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Dear Ladies and Gentlemen, 

I am very pleased to present to you this Annual Report, not only because it is a distinctive testimonial to 

the bank’s excellent performance results achieved during the year 2005. It is my great pleasure to present a 

well-formulated concept that encompasses all visions and expectations of our shareholders and actual facts 

speaking for themselves.

We can say with certainty that we have found and occupied our niche, and we continue to enhance the quality 

of products and services offered by the bank. We grow together with our valued customers. Together with our 

customers, we explore ever new ways to stand ready to provide the best customized and individually tailored 

solutions.

You are offered to acquaint yourselves with current and future challenges and priorities for the bank. I strongly 

believe that the information contained in this Annual Report will help us to foster mutual understanding, and 

hence to strengthen our partnership. 

And now, Ladies and Gentlemen, I am delighted to introduce Baltic International Bank to you!

Yours faithfully,

Valeri Belokon

Chairman of the Board

Valeri Belokon
It has been said that figures rule the world; maybe.

I am quite sure it is figures which show us whether it is being ruled well or badly.

Johan Wolfgang Goethe
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Dear Ladies and Gentlemen,

It gives us great pleasure and satisfaction to present to you the 2005 Annual Report of  JSC Baltic International 

Bank.

During the past year, the bank continued to develop dynamically under severe competitive pressure faced by 

the financial markets and within the context of ever increasing control and responsibility for the quality of 

products and services offered. 

The bank continues expanding its array of new banking products and financial instruments. All efforts are 

directed towards broadening the possibilities for your business to enable you to manage the available financial 

resources in a more effective and efficient way and to obtain additional resources for further successful 

development of your businesses.

Due to the joint efforts of the members of our staff, specialists and the top management team, we have 

demonstrated outstanding results with a significant growth of assets, increase in the loan and investment 

portfolios, and improvement of other important indicators of the financial performance. The bank’s profit 

figure for 2005 hit the highest level ever attained over the recent years and is a clear testimony to the fact that 

the bank has chosen the correct strategy aimed at providing services that fully meet your requirements and 

expectations, our respected customers.  

We take this opportunity to thank all customers and business partners for our cooperation which allows us to 

look to the future with optimism. We explicitly affirm our commitment to continuing our long-standing and 

mutually beneficial partnership.

 

Best regards,

Leonid Kramnoy

Chairman of the Council

Leonid Kramnoy



Aristotle Aristotle 384-322 BC

Well begun is half done.

Born in Macedonia, at the age of 17 

Aristotle went to Athens to study 

at Plato’s Academy. Having traveled a lot, 

he finally settled down in Pella, capital of 

Macedonia, and became a teacher of a boy 

Alexander, later known as Alexander the Great. 

In 335, when Alexander became king, Aristotle 

returned to Athens and established his own 

school, the Lyceum. Aristotle wrote books 

on many subjects, including physics, poetry, 

logic, rhetoric, government, and biology. 

Aristotle, along with Plato and Socrates, 

is generally considered one of the most 

influential of ancient Greek philosophers. They 

transformed Presocratic Greek philosophy 

into the foundations of Western philosophy 

as we know it. Aristotle’s combined works 

practically constitute an encyclopedia of Greek 

knowledge.

Aristotle

1947,  Greece
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General Information 

Since 1993, Baltic International Bank has been 

and continues to be an active participant of 

the Latvian financial market. In the year 1993, 

the bank was registered with the Company Register 

of the Republic of Latvia and obtained its banking 

license from the Bank of Latvia. The bank is owned by 

the Belokon’s and the Kramnoy’s families. Together, 

they hold a combined 91% stake in the bank’s capital. 

During the whole period of its existence the bank’s 

shareholders’ structure has always been completely 

transparent.  

Since the very beginning of its business activity, the 

bank has selected the target niche of its activities 

– servicing high net worth individuals and corporate 

customers who possess and manage substantial assets 

and earn high incomes (V.I.P.-customers). The bank 

has established stringent criteria against which the 

prospective customers should be selected. The bank’s 

customer base is comparatively small and accounts 

for approximately 2500 customers. All new customers 

are required to be introduced and recommended by 

the bank’s existing customers or business partners. 

This approach, which has been applied over all the 13 

years of bank’s existence, has proved its value because 

it enables the bank 

•  firstly, to work solely with customers who actually 

need highly personalized customer service and who 

match the bank’s established criteria,

•  secondly, to know its customers and to possess 

thorough knowledge of customer’s business activities 

which creates an especially significant advantage for 

the bank at the time when the „Know Your Customer” 

(„KYC”) concept is the key guiding concept in 

the context of the global anti-money laundering 

processes.     

The bank is a full-fledged member of the Association 

of Latvian Commercial Banks, the Association of 

Russian Banks, Latvian – American Financial Forum 

and the international payments institution “Europay 

International”.

    

Since 2004, Baltic International Bank has ratings 

assigned by international credit ratings agency 

Moody’s Investors Service:

•  long-term deposits: B1

•  short-term deposits: Not-Prime

•  financial strength rating: E+

All ratings carry a stable outlook.

Aristotle 

Aristotle



Catherine the Catherine the Great (1729 – 1796)

With great devotion a German princess 

Sophie Augusta Fredericka, later 

Catherine the Great, aspired after recognition 

and approval in a country that was unfamiliar 

for her. Catherine had spared no effort to 

ingratiate herself, not only with the Empress, 

but with her husband and the Russian people. 

She diligently studied the Russian language 

and when she wrote her 

memoirs she represented 

herself as having made up 

her mind when she came 

to Russia to do whatever 

had to be done in order 

to be qualified to wear the 

crown. Under her reign, the 

country prospered, schools 

were established, laws 

enacted, wars fought and 

won. During her reign Catherine was known 

as a patron of the arts, literature and education. 

Catherine the Great corresponded with many 

of the great minds of her era, including Voltaire 

and Diderot.

About the art of governing: 
The first rule says  – act in a
manner to get people think as if 
they themselves so desire.

Catherine the Great 

1910, Russia
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History and Development

Baltic International Bank’s birthday is 3 May 

1993 – on that day the bank was registered 

with the Company Register of the Republic 

of Latvia. In 1993, almost 70 banks operated at the 

Latvian financial market. Between 1993 and 2005 

the number of the banks decreased 3 times – by the 

end of 2005 the total number of commercial banks in 

Latvia was 23. Within the same period of time, Baltic 

International Bank’s assets increased 50 times, capital 

has grown 305 times, profit figure grew 377 times.

While implementing its development strategy 

initially chosen, Baltic International Bank appeared 

to be a trend-setter in modern banking history of the 

Republic of Latvia – it became the first to develop and 

offer the institution of private bankers as a form of 

servicing V.I.P.-customers. This dates back to the year 

1994. 

The bank continued to develop intensively after 

having successfully passed through multiple financial 

crises (the 1995 banking crisis and the 1998 financial 

crisis) which led to a prompt closure of many Latvian 

banks. In 1999, Baltic International Bank acquired 

an insolvent joint stock company “Latvian Industrial 

Bank”.  

 

In 2004 international credit ratings agency Moody’s 

Investors Service assigned first-time ratings to the 

bank, and in 2005 the above ratings were reaffirmed. 

Rating’s assignment marks a pivotal moment in the 

development of the bank 

and underpins its more 

vigorous activity in the 

international arena. 

In 2003 the bank’s 

Shareholders’ Council 

made the decision to 

expand the bank’s activity 

both domestically and 

internationally, to 

penetrate into new prospective financial services 

markets, including those in the EU Member States. 

The opening of the bank’s first representative offices 

in Moscow (Russian Federation) and London (United 

Kingdom) is one the results of the implementation of 

the bank’s relevant strategy. This occurred during the 

momentous year – in 2004 Latvia officially acceded 

to the European Union (EU) and NATO.  

The year 2005 set a record in the financial 

performance of the bank. The bank’s assets grew 67 

percent, deposits increased by 78 percent, the profit 

figure increased by 626 percent on a year-over-year 

basis.

Catherine the 



Leonardo da ViLeonardo da Vinci (1452 – 1519)

Leonardo da Vinci’s genius was 

unbounded by time and technology, and 

was driven by his insatiable curiosity, and his 

intuitive sense of the laws of nature. Da Vinci 

dedicated himself to discovering of truth and 

the mysteries of nature. Leonardo helped to set 

the superstitious world on a course of reason, 

science and tolerance. In his youth da Vinci 

was sent to Florence to apprentice as a painter 

under the guidance of Andrea del Verrocchio. 

He quickly developed his own artistic style 

which was unique and contrary to tradition, 

even going so far as to devise his own special 

formula of paint. His style was characterized 

by diffuse shadows and subtle hues and 

marked the beginning of the High Renaissance 

period. Later Da Vinci became the court artist 

for the duke of Milan. Throughout his life he 

also tried many other professions, including 

civil engineer, architect, military planner and 

weapons designer.

Wisdom is the daughter of 
experience.

Leonardo da Vinci 

1974, Italy
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Private Banking 

Currently, when banks face a severe 

competition, customers become more and 

more educated and advanced in financial 

matters and pose more increased demands to banks, 

banks (in particular, private banks) may compete and 

differentiate themselves at the level of relationships 

with customers rather than at the services and 

products level. Put differently, private banks instead 

of striving towards originality in WHAT they are 

doing, are trying to do their best to be unique in 

HOW they are doing what is to be done.    

Baltic International Bank is the most experienced 

Latvian bank in terms of private banking because 

it has been working in this area within the past 12 

years. Over this period of time, the bank succeeded 

to develop and to improve the respective approach 

towards its customers and customer service, to expand 

the array of banking products and services and - that 

is the main thing - to transform private banking from 

a method of servicing into the philosophy and culture 

centered on establishing, preserving and developing 

the system of relationships between the bank and its 

customers. 

To become the bank of choice for its customers,  

Baltic International Bank points out the following 

aspects that are decisive for customers: mutual trust, 

bank’s desire and ability to understand a particular 

customer’s needs, the capability to develop and offer 

a solution individually tailored towards the needs 

of a definite customer, taking into consideration 

all customer’s preferences. The ability to offer a 

personalized approach towards every single customer 

is a main competitive advantage of Baltic International 

Bank. Personalized approach fosters the establishment 

and the strengthening of long-standing relations with 

customers, which is the primary objective of Baltic 

International Bank. 

In 2005 Baltic International Bank has entered a new 

stage of the development and realization of private 

banking philosophy. For customers, whose assets 

reached a certain value and therefore the issue of asset 

management became of vital importance, the bank 

offered the respective services – assets and wealth 

management. The bank’s organizational structure was 

revised to include the institution of vice presidents - 

specialists working with the largest customers.

Leonardo da Vi



Albert Einstei Albert Einstein (1879 – 1955)

This famous scientist was born on March 

14th in Germany. At the age of twelve he 

was fascinated by a book of geometry, and in 

year 1905, when he was 26, he developed the 

famous formula of energy E=mc² and in year 

1915 – Theory of Relativity. During his lifetime 

Einstein was granted citizenship of Switzerland, 

the USA and Germany, thus symbolically being 

a cosmopolite, and there were no any borders 

for his imagination and spirit. In 1884th , when 

Albert was only five years old his father showed 

him a compass and the boy was amazed by the 

invisible force that adjusted the small pointer 

always towards north. Starting from this day 

Einstein was looking for the centre of force, 

until discovered, that it does not exist, but is 

scattered around and in each of us.

Everyone since childhood knows 
that some things are not possible, 
but there are always fools, who do 
not know it. They make discover-
ies.

Albert Einstein 

1968, Israel
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Presence Abroad 

In 2003, as part of its long-term development 

strategy, Baltic International Bank initiated the 

project designed to open the first representative 

offices of the bank. As a result of identification of the 

needs of existing customers and evaluation of the 

prospects of the expansion of the bank’s activity in the 

new geographic markets, as well as on the threshold 

of Latvia’s EU accession, Baltic International Bank 

decided to establish two foreign representative offices -

1) In Moscow (Russian Federation)

2) In London (United Kingdom)

In 2004 the bank obtained all the required 

authorizations and licenses. During the same year 

Moscow-based representative office started its active 

work directed towards conducting marketing research 

activities in Russia, dissemination of information 

about the bank’s business activity, enhancement of the 

bank’s brand image in Russia, and rendering support 

and assistance to the bank’s existing customers in 

Moscow and across the Russian Federation and other 

CIS countries. 

London-based representative office of Baltic 

International Bank commenced its work in 2005, and 

at the beginning of 2006 the bank announced the 

official opening and arranged the reception for major 

customers and business partners. During the event, 

the bank’s senior management provided the guests 

with the information regarding tasks and future plans 

of the bank’s representative office in London.    

The availability of representative offices in the world’s 

large financial centres enables Baltic International 

Bank to have access to the markets of the EU and 

other Western countries, as well as markets of the CIS 

and other Eastern countries.

Albert Einstei 



Blaise Pascal Blaise Pascal (1623 - 1662)

To foresee is to manage. A French mathematician, physicist, and 

religious philosopher, educated by 

his father. Pascal’s earliest work was in the 

natural and applied sciences, where he made 

important contributions to the construction of 

mechanical calculators and the study of fluids, 

and clarified the concepts of pressure and 

vacuum by expanding the work of Evangelista 

Torricelli. As a mathematician, Pascal is 

probably best known for his work with Fermat 

in 1654, in which he laid down the principles 

of the Theory of Probabilities. Precocious, 

persevering, a perfectionist, yet seeking to be 

meek and humble – a religious mathematician, 

who organized his relationship with the 

outer world with help of unbendable laws of 

geometry. 

Blaise Pascal 

1987, France
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Highlights of Development Strategy 
for 2005 – 2010

Baltic International Bank’s strategy envisages 

further development and streamlining of 

the private banking philosophy.

The bank will continue to cooperate only with large 

individual and corporate customers, whose assets’ 

structure and origin are transparent and legitimate  

and whose business activities are open and clear to 

the bank.

In frames of this strategy, the bank plans:

1) to keep and expand its international presence;

2) instead of focusing on product profitability to 

give the priority to the development of long-standing 

relationships with the customers, which will enhance 

customer loyalty and hence, will lead to an increase 

in the bank’s profitability in a long-run;

3) to develop the asset and wealth management 

services meeting the customer’s requirements for 

reliability, safety and profitability;  

4) to concentrate its efforts to achieve the maximal 

understanding of the customers’ needs, specific 

nature of their businesses which will enable the bank 

to effectively identify their needs and demands in 

their relationships with the bank and to provide them 

with individually tailored and most professional 

solutions.  

To successfully implement the aforesaid plans, Baltic 

International Bank will continue:

1) to place a strong emphasis on the continuous 

training and comprehensive development of the 

bank’s personnel and senior executive officers;

2) to develop information technologies and 

technological infrastructure;

3) to broaden the spectrum of banking products 

and services;    

4) to streamline and to improve quality of customer 

service.



Alexander SuvAlexander Suvorov (1729 - 1800)

Win with ability, not 
with numbers. Suvorov came from the old Russian noble 

family. These are only few of his numerous 

ranks and awards – Generalissimo of Russia’s 

Land and Naval Forces, Prince of Italy, Count 

of the Holy Roman Empire. Suvorov was one 

of the few generals in history who never lost 

a battle. The famous work written by Suvorov 

was “The Science of Victory”. The star of 

Suvorov’s military talent rose in the second 

Catherinian Russian-Turkish war of 1787-

1791, when he commanded the Kremenchug 

Division.  The Russians long cherished the 

memory of Suvorov. 

Alexander Suvorov 

2000, Pridnestrovie
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Organizational Chart

Alexander Suv



Ādam Smith Adam Smith (1723 – 1790)

Invisable hand guides econo-
mies toward maximum effi-
ciency and mutual benefit.

Adam Smith was a Scottish political economist and 

moral philosopher. His work “Inquiry into the 

Nature and Causes of the Wealth of Nations” was one of 

the earliest attempts to study the historical development 

of industry and commerce in Europe. That work helped 

to create the modern academic discipline of economics. 

One of the main points of “The Wealth of Nations” is 

that the free market, while appearing chaotic and 

unrestrained, is actually guided to produce the right 

amount and variety of goods by a so-called “invisible 

hand”.  Adam Smith had a strong passion for liberty, 

reason and free speech. He had apparently devoted a 

considerable part of his income to numerous secret 

acts of charity. He was renowned for comprehensive 

thinking. 

Adam Smith 

1981, Scotland
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JSC «BAltiC inteRnAtionAl BAnk»

AuditoRS’ RepoRt And FinAnCiAl StAtementS 

pRepARed in ACCoRdAnCe with inteRnAtionAl FinAnCiAl 

RepoRting StAndARdS And the  RequiRementS 

oF the FinAnCiAl And CApitAl mARketS CommiSSion 

FoR the YeARS ended 31 deCemBeR 2005 And 2004.
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mAnAgement RepoRt

dear ladies and gentlemen, 

we are pleased to report that in the context of growing financial markets and a rising standard of living, the year 
2005 set a record in the financial performance of the Bank. This has been primarily attributable to the Bank’s chosen 
strategy: to provide a comprehensive range of financial services topped with a high level of professional customer 
service.  

during the fiscal year 2005, the Bank’s assets grew 67 percent to lVl 74 532 002 (in absolute figures). By the end 
of 2005, the loan portfolio reached the level of lVl 19 793 414, representing a 19 percent (lVl 3 222 694) increase on 
a year-over-year basis. undoubtedly, the Bank’s activities in raising borrowed funds proved to be a success: the volume 
of total deposits increased by lVl 27 841 143 (78 percent) .

The Bank’s financial result enjoyed a marked growth: the Bank’s 2005 profit hit record of lVl 2 163 212, which 
exceeds seven times 2004 year’s profit figure. The significant increase in the profit figure is largely due to successful 
activities in the many areas, such as granting loans, settlement of payments, the foreign exchange market and stock 
market services. 

The year 2005 was viewed as the initial stage of the transition period during which the Bank continued boosting 
the turnover and offering its customer the full array of traditional banking products and at the same time focused on 
private banking as a priority objective.

we developed and implemented a new deposit program. As part of this program, we introduced a new product 
– Certificate of deposit (Cd). Added to this, we offered an increasingly wider choice of investment products and 
advisory & consulting services. The Bank provided its customers with the opportunity to use multicurrency accounts 
for transactions involving euroCard/ masterCard and maestro-branded payment cards.

in 2005, the Bank completed a structural reorganization which had started in 2004. As a result of the restructure, 
we enlarged the membership of our management Board and reallocated the spectrum of responsibility. Bank’s 
representative offices in moscow and london also took an active part in enhancing the business process.  

The international credit ratings agency Moody’s Investors Service reaffirmed the ratings assigned to the Bank. 
The ratings reflect good liquidity levels, ability to maintain capitalization at acceptable levels, improvement of credit 
quality, and containment of market risk.

Success comes to those who are the strongest!  we strive to be the strongest in the realization of a priority objective 
that we have set ourselves: to provide a high degree of personalized service in a complex environment in which we 
transact our business. to attain our objectives, we need to rely heavily upon a team oriented towards success.   

we are personally thankful to all those who contributed to the 2005 financial results and made this possible. And 
we hope that you will encourage us to continue our efforts in moving forward in the world of business and finance!

28 march 2006

leonid kramnoy
Chairperson of the Council

Valeri Belokon
Chairperson of the Board
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SupeRViSoRY CounCil And mAnAgement BoARd

SuperviSory CounCil (as at 31 december 2005) 

name   position held    Appointed Re-elected

leonid kramnoy  Chairperson of the Council             10/10/2003 -
Vilori Belokon     deputy Chairperson of the Council 10/10/2003 -
Viacheslav kramnoy, sr.   member of the Council  18/07/1997 10/10/2003

MAnAGeMenT BoArD (as at 31 december 2005)

name   position held    Appointed Re-elected

Valeri Belokon   Chairperson of the Board  15/08/2003 -
Alon nodelman  member of the Board  15/08/2003 -
    deputy Chairperson of the Board 13/10/2004 -
Janis Apelis   member of the Board  15/08/2003 -
ilona gulchak    member of the Board   15/08/2003 -
Albert Reznik   member of the Board  13/09/2005 -
Bogdan Andrushchenko  member of the Board  13/09/2005 -
dinars kolpakovs  member of the Board  13/09/2005 -
ilze lase   nominee member of the Board     13/09/2005 -

in the year 2005, no changes were made in the Council’s membership. in the year 2005, the Bank announced the 
following changes to the composition  of the Board: 

Anita lase resigned from her post as a member of the Board in accordance with the Council decision of 13 
September 2005, and we welcomed three new members to our Board: Albert Reznik, Bogdan Andrushchenko and 
dinars kolpakovs. ilze lase has been approved as a candidate  for Board membership.
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StAtement oF mAnAgement’S ReSponSiBilitieS

Riga                      28 march 2006

The financial statements are prepared in accordance with the source documents and present fairly the Bank’s financial 
position as of the end of the financial year ended 31 december 2005 and the results of its operations and cash flows for 
the year then ending according to the accounting principles set forth in international Financial Reporting Standards. 

The management confirms that suitable accounting policies have been used and applied consistently and 
reasonable and prudent judgments and estimates have been made in the preparation of the financial statements for 
the period from 1 January 2005 to 31 december 2005 set out on pages 27 to 64. The management also confirms that 
applicable international Financial Reporting Standards have been used in the preparation of the financial statements 
and that these financial statements have been prepared on a going concern basis and comply with the Financial and 
Capital market Commission Regulations on the Annual Reports of Credit institutions in all material respects.

 
The Bank’s management is also responsible for keeping proper accounting records, for taking reasonable steps to 

safeguard the assets of the Bank and to prevent and detect fraud and other irregularities. They are also responsible 
for managing the Bank in compliance with the Financial and Capital market Commission on the Annual Reports of 
Credit institutions and other legislation of the Republic of latvia in all material respects.

leonid kramnoy
Chairperson of the Council

Valeri Belokon
Chairperson of the Board
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independent AuditoRS’ RepoRt

to the Shareholders of JSC “Baltic international Bank”:

we have audited the accompanying balance sheets of a JSC “Baltic international Bank” (the Bank) as of 
31 december 2005 and 2004 and the related statements of profit and loss, changes in shareholders’ equity and 

cash flows for the years then ended. These financial statements are the responsibility of the Bank’s management. our 
responsibility is to express an opinion on these financial statements based on our audits.

we conducted our audits in accordance with international Standards on Auditing issued by the international 
Federation of Accountants. Those Standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. we believe that our audits provide a reasonable basis for our opinion.

in our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of the Bank as of 31 december 2005 and 2004 and the results of its operations and cash flows for the years 
then ended in accordance with international Financial Reporting Standards and the financial reporting requirements 
of the Financial and Capital market Commission. 

without qualifying our opinion, we draw attention to note 3 (Risk management) to the financial statements, 
which describes the status of implementation of Anti money laundering procedures, including know your client, 
procedures and controls as well as the Financial and Capital market Commission reviews on the Bank.

we have read the management report for the year ended 31 december 2005 as shown on page 23 of the annual 
report and we have not identified any material discrepancies between the historical financial information presented 
in this report and the historical financial statements for the year ended 31 december 2005.

deloitte Audits latvia SiA
license no. 43

Riga, latvia
28 march 2006  

kenneth taylor hansen
Authorized representative

Silvija gulbe
Sworn auditor
Certificate nо. 142
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StAtementS oF pRoFit And loSS

for the fiscal years ended december 31, 2005 and 2004

notes 2005 2004

lvl lvl

interest income 4  2 867 026 2 294 890

interest expense 5 (711 666) (716 375)

net interest income 2 155 360 1 578 515

Fee and commission income 6 2 160 425 1 041 262

Fee and commission expense 7 (766 916) (355 224)

net fee and commission income 1 393 509 686 038

dividends received  7 414  25 153

net trading income 8 1 284 763 195 449

other operating income 9 8 355 9 737

Total operating income 4 849 401 2 494 892

Administrative expenses 10 (2 553 656) (2 267 005)

depreciation and amortization 23, 24 (223 517) (191 834)

other operating expenses 11 (104 186) (75 924)

Total operating expenses (2 881 359) (2 534 763)

provision expense 18 (235 797) (491 193)

Release of provisions 18  217 198  1 176 842

gain /(loss) on fair value of investment property 12 242 000  (348 000)

Current year profit before taxation 2 191 443 297 778

income tax 13 (28 231) -

Current year profit after taxation  2 163 212  297 778

earnings per share 34 1.42106 0.19562

The accompanying notes on pages 32 to 64 are an integral part of these financial statements.

These financial statements (pages 27 to 64) were approved by the management Board on 28 march 2006. 

leonid kramnoy
Chairperson of the Council

Valeri Belokon
Chairperson of the Board
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BAlAnCe SheetS And oFF - BAlAnCe Sheet itemS

as of december 31, 2005 and 2004

ASSeTS notes 2005 2004

lvl lvl

Reclassification

Cash and balances with the central bank 15 5 447 147 2 298 524

due from credit institutions 16 39 583 723 19 896 913

Financial assets designated at fair value through profit or loss 4 813 285 2 136 765

   Securities held for trading 17 4 735 801 2 048 695

   Derivative contracts 19 77 484 88 070

Securities available for sale 20 135 334 135 336

Securities held to maturity 21 201 858 394 336

loans 22 19 793 414 16 570 720

intangible assets 23 177 181 205 117

Fixed assets 24 1 253 100 1 186 683

investment property 25 1 465 000 1 223 000

deferred expenses and accrued income 26 346 832 364 912

other assets 27 1 315 128 262 144

Total assets  74 532 002  44 674 450

(continued on the next page)

The accompanying notes on pages 32 to 64 are an integral part of these financial statements.

These financial statements (pages 27 to 64) were approved by the management Board on 28 march 2006. 

leonid kramnoy
Chairperson of the Council

Valeri Belokon
Chairperson of the Board
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liABiliTieS AnD SHAreHolDerS’ eQuiTy notes 2005 2004

lvl lvl

due to credit institutions and central bank 28 715 496 2 071 902

deposits 29 63 655 452 35 814 309

debt securities in issue 30  1 111 875 -

derivative contracts 19  23 286  65 010

deferred income and accrued expenses 31 473 009 266 846

deferred taxes 13 159 232 131 001

other liabilities 32 454 373 327 288

Subordinated liabilities 33 132 048 354 075

Total liabilities  66 724 771  39 030 431

Shareholders’ equity 34 7 807 231 5 644 019

   Share capital  7 611 285  7 611 285

   Reserve capital and other reserves  545 024  545 024

   Accumulated deficit (2 512 290) (2 810 068)

   Profit for the current year  2 163 212  297 778

Total liabilities and shareholders’ equity  74 532 002  44 674 450

oFF-BAlAnCe SHeeT iTeMS 

Sureties and guarantees  256 682  226 004

Commitments to customers  4 436 349  2 663 164

Total off-balance sheet items 38  4 693 031  2 889 168

(concluded)

The accompanying notes on pages 32 to 64 are an integral part of these financial statements.

These financial statements (pages 27 to 64) were approved by the management Board on 28 march 2006. 

BAlAnCe SheetS And oFF - BAlAnCe Sheet itemS
as of december 31, 2005 and 2004

leonid kramnoy
Chairperson of the Council

Valeri Belokon
Chairperson of the Board
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StAtementS oF ChAngeS in ShAReholdeRS’ equitY 

for the fiscal years ended december 31, 2005 and 2004

paid-in share 

capital reserve capital

Accumulated   

deficit ToTAl

lvl lvl lvl lvl

Balance as at 31 December  2003 7 611 285 545 024 (2 810 068) 5 346 241

profit for the year - - 297 778 297 778

Balance as at 31 December 2004 7 611 285 545 024 (2 512 290) 5 644 019

profit for the year - - 2 163 212 2 163 212

Balance as at  31 December 2005 7 611 285 545 024 (349 078) 7 807 231

The accompanying notes on pages 32 to 64 are an integral part of these financial statements.
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StAtementS oF CASh FlowS 

for the fiscal years ended december 31, 2005 and 2004

notes 2005 2004

lvl lvl

Cash flow from operating activities

profit before taxes  2 191 443 297 778

depreciation and amortization  223 517 192 846

increase/(decrease) in provisions for doubtful debts and off-balance sheet commitments 18 599 (685 649)

gain on translation of foreign currencies (205 961) (246 210)

unrealised (gain) on fair value of trading and other financial instruments (32 703) (175 833)

(gain)/loss on revaluation of long-term financial investments 12 (242 000) 348 000

gain on disposal of fixed assets, intangible assets and investment property (3 052) -

increase/(decrease) in cash and cash equivalents 

from operating activities before changes in assets and liabilities 1 949 843 (269 068)

increase in deferred income and accrued expenses 206 163  9 451

decrease/(increase) in deferred expenses and accrued income 12 534 (177 081)

increase in other assets (1 056 800) (73 866)

increase in other liabilities  88 420  23 528

increase in accruals for liabilities and payments  -  6 967

increase in trading securities (2 654 403) (636 432)

increase in balances due from credit institutions and central banks (889 498) -

increase in loans (3 222 029) (2 872 290)

increase /(decrease) in balances due to credit institutions and central banks  25 400 (146 519)

increase in deposits  27 841 143  10 597 420

increase in cash and cash equivalents from operating activities  22 300 773  6 462 110

Cash flow from investing activities 

purchase of fixed assets, intangible assets and investment property (267 283) (287 851)

Acquisition of stakes in undertakings and other long-term investments - (103 241)

proceeds from the sale of fixed assets, intangible assets and investment  property  8 338  2 493 000

proceeds from the sale of stakes in undertakings and other long-term investments  190 000 -

(Decrease) /increase in cash and cash equivalents as a result of investing activities (68 945) 2 101 908

Cash flow from financing activities 

decrease in subordinated liabilities (222 027) (15 354)

issuance of debt securities  1 111 875 -

increase/(decrease) in cash and cash equivalents as a result of financing activities  889 848 (15 354)

increase in cash and cash equivalents  23 121 676 8 548 664

opening balance of cash and cash equivalents  20 691 135 11 896 261

gain on translation of foreign currencies 8 205 961 246 210

Closing balance of cash and cash equivalents 35 44 018 772 20 691 135

The accompanying notes on pages 32 to 64 are an integral part of these financial statements.
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noteS to the FinAnCiAl StAtementS

for the fiscal years ended december 31, 2005 and 2004

1. GenerAl inForMATion 

established to cater the needs of both individual and corporate customers, JSC “Baltic international Bank” 
(hereinafter referred to as the Bank) provides a comprehensive range of financial services: personal and corporate 
loans, acceptance of money deposits and other repayable funds, funds transfers, treasury and capital market services 
carried out according to customer instructions and for the Bank’s own trading purposes.  

in the Republic of latvia, the Financial and Capital market Commission serves as a unified financial services 
regulator and an integrated financial supervisory authority. 

The Financial and Capital market Commission (referred to herein as the Commission) is an integrated financial 
supervisory institution for all financial services including banking, the stock-market, and insurance. The aim of the 
Commission is to provide protection of interests of investors and depositors and to ensure development and stability 
of the financial and capital market.

The practice of the Commission is to conduct thorough inspections of every market participant, at least once a 
year. These inspections also include reviews of banks’ compliance with the national legislative requirements on Anti-
money laundering (Aml), as well as the adoption of international standards and industry best practices.   

2. inTerpreTATion oF ACCounTinG poliCieS AnD THe prinCipleS oF ASSeSSMenT

Statement of compliance
The financial statements have been prepared in accordance with international Financial Reporting Standards 

(“iFRS”) issued by the international Accounting Standards Board (“iASB”) and interpretations issued by the 
international Financial Reporting interpretations Committee (“iFRiC”) as well as in accordance with the requirements 
of the latvian Financial and Capital market Commission.

The presentation of financial statements in conformity with iFRS requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities 
as of the date of the financial statements and their reported amounts of revenues and expenses during the reporting 
period. Actual results could differ from those estimates.

Basis of preparation
The financial statements are presented in lats, unless indicated otherwise. The Bank measurement currency is 

latvian lat. 
The Bank maintain its books of account and prepare statements for regulatory purposes in accordance with 

latvian accounting principles. The accompanying financial statements are based on the accounting records, together 
with appropriate adjustments and reclassifications necessary for fair presentation in accordance with iFRS. in certain 
instances, the reported amounts relating to the previous accounting period have been reclassified to conform to the 
current year’s presentation.

in the current year, the Bank has adopted all of the new and revised Standards and interpretations issued by 
the international Accounting Standards Board (the iASB) and the international Financial Reporting interpretations 
Committee (iFRiC) of the iASB that are relevant to its operations and effective for accounting periods beginning on 1 
January 2005. The adoption of these new and revised Standards and interpretations did not have any material impact 
on the financial statements. 
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Adoption of new and revised international Financial reporting Standards issued not yet effective
At the date of approval of these financial statements, iFRS 7 Financial instruments: disclosures were issued but 

not yet effective. The Bank anticipates that the adoption of these Standards and interpretations in future periods will 
have no material impact on the financial statements of the Bank.

new standard, interpretation, amendment issued
effective for annual periods 

beginning on or after

Amendments to iAS 39 - Cash flow hedge of forecast intragroup transactions 

– guarantee contracts (iFRS 4 amended accordingly) – Fair value option
2004 1 January 2006

Amendment to iAS 1 to add capital disclosures 2005 1 January 2007

iFRS 6 exploration for and evaluation of mineral resources 

(iFRS 1 amended accordingly)
2004 1 January 2006

iFRS 7 Financial instruments: disclosure  (supersedes iAS 30) 2005 1 January 2007

iFRiC 4 - determining whether an Agreement contains a lease 2004 1 January 2006

iFRiC 5 Rights to interests arising from decommissioning, 

restoration and environmental rehabilitation funds
2004 1 January 2006

iFRiC 6 liabilities arising from participation in a specific market - 

waste electrical and electronic references
2005 1 december 2005

iFRiC 7 Applying the restatement approach under iAS 29  

Financial reporting in hyperinflationary economies
2005 1 march 2006

iFRiC 8 Scope of iFRS 2 2006 1 may 2006

iFRiC 9 Reassessment of embedded derivatives 2006 1 June 2006

reclassification
in accordance with the transition provisions of iAS 39, which came into effect on 1 January 2005, the management 

reclassified the following opening balances of security portfolios.   

noteS to the FinAnCiAl StAtementS
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Assets items before reclassification

as at 31 december 2004

Assets items after reclassification 

as at 31 december 2004 

item Balance, lVl item Balance, lVl

1.  Debt securities and other fixed-income securities 1 778 807

1.1. government debt securities 277 404

1.1.1. Securities held to maturity 192 513 Securities held to maturity  192 513

1.1.2. Securities held for trading  84 891 Securities held for trading  84 891

1.2. Bonds of other issuers 

and other fixed income securities
1 501 403

1.2.1. Securities held to maturity 201 823 Securities held to maturity 201 823

1.2.2. Securities held for trading 1 299 580 Securities held for trading 1 299 580

2. equity shares and other variable yield securities 672 449

2.1. Securities held to maturity 8 225 Securities available for sale 8 225

2.2. Securities held for trading 664 224 Securities held for trading 664 224

3. investments in associated undertakings 127 111 Securities available for sale 127 111

Total 2 578 367 Total 2 578 367

Foreign currency translation
transactions denominated in foreign currencies are translated into the functional currency (latvian lats) at 

the official Bank of latvia exchange rate prevailing on the date of the transaction. monetary assets and liabilities 
denominated in foreign currencies are translated into the latvian lats according to the official Bank of latvia exchange 
rates prevailing at the end  of the  period. 

gains or losses resulting from fluctuations in the exchange rate are included in the profit and loss statement for 
the period. The applicable rates for the principal currencies held by the Bank were as follows:

Currency name The Bank of latvia’s rate valid 

as at  31.12.2005

The Bank of latvia’s rate valid 

as at 31.12.2004

1 BYR = lVl 0.000275 lVl 0.000237

1 euR = lVl 0.702804 lVl 0.703000

1 gBp = lVl 1.021000 lVl 0.996000

1 RuB = lVl 0.020600 lVl 0.018600

1 uSd = lVl 0.593000 lVl 0.516000

noteS to the FinAnCiAl StAtementS
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Accounting for income and expenses
All interest income and expenses are recognized in the financial statements on an accruals basis. Fees and 

commissions received from customers are included in the income as at the transaction date, unless otherwise provided 
by the relevant agreement between the Bank and the customer. interest income and expense are recognised in the 
income statement for all instruments measured at amortised cost using the effective interest method. 

The effective interest method is a method of calculating the amortised cost of a financial asset or a financial liability 
and of allocating the interest income or interest expense over the relevant period. The effective interest rate is the rate 
that exactly discounts estimated future cash payments or receipts through the expected life of the financial instrument 
or, when appropriate, a shorter period to the net carrying amount of the financial asset or financial liability. when 
calculating the effective interest rate, the group estimates cash flows considering all contractual terms of the financial 
instrument (for example, prepayment options) but does not consider future credit losses. The calculation includes all 
fees and points paid or received between parties to the contract that are an integral part of the effective interest rate, 
transaction costs and all other premiums or discounts. once a financial asset or a group of similar financial assets has 
been written down as a result of an impairment loss, interest income is recognised using the rate of interest used to 
discount the future cash flows for the purpose of measuring the impairment loss.

Debt securities and equity shares
Securities owned by the Bank are categorized into portfolios in accordance with the Bank’s intent on the 

acquisition  of the securities and pursuant to the Bank’s security investment strategy. The Bank developed a 
security investment strategy and, reflecting the intent of the acquisition, allocated securities to  “Securities held 
to maturity”, “Securities held for trading” and “Securities available for sale”. The principal difference among the 
portfolios relates to the approach to the measurement of securities and the recognition of their fair values in the 
financial statements. 

All securities held by the Bank are recognized using trade date accounting and initially record at their cost  
including transaction costs (acquisition cost), except for  those financial assets carried at their fair values on the 
statements of profit and loss.

Securities held for trading  
Securities held for trading comprise fixed-income and variable-yield securities issued by the latvian and cross-

border issuers. Securities held for trading are initially recognized at acquisition cost (which includes transaction 
costs) and subsequently re-measured to fair value based on market prices. Realized and unrealised gains or losses are 
recorded as net trading income or net trading loss, respectively.  

noteS to the FinAnCiAl StAtementS
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Securities available for sale 

Securities held by the Bank for an indefinite period of time are categorized as securities available for 

sale.   Securities, whose quoted market value is not determined in an active market and whose fair value 

cannot be reliably measured are carried at acquisition cost. gains or losses on available-for-sale investments 

are recognized directly in equity, through the statement of changes in equity, except for impairment losses and 

foreign exchange gains and losses until the financial asset is derecognized, at which time the cumulative gain 

or loss previously recognized in equity is recognized in profit or loss.

Securities held to maturity  
Securities held to maturity include  government securities and corporate bonds, which are carried at amortized 

cost. Securities held to maturity are accounted for using a settlement date basis for purchases. initially, held-to-
maturity securities are recorded at their purchase value adjusted for discounts or premiums. Subsequently the effective 
interest rate method is applied for amortizing discounts over the term to maturity.   

Derivative financial instruments
Financial derivatives, including over-the-counter (otC) foreign-exchange derivatives (currency 

forwards and swaps), initially are accounted for at acquisition cost, plus associated costs, and subsequently 
are re-measured at fair value. Financial assets and financial liabilities resulting from re-measuring each 
individual derivative financial instrument at its fair value are recorded on the balance sheet as assets or 
liabilities, whichever is appropriate. Certain derivative instruments do not qualify for hedge accounting. 
Changes in the fair value of any derivative instrument that does not qualify for hedge accounting are 
recognised immediately in the income statement.

loans 
loans are measured at amortised cost using the effective interest rate method.
loans which are treated as non-performing, interest is no longer recorded as income, but specific provisions are 

made for previously accrued but non-received payments.
when a loan is uncollectible it is written off against the related impairment provision; subsequent recoveries are 

credited to the provision expense in the profit and loss statement.

impairment of financial assets
The Bank assesses at each balance sheet date whether there is any objective evidence that a financial asset or group 

of financial assets is impaired. 
The Bank first assesses whether any objective evidence of impairment exists individually for financial assets that 

are individually significant and for all loans with overdue payments or interest regardless of the size of the outstanding 
principal. Assets that are individually assessed for impairment and for which an impairment loss is or continues to be 
recognized are not included in a collective assessment of impairment; such a collective assessment is carried out to 
identify the risk of impairment (decrease in value).

For the purposes of a collective evaluation of impairment, financial assets are grouped on the basis of similar 
credit risk characteristics mainly based on collateral type. 

whenever there is objective evidence that an impairment loss on loans and receivables carried at amortized 
cost has been incurred, the amount of the loss is measured as the difference between the asset’s carrying amounts 
and estimated present value of future cash flows. As the Bank’s loan portfolio predominantly comprises loans 
secured by real estate, Bank uses discounted collateral realization value as an approximation of the present value of 

noteS to the FinAnCiAl StAtementS
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future cash flows. For the measurement of collective impairment the Bank assumes that all contractual cash flows 
will be received, and recognizes impairment loss based on historical loss experience, which is adjusted on the basis 
of  then-currently available data.

The carrying amount of the assets is reduced through the use of an allowance and the increase/decrease in the 
amount of the impairment loss is recognized in the statements of profit and loss.

other off-balance sheet exposures 
As a part of its routine business function, the Bank engages in off-balance sheet arrangements associated with 

lending, issuing bank guarantees and opening letters of credit. These financial transactions are recorded in the 
financial statements as at the effective date of the relevant agreement. 

intangible assets 
The Bank’s intangible assets comprise licenses, which allow the Bank to carry on banking business, and computer 

software. The intangible assets are accounted for at their historical cost less amortization. intangible assets amortization 
term is determined by the Bank based on the intangible asset’s useful life, if any; in the event that such a term is not 
stated, the Bank amortizes the intangible asset into expenses over a period of 5 years. The Bank applies the straight-
line method of depreciation to write off intangible assets, based on the assumption that intangible assets constantly 
lose their value.  

Tangible fixed assets  
tangible assets are recorded in the Bank’s financial statements at their historical cost less accumulated depreciation. 

tangible assets having a purchase price below lVl 100 are expensed at the moment of purchase. tangible fixed assets 
purchased for foreign currency are accounted for in lats at the Bank of latvia’s established rate valid as at the assets 
factual delivery date. 

depreciation periods for individual categories of assets are as follows: 
 
Buildings         50 years
machinery        5 years 
motor vehicles   5 years
other fixed assets      10 years
Computers      5 years

land and assets under construction are not depreciated. Costs relating to the maintenance and repair of the 
Bank’s fixed assets are included in the statements of profit and loss when they arise. whenever a complete repair and 
renovation prolong the asset’s useful life (change the value of the asset), then the repair and renovation expenditure 
amount is added to the fixed asset’s historic cost. 
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investment property 
investment property is initially recognized in the balance sheet at its purchase value, including purchase costs. 

Subsequently, the investment property is revalued and accounted for at its fair value based on its market price. gain 
or loss from the change in the value is recorded in the statements of profit and loss and reported under “gain or loss 
on revaluation of long-term financial investments” item.

repo operations (repos)
Securities sold under repurchase agreements (repos) are recorded in the financial statements along with other 

securities, while the Bank’s commitments are included in the respective items in the liabilities-side of the balance 
sheet, as “due to credit institutions” or “deposits” depending on the agreement’s characteristics.  

Fair value of financial assets and liabilities 
Fair value is based on the intentions for further activity of the Bank in certain financial assets and financial 

liabilities, taking into account its current financial position. The initial evaluation of financial assets and financial 
liabilities of the Bank is carried out at the fair value of the included asset and received liability for its repayment, 
including the transaction costs. The subsequent evaluation of financial assets and liabilities in the Bank’s balance 
sheet is carried out at depreciated cost, excluding trading assets and liabilities and derivatives. The fair value of a 
financial asset and financial liability is established by means of an evaluation method based on readily available 
market prices, interest rates, norms of determined losses for granted loans, and the coefficient for discounting. The 
trading portfolio consisting of the Bank’s securities is carried at fair value, which is based on published quotes on 
active markets. 

Cash and cash equivalents 
Cash and cash equivalents comprises cash and deposits with the Bank of latvia and other credit institutions with 

a maturity of less than 3 months when purchased, less balances due to the Bank of latvia and credit institutions with 
a maturity of less than 3 months.   

Debt securities in issue
debt securities in issue include bills of exchange/promissory notes issued by the Bank. debt securities are 

recognized at fair value of consideration received. interest expense resulting from issuance of the debt securities are 
recorded on the statements of profit and loss as interest expense.

Corporate income tax 
Corporate income tax in the Republic of latvia is a direct tax on profits, which is collected at the rate of 15%. 

deferred tax liabilities or claims arise for the Bank as a result of short-term differences, connected with non-
simultaneous recognition of income and expense in the financial statements or tax declaration prepared by the Bank. 
deferred taxes apply to the probable future tax claims and liabilities for all transactions and events, recognized in the 
financial statements or tax declaration of the Bank. Basic short-term differences arise because of differences between 
the depreciation rates of fixed assets, used for financial accounting and for tax purposes, and general accruals for bad 
debts and other expenses. 

noteS to the FinAnCiAl StAtementS
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3. riSK MAnAGeMenT

The Bank’s financial business is exposed to various risks, of which core risk categories are reputational risk, credit 
risk, liquidity risks, currency risk and market risk. All the aforementioned risks stem from the impairment of the 
borrower’s credit solvency, exchange rates fluctuations, interest rates fluctuations, and other factors. The Bank’s risk 
management policies set forth regulatory limits on risk transactions and outline the procedures designed to mitigate 
the risks across all of the Bank’s business areas. The Bank’s Board and two committees - the Credit Committee and the 
Resources Supervision Committee - continuously verify compliance with the regulatory requirements and guidelines 
outlined in the Bank’s internal documents. in view of the expansion of the Bank’s activity and the evolvement of the 
financial market, the Bank regularly improves its risk management system over which the internal Audit department 
maintains continuing control. 

reputational risk
The financial system may be exploited by money launderers and those who finance terrorism, which in turn can 

pose a significant reputational risk to banks unless they ensure an adequate level of due diligence to be able to identify, 
monitor and avoid reputational risk. The Bank therefore develops and consequently implements its internal policies 
and procedures in order to comply with the guidelines and requirements outlined in international and domestic 
regulatory documents:

1. Valid laws and legislative decrees of the Republic of latvia;
2. guidelines and recommended standards adopted by the Financial and Capital market Commission  
 and the Association of latvian Commercial Banks; 
3. global Anti-money laundering/Counter-Financing of terrorism (Aml/CFt) policies and regulations;
4. international best practice.

during 2005, the Bank has been focusing on the updating and analyzing information of the existing customer base, 
establishing an efficient system of monitoring customers’ activity, training of personnel, verifying the effectiveness of 
the Aml procedures and the efficiency of the implementation. The number of employees in the Aml Compliance 
division increased compared to the prior year.

noteS to the FinAnCiAl StAtementS
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The Bank has also put in place a revised set of Aml/CFt and know Your Сustomer (kYC) policies and procedures 
which provide guidelines for:

• performing customer due diligence (Cdd) through identification and verification processes;
• on-going supervision and monitoring of customers’ business activities;
• Carrying out customers’ business process analysis (BpA);
• identifying suspicious and unusual financial transactions; filing suspicious activity reports (SARs) 
 to investigative, law enforcement and judicial authorities;
• Retaining of the information concerning Bank’s customers and their business and financial activity;
• Staff training;

The above mentioned procedures reflect processes already implemented in the Bank as well as contain additional 
measures regarding documenting separate processes in Aml/kYC:

• the results of enhanced due diligence of customer base;
• the results of day-to-day monitoring arrangements;
• decisions taken regarding the analysis of daily financial transactions.

The Bank’s Board has determined until 1st July 2006 for the implementation of separate additional measures 
in Aml/CFt newly adopted in october 2005. By the publication date of the 2005 Annual Report the Bank has 
implemented the internal policy designed for documenting daily monitoring results and relevant decisions. The 
nearest plans envisage the completion of the process for documenting the results of enhanced due diligence on 
the active customer base, e.g. additional information on the status of beneficial owners of separate customers, and 
enhanced analysis of customer business processes.

The Financial and Capital market Commission (the Commission), which regulates the financial services 
industry in latvia, focuses on supervising and enforcing compliance with Aml/CFt standards in the course 
of routine audits conducted in latvian banks. in october 2005, the Commission performed a regular review of 
the Bank and confirmed that the Bank’s internal Aml policies and guidance incorporate global best practices 
and the Commission’s recommendations, and adherence to the policies and procedures in the course of banking 
business would ensure compliance with the latvian law On the Prevention of Money Laundering (the Aml law). 
The Commission agrees that Bank needs the time for implementation of the newly adopted developments of the 
policies and procedures. As mentioned above the Bank has determined the final term of implementation of the 
policies and procedures till 1 July 2006.

Credit risk
Credit risk is the risk that the Bank may sustain losses through a counterparty’s or debtor’s failure to meet 

contractual obligations vis-à-vis the Bank. 

For the purpose of minimizing credit risk, the Bank has set operating limits on various deals and transactions, for 
instance, limits on the exposures incurred by the Bank to individual customers (including any bank), depending on 
the borrower’s financial position, registration and the region where the borrower’s business is based, and depending 
on the amount and type of the underlying collateral, currency of the transaction, and other criteria. All of the said 
restrictions are set forth by the Bank’s internal policies and regulations. The Bank’s structural units are obligated 
to enforce the limits set. The Resources Supervision Committee, the Credit Committee and the Bank’s Board are 
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charged with the control function. The Bank’s adopted procedures are designed to trace, analyze and monitor credit 
risk, complemented by the maintenance of limits set by internal policies and regulations, to ensure that a multilateral 
control system is in place whenever the Bank seals any transaction that involves allocation of the Bank’s resources.

liquidity risk
liquidity is the Bank’s ability to ensure that its unexpected or forecasted financing needs are satisfied to meet 

legally proven claims of the Bank’s creditors. liquidity is understood as the Bank’s ability to convert assets into ready 
cash with the minimal losses or to borrow funds at a reasonable price. 

The Bank meets its liquidity requirements in compliance with the Bank’s liquidity management policy, as adopted 
by the Bank’s Board and Council. The policy sets forth terms for overall net position limits on a maturity basis. 
The Resources Supervision Committee has the responsibility to ensure uniform implementation of this policy. The 
Committee sets appropriate liquidity net positions sub-limits on the maximum aggregate deposit amount deposited 
by an individual customer (group of connected customers) and other restrictions. Also, the Committee ensures the 
enforcement of operating limits and adherence to the procedures. to comply with the regulatory requirements of the 
Financial and Capital market Commission, the Bank is obligated to hold sufficient liquid assets reserve to meet it 
financial commitments, however not less than 30% of the Bank’s total current liabilities.

As at 31 december 2005, the Bank’s liquidity ratio stood at 83% (2004: 69%). 
Refer to note 41 for maturity analysis – the table that analyses the Bank’s assets and liabilities into relevant maturity 

groupings, based on the remaining period at the balance sheet date to the contractual maturity date.  

Currency risk
exchange rate fluctuations may affect the Bank’s financial position and cash flow. Currency risk inherent in 

the transactions is calculated separate for each currency with respect to foreign currency-denominated assets and 
liabilities and the projected cash flow from derivative financial instruments.

to monitor currency risk, the Bank has formulated the Foreign exchange Risk management policy. The Resources 
Supervision Committee’s responsibility is to ensure that the regulatory requirements outlined in the policy are 
implemented. The regulatory requirements impose restrictions both on the size of currency conversion transactions 
and the net open foreign-currency position (noFp). under the law On Credit Institutions, the net open position 
in any foreign currency may not exceed 10 percent, while the overall foreign exchange exposure may not exceed 20 
percent of the Bank’s equity. in the financial market, the Bank is a party to spot, swap and forward contracts for the 
delivery of foreign currencies.

The Bank’ net open foreign exchange positions are shown in note 42. 
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interest rate risk
interest rate risk is the risk that fluctuating interest rates will adversely affect the Bank’s earnings and the Bank’s 

economic value.
to manage interest rate risk, the Bank has formulated and adopted the interest rate risk management policy and 

the procedure designed for measuring, monitoring and controlling interest rate risk. to set interest rate risk limits, the 
delta approach (delta measures interest rate changes) is used. given a one percent change in the interest rate under 
the delta approach, the Bank calculates the affect on the annual net interest profit separately for every single currency 
and for the overall foreign exchange exposure. The Resources Supervision Committee is responsible for ensuring that 
the requirements outlined in the aforementioned procedure are implemented and the Bank’s officers operate within 
prescribed limits. The Bank’s Board regularly resets the Bank’s pre-determined interest rates based on the analysis of 
the current market and based on the predictions for the rise or fall of interest rates.

Refer to note 43 to see the analysis of assets and liabilities by maturity profile based on fluctuating interest rates.

Market risk
The Bank focuses a lot of attention on the monitoring and analysis of market risk. The Bank has adopted its 

trading portfolio policy designed to define the structure of the Bank’s trading portfolio and to set out the maximum 
effective open position transacted with an individual issuer and the limits by the maturity profile of the securities. The 
Resources Supervision Committee is charged with the responsibility of implementing the trading portfolio policy. 
The internal Audit department is charged with a continuing control function. 

operational risk   
operational risk, i.e. the risk of losses arising from various types of human (staff members) or technical (software 

and hardware failures) errors, contingencies, fire and other factors of this sort. to prevent losses caused by operational 
risk, the Bank has adopted internal guidance documents, such as the internal by-law, fire safety regulations, technical 
system and facility safety regulations, information classification rules and other rules, regulations and directives. The 
Bank’s Board has appointed a task force whose task is to ensure the implementation of the regulatory requirements 
set forth in the aforesaid internal guidance documents.
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4. inTereST inCoMe 
2005 2004

lvl lvl

loans 1 903 115 1 452 036

due from credit institutions 792 717 731 626

investments in securities 155 858 100 161

payment cards 15 336 11 067

2 867 026 2 294 890

5. inTereST eXpenSe 
2005 2004

lvl lvl

deposits 600 488 598 262

due to credit institutions 86 912 113 546

debt securities 20 595 -

Subordinated liabilities 3 671 4 567

711 666 716 375

6. Fee AnD CoMMiSSion inCoMe 
2005 2004

lvl lvl

Servicing of settlements 1 768 652 819 744

trust operations 126 868 31 816

Forex transactions 85 023 108 457

Fees and commissions from banks 63 650 -

payment cards 62 330 39 101

Cash operations 24 250 16 833

Servicing of loans 10 689 10 713

other fee and commission income 18 963 14 598

2 160 425 1 041 262

 
7. Fee AnD CoMMiSSion eXpenSe

2005 2004

lvl lvl

Services of correspondent banks 602 247 231 575

Services of agents and brokers 121 898 95 654

payment cards 21 915 18 769

Securities-based transactions 20 750 9 226

other fee and commission expense 106 -

766 916 355 224

noteS to the FinAnCiAl StAtementS
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8.  neT TrADinG inCoMe
2005 2004

lvl lvl

gain/(loss) on foreign exchange operations  828 361 (303 229)

gain on trading in financial instruments  217 738  76 635

gain on revaluation of positions in foreign currency  205 961  246 210

gain on revaluation of trading and other financial instruments 32 703 175 833

 1 284 763  195 449

9.  oTHer operATinG inCoMe
2005 2004

lvl lvl

proceeds from selling fixed assets 5 956 85

penalty amounts received 591 5 152

Rent of premises - 2 372

other 1 808 2 128

8 355 9 737

10.  ADMiniSTrATive eXpenSeS 
2005 2004

lvl lvl

Staff salaries 948 420 718 830

professional services 393 788 345 125

Communication 246 366 214 059

Social insurance payments 209 476 164 516

lease, renovation and maintenance of fixed assets 198 084 148 749

Business trips 140 452 59 132

Representation expenses 88 004 67 410

motor vehicles 55 448 41 701

Real property tax 18 912 35 577

Security 6 603 230 516

other 248 103 241 390

2 553 656 2 267 005

11. oTHer operATinG eXpenSeS
2005 2004

lvl lvl

Advertising and publicity  36 403  37 232

Association membership fees  27 753 18 570

penalties paid  19 837 19 142

loss from selling fixed assets  1 130 -

other  19 063  980

104 186 75 924

noteS to the FinAnCiAl StAtementS
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12. GAin/(loSS) on FAir vAlue oF inveSTMenT properTy
2005 2004

lvl lvl

Fair value adjustment (note 25) 242 000 258 000

loss on disposal (note 25) - (606 000)

Fair value adjustment and disposal of investment property 242 000 (348 000)

13. inCoMe TAX 

a) income tax charge

 2005 2004

lvl lvl

income tax - -

deferred tax 28 231 -

Total 28 231 -

 

b) reconciliation between tax expense and accounting profit

 2005 2004

lvl lvl

profit before taxation 2 191 443 297 778

expected tax charge, applying the current tax rate of 15% (2004:15%) 328 716 44 667

Tax effect of:  

non-deductible expenses (47 009) 273 446

tax loss carried forward (268 806) (318 113)

tax allowances (12 901) -

deferred tax (28 231) -

income tax charge for the year (28 231) -

с) Deferred taxes

2005 2004

lvl lvl

temporary differences in amortization of fixed assets (180 171) (144 404)

temporary differences in vacation accruals 13 324 7 718

temporary differences resulting from remeasuring assets 7 615 -

temporary differences in tax loss carried forward - 5 685

Deferred tax liabilities (159 232) (131 001)
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14. TAXeS AnD SoCiAl inSurAnCe pAyMenTS 

2005 2004

lvl lvl

Social tax 297 641 235 276

personnel income tax 192 468 152 959

Real property tax 18 912 35 008

Value added tax 13 171 8 416

income tax withheld from non-residents 4 332 2 172

Total taxes paid 526 524 433 831

15. CASH AnD BAlAnCeS WiTH THe CenTrAl BAnK 
2005 2004

lVl lVl

Cash 605 667 657 447

Balance with the Bank of latvia 4 841 480 1 641 077

5 447 147 2 298 524

The Bank is required to ensure that a monthly average balance (in lats) with the Bank of latvia exceeds the statutory reserve requirement 

ratio for commercial banks. As at reporting date the Bank has complied with the reserve requirements of the Bank of latvia.

The reserve requirement amounted to lVl 4 420 356 (2004: lVl 1 517 894) at the end of the year.

16. Due FroM CreDiT inSTiTuTionS
2005 2004

lvl lvl

Repayable on demand 28 708 106  18 485 753

other claims 10 875 719  1 411 260

39 583 825 19 897 013

provisions (note 18) (102) (100)

39 583 723 19 896 913

The table below shows the geographical concentration of claims on credit institutions:

2005 2004

lvl lvl

due from credit institutions incorporated in the oeCd countries 22 544 772 15 934 631

due from credit institutions incorporated in other countries 13 441 602 1 784 645

due from credit institutions incorporated in the Republic of latvia 3 597 451 2 177 737

39 583 825 19 897 013

provisions (note 18) (102) (100)

39 583 723 19 896 913
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17. SeCuriTieS HelD For TrADinG  
2005 2004

lvl lvl

total debt securities 3 884 185 1 384 471

   Government treasury bills 211 980 84 891

   Bonds of other issuers and other fixed-income securities  3 672 205 1 299 580

equity shares 851 616 664 224

4 735 801 2 048 695

The table below shows the securities recorded at fair market value (by issuer profile): 

2005 2004

lvl lvl

debt securities of financial institutions 3 063 743 773 373

debt securities of non-financial companies 453 443 437 235

debt securities of central governments 211 980 84 891

debt securities of credit institutions 155 019 88 972

Total debt securities 3 884 185 1 384 471

equity shares of non-financial companies 825 243 652 424

equity shares of financial institutions 22 041 10 347

equity shares of credit institutions 4 332 1 453

Total equity shares 851 616 664 224

4 735 801 2 048 695

As at 31 december 2005, debt securities with total book value lVl 357 294 (2004: lVl 387 400) were pledged as collateral for repo loans 

totaling lVl 311 805 (2004: lVl 400 000). 

18. AnAlySiS oF CHAnGeS in proviSionS 

provisions 

for losses  

on loans

provisions 

for claims 

on the credit 

institutions

provisions 

for other 

assets 

provisions 

for accrued 

income

provisions 

for off-balance 

sheet exposures Total

lvl lvl lvl lvl lvl lvl

provisions as at 31 December 2004   1 449 231 100 9 965 29 293 - 1 488 589

Amounts written-off (660 698) - (10 339) (9 077) - (680 114)

increase in provisions 215 198 14 402 6 881 (684) 235 797

Release from provisions (215 863) - - (1 335) - (217 198)

difference due to  fluctuations 

to foreign  exchange rates  111 551  2  1 082  2 605  684  115 924

provisions as at 31 December 2005  899 419  102  15 110  28 367 -  942 998
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19. DerivATive ConTrACTS
2005 2005 2004 2004

Assets liabilities Assets liabilities

lvl lvl lvl lvl

Foreign currency exchange SWAp transactions

nominal basic value 13 478 364 13 422 158 11 061 282 11 048 391

Fair value 77 484 23 286 88 070 65 010

20. SeCuriTieS AvAilABle For SAle   
Company 2005 2004

lvl lvl

JSC “Capital” 127 111 127 111

S.w.i.F.t. SCRl 8 223 8 225

135 334 135 336

21. SeCuriTieS HelD To MATuriTy  
2005 2004

lvl lvl

government treasury bills 100 707 192 513

Bonds of other issuers 

and other fixed-income securities 101 151 201 823

201 858 394 336
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22. loAnS
( a ) loans by type 2005 2004

lvl lvl

mortgage loans  5 200 504  1 335 758

Commercial loans  4 115 062  4 888 569

Consumer loans  2 741 774  1 862 248

industrial loans  1 612 945  2 201 749

overdrafts  656 937  2 967 480

Finance leasing  88 682  229 329

payment cards  80 212  59 710

other  6 196 717  4 475 108

 20 692 833  18 019 951

provisions (note 18) (899 419) (1 449 231)

 19 793 414  16 570 720

( b ) loan profile by geographic locale 2005 2004

lvl lvl

Residents of the Republic of latvia  17 333 981  11 284 410

Residents of eu countries  1 271 066 3 191 999

Residents of other oeCd countries  682 244 2 052 586

Residents of CiS countries  196 577 679 785

Residents of other countries  1 208 965 811 171

 20 692 833  18 019 951

provisions (note 18) (899 419) (1 449 231)

 19 793 414  16 570 720

( с ) loans by customer profile  2005 2004

lvl lvl

loans to private companies  13 409 824  13 184 194

loans to private individuals  5 666 736  4 044 659

loans to financial institutions  975 093  595 943

insider loans (senior management and staff members)  641 180  195 155

 20 692 833  18 019 951

provisions (note 18) (899 419) (1 449 231)

 19 793 414  16 570 720

( d ) loans by terms of maturity 2005 2004

lvl lvl

up to 1 month (inclusive)  1 623 568  3 540 221

1 to 3 months  14 233  413 110

3 to 6 months  -  1 703

6 to 12 months  1 156 838  1 318 185

1 to 5 years  14 450 631 6 964 990

more than 5 years  3 447 563 5 781 742

 20 692 833  18 019 951

provisions (note 18) (899 419) (1 449 231)

 19 793 414  16 570 720
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23. inTAnGiBle ASSeTS 

Software, 

licenses and others

pre-payments 

for intangible assets Total

lvl lvl lvl

historical cost

As at 31 December 2004  241 355  96 513  337 868

Additions  19 820  7 006  26 826

disposals (53 051) - (53 051)

As at 31 December 2005  208 124  103 519  311 643

Amortization

As at 31 December 2004 (132 751) - (132 751)

Amortization (54 762) - (54 762)

disposals  53 051 -  53 051

As at 31 December 2005 (134 462) - (134 462)

net book value

As at 31 December 2004  108 604  96 513  205 117

As at 31 December 2005  73 662  103 519  177 181

24.  FiXeD ASSeTS 

Buildings 

and land  

(in own use)

leased fixed 

assets-related 

capital 

expenditure

Motor 

vehicles office outfit 

pre-

payments 

for fixed 

assets Total

lvl lvl lvl lvl lvl lvl

historical cost

As at 31 December  2004 273 108 408 762  182 532  804 051  3 663 1 672 116

Additions - 37 566 -  75 796 127 095  240 457

disposals - - (22 680) (30 973) - (53 653)

Reclassification - -  12 242  95 128 (107 370) -

As at 31 December  2005  273 108  446 328  172 094  944 002  23 388 1 858 920

depreciation

As at 31 December  2004 (38 414) - (67 780) (379 239) - (485 433)

depreciation (5 179) - (34 003) (129 573) - (168 755)

disposals - -  19 167  29 201 -  48 368

As at 31 December  2005 (43 593) - (82 616) (479 611) - (605 820)

net book value

As at 31 December  2004 234 694 408 762  114 752  424 812  3 663 1 186 683

net book value

As at 31 December  2005  229 515  446 328  89 478  464 391  23 388 1 253 100
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25. inveSTMenT properTy 
lvl

As at 31 December 2003 4 064 000

Sale (2 493 000)

loss from sale (606 000)

Revaluation 258 000

As at 31 December  2004 1 223 000

Revaluation 242 000

As at 31 December  2005 1 465 000

on 5 december 2005, the Bank’s investment property that comprises the building and the land located in Rīga, grēcinieku iela 6 was 

reappraised by certified appraiser a/s “Biznesa konsultāciju grupa” at fair market value (FmV). 

Construction and renovation works on the investment property are currently in progress.

26. DeFerreD eXpenSeS AnD ACCrueD inCoMe 
2005 2004

lvl lvl

Accrued interest on loans to non-banking financial companies 141 930 143 640

deferred expenses 79 959 178 243

other accrued income 64 394 27 376

Accrued interest on interbank loans 47 120 17 909

Accrued interest on securities 41 796 27 037

provisions (note18) (28 367) (29 293)

 346 832  364 912

27. oTHer ASSeTS 
2005 2004

lvl lvl

money in transit (replenishment of a correspondent account)  622 650 -

pre-payments 555 864 152 979

unsettled spot forex transactions  71 961  43 169

other accounts receivable  34 431  22 146

unidentified funds outflow from correspondent accounts  21 233  26 712

precious metals  15 975  20 049

Funds placed in guarantee funds  8 103  7 033

Tax overpayment  21  21

provisions (note 18) (15 110) (9 965)

1 315 128  262 144

As at 31 december 2005 the line “ pre-payments” includes pre-payments totaling lVl 554 134 for a complete repair and renovation of 

the investment property.
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28. Due To CreDiT inSTiTuTionS AnD CenTrAl BAnK
2005 2004

lvl lvl

Repayable on demand  122 496  588 302

other liabilities  593 000  1 483 600

715 496 2 071 902

The table below shows geographically-referenced figures:

2005 2004

lvl lvl

Credit institutions incorporated in the Republic of latvia 613 522 516 093

The Bank of latvia - 400 000

Credit institutions incorporated in non-oeCd countries 101 974 1 155 809

715 496 2 071 902

29. DepoSiTS
2005 2004

repayable at call lvl lvl

private companies 44 177 097 22 814 733

private individuals 2 000 603 1 171 812

State-owned companies 162 324 97 955

Financial institutions 11 077 10 836

public organizations 1 475 1 089

municipalities 1 1

46 352 577 24 096 426

Term deposits 

private companies 11 725 677 7 570 323

private individuals 4 579 393 3 282 493

Financial institutions 997 805 865 067

17 302 875 11 717 883

Total deposits 63 655 452 35 814 309

30. DeBT SeCuriTieS in iSSue 
2005 2004

lvl lvl

Bills of exchange 1 111 875                    -  

1 111 875 -

in 2005, average annual interest rate of 6.08% was applied to the debt securities in issue.
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outstanding bills of exchange

Face value Coupon rate

6%

8%

Maturity date

11/09/2007

29/12/2006

Carrying value, lvl

1 800 000 uSd 1 067 400

75 000 u Sd 44 475

 1 111 875

31.  DeFerreD inCoMe AnD ACCrueD eXpenSeS 
2005 2004

lvl lvl

Accrued interest payable 190 196 142 788

other accrued expense 144 905 31 244

unused vacation accrued expenses 88 829 51 460

Accruals for other payments 47 773 40 714

deferred income 1 306 640

473 009 266 846

32.        oTHer liABiliTieS 
2005 2004

lvl lvl

Suspense account 366 104 201 636

other accounts payable 48 332 52 723

unsettled spot forex transactions 39 937 72 929

454 373 327 288

33. SuBorDinATeD liABiliTieS  

unlike ordinary deposits, subordinated deposits are seven-year fixed term, and early withdrawal is only allowed in the event of winding 

up or bankruptcy of the Bank. The liabilities are to be repaid only after the claims of other creditors have been satisfied, however before 

the shareholders’ claims have been met. 

Depositor Currency

Amount 

in currency interest rate

repayment 

date

Amount 

in lvl, 2005

Amount 

in lvl, 2004

Belokon holdings uSd 85 000 5.50% 07/05/2006 50 405 43 860

Belokon holdings uSd 50 000 0.00% 30/09/2006 29 650 25 800

Vilmo line lVl 30 000 0.00% 12/01/2007 30 000 30 000

Belokon holdings uSd 25 000 0.00% 20/10/2008 14 825 12 900

Abdulins A.n. uSd 39 000 0.00% 07/05/2005 - 20 124

Belokon holdings uSd 50 000 0.00% 08/05/2005 - 25 800

impex land uSd 74 000 4.00% 04/05/2005 - 38 184

oristo Finance uSd 75 000 0.00% 28/04/2005 - 38 700

tara group llC uSd 100 000 0.00% 06/05/2005 - 51 600

uniparks AS uSd 94 068 0.00% 08/05/2005 - 48 539

other - - - - 7 168 18 568

Total - - - - 132 048 354 075



54

Annual Report 2005
noteS to the FinAnCiAl StAtementS

34.  SHAreHolDerS’ eQuiTy  

the total authorized and paid-in share capital remained unchanged from 2004 year’s level and at 2005-end 
was represented by 1 522 257 (one million five hundred twenty two thousand two hundred fifty seven) ordinary 
voting shares.

These are registered shares, each having a par value of lVl 5.00 (five lats). The total par value of the shares equals 
lVl 7 611 285 (seven million six hundred eleven thousand two hundred eighty five lats).

of the Bank’s 102 shareholders, 34 are legal entities and 68 are private individuals.

Reserve capital totaling lVl 545 024 is formed from the contributions made by the Bank’s shareholders.

listed below are the shareholders who each directly control more than 10 percent of the shares in the shareholders’ 
equity:

 Valerijs Belokon    37,2053 %
 Viacheslav kramnoy   27,9721 %
 Vilori Belokon         12,1657 %

The table below shows earnings per share which is computed as follows:  

2005 2004

profit for the year (lVl) 2 163 212 297 778

ordinary shares (number) 1 522 257 1 522 257

earnings per share (lvl per share) 1.42106 0.19562

35.       CASH AnD CASH eQuivAlenTS 

2005 2004

lVl lVl

Cash  605 667  657 447

Balance with the Bank of latvia  4 841 480  1 641 077

due from other credit institutions with up to 3 months 

remaining maturity  38 694 223  19 897 013

due to the Bank of latvia with up to 3 months remaining maturity - (400 000)

due to other credit institutions with up to 3 months remaining maturity (122 496) (1 104 302)

provisions (note 18) (102) (100)

 44 018 772  20 691 135
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36. relATeD pArTy TrAnSACTionS 

Related parties include the following: shareholders of the Bank who exercise a significant influence over the 
management policy of the Bank, their associates, members of Bank’s Council and Board, senior level executives, 
their immediate family members, the undertakings they control, and Bank’s affiliates and undertakings over which 
the Bank exercises a dominant influence. 

Average 

interest Amount

off-balance 

sheet items 2005, total 2004, total

Assets lvl lvl lvl lvl

loans, net - 2 170 225 62 314 2 232 539 1 808 501

   Bank-related undertakings and individuals 7.09% 2 179 424 9 175 2 188 599 1 714 138

   Council and Board 7.04% 1 678 52 569 54 247 46 416

   Other senior executives - - 570 570 58 368

   Provisions for losses on loans and advances - (10 877) - (10 877) (10 421)

Securities available for sale - 127 111 - 127 111 127 111

Accrued income - 1 210 - 1 210 10 926

Total assets and off-balance sheet liabilities - 2 298 546 62 314 2 360 860 1 946 538

liabilities

deposits deposited by related parties 5.05% 2 399 063 - 2 399 063 3 044 597

Subordinated liabilities 3.21% 102 048 - 102 048 108 360

Accrued expense - 22 802 - 22 802 15 954

Total liabilities - 2 523 913 - 2 523 913 3 168 911

The table below shows income and expense resulting from related party transactions:

2005 2004

lVl lVl

interest income 146 718 100 057

interest expense (121 326) (108 196)

net interest income 25 392 (8 139)

expenses related to provisions for doubtful debts (456) (971)

result 24 936 (9 110)

37. TruST AGreeMenTS 

The Bank enters into trust agreements with private individuals and legal entities, residents and non-residents of the 
Republic of latvia. As at 31 december 2005, the Bank’s administered assets totaled lVl 8 660 000. As at 31 december 2004, 
the Bank’s administered assets stood at lVl 5 470 306. 

trust transactions are included in off-balance sheet item.
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38. oFF-BAlAnCe SHeeT iTeMS 

As at 31 december 2005, the amount totaling lVl 197 419 (2004: lVl 170 555) was blocked in the Bank’s customer 
accounts as collateral to secure sureties and guarantees issued to Bank’s customers, including other off-balance sheet 
commitments to customers. 

Sureties and guarantees, which represent  irrevocable assurances and promise that the Bank will make payments 
to the beneficiary (third party) in the event that the obligor (customer) fails to honor his/her obligations to third 
parties, carry the same credit risk as loans.

Commitments to extend credit and liabilities for credit cards represent unused portions of authorizations to 
extend credit. with respect to credit risk on commitments to extend credit, the Bank is potentially exposed to a loss 
in an amount equal to the total unused commitments. 

2005 2004

lvl lvl

Sureties and guarantees 256 682 226 004

Commitments to customers 4 436 349 2 663 164

Commitments to extend credit  3 977 260 2 288 328

liabilities for credit cards 457 660 373 593

other liabilities 1 429 1 243

4 693 031 2 889 168

39.  inForMATion on THe BAnK’S STAFF 

in 2005, the Bank’s average staff complement grew to reach the figure 155 (in 2004 – 136).   Remuneration to the Bank’s Council and 

Board members amounted to:

2005 2004

lvl lvl

Council members 30 824 13 254

Board members 83 269 55 053

114 093 68 307
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40. CApiTAl ADeQuACy CAlCulATion 

The Bank’s capital adequacy ratio reflects the capital level required for hedging against credit risk and market risk 
which the Bank’s assets and off-balance sheet liabilities are exposed to. Therefore, to comply with the Financial and 
Capital market Commission’s regulatory requirements, the capital adequacy ratio may not be less than 8 percent. 

As at 31 December 2005 

Amount 

risk weight 

category

risk-weighted 

value

lvl % lvl

Bank’s portfolio credit risk capital requirements 

ASSeTS

Cash and balances with the central bank  5 450 496 0% -

due from credit institutions

    Credit institutions incorporated in OECD countries  22 567 841 20%  4 513 568

    Credit institutions incorporated in EU countries 

    (except for OECD countries)  249 218 20%  49 844

    Due from credit institutions of the Republic of Latvia  3 578 492 20%  715 698

    Due from other credit institutions 13 231 942 100%  13 231 942

Securities and investments 

    Due from the  central government of the Republic of Latvia  101 520 0% -

    Securities issued by credit institutions incorporated 

    in the Republic of Latvia and other fixed income securities  102 398 20%  20 480

    Equity shares and other variable yield securities  135 334 100% 135 334

loans 

    Claims secured by fixed-term deposits  1 736 554 0% -

    Claims secured by mortgages on real property registered 

    with the Land Registry Office  29 232 50%  14 616

    Claims on borrowers who are not credit institutions, 

    except for lower- risk claims  18 141 191 100%  18 141 191

prepaid expenses and accrued income, if those are not attributable 

to a particular counterparty  79 959 50%  39 980

Fixed assets and investment property  3 272 234 100%  3 272 234

other assets  825 388 100%  825 388

ToTAl riSK-WeiGHTeD vAlue oF ASSeTS 69 501 799  -  40 960 275
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oFF-BAlAnCe SHeeT liABiliTieS 

Adjustment of 100 percent risk-weight for credit risk 

guarantees issued 

0% risk-weighing 53 679 0% -

100% risk-weighing 203 004 100%  203 004

Adjustment of  50 percent risk-weight for credit risk 

Commitments to extend credit, open credit line, 

and similar liabilities 

0% risk-weighing 143 740 0% -

100% risk-weighing 4 291 161 100%  2 145 581

other items carrying average risk 

100% risk-weighing 1 429 100%  715

The credit equivalent amount of foreign-currency 

derivative contracts  

20% risk-weighing 137 136 20%  27 427

100% risk-weighing 12 746 100%  12 746

ToTAl oFF-BAlAnCe SHeeT liABiliTieS  4 842 895   2 389 473

ToTAl riSK-WeiGHTeD vAlue oF ASSeTS AnD oFF-BAlAnCe SHeeT liABiliTieS 43 349 748

BAnK’S porTFolio CreDiT riSK CApiTAl reQuireMenT 3 467 980

eQuiTy (neT WorTH)

paid-in share capital 7 611 285

Reserve capital and other reserves 545 024

Accumulated deficit (2 512 290)

profit for the current year 2 163 212

intangible assets (177 181)

Tier 1 Core Capital 7 630 050

Subordinated liabilities with remaining maturity 

    up to 1 year (inclusive) 80 055 0% -

    1 to 2 years 30 000 20% 6 000

    2 to 3 years 14 825 40% 5 930

    3 to 4 years 7 168 60% 4 301

Tier 2 Supplementary Capital 16 231

ToTAl CApiTAl 7 646 281

Total capital requirements

Bank’s portfolio credit risk capital requirement 3 467 980

Foreign exchange risk capital requirement 34 210

position risk capital requirement 324 260

Counterparty risk capital requirement 6 560

Total amount of market risk capital requirements 365 030

equity coverage for capital requirements 3 813 271

CApiTAl ADeQuACy rATio (%) 15.96%

CApiTAl ADeQuACy rATio as at 31 December 2004 (%) 20.32%
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41. AnAlySiS oF ASSeTS AnD liABiliTieS By MATuriTy proFile 
as at 31December 2005 
 

Demand 
less than   
1 month

1 to 3 
months 

3 to 6 
months 

6 to 12 
months

1 to 5 
years

5 years 
and more others pledged ToTAl

ASSeTS lvl

Cash and balances 
with the central bank 5 447 147 - - - - - - - - 5 447 147

due from credit institutions 29 089 979 9 011 244 593 000 296 500 593 000 - - - - 39 583 723

Securities held for trading 3 709 341 - - - - - 669 166 - 357 294 4 735 801

derivative contracts - 77 484 - - - - - - - 77 484

Securities available for sale - - - - - - 135 334 - - 135 334

Securities held to maturity 201 858 - - - - - - - - 201 858

loans 883 316 645 329 790 535 1 119 626 6 196 237 8 077 974 2 080 397 - - 19 793 414

intangible assets - - - - - - 177 181 - - 177 181

Fixed assets - - - - - - - 1 253 100 - 1 253 100

investment property - - - - - - - 1 465 000 - 1 465 000

deferred expenses 
and accrued income 85 421 144 521 53 678 20 831 21 290 17 295 3 796 - - 346 832

other assets 622 650 71 961 - - - - 620 517 - - 1 315 128

Total assets 40 039 712 9 950 539 1 437 213 1 436 957 6 810 527 8 095 269  3 686 391 2 718 100 357 294 74 532 002

liABiliTieS

due to credit institutions 
and central bank 122 496 - - - 593 000 - - - - 715 496

deposits 46 361 769 6 800 732 3 870 436 384 934 5 101 670 824 106 - - 311 805 63 655 452

debt securities in issue - - - - 44 475 1 067 400 - - - 1 111 875

derivative contracts - 23 286 - - - - - - - 23 286

deferred income 
and accrued expenses 203 680 111 389 57 478 11 791 50 149 36 412 2 110 - - 473 009

deferred taxes - - - - 159 232 - - - - 159 232

other liabilities 414 436 39 937 - - - - - - - 454 373

Subordinated liabilities - - - 50 405 29 650 51 993 - - 132 048

off-balance sheet liabilities* 4 639 352 - - - - - - - - 4 639 352

Total liabilities 51 741 733 6 975 344 3 927 914 447 130 5 978 176 1 979 911 2 110 311 805 71 364 123

Maturity gap (11 702 021) 2 975 195 (2 490 701) 989 827 832 351 6 115 358 3 684  281 x x x

*off- balance sheet liabilities are diminished by the amount of the issued guarantees, which are secured by the deposits deposited with the Bank and totaling lVl 53 679.

As at 31 December 2004:

Assets 23 474 730 3 919 332 1 149 000 35 240 2 357 705 6 115 640 4 620 603 2 614 800 387 400 44 674 450

liabilities 29 117 866 5 157 473 1 795 593 3 232 498 1 539 302 631 622 - - 400 000 41 874 354

Maturity gap (5 643 136) (1 238 141) (646 593) (3 197 258) 818 403 5 484 018 4 620 603 x x x
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42. AnAlySiS oF ASSeTS AnD liABiliTieS By CurrenCy proFile 
as at 31 December 2005

ASSeTS lvl eur uSD ruB Byr
other 

currencies 
ToTAl 

lvl

Cash and balances with the central bank  5 110 837  154 462  173 206 - -  8 642  5 447 147

due from credit institutions  42 838  5 500 575  29 493 649  2 880 504  1 254 653  411 504  39 583 723

Securities held for trading  669 166  -  4 066 635 - - -  4 735 801

derivative contracts  77 484 - - - - -  77 484

Securities available for sale  127 111 8 223 - - - -  135 334

Securities held to maturity  201 858 - - - - -  201 858

loans  6 925 144  5 395 570  7 472 700 - - -  19 793 414

intangible assets  142 457  34 724 - - - -  177 181

Fixed assets 1 253 100 - - - - - 1 253 100

investment property 1 465 000 - - - - - 1 465 000

deferred expense and accrued income  110 432  62 429  173 891 -  80 -  346 832

other assets  680 241  1 690  633 197 - - - 1 315 128

Total assets  16 805 668  11 157 673  42 013 278  2 880 504  1 254 733  420 146  74 532 002

liABiliTieS

due to credit institutions and central bank  23  4 262  711 211 - - -  715 496

deposits  2 460 118  7 940 406  49 031 497  2 645 817  1 363 857  213 757  63 655 452

debt securities in issue - -  1 111 875 - - -  1 111 875

derivative contracts  23 286 - - - - -  23 286

deferred income and accrued expenses  207 822  86 975  178 089  123 - - 473 009

deferred taxes 159 232 - - - - - 159 232

other liabilities  81 095  60 747  306 438  4 920  617  556  454 373

Subordinated liabilities  37 168 -  94 880 - - -  132 048

Shareholders’ equity  7 807 231 - - - - - 7 807 231

Total liabilities and shareholders’ equity  10 775 975  8 092 390  51 433 990  2 650 860  1 364 474  214 313  74 532 002

BAlAnCe poSiTion  6 029 693  3 065 283 (9 420 712)  229 644 (109 741)  205 833

unsettled spot forex contracts (585 000)  1 315 772 (826 848) - -  128 100

Forward contracts (6 031 843) (3 789 519)  10 103 069 - - (225 500)

neT poSiTion (587 150)  591 536 (144 491)  229 644 (109 741)  108 433

ratio to the shareholders’ equity (%)* -2% 3% -1%

The sum of overall foreign exchange exposure and the net position in gold stood at 4.61% the Bank’s equity as at 31 december 2005 (2004: 11%).

* equity (net worth) totaling lVl 7 646 281 (2004: lVl 5 478 308) as at 31 december 2005

As at 31 December 2004:
Assets 10 220 603 29 030 796 4 206 934 902 184 143 617 170 316 44 674 450

liabilities 8 905 917 31 936 523 2 935 577 650 195 195 918 50 320 44 674 450

Balance position 1 314 686 (2 905 727) 1 271 357 251 989 (52 301) 119 996 -

net position (537 671) 452 873 5 345 17 858 639 44 086 -



61

Annual Report 2005
noteS to the FinAnCiAl StAtementS

43. repriCinG MATuriTieS oF ASSeTS AnD liABiliTieS   
as at 31 December 2005 

 

up to 1 
month 

(inclusive) 
 1 to 3 

months 
3 to 6 

months 
 6 to 12 

months 
1 year 

and more 
no interest 

is paid others ToTAl

ASSeTS lvl lvl lvl lvl lvl lvl lvl lvl

Cash and balances 
with the central bank  4 841 480 - - - -  605 667 -  5 447 147

due from credit institutions  36 198 398  593 000  296 500  593 000 -  1 902 825 -  39 583 723

Securities held for trading  31 972  129 430  35 777  129 172  3 557 834  851 616 -  4 735 801

derivative contracts - - - - -  77 484 -  77 484

Securities available for sale - - - - - 135 334 -  135 334

Securities held to maturity -  100 051 - -  101 807 - -  201 858

loans  1 677 209  1 203 527  1 595 886  6 838 768  8 166 901  311 123 -  19 793 414

intangible assets - - - - - -  177 181  177 181

Fixed assets - - - - - -  1 253 100  1 253 100

investment property - - - - - -  1 465 000  1 465 000

deferred expenses 
and accrued income - - - - -  346 832 -  346 832

other assets - - - - -  1 315 128 -  1 315 128

Total assets  42 749 059  2 026 008  1 928 163  7 560 940 11 826 542  5 546 009  2 895 281  74 532 002

liABiliTieS 
AnD SHAreHolDerS’ eQuiTy 

due to credit institutions 
and central bank  18 034 - -  593 000 -  104 462 -  715 496

deposits  36 675 211  3 870 436  384 934  5 101 670  824 106  16 799 095 -  63 655 452

debt securities in issue - - -  44 475  1 067 400 - -  1 111 875

derivative contracts - - - - -  23 286 -  23 286

deferred income 
and accrued expenses - - - - -  473 009 - 473 009

deferred taxes - - - - - 159 232 - 159 232

other liabilities - - - - -  454 373 -  454 373

Subordinated liabilities - -  50 405  29 650  51 993 - -  132 048

Shareholders’ equity - - - - - -  7 807 231  7 807 231

Total liabilities 
and shareholders’ equity 

 36 693 245
 3 870 436  435 339  5 768 795  1 943 499  18 013 457  7 807 231  74 532 002

Balance sheet sensitivity 
to interest rate risk   6 055 814 (1 844 428)  1 492 824  1 792 145 9 883 043 (12 467 448) (4 911 950) -

As at 31 December 2004:
Assets 23 844 564 1 982 613 544 265 3 169 135 8 852 980 3 538 982 2 741 911 44 674 450

liabilities 23 438 350 1 772 618 3 201 632 1 389 383 606 721 8 621 727 5 644 019 44 674 450

Balance sheet sensitivity to interest rate risk  406 214  209 995 (2 657 367)  1 779 752 8 246 259 (5 082 745) (2 902 108) -
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44. GeoGrApHiCAl ConCenTrATion oF ASSeTS AnD liABiliTieS 
as at 31 December 2005

ASSeTS latvia

eu 

Member 

States 

other  

oeCD

countries

CiS

countries others ToTAl

lvl lvl lvl lvl lvl lvl

Cash and balances with the central bank  5 447 147 - - - -  5 447 147

due from credit institutions  3 577 708  22 793 990  1 779  13 210 246 -  39 583 723

Securities held for trading  669 166 1 601 390  2 454 284 -  10 961  4 735 801

derivative contracts  76 057 - -  1 427 -  77 484

Securities available for sale  127 111 8 223 - - -  135 334

Securities held to maturity  201 858 - - - -  201 858

loans  16 526 350  1 271 066  590 484  196 577  1 208 937  19 793 414

intangible assets  177 181 - - - -  177 181

Fixed assets 1 253 100 - - - - 1 253 100

investment property 1 465 000 - - - - 1 465 000

deferred expenses and accrued income  182 427  38 507  71 773  26 523  27 602  346 832

other assets  1 255 882  14 856  31 438  2 226  10 726  1 315 128

Total assets  30 958 987  25 728 032  3 149 758  13 436 999  1 258 226  74 532 002

liABiliTieS AnD SHAreHolDerS’  eQuiTy

due to credit institutions and central bank  613 522 - -  43 829  58 145  715 496

deposits  5 991 831  12 795 506  24 356 544  4 639 137  15 872 434  63 655 452

debt securities in issue 1 111 875 - - - -  1 111 875

derivative contracts - -  5 861  922  16 503  23 286

deferred income and accrued expenses 287 956  97 045  44 886  22 511  20 611 473 009

deferred taxes 159 232 - - - - 159 232

other liabilities  430 852  7 466  921  7 211  7 923  454 373

Subordinated liabilities  102 048 -  30 000 - -  132 048

Shareholders’ equity 4 467 121  1 935  627 915  2 710 165  95 7 807 231

Total liabilities and shareholders’ equity  13 164 437  12 901 952  25 066 127  7 423 775  15 975 711  74 532 002

oFF-BAlAnCe SHeeT iTeMS

Sureties and guarantees  154 489 -  44 475  48 823  8 895  256 682

off-balance sheet commitments to customers  513 711  144 422  2 209 790  49 597  1 518 829  4 436 349

Total off-balance sheet items  668 200  144 422  2 254 265  98 420  1 527 724  4 693 031

As at 31 December 2004:
Assets 18 758 237 3 796 079 18 845 646 2 461 737 812 751 44 674 450

liabilities 8 014 897 1 841 778 21 511 609 6 879 649 6 426 517 44 674 450

off-balance sheet liabilities 1 696 576 59 418 891 157 143 748 98 269 2 889 168
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45. proDuCTiviTy oF BAnK’S BAlAnCe SHeeT   

   

2005 2004

Average 

monthly 

balance 

interest 

income/ 

expense

Average 

interest 

rate 

Average 

monthly 

balance 

interest 

income/ 

expense

Average 

interest 

rate 

lvl lvl % lvl lvl %

ASSeTS 

Cash 770 721 - - 524 612 - -

Claims on central bank payable on demand 2 785 298 44 392 1.6% 1 216 496 7 068 0.6%

due from credit institutions 26 289 887 748 326 2.8% 16 837 673 724 558 4.3%

loans, net 21 417 055 1 918 450 9.0% 16 594 843 1 463 103 8.8%

   Loans 23 084 296 1 918 450 8.3% 18 100 294 1 463 103 8.1%

   Provisions for doubtful debts (1 667 241) - - (1 505 451) - -

debt securities 2 925 847 155 858 5.3% 1 847 803 100 161 5.4%

other assets 5 697 052 - - 5 041 710 - -

(A) ToTAl ASSeTS 59 885 860 2 867 026 4.8% 42 063 137 2 294 890 5.5%

liABiliTieS

due to credit institutions and central bank 1 570 431 86 912 5.5% 2 398 289 113 546 4.7%

deposits 48 312 496 600 488 1.2% 31 651 619 598 262 1.9%

   Deposits repayable at call 37 019 007 171 474 0.5% 16 550 710 61 772 0.4%

   Term deposits 11 293 489 429 014 3.8% 15 100 909 536 490 3.6%

debt securities in issue 356 056 20 595 5.8% - - -

Subordinated liabilities 208 276 3 671 1.8% 368 559 4 567 1.2%

other liabilities 3 181 188 - - 1 931 867 - -

(B) Total liabilities 53 628 447 711 666 1.3% 36 350 334 716 375 2.0%

Shareholder’s equity 6 257 413 - 5 712 803 - -

(C) Total liabilities and shareholders’ equity 59 885 860 711 666 1.2% 42 063 137 716 375 1.7%

net interest income 2 155 360 1 578 515

interest spread % (A)-(B) 3.5% 3.5%

investment spread % (A)-(C) 3.6% 3.8%
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46. FAir vAlue oF FinAnCiAl ASSeTS AnD liABiliTieS

BAlAnCe SHeeT iTeMS 2005, lvl 2004, lvl

Carrying value

estimated 

fair value Carrying value

estimated 

fair value

Assets 

Cash and balances with the central bank 5 447 147 5 447 147 2 298 524 2 298 524

due from credit institutions 39 583 723 39 617 024 19 896 913 19 899 670

Securities held for trading 4 735 801 4 735 801 2 048 695 2 048 695

Securities held to maturity 201 858 201 858 394 336 394 336

loans 19 793 414 20 854 869 16 570 720 17 064 871

Total assets 69 761 943 70 856 699 41 209 188 41 706 096

liabilities

due to credit institutions and central bank    715 496 715 496 2 071 902 2 071 902

deposits 63 655 452 64 173 225 35 814 309 36 201 559

debt securities in issue 1 111 875 1 111 875 - -

Subordinated liabilities 132 048 132 048 354 075 354 075

Total liabilities 65 614 871 66 132 644 38 240 286 38 627 536
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