of the oversight measures carried out on the basis 

of the signals in applications, a number of violations related to the 
business conduct of the financial institutions were revealed, to 
which appropriate control measures were applied. As a result of 
the oversight measures initiated by the Central Bank, violations 
were identified and certain financial institutions were obliged to 
return money to consumers. 
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Enhancing Public Financial Literacy 

In 2020, work on financial education continued, despite the 
challenges. Effective and efficient work with partners made it 
possible to organize financial education seamlessly through 
electronic and online platforms. 

The National Strategy for Financial Education (NSFE) has 
been revised and approved by the Financial Education Strategy 
Development and Implementation Committee and the CBA Board, 
and a new action plan for 2021-2025 was developed. 
Subsequently, the mission, goals and targets of financial education, 
target groups, program effectiveness assessment and funding 
approaches were revised to help consumers gain knowledge and 
develop responsible attitudes and behaviors in finance. 

Within the framework of program “Financial Education in 
School”, online trainings of 2050 teachers of 336 schools 
were carried out online in cooperation with the Ministry of 
Education, Science, Culture and Sport and the Armenian State 
Pedagogical University after Kh. Abovyan. Trained teachers will be 
able to teach the component of financial education, as a result of 
which students will understand the importance of the 
management of personal resources, will be able to carry out 
financial operations, save money, become familiar with the 
financial system, services, will know how to protect their rights, 
and avoid financial fraud. 

The "Citizen" training program on major financial issues was 
implemented online in Gegharkunik marz. The program aims to 
support addressing the existing problems and gaps in the 
economics component of the “Social Science” subject of the 
basic and high schools of Armenia in terms of financial education, 
a well as encourage teachers and learners to apply project-based 
learning approaches. 25 teachers and 125 students participated 
in the program. As a result of the program, participants improved 
their project-based learning skills, as well as deepened their 
knowledge and skills in personal finance management Financial 
education and awareness-raising activities were carried out 
intensively through the "Finance for All" web site 
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(www.abcfinance.am), as well as the social networking sites' 
(Facebook, Instagram, Youtube) eponymous site. The main 
purpose of the site is to inform, explain and educate the public 
about financial services and personal finance areas so that they 
can make the right decisions. During 2020, various informative 
materials were published: infographics, video lessons, articles on 
loans, credit history, online payments, ways to protect against 
financial fraud, legislative changes related to consumers. Since 
September 2020, FinInfo.am information system has been 
launched, which enables public to be aware, compare and make 
decisions on financial services offered by different financial 
organizations on a "one stop shop" basis. During 4 months of 
operation amid the exiting situation in the country, the site, 
without promotion, was viewed about 17,000 times. 

Representatives of the Republic of Northern Macedonia 
Central Bank visited the Central Bank of Armenia in February 
2020 to exchange experience in the field of consumer protection 
and financial education. Central Bank of Armenia and the Alliance 
for Financial Inclusion (AFI) organized the 5th Experts Group on 
Financial Inclusion Policy (EGFIP) Meeting on June 2020. The 
project expert group meeting and the training for its members 
were a great opportunity to learn about the key achievements and 
challenges of the member states. 

During the meeting, the results of the work of the last few 
months were summarized, and the possibilities of joint learning 
were studied. And already in October, the 6th session of the group 
took place online, during which the work done was presented, 
and further actions envisaged by the action plan were discussed. 
The agenda of the event consisted of two main topics: Financial 
Education (Financial Education and Literacy) and Electronic 
Customer Identification (e-KYC and e-ID). In 2020, with the 
support of the Financial Inclusion Alliance (AFI), a peer education 
program on “Implementing a Financial Education Strategy” was 
organized between the Central Bank of Armenia and the Central 
Bank of Lesotho. During this knowledge and experience exchange 
event, certain challenges in the field of financial education and 
literacy were discussed, the participants also talked about digital 
innovations that promote financial inclusion. 



 

Activities of the Central Bank in 

the field of regulation of national 

currency circulation were aimed 

at satisfying the demand for cash 

in the economy by necessary 

volumes, structure, quality and 

terms. Organization and 

regulation of cash circulation has 

been carried out ensuring the 

principles of reliability, comfort, 

efficiency and continuity.
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ISSUANCE OF CURRENCY  
AND ORGANIZING MONEY 
CIRCULATION 

COVID-19: In order to reduce the spread of the virus during 
pandemic, the Central Bank provided customers only 
brand new banknotes for about a month. 

COVID - 19: Cash deposited in the vaults of the Central 
Bank of Armenia was kept in “quarantine” for three to 
five days, after which it was recalculated and sorted. The 
recalculated and sorted cash was provided to customers 
after at least 15 days of "quarantine". 

 
The Central Bank provided cash services to its customers in the 

regions of the Armenia and in Artsakh through cash desk of the 
head office in Yerevan and regional cash centers (RCCs). 

 

Yerevan Cash 
Center         

85,0%

RCCs                
15,0% 

Chart 3. Central Bank Cash Turnover in 2020
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In 2020, cash turnover of the Central Bank decreased by 7.3% 
compared to the previous year. 15.0% of the Central Bank's cash 
turnover was secured through RCCs. As in previous years, cash 
withdrawal operations were mostly carried out through RCCs. 
Cash outflows accounted for 75.9% of RCC turnover. 

 
During the year, the volume of cash outside the Central Bank 

grew by 23.8%. The long-term high demand for banknotes with 
a face value of 20,000 drams, was also observed in 2020.  
Compared to the beginning of the year, the volume of banknotes 
with a face value of 20,000 drams in circulation grew by 30.7%. 
Such a high demand for 20,000 dram notes is mainly due to the 
receiving cash through ATMs. 

coins  notes
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Chart 4. Generic Structure of Cash Outside the CBA as of 31.12.2020  
(in monetary terms)
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A certain period of time is required to ensure a wide circulation 

of banknotes with a new face value. Provision of banknotes 
through ATMs is a crucial factor in ensuring the turnover of  
banknotes.It should be noted that banknotes with a face value of 
2000 drams (due to technical reasons) are not placed in ATMs 
yet. Despite this, in 2020 banknotes with a face value of 2000 
drams tended to grow. During the reporting year, the share of 
banknotes with a face value of 2000 drams grew by 19.16% over 
the beginning of the year. Furthermore, due to the turnover of 
2000 AMD banknotes, the “burden” of 1000 AMD banknotes in 
circulation has significantly decreased. 

In 2020, no significant changes were observed in shares of 
face values of coins. The share of coins in monetary terms was 
3.03% in total cash, and in quantitative terms - 72.08%. 

Further to securing cash turnover, the Central Bank also issues 
commemorative coins. 

The purpose of issuing commemorative coins is: 

y to present national values, culture and history to the  
Armenian society and the international community; 

y to meet public's collecting and investment needs; 

y to meet public's demand for representative and donated 
items. 
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Commemorative coins are issued in memory of individuals,  
anniversaries and jubilees of remarkable events, the nature and 
other phenomena. 

Investment coins (investment notes) are issued as an  
investment tool that allows public to make long-term savings.  
Investment coins are made of high-grade precious metals, mainly 
gold and silver, and are not intended for circulation. Investment 
coins have a face value, a selling and repurchasing price, which is 
close to the value of the metal. With the view to raising interest of 
the precious metals community in Armenia, foster recognition and 
spread of national historical and cultural values, “Noah's ark” gold 
investment coin issuance program was launched in 2020, which 
provided for cutting and spreading 4 weighted versions of the  
Armenian gold coin (1g, ¼, ½ and 1 ounce). Following the  
tradition, in 2020 the Central Bank of Armenia issued a number 
of collector coins dedicated to the anniversaries of famous  
Armenian personalities Henri Vernon, Hrachya Nersisyan, Jansem, 
Yeghishe Tadevosyan. Each of these celebrities, due to their 
achievements and success in the fields of cinema, theater,  
painting, figures prominently in the history of Armenian and 
global cultur e. A collector coin was also issued on the  
occasion of the birthday of the hero of the Armenian National  
Liberation Movement, Gevorg Chavush, which supplemented the 
series of collector coins dedicated to the commanders of different 
periods of Armenian history. 

In 2020, Armenia and the countries of the former Soviet 
Union celebrated the 75th anniversary of the victory over Nazi  
Germany and its allies in the World War II. A collector coin  
dedicated to the 75th anniversary of the victory was issued on  
that occasion. Thus, the Central Bank of Armenia once again  
emphasized the role of the sons and daughters of the Armenian 
people, who fought heroically against the enemy in the Great  
Patriotic War and in building victory. 

As in previous years, in 2020 the Central Bank worked closely 
with the Mother See of Holy Etchmiadzin, as a result of which 
commemorative coins dedicated to the 200th anniversary of the 
125th Catholicos of All Armenians Khrimyan Ayrik and the The 
Mother Cathedral of Holy Etchmiadzinl were issued. The Mother 
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Cathedral of Holy Etchmiadzin silver collector coin weighing 1 kg 
is distinguished by complex technical solutions: ultra-high relief 
engraving technology (Smartminting©), partial gilding and color 
printing were used. These coin productions highlighted the role 
of the Armenian Apostolic Church in the spiritual life of our people 
and in the preservation of the national image. 

Adhering to the policy of the Central Bank of the Republic of 
Armenia in the field of currency issuance, which is aimed at 
spreading the centuries-old history and culture of the Armenian 
people through banknotes and raising awareness, every year  
RA collector coins are presented in international monetary  
competitions.The collectorcoin dedicated to the 150th anniversary 
of the world-famous Armenian composer Komitas (issued in 
2019) won the 3rd prize in the 14th international contests  
“Coin Constellation-2020” held in 2020 in Russian Federation in 
the “Coin of the Year” nomination.This successive award stems 
from the principal choice of the themes of the Armenian  
commemorative coins, the high level of artistic design and the use 
of modern cutting technologies. 

 



MANAGING INTERNATIONAL 
RESERVES 

In 2020, Armenia's gross international reserves decreased by 
about $234 million to $2,616 million at the end of the year (see 
Chart 5). 

 

 
The decrease in reserves was mainly due to the decrease of 

principal amounts and interest on government debt equivalent to 
about $ 559 million. At the same time, net foreign exchange 
equivalent to about $ 147 million was sold in the domestic market 
during the year, while other conversions for the Government of 
the Republic of Armenia amounted to about $ 180 million. At the 
same time, during the year inflows of government loans totaled 
to equivalent of about $ 347 million, balances of correspondent 
accounts of commercial banks with the Central Bank of Armenia 
grew by about $ 180 million, and inflows from EEU cooperation 
were equivalent to about $ 25 million. 
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Chart 5. RA International Reserves in 2010-2020 
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The level of Armenia's international reserves continued to meet 
the basic requirements for foreign exchange reserves, in particular 
in terms of its ability to mitigate possible external shocks. Thus, 
in 2020, international reserves secured about five months of 
import, and more than four years of service of current liabilities. 

In 2020, the Central Bank continued its strategy of managing 
international reserves of Armenia by taking a least-risk-
involvement approach, which is aimed at increasing the safety, 
liquidity and effective management of the reserves. 

ORGANIZING AND REGULATING 
THE FRAMEWORK TO COMBAT 
MONEY LAUNDERING AND 
TERRORISM FINANCING 

Within this context, work is carried out by performing 
strategic and thematic (sectoral) analyses on 
ML/TF; conducting operational analyses in line 

with national AML/CFT risks; enacting preventive measures  
relating to possible suspicious indicators, including the provision 
of disseminations to law enforcement authorities for cases with 
reasonable grounds of ML/TF, further advancement of legislative 
framework, as well as improvement of domestic and international 
cooperation. 

Strategic and Thematic Analysis 

In 2020, the next round of the AML / CFT National Risk  
Assessment, covering the period 2017-2019, was carried out by 
a task-force coordinated by the FMC. Compared to the previous 
cycle, the methodology of national risk assessment has been  

 

Combating Money Laundering 
and countering the Financing  
of Terrorist (AML/CFT) is the 
mission of the Financial 
Monitoring Center (FMC),  
which is a separate structural unit 
of the Central Bank. The primary 
function of the FMC is  to  
collect, analyze and exchange 
information for AML/CFT 
purposes. The FMC carries out 
these functions by acting as  
an intermediary between 
reporting entities and law 
enforcement authorities․
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improved, in particular, the methods and tools of assessment of 
threats and vulnerabilities related to predicate crimes have been 
revised. 

For the purpose of  evaluation, questionnaires on information 
required for identification of AML/CFT national risks were  
developed, the information was collected from the relevant  
stakeholders and analyzed; and  the first draft of the analysis was 
prepared, which is currently under finalization. With the use of  
the results of the analysis, public agencies and individuals involved 
in the fight against ML/TF  direct their efforts to mitigate  the  
identified high risks by implementing targeted measures.  

Operational Analyses 

In 2020, the number of suspicious transactions submitted  
reports (STR) by money transfer companies in compliance with  
the requirements of AML/CFT legislation grew substantially.  
Furthermore, for the first time such reports were also received 
from notaries and the Company Register. This indicates an  
improved in the involvement of reporting entities in the AML/CFT 
system. 

 
The most common schemes identified in the analysis are: 

y Financial transactions with the involvement of politically  
exposed persons(PEPs); 

y ML schemes with allocation of funds received from various 
crimes of fraud; 

y Financial transactions related to tax evasion, illegal  
entrepreneurship, as well as attempts to the concealment of  
business activity; 

y Attempts to legalize the proceeds of crime  by use of mass 
marketing fraud; 

y Transit flow of funds through the banking system of Armenia;  

 

Strategic analysis carried out by 

the FMC are aimed at enhancing 

capacities of the AML/CFT 

system, while thematic analyses 

are aimed at identifying sectoral 

risks and taking measures 

commensurate with them.

 

Operational analyses performed 

by the FMC are aimed at 

identifying possible ML/TF 

cases, and as necessary for 

taking preventive measures  

and disseminating to law 

enforcement authorities 

notifications with reasonable 

grounds of AML/TF suspicion.
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y Attempts to legalize the proceeds of crime generated from 
drug trafficking; 

y Other cases with similarities to the schemes described by the 
typologies published by the Central Bank of Armenia, as well 
as  international organizations. 

Among STRs filed by non-bank reporting entities, there were 
cases involving   possible ML schemes through the understatement 
or overstatement of the market value of a legal entity's share 
and/or real estate , as well as financial transactions possibly  
related to illegal trade in drugs. 

Preventive Measure 

During 2020, in order to mitigate potential  risks of ML/TF  
due to the coronavirus, steps for guidance was provided to  
reporting entities, in particular for addressing specifics of risk  
assessment within the framework of the current legislation. On 
the initiative of the FMC, a national list of persons connected with 
terrorism was submitted to and approved by the Interagency 
Committee on Combating Money Laundering, Terrorism  
Financing and Proliferation Financing in the Republic of Armenia 
on 8 December 2020, which contains data on mercenaries and 
terrorists (150 individuals and 12 organizations) recruited with 
the assistance of Turkey and transferred to Azerbaijan before and 
during hostilities against the Republic of Artsakh from 27  
September to November 2020. The list of persons connected with 
terrorism was published on the FMC website on 10 December 
2020, accordingly notifying the reporting entities and relevant 
agencies.  

In order to effectively mitigate potential TF risks, preventive 
measures were taken during the reporting period by implementing 
restrictions imposed by international organizations, including 
through posting the updates of the lists published by the UNSC 
and the FATF on the FMC website.  

Reporting entities were informed of the restrictions imposed  
by individual organizations and countries in order to take steps 

 

Preventive measures include 

instructions to reporting entities 

to address ML/TF  risks identified 

as a result of operational 

analyses;  posting of public 

notices on the FMC website  

on  changes to international  

lists subject to  website for 

immediate application of  

targeted financial sanctions; 

training for reporting entities, etc.
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aimed at avoiding  possible financial sanctions related to them.  

During the reporting period, reporting entities were provided 
with instructions, aimed at: 

y Taking preventive  measures against fraudulent schemes and 
persons  possibly involved in them;  

y Conducting enhanced due diligence of  individual customer 
transactions and business relationships;  

y Taking measures to prevent the outflow of funds due to  
possible ML risks in individual transactions; 

y Clarifying the implementation of a number of requirements of 
reporting entities as stipulated by the  AML/CFT legislation. 

During the reporting period, in about 60 episodes included in 
suspicious transaction reports, banks rejected high-risk  
transactions or terminated business relationships with the  
customer. 

Legislative Arrangements 

In order to reduce operational risks and non-automated  
reporting associated with  save human resources, the Board  
of the Central Bank adopted a legal act defining a new form, 
procedure and deadlines for banks to provide threshold  
transaction reports (TTR) and STRs. The FMC online reporting  
system has been launched. A legal act defining the reporting 
procedure of notaries under the same system has also been  
developed and is currently agreed upon with the relevant  
stakeholders. 

 

One of the key elements of an 

effective AML/CTF system is  

the legislation that best reflects 

the international standards  

and best identifies ML/TF risks. 
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Cooperation 

The FMC continued its cooperation with international  
organizations. Thus, within the framework of cooperation  
with the Egmont Group, an FMC representative was elected  
to the executive body of the Egmont Group as a “Europe II”  
regional representative, while the FMC was involved in a number 
of other Egmont Group programs. Another representative of FMC 
was re-elected as a member of the Bureau at the Conference of 
the Parties to the Warsaw Convention. 

In November 2020, information on the measures taken by  
Armenia within the framework of the 2nd Progress Report on the 
implementation of the recommendations of the 5th round  
assessment of the Armenian AML/CFT system was submitted to 
the Council of Europe’s MONEYVAL Committee. 

Among these measures is the submission of the draft  
legislative amendments to the National Assembly with the aim of 
addressing shortcomings identified through international  
assessments in the Armenian AML/CFT system, whereby the  
requirements regarding the identification of beneficial owners and 
verification of their identity have been defined more clearly in line 
with the requirements of international standards. 

 

In order to detect prevent  
and mitigate ML/TF  cases,  
it is important to exchange 
information between the FMC 
and law enforcement authorities, 
to conduct joint discussions  
and seminars.
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Statistics 

A ccording to the Law on Official Statistics, the Central 
Bank of the Republic of Armenia is a producer of  
official statistics and, to this end, it compiles,  

summarizes and publishes monetary, financial sector and foreign 
accounts statistics used by the Central Bank of Armenia for  
monetary policy development, ensuring financial stability,  
financial control, development of the payment and settlement 
system and other functions, as well as outside the Central Bank - 
by government agencies, financial market participants,  
international financial and economic organizations, mass media 
and the public for economic analysis, investment decisions and 
development of economic policies. 

Despite the outbreak of the COVID-19 epidemic and hostilities 
during the year, the Central Bank of Armenia managed to ensure 
the timely and reliable publication of information7, as well as work 
to expand the scope and availability of published information,  
improve the methodology of statistics collected and bring them 
in line with international standards. 

Principal changes were made in the methodology of calculating 
bank interest rate regularly calculated and published by the  
Central Bank of Armenia8. In particular, the new procedure  
includes only loan interest rates (formerly deposit and loan  
interest rates) provided by commercial banks and credit  
institutions operating in the Republic of Armenia (formerly only 
by commercial banks). 

According to the new order, the bank interest rate is  
determined taking into account the weighted average level of  
interest rates, the structure and trends of interest rates in the  
market, the structure of loan portfolios of commercial banks and 
credit organizations, signals from international markets, regional  

7 Central Bank of Armenia publishes statistical data in the "Statistics" section 
of the CBA home page(www.cba.am): 

8 Based on the provisions of the CBA Governor decision (No. 1 / 212L 
10.04.2020) on the procedure of calculation and definition of the  
calculation rate of bank interest rate.
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specifics, seasonality and other major factors. Finally, weighted 
average interest rate on loans began to be calculated on a 
quarterly basis instead of the previously established monthly 
frequency. 

In order to improve the external sector statistics, to ensure 
completeness and increase credibility, in 2020 the RA balance of 
payments was revisited with the view to assessing certain new 
trends and incorporating their outcomes in the balance of  
payments. In particular, in recent years imports of cars by individuals 
skyrocketed, most of which have since been exported to the EEU 
countries. We estimated the volume of car export transactions 
based on the results of sample surveys and reviewing other official 
statistics. These transactions were not registered in the customs 
statistics due to the peculiarities of the customs regulation of the 
EEU member states. Travel expenses were revised due to changes 
in the tourism sector in recent years, and for the first time  
estimates were given for textile processing services. Subsequently, 
assessments of the categories of goods and services have  
improved significantly. In addition, for the first time the financial 
flows and positions of national external accounts were prepared 
within the framework of preparing national financial account in 
line with the international methodological requirements, which 
enhances the analysis by users9. 

COVID-19 pandemic has led to the rapid development of  
online commerce, providing a unique opportunity to collect,  
process, and assess current level of inflation in large-scale  
consumer price data from the web sites of online retailers. In  
particular, for a number of products included in the consumer 
basket, information on sales prices is collected daily, and then 
summarized and used to assess the monthly inflation rate. 

Within the framework of a joint agreement between the  
Central Bank of Armenia and the American University of Armenia 
(AUA) Manoogian College of Business and Economics, AUA will 
calculate and publish Economic Activity and Consumer  
Confidence Indices, which will allow not only receiving operative 
assessments of developments in the real sector of the economy, 

9 Results of the calculations were shared with the RA Statistical Committee 
and will be used for the development of national financial account.
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but also, by involving students in the project, fostering closer ties 
between academia and the real sector of the economy. During the 
year, Statistics Department of the Central Bank of Armenia carried 
out instruction and expert advice on the above-mentioned two 
important composite economic indexes. 

Extensive work has been done to ensure the completeness and 
reliability of credit history information in the Credit Registry.In  
particular, in the conditions of the COVID-19 pandemic, ithe CBA 
managed to complete formation of the new Credit Registry system 
and consolidate the existing data, as well as expand the types of 
inspections carried out to ensure their reliability. In addition,  
during 2020, the so-called “credit vacations” of beneficiaries  
affected by the COVID-19 pandemic and borrowers involved in 
the war were tracked for large-scale credit history changes in 
order not to worsen credit history of borrowers. 

The latter were of a non-standard nature and referred to thou-
sands of credit histories.
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Central Bank, as an institution striving to ensure 

efficiency and effectiveness, permanently revisits 

its processes, making them time-sensitive and 

resilient. 

In 2019-2020, a number of structural changes took place in 
the Central Bank, in particular, departments were formed:  
Financial Markets, Macroeconomics, Financial Control and  
Licensing, Financial Stability, Corporate Services and Development. 
With the creation of the latter, all the supporting units and  
functions were involved in one Department in order to increase 
the efficiency of the current management, to provide quality  
internal services and to promote institutional development. The 
functions supporting implementation of the Central Bank’s tasks 
were launched “Under Single Umbrella”, Process Continuity  
Management and Quality Assurance groups were formed, as well 
as the Project Management Center. 

Lots of work related to the Central Bank subdivisions and staff 
service began to be implemented under one-stop shop principle. 
In line with this approach, Personnel Management Department 
was renamed Personnel and Corporate Culture Department, with 
the aim of emphasizing the role of the Central Bank employees, 
providing employees with unique training and development  
opportunities, promoting formation and dissemination of a  
unified corporate culture at the Central Bank, and making  
employee service more convenient.
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SECURITY AND BUSINESS 
CONTINUITY 

2020 was a difficult year in all respects. Due to COVID-19,  
difficult decisions had to be made on a daily basis in order to  
ensure the smooth running of both the Central Bank and the  
financial system COVID-19 challenged the ongoing continuity 
plans developed around the world. Central banks and any  
institution in general can utilize the best technologies, extremely 
sophisticated processes, but they can not work without people, 
regardless of the level of automation. 

Prior to the first COVID-19 restrictions, the CBA's works were 
conducted remotely exclusively when absolutely necessary,  
following unprecedented security measures. When the first cases 
of infection occurred in the Central Bank, the management set a 
task to work with the minimum staff. Most employees had to 
work remotely. It seemed impossible to solve such a problem in a 
country with closed borders, however, it was solved successfully. 

After the second round of limitations in 2020 when the  
challenges posed by COVID-19 seemed to be largely overcome, 
war broke out creating new challenges. Unprecedented cyberattacks 
were launched on the Central Bank and the financial sector, the 
severity of which was several hundred times greater than usual. 
Owing to the united efforts of the relevant departments of the 
Central Bank and the partners of the financial sector, the CBA 
managed to resist all cyber attacks 24/7, and no losses were 
recorded. Figure 2 shows the attacks on the Central Bank in  
the days before the war (23/09 - 26/09/2020), which can be 
considered as a “background research”. 

Figure 3 provides breakdown of attacks between 27/09 - 
27/10/2020, according to which the number of attacks on  
certain days exceeded several million. 

Taking into account the possible scenarios of the war, several 
levels of defense were introduced: physical, technical and  
technological layers, which were designed with the view to  
ensuring smooth performance of both the Central Bank and the 
financial system under any circumstances. Thus: 
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y Shelters of the Central Bank were put in order and equipped 
with appropriate equipment in an extremely short period of 
time; 

y Civil defense tests were performed; 

y Strategic decisions were made to ensure orderly functioning 
of communications and technologies; 

y The list of people with "critical knowledge" for the Central 
Bank and the financial system who were willing to help each 
other as needed was inventoried and updated. 

While the unprecedented attacks on the Central Bank and the 
financial sector did not lead to any incidents, the challenges in a 
number of areas became a priority for the coming years.  
Emphasizing the importance of effective fight against  
cyber-attacks and process continuity in terms of financial system 
stability, the Central Bank, will continue to develop the existing  
infrastructure, create an information exchange platform between 
financial system participants, as well as implement the imperative 
of accumulating and disseminating knowledge in cybersecurity. 

All possible actions carried out during the war and the results 
obtained are summarized and worked out in detail, which will 
help us to review our plans in terms of sustainability of the Central 
Bank and overall stability of the financial system. 
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Figure 2.  23/09 - 26/09/2020 Attacks on CBA

Figure 3.  27/09 - 27/10/2020 Attacks on CBA
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KNOWLEDGE AND HUMAN 
RESOURCES 

In  line with global trends, central banks are driving the 
financial system and encouraging the creation of 
new working environments. At the heart of the 

CBA"s policy is the involvement of talented professionals, the  
opportunity to develop, deepen and improve their knowledge and 
skills, the provision of favorable working conditions for employees 
and the evaluation of their work based on a fair compensation 
system. 

The constantly updated knowledge and continuing education 
at the Central Bank is a work necessity and not an end in itself. In 
this regard, the staff of the Central Bank, rapidly adapting to the 
global transformation of the development and training tools, 
began to actively participate in online courses, seminars,  
discussions and conferences. 2020 was full of challenges, from 
pandemics to war. As part of its mission, the Central Bank has  
ensured the continuity of work by creating favorable working  
conditions and environment for employees. The challenging year 
required non-standard solutions and difficult decisions. 

Emphasizing the importance of protecting the health and 
safety of employees, it was decided that only very limited staff will 
physically work in the bank. A large number of employees were 
given the opportunity to do the work from home, with necessary 
software and strictly following the rules of information security. 

For those jobs where the physical presence of the employees 
in the bank was crucial, a shift work schedule was established, 
observing COVID-19 rules and ensuring substitutability. 

Special attention was paid to employees who were in the  
vulnerable group of COVID-19. Thus, the transition to remote 
work was quite smooth, and the efficiency and continuity of work 
was not disrupted. Trying to adapt to the new reality, the Central 
Bank faced another challenge: on September 27, 2020, the war 
started. CBA employees took part in the war unleashed by  
Azerbaijan. 27 employees were drafted or volunteered to defend 
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the borders of the homeland. Unfortunately, there were losses 
among them. The employees of the Central Bank, who were not 
directly involved in the war, provided their financial, material and 
psychological support to our compatriots on a voluntary basis. 

The year 2020, with all its challenges, proved once again that 
the staff is one of the paramount assets of the Central Bank. 
Highly qualified, internationally certified CB employees, due  
to their knowledge, flexibility of thought and professionalism, 
prioritizing the public interest in this difficult and unstable period, 
carried out the tasks set before them, ensuring continuity of the 
process. 

The Central Bank not only participated in events organized by 
partner organizations as an active consumer, but also hosted 
members of the Coordination Council for Staff Training of Central 
/ National Banks of Eurasian Member States. As a result of the 
event, the 2020 work program of the Coordinating Council was 
approved, and the database of 2021 professional training  
programs for the staff of the Central (National) Banks was  
established. 
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COMMUNICATION AND 
ACCOUNTABILITY 

COVID - 19: The Central Bank hotline worked in emergency 
mode. Specialists of the Central Bank answered the 
questions raised by the citizens, guided and provided the 
necessary information, reviewed their complaints. 

COVID - 19: The Central Bank has issued announcements  
directing customers to use online financial services,  
payment applications and online banking to avoid  
customer congestion in financial institutions, prevent the 
spread of COVID-19, and increase operational capacities 
of financial institutions. 

The year 2020 was marked by challenges. As a result, informing 
population about activities of organizations operating in the  
financial market and about Central Bank's initiatives has acquired 
particular importance for the Central Bank. 

In times of crisis when financial and banking system is in the 
spotlight, the latter turns more sensitive and problems of systemic 
importance for population become a priority. In this regard,  
actions of decision-makers in relevant spheres and provision of 
clear information about them to public plays a crucial role. 

Subsequently, the Central Bank cooperated with banks and 
credit organizations in an unprecedented working regime, as a 
result of which the public was informed about the support  
provided by financial institutions to their customers, credit  
holidays or revised credit obligations through messages, reports, 
interviews, and social media platforms. 

With the view to ensuring transparency in implementation of 
the main goals of the Central Bank, financial market participants 
and public were informed about the activities, programs and  
initiatives of the Central Bank in the field of monetary policy,  
financial stability and control. Improvements in the context of key  
policy communication are described in detail in the sections “Price 
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Stability” and “Financial Stability”. Through media interviews and 
television programs, the public was informed that organizations 
licensed by the Central Bank must indicate in their advertisements 
that they are controlled by the Central Bank. 

During the year, 8 decisions of the CB Board on repo (refinancing) 
interest rates were published, each of which was followed by a 
press conference with the participation of the CBA Covernor. 

The Central Bank actively used the platforms of social  
networks, publishing news, messages, other materials about the 
bank’s activities, responding to inquiries and citizens' applications. 

In particular, more than 1,200 questions and applications with 
different content were received through social networks. In order 
to ensure transparency of its activities, the Central Bank, inter alia, 
publishes various periodicals, which present work carried out by 
the bank in the areas of monetary policy, financial stability, 
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AML/CFT, money circulation. In particular, “Inflation Report” 
quarterly refers to "Monetary Policy Program, covering monetary 
policy directions in the forecast horizon, and relevant inflation and 
other macroeconomic indicators projections, which are based on 
CBA assessments of the current situation and assumptions about 
the future, including the impact of CBA operations. "Monetary 
Policy Program Implementation Report" section presents results 
of the implemented monetary policy and actual developments of 
the economy․ Financial Stability Report semi-annual periodical 
reflects the assessment of potential risks to the stability of the  
Armenian financial system and financial system's ability to offset 
those risks. 

Central Bank also presents to the public "Annual Report of the 
Central Bank of the Republic of Armenia". One of its components 
is the annual consolidated financial statements prepared in  
accordance with International Financial Reporting Standards, 
which are audited by internationally recognized independent  
auditing firms. In the annual periodical “Commemorative Coins of 
the Republic of Armenia” the public is informed about the issued 
commemorative coins of Armenia, results of the competitions of 
the commemorative coins in the given year, other materials related 
to the commemorative coins of Armenia. Monthly bulletin  
includes normative and individual decisions of the Central Bank 
Board, decisions of the Central Bank Governor, other legal acts, 
as well as a statistical summary. 

The annual report of the Financial Monitoring Center presents 
the work done in the field of AML / CFT. 
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Visitor Center 10 

In 2020, amid the new coronavirus pandemic, our team faced 
a serious challenge, as the activities of educational, cultural and 
entertainment institutions were terminated/restricted. That is 
why the number of visits to the Central Bank plummeted by 
82.2% (2,075 visitors in 2020 vs 11,673 visitors in 2019). 

To solve this problem, it was decided to activate the activity of 
the Visitor Center in the virtual space, i.e. the Internet. To this end, 
staff of the Visitor Center: 

1. created 60 financial games, crossword puzzles, which were 
posted on the Facebook page of the CBA Visitor Center, and 
at the end of the year were published as “Financial Games, 
Crosswords” brochure, and posted on the home page of the 
CBA Visitor Center, 

2. 31 historical materials were  
developed, which were also 
posted on the home and  
Facebook pages of the Visitor 
Center. 

All these events significantly  
fostered the CBA Visitor Center’s 
home and Facebook pages. 

10 For details see visitorcentre.cba.am, museum.cba.am, www.cba.am.

 

 Visitor Center is an educational 
and cultural unit of the Central 
Bank, which aims to raise public 
awareness of the history of the 
national currency, the activities 
and role of the Central Bank 
through various educational 
tools: static, thematic and 
interactive presentations.

Link the letters to each other without space. Create a word from 
the extra letters and you will get the name of the protected 
feature of the banknote.

Example
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In 2020, the focus of the Visitors' Center was piloting, testing, 
identification of shortcomings, modernization, development and 
improvement of software capabilities of the new library program 
of the Central Bank and Dilijan Training Center. This program will 
enable more efficient management of the CB's unique library fund 
in the economic and financial spheres.
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CENTRAL BANK COMPLIANCE 
FUNCTION 

During 2020, ongoing compliance activities were carried out 
in the various areas of relations with CBA customers, foreign  
financial institutions and central banks, as well as in the area of 
supplies for the needs of the CBA. 

The activities carried out by the Compliance Service in  
cooperation with its foreign partners in this challenging year have 
helped to strengthen the CBA's international reputation and  
ensure the smooth running of its financial operations. At the same 
time, among the on-going measures, steps have been taken  
for the continuous development of the compliance culture in the 
Central Bank. In particular: 

y International developments in the field of compliance,  
in particular, international sanctions and the methods of 
managing the risks arising from them, relevant information 
materials were provided to the stakeholder departments, 
ensuring awareness of the latest challenges and risks; 

y  Training activities were carried out aimed at in-depth  
mastery of compliance function by CBA staff, including  
targeted training for front desk staff. 

y Compliance advice was provided to interested departments 
and CBA management. 

y As a result of evaluating the effectiveness of the current 
compliance model, the concept of developing the compliance 
function was developed. 

 

 The Compliance Service, as an 

element of the CBA's internal 

control system, aims to ensure a 

high level of compliance by the 

CBA with the domestic legislation 

and the best international 

standards, thus strengthening  

the CBA's authority.
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Independent auditor’s report

To the Board of the Central Bank of the Republic of Armenia

Opinion

We have audited the consolidated financial statements of the Central Bank of the Republic
of Armenia and its subsidiaries (hereinafter, the “Group”), which comprise the consolidated
statement of financial position as at 31 December 2020 and the consolidated statement of
comprehensive income, consolidated statement of changes in equity and consolidated statement
of cash flows for the year then ended, and notes to the consolidated financial statements,
including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 December 2020 and its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRSs).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs).
Our responsibilities under those standards are further described in the Auditor’s responsibilities
for the audit of the consolidated financial statements section of our report. We are independent
of the Group in accordance with the International Ethics Standards Board for Accountants’
(IESBA) International Code of Ethics for Professional Accountants (including International
Independence Standards) (IESBA Code), and we have fulfilled our other ethical responsibilities in
accordance with the IESBA Code. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Responsibilities of management and the Board of the Central Bank of Armenia for the
consolidated financial statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with IFRSs, and for such internal control as management determines is
necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to
liquidate the Group or to cease operations, or has no realistic alternative but to do so.

The Board of the Central Bank of Armenia is responsible for overseeing the Group’s financial
reporting process.



Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and
to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these consolidated financial
statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

► Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control;

► Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of Group’s internal control;

► Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management;

► Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on Group’s ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditor’s report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause the Group to cease to
continue as a going concern;

► Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair
presentation;

► Obtain sufficient appropriate audit evidence regarding the financial information of the
entities or business activities within the Group to express an opinion on the consolidated
financial statements. We are responsible for the direction, supervision and performance of
the group audit. We remain solely responsible for our audit opinion.



We communicate with the Board of the Central Bank of Armenia regarding, among other matters,
the planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

Ernst & Young CJSC
Yerevan, Armenia

Assurance partner Marchello Gelashvili

General Director Eric Hayrapetyan

30 March 2021
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Consolidated statement of comprehensive income

For the year ended 31 December 2020

ln thousands of Armenian Drams Note 2020 2019

lnterest income
lnterest expense
Net interest income

(Credit loss expense)/reversal of allowance for credit losses
Net interest income after crsdit loss allowance

Fee and commission income
Fee and commission expense
Net foreign €xchange gain/(loss)
Net loss on derivatives
Net gain on financial instruments at fair value through profit

or loss
Other income
Cost of production of banknotes, coins and numismatics
Other 6xpenses
Profit b6for6 tax

lncome tax expense

Profit for ths year

Profit is attrlbutabl€ to:
Owners of the Bank
Non-controlling interest

Other compreh€nsive income
Items that may be reclass/red subsequently to profit or loss
Net unrealised (loss)/gain from changes in fair value of debt

flnancial assets measured through other comprehensive income
Changes in allowance for expected credit losses of debt financial

assets at fair value through other comprehensive income
Net other comprehensive (loss)/income to be reclassified
to profit or loss in subsequent periods

Other comprehensive income not to be reclassified to profit or
/oss m subsoquent pe,ods

Net gain on equity instruments at fair value through other
comprehensive income

Total other comprehensive income not to be r€classified
to profit or loss in subsequent periods

Other comprehensive income for the year

Total comprehensive income for the year

Total comprehenslve income is attributable to:
Owners of the Bank
Non-controlling interest

These consolidated
30 March 202'1 d

Martin

frnancial statements were approved by the Board of the central Bank of the Republic of Armenia on
were signed by:

34,343,569
22,836,209)
1 1,507,360

4

5
35,271,83a

121,O92,2O9)
't4,179,629

198,529

6
7

490,216
(1,470,161)
65,428,920
(3,826,806)

9,120,334
4,956,533

(1,481,880)
(18,833,509)

14,37E,158

608,934
(1,304,349)
(1 ,455,792\

(477,632\

14,501,95'1
4,226,258
\828,921)

(17,895,318)

8
I
'10

11

65,099,823

(2,186,836)

11,753,289

(1,993,458)

15

62,912,987

9,693,6'18
66,213

573,139

30,870

62,849,377
63,610

(407,164)

(31,682)

(438,846) 604,009

668,345 7,977

668,345 7,977
229,499 611,986

63,053,996
88,490

10,277 ,020
94,797

Chairman of Bank
of the Republic enia

Marianna Amirbekyan
Chief Financial Officer of the Central Bank
of the Republic of Armenia

The accompanying notes frcm 1 to g2 are an integral pai of these consolidated financial statements.
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Central Bank of the Republic of Armenia Consolidated financial statements

Consolidated statement of financial position
As at 31 December 2020

The accompanying notes from 1 to 32 are an integral part of these consolidated financial statements.
2

In thousands of Armenian Drams Note
31 December

2020
31 December

2019

Assets
Foreign currency assets
Cash 51,108,237 39,603,848
Placements with banks and other financial institutions 12 385,019,006 559,991,988
Financial instruments at fair value through profit or loss 13 930,471,867 773,358,342
Financial assets measured at fair value through other

comprehensive income 15 3,459,465 2,702,167
Placements with the IMF 16 101,636,948 88,398,230
Other assets 182,954 171,875
Total foreign currency assets 1,471,878,477 1,464,226,450

Domestic currency assets
Placements and investments with banks and other financial

institutions 12 704,534,763 433,882,868
Financial assets measured at fair value through other

comprehensive income 15 78,543,693 87,872,142
Property and equipment 17 61,252,975 65,679,935
Intangible assets 18 2,897,059 3,020,744
Other assets 19 10,072,335 12,239,109
Total domestic currency assets 857,300,825 602,694,798

Total assets 2,329,179,302 2,066,921,248

Liabilities
Foreign currency liabilities
Deposits and accounts of financial and other institutions 20 508,273,268 376,281,455
Due to the Government of the Republic of Armenia 23 1,506,451 1,248,593
Derivative financial liabilities 14 143,121 81,100
Due to the IMF 16 247,496,568 240,948,903
Other borrowed funds 21 160,585,640 142,742,121
Other liabilities 1,442,932 945,056
Total foreign currency liabilities 919,447,980 762,247,228

Domestic currency liabilities
Notes and coins in circulation 751,465,873 607,209,301
Deposits and accounts of financial and other institutions 20 310,400,907 347,119,824
Due to the Government of the Republic of Armenia 23 265,035,664 326,045,767
Debt securities issued 24 9,655,324 6,626,428
Other liabilities 22 4,521,819 4,408,557
Total domestic currency liabilities 1,341,079,587 1,291,409,877
Total liabilities 2,260,527,567 2,053,657,105

Equity
Issued capital 25 100,000 100,000
General reserve 27,418,972 25,480,248
Promissory Note issued by the Government 25 66,055,949 73,810,843
Revaluation reserve for financial assets measured at fair value

through other comprehensive income 25 2,626,918 2,422,299
Accumulated deficit (28,568,054) (89,478,707)
Net assets attributable to owners of the Bank 67,633,785 12,334,683

Non-controlling interest 1,017,950 929,460
Total equity 68,651,735 13,264,143

Total liabilities and equity 2,329,179,302 2,066,921,248
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Attributable to owners of the Bank

In thousands of Armenian Drams
Issued
capital

General
reserve

Promissory
note issued

by the
Government

Revaluation
reserve for

financial assets
measured at fair
value through

other
comprehensive

income
Accumulated

deficit Total
Non-controlling

interest
Total
equity

Balance at 1 January 2019 100,000 25,480,248 73,810,843 1,838,897 (99,172,325) 2,057,663 897,663 2,955,326

Increase of share in a subsidiary – – – – – – (63,000) (63,000)
Profit for the year – – – – 9,693,618 9,693,618 66,213 9,759,831
Other comprehensive income – – – 583,402 – 583,402 28,584 611,986
Total comprehensive income

for the year – – – 583,402 9,693,618 10,277,020 94,797 10,371,817
Balance at 31 December 2019 100,000 25,480,248 73,810,843 2,422,299 (89,478,707) 12,334,683 929,460 13,264,143

Profit distribution – 1,938,724 (7,754,894) – (1,938,724) (7,754,894) – (7,754,894)
Profit for the year – – – – 62,849,377 62,849,377 63,610 62,912,987
Other comprehensive income – – – 204,619 – 204,619 24,880 229,499
Total comprehensive income

for the year – – – 204,619 62,849,377 63,053,996 88,490 63,142,486

Balance at 31 December 2020 100,000 27,418,972 66,055,949 2,626,918 (28,568,054) 67,633,785 1,017,950 68,651,735
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In thousands of Armenian Drams Note 2020 2019

Cash flows from operating activities
Profit before tax 65,099,823 11,753,289

Adjustments to reconcile profit for the year to net cash flows
Depreciation and amortisation 11, 17, 18 3,858,750 4,231,048
Loss/(gain) from disposals and write-off of property and

equipment 1,387,375 (11,458)
Change in interests receivable (623,393) (972,116)
Change in interests payable (380,556) 408,405
Net (gain)/loss from foreign exchange translation 6 (63,453,637) 1,982,331
Net loss/(gain) from re-measurement of financial instruments

at fair value 2,835,330 (2,273,133)
Credit loss expense / (Reversal of allowance for credit losses) 12, 15, 19 791,184 (198,529)
Income tax paid (1,664,628) (2,096,085)
Cash flows from operating activities before changes in

operating assets and liabilities 7,850,248 12,823,752

Net (increase)/decrease in operating assets
Placements with banks and other financial institutions in foreign

currency 21,286,198 11,774,996
Financial instruments at fair value through profit or loss and

derivative financial instruments (74,408,589) (72,633,468)
Placements and investments with banks and financial other

institutions in domestic currency (269,799,443) 9,880,361
Other assets 2,497,585 1,856,851

Net increase/(decrease) in operating liabilities
Notes and coins in circulation 144,256,572 40,502,834
Deposits and accounts of financial and other institutions 65,659,763 112,422,725
Due to the Government of the Republic of Armenia (59,089,285) 136,197,289
Proceeds from issuance of debt securities 3,000,664 3,512,226
Repayment of debt securities issued – (4,710,600)
Other liabilities (586,515) 849,946
Net cash flows (used in)/from operating activities (159,332,802) 252,476,912

Cash flows from investing activities
Purchase of property, equipment and intangible assets (788,976) (890,980)
Proceeds from sale of property and equipment 81,764 41,512
Proceeds from sale and redemption of financial assets measured

at fair value through other comprehensive income 1,170,000 1,308,092
Net cash flows from investing activities 462,788 458,624

Cash flows from financing activities
Loans received 14,258,245 6,346,555
Loans redeemed (39,375,111) (34,421,137)
Lease payments (89,123) (82,489)
Net cash flows used in financing activities (25,205,989) (28,157,071)

Effect of exchange rate changes on cash and cash equivalents 42,993,016 (3,586,638)
Net (decrease)/increase in cash and cash equivalents (141,082,987) 221,191,827

Cash and cash equivalents at the beginning of the year 28 577,159,377 355,967,550

Cash and cash equivalents at the end of the year 28 436,076,390 577,159,377

Supplementary information
Interest received 33,720,176 34,299,722
Interest paid (23,216,765) (20,683,804)
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1. General information

These consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) as at 31 December 2020 and for the year then ended for the Central Bank of the Republic of Armenia
(the “Bank” or the “Central Bank”) and its subsidiaries (together referred to as the “Group”).

The Bank is a legal entity the sole founder of which is the Republic of Armenia.

The Bank operates in accordance with the Constitution of the Republic of Armenia, Law On the Central Bank of the
Republic of Armenia (the “Law”) and other laws of the Republic of Armenia.

The registered address of the Bank is 6 Vazgen Sargsyan street, Yerevan 0010, Republic of Armenia. The average
number of employees of the Bank during 2020 was 765.

The Bank does not aim to earn profits. The financial results of the Bank’s activities, as well as the structure of its assets,
liabilities and equity are defined by the functions of the Bank.

In accordance with the Law the prime objective of the Bank is ensuring price stability and financial stability in the Republic
of Armenia. In order to ensure price stability the Central Bank develops, approves and implements monetary policy
programs. In addition to its prime objective, other objectives include:

► Ensure the stability, liquidity, solvency and other necessary conditions for sound operation of the financial system
in the Republic of Armenia;

► Create and develop of an effective payment and settlement system;

► Issue the national currency of the Republic of Armenia and regulate its circulation;

► Organise and regulate anti-money laundering and anti-terrorism financing activities;

► Secure the conditions necessary for protecting the rights and lawful interests of consumers in the financial system;

► Ensure free and fair economic competition in the financial system and etc.

To accomplish its objectives the Central Bank:

► Acts as financial agent and advisor of the Government of the Republic of Armenia (the “Government”);

► Licenses commercial banks and, in cases envisaged by the legislation, other entities, supervises and regulates
their activities;

► Uses and manages international reserves of the Republic of Armenia and etc.

The Bank’s largest subsidiaries as of 31 December 2020 are listed below:

Name
Country of

incorporation
Principal
activity

Controlled, % Date of
establishment2020 2019

“Armenian Card” CJSC Republic of Armenia Payment and
settlement services 56.25 56.25 March 2000

“Hayincassatsia” CJSC Republic of Armenia Transportation/
delivery of cash 100.00 100.00 April 1998

“National Mortgage
Company” RCO CJSC Republic of Armenia Mortgage refinancing 100.00 100.00 June 2009

“Home for Youth” RCO CJSC Republic of Armenia Mortgage refinancing 100.00 100.00 February 2010
“Small and Medium Business

Credit Support” CJSC Republic of Armenia Lending support 100.00 100.00 December 2010
“Vehicle Single Window”

CJSC Republic of Armenia
Insurance

infrastructure support 100.00 100.00 December 2013
“Stak Processing” CJSC Republic of Armenia Payment and

settlement services 100.00 100.00 December 2017
“Stak Money Transfer” CJSC Republic of Armenia Payment and

settlement services 100.00 100.00 December 2017

Following to the Group’s policy disclosed in Note 30, in March 2020 the Group announced its intention to dispose its
investment in the subsidiary engaged in cash delivery/transportation activities through liquidation. As of 31 December
2020 the subsidiary was still under liquidation process.

In fall 2020 the Group decided to merge the operations of its two subsidiaries engaged in payment and settlement
services. The merger transaction took place in January 2021.
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1. General information (continued)

(a) Armenian economic environment and effect of COVID-19 pandemic

The Bank acted in an environment of the sluggish economic activity and weak domestic demand due to negative impact
and heightened uncertainty caused by the announced military situation in Armenia on 27 September, the outbreak and
a consequent escalations of coronavirus pandemic.

Since the beginning of the year, the Central Bank of Armenia, in order to stimulate aggregate demand, gradually reduced
the level of its main instrument, the refinancing rate, by a total of 1.25 percentage points, contributing to macro-stability,
and gradual convergence of inflation to the target. Other support measures, such as payment holidays and easing of
certain regulatory restrictions, were introduced by the Bank to help the financial sector maintain its capabilities to provide
resources and to help customers avoid liquidity shortages as a result of the COVID-19 containment measures.

However, positive expectations about recovery of global demand, the all-time high levels of liquidity in international
financial markets, as well as a number of supply factors, have driven the price increases in the international food and
commodity markets and hence, contributed to the imported inflation acceleration in Armenia at the end of the year. On
the other hand, amid uncertainty related to the economic and political outlook, Armenian dram depreciated against the
US dollar, especially starting from November 2020. Consequently, the 12-month inflation has increased significantly and
nearly approached the target level, reaching 3.7% at the end of the year, creating some concerns about the possible
increase in inflation expectation, resulting in increase of the refinancing rate by 1.0 percentage point at the end of the
year.

The Group continues to assess the effect of the pandemic and changing economic conditions on its activities, financial
position and financial results.

(b) Estimation uncertainty

To the extent that information is available as at 31 December 2020, the Group has reflected revised estimates of expected
future cash flows in its ECL assessment and estimation of fair values of financial instruments (Note 30).

2. Summary of significant accounting policies

(a) Statement of compliance

These consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) as of and for the year then ended 31 December 2020 for the Bank and its subsidiaries.

(b) Basis of measurement

The consolidated financial statements have been prepared under the historical cost convention as modified by the initial
recognition of financial instruments based on fair value, and by the revaluation of financial assets at fair value through
other comprehensive income, and financial instruments categorised at fair value through profit or loss, including
derivative financial instruments. The principal accounting policies applied in the preparation of these consolidated
financial statements are set out below. These policies have been consistently applied to all the periods presented, unless
otherwise stated.

(c) Form of presentation of the financial statements

In exceptional circumstances detailed disclosure of the information about the operations which occur in the respective
reporting period may lead to a loss of confidence spreading through the financial system of the Republic of Armenia as
a whole. Accordingly, although the financial effects of such operations will be included into the consolidated financial
statements of the Group, the Group may provide only limited disclosure in respect of such types of operations.

(d) Functional and presentation currency

The national currency of the Republic of Armenia is the Armenian Dram (“AMD”), which is the Group’s functional currency
and the currency in which these consolidated financial statements are presented. All financial information presented in
AMD has been rounded to the nearest thousand unless otherwise indicated.
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2. Summary of significant accounting policies (continued)

(e) Use of estimates and judgments

In the process of applying the Group’s accounting policies, management has used its judgments and made estimates in
determining the amounts recognised in the consolidated financial statements. The most significant use of judgments and
estimates are as follows:

Fair value

Where the fair values of financial assets and financial liabilities recorded in the consolidated statement of financial position
cannot be derived from active markets, they are determined using a variety of valuation techniques that include the use
of mathematical models. The input to these models is taken from observable markets where possible, but where this is
not feasible, a degree of judgment is required in establishing fair values.

Assessment of impairment

The measurement of impairment losses across all categories of financial assets requires judgement, in particular, the
estimation of the amount and timing of future cash flows and collateral values when determining impairment losses and
the assessment of a significant increase in credit risk. These estimates are driven by a number of factors, changes in
which can result in different levels of allowances. The Group’s expected credit losses (“ECL”) calculations are outputs of
complex models with a number of underlying assumptions regarding the choice of variable inputs and their
interdependencies. Elements of the ECL models that are considered accounting judgements and estimates include:

► The Group’s internal credit grading model, which assigns PDs to the individual grades;

► The Group’s criteria for assessing if there has been a significant increase in credit risk and so allowances for
financial assets should be measured on a lifetime ECL (“LTECL”) basis and the qualitative assessment;

► Development of ECL models, including the various formulae and the choice of inputs;

► Determination of associations between macroeconomic scenarios and, economic inputs, such as unemployment
levels and collateral values, and the effect on probability of defaults (“PD”), exposure at defaults (“EAD”) and loss
given defaults (LGD);

► Selection of forward-looking macroeconomic scenarios and their probability weightings, to derive the economic
inputs into the ECL models.

Transactions with related parties

In the normal course of business the Group enters into transactions with its related parties. IFRS 9 requires initial
recognition of financial instruments based on their fair values. Judgement is applied in determining if transactions are
priced at market or non-market interest rates, where there is no active market for such transactions. The basis for
judgment is pricing for similar types of transactions with unrelated parties and effective interest rate analysis. Terms and
conditions of related party balances are disclosed in Note 27.

Accounting for operations with the International Monetary Fund (the “IMF”)

In accordance with the “Financial Organisation and Operations of the IMF” Pamphlet, each member of the IMF designates
a fiscal agency (ministry of finance, central bank, or similar entity) to conduct financial transactions with the IMF and a
depository (central bank or similar agency) to maintain the accounts of the IMF (the IMF No. 1 and No. 2 Accounts and
the Securities Account).

In accordance with the Law of the Republic of Armenia on Membership of the Republic of Armenia in the International
Monetary Fund, International Bank for Reconstruction and Development, International Finance Corporation, International
Development Association, European Bank for Reconstruction and Development, Multilateral Investment Guarantee
Agency and International Center for Settlement of Investment Disputes, the Bank acts as the fiscal agent of the
Republic of Armenia in accordance with clause 1, article 5 of the IMF articles of agreement. The Bank also is considered
to be a depository of the Republic of Armenia.

In the case when central bank performs fiscal agent function, the amounts of assets and liabilities and results of
transactions with the IMF are recorded in the statement of financial position and profit or loss of the central bank. When
the central bank performs depositary function in operations with the IMF, all transactions are made through correspondent
accounts of central bank, however balances outstanding as a result of these transactions and respective profit or loss
are not reflected in the central bank’s statement of financial position and profit or loss.
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2. Summary of significant accounting policies (continued)

(e) Use of estimates and judgments (continued)

Leases − estimating the incremental borrowing rate

The Group cannot readily determine the interest rate implicit in the lease, therefore, it uses its incremental borrowing
rate (IBR) to measure lease liabilities. The IBR is the rate of interest that the Group would have to pay to borrow over a
similar term, and with a similar security, the funds necessary to obtain an asset of a similar value to the right-of-use asset
in a similar economic environment. The IBR therefore reflects what the Group ‘would have to pay’, which requires
estimation when no observable rates are available (such as for subsidiaries that do not enter into financing transactions)
or when they need to be adjusted to reflect the terms and conditions of the lease (for example, when leases are not in
the subsidiary’s functional currency).

The Group estimates the IBR using observable inputs (such as market interest rates) when available and is required to
make certain entity-specific estimates (such as the subsidiary’s stand-alone credit rating).

(f) Adoption of new or revised standards and Interpretations

The Group applied for the first-time certain amendments to the standards, which are effective for annual periods
beginning on or after 1 January 2020. The Group has not early adopted any standards, interpretations or amendments
that have been issued but are not yet effective. The nature and the impact of each amendment is described below:

Amendments to IFRS 3: Definition of a Business

The amendment to IFRS 3 clarifies that to be considered a business, an integrated set of activities and assets must
include, at a minimum, an input and a substantive process that together significantly contribute to the ability to create
output. Furthermore, it clarified that a business can exist without including all of the inputs and processes needed to
create outputs. These amendments had no impact on the consolidated financial statements of the Group, but may impact
future periods should the Group enter into any business combinations.

Amendments to IFRS 7, IFRS 9 and IAS 39: Interest Rate Benchmark Reform

The amendments to IFRS 9 and IAS 39 Financial Instruments: Recognition and Measurement provide a number of reliefs,
which apply to all hedging relationships that are directly affected by interest rate benchmark reform. A hedging
relationship is affected if the reform gives rise to uncertainties about the timing and or amount of benchmark-based cash
flows of the hedged item or the hedging instrument. These amendments had no impact on the consolidated financial
statements of the Group as it does not have any interest rate hedge relationships.

Amendments to IAS 1 and IAS 8: Definition of Material

The amendments provide a new definition of material that states “information is material if omitting, misstating or
obscuring it could reasonably be expected to influence decisions that the primary users of general purpose financial
statements make on the basis of those financial statements, which provide financial information about a specific reporting
entity.”

The amendments clarify that materiality will depend on the nature or magnitude of information, either individually or in
combination with other information, in the context of the financial statements. A misstatement of information is material if
it could reasonably be expected to influence decisions made by the primary users. These amendments had no impact
on the consolidated financial statements of, nor is there expected to be any future impact to the Group.

Conceptual Framework for Financial Reporting issued on 29 March 2018

The Conceptual Framework is not a standard, and none of the concepts contained therein override the concepts or
requirements in any standard. The purpose of the Conceptual Framework is to assist the IASB in developing standards,
to help preparers develop consistent accounting policies where there is no applicable standard in place and to assist all
parties to understand and interpret the standards.

The revised Conceptual Framework includes some new concepts, provides updated definitions and recognition criteria
for assets and liabilities and clarifies some important concepts. These amendments had no impact on the consolidated
financial statements of the Group.

Since the Group’s current practice is in line with these amendments, they had no impact on the consolidated financial
statements of the Group.
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2. Summary of significant accounting policies (continued)

(g) Basis of consolidation

The consolidated financial statements comprise the financial statements of the Bank and its subsidiaries as at
31 December 2020. Subsidiaries are those investees that the Group controls. Control is achieved when the Group is
exposed, or has rights, to variable returns from its involvement with the investee and has the ability to affect those returns
through its power over the investee.

Specifically, the Group controls an investee if and only if the Group has:

► Power to direct relevant activities of the investees that significantly affect their returns;

► Exposure, or rights, to variable returns from its involvement with the investees; and

► The ability to use its power over the investees to affect the amount of investor’s returns.

When the Group has less than a majority of the voting or similar rights of an investee, the Group considers all relevant
facts and circumstances in assessing whether it has power over an investee, including:

► The contractual arrangement with the other vote holders of the investee;

► Rights arising from other contractual arrangements;

► The Group’s voting rights and potential voting rights.

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that there are changes
to one or more of the three elements of control. Consolidation of a subsidiary begins when the Group obtains control
over the subsidiary and ceases when the Group loses control of the subsidiary.

Intercompany transactions, balances and unrealised gains on transactions between group companies are eliminated;
unrealised losses are also eliminated unless the cost cannot be recovered. The Bank and all of its subsidiaries use
uniform accounting policies consistent with the Group’s policies.

A change in the ownership interest of a subsidiary, without a change of control, is accounted for as an equity transaction.
Losses are attributed to the non-controlling interests even if that results in a deficit balance.

Non-controlling interest is that part of the net results and of the equity of a subsidiary attributable to interests which are
not owned, directly or indirectly, by the Group. Non-controlling interest forms a separate component of the Group’s equity.

The Group measures non-controlling interest that represents present ownership interest and entitles the holder to a
proportionate share of net assets in the event of liquidation on a transaction by transaction basis, either at the
non-controlling interest’s proportionate share of net assets of the acquiree or fair value.

Associates

Associates are entities over which the Group has significant influence (directly or indirectly), but not control, generally
accompanying a shareholding of between 20 and 50 percent of the voting rights. Investments in associates are accounted
for using the equity method of accounting, and are initially recognised at cost. The carrying amount of associates includes
goodwill identified on acquisition less accumulated impairment losses, if any. Dividends received from associates reduce
the carrying value of the investment in associates. Other post-acquisition changes in Group’s share of net assets of an
associate are recognised as follows: (i) the Group’s share of profits or losses of associates is recorded in the consolidated
profit or loss for the year as share of result of associates, (ii) the Group’s share of other comprehensive income is
recognised in other comprehensive income and presented separately, (iii) all other changes in the Group’s share of the
carrying value of net assets of associates are recognised in profit or loss within the share of result of associates.

However, when the Group’s share of losses in an associate equals or exceeds its interest in the associate, including any
other unsecured receivables, the Group does not recognise further losses, unless it has incurred obligations or made
payments on behalf of the associate.

(h) Foreign currency translation and presentation of foreign currency items

Transactions in foreign currencies are initially recognised in the functional currency, converted at the exchange rate
published by the Bank at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies
at the reporting date are recalculated at the exchange rate published by the Bank at the reporting date.

Gains and losses resulting from the translation of foreign currency transactions are recognised in profit or loss as net
foreign exchange gain/(loss). Translation at year-end rates does not apply to non-monetary items that are measured at
historical cost.

Non-monetary items measured at fair value in a foreign currency, including equity investments, are translated using the
exchange rates at the date when the fair value was determined.
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2. Summary of significant accounting policies (continued)

(h) Foreign currency translation and presentation of foreign currency items (continued)

Differences between the contractual exchange rate of a transaction in a foreign currency and the exchange rate published
by the Bank at the date of the transaction are included in the consolidated statement of comprehensive income.

As at 31 December 2020 and 31 December 2019, the exchange rates used for translating foreign currency balances
were as follows:

31 December
2020

31 December
2019

AMD / 1 US dollar 522.59 479.70
AMD / 1 Euro 641.11 537.26
AMD / 1 GBP 709.47 629.13
AMD / 1 SDR (Special Drawing Rights) 752.67 663.34
AMD / 1 JPY 5.06 4.40
AMD / 1 RUB 7.02 7.77

(i) Cash and cash equivalents

For cash flows statement perspective cash and cash equivalents are items which are readily convertible to known
amounts of cash and which are subject to an insignificant risk of changes in value. The Group considers cash, nostro
accounts with banks and SDR holdings in the IMF to be cash and cash equivalents. Funds restricted for a period of more
than three months on origination are excluded from cash and cash equivalents. Cash and cash equivalents are carried
at amortised cost.

(j) Financial instruments – key measurement terms

The Group measures financial instruments, such as, financial instruments at fair value through profit or loss, financial
assets measured at fair value through other comprehensive income and derivatives at fair value at each reporting date.
Also, fair values of financial instruments measured at amortised cost are disclosed in Note 29.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. The best evidence of fair value is price in an active market. An active
market is one in which transactions for the asset or liability take place with sufficient frequency and volume to provide
pricing information on an ongoing basis.

Fair value of financial instruments traded in an active market is measured as the product of the quoted price for the
individual asset or liability and the quantity held by the Group. This is the case even if a market’s normal daily trading
volume is not sufficient to absorb the quantity held and placing orders to sell the position in a single transaction might
affect the quoted price. Valuation techniques such as discounted cash flow models or models based on recent arm’s
length transactions or consideration of financial data of the investees are used to measure fair value of certain financial
instruments for which external market pricing information is not available.

Fair value measurements are analysed by level in the fair value hierarchy as follows: (i) level one are measurements at
quoted prices (unadjusted) in active markets for identical assets or liabilities, (ii) level two measurements are valuation
techniques with all material inputs observable for the asset or liability, either directly (that is, as prices) or indirectly (that
is, derived from prices), and (iii) level three measurements are valuations not based on solely observable market data
(that is, the measurement requires significant unobservable inputs).

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal of a financial
instrument. An incremental cost is one that would not have been incurred if the transaction had not taken place.
Transaction costs include fees and commissions paid to agents (including employees acting as selling agents), advisors,
brokers and dealers, levies by regulatory agencies and securities exchanges, and transfer taxes and duties. Transaction
costs do not include debt premiums or discounts, financing costs or internal administrative or holding costs.

Amortised cost is the amount at which the financial instrument was recognised at initial recognition less any principal
repayments, plus accrued interest, and for financial assets less any write-down for incurred impairment losses. Accrued
interest includes amortisation of transaction costs deferred at initial recognition and of any premium or discount to maturity
amount using the effective interest method. Accrued interest income and accrued interest expense, including both
accrued coupon and amortised discount or premium (including fees deferred at origination, if any), are not presented
separately and are included in the carrying values of related items in the consolidated statement of financial position.

The effective interest method is a method of allocating interest income or interest expense over the relevant period, so as
to achieve a constant periodic rate of interest (effective interest rate) on the carrying amount.
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2. Summary of significant accounting policies (continued)

(j) Financial instruments – key measurement terms (continued)

The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts (excluding future
credit losses) through the expected life of the financial instrument or a shorter period, if appropriate, to the net carrying
amount of the financial instrument. The effective interest rate discounts cash flows of variable interest instruments to the
next interest repricing date, except for the premium or discount which reflects the credit spread over the floating rate
specified in the instrument, or other variables that are not reset to market rates. Such premiums or discounts are
amortised over the whole expected life of the instrument. The present value calculation includes all fees paid or received
between parties to the contract that are an integral part of the effective interest rate.

Initial measurement

The classification of financial instruments at initial recognition depends on their contractual terms and the business model
for managing the instruments. Financial instruments are initially measured at their fair value and, except in the case of
financial assets and financial liabilities recorded at FVPL, transaction costs are added to, or subtracted from, this amount.

The Group classifies all of its financial assets based on the business model for managing the assets and the asset’s
contractual terms, measured at either:

► Amortised cost;

► FVOCI;

► FVPL.

The Group classifies and measures its derivative and trading portfolio at FVPL. The Group may designate financial
instruments at FVPL, if so doing eliminates or significantly reduces measurement or recognition inconsistencies.

Date of recognition

All regular way purchases and sales of financial assets are recognised on the settlement date. Regular way purchases
or sales are purchases or sales of financial assets that require delivery of assets within the period generally established
by regulation or convention in the marketplace.

Financial assets at fair value through profit or loss

Financial instruments classified as held for trading are included in the category “Financial instruments at fair value through
profit or loss”. Financial assets are classified as held for trading if they are acquired for the purpose of selling in the near
term. Derivatives are also classified as held for trading unless they are designated and effective hedging instruments.
Gains or losses on financial assets held for trading, including interest income on trading debt securities are recognised
in profit or loss as net gain/(loss) on financial instruments at fair value through profit and loss.

In the normal course of business, the Group enters into various derivative financial instruments including futures, forwards
and swaps in the foreign exchange and capital markets. Such financial instruments are held for trading and are recorded
at fair value.

The fair values are estimated based on quoted market prices or pricing models that take into account the current market
and contractual prices of the underlying instruments and other factors.

Derivatives embedded in liabilities and non-financial host contacts, are treated as separate derivatives and recorded at
fair value if they met the definition of a derivative (as defined above), their economic characteristics and risks are not
closely related to those of the host contract, and the host contract is not itself held for trading or designated at FVPL. The
embedded derivatives separated from the host are carried at fair value in the trading portfolio with changes in fair value
recognised in the consolidated statement of profit or loss.

Financial assets are classified based on the business model and SPPI assessments.

Amounts due from credit institutions, loans to customers, investments securities at amortised cost

The Group only measures amounts due from credit institutions, loans to customers and other financial investments at
amortised cost if both of the following conditions are met:

► The financial asset is held within a business model with the objective to hold financial assets in order to collect
contractual cash flows;

► The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments of
principal and interest on the principal amount outstanding (SPPI).
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2. Summary of significant accounting policies (continued)

(j) Financial instruments – key measurement terms (continued)

The details of these conditions are outlined below.

Business model assessment

The Group determines its business model at the level that best reflects how it manages groups of financial assets to
achieve its business objective.

The Group’s business model is not assessed on an instrument-by-instrument basis, but at a higher level of aggregated
portfolios and is based on observable factors such as:

► How the performance of the business model and the financial assets held within that business model are
evaluated and reported to the entity’s key management personnel;

► The risks that affect the performance of the business model (and the financial assets held within that business
model) and, in particular, the way those risks are managed;

► The expected frequency, value and timing of sales are also important aspects of the Group’s assessment.

The business model assessment is based on reasonably expected scenarios without taking ‘worst case’ or ‘stress case’
scenarios into account. If cash flows after initial recognition are realised in a way that is different from the Group’s original
expectations, the Group does not change the classification of the remaining financial assets held in that business model,
but incorporates such information when assessing newly originated or newly purchased financial assets going forward.

The SPPI test

As a second step of its classification process the Group assesses the contractual terms of financial asset to identify
whether they meet the SPPI test.

‘Principal’ for the purpose of this test is defined as the fair value of the financial asset at initial recognition and may change
over the life of the financial asset (for example, if there are repayments of principal or amortisation of the
premium/discount).

The most significant elements of interest within a lending arrangement are typically the consideration for the time value
of money and credit risk. To make the SPPI assessment, the Group applies judgement and considers relevant factors
such as the currency in which the financial asset is denominated, and the period for which the interest rate is set.

In contrast, contractual terms that introduce a more than de minimis exposure to risks or volatility in the contractual cash
flows that are unrelated to a basic lending arrangement do not give rise to contractual cash flows that are solely payments
of principal and interest on the amount outstanding. In such cases, the financial asset is required to be measured at
FVPL.

Debt instruments at FVOCI

The Group measures debt instruments at FVOCI when both of the following conditions are met:

► The instrument is held within a business model, the objective of which is achieved by both collecting contractual
cash flows and selling financial assets;

► The contractual terms of the financial asset meet the SPPI test.

FVOCI debt instruments are subsequently measured at fair value with gains and losses arising due to changes in fair
value recognised in OCI. Interest revenue and foreign exchange gains and losses are recognised in profit or loss in
the same manner as for financial assets measured at amortised cost. On derecognition, cumulative gains or losses
previously recognised in OCI are reclassified from OCI to profit or loss.

The ECLs for debt instruments measured at FVOCI do not reduce the carrying amount of these financial assets in the
statement of financial position, which remains at fair value. Instead, an amount equal to the allowance that would arise if
the assets were measured at amortised cost is recognised in OCI as an accumulated impairment amount, with a
corresponding charge to profit or loss. The accumulated loss recognised in OCI is recycled to the profit and loss upon
derecognition of the asset.

Equity instruments at FVOCI

Upon initial recognition, the Group occasionally elects to classify irrevocably some of its equity investments as equity
instruments at FVOCI when they meet the definition of equity under IAS 32 Financial Instruments: Presentation and are
not held for trading. Such classification is determined on an instrument-by-instrument basis.
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2. Summary of significant accounting policies (continued)

(j) Financial instruments – key measurement terms (continued)

Gains and losses on these equity instruments are never recycled to profit or loss. Dividends are recognised in profit or
loss as other income when the right of the payment has been established, except when the Group benefits from such
proceeds as a recovery of part of the cost of the instrument, in which case, such gains are recorded in OCI. Equity
instruments at FVOCI are not subject to an impairment assessment. Upon disposal of these instruments, the accumulated
revaluation reserve is transferred to retained earnings.

Reclassification of financial assets

The Group does not reclassify its financial assets subsequent to their initial recognition, apart from the exceptional
circumstances in which the Group changes the business model for managing financial assets. Financial liabilities are
never reclassified.

Borrowings

Issued financial instruments or their components are classified as liabilities, where the substance of the contractual
arrangement results in the Group having an obligation either to deliver cash or another financial asset to the holder, or
to satisfy the obligation other than by the exchange of a fixed amount of cash or another financial asset for a fixed number
of own equity instruments. Such instruments include deposits and accounts of financial and other institutions, amounts
due to the Government and the IMF, other borrowed funds and debt securities issued.

After initial recognition, borrowings are subsequently measured at amortised cost using the effective interest method.
Gains and losses are recognised in profit or loss when the borrowings are derecognised as well as through the
amortisation process.

Accounting for zero interest rate loans

The benefit of the funds which are obtained by the Group from the international financial institutions at zero rate of interest
is treated and accounted for as a government grant. The benefit of zero rate of interest is measured as the difference
between the fair value of the funds obtained and the proceeds received and recognised as deferred income as at the
date of the funds initial recognition. The amount of deferred income is recognised in the profit or loss over the period in
which the Group recognises as expenses the related costs. Grant related income is deducted in reporting the related
expense.

Derecognition of financial assets and liabilities

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

► The rights to receive cash flows from the asset have expired;

► The Group has transferred its rights to receive cash flows from the asset, or retained the right to receive cash
flows from the asset, but has assumed an obligation to pay them in full without material delay to a third party
under a ‘pass-through’ arrangement; and

► The Group either (a) has transferred substantially all the risks and rewards of the asset, or (b) has neither
transferred nor retained substantially all the risks and rewards of the asset, but has transferred control of the
asset.

Where the Group has transferred its rights to receive cash flows from an asset and has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is recognised to the
extent of the Group’s continuing involvement in the asset. Continuing involvement that takes the form of a guarantee
over the transferred asset is measured at the lower of the original carrying amount of the asset and the maximum amount
of consideration that the Group could be required to repay.

Where continuing involvement takes the form of a written and/or purchased option (including a cash-settled option or
similar provision) on the transferred asset, the extent of the Group’s continuing involvement is the amount of the
transferred asset that the Group may repurchase, except that in the case of a written put option (including a cash-settled
option or similar provision) on an asset measured at fair value, the extent of the Group’s continuing involvement is limited
to the lower of the fair value of the transferred asset and the option exercise price.

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.

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 profit or loss.
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2. Summary of significant accounting policies (continued)

(k) Leases

i. Group as a lessee

The Group applies a single recognition and measurement approach for all leases, except for short-term leases and
leases of low-value assets. The Group recognises lease liabilities to make lease payments and right-of-use assets
representing the right to use the underlying assets.

Right-of-use assets

The Group recognises right-of-use assets at the commencement date of the lease (i.e., the date the underlying asset is
available for use). Right-of-use assets are measured at cost, less any accumulated depreciation and impairment losses,
and adjusted for any remeasurement of lease liabilities. The cost of right-of-use assets includes the amount of lease
liabilities recognised, initial direct costs incurred, and lease payments made at or before the commencement date less
any lease incentives received. Unless the Group is reasonably certain to obtain ownership of the leased asset at the end
of the lease term, the recognised right-of-use assets are depreciated on a straight-line basis over the shorter of its
estimated useful life and the lease term. Right-of-use assets are subject to impairment.

Lease liabilities

At the commencement date of the lease, the Group recognises lease liabilities measured at the present value of lease
payments to be made over the lease term. The lease payments include fixed payments (including in-substance fixed
payments) less any lease incentives receivable, variable lease payments that depend on an index or a rate, and amounts
expected to be paid under residual value guarantees. The lease payments also include the exercise price of a purchase
option reasonably certain to be exercised by the Group and payments of penalties for terminating a lease, if the lease
term reflects the Group exercising the option to terminate. The variable lease payments that do not depend on an index
or a rate are recognised as expense in the period on which the event or condition that triggers the payment occurs.

In calculating the present value of lease payments, the Group uses the incremental borrowing rate at the lease
commencement date if the interest rate implicit in the lease is not readily determinable. After the commencement date,
the amount of lease liabilities is increased to reflect the accretion of interest and reduced for the lease payments made.

In addition, the carrying amount of lease liabilities is remeasured if there is a modification, a change in the lease term,
a change in the in-substance fixed lease payments or a change in the assessment to purchase the underlying asset.
Lease liabilities are included in line “Other liability” in these consolidated financial statements.

Short-term leases and leases of low-value assets

The Group applies the short-term lease recognition exemption to its short-term leases (i.e., those leases that have a
lease term of 12 months or less from the commencement date and do not contain a purchase option). It also applies the
lease of low-value assets recognition exemption to leases of office equipment that are considered of low value. Lease
payments on short-term leases and leases of low-value assets are recognised as expense on a straight-line basis over
the lease term.

ii. Operating − Group as a lessor

Leases in which the Group does not transfer substantially all the risks and rewards incidental to ownership of an asset
are classified as operating leases. Rental income arising is accounted for on a straight-line basis over the lease terms
and is included in revenue in the statement of profit or loss due to its operating nature. Initial direct costs incurred in
negotiating and arranging an operating lease are added to the carrying amount of the leased asset and recognised over
the lease term on the same basis as rental income. Contingent rents are recognised as revenue in the period in which
they are earned.

(l) Offsetting

Financial assets and liabilities are offset and the net amount reported in the consolidated statement of financial position
only when there is a legally enforceable right to offset the recognised amounts, and there is an intention to either settle
on a net basis, or to realise the asset and settle the liability simultaneously. Such a right of set off (a) must not be
contingent on a future event and (b) must be legally enforceable in all of the following circumstances: (i) in the normal
course of business, (ii) the event of default and (iii) the event of insolvency or bankruptcy.
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2. Summary of significant accounting policies (continued)

(m) Repurchase and reverse repurchase agreements

Sale and repurchase agreements (“repo”) are treated as secured financial transactions.

Securities sold under sale and repurchase agreements are retained in the consolidated statement of financial position
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. The corresponding liability is presented within deposits and accounts of financial
and other institutions. The difference between the sale and repurchase price is treated as interest expense and accrued
over the life of the repo agreements.

Funds provided to purchase securities under agreements to resell (“reverse repo agreements”) are recorded as
placements with banks and other financial institutions. The difference between the sale and repurchase price, adjusted
by interest and dividend income collected by the counterparty, is treated as interest income and accrued over the life of
repo agreements using the effective interest method.

(n) Securities lending and borrowing

Securities lent to counterparties are retained in the consolidated statement of financial position. Securities borrowed are
not recorded in the consolidated statement of financial position, unless these are sold to third parties, in which case the
purchase and sale are recorded within net gain on financial instruments at fair value through profit or loss in profit or loss.
The obligation to return them is recorded within financial liabilities at fair value through profit or loss.

(o) Notes and coins in circulation

Notes and coins in circulation issued by the Bank are presented in the consolidated statement of financial position as a
liability at nominal value. Printing and production costs of notes and coins are recognised in profit or loss as incurred.

(p) Numismatic coins

Numismatic coins are measured at the lower of cost and net realisable value. The cost of numismatic coins is based on
the first-in first-out principle, and includes expenses incurred in acquiring the numismatic coins and bringing them to their
existing location. Net realisable value is the estimated selling price less the estimated costs necessary to make the sale.
During the sale the inflow amount is recognised as income in the consolidated statement of comprehensive income for
the current year, and the amount of carrying value is recognised as expense in the consolidated statement of
comprehensive income for the current year.

(q) Property and equipment

Property and equipment are carried at cost less accumulated depreciation and any accumulated impairment. Such cost
includes the cost of replacing part of equipment when that cost is incurred if the recognition criteria are met. Likewise,
when a major repair is performed, its cost is recognised in the carrying amount of the property and equipment as a
replacement if the recognition criteria are satisfied.

Where significant parts of property and equipment are required to be replaced at intervals, the Group recognises such
parts as individual assets with specific useful lives and depreciates them accordingly.

All other repair and maintenance costs are recognised in profit or loss as incurred.

An item of property and equipment and any significant part initially recognised is derecognised upon disposal or when
no future economic benefits are expected from its use or disposal. Any gain or loss arising on derecognition of the asset
(calculated as the difference between the net disposal proceeds and the carrying amount of the asset) is included in
profit or loss when the asset is derecognised.

Depreciation

Depreciation of an asset begins when it is available for use. Depreciation is calculated on a straight-line basis over the
following estimated useful lives:

2020 2019
Land and buildings
- Buildings 30-80 years 30-80 years
- Building technical systems 3-20 years 3-20 years
Networks, computer and other equipment 2-15 years 2-15 years
Vehicles 5 years 5 years

The residual value of an asset is the estimated amount that the Group would currently obtain from disposal of the asset
less the estimated costs of disposal, if the asset were already of the age and in the condition expected at the end of its
useful life. The assets’ residual values and useful lives are reviewed and adjusted if appropriate, at the end of each
reporting period.
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2. Summary of significant accounting policies (continued)

(r) Non-current assets classified as held for sale

Non-current assets are classified in the consolidated statement of financial position as ‘non-current assets held for sale’
if their carrying amount will be recovered principally through a sale transaction, within twelve months after the end of the
reporting period. Assets are reclassified when all of the following conditions are met: (a) the assets are available for
immediate sale in their present condition; (b) the Group’s management approved and initiated an active programme to
locate a buyer; (c) the assets are actively marketed for sale at a reasonable price; (d) the sale is expected within one
year and (e) it is unlikely that significant changes to the plan to sell will be made or that the plan will be withdrawn. Held for
sale non-current assets are measured at the lower of their carrying amount and fair value less costs to sell.
Non-current assets held for sale are not depreciated.

(s) Intangible assets

Intangible assets include computer software and licenses. Intangible assets acquired separately are measured on initial
recognition at cost. The cost of intangible assets acquired in a business combination is fair value at the date of acquisition.
Following initial recognition, intangible assets are carried at cost less any accumulated amortisation and any accumulated
impairment losses. Intangible assets with finite lives are amortised over the useful economic lives of 1 to 10 years and
assessed for impairment whenever there is an indication that the intangible asset may be impaired.

Computer software maintenance costs are recognised in profit or loss as incurred.

(t) Impairment

Impairment of financial assets

Information on impairment assessment of financial assets is presented in Note 30.

Non-financial assets

The Group assesses at each reporting date whether there is an indication that an asset may be impaired. If any indication
exists, or when annual impairment testing for an asset is required, the Group estimates the asset’s recoverable amount.
An asset’s recoverable amount is the higher of an asset’s or cash-generating unit (CGU) fair value less costs to sell and
its value in use and is determined for an individual asset, unless the asset does not generate cash inflows that are largely
independent of those from other assets or groups of assets.

When the carrying amount of an asset or CGU exceeds its recoverable amount, the asset is considered impaired and is
written down to its recoverable amount. 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.

All impairment losses are recognised in consolidated statement of comprehensive income and reversed only if there has
been a change in the assumptions used to determine the asset’s recoverable amount. The reversal is limited so that the
asset’s carrying amount does not exceed the carrying amount that would have been determined, net of depreciation, had
no impairment loss been recognised.

(u) Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events, and
it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a
reliable estimate of the amount of obligation can be made.

(v) Taxation

The Bank is not subject to any taxes except for import duties. At the same time the Bank acts as a tax agent according
to the procedures envisaged by the laws of the Republic of Armenia. The Group’s subsidiaries are subject to income tax
and other taxes on their operations in accordance with the laws of the Republic of Armenia.

(w) Issued capital

Issued capital represents the authorised capital of the Bank, which is the property of and belongs to the Republic of
Armenia and may not be pledged, confiscated or otherwise alienated against the obligations of the Republic of Armenia.

The non-interest bearing promissory note extended by the Government as envisaged by the article 11.4 of the Law to
cover excess of the losses of the Group over its reserves is recognised as Promissory Note issued by the Government
in the Equity of the Group.
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2. Summary of significant accounting policies (continued)

(x) Profit allocation

The profit of the Group determined based on its consolidated financial statements shall be allocated as follows:

a) 20% of the profit shall be addressed to replenish the general reserve until its total amounts 25% of the broad
money;

b) Appropriations shall be made to cover redemption expenses of the promissory note which have been previously
issued by the Government to the Bank.

The balance of the profit of the Group remaining after hereinbefore deductions shall be paid to the state budget.

The calculation of the profit of the Group to be paid to the state budget shall not include positive difference of income and
expense, generated from revaluation and acquisition of gold, SDR, foreign currency and their equivalents, adjusted to
the extent of provisioning to recompense adverse results of previous (Note 25).

(y) Contingencies

Contingent liabilities are not recognised in the consolidated statement of financial position but are disclosed unless the
possibility of any outflow in settlement is remote. A contingent asset is not recognised in the consolidated statement of
financial position but disclosed when an inflow of economic benefits is probable.

(z) Interest income and expense

The Group calculates interest revenue on debt financial assets measured at amortized cost or at FVOCI by applying the
effective interest rate to the gross carrying amount of financial assets other than credit-impaired assets, which is the rate
that exactly discounts estimated future cash payments or receipts through the expected life of the financial instrument or
a shorter period, where appropriate, to the net carrying amount of the financial asset or financial liability. The calculation
takes into account all contractual terms of the financial instrument (for example, prepayment options) and includes any
fees or incremental costs that are directly attributable to the instrument and are an integral part of the effective interest
rate, but not future credit losses. The carrying amount of the financial asset or financial liability is adjusted if the Group
revises its estimates of payments or receipts. The adjusted carrying amount is calculated based on the original effective
interest rate and the change in carrying amount is recorded as interest income or expense.

Once the recorded value of a financial asset or a group of similar financial assets has been reduced due to an impairment
loss, interest income continues to be recognised using the original effective interest rate applied to the new carrying
amount.

(aa) Fee and commission income

Fees earned for the provision of services over a period of time are accrued over that period.

3. New accounting pronouncements

At the date of authorisation of these consolidated financial statements, certain new standards, amendments and
interpretations to the existing Standards have been published but are not yet effective. The Group has not early adopted
any of these pronouncements.

Management anticipates that all of the pronouncements will be adopted in the Group’s accounting policy for the
first period beginning after the effective date of the pronouncement. Information on new standards, amendments and
interpretations that are expected to be relevant to the Group’s consolidated financial statements is provided below.
Certain other new standards and interpretations have been issued but are not relevant for the Group’s consolidated
financial statements.

IFRS 9 Financial Instruments – Fees in the ’10 per cent’ test for derecognition of financial liabilities

As part of its 2018-2020 Annual Improvements to IFRS standards process, the IASB issued an amendment to IFRS 9.
The amendment clarifies the fees that an entity includes when assessing whether the terms of a new or modified financial
liability are substantially different from the terms of the original financial liability. These fees include only those paid or
received between the borrower and the lender, including fees paid or received by either the borrower or lender on
the other’s behalf. An entity applies the amendment to financial liabilities that are modified or exchanged on or after
the beginning of the annual reporting period in which the entity first applies the amendment.

The amendment is effective for annual reporting periods beginning on or after 1 January 2022 with earlier adoption
permitted. The Group will apply the amendments to consolidated financial liabilities that are modified or exchanged on
or after the beginning of the annual period in which it will first apply the amendment and does not expect this will result
in a material impact on its consolidated financial statements.
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3. New accounting pronouncements (continued)

Interest Rate Benchmark Reform – Phase 2 Amendments to IFRS 9, IAS 39 IFRS 7, IFRS 4 and IFRS 16

In August 2020 the IASB issued Interest Rate Benchmark Reform – Phase 2 Amendments to IFRS 9, IAS 39, IFRS 7,
IFRS 4 and IFRS 16 (IBOR reform Phase 2) to address the accounting issues which arise upon the replacement of
an IBOR with a RFR.

IBOR reform Phase 2 includes a number of reliefs and additional disclosures. The reliefs apply upon the transition of
a financial instrument from an IBOR to a risk-free-rate (RFR).

Changes to the basis for determining contractual cash flows as a result of interest rate benchmark reform are required
as a practical expedient to be treated as changes to a floating interest rate, provided that, for the financial instrument,
the transition from the IBOR benchmark rate to RFR takes place on an economically equivalent basis.

The Group will apply IBOR reform Phase 2 from 1 January 2021.

Amendments to IFRS 10 and IAS 28: Sale or Contribution of Assets between an Investor and its Associate or Joint
Venture (issued on 11 September 2014 and effective for annual periods beginning on or after a date to be determined
by the IASB)

The amendments address the conflict between IFRS 10 and IAS 28 in dealing with the loss of control of a subsidiary that
is sold or contributed to an associate or joint venture. The amendments clarify that the gain or loss resulting from the sale
or contribution of assets that constitute a business, as defined in IFRS 3, between an investor and its associate or joint
venture, is recognised in full. Any gain or loss resulting from the sale or contribution of assets that do not constitute a
business, however, is recognised only to the extent of unrelated investors’ interests in the associate or joint venture.
The IASB has deferred the effective date of these amendments indefinitely, but an entity that early adopts the
amendments must apply them prospectively. The Group will apply these amendments when they become effective.

4. Interest income

In thousands of Armenian Drams 2020 2019

Interest income from foreign currency assets
Nostro accounts 639,647 2,754,182
Term deposits 225,797 382,698
Placements with the IMF 13,096 24,634
Other 41,685 70,469
Total interest income from foreign currency assets 920,225 3,231,983

Interest income from domestic currency assets
Placements and investments with banks and other financial institutions 32,151,420 30,722,771
Financial assets measured at fair value through other comprehensive

income 1,271,924 1,317,084
Total interest income from domestic currency assets 33,423,344 32,039,855

Total interest income calculated using effective interest rate 34,343,569 35,271,838

5. Interest expense

In thousands of Armenian Drams 2020 2019

Interest expense on foreign currency liabilities
Other borrowed funds 3,314,406 3,676,153
Due to the IMF 1,332,940 2,518,184
Total interest expense on foreign currency liabilities 4,647,346 6,194,337

Interest expense on domestic currency liabilities
Due to the Government (Note 27) 16,914,428 13,737,026
Debt securities issued 664,147 677,398
Deposits and accounts of financial and other institutions 402,717 281,005
Other 207,571 202,443
Total interest expense on domestic currency liabilities 18,188,863 14,897,872

Total interest expense 22,836,209 21,092,209
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6. Net foreign exchange gain/(loss)

In thousands of Armenian Drams 2020 2019

Net gain/(loss) from foreign exchange translation 63,453,637 (1,982,331)
Net gain on spot transactions 1,975,283 526,539

Total net foreign exchange gain/(loss) 65,428,920 (1,455,792)

Included in the net gain/(loss) from revaluation of monetary assets and liabilities is a foreign exchange translation gain
of AMD 84,405,394 thousand on financial instruments at fair value through profit or loss (2019: loss in the amount of
AMD 7,563,296 thousand).

7. Net loss on derivatives

In thousands of Armenian Drams 2020 2019

Net loss on forward contract with the Government (Note 27) (3,461,039) (453,848)
Net (loss)/gain on swaps (395,885) 5,851
Net gain/(loss) on futures 30,118 (29,635)

Total net loss on derivatives (3,826,806) (477,632)

In accordance with the agreement dated 5 January 2007 with the Government, the Bank is obliged to exchange main
foreign currency denominated state budget inflows and outflows at exchange rates determined in the Government’s
budget message for the given year, which is a basis for the calculation of indexes in the Law On the State Budget of the
Republic of Armenia. Gain or loss of the Bank as a result of such foreign currency exchange operations is accounted for
as result on derivatives. Starting from 1 January 2021 foreign currency denominated state budget main inflows and
outflows will be exchanged at market rate on the date of the transaction.

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

In thousands of Armenian Drams 2020 2019

Net gain on foreign securities under own management 9,083,463 14,508,756
Net loss on assets under trust management – (33,271)
Net gain on money market instruments under own management 36,871 44,229
Trust management fees – (17,763)
Total net gain on financial instruments at fair value through profit

or loss 9,120,334 14,501,951

9. Other income

In thousands of Armenian Drams 2020 2019

Numismatic coins 1,467,887 725,162
Financial agency fee 427,496 163,865
Other 3,061,150 3,337,231

Total other income 4,956,533 4,226,258

Financial agency fee represents fee which is obtained by the Bank as an agent of the Government in accordance with
the agency agreements. Based on the conditions of the agency agreements the Bank provides loans to commercial
banks and other financial institutions.

During the year ended 31 December 2020, the amount of AMD 2,453,011 thousand included in “Other” line represents
the revenue of two subsidiaries of the Bank which render cash collection and plastic cards processing services (2019:
AMD 2,460,686 thousand).
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10. Cost of production of banknotes, coins and numismatics

In thousands of Armenian Drams 2020 2019

Production of numismatic coins sold during the year 1,234,814 618,159
Production of banknotes and coins 247,066 210,762

Total cost of production of banknotes, coins and numismatics 1,481,880 828,921

11. Other expenses

In thousands of Armenian Drams 2020 2019

Employee compensation, staff training and related payments 8,033,175 8,292,421
Depreciation and amortisation 3,858,750 4,231,048
Repairs and maintenance 1,560,537 1,672,598
Security and insurance expenses 497,493 562,394
Expenses on development and maintenance of payment system 457,576 467,193
Professional services 57,436 136,632
Other 4,368,542 2,533,032

Total other expenses 18,833,509 17,895,318

During the year ended 31 December 2020 and 31 December 2019, the expenses included into “Other” line represent
subscription fees, communication expenses, utilities, rent expenses and stationary of the Bank and its subsidiaries. For the
year ended 31 December 2020 “Other” line also includes property and equipment write-off amount as disclosed in Note 17.

Amounts of employee compensation, staff training and related payments, depreciation and amortisation and repairs and
maintenance expenses for the year ended 31 December 2020 and 31 December 2019 also include respective amounts
of expenses of the Group’s subsidiaries.

12. Placements and investments with banks and other financial institutions

Placements with banks and other financial institutions in foreign currency

In thousands of Armenian Drams
31 December

2020
31 December

2019

Placements with banks and other financial institutions
in foreign currency

Nostro accounts 380,277,935 534,601,773
Term deposits 4,173,434 25,536,096
Margin requirements of derivatives 637,304 2,015
Impairment allowance (69,667) (147,896)
Total placements with banks and other financial institutions

in foreign currency 385,019,006 559,991,988

Concentration of placements with banks and other financial institutions in foreign currency

As at 31 December 2020 the Group had placements in two banks with individual balance exceeding 10% of total
placements. The gross value of these placements as of 31 December 2020 amounted to AMD 295,730,920 thousand
(31 December 2019: placements with three banks amounted to AMD 458,250,623 thousand).

Allowance for impairment of placements with banks and other financial institutions in foreign currency at amortised cost

An analysis of changes in the gross carrying value and corresponding ECL in relation to Placements with banks and
other financial institutions in foreign currency during the year ended 31 December 2020 is as follows:

In thousands of Armenian Drams Stage 1 Total

Placements with banks and other financial institutions
in foreign currency

Gross carrying value as at 1 January 2020 560,139,884 560,139,884
New assets originated or purchased 381,508,352 381,508,352
Assets repaid (556,559,563) (556,559,563)

At 31 December 2020 385,088,673 385,088,673
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12. Placements and investments with banks and other financial institutions (continued)

Placements with banks and other financial institutions in foreign currency (continued)

In thousands of Armenian Drams Stage 1 Total

Placements with banks and other financial institutions
in foreign currency

ECL as at 1 January 2020 147,896 147,896
New assets originated or purchased 4,412 4,412
Assets repaid (65,406) (65,406)
Changes to models and inputs used for ECL calculations (17,235) (17,235)

At 31 December 2020 69,667 69,667

An analysis of changes in the gross carrying value and corresponding ECL in relation to Placements with banks and
other financial institutions in foreign currency during the year ended 31 December 2019 is as follows:

In thousands of Armenian Drams Stage 1 Total

Placements with banks and other financial institutions
in foreign currency

Gross carrying value as at 1 January 2019 348,152,134 348,152,134
New assets originated or purchased 556,509,344 556,509,344
Assets repaid (344,521,594) (344,521,594)

At 31 December 2019 560,139,884 560,139,884

In thousands of Armenian Drams Stage 1 Total

Placements with banks and other financial institutions
in foreign currency

ECL as at 1 January 2019 85,277 85,277
New assets originated or purchased 72,815 72,815
Assets repaid (85,268) (85,268)
Changes to models and inputs used for ECL calculations 75,072 75,072

At 31 December 2019 147,896 147,896

Placements and investments with banks and other financial institutions in domestic currency

In thousands of Armenian Drams
31 December

2020
31 December

2019

Placements and investments with banks and other financial
institutions in domestic currency

Loans to resident financial institutions under arrangement with the KfW,
the World Bank, Asian Development Bank and European Investment Bank 140,847,175 127,976,053

Repurchase agreements and other overnight facilities 345,952,769 126,669,774
Mortgage refinancing 106,377,016 90,373,958
Deposits and current accounts placed in commercial banks 87,282,360 63,926,423
Investments measured at amortised cost 24,305,412 24,082,487
Other loans 3,208,943 3,447,368
Impairment allowance (3,438,912) (2,593,195)
Total placements and investments with banks and other financial

institutions in domestic currency 704,534,763 433,882,868

Concentration of placements and investments with banks and other financial institutions in domestic currency

As at 31 December 2020 placements with two banks had balances individually exceeding 10% of total placements with
banks and other financial institutions denominated in domestic currency (31 December 2019: two banks).
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12. Placements and investments with banks and other financial institutions (continued)

Placements and investments with banks and other financial institutions in domestic currency
(continued)

The Group accepted securities on reverse repurchase agreements as collateral, which the Group is permitted to sell or
repledge. As at 31 December 2020 amounts receivable under reverse repurchase agreements are with 12 resident bank
(31 December 2019: 6 resident banks) and are collateralised by the following securities:

In thousands of Armenian Drams

Fair value as at
31 December

2020

Fair value as at
31 December

2019

Treasury bonds of the Government 306,786,374 116,749,671
Eurobonds issued by the Government 11,951,592 5,354,434
Corporate bonds 43,406,326 10,350,452

Total 362,144,292 132,454,557

Loans to resident banks under the agreements with the KfW, Asian Development Bank (ADB), European Investment
Bank (EIB) and the World Bank are provided by the Group to commercial banks and other financial institutions under the
following programs which are financed by KfW Banking Group, EIB, ADB and International Bank for Reconstruction and
Development (member of the World Bank):

► SME Support. The objective of the SME support Programs of the World Bank and KfW is to develop SMEs in
Armenia, in particular by providing the necessary funding to the commercial banks and universal credit
organisations in order to make lending to micro, small and medium size private enterprises efficient and profitable.
This is supported by introducing new loan technologies in partner banks and organising the teaching and training
of qualified loan experts. During 2014 a new credit line was received within the framework of the ADB “Women
Entrepreneurship Support Sector Development” Program. The main objective of the program is to stimulate
entrepreneurship development among women by increasing the availability of domestic currency funds for
women-owned SMEs via the financial system of the Republic of Armenia. During 2015 a new loan was received
from EIB, the loan will be used in order to make lending to SMEs in agro-processing, rural and tourism sectors
through commercial banks and universal credit organisations. During 2017 one more loan was received from EIB
within the framework of the “Armenia APEX II Loan for SMEs and MIDCAPs” Program. The conditions of this loan
are mostly the same as that of the first phase. The main difference is climate change component inclusion that
requires some actions from the side of sub-borrowers to improve the impact on the environment. During 2020 one
more loan was received from EIB under “Private Sector Facility” Loan Program (EIB-III). The objective of the
program is agriculture, tourism and production sectors development as well as export stimulation in the Republic
of Armenia. During 2016 a new loan was received under “Support for the financing of the Energy Efficiency in
MSME sector” Program. The objective of the Program is to introduce and expand the offer of energy efficiency
loans in Armenian financial institutions and to cover at the same time the demand for energy efficiency loans from
micro, small and medium sized enterprises (MSME). The Program aims at contributing to reduce the energy
demand of Armenian MSME and the volume of CO2-emissions as well as to enhance the competitiveness of the
enterprises.

► Development of the Renewable Energies. The overall objective of the Program is to contribute to an improved
energy supply and to the further development of the private sector in Armenia by the cost-effective utilisation of
renewable energy sources for electricity production. The Program envisages promoting the utilisation of
renewable energy, in particular Small Hydro Power Plants (“SHPP”), by enhancing the access to loans for private
entrepreneurs and private enterprises.

► Development of sustainable housing market. The purpose of the Program is the expansion of sustainable lending
to private households by commercial banks and credit organisations for the purpose of either purchase or
modernisation of housing.

In accordance with the conditions of the programs the Group appoints eligible Armenian banks and financial institutions
using technical and finance criteria, and places funds with appointed banks and financial institutions according to
contracts signed with these counterparties. The banks and financial institutions specify final borrowers and assume risks
for the loans extended.

As at 31 December 2020 loans to resident banks under the agreements with the KfW, the World Bank, ADB and EIB are
provided to 14 domestic banks (31 December 2019: 13 domestic banks) and 9 financial institutions (31 December 2019:
9 financial institutions).

Mortgage refinancing has been provided to financial institutions with remaining maturity period up to 10 years (2019:
10 years). As at 31 December 2020 mortgage refinancing loans were collateralised with claims under loan agreements
with the banks’ and other financial institutions’ customers in the amount of AMD 106,094,093 thousand (31 December
2019: AMD 90,766,893 thousand).
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12. Placements and investments with banks and other financial institutions (continued)

Placements and investments with banks and other financial institutions in domestic currency
(continued)

Current accounts and deposits placed in commercial banks represent on-demand and short-term placements made by
the Group’s subsidiaries in commercial banks.

As at 31 December 2020 the management of the Group has classified investments in the amount of
AMD 24,305,412 thousand as investments measured at amortised cost (31 December 2019: AMD 24,082,487 thousand
as investments measured at amortised cost). Such decision was made due to the business model of managing these
investments – to hold financial assets in order to collect contractual cash flows.

Other loans are secured by real estate in the amount of AMD 2,657,699 thousand (31 December 2019:
AMD 2,830,489 thousand), movable property and other assets in the amount of AMD 124,105 thousand (31 December
2019: AMD 126,009 thousand).

Allowance for impairment of placements and investments with banks and other financial institutions
in domestic currency at amortised cost

An analysis of changes in the gross carrying value and corresponding ECL in relation to Placements and investments
with banks and other financial institutions in domestic currency during the year ended 31 December 2020 is as follows:

In thousands of Armenian Drams Stage 1 Total

Placements and investments with banks and other financial institutions
in domestic currency

Gross carrying value as at 1 January 2020 436,476,063 436,476,063
New assets originated or purchased 472,592,109 472,592,109
Assets repaid (201,094,497) (201,094,497)

At 31 December 2020 707,973,675 707,973,675

In thousands of Armenian Drams Stage 1 Total

Placements and investments with banks and other financial institutions
in domestic currency

ECL as at 1 January 2020 2,593,195 2,593,195
New assets originated or purchased 870,474 870,474
Assets repaid (299,699) (299,699)
Changes to models and inputs used for ECL calculations 274,942 274,942

At 31 December 2020 3,438,912 3,438,912

An analysis of changes in the gross carrying value and corresponding ECL in relation to Placements and investments
with banks and other financial institutions in domestic currency during the year ended 31 December 2019 is as follows:

In thousands of Armenian Drams Stage 1 Total

Placements and investments with banks and other financial institutions
in domestic currency

Gross carrying value as at 1 January 2019 446,449,344 446,449,344
New assets originated or purchased 217,104,057 217,104,057
Assets repaid (227,077,338) (227,077,338)

At 31 December 2019 436,476,063 436,476,063

In thousands of Armenian Drams Stage 1 Total

Placements and investments with banks and other financial institutions
in domestic currency

ECL as at 1 January 2019 2,801,183 2,801,183
New assets originated or purchased 632,756 632,756
Assets repaid (222,275) (222,275)
Changes to models and inputs used for ECL calculations (618,469) (618,469)

At 31 December 2019 2,593,195 2,593,195
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13. Financial instruments at fair value through profit or loss

In thousands of Armenian Drams
31 December

2020
31 December

2019

Assets
Debt and other fixed-income instruments in foreign currency
Foreign bonds 825,951,385 763,710,331
Foreign mоney market instruments 104,520,482 9,648,011
Total financial instruments at fair value through profit or loss

in foreign currency 930,471,867 773,358,342

As at 31 December 2020 and 31 December 2019 foreign securities at fair value include:

In thousands of Armenian Drams
31 December

2020
31 December

2019

Government bonds 737,180,656 639,177,514
State agency bonds – 24,001,326
Other securities 88,770,729 100,531,491

Total 825,951,385 763,710,331

Debt securities at fair value through profit or loss are quoted securities issued by governments of European countries
and US treasury bills, securities issued by state agencies, foreign banks and other financial institutions.

14. Derivative financial instruments

In thousands of Armenian Drams
31 December

2020
31 December

2019

Derivative financial liabilities
Foreign currency swap contracts in local market 70,825 –
Foreign currency swap contracts in foreign market 66,743 –
Foreign currency futures contracts in foreign market 5,553 1,645
Forward contract with the Government (Note 7) – 79,455

Total derivative financial liabilities 143,121 81,100

15. Investment securities

In thousands of Armenian Drams
31 December

2020
31 December

2019
Financial assets measured at fair value through other comprehensive

income in foreign currency
Equity investments – unquoted
Foreign securities 2,615,495 1,937,372
SWIFT 3,211 3,211
Total equity investments 2,618,706 1,940,583

Debt instruments
Corporate bonds in foreign currency 840,759 761,584
Total debt investments 840,759 761,584
Total financial assets measured at fair value through other

comprehensive income in foreign currency 3,459,465 2,702,167

Financial assets measured at fair value through other comprehensive
income in domestic currency

Debt instruments
Securities of the Government of the Republic of Armenia 11,578,230 13,189,425
Promissory note of the Government (Note 25) 66,055,949 73,810,843
Total debt instruments 77,634,179 87,000,268

Equity investments
Other investments 909,514 871,874
Total equity investments 909,514 871,874
Total financial assets measured at fair value through other

comprehensive income in domestic currency 78,543,693 87,872,142
Total financial assets measured at fair value through other

comprehensive income 82,003,158 90,574,309
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15. Investment securities (continued)

As at 31 December 2020 and 31 December 2019 within foreign securities there are equity securities classified as financial
assets measured at fair value through other comprehensive income in foreign currency, which represent investment of
one of the Group’s subsidiaries into the development fund initiated and led by the KfW. The development fund was
established with the aim to foster economic development and prosperity in the Southeast Europe region including the
Republic of Armenia through the sustainable provision of additional development finance.

As at 31 December 2020 and 31 December 2019 debt securities denominated in domestic currency and classified as
financial assets measured at fair value through other comprehensive income in domestic currency represent coupon
securities issued by the Government of the Republic of Armenia. As at 31 December 2020 and 31 December 2019 debt
securities denominated in foreign currency and classified as financial assets measured at fair value through other
comprehensive income in foreign currency represent coupon securities issued by one of Armenian banks.

Debt investment securities are recorded at fair value determined using a valuation technique, which uses current market
rates to discount future cash flows of the financial instruments.

As at 31 December 2020 carrying value of a non-interest bearing on-demand promissory note issued by the Government
amounts to AMD 66,055,949 thousand (2019: 73,810,843 AMD thousand). The management believes that the carrying
amount of the promissory note approximates its fair value (Note 25).

An analysis of changes in the gross carrying values and associated ECLs in relation to debt securities at FVOCI in
domestic currency during the year ended 31 December 2020 is as follows:

In thousands of Armenian Drams Stage 1 Total

Debt securities at FVOCI in domestic currency –
securities of the Government of the Republic of Armenia

Gross carrying value as at 1 January 2020 13,189,425 13,189,425
New assets originated or purchased 23,853 23,853
Assets repaid (1,635,048) (1,635,048)

At 31 December 2020 11,578,230 11,578,230

In thousands of Armenian Drams Stage 1 Total

Debt securities at FVOCI in domestic currency –
securities of the Government of the Republic of Armenia

ECL as at 1 January 2020 34,320 34,320
New assets originated or purchased 132 132
Assets repaid (4,133) (4,133)
Changes to models and inputs used for ECL calculations 28,270 28,270

At 31 December 2020 58,589 58,589

An analysis of changes in the gross carrying values and associated ECLs in relation to debt securities at FVOCI in
domestic currency during the year ended 31 December 2019 is as follows:

In thousands of Armenian Drams Stage 1 Total

Debt securities at FVOCI in domestic currency –
securities of the Government of the Republic of Armenia

Gross carrying value as at 1 January 2019 13,707,676 13,707,676
New assets originated or purchased 742,495 742,495
Assets repaid (1,260,746) (1,260,746)

At 31 December 2019 13,189,425 13,189,425

In thousands of Armenian Drams Stage 1 Total

Debt securities at FVOCI in domestic currency –
securities of the Government of the Republic of Armenia

ECL as at 1 January 2019 60,164 60,164
New assets originated or purchased 1,940 1,940
Assets repaid (1,964) (1,964)
Changes to models and inputs used for ECL calculations (25,820) (25,820)

At 31 December 2019 34,320 34,320
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15. Investment securities (continued)

An analysis of changes in the gross carrying values and associated ECLs in relation to debt securities at FVOCI in foreign
currency during the year ended 31 December 2020 is as follows:

In thousands of Armenian Drams Stage 1 Total

Debt securities at FVOCI in foreign currency
Gross carrying value as at 1 January 2020 761,584 761,584
New assets originated or purchased 79,175 79,175

At 31 December 2020 840,759 840,759

In thousands of Armenian Drams Stage 1 Total

Debt securities at FVOCI in foreign currency
ECL as at 1 January 2020 6,973 6,973
New assets originated or purchased 1,335 1,335
Changes to models and inputs used for ECL calculations 6,078 6,078

At 31 December 2020 14,386 14,386

An analysis of changes in the gross carrying values and associated ECLs in relation to debt securities at FVOCI in foreign
currency during the year ended 31 December 2019 is as follows:

In thousands of Armenian Drams Stage 1 Total

Debt securities at FVOCI in foreign currency
Gross carrying value as at 1 January 2019 1,067,864 1,067,864
Assets repaid (306,280) (306,280)

At 31 December 2019 761,584 761,584

In thousands of Armenian Drams Stage 1 Total

Debt securities at FVOCI in foreign currency
ECL as at 1 January 2019 11,999 11,999
Assets repaid (3,018) (3,018)
Changes to models and inputs used for ECL calculations (2,008) (2,008)

At 31 December 2019 6,973 6,973

16. Operations with the International Monetary Fund

Assets due from the IMF

In thousands of Armenian Drams
31 December

2020
31 December

2019

Placements with the IMF
Membership quota in the IMF (subscription) 96,943,896 85,438,192
SDR holdings in the IMF 4,690,218 2,953,756
Accrued interest 2,834 6,282

Total placements with the IMF 101,636,948 88,398,230

The Republic of Armenia is a member of the International Monetary Fund. The Bank holds the quota for the Republic of
Armenia membership in the IMF.

The quota balance is a special type asset. Quotas vary based on the economic size of each country and are determined
by the Board of Governors of the IMF. The quota determines a member’s voting power in the IMF, the limits of access to
the financial resources of the IMF and a participant’s share in the allocation of SDRs, the IMF’s unit of account. The 75%
of the quota of the Republic of Armenia was paid in the form of non-interest-bearing promissory note issued to the IMF
by the Bank. As at 31 December 2020 the quota of the Republic of Armenia in the IMF amounted to
SDR 128,800 thousand, or AMD 96,943,896 thousand at the year-end official exchange rate of Armenian Dram to SDR
(2019: SDR 128,800 thousand or AMD 85,438,192 thousand at the year-end official exchange rate of Armenian Dram
to SDR). The quota does not earn interest and is a non-current asset.

The Bank maintains an SDR-denominated current account with the IMF used for processing and settlement of
transactions with the IMF. This current account earns interest based on the SDR Interest Rate which is published by the
IMF on a weekly basis.
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16. Operations with the International Monetary Fund (continued)

Assets due from the IMF (continued)

Movements in SDR holdings account during the years ended 31 December 2020 and 31 December 2019 were as follows:

In thousands of Armenian Drams 2020 2019

Balance of SDR holdings as at 1 January 2,953,756 2,887,490
Addition of SDRs 40,947,302 37,649,890
Repayment of loans to the IMF:
On behalf of the Bank:
PRGT (4,476,013) (4,182,497)
EFF (19,595,543) (17,289,350)
On behalf of the Government:
PRGT (16,150,746) (13,514,842)
Payment of loan related commission – (76,712)
Other income 9,701 –
Other fees (764) (913)
Payment of interest for use of the IMF resources:
On behalf of the Bank (1,243,503) (2,003,820)
Payment of interest for use of funds received under SDR allocation (182,800) (611,525)
Income on SDR holdings 16,791 23,945
Translation differences 2,412,037 72,090

Balance of SDR holdings as at 31 December 4,690,218 2,953,756

The amounts of transactions in the table above are represented in AMD equivalent at SDR/AMD exchange rates at the
dates when each of transactions had place.

Liabilities due to the IMF

In thousands of Armenian Drams
31 December

2020
31 December

2019

Securities account 95,000,000 159,285,304
Adjustment account for AMD liabilities to the IMF 23,091,131 (823,199)
Account 1 51,438,805 9,436,432
Account 2 2,547 2,590
SDR allocation 66,226,424 58,366,397
ECF: 11,515,851 14,341,411
Carrying value 11,315,776 13,795,377
Deferred income 200,075 546,034
Interest accrued 221,810 339,968

Total liabilities due to the IMF 247,496,568 240,948,903

The Securities account, Adjustment account and Account 1 represent the amounts of the liability of the Bank as per EFF
and the membership quota. Currently all major settlements with the IMF are made through Account 1. Account 2 is used
by the IMF for administrative purposes.

As at 31 December 2020 part of the Bank’s liabilities to the IMF and the membership quota are covered by the promissory
note in the amount of AMD 95,000,000 thousand (31 December 2019: AMD 159,285,304 thousand).

Except for membership quota and liability in respect of SDR allocation, the Bank’s liability to the IMF as at 31 December
2020 represents liabilities as per Extended Credit Facility and Extended Fund Facility. Funds received under Extended
Fund Facility are recorded on Account 1.

The Extended Credit Facility provides financial assistance to the countries with protracted balance of payments problems.
The ECF was created under the newly established Poverty Reduction and Growth Trust (the “PRGT”) as part of a broader
reform to make the IMF’s financial support more flexible and better tailored to the diverse needs of Low Income countries,
including in times of crisis. As at 31 December 2020 the ECF bears no interest (2019: 0%). The loans outstanding as at
31 December 2020 mature in June 2021 – June 2023 (31 December 2019: June 2020 – June 2023).

The Extended Fund Facility (the “EFF”) is provided to the countries to overcome medium-term payment problems.
The EFF interest rate is floating and published by the IMF on a weekly basis as Adjusted Rate of Charge. The loans
outstanding as at 31 December 2020 mature in March 2021 – June 2027 (31 December 2019: March 2020 – June 2027).

The IMF for the purpose of increasing the international reserves of the member countries makes SDR allocations to the
member countries. The SDR allocation interest rate is floating and published by the IMF on a weekly basis as
SDR interest rate. The SDR allocation has no maturity date but can be cancelled by the IMF.
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17. Property and equipment

In thousands of Armenian Drams
Land and
buildings

Networks,
computer and

other
equipment Vehicles

Construction
in progress

Right of use
assets Total

Cost
Balance as at 1 January

2019 75,506,282 23,199,768 682,951 12,849 – 99,401,850
Impact of adopting IFRS 16 – – – – 482,988 482,988
Additions – 710,342 33,110 209,466 25,346 978,264
Disposals (888,809) (175,310) (88,674) – (2,640) (1,155,433)
Balance as at 31 December

2019 74,617,473 23,734,800 627,387 222,315 505,694 99,707,669

Additions – 515,241 – 189,795 30,051 735,087
Disposals and write-off (2,171,743) (1,391,037) (10,138) – (1,774) (3,574,692)
Balance as at 31 December

2020 72,445,730 22,859,004 617,249 412,110 533,971 96,868,064

Depreciation
Balance as at 1 January

2019 16,448,507 13,696,853 515,571 – – 30,660,931
Charge for the period 2,419,263 1,220,232 44,250 – 102,501 3,786,246
Disposals (159,832) (172,230) (84,741) – (2,640) (419,443)
Balance as at 31 December

2019 18,707,938 14,744,855 475,080 – 99,861 34,027,734

Charge for the period 2,199,854 1,064,349 36,376 – 99,548 3,400,127
Disposals and write-off (750,703) (1,052,387) (9,327) – (355) (1,812,772)
Balance as at 31 December

2020 20,157,089 14,756,817 502,129 – 199,054 35,615,089

Carrying amount
At 31 December 2020 52,288,641 8,102,187 115,120 412,110 334,917 61,252,975

At 31 December 2019 55,909,535 8,989,945 152,307 222,315 405,833 65,679,935

As a result of large-scale military operations provoked by Azerbaijan in fall 2020 the Bank has written off property and
equipment with the carrying amount of AMD 1,415,090 thousand.

18. Intangible assets

In thousands of Armenian Drams
Computer
software

Contracts
in progress Total

Cost
Balance as at 1 January 2019 4,278,236 1,073,675 5,351,911
Additions 694,758 35,000 729,758
Disposals (91,382) – (91,382)
Balance as at 31 December 2019 4,881,612 1,108,675 5,990,287

Additions 335,568 – 335,568
Disposals (827) – (827)
Balance as at 31 December 2020 5,216,353 1,108,675 6,325,028

Amortisation
Balance as at 1 January 2019 2,561,188 – 2,561,188
Charge for the period 444,802 – 444,802
Disposals (36,447) – (36,447)
Balance as at 31 December 2019 2,969,543 – 2,969,543

Charge for the period 458,623 – 458,623
Disposals (197) – (197)
Balance as at 31 December 2020 3,427,969 – 3,427,969

Carrying amount
At 31 December 2020 1,788,384 1,108,675 2,897,059

At 31 December 2019 1,912,069 1,108,675 3,020,744
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19. Other assets in domestic currency

In thousands of Armenian Drams
31 December

2020
31 December

2019

Numismatic coins 6,563,894 7,596,449
Prepayments and receivables 2,246,227 3,108,299
Other 1,262,214 1,545,359
Impairment allowance – (10,998)

Total other assets 10,072,335 12,239,109

Other financial assets amounting to AMD 800,217 thousand included in prepayments and receivables as at 31 December
2019 were repaid during 2020. Reversal of allowance for credit losses relating to other financial assets during 2020 is
equal to AMD 7,986 thousand (2019: reversal of allowance for credit losses AMD 22,290 thousand).

20. Deposits and accounts of financial and other institutions

In thousands of Armenian Drams
31 December

2020
31 December

2019

Foreign currency liabilities
Vostro accounts and deposits of domestic banks 483,273,909 373,816,783
Current accounts of related parties 304,266 1,475,390
Current accounts of other legal entities 24,695,093 989,282
Total foreign currency liabilities 508,273,268 376,281,455

Domestic currency liabilities
Vostro accounts and deposits of domestic banks 299,345,038 343,857,702
Current accounts and term deposit of related parties 9,464,497 284,157
Current accounts of other legal entities 1,591,372 975,287
Other deposits − 2,002,678
Total domestic currency liabilities 310,400,907 347,119,824

Total deposits and accounts of financial and other institutions 818,674,175 723,401,279

Concentration of deposits and accounts of financial and other institutions

As at 31 December 2020 two counterparty banks had balances, individually exceeding 10% of the total amount of
deposits and accounts of financial and other institutions, amounting to AMD 335,788,998 thousand (31 December 2019:
three banks with total balance of AMD 390,862,187 thousand).

21. Other borrowed funds

In thousands of Armenian Drams
31 December

2020
31 December

2019

Due to the KfW 68,130,265 59,582,037
Due to the EIB 60,195,486 51,891,908
Due to the World Bank 20,968,206 20,267,749
Due to the ADB 7,288,058 6,590,621
Other 4,003,625 4,409,806

Total other borrowed funds 160,585,640 142,742,121

The loans due to the KfW are provided under an intergovernmental agreement on financial cooperation between the
Government and the Federal Republic of Germany to finance special loan programs placed through domestic commercial
banks (Note 12). The loans mature from 2021 to 2048 (31 December 2019: from 2020 to 2048). The repayment of the
loans to the KfW is guaranteed by the Government.

The loan due to the World Bank is provided by the World Bank for financing small and medium enterprises through
domestic commercial banks and financial institutions (Note 12). The loan matures during the period from 2021 to 2035
(31 December 2019: from 2020 to 2035).

The loan due to ADB is provided by the Asian Development Bank for financing women-owned small and medium
enterprises (Note 12) through commercial banks and financial institutions and matures during the period from 2021 to
2044 (31 December 2019: from 2020 to 2044).
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21. Other borrowed funds (continued)

The loan due to the EIB is provided by the European Investment Bank for financing agriculture and tourism sectors
through domestic commercial banks and financial institutions (Note 12). The loan matures during the period from 2021
to 2030 (31 December 2019: from 2020 to 2030).

The loan obtained by one of the Group’s subsidiaries from French Agency for Development included into category “Other”
matures during the period from 2021 till 2025 (31 December 2019: from 2020 to 2025). As at 31 December 2020 the
balance outstanding under this loan facility is AMD 4,003,625 thousand (31 December 2019: AMD 4,409,806 thousand).

22. Other liabilities in domestic currency

In thousands of Armenian Drams
31 December

2020
31 December

2019

Other liabilities in domestic currency
Payables 2,305,013 2,133,087
Demand deposits of employees 1,103,853 1,251,847
Other liabilities 1,112,953 1,023,623

Total other liabilities in domestic currency 4,521,819 4,408,557

23. Due to the Government of the Republic of Armenia

In thousands of Armenian Drams
31 December

2020
31 December

2019

Foreign currency liabilities
Current accounts of the Government 1,506,451 1,248,593
Total foreign currency liabilities 1,506,451 1,248,593

Domestic currency liabilities
Term deposits 202,637,377 285,000,475
Current accounts of the Government 62,398,287 41,045,292
Total domestic currency liabilities 265,035,664 326,045,767

Total due to the Government of the Republic of Armenia 266,542,115 327,294,360

Term deposits of the Government have maturity of less than 3 months and interest rate is ranging from 4.93% to 5.64%
(31 December 2019: from 5.25% to 5.93%).

24. Debt securities issued

As at 31 December 2020 the subsidiary company of the Group had in issue coupon bonds with AMD 9,500,000 thousand
par value and 3 years maturity (31 December 2019: coupon bonds with AMD 6,500,000 thousand par value and 3 years
maturity).

As at 31 December 2020 the average annual yield on these bonds is from 7.25% to 8.30% (31 December 2019: from
7.36% to 8.13%). The carrying value of the issued bonds as at 31 December 2020 is AMD 9,655,324 thousand
(31 December 2019: AMD 6,626,428 thousand).

25. Management of capital

Capital of the Group comprises the residual value of the Group’s assets after deduction of its liabilities.

The size of the capital is established by the Law.

In accordance with this Law the amount of issued capital of the Bank is AMD 100,000 thousand. The authorised capital
of the Bank is the property of and belongs to the Republic of Armenia and may not be pledged, confiscated or otherwise
alienated against the obligations of the Republic of Armenia.

The Bank’s objectives when managing capital are to maintain an appropriate level of capital to ensure economic
independence of the Bank and ability to perform its functions. The Bank’s management considers total capital under
management to be equity as shown in the consolidated statement of financial position.
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25. Management of capital (continued)

Objectives and policies of managing components of the Bank’s capital are defined by the respective internal regulations
approved by the decisions of the Board of the Central Bank of the Republic of Armenia (the “Board”). Formation of funds
and reserves of the Bank for covering financial risks associated with performance of its functions is carried out in
accordance with the regulations approved by the Board and the Law.

The general reserve is formed according to the Law and cannot be distributed. General reserve is formed to cover general
risks (potential losses) arising as a result of banking operations. Promissory Note issued by the Government represents
a contribution made by the Government by the way of issuing a non-interest bearing on demand promissory note in the
case when the losses in the result of the financial year in the consolidated financial statements of the Group exceed the
aggregate amount of its reserves.

According to the Law, during 2020 the profit for the financial year of 2019 has been allocated in the following way:

► 20% to the general reserve;

► 80% to the promissory note issued by the Government.

As a result the Government has issued new non-interesting bearing promissory note at the amount of AMD 66,055,949
(2019: AMD 73,810,843 thousand). Profit allocation and issue of the new promissory note were non-cash transactions.

Revaluation reserve for financial assets measured at fair value through other comprehensive income in the amount of
AMD 2,626,918 thousand (positive effect) as at 31 December 2020 (31 December 2019: AMD 2,422,299 thousand
(positive effect) represents difference between the fair value of the Group’s financial assets measured at fair value
through other comprehensive income as at the reporting date and their fair value at initial recognition.

26. Commitments

Capital commitments

The capital commitments outstanding at 31 December 2020 related to the Group’s non-current assets amount to
AMD 542,276 thousand (31 December 2019: AMD 488,542 thousand).

Litigation

The Group management is unaware of any actual, pending or threatened significant claims against the Group.

27. Related party transactions

Transactions with members of the key management

Amount of the key management remuneration included into “Employee compensation, staff training and related payments”
line (refer to Note 11):

In thousands of Armenian Drams 2020 2019

Key management including the Board members 316,936 319,776

Total 316,936 319,776

Total amount of loans issued to the members of the key management outstanding as at 31 December 2020 is
AMD 240,704 thousand (31 December 2019: AMD 173,288 thousand). Total amount of deposits placed in the Bank by
the members of the key management outstanding as at 31 December 2020 is AMD 116,533 thousand (31 December
2019: AMD 194,873 thousand). During the year ended 31 December 2020 the Group recognized interest expenses in
amount of AMD 19,622 thousand and interest income in amount of AMD 7,123 thousand from the transactions with the
key management (31 December 2019: 25,540 AMD thousand and 5,790 AMD thousand). In accordance with the Bank’s
internal regulations, loans cannot be provided to the Bank’s employees who have deposits with the Bank.
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27. Related party transactions (continued)

Transactions with the Government of the Republic of Armenia

The outstanding balances and average contractual interest rates with the Government are as follows:

31 December 2020 31 December 2019

In thousands of Armenian Drams
Balance

outstanding

Average
contractual
interest rate

Balance
outstanding

Average
contractual
interest rate

Consolidated statement of financial position
Assets
Securities of the Republic of Armenia classified

as financial assets measured at fair value
through other comprehensive income
(Note15) 11,578,230 11.5% 13,189,425 11.4%

11,578,230 13,189,425

Promissory note issued by the Government
(Note 15)

Balance at 1 January 73,810,843 73,810,843
Profit distribution (7,754,894) –
Balance at 31 December 66,055,949 73,810,843

Assets at 31 December 77,634,179 87,000,268

Liabilities
Due to the Government of the Republic of

Armenia (domestic currency, Note 23) 265,035,664 4,9% 326,045,767 4.9%
Due to the Government of the Republic of

Armenia (foreign currency, Note 23) 1,506,451 1,248,593

Liabilities at 31 December 266,542,115 327,294,360

The movement of deposits included in liabilities due to the Government in domestic currency was as follows:

In thousands of Armenian Drams 2020 2019

Balance at 1 January 285,000,475 135,487,725
Additions 1,477,000,000 1,033,000,000
Interest charge 16,787,029 13,324,977
Redemption (including interest payment) (1,576,150,127) (896,812,227)

Balance at 31 December 202,637,377 285,000,475

Amounts included in the consolidated statement of comprehensive income in relation to transactions with the
Government are as follows:

In thousands of Armenian Drams 2020 2019

Consolidated statement of comprehensive income
Interest income from Government securities (Note 4) 1,271,924 1,317,084
Interest expense (Note 5) (16,914,428) (13,737,026)
Net foreign exchange loss (660,013) (59,234)
Net loss on forward contract with the Government (Note 7) (3,461,039) (453,848)

Transactions with other related parties

The information in the tables below relates to the balances and results of transactions with the entities, in the governing
body of which the Bank has its representatives.

31 December 2020 31 December 2019

In thousands of Armenian Drams
Balance

outstanding

Average
contractual
interest rate

Balance
outstanding

Average
contractual
interest rate

Consolidated statement of financial position
Liabilities
Current accounts and term deposits

(domestic currency) (Note 20) 9,464,497 5.25% 284,157 5.5%
Current accounts (foreign currency) (Note 20) 304,266 0.0% 1,475,390 0.0%

Total 9,768,763 1,759,547
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27. Related party transactions (continued)

Transactions with other related parties (continued)

The movement of deposits and current accounts of transactions with other related parties was as follows:

In thousands of Armenian Drams 2020 2019

Balance at 1 January 1,759,547 1,794,975
Additions 701,779,586 119,887,747
Interest charge 121,060 28,256
Redemption (including interest payment) (693,891,430) (119,951,431)

Balance at 31 December 9,768,763 1,759,547

28. Cash and cash equivalents

Cash and cash equivalents at the end of the financial year as shown in the consolidated statement of cash flows are
composed of the following items:

In thousands of Armenian Drams
31 December

2020
31 December

2019

Cash 51,108,237 39,603,848
Nostro accounts (Note 12) 380,277,935 534,601,773
SDR holdings in the IMF (Note 16) 4,690,218 2,953,756

Total cash and cash equivalents 436,076,390 577,159,377

29. Fair value of financial instruments

Fair value measurements are analysed by level in the fair value hierarchy as follows: (i) level one are measurements at
quoted prices (unadjusted) in active markets for identical assets or liabilities, (ii) level two measurements are valuation
techniques with all material inputs observable for the asset or liability, either directly (that is, as prices) or indirectly (that
is, derived from prices), and (iii) level three measurements are valuations not based on observable market data (that is,
unobservable inputs). Management applies judgement in categorising financial instruments using the fair value hierarchy.
If a fair value measurement uses observable inputs that require significant adjustment, that measurement is a Level 3
measurement. The significance of a valuation input is assessed against the fair value measurement in its entirety.

(a) Recurring fair value measurements

Recurring fair value measurements are those that the accounting standards require or permit in the consolidated
statement of financial position at the end of each reporting period. The levels in the fair value hierarchy into which the
recurring fair value measurements are categorised as follows:

In thousands of
Armenian Drams

31 December 2020 31 December 2019
Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total

Assets carried at fair value
Financial assets
Financial instruments at

fair value through profit
or loss

Government bonds (Note 13) 737,180,656 – – 737,180,656 639,177,514 – – 639,177,514
State agency bonds (Note13) – – – – 24,001,326 – – 24,001,326
Other securities (Note13) 88,770,729 – – 88,770,729 100,531,491 – – 100,531,491
Money market instruments

(Note13) – 104,520,482 – 104,520,482 – 9,648,011 – 9,648,011

Investment securities
measured at fair value
through other
comprehensive income

Foreign securities (Note15) 285,955 2,329,540 _ 2,615,495 219,577 1,717,795 _ 1,937,372
Securities of the Government

of the Republic of Armenia
(Note15) – 11,578,230 – 11,578,230 – 13,189,425 – 13,189,425

Promissory note issued by
the Government (Note15) – 66,055,949 – 66,055,949 – 73,810,843 – 73,810,843

Corporate bonds in foreign
currency (Note15) – 840,759 – 840,759 – 761,584 – 761,584

Total assets with recurring
fair value measurements 826,237,340 185,324,960 – 1,011,562,300 763,929,908 99,127,658 – 863,057,566
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29. Fair value of financial instruments (continued)

(a) Recurring fair value measurements (continued)

31 December 2020 31 December 2019
In thousands of
Armenian Drams Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total

Liabilities carried at
fair value

Financial liabilities
Foreign currency futures

contracts in foreign
market (Note14) 5,553 – – 5,553 1,645 – – 1,645

Forward contract with
the Government
(Note14) – – – – – – 79,455 79,455

Foreign currency swap
contracts in local
market (Note14) – – 70,825 70,825 – – – –

Foreign currency swap
contracts in foreign
market (Note14) – 66,743 – 66,743 – – – –

Total liabilities with
recurring fair value
measurements 5,553 66,743 70,825 143,121 1,645 – 79,455 81,100

The description of valuation technique and description of inputs used in the fair value measurement for level 2
measurements at 31 December 2020:

In thousands of Armenian Drams
Fair

value
Valuation
technique

Inputs
used

Assets carried at fair value
Financial assets
Financial instruments at fair value through profit

or loss
Money market instruments (Note13) 104,520,482 DCF BIS interest rate

Investment securities measured at fair value
through other comprehensive income

Foreign securities (Note 15) 2,329,540 DCF EUR risk-free rate
Corporate bonds in foreign currency (Note15) 840,759 DCF Quoted prices
Securities of the Government of the Republic of

Armenia (Note 15) 11,578,230 DCF
Government bonds yield

curve

Promissory note issued by the Government (Note15) 66,055,949 DCF
Government bonds yield

curve

Total recurring fair value measurements at Level 2 185,324,960

In thousands of Armenian Drams
Fair

value
Valuation
technique

Inputs
used

Liabilities carried at fair value
Financial liabilities
Derivative financial liabilities
Foreign currency swap contracts in foreign market

(Note14) 66,743 DCF
USD OIS curve FX spot
rates FX forward points

Total recurring fair value measurements at Level 2 66,743
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29. Fair value of financial instruments (continued)

(a) Recurring fair value measurements (continued)

The description of valuation technique and description of inputs used in the fair value measurement for level 2
measurements at 31 December 2019:

In thousands of Armenian Drams
Fair

value
Valuation
technique

Inputs
used

Assets carried at fair value
Financial assets
Financial instruments at fair value through profit

or loss
Money market instruments (Note13) 9,648,011 DCF BIS interest rate

Investment securities measured at fair value
through other comprehensive income

Foreign securities (Note 15 1,717,795 DCF EUR risk-free rate
Corporate bonds in foreign currency (Note15) 761,584 DCF Quoted prices
Securities of the Government of the Republic of

Armenia (Note 15) 13,189,425 DCF
Government bonds

yield curve
Promissory note issued by the Government

(Note15) 73,810,843 DCF
Government bonds

yield curve

Total recurring fair value measurements at Level 2 99,127,658

The valuation technique, inputs used in the fair value measurement for level 3 measurements and related sensitivity to
reasonably possible changes in those inputs are as follows at 31 December 2020:

In thousands of
Armenian Drams

Fair
value

Valuation
technique

Inputs
used

Range of inputs
(weighted
average)

Reasonable
change

Sensitivity
of fair value

measurement

Liabilities carried
at fair value

Financial liabilities
Derivative financial

liabilities (swap)
70,825 DCF 1)  AMD risk-free

rate
1)  5.83% 1)  +110/-110 b.p. 1)  (5,586)/5,318

The valuation technique, inputs used in the fair value measurement for level 3 measurements and related sensitivity to
reasonably possible changes in those inputs are as follows at 31 December 2019:

In thousands of
Armenian Drams

Fair
value

Valuation
technique

Inputs
used

Range of inputs
(weighted
average)

Reasonable
change

Sensitivity
of fair value

measurement

Liabilities carried
at fair value

Financial liabilities
Derivative financial

liabilities (Forward
contract with the
Government)

79,455 DCF 1)  AMD risk-free
rate

1)  5.60% 1)  +100/-100 b.p. 1)  (6,796)/6,866

2)  USD risk-free
rate

2)  3.17% 2)  +100/-100 b.p. 2)  6,973/(7,047)

3)  EUR risk-free
rate

3) 0.97% 3)  + 15/-15 b.p. 3)  6.8/(6.8)

4)  USD/AMD spot
rate at the
year-end

4)  479.70 4)  n/a 4)  n/a

5)  EUR/AMD spot
rate at the
year-end

5)  537.26 5)  n/a 5)  n/a

6)  Expected net
amount of
external debt –
USD

6)  USD 18,856
thousand

6)  ± 10% 6)  (7,423)/7,423

7)  Expected net
amount of
external debt –
EUR

7)  EUR 100
thousand

7)  ± 10% 7)  (81)/81
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29. Fair value of financial instruments (continued)

(a) Recurring fair value measurements (continued)

The above tables disclose sensitivity to valuation inputs for derivative financial liabilities and derivative financial assets,
if changing one or more of the unobservable inputs to reflect whether reasonably possible alternative assumptions would
change fair value significantly. The sensitivity of fair value measurement disclosed in the above tables shows the direction
that an increase or decrease in the respective input variables would have on the valuation result.

(b) Valuation processes for recurring level 3 fair value measurements

Level 3 valuations are periodically reviewed by the Accounting and Finance Departments of the Bank with making
decision in respect of the appropriateness of the valuation technique which is used and analysis of the valuation model
inputs. The level three instruments are valued at the net present value of estimated future cash flows using discount
factors determined based on the characteristics of each individual financial instrument. When appropriate, the back
testing is performed by the Group.

(c) Assets and liabilities not measured at fair value but for which fair value is disclosed

Fair values analysed by level in the fair value hierarchy and carrying value of financial assets not measured at fair value
are as follows:

In thousands of Armenian Drams

31 December 2020 31 December 2019

Level 2
Carrying

value Level 2
Carrying

value

Financial assets
Placements with banks and other financial

institutions in foreign currency
Nostro accounts 380,277,935 380,276,878 534,601,773 534,601,093
Term deposits 4,257,941 4,104,824 25,490,105 25,388,880
Margin requirements of derivatives 637,304 637,304 2,015 2,015

Placements and investments with banks and
other financial institutions in domestic
currency

Repurchase agreements and other overnight
facilities 345,952,769 345,952,769 126,669,774 126,669,774

Loans to resident financial institutions under
arrangement with the KfW, the World Bank,
Asian Development Bank and European
Investment Bank 142,528,780 138,082,116 126,172,483 125,805,219

Mortgage refinancing 106,708,374 106,346,889 91,827,494 90,352,136
Deposits and current accounts placed in

commercial banks 87,282,360 86,772,875 63,899,322 63,580,371
Other loans and investments 25,785,975 27,380,114 26,159,797 27,475,368

Total 1,093,431,438 1,089,553,769 994,822,763 993,874,856

The management believes that the carrying amount of deposits and accounts of financial and other institutions in foreign
currency and in domestic currency, amounts due to the IMF and other borrowed funds approximates their fair value.
The fair value hierarchy for these financial liabilities is Level 2.

Fair values analysed by level in the fair value hierarchy and carrying value of the remaining financial liabilities not
measured at fair value are as follows:

31 December 2020 31 December 2019

In thousands of Armenian Drams Level 2
Carrying

value Level 2
Carrying

value

Financial liabilities
Due to the Government of the Republic of

Armenia
Foreign currency liabilities
Current accounts of the Government 1,506,451 1,506,451 1,248,593 1,248,593

Domestic currency liabilities
Current accounts of the Government 62,398,287 62,398,287 41,045,292 41,045,292
Term deposits 202,564,143 202,637,377 285,098,705 285,000,475
Debt securities issued 9,657,601 9,655,324 6,756,066 6,626,428

Total 276,126,482 276,197,439 334,148,656 333,920,788
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29. Fair value of financial instruments (continued)

(c) Assets and liabilities not measured at fair value but for which fair value is disclosed (continued)

The fair values in level 2 and level 3 of fair value hierarchy were estimated using the discounted cash flows valuation
technique. The fair value of floating rate instruments that are not quoted in an active market was estimated to be equal
to their carrying amount. The fair value of unquoted fixed interest rate instruments was estimated based on future cash
flows expected to be received discounted at current interest rates for new instruments with similar credit risk and
remaining maturity.

30. Risk management

Introduction

Risk is inherent in the Group’s activities but it is managed through a process of ongoing identification, assessment,
treatment, monitoring and reporting, subject to risk limits and other controls. This process of risk management is critical
to the Group to be able to perform its main functions and each individual within the Group is responsible for the risk
exposures relating to his or her duties. The Group is exposed to credit risk, liquidity risk and market risk, the latter being
subdivided into trading and non-trading risks. It is also subject to operating risks.

The risk management process does not include business risks such as changes in the environment, technology and
industry. They are monitored through the Group’s strategic planning process.

The Board is ultimately accountable for risk management; however, there are separate independent bodies responsible
for managing and monitoring risks.

The Board

The Board is accountable for the overall risk management approach and for approving the strategies and principles.

Institutional framework

International reserves of the Republic of Armenia are the Bank’s claims on non-residents in freely convertible foreign
currencies. The reserves are reflected in the consolidated statement of financial position of the Group. The Bank
manages the reserves in accordance with the principles envisaged by the article 52 of the Law, by investing the reserves
within the Investment framework set by the Board.

The reserves can be used to finance external payments/trade imbalances, to regulate indirectly the impact of such
imbalances on the exchange rate, and to ensure the international obligations of Armenia are duly performed. The Bank
uses reserves to provide foreign exchange services to the Government and state agencies of Armenia, e.g. foreign
currency conversions or external debt servicing.

The Bank has a three level decision-making system, whereby the Board sets the Strategic Asset Allocation framework
for the reserves management for a long-term time horizon (three years), whereas the Investment Committee of the Bank
was given executive power on short-term tactical benchmarks. Portfolio managers, in turn, have been delegated authority
to decide on current management issues within the framework of tactical benchmarks and active risk tolerance.

Administration and control

According to the Bank’s structure, the Financial Markets Directorate is responsible for Armenia’s international reserves
management. The Financial Operations Department is in charge of operations related to day-to-day management of
reserves. The Risk Management Department is responsible for risk assessment, providing support for development of
strategic asset allocation and benchmarking, compliance monitoring, performance evaluation and reporting.

Issues related to reserves management are discussed on a monthly basis by the Investment Committee of the Bank,
which includes the heads of all structural units involved in the entire process of reserves management, as well as the
Bank’s Chairman and the Deputy Chairman. The Risk Management Department reports on the performance of reserves
management to the Investment Committee on a quarterly basis and to the Board on a semi-annual basis. Each quarter
the Bank presents information on condition and composition of international reserves to the Government and makes that
information publicly available.

Asset allocation and risk management

According to the principles set forth in article 52 of the Law, Armenia’s international reserves are managed based on the
principle of adequate liquidity and security of reserves while ensuring of profit maximisation. For this purpose, the Risk
Management Department develops drafts of strategic asset allocation and tactical benchmarks subject to approval by the
Board and the Investment Committee, respectively. The investment benchmarks include all limits and rules governing the
investment process as well as the structure of assets consistent with the reserves management principles set by the Board.
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30. Risk management (continued)

Credit risk

Credit risk is the risk that the Group will incur a loss because its customers, clients or counterparties failed to discharge
their contractual obligations or because of credit quality deterioration. The Group manages and controls credit risk by
setting limits on counterparty eligibility and on the amount of risk it is willing to accept for individual counterparties and
for geographical and industry concentrations, and by monitoring exposures in relation to such limits.

The Group has established a credit quality review process to provide early identification of possible changes in the
creditworthiness of counterparties. For the purpose of assessment of credit quality of international reserves the Group
evaluates the counterparty creditworthiness based on the credit ratings assigned by leading internationally recognised
credit rating agencies.

The Group sets minimum rating requirement for securities issued by governments, government agencies, other
government authorities, financial institutions and supranational organisations. These ratings cannot be lower than certain
prescribed minimum level which is regularly reviewed.

To monitor the credit risk the Group uses an in-house developed model, which allows assessing the issuer default
probability based on stock prices and balance sheet data. It belongs to the class of structural models, providing an
economically meaningful explanation of default based on the asset-liability structure and financial leverage. The model
is based on the barrier option price formula which is one of components of implied rating issued by FITCH. Ratings and
model results are used to build a matrix of investment limits for each rating group, maturity, individual counterparties, and
asset classes. The matrix is the main tool for the credit risk management.

Derivative financial instruments

Credit risk arising from derivative financial instruments is, at any time, limited to those with positive fair values, as
recorded in the consolidated statement of financial position.

Maximum credit risk without collateral or other credit enhancement

The maximum exposure to credit risk for the components of the consolidated statement of financial position, including
derivatives, before the effect of mitigation through the use of master netting and collateral agreements, is best
represented by their carrying amounts.

Where financial instruments are recorded at fair value, the carrying value represents the current credit risk exposure but
not the maximum risk exposure that could arise in the future as a result of changes in values.

For more detail on the maximum exposure to credit risk for each class of financial instrument, references shall be made
to the specific notes.
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30. Risk management (continued)

Credit quality per class of financial assets

Financial assets of the Group, except equity investments are classified by the lowest out of the ratings assigned to the
Group’s counterparties by the international rating agencies Fitch IBCA, Moody’s and Standard & Poor’s. The ratings are
listed below as per the coding of the rating agency Moody’s using the rating correspondence table of Bloomberg
information system. Rating ААА is the rating used for identification of highly reliable international financial institutions
such as the Bank for International Settlements.

31 December 2020 31 December 2019

In thousands of Armenian Drams
Credit
rating Amount

% in financial
assets Amount

% in financial
assets

Financial assets – neither past due nor
impaired

Placements with banks and other
financial institutions in foreign
currency

Nostro accounts P-1 378,347,677 98.3 532,987,070 95.2
P-2 124,129 0.0 – –
P-3 1,055,570 0.3 917,020 0.2
NP 680,551 0.2 479,581 0.1

Unrated 70,008 0.0 218,102 0.0
Term deposits P-1 – – 16,802,086 3.0

Unrated 1,310,245 0.3 5,291,040 0.9
NP 2,863,189 0.7 3,442,970 0.6

Cash included in the assets under trust
management and margin requirement
of interest rate futures P-1 637,304 0.2 2,015 0.0

Impairment allowance (69,667) (147,896)
Total placements with banks and other

financial institutions in foreign
currency 385,019,006 100.0 559,991,988 100.0

Financial instruments at fair value
through profit and loss

Government bonds Aaa 651,746,838 70.0 554,666,536 71.7
Aa1-Aa3 85,433,818 9.0 84,510,978 11.0

State agency bonds and other securities Aaa – – 24,001,326 3.1
Other securities Aaa 88,770,729 10.0 92,376,738 11.9

Aa1-Aa3 – – 8,154,753 1.1
Money market instruments Unrated* 104,520,482 11.0 9,648,011 1.2
Total financial instruments at fair

value through profit and loss 930,471,867 100.0 773,358,342 100.0

Financial assets measured at fair
value through other comprehensive
income, excluding equity
investments

Securities of the Government of the
Republic of Armenia B1 11,578,230 14.7 – 0.0

Securities of the Government of the
Republic of Armenia Ba3 – 0.0 13,189,425 15.0

Promissory note issued by the
Government B1 66,055,949 84.2 – 0.0

Promissory note issued by the
Government Ba3 – 0.0 73,810,843 84.1

Corporate bonds in foreign currency Unrated 840,759 1.1 761,584 0.9
Total financial assets measured at fair

value through other comprehensive
income, excluding equity investments 78,474,938 100.0 87,761,852 100.0

*As at 31 December 2020 money market instruments included in the unrated credit category represent securities issued
by the Bank for International Settlements.

As at 31 December 2020 current accounts and term deposits included in the unrated credit rating category amounting to
AMD 62,886 thousand and AMD 1,310,245 thousand respectively (31 December 2019: AMD 207,768 and
5,291,040 thousand) represent current accounts and placement of the Group’s subsidiaries with local commercial banks.
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30. Risk management (continued)

Credit quality per class of financial assets

31 December 2020 31 December 2019

In thousands of Armenian Drams
Credit
rating Amount

% in financial
assets Amount

% in financial
assets

Placements and investments
with banks and other
financial institutions in
domestic currency

Loans to resident financial
institutions under arrangement
with the KfW, the World Bank,
Asian Development Bank and
European Investment Bank

Settled after the end of
the reporting period 13,204,400 9.4 6,122,724 4.8

Not due at the date of
authorisation of the

consolidated financial
statements for issue 127,642,775 90.6 121,853,329 95.2

Total 140,847,175 100.0 127,976,053 100.0

Mortgage refinancing Settled after the end of
the reporting period 5,442,659 5.1 4,349,372 4.8

Not due at the date of
authorisation of the

consolidated financial
statements for issue 100,934,357 94.9 86,024,586 95.2

Total 106,377,016 100.0 90,373,958 100.0

Deposits and current accounts
in commercial banks

Settled after the end of
the reporting period 13,993,998 16.0 7,457,060 11.7

Not due at the date of
authorisation of the

consolidated financial
statements for issue 73,288,362 84.0 56,469,363 88.3

Total 87,282,360 100.0 63,926,423 100.0

Repurchase agreements and
other overnight facilities

Settled after the end of
the reporting period 345,952,769 100.0 126,669,774 100.0

Total 345,952,769 100.0 126,669,774 100.0

Investments measured
at amortised cost

Settled after the end of
the reporting period 547,614 2.3 2,549,404 10.6

Not due at the date of
authorisation of the

consolidated financial
statements for issue 23,757,798 97.7 21,533,083 89.4

Total 24,305,412 100.0 24,082,487 100.0

Other loans 3,208,943 100.0 3,447,368 100.0
Total 3,208,943 100.0 3,447,368 100.0
Impairment allowance (3,438,912) (2,593,195)
Total placements and

investments with banks and
other financial institutions in
domestic currency 704,534,763 – 433,882,868 –

The Bank makes decisions regarding its placements with local banks and financial institutions taking into account its role
of the banking regulator and the lender of last resort and therefore does not allocate ratings to local banks and financial
institutions. Thus, the analysis of credit quality of these assets is limited to the stage of respective transaction.
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30. Risk management (continued)

Impairment assessment

The Group calculates ECL based on several probability-weighted scenarios to measure the expected cash shortfalls,
discounted at an approximation to the EIR. A cash shortfall is the difference between the cash flows that are due to an
entity in accordance with the contract and the cash flows that the entity expects to receive. The mechanics of the
ECL calculations are outlined below and the key elements are as follows:

PD The Probability of Default is an estimate of the likelihood of default over a given time horizon. A default
may only happen at a certain time over the assessed period, if the facility has not been previously
derecognised and is still in the portfolio.

EAD The Exposure at Default is an estimate of the exposure at a future default date, taking into account
expected changes in the exposure after the reporting date, including repayments of principal and
interest, whether scheduled by contract or otherwise, expected drawdowns on committed facilities,
and accrued interest from missed payments.

LGD The Loss Given Default is an estimate of the loss arising in the case where a default occurs at a given
time. It is based on the difference between the contractual cash flows due and those that the lender
would expect to receive, including from the realisation of any collateral. It is usually expressed as a
percentage of the EAD.

The ECL allowance is based on the credit losses expected to arise over the life of the asset (the lifetime expected credit
loss or LTECL), unless there has been no significant increase in credit risk since origination, in which case, the allowance
is based on the 12 months’ expected credit loss (12mECL). The 12mECL is the portion of LTECL that represent the ECLs
that result from default events on a financial instrument that are possible within the 12 months after the reporting date.
Both LTECL and 12mECL are calculated on either an individual basis or a collective basis, depending on the nature of
the underlying portfolio of financial instruments.

The Group has established a policy to perform an assessment, at the end of each reporting period, of whether a financial
instrument’s credit risk has increased significantly since initial recognition, by considering the change in the risk of default
occurring over the remaining life of the financial instrument. Based on the above process, the Group groups its assets
into Stage 1, Stage 2, Stage 3 and POCI, as described below:

Stage 1: When assets are first recognized, the Group recognizes an allowance based on 12mECL. Stage 1
assets also include facilities where the credit risk has improved and the asset has been reclassified
from Stage 2.

Stage 2: When an asset has shown a significant increase in credit risk since origination, the Group records an
allowance for the LTECL. Stage 2 assets also include facilities, where the credit risk has improved
and the asset has been reclassified from Stage 3.

Stage 3: Assets considered credit-impaired. The Group records an allowance for the LTECL.

POCI: Purchased or originated credit impaired (POCI) assets are financial assets that are credit impaired on
initial recognition. POCI assets are recorded at fair value at original recognition and interest revenue
is subsequently recognized based on a credit-adjusted EIR. ECL are only recognized or released to
the extent that there is a subsequent change in the lifetime expected credit losses.

Definition of default and cure

The Group considers a financial instrument defaulted and therefore Stage 3 (credit-impaired) for ECL calculations when
the counterparty’s rating downgrades lower than the rating predefined by the Group. Regardless of the change in credit
grades in all cases when the borrower becomes 90 days past due on its contractual payments, financial instrument is
considered as defaulted.

As a part of a qualitative assessment of whether a customer is in default, the Group also considers a variety of instances
that may indicate unlikeliness to pay. When such events occur, the Group carefully considers whether the event should
result in treating the customer as defaulted and therefore assessed as Stage 3 for ECL calculations or whether Stage 2
is appropriate. Such events include:

► Internal rating of the borrower indicating default or near-default;

► The borrower requesting emergency funding from the Group;

► A material decrease in the underlying collateral value where the recovery of the loan is expected from the sale of
the collateral;

► A covenant breach not waived by the Group;

► The debtor (or any legal entity within the debtor’s group) filing for bankruptcy;

► Debtor’s listed debt or equity suspended at the primary exchange because of rumors or facts about financial
difficulties.
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30. Risk management (continued)

Impairment assessment (continued)

It is the Group’s policy to consider a financial instrument as ‘cured’ and therefore re-classified out of Stage 3 when none
of the default criteria have been present for at least six consecutive months. The decision whether to classify an asset
as Stage 2 or Stage 1 once cured depends on the updated credit grade, at the time of the cure, and whether this indicates
there has been a significant increase in credit risk compared to initial recognition.

PD estimation process

For the counterparties that have ratings assigned by the international rating agencies Annual Transition Matrix of Moody’s
rating company is used.

For the counterparties that do not have ratings assigned by the international rating agencies the probability of default is
assessed based on internal Financial Stability Index using extrapolation of rated counterparties’ probability of default.

Exposure at default

The exposure at default (EAD) represents the gross carrying amount of the financial instruments subject to the
impairment calculation.

Loss given default

For each group of financial assets the recovery rates corresponding to the debt seniority status of respective financial
instruments (Moodys’) or recovery rates of the country of domicile (IMF) are used to calculate the LGD rate.

Significant increase in credit risk

The Group continuously monitors all assets subject to ECLs. In order to determine whether an instrument or a portfolio of
instruments is subject to 12mECL or LTECL, the Group assesses whether there has been a significant increase in credit
risk since initial recognition. The Group considers an exposure to have significantly increased in credit risk when the
counterparty’s credit rating has changed since initial recognition pursuant to the internal principles of risk management.

The assessment of significant increase in credit risk for exposures of local commercial banks and financial institutions,
with no international credit ratings, is based on performance of individual exposure and overall financial stability index of
commercial banks and financial institutions. Macro prudential analysis on systemic risk dimensions consist another tool
to consider the feasibility to reclassify certain asset from Stage 1 to Stage 2.

Regardless of the change in credit grades the credit risk is deemed to have increased significantly since initial recognition
if contractual payments are more than 30 days past due.

Forward-looking information and multiple economic scenarios

In its ECL models, the Group relies on a broad range of forward looking information as economic inputs, such as:

► GDP growth;

► Unemployment rates;

► CPI;

► International reserves;

► Monetary policy rate;

► Equity Index Price;

► Foreign exchange rates;

► Credit/GDP ratio;

► Other macroeconomic factors depending on the specificities of each country.

The inputs and models used for calculating ECLs may not always capture all characteristics of the market at the date of
the financial statements. To reflect this, qualitative adjustments or overlays are occasionally made as temporary
adjustments when such differences are significantly material.

Offsetting financial assets and financial liabilities

As at 31 December 2020 the Group had reverse repurchase contracts with commercial banks which fall under master
netting arrangements, which are enforceable in case of default. The Group also made margin deposits as collateral for
its outstanding derivative positions.
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30. Risk management (continued)

Offsetting financial assets and financial liabilities (continued)

The table below shows financial assets offset against financial liabilities in the consolidated statement of financial position,
as well as the effect of enforceable master netting agreements and similar arrangements (ISDA, RISDA, etc.) that do not
result in an offset in the consolidated statement of financial position:

In thousands of Armenian Drams

Gross amount
of recognized

financial
assets

Gross amount
of recognized

financial
liabilities

set off in the
statement of

financial
position

Net amount
of financial

assets
presented

 in the
statement of

financial
position

Related
amounts not set

off in the
statement of

financial
position

Net
amount

Financial
instruments

31 December 2020
Financial assets
Repurchase agreements and

other overnight facilities
(Note 12) 345,952,769 – 345,952,769 345,952,769 –

Total 345,952,769 – 345,952,769 345,952,769 –

In thousands of Armenian Drams

Gross amount
of recognized

financial
assets

Gross amount
of recognized

financial
liabilities

set off in the
statement of

financial
position

Net amount
of financial

assets
presented

 in the
statement of

financial
position

Related
amounts not set

off in the
statement of

financial
position

Net
amount

Financial
instruments

31 December 2019
Financial assets
Repurchase agreements and

other overnight facilities
(Note 12) 126,669,774 – 126,669,774 126,669,774 –

Total 126,669,774 – 126,669,774 126,669,774 –

The geographical concentration of the Group’s assets and liabilities is set out below:

31 December 2020 31 December 2019
In thousands of
Armenian Drams Armenia OECD

CIS and other
countries Total Armenia OECD

CIS and other
countries Total

Assets
Cash 51,108,237 – – 51,108,237 39,603,848 – – 39,603,848
Placements with banks and

other financial institutions
in foreign currency 4,325,169 379,108,638 1,585,199 385,019,006 8,866,115 547,390,347 3,735,526 559,991,988

Placements and investments
with banks and other
financial institutions in
domestic currency 704,534,763 – – 704,534,763 433,882,868 – – 433,882,868

Financial instruments at fair
value through profit or loss – 930,471,867 – 930,471,867 – 773,358,342 – 773,358,342

Financial assets measured
at fair value through other
comprehensive income 79,384,452 2,618,706 – 82,003,158 88,633,726 1,940,583 – 90,574,309

Placements with the IMF – 101,636,948 – 101,636,948 – 88,398,230 – 88,398,230
Property and equipment and

intangible assets 64,150,034 – – 64,150,034 68,700,679 – – 68,700,679
Other assets 10,072,335 71,109 111,845 10,255,289 12,239,109 60,029 111,846 12,410,984
Total assets 913,574,990 1,413,907,268 1,697,044 2,329,179,302 651,926,345 1,411,147,531 3,847,372 2,066,921,248

Liabilities
Notes and coins in

circulation 751,465,873 – – 751,465,873 607,209,301 – – 607,209,301
Deposits and accounts

of financial and other
institutions 818,064,536 18,545 591,094 818,674,175 722,819,276 13,072 568,931 723,401,279

Derivative financial liabilities 70,825 72,296 – 143,121 79,455 1,645 – 81,100
Due to the Government 266,542,115 – – 266,542,115 327,294,360 – – 327,294,360
Due to the IMF – 247,496,568 – 247,496,568 – 240,948,903 – 240,948,903
Other borrowed funds – 153,297,582 7,288,058 160,585,640 – 136,151,500 6,590,621 142,742,121
Debt securities issued 9,655,324 – – 9,655,324 6,626,428 – – 6,626,428
Other liabilities 4,678,594 639,968 646,189 5,964,751 4,557,977 177,340 618,296 5,353,613
Total liabilities 1,850,477,267 401,524,959 8,525,341 2,260,527,567 1,668,586,797 377,292,460 7,777,848 2,053,657,105

Net assets (936,902,277) 1,012,382,309 (6,828,297) 68,651,735 (1,016,660,452) 1,033,855,071 (3,930,476) 13,264,143
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30. Risk management (continued)

Liquidity risk and funding management

Liquidity risk is the risk that the Group will be unable to meet its payment obligations when they fall due under normal
and stress circumstances. As a fiscal agent of the Government and the monetary authority of the Republic of Armenia,
the Bank is responsible for public debt service, the Government’s foreign payments. From this perspective proper cash
and liquidity management is crucial.

Based on the international reserve management objectives Armenia’s international reserves have been divided into three
tranches – working capital, liquidity and investment tranches. While the first two are designed to meet short-term/instant
and mid-term liquidity requirements, the purpose of the investment tranche is accumulation of wealth.

Depending on the designation of portfolio/tranche the policy varies in terms of benchmarks and the choice between active
or passive management.

Analysis of financial liabilities by remaining contractual maturities

The tables below show liabilities at 31 December 2020 and 31 December 2019 by their remaining contractual maturity.
The amounts of liabilities disclosed in the maturity table are the contractual undiscounted cash flows. Such undiscounted
cash flows differ from the amount included in the consolidated statement of financial position because the amount in the
consolidated statement of financial position is based on discounted cash flows. Financial derivatives are included at the
contractual amounts to be paid or received, unless the Group expects to close the derivative position before its maturity
date in which case the derivatives are included based on the expected cash flows.

31 December 2020

In thousands of
Armenian Drams

Demand and
less than
1 month

From 1 to
3 months

From 3 months
to 1 year

From 1 to
5 years

More than
5 years

No
maturity Total

Financial liabilities
Notes and coins in

circulation 751,465,873 – – – – – 751,465,873
Deposits and accounts

of financial and other
institutions 818,702,938 – – – – 818,702,938

Derivative financial
liabilities 143,121 – – – – – 143,121

Due to the Government 95,790,052 172,005,247 – – – – 267,795,299
Due to the IMF – 1,056,590 25,383,822 59,452,305 993,657 163,080,453 249,966,827
Other borrowed funds 543,943 63,310 21,748,095 80,357,139 72,192,146 – 174,904,633
Debt securities issued – 3,124,500 480,000 7,088,750 – – 10,693,250
Total non-discounted

financial liabilities 1,666,645,927 176,249,647 47,611,917 146,898,194 73,185,803 163,080,453 2,273,671,941

31 December 2019

In thousands of
Armenian Drams

Demand and
less than
1 month

From 1 to
3 months

From 3 months
to 1 year

From 1 to
5 years

More than
5 years

No
maturity Total

Financial liabilities
Notes and coins in

circulation 607,209,301 – – – – – 607,209,301
Deposits and accounts

of financial and other
institutions 721,432,655 – 2,100,625 – – – 723,533,280

Derivative financial
liabilities 81,100 – – – – – 81,100

Due to the Government 56,578,091 150,046,431 125,058,221 – – – 331,682,743
Due to the IMF – 1,110,868 23,094,242 65,167,801 11,972,325 143,675,049 245,020,285
Other borrowed funds 738,484 – 16,943,615 73,311,020 70,873,733 – 161,866,852
Debt securities issued – 124,500 387,000 7,149,500 – – 7,661,000
Total non-discounted

financial liabilities 1,386,039,631 151,281,799 167,583,703 145,628,321 82,846,058 143,675,049 2,077,054,561

Market risk

Market risk is the risk that the fair value or future cash flows of financial instruments will fluctuate due to changes in
market variables such as interest rates, foreign exchange rates, and equity prices. The Group classifies exposures to
market risk into either trading or non-trading portfolios.
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30. Risk management (continued)

Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect future cash flows or the fair values of
financial instruments.

Within the three-level management structure the Board defines the overall risk tolerance, which is the acceptable level
of interest rate risk in the long run. It also outlines portfolio optimisation principles. The risk tolerance is defined as a
minimum acceptable return over a certain period of time (now three years) with a 95 percent confidence level.
The authority to set tactical benchmarks is delegated to the Investment Committee.

The purpose of tactical benchmarks is to maximize return in a shorter period (one year). In contrast to strategic decisions,
benchmarks take into account current market trends and forecasts. Optimal portfolios are constructed based on scenario
analysis using VAR-MGARCH model simulated yield curves as well as internal and market consensus expectations on
interest rates and credit spreads. For optimal portfolio selection Black-Litterman and Markowitz models with certain
constraints are used.

For monitoring and managing risk, the Risk Management Department within the Financial Markets Directorate uses a
number of widely used risk measures like Value at Risk, Key Rate Duration, Information Ratio, Spread Duration,
PCA Duration, and Tracking Error.

The following table demonstrates the sensitivity of the Group’s equity, which is calculated by revaluing fixed rate financial
assets measured at fair value through other comprehensive income at 31 December 2020 for the effects of the assumed
changes in interest rates. The sensitivity of equity is analysed by maturity of the asset. The sensitivity of equity is based
on the assumption that there are parallel shifts in the yield curve.

2020 2019

In thousands of Armenian Drams
Change in

yield curve, b.p.
Effect

on equity
Change in

yield curve, b.p.
Effect

on equity

Currency
AMD +110 (587,436) +100 (617,272)
AMD -110 642,517 -100 671,185
USD 100 14,433 +35 (19,763)
USD -25 1,353 -35 7,868

The following table demonstrates the sensitivity of profit of the Group, which is calculated by revaluing financial
instruments at fair value through profit and loss as of 31 December 2020 and 31 December 2019, based on the
assumption of changing interest rates. Amounts included in the table below are disclosed in the presentation currency.

2020 2019

Change in
basis points

Increase/(decrease)
of net result on

financial instruments
at FVTPL and equity

Change in
basis points

Increase/(decrease)
of net result on

financial instruments
at FVTPL and equity

Currency
USD +100/-40 (4,151,813)/1,660,725 +100/-100 (4,380,747)/4,380,747
EUR +60/-60 (651,992)/651,992 +50/-50 (503,299)/503,299
GBP +80/-80 (86,624)/86,624 +20/-20 (26,083)/26,083

The Group, also, has liabilities with floating interest rates outstanding as at 31 December 2020 and 31 December 2019.

The following table demonstrates the sensitivity of the Group’s profit or loss and equity as at 31 December 2020 and
31 December 2019 based on the assumption of changing interest rates on borrowings obtained by the Group:

2020 2019

In thousands of
Armenian Drams

Change in
basis points

Increase/(decrease)
of net interest
expense and

decrease/(increase)
of equity

Change in
basis points

Increase/(decrease)
of net interest
expense and

decrease/(increase)
of equity

Currency
USD +/-252 658,102/(658,102) +/-145 299,205/(299,205)
SDR +/-70 617,372/(617,372) +/-41 394,759/(394,759)
EUR +/-20 1,044/(1,044) – –

The sensitivity of the valuation technique inputs used in the fair value measurement for level 3 measurements is disclosed
in Note 29.
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30. Risk management (continued)

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange rates.
The Board sets the clear principles of currency allocation, whereas the Investment Committee determines and revises
the actual weights of respective currencies.

The following tables present sensitivities of profit or loss and equity to reasonably possible changes in exchange rates
applied at the end of the reporting period relative to the Armenian Dram with all other variables held constant:

2020 2019

In thousands of Armenian Drams
Increase in

currency rate in %

Increase/
(decrease) of

profit and equity
Increase in

currency rate in %

Increase/
(decrease) of

profit and equity

Currency
USD 5.00% 24,889,215 3.00% 18,882,379
EUR 8.50% 13,728,477 6.50% 11,089,753
GBP 11.00% 3,025,918 9.00% 3,316,392
JPY 8.50% 2,731,413 6.50% 1,034,228
RUB 16.00% (25,649) 13.00% 50,093
SDR 7.00% (10,720,337) 5.00% (7,957,065)

2020 2019

In thousands of Armenian Drams
Decrease in

currency rate in %

Increase/
(decrease) of

profit and equity
Decrease in

currency rate in %

Increase/
(decrease) of

profit and equity

Currency
USD -5.00% (24,889,215) -3.00% (18,882,379)
EUR -8.50% (13,728,477) -6.50% (11,089,753)
GBP -11.00% (3,025,918) -9.00% (3,316,392)
JPY -8.50% (2,731,413) -6.50% (1,034,228)
RUB -16.00% 25,649 -13.00% (50,093)
SDR -7.00% 10,720,337 -5.00% 7,957,065

The expected change in the exchange rates was determined by the Group by analysing annual standard deviations
based on the historical market data of respective exchange rates.

The currency composition of reserves is defined for each liquidity tranche, aiming to hedge the factors underlying the
creation of each tranche. Currently Armenia’s foreign public debt is the main foreign currency demand driving factor. As a
result, the currency composition of the reserves mainly mirrors the currency composition of debt. Currency composition
for short term liquidity tranche is affected by the composition of the flows generated from foreign trade as well as possible
intervention needs and current payments. The currency composition is subject of revision at least semi-annually.

Operating risk – control over subsidiaries

As disclosed in Note 2, the Bank has equity investments in a number of subsidiaries that are engaged in financial sector
development and infrastructure activities. The purpose of such investments was to support development of the Armenian
financial sector to ensure stability and normal activity of the financial system of the Republic of Armenia which is one of
the objectives of the Bank as prescribed by the Law.

The control over subsidiaries’ activities is exercised by the Bank through the following:

► Participation in the shareholders’ meetings;

► Appointment of subsidiaries’ management (Boards of Directors of each of subsidiaries are appointed by the
shareholders and Boards of Directors appoint Executive Directors in the each of subsidiaries);

► Regular analysis of performance of subsidiaries through review of their financial information at least on an annual
basis including review of results of external audit of the financial statements of subsidiaries;

► Performing analysis of subsidiaries’ further development strategy including development of the divestment
strategy, where appropriate;

► Review of subsidiaries’ activities within the scope of the Bank’s Internal Audit work which is determined based on
risk assessment results.

In 2015 the Bank has adopted a policy of activation of discussions with possible potential institutional investors regarding
the disposal of its investments in the subsidiaries of the Bank.
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31. Maturity analysis

The following tables provide information on amounts expected to be recovered or settled before and after twelve months
after the reporting period.

31 December 2020
In thousands of Armenian Drams Current Non-current Total

Assets
Cash 51,108,237 – 51,108,237
Placements with banks and other financial institutions

in foreign currency 382,189,873 2,829,133 385,019,006
Financial instruments at fair value through profit or loss 930,471,867 – 930,471,867
Placements and investments with banks and other

financial institutions in domestic currency 475,937,559 228,597,204 704,534,763
Financial assets measured at fair value through other

comprehensive income 67,531,128 14,472,030 82,003,158
Placements with the IMF 4,693,052 96,943,896 101,636,948
Property and equipment – 61,252,975 61,252,975
Intangible assets – 2,897,059 2,897,059
Other assets 9,237,744 1,017,545 10,255,289
Total assets 1,921,169,460 408,009,842 2,329,179,302

Liabilities
Notes and coins in circulation 751,465,873 – 751,465,873
Deposits and accounts of other financial institutions 818,674,175 – 818,674,175
Derivative financial liabilities 143,121 – 143,121
Due to the Government 266,542,115 – 266,542,115
Due to the IMF 25,553,548 221,943,020 247,496,568
Other borrowed funds 19,824,309 140,761,331 160,585,640
Debt securities issued 3,155,324 6,500,000 9,655,324
Other liabilities 5,193,920 770,831 5,964,751
Total liabilities 1,890,552,385 369,975,182 2,260,527,567

Net position as at 31 December 2020 30,617,075 38,034,660 68,651,735

31 December 2019
In thousands of Armenian Drams Current Non-current Total

Assets
Cash 39,603,848 – 39,603,848
Placements with banks and other financial institutions

in foreign currency 556,489,586 3,502,402 559,991,988
Financial instruments at fair value through profit or loss 773,358,342 – 773,358,342
Placements and investments with banks and other

financial institutions in domestic currency 224,131,595 209,751,273 433,882,868
Financial assets measured at fair value through other

comprehensive income 75,374,736 15,199,573 90,574,309
Placements with the IMF 2,960,039 85,438,191 88,398,230
Property and equipment – 65,679,935 65,679,935
Intangible assets – 3,020,744 3,020,744
Other assets 11,576,011 834,973 12,410,984
Total assets 1,683,494,157 383,427,091 2,066,921,248

Liabilities
Notes and coins in circulation 607,209,301 – 607,209,301
Deposits and accounts of other financial institutions 723,401,279 – 723,401,279
Derivative financial liabilities 81,100 – 81,100
Due to the Government 327,294,360 – 327,294,360
Due to the IMF 23,072,079 217,876,824 240,948,903
Other borrowed funds 14,940,400 127,801,721 142,742,121
Debt securities issued 126,428 6,500,000 6,626,428
Other liabilities 4,889,874 463,739 5,353,613
Total liabilities 1,701,014,821 352,642,284 2,053,657,105

Net position as at 31 December 2019 (17,520,664) 30,784,807 13,264,143
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32. Changes in liabilities arising from financing activities

In thousands of Armenian Drams Due to IMF
Other borrowed

funds Lease liabilities

Total liabilities
from financing

activities

Carrying amount at 1 January 2019 266,323,100 152,032,617 482988 418,838,705
Loans received – 6,346,555 – 6,346,555
Loans redeemed (21,471,847) (12,949,290) – (34,421,137)
Lease payments – – (82,489) (82,489)
Foreign currency translation (3,855,835) (2,536,524) – (6,392,359)
Other (46,515) (151,237) 25,346 (172,406)

Carrying amount at 31 December 2019 240,948,903 142,742,121 425,845 384,116,869

Carrying amount at 1 January 2020 240,948,903 142,742,121 425,845 384,116,869
Loans received – 14,258,245 – 14,258,245
Loans redeemed (24,071,556) (15,303,555) – (39,375,111)
Lease payments – – (89,123) (89,123)
Foreign currency translation 30,802,225 18,632,037 – 49,434,262
Other (183,004) 256,792 30,050 103,838

Carrying amount at 31 December 2020 247,496,568 160,585,640 366,772 408,448,980

The “Other” line includes the effect of accrued but not yet paid interest. The Group classifies interest paid as cash flows
from operating activities.
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