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INDEPENDENT AUDITOR’S REPORT

To the Supervisory Board,
National Bank of Moldova

Report on Separate Financial Statements

Opinion

1.

We have audited the accompanying separate financlal statements of the National Bank of Moldova (“the Bank”)
which comprise the balance sheet as at 31 December 2019, and the statement of comprehensive result,
statement of capital and reserves and statement of cash flows for the year then ended, and notes to the separate
financial statements, Including a summary of significant accounting policies.

In our oplnion, the accompanying separate financial statements present fairly, in all material respects, the
financial position of the Bank as at 31 December 20189, and its financial performance and its cash flows for the
year then ended In accordance with International Financial Reporting Standards.

Basis for Opinion

3.

We conducted our audit in accordance with the International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditor’s Responsibilities for the Audit of the Separate
financial statements section of our report. We are independent of the Bank In accordance with the International
Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code), and we have
fulfilled our ather ethical responsiblilities in accordance with the IESBA Code. We believe that the audit evidence
we have obtained is sufficlent and appropriate to provide a basls for our opinion.

Other information - Administrator’s Report

4.

Management is responsible for preparation and presentation of the other information. The other information
comprises the Administrator’ report but does not include the separate financial statements and our auditors
report thereon.

Our opinion on the separate financial statements does not cover the other information and we do not express any
form of assurance conclusion thereon.

In connection with our audit of the separate financial statements, our responsibility is to read the other
information and, In doing so, consider whether the other information Is materfally inconsistent with the separate
financial statements or our knowledge obtained in the audit or otherwise appears to be materiaily misstated. If,
based on the work we have performed, we conclude that there is a material misstatement of this other
Information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of Management and Those Charged with Governance for the Separate Financial

Statements

5. Management is responsible for the preparation and fair presentation of these separate financial statements in
accordance with International Financial Reporting Standards, and for such Internal control as management
determines Is necessary to enable the preparation of separate financlal statements that are free from material
misstatement, whether due to fraud or error.,

6. In preparing the separate financial statements, management is responsible for assessing the Bank’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless management either intends to liquidate the Bank or to cease operations, or
has no realistic alternative but to do so.

7. Those charged with governance are responsible for overseeing the Bank’s financial reporting process.
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Deloitte.

Auditor’s Responsibility for the Audit of the Separate Financial Statements

8.  Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to Issue an auditor’s report that includes our

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

. Identify and assess the risks of materiai misstatement of the separate financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence
that Is sufficlent and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

. Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Bank's internal control.

. Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by management.

. Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based
on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that
may cast significant doubt on the Bank’s abllity to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditor’s report to the related
disclosures In the separate financial statements or, If such disclosures are Inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor's report.
However, future events or conditions may cause the Bank to cease to continue as a going concern.

. Evaluate the overall presentation, structure and content of the separate financial statements, Including the
disclosures, and whether the separate financial statements represent the underlying transactions and events
In a manner that achieves fair presentation.

10. We communicate with those charged with governance regarding, among other matters, the planned scope and

timing of the audit and significant audit findings, inciuding any significant deficlencies in internal control that we
Identify during our audit.

Irina Litra, Licensed Auditor

For signature, please refer to the original
Romanian version.

Registered in the Public Register of
Auditors number 1212066

On behaif of:
DELOXITTE & TOUCHE S.R.L.

Registered in the Public Register of
Audit Firms under number 1903039

Bd. Stefan cel Mare, nr. 65 Oficiu 300, MD-2001
Chiginau, Moldova
11 May 2020



National Bank of Moldova
SEPARATE BALANCE SHEET
For the year ended 31 December 2019

ASSETS

Cash and short-term placements
Monetary gold

Assets in international financial institutions
Securities issued by the Government of the
Republic of Moldova

Loans granted to banks and separates
Investment securities

Investments in subsidiaries

Property and equipment -

Intangible assets

Other assets

TOTAL ASSETS

LIABILITIES, CAPITAL AND RESERVES

Liabilities

National currency issued into circulation

Due to the Government of the Republic of Moldova
Due to the banks

Certificates issued by the National Bank of Moldova
Due to international financial institutions

Other liabilities

Total liabilities

Capital and reserves
Authorized capital
General reserve fund
Total statutory capital

Reserve of unrealized foreign exchange gains from
foreign currency stocks’ revaluation

Reserve of unrealized gains on revaluation of
investment securities

Other reserves

Total capital and reserves

TOTAL LIABILITIES, CAPITAL AND RESERVES

31 December

31 December

Notes 2019 2018
MDL’000 MDL’000
5 23580180 24723 602
6 61961 51533
7 4119 868 414710
8 15251903 15472115
9 19 244 18 906
10 29 002 657 26573204
1 24 000 24 000
13 74 889 84 332
13 43133 46 041
M 758 m2B
_ 7D85393  TIN9656
15 25 852 674 23748 867
16 7 892 565 9291988
17 20966 543 19 715 061
18 5402974 6298 721
7 7231560 7 876786
19 216 320 177 376
67 562 636 67108 799
1012474 902 970
2024947 1697 608
20 3037421 2600 578
20 1372304 1230 866
20 178 427 178 427
20 34 605 986
4 622 757 4010 857
72185 393 71119 656

The accompanying notes 1-32 are an integral part of these separate financial statements.

The Supervisory Board of thg National Bank of Moldova approved these separate financial statements on

8 May 2020.

QOctavian Arma
Governor 3

g

Aliona Vacarit,a

Director of the Budget, Finance and
Accounting Department,

Chief-accountant

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free translation

from Romanian, which is the official binding version.
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National Bank of Moldova
SEPARATE STATEMENT OF COMPREHENSIVE RESULT
For the year ended 31 December 2019

Notes 2019 2018

MDL’000 MDL’'000

Interest income from short-term placements 22 232178 303637

Interest income from securities 22 1466 687 1336106

Interest income from loans and repo agreements 22 1593 260

1700 458 1640003

Interest expenses on loans received 23 (46 972) (51474)
Interest expenses on deposits and mandatory 23

reserves (613 966) (578 421)
Interest expenses on transactions with securities and 23

repo agreements (380 437) (544 104)

(1041375) (1173 999)

Net interest income 659 083 466 004

Gains/(losses) from foreign currency transactions and 24

foreign exchange rate differences 201002 (242 669)
Gains/(losses) from the revaluation of securities 25 18 632 (9 605)
Other income 26 41 420 41336
Operating expenses 28 (341 856) (253 845)
Net operating (expenses) (80 802) (464 783)

NET PROFIT 578 281 1221
Other comprehensive income '
Items that are or may be reclassified subsequently to profit or loss

Revaluation of monetary gold 20 10 428 (1109)
Revaluation of securities in foreign currency measured 20

at fair value through other comprehensive income 23562 9614
Foreign exchange differences from revaluation of 20

securities in foreign currency measured at fair value

through other comprehensive income @3m) (1697)
TOTAL COMPREHENSIVE RESULT FOR THE PERIOD 611 900 8029

Calculation of the profit available for distribution

NET PROFIT 578 281 1221
(Allocation)/covering of unrealized (gains)/losses on revaluation of

foreign currency stocks (141 438) 247905
PROFIT AVAILABLE FOR DISTIRBUTION 436 843 249126

The accompanying notes 1-32 are an integral part of these separate financial statements.

The Supervisory Board of the National Bank of Moldova approved these separate financjgl statements on

8 May 2020.

Octavian Armasu
Governor

Aliona Vacarita
Director of the Budget, Finance and
Accounting Department,
Chief-accountant

Translator’s explanatory note: The above translation of the Financial Statements is provided as a free translation
from Romanian, which is the official binding version.
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National Bank of Moldova
SEPARATE STATEMENT OF CASH FLOWS
For the year ended 31 December 2019

Notes 2019 2018
MDL’000 MDL’000
Cash flows from operating activities
Interest receipts 1549 955 1356102
Interest payments (1052 969) (1166 794)
Gain/(loss) from investment securities 18 632 (9 605)
Other receipts 40217 41959
Payments to personnel and suppliers (265 702) (230177)
Cash inflows (outflows) before changes in assets and
liabilities 290133 (8 515)
Net (increase)/ decrease in operating assets
Securities issued by the Government of the Republic of
Moldova 230 000 (1853392)
Term deposits in foreign currency (102 487) 3171286
Assets in international financial institutions (10 412) (10 344)
Loans granted to banks and separates (338) 4916
Investment securities (2 267 810) (3712 336)
(2151 047) (2 399 870)
Net increase/ (decrease) in operating liabilities
National currency issued into circulation 2103 807 2716 001
Due to Government of the Republic of Moldova (1371 996) 587 656
Balances due to banks 1304 598 3841439
Certificates issued by the National Bank of Moldova (894 331) (2 916 825)
Assets in international financial institutions (650 085) (699 375)
Other liabilities (12 169) 128 481
479 824 3 657377
Net cash (outflows)/inflows from operating activities (1381 090) 1248 992
Property, equipment and intangible assets acquisitions : (10 589) (27720)
Investments in subsidiaries - (24 000)
Net cash (outflows) used in investing activities (10 589) (51720)
Differences from revaluation of cash and cash equivalents 166 069 (538 673)
(Decrease)/increase in cash and cash equivalents (1225 610) 658 599
Cash and cash equivalents at the beginning of the year 16 284 961 15 626 362
Cash and cash equivalents at the end of the year 15 059 351 16 284 961
Analysis of cash and cash equivalents
Cash in hand in foreign currency 5 591 530
Nostro accounts 5 2147672 2214 599
Term deposits in foreign currency S 12 911 088 14 069 832
Cash and cash equivalents 15 059 351 16 284 961

The accompanying notes 1 - 32 are an integral part of these separate financial statements.
— . ' .

Translator’s explanatory note: The above translation of the Financial Statements is provided as a free translation
from Romanian, which is the official binding version.
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

1. General information about the National Bank of Moldova

The National Bank of Moldova (further referred to as the Bank) is the central bank of the Republic of
Moldova which was established in 1991. The activity of the Bank is regulated by the Law No 548/1995
on the National Bank of Moldova. In accordance with the above mentioned Law, the Bank is an
autonomous public legal entity that is responsible to the Parliament of Republic of Moldova. The
primary objective of the Bank is to achieve and maintain price stability. Moreover, the Bank acts as
the sole issuer of national currency, formulates and implements the state monetary and foreign
exchange policy, holds and manages foreign exchange reserves of the State, acts as the State banker
and agent, licenses, supervises and regulates the activity of banks, as well as the payment services
and electronic money issuance provider, on behalf of the Republic of Moldova assumes obligations
and carries out the transactions resulted from the membership of the Republic of Moldova to the
activity of the international public institutions in the banking, credit and monetary field in
accordance with the terms of international agreements and acts as the resolution authority of the
banks.

The Bank has two collegial governing bodies: the Supervisory Board and the Executive Board. The
Supervisory Board is the body responsible for organizing an efficient system of independent public
oversight of the Bank’s activity. The Executive Board exercises the executive management of the
Bank and ensures the independent achievement of its main attributions, as established by law. The
Banks’ governing bodies’ members are appointed by the Parliament.

The Bank owns 98,36% of the share capital of the Joint Stock Company "Single Central Securities
Depository" (CSD), which was founded and registered on April 4, 2018. The Central Securities
Depository's activity is governed by the Single Central Securities Depository Law 234/2016. Pursuant
to the aforementioned law and the license granted by the National Bank of Moldova, starting 31 July
2018 the Central Securities Depository carries out the activities on initial registration of the state
securities and National Bank of Moldova’s financial claims in a book entry form, administration of
securities accounts, management of securities settlement system, clearing and settlement of state
securities and certificates issued by the National Bank of Moldova. Starting with May 1, 2019, the
Central Securities Depository also carries out activities regarding the financial instruments defined
in art.4 of Law no.171/2012 on the capital market.

The registered head-office of the Bank is 1 Grigore Vieru Avenue, Chisinau, Republic of Moldova,
while the head-office of the single Central Securities Depository is 57/1, Mitropolit Banulescu-
Bodoni avenue Chisindu, Republic of Moldova.

2. Basis of preparation

The separate financial statements of the Bank have been prepared in accordance with International
Financial Reporting Standards (IFRSs), issued by the International Accounting Standards Board
(IASB) and refer exclusively to the activity of the Bank. The Bank prepares consolidated financial
statements, which are available on the Bank’s website.

The separate financial statements are prepared under the going concern basis and presented in
Moldovan lei (hereinafter MDL), the currency of the Republic of Moldova, rounded to the nearest
thousand in Moldovan lei. The Bank maintains its books and records in accordance with the
International Financial Reporting Standards and the Law on the National Bank of Moldova and
prepares its financial statements in accordance with them.

The separate financial statements have been prepared on a historic cost or amortized cost basis,
except for financial assets measured at fair value through other comprehensive income.

Given the specificity of the Bank, the categories of financial assets of the Separate balance sheet
were presented using other names than the categories provided in IFRS9 “Financial Instruments”.
This presentation provides a better understanding of the financial assets and liabilities of the Bank,
considering its specific activity.

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free

translation from Romanian, which is the official binding version. 6



National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

2. Basis of preparation (continued)

At the same time, each line of financial assets and financial liabilities in the balance sheet
corresponds to certain categories classified in accordance with IFRS 9 “Financial Instruments”, these
being detailed in the Notes to the separate financial statements.

In accordance with paragraph 10 IAS 10 “Presentation of financial statements”, the Bank chose to
keep the title of “Separate statement of comprehensive result” and “Separate balance sheet” as
stated in financial statements for previous years because it better reflects user’s expectations of
financial statements and in order to maintain consistency of presentation with previous years.

Significant accounting judgments and estimates

The preparation of the separate financial statements in accordance with the International Financial
Reporting Standards requires management to make estimates, assumptions and judgements in
determining the amounts reported in the separate financial statements. Estimates and underlying
assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognized in
the period in which the estimate is revised and in any future periods affected. These judgments and
estimates are based on information available as of the date of the separate financial statements.
Actual results therefore could differ from those estimates.

The information on judgements made in applying the accounting policies that have the most
significant impact on the amounts recognized in these separate financial statements are as follows:

a) Classification of financial assets

The classification of financial assets according to IFRS 9 involves identifying and assessing the
business model of the assets held and assessing whether the contractual terms of the financial
instrument are solely payments of principal and interest (the ““SPPI” test).

b) Estimation of expected credit losses

Applying the expected credit loss model, involves the assumption and application of significant
judgments and assumptions in determining the “significant increase in credit risk” from the initial
recognition of the asset, the incorporation of forward looking economic conditions into impairment
models, as well as the selection and approval of models used to measure expected credit losses. The
detailed information on the estimates and judgments used to determine the expected credit losses
of the financial instruments are presented in Note 4.

Information on the assumptions and uncertainties of the estimates that have a significant risk of
material adjustments to the separate financial statements are:

e Expected credit losses

Significant assumptions relating the expected credit losses models for assets measured at fair value
through other comprehensive income (hereinafter FVOCI) and assets measured at amortized cost
are the inputs of the approved impairment models, including the forward looking economic
conditions

e Fair value of financial instruments

Where the fair value of financial assets and financial liabilities recorded in the Separate balance
sheet cannot be derived from active markets, these are determined using a variety of evaluation
techniques that include the use of mathematical models. The input of these models may be taken
from other active markets, where possible. Where this is not feasible, a degree of judgment is
required in establishing the fair value. The judgments include considerations of liquidity and model
inputs accepted by the management of the Bank. The detailed information on fair value of financial
instruments held by the Bank is presented in Note 12.

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free

translation from Romanian, which is the official binding version. 7



National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

3. Significant accounting policies

Except for the changes in accounting policies explained in Note 3 a), the significant accounting
policies set out below have been applied consistently by the Bank to all periods presented in these
separate financial statements.

a) Changes in accounting policies

The Bank has applied initially IFRS 76 Leases (hereinafter IFRS 16) from 1 January 2019. Other
standards that came into force on and after 1 January 2019 do not have a material impact on the
Bank’s separate financial statements. Changes in accounting policies resulting from the adoption of
IFRS 16 have been applied prospectively, without restatement of previous periods, as permitted
under the specific transitional requirements of the standard.

b) Revaluation of balances and transactions in foreign currency

Transactions in foreign currency are recorded at the exchange rate of the transaction day and are
revalued on a daily basis using the official exchange rate of Moldovan lei. At the balance sheet date,
monetary assets and liabilities denominated in foreign currency are translated at the official
exchange rate of the Moldovan lei on the reporting date. The official exchange rates of the
Moldovan leu against the reference currencies, for the years 2019-2018, was the following:

Year 2019 Year 2018
Average Average
for the period At year end for the period At year end
USD/MDL 17,5751 17,2093 16,8031 17,1427
EUR/MDL 19,6741 19,2605 19,8442 19,5212
GBP/MDL 22,4205 22,581 22,4380 21,651
XDR/MDL 24,2786 23,7975 23,7875 23,7710
XAU/MDL 786,0086 835,8027 685,5073 695,1387

Foreign exchange rate differences arising on the settlement of transactions different from those of
the foreign exchange stock are recognized in the Separate statement of comprehensive result.

c) Cash and cash equivalents

For the purpose of the Statement of cash flows, cash and cash equivalents comprise cash in hand in
foreign currency, Nostro accounts, short-term placements other banks, and securities issued by the
Government of the Republic of Moldova with the maturity of less than 3 months from the date of
the issuance. The Separate balance sheet includes the cash at nominal value, while the short-term
placements with banks are indicated at amortized cost and are presented on a net basis (cash in
hand in national currency is offset with the national currency issued into circulation).

d) Monetary gold

The Bank’s gold is kept in gold bullions, which comply with international certification and
monetary market trading requirements. Being a part of the official reserve assets, the gold is
considered to be a monetary asset. Given the above-mentioned characteristics of the monetary gold,
the management of the Bank understands that IFRS does not provide a specific treatment for the
accounting of monetary gold. Therefore, pursuant to the requirements set by paragraphs 10-12 of
IAS 8 "Accounting Policies, Changes in Accounting Estimates and Errors", the Bank determined that
it is relevant to apply the specific accounting treatment for the monetary gold, similar to that
established for the accounting of financial instruments and the disclosure of relevant information
related to gold as a monetary asset, part of the financial instruments.

Monetary gold is initially recognized at fair value plus transaction costs. The measurement of the
fair value of the gold is performed on a daily basis at the price determined by the Bank based on the
quotation Payusp set by London Gold Market Fixing Ltd Company. The gold is measured using the
weighted average cost method.Unrealized gains and losses from monetary gold revaluation are
recognized in the Separate statement of comprehensive result and reported in Other
comprehensive income and as other reserves. At derecognition, the cumulative unrealized gains and
losses shall be recognized as realized gains /losses and are reclassified to profit or loss.

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free

translation from Romanian, which is the official binding version. 8



National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

3. Significant accounting policies (continued)

€) Assets in international financial institutions

The amounts recorded in the balance sheet as “Assets in international financial institutions”
represent mainly the quota of the Republic of Moldova in the International Monetary Fund (“IMF”).
This amount is established in Special Drawing Rights (“XDR") and it is presented in MDL.
Receivables of international institutions and the quota of the Republic of Moldova to the IMF are
measured at amortised cost, with the monthly reevaluation, on the last working day of the
management month, at the XDR rate against the Moldovan leu, as calculated by the IMF.

f) Financial instruments
The Bank’s financial instruments comprise:

e Cash and short-term placements

e Monetary gold

¢ Assets in international financial institutions

e Securities issued by the Government of the Republic of Moldova
e Credits granted to banks and other persons

¢ Investment securities

e Investments in subsidiaries

e National currency in circulation

e Due to the Government of the Republic of Moldova
e Due to banks and other clients

e Certificates issued by the National Bank of Moldova
¢ Due to international financial institutions

Recognition of assets and financial liabilities

The Bank recognizes the non-derivative financial assets and liabilities on its balance sheet using the
settlement date accounting, when the Bank becomes party to the contractual provisions of the
financial instrument (regular way purchases), i.e. when there is probable that the future economic
benefits embodied in these assets and liabilities will flow to/ from the Bank and the assets or
liabilities have a cost or value that can be fairly measured.

Derecognition of financial assets and liabilities

The Bank derecognizes a financial asset when the contractual rights to the cash flows from the
financial asset expire, or when it transfers the rights to receive the contractual cash flows from the
financial asset in a transaction in which all material risks and profits from holding the financial
asset are transferred. The Bank derecognizes a financial liability when the contractual obligations of
the financial liability have been extinguished or canceled, or have expired.

Substantial modification of financial assets and liabilities

A substantial change in the conditions of an existing financial instrument (asset or liability) or part
of it (whether or not it can be attributed to the financial difficulties of the debtor) is accounted for
as a derecognition of the original financial instrument and the recognition of a new financial
instrument new. A substantial change in the conditions of a financial instrument is determined on
the basis of expert judgment, firstly by evaluating the qualitative factors of the change and then
applying the quantitative assessment of the effects of the change.

Classification of financial assets and financial liabilities

On initial recognition, the Bank classifies its financial assets in the following categories: financial
assets measured at amortized cost, financial assets measured at FVOCI and financial assets measured
at fair value through profit or loss (hereinafter FVPL).

. : i : =
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

3. Significant accounting policies (continued)
f) Financial instruments (continued)
Classification of financial assets and financial liabilities (continued)

On initial recognition, the Bank classifies its financial assets in the following categories: financial
assets measured at amortized cost, financial assets measured at FVOCI and financial assets measured
at fair value through profit or loss (hereinafter FVPL).

A financial asset is measured at amortized cost if it meets both of the following conditions:

1) the asset is held within a business model whose objective is to hold assets to collect
contractual cash flows; and

2) the contractual terms of the financial asset give rise on specified dates to cash flows that are
solely principal and interest payments only.

The amortized cost of a financial asset or financial liability is the amount at which the financial asset
or financial liability is measured on initial recognition minus the principal repayments, plus or
minus the cumulative amortization using the effective interest method of any difference between
that initial amount and the maturity amount and, for financial assets, adjusted for any credit loss
allowance.

Financial assets measured at amortized cost are subsequently measured at amortized cost using the
effective interest method and adjusted by the amount of any expected credit losses. The expected
credit loss and interest income are recognized in the Separate statement of the comprehensive
result (Interest income, Expected credit losses expenses).

This category includes securities issued by the Government of the Republic of Moldova, loans
granted to banks and other individuals, investment securities from the investment tranche, as well
as cash and short term placements in foreign currency in Nostro accounts, term deposits and
overnight credits.

A financial asset is measured at fair value through other comprehensive income (FVOCI) if both
conditions are met:

1) the asset is held within a business model whose objective is achieved by both collecting
contractual cash flows and selling financial assets; and

2) the contractual terms of the financial asset give rise on specified dates to cash flows that are
solely principal and interest payments only.

This category includes investment securities in foreign currency held in the current and liquidity
tranche and securities in foreign currency managed externally and the quota to the International
Monetary Fund.

Other financial assets that do not meet the measurement criteria either at amortized cost or at fair
value through other comprehensive result are classified and measured at fair value through profit
or loss. The Bank does not hold such instruments on 31 December 2019 and 31 December 2018.
Throughout 2019 and 2018, the Bank classified Forward and Swap instruments as financial assets
measured at fair value through profit or loss.

Throughout 2019 and 2018, the Bank classified Forward and Swap instruments as financial assets
measured at fair value through profit or loss.

Business model assessment

The Bank makes an assessment of the objective of a business model in which an asset is held ata
portfolio level because this best reflects the way the business is managed and information is
provided to management.

The objectives of setting up and managing each tranche of foreign reserves, sales activity from each
portfolio (frequency, volumes and timing), factors on which the management decision are based
when managing foreign reserves, risk management of foreign currency assets, performance
assessment and the relative significance of different sources of income are analyzed in establishing
the business model of for the classes of financial assets representing the foreign currency reserves.

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free

translation from Romanian, which is the official binding version. 10



National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

3. Significant accounting policies (continued)
f. Financial instruments (continued)

Regarding the financial instruments denominated in domestic currency, comprising the securities
issued by the Government of the Republic of Moldova and monetary instruments (loans granted to
banks, repo’s), the objectives of holding financial instruments in portfolios, monetary policy
objectives, frequency and volume of sale and other aspects of the legal and regulatory framework
relating the Bank’s duties are considered in setting up the business model.

Assessment of whether contractual cash flows are solely payments of principal and interest

The assessment of whether the contractual cash flows are solely payments of principal and interest
is applied at the level of the financial instrument.

For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset on
initial recognition, while ‘interest’ is defined as consideration for the time value of money and for
the credit risk associated with the principal amount outstanding during a particular period of time
and for other basic lending risks and costs (e.g. liquidity risk and administrative costs), as well as
profit margin, if pursued under the legal framework.

In assessing whether the contractual cash flows are solely payments of principal and interest, the
Bank considers the contractual terms and conditions of the instrument. This includes assessing
whether the financial asset contains a contractual term that could change the timing or amount of
contractual cash flows such that it would not meet this condition. In making the assessment, the
Bank shall examine the conditions for early repurchase or extension of instrument terms
(government bonds), contingent events, periodical reset of interest rates for floating-rate
instruments or other instrument changes (instruments indexed at inflation rate, benchmark rates
adjusted with different frequencies than the period of the interest rate, etc.) that modify
consideration of the time value of money.

Financial liabilities are classified and measured at amortized cost.
Reclassification of assets and financial liabilities

Financial assets are not reclassified after initial recognition, unless the Bank shall change its
business model in which the asset is managed.

g) Fair value of financial instruments

Fair value is the price that would be charged for the sale of an asset orpaid for the transfer of a
liability in a regulated transaction between market participants at the measurement date. Fair value
measurement assumes a transaction taking place in the principal market for the asset or liability, or
in the absence of a principal market, on the most advantageous market for the asset or liability.

Investment securities in foreign currency measured at fair value are classified as financial assets at
FVOCI, the gain or loss from their revaluation to market value is recognized in other items of
comprehensive income, while at their derecognition being reclassified in the Statement on
comprehensive income under category gains/losses from revaluation of securities. Exchange rate
differences on securities revaluation are recognized similarly in other items of the comprehensive
income, derecognition being reclassified under gains/losses from foreign currency transactions and
foreign exchange rate differences.

Considering the specific characteristics of the quota to the International Monetary Fund (the
allocated rights, the way of joining and structuring the derecognition, the allocated benefits) and
the lack of market and transactions with such instruments, the high degree of security and
acceptance on the international market, the carrying value of the Republic of Moldova quota to the
International Monetary Fund represent its fair value.

The fair value of the financial instruments measured at amortised cost is established by the Bank
using the information available on the market and the proper valuation methodologies, such as the
discounted cash flows techniques. Where discounted cash flows techniques are used, estimated
future cash flows are based on management’s best estimates and the discount rate is a market
related rate at the balance sheet date with similar terms and conditions. However, professional
judgment is required to interpret market data to determine the estimated fair value.
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

3. Significant accounting policies (continued)
g) Fair value of financial instruments (continued)

The fair value of the state securities held in the portfolio (with maturities which were not traded on
the secondary market recently) is estimated by obtaining the new interest rates (on current market)
at the reporting date per each maturity of state securities held in the Bank’s portfolio from the
curve of the current effective interest rates, adjusted to relevant indices.

Upon the classification of the fair value of financial instruments, the fair value hierarchy is used to
reflect the significance of the data input used to make the respective valuations. If the active market
of state securities is different from the primary (interbank) market, the Bank establishes the market
value by internal methodologies and references to similar market interest rates for those
instruments.

The hierarchy of fair value comprises the following three levels:
- Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities.

The Bank assigns to this category monetary gold and investment securities in foreign currency
measured at FVOCL

- Level 2: inputs, other than quoted prices included within level 1, that are observable for the
assets or liabilities, either directly (that is as prices), or indirectly (that is derived from
prices).

- The Bank assigns to this category the IMF quota.

- Level 3: inputs for assets or liabilities that are not based on observable market data
(unobservable inputs).
The Bank does not have any items assigned to this category during the reporting period.

The Bank has controls in place to verify the fair value of financial assets, verifying it observable
data, performs various valuation models based on observable quotations and analyzes major
changes between periods. The classification of the fair value of financial assets of the Bank per the
three levels is presented in Note 12.

h) Impairment of financial assets

Financial assets held by the Bank and measured at amortized cost and at FVOCI are tested for
impairment under the expected credit loss model. Expected credit losses represent a probability
weighted estimate of the credit losses. These losses are measured as the present value of the
difference between the contractual cash flows due to the Bank and the cash flows that the Bank
expects to receive as a result of the weighting of several future economic scenarios, discounted
using the original effective interest rate of the instruments.

The Bank applies three-stage impairment model under the expected loss approach. The impairment
model applies to financial instruments measured at amortized cost and FVOCI and does not apply to
financial instruments measured at FVPL. Within three impairment stages, financial assets may
migrate from one stage to another based on credit risk changes against initial recognition.

Stage 1. For Stage 1 financial assets, the expected loss is calculated for a 12 month period, applying
the probability of default for a period of 1 year.

Stage 2.In the event of a significant increase in credit risk compared to initial recognition, the
financial asset migrates to Stage 2. For Stage 2 financial assets, the expected loss for the lifetime of
the asset is calculated by applying a probability of default that cover the residual maturity of the
financial asset.

Stage 3. The Stage 3 migration criterion is the attribution of default status to the financial asset. The
expected loss is calculated for the all lifetime of the asset.
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

3. Significant accounting policies (continued)

h) Impairment of financial assets (continued)

On initial recognition, financial assets related to foreign currency reserves and instruments in
national currency were classified in Stage 1, these being considered as low-risk financial assets. The
same approach shall also benefit financial instruments that will later be invested in these kind of
assets.

A significant increase in credit risk associated with a foreign currency financial instrument is a
downgrading of the issuer's rating below the minimum allowed level (A-) according to the
Regulation on managing international reserves. In the case of financial instruments in national
currency, a significant increase in credit risk is a downgrading according to internal methodologies
agreed for assets in domestic currency. In this case, the financial instrument shall be classified in
Stage 2 and the credit risk loss shall be calculated over the entire period of the instrument until its
maturity. Also, a delay of more than 30 days' payment is a decisive factor for the migration of the
Stage 1 asset to Stage 2 for all financial assets held by the Bank.

At each reporting date, the Bank assesses whether there is evidence of a financial asset measured at
amortized cost and fair value through other comprehensive income is credit-impaired.

Default is defined as the inability of the issuer or counterparty to honor its contractual obligations.
The Bank considers a credit-impaired asset and classifies it in Stage 3 when one or more impairment
events occurred after initial recognition, with a negative impact on estimated future cash flows.
Evidence that a financial asset is credit-impaired includes the following observable data:

Significant financial difficulty of the debtor or issuer.

A breach of the contract, such as a default or failure to pay;

The disappearance of an active market for that financial asset due to financial difficulties.
Granting concessions to the debtor, for economic or contractual reasons, related to the
debtor's financial difficulties, which the Bank would not otherwise consider;

o Itislikely that the debtor will go bankrupt or in another form of reorganization.

A financial instrument in the foreign currency reserve category shall be classified in Stage 3 when
its rating is downgraded successively and goes from “investment grade” to “junk” (rating below
“BBB-“). In case of financial assets in domestic currency, the Bank shall classify a financial
instrument in Stage 3 if it migrates to the Credit-impaired category according to the models and the
internal rating system. Also, a delay of more than 90 days of payment is a key factor for the
migration of Stage 2 asset to Stage 3 for financial assets in foreign currency and exposures to
licensed banks.

Considering the high credit quality of financial assets in foreign currency, the Bank applies the
practical exemption to determine the expected credit losses based on the 12 month period expected
loss.

Financial asset of the foreign currency reserves with a BBB- rating and higher, being rated as
“investment grade” are considered low risk. The “investment grade” rating of a financial
instrument indicates a low probability of default of the issuer. Instruments rated as “AAA” and “AA”
are considered to be of high credit quality, indicating a high ability of the issuer to meet their
contractual obligations.

Instruments rated as “A” and “BBB” are considered to be of medium credit quality, indicating a
strong ability of the issuer to meet their payments. In this case, issuers have a stable financial
position, they can pay off their debts, but they may face some difficulties in the event of worsening
of the economic environment. At the same time, instruments rated as “BB”, “B” and “CCC” are of low
credit quality and are considered speculative or “junk” investments. The issuers of these
instruments have a high vulnerability to changing economic conditions, with a significant impact
on their ability to pay, in the event of recession or worsening in the economic environment.
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

3. Significant accounting policies (continued)
i) Impairment of financial assets (continued)

Given that under the Regulation on managing international reserves the minimum rating in which an
investment can be made is “A-" and is considered as average rating calculated based on the ratings
of the three international rating agencies, all financial assets in the Bank’s foreign reserves
portfolios are considered to be of low risk.

The formula for the expected credit loss is determined by multiplying the exposure at default (EA),
probability of default (PD), and losses at default (loss given default LGD). In determining the
expected credit loss and the scenarios used, the Bank applies the information derived from the
“Annual Corporate Default Study and Rating Transitions” report, published annually by the
Standard &Poor’s rating agency, the “Sovereign Foreign - Currency Cumulative Average Default
Rates With Rating Modifier” and “Sovereign Local-Currency Cumulative Average Default Rates
With Rating Modifier” from the “Annual Sovereign Default Study and Rating Transitions” report,
published annually by the Standard &Poor’s rating agency, internal models for determining default
probabilities for domestic assets, macroeconomic factors in the application of future information.
For the lifetime expected credit losses, the marginal probability of default is estimated for each year
until maturity. At the same time, the marginal probability of default in a given year is applies to the
sample that survived the default in the previous year or years.

State securities issued in domestic currency held in the Bank’s portfolio are considered as financial
instruments with low credit risk (classified in Stage 1), considering the sustainability of the debt
ratios and macroeconomic factors incorporated in the financial models developed in assessing the
Government exposure in relation to the Bank, as well as the lack of history of defaults of state
securities issued in domestic currency.

i) Repoagreements

The repo agreements represent sale/purchase transactions of securities with the subsequent
commitment of repurchase/sale at a pre-established date and at a previously agreed price. The Bank
uses these agreements in order to absorb liquidity (reverse repo) or to inject liquidity in the market
(Purchase repos).

Securities sold/purchased with a simultaneous commitment to repurchase/sell at a specified future
date are recognized at the fair value in the balance sheet as sale /purchase repo transactions at the
settlement date. The difference between sale and repurchase price is treated as interest expense,
and the difference between purchase price and resale price is treated as interest income, using the
effective interest method. Interest is accrued on a monthly basis on the last day of the month and at
maturity of repo transactions.

j)  Forward transactions

Forward currency transactions and forward legs of swaps, involving a foreign currency exchange at
a future date, towards domestic currency or other foreign currency are derivative financial
instruments, recognized at FVPL with the notional recorded in off-balance sheet accounts using the
trade date accounting at the spot rate of the transaction.

The notional of the forward transaction (Forward and Forward legs of SWAPs) is revalued starting
from the transaction date or plus maximum two working days under the settlement terms of the
base contract at the official rate of MDL against other foreign currencies.

Unrealized gains and/or losses derived from revaluation of foreign exchange term transactions are
recognized in the Statement of comprehensive result. The difference between spot and forward
rates on foreign exchange term transactions is recognized in balance sheet accounts and is
considered as the interest to be paid or received on cumulative basis both for term purchases and
sales.
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

3. Significant accounting policies (continued)
k) Investments in subsidiaries

Investments in subsidiaries are initially recognized in the separate financial statements at the fair
value of the consideration transferred at the date of acquisition, the possible forms of consideration
being cash and other assets. Investments in subsidiaries (capital, additional contribution) are
recognized when the Bank has a contractual arrangement to contribute and the contribution meets
the definition of an asset. After initial recognition, investments in subsidiaries are measured at cost
less impairment. Dividend income from subsidiaries is recognized in the separate statement of
comprehensive income on the date when the right to receive is determined and it is probable that
these dividends will be collected. Dividends are presented as a component of other incomes.

) Property and equipment

Property and equipment are measured at cost less accumulated amortization and depreciation
losses.

Expenditures on current repairs and maintenance are charged to operating expense as incurred.
Expenditures related to tangible assets, made after their putting into service are recognized as
assets only if these expenses improve the asset condition beyond the originally assessed
performance standard. Depreciation of property and equipment is computed on a straight-line basis
using the following depreciation rates:
Rate per annum,
Interval %

Buildings, special constructions and similar constructions 5%-10%
Vehicles 12,5%-20%

Special equipment, banknotes processing equipment etc. 12,5% -20%
Office equipment 20%

Machinery and equipment, computing equipment 30%

An element of property and equipment is derecognized on disposal or when no future economic
benefits are expected from their use or disposal. Depreciation rates and terms of use are reviewed
at each reporting date.

m) Intangible assets

Intangible assets represent costs incurred for acquisition of computer software. They are amortized
using the straight-line method over their estimated useful lives. An annual amortization rate is
determined based on the estimated useful life of each asset, which is determined when it is put into
use, on the basis of the period that the asset is estimated to be used or the duration of the license. On
31 December 2019, the estimated useful life of intangible assets in use varies between 1 and 10 years.

The costs related to the maintenance of the software elements are recognized in the separate
statement of comprehensive income at the moment they occur. An element of intangible assets is
derecognized on disposal or when no future economic benefits are expected from their use or
disposal. Amortization rates and terms of use are reviewed at each reporting date.

n) National currency issued into circulation

The national currency (banknotes and coins is recognized at nominal value when it is put into
circulation and is derecognized when it is withdrawn from circulation. The national currency issued
into circulation is measured at amortized cost. For presentation purposes, the national currency in
circulation is reduced by the national currency held at the Bank’s cash desk. The cost of production
of banknotes and coins is recognized in the separate statement of comprehensive income as they
incurred.

Commemorative banknotes and commemorative and jubilee coins are recognized in the accounting
records at their nominal value at the date of their release into circulation. Commemorative
banknotes and commemorative and jubilee coins are sold at their selling price, and the difference
between the selling price and the nominal value is recognized as other income.
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

3. Significant accounting policies (continued)
0) Due tobanks

Due to banks include Loro accounts and current accounts of the resident and non-resident banks,
deposits accepted from banks and the accrued interests on these deposits.

Due to banks include inter alia and the mandatory reserves required for banks to be maintained on
the accounts opened in the Bank, in compliance with its prudential requirements and monetary
policy requirements.

In the balance sheet, balances due to banks, including the term deposits accepted, are measured at
amortized cost. Due to the short-term nature of such balances, the management of the Bank
estimates that their carrying amount approximates their fair value.

p) Due to the Government of the Republic of Moldova

Due to the Government of the Republic of Moldova include accounts of the State Budget held in
national and foreign currency, demand and term deposits of the Ministry of Finance and amounts of
the Credit Line Directorate of the Ministry of Finance, being measured at amortized cost.

q@) Certificates issued by the National Bank of Moldova

Certificates issued by the National Bank of Moldova represent discount securities and are
recognized in the balance sheet at the settlement date at sale price. After initial recognition, the
certificates are measured at amortized cost using the effective interest rate method, with the
calculation and recognition of the amortized discount in the last day of each month and at the
maturity date of the Bank’s certificates.

r) Due tointernational financial institutions

Balances due to international financial institutions are initially recognized at fair value.
Subsequently, balances due to international financial institutions are measured at amortized cost.
Any difference between net proceeds and the redemption value is recognized in the Separate
statement of comprehensive income over the period to maturity.

s) Other liabilities
Other liabilities include financial and non-financial liabilities.

Other financial liabilities comprise the liabilities to the State Budget, the current account of the
Deposit Guarantee Fund, Loro Temporary Account of Tiraspol Cash and Settlement Center, trade
payables, operating lease liabilities, due to employees. Other financial liabilities are measured at
amortized cost. Other non-financial liabilities comprise the provision for unused holidays days,
measured at cost, deferred income from received grants and other non-monetary liabilities.

t) Capital and reserves

The Bank tends to maintain the statutory capital on the level required to accomplish the objective
established by the Law on the National Bank of Moldova.

The capital structure of the Bank includes the following:
¢ Statutory capital:
- Authorized capital
- General reserve fund
e Reserves of unrealized gains;
e Other reserves, in accordance with International Financial Reporting Standards.

According to the provisions of the Law on the National Bank of Moldova, in force during the 2019
year, the statutory capital is dynamic and is formed from the annual profit available for
distribution, from the income obtained under Article 64, paragraph (3) of the afore-mentioned law
and /or from the Government contributions until the capital reaches the value of 10% of the total
monetary liabilities of the Bank (that represent all liabilities in the balance sheet except liabilities
due to the Government and International Monetary Fund).
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

3. Significant accounting policies (continued)
t) Capital and reserves (continued)

The authorized capital is subscribed and held exclusively by the State; the capital is not transferable
or subject to encumbrance. No reduction of the level of monetary liabilities, both during the year,
and at the end of the year, does not result in a decrease of statutory capital previously accumulated.

The general reserve fund is used exclusively to cover the net losses incurred by the Bank at the end
of the financial year. In case when, at the end of the financial year, the general reserve fund has a
debit balance, the Ministry of Finance, on behalf of the Government, during a period of 60 days
from the date when the external auditors’ opinion on the Financial Statements of the Bank is issued,
transfers to the Bank a capital contribution formed of state securities at the market interest rate, in
the amount necessary to cover the debit balance.

As the allocation of unrealized gains may affect the achievement of the objectives of the Bank, the
Bank accumulates unrealized gains, resulted from the foreign exchange rates fluctuation in the
corresponding reserve accounts of the unrealized gains, which, consequently, are used to cover the
unrealized losses generated by respective sources.

The profit available for distribution represents the net profit obtained after distribution of
unrealized gains to the corresponding reserves of unrealized gains and after covering unrealized
losses from sources of the corresponding reserves of unrealized gains, until their balance becomes
zero and after the distribution to statutory capital of realized gains from banknotes and coins
withdrawn from circulation, but not exchanged within the prescription /exchange period allocated,
pursuant the Article 64, paragraph (3) of the Law on the National Bank of Moldova.

At the end of the financial year, the profit available for distribution is allocated to the increase of
the statutory capital, in accordance with Article 19, paragraph (3) of the Law on the National Bank of
Moldova, in force at the end of the reporting year, until the capital reaches the level of specificed
percentage of total monetary liabilities, and thereafter, if there will be a difference between the
balance of the profit available for distribution and the amount allocated for the statutory capital
increase, it will be transferred to the State Budget. Statutory capital and reserves are disclosed in the
balance sheet at historical cost.

u) Income tax

In accordance with the Article 24, paragraph (15), letter f) of the Law No. 1164-XIII of 24 April 1997 on
applying the titles I and II of the Tax Code, the Bank is exempted from the income tax on its
activities.

v) Interest income and expenses

Interest income and expenses are recognized in the Separate statement of comprehensive result for
all financial instruments measured at fair value and at amortized cost using the effective interest
method. The effective interest method is the rate that that exactly discounts estimated future cash
payments or receipts through the expected life of the financial instrument or, where appropriate,
for a shorter period, to the gross carrying amount of the assets and the amortized cost of the
financial liability.

The effective interest rate is calculated at initial recognition of the financial instrument. When
applying the effective interest method for financial instruments, other than those purchased or
originated as credit-impaired, the Bank takes into account future cash flows from contracts,
excluding any expected credit losses, all commissions that form an integral part of the effective
interest rate of a financial instrument, transaction costs and premiums and related discounts. For
those assets purchased or originated as credit-impaired the Bank calculates an effective interest rate
adjusted at credit loss, considering contractual flows and impairment losses. The effective interest
rate is revised in the case of periodic reassessment of cash flows for floating interest rates in order
to reflect market price movements.
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

3. Significant accounting policies (continued)
v) Interestincome and expenses (continued)

Interest income and expenses are calculated by applying the effective interest rate to the gross
carrying value of the financial asset and the amortized cost in the case of financial liabilities. In case
of credit impaired assets, the interest income is calculated by applying the credit-adjusted effective
interest rate at amortized cost of the financial asset. In case if the asset is no more impaired, the
interest is calculated from the gross carrying value of the asset.

Interest income and expense measured by the effective interest rate method and disclosed in the
Separate statement of comprehensive result comprise interest income of assets measured at
amortized cost and FVOCI. Interest expense from negative interest rate on financial assets are
presented in category Operating Expenses.

w) Fee and commission income and expenses

Commissions that are an integral part of the effective interest rate of financial instruments are
included in interest income and expense calculated using the effective interest rate method.

Other commissions are recognized as income based on services rendered by the Bank under the
contracts with customers (performance obligations satisfied) and as expenses based on contractual
services.

x) Revaluation of assets and liabilities in foreign currency

Unrealized foreign exchange gains and/or losses are created as a result of the daily revaluations of
the foreign currency stocks representing the difference between the official exchange rates of the
domestic currency against the foreign currencies which create the foreign exchange stocks and the
revaluation of the International Monetary Fund related accounts during the financial year.

By virtue of its activities as a Central Bank and for foreign currency market intervention purposes,
the Bank maintains open currency positions at the reporting dates.

In accordance with the art. 20 of the Law on the National Bank of Moldova at the end of the financial
year, the net unrealized foreign exchange gains from revaluation of the foreign currency stocks and
securities in foreign currency available in the Bank’s portfolio are transferred to the correspondent
reserve accounts of unrealized gains. The amount of net unrealized losses, reported in the Separate
statement of comprehensive result is covered using the sources of corresponding reserve accounts
of unrealized gains, until their balance equals to zero.

y) Fiduciary activities

In accordance with the provisions of the Law on the National Bank of Moldova, the Bank acts as the
fiscal agent of the State. State’s assets and income arising from these activities are not included in
these Separate Financial Statements.

z) Contingent assets and liabilities

Contingent liabilities include possible obligations arising as a result of past events and which
existence shall be confirmed only by the occurrence or non-occurrence of one or more uncertain
future doubtful events that may not be entirely under the control of the Bank. Contingent liabilities
also represent current obligations arising from past events that are not recognized as it is not
certain that resources will be required to incorporate economic benefits to settle the obligation, or
its value cannot be reliably measured. Contingent liabilities are not recognized in the Separate
financial Statements. They are disclosed in the Notes to the Financial Statements, unless the
possibility of an outflow of resources embodying economic benefits is removed.

Contingent assets are presented by probable assets that arise as a result of past events and which
existence shall be confirmed only by the occurrence or non-occurrence of one or more uncertain
future events that may not be entirely under the control of the entity. Contingent assets are not
recognized in the Separate Financial Statements but are disclosed when an inflow of economic
benefits is probable.
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

3. Significant accounting policies (continued)
aa) Provisions

The Bank recognizes provisions when it has a present legal or constructive obligation to transfer
economic benefits as a result of past events and the amount can be estimated reliably.

bb) Pension costs Employee benefits

During its actual activity, the Bank makes contributions to the social state insurance budget and to
the mandatory medical insurance fund of the Republic of Moldova, including the contributions
made on the name of its employees, according to the legislation in force. Social insurance
contributions, as well as the mandatory health insurance premiums borne by the Bank on its own
account are recognized as expenses when calculating salaries. The Bank does not operate any other
retirement schemes and has no obligation to provide further benefits to current or former
employees.

cc) Operating leases

In the case of short-term leases and/or leases of assets of law value, the Bank recognizes the right of
use asset and a lease liability equal to future lease payments required by the contract.

Right-of-use assets, generated by long term contracts, are recognized at cost in the Separate balance
sheet, at the commencement date.

The cost of the right-of-use asset comprise the amount of the initial measurement of the lease
liability; any lease payments made at or before the commencement date, less any lease incentives
received; any initial direct costs incurred by the lessee; any estimated costs to be incurred in
dismantling and removing the underlying asset.

The liability arising from the long-term lease is recognized in the balance sheet at the present value
of the lease payments that are not paid at that date. The lease payments are discounted using the
interest rate implicit in the lease, if that rate can be readily determined. If that rate cannot be
readily determined, the Bank uses the base rate used for the main short-term monetary policy
operations published by National Bank of Moldova in force at the date of recognition of lease.

dd) New standards and interpretations not yet adopted

Some of the new standards, amendments and interpretations for existing standards are not yet
effective for the year ended 31 December 2019, and have not been applied in preparing these
Financial Statements:

- Amendments to Conceptual Framework for Financial Reporting,;

- Amendments to IFRS 3 ”Business Combinations”- definition of a business;

- Amendments to IAS 1 ”Presentation of Financial Statements” and IAS 8 "Accounting Policies,
Changes in Accounting Estimates and Errors " - defining the notion of "materiality”;

- IFRS 17 "Insurance Contracts”.

Considering the nature of the Bank's transactions, it is estimated that the requirements of the
amendments related to these standards will not have a significant impact on the Separate Financial
Statements.
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

4. Risk management
4.1 Risk management framework

Throughout its normal operations, the Bank is exposed to a range of operational and financial risks.
This note presents the information about Bank’s exposures to risks, policies and processes of the
Bank for assessing and monitoring the risks related to financial instruments held by the Bank.

In order to reduce the effect (impact and probability) of risk materialization, the Bank promotes risk
management based on the principles of the classic "three lines of defence" model (based on COSO
standards related to the internal control system and risk management within an entity). Within the
framework of this model, each line has its importance in the process of corporate governance of the
Bank, ensuring an adequate system of internal control and management of risks.

The first line of defence owns and manages the risks and is represented by the Bank subdivisions,
which are also the "owners" of risks. The heads of subdivisions (line managers) bear responsibility
for identifying and managing the risks inherent to the activity processes and the information
systems of which they own.

The second line of defence represents the functions of organizing the risk management process,
which facilitates and monitors the efficient implementation of risk management by the line
managers. [t is independent of line managers and reports to management bodies.

The third line of defence is represented by internal auditors, who provide reasonable independent
assurance to the governing bodies and line managers regarding the adequacy and effectiveness of
governance, risk management and internal controls, including how the first and second line of
defence reach the objectives of risk management. The internal audit is subordinated and reports to
the Supervisory Board.

The management bodies of the Bank implement the model of the three lines of defence and ensure
that it reflects the risk management process and internal control of the bank.

Through the established duties, the Supervisory Board is responsible for adopting the standards of
the internal control system, verifying and assessing continuously its functioning and its elements.
Accordingly, the Supervisory Board is assisted by the Audit Committee, which in turn provides
advice / opinions on the monitoring of the financial reporting processes of the Bank and on the
efficiency of the internal control system, and in order to achieve the attributions mentioned at an
expected quality level risk management.

The methodology for designing, implementing and maintaining the risk management system, is
approved by the Supervisory Board of the Bank. Risk management policies include how to identify,
evaluate, manage and monitor risk-measurement instruments with direct, regular, or necessary
reporting to the Bank's management.

Regulatory acts, approved by the Supervisory Board of the Bank, that lay out the principles of the
Bank’s corporate governance, promote and develop the control environment of the Bank,
emphasizing the importance that the management of the Bank attributes to the internal control.
This ensures employees' awareness and compliance with the Bank's core tasks and objectives as well
as separate functions and rules of conduct.

Auditing and evaluation of the internal control and risk management system in the Bank is an
element of managerial control and is within the competence of the Internal Audit Department. The
results of the internal audit and the recommendations provided are transmitted to the audited
subdivisions and executive management for the implementation of the audit recommendations, the
associated risk mitigation, with subsequent reporting to the Audit Committee / Supervisory Board
of the Bank.
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

4. Risk management (continued)
4.1 Risk management framework (continued)
Operational risk

The operational risk (OpR) involves a potential financial, activity and/or a reputational impact for
the bank that derives or is conditioned by inadequate or unsuccessful activities of internal
governance, business processes, individuals, systems, infrastructure, legislation, communication or
external environment change.

The operational risk management of the Bank is based on process management and is an integral
part of corporate governance, processes and daily activities. Operational risk management includes
policies and procedures, responsibilities imposed at all hierarchical levels, and internal control
measures specific to each Bank’s activity process. These are set out in the Framework on operational
risk management in the National Bank of Moldova, approved by the Supervisory Board.

The operational risk governance model is a distributed one and is based on the classic "three lines of
defense" model of the internal control system and risk management.

The line managers are responsible for the development, implementation and maintenance of
effective internal control system for managed processes. Moreover, the line managers ensure the
identification, assessment, mitigation and monitoring of the risks related to the processes carried
out, as well as the continuity of the processes.

The risk management function (division) ensures the unitary methodological framework of the
operational risk management system, facilitates and coordinates the operational risk management
process carried out by the divisions, offers knowledge transfer, assistance and consultancy in the
field. This function also elaborates the operational risk profile of the Bank, with quarterly reporting
to the Risk Committee and annually to the governing bodies.

The Executive Board assumes responsibility for the implementation of the operational risk
management framework and monitors its efficiency through the Risk Committee.

The purpose of the Risk Committee, as part of the second line of defense, is to assist the Executive
Board with the direct supervision on the effective management of the operational risk management
system in the Bank. The risk committee has been delegated with the authority to supervise the risk
areas, the procedures and tools used to identify asses and mitigate operational risks, changes in risk
levels and their impact, risk responses.

The Risk Committee is responsible to the Executive Board.

In the context of operational risk management, the management function of the business
continuity and the informational security elaborates and implements the standards, information
security policies and business continuity, incident response plans and resumption of the essential
operational functions within the set deadlines, manages major incidents and exceptional instances
of continuity and informational security and monitoring the incident management process.

Operational risk management is part of Bank's governance and support processes.
Financial risk

The Executive Board assumes responsibility for establishing and supervising the risk management
framework of financial instruments, including through the Investment Committee, the manner in
which the Supervisory Board sets it up.

The Investment Committee is responsible for developing and monitoring risk management policies
in specific liability areas, reporting regularly to the Executive Board the results of its work. The
Executive Board is responsible for: establishing the investment horizon; the regulatory foreign
currency composition of international reserves; the minimum rating in which investments can be
made; approving strategic benchmark; the allowed durations and deviations for each foreign
currency; approving the maximum limits on instruments and counterparties/issuers; taking
decisions on transmitting a certain part of international state reserves into external management.

* . .
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NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

4. Risk management (continued)
4.1 Risk management framework (continued)
Financial risk (continued)

The Investment Committee is responsible for: analyzing and monitoring the investment risks,
including credit risks, the analysis of the rating developments of counterparties authorized to
conduct the operations as well as the ratings of issuers of securities in foreign currency; establishing
short and medium term investment strategy; analyzing the developments and forecasts for the
domestic foreign exchange market and international financial markets, investment portfolio
performance analysis, establishing the foreign currency structure of each sub-portfolio and
acceptable deviations, approving and reviewing, where necessary, the list of authorized
counterparties for performing the transactions, establishing the limits on transactions performed
by Bank's dealers, etc. As of 1January 2018, the Investment Committee reviewed the financial
instruments classification policies according to IFRS 9 and the expected credit losses (ECL method),
including monitoring the periodic development of expected losses according to the approved
methodology during the year.

The Risk Monitoring and Reporting Division is responsible for managing and reporting investment
risks in accordance with the regulations approved by the Executive Board and the Investment
Committee, including the expected credit losses according to ECL method and periodic validation
and back-testing, identifying significant increases of the credit risk and the incorporation of future
economic information.

The tasks of promoting the monetary and foreign exchange policy with the purpose of fulfilling the
Bank's fundamental objective of ensuring and maintaining price stability are the Executive Board at
the monetary policy promotion meetings.

The risk management activity of the Bank is governed by internal instructions and procedures and
is monitored by the management of the Bank, which analyzes the Bank's monetary, investment and
foreign exchange policy issues.

Pursuant to Article 5, 16, 53 and 71 of the Law on the National Bank of Moldova, the Bank maintains
and manages the foreign exchange reserves of the State (also referred to as “international
reserves”), performs foreign exchange operations using foreign reserve assets and maintains them
at an adequate level for the conduct of the monetary and foreign exchange policy of the state. In the
process of managing foreign exchange reserves, the Bank ensures a high degree of security and a
required level of liquidity of investments. The investment policy of the Bank is prudent, aiming to
improve profitability, focusing on liquidity and security.

As part of the management of foreign exchange reserves, the Bank invests in safe instruments, also
used by other central banks: placements on correspondent accounts (usually with other central
banks) and term placements in foreign currency and securities. These are classified as:
supranational securities (issued by supranational institutions), government securities (issued by US
Government, Governments of EU member states, other high-rating government issuers) and non-
government securities (issued by high rating agencies).

As from July 2013 in collaboration with the World Bank, the management of foreign exchange
reserves is carried out through Strategic Assets Allocation method (SAA). The Strategic Assets
Allocation involves a long-term outlook for asset management aimed to achieve the optimal level of
profitability and risk. In the context of the SAA, international reserves are divided into three
tranches, depending on the specific objectives and regulations. This approach ensures a more
efficient achievement of the established objective.

The working capital tranche is a part of the international reserves used to cover cash needs for
foreign currency sales on the domestic foreign exchange market, payments related to the external
debt of the Bank and the Government of the Republic of Moldova and other payments in foreign
currency during one month.
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4. Risk management (continued)
4.1 Risk management framework (continued)
Financial risk (continued)

Liguidity tranche provides the coverage of the average value of at least 3 months of imports of
goods and services (calculated using the historical data for the last 4 years and the forecast of
imports for the next year). It also covers external debt payments of the Bank and the Government of
Republic of Moldova and other payments in foreign currency within one year. If the liquidity
tranche exceeds 4 months of import, as well as payments on external debt of the Bank and the RM
Government and other payments in foreign currency over one year, the surplus of reserves may be
used to complete the investment tranche. The part of the reserves that is transferred to external
management is also included in the liquidity tranche. The liquidity tranche may cover less than 3
months of import as well as the amount of payments related to the external debt of the Bank, the
RM Government and other payments in foreign currency during one year, as long as the investment
tranche does not comprise other assets than the portfolio of securities at amortized cost and gold.
Funds recovered at the maturity of the securities in the portfolio measured at amortized cost will be
reinvested in the liquidity tranche.

Investment tranche represents all international reserves excluding assets that are part of the
working capital tranche and liquidity tranche. The investment tranche allows to invest in longer-
term instruments and to optimize the profit. Portfolio of securities measured at amortized cost and
investments in gold are part of the investment tranche.

The tranches consist of portfolios in different currencies and different financial instruments, for
each portfolio it has been selected a benchmark - a market index recognized and used worldwide
for benchmarking the performance and risks of the investment portfolios.

The strategic allocation in tranches is the fundamental element in determining the models of the
management of financial assets in foreign currency (“business models”) according to the IFRS 9
classification requirements. The strategic asset allocation is a complex and sustainable process that
is periodically reviewed.

An essential element of the process of managing foreign exchange reserves is the management of
investment and credit risk, achieved by setting investment limits. The risk management procedures
for foreign exchange reserves comprise the establishment and monitoring of adherence to limits on
investment instruments, separate counterparties/issuers, depending on the rating, deviations from
established benchmarks, time limits, limits depending on the investment term, as well as currency
composition.

The regulatory framework for financial risk management in systematically updated, depending on
the market trends, policy or structure of the Bank developments.

The main categories of financial risk to which the Bank is exposed are: credit risk, liquidity risk,
market risk, which includes interest rate risk and currency risk. The structure of assets and
liabilities is primarily determined by the nature of legal functions of the National Bank of Moldova,
rather than commercial considerations. The Bank does not use derivative financial instruments for
financial risk hedging. At the same time, the Bank permanently manages its exposure to risk,
through a variety of risk management techniques.

4.2 Credit risk

The credit risk is the risk of financial losses incurred as result of counterparty’s failure to meet its
contractual obligations. The Bank’s maximum exposure to credit risk, excluding the value of any
guarantees, represents the carrying value of its financial assets.
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4. Risk management (continued)
4.2 Credit risk (continued)

Transaction credit risk relating the management of the foreign exchange reserves is monitored by
selecting highly-liquid and low-risk investment instruments, as well as establishing investment
limits and their day-to-day control. An essential element of credit risk management related to
foreign exchange reserves is the Bank's investment with the purpose of managing foreign exchange
reserves in secure long-term reliable counterparties (minimum average rating A-') assigned by the
international rating agencies (Standard & Poor’s, Moody's and Fitch Ratings), and which are
authorized by the Bank for those transactions.

The Bank does not use long-term ratings established by international rating agencies in managing
the credit risk of domestic currency exposures, but applies internal credit risk methodologies and
internal rating systems.

In order to mitigate the exposure to credit risk associated with loans granted to licensed banks, the
Bank monitors on a regular bases the quality of the loan portfolio by periodically evaluating the
change in internal ratings in the debtors’ classification, the events that may cause losses, including
future macroeconomic factors, financial indicators of banks, including breach of contractual terms
(failure to pay the principal or the interest), worsening the financial condition of the debtor and
their probability of bankruptcy, renegotiating and/or extension of repayment terms of loans and/or
interests relating to financial difficulties of the debtor caused by economic, legal reasons, etc.

Additionally, exposure to credit risk is reduced by the collateral made up by licensed banks, which
must cover the total amount of loans granted by the Bank, interest and other related payments.
When determining the value of the asset - guarantee, risk control measures are applied in order to
protect the Bank against the risk of financial loss due to a bank failure to repay the loan. The Bank
assesses the quality and the value of assets granted by banks as collateral for loans on a monthly
basis, or more frequently, if necessary.

Credit risk associated with overnight credits is managed on a daily basis by using monetary policy
limits that, according to the applicable normative acts, if necessary, allow to reduce to zero the
amounts of credits that may be granted by the Bank to the banks licensed under the standing
facilities. It is also managed by ensuring with state securities and certificates issued by the Bank that
have a high degree of liquidity.

In order to reduce the exposure to credit risk related to loans granted to the Bank’s employees, the
Bank requires the employee to guarantee the pledge or other collateral.

| Ratings are expressed in the format used by Standard & Poor's and Fitch Ratings agencies. As Moody's
rating agency uses a different rating format, they are assigned Standard & Poor's or Fitch Ratings
equivalents using the equivalence tables.
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

4. Risk management (continued)
4.2 Credit risk (continued)

For the purpose of quantification of investment credit risk made in foreign currency, the value of
the credit risk applied to the investment portfolio shall be calculated based on the default
coefficients established by the Standard&Poor’s Agency, for each type of rating, investments being
divided in ten categories, according to the default coefficients, with annual maturities up to ten
years, inclusively.

As of 31 December 2019, the credit risk exposure of the investment securities portfolio quantified on
the base of default coefficient determined by the Standard & Poor’s Agency, can be presented as
follows:

Portfolio
At amortized cost At FVOCI Total share
MDL’000 USD’000 MDL’'000 USD’000 MDL’'000 USD’000 %
31 December 2019 11 800 686 819 48 12 619 733 0,02
31 December 2018 16 766 978 459 27 17 225* 1005 0,04

*In order to ensure comparability with the previous period, following the transition to IFRS 9 which
generated changes in the structure of financial instruments depending on the valuation method, the
exposure to credit risk of the investment portfolio, as of 31 December 2018, was restated by MDL 100
thousand, following the inclusion in the amount of the risk exposure at 31 December 2018 and the
accrued interest balance.

The assessment of assets portfolio diversification and correct rating of the credit risk depending on

the geographical area, the classification of assets of the Bank, depending on the investment country,
except the cash and the monetary gold, shall be done depending on the country of origin:

Country 31 December 2019 Share 31 December 2018 Share
MDL'000 % MDL’000 %
USA 19 398 743 26,92 18 362 612 25,87
France 6753330 9,37 3354 869 4,73
The Netherlands 6 631264 9,20 8375120 11,80
International Financial
Organizations 6 591527 9,15 6 675937 9,41
Great Britain 5544725 7,69 4548 475 6,41
Germany 5186266 7,20 6 859 494 9,66
Finland 2364409 3,28 588 441 0,83
Singapore 2 068 551 2,87 3386710 4,77
Luxembourg 1039554 1,44 1551655 2,19
Austria 362 676 0,50 251798 0,35
Canada 325518 0,45 1093 066 1,54
Norway 241917 0,34 34 365 0,05
Sweden 189 804 0,26 325679 0,46
Other countries 4421 0,01 3295 0,00
Republic of Moldova* 15 358 685 21,32 15 568 815 21,93
Total financial assets 72061390 100,00 70 980 331 100,00

*Following the separate disclosure of other financial assets from non-financial assets starting with
2019, for comparability purposes the prior year balances have been restated resulting with the
exclusion from the line "Republic of Moldova” of other non financial.

In the section ,International Financial Organizations”, the major share is held by the subscription
share of the Republic of Moldova at the IMF in national currency.

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

4. Risk management (continued)
4.2 Credit risk (continued)

In addition, for the assessment of assets portfolio diversification and the rating of the credit risk
depending on the investment sector, the classification of the assets of Banks depending on the
investment sector shall be provided:

Investment sector 31 December 2019 Share 31December 2018 Share

MDL’000 % MDL'000 %
Foreign central banks 12757 938 17,70 10 862 525 15,30
Foreign commercial banks 10 643 753 14,77 13 687142 19,28
Foreign Governments 18 818 998 26,12 17 796 492 25,07
Government of the Republic of Moldova 15251903 21,17 15472115 21,80
International Financial Organizations 6 591527 9,15 6 675 937 9,41
Foreign Government Agencies 7890490 10,95 6389420 9,00
Investments in subsidiaries® 24 000 0,03 24 000 0,03
Other financial assets 4 82781 0,1 72700 0,10
Total financial assets 72 061390 100,00 70 980 331 100,00

Presentation of financial assets after the classification and calculation of losses following the
expected depreciation :

Investment sector 31 December 2019 ECLstage 1December2019 ECL stage
MDL’'000 MDL'000
Foreign central banks 12757 938 1 10 862 525 1
Foreign commercial banks 10 643 753 1 13 687142 1
Foreign Governments 18 818 998 1 17796 492 1
Government of the Republic of Moldova 15 251903 1 15472115 1
International Financial Organizations 6 591527 1 6 675937 1
Foreign Government Agencies 7890490 1 6389420 1
Other financial assets * 82781 1 72700 1
Total financial assets 72 037 390 1 70 956 331 1

During the management period, no significant increase of the credit risk associated with the
financial assets held by the Bank was identified. Also, no premises for migration from the initial
recognition stage to an inferior stage have been identified, nor for default counterparty.

Taking into consideration the scenarios applied in determining the losses caused by the expected
depreciation, the depreciation losses have been qualified as non-material, while in the case of some
instruments - equal with zero. Subsequently, they were not registered in the separate financial
statements.

4 Following the reclassification and division of financial assets from non-financial starting with 2019, to ensure
comparability with the previous reporting period, from the table on the distribution of financial assets by investment sector,
from the category “Other financial assets” on 31 December 2018 were excluding non-financial assets.

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

4. Risk management (continued)

4.2 Liquidity risk

The liquidity risk represents the risk that the Bank will not be able to meet its payment obligations
at maturity. The maturity of assets and liabilities, as well as the capacity to replace the interest
bearing liabilities at an acceptable price as they reach the due date, constitute major factors for the
assessment of Bank’s liquidity.

The liquidity risk is managed on a daily basis in dynamics through monitoring the investment limits
established by internal regulations, the decisions of the Executive Board and decisions of the
Monetary Committee. In addition, the monitoring of the liquidity risk is conducted through
creating investment tranches and use of market benchmarks set for indexed investment sub-
portfolios, depending on the type of instruments and investment currency. The used benchmarks
are market indicators, which are internationally recognized and used for the contrastive evaluation
of performance and risks related to investment portfolios.

The indicators are provided by Intercontinental Exchange (ICE), after taking over the activity of
index supply from Bank of America Merrill Lynch, an institution which calculates and provides a
large range of recognized benchmarks and throughout the investment community.

The liquidity risk, in the case of the internally managed portfolio, except the portfolio of securities
assessed at amortized cost, is permanently monitored by the Bank by maintaining an adequate level
of tranches in the range of admissible deviations and by limiting the maximum admissible maturity
of the investment portfolio, which does not allow investments in instruments with high maturity.

In the case of externally managed portfolios, the limitation of the liquidity risk is done on the base
of provisions of Agreement on consulting and investment management, concluded on 8 December
2010 between the International Bank for Reconstruction and Development (IBRD) and the National
Bank of Moldova (NBM), which was prolonged by Decision of the Executive Board no 168 of 30
December 2015, and entered into force on 1 February 2016. The agreement stipulates that the
investments shall be managed under the benchmark (ICE Bank of America Merrill Lynch index U.S.
Treasuries, 0-1 year), so the duration of the portfolio is correlated with the duration of the
benchmark. Deviations from the duration of portfolio of +/- 3 months compared to the duration of
benchmark are allowed.

The liquidity risk of the foreign currency securities portfolio, assessed at amortized cost, is
diminished through the diversification of maturity of investments, being distributed in the range of
1to 5 years, and through limitation of share of this portfolio in the total portfolio of securities. In
addition, the supply of foreign currency securities portfolio, assessed at amortized cost is possible
only if the its share represents less than 25% of the international reserves and the level of reserves
cover 4 months of import, as well as payments related to the external liabilities of the Bank and the
Government of the Republic of Moldova and other payments in foreign currency, during one year.

Liquidity is one of the main criteria in determining the structure of currency assets. This fact shows
the potential need to transform the currency reserves in liquidities for purpose of intervention,
when such needs arise.

The foreign currency securities measured at fair value through other comprehensive income and
held by the Bank, are instruments with a high degree of liquidity, meaning these can be easily sold
before maturity, if necessary.

Securities issued by the Government of the Republic of Moldova and held by the Bank in 2019 after
the conversion of loans previously contracted from the Bank had their contractual maximum
maturity of 2 years. At maturity, starting with 2019, these securities have been repurchased by the
Government and are reissued in the form of treasury bills or government bonds.

State securities issued for the execution of payment liabilities resulted from state guarantees by the
Ministry of Finance have been obtained by the Bank on 4 October 2016 in form of government bonds
with the maturity ranging from 1 to 25 years.

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

4. Risk management (continued)
4.4 Market risk

Market risk is the risk that the fair value of a financial instruments will fluctuate due to changes in
market prices, even though such changes are caused by specific factors related to separate securities
or issuers of securities, or factors that affect all the securities traded on the market.

The market risk of the portfolio of investment securities is managed and monitored based on a
value at risk methodology (VaR) which represents the correlation between risk variables. The Bank
shall apply on a monthly basis the VaR methodology to assess the market risk exposure of held
positions and to estimate the potential economic losses based upon a number of parameters and
assumptions for various changes in market conditions.

The outcome of the market risk assessment based on VaR represents the potential loss expressed in
monetary units for the portfolio of investment securities in foreign currency based on a 95%
confidence level and assuming a 1-month holding period. This calculation is provided by the
Bloomberg Informational System.

The value of exposure at risk of securities portfolio in foreign currency is as follows:

At amortized cost At FVOCI Total Portfolio
MDL'000 USD’000 MDL'000 USD'000 MDL'000 USD'000 share, %

31 December 2019 52398 3045 21083 1225 73 481 4270 0,25

31 December 2018 71341 4162 16 681 973 88 022 5135 0,33

Although the VaR method is one of the basic tools for measuring the market risk, the assumptions
on which the VaR model is based give rise to certain limitations as set out below.

o The calculations are performed monthly, for the following month, considering the portfolio
as at month end and assuming that no transaction will be performed.

e Itisassumed a 95% probability that losses will not exceed the estimated VaR. Thus, thereisa
slight probability of 5% that actual losses will exceed the estimated outcome according to
VaR methodology.

e The use of historical data as basis for determining the possible range of future outcomes
may not always cover all possible scenarios, especially those of an exceptional nature.

e The outcomes of VaR tool depends on the volatility of market prices.

VaR methodology limitations are applied to the entire portfolio of foreign currency securities

Taking into consideration the fact that VaR method indicates the maximum loss with a certain
probability of realization (95%), the Bank uses an additional indicator to estimate the market risk,
and namely the CVaR, which estimates the average of losses higher than those covered by the
confidence level of the VaR method.

* . . . .
Translator's explanatory note: The above translation of the Financial Statements is provided as a free

translation from Romanian, which is the official binding version. 33



National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

4. Risk management (continued)
4.4 Market risk (continued)
On 31 December 2019, the exposed to risk amount of foreign currency securities portfolio, calculated

on the base of CVaR, is presented below:

At amortized cost At FVOCI Total Portfolio
MDL'000 USD’000 MDL'000 USD'000 MDL’000 USD'000 share, %

31 December 2019 74 803 4 347 29 823 1733 104 626 6 080 0,35

31 December 2018 100 311 5852 23 679 1381 123 990 7233 0,46

4.4.1 Interest rate risk

Interest rate risk arises from the risk that the value of a financial instrument will fluctuate
following the changes in the interest rates on the market.

The fluctuation of interest rates on the external market may affect the value of the investment
portfolio in foreign currency as well as future cash flows.

The most sensitive instruments for the modification of interest rates on the external market are the
securities in foreign currency, because the modification of interest rates indirectly affects the price
of these assets.

Furthermore, due to fluctuations of interest rates on external markets negative divergences may
occur between the interest rates of the investment portfolio in foreign currency and interest rates
of the Bank’s liabilities in foreign currency.

While managing the interest rate risk influenced by changes on the external markets, special
attention is paid to the principle of diversification of investment portfolio by maturity and
currency.

Average rates applicable to the major components of the balance sheet have been disclosed within
the Notes to the Separate Financial Statements related to these elements.

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free

translation from Romanian, which is the official binding version. 34
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

4. Risk management (continued)
4.4 Market risk (continued)

4.4.1 Interest rate risk (continued)

These assets and liabilities bear fixed interest rates, except for the current accounts correlated to
the rates REPO, EONIA, EURIBOR, current account with the IMF and Extended Fund Facility (EFF)
commitments, which bear floating interest rates set on a weekly basis by the IMF.

To determine the interest rate risk associated with demand and term deposits held in foreign
currency, the Bank calculates the expected gains /losses assuming a scenario of a 0,5 p.p. raise /fall
of the interest rates on these financial instruments.

According to the average balance of demand and term deposits for the year 2019, the expected
amount of gains /losses from increase /decrease in interest rate with 0,5 p. p. is as follows:

MDL'000 usD’000
Year 2019 +/-110 643 +/-6 429
Year 2018 +/-122 360 +/-7138

The price sensitivity of the investment securities’ portfolio to fluctuations of interest rates is
measured using the PVO1. PVO1 is a method that quantifies the interest rate risk through the
measurement of the difference between the market value of the securities portfolio at fair value
and its estimated value in case the investment yield changes with 0,01 p.p. A change of the security’s
yield with 0,01 p.p. leads to an inversely proportional modification on the portfolio value calculated
using the PVO1 method.

On 31 December 2019, the change of the yield by 0.01 p.p. leads to a change in the present value of
the investment portfolio of securities of MDL 2 416 thousands or USD 140 thousands, which
represents 0,01% of the portfolio of securities (on 31 December 2018: of MDL 2 802 thousands or USD
163 thousands, which represents 0,01% of the portfolio of securities).

4.4.2 Foreign currency risk

Foreign currency risk is the risk that the value of financial instruments will fluctuate due to
changes in the official exchange rate of the Moldovan Leu.

In the process of managing the foreign exchange reserves, the Bank holds a long foreign currency
position. The minimization of the currency risk is ensured through a policy of investment portfolio
diversification.

The normative currency structure of the investment portfolio is set by the Bank’s Executive Board
and is aimed to hedge the foreign currency risk through an adequate corresponding structure of
foreign currency assets and liabilities, and a reasonable investment horizon that is acceptable to
serve the current external liabilities and to implement the foreign currency policy of the state.

On 31 December 2019 the US dollar share in the normative currency structure constituted 65%, Euro
- 25%, pound sterling - 10% (on 31 December 2018 the US dollar share in the normative currency
structure constituted 65%, pound sterling — 20%, euro - 10%, other currencies - 5%). The share of
each currency in the Bank's investment portfolio may vary within +/-10 p.p. from the normative
currency structure.

Investments in other currencies other than those indicated in the normative currency structure are
allowed if they do not exceed 5% of the international reserves.

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free
translation from Romanian, which is the official binding version. 37
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

4. Risk management (continued)
4.4 Market risk (continued)

4.4.2 Foreign currency risk (continued)

In order to estimate the currency risk associated to assets and liabilities denominated in foreign
currency, possible unrealized gains /losses have been determined assuming a change of +/- 10% of
the official exchange rate of MDL against the currencies in which these assets and liabilities are
denominated.

As at 31 December 2019 and 31 December 2018, respectively, the amount of the potential impact on
the profit and capital of the Bank was as follows:

31 December 2019 31 December 2018
MDL’'000 MDL'000 MDL’000 MDL’'000
Profit Capital Profit Capital
MDL against USD +/-3269965 +/-3269 965 +/-3364726 +/-3364726
MDL against EUR +/-675 344 +/-675 344 +/-494 338 +/-494 338
MDL against GBP +/-555939 +/-555939 +/-557 291 +/-557 291
MDL against XDR -/+310 338 -/+310 338 -/+374 074 -/+374 074
MDL against other currencies +/-7 +/-7 +/-7 +/-7

In case the MDL appreciates against the respective foreign currencies, unrealized losses will be
generated, and vice-versa, in case the MDL depreciates against the respective foreign currencies,
unrealized gains will be generated, with the exception of XDR, where the appreciation of MDL
against XDR generates unrealized gains, while the depreciation generates unrealized losses.

5. Cash and short-term placements

31 December 31 December

2019 2018

MDL’'000 MDL'000

Cash in hand in foreign currency 591 530
Nostro accounts 2147 672 2214599
Term deposits in foreign currency 21431917 22508 473
23 580 180 24723 602

Cash and short-term placements do not include local currency balances of cash in hand of the Bank,
which is offset with the respective amount at the position “National currency into circulation” (Note
15). This type of cash presentation is considered adequate since the Bank is the sole issuer of national
currency.

As at the end of the reporting period, the balances on Nostro accounts were placed at financial
institutions with ratings': AAA” - 98,87%, ,AA” - 0,90%, ,A+" - 0,21% and ,A-" - 0,02% (la31
December 2018: ,AAA” - 96,23%, ,AA” - 3,38%, ,A+” - 0,13%, ,A-" - 0,24% and ,,BBB” - 0,02%). As at
31 December 2019, term deposits in foreign currency were placed at financial institutions with the
following ratings: , AAA” -28,02%, ,AA" -39,27%, ,A+" -22,61% and ,A” -10,10% (la 31 December 2018:
LAAA" -3923%, ,AA” -28,69%, ,A+" -11,51% and ,,A” -20,57%). As at 31 December 2019, from the total
of term deposits in foreign currency, the balance of deposits with a maturity of more than 3 months
from the acquisition date amounted to MDL 8 520 829 thousand (on 31 December 2018: MDL 8 438 641
thousand). On 31 December 2019, from the total of term deposits in foreign currency, the balance of
overnight deposits, including related interest, amounted to MDL 10 792 978 thousand (on 31
December 2018: MDL 8 829 463 thousand).

| Established by applying the average rating assigned by international rating agencies ((Standard & Poor’s, Moody’s

translation from Romanian, which is the official binding version. 40



National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

6. Monetary gold

31 December 31 December

2019 2018

MDL’'000 MDL'000

Monetary gold 61961 51533
61961 51533

The monetary gold is represented by the quantity of 74,133.48 grams of gold (31 December 2018 - 74
133.48 grams of pure gold) in the form of bullions of Good Delivery standard quality (based on the
requirements of the London Bullion Market Association).

The variation registered during the reported period represents the daily revaluation of monetary
gold at the price determined by the Bank based on the quotation PAu/USD set by London Gold
Market Fixing Ltd Company.

7. Due from / to international financial institutions

31 December 31 December

2019 2018
MDL'000 MDL’'000
Assets
Quota of the Republic of Moldova with the International
Monetary Fund (IMF) 410M8 4112734
Current account with IMF 9750 1976
4119 868 4114710
Liabilities
Account No.1 4109999 4112 615
Account No.2 120 120
Total liabilities of the IMF 4110119 412735
Loans granted by the IMF 3115875 3750484
Other international institutions 5566 13567
7231560 7876786

The Republic of Moldova joined the IMF on 12 August 1992. The Bank acts as the agent of the state
that conducts the financial transactions with the IMF and as the depository for maintaining the
IMF's accounts. The membership in the IMF is quota based. A member’s quota is determined upon its
admission to the membership and is revised periodically under General Quota Reviews. The quota
forms the basis for the member’s financial and organizational relationship with the IMF and
determines, inter alia, a member’s relative voting power, the maximum access to the IMF financing
and the share of the member in any allocation of XDR.

The IMF Quota Account reflects initial and subsequent quota payments and is an asset of the IMF’s
member. Up to 25% of quota is payable by each member to the IMF in reserve assets specified by the
IMF and the remainder is due in the member’s own currency. The amount of the quota determines
the right to vote for the IMF's decisions, the amount of the IMF member's financial contribution, the
financing a member can obtain in the event of balance-of-payments difficulties and the amount of
Special Drawing Rights (XDR) that a member receives when they are allocated.

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free
translation from Romanian, which is the official binding version. 41



National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

7. Due from / to international financial institutions (continued)

The local currency portion of the quota payment is deposited in the IMF Account No 1and IMF
Account No 2. The IMF Account No 1is used for the IMF's operational transactions (purchases,
repurchases of XDR), whereas the IMF Account No 2 is used for the payment of expenses incurred by
the IMF in the member’s national currency.

On 11 May 2012 the Parliament of the Republic of Moldova adopted the Law for the increase of the
Republic of Moldova’s quota in the International Monetary Fund, which increased the subscription
quota of the Republic of Moldova to the IMF (hereinafter ,quota”) from XDR 123,3 million to XDR
172,5 million. On 18 December 2015 the U.S. Congress accepted the increase of the IMF capital within
the 14th General revision of quotas, which enforced the IMF decision related to this subject. Thus, on
17 February 2016, the subscription quota of the Republic of Moldova was increased by XDR 49,3
million up to XDR 172,5 million.

The variation of the quota recorded during the reporting period represents the reevaluation of the
value of the quota in XDR at the exchange rate of the Moldovan lei established by the International
Monetary Fund at the end of the reporting period.

The amounts included in the Bank’s balance sheet as “Due to international financial institutions”
also include the loans received by the Bank from the IMF. The loans are denominated in Special
Drawing Rights (XDR), while measured in the equivalent of Moldovan lei at the end of the reporting
period.

As at 31 December 2019 the Bank’s outstanding balance of loans due to IMF is as follows:
e ECF commitments - XDR 36 832 thousand ( 31 December 2018 - XDR 47 508 thousand);
e EFF commitments - XDR 93 707 thousand (31 December 2018 — XDR 109 560 thousand).

The Extended credit facility (ECF, previously PRGF) represents the loans granted to the countries
that meet the eligibility criteria approved by the IMF for concessional financing. The IMF has
granted loans within ECF for a 10 year term and with a 5,5 years grace period. These loans bear an
interest rate of 0,25% per annum. Based on the decision of the Council of Executive directors of the
IMF, for the period 7 January 2010 - June 2021, the ECF loans borne no interest.

The Extended financing facility (EFF) represents the loans granted to the IMF members in order to
finance the balance of payments deficit. IMF grants loans within EFF facility for a 10-year term with
a 4,5 years grace period. The interest rate for this type of loans is floating and set on a weekly basis
by the IMF. In 2019 the average rate was 2,0% per annum (2018: 1,94%).

Following the sign off of the Memorandum with the IMF on 7 November 2016, the Ministry of
Finance of the Republic of Moldova received in 2019, one tranche of the loan under the EFF facility
in amount of USD 18 369 thousand (the equivalent of XDR 13 400 thousand) and one tranche of the
loan under the ECF facility in amount of USD 9 143 thousand (the equivalent of XDR 6 700 thousand)
to finance the state budget deficit. In addition, during the reporting period, the Bank received one
tranche within the EFF facility in amount of USD 12 337 thousand (the equivalent of XDR 9 000
thousand) and one tranche of the loan under the ECF facility in amount of USD 6 141 thousand (the
equivalent of XDR 4 500 thousand).

The loans contracted through the Memorandum with the IMF dated 7 November 2016 for the EFF
facility in amount of XDR 86 300 thousand and ECF facility in amount of XDR 43 100 thousand (with
the commitment period up to 6 November 2019) have been approved by Law No 250 and Law No 251
on contracting state loans from the IMF. On September 20, 2019, the IMF Executive Board decided to
extend the ECF and EFF disbursements until March 20, 2020.

Upon receipt of facility granted from the General resources account of the IMF (EFF), the Ministry
of Finance of the Republic of Moldova has issued a promissory note in national currency in favor of
the IMF, which has been received for safekeeping in Bank’s vault.

. - _
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free

translation from Romanian, which is the official binding version. 42



National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

7. Due from / to international financial institutions (continued)

The amounts of financing funds received by the Republic of Moldova from the IMF, allocated by the

beneficiary institutions, are provided in the table below:

Balance Reimbursements Receipts Balance
31.12.2018 31.12.2019

XDR, 000 XDR, 000 XDR, 000 XDR, 000
National Bank of Moldova 157 068 40 029 13 500 130 539
Ministry of Finance 199 214 19 000 20100 200 314
Loans and other financing from the
IMF 356 282 59 029 33 600 330 853
National Bank of Moldova 109 560 24 853 9000 93707
Ministry of Finance 18 900 - 13 400 32300
EFF 128 460 24 853 22 400 126 007
National Bank of Moldova 47508 15176 4500 36 832
Ministry of Finance 62 600 19 000 6700 50300
ECF 110108 34176 11200 87132
National Bank of Moldova - - - -
Ministry of Finance 17714 - - N7 74
XDR allocations 117 714 - - 117 714

As at 31 December 2019 the total value of EFF and ECF (allocated to the Bank and the Ministry of
Finance) undrawn facilities allocated under the Memorandum signed on 7 November 2016 amounted
to XDR 9 600 thousand (EFF) and XDR 4 800 thousand (ECF) (on 31 December 2018: EFF - XDR 32 000

thousand, ECF - XDR 16 000 thousand).

XDR allocations represent the general reserve allocations in XDR made by the IMF in August 2009
and the special allocations distributed by the IMF in September 2009 under Amendment IV to the

IMF Statute.

During the reported periods, the Bank had no breaches of principal or interest payments.

8. Securities issued by the Government of the Republic of Moldova

The line item “Securities issued by the Government of the Republic of Moldova” from the balance

sheet includes two categories of financial assets, as presented below:

31 December 2019

31 December 2018

MDL'000 MDL’000
Nominal value of state securities 12 851200 13 081200
Accrued nominal interest 149 058 149 843
Amortization at the effective interest rate” 151427 107 915
State securities derived from state guarantees
measured at amortized cost 13151 685 13 338 958
Nominal value of state securities 2073933 2157145
Unamortized discount of state securities (1488) (23 988)
Revaluation differences of state securities 27773 -
State securities measured at amortized cost from
previously converted debt 2100218 2133157
15251903 15472115

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free

translation from Romanian, which is the official binding version.

43



National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

8. State securities issued by the Government of the Republic of Moldova (continued)

The state securities derived from state guarantees have been issued under the Law No 235/2016 on
issuing bonds for the execution by the Ministry of Finance of the payment obligations derived from
state guarantees No 807 of 17 November 2014 and No 101 of 1 April 2015, granted to the National Bank
of Moldova on 4 October 2016, in the form of interest-bearing bonds (coupon) with a nominal value
of MDL 13 341 200 thousand.

The issuance amount represents the total outstanding balance of emergency loans granted by the
Bank to "Banca de Economii" S.A., BC "Banca Sociald" S.A. and B.C. "Unibank" S.A., which have not
been reimbursed on the date of issue of these government bonds. These state bonds held in Bank’s
portfolio are measured at amortized cost, the Bank intending to collect contractual cash flows. The
state bonds were issued with maturities of up to 25 years with fixed interest rates (nominal rate of
1,4% and 5,3%), the effective interest rate of the bond portfolio being of 5%, this representing the
portfolio’s fair value on the date of initial recognition of the state bonds.

The trading of these government bonds on the secondary market by the Bank is limited to 40% from
the volume of state bonds issued to the Bank by the Ministry of Finance under the respective la.
During the year, the Bank has not traded these state bonds on the secondary market (2018: MDL nil).

Considering the method of structuring of the state bonds issuance under Law No 235/2016 in a
portfolio with similar characteristics in terms of scope, conclusion, effective interest rate agreed per
portfolio and not separate instruments, the management of the instruments as a portfolio and legal
provisions on trading and redemption, the government bonds portfolio derived from the state
guarantees was recognized as a hybrid financial instrument under IFRS 9, by recognizing the
interest income from the hybrid instrument according to the 5% effective interest rate method, its
amortization at the effective interest rate being recognized under the “Amortization at the effective
interest rate”.

Remaining portfolio of state securities assessed at amortized cost from previously converted debt
were issued and transferred in the portfolio of the Bank in form of treasury bills following the
conversion into state securities of loans contracted by the Ministry of Finance from the Bank in the
previous years. These securities have been measured at amortized cost. State securities which
reached maturity were redeemed by the Government and new securities in the same volume were
issued and repurchased by the Bank.

During the year, the state securities that reached maturity were reissued in the form of treasury
Bonds for a period of 364 days at the effective interest rate of 6,59% in volume of MDL 160 400
thousand at the purchase price and in the form of State bonds with a fixed interest rate for 2 years
in volume of MDL 1902 992 thousand at the nominal value, the weighted average effective interest
rate of 6,32%.

The state securities available in the Bank's’ portfolio can be used for implementation of Bank's
monetary policy.

The state securities with a maturity less than 3 months are classified as cash and cash equivalents in
the Cash flow statement.

In applying the expected credit loss method, the Bank developed internal methodologies and
scenarios on the probability of defaults associated to the state securities portfolio within relation
between the State as a debtor and the Bank as central bank of the State and determined the absence
of expected credit indices at 31 December 2019 and at 31 December 2018. However, as the expected
credit losses are determined as a weighted probability results of certain default scenarios and
estimates, the Bank based on qualitative and quantitative factors of the scenarios, estimated the
effect of the credit losses from applying the weighted method as being insignificant and result
immaterial. As aresult, by establishing the immaterial effect of expected credit losses, the Bank did
not register losses from the expected credit loss in respect of securities issued by the Government of
the Republic of Moldova held in the portfolio of the Bank.
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9. Loans granted to banks and separates

31 December 31 December

2019 2018

MDL’000 MDL’000

Loans granted to other separates 19244 18 906
19 244 18 906

As at 31 December 2019 the collateral pledged to secure the repayment of loans granted to other
separates and related interest amounted to MDL 33 944 thousand (31 December 2018 - MDL 32 486
thousand).

Loans granted include the loans for other separates, including the accumulated interest.

During 2019 and 2018 no loan loss provisions (including expected credit losses) were registered for
respective assets, considering its low level of credit risk, sufficient collateral, low level of probability
of default and nil historical losses from non repayment.

10. Investment securities

The line item , Investment securities” of the balance sheet includes two categories of financial assets,
as provided below:

31 December 31 December

2019 2018

MDL’'000 MDL’'000

Securities in foreign currency measured at FVOCI 23189 935 20261832
Coupon securities in foreign currency 23189 935 20193 747
Zero-coupon securities in foreign currency (discount) - 68 085
Securities in foreign currency measured at amortized cost 5812722 6311372
Coupon securities in foreign currency 5812722 6311372
Total investment securities 29 002 657 26 573204

The securities portfolio in foreign currency measured at FVOCI held by the Bank are represented
mainly by securities issued by the government and governmental agencies of the United States of
America, European Union and those issued by the supranational institutions.

The portfolio of securities in foreign currency measured at FVOCI is provided below:

31 December 31 December

2019 2018

MDL'000 MDL’'000

Coupon securities in foreign currency 23189935 20193747
Nominal value of securities 23038274 20225743
Interest and amortized cost adjustments 133454 (27 011)
Market value revaluation differences 18 207 (4 985)
Zero-coupon securities in foreign currency - 68 085
Nominal value of securities - 68 571
Amortized cost adjustments - (486)
Securities in foreign currency measured at FVOCI 23189 935 20261832
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10. Investment securities (continued)

The securities in foreign currency measured at FVOCI are reassessed on a monthly basis and bear a
fixed annual interest rate ranging between 0,12 % and 2.76% (31 December 2018: 0,004% and 2,88%),
except for the securities with the nominal value of USD 28 500 thousand (MDL equivalent - MDL
490 465 thousand) with a floating interest rate which is repriced on a quarterly basis and one
security with nominal value of USD 2 000 thousand (MDL equivalent - MDL 34 419 thousand) with a
floating interest rate which is repriced on a weekly basis . The securities in foreign currency
measured at FVOCI include the accrued interest, presented in the category Interest and amortized
cost adjustments, which as at 31 December 2019 amounted to MDL 98 873 thousand (on 31 December
2018 - MDL 63 369 thousand).

As at 31 December 2019, the securities in foreign currency measured at FVOCI having the highest
rating ,AAA” represented 86,17% of the respective portfolio, while ,AA+" - 12,58% and
»AA-" -1,25% (31 December 2018: ,AAA" - 93,37%, ,AA+" - 3,58%, ,AA" - 0,76% and ,AA-" - 2,29%).

During the reporting period, securities in foreign currency measured at FVOCI at nominal value of
USD 1861 751 thousand and EUR 11 400 thousand ( 2018: USD 1545 205 thousand and EUR 16 510
thousand) were sold and/or reached maturity. In addition, in the reporting period, securities in
foreign currency were purchased and measured at FVOCI with a total nominal value of

USD 2 029 688 thousand (in 2018: USD 1 846 365 thousand).

According to the Agreement on investment management and consulting concluded between the
International Bank for Reconstruction and Development (IBRD) and the Bank, IBRD became the
Bank’s advisor and representative for the management of a portion of foreign reserves, limited to
20% from the currency official reserves. Within the program, investments are made in US dollar
denominated securities issued by the US Treasury, governmental agencies and supranational. These
assets are included in the securities in foreign currency measured at FVOCIL.

As at 31 December 2019, the balance of securities in foreign currency managed externally amounted
to MDL 3 509 899 thousand (31 December 2018: 3 599 361 thousand), with a share in currency reserves
of 6,68% (on 31 December 2018: 7,02%).

The portfolio of securities measured at amortized cost represents the total securities purchased
with the investment intent to collect contractual flows. The volume, risk structure and structure of
foreign currency assets and future cash flow perspective of these securities allow the Bank to
maintain these securities to collect full contractual cash flows until maturity. The completion of the
portfolio of securities measured at amortized cost is possible only if its share represents less than
25% of the international reserves and the reserves cover 4 months of import, as well as payments
related to the external debt of the Bank and the Government of the Republic of Moldova and other
payments in foreign currency during one year.

As at 31 December 2019, the share of investment securities cost in the foreign currency measured at
amortized amounted to 11,05% (on 31 December 2018: 12,30%)

31 December 31 December

2019 . 2018

MDL'000 MDL’'000

Nominal value of securities 5788 074 6279 365
Interest and amortized cost adjustments 24 648 32.007
Securities in foreign currency measured at amortized cost 5 812722 6311372

The securities measured at amortized cost earn annual fixed rate ranging between 1,67% and 3,55%
(31 December 2018: 1,38% and 3,55%). As at 31 December 2019, the share of securities measured at
amortized cost with the rating ,,AAA” represented 81,61%, while ,AA+" -10,12% and ,AA” - 8,27%
(31 December 2018: ,AAA” - 82,79%, ,AA+" - 9,49%, ,AA" - 7,72%).

During the reporting period, securities in foreign currency measured at amortized cost at nominal
value of USD 15 000 thousand and EUR 12 500 thousand ( 2018: USD 24 000 thousand and GBP 10 000
thousand) reached maturity. During reporting period, as well as in 2018, no securities measured at
amortized cost were bought.
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11. Investments in subsidiaries

31 December 31 December

2019 2018

MDL’000 MDL'000

“Single Central Securities Depository” 24 000 24 000
24 000 24 000

Bank’s share in CSD capital amounts to 98,36%, the equivalent of MDL 24, 000 thousand. The CSD
was set up according to the Law on Single Central Securities Depository, (234/ 2016). The CSD
represents the sole financial institution in Republic of Moldova licensed to provide services for
registration, safekeeping, settlement and clearing of state securities and National Bank of Moldova’s
instruments since 30 July 2018, while stating 1 May 2019 it provides clearing and settlement services
for corporate securities as well. The securities registration and settlement mechanism provided by
CSD ensures the highest level of transparency, safety and efficiency in conducting transactions with
securities. The CSD’s business model is based on international standards and leading practices of
settlement systems.

Bank’s investment in the subsidiary is recognized at cost and measured subsequently at cost less
accumulated impairment. As at 31 December 2019, no impairment indications of investment in
subsidiary existed to lead to an impairment loss recognition.

According to the Law on Single Central Securities Depository the share capital of the CSD shall
amount at any point in time the equivalent of at least EUR 1,000 thousand (MDL equivalent on 31
December 2019: MDL 19 261 thousand), regulatory restriction which imposes restrictions on the Bank’s
ability to access or use its assets and settle the debts from the subsidiary.

In 2019, SDC made a net profit of MDL 2 857 thousand (2018: loss of MDL 737 thousand).
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12. Financial assets and financial liabilities

The financial instruments of the Bank comprise the cash and short-term placements, monetary
gold, assets in international financial organizations, securities, credits granted to banks and other
persons, national currency in circulation, due to the Government of the Republic of Moldova and of
banks, securities issued by the National Bank of Moldova (certificates issued by the NBM), due to
international financial organizations, and other financial assets and financial liabilities.

The Bank's financial assets are measured at amortized cost, except for foreign currency securities
measured at fair value through other comprehensive income, monetary gold and IMF quota.
Financial liabilities are measured at amortised cost.

Hierarchy of the fair value of the financial instruments

In order to ensure the consistency and comparability of fair value measurement, the input data
used in the fair value estimation methodologies are classified based on levels. In the hierarchy of
fair value, the priority belongs to quoted prices (unadjusted) from active markets for similar assets
or liabilities, while the lowest level of priority belongs to the unobservable entry data.

The following table provides the fair value hierarchy for financial instruments measured at fair
value after initial recognition, classified within the 1-3 levels according to the valuation method
and input data.

Level 1 Level 2 Level 3 Total
MDL'000 MDL’000 MDL'000 MDL'000

31 December 2019

Monetary gold 61961 - - 61961
IMF quota 410718 4110118
Investment securities measured at FVOCI 23189 935 - - 23189935
Total 23251896 4110118 - 27362014
31 December 2018

Monetary gold 51533 - - 51533
IMF quota 4112734 412734
Investment securities measured at FVOCI 20 261832 - - 20261832
Total 20313365 4112734 - 24426 099

The valuation techniques used in assessing the fair value comprise the income method (discounted
future cash flows), comparable approach with similar quoted instruments, polynomial technique and
other methods, as appropriate. The assumptions and data used in the valuation techniques include
benchmark interest rates, credit risk spreads, other margins to adjust the discount rate used for the
cash flows, quoted prices (source: Bloomberg), quotations from the most recent auctions of securities
issued by the Government of the Republic of Moldova, secondary market prices of securities issued
by the Government of the Republic of Moldova, foreign exchange rates, forecasted volatilities and
other correlations.

For the purpose of determining the fair value of non-complex financial instruments (quoted
securities), the Bank uses the well-known methods based on the quotations available on the market.
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12. Financial assets and financial liabilities (continued)

For financial instruments which are more complex or not quoted/traded on an active market, the
Bank uses internal models based on international valuation methods, with inputs that are derived
from market quotations or interest rates which are determined on a presumptive basis. The fair
values obtained from the application of internal models are adjusted to different factors, such as:
liquidity risk (for instruments without an active market, lack of transactions, etc.), credit
risk/counterparty’s risk or model uncertainties, factors that would be considered by a third party in
determining the price of a transaction. Input data and model results are calibrated and management
applies professional expert judgment to select the most relevant result within the range of values
valuation models.

The adequate measurement and validation of the fair values is ensured by internal controls:
verification of source data of market values (quoted prices validated and exported by back-office),
recalculation of results of the fair value models, approval of fair value models procedures and
changes in procedures, analysis and controls of variations in the results of methods, etc.

Classification of financial instruments and financial instruments that are not assessed at fair value

All financial instruments which are not measured at fair value in the balance sheet fall in Level 2 of
fair value hierarchy.

Following the analyses performed, Bank management believes that given the short term of
placements in banks, the specific nature and scope of loans granted and receivables, which are not
measured at fair value in the separate financial statement, the fair value of respective financial
instruments is not significantly different from the carrying values from the balance sheet.

Additionally, the management believes that the carrying values of Bank’s liabilities approximate
their fair value due to their short term placement period or the type of transaction specific for a
central Bank and for which no distinct market exists, neither fair value models which can reliably
estimate the fair value.

All Bank’s financial assets are classified in the business model to collect contractual flows, except for
the portfolio of investment securities which is held for the collection of flows and sale. All asset debt
instruments held in Bank’s portfolio pass the Solely payments of principal and interest, including all
floating interest rate investments held by the Bank a, inflation linked investments (investment
securities) and securities with prepayment or redemption clauses. The equity instrument in form of
quota of the Republic of Moldova in IMF was designated in the business model and classification at
FVOCI.
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National Bank of Moldova

NOTES TO THE SEPARATE FINANCIAL STATEMENTS

For the year ended 31 December 2019

13. Property, equipment and intangible assets

Land,
buildings and Property and Intangible
similar  Equipment equipment in Intangible assets in
constructions and other construction assets progress Total
MDL'000 MDL’000 MDL'000 MDL'000 MDL'000 MDL'000

Cost
Omn 1]January 2019 63 602 163 670 1327 111 547 7472 347 618
Additions 4 696 - 4190 - 8774 17 660
Transfers - 4587 (4 587) 11 001 (11 007) -
Disposals (1186) (5) - (4723) - (5914)
On 31 December 2019 67 112 168 252 930 117 825 5245 359 364
Accumulated amortization
On 1January 2019 31350 112 917 - 72 978 - 217 245
Amortization (Note 27) 3161 15168 - 11682 - 300M
Disposals (1186) (5) - (4723) - (5 914)
On 31 December 2019 33325 128 080 - 79 937 - 241342
Carrying value
On 1January 2019 32252 50753 1327 38 569 7472 130 373
On 31 December 2019 33787 40172 930 37888 5245 118 022
Cost
On 1January 2018 63 571 154 960 2965 95157 5065 321718
Additions - - 7254 - 23164 30 /18
Transfers 31 8 861 (8 892) 20757 (20757) -
Disposals - (151) - (4 367) - (4518)
On 31 December 2018 63 602 163 670 1327 111 547 7472 347 618
Accumulated amortization
On 1January 2018 29 352 97 419 - 64 698 - 191469
Amortization (Note 27) 1998 15 649 - 12 647 - 30294
Disposals - ((E))] - (4367) - (4 518)
On 31 December 2018 31350 112 917 - 72 978 - 217 245
Carrying value
On 1January 2018 34219 57 541 2965 30 459 5 065 130 249
On 31 December 2018 32252 50753 1327 38 569 7472 130 373

The additions and disposals of land, buildings and similar constructions for the reporting period
represent the recognition of the assets related to the right of use held under the operational lease.

Intangible assets comprise software, applications and licenses both purchased and developed
internally, including solutions for the Register of credit risk, CSD, solution for the licensing and
notification process. The additions registered during the reporting period represent purchases of

intangible assets from third parties.

On 7 March 2019, by the Government Decision regarding the approval of the list of public property land
owned by the State in the management of the Public Property Agency, the public property land held and
managed by the Bank and recorded in the balance sheet of the Bank in the amount of MDL 8 636
thousand are to be transferred to the Public Property Agency, after the registration in the Registry of
immovable property by the executors’ cadastral works.
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14. Other assets

31 December

31 December

2019 2018
MDL’000 MDL'000
Financial assets
Other receivables 1577 2261
1577 2261
Non-financial assets
Advances 43 3955
Prepaid expenses 4128 2968
Inventories 1870 2088
6 041 90M
Less:
allowance for slow moving inventory (55) (54)
allowance for losses from impaired receivables (5) (5)
7558 1213

Following the decision to disclose separated financial from non-financial assets, for comparability
purposes the he previous reporting period was restated, the advances to third parties being

reclassified into the category of non-financial assets.

The content of other assets presented in the financial assets category is disclosed below:

31 December

31 December

2019 2018
MDL’000 MDL’000

Receivables from commissions for the processing within SAPI
(including impaired receivables) 1128 944
Receivables from commissions for the servicing of securities 47 -
Receivables for IT services 381 817
Other receivables 21 500
1577 2261

All receivables were collected until these separate financial statements were authorised. On 31
December 2019, the collected amounts under clarification were MDL 1 thousand (%018: MDL 498

thousand) and were returned to beneficiaries according to the destination.

Advances granted on 31 December 2019 include advance payments for services that were provided
during January 2020 (on 31 December, 2018: MDL 3 897 thousand advance for the national currency
production and MDL 58 thousand other advances for services that were provided during

immediately future).
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National Bank of Moldova
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For the year ended 31 December 2019

15. National currency issued into circulation

Banknotes
MDL 1
MDLS5
MDL 10
MDL 20
MDL 50
MDL 100
MDL 200
MDL 500
MDL 1000

Divisional coins
MDL 0,01
MDL 0,05
MDL 0,10
MDL 0,25
MDL 0,50

Metal coins and mint sets
MDL1
MDL 2
MDL5
MDL 10

Commemorative banknotes and
commemorative and jubilee coins

31 December 2019

31 December 2018

Quantity Value Quantity Value

Units’000 MDL’000 Units’000 MDL’000
284486 25674364 283 861 23 602 116
87610 87 610 90 261 90 261
17789 88 946 17175 85 874
19 346 193 459 20116 201156
12 485 249707 12 259 24517
30584 1529187 32219 1610 953
39702 3970212 37842 3784 227
66990 13397984 66777 13355304
7646 3822886 5965 2982 467
2334 2334373 1247 1246703
865 452 125192 833 683 120 634
71010 710 71004 710
230 543 11527 222777 11139
262 255 26226 249990 24 999
256 370 64 092 244 678 61169
45274 22 637 45234 22 617
2297 37119 8 370 10 482
13769 13769 6 400 6400
8 254 16 508 1946 3893
528 2639 1 56
420 4203 13 133
- 15 999 - 15 635
- 25852674 - 23748 867

16. Due to the Government of Republic of Moldova

Demand deposits of the Ministry of Finance

Term deposits of the Ministry of Finance

Amounts in foreign currency of the Ministry of Finance

Other accounts of the Government of the Republic of Moldova

31 December

31 December

2019 2018
MDL'000 MDL’'000
3620600 3977809

257 680 609 952
2 026 583 2820748
1987702 1883 479
7 892 565 9291988

Demand deposits of the Ministry of Finance bear a floating interest which is calculated on a monthly
basis, based on the last three months average interest rate in the banking system for the interest
bearing demand deposits in Moldovan currency attracted from legal entities.

As at 31 December 2019, the interest rate of Ministry of Finance’s demands deposits constituted 1,79%

(31 December 2018: 1,56%).

*
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16. Due to the Government of Republic of Moldova (continued)

For the term deposits of the Ministry of Finance, the Bank pays an interest rate based on the term of
deposit, determined as the weighted average interest rate of state securities placed at the last auction
for the similar term of the deposit. If the term of deposits is different from the term of state securities
sold at the last auction, the interest rate is determined by linear interpolation / extrapolation.

As at 31 December 2019, the weighted average interest rate of Ministry of Finance term deposits
constituted 6,23% (31 December 2018 - 7,11%).

Other accounts of the Government of the Republic of Moldova include the accounts of the Credit Line
Directorate under the financing projects and funds in foreign currency of Credit Line Directorate.
The foreign currency accounts and other accounts of the Government are not bearing interest.

17. Due to banks

31 December 31 December

2019 2018

MDL’000 MDL'000

Current accounts of banks, including mandatory reserves 20966 543 19 590 013
Deposits from licensed banks in national currency - 125 048
20 966 543 19 715 061

Due to banks, including the mandatory reserves, represents the amounts placed in Loro accounts of
the licensed banks and resident banks under liquidation, as well as the mandatory reserves of
licensed banks in the Bank, in Moldovan currency, US dollars and Euro.

On 31 December 2019, according to the requirements of required reserves established by the Bank,
banks are obliged to keep the required reserves in Moldovan currency and non-convertible
currencies at the level of 42,5% and foreign currencies (USD dollars and euro) at the level of 17%
(increased from 14%, starting with the application period of required reserves: 16 July 2019-15
August 2019) from the calculation base. The required reserves in Moldovan currency shall be kept by
banks in Loro accounts at the Bank (in the application period, while the required reserves in foreign
currency shall be described in the accounting registers of the Bank in the account of required
reserves in foreign currency and are registered in the Nostro accounts of the Bank in foreign banks.

Pursuant to Article 17 of the Law on the National Bank of Moldova, the required reserves may be
remunerated by the Bank. Therefore, accordingly to point 48 of the Regulation on the mandatory
reserves, approved by the Executive Board on 27 December 2017, the Bank pays interest for
mandatory reserves that exceed 5% of the liabilities based on which these reserves are calculated.
For the remuneration of required reserves in Moldovan currency, the interest rate applied is the
average interest rate on overnight deposits set by the Bank for the respective month. Starting with
May 2019, required reserves in USD dollars and euro are remunerated at an interest rate of 0,01%,
according by the Executive Board decision no. 139 dated 7 may 2019, while previously these were
remunerated at the weighted average interest rate for on sight deposits attracted by banks in
foreign currency, calculated on a monthly basis by the Bank according to the monthly reports on
the average interest rate of deposits attracted by banks (the level of remuneration rates is provided
in Note 23).

The deposits in national currency of licensed banks represent the overnight deposits of banks
placed with the Bank and the accrued interest rate related to these deposits. On 31 December 2019,
the interest rate of overnight deposits placed by licensed banks constituted 2,50% (on 31 December
2018: 3,50%).

*
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18. Certificates issued by the National Bank of Moldova

31 December 31 December

2019 2018

MDL'000 MDL’000

Certificates issued by the Bank at selling price 5396 068 6290398
Amortized discount on the certificates issued by the Bank 6906 8323
5402974 6298 721

The certificates issued by the National Bank of Moldova represent securities sold to licensed banks
through auctions in order to absorb the excess liquidity on the monetary market. These are issued
with a discount (zero-coupon bond) and repurchased at maturity at their nominal value. During
2019, the certificates of the Bank were issued mainly with a maturity of 14 days (2018: 14 days).

The weighted average nominal interest rate of certificates issued by the Bank held into circulation
on 31 December 2019 constituted 5,50% (on 31 December 2018: 6,50%), while the effective interest
rate - 5,65% (on 31 December 2018: 6,70%).

During the reference period, no breaches of payment terms for the certificates issued by the Bank
were registered.

19. Other liabilities

31 December 31 December
2019 2018
MDL'000 MDL’'000
Financial liabilities

Due to other entities - customers accounts 148 886 156 447
Due to other entities - trade payables 29519 6131
Lease liabilities 3510 -
Due to employees 233 2n
Other financial liabilities 9343 5243
191 491 168 032

Non-financial liabilities
Non-monetary debt 8636 8 636
Deferred income from asset related grants 5179 708
Provisions for employee benefits 1014 -
24 829 9344
216 320 177 376

The customers’ accounts include the accounts opened by the bank to Deposits Guarantee Fund in the
Banking System, to entities performing activities of central depository of securities as main activity,
the temporary Loro account of the Tiraspol Cash and Settlement Center and other liabilities
regarding future payment to the State Budget.

Non-monetary liabilities include the Bank’s liability related to the possession of state owned land -
state property, held and managed by the Bank, on the territory of which the building of the Bank’s
head premises is located (including the annexes of the building).

The deferred income represent the unamortized grant received from United States Agency for
International Development (USAID) by means of Financial Services Volunteer Corps for the
acquisition of an IT system. The grant is recognized in profit or loss on a systematic basis over the
useful life of the asset, starting with the date the IT system was ready for use while the grant for the
compensation of the expenses incurred (the expenses in the contract purchasing the solution),
recognised in profit or loss of the period in which it become receivable.

The provisions related to the unused vacation leaves include the amounts due to the employees for
the earned but unpaid leave at the reporting date.

*
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20. Capital and reserves

Pursuant to Article 19 of the Law No 548/1995 on the National Bank of Moldova with further amendments,
in force at 31 December 2019, the capital of the Bank comprises the statutory capital, the reserve
accounts created under the provisions of Article 66 and reserve accounts of unrealized gains. The
statutory capital, comprising the authorized capital and the general reserve fund, is dynamic and
created from the profit available for distribution, from the income obtained pursuant to Article 64 3)
and/or from the contributions of the Government, until its level reaches 10% of the total monetary
liabilities of the Bank. The general reserve fund shall be used exclusively to cover the losses incurred at

the end of the financial year, in case a negative result is recorded.

Thus, as at 31 December 2019, according with the legislation in force at this date, the general reserve
fund was increased by MDL 327 339 thousand, up to MDL 2 024 947 thousand. Properly, was increased

and authorized capital up to MDL 1012 473 thousand.

Other reserves comprise the reserve from revaluation of monetary gold, reserve of revaluation of
investment securities in foreign currency measured at fair value through other comprehensive income

(the market value component and exchange differences related to market price difference).

All the elements of reevaluation accounts represent the elements of the Other comprehensive income,

which are or may be redistributed to profit or loss.

The movement in other comprehensive income reserves is provided in the following table:

Reserves from revaluation of securities issued by the Government of
the Republic of Moldova

On 1]anuary

Adjustment on initial application of IFRS 9

On 31 December

Reserves from revaluation of monetary gold
On1January

Net differences from revaluation to market value
On 31 December

Reserves from revaluation of securities in foreign currency
measured at fair value through other comprehensive income
On1January

Adjustment on initial application of IFRS 9

Differences from revaluation to market value

Reclassified to profit and loss on derecognition

On 31 December

Reserves from foreign exchange differences of securities revaluation
in foreign currency measured at fair value through other
comprehensive income

On 1January

Adjustment on initial application of IFRS 9

Foreign exchange differences from revaluation to market value
Reclassified to profit and loss at derecognition

On 31 December
Other reserves

Translator’s explanatory note: The above translation of the Financial Statements is provided as a free translation
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20. Capital and reserves (continued)

On 31 December 2019, the level of the statutory capital to total monetary obligations represents 5,79%
(31 December 2018: 5,21%).

31 December 31 December

2019 2018

MDL'000 MDL'000

Total liabilities 67562 636 67108 799
Monetary liabilities due to IMF 7 7225994 7863219
Monetary liabilities due to the Government of Moldova 16 7892 565 9291988
Monetary liabilities under the Law on the NBM 52444 077 49 953 592
Authorized capital 1012474 902 970
General reserve fund 2024947 1697 608
Statutory capital 3037421 2600578
Level of capital % 5,79 5,21

Please see Note 32 Subsequent events regarding the amendments entered into force to the legal
framework applicable for the distribution of the profit of the Bank and for the level of Bank's statutory
capital following the change of the legal framework.

21. Calculation of the profit available for distribution

31 December 31 December
2019 2018
MDL’'000 MDL'000
Net profit 578 281 1221
(Allocation)/coverage of unrealized (gains) /losses on
revaluation of foreign currency stocks (Note 24) (141 438) 247905
Profit available for distribution 436 843 249126
Distribution:
Increase of the authorized capital 109 504 -
Increase of the general reserve fund 327339 249126

In 2019, the Bank registered a net profit in amount of MDL 578 281 thousand (2018: net profit in amount
of MDL 1221 thousand). Following the application of corresponding provisions of the Law on the
National Bank of Moldova, in force at 31 December 2019, the available profit for distribution amounted
to MDL 436 843 thousand (2018: profit available for distribution MDL 249 126 thousand) which was
distributed for the increase of the authorized capital until the level of 1/3 is reached, and for the
increase of general reserve fund, for the purpose of its completion up to 2/3 of the statutory capital.

Please see Note 32 "Subsequent events” regarding changes to the regulatory framework applicable to
the distribution of the profit of the National Bank.

* - . - - .« -~ -
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22. Interest income

2019 2018
MDL'000 MDL'000
Interest income from short-term placements
Interest from term deposits with foreign banks 196 204 280 387
Interests from overnight deposits 31240 17910
Interest from ,Nostro” accounts in foreign banks and other
organizations 3975 2316
Interest from IMF accounts 759 1027
Interest on forward transactions - 1997
232178 303 637
Interest income on securities held
Interest from securities in foreign currency measured at
FVOCI 542 649 353780
Interest from securities in foreign currency measured at
amortized cost 146 463 160 575
Interest from state securities measured at amortized cost 657 251 724 662
Interest from state securities measured at amortized cost 120 324 97 089
1466 687 1336106
Interest income on the loans granted and repo
Interests from repo transactions 1041 -
Interests from loans granted to the banks 428 149
Interests from loans granted to other separates 124 m
1593 260
1700 458 1640 003

The coupon rate of state securities issued by the Government of the Republic of Moldova, derived from
state guarantees, is of 1,40% and 5,30% (2018: 1,40% and 5,30%), while the effective interest rate
constitutes 5%, for the respective securities portfolio.

The following table presents the interest income and expense, calculated using the effective interest
method, that relate to the following financial assets and financial liabilities:

2019 2018
MDL’'000 MDL’000
Interest income :
Financial assets measured at amortized cost 1157 809 1284226
Financial assets measured at FVOCI 542 649 353780
Financial assets measured at fair value through profit or loss - 1997
1700 458 1640 003
Expense on negative interest from short-term placements
Financial assets measured at amortized cost (Note 28) (45 001) (26 615)
Interest expense
Financial liabilities measured at amortized cost (Note 23) (1041 375) (1173 986)

*
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23. Interest expense

2019 2018
MDL’000 MDL'000
Interest expense on borrowings
Interest on loans received from IMF 46 972 51474
46 972 51474
Interest expense on cash and cash equivalents
Interest on mandatory reserves 530155 442 521
Interest on deposits accepted from banks 10 577 20216
Interest on deposits accepted from the Ministry of Finance 73234 15671
Interest on forward transactions - 13
613 966 578 421
Interest expense on operations with securities and repo
Interest on certificates issued by National Bank of Moldova (amortization of
discount and commissions part of effective interest rate) 380 437 544104
380 437 544104
1041375 1173 999

During the 2019, licensed banks maintained the mandatory reserves in Moldovan lei, due from funds
attracted in Moldovan lei and nonconvertible currency, at 42,5% rate , but mandatory reserves in
convertible currency at the level of 17% (increased from 14%, starting with the application period of
required reserves: 16 July 2019-15 August 2019).

The interest rate on mandatory reserves from funds attracted in Moldovan lei and nonconvertible
currency in 2019 was increased from 3,5% to 4%, starting with 19 June 2019, from 4% to 4,5%, starting
with 31 July 2019, and decreased from 4,5% to 2,5%, beginning with 11 December 2019 (2018: 3,5%), while
for the funds attracted in convertible currency - it varied from 0,36% to 0,01% (2018: with the variation
range from 0,29% to 0,47%).

In 2019, the daily average balance of Bank’s certificates amounted to MDL 5 500 117 thousand (2018: MDL
8 402 942 thousand). The average nominal interest rate of Bank’s certificates placed in 2019 amounted to
6,86% (2018: 6,50%).

24. Gains/(losses) from foreign currency transactions and foreign exchange rate differences

2019 2018

MDL'000 MDL'000

Realized gains from foreign currency transactions 59 564 5236
Unrealized gains/ (losses) from foreign currency stocks revaluation 141438 (247 905)
201002 (242 669)

Realized gains and losses arise from foreign transactions applying the weighted average cost method, on
each working day, on each currency, for both the sale and the purchased currency transactions. When
the currency transactions do not affect the currency stock, the realized gains/losses are calculated as the
difference between the average cost of the sale transactions and the average cost of purchase
transactions.

If the volume of sales exceeds the volume of purchased currency, or vice versa, the realized gains/losses
are determined as the difference between the average cost of the transactions and average cost of the
currency stock. On 1January the cost of the stock is equal to the official exchange rate published on the
last day of the previous year by the Bank.

* . . . »
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24. Gains/(losses) from foreign currency transactions and foreign exchange rate differences
(continued)

In 2019, the realized gains were generated mainly from the sale of currency, when the difference between
the sale exchange rate and the cost of currency stock was significant.

Net unrealized gains (losses) on exchange rate revaluation arise as a result of daily currency revaluation,
as the difference between the official exchange rate of Moldovan currency against the foreign currencies
which create the respective currency stocks and the revaluation of International Monetary Fund
accounts during the financial year.

25. Gains/(losses) from the revaluation of securities

2019 2018

MDL’000 MDL’000

Net realized gains/(losses) from investment securities 18 632 (9 605)
18 632 (9 605)

The net result from reevaluation at fair value represents the result recognized in other comprehensive
income from the date of asset recognition, reclassified from other comprehensive income (account of
reserves) to profit or loss, at maturity or sale of securities (derecognition).

During the holding of the securities in the Bank’s portfolio, periodic (unrealized) revaluations are
reflected in Other comprehensive income and Other reserves (Note 20).

26. Other income

2019 2018

MDL’'000 MDL’000

Fee and commission income 33746 29234
Other income 76714 12102
41420 41336

In the following table, fee and commission income from contracts with customers in the scope of IFRS 15
is disaggregated by segments and sectors of the services provided:
By sector:
Banks Institutions  Other 2019 2018

MDL’000 MDL'000 MDL'000 MDL'000 MDL’000

Automated Interbank Payment System 10 055 1069 44 11168 7088
Cash operations 17 945 - - 17 945 17512
State’s agent and banker activities - 4633 - 4633 4120
Securities registration system - - - - 514

28 000 5702 44 33746 29234

Commission and fee income from contracts with customers is measured based on the transactions’ prices
setin the contracts with customers and Bank’s regulatory acts. Commission and fee income is recognized
when the Bank transfers the control over the service to a customer.

. .
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26. Other income (continued)

In the following table, other income from contracts with customers in the scope of IFRS 15 is
disaggregated by segments and sectors of the services provided:

By sector:
Banks Institutions Other 2019 2018

MDL'000 MDL'000 MDL'000 MDL'000 MDL'000

Sale of commemorative banknotes and

commemorative and jubilee coins 2525 2n 2016 4812 10 246
IT services - - 1344 1344 817
Other income - - 1518 1518 1039
2525 27N 4 878 7674 12102

The following table provides information on receivables/liabilities arisen from contracts with customers:
31 December 31 December

2019 2018

MDL'000 MDL'000

Receivables from commission, included in Other assets (Notel4) 1123 939
Receivables from other income, included in Other assets (Note 14) 381 817
1504 1756

The following table provides information about the nature and timing of the satisfaction of performance
obligations in contracts with customers, including significant payment terms, and related commission
revenue recognition policies.

Type of service

Automated
Interbank
Payment
System

Nature and timing of satisfaction of performance Revenue recognition under
obligations, including significant payment terms IFRS 15

The Bank manages the Automated Interbank Revenue obtained from the
Payment System (SAPI), which is the system through processing of documents in
which all-interbank payments in Moldovan lei are SAPI is recognized at the
processed in Republic of Moldova. The Bank gives point in time when the

free access to SAPI to the participants to processand transaction takes place.
settle interbank payments.

The Bank charges commissions for the processing
within SAPI of payment documents or packages of
documents transmitted to the SAPI participants,
according to SAPI participation Agreement and the
Regulation on the automated interbank payment
system.

Based on the mandate assigned to the Bank, the
commissions are collected automatically from the
SAPI participants’ accounts at the beginning of the
month for the documents processed in the previous
month.

The tariffs are fixed and identically applied for all
the participants (sectors).

* j ] ] .
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Type of service

Cash
transaction

Duties of the
state agent and
banker

Nature and timing of satisfaction of performance
obligations, including significant payment terms

Revenue recognition under
IFRS 15

The Bank, as the single issuing national currency
authority (monetary authority), exchanges the
national currency issued into circulation in Republic
of Moldova.

Under the Regulation on cash transactions in Banks of
the Republic of Moldova, approved by Decision of the
Executive Board of the Bank, licensed banks can place
and withdraw national currency cash from the
Bank.

For the withdrawal operations of banknotes and
metallic coins by licensed banks and other clients,
the Bank charges commissions, charged at
withdrawal date.

The tariffs are fixed and identical for all licensed
banks, based on the scope of the withdrawal.

The Bank, as agent of the state, shall organize in the
name of the Ministry of Finance, the placement of
state securities (SS) on the primary market, through
SS auction, under the National Bank of Moldova Law
and the Agreement on the state agent. Until 30 July
2018, the Bank covered the operations for the
settlement of SS’ principal and interest payments.

For the organization of SS auction, the Bank charges
a fee from the nominal value of SS placed at the
auction, collected in the day after the auction
completion. Until 30 July 2018, this commission
represented the consideration received including
for the SS settlement at maturity and of related
coupons.

As the State banker, the Bank processes the State’s
foreign currency payments, including performs the
currency exchanges. The Bank charges commissions
for each transaction on the date of processing the
transaction (conversion, payment).

Revenue obtained from cash
withdrawal is recognized at
the cash withdrawal date.

Revenue from commissions
for organization of SS
auctions is recognized at the
date of completion of SS
auction.

Revenue from commission
for foreign currency
transactions of the state
(payments and conversions)
is recognized at the date of
the related transactions.

The following table provides information about the nature and timing of the satisfaction of performance
obligations in contracts with customers, including significant payment terms, and related other income

recognition policies.

Type of service

Nature and timing of satisfaction of performance
obligations, including significant payment terms

Revenue recognition
under IFRS 15

Sale of
commemorative
banknotes and
jubilee and

As the single issuing authority of national currency
(monetary authority), the Bank issues
commemorative and jubilee banknotes and coins,

which have numismatic value and represent means of

payment in Moldova. Moreover, and represent a

Revenue from sale
(issuance) of
commemorative coins is
recognized on the
issuance date at the sale
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. Nature and timing of satisfaction of performance Revenue recognition
Type of service .. . oo
obligations, including significant payment terms under IFRS 15
commemorative component of the national currency once put into price of commemorative
coins circulation (sale). The commemorative and jubilee coins.

coins are sold (issued) to licensed banks under the
regulatory acts of the Bank, state institutions under
customer contracts, and to other persons.

Commemorative coins are sold at a prices seton a
monthly basis by the Bank. The consideration paid at
sale of commemorative coins is collected on the day
of sale (in advance).

IT services Pursuant to Law No 234 of 03.10.2016 on the single Revenue is recognized
central securities depository and the Agreement on over time as the services
outsourcing information technologies services, the are provided. Revenue
Bank provides assistance in the field of information from
technologies to its subsidiary JSC Single Central transactions/activities
Securities Depository. carried out in certain
The price of the services represents the costs periods ?f time (specific
incurred by the Bank for service provision, in the transacponQ are
field of ensuring the functionality of information recognized in the period
solutions of subsidiary (external costs re-invoiced) when these take place.

and the cost of IT corporative services, integrated
network services and information security services
ensured by the Bank.

Income derived from respective services is
recognized other time as the services are provided,
based on incurred costs (re-invoiced costs)
(quarterly), being paid in the following month from
the date of service invoicing.

Income from technical assistance and grants from international financial institutions

In 2019 and 2018, the Bank received technical assistance from certain international financial institutions
in form of compensation for operating expenses incurred by the Bank (consulting, training and travel
expenditures, etc.). The Bank presents the income from grants of international financial assistance
received for the compensation of expenses net of the compensated operational expenses (Note 28).

nts is provided as a free translation

. : i - .
Translator’s explanatory note: The above translation of the Financial Stateme

from Romanian, which is the official binding version. 64



$9

‘uoisIaa 3uipuiq

[BI2LJO 313 ST YIIYM ‘UBIUBWIOY WOI UOTIB[SUBL) 331 € Se papiao1d sI sJuswaiels [BIDUBUL] 3Y3 JO UOIIR[SURI) JAOQE Y, 330U ATojeue]dXa s J0je[suBL],
¥

*(97 210N) 21€35 Y3 JO I ueq pue Juade Jo 9]0 93 SurwII0FIad WOIF SWIOUT I3YI0
pue (zz 210N) orjopxod sy{ueg Y3 UT P[aY SANLINIIS 18IS U0 SWODUT ISIIAIUT JO SISISUOD SATPOQ IS YIIM SUOTBII [BDURULJ WOIJ SSNUIASY

‘sanianoe JuawaSeuew IZULYIXI UZ110]
a1 Aq ApdaIIp pue JUIWUIA0Y 3Y3 J0 Aduarimnd usia1oj ut 331AI13s s1d1adax pue syuswided o ‘(Adusiand uSra103 UI saAIsaI ATos[ndurod
‘suonuaAIaIul 98ueydxa udraioy) suonerado Adrjod A1elsuowr o) Jo UonIEIUIWI[AWIT AYI WIOI] SATTATIDE S){UBY 3] WIOIJ PIALISP SI[NSIT
JATIE[NUIND 3 a1e 353y ], "A[a1e1edas pajuasad a1e sadUIRJIP Al adueydxa ua10J pue suoHIeSUED AJUILIND USI210] WOIJ SINSATIAN

USI9%61  VI0EL  70010T ) LITE8L ISLTT 89Vl V€6 6€6 ] SINUAA3I [RIO],
ST (4 - - - - - SILIIUNOD YO
607 € - - - - - 607 € AemioN
699 € - - - - - 699 ¢ uapams
066 S - - - - - 066 S ergsny
asa - - - - usa Zoquiaxn
LEL 6L - - - - - LeL 6l pueruly
PrE 6T - - - - - e 67 EpEUED
916 €€ - - - - - 916 €€ SPUB[IaYISN YL,
IST Lt - - - - - IST Ly a10de3urs
ovS sS - - - - - 0¥S SS ERLI VAR
S60 S9 - - - - - S60 S9 suopezuedIo

[EDUBULJ [EUOREUIIIU]
9€T VL - - - - - 9tT VL urejrrg jesa1y
9l - - - - - [4X4>180 Auewran
8ILELY S0E - - - - eL8 Uy vsn
124 YO vLu 700 10T LT €8L ISLTT 89v 1L - BAOPOIA JO D1[qnday
000/ 1A 000 TN 000 TAN 000 TAN 0001 000, TAW 000, TN

el FEYTETe) SJUBIJJIp el sa1poq J3els fouaimd  Lorod JuauwdSeuewr I3MO01I0Q/IINSST

a8ueypdxos uSa10j pue  YILM SUOTIE[AI [euoneN Arelauop] SIAIISAI Jo Anyuno)
suonpesuen} AJUalInd  [eDUEUl] uSraxog
u31310] WIOIJ SUTED)

:mo[aq pajuasaid st

(JUSWINLSUI [BUBUL 9Y3 JO JAM0110q/IanNssI Jo Anunod) seare [edryde13093 pue saniande spueq ay3 01 3UIPI0IDE ‘6107 T3qUIA( L I8 PIPU3
poizad a1 10] ‘SIDUIISIP 238 28ueydX3 UB[210] PUE SUONIESUEN AJUSIIND USISI0] WO SIDUIIIIIIP ‘SONLINIIS SIUSULISIAUL JO UOTEN[BAIT
31 WOJJ SIDUIISLIP ‘SWOIU I9YI0 PUE SUOISSTUIUIOD ‘DUIOIUT ISIIIUT JO SISA[eUY "BAOPIO JO d1[qnday a1 ul A[uo sajerado dueq oy,

seaxe [edrydei8oa8 pue sjuswdas Ajrande Aq sanuanly °/¢

6107 I3qUIad3( £ pIpUuD 1eak ay3 103
SLNAWALV.LS TVIONVNId ILVIVd3S FHL OL SALON

EAOP[OIA JO Yueq [euoneN



99

‘uorsiaa Surpuiq

[BID11J0 313 ST YITYM ‘UBTUBWIOY UIOI] UOTIB[SUEI] 331] B SB PApIA0Id ST SIUIWDILIS [BIJURUL] 33 JO UOHIB[SUEI] JA0QE Y, :310U AT0Jeue[dx? s J01e[SUel],
£’

"(97 230N) 33€3S 33 Jo Jaxueq puejuade Jo a[or a3 Sururiorad WIOI] SWI0OIUT I3YI0 PUE (77 310N) orjop1od syjueq ay) ur pfay
SINLINJAS 3JBIS UO JUIOIUI ISIISIUT JO SISISUOD SIAIPO( 31€1S YILM SUODE[I [EIDUBULJ WIOIJ SINUSAIY ‘SINIANIE Juswadeuew 33urydXa US1210]
a3 Aq ApoaI1p pue JUIWUIIA0D Y3 JO A>uarmd u1a1o0] ul 331a1as sid1adal pue syuswAed a3 ‘(Adus1Ind udR.105 Ul S9AI9531 Azos[nduiod
‘suonuaalajul a8ueydxa udraioj) suonerado Adtjod Arersuowr 313 Jo uomEIUSWSAWIT ) WOIJ SANTALIIR S URY ) WOIJ PIALISP SI[NSAI
2ADR[NWIND 3] axe 3say, "A[areredas pajuasaid are sadUIISIJIP 211 23UrYDX3 USI2I0J PUE SUOHIIESUERT AJUSIIND USISI0] WOIJ SINSIT IAN

S906TyL  SOES (699 D) €0L LT8 8SL LT 6Lt 6l 908 _ S9nuaAlITeIo],
oL €01 - - - - - saInunod Yo
266 - - - - - 766 AemioN
S88 € - - - - - 88 € uapams
0¢s S - - - - - 0¢s S ernsny
L6V L - - - - - Lev L epeue)
Szs oL - - - - - S7S 0L pueurg
660 9€ € - - - - 960 9¢ urejlg jearn
vov e - - - - - ¥ov eF SpPUe[IayIaN sy,
899 v - - - - - 859 v 8moquaxny
095 SS - - - - - 09S SS suonezue3io
[eDueuIy
[EUOTIRUIAU]
1SL 79 - - - - - 18179 Jduelj
9€9 ¥L - - - - - 9€9 1 a1odedurg
18S Pl (A - - - - 80S #¥L Auewian
1CE 9lE - - - - - LZe 9le vsn
9% (9 0l 8 (699 D) €01 LZ8 8SL LT 6vLC - BAOP[OIA JO D1[qnday

000, TAN 000,/ TAN 000, 1A 000/ 1A 000, 1AW 000,/ 1A 000,/ 1N
[ElI0L = I_3Y30 SIDUIIIJJIP el sarpoq a1e1s Kusxmd  forpod JuswaSeurwr I9M0110q/I3NSS]
aSueyoxa uSaIo) pue YIm suoneERl  [euoneN Areldouow SIAIISAI Jo Anyunon

suorpesuen ASUl1INd  [ePDURUL] UEICIGE|

uS81a10J W0y surex

:Mo[2q pajuasaid st

(uawInnsur [eLUBULJ 3Y) JO Iamo110q/Iansst Jo Anunod) seae [ednyde13098 pue SaNIANDE S{UeY Y3 0] SUIPIOIIL ‘GLOT IIQUIA( L I papua
pot1ad a3 I0J ‘SOUAIAJFIP 33kl d3ueydxa USISI0] pUE SUOTIIESURT} ADUIIIND UB[910] UIOI] SIOUSILIJIP ‘SAMLINIAS SJUDULSIAUT JO UOTIPN[BAIT
33 WOJJ SIDUIIIIJIP ‘SUI0UT JOYIO PUE SUOTSSTUIUIOD ‘DUI0DUT IS3IIUT JO SISA[euy "eAOP[OA JO J1[qnday a3 ul Ajuo sarerado yueq 3y,

(panunuod) seaxe redrydeid0a8 pue syuaur3as Ayanoe Aq sanuaady /7

6107 I2qUIdI(] L PRPUS Jeak a3 10
SINFWALV.LS TVIDONVNIA ALVIVddS IHL OL SILON

EAOP[OJAl JO Yueq [euoneN



National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

28. Operating expenses

2019 2018
MDL’000 MDL’000
Personnel expenses 159 535 128 001
Expenses related to national currency 65 337 25760
Expense on negative interest from short-term placements (Note 22) 45001 26 615
Expenses related to amortization of property, equipment and
intangible assets 28 825 30294
Expenses related to amortization of leased property 1186 -
Expenses related to informational, advisory and audit services 23 631 22 007
Buildings, transport and equipment maintenance expenses 5899 6572
Expenses with fees and commissions 1843 2484
Other operating expenses 10 599 12112
341 856 253 845

Personnel expenses for the 2019, additionally, include expenses related to the provision for employee
benefits in the amount of MDL 8 638 thousand (2018: nil), the mandatory state social insurance
contributions in amount of MDL 28 633 thousand (included MDL 1987 thousand related to provision for
employee benefits) and mandatory medical insurance in amount of MDL 5 606 thousand (included MDL
389 thousand related to provision for employee benefits) (2018: MDL 22 774 thousand and MDL 4 486
thousand, respectively).

Following the amendment of Article 34 of the Law on the National Bank of Moldova, during 2018 was
finalized the process of gradual implementation of the new payroll system, based on the assessment of
functions, competences and performance, remuneration system that contributed to the strengthening
of institutional capacity of the Bank, retention of competences and talent and improvement of Bank’s
competitiveness on the labor market. As a result of the implementation of the new payroll system, staff
costs insignificant increased.

As at 31 December 2019 the number of active employees was 419 people (31 December 2018: 422 people).
The average number of employees divided by categories during the period was:

2019 2018

employees employees

Managers 102 102
Specialists 251 245
Technical staff 69 68
422 415

The change in negative interest expenses from foreign currency deposits was due to the increase in
EUR funds held on overnight accounts opened in European central banks but also to the non-essential
decrease in the interest rate on remuneration.

Following the implementation of IFRS 16 on 1January 2019, the right of use assets depreciation
identified in high value leasing contracts or which are signed for a term of more than 1year (except for
underlying assets with a small value) are reported separately in operating expenses. In 2018, leasing
expenses were reported in accordance with IAS 17 under the category Other operating expenses.

The auditors of the Bank’s financial statements for 2019 and 2018 are Deloitte Audit SRL and
Deloitte&Touche SRL. In 2019, the expenses regarding the audit fees paid to the auditors of financial
statements amounted to MDL 714 thousand (2018: MDL 869 thousand). Other services from the Bank’s
auditors were not contracted during the reported period.

*
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

28. Operating expenses (continued)

Fees and commissions expenses include commissions for:

By sector:
International
financial
Banks institutions Others 2019 2018

MDL’'000 MDL’000 MDL’'000 MDL’000 MDL'000

Credit lines - 478 - 478 1770
Account services 332 - 27 359 285
Safekeeping of state securities - - 1006 1006 429
332 478 1033 1843 2484

The commissions for the safekeeping of state securities refer to the commissions charge by the Joint Stock
Company “Single Central Securities Depository” for the safekeeping of state securities portfolio
registered and held by the Bank in CSD’s system (DEPO/x). The commissions relate to financial assets that
are not measured at fair value through profit or loss.

The operating expenses (trainings, consulting) compensated within international technical assistance
programs provided in 2019 and 2018 by a series of international financial organizations, have been
presented net of the related income. In 2019 and 2018, the National Bank of Moldova benefited from
technical assistance granted by the United States Agency for International Development, World Bank
Treasury, United States Treasury, European South East Fund, International Monetary Fund and certain
central banks.

* B ] . . . ) - . - . -
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

29. Related parties

The related parties of the Bank are the Joint Stock Company “Single Central Securities Depository” and
Bank’s management (members of the Supervisory Board, Executive Board and mid-level managers).

Remuneration and compensation expenses related to the Bank's management during 2019 amounted to
MDL 37 592 thousand (2018: MDL 29 005 thousand), of which for the members of the Supervisory Board
of the Bank - MDL 3 604 thousand remuneration (2018: MDL 3 047 thousand) and MDL 991 thousand
mandatory and optional social and medical insurance (2018: MDL 838 thousand), for members of the
Executive Board of the Bank- MDL 10 261 thousand remuneration (2018: MDL 7 951 thousand) and MDL
2763 thousand mandatory and optional social and medical insurance (2018: MDL 2 204 thousand), and
others - MDL 5 thousand (2018: MDL 10 thousand), and for middle level managers MDL 15 552 thousand
remuneration (2018: MDL 11 730 thousand), MDL 4 269 thousand mandatory and optional social and
medical insurance (2018: MDL 3 225 thousand) and other benefits in amount of MDL 147 thousand (2018:
nil).

The remuneration expenses include salaries and short-term benefits. The increase in remuneration
expenses was mainly determined by the commitments made during the reported periods, the return of
a member of the Executive Board of the National Bank after a delegation period, and the finalization of
the gradual implementation of the new salary system within the National Bank.

The remuneration expenses include salaries and short-term benefits.

Transactions with the management of the Bank concluded during the period comprise those related to
loans granted. Management'’s loans’ balance and movements during the period is presented below:

Balance on Loans Balance on
1 January granted Transfers Reimbursements 31 December
MDL’000 MDL'000 MDL’000 MDL'000  MDL'000
Mid-level managers
2019 2992 360 - 606 2746
2018 4303 - 304 (1615) 2992

The loans have been granted at interest rates and conditions identical to those applicable to all employees
according to the provisions of the internal regulatory acts of the Bank. These loans are fully collateralized
with collaterals provided by each debtor with a pledge value of MDL 4 867 thousand as at 31 December
2019 (31 December 2018: MDL 5 373 thousand).

As at 31 December 2019 and 31 December 2018 these loans are classified as standard (stage 1 of the ECL),
being fully collateralized, with no impairment triggers and no expected credit losses incurred.

During the 2019 and 2018, the Bank did not grant any loans to members of the Supervisory Board and the
Executive Board.

Translator’s explanatory note: The above translation of the Financial Statements is provided as a free translation
from Romanian, which is the official binding version. 69



National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

29. Related parties (continued)
Bank’s subsidiary

The Bank holds 98,36% of the share capital of the Joint Stock Company “Single Central Securities
Depository” and appoints four out of the seven members of the Supervisory Board of CSD. Therefore,
under IFRS 3 provisions, the Bank controls the Single Central Securities Depository as a subsidiary of the
Bank.

The balances and transactions of the Bank with the SA Single Central Securities Depository of are:

31 December

31 December

2019 2018
Balances MDL'000 MDL'000
Assets
Investments in subsidiaries - cash contribution to the capital 24 000 24 000
Other short-term receivables 381 812
24 381 24 812
Other liabilities
Current account of subsidiary in the Bank 1781 23046
Other liabilities - 292 287
2073 23333
209 208
Transactions MDL’'000 MDL’'000
Other income
Income from compensation of expenses for the IT services
outsourcing 1349 812
1349 812
Interest expense
Fees from settlement and clearing of certificates issued by the Bank 2600 1100
2600 1100
Operating expenses
Commissions for state securities safekeeping 1007 429
Other commissions 26 4
1033 433

The Bank has not identified any indication of impairment of its investment in the subsidiary and no
impairment losses have been recognized in this respect. The receivables due from the subsidiary were
classified in the standard category (1 stage of the ECL) as at 31 December 2019, were collected in full in
due time and no expected credit losses allowances was recognized as at the reporting date.

The transactions with “Central Securities Depository” were carried out at the general rates approved by
the subsidiary's Supervisory Board (level of commissions for settlement, clearing, safekeeping) and
similar conditions applied by the Bank on other financial liabilities (levels of interest rates). Income
from the IT services provided to the subsidiary under the outsourcing agreement was charged at the
level of costs incurred by the Bank in providing the outsourcing services for IT services.

Equity

The authorized of the capital of the Bank is held exclusively by the State. Considering Art. 1 of National
Bank of Moldova Law, which expressly provides the Bank is an autonomous public legal entity
responsible to the Parliament, the Government and Government related entities are not considered to
be related parties of the Bank. However, transactions with these entities are disclosed in the
corresponding notes of the financial statements.

* -
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

30. Commitments and contingent liabilities
Promissory notes issued

As at 31 December 2019 the value of the promissory note issued by the Bank for the International
Monetary Fund to secure the loans received within EFF facility amounted to MDL 2 232 729 thousand (31
December 2018: MDL 2 612 124 thousand).

Investment commitments
Within the external reserves management program, the World Bank concluded:

- at30 December 2019, one buy transaction of a security at a nominal value of USD 10 000
thousand (at 31 December 2019 equivalent of MDL 172 093 thousand), with the settlement date on
2 January 2020;

- at31December 2019, 3 buy transactions of securities at a nominal value of USD 14 700 thousand
(at 31 December 2019 equivalent of MDL 252 977 thousand) and 2 sale transactions of securities at
anominal value of USD 11200 thousand (at 31 December 2019 equivalent of MDL 192 744
thousand, all securities having the settlement date on 2 January 2020;

- at31December 2019, one buy transaction of securities at a nominal value of USD 4 000 thousand
(at 31 December 2019 equivalent of MDL 68 837 thousand), with the settlement date on 3 January
2020;

Loan commitments

As at 31 December 2019, there are no conditional commitments of creditor nature (31 December 2018:
nil).

Capital commitments

As at 31 December 2019, according to the concluded contracts, the Bank was committed to settle during
the following years its financial obligations regarding the acquisitions of property, equipment and

intangible assets in amount of MDL 2 213 thousand (in original currency EUR 99 thousand and MDL 298
thousand) (on 31 December 2018, MDL 7 389 thousand or in original currency EUR 379 thousand).

Litigations and contingent liabilities

As at 31 December 2019, the Bank was involved in 13 litigations, where it participates as a defendant (31
December 2018: 19 litigations as a defendant).

As at 31 December 2019 the Bank has not registered any provisions for litigations, as the Bank
considered that there were no sufficient evidence regarding any related possible future outflows of
economic resources (31 December 2018: nil).

Translator’s explanatory note: The above translation of the Financial Statements is provided as a free translation

from Romanian, which is the official binding version. 71



National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

31. Operating leasing

Starting with 2017, the Bank uses administrative premises and public land, under operating lease and
bailment agreement (free of charge use), respectively for the land. The operating lease and bailment
agreements are commonly concluded for a one year period, with the option to extend the lease term for
consecutive annual periods in the absence of any objections by the counterparties of the contracts. The
lease payments are reviewed annually in accordance with the minimum rent rate for public property,
as established by the laws of the annual State Budget.

The lease and bailment agreements may be terminated with a 60-day notice, without any cancellation
cost to be incurred by the Bank.

Assessing the duration of the operational lease of the administrative space up to one year at 1 January
2019, the right of use asset was recognized at the effective value of the lease payments to be made
during the 2019 in accordance with the provisions of IFRS 16 related to the short-term leasing contracts.

As at 31 December 2019, following the option to extend the term of the lease on a horizon of up to 3
years, the right of use assets and the lease liability have been revised at the present value of future lease
payments, taking into account the term of 3 years and the base rate of the National Bank of Moldova at
the date of revision.

Previously, this lease contract was classified as operational leasing according to IAS 17 Leasing.
Right of use assets

The right of use assets refers to the leased administrative premises and is included in Note 13 in the
category Land, buildings and similar constructions:

Administrative
premises
2019
MDL'000
Balance at 1 January 2019 1186
Depreciation charge for the year (1186)
Additions 3510
Balance at 31 December 2019 3510
Amounts recognized in profit or loss
2019 2018
MDL'000 MDL’000
Expenses related to amortization of leased property (IFRS 16) 1186 -
Lease expense (IAS 17) - 1080
1186 1080
Amounts recognized in statement of cash flows
2019 2018
MDL'000 MDL’000
Total cash outflow for leases 1186 1080
1186 1080

* . - - . . ' .
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

32. Subsequent events

After the balance sheet date, were recorded several significant subsequent events that not lead to the
adjustment of the results reported at the balance sheet date.

1. Tranches received from IMF credit facilities

On 13 March 2020, the International Monetary Fund disbursed to the Bank the last tranche of the ECF
facilities in the amount of XDR 1900 thousand, and on 19 March 2020 - XDR 3 900 thousand of the EFF
facilities, allocated under the Memorandum signed on 7 November 2016.

2, Redistribution of profit available for distribution of the Bank for 2019 and modification of the
regulatory framework

Pursuant to Law no. 42 of 06.03.2020 regarding the modification of some legislative acts (hereinafter Law
42/2020), published at 2 April 2020, came into force the amendments to art.19 and art.20 of Law
n0.548/1995 on the National Bank regarding the way of forming the Bank’s statutory capital and of
distributing the profit available for distribution.

In accordance with the Law 42/2020, the new profit distribution mechanism is applied also on the
distribution of profits and coverage of losses of the National Bank of Moldova for the financial year
ended on 31 December 2019. Thereby, the Bank, by derogation from the art.19 paragraphs (2), (3) and (5)
of Law no. 548/1995 on the National Bank of Moldova, the profit available for distribution of the 2019
distributed until the date of entry into force of Law 42/2020 is reallocated.

According to the new profit allocation mechanism, if the amount of the statutory capital of the Bank at
the end of the financial year constitutes from 4% to 10% of the total monetary obligations of the
National Bank, 50% of the profit available for distribution will be allocated for the increase of the
statutory capital as provided in Article 19 paragraph (3), and 50% of the profit available for distribution
will be transferred to the State Budget income.

Considering that on 31 December, 2019 the level of statutory capital until the distribution of profit was
5,79% (Note 20), and the Law 42/2020 have a prospective application and represent a subsequent event
that does not adjust the financial statements from 31 December 2019, to on the date of entry into force
of Law 4272020, the Bank reallocated 50% of the profit available for distribution to the State Budget,
registering the debt to the State Budget and reducing the statutory capital so that the authorized capital
is 1/3 and the general reserve fund 2/3 of the total adjusted statutory capital:

Allocation of the profit available for distribution for the year:
2018 2019

According to Law  According to Law
31 December [548/1995 in force at 42/2020 in force at
2018 | 31December 2019 2 April 2020
MDL’000 MDL'000 MDL’000
Distribution:
Profit available for distribution 249126 436 843 436 843
Increase of the authorized capital - (109 504) (36 696)
Increase of the general reserve fund 249126 (327 339) (181725)
Profit allocated to the State Budget - - (218 422)
Capital level
Authorized capital 902 970 1012 474 939 666
General reserve fund 1697 608 2 024 947 1879 333
Statutory capital 2 600 578 3037421 2 818 999
Level of capital % 520 50 5,38

Translator’s explanatory note: The above translation of the Financial Statements is provided as a free translation
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

32. Subsequent events (continued)

2. Redistribution of profit available for distribution of the Bank for 2019 and modification of the
regulatory framework (continued)

Profit allocated to the State Budget will be transferred to the State Budget income within 15 days after
receiving the external auditor’s report on the financial statements of the National Bank.

3. Monetary policy decisions after the balance sheet date

The Bank's Executive Board has decided to reduce the base rate applied to the main short-term
monetary policy operations on 4 March 2020, from 5,5% to 4,5%, and on 20 March 2020, from 4,5% to
3,25%. At the same time, interest rates on overnight loans and deposits were reduced by 1,0 p.p. on 4
March, and by 1,25 p.p. on 20 March, up to 6,25% and 0,25% respectively.

On 20 March 2020 and 3 April 2020, the Executive Board decided to reduce by 7 p.p., up to 34% of the
calculation base, the norm of mandatory reserves from funds attracted in Moldovan lei and non-
convertible currency, and increase by 1p.p., up to 21% of the calculation base, of the mandatory reserves
from funds attracted in convertible currency, for the application period 16 April - 15 May 2020.

The change in the rates related to the monetary policy instruments was decided based on the
identification of the premises for the urgent adjustment of the monetary policy course against the
background of the recent evolutions in the global and national economy. Thus, monetary policy
measures were adopted capable of partially mitigating the impact of the effects generated by the
COVID-19 pandemic on the national economy and in order to prevent liquidity risk and strengthen the
stability of the banking sector in Moldova.

The change in the base rate and the level of mandatory reserves does not have a significant impact on
the valuation of financial liabilities at 31 December 2019, considering that the financial instruments
(monetary liabilities) to which they apply are valued at amortized cost and are short-term or spot
instruments.

4. Decrease in profitability from foreign exchange reserves

Against the background of the evolution of the COVID-19 pandemic, the impact on the financial
markets and world economies and the measures taken by the governments and central banks of the
countries in which the Bank invests its foreign exchange reserves (United States, France, Germany,
Great Britain, Canada, The Netherlands, Japan etc. .), the Bank expects a significant decrease in the
profitability of financial instruments during 2020.

The US Federal Reserve has taken drastic measures to support the economy as the result of the rapidly
escalating pandemic of COVID-19 and reduced the monetary policy interest rate by 0,5 p.p. on 3 March
2020 to the 1-1,25% corridor, and starting 16 March 2020, with 1,0 p.p., to the 0-0,25% corridor. The Bank
of England, on same grounds, reduced the monetary policy interest rate by 0,5 p.p. on 10 March 2020, up
to 0,25%, and starting with 19 March 2020 with 0,15 p.p., up to 0,1%.

The decrease in profitability of investment securities during the first quarter of 2020 led to an increase
of the market value of the instruments, by about 0,4 p.p. compared to the valuation on 31 December
2019, with the recognition of unrealized revaluation gains of securities in foreign currency measured at
fair value through other comprehensive income of about MDL 111 899 thousand.

5. Impact of the spread of Covid - 19 virus

The rapid spread of the Covid-19 virus and its social and economic impact in the Republic of Moldova
and globally may generate assumptions and estimates that require reanalysis that may lead to
significant adjustments in the carrying amount of the Bank's assets and liabilities during 2020.

* i ” - T .
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National Bank of Moldova
NOTES TO THE SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2019

32. Subsequent events (continued)
5. Impact of the spread of Covid - 19 virus (continued)

In particular, the Bank's management identifies a reduction in the return on foreign exchange reserves,
a change in the Bank's monetary liabilities and a decrease in monetary policy expenses. At this stage,
however, management cannot confidently estimate the impact, as events evolve daily.

At the date of approving these individual financial statements, the Bank is well capitalized witha capital
level of 5,38% compared to the level of monetary liabilities, has at its disposal a high level of official
reserve assets (covering over 5 months of future imports according to the latest forecasts on imports of
goods and services made during the IMF mission and over 100% of short-term external debt) and has
sufficient room for maneuver in the main monetary policy instruments to maintain price stability,
ensure the stability of the banking sector and inject sufficient liquidity into the banking sector and the
business environment to help economic recovery.

From the perspective of credit risk, the Bank continuously monitors credit risk related to foreign
exchange reserves and government securities, by analyzing the change in ratings set by international
rating agencies, the evolution prospects of issuers of portfolio instruments and market probabilities
and expectations, as well as the sources of financing of the issuers. The bank invests in foreign
currency investment instruments with high liquidity and a minimum degree of risk. An essential
element of credit risk management related to foreign exchange reserves is the Bank’s investment with
the purpose of managing foreign exchange reserves in secure long-term reliable counterparties
(minimum average rating A-) assigned by the international rating agencies (Standard & Poor’s, Moody’s
and Fitch Ratings), and which are authorized by the Bank for those transactions. According to the
scenarios and information available, the Bank did not identify any objective indicators of a significant
increase in the credit risk of foreign exchange reserves, which would lead to the recording of expected
impairment losses significantly higher than the estimates as of 31 December 2019.

From the perspective of liquidity risk, the Bank has sufficient liquidity, both in the national currency
and in foreign currency. Liquidity in national currency is ensured by the exclusive monetary right to
issue money. Liquidity in foreign currency is ensured by the sufficient level of foreign exchange
reserves, their diversification and the significant share of holdings on demand.

No other significant events after the balance sheet date, which would adjust the recognized amounts or
information presented in the financial statements, have occurred after the balance sheet date.

*
Translator’s explanatory note: The above translation of the Financial Statements is provided as a free translation

from Romanian, which is the official binding version. 75



	‎Y:\CONT\SBRM\Activitatea sectiei\Situatii financiare\2019\12_decembrie 2019\Situatii financiare\Situatii financiare individuale_31 decembrie 2019_En_scan.pdf‎
	‎Y:\CONT\SBRM\Activitatea sectiei\Situatii financiare\2019\12_decembrie 2019\Situatii financiare\FS de lucru\Page_employees_separate.pdf‎
	‎Y:\CONT\SBRM\Activitatea sectiei\Situatii financiare\2019\12_decembrie 2019\Situatii financiare\FS de lucru\pages_basis of preparation.pdf‎

