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Report of Council and Board of Directors 
Dear Shareholders, Customers and Business Partners, 

Rietumu Bank Group continued its successful development in 2017 and reached a net profit after tax of EUR 
33,5 million���� �7�K�H�� �*�U�R�X�S�¶�V�� �U�H�Y�H�Q�X�H�V�� �D�U�H�� �G�L�Y�H�U�V�L�I�L�H�G�� �E�H�W�Z�H�H�Q�� �L�Q�W�H�U�H�V�W�� �D�Q�G�� �F�R�P�P�L�V�V�L�R�Q�� �D�Q�G�� �G�H�V�S�L�W�H�� �W�K�H�� �O�R�Z��
interest rate environment the Group continued to operate very efficiently with a cost to income ratio of 61.1% 
and operating income per employee of EUR 128 thousand.  

Profitability  

�7�K�H���*�U�R�X�S�¶�V�� �D�I�W�H�U���W�D�[�� �S�U�R�I�L�W���D�W�W�U�L�E�X�W�D�E�O�H���W�R���W�K�H���H�T�X�L�W�\�� �K�R�O�G�H�U�V�� �R�I�� �W�K�H�� �%ank for the year 2017 was EUR 32 
million (2016: 80 million). The Group generated an after tax return on equity of 6.89% (2016: 17.32%) and 
an after tax return on assets of 1.0% (2016: 2.3%). 

�7�K�H�� �*�U�R�X�S�¶�V�� �R�S�H�U�D�W�L�Q�J�� �L�Q�F�R�P�H�� �Z�D�V�� �(�8�5��137 million (2016: EUR 181 million). Net fee and commission 
income was EUR 34,6 �P�L�O�O�L�R�Q�����������������(�8�5�������������P�L�O�O�L�R�Q�������7�K�H���*�U�R�X�S�¶�V���F�R�V�W���W�R���L�Q�F�R�P�H���U�D�W�L�R���Z�D�V��61% for the 
year ended 31 December 2017 (2016: 33%). The cumulative result of the above is that the Group reached a 
pre-tax profit margin of 30% compared to 49% in 2016. 

Assets 

�$�V�� �D�W�� ������ �'�H�F�H�P�E�H�U�� ���������� �W�K�H�� �*�U�R�X�S�¶�V�� �W�R�W�D�O���D�V�V�H�W�V�� �Z�H�U�H�� �(�8�5��3,010 million. This represents a decrease of 
13.4% compared to 2016. The Group follows a conservative approach to asset allocation and about 62% of 
the G�U�R�X�S�¶�V�� �D�V�V�H�W�V�� �L�Q�Y�H�V�W�H�G�� �L�Q�� �O�L�T�X�L�G�L�W�\�� �P�D�Q�D�J�H�P�H�Q�W�� �S�R�U�W�I�R�O�L�R�V���� �$�E�R�X�W��19% of the liquidity management 
portfolio is invested in short term money market placement with large mainly European banks. The tenure of 
these placements is up to 7 days. The remaining 81% of the liquidity management portfolios are invested in 
collateralized instruments with large and stable financial institutions and a short term bond portfolio. The 
held to maturity portfolio was EUR 278 million as at 31 December 2017 compared to 2016 balance of EUR 
320 million. The bond portfolio is primarily invested in corporate investment grade securities.  

Lending 

Loans and receivables due from customers represent about 28% of total assets. Since 2010 this ratio has not 
exceeded 45% and the Bank does not plan that this ratio exceeds 45% in the nearest future.  

The Bank follows a very conservative lending policy while offering innovative and individually tailored 
products that suit the requirements of each individual customer the best. This includes not only lending 
services but other services such as legal assistance, consulting and corporate support. During 2017 the Group 
continued to focus on trade finance, leasing and consumer finance businesses. 

As a result of the uncertain environment in the region the Bank has scaled down its commercial lending in 
the CIS countries. In addition, the Group focussed on reducing concentration risks of large lending projects.   
This resulted in the lending portfolio being diversified over a large group of medium sized loans rather than 
the portfolio being concentrated in a smaller group of larger loans.  Following the policy maintained by the 
Group, Loans and receivables to customers have fallen to EUR 832 million compared to the balance of 2016 
of EUR 1,045 million. The commercial loan portfolio represents about 89�����R�I���W�K�H���W�R�W�D�O���%�D�Q�N�¶�V���O�R�D�Q�V���R�I���(�8�5��
917 million and the effective average interest rate for 2017 was 5.1%. Latvia, Russia and Belarus represent 
the largest commercial lending markets with real estate management, financial services and transport 
representing the largest industries in the commercial loan portfolio. The second largest category of lending is 
margin lending to customers against liquid securities as collateral and this represents about 5.5% of the total 
loan portfolio. The effective average interest rate for 2017 for margin loans was 2.8%. 

The Group will focus on lending development in mentioned areas. Due to inherent risks in the markets of 
CIS countries, in 2018 the Group plans to transfer the loan portfolio in Latvia and other regions such as the 
Baltic States, the EU states (in particular Ireland, the United Kingdom and other). 

Group Companies 

The major non-banking companies include leasing and consumer finance companies, repossessed real estate 
and other repossessed collateral maintenance companies and asset management and financial companies. It 
�L�V���W�K�H���%�D�Q�N�¶�V���V�W�U�D�W�H�J�\���D�V���P�X�F�K���D�V���S�R�V�V�L�E�O�H���W�R���I�X�O�O�\���L�Q�W�H�J�U�D�W�H���L�W�V���V�X�E�V�L�G�L�D�U�L�H�V���L�Q�W�R���W�K�H���%�D�Q�N�¶�V���P�D�Q�D�J�H�P�H�Q�W���D�Q�G��
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control systems. The activities of Group companies are financed by the Bank via capital investments and 
loans. In most cases the Bank owns 100% of the shares of its subsidiaries.   

The Group fully owns an asset management company called Rietumu Asset Management that provides asset 
management service�V�� �W�R�� �W�K�H�� �%�D�Q�N�¶�V�� �F�X�V�W�R�P�H�U�V���� �7�K�H�� �D�V�V�H�W�� �P�D�Q�D�J�H�P�H�Q�W�� �F�R�P�S�D�Q�\�� �S�U�R�Y�L�G�H�V�� �L�Q�G�L�Y�L�G�X�D�O��
portfolios for customers as well as investment into four Latvian registered funds.   

�7�K�H���*�U�R�X�S�¶�V���%�H�O�R�U�X�V�V�L�D�Q���O�H�D�V�L�Q�J���E�X�V�L�Q�H�V�V���I�R�F�X�V�H�V���R�Q���L�Q�G�X�V�W�U�L�D�O���H�T�X�L�S�P�H�Q�W���O�H�D�V�L�Q�J���Z�K�L�F�K���F�R�Q�W�U�L�E�Xted to the 
�*�U�R�X�S�¶�V���S�U�R�I�L�W��before income tax in the amount of EUR 1,4 million for the year ended 31 December 2017. 
The Bank partly owns and finances a consumer leasing company named InCredit Group SIA which is 
registered and operates in Latvia. As of 31 December 2017, the net leasing portfolio of InCredit Group SIA 
was EUR 43 million and it contributed to the net profit after tax of the Group in the amount of EUR 1,2 
million. 

RB Investments group, owns most of the significant real estate that the Bank repossessed as well as other 
assets that the Bank took over on defaulted loans. Most of the repossessed assets are located in Riga and the 
Riga region. RB Investments Group is renting out a portion of these assets and plans to sell most of its 
portfolio of assets in the coming years.  

Funding, Equity and Expand Capital Base 

Current accounts and deposits due to customers in amount of EUR 2,341 million decreased by 14.7% 
compared to 2016. The fall in deposits occurred due to the economic downturn primarily in Russia as well as 
a result of the new customer policy adopted by the Bank. Current accounts represented EUR 2,079 million 
or 88.8% of total current accounts and customer deposits. Current accounts can be withdrawn at any time but 
they can be considered a relatively stable funding source as outlined in Note 4 d) Liquidity risk. Term deposits 
amounted to EUR 261 million as at 31 December 2017 including EUR 89 million of subordinated deposits. 
The average remaining tenor of term deposits is 2.15 years with the average effective interest rate in 2017 of 
2%. The average effective interest rate for subordinated deposits in 2017 was 5%.   

�*�U�R�X�S���W�R�W�D�O���V�K�D�U�H�K�R�O�G�H�U�V�¶���H�T�X�L�W�\���U�H�D�F�K�H�G���(�8�5��479 million as of 31 December 2017 representing and 3.1% 
decrease from 2016. Group Tier I and total capital adequacy capital adequacy ratios were 19.02% (2016: 
16.37%) and 24.08% (2016: 22.36%) respectively.   

Regulatory compliance 

Beginning on 1 January 2018, IFRS 9 become affective for the Bank and the Group, the new accounting 
standard for financial instruments. As a result, the way the Bank and the Group classifies and measures 
financial instruments and the way determines impairment allowances has changed from 1 January 2018 
onwards. The management of the Bank and the Group is confident that all changes in new accounting 
standards will be implemented in line with requirements. For the estimated impact of the first-time application 
of the new IFRS 9 accounting standard refer to the Financial Statements. 

2018 and Beyond 

In the beginning of year 2018 Latvian banking sector faced local and international reputational crisis which 
also affect the Bank and the Group. On 13 February 2018, the U.S. Department of the Treasury's Financial 
�&�U�L�P�H�V���(�Q�I�R�U�F�H�P�H�Q�W���1�H�W�Z�R�U�N�����µ�)�L�Q�&�(�1�¶�����L�V�V�X�H�G���D���I�L�Q�G�L�Q�J���D�Q�G���Q�R�W�L�F�H���R�I���S�U�R�S�R�V�H�G���U�X�O�H�P�D�N�L�Q�J�����µ�1�3�5�0�¶������
�S�X�U�V�X�D�Q�W���W�R���6�H�F�W�L�R�Q�����������R�I���W�K�H���8�6�$���3�$�7�5�,�2�7���$�F�W�����D�J�D�L�Q�V�W���R�Q�H���R�I���/�D�W�Y�L�D�¶�V���O�D�U�J�H�V�W���E�D�Q�N�V����Shortly afterwards, 
�D���K�L�J�K���J�R�Y�H�U�Q�P�H�Q�W���R�I�I�L�F�L�D�O���Z�D�V���G�H�W�D�L�Q�H�G���E�\���/�D�W�Y�L�D�¶�V���D�Q�W�L-corruption authorities ���µ�.�1�$�%�¶�����L�Q���D���E�U�L�E�H�U�\-linked 
allegation case. Partly in response to these events there have also been some significant actions within the 
Bank in 2018. The Bank has made immediate changes to its operations. In 2018, the Bank decided to re-
translate all customer USD balances to EUR and the Bank decided to terminate its relationship with a 
significant number of high risk customers.  Please refer to Note 48 and 49 of the Annual report where these 
events are explained in more detail. 

The Bank is defendant in a court case (lawsuit) for alleged involvement in tax evasion and aggravated money 
laundering. On 6 July 2017, Paris Court Section 32 issued first instance decision against the Bank, ordering 
the Bank to pay EUR 80,000 thousand (criminal case), and, jointly with other more than 20 defendants, EUR 
10,113 thousand (civil case). The Bank appealed the decision on 12 July 2017. The date of the appeal court 
hearing has not yet been set. The Bank will continue to cooperate with all relevant authorities. 
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We will continue to adapt to the changes in the market and banking sector and we believe that we will be 
able to strengthen our relations with our customers and our position in the market. 

We achieved our results while maintaining a conservative asset allocation which we believe is the basis to 
continue our stable development. We owe our success to our customers and business partners and the trust 
that they have placed in us. We are looking forward to continue developing the Bank in 2018 successfully. 

Sustainability  Report prepared  by  the management is set  out  in  a  separate  statement  and is available on 
Bank's website http://www.rietumu.lv/. 

 



Rietumu Banka AS 
Group Consolidated and Bank Separate Financial Statements 

 for the year ended 31 December 2017 
 

6 
 

Financial results of the Group 
 2017 2016 2015 2014 

�$�W���\�H�D�U���H�Q�G�����(�8�5�¶��������     
Total assets 3,009,558 3,473,590 3,794,153 3,477,763 
Loans and receivables due from customers 832,340 1,044,920 1,101,772 1,041,444 
Current accounts and deposits due to customers 2,340,512 2,742,726 3,203,992 3,082,706 
�7�R�W�D�O���V�K�D�U�H�K�R�O�G�H�U�¶�V���H�T�X�L�W�\ 478,755 493,874 456,869 341,903 
     
�)�R�U���W�K�H���\�H�D�U�����(�8�5�¶��������     
Net profit before tax 40,678 88,748 81,176 87,021 
Net profit after tax 33,494 82,337 70,043 74,130 
Operating income 136,611 180,981 158,736 154,553 
     
Ratios     
Earnings per share (EUR) �± basic and diluted     
After tax 0.28 0.68 0.65 0.66 
Before tax 0.34 0.74 0.75 0.78 
     
Return on equity     
Before tax 8.36% 18.67% 20.33% 27.86% 
After tax 6.89% 17.32% 17.54% 23.73% 
     
Return on assets     
Before tax 1.25% 2.44% 2.23% 2.72% 
After tax 1.03% 2.27% 1.93% 2.31% 
     
Capital adequacy ratio  24.08% 22.36% 19.20% 18.96% 
Profit margin 29.78% 49.04% 51.14% 56.30% 
Loan portfolio to total assets ratio 27.66% 30.08% 29.04% 29.95% 
Number of employees 1,070 1,078 1,037 968 
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Financial results of the Bank 

 2017 2016 2015 2014 
At year e�Q�G�����(�8�5�¶��������     

Total assets 2,998,620 3,465,604 3,785,767 3,475,041 
Loans and receivables due from customers 916,987 1,116,873 1,151,789 1,087,989 
Current accounts and deposits due to customers 2,359,214 2,767,739 3,231,558 3,107,957 
Total sharehol�G�H�U�¶�V���H�T�X�L�W�\ 459,614 471,546 432,841 323,380 
     
�)�R�U���W�K�H���\�H�D�U�����(�8�5�¶��������     
Net profit before tax 41,008 86,509 81,940 83,786 
Net profit after tax 33,034 80,300 72,179 71,500 
Operating income 122,444 170,212 151,164 146,336 
     
Ratios     
Earnings per share (EUR) - basic and diluted     
After tax 0.26 0.73 0.65 0.66 
Before tax 0.33 0.79 0.75 0.78 
     
Return on equity     
Before tax 8.81% 19.13% 21.67% 28.14% 
After tax 7.02% 17.76% 19.09% 24.01% 
     
Return on assets     
Before tax 1.27% 2.39% 2.26% 2.62% 
After tax 1.03% 2.21% 1.99% 2.24% 
     
Capital adequacy ratio  24.36% 22.61%    19.43% 18.91% 
Profit margin 33.49% 50.82% 54.21% 57.26% 
Loan portfolio to total assets ratio 30.58% 32.23% 30.42% 31.31% 
Number of employees 765 782 769 758 
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STATEMENT S OF MANAGEMENT RESPONSIBILITY  

The Management of Rietumu Banka AS (the Bank) is responsible for the preparation of the consolidated 
financial statements of the Bank and its subsidiaries (the Group) as well as for the preparation of the separate 
financial statements of the Bank.  

The separate and consolidated financial statements on pages 19 to 124 are prepared in accordance with source 
documents and present fairly the financial position of the Bank and the Group as of 31 December 2017 and 
the results of their operations and cash flows for the year ended 31 December 2017. 

The separate and consolidated financial statements are prepared in accordance with International Financial 
Reporting Standards as adopted by the European Union on a going concern basis. Appropriate accounting 
policies have been applied on a consistent basis. In the preparation of the financial statements the 
Management has made prudent and reasonable judgements and estimates. 

The Management of Rietumu Banka AS is responsible for the maintenance of proper accounting records, the 
�V�D�I�H�J�X�D�U�G�L�Q�J�� �R�I�� �W�K�H�� �%�D�Q�N�¶�V�� �D�Q�G�� �W�K�H�� �*�U�R�X�S�¶�V�� �D�V�V�H�W�V�� �D�Q�G�� �W�K�H�� �S�U�H�Y�H�Q�W�L�R�Q�� �D�Q�G�� �G�H�W�H�F�W�L�R�Q�� �R�I�� �I�U�D�X�G�� �D�Q�G�� �R�W�K�H�U��
irregularities in the Bank and in the Group. The Management is also responsible for operating the Bank in 
compliance with the Law on Credit Institutions, regulations of the Finance and Capital Markets Commission 
and other legislation of the Republic of Latvia.   

On behalf of the Management of Rietumu Banka AS: 
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During the year and as of the date of the signing of the financial statements: 

The Council of Rietumu Banka  

   
1 January 2017 �± 31 December 2017 

Name 
 
Position 

Date of appointment and 
current term 

Leonids Esterkins Chairman of the Council 25/09/97 (04/04/18-04/04/21) 
Arkadijs Suharenko Deputy Chairman of the Council 25/09/97 (04/04/18-04/04/21) 
Brendan Thomas Murphy Deputy Chairman of the Council 07/09/05 (04/04/18-04/04/21) 
Dermot Fachtna Desmond Member of the Council 07/09/05 (04/04/18-04/04/21) 
Alexander Gafin Member of the Council 25/03/10 (04/04/18-04/04/21) 
Valentins Blugers Member of the Council 25/03/11 (04/04/18-04/04/21) 
   

The Board of Directors 

1 January 2017 �± 17 May 2017 
Name  Position Date of appointment 
Alexander Pankov Chairman of the Board, President 04/07/06 (05/10/16-24/04/18) 
Ruslans Stecjuks Member of the Board, First Vice President 18/10/10 (05/10/16-05/10/19) 
Rolf Paul Fuls Member of the Board, First Vice President 26/11/10 (05/10/16-05/10/19) 
Jevgenijs Djugajevs Member of the Board, Senior Vice President 18/10/10 (05/10/16-13/04/18) 
Ilja Suharenko Member of the Board, Senior Vice President 18/10/10 (05/10/16-05/10/19) 
Natalja Perhova  Member of the Board, Senior Vice President  05/10/16-24/04/18 
Jelena Buraja  Member of the Board, Senior Vice President 05/10/16-04/10/19 
Alexander Voloshin Member of the Board, Senior Vice President 05/10/16-24/04/18 

 
17 May 2017 �± 31 December 2017 

Name  
 
Position 

Date of appointment and 
current term 

Alexander Pankov Chairman of the Board, President 04/07/06 (05/10/16-24/04/18) 
Ruslans Stecjuks Member of the Board, First Vice President 18/10/10 (05/10/16-04/10/19) 
Rolf Paul Fuls Member of the Board, First Vice President 26/11/10 (05/10/16-04/10/19) 
 Chairman of the Board from 24/04/2018 
Jevgenijs Djugajevs Member of the Board, Senior Vice President 18/10/10 (05/10/16-13/04/18) 
Ilja Suharenko Member of the Board, First Vice President 18/10/10 (05/10/16-04/10/19) 
Natalja Perhova  Member of the Board, Senior Vice President  05/10/16-24/04/18 
Jelena Buraja  Member of the Board, Senior Vice President 05/10/16-04/10/19 
Alexander Voloshin Member of the Board, Senior Vice President 05/10/16-24/04/18 
Natalija Ignatjeva Member of the Board, Senior Vice President 17/05/17-17/05/20 

 

 
  





















Rietumu Banka AS 
Group Consolidated and Bank Separate Financial Statements 

 for the year ended 31 December 2017 
 

19 

 
SEPARATE AND CONSOLIDATED STATEMENT S OF PROFIT OR LOSS AND OTHER 
COMPREHENSIVE INCOME  

 
For the year ended 31 December 2017 
 

Note 

2017 
�¶���������(�8�5 

Group  

 
 

2017 
�¶���������(�8�5 

Bank 

2016 
�¶���������(�8�5 

Group 

 
 

2016 
�¶���������(�8�5 

Bank 

Interest income 6 89,051 78,300 100,451 90,854 
Interest expense 6 (20,765) (19,121) (22,096) (21,405) 

Net interest income  68,286 59,179 78,355 69,449 
Fee and commission income 7 72,792 71,762 68,981 68,646 
Fee and commission expense 8 (38,163) (37,823) (27,886) (27,817) 

Net fee and commission income  34,629 33,939 41,095 40,829 
Net gain/(loss) on financial instruments 
at fair value through profit or loss 9 874 

 
(17) 1,867 8 

Net foreign exchange gain 10 23,002 23,347 22,736 22,662 

Net realised gain on available-for-sale 
assets 11 449 

 
482 32,387 32,385 

Share of income/(losses) of equity 
accounted investees (net of income tax)  5 - (14) - 
Other income  12 9,366 5,514 4,555 4,879 

      
Operating income  136,611 122,444 180,981 170,212 
      
Impairment losses 13 (12,415) (13,399) (32,728) (37,919) 
General and administrative expenses 14 (83,518) (68,037) (59,505) (45,784) 

Profit before income tax  40,678 41,008 88,748 86,509 
Income tax expense 15 (7,184) (7,974) (6,411) (6,209) 

Profit for the period   33,494 33,034 82,337 80,300 

Attributable to:       

Equity holders of the Bank  
31,937  80,088  

Non-controlling interest  1,557  2,249  

 

 

The separate and consolidated statements of profit or loss and other comprehensive income are to be 
read in conjunction with the Notes to, and forming part of, the separate and consolidated financial 
statements set out on pages 28 to 124. 
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SEPARATE AND CONSOLIDATED  STATEMENT S OF PROFIT OR LOSS AND OTHER 
COMPREHENSIVE INCOME  

 

For the year ended 31 December 2017 

Note 

2017 
�¶���������(�8�5 

Group 

2017 
�¶���������(�8�5 

Bank 

2016 
�¶���������(�8�5 

Group 

2016 
�¶���������(�8�5 

Bank 

Profit for the period   33,494 33,034 82,337 80,300 
Other comprehensive income      
Items that are or may be reclassified to profit 
or loss  

    

Foreign currency translation differences for 
foreign operations  

 
(87) 

 
- 

  
(1,554) 

 
- 

Other reserves - net change  (2) - - - 

Available-for-sale financial assets �± net change 
in fair value 

 
 
 

1,105 (1,736) (21,104) 
 

(20,300) 
Related tax 499 978 (343) (343) 

  1,515 (758) (23,001) (20,643) 

Other comprehensive income for the period  1,515 (758) (23,001) (20,643) 

Total comprehensive income for the period   35,009 32,276 59,336 59,657 

Attributable to:       
Equity holders of the Group  33,452  57,087  
Non-controlling interest  1,557  2,249  

 

 

The separate and consolidated statements of profit or loss and other comprehensive income are to be 
read in conjunction with the Notes to, and forming part of, the separate and consolidated financial 
statements set out on pages 28 to 124. 
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SEPARATE AND CONSOLIDATED STATEMENT S OF FINANCIAL POSITION  
 

As at 31 December 2017 Note 
31 Dec 2017 

�¶���������(�8�5 
31 Dec 2017 

�¶���������(�8�5 
31 Dec 2016 

�¶���������(�8�5 
31 Dec 2016 

�¶���������(�8�5 
  Group Bank Group Bank 
Assets      
Cash and balances due from the Bank of 
Latvia 16 875,883 875,856 836,961 836,920 
Financial instruments at fair value 
through profit or loss 17 15,557 445 17,052 1,333 
Loans and receivables due from banks 18 462,796 462,086 522,424 521,721 
Loans and receivables due from 
customers 19 832,340 916,987 1,044,920 1,116,873 
Reverse repo 37 40,825 40,825 93,435 93,435 
Available-for-sale assets 20 329,766 342,861 467,584 510,978 
Non-current assets held for sale  220 - 124 - 
Held-to-maturity investments 21 277,514 276,673 319,574 315,848 
Investments in subsidiaries  22 - 34,002 - 28,381 
Equity accounted investees 23 12 - 7 - 
Investment property 26 90,178 10,470 91,299 10,687 
Property and equipment 24 42,960 7,904 45,488 7,943 
Intangible assets 25 3,042 2,632 4,602 2,822 
Current tax asset  298 - 6,064 5,699 
Deferred tax asset 32 37 - 259 - 
Other assets 27 38,130 27,879 23,797 12,964 

Total Assets  3,009,558 2,998,620 3,473,590 3,465,604 
      

 
The separate and consolidated statements of financial position are to be read in conjunction with the Notes 
to, and forming part of, the separate and consolidated financial statements set out on pages 28 to 124.  
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SEPARATE AND CONSOLIDATED STATEMENT S OF FINANCIAL POSITION  
 

As at 31 December 2017 Note 
31 Dec 2017 

�¶���������(�8�5 
31 Dec 2017 

�¶���������(�8�5 
31 Dec 2016 

�¶���������(�8�5 
31 Dec 2016 

�¶���������(�8�5 
  Group Bank Group Bank 

Liabilities and Sh�D�U�H�K�R�O�G�H�U�V�¶���(�T�X�L�W�\      
Financial instruments at fair value 
through profit or loss 17 30 30 442 442 
Due to Bank of Latvia 20,21 120,000 120,000 120,000 120,000 
Deposits and balances due to banks  28 27,187 27,028 34,096 33,957 
Current accounts and deposits due to 
customers 29 2,340,512 2,359,214 2,742,726 2,767,739 
Issued debt securities 30 - - 57,809 57,985 
Provisions 36 20,000 20,000 - - 
Current tax liability  498 316 222 - 
Deferred tax liability 32 426 - 3,110 933 
Other liabilities and accruals 31 22,150 12,418 21,311 13,002 

Total Liabilities   2,530,803 2,539,006 2,979,716 2,994,058 
      
Share capital 33 168,916 168,916 168,916 168,916 
Share premium  33 52,543 52,543 52,543 52,543 
Revaluation reserve  33 1,381 - 1,340 - 
Fair value reserve 33 3,409 3,976 1,805 4,734 
Currency translation reserve  (3,158) - (3,071) - 
Other reserves  33 104 23 106 23 
Retained earnings  245,294 234,156 257,517 245,330 
Total Equity Attributable to Equity 
Holders of the Bank  468,489 459,614 479,156 471,546 

Non-controlling Interest   10,266 - 14,718 - 

�7�R�W�D�O���6�K�D�U�H�K�R�O�G�H�U�V�¶���(�T�X�L�W�\  478,755 459,614 493,874 471,546 
�7�R�W�D�O���/�L�D�E�L�O�L�W�L�H�V���D�Q�G���6�K�D�U�H�K�R�O�G�H�U�V�¶��
Equity   3,009,558 2,998,620 3,473,590 3,465,604 

 
 
The separate and consolidated statements of financial position are to be read in conjunction with the 
Notes to, and forming part of, the separate and consolidated financial statements set out on pages 28 to 
124. 
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SEPARATE AND CONSOLIDATED STATEMENT S 
OF CASH FLOWS 
For the year ended 31 December 2017 Note 

2017 
�¶��������
EUR 

2017 
�¶��������
EUR 

2016 
�¶��������
EUR 

2016 
�¶��������
EUR 

  Group Bank Group Bank 
CASH FLOWS FROM OPERATING ACTIVITIES       
Profit before income tax   40,678 41,008 88,748 86,509 
Amortisation and depreciation 24,25 3,778 2,008 3,947 1,850 
(Gain)/loss from sale of investment property  (13) - 42 - 
Negative goodwill write-off  - - 98 - 
Revaluation of investment property  803 (507) 6,124 (217) 
Share of (income)/loss of equity accounted investees  (5) - 14 - 
Increase of provisions  20,000 20,000 - - 
(Gain)/loss on disposal of property and equipment  (328) - (35) (13) 
(Gain)/loss on sale of subsidiaries  1,343 760 (6) - 
Impairment losses  13 12,415 13,399 32,728 37,919 
Increase in cash and cash equivalents before changes in 
assets and liabilities, as a result of ordinary operations  78,671 76,668 131,660 126,048 
      
(Increase)/decrease in financial instruments at fair value 
through profit or loss  1,495 888 (613) (167) 
(Increase)/decrease in loans and receivables due from banks �± 
term deposits  18,797 18,802 2,230 2,187 
(Increase)/decrease in loans and receivables from customers   201,702 189,154 25,330 2,087 
(Increase)/decrease in receivable under reverse repurchase 
agreements  

52,610 52,610 (4,869) (4,869) 

(Increase)/decrease in available-for-sale assets  138,923 169,150 (4,624) (5,092) 
(Increase)/decrease in other assets  (16,081) (15,647) (3,496) 7,621 
Increase/(decrease) in derivative liabilities  (412) (412) 423 423 
Increase/(decrease) in term deposits due to banks   (257) (277) (10,372) 846 
Increase/(decrease) in current accounts and deposits due to 
customers  (402,214) (408,525) (461,347) (463,819) 
Increase in amounts payable under repurchase agreements  - - 120,000 120,000 
(Increase)/decrease in non-current assets held for sale  (96) - (74) - 
Increase/(decrease) in other liabilities and accruals  1,003 (584) (2,989) (1,660) 
Increase/(decrease) in cash and cash equivalents from 
operating activities before corporate income tax  74,141 81,827 (208,741) (216,395) 
Corporate income tax paid  (2,895) (3,497) (9,220) (8,292) 
Net cash and cash equivalents from operating activities  71,246 78,330 (217,961) (224,687) 
      
CASH FLOWS FROM INVESTING  ACTIVITIES       
Purchase of property and equipment and intangible assets 24,25 (2,558) (1,802) (3,748) (2,523)  
Proceeds from sale of property, plant and equipment and 
other assets  456 23 - - 
Increase in equity investments in other entities and 
acquisition of subsidiaries   - (9,808) (21) (82) 
(Increase)/decrease in investment property 26 1,051 724 (3,807) (201) 
Proceeds from sale of subsidiary  521 306 - - 
(Increase)/decrease in held-to-maturity financial assets  42,060 39,175 (99,064) (97,947)  
(Acquisition)/sale of non-controlling interest   (4,833) - (546) - 
Cash and cash equivalents used in / from investing 
activities  36,697 28,618 (107,186)  (100,753)  
      

The separate and consolidated statements of cash flows are to be read in conjunction with the Notes to, 
and forming part of, the separate and consolidated financial statements set out on pages 28 to 124. 
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SEPARATE AND CONSOLIDATED STATEMENT S 
OF CASH FLOWS 
For the year ended 31 December 2017 Note 

2017 
�¶���������(�8�5 

2017 
�¶���������(�8�5 

2016 
�¶���������(�8�5 

2016 
�¶���������(�8�5 

  Group Bank Group Bank 
 
CASH FLOWS FROM FINANCING ACTIVITIES  
 
      
Decrease in other reserves  (2) - - - 
Issued debt securities 30 (57,809) (57,985) 2,025 1,200 
Dividends paid 33 (45,384) (44,208) (21,785) (20,952) 
Cash and cash equivalents used in/from financing 
activities  (103,195) (102,193) (19,760) (19,752) 

Net cash flow for the period  4,748 4,755 (344,907) (345,192) 
Cash and cash equivalents at the beginning of the year  1,306,828 1,306,084 1,651,735 1,651,276 
Cash and cash equivalents at the end of the year 34 1,311,576 1,310,839 1,306,828 1,306,084 

 

The separate and consolidated statements of cash flows are to be read in conjunction with the Notes to, 
and forming part of, the separate and consolidated financial statements set out on pages 28 to 124. 
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GROUP CONSOLIDATED  STATEMENT S �2�)���&�+�$�1�*�(�6���,�1���7�+�(���6�+�$�5�(�+�2�/�'�(�5�6�¶��
EQUITY  
For the year ended 31 December 2017 
 
 

 
 
 
The Group consolidated statements �R�I���F�K�D�Q�J�H�V���L�Q���W�K�H���V�K�D�U�H�K�R�O�G�H�U�V�¶���H�T�X�L�W�\��are to be read in conjunction 
with the Notes to, and forming part of, the separate and consolidated financial statements set out on 
pages 28 to 124. 

 
 
 
 
 
 
 
 
  

 
 Attributable to Equity Holders of the Bank    

 
Share 
capital 

Share 
premium 

Revaluation 
reserve 

Fair value 
reserve 

Foreign 
currency 

translation 
reserve 

Other 
reserves 

Retained 
earnings Total  

Non-
controlling 

interest 
Total 

Equity  
 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 

Balance at 
1 January 2016 168,916 52,543 1,364 23,252 (1,517) 106 198,357 443,021 13,848 456,869 

Transactions with shareholders recorded directly in equity 

Dividends paid (Note 33) - - - - - - (20,952) (20,952) - (20,952) 

Transactions with non-controlling interest 
Dividends paid to 
non-controlling 
interest shareholders - - - - - - - - (833) (833) 
Transactions with 
third parties related 
to units of funds 
controlled by Group  - - - - - - - - (546) (546) 
Comprehensive income 
Profit for the current 
year - - - - - - 80,088 80,088 2,249 82,337 
Other comprehensive 
income (Note 33) - - - (21,447) (1,554) - - (23,001) - (23,001) 

 Other           
Depreciation of 
revalued property - - (24) - - - 24 - - - 

           

Balance at 
31 December 2016 168,916 52,543 1,340 1,805 (3,071) 106 257,517 479,156 14,718 493,874 



Rietumu Banka AS 
Group Consolidated and Bank Separate Financial Statements 

 for the year ended 31 December 2017 
 

26 

GROUP CONSOLIDATED  STATEMENT S �2�)���&�+�$�1�*�(�6���,�1���7�+�(���6�+�$�5�(�+�2�/�'�(�5�6�¶��
EQUITY  
 For the year ended 31 December 2017 

 

 

 
 Attributable to Equity Holders of the Bank   

 
Share 
capital 

Share 
premium 

Revaluation 
reserve 

Fair value 
reserve 

Foreign 
currency 

translation 
reserve 

Other 
reserves 

Retained 
earnings Total  

Non-
controlling 

interest 
Total 

Equity  
 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶000 EUR �¶���������(�8�5 �¶���������(�8�5 

Balance at 
1 January 2017 168,916 52,543 1,340 1,805 (3,071) 106 257,517 479,156 14,718 493,874 

Transactions with shareholders recorded directly in equity 

Dividends paid (Note 33) - - - - - - (44,208) (44,208) - (44,208) 

Transactions with non-controlling interest 
Acquisition of 
non-controlling 
interest without 
change in control - - - - - - 21 21 - 21 
Dividends paid to 
non-controlling 
interest 
shareholders - - - - - - - - (1,176) (1,176) 
Transactions with 
third parties 
related to units of 
funds controlled 
by Group  - - - - - - - - (4,833) (4,833) 

Comprehensive 
income           
Profit for the 
current year - - - - - - 31,937 31,937 1,557 33,494 
Other 
comprehensive 
income - - - 1,604 (87) (2) - 1,515 - 1,515 

 Other           
Depreciation of 
revalued property - - (27) - - - 27 - - - 
Revaluation of 
property and 
equipment - - (91) - - - - (91) - (91) 
Transfer from 
Deferred tax 
liability - - 159 - - - - 159 - 159 
Balance at 
31 December 
2017 168,916 52,543 1,381 3,409 (3,158) 104 245,294 468,489 10,266 478,755 
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�%�$�1�.�¶�6���6�(�3�$�5�$�7�(���6�7�$�7�(�0�(�1�7S �2�)���&�+�$�1�*�(�6���,�1���6�+�$�5�(�+�2�/�'�(�5�6�¶���(�4�8�,�7�<�� 
For the year ended 31 December 2017 
 
 

  
Total  

 equity  
Share 

capital 
Share 

premium 
Revaluation 

reserve 
Fair value 

reserve  
Other 

reserves 
Retained 
earnings  

 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 �¶���������(�8�5 

Balance at 1 January 2016  168,916 52,543 - 25,377 23 185,982 432,841 

Transactions with shareholders recorded directly in equity     
Dividends paid - - - - - (20,952) (20,952) 
Total comprehensive income      
Profit for the period - - - - - 80,300 80,300 
Other comprehensive income - - - (20,643) - - (20,643) 
Balance at 31 December 
2016 168,916 52,543 - 4,734 23 245,330 471,546 

Transactions with shareholders recorded directly in equity     
Dividends paid - - - - - (44,208) (44,208) 
Comprehensive income      
Profit for the period - - - - - 33,034 33,034 
Other comprehensive income 
(Note 33) - - - (758) - - (758) 
Balance at 31 December 
2017 168,916 52,543 - 3,976 23 234,156 459,614 

 
 
The �%�D�Q�N�¶�V��separate statements of changes in shareholders�¶ equity are to be read in conjunction with the 
Notes to, and forming part of, the separate and consolidated financial statements set out on pages 28 to 
124. 
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1      Background 

 Principal activities 

These financial statements include the separate �I�L�Q�D�Q�F�L�D�O�� �V�W�D�W�H�P�H�Q�W�V�� �R�I�� �-�6�&�� �³�5�L�H�W�X�P�X�� �%�D�Q�Na�´�� ���W�K�H��
�³�%�D�Q�N�´�����D�Q�G�� the consolidated financial statements of the Bank and its subsidiaries (together referred 
�W�R���D�V���W�K�H���³�*�U�R�X�S�´������ 
�-�6�&���³�5�L�H�W�X�P�X���%�D�Q�Na�´���Z�D�V���H�V�W�D�E�O�L�V�K�H�G���L�Q���W�K�H���5�H�S�Xblic of Latvia as a Joint Stock Company and was 
�J�U�D�Q�W�H�G���L�W�¶�V���J�H�Q�H�U�D�O���E�D�Q�N�L�Q�J���O�L�F�H�Q�V�H���L�Q���������������7�K�H���S�U�L�Q�F�L�S�D�O���D�F�W�L�Y�L�W�L�H�V���R�I���W�K�H���%�D�Q�N���D�U�H���G�H�S�R�V�L�W���W�D�N�L�Q�J���D�Q�G��
customer accounts maintenance, lending, issuing guarantees, cash and settlement operations and 
operations with securities and foreign exchange. The activities of the Bank are regulated by the Bank 
�R�I���/�D�W�Y�L�D���D�Q�G���W�K�H���)�L�Q�D�Q�F�L�D�O���D�Q�G���&�D�S�L�W�D�O���0�D�U�N�H�W���&�R�P�P�L�V�V�L�R�Q�����³�)�&�0�&�´�� of the Republic of Latvia. The 
�U�H�J�L�V�W�H�U�H�G���D�G�G�U�H�V�V���R�I���W�K�H���%�D�Q�N�¶�V���K�H�D�G���R�I�I�L�F�H���L�V���9�H�V�H�W�D�V��street 7, Riga, Latvia. The average number of 
people employed by the Group during the year was 1,070 (2016: 1,078) and by the Bank 765 (2016: 
782). 

Principal subsidiaries of the Group (total assets in excess of EUR 5,000 thousand) 
Name Country of incorporation Principal activities Ownership % 

   
31 Dec 

2017 
31 Dec 

2016 
RB Investments SIA Vesetas Str.7, Riga, Latvia Investments 100% 100% 

Rietumu Leasing Ltd Odoevskogo Str.117, 6th floor,  
office 9, Minsk Belarus 

Leasing company  100% 100% 

Vesetas 7 SIA Vesetas Str.7, Riga, Latvia Real estate operating 100% 100% 

Overseas Estates SIA Vesetas Str.7, Riga, Latvia Terminal 100% 100% 

InCREDIT GROUP SIA Krisjana Barona Str.130, Riga, 
Latvia 

Customer lending 51% 51% 

KI Nekustamie ipasumi SIA Vesetas Str.7, Riga, Latvia Real estate operating 100% 100% 

KI Zeme SIA Vesetas Str.7, Riga, Latvia Real estate operating 100% 100% 

RAM Fund-Fixed Income High 
Yield USD 

Vesetas Str.7, Riga, Latvia Investments 59.50% 67.36% 

RAM Fund-Fixed Income 
Investment Grade USD 

Vesetas Str.7, Riga, Latvia Investments 51.18% 34.37% 

Ekoagro SIA Vesetas Str.7, Riga, Latvia Real estate operating 100% 100% 

KI Invest OOO Nauchnij Str.19, Moscow, Russia Real estate operating 100% 100% 

Rietumu Bankas Labdaribas Fonds Vesetas Str.7, Riga, Latvia Charity 100% 100% 

KI Fund SIA Vesetas Str.7, Riga, Latvia Real estate operating 100% - 

U-10 SIA Garozes Str. 25-1, Riga, Latvia Real estate operating 67% 67% 
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2 Basis of preparation 

(a) Statements of compliance 

The accompanying separate and consolidated financial statements have been prepared in accordance 
�Z�L�W�K���,�Q�W�H�U�Q�D�W�L�R�Q�D�O���)�L�Q�D�Q�F�L�D�O���5�H�S�R�U�W�L�Q�J���6�W�D�Q�G�D�U�G�V���D�V���D�G�R�S�W�H�G���E�\���W�K�H���(�X�U�R�S�H�D�Q���8�Q�L�R�Q�����³�(�8���,�)�5�6�´�������D�Q�G��
�U�H�J�X�O�D�W�L�R�Q�V���R�I���W�K�H���)�L�Q�D�Q�F�L�D�O���D�Q�G���&�D�S�L�W�D�O���0�D�U�N�H�W���&�R�P�P�L�V�V�L�R�Q���R�I���W�K�H���5�H�S�X�E�O�L�F���R�I���/�D�W�Y�L�D�����W�K�H���µ�)�&�0�&�¶�����L�Q��
force as at the reporting date.  
The Board of Directors approved these separate and consolidated financial statements for issue on 30 
April 2018. 

(b) Basis of measurement 

The separate and consolidated financial statements are prepared on the historical cost basis except for 
the following: 
-  financial instruments at fair value through profit or loss are stated at fair value; 
-  available-for-sale assets are stated at fair value; 
-  non-current assets held for sale which are stated at lower their carrying amount and fair value less cost 

to sell; 
-  owner occupied buildings which are stated at revalued amounts  being the fair value at the date of 

valuation less subsequent accumulated depreciation and any accumulated impairment losses; 
- investment property and collateral assumed on non-performing loans is stated at fair value. 

(c) Functional and Presentation Currency 

These financial statements are presented in thousands of euro (EUR �������¶�V������ 
The functional currencies of the Bank and principal subsidiaries of the Bank are EUR, except for the 
principal subsidiaries listed below: 

Rietumu Asset Management funds USD (US dollar) 

Rietumu Leasing Ltd BYN (Belarus rouble) 

KI Invest OOO RUB (Russian rouble) 
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3 Significant accounting policies 
The following significant accounting policies have been applied in the preparation of these separate and 
consolidated financial statements. The accounting policies have been consistently applied to all periods 
presented in these financial statements, except for the change in accounting policies described in Note 
3(t). 

(a) Foreign currency 
(i) Foreign currency transactions 

Transactions in foreign currencies are translated into the respective functional currencies of the Bank 
and its subsidiary companies at the spot exchange rates on the date of the transactions.  
Monetary assets and liabilities denominated in foreign currencies at the reporting date are retranslated 
into the functional currency at the spot exchange rate at that date. The foreign currency gain or loss on 
monetary items is the difference between amortised cost in the functional currency at the beginning of 
the period, adjusted for effective interest and payments during the period, and the amortised cost in 
foreign currency translated at the exchange rate at the end of the period. Non-monetary assets and 
liabilities denominated in foreign currencies that are measured at fair value are translated into the 
functional currency at the spot exchange rate at the date that the fair value was determined. Non-
monetary assets and liabilities denominated in foreign currencies that are measured at historical cost are 
translated into the functional currency at the spot exchange rate at the date of transaction. Foreign 
currency differences arising on retranslation are recognised in profit or loss, except for differences 
arising on the translation of available-for-sale equity instruments, which are recognised in equity through 
other comprehensive income. 

(ii)  Foreign operations 
The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on 
acquisition, are translated into the presentation currency of the Group at exchange rates set by the 
European Central Bank at the reporting date. The income and expenses of foreign operations are 
translated into the presentation currency of the Group at average exchange rate for the reporting period. 
Foreign currency differences are recognised in other comprehensive income and accumulated in a 
currency translation reserve, except that the translation difference is allocated to non-controlling interest. 
Upon disposal of subsidiary, the balance of currency translation reserve is reclassified to profit and loss. 

(iii ) Foreign exchange rates 
 31 Dec 2017 Average 2017 31 Dec 2016 Average 2016  

USD 1.1993 1.1297 1.0541 1.1067  

BYN 2.3553 2.1842 2.0450 2.1440  

RUB 69.3920 65.9190 64.3000 74.1910  
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3 Significant accounting policies, continued 
(b) Basis of consolidation 

(i) Subsidiaries 

Subsidiaries are those enterprises controlled by the Group. The Group controls an entity when it is 
exposed to, or has right to, variable returns from its involvement with the entity and has ability to affect 
those returns through its power over the entity. The financial statements of subsidiaries are included in 
the consolidated financial statements from the date that control effectively commences until the date that 
control effectively ceases.  

(ii)  Equity accounted investees 

Associates are those enterprises in which the Group has significant influence, but not control, over the 
financial and operating policies. Significant influence is presumed to exist when the Group holds 
between 20 and 50% of the voting power of associated entity. The consolidated financial statements 
�L�Q�F�O�X�G�H���W�K�H���*�U�R�X�S�¶�V���V�K�D�U�H���R�I���W�K�H���W�R�W�D�O���U�H�F�R�J�Q�L�V�H�G���J�D�L�Q�V���D�Q�G���O�R�V�V�H�V���R�I���D�V�V�R�F�L�D�W�H�V���R�Q���D�Q���H�T�X�L�W�\���D�F�F�R�X�Q�Wed 
basis, from the date that significant influence effectively commences until the date that significant 
�L�Q�I�O�X�H�Q�F�H�� �H�I�I�H�F�W�L�Y�H�O�\�� �F�H�D�V�H�V���� �:�K�H�Q�� �W�K�H�� �*�U�R�X�S�¶�V�� �V�K�D�U�H�� �R�I�� �O�R�V�V�H�V�� �H�[�F�H�H�G�V�� �W�K�H�� �*�U�R�X�S�¶�V�� �L�Q�W�H�U�H�V�W�� �L�Q�� �W�K�H��
associate, that interest is reduced to nil and recognition of further losses is discontinued except to the 
extent that the Group has incurred obligations in respect of the associate.  

(iii)  Transactions eliminated on consolidation 

Intra-Group balances and transactions, and any unrealised gains arising from intra-Group transactions, 
are eliminated in preparing the consolidated financial statements. Unrealised gains arising from 
�W�U�D�Q�V�D�F�W�L�R�Q�V�� �Z�L�W�K�� �D�V�V�R�F�L�D�W�H�V�� �D�U�H�� �H�O�L�P�L�Q�D�W�H�G�� �W�R�� �W�K�H�� �H�[�W�H�Q�W�� �R�I�� �W�K�H�� �*�U�R�X�S�¶�V�� �L�Q�W�H�U�H�V�W�� �L�Q�� �W�K�H�� �L�Q�Y�H�V�W�H�H����
Unrealised losses are eliminated in the same way as unrealised gains except that they are only eliminated 
to the extent that there is no evidence of impairment. 

(iv) Non �± controlling interest 

The Group measures any non-controlling interest at its proportionate interest in the identifiable net assets 
of the acquiree. 

(v) �,�Q�Y�H�V�W�P�H�Q�W���L�Q���V�X�E�V�L�G�L�D�U�L�H�V���D�Q�G���D�V�V�R�F�L�D�W�H�V���L�Q���%�D�Q�N�¶�V���V�H�S�D�U�D�W�H���I�L�Q�D�Q�F�L�D�O���V�W�D�W�H�P�H�Q�W�V 

Investments in subsidiaries and associates are measured in the �%�D�Q�N�¶�V���V�H�S�D�U�D�W�H���I�L�Q�D�Q�F�L�D�O���V�W�D�W�H�P�H�Q�W�V���D�W��
cost less impairment allowance, if any. 

(vi) Asset management 

The Bank and the Group hold assets which are purchased on behalf of investors (securities and other 
assets managed). The assets held on behalf of investors are accounted in off balance sheet and are not 
included in the separate and consolidated financial statements.  

(c) Goodwill 

�*�R�R�G�Z�L�O�O���U�H�S�U�H�V�H�Q�W�V���W�K�H���H�[�F�H�V�V���R�I���W�K�H���F�R�V�W���R�I���D���E�X�V�L�Q�H�V�V���F�R�P�E�L�Q�D�W�L�R�Q���R�Y�H�U���W�K�H���%�D�Q�N�¶�V���R�U���W�K�H���*�U�R�X�S�¶�V��
interest in the fair value of the net identifiable assets and contingent liabilities of the acquiree at the date 
of acquisition.  
The Bank and the Group measure goodwill as the fair value of the consideration transferred including 
the recognised amount of any non-controlling interest in the acquiree, less the net recognised amount 
(generally at fair value) of the identifiable assets acquired and liabilities assumed, all measured as of the 
acquisition date.  Goodwill is included in intangible assets. 
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3 Significant accounting policies, continued 
Goodwill is allocated to cash-generating units and is stated at cost less impairment losses, if any. 
Goodwill is tested for impairment annually or more frequently if events or changes in circumstances 
indicate that goodwill might be impaired and is measured at cost less any accumulated impairment 
losses. Cash generating units for goodwill impairment testing are: payment card business and investment 
properties management on subsidiary level. Gains and losses on the disposal of a business include the 
carrying amount of goodwill relating to the assets sold.  
Negative goodwill (bargain purchase gain) arising on a business combination is recognised immediately 
in profit or loss. 

(d) Fair value measurement principles  

�$���Q�X�P�E�H�U���R�I���W�K�H���%�D�Q�N�¶�V���D�Q�G���*�U�R�X�S�¶�V���D�F�F�R�X�Q�W�L�Q�J���S�R�O�L�F�L�H�V���D�Q�G���G�L�V�F�O�R�V�X�U�H�V���U�H�T�X�L�U�H���W�K�H���G�H�W�H�U�P�L�Q�D�W�L�R�Q���R�I��
fair value for both financial and non-financial assets and liabilities. Fair value is the price that would be 
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants 
at the measurement date in the principal, or in its absence, the most advantageous market to which the 
Bank or the Group has access at that date. The fair value of a liability reflects its non-performance risk.  
When measuring the fair value of an asset or a liability, the Bank and the Group uses market observable 
data as far as possible. Fair values are categorised into different levels in a fair value hierarchy based on 
the inputs used in the valuation techniques as follows: 
Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities. 
Level 2: inputs other than quoted prices included in Level 1 that are observable for the asset or liability, 
either directly (i.e. as prices) or indirectly (i.e. derived from prices). 
Level 3: inputs for the asset or liability that are not based on observable market data (unobservable 
inputs). 
If the inputs used to measure the fair value of an asset or a liability might be categorised in different 
levels of the fair value hierarchy, the fair value measurement is categorised in its entirety in the same 
level of the fair value hierarchy as the lowest level input that is significant to the entire measurement. 
The Bank and the Group recognizes transfers between levels of the fair value hierarchy at the end of the 
reporting period during which the change has occurred.  
Fair values have been determined for measurement and/or disclosure purposes based on the following 
methods. In addition, when applicable, further information about the assumptions made in determining 
fair values is disclosed in the notes specific to that asset or liability. 

(i) Financial assets and liabilities 
When available, the Bank and the Group measure the fair value of a financial instrument using quoted 
prices in an active market for that financial instrument. A market is regarded as active if transactions 
with the asset or liability take place with sufficient frequency and volume to provide pricing information 
on an ongoing basis. 
If a market for a financial instrument is not active, the Bank and the Group establish fair value using a 
val�X�D�W�L�R�Q���W�H�F�K�Q�L�T�X�H�����9�D�O�X�D�W�L�R�Q���W�H�F�K�Q�L�T�X�H�V�¶���D�V�V�X�P�S�W�L�R�Q�V���D�U�H���E�D�V�H�G���R�Q���U�H�F�H�Q�W���D�U�P�¶�V���O�H�Q�J�W�K���W�U�D�Q�V�D�F�W�L�R�Q�V��
between knowledgeable, willing parties (if available), reference to the current fair value of other 
instruments that are substantially the same, discounted cash flow analyses and option pricing models. 
The chosen valuation technique makes maximum use of market inputs, relies as little as possible on 
estimates specific to the relevant financial instrument, incorporates all factors that market participants 
would consider in setting the price, and is consistent with accepted economic methodologies for pricing 
financial instruments.   
Assets and long positions are measured at a bid price; liabilities and short positions are measured at an 
asking price. Where the Bank and the Group have positions with offsetting risks, mid-market prices are 
used to measure the offsetting risk positions and a bid or asking price adjustment is applied only to the 
net open position as appropriate. Fair values reflect the credit risk of the instrument and include 
adjustments to take account of the credit risk.  
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3 Significant accounting policies, continued 
(ii)  Investment property and owner occupied buildings 

The fair value of property is based on internal valuations performed by the Bank and the Group that are, 
on a regular basis (once per year or when market conditions significantly change), corroborated with 
external, independent valuations prepared by valuation companies, having appropriate professional 
qualifications and recent experience in the location and category of property being valued. The fair 
values are based on market values, being the estimated amount for which property could be sold on the 
�G�D�W�H���R�I���W�K�H���Y�D�O�X�D�W�L�R�Q���E�H�W�Z�H�H�Q���Z�L�O�O�L�Q�J���E�X�\�H�U���D�Q�G���D���Z�L�O�O�L�Q�J���V�H�O�O�H�U���L�Q���D�Q���D�U�P�¶�V���O�H�Q�J�W�K���W�U�D�Q�V�D�Ftion after proper 
marketing where the parties had each acted knowledgeably and willingly. In the year when property is 
obtained, purchase price could be accepted as fair value. 
In the absence of current prices in an active market, the valuations are prepared by considering the 
aggregate of the estimated cash flows expected to be received from renting out the property. A yield that 
reflects the specific risks inherent in the net cash flows then is applied to the net annual cash flows to 
arrive at the property valuation.  
Valuations reflect, when appropriate, the type of tenants actually in occupation or responsible for 
meeting lease commitments or likely to be in occupation after letting vacant accommodation, the 
allocation of maintenance and insurance responsibilities between the Group and the lessee, and 
remaining economic life of the property. When rent reviews or lease renewals are pending with 
anticipated reversionary increases, it is assumed that all notices, and when appropriate counter-notices, 
have been served validly and within the appropriate time.   

(iii)  Intangible assets  
The fair value of licenses acquired in a business combination is based on the discounted estimated cash 
flows from the business activity subject to the license. The fair value of customer relationships acquired 
in a business combination is determined using the multi-period excess earning method, whereby the 
subject asset is valued after deducting a fair return on all other assets that are part of creating the rated 
flows. 

(e)      Cash and cash equivalents 

Cash and cash equivalents include notes and coins on hand, unrestricted balances held with central banks 
and highly liquid financial assets with original maturities of less than three months, which are subject to 
insignificant risk of changes in their fair value, and are used by the Bank and the Group in the 
management of their short-term commitments, less balances due to credit institutions with a maturity of 
less than 3 months. 

(f)      Financial instruments 

(i) Classification 

Financial instruments are classified into the following categories: 
Financial instruments at fair value through profit or loss are financial assets or liabilities that are 
derivatives or are acquired or incurred principally for the purpose of selling or repurchasing in the near 
term, or that are part of a portfolio of identified financial instruments that are managed together and for 
which there is evidence of a recent actual pattern of short-term profit-taking or that are designated to this 
category at initial recognition. The Bank and the Group designate financial assets and liabilities at fair 
value through profit or loss in the following circumstances: 

�� The assets or liabilities are managed, evaluated and reported internally on a fair value basis; 
�� The designation eliminates or significantly reduces an accounting mismatch which would otherwise 

arise; 
�� The asset or liability contains an embedded derivative that significantly modifies the cash flows that 

would otherwise be required under the contract. 
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3 Significant accounting policies, continued 

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments 
and fixed maturity that the Bank and the Group have the positive intention and ability to hold to maturity.  
Available-for-sale assets are those financial assets that are designated as available-for-sale or are not 
classified as loans and receivables, held-to-maturity investments or financial instruments at fair value 
through profit or loss. 
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are 
not quoted in an active market at initial recognition.  
Loans and receivables include regular loans, credit card balances and finance lease. 
Liabilities at amortized cost include deposits and balances due to banks, current accounts and deposits 
from customers and issued debt securities. 

(ii)  Initial r ecognition 

The Bank and the Group initially recognise loans and receivables, deposits and debt securities issued on 
the date at which they are originated. All other financial assets and liabilities are recognised in the 
statements of financial position on the trade date when the Bank and the Group become a party to the 
contractual provisions of the instrument.  

(iii)  Measurement 

A financial asset or liability is initially measured at its fair value and, except for a financial asset or 
liability at fair value through profit or loss, includes transaction costs that are directly attributable to the 
acquisition or issue of the financial asset or liability. 
The best evidence of the fair value of a financial instrument at initial recognition is the transaction price, 
i.e., the fair value of the consideration given or received, unless the fair value of that instrument is 
evidenced by comparison with other observable current market transactions with the same instrument 
(i.e., without modification or repackaging) or based on a valuation technique whose variables include 
only data from observable markets. When transaction price provides the best evidence of fair value at 
initial recognition, the financial instrument is initially measured at the transaction price and any 
difference between this price and the value initially obtained from a valuation model is subsequently 
recognised in the profit or loss on an appropriate basis over the life of the instrument but not later than 
when the valuation is supported wholly by observable market data or the transaction is closed out. 
Subsequent to initial recognition, financial assets other than loans and receivables, held to maturity 
investments, equity investments carried at cost and financial liabilities at amortised cost, are measured 
at their fair values, without any deduction for transaction costs that may be incurred on sale or other 
disposal. 
All held to maturity investments, loans and receivables and financial liabilities at amortised cost and 
financial liabilities that arise when a transfer of a financial asset carried at fair value does not qualify for 
derecognition, are measured at amortised cost. Amortised cost is calculated using the effective interest 
method. Premiums and discounts, including initial transaction costs, are included in the carrying amount 
of the related instrument and amortised based on the effective interest rate of the instrument. 
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3 Significant accounting policies, continued 

(iv) Gains and losses on subsequent measurement 

A gain or loss arising from a change in the fair value of a financial asset or liability is recognised as 
follows:  

�x a gain or loss on a financial instrument classified as at fair value through profit or loss is recognised 
in profit or loss; 

�x a gain or loss on an available-for-sale financial asset is recognised in fair value reserve through other 
comprehensive income (except for impairment losses and foreign exchange gains or losses on 
monetary assets) until the asset is derecognised, at which time the cumulative gain or loss previously 
recognised in equity is recognised in profit or loss. Interest in relation to an available-for-sale 
financial asset is recognised as earned in profit or loss calculated using the effective interest method. 

For financial assets and liabilities carried at amortised cost, a gain or loss is recognised in profit or loss 
when the financial asset or liability is derecognised including the instances where the terms change 
substantially or impaired, and through the unwinding of interest using the effective interest rate method. 

(v) Derecognition 

A financial asset is derecognised when the contractual rights to the cash flows from the financial asset 
expire or when the Bank and the Group transfer substantially all of the risks and rewards of ownership 
of the financial asset or when the Bank and the Group neither transfer, nor retain substantially all risks 
and rewards of ownership but does not retain control of the financial asset. Any interest in transferred 
financial assets that qualifies for derecognition that is created or retained by the Bank and the Group is 
recognised as a separate asset or liability. A financial liability is derecognised when it is extinguished. 
On derecognition of a financial asset, the difference between the carrying amount of the asset (or the 
carrying amount allocated to the portion of the asset transferred), and the sum of (i) the consideration 
received (including any new asset obtained less any new liability assumed) and (ii) any cumulative gain 
or loss that had been recognised in other comprehensive income is recognised in profit or loss. 

(vi) Repurchase and reverse repurchase agreements 

�6�H�F�X�U�L�W�L�H�V���V�R�O�G���X�Q�G�H�U���V�D�O�H���D�Q�G���U�H�S�X�U�F�K�D�V�H�����³�U�H�S�R�´�����D�J�U�H�H�P�H�Q�W�V���D�U�H accounted for as secured financing 
transactions, with the securities retained in the statements of financial position and the counterparty 
�O�L�D�E�L�O�L�W�\���L�Q�F�O�X�G�H�G���L�Q���D�P�R�X�Q�W�V���S�D�\�D�E�O�H���X�Q�G�H�U���³�U�H�S�R�´���W�U�D�Q�V�D�F�W�L�R�Q�V���� 
The difference between the sale and repurchase price represents the interest expense and is recognised 
�L�Q���S�U�R�I�L�W���R�U���O�R�V�V���R�Y�H�U���W�K�H���W�H�U�P���R�I���W�K�H���³�U�H�S�R�´���D�J�U�H�H�P�H�Q�W���X�V�L�Q�J���W�K�H���H�I�I�H�F�W�L�Y�H���L�Q�W�H�U�H�V�W���P�H�W�K�R�G�� 
�6�H�F�X�U�L�W�L�H�V�� �S�X�U�F�K�D�V�H�G�� �X�Q�G�H�U�� �D�J�U�H�H�P�H�Q�W�V�� �W�R�� �U�H�V�H�O�O�� ���³�U�H�Y�H�U�V�H�� �U�H�S�R�´���� �D�U�H�� �U�H�F�R�U�G�H�G�� �D�V�� �D�P�R�X�Q�W�V�� �U�H�F�H�L�Y�D�E�O�H��
�X�Q�G�H�U���³�U�H�Y�H�U�V�H���U�H�S�R�´���W�U�D�Q�V�D�F�W�L�R�Q�V�����7�K�H���G�L�I�I�H�U�H�Q�F�H�V���E�H�W�Z�H�H�Q���W�K�H���S�X�U�F�K�D�V�H���D�Q�G���U�H�V�D�O�H���S�U�L�F�H�V���D�U�H���W�U�H�D�W�H�G���D�V��
�L�Q�W�H�U�H�V�W���L�Q�F�R�P�H���D�Q�G���D�F�F�U�X�H�G���R�Y�H�U���W�K�H���W�H�U�P���R�I���W�K�H���³�U�H�Y�H�U�V�H���U�H�S�R�´���D�J�U�H�H�P�H�Q�W���X�V�L�Q�J���W�K�H���H�I�I�H�F�W�L�Y�H���L�Q�W�H�U�H�V�W��
method.  
If assets purchased under agreement to resell are sold to third parties, the obligation to return securities 
is recorded as a trading liability and measured at fair value. 
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3 Significant accounting policies, continued 

(vii) Derivative financial instruments  

Derivative financial instruments include swaps, forwards, futures, and options in interest rate, foreign 
exchange, precious metals and stock markets, and any combinations of these instruments. The Bank and 
the Group classify all derivative financial instruments as financial instruments at fair value through profit 
and loss. 
Derivatives are initially recognised at fair value on the date on which a derivative contract is entered into 
and are subsequently remeasured at fair value. All derivatives are carried as assets when their fair value 
is positive and as liabilities when their fair value is negative. 
�'�H�U�L�Y�D�W�L�Y�H�V���P�D�\���E�H���H�P�E�H�G�G�H�G���L�Q���D�Q�R�W�K�H�U���F�R�Q�W�U�D�F�W�X�D�O���D�U�U�D�Q�J�H�P�H�Q�W�����D���³�K�R�V�W���F�R�Q�W�U�D�F�W�´�������7�K�H���%�D�Q�N���D�Q�G���W�K�H��
Group account for an embedded derivative separately from the host contract when the host contract is 
not itself carried at fair value through profit or loss, the terms of the embedded derivative would meet 
the definition of a derivative if they were contained in a separate contract, and the economic 
characteristics and risks of the embedded derivative are not closely related to the economic 
characteristics and risks of the host contract. 

(viii)  Offsetting 

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

(g)     Leases 
The lease of property and equipment is classified as a finance lease if it transfers substantially all risks 
and rewards of ownership to the lessee. Title does not have to be transferred. All other leases are 
classified as operating leases. 
The bank and the Group as lessor 
Assets leased out under operating lease are carried in the statements of financial position analogously to 
property, plant and equipment or investment property. Income is recognised on a straight-line basis over 
each lease term. Other payments associated with the lease are recognised in profit or loss as a component 
other income. 
When assets are held subject to finance lease, the present value of the minimum lease payments is 
recognised as a receivable. The difference between the gross receivable and the present value of the 
receivable before impairment allowance is recognised as unearned finance income. 
The Bank and the Group as lessee 
Operating lease payments are recognised in profit or loss on a straight-line basis over the lease term.  
Assets acquired under finance leases include equipment. Asset acquired by way of finance lease is 
initially measured at an amount equal to the lower of its fair value and the present value of the minimum 
lease payments at inception of the lease plus initial direct costs of the lessee. Subsequent to initial 
recognition, these are measured at cost less accumulated depreciation and impairment losses. 

(h) Property and equipment 

(i) Owned assets 

Items of property and equipment are carried at cost less accumulated depreciation, less accumulated 
impairment losses, except for land and buildings which are carried at revalued amounts as described 
below. Cost is the amount of cash or cash equivalents paid or the fair value of the consideration given to 
acquire an asset at the time of its acquisition or construction. The cost includes expenditures that are 
directly attributable to the acquisition of the asset. 
Where an item of property and equipment comprises major components having different useful lives, 
they are accounted for as separate items of property and equipment. 
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3 Significant accounting policies, continued 

(ii)  Revaluation 

Land and buildings of the Bank and the Group are subject to revaluation on a regular basis. The 
frequency of revaluation depends upon the movements in the fair values of the land and buildings being 
revalued. A revaluation increase on an item of land and building is recognised in equity through other 
comprehensive income except to the extent that it reverses a previous revaluation decrease recognised 
in profit or loss, in which case it is recognised in profit or loss. 
A reduction in the value on an item of land or buildings is recognised in profit or loss except to the extent 
that it reverses a previous revaluation increase recognised in other comprehensive income, in which case 
it is recognised in other comprehensive income. 

(iii)  Depreciation 

Depreciation is charged to the statements of profit or loss on a straight-line basis over the estimated 
useful lives of the individual assets. Depreciation commences on the date when the asset becomes 
available for use or, in respect of internally constructed assets, from the time an asset is completed and 
ready for use. Land is not depreciated. Depreciation methods, useful lives and residual values are 
reviewed annually. The estimated useful lives are as follows: 

Buildings 50 years 
Equipment 2.5 to 4 years 
Furniture 8 years 
Vehicles 2.5 to 5 years 

(i)      Investment property 

Investment property is property held either to earn rental income or for capital appreciation or for both, 
but not for sale in the ordinary course of business or services or for administrative purposes. Investment 
property is measured at fair value with any change therein recognised in profit or loss in other operating 
income. 

(j)      Repossessed collateral 

If the borrower fails to fulfil the contractual obligations, the Bank may decide that the loan agreement 
will be terminated and that the right to collateral pledged as security, will be exercised. According to 
Latvian law, the Bank and the Group cannot assume formal title of the asset pledge, but can initiate the 
sale, proceeds of which will be used to repay or partly repay the outstanding loan receivable. As the 
Bank and the Group are assuming the de facto title to the asset, and retain no contractual obligation to 
the original borrower, the Bank and the Group classify the asset as other assets. As well, when the Group 
and Bank acquires (�L���H�����J�D�L�Q�V���D���I�X�O�O���W�L�W�O�H���W�R�����D�Q���D�V�V�H�W���L�Q���W�K�L�V���Z�D�\�����W�K�H���D�V�V�H�W�¶�V���F�O�D�V�V�L�I�L�F�D�W�L�R�Q���I�R�O�O�R�Z�V���W�K�H��
nature of its intended use by the Group and the Bank. When the Group or the Bank is uncertain of its 
intentions with respect to land and buildings that it has repossessed, those properties are classified as 
other assets. The repossessed collaterals are initially recognised at take-over value which set to be a 
notional cost. Subsequently, management determines a recoverable amount which usually is fair value 
less cost to sell as at period end using market data.  

 (k) Intangible assets 

Intangible assets, which are acquired by the Bank and the Group, are stated at cost less accumulated 
amortisation and impairment losses. Acquired computer software licenses are capitalised on the basis of 
the costs incurred to acquire and bring to use the specific software. Amortisation is charged to the 
statements of profit or loss on a straight-line basis over the estimated useful lives of intangible assets. 
The estimated useful lives are 5 to 7 years.  
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3 Significant accounting policies, continued 

(l) Impairment  

(i) Financial assets  

At each reporting date the Bank and the Group assess whether there is objective evidence that financial 
assets not carried at fair value through profit or loss are impaired. Financial assets are impaired when 
objective evidence demonstrates that a loss event has occurred after the initial recognition of the asset, 
and that the loss event has an impact on the future cash flows of the asset that can be estimated reliably. 
Objective evidence that financial assets (including equity securities) are impaired can include default or 
delinquency by a borrower, restructuring of a loan or advance by the Bank and the Group on terms that 
the Bank and the Group would not otherwise consider, indications that a borrower or issuer will enter 
bankruptcy, the disappearance of an active market for a security, or other observable data relating to a 
group of assets such as adverse changes in the payment status of borrowers or issuers in the group, or 
economic conditions that correlate with defaults in the group. In addition, for an investment in an equity 
security, a significant or prolonged decline in its fair value below its cost is objective evidence of 
impairment. 
Significant loans and receivables due from customers, except for lease contracts, and held-to-maturity 
investment securities are assessed individually for impairment indication and specific impairment 
allowance is established if necessary. 
All loans and receivables for which no objective evidence of impairment is identified on an individual 
basis are grouped into sub-�S�R�U�W�I�R�O�L�R�V���Z�L�W�K���V�L�P�L�O�D�U���F�U�H�G�L�W���U�L�V�N���F�K�D�U�D�F�W�H�U�L�V�W�L�F�V���D�F�F�R�U�G�L�Q�J���W�R���W�K�H���%�D�Q�N�¶�V���D�Q�G��
�W�K�H���*�U�R�X�S�¶�V���L�Q�W�H�U�Q�D�O���O�R�D�Q���S�R�U�W�I�R�O�L�R���U�D�W�L�Q�J���S�U�R�F�H�G�X�U�H���D�Q�G���D���F�R�O�O�H�F�W�L�Y�H���L�P�S�D�L�U�P�H�Q�W���D�Olowance is assessed 
using statistical modelling of historical trends of the probability of default and the amount of loss 
�L�Q�F�X�U�U�H�G�����D�G�M�X�V�W�H�G���I�R�U���P�D�Q�D�J�H�P�H�Q�W�¶�V���M�X�G�J�H�P�H�Q�W���D�V���W�R���Z�K�H�W�K�H�U���F�X�U�U�H�Q�W���H�F�R�Q�R�P�L�F���D�Q�G���F�U�H�G�L�W���F�R�Q�G�L�W�L�R�Q�V��
are such that the actual losses are likely to be greater or less than suggested by historical modelling. 
Default rates, loss rates and the expected timing of future recoveries are regularly benchmarked against 
actual outcomes to ensure that they remain appropriate.  
Impairment losses and recoveries are recognised monthly based on regular loan reviews and are 
recognised in profit or loss. 
Impairment losses on assets carried at amortised cost are measured as the difference between the carrying 
amount of the financial asset and the present value of estimated future cash flows discounted at the 
�D�V�V�H�W�¶�V���R�U�L�J�L�Q�D�O���H�I�I�H�F�W�L�Y�H���L�Q�W�H�U�H�V�W���U�D�W�H�����/�R�V�V�H�V���D�U�H���U�H�F�R�J�Q�L�V�H�G���L�Q���S�U�R�I�L�W���R�U���O�R�V�V���D�Q�G���U�H�I�O�H�F�W�H�G���L�Q���D�Q���D�O�O�R�Z�D�Q�F�H��
account against loans and receivables or held to maturity financial investments. Interest on the impaired 
asset continues to be recognised through the unwinding of the discount. When a subsequent event causes 
the amount of impairment loss to decrease, the decrease in impairment loss is reversed through profit or 
loss. If the impaired financial asset is derecognised (due to repossessing of collateral (see Note 3j) or 
restructuring (see Note 19), the related impairment allowance is written off.  
Impairment losses on available-for-sale assets are recognised by transferring the cumulative loss that has 
been recognised in fair value reserve through other comprehensive income to profit or loss. The 
cumulative loss that is removed from fair value reserve and recognised in profit and loss is the difference 
between the acquisition cost, net of any principal repayment and amortisation, and the current fair value, 
less any impairment loss previously recognised in profit or loss.  
If, in a subsequent period, the fair value of an impaired available-for-sale bond 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. 
However, any subsequent recovery in the fair value of an impaired available-for-sale equity security is 
recognised in other comprehensive income.  
 
  



Rietumu Banka AS 
Group Consolidated and Bank Separate Financial Statements 

 for the year ended 31 December 2017 
 

39 

 

3 Significant accounting policies, continued 

(ii)  Non-financial assets 

�7�K�H���F�D�U�U�\�L�Q�J���D�P�R�X�Q�W�V���R�I���W�K�H���%�D�Q�N�¶�V���D�Q�G���W�K�H���*�U�R�X�S�¶�V���Q�R�Q-financial assets, other than investment property 
and deferred tax assets, are reviewed at each reporting date to determine whether there is any indication 
�R�I�� �L�P�S�D�L�U�P�H�Q�W���� �,�I�� �D�Q�\�� �V�X�F�K�� �L�Q�G�L�F�D�W�L�R�Q�� �H�[�L�V�W�V�� �W�K�H�Q�� �W�K�H�� �D�V�V�H�W�¶�V�� �U�H�F�R�Y�H�U�D�E�O�H�� �D�P�R�X�Q�W�� �L�V�� �H�V�W�L�P�D�W�H�G���� �7�K�H��
recoverable amount of goodwill is estimated at each reporting date. 
An impairment loss is recognised if the carrying amount of an asset or its cash-generating unit exceeds 
its recoverable amount. A cash-generating unit is the smallest identifiable asset group that generates cash 
flows that largely are independent from other assets and groups. Impairment losses are recognised in 
profit or loss. Impairment losses recognised in respect of cash-generating units are allocated first to 
reduce the carrying amount of any goodwill allocated to the units and then to reduce the carrying amount 
of the other assets in the unit (group of units) on a pro rata basis. The cash-generating units for non-
financial assets impairment testing are payment card business and non-banking activities on individual 
subsidiaries level. 
The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair 
value less costs to sell. In assessing value in use, the estimated future cash flows are discounted to their 
present value using a pre-tax discount rate that reflects current market assessments of the time value of 
money and the risks specific to the asset. 
An impairment loss in respect of goodwill is not reversed. In respect of other assets, impairment losses 
recognised in prior periods are assessed at each reporting date for any indications that the loss has 
decreased or no longer exists. An impairment loss is reversed if there has been a change in the estimates 
used to determine the recoverable amount. An impairment loss is reversed only to the extent that the 
ass�H�W�¶�V���F�D�U�U�\�L�Q�J���D�P�R�X�Q�W���G�R�H�V���Q�R�W���H�[�F�H�H�G���W�K�H���F�D�U�U�\�L�Q�J���D�P�R�X�Q�W���W�K�D�W���Z�R�X�O�G���K�D�Y�H���E�H�H�Q���G�H�W�H�U�P�L�Q�H�G�����Q�H�W���R�I��
depreciation or amortisation, if no impairment loss had been recognised. 

(m) Provisions 

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

(n) Credit related commitments 

In the normal course of business, the Bank and the Group enter into credit related commitments, 
comprising undrawn loan commitments, letters of credit and guarantees.  
Financial guarantees are contracts that require the Bank and the Group to make specified payments to 
reimburse the holder for a loss it incurs because a specified debtor fails to make payment when due in 
accordance with the terms of a debt instrument. 
A financial guarantee liability is recognised initially at fair value net of associated transaction costs, and 
is measured subsequently at the higher of the amount initially recognised less cumulative amortisation 
or the amount of provision for losses under the guarantee. Provisions for losses under financial 
guarantees and other credit related commitments are recognised when losses are considered probable 
and can be measured reliably. Financial guarantee liabilities and provisions for other credit related 
commitments are included within other liabilities. 

(o) Taxation 

(i)       Current tax 
Current tax for the reporting year is the expected tax payable on the taxable income for the year, using 
tax rates enacted or substantially enacted at the reporting date (15% as at 31 December 2017), and any 
adjustment to tax payable in respect of previous years.  
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3 Significant accounting policies, continued 
As of 1 January 2018, the new Law on Enterprise Income Tax of the Republic of Latvia comes into 
effect, setting out a conceptually new regime for paying taxes. As of the date, the tax rate will be 20% 
instead of the current 15%, the taxation period will be one month instead of a year and the taxable base 
will include: 

�x distributed profit (dividends calculated, payments equivalent to dividends, conditional dividends) 
and  

�x conditionally distributed profit (non-operating expenses, doubtful debts, increased interest 
payments, loans to related parties, decrease of income or exceeded expenses which are incurred by 
entering transactions at prices other than those on the market that should be calculated using the 
methodology determined by the Cabinet of Ministers, benefits bestowed by the non-resident upon 
its staff or board (council members) regardless of whether the receiving party is a resident or a non-
resident, if they relate to the operation of a permanent establishment in Latvia, liquidation quota). 

The use of tax losses carried forward from previous periods is limited: it will be possible to use these 
losses to decrease the amount of tax calculated on dividends in the reporting period by not more than 
50%. It will be possible to carry forward unused tax losses and use them in the previously described 
manner only until 2022. 

(ii)      Deferred tax for Group companies located in Latvia 
In accordance with the Annual Reports and Consolidated Annual Reports Law of the Republic of Latvia, 
companies are permitted to recognise deferred tax supported by justified reasons. In such cases, deferred 
tax should be recognised, assessed and disclosed in the financial statements in line with the International 
Financial Reporting Standards (IFRS) as adopted by the EU. Under IAS 12 Income taxes, deferred tax 
assets and liabilities should be recognised by applying a rate expected to be applied to retained earnings.  
According to the new Law on Enterprise Income Tax of the Republic of Latvia adopted on 28 July 2017, 
and effective as of 1 January 2018, the 20% rate is only applied to distributed profits, while the 0% rate 
is expected to be applied to retained earnings. Therefore, deferred tax assets and liabilities are 
recognisable as nil. This principle was applied in the Company's financial statements for the year ended 
31 December 2017.  
Deferred tax assets and liabilities were reversed and changes were charged to profit or loss in the 
reporting period, except when deferred tax was recognised in relation to revaluation reserves. In that 
case, the reversal of deferred tax was charged to revaluation reserves. 

(iii)    Deferred tax for other Group companies 
Deferred tax is provided for temporary differences between the carrying amounts of assets and liabilities 
for financial reportng purposes and the amounts used for taxation purposes. Deferred tax is not 
recognised for the following temporary differences: the initial recognition of goodwill, the initial 
recognition of assets or liabilities in a transaction that is not a business combination and that affects 
neither accounting nor taxable profit or loss, and differences relating to investments in subsidiaries to 
the extent that they probably will not reverse in the foreseeable future.  
Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences 
when they reverse, based on the laws that have been enacted or substantively enacted by the reporting 
date. 
A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be 
available against which the asset can be utilised. Deferred tax assets are reviewed at each reporting date 
and are reduced to the extent that it is no longer probable that the related tax benefit will be realised. 

(p) Income and expense recognition  

(i) Interest income and expense 
Interest income and expense are recognised in profit or loss using the effective interest method. The 
effective interest rate is the rate that exactly discounts the estimated future cash payments and receipts 
through the expected life of the financial asset or liability. When calculating the effective interest rate,  
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3      Significant accounting policies, continued 
the Bank and the Group estimate future cash flows considering all contractual terms of the financial 
instruments, but not future credit losses. 
Fees and commission income and expenses that are integral part to the effective interest rate on financial 
assets and liabilities are included in the measurement of the effective interest rate. 

(ii)  Fee and commission income and expense 
Fee and commission income, including mainly account servicing fees, investment management fees and 
credit card servicing fees, are recognised as the related services are provided. When a loan commitment 
is not expected to result in the draw-down of a loan, the related loan commitment fees are recognised on 
a straight-line basis over the commitment period. 
Other fee and commission expenses relate mainly to transaction and service fees, which are expressed 
as the services are receives. 

(iii)  Net gain/loss on financial instrument at fair value through profit or loss 
Net gain/loss on financial instrument at fair value through profit or loss comprises gains less losses 
related to trading assets and liabilities and derivatives held for risk management purposes, and includes 
realised and unrealised fair value changes and foreign exchange differences. 

(q) Dividends 

The Bank and the Group receive dividends from the equity instruments that are recorded to income when 
the right to receive payment is established. Proposed dividends are recognised in the financial statements 
only when approved by shareholders.  

 (r)  Employee benefits 

Short term employee benefits, including salaries and social security contributions, bonuses and vacation 
benefits are included in general administrative expenses. The Bank and The Group pay fixed security 
contributions to the State Social Fund on behalf of its employees during the employment period in 
accordance with local legal requirements. 

(s) Non-current assets held for sale 

Non-current assets that are expected to be recovered primarily through sale or distribution rather than 
through continuing use are classified as held for sale. Immediately before classification as held for sale, 
the assets are remeasured in accordance wit�K���*�U�R�X�S�¶�V���D�Q�G���%�D�Q�N�¶�V���D�F�F�R�X�Q�W�L�Q�J���S�R�O�L�F�L�H�V�����7�K�H�U�H�D�I�W�H�U���W�K�H��
assets are measured at the lower of their carrying amount and fair value less cost to sell. Impairment 
losses on initial classification as non-current assets held for sale and subsequent gains and losses on 
remeasurement are recognised in profit or loss. Gains are not recognised in excess of any cumulative 
impairment loss. 
Once classified as held for sale, assets are no longer depreciated. 
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3 Significant accounting policies, continued 

 (t) Changes in accounting policies  

Except for the changes below, the Group and the Bank have consistently applied the accounting policies 
set out in Note 3 to all periods presented in these separate and consolidated financial statements. 

The Group and the Bank have adopted the following new standards and amendments to standards, 
including any consequential amendments to other standards, with a date of initial application of 1 
January 2017. 

 - Amendments to IAS 7  
The amendments require new disclosures that help users to evaluate changes in liabilities arising from 
financing activities, including changes from cash flows and non-cash changes (such as the effect of 
foreign exchange gains or losses, changes arising for obtaining or losing control of subsidiaries, changes 
in fair value). For the disclosure please refer to Note 30. 

The following guidance with effective date of 1 January 2017 did not have any impact on these 
consolidated and separate financial statements: 

 - Amendments to IAS 12: Recognition of Deferred Tax Assets for Unrealised Losses  
The amendments clarify how and when to account for deferred tax assets in certain situations and clarify 
how future taxable income should be determined for the purposes of assessing the recognition of deferred 
tax assets. The amendments are not applicable to the Group and Bank in the light of regulatory changes 
disclosed in these financial statements. 

(u) New standards and interpretations  

A number of new standards, amendments to standards and interpretations are effective for annual periods 
beginning after 1 January 2018, and have not been applied in preparing these consolidated financial 
statements. Those which may be relevant to the Group and the Bank are set out below. The Group and 
the Bank does not plan to adopt these standards early. 

(i) IFRS 9: Financial instruments (effective for annual periods beginning on or after 1 January 2018) 

In July 2014, the International Accounting Standards Board issued the final version of IFRS 9 Financial 
Instruments. IFRS 9 is effective for annual periods beginning on or after 1 January 2018, with early 
adoption permitted. IFRS 9 Financial Instruments sets out requirements for recognising and measuring 
financial assets and financial liabilities This standard replaces IAS 39 Financial Instruments: 
Recognition and Measurement. 

Classification and measurement 

From classification and measurement perspective, the new standard will require all financial assets, 
�H�[�F�H�S�W���H�T�X�L�W�\���L�Q�V�W�U�X�P�H�Q�W�V���D�Q�G���G�H�U�L�Y�D�W�L�Y�H�V�����W�R���E�H���D�V�V�H�V�V�H�G���E�D�V�H�G���R�Q���D���F�R�P�E�L�Q�D�W�L�R�Q���R�I���W�K�H���H�Q�W�L�W�\�¶�V�����E�X�V�Lness 
�P�R�G�H�O���I�R�U���P�D�Q�D�J�L�Q�J���W�K�H���D�V�V�H�W�V���D�Q�G���W�K�H���L�Q�V�W�U�X�P�H�Q�W�V�¶���F�R�Q�W�U�D�F�W�X�D�O���F�D�V�K���I�O�R�Z���F�K�D�U�D�F�W�H�U�L�V�W�L�F�V�����7�K�H���,�$�6��������
measurement categories will be replaced by:  
- Amortized cost (AMC),  
- Fair value through other comprehensive income (FVOCI), 
- Fair value through profit or loss (FVTPL). 

A financial asset is measured at amortized cost if it meets both of the following conditions and is not 
designated as at FVTPL: 
- it is held within a business model whose objective is to hold assets to collect contractual cash 
flows; and 
- its contractual terms give rise on specified dates to cash flows that are solely payments of principal 
and interest (SPPI) on the principal amount outstanding. 
A financial asset is measured at FVOCI only if it meets both of the following conditions and is not 
designated as at FVTPL: 
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3 Significant accounting policies, continued 
- it is held within a business model whose objective is achieved by both collecting contractual cash 
flows and selling financial assets; and 
- its contractual terms give rise on specified dates to cash flows that are solely payments of principal 
and interest on the principal amount outstanding. 

IFRS 9 will also allow entities to continue to irrevocably designate instruments that qualify for amortized 
cost or fair value through OCI instruments as FVTPL, if doing so eliminates or significantly reduces a 
measurement or recognition inconsistency. Equity instrument that are not held for trading may be 
irrevocably designated as FVOCI, with no subsequent reclassification of gains or losses to the income 
statements. 
The accounting for financial liabilities will largely be the same as the requirements of IAS 39, except 
�I�R�U�� �W�K�H�� �W�U�H�D�W�P�H�Q�W�� �R�I�� �J�D�L�Q�V�� �R�U�� �O�R�V�V�H�V�� �D�U�L�V�L�Q�J�� �I�U�R�P�� �D�Q�� �H�Q�W�L�W�\�¶�V�� �R�Z�Q�� �F�U�H�G�L�W�� �U�L�V�N�� �U�H�O�D�W�L�Q�J�� �W�R�� �O�L�D�E�L�O�L�W�L�H�V��
designated as FVTPL. Such movements will be presented in OCI with no subsequent reclassification to 
the income statements, unless an accounting mismatch in profit or loss would arise. 
 
Business model assessment 
The Bank and the Group made an assessment of the objective of the business model in which a financial 
asset is held at a portfolio level because this best reflects the way the business is managed and 
information is provided to management. 
In general, the business model assessment of the Group can be summarized as follows:   
- L�R�D�Q�V���D�Q�G���U�H�F�H�L�Y�D�E�O�H�V���K�D�Y�H���D���³�K�H�O�G���W�R���F�R�O�O�H�F�W�´���E�X�V�L�Q�H�V�V���P�R�G�H�O�����7�K�H���I�L�Q�D�Q�F�L�D�O���D�V�V�H�W�V���F�R�Q�V�L�V�W���R�I���O�R�D�Q�V 

and balances with financial institutions. The management and reporting of  performance are based 
on collecting the contractual cash flows. 

- The Bank and the �*�U�R�X�S���K�D�V���S�R�U�W�I�R�O�L�R�V���R�I���E�R�Q�G�V���Z�L�W�K�L�Q���W�K�H���³�K�H�O�G���W�R���F�R�O�O�H�F�W�´���E�X�V�L�Q�H�V�V���P�R�G�H�O�����W�K�H��
�³�K�H�O�G���W�R���F�R�O�O�H�F�W���D�Q�G���V�H�O�O�´���E�X�V�L�Q�H�V�V���P�R�G�H�O�V���D�Q�G���³�R�W�K�H�U�´���E�X�V�L�Q�H�V�V���P�R�G�H�O�V�� 

- Financial assets that are held for trading and those that are managed and whose performance is 
evaluated on a fair value basis will be measured at FVTPL because they are neither held to collect 
contractual cash flows nor held both to collect contractual cash flows and to sell financial assets. 
 

Assessment whether contractual cash flows are solely payments of principal and interest 
In assessing whether the contractual cash flows are solely payments of principal and interest, the Bank 
and the Group considered the contractual terms of the instrument. This included assessing whether the 
financial asset contains a contractual term that could change the timing or amount of contractual cash 
flows such that it would not meet this condition. In making the assessment, the Bank and the Group will 
consider: 

- contingent events that would change the amount and timing of cash flows; 
- leverage features; 
- prepayment and extension terms; 
- terms that limit the Group's claim to cash flows from specified assets - e g. non-recourse 
asset arrangements; and 

- features that modify consideration for the time value of money - e.g. periodic reset of interest 
rates. 

Impact assessment 

The Bank and the Group has concluded that: 
�x The majority of Financial assets and liabilities held for trading and financial assets and liabilities 

designated at FVTPL will also be measured at FVTPL under IFRS 9. 
�x The majority of the debt securities classified as available for sale under IAS 39 will be measured 

at FVOCI. Securities with fair value of EUR 5 million at 31 December 2017, however, will be 
classified as FVPL, because of their contractual cash flow characteristics and the business model 
within which they are held.  
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3 Significant accounting policies, continued 

�x At 31 December 2017, the Bank had equity investments classified as available-for-sale with a 
fair value of EUR 20 million, the Group �± EUR 7 million. Under IFRS 9, the Bank and the 
Group has designated these investments as measured at FVTPL. Consequently, all fair value 
gains and losses will be reported in profit and loss statements. 

�x The majority of debt securities classified as held to maturity will be measured at AMC under 
IFRS 9. Securities with fair value of EUR 0.8 million at 31 December 2017, however, will be 
classified as FVTPL by the Group, because of their contractual cash flow characteristics and the 
business model within which they are held.as measured at FVTPL. 

�x �7�K�H�� �%�D�Q�N�¶�V�� �D�Q�G�� �W�K�H�� �*�U�R�X�S�¶�V�� �D�V�V�H�V�V�P�H�Q�W�� �R�I�� �P�D�M�R�U�� �D�V�V�H�W�V���� �Z�K�L�F�K�� �F�X�U�U�H�Q�W�O�\�� �D�U�H�� �D�F�F�R�X�Q�W�H�G�� �D�W��
amortised cost, is to be finalised for amortised cost classification under the IFRS 9. Based on 
preliminary SPPI assessment, the impact of the change in classification and measurement 
�U�H�T�X�L�U�H�P�H�Q�W�V�� �D�U�H�� �Q�R�W�� �H�[�S�H�F�W�H�G�� �W�R�� �D�I�I�H�F�W�� �W�K�H�� �%�D�Q�N�¶�V�� �D�Q�G�� �W�K�H�� �*�U�R�X�S�¶�V�� �O�R�D�Q�V�� �V�L�J�Q�L�I�L�F�D�Q�W�O�\�� �X�S�R�Q��
implementation of the new standard. Certain detailed procedures on SPPI assessment are still 
ongoing. Estimated range for reclassification to FVTPL due to fail of SPPI requirements is EUR 
26.5 - 27 million. 

Impairment of financial assets 

IFRS 9 will also fundamentally change the loan loss impairment methodology. The standard will replace 
�,�$�6�������¶�V���L�Q�F�X�U�U�H�G���O�R�V�V���D�S�S�U�R�D�F�K���Z�L�W�K���D���I�R�U�Z�D�U�G-looking expected credit loss (ECL) approach. The Bank 
and the Group will be required to record an allowance for expected loss for all loans and other debt 
financial assets not held at FVPL, together with loan commitments and financial guarantee contracts. 
Under IFRS 9, loss allowances will be measured on either of the following bases: 
- 12-month ECLs: these are ECLs that result from possible default events within the 12 months 
after the reporting date; and 
- lifetime ECLs: these are ECLs that result from all possible default events over the expected life 
of a financial instrument. 

The Bank has established a policy to perform an assessment at the end of each reporting period of the 
whether credit risk has increased significantly since initial recognition by considering the change in the 
risk of default occurring over the remaining life of the financial instrument. 
Starting with 1 January 2018, the Bank and the Group will group its loans into Stage 1, Stage 2 and Stage 
3, based on the applied impairment methodology, as described below:  

�x Stage 1 �± Performing loans: when loans are fist recognized, the Bank and the Group recognizes 
an allowance based on twelve months expected credit losses.  

�x Stage 2 �± Loans with significant increase in credit risk: when a loan shows a significant increase 
in credit risk since initial recognition, the Bank and the Group records an allowance for the 
lifetime expected credit loss.  

�x Stage 3 �± Impaired loans: Financial assets will be recognized in Stage 3 when there is objective 
evidence that the loan is impaired. The Bank and the Group recognizes the lifetime expected 
credit losses for these loans and in addition, the Bank accrues interest income on the amortized 
cost of the loan net of allowances.  

The Bank and the Group will record impairment for FVOCI debt securities depending on whether they 
are classified as Stage 1, 2, or 3, as explained above. However, the expected credit losses will not reduce 
the carrying amount of these financial assets in the statements of financial position, which remain at fair 
value. Instead, an amount equal to the allowance that would arise if the asset were measured at amortized 
cost will be recognized in OCI as an accumulated impairment amount, with a corresponding charge to 
profit or loss. 
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3 Significant accounting policies, continued 
Measurement of ECLs 
The major change from IAS 39 is the calculation of expected credit losses (either as 12 months expected 
credit losses or lifetime expected credit losses depending on whether facilities are at stage 1, 2 or 3) and 
the inclusion of forward-looking elements. 
 
The key inputs into the measurement of ECLs for the Bank will be the term structures of the following 
variables: 
- Probability of default (PD); 
- loss given default (LGD); and 
- exposure at default (EAD). 
These parameters will be derived from historical data and internally approved statistical models. They 
will be adjusted to reflect forward-looking information. 
PD estimates are estimates at a certain date, which will be calculated based on statistical rating models 
and assessed using rating tools tailored to the various categories of counterparties and exposures. These 
statistical models will be based on internally compiled data comprising both quantitative and qualitative 
factors . LGD is the magnitude of the likely loss if there is a default. The Bank will estimate LGD 
parameters based on the history of recovery rates of claims against defaulted counterparties. The LGD 
models will consider the structure, collateral, seniority of the claim, counterparty industry and recovery 
costs of any collateral that is integral to the financial asset. Under IFRS 9 when determining whether the 
credit risk (i.e. risk of default) on a financial instrument has increased significantly since initial 
recognition, the Bank and the Group will consider reasonable and supportable information that is 
relevant and available without undue cost or effort, including both quantitative and qualitative 
information. Estimation of subsidiaries of the Group will be based mainly on days delayed statistics. 

Credit risk grades 

The Bank will allocate each exposure to a credit risk grade based on a variety of data that is determined 
to be predictive of the risk of default and applying experienced credit judgement. The Bank will use 
these grades in identifying significant increases in credit risk under IFRS 9. Credit risk grades are defined 
using qualitative and quantitative factors that are indicative of the risk of default. These factors may vary 
depending on the nature of the exposure and the type of borrower. 
Each exposure will be allocated to a credit risk grade on initial recognition based on available 
information about the borrower. Exposures will be subject to ongoing monitoring, which may result in 
an exposure being moved to a different credit risk grade. 

Generating the term structure of PD 

Credit risk grades will be a primary input into the determination of the term structure of PD for 
exposures. The Group will employ statistical models to analyse the data collected and generate estimates 
of the remaining lifetime PD of exposures. 
This analysis will include the identification and calibration of relationships between changes in default 
rates and changes in key macroeconomic factors. For most exposures, key macro- economic indicators 
are likely to include GDP growth and unemployment. 
The  definition  of  default  used  in  the  measurement  of  expected  credit  losses  and  the  assessment  
to  determine  movements  between  stages  will  be consistent  with  the  definition  of  default  used  for  
internal  credit  risk  management  purposes  and  is  aligned  with  CRR.  Hence,  exposures  which  are 
considered to be in default for regulatory purposes will always be considered stage 3 under IFRS 9. 
 
The Bank and the Group have estimated that, on the adoption of IFRS 9 at 1 January 2018 the impact of 
the increase in loss allowances (before tax) will be approximately EUR 8 - 10 million.  
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3      Significant accounting policies, continued 
Transition 
 
Changes in accounting policies resulting from the adoption of IFRS 9 will generally be applied 
retrospectively, except as described below. 
 
The Group and the Bank plan to take advantage of the exemption allowing it not to restate comparative 
information for prior periods with respect to classification and measurement (including impairment) 
changes. Differences in the carrying amounts of financial assets and financial liabilities resulting from 
the adoption of IFRS 9 will generally be recognised in retained earnings and reserves as at 1 January 
2018. 
The above assessment is preliminary because not all transition work has been finalized. The actual 
impact of adopting IFRS 9 on 1 January 2018 may change because: 
- IFRS 9 will require the Group to revise its accounting processes and internal controls and these 
changes are not yet complete; 
- the new systems and associated controls in place have not been operational for a more extended 
period; 
- the Group has not finalized the testing and assessment of controls over its new IT systems and 
changes to its governance framework; 
- the Group is refining and finalizing its models for ECL calculations and assessment of SPPI for 
loans and receivables; and 

-       the new accounting policies, assumptions, judgements and estimation techniques employed are 
subject to change until the Group finalises its first financial statements that include the date of initial 
application. 

(ii)  IFRS 15 Revenue from contracts with customers (Effective for annual periods beginning on or 
after 1 January 2018. Earlier application is permitted.) 

The new Standard provides a framework that replaces existing revenue recognition guidance in IFRS.  
Entities will adopt a five-step model to determine when to recognise revenue, and at what amount. The 
new model specifies that revenue should be recognised when (or as) an entity transfers control of goods 
or services to a customer at the amount to which the entity expects to be entitled.  Depending on whether 
�F�H�U�W�D�L�Q�� �F�U�L�W�H�U�L�D�� �D�U�H�� �P�H�W���� �U�H�Y�H�Q�X�H�� �L�V�� �U�H�F�R�J�Q�L�V�H�G�� ������ �R�Y�H�U�� �W�L�P�H���� �L�Q�� �D�� �P�D�Q�Q�H�U�� �W�K�D�W�� �G�H�S�L�F�W�V�� �W�K�H�� �H�Q�W�L�W�\�¶�V��
performance; or 2) at a point in time, when control of the goods or services is transferred to the customer. 
IFRS 15 also establishes the principles that an entity shall apply to provide qualitative and quantitative 
disclosures which provide useful information to users of financial statements about the nature, amount, 
timing, and uncertainty of revenue and cash flows arising from a contract with a customer.  
 
The management does not expect that the new Standard, when initially applied, to have a material impact 
on the Grou�S���D�Q�G���%�D�Q�N�¶�V���I�L�Q�D�Q�F�L�D�O���V�W�D�W�H�P�H�Q�W�V�����7�K�H���W�L�P�L�Q�J���D�Q�G���P�H�D�V�X�U�H�P�H�Q�W���R�I���W�K�H���*�U�R�X�S���D�Q�G���%�D�Q�N�¶�V��
revenues are not expected to change significantly under IFRS 15 because of the nature of Group and 
�%�D�Q�N�¶�V���R�S�H�U�D�W�L�R�Q�V���D�Q�G���W�K�H���W�\�S�H�V���R�I���U�H�Y�H�Q�X�H�V���L�W���H�D�U�Q�V�� 
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3 Significant accounting policies, continued 
(iii)  IFRS 16 Leases �± (Effective for annual periods beginning on or after 1 January 2019. Earlier 
application is permitted if the entity also applies IFRS 15) 

IFRS 16 introduces a single, on-balance sheet lease accounting model for lessees. A lessee recognises a 
right-of-use (ROU) asset representing its right to use the underlying asset and a lease liability 
representing its obligation to make lease payments. There are optional exemptions for short-term leases 
and leases of low-value items. Lessor accounting remains similar to the current standard- i.e. lessors 
continue to classify leases as finance or operating leases. 

IFRS 16 replaces existing leases guidance, including IAS 17 Leases, IFRIC 4 Determining whether an 
Arrangement contains a Lease, SIC-15 Operating Leases - Incentives and SIC-27 Evaluating the 
Substance of Transactions Involving the Legal Form of a Lease. 

The standard is effective for annual periods beginning on or after 1 January 2019. Early adoption is 
permitted for entities that apply IFRS 15 at or before the date of initial application of IFRS 16. 

The Group and the Bank have started an initial assessment of the potential impact on its consolidated 
and separate financial statements. So far, the most significant impact identified is that the Group and the 
Bank will recognise new assets and liabilities for its operating leases of office premises. In addition, the 
�Q�D�W�X�U�H���R�I���H�[�S�H�Q�V�H�V���U�H�O�D�W�H�G���W�R���W�K�R�V�H���O�H�D�V�H�V���Z�L�O�O���Q�R�Z���F�K�D�Q�J�H���E�H�F�D�X�V�H���,�)�5�6���������U�H�S�O�D�F�H�V���W�K�H���V�W�U�D�L�J�K�W���O�L�Q�H��
operating lease expense with a depreciation charge for ROU assets and interest expense on lease 
liabilities. The Group and the Bank have not yet decided whether it will use the optional exemptions. 
The Group and the Bank are also in the process of assessing the impact on its CET1 ratio, particularly 
in respect of ROU assets in leases where the Group and the Bank are as lessees. 

Transition 

The Group and the Bank currently plan to apply IFRS 16 initially on 1 January 2019. As a lessee, the 
Group and the Bank can either apply the standard using a: 
 
- retrospective approach; or 
- modified retrospective approach with optional practical expedients. 
 
The lessee applies the election consistently to all of its leases. The Group and the Bank have not yet 
determined which transition approach to apply. As a lessor, the Group is not required to make any 
adjustments for leases except where it is an intermediate lessor in a sub-lease. 
The Group and the Bank have not yet quantified the impact on its reported assets and liabilities of the 
adoption of IFRS 16. The quantitative effect will depend on, inter alia, the transition method chosen, the 
extent to which the Group and the Bank use the practical expedients and recognition exemptions, and 
any additional leases that the Group and the Bank enter into. The Group and the Bank expect to disclose 
its transition approach and quantitative information before adoption 
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4  Risk management 
The Bank and the Group have exposure to the following risks: 

�x market risk 

�x credit risk 

�x liquidity risks 

�x risk of Money Laundering and Terrorism Financing, and Violation of Sanctions  

�x operational risk 
�7�K�L�V���Q�R�W�H���S�U�H�V�H�Q�W�V���L�Q�I�R�U�P�D�W�L�R�Q���D�E�R�X�W���W�K�H���%�D�Q�N�¶�V���D�Q�G���W�K�H���*�U�R�X�S�¶�V���H�[�S�R�V�X�U�H���W�R���H�D�F�K���R�I���W�K�H���D�E�R�Y�H���U�L�V�N�V����
�W�K�H���*�U�R�X�S�¶�V���R�E�M�H�F�W�L�Y�H�V�����Solicies and processes for measuring and managing risk. 

(a) Risk management policies and procedures  
�7�K�H���%�D�Q�N�¶�V���D�Q�G���W�K�H���*�U�R�X�S�¶�V���U�L�V�N���P�D�Q�D�J�H�P�H�Q�W���S�R�O�L�F�L�H�V�� �D�L�P�� �W�R���L�G�H�Q�W�L�I�\���� �D�Q�D�O�\�V�H���D�Q�G���P�D�Q�D�J�H�� �W�K�H���U�L�V�N�V��
faced by the Bank and the Group, to set appropriate risk limits and controls, and to continuously monitor 
risk levels and adherence to limits. Risk management policies and procedures are reviewed regularly to 
reflect changes in market conditions, products and services offered and emerging best practice.  
The Council of the Bank has overall responsibility for the oversight of the risk management framework 
for the Bank and the Group, overseeing the management of key risks and reviewing its risk management 
policies as well as approving material exposures. 
The Board of Directors of the Bank is responsible for establishing its risk management procedures, 
monitoring and implementation of risk mitigation measures and making sure that the Bank and the Group 
operate within the established risk parameters.  
Chief risk officer of the Bank is responsible for the overall risk management, ensuring the 
implementation of common principles and methods for identifying, measuring, managing and reporting 
both financial and non-financial risks. He reports directly to the Council of the Bank. 
Credit, market and liquidity risks both at portfolio and transactional levels are managed and controlled 
through a system of Credit Committees and an Asset and Liability Committee.  
�%�R�W�K���H�[�W�H�U�Q�D�O���D�Q�G���L�Q�W�H�U�Q�D�O���U�L�V�N���I�D�F�W�R�U�V���D�U�H���L�G�H�Q�W�L�I�L�H�G���D�Q�G���P�D�Q�D�J�H�G���W�K�U�R�X�J�K�R�X�W���W�K�H���%�D�Q�N�¶�V���D�Q�G���W�K�H���*�U�R�X�S�¶�V��
organisational structure. Apart from the standard credit and market risk analysis, the Risk Management 
Department monitors financial and non-financial risks by holding regular meetings with operational 
units in order to obtain expert judgments in their areas of expertise.  

(b) Market risk  
Market risk is the risk that movements in market prices, including foreign exchange rates, interest rates, 
�F�U�H�G�L�W�� �V�S�U�H�D�G�V�� �D�Q�G�� �H�T�X�L�W�\�� �S�U�L�F�H�V�� �Z�L�O�O�� �D�I�I�H�F�W�� �W�K�H�� �%�D�Q�N�¶�V�� �D�Q�G�� �W�K�H�� �*�U�R�X�S�¶�V�� �L�Q�F�R�P�H�� �R�U�� �W�K�H�� �Y�D�O�X�H�� �R�I�� �L�W�V��
portfolios. Market risks comprise currency risk, interest rate risk and other price risk. Market risk arises 
from open positions in interest rate, currency and equity financial instruments, which are exposed to 
general and specific market movements and changes in the level of volatility of market prices. 
The objective of market risk management is to manage and control market risk exposures within 
acceptable parameters, whilst optimising the return on risk. 
Overall authority for market risk is vested in the Asset and Liability Committee (ALCO), chaired by the 
Chairman of the Board of Directors. Market risk limits are approved by ALCO based on 
�U�H�F�R�P�P�H�Q�G�D�W�L�R�Q�V���R�I���W�K�H���5�L�V�N���0�D�Q�D�J�H�P�H�Q�W���'�H�S�D�U�W�P�H�Q�W�¶�V���)�L�Q�D�Q�F�L�D�O���5�L�V�N���0�D�Q�D�J�H�P�H�Q�W���*�U�R�X�S���� 
The Bank and the Group manage their market risk by setting open position limits in relation to financial 
instruments, interest rate maturity and currency positions and stop-loss limits, which are monitored on a 
regular basis by the Risk Management Department.  
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4 Risk management, continued 
In addition, the Bank and the Group use a wide range of stress tests to model the financial impact of a 
�Y�D�U�L�H�W�\���R�I���H�[�F�H�S�W�L�R�Q�D�O���P�D�U�N�H�W���V�F�H�Q�D�U�L�R�V���R�Q���L�Q�G�L�Y�L�G�X�D�O���W�U�D�G�L�Q�J���S�R�U�W�I�R�O�L�R�V���D�Q�G���W�K�H���%�D�Q�N���D�Q�G���W�K�H���*�U�R�X�S�¶�V��
overall position. Stress tests provide an indication of the potential size of losses that could arise in 
extreme conditions. The stress tests carried out by the Bank and the Group include: risk factor stress 
testing, where stress movements are applied to each risk category and ad hoc stress testing, which 
includes applying possible stress events to specific positions.  
The management of interest rate risk by monitoring interest rate gap is supplemented by monitoring the 
�V�H�Q�V�L�W�L�Y�L�W�\�� �R�I�� �W�K�H�� �%�D�Q�N�¶�V�� �D�Q�G�� �W�K�H�� �*�U�R�X�S�¶�V�� �Q�H�W�� �L�Q�W�H�U�H�V�W�� �P�D�U�J�L�Q�� �W�R�� �Y�D�U�L�R�X�V�� �V�W�D�Q�G�D�U�G�� �D�Q�G�� �Q�R�Q-standard 
interest rate scenarios. 

(i) Interest rate risk 

�,�Q�W�H�U�H�V�W���U�D�W�H���U�L�V�N���L�V���W�K�H���U�L�V�N���W�K�D�W���P�R�Y�H�P�H�Q�W�V���L�Q���L�Q�W�H�U�H�V�W���U�D�W�H�V���Z�L�O�O���D�I�I�H�F�W���W�K�H���%�D�Q�N�¶�V���D�Q�G���W�K�H���*�U�R�X�S�¶�V���L�Q�F�R�P�H��
or the value of its portfolios of financial instruments. 
The Bank and the Group are exposed to the effects of fluctuations in the prevailing levels of market 
interest rates on its financial position and cash flows. Interest margins may increase as a result of such 
changes but may also reduce or create losses in the event that unexpected movements arise. For further 
analysis of interest repricing refer to Note 42 Interest rate risk analysis. 
An analysis of sensitivity of the net income for the year to changes of market interest rate impacting the 
interest income on variable interest rate financial instrument and the fair value of fixed interest rate 
financial instruments measured at fair value based on a scenario of a 100 basis point (bp) symmetrical 
fall or rise in all yield curves, all other variables remaining constant, is as follows: 
 

Group 2017 2016 

�¶������ EUR 
Profit for the 

period 

Other 
comprehensive 

income 
Profit for the 

period 

Other 
comprehensive 

income 
100bp parallel increase  4,323 (3,698) 5,541 (4,236) 
100bp parallel decrease (4,323) 3,698 (5,541) 4,236 
    
Bank 2017 2016 
�¶���������(�8�5 

Profit for the 
period 

Other 
comprehensive 

income 
Profit for the 

period 

Other 
comprehensive 

income 
100bp parallel increase  5,150 (3,698) 6,382 (4,236) 
100bp parallel decrease (5,150) 3,698 (6,382) 4,236 
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4 Risk management, continued  

(ii)  Currency risk 

The Bank and the Group have assets and liabilities denominated in several foreign currencies. Foreign 
currency risk arises when the actual or forecasted assets in a foreign currency are either greater or less 
than the liab�L�O�L�W�L�H�V���L�Q���W�K�D�W���F�X�U�U�H�Q�F�\�����)�R�U���I�X�U�W�K�H�U���L�Q�I�R�U�P�D�W�L�R�Q���R�Q���W�K�H���%�D�Q�N�¶�V���D�Q�G���W�K�H���*�U�R�X�S�¶�V���H�[�S�R�V�X�U�H���W�R��
currency risk at year-end refer to Note 41 Currency analysis.   
�$�Q���D�Q�D�O�\�V�L�V���R�I���V�H�Q�V�L�W�L�Y�L�W�\���R�I���W�K�H���%�D�Q�N�¶�V���D�Q�G���W�K�H���*�U�R�X�S�¶�V���Q�H�W���L�Q�F�R�P�H���D�Q�G���R�W�K�H�U���F�R�P�S�U�H�K�H�Q�V�L�Y�H���L�Q�F�R�P�H��
for the year to changes in the foreign currency exchange rates based on positions existing as at 
31 December 2017 and 2016 and a scenario of a 5% change in USD to EUR exchange rates, while the 
other variable remain constant, is as follows: 
 

Group 2017 2016 
�¶���������(�8�5 

Profit for 
the period 

Other 
comprehensive 

income 
Profit for the 

period 

Other 
comprehensive 

income 
5% appreciation of USD against EUR 229 301 (501) 254 
5% depreciation of USD against EUR (229) (301) 501 (254) 
     
Bank                2017                   2016 
�¶���������(�8�5 

Profit for 
the period 

Other 
comprehensive 

income 
Profit for the 

period 

Other 
comprehensive 

income 
5% appreciation of USD against EUR 319 972 (89) 999 
5% depreciation of USD against EUR (319) (972) 89 (999) 
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4 Risk management, continued 

(iii)  Price risk 

Price risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market 
prices, whether those changes are caused by factors specific to the individual instrument or factors 
affecting all instruments traded in the market. Price risk arises when the Bank and the Group take a long 
or short position in a financial instrument.  
�$�Q���D�Q�D�O�\�V�L�V���R�I���V�H�Q�V�L�W�L�Y�L�W�\���R�I���W�K�H���%�D�Q�N�¶�V���D�Q�G���W�K�H���*�U�R�X�S�¶�V���Q�H�W���L�Q�F�R�P�H���I�R�U���W�K�H���\�H�D�U���D�Q�G���H�T�X�L�W�\���W�R���F�K�D�Q�J�H�V��
in securities prices based on positions existing as at 31 December 2017 and 2016. Changes in other 
comprehensive income relate to changes in available for sale securities prices. Scenario of a 5% change 
in all securities prices, while the other variables remain constant, is as follows:  
 

Group 2017 2016 
�¶���������(�8�5 

Profit for the 
period 

Other 
comprehensive 

income 
Profit for the 

period 

Other 
comprehensive 

income 
5% increase in securities prices  747 16,488 759 23,379 
5% decrease in securities prices (747) (16,448) (759) (23,379) 
   
Bank 2017 2016 
�¶���������(�8�5 

Profit for the 
period 

Other 
comprehensive 

income 
Profit for the 

period 

Other 
comprehensive 

income 
5% increase in securities prices  8 17,143 10 25,549 
5% decrease in securities prices (8) (17,143) (10) (25,549) 

(c) Credit ri sk 

Credit risk is the risk of financial loss occurring as a result of default by a borrower or counterparty on 
their obligation to the Bank and the Group. The Bank and the Group have developed policies and 
procedures for the management of credit exposures, including guidelines to limit portfolio concentration 
�D�Q�G�� �W�K�H�� �H�V�W�D�E�O�L�V�K�P�H�Q�W�� �R�I�� �D�� �&�U�H�G�L�W�� �&�R�P�P�L�W�W�H�H���� �Z�K�L�F�K�� �D�F�W�L�Y�H�O�\�� �P�R�Q�L�W�R�U�V�� �W�K�H�� �*�U�R�X�S�¶�V�� �F�U�H�G�L�W�� �U�L�V�N���� �7�K�H��
�*�U�R�X�S�¶�V���F�U�H�G�L�W���S�R�O�L�F�\���L�V���U�H�Y�L�H�Z�H�G���D�Q�G���D�S�S�U�R�Y�H�G���E�\���W�K�H��Council of the Bank. 
�7�K�H���%�D�Q�N�¶�V���D�Q�G���W�K�H���*�U�R�X�S�¶�V���Fredit policies establish: 

�x Procedures for review and approval of loan/credit applications; 
�x Methodology for the credit assessment of borrowers (corporate, SME and retail); 
�x Methodology for the credit assessment of counterparties, issuers and insurance companies; 
�x Methodology for the evaluation of collateral; 
�x Credit documentation requirements; 
�x Procedures for the ongoing monitoring of loans and other credit exposures. 
Corporate loan/credit applications are originated by the relevant client managers and are then passed on 
�W�R�� �W�K�H�� �/�H�Q�G�L�Q�J�� �'�H�S�D�U�W�P�H�Q�W���� �Z�K�L�F�K�� �L�V�� �U�H�V�S�R�Q�V�L�E�O�H�� �I�R�U�� �W�K�H�� �*�U�R�X�S�¶�V�� �F�R�U�S�R�U�D�W�H�� �O�R�D�Q�� �S�R�U�W�I�R�O�L�R���� �5�H�S�R�U�W�V��
�S�U�R�G�X�F�H�G�� �E�\�� �W�K�H�� �G�H�S�D�U�W�P�H�Q�W�¶�V�� �F�U�H�G�L�W�� �D�Q�D�O�\�V�W�V�� �D�U�H�� �E�D�V�H�G�� �R�Q�� �D�� �V�W�U�X�F�W�X�U�H�G�� �D�Q�D�O�\�V�L�V�� �I�R�F�X�V�L�Q�J�� �R�Q�� �W�K�H��
�F�X�V�W�R�P�H�U�¶�V�� �E�X�V�L�Q�H�V�V�� �D�Q�G�� �I�L�Q�D�Q�F�L�D�O�� �S�H�U�I�R�U�P�D�Q�F�H���� �7�K�H�� �5�L�V�N�� �0�D�Q�D�J�H�P�H�Q�W�� �'�H�S�D�U�W�P�H�Q�W�¶�V�� �/�R�D�Q�� �$�Q�D�O�\�V�L�V��
Division then independently reviews the loan/credit application and the report and a second opinion is 
given accompanied by a check that credit policy requirements have been met. The Credit Committee 
reviews the loan application on the basis of submissions by the Lending Department and the Risk 
Management Department.  
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4 Risk management, continued 
(c) Credit risk, continued 

The Bank and the Group continuously monitor the performance of individual credit exposures and 
�U�H�J�X�O�D�U�O�\���U�H�D�V�V�H�V�V�H�V���W�K�H���F�U�H�G�L�W�Z�R�U�W�K�L�Q�H�V�V���R�I���L�W�V���F�X�V�W�R�P�H�U�V�����7�K�H���U�H�Y�L�H�Z���L�V���E�D�V�H�G���R�Q���W�K�H���F�X�V�W�R�P�H�U�¶�V���P�R�V�W��
recent financial statements and other information submitted by the borrower, or otherwise obtained by 
the Bank or the Group. Either independent appraisa�O���F�R�P�S�D�Q�L�H�V���R�U���W�K�H���%�D�Q�N�¶�V���D�Q�G���W�K�H���*�U�R�X�S�¶�V���V�S�H�F�L�D�O�L�V�W�V��
regularly assess the current market value of collateral, and in the event of negative movements in market 
prices the borrower is usually requested to put up additional security. 
Apart from individual customer analysis, the credit portfolio as a whole is assessed by the Risk 
Management Department with regard to credit concentration and market risks. The Bank and the Group 
monitors concentrations of credit risk by industry/sector and by geographic location. For the analysis of 
concentration of credit risk in respect of Loans and receivables from customers refer to Note 19 �´�/�R�D�Q�V��
�D�Q�G���U�H�F�H�L�Y�D�E�O�H�V���G�X�H���I�U�R�P���F�X�V�W�R�P�H�U�V�´�� 
�7�K�H���%�D�Q�N�¶�V���D�Q�G���W�K�H���*�U�R�X�S�¶�V���P�D�[�L�P�X�P���H�[�S�R�V�X�U�H���W�R���F�U�H�G�L�W���U�L�V�N���L�V���V�H�W���R�X�W���E�H�O�R�Z�����7�K�H���L�P�S�D�F�W���R�I���S�Rssible 
offsetting of assets and liabilities to reduce potential credit exposure is not significant. 

Maximum credit risk exposure 
 

Notes 
Gross maximum credit exposure 

 Group Bank Group Bank 

31 December  2017 2017 2016 2016 
�(�8�5�¶������      

Cash and balances with the Bank of Latvia 16 875,883 875,856 836,961 836,920 
Loans and receivables due from banks 18 462,796 462,086 522,424 521,721 
Loans and receivables due from customers, gross 19 909,041 1,007,297 1,139,251 1,224,412 
Reverse repo 37 40,825 40,825 93,435 93,435 
Financial instruments at fair value through profit or 
loss  17 14,988 157 16,081 682 
Available-for-sale financial assets 20 329,766 342,861 461,994 461,994 
Held-to-maturity investments 21 277,514 276,673 319,574 315,848 
Total financial assets  2,910,813 3,005,755 3,389,720 3,455,012 
Guarantees and letters of credit 35 7,280 7,280 7,521 7,521 
Credit card commitments 35 4,752 4,753 6,210 6,216 
Undrawn overdraft facilities 35 12,397 12,492 14,035 14,035 
Loan and credit line commitments 35 1,510 9,512 4,063 8,407 
Total guarantees and commitments  25,939 34,037 31,829 36,179 

Total maximum credit risk exposure  2,936,752 3,039,792 3,421,549 3,491,191 
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4 Risk management, continued  

(d) Liquidity risk  

Liquidity risk is the risk that the Bank and the Group will encounter difficulty in raising funds to meet 
its commitments. Liquidity risk exists when the maturities of assets and liabilities do not match. The 
matching and/or controlled mismatching of the maturities and interest rates of assets and liabilities is 
fundamental to the management of financial institutions, including the Bank and the Group. It is unusual 
for financial institutions ever to be completely matched since business transacted is often of an uncertain 
term and of different types. An unmatched position potentially enhances profitability, but can also 
increase the risk of losses. 
The Bank and the Group maintain liquidity management with the objective of ensuring that funds will 
be available at all times to honour all cash flow oblig�D�W�L�R�Q�V���D�V���W�K�H�\���E�H�F�R�P�H���G�X�H�����7�K�H���%�D�Q�N�¶�V���D�Q�G���W�K�H��
�*�U�R�X�S�¶�V���O�L�T�X�L�G�L�W�\���S�R�O�L�F�L�H�V���D�U�H���U�H�Y�L�H�Z�H�G���D�Q�G���D�S�S�U�R�Y�H�G���E�\��the Council of the Bank.  
The Bank and the Group seek to actively support a diversified and stable funding base comprising debt 
securities in issue, long-term and short-term loans from other banks, core corporate and retail customer 
deposits, accompanied by diversified portfolios of highly liquid assets, in order to be able to respond 
quickly and smoothly to unforeseen liquidity requirements.  
The liquidity management policies of the Bank and the Group require: 

�x projecting cash flows by major currencies and considering the level of liquid assets necessary in 
relation thereto; 

�x maintaining a diverse range of funding sources; 
�x managing the concentration and profile of debts; 
�x maintaining debt financing plans; 

�x maintaining a portfolio of highly marketable assets that can easily be traded as protection against 
any interruption to cash flow; 

�x maintaining liquidity and funding contingency plans; 
�x monitoring balance sheet liquidity ratios against regulatory requirements.  
The Treasury Department receives information from business units regarding the liquidity profile of 
their financial assets and liabilities and details of other projected cash flows arising from projected future 
business. The Treasury Department then provides for an adequate portfolio of short-term liquid assets 
to be maintained, largely made up of short-term liquid trading securities, loans and receivables from 
banks and other inter-bank facilities, to ensure that sufficient liquidity is maintained within the Bank and 
the Group as a whole.  
The daily liquidity position is monitored under a variety of scenarios covering both normal and more 
severe market conditions is performed by the Treasury Department. The Risk Management Department 
provide a regular liquidity stress testing under a variety of scenarios covering both normal and more 
severe market conditions. Under normal market conditions, liquidity reports covering the liquidity 
position of the Bank and the Group are presented to senior management on a daily basis. Decisions on 
�W�K�H�� �%�D�Q�N�¶�V�� �D�Q�G�� �W�K�H�� �*�U�R�X�S�¶�V�� �O�L�T�X�L�G�L�W�\�� �P�D�Q�D�J�H�P�H�Q�W�� �D�U�H�� �P�D�G�H�� �E�\�� �W�K�H�� �$�V�V�H�W�� �D�Q�G�� �/�L�D�E�L�O�L�W�\�� �0�D�Q�D�J�H�P�H�Q�W��
Committee and implemented by the Treasury Department. 
�7�K�H���S�U�R�F�H�V�V���R�I���W�K�H���%�D�Q�N�¶�V���O�L�T�X�L�G�Lty management includes assessment and analysis of banking financing 
sources. A significant source of funding is customer demand deposits, most of which are current 
accounts. These funds are considered to be open-ended, i.e. they have no contractual maturity and are 
available to customers without any restrictions on withdrawals. Experience of the Bank and conducted 
statistical analysis, applied on historical data of changes on current account and card account balances, 
make it possible to estimate the effective maturity of such funds remaining in the accounts of the Bank. 
Current accounts and the conceptually similar deposit types due to "on demand" are classified in line 
with the Bank's experience regarding the life cycle of these deposits with the Bank, although customers 
may receive deposits from the Bank at any time and without any penalties applied. The following table 
provides a breakdown of demand deposits based on the time of their presence in the account, which does 
not exceed 5 years.  
















































































