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ANDORRA BANC AGRICOL REIG, SA AND SUBSIDIARY COMPANIES 
Notes to the Consolidated Financial Statements for the Year Ended 
December 31st, 2002 
(In Thousand Euros) 
 
 
Note 1: Activity 
Andorra Banc Agricol Reig SA is a Limited Liabilities Company incorporated in 
1930 under the law of Andorra and has its registered office in Escaldes - 
Engordany (Principat d'Andorra).  
 
On 10th May 2002, the Extraordinary Meeting of Shareholders adopted a 
resolution to change its registered name from Banc Agrícol i Comercial 
D’Andorra, SA to Andorra Banc Agricol Reig, SA (hereon, Andbanc or the 
Bank), together with the respective modification of article 1 of its Articles of 
Association. The corporate purpose of the Bank is to undertake banking 
activity as defined by the regulations of the Andorran Banking System. It can 
undertake any activity related to its corporate purpose. 
 
Effective as from 1st January 2002 Andorra Banc Agricol Reig, SA included as 
investee companies Andorra Banc Grup Agricol Reig 2002, SA (formerly 
Banca Reig, SA) and its subsidiaries through a non monetary contribution 
comprising the shares of Andorra Banc Grup Agricol Reig 2002, SA made by 
the shareholding company of both entities. In order to carry out this operation 
the Bank increased capital with a share premium in the amount of the Net 
Book Value of the Shareholders’ equity as of 31st December 2001, after the 
distribution of results, of Andorra Banc Grup Agricol Reig 2002, SA. 
 
Thereafter, on 18th September 2002, the holding company, shareholder to that 
date of Andbanc, was dissolved, and the shareholders of the holding company 
became the shareholders of Andorra Banc Agricol Reig, SA. 
 
Andorra Banc Grup Agricol Reig 2002, SA and its subsidiary companies had 
the same shareholder in 2001 as Andorra Banc Agricol Reig, SA, and, 
accordingly, they formed part of the Consolidation Group (see note 2a). 
 
As a part of the Andorran finance system the Bank is subject to the 
supervision of the Andorra National Institute of Finance (hereon INAF – the 
Catalan acronym), which is the executive technical body of the financial 
authority as delegated by the Government of Andorra.  The Bank is also 
subject to compliance with local Andorran legislation (See note 19). 
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Note 2: Basis of presentation and consolidation p rinciples  
a. Basis of presentation 
Consolidated Financial Statements for 2002 
The accompanying consolidated financial statements for 2002 are in line with 
the format set down by the Decree pursuant to the Accounting Plan to be 
implemented by all the operators in the financial system by January 19th, 2000, 
as published in the Official Gazette of the Principat d'Andorra 5/12 of 26th 
January 2000, and have been prepared on the basis of the accounting records 
of Andorra Banc Agricol Reig, SA and its subsidiary companies at December 
31st, 2002, in accordance with Andorran accounting principles set down by the 
finance system accounting plan. 
  
The Group Financial Statements are pending approval by the General Meeting 
of Shareholders.  However, Management considers that they will be approved 
without any significant changes.  
 
The generally accepted accounting principles described in Note 3 below have 
been used in the preparation of these consolidated financial statements.  No 
obligatory accounting principle having a significant effect on these 
consolidated financial statements has been excluded during their preparation.  
 
2001 Financial Statements 
On August 9th, 2001 the shareholders of Banc Agrícol i Comercial d'Andorra, 
SA together with those of Banca Reig, SA, signed an integration protocol in 
order to create a leading financial group in Andorra as from July 1st, 2001, and 
contributed their shareholdings to a holding company which, at December 31st, 
2001, is governed by Andorran company law. 
 
In 2001 the above-mentioned former Grup Banc Agrícol i Comercial d'Andorra 
and subsidiary companies and the above-mentioned former Grup Banca Reig 
and subsidiary companies were considered to be parallel entities in 
accordance with the Andorran Accounting Plan, by virtue of which the financial 
statements for 2001 were consolidated by aggregating the stockholders' equity 
accounts and performing the necessary adjustments and write offs (see note 
2b).  As the merger process came into effect on July 1st, 2002, in order to 
present consolidated financial statements of the two groups as if they had 
merged as from January 1st, 2001, the profit and loss account and the 
statement of source and application of funds reflected the prior twelve-month 
period instead of the six-month period corresponding to the actual effect of the 
merger and, therefore, the financial statements were termed proforma. 
 
The figures in the documents that comprise these financial statements are 
stated in Thousand Euros. 
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b. Basis of presentation 
The financial statements for 2002 under consolidation correspond to the 
financial statements of Andorra Banc Agricol Reig, SA and Subsidiary 
companies, which have been prepared by Bank Management, are pending 
approval by the General Meeting of Shareholders. 
 
On the other hand, the proforma financial statements for 2001 relate to the 
financial statements of Banc Agr�col i Comercial d'Andorra, SA (current 
Andorra Banc Agricol Reig SA)  and Subsidiary Companies and Banca Reig, 
SA and Subsidiary Companies (currently Andorra Banc Grup Agricol Reig 
2002, SA) and Subsidiary Companies, which were prepared by their 
respective managements and approved by their respective General Meetings 
of Shareholders. 
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The main subsidiaries of Andorra Banc Agricol Reig, SA as of December 31, 
2002 are as follows: 
 

 
 
On November 28th, 2002, the Extraordinary General Meeting of Shareholders 
of Andorra Banc Grup Agricol Reig 2002, SA, after transferring most of the 
assets, liabilities, activity and employees, agreed to wind up the company and 
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appointed the liquidators.  Therefore, as of December 31st, 2002, Andorra 
Banc Grup Agricol Reig 2002, SA is being wound up. However, this company 
has been consolidated in view of the fact that the liquidation values are similar 
to the valuations as per the ongoing concern principle. 
 
On the other hand, on January 3th, 2003, the INAF notified Andorra Banc Grup 
Agricol Reig 2002 and Reig Gestió d'Organismes d'Inversió, SA (Gesreig) of 
the loss of authorization to operate as a banking entity and a financial 
investment entity under Investment Fund Management regulations, 
respectively, in the Andorra banking system.  
 
The definition of the Group is in accordance with the Decree of January 19th, 
2000 of the Government of Andorra. 
 
The consolidation methods used have been as follows: 
 

·  Full consolidation of the following companies: Andorra Banc Grup 
Agricol Reig 2002, SA (society in liquidation process), Món Gestió, 
SA, Banc Agr�col Bahames Limited, Reig Gestió d'Organismes 
d'Inversió SA (Gesreig, SA), BV, Nobilitas, NV, Egregia, BV, Quality 
Asset Management Personal, SA. 

 
·  Consolidation by equity accounting of Assegur, SA, Unió i Aliança de 

Previsió, SA, Reig Assegurances, SA,  Reig Global Management, SA, 
Seguretat i Serveis, SA 

 
Full consolidation basically consists in including in the balance sheet of the 
parent company all the assets, rights and obligations that make up the net 
worth of the subsidiary companies, the profit and loss account and all the 
income and expenses concurring in the results of the subsidiaries.  All 
shareholdings greater than 50% which activity is directly related to the Bank 
and which constitute a decision-making unit together with the latter are fully 
consolidated.  
 
Consolidation by equity accounting consists in replacing the book value by 
which an investment is stated in the assets accounts with the amount relating 
to the corresponding percentage held by the parent company in the equity of 
the investee company.  The results of the companies consolidated by equity 
accounting has been integrated into the consolidated profit and loss account.  
Consolidated by this method are the subsidiary companies in which the direct 
and/or indirect shareholding of Andorra Banc Agricol Reig, SA in their share 
capital is equal to or greater than 20% but no more than 50%, or greater than 
50% provided that their activity is not directly related to that of the Bank.  
 
All significant balances and transactions between consolidated companies 
have been eliminated in the consolidation. 
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Note 3: Accounting p ractices and po licies 
The most significant accounting principles and practices applied are as 
follows: 
 
a. Accruals basis 
Income and expenses are recorded on an accruals basis, independently of the 
monetary or financial flow from which they arise. All interest accrued and 
expenses incurred are recorded, except for the interest accrued from doubtful 
and bad debts, which is recorded when actually collected. 
 
b. Statement of foreign currency transactions  
Accounts in foreign currency and unmatured spot foreign currency 
transactions have been translated to Euros at average international market 
rates of exchange prevailing at the balance sheet date. 
 
Gains or losses from the aforementioned translation and the result of 
operations in foreign currency during the year are debited and credited to the 
statement of income. 
 
Forward operations in foreign currency are stated at the exchange rate on the 
last balance sheet day of the remaining life of the operation.  The exchange 
gains or losses from the other forward operations are fully stated net the 
Income Statement. 
 
The other memorandum accounts in foreign currency are translated in Euros 
on the basis of international market exchange rates, according to the quotation 
on the last business day on the closing balance sheet. 
 
Unhedged positions in foreign currency of products and charges, are 
translated in Euros at the prevailing prices in the recording moment. 
 
c. Allowance for loan losses 
This caption is to cover any loan losses that may arise in the recovery of any 
loan risks.  The allowance for loan losses covers specific, general and country 
risks. 
 
The allowance for loan losses, in accordance with the Andorran finance 
system accounting plan, is calculated on the basis of the following criteria: 
 

·  The specific provision corresponding to all types of assets and 
memorandum accounts is determined on the basis of individualized 
studies on the quality of the risks contracted with the main debtors and 
borrowers, based mainly on the guarantees, the time expired as from 
the default on payment at the maturity date, in application of stringent 
valuative prudence. 

 



 

Financial statements 16/53 
 

·  The general allowance is based on 0.5% of the net loans and fixed 
income securities with banking institutions and 1% of the net loans to 
customers and fixed income securities, except for the part covered by 
contractually pignorated cash guarantees and risks guaranteed by the 
pignoration of listed securities, up to the limit of the market value of 
such securities and mortgage-backed loans and credits and fixed 
income securities issued by the central administrations of OECD 
countries or expressly guaranteed by such bodies. 

 
·  The country risk allowance is determined on the basis of an analysis 

of the aforementioned risk in application of stringent criteria of 
prudence in calculating the necessary coverage.  Taken into 
consideration are the overall analysis of the risk, the evolution of the 
balance of payments, level of debt, services charges on the debt, 
quotation of the debt on international secondary markets and other 
indicators and circumstances related to the country in question. 

 
d. Investment portfolio 
Investments are stated in accordance with the following classification: 
 

·  The trading portfolio includes securities acquired for purposes of short-
term sale. The securities in this portfolio are stated at their market 
value as of the year end, or, if there is none, as of the last trading day 
prior to the latter. The differences arising from the variations in 
valuation are recorded net (excluding the accrued interest of the fixed 
interest securities), according to whether they are positive or negative, 
under Results of financial operations in the Income Statement for the 
year. 

 
·  The securities in the fixed term investment portfolio, which includes 

those securities that the Banks have decided to hold to term, are 
stated at their adjusted cost of acquisition (the cost of acquisition is 
adjusted monthly on the basis of the amount resulting from the accrual 
based on a financial calculation of the difference between the 
acquisition price and the redemption value). 

 
The results of any sales that may arise are taken to the Income 
Statement and carried under Extraordinary results, although any gains 
are accrued on a straight-line basis throughout the remaining life of the 
security sold.  
 
This portfolio requires no security fluctuation reserve for changes in 
the market value of the security and its adjusted acquisition price. 

 
·  The permanent equity investments portfolio includes investments in 

equity securities made by Subsidiary and Investee Group companies 
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consolidated by equity accounting, as well as minority interest in 
Companies which activity is complementary to financing activity and 
which are used to service the activities of the Bank permanent basis.  
These latter companies are stated at their cost of acquisition.  If this 
value is greater than their book value, a provision is made for the 
difference and is charged to the Income Statement. 

 
·  The ordinary investment portfolio includes those fixed interest 

securities and equity securities that are not included in the 
aforementioned portfolios.  The fixed income securities are stated at 
their price of acquisition (the difference between the adjusted 
acquisition price and the redemption value is apportioned out 
periodically).  Potential net losses arising from the fluctuation in 
quotations are provided for by a securities fluctuation reserve (equal to 
the sum of the positive and negative differences, up to the limit of the 
negative differences) charged to the Income Statement. 

 
The equity securities included in the trading and ordinary investment portfolios 
are stated in the balance sheet at the lower of their price of acquisition or 
market value. The market value has been determined in accordance with the 
following criteria: 
 

·  Listed securities: the quotation on the last trading day of the year. 
·  Unlisted securities: book value of the investment on the basis of the 

last available balance sheet. 
 
In order to recognize the corresponding losses, a securities fluctuation reserve 
has been created, which is stated as a negative value in the assets side of the 
accompanying balance sheet.  
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e. Tangible and intangible fixed assets 
Fixed assets are stated at their cost of acquisition, less the accumulated 
straight-line amortization and depreciation at rates adequate to carrying fixed 
assets at their residual value at the end of their useful lives. 
 
The amortization and depreciation rates used are: 
 

 
 
The cost of Multi-property assets of Intangible fixed assets is amortized on a 
straight-line basis over a period equal to the residual life of the respective 
contract. 
 
In the event that fixed assets are irreversibly depreciated as a result of their 
use or obsolescence, the loss and decrease in value of the respective asset is 
expensed directly. 
 
The depreciation of capitalized work and Installations in relation to leased 
assets is related to their estimated useful lives, until the term of the lease 
agreement terminates. 
 
f. Non-operating tangible fixed assets 
Non-operating tangible fixed assets are assets not directly related to banking 
activity and adjudicated assets. 
 
These are basically made up of land, buildings and Installations that are 
recorded at the lower of their cost of acquisition and depreciated over their 
estimated useful lives using the same percentages applied to operating fixed 
assets. 
 
Adjudicated assets include land and buildings stated at the lower of their 
adjudication value or market price, after deducting the provisions determined 
by the schedule set down by the current regulation. 
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g. Futures operations 
The Bank has used these instruments in a limited way both in operations to 
hedges its equity positions and in others. 
 
The memorandum accounts carry the future operations, as per the regulations 
of the INAF, related to exchange rate, interest rate, market or credit risk and, 
specifically: 
 

·  The unmatured sales or purchases of currencies and swaps in foreign 
currency are recorded as spot or maturity transactions depending on 
whether they mature in less or more than two business day. 

 
·  The results of trading transactions, FRA'S, interest swaps and other 

future contracts, undertaken outside organized markets are booked at 
the principal amount of the operation. 

 
Operations undertaken in order to eliminate or significantly reduce interest 
rate, market or exchange rate risks in equity positions or other operations are 
considered hedging operations, in which the gains or losses have been stated 
side by side in the Income Statement with the costs or yields of the item 
hedged.  
 
Non-hedging operations, also called trading transactions, which have been 
undertaken in organized markets, are stated according to their quotations.  
Gains or losses from the changes in quotations are taken to profit and loss on 
the basis of daily settlement. 

 
The results of trading transactions undertaken outside organized markets are 
not recognized in the Income Statement until settled.  However, at the end of 
the month valuations are made of the positions and provisions are made 
against results for the potential net losses for each type of risk, which, as the 
case may be, may arise from such valuations.  The types of risk considered for 
these purposes include interest rates, market prices and currency exchange 
rates. 
 
h. Allocation to the General Reserve 
This reserve covers possible risks inherent in the banking business and other 
contingencies. 
 
The allocations to the fund are carried under Allocation to the general reserve 
in the Income Statement while recoveries are carried under Extraordinary 
results. 
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i. Accrual of interest 
The entity uses a financial method (i.e., on the basis of the internal rate of 
return or resulting cost) to calculate the accrual of interest, for both assets and 
liabilities, with maturities of more than 12 months. 

 
For operations maturing in less than 12 months the Banks can choose 
between this method and straight-line accruals. 
 
j. Pensions 
The Bank has booked different commitments with personnel: commitments 
with retired employees, with early retirees and internal defined contribution 
pension funds with current Bank employees. 
 
The personnel of legacy Banc Agr�col i Comercial d'Andorra who joined the 
company after 1st May 1995, except for certain groups belonging to a defined 
contribution scheme, do not belong to a retirement pension scheme.  
Furthermore, personnel who retired before 22nd December 1995 belong to a 
defined contribution retirement pension scheme set up in 1989. 
 
As per the express agreements made with retired personnel, the Bank must 
make supplementary contributions. The Bank has set up a fund this year for 
commitments contracted until 31st December 2002 (Euros 1,020 thousand) 
calculated on the basis of the current value of future income using an 
estimated life expectancy of 85 years, an actualisation rate of 3.5% and an 
inflation rate of 3.5%.  The allocation made for this item has been recorded as 
extraordinary provisions in the profit and loss account and has increased the 
fund for pensions and similar obligations (see note 9). 
 
Current personnel belonging to the defined contribution pension scheme can 
upon request transfer their pension fund to an off-balance sheet investment 
fund managed by the Bank (see note 9). As of 31st December 2002, the 
managed off-balance sheet fund totals Euros 1,143 thousand, while the 
internal fund carried under “Pension funds for liabilities and charges” totals 
Euros 2,132  thousand.   
 
The amount of the internal pension fund provision for current personnel in 
2002 was set up with a 3.5% contribution revaluation and an interest rate of 
3.19% as of 2002 (corresponding to the interest rate on one-year deposits 
published by the Andorran Bankers' Association) for employees who belong to 
the pension fund on the Bank's Balance Sheet (see note 9). 
 
In 2002 an internal fund was set up, in the amount of Euros 1,720 thousand, 
for personnel availing themselves of early retirement during the year, at the 
value of the commitments acquired with this group and based on a 3.5% 
actualisation rate and an inflation rate of 3.5% (see note 9). 
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Note 4: Asset and li ability maturities  
The breakdown by maturities of gross loans as of December 31st, 2002 and 
2001 are as follows: 
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Set out below is the breakdown of the sub-entry of Bonds and other fixed 
interest securities in the accompanying consolidated balance sheet, on the 
basis of maturities, as from December 31st, 2002 and 2001: 
 

 
 
The maturity of deposits with the INAF and the creditor balances in the 
accompanying balance sheets as of December 31st, 2002 and 2001 are as 
follows: 
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As of December 31st, 2002 and 2001 the detail by currency of gross Loans 
and gross Securities portfolio is as follows: 
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In respect of INAF deposits and creditor balances in the accompanying 
consolidated balance sheet, the breakdown by currency as of December 31st, 
2002 and 2001 is as follows: 
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Note 5: Banks and F inancial institutions 
This balance as of December 31st, 2002 and 2001 is broken down as follows: 
 

 
 
The movement in the allowance for loan losses during 2002 and 2001 has 
been as follows: 
 

 
 
As of December 31st, 2002 Banks and Financial institutions does not carry any 
matured, doubtful loans. 



 

Financial statements 26/53 
 

Note 6: Credit portfolio 
The detail of this caption of the accompanying consolidated balance sheet as 
of December 31st, 2002 and 2001 in terms of the status of the loan and type of 
guarantee is as follows: 
 

 
 
Customers' overdrafts includes loans, in respect of which litigation has been 
filed, in the amount of Euros 1,588 thousand, Euros 4,919 thousand in 2001. 
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The movement during 2002 and 2001 for the allowance for loan losses has 
been as follows: 
 

 
 
Set out below is the detail of loans with the public sector for 2002 and 2001, 
which correspond entirely to loans and overdrafts: 
 

 
 



 

Financial statements 28/53 
 

Note 7: Investment portfolio 
a. Bonds and other fixed income securities 
The breakdown of this balance as of December 31st, 2002 and 2001 is as 
follows: 
 

 
 
 
b. Equity investments in Group companies 
A breakdown of the equity investments as of December 31st, 2002 and 2001 is 
as follows: 
 

 
 
In 2002 the Bank has decreased its investment in Clau d'Or by Euros 2,404 
thousand by recovering its investment through the release of the company's 
reserves. This investee company, along with M�n Immobiliari, SA, are not 
consolidated, in view of their lack of significance. 
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The breakdown of the shareholding in Group companies consolidated by 
equity accounting as of 31st December 2002 is as follows: 
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c. Other equity investments 
Other equity investments includes investments in companies where the Group 
does not have a majority of shares or decision-making power. 
 
These investments as of December 31st, 2002 are as follows: 
 

 
 
Movement during the year in Other equity investments includes the increase of 
the investment in Societat d'Economia Mixta Termolúdica d'Escaldes-
Engordany, SA (Semtee, SA) totalling Euros 3,791 thousand, which raises 
shareholding from 0.42% to 15%.  
 
During the year the investment in Seguretat i Serveis, SA has been 
reclassified from Investment in Group companies to Other equity investments.  
 
d. Investment management entities 
This balance is broken down by management entity as of December 31st, 2002 
and 2001: 
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e. Portfolio valuation 
Set out below is the detail of securities as of December 31st, 2002 and 2001 
classified by the valuation categories described in Note 3 (d): 
 

 
 
The cost of acquisition of securities in the trading portfolio as of December 
31st, 2002 totals Euros 9,173 thousand (Euros 16,994 thousand as of 
December 31st, 2001).  The total unrecorded gains for all categories at such 
date are Euros 2,096 thousand (Euros 2,112 thousand as of December 31st, 
2001).  The market value of the ordinary investment portfolio and investment 
portfolio held to term is Euros 516,956 thousand and Euros 255,859 thousand 
as of December 31st, 2002 (Euros 190,135 thousand and Euros 206,859 
thousand as of December 31st, 2001). 
 
f. Securities fluctuation reserve 
Set out below is the movement in the securities fluctuation reserve during 
2002. 
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g. Allowance for loan losses 
The allowance for loan losses relates exclusively to the general provision in 
the Investment portfolio. 
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Note 8: Fixed Assets 
The movement in Intangible fixed assets and capitalized expenses during 
2002 and their corresponding amortization is as follows: 
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The movement in Tangible fixed assets during 2002 and corresponding 
depreciation are as follows: 
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Note 9: Provisions for liabili ties and charges and p ensions fund  
The movement in the pensions and similar obligations fund in 2002 and 2001 
has been as follows: 
 

 
 
The allocation to the Pension Fund for 2002 includes Euros 55 thousand 
(Euros 72 thousand in 2001) as finance charges. 
 
The payments to pensioners and early retirees in 2002 has been directly 
expensed for the year. 
 
The allocation for the year for early-retired and retired personnel has been 
recorded under Staff Costs and Extraordinary results, respectively. 
 
The investment from the investment portfolio allocated to the retirement and 
early retirement fund as of 31st December 2002 relates to part of a fixed 
income security maturing on 15th July 2009 that forms part of the investment 
portfolio held to maturity.  
 
The balance of the fund allocated to pensions for current personnel is covered 
by deposits lent to banks and financial institutions. 
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Note 10: Allocation o f net income 
The proposed allocation of the net income of Andorra Banc Agricol Reig, SA 
2002 to be presented for the approval of the General Meetings of 
Shareholders is as follows: 
 

 
 
During the year the Group has paid out interim dividends in the amount of 
Euros 25,051 thousand. 
 
The allocation of the net income of the former Banc Agr�col i Comercial 
d'Andorra, SA and Banca Reig, SA for 2001 was as follows: 
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Note 11: Movement in stockho lders’ equ ity and the general reserve 
The movement in consolidated reserves of the Group during 2002 has been as 
follows: 
 

 
 
a. Share capital 
On June 14th, 2002, effective as from 1st January 2002, Andbanc increased 
share capital by issuing 551,825 new shares with a par value of Euros 30.05 
each (Euros 16,582 thousand) and with a share premium of Euros 95,369 
thousand.  Concurrently, it increased the par value of each of the 1,751,825 
shares into which share capital had been divided, with a par value of Euros 
38.85 per share. 
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The increase and subscription of capital was carried out through a contribution 
of 100% of the shares of Andorra Banc Grup Agricol Reig 2002 SA, by the 
holding company (see note 1), which was the Bank's shareholder until that 
date. The share premium was allocated to: 
 

 
 
 
b. Legal and statutory reserves 
In accordance with current Andorran company law, Banks must allocate 10% 
of profit for the year to the legal reserve until it reaches a total of 10% of share 
capital. As of December 2002 and 2001, this reserve is fully allocated. 
 
As a result of the change in the articles of association of the Bank in 2002, the 
Bank need not make allocations to the Statutory Reserve in 2002. 
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c. Consolidated reserves 
The consolidated reserve correspond to the following companies: 
 

 
 
 
The amount allocated to Andorra Banc Agricol Reig, SA relates to the reserves 
of the parent company arising mainly from consolidation adjustments 
(dividends). 
 

 
 



 

Financial statements 41/53 
 

The movement in this account during the year has been as follows: 
 

 
 
 
d. Results attributed to the Group 
The breakdown of Results attributed to the Group as of December 31st, 2002 
is as follows: 
 

 
 
 
e. Reserves in guarantee of deposits 
This balance includes the reserves in guarantee deposits and other 
operational obligations that entities within the financial system must deposit 
with the INAF. 
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f. General reserve 
The movement in the general reserve for 2002 has been as follows: 
 

 
 
The allocation of the general reserve in 2002, carried under Extraordinary 
income, has been used to cover the following expenses: 
 

 
 
The first item above relates basically to staff costs. Other general expenses 
mainly includes the expenses incurred for the change of trademark and 
consulting and organisational advisory costs. 
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Note 12: Other balance sheet and income statement entries 
a. Other assets 
“Others” carried under “Other assets” in the Balance Sheet as of December 
31st, 2002, includes the acquisition of 25% of an Andorran company, totalling 
Euros 1,653 thousand, 50% of which has been disbursed. The investment is 
carried under this heading instead of under Investment portfolio as the 
necessary authorisations were not obtained. If such authorisations are not 
received, the Bank will carry out the corresponding divestiture with nil effect on 
the Entity. 
 
b. Extraordinary profit 
The breakdown of extraordinary profit as of December 31st, 2002 is as follows: 
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Note 13: Assets and liabilities in EMU and other currencies 
The breakdown of the assets and net worth in the balance sheets as of 
December 31st, 2002 and 2001 of EMU and other currencies is as follows: 
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Note 14: Financial derivatives 
Transactions in futures and financial derivatives are detailed below at their 
notional value by type of product as of December 31st, 2002 and 2001.  
Distinction is made between trading operations and hedging operations by 
market: 
 

 
 
The forward currency operations are considered hedges, in view of the fact 
that the overall position in terms of currency and maturities is practically 
closed.  There are certain operations involving insignificant amounts that 
hedge to maturity the risks recorded on the balance sheet. The overall net spot 
position and net forward position in currency operations is monitored on a daily 
basis.  The term of these operations is less than one year.  
 
The swaps are contracted in order to cover the interest rate risk of the fixed-
income time deposits of creditors and others operations with customers.  The 
Group regularly monitors the difference between the nominal amount 
contracted and the amount of the deposits to be hedged. The term of these 
operations ranges from one to five years. 
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The maturities of operations in futures and financial derivatives are as follows: 
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Note 15: Operations with associated entities and p ersons 
The breakdown of balances and transactions with Group subsidiaries and with 
Shareholders and Entities related to the Shareholders representing more than 
10% of the shareholders' equity stated on the Balance Sheet is as follows: 
 

 
 
During 2002 there were no transactions with Shareholders or Entities related 
to the Shareholders over 5% of Results for the year shown on the Income 
Statement. 
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Note 16: Market risks 
Market risks includes all the risks arising from divergences in the evolution of 
interest rates or exchange rates in relation to the assets and liabilities on the 
balance sheet, as well as fluctuations in liquidity levels and the quotation of the 
Group's own financial assets and liabilities in fixed income or equity securities. 
 
The Group has set up the Assets and Liabilities Committee (hereinafter 
C.O.A.P.) to set policies and monitor overall risks.  The C.O.A.P. evaluates the 
sensitivity of the balance sheet to fluctuations in interest and exchange rates 
and defines short and medium-term strategies for managing the sources and 
applications of funds.  The Committee also analyses the levels of liquidity and 
has contingency plans in the event of deviations from its policy arising from 
internal or market-related causes. 
 
The tools of the C.O.A.P. include, among others, the simulation of balances 
and net interest income for different scenarios with varying stockholder's 
equity levels at different maturities, the analysis of the term of sensitive assets 
and liabilities and the evaluation of the liquidity gap.  It also evaluates and sets 
limits for the market risk to which the Entities are subject. 
 
The Committee delegates the monitoring and control to the ªMiddle Officeº 
department, which monitors on periodically basis all market risks incurred in 
exchange rates, quotations of securities and credit risk. 
 
The maximum exposure limits during the year, as per the risk generating 
factor, have been as follows for 2002: 
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Note 17: Deposits of securities and o ther securities und er custody 
These deposits of securities include as of December 31st, 2002 an amount of 
Euros 153,970 as guarantee of different debt and risk guarantee operations. 
 
As of December 31st, 2001 the volume of individual customer equity 
management is carried under securities under deposit of custody of third 
parties in the memorandum accounts and creditor balances in the liability side 
of the Balance Sheet. The income recorded for management commissions are 
carried under Commissions for services. 
 
This balance included Euros 486,500 thousand in fiduciary deposits made by 
the Bank on behalf of customers as of December 31st, 2002 (Euros 513,000 
thousand as of December 31st, 2001). 
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Note 18: Other memorandum accoun ts 
As of December 31st, 2002 the breakdown of this account has been as follows: 
 

 
 
 



 

Financial statements 51/53 
 

Note 19: Compliance with legal regu lations 
Regulatory legislation on obligatory investment ratios 
The Council General of the Principality of Andorra passed a law on June 30th, 
1994, on the regulation of obligatory investment fund ratios.  The Regulations, 
pursuant to this law, exclusively concern banking institutions, and oblige them 
to maintain a certain investment ratio of assets in Andorran public funds. 
  
On August 22nd, 1994 the Government issued a Decree on Public Debt, 
pursuant to the Law of Obligatory Investment Ratios, and the Decree 
regulating the aforementioned law, by virtue of which the Group subscribed 
Euros 31,803 in public debt of the Principality of Andorra, renewed on various 
occasions. This Public Debt has been replaced by new issues of Euros 32,818 
thousand maturing on December 31st, 2005 with the interest rate of the Central 
European Bank at one year (3,31%).  (See Note 7). 
 
The Public Funds Homologation Decree, in respect of compliance with the 
obligatory investment ratio for certain deposits with the INAF, of August 22nd, 
1994, considers public funds to be all deposits that banking entities make for 
such purpose with the aforementioned INAF. The deposit made by the Banks 
in this respect totals Euros 12,126 thousand as of December 31st, 2002, 
(Euros 11,331 thousand as of December 31st, 2001) and is recorded under 
INAF in the assets side of the accompanying balance sheet. These deposits 
have accrued an annual interest rate of 0.15% per annum during 2002 (1% 
during 2001). 
 
Furthermore, the loans granted by the Banks under a program classified as 
being in the national and social interest, which is aimed at the privileged 
financing of housing, are now also considered to be public funds, as per the 
decision of the Council General of the Government of Andorra of April 26th, 
1995. The loans granted by the Banks in this respect amount to Euros 2,855 
thousand as of December 31st, 2002, (Euros 3,805 thousand as of December 
31st, 2001) and are carried under Loans / Loans and advances to customers in 
the accompanying balance sheet.  These loans accrued a fixed annual interest 
rate of 6%. 
 
The Council General of the Principality of Andorra at its meeting of May 11th, 
1995, approved the Law Regulating Deposit Guarantee Reserves and Other 
Operational Obligations which are to be maintained and deposited by entities 
operating in the financial system. This Law obliges entities forming part of the 
Andorran financial system to maintain among their stockholders' equity various 
minimum reserves of shareholders' equity as a guarantee for operational 
obligations of up to 4%, which for 2001, amounts to 2.25% of total 
investments, after deducting the investments made using shareholders' equity 
and funds of financial institutions. These reserves must take the form of an 
unremunerated deposit with the INAF. The deposit made by the Banks in this 
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respect as of December 31st, 2002 totals Euros 42,161 thousand, (Euros 
42,161 thousand as of December 31st, 2001). 
 
As a result of the judgment of the High Court of the Principality of Andorra in 
respect of the economic cost of the application of the 1998 regulations, the 
Group will be able to record as extraordinary income the amount of Euros 
2,702 thousand, Euros 1,093 thousand in 2001 and the rest in 2002.  The 
recording of these amounts in two years is in accordance with the instructions 
of the INAF, bearing in mind the lower remuneration in comparison with market 
conditions of the deposits with the INAF. Furthermore, as per INAF 
instructions, ªInterest and related incomeº has been increased by Euros 1,784 
thousand in 2002, in order to include the theoretical remuneration at market 
prices of such deposits while concurrently, and at the same amount, ªGeneral 
expenses – Other general expensesº has been increased to offset this 
theoretical income. 
 
Legal solvency and liquidity regulations for financial institutions 
On February 29th, 1996, the Council General of the Principality of Andorra 
passed a law regulating solvency and liquidity criteria in financial institutions.  
 
This Law obliges banking entities to maintain a 10% minimum capital ratio 
based in part on the recommendations of the Basle Committee on Banking 
Regulations and Supervisory Practices, calculated on the basis of a ratio that 
relates the qualifying equity to the weighted risk assets as per the degree of 
risk of such assets. Thus, banks are also obliged to maintain a liquidity ratio of 
at least 40%. 
 
The capital and liquidity ratios of the Banks, determined in accordance with 
this Law, as of December 31st, 2002 are 42.53% and 75.92%, (41.41% and 
81.68% as of December 31st, 2001). 
 
The law regulating solvency and liquidity criteria in financial institutions also 
restricts the concentration of risk in a single beneficiary up to a maximum of 
20% of the shareholders' equity of the banking entity. On the other hand, the 
aforementioned law stipulates that the accumulation of risks that individually 
exceed 5% of the shareholders' equity cannot exceed the limit of 400% of the 
aforementioned shareholders' equity. Therefore, the risk maintained with 
members of the Board of Directors cannot exceed 15% of the shareholders' 
equity. The aforementioned risks are weighted in accordance with the 
aforementioned law. 
 
During the year the Bank has complied with the requirements of this Law, and 
the concentration of risk in favor of a single beneficiary totals a maximum of 
16.7% of shareholders' equity in 2002, (12.25% in 2001).  The loans or other 
operations involving risk in favor of a single beneficiary exceeding 5% of 
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shareholders' equity have not exceeded an accumulation of risks of 25.31% in 
the aggregate, (20.5% in 2001). 
 
The Indirect Tax on Banking and Financial Services Act 
The General Council of the Principality of Andorra on May 14th, 2002 adopted 
the Indirect Tax on Banking and Financial Services Act. This purpose of this 
act is to tax the services provided by financial entities to their customers.  
 
The calculation of the tax payable is calculated objectively, in accordance with 
the provisions of the Indirect Tax on Banking and Financial Services Act and 
on the basis of the returns filed in respect of such taxes.  
 
This new tax came into force on June 14th, 2002, and, accordingly, only 
affected the second half of 2002. The former tax system by modules applied 
last year remained in effect until June 14th, 2002.  
 
The tax is calculated as the difference between the amount on the tax return 
as per the consolidated figures and the sum of the amounts resulting from the 
individual returns of the investee companies.  
  
The amount recorded as of December 31st, 2002 for the indirect tax and 
taxation by modules has totalled Euros 3,052 thousand and Euros 2,631 
thousand, respectively. Both amounts have been recorded in the Tax account 
held under General expenses in the Statement of Income. 
 
 


