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FINANCIAL ANALYSIS 

A. Eligibility Criteria 
 
1. Armenian banks and universal credit organizations (UCOs) may apply to be a 
participating financial institution (PFI) in the financial intermediation loan (FIL) component of the 
Women‟s Entrepreneurship Support Sector Development Program if they meet the following 
eligibility criteria. (i) Compliance with Central Bank of Armenia regulations. Applicant PFIs 
shall comply with prevailing CBA mandatory prudential standards (Table 1). For banks these are 
detailed in Regulation 2 “Regulation of Banking, Prudential Standards for Banking” and for UCOs 
these are detailed in Regulation 14 “Regulation of Activities of Credit Organizations; Prudential 
Standards for Activities of Credit Organizations”. Applicant PFIs should also comply with 
prevailing anti-money-laundering and combating the financing of terrorism regulations in 
Armenia, including applicable CBA regulations. (ii) Meeting ADB due diligence requirements. 
To satisfy ADB‟s financial due diligence requirements, applicant PFIs should meet ADB‟s capital, 
liquidity, asset quality, and profitability benchmark ratios applicable to the program,1 and satisfy 
ADB that they have adequate policies, systems, and other procedures in place as set out in the 
project administration manual. Applicant PFIs are also subject to integrity due diligence carried 
out by ADB. (iii) Experience with similar programs. The FIL has two phases (paragraph 3). To 
ensure efficient implementation of the first phase of the program, applicant PFIs should have 
successfully participated in a similar existing government loan program that supports micro, small 
and medium-sized enterprises (MSMEs) and is administered by the program management unit 
German–Armenian Fund (PMU GAF).2 (iv) Commitment to the program objectives. Applicant 
PFIs must demonstrate to ADB and the CBA that they are willing and able to design and offer 
financial products and services which mitigate currency, interest rate, and tenor mismatch risks, 
and prudently grow and service their MSME loan portfolios in general, and women's MSME 
portfolios in particular in line with the objectives of the program. To evidence this, each applicant 
PFI should have at least 35% of its existing loan portfolio provided to MSMEs, and a strategy 
showing how it will design and offer financial products which mitigate these risks and increase its 
women's MSME loan portfolio. 
 
B. Selection and Allocation Process 
 
2. Once ADB has determined that an applicant PFI has met ADB due diligence 
requirements, has experience with similar programs, and is committed to the program objectives, 
it will request the CBA to confirm that (i) the applicant PFI complies with CBA regulations; and (ii) 
the CBA agrees to provide a subsidiary loan to the applicant PFI under the program based on 
CBA‟s own independent due diligence and the completion of legal documentation. To 
demonstrate project readiness and ensure that there is demand for subsidiary loans from the 
CBA by applicant PFIs under the program, the PFI selection process and allocation of subsidiary 
loan limits will have two phases.  
 
3. The first phase will identify, complete due diligence on, and select a pilot group of PFIs to 
launch the program. The first phase started in July 2012, during which time ADB identified five 
banks and two UCOs that appeared to meet the eligibility criteria and sent emails requesting 
these institutions to confirm their interest to participate in the FIL and provide further information 
about their willingness and ability to grow and service women's MSME portfolios in line with 
program objectives. During fact finding, ADB interviewed each of the banks and UCOs that 
responded to the email. An assessment of financial management systems, financial analysis and 
integrity due diligence was conducted on three banks and one UCO. This was conducted 
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thematically in relation to elements of the program and comprised review and assessment of (i) 
credit and risk management policies, operating systems, and procedures to prudently make loans 
to MSMEs; (ii) corporate and financial governance and management practices; (iii) sound 
business objectives and strategy; and (iv) ability to assess creditworthiness of borrowers and 
determine market-based loan terms. Integrity due diligence was also conducted. Subject to the 
successful launch of the first phase, a second phase will follow during program implementation, 
at which time additional banks and UCOs will be invited to apply to be PFIs, due diligence 
conducted, selection completed, and subsidiary loan limits allocated. The allocation of the $20 
million equivalent FIL amount to PFIs will consider the following: (i) 30% or $6 million equivalent 
will be reserved for future allocations to PFIs during the second phase; (ii) to ensure competition, 
no PFI subsidiary loan limit should exceed 33% of the FIL amount; and (iii) to avoid dependency 
on the program as a source of funding, no PFI subsidiary loan limit should exceed 25% of total 
liabilities of the PFI.  
 
C. Analysis of Applicant Participating Financial Institutions 
 
4. Below is a summary of the due diligence report on the initial short list of applicant PFIs: 
ACBA–Crédit Agricole Bank (ACBA), CARD AgroCredit Universal Credit Organisation (CARD), 
Araratbank (Ararat), and Armeconombank (AEB).  
 
5. ACBA–Crédit Agricole Bank. ACBA was established in 1996 with support provided by 
the European Union, bringing together a significant European bank (Crédit Agricole of France) 
and a large number of Armenian agriculture cooperatives. Crédit Agricole has a 28%3 
shareholding with the remaining shareholding held by 10 agricultural cooperatives from all 
regions of Armenia. The bank began by making short-term micro loans to farmers, started issuing 
loans to SMEs in 1999, and is now a universal bank offering a full range of services through 41 
branches across all of Armenia‟s provinces. ACBA is the leader in lending to the agriculture 
sector, with over 51% of the market. ACBA is ranked first in Armenia in terms of total assets 
($565.7 million), lending, and capital at the end of 2011. Loans to MSMEs ($145 million) 
accounted for 44% of the bank‟s portfolio at the end of the second quarter of 2011. 
 
6. ACBA‟s capital adequacy ratio (CAR) of 16.7% at the end of 2011 is above the regulatory 
minimum of 12.0%. This provides a cushion against loan losses. However, the CAR has declined 
substantially from 27.2% at the end of 2008, and continued significant growth in lending could put 
pressure on this regulatory position. Exposure to other financial institutions and related credit risk 
(i.e., the risk that counterparties will cause a financial loss for the bank by failing to discharge an 
obligation) is reasonable. Customer loans are spread between corporate (21.4%), commercial 
and medium-sized (27.3%), retail customers (22.8%), and agriculture (24.3%). The high level of 
agriculture loans reflects the historical background of the bank. By sector, the loan portfolio is 
well diversified. Building and construction is a small portion of the portfolio, which may be 
beneficial to the bank given that during the review process, most bankers indicated this was the 
most challenging sector to be active in at present. ACBA„s nonperforming loan (NPL) ratio as of 
the end of 2011 was 0.37%, lower than the peer group average. During fiscal year (FY) 2011, the 
NPL ratio decreased by 2.11 percentage points. In relation to capital, nonperforming assets 
represented 1.16% of common equity plus reserves at the end of 2011 and 6.12% at the end of 
2010. The reserve coverage of NPLs stood at 335.49% at the end of 2011, up significantly from 
61.41% at the end of 2010. Off-balance-sheet commitments are largely made up of commitments 
to extend credit and financial guarantees and amounted to a relatively low 6.3% of total assets at 
the end of 2011, compared to 5.2% at the end of 2010. The growth rate of gross loans was 
significant in 2011, which gives some concern in terms of the ability of the bank to build the 
infrastructure required to effectively manage a rapidly expanding balance sheet. Between the end 
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of 2010 and the end of 2011, the growth rate for gross loans was 46.9%. ACBA has a low deposit 
base, demonstrated by an elevated gross loan to customer deposit rate (257.7%), a rate which 
has been high for a number of years. Additionally, while currency mismatch risk does not appear 
to be an issue, the bank may be exposed to customers with foreign-exchange-denominated 
loans that have local currency cash flows. Liquidity risk arising from maturity mismatches is 
relatively low, as the 12-month cumulative maturity gap is positive, and audited financial 
statements show no gap in liquidity for any longer time frames. ACBA‟s strategy continues to be 
focused on agriculture (farms and farmers). However, loans to SMEs as a customer segment 
(including SMEs in agribusiness) have grown to make up the largest share of the bank‟s portfolio 
and it strives to maintain its market leadership in small business financing products and leasing. 
ACBA was last rated Ba3 (negative) by Moody‟s in November 2011. ACBA withdrew from both 
Moody‟s and Fitch‟s rating programs in January 2012.  
 
7. CARD AgroCredit Universal Credit Organisation. CARD was licensed in 2008 and is 
regulated by the CBA. It is a closed joint-stock company limited by shares and has as its 
immediate and ultimate parent company the Center for Agricultural and Rural Development 
Foundation domiciled in Armenia (the CARD Foundation). The United States Department of 
Agriculture, through the Foreign Agricultural Service, directs Freedom Support Act funding from 
the United States Congress to CARD, which has been used to fund the equity of the 
organization. The majority of the funding of the loan book comes through various International 
Financial Institution funding programs designed with specific economic development aims 
(including World Bank, the Millennium Challenge Corporation). Although it seeks to cover all 
regions of Armenia, CARD has no branches and conducts its business from its office in Yerevan. 
It is a middle-sized to smaller UCO in Armenian terms, holding less than 2% of the overall 
lending portfolio within the entire sector (ranked 16th by a local rating agency). 
 
8. CARD‟s capital adequacy is well in excess of CBA requirements (AMD711.2 million 
compared with AMD150.0 million) and its CAR was 40% at the end of 2011. Due to the start of its 
new mortgage credit certificate lending program, CARD saw significant loan growth during the 
first 6 months of 2012. Exposure to other financial institutions and related credit risk is 
reasonable but concentrated. Specifically, a single deposit with VTB-Armenia Bank of AMD60.1 
million could expose CARD to some credit risk. The growth rate of gross loans of 29.15% for 
FY2011 and 40.48% for FY2010 is reasonable in an Armenian context. The ratio of net loans to 
total assets has been consistently between 89% and 97% since 2009 (up to the end of 2011). 
Less than 3% of the gross loan portfolio was denominated in foreign currency at the end of 2011, 
which removes currency risk from the loan portfolio. Loans are reasonably evenly distributed 
between shorter and longer maturities. At the end of 2011, CARD had 20 borrowers (31 at the 
end of 2010) with aggregated loan amounts above AMD10 million totaling AMD273.8 million 
(AMD389.4 million at the end of 2010) or 16% of the gross loan portfolio (29% at the end of 
2010). Large borrowers have demonstrated good performance based on an overall assessment 
of loan provisioning since 2009. As evidenced by its low NPL ratio (0.15%), CARD can 
reasonably claim to have maintained a strong credit portfolio. A high-level review of the internal 
functions of CARD did identify issues related to internal control and accounting but these are not 
significant in light of the size of the organization. CARD is not rated by international rating 
agencies. The principal activity of CARD is the provision of a comprehensive package of financial 
services throughout the entire chain of agricultural production, processing, and marketing, 
including operational and business development loans, farm development loans, and seasonal 
loans to food processing enterprises, rural SMEs, and private farmers throughout Armenia.  
 
9. Araratbank. Ararat was formally established in 2005, taking over the banking license of 
Haykapbank, which went into the administrative care of the CBA in 2002. In 2007 the bank 
moved from a closed-stock company to an open-stock company and partially listed on the local 
exchange (NASDAQ OMX Armenia) in 2009. Of the shareholdings, 74.18% is held by Flash 
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Limited,4 25.00% (plus on-share) by the European Bank for Reconstruction and Development 
(EBRD) (since 2008), with a number of small shareholders owning the remaining 0.82%. The 
bank has expanded significantly in recent years, from 12 branches in 2008 to 38 branches across 
Armenia as at the end of 2011. It ranks 11th in the market in terms of total assets.5 At the end of 
2011, the bank‟s MSME portfolio was AMD19.01 billion, or more than 48% of its loan portfolio. 
 
10. Ararat‟s CAR of 21.1% is above the regulatory minimum of 12.0%. This provides a 
cushion against loan losses. However, the CAR has declined somewhat from 27.43% at the end 
of 2008, and continued significant growth in lending could put pressure on this regulatory 
position. Loan maturity dates are well distributed, easing liquidity pressure. The bank has a 
reasonably well-diversified loan book by segment, spread between corporate (23.4%), SME 
(37.8%), retail customers (27.8%), and micro loans (11.0%). There appear to be no specific 
currency mismatch issues although more than half of the gross loan portfolio (57%) was 
denominated in foreign currency at the end of 2011, up from 46% at the end of 2010. The 
largest-borrower concentrations are reasonable at 28.33% at the end of 2011, a decrease from 
the position at the end of 2010 (34.48%). As evidenced by its reported lack of NPLs, the bank 
can reasonably claim to have maintained a strong credit portfolio. Off-balance-sheet 
commitments amounted to a relatively low 6.25% of total assets at the end of 2011, down from 
7.99% at the end of 2010. Credit expansion has been significant over the last two financial years 
and is somewhat concentrated in the trade sector with 38.23% of the 2011 portfolio held within 
this sector. The overall growth rate for gross loans was 52.25% for FY2011 and 57% for FY2010. 
This growth has been funded by substantial increases in deposits, especially from the Customs 
State Committee of the Republic of Armenia, as well as increased interbank borrowings. As 
evidenced by its lack of NPLs, the bank can reasonably claim to have maintained a strong credit 
portfolio. However, the rate and provisions reflected in the financial statements and prudential 
reports are below the industry standard and may be difficult to maintain in the medium to long 
term. Ararat is not rated by international rating agencies. The bank has a focus on increasing the 
welfare of its customers and supporting the growth of their businesses through enlarging its 
branch network and range of targeted banking services. This is evidenced by its 2012 Women in 
Business campaign, which targeted potential women customers by providing more affordable 
loans (decreased interest rates, no commission fee requirement); VISA debit plastic cards free of 
charge to help women safely purchase imports from the People's Republic of China, Turkey and 
other countries; and safe deposit boxes. MSMEs comprise its largest portfolio (over 48% of its 
loan portfolio). In 2011, EBRD provided a $12 million loan to Ararat for onlending to MSMEs. 
ADB does not have an existing relationship with Ararat. 
 
11. Armeconombank. AEB (the former Armenian Republican Bank Zhilsotsbank of the 
Union of Soviet Socialist Republics) was the first state-owned bank in Armenia to be reorganized 
into a joint-stock bank and registered by the CBA (1991). Of the shareholdings, 53.46% is held 
the Sukiasyan family, 25.00% by the EBRD (since 2005), with the remaining shareholding 
(21.54%) held by various other small shareholders. At the end of 2011, AEB had 38 full service 
branches and one mini branch, and was the 14th largest bank by total assets (2.9% market 
share), 14th by loans (2.3%), 14th by deposits (3.0%), and 17th by equity. MSME loans totaled 
AMD15.046 billion, which is 51.44% of the total loan portfolio.  
 
12. At the end of 2011, AEB was well capitalized, with a CAR of 15.5%, compared with the 
CBA minimum of 12.0%. However, the CAR has declined somewhat from 20.97% at the end of 
2008, and continued significant growth in lending could put pressure on this regulatory position. 
Loan maturity dates are well distributed, easing liquidity pressure. The NPL ratio at the end of 
2011 was 2.8%, lower than the peer group average of 15.3%. In FY2011, the NPL ratio 
decreased by 3.9 percentage points as a result of reductions in restructured loans and loans 
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considered doubtful. Customer loans are evenly spread between corporate, SME, and retail 
customers, with each segment representing about one-third of the loan portfolio as of September 
2011. Off-balance-sheet commitments, which could exert stress on AEB's liquidity profile, were 
equivalent to only 3.1% of total assets at the end of 2011 (similar to previous years). Exposure to 
other financial institutions and related credit risk is significant (calculated at 10.1% of total credit 
exposure and 67.5% of common equity). AEB's gross loan portfolio totaled $77.4 million at the 
end of 2011, up only 4.2% from the end of 2010 (compared to a peer group average of 24.9%). 
At the end of 2011, 100% of the net portfolio was priced on a fixed-rate basis and 48.8% was 
denominated in foreign exchange, thereby exposing AEB to significant foreign-exchange-induced 
credit risk since (at most) 20% of borrowers with foreign exchange loans also had cash flows in 
foreign exchange. While deposits have been growing since 2009, it is noteworthy that they 
contracted by 10.1% in FY2008 because of the withdrawal of deposits from state-owned 
enterprises following the Armenian tax authority's decision after the 2008 presidential election to 
end AEB„s exclusive privilege to collect and hold customers' tax dues. While return on assets is 
low (0.90% in 2011) it is increasing steadily and has almost doubled since 2009 (0.48%). It is 
understood that the return on average assets target for FY2012 is 1.2% and the return on 
average equity target is 8%–9%. In September 2011, Moody's assigned AEB E+ for financial 
strength and B1 for long-term dram and foreign currency deposit ratings, both with a stable 
outlook. AEB's geographically diverse branch network allows it to reach a large number of retail 
and SME customers, thereby ensuring higher diversification of assets and liabilities and larger 
interest margins.  
 

Table 1: Summary of CBA Prudential Information 

Domestic prudential requirements 
CBA 

Standard ACBA CARD Ararat AEB 

Minimum ratio of total capital to risk-weighted assets for 
banks (%) 

≥12.00 16.67   21.01 15.50 

Minimum ratio of total capital to risk-weighted assets for 
UCOs (%) 

≥6.00 n/a 40.02      

Minimum ratio of high liquid assets to total assets (%) ≥15.00 19.26   51.90 33.90 

Minimum ratio of high liquid assets to demand liabilities (%) ≥60.00 239.91   126.93 95.20 

Maximum risk on single borrower (%) ≤ 20.00 13.65   11.54 16.60 

Maximum risk on largest borrowers (%) ≤500.00 58.27   54.51 52.10 

Maximum risk on a bank-related person (%) ≤5.00 2.59   0.78 2.10 

Maximum risk on all bank-related persons (%) ≤20.00 8.59   4.57 15.30 

CBA = Central Bank of Armenia. 
Source: Asian Development Bank Staff. 

 
Table 2: Summary of Key Participating Financial Institution Financial Data 

PFI 
Total Assets 

($ million) 

Loan Portfolio 

($ million) 

MSME % of 
Loan 

Portfolio
a 

2011 
Profitability 

($ million)  

Ranking 
in sector 
by assets 

ACBA  565.70 378.80 44.00% 15.70 1 
CARD  4.61 4.30 54.50% 0.13 16

b
 

Ararat  227.02 99.49 48.80% 5.78 11 
AEB  156.27 75.83 51.44% 1.29 14 

MSME = micro, small, and medium-sized enterprise, PFI = participating financial institution. 
a
 % of loan portfolio categorized by PFI as MSME lending (either individual or entity). 

b 
This is CARD‟s ranking in the UCO sector (not the banking sector). 

Source: Asian Development Bank Staff.  


