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

Rietumu Bank Group continued its successful development in 2017 and reached a net profit after tax of EUF
33,5 million 7KH *URXSYV UHYHQXHVY DUH GLYHUVLILHG EHWZHHQ L
interest rate environment the Group continued to operate very efficiently with a cost to incomieahti6o

and operating income per employeeetfR 128thousand

Profitability

7KH *URXSTV DIWHU WD[ SURILW DWW Uédnk }oWHh2 €aH2007Rvad/ KUER H T X L
million (2016: 80 million). The Group generated an after tax return on equépe¥ (2016: 17.32%) and
an after tax return on assetsldd% (2016: 2.3%).

7KH *URXSTV RSHUDW L Q3% nil(ppR 2D16: ZURV18(18#ion). Net fee and commission
income was EURB4,6 PLOOLRQ (85 PLOOLRAQ 7KH *U RBXG&fnthe- RV W
year ended 31 December 2017 (2016%33The cumulative result of the above is that the Group reached a
pre-tax profitmargin 0of30% compared to 49% in 2016.

Assets

$V DW '"HFHPEHU WKH *UR XS 8,010WhRivv.Dr@is Depreddits \& dettease ¢f8 5
134% compared to 2016. The Group follows a conservative approach to asset allocation ae@ahafut

the GURXSTV DVVHWYV LQYHVWHG LQ OLTX19% bifte RoDidtd hahBdéam SR |
portfolio is invested in short term money market placement with large mainly European banks. The tenure o
these placements is up Taays. The remainin§1% 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 EUR78million as at 31 December 2017 compared to 2016 balahEUR

320 million. The bond portfolio is primarily invested in corporate investment grade securities.

Lending

Loans and receivables due from customers represent 28%wdf total assets. Since 2010 this ratio has not
exceeded 45% and the Bank doespian 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 includesyriehding
services but other services such as legal assistance, consulting and corporate support. During 2017 the Grc
continued to focus on trade finance, leasing and consumer finance businesses.

As a result of the uncertain environment in the regimBank 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 saredrither 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 to82Ruillion compared to the balance of 2016

of EUR 1,045 million. Theommercial loan portfolio represents ab88t RI WKH WRWDO %DQNT\
917 million and the effective average interest rate for 2017 3vH%. Latvia, Russia and Belarus represent

the largest commercial lending markets with real estate managefimancial services and transport
representing the largest industries in the commercial loan portfolio. The second largest category of lending i
margin lending to customers against liquid securities as collateral and this represents®bofithe tdal

loan portfolio. The effective average interest rate for 2017 for margin loan®.&éas

The Group will focus on lending development in mentioned areasi®umherent risks in the markets of
CIS countries, in 2018 the Group plans to transfer the poatfiolio in Latvia and other regiorsich aghe
Baltic States, the EU states (in particular Ireland, the United Kingdom and other).

Group Companies

The major norbanking companies include leasing and consumer finance companies, repossessed real esta
ard other repossessed collateral maintenance companies and asset management and financial companies
LV WKH %DQNYV VWUDWHJ\ DV PXFK DV SRVVLEOH WR IXOO\ LQW
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control systems. The activities of Group qmanies 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 ass
management servieé WR WKH %DQNfV FXVWRPHUV 7KH DVVHW PDQD.
portfolios for customers as well as investment into four Latvian registered funds.

7KH *URXSTV %YHORUXVVLDQ OHDVLQJ EXVLQHVV IRFX#tdtiRrQ LQ
*U R X S 1 Vbe3dgeRridolve taxn the amount of EUR. 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 &rber 2017, the net leasing portfolio of InCredit Group SIA
was EUR43 million and it contributed to the net profit after tax of the Group in the amount of EPR
million.

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

Funding, Equity and Expand Capital Base

Current accounts and deposits due to customers in amount of234R million decreased byl4.7%
compared to 2016. The fall in deposits occurred due to the economic downturn primarily andussil as

a result of the new customer policy adopted by the Bank. Current accounts represent2® Eusillion

or 88.8% of total current accounts and customer deposits. Current accounts can be withdrawn at any time bt
they can be considered a télaly stable funding source as outlined in Note 4 d) Liquidity risk. Term deposits
amounted to EUR61million as at 31 December 2017 including EBBmillion of subordinated deposits.

The average remaining tenor of term deposi&sisyears with the asrage effective interest rate in 2017 of

2%. The average effective interest rate for subordinated deposits in 205%was

*URXS WRWDO VKDUHKRO @Hoifin BisToK21\ViDécehthe& RKLA @predénting arl%
decreasdrom 2016. Group iEr | and total capital adequacy capital adequacy ratios %068 (2016:
16.37%) an®4.08% (2016: 22.36%) respectively.

Regulatory compliance

Beginning on 1 January 2018, IFRS 9 become affective for the Bank and the Group, the new accountin
standard for financial instruments. As a result, the way the Bank and the Group classifies and measure
financial instruments and the way determines impairment allowances has changedJaooary 2018
onwards.The management of the Bank and the Gr@iponfident that all changes in new accounting
standards will be implemented in line with requirements. For the estimated impact of ttiemégpplication

of thenew IFRS 9 accounting standard refer to the Financial Statements.

2018and 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 Financi
&ULPHV (QIRUFHPHIQQW (MMHWEZRUYXH@)D ILQGLQJ DQG QRWLFH RI S
SXUVXDQW WR 6HFWLRQ RI WKH 86% 3$%$75,27 $FRhortlpaitbrivgdsW R Q
D KLJK JRYHUQPHQW RIILFLD O -ZapriptiGrHawdriti€sHIG1 & % AID W & LEnfay IDEHN
allegation casePartly 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 r
translate all cusmer USD balances to EUR and the Bank decided to terminate its relationship with a
significant number of high risk customers. Please refer to Nb#d49 of the Annual report where these
events are explained in more detail.

The Bank is defendant ancourt 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, orderin
the Bank to pay EUR 80,000 thousand (criminal case), andyjaith 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 cot
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 thelieve 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 allocdtiom we believe is the basis to
continue our stable developme¥te 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 preparedy the management is set out in a separate statement aaadable on
Bank's website http://www.rietumu.lv/.
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Financial results of the Group

2017 2016 2015 2014
$W \HDU HQG (857
Total assets 3,009558 3,473,590 3,794,153 3,477,763
Loans and receivables due from customers 832340 1,044,920 1,101,772 1,041,444
Current accounts and deposits due to customers 2,340,352 2,742,726 3,203,992 3,082,706

7TRWDO VKDUHKROGHUYV HTXLW 478,755 493,874 456,869 341,903

YRU WKH \HDU (857

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 136611 180,981 158,736 154,553
Ratios

Earnings per share (EURjbasic and diluted

After tax 0.28 0.68 0.65 0.66
Before tax 034 0.74 0.75 0.78

Return on equity
Before tax 8.36% 18.67% 20.33% 27.86%
After tax 6.89%0 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 adequacratio 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
AtyeareQG (851
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 sharehoGHU V HTXLW\ 459,614 471,546 432,841 323,380
JRU WKH \HDU (851
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 122444 170,212 151,164 146,336
Ratios
Earning 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 3058% 32.23% 30.42% 31.31%
Number of employees 765 782 769 758
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STATEMENT SOF MANAGEMENT RESPONSIBILITY

The Management of Rietumu BaalAS (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 prepatiatisapzrate
financial statements of the Bank.

The separate and consolidated financial statements on1@gelR24 are prepared in accordance with source
documents and present fairly the financial position of the Bank and the Group aPet¢&hbe017and
the results of their operations and cash flows for the year ended 31 De&&hber

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

The Management of Rietumu BaaKS is responsible for the maintenance of proper accounting records, the
VDIHIXDUGLQJ RI WKH %DQNTVY DQG WKH *URXSYV DVVHWYV DQC
irregularities in the Bank and in the Group. The Management is also responsible faingp@ea 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 BaAIS:

e

30 April 2018
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During the year and as of the date of the sigmihthe financial statements:

The Council of Rietumu Banka

1 January 2017 £31 December2017

Name
Leonids Esterkins
Arkadijs Suhareko

Brendan Thomas Murphy
Dermot Fachtna Desmond

Alexander Gafin
Valentins Blugers

The Board of Directors

Position

Chairman of the Council
Deputy Chairman of the Council
Deputy Chairman of the Council
Member of the Council

Member of the Council

Member of the Council

1 January 2017 £17 May 2017

Name

Alexander Pankov
Ruslans Stecjuks
Rolf Paul Fuls
Jevgenijs Djugajevs
llja Suharenko
Natalja Perhova
Jelena Buraja
Alexander Voloshin

Postion

Chairman of the Board, President
Member of the Board, First Vice President
Member of the Board, First Vice Presit
Member of the Board, Senior Vice Preside
Member of the Board, Senior Vice Preside
Member of the BoardSenior Vice Presiden
Member of the Board, Senior Vice Preside
Member of the Board, Senior Vice Preside

17May 2017 +31 December2017

Name

Alexander Pankov
Ruslans Stecjuks
Rolf Paul Fuls

Jevgenijs Djugajevs
llja Suharenko
Natalja Perhova
Jelena Buraja
Alexander Voloshin
Natalija Ignatjeva

Position

Chairman of the Board, President
Member of the Board, First Vice President
Member of the Bard, First Vice President
Chairman of the Board

Member of the Board, Senior Vice Preside
Member of the Boardsirst Vice President
Member of the Board, Senior Vice Preside
Member of the Board, Senior Vice Preside
Member of the Board, Senior Vice Preside
Member of the Board, Senior Vice Preside

Date of appointmerdand
current term

25/09/97 04/04/18-04/04/21)
25/09/97 04/04/18-04/04/21)
07/09/05 04/04/18-04/04/21)
07/09/05 04/04/18-04/04/21)
25/03/10 04/04/18-04/04/21)
25/03/11 04/04/18-04/04/21)

Date of appointment
04/07/06(05/10/16-24/04/19
18/10/10(05/10/16-05/10/19)
26/11/10 (05/10/1®5/10/19)
18/10/10 (05/10/14.3/04/18)
18/10/10 (05/10/195/10/19)
05/10/1624/04/18
05/10/1604/10/19
05/10/1624/04/18

Date of appointmerdand
current term

04/07/06 (05/10/124/04/18
18/10/10 (05/10/1:®4/10/19)
26/11/10 (05/10/1®4/10/19)
from 24/04/2018

18/10/10 (05/10/1:4.3/04/18)
18/10/10 (05/10/1604/10/19)
05/10/1624/04/18
05/10/1604/10/19
05/10/1624/04/18
17/05/1717/05/20
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SEPARATE AND CONSOLIDATED STATEMENT SOF PROFIT OR LOSS AND OTHER
COMPREHENSIVE INCOME

For the year ended 31 December 2017

2017 2017 2016 2016
1 (88 1 (88 1 (88 1 (8¢
Note Group Bank Group Bank
Interest income 6 89,051 78,300 100,451 90,854
Interest expense 6 (20,765) (29,121) (22,096) (21,405)
Net interest income 68,286 59,179 78,355 69,449
Fee and comission 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 23347 22,736 22,662
Net realised gain on availakler-sale
assets 11 449 482 32,387 32,385
Share ofincome/({osse$ of equity
accounted investees (net of income tax 5 - (14) -
Other income 12 9,366 5514 4,555 4,879
Operating income 136611 122444 180,981 170,212
Impairment losses 13 (12415 (13,399 (32,728) (37,919)
Generalandadministrative expenses 14 (83518 (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 1557 2,249

The separate andnsolidated statemenbf profit or lossand other comprehensive incomeeto be
read in conjunction with the Notes to, and forming part of, the separate and consolidated financial
statements set out on pa@s8so 124.

-

/1S
G hnigﬁué,((f tht Board
RolfRaffl Ful

30 April 2018
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SEPARATE AND CONSOLIDATED STATEMENT SOF PROFIT OR LOSS AND OTHER
COMPREHENSIVE INCOME

For the year ended 31 Decembe2017 2017 2017 2016 2016
1 (8t 1 (8t T (8t (8¢

Note Group Bank Group Bank

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

Other comprehensive income
Items that are or may be reclassified to profi

or loss

Foreign currency translation differences for

foreign operations (87) - (1,554) -

Other reservesnet change (2) - - -

Available-for-sale financial assetsnet 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 1557 2,249

The separate and consolidated statemehprofit or loss and other comprehensive incaameto be
read in conjuniion with the Notes to, and forming part of, the separate and consolidated financial
statements set out on pagsso 124.

Chairgh tiu,[ Board
Rol fm):l/l S'('

30 April 2018
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SEPARATE AND CONSOLIDATED STATEMENT S OF FINANCIAL POSITION

31 Dec2017 31 Dec2017 31 Dec2016 31 Dec2016

As at 31 DecembeR017 Note i (8¢ i (8¢ i (8¢ 1 (8¢
Group Bank Group Bank
Assets
Cash and balancesie fromthe Bank of
Latvia 16 875,883 875856 836,961 836,920
Financial instruments at fair value
through proit or loss 17 15,557 445 17,052 1,333
Loans and receivables due from banks 18 462,796 462086 522,424 521,721
Loans and receivables due from
customers 19 832340 916,987 1,044,920 1,116,873
Reverse repo 37 40,825 40,825 93,435 93,435
Availablefor-saleassets 20 329,766 342861 467,584 510,978
Non-current assets held for sale 220 - 124 -
Held-to-maturity investments 21 277514 276673 319,574 315,848
Investments in subsidiaries 22 - 34,002 - 28,381
Equity accounted investees 23 12 - 7 -
Investmem 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 3,009,58 2,998620 3,473,590 3,465,604

The separate armbnsolidatedstatemers of financial positionareto be read in conjunction with the Notes
to, and forming part of, the separate and consolidated financial statementssgbaye28to 124.
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SEPARATE AND CONSOLIDATED STATEMENT S OF FINANCIAL POSITION

31 Dec2017 31 Dec2017 31 Dec2016 31 Dec2016
As at 31 Decembe017 Note 1 (8¢ 1 (8¢ 1 (8¢ 1 (8¢
Group Bank Group Bank

Liabilitiesand ShDUHKROGHUYV
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 ancegosits due to

customers 29 2,340,832 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 accris 31 22150 12418 21,311 13,002
Total Liabilities 2530803 2,539006 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 resee 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 -

7TRWDO 6KDUHKROGHUYV 478,755 459,614 493,874 471,546
7TRWDO /LDELOLWLHV D!

Equity 3,009558 2,998620 3,473,590 3,465,604

The separate antbnsolidatedstatemert of financial positon areto be read in conjunction with the
Notes to, and forming part of, the separate and consolidated financial statements sgiagesp8ito
124,

30 April 2018
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SEPARATE AND CONSOLIDATED STATEMENT S
OF CASH FLOWS
For the year ended 31 Decembe2017 Note

CASH FLOWS FROM OPERATING ACTIVITIES

Profit before income tax

Amortisation and depreciation 24,25
(Gain)/loss from sale of investment property

Negative goodwill writeoff

Revaluation of investment property

Share ofincome)loss of equity accounted investees

Increase of provisions

(Gain)/loss on disposal of property and equipment
(Gain)/loss on sale of subsidiaries

Impairment losses 13
Increase in cash and cash equivalents before changes it
assets and liabilities, as a result of ordinary operations

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

(Increase)/decrease loans and receivables due from ban
term deposits

(Increase)/decrease in loans and receivables from custo
(Increase)/decrease in receivable under revesgurchase
agreements

(Increas@decreasén availablefor-sale assets
(Increase)/decrease in other assets

Increase/(decrease) in derivative liabilities
Increase/(decrease) in term deposits due to banks
Increase/(decrease) carrent accounts and deposits due t
customers

Increase in amounts payable under repurchgssements
(Increaseylecrease in nenurrent assets held for sale
Increasefdecrease) in other liabilities and accruals
Increase/@decrease) in cash and cash equivalents from
operating actvities before corporate income tax
Corporate income tax paid

Net cash and cash equivalents from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of property and equipment and intangible asse 24,25
Proceeds from sale of property, plant and equipment anc
other assets

Increase in equity investments in other entities and

acquigtion of subsidiaries

(Increas@/decreasén investment property 26
Proceeds from sale of subsidiary

(Increas@/decreasén heldto-maturity financial assets
(Acquisition)/sale of nortontrolling interest

Cash and cash equivalents used in / from investing

activities

Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2017

2017 2017 2016 2016
il 1 1 1

EUR EUR EUR EUR

Group Bank  Group Bank
40,678 41,008 88,748 86,509
3,778 2,008 3,947 1,850
(13) - 42 -

- - 98 -

803 (507) 6,124 (217)

(5) - 14 -
20,000 20,000 - -
(328) - (35) (13)
1,343 760 (6) -
12,415 13,399 32,73 37,919
78,671 76,668 131,660 126,048
1,495 888  (613) (167)
18,797 18,802 2,230 2,187
201,702 189,154 25,330 2,087
52,610 52,610 (4,869) (4,869)
138,923 169,150 (4,624) (5,092)
(16,089 (15,647)  (3,496) 7,621
(412) (412) 423 423
(257) (277) (10,372) 846
(402,214)  (408,525) (461,347) (463,819)
- - 120,000 120,000

(96) - (74) -
1,003 (584) (2,989) (1,660)
74,141 81,827 (208,741) (216,395)
(2,895) (3497 (9,220) (8,292)
71246 78,330 (217,961) (224,687)
(2,558) (1,802) (3,748) (2,523)
456 23 - -

- (9,808) (21) (82)
1,051 724 (3,807) (201)
521 306 - -
42,060 39,175 (99,064) (97,947)
(4,833) - (546) -
36,697 28,618 (107,186) (100,753)

The separate and consolidated states@intash flowsareto be read in conjunan with the Notes to,
and forming part of, the separate and consolidated financial statements sepageg8to 124.
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SEPARATE AND CONSOLIDATED STATEMENT S
OF CASH FLOWS

2017 2017 2016 2016
For the year ended 31 Decembe2017 Note 1 (8t 1 (8t 1 (8T (8¢
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 ard cash equivalents used in/from financing
activities (103,195) (102,193) (19,760) (19,752)
Net cash flow for the perial 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 statee@intash flowsareto be read in conjunction with the Notes to,
and forming part of, the separate and consolidated finastei@@ments set out ages28to 124.

/
30 April 2018
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GROUP CONSOLIDATED STATEMENTS 2) &+$1*(6 ,1 7+( 6+$5(+2/'(561
EQUITY
For the yea ended 31 DecembeR017

Attributable to Equity Holders of the Bank

Foreign
currency Non-
Share Share Revaluation Fair value translation Other Retainec controlling Total
capital premium reserve reserve  reserve reserve: earnings Total interest Equity
1 (8 1 (8 1 (8 1 (8 1 (81 (8 1 (8 1 (8 1 (81 (8
Balance at
1 January 2016 168,91 52,54t 1,36¢ 23,25, (1,517 10€ 198,35 443,02 13,84t 456,86

Transactions with shareholders recorded directly in equity
Dividends paiqNote 33) - - - - - - (20,952 (20,952 - (20,952

Transactions with norcontrolling interest
Dividends paid to
non-controlling
interest shareholdel - - - - - - - - (833 (833
Transactions with
third parties related
to units of funds
contrdled by Group - - - - - - - - (546 (546
Comprehensive income
Profit for the curren
year - - - - - - 80,08¢ 80,08¢ 2,24¢ 82,33]
Other comprehensi
income (Note 33) - - - (21,447 (1,554 - - (23,001 - (23,001
Other
Depreciation of
revalued property - - (24) - - - 24 - -

Balance at
31 December 2016 168,91t 52,54 1,34( 1,80 (3,071 106 257,51 479,15t 14,71¢ 493,87

The Group consolidated statemei®r | FKDQJHV LQ WKH \akeb Udir&ad D Corjuhbtih HT X LV
with the Notes to, and forming part of, the separate and consolidated financial statements set out on
pages28to 124.
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GROUP CONSOLIDATED STATEMENTS 2) &+$1*(6 ,1 7+( 6+$5(+2/' (567

EQUITY

For the year ended 31 Decembe2017

Balance at

Share
capital
(8:1

premium
(8!

reserve
(81

Foreign
currency
Share Revaluation Fair value translation
reserve

(8!

reserve
(81

Attributable to Equity Holders of the B ank

Non-
Other Retainec controlling Total
reserve: earnings Total interest  Equity

(8! (8!'POOEUR T  (8'T (8!

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 paidNote 33) -

Transactions with noncontrolling interest

Acquisition of
non-controlling
interest without
change in control
Dividends paid to
non-controlling
interest
shareholders
Transactions with
third parties
related to units of
funds controlled
by Group
Comprehensive
income
Profit for the
current year
Other
comprehensive
income
Other
Depreciation of
revalued property
Revaluation of
property and
equipment
Transfer from
Deferred tax
liability
Balance at
31 December

@7)

(91)

159

1,604

87

- (44,208) (44,208) - (44,208)

) ; - (1176)  (1,176)

- - - (4833) (4,833

- 31,937 31937 1557 33,494

2 - 1,515 - 1515

- - (91) - (91)

- - 159 - 159

2017

168,916

52,543

1,381

3,409

(3,158)

104 245294 468,489 10,266 478,755

The Group consolidated statements of changes in the sharcholders’ equity are to be read in conjunction

with the Notes to, and forming part of, the separate and consol
pages 28 to

[ - FFH_#H-
Chairma

> Boar
Rolf Pal{léﬁﬂ/l.r L

30 April 2018
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%%$1.96 6(3$5%$7( 67%$7(B8@A)7&+%$1*(6 ,1 6+$5(+2/'(569 (48,7<
For the year ended 31 Decembe2017

Share Share Revaluation Fair value Other  Retained Total
capital  premium reserve reserve reserves earnings equity
il (88 1 (88 1 (88 1 (8ET (88 1 (8E1 (8¢

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 incom

Profit for the period - - - - - 80,300 80,300
Other comprehensive incor - - - (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 incom

Profit for the period - - - - - 33,034 33,034
Othercomprehensive incon

(Note 33) - - - (758) - - (758)
Balance at 31 December

2017 168,916 52,543 - 3,976 23 234,156 459,614

The % D Qdpfhxate statemextf changes in shareholddejuityareto be read in conjunction with the
Notes to, and formingapt of, the separate and consolidated financial statements set pages28 to

124

uskins Stedjuks

Chairn th¢ Board
Rolf | ‘uls

30 April 2018
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Background

Principal activities

These finanial statementsnclude theseparatel LQDQFLDO VWDWHPHQWa& RWKB& 35L
39 D Q N~ th®arsolidated financial statements of the Bankisnslibsidiaries (together referred
WR DV WKH 3*URXS"~

-6& 35LHWX®&XZBWD QHN W D E O L ViltidbGLdtvia a4 & Jbirh Bt&cK Company and was
JUDQWHG LWYV JHQHUDO EDQNLQJ OLFHQVH LQ 7KH SULQFL
customer accounts maintenance, lending, issuing guarantees, cash and settlement operations and
operatons with securities and foreign exchange. The activities of the Bank are regulated by the Bank

RI /I DWYLD DQG WKH )LQDQFLDO DQG & DoSthaRé&pabliodDd Latvial Wie& RP P L V)
UHJLVWHUHG DGGUHVV RI WK Hstréety Rig§,\Latvib. Dl dverdgé rinhber &FHV H W |
people employed by the Group during the year #8380 (2016 1,078 and by the Bank65(2016

782.

Principal subsidiaries of the Group(total assett excesf EUR 5,000 thousand)

Name Country of incorporation Principal activities Ownership %
31 Dec 31 Dec
2017 2016
RB Investments SIA Vesetas Str.7, Riga, Latvia Investments 100% 100%
Rietumu Leasing Ltd Odoevskogo Str.117"gloor, Leasing company 100% 100%
office 9, Minsk Belarus
Vesetas BIA VesetasStr.7, Riga, Latvia Real estate operatiic  100% 100%
Overseas Estat&A Vesetas Str.7, Riga, Latvia Terminal 100% 100%
INCREDIT GROUP SIA Krisjana Barona Str.130, Riga, Customer lending 51% 51%
Latvia
KI Nekustamie ipasumi SIA Vesetas Str.7, Riga, Lasv Real estate operatit  100% 100%
Kl ZemeSIA Vesetas Str.7, Riga, Latvia Real estate operatit  100% 100%
RAM FundFixed Income High Vesetas Str.7, Riga, Latvia Investments 59.50% 67.36%
Yield USD
RAM FundFixed Income Vesetas StV, Riga, Latvia Investments 51.18% 34.37%
Investment Grade USD
Ekoagro SIA Vesetas Str.7, Riga, Latvia Real estate operatit  100% 100%
Kl Invest OOO Nauchnij Str.19, MoscovwRussia Real estate operatit  100% 100%
RietumuBankas Labdaribas Fond:Vesetas Str.7, Riga, Latvia Charity 100% 100%
Kl Fund SIA Vesetas Str.7, Riga, Latvia Real estate operatit  100% -
U-10 SIA Garozes Str. 28, Riga, Latvia Real estate operatil 67% 67%
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(b)
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Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
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Basis of preparation

Statement of compliance

The accompanying separate and consolidated dinbstatements have been prepared in accordance
ZLWK , QWHUQDWLRQDO )LQDQFLDO 5HSRUWLQJ 6WDQGDUGV DV
UHJXODWLRQV RI WKH )LQDQFLDO DQG &DSLWDO ODUNHW &RPP|
force & at the reporting date.

The Board of Directorapprovedthese separate and consolidated financial staterf@nissue or30
April 2018.

Basis of measurement

The separate and consolidated financial statements are prepared on the historical costepagis exc
the following:

- financial instruments at fair value through profit or loss are stated at fair value;

- availablefor-sale assets are stated at fair value;

- noncurrent assets held for saihich are stated &wer theircarrying amount and fiavalue 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 depreciatidanyaccumulated impairment losses

- investment propertgnd collaterahssumean nonrperforming loanss stated at fair value.

Functional and Presentation Currency
Thesefinancial statements are presented in thousandarof{ EUR TV

The functional currencies @he Bank angrincipal subsidiaries of the Bank are E\HXcept for the
principalsubsidiaries listed belaw

Rietumu Asset Management funds USD (US dollar)
Rietumu Leasing Ltd BYN (Belarus rouble)
Kl Invest OO0 RUB (Russian rouble)

29



(@)
(i)

(ii)

(iii)

Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2017

Significant accounting policies

The following significant accounting policGéhave 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 policieedigstlote

3(b).

Foreign currency

Foreign currency transactions

Transactions in foreign currencies are translated into the respective functional currencies of the Bank
and its subsidiary companies at the spot exchangeaatie date of the trans#ons.

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 tween 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 periethoNetaryassets 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 denominatefibreign currencies that are measuretistoricalcost 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, excelfffei@nces

arising on the translation of availaHier-sale equity instruments, which are recognised in equity through
other comprehensive income.

Foreign operations

The assets and liabilities of foreign operations, including goodwill and fair adjustments arising on
acquisition, are translated into the presentation currency of the Group at exchange rates set by the
European CentraBank at the reporting date. The income and expenses of foreign operations are
translated into the presentation @ncy of the Group averageexchange ratéor the reporting periad

Foreign currency differences are recognised in other comprehensive income and accumulated in a
currency translation reserve, except that the translation difference is allocateettmimohing interest.

Upon disposal of subsidiary, the balance of currdranyslatiorreserve is reclassified to profit and loss.

Foreign exchange rates
31 Dec 2017 Average 2017 31 Dec 201¢ Average 201¢€

uUsD 1.1993 1.1297 1.0541 1.1067
BYN 2.3553 2.1842 2.049 2.1440
RUB 69.39D 65.919 64.3000 74.19D
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3  Significant accounting policies, continued
(b) Basis of consolidation
(i)  Subsidiaries

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

(i)  Equity accounted investees

Associates are those enterprises in which the Group has significant influence, but not control, over the
financial and operating policies. Sign#ict influence is presumed to exist when the Group holds
between 20 and 50% of the voting power of associated entity. The consolidated financial statements
LQFOXGH WKH *URXSYY VKDUH RI WKH WRWDO UHFRJQLedHG JDL
basis, from the date that significant influence effectively commences until the date that significant
LQIOXHQFH HIIHFWLYHO\ FHDVHV :KHQ WKH *URXSYV VKDUH R
associate, that interest is reduced to nil and matiog of further losses is discontinued except to the

extent that the Group has incurred obligations in respect of the associate.

(i) Transactions eliminated on consolidation

Intra-Group balances and transactions, and any unrealised gains arising frefBroupatransactions,

are eliminated in preparing the consolidated financial statements. Unrealised gains arising from
WUDQVDFWLRQV ZLWK DVVRFLDWHY DUH HOLPLQDWHG WR WK
Unrealised losses are eliminated in shene way as unrealised gains except that they are only eliminated

to the extent that there is no evidence of impairment.

(iv)  Non zcontrolling interest

The Group measures any roontrolling interest at its proportionate interest in the identifiablesszita
of the acquiree.

vy ,QYHVWPHQW LQ VXEVLGLDULHYV DQG DVVRFLDWHVY LQ %DQNYV

Investments in subsidiaries and associates are measuteel D QNTJV VHSDUDWH ILQDQFL
cost less impairment allowanaéany.

(vi) Assetmanagement

The Bank and the Groumold assets which are purchased on behalf of invefteraurities and other
assets managedlhe assets held on behalf of investarg accounted in off balance sheet arel not
includedin the separate and conslalted financial statements

(c) Goodwill
*RRGZLOO UHSUHVHQWV WKH H[FHVV RI WKH FRVW RI D EXVLQ
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 Roontrolling interest in the acquiree, less the net recognised amount
(generallyatfair value) of the idetifiable assets acquired and liabilities assumed, all measured as of the
acquisition date. Goodwill is included in intangible assets.
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Significant accounting policies, continued

Goodwill is allocated to caspenerating units and is stated at cost leggairment lossesif 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 costfgsaccumulated impairment
lossesCash generating uniter goodwill impairment testing are: payment card business and investment
properties management on subsidiary le@sins and losses on the disposal of a business include the
carrying amount of goodwill relating the assets sold.

Negative goodwillbargain purchase gaimyising onabusiness combinatids recognised immediately
in profit or loss.

Fair value measurement principles

$ QXPEHU RI WKH %DQNTV DQG *URXSYV DFFRXQWLQJ SROLFLH
fair value for boh financial and notfinancial 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 imlitsence, the most advantageous market to which the
Bank or theGroup has access at that date. The fair value of a liability reflects Hgartormance risk.

When measuring the fair value of an asset or a liabilityBimek and the Groupses market adervable
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 assetsildrdga

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 basedbservable 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 entiretgaméhe

level of the fair value hierarchy as the lowest level input that is significant to the entire measurement.
TheBank and the Groupecognizes transfers between levels of the fair value hierarchy at the end of the
reporting period during which the chanbas occurred.

Fair values have been determined for measurement and/or disclosure purposes based on the following
methodsln addition, vhen applicable, further information about the assumptions made in determining
fair values is disclosed in the notgmsific to that asset or liability.

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 \&s ittansactions

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
valIXDWLRQ WHFKQLTXH 9DOXDWLRQ WHFKQLTXHVY DVVXPSWLRC(
between knowledgeable, willing parties (if available), reference to the current fair value of other
instruments that are substantially the same, discounsdufliaw 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 Blaand the Group have positions with offsetting risks,-matket 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 riskeoinstrument and include
adjustments to take account of the credit risk.
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Significant accounting policies, continued
Investment property and owner occupied buildings

The fair value of property is based on internal valuations performed by the Barllea@obup that are,

on a regular basis (ongeryear or when market conditions significantly change), corroborated with
external, independent valuations prepared by valuation companies, having appropriate professional
qualifications and recent experiengethe location and category of property being valued. The fair
values are based on market values, being the estimated amount for which property solddé¢he

GDWH RI WKH YDOXDWLRQ EHWZHHQ ZLOOLQJ E XibrafteDpgo@erD ZLOC
marketing where the parties had each acted knowledgeably and willimghe 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 areegdregaconsidering 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 propeytvaluation.

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 resjimlities 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 appropriatencticeser

have ben served validly and within the appropriate time.

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 valoesbbmer relationships acquired

in a business combination is determined using the +patibd 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.

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 rek of changes in their fair value, and are used by the Bank and the Group in the
management of their sheirm commitmentdess balances due to credit institutions with a maturity of

less than 3 months.

Financial instruments

Classification

Finarcial instruments are classified into the following categories:

Financial instruments at fair value through profit or loase financial assets or liabilities that are
derivatives or are acquired or incurred principally for the purpose of selling or ragurghn 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-$&irt profittaking or that are designated to this
category at initiakecognition. 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 vajue basis

The designabn 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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Significant accounting policies, continued

Held-to-maturity investmentare norderivative 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.

Availablefor-sale assetare those financial assets that are designated as avddalsigle or are not
classified as loans and receivables, Helthaturity investments or financial instruments at fair value
through profit or loss.

Loans and receivablesre norderivative financial assets with fixed or determinable payments that are
not quoted in an active market at initial recognition.

Loans and receivables include regular logansdit card balances and finance lease.

Liabilities at amortized coshclude deposs and balances due to banks, current accounts and deposits
from customers and issued debt securities.

Initial r ecognition

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

Measurement

A financial asset or liaility 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 obsdie 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 aidait val
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 appratgribasis 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, helgritg ma
investmentsequity 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 investmats, 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 costusatadl 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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Significant acoounting policies, continued

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 again or loss on a financial instrument classified as at fair Watoagh profit or loss is recognised
in profit or loss;

X again or loss on an availaHier-sale financial asset is recognised in fair value reserve through other
comprehensive income (except for impairment losses and foreign exchangeogoeses on
monretary 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 avéiaske
financial asset is recognised as earned in profit ardatculated 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 derecognigeduding the instances where thermschange
substantiallyor impaired, and through the unwinding of interest using the effective interest rate method.

Derecognition

A financial asset is derecognised when the contractual rights to the cash flows from the financial asset
expire or when the Banknd 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 finaassat. 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 deecognition 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 amfiability assumed) and (ii) any cumulative gain

or loss that had been recognised in other comprehensive income is recognised in profit or loss.

Repurchase and reverse repurchase agreements

6HFXULWLHV VROG XQGHU VDOH D Q Gaddddrged UoF &sDsecdred* funéh&ify” D J|
transactions, with the securities retained in the statentérfinancial position and the counterparty
OLDELOLW\ LQFOXGHG LQ DPRXQWY SD\DEOH XQGHU 3UHSR™ wWU
The difference between the sale and repurchase pepresents the interest expense and is recognised

LQ SURILW RU ORVV RYHU WKH WHUP RI WKH BUHSR" DJUHHPHQ'
6HFXULWLHY SXUFKDVHG XQGHU DJUHHPHQWYV WR UHVHOO 33U
XOGHHBEUIYHYUHSR®™ WUDQVDFWLRQV 7KH GLIITHUHQFHY EHWZHHQ
LQWHUHVW LQFRPH DQG DFFUXHG RYHU WKH WHUP RI WKH 3UH
method.

If assets purchased under agreement to resedicdaeo third parties, the obligation to return securities

is recorded as a trading liability and measured at fair value.
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Significant accounting policies, continued
Derivative financial instruments

Derivative financial instruments include swaps, fors& 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 tprofigh

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 I@lities when their fair value is negative.

'"HULYDWLYHYV PD\ EH HPEHGGHG LQ DQRWKHU FRQWUDFWXDO D
Group account for an embedded derivative separately from the host contract when the host contract is
not itselfcarried 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 notlyclosiated to the economic
characteristics and risks of the host contract.

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 ioieta settle on a net basis, or realise the
asset and settle the liability simultaneously.

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 less€ile does not have to be transferred. All other leases are
classified as operating leases.

Thebank and the Groups lessor

Assets leased out under operating lease are carried in the stateftfiexancial position analogously to
property, plant and equinent or investment propertincome is recognised on a straigihe 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, thenpresalue 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.

TheBank and the Groups lesse
Operating lease payments are recognised in profit or loss on a stiaéghasis 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 loefats 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.

Property and equipment

Owned assets

Items of property and equipment are carried at cost less accumulated depreleatiaocumulated
impairment losses, except for land and buildings which are carried at revalued amounts as described
below. Cost is theraount 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 antem of property and equipment comprises major components having different useful lives,
they are accounted for as separate items of property and equipment.

36



(ii)

(iii)

(i)

1)

(k)

Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2017

Significant accounting policies, continued

Revaluation

Land and buildings of the Bank and theoGp 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 thtwrgh o
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 valuen an item of land or buildings is recognised in prafitoss 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.

Depreciation

Depreciation is charged to the statensesftprofit or losson a straightine 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 fo 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 2.51t0 4 years
Furniture 8 years
Vehicles 2.5t0 5 years

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 purpestsient
property is measured atifaalue with any change therein recognised in profit or loss in other operating
income.

Repossessed collateral

If the borrower fails to fulfil the contractual obligations, thankB may decide that the loan agreement

will be terminated and that ¢hright 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 outgjdodm 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/Asssat, when the Group

and Bank acquiresly H JDLQV D IXOO WLWOH WR DQ DVVHW LQ WKLYV
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 repesdethose properties are classified as
other assets. The repossessed collaterals are initially recognised-ave¢akalue which set to be a
notional cost. Subsequently, management determines a recoverable amount which usually is fair value
less cost teell as at period end using market data.

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 capitefisetasis of

the costs incurred to acquire and bring to use the specific software. Amortisation is charged to the
statemert of profit or loss on a straighine basis over the estimated useful lives of intangible assets.

The estimated useful lives arédb7 years.
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Impairment
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 lossimpaired. 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 estabited reli

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 othemvionsider, 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 isgugreup,tor
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 andeceivables due from customers, except for lease contracts, anb-neddurity
investment securities are assessed individually for impairment indication and specific impairment
allowance is established if necessary.

All loans and receivables for whiclorobjective evidence of impairment is identified on an individual

basis are grouped intosBRUWIROLRYV ZLWK VLPLODU FUHGLW ULVN FKDUI
WKH *URXSTV LQWHUQDO ORDQ SRUWIROLR UDbwWdnc® i3 eS3¢$s¢dH G X U |
using statistical modelling of historical trends of the probability of default and the amount of loss
LQFXUUHG DGMXVWHG IRU PDQDJHPHQWTVY MXGJHPHQW DV WR
are such that the actual losses léely 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 meries 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 valusstimated future cash flows discounted at the
DVVHW{V RULJLQDO HIIHFWLYH LOQOWHUHVW UDWH /RVVHV DUH U
account against loans and receivables or held to maturity financial investments. Inteneshgratred

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 adsis derecognised (due to repossessing of collateral (see Note 3j) or
restructuring (see Note 19), the related impairment allowance is written off.

Impairment losses on availaHier-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 princippblyment 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 avaifablgale bond increases and the increase
can be objectively relateto 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 avditeslale equity security is
recognised in other comprehensive income.
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Non-financial assets

7KH FDUU\LQJ DPRXQWYV RI WK HirfariDi§) ak§ers, DtQeGthen ke sttoeRbp® fevtyQ R Q
and deferredax assets, are reviewed at each reporting date to determine whether there is any indication
RI LPSDLUPHQW ,I DQ\ VXFK LQGLFDWLRQ H[LVWV WKHQ WKH
recoverable amount of goodwill is estimated at each reporéiteg d

An impairment loss is recognised if the carrying amount of an asset or itg@astating unit exceeds

its recoverable amount. A caglenerating unit is the smallest identifiable asset group that generates cash
flows that largely are independent frasther assets and groups. Impairment losses are recognised in
profit or loss. Impairment losses recognised in respect of-gasérating units are allocated first to
reduce the carrying amount of any goodwill allocated to the units and then to redume\timg @mount

of the other assets in the unit (group of units) on a pro rata Fdmscaskgenerating units for nen
financial assets impairment testing are payment card business abdmiang activities on individual
subsidiaries level.

The recoveralgd amount of an asset or caghnerating 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 ptax discount rate that refies 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 repaoldke 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
assHWYV FDUU\LQJ DPRXQW GRHV QRW H[FHHG WKH FDUU\LQJ DP
depreciation or amortisation, if no impairment loss had been recognised.

Provisions

A provision is recognised when the Bank and the Group have a legahsiructive 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 theexpected future cash flows at a fia& rate that reflects current market assessments of
the time value of money and, where appropriate, the risks specific to the liability.

Credit related commitments

In the normal course of business, the Bank andGheup 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 itirs 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 ttigher 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 aredgrsidable

and can be measured reliably. Financial guarantee liabilities and provisions for other credit related
commitments are ieded within other liabilities.

Taxation

Current tax

Current tax for the reporting year is the expected tpable 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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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 month instead of a year and the taxable base
will include:

X distributed profit (dividends calculated, payments equivalemtivimends, conditional dividends)
and

X conditionally distributed profit (nowperating expenses, doubtful debts, increased Bitere
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, fienkestowed by the neresident 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 talosses 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 lossesume them in the previously described
manner only until 2022.

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 reoise 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 Ik d2e taxedeferred 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 df 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'sciaiatatements 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.

Deferred tax for other Group companies

Deferred tax is provided for temporary differences between the carrying amounts of assets and liabilities
for financial reportng purp@s 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 combaratiadhat 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 etpexibe 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 taxableitiroéts
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.

Income and expense recognition

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 epected life of the financial asset or liability. When calculating the effective interest rate,
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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.

Fee and commission immme 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 dralewn of a loan, the related loan commitment fees are recognised on

a straightline 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.

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 maeagpurposes, and includes
realised and unrealised fair value changedforeign exchange differences.

Dividends

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

Employee benefits

Short term employee benefits, including salaries and social security contributions, bonuses and vacation
benefits are includkin 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

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 accordancK WitURXSTV DQG % DQNYV DFFRXQWLQJ !
assets are measured at the lower of their carrying amount and fair value less cost to sell. Impairment
losses on initial classification as noarrent assets held for sale and subsequent gains sseklon
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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Changes inaccounting policies

Except for the changes below, Beoup and the Barlkave consistently applied the accounting policies
set out in Note 3 to all periods presented in tlsegarate andonsolidated financial statements.

The Group and the Bankave admted 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 usewafizate changes in liabilities arising from
financing activities, including changes from cash flows and-aamh 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 As$er 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 am@ments are not applicable to the Group and Bank in the light of regulatory changes
disclosed in these financial statements.

New standards and interpretations

A number of new standards, amendments to standards and interpretations are effective foeaodsial p
beginning after 1 Janua3018 and have not been applied in preparing these consolidated financial
statements. Those which may be relevariheoGroup and the Bardee set out below. Th8roup and
theBank does not plan to adopt these standandg.ea

()  IFRS 9:Financial instrumentsdffective 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 pdsdeginning on or after 1 January 2018, with early
adoption permittedFRS 9Financial Instrumentsets out requirements for recognising and measuring
financial assets and financial liabilities This standard replaces IASFiBfncial Instruments:
Recogrtion and Measurement.

Classification and measurement

From classification and measurement perspective, the new standard will require all financial assets,
HIFHSW HTXLW\ LQVWUXPHQWY DQG GHULYDWLYHV WReksH DVVH
PRGHO IRU PDQDJLQJ WKH DVVHWYV DQG WKH LQVWUXPHQWVY F
measurement categories will be replaced by:

- Amortized cos{AMC),

- Fair value through other comprehensive incoféQ@Cl),

- Fair value through profitrdoss EVTPL).

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 aad is
designated as at FVTPL:
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- 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 sified 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 itements as FVPL, 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 logsegtmme
statemerd

The accounting for financial liabilities will largely be the same as the requirements of IAS 39, except
IRU WKH WUHDWPHQW RI JDLQV RU ORVVHV DULVLQJ IURP DC
designated as FMPL. Suchmovements 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 tresbusodel 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:

- LRDQV DQG UHFHLYDEOHY KDYH D 3KHOG WR FROOHFW’™ EXVL(
and balances with financial institutiariBhe management and reporting of performance are based
on collecting the contractual cash flows.

- TheBankandthe URXS KDV SRUWIROLRV RI ERQGV ZLWKLQ WKH 3K
S KHOG WR FROOHFW DQG VHOO® EXVLQHVY PRGHOV DQG 3RWI

- Financial assets that are held for trading and those that are managed and whose performance is
evaluateddn 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 paymemisabal 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 containsantractual 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 ofloash
leverage features;
prepayment and extension terms;
terms that limit the Group's claim to cash flows from specified asgets nonarecourse
asset arrangements; and
- features that modify consideration for the time value of moneyg. periodic regeof interest
rates.
Impact assessment

The Bank and the Group has concluded that:

X The majorityof Financial assets and liabilities held for trading and financial assets and liabilities
designated at FYPL will also be measured at F¥L under IFRS 9.

X The maority of the debt securities classified as available for sale under IAS 39 will be measured
at FVOCI. Securities with fair valug @ UR 5 millionat 31 December 2017, however, will be
classified as FVPL, because of their contractual cash flow characteast the business model
within which they are held.
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x At 31 December 2017, trgankhad equity investments classified as availdblesale with a
fair value of EUR 20 million the Group+EUR 7 million UnderIFRS 9, theBank and the
Grouphas designated these investments as measured at FVTPL. Consequently, all fair value
gains and losses will be reported in profit and loss statement

X The majority of debt securities classified as held to maturity will be nmedsat AMC under
IFRS 9.Securitieswith fair value of EUR 0.8nillion at 31 December 2017, however, will be
classified as FVPL by the Groupbecause of their contractual cash flow characteristics and the
business model within which they are hakimeagred at FVTPL.

x 7TKH %DQNYVY DQG WKH *URXSYV DVVHVVPHQW RI PDMRU D
amortised cost, is to be finalised for amortised cost classification under the IFRS 9. Based on
preliminary SPPI assessment, the impact of the changdasgsification and measurement
UHTXLUHPHQWY DUH QRW H[SHFWHG WR DIIHFW WKH %DQI
implementation of the new standard. Certain detailed procedures on SPPI assessment are still
ongoing.Estimated range for reclass#ition to FVTPL due to fail of SPPI requirement&IdR
26.5- 27 million.

Impairment of financial assets

IFRS 9 will also fundamentally change the loan loss impairment methodology. The standard will replace
,$6 TV LQFXUUHG ORVYV Disdkibgrekpededdratfitdods (ERI) Zaprdash. 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 gbss 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 ceoimgjdbe 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 methodolagyjdescribed 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+l oans with significant increase in credit risk: when a loan showgnifisant increase
in credit risk since initial recognition, the Bank and the Group records an allowance for the
lifetime expected credit loss.

x Stage 3+lmpaired loans: Financial assets will be recognized in Stage 3 when there is objective
evidence thathe 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 impairnéor 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 .enfaghat 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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Measurement dECLs

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 an@ or 3)

the inclusion of forwardooking elements.

The key inputs into the measurement of E@irsthe Bankwill be the term structures of the following
variables:

Probability of default (PD);

lossgiven default (LGD); and

exposure at default (EAD).
These pameters will be derived from historical data and internally approved statistical models. They
will be adjusted to reflect forwasoking 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 lilgeloss if there is a default. THegank 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 industrycanery
costs of any collateral that is integral to fllancialasset. 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 Growgll consider reasonable and supportable information that is
relevant and available without undue cost or effort, including both quantitative and qualitative
information.Estimation of sbsidiaries of the Group wible basednainly on days delayed statiss.

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 judgemenBantkevill use

these grades in identifygrsignificant 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 atrow

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 riskigra

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 remaiimg 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, keyee@oomic indicators

are likely to includesDP 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
intemal 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.

TheBank and th&rouphaveestimated that, on the gatoon of IFRS 9 at 1 January 2018 the impact of
the increase in loss allowances (before tax) will be approximgtély8 - 10 million.
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Transition

Changes in accounting policies resulting from the #dopof 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 sussment (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 aboveassessment 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
changs 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 framelyor

the Group is refining and finalizing its models for ECL calculatiang assessment of SPPI for
loans and receivableand

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

(i) IFRS 15 Revenue from contracts with custonEffective for annual periods beginning on or
after 1 January 2018. Earlier application is permitfed

The new Standardrovides a framework that replaces existing revenue recognition guidance in IFRS.
Entities will adopt a fivestep model to determine when to recognise revenue, and at what amount. The
new model specifies that revenue should be recognised when (oreagjtatransfers control of goods

or services to a customer at the amount to which the entity expects to be entitled. Depending on whether
FHUWDLQ FULWHULD DUH PHW UHYHQXH LV UHFRJQLVHG R
performance; oR) 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 userirancial 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
onthe Grol5 DQG %DQNTYfV ILQDQFLDO VWDWHPHQWY 7KH WLPLQJ D
revenues are not expected to change significantly under IFRS 15 because of the nature of Group and
%DQNTVY RSHUDWLRQV DQG WKH W\SHV RI UHYHQXHV LW HDUQV
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Significant accounting policies, continued

(i) 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,-alance sheet lease accounting modelesgees. 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 fershiedses

and leases of lowalue items. Lessor accounting remains similar to the current standartessors
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 comtins a Lease, SKI5 Operating Leases Incentives and SIQ7 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 atities 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 iipatitied is that the Group and the

Bank will recognise new assets and liabilities for its operating leases of office premises. In addition, the
QDWXUH RI H[SHQVHYV UHODWHG WR WKRVH OHDVHV ZLOO QRZ
operatng 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 assessimgpénet 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 ledr 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 trasition approach to apply. As a lessor, the Group is not required to make any
adjustments for leases except where it is an intermediate lessor idemseab

The Group and the Bank have not yet quantified the impact on its reported assets and l@fhtitides
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 @relBank enter into. The Group and the Bank expect to disclose

its transition approach and quantitative information before adoption
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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

7KLV QRWH SUHVHQWY LQIRUPDWLRQ DERXW WKH %DQNYV DQG
WKH *URXS {V dkesadd-prtesdedy/for measuring arahaging risk.

Risk management policies and procedures

7KH %DQNYfY DQG WKH *URXSYV ULVN PDQDJHPHQW SROLFLHV |
faced by the Bank and the Group, to set appropriate risk limits and controls, and to contimomitsly

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 Councilof the Bank has overall responsityilfor 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 approvingaterialexposures.

The Board of Directors of the Bank is responsife establishingits 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 theemldl risk management, ensuring the
implementation of common principles and methods for identifying, measuring, managing and reporting
both financial and nofinancial risks. He reports directly to ti®uncil of the Bank

Credit, market and liquidity riskboth at portfolio and transactional levels are managed and controlled
through a system of Credit Committees and an Asset and Liabditymittee

%RWK HIWHUQDO DQG LQWHUQDO ULVN IDFWRUYVY DUH LGHQWLIL
organisational structure. Apart from the standard credit and market risk analysis, the Risk Management
Department monitors financial and nfinancial risks by holding regular meetings with operational

units in order to obtain expert judgments in their adasxpertise.

Market risk

Market risk is the risk that movements in market prices, including foreign exchange rates, interest rates,
FUHGLW VSUHDGY DQG HTXLW\ SULFHV ZLOO DIIHFW WKH %DQ
portfolios. Marke 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 thefexahtility 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 Lighlommittee (ALCO), chaired by the
Chairman of the Board of Directors. Market risk limits are approved by ALCO based on
UHFRPPHQGDWLRQV RI WKH 5LVN ODQDJHPHQW "HSDUWPHQW{TV
The Bank and the Group manage their market rysgdtting open position limits in relation to financial
instruments, interest rate maturity and currency positions andagstimits, which are monitored on a
regular basidy the Risk Management Department
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Risk management, continued

In addition,the Bank and the Group use a wide range of stress tests to model the financial impact of a
YDULHW\ RI HIFHSWLRQDO PDUNHW VFHQDULRY RQ LQGLYLGXD!
overall position. Stress tests provide an indication of theniat 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 aplying possible stress events to specific positions.

The management of interest rate risk by monitoring interest rate gap is supplemented by monitoring the
VHQVLWLYLW\ RI WKH %DQNYV DQG WKH *URXSTV &tdalard QWHU |
interest rate scenarios.

Interest rate risk

, OQWHUHVW UDWH ULVN LV WKH ULVN WKDW PRYHPHQWY LQ LQWI
or the value of its portfolios of financial instruments.

The Bank and the Group are exposed to thectffef 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 movementsfariker For
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 instruraedt 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
1 EUR Other Other
Profit for the comprehensive  Profit forthe  comprehensive
period income period income
100bp parallel increase 4,323 (3,698) 5,541 (4,236)
100bp parallel decrease (4,323 3,698 (5,54) 4,236
Bank 2017 2016
1 (85 Other Other
Profit for the comprehensive  Profit forthe  comprehensive
period income period 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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Risk management, continued

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
thanthe liak OLWLHY LQ WKDW FXUUHQF\ )RU IXUWKHU LQIRUPDWLR
currency risk at yeaend refer to Note 41 Currency analysis.

$Q DQDO\WLYVY RI VHQVLWLYLW\ RI WKH %DQNYV DQG WKH *URXS
for the year to changes in the foreign currency exchange rates based on positions existing as at
31 DecembeR017and2016and ascenario of a 5% change in US®EUR exchange rates, while the

other variable remain constant, is as follows:

Group 2017 2016
1 (85 Other Other
Profit for  comprehensive Profit for the  comprehensive
the period income period income
5% appreciation of USD against EUI 229 301 (501) 254
5% depreciation of USD against EUI (229 (301) 501 (254)
Bank 2017 2016
1 (85 Other Other
Profit for ~ comprehensive Profit for the  comprehensive
the period income period income
5% appreciation of USD against EUI 319 972 (89) 999
5% depreciation of USD against EUI (319 (972) 89 (999)
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Risk managemat, continued

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 instuments traded in the market. Price risk arises when the Bank and the Group take a long
or short position in a financial instrument.

$Q DQDO\VLYV RI VHQVLWLYLW\ RI WKH %DQNTVY DQG WKH *URXS
in securities price based on positiorexisting as at 31 Decemb2017 and 2016 Changes in tier
comprehensive income relatechanges in available for sale securities priceen&rio of a 5% change

in all securities prices, while the other variables remain constaad,fdlows:

Group 2017 2016
1 (85 Other Other
Profit for the comprehensive  Profit for the comprehensive
period income period income
5% increase in securities prices 747 16,488 759 23,379
5% decrease in securities prices (747) (16,448) (759) (23,30)
Bank 2017 2016
1 (85 Other Other
Profit for the comprehensive  Profit for the comprehensive
period income period income
5% increase in securities prices 8 17,143 10 25,549
5% decrease in securities prices (8) (17,143) (20) (25,549)
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 exposiumesiding guidelines to limit portfolio concentration

DQG WKH HVWDEOLVKPHQW RI D &UHGLW &RPPLWWHH ZKLFK |
*URXSTV FUHGLW SROLF\ LV UBouhdd gtheBBm® G DSSURYHG E\ WKH

7KH %DQNTV D Q GdwpoltieseRaDIBK.V F

x Procedures for review and approval of loan/credit applications;

Methodology for the credit assessment of borrowers (corporate, SME and retail)
Methodology for the credit assessment of counterparties, issuers and insurance egmpani
Methodology for the evaluation of collateral,

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 aasdbdrop

WR WKH /HQGLQJ 'HSDUWPHQW ZKLFK LV UHVSRQVLEOH IRU V
SURGXFHG E\ WKH GHSDUWPHQWYV FUHGLW DQDO\WWV DUH E
FXVWRPHUTVY EXVLQHVYV DQG ILWND QB RDA HPHQ W U'MHEBO W PHIW T
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 loa application on the basis of submissions by the Lending Department and the Risk
ManagemenbDepartment.

X X X X
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Risk management, continued
Credit risk, continued

The Bank and the Group continuously monitor the performance of individual credit exposures and
UHJXODUO\ UHDVVHVVHY WKH FUHGLWZRUWKLQHVV RI LWV FXV
recent financial statements and other information submitted by the borrower, or otherwise obtained by
the Bank or the Group. Either independent appr@ise RPSDQLHYV RU WKH %DQNYV DQG
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 cstomer analysis, the credit portfols a wholeis 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 locktiothe analysis of
concentration of credit risk in respect of Loans and receivables from customers refer to Nofe DQ V
DQG UHFHLYDEOHY GXH IURP FXVWRPHUV’

7KH %DQNTY DQG WKH *URXSTV PD[LPXP H[SRVXUH WRBsisldJ HGLW
offsettingof assets and liabilities to reduce potential credit exposure is not significant.

Maximum credit risk exposure
Gross maximum credit exposure
Notes  Group Bank Group Bank

31 December 2017 2017 2016 2016
(851

Cash and balansawith the Bank of Latvia 16 875,883 875,856 836,961 836,920
Loans and receivables due from banks 18 462,7% 462,086 522,424 521,721
Loans and receivables due from customers, gro: 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

loss 17 14,988 157 16,081 682
Availablefor-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 assts 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 2,986,752 3,089,792 3,421,549 3,491,191
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Risk management, continued

Liquidity risk

Liquidity risk is the risk that the Bank drthe 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 asskdbibmnes 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 typesAn 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 oBig LRQV DV WKH\ EHFRPH GXH 7]
*URXSTV OLTXLGLW\ SROLFLHYV tPelCbundildftHeHBZih.G DQG DSSURYHG |

The Bank and the Group seek to actively support a diversified and stable funding base comprising debt
securities in issue, loAgrm and shofterm 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;

maintaining a diverse range of funding sources;

managing the concentration and pi®ff debts;

maintaining debt financing plans;

maintaining a portfolio of highly marketable assets that can elasilyadedas protection against
any interruption to cash flow;

X maintaining liquidity and funding contingency plans;

X monitoring balance shekquidity 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 f
business. The Treasury Department then provides for an adequate portfolio @&shditjuid assets

to be maintained, largely made up of skerm liquid trading securities, loans and receivables from
banks and other intdrank facilities, to ense that sufficient liquidity is maintained within the Bank and

the Group as a whole.

The daily liquidity position ignonitoredundera variety of scenarios covering both normal and more
severe market conditions is performed by the Treasury DepartiteiRisk Management Department
provide a regular liquidity stress testingder a variety of scenarios covering both normal and more
severe market condition&/nder normal market conditions, liquidity reports covering the liquidity
position of the Bank and ¢hGroup are presented to senior management on a daily basis. Decisions on
WKH %DQNYfVY DQG WKH *URXSTV OLTXLGLW\ PDQDJHPHQW DUH
Committee and implemented by the Treasury Department.

7KH SURFHVYV RI WKrkarfagerQeNtingludds BssedSrment 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-epdad, i.e. they have no contractual mayuaitd 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 effeetmaturity of such funds remaining in the accounts oBhek.

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 Baokgaltustomers

may receive deposits from the Bank at any time and without any penalties appbkeollowing table

provides a breakdown of demand deposits based on the time of their presence in the account, which does
not exceed 5 years.

X X X X
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