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INTRODUCTION

The 2009 was full of crisis challenges for the financial system of Armenia. Negative indications of
global crisis penetrated the financial system already in the fourth quarter of 2008, when economic
growth rate declined almost in all areas of real sector.

While implementing policy for mitigating negative impacts of global crisis on Armenian financial
system, the Central Bank of Republic of Armenia (hereinafter CBA) considered combination of price
stability and financial stability as high priority objective of monetary policy. Because of foreign
exchange pressures and conversion of dram denominated deposits to USD, the probability of
emergence of foreign exchange liquidity and capital adequacy risks rose. For neutralizing those risks
the CBA expanded its intervention in foreign exchange market at the beginning of the year (January
and February) with the view of stabilizing foreign exchange rate. At the same time the CBA was quite
active in the financial market allowing banks to strengthen their financial positions and withstand
challenges rising from the global financial crisis. At the beginning of March, when the financial system
was already sufficiently capitalized, liquid and ready to withstand challenges of financial crisis, the
CBA stopped the intervention. As a result, the national currency depreciated and average annual
nominal exchange rate of Armenian dram against US dollar depreciated for 18.8 percent (while end of
2009 to end of 2008 19.4 percent). Because of economic slump, decline of remittances and factor
returns, and also because of depreciation of national currency, the risk-related expenses increased. It
is notable, however, that the risks stayed at manageable level and the financial system didn’t have
liquidity and solvency issues. At the same time, because of comparably small volume of shortterm
external liabilities, Armenian financial system didn’t face the problem of resource outflow from the
local economy. In the result of anti-crisis activities implemented by the CBA and other financial
institutions none of the financial institutions (as well as non-bank institutions) of Armenia faced
insolvency problem. The largest participant of the financial system is the banking system' which
accounts 92 percent of the assets.

From the point of view of the banking system developments the year can be divided into two
halves. The first half of the year was the period for identifying and assessing the risks caused by the
crisis, adjustment of the financial positions and development of risk mitigation mechanisms. During
the first half of 2009 both Armenian banking system and borrowers exhibited cautious behavior,
which brought to decline of credit market activity. As a result, in the first half loans to economy
declined for one percent. In the same period the share of non-performing loans (“watched”, “sub-
standard” and “doubtful” loans) totaled 10 percent. At the beginning of the second half the credit
market significantly activated (14 percent growth of loans to economy on annual basis), which was
facilitated by stable income expectations of borrowers by banks and borrowers themselves and also
by expanding monetary policy and government facilitated programs. In the second half the share of

! During the observed time period banking system consisted of 22 banks



non-performing loans declined and by the end of the year totaled only 4.8 percent of total loans.
During 2009, change of the loans structure was one of the distinctive developments according to
which loans were mainly issued to legal entities expanding their share in loan portfolio, which in its
turn contributed to the economic activity in the second half of 2009.

It is also important that during 2009 capital investments (including also leasing, factoring, credit
risk bearing other assets) of the banking system stayed at the same level as in 2008 totaling around
970 billion drams. But since in 2007 and 2008 credit investments rapidly increased, and
consequently during 2009 in comparison with the previous year the volume of repayments increased,
the growth of credit investments (difference between allocated and repaid credits) during 2009 was
less than in 2008 (in 2008 the growth totaled 202 billion drams).

One of the specific developments of the year is the surge of dollarization level. The shares of
dram assets and liabilities dropped by 12.5 percentage points and respectively totaled 46.9 percent
and 32.4 percent.

Overall, despite various challenges in 2009, the banking system has preserved growth and
development tendencies and demonstrated high level of flexibility under the crisis conditions. The
banking system ensured 29.5 percent growth of assets, 18.2 percent growth of capital and even
though low, but profitability (Return on Assets 0.74 percent, Return on Equity 3.43 percent).

The level of financial intermediation increased in 2009, but it is still less than in many other CIS
countries. Parallel to the growth of assets decrease of nominal GDP was registered. As a result, the
ratio of banking system assets to GDP increased by 13.8 percentage points and totaled 41.9 percent.
The ratio of loans issued by banking system to GDP increased by 5.3 percentage points and totaled
22.2 percent.

In 2009 the CBA took number of measures in order to mitigate the impact of financial crisis on
Armenian financial system. The CBA proceeded with reforms to ensure sustainable development of
the banking, securities and insurance markets aiming at ensuring financial stability of Armenian
financial system, improving clearing systems and sustainable development of financial system.



CHANGES IN FINANCIAL SYSTEM REGULATORY
FRAMEWORK IN 2009

Given the on-going developments in the real and financial sectors of domestic and foreign
economy, it is necessary to constantly strengthen and revise the financial system regulatory
framework. In 2009, the CBA continued the process of implementing legislative reforms related to the
activities of the Armenian financial system.

Changes in the financial system regulatory framework

Legislative changes

In 2009, draft laws of amendments and addenda to the law 'On Guarantee of Remuneration of
Bank Deposits of Individuals', amendments to the law “On the Central Bank of Republic of Armenia»,
amendments to the law “On Budget System of Republic of Armenia” were presented to the
Government of Armenia by the CBA. Those amendments were aimed at warding off the financial
system from shocks coming from financial crisis and also they were aimed at maximum
harmonization of regulatory framework with EU legislative standards.

By the draft law of amendments and addenda to the law 'On Guarantee of Remuneration of Bank
Deposits of Individuals'the limit of guaranteed amount is intended to be increased. In particular

a) If the depositor has only a dram deposits in the insolvent bank, then the guaranteed amount is
four million drams instead of two million drams,

b) If the depositor has only a foreign exchange deposits in the insolvent bank, then the
guaranteed amount is two million drams instead of one million drams,

c) If the depositor has both dram and foreign exchange deposits in the insolvent bank and the
dram deposit is more than two million drams (instead of one million drams), then only dram
deposit is guaranteed up to four million drams (instead of two million drams),

d) If the depositor has both dram and foreign exchange deposits in the insolvent bank and the
dram deposit is less than two million drams (instead of one million drams), then dram deposit
is fully guaranteed and foreign exchange deposit is guaranteed for the difference of two million
and remuneration amount of dram deposit (instead of the difference of one million and
remuneration amount of dram deposit).

Amendments to the law “On the Central Bank of Republic of Armenia” and to the law “On Budget
System of Republic of Armenia” were introduced, for the case, if at the stage of remuneration the
financial stability (liquidity and/or solvency) of financial system is undermined, the Central Bank would
be able to provide the Deposit guarantee fund with loans with budgetary guarantee in accordance with
terms, conditions and maturity defined by the Board of the CBA.
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In 2009 the CBA in cooperation with deputy groups and individual deputies of the Parliament
continued the enhancement of the legislative initiatives presented by the CBA in previous years, in
particular, amendments and addenda to the laws “On Compulsory Motor Third Farty Liability
Insurance”, “On Investment Funds”, “On Payment and Settlement Systems and FPayment and
Settlement Organizations”, “On Restriction of Cash Operations”, “On Bankruptcy” and to Civil Code.

Regulatory changes

In 2009 the CBA developed and revised a number of regulations relating to banking activities, as
follows:

Amendments and addenda to Regulation Nol “Registration and licensing of banks and branches of
foreign banks, registration of bank branches and representative offices, qualification and
registration of heads of banks and branches of foreign banks” were endorsed. In particular:

a)

A unified form for providing information about managers (chairman, board members, head
and members of internal audit, general manager and deputies, chief accountant and deputies
etc.) of banks for their registration was defined. It was maximally simplified to make it more
comprehensible for the users.

For the purpose of ensuring more operative submission of the information the data relating to
managers of banks for their registration will be submitted in electronic form.

In the cases when the data concerning the managers is changed, only altered and
identification data (first and last names, date of birth) will be submitted instead of filling in a
new form.

The board of the CBA approved amendments and addenda to Regulation No2 “Regulation of
Banking; Main Prudential Standards for Banking” according to which:

a)

C)

Funds of the B 1 component of economic stability credit program (approved by the
Government of Armenia on 26™ of June 2009, 717 A decree) and mortgage refinancing funds
attracted from “National mortgage company” CJSC universal credit organization are not
included in the reserve requirement

In addition to current prudential framework foreign exchange prudential was introduced. The
prudential consists of two components: total foreign exchange position and the open position
for each currency. The maximum ratio of total foreign exchange position to total regulatory
capital of the bank is set at 10 percent. The maximum ratio of open positions for every
currency to the total regulatory capital of the bank is set at seven percent. The foreign
exchange prudential is calculated on daily basis. The prudential will enter force starting from
14™ of April 2010.

It was defined, that the long-term subordinated borrowings, that are included in the calculation
of the total regulatory capital, will not be included in the reserve requirement.



For the restriction of risks of long foreign exchange positions in commercial banks by the decree

of the board of the Central Bank (300 N 20" of October, 2009) special economic prudential was

approved, which entered in force starting from 26™ of October 2009 and lasted for six months.

The prudential had two components

a) The maximum ratio of long position for each foreign currency to the total regulatory capital of
the bank,

b) The maximum ratio of total for all long positions to the total requlatory capital of the bank.

The maximum threshold for the prudential is set
a) of long position for each foreign currency to the total regulatory capital - seven percent
b) of total for all long positions to the total regulatory capital — ten percent

For the purpose of data collection concerning the operations in secondary market by non-
investment service providers with all type of bonds and stocks and its later usage for supervision,
statistical and analytical purposes, amendments were introduced to Regulation No3 “Banks’
Reports; Submission and Publication of Banks’ Reports” and Regulation Nol5 “Credit
Organizations’ Reports; Submission and Publication of Credit Organizations’ Reports” resulting in
one additional report for both banks and credit organizations. With the introduction of these new
reporting forms regulation on “Report on operations in the secondary market with bonds and its
submission” was repealed.

By the decree of the Board of the Central Bank amendments and addenda were made to “Record
keeping and management of the database of the deposits and depositors by the banks” regulation,
which requires banks to submit the database of their depositors to the CBA on monthly basis and
until the 5™ working day of the next month. For ensuring the credibility of the data during the on-
site supervision the data submitted to the CBA will be compared with the local electronic database
of deposits and depositors in the inspected bank.

The major by-laws designed and amended by the CBA in 2009, concerning the insurance market

were as follows:

Amendments were introduced to Regulation No 3/01 'Licensing of Insurance Activities and
Insurance Intermediary Activities; Accounting of Insurance Agents; Registration of Branches and
Representations of Foreign Insurance Companies operating in the Republic of Armenia; Obtaining
Preliminary Consent to Qualifying Holding in Statutory Capital of Insurance Company; Insurance
Company's Business Plan Disclosure, Procedure and Date; Testing of Qualification of Candidates for
Officials and Responsible Persons of Insurance Company and Insurance Intermediary; Professional
Competency and Qualification Criteria Officials and Responsible Persons of Insurance Company
and Insurance Intermediary; Themes of Qualification Test for Officials of Insurance Company and
Responsible Persons of Insurance Intermediary”. The main purpose of amendments was to make
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the registration procedures of insurance companies’ and insurance intermediaries’ managers
identical and simpler by reduction of submitted documents and introduction of electronic
submission of the documents needed for registration.

Amendments were made to Regulation No 3/02 “Procedure on the Size, Formation and Calculation
of the Main Prudential Standards of Insurance Companies”. The upper threshold of single borrower
(N5) was increased. The calculation and the scope components of the prudential were revised. The
main purpose of these amendments was to permit the insurance companies, with preliminary
consent of the CBA, to sign large insurance contracts, accounts receivable for which can exceed 20
percent of total capital of the insurance company, only if the conditions defined by this regulation
regarding sufficient level of credit risk mitigation are satisfied. Taking into consideration the
variation of the previously forecasted growth trends describing the insurance market in the light of
the financial crisis, delay of mandatory insurance implementation, the total regulatory capital
requirement for 2010 for insurance companies was revised. The floor on total regulatory capital
requirement for all non-life classes of insurance was set to 1 billion drams until 2011. Starting
January 1 of 2011 for liability, loan and guarantee issuance insurance classes the floor on total
regulatory capital requirement was set to 1.5 billion drams.

The purpose of the amendments to Regulation No 3/09 “Regulation on Classification of Assets of
Insurance Companies; Formation and Use of Loan Loss Provisioning” was to settle the issues and
uncertainties arising from the implementation of the regulation (in particular, the structure of
classified assets was clarified, new definitions were added to avoid dualities, etc.). Next purpose
was to ensure the credibility of data concerning the classified assets for ensuring its usage for
supervision, statistical and analytical purposes.

By amendments to Regulation No 3/04 “Procedure and Periods of Filing Reporting Forms by
Insurance Companies; Information to be Included in the Forms” (approved by the CBA decree No
271-N of 08.09.2009) new reporting forms were added. In particular, a new reporting form was
introduced concerning annual state fees and payments to the office of financial ombudsmen. The
purpose of this amendment is to ensure a proper supervision over the payments of the state fees
and payments to the office of financial ombudsmen. A new report (on “Foreign exchange
positions”) was introduced, the purpose of which is to allow supervisors to get information about
foreign exchange risk bearing assets, liabilities, off-balance items and foreign exchange positions
during the off-site supervision and based on this information assess and analyze the sensitivity of
the insurance company to foreign exchange risks. Due to amendments to Regulation No 3/09
“Regulation on Classification of Assets of Insurance Companies; Formation and Use of Loan Loss
Provisioning” changes were introduced to other reporting forms, which were aimed at enhancement
of supervision and analysis processes. A new reporting form was introduced for operations of
insurance companies with securities (both for bonds and stocks) in secondary market. The data
collected by this report is used for supervision, statistical and analytical purposes. By this decree



the scope of the reports defined in “Report on operations in the secondary market with bonds and
its submission” regulation (in force prior to approval of this decree) was clarified, and the range of
reports was enlarged including also bonds and stocks (with rating less than “C-”), which were not
formerly included in the reports.

The purpose of amendments to regulation No 3/08 of “The methodology for comprehensive
assessment of insurance companies’ performance (CARAMELS) in the territory of Republic of
Armenia” was to improve the efficiency of off-site supervision of insurance companies by the
improvement of CARAMELS calculation methodology (adjustment of existing shortcomings and
introduction of new ratios based on new off-site data).

Regulation No 3/10 on “Minimum requirements of internal control system of insurance companies”
(decree of the CBA board of 02.06.2009 163-N) was developed and approved. The objective of this
regulation is to support the implementation of efficient internal control systems in insurance
companies by introducing minimum requirements of internal control systems, which in its turn will
lead to the improvement of risk assessment systems in insurance companies encouraging financial
stability and development of Armenian insurance market.

“Special regulation on guarantee issuance class activities and restrictions by insurance companies”
was developed and approved. In the view of ensuring financial stability of insurance system,
mitigation of risk level, protection of the rights of the insured and interested parties, activities of
guarantee issuance insurance were restricted and special regulation was applied for those
activities.

In 2009, the CBA designed and revised a number of normative and legal statutes in the sphere of

securities market regulation.

Amendments and addenda were enacted to Regulation No4/05 “Testing of Qualification of Persons
Rendering Investment Services, Operator, the Central Depository Managers and Natural Persons
Rendering Investment Services; Themes of Qualification and Professional Capacity Tests”. The main
purpose of amendment was to make the procedures of registration of managers off CBA supervised
organizations identical and simpler by reduction of submitted documents and introduction of
electronic submission of the documents needed for registration.

Regulation No 5/06 “Regulation on volume and publication of information on the website by
Regulated Market Operator” was enacted, which will raise the level of transparency, hence
confidence in securities market, and also it will assist market participants in accurate decision
making.

In result of amendments and addenda introduced to Regulation 4/03 “Procedure, Form and Periods
of Filing Reporting Forms submitted to the CBA by Persons Rendering Investment Services” all
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persons rendering investment services disclose information (for investment activities) concerning
their activities through one regulation in unified manner (previously reports on the repo
agreements and operations of banks, state agents and dealers in secondary market of state
securities were submitted by separate regulations).

Regulation No 4/09 on “Requirements of the entities auditing financial activities of Reporting
Issuers” was approved. According to it only respectable, credible, reputable and not affiliated to
reporting issuer audit companies can audit the activities of reporting issuer, if they meet
requirements approved by this regulation. In the result of the implementation of this regulation
confidence of potential investors and interested parties towards the auditors will increase, hence
increasing confidence towards the reporting issuers, which in its turn will increase the confidence
towards investing in securities.

Amendments and addenda were introduced to Regulation No 4/02 “Main Prudential Standards of
Investment Companies; Floors and Ceilings; Accounting Procedure; Components Included in the
Calculation; Infringements of Prudential Standards”. The total and statutory capital requirements of
investment companies were changed in accordance with the rights rising from scope of their
services. Besides, capital adequacy requirement was introduced. As investment companies face the
same risks as the banks, prudential supervision systems of both banks and investment companies
were harmonized. The amended Regulation No 4/02 will enable the CBA to broaden the prudential
supervision framework of investment companies. The amendments will increase confidence
towards the investment company and in general will contribute to the financial stability.

Amendments were introduced to Regulation 4/03 “Procedure, Form and Periods of Filing Reporting
Forms Submitted to the CBA by Persons Rendering Investment Services”, Regulation 5/03
“Procedure, Form and Periods of Filing Reporting Forms Submitted to the CBA by Regulated Market
Operator”, Regulation 5/04 “Procedure, Form and Periods of Filing Reporting Forms Submitted to
the CBA by Central Depository”, purpose of which was to define a new reporting form for annual
state fee payment and payments to the office of financial ombudsmen. The new reporting form will
enable to monitor annual state fee payments and payments to the office of financial ombudsmen
of investment companies, regulated market operator and the Central depository.

Amendments and addenda were also introduced to

- Regulation No 4/01 “Licensing and Registration of Investment Companies, Registration of
Branches of Investment Companies and Foreign Investment Companies and Representations,
Procedure on Preliminary Consent to Obtain Qualified Holding in Statutory Capital of
Investment Companies, Procedure, Mode and Timeframe of Submission of Business Plans by
Investment Companies, Provision of Advice on Investment Services Rendered by Credit
Companies”,
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Regulation 5/01, “Registration and Licensing of Regulated Market Operator; Procedure for
Obtaining Preliminary Consent for Qualifying Holding in Statutory Capital of Regulated Market
Operator ; Procedure, Mode and Timeframe for Presentation of Business Plan”,

Regulation No 5/02 “Registration and Licensing of the Central Depository; Procedure for
Obtaining Preliminary Consent for Qualifying Holding in Authorized Capital of the Central
Depository; Procedure, Mode and Timeframe for Presentation of Business Plan”,

Regulation No4/05 “Testing of Qualification of Persons Rendering Investment Services,
Operator, the Central Depository Managers and Natural Persons Rendering Investment
Services; Themes of Qualification and Professional Capacity Tests”.

The abovementioned amendments and addenda were mainly made due to the necessity of forming
unified registration and qualification procedures in all financial organizations for the managers of the
financial organizations. In result, parallel to other financial organizations, amendments were
introduced to the registration and licensing regulations of investment companies, regulated market
operator and Central depository. Main amendments and addenda were as follows:

1.

2.

It was defined, that tests of candidates’ qualification and professional capacity will be carried
out by the CBA testing service or other organization approved by the CBA chairman.

The procedure of enrollment of candidates in examination and description of the examination
procedures were brought in line with “Regulation on Ordganization of Qualification Exam in the
Central Bank of Armenia”. And it was also defined, that the candidates can sign up for the
exam by phone or website, instead of submitting written letter.

It was defined, that certificates of the successful participants are both handed in paper form
and placed on the CBA web site (according to prior version of the regulation the certificates
were placed only on the web site)

Article was excluded from respective regulations, according to which the CBA could prohibit
candidates from taking exam, if their certificate was revoked in the last three years.

Taking into consideration that currently the CBA doesn’t prolong expiration of qualification
certificate without qualification test, the article, describing this process, was excluded from
Regulation No 4/05 and other regulations.

Taking into consideration article of law on “Amendments and addenda to the law on
Accounting of Republic of Armenia” stating that the financial institutions should file and
publish financial reports according to IFRSs, respective changes were introduced in the themes
of qualification and professional capacity tests.

It was defined, that the registration and professional capacity compliance test of insurance
companies’, investment companies’, regulated market operator's and Central depositories’
board members and board heads are carried out in one stage by conducting an interview at
the CBA board. Besides, it was defined that head of the board and board members have the
opportunity to register in the CBA without passing qualification and professional capacity
compliance tests, if the CBA board doesn’t find the interview necessary.
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8. In order to receive licenses through postal service the parties applying for license should
present information on their postal address.
At the same time amendments introduced to Regulations No 1, 13, 3/01,4/01, 5/01 and 5/02,

were aimed to define the procedure of registration of the brand names of banks, credit organizations,
insurance companies, investment companies, regulated market operator and Central depository. This
was conditioned by the relevant changes in the law of “Brand Names”.

Major changes in the regulatory framework of other financial system participants are as follows:

Based on the law “On Dissemination of Credit Information and Activities of Credit Bureaus” the
CBA board endorsed Regulation 9/01 “Licensing of Credit Bureaus; Requirements on the Premises,
Technical, Security and Software Adequacy of Credit Bureaus”. The regulation describes the list of
documents needed for getting license, bases for license rejection, form, procedure and scope of
information of the recordkeeping for credit bureaus, requirements on the premises, technical,
security and software adequacy, etc.

The CBA board endorsed Regulation No 9/02 “Terms and procedures of providing credit bureaus’
database to the CBA or other credit bureaus”. The regulation states, that credit bureau, before
termination of the license by the CBA board, transfers or provides the database to the CBA or other
credit bureau, if other credit bureaus refuse to accept or acquire the database. The regulation
before providing or transferring the full database, credit bureau should destroy all copies of
database and shouldn’t keep any data.

According to amendments introduced to Regulation No 13 “Registration and Licensing of Credit
Organizations; Recording of Branches and Representations; Consenting to the Acquisition of
Significant Participation in the Statutory Fund; the Qualification of Managers; the By-Laws of Credit
Organizations; and Requirements on the Place of Activities and Technical Adequacy of Credit
Organizations”

- The registration procedures of credit organizations’ and managers were made identical and
simpler by reduction of submitted documents and introduction of electronic submission of the
documents needed for registration.

- Head of the board and board members of credit organizations have opportunity to register at
CBA without passing tests on qualification and professional capacity. At the same time the
Central Bank can interview candidates to ensure their compliance with qualification and
professional capacity requirements.

- It was defined, that qualification and professional capacity tests of heads of credit
organizations will be carried out by CBA testing service. Paper based certificates will be
handed to all successful participants, at the same time the list of qualified participants will be
published on CBA homepage.
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Following amendments to Regulation 14 "Regulation of Activities of Credit organizations; Prudential

Standards for Activities of Credit Organizations" were endorsed:

- Credit organizations should have internal legal acts regulating guarantee issuance and service
activities. The legal acts at least should include terms of guarantee issuance and service.

- If credit organization, according to its charter, doesn’t attract funds through public offer,
outstanding amount of the guarantee issued to a single party and its affiliated parties should
not exceed total regulatory capital of the credit organization, and outstanding amount of the
guarantee issued to all parties should not exceed triple of the total regulatory capital of the
credit organization.

Central Bank board endorsed amendments and addenda to Regulation No 1, Regulation No 10 and
Regulation No 12 regulating the licensing procedures of banks, foreign exchange offices and
foreign exchange dealers. Amendments are mainly concerning the qualification and professional
capacity compliance tests and the registration of the candidates. In particular it was defined

- that the candidates can sign up for the exam only by phone or through website,

- paper based certificates will be handed to all successful participants,

- clause was excluded from the regulations, by which the CBA could deny the candidate to take
the exam, if candidates’ certificate was revoked in the last three years,

- According to amendments to Regulation No 12, foreign exchange dealers-brokers do not have
the right to operate in the premises of the organizations licensed by the CBA. Besides,
financial institutions, their affiliated parties, managers and employees of financial institutions,
and also shareholders and their affiliated parties are prohibited to work or be a participant in
foreign exchange dealer company.

By decree of the CBA board (84-N, 07.04.2009) amendments and addenda were introduced to
Regulation 11: “Licensing, Regulation, and Supervision of the Organization of Foreign Currency
Trading in the Republic of Armenia Territory” (endorsed by 444-N decree, 30.08.2005). The
amendments regulate the scope and procedure of information dissemination for foreign exchange
trading. The purpose of amendments is to reduce information asymmetry among market
participants and also bring the scope and procedure of information dissemination for foreign
exchange trading in line with scope and procedure of information dissemination for securities
trading.

Amendments were introduced to Regulation No 16: “Licensing of Money Transfer Organizations,
Registration of Branches and Representations, Regulation of Activities, and Qualification of
Managers” and Regulation No 17: “Licensing of Organizations Processing and Clearing Payment
Instruments and Settlement Documents, Registration of Branches and Representations, and
Qualification of Managers”. Amendments define the requirements for branches operating in the
premises of rural municipalities and offices of telecom operators. The hardware, software and
premises requirements for licensing stage were clarified.
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Consumer Rights Protection

e The CBA Board approved Regulation 8/02 “Calculation of Annual Percentage Yield (APY) in Banks”
resulting from the law “On Attracting Bank Deposits”. The law states that any public offer
concerning interest rate for attracting deposits should include note on annual percentage yield.
Regulation 8/02 defines the rules for APY calculation.

e The CBA Board approved Regulation No 8/03 “Information dissemination by banks, credit
organizations, insurance companies, insurance brokers, investment companies, Central depository
and clearing companies making money transfers”, which defines information dissemination
procedures of banks, credit organizations, insurance companies, insurance brokers, investment
companies, Central depository and payment system companies through their websites, mass
media, informative profiles and other channels(advertisements, posters, etc.).

e The CBA Board approved Regulation No 8/04 “Minimum requirements regulating procedure of
customer claims and complaints examination”. New regqulatory legal act was presented resulting
from law on “Financial Ombudsmen”. According to the law, financial organizations should have
internal legal acts regulating customer claims and complaints. Regulation 8/04 defines minimum
requirements and principles for the examination of customer claims and complaints submitted to
financial organization (except the parties with foreign exchange trade and payment system
licenses).

e The CBA Board approved Regulation No 8/05 “Communication terms, procedures, forms and
minimum requirements between bank and depositor, creditor and consumer”, which results from
the law “On Attracting Bank Deposits” and law “On Consumer Crediting”. The laws define certain
conditions for the communication between bank and depositor and between creditor and
consumer. Regulation No 8/05 defines the minimum requirements for communication between
abovementioned parties prior to, during and after the agreement signing and also the scope of
information to be disclosed during these stages.

In the view of consumer right protection a range of activities aimed at strengthening financial and
economic awareness were carried out:

1. A website for financial system consumers was launched (www.abcfinance.am). The website is
primarily intended for the persons without finance or economic education or work experience and
for sole entrepreneurs. The purpose of the website is to inform, explain and teach everyone
about the world of finance. The website mainly contains educational materials, information on
financial organizations and financial services. The website will continuingly be developed,
updated and improved by the CBA.

2. The Central Bank, in cooperation with “Youth Achievement” NGO, has organized “Economics and
finance” game-competition, the purpose of which was to encourage teaching of economics and
finance at schools.
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3.

4.

Popular brochures concerning the financial services were developed. Also electronic educational
materials (CDs) were developed, which are intended to be distributed in 2010.

An educational movie about payment cards was made. The movie was intended to present those,
who don’t have deep professional knowledge in finance, what payment cards are, what type of
payment cards exist, what the advantages of the cards are and in which cases and how the
payment cards can be used.
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SUPERVISION

IN 2009

The CBA performs an on-going supervision over the financial system participants for the purpose of
identifying and preventing excessive risk levels of the financial system participants, combating money
laundering and terrorism financing, protecting financial system consumer rights, preventing negative
speculative tendencies in securities market and etc. For that reason, the Financial Supervision
Department of the CBA performs off-site and on-site inspections of the financial institutions.

In 2009, the Financial Supervision Department performed 539 on-site inspections.

Tablel. On-Site Inspections and Workload of the Supervisors

2007

2008

2009

Number of Supervisors in the Financial Supervision
Department

Total assets of commercial banks, credit organizations,
insurance companies, securities market participants and

R NN | P

1.25 trillion

offices, pawnshops, payments system
organizations and other)

pawnshops (yearly average) drams drams drams
Average workload per supervisor of the Financial i i i 15.2 billion
Supervision Department i 9.1 billion drams i 13 billion drams i drams
Number of inspections performed during the year, 511 243 539

including: | | |

Comprehensive banking inspections 5 7

Targeted inspections in banks 40 10

Inspections to ensure compliance with - - 14

requirements of 13th article of regulation 1 in ' ' '

banks : i i

Credit organizations 5 5

Inspections to ensure compliance with ! . .

requirements of 4th and 10th articles of ! ! !

regulation 13 in credit organizations | | |

Insurance companies 8 8 4

Insurance brokers - - 1

Insurance agents - - 2

Inspections to ensure compliance with i - - 4

requirements of 7th article of regulation 3/01 in !

insurance companies ' ' '

Securities market participants 18 | 1 8

Other participants of financial market(exchange ! 435 | 216 | 490
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In 2009 on-site and offsite inspections of the CBA Financial Supervision Department focused on
the following areas:

risk management system,

system of internal control,

combat against money laundering and terrorism financing,

consumer rights protection,

integrity of corporate management principles,

IT sector,

assessment of asset quality,

transparency,

assessment of asset and liability management,

compliance of business operations with new legislative framework,

risk level of reinsurance,

organization and control of Prospectus and/or Trade Prospectus registration procedures,
control over protection of transparency, integrity and consistency of information subject to
dissemination by reporting issuers,

control over compliance of the business operations carried out by persons propounding
public offerings of securities with the provisions of legislation,

issues relating to grouping of securities market participants in compliance with the
requirements set forth by the law “On Securities Market”, in particular, authorization of
investment service rendered by commercial banks, registration and licensing of investment
companies, as well as compliance of their business operations with the basic requirements
of the legislation,

issues relating to introduction of the mechanisms for control over business operations and
market conduct of the securities market participants in compliance with provisions of the law
“On Securities Market”,

issues on introduction of mechanisms for control and prevention of abuses in securities
market (such as price abuse and misuse of insider information for business purposes),
issues on prevention of the securities market transactions carried out by non-licensed
entities,

compliance with the requirements relating to safe and sustainable business operation,
quality of rendered services,

other.

In comparison with 2008 mainly number of infringements relating to legislative issues(235 cases
were observed) rose in total number of infringements identified during on-site and off-site inspections
performed by the CBA Financial Supervision Department in 2009.
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Table 2. Infringements of financial institutions and penalties in 2009

i Commer- : Credit | Insurance ; Pawnshops Payment

i cial banks ! organizations companies ! ' system

' ' ' ' ' Companies*
Area of Violation
Accounting ] ] 17 | 14 | 2!
Asset classification norms 1 4 -
Legislation 98 | 85 | 198 |
Prudential standards 1 J 7 L - L
Incompliance with instructions 1 5
Reporting delays - 19 9
Inconsistent data 9. 208 | 28 |
Total regulatory capital 1 -
Credit register 11 i i

------------------------------------------------------------- ettt ettt bt eielebe el
Penalties | : |
Revocation of License - - 30 |
Fines imposed on organization 76 | 236 |
Fines imposed on managers - -

Remalty P J A B S
Warning 65 ! 99 '
Revocation of manager’s 1 r r
professional qualification license - J - L L
Termination of license - -
Cessation - 8 | i

* Organizations implementing payment instruments, carrying out money transfers, processing settlement documents and
performing clearing operations.
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STAFF TRAINING AND COOFPERATION WITH
SUPERVISORS OF OTHER COUNTRIES

With the view of enhancing efficiency of the financial system regulation and supervision processes,
in 2009 the CBA carried out consistent human resource development policy.

For the purpose of keeping up to date and strengthening professional skills of the staff, enhancing
their qualifications, studying international best practices and their local possible implementations in
Armenia, in 2009 CBA Financial Supervision Department employees participated in number of local
and foreign courses, on-job meetings and conferences. In 2009 CBA staff training activities were
supported by the International Monetary Fund, Toronto Center, Bank of International Settlements,
banks of Switzerland, Finland, Spain, France, Joint Vienna Institute, European Bank of Reconstruction
and Development, German Bundesbank, the Bank of England training center, the USA Federal Reserve
System, central banks of Netherlands, Kazakhstan and Russian Federation, national banks of Poland
and Czech Republic etc. Topics covered in training courses, conferences and seminars on exchange
of work experience, conducted by abovementioned institutions, related to financial stability and anti-
crisis management issues, actual issues related to banking, insurance, supervision of securities
market participants, risk management and assessment, implementation of new supervision
procedures, reforms in the financial system regulation, combating money laundering and terrorism
financing.

During the year of 2009 the major topics of the CBA staff training included “Financial Crisis and
Monetary Policy”, “Financial Stability”, “Challenges of Financial Sector”, “Crisis Readiness”, “Financial
Supervision”, “Financial Programming and Policy”, “Major Supervision Issues”, “Stress Testing for
Banking Sector”, “Macro Stress”, “Risk Based Supervision”, “Profound Risk management”, “Trade
Prospectus and Market Infrastructure”, “Securities Market Development”, “Supervision of Payment
System Organizations”, “Payment System Assessment Simulation”, “Organization and Regulation of
Mandatory Insurance System”, “Pension Fund Supervision”, “Network security”, “Combat Against
Money Laundering and Financial Violations”, etc.

Already in 2007 in line with endorsement of international experts, the CBA took a decision,
according to which highly experienced supervision specialists of the CBA have to arrange training
courses in order to share their experience and knowledge with the younger colleagues. This process
continued also in 2009.

In 2008 several specialists from the CBA attended the training course named “FSI connect”,
arranged by the Swiss Financial Stability Institute (FSI) in an on-line format, which was conducted in
the CBA premises. Training included the following range of subjects: “Capital and Basel 2”, “Credit
Risk”, “Market Risk”, “Operational Risk”, “Accounting”, “Clearing Systems” and “Other Supervision
Issues”, “Insurance”. Each subject is delivered at three levels - fundamental, intermediate and
advanced.
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The CBA employees also visited central banks of other countries, in order to get acquainted with
their experience.

In 2009 CBA continued multilateral and bilateral cooperation with international and foreign
organizations.

During the year IMF delegations and consultants of monetary policy, statistics, banking supervision
and financial operations fields visited the CBA within the scope of IMF/WB technical support. In
October 9-12 International Monetary Fund delegation of seven executive directors paid an
introductory visit to CBA.

In 2009 the CBA continued the process of signing agreements and memorandums of
understanding (MOUs) between each other within the framework of the intergovernmental
committees. In pursuance of economic and technical cooperation agreement between Governments
of Republic of Armenia and Peoples Republic of China signed on 11" of September 2009 in Beijing,
Central Bank of Armenia and Chinese Development Bank Corporation signed agreement concerning
banking accounting procedures.

With the view of expanding operational cooperation and conducting negotiations, in 2009 the CBA
visited the vice-president of Black Sea Trade and Development Bank, USA Federal Reserve System
consultant, and also experts from “Kusters Engineering BV” company, Head of Warsaw stock
exchange, experts from International Financial Corporation, European Council MONEYVAL
representatives, experts of NASDAQ and OMX companies, experts from “FITCH Ratings”, “Moody’s
Investors Service Co”, experts from Citibank, experts of De La Rue Cash Systems company, USAID
experts, experts from IMF Statistical Mission (ROSC), experts of Spanish DFC Group, S.A.U company,
etc.

In 2009 following events took place in Armenia:

e meeting of banking and finance working group of Black Sea Economic Cooperation
Organization,

e X session of council of heads of securities market regulators of CIS member countries,

e IV plenary meeting of Commonwealth of Independent States Payment Initiative working group,

e X anniversary session of council of heads of securities market regulators of CIS member
countries.

The CBA employees participated in international banking and financial conferences, annual
meetings, forums, “round table” sessions, consultations, exhibitions and working seminars, where
they presented reports and speeches.

The events at which the CBA representatives participated include inter alia international conference
“10 Years of European monetary unit, Legal prospects” held in Germany by European Central Bank,
international symposium “Impact of Financial Crisis on Economies of Central Asian and South
Caucasian Countries” held in Kyrgyzstan by National Bank of Kyrgyzstan and IMF, session of
Coordination Council of central banks of Eurasian Economic Cooperation member countries held in
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Russian Federation, meeting of EGMONT group members in Qatar, meeting of European Council Anti-
Money Laundering and Combat Agdainst Terrorism Financing MONEYVAL committee held in France,
meeting of board of directors of Black Sea Trade and Development Bank (BSTDB) held in Greece,
annual meeting of HSBC investors and issuers held in UAE, European banking and finance forum in
Czech Republic, conference “Redefining the image of payment systems” held by World Bank in South-
African Republic, central bank reserve management executive forum held by World Bank in USA
within the framework of RAMP program, group meeting of Central and Eastern European banking
supervisors in Belarus, the annual meeting and business forum of the European Bank of
Reconstruction and Development Board of Governors in UK, “Regulation, management and investment
policy of investment pension funds” symposium held by World Bank treasury in Indonesia, the session
of the Club of Governors of the Central Banks of the Central Asia, the Black Sea and the Balkan
countries in Kyrgyzstan and Kazakhstan, session of Intergovernmental Currency Committee in Russian
Federation, the annual meeting and the technical assistance program of governors of the countries
under the Netherlands umbrella of the International Monetary Fund and the World Bank in
Montenegro, working meeting of Interstate bank experts in Russian Federation, the annual meeting of
the Bank of International Settlements Irving Fisher Committee in South-African Republic, German-
Armenian foundation board meeting in Germany, annual meeting of presidents of national
associations of SWIFT users and members and SIBOS annual conference in Hong-Kong, the annual
meeting of the International Monetary Fund and the World Bank Board of Governors in Turkey,
conference of member countries of EU anti-corruption initiative in France.

The CBA always stressed the significance of process of lifelong training and education of the staff,
in cooperation with foreign partners, which significantly facilitates development of financial regulation
and supervision.
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FINANCIAL INSTITUTIONS IN 2009

COMMERCIAL BAINKS
GENERAL PROVISIONS

Domestic banks

As of end of December 2009, there were 22 commercial banks operating in Armenia, with 394
branches (10 more branches than in the previous year).

Level of financial intermediation of banking sector has increased considerably, although it is
dgenerally lower, than the same indicator of other countries. Parallel to the growth of banking system
assets, economy has encountered reduction of nominal GDP, which in 2009 resulted in rise of the
Banking Assets/GDP ratio for 13.8 percentage points totaling 41.9 percent. Ratio of banking loans to
GDP rose for 5.3 percentage points and totaled 22.2 percent.

Banking system concentration

Indications of banking system concentration reduction were observed in 2009. The Herfindahl-
Hirschman Index of Concentration®> stayed unaffected or dropped (total liabilities and loans to
economy concentration indicators). According to indicators presented in Table 3, Herfindahl-
Hirschman Index of Concentration is set within 0.06-0.1 range, reflecting a comparatively low level of
concentration in the banking system.

Table 3. The Herfindahl-Hlirschman Index of Concentration

Indicators 5 51.12.07 51.12.08 51.12.09

Total assets L 0.08 L 0.07 L 0.07

Total liabilities L 008 | 008 | 007
Total capital T 007 | 006 | 0.06
Loans to economy ________TTTRAYTT 009 | 7 008 | 0.07
Time deposits of natural and legal persons 1 000 | 000 | 0.09
'gﬁiﬁi}é{e&;{{;E)'f}iéiil;;;i and legal persons (including bank """"" o1l """"" o010 """"" oo

2 The Herfindahl - Hirschman Index of Concentration can have values within the range of O-1 and describes the level of
concentration (values close to 0O indicate low level of concentration).
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Throughout the year, the polarization among the banks contracted a little. At the beginning of the
year the share of the 10 largest banks’ total assets in the total assets of the banking system was 76
percent and the share of the 4 largest banks’ total assets within those was 44 percent, while at the
end of the year those figures totaled 76 percent and 40 percent respectively. For all indicators
presented in Table 4 polarization level for 4 largest banks contracted.

Table 4. Banking sector concentration level (in %)

Indicators 31.12.07 31.12.08 31.12.09
Total assets

CC 4 (share of assets of the 4 largest banks’ assets within total assets of the

banking system) 45 44 40
CC 10 (share of assets of the 10 largest banks’ assets within total assets of

the banking system) 77 76 76
Total liabilities

CC 4 46 46 41
cCc 10 80 80 80
Total Capital

CC4 41 38 36
cC 10 67 66 64
Loans to economy

CC4 50 48 39
CC 10 83 79 76
Time deposits of natural and legal persons

CC4 41 40 37
cC 10 81 79 81
Demand deposits of natural and legal persons (including bank accounts)

CC4 51 47 47
cC 10 81 78 82

The level of competitiveness in the Armenian banking system during 2009 was assessed based on
the model designed by Panzar and Ross’. Panzar-Ross model was used to assess the impact of
expense factors on interest income, such as impact of wage expenses, fixed assets and interest
expenses, using the banking system data for 2004-2009. The value of H-statistic* indicator, which is

J Panzar and Ross model is based on the theoretical models for competition, monopolistic competition and monopoly.
According to the model, the growth of input factor prices in monopolistic market leads to the growth of marginal expenses,
which leads to the reduction of yield and total income (because the participants are willing to reduce the acquisition of input
factors at high prices). In the competitive market, the growth of input factor prices leads to the same growth of marginal
expenses and income. In an oligopolic competition environment, the growth of input prices results in a smaller non-
proportional growth of income.

* The value of H-statistic, calculated using Panzar and Ross model, reflects the level of market competitiveness. Where the H-
Statistic value is close to I, market is considered perfectly competitive, the O<H<1 range reflects oligopolic competition, while
the value of H-statistic below zero means the market is monopolistic.
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the sum of ratios assessing the impact of expense factors on interest income, is 0.3 for Armenian
banking sector. This shows the existence of oligopolic competition elements.

BANKING SYSTEM CAPITAL
Capital Growth Trends

Over the reporting year, total capital of the banking system grew by 18.2 percent (42.8 billion
drams), and totaled 278.4 billion drams. Growth of the total capital was mainly driven by the growth
of the banking system profit and statutory capital. In 2009, 8 banks increased their statutory funds, in
overall by 36.1 billion drams. Despite international financial crisis, even international investors have
considerably increased their presence in Armenian banking system. The major share of the growth
(28.6 billion drams) was conditioned by the financing from foreign sources, as a result of which the
share of non-residents within the total statutory capital of the banking system grew for 6.3 percentage
points and totaled 74.0 percent at the yearend against 58 percent in the beginning of the year.

Chart 1. The Structure of the Banking System Total Capital

31.12.2008 31.12.2009
4 4
4.9% . 5.0%
5 25.5%
27.6%
2
; 2.9%
2 /

2.7% 64.8% 67.8%

1. Actually paid-up statutory capital, 2. General reserve,
3. Retained profit (over the current and the previous periods), 4. Other

According to supervision reports in 2009, net profit of the banking sector totaled 8.6 billion drams,
meanwhile, according to financial statements in compliance with IFRSs, net profit totaled 15.4 billion
drams®. The growth of total liabilities was 14.6 percentage points more than the growth of total
capital. As a result, total capital to total liabilities ratio (leverage) dropped by 3.3 percentage points
and totaled 26.6 percent at the end of the year.

> The main difference between net profit in supervision reports and IFRS is mainly due to the fact that according to IFRS 1%
allocations to reserve for possible asset losses for standards loans are not considered as an expense
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Banking system capital adequacy

In comparison with number of countries capital adequacy of Armenian banking sector is
considerably high. High level of capital adequacy allows the banking system to neutralize the risks
using their own resources. In the light of global financial crisis none of Armenian banks faced the
problems of insolvency, which was mainly due to high level of capital adequacy. Growth rate of
regulatory capital of banks exceeded growth rate of assets, which resulted in increase of prudential
capital adequacy ratio by 0.9 percentage points totaling 28.4 percent(prudential minimum
requirement is set 12 percent)

Chart 2. Total Capital Adequacy of Banks®
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Shareholders of commercial banks

Out of 22 commercial banks operating in Armenia, only one bank is a limited liability company, 3
are open joint-stock companies and 18 are closed joint-stock companies.

Participants (shareholders, equity holders) of the Armenian banking system are 1,642 natural and
legal persons, of which 83 are non-residents. Except 3 banks, which have a status of open joint-stock
company, participants of the remaining 19 banks are 66 natural and legal persons, out of which 34
are non-residents. In six banks, 100 percent of shares are owned by a single person (one resident
legal person, four non-resident legal persons and one non-resident natural person), while in 10 other
banks a single shareholder owns more than 50 percent of the shares.

6 In charts with individual banks, the same order 1-22 banks is not preserved throughout the document
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BANKING SYSTEM LAIBILITIES

Borrowed funds

In 2009, total liabilities of the banking system grew by 32.9 percent (259.3 billion drams) and at
the end of the year totaled 1 trillion 47.6 billion drams.

Financial crisis noticeably contributed to dollarization growth, as the reduction of net remittances
and decrease of export mainly due to fall of copper and molybdenum prices resulted in foreign
exchange pressures and Armenian dram devaluation. As a result, dram liabilities dropped by 4.2
percent, while foreign exchange liabilities grew by 63.1 percent, in the aftermath of which the share of
dram liabilities at the end of the year fell by 12.5 percentage points and totaled 32.4 percent.

Chart 3. Banking System Liabilities
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The growth of liabilities was mainly driven by the growth of total deposits (177.3 billion drams),
liabilities to the government (51.4 billion drams) and liabilities to other non-bank financial
organizations (27.2 billion drams). Liabilities to the government mainly grew as a result of various
credit programs aimed at enhancing economic stability, which were implemented by the government
through intermediary of banking system.

Total deposits (term and demand), attracted from natural and legal persons, grew by 39.5 percent
and at the end of the year totaled 626.8 billion drams. The growth of foreign exchange deposits was
the main source for total deposit growth. Foreign exchange deposits increased by 100.3 percent
(231.8 billion drams), while dram deposits decreased by 24.9 percent (54.5 billion drams).

Over the reporting year, demand deposits of natural persons and legal entities grew by 29.6
percent (by 37.0 billion drams) and 46.3 percent (28.6 billion drams) respectively. The number of
current accounts held by the legal entities grew by 18.7 percent, while the number of current
accounts of natural persons grew only by 15.3 percent resulting in increase of the volume of natural
persons’ accounts.
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Chart 4. Demand Deposits
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The volumes of natural persons’ and legal entities’ time deposits grew by 51.6 percent (by 30.2
billion drams) and 33.6 percent (by 43.7 billion drams) respectively, while the number of term

accounts grew by 31.1 percent and 13.3 percent respectively, reflecting certain trends of the time
deposits enlargement both in terms of natural and legal persons.

Chart 5. Time deposits
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Loro correspondent accounts of the banks dropped by 24.8 percent (by 18 billion drams). At the
end of the year, 46 percent of loro accounts were the share of non-resident banks. 54 percent of non-
resident banks’ loro accounts belonged to Russian banks, while 38 percent to the Iranian banks.
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Structure of banking system borrowed funds

As of December 31, 2009, the share of the income-bearing liabilities within the total liabilities of
the banking system totaled 96.1 percent (compared with 95.0 percent in the previous year). Excluding
low cost demand deposits, the share of cost incurring time deposits stayed almost the same
compared to the previous year, reaching 70.2 percent (70.1 percent previous year) by the end of the
year.

Chart 6. Structure of the Banking System Total Liabilities

31.12.2008 31.12.2009

23.7%

1. Bank correspondent accounts, 2. Other liabilities to banks (including CBA) and other financial institutions,3. Demand
liabilities, 4. Time deposits, 5. Liabilities to the Republic of Armenia government, 6. Interests payable, 7. Other liabilities

Within the structure of Armenian banking system’s total liabilities share of liabilities to banks and
other financial institutions shrank, while share of liabilities to the government increased.

At the end of 2009, 26 percent of the borrowed funds were on demand terms (deposits, banking
accounts, correspondent accounts and etc.), 53 percent were time deposits with a maturity of up to 1
year, and 21 percent were time deposits with a maturity of over 1 year.

Commercial banks’ customers

During 2009, the number of customers serviced by commercial banks grew by 11.9 percent (by
120.7 thousand), of which the number of legal entity customers grew by 16.0 percent (by 8.2
thousand), and the number of natural person customers grew by 11.7 percent (by 112.4 thousand).

By the end of the year, the number of natural person customers totaled 1 million 76.1 thousand,
while the number of legal entity customers grew by 59.6 thousand.
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Over the year, the number of banking accounts (current and term) grew by 11.3 percent and
totaled 1.5 million, out of which 77 percent were current accounts and 23 percent were term
accounts. The number of accounts of legal entities grew by 11.0 percent or 11.5 thousand and totaled
1,068.1 thousand by the end of the year. The number of accounts of natural persons grew by 11.4
percent or by 145.5 thousand and by the end of the year totaled 1.4 million.

BANKING SYSTEM ASSETS

Growth trends of financing provided by the banking system

Over 2009, total assets of the banking system grew by 29.5 percent (by 302.1 billion drams), and
totaled 1 trillion 326 billion drams at the end of the year.

Chart 7. Total Assets of the Banking System
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Growth of assets was mainly driven by growth of nostro accounts (including in Central Bank) and
loans to economy.

During 2009, loans to economy (including loans to legal entities and natural persons) increased by
14 percent (86.6 billion drams) and totaled 703.4 billion drams. Growth was solely driven by 36.7
percent growth of loans to legal entities, whereas loans to natural persons dropped by 7.3 percent. It
is notable that, the growth was observed in second half of the year. During the first half of the year
banks were getting adjusted to new challenges and risks of financial crisis and showed prudence while
lending. And only from second half of the year the lending market significantly livened up.
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Chart 8. Banking System Assets
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Correspondent accounts held in the CBA and other claims to CBA grew by 5.3 percent (by 88.7
billion drams); nostro correspondent accounts and other claims to other banks grew by 57.2 percent
(by 54.5 billion drams). Nostro correspondent accounts had a high level of concentration, both in
terms of geographic breakdown and residency. At the end of the year, 99.1 percent of correspondent
accounts were kept in non-resident banks (compared with 96.2 percent in the previous year). The
shares of correspondent accounts held in American, German and Russian banks within the total
accounts of non-resident banks were 38, 23 and 15 percent respectively (compared with 40, 15 and
11 percent as of 31.12.2008). The rest of accounts (24 percent) are held in the banks of other
countries.

Volume of investments in government securities increased by 34.6 percent during the year, and at
the end of the year totaled 109.2 billion drams. The volumes of investments in other securities grew
by 27.6 percent and at the end of the year totaled 4.3 billion drams.

Over the year, the banking system’s fixed assets grew by 18.4 percent and at the end of the year
totaled 61.3 billion dram, or 22.0 percent of total capital. It is remarkable that the amount of fixed
assets is considerably smaller than the amount of total capital in all Armenian commercial banks.

Structure of the financing allocated by the banking system

In conditions of careful lending policy adopted by banks during the crisis, as opposed to high
return assets, low return and highly liquid assets registered rapid growth. As a result, as of
31.12.2009, the share of assets with high return within total assets totaled 72.6 percent (compared
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with 78.3 percent as of 31.12.2008). If correspondent accounts with low return are excluded, the
share of other high return assets would be 68.9 percent (compared with 72.0 percent at end-
December 2008).

Chart 9. Structure of the Banking System Assets
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Within the structure of assets, the share of claims (including correspondent accounts) to the banks
(including CBA) increased considerably and the share of loans to natural persons shrank. In 2009, the
maturity structure of the allocated funds remained almost unchanged. As of December 31, 2009, 25
percent of the allocated funds were on demand terms, 37 percent had a maturity of 1 to 12 months,
and 38 percent had a maturity over 1 year, or were on demand terms (compared with 23, 40 and 37
percent, respectively in the previous year).

Banking system credit investments (total loans, leasing, factoring and loans and deposits in
financial organizations)

Banking system credit investments grew by 23.9 percent (155.5 billion drams) and totaled 806.2
billion drams. Dram credit investments shrank by 7.0 percent, while foreign exchange credit
investments grew by 72.9 percent. As a result, the share of dram credit investments within total credit
investments decreased by 15.3 percentage points and at the end of the year reached 46.0 percent.

Credit investments to non-residents increased by 656.3 percent and totaled dram 59.9 billion,
while credit investments to residents grew by 16.1 percent and totaled 746.3 billion drams.
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During 2009, sector growth of credit investments was observed in all sectors except the consumer
loans. In general the year was uncharacteristic from the point of view of changes of sector structure. If
until 2009 consumer loans prevailed in the structure of loans, during the current year mainly industry
lending rapidly grew increasing its share in loan portfolio. This trend will support the economic growth
and eventually long-term development of banking system. Industry lending grew by 71.2 percent (61.1
billion drams), agriculture 21.1 percent (7.7 billion drams), construction 37.1 percent (14.7 billion
drams), transport and communications 50.7 percent (5.2 billion drams), trade 10.2 percent (13.5
billion drams), public catering and other public services 30.0 percent (6.8 billion drams), mortgage
loans 0.4 percent (0.3 billion drams) and other sectors 30.0 percent (1.8 billion drams). Consumer
loans shrank by 21.8 percent (38.1 billion drams).

Chart 10 Volumes of Loans Extended to Residents and Receivable Debts
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Banking system loans are mainly concentrated within industrial, trade, consumption and real estate
sectors.

The Herfindahl-Hirschman concentration coefficient of banking lending to the economy dropped
compared with the previous year (by 0.024) and totaled 0.141, mainly due to the decrease of
consumer loans that had a large share in total loans. The average concentration by banks was 0.175,
which shows a relatively high level of the sectoral concentration of lending in a number of banks.

Long-term loans (with the maturity of 1 year and more) prevailed in total credit investments and its
share totaled 69.9 percent.
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Chart 11. Structure of Loans Extended to Kesidents and Receivable Debts by Sectors of Economy
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The share of long-term loans within loan portfolio grew. The long-term target loans, provided by the
mediation of the banks within the framework of projects supported by the international financial
institutions, partly contributed to the satisfaction of demand on long-term loans. As of 31.12.2009, 18
banks and 6 credit organizations operating in Armenia serviced nearly all the credit projects supported

by the following international financial institutions:

v' the World Bank,
German-Armenian Fund,
International Development and Communication Corporation,
European Bank of Reconstruction and Development,
International Fund of Agricultural Development,
International Migration Organization,
Asian Development Bank,
Black Sea Trade and Development Bank,
OPEC International Development Fund,
International Financial Corporation,
Other international financial institutions.
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In 2009, loans, provided by the banks within the framework of the projects supported by foreign
institutions, grew by 7 percent and at the end of the year totaled 89 billion drams. As of December
31, 2009, the share of the overdue loans within abovementioned loans was 1.3 percent. Around 86
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percent of the loans had a maturity over one year, 9 percent had a maturity from 6 months to one
year and 5 percent up to 6 months.

As of December 31, 2009, the major sectors that received loans were the trade sector (32
percent), industry (22 percent), agriculture (14 percent) and mortgage loans (9 percent).

Quality of credit portfolio

Rapid growth of loans during previous years and the impact of financial crisis created pre-
conditions for deterioration of loan quality, although significant loan quality deteriorations were not
observed during 2009. During 2009, the share of non-performing loans (watched, sub-standard and
doubtful) grew by 0.4 percentage points and totaled 4.8 percent and the share of non-performing
assets (loans and receivables) grew by 0.3 percentage points and totaled 4.2 percent. The amount of
non-performing loans and receivables grew by 8.0 billion drams and totaled 36.9 billion drams, while
the amount of standard assets grew by 137.1 billion drams and totaled 839.7 billion drams. During
the reporting year, the share of non-performing assets within the total assets grew by 1.5 percentage
points and totaled 3.9 percent.

At the end of the year, 0.4 percent of the non-performing assets belonged to non-residents, while
99.6 percent belonged to residents. Within the sectoral structure of resident loans the share of non-
performing assets was relatively high in the construction sector (7.4 percent), trade (6.7 percent) and
mortgage (6.8 percent).

Chart 12. Banking System Non-Performing Assets
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7 According to IMF methodology 90 day overdue assets are included into non-performing assets (including “hopeless”). Taking
into consideration this approach non-performing loans/total loans ratio would be 6.1 percent.
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BANKING SYSTEM FINANCIAL PERFORMANCE

Banking System Frofitability

In 2009, profit of the banking sector according to supervision reports totaled 8.6 billion drams®.
During the year, 14 banks operated with profit, with the total amount of net profit totaling 12.4 billion
drams. According to IFRS net profit totaled 15.4 billion drams, Return on Assets (ROA) totaled 1.3
percent and Return on Equity (ROE) 6.2 percent.

Chart 13. Profitability for 14 Profitable Banks
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2009 was packed with crisis challenges for banking sector. Because of economic slump, decline of
remittances and factor returns, depreciation of national currency the level of expenses related to
credit and foreign exchange risks increased. In result, compared with the previous year, the banking
system profitability indicators were considerably lower. Although it is remarkable that the risk level
kept within manageable bounds and none of the banks faced liquidity and insolvency problems. In
2009 banking system return on assets (net profit to average annual assets ratio) totaled 0.7 percent,
while return on equity (net profit to average annual equity ratio) totaled 3.4 percent (in 2008 3.0
percent and 13.4 percent respectively). Over the year, banking system net operational margin®
dropped by 1.6 percentage points and totaled 2.9 percent.

8 The main difference between net profit in supervision reports and IFRS is mainly due to the fact that according to IFRS 1%
allocations to reserve for possible asset losses for standards loans are not considered as an expense.
9 Net operational margin is equal to the net interest and net non-interest income to average annual total assets.
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The Herfindahl-Hirschman index of concentration for 14 banks that operated with profit grew by
0.035 over the previous year and totaled 0.156. This indicator reflects a slight increase of
concentration level in the banking sector in regard to profit.

Structure of Income and Expenses

As a result of credit risk growth in 2009 conditioned by global crisis considerable increase of the
share of recoveries on the reserve for possible asset losses and the provisions to the possible asset
losses reserve within the structure of income and expenses was observed.

Compared with the previous year, gross income in 2009 grew by 25.2 percent (or by 43.1 billion
drams), while gross expenses grew by 47.6 percent (64.9 billion drams).

Chart 14. Banking System Income and Expenses
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Within gross income, interest income grew by 21.4 percent; non-interest income fell by 10.4
percent, while recoveries on the reserve for possible asset losses grew by 64.4 percent.

Compared with the previous year, interest expenses grew by 52.0 percent, non-interest expenses
by 8.6 percent, while the provisions to the possible asset losses reserve grew by 90.4 percent.

As a result of the growth of the mentioned income and expenses, the share of recoveries on the
reserve for possible asset losses in total income grew by 7.5 percentage points, while the share of
provisions to the possible asset losses reserve in total expenses grew by 9.9 percentage points.

The growth of the banking sector interest income was mainly driven by 21.4 percent growth of
income on loans provided to economy. The share of income on loans to economy within total interest
income stayed unchanged totaling 83.8 percent.
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Chart 15. Structure of Banking Sector Income and Expenses
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The decline of the banking sector non-interest income was mainly driven by the loss of foreign
exchange revaluation. The share of income on intermediation fees within non-interest income was
48.7 percent, while the share of income on foreign exchange trade was 43.6 percent.

The growth of the banking sector interest expenses was mainly driven by 54.1 percent growth of
interest expenses on time deposits, the share of which within total interest expenses was 51.1
percent.

The growth of the banking sector non-interest expenses was mainly driven by 27.0 percent growth
of rent on bank building and other fixed assets and by 40.1 percent growth of wages and other
payments deemed equal thereto. Those components accounted for 5.5 and 43.3 percent of non-
interest expenses respectively. In 2009, the growth of the banking sector average wages continued.
Parallel to 2.9 percent growth of wages, the number of employees in the banking sector stayed almost
unaffected.

BANKING SECTOR FINANCIAL RISKS

The global financial and economic crisis had an impact on Armenian banking system starting from
the fourth quarter of 2008. Although during 2009 losses associated with credit and foreign exchange
risks slightly increased, the risks of the Armenian commercial banks were at a manageable level and
the financial stability was not undermined.

>37



Credit risk

Rapid growth of lending in the recent years and the impact of the global financial and economic
crisis on Armenian economy had little influence on the quality of loans. In 2009, the share of non-
performing loans (“watched”, “sub-standard” and “doubtful” loans) grew by 0.4 percentage points.
During the first half of 2009 both the banking system and borrowers exhibited cautious behavior, as a
result of which the activity of credit market declined. But starting the second half of 2009 significant
activity was observed in credit market, which was facilitated by stable income expectations of the
borrowers by banks and borrowers themselves, expanding monetary policy and by government
facilitated programs. It is remarkable, that in the first half of the year the share of non-performing
loans rose up to 10 percent, while in the second half it declined and totaled only 8 percent of total
loans.

Non-performing assets (loans and payables) totaled to 14.3 percent of the total capital (13.5
percent in the previous year). Assuming the exclusion of 9.3 billion dram possible asset losses reserve
from 36.9 billion dram non-performing assets, the remaining part of the non-covered non-performing
assets will be equal to 10.7 percent of the regulatory capital, which means that in the worst scenario,
when all classified assets are written off (the value of collaterized assets is not considered) the
financial stability of the banking system will not be undermined. Prudent credit risk management is
significantly distinguished among risks management issues present at financial system.

Chart 15. Prudential Requirements by Banks
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During 2009, the share of net provisions to reserve within total assets grew by 1.1 percentage
points and totaled 1.6 percent.
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Concentration of credit investments by sectors of economy declined as the volume of consumer
loans dropped, which had the biggest share at the beginning of the year. Meanwhile loans to industry
sector, which had fewer shares, grew rapidly'°.

As of December 31, 2009, the banking system capital adequacy ratio totaled 28.4 percent,
maximum risk per single borrower 15.9 percent of regulatory capital, per large borrowers 104.5
percent, per single related party 2.9 percent and per all related parties 8.7 percent. These indicators
prove that the risks are manageable.

Foreign exchange risk

In 2009, the average nominal exchange rate of Armenian dram against US dollar depreciated by
15.8 percent. The indications of financial crisis impact on Armenian banking and real sectors were
possible to observe already in the last quarter of 2008. At the beginning of 2009 the major issue of
CBA monetary policy was the combination of problems of price and financial stability issues. For
neutralizing foreign exchange liquidity and capital risks caused by national currency depreciation
pressure, outflow of savings from financial system and conversion of dram deposits to dollar, the CBA,
starting the beginning of 2009, increased its presence in foreign exchange market trying to stabilize
foreign exchange rate. During January and February the CBA was rather active in Armenian financial
market allowing banks to secure their financial positions and withstand the pressures caused by
global crisis. At the beginning of March, when the financial system was sufficiently capitalized, liquid
and ready to withstand challenges of financial crisis, the CBA stopped the intervention, which resulted
in a new equilibrium level of foreign exchange rate.

As a result in 2009, compared with previous years the foreign exchange risk losses were higher.
Reflected by the fluctuations of the dram exchange rate against other currencies, the banking system
incurred 5.7 billion dram currency revaluation loss, which was equal to 2.2 percent of the banking
system regulatory capital (the loss of the previous year was equal to 0.4 percent of the banking
system regulatory capital). Loss from revaluation of currency was observed in 14 banks, while 8
banks had revaluation profit. It is worth mentioning that during 2009, the banking system had 13.8
billion dram income from foreign exchange trade (5.7 percent drop compared with the previous year).

Calculations in accordance with the foreign exchange risk assessment VAR (Value at risk)
methodology as of December 31, 2009, show with 95 percent probability that possible daily losses on
currency revaluation will not exceed 2 billion drams''.

Liquidity risk
In 2009, as a result of more cautious credit policy the growth rate of assets (29.5 percent) more

than twice exceeded the growth rate of loans (14 percent). As a result, the level of liquidity rose
considerably. In 2009 the liquidity of banking system was at rather high level.

10 See Chart 11(Structure of Loans Extended to Residents and Receivable Debts by Sectors of Economy)
' During loss calculation by VaR model it is assumed that the foreign exchange positions of the banking system will stay
unchanged
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Chart 16. Liquidity Indicators of Banks
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Over the year, the volume of highly liquid assets of the banking system expanded by 88.8 percent
and totaled 420.8 billion drams. Subsequently, the banking system total liquidity prudential (highly
liquid assets to total assets ratio) and current liquidity prudential (highly liquid assets to demand
liabilities ratio) grew respectively by 10.6 and 37.7 percentage points and totaled 34.4 and 140.8
percent.

Total and current liquidity indicators were above the prudential standard margin and did not pose
liquidity risks.

From the liquidity point of view, because of comparably small volume of shortterm external
liabilities, Armenian financial system didn’t face the problem of resource outflow from the local
economy. It is also emphasized that liabilities would not fully rely on large depositors and
concentrations of the banking system liabilities would be excluded. Over 2009, the share of “large”
liabilities'? grew by 0.2 percentage points and totaled 32.9 percent.

Price risk
Price risk in the Armenian banking system is at a low level. In 2009, the banking system practically
did not incur losses associated with price risk.

At the end of the year, banking system investments in relatively risky non-government securities
totaled 4.3 billion drams, or 1.7 percent of the regulatory capital, and therefore even sharp

2 The sum of all the funds, which all separately exceed 5 percent of the bank’s total liabilities, without taking into account their
interrelation.
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fluctuations of prices on these securities would not have a strong adverse impact over the banking
system. The share of assets kept for trade and available for sale in total assets is rather small and the
price risk is assessed quite low.

Revaluation of the financial assets kept for trade and available for sale resulted in 6 million dram
loss (0.02 percent of regulatory capital), while revaluation of the fixed assets resulted in 288 million
loss (0.1 percent of regulatory capital).

Minor fluctuations of prices on the fixed assets would not lead to high losses either. Assuming that
market prices on the fixed assets drop by 30 percent, the real estate revaluation losses of the banking
system would be equal to 5.9 percent of regulatory capital. As of end-December 2009, the value of
the fixed assets totaled 61.3 billion drams.

The impact of real estate price drop on credit portfolio was also assessed (from point of credit risk
view). According to stress tests, a failure to recover 100 percent of vulnerable credit portfolio'®, given
30 percent devaluation of market prices on real estate, could lead to 5.3 percent loss(taking into
consideration selling off collaterized fixed assets at depreciated price ) of the total banking system
regulatory capital.

Interest rate risk

Parallel to the slight growth of the average maturity on assets, average maturity on liabilities grew
as well.

Interest rate risk of the banking system is at a manageable level, as the average maturity of assets
and liabilities is short, hence, in case of changes in market interest rates, the banking system can
quickly respond and modify interest rates. Over the recent years, the weighted average maturity gap of
the banking system assets and liabilities almost did not change, remaining around 6 months range.

According to the calculations of interest rate risk based on duration methodology, 2 percentage
points growth of total market interest rates (both assets and liabilities), would narrow economic value
of the banking system capital by 1.5 billion drams or by 0.6 percent of requlatory capital.

3 Vulnerable credit portfolio is the sum of the balance on loans with book value exceeding 30 percent of the devaluated value
of real estate collaterized against them.
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CREDIT ORGANIZATIONS

GENERAL PROVISIONS

Domestic credit organizations

In 2009, four companies were granted with the license for carrying out credit organization
business activities, namely “National Mortgage Company”'* CJS universal credit organization, “SME
Investments” CJS universal credit organization, “Fides Mortgage Company” CJS universal credit
ordganization and “Credit Union” CJS universal credit organization. Licenses of “Cascade Credit” and
“Izmirlyan” universal credit organizations were revoked. During 2009, the number of credit
ordanizations’ branches grew by 7. As of December 12, 2009, there were 27 credit organizations
operating in Armenia (with 55 branches), of which 4 leasing companies, one leasing union and 22
universal credit companies.

Credit organizations concentration

During 2009 compared with previous year drop of concentration level of credit organizations was
observed. Herfindahl-Hirschman Index by various indicators mainly declined. According to indicators
presented in Table 5, Herfindahl-Hirschman Index of Concentration is set within 0.1-0.12 range,

reflecting a comparatively low level of concentration in the credit organization system.

Table 5. The Herfindahl-Hirschman Index of Concentration

Indicators 31.12.07 31.12.08 31.12.09
Total assets 0.14 0.14 0.10
Total liabilities 0.20 0.17 0.12
Total capital 0.09 0.09 0.11
Loans to economy 0.16 0.15 0.1

'* The CBA on 16 of June 2009 registered “National Mortgage Company” universal credit organization, which will be secondary
mortgage market operator (mortgage fund) and will refinance mortgage loans issued in primary market.

In the view of strengthening development of morigage market and ensuring efficient operation of “National Mortgage
Company” with the assistance of International Financial Corporation consultants an action plan was developed. Also by the
initiative of the CBA a taskforce was formed addressing issues of mortgage market development.

At the same time for the development of business plan of “National Morigage Company” and for the assessment of
mortgage market international experts were invited. The latter will have assisted number of activities, particularly- improvement
of mortgage loan refinancing procedures, development of concept paper addressing issues rising during the transfer of
ownership rights of mortgage loan and its registration with State Committee of Real Estate Cadastre , etc.
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ASSETS, LIABILITIES, CAPITAL AND FINANCIAL RESULTS OF
CREDIT ORGANIZATIONS

Over 2009, total assets of credit organizations grew by 15.2 percent (10.3 billion drams) and
totaled 75.8 billion drams, or 5.7 percent of the banking system assets (compared with 6.4 percent at
the beginning of the year). Growth of assets was observed in 20 credit organizations while for 7 credit
organizations decrease of assets was observed.

Chart 18. Credit organizations’ Loans and Receivables to residents
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Within the structure of loans mainly claims on banks and other financial organizations grew (by
12.5 billion drams). During the year, in terms of crisis, loans to economy (including leasing) dropped
by 13.9 percent and totaled 50.3 billion dram (the decline was also conditioned by withdrawal of 2
companies from this market). Credit organizations cover almost all sectors of economy. The average
loan interest rates offered by credit organizations were somewhat higher than in the banking system.
A large portion of the population still prefers to borrow money from credit organizations, considering
that lending services provided by credit organizations are more affordable. By-sector comparison
shows that mainly industry and consumer loan sectors declined respectively by 46 percent (2.9
billion) and 47 percent (3.9 billion). Consequently the share of industry and consumer loans dropped
and the share of financial sector lending grew.

The share of non-performing loans of credit organizations (“watched”, “sub-standard” and
“doubtful” loans) grew by 0.1 percentage points and at the end of the year reached 4.1 percent. The
share of non-performing loans within the sectors of economy is comparably large in the consumer
loan sector (10.3 percent of the loans are non-performing) and in industry sector (8.1 percent of the
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loans are non-performing). The share of non-performing loans is small in construction sector (7.4
percent of the loans are non-performing).

Liabilities grew by 3.8 percent (1.8 billion dram growth) and totaled 49.6 billion drams. Major
source for the liability growth was 2.2 billion increase of liabilities toward government.

During 2009, total capital of credit organizations grew by 47.1 percent (8.5 billion dram growth).
The growth of the capital was owing to the profit derived in the current year and growth of paid-up
statutory capital. During the year, four newly-licensed and 10 existing credit organizations increased
paid up capital by 5.9 billion drams in total. Net profit of credit organizations in 2009 totaled 2.6
billion drams, return on assets (ROA) was 3.7 percent, and return on equity (ROE) was 11.8 percent.
At the end of the year, capital totaled 26.2 billion drams or 9.4 percent of the banking sector capital
(against 7.6 percent at the beginning of the year).

Chart 19. Credit organizations’ Structure of Loans and Receivables to residents by sectors of economy
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Liabilities grew by 54.3 percent (16.7 billion dram growth) and totaled 47.4 billion drams. Major
sources for the liability growth were the claims of banks and other financial institutions, 7.6 and 5.8
billion drams respectively.

Borrowings from banks (almost entirely non-resident) and other financial institutions at the end of
the year totaled 32.1 billion drams. Borrowings from legal entities and natural persons totaled 10.9
billion drams.
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INSURANCE COMPANIES
GENERAL PROVISIONS

Insurance companies operating in Armenia
As of 31.12.2009, 12 insurance companies (with 9 branches'®) operated in Armenia. It is notable
that all insurance companies carried out only non-life insurance activities.
Concentration in the insurance system
In recent years steady decline of Herfindahl-Hirschman concentration index of main financial

indicators of the insurance system is being observed.

Table 6. Herfindahl-Hirschman Concentration Index

Indicators ; 51.12.2007 | 51.12.2008 | 31.12.2009
Assets ! 0.13 | 0.10 | 0.09
Liabiliies T T I 0.12
‘Capital b o11 : o010 ' 0.09
Insurance amounts T 055 | o2 1 028
Insurance premiums | C T o8 " ore T 0.13

Compared with yearend 2008, polarization among insurance companies at the end of 2009 was
lower. The level of concentration was lower almost for all financial indicators, except for concentration
index of insurance amounts for 2 largest companies.

Table 7. Insurance System Concentration Level (%)

Indicators ! 31.12.2007 | 31.12.2008 | 31.12.2009
Assets

CC 2 (the share of assets of two largest insurance companies within i i i

insurance system total assets) 36 28 24

CC 5 (the share of assets of five largest insurance companies within

insurance system total assets) 68 57 55
Labiliies
cc2 50! %0 34
ccs I 8. 71

> Only “Griar Insurance” CJSC, “Nairi Insurance” and “Rasco” Ltd companies had branches.
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Capital
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INSURANCE SYSTEM CAPITAL

In 2009, total capital of insurance system grew by 65.2 percent and totaled 12.3 billion drams.
The growth was mainly driven by 65.3 percent increase of statutory capital. In its turn the growth of
statutory capital was driven by the minimum requirement of statutory capital endorsed by the CBA.
According to the requirement all local insurance companies holding non-life insurance license must
increase their statutory capital to 1 billion dram by 1% January of 2010.

Chart 18. Structure of Insurance Companies Total Capital
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It is worth mentioning that in current year retained profit totaled 794.4 million dram, which is by
37.1 percent more than in 2008 (as of 31.12.2008 it totaled 579.3 million dram).
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Solvency of Insurance Companies

On average the prudential ratio for solvency is 12 percent of total regulatory capital of insurance
companies. In order not to violate solvency requirement the former should not exceed the amount of
regulatory capital. Meanwhile, as seen above, having opportunity of an 8 time higher solvency ratio,
insurance companies do not exploit this opportunity. On the other side this proves the credibility of
the insurance system.

Chart 21. Required Solvency Limit to Total Capital Ratio by Insurance Companies for 2009
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INSURANCE SYSTEM ASSETS

In 2009, the assets of the insurance companies grew by 45.4 percent and by end of December
2009 totaled 17.0 billion drams.

By the end of the year in the structure of assets of insurance companies major share belonged to
deposits in banks (61 percent), bank accounts (10.5 percent), the amount receivables from policy
holders for direct insurance (10.3 percent) and government securities (including securities issued by
the CBA)(4.8 percent). It is worth mentioning that 83.6 percent of deposits are current deposits in
domestic banks, and 15.5 percent time deposits in domestic banks.

As seen in the below chart assets are mainly allocated in highly liquid assets, which demonstrates
that insurance companies don’t have liquidity problems. During the current year insurance companies
didn’t breach liquidity prudential.
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Chart 22. Insurance Companies Assets
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Chart 23. Structure of Insurance Companies Total Assets
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8. Accrued interest, 9. Claims on reinsurers on compensations, 10. Other assets
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INSURANCE SYSTEM LIABILITIES

In 2009, liabilities of insurance companies grew by 10.5 percent and by yearend totaled 4.7 billion
drams. The growth was mainly driven by the growth of insurance reserves (26.5 percent).

Chart 24. Liabilities of Insurance Companies
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Chart 25. The Structure of Insurance System Total Liabilities

31.12.2008 31.12.2009
4 1

8% 0.4% 2

34%

37%
3
57.6%

50%

1. Payables compensations, 2. Premiums transferred to reinsurers, 3. Insurance reserves,
4. Other liabilities

No significant change was observed in liability structure. At end-2009, the share of insurance
reserves within total liabilities was 58.2 percent and the share of payables to reinsurers was 33.8
percent.
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INSURANCE SYSTEM FINANCIAL PERFORMANCE

Despite the negative impact of financial crisis, particularly cautious credit policy, decrease of
dgeneral economic activity, in 2009 profitability of insurance companies grew compared with previous
year.

In 2009, net profit of the insurance system totaled 915.5 million drams, which is by 31 percent
more than in 2008. It is notable that 9 insurance companies operated with profit and 3 with loss. The
net profit of profitable insurance companies totaled 1.8 billion drams.

Insurance companies’ return on equity (net profit\loss to average total capital'®) grew for 0.4
percentage points and totaled 10.1 percent, while return on assets (net profit\loss to average total
assets'”) grew for 0.3 percentage points and totaled 6.8 percent.

Chart 26. Profitability indicators for 2009
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In 2009, insurance premiums accrued by insurance companies totaled 8.1 billion drams
(compared with 7.8 billion drams in 2008). 85.5 percent of total premiums accrued during 2009 was
distributed among fire and natural disaster insurance (19.9 percent), ground transport (18.2 percent),
aircraft (12.7 percent), health (10.2 percent), aircraft operation( including freight forwarding)
responsibility (8.2 percent), guarantee issuance (5.8 percent), transported cargo (goods) (5.6 percent)
and financial loss (5.0 percent) insurance premiums. It is notable that during 2009, in comparison
with 2008, amount of accrued premiums for ground transport, cargo and aircraft operation
responsibility insurance decreased respectively by 34, 18 and 7 percent. Decrease of ground transport

6 The average total capital is annualized on daily basis starting beginning of the year.
7 The average total assets are annualized on monthly basis starting beginning of the year.
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insurance premiums was primarily related to the drop of auto financing, while the decrease of cargo
insurance premiums was related to the decline of cargo transportation due to economic recession.

During 2009 insurance companies accrued 1.9 billion insurance compensations (1.4 billion dram
in 2008).

85.9 percent of total compensations accrued during 2009 were distributed among ground transport
(44.9 percent), health (22.4 percent) and financial loss (18.5 percent) insurance compensations. It is
notable that health insurance compensation amount accrued in 2009 in comparison with 2008 grew
for 38 percent.

Chart 27. Accrued insurance premiums and compensations by insurance class for 2009
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In 2009, loss ratio'® of the insurance system grew for 4.0 percentage points and totaled 24.5
percent. This is mainly due to the fact that in 2009 accrued insurance compensations grew for 38.2
percent, while the difference of accrued and unearned insurance premiums increased for 18.5
percent.

Net interest income of insurance companies totaled 699.5 million drams increasing by 25.7
percent in comparison with the previous year. The share of interest income on current deposits in
banks and current lending to banks in total interest income amounted 75.1 percent (or 533.8 million
drams).

Net non-interest income of insurance companies totaled -1.1 billion drams (against -1.6 billion
drams in 2008). It is notable that 97.3 percent (or 1.0 billion drams) of non-interest income is foreign

8 Loss ratio calculation methodology was changed; 10ss ratio was calculated as a relation of accrued insurance compensations
to the difference of accrued and unearned insurance premiums in the reporting year.
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exchange revaluation income, while 70.9 percent (or 1.5 billion drams) of non-interest expenses is
administrative and public relation expenses.

INSURANCE CONTRACTS IN FORCE AND INSURANCE AMOUNTS

As of yearend 2009 total number of insurance contracts was 50,600, which is by 999.0 more than
at the end of 2008.

Chart 28. The Structure of Insurance Contracts in Force as of 51.12,2009.
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As of yearend 2009 insurance amounts for insurance contracts in force totaled 3.39 trillion drams,
which is by 43.8 percent more than in 2008 indicator. Such a growth is mainly driven by 18.5 percent
and 99.9 percent growth of fire and natural disaster and aircraft (including cargo aircrafts) insurance
amounts growth, which have large share in total insurance amounts.

Chart 29. The Structure of Insurance Amounts for Insurance Contracts in Force as of 51.12.20089.
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REINSURANCE OF INSURANCE RISKS

As of yearend 2009 reinsurance amounts totaled 3.0 trillion drams, which accounted for 88.5
percent of the risks taken by insurance companies (in 2008 2.08 trillion drams or 88.1 percent of
risks).

It is notable that 99.9 percent of the risks taken by insurance companies were reinsured at credible
reinsurers. This minimizes the risk, that the reinsurers will not fulfill their obligations.

During 2009 the amount of insurance premiums transferred to reinsurers totaled 4.0 billion dram
or 49.8 percent of total insurance premiums (in 2008 4.0 billion dram or 51.1 percent of total
premiums).

The amount of insurance compensations received from reinsurers totaled 890.6 million drams or
46.9 percent of total compensations accrued during 2009 (in 2008 554.0 billion drams or 40.3
percent of insurance compensations).
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SECURITIES MARKET PARTICIPANTS

At the end of 2009 22 banks and 8 investment companies rendered investment services. In
particular, all 8 investment companies were eligible to carry out securities transactions on behalf of
themselves or on customers’ behalf and account, and on behalf of themselves and their account. In
addition, all of them are authorized for accepting and further messaging of customer instructions
concerning securities transactions. Five companies could carry out consulting services covering
investment in securities; six companies were authorized to carry out securities allocations, and three
companies carried out securities portfolio management.

Although during 2009 concentration level tended to have a downward trend, Herfindahl-Hirschman
concentration index fluctuated in 0.17-0.25 range indicating that the system is comparatively
concentrated.

Table 8. Herfindahl-Hirschman Concenftration Index

Indicators ! 31.12.2008 ! 31.12.2009
Assets 5 0.17 0.17
Liabilites o o2 | 0.18
‘Capital """"""""""""" 0.26 """"""""""""" 025

Chart 30. Securities Transactions Conducted by Providers of Investment Services
(excluding transactions with the CBA)
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Investment companies’ assets increased by 102 percent and totaled 15.6 billion dram, while total
capital grew by 8 percent and totaled 2.9 billion dram. During the year, total profit of investment
companies reached 202 million drams. Six companies worked with profit, while 2 companies finished
the year with loss.

Armenian securities market turnover (including repo transaction without transactions with the CBA)
during the year grew by 41 percent and totaled 1 trillion 146.0 billion dram'®.

Transactions with state securities predominated in total number of buy-sell transactions of security
market participants rendering investment services. Transactions with state securities grew by 141
percent totaling 294.8 billion dram or 87.6 percent of total number of transactions.

In 2009 the volume of transactions with corporate bonds grew 3.4 times totaling 25.3 billion
drams or 7.5 percent of total turnover.

Transactions with stocks increased by 2.9 percent and totaled 16.2 billion dram or 4.8 percent of
total number of buy-sell transactions.

Chart 31. 2009 Buy-Sell Transactions with Government Securities and REPO Operations (excluding operations
with the CBA) Conducted by Investment Providers
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Compared with the previous year, repo transactions (excluding transactions with the CBA) in
securities market grew by 21 percent and totaled 809.6 billion dram, or 70.6 percent of the total
securities market turnover.

Securities transactions conducted in regulated market®™ in 2009 grew by 3.6 times and totaled
15.0 billion. Within such transactions, the major part was transactions with corporate bonds, totaling
70.4 percent of the total regulated market turnover. Buy-Sell transactions with state securities totaled
28.9 percent of total turnover and transactions with stocks totaled 0.7 percent.

t20

' Due report correction data has been updated for 2008
20 As of 31.12.2009, the only registered and licensed stock exchange in Armenia is NASDAQ-OMX Armenia OJSC.
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Chart 32. Structure of the Stock Exchange Turmover
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As of December 31, 2009, the volume of resources attracted by investment service providers
within securities portfolio management grew by 22.0 percent compared with the same period of the
previous year and totaled 1.9 billion dram.

As of end-2009, there were 1,527 register running issuers in the Central Depository and 127,708
holders of nominal securities in the Central Depository.

In 2009 two companies have issued corporate bonds with 600 million drams total value.

As of end-December 2009, 19 reporting issuers were operating in market, of which 6 were banks.
11 of reporting issuers issued shares and 9 issued bonds. One of the reporting issuers issued both
shares and debt instruments. As of 31.12.2009, total volume of issued bonds totaled 5.6 billion
dram.

PAWNSHOPFPS

As of end-December 2009, 103 pawnshops (without branches) operated in Armenia. During the
year, total attracted funds of pawnshops grew by 36 percent, and loans provided by pawnshops grew
by 31 percent. As of end-December 2009, the total attracted funds of pawnshops totaled 3.3 billion
drams, total loans provided by pawnshops — 5.1 billion drams.
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EXCHANGE OFFICES AND DEALERS

As of end-December 2009, 302 exchange offices (excluding branches- 246) had licenses for
currency trade operations. During 2009, the volumes of the US dollar buy and sell totaled US$ 420.1
million and US$ 415.2 million respectively (compared with US$ 363.7 million and US$ 358.1 in
2008). During 2009, the volumes of the Euro buy and sell totaled Euro 47.5 million and Euro 46.4
million respectively (compared with Euro 38.7 million and Euro 37.9 million in 2008).

As of end-December 2009 4 legal entities had foreign exchange dealer licenses. During the year
foreign exchange dealer license of “West Anelik Martuni” was revoked, foreign exchange dealer
license was issued to “HA Finance”, “Mel Gri Union” and “Hayk Ghukasyan” limited liability companies.

CLEARING COMPANIES

As of end-December 2009, 10 clearing companies operated in Armenia. Among them, 3 companies
had the license only for money transfer operations, 6 companies had licenses for money transfer,
payment instruments and processing and clearing of payment documents, and one company had a
license solely for payment instruments and processing and clearing of payment documents. During
2009, 2 clearing company licenses were revoked and one was suspended. One clearing company was
granted with license (“E-dram” Ltd.).

During 2009 total amount of transactions carried out by clearing companies totaled 258.6 billion
dram.

Table 9. Total amount of services rendered by clearing companies

million dram

Rendered Services by type 2008 2009

Utility and other payments ! 98289 | 108 162
‘Budget(tax) payments . P ss79 | T 7435
Pension and social benefit .+ 117927 ] 137 614
Outgoing money transfers ___________________________ 387 __________________________ 695
‘Incoming money transfers L 683 | 4702
‘Total e 228815 | 258608

Transfers from abroad are carried out not only by banks, but also by money transfer companies. In
2009, these companies executed payments of 4.7 billion drams to their clients (by 31.0 percent less
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than in 2008). Within this amount incoming funds transferred through international money transfer
systems totaled 4.0 billion drams, while the outgoing transfers totaled 0.7 billion drams.

The share of companies executing money transfers within total international transfers (including
commercial banks) totaled 0.2 percent of transfers to abroad and 0.8 percent of the transfers
received from abroad.

The average size of payment to single client through such transfers was 95 thousand drams (the
indicator dropped by 50 thousand dram in comparison with the previous year).

Companies, dealing with processing and clearing of payment instruments and executing money
transfers, collected consumer service payments through the self-service terminals and registered cash
desks. These payments were collected for around 23 companies. As of the end of 2009, 656
terminals were installed through which 14.4 billion dram payments (4 879 357 transactions) were
collected. Total amount of these payments increased for 90% in comparison with 2008.

Some of clearing companies provided processing and clearing services to eight banks. These banks
in cooperation with clearing companies collected utility payments through 103 registered cash desks.
During 2009, clearing companies established 19 branches for which the payment collection was
carried out through registered cash desks. Overall 456 802 transactions were committed through
registered cash desks totaling 1.8 billion dram.

Utility payments through “Haypost” CJSC totaled 92 billion dram.

The processing center “ArCa”, being the main operator of the unified system of payments with
“ArCa” cards, services processing with “ArCa” cards, as well as “Visa” and “Master Card” international
card systems. During 2009, the processing center “ArCa” performed 345 billion drams processing of
card operations (by 33.5 percent more than in the previous year), including 16 billion drams for cards
issued by foreign banks (10 percent than the previous year), while the amount of operations with
cards issued by the Armenian banks and processed through non-ARCA (including foreign) processing
centers totaled 30 billion drams (11 percent growth). The amount of operations processed through
Internet grew by 74 percent and totaled 4.0 billion drams.
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PAYMENT AND SETTLEMENT SYSTEM

Within the issues of payment and settlement system development, the CBA in 2009 continued
further efforts on payment and settlement system control and securities market regulation, as well as
development of non-cash payments and regulation of the legislative field.

Development of non-cash payments

Recent development of rendering and implementing new high-tech services in financial market led
to emergence of new financial organizations. Taking into consideration development trends the CBA
developed number of legal acts for regulating these organizations and supporting implementation of
new services.

In particular, regulations on “Terms and conditions on granting, suspending and revoking
permission on E-money emission, requirements to E-money issuers” and on “Terms and conditions on
issuance and servicing (circulation) of E-money, requirements to transactions with E-money” were
designed, where requirements to E-money issuers and E-money issuance and servicing were defined.
Abovementioned legal acts clarify legal framework of E-money transactions for financial market
participants.

During 2009 the CBA developed main principles of “mobile-banking” and “internet banking”
service rendering. Also relations between parties were defined, which would ensure development of
these services and predetermine future developments of this field.

In the framework of pension system reform, activities were carried out aimed at distributing
pension payments in non-cash form through banking accounts. It is also intended to make pension
payments through payment cards. In cooperation with Ministry of Labor and Social Affairs appropriate
legal and legislative changes were introduced.

Development of card sector and broadening of scope of rendered services by commercial banks
facilitated development of non-cash payments in Armenia. During 2009 “ArCa” unified card processing
system went through hardware and software upgrade and service scope expansion process. In
particular, chip based card issuance and servicing activities were carried out, which allowed
commercial banks to issue chip based payment cards and service them through devices registered in
the system. “Cash-in” service was introduced in “ArCa” system, which allowed cardholders to deposit
dram funds onto their card accounts. Given the sharp growth of card transactions (see the Chapter
“Payment cards”) and in the view of ensuring decreasing risks associated with card servicing,
connection of devices to the system was carried out in different techniques(CBANet network, GPRS,
fiber-optics). Process of linking “ArCa” center with own processing centers of commercial banks was
continued. This process expanded the payment card servicing infrastructure and made it more
comfortable for the cardholders to use their cards.
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During 2009 addenda and amendments were introduced to legal acts regulating clearing
companies’ activities. In result requirements for branches of clearing companies operating in rural
municipalities and in premises of telecom operators were defined. The amendments were aimed at
development of infrastructure ensuring service rendering in regions.

In accordance with CBA legal acts 13 Armenian commercial banks and 4 payment and settlement
organizations were authorized by the CBA to participate in various international payment systems.
During 2009 commercial banks were authorized to participate in two new systems INTEL EXPRESS
and RIA MONEY TRANSFERS. At the same time operation of PRIVAT MONEY TRANSFERS system was
revoked on the territory of Armenia.

FEnhancement of Securities Settlements

With the view of developing securities market, “Rules of guarantee fund establishment, allocation
and usage”, “Regulation on clearing and settlement of transactions without initial asset deposit”,
“Guarantee fund participation contract” were drafted, “General Rules of Trade” of “NASDAQ-OMX
Armenia” were amended. The amendment is aimed at implementing new procedures for transactions
and settlement in “NASDAQ-OMX Armenia” trade boards. According to new rules trade participants
can participate in trade without initial asset deposit. In the result of innovations it would be possible
to carry out settlement in accordance with T+3 principle.

Development of CBA systems

Taking into consideration the need of automation of monetary policy tools, main principles of CBA
“Purchase and Repurchase agreement signing and execution” automated system were designed.
Mentioned system will allow to sign, execute and settle purchase and repurchase agreements between
the CBA and commercial banks in automated mode, according to which the funds will be instantly
available to commercial banks upon execution of repo transaction. At the same time, in case of short-
term liquidity need the system will allow commercial banks to sign intraday repo (non-interest) with
the CBA during the day. All not cleared intraday repo agreements will be automatically re-issued as
one-day repo agreements with specific interest rate. With the view of execution of transaction and
liquidity management the participants will be able to receive real-time information on repo transaction
signing, execution and settlement.

Basic Indicators of the Payment and Settlement System

In 2009, distinctive trends were observed in the payment and settlement system, which was related
to the global economic crisis. The enrolment of population in the banking system is important
precondition for non-cash payment development. At the yearend 2009, the number of the banking
system customers grew by 11.9 percent and totaled 1 million 135 thousand, among which individuals
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totaled 1 million 76 thousand. The number of their accounts grew to 1 million 542 thousand (of
which, 1 million 235 thousand current accounts, 65 thousand time deposits and 242 thousand credit
accounts).

In 2009, 8,848,052 transactions were conducted with payment cards totaling 428 billion dram.
The value of payments by cards totaled 31 billion drams. Within transactions with payment cards,
Internet payments totaled 5.5 billion drams (of which, electronic commerce 1.6 billion drams and
card-to-card transfers 4.0 billion drams). As of yearend 2009, total number of cards in circulation was
579,431 or by 27.5 percent (125,074 cards) more than at yearend 2008. The volume of non-cash
payments by cards (including operations through Internet) totaled around 7 percent of the total card
operations. The total value of cashless operations with cards grew by 19 percent.

Compared with 2008, money transfers to individuals by banks and money transfer organizations
dropped by 17 percent and totaled 584 billion drams, while the value of outgoing transfers decreased
by 1 percent and totaled 277 billion drams.

In 2009, the value of non-cash payments in Armenia totaled 14,655 billion drams (6,679,525
transactions). The share of daily average non-cash transfers within GDP grew by 0.2 percent points and
totaled 1.8 percent. Transfers through the CBA payment systems totaled 11,658 billion drams
(2,737,927 transactions). Compared with 2008, transfers through the CBA payment systems grew by
28 percent (2,572 billion drams) in value and by 24 percent in the quantity (537,656 transactions).

The daily average value of the transfers through the CBA payment systems (excluding transfers on
stock exchange transactions) totaled around 45 billion drams (10,697 transfers). The daily average
amount of the transfers grew by 10 billion drams (the number of transfers grew by 2,100). The daily
average value of transactions through the CBA payment systems totaled 125 billion drams (2.7 times
growth).

Chart 33. Volume and value of transfers executed by the CBA (excluding stock exchange transfers)
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In 2009, the share of transactions from and to the Treasury within transfers executed by the CBA
(excluding transfers on stock exchange transactions), remained high, totaling 33.7 percent of the
value and 48.9 percent of the volume. Compared with 2008, the value of the Treasury transfers
executed by the CBA grew by 11.0 percent (401 billion drams) and the volume by 20.0 percent
(224,569 transfers).

CBA Payment Systems

Electronic payments system

As of end-2009, the total number of the CBA electronic payments system participants totaled 269,
including the CBA and its 3 regional cash centers, the Treasury with 44 offices, 22 commercial banks
with 191 branches, the “Armenian Card” processing center, the Interstate Bank (Moscow), “NASDAQ-
OMX Armenia” stock exchange, and five non-bank dealers.

The major part of payments executed through the CBA payment systems was done through the
electronic payments system. The share of the value and volume of electronic payments within total
constituted 51.3 percent and 94.7 percent, respectively. The volume and quantity of electronic
payments within total grew by 23.3 percent (1,130 billion drams) and 23 percent, respectively
(489,176 transactions). Stock exchange transfers totaled 32,188 billion drams. Payments of the
commercial banks through the electronic payments system (excluding transfers on the stock exchange
transactions) totaled around 62 percent of their total transfers (381 billion drams increase), with the
number of such transfers growing by 99 percent.

Chart 34. Average Daily Transfers Through Electronic Payments System
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Compared with 2008, the average daily volume of transfers through electronic payments system
grew by 1,911, and totaled 10,133, while the value grew by 4.4 billion drams, totaling 23.4 billion
drams. The average daily value of electronic transfers on stock exchange transactions grew by 79
billion drams and totaled 125 billion drams. Compared with 2008, the average value per electronic
transfer excluding transfers on stock exchange transactions stayed unchanged totaling 2.3 million
drams. The average value of transfers of commercial banks’ stock exchange transactions through
electronic payments system totaled 1.6 billion drams, growing by 711 million drams.

Chart 35. Electronic Fayments System Average Daily Payments

million drams

180000
160000 =~ ===~~~ "o T
140000  ~~ ==~ = =~ "o i
120000 =~ ===~~~ oo i
100000 === === =77 e B EEE I R N
BOOOO |~~~ ~~ oo e B ERE I RS N

Zooog'ﬁ%"ﬁ%"ﬁ?l_h (B = i HT HT% AT —‘ 1

QII QII QIV QI QI QI QIV QI QII QIII QIV QI QI  QIlI QlvV
06 07 08 09

O Volume O Volume (excluding stock exchange transactions)

Paper-based Gross Settlement System

In 2009, paper-based payments of the commercial banks totaled 31.2 percent of the value and
40.1 percent of the volume of the total payments (compared with 2008, the value grew by 1.9 times
and the volume by 0.7 times).

The average number of daily paper-based transfers processed by the CBA totaled 548 with 20
billion value (compared with 2008, the average daily value grew by 6.6 billion drams), while the
average value of one such transfer fell by 2 million drams, and totaled 37 million drams. Most of the
paper transfers related to deposit and Repo operations and the Treasury transfers. In 2009, the
commercial banks made 49 interbank paper-based transfers through the CBA with a total value of 38
billion drams (18 percent drop of value).
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Table 8. CBA, Commercial Banks and Treasury Payments Processed by the CBA Payment Systems

(in millions of drams)
i Gross . G:;’:urggleesnt . | Transfers on Stock
Period Electronic * Paper ! accounting and | Total through CBA Tr[;)g:sgi?i%is

e A | Clearingsystem . IR .

i Amount | Number, Amount: Number; Amount. Number; Amount. Number, Amount | Number
008 I o
Total | 4850076 | 2104802 | 3516078 | 89547 | 708809 | 5826 | 9085763 | 2200265 11880556 | _ 13762
Share in total | | | | | | i i i i
payments (%) i 23.18 | 95.07 | 16.77 | 4.04 | 3.38 | 0.26 | 100 | 100 | i
2009
[T | 989806 | 530280 | 1333397 | 31860 | 50875 704 | 2383078 | 562844 | 6248937 | 4842
Share in total | | | | | | | | | |
payments %) ! 4154 9421 5595} 5661 _ 251 0431 1000 100} I
Qi | 1260960 | 594690 | 1543120 | 31625 _ 88900 | 924 | 2892981 627239 | _ 8021865 | __ 4499
Share in total | | | | | | | | | |
payments (%) i 4359 9481 5334 504 807; 015 100 100 .
Qo | 2121563} 679249 | 141006 | 34893 | 154334 | 1044 | 3685953 715186 _ 8675669 | 5429
Share in total | | | | | | | | | |
payments (%) | 5756 9498 3825 4881 _ 4191 045} 1000 100} I
v | 1617979} 789849 | 927797 | 41912 150323 | 891 2696098 | 832652 _ 9242027 | 5689
Share in total | | | | | | | | | |
payments (%) i 60012 9486 3441 503; 558 011 100 100 .
Total . | 5990307 ; 2594068 : 5214370 ; 140290 ; 453432 ) 3563 ; 11658110 2737921 32188698 ; 20459
Share in total | | | | | | | | | |
payments (%) i 5138 9475 4473 512 . 389; 018} 100 100 .

* Excluding transfers on stock exchange transactions

Government Securities Accounting and Settlement system

As of yearend 2009, members of the government securities accounting and settlement system
were 5 agents and 17 dealer banks, Deposit Compensation Guarantee Fund, the Armenian Central
Depository, “NASDAQ-OMX Armenia”, stock exchange, one non-bank dealer, Ministry of Finance (as
the issuer of government bonds), Treasury Direct, as well as the CBA (as the central custodian and the
issuer of the CBA bills).

The system generated 1,867 orders of 174 billion drams for the primary placement and
redemption of government treasury securities, which was by 65 billion drams more than in 2008
(payments on primary placement of securities increased by 43.0 billion drams and redemptions by 22
billion drams). Banking transfers on purchasing of government securities at primary public placements
totaled 107.0 billion drams, while Treasury’s transfers on redemption of government securities totaled
167.0 billion drams, including 3.2 billion drams through the system “Treasury Direct”, of which 1.5
billion drams for primary placement of securities and 1.7 billion drams for redemption.
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The system generated 27 orders of 8.0 billion drams by government securities accounting and
settlement system for the primary placement and redemption of the CBA bills. During the initial
offering, commercial banks’ transfers on purchasing the CBA bills totaled 1.6 billion drams, falling by
97 percent (51.0 billion drams. Transfers on CBA bills redemption fell by 92 percent (82.0 billion
drams) and totaled 6.5 billion drams.

Concentration in payment systems

Reflected by the increased electronic payments of the commercial banks, the level of
concentration of payments in the CBA paper-based gross settlement system by yearend 2009
increased significantly (by around 3 percent). Compared with the previous period, the level of
concentration within payments through gross electronic payments system dropped by 1 percent. The
mentioned high level (58 percent) was driven by the progressive use of single payment orders of the
banks.

While concentration of the payment card servicing fell (volume by 5, value by 3 percent), still it is
rather high (66 percent by volume and 64 percent by value is the share of 5 banks). Furthermore, 6
banks serviced 25 percent of payment cards. In 2009, a number of banks were relatively active in
payment card servicing, as they installed new equipment and broadened the network of trade and
service outlets.

Table 9. Level of Concentration in Fayment Systems* (%)

i 2007 i 2008 i 2009
Type et il {mmmm oo et Il bttty
! Value | Volume | Value | Volume | Value | Volume
i Electronic i 31 i 54 i 31 i 59 i 27 i 58
Gross (mTommmmmmmmoeoooe- b fommmmmomood ey immm-mmommmee e ki Foomoosoeooo
Paper 32 3 1 17 2 20 1
Government securities accounting and i 50 i 49 i 42 i 49 42 i 52
settlement system i i i i i i
Card system Servicing in 71 68 69 87 64 66
i\ Armenia
* Indicators of the five largest banks by value and volume.

PAYMENT CARDS

As of end-2009, 21 commercial banks provided payment cards to their clients and serviced them.
19 banks participated in the “ArCa” unified card payment system.

In 2009, 164 new automatic teller machines (ATMs) were installed, and subsequently their total
number by end-year reached 702. Servicing of “ArCa” cards is rendered by 603 automatic teller
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machines. Commercial banks also installed 440 POS-terminals, bringing their total to 2,720, of which
438 were installed in the branches. The number of installed imprinters was 29.

Table 10. Servicing of Issued Cards

Indicator i International criteria | 2007 | 2008 | 2009
_Issued cards /ATM [ 2600 970 1 845 | 825
Issued cards / POS 1 160 | 162 | 159 | 213

The number of “ArCa” cards grew by 40.9 percent (81,974 cards) and totaled 282,164. The
number of the international card system cards grew by 17.0 percent (43,100), of which: “Visa” 21.5
percent (35,695), totaling 201,589, “Master Card” 27.9 percent (13,339), totaling 61,108. Quantity of
other international cards decreased by 14.7 percent (5,934).

The share of “ArCa” cards within total cards issued by banking system was 48.7 percent, “Visa” and
“Master Card” 34.8 percent and 10.5 percent, respectively, the remaining 5.9 percent were other
international cards, including “HSBC Debit” cards.

Tablel 1. Types of Cards Issued/Serviced by Banks Operating in Armenia

Bank i ArCa | MASTERCARD @  VISA | AMEX ! Other

Armbusinessbank | + | + | |

TAnelik T e YT P CoTTTTTTTTTTT
" Ararat """"""" + """""""""" + """""" """"""""" """""""""
AmeriaBank e b
_VTB Bank Ammenia [ O Lt [ e
Armeconombank i + +

“Prometey LT T v VT LT
TBTA T N 0 £ b o
“Armenian Development Bank | VT 0 £ VT P
" Converse Bank | T LT T LT T +
“Inecobank T T o T T
“Mellat T | 0 o T v
“Byblos Bank Armenia | T T Voo T
" HSBC Bank Armenia T + + 14 T T +
"ACBA Credit-Agricole v + e v v
“Artsakhbank N v T T N o
“Cascade T [ T v o T
" Areximbank o T M N s
“Unibank T T Yo M T
“Ardshininvestbank T T YT v T
“Procreditbank Ty o T
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The value of card operations grew by 31.2 percent (101.8 billion drams) and the volume by 34.3
percent (2,261,918).

4,177,660 operations by “ArCa” cards totaled 173 billion drams. The volume of operations with
“ArCa” cards grew by 47 percent (55.8 billion drams) and the value by 43 percent (1,261,768). The
value of operations with “ArCa” cards within total operations was equal to 40 percent and the volume
47 percent.

Within card operations, “Visa” international cards also had the major share of 35.4 percent.

In 2009 the value of operations with “Visa” cards totaled 152 billion drams (2,202,572 operations),
“Master Card” 62 billion drams (1,158,843 operations). Compared with 2008, operations with “Visa”
cards grew by 19.3 percent (24.5 billion drams) and operations with “Master Card” by 59.0 percent
(23 billion drams). Operations with other international cards totaled 908,977 (41.0 billion drams), by
3.9 percent (1.7 billion drams) less than in 2008.

Chart 56. Payment Cards [ssued by Banks (growth trend)
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Table 12. Transactions with card processing equipment (2009)

Transactions

—————————————————————————————————————————————————————————————————————————————————————————————

Equipment ! amount ! quantity ! of which: ArCa cards

i (million dram) A amount (million dram) | quantity
Automatic teller machines : 333613 ! 7479226 ! 145018 | 3617907
T o/w: non-cash 70 Y T s2882 | OO 117 21349
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T o/w: non-cash L 22142 + 629921 + 7564 1 ] 192994
Internet environment | 5585 i 233386 i ] 1498 | 93888
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In 2009, the average daily value of card transactions grew by 31.0 percent and totaled 1.19 billion
drams, the average daily volume of card transactions increased by 34 percent totaling 24,578, of
which the share of “ArCa” international cards was 47 percent, the share of “Visa” cards 29 percent.

The monthly cash operations with single card totaled around 62 thousand drams, while non-cash
operations totaled 5 thousand drams (quantity totaled respectively 1.2 and 0.1). Mentioned indicators,
in comparison with previous year, stayed at the same level.

Chart 37. Average daily payment card operations in 2006 — 2009 and by 2009 quarters
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INTERNATIONAL MONEY TRANSFER SYSTEMS

Remittances of individuals without opening of a banking account are being executed by
commercial banks and money remittance organizations licensed by the CBA (see chapter Payment and
Settlement Organizations).

To improve the process of transfers commercial banks operating in Armenia participated in 17
international money transfer systems (UNISTREAM, ANELIK, CONTACT, MIGOM, BISTRAYA POCHTA,
etc.).

In 2009, transfers to Armenia through the banks participating in these systems totaled 363.0
billion drams (1,539,255 transfers), or by 8.7 times more than transfers from Armenia to abroad. As a
result, net money inflow through commercial banks by international money transfer systems totaled
321.0 billion drams, or 20 percent (80 billion drams) less than in 2008. At the same time, transfers to
Armenia dropped by 17 percent (77 billion drams). The value of an average transfer was 236
thousand drams, or by 33 thousand dram less than in 2008.
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Table12. Money Transfer Systems

System i Number of participating : Number of other parti.cipagting Share in payments

' banks organizations received (%)
UNISTREAM i 1 E 49.76
ANELK o o L 8.36 |
‘coNTACT [ 8 . 2 8.86 |
MGom T 12 1T 2 8.30 |
'BISTRAYA POCHTA VT T T 4.62 |
'MONEY GRAM T 16 | T T 5.18 |
LDER ;T g | T T 2.55 |
INTEREXPRESS o 20 s 2.27 |
‘ZOLOTAYA CORONA o 20 o 452 |
BLZKO o 40 21 170 |
‘BTF-souz Ty T 0.95 |
FASTER [ T O 0.55 |
ALLUR o s T e 0.57 |
AVERS T 20 L 0.04 |
XPRESS MONEY T o 0.02 |
INTEL EXPRESS e e 0.25 |
'RIA MONEY TRANSFER [ 2 0 T 0.24 |
'PRIVAT MONEY TRANSFER * R e 0.67 |
'MONEY TUN I ST T 0.13 |
Travelex T ST T 0.24 |
STEFL T N T 0.45 |

* subscription was suspended in October 2009

In 2009, transfers to Armenia through commercial bank correspondent accounts (processed by
SWIFT, telex, or fax) totaled 2,669 billion drams (by 373 billion drams more than in 2008), or
174,143 operations. The average amount of single transfer was 15 million drams or 5.5 million dram
more than in 2008.

Within transfers through commercial bank correspondent accounts, individuals’ transfers from
abroad to Armenia dropped by 38 billion drams and totaled 217 billion drams. The average volume of
single such transfer grew by 5 thousand drams and totaled 2.33 million drams. At the same time,
individuals’ transfers through correspondent accounts transfers from Armenia dropped by 0.69 billion
drams, totaling 234 billion drams. Subsequently, the net outflow of household transfers within
correspondent accounts of commercial banks totaled 18 billion drams, falling approximately by 64
percent compared with 2008.
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SUPERVISION DEVELOPMENT OUTLOORKS

Since the Great Depression 2007-2009 financial crisis, perhaps, had the most influential impact on
USA and European economies. In the view of mitigating impact of the crisis and restoring economic
activity, almost all countries have taken significant anti-crisis measures. Results of research of current
crisis origins have revealed problems of update and upgrade of basic principles and approaches of
financial supervision. Current crisis had its impact on Armenian financial system starting last quarter
of 2008. The CBA took number of measures aimed at mitigating the impact of financial crisis on
Armenian financial system. In particular, in 2009 special supervision approaches were introduced
aimed at mitigating risks of single banks and system as whole and ensuring systemic financial
stability.

In 2010, the CBA will proceed with reforms to ensure sustainable development of the banking,
securities and insurance markets aiming at ensuring financial stability of Armenian financial system,
enhancing clearing systems and sustainable development of financial system.

Financial system regulation prospects

In 2010, the CBA will continue to implement developed anti-crisis measures, research risks of
financial organizations, monitor developments, risks and obstacles of financial stability of the overall
financial system. In the view of ensuring financial stability of commercial banks, it is intended to
develop more up to date monetary policy tools and instruments.

In the framework of consumer right protection appropriate amendments and addenda will be
introduced to legislation, which will allow to implement a unified tool applicable to all parties
supervised by the CBA, based on which it will be possible to establish mandatory business conduct
rules.

Activities started in 2009 and aimed at developing new risk assessment system at banks will be
completed in 2010. This will allow development of aggregate evaluation indicators based on analysis
results of separation, assessment and management of the risks associated with distinctive business
processes. This system will allow focusing on major and/or significant business processes of the
banks, and also comprehensively asses banking risk system and evaluate each type of the risks.

In 2010 it is intended to develop legal acts regarding unified supervision. In particular it is intended
to outline regulative framework of financial group operations, prudential requirements for mitigating
risks inherent in financial groups and main principles and means for supervision of prudential
requirements.

In 2010 it is intended to implement a unified and IFRS compliant chart of accounts for banks,
credit organizations and investment companies. Likewise chart of accounts for insurance companies
will be brought in compliance with IFRS.
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It is intended to develop manuals for liquidity and credit risk management in banks. This will
improve the management of those risks in banks. The manuals will not be prudential, but rather will
have consulting purpose. The manuals will assist banks to develop appropriate mechanisms,
regulations and procedures for assessment and management of credit and liquidity risks.

In 2010 activities of the securitization fund will be further regulated and promoted, with the view to
supporting development of the secondary securities market in Armenia, solving the liquidity problems
of the banks and credit companies, increasing the level of financial intermediation provided by banks
and credit organizations, fostering mortgage lending and increasing the volume of “long money” in
capital market.

The CBA in 2010 will continue Armenian mortgage market development. Activities aimed at
establishing new credit organization and program financing, will be implemented within the framework
of “Affordable housing for young families” state-supported program. It is expected that with the
support of new credit organization local banks and credit organizations will issue affordable mortgage
loans to young families in compliance with predefined qualifications.

Enhancement of pension system efficiency can significantly contribute to formation of long term
resources, hence to the expansion of financial system and improvement of financial intermediation.
Steps taken by the Government of Armenia aimed at implementation of cumulative pension system,
will lead to the emergence of new players (investment (pension) fund managers, life insurers, etc.) in
the financial system.

The CBA being the regulator and supervisor of the financial system has an important role in
abovementioned reforms. After the endorsement of legislative proposals major functions of the CBA
will be

e Development of legal acts in regard to financial institutions participating in cumulative pension

system (regulation of licensing of investment /pension/ fund manager, outlining reporting
forms for new participants of financial system, etc.)

e  Supervision of investment (pension) fund managers, pension asset custodians, and participant

registrar.

In 2010 the CBA is planning to proceed with reforms in the payment and settlement system
regulatory framework. In particular, in 2010, after the endorsement of the law on “Amendments and
addenda to the law on “On Payment and Settlement Systems and Payment and Settlement
Organizations”” by the Parliament, minimum capital requirement, capital structure and capital
compliance for payment and settlement organizations will be defined in corresponding legal acts. In
line with mentioned amendments licensing and payment system participation procedures will be
clarified for payment and settlement organizations.

In 2010, legal acts regulating accounting activities of local payment and settlement organizations
will be revised. In result financial reports of payment and settlement organizations will be brought in
compliance with IFRS. Also new reporting forms will be introduced for those organizations.
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Taking into consideration dynamic development of payment system sector, including expansion of
high-tech services (mobile phone, internet), the CBA will continue to clarify the requirements of
remotely rendered services for financial system participants.

Armenian financial market takes an interest in services rendered through “electronic money”.
Taking into consideration this fact, already starting 2009 the CBA started drafting legal framework of
“Electronic money”. During 2010 it is intended to regulate “Electronic money” issuers, define the
framework of their operation, which will ensure the development of “E-money” services.

During 2010 it is intended to introduce “Development policy of Armenian payment and settlement
system” paper, which will outline the main development directions of payment system, problems with
the implementation and solutions to them.

In 2010, the CBA will continue active cooperation with “NASDAQ-OMX Armenia” with the view of
boosting capital market in following directions: expansion of investment opportunities, market
infrastructure development and marketing, boosting awareness of market participants.

In 2010, further works will continue on design of the various by-laws necessitated by the law “On
Securities Market” and revision of the existing by-laws perforce.

In 2010, after the endorsement of the law on “Investment Funds” the CBA plans to design by-laws
regulating activities of the investment funds, with the view of developing such mechanisms, which will
enable small investors to combine their resources and make diversified collective investments.
Creation of legislation on investment funds would serve as a basis for the establishment of venture
foundations, securitization fund, as well as for the managers and custodians of the pension funds.

In 2009 the CBA continued discussions and consultations of the draft of the law “On Compulsory
Motor Third Party Liability Insurance” with Parliament.

In the framework of activities aimed at development of infrastructures ensuring efficient
development of insurance market, in December 2009 concept paper on “Data Synchronization
between CBA auto insurance register and Police Database” was prepared and presented to the
Government by the Central Bank. Implementation of the concept paper will ensure to exchange motor
third party liability (MTPL) insurance system data between CBA auto insurance register and Police
database on vehicles, drivers and accidents. Data exchange will allow ensuring completeness and
accuracy of the data in the register, to improve MTPL data flows and simplify insurance compensations
procedures connected with MTPL.

One of the major cornerstones of the MTPL system design is the introduction of widely used system
of discounts and bonuses or so called “Bonus-Malus” system. The CBA initiated introduction of
concept paper on “Bonus-Malus” system in the end of 2009 and will complete the paper in 2010. The
purpose of this system is to ensure the differentiation of the insurance premiums based on policy
holder risk level. This will contribute to the efficient risk management and fair pricing for the policy
holders.
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Major precondition of health insurance development is the creation of efficient and functioning
infrastructure. For this purpose in 2009 the CBA in cooperation with Ministry of Health introduced
concept paper on “Unified electronic information system for Armenian health sector”, which was
approved by the prime minister. The main purpose of the concept paper is to collect comprehensive
health information for every Armenian citizen based on unified and complete standards. Collected
information will help insurance companies to make more precise calculations of health insurance
rates and premiums. It is planned that in 2010 responsible unit will be established for the
implementation of the activities stated in the concept paper.

Financial system supervision prospects

In the context of the shift from supervision by types of institutions (banks, insurance companies,
participants of securities market, etc.) to new supervision system(prudential, market conduct and
financial system consumer right protection), in 2010, the CBA will continue the process of
implementation of consumer right protection activities. In the scope of mentioned activities, activities
aimed at boosting financial literacy of the public and financial awareness will be prioritized. In

particular:
e Enlightening the public on pension reforms, informative brochure on pension reform will be
published,

e Enlightening the public on services rendered through MTPL system. It is planned to publish an
informative brochure and make an educational film on MTPL,

e In cooperation with Ministry of Education and Science and other interested parties the CBA will
implement financial education system in secondary schools,

¢ “Economics” game-competition will be organized for the pupils,

e Consumer rights protection website will be improved, developed and upgraded.

In 2009, manual for supervisors on business conduct inspections was developed, which insures
proper and systemized supervision of business conduct of financial sector. The manual is planned to
put into operation in 2010.

In the framework of financial stability parallel to current supervision activities, risk associated to all
macroeconomic sectors (real sector, fiscal and external sectors) will be thoroughly analyzed?'. Taking
into consideration various forecasts on world economy, Armenian macroeconomic situation and
objectives stated by 2010 monetary policy program, the CBA worked out action plans for mitigating
risks at financial institutions against various probable crisis developments. Mentioned action plans
were worked out by research on international anti-crisis practices and taking into account peculiarities
of regulative and development environment of Armenian financial system. For improving quick

2! A detailed description of the Armenian financial system stability is presented in “2009 Financial Stability Report” periodical.
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response skKills in crisis situations in 2010 crisis management simulation games will be held, which
will help decision takers to exercise crisis management skills, to be ready to take quick decisions in
emergency situations and urgent steps.

In 2010 works of regulation of unified supervision procedures will be continued. The supervision
activities aimed at the analysis of financial group structure, assessment of group capital adequacy,
disclosure of group risks and impact of intra-group transactions on group financial performance will be
regulated.

Separate division was added in supervision department responsible for analysis and enforcement
of financial system competitiveness. Main functions of the new division are to enhance competitive
environment, monitor competitive standing of financial system and respond to manipulations in this
field. In 2010 it is planned to expand and enhance approaches targeted to the disclosure, regulation
and supervision of the competition issues.

With the view of enhancing supervision processes, the CBA is planning to develop in 2010 manual
on “Off-Site Inspection of Clearing Companies”. This manual will describe in detail processes of the
inspections and supervision in clearing companies.

Meetings within the framework of the CIS Securities Market Regulating Board will continue. In
2010, the CBA will cooperate with supervisors from the Russian Federation and Ukraine for singing of
a new partnership agreement in the areas of securities market regulation and supervision. Works on
joining the Multilateral Memorandum of Understanding (MOU) concerning consultation and
cooperation and the exchange of information of the International Organization of Securities
Commissions will continue. In case of joining the MOU, it will be possible to obtain data on securities
market through foreign supervision agencies and benefit from mutual cooperation.

In the scope of pension reforms in long run it is planned to participate International Organization of
Pension Supervisors. In case of the adoption of laws on “Cumulative Pensions” and “Investment
funds” the CBA will take steps to participate in IOPS (International Organization of Pension
Supervisors).

In result of pension reforms and particularly after the adoption of abovementioned laws the CBA
will supervise new market participants (investment fund managers, registrars, custodians), while the
supervision of pension fund managers, registrars of cumulative pension participants and the pension
asset custodians will be carried out in compliance with IOPS principles.

In the view of strengthening supervision of MTPL system, after the endorsement of the law “On
Compulsory Motor Third Party Liability Insurance” bureau of MTPL participants will be established
(hereinafter Bureau). Bureau as a self-requlated organization will take charge of some important
functions in insurance system supervision and regulation. It will contribute to the protection of injured
party rights, stability and sustainability of MTPL system and to the enhancement of activities of MTPL
participants.
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Annex 1

FINANCIAL MARKET SUPERVISION AND REGULATION

In the supervision and regulation framework stipulated by the law the CBA ensures one of its major goals of
securing stability, liquidity, solvency and soundness of the financial system, creating necessary conditions for
development and sound performance of clearing systems, creating proper conditions for coordinated operation
and future development of a fair, transparent and sustainable securities market, as well as protecting interests of
the investors and consumers of financial services.

Organization of the Financial System Supervision and Regulation in the CBA

Financial system supervision and regulation in the CBA is mainly performed through the following hierarchy (in
the ascending order):

Structural Subdivisions,

2. Standing committees,
3. CBA Chairman,
4. CBA Board.
Based on need also working groups can be established in the CBA.

1. Objectives and functions of the CBA financial supervision and

regulation units

The Central Bank units responsible for financial supervision and regulation are Financial Supervision
Department, Financial System Policy and Financial Stability, Financial Monitoring Center, Statistical Department
and Legal Department.

The main objectives of the Financial Supervision Department are:
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Supervision of the activities of financial institutions operating within the Republic of Armenia (banks,
branches of foreign banks, credit organizations, insurance companies and intermediaries, branches of
foreign insurance companies, participants of the securities market, clearing companies, pawnshops,
persons performing foreign exchange trade operations, persons performing foreign exchange trade
dealer/broker operations and other persons licensed by the Central Bank) and, in cases described by law,
supervision of the activities of persons publicly offering securities and public offerers.

Supervision of the activities of banks, insurance companies, and credit organizations and securities market
specialized entities, clearing companies undergoing liquidation process (self-liquidation).

Protection of the rights and lawful interests of the investors in the Republic of Armenia securities market
and entities using investment services.

Ensure the operation of a credible security pricing system, a settlement system for securities transactions,
and a system to register and file ownership rights over securities by means of discovering, evaluating, and
preventing risks in the system.

Ensure the transparency of operations of securities market specialized participants and securities issuers.



The main objectives of the Financial System Policy and Financial Stability Department are.

Monitor the development trends of Armenia’s financial system and to distinguish and evaluate existing and
potential risks and obstacles for financial stability;

Improve and/or develop and implement an efficient supervision methodology to mitigate risks in the
financial system;

Improve and/or develop an adequate regulatory framework and a structured methodological basis for
mitigating bank (also, non-bank financial institution)risks and ensuring their sound operation;

Develop non-cash operations;

Regulate payment system services and tools, and also regulate obstacles to achieving payment and
settlement system development;

Ensure reliability, stability and continuity of payment and settlement systems;

Ensure oversight of payment and settlement systems: risk assessment and monitoring, risk management
assessment and payment system establishment and foreign payment system participation risk assessment;
Improve and/or develop institutional elements (relations, instruments, methods, models and approaches)
favorable for deepening financial intermediation and developing the financial system in accordance with
the standards accepted by international banking (and non-bank financial institutions);

Keep track of the current trends, developments and new financial technologies in global financial markets
and develop appropriate recommendations on their possible implementation in Armenia’s financial
system;

Carry out consumer right protection and market conduct regulation activities.

The main objectives of the Financial Monitoring Center are:

For the purpose of combating ML/TF (Money Laundering and Terrorism Financing) receiving information
from reporting bodies: based on received reports and other sources analyzing received information from
state bodies and organizations, sending messages to criminal investigation bodies in case of reasonable
suspect of ML/TF;

For the purpose of combating ML/TF contributing to appropriate capability shaping at reporting parties and
at authorized state bodies;

With the view of contributing to efficient criminal prosecution and supervision of revealed cases of ML/TF
cooperation with criminal investigation bodies, supervision bodies and other authorized state agencies,
foreign financial investigation organizations by signing bilateral agreements or not doing so;
Representation of Armenia in international structures combating ML/TF;

Increase public awareness about negative consequences of ML/TF, also contributing to continuing
deepening of ML/TF combating knowledge base.

The main objectives of the Legal Department are:

Ensure the conformity of normative and individual legal acts adopted by the Central Bank with the
provisions of the Republic of Armenia legislation;;

Ensure the conformity of the Central Bank’s transactions and operations with the requirements of the
Republic of Armenia legislation;

Protect interests of the CBA in the domestic and foreign courts;
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¢ Organize and implement licensing and registration of banks operating within the Armenia, subsidiaries of
foreign banks, credit organizations, insurance companies, subsidiaries of foreign insurance companies,
participants of the securities market, pawnshops, persons performing foreign exchange trade operations,
persons performing foreign exchange trade dealer/broker operations and other persons licensed by the
Central Bank and their territorial branches, as well as carry out qualification and registration of the
managers of above mentioned financial institutions;

e Facilitate development and improvement of the legislation regulating the Republic of Armenia banking,
foreign exchange, insurance systems and securities market, as well as other laws and regulations relating
to the activities of the Central Bank, systematize normative regulations of the CBA and develop proposals
for their classification;

e Provide legal support for the Central Bank’s international relations.

The main objectives of the Statistical Department are:

e Collect and process economic statistical data, perform statistical analysis (smoothenings, classifications,
forecasts, calculations of various indices, etc.);

o Ensure consistency of the economic statistical data within the scope of competencies of the Department;

e Present collected and processed information to the general public through statistical and other publications
of the Central Bank;

e Ensure and coordinate information flows between the CBA divisions and other organizations (including
international organizations and foreign organizations);

e Conduct statistical surveys for analyzing certain developments (if needed on regular basis);

¢ Ensure that the information provided by lenders to the Credit Registry is accurately entered, processed and
provided to users, and develop Credit Registry;

Based on their main objectives, the aforementioned departments perform the functions stipulated by their

respective charters.

2. The CBA Standing Committees

Implementation of the financial system supervision and regulation functions is supported by two of the CBA
standing committees:

e The CBA Council

e Licensing and Supervision Committee

The CBA Council

The CBA Council is a consulting body under the CBA Chairman. Regular sessions of the Council are usually
convened once in every two weeks.

The Council members are the CBA Chairman, the CBA Deputy Chairman and heads of the divisions. The
Council sessions are chaired by the CBA Chairman, and in the event when the Chairman is absent, by the CBA
Deputy Chairman.

The Council sessions are convened at least once in a month. The Council sessions may be attended by the
CBA Board members. The issues that will be discussed by the Council members during the session are in
advance shared with the CBA Council.
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Licensing and Supervision Committee

Licensing and Supervision Committee is a counseling body and is authorized to provide opinions within the
scope of its competencies.

Licensing and Supervision Committee exercises its authorities through sessions, which are convened upon
necessity, but no less than once a week. Licensing and Supervision Committee discusses:

v/ Matters related to the granting of preliminary approval to create financial organizations and the registration

and licensing of such organizations;

v’ Matters related to the approval of registration and termination (or suspension) of operation of financial
organizations’ branches and representative offices; Matters related to the preliminary approval on
acquisition of qualifying or other holding in the financial organization;

v' Matters related to the registration of amendments to the by-laws of financial organizations;

v' Matters related to the qualification and professional conformity of financial organization managers (with the
exception of heads of structural subdivisions);

v' Matters related to the reorganization and liquidation of financial organizations;

v' Matters related to the registration of Prospectus and Trade Prospectus;

v' Matters related to the suspension of the securities placement, as well as suspension and termination of the
trade with securities;

v’ Matters related to the rules of the regulated securities market and Central Depository, their amendments
and addenda;

v/ Matters related to the violations identified during the supervision of financial institutions or other regulated
persons, descriptions and arguments of the financial institutions in case of their presence, feasibility of
imposing sanctions against them, types of sanctions;

v" Other matters over which the Central Bank has legal authority in accordance with other legal acts.

Members of the Licensing and Supervision Committee are the CBA Chairman (Committee Chairman), the CBA
Deputy Chairman (Committee Deputy Chairman), Head of the CBA Financial Supervision Department, Head of the
CBA Financial System Policy and Financial Stability Department and Head of the CBA Legal Department.

A session of the Committee has legal power to act, if more than half of the Committee members are present.
The committee sessions are minuted. Minutes of the session should be prepared within six working days after the
day of the session and signed by all members of the committee. Resolutions of the session are taken based on
the results of the open voting, by two thirds of voices of the committee members present at the session.
Resolutions of the session, depending on the level of authority stipulated by law and other legal acts, should be
submitted to the CBA Chairman or the CBA Board,

3. The CBA Chairman

The Chairman is the highest rank official of the Central Bank. The Chairman is responsible for the fulfillment
of the objectives of the CBA set forth by “Central Bank Law”.

The Chairman of the CBA shall:
e coordinate and organize the work and ensure the soundness of the activities of the Central Bank, the
Board and the Board members,
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4.

take the chair of the Board sessions, and sign acts and session protocols of the Board of the Central Bank,
ensure execution of the acts of the Board of the Central Bank,

represent the CBA in the Republic of Armenia, other states and international organizations,

issue powers of attorney,

approve the structure of the CBA and the staff,

appoint and dismiss heads of units and other employees of the CBA, unless otherwise stipulated by
“Central Bank Law ”,

adopt individual and internal resolutions and orders, including resolutions on assigning inspections of the
supervised entities,

assume other authorities, which are not reserved for the Board of the CBA by law.

The Board of the Central Bank

The Central Bank Board is the highest governance body of the Central Bank. The Board adopts normative and
individual decisions.

The Board is comprised of the Chairman of the Central Bank, his/her deputy and five members. A Board
member of the CBA is responsible for carrying out duties reserved for him/her in the areas specified by the CBA
Board. The CBA Board is also responsible for!:

issue and revoke or annul banking and other licenses, and approve the procedure of licensing banks and
other entities,

pursuant to the law of the Republic of Armenia “On the Bankruptcy of Banks, Credit organizations,
Investment Companies, and Insurance Companies” declare a bank, credit organization, or insurance
company insolvent, and institute bankruptcy proceedings against them in accordance with the procedure
stipulated by law,

approve prudential requirements for banking activities and the procedure of their calculation,

give preliminary consent to or reject the acquisition of a significant participation in a bank'’s statutory fund,

define the minimum requirements of internal control in banks and insurance companies,

approve reporting forms submitted to the Central Bank by banks and other entities licensed and
supervised by the Central;

approve procedures for operations with securities, coordinating them all with the authorized body of the
Government of the Republic of Armenia;

exercise authorities as set forth in law of the Republic of Armenia “On Guarantee of Reimbursement of
Bank Deposits of Natural Persons”.

Sessions of the Central Bank Board shall be convened upon necessity at the request of the Central Bank
Chairman, Deputy Chairman, or at least three Board members, but, in any case, no less than once a month.
Sessions of the Board of the CBA are minuted. The Board of the CBA is authorized to take decisions, if at least
five members of the Board are present at session, including the Chairman or the Deputy Chairman of the Central
Bank. A decision taken by the Board is deemed passed if more than half of the members present at the session
have voted for it.

1 Republic of Armenia Law on the Central Bank of the Republic of Armenia.
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Processes of Licensing, Supervision and Regulation of Financial Institutions

Licensing of financial organizations by the CBA is in detail described in

v

Regulation No 1 “Registration and Licensing of Banks and Branches of Foreign Banks; Registration of
Branches and Representations; Qualification and Registration of Management of Banks and Branches of
Foreign Banks”,

Regulation No 13 “Registration and Licensing of Credit Organizations; Recording of Branches and
Representations; Consenting to the Acquisition of Significant Participation in the Statutory Fund; the
Qualification of Managers; the By-Laws of Credit Organizations; and Requirements on the Place of
Activities and Technical Adequacy of Credit Organization”,

Law on “Security Market Regulation”,

Regulation No 4/01 “Licensing and Registration of Investment Companies, Registration of Branches of
Investment Companies and Foreign Investment Companies and Representations, Procedure on
Preliminary Consent to Obtain Qualified Holding in Statutory Capital of Investment Companies, Procedure,
Mode and Timeframe of Submission of Business Plans by Investment Companies, Provision of Advice on
Investment Services Rendered by Credit Companies”,

Regulation No 4/04 “Prospectus and Reporting Issuer Reports”

Regulation No 5/01 “Registration and Licensing of Regulated Market Operator; Procedure for Obtaining
Preliminary Consent for Qualifying Holding in Statutory Capital of Regulated Market Operator ; Procedure,
Mode and Timeframe for Presentation of Business Plan”,

Regulation No 3/01 "Licensing of Insurance Activities and Insurance Intermediary Activities; Accounting of
Insurance Agdents; Registration of Branches and Representations of Foreign Insurance Companies
operating in the Republic of Armenia; Obtaining Preliminary Consent to Qualifying Holding in Statutory
Capital of Insurance Company; Insurance Company's Business Plan Disclosure, Procedure and Date;
Testing of Qualification of Candidates for Officials and Responsible Persons of Insurance Company and
Insurance Intermediary; Professional Competency and Qualification Criteria Officials and Responsible
Persons of Insurance Company and Insurance Intermediary; Themes of Qualification Test for Officials of
Insurance Company and Responsible Persons of Insurance Intermediary”,

“Procedure of Licensing Pawnshop Activities in the Republic of Armenia”,

Regulation No 10 “Regulation and Licensing of Foreign Currency Purchase and Sale Operations”,
Regulation No 11 “Licensing, Regulation, and Supervision of the Organization of Foreign Currency Trading
in the Republic of Armenia Territory”.

Regulation No 12 “Regulation and Licensing of Foreign Currency Dealer Purchase and Sale Operations”,
Regulation No 16 “Licensing of Money Transfer Orgdanizations, Registration of Branches and
Representations, Regulation of Activities, and Qualification of Managers”,

Regulation No 17 “Licensing of Organizations Processing and Clearing Payment Instruments and
Settlement Documents, Registration of Branches and Representations, and Qualification of Managers”,
Regulation No 18 “Granting Permission to Create and Operate Armenian Payment and Settlement
Systems”,

Regulation No 19 “Granting Permission to Participate in Foreign Payment and Settlement Systems”.
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As a rule reforms of the regulation framework are result of the necessity to provide solutions to the new
challenges rising in light of the new developments in the financial system. The CBA identifies system risks and
challenges affecting the sustainability and development of Armenian financial system, carries out research and
proposes institutional and legal solutions thereto. The CBA keeps track of the trends and developments, as well
as the new technologies emerging in global financial markets, and provides respective suggestions where their
introduction and implementation is feasible.

The supervisory body of the CBA performs documentary (hereinafter referred as off-site) and on-site
inspections of the financial institutions.

Off-site supervision is carried out on the basis of information obtained from financial organizations. The off-
site supervision of each financial institution is performed by designated supervisors that are experienced in
supervision of the particular organization. This enables the supervisor to develop more complete understanding
of the financial organization’s activities, its peculiarities, and risks.

For the purpose of off-site supervision, the supervised organizations submit to the CBA Statistical Department
reports in manner prescribed by law and in compliance with provisions of the respective regulations, with the
defined content and frequency. Afterwards cross-checked reports are conveyed to the Financial Supervision
Department and Financial System Policy and Financial Stability Department. To improve the efficiency of
supervision and analysis activities, these departments also use information received from the Credit Registry,
earlier reports submitted to the Central Bank, notes received during the current and previous periods,
notifications, long-term development plans, published financial reports, supervisor opinions annexed thereto, the
results of inspections in supervised organizations, and information obtained in other ways. During the off-site
supervision continual analysis of financial organizations is carried out aimed at assessment of financial
performance and risk level, conformance of the financial organization’s operations with regulations and other
legal acts. With the view of comprehensive analysis of risks identified during the off-site supervision their causes,
and also based on bank and other financial institution inspection schedule approved by the CBA Chairman, on-
site inspections are performed.

The main objective of the off-site supervision of banks is to identify and assess the risks through carrying out
weekly, monthly, quarterly and annual analysis to prevent or reduce possible losses of the banks. One supervisor
can simultaneously supervise not more than three banks, and each bank must be monitored by at least two
supervisors. The off-site supervision of banks is carried out pursuant to the rules of the manual “On Off-Site
Supervision”, which defines principles and methods of the off-site supervision, its sequence and frequency, as
well as the list of persons engaged and their rights and responsibilities.

Based on the analysis of information obtained from banks, internal briefs are compiled for each bank,
describing major changes in the bank’s performance indicators, the main trends in its performance, an
assessment of the bank’s current financial situation and outlook, the issues faced by the bank, and risk areas.
Off-site supervision reveals not only changes in a bank’s financial performance indicators, such as deviations
from the regulatory requirements set by the Central Bank, but also their causes and changes are analyzed, based
on which an appropriate action plan is devised to manage identified excessive risks.

The main purpose of the weekly off-site supervision is to operatively monitor banks’ daily operations. The
main areas of the weekly off-site supervision are to check compliance of a bank’s activity with the Armenian laws
and other regulations, analyze its balance and off-balance structure, risk areas and problematic changes. During
the analysis, supervisors identify areas of banks’ performance which, given the existing situation, are most
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volatile and vulnerable to risks, or which resulted in generation of the problems during the previous reporting
period.

The main purpose of monthly off-site supervision is to assess and analyze the bank’s activities and actual
current financial status during the month. Consolidated assessment of bank’s activities is performed, and the
respective analysis is carried out. It involves assessment and analysis of the quality of banking assets, capital
adequacy, profitability, liquidity, sensitivity to market risks, management quality, and performance of the
managers. The analysis of information in the context of monthly supervision must have a clear regulatory focus,
i.e. the supervisor must develop and recommend ways of addressing the significant problems identified,
mitigating their impact, or preventing their re-emergence. If CAMELS assessments deviate sharply in comparison
with a previous period, the supervisor conducts a thorough analysis to discover the reasons?.

The main purpose of quarterly off-site supervision is to assess and analyze the banks’ current financial
situation and outlook, as well as risks. Quarterly off-site supervision must focus on assessing the banks’ ability to
operate sustainably, including an assessment and analysis of the banks’ activities, changes in the banks’ financial
situation, risks typical of the bank, and financial stability. In the frameworks of quarterly off-site supervision, the
supervisor must assess and analyze risks, including the credit risk, liquidity risk, interest rate risk, foreign
exchange risk, price risk, operational risk, and reputation risk.

Furthermore, examinations of information published by financial institutions are performed on a quarterly
basis, in order to identify how the organizations present data subject to disclosure for consumers.

Off-site supervision encompasses the analysis of a banks’ credit, foreign exchange, interest rate, price, and
liquidity risks using the credit risk migration matrix, VAR, duration, and GAP methodologies, as well as stress
tests. While analyzing the trends of such risks, growing, stable and decreasing scenarios should be applied.

The purpose of the annual off-site supervision is to analyze financial performance and sustainability of the
banks during the year, in order to evaluate banks’ capabilities for long-term operation.

If risks are identified in the analyses, the supervisor recommends, as needed, a list of supervision measures to
ensure the banks’ solvency, financial stability, and long-term sustainability of operations. Problems identified in
off-site supervision may serve as a basis for on-site inspections or may be included in the comprehensive
inspection plans. The off-site supervision is important since timely and accurate identification of problems and
risks threatening the bank allow increases the overall efficiency of supervision, due to the effective use of
supervision resources and planning of inspections in the supervised organizations.

The Central Bank conducts on-site inspections of banks and foreign bank branches operating in Armenia in
accordance with the Bank Inspection Manual. When supervising different areas of banks’ activities, supervisors
assess the applicability of the banks’ internal control system, processes, internal policies regulating the respective
areas, and procedures. They assess the banks’ internal control system and the effectiveness of internal audit to
determine whether the banks’ employees are complying with the principles set by the banks’ management.
Special attention is paid to analyzing the banks’ management system and identifying the related risks, including,
in particular, the separation of rights and responsibility between the banks’ board and executive management.

2 CAMELS assessment scores vary between 1-5 unit range
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There is a particular focus on identifying the areas of the banks’ activities, which are the most vulnerable and
sensitive to risks. Those areas must be supervised rigorously.
The on-site inspection should focus on the following issues:

e Asset Quality

The purpose is to identify the structure of the banks’ assets with a focus on assessing loan portfolio quality
and level of management. Lending activities must be carried out in accordance with policies and procedures
approved by the bank, and exceptions from them must be properly justified and documented. During the
inspection special attention is paid to quality, profitability, loan return rate and provision rate for loan losses of
the loan portfolio. The investment services of the banks are also inspected, in case the bank renders investment
services. In this case investment services rendered by bank are inspected in compliance with the law on
“Securities Market” and other sub-laws emerging from it.

¢ Liabilities and equity

The purpose is to identify the structure of the bank’s liabilities, especially deposits, concentrations, and the
conformity of the funding process with the bank’s policies and procedures. Deposit database inspection is carried
out, which includes comparing the deposit and depositor database submitted to the CBA with bank’s local
database, and also includes checking the accuracy of the data presented in the deposit and depositor database
and compliance of the calculation of compensatable part of guaranteed deposit with law requirements. While
examining the bank’s borrowings, supervisor should focus on the compulsory reserve ratio and excessive
liquidity level, as well as identify reasons, sources, average volume and maturities thereto, costs of the borrowed
resources and the efficiency of their use. During the inspection, the adequacy of the bank’s capital with its
financial situation, risks, and volumes of operations is assessed.

« Profitability

The analysis of incomes and expenses allows the supervisor to form an opinion of the bank’s financial
situation and the results of its operations, as well as to determine the credibility of data reflected in the banks’
income and expense accounts. During the inspection, the supervisor should assess the level and the trends of
profit, its elements and their stability, probability of bank’s operation without losses and compliance with the
capital adequacy prudential, compliance with the prudential on the minimum size of the total capital, planning of
expenses and income, and the involvement of the management in planning expenses and income.

¢ Liquidity

During the inspection, the supervisor should assess current liquidity of the bank, liquidity demand, and
current and expected cash flows, sources for the attraction of resources and their cost. The supervisor checks
whether the bank has a plan to meet extraordinary liquidity needs, which may become necessary in case of

income deterioration, higher non-performing assets, deposit concentration, unforeseen opportunities to expand
operations, and other events.

e Management

The supervisor assesses the quality of the banks’ corporate governance, the duties and responsibility of the
banks’ executive managers, and the risk management system. The purpose is to discover to what extent the
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banks’ corporate governance mechanism works to the benefit of shareholders and other stakeholders. As a
priority, the management structure and processes are assessed. The purpose of assessing the quality of the
banks corporative management is to identify the efficiency of cooperation between the bank board, executive
directors (directorate), shareholders and other interested parties. During the assessment of the risk management
system, the supervisor should identify the strategies of risk identification, measurement, assessment, monitoring
and management.

¢ Combating money laundering and terrorism financing

While examining this issue, the supervisor identifies whether the respective policies, procedures and internal
control are adequate for the efficient management of such risks. The supervisor should verify the compliance of
the implemented measures with the policy adopted by the bank, availability of the internal regulations on
identification of suspicious transactions and regulations establishing norms and provisions for filing the
respective reports to the authorized body in the Central Bank, etc.

e Supervision of market conduct

While examining this area, the supervisor should identify the possible inconsistencies and risks in terms of the
business conduct of a bank, which can pose a threat to the interests of the consumers of financial services. This
area includes adequate presentation of information published by the bank, rendering consultations to customers,
processes of complaint and dispute resolutions, dissemination of information on rendered services, and servicing
of the customers.

e Other areas

The quality of market risks management, the quality of operational risk management, bank-related parties,
computer and information systems, legal issues, off-balance sheet operations, internal audit and internal control,
checking the credibility of reports submitted to the Central Bank, payment system risks, and electronic transfer of
funds.

¢ General assessment of the bank

As a result of the general assessment of the bank, the supervisor obtains the picture of the bank’s internal
financial performance and perspectives, taking into account such factors as the system of the bank’s internal
control, the availability of internal policies and procedures, infringements of the laws and/or other regulations,
the quality of the bank managers, the adequacy of banking capital, the volume of classified assets, the availability
of the major parameters describing activities of the bank, etc.

Based on the results of the inspections, supervisors should prepare the inspection reports, which should
reflect the major directions and the framework of the performed inspections, identified problems and risks,
bank’s financial performance, compliance with prudential standards, consolidated assessment of the bank’s
indicators (CAMELS), as well as submit opinions and the respective suggestions on the performed inspections.

The off-site supervision of the organizations rendering insurance services (insurance companies and
insurance brokers) is performed in accordance with the manual “On the off-site supervision in organizations
rendering insurance services”. Special emphasis is placed on data precision, consistent representation and
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believability. The manual defines off-site principles and methods, regulates off-site procedures and their
sequence and timelines, and also regulates scope of people participating in off-site supervision, their rights and
responsibilities. Results of off-site supervision are consolidated in supervision reports on monthly basis and on
their results recommendations are sent to organizations. In consolidated reports major changes of indicators
describing organization’s activities are disclosed, main trends and their changes of the activities are presented,
present and future financial performance assessment is performed, issues at hand and risky areas of
performance are revealed. Risk assessments are part of off-site supervision, which guide the supervisor to the
selection of on-site supervision directions, which on it turn makes on-site inspections more optimal and targeted.

The main purpose of off-site supervision of insurance companies is the risk assessment and disclosure
through monthly, quarterly and annual analyzes for forecasting, early disclosure and mitigation of probable risks.

The process of off-site supervision and analyzes of submitted report by insurance companies is carried out
the same way as in banks. On monthly basis activities and real financial performance of insurance company are
analyzed and consolidated assessment is carried out (CARAMELS- on quarterly basis). The latter includes analysis
and assessment of asset quality, capital adequacy, reinsurance area, actuarial calculations and reserves,
profitability, liquidity, sensitivity to market risks, management quality and management activities. In case of sharp
divergence of CARAMELS indicators in comparison with the previous period the supervisor comprehensively
analyzes the causes of the divergences.

The objective of quarterly supervision is to assess and analyze present and future financial performance and
risks. Quarterly off-site supervision is targeted at assessment of the ability of continues operation of the
organization.

The goal of annual off-site supervision is to analyze the annual performance and financial stability of the
company in the scope of development prospective.

The on-site inspections of the organizations rendering insurance services should be performed in accordance
with the manual “On the (on-site inspections) of the organizations rendering insurance services within the
Republic of Armenia”. The on-site inspections involve the following directions: insurance (underwriting), asset
quality, capital and yield, governance, reinsurance, realization of the insurance products, other areas (protection
of the insured persons, compliance with the rules of market behavior, computer and informational technologies,
legal issues, verification of the consistency of the statements filed with the Central Bank).

e In the context of asset quality assessment quality and management level of accounts receivables,

investments and insurance portfolio are emphasized.

e During the assessment of liabilities and capital, structure and concentration of reserves, compensations

and reinsurance portfolio are disclosed.

e During the assessment of profitability, the structure of income, profitability and its trends are analyzed.

On-site supervision includes also such areas as reinsurance, insurance policies, compensations, liquidity
management, ML/TF, market conduct. And based on the analysis of those areas a consolidated assessment is
carried out.

While performing inspections of the different areas of the insurance companies’ activities, supervisors should
assess the system of internal control of the insurance company, and application of the internal policies,
procedures and regulations regulating the performed operations and the activities carried out in these areas.
Furthermore, supervisors should assess the system of the internal control of the insurance company.
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Based on overall assessment of the company the supervisor forms opinion about financial performance and
prospects taking into consideration such factors as internal control system, presence and quality of internal
policies and procedures, violations of laws and legislative acts, management quality,

Main purpose of on-site and off-site supervision is to forecast and minimize possible misconducts of
investment companies and also disclose all those issues that, in the future, can undermine the financial stability
of investment company and the ability of the company to meet liabilities to the customers.

The on-site inspections of investment companies are performed in accordance with the guideline on
“Inspections in Investment Companies”, and “Inspections Business Conduct in Financial Organizations”, which
define on-site inspection preparation and core inspection (inspection targets) procedures and also consolidation
of the inspection results.

The main target areas in on-site supervision are:

e Assets

Financial investments of investment companies, fixed assets, cash, other assets, assets equivalent to
technical reserves and payable compensation, and also issues, flaws and violations disclosed during the analysis,
their causes and effects on investment company are assessed.

¢ Liabilities

The purpose is to identify violations, issues and flaws disclosed during inspection and analysis of liability
accounts, their causes and effects on investment company.

¢ Equity and profitability

The purpose is to identify violations, issues and flaws disclosed during inspection and analysis of capital and
dividends, cost end income, their causes and effects on investment company.

e Management

The purpose is to identify violations, issues and flaws disclosed during inspection and analysis of corporate
management system, risk assessment system and external audit, their causes and effects on investment
company.

e Business conduct
The purpose is to identify violations, issues and flaws disclosed during inspection and analysis of rendered

services, customer service, complaint and dispute settlement, advertisement and other published information,
their causes and effects on investment company.

e  Other areas

The purpose is to identify violations, issues and flaws disclosed during inspection and analysis of the accuracy
of submitted reports, ML/TF combat activities, their causes and effects on investment company.

Based on inspection results an inspection report is composed, where supervisors present areas and
framework of the inspection, revealed issues, risks, financial performance of the investment company, and also
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conclusions and proposals are presented. The report also includes consolidated matrix of the assessment of
different areas of operation.

The main goal of the on-site and off-site supervision of regulated market operator and Central depository is the
disclosure and future prosecution of violations of the law and other legal requirements. Supervision of those
security market participants is also aimed at the analysis of their activities and financial standing, at the view of
ensuring the reliable rendering of their services.

The main target areas in on-site supervision of regulated market operator and Central depository are:

e Verifying the compliance of regulated market operator and Central depository activities with the provisions

of the laws, regulations and other legal acts.

e Verifying the accuracy of the regulated market operator and Central depository reports and other

information submitted to the CBA.

e Analyzing the financial standing of regulated market operator and Central depository.

e Verifying the implementation and outcomes of the CBA instructions and suggestions by regulated market

operator and Central depository.

e Verifying the compliance of regulated market operator and Central depository activities permitted by the

law provisions with the provisions of the laws and other legal acts.

Based on regulated market operator and Central depository inspection results an inspection report is
composed, where supervisors present areas and framework of the inspection, revealed issues, risks, financial
performance, and also conclusions and suggestions are presented.

The main goal of the supervision of companies propounding public sale offerings of securities and the
reporting issuers (hereinafter issuer) is to ensure timely, accurate, law defined information framework concerning
the issuers and issued securities for investors in those securities, disclose and prevent misuse of the internal
information by insiders, and all those issues, that in the future can affect fair pricing of the securities and ability
of the company to face the liabilities to the investor.

Off-site supervision of issuers assumes analysis, disclosure and prevention of issues associated with
prospectus and trade prospectus, intermediate reports, significant facts and internal data.

The on-site supervision of issuers is carried out based on law and Central Bank provisions, which define
preliminary, execution and result consolidation procedures for on-site supervision.

The main target areas in on-site supervision of issuers are:

e Verifying the accuracy and reliability of the presented prospectus and trade prospectus, significant facts in

intermediate reports, reports on internal information and other information published by the issuer.

e Verifying the implementation and outcomes of the CBA instructions and suggestions by regulated market

operator and Central depository.

Based on issuer inspection results an inspection report is composed, where supervisors present areas and
framework of the inspection, revealed issues, risks, financial performance, and also conclusions and suggestions
are presented.
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The off-site inspections in credit organizations, clearing companies, pawnshops and exchange offices are
performed on the analogy of banks. The off-site supervision is based on reporting forms submitted to the CBA.

The on-site inspections in pawnshops and exchange offices should be performed with the view to verifying the
compliance of their activities with the provisions of law.

In the view of enforcing market conduct rules the information published by banks, credit organization,
insurance companies, insurance brokers, money transfer companies, and investment companies is verified.
Periodically compliance of the information published on their websites and reports printed in newspapers with
Regulation No 8/03 “Information dissemination by banks, credit organizations, insurance companies, insurance
brokers, investment companies, Central depository and clearing companies making money transfers” is
examined.

The inspection program must be approved by the CBA Licensing and Supervision Committee. At the end of
each inspection, the group of supervisors must compile the inspection report and submit it to the CBA Board.
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Annex 2. Commercial Banks and Branches
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Annex 3. Survey Balance Sheet Indicators of Commercial Banks
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Annex 3 (continued)
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. . . 3! . 3! . -

1 1 1 = 1 Q) s ~
Indicator I . 3 . 2! g 2

L S o S g8 5! -

I I ! D o D o ! (=]

CE S §2! - g ! 2! g

30 | | | = | |

o 8 ! 5 8 ! S ! ) S ! 8 ! 5 S

i D 3502751 -56.0%:! 21755871 521.1%! 21755871 3982331  22.4%
Correspondent accounts of banks [ fmmmm oo e e e oo f e oo

! FX 2240346 -48.5%' 4355481! O4.4%' 4355481 710437} 19.5%
Other liabilities to banks (including the CBA) . D ! 82546198: 14.4% 97314211, 17.9%! 97314211 -5860158' -3.8%

. . . . L e r---TTTTTTTT=- = [ r=-=-=-======== B A

and other financial organizations ! Fx ! 175827550' 5.9%) 201302878)  14.5%) 201302878] 50712541' 18.0%

b - -

Undistributed
profit (loss)

14987902 : 195.2%

Off-balance urecelvables and other
sheet .assets 1007203 : 40.5%
.mterest 2908317 ' 90.7%

itotal L 1794948| 60.3%
Pledge granted |including government | | | ' | !
\securities | | 803105. 100‘00/0: 429000: -46.60/0: 429000. 314505: 274.7%
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] ] ] ] ] ]
'D ! 03] 02 -01! 06, 04! 0.1 -05, 00' -0.1, 02! 02! 02| 00
Correspondent accounts of banks R b IR rom--m rom---- [ Fossm- [ Fmme oo - R e EREEEEE
' Fx 1 0.9, 05 -05. 0.5{ 00, 05, 00 02 -03, 04, 02 04! 00
Other liabilities to banks (including | p i« 7.0' 128! 59! 10.0' -2.8' 8.3 -1.7. 85! 02 93 0.8/ 931 -35
the CBA) and other financial i Too--- Tomm-o- fo----- po---o- po----- Fo----- Foo--- Fo---- - m-m---- === ===
organizations 'Fx | 15.5! 21.6) 6.1 22.0, 04! 21.1! -1.0} 181! -3.0} 19.2! 1.1 19.2] -2.4
——————————————————————————————————————————— e e B it d i S i e i e e t R
''D i 1641 89 751 751 -14i 741 011 80: 061 69! -l.1. 691 -2.0
Demand liabilities to legal entities i it t------ fooooo- bommo-- b Foe- oo el I It oo It il
‘Fx ! 7.5/ 7.0 -06! 92! 23 86! -06! 75' -l.1} 86! 11! 86! 16
D, 6.0, 39, -20, 24, -1.6, 29, 05, 28, 0.0, 30, 0.1, 30, -10
Demand liabilities to natural persons !----+4------ +--mmm- Fommm - hommm oo bommo—- bommm - komm- komoo-- bommm - e b= oo - oo m - SRR
' Fx+ 55 39 -1.6: 48: 09 54:' 05 6.5 1.1 57: -08: 57 1.8
'D! 62! 58! -0.4' 23! -35' 22! -.0.1' 22! 01! 1.9! -03! 1.9 -39
Time deposits of legal entities Rt bt romm--- romm-o- to---- rom---- Fom--o- Fomsoo Foom-- Fomooo mm-s--- mm--s-- === EREEEEE
' Fx | 37! 55! 1.7, 108! 53 11.8) 1.1} 11.7, -0.1} 10.1} -1.5| 10.1| 4.7
------------------------------------------- e e e e e e et AR AL
D 104 9.1 -1.3' 40' -50' 41' 0.0' 40! -0.1' 39! -01' 39' -52
Time deposits of natural persons It Rttt IR pomm--- e Fom---- Fom---- [ S o o I ===
\Fx | 11.6} 130, 1.4, 18.7, 57, 19.4, 0.7, 208, 1.4, 198, -1.0; 19.8, 6.8
Liabilities to the Government b1 331 200 -1.20 241 037 331 09! 50! 17 651 1.4 651 44
Interest payable i\ 1+ 07, 08, 0.1, 09, o01; 10, 00, 10; 00 10 00; 1.0, o0.l
Other liabilities ©1 51: 49 .02 38! -1.1: 41! 03! 37! 04! 36! -0.1! 36! -13
""""""""""""""""""""""""" L e e e e e R
Total liabilities i\ 1100.01100.0; 0.0}100.0; 0.0}100.0; 0.0}100.0; 0.0:100.0; 0.0}100.0; 0.0
Actually paid-in statutory fund i1 67.9. 648 -3.1) 65.1: 0.3 67.1, 2.0, 69.6, 2.5 67.8, -1.8: 67.8! 3.0
General reserve P 340 27 06! 27! 00! 33! 06! 32 0.1 29! 02! 30 0.2
_____________________________ £ e e e
Own shares repurchased by bank i 1 0.0: 0.0 00 00: 00! 00 00: 0.0 0.0{ 00 00: 0.0:! 00
e I I rTTTT rTTTT T Tt Tt [ [ [ [ [ T
Undistributed 1 Current period ) , 105, 11.8; 1.3, -0.1, -11.9, -0.1, 0.0, 0.2, 0.3, 32, 30, 32, -86
profitloss) Iprevious period | | 121} 158! 37! 273! 115! 253! 20! 224! 2.8| 200! 24! 200! 42
____________________________ £ e e e I e
Total capital i 1100.0}100.0; 0.0;100.0; 0.0}100.0; 0.0;100.0; 0.0}100.0; 0.0;100.0; 0.0
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Annex 5. Change in Commercial Banks’ Regulatory Capital Accounts

thousand drams

Indicators

Total capital

Investments in statutory capital of other banks, credit organizations,
and “Other organizations” according to regulation 2

Amount of balance value of tangible assets in use and capital
investments in them exceeding the size limit of Tier 1 capital as set

forth in Regulation 2

Reserve generated from FX differences due to balance sheet

consolidation

Other reserves

Annex 6. Non-Resident Participation in Statutory Capital of Commercial Banks

Indicators

Statutory capital

! Atthe beginning of Change within the | At the end of period
' period ! period !
219029578 49111302 | 268140880
___________ E_"""____z_izlbb_éféi_i__"""""55_6_6_356_{[__"_"""z_z[éiééégs_
___________ L 152400167 361506771 188640844
___________ i e1e2238! 264899 6427157
___________ VT easssion  i7asee7| 8208307
_______________________________________________________________ I 651845741 6147691 64569805
___________ L 1ooseses!  1622204. 11659073
___________ e
_______________________________________________________________________ T
____________ L asesos;  ee2r0, 307773
1390715 203472 1684187
_____________________________________________________________ L 42511310 20472591 6298390
1025573 ! 1025573 ! 0
____________ E_"""""__élé_dézlé_i_"""""""2_55%_7_7[_""""""3ééé_7_z_zl
____________ | 49333961 15985096 18918492
_____________ Zx%_z_édéé_i _______________ 155;53_7_[ _____________ 4917022
i 0! 0!
____________ T aosan T T aosan T
thousand drams
Change within | 51.12.08 | Change within | 51.12.09
51.12.08-31.12.07 | ' 51.12.09-31.12.09 !
34940804 | 143967855 | 32665695 176633550
63302006 34205956 | 97507962 33150738 | 130658699
_____________________________ 9.66% T 67.73% T _é._z_z;o}o_f T 73.97%

Share of non-residents %
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Annex 7. Commercial Banks: Income and Expense

thousand drams

Interest paid on bank accounts and demand '

| | | ~ | | | | ©
| | | Q| | | | | <
1 1 1 N 1 1 1 1 1 N
| | | = | | | | k'
1 1 1 - ' ' 1 1 -
Indicators | | | Q] | | | | Q
X ™ i | -3 @ Q| Qi )
' < <l v <l S < < 0O
i N o DN 9 © [} o é?N
i — — gvdl Qi Qi Qi — —
X = - = = S| =¥ = ==
' n ' n ' on ' n ' n ' n ' n ' umn
i 1. 2. 3. 4. 5. 6. 7. 9
From correspondent accounts | 735377, 609403} -17.1%; 85419} 159078) 197122}  227228; 62.7%
From funds allocated in the CBA L 51414. sssszj 28 O%L 5191j 51662 103123J: 172270:  161.7%
Interest received from funds allocated in i i ) ) ) ) )
commercial banks and other financial institutions | 612676' 668539, 9. l%, 308944: 687811, 1073351, 1421191} 112.6%
From loans to economy | 49166015. 79174615. 61. 0%. 22559567'45944224' 69850458. 96146225. 21.4%
Interest from overdraft | 42575:’). 709689. 67. 5%. 197400. :598870. 644635. 982562. 38.4%
Interest from credit cards 1101 4556. 31 49525 + 210. 5%. 956254 | 2019904 31831 52 | 4453312, 41.4%
_____________________________________________ | _________J____________________ e e e e o
Interest from government securities E 49597821 54753121 10.4% 12261771 24597321 38726401 6017045 9.9%
From repos E 586869 8241921  40.4%: 845601 184140 489486 974448, 18.2%
Other interest income E 2884187! 3801868! 31.8%' 1090012' 2031712! 3136887!' 4330400! 13.9%
_____________________________________________ VL Ty Ty Ly L Ty T T
Total interest income ' 60434408 94478975' 56.3%! 26495524' 53917133! 82550854'114724481 ! 21.4%
_____________________________________________ L T o i o Tl
Interest paid on correspondent accounts \ 76473, 1 15782' 48. 8% 31988' 66640' 72820' 81890' -28.0%
_____________________________________________ . It A
1
1
1
1

'
'
'
'
'
'
'
'
'

P
|

'

'

'

'

'

'

'

'

'
——-
'

'

'

'

'

'

'

'

i
0
0
0
0
0
0
0
0
0

4
'
'
'
'
'
'
'
'
'
|
|
'
'
'
'
'
'
'
'
'

4

deposits 10981851 1558426 41.9% ' 10.7%
Interest paid on funds attracted from the CB | 1115454! 2638510! 136.5% 1459611! 2661699! 3701145 4501646  70.6%
‘onrepos ;r"'{z'é%é}sf"'z'z'és'i 6 Tuam T sssel o755l esisal 166255 | 26.5%
“Interest paid on funds attracted from commercial | R v o o o N T

banks and other financial institutions ' 2895002n 6700949n 131.5%: 2594230 5326839 7522678: 9690575! 44.6%
‘Interest paid on time deposits b é’és'ééi%'f 175670011 78.3%) 'é’sb'dééi'i i'z'dzléééé'f ié’z[s'é%i's'- 270627151 54.1%
“Interest paid on funds attracted from A o A P

international financial organizations :L 1042609. 2171196, 108. 2%: 6244751 1262914. 1901 102. 2565031 ! 18.1%
Interest expenses on deposit insurance | 354066 .' 463205 'éb'éé/; | 125705] "'iéiéé'{:' 409082 .' - 'ééé'z'z{é L 27.0%
“Expenses for accrued and not collected interest | 1 | N N N

on non-performing assets ) 683607. 1526298. 94. O%. 694074' 1397411, 2288871 | 2968058. 123.8%
‘Other interest expenses | 949660; 2051755 116.1%, 668594] 1395167 2210122, 5575834,  74.3%
Totalnterest expenses 118195431 34817435 91.4%|12020396; 25066791 | 38635774, 52925058. _ 52.0%

Net interest income E 42258977n 5966'1555 v 41 2% 14472928 28848542n 45875080 61 799425. 3.6%
“Income from guarantees, acceptance and L/C 1 1 T A AT T

operations, trust management | 14077352. 15927822. 13. l%. 2952876. 6549861. 10502561. 15469722. -2.9%
‘Net income from hedging derivatives 650641 065634] A46.4%, 192604, 435343, 670878, 978851 .' 1A%
‘Net income from factoring | 67936! 406160 | ©0.0% é’e’diéé?"'éz’ébéé’.’ 1001777 .' - 'éééi's'z' L 37.7%

Income from guarantees, acceptance and L/C

operations, trust management 658809: 447926, -29.9%. 31089: 76977. 140317: 255076. -48.0%
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1

2!

3! 4 5! 6! 7! 9

Net income from sale of securities ' 480341 492890 2.6%! 164152 439184! 1187045, 1333152! 170.5%
"Net income from FX purchase and sale f_é_ééii_s%l_iiéé_éé 161 69.5%! 39994721 6448907' 10020313 13830812 - 5.7%
“Positive (negative) exchange rate difference from! T R r _________ v o o o

FX revaluation | -176606! -891367 404.7%| 5474618 5766217 -5625763! -57117801  540.8%
et income from disposal of fixed assets | 53878, 2499041 563.6%|  36742| 32317 55023 _ 26253 89.5%

Net income from revaluation of fixed assets :L_ i _1_2_?@?_5. _______ 5 (_)‘:54: i _-??_@?/9. ________ 0: | _________0_: _________ 9:_ B :2_5_3??_0_5_._-_5_7_%!?_{?/0_
“Fines and penalties received ' 1087583, 1606932! 47.8%' 615719! 1431600 2372126 3685968  129.4%
“Other non-interest income 117205271 15146301 -12.0%| 796346! 521482! 9018857! 1191534  -21.3%
“Total nondnterest income 1277 ié%éb'_ééi}is_iéél ""27.9%! 4238551 _1_1_67_55{2_7"5_132_6566 31746635 -10.4%
“salary éﬁ::ljs_a;l_zal_r)_/-_e_q‘_u_i;/;li.e_r_lt_ [:é}_s_(_p_tfqé_r _________ o . [ T T o [ T

:igluli?eenrqaet;(g)and financing of social 1 178915651 25060207 40.1%! 6172585! 124615951 185993421 257792161 2.9%
:?P}Eéé%%iiiiééét}::::::::::::::::::::I:?Ei‘?é@f?fi::53?*:‘{7:@1]:El:%f’/é":::?ﬁi@%@f:?@ié@?ﬁ[::3:2:1:@6:2'[:Eé@?ﬁi[::—%ﬁéﬁfé

g ribution to State Fund of Social nsurance of 1766933! 2360872! 33. 6%. 587044, 1171542) 1770071 2475245. 4.8%
"Taxes, duties, other mandatory payments IT1115049 1681485, 51.1%  575502! 857705 1313826 1874674 11.5%
Depreciation 77 [_Xdéééébﬂ'"ééé_idii'"Sé_é‘?/; ! _iéb_dz_ié'"s_tlzliéé_z('__é_s_iééi;miié%éé_i v 30.9%

;:::;29 charge for bank premises and other ﬁxedi 1502497 2397466! 59.6%! 717862! 1592160 2444487 3282575 36.9%
"Advertisement and representative costs I 18505331 _ié_z[ﬁééf "37.7%! 579340 "1_6é5§_5_2_;_ 15423631 23527831 - 7.7%
“Office and printing costs | 6563231 7754081 18.1% _1_7_64557 3159441 474874 6777951  -12.6%
"Audit and consultation services costs | 427143 641704 50.2% 199215| 423800! 694218] 935763,  455%

Bank equipment maintenance costs i 468498, 705687, 50.6%; 175869 375366: 600906, 872948, 23.7%
“Transport costs 7 I 385388! 479273 24.4%  70878! 180442! 204410 426265  -11.1%
"Communication costs U 14620117 1757395 20.1%' 467494 965365! 1474955! 2004657 14.1%
“Fines and penalties paid T 937150 71153 24.1%; 8547  19403!  34145' é%_7_9_1_' ______ 4.7%
“Training costs 77 11551961 286764 112.1%!  82675! 1693551 232054  351827% 22.7%
"Other non-interest expenses | 31975381 100263081 213.6%! 2529541! 2285243 7979754 10729339| 7.0%
“Total nondnterest expenses [Zsb_z{ééi_sb_._éiéb_iz_ié'{ T 39.0% _ifséb_éziéb" 28645336, 45105008| 59612000 8.6%
et nonintrestexpenses 111782400 194570456518, 0670769417567009 2177075 27066205 15.2%
receivables toss, o L ize32017) 14152559! _11.9%| 3198086} 6427956 ! 106200031 15017665, 6.3%

2323?5}25?01‘2“”' reserve on loans and 15368059: 20399124 9l. 3%: 15101009I32537460: 54424795: 700227925 138.2%
rovisions to eséivE on Securiies v | 4a7asl  amsao| 109% 593 27 3wl a01ga| ook

gigzlrSlc(();stl;(;;gistelggll?trllel;ank guarantees and ! 22493410 3013234  0.0%' 1229655! 19518307 2822075! 3627396
“Total provisions | 30205046 _tié_sbis_dé'{ N éE{é‘?/; v ié_s_z_éz;tié'f ib_iz_éé_z_s_:_ 67890432 88708051 90.4%

gcce?\\jggleessflfsrg general reserve on loans and ! 10742849. 11962062! 11. 3%. 3159142 6409680! 9759715 15265643 10.9%
“Recoveries from special reserve on loans and | T [ T T T T T

receivables loss | 15511682 26077021 | 35506266! 50774464 94.7%
"Recoveries from reserve on securities loss 1239077 263917 10.0%!  2000! 6581 E
"Recoveries from reserve on bank guarantees éﬁ&_i ___________ P N '

_Other contingent liabilittes | 1798668; 3088543 0.0%: 1169640 | 183787 _9_' ________________________________

Total recoveries ' 26077196 41154017 ! 57 8%’ 15259770 30553152
"Net deductions 42178500 5440489 29.0%, 4269575 10195395 }_959_1_6_7_7:5'_ _z_ib.%_i?_i»i'_ " 286.7%
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1! 2! 3! 4 5! 6! 7! 9

Pre-tax profit | 26255627, 34728080, 32.3%, 532823, 1109189, 2218227, 12924412, -62.8%
Profittax 1 5407557, 7859759 45.3%! 935555! 1516866| 2020447! 4516021  -42.5%
MNetprofit 120848071 26868521, 28.9%| -402752] 407677 197780, 8408391, __-68.7%
Dividendsaccrued | __55000, 0} 100.0% T o 0/ __100.0%
Undistributed profit 1 20793071! 26868321! 29.2%' -402732! -407677! 197780 8408391  -68.7%

Annex 8. Armenian Banking System: Return on Assets and Return on Capital

Indicators 2007 | 2008 | 2009
Return on assets

_____ Bankingsystem 5459 3.06%  0.74%
""" Minimum (on profitable banks) 1 0.05%!  0.94%:  0.10%
""" Maximum (on profitable banks) 1 ggow  536%  5.20%
Retum on capital
""" Banking system T 5000 15.55% 3.43%
""" Minimum (on profitable banks) U 008%  4.93%:  0.20%
""" Maximum (on profitable banks) 1 3586%:  29.22%  19.80%
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Annex 9. Loan Investments of Commercial Banks
thousand drams

Indicator

(2+3)

interbank loans, deposits, factoring, leasing,
repo agreements

1.2 Prolonged assets

interbank loans, deposits, factoring, leasing,
repo agreements

interbank loans, deposits, factoring, leasing,
repo agreements

. Loans, deposits, factoring, leasing, repo agreements with
non-residents

3 Overdue assets

3. Loans, deposits, factoring, leasing, repo agreements with
residents by sectors, o/w:

3.10 Other Sectors of Economy i 2312113 : 1385460 i 5001140 : 13225734 : 7313254 : 14611194
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Annex 9. (continued)

Indicator

1. Total loans, deposits, factoring, leasing, repo
agreements (2+3)

interbank loans, deposits, factoring, leasing,
repo agreements

interbank loans, deposits, factoring, leasing,
repo agreements

interbank loans, deposits, factoring, leasing,
repo agreements

| Loans, deposits, factoring, leasing, repo agreements with
non-residents

3. Loans, deposits, factoring, leasing, repo agreements
with residents by sectors, o/w:

108568661

____________ e

58380973 | 286942827. 188897663 | 595511488. 247278636

9199163. 15785955. 24235845. 58659369. 35455006. 52423322

4529076 ' 2027378 ' 9808848 ' 16402899 ' 14557924 ' 18430277

3.10 Other Sectors of Economy
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Annex 9. (continued)

i 2009
Indicator T Upto I year i lyearand more T Total
T AvMDl T Xy AMD] R leif)': """"" FX
1. Total loans, deposits, factoring, leasing, repo ' !
agreements (2+3) ' 271392827,

271113393

268038738

interbank loans, deposits, factoring, leasing,
repo agreements

1.1 Time assets

interbank loans, deposits, factoring, leasing,
repo agreements

interbank loans, deposits, factoring, leasing,
repo agreements

. Loans, deposits, factoring, leasing, repo agreements with
non-residents

3. Loans, deposits, factoring, leasing, repo agreements with
residents by sectors, o/w:

4529076' 2027378' 9808848' 16402899' 14557924' 18430277

3.10 Other Sectors of Economy
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Annex 10. Commercial Banks: Loans Investments by Sectors of Economy and Maturity

1 2007
Indicator o Upto1year 7 lyearand more T Total
T AMD @ X AMD |  FX | AMD ©  FX
1. Total loans, deposits, factoring, leasing, repo E E E E E E
| agreements (2+3) . _______. FUN 226% ¢ ____ 11.2% ¢ ____ 36.7% - 29.5% | 59.3% ; ____ 40.7% _
1.1 Time assets [ 215% 1 107% 3 36.7% | 295% i 582% : 40.2% _
_______ omw: loans 17.7% | 7.5% | 36.0% | 29.4% | 55.8% | 36.9%
_____________ interbank loans, deposits, factoring, leasing, | | T
repo agreements 1: 1.4% E_ 2.9% _E 0.0% ‘:_ 0.1% E 1.4% 1: 3.0%
i ; g L g i
interbank loans, deposits, factoring, leasing, E E E E E E
_____________ repo agreements .} 92%_, ___03%; ___00%, ___00%; ___02%, ____0.3%_
1.5 Overdue assets [ 03% 1 01% i 00% ;i 00%:  03% 0.1% _
_______ omw: loans 0.2% | 0.1% | 0.0% | 0.0% | 0.2% | 0.1%
_____________ interbank loans, deposits, factoring, leasing, | | T
repo agreements i 0.0% . 0.0% 0.0% 0.0% 0.0% 0.0%
[ Loans, deposits, factoring, leasing, repo agreements with | T T T T Vo
non-residents . 0.6% | 2.0% 0.2% | 0.4% | 0.8% | 2.5%
[ 2.1 Timeassets v 0.6% | 20% | 02% ! 0.4% |  0.8% ' 2.50
| 2.2 Prolonged assets ] b 0.0% | 0.0% !  0.0% | 0.0% |  0.0% ' 0.0%
Tt % M T M3 AT SN Y
3. Loans, deposits, factoring, leasing, repo agreements withi E E E E E
residents by sectors, o/w: SO 21.8% 9.0% 1 ____ 368.7% 1 - 29.3% 1 _585% 1 . 58.5% _
[ s0mdusty | 1.9% | 1.6% | 4.1% | 4.9% | 6.0% | 6.6%
__________ mining T 2% 1 0.0% 1 0.2% | 0.1% | 0.4% 1 0.1%
__________ energy TV T 0s% 1 02% 1 0.6% | 0.3% ! 1.1% | 0.5%
__________ food products TV T 0% 1 06% 1 1.7% | 2.6% ! 22% | 320%
[ gnt i 0% 0%  03% i _ 0.3% ) 04% i  0.4%
chemical [ 0.0% 01% i 00% ;i 01% 3 00%; 0.2% _
| building materials 0.1% | 0.2% | 0.3% | 0.2% | 0.4% | 0.5%
| preciousitems b 0% L 0.0% | 0.2% | 01% __ 03% | ___ 0.2%
metallurgy -E 0.2% E— 0.00/0-‘: 0.0% ‘:- 0.0% E 0.3% 1: 0.0%
| “machine-building and electrical [ 0.1% | 0.2% | 0.2% | 02% | 0.3% | 0.4%
| other branches of industry v 0.1% @ 02% ! 0.5% ! 0.9% ' 07% !  1.0%
|32 Aghculture T L 0.7% | 05% | | 1.6% | 220 | 2.3% | 2.7%
[ 3.3 Construction i 0.9% L 02% 1 20% |  L7% | 3.0% | 1.9%
3.4 Transport and Communications [ 0.1% 1 03% i _____05% 1 03% 1 __07% 1 . 0.6% _
| 55Trade T ! 2.6% | 3.9% | 5.2% | 7.7% | 7.8% | 11.6%
| '5.6 Public Catering and Other Services T 04% | 02% | 2.0% | 1.8% | 2.4% | 2.0%
| 5.7 Financial Sector T 28% | 1.5% | 0.1% | 05% |  5.0% | 2.0%
5.8 Consumer Loans v 11.4% | 0.1% ! 13.9% ! 21% | 25.3% | 2.3%
| 5.9 Mortgage loans T b 0.4% | 02% !  6.1% | 520 | ¢ 6.5% | 5.4%
| 5.10 Other Sectors of Economy L 05% | 03% | 1 e | 200 | 1.6% | 3.50%

104



Annex 10. (continued)

' 2008
Indicator e Uptolyear |  1yearand more e Total
T AMD | FX L AMD | FX | AMD |  FX
1. Total loans, deposits, factoring, leasing, repo : : : : : :
agreements (2+3) ! 17.2% ! 9.4% ! 44.2% | 29.2% ! 61.3% ! 38.7%
[0 Time assets T b 16.3% | 920 | 44.1% 1 2920 | 60.4% ! 38.4%
B OO T 8 Y YT I YU R A %
interbank loans, deposits, factoring, leasing, E E E E E
repo agreements U 10 1.2% 2 __0.0% . ____ 0.0% . _____] 1L0% y _____ 1.2%_
| 1.2 Prolonged assets ! 0.5% | 0.1% | 0.0% | 0.0% | 0.5% | 0.1%
_______ o/w:loans T T 0w T 0.0% | 0.0% | 0.0% | 0.1% | 0.0%
_____________ interbank loans, deposits, factoring, leasing, | 1 1T
repo agreements ! 0.0% | 0.1% ! 0.0% ! 0.0% | 0.0% ! 0.1%
Tt U8 N8 N % .28 L Y%
_______ opwiloans i O03% 0% 00% | __ 00% ___O0A% ___ 0.1%
interbank loans, deposits, factoring, leasing, E E E E E
repo agreements FU— 0.0%  ____. 0.0% : ___00% . | 0.0% ; __00% : ____ 0.0% _
| Loans, deposits, factoring, leasing, repo agreements with | : ! ! ! !
non-residents : 0.1% . 0.3% . 0.4% 0.3% . 0.6% 0.7%
2.1 Time assets T [ 0.1% | 03% | 04% | 0.3% | 0.6% | 0.7%
Nt Y. 8 N .- B A%
2.3 Overdue assets i 0.0% | 0.0% | 0.0% ! 0.0% | 0.0% ! 0.0%
[ 5. Loans, deposits, factoring, leasing, repo agreements withi P o A o o
| residents by sectors, o/w: PO 16.7% + 9.0% ; . 441% 29.0% ; _60.8% , . 38.0% _
5.1 Industry Lo LA% 21% @ 37% ) 59% 1 51% . 8.1%
__________ mining 0.1% | 0.9% | 0.3% | 0.3% | 0.4% | 1.2%
__________ energy YT oo T 03% | 0.6% L 17% | 1.0% | 2.0%
__________ food products T T os% 1 0.6% ¢ 1.5% | 2.4% 1 21% ! 3.0%
[ hgnt T T 0.0% | 0.0% | 02% ! 02% |  02% 0.3%
[ chemical T T 0.0% | 0.1% ! 0.0% ! 01% | 0.0% ' 0.2%
| building materials b 02%: 0% 0.5% !  03% . __ 06%: _ 0.3%
precious items [ 0.0% | 0.1% i  01% ; 0% | 01% ; 0.2% _
| metalurgy T 0.0% | 0.0% | 0.0% | 0.0% | 0.0% | 0.0%
| machinebuilding and electrical b 0.0% | | 01% | 01% ! 02% |  01% | 0.3%
| other branches of industry [ 0.1% | 0.1% | 0.4% | 06% |  05% . 0.7%
|32 Agriculture T T 0.2% | 0.8% ! 1 1.2% | 3.4% || VA% | 4.2%
|33 construction T O 0.8% | | 05% ' 2.3% 1 25% | 3.1% 3.0%
| 5.4 Transport and Communications L 0.2% | 02% !  08% | 0.4% | 1.0% | 0.6%
[ 55Trade b 19% D 35% | 6.7% | 82% | 8.6% | 11.6%.
3.6 Public Catering and Other Services i ______ 0.3% _i_ ______ 0 ._2_°{o_j _______ 1 _.§3?/<_>_L ______ 1.3% _E _______ 2.0% i . 15%
| 37 FinancialSector i 2.0% ¢ 12% | O4% | 0.2% ) __ 24% ) __ 1.4%_
3.8 Consumer Loans 8.9% | 0.1% ! 17.1% | 0.7% | 26.0% | 0.8%
| 3.9 Mortgage loans T T 0.3% | 0.1% | 8.6% ! 3.8% | 8.9% ! 4.0%
| "3.10 Other Sectors of Economy O 0.7% 1 03% @ 1 1.5% 1 25% 1 2.2% 1 2.8%




Annex 10. (continued)

e LL.__.2009 .
Indicator S Uptolyear i ___lyearandmore . Total .
1 AMD | FX | AMD | FX AMD | FX
1. Total loans, deposits, factoring, leasing, repo ! ! ! ! !
agreements (2+3) ! 12.4% ! 18.3% ! 33.7% ! 35.7% 46.0% | 54.0%
1.1 Time assets 11.0% ! 16.9% ! 33.6% ! 35.6% 44.6% 52.5%
________ owi loams b 7% 9% 532% i  355% i  40.9% |  44.9%
interbank loans, deposits, factoring, leasing, ! E
_________________ repoagreements i 98%: _ 65%. __ _00%. ___0.0%_. ___08% . __ 64%_
1.2 Prolonged assets i 1.0% 1.1% 0.0% 0.1% 1.1% 1.2%
o/w: loans i 0.1% | 1.0% 0.0% 0.1% 0.1% 1.1%
interbank loans, deposits, factoring, leasing, | |
repo agreements ! 0.1% 0.1% 0.0% 0.0% 0.1% 0.1%
____________________________________________________________ g SRt S et U e N S i S bt b
___1.50verdueassets b 0.4% 3\ 0.3% ; ___00% % 0.0% ; ¢ 0.4% 4 . 0.3% _
ofwsdoans D OM% i 03% i 00%: 0.0% § 4% | 0.3%
interbank loans, deposits, factoring, leasing, ! E
_________________ repo agreements 1. 90%_: _00%; ___00%: ___00%; __00%.: ___00%
. Loans, deposits, factoring, leasing, repo agreements with '
non-residents ' 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
2.1 Time assets i 1.5% | 5.4% 0.1% 0.4% 1.6% 5.8%
2.2 Prolonged assets i 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
____________________________________________________________ A O AN ot ol P ANt Sl L S b
__250verdueassets ] Lo 0.0% . . 0.0% , ___00% . ____ 0.0% ., ¢ 0.0% , _____ 0.0% _
3. Loans, deposits, factoring, leasing, repo agreements
with residents by sectors, o/w: 10.5% 12.2% 33.9% 48.1%

3.10 Other Sectors of Economy
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Annex 11. Allocation of Bank Loan Investments

31.12.2009

Bank 1

Allocation of loan investments by sectors of economy

13.6%
- L 13.6%_
10.1%

re

" 76. Catering and ot
16.9%

Lo oot

S 77%)
0.0%

___0:4%,

0.0% !

10.5%
20.7% !
14.9% !

l
a

6.5% 1 10.0% ' 2.7%

3.0% !
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31.12.2009

Bank 12
Bank 15
Bank 14
Bank 15
Bank 16 _
Bank 17
Bank 18
Bank 19
Bank 20
Bank 21
Bank 22
Total by
sectors

\Allocation of loan investments by sectors of economy

0.
“Total by banks
Share of sectors of economy in banks’ loan investments

0.2% | 100.0%

1. 8% i lOO O%

0.2% } 100.0%

-
% 1

-~
0/

o N 6.0% 1 100.0%
5% 32%' 5.9%' 1.8%' 4.6%' 1.2%' 8.0%'

1.3% , 100.0%

T7% | 55% | 5.4%

2.0% . 4.1%, 1.9% .

|
'

“““ - e Rt vt Dt ety EE bt
|

8.7%  7.4% 1.4% 1.9% i 100.0%




Annex 12. Non-Performing and Written-Off Loans and Receivables of Commercial Banks

thousand drams
. i Non-performing assets i Off-balance sheet
Indicator i < T e e
' AMD ! FX 1 AMD ! FX
Non-performing and off-balance sheet assets (total) 7079384 J 4228756 J 4804854 i 5246028
H H H
T 1 b
1 1 1
1 1 1
hl hl al
| | |

bthef Branc

2. Non-residents’ non-performing and off-balance sheet assets

(total) 510577 531153

2008

Non-performing and off-balance sheet assets (total) 5202804 4964112

metallurgy

other branches of industry 34727 | 571002 | 48412 | 284259
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516709 236406 221311 307491

1.2 Agriculture

2. Non-residents’ non-performing and off-balance sheet assets
(total)

R
L

429632 470615

2009

Non-performing and off-balance sheet assets (total) 16709734 12157437

[P PR
e e e g -

2. Non-residents’ non-performing and off-balance sheet assets
(total)

113885 100541 553520
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Annex 13. Accrued Allowances on Loans, Receivables and Off-Balance Sheet Items Containing Credit Risk
(thousand drams)

Loans i Loan Investments i Share i Reserve on loans granted
: : .77 " balance R % of total |
31.12.07
1. standard T 410912046,  97.56%. 44227130 7 1.08%|
2.Watched 1 5844085 _ _  _ 139%: 5844097 ____ _ __  _ 10.00%]
3. Non-standard ! 1280733 ! 0.30% | 256148 ! 20.00%
4. Doubtful 1 3149668, _ _  __  075% _____________ 1574835[ ____ _ _ _ 50.00%]
Total N 421186532 100% ! 6838105 | 1.62%
Loans | Loan Investments | Share L _Reserveonloansgranted |
! ! ! balance ! % of total
___________________________________________________________________ 31.12.08__ ]
I.Standard P 605703382} _ _____  9560%; 6440121} 1.06%]
! 21810724 Ty 2181075 ! 10.00%
_____________ 3383567 T 0.53%. 77870711 T 7720.00%|
4. Doubtful 12713194 0A3% 1356598 ___ _ _ __  _ 50.00%]
Total : 633580867 | 100% ! 10648506 ! 1.68%
Loans Loan Investments ! Share L Reserve on loans granted |
i i balance i % of total
31.12.09
1. Sstandard TR 719962763  95.20% " 7751708 7 1.08%]|
2. Watched ] T 14875372, 1.97%, 77 1498998  10.08%|
5. Non-standard_ T T 1T T 11T TI00043751 T 1T L3A% 11T 20251921 T 777" 20.04%]
4. Doubtful ] o 11344692, . L50%, o __f 5686766, _______________ 50.13% |
Total | 756287201 . 100% : 16962663 | 2.24%
Receivables | Receivables | Share o Reserve on receivables |
: | ! balance ! % of total
31.12.07

Total | 59113736 . 100% 794291 | 1.34%
Receivables : Receivables : Share : Reserve on receivables
: : T T palance T % of total |
51.12.08

1.standard Ty T 96851471  98.99%. 7T 10300781 1.06%|
2. Watched R 676007 1 0.69%: 777 676001 " 710.00%]
5.Nonstandard i 199442y 1 020% | 39889 20.00%]
4. Doubtful i 108164 | 0.11% | 54082 ! 50.00%
Total 7770 VT 978350851 100%. " 1191649 7 1.22%)]




Receivables : Receivables : Share : Reserve on receivables
| | : " "balance T %oftotal |
31.12.09
1. standard 3T 119728787, " 9952%; 7T 1234113, 7 71.03%|
2. Watched Vo 3471901 T 0.29% T 347190 T 10.00% |
3. Nonstandard 1 Tiasslen T 012%: T 287051 20.00% |
4 poubtful 7 . 0.08%, 77T 45603 50.00% ]|
Total VT 120310701  100%: 1543139  1.12%)|
Off-balance sheet items | Off-balance sheet items | Share i Reserve on off-balance sheet items
E E E " balance T % oftotal ]|
31.12.07
""""""""""""""""""""""""""" 6917971 7 71.00%)]
"""""""""""""""""""""""""""""""""""""""""""""""""""""""" 17089 T T77710.00%|
''''''''''''''''''''''''''''''''''''''''''''''''''''' 4287, 7 77777720.00%)
'''''''''''''''''''''''''''''''''' VT 95977 T 750.00% |
- S -2 Y Y a16%, T 113744 7 7777100.00%]
""""""" 60705387 100%: " 'osose4: 1.36%]
Off-balance sheet items | Share | Reserve on off-balance sheet items
i i " "balance " R %oftotal |
31.12.08
1. standard R 840118591 7] 12052%: 7 8440311 " "1.00%
2. Watched C T T T  THezeray T 0.23%, 7 16266 10.00%)]
3. Nonstandard R = A 0.03%: T 43127 T 20.00% |
4 poubtful 7] - T 2 0.05% 7777 178951 7T 50.00% |
5 Bad D - 0.03% T 240481 7100.00%|
Total T VT 84255925 100%: T 9065521  1.08%|
Off-balance sheet items ' Off-balance sheet items ! Share ! Reserve on off-balance sheet items
| : : " “balance T % oftotal ]|
31.12.09
1.standard VT 95039740  99.59%. 7 959956  1.01%]
2. Watched T 2642641 T 0.28% 7T 26427 10.00%]
3. Nonstandard 1 33475, 0.04% 66951 20.00% |
4 poubtful T 15289 0.02% 77T 7645 7 50.00% |
5. Bad - 0.08%: 777 800371 " 7100.00%]
Total T VT 95432802  100%. 7" 1080759 T 1.13%)|
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Annex 14. Main Prudential Standards of Commercial Banks

31.12.07 | 30.06.09. 30.09.09. 31.12.09

Total capital adequacy

Maximum risk on a single borrower

Maximum risk on major borrowers

Maximum risk on a bank related party

Maximum risk on bank related all parties

Annex 15. Credit Organizations Operating in Armenia and their branches as of 31.12.2009

Credit organization b Branches .

Credit Union “Arfin”




Annex 16. Survey Balance Sheet Indicators of Credit Organizations

! ! S| o da! )

ncctr F 0§ e § o8
' = e -Lotol S §or =

! ® @, Clm! B, Omm! R

| Cash I 185084 | 1095711 -40.8% ! 139760 | 27.6% ! 164797
Current accounts with banks 1784744j 2266561 27.0% 4120064 81.8%i 2058300
IClaims on banks and other financial organizations | 14320841 4208936 ! 200.0%: 5461655 ! 27.0% 8847576
iGovemment securities E O} 295909 : 100.0% E 24740 E -91.6%} o]
ILoans to legal entities ' 11360986 ! 18853385 65.9%: 20563687 !  9.1%' 19961313
.L;;;'s};' natural persons | | 23961000 | 53638285 40.4% | 35366218 | 5.1% 32648512

§ lLoans to interrelated parties and employees | | 4075731 415352} -165% ) 459433 10.6% | 541351
4 Fixed assets | 743616 844135 13.5% ! 1012581 ¢ 20.0%: 1172148
easing factoring |.2893053] 4044096 708% | 56331681 139%! 5303647
IOther securities ! 23680 3680 | -84.5% ! 3680 !  0.0%:! 3680
Otnerassets | 7049l  231167] 672%] 2056956 769.8%] 1320392
.mterest receivable | 325793 ! 450635 38.3% | 493867 | 9.6%'! 1095113
IAsset loss reserves -54503515 -11 1275715 104.9% -1360946 22. 5%15 -1536230
JTotal assets | 45570400 | 65238976 50.4% | 73974863 | 15.4%| 71780600
'Demand liabilities 1 53764 38618 1 -28.2% | 38630  0.0%: 49870
Liabilitis to bartks and other financial organizations | 18969763 | 3211165 6o.5% 578321871 17.8%| 36013811

8 'Time liabilities to natural persons ! 1410554 ! 1936487 | 37.3% ! 2022356  4.4%! 2216821
S Time tabitestoegal emties” 90443371 108692611 2020 106363701 2.1%] 10651273
3 linterest payable | 235697 | 623569 | 164.6% | 834551 33.8%! 766091
IOther liabilities 120939915 1788297 5 47.9% 2328669 50.2%15 1462597
:Tota] liabilities 50925516j 47407596j 53.3% 53742763 15.4%j 51162463
'pa,d -in statutory capital | 10935620 1 13871364  27%: 15230605! 9.8%! 15287606

5 o/w: non-residents’ participation 6721581j 9280622j 38%§ 102526225L 10.5%i 10289622

3 IGeneral reserve I 167906 | 329392 : 96% ! 3296341 0.1%! 436068
A Y S R o Rt S Fooosio LAt

§ Bepurchased capital by credit organizations | 41060 :______:‘_*_19_6_9 O 0:100.0%} O
Undistributed | | Current period 1777551 | ! 2970998 | L 67% 3239532 9.0%45 1840028

p o Profit{loss) i previous period -532595 ' 604775 | I214% 1 1338698 | 121.4% | 2963903
Total balance sheet capital 12446895 | | 17851580 | | 45.3% 20232100 r 15.5%1 20618137

E Memorandum item: total number of credit organizations E 21 : 24 : E 25 E E 25
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| o S o S dai )
o -
! §S¢9! S §o9o! SHE-B gad
588! R ORS! hi CwR  Ohk
! Cash -7.8% | 146438 1 11.3% ! 109571 ¢ -25.2% '  -40.8%
E Current accounts with banks i 29.4%} 1584221 } -29.7% i 2281906 E 44.0%} 27.9%
| Claims on banks and other financial organizations | 165.7% ! 3451744 6.0% | 4209262 | 24.6%  200.0%
| Government securities 29424115 436340 100.0%15 100.0%
Loans to legal entities 26.2%JE 17918766JE 7.6% 18853385 5.2%j 65.9%
! Loans to natural persons | 06% ! 314444381  0.5% | 34179971}  8.7%  42.6%
| Loans to interrelated parties and employees | 16%;  375268; -39.2%: 427765 14.6%;  -14.0%
ﬁ ! Fixed assets 0.4% ! 810703 '  8.8% | 844726  4.2% 13.6%
! Leasing, factoring 5.5%15 447477515 15.7% 4944096 10.5%15 70.8%
| Other securities 100.0%j 23686 | 3680 -84.5%45 100.0%
| Other assets L 47.3% ! 780689 | 23.9% ! 979264 | 25.4% | 38.1%
nterestrecevabie L so%i  am7e2l 62%! 453633 58mi  392%
| Asset 10ss reserves L 23.20 | 006334 | 9.8% |  -1124317 | 24.1%  107.0%
| Total assets | le7% . ©60825395| 6.8% | 65816602 | 8.2%|  51.7%
Demand liabilities 100.0%j 55463j 38618 i_-lOO.O%JE
| Liabilities to banks and other financial organizations | | 289% 288421391 44%| 324917531 12.7%|  71.3%
g | Time labilties o natural persons | 153 1962520} 190%! 19542771 04%i  38.5%
% ! Time liabilities to legal entities” 41%! 11659968 | 4.7%' 10869261 -6.8% 20.2%
3 | Interest payable 21.9%15 70055015 33.0% 624835 -10.8%15 165.1%
! Other liabilities -6.4%j l666777j 35.4% 1782338 6.9%i 51.6%
! Total liabilities 19.4% | 448874261  6.4% 477610821  6.4%}! 54.6%
* paiddn statutory capital 6.0%] 12680907 1 4.4% 14142067 r 1 1.5%} 29.3%
| o/w: nonrresidents’ participation E £2% 1 8111602 1.1% 9280622 | 14.4% 27.9%
Generatreseve | Bso%!  sa612] s5%|  520502) 15%|  962%
% | Repurchased capital by credit organizations | __100.0% | 41060} e 41060} [
< Undistributed | Current period L 43.20 | 1530771 ! -16.8% ! 2583136 68.7%!  -13.1%
| Profitdoss) [ ious period | 1204%| 3004333 | 1.4%| 3318765 10.5%|  448.8%
Total balance sheet capital E 1.9% ! 25951280 ! 25.8% 26247055 1.2%!  47.2%
E Memorandum item: total number of credit organizations E qi 27 : E 27 :P *E

* Including liabilities to government.
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Annex 17. Structure of Survey Balance Sheet Indicators of Credit Organizations

L . N .

: el el A ! 3! Aol S

et O F 0§ 8% 53 o8 8
: ~! = Bmr CHE-ECEok S

| Iy " Owbm! o OBk 9

! Cash I 04%  02%! -0.3%!  0.2%!  0.0%  0.2%

i Current accounts with banks i 4.1% E 3.5% i -0.6%15 5.6% i— 2. l%ﬂi 2.9%

i Claims on banks and other financial organizations E 3.3% E 6.6% E 3.3% E 7.4% i_ O.8%j 12.3%

! Government securities ' 0.0%: 05%: 05%:  0.0%: -0.4%; 0.0%
Loanstotegaienties | 262%i 200% | 27 278wl Lkl 27.8%

! Loans to natural persons ' 552%' 51.6%'  -3.7% 47.8%'  -3.8%'  45.5%

g | Loans to interrelated parties and employees i L1%:  06%) 0.5%: 06%: 0.0%:  08%
3 ! fixed assets 1.7% ! 1.3% | -0.4% ! 1.4% ! 0.1% | 1.6%
i Leasing, factoring i 6.7% E 7.6% i 0.9%? 7.6% i— 0.0%qi 7.7%
Other securities o.1%i 0.0% 0.0%j 0.0% 0.0%45 0.0%

| Other assets E 1.6%:  0.4% '  -1.3%:  2.8%:! 2.49 | 1.8%

E Interest receivable i 0.8% E 0.7% i -0. l%} 0.7% E 0.0%} 1.5%

E Asset loss reserves E -1.3% E -1.7% E -0.5% E -1.8% E -0.1% E -2.1%

| Total assets 100.0%? 100.0% 0.0%15 100.0% 0.0%] 100.0%

| Demand liabilities o.2%j 0.1% -O.l%j 0.1% P 0.0%j 0.1%

| Liabilities to banks and other financial organizations | {__61.3% 67.8%!  65%| 705%i  27%: 70.4%
§ | Time liabiiies to natwral persons L AG% a1kl 0wl 58% 0%  43%
2 | Time liabilities to legal entities* 120200 229%:!  -6.3%: 19.8% !  -3.1%'  20.8%
S meespmane 08wl 13wl o6k lew  02mi  15%
! Other liabilities ! 3.9% ! 38%!  -0.1%| 4.3% ! 0.6% ! 2.9%
Total liabilities 100.0%? 100.0% 0.0%15 100.0% 0.0%] 100.0%

| Paid-in statutory capital 87.9%i 77.8% -10.1%j 75.3% -2.5%J 74.1%

| __o/w: non-residents’ participation | 54.0%: 52.0%:  -2.0%: 50.6%:  -1.5%:  49.9%

5 ! General reserve 1.5%} 1.8% o.5%j 1.6% -0.2%j 2.1%
& | Repurchased capital by credit organizations | O3% | 02%:  01%!  00%!  02%i  0.0%
e ! Undistributed | Current period P143%:  16.7% 2.4%:  16.0% -0.6% ! 8.9%
profit (loss) i_Previous period -445%E 3.4% 7.7%j 6.6% L 3.2%j 14.4%

! ‘Total capital ! 100.0% ! 100.0% !  0.0%! 100.0%!  0.0%! 100.0%
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! ! o ! o !
| o S o S o @ @
ndicator | Bea 3 P3g ni BSgl  gda
1 §S9! S §So! 8§98 ga9
588! R ORS: Bl OwR Obm
! Cash 0.0% ! 0.3% ! 0.1% ! 0.9% ! 0.6% ! 0.7%
i Current accounts with banks i -2.7% E 8.3% i 5.5%} 4.2% E -4.2%] 0.7%
! Claims on banks and other financial organizations 4.9%!  22.5%  10.2% ' 21.4%'  -1.1%'  14.8%
i Government securities i 0.0%E 2.4% i 2.4%15 2.8% i— 0.5%1 2.4%
! Loans to legal entities L 0.0%!  17.1%% -10.7% ! 15.8% !  -1.3% -13.1%
! Loans to natural persons | 2% 30.4% % 6.1% .  42.2%  2.8%  -9.4%
3 E_L_Qa_lrzsz to interrelated parties and employees _____ ‘_’;‘_‘i/"_i _____ ‘2/ _____ f’:‘_“f/‘ij _____ 1_._4_0{0_5“____0_ ??/?J _____ 0.8%
2 | Fixed assets L 0.3%:! 1.5%:  -0.2% ! 1.5% | 0.1% | 0.3%
i Leasing, factoring i 0.1% E 7.0% i -0 7%} 7.0% E 0 0%} -0.6%
| Other securities 0.0% ! 0.0% ! 0.0% ! 0.0% ! 0.0% ! 0.0%
! otherassets T L 09% | 1% -0.3%  40%,  24%  3.6%
Interest receivable 0.9%1 0.6% -o.9%j 0.6% P 0 o%j 0.1%
! Asset 10ss reserves P03%: -1.8%: 0.3%:  -1.7%: 0.1% 0.0%
Total assets 0.0%i 100.0% 0.0%j 100.0% 0.0%j 0.0%
! Demand liabilities 0.0%:  72.5%:  72.4%: 0.3% ! -72.2%:! 0.2%
i_L_i?P_“_it_i?§}9_'9?'}!‘_5_%@{1_qth_e_r_f_itl?z’_CEazl_?ts_%rzi_Z?_ﬁp_rzs_ ______________ 0“725/ _____ _2;1‘3/(1]-..fi‘f-ﬁ"{"_i_._:ﬁ‘_ _2?’9]____:?_??/0_
§ | Time liabilities to natural persons | 06%  4S5%!  02%|  47%]  02%)  0.7%
% ! Time liabilities to legal entities* 1.0% :  17.7% 3.1%:  26.3% 8.6% ! 3.4%
= i_'zl_t@te_s_t_P?yéPl_e_ ______________________________________________ 0“ _____ 1‘“ _____ - ?;lffej _____ {~_%°{°_L____-P;_'i’/ﬂ____:?;l_‘i/e
! Other liabilities P -15%:! 3.6% ! 0.8% ! 31% !  -0.6%!  -0.7%
Total labilities 0.0% 100.0% 0.0%j 100.0% 0 0%j 0.0%
! Paid-in statutory capital P 11% ! 80.4%! 6.3% !  75.4% -5.0% ! 2.4%
__o/w: nonesidents’ partiipation L_ommi momi azowl ssimi  22%) -169%
5 i General reserve i 0.5%1 1.7% i -0.4%1i 1.7% ir 0 o%j 0.1%
5 | Repurchased capital by credit organizations | i 00%: 00%: 00%: 00%; 00%: 02%
Undistributed i_Current period -7.1%} 5.9% -3.0%j 9.8% 3 9%j -6.8%
p o Profitoss) 1 pevious period 7.8%! 11.6%!  -2.8% ! 12.6% 1.1% | 9.3%
! Total capital 0.0%E 100.0% 0.0% | 100.0% 0.0%15 0.0%

* Including liabilities to government.
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Annex 18. Credit Organizations: Income and Expense

Indicator | 5 81 85 3 3! 3! gl .32
808 st o8l gl gl 8 gas
! 5! R ORm! B! 8! 8! R 5@B@
Interest income | 5790475} 9315615)  60.9% 2761852} 5527931 7918978 | 10546924 | 13.2%
| Interest é;cia_e_r{s_e ___________________________ inié_l_Q_G_s_é_i"ié;L_lL_32l i 87.2% . 8286881 17261641 2452066 l__3_g§>_1_7_4_1_ 1 15.7%
| “Net interest income | 4270817} 6471292  51.5% 1933164 3801767 5466912 ._ 72551851 12.1%
| Non-interest income | 1500201 2554463  70.3% | 1072290 | 1868807 | 2994992 | 5768260 | 47.5%
| Moninterestexpense | 5245515 4579593  Al1.1% 1267684} 2463316 3726897 4976162 _ 8.7%
Net nom-interest income | | -1745225 2025130 16.0% -195393 -594508 : -731904; -1207902 -40.4%
| Lossprovison | 1929007 | 2766597 _ 43.4% 1143270 2568043 5161219 5994275} 116.7%
| Recovery from loss reserve | 16367441 2085015 _ 27.4%! 681385 1375340 2325287 3209628 53.9%
| Petprovision | 292263 681582 133.2% 461887 1194704 2857932 2784645 ! 308.6%
| arossincome | 8927507 ! 13916915 | 55.9% | 4515526 8770078 ! 13257257 | 17524812 | 25.9%
| Gross expense | 6694178 | 10144674 | 51.5% | 3239642 | 6757523 11340182 | 14262176 | 40.6%
| Pretaxprofit | 2255320 5764580 |  68.6% 1275884 2012555 1897075 5262636 -13.3%
| Metprofit 11777556 2977297  67.5%) 1107858 1711604 1530772} 2589929 -13.0%
| “Undistributed profit | 1777556 | 2077297  67.5% ! 1107858 | 1711604 | 1530772 2589929 @ -13.0%
Annex 19. Loan Investments of Credit Organizations
Sectors ogsi 85 85 85 85 vgg
g8 g g g 80 god
I Oml ! ol Q! R o Owmn
Industry |_35.9% 6815715 7138168 2586405 3339535 46.1%
| Agricuture | 109.3% ! 95268301 10014686 | 9577522 | 10159519 _26.4%
| Comstruction | 258.3% 9738265 9166686 | 7960496 | 5178975 23.3%
| Transport and communications | 75.9%) 3015124 2926263 2842838 2709392| _2.6%
| Trade |.32.7% 11013628 | 9975157 | 9028421 | 93293821 6.0%
| “Public catering and other services i"__éb_.oomj 1879251 | 1857008 | 2092433} 1979228 33.1%
| Financial sector | 245.8% | 51 55352 | 8510960 .'1'7'3623566 fféé%blc'{é 282.5%
Consamer loans (nciuding morigage foans) RRTY TR 7454640 | 6080995 | 5045680 | 4416408 | 47.0%
Mortgage loans 50.9% 7659927 | 7516429 | 7020536 7777295 13.0%
Other sectors 4739745 ' 3966801 ! 4011783 ! 4667416' -40.3%
rotal T | 30560547 | 62405722 | 57.9% | 66976466 | 66951153 | 67475115 | 65027859 | 5.5%




Annex 20. Structure of Loan Investment of Credit Organizations by Sectors of Economy

: I~ 0| &~ o\ o\ o ¥ o ®

Sector I Qi Qi v QQ Qi Qi Qi Qi 09 Q

' o) o 2oy e} O, ) N 2da

. = = e S S S = §-=

i = = =gt = =3 =3 = S

I n, n, onm, | 0, n, n, onm

Jndustry . b 115% 9.9%; _-1.6%; 10.2%; 107%;  38%;  51%; -49%

Agriculture : 9.7% | 12.9% | 320, 142% . 15.0% . 14.2% ., 15.4%, 2.6%

Construction | 4.8% | 10.8% | 6.0% | 14.5% | 13.7% | 11.8% ; 7.9% . -2.9%

Transport and communications . 4.0% 1 4.5% . 0.5% 1 4.5% . 4.4% . 4.2% | 4.1% % -0.3%

Trade i 18.9% i 15.9% | -3.0% i 16.4% i 14.9% i 13.4% i 14.2% 1 -1.7%

Public catering and other services | 2.9% | 2.4%: 51.8% 2.8% i 2.8% | 3.1% 3.0%:  0.6%

_Financial sector L 3% 68%: _3.7%. __7.7%) _12.7% 257% 24.8%: 18.0%

Consumer loans (including mortgage loans) | 17.8% | 13.3% | -4.5% | 11.1% | 9.1% | 7.5% | 6.7%  -6.6%

Mortgage loans ! 11.5% ! 11.0% ! 87.9% ) 11.4%, 10.9% ! 10.4% . 11.8% . 0.8%

Othersectors ... Lo 15.7%, ___ 125%, __:32%, __7.1%, 59%., ___ 59%, __7.1%; _54%

Total ' 100.0% ! 100.0% '@  0.0%'@ 100.0% '@ 100.0% '@ 100.0% ' 100.0% @ 0.0%

Annex 21. Structure of Loans and Receivables of Credit Organizations by Risk Categories

2 | o | | | | | | |

= ! S ol 2 ol 2 ol 2 ol 2

IRisk class 5 o 5 Q1 = S = = 5 = 5

[l o [V n [V 0 [l QD [l o [

s o s e s S s S s g s

B 0 B N @ T B b B I n

|l. Standard ____ | 41622519, 98.2%, 62156871, 96.0%, 67655172, 92.6%, 65297407, 92.1%, 69386898, 95.2%, 65995550, 95.9%

2. Watched i 594606, | 4% 1665528  2.6% 4781342} 6.5%) 3035054 _43%) 1925850 2.6% 1567416 _2.3%

|3. Non-standard i 99995 _0.2%;: _ 430906 0.7%; _299262: 0.4%}] 9468451 1.5%; 601350 0.9%

4. Doubtful . _ 88090, 0.2%; 495503, 0.8%, 286731, 0.4%, 188778, 0.5%, __ 655446, 0.9%, 637646, _0.9%

5.Bad 0 X O Xl OF X0l X283 xi 0l ____x

Total | 42405210! 100.0% ! 64726807 | 100.0% ! 73022507 | 100.0% | 70934258 | 100.0%: 72915282 : 100.0% ' 68801961 | 100.0%
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Annex 22. Investment companies as of 31.12.2009

1 “Alfa Securities, Ltd.”
oSG amenbroke
|3 L CIsCrAmenalnvest'
|4 i CISCrRemessa’
|5 CJSC’Capital Asset Management”
6 CJSC “Cascade investments, Ltd”
""" 7 | “Tomton, Ltd.””
|8 | “Future Capital Market, Ltd.”

Annex 23. Financial Indicators of Securities Market Professional Participants !

million drams

Indicator ' 2003! 2004! 2005 2008 2007 2008 2009
| Total assets, including: | 8239 7471}  7726] 10530 8754  7728] 15572
| ___Mon-current financial investments 9290 514 1215 _ 1603| _ 2667, _ 1786
| Current financial investments | 6246 5636 5656 5426 4355, 4925,
| _Total liabilities, including: L 7626, 6090 6694, 9282 | 6668, 4900 12657
Short-term borrowings I 31140 2024 45231 7964 6057 4076 |
Cawycaptal ooyl isea|  ios2| 24 2086|2721 3955
| Accruedprofit 2170 o081 543} 6200 757 146
Net profit ; 344 | 970 ! 672! 667 ! 594 | 16 !

! Data before 2008 is on professional participants of securities market; data for 2008 is on investment companies.
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Annex 24. Brokerage/Dealership Turnover of Securities Market Professional Participants®,*

Government medium-
term bonds

15341, 13969, 27796, 14654, 22134, 11415, 10998, 14145, 18136, 161690

——————— R e R e e e S e B e e S e e

o/w: traded on stock

Securities/ min drams | i 1T 1T H— N R Pt N . H— 7T T b e
i 8! Ji Fi M. Al M. Ji Ji Al S| [oly NI D S
i N i i i i i i i i i i i i N
Securities | 157131 254 662 927, 794 5993 2055, 1328 625: 8521 11601  1217: 309; 16175
_________________________ P Supghhutut TN euttt SUSUN i DU guyb S WO tug SOt AN upguphet SNt SOUPUN gttt NSNSt SNttt NOUPUORubs N g
o/w: traded on stock | i i i i i | | | | | ) )
exchange ) 524, 2i 5, 0 0 L - 1641 0 2i L 20, 0 196
_________________________ ool TRt SOt SN ot U SO SN 1SN ettt SOt NOUOUSNON it HEOROURNY et SN i MOt SNt
Government bonds | 122457) 11628 16172] 145511 344601 26708 502741 198241 31416) 336251 167811 17091) 22326 294854
Government short-term E E E E E E i E i E E E E E
bonds v 38991, 3939, 7568, 2253 13669 9915 6744, 5060, 2593 6021, 3994, 2945, 4189, 68890
_________________________ ot TNttt TUPN et PNyttt SN UUN et DUl TNttt DU bttt PN byt ol PRttt M MRt M
o/w: traded on stock | i | | , , : : : : | ' '
exchange : 117, - - - - - 9 139, - - - - - 148
exchange L1644 79' 3944 30 18! 18! 727! 43! 136! 1199' 788! 53! 192! 7228
Government long-term | \ \ \ \ \ | | | | | | | |
bonds ! 33179! 3559! 2293 9637 5450' 2824 15734 109! 6689 16189 1788 1 11 64274
————————————————————————— T T L T B S L EE T R e e L L
o/w: traded on stock ! ! ! ! ! i i i 1 1 1 | | |
exchange ' 1563 105! 2! 99! - - 46! - 114 814 102! - - 1283
Corporate bonds ' 5806! 1969 4301' 3238 1300! 2417' 3759 335! 1047 785! 4145 626 1388 25310
_________________________ (A e e e e e e e e e e e e
o/w: traded on stock i i i i i i i i i i i i i i
exchange ' 44431 4951 39341 2960! 574! 2167 2920 324 1047 785 3969 529! 13881 21091
"""""""""""""" L e e e e e e e e e e R
Other securities ! 93! 86! 185! - - - - - - - - - - 271
————————————————————————— R e R e e B s BT e e St ! A,
o/w: traded on stock \ \ \ \ \ \ \ \ \ \ \ \ \ \
exchange | o ) ) | | ) | | ) ) | | , ’
_________________________ £ T e e e e
Repo agreements | 668750) 29745, 28063, 32392! 38681 44227 65531, 77790, 104456 167489 131349 113074 161676, 994474
------------------------- S g g eyt i e el Sy g Al
o/w: traded on stock ' ' ' ' X | | | | | | | | |
exchange ! A ' 12290 895 625 2899 1464 A 905! 4367 3226 740! 2233 18583
————————————————————————— e e T e B T e PR
: : : : : : : : : : : : : 1133108
Total ' 144049! 43682! 49382 51107 75234 79345 121619 99278! 1375441 202751 153434 132009! 185699 4
————————————————————————— e R T R B T e N e
o/w: traded on stock ! ! ! ! ! ! ! ! ! ! ! ! ! !
exchange ' 8200 681! 9113 3985 1218 5087! 5168 670! 22020 7167 8087 13421 3813 48531

Number of investment

service renderers® 32 32| 321 32 31 31 31 30 301 301 30, 30, 30! 32
o/w: banks rendering E E E i E E E E i E i E i E

investment services ' 22! 22! 22! 22! 22! 22! 22! 22! 22! 22! 22! 22! 22! 22
o/w: investment \ \ \ \ \ \ \ \ \ \ \ \ \ \

companies ! 10! 10! 10! 10! 9! 9! 9! 9! 8, 8, 8, 8, 8! 8

s Indicators are calculated through aggregation of data on persons rendering investment services, due to which the volume of turnover in
reqgulated market is different from data presented in the table “Operations with Securities in Regulated Market”.
4 Due to report re-submission the data for 2008 is changed

Data before 2008 is on professional participants of securities market, while data for 2008 is on investment companies.
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Annex 25. Armenian Stock Exchange Transactions and their Structure by Instruments

million drams

Number of Value of Buy/Sell Transactions in Stock Exchange

===~ ---T-sss--------- [ il

. ~
transactions Shares | Government bonds | Corporate bonds | Total

December E 99! 0 E 96! 694! 790

Annex 26. Number of Register Running Issuers and Holders of Securities in the Central Depository

E Number of holders of securities (persons) ' Number of Register running issuers
Period | Registered | Nonregistered | | Registered | Nonregistered |
securities securities securities securities
2004 ! 97725 | 37210 ! 134935 | 212 | 436 | 648
S 2005 © 7 omowo i sosso 134499 | 200 458 | 668
S 2006 . 28316 | 102584 | 130900 | 36 674 | 710
""""" 2007 | 24928 | 102559 | 127487 | 33, 701, 734
S 2008 L 6627 | 121702 | 128329 | 201 182 { 1202
o 2000 T 7807 | 11901 | 127708 | 19 1508 | 1 1527




Annex 27. Insurance Companies in Armenia as of 31.12.2008

1 CJSC “Alfa Insurance”
C2 basa,Lds
5 | QISC'Guarantlimens”
4 | CJSCGriar Insurance”
5 1 QISCUIngo Armenia”
"6 | “LondonYerevan, CO, Ltd.”
7 | “Cascade Insurance, Ltd.”
"8 | “Nairi nsurance, td.”
© 9 [ Rasco, Ltd.”
10 CISCUResso”
"Il | CJUSC “Rosgosstrakh-Armenia”

“Sil Insurance, Ltd.”
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Annex 28. Balance Sheet Indicators of Insurance Companies

thousand drams

Indicators 51.12.2007 51.12.2008 51.12.2009
i Cash and cash equivalents i 82746 i 149842 i 237750
Bankaccounts 1203047 495244 1774950
Receivables on direct insurance, opw: | o2ssus| 1556682 1761958
__________ fom msured _____ 021 1521 1529390 1751183
 tommtermediares o 435 | 597 | 691
' pomotherpesons L 81l 6695 10084
| nsurance premiums from coinsurers o 150 9 3552
| Claims on indemnity, orv: | 2026741 155159 165061
 oncomswes | 217| 4311 266
. onremswes | 202457|  154728| 164795
 enotherpessons | : EL
| Claims due to subrogation | lla2s] 14650 43922

g lpeposiswitnbanks | 5562661 6304308| 10351503
3 ! bonowings to fnancial organizations. 220000 |

| Borrowings to natural persons and private entreprenewrs | o 1300 | 71717 5398
Borowing to legal enutes  1s204] | 127000
| Government securities (including CBAdssued securities) ' oslss4| 1046711, 812473
Nongovemment securites ] | 282440! 462473 418989
| Reserves for securitics depreciation held till maturity | T o 203! 103
| Non-current investments in other parties statutory capital and other non-current claims on | T T
' them ' 4 4 4
| Roserves for recelvables on direct nsurance, colnsurance, relnsurance, on lnvestments and | CT T
omoings el assaeal 31336
i Interest receivable i 77134 i 146473 i 214230
Fxedassets | 574623|  525156) 624126
otherassets 382080 978425 755123
Totalassets ________________________________________________________ 8376148 11681889 16982199




! Compensations payable, o/w: E 22775 42541 20149
 onawatmsumnce T | 227750 41814, 20149
| oncomswance T o I
onemswancensis o T o
| Payables to intermediaries | 19893 43128 11946
Refundable insurance premiums | 224! 106210 4130
| Insurance premiums transferable to codnsurers o 2l 650
| Insurance premiums transferable to refnsurers | 1067167| 1547779 1579012
3 | sormovingsan toons o i orgurizations L deeef
E i Interest payable i i 153 i
nsurance reserves, on: | 1625002] 2152729 2723326
| uneamed inswrance premium reserve ] | 1403655] 1751446 2050887
| reserve for loss presented to the insurer yet unreguiated | 101865]  174684| 306001
| reserve for loss occurred yet not presented to the insurer | 08676]  170801| 232904
e A oo A
| otherresemes | 21707]  55798| 133444
| Othertiapiies | 286817| 394976| 538987
| Totallabitties | 3028778| 4253199 | 4678201
é Statutory capital i 4639288 i 6615539 i 10938236
Generalvesere | sass4| 172001 197157
S Coment period wnaiowed profirons T | e33042] 579348| 794415
S roviom ot b | 46065 45853 336153
ol capal | 5347368| 7448690 12303998
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Annex 29. Income and Expenditure of Insurance Companies

thousand drams

i S | 2 9
o Bsil §3gl Bog
: s 23! 528 ! s 28
Indicator | SEQ! SEQ ! SEQ
| g%ﬁ.i eaﬁ | g%ﬁ
EABE Ean am
Eamed insurance premiums 2305705 | 3454102 | 3766980
‘Accrued insurance premiums b 2734335 3800485 | 4066420
_______ Gross total j 4813592[ 7769056 8102476
_______ Premiums transferred to reinsurer 1 2070257} 3068574 |  -4036056
Change in reserve for uneamed insurance premiums L 4286521 346381 | 209440
lOther income on insurance :I 287598[ 480184 i 577453
indemnity from coinsurers L 5 1858 | 358
Mediator fees | 159864! 261433 | 224860
Other income : _____ 1275551 216893 352235
Insurance compensations 417222 ! 821024 | 1009986
Fomi mance T o oo | ooses
______ aross value T 1375015 1 1900596
______ Share of insurer 553991 ! -890610
[Technical reserves ] —5646065[ ~1496187 E 2175839
Claimed, but not yet paid claim reserve L | 1205057 | 1830484
______ dross value T L 2286981 | -4423314
""" e T esion | ssensao
Other reserves T L ! 201130 | -345356
______ Gross value 201130 ! -345356
""" P L D g
Retumns from technical reserves | 3399148 1287430 ! 1893949
Claimed, but not yet paid claim reserve L | 1242515 | 1761996
______ dross value T : 1542116 2246025
______ Share of reinsurer T ii 99605 | 484030
Other reserves L ! 44917 | 131954
""" Gross v, T e T isiest
______ Share of insurer 5
Other insurance expenses . 615550 | 600058 | 844220
Premium return on suspended agreements | 217261 | 314275
Expenses on mediator fees P 250760 | 420055 | 476594
Other operational expenses T 555790 | 60841 | 55351
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[nterest income 4: 292958 :L 562133 E 710790

Interest income on deposits of financial organizations and borrowings to them | 2237521 451261 | 589152
Interest income on borrowings to natural persons | L 8 . 22
Interest income on borrowings to legal entities T sel L 6698
Interest income on government securities o 6185|6474l | 79722
Interest income on nongovernment securities L zos8i 36957 | 52382
Other interest income ] I o174 | 2815
Expenses on interest T se8. 5887 | 11528
Interest expenses on loans from financial organizations and borrowings s 2589 | 1748
Other interest expenses L ori 5338 | 9580
Nondnterestincome | 2002051 60979 | 1069516
Net income on assets disposal (sellingg T 2187] 3091 6567
‘Net income on revaluation of financial assets U ssesi liesos | 9182
Net income from currency revaluation | 123461 98766 | 1040446
Other nondnterest income ] | iseasl 53996 | 26254
Nondnterest expenses | esavae! 1514560 | 2120007
‘Management expenses T sioee9 | 1oso7s7 | 1503451
Educational expenses L wasal 5540 | 8075
PRexpenses | 1453171 157469 | 143141
Other nonnterest expenses 1 224276 281804 | 465342
Allocation to reserve for assets loss (non-collectibility U aeel oz01es | 758398
Profit/loss on usual activiy | 020730 956972 | 1098711
Profit before profittax ] | 020730 956971 | 1098711
Profittax | 177606 250744 | 185185
Profitafter profittax | 7asizsi eor228 | o1ss26
Dividends | 11266 115731 | 121111
Undistributed profit | 751867 581497 | 794415

" Due to the change of reporting format, some indicators for 2007, 2008 and 2009 are not compatible.
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Annex 30. Main Indicators of Insurance Companies by Types of Insurance

thousand drams

| S | 2 ] 2 | [ | 8 | 2
88 “55& :*2'53 2% | 5% | S E3
| | | | =2} -] | | ]
- Egﬁ :3§§ -C- I - 85 §8
L ge | BESIEES | EE. | BEg | Eazl 3%
Type of Insurance P8 i 5 n o L 988, 1 S8e ! 581 28
. Emu 8 |88 ! n"uﬂml 8UQ®| g ' F
| SRS | 995 g% 1 92581 5488 E% . &8
5 | | | | | vEs | o
BIES EES 758 ESES ! gSES BR 58
P EES 5z0 £58 P 3E9S | SEST GE:! E5S
" Z8Wm ! S28 1828 P SESm ! £2E&SWH ! <8 BHeE
1 ! Accident insurance | 4085 | 50324696 ! 14450520 ' 208491 ! 22858 ! 29301 ! 3794
_____ B e e e e I e
2 ! Health insurance ' 2735 | 27868985 ! - 786176 ! 698 | 426485 ! 58
3 | Motor transport insurance ' 14342 | 86046753 | 31975214 | 1402707 | 493335 | 853966 | 414980
| 4 | Railtransport insurance | P R I S I S .
5 ! Air transport insurance 9 | 198591901 @ 193300308 | 982742 @ 891462 ! .
_____ B e e e e I e
6 | Water transport insurance i 3 352218 | 35621360 | 3156 | 2264 | ' -
7 | Freight insurance ! 458 | 69571193 | 65248345 | 431086 | 204273 | 55656 | 42379
8 ! Fire and natural disaster insurance | 9624 1 1034188612 i 920342553 | 1533540 : 1212026 : 60517 : 15029
9 ! Property damage insurance | 5662 ! 86911461 ! 56527520 ! 239610 i 94173 ! 1488 ! .
10 1:Responsibility for use of motor transport ? j: :r j: E :r ?
! insurance ! 2835 | 33887913 | 13984020 | 168330 | 45441 | 49853 | 23489
11 | Responsibility for use of air transport ) ) ) ) ) | |
_____ tinsurance i 1111599525917 | 1398596009 | 634355 ; 571790 ; 621 | -
12 | Responsibility for use of water transport ! ! ! ! ! ! !
! insurance ! 1 | 884263 ] 826068; 2220 ! 1316 ! ! -
13 | General responsibility insurance | 255 1 147529551 i 142352861 | 300106 : 260563 ! 23838 ! 21279
""" e e e e
| 14 |Loaninsurance . . L] . R R
15 | GQuarantee insurance ! 2613 ) 31009603 | 17031166 | 445825 | 170226 | 2688 | .
16 ' Financial loss insurance : 17 | 90521953 | 84838797 . 382817 . 89454 | 351644 | 361272
17} Judicial and extrajudicial costs insurance E E E - E - E -
""" e e T e o e
18 ! Assistance insurance ' 7087 ! 129368126 ! 23109376 ! 198072 ! 31981 | 44538 | 8332
Total ! 50637 | 3386581145 | 2008204119 | 7719235 | 4091860 | 1900594 ' 890613
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Annex 31. Pawnshops

million drams

Indicator Loans provided Funds attracted Number of pawnshops
31.12.2007 ! 2410 | 1675 | 63
| 31.03.2008 e 2824 1 ) teas e
30.062008 G 31080 20060 6]
30.09.2008 | 3314 | 2156 | 66
| 51.12.2008 o s921 . aass i s
| 51.12.2000 T s147 % 3312 103 |
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Annex 32. Value of Transfers by Non-Cash Payment Instruments in Banking System

million drams

anstors 2005 2006 2007 2008 2009 2009 ________ e
: : : : : : Q. Qn. Qi . v
Paper based payment orders' P 2114168 1 2076422 1 3384516 | 4804497 | 6806481 | 1679511 | 1820037 | 1919211 | 1387722
| Electronic payment orders' | 2743646 | 3394735 5852703 110289081 | 7793560 | 1401391 | 1593896 | 2571034 | 2227240
[ Checks | o663 7571 5954 17286| 23744| 6025, 6368, 6022 5330
| Other debit instruments > | 4782  44l6|  2466)  695] 8661  4o04) 2521 1281 81
| Non-cash transactions by cards ! o | 11322 17035] 24109} 30750 6528  7205!  7855) 9162
[ Tota | 4872259 | 5494466 | 9262675 15135666 | 14655401 | 5093858 | 3427758 | 4504250 | 3629535
| Transactions by cards {90136 138245 213633 | 526370 | 428209 | 85146, 98219 107967 | 156879
Annex 33. Number of Transfers by Non-Cash Payment Instruments in Banking System
ensfors 2005 2006 2007 2008 2009 __________ S 2000
' ' ' ' ' | Ql} Qll'; QIll ;| Qlv
Paper based payment orders' | 717219] 988964 | 1197760 | 1418090 1803287 | 572423 451181 | 433525 | 546158
| Electronic payment orders' | 1280968 | 1412116 1933016} 2072924 | 3943374 | 789316 | 872395 1040500 |1241163
| checks | 122071 8951] 71521 11790  14174] 29341 34761 36161 4148
| Other debit instruments > © 7ax! 5318 3195, 2014  2512) 538! 638, 678 658
| Non-cash operations by cards o 212367 442100 638753 916178 210953 | 229141 | 227042 | 249062
[ Tota | 2011138 2627716 | 3583223 5043571 | 6679525 1576144 |1556831 |1705361 12041189
| cards in circulation ! | 157186 190232 | 327852 454357 | 579431 483243 502106 | 539661 | 579431
| Paper payment orders' | 2184492 | 3020569 | 4428550 | 6586154 | 8846164 |1791575 (2156250 [2242503 12655836

! Orders to beneficiary bank/branch. Intrabank transfers of commercial banks are not included, except for customer-customer
transfers.
2 Debit orders and other transfers.
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Annex 34. Value of Transfers Sent and Received via International Money Transfer Systems

million drams

i 2005 | 2006 | 2007 | 2008 | 2009 . 2009
System : : : : : s
' ' ' ' ' | Ql QIl « QIII QlvV
i sent i 2199 3279 | 663 | 1177 2404 | 474 595 i 631 | 703
MONEY GRAM ~ -==------------ bemeotos ARt oo foemeoee iy demeoees A oo s
_________________ \received | 28176 38151} 7834} 9126} 18886 3415 4897  4977) 5597
ANELIK psent L3679} 4143} 5657} 4953 4951} 74l 1422} 1285 1483
_________________ ireceived | 37799 40687 38471 42104} 30648 4860 7512}  8674) 9602
' sent ! 13421 18516 19968 17832 20561 ! 3683 ! 4712 5659 | 6509
UNISTREAM R RRREEEEE P oo G foooo o e i o bt s
_________________ \received | 95342 149130} 201120 227582 182535, 25630, 42081, 57791} 57033
other! psent | 15315} 12575! 12056 | 15004} 13862}  2726! 3063 357! 4556
_________________ \received | 82026} 87500 136435) 160687 130654} 17674} 29294 41383 42285
Total isent {32612} 38513} 30224 38945 41759} 7624 9791 11092} 15251
_________________ |received | 244243 515469 383860 439499 3562705, 51579} 85784 112825 114515
Turnover | 276855 353981 423084 4784441 404462 59203 !  93575! 123917 127766
Annex 35. Number of Transfers Sent and Received via International Money Transfer Systems
| 2005 | 2006 2007 2008 | 2009 2009
System 1 1 1 1 1 b e e e e e e ————— ——————
! ! ! ! ! ! Ql: Qll Qlll Qlv
' sent ' 6401 9399 | 1522 3311 7140 1555 ! 1648 | 1903 ! 2034
MONEY GRAM ~ |-==---=-------- Frmmm=- R i prmmmm=so - om-- s ooy pmmmmmo ooy {m oo immmm s prmmmsseoe-
_________________ \received ! 104796 163767 40638 50959 | 92480 | 20077 23460 22557 26406
ANELIK psent {11236} 10525! 9727 9360 6595 1750 1548} 1600} 1697
' received ' 228894 ! 230041 ' 209792 ' 176398 ' 120134 ' 25054 ! 31264 ! 31740 ! 32076
""""""""""" L e e e e
| sent , 16240 | 24020 | 29537 | 29003 ;| 40951 | 8742 ) 10012 | 10105 | 12092
UNISTREAM |mmmmmmmm-m----- ===~ ==--q---------- [t e mmmmmm---- Fomm—m-—--- qmmmmmmmmm R i [
' received ' 200043 ! 424449 ' 587595! 669967 ! 671504 ! 119529' 169260 ' 194406' 188309
""""""""" L I I e e e
other! jsent | 16904 51516 40777 47104} 52402} 12011} 11850 12809 15732
_________________ |received | 347899 | 435380 684395| 739359 655137 110143 159741} 196483} 188770
Total | sent . 50781 95460 81563 88778, 107088 24058 | 25058 | 26417 | 31555
ota \mmmmmm e mmm - Fem—m——— - Am---mm-- - [t Tmmm-mmmm - - m—mm - Tem——m——m Ammmm--mm - - R Fommmm -
_________________ |received | 971632 1253637 ] 1522420 | 1636683 | 1539255 | 274803) 383725 445166 435561
Turnover 1 1022413 ) 1349097 , 1603983 | 1725461 |, 1646343 | 298861 408783 | 471583 | 467116

! Transfers Sent and Received via WESTERN UNIOIN system are included in “Other” line
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Annex 36. Number of Cards in Circulation

i 2005: 2006: 2007 2008: 2009 : 2009
Plastic Card : : : : : bemeeooes T
i i i i i ' Ql| QI QIII ! Qv
ArCa ! 55697 | 92283 142482 200190 | 282164 | 219933 | 238946 | 262841 | 282164
VISA L 62859J: 90733 L lBQZSOi 165894_5 201589:L 170555Jl 1753521L 187196J: 201589
MASTER Card 15901 11817! 23665 47769! 61108 49950 52398 54571 61108
Other international cards* 12749 E 14280 22425 40504 E 34570 43005, 35410, 35053, 34570

Total 137186 1 2091131 327852 454357 i 579431 | 483243 502106 : 539661 i 579431
Annex 37. Value of Transactions by Cards
million drams
Plastic Card zoosi 2006§ 20075 2008§ 20095 __________ N 2000 .
: : : : : : Q! QI Qlll ! Qv
! ! | 74889 117550 | 173445, 31510 37951 | 4;_8_2_{5___6_(31_6_3_1_
[ L. 90254 1271200 131623 30889 33636 | 37909 47163
; i 19904 39164 62331 ! 13408 15010 16031 17881
""""""""""""""""""""""" | 15030 19598 28608; 42528 40849| ©9377) 9601 10203 11668
Total | 90136 | 138245 | 213634 | 526371 428248 | 85184 98219 | 107967 | 136879

! “HSBC Debit” and other international cards.

Annex 38. Number of Transactions by Cards

. .\ 2005, 2006, 2007. 2008, 2009 2009

Plastic Cards ! ! ! ! ! bomeeooes Rt P CTR R

: : : : : : Q: Qui aQm: Qv
ArCa 11023304 '1408879 12081054 12915892 14177660 | 783123 | 989053 |1068345 11337139
VISA | 692100 11008054 E_l456478 i20908584:2602572 54371 1j 640478 :L 651366j 767017
MASTER Card | 89937 | 169523 ! 319341 | 653957 1158843 | 255374 | 295749 | 296553 | 311167
Other international cards* ! 379151 1 443113 ! 591677 | 925427 | 908977 | 211255 ! 230970 | 226239 | 240513
Total 12184492 13029569 14428550 |6586134 18848052 | 1793463 |2156250 (2242503 | 2655836

! “HSBC Debit” and other international cards.

THE CENTRAL BANK OF THE REPUBLIC OF ARMENIA

0010, Yerevan, V. Sargsyan 6
http:// www.cba.am
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