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

Rietumu Bank Group continued its successful development in 2016 and reached a net profit after tax of
EUR 82,3 million. The Group’s revenues are diversified between interest and commission and despite the
low interest rate environment the Group continued to operate very efficiently with a cost to income ratio of
32.9% and operating income per employee of EUR 168 thousand. The successful financial results were
supported by a major interna reorganization that resulted in three new board members joining our
management team. In addition, we made significant changes to the type of customer we target and adjusted
the existing customer portfolio in accordance to new customer policy adopted by the Bank.

Customer based approach

The Group offers a comprehensive range of banking products to corporate customers and high net worth
individuals. The Group has extensive experience in the EU and CIS countries and many of its customers
operate in Latvia, the Baltic States, Western Europe, Russia and other CIS countries. The Group
understands the business environments in both Western and Eastern Europe. These markets still represent
risks and challenges to many of our customers and with our approach of maintaining a close contact to our
clients we continued to successfully cooperate with our customers.

In 2016 Latvian anti money laundering legislation has been significantly expanded and the complexity of
vetting new and existing customers’ profiles and transactions has dramatically increased. Given the time
and effort involved with new compliance reality the Bank has decided to refocus our customer policy.
Under the new policy the Group has been focusing on larger privately owned businesses to which we can
offer a broader range of products. The number of staff in compliance has increased significantly during
2016 while the number of clients has fallen due to new customer policy.

The Group expanded the range of products offered to its customers such as various improvements in
payment solutions and technological advances such as card to card payments.

Changesto board and growth areas

Lending is supervised by a new board member and another new board member has been given the
responsibility of supervising problem exposures, collections and sale of repossessed collateral. By making
these changes we believe that employees involved in lending will focus more on new business development
opportunities.

As aresult of the uncertain environment in the region the Bank has scaled down its commercia lending in
the CIS. The Group focussed on industries that have not been significantly affected in times of crises and
made significant efforts to grow its trade finance, leasing and consumer finance businesses. By focussing on
these industries the Bank aso offered its customers new opportunities to develop their international
expansion. The Group will focus on lending development in trade finance as well as developing new
lending markets such as Ireland and the United Kingdom.

The Bank also appointed a board member that will be responsible to develop wealth management packages
that we offer to our client. We have combined the supervision of customer securities trading, asset
management and sales under the umbrella of the new board member. Total assets under management
reached EUR 729,710 thousand up from EUR 520,462 thousand in 2015. In addition the treasury function
will be the responsibility of this new board member. The Bank also continued to increase its bond portfolio
during 2016 to reach a total of EUR 778 million (2015: EUR 674 million). The income from this portfolio
in 2016 was EUR 17 million. The bond portfolio isinvested in a widely diversified range of bonds with an
average maturity of 1.67 years.
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Group Companies

The major non-banking companies include leasing and consumer finance companies, repossessed real estate
and other repossessed collateral maintenance companies and asset management and financial companies. It
is the Bank’s strategy as much as possible to fully integrate its subsidiaries into the Bank’s management
and control systems. The activities of Group companies are financed by the Bank via capital investments
and loans. In most cases the Bank owns 100% of the shares of its subsidiaries.

The Group fully owns an asset management company called Rietumu Asset Management that provides
asset management services to the Bank’s customers. The asset management company provides individual
portfolios for customers as well as investment into four Latvian registered funds.

The Group’s Belorussian leasing business focuses on industrial equipment leasing which contributed to the
Group’s profit in the amount of EUR 1.5 million for the year ended 31 December 2016. The Bank partly
owns and finances a consumer leasing company named InCredit Group SIA which is registered and
operates in Latvia. As of 31 December 2016, the net leasing portfolio of InCredit Group SIA was EUR 35
million and it contributed to the net profit after tax of the Group in the amount of EUR 1 million.

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

Pr ofitability

The Group's after tax profit attributable to the equity holders of the Bank for the year 2016 was EUR 80
million (2015: 69 million). The Group generated an after tax return on equity of 17.32% (2015: 17.5%) and
an after tax return on assets of 2.3% (2015: 1.9%).

Operating income reached EUR 181 million (2015: EUR 159 million) which represents an increase of 14%
from 2015. Net fee and commission income was EUR 41,1 million (2015: EUR 44.1 million). The Group’s
cost to income ratio was 33% for the year ended 31 December 2016 (2015: 34%). The Group’s goal is to
continue to maintain a cost income ratio of less than 40%. As aresult of increasing tax exempt income such
as income from listed securities, the effective income tax rate for the 2016 year was 7% (2015: 14%). The
cumulative result of the aboveis that the Group reached a pre-tax profit margin of 49% compared to 51% in
2015.

Assets

As at 31 December 2016 the Group's total assets were EUR 3,474 million. This represents a decrease of
8.4% compared to 2015. The Group follows a conservative approach to asset alocation and about 42% of
the Group’s assets invested in liquidity management portfolios. About 82% of the liquidity management
portfolio is invested in short term money market placement with large mainly European banks. The tenure
of these placementsis up to 7 days. The remaining 18% of the liquidity management portfolios are invested
in collateralized instruments with large and stable financial institutions and a short term bond portfolio. The
held to maturity portfolio was EUR 320 million as at 31 December 2016 compared to 2015 balance of EUR
221 million. The bond portfolio is primarily invested in corporate investment grade securities.

L oans and receivables due from customers represent about 30% of total assets. Since 2010 this ratio has not
exceeded 45% and the Bank does not plan that this ratio exceeds 45% in the nearest future. Loans and
receivables to customers have fallen to EUR 1,045 million compared to the balance of 2015 of EUR 1,102
million. This decrease is due decreases in Russian lending exposure. The commercial loan portfolio
represents about 89% of the total Bank’s loans of EUR 1,117 million and the effective average interest rate
for 2016 was 5.7%. Latvia, Russia and Belarus represent the largest commercia lending markets with real
estate management, financial services and transport representing the largest industries in the commercial
loan portfolio. The second largest category of lending is margin lending to customers against liquid
securities as collateral and this represents about 8% of the total loan portfolio. The effective average interest
rate for 2016 for margin loans was 4%.



Rietumu Banka AS
Annual report
for the year ended 31 December 2016

Funding, Equity and Expand Capital Base

Current accounts and deposits due to customers in amount of EUR 2,743 million decreased by 14%
compared to 2015. The fal in deposits occurred due to the economic downturn primarily in Russia as well
as a result of the new customer policy adopted by the Bank. Current accounts represented EUR 2,399
million or 87.5% of total current accounts and customer deposits. Current accounts can be withdrawn at any
time but they can be considered a relatively stable funding source as outlined in Note 4 d) Liquidity risk.
Term deposits amounted to EUR 344 million as at 31 December 2016 including EUR 111 million of
subordinated deposits. The average remaining tenor of term deposits is 2.3 years with the average effective
interest rate in 2016 of 2%. The average effective interest rate for subordinated depositsin 2016 was 5%.

Group total shareholders equity reached EUR 494 million as of 31 December 2016 representing an 8.1%
increase from 2015. Group Tier | and total capital adequacy capital adequacy ratios were 16.45% (2015:
13.06%) and 22.36% (2015: 19.2%) respectively.

2017 and Beyond

We believe that 2017 will continue to be very successful. We achieved our results while maintaining a
conservative asset allocation which we believe is the basis to continue our stable development. We owe our
success to our customers and business partners and the trust that they have placed in us. We are looking
forward to continue devel oping the Bank in 2017 successfully.

Statement on Corporate Governance published on Bank’ s website http://www.rietumu.lv/.



Financial results of the Group

2016
At year end (EUR’000)
Total assets 3,473,590
Loans and receivables due from customers 1,044,920
Current accounts and deposits due to customers 2,742,726
Total shareholder’s equity 493,874
For theyear (EUR’000)
Net profit before tax 88,748
Net profit after tax 82,337
Operating income 180,981
Ratios
Earnings per share (EUR) — basic and diluted
After tax 0.68
Before tax 0.74
Dividend per share (EUR) 0.19
Return on equity
Before tax 18.67%
After tax 17.32%
Return on assets
Before tax 2.44%
After tax 2.27%
Capital adequacy ratio 22.36%
Profit margin 49.04%
L oan portfolio to total assetsratio 30.08%

Number of employees 1,078
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2015 2014 2013

3,794,153 3,477,763 2,927,779
1,101,772 1,041,444 1,125,278
3,203,992 3,082,706 2,564,705

456,869 341,903 282,870
81,176 87,021 71,573
70,043 74,130 62,279

158,736 154,553 140,174

0.65 0.66 0.54
0.75 0.78 0.61
0.30 0.31 0.27

20.33% 27.86% 27.90%

17.54% 23.73% 24.28%
2.23% 2.72% 2.71%
1.93% 2.31% 2.36%

19.20% 18.96% 17.80%

51.14% 56.30% 51.06%

29.04% 29.95% 38.43%

1,037 968 893



Financial results of the Bank

At year end (EUR’000)

Total assets

L oans and receivables due from customers
Current accounts and deposits due to customers
Total shareholder’s equity

For theyear (EUR’000)
Net profit before tax

Net profit after tax
Operating income

Ratios

Earnings per share (EUR) - basic and diluted
After tax

Before tax

Dividend per share (EUR)

Return on equity
Before tax
After tax

Return on assets
Before tax
After tax

Capital adequacy ratio

Profit margin

Loan portfolio to total assets ratio
Number of employees

2016

3,465,604
1,116,873
2767739

471,546

86,509
80,300
170,212

0.73
0.79

0.33

19.13%
17.76%

2.39%
2.21%

22.61%
50.82%
32.23%

782
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2015 2014 2013
3,785,767 3,475,041 2,920,546
1,151,789 1,087,989 1,175,947
3,231,558 3,107,957 2,579,621

432,841 323,380 272,201
81,940 83,786 60,705
72,179 71,500 53,544

151,164 146,336 125,544

0.65 0.66 0.54
0.75 0.78 0.61
0.30 0.31 0.27
21.67% 28.14% 24.45%
19.09% 24.01% 21.57%
2.26% 2.62% 2.31%
1.99% 2.24% 2.04%
19.43% 18.91% 18.49%
54.21% 57.26% 48.35%
30.42% 31.31% 40.26%
769 758 689
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STATEMENT OF MANAGEMENT RESPONSIBILITY

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

The separate and consolidated financial statements on pages 16 to 118 are prepared in accordance with
source documents and present fairly the financial position of the Bank and the Group as of
31 December 2016 and the results of their operations and cash flows for the year ended 31 December 2016.

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

The Management of Rietumu Banka AS is responsible for the maintenance of proper accounting records,
the safeguarding of the Bank’s and the Group’ s assets and the prevention and detection of fraud and other
irregularities in the Bank and in the Group. The Management is also responsible for operating the Bank in
compliance with the Law on Credit Institutions, regulations of the Finance and Capital Markets
Commission and other legislation of the Republic of Latvia.

On behalf of the Management of Rietumu Banka AS:

&

/

Membef of the Board
Rolf Payl Fuls

27 February 2017
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During the year and as of the date of the signing of the financial statements:

The Council of Rietumu Banka

1 January 2016 — 31 December 2016

Date of appointment and

Name Position current term

Leonids Esterkins Chairman of the Council 25/09/97 (27/03/15-27/03/18)
Arkadijs Suharenko Deputy Chairman of the Council 25/09/97 (27/03/15-27/03/18)
Brendan Thomas Murphy Deputy Chairman of the Council 07/09/05 (27/03/15-27/03/18)
Dermot Fachtna Desmond Member of the Council 07/09/05 (27/03/15-27/03/18)
Alexander Gafin Member of the Council 25/03/10 (27/03/15-27/03/18)
Vaentins Blugers Member of the Council 25/03/11 (27/03/15-27/03/18)

The Board of Directors
1 January 2016 — 4 October 2016

Name Position Date of appointment

Alexander Pankov Chairman of the Board, President 04/07/06 (04/10/13-04/10/16)
Ruslans Stecjuks Member of the Board, First Vice President 18/10/10 (04/10/13-04/10/16)
Jevgenijs Djugajevs Member of the Board, Senior Vice President 18/10/10 (04/10/13-04/10/16)
Ilja Suharenko Member of the Board, Senior Vice President 18/10/10 (04/10/13-04/10/16)
Rolf Paul Fuls Member of the Board, Senior Vice President 26/11/10 (04/10/13-04/10/16)
Renats L okomets Member of the Board, Senior Vice President 10/12/12 (04/10/13-04/10/16)

4 October 2016 — 31 December 2016

Date of appointment and

Name Position current term

Alexander Pankov Chairman of the Board, President 04/07/06 (05/10/16-04/10/19)
Ruslans Stecjuks Member of the Board, First Vice President 18/10/10 (05/10/16-04/10/19)
Rolf Paul Fuls Member of the Board, First Vice President 26/11/10 (05/10/16-04/10/19)
Jevgenijs Djugajevs Member of the Board, Senior Vice President 18/10/10 (05/10/16-04/10/19)
Ilja Suharenko Member of the Board, Senior Vice President 18/10/10 (05/10/16-04/10/19)
Natalja Perhova Member of the Board, Senior Vice President 05/10/16-04/10/19

Jelena Burgja Member of the Board, Senior Vice President 05/10/16-04/10/19

Alexander Voloshin Member of the Board, Senior Vice President 05/10/16-04/10/19
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Independent Auditors’ Report
To the shareholders of AS Rietumu Banka

Report on the Audit of the Separate and Consolidated Financial Statements

Our Opinion o0 the Separate and Coneslidated Financal Statements

We have audited the accompanying separata financial staterments of AS Rieturnu Banka
{"tha Bank") and accompanying consolidated financial statements of the Bank and its
subsidiaries ("the Group”) setl out on pages 16 to 118 of the accompanying separate and
consalidated Annual Report, which comprise:

the separate and consolidated statement of financeal position as at 31 December 2016,
® tha saparate and consolidated siatement of prafil or loss and other comprahensive
income for the year then ended,
* tha separate and consolidated statement of changes in equity for the year then ended,
the separate and consalidatad staternent of cash flows for the year then ended, and

the notes to the separate and consolidated finencial statements, which include &
summary of significant accounting policies and other explanatary nates,

In cur opinion, the accompanying separate and consolidated financial statements give a true
and fair weaw of the separate and consolidated financial position of the Bank and the Group,
respectively. as at 31 December 2018, ard of their separate and consclidated financial
performance and thair separate and consolidated cash fiows for tha year then ended in
accordance with International Financial Reporting Standards {IFRS) as adopted by the
Eurcpean Union

Basiz for Opinian

in accordance with the ‘Law on Audit Services” of the Republic of Latvia we conductad our
audit in accordance with International Standards an Auditing adopted in the Republic of Laivia
iSAsl Cur responsibilities under those standards are further described in the Aoditors’
Responsibiity for the Audit of the Separate and Consolidaled Financial Statements section
of our report,

Wa are independent of the Bank and Group In accordance with tha international Ethics
Standards Board for Accountants’ Code of Ethics for Frofessional Accountants {IESBA Coda)
and indapandence requirements included In tha Law on Audit Senvices’ of the Republic of
Latvia that are relevant to our audit of the separate and consolidsted financial statements in
tha Republic of Latvia. Wa hava also fulfilled our other professional ethics responsibilities
and objectivity reguirements in accordance with the |[ESBA Code and the “Law on Audit
Sarvices' of tha Republic of Latvia,

We believe that the audit evidence we have obtained is sufficient and appropriate to provida
8 basis for our apinion

Koy Audit Matters

Kay audil matters are thosa matters that, in our professional judgment, wera of most
significance in our audit of the separate and consolidated financial statements of the current
penad. These matters wera addressed in the context of our audit of the separate and

EPMG Bl S18, 8 Libaih bivelie! Rdy G2impain o8l &
meeemitag? e ol the KPAIO rrtertibl al sredgranabedi b
ferme: pFBaied widh EPSG Inierneticnal Coopsrstes (WG
irmmuatmre S, § Swies ety
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consolidated financial statements as a whale, and in forming our opinion thereon, and we do
not provide a saparate opinion on thasa malles.

We have determined the matters described below to be the key awdit matters to be

cammunicatad in our raport,

Impairment of loans (Consclidated and separate financial statements)

Key audit matier

Or response

The carmyng amount of loans in the consolidated
financial statarments as at 371 December 2016: EUR
1 M5 me wmpairment losses recognised in 2006;
EUR 32 my total impairment foss ag at 31 Decambar
2016: EUR 84 m. The camwng amounts of loans in
saparate financial statements at 31 Dacamber 2076;
EUR T 117 rm; impairment fossas recognised in
2016: EUR 33 my tofal imparmen! loss as at 3
Dacember 2006 ELUR 108 m

VWa refer to the financial statements: Note 3 (1 and
3 W faccounting policy), Notes 13 and 19 (financial
discipsures),

The Bank and athar entities within tha Group offar a
variety of loan products issued to corporate clients
and indwiduals. Tha Group and tha Bank have a
significent  exposure 1o borowers  in foreign
jurisdictions, mcluding those in tha CIS countries,
which have a recent history of depressed economic
activity.

Individua! impairment allowancas recognized by the
Bank and ather entitles within the Group mostly
relate to large, individuslly monitored exposures.
The assessmant & thaefora based on the
knowledge of each individual borroweer and often on
astimation of the far valua of the related collateral.
The Bank does not recognize collective aliowances
as all exposures are menitared individually.

Callective mpairment assessed by other entities
within the Group. are predominantly relsted to
consumear lpan and leasing portfolio exposuras and
reflect both already existing known credit losses and
also losses that have been incurmad but are not yet
identifisble on an  individual exposure  level.
Collactive impairment is estimated mainly bazed on
historical pattern of losses and changes in loan risk
characteristics based on gualitativa indicators.

We identified this area as a significant risk during our
audit because recognition of allowancas for loan
impairmant is associated with significant estimation

Cur audit procedures included, amaong others:

= assessing and testing of controls over the
approval, recording and monitaring of loans,
identification of loss events, determination of
loan collateral fair valuas and the calculation of
the impairment allowances,

For individually caloulated impairment:

» For a sample of loans with hegher risk
charactaristics, such as inghidually significant
exposures 1o related-party  bDorrowers,
restructured or Cle-based axposuras, chtically
assessing, by reference to the underlying koan
filas, and through discussion with loan officers
and credit risk management personnal, the
axistance of any impairnant riggers as at 31
Decembear 2016;

o ‘Where impairment triggers had  been
idantified, chalienging the cash flow
projections, including key assumptions used,
such as discount rates, collateral values (using
our own valuation specialistsl,  This included,
where applicable, assessing collatera! sales
costs and sales periods used in the forecssts
of future cash flows provided 25 3 basis for the
assassmant af loan impatmeant.

For colkective impairment;

o Tasting the underlying collective impairment
models, incleding backiesting, assess:ing the
complaterass and accuracy of undarlying data,
and Bssessing the key paramaters such as the
impairments allowarce rates,;

s Whera maodel adjustments were made to
raflect racant loss experience and current
market conditions, critically assessing the
appropriatenass of any such adjustments,

11
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uncartainty as it requires tha managament o
exercise  judgment and  develop complex and
subjactive assurnptions aboul both the timing of
recognition and the amounts of such impairent.

Valuation of investrnent properties (Consolidated financial statements)

Key audit matter

Our regponsa

The carnyng amount of invesiment properties in the
consolidared  financisl  statements as  ar 31
December 2016 EUA 81 m1

We refar 1o tha financial statements: Note 3 (o 2na
3 il faccounting  poficyl, Notes 28 (financial
disclosuras).

Inwestment property is held either to eam rental
income or for capital appreciation or for both. The
Group's investment property is represented by
repossessad real estate, which it measures at its fair
valua, with all changes therein recorded in profit or
loss,

The waluation of the Group's investment properties
inviolves significant judgaments and estimatas mada
by tha management using the input from the
extarnal valuation specialists, particularly in ralation
o sensitivity of assumptions regarding discount
ratas, cash flow projections and comparable market
transactions.

Cur proceduras included, among othars:

* based on our understanding of the Group's
approach  to wvaluation  of  investment
propartias, assessing the applied wvaluation
methodelogy  against  relevant  financial
reporting standards;

s« agreeing the fair values determined by the
Group's external waluation exparts (o the
Group's accounting records;

* using our owvn intermal valuation specialists,
chatlenging, on a sample basis, the valuation
mathods and key assumptions applied by the
Group's extemal experts, including those in
respect of discount rates, reversionary cap
rates, cash flow projections and comparable
market transactions;

» performing a sensitivity analysis in respact of
the above key assumplions to evaluate tha
affects of their potential changes on the fair
walues,

Reparting on Other information

The Bank's and Group's management is responsible for tha ather information. The other
information comprses:

®  tha Managament Report, as sat out on pages 3 to 7 of the accompanying separate and
consalicated Annual Report,

& tha Staterment on Managermant Responsibility, 25 set out on page 8 of tha accompanying
separate and consclidated Annual Report,

& the Statement of Comporate Governanca, set out in separate statement prepared by
Bank's and Group's managament and available on  Bank's  wabsite
hittpe e rigturnu, by

Our opinion on the separate and corsclidated financial staterments does not cover the olhar
information included in the separate and consclidated Annual Beport, and we do not express
any form of assurance conclusicn thereon, except &5 described in the Other Reporiing
Responsibilities in Accordence with the Legisiation of the Repubiic of Latvia section of our

repor,

12
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In connection with ocur audit of the ssparste and consclidated financial statements, our
rasponsibility is to read tha other information and, in doing so, consider whethaer the cther
infarmation is materially inconsistent with the separate and consolidated financial
statemants or our knowladge obtained in the audit or otherwise appears 1o be matesially
misstated,

If, based an the work we have performed and in light of the knowledge and understanding
of the Bank, Group and thair anvironment chtained in the course of our audit, we conclude
that there is @ material misstaterment of this other infarmation, we are required o report that
fact. We have nothing to report in this regard.

Cther Reporting Responsibilities in Accordance with the Legisiation of the Republic of Lalvia

In addition, in accordance with the "Law on Audil Sarvices' of the Republic of Latvia with
respect to the Management Report, our responsibility is to consider whether the
Management Heport is prepared in accordance with the Financial and Capital Market
Commission reguirements - regulation No. 46 "Regulations on the Preparation of Annual
Beports and Annual Consolidated Accounts for Banks, Investmnent Brokerage Firms and
Investment Management Companies’

Basad solaly on the work required 1o ba undertaken in the course of our audit, in our Gainian:

o the information given in the Management Repart for the financial year for which the
separate and consolidated financial staternents are prepared is consistent with the
financial statermeants; and

= the Management AReport has been prepared in accordancea with the Financial and
Capital Markat Commission requirements — regulation Mo, 46 'Regulations on the
Freparation of Annual Aeports and Annual Consolidated Accounts for Banks
irvestrmant Brokarage Firms and Investment Management Companes’,

In accordance with the Law on Awdit Services of the Republic of Latvia with raspect to the
Statement of Corporate Governance, our responsibility is 1o consider whether the Staterment
of Corporate Governance includes the information required in section B6. 2, third paragraph,
clause 1 of the "Financial Instrumants Market Law’ of the Rapublic of Latvia.

I our apintan, tha Statement of Corporate Governance includes the information required in
saction 56,2 third paragraph, clause 1 of the ‘Financial Instruments Market Law' of the
Republic of Latvia.

Responsbiities of Managemant and Those Chenged with Governanos for the Separate and
Consolidated Finencial Statements

Management is responsinle for the praparation of the separate and consolidated financial
statements Lthat give a true and fair view in accordance with IFASs as adopted by the
European Union and for such internal control as management determines is necessary to
anable tha preparation of separate and consolidated financial statements that ara free from
material misstatemant, whather due to fraud or eror.

In preparing tha separate and consolidatad financal statements, management is responsibie
for assessing the Bank's and Group's ability to continue a3 a geing concern, disclosing, as
applicable, matters related to gaing concearn and using the geing concern basis of accounting
unbess managament either intends to liquidate the Bank and Group or 1o cease oparations,
or has no realistic altemative but to do so.

13
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Thosa charged with governance are responsible for owverseaing the Bark's and Group's
financial reporting process.

Auditors” Responsibility for the Audit of the Separate and Caonsofidated Financial Statements

Qur chiectives arg to obtain reasonsble assurance about whather the separate and
conzclidated financial statements as a whole are frea from material misstatermant, whether
due to fraud or ermor, and to issue an auditors’ report that includes our opinion. Reasonabie
assurance s a high level of assurance, but is not a guarantesa that an aedit conducted in
accordance with 1SAs will always detacl a material misstatement whan iU exists.
Misstatemnents can arise from fraud or error and are considerad material if, individually or in
the aogregate, thay could reasonsbly be expectad to influence the economic dacisions of
users taken on the basis of these separate and consolidated financial statements,

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

® |dentify and assess the risks of matenal misstatement of the separata and consolidated
financial statements, whether dua to fraud or error, design and perform audit procadures
responsive to those risks, and obtain audit evidence that s sufficient and appropriate 1o
provide a basis for our opimion. The risk of not detecting & material misstatamant
resulting from fraud is higher than for one resulting fram errar, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the overide of intemal
contra,

*  Dbtain an understanding of intermnal control relevant to the audit in order 10 design audit
proceduras that are appropriate in the circumstances, but not for the purpose of
expressing an opinion an the effectiveness of the Bank's and Group's internal cantrol.

¢ Ewvaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by managermsni.

s« Conclude on the appropristeness of manageamant's use of the going concarn basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
gxists related to events or conditions that may cast significant doubt on the Bank's and
Grown's ability to continua as a ooing concerm. I wea conclude that a material uncertainty
exists, wa are required (o draw attention in our auditors’ repart to tha related disciosures
in the separate and consolidated financial statermants o, T such digclosures are
inadequate, to modify our opinicn. Our conclusions are based on the audit evidence
obtained up to the date of our auditors’ repart. However, future evants or conditions may
causa tha Bank and Group 1o cease to continue as a going cancem.

¢ Evaluate tha overall presentation, structura and cartant of tha separate and consclidated
financial statements, including the disclosures, and whether the separate and
consolidatad financial statements reprasent the urdarlyving transactions and evenis Ina
manner that achieves a fair presentation

s Dblain sufficlant appropriate audit evidence ragarding tha financial information of tha
entities or business activities within the Group to express an opinion on the consolidated
financial stataments. W are responsible for tha direction, suparvision and perfermance
of the group audit. We remain sokely responsible for our audit opinion.

We communicate with those charged with governanca regarding, among other matters, the
planned scope and timing of the auedit and significant awdit findings, including any significant
deficiencies in intarnal cantral that we idantity during our audit.
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Rietumu Banka AS
Annual report
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KPMG

We also provide those charged with governance with a statement that we have complisd
with relevant ethical requiremants regarding independance, and to communicate with them
gl relationships and other matters that may reasorably be thought ta bear an our
independence, and whera applicable, related safeguards,

From the mattars communicated with those charged with govemanes, wa delarming thosa
matters that were of most significanca in the audit of the separate and consclideted financial
staterments of the current period and are therefore the key audit matters. We describe these
matters in our auditors’ report uniass law or regulation preciudas pubdic disclosure about the
matter or when, in exiremely rare circumstances, we determing that a matter should not be
communicatad in-our report because the adverse conseguences of doing so would
reasonably be axpacted to sutweigh the public interest benefits of such communication

The responsinle certified auditor on the audit resulting in this independent auditors” report is
Valda LEane,

KPRG Baltics S1A
Licenca Mo 66

. ke
Ondrej Fikrle == i
f I'lel ."{aﬁ

Partner pp KPMG Batltics 514 lda UEana
Riga, Latvia Sweorn Auditor
27 February 2017 Cartificata Ma 4
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Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2016

SEPARATE AND CONSOLIDATED STATEMENT OF PROFIT OR LOSSAND OTHER
COMPREHENSIVE INCOME

For theyear ended 31 December 2016

2016 2016 2015 2015
000 EUR 000 EUR 000 EUR 000 EUR
Note Group Bank Group Bank
Interest income 6 100,451 90,854 106,489 98,965
Interest expense 6 (22,096) (21,405) (23,331) (22,635)
Net interest income 78,355 69,449 83,158 76,330
Fee and commission income 7 68,981 68,646 69,503 69,172
Fee and commission expense 8 (27,886) (27,817) (25,379) (25,488)
Net fee and commission income 41,095 40,829 44,124 43,684
Net gain/(loss) on financia instruments at
fair value through profit or loss 9 1,867 8 (1,141) (187)
Net foreign exchange gain 10 22,736 22,662 23,740 24,386
Net realised gain on available-for-sale
assets 11 32,387 32,385 458 458
Share of losses of equity accounted
investees (net of income tax) 1% - @ -
Other income/(expense) 12 4,555 4,879 8,398 6,493
Operating income 180,981 170,212 158,736 151,164
I mpairment losses 13 (32,728) (37,919) (23,791) (22,980)
General administrative expenses 14 (59,505) (45,784) (53,769) (46,244)
Profit beforeincome tax 88,748 86,509 81,176 81,940
Income tax expense 15 (6,411) (6,209) (11,133) (9,761)
Profit for the period 82,337 80,300 70,043 72,179
Attributableto:
Equity holders of the Bank 80,088 69,415
Non-controlling interest 2,249 628

The separate and consolidated statement of profit or loss and other comprehensive income is to be read
in conjunction with the Notes to, and forming part of, the separate and consolidated financial statements
set out on pages 25 to 118.

)
7
/

Y/

Memb,elr‘(ﬁ;;fhe Board
Rolf Fagal-Fuls

27 February 2017
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Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2016

SEPARATE AND CONSOLIDATED STATEMENT OF PROFIT OR LOSSAND OTHER
COMPREHENSIVE INCOME

For theyear ended 31 December 2016 2016 2016 2015 2015
'"000EUR 'O0OOEUR 'OOOEUR  ’'000 EUR

Note Group Bank Group Bank

Profit for the period 82,337 80,300 70,043 72,179

Other comprehensiveincome
Itemsthat are or may be reclassified to profit or

loss

Foreign currency translation differences for

foreign operations (1,554) - (1,560) -

Other reserves - net change - - 3 -

Available-for-sale financial assets — net change

infar value (21,104) (20,300) 28,444 28,191

Related tax 15 (343) (343) (156) (156)
(23,001) (20,643) 26,731 28,035

Other comprehensiveincome for the period (23,001) (20,643) 26,731 28,035

Total comprehensiveincome for the period 59,336 99,657 96,774 100,214

Attributableto:

Equity holders of the Group 57,087 96,146

Non-controlling inter est 2,249 628

The separate and consolidated statement of profit or loss and other comprehensive income is to be read
in conjunction with the Notes to, and forming part of, the separate and consolidated financial statements
set out on pages 25 to 118.

Membép/of the Board
Rolf Paul'Fuls

#

27 February 2017
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Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2016
SEPARATE AND CONSOLIDATED STATEMENT OF FINANCIAL POSITION

31 Dec 2016 31Dec2016 31 Dec2015 31 Dec 2015

Asat 31 December 2016 Note 000 EUR 000 EUR 000 EUR 000 EUR
Group Bank Group Bank
Assets
Cash and balances with the Bank of
Latvia 16 836,961 836,920 881,868 881,816
Financia instruments at fair value
through profit or loss 17 17,052 1,333 16,439 1,166
L oans and receivables due from banks 18 522,424 521,721 841,210 840,803
Loans and receivables due from
customers 19 1,044,920 1,116,873 1,101,772 1,151,789
Reverse repo 37 93,435 93,435 88,566 88,566
Available-for-sale assets 20 467,584 510,978 484,064 529,789
Non-current assets held for sale 124 - 50 -
Held-to-maturity investments 21 319,574 315,848 220,510 217,901
Investmentsin subsidiaries 22 - 28,381 - 28,882
Equity accounted investees 23 7 - 21 -
Investment property 26 91,299 10,687 82,968 8,447
Property and equipment 24 45,488 7,943 46,492 8,150
Intangible assets 25 4,602 2,822 4,005 2,910
Current tax asset 6,064 5,699 3,625 3,218
Deferred tax asset 32 259 - 376 -
Other assets 27 23,797 12,964 22,187 22,330
Total Assets 3,473,590 3,465,604 3,794,153 3,785,767

The separate and consolidated statement of financial position is to be read in conjunction with the Notes
to, and forming part of, the separate and consolidated financial statements set out on pages 25 to 118.
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Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2016

SEPARATE AND CONSOLIDATED STATEMENT OF FINANCIAL POSITION

31Dec2016 31Dec2016 31Dec2015 31 Dec 2015
Asat 31 December 2016 Note 000 EUR 000 EUR 000 EUR 000 EUR
Group Bank Group Bank

Liabilitiesand Shareholders Equity
Financial instruments at fair value

through profit or loss 17 442 442 19 19
Dueto Bank of Latvia 120,000 120,000 - -
Deposits and balances due to banks 28 34,096 33,957 50,390 49,710
Current accounts and deposits due to

customers 29 2,742,726 2,767,739 3,203,992 3,231,558
I ssued debt securities 30 57,809 57,985 55,784 56,785
Current tax liability 222 - 102 -
Deferred tax liability 32 3,110 933 3,246 191
Other liabilities and accruals 31 21,311 13,002 23,751 14,663
Total Liabilities 2,979,716 2,994,058 3,337,284 3,352,926
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 1,340 - 1,364 -
Fair value reserve 33 1,805 4,734 23,252 25,377
Currency trandation reserve (3,071) - (1,517) -
Other reserves 33 106 23 106 23
Retained earnings 257,517 245,330 198,357 185,982
Total Equity Attributableto Equity

Non-controlling I nterest 14,718 - 13,848 -
Total Shareholders Equity 493,874 471,546 456,869 432,841
Total Liabilitiesand Shareholders

Equity 3,473,590 3,465,604 3,794,153 3,785,767

The separate and consolidated statement of financial position is to be read in conjunction with the Notes to, and
forming part of, the separate and consolidated financial statements set out on pages 25 to 118.

/A

Mémbet 6f the Board
Rolf Pagl Fuly/

27 Fegmary 2017
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SEPARATE AND CONSOLIDATED STATEMENT
OF CASH FLOWS
For theyear ended 31 December 2016

CASH FLOWS FROM OPERATING ACTIVITIES
Profit before income tax

Amortisation and depreciation

(Gain)/loss from sale of investment property

Negative goodwill write-off

Revaluation of investment property

Share of loss of equity accounted investees

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

Impairment losses

Increasein cash and cash equivalents before changesin
assets and liabilities, asaresult of ordinary operations

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

Decrease in loans and receivables due from banks — term
deposits

Note

24,25

13

(Increase)/decrease in loans and receivables from customers

(Increase)/decrease in receivable under reverse repurchase

agreements

Increase in available-for-sale assets
(Increase)/decrease in other assets
Increase/(decrease) in derivative liabilities
Increase/(decrease) in term deposits due to banks

Increase/(decrease) in deposits from non-banking customers

Increase in amounts payable under repurchase agreements

(Increase)/Decrease in non-current assets held for sale
Increase/(Decrease) in other liabilities and accruals

I ncrease/(Decrease) in cash and cash equivalentsfrom
operating activities befor e cor por ate income tax

Corporate income tax paid

Net cash and cash equivalents from operating activities

CASH FLOWSFROM INVESTING ACTIVITIES

Purchase of property and equipment and intangible assets

Proceeds from sale of property, plant and equipment and
other assets

Increase in equity investmentsin other entities and
acquisition of subsidiaries

Acquisition of investment property

Proceeds from sales of investment property

Increase in held-to-maturity financial assets
(Acquisition)/sale of non-controlling interest

Cash and cash equivalentsused in / from investing
activities

24,25

26

Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements

for the year ended 31 December 2016

2016 2016 2015 2015
000 000 000 000
EUR EUR EUR EUR
Group Bank  Group Bank
88,748 86,509 81,176 81,940
3,947 1,850 3,681 1,820
42 - (49) -

98 - 33 -
6,124 (217) (744)  (1,626)

14 - 1 -

(35) (13 24 (75)

(6) - (171) -
32,728 37,919 23791 22,980
131,660 126,048 107,295 105,039
(613) (167) (4,881 3,975
2,230 2,187 197,311 197,311
25,330 2,087 (81,816) (84,619)
(4,869) (4,869) 64,669 64,669
(4,624) (5,092) (355,428) (356,899)
(3,496) 7,621  (4,559) (5,043)
423 423 (142) (142)
(10,372) 846  (2,971) -
(461,347)  (463,819) 120,865 123,086
120,000 120,000 - -
(74) - 58 -
(2,989) (1,660) 7,112 3,855
(208,741)  (216,395) 47,513 51,232
(9,220) (8,292) (15,303) (14,315)
(217,961)  (224,687) 32,210 36,917
(3,748) (2523) (2,588)  (1,722)

- - 160 -

(21) (82) (1,291) (48)
(3,807) (201) (4,567)  (1,415)

- 2,625 -

(99,064) (97,947) (127,685) (128,093)
(546) - 9,584 -
(107,186)  (100,753) (123,762) (131,278)

The separate and consolidated statement of cash flows is to be read in conjunction with the Notes to,
and forming part of, the separate and consolidated financial statements set out on pages 25 to 118.
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Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2016

SEPARATE AND CONSOLIDATED STATEMENT OF
CASH FLOWS

For the year ended 31 December 2016

CASH FLOWSFROM FINANCING ACTIVITIES

Sharesissued
Share premium

Decrease in other reserves

Issued debt securities
Dividends paid

Cash and cash equivalents used in/from financing

activities

Net cash flow for the period

Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

2016 2016 2015 2015

Note 'O00 EUR 000 EUR '000 EUR '000 EUR
Group Bank Group Bank

- - 8,073 8,073

- - 18,661 18,661

- - 2 -

2,025 1,200 36286 37,287
(21,785) (20,952)  (18,075) (17,487)

(19,760) (19,752) 44947 46,534

(344,907) (345192) (46,605) (47,827)

1,651,735 1,651,276 1,698,340 1,699,103
34 1,306,828 1,306,084 1,651,735 1,651,276

The separate and consolidated statement of cash flows is to be read in conjunction with the Notes to,
and forming part of, the separate and consolidated financial statements set out on pages 25 to 118.

7
p

27 February 2017

T
; 4/
Vil & s
Membe fof_,thef,-‘Board
Rolf Pdul Fulg
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Rietumu Banka AS

Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2016

GROUP CONSOLIDATED STATEMENT OF CHANGESIN THE SHAREHOLDERS

EQUITY

For theyear ended 31 December 2016

Balance at
1 January 2015

Attributable to Equity Holders of the Bank

Share

Fair

capital premium nreserve reserve

'000
EUR

000

EUR 000 EUR

000
EUR

Foreign
currency

Share Revaluatio value trandation

reserve

000 EUR

Other
reserve
s
000
EUR

Retained
earnings
000
EUR

Total
000
EUR

Non-
controlli

ng Total

interest Equity

'000
EUR 000 EUR

160,843 33,882

1,387

(5,036)

43

104

146,405 337,628

4,275 341,903

Transactions with shareholdersrecorded directly in equity

Dividends paid
Preference share
issued

Share premium
received

8,073 -

- 18,661

Transactions with non-controlling interest

Dividends paid to

non-controlling

interest shareholders

Transactions with
thirds parties related

to units of funds

controlled by Group

Change in ownership interests

Purchase of
subsidiaries with
non-controlling
interest

Comprehensive income

Profit for the current

year

Other comprehensive
income (Note 33)

Other
Depreciation of

revalued property
Other reserve transfer

Balance at

31 December 2015

(24)

28,288

(1,560)

@

(17,487) (17,487)
8,073

18,661

69,415 69,415

26,731

24 -

- (17,487)
- 8073
- 18661
(588)

(588)

9,584 9,584

(59)

628

168,916 52,543

1,364

23,252

(1,517)

106

198,357 443,021

13,848 456,869

The Group consolidated statement of changes in the shareholders equity is to be read in conjunction
with the Notes to, and forming part of, the separate and consolidated financia statements set out on

pages 25 to 118.
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Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2016

GROUP CONSOLIDATED STATEMENT OF CHANGESIN THE SHAREHOLDERS
EQUITY
For theyear ended 31 December 2016

Attributable to Equity Holders of the Bank

Foreign

Fair  currency

Share Revaluation value trandation
premium reserve reserve reserve

'000

Non-
controlling Total
interest  Equity
000

Other Retained
reserves earnings Total

'000 '000

Share
capital
000

EUR 'OOOEUR ’'000 EUR

Balance at

EUR 000 EUR ’'000 EUR

EUR

EUR 000 EUR EUR

168,916 52,543 1,364 23,252

1 January 2016

(1,517)

106

198,357

443,021 13,848 456,869

Transactions with shareholders recorded directly in equity
Dividends paid - - - -

Transactions with non-controlling interest
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 (Note

33) -

Other
Depreciation of
revalued property -
Balance at
31 December

- (21,447)

(24) -

(1,554)

(20,952)

80,088

24

(20,952) - (20,952)

- (833) (833

- (546) (546)

80,088 2,249 82,337

(23,001) - (23,001)

168,916 52,543 1,340 1,805

2016

(3,071)

106

257,517

479,156 14,718 493,874

The Group consolidated statement of changes in the shareholders equity is to be read in conjunction
with the Notes to, and forming part of, the separate and consolidated financia statements set out on

pages 25 to 118.
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Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2016

BANK’S SEPARATE STATEMENT OF CHANGESIN SHAREHOLDERS EQUITY
For theyear ended 31 December 2016

Share Share Revaluation  Fair value Other Retained Total

capital  premium reserve reserve reserves earnings  equity

000 000

'000EUR 'O0OOEUR 'OOOEUR  '0OOOEUR ’'000 EUR EUR EUR

Balance at 1 January 2015 160,843 33,882 - (2,658) 23 131,290 323,380

Transactions with shareholders recorded directly in equity

Dividends paid - - - - - (17,487) (17,487)
Preference share issued 8,073 - - - - - 8,073
Share premium received - 18,661 - - - - 18,661

Total comprehensive income
Profit for the period - - - -

72,1719 72,179

Other comprehensive income - - - 28,035 - - 28,035
Balance at 31 December

2015 168,916 52,543 - 25,377 23 185,982 432,841
Transactions with shareholders recorded directly in equity

Dividends paid - - - - - (20,952) (20,952)
Comprehensive income

Profit for the period - - - - - 80,300 80,300
Other comprehensive income

(Note 33) - - - (20,643) - - (20,643)
Balance at 31 December

2016 168,916 52,543 - 4,734 23 245,330 471,546

The Bank’s separate statement of changes in shareholders’ equity is to be read in conjunction with the
Notes to, and forming part of, the separate and consolidated financial statements set out on pages 25 to
118.

—
‘-;

/]
Membef of the Board
Rolf}{aul Fuls

27 February 2017
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1

Background

Principal activities

Rietumu Banka AS

Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2016

These separate and consolidated financial statements include the financia statements of JSC
“Rietumu Banka” (the “Bank”) and its subsidiaries (together referred to as the “ Group”).

JSC “Rietumu Banka’ was established in the Republic of Latvia as a Joint Stock Company and was
granted it's genera banking license in 1992. The principa activities of the Bank are deposit taking
and customer accounts maintenance, lending, issuing guarantees, cash and settlement operations and
operations with securities and foreign exchange. The activities of the Bank are regulated by the Bank
of Latvia and the Financial and Capital Market Commission (“FCMC”) of the Republic of Latvia
The registered address of the Bank’'s head office is Vesetas street 7, Riga, Latvia. The average
number of people employed by the Group during the year was 1,078 (2015: 1,037) and by the Bank

782 (2015: 769).

Principal subsidiaries of the Group (total assets exceeds of EUR 5,000 thousand)

Name Country of incorporation Principal activities Ownership %
31 Dec 31 Dec
2016 2015
Stasinou Str.1, Mitsi Building 1, 2™
. floor, Flat/office 5, Plateia . . . 0 o
RB Securities Ltd Eleftherias, P.C.1060, Nicosia, Financia services 99.99% 99.99%
Cyprus
RB Investments SIA Vesetas Str.7, Riga, Latvia Investments 100% 100%
Rietumu Leasing Ltd Odoevskogo Str.117, 6™ floor, Leasing company 100% 100%
office 9, Minsk Belarus
RB Opportunity Fund | Vesetas Str.7, Riga, Latvia Investments 100% 100%
Vesetas 7 SIA Vesetas Str.7, Riga, Latvia Real estate operating  100% 100%
Overseas Estates SIA Vesetas Str.7, Riga, Latvia Terminal 100% 100%
M 322 SIA Vesetas Str.7, Riga, Latvia Real estate operating  100% 100%
INCREDIT GROUP SIA Krisiana Barona Str.130, Riga, Customer lending 51% 51%
Latvia
K1 Nekustamieipasumi SIA Vesetas Str.7, Riga, Latvia Real estate operating  100% 100%
Kl Zeme SIA Vesetas Str.7, Riga, Latvia Readl estate operating  100% 100%
Devindesmit sesi SIA Juras str. 56, Jurmala, Latvia Hotel 100% 100%
RAM Fund-Fixed Income High Vesetas Str.7, Riga, Latvia Investments 67.36% 57.90%
Yield USD
RAM Fund-Fixed Income Vesetas Str.7, Riga, Latvia Investments 34.37% 35.58%
Investment Grade USD
RAM Cash Reserve Fund USD Vesetas Str.7, Riga, Latvia Investments 93.18% 99.56%

Ekoagro SIA

Vesetas Str.7, Riga, Latvia

Real estate operating

100%
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Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2016

2 Basisof preparation

(@) Statement of compliance

The accompanying separate and consolidated financial statements have been prepared in accordance
with International Financial Reporting Standards as adopted by the European Union (“EU IFRS"), and
regulations of the Financial and Capital Market Commission of the Republic of Latvia (the ‘FCMC')
in force as at the reporting date.

The Board of Directors signed these separate and consolidated financial statements, and submitted for
shareholders’ approval on the shareholders meeting on 30 March 2017.

(b) Basisof measurement

The separate and consolidated financial statements are prepared on the historical cost basis except for
the following:

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

available-for-sale assets are stated at fair value;

non-current assets held for sale which are stated at lower cost or fair value;

owner occupied buildings which are stated at revalued amounts being the fair value at the date of
valuation less subsequent accumulated depreciation and accumulated impairment losses;

- investment property which is stated at fair value.

(c) Functional and Presentation Currency
These financial statements are presented in thousands of euro (EUR 000’s).

The functional currencies of the Bank and principal subsidiaries of the Bank are EUR, except for the
principal subsidiaries listed below:

RB Securities Ltd USD (USdoallar)
Rietumu Asset Management funds USD (USdoallar)
Rietumu Leasing Ltd BYN (Belarusrouble)
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Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2016

Significant accounting policies

The following significant accounting policies have been applied in the preparation of these separate
and consolidated financia statements. The accounting policies have been consistently applied to al
periods presented in these financial statements, except for the change in accounting policies described
in Note 3(t).

Foreign currency

Foreign currency transactions

Transactions in foreign currencies are trandated into the respective functional currencies of the Bank
and its subsidiary companies at the spot exchange rate on the date of the transaction as determined by
the respective Central Bank of the respective country in which each entity operates.

Monetary assets and liabilities denominated in foreign currencies at the reporting date are retranslated
into the functional currency at the spot exchange rate at that date. The foreign currency gain or loss on
monetary items is the difference between amortised cost in the functional currency at the beginning of
the period, adjusted for effective interest and payments during the period, and the amortised cost in
foreign currency translated at the exchange rate at the end of the period. Non-monetary assets and
liabilities denominated in foreign currencies that are measured at fair value are retrandated into the
functional currency at the spot exchange rate at the date that the fair value was determined. Non-
monetary assets and liabilities denominated in foreign currencies that are measured at cost are
trandated into the functional currency at the spot exchange rate at the date of transaction. Foreign
currency differences arising on retrandation are recognised in profit or loss, except for differences
arising on the retrandation of available-for-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 value adjustments arising
on acquisition, are tranglated into the presentation currency of the Group at exchange rates set by the
European Central Bank at the reporting date. The income and expenses of foreign operations are
translated into the presentation currency of the Group at average exchange rate for the reporting
period. Foreign currency differences are recognised in other comprehensive income and accumulated
in a currency trangation reserve, except that the trandlation difference is allocated to non-controlling
interest. Upon disposal of subsidiary, the balance of currency tranglation reserve is reclassified to profit
and loss.

Foreign exchange rates

31 Dec 2016 31 Dec 2015
usb 1.0541 1.0887
BYR - 20,300.00
BYN 2.045 -
RUB 64.3 80.6736
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(Vi)

(©)

Rietumu Banka AS
Group Consolidated and Bank Separate Financial Statements
for the year ended 31 December 2016

Significant accounting policies, continued

Basis of consolidation

Subsidiaries

Subsidiaries are those enterprises controlled by the Group. The Group controls an entity when it is
exposed to, or has right to, variable returns from its involvement with the entity and has ability to
affect those returns through its power over the entity. The financial statements of subsidiaries are

included in the consolidated financial statements from the date that control effectively commences
until the date that control effectively ceases.

Equity accounted investees

Associates are those enterprises in which the Group has significant influence, but not control, over the
financial and operating policies. Significant influence is presumed to exist when the Group holds
between 20 and 50% of the voting power of associated entity. The consolidated financial statements
include the Group’ s share of the total recognised gains and losses of associates on an equity accounted
basis, from the date that significant influence effectively commences until the date that significant
influence effectively ceases. When the Group’'s share of losses exceeds the Group’s interest in the
associate, that interest is reduced to nil and recognition of further losses is discontinued except to the
extent that the Group has incurred obligations in respect of the associate.

Transactions eliminated on consolidation

Intra-Group balances and transactions, and any unrealised gains arising from intra-Group transactions,
are eliminated in preparing the consolidated financia statements. Unrealised gains arising from
transactions with associates are eliminated to the extent of the Group's interest in the investee.
Unrealised losses are eliminated in the same way as unrealised gains except that they are only
eliminated to the extent that there is no evidence of impairment.

Non — controlling interest

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

Investment in subsidiaries and associates in Bank’s separate financial statements

Investments in subsidiaries and associates are measured in Bank’s separate financial statements at cost
less impairment allowance.

Assets management

The Bank and the Group hold assets which are purchased on behalf of investors. The assets held on
behalf of investors are not included in the separate and consolidated financial statements except the
assets held in trust.

Goodwill

Goodwill represents the excess of the cost of a business combination over the Bank’s or the Group’'s
interest in the fair value of the net identifiable assets and contingent liabilities of the acquiree at the
date of acquisition.

The Bank and the Group measure goodwill as the fair value of the consideration transferred including
the recognised amount of any non-controlling interest in the acquiree, less the net recognised amount
(generaly fair value) of the identifiable assets acquired and liabilities assumed, all measured as of the
acquisition date. Goodwill isincluded in intangible assets.
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Goodwill is alocated to cash-generating units and is stated at cost less impairment losses.

Goodwill is tested for impairment annually or more frequently if events or changes in circumstances
indicate that goodwill might be impaired and is measured at cost less accumulated impairment |osses.
Cash generating units for goodwill impairment testing are: payment card business and investment
properties management on subsidiary level. Gains and losses on the disposal of a business include the
carrying amount of goodwill relating to assets sold.

Negative goodwill arising on business combination is recognised immediately in profit or |oss.

Fair value measurement principles

A number of the Bank’s and Group’s accounting policies and disclosures require the determination of
fair value for both financial and non-financial assets and liabilities. Fair value is the price that would
be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date in the principal, or in its absence, the most advantageous market
to which the Group has access at that date. The fair value of a liability reflects its non-performance
risk.

When measuring the fair value of an asset or aliability, the Company uses market observable data as
far as possible. Fair values are categorised into different levels in a fair value hierarchy based on the
inputs used in the valuation techniques as follows:

Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2: inputs other than quoted prices included in Level 1 that are observable for the asset or
liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices).

Level 3: inputs for the asset or liability that are not based on observable market data (unobservable
inputs).

If the inputs used to measure the fair value of an asset or a liability might be categorised in different
levels of the fair value hierarchy, the fair value measurement is categorised in its entirety in the same
level of the fair value hierarchy as the lowest level input that is significant to the entire measurement.
The Company recoghizes transfers between levels of the fair value hierarchy at the end of the reporting
period during which the change has occurred.

Fair values have been determined for measurement and/or disclosure purposes based on the following
methods. In addition, when applicable, further information about the assumptions made in determining
fair valuesis disclosed in the notes specific to that asset or liability.

Financial assets and liabilities

When available, the Bank and the Group measure the fair value of a financia instrument using quoted
prices in an active market for that financial instrument. A market is regarded as active if transactions
with the asset or liability take place with sufficient frequency and volume to provide pricing
information on an ongoing basis.

If amarket for afinancial instrument is not active, the Bank and the Group establish fair value using a
valuation technique. Valuation techniques assumptions are based on recent arm’s length transactions
between knowledgeable, willing parties (if available), reference to the current fair value of other
instruments that are substantially the same, discounted cash flow analyses and option pricing models.
The chosen valuation technique makes maximum use of market inputs, relies as little as possible on
estimates specific to the relevant financial instrument, incorporates all factors that market participants
would consider in setting the price, and is consistent with accepted economic methodologies for
pricing financial instruments.

Assets and long positions are measured at a bid price; liabilities and short positions are measured at an
asking price. Where the Bank and the Group have positions with offsetting risks, mid-market prices are
used to measure the offsetting risk positions and a bid or asking price adjustment is applied only to the
net open position as appropriate. Fair values reflect the credit risk of the instrument and include
adjustments to take account of the credit risk.
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I nvestment property and owner occupied buildings

The fair value of property is based on internal valuations performed by the Bank and the Group that
are, on a regular basis (once per year or when market conditions significantly change), corroborated
with external, independent valuations prepared by vauation companies, having appropriate
professional qualifications and recent experience in the location and category of property being valued.
The fair values are based on market values, being the estimated amount for which property could be
exchanged on the date of the valuation between willing buyer and a willing seller in an arm’s length
transaction after proper marketing where the parties had each acted knowledgeably and willingly. In
the year when property is obtained, purchase price could be accepted as fair value.

In the absence of current prices in an active market, the valuations are prepared by considering the
aggregate of the estimated cash flows expected to be received from renting out the property. A yield
that reflects the specific risks inherent in the net cash flows then is applied to the net annual cash flows
to arrive at the property vauation.

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
alocation of maintenance and insurance responsibilities between the Group and the lessee, and
remaining economic life of the property. When rent reviews or lease renewas are pending with
anticipated reversionary increases, it is assumed that all notices, and when appropriate counter-notices,
have been served validly and within the appropriate time.

I ntangible assets

The fair value of licenses acquired in a business combination is based on the discounted estimated cash

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

Cash and cash equivalents

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

Financial instruments

Classification

Financial instruments are classified into the following categories:

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

— Theassets or liabilities are managed, evaluated and reported internally on afair value basis;

— The designation eliminates or significantly reduces an accounting mismatch which would
otherwise arise;

— The asset or liability contains an embedded derivative that significantly modifies the cash flows
that would otherwise be required under the contract.
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Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments
and fixed maturity that the Bank and the Group have the positive intention and ability to hold to
maturity.

Available-for-sale assets are those financial assets that are designated as available-for-sale or are not
classified as loans and receivables, held-to-maturity investments or financial instruments at fair value
through profit or loss.

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market at initial recognition.

Loans and receivables include regular loans, credit card balances and finance lease.

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

Initial recognition

The Bank and the Group initially recognise loans and receivables, deposits and debt securities issued
on the date at which they are originated. All other financial assets and liabilities are recognised in the
statement 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 liability is initially measured at its fair value and, except for a financial asset or
liability at fair value through profit or loss, includes transaction costs that are directly attributable to
the acquisition or issue of the financial asset or liability.

The best evidence of the fair value of a financia instrument at initial recognition is the transaction
price, i.e., the fair value of the consideration given or received, unless the fair value of that instrument
is evidenced by comparison with other observable current market transactions with the same
instrument (i.e., without modification or repackaging) or based on a valuation technique whose
variables include only data from observable markets. When transaction price provides the best
evidence of fair value at initial recognition, the financial instrument is initialy measured at the
transaction price and any difference between this price and the value initially obtained from avaluation
model is subsequently recognised in the profit or loss on an appropriate basis over the life of the
instrument but not later than when the valuation is supported wholly by observable market data or the
transaction is closed out.

Subsequent to initial recognition, financial assets other than loans and receivables, held to maturity
investments, equity investments carried at cost and financial liabilities at amortised cost, are measured
at their fair values, without any deduction for transaction costs that may be incurred on sale or other
disposal.

All held to maturity investments, loans and receivables and financial liabilities at amortised cost and
financial liabilities that arise when a transfer of a financial asset carried at fair value does not qualify
for derecognition, are measured at amortised cost. Amortised cost is calculated using the effective
interest method. Premiums and discounts, including initial transaction costs, are included in the
carrying amount of the related instrument and amortised based on the effective interest rate of the
instrument.
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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:

e agan or loss on a financia instrument classified as at fair value through profit or loss is
recognised in profit or loss;

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

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

Derecognition

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

Repurchase and reverse repurchase agreements

Securities sold under sale and repurchase (“repo”) agreements are accounted for as secured financing
transactions, with the securities retained in the statement of financial position and the counterparty
liability included in amounts payable under “repo” transactions.

The difference between the sale and repurchase price represents the interest expense and is recognised
in profit or loss over the term of the “repo” agreement using the effective interest method.

Securities purchased under agreements to resell (“reverse repo”) are recorded as amounts receivable
under “reverse repo” transactions. The differences between the purchase and resale prices are treated
as interest income and accrued over the term of the “reverse repo” agreement using the effective
interest method.

If assets purchased under agreement to resell are sold to third parties, the obligation to return securities
isrecorded as atrading liability and measured at fair value.
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Derivative financial instruments

Derivative financia instruments include swaps, forwards, futures, and options in interest rate, foreign
exchange, precious metals and stock markets, and any combinations of these instruments. The Bank
and the Group classify al derivative financial instruments as financial instruments at fair value through
profit and loss.

Derivatives are initially recognised at fair value on the date on which a derivative contract is entered
into and are subsequently remeasured at fair value. All derivatives are carried as assets when their fair
valueis positive and as liabilities when their fair value is negative.

Derivatives may be embedded in another contractual arrangement (a “host contract”). The Bank and
the Group account for an embedded derivative separately from the host contract when the host contract
is not itself carried at fair value through profit or loss, the terms of the embedded derivative would
meet the definition of a derivative if they were contained in a separate contract, and the economic
characteristics and risks of the embedded derivative are not closely related to the economic
characteristics and risks of the host contract.

Offsetting

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

L eases

The lease of property and equipment is classified as a finance lease if it transfers substantially all risks
and rewards of ownership to the lessee. Title does not have to be transferred. All other leases are
classified as operating |eases.

The Company as lessor

Assets leased out under operating lease are carried in the statement of financial position analogously to
property, plant and equipment or investment property. Income is recognised on a straight-line basis
over each lease term. Other payments associated with the lease are recognised in profit or loss as a
component other income.

When assets are held subject to finance lease, the present value of the minimum lease payments is
recognised as a receivable. The difference between the gross receivable and the present value of the
receivable before impairment allowance is recognised as unearned finance income.

The Company as lessee
Operating |ease payments are recognised in profit or loss on a straight-line basis over the lease term.

Assets acquired under finance leases include equipment. Asset acquired by way of finance lease is
initially measured at an amount equa to the lower of its fair value and the present value of the
minimum lease payments at inception of the lease plus initia direct costs of the lessee. Subsequent to
initial recognition, these are measured at cost |ess accumul ated depreciation and impairment |osses.

Property and equipment
Owned assets

Items of property and equipment are carried at cost less accumulated depreciation, less accumulated
impairment losses, except for land and buildings which are carried at revalued amounts as described
below. Cost is the amount of cash or cash equivalents paid or the fair value of the consideration given
to acquire an asset at the time of its acquisition or construction. The cost includes expenditures that are
directly attributable to the acquisition of the asset.

Where an item of property and equipment comprises major components having different useful lives,
they are accounted for as separate items of property and equipment.
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Revaluation

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

A reduction in the value on an item of land or buildings is recognised in profit or loss except to the
extent that it reverses a previous revaluation increase recognised in other comprehensive income, in
which caseit is recognised in other comprehensive income.

Depreciation

Depreciation is charged to the statement of profit 