THE CENTRAL BANK BOARD
RESOLUTION
October 2, 2007 No 311-N

ON APPROVAL OF REGULATION 3/02 ON “LIMITS, PROCEDURE OF
FORMATION AND CALCULATION OF MAIN PRUDENTIAL STANDARDS OF
INSURANCE ACTIVITY, CRITERIA FOR QUALIFYING REINSURERS AS
NOT PROHIBITED”!

(The title was supplemented by Resolution No 151-N on 29.06.10)

Having regard to the Republic of Armenia law “On Insurance and Insurance activities”
article 58(2), the Republic of Armenia law “On the Central bank” article 20(e) and the
Republic of Armenia law “On Legal acts” article 16, the Board of the Central bank of
Armenia decides:

1.To approve Regulation 3/02 on “Limits, procedure of formation and calculation of
main prudential standards of insurance activity, criteria for qualifying reinsurers as
not prohibited” pursuant to Appendix.

(Paragraph 1 was supplemented by Resolution 151-N dated 29.06.10)

2.This Resolution shall enter into force on January 1, 2008. Resolution No 663-N of
November 7, 2006 approved by the Board of the Central bank of the Republic of
Armenia on approval of Regulation 30 “On limits of main prudential standards of
insurance activity, procedure of formation and calculation” shall remain valid till
January 1, 2008.

3.To repeal Resolution No 663-N of November 7, 2006 approved by the Board of the
Central bank of the Republic of Armenia on approval of Regulation 30 “On limits of
main prudential standards of insurance activity, procedure of formation and
calculation” upon entering into force of this Regulation.

Governor of the Central Bank of the Republic of Armenia T. Sargsyan

! This Regulation includes the amendments and supplements and all other changes endorsed under the
following Resolutions of the Board of the Central Bank:

No
No
No
No
No

. 171-N, dated 03.06.08; No. 186-N, dated 01.07.08; No. 65-N dated 24.03.09; No. 282-N dated 22.09.09;
. 342-N dated 01.12.09; No.151-N dated 29.06.10; No.328-N dated 09.12.10; No.368-N dated 20.12.11;
. 275-N dated 16.10.12; No. 293-N dated 06.11.12; No. 326-N dated 27.11.12; No. 176-N dated 23.07.12;
. 255-N dated 12.11.13; No. 225-N dated 12.08.14; No. 90-N dated 18.04.15, No. 275-N, dated 15.12.15;
. 106-N dated 12.05.2017; No 159-N dated 11.10.19; No71-N dated 27.05.19.



Appendix

Approved by the Resolution No 151-N of the Board of
the Central Bank of the Republic of Armenia

as of June 29, 2010

Appendix

of the Resolution No 311-N of the Board of
the Central Bank of the Republic of Armenia
as of October 2, 2007

REGULATION 3/02

LIMITS, PROCEDURE OF FORMATION AND CALCULATION OF MAIN
PRUDENTIAL STANDARDS OF INSURANCE ACTIVITY, CRITERIA FOR
QUALIFYING REINSURERS AS NOT PROHIBITED

CHAPTER 1. GENERAL PROVISIONS

1.This regulation establishes limits of main prudential standarts of activities of insurance
and reinsurance companies operating within the territory of the Republic of Armenia, the
procedure of calculation, composition of elements in calculation, as well as criteria for
qualifying reinsurers as not prohibited.

2.The concepts used in this regulation have the following meaning:

1) Insurance company - insurance and reinsurance company operating within the territory
of the Republic of Armenia, branches of foreign insurance and reinsurance companies
operating within the territory of the Republic of Armenia,

2) Standard - main prudential standards of insurance activity,

3) Financial institution - legal entity licensed and/or supervised by the Central bank of the
Republic of Armenia (hereinafter Central bank) or by foreign body regulating and
supervising financial sector,

4)Non-financial institution - legal entity which is not a financial institution,

S)Derivative instruments- includes forward, futures, swap, option and other derivative
instruments as defined in the law of the Republic of Armenia on ‘Securities market’,

5.1) Currency swap — an agreement which provides the exchange (purchase/sale) of two
currencies with the exchange rates (spot rate) defined in the contract with the provision of
reverse exchange (sale/purchase) of those currencies within the dates and exchange rate
(forward rate) defined in the contract, as well as the provision of exchanging interest
amounts defined beforehand by the contract. Within this type of swap a fixed interest rate
can be exchanged with a floating interest rate, as well as two floating rates can be
exchanged.

5.2) Foreign exchange (FX) swap — a simplified type of currency swap, which provides the
exchange (purchase/sale) of two currencies with the exchange rates (spot rate) defined in
the contract with the provision of reverse exchange (sale/purchase) of those currencies
within the dates and exchange rate (forward rate) defined in the contract,



6)First group foreign currency — this includes the Special Drawing Right (hereinafter
SDR), currencies in the SDR basket, the Swiss franc, the Canadian dollar, the Swedish
krona, the Dutch krone, the Australian dollar and the banking gold,

T)Second group foreign currency - this includes the currencies, which are excluded from
the first group foreign currency,

8)SDR basket — this includes the US dollar, the Euro, the Japanese yen and the British
pound,

9)Banking gold - as defined in the Law of the Republic of Armenia “On currency
regulation and currency control”,

9.1) standardized bullions of precious metals - standardized bullion in accordance with the
law of the Republic of Armenia 'On precious metals’.

10)Gross insurance premium - insurance premiums calculated by direct insurance,
reinsurance premiums in the reinsurance accepted risks and calculated insurance premiums
in the coinsurance accepted risks without deducting the reinsurer’s share in the
abovementioned sums and without deducting the discount made by the insurance company
at the moment of signing of the contract,

11) Earned gross insurance premiums — the difference between the value of gross
insurance premiums and unearned insurance premiums reserve (without deducting the
share of reinsurer in the unearned insurance premiums reserve),

12) Gross insurance indemnities - insurance indemnities related to contacts of direct
insurance, insurance indemnities for reinsurance taken risks, insurance indemnitics
calculated for coinsurance taken risks,

13)Claims reserve - the sum of incurred but not reported claims reserve (IBNRR) and
reported but not settled claims reserve (RBNSR) calculated in accordance with the
normative act of the Central bank,

14) Indemnity — the sum received or receivable (for example, subrogation, etc.) for the
compensation paid by insurance company, except for compensation, received or receivable
by reinsurers,

15) (Repealed No 71-N on 27.05.2019)

16)Chart of accounts- ‘Chart of accounts of insurance companies’ approved by the jointly
agreed Resolution of the Central Bank Board No 328N as of November 11, 2011 and by
the resolution of the Minister of Finance of the Republic of Armenia No 1030N as of
December 16, 2011.

17)Refinancing credit organization- refinancing credit organization pursuant to the
Regulation 14 on the “’Regulation of credit organizations’ activity, prudential standards of
credit organizations’ activity’’ approved by the Cnetral Bank Board Resolution No 347-N
as of November 5, 2002.

18) carrying value (balance) — the sum of the asset or liability accrued in the balance sheet,
including the interests, fines and penalties of those items, excluding the provisions on those
items, depreciation and accumulated amortization, if such exists.

19) primary collateral — a collateral, in the case of which the pledgee insurance company



has a right to receive satisfaction against the debtor from the value of the pledged property
with priority ahead of other pledgees of the property.

20) affiliated persons — this concept has the same meaning as in the Law of the Republic of
Armenia “’On Insurance and Insurance activity’’, excluding the cases, when the debtor and
other legal entities are affiliated only with the reason that the state, International Financial
Corporation, the European Bank for Reconstruction and Development and (or) the Asian
Development Bank owns (own) more than 20% of stocks (shares, stake) giving the right of
vote of the debtor (person) and the legal entity or has (have) right of predetermining their
Resolutions in a manner not prohibited by law.

21) regulated market — in accordance with the Law of the Republic of Armenia “’On
Securities Market’’,

22) market maker — participant of the regulated market, which in accordance with the rules
of the regulated market, in order to maintain, set or stabilize the price of the security of a
certain class, allowed to the trade in the stock market, performs transactions with secutiries
of that class on its own behalf and account.

(Paragraph 2 amended and added by Resolutions No 328-N on 09.12.2010, No 368-N on
20.12.2011, No 326-N on 27.11.12, No 176-N on 23.07.2013, No 225-N on 12.08.2014,
No 71-N on 27.05.2019)

3. Reinsurers are considered as not prohibited, if they are licensed in any state. For the
purposes of this Regulation those reinsureres are considered to be licensed as well, who are
registered in such a state, where licenzing of reinsurers is not required.

3.1. Principles stated in the Chapter 4 of the Appendix 2 should be taken into consideration
in case of applying ratings provided by rating agencies in cases provided for by this
Regulation.

(Paragraph 3.1 added by Resolution No 368-N on 20.12.2011)

3.2. The main prudential standards, specified for insurance companies by this Regulation,
apply also to the branches of foreign insurance companies, operating within the territory of
the Republic of Armenia; moreover, the deposit, specified by sub-paragraph 12 of
paragraph 34 of Regulation 3/01 “On Procedure on licensing, registration, providing
consent, issuing permission, evaluation of professional integrity and qualification in the
insurance sector”, approved by Resolution of the Board of the Central Bank of the Republic
of Armenia No 344-N as of October 30, 2007, shall be considered as the volume of total
capital.

(Paragraph 3.2 added by Resolution No 71-N on 27.05.2019)



CHAPTER 2. MAIN PRUDENTIAL STANDARDS AND THEIR LIMITS FOR
INSURANCE COMPANIES’ ACTIVITIES

4.The Central bank defines following main prudential standards for insurance companies:
1) standard on the minimum amount of statutory capital of company,

2) standard on the minimum amount of total capital (S1.1 standard),

3) capital adequacy ratio (S1.2 standard),

4) liquidity ratio (S2 standard),

5) ratio on the maximum size of a single insurance risk underwritten (S3 standard),

6) ratio on all and individual assets equal to technical reserves of Company (S4 standard),
7) ratio on maximum risk on a single borrower (S5 standard),

8)The foreign currency disposition standard, that is comprised of two components:
a)foreign currency position standard (S6.1 standard)

b)foreign currency position standard by types of foreign currencies (S6.2 standard)
(Paragraph 4 added by Resolution No 368-N on 20.12.2011)

5.Standard on the minimum amount of statutory capital of insurance company is fifty
million (50 000 000) Armenian Drams.

6. The minimum limit of the standard on the minimum amount of total capital (S 1.1
standard), calculated in accordance with Chapter 3 of this Regulation, is set to be 1.
(paragraph 6 amended by Resolution No 326 on 27.11.12; edited by Resolution No 71-N
on 27.05.19)

7. (Repealed by Resolution No 71-N on 27.05.19)

8.Mimimum limit of capital adequacy ratio (S1.2 standard) calculated in accordance with
Chapter 4 of this regulation is set to 1.

9.Minimum limit of liquidity ratio (S2 standard) calculated in accordance with Chapter 5 of
this Regulation is set to 1.

10. The maximum limit of ratio on the maximum size of a single insurance risk
underwritten (S3 standard) calculated in accordance with Chapter 6 of this Regulation is set
to 10 percent.

11. The maximum limit of ratio on all and individual assets equal to technical reserves (S4
standard) calculated in accordance with Chapter 7 of this regulation is set up in Chapter 7
of this regulation by individual types of assets.

12. The maximum limit of ratio on maximum size of risk on a single borrower (S5
standard) calculated in accordance with Chapter 8 of this Regulation is set to 20 percent.

12.1. The maximum ratio of the foreign currency position standard (S6.1 standard)
calculated in accordance with Chapter 8.1 of this Regulation, is set to 10 percent, and the
maximum ratio of foreign currency position standard by types of foreign currencies (S6.2
standard) calculated in accordance with the same Chapter is set to 7 percent. Maximum
ratios mentioned in this paragraph apply to S6.1 and S6.2 standards calculated including all
derivative instruments, as well as apply to S6.1 and S6.2 standards including only
derivative instruments mentioned in the paragraph 45.3 of this Regulation. The total capital
is included by its daily amount in the calculation of S6.1 and S6.2 standards.

(Paragraph 12.1 added by Resolution No 368-N on 20.12.2011 and Resolution No 326-N
on 27.11.12)



13. S1.1, S1.2 standards are calculated on a monthly basis, S2 standard is calculated on a
weekly basis, and S3 standard is calculated on a monthly basis and in case of emergence
and each change of component “L” of S3 standard, S5 standard is calculated on a monthly
basis, and in case of emergence and each change of components included in component
“R” of S5 standard, S4, S6.1, S6.2 standards are calculated on a daily basis.

(Paragraph 13 amended and added by Resolution No 368-N on 20.12.2011)

14.While calculating prudential standards, the components used in calculation are included
after deducting the amounts of loss reserves calculated in accordance with the Regulation
3/09 “On classification of assets of insurance companies and formation and use of loss
reserves” (hereinafter Regulation 3/09) approved by the Central bank board resolution No
73-N as of March 25, 2008 and by the order No 285-N as of April 14, 2008 of the Minister
of Finance and Economy of the Republic of Armenia, and the retained profit is calculated
after considering the deductions made to loss reserve in accordance with Regulation 3/09.

CHAPTER 3. CALCULATION OF TOTAL CAPITAL AND THE COMPOSITION
OF ELEMENTS IN CALCULATION

15. The standard on the minimum amount of total capital (S1.1 standard) for insurance
company is calculated in accordance with the following formula:

S1.1=TC/MC

MC = max(MCcombined, M Cabsolute)

M Ceombined = min(max(MCiinears 0.25*RC); 0.45*RC)

where:

TC — daily average amount of total capital for the reporting month (the sum of
daily amounts of total capital during the month, divided by the number of days in the
month), calculated in accordance with Appendix 1 of this Regulation,

MC — the mount of minimum capital for the reporting month, calculated in
accordance with this Chapter

M_Capsolute — absolute amount of minimum capital, which is defined in accordance
with paragraphs 16, 17, and 18 of this Regulation,

MClinear — the linear minimum capital requirement, which is calculated in
accordance with paragraph 19 of this Regulation for non-life insurance companies, and in
accordance with paragraph 20 of this Regulation for life insurance companies,

RC — the amount of required capital for the reporting month, calculated in
accordance with paragraph 23 of this Regulation.

16. The absolute amount of minimum capital of the insurance company (MCabsolute) 1S
defined in the following way:

1) one billion (1 000 000 000) AMD, if the company has a license for insurance
activity for one or several classes of non-life insurance, specified by paragraphs 1-9, 16-18
of part 2 of Article 7 of the Law of the Republic of Armenia “On insurance and insurance
activity”,

2) one billion and five hundred million (1 500 000 000) AMD, if the company
has a license for insurance activity for one or several classes of non-life insurance,
specified by paragraphs 10-15 of part 2 of Article 7 of the Law of the Republic of Armenia



“On insurance and insurance activity”,

3) one billion and five hundred million (1 500 000 000) AMD, if the company
has a license for insurance activity for one or several classes of life insurance, specified by
paragraphs 1-6 of part 4 of Article 7 of the Law of the Republic of Armenia “On insurance
and insurance activity”,

4) one billion and five hundred million (1 500 000 000) AMD, if the company
has a license for insurance activity for classes, specified by paragraphs 1 and 2 of part 5 of
Article 7 of the Law of the Republic of Armenia “On insurance and insurance activity”,
17. For the insurance company, undertaking insurance activity for several classes
simultaneously, the amount of MCapsolute is defined as the maximum amount of the
amounts, specified in sub-paragraphs 1, 2 pr 4 of paragraph 16 of this Regulation for the
given classes.

18. For the branches of foreign insurance companies, operating within the territory of the
Republic of Armenia, the amount of MCapsolute is sSpecified in the amount, specified by sub-
paragraph 12 of paragraph 34 of Regulation 3/01 “On Procedure on licensing, registration,
providing consent, issuing permission, evaluation of professional integrity and qualification
in the insurance sector”, approved by Resolution of the Board of the Central Bank of the
Republic of Armenia No 344-N as of October 30, 2007.

19. The linear minimum capital requirement (MCiinear) for non-life insurance companies is
calculated with the following formula:

MClinear= Zi(Ctn'*TRi + Cpi * Pl)

where:

TR; — the amount of technical reserves, established as of the last day of the
reporting monh for the i-th class of insurance, deducted by the portion of the reinsurer in
those reserves

Pi — the amount of gross insurance premiums, accrued during the reporting
month and 11 preceding months for the i-th class of insurance, deducted by the portion of
the reinsurance in those amounts,

Cui, Cpi - Cui and Cpi coefficients for each class of insurance are specified in
accordance with the following table:

Insurance classes Cui Cpi
Health insurance 8.9% 6.6%
Accident insurance 11.9% 8%
Land motor vehicle liability insurance 8.5% 9.4%
Land vehicles and railway rolling stock insurance 7.5% 7.5%
Aircraft insurance, ships insurance, goods (cargo) in transit insurance, 10.3% 14%
aircraft and ships liability insurance,
Fire and natural catastrophe insurance, other damage to property 9.4% 7.5%
insurance,
General liability insurance 10.3% 13.1%
Credit insurance, surety insurance 17.7% 11.3%
Litigation and extrajudicial costs insurance 11.3% 6.6%
Assistance insurance 18.6% 8.5%
Financial loss insurance 18.6% 12.2%

20. The linear minimum capital requirement (MClinear) for life insurance companies is
calculated with the following formula:

MClinear= 0.037*TRyite +0.0007*CaR,



where:

TRiite — the amount of technical reserves established as of the last day of the reporting
month against life insurance contracts, deducted by the portion of the reinsurer in those
reserves,

CaR — the amount of capital at risk, calculated in accordance with Appendix 7 of this
Regulation, deducted by the participation of the reinsurer in that amount.

21. (Repealed by Resolution No 71-N on 27.05.19)
22. (Repealed by Resolution No 71-N on 27.05.19)



CHAPTER 4. CALCULATION OF CAPITAL ADEQUACY RATIO AND
COMPOSION OF ELEMENTS IN CALCULATION

23. The capital adequacy ratio (S1.2) for insurance companies is calculated by the
following formula:

S1.2=TC/RC
RC = RC,p + VYjiCorrij*RCi*RC;,
where:

TC - daily average amount of total capital of the insurance company for the reporting
month (the sum of daily amounts of total capital during the month, divided by the number
of days in the month), calculated in accordance with Appendix 1 of this Regulation,

RC - the amount of required capital for the reporting month, calculated in accordance
with this Chapter,

RCop — the amount of capital, required against operational risk, calculated in
accordance with Appendix 3 of this Regulation,

RCi, RCj — the amounts of required capital against the following risks:

RCereqit — the amount of capital, required against credit risk, calculated in
accordance with Appendix 2 of this Regulation,

RCrx — the amount of capital, required against FX risk, calculated in accordance
with Appendix 4 of this Regulation,

RChoniife — the amount of capital, required against non-life underwriting risk,
calculated in accordance with Appendix 5 of this Regulation,

RCheathn — the amount of capital, required against health underwriting risk,
calculated in accordance with Appendix 6 of this Regulation,

RCiife — the amount of capital, required against life underwriting risk, calculated in
accordance with Appendix 7 of this Regulation,

Corr;j — correlation coefficients according to the following table:

RChron-iife RChealth RCiife RCoredit RCrx
RCron-life 1 0 0 0.5 0.25
RChealth 0 1 0.25 0.25 0.25
RCiite 0 0.25 1 0.25 0.25
RCredit 0.5 0.25 0.25 1 0.25
RCrx 0.25 0.25 0.25 0.25 1

(paragraph 23 edited by Resolution No 71-N on 27.05.19)




CHAPTER 5. CALCULATION OF LIQUIDITY RATIO AND COMPOSITION OF
ELEMENTS IN CALCULATION

24.The liquidity ratio (S2 standard) for insurance company shall be the marginal ratio of
sum of highly liquid assets of insurance company to liabilities payable, which is calculated
by the following formula:

S2= An/LP, where

Antis the amount of highly liquid assets of insurance company on average daily
calculations of the reporting week (the ratio of sum of highly liquid assets of insurance
company by the end of each day of reporting week to 7)

LP - is the sum of liabilities payable by the insurance company.

25. The following assets (without interests calculated for those assets except for assets
mentioned in the sub-paragraphs 4-6 and 9 of this paragraph ), which don’t have any
condition limiting the disposal, are included in the calculation of highly liquid assets. The
securities, mentioned in this paragraph, which have been acquired by repo agreements,
are also being included in the highly liquid assets (with their current market value). Assets
under collateral or sold by repo contract, are not included in highly liquid assets. Assets
that are considered to be of high liquidity are the followings.

1) cash (including cash in transit), cash equal payment documents with the consent of the

Board of the Central bank,

2) banking gold (as well as banking gold in transit),

3) residual account of insurance company in the Central Bank and deposit invested in the

Central bank (if the depositor’s right to receive the deposit on demand is not limited by the

deposit agreement),

4) Transferrable promissory notes issued by the Ministry of Finance of the Republic of

Armenia, the maturity date of wich is up to one year and which will be payable by the

Central bank from the funds of the single treasury account of the Government of the

Republic of Armenia, bonds of the Republic of Armenia with their current (market) value,

securities issued by the Central bank with current (market) value.

5) securities of RA resident non-financial organizations with their current (market) value,

the rating of which is equal or higher than the rating that is one level lower than the one

given to the Republic of Armenia by the rating agencies (“Standard and Poor’s or Fitch or

Moody’s”).

6) bonds with their current (market) value issued by states, central banks that are rated with

rating “A+” or higher by Standard and Poor’s/Fitch credit rating agencies or rated “A1” or

higher by Moody’s rating agency or rated as “A” or higher by A.M.Best rating agency, or

corporate securities with current (market) value rated with rating “A+” or higher by
Standard and Poor’s/Fitch credit rating agencies or rated “A1” or higher by Moody’s rating

agency or rated as “A” or higher by A.M.Best rating agency.

7) the residual banking account (as well as unallocated gold account) of insurance company

in resident banks of the Republic of Armenia and deposit on demand and time deposit in

the mentioned banks (if the depositor’s right to receive the deposit on demand is not limited

by the deposit agreement),

8) Residual account of insurance company in foreign banks rated as “A+" and higher by

rating agencies Standard and Poor’s/Fitch or rated “A1” or higher by Moody’s rating

agency or rated “A” or higher by A.M.Best rating agency, as well as term deposits and

deposits on demand invested in the mentioned banks (if the depositor’s right to receive the

deposit on demand is not limited by the deposit agreement).

9) Bonds with their current (market) value, issued by refinancing credit organizations
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10) Non-governmental bonds with their current (market) value issued by European Bank
for Reconstruction and Development, European Central Bank, European Investment Bank,
other international organizations (to which Armenia has a membership)

(Paragraph 25 was amenden and added by Resolution No 368-N on 20.12.11, added by
Resolution No 326-N on 27.11.12 and No 176-N on 23.07.13, amended by Resolution No
225-N on 12.08.2014, supplemented by Resolution No 90-N dated 18.04.15, amended by
Resolution No 275-N dated 15.12.2015)

26. The liabilities mentioned below are included in Liabilities payable:

1) the amount of payables on the basis of insurance indemnity by the end of the day (last
day of reporting week) of calculation of S2 Standard.

2) Reported but not settled claims reserve (RBNSR) till the calculation day of S2 standard
(the last day of reporting week) calculated in accordance with the normative legal act of the
Central bank.

3)all the liabilities not connected with insurance indemnity which should be met during 7
days following the day of calculation S2 standard (the last day of reporting week) as well
as overdue liabilities.

CHAPTER 6. CALCULATION OF THE RATIO ON THE MAXIMUM SIZE OF A
SINGLE INSURANCE RISK UNDERWRITTEN AND COPOSITION OF
ELEMENTS IN CALCULATION

27. The ratio on the maximum size of a single insurance risk underwritten (S3) is
calculated by the following formula.

S3=(L/TC)*100, where

L-is the amount of liabilities undertaken by insurance company related to one insurance
object and affiliated objects on the basis of insurance contract (contracts), deducted

1)by the amount of liability of reinsurer on the basis of contract (contracts) appropriate to
the risk weight of 20%, 50% and 400%, according to the 31%' paragraph of Table 1 of
Appendix 2 of the following Regulation.

2)by the amount of liability of reinsurer providing services within the territory of the

Republic of Armenia on the basis of the contract (contracts).

3) by the amount of liability of reinsurer on the basis of contract (contracts) appropriate to

the risk weights of 830% and 800%, according to the 31% paragraph of Table 1 of

Appendix 2 of the following Regulation, if .

a. the following criteria are satisfied simultaneously:

1. the liability of the reinsurer is ensured by the guarantee or warranty issued by
the reinsurer appropriate to the risk weight of 20%, 50% or 400% according to the
31% paragraph of Table 1 of Appendix 2 of this Regulation,
2. There are available documents verifying guarantee or warranty,
3. the maturity of guarantee/warranty is equal or longer than the maturity of the
contract (contracts) covering the insurance object and affiliated objects,
4. There are no limitations on the maturity of guarantee/warranty agreed in the
contract and/or other mutual agreement.

Or

b. any of the following criteria is satisfied:

1. during 5 years, preceding the calculation of S3 standard, the insurance company
has cooperated with the given reinsurer for at least 3 years and during that
cooperation at least 2 insurance events have occurred, for which a liability of the
reinsurer to cover its part of the insurance compensation has arised and during that
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cooperation no any case of not meeting of the reinsurer's liabilities of payment of
the compensation has emerged.
2. during 5 years, preceding the calculation of S3 standard, the experience of
cooperation of the insurance company with the given reinsurer is less than 3 years
but during that cooperation at least 1 insurance event has occurred, for which a
liability of the reinsurer to cover its part of the insurance compensation has arised
and during that cooperation no any case of not meeting of the reinsurer's liabilities
of payment of the compensation has emerged.
3. during 5 years, preceding the calculation of S3 standard, within the whole
period of cooperation (if any) with the given reinsurer no any case of not meeting
of the reinsurer's liabilities of payment of the compensation has emerged; and as of
the day of calculation of S3 standard there is an insurance company, operating
within the territory of the Republic of Armenia, whose experience of coperation
with the given reinsurer satisfies the conditions, set by sub-paragraphs 1 and 2 of
this paragraph.

TC-is the total capital of insurance company calculated in accordance with Appendix

1 of this Regulation.
(Paragraph 27 edited by Resolution No 328-N on 09.12.2010, Resolution No 90-N

dated 18.04.15, Resolution No 71-N on 27.05.19))
27.1. (Paragraph 27.1 added by Resolution No 328-N on 09.12.2010, edited by Resolution
No 293-N on 06.11.12 and No 255-N on 12.11.13, repealed by Resolution No 90-N dated

18.04.15)

27.2 The cooperation defined in sub-paragraphs 1, 2, 3 of the paragraph 27.1 is considered
as existing, if there is period mentioned in sub-paragraphs 1, 2, 3 of paragraph «b» of sub-
paragraph 3 of paragraph 27, during 5 years preceding the calculation of S3 standard,
when the mentioned insurance company (another insurance company, in case of
consideration the practice of cooperation of another insurance company, defined in the sub-
paragraph 3) had reinsurance contracts in force with the appropriate reinsurer.

(Paragraph 27.2 added by Resolution 328-N on 09.12.2010, amended by Resolution No

90-N dated 18.04.15)

28. For the purposes of this Regulation insurance objects are considered affiliated, if with
high probability insurance indemnities related to them may be paid in occurance of one
insurance accident.

28.1. In case of earthquake risk, the “L” element of S3 ratio is the amount of the insurance
company’s liabilities in case of simultaneous damage of 15% of insurance value of each of
the all objects, located in separate territorial group and insured against earthquake risk,
deducted by the amount of liability of the reinsurer, satisfying the conditions, specified by
paragraphs 27 and 27.2 of this Regulation, as well as the amount of earthquake risk reserve,
calculated in accordance with the respective normative-legal acts of the Central Bank for
this damage scenario.

For the meaning of this paragraph, the separate territorial groups are:

Group 1 — Yeravan

Group 2 — Ararat, Armavir, Aragatsotn, Vayots Dzor,

Group 3 — Lori, Shirak, Tavush, Gegharquniq,

Group 4 — Kotayk

Group 5 — Syunik

Group 6 — Artsakh

Group 7 — other.

(Paragraph 28.1 added by Resolution No 71-N on 27.05.19)

28.2. If the insured object is simultaneously located in more than 1 territorial group,
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specified by paragraph 28.1 of this Regulation, then during calculation of S3 standard the
following principle should be applied:

1) if, in accordance with the provisions of the insurance contract on the given object,
it is possible to segregate the amount of responsibility of the insurance company by
territorial groups, then during calculation of the standard, the amount of responsibility of
the insurance company on the given object is respectively distributed by territorial groups,

2) in case of impossibility of segregation, specified by sub-paragraph 1 of this
paragraph, the given object is included in the territorial unit, where the bigger part of the
insured risks is located.

(Paragraph 28.2 added by Resolution No 71-N on 27.05.19)

28.3. If the insured object is insured against earthquake risk, then the “L” element of S3
standard for the given object shall be calculated in accordance with both paragraphs 28.1
and 27 of this Regulation (in case of application of paragraph 27, the interconnection of
insurance objects based on earthquake risk shall not be considered) .

(Paragraph 28.3 added by Resolution No 71-N on 27.05.19)

29. In the event of emergence and each change in the component “L” of S3 standard, in the
calculation of S3 standard the total capital and the component “L” are included by the end
of the day. In the calculation of S3 standard on monthly basis the total capital is included
by the average daily value of the reporting month, and the component “L” is included by
the last day of the reporting month.

CHAPTER 7. CALCULATION OF RATIO ON ALL AND INDIVIDUAL ASSETS
EQUAL TO TECHNICAL RESERVES

30.All and individual assets equal to technical reserves (hereinafter assets equal to technical
reserves) (deducted by the share of reinsurers) established by the insurance company may
be placed in the following ways.

Central Bank with their current (market) value, the
balance of the account of insurance company in the
Central Bank, deposits in the Central Bank, transfer notes
issued by the Ministry of Finance of the Republic of
Armenia with maturity up to 1 year, which are subject to
be repaid by the Central Bank at the expense of the funds
of the consolidated treasury account of the Republic of

The maximum limit | The  maximum
in amount of assets | limit in amount of
equal to technical | assets equal to
Assets equal to technical reserves reserves by  all | technical reserves
subjects (borrowers) | by one subject
(borrower)
@ @ (€)
1.Cash (incuding cash in transit), cash-equivalent 3% 3%
payment documents with the consent of the Board of
the Central bank, banking gold (including banking
gold in transit)
2.Securities issued by the Republic of Armenia and the 100 % 100 %
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Armenia Government

3.Government treasury bills with their current (market)
value of states rated as “A+” or higher by the rating
agencies Standard and Poor’s/Fitch, or rated as “A1” or
higher by Moody’s rating agency, or rated “A” or higher
by the rating agency A.M. Best, corporate securities with
their current (market) value, rated as “A+" or higher by
the rating agencies Standard and Poor’s/Fitch, or rated as
“A1” or higher by Moody’s rating agency, or rated “A” or
higher by the rating agency A.M. Best, non-governmental
bonds with their current (market) value issued by the
European Bank for Reconstruction and Development,
European Central Bank, European Investment Bank, other
international organizations (where Armenia has a
membership), banking accounts, (as well as unallocated
gold accounts) term deposits and deposits on demand (if
the depositor’s right to receive the deposit on demand is
not limited by the deposit agreement), invested in the
foreign banks rated as “A+" or higher by the rating
agencies Standard and Poor’s/Fitch, or rated as “A1” or
higher by Moody’s rating agency, or rated “A” or higher
by the rating agency A.M. Best.

40 %

%

4. Securities, issued by financial organizations, operating
on the territory of the Republic of Armenia, with their
current (market) value, if they are allowed to the trade in
the regulated market and have a market maker,

securities of RA resident non-financial organizations with
their current (market) value, the rating of which is equal
or higher than the rating that is one level lower than the
one given to the Republic of Armenia by the rating
agencies (“Standard and Poor’s or Fitch or Moody’s”)

40 %

10 %

5.Banking accounts (as well as unallocated gold
accounts), deposits on demand and term deposits (if the
depositor’s right to receive the deposit on demand is not
limited by the deposit agreement) in banks operating in
the Republic of Armenia and branches of foreign banks
providing services within the territory of the Republic of
Armenia, as well as loans on demand and loans that do
not have contractual maturity, provided to banks operating
in the Republic of Armenia and branches of foreign
banks, poviding services within the territory of the
Republic of Armenia, if the lender’s right to receive the
sum of the loan on demand is not limited by the loan
agreement.

100 %

20%

6. Loans on demand and loans that do not have
contractual maturity, provided to insurance companies,
investment companies and those credit organizations, that
according to their Charter, attract loans by public offer,
operating in the Republic of Armenia, and branches of
foreign insurance companies, investment companies and

20%

5%
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those credit organizations, that according to their Charter,
attract loans by public offer, providing services within the
territory of the Republic of Armenia, if the lender’s right
to receive the sum of the loan on demand is not limited by
the loan agreement.

7. The securities, mentioned in this table, which have been

acquired by repo agreements, with their current market) 50% 10%

value

8. Shares in investment funds with their current (market)

value, which are registered by the Central Bank of the o 5% but no more
. > ) o . 5% but no more

RA, implement their investment policy within the territory h 1 than 100 mln

of the RA and there is no any condition, which may reject than 100 min AMD AMD

their further alienation

(Paragraph 30 amended by Resolution No 328-N on 09.12.2010, added by Resolution
No 368-N on 20.12.2011, No 326-N on 27.11.12, No 176-N on 23.07.13, edited by
Resolution No 225-N on 12.08.2014, supplemented by Resolution No 90-N dated
18.04.15, amended by Resolution No 275-N dated 15.12.2015)
31.The insurance company cannot float assets equal to technical reserves in derivative
securities, pledged assets, assets sold by repurchase aggrement, and those assets that have
any condition limiting its holding.

(Paragraph 31 amended by Resolution No 275-N on 16.10.12)

32.Directions and limits specified in the paragraph 30 of this regulation as well as
restrictions mentioned in the paragraph 31 shall not apply to technical reserves established
for insurance classes mentioned in the Republic of Armenia law “On insurance and
insurance activities” article 7(4) , paragraph 3.

Assets equal to technical reserves for the respective class of insurance are floated in assets
mentioned in insurance contract. If it is not available, then those assets are floated in assets
similar to the assets mentioned in the contract by risk.

33.Technical reserves (deducted by reinsurers’ share) and assets equal to technical reserves
are included in the calculation of S4 standard by the end of the reporting day with their
book value, except for those assets that are included in the calculation of S4 standard of
paragraph 30 of this regulation with their current (market) value.

(Paragraph 33 edited by Resolution No 368-N on 20.12.11)

33.1. From the perspective of calculation of S4 standard, the equalization and earthquake
risk reserves are not included in technical reserves.

34.(Paragraph 34 repealed by Resolution No 368-N on 20.12.11)

CHAPTER 8. CALCULATION OF THE RATIO OF THE MAXIMUM RISK ON A
SINGLE BORROWER AND COMPOSITION OF ELEMENTS IN CALCULATION

35.The ratio of the maximum risk of a single borrower (S5) shall be determined using the
following formula:
S5=(R/TC)*100, where

R-is the grand total (with their balance (off-balance) value) of loans provided by the
insurance company to one person and related parties, advance payments, repurchase
agreements (according to paragraph 38.1 of this regulation), securities sold by repurchase
agreements (according to paragraph 38.3 of this regulation), claims occuring from
derivative instruments, investments in securities issued by the party and related parties, as
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well as any other claims against the party and related parties, balances of off-balance sheet
liabilities, containing credit risk, including guarantees/warranties issued by the party and
related parties to another party for liabilities against the insurance company, any other
covered funds (by the amount not exceeding the total covered liability,) guarantees for the
liabilities of the party and related parties.

TC-the amount of the total capital of insurance company, calculated in accordance with
Appendix 1 of this Regulation.
(Paragraph 35 added by Resolution No 368-N on 20.12.11, amended by Resolution No
368-N on 20.12.11, added by Resolution No 326-N on 27.11.12, amended by Resolution
No 275-N on 15.12.15, amended by Resolution No 71-N on 27.05.19)
36.In case of emergence and any change in the value of components included in the
component “R” of the S5 standard, for the calculation of S5 standard the total capital and
component “R” are considered as of the end of the current day.
37.In the calculation of S5 standard on monthly basis the total capital shall be included in
the calculation at an average daily amount, the component “R”should be included by the
last day of the reporting month, except for the banking accounts of insurance company, that
are included in the calculation by the average daily value of the month.
38.S5 standard shall not be calculated in the event of emergence and each change in
banking accounts of insurance company.
38.1. In the calculation of component “R” of S5 standard repurchase agreements are
considered as a claim towards the counterpart of the repurchase agreement with balance
value of the repurchase agreement, and if, according to Chapter 3 of Appendix 2 of this
regulation, CRMT is applied, then the claim is appled with the uncovered value of the
repurchase agreement.
(Paragraph 38.1 added by Resolution No 368-N on 20.12.11, edited by Resolution No 326-
Non 27.11.12)
38.2. In the calculation of component “R” of S5 standard, the claims occuring from
derivatice instruments are included only with the amount of derivative instruments
reflected in the asset side, except for the case when the insurance company has got Second
group foreign currency (except for Russian Rubles) as a result of swap operation, in which
case the swap is included in the calculation of “R” component with the whole amount
receivable reflected in the off-balance sheet of the insurance company.
(Paragraph 38.2 added by Resolution 326-N on 27.11.12)
38.3. In the calculation of somponent “R” of S5 standard, the securities sold by repo
agreements and securities provided as loan, are considered as claim toward:
1) the issuer of the security with balance value of the security, and
2) the counterpart (borrower) of the repurchase agreement with uncovered value according
to paragraph 15.2 of Appendix 2 of this regulation. If the insurance company has got
Second group foreign currency (except for Russian Ruble) by the repo agreement, then the
latter is not cosidered as a pledge for repo agreement in respect of the calculation of
component “R”.
(Paragraph 38.3 added by Resolution No 326-N on 27.11.12)
39.In the calculation of component “R” of S5 standard the following items should not be
included:

1)bonds issued by the Republic of Armenia, securities issued by the Central
bank, as well as other claims against the Central bank and the Government of the Republic
of Armenia,

2)investments specified in the sub-paragraph 4 of paragraph 17 of this
Regulation deducted from the core capital, as well as investments specified in the sub-
paragraph 9 of the respective paragraph of this Regulation, with the amount of deductions
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from the core capital,

3)The balance of the cumullative account opened in the bank operating on the
territory of Armenia and not related to the insurance company in cases provided for in the
Republic of Armenia law “On insurance and insurance activities”, article 14(2). The
balance of the cumullative account in the bank operating in the Republic of Armenia and
not related to the insurance company, established for the replenishment of the statutory
capital, is not included in the calculation of S5 standard until the registration of the change
of the statute including the change of the statutory capital of the insurance company by the
Central bank.

4receivables from those reinsurance contracts under which the insurance
company reinsure the risks undertaken, as well as the share of reinsurer in the technical
reserves.

5) those claims that are fully pledged by.

a. bonds issued by the Republic of Armenia, securities issued by the Central bank,

b. guarantees and warranty issued by the Central bank, the Government of the
Republic of Armenia,

c. securities issued by organizations specified in the paragraph 5 of Table 1 of
Appendix 2 of this regulation,

d. guarantees and warranty issued by organizations specified in the paragraph 5 of
Table 1 of Appendix 2 of this regulation,

e. securities issued by foreign governments and central banks that are rated “AA-“
or higher by Standard and Poor’s/Fitch rating agency, or rated as “Aa3” or higher by
Moody’s rating agency, or rated “A+" or higher by A.M. Best rating agency.

f. guarantees and warranty issued by foreign governments and central banks that are
rated “AA-“ or higher by Standard and Poor’s/Fitch rating agency, or rated as “Aa3” or
higher by Moody’s rating agency, or rated “A+" or higher by A.M. Best rating agency.

Claims and their pledge should be expressed in the same currency and the maturity
of claims should not be longer than the maturity of securities that are considered as pledge,
the maturity of guarantee and warranty. Besides, in the case when the debtor does not meet
his obligations, there should be no contractual and/or other mutually agreed limitations on
the timeframe of the guarantee/warranty issued to the insurance company.

(Paragraph 39 added by Resolution No 368-N on 20.12.11)

39.1. Claims, that are not fully pledged by the types of pledge specified in paragraphs a-f of
sub-paragraph 5 of paragraph 39 of this regulation, are included in the calculation of S5
standard with the unpledged value. The pledged value is not included in the calculation of
S5 standard. The unpledged part of the claims included in the calculation of S5 standard are
not being weighted after deducting the amounts of loss reserves, except for the claims
towards foreign governments and central banks, which, after deducting the amounts of loss
reserves, are being weighted with appropriate risk weights of assets mentioned in Table 1
of Appendix 2 of this regulation. This paragraph does not apply to repo agreements,
securities sold by repo agreements and securities provided as loan.

(Paragraph 39.1 added by Resolution No 368-N on 20.12.11, No 326-N on 27.11.12)
40.The receivables exceeding 500 million Armenian Drams for insurance contracts signed
with one policyholder, are not included in the calculation of component “R” of S5 standard,
if there is the consent of the Chairman of the Central bank (hereinafter Chairman) based on
the conclusion of the Licensing and supervision committee of the Central bank. The
Chairman agrees not to include receivables of the insurance contracts in the calculation of
S5 standard, if

1) the maturity of the single payment or the first instalment of the insurance
premium does not exceed the 14 day-period following the day of entry into force of the
insurance contract or it is stated in the insurance contract that it enters into force upon the
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payment of insurance premium fully or of the amount specified in the contract.

2) installments and the amount of the installments should be prorated for the whole
period of insurance if the single payment of the insurance premium is not mentioned in the
insurance contract,

3) it is stated in the insurance contract that if the single payment or installment

exceeds the time limit, and overdue payment is not paid during 5 days after

overdue, then the insurance contract should be terminated unilaterally by the insurer
on the fifth day of the overdue payment.

4) it is stated in the insurance contract that the receivable available by the time of

insurance indemnity payment on the insurance contract should be set off by the

insurer when paying the indemnity. It is stated in the insurance contract that if as a

result of one insurance accident the provision specified in this sub-paragraph should

be applied while paying insurance indemnity in accordance with one or more
insurance contracts, signed with given insured person, then first claims of natural
person policyholders not considered as insured person, then claims of legal person
policyholders not considered as insured person, and, in the end, claims of
policyholders considered as insured (if available) should be satisfied. If as a result
of applying this provision, the amount does not satisfy all the claims of natural
persons policyholders, not considered as insured person, then while paying
insurance indemnity only a part of receivable should be set off in a way to cover all
claims of natural person policyholders not considered as insured person.
41.The Chairman does not give the consent not to include receivables from insurance
contracts in the calculation of S5 standard, if any of conditions specified in sub-paragraphs
1-4 of paragraph 40 of this regulation is absent or if in case of obtaining the consent the
safety or/and regular activity of the insurance system (or a separate insurance company) is
exposes to danger or if although the mentioned agreement includes all the conditions
defined in paragraph 40 of this regulation, but it includes such a statement that provides the
opportunity to avoid any of the conditions of paragraph 40 of this regulation.
42 For the purpose of obtaining the consent specified in the paragraph 40 of this
Regulation, the insurance company should submit to the Central bank the application
attaching the draft of insurance contract. The Central bank may require additional
information by necessity.
43. If the insurance company has obtained the Chairman’s consent on exclusion of
receivables of insurance contract from the calculation of S5 standard, then in three-day
period after the conclusion of the insurance contract, the insurance company should submit
the copy of insurance contract to the Central bank of Armenia. In case of mismatches
between the concluded insurance contract and the draft of the contract submitted in
accordance with the paragraph 42, according to which the requirements defined in
paragraphs 40 and 41 have not been satisfied, then the consent of the Chairman based on
the conclusion of the Licensing and supervision committee of the Central bank, is
considered as not provided. If insurance company violates the provisions of the insurance
contract in accordance with the paragraph 40 of this Regulation, then the consent of the
Chairman based on the conclusion of the Licensing and supervision committee of the
Central bank is considered as not provided from the commitment of violation.
44 The chairman decides to approve or disapprove the agreement defined in the paragraph
40 of this Regulation in ten days after receiving the application from the insurance
company. If the Chairman does not approve or disapprove the agreement in the mentioned
period, then the agreement is considered to be provided.
(Paragraph 44 amended by Resolution 368-N on 20.12.11)
45.For the purpose of obtaining additional information the period of 10 days specified in
the paragraph 44 of this Regulation can be suspended until obtaining of required additional
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information.

CHAPTER 8.1 CALCULATION OF FOREIGN CURRENCY DISPOSITION
STANDARD (FOREIGN CURRENCY POSITION AND FOREIGN CURRENCY
POSITION BY TYPES OF FOREIGN CURRENCIES) AND THE COMPOSITION
OF ELEMENTS IN CALCULATION

45.1 Foreign currency disposition standard (S6.1) is calculated with the following formula:
S6.1 = (P/TC) * 100, where

D - is the gross position of foreign currency, which is the sum of absolute values of the

open positions of different foreign exchange, calculated in accordance with the Appendix 4

of this regulation. Indeed, the gross position of foreign exchange is calculated both

including all derivative instruments as well as including only derivative instruments

specified in the paragraph 45.3 of this regulation.

TC- is the amount of total capital of the insurance company, calculated in accordance with

Appendix 1 of this regulation.

45.2 Foreign currency position by types of foreign currencies (S6.2 standard), is calculated
for each type of foreign currency with the following formula:

$6.1 = (P/TC) * 100, where

P; - is the absolute value of open position of foreign currency i”, calculated in accordance
with Appendix 4 of this regulation. Actually, open position of foreign currency is
calculated both including all derivative instruments as well as including only derivative
instruments specified in the paragraph 45.3 of this regulation.

TC- is the amount of total capital of the insurance company, calculated in accordance with
Appendix 1 of this regulation.

(Paragraph 45.2 amended by Resolution No 326-N on 27.11.12)

45.3 Only derivative instruments stated bellow are included in the calculation when S6.1
and S6.2 standards are being calculated, including derivative instruments:

1) Derivative instruments concluded with the organizations specified in paragraph 5 of
Table 1 of appendix 2 of this regulation,

2) Derivative instruments concluded with states, central banks, which have received “A+”
or higher rating from Standard and Poor’s/Fitch rating agencies, or “A1” or higher rating
from Moody’s rating agency or “A” or higher rating from A.M. Best rating agency.

3) Derivative instruments concluded with foreign financial organizations which have
received “A+” or higher rating from Standard and Poor’s/Fitch rating agencies, or “Al1”
or higher rating from Moody’s rating agency or “A” or higher rating from A.M. Best
rating agency.

4) Currency and FX swaps

(Paragraph 45.3 added by Resolution No 326-N on 27.11.12)

45.4. In the calculation of foreign currency disposition standard the derivative instruments
are included only with the value registered in the off-balance sheet (including, interests
registered in the off-balance sheet for derivative instruments) and the value of fines and
penalties accrued in the balance sheet (if such exist).

(Paragraph 45.4 added by Resolution No 326-N on 27.11.12)

(Chapter 8.1 added by Resolution No 368N on 20.12.11, amended by Resolution No 71-
N on 27.05.19).
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CHAPTER 9. TRANSITIONAL PROVISIONS
(REPEALED by Resolution No 71-N on 27.05.19)

Appendix 1

of the Regulation 3/02 on

“Limits, procedure of formation

and calculation of main prudential standards
of insurance activity, criteria for

qualifying reinsurers as not prohibited”

CALCULATION OF THE INSURANCE COMPANY’S TOTAL CAPITAL

Total capital (TC) of the insurance company shall be calculated in accordance with Chapter
1 of this Appendix until 01 January, 2020, and in accordance with Chapter 2 of this
Appendix after 01 January, 2020.

CHAPTER 1. CALCULATION OF THE INSURANCE COMPANY’S TOTAL
CAPITAL (UNTIL 01 JANUARY, 2020)

1. The total capital (TC) of the insurance company is a grand total of the core capital
and the additional capital after the respective deductions. Meanwhile, in calculating the
prudential standards, additional capital shall be included in the total capital at an amount
not exceeding 50 % of the core capital (after the deductions specified by this Appendix).

2. The core capital represents the difference of a grand total of components specified
in this paragraph 1 of this paragraph and the components, deducted from the core capital:

1) Fully paid statutory capital, recorded section 50 of the Chart of accounts,

2) General reserve,

3) Retained earning (loss), deducted by the amount of interim dividends,
specified in section 52 of the Chart of accounts (hereinafter referred to as
retained earnings). Meanwhile, the retained earnings of the insurance
company shall be included in the calculation of the insurance company’s
total capital at an amount of maximum 150% of fully paid statutory capital.

3. The core capital shall be deducted:

1) in the amount of book value of long-term subordinated loans provided by
the insurance company,

2) in the amount of book value of non-tangible assets (including intangible
assets not in use), as well as of capital investments in non-tangible assets,
except for the book value of computer programs, used for insurance activity,
and rights thereon,

3) in the book value of investments in statutory capitals of financial
organizations, as well as persons performing the operations defined by sub-
paragraphs 1-10 of part 1 of Article 79 of the Law of the Republic of
Armenia “On insurance and insurance activities”, if:
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a.the investment in the statutory capital constitutes 5% or more of the
statutory capital of the given entity , or

b. the investment in the statutory capital is less than 5% of the
statutory capital of the given entity, but it exceeds 15% of the book
value of the total capital of the insurance company, or

c.the investments in statutory capitals of all entities exceed 35% of the
book value of the total capital of the insurance company. Meanwhile,
the investments, satisfying the requirements of this paragraph are
deducted from the amount of core capital, if those investments have
not been already deducted in accordance with paragraphs “a” or “b”
of this paragraph.

Exceptions apply to those investments, as a result of which the insurance
company acquires 100% participation in the statutory capital of the entity specified in this
sub paragraph and the investment has the purpose to liquidate the entity or to merge with
the insurance company and the Central Bank has been duly notified about it. Those
investments shall not be deducted during six months from the investment.

4) in the amount of book value of tangible assets under the insurance
company’s ownership and not used for insurance activities (including
tangible assets owned as a result of disposition of collateral, subrogation or
incurred from other claims, including those out of exploitation), as well as
capital investments thereon, starting from the seventh month as of the day
those assets become the insurance company’s ownership,

5) in an amount of book of value of tangible assets under the insurance
company’s ownership and used for insurance activities to the extend not
exceeding 25% of the book value of core capital. Meanwhile, the book value
of tangible assets shall be equal to the amount, specified by sub-paragraph 2
of paragraph 19 of this Regulation,

6) balance of capital investments made to improve the fixed assets leased or
fee-free used by the insurance company,

7) in the biggest amount among differences between the book value of
investments in statutory capital of other commercial entities not specified in
sub-paragraph 3 of this paragraph and values specified in paragraphs “a”,
“b” and “c” of this sub-paragraph, if

a.the investment in the statutory capital constitutes 5% or more of the
statutory capital of the given entity , or

b. the investment in the statutory capital is less than 5% of the
statutory capital of the given entity, but it exceeds 15% of the book
value of the total capital of the insurance company, or

c.the investments in statutory capitals of all entities exceed 35% of the
book value of the total capital of the insurance company. Meanwhile,
the investments, satisfying the requirements of this paragraph are
deducted from the amount of core capital, if those investments have
not been already deducted in accordance with paragraphs “a” or “b”
of this paragraph.

8) in the amount of book value of the loans, provided to natural persons.

4. The book value of the core capital is the total sum of the amounts, mentioned in
sub-paragraphs 1-3 of paragraph 2 of this Appendix, without taking into consideration the
limitation, mentioned in sub-paragraph 3.

5. The additional capital comprises of the sum of the following elements:

1) Long-term subordinated debt attracted by the insurance company.
Meanwhile, with regard to including in the calculation of the insurance
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company’s total capital, long-term subordinated debt shall have the priority
than other components of additional capital. The attracted long-term
subordinated debt must be deducted from the calculation of the additional
capital at the amount of 20% of their initial grand total starting from January
1 of the fifth year prior to the beginning of their repayment period and each
following year.

2) the revaluation reserve for tangible assets as property of the insurance
company, and used in the insurance activities. The book value of the reserve
shall make no more than the difference between 25% of book value of the
core capital of the insurance company and the book value of tangible assets
owned by the insurance company and used in the insurance activities. If this
difference is a negative value, then the revaluation reserve of tangible assets
owned by the insurance company and used in the insurance activities shall
not be included in the calculation of additional capital. It shall be calculated
using the following formula:

min(RRb, (CC*0.25 — TAgv)), if (CC*0.25 — TAgv) >0
RR =
0, if (CC*0.25 — TAgv) <0
where:
RR - the revaluation reserve for tangible assets as property of the insurance company, and
used in the insurance activities, included in the calculation of additional capital,
RRy - the book value of revaluation reserve for tangible assets as property of the insurance
company, and used in the insurance activities,
CC — the book value of core capital of the insurance company,
TAgv - the book value of tangible assets owned by the insurance company and used in the
insurance activities, which equals to the grand total of the original value of the tangible
asset and the sum of capital investments and revaluations gains less amortizations and loss
from depreciations and revaluation)
3) the book value of gains and losses made as a result of revaluation of
financial statements of foreign units,
4) the book value of other elements of other comprehensive income, recorded
in section 54 of the Chart of accounts.

6. The calculation of the additional capital shall not include the reserves, gains and
losses from the revaluation of tangible assets not used in the insurance activities, tangible
and non-tangible assets, deductible from the core capital.

7. For the purpose of this Regulation, those assets shall be considered as tangible
assets used in the insurance activities, which are used for insurance activities, as well as to
perform operations specified by parts 1 and 2 of Article 79 of the Law of the Republic of
Armenia “On insurance and insurance activities”. Meanwhile, those tangible assets should
be considered as own buildings and premises (real estate), used in the insurance activities,
where the insurance company and its branches perform insurance activities, as well as the
operations specified by parts 1 and 2 of Article 79 of the Law of the Republic of Armenia
“On insurance and insurance activities”.

CHAPTER 2. CALCULATION OF THE INSURANCE COMPANY’S TOTAL
CAPITAL (AFTER 01 JANUARY, 2020)

8. The total capital (TC) of the insurance company is a grand total of the core capital

and the additional capital after the respective deductions. Meanwhile, in calculating the
prudential standards, additional capital shall be included in the calculation of total capital at
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an amount not exceeding 50 % of the core capital (after the deductions specified by this
Appendix), except when calculating the S1.1 standard, in case of which additional capital
shall be included in the calculation of total capital at an amount not exceeding 25 % of the
core capital(after the deductions specified by this Appendix).

9. The core capital represents the difference of a grand total of components specified
in this paragraph and the components, deducted from the core capital:

1)

2)

3)

4)

nominal value of fully paid ordinary shares, stocks or equity participation
(hereinafter ordinary shares) plus income on issue from ordinary shares and
deducted discount. Meanwhile, the nominal value of ordinary shares should
be deducted in the amount of nominal value of those ordinary shares, issued
by the insurance company, which:

a. are bought back by the insurance company, if are already
nondeductible from the nominal value of the ordinary shares in
accordance with accounting standards, or

b. are acquired by organizations in which the insurance company is a
qualified shareholder or has been acquired through the insurance
company’s indirect financing, or

c. the insurance company is obliged or may be committed to acquire
in future according to any legal document (except for cases of
mandatory buyback provided by legislation), or

d. are secured by guarantee or surety of persons, affiliated with the
insurance company, or their owners, legally or economically will be
in more favorable situation as a result of the fact, that their claim
deriving from the ownership right on shares shall be satisfied
pursuant to the statute or otherwise earlier that the order of
satisfaction of that claim provided by law.

reserve fund or other fund established by the law to cover the losses of the
insurance company (hereinafter general reserve),

Retained earning (loss), deducted by the amount of interim dividends,
specified in section 52 of the Chart of accounts (hereinafter referred to as
retained earnings). Meanwhile, the retained earnings of the insurance
company shall be included in the calculation of the insurance company’s
total capital at an amount of maximum 150% of fully paid ordinary shares
and nominal value of the preferred shares that meet all the requirements of
Sub-appendix 11 of this Regulation plus income on issue and less the
discount.

nominal value of preferred shares that meet all the requirements of Sub-
appendix 11 of this Regulation plus income on issue and less the discount..
Meanwhile, preferred shares shall be deducted at an amount of nominal
value of preferred shares meeting all the requirements of Sub-appendix 11
of this Regulation, which:

a.are bought back by the insurance company, if are already
nondeductible from the nominal value of the ordinary shares in
accordance with accounting standards, or

b. are acquired by organizations in which the insurance company is a
qualified shareholder or has been acquired through the insurance
company’s indirect financing, or

c. the insurance company is obliged or may be committed to acquire
in future according to any legal document (except for cases of
mandatory buyback provided by legislation), or
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d. are secured by guarantee or surety of persons, affiliated with the
insurance company, or their owners, legally or economically will be
in more favorable situation as a result of the fact, that their claim
deriving from the ownership right on shares shall be satisfied
pursuant to the statute or otherwise earlier that the order of
satisfaction of that claim provided by law.

10. The core capital shall be deducted:

1)

2)

3)

4)

3)

6)
7)

8)

in the amount of book value of long-term subordinated loans provided by
the insurance company. Meanwhile, for the meaning of this paragraph, the
long-term subordinated loan shall be the subordinated loan, specified, by the
Civil Code of the Republic of Armenia, which has been provided for at least
five years.
in the amount of book value of non-tangible assets (including intangible
assets not in use), as well as of capital investments in non-tangible assets,
except for the book value of computer programs, used for insurance activity,
and rights thereon,
in the amount of book value of tangible assets under the insurance
company’s ownership and not used for insurance activities (including
tangible assets owned as a result of disposition of collateral, subrogation or
incurred from other claims, including those out of exploitation), as well as
capital investments thereon, starting from the seventh month as of the day
those assets become the insurance company’s ownership,
in an amount of book of value of tangible assets under the insurance
company’s ownership and used for insurance activities to the extend not
exceeding 25% of the book value of core capital. Meanwhile, the book value
of tangible assets shall be equal to the amount, specified by sub-paragraph 3
of paragraph 12 of this Regulation,
balance of capital investments made to improve the fixed assets leased or
fee-free used by the insurance company,
in the amount of book value of the loans, provided to natural persons.
in the book value of investments in statutory capitals of financial
organizations, as well as persons performing the operations defined by sub-
paragraphs 1-10 of part 1 of Article 79 of the Law of the Republic of
Armenia “On insurance and insurance activities”, if:
a.the investment in the statutory capital constitutes 5% or more of the
statutory capital of the given entity , or
b. the investments in statutory capitals of all entities (including those
mentioned in sub-paragraph 9 of this paragraph) exceed 10% of the
book value of the core capital of the insurance company (deducting
the elements, specified in sub-paragraphs 1-7 of this paragraph).
Meanwhile, the investments, satisfying the requirements of this
paragraph are deducted from the amount of core capital, if those
investments have not been already deducted in accordance with
paragraph “a” of this paragraph.
Exceptions apply to those investments, as a result of which the insurance

company acquires 100% participation in the statutory capital of the entity specified in this
sub paragraph and the investment has the purpose to liquidate the entity or to merge with
the insurance company and the Central Bank has been duly notified about it. Those
investments shall not be deducted during six months from the investment.

in the biggest amount among differences between the book value of
investments in statutory capital of other commercial entities not specified in
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9)

sub-paragraph 8 of this paragraph and values specified in paragraphs “a”
and “b” of this sub-paragraph, if:
a.the investment in the statutory capital constitutes 5% or more of the
statutory capital of the given entity , or
b. the investments in statutory capitals of all entities (including those
mentioned in sub-paragraph 8 of this paragraph) exceed 10% of the
book value of the core capital of the insurance company (deducting
the elements, specified in sub-paragraphs 1-7 of this paragraph).
Meanwhile, the investments, satisfying the requirements of this
paragraph are deducted from the amount of core capital, if those
investments have not been already deducted in accordance with
paragraph “a” of this paragraph.
book value of investment in the insurance company’s capital in case of reciprocal
investments in other entities, if in the Central Bank’s justified opinion the
investment is made for the purpose of artificial augmentation of the insurance
company’s capital. For the meaning of this paragraph, reciprocal investment shall
mean the investment as a result of which the insurance company or the other entity
in the statutory capital of which the insurance company has a qualified participation
(hereinafter in this paragraph — insurance company) acquires participation in other
person’s or other entity’s capital in which the other person has a qualified
participation and the latter (his qualified shareholder) has (have) participation in the
insurance company’s capital.

11. The book value of the core capital is the total sum of the amounts, mentioned in
sub-paragraphs 1-4 of paragraph 9 of this Appendix, taking into consideration the
limitation, mentioned in those sub-paragraphs.

12. The additional capital comprises of the sum of the following elements:

where:

1)

2)

Long-term subordinated debt attracted by the insurance company with their
book value. For the meaning of this Chapter (except for sub-paragraph 1 of
paragraph 10 of this Appendix), the debt will be considered as a
subordinated debt, if it satisfies all the requirements of Sub-appendix 1.2 of
this Appendix simultaneously. Meanwhile, with regard to including in the
calculation of the insurance company’s total capital, long-term subordinated
debts shall have the priority than other components of additional capital,
except for the preferred shares. The attracted long-term subordinated debt
must be deducted from the calculation of the additional capital at the amount
of 20% of their initial grand total starting from January 1 of the fifth year
prior to the beginning of their repayment period and each following year.

the revaluation reserve for tangible assets as property of the insurance
company, and used in the insurance activities. The book value of the reserve
shall make no more than the difference between 25% of book value of the
core capital of the insurance company and the book value of tangible assets
owned by the insurance company and used in the insurance activities. If this
difference is a negative value, then the revaluation reserve of tangible assets
owned by the insurance company and used in the insurance activities shall
not be included in the calculation of additional capital. It shall be calculated
using the following formula:

min(RRb, (CC*0.25 — TAgv)), if (CC*0.25 — TAgy) >0

RR =
0, if (CC*0.25 — TAsv) <0
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RR - the revaluation reserve for tangible assets as property of the insurance company, and
used in the insurance activities, included in the calculation of additional capital,
RRy - the book value of revaluation reserve for tangible assets as property of the insurance
company, and used in the insurance activities,
CC — the book value of core capital of the insurance company,
TAgv - the book value of tangible assets owned by the insurance company and used in the
insurance activities, which equals to the grand total of the original value of the tangible
asset and the sum of capital investments and revaluations gains less amortizations and loss
from depreciations and revaluation)
3) the book value of the equalization reserve, calculated in accordance with the
respective normative-legal acts of the Central Bank,
4) the book value of the earthquake risk reserve, calculated in accordance with
the respective normative-legal acts of the Central Bank,
5) the book value of gains and losses made as a result of revaluation of
financial statements of foreign units,
6) the book value of other elements of other comprehensive income, recorded
in section 54 of the Chart of accounts.

13. The calculation of the additional capital shall not include the reserves, gains and
losses from the revaluation of tangible assets not used in the insurance activities, tangible
and non-tangible assets, deductible from the core capital.

14. For the purpose of this Regulation, those assets shall be considered as tangible
assets used in the insurance activities, which are used for insurance activities, as well as to
perform operations specified by parts 1 and 2 of Article 79 of the Law of the Republic of
Armenia “On insurance and insurance activities”. Meanwhile, those tangible assets should
be considered as own buildings and premises (real estate), used in the insurance activities,
where the insurance company and its branches perform insurance activities, as well as the
operations specified by parts 1 and 2 of Article 79 of the Law of the Republic of Armenia
“On insurance and insurance activities”.

Sub-appendix 1.1

MINIMUM REQUIREMENTS OF PREFERRED SHARES INCLUDED IN THE
CALCULATION OF CORE CAPITAL

1. Preferred share is included in the calculation of core capital of the insurance
company, if it meets all the following requirements simultaneously:

1) It is fully paid and accounted, in the manner provided by law, in the category
“Preferred shares — nominal value” of statutory capital of balance sheet.

2) In case of liquidation of the insurance company, claims of preferred shareholder
(including claims on dividends) shall be satisfied after satisfaction of all other creditor’s
claims, except for ordinary shareholder’s claims.

3) It is not secured by guarantee or surety of persons, affiliated with the insurance
company, and/or preferred shareholder economically and/or legally does not appear in a
more favorable status as a matter of fact that his/her claim is subject to be satisfied
earlier, according to the Charter or otherwise, than the order of claim satisfaction
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prescribed by law in case of liquidation of the insurance company. Meanwhile,
preferred shareholder’s claim shall not be set-off (netted) against other debt obligations
of preferred shareholder to the insurance company.

4) It is issued for a non-fixed term.

5) Dividend on preferred share is not subject to payment, either fully or partially, if this
would result in violation of any of prudential standards of the insurance company or
lead to the deterioration of its financial situation. Meanwhile:

a. Nonpayment of dividends, either fully or partially, is not subject to cumulating
and repayment in future.

b. Any legal document between bank and preferred shareholder shall not prescribe
any restriction for the insurance company in case of nonpayment of dividend, either
fully or partially, as well as any legal document shall not prescribe the provision of
right to the preferred shareholder to prescribe such restriction, unless the restrictions
refer to the payment of dividends on ordinary shares. Meanwhile, the restriction on
payment of dividend on ordinary share as defined by this paragraph shall refer only to
the period during which the dividend on preferred share has not been paid, either fully
or partially.

6) Dividends on that share shall be paid only from the net income and/or funds
established at the expense of net income of the insurance company. Meanwhile,
dividends shall be paid only in money.

7) The amount of dividends paid on those shares shall not depend on the rating of
the insurance company, any index describing its financial situation or the actual size of
formerly paid dividends on preferred shares.

8) the insurance company has not indirectly financed the acquisition of those shares.

9) There has been no agreement (Resolution, contract, agreement) according to
which the owner of preferred share shall have the right to prescribe any restriction or
obstacle for further issue of additional ordinary or preferred share or attraction of
subordinated debt by the insurance company.

10) Any legal document, except for the Charter of the insurance company, which
regulates relations between the insurance company and preferred shareholder with
regard to preferred shares, provides that in case of changes in requirements/conditions
provided in this appendix, those changes shall be submitted to the prior consent of the
Central bank, without which the changes have no mandatory legal force (shall not incur
legal consequences for parties).

Sub-appendix 1.2
MINIMUM REQUIREMENTS FOR LONG-TERM SUBORDINATED DEBT
INCLUDED IN THE CALCULATION OF ADDITIONAL CAPITAL

1. Long-term subordinated debt (hereinafter also debt) shall be included in the

calculation of additional capital of the insurance company if the debt (debt agreement)
meets all the following conditions simultaneously:

1) The debt has not been provided as a security or pledge for a certain obligation

or obligations to the insurance company.

2) The debt has been attracted in Armenian dram or Group I currency.
3) In case of liquidation of the insurance company the lender’s claims

(including claims on accrued interest rates) shall be satisfied after satisfaction of the
insurance company’s all other creditors’ claims.
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4) The debt is not secured by a guarantee or surety of the insurance company
and/or persons affiliated with the insurance company, and/or the lender economically
and/or legally does not appear in a more favorable status as a matter of fact that his/her
claim is subject to be satisfied earlier, than the order of claim satisfaction prescribed by law
in case of liquidation of the insurance company. Meanwhile, the lender’s claim shall not be
set-off (netted) against other debt obligations of the lender to the insurance company.

5) The debt has been provided for at least 5 years. Meanwhile, according to the
debt agreement, repayment of principal amount of the debt may be provided only during
one calendar year preceding the deadline for full repayment of loan amount, and in case of
loan agreement extension, the repayment of principal amount may be provided only during
one calendar year preceding the deadline for extended full repayment (except for cases of
early repayment of full amount of loan in the manner, specified by sub-paragraph 7 of this
sub-appendix).

6) Loan agreement does not include such provisions (incentives), which may
economically or otherwise force (encourage) the insurance company to repay the loan
amount ahead of schedule, either fully or partially. The provision on conversion of loan to
the shares prescribed by sub paragraph 17 of this Sub-appendix shall not be considered as
an incentive for the meaning of this sub-paragraph.

7) The debt (principal amount and accrued interests) shall not be repaid prior to
maturity term, except:

a. in cases provided by Armenian legislation,

b. if in the case of repayment prior to maturity term the whole amount of the
loan is directed to the replenishment of statutory capital of the insurance company (in the
form of shares included in the core capital according to paragraph 2 of Appendix 1 of this
Regulation),

c. if the repayment of the debt prior to maturity term is initiated by the
insurance company and all the following requirements are met:

cl. The insurance company has got the Central Bank’s prior consent for
early repayment of the loan,

c2. The difference between the dates of early repayment and loan
disbursement shall be at least 5 calendar years.

8) For the purpose of acquiring the prior consent, prescribed in sub paragraph 7
of paragraph 1 of this Sub-appendix, the insurance company shall submit to the Central
Bank information and/or documents justifying rationality and non-appearance of negative
results of early repayment of subordinated debt. The Central Bank shall decide to grant or
reject the consent within 30 days upon receipt of the documents, on which a written notice
shall be given to the insurance company within two business days upon the end of the 30-
day period. For the purpose of clarifications of certain facts, required by the Central Bank,
and/or changes, adjustments in the documents submitted by the insurance company, the 30-
day period may be suspended upon the Central Bank’s Resolution. The Central bank shall
grant the prior consent, prescribed in sub paragraph 7 of paragraph 1 of this Sub-appendix,
if:

a. the insurance company substitutes the subordinated debt with another long-
term subordinated debt which shall meet the requirements of this sub-appendix, or with
preferred shares which shall meet the requirements of Sub-appendix 1.1, and the
substitution would not negatively affect the financial situation of the insurance company, or

b. the insurance company justifies that the level of its total capital, without the
subordinated debt, defined in this paragraph, is high enough and there is no need to
substitute it with another capital instrument.

9) According to the agreement, the debt (principal amount and accrued
interests) are not subject to repayment by the insurance company if the repayment of
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principal amount and/or accrued interest on the date of the repayment would result in
violation of any of prudential standards of the insurance company. Meanwhile, the
agreement between the insurance company and the lender or local or individual legal act of
the insurance company shall not prescribe any restrictions for the insurance company in
case of non-payment, either fully or partially, of the amount of the debt and accrued
interests, as well as provide the right to the lender to prescribe such restrictions, unless such
restriction refers to the payment of dividends on shares issued by the insurance company
and/or payments with regard to other subordinated debts included in the calculation of
additional capital.

10) In cases prescribed by paragraph 9 of this Sub-appendix, the non-payment,
either fully or partially, of principal amount or accrued interests shall not be considered as
non-performance or improper performance of obligations by the insurance company.

11) The sum of accrued interests on the debt shall not depend on the rating of
the insurance company, any index describing its financial situation or level of actual
payments of principal amount and/or accrued interests on the debt. Interests on borrowing
shall not decline in case when the insurance company makes required payments fully and
in a timely manner.

12) There has not been any legal document providing a right for lender to
require paying of loan ahead of schedule only for the reason that the insurance company
has not duly met its liabilities with regard to other obligations.

13) The debt has not been provided by a legal entity in which the insurance
company is a qualified participant and/or the insurance company has not financed directly
or indirectly the attraction of the given debt.

14) There has not been any legal document providing that the lender can
anyhow restrict or impede attraction of new borrowings by the insurance company from
other lenders.

15) The schedule of payments of the loan is clearly prescribed by the loan
agreement.

16) In case, when the loan amount is provided to the insurance company in
tranches, each tranche shall meet all the conditions prescribed by this Appendix for the
purpose of including in the calculation of additional capital, including that each tranche
shall be provided for minimum 5 years period.

17) Loan agreement provides that in case of deterioration of financial situation
of the insurance company, the loan shall be repaid by the insurance company in the amount
of the loan, and the lender is obliged to immediately direct the amount of the repaid loan to
the replenishment of statutory capital of the insurance company (hereinafter conversion) in
the form of shares included in the core capital according to the paragraph 9 of this
Appendix. Meanwhile, for the purpose of this sub-paragraph, the amount of loan shall be
the amount, which in the Central Bank’s opinion, is required to eliminate (alleviate) the
grounds of deterioration of financial situation of the insurance company, but not exceeding
the maximum amount, at which the loan has been included in the calculation of total capital
of the insurance company during 120 days preceding the situation described in paragraph 2
of this Sub-appendix. If the loan is attracted in Group I currencies, then the amount directed
to the replenishment of the statutory capital of the insurance company shall be converted
into Armenian dram based on the Armenian dram’s market based average exchange rates
vis-a-vis foreign currency on the date of conversion, announced by the Central Bank.

18) The loan agreement shall clearly specify the ratio at which the loan shall be
converted into shares included in the core capital for the purpose of conversion prescribed
by sub paragraph 17 of Sub-appendix 1.

19) Loan agreement provides that amendment and/or cancelation of the loan
agreement requires the prior consent of the Central Bank, without which any amendment
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and/or cancelation of the agreement shall not have mandatory legal force (shall not incur
legal consequences for parties).

2. For the purpose of this Regulation, deterioration of financial situation shall be
considered any of the following situations:

1) the capital adequacy ratio of the insurance company is less than 1.05,

2) the Central Bank notifies the insurance company in written form that the
capital instrument write-off or conversion into the shares included in the core capital is
required, as without it the grounds for insolvency or bankruptcy of the insurance company
will (possibly) appear.

3. In cases, when as a result of attraction of the loan, the value of subordinated loan,
attracted from that lender, will exceed 10, 20 or 50 percent of the shares of the insurance
company with voting right, or the sum of the lender’s participation with voting right in the
statutory capital of the insurance company and the loan, provided to the insurance
company, will exceed 10, 20 or 50 percent of the shares of the insurance company with
voting right, then prior to the inclusion of the amount (or part thereof) of loan in the
calculation of core capital of the insurance company, the lender shall acquire prior consent
of the Central Bank on acquisition of qualified participation in the insurance company,
according to the Regulation 3/01 on “Procedure on licensing, registration, providing
consent, issuing permission, evaluation of professional integrity and qualification in the
insurance sector”, approved by the Resolution of the Board of the Central Bank of the
Republic of Armenia No. 344-N of October 30, 2007.

Appendix 2

“Limits, procedure of formation

and calculation of main prudential standards
of insurance activity, criteria for

qualifying reinsurers as not prohibited”
Regulation 3/02

CALCULATION OF THE AMOUNT OF CAPITAL REQUIRED AGAINST
CREDIT RISK
(Title revised by Resolution No 71-N on 27.05.19)

Chapter 1. CALCULATION OF CREDIT RISK AND RISK WEIGHTS USED IN
THE CALCULATION OF CREDIT RISK
(Title revised by Resolution No 71-N on 27.05.19)

1. The amount of capital required against credit risk (RCcredit) is calculated with the
following formula:

RCeredit = Y Ni=iRCerediti/N + ME
RCcrediti = > 0.12*A;RW;

where:
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RCecrediti — the amount of capital required against credit risk by the days of the
reporting month,

N — number of days in the reporting month,

A; — the total amount of the insurance company’s assets (except for the assets, which
are deducted from the core capital), off-balance sheet contingent liabilities and off-balance
sheet derivative instruments, grouped by the same risk weights. Calculation of the A;
element for off-balance sheet contingent liabilities and off-balance sheet derivative
instruments is conducted in accordance with Chapter 2 of this Regulation. Moreover, when
calculating the capital required against credit risk, insurance companies may apply the
credit risk mitigation techniques (hereinafter referred to as CRMT), specified by Chapter 3
of this Appendix,

RWi; —risk weights of respective assets,

ME — the mitigating effect on underwriting risk due to reinsurance as of the last day
of the reporting month, calculated in accordance with paragraph 2 of this Appendix.

(paragraph 1 revised by Resolution No 71-N on 27.05.19)

2. The mitigating effect on underwriting risk due to reinsurance (ME) is calculated with the
following formla:

ME = 70.25 * MEj * Ry
MEx = RCi"P - RCunderwriting
RCunderwriting = Y ijCorrij ¥ RCi * RC;
where:

k — the reinsurance risk group, included in the calculation of capital, required against
catastrophe risk in accordance with this Regulation for the reporting month,

MEk - the mitigating effect on underwriting risk due to reinsurance, included in the
“k” risk group,

Ry — risk coefficient of the reinsurance, included in the “k” risk group, in accordance
with the following table:

Reinsurance risk group Risk
coefficient
Standard and Poor’s/Fitch “AAA”
Moody’s “Aaa” 0.002%
A .M.Best “A++”
Standard and Poor’s/Fitch “AA+H —“AA-”
Moody’s “Aal” —“Aa3” 0.01%
A .M.Best “A+”
Standard and Poor’s/Fitch CAET —CA
Moody’s “Al1” —“A3” 0.05%
A.M.Best “A” —“AY
- Standard and Poor’s/Fitch “BBB+” — “BBB-”
g;), Moody’s “Baal” — “Baa3” 0.24%
£ | AM.Best “B++" — “B+”
2 Standard and Poor’s/Fitch “BB+” — “BB-"
§n Moody’s “Bal” — “Ba3” 1.2%
g A.M.Best “B” —“B-”
=~ Standard and Poor’s/Fitch lower than “B+” 4.2%
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Moody’s lower than “B1”
A.M.Best lower than “C++”
Non-rated
Reinsurers operating within the territory of the Republic of Armenia 0.5%

RCunderwriting — the amount of capital, required against underwriting risk, calculated for
the reporting month in accordance with this paragraph, taking into consideration the
volumes of reinsurance.

YiiCorrij * RC; * RC; — the amounts, specified by paragraph 23 of this Regulation,
where RC; and RCj include only the capital amounts, required against non-life
underwriting, health underwriting and life underwriting risks.

RCP — the amount of capital, required against underwriting risk, calculated for the
reporting month in accordance with this paragraph, without taking into consideration the
reinsurance, included in the “k” risk group.

(paragraph 2 revised by Resolution 368-N on 20.12.11; Resolution No 326-N on 27.11.12;
Resolution No 71-N on 27.05.19)

3. The calculation of the amount of capital required against the credit risk includes the
balances of the following asset accounts at specified risk weights:

Table 1

TABLE OF RISK WEIGHTS USED IN THE CALCULATION OF THE AMOUNT OF CAPITAL,

REQUIRED AGAINST CREDIT RISK

Types of assets Risk weights (percent)

Assets in AMD

Assets in foreign currency

1. Cash in cashdesk(in Armenian drams
and foreign currencies of first group,
ruble), and cash-equivalent payment
documents (in Armenian drams and 0
foreign currencies of first group,
ruble), if agreed with the Board of the
Central Bank

2. Account balances of insurance
company in the Central bank, 0
Correspondent accounts, deposits, the
balance of the cumulative account
established for the replenishment of
the bank’s statutory capital, other
claims against the Central Bank.

3. Securities issued by the Central bank

in Armenian drams, Republic of 0 )
Armenia state securities in Armenian
Drams
4. Claims against the Government of the
Republic of Armenia on advance 0 )

payments for tax liabilities computed
according to the tax legislation
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requirements

Claims against the International
Monetary Fund, the World Bank, the
European Central Bank, the European
Bank for Reconstruction and
Development, the Asian Development
Bank, the African Development
Bank, the Inter-American
development Bank, the European
Investment Bank, the European
Investment Fund, the Scandinavian
Investment Bank, the Caribbean
Development Bank, the Islamic
Development Bank and the European
Development Bank Council.

(Paragraph 6 repealed by Resolution
No 176-N on 23.07.13)

(Paragraph 7 repealed by Resolution
No 326-N on 27.11.12)

(Paragraph 7 repealed by Resolution
No 326-N on 27.11.12)

Securities issued by the Central bank
in foreign currency, Republic of
Armenia state securities in foreign
currency

10.

Transferrable promissory notes issued
by the Ministry of Finance of the
Republic of Armenia, the maturity
date of which is up to one year and
which will be payable by the Central
bank from the funds of the single
treasury account of the Government
of the Republic of Armenia

10 10

10.1

Bonds issued by refinancing credit
organizations

11.

Transferable promissory notes of the
Republic of Armenia for funds
subject to confiscation from the State
budget of the Republic of Armenia
based on the judicial acts.

20 20

12.

Cash in transit (in Armenian drams
and first group foreign currency),
cash-equivalent payment documents
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in transit (in Armenian drams and
foreign currency first group), if

agreed with the Board of the Central 20 20
Bank.
13. | Bank accounts (as well as unallocated
gold accounts) and deposits in banks
and branches of foreign banks
operating within the territory of the 20 30
Republic of Armenia
14. | Claims against insurance companies,
including share in technical reserves
of reinsurers operating on the territory
of the Republic of Armenia 20 30
15. Claims against foreign governments Standard and Poor’s/Fitch Standard and Poor’s/Fitch
and central banks From “AAA” to “AA-* 0 | From “AAA” to “AA-“ 0
From “A+” to “A-“ 20 From “A+” to “A-“ 20
From “BBB+” to “BBB-* 50 From “BBB+” to “BBB-* 50
From “BB+” to “B-* 100 From “BB+” to “B-* 100
Below “B-*“ 150 Below “B-*“ 150
Moody’s Moody’s
From ”Aaa” to “Aa3“ 0 From ”Aaa” to “Aa3“ 0
From ”A1” to “A3” 20 From ”A1” to “A3” 20
From ”Baal” to “Baa3” 50 From ”Baal” to “Baa3” 50
From ”Bal” to “B3” 100 From ”Bal” to “B3” 100
Below “B3” 150 Below “B3” 150
A.M.Best A.M.Best
From “A++” to “A+” 0 From “A++” to “A+” 0
From “A” to “A-” 20 From “A” to “A-”" 20
From “B++” to “B+” 50 From “B++” to “B+” 50
From “B” to “C+” From “B” to “C+” 100
100 Below “C+” 150
Below “C+” 150 Not rated 100
Not rated 100
16. Claims against foreign local Standard and Poor’s/Fitch Standard and Poor’s/Fitch
government bodies From “AAA” to “AA- | From "AAA” to “AA-" 20
20 From ”A+” to “BBB-" 50
From ”A+” to “BBB-" 50 From ”BB+” to “B-” 100
From ”BB+” to “B-” 100 Below ”B-” 150
Below ”B-” 150 Moody’s
Moody’s From ”Aaa” to “Aa3” 20
From ”Aaa” to “Aa3” 20 From ”A1” to “Baa3” 50
From ”A1” to “Baa3” 50 From ”Bal” to “B3” 100
From ”Bal” to “B3” 100 Below ”B3” 150
Below ”B3” 150 A.M.Best
A.M.Best From ”A++” to “A+” 20
From ”A++ to “A+” 20 From”A” to “B+” 50
From”A” to “B+” 50 From”B” to “C+” 100
From”B” to “C+” 100 Below”C+” 150
Below”C+” 150 Not rated 100
Not rated 100
17. Short-term claims against foreign Standard and Poor’s Standard and Poor’s
financial organizations. “A-147, 7A-17 20| A7, PA-1Y 20
“A-2” 50 “A-2” 50

34




“A-37 100 “A-37 100
Below”A-3” 150 Below”A-3” 150
Fitch Fitch
CF147 “F1” 20 “F147 “F1” 20
«“pp 50 “pp 50
“F3” 100 “F3” 100
Below”F3” 150 Below”F3” 150
Moody’s Moody’s
‘4P_1?, 20 ‘4P_1?, 20
“p-2” 50 “p-2” 50
“p-3” 100 “p-3” 100
“NP” 150 “NP” 150
A.M.Best A.M.Best
“AMB-1+”, “AMB-1” 20 “AMB-1+”, “AMB-1” 20
“AMB-2” 50 “AMB-2” 50
“AMB-3” 100 “AMB-3” 100
“AMB-4”" d” 150 “AMB-4”" d” 150
Not rated 100 Not rated 100
18. | Long-term claims against foreign Standard and Poor’s/Fitch Standard and Poor’s/Fitch
ﬁnancial Organizations From "AAA” to “AA-” From "AAA” to “AA-” 20
20 From ”A+” to “BBB-" 50
From ”A+” to “BBB-" 50 From ”BB+” to “B-" 100
From ”BB+” to “B-" 100 Below ”B-" 150
Below ”B-” 150 Moody’s
Moody’s From ”Aaa” to “Aa3” 20
From ”Aaa” to “Aa3” 20 From ”A1” to “Baa3” 50
From ”A1” to “Baa3” 50 From ”Bal” to “B3” 100
From ”Bal” to “B3” 100 Below "B3” 150
Below "B3” 150
A.M.Best
A.M.Best From ”A++” to “A+” 20
From ”A++” to “A+” 20 From ”A” to “B+” 50
From ”A” to “B+” 50 From”B” to “C+” 100
From”B” to “C+” 100 Below”C+” 150
Below”C+” 150 Not rated 100
Not rated 100
19. | (Paragraph 19 repealed by Resolution
No. 275-N on 15.12.15)
20. Short-term claims against foreign Standard and Poor’s Standard and Poor’s
non-financial institutions “A-147,7A-17 20 “A-147,7A-17 20
‘4A_2” 50 ‘4A_2” 50
“A-37 100 “A-37 100
Below ”A-3” 150 Below ”A-3” 150
Fitch Fitch
‘4F1+” , ‘4F1,5 20 ‘4F1+” , ‘4F1,5 20
((F2” 50 ((F2” 50
“F3” 100 “F3” 100
Below ”F3” 150 Below ”F3” 150
Moody’s Moody’s
‘4P_1?, 20 ‘4P_1?, 20
“p-2” 50 “p-2” 50
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“p-3” 100 “p-3” 100
“NP” 150 “NP” 150
A.M.Best A.M.Best
“AMB-1+”, “AMB-1” 20 “AMB-1+”, “AMB-1” 20
“AMB-2” 50 “AMB-2” 50
“AMB-3” 100 “AMB-3” 100
“AMB-4”,” d” 150 “AMB-4”,” d” 150
Not rated 100 Not rated 100
21. Long-term claims against foreign Standard and Poor’s/Fitch Standard and Poor’s/Fitch
non-finanacial institutions From ”AAA” to “AA-” 20 From ”AAA” to “AA-” 20
From A+ to “A-" 50 From A+ to “A-" 50
From "BBB+” to “BB-" 100 From ”"BBB+” to “BB-" 100
Below "BB-” 150 Below "BB-” 150
Moody’s Moody’s
From ”Aaa” to “Aa3” 20 From ”Aaa” to “Aa3” 20
From”A1” to “A3” 50 From”A1” to “A3” 50
From ”Baal” to “Ba3” 100 From ”Baal” to “Ba3” 100
Below ”Ba3” 150 Below ”Ba3” 150
A.M.Best A.M.Best
From ”A++” to “A+” 20 From ”A++” to “A+” 20
From ”A” to “A-" 50 From ”A” to “A-" 50
From ”B++” to “B-" 100 From ”B++” to “B-" 100
Below ”B-” 150 Below ”B-” 150
Not rated 100 Not rated 100
21.1 | Standardized gold bullions (with not 5
less than 999 purity) )
21.2 | Standardized gold bullions in
transfer (with not less than 999 - 75
purity)
22. | Other claims against banks and other
financial institutions (except
insurance companies) and branches 50 75
of foreign banks, other financial
institutions (except foreign
insurance companies) operating on
the territory of the Republic of
Armenia
22.1 | Cash (in foreign currencies of
second group, except for ruble), and
cash-equivalent payment documents 100
(in foreign currencies of second
group except for ruble), if agreed
with the Board of the Central Bank
22.2 | Assets other than assets mentioned
in paragraph 22.1 in foreign - 150
currencies (except for ruble)
23. | Claims against individuals and legal
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entities, off-balance sheet contingent
liabilities which satisfy the following
conditions simultaneously:

a. total sum of claims and off-
balance sheet contingent
liabilities (hereinafter Claim)
against the borrower and related
parties does not exceed 5 million
Armenian drams,

b. the Claim, which satisfies the
conditions of paragraph “a”
hereinabove, does not exceed 0.2%
of the total sum of all Claims
satisfying the conditions of
paragraph “a”.

75

110

24.

Claims against communities of the
Republic of Armenia

100

150

25.

Assets frozen or arrested under court
Resolution

100

150

26.

Claims against the Government of the
Republic of Armenia for payments
exceeding tax liabilities
(overpayments), specified under tax
legislation.

100

27.

(Paragraph 27 repealed by Resolution
on 368-N on 20.12.11)

28.

Fixed assets and intangible assets

100

29.

Assets classified as non-standard and
doubtful, securities, classified as
average and high risk.

100

150

30.

The portion of investments specified
in the sub-paragraphs 4 and 9 of the
paragraph 17 of this Regulation,
which is not deducted from the core
capital of the insurance company,
with the exception for investments in
the statutory capital of other
insurance companies in cases
provided for by sub-paragraph 4 of
the Regulation

150

225

31.

Claims agains foreign reinsurers,
including the share of reinsurers in
the technical reserves

Standard and Poor’s/Fitch
From ”AAA” to “AA-"
From A+ to “A-"

From ”BBB+" to “BBB-"

Below ”"BB+”
Moody’s

From ”Aaa” to “Aa3”
From ”A1” to “A3”

From ”Baal” to “Baa3”

20
50
400
830

20
50

400

Standard and Poor’s/Fitch
From ”AAA” to “AA-”
From A+ to “A-"

From ”BBB+" to “BBB-"
Below ”"BB+”

Moody’s

From ”Aaa” to “Aa3”
From ”A1”to “A3”
From ”Baal” to “Baa3”

20
50
400
830

20
50

400
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Below ”Bal”
A.M.Best

From ”A++" to “A+”
From ”A” to “A-"
From ”B++" to “B+”
Below ”B”

Not rated 800

830

20
50
400
830

Below ”"Bal” 830

A.M.Best

From "A++ to “A+” 20
From "A” to “A-" 50
From "B++" to “B+" 400
Below "B” 830

Not rated 800

32. Claims against investment funds (in Standard and Poor’s Standard and Poor’s
the existence of ratings) From "AAA” to “AA-" and “A- | From "AAA” to “AA-" and “A-1+",
147, “A-1” 20 | “A-17 20
From ”A+” to “A-” and “A-2” From ”A+” to “A-” and “A-2”
50 50
From ”BBB+” to “BBB-" and From ”BBB+” to “BBB-" and from
from “BB+” to “BB-" and below “BB+” to “BB-" and below “A-3”
“A-3” 100 100
Below "B+ 150 | Below "B+” 150
Moody’s Moody’s
From ”Aaa” to “Aa3” and “P-1” From ”Aaa” to “Aa3” and “P-1”
20 20
From “Al” to “A3” and “P-2” | From “Al” to “A3” and “P-2”
50 50
From ”Baal” to “Baa3” and From ”Baal” to “Baa3” and from
from “Bal” to “Ba3” and below “Bal” to “Ba3” and below
“p-3” 100 “p-3” 100
Below ”B1” 150 Below ”B1” 150
Fitch Fitch
"F1+”, “F1” 20 "F1+7, “F1” 20
“F2” 50 “F2” 50
“F3” and below 100 “F3” and below 100
33. | Claims against not high risky not
foreign funds (in the case of absence According to paragraph 6.2 of According to paragraph 6.2 of this
of ratings) this Appendix Appendix
34. | Claims against high risky not foreign
funds (in the case of absence of 150 150
ratings)
35. | Claims against foremg funds (in the According to paragraph 6.3 of According to paragraph 6.3 of this
36. | All the balance sheet assets which are 100 150
not included in other paragraphs of
this Table
37. | Claims against RA resident non-
financial organizations having a
rating higher, than the rating 0% .
provided to the Republic of Armenia ° 0%
by rating agencies (Standard and
Poor’s or Fitch or Moody’s)
38. | Claims against RA resident non-
financial organizations having a 0% 10%

rating equal to the rating provided to
the Republic of Armenia by rating
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agencies (Standard and Poor’s or
Fitch or Moody’s)

39.

Claims against RA resident non-
financial organizations having a
rating lower in one grade, than the
rating provided to the Republic of
Armenia by rating agencies (Standard
and Poor’s or Fitch or Moody’s)

20% 30%

40.

Claims against RA resident non-
financial organizations having a
rating lower in two grades, than the
rating provided to the Republic of
Armenia by rating agencies (Standard
and Poor’s or Fitch or Moody’s)

50% 75%

(Table 1 added, amended, edited by Resolution No 368-N on 20.12.11, amended, added,
edited by Resolution No 326-N on 27.11.12, edited, amended, supplemented by
Resolution No 275-N on 15.12.15; No 159-N on 11.10.19; amended No 71-N on

27.05.19)
4. Assets specified in Table 1 of this Appendix are included in the calculation of the
amount of capital, required against credit risk by book value.

(Paragraph 4 edited by Resolution No 326-N on 27.11.12; Resolution No 71-N on
27.05.20)

5. The weighting of the balance sheet derivative instruments by their risks should be
based on their book value in Assets.

(Paragraph 5 amended by Resolution No 368-N on 20.12.11, No 326-N on 27.11.12)

5.1. The claims against RA resident non-financial organizations may receive risk
weights, equal to those specified by paragraphs 37-40 of Table 1, also in case of existence
of local ratings, provided by Standard and Poor’s, Fitch and (or) Moody’s rating agencies.

(Paragraph 5.1 was added by Resolution No. 275-N on 15.12.15)

6. (Paragraph 6 edited by Resolution No 368-N on 20.12.11, repealed by Resolution No
326-N on 27.11.12)

6.1. Specialized funds (except for funds of funds, funds of real estate and non-public
funds), specified in the Law of the Republic of Armenia “On investment funds” are
considered as high risky in tearms of paragraph 34 of Table 1 of this Appendix. Funds, not
considered as high risky, are considered as not high risky in terms of paragraph 33 of Table
1 of this Appendix.

(Paragraph 6.1 added by Resolution No 326-N on 27.11.12)

6.2. To determine the risk weight of the claim against not high risky not foreign funds
without ratings, as specified in paragraph 33 of Table 1 of this appendix, the weighted
average value of risk weights of assets of the fund should be calculated, for calculation of
which the information, disclosed (provided) by the fund manager by the moment of
calculation, about total volume of fund assets (groupped by risk weights) is taken as a
basis, if the information was disclosed (provided) not earlier than two months preceding
the month of calculation of capital adequacy ratio. If the information, prescribed in this
paragraph, was disclosed (provided) earlier than two months preceding the month of
calculation of capital adequacy ratio, or it was not disclosed (provided) at all, then the risk
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weight of the claim against not high risky not foreign fund, as specified in paragraph 33 of
Table 1 of this appendix, is considered to be 100%.

(Paragraph 6.2 added by Resolution No 326-N on 27.11.12)

6.3. The risk weight of the claim against foreign funds without ratings, as specified in
paragraph 35 of Table 1 of this appendix, is determined according Table 1.1. The funds,
mentioned in paragraphs 1, 2 and 3 of Table 1.1, should satisfy the requirements defined in
paragraph 9 of “Investments limitations of investments funds” Regulation 10/10, approved
by the Resolution No 337-N of the Board of the Central Bank of Armenia on December 6,
2012.

Table 1.1.
Type of funds Risk Weight
Standard Public Funds

1. | Funds of money market 20%

Standard funds (diversified) 50%
Public Specialized Funds

3. | Funds of funds, whose assets are invested only in public standard 50%
diversified funds

4. | Funds of real estate (diversified) 75%

5. | Other specialized funds 150%

Funds, not mentioned in paragraphs 1-5
6. | Funds, not mentioned in paragraphs 1-5 150%

(Paragraph 6.3 added by Resolution No 326-N on 27.11.12)

7. Insurance companies may weight the claims against all non-finanacial institutions
with a risk weight defined for assets in appropriate currency classified as “not rated”
according to Table 1 of this appendix, regardless the individual ratings of those claims.

In this case, insurance companies shall once a year choose an approach to follow and
inform the Central Bank about it prior to December 31 of the year, preceding each year.
(Paragraph 7 amended by Resolution No 368-N on 20.12.11, amended by Resolution No.
275-N on 15.12.15)

8. If the same claim, once weighted pursuant to the table 1 of the Appendix, gets more
than one risk weight, the insurance company should choose the lowest weight, except for
the following cases:

1)in case when the claim simultaneously satisfies paragraph 25 or 29 of the Table 1 of
this Appendix and other risk weights specified in Table 1, then in the calculation of the
amount of capital, required against the credit risk such claims should be included
appropriately with risk weight of 100 percent or 150 percent

2) non-standard or doubtful assets, medium risky and high risky securities or the
assets, frozen or arrested under court Resolution, are being weighted by the highest
risk weight, specified for those assets,

3)in case when the claims satisfying the requirements specified in the paragraph 23 of
Table 1 of this appendix, simultaneously satisfy the requirements mentioned in
paragraphs 17-21, 37-40 of the same Table, then the risk weights relevant for ratings of
paragraph 17-21, 37-40 should be taken as basis when including the claim in
calculation of risk-weighted assets.

4)in case when the claim simultaneously satisfies the risk weights of paragraph 31 of
Table 1 of this Appendix and other risk weights specified in Table 1, then the claim
should be including in calculation of risk-weighted assets with risk weights relevant
for ratings specified in paragraph 31 of Table 1.
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5) in the case, when the investments satisfying the paragraph 30 of Table 1 of this
appendix simultaneously satisfy other paragraphs of the same table, then such
investments should be included in the calculation or risk-weighted assets with the
highest risk weight, defined for the investment.

6) Repo agreements, securities sold by repo agreements, securities provided by loans
and interests calculated for these items are included in the calculation of the amount of
capital, required against the credit risk according to the requirements of Chapter 3 of
this appendix.

7) Assets in second group foreign currency (except for Russian Ruble) are being
weighted with the highest risk weight defined for those assets.

(Paragraph 8 added by Resolution No 236-N on 27.11.12, edited and supplemented by
Resolution No. 275-N on 15.12.15; Resolution No 71-N on 27.05.19)

8.1. During the calculation of the amount of capital, required against the credit risk,
insurance companies might not check the compliance with the requirements defined by the
paragraph 23 of Table 1 of this appendix and may weight the assets with the risk weight
defined for assets in appropriate currency according to Table 1 of this appendix, without
taking into consideration the fact of compliance of the asset to the requirements, specified
in paragraph 23 of Table 1 of this appendix.

In this case, insurance companies shall once a year choose an approach to follow and
inform the Central Bank about it prior to December 31 of the year, preceding each year.
(Paragraph 8.1 added by Resolution No 368-N on 20.12.11, amended by Resolution No 71-
N on 27.05.19)

Chapter 2. CREDIT CONVERSION FACTORS

9. For the purpose of including in the calculation of the amount of capital, required
against credit risk, credit conversion factors (CCF) specified in this Chapter shall be
applied to off-balance sheet contingent liabilities and off-balance sheet derivative
instruments (expect for curency swaps) . After being deducted by the amount of loss
reserves, off-balance sheet items are being converted into balance sheet credit risk
equivalents through the use of CCF and weighted at respective risk weights specified in
Chapter 1 of this Appendix. Off-balance sheet contingent liabilities and off-balance
sheet derivative instruments are converted into balance sheet credit risk equivalents
through the use of CCF according to the following formula:

BCR = (OBI - R)*CCF
where:

BCR = off-balance sheet contingent liabilities and off-balance-sheet derivative
instruments (except for currency swap) converted into balance sheet credit risk
equivalents through the use of CCF,

OBI = off-balance sheet contingent liabilities and off-balance sheet derivative
instruments (except for currency swap) with the whole value reflected in the off-
balance sheet,

R - loss reserve of off-balance contingent liabilities and off-balance sheet
derivative instruments (except for currency swap),

CCF - credit risk conversion factor specified in the current Chapter.
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(Paragraph 9 amended by Resolution No 368-N on 20.12.11, amended and added
by Resolution No 326-N on 27.11.12, Resolution No 71-N on 27.05.19)

10.Warranties issued by insurance companies (including warranties issued by insurance
companies to ensure compensation for damage caused by insurance agents due to
professional negligence) are included in the off-balance sheet liabilities specified in this
Regulation.

(Paragraph 10 amended by Resolution No 368-N on 20.12.11)

11.Credit risk conversion factors are.

Table 2
CCF
Off-balance sheet items (%) .
AMD items Forelgp exchange
items
Off-balance sheet derivative instruments 1 1,5
1. Off-balance sheet contingent liabilities 100 100

(Paragraph 11 amended by Resolution No 368-N on 20.12.11, No 326-N on 27.11.12)

12.If under the same derivative instrument contract, the insurance company
simultaneously purchases and sells asset in the basis of derivative instrument, then the
off-balance sheet derivative instrument should be included in the calculation of the
amount of capital, required against the credit risk only once at the asset-formation

amount.
(Paragraph 12 amended by Resolution No 368-N on 20.12.11)

Chapter 3. CREDIT RIST MITIGATION TECHNIQUES

13.Claims, off-balance sheet contingent liabilities, off-balance sheet derivative instruments,

the accrued interest thereon (hereinafter the claim subject to CRMT) may become a CRMT

object, if each of the following conditions is satisfied:

I)there is a primary collateral, guarantee or warranty for the claim subject to CRMT
(hereinafter security). The collateral should be revalued at least once in six months,

2)There are documents verifying the existence of the security,

3)the maturity of the collateral, guarantee/warranty is equal or longer than the maturity of
the claim subject to CRTM (no negative maturity mismatches),

4)There is no positive correlation between the borrower’s creditworthiness and the object of
the collateral, guarantee/warranty issuer (e.g. the guarantor is not affiliated with the
borrower, or no securities issued by the borrower are pledged as a collateral, etc.), except
for cases, when the Central Bank or the Government of the Republic of Armenia are the
guarantors, or the security issued by the Central Bank or Government bonds of Armenia are
the object of collateral.

5) Insurance company has right to realize the collateral out-of-court (only in the case of
collateral) if the borrower fails to comply with the obligations stipulated in the contract,

6) if the borrower fails to fulfill the terms of the agreement, there are no term limitations as

to the sale of the collateral or performing the guarantee/warranty under the agreement

and/or other mutually agreed limitations.
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7) the risk weight of the security or the security provider is less than the risk weight of the
claim subject to CRMT.

(Paragraph 13 amended by Resolution No 368-N on 20.12.11, amended and added by
Resolution No 326-N on 27.11.12)

14. CRMTs are not applied to those claims subject to CRMT, that are classified as non-
standard and doubtful assets, average and not high risk securities.

(Paragraph 14 amended by Resolution No 368-N on 20.12.11, edited by Resolution No
326-N on 27.11.12)

15. Where CRMT is applied, the secured portion of the claim will receive the risk

weight of the security or the security-providing party, whereas the unsecured portion

will receive the risk weight of the borrower/instrument. If the risk weight of the secured
portion of the claim subject to CRTM is less than 20 % in accordance with Table 1 of
this Appendix, then while calculation of the amount of capital, required against credit

risk it should be considered 20%, except for the cases mentioned in subparagraphs 1-3

of this paragraph.

1)The claim subject to CRTM shall be included in the calculation of the amount of

capital, required against the credit risk at 0% risk weight, if Armenian Dram, first group

foreign currency, or Ruble, held in the insurance company are acting as collateral or if
the following consitions are satisfied simultaneously:

a) the collateral is a security issued by the Central Bank, a Government bond of the
Republic of Armenia in Armenian drams or a security issued by central banks or
governments of foreign countries, which is included in the calculation of the amount of
capital, required against the credit risk at 0% risk weight pursuant to Table 1 of this
Appendix;
b)the collateral is revalued every day,
c)the borrower/debtor is clasified as a core maket participant
2) The claim secured by guarantee/warranty shall be included in the calculation of the
amount of capital, required against the credit risk at 0% risk weight, if the
guarantee/warranty provider:

a) is the Government or the Central Bank of the Republic of Armenia,

b)is classified as a core market participant and the claims against them are included in
the calculation of credit risk at 0% risk weight pursuant to the Table 1 of this Appendix,

c) is an organization mentioned in paragraph 5 of Table 1 of this Appendix.

3) The secured portion of the claim shall be included in the calculation of the amount of
capital, required against the credit risk at 10% risk weight, if:

a)the collateral is a security issued by the Central Bank, a Government bond of the

Republic of Armenia in foreign currency, which is included in the calculation of credit

risk at 10% risk weight pursuant to Table 1 of this Appendix, and the conditions

specified in sub-paragraph 1 of this paragraph (except for paragraph “a” of sub-
paragraph 1) are satisfied as well, or

b) the transaction satisfies the conditions set in sub-paragraph 1 of this paragraph

(except for paragraph “c” of 1 sub-paragraph).

(Paragraph 15 added by Resolution No 326-N on 27.11.12, No 176-N on 23.07.13,

amended by Resolution No 71-N on 27.05.19)

15.1. Repo agreements and accrued interests thereon are included in the calculation of

the amount of capital, required against the credit risk according to the following

formula:

RA = Max[MF*CR; RV], where

RA — the value of repo agreement and accrued interests, included in the calculation of
the amount of capital, required against the credit risk
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MF — the value of money funds provided by repo agreement
MR - the risk weight of money funds provided by repo agreement, in accordance with
Table 1
RV — the value of repo agreement, included in the calculation of the amount of capital,
required against the credit risk, if CRMTs are applied in the manner and situation
specified in this chapter. If CRMTs are not applied, then RV is the product of book
value of repo agreement and the credit risk weight (in accordance with Table 1 of this
appendix, taking in to account the currency of provided money funds by repo
agreement) of the counterpart of repo agreement.
(Paragraph 15.1 added by Resolution No 326-N on 27.11.12, amended by Resolution
No 176-N on 23.07.13, Resolution No 71-N on 27.05.19)
15.2. Securities sold by repo agreement are included in the calculation of the amount of
capital, required against the credit risk according to the following formula.
SS = Max [UP*RC; BV*RI], where
SS — the value of securities sold by repo agreement, included in the calculation of the
amount of capital, required against the credit risk,
UP — the uncovered portion of the security sold by repo agreement, which is determined
as a positive difference between
a. book value of securities sold by repo agreement
b. the sum of received money funds and funds paid for them
RC - the credit risk weight of the counterpart of repo agreement in accordance with Table 1
of this appendix, taking in to account the currency of security sold by repo agreement
BV — the book value of securities sold by repo agreement
RI — the credit risk weight of the issuer of the security (instrument) sold by repo agreement, in
accordance with Table 1 of this appendix
Securities provided as loan are included in the calculation of the amount of capital, required
against the credit risk in the form defined in this paragraph.
(Paragraph 15.2 added by Resolution No 326-N on 27.11.12)
16. If the claim subject to CRMT has more than one type of security with different risk
weights and their total amount exceeds the amount of the claim, the risk weight of the
secured portion of the claim subject to CRMT shall be calculated on the basis of all risk
weights of the collaterals in ascending order (starting with the risk weight of the collateral
with the lowest risk weight, then taking the risk weights of subsequent collaterals).
17.For the purposes of this Regultion core market participants are:
1)states/governments, central banks and local government bodies
2)financial institutions operating in the Republic of Armenia, branches of foreign financial
institutions providing services within the territory of the Republic of Armenia,
3) Foreign financial insitutions the claims against which sould be included in the calculation
of credit risk at risk weight of 20% pursuant to Table 1 of this Regulation.
(paragraph 17 amended by Resolution No 71-N on 27.05.19)

Chapter 4. PRINCIPLES OF APPLYING RATINGS DURING THE
CALCULATION OF THE AMOUNT OF CAPITAL, REQUIRED AGAINST
CREDIT RISK

18. (Paragraph 18 was repealed by Resolution No. 275-N on 15.12.15)

19. To risk-weight claims against foreign central banks, governments, local government
bodies, foreign financial and non-finanacial institutions, only ratings issued by Standard and
Poor’s / Fitch / Moody’s/A.M.Best rating agencies shall be used.
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20.Insurance companies should update the ratings of rating agencies based on the ratings as
of the given day set by the rating agencies specified in the paragraph 19 of this Regulation.
21. If the asset has been rated only by one rating agency, the risk-weight of such claim is
determined on the basis of this one rating. If there are two different ratings for the same
asset issued by different rating agencies, the insurance company shall use the lowest one. If
there are three or more ratings issued for the same claim, the insurance company shall use
the lower rating of the two highest ones.

22. For the purpose of including the claims against foreign central banks, governments,
local government bodies, foreign reinsurers in the calculation of risk-weighted assets, the
ratings shall be applied with a consideration of the type and the currency of the instruments.
For the claims against foreign financial institutions (except for foreign reinsurers) and non-
financial institutions the ratings shall be applied with a consideration of maturity and
currency of the claim and the type of instruments.

23. For the purposes of this Regulation, short-term claims shall be considered claims on
demand and claims with maturity up to 90 days (including), and long-term claims shall be
claims with maturity over 90 days and claims without fixed maturity.

24 1If there is no rating with consideration of type and currency of the instrument, then the
rating of the issuer of the instrument should be applied. If a short-term rating is not
available, the risk weight of short-term claims against foreign finanacial (except foreign
reinsurers) and non-financial institutions may be determined based on the risk weights,
which are one category more favorable than the respective risk weights for long-term
ratings specified in paragraphs 18 and 21 of Table 1 of this Appendix. For the purposes of
applying this paragraph, the exceptions shall be 20% and 150% risk weights (i.e. the short-
term claims shall be risk-weighted at 20% and 150%, respectively).

25. The risk-weighting of both short-term and long-term claims against foreign
governments and central banks, local government bodies, as well as the application of
ratings, specified in this Regulation, to the above mentioned parties shall be based
exclusively on long-term ratings.

(Paragraph 25 was amended by Resolution No. 275-N on 15.12.15)

26. If the risk weight of the short-term claim against a party/instrument is 150%, then any
unrated claims (short-term or long-term) against this party shall be included in credit risk
calculation at 150% risk weight.

27. The rating of any party, included in a financial group, shall not apply to the financial
group or other entities within the group.

28. The rating of the financial group shall not apply to entities within the group.
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Appendix 3

“Limits, procedure of formation

and calculation of main prudential standards
of insurance activity, criteria for

qualifying reinsurers as not prohibited”
Regulation 3/02

CALCULATION OF THE AMOUNT OF CAPITAL, REQUIRED FOR
OPERATIONAL RISK

1. For non-life insurance companies the amount of the capital, required for
operational risk (RCqp) is calculated with the following formulas:

RCop = min(0.3 * VY;jCorriRCiRCj; Rop)
Rop = max(Rpremium, RTR)
Rpremium = 0.03 * EP + max(0; 0.03*(EP — 1.2*EPy))

Rtr =0.03 * TR

where:

\Y;iCorrijRCRC; — calculated in accordance with paragraph 23 of this Regulation

EP — the amount of gross premiums, earned during the reporting month and preceding
11 months,

EPy — the amount of gross premiums, earned during the 12 months prior to the
reporting month and preceding 11 months,

TR — the amount of technical reserves as of the last day of the reporting month,
without deducting the portion of the reinsurer.

2. For life insurance companies the amount of the capital, required for operational
risk (RCop) is calculated with the following formulas:

RCop = min(0.3 * VYiCorriiRCiRCj; Rop) + 0.25*Expir
Rop = max(Rpremium, RTR)
Rpremium = 0.04*(EP - EPy;) + max(0; 0.04*(EP — 1.2*EPo — (EPi; — 1.2*EPj0)))

R1r =0.0045 * max(0; TR — TRy)

where:

VY;iCorriiRCRC;j — calculated in accordance with paragraph 23 of this Regulation

Expir — the amount of expenses, accrued during the reporting month and preceding 11
months on contracts on life insurance, specified by paragraph 3 of part 4 of Article 7 of the
Law of the Republic of Armenia “On insurance and insurance activity”,

EP - the amount of gross premiums, earned during the reporting month and preceding
11 months, except for the gross premiums, earned on contracts on life insurance, specified
by paragraph 3 of part 4 of Article 7 of the Law of the Republic of Armenia “On insurance
and insurance activity”,
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EP;; - the amount of gross premiums, earned during the reporting month and preceding
11 months on contracts on life insurance, specified by paragraph 3 of part 4 of Article 7 of
the Law of the Republic of Armenia “On insurance and insurance activity”,

EPy - the amount of gross premiums, earned during the 12 months prior to the reporting
month and preceding 11 months, except for the gross premiums, earned on contracts on life
insurance, specified by paragraph 3 of part 4 of Article 7 of the Law of the Republic of
Armenia “On insurance and insurance activity”,

EPio - the amount of gross premiums, earned during the 12 months prior to the
reporting month and preceding 11 months on contracts on life insurance, specified by
paragraph 3 of part 4 of Article 7 of the Law of the Republic of Armenia “On insurance and
insurance activity”,

TR - the amount of technical reserves as of the last day of the reporting month (except
for technical reserves, made on contracts on life insurance, specified by paragraph 3 of part
4 of Article 7 of the Law of the Republic of Armenia “On insurance and insurance
activity”,), without deducting the portion of the reinsurer,

TRi: - the amount of technical reserves as of the last day of the reporting month on
contracts on life insurance, specified by paragraph 3 of part 4 of Article 7 of the Law of the
Republic of Armenia “On insurance and insurance activity”, without deducting the portion
of the reinsurer.

Appendix 4

“Limits, procedure of formation

and calculation of main prudential standards
of insurance activity, criteria for

qualifying reinsurers as not prohibited”
Regulation 3/02

CALCULATION OF THE AMOUNT OF CAPITAL, REQUIRED FOR
FOREIGN EXCHANGE RISK

1. For the purpose of including in the calculation of the capital adequacy ratio, the amount
of capital, required for foreign exchange risk (RCrx) is calculated with the following
formula:

RCrx =0.25 * P, where:
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P — is the value of the largest gross FX positions of insurance company as of the end of the
each day of the reporting month. The gross FX position is the sum of absolute values of
open positions of different foreign currencies, calculated in accordance with this Appendix.
3. FX position is the difference between assets and liabilities of insurance company
containing foreign exchange risk. FX positions are defined as follows:

a.long position, if the difference is bigger than zero;

b. short position, if the difference is less than zero;

c.closed position, if the difference is equal to zero;

d. open position, if the difference is bigger or less than zero.
4.The FX position shall be calculated by types of foreign currencies. For the meaning of
calculation of foreign exchange risk, banking gold, standardized bullions of gold of at least
999 purity, claims and liabilities expressed in the latter, as well as metal accounts shall be
considered as a single type of foreign currency. Items, containing FX risk, which are
deducted from core capital, in accordance with this Regulation, are not included in the
calculation of FX positions.
5. FX positions should be calculated as of each day and should be expressed in Armenian
Drams considering the average exchange rate set in FX markets and announced by the
Central bank, and in case of banking gold, standardized bullions of precious metals, and
metal accounts, FX positions should be calculated based on the settlement prices of precious
metals announced by the Central bank.
If the insurance company has open foreign currency position for the type of foreign
currency, exchange rate of which to Armenian dram is not announced on the official web
page of the Central bank, then the exchange rate between the US dollar and that foreign
currency adopted by the central bank of that country, and the exchange rate between the US
dollar and Armenian Dram announced by the Central bank should be considered.

6. For the days when the foreign currency positions of insurance companies incurred no
changes, the daily data calculation shall include the data as of the previous day.

7. Assets or liabilities are considered to possess foreign currency risk, when their size, the
values receivable and payable in monetary terms may be changed over time due to the
exchange rate change between the foreign currency and Armenian drams. For the meaning
of calculation of foreign exchange risk, banking gold, standardized bullions of precious
metals, metal accounts as well as assets and liabilities expressed in banking gold or
standardized bullions of precious metals also contain foreign exchange risk.

8. When calculating FX positions, assets and liabilities should also include off-balance
sheet derivative instruments, which contain foreign exchange risk, at the amount of their
off-balance sheet value (including interests recorded in the off-balance for those items),
value of fines and penalties (if such exist) accrued in the balance sheet, as well as insurance
(reinsurance) payments containing foreign currency risk at the amount of 0.07% of off-
balance sheet value.

Appendix 5

“Limits, procedure of formation

and calculation of main prudential standards
of insurance activity, criteria for
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qualifying reinsurers as not prohibited”
Regulation 3/02

CALCULATION OF THE AMOUNT OF CAPITAL, REQUIRED FOR NON-LIFE
UNDERWRITING RISK

SECTION 1. GENERAL PROVISIONS

1. The amount of capital, required for non-life underwriting risk (RCioniife) is
calculated with the following formula:

RCnon_life = \/(RCprz + RCcat2 + 05* RCpr* RCcat), Where:

RCpr — the capital, required for the risk of insurance premiums and technical reserves,
calculated in accordance with this Appendix

RCcat — the capital, required for catastrophe risk, calculated in accordance with this
Appendix

2. The calculations of capital in accordance with this Appendix, required for non-life
underwriting risk, do not include the respective indicators on insurance classes, specified
by paragraphs 1 and 2 of part 2 of Article 7 of the Law of the Republic of Armenia “On
insurance and insurance activity”.

SECTION 2. THE CAPITAL REQUIREMENT FOR PREMIUM AND
TECHNICAL RESERVE RISK

3. The amount of capital, required for premiums and technical reserve risk (RCy) is
calculated with the following formula:
RCpr =3 *C *V, where

V is calculated with the following formula:

V =3i*Vj
Vi = Vpri + Vtri

Vpri = max(Pi; Plastl) + Pexistingl + Pruturel
Viui=TR;

where:
P; — the estimated value of the premiums to be earned during the 12 months following
the reporting month on the “i” class of insurance, deducted by the portion of the
reinsurer,
Plasti - the amount of premiums, earned on the “i" class of insurance during the
reporting month and preceding 11 months on contracts on life insurance, deducted by
the portion of the reinsurer,

2
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Pexistingl — the estimated value of the premiums to be earned after 12 months,
following the reporting month, on contracts on the “i”’ class of insurance, existing as

of the last day of the reporting month, deducted by the portion of the reinsurer,

Pfuturel - the estimated value of the premiums to be earned after 12 months, following
the reporting month, on contracts on the “i”’ class of insurance, entering into force
within 12 months following the reporting month, deducted by the portion of the

reinsurer,
TR; — the amount of claims reserves, formed as of the last day of the reporting month

on the

[{3%2]
1

“C” is calsulated with the following formula:

where:

c=1 J 2y, Corry; GV G,
v

class of insurance, deducted by the portion of the reinsurer.

I
_\II (CoriVpri)® +CoriCrriVpriVeri +(Ceri Vers) 2

C, =
Vari+ Viri

Vi, Vi, Vpi, Vi — indicators, calculated in accordance with this Appendix
Cpri, Cui — indicators, specified for “i” class of insurance, in accordance with the

following table:
Table 1
No. Insurance classes Cpr Cud
1 Land motor vehicle liability insurance 10% 9%
2 Land vehicles and railway rolling stock insurance 8% 8%
3 Aircraft insurance, ships insurance, goods (cargo) in transit 15% 11%
insurance, aircraft and ships liability insurance,
4 Fire and natural catastrophe insurance, other damage to 8% 10%
property insurance,
5 General liability insurance 14% 11%
6 Credit insurance, surety insurance 12% 9%
7 Litigation and extrajudicial costs insurance 7% 12%
8 | Assistance insurance 9% 20%
9 Financial loss insurance 13% 20%
Corr;j; — correlation coefficients in accordance with the following table:
Table 2
Corr;; 1 2 3 4 5 7 8 9

Consecutive numbers of
insurance classes, in
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accordance with Table 1
of this Appendix

1 1
2 0.5 1
3 0.5 | 0.25 1
4 0.25 ] 0.25 | 0.25 1
5 0.5 | 0.25 ] 0.25 | 0.25 1
6 025 1]1025]025 0251 0.5 1
7 0.5 ] 05 |1025(1025] 05 ] 0.5 1
8 0251 05 | 05 | 05 [025]025]025| 1
9 0510505 |1051]05]05)051]05](1

SECTION 3. THE CAPITAL, REQUIRED FOR CATASTROPHE RISK

4. The amount of the capital, required for catastrophe risk (RCca), is calculated with
the following formula:

RCeat= *v'lfRCﬁ:.-:'ﬂl"crzr + RC}-:'IMmr

where:

RCnatcat — the capital, required for natural catastrophe risk, calculated in accordance

with Chapter 2 of this Appendix

RCmmeat — the capital, required for man-made catastrophe risk, calculated in

accordance with Chapter 3 of this Appendix.

5. When calculating the amount of capital, required for catastrophe risk, the scenario-
based approach is applied, which means that the requirement on capital is defined by
measuring the impact of a certain scenario on the amount of total capital of the insurance

company (ATC), taking into consideration the reinsurance contracts, the volumes of
already established technical reserves and other factors.

6. The RC= ATC]IL note in this Appendix means, that the amount of capital, required
for the given type of risk is equal to the change of the amount of total capital of the
insurance company in case of occurrence of a one-time “L” loss. Meanwhile, the ATC is a

positive figure, when the observed scenario brings to a decline of the insurance company’s
total capital. When the observed scenario brings to an increase of the insurance company’s
total capital, then in that case the amount of the required capital is equal to 0.

7. When measuring the natural catastrophe risk, the insurance contracts on the
insurance classes, specified in paragraphs 3-9 of part 2 or Article 7 of the Law of the RA
“On insurance and insurance activity”, are observed in the calculation of the indicators,
specified by this Appendix.

CHAPTER 2. CAPITAL REQUIREMENT FOR NATURAL CATASTROPHE RISK
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1. The amount of capital, required for natural catastrophe risk (RCnateat), i calculated
with the following formula:
RCnaTeat = VYRC2  where

i — the risks of windstorm, earthquake, flood, hail, subsidence
RC;i — the amount of capital, required for the risk i

2. The amount of capital, required for windstorm risk (RCwindstorm) 1s calculated with
the following formula:

[
R('winrisrorm = JEC" }+RCf

[windstrom,R4 (windstrom,other)]

RC(windstorm,rA) = max (RCwindstorm,RA pr); RCwindstorm,IC))
RCwindstorm,ic) = ATC|L windstorm, 1)

Lwindstorm,ic) = 0.0008*IConwindstorm

RC(windstorm, RA,pr) = ATC|L (windstorm,RA.pr)

L(windstorm,RA,pr) = 1-75maX(PR(windstorm,RA,p); PR(windstorm,RA,ﬁ

RC(Windstorm, other) = ATC|L(windstorm,other)

Lwindstorm,other) = 1.75max (PR (windstorm,other,p); PR (windstorm,other,f))

where:

IConwindstorm — the total insurance sum (insurance cover), specified by insurance contracts of
the insurance company, insuring the insurance object from the windstorm risk as of the last
day of the reporting month (deducted by the amount of unconditional non-compensated
sum), when the risk/insurance object is located within the territory of the Republic of
Armenia and the Republic of Artsakh,

PR (windstorm,RA,p) — the amount of gross insurance premiums earned in the reporting month
and preceding 11 months on the insurance contracts insuring the insurance object from
windstorm risk, when the risk/insurance object is located within the territory of the
Republic of Armenia and the Republic of Artsakh,

PR(windstorm,rAf) - the estimated amount of gross insurance premiums to be earned in 12
months following the reporting month on the insurance contracts insuring the insurance
object from windstorm risk, when the risk/insurance object is located within the territory of
the Republic of Armenia and the Republic of Artsakh,

PR (windstorm,other,p) - the amount of gross insurance premiums earned in the reporting month
and preceding 11 months on the insurance contracts insuring the insurance object from
windstorm risk, when the risk/insurance object is located outside the territory of the
Republic of Armenia and the Republic of Artsakh,

PR (windstorm,other,f) - the estimated amount of insurance premiums to be earned in 12 months
following the reporting month on the insurance contracts insuring the insurance object from
windstorm risk, when the risk/insurance object is located outside the territory of the
Republic of Armenia and the Republic of Artsakh.
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3. The amount of capital, required for hail risk (RChai) is calculated with the following
formula:

[
= |prt 2
RChai = |RChannn +RE

(hai (hail.other)

RChail,ra) = max (RCnai,rA.pr); RC(hail1c))
RC(nait,ic) = ATC|L nait,ic)

Lhailic) = 0.001*IConhail

RChait, RA.pr) = ATC|L (hail.RA.pr)

Lhait,rA,pr) = 0.3max (PR nail,rA,p); PR(hail,rA.f

RC(nail, other) = ATC|L hail,other)

L(hail,othery = 0.3max (PR (hail,other,p); PR (hail,other, 1))

where:

IConmail — the total insurance sum (insurance cover), specified by insurance contracts of the
insurance company, insuring the insurance object from the hail risk as of the last day of the
reporting month (deducted by the amount of unconditional non-compensated sum), when
the risk/insurance object is located within the territory of the Republic of Armenia and the
Republic of Artsakh,

PRnail,rA,p) — the amount of gross insurance premiums earned in the reporting month and
preceding 11 months on the insurance contracts insuring the insurance object from hail
risk, when the risk/insurance object is located within the territory of the Republic of
Armenia and the Republic of Artsakh,

PRnail,rA,f - the estimated amount of gross insurance premiums to be earned in 12 months
following the reporting month on the insurance contracts insuring the insurance object from
hail risk, when the risk/insurance object is located within the territory of the Republic of
Armenia and the Republic of Artsakh,

PR (hail,other,p) - the amount of gross insurance premiums earned in the reporting month and
preceding 11 months on the insurance contracts insuring the insurance object from hail
risk, when the risk/insurance object is located outside the territory of the Republic of
Armenia and the Republic of Artsakh,

PR (nail,other,n) - the estimated amount of insurance premiums to be earned in 12 months
following the reporting month on the insurance contracts insuring the insurance object from
hail risk, when the risk/insurance object is located outside the territory of the Republic of
Armenia and the Republic of Artsakh.

4. The amount of capital, required for earthquake risk (RCearthquake) is calculated with
the following formula:

[
N 2
Rcﬂﬂrthuﬂkﬂ "'il Ecl:aﬂrrhquﬂka,}?ﬁ}+Rcl:mrrhqurzka,orhar}
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RC(earthquake,RA) = max (RC(earthquake,RA,pr); RC(earthquake,lC))

P

Rcl:earﬂjquake,lﬂ} = |L. Rcl:‘amrrhquﬂka,[f}i
& i=1

RC(earthquake,iC)i = ATC|L (carthquake,I1C)i

L(earthquake,ic) = 0.025*ICon earthquakel

RC(carthquake, RA pr) = ATC|L carthquake,R A pr)

L(earthquake,RA,pr) = 1.2max(PR (earthquake,RA,p); PR (carthquake,RA,f)
RC(carthquake, other) = ATC|L carthquake, other)

L(earthquake,other) = 1-2maX(PR(earthquake,other,p); PR(earthquake,other,f))
where:

[Conearthquakel — the total insurance sum (insurance cover), specified by insurance contracts,
insuring the insurance object, located in the territorial group “i”, from the earthquake risk
as of the last day of the reporting month (deducted by the amount of unconditional non-
compensated sum).

For the meaning of this paragraph, the territorial groups are:

Group 1 — Yeravan

Group 2 — Ararat, Armavir, Aragatsotn, Vayots Dzor,

Group 3 — Lori, Shirak, Tavush, Gegharquniq,

Group 4 — Kotayk

Group 5 — Syunik

Group 6 — Artsakh

If the insured object is simultaneously located in more than 1 territorial group, then when

calculating the Iconeartmquakel, the principle, specified by paragraph 28.2 of this Regulation,
should apply.

PR (carthquake,RA,p) — the amount of gross insurance premiums earned in the reporting month
and preceding 11 months on the insurance contracts insuring the insurance object from
earthquake risk, when the risk/insurance object is located within the territory of the
Republic of Armenia and the Republic of Artsakh,

PR (carthquake,rA,n) - the estimated amount of gross insurance premiums to be earned in 12
months following the reporting month on the insurance contracts insuring the insurance
object from earthquake risk, when the risk/insurance object is located within the territory of
the Republic of Armenia and the Republic of Artsakh,

PR (carthquake,other,p) - the amount of gross insurance premiums earned in the reporting month
and preceding 11 months on the insurance contracts insuring the insurance object from
earthquake risk, when the risk/insurance object is located outside the territory of the
Republic of Armenia and the Republic of Artsakh,

PR (earthquake,other,f) - the estimated amount of insurance premiums to be earned in 12 months
following the reporting month on the insurance contracts insuring the insurance object from
earthquake risk, when the risk/insurance object is located outside the territory of the
Republic of Armenia and the Republic of Artsakh.
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5. The amount of capital, required for flood risk (RCrood) is calculated with the
following formula:

I
= | Z 2
Rcf!ood ﬁq|Rcl:f!cod,RA:I+RC|}!GE|‘1‘,GEHE?"}

RC(f1ood.rA)= max (RC(flood.RA pr); RC(flood.10))
RCf100d,1c) = ATC|Lf100d,1C)

L (flood,ic) = 0.001*ICon fio0d

RCflood, RA,pr) = ATC|L(fl00d,RA,pr)

Lfiood,RA,pr) = 1.1max(PRfiood,rA,p); PR(flood,RA,D

RC(ﬂood, other) = A’1-‘C|L(ﬂood,other)

Lflood,othery = 1.1max(PR (flood,other,p); PR(flood,other, 1)

where:

ICon fi00d — the total insurance sum (insurance cover), specified by insurance contracts of
the insurance company, insuring the insurance object from the flood risk as of the last day
of the reporting month (deducted by the amount of unconditional non-compensated sum),
when the risk/insurance object is located within the territory of the Republic of Armenia.
Exceptions are applied for the risks/insured objects, located in Ararat, Armavir, Kotayk,
Syunik and Vayots Dzor regions, the respective factors on which are not included in the
calculation,

PR(fio0d,rA,p) — the amount of gross insurance premiums earned in the reporting month and
preceding 11 months on the insurance contracts insuring the insurance object from flood
risk, when the risk/insurance object is located within the territory of the Republic of
Armenia. Exceptions are applied for the risks/insured objects, located in Ararat, Armavir,
Kotayk, Syunik and Vayots Dzor regions, the respective factors on which are not included
in the calculation.

PR(fi00d,RA,f) - the estimated amount of gross insurance premiums to be earned in 12 months
following the reporting month on the insurance contracts insuring the insurance object from
flood risk, when the risk/insurance object is located within the territory of the Republic of
Armenia and the Republic of Artsakh. Exceptions are applied for the risks/insured objects,
located in Ararat, Armavir, Kotayk, Syunik and Vayots Dzor regions, the respective factors
on which are not included in the calculation,

PR(flood,other,p) - the amount of gross insurance premiums earned in the reporting month and
preceding 11 months on the insurance contracts insuring the insurance object from flood
risk, when the risk/insurance object is located outside the territory of the Republic of
Armenia and the Republic of Artsakh,

PR(fl0od other,t) - the estimated amount of insurance premiums to be earned in 12 months
following the reporting month on the insurance contracts insuring the insurance object from
flood risk, when the risk/insurance object is located outside the territory of the Republic of
Armenia and the Republic of Artsakh.

If it is not possible to define in which region of the Republic of Armenia the insured object
is located (for example, the information is not included in the insurance company’s
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database, the insured object is movable, etc.), then the information about the given object is
included in the calculation of capital for the flood risk.

6. The amount of capital, required for subsidence risk (RCsubsidence) 1s calculated with
the following formula:

Rcsubsidence = ATC|Lsubsidence

L subsidence = 0.0005*ICon sybsidence

where

ICon subsidence - the total insurance sum (insurance cover), specified by insurance
contracts, insuring the insurance object from the subsidence risk as of the last day of
the reporting month (deducted by the amount of unconditional non-compensated sum).
The calculation of this indicator excludes the insurance sum (insurance cover) of the
risks/insurance objects, which are located in Armavir and Ararat regions.

If it is not possible to define in which region the insured object is located (for example,
the information is not included in the insurance company’s database, the insured object
is movable, etc.), then the information about the given object is included in the
calculation of capital for subsidence risk.

CHAPTER 3. CAPITAL REQUIREMENT FOR MAN-MADE CATASTROPHE RISK

7. The amount of capital, required for man-made catastrophe risk (RCmmcat) is
calculated with the following formula:

RCmmeat = VY RC2  where

i — the risks of aviation, fire, liability, credit and surety, cargo and financial losses
RC; — the amount of capital, required for the risk i

8. The amount of capital, required for aviation risk (RCaviation) is calculated with the
following formula:

RCaviation = ATC | Laviation

L aviation = max(IConi)

where

ICon; - the total insurance sum (insurance cover), specified by “i” insurance
contract/contracts on aircraft and aviation liability insurance existing as of the last day
of the reporting month, deducted by the amount of unconditional non-compensated

sum).

9. The amount of capital, required for fire risk (RCrre) is calculated with the following
formula:

RCﬁre = ATC|Lﬁre
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Lfire = ICon;
where
ICon; — the amount of the biggest concentration of fire risk of the insurance company,
which is equal to the total sum of insurance sums (deducted by the amount of unconditional
non-compensated sum) of the group of insurance objects, having the biggest insurance sum
(deducted by the amount of unconditional non-compensated sum) as of the last day of the
reporting month, if the following requirements are met:
1) the insurance object is insured under the insurance class, specified in paragraph 8 of
part 2 of Article 7 of the Law of the RA “On insurance and insurance activity” and
covers the damage to the property in the result of a fire or an explosion (including a
terrorist attack),
2) all the insured objects are fully or partially located within the territory with a radius
of 200 meters.
The insured objects of the group may be insured with one or several insurance
contracts.

10. The amount of capital, required for liability risk (RCiap) is calculated with the
following formula:

RCliiab) = ATC|Liab)

Liab) = 1.3max(PRiab,p); PR(tiab.f
where:
PRiab,p) — the amount of gross insurance premiums earned in the reporting month and
preceding 11 months on the total liability insurance contracts.
PRiab, - the estimated amount of gross insurance premiums to be earned in 12 months
following the reporting month on the total liability insurance contracts.

11. The amount of capital, required for credit and surety risk (RCeredit) is calculated with
the following formula:

|
Rccrsdir = |RC
A

2

defoult

+RC3

recession

RCefautt = ATC|Ldefault

Ldefautt = max(ICon;)

RCrecession = ATC|Lrecession

Lrecession = Max(PR recession,p); PR(recession,f)

where:

ICon; - the total insurance sum (insurance cover), specified by credit insurance and/or
surety contract/contracts on person “i” existing as of the last day of the reporting month,
deducted by the amount of unconditional non-compensated sum,

PR (recession,p) — the amount of gross insurance premiums earned in the reporting month and
preceding 11 months on classes of credit insurance and surety,
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PR (recession,f) - the estimated amount of gross insurance premiums to be earned in 12 months
following the reporting month on classes of credit insurance and surety.

12. The amount of capital, required for cargo risk (RCcargo) is calculated with the
following formula:

RC (cargo) — ATC |Lcargo

Leargo = max(PRcargo,p); PR cargo,
where:
PR(cargo,p) — the amount of gross insurance premiums earned in the reporting month and
preceding 11 months on classes of cargo insurance,
PR (recession,f) - the estimated amount of gross insurance premiums to be earned in 12 months
following the reporting month on classes of cargo insurance.

13. The amount of capital, required for financial losses risk (RCrn) is calculated with
the following formula:

RCfin) = ATC|Lfin
Ln = 0.4max(PRfin,p); PRfin,
where:
PR(finp) — the amount of gross insurance premiums earned in the reporting month and
preceding 11 months on classes of financial losses insurance,

PRfinp - the estimated amount of gross insurance premiums to be earned in 12 months
following the reporting month on classes of financial losses insurance.
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Appendix 6

“Limits, procedure of formation

and calculation of main prudential standards
of insurance activity, criteria for

qualifying reinsurers as not prohibited”
Regulation 3/02

CALCULATION OF THE AMOUNT OF CAPITAL, REQUIRED AGAINST
HEALTH UNDERWRITING RISK

SECTION 1. GENERAL PROVISIONS
14. The amount of capital, required against health underwriting risk in order to include

in calculation of the capital adequacy ratio (RCheatn) is calculated with the following
formula:

, where:

cat cat

[
RCron-ife = w'lRCPzr + RCZ,. + 0.5 % RC,, * RC

RCp: — the capital, required for the risk of insurance premiums and technical reserves,
calculated in accordance with this Appendix

RCcat — the capital, required for catastrophe risk, calculated in accordance with this
Appendix

15. The calculations of capital in accordance with this Appendix, required for health
underwriting risk, include the respective indicators on insurance classes, specified by
paragraphs 1 and 2 of part 2 of Article 7 of the Law of the Republic of Armenia “On
insurance and insurance activity”.

SECTION 2. THE CAPITAL REQUIREMENT FOR INSURANCE PREMIUMS
AND TECHNICAL RESERVE RISK

16. The amount of capital, required for insurance premiums and technical reserve risk
(RCyy) is calculated with the following formula:
RCpr =3 *C *V, where

V is calculated with the following formula:

V =>i*Vi
Vi = Vpri + Vtri

Vpri = maX(Pi; Plasti) + Pexistingi + Phuturel

Vtri = TR1
where:
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P; — the estimated value of the premiums to be earned during the 12 months following
the reporting month on the “i” class of insurance, deducted by the portion of the
reinsurer,

Plasti - the amount of premiums, earned on the “i” class of insurance during the
reporting month and preceding 11 months, deducted by the portion of the reinsurer,
Pexistingl — the estimated value of the premiums to be earned after 12 months,
following the reporting month, on contracts on the “i”’ class of insurance, existing as
of the last day of the reporting month, deducted by the portion of the reinsurer,

Pfuturel - the estimated value of the premiums to be earned after 12 months, following
the reporting month, on contracts on the “i”’ class of insurance, entering into force
within 12 months following the reporting month, deducted by the portion of the
reinsurer,

TR; — the amount of claims reserves, formed as of the last day of the reporting month
on the “i” class of insurance, deducted by the portion of the reinsurer.

“C” is calsulated with the following formula:

O = i JZL_{ CGTT{jC{I"EC;Iﬂ
Vv

I
_\II (CoriVpri)® +CoriCrriVpriVeri +(Ceri Vers) 2

C,=
Vari+ Viri

where:
Vi, Vi, Vpi, Vi — indicators, calculated in accordance with this Appendix

Cpri, Cui — indicators, specified for “i” class of insurance, in accordance with the

following table:
Table 1
No. Insurance classes Cprd Cul
1 | Health insurance 7% 10%
2 Accident insurance 9% 13%

Corrjj — correlation coefficients between health insurance and accident insurance,
which is equal to 0.5.

SECTION 3. THE CAPITAL, REQUIRED FOR CATASTROPHE RISK

17. When calculating the amount of capital, required for catastrophe risk, the scenario-
based approach is applied, which means that the requirement on capital is defined by
measuring the impact of a certain scenario on the amount of total capital of the insurance

company (ATC), taking into consideration the existing reinsurance contracts (if they are not

60



yet included in calculation of one-time loss “L”), the volumes of already established
technical reserves and other factors.

18. The RC= ATC|L note in this Appendix means, that the amount of capital, required
for the given type of risk is equal to the change of the amount of total capital of the
insurance company in case of occurrence of a one-time “L” loss. Meanwhile, the ATC is a

positive figure, when the observed scenario brings to a decline of the insurance company’s
total capital. When the observed scenario brings to an increase of the insurance company’s
total capital, then in that case the amount of the required capital is equal to 0.

19. When measuring the natural catastrophe risk, the insurance contracts on the
insurance classes, specified in paragraphs 1 and 2 of part 2 or Article 7 of the Law of the
RA “On insurance and insurance activity”, are observed in the calculation of the indicators,
specified by this Appendix.

20. The amount of capital, required for catastrophe risk (RCca) is calculated with the
following formula:

+ RC?

eSS conc pondaemic

[
RCeat= |RC2 4. + RCY
R

where:

RCmass — the amount of capital, required for mass accident, calculated in accordance with
this section,

RCconc - the amount of capital, required for concentration risk, calculated in accordance
with this section,

RCpandemic - the amount of capital, required for pandemic risk, calculated in accordance with
this section.

21. The amount of capital, required for mass accident (RCnmass) is calculated with the
following formula:

RCinass = ATC|Lmass

L mass = 0.0015*}CilS;
where:
ISi - the grant total of maximum sums (insurance sum, deducted by the amount of
unconditional non-compensated sum), payable in case of occurrence of the “i” type of
damage to the persons, insured against “i” type of damage, in accordance with health and
accident insurance contracts, existing as of the last day of the reporting month.
Ci — the coefficient of “i”’ type of damage, in accordance with the following table:

Table 1
Death 10%
Permanent disability 1.5%
Temporary disability (1-10 years) 5%
Temporary disability (up to 1 year) 13.5%
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Medical treatment necessity 30%

22. The amount of capital, required for concentration risk (RCconc) is calculated with the
following formula:

RCeonc = ATC|Lconc
L conc = Nconc*ZiCiAVISi

N;
1
AU.{SE = F Z '{Sl:i_._;l':l
L _J:J.

where:

Neone — the number of persons, insured with insurance contracts, included in the largest
concentration group existing in the portfolio of health and accident insurance as of the
last day of the reporting month. The largest concentration is the group of insurance
contracts, for which the following conditions are satisfied simultaneously:

- the persons with the contracts, included in the group, are insured against at least
one of the damages, mentioned in Table 1 of this Section,

- the persons, insured by the contracts, included in the group, work and/or live in
the same building,

""'-r . .
- for the given group of the contracts the amount i, =1 15 ; 5 1s the biggest.

(&5}
N; — the number of persons, insured against “i”
the biggest concentration group,

IS(ij) — the maximum sum (insurance sum, deducted by the amount of unconditional
non-compensated sum), payable to the “j” insured person in case of occurrence of the
“i” type of damage,

Ci - the coefficient of “i” type of damage, in accordance with Table 1 of this Section.

type of damage, which are included in

23. The amount of capital, required for pandemic risk (RCpandemic) is calculated with the
following formula:

RCpandemic = ATC|Lpandemic

L pandemic = 0.000075*Y5IS;%8! + 0.4% Y IS;e*P
where:
i — the number of persons, insured with health insurance contracts as of the last day of the
reporting period, if according to the insurance contract, a coverage is specified for
compensation of medical expenses and lost salary (benefits), caused by an infectious
disease,
IS - the maximum sum (insurance sum, deducted by the amount of unconditional non-
compensated sum), payable to the “i” insured person against the lost salary (benefits)
caused by the permanent disability due to an infectious disease,

I[S;®*P - the maximum sum (insurance sum, deducted by the amount of unconditional
non-compensated sum), payable to the “i” insured person for a compensation of
medical expenses caused by the permanent disability due to an infectious disease.
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Appendix 7

“Limits, procedure of formation

and calculation of main prudential standards
of insurance activity, criteria for

qualifying reinsurers as not prohibited”
Regulation 3/02

CALCULATION OF THE AMOUNT OF CAPITAL, REQUIRED AGAINST LIFE
UNDERWRITING RISK

1. The amount of capital, required against life underwriting risk (RCliit) is the sum of
capital requirements, calculated for separate classes of life insurance, in accordance with
this Chapter.

2. For an insurance company, conducting activity with life insurance classes, specified
by paragraphs 1 and/or 2 of part 4 of Article 7 of the Law of the Republic of Armenia “On
insurance and insurance activity” (except for accident and health insurance provided in
addition to life insurance contracts), the capital requirement against the mentioned classes
is the sum of amounts, calculated with the mathematical reserve method and the “Capital at
risk” method.

3. In case of life insurance, the amount, calculated with the mathematical reserve
method, is calculated with the following formula:

AMR = MR*CR*0.04

where:

AMR - the amount, calculated with the mathematical reserve method in case of life

insurance,

CR — coefficient of reinsurance — the ratio of the mathematical reserve (deducted by the

share of the reinsurer in the mathematical reserve), established on contracts on

respective class (classes) of life insurance as of the last day of the reporting month, to
the amount of mathematical reserve, established on contracts on respective class

(classes) of life insurance as of the last day of the reporting month. If CR is less than

0.85, then it is taken as 0.85 in the calculation of the formula.

4. 1In case of life insurance, the amount, calculated with the “Capital at Risk” method,
is calculated with the following formula:

CaR = RiskyC*CR*0.003

where:

CaR — the amount, calculated with the “Capital at Risk” method in case of life

insurance,

RiskyC — the amount of risky capital as of the Ist day of the reporting month, which is

the difference between the amount of the insurance sum, specified by the contracts of

respective class (classes) of life insurance, and the amount of the mathematical reserve,

established on those contracts. Meanwhile, if the insurance contract specifies a

payment of the insurance sum through annuity or a payment in parts or another form of

regular payments is specified, then the risky capital is calculated as the difference
between the present (discounted) value of those sums and the mathematical reserves,
established on those contracts,
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CR — coefficient of reinsurance — the ratio of the difference between the amount of
risky capital, calculated on respective class (classes) of life insurance and the share of
the reinsurer in that amount (net risky capital) as of the last day of the reporting
month, to the gross amount of risky capital, calculated on respective class (classes) of
life insurance as of the last day of the reporting month. If CR is less than 0. 5, then it is
taken as 0.5 in the calculation of the formula.

5. If on separate contracts of life insurance the risky capital is negative, then in the
calculation with “Capital at Risk” method it is taken as 0.

6. For those contracts of life insurance, on which the insurance indemnity is paid only
in case of death within a certain period (term life insurance) and the expiration date of the
contract does not exceed 3 years, then when using the “Capital at Risk” method, a
coefficient of 0.001 is used instead of 0.003 in the formula, specified in paragraph 13 of
this Appendix; and if the expiration date of the contracts exceeds 3 years but does not
exceed 5 years, then the coefficient of 0.0015 is applied.

7. For the insurance company, providing accident, health insurance in addition to the
life insurance contracts, specified by paragraph 1 of part 4 of Article 7 of the Law of the
Republic of Armenia “On insurance and insurance activity”, the required amount of
solvency (RAS) on the mentioned class is calculated in accordance with the requirements,
defined by Chapter 1 of this Appendix, specified for insurance companies, providing non-
life insurance,

8. For the insurance company, conducting activity on the class of life insurance,
specified by paragraph 3 of part 4 of Article 7 of the Law of the Republic of Armenia “On
insurance and insurance activity”, the capital requirement on the mentioned class is
calculated as 25 percent of administrative expenses (administrative and PR expenses,
training expenses and other non-interest expenses), accrued on the given class of insurance
during the reporting month and preceding 11 months. Meanwhile, the calculation of
administrative expenses on the given class is done with the principle of proportionality,
which means that the share of insurance premiums accrued on the given class of insurance
in gross insurance premiums, accrued by the insurance company during the reporting
month and preceding 11 months, is applied to the total administrative expenses, accrued by
the insurance company during the same period.

9. For the insurance company, conducting activity on the class of life insurance,
specified by paragraphs 4 and(or) 6 of part 4 of Article 7 of the Law of the Republic of
Armenia “On insurance and insurance activity”, the capital requirement on the mentioned
classes is calculated with the mathematical reserve method.

10. For the insurance company, conducting activity on the class of life insurance,
specified by paragraph 5 of part 4 of Article 7 of the Law of the Republic of Armenia “On
insurance and insurance activity”, the capital requirement on the mentioned class is equal
to 1 percent of assets, accumulated under tontine.
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