





REPORT OF THE BOARD OF DIRECTORS

The Board of Directors (“the Directors™) is pleased to submit their report together with the
audited financial statements of Advanced Bank of Asia Limited ("the Bank") for the year ended
31 December 2012,

ADVANCED BANK OF ASIA

The Bank was incorporated on 25 October 1996 and registered with the Ministry of Commerce
as a private limited liability company under register number Co-322/97E dated 25 October 1996.

PRINCIPAL ACTIVITIES

The Bank is principally engaged in all aspects of banking business and the provision of related
financial services in Cambodia.

RESULTS OF OPERATIONS AND DIVIDEND

The results of operations for the year ended 31 December 2012 are set out in the income
statement on page 8.

No dividends were declared or paid during the year ended 31 December 2012.
STATUTORY CAPITAL

There were no changes in the issued and paid-up capital of the Bank during the year.
RESERVES AND PROVISIONS

There were no material movements to or from reserves and provisions during the year under
review.

BAD AND DOUBTFUL LOANS AND ADVANCES

Before the financial statements of the Bank were drawn up, the Directors took reasonable steps to
ascertain that action had been taken in relation to the writing off of bad loans and advances or
making of provisions for doubtful loans and advances, and satisfied themselves that all known
bad loans and advances had been written off and that adequate provisions have been made.

At the date of this report and based on the best of knowledge, the Directors are not aware of any
circumstances which would render the amount written off for bad loans and advances or the
amount of the provision for bad and doubtful loans and advances in the financial statements of
the Bank inadequate to any material extent.

CURRENT ASSETS

Before the financial staiements of the Bank were drawn up, the Directors took reasonable steps to
ensure that any current assets, other than debts which were unlikely to be realised in the ordinary
course of business at their values as shown in the accounting records of the Bank, have been
written down to an amount which they might be expected to realise.
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CURRENT ASSETS (continued)

At the date of this report and based on the best of knowledge, the Directors are not aware of any
circumstances which would render the values attributed to the current assets in the financial
statements of the Bank misleading in any material respect.

VALUATION METHODS

At the date of this report and based on the best of knowledge, the Directors are not aware of any
circumstances that have arisen which would render adherence to the existing method of valuation
of assets and liabilities in the financial statements of the Bank misleading or inappropriate in any
material respect.

CONTINGENT AND OTHER LIABILITIES
Al the date of this report, there is:

(a) no charge on the assets of the Bank which has arisen since the end of the financial period
which secures the liabilities of any other person, and

(b) no contingent liability in respect of the Bank that has arisen since the end of the financial
period other than in the ordinary course of banking business.

No contingent or other liability of the Bank has become enforceable, or is likely to become
enforceable within the period of twelve months after the end of the financial period which, in the
opinion of the directors, will or may have a material effect on the ability of the Bank to meet its
obligations as and when they become due.

CHANGE OF CIRCUMSTANCES

At the date of this report, the Directors are not aware of any circumstances, not otherwise dealt
with in this report or the financial statements of the Bank, which would render any amount stated
in the financial statements misleading in any material respect.

ITEMS OF AN UNUSUAL NATURE

The results of the operations of the Bank for the year ended 31 December 2012 were not, in the
opinion of the Directors, materially affected by any item, transaction or event of a material and
unusual nature.

There has not arisen in the interval between the end of the year and the date of this report any
item, transaction or event of a material and unusual nature likely, in the opinion of the Directors,
to substantially affect the results of the operations of the Bank for the current financial year in
which this report is made.
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RESPONSIBILITIES OF THE DIRECTORS IN RESPECT OF THE FINANCIAL
STATEMENTS

The Directors are responsible to ensure that the financial statements are properly drawn up so as
to present fairly, in all material respects, the financial position of the Bank as at 31 December
2012 and of its financial performance and cash flows for the year then ended. In preparing these
financial statements, the Directors are required to:

i)  adopt appropriate accounting policies which are supported by reasonable and prudent
judgements and estimates and then apply them consistently;

ii) comply with the disclosure requirements and Cambodian Accounting Standards and the
National Bank of Cambodia’s guidelines or, if there have been any departures in the
interests of fair presentation, these have been appropriately disclosed, explained and
quantified in the financial statements;

jii) maintain adequate accounting records and an effective system of internal controls;

iv) prepare the financial statements on a going concern basis unless it is inappropriate to
assume that the Bank will continue operations in the foreseeable future; and

v) effectively control and direct the Bank in all material decisions and actions affecting the
operations and performance and ascertain that such have been properly reflected in the
financial statements.

The Directors confirm that the Bank has complied with the above requirements in preparing the
financial statements.

APPROVAL OF THE FINANCIAL STATEMENTS

The accompanying financial statements has been drawn up so as to present fairly, in all material
respects, the financial position of the Bank as at 31 December 2012, and of its financial
performance and cash flows for the year then ended in accordance with Cambodian Accounting
Standards and the National Bank of Cambodia’s guidelines, were approved by the Board of
Directors.

On behalf of the Board of Directors

Askhat Azhikhanov
Chief Executive Officer

Date: 22 March 2013
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REPORT OF INDEPENDENT AUDITORS
TO THE SHAREHOLDERS AND BOARD OF DIRECTORS OF ADVANCED BANK OF
ASIA LIMITED

We have audited the accompanying financial statements of Advanced Bank of Asia Limited
(“the Bank™), which comprise the balance sheet as at 31 December 2012, and the related income
statement, statement of changes in equity, and cash flow statement for the year then ended, and a
summary of significant accounting policies and other explanatory notes.

Management’s responsibility

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with Cambodian Accounting Standards and the National Bank of Cambodia’s
guidelines. This responsibility includes: designing, implementing and maintaining internal
control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditors ' responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with Cambodian International Standards on Auditing
(“CISA™) and the requirements of the National Bank of Cambodia (“NBC”). Those principles
require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance as to whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditors consider
internal control relevant to the Bank's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Bank’s internal control. An
audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by Management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

An independent member of A Global Association of Independent Professional Firms
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2.1

ADVANCED BANK OF ASIA LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

GENERAL INFORMATION

Advanced Bank of Asia Limited (“the Bank™) was incorporated in Cambodia on 25 October 1996
under Registration No. Co. 322/97E dated 25 October 1996 granted by the Ministry of
Commerce and commenced operations on 25 October 1996.

The Bank is principally engaged in all aspects banking business and the provision of related
financial services in the Kingdom of Cambodia. On 28 November 2006, the Bank was granted a
permanent banking licence No.14 from the National Bank of Cambodia (“NBC”).

The registered office of the Bank is located at No. 148, Preah Sihanouk Blvd., Sangkat Boeung Keng
Kang I, Khan Chamkarmon, Phnom Penh, Kingdom of Cambodia.

As at 31 December 2012, the Bank employed 313 employees (2011: 224 employees).

There have been no significant changes in the nature of these principal activities during the
financial year.

The financial statements were authorised for issue by the Board of Directors on 22 March 2013.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these financial statements are set
out below. These policies have been consistently applied to all the years presented, unless
otherwise stated.

Basis of preparation

The financial statements of the Bank are prepared under the historical cost convention in
accordance with the guidelines issued by the NBC and Cambodian Accounting Standards (“CAS”).
In applying CAS, the Bank also applies the Cambodian International Financial Reporting
Standard (“CIFRS™) 7: Financial Instruments: Disclosures. This practice differs from the
International Financial Reporting Standards which require that loans and receivables be carried at
amortised cost using the effective interest method of any difference between the initial amount and
the maturity amount, and minus any reduction for impairment or uncollectability.

The preparation of financial statements in conformity with CAS as modified by NBC guidelines
requires the use of estimates and assumptions that affect the amounts reported in the financial
statements as at and for the year ended and accompanying notes. The estimates have been made
based on existing available information and Management’s best knowledge of current event and
actions; and therefore the actual results ultimately may differ from those estimates.

The accompanying financial statements are prepared for jurisdiction of Cambodia and are not
intended to present the financial position and its financial performance and cash flows in
accordance with generally accepted accounting principles and practice in other countries and
those who are not informed about Cambodia’s procedures and practices.



2.

ADVANCED BANK OF ASIA LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

New accounting standards and interpretations

On 28 August 2009, the National Accounting Council, as mandated by Prakas (Circular) No.
068-MEF-Pr dated 8 January 2009 issued by the Ministry of Economy and Finance of Cambodia
, announced the adoption of Cambodian International Financial Reporting Standards (“CIFRS™)
which are based on full International Financial Reporting Standards. Public accountable entities
shall prepare their financial statements in accordance with CIFRS for accounting period
beginning on or after 1 January 2012.

The following Cambodian International Accounting Standards (“CIAS") or CIFRS, which have
been published are relevant and mandatory for the Bank's accounting period beginning on or
after 1 January 2012, but have not been adopted by the Bank:

CIAS 1, Presentation of Financial Statements'

The revised standard prohibits the presentation of items of income and expenses (i.., 'non-
owner changes in equity’) in the statement of changes in equity. All non-owner changes in
equity are to be shown in a performance statement. Entities can opt to present one
performance statement (i.e. statement of comprehensive income) or two statements (i.e.
income statement and statement of comprehensive income). Entities which restate or
reclassify comparative information are required to present a restated balance sheet as at the
beginning comparative period.

CIAS 32, ‘Financial Instruments: Presentation’

The objective of this standard is to establish the principles for presenting financial
instruments as liabilities or equity and for offsetting financial assets and financial liabilities.
It applies to the classification of financial instruments, from the perspective of the issuer,
into financial assets, financial liabilities and equity instruments as well as classification of
related interest, dividends, losses and gains.

CIAS 39, “Financial Instruments: Recognition and Measurement’

The standard establishes principles for recognising and measuring financial assets, financial
liabilities and some contracts to buy or sell non-financial items. Adoption of CIAS 39 will
result in the following revisions to the accounting policies on financial instruments:

dv cus’ Is
Loans and advances to customers are currently stated in the balance sheet at outstanding
principal and interest, less any amounts written off and provision for loan losses. Under
CIAS 39, loans and receivables are initially recognised at fair value - which is the cash
consideration to originate or purchase the loan including any transaction costs - and
subsequently measured at amortised cost using the effective interest rate method.

17



2.

ADVANCED BANK OF ASIA LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.2 New accounting standards and interpretations (continued)

Available for sale financial assets
The bank currently states available for sale financial assets in the balance sheet at

outstanding principal and interest, less any amounts written off and impairment. Under
CIAS 39, available for sale financial assets are initially recognised at fair value, which is
the cash consideration including any transaction costs, and subsequently measured at fair
value with gains and losses being recognised in the statement of comprehensive income,
except for impairment losses and foreign exchange gains and losses, until the financial asset
is derecognised. If available for sale financial asset is determined to be impaired, the
cumulative gain or loss previously recognised in statement of comprehensive income is
recognised in income statement. Interest is calculated using the effective interest method.

Held to maturity financial assets

The bank currently states held to maturity financial assets in the balance sheet at
outstanding principal and interest, less any amounts written off and impairment. Under
CIAS 39, held to maturity financial assets are initially recognised at fair value including
direct and incremental transaction costs and subsequently measured at amortised cost, using
affective interest method.

Deposits from banks and customers
The Bank currently measures deposits from banks and customers at the deposit amount.

CIAS 39 requires that financial liabilities (which include deposits from banks and
customers) to be measured at amortised cost.

Impairment of financial assets
The Bank currently follows the mandatory credit classification and provisioning as required

by Prakas No. B7-09-074 dated 25 February 2009 issued by the Central Bank, as disclosed
in note 2.8 to the financial statements. CIAS 39 requires the Bank to assess at each
reporting date whether there is objective evidence that a financial asset or group of financial
assets is impaired, either on an individual or collective assessment basis. Impairment loss is
measured as the difference between an asset’s carrying amount and present value of
estimated future cash flows (excluding future credit losses that have not been incurred)
discounted at the asset’s original effective interest rate. For the purposes of collective
impairment assessment, assets are grouped on the basis of similar credit risk characteristics.

nterest income interest expense

The Bank currently recognises interest income and expense on an accrual basis at
contractual rates, except where serious doubt exists as to the collectability, interest is
suspended until it is realized on a cash basis. CIAS 39 requires interest income and
expense for all interest-bearing financial instruments to be recognised using the effective
interest method. In respect of a financial asset or a group of similar financial assets which
are impaired, interest income is to be recognised at interest rate used in discounting future
cash flows for purpose of measuring the impairment loss.

12
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ADVANCED BANK OF ASIA LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.2 New accounting standards and interpretations (continued)

e  CIFRS 7, ‘Financial instruments - Disclosures’
The revised standard requires enhanced disclosures in respect of fair value measurement
and liquidity risk. In particular, the amendment requires disclosure of fair values by fair
value measurement hierarchy as follows:

o Level 1 - Quoted prices (unadjusted) in active markets for identical assets or liabilities;

o Level 2 - Inputs, other than quoted prices included within Level 1, that are observable
for an asset or liability, either directly or indirectly; and

o Level 3 - Inputs for an asset or liability that are not based on observable market data.

e  CIFRS 9, ‘Financial instruments’

The standard establishes principles for financial reporting of financial assets that will
present relevant and useful information to users of financial statements for their assessment
of the amounts, timing and uncertainty of the entity's future cash flows. CIFRS 9 specify
the bases for classification and measurement of financial assets, including some hybrid
contracts. They require all financial assets to be: (a) classified on the basis of an entity’s
business model for managing the financial assets and the contractual cash flow
characteristics of a financial asset; (b) initially measured at fair value, plus transaction costs
in the case of a financial asset not at fair value through profit or loss; and (c) subsequently
measured at amortised cost or fair value based on asset classification.

2.3 Foreign currencies translation

(a) Functional and presentation currency

Items included in the financial statements of the Bank are measured using the currency of the
primary economic environment in which the Bank operates (‘the functional currency’).

The national currency of Cambodia is the Khmer Riel (“KHR™). However, as the Bank transacts
essentially in US Dollar (*USD™) and maintains its books of accounts primarily in USD, the
financial statements are presented in USD, which is the Bank’s functional and presentation
currency as it reflects the economic substance of the underlying events and circumstances of the
Bank.

(b) Transactions and balance

Assets and liabilities expressed in currencies other than USD are translated into USD at the rate
of exchange quoted by the NBC at the date of the balance sheet. Income and expenses arising in
foreign currencies are converted at the rate of exchange prevailing on the transaction dates.
Exchange differences arising from conversion are reported on a net basis in the statement of
income.
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ADVANCED BANK OF ASIA LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Translation of United States Dollars into Khmer Riel

In compliance with the requirements of the NBC, all assets, liabilities, profit and loss statement
items in foreign currencies at the end of the year are converted into thousand Khmer Riel
(“KHR'000™) using the official exchange rate announced by the NBC at the balance sheet date,
of 1 USD = 3,995 KHR (31 December 2011: KHR 4,039). The purposes of such conversions are
to comply with NBC’s financial statements presentation guidelines only and should not be
construed as representations that the KHR amounts have been, could be, or could in the future be,
converted into USD at this or any other rate of exchange.

Segment information

The Bank operates within one business segment which is a commercial banking, and within one
geographical segment, the Kingdom of Cambodia

Cash and cash equivalents

Cash and cash equivalents comprise balances with original maturity of three months or less from
the date of acquisition, including cash on hand, non-restricted balance with the National Bank of
Cambodia, demand deposits and balances with other banks that are readily convertible to known
amounts of cash and subject to an insignificant risk of changes in value.

Statutory deposits with central bank

Statutory deposits represent mandatory reserve deposits and cash maintained with the NBC in
compliance with the Law on Banking and Financial Institutions (“LBFI™) and are not available to
finance the Bank's day-to-day operations and hence are not considered as part of cash and cash
equivalents for the purpose of the statement of cash flows.

Loans and advances to customers

Loans originated by the Bank by providing money directly to the borrowers at draw down are
categorised as loans and advances to customers and are carried at outstanding balance and
interest, less allowances for loan loss and any amount written off. Interest in suspense represents
interest accrued on loan receivables that are substandard, doubtful or loss.

Loans are written off when there is no realistic prospect of recovery. Recoveries on loans previously
written off and reversals of previous provisions are disclosed separately together with the net
movement in the provision for bad and doubtful loans and advances in the income statement.

Allowances for loan losses

Allowances for loan losses are based on the latest mandatory credit classification and
provisioning guidelines required by Prakas B7-09-074 dated 25 February 2009 issued by the
NBC. Allowances are made with regard to specific risks on loans individually reviewed and
classified into five classes as normal, special mention, substandard, doubtful and loss regardless
of the assets (except cash) lodged as collateral.
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ADVANCED BANK OF ASIA LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Property and equipment

Property and equipment are stated at historical cost less accumulated depreciation and
impairment losses. Historical cost includes expenditure that is directly attributable to the
acquisition of the items.

Subsequent expenditures are included in the asset’s carrying amount or recognised as a separate
asset, as appropriate, only when it is probable that future economic benefits associated with the
item will flow to the Bank and the cost of the item can be measured reliably. All other repairs and
maintenance are charged to the statement of income during the financial year in which they are
incurred.

Depreciation of property and equipment is calculated on a straight-line basis over the estimated
useful lives of assets at the following rates per annum:

Leaschold improvements 10% - 33%
Computer and IT equipment 16.6% - 33%
Office equipment 33%
Motor vehicle 20%

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount. The recoverable amount is the
higher of the asset’s fair value less costs to sell and value in use.

An item of property and equipment is derecognised upon disposal or when no future economic
benefits are expected from its use or disposal. Gains and losses on disposal are determined by
comparing proceeds with carrying amount and are recognised in income statement.

Intangible assets

Intangible assets, which comprise acquired computer software licenses and related costs, are
stated at cost less accumulated amortisation and impairment loss. Acquired computer software
licenses are capitalised on the basis of the cost incurred to acquire the specific software and bring
it to use. These costs are amortised using the straight-line method at the rate of 5% to 10% per
annum.

Costs associated with maintaining computer software are recognised as an expense when
incurred.

Impairment of assets

Impairment of financial assets other than loans and advances to customers

A financial asset is assessed at each reporting date to determine whether there is any objective
evidence that it is impaired. A financial asset is considered to be impaired if objective evidence

indicates that one or more events have had a negative effect on the estimate future cash flows of
that asset.
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ADVANCED BANK OF ASIA LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Impairment of assets (continued)
Impairment of financial assets other than loans and advances to customers (continued)

An impairment loss in respect of a financial asset is calculated as the difference between its
carrying amount, and the present value of the estimated future cash flows discounted at the
original effective interest rate. Individually significant financial assets are tested for impairment
on an individual basis. The remaining financial assets are assessed collectively in groups that
share similar credit risk characteristics.

All impairment losses are recognised in the income statement. An impairment loss is reversed if the
reversal can be related objectively to an event occurring after the impairment loss was recognised.

Impairment of non-financial assets

Assets that have an indefinite useful life are not subject to amortisation and are tested annually
for impairment. Assets that are subject to amortisation or depreciation are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount may
not be recoverable. Impairment loss is recognised for the amount by which the asset’s carrying
amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair
value less costs to sell and value in use.

Any impairment loss is charged to income statement in the period in which it arises. Reversal of
impairment loss is recognised in the income statement to the extent that the asset’s carrying
amount does not exceed the carrying amount that would have been determined, net of
depreciation and amortisation, had no impairment loss been recognised.

Provisions

Provisions are recognised when the Bank has a present legal or constructive obligation as a result
of past events; it is more likely than not that an outflow of resources will be required to settle the
obligations; and a reliable estimate of the amount of the obligation can be made.

When there are a number of similar obligations, the likelihood that an outflow will be required in
settlement is determined by considering the class of obligations as a whole.

Provisions are measured at the present value of the expenditures expected to be required to settle
the obligation using a pre-tax rate that reflects current market assessments of the time value of
money and the risks specific to the obligation. The increase in the provision due to passage of
time is recognised as interest expense.

Deposits from customers and banks

Deposits from customers and banks are stated at placement value.
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ADVANCED BANK OF ASIA LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Interest income and expense

Interest earned on loans and advances to customers,deposits with the Central Bank and other
banksare recognised on the accrual basis, except whenloans and advances to customers become
doubtful of collection, in which case, no interest is recognised as income.

Where an account is classified as non-performing, recognition of interest income is suspended
until it is realised on a cash basis. Customer’s loan accounts are classified as non-performing
where repayments are in arrears for ninety days and more.

Interest expenses on the deposits and borrowings are recognized on an accrual basis.

Fee and commission income

Loan arrangement fee and commissions are generally recognizedbased on the occurrence when the
service has been provided and consideration received. Commitment fees and guarantee fees on a variety
of services and facilities extended to customers are recognised as income based on time apportionment.

Service charges and processing fees are recognised as income when the service is provided.
Operating leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the
lessor are classified as operating leases. Payments made under operating leases are charged to the
income statement on a straight-line basis over the period of the lease.

Income taxes

Income tax expense for the period comprises current and deferred tax. Income tax is recognised in the
income statement except to the extent that it relates to items recognised directly to equity, in which case
it is recognised in equity. Taxes other than on income are recorded within operating expenses.

Current tax is calculated on the basis of taxable profit using tax rates that have been enacted or
substantially enacted at the balance sheet date in accordance with Cambodian Law on Taxation.

Deferred tax is provided in full, using the liability method, on temporary differences between tax bases
of assets and liabilities and their carrying amounts in the financial statements. The amount of deferred
tax provided is based on the expected manner of realisation or settlement of the carrying amount of
assets and liabilities, using tax rate enacted or substantially enacted at the balance sheet date.

A deferred tax asset is recognised only to the extent that it is more likely than not that future
taxable profits will be available against which the asset can be utilised. Deferred tax assets are
reduced to the extent that it is no longer probable that the related tax benefit will be realised.

Related parties

Parties are considered to be related if one party has the ability, directly or indirectly, to control
the other party or exercise significant influence over the other party in making financial and
operating decisions.
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ADVANCED BANK OF ASIA LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Related parties (continued)

Under the LBFI, the definition of related parties includes parties who hold, directly or indirectly,
at least 10 percent of the capital or voting rights and includes any individual who participates in
the administration, direction, management or internal control of the Bank.

Comparative figures

Comparative figures, where necessary, were reclassified to conform to current year presentation.

USE OF ACCOUNTING ESTIMATES AND JUDGEMENTS

Estimates and judgements are continually evaluated and based on historical experience and other
factors, including expectations with regard to future events that are believed to be reasonable
under the circumstances. The Bank makes estimates and assumptions that affect the reported
amounts of assets and liabilities concerning the future. The resulting accounting estimates will,
by definition, seldom equal the related actual results. The estimates and assumptions that have a
significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year are discussed below.

(a) Impairment losses on loans and advances

The Bank follows the mandatory credit classification and provisioning as required by Prakas No.
B7-09-074 dated 25 February 2009 on asset classification and provisioning in the banking and
financial institutions issued by the NBC. The NBC requires commercial banks to classify their
loans, advances and similar assets into five classes and the minimum mandatory level of
provisioning is provided, depending on the classification concerned and regardless of the assets
lodged as collateral. For the purpose of loan classification, the Bank takes into account all risks
and relevant factors which may affect the counterparties’ repayment abilities.

(b) Income tax

Taxes are calculated on the basis of current interpretation of the tax regulations. However, these
regulations are subject to periodic variation and the ultimate determination of tax expenses will
be made following inspection by the Tax Authorities.

Where the final tax outcome is different from the amounts that were initially recorded, such
differences will have an impact on the income tax and deferred tax provisions in the financial
period in which such determination is made.

Cash in hand
2012 2011
USD KHR’'000 USD
Cash in hand 9,411,922 37.600.628 9,501,490
Cash items in the process of collection 535,573 2.139.615 134,925
9,947,495 39,740,243 9,636,415
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ADVANCED BANK OF ASIA LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

Capital investment

On 18 July 2011, the Bank decided to invest 1% of share capital in Credit Bureau (Cambodia)
Co. Ltd with the amount of USD 25,000 to establish the Private Credit Bureau in Cambodia. The
Credit Bureau (Cambodia) Co. Ltd is incorporated and registered with Ministry of Commerce on
07 June 2011 under registration number Co. 1310 KH/2011. This investment was made based on
the agreement among members of the Association of Banks in Cambodia (ABC) on 4 October
2010, deciding each commercial bank has to invest at least 1% of share capital in Credit Bureau
(Cambodia) Co. Ltd as a stakeholder. This capital investment carries no interest.

As at 31 December 2012, the Bank has invested additional share capital of USD 588 in the Credit
Bureau (Cambodia) Co. Ltd, as requested by the Company.

Investment securities
2012 2011
uUsSb KHR’000 USD
Listed
Securities held to maturity (*) 26,810,482 107,107,876 24.691,767

26,810,482 107,107,876 24.691,767

(*) Due to the excess of liquidity, the Bank decided to invest the excess portion in other company
bonds which are designated as held to maturity securities. The Bank intends to hold these debt
securities for the purpose of liquidity management of the Bank which may be sold in response to
the needs for liquidity or changes in interest rate or equity prices.

Other assets
2012 2011
USD KHR'000 USD
Interests receivable 2,720,031 10,866,524 1,548,001
Interest in suspense (613,227) (2,449,842) (193,798)
Foreclosed property (*) 478,934 1,913,341 364,981
Advance payments 1,269,972 5,073,538 359,303
Prepayments 181,424 724,789 236,790
Others 573,097 2,289,523 336,135

4,610,231 18,417,873 2,651,412

(*) These represent bad loan collaterals foreclosed in the course of banking operations. These
foreclosed assets are recorded at value equal to the corresponding loan principal outstanding plus
interest receivable. These assets will not be held for operational purposes and with the intention
to be disposed of to recover the outstanding amount within the maximum allowable period of
twelve months as per NBC’s Prakas No. B7-01-186. Assets realized in excess of outstanding
amount plus disposal costs will be recognized under the gain on sale of foreclosed property under
the other income after the settlement as per the agreement between borrower and the Bank.
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Tax interpretation

The Cambodian General Department of Taxation has two separate offices that are authorised to
conduct tax audits of entities undertaking activities and doing business in Cambodia. The
application of tax laws and regulations on many types of transactions is susceptible to varying
interpretations when reviewed by these two tax offices. The Bank’s judgement of its business
activities may not coincide with the interpretation of the same activities by those tax offices.

If a particular treatment was to be challenged by those various tax authorities, the Bank may be
assessed additional taxes, penalties and interest, which can be significant. Tax years remain open
to review by the tax authorities for three years with a possible extension of up to ten years.

Financial risk management

The bank’s business involves taking on risks in a targeted manner and managing them professionally.
The bank’s risk management is to identify all key risks, measure these risks, manage the risk
positions and determine capital allocations. The risks arising from financial business to which the
Bank’s activities are exposed are operational risk, financial risks: credit risk, market risk (including
foreign exchange risk and interest rate risk), and liquidity risk. The following are policies and
guidelines adopted by the Bank to manage risks related to its business activities.

Operational risk

The operational risk is the risk of losses arising from inadequate or failed internal processes,
people or systems or from external factors. This risk is managed through established operational
risk management processes, proper monitoring and reporting of the business activities by control
and support units which are independent of the business units and oversight provided by the
senior management. This includes legal, compliance, accounting and fraud risk.

The operational risk management entails the establishment of policies and procedures to provide
guidance to the key operating units on the risk governance structure and baseline internal controls
necessary to identify, assess, monitor and control their operational risks. Internal control policies
and measures that have been implemented including the establishment of signing authorities,
defining system parameters controls, streamlining procedures and documentation ensuring
compliance with regulatory and legal requirements. These are reviewed periodically, taking into
account the business objectives and strategies of the Bank as well as regulatory requirements.

Credit risk

The Bank assumes exposure to credit risk which is the risk that customers, clients or market
counterparties fail to fulfil their contractual obligations to the Bank when due. Credit risk arises
mainly from loans and advances and loan commitments arising from such lending activities.

(a) Credit risk measurement

The Bank has set up the Credit Risk Policy which is designed to govern the Bank’s risk
undertaking activities. Procedures of risk limit setting, monitoring, usage, and control are
governed by credit programs which set out the plan for a particular product or portfolio,
including the target market, terms and conditions, documentation and procedures under which a
credit product will be offered and measured.
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28. Financial risk management (continued)
28.2 Credit risk (continued)

The Bank also ensures that there is a clear segregation of duties between loan originators,
evaluators and approving authorities.

(b) Risk limit control and mitigation policies

The Bank manages, limits and controls concentration of credit risk whenever they are identified -
in particular, to individual counterparties and groups, and to industries.

The Bank structures the levels of credit risk it undertakes by placing limits on the amount of risk
accepted in relation to one borrower, or groups of borrowers, and industry segments. Exposure to
credit risk is managed through regular analysis of the ability of the borrowers and potential
borrowers to meet interest and capital repayment obligations and reviewing these lending limits
where appropriate. Exposure to credit risk is also managed in part by obtaining collateral and
corporate or personal guarantees as well as by providing for loan losses. Limits on level of credit
risk by product and industry sector are approved by Board of Directors.

Commitments to extend credit represent unused portions of approved loans, guarantees or letters of
credit. In general, all of the Bank’s guarantees and letters of credit are collateralised with cash
deposits or collateral pledged to the Bank, and accordingly the Bank normally assumes minimal risks.

Large exposure is defined by the NBC as overall credit exposure to any single beneficiary which
exceeds 10% of the Bank’s net worth. The Bank is required, under the conditions of Prakas No.
B7-06-226 of the NBC, to maintain at all times a maximum ratio of 20% between the Bank's
overall credit exposure to any single beneficiary and the Bank’s net worth. The aggregation of
large credit exposure must not exceed 300% of the Bank's net worth.

(¢) Impairment and provisioning policies

The Bank is required to follow the mandatory credit classification and provisioning in
accordance with the relevant Prakas issued by NBC, as stated in note 2.8 to the financial
statements.

Loans and advances less than 90 days past due are not considered impaired, unless other
information available indicates otherwise. A minimum level of specific provision for impairment
is made depending on the classification concerned. All loans and advances due from customers
as at the balance sheet date were granted by the Bank during the year ended 31 December 2012.
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Financial risk management (continued)

28.2 Credit risk (continued)

(d) Maximum exposure to credit risk before collateral held or other credit enhancements

2012 2011
USD KHR'000 USD
Credit risks exposures relating to on-balance
sheet assets:
Balances with banks other than NBC 45,178,607 180,488,535 43,607,030
Loans and advances 141,302,469 564,503,364 93,124,887
Capital investment 25,588 102.224 25,000
Investment securities 26,810,482 107,107,876 24,691,767
Other assets 4,610,231 18,417,873 2,651,412
217,927,377 870,619,872 164,100,096
Credit risk exposures relating to off-balance
sheet items:
Unused portion of approved credit facilities 8,010,285 32,001,089 8,099,779
Letters of credit 471,908 1,885,272 519,462
Others 452,442 1,807,506 549,230
8,934,635 35,693,867 9.168.471
226,862,012 906,313,739 173,268,567

The table above represents the maximum credit risk exposure 10 the Bank as at 31 December
2012, without taking into account any collateral held or other credit enhancements. For on-

balance sheet assets, the exposures set out above are based on gross carrying amoun
loans and advances 10 customers in

the total maximum credit exposure is derived from
Cambodia.

ts. 65% of

Management is confident of its ability to control and sustain minimal exposure to credit risk by
the Bank resulting from its loans and advances based on the following:

o Approximately 87% of the loans and advances of the Bank are collaterised such as hard title
deed, movable assets and cash. Loans and advances granted by the Bank are at approximately

50% to 60% of the collateral value.

o Most of all loans and advances portfolio are considered to be neither past due nor impaired,

and

o The Bank has a proper credit evaluation process in place for granting of loans and advances

to customers.
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28. Financial risk management (continued)
28.2 Credit risk (continued)

(e) Loans and advances

Loans and advances are summarised as follows:

2012 2011

USD KHR’000 USD

Loans and advances neither past due nor impaired 135,449,098 541,119,146 86,956,444

Loans and advances past due but not impaired 2,328,476 9,302,262 2,982,210

Loans and advances individually impaired 3,524,895 14,081,956 3,186,233

Gross 141,302,469 564,503,364 93,124,887
Less:

Allowance for loan losses (2317,353) (9,257,826) _ (1,668,398)

Net 138,985,116 555,245,538 91,456,489

For the purpose of loan provisioning, expected recovery from collateral (except cash) is not taken
into consideration in accordance with the Central Bank’s requirement. Total allowance for loan
loss represents specific provision for the individual loans and 1% general provision of total loans
outstanding, net of specific provision.

(i) Loans and advances neither past due or impaired

Loans and advances not past due are not considered impaired, unless other information is
available to indicate the contrary.

(ii) Loans and advances past due but not impaired

Loans and advances less than 90 days past due are not considered impaired, unless other
information is available to indicate the contrary. In compliance with NBC guidelines, such loans
are classified as special mention with a specific provision of 3%.

(iii) Loans and advances individually impaired

Loans and advances individually impaired are loans and advances for which the Bank determines
that there is objective evidence of impairment and it does not expect to collect all principal and
interest due according to the contractual terms of the loans and advances. In accordance with
NBC guidelines, loans and advances past duc more than 90 days are considered impaired and
minimum level of specific provision for impairment is made depending on the classification
concerned, unless other information is available to indicate the contrary.
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28. Financial risk management (continued)
28.3 Market risk

The Bank takes on exposure to market risk, which is the risk that the fair value or future cash
flow of a financial instrument will fluctuate because of changes in market prices. Market risk
arises from open positions in interest rates, currency and equity products, all of which are
exposed to general and specific market movements and changes in the level of volatility of
market rates or prices such as interest rates, credit spreads, foreign exchange rates and equity

prices.
(a) Foreign currency exchange risk

Currency risk is the risk that the value of financial instruments will fluctuate due to changes in
foreign exchange rates.

The Bank has no material exposures to currency risk as it transacts essentially in US Dollar.
Significant presence of US Dollar is a normal practice of banks operating in Cambodia as this is
a currency widely in use in Cambodia.

(b) Price risk

The Bank is exposed to securities price risk, because it holds investment securities which are
classified on the balance sheet as held to maturity. The Bank currently does not have a policy to
manage its price risk. Investment securities are disclosed in note 8.

(c) Interest rate risk

Interest rate risk refers to the volatility in net interest income as a result of changes in the levels
of interest rate and shifts in the composition of the assets and liabilities. Interest rate risk is
managed through close monitoring of returns on investment, market pricing, cost of funds and
through interest rate sensitivity gap analysis. The potential reduction in net interest income from
an unfavourable interest rate movement is monitored against the risk tolerance limits set.

The Management is satisfied that the Bank’s position is such that exposure to movements in
interest rates is minimised.

The table below summarises the Bank's exposure to interest rate risks. Included in the table are

the Bank’s assets and liabilities at carrying amounts, categorised by the earlier of contractual re-
pricing or maturity dates.

(Continued)
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Financial risk management(continued)
Capital management

The Bank considers the need to balance efficiency, flexibility and adequacy when determining
sufficiency of capital and when developing capital management plans. The Bank details these
considerations through an internal capital adequacy assessment process and the key features of
which include (a) consideration of both economic and regulatory of minimum capital
requirements set by the National Bank of Cambodia, (b) safeguarding the Bank’s ability to
continue as a going concern so that it can continue to provide returns for shareholders and
benefits for other stakeholders, (¢) maintaining a strong capital base to support the development
of business.

As at 31 December 2012, the Bank has a paid-up statutory capital of USD 36 million
equivalentsto KHR150 billion at the date of increase on 29 September 2010. The Banks has
complied with the minimum capital requirement issued by NBC, Prakas B7-08-193 dated 19
September 2008, on the date of increase. The paid up capital was disclosed in note 16 to the
financial statements.

Fair value of financial assets and liabilities

Since market prices for the major part of Bank’s financial assets and liabilities are not available,
the fair value of these items is based on the estimates of the Management according to the type of
assets and liabilities. According to the estimation of the Management, the market value is not
materially different from the carrying amount of all categories of assets and liabilities.

The carrying amounts and fair value of financial assets and liabilities are not presented on the
Bank’s balance sheet at their fair value. The estimated fair values are based on the following
methodologies and assumptions:

(a) Deposits and placements with other banks
Deposits and placements with other banks include current accounts, saving deposits and fixed

deposits. The fair value of deposits and placements with other banks approximates their carrying
amounts.

(b) Loans and advances to customers

Loans and advances are stated at outstanding balance and interest,net of provision for loan losses.
The provision of loan losses is made in accordance with the requirements of the relevant Prakas
issued by the NBC.

(¢) Investment securities

Investment securities are stated in the balance sheet at outstanding principal and interest, less any
amounts written off and impairment.
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