Introduction

Table of Contents
Striving for perfection 4
Feeling the pulse of history 8
A well-considered asset allocation policy — 		
the basis for stability 12
Our advantage — understanding of the clients 16
Benoit Wtterwulghe: I like creating and developing new activities 20
Bonds — a good alternative to deposits 24
A rational approach to irrational markets 28
Details matter 30
Caring for the clients 34
Towards onshore solutions 36
Life in Latvia through a Russian citizen’s eyes 40
Why clients choose Riga 42
Pillar means security 48
ABLV news 52
Our heart’s work 56
Looking for art rebus answers 58
Millimetre master 62
Consolidated financial report for 2012 67

Creative team: Ernests Bernis, Romans Surnačovs, Anna Celma, Sergejs Mazurs,
Agnese Laganovska, Arnis Artemovičs, Ilmārs Jargans

Project managers: Anna Celma, Anda Jansone
Text authors: Antra Bula, Anna Celma, Oļegs Fiļs, Jevgenijs Gžibovskis, Vladislavs
Hveckovičs, Ilmārs Jargans, Māris Kannenieks, Solvita Krese, Agnese Laganovska,
Armands Rozenbahs, Aleksejs Savko, Romans Surnačovs, Ieva Valtere, Zanda Zilgalve.
Photos: Valts Kleins, Kristofers Karlauskis, Jānis Deinats, Sergejs Mazurs, Arnis
Artemovičs, Agnese Aljēna
Translators: Lauma Rozīte, Natalija Hramčenko
Proofreader: Geoffrey Thorpe
Design: Ingrīda Zābere, Valters Horsts
Project contractor: LILITA Agency Ltd.
Print Company: Jelgavas tipogrāfĳa Ltd.
All rights protected by the Copyright Law of the Republic of Latvia.
Reproduction is prohibited without the consent of ABLV Bank, AS.

Labor Omnia Vincit*

Romans Surnačovs
ABLV Bank Chief Operations Officer
(COO), 2012 Annual Report Editor

Yes, the first recommendation — to
clearly define a goal and visualize the
desired result to the smallest detail —
is important, and understandable. But
then another guru advises you not only
to release the wish but, preferably, to
forget about it and wait until the ‘generous Universe’ delivers the wish on a
plate rimmed with gold. Probably, the
dissemination of such theories among
daydreamers is the reason why only a
relatively small group of people create their own successful, and growing
business. Especially, if this business is
a bank...

In our bank, the work always begins with
the development of a strategy. Some of
our goals from a while ago could have
seemed unreachable, and ambitions —
overstated: increase deposits by 25—
30% annually, develop fundamentally
new business lines, employ the latest
technology in the shortest possible time,
break into new markets... In reality, every
step was thought out, the path was finely
explored, and, most importantly, we had
a well-tested, hardworking team that was
willing to work persistently to embody
everything intended in life, not waiting for
‘gifts from a rational Universe’. Of course,
intuition has allowed us to be in the right
place at the right time, and sometimes to
be a step ahead of a rapid development
of events. However, it can only be longed
after, not counted on.

When we are asked what the secret to
our success is, the answer is always
the same: it is the desire to reach the
set target, multiplied by persistent
work. But apart from the vision of the
target, and hard work, there are two
more important components, two
more aspects. These are patience and
prudence, which for an observer from
the outside could perhaps look like
procrastination. But from our own, and
others’, experience in the banking business, we have understood that natural,
thoughtful growth, with a high dose of
prudency is much more effective than
rapid ‘shooting for the sky’, which then
leads to ‘contact with Earth’ being lost,
and a rapid fall ensues.

Yes, our goals have always been
ambitious and challenging, but realistic — and over time even our skeptics
and ill-wishers have been convinced of
that. And from the perspective of our
current position, it no longer feels like
something miraculous to have deposit
amounts measured at 2.6 billion Euro,
or assets under management and client
investments in financial instruments
that exceed 800 million, or to have the
leading position in bond turnover at the
Riga Stock Exchange, where we occupy
86.7%, and not even the fact that we
now have our own subsidiary bank in
Luxembourg — the stronghold of global
banking business... However, we know
that behind all of this is a huge amount

I do not believe in current, popular
esoteric teachings from the ‘The Secret’
series, nor creative visualization. I don’t
believe in them, and that’s it!

of team work — a team whose number
now exceeds 600, who promote our
business unwearyingly, develop technology, establish relationships with new
clients and partners, and improve the
operating principles of ABLV Group. And
we are aware that in our work, absolutely everything matters: starting from
the fundamental elements — such as an
attentive attitude towards clients' needs,
speed of interaction between departments, risk control, and new Internet
banking functions — to the finest details,
such as the brand of coffee offered
in the negotiating room, or a special
brand’s ribbon that is tied around the gift
for a client.
The Annual Report’s cover is decorated
with the cupola of Elizabetes Park House
— a building which became one of the
symbols of our determination last year.
Elizabetes Park House is an elite project
of the bank’s subsidiary company Pillar,
its pride and golden sample. Pillar deals
with real estate sales and, in just a few
years, has become the major player in
the Latvian real estate market and, what
we can be particularly delighted of, a
leading developer in the new housing
market.
And most importantly — we are aware
of our primary goal: to make our city a
thriving financial, commercial, and cultural
centre — as it has been for centuries.
* “Labor conquers all things” (the inscription at the top of
the Art Nouveau building’s facade where the ABLV
headquarters is located).
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Striving for perfection

ABLV Bank Chairman of the Board
and shareholder Ernests Bernis, in
a frank conversation, talks about
his life values, bringing up children,
about the importance of intuition
and experience in work. A desire to
work with prospects, striving to ensure that the accomplished can be
proudly shown to children — these
are the main conversation topics
allowing us to find out a way of
thinking of a person musing on the
future and stressing the importance
of continuous development.
Please name the most important
things that you have understood
in life.
Sometimes I think I absolutely do not
understand life. In particular — its rapid
flow. But I think the first thing is patience — without patience it is difficult to
accomplish something. Second — you
need to love what you’re doing. It’s like a
blessing, because without love it is very
difficult to secure and develop what you
do. And this applies to both work and
family. And another thing I want to say:
patience is a good thing, but you have to
know how to combine it with decisiveness. Once something has been decided
— then it has been decided.
From who have you learnt the most?
From my own experience. I started
working at a time when one social order
was collapsing, and another began taking
shape. At the university where I studied,
starting a business wasn’t taught. We
actually started from zero, without any
particular traditions, relying only on our
own experience. That is how we went —
step by step. I doubt it would be possible
today. I am not afraid of mistakes — it is
just important to only allow the mistakes
you can afford. One can avoid mistakes
only when doing nothing. If you are doing
4

something, you have to make decisions
every day. But the problem of modern life
is that its speed is ever increasing, and it
makes the decision-making harder.
What are you striving for in life?
I do not have a specific goal which
would be expressed in numbers, levels,
or grades. For me, the most important
thing is — do what I am doing as well as I
can. In order to be able to see the results
of work which I would be delighted in
myself, and unashamed to show my children. If something has been done as well
as possible, then from it emerges... a
sense of aesthetic beauty, of satisfaction.
But what are you striving for in
business?
For me, the most important task is to
make this bank so viable, creative, and
strong that it could work successfully and
progress as well after ten, twenty, and
thirty years.
Regardless of what is going on in
Russia?
Of course — no matter what happens in
Russia, Latvia, or elsewhere in the world.
Until now, I have not seen any obstacles
that would be impossible to overcome.
What do you understand by the
word ‘intuition’? Is it like a sixth
sense that allows you to orientate
yourself in the dark, or something
like that?
I am afraid that it is rather a sixth sense
which helps orientate oneself, not in the
dark, but quite the opposite, in a room
where there are twenty TVs turned on
at the same time (is laughing). Which
show different channels. I am sure that
the main problem that the majority of
managers are facing with today is the
enormous volume of information: a
variety of reports, piles of numbers, piles
5
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of everything. All this information should
be taken into account, synthesized, and
understood how to link with the essence
of what’s happening in the business. And
when making a decision, one should be
able to choose the right option from many
possibilities.
Are you a free man?
The position I take doesn’t let me be free,
it imposes responsibilities. For example,
I’d maybe like to sit at home and read
in the morning, but I know that as early
as 8:30 a.m. I have to be here at the
bank. That cannot be called freedom. I
also have a family, parents. I can not feel
absolutely free — I have to take care of
them. At work, I have enough freedom to
act — but, on the other hand, also major
responsibility for this action.
Freedom in the sense that you can
do what you want?
No, not in that sense that I can do what I
want, but in the choice how I do it. There
is a task to be solved, but how to do it —
that is a big issue with multiple solutions.
But it is an opportunity for me to do the
work I love with interest.
Tell me please, what would you like
to teach your children?
I want them to grow up as brave girls.
You have daughters?
Yes, three daughters. I want them to
grow up, firstly, brave. And free of any
stereotypes. I think this is the key.
And how do you teach them courage?
Quite often they teach me courage (is
laughing). Sometimes I find it easier to
cope with the Board’s guys than with
someone who does not want to go to
sleep, or put on these or those boots... (is
laughing). “I do not want to — and that's
it!” And you can do nothing about that.
Imagine that you are asked for
advice: I also want my girls to grow
up to be brave — what should I do?
What would you say?
Don’t tell lies. Never lie to children. You
can choose not to say something, keep
something to yourself, but just no lies.
6
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Probably, this is the most important thing.
And everything else will eventually fall
into place on its own.
What is more precious to you than
money?
Money for me, first of all, is a tool —
rather that. We at the bank are very often
faced with some issues, and realize that
we have the money, but do not have,
for example, the necessary employees,
enough time or something else, but we
do have money. Therefore, in our bank
you will never hear the phrase: “If only
there were money, we could...” In your
private life money gives you certain freedom which compensates, for example,
for a lack of time. Because once there
is not enough time for some things,
very often, you have to overpay. But on
the other hand, I’m trying to act so that
money wouldn’t ruin the life of my family.
As much as that is possible.
What are your bank’s advantages in
comparison to equivalent structures
in Cyprus, Estonia, or elsewhere?
Both Cyprus and a number of Estonian
banks are serious competitors to us. Especially Cyprus, which is serving customers from Russia. Our advantage is that
we understand our clients well. We have
a similar mentality, we were born and
have grown up in the same country. And
this has a great importance. When I see
that our employees and clients not only
speak the same language, but also do it
at the same level of mutual understanding, then I am confident of our success.
It’s probably our greatest advantage at
the moment. Our success is confirmed
by the fact that we are now the largest privately-owned bank in Latvia. On
the other hand, I understand that the
operating staff competencies will have
to be split by country in the near future.
Somebody will have to deal with Russia,
someone — with Azerbaijan, someone
— with Belarus. Because the Post-Soviet
country roads are parting more and more.
That’s why I will say this: what we have,
and what we know today, is the result
of our last five — ten years of work. If
we eased off and stopped our working
intensity, everything would gradually be

For me, the most important task is
to make this bank so viable, creative,
and strong that it could work
successfully and progress as well
after ten, twenty, and thirty years.

reduced to ashes. Never can you fall in
for self-satisfaction with the achieved
results — that is the biggest mistake in
any business.
What are Riga’s advantages as a
geopolitical center?
I think that Riga has much more coming.
Riga is very close to me — it’s my home
city. Riga is multicultural, virtually all of the
world’s financial centres are somewhat
multicultural, and Riga is basically such
centre. If you think about it, the same
Singapore, London, New York, which
are considered financial centres — all of
those are multicultural cities. But Madrid
is not called a financial centre, although it
is a very beautiful city.
Riga’s cultural diversity is similar to
a group of scattered islands — it is
like ‘island multiculturalism’.
I think we should not be afraid of it —
similarly, New York City a century ago
was formed by blocks with little communication between them: one spoke only
Italian, the other — Polish, but almost
no one knew English in that blocks. For
me, cultural diversity is very important,
because my family is multinational. And
ten years ago I noticed that our clients are
mostly people who love and know Latvia.
For example, they have been here in their
childhood, served in the army or worked
— there are many possibilities... So today,
when I see that our clients buy summer
flats in Latvia, and begin to come here on
a regular basis, when I see them in summer resting in Jurmala, when I see them

with their children in our bank — I feel
calm about the future of our business.
What are the main challenges for the
bank in 2013?
Relations with the state, the regulator —
this is the first. Regulation of the industry
after the crisis of 2008 is increasing day
by day. The main culprits of the crisis
were the banks, so it’s hard to object
here. While on the other hand, it seems
to me that the problem of lack of control
is not comparable to the problems
caused by excessive control. But I do not
complain because we have everything in
order in this sphere. Second — it is a challenge related to the fact that our organization is growing. Every year we create new
job vacancies, and that’s why we have to
change the management model all the
time. Because it is difficult to compare
how we were managing the organization
ten years ago, with how we are doing
it today. Another scale. That’s why to
lead an organization in accordance with
modern requirements — it is an ongoing
challenge, both for me and all my fellow
managers.

7

Financial Centre

Financial Centre

Feeling the
pulse of
history
Throughout society lately, for various reasons, an issue has been the
question whether Latvia and Riga
should, or should not, become an
internationally known financial
centre. Our bank’s founders have
known the answer to this since
the bank’s inception. “Of course it
should be! Riga has been a financial centre, and will be one in the
future.” But simply wishing is
insufficient — determined work
day after day is necessary, because
other states and cities are fighting
for a place in this niche. One of the
founders of the bank, Chairman of
the Council, Oļegs Fiļs, shares his
thoughts on this issue.
Ever since I can remember, I have always
been fascinated by history. And not just
the ‘big’ history — wars, kings, international politics — but also history at the
local, social level. How people lived at a
particular time and place, what occupied them, what were they striving for?
It is not only interesting, but also very
enlightening and useful. Indeed, history
repeats itself, and it does so rather accurately, only the details of the entourages
change. And the biggest mistakes are
made by those who do not know history,
have forgotten, or are ignoring the lessons of history.
After I bought, and started to gradually
restore Nurmuiza, previous centuries
gained a real shape in my life. I had to go
deep into the chronicles of past times,
listen to experts whose knowledge otherwise would have only remained in the
circle of professional interest.
You will ask, what relationship does my
passion for history have with the work
we do at the bank? I will reply — the closest! The more I think about it, the more I
8
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understand that history is not something
that has passed, written down on paper,
but rather a continuous sequence of
events with its own laws and interconnections that continue today.
Latvia, and Riga in particular, has been
a location where the trade routes from
the East and West flow and cross since
its foundation. Historically, it was the
place where the ships cast anchor in the
harbours of the Daugava river, carrying
people who spoke various languages,
where goods were actively traded and
transactions were closed, where both
craftsmen and money changers worked.
Over the years, trade became ever more
active and Riga grew in size, mightiness
and wealth, becoming one of the most
beautiful and important cities in the Hanseatic League.
In the Russian Empire, Riga was the
third most important industrial city, the
gateway to Western Europe, an international trade and financial centre. In
Riga, the sounds of different languages
were heard, the grounds and interest for
cooperation were found by merchants
from lands both distant and nearby. The
mightiness of Riga merchants, industrialists, and financiers is testified by
the city blocks built at the time, where
buildings basked in their luxuriousness,
and evoke admiration among tourists
even to this day.
The interests of the business elite in Riga
at that time stretched far beyond the
borders of their native city. For example,
at the turn of the 20th century the acquisition of Baku and Batumi Oilfield began,
and in the financing of the work, the
names of Riga bankers can be found next
to such players in the financial world as
the Nobels and Rothschilds.
Ancient traditions have not disappeared
anywhere — the walls of houses in Riga,
streets, and people still hold onto them
today. So it is no coincidence that during
the last years Riga has been developing
into a regional financial centre. There
are a lot of preconditions for this: the
10
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geographical location, ports, the airport,
and the railway junction, which create the
ideal conditions for international trade; developed infrastructure; skilled, educated
specialists who know different languages.
It is all a large treasure, which we are
only slowly beginning to open. A treasure
that can help us take a recognized and
respected place alongside such centres
as London and Luxembourg in the map of
the financial world.
Of course, the export of financial services
still has to develop as a sector — both
qualitatively and quantitatively. Around
30 banks are currently working in Latvia
— it’s not much. It could be much more.
Especially, if different banks specialize
in offering particular services. Current
bank performance practices allow them
to serve only a small part of the potential
possible financial flow.
A great deal also depends on the government, and all Latvian citizens, because
an attractive environment is also formed
by corresponding legislation and the
general attitude. All of us, together, have
to decide whether we really want to see
Riga as an international financial and investment centre. We have to understand
that we are not the only ones in the world
who want to attract money, investments,
serve international financial flows. There
are a great number wishing to do that, the
competition is huge. However, if we are
sufficiently united at the governmental
and banking levels, determined, with a
common understanding of the goal, are
aware of our advantages and increase
them even more, the goal is reachable. We can become the country that
renders services to foreign clients with
high added value — not only the financial
and investment services, but also, for
example, legal and accounting consulting.
Everyone would benefit from it. Not only
the banks and their customers, but also
the state and the national economy as a
whole. As shown by various studies, at
the current level, the direct contribution of
financial services exports to the Latvian
national economy is considerable. And
not only directly by employing people,

Against the backdrop of a torn world
of unsolvable contradictions, conflict,
crisis, and extremism; Latvia is like an
island of peace, security, and stability.

paying wages, and taxes in full. Even
more important is the indirect contribution to the whole economy! To a great extent due to foreign clients, their deposits,
funds are available for both businesses
and households, the banks are able to
give loans on more favorable terms; for
example, for the development of Latvian
companies or infrastructure. If this sector
did not exist, finance would be more difficult to access, and more expensive. By
serving foreign clients, they are making
stronger links with Latvia, in fact — we
are popularizing Latvia more effectively
than travel agencies. Clients begin to
reside here more often, obtain temporary
residency permits, finally — move part of
their business to Latvia.
When developing the bank, we were
aware of Latvia’s advantages and disadvantages from a business point of view
from the very beginning. Globally, Latvia
is a small country with a small population.
The internal market in any industry is very
limited. Therefore, the growth ceiling is
achieved rather quickly when targeting
businesses only in the internal market,
and, all the time, you have to swim ‘in
the red ocean’ — work in conditions of
heightened competition. As a well-known
businessman from Russia once said,
competition in the Latvian internal market
reminded him of “a karate fight in a lift.”
Therefore, from the moment of the
bank’s foundation, we decided that
borders need to be crossed. If we don’t
look at Latvia as an isolated territory with

limited resources and a limited number
of inhabitants, but as a point of support
throughout the whole wide world, we
see only advantages. The aforementioned
geographical location — sea, air, and terrestrial road intersections. A border where
Russia meets Europe. Educated, intelligent, and hard-working inhabitants without unpredictable, emotionally extreme
manifestations. Successional, relatively
predictable, and moderate politics. Centuries long peaceful coexistence of different
nationalities, religions, languages, and
traditions. Against the backdrop of a torn
world of unsolvable contradictions, conflict, crisis, and extremism; Latvia is like
an island of peace, security, and stability. Exactly what is needed for offering
financial services. Money loves stability,
peace, and predictability.
Foreign clients’ deposits with Latvian
banks have been holding at around 50%
of total deposits over the past years.
Concerning today’s achievements, we
can say say that foreign customers' interest in Latvian banking services is growing
rapidly, and soon these services will
form more than half of the entire financial sector’s business volume. Everyone
benefits from it — clients, banks, other
Latvian business sectors, the state, and
its inhabitants. Of course, much remains
to be done, but we are looking in the
distant future. And not only looking, but
also acting to draw this future nearer. The
opening of our subsidiary bank in Luxembourg is a step in this direction. But that’s
another story...
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A well-considered
asset allocation policy —
the basis for stability

Effective asset allocation is part
of any global bank’s key tasks and
challenges. A conservative approach, with the primary objective
to maintain a high level of liquidity,
is at the basis of our bank’s asset allocation. This claim is best justified
with figures, ABLV Bank Chief Financial Officer (CFO), Māris Kannenieks
explains convincingly.

The bank’s correspondent accounts
We hold nearly one-third of our assets in
correspondent accounts, including in the
Bank of Latvia. This provides us with a
large reserve for the daily client flow of
payments and bank operations. In total,
our bank has 49 correspondent accounts
in different banks around the world;
moreover, collaboration partners in the
interbank market are even greater. Such
a large number of collaboration partners
is necessary in order to reduce risks and
have the best conditions in the interbank
market. Our experts evaluate and define
the limits for any global bank where we
keep our funds very diligently. A limit
policy has been developed in the bank,
according to which limits are established
for even the safest global banks, with the
highest credit rating, and these limits are
evaluated and revised regularly according
to the situation at that particular moment in the global financial market. Risk
management employees scrupulously
follow compliance with these limits on a
daily basis.
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Securities
Forty-two percent of our bank’s assets
are invested in highly liquid securities
(almost all of these securities are debt
securities with a fixed income or bonds)
which are split in an available-for-sale
securities portfolio (constituting 26% of
the bank’s assets) and a held-to-maturity
securities portfolio (16% of bank assets).
All of these securities are convertible into
cash in a couple of days.
In the held-to-maturity securities portfolio, the bank includes an issuers longer
term securities only if we are confident
that the credit risk level of these particular issuers will not change by the end of
these securities cancellation term. We
include shorter term securities in the
available-for-sale securities portfolio, allowing for the possibility that if the price
of securities grows, the bank is able to
record a profit. However, the ‘buy and
hold’ strategy is at the basis of our bank’s
securities portfolio management, which
means a careful assessment of each
particular securities issuer before the
purchase of the securities, and not changing our opinion in the first case of price
fluctuations the securities market.
Our securities portfolio is very conservative — 93% of the total securities portfolio is invested in investment level securities (with a credit rating of no less than
BBB-), of which the majority, or 75%, of
the total securities portfolio is invested in
the highest level securities (with a credit
rating of no less than AA-). Countrywise,
13
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the biggest investments are in the U.S.
(24% of the total securities portfolio),
followed by Russian (15%), Canadian
(14%), German (12%), international AAA
credit rating financial institutions (10%),
and Swedish (7%) securities. Practically
all of these securities are the national
government or state controlled issuer
issued bonds and have a fixed income.
Our bank has been successfully managing its securities portfolio for more than
15 years, gaining a substantial income,
putting an emphasis on investment
safety and quality in recent years, rather
than pursuing maximum profitability.
This investment strategy has paid off,
and given the anticipated results.

Loans
Almost 24% of our bank’s assets are
loaned out. Mortgage loans to individuals
account for 13% of assets, while commercial credits — 9.5%. We continue to
develop financing for financial pledges,
which have the least impact on the
bank’s liquidity ratio of all loan types, and
is one of the main prerequisites for the
successful development of the bank’s
client assets management and broker
services business.
The quality of our mortgage loan portfolio
has stabilized — clients who have been
through the crisis of the previous years
are continuing to fulfil their obligations.
Therefore, the number of non-payers is
decreasing and so the amount of provisions that the bank needs to cover for the
potential losses from insecure loans is

ASSET MANAGEMENT

also decreasing. The bank, by thoroughly
analysing each project, continues to give
our commercial loans, putting the emphasis on the crediting of local businesses,
which are transparent, easily understandable and have competitive advantages
in the long run. We grant loans foreign
clients only with a great forethought, and
mainly collaborating with our existing
clients in this area.

The bank has successfully managed its
securities portfolio for more than 15 years,
gaining a substantial income, putting an
emphasis on investment safety and quality
in recent years, rather than the pursuit of
maximum profitability.

Investments in the bank’s subsidiary and associated companies
Investments in ABLV group’s subsidiary
and associated companies constitute
4% of the bank’s assets. The biggest
investment is conducted in Pillar holding company, which unites a group
of companies engaged in real estate
management, administration, and
development. Initially, these companies
were engaged in real estate acquisition
mostly, which had previously served as
collateral for loans, and it was sort of a
‘forced’ side business for the banking
group. Now, considerable experience
has been accumulated in the field, several real estate development projects
have been implemented, and we see
that we can successfully compete with
other real estate development companies. One of our main competitive
advantages is the desire and capacity
to take our work to the finest detail,
and it is an essential prerequisite for a
successful real estate project. We have
faith that we will be able to compete in
the long run in the real estate business,
this business will be profitable, and

it will give a synergetic effect to the
entire bank’s group business.
The second major investment of our
bank is the investment in ABLV Bank
Luxembourg S.A.’s equity. The founding
of a subsidiary bank outside of Latvia,
in one of the world’s leading financial
and investment centres, is a natural
move in accordance with our strategy
in ABLV group business development.
Of course, the main winners will be
our clients, because new investment
and service opportunities will open up
for them, which will be provided by the
same well-known and tested cooperation partner — ABLV!
The aforementioned asset breakdown, where 70% of assets are assets with high liquidity, fulfils the goal
of our bank — to maintain a high level
of liquidity in the vacillating conditions of the global financial markets.
This goal will remain the same in the
upcoming years.

ABLV Bank securities portfolio
breakdown by country, 31.12.2012

 United States

24%

 Russia

15%

 Canada

14%

 Germany

12%

 International institutions

10%

 Sweden

7%

 Netherlands

3%

 Latvia

3%

 29 other countries with a share of less than 3% each 12%

EUR’000
ABLV Bank assets

31.12.2012.

Cash and deposits with the Bank of Latvia

307 446

Balances due from credit institutions

553 020

Available-for-sale financial assets

779 388

Loans

716 574

Held-to-maturity investments

500 612

Investments in subsidiaries and associates

127 457

Other assets
Total assets

14

59 333
3 043 830
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Our advantage —
understanding of the clients
At the end of 2012, the ABLV subsidiary bank in Luxembourg acquired
its license. Presently, it is functioning
in the pilot stage, but in the middle
of summer, the full range of services
will be available. ABLV Bank Deputy
Chief Executive Officer (DCEO), Vadim
Reinfelds, discusses what these
developments will give our existing
customers.

So, you arrived in Luxembourg and
became aware that many of your
clients from Riga have already been
there for a long time?
We already knew it. Partly for that reason
we created the new bank: for this part
of the business to be incorporated in the
ABLV Group, and to compete with other
western banks which have served our
clients. Thus, it is an expected result.

Does the Luxembourg subsidiary
bank already have clients? What are
your first impressions?
Client service was started at the beginning of 2013, and for the time being it is in
the pilot stage. The first clients have the
opportunity to receive a part of the range
of services — mainly the payment and
brokerage services. In early summer, we
will also offer fiduciary deposits and loans,
advisory asset management, and we will
begin to offer new services to those who
are already our bank’s clients in Riga.

There are about 140 banks operating
in Luxembourg. In what way will your
offer be better?
First of all, we are better informed about
the markets in which our clients operate.
Our bank has representative offices in 10
CIS countries, and we can verify client
operations and compliance more easily.
We understand the tasks which are put
forward by clients more quickly. This is
because we understand the peculiarities
of local ambience.

Is it possible to forecast which
services from the Luxembourg bank
will be most in-demand?
Some of our clients, after learning about
the opening of ABLV bank in Luxembourg, wanted to switch their Luxembourg companies' daily banking operations to our bank. Collaborating with us
in Riga, they have become acquainted
with our level of service, as well as our
availability and attractiveness in terms of
rates. In addition, we are more understandable and transparent, also from an
eligibility requirement point of view.
We assume that fiduciary deposits will
be popular, but it is premature to draw
definitive conclusions because the number of transactions is still small. It will be
possible to say something more definite
when evaluating the results of the first
year of operation.
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Practically all of Europe’s big banks are
moving from plain Russian service, to
client service, customized to the local
characteristics. Managers who understand the specifics of Russian, Ukrainian
and Kazakh legislation — those are
separate areas of specialization. In this
respect, we have a great advantage
because we know the CIS legislation
norms, business traditions, characteristics and business related problems.
And that’s why we can offer the right
solutions quicker.
Secondly, from a technical point of view,
we have better access to eastern stock
markets. In no way do all European banks
offer the opportunity to invest directly in
securities listed on, for example, the Russian stock market. In addition, we have a
lot of experience in the management of
financial assets issued in the Post-Soviet
territory. All of this will be very useful
17
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for clients who will use our investment
advisory services in Luxembourg.
Finally, currency diversity. We offer payments not only in US Dollars and Euros,
but also in Russian Rubles.
To gain a better understanding of
clients from the CIS countries, will
managers from Riga work in
Luxembourg?
We want to serve clients in the manner
most convenient for them. Those clients
who at present use banking services in
Riga, can maintain their relationship with
the Luxembourg bank via their Riga private banker. The client could continue to
communicate with the same manager,
and together with him/her solve all their
issues. Prospectively, our Riga private
bankers will improve their qualifications
in Luxembourg in order to be able to
provide complex consulting, also in asset
management issues. But at the beginning, these recommendations will be
provided by experienced financiers in
ABLV Bank Luxembourg.
Of course, to be able to serve our
clients, the staff in Luxembourg speaks
Russian, and also all the documentation
is available in Russian. If the client does
not wish to involve their Riga manager
in their relations with the Luxembourg
bank, they will be able to collaborate
with the bank in Luxembourg directly.
Thus, we offer a choice between either
model: the client can run their business through the mediation of their
Riga private banker or divide access to
information between bankers in Riga and
Luxembourg.
Riga headquarters is more competent
in eastern clients’ business specifics,
but Luxembourg — in capital management?
I would say that Riga headquarters is
more competent in payment services,
international company entrepreneurship
and in compliance to eligibility requirements. But the Luxembourg headquarters mainly specializes in a company’s
unallocated funds and personal savings
management.
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Financial markets rates are currently low,
and in most cases the deposit income is
unsatisfactory for clients. Therefore, more
and more of them are ready to invest in securities. But making investment decisions
without an expert’s assistance is difficult,
and our mission is to help clients to create
a diversified portfolio that would guarantee
a higher return than a deposit.
In recent years, there has been a lot of
talk about capital flowing out of Russia, and its partial return later. What is
your sense of this tendency?
We follow the Russian press closely,
and capital flight is mentioned regularly. I
would say that our business is not dependent on it. Currently, CIS entrepreneurs
control quite extensive resources that
are already in Switzerland, Luxembourg,
Austria, and Hong Kong banks, and we
are targeted on this capital.
It is clear that we do not want to clone
Riga business just for the sake of creating
a similar product in Luxembourg — what
we offer here, and there, is different. We
hope that our existing clients will extend
cooperation with us.
What are your specific plans?
According to our forecasts, the Luxembourg business volume could reach 10%
of the ABLV Bank’s assets in Riga in three
years’ time — namely, around 300-400
million Euros.
Why so modest — only 10%?
Our plans derive from the fact that we
attract new clients primarily on the basis of
recommendations. We do not plan to actively promote our Group. Therefore, such
growth rates can be regarded as natural.
In addition, gradual growth will allow us
to maintain a balance between profitability and quality of service. Of course,
rapid growth is pleasing from the bank’s
financial performance point of view. But if
growth is too rapid, clients may experience
a loss in service standards. A reasonable
growth rate is a kind of compromise.
When should Luxembourg bank
become profitable?
Within three years of the operation’s

Luxembourg is like a financial factory
that produces investment products.
And we offer clients opportunities not
previously available to them in Riga.
inception. In particular, we are planning to
finish the year 2015 with a profit.
Are there any aspects of banking
regulation and legislation norms that
distinguishes Riga from Luxembourg,
and which would be valuable for
ABLV clients to know?
In Luxembourg there are different requirements for documentation that must
be submitted by the client to open an
account. More documents are required
if the foreign client uses the services of
Corporate Directors. At the same time,
the services that are in Luxembourg are
simpler and more accessible: fiduciary loans, fiduciary deposits with other
banks. It is a standard practice there,
and decision-making in such transactions is much faster. Luxembourg is like
a financial factory that produces investment products. And we will offer clients
opportunities not previously available to
them in Riga.
During the preparation for the opening of the ABLV subsidiary bank, you
have visited Luxembourg more than
once. What are your purely personal
impressions — how are the banking
practices there different from banking
practices in Riga?
Of course, the main difference is the
scale of the financial sector. In Latvia
there are around 30 banks operating,
but in Luxembourg — over 140. There
are highly developed mutual investment
funds, insurance and payment company
spheres. Virtually every city centre building has a bank and one in five people you
meet on the street is an employee in the
financial sector. Of course, none of our
clients get the same impression in Latvia:
they often come here to enjoy Jurmala
or cultural events. But Luxembourg is
mostly visited to settle business matters.

If we are talking about the range of services, there are well-developed investment
solutions. For example, mutual investment funds which are very relevant to
clients who want to invest up to a million
Euros. Luxembourg can offer 12 thousand
different registered mutual funds.
In Luxembourg, appealing legal and tax
solutions for professional market participants are available for those managing the
money of other investors. For example,
in the CIS countries, there is a common
practice when 3-5 entrepreneurs make a
common fund together and entrust the
management of their resources to a competent professional. When the fund has
reached significant amounts, questions
about the adequacy of the operation’s
record keeping, profit calculations, income distribution among the participants
become relevant. Luxembourg offers the
most convenient jurisdiction for such legal
structures. The number of mutual funds
registered there speaks for itself.
Is Riga still a thriving business and
consulting centre?
Latvia will always remain ABLV birthplace
and a major location of client service. Riga
has great prospects in the payment business and intermediary company service
development. But the investment business has traditionally been consolidated
in large western financial centres such as
Luxembourg and Switzerland. Therefore,
for our clients, huge opportunities open
up in cooperation with their private banker
in Riga, simultaneously gaining access to
banking services of both our bank in Riga
and the new Luxembourg bank.
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Benoit Wtterwulghe:
I like creating and
developing new activities
Our clients from the CIS countries
are mainly entrepreneurs, and if
they are accustomed to risk in their
business, then it is the opposite
in regards to their savings, they
do not want to worry about them.
ABLV Bank Luxembourg CEO Benoit
Wtterwulghe discusses the specific
characteristics of Luxembourg and
the financial sector there. Although
coming from Brussels, he has been
working in the Luxembourg financial
sector for 18 years.
Is this your first visit to Riga?
Not quite, I come here every month. So
I have already been here around fifteen
times.
How do you like the city?
It is very beautiful, especially its historic
centre — clean and safe. I have also
managed to visit Jurmala, and it is also
beautiful there, especially in summer.
Is the ABLV Bank office in Riga very
different from the Luxembourg office?
They are similar in design and inner structure. Of course, the office in Riga is bigger. In Luxembourg, we are still a small
bank for the time being. Otherwise, both
here and there, everything is the same
for clients: a cozy atmosphere, account
managers speak Russian, and our main
focus is on clients from the CIS countries,
understanding their culture and needs.
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Our bank’s task in Luxembourg
is to combine the traditional
Luxembourg experience in the
field of private banking with the
Riga understanding of Eastern
characteristics.

ABLV Group has been specializing in
Eastern markets for the past 15 years.
Our bank’s task in Luxembourg is to
combine the traditional Luxembourg
experience in the field of private banking
with the Riga understanding of Eastern
characteristics. Because our clients are
different from the clients at ordinary
Luxembourg banks, the majority of who
are citizens of Old Europe, we need to
adapt the offer. I am sure that the result
will be a perfect combination of two
distinct worlds, different specializations
and experiences.
Your colleague Vadims Reinfelds
says that all ABLV client managers in
Luxembourg speak Russian ...
Yes, that’s true. All of the staff that communicates with clients speak Russian —
private bankers, dealers, and receptionists, even though finding such people is
not easy in Luxembourg. In addition, all
the clients' documentation and contracts
are available in Russian.
How many people have already
started working at ABLV Bank Luxembourg?
Our team is still small, only 15 people.
Of those, five are working with clients.
Three have arrived from Riga, one from
Switzerland, and basically only one is
a local.
You have been working in the banking sector for 18 years, including
large structures such as BNP Paribas.
Where did your professional interest
come from when creating ABLV Bank
Luxembourg from square one?
Approximately six years ago I set up
a private bank in Luxembourg, so this
is not my first experience in this field.
At first, there was a 6-person team in
this bank and when I left, things were
going along quite successfully — the
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amount of assets under management
had reached nearly 2.5 billion Euro, the
bank was making comfortable profit
and employed more than 100 people. I
like creating and developing new businesses. ABLV Bank Luxembourg is a
personal and professional challenge, and
also another chance — together with
ABLV — to build a successful company.
Of course, this work is very different
from my experience in large financial
groups. That being said, in BNP Paribas
I was also responsible for the creation of
a new activity in Luxembourg — strictly
speaking, I also had to develop something new.
In large groups there is always a lot of
internal politics that is connected with its
internal contradictions and struggles. In
small organizations, in which everyone is
focused on the business and clients, it is
not like that. True, to create a bank from
scratch — even a very small one — is
much harder today than 5 or 6 years ago.
Regulation, particularly in risk management, and liquidity requirements, are
becoming stricter from year to year.
Is private banking in a small bank different from one in a big bank?
A small bank’s advantage is that it does
not create, nor sell, their financial products to their clients — it collects the best
asset managers and products. It is really
a plus to the client: they know that we
do not have any interest in recommending some solutions, only because they
are ours.
In the aforementioned BNP Paribas in
France, and other big banks, quite the
opposite picture can be seen: if you go
into their office you will be offered the
‘Product of the Month’ — which needs
to be offered according to the plan. If
you come a month later — you will be offered a different 'Product of the Month'.
Exactly the same client, going there
after only a week, will receive different
offers. From the perspective of private
banking, and the client's interests, it’s
not logical: primarily, a private banker has
to understand what you need, and only
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then is able to offer the best options, not
necessarily those which are a part of the
bank's sales strategy.
Concerning client needs — do CIS
clients look for something specific?
I think, yes. I have not become a specialist in CIS client issues yet, and my
impressions are different from what
was typical in the cases of Old Europe
clients. Luxembourg has traditionally
served Europeans, mostly older people.
Yes, there also tend to be businessmen;
however, the usual clients are wealthy
families. While the typical client from the
CIS countries is an entrepreneur who has
created his own business and earned
his money. Most often they are still in
business, but already thinking about a leisurely future, the transmission of wealth
to children, and sometimes also grandchildren. The majority of the time, the
aim of such clients is not a huge profit,
but a safeguarding of their wealth. And
we can offer such instruments.
For clients from the East, the banking
secrecy is particularly important. In this
respect, Luxembourg has the strictest
of legislations. Furthermore, it refers
both to the direct preservation of bank
secrecy, and the protection of privacy
as such — even banning picture taking
and filming citizens on the streets. All of
this constructs an appropriate culture in
regards to the professional environment.
For example, I was surprised to learn
from my French colleagues in BNP Paribas that although discussing client cases
is not wholly regular, it isn't actually
taboo! For us in Luxembourg, it is completely impossible. Also in Luxembourg,
if you go out to relax with colleagues,
or have dinner in a restaurant, a client's
name will never come up in the conversation. This attitude is not at all common,
not even in Europe.
That’s why three main factors are guaranteed for clients from the CIS: security
of deposits, bank secrecy, and low-risk
financial product offers. I am sure that
our clients in Luxembourg are not looking for risks — they have enough of
them in their business.

Are there a number of banks in
Luxembourg working with Russian
capital?
There is only one Russian bank. It is
less active in private banking, more with
corporate finance. So we are the first in
Luxembourg that will be only focused
on offering private banking to clients
from the CIS countries. And it's good for
our clients. Other banks, even though
they are looking in the direction of the
Eastern market and have a commercial
team, are sometimes a little afraid of the
risks involved and don't have a specific
approach and offer for those clients. The
laws, rules of the game, clients — it's all
very different there. But we don't have
any problems with it: ABLV has been
serving clients from the East for many
years.
What do you think, what can Luxembourg thank for becoming the eighth
largest financial centre in the world?
Luxembourg, unlike almost all other
European countries, is quite small, but
has invested greatly in its own economic
development. This does not only apply to
the banking sector. The same can also be
said about online companies: the offices
of such Internet giants as eBay, PayPal,
Skype, Amazon are in Luxembourg.
They have chosen this country, not only
because of the low taxes (but that is
also a reason), but also due to its special
legislation that facilitates their work and
the dynamism you can find there.
Large companies can gain direct access
to ministers in Luxembourg. I was once
talking with representatives of Paypal’s
management and they were surprised
to learn that in this or that situation, the
government can be spoken with directly
in Luxembourg, and is even interested in
listening and understanding the needs of
businesses. In major European countries — such as France — that would be
unrealistic. Such a mode of communication has helped to develop the online
company industry much more quickly.
It's the same with banks. The state has
created a very favorable environment for
their development. There are specific
laws for trusts, various types of funds...

The majority of the time, the aim
of our clients is not a huge profit, but
a safeguarding of their wealth.

Regulation in Luxembourg is always a
little ahead of other countries in EU, the
laws enabling or supporting innovation
are adopted faster. Most financial products are regulated. It ensures stability
and safety not only for the banks but as
well for the clients — it is no longer a
bilateral agreement between the bank
and the client, it is regulated by law.

conduct business. But actually, how
convenient is it for living and relaxing?
First of all, a very international atmosphere dominates the area. As an aside,
just like what is in my native Brussels.
Here's an example: our office is still quite
small, but people from seven different
nationalities, who know ten different
languages, work there.

You worked in the Belgian banking
sector before Luxembourg. Does it
also have its own characteristics?
On the one hand, clients do not differ
greatly. But the difference lies in what
clients want to gain, and what they are
offered in each of the countries. Belgian
banks are usually selling 'Belgian' products — local securities, funds, bonds,
which at that time were still issued in
Francs. You can choose from a range of
international products and a much larger
number of options in Luxembourg.

The country has a great deal of representatives of international companies. It is
interesting — in one city you can meet
representatives of different countries and
cultures. Besides, it is very safe in Luxembourg; you can easily live there with
your family. You already have several
thousand Russian speaking people living
in Luxembourg, and this number is growing steadily with the relocation of people.

Of course, private banking existed
in both countries, but ... once the
relationship reached a certain level in
a Belgian bank, the client often chose
to move to Luxembourg services.
And, of course, the issue of banking
secrecy. I am from Brussels, my career
started in Belgium, but afterwards I
moved to Luxembourg — and their strict
understanding and application of banking
secrecy was something new to me.

Luxembourg also has an outstanding
standard of living. Everything you need
is around you: shops, schools, and everything at an excellent level. If you want
to relax in nature, you only have to travel
a few kilometres from the city centre. It
is hard to imagine something like that in
Paris, London, or Moscow.
Welcome to Luxembourg!

CIS clients often travel to Riga and
Jurmala simply to relax. When it
comes to Luxembourg, it has been
said that people only go there to
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Bonds — a good
alternative to deposits
A new financial
service — corporate bonds —
is becoming a
good alternative
to bank deposits,
especially taking
into consideration recent rapid decline of deposit
rates. ABLV Bank, Chief Financial
Officer (CFO) Māris Kannenieks tells
about bond features and advantages.
How, in your opinion, has the public
offering corporate bond market
developed in Latvia so far, especially
during the last year?
For approximately 18 years we have seen
only a few issuers on the bond list of
stock exchange NASDAQ OMX Riga, thus
we cannot speak of a great development
there. However, corporate bond market
has revived over the last few years, also
thanks to our bank’s activities. After ABLV
Bank bond issues, Rietumu Bank and Latvenergo bond issues followed. At the end
of 2012, ABLV Bank is the largest issuer in
NASDAQ OMX Riga corporate bond list
in terms of issued bonds being in public
circulation. Our bank has performed a total
of nine public bond issues worth EUR 45
million and USD 175 million in bond nominal value, which amounts to about EUR
170 million in total.

Stock Exchange
NASDAQ OMX Riga
Annual Award
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Who are typical bond issuers on
the basis of Latvian and world
experience? Why has ABLV Bank
issued bonds?
First, it should be noted that the largest
world bond issuers are national governments. Bonds are a key source for funding
budget deficit of numerous national
governments. USA, Japan and Italy are
the owners of the largest bond issues in
the world. Corporate bonds are generally chosen to be issued by large, well-

known companies, who wish to diversify
their funding sources and do not want to
depend on a bank or a group of banks.
Usually these are the companies with perfectly ordered financial statements, and
potential investors do not have any doubts
about the company viability in a long-term.
Corporate bond issuers are usually state
or municipality controlled companies, such
as Latvenergo, Gazprom, Rosņeft.
However, the largest world issuers of corporate bonds are the banks and financial
institutions. The same trend can be seen
in Latvia. In such a way, the banks and
financial institutions diversify their funding sources, developing more efficient
structure of assets / liabilities for a definite
period. These were the main reasons behind our decision to issue bonds. On the
one hand, our bank has a very high liquidity as deposits continue to grow, and we
could kind of stand pat. However, on the
other hand, by issuing bonds, we strive
for longer-term resources, which could be
invested in long-term assets safely. In its
turn, subordinated bonds strengthen our
equity base. In addition, by offering our
bonds to the clients we encourage their
familiarity with financial instruments.
Now numerous experts recommend
investments in bonds as an alternative to deposits — is that correct?
If investments are long-term, then bonds,
due to their liquidity, are definitely better
alternative to deposits. Purchasing bonds
of different companies, investor can diversify his investment portfolio. For example,
if investor does not like banks, or does
not want to invest all his funds in financial
institutions, there is always an opportunity to purchase bonds of a company
operating in another sector. If investor
does not want to purchase corporate
bonds, because he does not want to risk
investing in one or several companies, he
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can choose bonds issued by government
of some country of the world.
How long is the term we are talking
about in this case? Namely, is it
reasonable to consider investments
in bonds, if they are just for one year?
Basically, yes, but it depends on the issuer mainly. For example, governments
issue bonds for 5-10 years; corporations,
including our bank — for 2-5 years, but as
I have already mentioned, bonds are sufficiently liquid instruments, and investors
could usually sell them on a free market
and prior to maturity if such need occurs.
In such a way these investors form an offer for those, who want to buy bonds with
shorter maturity. Consequently, in a secondary market we offer our clients bonds
of nearly all our issues, and it means that
you can purchase bonds with maturity of
one or one and a half years, and get interest income for the outstanding period.
In 2008 and 2010, ABLV Bank arranged closed issues of subordinated
bonds. Why it was decided in 2011 to
issue public bonds, instead of closed
issue bonds, and what are their main
differences from both the issuer’s
and the buyer’s perspective?
The main differences between public
and non-public bonds are the potential
range of investors, the amount of information that must be provided by the issuer publicly, and the possibility of bond
price quoting on the stock exchange.
Non-public bonds are offered to a limited number of existing clients, but our
public bonds could be purchased by any
investor — funds, insurance companies
and other financial institutions. However, we always offer our public bonds
to existing clients first, who actually
purchase them in full.
For public bond issuers it is essential
to provide a certain amount of public
information to the stock exchange
regularly. For companies, it means to be
”transparent” at maximum, to publish at
a certain time not only financial statements, but also all important events of
the company so that all investors receive
this information at the same time. This is
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not a problem for our bank, since we have
always been open to both our clients and
investors. Of course, publicity requires additional administrative resources, but we
are confident that it will pay off in the long
run. For a buyer it is of course better to
purchase public bonds with daily quotes
available on the stock exchange, and thus
having a much higher liquidity compared
to non-public bonds.
How do you evaluate bonds from the
point of investment security?
Investments in bonds are less risky than
investments in shares, because bond
owners receive a certain percentage for
their investment regardless the operating
results of a company. In turn, in case of
company liquidation or insolvency, bond
owner recovers own funds before the
company shareholders.
What does bond yield (coupon)
depend on?
Bond yield depends on a base interest rate
of issue currency, bond term and risk margin of the issuer. Usually, for longer-term
bonds the issuer has to pay a higher risk
margin or a larger added interest rate atop
the base interest rate of issue currency.
Should the bonds be in every
investor’s portfolio?
Bonds and shares are main investment
assets in the global investment market
and they must be at the basis of any investor’s portfolio. Correct ratio of investments in bonds and shares at a particular
period is always “a million dollar question”. In recent years, bond prices have
risen faster than share prices, consequently, the winners have been those
investors, who have invested more in
bonds — both the corporate and government issued. However, results of previous years cannot be extrapolated to the
future. In the global financial markets,
the beginning of this year has been more
favourable for shares, which prices have
increased rapidly. Many corporate bonds
are issued throughout the world— there
are a lot of issuers and each issuer has
a great number of individual issues with
different maturity, profitability, terms
of issue. For this reason, it is more

In 2012, our securities have ensured
more than 86% of the listed debt
securities trading turnover in Riga
market, whereas in the Baltics (Riga,
Tallinn, Vilnius) we ensured almost
30% of the total trading turnover.

favourable for non-professional investors
to purchase bonds indirectly by investing funds in bond investment funds
managed by professional managers. In
addition, terms of bond issue frequently
determine a minimum amount of bonds
that could be purchased and investors
with small sums cannot diversify their
investment portfolio properly. Investment funds, due to their asset value, can
perfectly diversify the portfolio investing
funds, for example, in bond issues of different sectors and countries. Like that,
rules of the funds managed by ABLV
Asset Management, IPAS, determine
that investments in one issuer’s securities may not exceed 5% and 10% of the
total fund value only in certain cases,
due to this manager ensures broad
diversification.
Does it mean that a nonprofessional shall better invest
USD 1 000 in 1 000 bond fund
certificates instead of purchasing
10 bonds of some company?
I would recommend to spend 1 000
dollars for travelling (is smiling). But,
speaking seriously, then yes, for investors with investments not exceeding
USD 200 000 it is more reasonable
to invest in funds. As I have already
mentioned, advantages are diversification and supervision of your investments by professional manager. Last
year performance of our bond funds
was very good: ABLV Asset Management, IPAS, managers have provided
for fund investors returns from 7 up to

13% a year. It must be said that such
level of return is one of the highest
not only in the Baltics, but also in the
global fund industry.
Is ABLV Bank planning to offer bank
shares in the public market?
There is a good saying: “Never say
never”, but in the near future there
are no such plans. We maintain the
bank’s capital at a sufficient level, by
issuing subordinated bonds and shares
of closed issues, which are always
interesting for existing shareholders.
Therefore, there is no need to look for
new shareholders in the public market.
How do you evaluate achievement
of the bank in terms of the bond
issue, and what are the bank’s plans
in terms of bond issues for 2013?
Since all our issues have been successful, and there has been a great demand
for bonds from the clients, it can be
believed that we have achieved the
goals set in this field. Our success has
also been evaluated by stock exchange
NASDAQ OMX Riga by giving the bank
“Stock Exchange Annual Award 2012”
for important contribution to formation
of Latvian securities market. In 2012,
our securities have ensured more than
86% of the listed debt securities trading turnover in Riga market, whereas in
the Baltics (Riga, Tallinn, Vilnius) we ensured almost 30% of the total trading
turnover. Several bond issues are also
set in the financial plan for 2013, which
will be available for anyone interested.
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A particularly impressive growth dynamic was
demonstrated by the developing country corporate
and government bond market which yielded at least
double the projected levels.

A rational approach 				
to irrational markets
Jevgeņijs
Gžibovskis ABLV
Asset Management, IPAS, Vice
Chairman of the
Board and Head
of the Investment Management Division. On a daily basis,
Jevgeņijs and his structural unit’s
staff ensure that clients who have
decided to invest their assets in the
global financial markets are able to
maintain and multiply such assets.
2012 was the sixth year of operation for
ABLV Asset Management, IPAS managed open investment funds. Presently,
there are three investment funds: the
bond fund ‘ABLV Emerging Markets
Bond Fund’ with sub-funds in USD and
EUR currency; the share fund ‘ABLV
Global ETF Fund’ with sub-funds in USD
and EUR currency; and the bond fund
‘ABLV High Yield CIS Bond Fond’ with
sub-funds in USD and RUB currency.

The basis of everything — 		
a philosophy and a system
Work in the financial markets requires a
systematic approach, a vision of market
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developments and having your own internal rules, which must then be strictly
observed. And the most important thing
is often not even whether the predictions were based on correct assumptions, but the main thing is exactly the
system, its existence. Those who have
tried, impulsively and without an advisor,
to trade in the financial markets, and suffered losses afterwards, realize that any
system, any direction in the long-term
would have been better than chaotic,
topsy-turvy responses to the market.
Our specialists have been working in the
financial markets for quite some time,
and have gained valuable experience.
Strategic investment decisions are based
primarily on a fundamental analysis.
Yes, the stock market can be seen as
irrational, and there are often observed
activities which are difficult to understand
logically. In recent years, the oscillation
amplitude in comparison with the foundation has increased; however, experience
has shown us that exactly the fundamental approach, in the long-term, allows us
to achieve the best results.
Of course, we are not fortune tellers,
and do not claim the title of ‘financial

guru’. Like any human being, we can
make mistakes. The key is to be clearly
aware of the potential consequences
of mistakes. Therefore, we put a
great importance on sensible portfolio
diversification. And we are flexible
when looking for the best options, so
that we are in the right place at the
right time. However, even in the most
promising situations, we maintain a
healthy skepticism. Credible studies have proven that people who, by
nature, are skeptics and even a bit pessimistic in fund markets have greater
success than optimists. The financial
markets have experienced countless
cataclysms, that’s why it is absolutely
clear that the portfolio manager must
not give in to either panic nor euphoria.
Just admit the obvious mistakes, and
correct them in due time.
When forming investment portfolios,
it is not recommended to have totally
different, ‘interesting’, and exotic tools.
The main goal is a safe and profitable
investment, rather than the process itself. That is why we focus our activities
in markets and work with tools that we
have a better knowledge of, with which
we have greater experience.

The year 2012 — tense but fruitful
The global financial markets could not
complain about boredom in 2012. In
the first quarter, the world economy
showed signs of recovery, and also
the Greek bond debt restructuring was
technically completed. This let investors temporarily avert their attention
from the debt commitment problems in
the eurozone. But in the second quarter, investor nervousness intensified
once again. Macro-economic data for
the second quarter demonstrated that
the global economic growth rate had
decreased significantly. These factors
were the reason for high unsteadiness
in the financial markets.
In the second half of 2012, the global
financial markets received strong support from global political and monetary
authorities. In June, in the customary
European Union (EU) Heads of State
Summit, a number of important decisions for the EU were adopted. In July,
the President of the European Central
Bank (ECB) Mario Draghi announced
that the regulator is ready to take all
necessary measures for preserving the
Euro. As a result, investors’ confidence
rose in the hope that the low point
of Europe’s crisis had already been
reached. At the beginning of the third
quarter, monetary and political authorities from leading countries announced
sizable measures to stimulate the
global economy. The ECB introduced a
new program OMT — Outright Monetary Transactions, within this frame-

work, the ECB will be able to purchase
eurozone country bonds in the market,
without volume restrictions, to control
market rates. A week later, the US
Federal Reserve System (FRS) introduced the program QE3 (quantitative
easing), it was joined by the Bank of
Japan expanding its program, while
the Chinese authorities announced a
sizeable investment in public infrastructure projects. The central banks of the
world’s largest economies executed liquidity increasing measures which also
advanced the increase in the eurozone
peripheral country financial stability, the
decrease of the U.S. and German government bond interest rates, as well as
the increase of the market participants’
overall ‘risk appetite’.
Looking back at the results of 2012, we
see that this year was quite successful
for investors. A particularly impressive
growth dynamic was demonstrated by
the developing country corporate and
government bond market which yielded
at least double the projected levels. The
main reason that can be mentioned is
large institutional investors’ increased
interest in this class’s assets due to the
revaluation of risks in the global bond
market. Also, overcoming the most
painful stages of the European debt crisis encouraged a significant cash inflow
into these markets.

behind that of developing countries’
bonds. The reason, alongside European
country debt problems, was macroeconomic indicators that confirmed a
slowdown of the growth rate. At the
end of 2012, after the presidential election, the U.S. economy faced the ‘fiscal
cliff’ problem. That also acted as an
obstructive factor to investment in the
stock markets because it introduced
uncertainty concerning the perspective
of corporate profits.
Due to these relatively positive trends
in the markets, and the previous results
of our investment fund, a significant
inflow of money was seen in our funds
in 2012. Overall, at the end of 2012, the
investment increased by 30% compared with the end of 2011. The total
assets under management, which are
accumulated by the clients’ investment
in ABLV Asset Management, IPAS,
managed investment funds and client
funds placed in the individual investment programs, exceeded 38 million
Lats at the end of 2012.

Also, the stock market demonstrated a
fairly respectable profitability; however,
in regards to the yield, this still fell
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Details matter

ABLV Bank
Luxembourg, S.A.
Office

What differentiates ABLV
Bank from other
banks in the
eyes of clients?
Firstly, they
definitely notice
the bank’s
unique interior design style — it
can be seen when stepping over
the threshold. ABLV Bank Head of
Administrative Division Armands
Rozenbahs discloses that with its
particular approach to details, the
bank stands out even in a European
scale financial centre like Luxembourg. And not only there alone.
ABLV group has been represented
in Minsk, the capital of Belarus, for
a very long time. Recently, the office
was transferred to a new premise.
Was this process in some way different than in other countries?
The process was quite long, and not
easy. Up until now, the main problem
was that it was quite difficult to find
office space in Minsk corresponding to
our high criteria. Conditions in the city
are similar to what we had in the early
90s. Where were the offices located
then? In the administrative buildings of
factories, in some scientific institutes,
hotels. Lately, in this respect, the situation has started to improve in Minsk,
the first office buildings have popped
up. That’s how an opportunity arose,
and we chose to move the office to an
office building located in the very centre of Minsk. Since our bank has just
implemented a significant rebranding
project, within this framework, all the
representative offices at the moment
are also being shaped after the standard of the bank’s main interior. So our
client, when entering our office in any
country would feel the same as when
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entering the bank’s headquarters. The
Minsk office, in this sense, was a pilot
project. Judging by client feedback, the
work has not been in vain because they
like the result — the feeling is like they
had come to Latvia.
Can we say that, on the whole, the
ABLV representative office stands
out positively against the backdrop
of offices in Minsk?
Yes, it stands out but not with the
fact that the office has a huge sign or
anything like that. It stands out with the
feelings and valuesthat we are able
to offer our clients. At least that is the
feedback we have received from them.
We tried for a modern interior design,
characteristic of Riga.
Have you encountered any difficulties whilst refurbishing the premi
ses in Minsk, that are uncharacteristic of Latvia?
Latvia differs from both the East and
the West. When it comes to Minsk,
people have a slightly different understanding of office space. According to
their understanding, a good office is
one in which a classic “euro-style” renovation has been done. A quite cliché
approach that, in particular, also applies
to the choice of materials. I have no
doubt though that this will change with
time, because Belarus is developing at
the moment, and the “euro-style” renovation era will pass, like it has passed in
Latvia. When refurbishing the representative office, we had trouble with
contractors precisely because of this
cliché. However, we have managed to
resolve the situation quite easily since
one of Latvian construction companies
has an office in Minsk, and we reached
an agreement with them. The construction superintendent was from Latvia,
but the builders were locals.
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Could the necessary components be
found in the area, or did they also
have to be brought from Latvia?
We brought them from Latvia. A great
part of the bank’s furniture is not
produced commercially, but custommade — to create a single style. We
also had to bring this furniture to Minsk,
going through quite complex custom’s
procedures.
How about refurbishing the
premises of your subsidiary bank
in Luxembourg?
Initially, it is more ambitious project.
And also, more daring from the bank’s
point of view, because Luxembourg is
a European level financial centre. There
are over a hundred banks working there.
We have also aspired to create there
the atmosphere inherent to our headquarters in Latvia.
How does ABLV Bank Luxembourg
fit into Luxembourg’s banking environment as a whole?
Difficult to say, because, similar to Latvia, in Luxembourg we do not work with
walk-in clients, that’s why a banking
hall is not a necessity there. We work
with specific clients who want specific
services. However, the feedback is
good. In the West, people who work
in banks do not pay attention to many
elements which we do pay attention to,
for example, colour tones and furniture
manufacturing. They work with quality
commercial products, whilst we maintain our own style by means of designer
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furniture and accessories brought from
Riga. This is what makes us different
from the rest in Luxembourg. Many
people there do not understand what
we are doing it for, because it is more
time-consuming and difficult! Yes, it is
more difficult — even fitted carpets of
specific color and pattern require a bit
more thorough care than ordinary grey
carpeting. But it’s worth it in order to
get this special and unique feeling.

All the representative offices at the moment are being
shaped after the standard of the bank’s main interior. So our
client, when entering our office in any country would feel
the same way as when entering the bank's headquarters.

So, are you one of the supporters
of the slogan “Choose Latvia's
products”?
We do it without loud slogans, but
the bank’s position really is that it is
necessary to support local producers. If something is customized, then
definitely the domestic producers or
service providers are chosen. It is
absolutely normal. For other things,
Luxembourg really protects local
employees, and does so very subtly.
If you want to do work there, you
have to receive permission from the
respective Luxembourg authority. For
example, our furniture makers required
notices that they really are furniture
manufacturers. So, they had to go to
the Latvian authorities and ask them
to issue such a certificate. This caught
our local authorities by surprise —
what for do you need any more references, if you have really manufactured
the furniture? But Luxembourg does
need it. Also, the employees’ social
security numbers had to be ordered, it
had to be certified that they were tax-

payers in a European Union member
state. And only after that they received
permits to assemble furniture in our
office. In a few words, soft barriers
are put in place for foreign workers
that, certainly could be overcome, but
simultaneously signalling that it would
be better to attract local workforce.
In the construction work we involved
local workers.
Several years ago ABLV Bank began
to acquire the Hansa street neighborhood in Riga, where it is planned to
carry out quite an ambitious new
business development — New Hanza
City project. How is it progressing?
Historically, it is quite an old project
where work did not even stop in the
crisis years. At present, the project's
first phase including three office buildings, has already progressed pretty far.
One of these three buildings is going
to be our bank’s new headquarters. At
present, in the first phase of the project,
we have come to the technical project’s
final stage, which we will be able to
hand over to the Riga City Construction
Board for the approval. The next step
— holding a call for competition, and
then we will be able to get down to the
construction.

ABLV offices in
Riga and Minsk

When is the bank going to move into
the new building?
According to optimistic scenario — in
2015. I think it could happen. Currently,
we are working in two buildings and it is
already starting to get too cramped.

How will ABLV’s new building differ
from other banks’ headquarters
which have emerged in Riga in the
last decade?
It is certainly different visually. In addition, not only will the building itself
be different, but the whole business
territory. In the middle of it, it is envisaged to have a street for pedestrians,
greenery, and a park. The idea is to create an attractive environment for Riga’s
residents and guests, in which the bank
organically fits into.
Are there only office buildings
planned in the upcoming construction stages, or something else too?
There are residential buildings, as well
as public buildings which functions have
not yet been defined by the municipality. It is not a question for the immediate
future, but the land plots for these sites
have already been reserved, maybe
someday there will be a kindergarten or
a clinic.
Heightwise, are you going to leave
behind nearby high-risers Skanstes?
No, we are not going to built skyscrapers. Most probably, it will be 11-19
storey buildings.

cannot give anyone a promise that the
building will be ready this or next year.
Of course, we will do everything within
our power, but not everything depends
on us.
Are there any historic buildings left
in the New Hanza City area?
One building still exists. Our duty, and
desire, is to preserve it, but we really
haven’t decided on its use, although we
have different visions — it could be an
exhibition hall, a gallery... In any case, it
will certainly remain open to the public.
ABLV has considerable experience in
the restoration of historical buildings — you have also restored Art
Nouveau buildings in the ‘quiet
centre’...
Yes, we have just completed a major
reconstruction in a building there which
will soon be our credit centre. The construction work, not counting the project
development, lasted for three years. All
communication technology had to be reinstalled, but we managed to preserve
many of the historical aspects like, for
example, the stairs. The creation of a
two-storey customer service centre,
with the bank’s new identity, will be the
next major project for our management.

Are there already queues of
potential lessees?
I would say that the interest in office
spaces is quite high, but for the time
being, we are looking at it fairly cautiously. Project approval, in all instances,
is a long and difficult process, thus we
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Caring for the clients

Caring for the
clients is part
of ABLV culture
and philosophy,
explains ABLV
Bank Marketing
Division’s Brand
Manager Anna
Celma. Service quality and level,
as well as attention to detail, form
client satisfaction, and a satisfied
client is a loyal client.
Oscar Wilde once said “I have simple
tastes: I am always satisfied with the
best.” I think that most of our bank’s clients could agree to this statement. And
that’s why we pay so much attention
to details. Our attitude to our marketing
materials, the bank’s products, service
style, office layout, reveals the value
that we honour, and how much attention we pay to them and to our clients.
We are confident that most people enjoy maintaining relationships with those
who care for their products’ and their
space’s functionality and comfort.

The principle ‘everything for the client’s
comfort’ is followed by all our bank’s and
ABLV Group company divisions: private
bankers — by rendering banking services with care; marketing — by creating
well-thought-out and logical advertising
and representation materials, and by developing event concepts in great detail;
the administrator — by welcoming every
client and making one feel comfortable
and convenient during business discussions; IT and product development staff
— by constantly updating the Internet
banking system and the transaction
implementation processes... Whatever
the respective division deals with, we always consider the solutions to the most
minute aspect, always trying to achieve
a ‘wow’ effect — so the client feels how
much attention we pay to detail.
Last year, the focus of our attention
was the meeting area — we created
an elegant, and at the same time
warm and cosy atmosphere in it, and
our clients instantly appreciated it. It is
not a secret that the work of mas-

We are confident that most people
enjoy maintaining relationships with
those who care for their products’ and
their space’s functionality and comfort.
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ters, natural wood furniture and the
designer-created furnishings are quite
expensive, but everyone is pleased
with the result — it leaves a respectable impression, and the furniture is
very comfortable.
When preparing gifts for our clients,
we always choose the highest quality
and most exclusive ones — we work
with the best manufacturers who
develop products specifically for us.
We collaborate with such brands
as Moleskine, Giorgio Fedon, Faber
Castell, as well as the best Latvian
designers and small candy producers.
When creating a gift, we ponder over
every detail — the packaging and the
attached card, ribbon — and make
a number of samples to reach the
desired effect.
Some people believe that by paying
so much attention to detail, we are
wasting precious time, but we know
for sure that our clients notice it and
appreciate us for it.
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Towards onshore
solutions
At the end of
last year in
Luxembourg,
the subsidiary
bank ABLV Bank
Luxembourg
acquired its license. And starting this year, the holding regime has
become operative in Latvia. Vladislavs
Hveckovičs, ABLV Corporate Services
Head of Asset Structuring Department, discusses the new options and
business solutions available to clients.

Good changes in the Latvian
legislation
The main changes in Latvian laws that
have taken effect in 2013 are related
to the implementation of the so-called
holding regime. The two main aspects
of these changes that can be of interest
to our clients concern the dividends obtained from foreign companies through
the mediation of the Latvian holding and
the tax on capital gains.
In the first case, if a Latvian company
receives a dividend, it doesn’t pay any
taxes in Latvia — it is believed that the
taxes have already been paid by the
subsidiary company. It is applied to all
subsidiaries, without the requirement of
a minimum percentage, or term, in their
property rights. This benefit is also effective in all countries that are not included
in the Latvian ‘black list’.
Another important aspect for the holdings registered in Latvia is the abolition
of the capital gains tax. Now, when the
share price of the subsidiary company
increases, in the event of a sale, the tax
does not have to be paid.

Quick and easy solutions
Despite the fact that journalists are
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always comparing Latvian and Cypriot
companies, Latvia is currently competing
with more prestigious jurisdictions —
those of the Netherlands, Luxembourg,
Austria, and the UK, rather than with Cyprus. Latvia’s offer is almost identical in
its quality and nature, but much cheaper
in service.
Continuing the comparison with Cyprus, I will stress that 10 years ago this
jurisdiction offered an opportunity to
register offshore companies; namely, the
companies registered there, regardless
of their activity, did not pay any income
tax. After EU accession, this arrangement
was cancelled. But due to this past in
offshore accounting record keeping and
auditing services, these areas are still
underdeveloped in Cyprus. Some clients
in Cyprus cannot pass an audit for three
or four years because local officials are
not accustomed to normal document
processing procedures.
In Latvia, we have never come across
such complications. Report quality, and
a good understanding of document processing, including from the tax authorities — are certainly benefits to clients
who establish a serious holding here. In
addition, for quite some time, tax records
in Latvia have been handled remotely,
and the accountant doesn’t have to go to
the tax authorities in person.

The Russian language factor
In terms of the simplicity of the registration process, we compete convincingly
with Cyprus: here a newly founded company is registered quickly and remotely
— the client does not have to personally
travel to Latvia to do this. All documents
are submitted by the ABLV Corporate
Services employees to the Enterprise
Register. The holding’s registration usually
only takes about two weeks — without
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taking into consideration the need to prepare statutes of the founding company.
It is worth mentioning that one of the
main advantages of Latvia is that you
can speak about professional topics in
Russian here, not only with your personal
manager, but practically with all specialists — auditors, lawyers, accountants.
This is a major reason for a good Latvian
holding development potential. Because
changes in the legislation by itself are
only part of the necessary preconditions
for this development. The level of service
and its quality are also important.

Protected assets and low taxes
Not all clients know why the creation
of a holding may be useful. If the client
owns an industrial business in their home
country, then the first advantage for a
holding in Latvia is asset protection in the
state in which they live. If there is a risk
that an unstable situation could develop
in this country, then by registering the
business owner’s company outside of
the country, the investment can be protected by using international tools. Latvia
has finalized an agreement on investment
protection with many countries, and in
case anything happens to the business
in these countries, it is possible to turn to
an international court.
The second advantage of a holding is taxes. The use of a Latvian holding does not
increase the tax burden on a business —
on the contrary, it allows for the reduction
of this burden. The tax laws that regulate
it derive from the Dutch tax system, but
Latvian legislation is much more straightforward and understandable, and they do
not require turning to tax consultants at
every slightest question.

An average client’s portrait
The number of applications received from
our clients now allow us to say with confidence that Latvia is becoming a soughtafter jurisdiction for holding registrations.
Leading companies were registered
here in the past, but now demand has
increased substantially. I think since the
state has decided to develop this service,
it will continue to improve the legislation
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even more. The state sees that Latvia
has an opportunity to create a strategically advantageous industry — the
administrative services industry. Once,
this opportunity was seen in Holland and
Luxembourg, but now such a prospect is
also seen in Latvia.
However, we are not trying to offer every
client a Latvian company. Our experts
thoroughly study every client's business
peculiarities and needs, and can openly
explain the pros and cons of all jurisdictions. If a Dutch holding or a Swiss
company is more suitable for the client,
we will gladly help to create it quickly and
accurately.
When talking specifically about a Latvian
company's average client portrait, then
they mostly own a manufacturing business in one of the CIS countries and
usually also several parallel types of
businesses related to the sale of a similar
foreign manufacturer’s product. A client
usually specializes in one sector, but
often also invests in other projects, such
as the real estate sector.

Intermediary companies
A Latvian company can be used not only
as a holding — it is also possible to use it
as an intermediary company. Geographically, Latvia is very conveniently located
cooperation with the CIS. And, if a client
is engaged in export or import in the CIS
countries, it is advantageous for him/her
to open an initial intermediary company in
Latvia which will have direct contacts with
suppliers in Europe and Asia.
Latvia is very suitable for the organization of trade as it is a member of all the
most important European Directives:
VAT — like in Europe, the directives on
dividends, interest, and author’s royalties — are also the same and accepted
throughout Europe. And, if in some
jurisdictions it takes a great deal of effort
for the company to obtain a VAT number
or EORI number, in Latvia the registration
process is practically automatic.
An important argument in favor of opening an intermediary company in Latvia is

We are not trying to offer every
client a Latvian company. Our
experts thoroughly study every
client's business peculiarities and
needs, and can openly explain the
pros and cons of all jurisdictions.

also the fact that ABLV Bank is located in
Latvia, and it has extensive experience
in dealing with intermediary companies.
The bank is always ready to provide trade
financing, as well as authentication of
letters of credit and bank guarantees.
Sometimes, it is important for clients to
physically transit the goods through Latvia
— and Latvian infrastructure is sufficiently developed for this purpose.

A Latvian residence permit
And finally, by investing 145,000 Euro in
the equity capital of a company registered
in Latvia, the company’s owner and his/
her family members can obtain a 5-year
residence permit in Latvia, with the possibility to move freely within the Schengen
countries. I will emphasize that the residence permit in Latvia has the advantage
that it does not stipulate the condition to
reside in the territory of Latvia for no less
than 6 months a year, which is mandatory
in many other countries.

Why is Luxembourg attractive?
The foundation of ABLV Bank Luxembourg opened up new opportunities for
our clients. Due to the well-developed legislation, Luxembourg is one of the world’s
three leading countries related to the
number of founded holding companies.
Why? Because what has been happening for many years — is a part of national
strategy. The country is constantly updating legislation; it has created a special
regulation for the management of risk assets, for the implementation of alternative
investments; for the family investment

fund creation with tax benefits, protection
and licensing. In this respect, Luxembourg is far ahead of other countries.

An integrated approach
Among our clients, there is an everincreasing demand for a common concept
in business matter solutions and executing
the family’s plan. Therefore, all our clients
questions are currently examined through
an integrated approach: by analysing the
location of business, its organising principles, the type of the expected income,
residing prospects of a client — all the
aspects which may have a significant
impact on the tax amount paid by the client and their family members. We aspire
to choose such solutions that would work
soundly, not only for half a year, but at
least for 5 to 10 years.
We help clients to decide which jurisdiction
is best to use for their holding, which for
financing it; whether it is worth creating intellectual property, or better to use
trusts or investment funds. Our experts
also advise on questions about changing
one’s residence status. Many of our clients
have already obtained residence permits
in Latvia, and now they have a chance to
come to Latvia and live here. Investors also
have advantages in other countries — for
example in Great Britain and Luxembourg.
Some clients are interested in acquiring a
second citizenship, and there are states
where, if certain conditions are met, citizenship is offered to investors.
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Life in Latvia through
a Russian citizen’s eyes
Interest in Latvia as a place to
live and develop
a business is
growing from
day to day —
clients observe,
collect information, assess the pros and cons, ask
questions... Our long-term client
— investment fund Dekarta Capital
Board of Directors representative
and leading partner Dennis Kim —
tells us about his personal life and
work experience in Latvia.

here, supported by appropriate public
officials’ work.

arrangement, and within 15 minutes
settled all the necessary formalities.

Second, a great business culture dominates in Latvia: when it is necessary
to make decisions, or to negotiate with
business partners, it is sufficient to
have a 30-minute meeting. In Russia, it
may take much more time.

I can say the same about the Road
Traffic Safety Directorate. If you need to
register a car in Russia, it usually takes
a whole day. Here, we did everything in
15 minutes. In addition, all government
employees are fluent in Russian.

Latvia’s most significant advantage, in
comparison with Russia, is the excellent banking sector. In Russian banks,
work with clients lacks such effectiveness and flexibility.

How did your co-operation with
ABLV Bank get started? Which
banking services do you use?
Co-operation began as early as 2006
when I became acquainted with the
private banker Sergei Deinekin, who has
been helping me to manage my banking
issues for all these years. At the time, I
worked as the financial director in a large
company in Moscow, and constantly
kept in contact with the bank.

I will also mention the fact that, in
Latvia, skilled staff receive an adequate
pay, which is quite competitive for their
services in comparison to the previously mentioned Moscow or Ukraine.
Therefore, I have moved Dekarta Capital back office departments to Riga — it
is advantageous, and has only come to
benefit the quality of work.

What do you think, why do Russian
and CIS citizens decide to come to
Latvia and set up a business here?
There are several reasons for this.
Russia and Ukraine currently suffer
from quite a substantial business elite
emigration wave which, in my opinion,
will continue to grow. Especially in the
next two years. This is due to both the
political and economic processes. But
more to the political ones.

Therefore, when we established the
investment fund Dekarta Capital in Russia in 2008, all of our foreign companies’
accounts were opened in ABLV Bank.
Currently, the fund has two projects in
Ukraine, several in Russia, and a business in the real estate sector in Latvia.
At present, we mainly use the credit
solutions offered in your bank. Some
deals have already been completed, but
others are still in progress.
How would you characterize the
Latvian business environment? Is
it conducive to running a business
from Latvia?
I can only say the best. First, there is a
clear and predictable legal environment

Have you had to open any companies in Latvia? How would you evaluate the efficiency and simplicity of
this process?
I have opened at least 10 companies in
Latvia. It’s pleasant that such matters
do not take much time here. Everything
goes relatively easily, understandable
and quick.
Tell us about your life experience
in Latvia, and how did you obtain a
residence permit.
I got my Latvian residence permit
last December, so relatively recently.
Grounds? Got it as the founder of a
company established in Latvia.
I was pleased by the work of the Office
of Citizenship and Migration Affairs
in Latvia. We arrived there by prior

What brings these people to Latvia?
Without a doubt, the residence permits
offered, and the Russian-speaking population, which helps you to fit in more
easily. The local culture should also be
mentioned, it creates a sense of safety
and comfort, as well as the high quality
of life in Latvia.
Entrepreneurs from the CIS who have
come to Latvia business partners who
can be relied on when fitting in the
new place of residence. They also need
reliable and friendly banking and legal
services. I think your bank is perfectly
equipped to render such services.

Private banking

Private banking

We always render banking services to
individuals first, even when providing
services to corporate clients. It means
that we understand that behind each
company there are real people.

Why clients choose Riga
Ten years ago,
the essence of
private banking
was limited to
placement of
funds. Today
clients wish to
structure their
business, to protect themselves
against raiders, to get advice on
residence, real estate purchase,
residence permits issues... Aleksejs
Savko, the Head of Corporate and
Private Clients Service Division of
ABLV Bank tells about the essence
of private banking.

Before and after the crisis
Banking is boring in a good way. This
is how it should be. How has the private banking changed in the last ten
years? Probably, in the past, it was
more associated with countries like
Switzerland Old Europe's bourgeois
gloss. Although the nature of service
was quite simple: Swiss bankers
accepted money of high-net-worth
individuals and placed them in funds
or other structured financial instruments. The economy and income
of the clients grew, private bankers
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got commissions. Then, the crisis
began and easy life was over — stock
markets and funds stopped growing,
yields became negative.
Reality proved that a bank may go
bankrupt in any country — Germany,
Switzerland, America, and that a reliable
bank could be found in each of these
countries too. Because of this clients
have become more cautious on both
the banks and the products.

At first — only payments
Have the clients become more
demanding? Definitely, yes. And, if in
the past their demands were related
only to payments and speed of their
execution, then now they are to the
entire range of services. Why has
Latvia managed to become a banking
cluster for the service of non-residents from the East? It is completely
normal in Europe that payments are
executed on third, fourth day only,
and it is still pertinent even today. In
Latvia, everything happens in a day.
We have long overtaken the Old Europe in terms of operational efficiency. Demand for fiduciary transactions
and advisory services is increasing to-

day, while in the past for many clients
banking services have been viewed
as a non-cash settlement only. Even
larger amount of clients consider
opportunity of obtaining residence
permits, wish to receive advice on tax
and real estate issues and sometimes
exclusive payment cards we offer
could be just a complimentary bonus.

The Devil is in the detail
It only seems that private banking
is simple: put a sign, buy expensive
furniture, and that’s it — you don’t
have neither dozens of branches, nor
thousands of employees, nor a huge
infrastructure... However, it’s like in a
new restaurant — a beautiful interior
or other external attributes do not
guarantee a good kitchen. How can
we stand out? There are no practical
know-how here. And there cannot
be. The Devil is always in the detail.
Everything might seem ordinary —
servicing culture, professional team,
understanding of clients' demands,
but in real life, it is hardly found in one
place. We aim to maintain high level
in everything we do. Not every bank
offering private banking services can
be proud of such a level.

Human factor plays a giant role. Nothing
is new in this respect — little things can
upset. And it is important that such little
things are not here. For example, a private
banker, when speaking with a client,
does not have to think about how to sell a
product. Human contact is the key. Who
is the client? What does he do? What are
his needs? Only then can you think of
specific instruments and products. We always render banking services to individuals first, even when providing services to
corporate clients. It means that we understand that behind each company there
are real people. We initially try to establish
relationship not with the company, but
with its owners and executives. Only then
we are able to advise them on corporate
business issues.
In banking clients do not complain
about a bad service. If they do not like
something, they just leave. It is quite a
delicate business.

Business and personal
A private banker is a key person in the
bank, first after the client. We have 75
private bankers now and everything
in the bank revolves around them —
payments are effected, contracts are
prepared, individual solutions are developed, transactions are concluded, and
after all cards are issued — and all this
in an unrelenting high quality and efficiency. The client feels how much heart
and soul is put into the service and at
times relationship between a client and
a private banker grows into friendship.

Does this personal relationship interfere
with the business? There is a very fine
line between a friendly contact and familiarity, and experienced bankers never
breach it. Everyone understands that
business is business.

Today’s realities
On the one hand, nothing has changed
in the private banking fundamentally because people's needs have not changed
a lot. On the other hand, an interest in
products that have not been demanded
before increases. Our clients, as we
all do, grow up, become more mature
and start thinking about retirement,
inheritance matters and rest. Ten years
ago, it was just not there, similarly as a
number of investment products that we
offer today, following client demand —
investment funds, derivative financial
instruments, own bonds, access to
global trading platforms. At that time,
clients, with rare exceptions, were more
carefree and less advanced.
If in the past clients practically never
turned to us with business purchasing
and selling matters, then today such
consultations have become a standard. Our service today has three main
lines — private and corporate banking,
investments and advisory, and all three
are interrelated — if we help a client
to purchase real estate in Latvia, it is
usually followed by preparation for a
residence permit, transaction financing
and eventually possible transfer of business to Latvia...
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The lead
private
banker team
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Private banking

We are business consultants and
personal financial advisors of our
clients in many respects.

Transfer of business is a popular trend
— many clients move their back-offices
and operational activities to Latvia, register holding companies, since running
a business in Moscow is much more
expensive than in Riga. Latvia might
seem not particularly fortunate with
the climate, but it is in terms of business management. Local legislation is
simpler and more understandable than
in the regions, where the majority of our
clients operate. We are fortunate two
times over because, despite the fact
that for many of our clients we are a
foreign country, we have a similar mentality. We understand their needs and
know how it is accepted in the world
at the same time. We are able to find
and recommend the most acceptable
and sometimes compromise solutions
to our clients. We combine things like
mentality, legislation, technologies, professionalism and team. These aspects
alone could be found in many banks,
but we have them in one place, and it
is the result of persistent and intense
search for further improvements and
development.

associated with completely different
needs of the clients. Probably, the quality of service and the product line could
be compared and the quality of service
in Russian bank can also be good, but
the service mentality will differ.

vary. There is a client, a business and a
cash flow. How is it better to organize
the cash flow? Which companies to
choose? Which jurisdictions from tax
and legal perspective? It is called business and cash flow structuring.

Both the historically existing employee
discipline, and the European legislation,
help us and provide many benefits.
And, if ten years ago it was mostly
spoken in a whisper that Latvia could
become a financial centre, then now it
has become a fact.

We are business consultants and
personal financial advisors of our clients
in many respects and they receive this
service in addition to daily financial
operations.

About Baltic service

The reasons behind that are the
same — legal, political, economic,
business protection against raiders.

The further away, the closer it is to take.
This saying is true for savings — for
many of our clients from the CIS it is
more comfortable psychologically to
keep their funds abroad, also from data
protection and banking secrecy point.
Besides that, private banking in Latvia
and the CIS countries is sometimes
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Demand — was, is and will be
On the one hand, there is a constant
talk about new legislative acts in Russia that will restrict free cash flow to
foreign countries, but it is similar to
Moscow traffic jams. Every year it is
reported that there are so many traffic
jams in Moscow that a real traffic collapse will take place next year. This is
similar to this case. I think nothing has
changed in general — clients from the
former union had, have and will have a
necessity to open accounts abroad.

Advisory
Business structuring is the most
demanded topic in advisory line of our
business. It is not necessarily that a
trust registration or fiduciary transaction will take place, the options may

Where the money is
Where are the funds invested today? After the crisis clients participate in investment projects much more cautiously, for
this reason they have a lot of free funds,
many of them have sold their businesses. There is no large yield with little
risk in the world today, and the question
where to invest is topical for many.
Where do they end up investing? Our
instruments are bonds and funds of
ABLV, conservative financial instruments with high liquidity and moderate
interest income. In addition, a client,
who holds them in his investment portfolio, can reckon on the best conditions
for our other products, including higher
credit limits.
Since last year, we also offer precious metals’ — gold, silver, platinum,
palladium — accounts, even though
many clients today invest in gold for
diversification purposes or wishing to
get an adrenaline rush, since this asset,

despite the myth of “safe haven”, is
very speculative.
However, if you buy gold, it shall be
better done through a precious metals’
account. If you buy an ounce of gold for
1 690 dollars today and tomorrow it will
cost 1 700 dollars — so much you will
have in your account. Precious metals’
account provides direct correlation to
precious metal price.

New clients
Several thousands become our clients
during a year, but the indicators of
quality remain more important from the
business volume perspective of the
bank. Sometimes two new clients are
equal to twenty. Nearly every new client comes to us upon the recommendation of the existing client and it means
that our work is appreciated. It is not
necessarily for every client to transfer
all his assets and savings to our bank.
Frequently they come with one specific
need. Only relationship creates values
and mutually beneficial results.
We are not limited to provision of standard banking services. We listen to a
client and develop products specifically
for him. Most probably, it is not traditional banking described in the books
twenty years ago, but a lot of water has
flowed since then…
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Pillar means security

At the end of last year, a new brand
was created in the ABLV concern —
Pillar. That’s how the bank’s subsidiary company Transform Partnership,
engaged in projects in the field of
real estate, is now called. Experts
claim: the first sign of a successful
rebranding is that the new brand is
accepted and positively evaluated
by the company’s employees. For
example, whether they remove their
company's badges or not when going
out for lunch. In the case of Pillar, the
result is excellent — less than three
months have passed, and the company’s team is already proud to call
themselves Pillarians.
The name ‘Transform’ originated quite
spontaneously, because the idea of the
company was to take the bank’s repossessed real estate — houses, apartments, land, unfinished building sites —
and to transform them into a profit. But
the bank’s work took off so successfully
in the new niche that it was decided to
consolidate these activities permanently,
creating a new brand which would also
be understandable to foreign clients.

A Pillar
apartment’s
interior

“Almost all business names in our concern include the abbreviation ABLV.
Our bank’s logo reflects our main lines
of business — banking, investments
and advisory. However, the development of real estate property cannot be
referred to any of the aforementioned
areas, that’s why a decision was
made to create an independent brand
connected with the ABLV group,”
explained ABLV Bank’s Member of the
Board Romans Surnačovs.
Prior to that, the bank’s employees
asked three groups — their Latvian
clients, foreign clients, and business
partners — one and the same question: what is the most important thing
when collaborating with a company in
the real estate sector? And the answer
was the same — security. A mood
board was created — a series of video
images that characterized the concept
of ‘security’ — pictures showing a loaf
of bread, a family resting by the sea,
a Volvo car. And in the middle —
a column supporting a building. And
that's what pillar means in English —
a column, support.

REAL ESTATE

REAL ESTATE

The executives of some large construction company
purchased apartments for their children in our
project, saying that “Nowadays, such building quality
is not found anywhere in Riga”.

“This name is easily pronounced in any
language. It’s capacious, with an easily
foreseeable letter number, and double
''l" in the middle, similar to columns
themselves. And additionally, pulling up
the letter ‘i’, we have a whole ‘Colonnade’, reflecting well the essence which
we aspired to emphasize — security,”
says ABLV Bank Head of Marketing
Department Agnese Laganovska. “And
quite importantly, we have managed to
successfully integrate our new webpage
address, pillar.lv, into this logo.”
After the brand name change, visitor
numbers to the company’s website
increased threefold. But there are also
subjective feelings. “Previously, we
implemented an even more ambitious
project of bank rebranding, having attracted a British rebranding company,”
recalls Agnese Laganovska. “And we
have gained a great experience how,
step-by-step, observing strict regulations, to go through all the stages, resulting in a beautiful and well-balanced
brand. The British also taught us that
firstly, the brand has to ‘be sold’ to the
employees, so that they would become
fond and proud of it. I believe we have
succeeded in that.”
“We worked for almost a year at this
re-branding project. For some people
this may seem like a long time, but if we
get down to something, we create the
highest quality product,” says Romans
Surnačovs, opening the Pillar brand
book. On its 90 pages, all brand-use de50

tails are explained, starting from the logo
placement on envelopes to the houses’
and apartments’ photography rules.
Photos have a very important role in the
real estate business. A client often starts
a conversation precisely because they
liked an apartment’s or house’s picture.
The Pillar images photo collection has
been created by the well-known photographer, Gatis Rozenfelds, according to
all the rules included in the brand book.
Interestingly, a part of the collection was
taken at night: it is not possible to get
bright, contrasting shadows during the
day — the sunlight hinders it. And one
more rule: in an advertising photo, only
Pillar sites must be seen.
“Our target is not to display sites in the
best light, to pull the wool over the eyes
of viewers, it is rather to present the site
as it is,” continues Romans Surnačovs,
“In addition, our aim is to achieve such a
unity of style and inherence that, even in
five years, a client could unambiguously
say: “It is a Pillar apartment,” when
seeing our photos. Exactly like this, the
feeling of stability, quality, and security is
created subconsciously — and this is the
essence of the brand as a working tool.
Our bank is quite expensive; despite this,
we are a serious player in the market
and we have an impeccable reputation
of a business partner focused on honest
relationships. And if you work with us
meeting our requirements, we, in return,
are ready to fulfil all your wishes. Clients
who want to collaborate with a subsid-

iary of ABLV Bank are willing to pay for
the feeling of stability.”
Most of those who buy real estate property in Pillar are the existing clients of the
bank. However, there is a reverse trend:
clients who have found Pillar themselves,
and purchased housing through it, afterwards transfer most of their assets to
ABLV Bank. Another argument in favour
of the rebranding is the bank’s intention to develop new projects in the real
estate sector. This business is non-core
for ABLV Bank and, at the beginning, it
was intended only to sell the foreclosed
property. But we had to complete the
construction of some real estate objects
— and soon it was clear that Pillar is better at it than professional builders.
“We approached the issue with the
same amount of attention to detail that
is characteristic for the entire ABLV
business,” explains Pillar Executive
Director Ieva Valtere, “Builders are
even occasionally angry — we are
over-managing them. But we have the
impression that the management of the
construction companies has never been
to the construction sites of the buildings
repossessed by the bank. At the same
time, we, with Oļegs Fiļs and Ernests
Bernis, have been there a couple of
times. And when the executives of a
large construction company purchased
apartments for their children in our
project, saying that “Nowadays, such
building quality is not found anywhere
in Riga,“ it is a flattering reference for

us. It is important for us that Latvian
residents are willing to pay for high quality,’ summarizes Ieva Valtere.
2012 was successful for Pillar. For
instance, in the project “Mārtiņa House
2” in Slokas Street only nine apartments out of 50 were left in December.
Whilst in Jurmala, out of 34 offered
apartments — only four remain. Apartments in Jurmala are purchased almost
exclusively by foreign clients — as
their summer residence. In Riga, up to
40% of the buyers are Latvian citizens.
Initially, foreigners in Riga consider
apartments as an investment ensuring
them a residence permit in Latvia. Even
more so because Pillar offers its real
estate objects along with advisory services and support in obtaining residence
permits in Latvia, in collaboration with
ABLV Corporate Services.
“By the way, if we take into account that
the deposit percentage is very low, but
that apartment prices in new projects increase by at least 5% a year, it is a good
investment,” Ieva Valtere specifies. “The
majority of foreign clients are specifically interested in obtaining a residence
permit. ’But we are not going to live
here’,” they say. But then they come to
our building in Slokas street and ... when
offered help to rent the apartment, they
reply: ‘No, no, I will live here.’ They took
a fancy to it! Even more so, because
they just have to unpack their suitcase —
foreign clients, by nature, only buy fully
furnished apartments — with furniture, a

TV, a fridge. They have neither the time
nor the desire to deal with purchasing all
of it on their own. All they have to do is
put their mugs and forks in the kitchen.”
This does not mean that Russians do
not count their money. There are those
who immediately ask: “How much
does a residence permit cost? 142,350
Euros? Then, find me something for
this amount!” The Pillar staff remembers an amusing situation when a client
bargained a considerable discount for
himself, but, at the last minute, realized
that he lacked nine thousand Euros of
the amount needed for the residence
permit. Our bank is not scared by
competition from other countries that
offer similar programmes — ‘a residence
permit in exchange for investments’.
This is because Latvia has three undisputable advantages: the older generation’s
nostalgia for Riga and Jurmala; distance,
which enables inhabitants to come here
by train or even by car; and language.

Many clients who have primarily been
interested in obtaining a residence
permit, arrive here and fall in love with
Latvia, and also bring their families here.
“We’re happy about it, not only because
it is in the interest of the bank, but also in
the interest of the state,” says Romans
Surnačovs. “Because it is not only
investments in the real estate market,
which has started to regenerate after a
long stagnation. Quite wealthy people
come here, buy cars, go to restaurants,
shops. Without a doubt, for us as a
bank, it is also very significant because
ABLV Bank seeks to build long-term
relationships with our clients. We do
not impose, but by purchasing housing in Latvia, and bringing their families
over, the clients themselves establish
a much stronger emotional relationship
with the bank. We aspire to achieve that
this business, which was born without a
pre-conceived opinion but, today, is perfectly involved in the development of the
bank’s and clients’ relationship, brings
benefits for both sides.”

Agnese Laganovska remembered how a
client from Russia was surprised when
he realized that to fly from Moscow to
Riga and participate in a golf tournament
organized by ABLV in Ozo Golf Club only
took half the time that he needed to go
through a traffic jam to get to his golf
club near Moscow. “My membership
card costs 50 thousand there, whereas
I only manage to go there three or four
times a year. For that money, I can travel
to Latvia almost weekly to play here,” he
calculated.
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Banking
ABLV Bank Luxembourg, S.A.
obtains a banking license
The Luxembourg Ministry of Finance
has issued ABLV Bank Luxembourg,
S.A. a license to conduct banking
activities. ABLV Bank Luxembourg,
S.A. is an independent company whose
founder and sole member is ABLV
Bank, AS. The subsidiary’s founder
ABLV Bank, AS has invested 20 million
Euros in equity capital in Luxembourg.
The Board of ABLV Bank Luxembourg
will be composed of Ernests Bernis,
Vadims Reinfelds, Leonīds Kiļs, Paul
Mousel, Benoit Wtterwulghe, and Andris Riekstiņš. The daily bank management functions have been assigned to
Chief Executive Officer Benoit Wtterwulghe and Deputy Chief Executive
Officer Andris Riekstiņš who has also
managed the company since its founding – in the research and preparation
period. The subsidiary bank in Luxembourg was established to develop the
existing customer base and strengthen
their loyalty by providing a larger range
of investment and fiduciary services,
as well as to attract new customers.
The website of our subsidiary bank in
Luxembourg is www.ablv.lu.

ABLV Bank has increased equity
capital by 15 million Lats

View from the
ABLV Bank
Luxembourg Office
52

ABLV Bank, AS has successfully completed a share issuing which amounted
to 10,600 shares. So far the equity
capital has accounted for 121,000
shares, of which 110,000 are shares
with voting rights and 11,000 employee
shares without voting rights. In March
2012, employee shares were issued
which were distributed among 21 of
the bank’s leading employees, with the
purpose of motivating to achieve better

results. After the issuance, the bank’s
equity capital consists of 120,600
shares with voting rights and 11,000
employee shares. The bank’s major
shareholders Ernests Bernis, Nika
Berne and Oļegs Fiļs involvement in the
bank’s share capital has not changed.

ABLV Bank clients not hurt from
MF Global bankruptcy
In 2012, the liquidation process of the
bankrupt MF Global UK company was
performed. MF Global UK was one of
our bank’s customers’ securities custodians and cooperation partner in securities trading. To take care of our clients’
assets security, ABLV Bank took an
important decision – the bank assumed
the customers’-securities holders’ risks
and the possible losses in connection
with their assets in MF Global UK, as
well as the administrative expenses
related to the funds and securities
recovery from MF Global UK. The bank,
with its own funds, purchased securities worth 10.5 million Euros, and with
those replaced the customer securities
that were held by MF Global UK.

New investment opportunity –
Precious Metals’ Accounts
In 2012, ABLV Bank began offering a
new investment product — precious
metals' accounts in which purchased
precious metals are accounted in
unallocated accounts. ABLV precious
metals’ accounts are single currency
accounts – for each metal a separate
account is opened. ABLV offers clients
the opportunity to work with four precious metals in their accounts: gold,
silver, platinum and palladium. Precious
metals’ accounts are an alternative
or supplement to traditional investment solutions which allow clients to
diversify their investment portfolios to
include precious metals.
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Excellent quality payment options
When processing client submitted
payment orders and making unallocated money transfers, one of the most
important parameters is their quality
– the compliance of the correspondent
and the payment processing system
requirements and parameters. ABLV
Bank’s improved Internet banking
system, employee professionalism,
and experience ensures the highest
quality of payment execution. The
presence of specialists is, quite possibly, the deciding factor for good to
become even better. Every year, ABLV
Bank receives awards from our business partners — the correspondents
servicing the largest flow of our client
payments. Thus, J.P. Morgan Bank
has repeatedly thanked us for our elite
level of quality in payment processing which results in 99.99% of all
customer payments being processed
automatically, while Germany’s Commerzbank AG considers our bank one
of its major partners in the region.
Also, we were awarded a prize of
“Excellent Quality” by them. Without
a delay, more than 99% of our total
payments are processed. ABLV Bank
Payment Division work is also evaluated and approved by Raiffeisen Bank
International and Deutsche Bank.
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Investments
ABLV Bank receives Stock
Exchange annual award for 2012
Since the spring of 2012 ABLV Bank,
AS bonds have been listed on the NASDAQ OMX Riga Stock Market Debt
Securities List. Last year, the bank has
made 6 issuances of the nominal value
of 20 million EUR and 145 million USD.
After the 2012 results, our bank was
awarded with the “Stock Exchange annual award for 2012” for the important
investments in the securities market
development in Latvia. As shown by
the Riga Stock Exchange statistics in
2012, ABLV Bank, AS, provided 86.7%
of the debt securities list trade turnover
in the Riga market and on the Baltic
(Riga, Tallinn, Vilnius) scale our securities accounted for 29.8% of the total
sales turnover. “We believe that bonds
are a more convenient and efficient investment tool than a long-term deposit
for investors. Thus, also in the future,
we will issue bonds and include them
in the stock exchange. Thus ABLV
Bank, AS issued securities will become
available not only to our clients, but
also to other investors,” noted ABLV
Bank, AS, Chief Financial Officer Māris
Kannenieks.

A new name for ABLV 		
subsidiary – Pillar

New corporate bond fund in
Russian Roubles

In 2012, the ABLV group’s business
stream related to real estate acquired a
new brand — Pillar. Under the company’s supervision, there are currently
more than 1,200 properties for a total of
approximately 60 million Lats (85.4 million Euros), which is one of the largest
real estate portfolios in Latvia. Considering the client demand for quality housing, great work is invested in restoring
unfinished apartment buildings to fully
furnishing apartments. Until now, the
company has invested 12.4 million
Euros in property restoration. In 2012,
three new projects were completed –
the apartment project Pine Breeze in
Jurmala, the apartment project Mārtiņa
nams 2 in Riga, and the apartment project Liesmas iela 4 in Riga.

Starting with January 2012 ABLV Bank
clients are offered the opportunity to
purchase corporate bond fund ABLV
High Yield CIS Bond Fund investment
certificates in Russian Roubles, managed by the ABLV Asset Management,
IPAS. The funds are invested in shortterm and medium-term debt obligations, whose performance is guaranteed by the CIS countries corporations
and financial institutions. The minimum
investment amount in the fund is 1,000
USD (USD Sub-Fund) and 30,000 RUB
(RUB Sub-Fund). Open investment fund
certificates are assets with high liquidity
and financial instruments which can be
used as a collateral to quickly increase
funding up to 60% of the fund investment certificate market value.
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ABLV bonds funds – the most
profitable in Latvia
ABLV Asset Management, IPAS opened
bond investment funds show excellent
results. They are appreciated both by
the investment analysts and the media.
The agency Morningstar — one of the
best-known agencies engaged in investment research, has included our ABLV
Emerging Markets USD Bond Fund in
their 5-year profitability rated funds TOP
15. While the ABLV High Yield CIS USD
Bond Fund is included in the ТOP 30,
and the ABLV Emerging Markets EUR
Bond Fund — TOP 100. In the study,
more than 740 investment funds available in Latvia were examined.

Trade platform J-Trader ABLV
now available to clients
Given the growing interest from
the clients for the opportunity to do
trade operations in real-time in the
future contract stock exchanges, the
electronic trading platform J-Trader
ABLV was renewed. It is intended for
experienced investors who orientate
themselves well in the financial markets, are ready to make quick decisions, independently responding to
changes in the markets. J-Trader ABLV
provides a simplified warrant submission procedure “with a click” bid/ask
for prices in real-time, profit and loss
recording in real-time, as well as it
portrays market depth, price graphs
and offers a matrix for displaying the
calendar spreads.

Value of ABLV mutual funds
exceeded 50 million EUR
2012 was particularly successful for
open-end mutual funds managed by
ABLV Asset Management, IPAS. In the
beginning of January 2013, the gross
asset value exceeded 50 million EUR.
Currently, 6 mutual funds are available
to our clients, including 4 bond funds
and 2 stock funds. Over the year, our
mutual funds grew by 50%, i.e., approximately 17 million EUR. The growth
is largely attributed to the increasing
number of clients willing to diversify
their investment portfolios by acquiring
shares of ABLV funds.

New opportunities for financing
with the investment portfolio
pledge
Since April 2012, ABLV Bank clients can
receive funding not only for the existing
financial instruments and cash asset
collateral in the portfolio, but also for
the precious metals’ account balance.
The amount of financing is up to 70% of
the precious metals’ account’s precious
metal market value.

ABLV Private Equity Fund 2010
is financing profitable businesses
ABLV group owned limited partnership
ABLV Private Equity Fund 2010 bought
up Depo DIY Ltd. shares (operator of
Latvia’s largest building material, home,
and garden goods chain Depo) from
previous investors. As a result of the
deal, the fund owns 25% of Depo DIY
Ltd. shares. The fund also invested in a
modern medicine centre – creating the
clinic Orto. It will be the first, from the
ground up, fully private medical institution since the restoration of the Republic of Latvia. Clinic will start receiving
patients in spring 2013. The fund’s total
contribution in the clinic is 810,000 Lats,
which constitute 60% of the company’s
shares. ABLV Private Equity Fund 2010
will be available for clients' investments
in summer 2013.

Advisory services
Registering companies in Latvia
2012 was marked by amendments in tax
legislation regarding “holding regime” –
favourable taxation of holding companies
incorporated in Latvia. Owing to the
increased interest evinced by our clients,
our subsidiary company ABLV Corporate
Services offered clients services on
registering and managing Latvian companies, as well as advisory services on
business management in Latvia, taxation
and legislation of the Republic of Latvia.

assisted over 200 clients and their family
members in obtaining residence permits
in Latvia. In 2012 clients expressed
growing interest in obtaining residence
permits via placing subordinated term
deposits with ABLV Bank. Our clients
also were interested in detailed information regarding tax resident status in
Latvia and the opportunities for getting a
permanent residence permit. Moreover,
in 2012 we helped our clients to acquire
investment residence permits in the UK
and St. Kitts and Nevis.

Setting-up holding companies in
Luxembourg and Netherlands
In 2012 ABLV Corporate Services offered
advisory services to its clients, interested in setting-up holding companies
in Luxembourg and Netherlands. Our
experts assisted clients in establishing
ownership structures for onward selling
of assets in Russia and Kazakhstan, as
well as in establishing intellectual property structures in Netherlands with its
liberal legislation.

ABLV participated in international
conferences
In 2012 ABLV Bank, AS actively participated in a number of international
conferences and exhibitions in the
CIS countries and Europe, including:
“TransRussia 2012” (Moscow), “Global
corporate solutions” (Donetsk), INTAX
FORUM (Kiev), Maritime Days in Odessa
(Odessa), INTAX EXPO 2012 (Moscow),
Fixed Income Conference: Russia, CIS
& CEE (London), “Practice of International Tax Planning: Issues” (Moscow).
In most cases, we acted as a sponsor
of these events, the representatives of
ABLV Group made presentations about
banking products – namely, “Fiduciary
transactions”, “Trade Financing”, “Opportunities of Trade and Holding Companies in Latvia”.

Residence permits and switching
tax jurisdiction
Since the amendments to the Immigration Law have come into effect, the
experts of ABLV Corporate Services
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Our heart’s work

For ABLV Charitable Foundation,
last year was
a year of great
change: it gained
a new head, new
office premises,
and soon a new
logo will decorate the plate on its
door. The Foundation’s Chair of the
Board, Zanda Zilgalve shares the accomplishments and future plans.

Close to the ideal
We take pride in the fact that ABLV
Charitable Foundation is one of the first
corporate charity foundations in Latvia,
it has a great deal of experience, a good
reputation, and it has been assigned the
status of a public benefit organisation.
For the Foundation’s previous successful
activities, gratitude must be expressed
to its previous head, Mareks Indriksons, whose place I took last August.
Together with Charity Project Manager
Inga Skrastiņa, we have evaluated former
programmes and developed new activity
strategies. The Foundation’s board, whose
members are ABLV Bank board member
Romāns Surnačovs, as well as foundation
founders Ernests Bernis and Oļegs Fiļs,
approve the programme’s main direction and take part in the decision making
process. Making decisions together, and
being inspired, we have come closer to
the ideal of how we would like to operate.

New premises, new brand
Last year, the foundation moved into a
new office premises in which the layout
and location, quite everything — the
big windows, bright space, first floor —
reflect our values — openness, transparency, trust, and understanding. Here, we
hold discussions on the Foundation’s activities with artists and students. Also, the
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bank’s employees are always welcomed
at lunch breaks with a cup of coffee in our
office to read art magazines — our hospitable premises has a small library which is
stocked on a regular basis. With time, we
hope to set up a small office gallery.
Currently, a new logo is being developed
for the Foundation which will help us
emphasize that the charity activities are
separated from the bank’s basic activities. That’s why its similarity with the
ABLV Bank logo will be noticeable only in
the colours, which will also symbolize the
foundations varied activities.

Support for contemporary art
Last year, the Foundation, through its grant
programme, supported 7 contemporary
art exhibitions: a solo exhibition by Katrīna
Neiburga; a solo exhibition by Voldemārs
Johansons; an exhibition “Eroticism in poetry and music” and the campaign “Love’s
cooking art”; ISSP (International Summer
School of Photography) photography exhibition; the 12th international contemporary
and video art festival “Waterpieces”; LMA
(Art Academy of Latvia) candidate for a
degree exhibition and Radio NABA photography exhibition “10x10”.
Continuing a long-lasting collaboration,
we also supported fashion designer’s
Alexandre Vassiliev Art Nouveau fashion
collection’s exhibition in the Riga Museum of Decorative Arts and Design.

For the good of a future museum
In 2005, ABLV Bank and the Ministry of
Culture of Latvia signed a contract that
the bank will invest a million lats in the
forthcoming Contemporary Art Museum
of Latvia collection’s formation, purchasing art pieces chosen by a commission of
international experts. They will be shown
this fall in an exhibition dedicated to ABLV
Bank’s 20-year anniversary.

Support for the forthcoming collection is
one of our priorities. We aspire to arouse
society’s interest in contemporary art, and
for this purpose we intend to have a chain
of education projects for all age groups.

Help to the children
We wish to express warm gratitude to
all donators, who in the 2012 Christmas
campaign for the social programmes
“Let’s help to hear!” and “Let’s help to
grow up!”, donated 46,459.25 lats. ABLV
Charitable Foundation, in collaboration
with ABLV Bank, matched each donated
lat with one additional lat, thus acquiring
92,918.50 lats for further allocation.
As part of the programme “Let’s help to
hear!”, 23 children received digital hearing aids last year. Further attention will be
dedicated to work with hearing-impaired
children’s families. 75% of the donated
resources will be allocated to the purchase of hearing aids, while 25% — to
other support activities. Last year, these
families, for the first time, were invited to
a joint Christmas event. In collaboration
with specialists of the Latvian Children’s
Hearing Centre, a homepage about
children’s hearing has been launched,
which we plan to further develop into an
interactive forum where the parents of
hearing-impaired children can find mutual
support and receive expert answers to
their questions.
As part of the program “Let’s help to
grow up!”, 505 children from low-income
families gained an opportunity to enjoy
summer camps last year.
If you also want to contribute to the fund’s charitable
works, we invite you to donate:
Foundation “ABLV Charitable Foundation”
Beneficiary’s register. No. 40008108111
Beneficiary’s account: LV75AIZK0001130082670
SWIFT Code: AIZKLV22
Payment purpose: “Let's help to hear” programme

Thanks to the hearing
aids, sisters Jekaterina
and Viktorija can enjoy
a full life
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Looking
for art rebus
answers

“The riddle of
art is that we
don’t know
what it is, since
it is no longer
what it used to
be. Besides, art
is defined as
much through what it is as through
what it is not, through what it does
or can do, as well as through what it
does not or cannot do. It is defined even through what it doesn’t
succeed to achieve.” Director of the
Latvian Centre for Contemporary
Art Solvita Krese.

“I want to be there” —
Dzērbene, 2009, Andris
Eglītis, Purvītis Prize
2013 winner
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Curator Carolyn Christov-Bakargiev begins
her introductory text in the dOCUMENTA(13) catalogue with such an abstruse
word rebus. dOCUMENTA was founded
right after the Second World War in the
small German town Kassel, when art
became an essential, internationally translatable, and functioning language which
managed to sensitively, and yet vehemently, speak about that period’s traumas, ideals, and hopes. Now dOCUMENTA has become one of the world’s most
significant and wide ranging art events,
where every five years, a considerable art
“pilgrim” crowd gathers and attracts a
record high visitor number. It works as a
barometer that registers the world’s current art tendencies and fluctuations, and
serves as a serious point of reference in
the international art environment. Not in
vain, the ArtReview edition summarizing
last year’s art event “balance” and naming
59

CONTEMPORARY ART

CONTEMPORARY ART

ABLV art collection is being created for the
forthcoming Contemporary Art Museum
of Latvia, which is awaited impatiently,
not only by artists and art lovers, but also
a wide part of society.

100 of the world’s most influential persons
in the field of art, Carolyn Christov—Bakargiev ranked in first place, and dOCUMENTA (13) named the most important
exhibition of the 21st century.
Despite the fact that in dOCUMENTA (13)
more than 200 artists participated, the
curator didn’t hide her disappointment for
the inability to carry out one of the mega
exhibition’s most audacious projects —
the idea of artists Guilllermo Faivovich and
Nicolás Goldberg to bring the world’s second biggest meteorite, named El Chaco,
from Argentina to Kassel and set it in front
of the historic exhibition place, Friedericianum museum.
Art borders nowadays are admirably wide;
they can contain both meteorite trajectories, provocative interventions, ambiguous
gestures, mysterious objects, experimental projections, and coded messages.
Paintings, photographs, culinary classes,
sculptures, expeditions, installations, anthropological research, video pieces, historical archives, new media experiments,
performances, political manifestations,
and a number of other creative expressions can be placed in the contemporary
art category today. Beckoning to get lost
in the imagination’s cobbled labyrinths and
trip in a room filled with paradoxes, the
arts offer a unique experience, a test site,
and a laboratory for surprising ideas and
insubordinate feelings. Contemporary art
handwriting develops within the influence
of an inconceivable world’s diversity. In the
globalization and the Internet era when information flows tend to reach the world’s
furthest corners, global ideas sprouting
in the local culture’s peculiar texture form
unusual image mutations and a symbiosis
of interpretation. Still topical, post-colonial
discourse not only analyzes an historical
event’s traumatic consequences, but also
brings to life humanity’s natural interest
60

in the exotic, in the different, and again
Asia’s and other 'faraway land's' art comes
into fashion. Also, the world’s art map is
changing, pushing the customary centres
of gravity to the East. The world’s leading
architects design museums in the United
Arab Emirates (Frank Gehry’s new Guggenheim branch and Jean Nouvel’s Louvre
museum branch, etc.); new art centres,
biennials and mega exhibitions develop
rapidly in China, Japan, India, and other
Eastern countries.
Despite the economic crisis, wearied out
Europe’s and America’s occasionally quite
labile state of mind, which is characterized
by a certain tension in the socioeconomic
zone and a number of rapid changes, a
lively bustle is observable in the art territory. The art market shows dynamic results,
and big auction houses like Christie’s and
Sotheby’s can take pride in surprising record-setting art prices. In the art territory,
new stopping points form — last September a new Stedeljik Museum building
opened in Amsterdam, a few days later art
admirers were delighted by Astrup Fearnley Museum in Oslo designed by Renco
Piano, whilst in October its doors opened
the Eli & Edythe Broad Art Museum at
Michigan State University designed by
Zaha Hadid, and a long awaited construction project — Parrish Art Museum in
New York, whose authors are Hercog &
de Meuron. What is worth mentioning
is also the Cleveland Contemporary Art
Museum’s new building, and the Städel
Museum’s new extension in Frankfurt.
What has happened in this time of rapid
change in Latvia? It can be stated that in
quite a wide part of society, a rise in the
interest in art can be observed, especially
highlighting its contemporary segment.
It is confirmed by long line-ups in front of
the Latvian National Museum of Art on its
last working day before the main buildings

close to begin the long planned, and urgently necessary, reconstruction process,
as well as by rising activity in the mass
media and social networks before the Purvitis Prize ceremony. Every two years, the
prize is awarded to one Latvian artist who
has presented the most outstanding and
most convincing achievements in art.
A diverse array of institutions take care
of the advancement of the art process in
Latvia — starting from the Latvian National
Museum of Art’s widely branched structures (Arsenāls exhibition hall, Museum
of Decorative Arts and Design, The Art
Museum Riga Bourse, etc.) and Riga Art
Space (under Riga’s municipality’s supervision), to strong non-governmental organizations (Contemporary Art Centre KIM?.
New media center RICX-C,Totaldobže,
etc.) and galleries (Maksla XO, Alma, Rigas
galerija, Bastejs, Daugava). The promotion
of art processes is positively influenced by
the increasing activity of the collectors. The
perfection of visual art is popularized by
the Cēsis Art Festival which invites guests
every summer to one of Latvia’s most
beautiful towns — Cēsis. Internationally
topical, discursive, and at the same time
an experimental look is offered by the contemporary art festival “Survival Kit”.

“Daugava orange
dolphins” 155,5 x 280
cm, paper/water-colour,
2007, Kristaps Ģelzis

Latvia’s artists, following global nomadic
tendencies, freely move both in the
geographical and ideological space. Living in London, Paris, Berlin, Riga or the
Latvian countryside, they create pieces of
art which use the language of the global
and topical art expression, refer to world
events, but at the same time reflect Latvian history and its trace, research and register local specifics and particularity. The
new photographer scene is developing
rapidly and observably, interest is growing in the illustration possibility spectrum.
Next to painting, sculptures, and installations a stable place in Latvia’s contemporary art’s overview is still taken by the
moving image — video, film, sound.
A quite wide insight into Latvia’s contemporary art is possible to obtain by getting
acquainted with ABLV’s collection where,
next to domestic artists, one can get to
know works by Lithuanian, Estonian and
Russian artists. An outstanding photography selection, including both photography
classics (I. Ruka, A. Sutkus, M. Brašmane,
A. Grants) and newer artists who have
gained international appreciation for their
work (A. Stakle, A. Balčus, etc.). Paintings
are decisively represented — alongside
with artists who have actively worked

since the 80s (A. Zariņa, I. Iltnere, K.
Ģelzis, L. Laganovskis, etc), the younger
generation who has swiftly achieved
recognition on an international scale is on
display (J. Avotiņš, Ē. Apaļais, A. Eglītis,
etc.). A couple of splendid video works
have been included in the collection (E.
Deičmane, K. Salmanis, K. Neiburga).
ABLV art collection is being created for the
forthcoming Contemporary Art Museum
of Latvia, which is awaited impatiently,
not only by artists and art lovers, but also
a wide part of society. Art theorist, writer,
and a former Minister of Cultural Affairs
of France André Malraux is remembered
for his “museum without walls” — image and reproduction collection which,
separated from the context of a concrete
place, makes quite a colourful mosaic
and can take pride in the world’s art masterpiece essence. Hopefully in the near
future, Latvia will have “a museum with
walls” — a noticeable and iconic building
with a prominent collection, which will not
only become a destination for tourists, but
will also please Latvia’s inhabitants and
evolve into a meeting point for intellectuals and art lovers, a free time activity place
for families, exciting lessons for pupils,
and an attractive visual accent of Riga.
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Millimetre
master

The renowned
Latvian
photographer
Jānis Deinats
is the author of
the photographs
seen in the ABLV
Bank calendar
2013. Photography is not only his
work, but also a hobby.

From a performer to a composer

Photo from the
ABLV 2013 calendar
The Art of Nature
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Jānis Deinats compares photography
with music, where there are performers
and composers. Nobody denies either
the performers, nor the composers,
because their work is very different.
Also, the creators of photography are
diametrically opposed — there are
photographers who can be added to
reporters, and there are landscapists. If
for a reporter, of the utmost importance
is to catch a single moment, then a
landscapist has to sense the nuances
before pressing down on the shutter
button. The camera is only the means,
like a pencil, with which it is possible to
draw drawings, write stories or prepare
accountancy reports. Jānis Deinats
calls himself more a performer than a
composer. In his free time he becomes
a composer. When going for a walk with
the camera, he frequently senses how
potential whiffles around, but it is hard
to be spotted and captured. That’s why
he equalizes photography with picking
mushrooms. When going mushroom
picking, a human knows what to do.
When being in the forest, there are
many things around, but the mushroom
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picker concentrates only on the mushrooms and also not on all, maybe only
on the boletus. In photography, similar to
mushroom picking, ceaseless selection
occurs. When entering the forest, Jānis
Deinats is not photographing everything
in turn. Thorough, selective work takes
place that seemingly turns — a photograph — into a very simple thing. But it
has happened as a result of thoughtful
selection. In nature, it is important to
be in the right place at the right time, to
capture the imagined shot, otherwise
one can have to wait all the way till the
next year. For example, in the flower
kingdom, some conditions are not possible to capture after only a day.

Photograph as a fairytale
The photographs for ABLV Bank calendar
were made in just under five months
time. “When photographing, I didn’t
think that I was taking photographs for
a bank’s calendar. When entering the
forest I cannot divide — now I photograph for the calendar, now — not,”
tells the photographer, who compares
his work with the creation of fairytales.
He explains that what is seen in the
photographs in nature, is frequently not
even noticeable. What is visible in the
picture has happened in one millisecond, and then gone. Even if it seems
like it has been seen somewhere else,
getting to that place where the picture
is to be taken, one will find that it’s not
there anymore. That’s why photographs
are like fairytales, most often they are
impossible. The calendar includes still
life photographs, Jānis tried to eternalize triangles seen in nature, which as
elements, have been used in the ABLV
Bank logo and show transparency, which
is one of the bank’s basic values.

Significant millimetres
He is satisfied with the job done. ‘’Since
a long time ago, good photography has
been a number of coincidences, which a
photographer uses for his own benefit,’’ says Deinats. Photographer Henri
Cartier-Bresson already once explained,
what differentiates good photography
from not that good one — millimetres.
‘’One of the main criteria for a good
64

CONTEMPORARY ART

photography is uniqueness. The observer thinks a picture is nothing special,
but you go and take a picture like that!
There are things you can duplicate, but
a lot of photographs are not possible to
repeat,’’ explains Deinats, adding, that
a large part of society has the wrong
attitude towards photography and photographers, because there is an opinion
that the only thing that a photographer
has to do is press a button. ‘’I could give
you my camera, show the place and ask
someone else to shoot exactly the same
thing. That simply wouldn’t be possible!’’

Naive documentalism
Every day, Jānis Deinats photographs
theatre, shoots magazine covers and
does different commissioned work, but
the thing that truly excites him from the
heart is documentary photography. The
change of work for him is a break. ‘’That
is exactly why people often choose
physically demanding hobbies, in order
to do something completely different
from their everyday work, ‘’ explains
Deinats. Sometimes he takes advantage of idle moments and proclaims
them his creative time. These creative
activities the photographer has named
naive documentalism, and you cannot always explain these photographs.
‘’Photographs can be judged by those
who know something about them. Like
in football, where the players are chosen
and criticised by professionals, but in the
stadium the spectators are allowed to
applaud or deride the players,” compares
the photographer. He adds his creative
work to contemporary art, where the
task, contrary to fine art, is to move a
person out of their norm and turn their
attention to things that can sometimes
even make them feel uncomfortable.
But with this kind of art, people don’t
perceive it as obviously as pop culture.
‘’We know the Eurovision stars, but we
pay little attention to real values. Society
needs quick sensations, but the things
that are related to culture require thorough work, ‘’ adds Jānis Deinats.

A different view
It’s also not that Deinats has his camera
with him all the time. He denies looking

at the world with some kind of special
photographer view. When walking the
streets without a camera, he looks
around like a normal person. ‘’Others
see differently, but not at all worse. You
have to cultivate the childish sense of
wonder from within. Putting a camera
in a child’s hands, they will definitely
shoot something that would never even
cross an adult’s mind. This sense has
to be developed!’’, he explains. For
this reason Jānis Deinats has purposefully chosen a mobile phone without a
built-in camera. This was a deliberate
choice, so there would be no desire to
use the phone’s camera. Jānis believes
that, nowadays, too many people live
with a view through their smartphones;
therefore, they don’t see anything that
is happening around them. When he
photographs, the first hour passes by
clearing up all his preconceived notions of photography. Photography can
become very habitual as well; therefore,
it is important for a good photographer
to find his own view. ‘’Even the documentary genres are often stilted. I don’t
take pictures in completely random
locations. I walk, and I search for seemingly random events. The photographic
arrangement is also seen there.’’ he
explains.

the photographs, cannot be done with
planning, but has been created as a
result of beautiful coincidences. I love
these occurrences. That is the uniqueness of good photographs.”

Other’s influence
Photographers do not deny that in
their creative work, they have been
influenced from the masters of their
craft, because no one lives in a sterile
environment. He avoids naming specific
influences in his works, because in his
own words: ”I wish to create my own
non-unambiguity”. Among international
photographers, Jānis Deinats values
the work of Thomas Ruff. “Every year
I attend an international photography
exhibition in Paris where there are thousands of photographs. I evaluate which
photographs I like most of all but only
then do I look at the artists, because I
like to enjoy them without any preconceived conceptions.”

A piece of paper that changes
One more photographic element is
the triple time dimension; this dimension simultaneously visualizes the
time depicted in the photograph, as
well as the time and place when the
person looks at the picture. If the two
aforementioned times are constant,
then the time when a person looks at
the photograph is adaptable. That’s
why at a certain time, we look at any
photograph differently. Frequently, not
even noticing, that we have changed

A photograph’s elements
Deinat’s aim is to highlight absolute
abstractions, for which a foundation
can be anything. Painters can paint
abstract works by choosing the colours,
but a photographer cannot develop an
abstraction from non-existing things —
a photographer must ‘see’ it. What for
one person is ice, a crowd of people, a
house or a person close to their heart,
for Jānis Deinats is a beautiful dot in the
right place. It all is his, as the photographer’s elements of composition. Everything around is a palette that is in just
the right place for him. “It all happens
as a result of coincidences. I’m like a
fisherman; I drop in and wait until I get
a bite. The principle is similar, because
I don’t know what I’ll catch,” explains
the photographer, also remembering
the work with the ABLV Bank calendar
photographs. “Often what is seen in

Photo from the
ABLV 2013 calendar
The Art of Nature

our opinion. “In the beginning, you
look at the photograph as a plain piece
of paper. Time goes, and the photograph depicting, for example, your
mother looks completely different. You
observe how she changes. That is one
more function of the photograph — to
cultivate different emotional states. A
boring photograph with houses also
acquires different meaning if the houses are torn down for example,” tells
Jānis Deinats. “That’s why people like
looking at photographs. If everything
around seems the same as usual, flipping through an album we remember
the time. And why do people choose
nature photographs for their walls and
their calendars? Because they perform
a meditative function.”

Countless photographs with 		
an aim
Deinats doesn’t count the number of
photographs he has taken in his life,
for him it is not important. Among
them he has a lot of photographs no
one has ever seen. But all of them are
conscientiously stored with an aim to
be selected at some point and put on
display. “I have initiated a couple of projects which I haven’t exhibited simply
because I move forward and take up
new things. I set my goals approximately, and the criterion in this case is
me, myself.” he explains. In his mind,
photographs have to be seen. If they
are left on a shelf covered in dust, there
is no point in them.

Consolidated financial
report for 2012

Internetbank for iPhone
Now handling payments and sending orders to
ABLV Bank is even faster and more convenient
as we have launched our Internet banking
application for iPhone. Check your account
balance, sign and send to the bank payment
templates, including those, which were prepared
by private bankers upon your request.

67

Bank’s Management Report

Contents
Bank’s Management Report 69
The Council and the Board 75
Statement of Management’s Responsibility 76
Financial Statements:
Statements of Comprehensive Income 77
Statements of Financial Position 78
Statements of Changes in Shareholders’ Equity 80
Cash Flow Statements 82
Notes 84
Independent Auditors’ Report 162

Bank’s Management Report

Bank’s Management
Report
Dear shareholders of ABLV Bank, AS!
The year 2012 was marked by success
and growth of ABLV Bank, AS and the
group. The business volume continued to increase, and the bank’s profit
reached EUR 23,4 million.
Globally, economic growth considerably
declined in 2012. A number of leading
economies, including the euro zone
and the UK, entered recession once
again. According to the IMF estimates,
the world’s GDP growth in 2012 can
amount to 3,3%, whereas in 2011 it
was equal to 3,8%. Moreover, the euro
zone and the UK economies might have
lost about 0,4% over the last year. Compared with the previous year, growth
of the German economy decreased as
well — from 3,1% to 0,9%, while that
of China declined from 9,2% to 7,8%.
According to forecasts, the US experienced growth — its GDP is supposed
to increase from 1,8% to 2,2%, and that
of Japan — from 0,8% to 2,2%.
A negative trend of 2012 can be considered the fact that almost all developed
countries once again ended the year
with budget deficits. The last year was
also full of dramatic events in the field
of combating debt crisis in the euro
zone. In June, Spain and Cyprus were
forced to seek help from European
authorities. In the second half of the
year, the initiative was taken by the
euro zone leadership. After several successful decisions were made, including
expansion of powers of the stabilization fund, establishment of the banking
union, and especially after the decision
on purchasing bonds without amount
restriction was taken by the European
Central Bank, the crisis has receded.

68

Given this background, the economic
situation in Latvia was very successful.
GDP growth over 2012 is estimated
to reach 5,1%, which might be one of
the best economy growth indicators in
the EU. Latvia continued becoming a
regional financial centre alongside development of foreign customer service,
investment and asset management,
and international trade finance. Export
of financial services is an important part
of Latvian national economy, likewise
other exportable sectors — woodworking, pharmaceutical industry, metalworking, and logistics. There are new
jobs created in this segment and related
services developed. Deposits of foreign
customers ensure additional financing
opportunities for business development
in Latvia. Now the total direct effect
of exporting financial services on GDP
amounts to almost 1%.
Given overall development in the financial sector, ABLV Bank strengthened
its position of the largest private bank
in Latvia and major market player in
the field of export of financial services.
There were 59 jobs created within the
group during the year, most of which
in Latvia. As at the end of 2012, there
were 608 people working at ABLV
Group. The bank expanded geography
of its operations, gradually becoming a
notable financial market player internationally. An important contribution to
this was ensured by establishing subsidiary bank in Luxembourg and obtaining
the licence for banking operations.

Bank

The group’s profit in 2012 amounted to
EUR 22,6 million, whereas that of ABLV
Bank, AS — to EUR 23,4 million. The
bank’s profit for 2012 is EUR 3,8 million
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less than that for 2011, because considerable part of the profit in 2011 was
constituted by extraordinary income
generated by sale of securities.
Due to implementation of business
strategy and all planned measures, the
bank improved financial indicators even
more and strengthened its position in
Latvian financial sector in 2012.
• In 2012, the bank’s operating income
before allowances for credit losses
amounted to EUR 94,0 million.
• During 2012, the amount of deposits
with the bank has increased — by
16,6% to reach EUR 2,66 billion.
• As at 31 December 2012, the amount
of the bank’s assets equalled EUR
3,04 billion; ABLV Bank, AS ranked
fourth among commercial banks operating in Latvia in terms of the amount
of assets.
• The bank’s loan portfolio amounted to
EUR 716,6 million (as at 31 December 2011, it was equal to EUR 669,6
million). As at 31 December 2012,
the loan portfolio constituted 23,5%
of the bank’s total assets. The loan
portfolio quality continued to improve.
In 2012, allowances made for credit
losses amounted to EUR 17,1 million
(in 2011 — EUR 23,5 million).
• The bank’s capital and reserves
amounted to EUR 152,0 million (EUR
128,3 million as at 31 December
2011).
• As at 31 December 2012, the bank’s
capital adequacy ratio was 16,04%,
whereas liquidity equalled 62,51%.
• ROE reached 16,64%, and ROA —
0,82%, as at the end of the year.
The bank continued investing available
funds in securities. The total amount
of the securities portfolio was equal to
EUR 1,28 billion, as at 31 December
2012. The bank’s securities portfolio is
mostly composed of fixed-income debt
securities. Securities having credit rating
AA- and higher constitute 74,5% of the
total securities portfolio. In terms of the
investment amount, the securities are
allocated as follows: USA — 24,0%,
Russia — 15,2%, Canada — 13,8%,
Germany — 12,1%, Sweden — 6,7%,
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Latvia — 3,1%, whereas 10,0% is
constituted by securities issued by international institutions — the European
Commission, ERAB, etc. In the reporting period, annual yield of the securities
portfolio amounted to 2,35%.
One of the major events in 2012 was
increase of the equity by issuing shares.
The bank’s shareholders were paid dividends for 2011, at the same time allowing a possibility to re-invest the funds in
the bank’s growth — i.e., to acquire the
bank’s newly issued shares. There were
10 600 shares issued, thus increasing
the bank’s equity by EUR 21,3 million.
At the 2nd stage of share offer, the
demand was 4,5 times higher than supply. 35 current shareholders of the bank
acquired the issued shares. In March
2012, there were also employee shares
issued and distributed between 21 key
officers of the bank, thus establishing
unified motivation system for achieving
successful results. Currently, the bank’s
equity is constituted by 131 600 shares,
i.e., 120 600 voting shares and 11 000
employee shares without voting rights
attached.
Among products and services offered
by the bank, the payment card segment was especially successful. The
number of issued premium credit cards
increased considerably. The bank’s
revenues under payment cards grew by
39,5%, reaching EUR 8,0 million.
Other lines of business were improved
as well. Starting from June 2012, our
customers can obtain financing secured
not just by securities, but also by balances of precious metals accounts.

Investments

Our open-end mutual bond funds also
demonstrated great results last year.
Currently, we offer 4 bond funds and 2
stock funds. The latest one is bond fund
in RUB, which was made available to
the customers from 17 January 2012.
Evaluating return of open-end mutual
funds, it should be noted that most of
those managed to surpass the level

The volume of deposits in the bank
increased to 2,66 billion Euros
during 2012, while the level of
liquidity reached 62,51%.

of 10%: one-year return of ABLV Emerging Markets USD Bond Fund reached
15,63% as at the end of 2012, that of
ABLV Emerging Markets EUR Bond
— 15,88%, ABLV High Yield CIS USD
Bond Fund — 17,96%, ABLV High Yield
CIS RUB Bond Fund — 6,92%, ABLV
Global USD ETF Fund — 9,33%, and
ABLV Global EUR ETF Fund — 11,67%.
As at the end of 2012, ABLV Asset
Management, IPAS total assets under
management amounted to EUR 54,4
million, of which EUR 51.1 million were
customers’ investments in mutual funds
managed by the company and EUR 3,3
million were customers’ funds invested
in individual investment programmes.
The said growth was also facilitated
by increasing number of customers.
More and more our customers wish to
diversify their investment portfolios by
acquiring shares of ABLV mutual funds.
In 2012, liquidation process of bankrupt
company MF Global UK was performed.
MF Global UK was one of the custodians of our customers’ securities and
cooperation partner in securities trading.
Taking care of our customers’ assets,
we made a significant decision that will
facilitate development of the bank’s
investment business: the bank assumed
the customers’ — securities holders’
risks and possible losses related to their
assets with MF Global UK, as well as
covered administrative expenses under
getting the funds and securities back
from MF Global UK. The bank used its
own funds to acquire securities worth
EUR 10,5 million to substitute the cus-

tomers’ securities held with MF Global
UK. The bank’s direct expenses and
allowances under assuming the customers’ risk equalled EUR 2,1 million in the
reporting period. Therefore, the bank’s
profit indicator for the first half of the
year was decreased, but this paid off by
growing customers’ loyalty and investment business development already in
the second half of the year. This was
also a valuable experience, which will be
useful in future.
Due to this, 2012 was a record year for
the bank’s subsidiary company ABLV
Capital Markets, IBAS. Business of
ABLV Capital Markets, IBAS has been
growing rapidly, and the customers’
assets increased by 67,0%, amounting
to historical maximum of EUR 605.4 million, thus allowing the company to end
2012 with profit of EUR 2,1 million.
In 2012, the bank continued gradual
replacement of long-term deposits with
bonds, which was initiated at the end
of 2011. We have already performed 9
public bond issues earlier. Under the
First Bond Offer Programme, there were
3 bond issues performed in 2011, their
face value amounting to EUR 25 million
and USD 30 million. Whereas under the
Second Bond Offer Programme, there
were 6 issues performed in 2012, their
face value amounting to EUR 20 million
and USD 145 million. The issued bonds
have been included in NASDAQ OMX
Riga list of debt securities. ABLV Bank,
AS statement of corporate governance
is available at the bank's home page
www.ablv.com.
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According to NASDAQ OMX Riga
data, in 2012 ABLV Bank, AS,
ensured 86,7% of the listed debt
securities trading turnover
in Riga market.

According to NASDAQ OMX Riga data,
in 2012 ABLV Bank, AS, ensured 86.7%
of the listed debt securities trading
turnover in Riga market, whereas in
the Baltics (Riga, Tallinn, Vilnius) our
securities constituted 29,8% of the total
trading turnover. This is the second best
result among 14 members of the Baltic
Stock Exchange. Our achievements
were also appraised by NASDAQ OMX
Riga presenting Stock Exchange Annual
Award 2012 to ABLV Bank, AS, for
important contribution to formation of
Latvian securities market by expanding
the range of available financial instruments and services.
Since the bank’s customers demonstrate great interest in such investment
products, the bonds will be also issued
in the future.
The bank’s subsidiary company ABLV
Private Equity Management, SIA continued its development; this company
establishes and manages risk capital investment funds for making investments
in share capital of promising Latvian and
foreign companies. ABLV Private Equity
Management, SIA manages direct
investment fund ABLV Private Equity
Fund 2010, KS, established in July 2010.
In the reporting period, ABLV Private
Equity Fund 2010, KS participated in the
transaction which allowed management
of SIA Depo DIY to increase their share
in SIA Depo DIY from 28% to 75% by
72

purchasing shares previously owned by
financial investors. SIA DEPO DIY operates the largest building materials and
household goods retail chain in Latvia
— Depo. As a result of the transaction,
ABLV Private Equity Fund 2010 owns
25% of SIA Depo DIY capital shares.
Earlier, the fund has acquired capital
shares of biogas producing company,
pharmaceutical company and special
private clinic Orto.
The last year was also important for our
real estate development and trading
group. The real estate line of business
was launched to ensure completion,
maintenance, and sale of taken over
properties that were used as collateral
under loans before crisis. In 2012, the
real estate line of business acquired
new brand — Pillar. The number of
properties sold in 2012 has doubled
compared with 2011, amounting to 254
real estate units. 125 of those were
apartments in existing homes, but 101
— in new projects. The total value of
properties sold by Pillar in 2012 was
EUR 15,7 million.
Given customers’ demand, intensive
work on completing apartment blocks
has been performed. In 2012, there
were 3 new projects completed: 33
apartments in Pine Breeze project at
Lašu 1A in Jurmala, 50 apartments in
Mārtiņa nams 2 project at Slokas 59A in
Riga, and 47 apartments at Liesmas 4 in
Riga. The total amount invested by Pillar

in developing these projects reached
EUR 10,7 million.

larus, Kazakhstan, Tajikistan, Azerbaijan, and Uzbekistan.

Whereas in 2013 Pillar will complete
an upscale project — Elizabetes Park
House in Riga centre, at Elizabetes 21a.
Most of 18 premium apartments in this
building have already been reserved
during renovation. In 2013, Pillar also
plans to complete two more projects
in Riga: 80 apartments in Lielezeres
Apartment House and 54 apartments
at Dārza 32, as well as several small
individual projects.

At the beginning of April 2012, ABLV
representative office in Minsk moved
to new premises located at 70 Mjasnikova street. The new office follows
the pattern of meeting premises in
Riga office, maintaining our customer
service standards and complying with
the brand requirements. The premises
of other representative offices will be
also gradually redesigned to meet these
standards.

In total, Pillar has sold 450 properties
over several years. Currently, Pillar
supervises more than 1 200 properties
worth about EUR 85,4 million, which is
one of the largest real estate portfolios
in Latvia.

Luxembourg

In the last year, we sold 100% of SIA
AB.LV Transform Investment capital
shares for EUR 3,7 million. The main
asset of the company were commercial
premises in Moscow.

Advisory

The service of obtaining residence
permit in Latvia remains to be the most
popular one among those rendered
by ABLV Corporate Services, SIA. In
total, during 2012 we have assisted 102
persons in receiving residence permits — they were our customers and
their families. 80% of them obtained
residence permits due to acquiring real
estate, thus their investments contributed to increasing liquidity of Latvian
real estate market and the sector
development.
During the reporting period, the
customers also used other advisory
services — advice on establishing
holding structures, settling trusts, and
assistance in choosing tax residency.
ABLV Consulting Services, AS was
also operating successfully, assisting in
maintaining relations with existing customers and attracting new customers
at ABLV Group target markets. ABLV
Group has 10 representative offices in
7 countries — in Russia, Ukraine, Be-

In the reporting period, the Luxembourg
Ministry of Finance issued banking
licence to ABLV Bank Luxembourg,
S.A. ABLV Bank Luxembourg, S.A. is
an independent company, the founder
and sole shareholder of which is ABLV
Bank, AS. ABLV Bank, AS invested
EUR 20 million in capital of Luxembourg
subsidiary bank.
The subsidiary bank in Luxembourg
was established in order to develop the
existing customer base and strengthen
their loyalty, providing larger range of
investment and fiduciary services, as
well as to attract new customers. ABLV
Bank is the first bank from the Baltic
countries to establish subsidiary bank in
Luxembourg.
The Board of ABLV Bank Luxembourg,
S.A. will be composed of Ernests
Bernis, Vadims Reinfelds, Leonīds Kiļs,
Paul Mousel, Benoît Wtterwulghe, and
Andris Riekstiņš. Daily bank management is assigned to the Chief Executive
Officer — Benoît Wtterwulghe and the
Deputy Chief Executive Officer — Andris Riekstiņš, who have managed the
company since its establishment —
during research and preparatory period.
At the beginning of 2013, preliminary
offering of the bank’s products to limited
number of customers was started.

Plans for 2013

Planning growth, increase of profitability and overall income in 2013, great
attention will be paid to assessing and
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reducing possible impact of negative
factors, as well as to risk management
and compliance with regulatory requirements. At the same time, the bank and
subsidiaries companies rendering investment services are expected to grow
faster than on average within the sector,
retaining leading positions in the field of
export of financial services, as well as
the status of the largest bank.
We continue work on increasing the
number of active customers and services used by them, and we are going
to implement some new investment
products. Therefore we plan operating
income of ABLV Group to rise by at
least 19% in 2013. We will considerably increase the amount of granted
commercial loans, mainly focusing on
Latvian and Russian markets. In 2013,
we will substantially enhance investments in Latvian government securities.
To ensure business growth in 2013, we
plan considerable staff increase — there
will be more than 90 jobs created.

For society

In 2012, ABLV Bank, in cooperation with
ABLV Charitable Foundation, continued
supporting various socially important
projects.

exhibition of Alexandre Vassiliev’s dress
collection in Riga supported by ABLV.
At the end of the year, in cooperation
with ABLV Charitable Foundation,
we arranged annual fund drive “Help
children!". The funds donated under this
fund drive were used to buy hearing
devices for children who need them and
to help children from poor families and
children with special needs go to summer camps.
Since the foundation was established,
the bank has donated EUR 1,95 million
to charity through the intermediary of
the foundation. The funds were used
to implement about 200 charitable
projects.
At the end of the last year, the bank
decided to acquire new office premises
for ABLV Charitable Foundation for
EUR 372,8 thousand, thus allowing the
foundation to operate even more successfully.
We express our gratitude to our shareholders and customers for their loyalty
and to all officers for their important
contribution in achievement of the company’s targets!

Art exhibitions supported by the bank
and charitable foundation were also
greatly appreciated by public. Traditionally, the largest number of visitors was
attracted by dress exhibition presented
by famous fashion historian Alexandre
Vassiliev. The name of the exhibition
brought to Riga this time was Art Nouveau Fashion. This was already fourth

Chairman of the Council
Oļegs Fiļs

Riga, 25 February 2013
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The council
and the board
The council of the bank:
Chairman of the Council:
Oļegs Fiļs

Date of election:
04/10/2011

Deputy Chairman of the Council:
Jānis Krīgers

Date of re-election:
04/10/2011

Council Member:
Igors Rapoports

Date of re-election:
04/10/2011

The board of the bank:

Chairman of the Board:
Ernests Bernis — Chief Executive Officer (CEO)

Date of re-election:
17/10/2011

Deputy Chairman of the Board:
Vadims Reinfelds — Deputy Chief Executive Officer (dCEO)

Date of re-election:
17/10/2011

Board Members:
Aleksandrs Pāže — Chief Compliance Officer (CCO)
Edgars Pavlovičs — Chief Risk Officer (CRO)
Māris Kannenieks — Chief Financial Officer (CFO)
Rolands Citajevs — Chief IT Officer (CIO)

Date of re-election:
17/10/2011
17/10/2011
17/10/2011
17/10/2011
Date of election:
17/10/2011

Romans Surnačovs — Chief Operating Officer (COO)

There were no changes in the council and the board
of the bank during the reporting year.

Chairman of the Board
Ernests Bernis

Chairman of the Council
Oļegs Fiļs

Chairman of the Board
Ernests Bernis

Riga, 25 February 2013
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Statement of
management’s
responsibility

Income statements and other statements
of comprehensive income for the years
ended 31 December 2012 and 2011
EUR`000

Notes

The council and the board of ABLV
Bank, AS (hereinafter — the bank) are
responsible for the preparation of the
financial statements of the bank as well
as for the preparation of the consolidated financial statements of the bank
and its subsidiaries (hereinafter — the
group).
The financial statements set out on
pages 77 to 161 are prepared in accordance with the source documents
and present truly and fairly the financial
position of the bank and the group as at
31 December 2012 and 2011, and the
results of their operations, changes in
the shareholders’ equity and cash flows
for the years then ended.
The aforementioned financial statements are prepared on a going concern
basis in conformity with International

Financial Reporting Standards as adopted by the European Union. Prudent and
reasonable judgements and estimates
have been made by the management
in the preparation of the financial
statements.

Group
01/01/2011—
31/12/2011

Bank
01/01/2012—
31/12/2012

Bank
01/01/2011—
31/12/2011

Interest income

3

54,500

54,129

54,052

53,678

Interest expense

3

(21,865)

(22,308)

(21,840)

(22,148)
31,530

Net interest income

32,635

31,821

32,212

Commission and fee income

4

45,987

37,165

41,549

33,467

Commission and fee expense

4

(5,588)

(4,863)

(5,013)

(4,260)

Net commission and fee income

40,399

32,302

36,536

29,207

Net gain on transactions with financial instruments and foreign exchange

5

20,790

37,807

20,997

37,951

Other income

6

23,751

13,507

2,254

1,919

10

1

1,998

1,006

(19,101)

(24,176)

(18,837)

(24,385)

98,484

91,262

75,160

77,228

9

(43,042)

(40,052)

(34,099)

(34,264)

(2,908)

(2,635)

(2,039)

(2,157)

6

(21,115)

(13,043)

(8,170)

(7,049)

33

46

26

23

Provisions

(481)

-

(481)

-

Impairment of financial instruments

(487)

(2,499)

(487)

(2,499)

Income from dividends

The council and the board of the bank
(hereinafter — the management) are responsible for the maintenance of proper
accounting records, the safeguarding
of the group’s assets, and the prevention and detection of fraud and other
irregularities in the group. The management of the bank are also responsible
for operating the group and the bank
in compliance with the Law of the
Republic of Latvia on Credit Institutions,
Regulations of the Bank of Latvia and
the Financial and Capital Market Commission, and other laws of the Republic
of Latvia applicable to credit institutions.

Group
01/01/2012—
31/12/2012

Impairment allowance

7

Operating income
Administrative expense
Amortisation and depreciation
Other expense
Gain/ (loss) from sale of tangible and intangible fixed assets

Impairment of non-financial assets

8

Total operating expense
Profit before corporate income tax
Corporate income tax

10

Net profit for the year

(2,275)

(1,793)

(1,172)

505

(70,275)

(59,976)

(46,422)

(45,441)

28,209

31,286

28,738

31,787

(5,633)

(5,102)

(5,326)

(4,602)

22,576

26,184

23,412

27,185

22,917

26,672

(341)

(488)

Attributable to:
Equity holders of the bank
Non-controlling interests
Other comprehensive income:

Chairman of the Council
Oļegs Fiļs

Chairman of the Board
Ernests Bernis

Changes in fair value revaluation reserve of available-for-sale financial assets

6,791

(7,109)

6,791

(7,109)

Charge to income statement as a result of sale of available-for-sale securities

(23)

(2,600)

(23)

(2,600)
2,499

Charge to income statement due to recognised impairment of available-for-sale securities
Change in deferred corporate income tax
Other comprehensive income, total
Total comprehensive income

487

2,499

487

(1,087)

1,079

(1,087)

1,079

6,168

(6,131)

6,168

(6,131)

28,744

20,053

29,580

21,054

29,085

20,541

Attributable to:
Equity holders of the bank
Non-controlling interests
Earnings per share attributable to the equity holders of the bank, EUR

(341)

(488)

230,77

186,73

Riga, 25 February 2013
Chairman of the Council
Oļegs Fiļs

Chairman of the Board
Ernests Bernis

Riga, 25 February 2013
76

77

Bank’s Management Report

Bank’s Management Report

Statements of financial position as at
31 December 2012 and 31 December 2011

Statements of financial position as at
31 December 2012 and 31 December 2011

EUR`000
Assets

Notes

Group
31/12/2012

Group
31/12/2011

Bank
31/12/2012

Bank
31/12/2011

EUR`000
Liabilities

Cash and deposits with the Bank of Latvia

11

307,451

204,414

307,446

204,414

Derivatives

Balances due from credit institutions

12

559,053

738,301

553,020

737,719

Demand deposits from credit institutions

Derivatives

20

115

11,623

115

11,623

4,742

1,071

4,742

1,071

Deposits
Current corporate income tax liabilities

Financial assets at fair value through profit or loss
Shares and other non-fixed income securities

14

Available-for-sale financial assets

4,742

1,071

4,742

1,071

530,740

779,388

530,740

Other liabilities
Deferred corporate income tax

13

776,191

527,521

776,191

527,521

Shares and other non-fixed income securities

14

3,197

3,219

3,197

3,219

15

711,133

667,930

716,574

669,608

500,612

237,304

500,612

13

500,612

237,304

500,612

Loans
Held-to-maturity investments
Debt securities and other fixed income securities

201

6,515

201

1,376

2,531

3,423

2,531

21

10

Provisions
22

237,304

Subordinated deposits

23

237,304

Other liabilities

16

3,796

448

127,457

101,431

Investment properties

17

29,675

30,652

24,620

23,708

Tangible fixed assets

18

27,903

14,330

6,981

7,049

Intangible fixed assets

18

5,437

4,970

4,815

4,792

101

21

-

-

Deferred corporate income tax

10

575

4,818

105

4,779

Other assets

19

99,610

83,669

17,955

11,508

3,029,591

2,530,291

3,043,830

2,545,746

Total assets

6,515

Issued securities

Investments in subsidiaries and associates

Current corporate income tax receivables

20

Term deposits from credit institutions

779,388

Debt securities and other fixed income securities

Notes

Group
31/12/2012

Chairman of the Board
Ernests Bernis

Bank
31/12/2012

Bank
31/12/2011

3,173

13,043

11,959

9,532

2,649,944

2,270,104

2,659,191

2,281,067

1,811

246

1,504

-

22,646

18,382

12,819

13,241
-

101

265

-

481

-

481

-

177,601

73,288

177,601

80,048

18,372

30,822

18,372

30,822

2,882,020

2,408,882

2,891,865

2,417,442

28,087

23,477

28,087

23,477

27,291

7,477

26,481

7,477

2,134

2,134

2,134

2,134

Shareholders' equity
Paid-in share capital

24

Share premium
Reserve capital and other reserves

2,639

(3,529)

2,639

(3,529)

Retained earnings brought forward

Fair value revaluation reserve of available-for-sale financial assets

61,600

64,462

69,212

71,560

Retained earnings for the period

22,917

26,672

23,412

27,185

144,668

120,693

151,966

128,304

Attributable to the equity holders of the bank
Non-controlling interests

Chairman of the Council
Oļegs Fiļs

Group
31/12/2011

Total shareholders' equity
Total liabilities and shareholders' equity

2,903

716

-

-

147,571

121,409

151,965

128,304

3,029,591

2,530,291

3,043,830

2,545,746

124,490

Memorandum items
Funds under trust management

Riga, 25 February 2013

196,129

166,311

141,815

Contingent liabilities

27

10,034

17,153

10,034

17,153

Financial commitments

27

43,079

29,795

43,079

29,795

Chairman of the Council
Oļegs Fiļs

Chairman of the Board
Ernests Bernis

Riga, 25 February 2013
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Statement of changes in shareholders’
equity of the group for the years ended
31 December 2012 and 31 December 2011

Statement of changes in shareholders’
equity of the bank for the years ended
31 December 2012 and 31 December 2011

EUR`000

As at 1 January 2011
Total comprehensive income
for the year 2011
Increase of non-controlling interests
As at 31 December 2011
As at 1 January 2012

Paid-in share
capital

Share
premium

Reserve
capital

Fair value
revaluation
reserve

Retained
earnings

Attributable
to the equity
holders
of the Bank

23,477

7,477

2,134

2,602

64,462

100,152

970

101,122

-

-

-

(6,131)

26,672

20,541

(488)

20,053

Noncontrolling
interests

Total
shareholders'
equity

(6,131)

27,185

21,054

(3,529)

98,745

128,304

23,477

7,477

2,134

(3,529)

98,745

128,304

-

-

-

6,168

23,412

29,580
(27,185)

-

-

233

233

120,693

715

121,408

As at 1 January 2012
Total comprehensive income
for the year 2012

-

-

-

6,168

22,917

29,085

(341)

28,744

Dividends paid

-

-

-

-

(27,186)

(27,186)

-

(27,186)

Issue of personnel shares

2,348

-

-

-

(2,348)

-

-

-

Issue of shares

2,262

19,004

-

-

-

21,266

-

21,266

-

810

-

-

-

810

2,528

3,338

28,087

27,291

2,134

2,639

84,517

144,668

2,903

147,571

107,252

-

91,134

Total comprehensive income
for the year 2012

71,560

2,134

-

121,409

2,602

-

(3,529)

716

2,134

7,477

-

120,693

7,477

Retained
earnings

-

2,134

91,134

23,477

Reserve
capital

Retained
earnings
equity

23,477

-

(3,529)

Share
premium

Fair value
revaluation
reserve

As at 31 December 2011

7,477

2,134

Chairman of the Council
Oļegs Fiļs

Total comprehensive income
for the year 2011

-

7,477

As at 31 December 2012

As at 1 January 2011

23,477
23,477

Increase of non-controlling interests

EUR`000
Paid-in
share
capital

Dividends paid

-

-

-

-

(27,185)

Issue of personnel shares

2,348

-

-

-

(2,348)

-

Issue of shares

2,262

19,004

-

-

-

21,266

28,087

26,481

2,134

2,639

92,624

151,965

As at 31 December 2012

Chairman of the Council
Oļegs Fiļs

Chairman of the Board
Ernests Bernis

Chairman of the Board
Ernests Bernis

Riga, 25 February 2013
Riga, 25 February 2013
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Cash flow statements of the group
and the bank for the years ended
31 December 2012 and 31 December 2011

Cash flow statements of the group
and the bank for the years ended
31 December 2012 and 31 December 2011
EUR`000
Group
01/01/2012—
31/12/2012

Group
01/01/2011—
31/12/2011

Bank
01/01/2012—
31/12/2012

Bank
01/01/2011—
31/12/2011

28,208

31,286

28,738

31,787

2,908

2,635

2,039

2,157

Allowance for impairment of assets

19,085

24,176

18,837

24,385

Impairment of non-financial assets

(2,275)

1,793

1,172

(505)

Cash flow from operating activities
Profit before corporate income tax
Amortisation and depreciation of fixed assets and investment properties

(297)

2,849

(297)

2,780

Interest (income)

Decrease/ (increase) in financial instruments

(54,500)

(54,129)

(54,052)

(53,678)

Interest expense

21,865

22,308

21,840

22,148

7,930

(7,066)

(211)

(7,299)

22,924

23,852

18,066

21,775

(Increase) in balances due from credit institutions

(66,060)

(5,815)

(65,641)

(5,817)

(Increase)/ decrease in loans

(59,055)

48,053

(63,499)

44,341

(Increase)/ decrease in financial assets at fair value through profit or loss

(16,066)

26,955

(16,066)

27,023

(9,781)

(19,882)

2,188

(3,381)

Other non-cash items
Net cash flow from operating activities before changes in assets and liabilities

(Increase)/ decrease in other assets
(Decrease)/ increase in balances due to credit institutions
Increase in deposits
Increase/ (decrease) in derivatives
Increase in other liabilities
Net cash flow from operating activities before corporate income tax
Interest received in the reporting year
Interest (paid) in the reporting year
Corporate income tax (paid)

(3,909)

1,010

10,259

1,700

409,945

504,855

408,230

499,599

17,824

(6,865)

17,824

(6,865)

4,069

8,499

(433)

5,508

299,891

580,662

310,928

583,883

46,344

46,878

46,851

47,769

(17,972)

(18,657)

(17,972)

(18,494)

(582)

(249)

-

-

327,681

608,634

339,807

613,158

(350,482)

(123,259)

(350,482)

(123,259)

20,824

154,221

20,824

154,221

(1,090,224)

(577,098)

(1,090,224)

(577,098)

Sale of available-for-sale financial assets

905,942

252,773

905,942

252,773

(Purchase) of intangible and tangible fixed assets and investment properties

(23,941)

(6,672)

(3,173)

(1,524)

7,779

63

75

63

(3,348)

(448)

(33,739)

(17,426)

Net cash flow from operating activities

EUR`000
Group
31/12/2012

Group
31/12/2011

Cash and deposits with the Bank of Latvia

307,451

Balances due from credit institutions

468,439

Cash and cash equivalents

Balances due to credit institutions
Total cash and cash equivalents

Bank
31/12/2012

Bank
31/12/2011

204,414

307,446

204,414

712,910

462,826

712,328

(3,423)

(10,363)

(3,423)

(10,363)

772,467

906,961

766,849

906,379

Cash flow from investing activities
(Purchase) of held-to-maturity investments
Redemption of held-to-maturity investments
(Purchase) of available-for-sale financial assets

Sale of intangible and tangible fixed assets
(Purchase) of investments in other entities
Decrease in investments in subsidiaries
Net cash flow from investing activities

-

-

6,919

-

(533,450)

(300,420)

(543,858)

(312,250)

Cash flow from financing activities
Increase in subordinated loans

3,322

-

3,322

-

(15,481)

(3,339)

(15,481)

(3,339)

Sale of issued securities

128,556

40,257

128,556

47,017

(Repurchase) of issued securities

(25,723)

-

(32,481)

-

Dividends (paid)

(27,177)

-

(27,177)

-

Issue of shares

21,266

-

21,266

-

Net cash flow from financing activities

84,763

36,918

78,005

43,678

(Repayment) of subordinated loans

(121,006)

345,132

(126,046)

344,586

Cash and cash equivalents at the beginning of the year

Net cash flow

906,961

556,700

906,379

556,663

(Loss)/ gain from revaluation of foreign currency positions

(13,488)

5,129

(13,484)

5,130

Cash and cash equivalents at the end of the year

772,467

906,961

766,849

906,379
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Notes to the financial
statements for the year
ended 31 December 2012
Note 1
General information

ABLV Bank, AS was registered in Aizkraukle, Republic of Latvia, on 17 September 1993, as a joint stock company.
At present, the legal address of the
bank is Elizabetes Street 23, Riga.
The bank operates in accordance with
the laws and regulations of the Republic
of Latvia and the licence issued by the
bank of Latvia that allows the bank to
render all the financial services specified in the Law on Credit Institutions.
The group’s and bank’s main scope of
activity is investment services, settlement products, asset management,
financial consultations and real estate
management.
The group and the bank operate the
central office and one lending centre in
Riga, as well as foreign representation
offices in Azerbaijan — Baku, in Belarus
— Minsk, in Kazakhstan — Almaty, in
Russia — Moscow, St. Petersburg and
Yekaterinburg, in Ukraine — Kyiv with
its branch in Odessa, in Uzbekistan —
Tashkent and Tajikistan — Dushanbe.

The following abbreviations are used in
the notes to these financial statements:
International Financial Reporting Standards (IFRS), International Accounting
Standards (IAS), International Accounting Standards Board (IASB), International Financial Reporting Interpretations Committee (IFRIC), Financial and
Capital Market Commission (FCMC),
European Monetary Union (EMU),
European Union (EU), Organisation for
Economic Cooperation and Development (OECD).
These consolidated and separate financial statements contain the financial
information about the bank and its
subsidiaries as well as separately about
the bank. The bank’s separate financial statements are included in these
consolidated financial statements to
comply with legal requirements. The
bank is the parent of the group.
The consolidated financial statements
of the group and the separate financial statements of the bank for the
year ended 31 December 2012 were
approved by the bank’s board on 25
February 2013.

The group comprises the following subsidiaries:
Registration
number

Business profile

Sharein the entity's
capital (%)

LV

50003149401

Financial services

100

LV

40003814724

Financial services

100

ABLV Capital Markets, IBAS

LV

40003814705

Financial services

100

4

ABLV Consulting Services, AS

LV

40003540368

Consulting services

100

5

ABLV Corporate Services, SIA

LV

40103283479

Consulting services

100

6

ABLV Corporate Services, LTD

CY

HE273600

Consulting services

100

7

ABLV Bank Luxembourg, S.A.

LU

B 162048

Financial services

100

8

Pillar Holding Company, KS
(previously — ABLV Transform Partnership, KS)

LV

40103260921

Holding company

99.9997

9

Pillar, SIA

LV

40103554468

Real estate transactions

100

10

Pillar Management, SIA (previously — Transform 1, SIA)

LV

40103193211

Real estate transactions

100

11

Pillar 2, SIA (previously — Transform 2, SIA)

LV

40103193033

Real estate transactions

100

12

Pillar 3, SIA (previously — Transform 3, SIA)

LV

40103193067

Real estate transactions

100

13

Pillar 4, SIA (previously — Transform 4, SIA)

LV

40103210494

Real estate transactions

100

14

Pillar 6, SIA (previously — Transform 6, SIA)

LV

40103237323

Real estate transactions

100

15

Pillar 7, SIA (previously — Transform 7, SIA)

LV

40103237304

Real estate transactions

100

16

Pine Breeze, SIA (previously — Transform 8, SIA)

LV

40103240484

Real estate transactions

100

17

Pillar 9, SIA (previously — Transform 9, SIA)

LV

40103241210

Real estate transactions

100

18

Pillar 10, SIA (previously — Transform 10, SIA)

LV

50103247681

Real estate transactions

100

19

Pillar 11, SIA (previously — Transform 11, SIA)

LV

40103258310

Real estate transactions

100

20

Pillar 12, SIA (previously — Transform 12, SIA)

LV

40103290273

Real estate transactions

100

21

Pillar 13, SIA (previously — Transform 13, SIA)

LV

40103300849

Real estate transactions

100

22

Lielezeres Apartment House, SIA
(previously — Transform 14, SIA)

LV

50103313991

Real estate transactions

100

23

Pillar 17, SIA (previously — Transform 17, SIA)

LV

40103424617

Real estate transactions

100

24

Pillar 18, SIA (previously — Transform 18, SIA)

LV

40103492079

Real estate transactions

100

25

Elizabetes Park House, SIA

LV

50003831571

Real estate transactions

91.6

26

New Hanza City, SIA

LV

40103222826

Real estate transactions

100

27

ABLV Private Equity Management, SIA

LV

40103286757

Investment project management

100

28

ABLV Private Equity Fund 2010, KS

LV

40103307758

Investment activities

100

29

Vaiņode Agro Holding, SIA

LV

40103503851

Agriculture

70

30

Vaiņodes Agro, SIA

LV

40103484940

Agriculture

70

31

Vaiņodes Bekons, SIA

LV

42103019339

Agriculture

70

32

Gas Stream, SIA

LV

42103047436

Electricity generation

49

33

Bio Future, SIA

LV

42103047421

Electricity generation

49

34

Ortopēdijas, sporta traumatoloģijas un mugurkaula
ķirurģijas klīnika ORTO, SIA

LV

40103175305

Medical services

60

35

Orto māja, SIA

LV

40103446845

Medical services

60

No

Company

1

ABLV Bank, AS

2

ABLV Asset Management, IPAS

3

Country of
incorporation

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 2
Information on principal
accounting policies

A summary of the principal accounting policies, all of which have been
applied consistently throughout the
years ended 31 December 2012 and
2011, is set out below.
a) Basis of Preparation
These consolidated and separate
financial statements are based on the
accounting records made pursuant
to the legislative requirements and
prepared in conformity with International Financial Reporting Standards
and IFRIC Interpretations as adopted
by the European Union, on a going
concern basis.
These financial statements are
prepared on a historical cost basis,
except for financial assets and liabilities (available-for-sale financial
assets, financial assets and liabilities
at fair value through profit or loss, and
derivatives) which are reported
at fair value.
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During the year ended 31 December
2012, the group and the bank consistently applied accounting policies in line
with those disclosed in the prior-year
financial statements, except for the
changes listed below in Adoption of
new and/ or changed IFRSs and IFRIC
interpretations in the reporting year.

b) Adoption of New and/ or
Changed IFRSs and IFRIC
Interpretations in the
Reporting Year
In the reporting period, the group/
bank has adopted the following
new and amended IFRS and IFRIC
interpretations, which do not have
a significant impact on the financial
statements:
•• amendment to IFRS 7 Financial
Instruments - Enhanced
Derecognition Disclosure
Requirements,
•• amendment to IAS 12 Deferred tax Recovery of Underlying Assets.

The accounting policies are applied consistently by all entities of the group.
The functional currency of the bank and
its Latvian subsidiaries is the monetary
unit of the Republic of Latvia (LVL).
Transactions of the bank’s foreign subsidiaries are accounted for in the currency of their economic environment.
The presentation currency of the group
and the bank is the lat (LVL).

The IASB issued an amendment to
IFRS 7 that enhances disclosures for
financial assets. These disclosures
relate to assets transferred (as
defined under IAS 39). If the assets
transferred are not derecognised
entirely in the financial statements,
an entity has to disclose information
that enables users of financial
statements to understand the
relationship between those assets
which are not derecognised and
their associated liabilities. If those
assets are derecognised entirely,
but the entity retains a continuing
involvement, disclosures have to be
provided that enable users of financial
statements to evaluate the nature of,
and risks associated with, the entity’s
continuing involvement in those
derecognised assets. The amendment
has only disclosure effects. The
adoption of this amendment does
not affect these financial statements
because the group/ bank does not
have such financial assets.

These consolidated and separate
financial statements are reported in
thousands of EUR (EUR’000), unless
otherwise stated. Information given
herein in brackets represents comparative figures for the year ended 31
December 2011.

The principal rates of exchange (LVL for one foreign currency unit) fixed by the
Bank of Latvia and used in the preparation of the bank’s and group’s financial
statements were as follows:
Reporting date

USD

EUR

RUB

31 December 2012

0,531

0,702804

0,0174

31 December 2011

0,544

0,702804

0,0170

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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The amendment to IAS 12 Deferred
tax is effective for annual periods
beginning on or after 1 January
2012. The amendment clarifies the
determination of deferred tax on
investment property measured at fair
value. The amendment introduces a
rebuttable presumption that deferred
tax on investment property measured
using the fair value model in IAS
40 should be determined on the

basis that its carrying amount will be
recovered through sale. Furthermore,
it introduces the requirement that
deferred tax on non-depreciable
assets that are measured using the
revaluation model in IAS 16 always be
measured on a sale basis of the asset.
This amendment has not yet been
endorsed by the EU. The group/ bank
has assessed that this amendment
will not affect its financial position and
performance because the group/ bank
measures its investment properties
according to the cost model.

Standards issued but not yet
effective or not endorsed by the
EU and not early adopted

The group and the bank have not
applied the following IFRS and IFRIC
interpretations that have been issued
as of the date of authorisation of these
financial statements for issue, but
which are not yet effective:
IAS 1 Financial Statement Presentation
(Amended) — Presentation of Items of
Other Comprehensive Income
The amendment is effective for annual periods beginning on or after 1
July 2012. The amendments to IAS 1
change the grouping of items presented in OCI. Items that could be reclassified (or ‘recycled’) to profit or loss at a
future point in time (for example, upon
derecognition or settlement) would be
presented separately from items that
will never be reclassified. The amendment affects presentation only and has
no impact on the group’s financial position or performance. This amendment
has not yet been endorsed by the EU.
The group/ bank is in the process of
assessing the impact of this amendment on the disclosures to be included
in these financial statements.
IAS 19 Employee Benefits (Amended)
The amendment is effective for annual
periods beginning on or after 1 January 2013. The IASB has issued numerous amendments to IAS 19. These
range from fundamental changes such
as removing the corridor mechanism
and the concept of expected returns

on plan assets to simple clarifications
and re-wording. Early application is
permitted. This amendment has not
yet been endorsed by the EU. The
group/ bank is in the process of assessing the impact of this amendment
on the financial position or performance of the group/ bank.
IAS 27 Separate Financial
Statements (Revised)
The Standard is effective for annual periods beginning on or after 1
January 2013. As a result of the new
standards IFRS 10 and IFRS 12, this
standard was amended to contain
accounting and disclosure requirements for investments in subsidiaries,
joint ventures and associates when
an entity prepares separate financial
statements. IAS 27 Separate Financial
Statements requires an entity preparing separate financial statements to
account for those investments at cost
or in accordance with IFRS 9 Financial
Instruments. Earlier application is permitted. This amendment has not yet
been endorsed by the EU. The group/
bank is in the process of assessing
the impact of this amendment on the
financial position or performance of
the group/ bank.
IAS 28 Investments in Associates and
Joint Ventures (Revised)
The Standard is effective for annual
periods beginning on or after 1 January 2013. As a consequence of the
new IFRS 11 and IFRS 12, IAS 28 has
been renamed IAS 28 Investments in
Associates and Joint Ventures, and
describes the application of the equity
method to investments in joint ventures in addition to associates. Earlier
application is permitted. This amendment has not yet been endorsed by
the EU. The group/ bank is in the process of assessing the impact of this
amendment on the financial position
or performance of the group/ bank.
IAS 32 Financial Instruments: Presentation (Amended) — Offsetting Financial Assets and Financial Liabilities
The amendment is effective for annual
87
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periods beginning on or after 1 January 2014. This amendment clarifies
the meaning of “currently has a legally
enforceable right to set-off” and also
clarifies the application of the IAS
32 offsetting criteria to settlement
systems (such as central clearing
house systems) which apply gross
settlement mechanisms that are not
simultaneous. The amendments to
IAS 32 are to be retrospectively applied. Earlier application is permitted.
However, if an entity chooses to early
adopt, it must disclose that fact and
also make the disclosures required
by IFRS 7 Offsetting Financial Assets
and Financial Liabilities amendments.
This amendment has not yet been
endorsed by the EU.
IFRS 7 Financial Instruments: Disclosures (Amended) — Offsetting Financial Assets and Financial Liabilities
The amendment is effective for annual
periods beginning on or after 1 January 2013. The amendment introduces
common disclosure requirements.
These disclosures would provide users with information that is useful in
evaluating the effect or potential effect
of netting arrangements on an entity’s
financial position. The amendments
to IFRS 7 are to be retrospectively
applied. The group/ bank is in the
process of assessing the impact of the
amendment on the financial position or
performance of the group/ bank.
IFRS 9 Financial Instruments - Classification and Measurement
The new standard is effective for
annual periods beginning on or after
1 January 2015. IFRS 9 as issued
will eventually replace IAS 39 and it
applies to classification and measurement of financial assets and financial
liabilities as defined in IAS 39. Phase 1
of IFRS 9 will have a significant impact
on the classification and measurement
of financial assets and a change in
reporting for those entities that have
designated financial liabilities using the
FVO. In subsequent phases, the IASB
will address hedge accounting and
impairment of financial assets. Earlier
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application is permitted. This standard
has not yet been endorsed by the
EU. The group/ bank is in the process
of assessing the impact of the new
standard on the financial position or
performance of the group/ bank.

of assets, liabilities, revenues and
expenses. This standard has not yet
been endorsed by the EU. The group/
bank is in the process of assessing
the impact of the new standard on the
financial position or performance of
the group/ bank.

IFRS 10 Consolidated Financial
Statements
The new standard is effective for annual periods beginning on or after 1
January 2014. IFRS 10 replaces the
portion of IAS 27 Consolidated and
Separate Financial Statements that
addresses the accounting for consolidated financial statements as well
as SIC-12 Consolidation — Special
Purpose Entities. IFRS 10 establishes
a single control model that applies to
all entities including special purpose
entities. The changes introduced by
IFRS 10 will require management to
exercise significant judgment to determine which entities are controlled and,
therefore, are required to be consolidated by a parent. Examples of areas
of significant judgment include evaluating de facto control, potential voting
rights or whether a decision maker
is acting as a principal or agent. This
standard has not yet been endorsed
by the EU. The group/ bank is in the
process of assessing the impact of the
new standard on the financial position
or performance of the group/ bank.
IFRS 11 Joint Arrangements
The new standard is effective for annual periods beginning on or after 1
January 2014. IFRS 11 replaces IAS 31
Interests in Joint Ventures and SIC-13
Jointly-controlled Entities — Nonmonetary Contributions by Venturers. IFRS 11 eliminates proportionate
consolidation of jointly controlled
entities. Instead, jointly controlled
entities that are classified as joint
ventures must be accounted for using
the equity method. Additionally, jointly
controlled assets and operations are
joint operations under IFRS 11, and the
accounting for those arrangements will
generally be consistent with today’s
accounting. That is, the entity will
continue to recognise its relative share

IFRS 12 Disclosures of Involvement
with Other Entities
The new standard is effective for annual periods beginning on or after 1
January 2014. IFRS 12 includes all of
the disclosures that were previously in
IAS 27 related to consolidated financial
statements, as well as all of the disclosures that were previously included in
IAS 31 and IAS 28. These disclosures
relate to an entity’s interests in subsidiaries, joint arrangements, associates
and special purpose entities. A number
of new disclosures are also required.
This standard has not yet been endorsed by the EU. The group/ bank is
in the process of assessing the impact
of the new standard on the financial
position or performance of the group/
bank.
Amendments to IFRS 10, IFRS 12 and
IAS 27 - Investment Entities
The amendments are effective for
annual periods beginning on or after
1 January 2014, once adopted by the
EU. The amendments apply to entities
that qualify as investment entities. The
amendments provide an exception to
the consolidation requirements of IFRS
10 by requiring investment entities
to measure their subsidiaries at fair
value through profit or loss, rather than
consolidate them. The implementation
of this amendment will not have any
impact on the financial statements of
the group, as the parent of the group is
not an investment entity.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.

IFRS 13 Fair Value Measurement
The new standard is effective for annual periods beginning on or after 1
January 2013. IFRS 13 establishes a
single source of guidance under IFRS
for all fair value measurements. IFRS
13 does not change when an entity is
required to use fair value, but rather

provides guidance on how to measure
fair value under IFRS when fair value
is required or permitted. This standard
should be applied prospectively and
early adoption is permitted. This standard has not yet been endorsed by the
EU. The group/ bank is in the process
of assessing the impact of the new
standard on the financial position or
performance of the group/ bank.
IFRIC Interpretation 20 Stripping
Costs in the Production Phase
of a Surface Mine
The interpretation is effective for annual periods beginning on or after 1
January 2013. This interpretation only
applies to stripping costs incurred
in surface mining activity during the
production phase of the mine. Early
application is permitted. IFRIC 20 has
not yet been endorsed by the EU.
The implementation of this interpretation will not have any impact on the
group’s and bank’s financial statements because neither the group nor
the bank is engaged in mining.
The IASB has issued the Annual
Improvements to IFRSs 2009 – 2011
Cycle, which contains amendments
to its standards and the related Basis
for Conclusions. The annual improvements project provides a mechanism
for making necessary, but non-urgent,
amendments to IFRS.
The effective date for the amendments is for annual periods beginning
on or after 1 January 2013. Earlier
application is permitted in all cases,
provided that fact is disclosed. This
project has not yet been endorsed
by the EU. The group/ bank is in the
process of assessing the impact of
the project on the financial position or
performance of the group/ bank:
•• IAS 1 Financial Statement Presentation: Clarifies the difference between
voluntary additional comparative information and the minimum required
comparative information. Generally,
the minimum required comparative
period is the previous period. An
entity must include comparative
information in the related notes

to the financial statements when
it voluntarily provides comparative
information beyond the minimum
required comparative period. The
additional comparative period does
not need to contain a complete set
of financial statements. In addition,
the opening statement of financial
position (known as the “third balance
sheet”) must be presented in the
following circumstances: when an
entity changes its accounting policies; makes retrospective restatements or makes reclassifications,
and that change has a material effect
on the statement of financial position. The opening statement would
be at the beginning of the preceding
period. However, unlike the voluntary
comparative information, the related
notes are not required to accompany
the “third balance sheet”.
•• IAS 16 Property, Plant and Equipment: Clarifies that major spare parts
and servicing equipment that meet
the definition of property, plant and
equipment are not inventory.
•• IAS 32 Financial Instruments: Presentation: Clarifies that income taxes
arising from distributions to equity
holders are accounted for in accordance with IAS 12 Income Taxes.
The amendment removes existing
income tax requirements from IAS
32 and requires entities to apply the
requirements in IAS 12 to any income
tax arising from distributions to equity holders.
•• IAS 34 Interim Financial Reporting:
Clarifies the requirements in IAS 34
relating to segment information for
total assets and liabilities for each
reportable segment to enhance
consistency with the requirements
in IFRS 8 Operating Segments. Total
assets and liabilities for a particular reportable segment need to be
disclosed only when the amounts
are regularly provided to the chief
operating decision maker and there
has been a material change in the
total amount disclosed in the entity’s
previous annual financial statements
for that reportable segment.
•• Transition Guidance (Amendments
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to IFRS 10, IFRS 11 and IFRS 12).
The guidance is effective for annual periods beginning on or after
1 January 2013. The IASB issued
amendments to IFRS 10 Consolidated Financial Statements, IFRS
11 Joint Arrangements and IFRS 12
Disclosure of Interests in Other Entities. The amendments change the
transition guidance to provide further
relief from full retrospective application. The date of initial application in
IFRS 10 is defined as the beginning
of the annual reporting period in
which IFRS 10 is applied for the first
time. The assessment of whether
control exists is made at “the date of
initial application” rather than at the
beginning of the comparative period.
If the control assessment is different
between IFRS 10 and IAS 27/SIC-12,
retrospective adjustments should be
determined. However, if the control
assessment is the same, no retrospective application is required. If
more than one comparative period
is presented, additional relief is
given to require only one period to
be restated. For the same reasons
IASB has also amended IFRS 11
Joint Arrangements and IFRS 12
Disclosure of Interests in Other Entities to provide transition relief. This
guidance has not yet been endorsed
by the EU. The group/ bank is in the
process of assessing the impact of
the guidance on the financial position
or performance of the group/ bank.
The group/ bank plans to adopt the
above mentioned standards and interpretations on their effectiveness date.
The group/ bank has not early adopted
any other standard, interpretation or
amendment that has been issued but
is not yet effective.
c) Significant estimates
and assumptions
The preparation of financial statements in accordance with IFRS
as adopted by the EU requires the
management to make estimates and
assumptions that affect the reported
90
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amounts of assets, liabilities, income
and expense, and disclosure of contingencies. Future events occur which
cause the assumptions used in arriving at the estimates to change. Such
estimates and assumptions are based
on most reliable information available
to the management in respect to specific events and actions. The effect
of any changes in estimates will be
recorded in the financial statements
when determinable.
The significant areas of estimation
and assumptions relate to depreciation rates of tangible fixed assets
(paragraph (r)) and intangible fixed
assets (paragraph (q)), valuation and
depreciation rates of investment properties (paragraph (s)), calculation of
deferred corporate income tax (paragraph (i)), the ability to maintain the
held-to-maturity portfolio (paragraph
(j)), the credit quality cycle (the loan
may be categorised as loans in collection six months after the first day of
delay), determining the allowance for
credit losses and the collateral value
(paragraph (o)), and the fair value of
financial assets and liabilities (paragraph (f)).
In the reporting year, the credit
quality cycle was extended from
six to twelve months, which will
enable more accurate assessment
as to whether the loan may be in
collection. The effect of this change
in estimates on the extent of allowances for mortgage loans represents
an increase in allowances by EUR 4,6
million.
In the reporting year, an allowance
of EUR 0,9 million was established
for the claims against the brokerage
firm MF Global. The allowance was
supported by estimates based on the
public information provided by the
audit firm KPMG (the liquidator of MF
Global) regarding the potential recoverable amount of assets.
d) Basis of Consolidation
At the year end, the bank had investments in subsidiaries in which the
bank owned, directly or indirectly,

more than 50% of the share capital
and voting power and, therefore,
obtained control of these entities.
The bank is the parent of the group.
These consolidated financial statements include all subsidiaries controlled by the parent. Subsidiaries are
consolidated from the date on which
control is transferred to the parent
and are no longer consolidated from
the date that control ceases. The
entities of the group are listed in
Note 1.
Investments in subsidiaries are
presented in the bank’s separate
financial statements in accordance
with the cost method.

liabilities at the acquisition date. Any
excess of the cost of acquisition over
the fair values of the identifiable net
assets acquired is recognised as
goodwill. If the cost of acquisition
is less than the fair values of the
identifiable net assets acquired, the
difference (discount on acquisition) is
recognised directly in the statement
of comprehensive income in the year
of acquisition. Following initial recognition by the group, goodwill arising
from the business combination is
measured at cost less any accumulated impairment losses. Goodwill
is reviewed for impairment at each
reporting date.

The bank’s and its subsidiaries’
financial statements are consolidated
in the group’s financial statements
using the full consolidation method,
by adding together like items of assets and liabilities at the period end,
as well as income and expenses. For
the purposes of consolidation, intragroup balances and intragroup transactions, including interest income
and expense, and unrealised profit
and loss resulting from intragroup
transactions are eliminated, unless
there exists any indication of impairment. Non-controlling interests represent the portion of profit or loss, as
well as the equity in a subsidiary not
attributable, directly or indirectly, to
the bank. The profit or loss attributable to non-controlling interests is
separately disclosed in the consolidated statement of comprehensive
income. Non-controlling interests are
also presented in the consolidated
statement of financial position within
equity, separately from the equity of
the owners of the parent.
The bank’s subsidiaries comply with
the bank’s policies and risk management methods.

e) Recognition and Derecognition
of Financial Assets and Liabilities
A financial asset is any asset that is
cash, an equity instrument of another
entity, a contractual right to receive
cash or another financial asset from
another entity or to exchange financial
assets or financial liabilities with another entity under conditions that are
potentially favourable to the entity; or
a contract that will or may be settled
in the entity’s own equity instruments
and is a non-derivative for which the
entity is or may be obliged to receive
a variable number of the entity’s own
equity instruments or a derivative
that will or may be settled other than
by the exchange of a fixed amount
of cash or another financial asset for
a fixed number of the entity’s own
equity instruments. For this purpose
the entity’s own equity instruments do
not include instruments that are themselves contracts for the future receipt
or delivery of the entity’s own equity
instruments.

In the consolidated financial statements, the cost of acquisition of a
subsidiary acquired from a business
combination is attributed to the fair
values of the acquiree’s identifiable
assets, liabilities, and contingent

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.

A financial liability is any liability that is
a contractual obligation to deliver cash
or another financial asset to another
entity or to exchange financial assets
or financial liabilities with another
entity under conditions that are potentially unfavourable to the entity; or a
contract that will or may be settled in
the entity’s own equity instruments
and is a non-derivative for which the

entity is or may be obliged to deliver
a variable number of the entity’s own
equity instruments or a derivative
that will or may be settled other than
by the exchange of a fixed amount
of cash or another financial asset for
a fixed number of the entity’s own
equity instruments. For this purpose
the entity’s own equity instruments do
not include instruments that are themselves contracts for the future receipt
or delivery of the entity’s own equity
instruments.
The group recognises financial assets
and liabilities in its statement of financial position when, and only when, the
group or the bank becomes a party to
the contractual provisions of the instrument.
A financial asset is derecognised only
when the contractual rights to receive
cash flows from the asset have expired, or the group and the bank have
transferred the financial asset and
substantially all the risks and rewards
of the asset to the counterparty.
A financial liability is derecognised only
when the obligation under the liability
is discharged according to the contract
or cancelled or expires.
All purchases and sales of financial
assets, except for loans issued to nonbank customers, are recognised and
derecognised on the settlement date.
Loans to non-bank customers are recognised in the statement of financial
position when cash is transferred to
the customer’s current account.
f) Fair Value of Financial Assets
and Liabilities
Fair value is the amount for which
an asset could be exchanged or a
liability settled between a knowledgeable, willing buyer and a knowledgeable, willing seller in an arm’s length
transaction. The best evidence of fair
value of financial assets and liabilities
is quoted prices in an active market. If
the market for a financial asset or liability is inactive, fair value is established
by using a valuation technique, includ91
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ing discounted cash flow analysis,
recent transactions that are substantially the same, as well as management estimates and assumptions.
The comparison of carrying amounts
and fair values of the group’s and
bank’s financial assets and liabilities
is presented in Note 29.
g) Income and Expense
Recognition
All major income and expense items
are recognised on an accrual basis.
Interest income/ expense is recognised in the statement of comprehensive income for financial assets/
liabilities measured at amortised cost
using the effective interest method.
Commission and fee income and expense are included in the statement
of comprehensive income over the
period or at a specific time, except
for commission and fee income/
expense directly attributable to financial assets/ liabilities measured at
amortised cost — for these assets/
liabilities the respective commission
and fee income/ expense form an
integral part of the effective interest
rate.
Commission and fee income received once in a year for the whole
reporting period is recognised in the
statement of comprehensive income
systematically on a straight-line basis
during the period.
h) Foreign Currency Translation
Transactions denominated in foreign
currencies are recorded in lats at
exchange rates set forth by the Bank
of Latvia at the date of the transaction. Monetary assets and liabilities
denominated in foreign currencies
are translated into lats at exchange
rates set by the Bank of Latvia at
the end of the year. Any gain or loss
resulting from a change in exchange
rates subsequent to the transaction
date is included in the statement of
comprehensive income as profit or
loss from revaluation of foreign currency positions.
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i) Taxation
Corporate income tax is calculated in
accordance with Latvian tax regulations at the rate of 15% and is based
on the taxable income reported for
the taxation period.

bank may not recover substantially
all of its initial investment, other
than because of credit deterioration.
Such assets are carried at amortised cost using the effective interest method less the allowance for
credit losses (impairment expense)
as presented in Note 7. Gains or
losses are recognised in the statement of comprehensive income upon
derecognition or impairment of these
assets, as well as through amortisation. Gains and losses are recognised
in the statement of comprehensive
income as interest income/ expense
when the liabilities are derecognised
through the amortisation process.
For the purposes of these financial
statements, finance lease receivables
are classified as loans.

Deferred taxation arising from temporary differences in the timing of
the recognition of items in the tax
returns and these financial statements is calculated using the liability
method. Deferred taxation relates to
the future tax consequences of all
events that have been recognised in
the bank’s financial statements or
tax returns. The deferred tax liability
is determined based on the tax rates
that are expected to apply when the
temporary differences reverse. The
principal temporary differences arise
from differing rates of accounting and
tax depreciation on fixed assets, accrual for employee vacation pay, and
revaluation of items of the statement
of financial position, including securities revaluation and fair value revaluation reserve, and temporary difference in securities in excess of set
limits and tax losses carried forward
for the subsequent years. Significant
management judgment is required to
determine the amount of deferred tax
assets that can be recognised, based
upon the likely timing and the level of
future taxable profits together with
future tax planning strategies.
j) Financial Instruments
Loans and receivables
Loans and receivables are nonderivative financial assets with fixed
or determinable payments that are
not quoted in an active market, other
than:
•• those that the group and the bank
intend to sell immediately or in the
near term and those that the group
and the bank upon initial recognition
designate as at fair value through
profit or loss;
•• those that the group and the bank,
upon initial recognition, designate
as available for sale; or
•• those for which the group and the

Held-to-maturity investments
Held-to-maturity portfolio represents
non-derivative financial assets with
fixed or determinable payments and
fixed maturities that are quoted in an
active market. The group/ bank has the
intention to hold the financial assets
included in the held-to-maturity portfolio
to maturity with the purpose of generating profit from coupon and principal
payments.
The financial assets of the held-to-maturity portfolio are initially recognised at
cost and subsequently measured at amortised cost using the effective interest
method, less impairment loss. Gains or
losses are recognised in the statement
of comprehensive income upon derecognition or impairment of these assets,
as well as through the amortisation
process. Gains and losses are recognised in the statement of comprehensive
income as interest income/ expense
when the liabilities are derecognised
through the amortisation process.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.

Available-for-sale
financial assets
The group and the bank acquire available-for-sale securities to hold them
for an undefined period and generate
interest income and/or profit from the
increase in prices of securities. The

available-for-sale portfolio includes
fixed income securities, investments
in shares and investment funds.
After initial recognition at fair value,
including direct transaction costs,
available-for-sale securities are measured at fair value. The revaluation
result is charged through the statement of comprehensive income to the
shareholders’ equity as the fair value
revaluation reserve of available-forsale financial assets. Financial assets
having no quoted prices available and
whose fair value cannot be determined reliably using other models are
stated at cost.
For available-for-sale securities
acquired at a discount (premium), the
respective discount (premium) amount
is amortised on a systematic basis,
using the effective interest method.
Amortised amounts are charged to the
statement of comprehensive income
as interest income from debt securities.
Any gain or loss resulting from disposal of available-for-sale securities and
the fair value revaluation reserve accrued until such disposal are included
in the statement of comprehensive
income as net realised gain/ (loss)
from available-for-sale financial assets.
Available-for-sale securities are divided into two portfolios:
•• liquidity portfolio, which is aimed at
forming the bank’s liquidity reserve
with a minimum interest rate risk
and credit risk;
•• investments’ held for undefined
period portfolio, which is aimed at
gaining maximum profit from longterm investments in financial assets.
Financial assets at fair value
through profit or loss
Financial assets at fair value through
profit or loss are assets that are held
for trading. Financial assets held for
trading are included in the trading
portfolio. Fixed income securities of
the trading portfolio are held by the
group and the bank for the purpose
of selling and/or acquired for generat-

ing profit in the near term from the
expected spread between purchasing
and selling prices. The financial assets
and liabilities to be included in the trading portfolio are defined by the bank’s
trading portfolio policy.
Securities held for trading purposes
are initially stated at fair value and further marked-to-market on the basis of
quoted market prices. Any gain or loss
resulting from revaluation of securities
at fair value as well as any gain or loss
resulting from disposal of the above
securities is included in the statement
of comprehensive income under “Net
gain/ (loss) from financial assets at fair
value through profit or loss”. Meanwhile, interest income earned and/ or
accrued is charged to the statement
of comprehensive income as interest
income from debt securities using the
effective interest rate method while
dividend income is recorded as income
from dividends if the right to the payment is established.
Derivatives
In the ordinary course of business,
the group and the bank use derivative
financial instruments: currency swaps,
futures, and forward foreign exchange
rate contracts.
Derivative financial instruments are
carried at cost and restated at fair
value at the date of recognition and beyond. Derivative financial instruments
are presented in the statement of
financial position in a separate caption
“Derivatives” under assets and liabilities respectively. The mark-to-market
value is defined based on the quoted
market prices or discounted cash flow
models. Any gain or loss resulting
from fair value movements of derivatives is recognised in the statement of
comprehensive income as “Net gain/
(loss) from financial assets at fair value
through profit or loss”.
Issued debt securities
The group and the bank recognise
issued debt securities at the date
when the respective funds are re93
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ceived. After initial recognition when
these financial liabilities are stated at
fair value, including direct transaction
costs, those are subsequently carried
at amortised cost using the effective
interest method. When issued debt
securities are sold at a discount, the
difference is amortised applying the
effective interest method until the
debt matures and charged to the
statement of comprehensive income
as interest expense.
k) Assets Taken over for Sale
Assets taken over for sale represent
real estate taken over by the group/
bank for the purpose of selling as
collateral for the outstanding loans.
Such assets are stated at the lower
of cost and net realisable value. Net
realisable value is the estimated
selling price in the ordinary course of
business, less the estimated costs
necessary to make the sale.
l) Finance Leases – Where
the Bank is Lessor
Finance lease receivables are recognised as assets at the fair value of the
leased property or, if lower, at the
present value of the minimum lease
payments. Income from finance
leases is recognised over the lease
term to produce a constant periodic
return on the remaining balance of
the liability.
Lease payments are charged to the
statement of comprehensive income
on a straight-line basis over the lease
term.
m) Off-balance Sheet Financial
Commitments and Contingent
Liabilities
In the ordinary course of business,
the group and the bank are involved
in off-balance sheet financial instruments comprising loan and credit
line commitments, financial guarantees, as well as commercial letters
of credit. Such financial instruments
do not involve outflow of the bank’s
economic benefits, thus they are
not recorded as the bank’s liabilities. These financial instruments are
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presented in the financial statements
as memorandum items upon the
conclusion of the respective agreements. The methodology for provisioning against off-balance sheet
financial commitments and contingent liabilities is consistent with that
described in paragraph (n) below.
n) Provisions
Provisions are recognised when
the group or the bank has a present
obligation (legal or constructive) as a
result of a past event, it is probable
that an outflow of resources embodying economic benefits will be
required to settle the obligation, and
a reliable estimate can be made of
the amount of the obligation.
o) Impairment of Financial Assets
and Financial Commitments
The group/ bank issues loans to its
customers. Non-performing debts
are defined as loans and financial
commitments with regard to which,
based on the monitoring activities
performed or other information
obtained, the management of the
group and the bank believe that the
contractual interest and principal due
might not be collected or customers
might default on other contractual
conditions, which might result in
an outflow of resources embodying
economic benefits.
According to the approved impairment assessment policy, the group
and the bank determine allowance
for credit losses (impairment allowance). When a loan has been classified as non-performing, an allowance for credit losses is established
for that specific loan or amount of
the outstanding balance, which is
deemed impaired. The level of the
allowance is based on the present
value of expected future cash flows
considering relevant factors including, but not limited to, the group’s
and bank’s past loan loss experience, known and inherent risks in
the portfolio of loans and advances,
adverse situations that may affect
the borrowers’ ability to repay, the

collateral value and current economic
conditions as well as other relevant
factors affecting loan and advances
collectability and collateral values.
Ultimate losses may vary from the
current estimates. The value of the
collateral held in connection with
loans and advances is based on the
estimated realisable value of the asset and is taken into account when
determining expected cash flows and
accordingly the allowance. The group
and the bank determine individual
and collective (portfolio) impairment.

outstanding. This method permits
attributing each group of loans with
similar credit characteristics to historical loss experience and observable market data reflecting current
circumstances.

The above estimates are reviewed
periodically. As changes of the allowance become necessary as a
result of the review made, respective
allowance changes are taken to the
statement of comprehensive income
of the reporting period. The management of the group and the bank have
made their best estimates of losses
and believe the estimates presented
in the financial statements to be reasonable in the light of the available
facts and information.

The group/ bank assesses on a
regular basis whether there is any
objective evidence that a financial
asset or group of financial assets is
impaired. Based on the estimates
of the management of the group/
bank, a decline in the fair value of
the instrument by more than 20%
below its cost or for more than one
financial year is treated as objective
evidence of significant and prolonged
impairment of available-for-sale
financial instruments. If any such
evidence exists, the cumulative loss
measured as the difference between
the acquisition cost and current fair
value, less any impairment loss previously recognised in profit or loss, is
removed from equity and recognised
in profit or loss.

The individual impairment allowance is determined after individually
reviewing all credits for potentially
uncollectable amounts. Individual
assessment is made for credits that
individually have objective evidence
of impairment, based on the borrower’s financial position, value of
collateral, and fulfilment of the loan
agreement.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.

The collective (portfolio) allowance
relates to existing credit losses, as
well as to the impairment losses
‘incurred, but not yet known to the
bank’. The collective impairment
allowance is estimated based upon
historical pattern of losses in the
loan portfolio, as well as taking
into account changes in collateral
values, and general economic and
market conditions or events that
have occurred prior to the reporting
date and that indicate an adverse
impact on the future cash flows from
certain loans and receivable balances

When loans cannot be recovered,
they are written off and charged
against allowances for credit losses.
They are not written off until all the
necessary legal procedures have
been completed and the ultimate
amount of the loss is determined.

Impairment loss recognised in profit
or loss is not reversed through profit
or loss. If, in a subsequent period,
the fair value of a financial instrument increases and the increase can
be objectively related to an event
occurring after the impairment loss
was recognised in profit or loss, the
impairment loss is reversed, with the
amount of the reversal recognised in
profit or loss.
p) Impairment of Non-financial
Assets
The bank assesses at each reporting
date or more frequently if events or
changes in circumstances indicate
that there is an indication that a nonfinancial asset may be impaired. If

any such indication exists, the bank
makes an estimate of the asset’s
recoverable amount. Where the
carrying amount of an asset exceeds
its recoverable amount, the asset
is written down to its recoverable
amount. This written down amount
constitutes an impairment loss.
For non-financial assets, an
assessment is made at each
reporting date as to whether there
is any indication that previously
recognised impairment losses
may no longer exist or may have
decreased. If any such indication
exists, the recoverable amount is
estimated.
A previously recognised impairment
loss is reversed only if there has
been a change in the estimate used
to determine the asset’s recoverable
amount since the last impairment
loss was recognised. If that is the
case, the carrying amount of the
asset is increased to its recoverable
amount. This increase amount
constitutes reversal of impairment
losses.
q) Intangible Fixed Assets
Intangible fixed assets comprise the
purchased software that does not
constitute an integral part of hardware, and licences. Amortisation
is provided using the straight-line
method over the period of acquired
rights or over the estimated useful
life of the asset.
The group and the bank have applied
the annual rates ranging from 5%
(5%) to 33% (20%) to amortise their
intangible assets.
r) Tangible Fixed Assets
Tangible fixed assets are recorded at
cost less accumulated depreciation.
Depreciation is provided using
the straight-line method over the
estimated useful life of the asset.
Fixed assets, including leasehold
improvements under construction
and preparation, are not depreciated.
Land is not subject to depreciation.
95

Bank’s Management Report

Bank’s Management Report

Note 3

The group and the bank have applied the following depreciation rates:
Category

Annual rate

Buildings and property improvements

5.5%

Vehicles

20%

EDP equipment and software
Office equipment

Interest income and expense

16—33%
Interest income

10—33%

on loans and advances to customers
non-impaired

Costs of maintenance and repair are
charged to the statement of comprehensive income as incurred. Leasehold improvements are capitalised
and amortised over the remaining period of lease contracts on a straightline basis.
s) Investment Properties
Investment properties comprise land
and buildings, as well as costs of the
investment property development
project in progress, that are not used
by the group and the bank, and are
held with the main purpose to earn
rentals, as well as gain on value appreciation. Such investments are classified as investment property and are
accounted for using the cost model
of accounting for investment properties. Investment properties are carried
in the statement of financial position
at their cost value less accumulated
depreciation. The annual depreciation
rate applied to investment properties
is 5%.

impaired

u) Cash and Cash Equivalents
Cash and cash equivalents comprise
cash on hand, demand deposits,
and balances due from central banks
and other credit institutions with a
contractual original maturity of three
months or less. The cash balance is
reduced by the amount of demand
deposits from the above institutions. Cash and cash equivalents are
short-term, highly liquid investments
that are readily convertible to known
amounts of cash and that are subject
to an insignificant risk of change in
value.

on held-to-maturity securities
non-impaired
impaired
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Group
01/01/2011—
31/12/2011

Bank
01/01/2012—
31/12/2012

Bank
01/01/2011—
31/12/2011

31,160

33,493

30,724

33,061

27,350

28,557

26,914

28,121

3,810

4,936

3,810

4,940

14,266

9,191

14,266

9,191

14,239

9,089

14,239

9,089

27

102

27

102

on available-for-sale securities

7,234

8,209

7,234

8,209

on balances due from credit institutions and central banks

1,840

2,479

1,828

2,464

on financial assets at fair value
through profit or loss

-

491

-

487

on loans and receivables

-

259

-

259

other interest income

-

7

-

7

Total interest income

54,500

54,129

54,052

53,678

Interest expense
on the deposit guarantee fund

8,438

4,129

8,438

4,129

on deposits from non-bank customers

6,736

13,189

6,746

13,206

on debt securities issued

5,251

2,785

5,314

2,787

on subordinated deposits

1,291

2,002

1,291

2,002

on balances due to credit institutions and central banks
Total interest expense

v) Subsequent Events
Post-year-end events that provide
additional information about the
group’s/ bank’s position at the
reporting date (adjusting events) are
reflected in the financial statements.
Post-year-end events that are not
adjusting events are disclosed in the
notes when material.

149

203

51

24

21,865

22,308

21,840

22,148

Group
01/01/2012—
31/12/2012

Group
01/01/2011—
31/12/2011

Bank
01/01/2012—
31/12/2012

Bank
01/01/2011—
31/12/2011

Note 4
Commission and fee income and expense
Commission and fee income
commission on payment transfer handling on behalf of customers

t) Employee Benefits
Short-term employee benefits, including salary, statutory social insurance
contributions, bonuses and allowances, as well as life insurance premiums are charged to the statement of
comprehensive income as administrative expense in the period when the
services are provided.
The accrual for employee vacation pay
is estimated for the group’s or bank’s
personnel based on the total number of vacation days earned but not
taken, multiplied by the average daily
remuneration expense pursuant to the
Latvian Labour Law, and adding the
related statutory social insurance contributions payable by the employer.

EUR`000
Group
01/01/2012—
31/12/2012

EUR`000

23,530

20,265

23,530

20,265

commission on handling of settlement cards

7,934

5,684

7,934

5,684

service fees

5,444

4,095

5,444

4,095

commission on brokerage operations

4,467

3,334

626

517

commission on trust transactions

1,668

1,604

1,060

730

commission on documentary transactions

946

756

946

756

other commission and fee income

1,998

1,427

2,009

1,420

Total commission and fee income

45,987

37,165

41,549

33,467

correspondent bank service charges

3,058

2,658

3,058

2,658

commission on transactions with settlement cards

1,928

1,599

1,928

1,599

other commission and fee expense

602

606

27

3

Total commission and fee expense

5,588

4,863

5,013

4,260

Commission and fee expense

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 5

Note 6

Net gains/ losses on financial assets
Financial instruments at fair value through profit or loss
Gain/(loss) from revaluation of financial instruments at fair value through profit or loss
Derivatives
Securities
(Loss) from trading with financial instruments at fair value through profit or loss
Derivatives
Securities
Net gain/ (loss) from financial instruments at fair value through profit or loss

EUR`000
Group
01/01/2012—
31/12/2012

Group
01/01/2011—
31/12/2011

Bank
01/01/2012—
31/12/2012

Bank
01/01/2011—
31/12/2011

290

(350)

275

(282)

27

63

27

63

263

(413)

248

(344)

(47)

(7,684)

(47)

(64)

(8,206)

17

522

243

(8,034)

Other operating income and expense

EUR`000
Group
01/01/2012—
31/12/2012

Group
01/01/2011—
31/12/2011

Bank
01/01/2012—
31/12/2012

Bank
01/01/2011—
31/12/2011

14,533

8,941

-

75

6,232

2,405

-

-

sale of subsidiaries

820

660

240

-

(7,684)

penalties received

770

980

774

980

(64)

(8,206)

real estate management and lease

363

250

31

33

17

522

-

-

982

626

228

(7,966)

Other income
sale of assets taken over for sale
other income from the sale of products of subsidiaries and associates

sale of services to subsidiaries and associates
other operating income
Total other income

Available-for-sale financial instruments
Gain from sale of available-for-sale securities

23

2,600

23

2,600

Other expense

Net realised gain from available-for-sale financial instruments

23

2,600

23

2,600

sale of assets taken over for sale

Financial instruments at amortised cost
Gain from sale of securities of the loans and receivables portfolio

-

3

-

3

Gain from sale of held-to-maturity securities

-

13,486

-

13,486

Net realised gain from sale of financial instruments at amortised cost

-

13,489

-

13,489

20,075

22,452

20,297

22,528

449

7,300

449

7,300

Net result from foreign exchange trading and revaluation

20,524

29,752

20,746

29,828

Net gain on transactions with financial instruments and foreign exchange

20,790

37,807

20,997

37,951

1,033

271

227

205

23,751

13,507

2,254

1,919

359

12,648

8,475

-

other expense related to the sale of products of associates

3,960

1,643

-

-

customer attraction

3,256

2,487

7,429

6,287

membership fees

696

438

596

403

other expense

555

-

145

-

21,115

13,043

8,170

7,049

Total other expense

Foreign exchange
Profit from foreign currency exchange
Gain from revaluation of foreign currency positions

The group/ bank manages its exposure of currency risk by applying the limits
specified in the Limits Policy. As at 31 December 2012, all the above limits were
met. To hedge its exposure of currency risk, the group/ bank enters into currency forwards. Therefore, to objectively assess the revaluation result of foreign
currency positions, the net gain/ (loss) from revaluation of and trading with
group’s/ bank’s derivatives as well as revaluation of currency positions should be
analysed.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 7
Allowances for impairment of financial assets
The table below presents allowances for impairment
of financial assets of the group in 2012:

EUR`000

Individual allowances

Mortgage
loans

Business
loans

Consumer
loans

Other
loans

Available-for-sale
securities

Held-to-maturity
securities

Other
assets

Total

2,234

20,191

-

987

171

1,383

526

25,492

Portfolio allowances

58,888

232

90

849

-

-

-

60,059

Total allowances at the beginning of the year

61,122

20,423

90

1,836

171

1,383

526

85,551

Increase/ (decrease) in allowances for the year

17,137

(2,237)

23

2,419

(54)

26

1,787

19,101

-

-

-

-

-

-

(356)

(356)

(10)

(24)

-

-

(3)

(6)

-

(43)

(24,675)

(8,019)

(36)

(574)

-

(1,156)

-

(34,460)

Recovery of write-offs/ asset write-off (expense) for the year
(Decrease) in allowances for the year due to currency fluctuations
(Elimination) of allowances for the year due to write-offs
Individual allowances

1,374

9,560

-

548

114

246

1,958

13,800

Portfolio allowances

52,200

583

77

3,133

-

-

-

55,993

Total allowances at the end of the year

53,574

10,143

77

3,681

114

246

1,958

69,793

Mortgage
loans

Business
loans

Consumer
loans

Other
loans

Available-for-sale
securities

Held-to-maturity
securities

Loans and
receivables

Other
assets

Total

3,439

25,385

37

-

91

111

1,710

861

31,634

As at 31 December 2012, the allowances for credit losses formed
8.6% (11.1%) of the group’s loan portfolio.
The table below presents allowances for impairment
of financial assets of the group in 2011:

Individual allowances

EUR`000

Portfolio allowances

62,951

184

299

809

-

-

-

-

64,243

Total allowances at the beginning of the year

66,390

25,569

336

809

91

111

1,710

861

95,877

Increase/ (decrease) in allowances for the year

20,610

714

80

1,806

71

1,262

-

(367)

24,176

Recovery of write-offs/ asset write-off (expense) for the year

-

-

-

-

-

-

-

132

132

Increase in allowances for the year due to currency fluctuations

4

7

-

-

9

10

-

-

30

(25,882)

(5,869)

(326)

(777)

-

-

(1,710)

(100)

(34,664)

(Elimination) of allowances for the year due to write-offs
Individual allowances

2,234

20,189

-

989

171

1,383

-

526

25,492

Portfolio allowances

58,888

232

90

849

-

-

-

-

60,059

Total allowances at the end of the year

61,122

20,421

90

1,838

171

1,383

-

526

85,551

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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The table below presents allowances for impairment
of financial assets of the bank in 2012:

EUR`000

Individual allowances

Mortgage
loans

Business
loans

Consumer
loans

Other
loans

Available-for-sale
securities

Held-to-maturity
securities

Other
assets

Total

2,234

20,438

-

987

171

1,383

488

25,701
60,059

Portfolio allowances

58,888

232

90

849

-

-

-

Total allowances at the beginning of the year

61,122

20,670

90

1,836

171

1,383

488

85,760

Increase/ (decrease) in allowances for the year

17,137

(2,484)

23

2,419

(54)

26

1,770

18,837
(355)

Recovery of write-offs/ asset write-off (expense) for the year
(Decrease) in allowances for the year due to currency fluctuations
(Elimination) of allowances for the year due to write-offs
Individual allowances

-

-

-

-

-

-

(355)

(10)

(24)

-

-

(3)

(6)

-

(43)

(24,676)

(8,018)

(36)

(574)

-

(1,156)

-

(34,460)

1,374

9,561

-

548

114

246

1,903

13,746

Portfolio allowances

52,199

583

77

3,133

-

-

-

55,992

Total allowances at the end of the year

53,573

10,144

77

3,681

114

246

1,903

69,739

Mortgage
loans

Business
loans

Consumer
loans

Other
loans

Available-for-sale
securities

Held-to-maturity
securities

Loans and
receivables

Other
assets

Total

3,439

25,387

37

-

91

111

1,710

861

31,636

The table below presents allowances for impairment
of financial assets of the bank in 2011:

Individual allowances

EUR`000

Portfolio allowances

62,951

184

299

808

-

-

-

-

64,242

Total allowances at the beginning of the year

66,390

25,571

336

808

91

111

1,710

861

95,878

Increase/ (decrease) in allowances for the year

20,610

962

80

1,806

71

1,262

-

(406)

24,385

Recovery of write-offs/ asset write-off (expense) for the year

-

-

-

-

-

-

-

132

132

(Decrease) in allowances for the year due to currency fluctuations

4

7

-

-

9

10

-

-

30

(25,883)

(5,871)

(326)

(776)

-

-

(1,710)

(100)

(34,666)

(Elimination) of allowances for the year due to write-offs

2,234

20,437

-

989

171

1,383

-

488

25,702

Portfolio allowances

Individual allowances

58,887

232

90

849

-

-

-

-

60,058

Total allowances at the end of the year

61,121

20,669

90

1,838

171

1,383

-

488

85,760

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 8

Note 10

Impairment of other assets

Taxation

The group’s and bank’s management have determined the fair value of non-financial
assets — the immovable properties taken over for sale — on the basis of the expected
discounted future cash flow from the sale of the above properties as well as assessed
other non-financial assets, including investments in subsidiaries, and established that
the previously recognised impairment has changed. Based on the analysis carried out,
in 2012 and 2011 the group and the bank recognised impairment of non-financial assets.
The table below presents changes in impairment for non-financial assets
of the group and the bank:

EUR`000
Group
01/01/2011—
31/12/2011

Bank
01/01/2012—
31/12/2012

Bank
01/01/2011—
31/12/2011

Non-financial assets taken over for sale

2,083

1,793

(53)

33

Prepayments for investment properties

192

-

192

-

-

-

1,033

(538)

2,275

1,793

1,172

(505)

Category

Investments in subsidiaries
Total impairment adjustment

Note 9

31,286

28,738

31,787

4,231

4,693

4,312

4,768

Permanent differences

1,251

188

737

(388)

Actual corporate income tax expense for the reporting year

5,482

4,881

5,049

4,380

Adjustments to prior-year corporate income tax

(126)

-

-

-

43

55

43

55

Tax paid abroad
Total corporate income tax expense

Category
Remuneration to personnel

Group
01/01/2011—
31/12/2011

Bank
01/01/2012—
31/12/2012

Bank
01/01/2011—
31/12/2011

Revaluation of assets and accrual for vacation pay
Deferred tax asset on intra-group transactions
Tax loss
Unrecognised tax asset

22,598

23,120

18,651

20,326

Statutory social insurance contributions

5,793

5,360

4,949

4,777

Repairs and maintenance of premises

2,804

2,102

1,767

1,513

Tax rate

Advertising and marketing expense

2,534

1,587

2,379

1,481

Deferred corporate income tax (asset)/
liability at the end of the year

IT system expense

2,484

2,409

2,430

2,359

Remuneration to the council and the board

1,828

1,651

1,236

1,208

Other personnel expense

995

677

589

511

Communication expense

741

495

579

568

Other taxes

417

398

186

178

38

34

38

34

Other administrative expense

Donations

2,809

2,220

1,293

1,310

Total administrative expense

43,041

40,053

34,097

34,265

In 2012 and 2011, the group and the bank employed an average of 575 (530)
and 494 (470) persons (full-time equivalent).

234

167

234

167

5,633

5,102

5,326

4,602

Group
31/12/2012

Group
31/12/2011

Bank
31/12/2012

Bank
31/12/2011

Amounts
subject to
temporary
differences

Amounts
subject to
temporary
differences

Amounts
subject to
temporary
differences

Amounts
subject to
temporary
differences

12,225

7,033

6,158

5,128

3,106

(4,151)

3,106

(4,151)

Deferred corporate income tax calculation:

Revaluation of derivatives and securities
Group
01/01/2012—
31/12/2012

Bank
01/01/2011—
31/12/2011

28,209

Fair value revaluation reserve of available-for-sale financial assets
EUR`000

Bank
01/01/2012—
31/12/2012

Profit before corporate income tax

Accumulated excess of tax depreciation over accounting depreciation

Administrative expense

Group
01/01/2011—
31/12/2011

Theoretical corporate income tax

Adjustments to prior-year deferred tax

Group
01/01/2012—
31/12/2012

EUR`000
Group
01/01/2012—
31/12/2012

Basis for calculation of deferred corporate income tax

EUR`000

545

7,427

545

7,679

(17,982)

(4,836)

(10,501)

(2,082)

(3,180)

(3,180)

-

-

(11,986)

(41,024)

-

(38,435)

14,119

8,378

-

-

(3,153)

(30,353)

(692)

(31,861)

15%

15%

15%

15%

(575)
101

(4,818)
265

(105)
-

(4,779)
-

Group
01/01/2012—
31/12/2012

Group
01/01/2011—
31/12/2011

Bank
01/01/2012—
31/12/2012

Bank
01/01/2011—
31/12/2011

(4,818)
265

(8,162)
30

(4,779)
-

(8,136)
-

Increase charged to the statement of comprehensive income

3,351

4,603

3,587

4,381

Increase/ (decrease) attributable to fair value
revaluation reserve under equity

1,087

(1,079)

1,087

(1,079)

Adjustments attributable to retained earnings/ (accumulated deficit)

(359)

-

-

-

-

55

-

55

(575)
101

(4,818)
265

(105)
-

(4,779)
-

EUR`000

Deferred corporate income tax
at the beginning of the year

Adjustment for the previous periods
Deferred corporate income tax (asset)/
liability at the end of the year

The following table specifies employees of the group and the bank
at the year end:
Group
31/12/2012
Management

Group
31/12/2011

Bank
31/12/2012

Bank
31/12/2011

17

15

10

10

Heads of divisions and departments

110

96

85

79

Other personnel

481

438

418

394

Total at the end of the year

608

549

513

483
The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Taxes paid by the group and the bank:

EUR`000
Group
01/01/2012—
31/12/2012

Group
01/01/2011—
31/12/2011

Bank
01/01/2012—
31/12/2012

Bank
01/01/2011—
31/12/2011

Statutory social insurance contributions

7,881

6,672

6,995

6,088

Personal income tax

4,653

4,199

4,095

3,786

Real estate tax

443

327

186

176

Corporate income tax

582

249

-

-

Value added tax

635

178

287

6

16

1

3

1

14,210

11,626

11,566

10,057

Tax

Unemployment risk duty
Total

Note 11
Cash and deposits with the Bank of Latvia

EUR`000

Note 12
Balances due from credit institutions

As at 31 December 2012, the Bank had established correspondent relationships with
27 (27) credit institutions registered in the EU and OECD area, 6 (7) credit institutions
registered in Latvia, and 16 (19) credit institutions incorporated in other countries.
As at 31 December 2012, the group’s and bank’s major balances due from credit
institutions registered in the EU and OECD area were as follows: EUR 68,0 (59,8)
million due from the Bank of Montreal, EUR 58,5 (55,4) million due from UBS AG,
and EUR 53,6 (85,4) million due from Nordea Bank Finland Plc.

Balances due from credit institutions to the group by geographical
area and structure as at 31 December 2012:
EUR`000

Group
31/12/2012

Bank
31/12/2012

Group / bank
31/12/2011

9,520

9,515

8,591

Deposits with the Bank of Latvia

297,931

297,931

195,823

Correspondent account balances

Total cash and deposits with central banks

307,451

307,446

143,663

Overnight deposits

Cash

Demand deposits with credit institutions

Total demand deposits with credit institutions

Deposits with the Bank of Latvia comprise the bank’s correspondent account
balance and term deposit. In accordance with the resolution of the Council of
the Bank of Latvia, credit institutions have to comply with the obligatory reserve
requirement. During the period of the requirement, the average monthly balance
of the bank’s correspondent account with the Bank of Latvia must exceed the
minimum reserve requirement. The bank was in compliance with this requirement
as at 31 December 2012.

Latvia

EMU
countries

Other EU
Member
States

980

134,275

2,436

Other
OECD
countries

Other
countries

Total

113,140

41,741

292,572

-

-

-

-

471

471

980

134,275

2,436

113,140

42,212

293,043

Other balances due from credit institutions
Security deposits
Term deposits
Other balances

-

420

158

47,837

-

48,415

3,781

22,668

164,891

-

5,499

196,839

-

-

-

-

20,756

20,756

Total other balances due from credit institutions

3,781

23,088

165,049

47,837

26,255

266,010

Total balances due from credit institutions

4,761

157,363

167,485

160,977

68,467

559,053

As at 31 December 2012 and 2011, the group’s and bank’s balances due from
credit institutions were neither past due nor impaired. The maximum credit risk exposure of the balances due from credit institutions is equal to the carrying amount
of these assets.

As at 31 December 2012 and 2011, the bank had no balances due from central
banks that would be past due.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 13

Balances due from credit institutions to the group by geographical
area and structure as at 31 December 2011:
EUR`000

Demand deposits with credit institutions
Correspondent account balances
Overnight deposits

Latvia

EMU
countries

Other EU
Member
States

Other
OECD
countries

Other
countries

Total

760

261,192

4,660

231,097

50,607

548,316

-

-

-

-

-

-

760

261,192

4,660

231,097

50,607

548,316

Security deposits

-

10,300

-

15,481

-

25,781

Term deposits

-

42,579

95,665

-

7,259

145,503

Other balances

-

-

-

-

18,701

18,701

Total other balances due from credit institutions

-

52,879

95,665

15,481

25,960

189,985

760

314,071

100,325

246,578

76,567

738,301

Total demand deposits with credit institutions

Debt securities and other fixed income securities
The group’s and bank’s investments in debt securities are classified
by the investment type as follows:

Other balances due from credit institutions

Total balances due from credit institutions

Availablefor-sale

Held-tomaturity

Total

Central governments

-

38,218

Municipalities

-

265

1,510

Issuer

Corporate companies
Other financial intermediaries

Demand deposits with credit institutions
Correspondent account balances

Total
EUR`000

Latvia

EMU
countries

Other EU
Member
States

-

129,679

2,436

Other
OECD
countries

Other
countries

Total

113,140

41,704

286,959

Overnight deposits

-

-

-

-

471

471

Total demand deposits with credit institutions

-

129,679

2,436

113,140

42,175

287,430

-

-

158

47,837

-

47,995

3,781

22,668

164,891

-

5,499

196,839

Other balances due from credit institutions
Security deposits
Term deposits
Other balances

-

-

-

-

20,756

20,756

Total other balances due from credit institutions

-

22,668

165,049

47,837

26,255

265,590

3,781

152,347

167,485

160,977

68,430

553,020

Total balances due from credit institutions

International organisations

Central governments
Credit institutions
Corporate companies
Total

Demand deposits with credit institutions
Correspondent account balances
Overnight deposits
Total demand deposits with credit institutions

Total

38,218

-

8,352

8,352

265

-

-

-

-

1,510

-

-

-

51

-

51

21

-

21

-

-

-

-

250

250

1,561

38,483

40,044

21

8,602

8,623

88,698

38,510

127,208

101,814

37,262

139,076

16,097

22,671

38,768

23,913

18,031

41,944

145,712

43,361

189,073

95,637

4,163

99,800

-

1,461

1,461

-

-

-

161,809

67,493

229,302

119,550

22,194

141,744

Central governments and central banks

79,257

5,424

84,681

55,333

773

56,106

Credit institutions

18,442

33,948

52,390

36,132

249

36,381

Total

97,699

39,372

137,071

91,465

1,022

92,487

317,505

54,971

372,476

68,349

22,026

90,375

59,384

28,271

87,655

33,243

4,071

37,314

-

31,391

31,391

-

-

-

15,595

7,664

23,259

27,635

7,886

35,521

Other OECD countries
Central governments

State-owned enterprises
Other financial intermediaries
Total

2,987

-

2,987

3,143

-

3,143

395,471

122,297

517,768

132,370

33,983

166,353

13,903

31,394

45,297

20,169

26,655

46,824

514

1,392

1,906

1,140

751

1,891

Latvia

EMU
countries

Other EU
Member
States

Other
OECD
countries

Other
countries

Total

711

261,084

4,660

231,097

50,576

548,128

-

-

-

-

-

-

Financial auxiliary

71

-

71

129

-

129

711

261,084

4,660

231,097

50,576

548,128

Credit institutions

12,521

67,138

79,659

33,947

45,957

79,904

Other countries
Central governments and central banks
Municipalities

Corporate companies

Other balances due from credit institutions
Security deposits

-

9,906

-

15,481

-

25,387

Term deposits

-

42,579

95,665

-

7,259

145,503

Other balances

-

-

-

-

18,701

18,701

Total other balances due from credit institutions

-

52,485

95,665

15,481

25,960

189,591

711

313,569

100,325

246,578

76,536

737,719

Total balances due from credit institutions

Held-tomaturity

Other EU Member States

Municipalities

EUR`000

Availablefor-sale

EMU countries

Credit institutions

Balances due from credit institutions to the bank by geographical
area and structure as at 31 December 2011:

Group/ bank
31/12/2011

Latvia

Credit institutions

Balances due from credit institutions to the bank by geographical
area and structure as at 31 December 2012:

EUR`000
Group/ bank
31/12/2012

Total
Net fixed income securities

3,944

94,533

98,477

26,916

60,878

87,794

30,953

194,457

225,410

82,301

134,241

216,542

776,191

500,612

1,276,803

527,521

237,304

764,825

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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In the reporting year, the annual yield of the bank’s securities portfolio was 2,4%
(3,9%). Most of these assets — 93,8% (88,6%) — have been invested by the bank
in investment-grade securities (see Note 32). At the end of the reporting year, the
weighted average duration of the bank’s securities portfolio was 2,1 (2,3).
The bank has no investments in securities issued by the central governments of
the European countries that are still struggling to solve their financial and budget
problems, such as Greece, Ireland, Spain and Italy, except for an insignificant
investment of EUR 365,7 (271,8) thousand made in the securities of the
Portuguese central government.

Bank’s Management Report

Most significant investments of the group and the bank
in debt securities are as follows:

Issuer

As at 31 December 2012, all the available-for-sale securities were listed.
Meanwhile, the following held-to-maturity securities were not listed on stock
exchanges:
•• EUR 317 (487) thousand — debt securities issued by companies of other
countries;
•• EUR 719 (716) thousand — debt securities issued by credit institutions of other
countries;
•• EUR 3,920 (0) thousand — debt securities issued by an EMU credit institution.

Group/ bank
31/12/2011

Availablefor-sale

Held-tomaturity

Total

Availablefor-sale

Held-tomaturity

Total

273,490

29,912

303,402

2,987

-

2,987

38,931

-

38,931

3,139

-

276,477

29,912

306,389

3,139

42,070

-

42,070

USA
Central government
Other issuers
Total

The maximum credit risk exposure of debt securities is equal to the carrying
amount of these assets.

EUR`000
Group/ bank
31/12/2012

Russia
Central government

13,180

23,325

36,505

15,256

24,856

40,112

Other issuers

13,795

143,433

157,228

45,754

95,422

141,176

Total

26,975

166,758

193,733

61,010

120,278

181,288

Canada
Central government

49,460

28,813

78,273

22,931

22,026

44,957

Other issuers

58,998

39,025

98,023

33,314

7,886

41,200

108,458

67,838

176,296

56,245

29,912

86,157

29,783

Total
Germany

-

10,146

10,146

19,594

10,189

Other issuers

Central government

116,264

27,871

144,135

70,158

4,163

74,321

Total

116,264

38,017

154,281

89,752

14,352

104,104

Sweden
Central government

55,441

-

55,441

40,489

-

40,489

Other issuers

18,442

11,687

30,129

24,230

-

24,230

Total

73,883

11,687

85,570

64,719

-

64,719

8,352

Latvia
-

38,218

38,218

-

8,352

Other issuers

Central government

1,562

265

1,827

21

250

271

Total

1,562

38,483

40,045

21

8,602

8,623

International organisations

88,698

38,507

127,205

101,814

37,262

139,076

Other countries

83,873

109,411

193,284

111,890

26,897

138,787

776,190

500,613

1,276,803

527,521

237,304

764,825

Net securities portfolio

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 14

Note 15

Shares and other non-fixed income securities

Loans

The group’s and bank’s investments in shares and investment
funds are classified as follows:

EUR`000
Group/ bank
31/12/2012

Group/ bank
31/12/2011

The breakdown of loans issued by the group and the bank by customer profile:
Customer profile

EUR`000

Group
31/12/2012

Group
31/12/2011

Bank
31/12/2012

Bank
31/12/2011

Listed

Non-listed

Total

Listed

Non-listed

Total

Private individuals

495,607

554,698

495,608

554,699

-

1,889

1,889

-

394

394

Corporate companies

235,885

164,743

241,323

166,668

47

-

47

51

-

51

Financial institutions

47,116

31,959

47,116

31,959

Equity shares in credit institutions registered in EMU countries

221

-

221

-

-

-

Total

778,608

751,400

784,047

753,326

Equity shares in credit institutions registered
in other OECD countries

689

-

689

-

-

-

Impairment allowance

(67,475)

(83,470)

(67,473)

(83,718)

1,048

-

1,048

-

-

-

Net loans

711,133

667,930

716,574

669,608

Group
31/12/2012

Group
31/12/2011

Bank
31/12/2012

Bank
31/12/2011
667,160

At fair value
Investments in funds registered in Latvia
Equity shares in Latvian corporate entities

Investments in funds registered in other OECD countries
Equity shares in corporate entities registered in other countries

603

-

603

425

-

425

Equity shares in credit institutions registered in other countries

245

-

245

201

-

201

2,853

1,889

4,742

677

394

1,071

-

3,058

3,058

-

3,132

3,132

Total shares and other non-fixed income securities
at fair value through profit or loss

The maximum credit risk exposure of loans issued to customers is equal
to the carrying amount of these assets.

Available-for-sale
Investments in funds registered in other countries
Equity shares in financial auxiliaries
registered in EMU countries

-

139

139

-

87

87

Total shares and other non-fixed income securities included
in the available-for-sale portfolio

-

3,197

3,197

-

3,219

3,219

2,853

5,086

7,939

677

3,613

4,290

Total shares and other non-fixed income securities

EUR`000
Geographical profile
Latvia

625,169

665,234

630,608

EMU countries

30,542

4,852

30,542

4,852

Other EU Member States

18,257

34,570

18,257

34,570

Other OECD countries

12,997

5,683

12,997

5,683

Other countries

91,643

41,061

91,643

41,061

Total loans

778,608

751,400

784,047

753,326

Impairment allowance

(67,475)

(83,470)

(67,473)

(83,718)

Net loans

711,133

667,930

716,574

669,608

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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The table below provides the credit quality analysis for the group, including the aging
analysis of the group’s past due loans that have not been impaired individually:

EUR`000
31/12/2012

Not individualy impaired loans

31/12/2011

Mortgage

Business

Consumer

Other

Total

Mortgage

Business

Consumer

Other

Total

371,704

264,653

1,692

21,484

659,533

410,478

151,124

1,167

25,171

587,940
2,131

1,429

1,277

-

-

2,706

1,686

445

-

-

less than 30 days

743

253

-

-

996

626

18

-

-

644

31 to 59 days

283

1

-

-

284

333

75

-

-

408

including past due loans

60 to 89 days

144

4

-

-

148

471

11

-

-

482

more than 90 days

259

1,019

-

-

1,278

256

341

-

-

597
163,461

87,360

29,796

105

1,814

119,075

112,125

48,170

115

3,051

49,981

9,932

77

1,824

61,814

60,510

15,304

17

265

76,096

Impairment allowance

(53,573)

(10,144)

(77)

(3,681)

(67,475)

(61,122)

(20,421)

(90)

(1,838)

(83,471)

Total loans, net

405,491

284,305

1,720

19,617

711,133

461,481

178,873

1,192

26,384

667,930

Impaired loans
including past due loans

The table below provides the credit quality analysis for the bank, including the aging
analysis of the bank’s past due loans that have not been impaired individually:

EUR`000
31/12/2012

Not individualy impaired loans

31/12/2011

Mortgage

Business

Consumer

Other

Total

Mortgage

Business

Consumer

Other

Total

371,704

270,094

1,692

21,484

664,974

410,477

152,556

1,167

25,171

589,371
2,131

1,429

1,277

-

-

2,706

1,686

445

-

-

less than 30 days

743

253

-

-

996

626

18

-

-

644

31 to 59 days

283

1

-

-

284

333

75

-

-

408

including past due loans

60 to 89 days

144

4

-

-

148

471

11

-

-

482

more than 90 days

259

1,019

-

-

1,278

256

341

-

-

597
163,955

87,360

29,796

105

1,814

119,075

112,125

48,664

115

3,051

49,981

9,932

77

1,824

61,814

60,510

15,304

17

265

76,096

Impairment allowance

(53,573)

(10,144)

(77)

(3,681)

(67,475)

(61,121)

(20,669)

(90)

(1,838)

(83,718)

Total loans, net

405,491

289,746

1,720

19,617

716,574

461,481

180,551

1,192

26,384

669,608

Impaired loans
including past due loans

As at 31 December 2012, the gross amount of loans having the maturity date for principal or interest changed was EUR 109,0 (138,6) million. These changes were made on
the basis of the agreements between the group or the bank and customers amending
respective loan conditions, as otherwise the loans might be past due.

Below is provided the collateral analysis for the group’s and bank’s
loans that have been impaired individually:

EUR`000
31/12/2012

Loan type

Total
loans

31/12/2011

Fair value
of collateral

Total
loans

Fair value
of collateral

Mortgage loans

87,360

52,621

112,125

68,392

Business loans

29,796

20,048

48,664

29,798

Consumer loans
Other loans
Total impaired loans, gross

105

-

115

-

1,814

-

3,051

-

119,075

72,669

163,955

98,190

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 16

Note 17

Investments in subsidiaries

Investment properties

The bank has shares in the following subsidiaries:

EUR`000
31/12/2012

31/12/2011

Share
capital

Country of
incorporation

Share
capital

Equity

Bank's share
of total share
capital,
%

Equity

Bank's share
of total share
capital,
%

Pillar Holding Company, KS

LV

90,000

90,681

99.9997

80,000

80,741

99.9997

ABLV Bank Luxembourg, S.A.

LU

20,000

18,166

100

2,001

1,894

100

ABLV Private Equity Fund 2010, KS

LV

10,000

11,201

100

10,000

10,303

100

New Hanza City, SIA

LV

6,261

6,192

100

4,126

4,071

100

Company

ABLV Consulting Services, AS

LV

711

768

100

534

572

Pillar Management, SIA

LV

711

556

100

711

176

100

LV

569

556

100

569

845

100

ABLV Capital Markets, IBAS

LV

569

2,684

100

569

2,279

100

ABLV Private Equity Mangement, SIA

LV

171

213

100

171

188

100

ABLV Corporate Services, SIA

LV

28

199

100

28

60

100

Pillar, SIA

LV

3

3

100

-

-

-

Elizabetes Park House, SIA

LV

-

-

100

3,557

2,386

91.6

Total, gross

129,023

131,219

102,266

103,515

Impairment
expense

(1,569)

(536)

Total, net

127,454

101,730

During the reporting year, the bank increased its investment in Pillar Holding
Company, KS and New Hanza City, SIA
by EUR 10,0 million and EUR 2,1 million
respectively. The Bank also increased
the share capital of ABLV Consulting
services, AS by EUR 177,9 thousand.
The above capital increases were
aimed at ensuring expansion of the
subsidiaries’ business and their successful development. In the reporting
year, within the framework of the effective restructuring of the ABLV group,
the subsidiary Elizabetes Park House,
SIA was included in the Pillar Holding
116

Company, KS group which is engaged
in real estate takeover, management,
development, preparation for sale and
ultimate sale.
In October 2012, the group sold its subsidiary AB.LV Transform Investments,
SIA to third parties.
In 2012, the bank established impairment indications in respect of its
investments in Pillar Management, SIA
and Pillar Holding Company, KS and,
therefore, recognised impairment expense of EUR 175,0 thousand and EUR
858,0 thousand respectively.
In the reporting year, the investment
fund ABLV Private Equity Fund 2010,
KS acquired additional 20,0% shares
in Orto, SIA. As a result, ABLV Private
Equity Fund 2010, KS is the holder of
a total of 60,0% shares in ORTO, SIA
and exercises control over this entity.
In the reporting year, ABLV Private
Equity Fund 2010, KS established and
structured a holding company Vaiņodes
Agro Holding, SIA to develop agricultural production in Latvia. The investment

Investment properties
Prepayments for investment properties
Total investment properties

Group
31/12/2011

Bank
31/12/2012

Bank
31/12/2011

28,725

30,090

24,620

23,516

950

562

-

192

29,675

30,652

24,620

23,708

The movements in the group’s and bank’s
investment properties in 2012 are as follows:

EUR`000

100

ABLV Asset Management, IPAS

During the reporting year, the bank
increased the share capital of its subsidiary ABLV Bank Luxembourg, S.A.
by EUR 18,0 million. In October 2012,
ABLV Bank Luxembourg, S.A obtained
a banking licence. The bank established
its subsidiary bank in Luxembourg to
develop the existing customer base
and strengthen their loyalty, supplying
a wider range of investment and fiduciary services as well as acquire new
customers.

EUR`000
Group
31/12/2012

Group

Bank

Land

Buildings

Total, excl.
prepayments

Land

Buildings

Total, excl.
prepayments

25,962

4,192

30,154

23,271

309

23,580

Additions

1,115

743

1,858

1,115

-

1,115

Disposals

-

(3,212)

(3,212)

-

-

-

27,077

1,723

28,800

24,386

309

24,695

Acquisition value as at 01/01/2012

Acquisition value as at 31/12/2012
Accumulated depreciation as at 01/01/2012

-

64

64

-

64

64

Depreciation charge

-

11

11

-

11

11

Accumulated depreciation as at 31/12/2012

-

75

75

-

75

75

Net carrying amount as at 01/01/2012

25,962

4,128

30,090

23,271

245

23,516

Net carrying amount as at 31/12/2012

27,077

1,648

28,725

24,386

234

24,620

made by Private Equity Fund 2010, KS
in Vaiņodes Agro Holding, SIA totals
EUR 996,0 thousand.
As at 31 December 2012, funds of
the customers of ABLV Asset Management, IPAS managed by the said
company based on the customers’
authorisation amounted to EUR 54,4
(41,8) million. The value of financial instruments of the ABLV Capital Markets,
IBAS customers as at 31 December
2012 was EUR 605,4 (361,0) million.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 18

The movements in the group’s and bank’s investment properties
in 2011 are as follows:

Acquisition value as at 01/01/2011
Additions
Disposals
Acquisition value as at 31/12/2011

EUR`000
Group

Bank
Land

Buildings

Total, excl.
prepayments

Intangible and tangible fixed assets

Land

Buildings

Total, excl.
prepayments

25,962

309

26,271

23,271

309

23,580

-

3,883

3,883

-

-

-

Intangible fixed assets

-

Goodwill
Prepayments for intangible fixed assets

25,962

4,192

30,154

23,271

309

23,580

Accumulated depreciation as at 01/01/2011

-

53

53

-

53

53

Depreciation charge

-

11

11

-

11

11

Depreciation of disposals

-

-

-

-

-

-

Accumulated depreciation as at 31/12/2011

-

64

64

-

64

64

Net carrying amount as at 01/01/2011

25,962

256

26,218

23,271

256

23,527

Net carrying amount as at 31/12/2011

25,962

4,128

30,090

23,271

245

23,516

EUR`000
Group
31/12/2012

Group
31/12/2011

Bank
31/12/2012

Bank
31/12/2011

4,865

4,321

4,483

4,143

229

-

-

-

343

649

332

649

Total intangible fixed assets

5,437

4,970

4,815

4,792

Land

1,244

182

182

182

15,533

8,247

4,486

4,716

Production equipment

5,110

3,379

-

-

Office equipment

2,632

1,595

1,754

1,507

Construction in progress

Buildings and property improvements

2,289

-

-

-

Vehicles

922

682

438

406

Leasehold improvements

117

202

117

202

56

43

4

36

27,903

14,330

6,981

7,049

Prepayments for tangible fixed assets
Total tangible fixed assets

The market value of the group’s and bank’s investment properties as at 31 December 2012 were EUR 32,2 (29,9) million and EUR 27,0 (27,0) million respectively.
The management of the bank and the group believe that the most credible market
value of investment properties was identified based on the evaluations presented
by both external real estate appraisers and bank’s real estate experts. The selling
value of the investment properties may differ from the market value as defined, as
the market of such kind of properties is not properly developed.
Rentals from investment properties in 2012 amounted to EUR 31,3 (34,2) thousand, whereas the related property maintenance expense was EUR 143,7 (129,5)
thousand, including direct operating expenses arising from investment properties
that did not generate rental income amounting to EUR 119,5 (109,6) thousand.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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The movements in the group’s intangible and tangible
fixed assets in 2012 are as follows:
EUR`000

Goodwill
Acquisition value as at 01/01/2012

Intangible
fixed assets

Land

Production
equipment

Construction
in progress

Buildings and
property
improvements

Leasehold
improvements

Vehicles

Office
equipment

Total, excl.
prepayments
46,514

-

8,977

182

5,913

-

19,314

986

1,437

9,705

Additions

229

1,377

1,062

4

2,289

93

-

584

1,800

7,438

Disposals

-

(1,145)

-

(1)

-

(26)

(108)

(343)

(721)

(2,344)

229

9,209

1,244

5,916

2,289

19,381

878

1,678

10,784

51,608

Accumulated depreciation as at 01/01/2012

-

4,656

-

374

-

3,213

784

756

7,941

17,724

Depreciation charge

-

828

-

391

-

465

75

282

856

2,897

Depreciation of tangible assets
of the subsidiaries acquired in the reporting year

-

-

-

42

-

171

-

-

55

268

Depreciation of disposals

-

(1,140)

-

(1)

-

(1)

(98)

(282)

(700)

(2,222)

Accumulated depreciation as at 31/12/2012

-

4,344

-

806

-

3,848

761

756

8,152

18,667

Acquisition value as at 31/12/2012

Net carrying amount as at 01/01/2012

-

4,321

182

5,539

-

16,101

202

682

1,764

28,791

Net carrying amount as at 31/12/2012

229

4,865

1,244

5,110

2,289

15,533

117

922

2,632

32,941

Production
equipment

Buildings and
property
improvements

Leasehold
improvements

Construction in
progress

Vehicles

Office
equipment

Total, excl.
prepayments

The movements in the group’s intangible and tangible
fixed assets in 2011 are as follows:

EUR`000
Intangible
fixed assets

Land

8,371

182

-

6,923

970

3,108

1,355

9,064

29,973

605

-

3,674

640

16

-

350

771

6,056

Reclassification

-

-

-

3,108

-

(3,108)

-

-

-

Disposals

-

-

-

-

-

-

(267)

(428)

(695)

Acquisition value as at 31/12/2011

8,976

182

3,674

10,671

986

-

1,438

9,407

35,334

Accumulated depreciation as at 01/01/2011

3,924

-

-

2,136

700

-

720

7,255

14,735

731

-

206

377

84

-

248

978

2,624

-

-

-

-

-

-

(212)

(421)

(633)

Accumulated depreciation as at 31/12/2011

4,655

-

206

2,513

784

-

756

7,812

16,726

Net carrying amount as at 01/01/2011

4,448

182

-

4,787

270

3,108

635

1,808

15,238

Net carrying amount as at 31/12/2011

4,321

182

3,468

8,158

202

-

682

1,595

18,608

Acquisition value as at 01/01/2011
Additions

Depreciation charge
Depreciation of disposals

As at 31 December 2012, the group and the bank owned intangible and tangible
fixed assets having the net carrying amount of 0 and the cost value of EUR 8,140
(8,708) thousand and EUR 8,049 (8,329) thousand respectively.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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The movements in the bank’s intangible and tangible
fixed assets in 2012 are as follows:
EUR`000
Intangible
fixed assets

Land

Buildings and
property
improvements

Leasehold
improvements

Vehicles

Office
equipment

Total, excl.
prepayments
27,157

Acquisition value as at 01/01/2012

8,604

182

7,139

986

1,054

9,192

Additions

1,088

-

69

-

248

1,002

2,407

Disposals

(1,134)

-

(4)

(108)

(286)

(697)

(2,229)

Acquisition value as at 31/12/2012

8,558

182

7,204

878

1,016

9,497

27,335

Accumulated depreciation as at 01/01/2012

4,461

-

2,422

784

649

7,685

16,001

Depreciation charge

744

-

296

75

175

738

2,028

(1,130)

-

-

(98)

(246)

(680)

(2,154)

Accumulated depreciation as at 31/12/2012

4,075

-

2,718

761

578

7,743

15,875

Net carrying amount as at 01/01/2012

4,143

182

4,716

202

406

1,507

11,156

Net carrying amount as at 31/12/2012

4,483

182

4,486

117

438

1,754

11,460

Intangible
fixed assets

Land

Buildings and
property
improvements

Leasehold
improvements

Vehicles

Office
equipment

Total, excl.
prepayments

Depreciation of disposals

The movements in the bank’s intangible and tangible
fixed assets in 2011 are as follows:

Acquisition value as at 01/01/2011

EUR`000

8,042

182

6,923

970

1,109

8,859

26,085

Additions

561

-

215

16

137

753

1,682

Disposals

-

-

-

-

(192)

(420)

(612)

Acquisition value as at 31/12/2011

8,603

182

7,138

986

1,054

9,192

27,155

Accumulated depreciation as at 01/01/2011

3,800

-

2,136

700

603

7,167

14,406

660

-

286

84

182

933

2,145

-

-

-

-

(137)

(415)

(552)

4,460

-

2,422

784

648

7,685

15,999

Depreciation charge
Depreciation of disposals
Accumulated depreciation as at 31/12/2011
Net carrying amount as at 01/01/2011

4,243

182

4,787

270

507

1,692

11,683

Net carrying amount as at 31/12/2011

4,143

182

4,716

202

406

1,507

11,156

Information about contractual commitments on the purchase of intangible
and tangible fixed assets is disclosed in Note 27.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 19

Note 21

Other assets

EUR`000
Group
31/12/2012

Group
31/12/2011

Non-financial assets taken over for sale

79,745

Balances due from MFGlobal

11,475

Cash in transit

Deposits

Bank
31/12/2012

Bank
31/12/2011

71,097

1,217

746

-

11,475

-

Private individuals

3,624

-

3,624

-

Financial institutions

Receivables

2,931

1,981

1,642

1,328

Prepaid expense

1,558

976

683

477

Municipalities

514

494

514

494

State-owned enterprises

Gold
Payments for financial instruments
Other assets
Total other assets

20

7,393

20

7,393

1,674

2,257

687

1,591
12,029

101,541

84,198

19,862

Impairment expense

(1,931)

(529)

(1,907)

(521)

Total other assets, net

99,610

83,669

17,955

11,508

Note 20

Customer profile
Corporate companies

Non-profit institutions serving private individuals

Total deposits

Bank
31/12/2012

Bank
31/12/2011

2,289,892

2,006,669

2,299,139

2,017,890

331,673

247,814

331,673

247,556

26,293

6,808

26,293

6,808

2,050

2,620

2,050

2,620

36

31

36

31

-

6,162

-

6,162

2,649,944

2,270,104

2,659,191

2,281,067

The group’s/ bank’s top 20 customers in terms of the deposit amount
account for 17,3% (17,5%) of the total deposits.

Geographical profile of customer residence
Other countries

The table below presents the notional amounts of foreign currency exchange contracts and other derivative financial instruments and their fair values. The notional
amount of foreign currency exchange contracts is the amount receivable. The notional amount of other derivative financial instruments is the value of the underlying
assets of these instruments.

Group/ bank
31/12/2012

31/12/2012
Notional
amount

Notional
amount

Assets

Liabilities

Assets

942

911

27

-

63

-

6,010

22,225

23

30

299

194

Bank
31/12/2012

Bank
31/12/2011

1,503,350

1,649,982

1,503,349

547,672

453,640

547,672

453,640

EMU countries

325,553

150,030

325,553

151,183

Latvia

94,355

84,756

103,602

94,567

Other OECD countries

32,382

78,328

32,382

78,328

2,649,944

2,270,104

2,659,191

2,281,067

Of the total deposits placed with the group and the bank, 88,0% (85,8%) are
from customers whose beneficiaries are CIS residents

Group/ bank
31/12/2011

Fair value

Group
31/12/2011

1,649,982

Total deposits

Group/ bank
31/12/2011

Group
31/12/2012

Other EU Member States

EUR`000

Forwards

Group
31/12/2011

EUR`000

Derivatives

Gold futures

EUR`000
Group
31/12/2012

Fair value
Liabilities

Swaps

210,488

162,473

65

6,485

11,261

7

Total foreign currency exchange contracts

217,440

185,609

115

6,515

11,623

201

The bank uses foreign exchange derivatives to manage its currency positions.
For the most part, the bank’s counterparties in foreign currency exchange
transactions are credit institutions. As at 31 December 2012, more than 98,0%
(97,0%) of the foreign currency exchange contracts (assets at fair value) were attributable to credit institutions. As at 31 December 2012 and 2011, no payments
associated with derivatives were past due.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 22
Issued securities
Securities issued by the bank are as follows:

Date of issue

EUR`000

ISIN

Currency

October 2008

LV0000800712

December 2011

LV0000800936

October 2008

Date of
maturity

Discount/
coupon rate,
%

Group/
bank
31/12/2012

Group
31/12/2011

Bank
31/12/2011

Number

Par value

EUR

125,000

100

01/10/2018

10.0

10,694

10,535

10,535

EUR

150,000

100

22/12/2021

4.8

12,420

10,898

10,898

LV0000800720

USD

200,000

100

01/10/2018

9.5

13,529

13,157

13,157

September 2010

LV0000800845

USD

200,000

100

15/09/2020

6.5

12,708

12,211

12,211

June 2012

LV0000800977

EUR

50,000

100

25/06/2022

4.5

2,213

-

-

June 2012

LV0000800985

USD

200,000

100

27/06/2022

4.5

15,111

-

-

66,675

46,801

46,801

Subordinated bonds

Subordinated bonds, total
Ordinary bonds
December 2011

LV0000800910

EUR

10,000

1,000

20/12/2013

1.5+Euribor 6m

9,664

3,251

10,011

December 2011

LV0000800928

USD

30,000

1,000

21/12/2013

1.5+Libor 6m

22,500

23,236

23,236

July 2012

LV0000800969

USD

50,000

1,000

30/07/2014

1.2+Libor 6m

38,074

-

-

October 2012

LV0000801033

USD

25,000

1,000

15/10/2013

1.15

17,675

-

-

November 2012

LV0000801041

EUR

15,000

1,000

05/11/2014

1.55

12,397

-

-

November 2012

LV0000801058

USD

50,000

1,000

06/11/2014

1.45

10,616

-

-

Ordinary bonds, total

110,926

26,487

33,247

Issued securities, total

177,601

73,288

80,048

Note 23
Subordinated liabilities

As at 31 December 2012, the group’s and bank’s subordinated liabilities of EUR 85,1
(77,7) million comprised subordinated bonds amounting to EUR 66,7 (46,8) million and
subordinated loans amounting to EUR 18,4 (30,9) million. Subordinated loans consist
from the total amount of USD 20,7 (36,7) million and EUR 2,7 (2,4) million.

The analysis of subordinated loans as at 31 December 2011:
Loan
amount,
EUR'000

Accumulated
interest,
EUR'000

Interest
rate,
%

Currency

Date of the
agreement

Date of
maturity

11,611

50

5.13

USD

14/08/2008

19/08/2018

non-residents

16,726

34

1.99—8.39

USD

non-residents

2,395

6

3.46—3.90

EUR

Other lenders in total

19,121

40

Total subordinated deposits

30,732

90

Harpic group Ltd
Other lenders*

The analysis of subordinated loans as at 31 December 2012:
Loan
amount,
EUR'000

Accumulated
interest,
EUR'000

Interest
rate,
%

11,333

48

5.11

non-residents

4,239

53

1.75—8.39

USD

non-residents

2,695

4

3.15—3.90

EUR

6,934

57

18,267

105

Harpic group Ltd

Currency

Date of the
agreement

Date of
maturity

USD

14/08/2008

19/08/2018

Other lenders*

Other lenders in total
Total subordinated deposits

The proportionate share of other lenders (for each individual lender) does not exceed 10% of the total amount of the subordinated capital. The remaining weighted
average maturity of subordinated deposits from other lenders is 4,58 (4,37) years.
Subordinated loans are included in the second tier of equity calculation. According
to the provisions of the subordinated loan agreements, the lenders have no right to
demand anticipatory repayment of the loans and capitalise the subordinated loans
into the bank’s share capital. The basic conditions of the subordinated bonds issued by the Bank are disclosed in Note 22.
The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 24

Note 25

Paid-in share capital

Dividends declared and paid

In the reporting year, the bank issued 10,600 voting shares in addition to the existing
110,000 voting shares. The issue of the bank’s share capital was intended to ensure
steady development of the group/ bank in the future. Most of the newly issued shares
have been acquired by the existing shareholders of the bank - Cassandra Holding Company, SIA and SIA OF Holding.

Nika Berne
Cassandra Holding Company, SIA
Group of shareholders related to Ernests Bernis, total

27,185

-

27,177

-

Dividends declared per share

225

-

Dividends paid per share

225

-

Related party disclosures

31/12/2012

Group of shareholders related to Ernests Bernis

Dividends declared
Dividends paid

Note 26

The major shareholders of the bank and the groups of related shareholders
are as follows:

Ernests Bernis

31/12/2011

Share of the
bank's
voting
capital (%)

Share of the
bank's share
capital,
EUR'000

Share of the
bank's
voting
capital (%)

1,429

5.55

9,863

42.01

240

0.94

219

0.94

9,399

36.52

-

-

11,069

43.01

10,082

42.95

Related parties of the group and the bank are defined as shareholders who have a
qualifying holding in the bank, and chairman and members of the bank’s council and
board, head and members of the Internal Audit Department, key management personnel that are authorised to plan, manage and control bank’s operations and are responsible for these functions, and spouses, parents and children of the individuals referred
to previously, bank’s subsidiaries and companies in which the bank has an interest as
well as companies in which these individuals have a qualifying holding.

Group’s transactions with related parties:
EUR`000

Group of shareholders related to Oļegs Fiļs
SIA OF Holding
Oļegs Fiļs
Group of shareholders related to Oļegs Fiļs, total
Other shareholders, total
Total voting shares
Non-voting shares (personnel shares)
Total share capital

Group/ bank
01/01/2011—31/12/2011

EUR

As at 31 December 2012 the paid-in share capital of the bank amounted to EUR 28,0
million (23,5 million). All the shares have the par value of EUR 213,43 (213,43) each. The
bank’s share capital consists of 120,600 (110,000) ordinary registered voting shares and
11,000 (0) registered non-voting shares (personnel shares). As at 31 December 2012, the
bank had 119 (123) voting shareholders.

Share of the
bank's share
capital,
EUR'000

EUR`000
Group/ bank
01/01/2012—31/12/2012

31/12/2012

11,069

43.00

-

-

-

-

10,082

42.95

Assets

11,069

43.00

10,082

42.95

Loans

31/12/2011

Shareholders

Management

Related
companies

Other related
individuals

Management

Related
companies

Other related
individuals

-

965

1,616

697

750

2,846

1,104

2,022

3,602

13.99

3,313

14.10

Liabilities

25,740

100.00

23,477

100.00

Deposits

195

1,562

2,954

1,514

1,946

701

2,347

-

-

-

Subordinated deposits

-

-

-

-

-

-

-

28,087

-

23,477

-

Subordinated bonds

-

1,006

149

1,120

95

451

164

-

Memorandum items

The registered non-voting shares (personnel shares) were
for the first time issued in 2012.

Undrawn credit facilities

-

168

85

83

450

122

Guarantees

-

189

-

-

191

-

01/01/2012 –
31/12/2012
31/12/2012
Amount of
employees

Personnel
shares

Chairman of the Council and Council members

3

-

Chairman of the Board

1

-

6

5,850

Board members
Heads and deputy heads of divisions
Non-voting shares (personnel shares), total

15

01/01/2011 –
31/12/2011

Shareholders

Management

Related
companies

Other related
individuals

Management

Related
companies

Other related
individuals

Interest income

-

47

118

24

10

181

37

Commission and fee income

-

21

41

10

16

31

10

Interest expense

-

(3)

(1)

(3)

(9)

(4)

(16)

Income/ expense

5,150
11,000

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Bank’s transactions with related parties:
EUR`000
31/12/2012

31/12/2011

Shareholders

Management

Related
companies

Subsidiaries

Other related
individuals

Management

Related
companies

Subsidiaries

Other related
individuals

Loans

-

965

1,616

16,834

598

750

2,846

14,488

684

Impairment allowances

-

-

-

-

-

-

-

(248)

-

Loans, net

-

965

1,616

16,834

598

750

2,846

14,240

684

1,908

Assets

Liabilties
Deposits

195

1,562

2,954

13,144

1,286

1,946

701

11,231

Subordinated deposits

-

-

-

-

-

-

-

-

-

Subordinated bonds

-

1,006

149

-

904

95

451

-

20

-

Memorandum items
Undrawn credit facilities

-

168

85

162

80

450

122

892

Guarantees

-

189

-

7

-

191

-

7

01/01/2012—31/12/2012
Shareholders

Management

Related
companies

Subsidiaries

Other related
individuals

Management

Related
companies

Interest income

-

47

118

1,093

18

10

Commission and fee income

-

21

41

151

7

16

Interest expense

-

(3)

(1)

(16)

(3)

Other operating income

-

-

-

982

-

Other operating expense

-

-

-

(4,464)

Impairment allowances

-

-

-

248

Income/ expense

01/01/2011—31/12/2011

Subsidiaries

Other related
individuals

181

901

21

28

359

6

(9)

(4)

(18)

(16)

-

-

626

-

-

-

-

(3,800)

-

-

-

-

(248)

-

The Latvian banking legislation requires
that the total credit exposure to related
parties may not exceed 15% of credit
institution’s equity. As at 31 December
2012, the bank was in compliance with
the above statutory requirements.

Note 27
Memorandum items
Contingent liabilities
Outstanding guarantees
Letters of credit
Total contingent liabilities

EUR`000
Group/ bank
31/12/2012

Group/ bank
31/12/2011

9,980

16,487

54

666

10,034

17,153

Geographical profile
Latvia

Loan commitments

18,705

10,375

Undrawn credit facilities on settlement cards

11,742

9,705

Unutilised credit lines

12,547

9,570

85

145

Total financial commitments

43,079

29,795

Total contingent liabilities and financial commitments

53,113

46,948

Group/ bank
31/12/2011

20,263

26,033

Other EU Member States

3,194

599

EMU countries

5,677

526

Other OECD countries

Financial commitments

Contractual commitments on purchase of non-financial assets

EUR`000
Group/ bank
31/12/2012

277

827

Other countries

23,702

18,963

Total contingent liabilities and financial commitments

53,113

46,948

As at 31 December 2012, funds under trust management by the group amounted
to EUR 196,1 (166,3) million, while funds under trust management by the bank
amounted to EUR 141,9 (124,5) million. The bank’s funds under trust management
comprise loans issued from the funds specifically assigned by customers to the
bank. Meanwhile, the group’s funds under trust management also include funds of
the customers of ABLV Asset Management, IPAS managed by the said company
based on the customers’ authorisation.
The related credit risk and other risks remain fully with the customer, which provided these funds to the group and/ or the bank.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 28

EUR`000
Group
01/01/2012—
31/12/2012

Segment information

The group and the bank believe that they are organised into three segments based on
the core business activities as follows: banking, investments, and advisory. The group
defines its operating segments based on its organisational structure. The bank views
its operations as one single segment, without making any separate disclosures,
while at the group level the bank and all its subsidiaries are attributed to the group’s
operating segments as follows:
• Banking: ABLV Bank, AS, ABLV Asset Management, IPAS, ABLV Capital Markets,
IBAS, and ABLV Bank Luxembourg, S.A;
• Advisory: ABLV Consulting Services, AS, ABLV Corporate Services, SIA, and ABLV
Corporate Services, LTD;
• Investments: Pillar Holding Company, KS, Pillar, SIA, Pillar Management,SIA, Pillar
2, SIA, Pillar 3, SIA, Pillar 4, SIA, Pillar 6, SIA, Pillar 7, SIA, Pina Breeze, SIA, Pillar 9,
SIA Pillar 10, SIA, Pillar 11, SIA, Pillar 12, SIA, Pillar 13, SIA, Lielezeres Apartment
House, SIA, Pillar 17, SIA, Pillar 18, SIA, Elizabetes Park House, SIA, New Hanza
City, SIA, ABLV Private Equity Management, SIA, ABLV Private Equity Fund 2010,
KS, Vaiņode Agro Holding, SIA, Vaiņodes Agro, SIA, Vaiņeode bekons, SIA, Gas
Stream, SIA, Bio Future, SIA, Ortopēdijas, sporta traumatoloģijas un mugurkaula
ķirurģijas klīnika ORTO, SIA, and Orto māja, SIA.

Profit/ loss

Securities and derivatives
Loans
Investments in subsidiaries
and associates
Tangible and intangible fixed assets,
investment properties
Other assets
Total assets per internal reporting
Impairment allowance*
Total assets per IFRS

Group
31/12/2011

Bank
31/12/2012

Bank
31/12/2011

Banking

Investments

Advisory

Banking

Investments

Advisory

Banking

Banking

307,446

6

-

204,414

-

-

307,446

204,414

558,035

980

38

738,219

50

33

553,020

737,719

1,285,218

-

-

782,292

-

-

1,285,218

782,292

767,215

11,393

-

738,811

12,591

-

784,049

753,327

-

3,796

-

-

448

-

127,457

101,431

37,453

25,228

334

35,815

13,965

171

36,416

35,549

20,545

81,430

269

16,477

72,354

203

19,964

16,776

2,975,911

122,832

642

2,516,027

99,409

407

3,113,569

2,631,508

69,739

54

-

85,552

-

-

69,739

85,761

2,906,172

122,778

642

2,430,476

99,409

407

3,043,830

2,545,747

Balances due to credit institutions

3,127

1,421

-

12,063

3,512

-

15,383

12,063

Derivatives

6,515

-

-

201

-

-

6,515

201

2,842,346

3,571

-

2,373,955

259

-

2,855,164

2,391,937

70,220

54

-

85,512

-

-

70,220

85,759

Impairment allowances
and other provisions
Other liabilities

Investments

Advisory

Banking

Investments

Advisory

Banking

Banking

31,115

1,520

-

30,663

1,158

-

32,212

31,530

Net commission and fee income

40,399

-

-

32,282

-

20

36,537

29,207

Net result of transactions with financial
instruments and foreign exchange

20,774

51

(36)

37,976

(141)

(28)

20,997

37,951

Net other income/ expense

(2,439)

4,260

815

(2,052)

2,060

455

(5,916)

(5,130)

10

-

-

1

-

-

1,998

1,006

Administrative expense and depreciation

(39,209)

(2,392)

(4,316)

(38,096)

(1,355)

(3,192)

(36,112)

(36,398)

Impairment allowances and provisions

(19,566)

(16)

-

(24,139)

(37)

-

(19,318)

(24,385)

Impairment of financial instruments

(487)

-

-

(2,499)

-

-

(487)

(2,499)

Impairment of non-financial assets

(139)

(2,136)

-

(33)

(1,760)

-

(1,172)

505

Corporate income tax

(5,674)

101

(60)

(4,735)

(359)

(9)

(5,326)

(4,602)

Net profit/ (loss) for the year

24,784

1,388

(3,596)

29,370

(433)

(2,753)

23,412

27,185

Fair value of a financial instrument is the amount for which a financial asset could be exchanged, or a financial liability settled, between knowledgeable, willing parties in an arm’s
length transaction. The group and the bank disclose the fair values of the financial assets
and liabilities in such a manner so as to be able to compare the fair values with the carrying
amounts. The group and the bank assume that the fair value of liquid financial assets and
liabilities or financial assets and liabilities with a short maturity (less than three months) approximates to their carrying amount. This assumption also applies to demand deposits and
savings accounts.

The carrying amounts and fair values of the group’s financial assets
and financial liabilities are as follows:

13,759

10,186

612

12,080

5,881

421

14,320

13,240

Total liabilities per internal reporting

2,935,968

15,233

612

2,483,811

9,651

421

2,961,602

2,503,200

Total liabilities and shareholders' equity

3,088,301

10,292

793

2,612,825

2,524

494

3,113,569

2,631,508

Impairment allowance*

69,739

54

-

85,552

-

-

69,739

85,761

Total liabilities per IFRS

3,018,561

10,238

793

2,527,274

2,524

494

3,043,830

2,545,747

EUR`000
31/12/2012

Financial assets

Carrying
amount

31/12/2011

Fair
value

Carrying
amount

Fair
value

Cash and deposits with central banks

307,451

307,451

204,414

204,414

Balances due from credit institutions

559,053

559,053

738,301

738,301

115

115

11,623

11,623

4,742

4,742

1,071

1,071

779,388

779,388

530,740

530,740

Derivatives
Financial assets at fair value through profit or loss
Available-for-sale financial assets

Liabilities

Deposits and issued securities

Banking

Fair value of financial instruments

EUR`000

Balances due from credit institutions

Bank
01/01/2011—
31/12/2011

Note 29

Group
31/12/2012
Cash and deposits with
the Bank of Latvia

Bank
01/01/2012—
31/12/2012

Net interest income

Income from dividends

Operating segment information is prepared on the basis of internal reports.

Assets

Group
01/01/2011—
31/12/2011

Loans and receivables

711,133

702,513

667,930

664,946

Held-to-maturity investments

500,612

516,959

237,304

230,867

2,862,495

2,870,223

2,391,384

2,381,963

2,531

Total financial assets
Financial liabilities
Demand deposits from credit institutions

1,376

1,376

2,531

Derivatives

6,515

6,515

201

201

Financial liabilities at amortised cost

2,849,090

2,854,824

2,387,257

2,397,199

Total financial liabilities

2,856,981

2,862,716

2,389,989

2,399,931

* — for internal reporting purposes the impairment allowance is disclosed separately as a liability rather than impairment of the respective assets.
The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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The carrying amounts and fair values of the bank’s
financial assets and financial liabilities are as follows:
EUR`000
31/12/2012

31/12/2011

Carrying
amount

Fair
value

Carrying
amount

Fair
value

Cash and deposits with central banks

307,446

307,446

204,414

204,414

Balances due from credit institutions

553,020

553,020

737,719

737,719

115

115

11,623

11,623

4,742

4,742

1,071

1,071

Financial assets

Derivatives
Financial assets at fair value through profit or loss
Available-for-sale financial assets

779,388

779,388

530,740

530,740

Loans and receivables

716,574

707,954

669,608

666,625

Held-to-maturity investments

500,612

516,959

237,304

230,867

2,861,897

2,869,625

2,392,479

2,383,060

Total financial assets

The group’s and bank’s financial assets defined at fair value
and available for sale according to the hierarchy of input data
for determining the fair value:

EUR`000
31/12/2012

Financial assets

31/12/2011

Level 1

Level 2

Level 3

Total

Level 1

Level 2

Level 3

Total

63

53

-

115

63

11,561

-

11,623

Financial assets at fair value through profit or loss

4,742

-

-

4,742

1,071

-

-

1,071

incl. shares and other non-fixed income securities

4,742

-

-

4,742

1,071

-

-

1,071

Available-for-sale financial assets

776,191

-

3,197

779,388

527,521

-

3,219

530,740

incl. fixed income securities

776,191

-

-

776,191

527,521

-

-

527,521

-

-

3,197

3,197

-

-

3,219

3,219

780,996

53

3,197

784,246

528,655

11,561

3,219

543,435

Derivatives

incl. shares and other non-fixed income securities
Total financial assets
Financial liabilities

Financial liabilities
Demand deposits from credit institutions

3,423

3,423

2,531

2,531

Derivatives

6,515

6,515

201

201

Financial liabilities at amortised cost

2,867,123

2,872,858

2,401,469

2,411,411

Total financial liabilities

2,877,061

2,882,797

2,404,201

2,414,142

Derivatives

-

6,515

-

6,515

-

201

-

201

Total financial liabilities

-

6,515

-

6,515

-

201

-

201

During the reporting year, no transfers of financial instruments between the levels
of the fair value hierarchy took place.

Hierarchy of input data for determining the fair value of financial assets and liabilities.

In 2012 and 2011, the fair value of only one investment fund was determined by
applying the terms of Level 3 of the fair value hierarchy. The analysis of the audited
financial statements of the above mentioned fund did not show any impairment of
the group’s and bank’s initial investment during the reporting year.

The group and the bank use the following hierarchy of three levels of input data for
determining and disclosing the fair value of financial assets and liabilities:
•• Level 1: Quoted prices in active markets;
•• Level 2: Other techniques for which all inputs which have a significant effect on
the recorded fair value are observable;
•• Level 3: Other techniques which use inputs which have a significant effect on the
recorded fair value that are not based on observable market data.
Level 3 inputs, i.e. other valuation techniques, are used for available-for-sale financial
assets not quoted in the market and for which no quoted prices for similar assets in
active markets are available. In determining the fair value for such financial assets,
valuation models are based on the assumptions and estimates regarding the potential future financials of the investment property, and the industry and geographical
area risks in which the respective investment property operates.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 30
Capital management
and capital adequacy

The primary objective of the group’s and
bank’s capital management is to ensure
that the group and the bank comply with
externally imposed capital requirements
(i.e. FCMC regulations and IFRS) and that
the group and the bank maintain healthy
capital ratios in order to support their
business and maximise the shareholders’
value.
The goals of the group’s and bank’s
capital management are consistent with
those of the previous years. According
to the capital adequacy rules of Basel II,
the group and the bank apply the standardised approach to calculate the capital
requirements for credit risk and market
risks and the basic indicator approach
to calculate the capital requirement for
operational risk.
Capital adequacy refers to the sufficiency
of the group’s and bank’s capital resources to cover credit risk, operational risk,
and market risks.
As at 31 December 2012, the bank’s
capital adequacy ratio in accordance with
the FCMC requirements was 16,04%
(15,47%), while the group’s capital adequacy ratio was 14,58% (13,59%). The
minimum capital requirement defined for
the bank is 12,40% (12,30%), and the
bank complies with this requirement.
The group’s and bank’s equity consists of
Tier 1 and Tier 2. Tier 1 comprises paid-in
share capital, share premium, reserve
capital, retained earnings, including
current year’s profit which is not to be
paid in dividends, less negative fair value
revaluation reserve of available-for-sale financial assets and intangible fixed assets.
Tier 2 includes subordinated capital and
positive fair value revaluation reserve of
available-for-sale financial assets (45%).
The reserve capital is the value of the
group’s and bank’s property, which, following the defined procedure, is accrued
to cover unexpected losses or for other
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financing needs, based on the decision
of the shareholders’ meeting. There are
no legal restrictions on utilisation of the
reserves.
Apart from the calculation of the minimum capital adequacy ratio, the bank
documents and assesses internal capital
adequacy. The internal capital adequacy
assessment (ICAAP) procedure performed by the bank comprises both quantitative capital adequacy assessment and
qualitative aspects, including long-term
business planning and formulation of the
development strategy, identification of
material risks, determination of acceptable risk exposure, development and improvement of risk management systems,
as well as identification and control of
risks inherent in the bank’s business (risk
profile) on an ongoing basis.
The methods employed for the ICAAP
purposes and the calculation procedure
are detailed in the Statement on Information Disclosure published on the bank’s
homepage www.ablv.com.

EUR`000
Group
31/12/2012

Group
31/12/2011

Bank
31/12/2012

Bank
31/12/2011

paid-in share capital

28,087

23,477

28,087

23,477

share premium

27,291

7,477

26,481

7,477

reserve capital

2,134

2,134

2,134

2,134

Tier 1

retained earnings

61,600

64,462

69,213

71,560

intangible fixed assets

(5,437)

(4,970)

(4,815)

(4,792)

non-controlling interests
current year's profit/ (loss)
negative fair value revaluation reserve of available-for-sale financial assets
decrease in Tier 1 by the difference between the allowances pursuant
to the FCMC requirements and those pursuant to IFRS (50%)
Total Tier 1

2,903

716

-

-

22,917

26,672

23,412

27,185

-

(3,529)

-

(3,529)

(20)

(267)

(20)

(267)

139,475

116,172

144,492

123,245

1.188

-

1.188

-

(20)

(267)

(20)

(267)

69.748

58.131

72.113

61.758

Tier 2
fair value revaluation reserve of available-for-sale financial assets (45%)
decrease in Tier 2 by the difference between the allowances pursuant
to the FCMC requirements and those pursuant to IFRS (50%)
subordinated capital (based on the remaining maturity,
with the adjustment rate of 40%—100%)
Total Tier 2

70,916

57,864

73,281

61,491

Total equity

210,391

174,036

217,773

184,736

Capital charge for credit risk on banking book

93,406

84,220

95,048

83,964

Total capital charge for market risks on trading book

10,051

7,375

3,234

1,329

incl. capital charge for foreign currency risk

8,052

6,686

1,235

640

incl. capital charge for position risk

1,955

367

1,955

367

44

322

44

322

11,951

10,878

10,336

10,239

115,408

102,473

108,618

95,532

14.58

13.59

16.04

15.47

Group
31/12/2012

Group
31/12/2011

Bank
31/12/2012

Bank
31/12/2011

incl. capital charge for counterparty risk
Capital charge for operational risk
Total capital charge
Capital adequacy ratio (%)

The group’s and bank’s capital charge for credit risk exposures
by the following exposure categories:
Exposure category
Central governments or central banks

EUR`000

3,941

2,941

3,941

2,941

Regional or local governments

798

171

798

171

International development banks

225

198

225

198

Institutions

19,259

19,158

19,162

18,862

Commercial companies

27,528

27,331

37,879

27,393

Low risk portfolio

17,050

17,952

17,049

17,952

320

683

320

683

4,354

4,522

4,354

4,522

Secured by real estate
Past due exposures
High risk exposures

367

376

367

376

Other items

19,564

10,888

10,953

10,866

Total capital charge for credit risk

93,406

84,220

95,048

83,964

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 31
Risk management

Risks are inherent in the group’s and
bank’s business and risk management
is one of the group’s and bank’s strategic values, which is based on the confidence that efficient risk management is
critical for the success of the group and
the bank. Managing risks permits keeping the group’s and bank’s exposure at
a level meeting their willingness and
ability to undertake risks.
In the ordinary course of business, the
group and the bank are exposed to
various risks, the most significant of
them being credit risk, liquidity risk and
market risk (including interest rate risk,
currency risk), as well as operational
risk.
Risk management stands for identification, assessment and control of
potential risks.
The risk management process includes
the following:
•• identification, assessment and measurement of the significant risks;
•• setting restrictions and limits defining
the maximum permissible exposure;
•• regular monitoring of the compliance
with the risk management policies
and procedures and with any limits
set;
•• defining the risk assessment procedures and limits before commencing
new transactions;
•• quantitative risk assessment for the
group and the bank;
•• regular revision and enhancement of
the policies and instructions following
the market changes.
For the purpose of managing risks,
risk management policies have been
developed and approved by the council.
The introduction and efficiency of such
policies are controlled by the board and
the Chief Risk Officer (CRO), while the
practical implementation is provided
by the respective business structural
units, including the Risk Management
Division whose functions are strictly
segregated from the business
functions.
138

Bank’s Management Report

Meanwhile, to assess solvency of
private individuals, the bank has developed an internal rating system whereby
customers are divided in categories on
the basis of their income level and quality of their credit histories. The group
and the bank assess creditworthiness
of corporate customers by conducting
the financial due diligence for each new
customer; subsequently, the borrower’s financial position is reviewed on an
annual basis. Corporate customers are
also granted monitoring/ risk factors,
and any instances of non-compliance
with these factors indicate that credit
risk might have increased before the
financial position of such customer is
reviewed.
For effective credit risk management,
the bank has set up the permanent
Assets Evaluation Committee which
performs a regular analysis of assets
and memorandum items, i.e., their
recoverability. Depending on the results
of such analysis, the amount of the allowance for credit losses (impairment)
is determined. For the purposes of
such analysis, both specific and collective (portfolio) risks are considered.

To create a highly disciplined, conservative and constructive risk management and control environment, training
seminars for the staff are organised on
a regular basis.
The goal of the risk management policies is to ensure efficient risk management, identify and analyse the risks
inherent in the group’s and bank’s
business, set relevant limits, introduce
reliable control procedures, as well as
control risk and exposure compliance
with the applicable limits using administrative and IT resources.
The risk management system has
been constantly improved following
the group’s and bank’s operational and
financial market development. The improvement process is controlled by the
Internal Audit Department on a regular
basis.

Note 32		
Credit risk

Credit risk is exposure to potential
losses in case the group’s or bank’s
counterparty or debtor will be unable
to pay the contractual obligations to the
group or the bank.
Credit risk management
framework
Credit risk is managed according to the
Credit Policy. The group and the bank
believe that their exposure to credit risk
arises mainly from loans, investments
in fixed income securities, and balances
due from credit institutions.
Before entering into any cooperation
with the customers, the group and the
bank perform a comprehensive review
of the customer’s solvency and collateral.
In analysing any potential cooperation
with financial institutions, the bank
assesses each potential counterparty,
analysing both its financial performance
and other criteria, and further reviews
these indicators on a regular basis.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.

ery, receivables as the aggregation of
property, etc. Based on the collateral
type and liquidity, the group and the
bank apply the maximum acceptable
proportion of the loan to be issued.
The group and the bank manage the
credit quality of their financial assets
by applying internal ratings. Loans to
customers are assigned internal ratings
where higher-rating assets are standard
assets with a sound credit standing,
while lower-rating assets are those
assets which have doubtful credit
quality and require close monitoring by
the group and the bank. Meanwhile,
balances due from credit institutions
and securities are granted credit ratings
assigned by rating agencies. Higher-rating assets represent investment-grade
assets, i.e., assets having a rating of
no lower than BBB-, while lower-rating
assets represent assets rated below
investment grade.

The bank analyses the quality of its
loan portfolio on a regular basis. The
age of past due loans is used as one of
the quality criteria. Loans that are more
than 90 days overdue are considered
past due. The criteria applied to corporate loans also include the borrower’s
business performance and prospects,
its existing and forecasted cash flows
to meet the liabilities, compliance with
the monitoring/ risk factors set, collateral value, etc. Collateral is appraised
by an independent appraiser accepted
by the group and the bank. The bank
may adjust (reduce) the value defined
by the independent appraiser if, in the
bank’s opinion, the appraiser has not
considered certain risk factors. For the
purposes of loan collateral, the bank
considers such reduced value. As collateral, the bank may accept real estate,
new and used vehicles, commercial
vehicles, goods held at customs or
customer’s warehouse, securities,
technological equipment and machin139
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Financial assets of the group by risk rating
as at 31 December 2012:

EUR`000
31/12/2012

Financial assets

Higher
rating

Lower
rating

Gross
financial
assets

Impairment
allowance

Net
financial
assets

31/12/2011
Higher
rating

Lower
rating

Gross
financial
assets

Impairment
allowance

Net
financial
assets

Cash and deposits with central banks

307,451

-

307,451

-

307,451

204,414

-

204,414

-

204,414

Balances due from credit institutions

526,225

32,828

559,053

-

559,053

700,716

37,585

738,301

-

738,301

115

-

115

-

115

11,623

-

11,623

-

11,623

-

4,742

4,742

-

4,742

-

1,071

1,071

-

1,071

769,018

10,484

779,502

(114)

779,388

481,964

48,947

530,911

(171)

530,740
237,304

Derivatives
Financial assets at fair value through profit or loss
Available-for-sale financial assets
Held-to-maturity investments

429,128

71,730

500,858

(246)

500,612

195,377

43,310

238,687

(1,383)

Loans to customers

669,730

108,878

778,608

(67,475)

711,133

594,767

156,634

751,401

(83,471)

667,930

Mortgage loans

368,114

90,950

459,064

(53,573)

405,491

392,891

129,712

522,603

(61,122)

461,481

Business loans

277,800

16,649

294,449

(10,144)

284,305

174,751

24,543

199,294

(20,421)

178,873

1,729

68

1,797

(77)

1,720

1,192

90

1,282

(90)

1,192

22,087

1,211

23,298

(3,681)

19,617

25,933

2,289

28,222

(1,838)

26,384

2,701,667

228,662

2,930,329

(67,835)

2,862,494

2,188,861

287,547

2,476,408

(85,025)

2,391,383

Consumer loans
Other loans
Total financial assets

Financial assets of the bank by risk rating

EUR`000
31/12/2012

Financial assets

Higher
rating

Lower
rating

Gross
financial
assets

Impairment
allowance

Net
financial
assets

31/12/2011
Higher
rating

Lower
rating

Gross
financial
assets

Impairment
allowance

Net
financial
assets

Cash and deposits with central banks

307,446

-

307,446

-

307,446

204,414

-

204,414

-

204,414

Balances due from credit institutions

520,228

32,792

553,020

-

553,020

700,134

37,585

737,719

-

737,719

115

-

115

-

115

11,623

-

11,623

-

11,623

-

4,742

4,742

-

4,742

-

1,071

1,071

-

1,071

Available-for-sale financial assets

769,018

10,484

779,502

(114)

779,388

481,964

48,947

530,911

(171)

530,740

Held-to-maturity investments

429,128

71,730

500,858

(246)

500,612

195,377

43,310

238,687

(1,383)

237,304

Loans to customers

675,171

108,878

784,049

(67,475)

716,574

596,692

156,634

753,326

(83,718)

669,608

Mortgage loans

368,114

90,950

459,064

(53,573)

405,491

392,890

129,712

522,602

(61,121)

461,481

Business loans

283,241

16,649

299,890

(10,144)

289,746

176,677

24,543

201,220

(20,669)

180,551

1,729

68

1,797

(77)

1,720

1,192

90

1,282

(90)

1,192

22,087

1,211

23,298

(3,681)

19,617

25,933

2,289

28,222

(1,838)

26,384

2,701,106

228,626

2,929,732

(67,835)

2,861,897

2,190,204

287,547

2,477,751

(85,272)

2,392,479

Derivatives
Financial assets at fair value through profit or loss

Consumer loans
Other loans
Total financial assets

The maximum exposure of the group’s and bank’s assets and memorandum
items is shown in the credit risk concentration analysis. Regular stress tests
of the bank’s loan and securities portfolio as well as balances due from credit
institutions are performed to assess the credit risk exposure and identify potential critical situations. The maximum exposure to credit risk is assessed without
taking into account collateral and other credit enhancements, while the minimum exposure is assessed taking into account the fair value of the collateral at
the reporting date.
As at 31 December 2012, the amount of those properties which had been
taken over during the loan restructuring process carried out by the group/ bank
with the purpose of selling those properties to recover the debts was EUR 79,7
(71,0) million.

140

Credit risk concentration

To mitigate concentration risk, the group and the bank apply diversification and
a system of limits. The group and the bank place limits on the amount of risk for
individual borrowers, and for geographical and industry concentrations as well as
exposures having only one type of collateral, etc. The exposure to any single borrower, including banks and brokers, is further restricted by sub-limits. The credit
risk concentration is analysed also by estimating the credit exposure ratio to
equity. According to the Law on Credit Institutions, the group and the bank treat
as high the credit exposure exceeding 10% of equity.
For the purposes of the credit risk concentration analysis, the issuers incorporated in a country only for the purpose of attraction of funds are disclosed as attributable to the country or region where the guarantors of the issue are located.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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The industry analysis of loans granted by the group and the bank
and the maximum and minimum exposure are provided below:

Concentration of balances due from credit
institutions by geographical area:

EUR`000

number
Group
31/12/2012

Group
31/12/2011

Bank
31/12/2012

Group
31/12/2012

Bank
31/12/2011
Industry profile*

Balances over EUR 35.6 million
Other EU Member States

3

1

3

1

EMU countries

1

3

1

3

Other OECD countries

2

3

2

3

10

10

10

10

Balances below EUR 35.6 million
Other EU Member States

Minimum
exposure

Maximum
exposure

Minimum
exposure

Maximum
exposure

Minimum
exposure
126,944

419,879

103,976

472,202

126,944

419,879

103,976

472,202

Real estate management

92,902

5,925

47,330

6,007

92,902

5,925

47,330

6,007

Other service industries

73,345

49,540

41,573

12,022

82,905

49,540

38,803

12,022

Trade

45,741

21,621

31,675

7,205

45,741

21,621

32,207

7,205

Financial intermediaries

13,600

13,600

20,932

20,932

13,600

13,600

20,932

20,932

Private individuals (other loans)

10,107

3,702

13,248

3,563

10,107

3,702

1,278

-

12,193

94

1,278

-

6

Manufacturing

7,890

367

6,669

-

7,890

367

6,669

-

2

Transport and logistics

4,989

511

6,577

-

4,989

511

6,577

-

Construction

2,325

63

4,091

-

2,325

63

4,091

-

Other industries

28,365

10,075

25,496

27,383

20,902

10,075

29,412

25,387

Total loans, net

711,133

209,335

667,930

204,195

716,574

209,335

669,608

202,199

20

Other OECD countries

9

6

9

Latvia

2

2

2

Total
Other EU Member States

13

11

13

11

EMU countries

11

13

10

12

Other countries

14

20

14

20

Other OECD countries

11

9

11

9

3

2

2

2

* The industry profile of loans with the original maturity of up to one year is determined by the bank based on the industry where the borrower operates, while for loans with the
original maturity exceeding one year – based on the purpose of the loan granted (by the industry for the development of which the loan has been issued).

Ten major exposures as at 31 December 2012 amounted to 16,8% (12,6%) of the
total group’s and bank’s net loan portfolio.

The credit risk inherent in the group’s and bank’s securities portfolios is reflected
by the credit rating granted to respective securities and issuers. The group’s and
bank’s securities portfolios are well-diversified and portfolio diversification is based
on issues, credit rating classes, issuers and maturities.

Apart from the effective management of credit risk concentration, the bank has
set limits for credit institutions and financial companies in order to restrict balances
held with one institution as well as defined the limit control regulations specifying
the independent procedure for controlling compliance with the limits.

The group’s and bank’s securities portfolios by credit rating classes:
EUR`000
Group/ bank
31/12/2012

Credit ratings

Maximum
exposure

94

9

14

Held-tomaturity

Minimum
exposure

3,563

9

20

Investments held
for undefined
period portfolio

Maximum
exposure

8,849

10

14

Liquidity
portfolio

Bank
31/12/2011

13,248

10

Other countries

At fair
value

Bank
31/12/2012

Agriculture and forestry

EMU countries

Latvia

Private individuals
(mortgage loans)

Group
31/12/2011

Group/ bank
31/12/2011
At fair
value

Liquidity
portfolio

Investments held
for undefined
period portfolio

Held-tomaturity
90,959

AAA to AA-

-

737,560

-

219,844

-

437,145

3,140

A+ to A-

-

-

4,580

38,739

-

-

-

-

BBB+ to BBB-

-

-

26,880

170,545

-

-

41,679

104,419

BB+ to BB-

-

-

2,763

46,330

-

-

24,654

25,854

B+ to B-

-

-

2,876

25,154

-

-

18,833

15,630

Below B-

-

-

909

-

-

-

835

192

No rating

-

-

623

-

-

-

1,235

250

Shares and investments in funds

4,742

-

3,197

-

1,071

-

3,219

-

Securities portfolio, net

4,742

737,560

41,828

500,612

1,071

437,145

93,595

237,304

In the event that any loan category is affected by economic factors deteriorating
the condition of all loans belonging to this category, it is decided to place certain
restrictions on lending in the specific industry, and potential credit losses are identified.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 33
Financial risks

Liquidity risk
Liquidity is the group’s and bank’s
ability to maintain or ensure sufficient
cash and cash equivalents to meet the
expected (everyday) or sudden (critical)
legally justified claims of its creditors.
This means the group’s and bank’s
ability to turn their assets into cash
with minimal loss or ensure reasonably
priced credit facilities.
The Chief Risk Officer (CRO)
is responsible for liquidity risk
management. The Risk Management
Division is responsible for liquidity
risk evaluation and control. The Chief
Financial Officer (CFO) is responsible
for liquidity management and the
Financial Market Division is responsible
for ensuring the required liquidity
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To identify the potential deterioration in
the liquidity position on a timely basis,
an early warning indicators system has
been designed:
•• substantial daily reduction of the
amounts to be claimed under savings
accounts and term deposits with the
remaining maturities of “Less than 30
days”;
•• simultaneous decrease of the
weighted average duration and the
total balance of term deposits;
•• substantial growth of deposits claimed
before their contractual maturity;
•• decrease of the proportion of liquid
assets in the total assets of the bank;
•• negative information reported in the
mass media about the bank or its
related parties that may harm the
bank’s reputation;
•• the increasingly reported instances
of limits reduced or annulled by
counterparties.

level and compliance with the set
limits according to the policies and
instructions adopted.
The key principles and procedures to
timely identify, analyse and control
liquidity risk are laid down in the
liquidity management policy.
For ordinary liquidity risk management
purposes, the bank applies the
following indicators having certain limits
and restrictions set:
•• deposit coverage ratio;
•• net liquidity positions by all currencies
in total and by each separate
currency;
•• current liquidity ratio;
•• major deposits on demand ratio to
liquid assets on demand;
•• sum of term deposits of one
customer (group of related
customers).

potential liquidity problems, determine
when the mandatory ratios may be
breached or the crisis indicators listed
in the Liquidity Crisis Manual may
emerge as well as establish whether
the bank’s liquidity management documents need to be revised.

to act effectively and efficiently at
times of crisis. The contingency plans
are established for addressing temporary and long-term liquidity disruptions caused by a general event in the
market or a bank specific event. These
plans ensure that all roles and responsibilities are clearly defined and the
necessary management information is
in place.

As at 31 December 2012, the bank’s
liquidity ratio was 62.51% (73.26%).
The FCMC stipulates that the bank
has to maintain the sufficient amount
of liquid assets to meet its contractual
liabilities, but no less than 30% of the
bank’s total current liabilities.
Contingency liquidity risk
Contingency liquidity risk relates to the
organisation and planning for liquidity management in times of stress.
Within the bank a specific crisis team
is responsible for the liquidity management in times of crisis. This crisis team
consists of the CEO, CRO, CFO, the
Financial Market Division and the Risk
Management Division. The group and
the bank have defined principles to
identify liquidity crisis stages and actions to overcome crisis situations. The
main objective of bank’s contingency
plans is to enable senior management

According to the internal classification
of the group and the bank, several
liquidity crisis stages are distinguished:
potential liquidity crisis, short-term
and long-term liquidity crisis. Each
stage has quantitative and qualitative
indicators fixed which, if observed,
also require certain actions to enhance
liquidity.
The bank performs regular liquidity
stress tests to identify the sources of

The distribution of the group’s assets, liabilities and memorandum items
into maturity bands based on the remaining period of the contractual
maturity date as at 31 December 2012:
EUR`000
Overdue

On demand

Up to
1 month

1—5 years

More than
5 years

Undated

More than 1
year, total

Cash and deposits with central banks

-

307,451

-

-

307,451

-

-

-

-

-

307,451

Balances due from credit institutions

-

417,779

89,080

3,779

510,638

-

-

-

-

48,415

559,053

Derivatives

-

-

62

53

115

-

-

-

-

-

115

Financial assets at fair value through profit or loss

-

-

3,632

1,110

4,742

-

-

-

-

-

4,742
779,388

Assets

Available-for-sale financial assets
Loans and receivables
Held-to-maturity investments

1—12
months

Up to 1
year, total

Pledged
assets

Total

-

115

753,669

11,064

764,848

-

-

3,197

3,197

11,343

28,588

85,981

6,919

100,576

222,064

230,269

252,850

-

483,119

5,950

711,133

68

218

707

16,899

17,892

348,006

124,568

-

472,574

10,146

500,612

Other assets

10,001

118,781

542

168

129,492

105

-

37,500

37,605

-

167,097

Total assets

38,657

930,325

854,611

133,649

1,957,242

578,380

377,418

40,697

996,495

75,854

3,029,591

Liabilities
Derivatives

-

-

706

5,809

6,515

-

-

-

-

-

6,515

Financial liabilities at amortised cost

-

2,423,065

55,979

218,024

2,697,068

139,266

14,132

-

153,398

-

2,850,466

Other liabilities

-

23,000

-

2,039

25,039

-

-

-

-

-

25,039

Total liabilities

-

2,446,065

56,685

225,872

2,728,622

139,266

14,132

-

153,398

-

2,882,020

Shareholders' equity

-

-

-

-

-

-

-

-

147,571

-

147,571

Total liabilities and shareholders' equity

-

2,446,065

56,685

225,872

2,728,622

139,266

14,132

-

300,969

-

3,029,591

Total memorandum items

-

31,191

-

4,519

35,710

11,000

6,403

-

17,403

-

53,113

Net liquidity position

-

(1,546,931)

797,926

(96,742)

(845,747)

428,114

356,883

40,697

825,694

-

-

Total liquidity position

-

(1,546,931)

(749,005)

(845,747)

-

(417,633)

(60,750)

(20,053)

-

-

-
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The distribution of the group’s assets, liabilities and memorandum items
into maturity bands based on the remaining period of the contractual
maturity date as at 31 December 2011:

EUR`000

Overdue

On demand

Up to
1 month

Cash and deposits with central banks

-

204,414

-

Balances due from credit institutions

-

567,413

145,501

16

712,930

-

-

-

-

25,371

738,301

Derivatives

-

-

5,910

5,713

11,623

-

-

-

-

-

11,623

494

-

-

577

1,071

-

-

-

-

-

1,071

-

212

503,270

24,039

527,521

-

-

3,219

3,219

-

530,740
667,930

Assets

Financial assets at fair value through profit or loss
Available-for-sale financial assets
Loans and receivables

1—12
months

Up to 1
year, total

-

204,414

1—5 years

More than
5 years

-

-

Undated

More than 1
year, total

Pledged
assets

Total

-

-

-

204,414

37,841

35,585

7,987

110,732

192,145

165,969

289,929

7

455,905

19,880

Held-to-maturity investments

-

141

303

2,686

3,130

124,866

99,119

-

223,985

10,189

237,304

Other assets

-

10,408

172

5,020

15,600

-

-

123,308

123,308

-

138,908

38,335

818,173

663,143

148,783

1,668,434

290,835

389,048

126,534

806,417

55,440

2,530,291

Total assets
Liabilities
Derivatives

-

-

88

113

201

-

-

-

-

-

201

Financial liabilities at amortised cost

-

1,655,729

234,997

377,722

2,268,448

19,246

102,094

-

121,340

-

2,389,788

Other liabilities

-

18,508

41

340

18,889

4

-

-

4

-

18,893

Total liabilities

-

1,674,237

235,126

378,175

2,287,538

19,250

102,094

-

121,344

-

2,408,882

Shareholders' equity

-

-

-

-

-

-

-

121,409

121,409

-

121,409

Total liabilities and shareholders' equity

-

1,674,237

235,126

378,175

2,287,538

19,250

102,094

121,409

242,753

-

2,530,291

Total memorandum items

-

27,360

599

5,664

33,623

9,681

3,086

558

13,325

-

46,948

Net liquidity position

-

(883,424)

427,418

(235,056)

(691,062)

261,904

283,868

5,125

550,897

-

-

Total liquidity position

-

(883,424)

(456,006)

(691,062)

-

(429,158)

(145,290)

(140,165)

-

-

-

1—12
months

Up to 1
year, total

Pledged
assets

Total

The distribution of the bank’s assets, liabilities and memorandum items
into maturity bands based on the remaining period of the contractual
maturity date as at 31 December 2012:

EUR`000

Overdue

On demand

Up to
1 month

1—5 years

More than
5 years

Undated

More than 1
year, total

Cash and deposits with central banks

-

307,446

-

-

307,446

-

-

-

-

-

307,446

Balances due from credit institutions

-

412,166

89,080

3,779

505,025

-

-

-

-

47,995

553,020

Derivatives

-

-

62

53

115

-

-

-

-

-

115

Financial assets at fair value through profit or loss

-

-

3,632

1,110

4,742

-

-

-

-

-

4,742
779,388

Assets

Available-for-sale financial assets
Loans and receivables
Held-to-maturity investments

-

115

753,669

11,064

764,848

-

-

3,197

3,197

11,343

28,588

85,981

6,919

100,576

222,064

235,710

252,850

-

488,560

5,950

716,574

68

218

707

16,899

17,892

348,006

124,568

-

472,574

10,146

500,612

Other assets

10,001

6,073

542

168

16,784

105

-

165,044

165,149

-

181,933

Total assets

38,657

811,999

854,611

133,649

1,838,916

583,821

377,418

168,241

1,129,480

75,434

3,043,830

Liabilities
Derivatives

-

-

706

5,809

6,515

-

-

-

-

-

6,515

Financial liabilities at amortised cost

-

2,432,066

56,179

228,903

2,717,148

139,266

14,132

-

153,398

-

2,870,546

Other liabilities

-

14,322

-

481

14,803

-

-

-

-

-

14,803

Total liabilities

-

2,446,388

56,885

235,193

2,738,466

139,266

14,132

-

153,398

-

2,891,864

Shareholders' equity

-

-

-

-

-

-

-

-

151,966

-

151,966

Total liabilities and shareholders' equity

-

2,446,388

56,885

235,193

2,738,466

139,266

14,132

-

305,364

-

3,043,830

Total memorandum items

-

31,191

-

4,519

35,710

11,000

6,403

-

17,403

-

53,113

Net liquidity position

-

(1,665,580)

797,726

(106,063)

(973,917)

433,555

356,883

168,241

958,679

-

-

Total liquidity position

-

(1,665,580)

(867,854)

(973,917)

-

(540,362)

(183,479)

(15,238)

-

-

-
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The distribution of the bank’s assets, liabilities and memorandum items
into maturity bands based on the remaining period of the contractual
maturity date as at 31 December 2011:

EUR`000

Overdue

On demand

Up to
1 month

Cash and deposits with central banks

-

204,414

-

Balances due from credit institutions

-

566,831

145,501

16

712,348

-

-

-

-

25,371

737,719

Derivatives

-

-

5,910

5,713

11,623

-

-

-

-

-

11,623

494

-

-

577

1,071

-

-

-

-

-

1,071

-

212

503,270

24,039

527,521

-

-

3,219

3,219

-

530,740
669,608

Assets

Financial assets at fair value through profit or loss
Available-for-sale financial assets
Loans and receivables

1—12
months

Up to 1
year, total

-

204,414

1—5 years

More than
5 years

-

-

Undated

More than 1
year, total

Pledged
assets

Total

-

-

-

204,414

37,841

35,585

7,987

114,634

196,047

163,746

289,925

10

453,681

19,880

Held-to-maturity investments

-

141

303

2,686

3,130

124,866

99,119

-

223,985

10,189

237,304

Other assets

-

10,390

172

5,020

15,582

-

-

137,685

137,685

-

153,267

38,335

817,573

663,143

152,685

1,671,736

288,612

389,044

140,914

818,570

55,440

2,545,746

Total assets
Liabilities
Derivatives

-

-

88

113

201

-

-

-

-

-

201

Financial liabilities at amortised cost

-

1,669,941

234,997

377,722

2,282,660

19,246

102,094

-

121,340

-

2,404,000

Other liabilities

-

12,856

41

340

13,237

4

-

-

4

-

13,241

Total liabilities

-

1,682,797

235,126

378,175

2,296,098

19,250

102,094

-

121,344

-

2,417,442

Shareholders' equity

-

-

-

-

-

-

-

128,304

128,304

-

128,304

Total liabilities and shareholders' equity

-

1,682,797

235,126

378,175

2,296,098

19,250

102,094

128,304

249,648

-

2,545,746

Total memorandum items

-

27,359

599

5,665

33,623

9,681

3,086

558

13,325

-

46,948

Net liquidity position

-

(892,583)

427,418

(231,155)

(696,320)

259,681

283,864

12,610

556,155

-

-

Total liquidity position

-

(892,583)

(465,165)

(696,320)

-

(436,639)

(152,775)

(140,165)

-

-

-

The group and the bank have prepared these consolidated financial statements on
a going concern basis notwithstanding the fact that they have a significant negative liquidity gap in the “on demand” maturity range of assets and liabilities. The
group’s and bank’s management closely monitor and manage the group’s and
bank’s liquidity position on a daily basis in accordance with the liquidity risk management framework.
The assets, which have been impaired, are stated net of allowances. Meanwhile,
as overdue are reported assets that are more than 14 days overdue; if the delay is
less than 14 days, the respective assets are shown as "on demand".
In estimating the amount of expected financial liabilities, the group and the bank
have included in the maturity gap analysis also interest payable on financial liabilities and memorandum items effective as at 31 December 2012 and 2011 which is
expected in the future but has not been assessed at the reporting date.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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The table below analyses financial liabilities and memorandum items of the
group and interest which is payable in the future but has not been assessed
as at 31 December 2012 into relevant maturity bands based on the remaining
period, as at the reporting date, to the contractual maturity date:

EUR`000

The table below analyses financial liabilities and memorandum items of the
bank and interest which is payable in the future but has not been assessed
as at 31 December 2012 into relevant maturity bands based on the remaining
period, as at the reporting date, to the contractual maturity date:
EUR`000

On demand

Up to
1 month

1—12
months

Up to 1
year, total

1—5
years

More than
5 years

More than 1
year, total

Total

Financial liabilities

1,376

-

-

1,376

-

-

-

1,376

Demand deposits from credit institutions

-

707

5,808

6,515

-

-

-

6,515

Financial liabilities at fair value
through profit or loss

-

707

5,808

6,515

-

-

-

6,515

Financial liabilities at amortised cost

2,419,608

117,361

216,760

2,753,729

12,726

81,718

94,444

2,848,173

Financial liabilities at amortised cost

2,431,874

67,676

216,440

2,715,990

73,810

83,141

156,951

2 872,941

Total financial liabilities

2,420,984

118,068

222,568

2,761,620

12,726

81,718

94,444

2,856,064

Total financial liabilities

2,435,297

68,383

222,248

2 725,928

73,810

83,141

156,951

2,882,879

31,191

-

4,519

35,710

11,000

6,403

17,403

53,113

31,191

-

4,519

35,710

11,000

6,403

17,403

53,113

2,466,488

68,383

226,767

2,761,638

84,810

89,544

174,354

2,935,992

Financial liabilities
Demand deposits from credit institutions
Financial liabilities at fair value
through profit or loss

Memorandum items
Total financial liabilities
and memorandum items

2,452,175

118,068

227,087

2,797,330

23,726

88,121

111,847

The table below analyses financial liabilities and memorandum items of the
group and interest which is payable in the future but has not been assessed
as at 31 December 2011 into relevant maturity bands based on the remaining
period, as at the reporting date, to the contractual maturity date:

2,909,177

EUR`000

Memorandum items
Total financial liabilities
and memorandum items

On demand

1—12
months

Up to 1
year, total

1—5
years

More than
5 years

More than 1
year, total

Total

Financial liabilities

2,531

-

-

2,531

-

-

-

2,531

Demand deposits from credit institutions

-

88

113

201

-

-

-

201

Financial liabilities at amortised cost

1,653,293

235,887

386,234

2,275,414

47,211

121,722

168,933

2,444,347

Total financial liabilities

1,655,824

235,975

386,347

2,278,146

47,211

121,722

168,933

2,447,079

27,359

599

5,664

33,622

9,681

3,644

13,325

46,947

Financial liabilities
Financial liabilities at fair value
through profit or loss

Memorandum items
Total financial liabilities
and memorandum items

1,683,183

236,574

392,011

2,311,768

56,892

125,366

182,258

2,494,026

1—12
months

Up to 1
year, total

1—5
years

More than
5 years

More than 1
year, total

Total

3,423

-

-

3,423

-

-

-

3,423

The table below analyses financial liabilities and memorandum items of the
bank and interest which is payable in the future but has not been assessed
as at 31 December 2011 into relevant maturity bands based on the remaining
period, as at the reporting date, to the contractual maturity date:

Up to
1 month

Demand deposits from credit institutions

On demand

Up to
1 month

Financial liabilities at fair value
through profit or loss

EUR`000

On demand

Up to
1 month

1—12
months

Up to 1
year, total

1—5
years

More than
5 years

More than 1
year, total

Total

2,531

-

-

2,531

-

-

-

2,531

-

88

113

201

-

-

-

201

Financial liabilities at amortised cost

1,667,505

235,887

386,234

2,289,626

47,211

121,722

168,933

2,458,559

Total financial liabilities

1,670,036

235,975

386,347

2,292,358

47,211

121,722

168,933

2,461,291

27,359

599

5,664

33,622

9,681

3,644

13,325

46,947

1,697,395

236,574

392,011

2,325,980

56,892

125,366

182,258

2,508,238

Memorandum items
Total financial liabilities
and memorandum items

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Market risks

Market risk is exposure to potential
losses due to the revaluation of assets
and liabilities and memorandum items
caused by changes in the market prices
of financial instruments resulting from
the fluctuations of currency exchange
rates, interest rates and other factors.
Market risk identification, assessment
and management are prescribed by
several regulations, i.e., the Interest
Rate Risk Management Policy, the Derivative Financial Instrument Policy, and
the bank’s Securities Portfolio Policy.
The “loss” indicator is used by the
bank as one of the tools to manage
market risk inherent in the securities
portfolio in order to identify any reductions in the securities prices below the
mandatory level in a timely fashion.
Based on the above, the heads of
responsible structural units may decide
whether the affected securities should
be sold or kept in the portfolio.

Bank’s Management Report

affect the bank’s financial performance. The bank’s open currency
position in USD is also rather small
as it is hedged by using currency
forwards/ futures. As at 31 December 2012, the bank’s open currency
position in USD was 3.8% (1,5%)
of bank’s equity and, therefore,
the effect of changes in the USD
exchange rate is insignificant, and
the bank does not conduct a more
detailed sensitivity analysis, only
controlling this risk by applying the
limits specified in the Limits Policy.
As at 31 December 2012, all the
above limits were met.
The bank’s Limits Policy defines
major principles for limits application and control; limits for open
foreign currency positions stipulate
restrictions for each separate currency open position and total open
position that are controlled on a
daily basis.

The group’s currency position as at 31 December 2012:
USD

EUR

RUB

121,072

3,045

183,210

-

124

307,451

Balances due from credit institutions

980

461,474

26,117

23,036

47,446

559,053

Derivatives

115

-

-

-

-

115

47

1,986

440

2,269

-

4,742
779,388

Financial assets at fair value
through profit or loss
Available-for-sale financial assets
Loans and receivables
Held-to-maturity investments

Total

-

761,194

1,847

9,893

6,454

9,624

145,278

542,129

2,097

12,005

711,133

-

468,275

15,566

12,992

3,779

500,612

Other assets

150,583

4,600

1,975

3

9,936

167,097

Total assets

282,421

1,845,852

771,284

50,290

79,744

3,029,591

Liabilities
Derivatives
Financial liabilities at amortised cost

6,515

-

-

-

-

6,515

24,091

2,023,007

670,130

56,081

77,157

2,850,466

Other liabilities

19,862

3,943

724

415

95

25,039

Total liabilities

50,468

2,026,950

670,854

56,496

77,252

2,882,020

Shareholders' equity

147,571

-

-

-

-

147,571

Total liabilities and shareholders' equity

198,039

2,026,950

670,854

56,496

77,252

3,029,591

Net long/ (short) balance sheet position

84,382

(181,098)

100,430

(6,206)

2,492

-

-

189,549

(202,823)

6,806

704

-

84,382

8,451

(102,393)

600

3,196

-

Total

Derivatives, notional amount
Net open (short)/ long currency position

The group’s currency position as at 31 December 2011:
Assets
Cash and deposits with central banks
Balances due from credit institutions
Derivatives
Financial assets at fair value
through profit or loss
Available-for-sale financial assets

EUR`000
LVL

USD

EUR

RUB

Other
currencies

110,274

2,867

91,168

-

105

204,414

711

637,217

37,007

38,415

24,951

738,301

11,623

-

-

-

-

11,623

53

621

394

3

-

1,071

-

511,108

255

9,276

10,101

530,740

1,417

80,865

578,379

1,178

6,091

667,930

-

209,930

10,689

12,887

3,798

237,304

Other assets

127,272

6,006

4,623

495

512

138,908

Total assets

251,350

1,448,614

722,515

62,254

45,558

2,530,291

Loans and receivables
Held-to-maturity investments

Currency risk

152

LVL

Cash and deposits with central banks

Assets

The exposure of the trading portfolio to
market risk and the capital charge for
market risk are determined according
to the standardised approach described
in the FCMC Regulations for Calculation of Minimum Capital Requirement,
calculating the general position risk
of debt securities under the maturity
method.

The group and the bank are exposed
to negative effects of fluctuations in
the foreign currency exchange rates on
their financial position and cash flows.
The exposure to currency risk is calculated for each separate currency and
includes assets and liabilities denominated in foreign currencies, as well as
cash flows arising from derivatives.
The bank has major open positions in
EUR (euro) and USD (US dollars). Considering that the lat is pegged to the
euro, the currency risk related to the
bank’s open position in EUR is minimal.
As a result, any fluctuations of the EUR
exchange rate that may be caused
by the financial difficulties faced by
Greece or other EMU countries will not

EUR`000
Other
currencies

Liabilities
Derivatives
Financial liabilities at amortised cost

201

-

-

-

-

201

30,208

1,576,321

677,284

61,993

43,982

2,389,788

Other liabilities

10,560

3,468

3,953

524

388

18,893

Total liabilities

40,969

1,579,789

681,237

62,517

44,370

2,408,882

Shareholders' equity

121,409

-

-

-

-

121,409

Total liabilities and shareholders' equity

162,378

1,579,789

681,237

62,517

44,370

2,530,291

Net long/ (short) balance sheet position

88,972

(131,175)

41,278

(263)

1,188

-

Derivatives, notional amount

(1,130)

133,988

(123,431)

790

162

-

Net open (short)/ long currency position

87,842

2,813

(82,153)

527

1,350

-

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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The bank’s currency position as at 31 December 2012:
Assets
Cash and deposits with central banks
Balances due from credit institutions
Derivatives
Financial assets at fair value
through profit or loss
Available-for-sale financial assets
Loans and receivables
Held-to-maturity investments
Other assets
Total assets

EUR`000
LVL

USD

EUR

RUB

Other
currencies

121,066

3,045

183,211

-

124

307,446

Total

-

461,474

21,094

23,016

47,436

553,020

115

-

-

-

-

115

47

1,986

440

2,269

-

4,742

Financial liabilities at amortised cost

Assets
Cash and deposits with central banks
Balances due from credit institutions
Derivatives
Financial assets at fair value
through profit or loss

-

761,194

1,847

9,893

6,454

779,388

Available-for-sale financial assets

1,678

145,278

555,516

2,097

12,005

716,574

Loans and receivables

EUR`000
LVL

USD

EUR

RUB

Other
currencies

110,274

2,867

91,168

-

105

204,414

Total

711

637,212

36,451

38,399

24,946

737,719

11,623

-

-

-

-

11,623

53

621

394

3

-

1,071

-

511,108

255

9,276

10,101

530,740

1,504

80,865

579,970

1,178

6,091

669,608

-

468,275

15,566

12,992

3,779

500,612

Held-to-maturity investments

-

209,930

10,689

12,887

3,798

237,304

47,800

4,523

119,876

3

9,731

181,933

Other assets

51,272

5,936

95,068

494

497

153,267

170,706

1,845,775

897,550

50,270

79,529

3,043,830

Total assets

175,437

1,448,539

813,995

62,237

45,538

2,545,746

6,515

-

-

-

-

6,515

23,677

2,023,124

690,507

56,081

77,157

2,870,546

Liabilities
Derivatives

The bank’s currency position as at 31 December 2011:

Liabilities

Other liabilities

9,971

3,874

457

411

90

14,803

Total liabilities

40,163

2,026,998

690,964

56,492

77,247

2,891,864

Derivatives
Financial liabilities at amortised cost
Other liabilities
Total liabilities

201

-

-

-

-

201

35,205

1,576,362

686,455

61,996

43,982

2,404,000

7,932

3,468

931

524

386

13,241

43,338

1,579,830

687,386

62,520

44,368

2,417,442

Shareholders' equity

151,966

-

-

-

-

151,966

Shareholders' equity

128,304

-

-

-

-

128,304

Total liabilities and shareholders' equity

192,129

2,026,998

690,964

56,492

77,247

3,043,830

Total liabilities and shareholders' equity

171,642

1,579,830

687,386

62,520

44,368

2,545,746

Net long/ (short) balance sheet position

(21,423)

(181,223)

206,586

(6,222)

2,282

-

Net long/ (short) balance sheet position

-

189,549

(202,823)

6,806

704

-

Derivatives, notional amount

(21,423)

8,326

3,763

584

2,986

-

Net open (short)/ long currency position

(9.8)

3.8

1.7

0.3

1.4

-

Percentage of shareholders' equity (%)

Derivatives, notional amount
Net open (short)/ long currency position
Percentage of shareholders' equity (%)

3,795

(131,291)

126,609

(283)

1,170

-

(1,130)

133,988

(123,431)

790

162

-

2,665

2,697

3,178

507

1,332

-

1.4

1.5

1.7

0.3

0.7

-

The Law on Credit Institutions requires that bank’s open positions in each foreign
currency may not exceed 10% of equity and that the total bank’s foreign currency
open position may not exceed 20% of equity.
As at 31 December 2012, the bank was in compliance with the above requirements
of the Law on Credit Institutions.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Interest rate risk

Interest rate risk represents the
adverse effect of the market interest
rate fluctuations on the bank’s financial
performance. The Risk Management
Division ensures interest rate risk assessment and management for both
trading and non-trading portfolios. The
Financial Market Division is responsible
for maintaining interest rate risk within
specified limits.
Assessment of interest rate risk is conducted to cover, to the maximum extent
possible, all risk elements — repricing
risk, yield curve risk, basis risk, and
option risk.
Interest rate risk is assessed both in
terms of income and economic value.
The term “economic value” means
the shareholders’ equity’s economic
value that is the difference between the
economic value of assets and that of
liabilities. For the purposes of assessment of extraordinary circumstances,
stress tests are applied.
For the purposes of hedging interest
rate risk, the limits of acceptable reduction in economic value and modified
duration of the investments’ held for
undefined period portfolio are fixed. Derivative financial instruments are utilised
to hedge interest rate risk.
The assets, liabilities and memorandum
items distribution into maturity bands
follows such principles:
•• financial instruments with a fixed
interest rate are presented by the
earlier of the repayment/settlement/
maturity date;
•• financial instruments with a variable
interest rate are presented according
to next contractual repricing date or
interest rate repricing date;
•• demand deposits are shown in those
maturity bands which are determined
on the basis of sensitivity to changes
in interest rates, which the bank
evaluates from the following two
aspects:
•• by analysing the depositors’ willingness to place their demand deposits under the terms of the bank's
156
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proposed term deposits, depending
on the changes of deposit interest
rates offered in the bank’s price list;
•• by analysing the impact of market
interest rate index changes on the
demand deposit decay rate of the
bank, stating the proportion of
deposits that are sensitive to market
interest rate index changes and their
expected life cycle with the bank.

The following table presents the group’s and bank’s sensitivity to changes in
interest rates and the effect of such changes on equity and profit in 2012 and 2011:

EUR`000

Group/ bank
01/01/2012—31/12/2012

Total for all
currencies
USD
EUR

Derivatives are represented in two
entries: the first entry describes the notional amount of the underlying assets,
whereas the other one is a compensatory entry showing the opposite value.
The effect of interest rate risk on the
economic value is calculated according
to the duration method, i.e., the parallel
increase in interest rates by 1 per cent
(or 100 basis points), while the effect
on profit/ loss is analysed applying the
gap analysis, i.e., analysing the maturity
gaps of interest rate sensitive assets
and liabilities and aggregating the effect
calculated (profit or loss) for each maturity band up to one year.

LVL

Group/ bank
01/01/2011—31/12/2011

+100bps

-100bps

+100bps

-100bps

(8,503)

8,503

(2,197)

2,197

Effect of changes on profit

1,592

(1,592)

(841)

841

Effect of changes on equity

(7,810)

7,810

(2,197)

2,197

Effect of changes on profit

1,524

(1,524)

(1,458)

1,458

Effect of changes on equity

(693)

693

-

-

122

(122)

842

(842)

Effect of changes on equity

Effect of changes on profit
Effect of changes on equity
Effect of changes on profit

-

-

-

-

(54)

54

(225)

225

The distribution of the group’s assets and liabilities into maturity bands
as at 31 December 2012, based on interest rate changes:
1—3
months

3—6
months

6—12
months

1—5
years

More than
5 years

Non-interest
bearing

Total

Cash and deposits with central banks

-

-

-

-

-

-

307,451

307,451

Balances due from credit institutions

559,053

Assets

219,896

3,778

-

-

-

-

335,379

Derivatives

-

-

-

-

-

-

115

115

Financial assets at fair value through profit or loss

-

-

-

-

-

-

4,742

4,742
779,388

Available-for-sale financial assets
Loans and receivables
Held-to-maturity investments
Other assets
Total assets

The bank regularly conducts interest
rate sensitivity analyses, applying the
gap technique. Based on the results
of this analysis, the bank’s management assesses whether interest rate
stress tests need to be performed and,
if necessary, suggests stress testing
scenarios for potential adverse changes
in interest rates. These stress tests
are aimed at assessing the effect of
adverse changes in interest rates on
the bank’s income and economic value
in the event of a tough market situation.

EUR`000

Up to
1 month

41,410

151,312

121,088

173,364

278,665

5,080

8,469

271,162

151,623

199,556

43,362

2,715

1,471

41,244

711,133

1,133

20,324

7,032

8,934

344,442

113,598

5,149

500,612

-

-

-

-

-

-

167,097

167,097

533,601

327,037

327,676

225,660

625,822

120,149

869,646

3,029,591

Liabilities
Derivatives
Financial liabilities at amortised cost
Other liabilities
Total liabilities
Shareholders' equity
Total liabilities and shareholders' equity
Futures, sold

-

-

-

-

-

-

6,515

6,515

249,055

337,480

368,645

372,583

455,347

14,051

1,053,305

2,850,466

-

-

-

-

-

-

25,039

25,039

249,055

337,480

368,645

372,583

455,347

14,051

1,084,859

2,882,020

-

-

-

-

-

-

147,571

147,571

249,055

337,480

368,645

372,583

455,347

14,051

1,232,430

3,029,591

(637)

(5,714)

-

-

-

-

-

(6,351)

Interest rate repricing maturity gaps

283,909

(16,157)

(40,969)

(146,923)

170,475

106,098

(362,784)

-

Effect on net interest income for the year

2,720.79

(134.64)

(256.06)

(367.31)

-

-

1,962.79

-

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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The distribution of the group’s assets and liabilities into maturity bands
as at 31 December 2011, based on interest rate changes:

EUR`000

Up to
1 month

1—3
months

3—6
months

6—12
months

1—5
years

More than
5 years

Non-interest
bearing

Total

Cash and deposits with central banks

-

-

-

-

-

-

204,414

204,414

Balances due from credit institutions

Assets

The distribution of the bank’s assets and liabilities into maturity bands
as at 31 December 2011, based on interest rate changes:
1—3
months

3—6
months

6—12
months

1—5
years

More than
5 years

Non-interest
bearing

Total

Cash and deposits with central banks

-

-

-

-

-

-

204,414

204,414

Balances due from credit institutions

Assets

165,302

9,676

-

60

-

-

563,263

738,301

Derivatives

-

-

-

-

-

-

11,623

11,623

Financial assets at fair value through profit or loss

-

-

-

-

-

-

1,071

1,071

27,685

36,329

39,062

114,554

298,681

5,452

8,977

530,740

Available-for-sale financial assets

254,872

142,734

179,048

21,988

13,812

1,319

54,157

667,930

Loans and receivables

1,423

5,292

18,147

322

125,918

83,503

2,699

237,304

Held-to-maturity investments

-

-

-

-

-

-

138,908

138,908

Other assets

449,282

194,031

236,257

136,924

438,411

90,274

985,112

2,530,291

-

-

-

-

-

-

201

201

387,912

299,522

250,987

295,384

328,335

66,938

760,710

2,389,788

Available-for-sale financial assets
Loans and receivables
Held-to-maturity investments
Other assets
Total assets
Liabilities
Derivatives
Financial liabilities at amortised cost
Other liabilities
Total liabilities
Shareholders' equity
Total liabilities and shareholders' equity
Futures, sold

EUR`000

Up to
1 month
165,302

9,676

-

60

-

-

562,681

737,719

Derivatives

-

-

-

-

-

-

11,623

11,623

Financial assets at fair value through profit or loss

-

-

-

-

-

-

1,071

1,071

27,685

36,329

39,062

114,554

298,681

5,452

8,977

530,740

254,872

142,734

182,950

21,988

11,575

1,319

54,170

669,608

1,423

5,292

18,147

322

125,918

83,503

2,699

237,304

-

-

-

-

-

-

153,267

153,267

449,282

194,031

240,159

136,924

436,174

90,274

998,902

2,545,746

Total assets
Liabilities

-

-

-

-

-

-

18,893

18,893

387,912

299,522

250,987

295,384

328,335

66,938

779,804

2,408,882

-

-

-

-

-

-

121,409

121,409

387,912

299,522

250,987

295,384

328,335

66,938

901,213

2,530,291

Derivatives
Financial liabilities at amortised cost
Other liabilities
Total liabilities
Shareholders' equity
Total liabilities and shareholders' equity

-

-

-

-

-

-

201

201

387,134

306,366

255,664

304,156

341,338

66,938

742,404

2,404,000

-

-

-

-

-

-

13,241

13,241

387,134

306,366

255,664

304,156

341,338

66,938

755,846

2,417,442

-

-

-

-

-

-

128,304

128,304

387,134

306,366

255,664

304,156

341,338

66,938

884,150

2,545,746

7,496

3,826

1

-

-

-

-

11,323

7,496

3,826

1

-

-

-

-

11,323

Interest rate repricing maturity gaps

68,866

(101,665)

(14,730)

(158,460)

110,076

23,336

83,899

-

Interest rate repricing maturity gaps

69,644

(108,509)

(15,505)

(167,232)

94,836

23,336

114,752

-

Effect on net interest income for the year

659.97

(847.21)

(92.06)

(396.15)

-

-

(675.46)

-

Effect on net interest income for the year

667.42

(904.24)

(96.91)

(418.08)

-

-

(751.81)

-

The distribution of the bank’s assets and liabilities into maturity bands
as at 31 December 2012, based on interest rate changes:

EUR`000

Up to
1 month

1—3
months

3—6
months

6—12
months

1—5
years

More than
5 years

Non-interest
bearing

Total

Cash and deposits with central banks

-

-

-

-

-

-

307,446

307,446

Balances due from credit institutions

553,020

Assets

214,282

3,778

-

-

-

-

334,960

Derivatives

-

-

-

-

-

-

115

115

Financial assets at fair value through profit or loss

-

-

-

-

-

-

4,742

4,742
779,388

Available-for-sale financial assets
Loans and receivables
Held-to-maturity investments
Other assets
Total assets

Futures, sold

41,410

151,312

121,088

173,364

278,665

5,080

8,469

271,162

151,623

204,997

43,362

2,715

1,471

41,244

716,574

1,133

20,324

7,032

8,934

344,442

113,598

5,149

500,612

-

-

-

-

-

-

181,933

181,933

527,987

327,037

333,117

225,660

625,822

120,149

884,058

3,043,830

Liabilities
Derivatives
Financial liabilities at amortised cost
Other liabilities
Total liabilities
Shareholders' equity
Total liabilities and shareholders' equity
Futures, sold

-

-

-

-

-

-

6,515

6,515

249,256

337,480

378,645

372,583

455,347

14,051

1,063,184

2,870,546

-

-

-

-

-

-

14,803

14,803

249,256

337,480

378,645

372,583

455,347

14,051

1,084,502

2,891,864

-

-

-

-

-

-

151,966

151,966

249,256

337,480

378,645

372,583

455,347

14,051

1,236,468

3,043,830

(637)

(5,714)

-

-

-

-

-

(6,351)

Interest rate repricing maturity gaps

278,094

(16,157)

(45,528)

(146,923)

170,475

106,098

(352,410)

-

Effect on net interest income for the year

2,665.07

(134.64)

(284.55)

(367.31)

-

-

1,878.57

-

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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Note 34
Non-financial risks

During the course of their operations,
the group and the bank encounter also
non-financial risks (including operational
risk, reputational risk, etc.) with exposure to sudden loss. The cause of such
risks may be, for instance, clerical errors
or fraud, break-downs in information
systems, insufficient internal control and
procedures, etc. The bank makes every
effort to maintain the lowest possible
risk level, meanwhile striving at not exceeding a reasonable level of expense.
Internal control within the bank’s structural units and the control exercised by
the Risk Management Division are one
of the measures taken to prevent the
potential loss.
Operational risk
Operational risk is a risk of direct or indirect loss caused by non-complying or
incomplete internal processes, human
error or systems failure, as well as external factors. Operational risk comprises
legal risk but excludes strategic and
reputational risk.
Operational risk is inherent in all products, activities, processes, and systems
of the group and the bank.
The Operational Risk Management
Policy is approved by the council of the
bank. The board of the bank is responsible for considering the risk analysis
results and setting limits and other qualitative and quantitative indicators based
on such results, so defining the level of
operational risk acceptable for the group
and the bank. The Chief Risk Officer
(CRO) is responsible for monitoring the
operational risk management process
and making related final decisions within
the limits fixed in the policy. The Risk
Management Division is responsible for
the centralisation and coordination of
the operational risk management.
Given that businesses and processes
for which operational risk is being assessed are different and specific, each
risk event management is a responsibility of the head of a respective structural
unit, according to the relevant internal
regulations.
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The key principles allowing efficient
operational risk management are as
follows:
•• setting up an adequate operational risk
management system;
•• employing an adequate method to
identify and assess operational risk;
•• monitoring operational risk on a regular basis;
•• controlling and/ or mitigating operational risk adequately;
•• ensuring business continuity.
To manage the group’s and bank’s
exposure to operational risk, an operational risk event database has been
established. The key objectives of the
database are as follows:
•• collection of data about operational
risk events and losses of the group
and the bank;
•• analysis of operational risk events and
losses;
•• assessment of the frequency of operational risk events and significance of
operational risk losses;
•• prevention of potential losses, based
on the event assessment;
•• definition of the major tendencies and
making forecasts of future operational
risk losses.
Information is registered and categorised in the database following the good
practice principles defined by the Operational Riskdata eXchange Association
(ORX). In addition to events resulting in
actual losses, information about events
for which no actual losses have been
registered is also aggregated in the database, which enables the bank to identify
potential losses and take all required
measures to prevent such losses.
In the reporting year, an operational risk
stress test was carried out to assess
the related potential loss. The test was
based on external and internal events
registered in the risk event database.
Individual risk assessment models
were designed for low-risk events and
low-probability (rare) events having
a significant effect (potential losses).
The scenarios included changes in the
bank’s operational environment affected

by both internal and external factors and
the bank assessed a potential effect on
its income and ability to continue as a
going concern in the event of any material deterioration of circumstances in the
sectors having the highest operational
risk concentration for the bank’s risk
profile.
During the reporting year, 1,031 (1,162)
events were registered in the database,
of which only 73 (75) events were those
which resulted in actual losses amounting to EUR 64,5 (152,0) thousand. The
considerable number of the identified
and registered events and, at the same
time, rather a small amount of loss
testify to the active involvement of the
group’s and bank’s employees in the
operational risk management and to the
effectiveness of the control environment.
Money laundering and
terrorism financing risk
Money laundering and terrorism financing (MLTF) risk is a risk that the bank
may be involved in money laundering
and terrorism financing.
MLTF risk management and control are
delegated to the Chief Compliance Officer (CCO). Experts of the Compliance
Division perform MLTF risk management
and design and implement risk mitigation
activities to ensure the bank’s compliance with the existing anti-MLTF laws,
regulations and standards and prevent
any involvement of the bank and the
group in money laundering and terrorism
financing.
To ensure efficient customer monitoring and MLTF risk management, the
bank has set up a permanent Customer
Control Committee whose functions
include approval of procedures and
instructions related to customer identification, acceptance and due diligence,
consideration of the results of investigating suspicious transactions and adoption
of relevant decisions, analysis of KYC
(due diligence) results within the limits of
its competence and decision-making on
abstaining from/ termination or continuation of business relationships with a cer-

tain customer, as well as presentation
to the board of recommendations for
improvement of the MLTF risk prevention system.
The Customer Policy defines the principles of customer attraction and servicing
based on the bank’s and group’s operational strategy that are implemented
according to the local statutory requirements as well as good banking practice.
To mitigate MLTF risk, the bank has
formulated and documented an internal
MLTF risk management and prevention
system encompassing activities and
measures aimed at ensuring compliance
with the requirements of the Anti-Money Laundering and Counter-Terrorism
Financing Law, Cabinet Regulations,
FCMC Regulations and other applicable
regulations. All the group’s employees
and authorised representatives involved
in customer servicing and KYC processes are subject to the procedure
prescribed by the aforementioned documents and relevant internal regulations.
Bank’s MLTF risk management regulations lay down the following:
•• criteria to commence cooperation with
customers and counterparties;
•• potential customers;
•• procedure for commencing business
relationships;
•• procedure for customer identification
and establishing actual beneficiaries;
•• indicators of unusual and suspicious
transactions, the procedure for establishing and investigating such indicators;
•• procedure for abstaining from and
reporting suspicious transactions to
the Financial Intelligence Unit;
•• customer risk identification;
•• KYC procedures;
•• customer transactions monitoring and
customer due diligence.
Reputational risk
Reputational risk is a non-quantifiable
risk and the consequences and losses
that may be caused by this risk can
hardly be determined. Reputational risk
management by the bank (measure-

ment, applicable methods, control)
is governed by the Reputational Risk
Management Policy. The bank intends
to set reputational risk indicators and
aggregate information about their level
and then formulate a methodology
to quantify reputational risk. It should
be also noted that reputational risk is
closely linked to operational risk (including legal risk) and for this reason those
risks are hard to distinguish. At present,
the bank has decided not to segregate
reputational risk and not to establish a
separate capital charge for this risk.
Information system risk
The bank has formulated the Information Technology Security Policy, the
Information System Risk Analysis Regulations, the Security Requirements for
Information Systems Being Designed,
and other regulations dealing with
information system risk management.
Information system risk is included in
operational risk based on the Operational Risk Management Policy adopted
by the bank and, therefore, for capital
adequacy purposes it was resolved not
to segregate it from the capital charge
for operational risk. The bank analyses
the data of the operational risk event
and loss database to identify whether it
is possible and necessary to establish a
separate capital charge for information
system risk.

Note 36		
Events after reporting date

As of the last day of the reporting year
until the date of signing these consolidated financial statements there have
been no events requiring adjustment of
or disclosure in the consolidated financial statements or notes thereto, except
below mentioned.
At February of 2013 the board of the
bank decide to recommend to the shareholders` general meeting to initiate two
new issues of shares, both as personnel
shares and as ordinary shares, in order
to increase the bank's capital by EUR
16,4 million.

Note 35 		
Litigation and claims

In the ordinary course of business, the
bank has been involved in a number
of legal proceedings to recover outstanding credit balances and maintain
collateral, as well as other proceedings
related to specific transactions. The
management believe that any legal proceedings pending as at 31 December
2012 will not result in material losses for
the bank and/ or the group.

The accompanying notes set
out on pages 84 through 161
form an integral part of these
financial statements.
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INDEPENDENT AUDITORS’ REPORT
To the shareholders
of ABLV Bank, AS
Report on the financial statements
We have audited the accompanying
consolidated financial statements of
ABLV Bank AS and its subsidiaries (the
“Group”) and the accompanying financial statements of ABLV Bank AS (the
“Bank”), set out on pages 69 through
161 of the accompanying 2012 Consolidated Annual Report, which comprise
the statement of financial position as at
31 December 2012, and the statement
of comprehensive income, statement of
changes in equity and cash flow statement for the year then ended, and a summary of significant accounting policies
and other explanatory information.

ion on these financial statements based
on our audit. We conducted our audit in
accordance with International Standards
on Auditing. Those standards require
that we comply with ethical requirements and plan and perform the audit
to obtain reasonable assurance about
whether the financial statements are
free from material misstatement.

Management’s responsibility
for the financial statements
Management is responsible for the
preparation and fair presentation of these
financial statements in accordance with
the International Financial Reporting
Standards as adopted by the European
Union and for such internal control as
management determines is necessary
to enable the preparation of financial
statements that are free from material
misstatement, whether due to fraud or
error.

An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial
statements. The procedures selected
depend on the auditor's judgment, including the assessment of the risks of
material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity's preparation and fair
presentation of the financial statements
in order to design audit procedures that
are appropriate in the circumstances,
but not for the purpose of expressing
an opinion on the effectiveness of the
entity's internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made
by management, as well as evaluating
the overall presentation of the financial
statements.

Auditors’ responsibility
Our responsibility is to express an opin-

We believe that the audit evidence we
have obtained is sufficient and appro-

Iveta Vimba
Latvian Certified Auditor
Certificate No 153
Member of the Board
SIA Ernst & Young Baltic
Licence No. 17
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priate to provide a basis for our audit
opinion.
Opinion
In our opinion, the consolidated financial
statements give a true and fair view of
the financial position of the Group and
the Bank as of 31 December 2012, and
of its financial performance and its cash
flows for the year then ended in accordance with the International Financial
Reporting Standards as adopted by the
European Union.

Report on other legal
and regulatory requirements

Furthermore, we have read the management report for the year ended 31
December 2012 (set out on pages 69
through 74 of the accompanying 2012
Consolidated Annual Report) and have
not noted any material inconsistencies between the financial information
included in it and the consolidated
financial statements for the year ended
31 December 2012.
We have assured ourselves that the
Bank has prepared the corporate management report for the year 2012 and
verified information presented in the report according to the requirements listed
in the section 56.1 first paragraph clauses
3, 4, 6, 8 and 9 and in the section 56.2
second paragraph clause 5 in the Law on
Financial Instruments Market.

Armands Podoļskis
Latvian Certified Auditor
Certificate No 191

25 February 2013
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