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PRESENTATION

2011 was an exceptional year considering the dif-

ficult international economic and financial situation.

Growth in production slowed down considerably
during 2011 with the growth rate reaching 3.8%
and the forecast for the years to come would seem
to indicate that growth will be lacking in vitality.
The problems of the world economy are multiple
and intertwined; these include the unemployment
crisis and the continuous fall in economic growth,
especially in developed countries.

For 2012, the International Monetary Fund expects
to see 3.5% growth in the world economy. It is es-
timated that there will be a readjustment among
the economies since the emerging markets are
growing at a faster pace. A process of alignment is
currently under way and this will probably need to
be backed by strong and clear reforms.

The US economy continued its recovery during
2011, albeit at a slower rate than in 2010, register-
ing a growth rate of 1.7%, which was mainly due to
private consumption, while the Japanese economy
was greatly affected by the March earthquake and
the subsequent nuclear disaster, which left the
economy immersed in a deflationist environment.
As far as the emerging or developing economies
are concerned, there have been disparities in the
rate of growth; Asia and India grew by approxi-
mately 8% and 7.4% respectively and the countries
of Latin America also expanded with Mexico and
Brazil growing by 4.1% and 2.9% respectively.

2011 was marked by reduced economic growth

in most countries in Europe, where the growth
rate was 1.4%. The high level of uncertainty in the
financial markets, together with leverage pres-
sure on the credit entities also affected monetary
growth, and there was an even greater fall towards
the end of 2011. The evolution in prices has been
influenced significantly by the increase in the price
of energy and raw materials, and this has resulted
in high levels of inflation and an average European
year-on-year inflation rate of 2.7%. Tensions intensi-
fied in the financial markets from the middle of the
year, mainly as a result of the concerns of market
participants about the evolution of public finances
in several euro zone countries. The resulting tough-
ening of financial conditions and economic trust
combined with a drop in world demand put the
brakes on economic activity within the euro zone
during the second half of 2011 and during the sub-
sequent months.

Against the backdrop of this economic environ-
ment, during the first half of 2011 Spain continued
its process of slow economic recuperation which
had started during the previous period, until the
summer months when economic activity stagnat-
ed and it subsequently reverted with a fall in GDP
in the fourth quarter of 2011. The increase in GDP
was 0.79% which was the result of weak national
demand with the consequent destruction of jobs
and financial tensions and a worsening of financing
conditions. The predictions are that this contractive
path will continue during 2012 with a 1.5% fall in
GDP.



The French economy grew by 1.7% during 2011,
placing it below Germany but above the United
Kingdom. The perspectives for 2012 point to a stag-
nant economy with a growth rate of 0.4%.

The Andorran economy has been greatly affected
by the international economic situation, and most
especially by the evolution of the surrounding econ-
omies. The main economic indicators of the Prin-
cipality of Andorra show signs of a deterioration in
our model based on traditional economic mainstays
such as tourism, commerce and the financial sector,
with a strong dependence on our two neighbour-
ing countries. The fall in the number of visitors and
their reduced acquisitive power has directly affected
the income of the tourist and commercial sector.
Likewise, the crisis of trust and the economic reces-
sion have affected the construction sector, making
it the sector registering the greatest drop in activity.
Because of all this, the Government of Andorra wish-
es to diversify the Andorran economy by opening
up the economy and this should help to strengthen
the sectors that contribute a high value added to
the economy and place the country in a situation
that allows it to compete with the neighbouring
economies under equal conditions, and at the same
time it must make Andorra an attractive destination
for new sectors and companies.

In 2011, the Andorran financial system showed that
is possible to successfully meet the challenges that
are caused by the uncertain and volatile economic
and financial environment using conservative and
prudent management. Therefore, in accordance
with a financial reputation that has been consoli-

dated thanks to solidity and rigor in the application
of international regulatory standards over the years,
during the 2011 financial year, the Andorran banks
achieved an ordinary growth margin of 3.2% and
profitability rates on both average assets and aver-
age equity that were higher than the averages for
the European banking sector. The results of the
Andorran banks for this financial period were 1.98%
lower than those for 2010, and this was mainly due
to an increase in transformation expenses as a con-
sequence of the measures adopted by Andorran
banks to prepare for future challenges and most
especially for their international expansion. The
international project is now bearing its fruits with a
12.97% increase in managed resources compared to
2010. Another relevant point is the high level of the
solvency and liquidity ratios, at 20.96% and 66.58%,
respectively.

Throughout 2011 and during half of 2012, the desire
to situate Andorra in the international context as

a country with similar regulations to those of the
countries of the European Union and the OECD has
been maintained; following these lines, the Prin-
cipality of Andorra signed a Monetary Agreement
on 30™ June with the European Union to make the
euro the country’s official currency. Likewise, the
Law on general indirect tax and the Law on foreign in-
vestment in the Principality of Andorra were passed in
mid 2012. It is also necessary to emphasize the fact
that bilateral agreements continued to be signed
during this period for the exchange of information
on fiscal matters with a prior request and a non-
double taxation agreement was also signed with
the French Repubilic.









THE
PRINCIPALITY

OF ANDORRA

I.1. Introduction to Andorra

The Principality of Andorra is a European mi-
cro-State located in the Central Pyrenees between
Spain and France, members of the European Union,
sharing a southern and western border of 64 km
with Spain and a Northern border of 57 km with
France. The capital of Andorra is Andorra la Vella.

Andorra covers a surface area of approximately 468
km? and is larger than that of other small European
States such as San Marino (61 km?), Liechtenstein
(157 km?) or the Principality of Monaco (1.5 km?).

The Andorran flag and coat of arms are shown
below:

The official language of Andorra is Catalan, al-
though Spanish and French are also widely spoken
due to the economic and social contacts with
these neighbouring countries. English is also used
for commercial and financial purposes.

The Principality of Andorra, which did not have

an official currency and which had not signed any
agreement with any States to adopt their currency,
adopted the euro on 1°t January 2002 on the same
day as other Member States of the European Union.
The Spanish peseta and the French franc had circu-
lated de facto in Andorra until then and they were
then replaced by the euro.

On 30™ June 2011, the Principality of Andorra
signed a Monetary Agreement with the European
Union to make the euro the official currency of the
Principality of Andorra. With the ratification of this
Agreement, the Principality of Andorra has the right
to issue euro coins from 15t July 2013, for both cir-
culation and collectors, and it is obliged to accept
euro notes and coins issued by the Eurosystem and
by the Member States that have adopted the euro
as legal tender.

Andorra is a mountainous country. Its lowest point
is where the Runer River meets with the Valira
River (838 m) and its highest point is the peak of
Coma Pedrosa (2,942 m). The climate in Andorra

is considered to be dry and Mediterranean. Tem-
peratures vary slightly between the mountain and
valley areas, mainly due to significant differences
in altitude. The average minimum temperature

is 2°C, while the average maximum temperature
is 24°C. Snowfall is frequent between the months
of October and April and rain falls mainly in spring
and autumn. Water is one of the most important
natural resources, allowing for the exploitation of
hydroelectric energy and thermal activities.

In 2011 Andorra had a population of 78,115 (85,015
in 2010), 42.86% with Andorran nationality (38.77%
in 2010), 28.40% with Spanish nationality (31.39% in
2010), 14.99% with Portuguese nationality (15.41% in
2010), 5.25% with French nationality (5.98% in 2010)
and 1.23% with British nationality (1.31% in 2010).
The remaining 7.27% of the population comprises
more than 22 different nationalities, in addition to
those stated above.

As can be observed in the graph below, an analysis
of the population in 2011 by age group reveals that,
for both men and women, the age group 30-49
years represents the highest concentration of pop-
ulation. Data from previous years also shows that
the population distribution has followed the same
trend for several decades, whereby the highest
concentration is found among people of a working
age. This concentration reflects the reality of the
Andorran labour market since a high percentage of
the active population comes from outside Andorra
due to the shortage of internal human resources.
These workers do not usually form part of a stable
family unit resident in the country, and they there-
fore return to their country of origin when they
reach retirement age. [graph 1]



Andorran nationality can be acquired in differ- courses. The educational institution “La Salle” inau-

ent ways and in the case of foreigners who marry gurated on 28™ June 2012 a new university in An-
Andorrans, it is granted provided that they can dorra (La Salle-Andorra Open University) which will
prove uninterrupted residence in Andorra for a offer on-line and semi-distance courses in Technol-
prior period of three years. Other foreigners who ogy and Social Sciences.

have lived for at least twenty years in Andorra may

also apply for Andorran nationality. The Andorran Similarly, a Law was passed on 30" October 2008,
Constitution does not allow dual nationality. authorizing the creation of the Universitat de les

Valls, the first private university in Andorra, which
Foreigners exceeding the age of 18 who wish to re-
side in Andorra without employment must obtain
a passive residency permit without any lucra-
tive activity from the Ministry of Home Affairs.
This authorisation is governed by Law 9/2012 of 31
May, amending the Qualified law on Immigration and |:|
which also amends Law 17/2006 of 30" November on
passive residence.

Law 1072012 on Foreign Investment in the Principality

of Andorra was passed on 21°t June 2012, allow- ANDORRA
ing the liberalization of foreign investments in all ©
sectors of the economy and it establishes that the

economic rights of physical persons are acquired

when they obtain their legal residence permit in

the Principality. Non-resident physical persons who

are legally of age and who wish to acquire real

estate in Andorra will be subject to prior authoriza- Arcali
tion from the competent Ministry provided that

. . El Serrat

they do not hold Andorran nationality. )
Llorts @
Andorra’s educational system is multilingual E Tarter
i Arinsal Arans o
and based on a plural and mixed structure, as pub- e - @ Soldeu
. . . . . . @® Canillo
lic education is available in three different systems: ® Ordino
Andorran, French and Spanish and private educa- Pale Vi
. . . . . a Iviassana

tion is also available in a school which follows the @ Encamp PasdeNEN®

Spanish system. Students who wish to continue
into higher education can choose between remain-
ing in Andorra and following professional training
or university studies through the degree courses
offered by the University of Andorra or pursuing
their higher studies abroad. The majority of Andor-
ran students who choose the latter option move

to the neighbouring countries of France and Spain.
The University of Andorra, founded in July 1997,

Andorrala Vella
@ @ Escaldes-Engordany

Santa Coloma @

® Sant Julia de Loria

. [graph 2]
offers classroom-based, virtual and post-graduate
Structure of — 16,000
population by age 14000
in 2011 '
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Source: Department of Statistics - Government of Andorra [graph 1]
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Surface areas and
population of parishes
2011

165
Area in Km? 109 82 85

44
Inhabitants per Km?

718 800

600
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400

150 146 200

51 65 31 62 34

0

Canillo Encamp  Ordino LaMassana Andorra SantJulia  Escaldes-

(Km?) Source: Department of Statistics - Government of Andorra

will open the Faculty of Odontological Science

as the first centre of the university in September
2012. The Decree of the Government of Andorra
of 1°tFebruary 2012 approved the study plan for its
Master in Odontology, thereby giving state status
to the diploma, which means that it is recognized
in all the Member States of the European Space for
Higher Education.

As shown below, Andorra is divided for administra-
tive purposes into seven territories called parishes
with varying surface areas and populations. Each
of these parishes has its own Comu (Town council).
The seven parishes are Canillo, Encamp, Ordino, La
Massana, Andorra la Vella, Sant Julia de Loria and
Escaldes-Engordany.

The surface areas of the seven parishes and their
population in 2011 are as follows:

To reach the Principality by motorway from the
main cities of the neighbouring countries, the dis-
tances are follows:

1.2.

Andorra’s history is documented in scripts discov-
ered in the 9™ century, which record the first writ-
ten evidence relating to Andorra.

A Carolingian order dating from 843 and signed by
Charles the Bald, granted the Valleys of Andorra to
Sunifred, Count of Urgell. In 988, Borrell Il, the Count
of Barcelona and Urgell gave Andorra to the Dio-
cese of Urgell in exchange for property within the
County of Cerdanya. The Bishop of Urgell therefore
became the temporary sovereign of the Valleys.

la Vella de Loria  Engordany

[graph 3]

From Spain: From France:
Madrid 612 km Paris 861 km
Barcelona 198 km Marseille 534 km

Toulouse 186 km

Andorra is connected by public and private trans-
port to the main cities of the neighbouring coun-
tries.

The Principality does not have its own railway
network, although it can be reached from Lleida
or Puigcerda in Spain and from Ax les Thermes or
['Hospitalet in France in less than an hour by road.

The nearest airports are in Toulouse and Perpignan
(France) and Barcelona, Lleida, Girona and Reus
(Spain).

The Andorran Telecommunications Service
(Andorra Telecom) provides other kinds of com-
munication by land line and mobile telephone
(GSM and 3G), basic internet and broadband (ADSL),
optical fibre (FITH) and digital terrestrial television
(DVB - T), GPRS, telegraph, telex and fax.

However in the following centuries, the Bishop of
Urgell entered into conflict with the Count of Foix
who wanted to recover what previously belonged
to him. This conflict was resolved upon signing of
the first and second Pariatges (feudal charters) in
1278 and 1288, between the Bishop of Urgell and
the Count of Foix. These arbitrary rulings estab-
lished an indivisible joint ownership of the valleys,
conferring equal seigniorial rights and powers
between the Bishop and the Count (who estab-
lished the taxes to be paid by the Andorrans and
exercised joint justice through the batlles —a kind of



first instance magistrates court specific to Andorra—,
the military obligations of the Andorrans and the
appointment of notaries and curates). In short, the
Pariatges, signed over 700 years ago, represented
Andorra’s independence.

At a later date, the co-rulers' rights over Andorra
were transferred to the kings of France, the heirs
of the Count of Foix and subsequently to the Presi-
dent of the French Republic.

At the beginning of the 1980s it was obvious that
Andorra’s institutions needed to be reformed. As a
result of the separation of powers in 1981 an agree-
ment was drafted between the co-princes, with
the creation of the Andorran Government, known
as the Executive Council, and the Head of Govern-
ment. In accordance with the co-princes, different
reforms were then introduced such as the Criminal
Code and the Administrative Code.

1.3.

A chart of the main institutions in Andorra is as fol-
lows:

As explained above, Andorra drafted a modern
Constitution and created a parliamentary co-princi-
pality in 1993.

The co-princes arbitrate and moderate in the
functioning of the public and institutional powers.
Some of their functions include the sanctioning
and passing of laws, calling general elections; call-
ing referendums on political matters when re-
quested to do so by the Head of Government and
the majority of the General Council. Those who
countersign the actions of the co-princes are held
liable thereto.

The General Council (Andorran Parliament) is

the highest representative body of the Andorran
people and exercises legislative power, approves
Government budgets, appoints the Head of Gov-
ernment and promotes and controls the political
actions of the Government. The General Council is
formed of 28 members who are elected by univer-
sal suffrage every 4 years. Half of these councillors
are elected for the parishes and the other half for
the national constituency. The General Council is
governed by the Syndic’s office, headed by the Syn-
dic general and the vice-Syndic elected by the Gen-
eral Council. With the approval of the Constitution,

A great change took place in Andorra on 14th
March 1993, when the Constitution was approved
by referendum. The Constitution converted the
Principality of Andorra into an independent legal,
democratic and welfare State. Although this may
seem recent, the Principality of Andorra has in fact
been governed by its own institutional system for
over 700 years.

As a result, the Andorran citizens assumed sover-
eignty, but the co-princes, jointly and severally, are
still the head of State. This position is occupied
exclusively and personally by the Bishop of Urgell
(currently his Grace Mr. Enric Vives i Sicilia) and

the President of the French Repubilic (currently his
Excellency Mr. Francois Hollande). Each co-prince
appoints a personal representative in the Principal-
ity of Andorra.

Co-princes

Institutions
governed by the
General Council COSRIINCES
Government
Ministries
Finance and Public Function
Economy and Territory
Foreign Affairs
Justice and Home Affairs
Health and Welfare
Education and Youth
Tourism and Environment
Culture
Source: Government of Andorra [table 1]

the regulations originating in the General Council
receive the unitary denomination of laws.

Since 28™ April 2011 Andorra has had the following
political parties with parliamentary representa-
tion: Democrates per Andorra and the Partit Social-
democrata (affiliated to the International Socialists).

The Government is the executive body of the
State and is formed of the Head of Government
and ministers. The Head of Government is elected
by the General Council and directs the national and
international policies of Andorra, the State admin-
istration and exercises regulatory powers (please

11
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refer to the composition of the current Govern-
ment in Chapter V. Information of interest).

Andorra is divided for administrative purposes

into seven parishes: Canillo, Encamp, Ordino, La
Massana, Andorra la Vella, Sant Julia de Loria and
Escaldes-Engordany. The representative and ad-
ministrative body of the parish is the Comd which
acts through its Council. The Constitution defines
the Comuns as public corporations with legal status
and with local legislative power, subject to the law,
by way of by-laws, regulations and decrees. The
voters of each parish elect ten councillors, two of
whom are appointed as Mayor (Consol major) and
vice Mayor (Consol menor).

The Accounts Tribunal is an independent techni-
cal body linked to the General Council which taxes
public spending. Itis also in charge of verifying the
transparency of the public Administration’s eco-
nomic, financial and accounting management.

The Citizens’ ombudsman is an institution which
defends and oversees compliance and application

Andorran legal bodies. The mission of the legal
bodies is to ensure all public authorities comply
with the law, control the legality of administrative
activities, and offer all citizens effective protection
when exercising their rights and defending their
legitimate interests.

An organisational chart of the Andorran legal sys-
tem is as follows:

The Constitutional Tribunal is the highest Con-
stitutional body and its rulings bind public powers
and individuals. It approves its own regulations
and it is solely subject to the Constitution and the
Qualified Constitutional Tribunal Law when exercis-
ing its functions. It consists of four constitutional
magistrates, one for each of the co-princes, and
two for the General Council, each with a mandate
of eight years, which cannot be renewed for con-
secutive periods.

The High Council of Justice is the body repre-
senting, governing and administrating the judicial
system which oversees the independence and
adequate functioning of Justice. It is comprised of
five appointed members, one for each co-prince,
one for the Syndic general, one for the Head of
Government and one for the magistrates and
batlles (judges specific to Andorra). This council is
in charge of appointing batlles, magistrates, the
Public Prosecutor, assistant prosecutors and judicial
secretaries, exercising a disciplinary function and

of the rights and liberties included in the Constitu-
tion, acting as a commissioner or delegate for the
General Council. The Citizens’ ombudsman receives
and processes all complaints and claims relating to
citizens’ dealings with all the public administrations
and entities in the Principality, responding with
independence and impartiality.

The Andorran Data Protection Agency, created
by the Andorran Data Protection Act 15/2003 of 18
December 2003, is a public institution with its own
legal status and full capacity to perform its own
functions to exercise authority over the treatment
of personal information provided by individuals,
private entities and Andorra’s public administra-
tion. Itis an independent authority which performs
its functions objectively and in full independence
from the Andorran public entities. Its objective is
to ensure respect for the fundamental rights of
individuals in all automated or manual processes
involving an exchange of personal information,
with particular importance placed on privacy pro-
tection rights.

promoting the conditions required to ensure that
the judicial authorities have the adequate means to
carry out their functions.

The Public Prosecutor is the body which over-
sees the defence and application of law and order,
as well as protecting the independence of the
courts and promoting the application of the law in
the courts to protect the rights of the citizens and
to defend general interests. It consists of members
appointed by the High Council of Justice at the
request of the Government, with renewable man-
dates of six years.

The High Court of Justice has the highest level

of authority in the Principality’s legal system and
consists of a president and eight magistrates ap-
pointed by the High Council of Justice. It consists of
a civil court, a criminal court, and an administrative
appeals and social security court.

The Tribunal de Corts is responsible for hearing
cases in the first instance regarding serious of-
fences and enforcing sentences and other rulings.
This tribunal hears appeals against criminal sen-
tences for minor criminal offences passed by the
Batlles Tribunal, and for breaches of the criminal law
passed by the batlles (judges specific to Andorra).
Through its president it performs prison-related du-
ties and enforces sentences. It currently consists of
a president, a vice president, a magistrate and two
assistant magistrates.



High Council of Justice
Public Prosecutor

High Court of Justice

Civil Criminal Administrative
Tribunal de Corts
(serious offences)
Batlles Tribunal
) Batllia )
Batllia ; I. ) ) Batllia
o ) (special criminal Batllia o .
(civil and minors . ) ) o (administrative
o and preliminary in- (minors division) o
division) division)

Source: Government of Andorra

The Batllia of Andorra hears in the first instance
civil, criminal and administrative cases and consists
of the batlles (judges specific to Andorra), judicial
secretaries and a President. The President of the

The Andorran National Institute of Finance
(INAF) is a public entity with its own legal status
and full capacity to operate either publicly or pri-
vately, independently from the central government.
As an authority of the Andorran financial system,
the INAF promotes and endorses the correct func-
tioning and stability of the financial system. The
Institute has the power to carry out all the actions
that are necessary to ensure the correct develop-
ment of its supervision and control functions,
disciplinary and sanctioning power, treasury and
public debt management services, financial agency,
international relations, advice and studies.

The Andorran Financial Intelligence Unit (UIF)
is an independent body created to foster and
coordinate measures to prevent money launder-
ing and terrorist funding. This unit was created in
2000 under the Law for international cooperation
on criminal matters and the combat against the
laundering of money or securities arising from
international crime, following recommendations of
the European Council's MONEYVAL Committee and
the 40 recommendations from the FATF (Financial
Action Task Force). This body became known as the
Unit for the Prevention of Money Laundering and it
started operations in July 2001.

Subsequently, with the passing of the Law of 29"
December 2000 on International Penal Cooperation
and the Fight against the Laundering of Money and
Securities resulting from International Crime and
against the Financing of Terrorism, amended by Law

vestigation division)

[table 2]

Batlles Tribunal is also the President of the Batllia. As
a collegiate tribunal, the Batlles Tribunal has three
divisions: civil, criminal and administrative, plus a
preliminary investigation division.

28/2008 of 11" December, the 9 new special recom-
mendations of the FATF were added and the Unit
became known as the Financial Intelligence Unit.
This was followed by the Regulations of the Law of
13" May 2009 which develop the organizational and
functional aspects of the Unit.

At the present time, the Permanent Commission
for the Prevention of Money Laundering is work-
ing on several legislative amendments, which are
intended to bring our procedures further into line
with required international standards.

The Unit for the Prevention and the Fight
against Corruption (UPLC) is a department of the
central Administration and it depends directly on
the Ministry of Finance and Public Service of the
Government of Andorra. It was created by Decree
on 16™ January 2008 within the framework of the
anticorruption policy that was being undertaken
at that time; its aim is to centralize and coordinate
actions that might concern local Administrations,
national bodies and entities with an international
scope and this led to the Government deciding on
the appropriate resources to define and efficiently
implement the measures and initiatives that it
hopes to adopt.

The Andorran Chamber of Commerce, In-
dustry and Services (CCIS) is a publicly-owned
entity with its own legal status and full capacity to
operate its own functions. It is a consultative body
forming part of the public administration and its
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main aim is to promote and strengthen economic
and business activity in the country, defend the
interests of businesses and provide a range of cor-
porate advisory services. All traders, manufacturers
and providers of services registered in the Govern-
ment’s Registry of Commerce and Industry must be
included in the Chamber census.

Andorra Development and Investment (AD)) is
a public company under private law and its mission
is to economically promote and support enterprise
in the Principality of Andorra. At domestic level,
ADI's objectives are to render support to local en-
trepreneurs and help Andorran companies wishing
to grow and expand internationally improve their
competitiveness. In this regard, support is given

to projects such as the Innovadors programme in
collaboration with the HEC Paris and ESADE busi-
ness schools and they have participated together
with the Government, the ABA and the Chamber of
Commerce, Industry and Services of Andorra in the
privileged loans programme for enterprising com-
panies and projects. At an international level, the
ADI wishes to position Andorra as a business centre,
implementing the project to open up and diversify
the economy for creating new companies that offer
a high level of added value.

Andorra Turisme is a public company created on
215t September 2007, which commenced its activity
on 1** March 2008 and which depends on the Min-
istry of Tourism and Environment. The aim of this

company is to improve the competitive position of
tourism in the Principality, creating and promoting
tourist products by applying quality, innovation
and knowledge management.

The Institute of Andorran Studies (IEA) started
operating with its own legal status and it is chaired
by Minister responsible for research. The Law of
1996 defines the Institute as a research centre at
the service of Andorra. At the present time, it is
structured around the Andorra Centre for Snow
and Mountain Research (CENMA) and the Centre
for Sociological Research (CRES). The first conducts
studies into climate change while the second ex-
amines aspects of Andorran society. Its scope of
activity is defined by its Management Committee
within a long-term plan.

The University of Andorra (UdA) is a public insti-
tution established in 1997 which offers classroom-
based, virtual and postgraduate courses, as well as
a doctorate program. Its classroom-based courses
include education sciences, business administra-
tion, nursing (specialization in obstetrics and
gynaecology) and IT, as well as professional post-
graduate courses in administration and finance and
computing management. First and second cycle
virtual courses can also be followed. The university
also offers the possibility to take postgraduate
courses and refresher courses aimed at profession-
als from different fields, which guarantee them
continued and innovative training.






ANDORRAN
LEGAL

FRAMEWORK

I1.1. Mercantile framework

=1 The registered offices of Andorran companies

must be located in Andorra and these companies
must have been incorporated in accordance with
the Law 20/2007 of 18" October on private limited
companies and public limited companies. This Law
establishes the following legal forms for compa-
nies: public liability company (societat anonima
(SA)) and private limited liability company (soci-
etat de responsabilitat limitada (SL)), both of which
can be solely owned.

It should be highlighted that by virtue of the
articles of Law 2072007, governing the inscription
of various deeds and contracts, the Mercantile
Registry contributes towards increasing the secu-
rity of mercantile legal transactions. The actions
of the Mercantile Registry are regulated in the
Decree dated 20 February 2008 approving the
Regulation governing the Mercantile Registry, which
was subsequently amended by the Decree dated
26" March 2008.

The companies that, on 22"4 November 2007
when Law 20/2007 came into force, had not been
or were not incorporated as public or private
limited companies, with activities involving the
production or exchange of goods or services
through the market are considered as general
partnerships and are governed by the provisions
of the Andorran Mercantile Company Regulation
approved by the General Council on 19" May
1983. In general partnerships, all partners have
unlimited joint and several responsibility to hon-
our the company’s debts.

A foreign company can relocate its registered
offices to Andorra and acquire Andorran nation-
ality provided that it complies with all the legal
provisions established by legislation prevailing in
Andorra and it is permitted under the legislation

of the country of origin for the purpose of retain-
ing its legal form.

On 8t April 2008 the General Council approved
the Law 2/2008 on Foreign Investments in the Prin-
cipality of Andorra which came into force on 7t
November 2008. The framework of this new law
establishes immediate access to foreign capital
in certain sectors of the economy, subsequent to
authorisation from the Andorran Government in
the event that the investment is equal to or ex-
ceeds 50% of share capital, such as the audiovis-
ual sector, e-commerce, aesthetic medicine and
wellness, training, industrial production based
on new technologies and research and develop-
ment. This notwithstanding, four years after that
reform to attract companies involved in activities
that are not essentially present in Andorra, it has
been seen that the measures being promoted
had not been sufficient to enable Andorran
economy to compete with the neighbouring
economies under equal conditions.

Accordingly, the deregulation of foreign invest-
ments, together with the signing of double taxa-
tion agreements after the recent application of a
direct tax on companies and economic activities,
can make a greater contribution to economic de-
velopment by offering a greater diversification of
the economy and contribute a high value added.
On 21° June 2012 the General Council approved
the Law 10/2012 on Foreign Investments in the Prin-
cipality of Andorra. At the time of this publication,
the aforementioned law had still not been published
in the Official Gazette of the Principality of Andorra.

Therefore, the liberalization of foreign invest-
ments in all sectors of the economy is also
accompanied by a major reform concerning
economic rights for physical persons. Accord-
ingly, it is established that the economic rights of
physical persons are acquired when they obtain
legal residency status in the Principality. In par-
ticular, current legislation on the exercise of lib-
eral professions has been amended, eliminating
the twenty year residence requirement for non-
nationals to be able to exercise a professional
activity in Andorra.

Andorran banking entities are governed by spe-
cific legislation regulating the financial sector,
especially the Law governing the legal regime of
banking entities and basic administrative regime for
entities operating in the financial system, dated 13t
May 2010 and Law 35/2010 of 3 June on the regime
of authorization for the creation of new entities
operating within the Andorran financial system.

Law 2/2008 of 8" April 2008 was amended by

Law 36/2008 of 18" December 2008 which clarifies
queries arising from the publication of the first
law regarding the interpretation of the procedure
for the authorisation of direct foreign invest-
ments and the degree of liberalisation thereof.



Law 2/2008 of 8" April 2008 on Foreign Investments
in the Principality of Andorra, Law 36/2008, of 181
December, amending Law 2/2008 of 8" April 2008
on Foreign Investments in the Principality of Andorra
are repealed by the entry into force of Law 10/2012,
of 21t June, on foreign investment in the Principality
of Andorra.

Andorran companies are under the obligation to

keep and retain accounting records, prepare and

authorise for issue their annual accounts and the

proposed distribution of profit within six months
from year end, and submit these annual accounts
to audit when two of the following circumstanc-

es prevail during two consecutive years:

Total assets exceed Euros 3,600,000
Net sales exceed Euros 6,000,000;
The headcount exceeds 25 employees.

Nonetheless, the audit obligation established by
Law 2072007 will not apply until the Audit Law
has been approved.

According to Law 30/2007 on the Company Ac-
counting which has come into force for financial
years starting 1°t January 2009 and thereafter,
Andorran mercantile companies and individuals
that perform business or professional activities
have to keep accounting records that are ordered
and appropriate for the nature and size of their
business in accordance with International Ac-
counting Standards and International Financial
Reporting Standards, as established in the Gen-
eral Chart of Accounts that the Andorran Gov-
ernment published on 30™ July 2008 and which
entered into force on 1°t January 2009.

Furthermore, in accordance with prevailing leg-
islation, companies must present a certificate
approving the annual accounts and the proposal
for the distribution of profits or application of
losses, along with a copy of the annual accounts
and auditors’ report, where necessary, within a
month from approving the annual accounts. This
obligation will be applicable for years starting 1%
January 2009 and thereafter.

The Law 30/2007 on the Company Accounting was
amended by:

Law 8/2010 of 2279 April 2010 to establish the
disciplinary regime to guarantee compliance
with the accounting obligations established in
Law 30/2007 as well as extend the threshold for
adopting this simplified accounting regime to
Euros 250,000 of annual turnover, thus allowing
a larger number of businesses to adhere to this
regime.

Law 26/2011 of 29" December 2011 simplifying the
accounting and managing regime; extending
the thresholds under which business persons

or physical persons do not have to deposit the
accounts with the Administration from 100,000
euros to 150,000 euros. The sum of 250,000 eu-
ros corresponding to the maximum annual in-
come in order to be able to apply the simplified
accounting regime is also eliminated, and the
determination thereof is left to be decided by
regulations so that the Administration can adjust
the annual accounts models according to the
evolution of the business fabric of the country.

On 28" December 2010 the Decree approving the
Regulation governing the preparation of consoli-
dated annual accounts was enacted, developing
the chapter established in Law 30/2007 regarding
the scope of consolidation.

It should be taken into consideration that, ac-
cording to the new Law on Foreign Investments

in the Principality of Andorra, the liberalization of
foreign investments in all sectors of the Andorran
economy is also accompanied by a major reform
concerning economic rights for physical persons.
Accordingly, itis established that the economic
rights of physical persons are acquired when they
obtain legal residency status in the Principality.

The objective of the Law governing founda-
tions dated 12! June 2008 is to respond to social
demand for regulating private foundations of
public or social interest, taking into consideration
the legal tradition and experience of neighbour-
ing countries.
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1.2.

A Social Security system was created in Andorra
in 1968 and covers illness and old age and is
administrated by the Caixa Andorrana de
Seguretat Social (CASS). On 3" October 2008
the General Council approved the Law 17/2008
on Social Security which entered into force on 1°
November 2009. One of the main changes as a
result of this new legislation is that adherence to
the CASS will not only be obligatory for wage-
earners and pensioners, but also self-employed
individuals. This new system also includes signifi-
cant improvements to the social benefits system
and establishes new parameters for social securi-
ty contributions. Social security contributions for
wage-earners will, therefore, range between 5.5%
and 10.5% of their salary and contributions of
14.5% will be made by employers. Self-employed
individuals will contribute between 20% and
25% of the average total monthly salary of wage-
earners who adhere to the CASS during the im-
mediately preceding calendar year.

Law 25/2011 of 29" December 2011 amending Law
17/2008 of 3'd October on social security is in-
tended to improve the social and health protec-
tion of groups with difficulties and help rational-
ize expenditure objectives.

Law 34/2008 governing health and safety in the
workplace dated 18! December 2008 regulates
the general principles for protection already
established in the majority of European countries.
The aim of this law is to prevent labour risks and
protect the health and safety of workers by elimi-
nating or mitigating any risk factors and improv-
ing information, consultations, participation and
the training of workers and their delegates, as
well as introducing general guidelines for apply-

ing the aforementioned principles and measures
for promoting an improvement in health and
safety in the workplace. This law entered into
force on 18™ March 2009.

The objective of the Law governing the labour
relations code dated 18" December 2008 is to
aggregate in a single legal text, the issues already
regulated in Law 8/2003 of 12'" June 2003 govern-
ing employment contracts, including matters not
previously dealt with, such as the regulation of
collective representation rights and the entitle-
ment of workers to call meetings and collectively
negotiate collective labour agreements. This law
entered into force on 18™ March 2009.

The objective of the Qualified trade union
Law dated 18" December 2008 is to requlate trade
union rights and the legal regime of trade union
organisations and to establish the requirements
for their incorporation, the responsibilities there-
of and their representative capacity, including
trade union actions. This law entered into force
on 18t March 2009.

The Regulation governing welfare benefits
dated 16 February 2011 reduces the term of
residency for obtaining welfare benefits to cover
basic needs and raises the level of legal security
established to date by the Regulation governing
welfare benefits of 23 June 2010. These benefits
are extended to those workers who have be-
come unemployed involuntarily and who under-
take to participate in professional training initia-
tives and accept any appropriate job offers they
may receive.



1.3.

In our recent history, the approval of the Customs
Union Agreement between the Principality of
Andorra and the European Economic Community
(1990) and subsequently the Constitution (1993),
provides a new scenario for the developing Andor-
ran tax system.

The Andorran tax system is currently mainly based
on indirect taxation, but is in the process of being
modified to establish Andorra on an international
level as a country with a tax system that is compa-
rable with European Union and OECD countries.

Consequently, in 2010 the Law on company income
tax and the Law on taxation of income earned from
economic activities came into force on 1%t January
2012 and are passed as well as the Law on the taxa-
tion of income earned by non-residents for tax purposes,
which came into force on 15t April 2011. In the Princi-
pality of Andorra no general direct taxation exists on
non-professional income earned by residents.

On 21°t June 2012, the General Council passed
Law 11/2012 on General Indirect Taxation, the aim of
which is to regulate and introduce a tax for the first

The Law governing taxation of 19%" December 1996
sets out the basic reference framework for the pre-
eminent application of taxes within the Principality
and includes the principles of justice, legality and
reserve, generality and fair distribution of the tax
burdens established in the Constitution. The afore-
mentioned law establishes the general rules which
govern taxation, in the absence of a specific law to
the contrary.

Indirect Merchandise Tax (“Impost de Merca-
deries (IMl)”)

The Indirect Merchandise Tax (IMI) was created
upon the introduction of the trading agreement
between Andorra and the European Union in 1991
and it levies taxes on the production and import of
merchandise.

This is a tax on imports of products listed in chap-
ters 1-24 of the Unified System of Designating and
Coding Merchandise, and which includes exclu-

sively foodstuffs destined for end consumption or

time in the history of the Principality of Andorra
aimed at turning the Andorran fiscal system into

a modern one comparable to those in our neigh-
bouring countries. The introduction of this law will
see a series of taxes that have been the backbone
of the taxation system in Andorra up to now be-
ing replaced; these are the tax on goods (IMI), the
indirect tax on internal production (IPI), the tax

on commercial activities (IAC) and the indirect tax
on services (ISI). This law will come into force on

1t January 2013. At the time of this publication, the
aforementioned law had still not been published in the
Official Gazette of the Principality of Andorra.

The creation or remodelling of the taxes should
result in a solid and efficient organization, which
carries out the management, liquidation, collection,
control and inspection of these new taxes. Follow-
ing these lines, the Government set up a commis-
sion on 9™ February 2011 to create the Andorran
Fiscal and Border Agency, thereby merging various
entities of the General Administration in such a way
that there is now one single fiscal organization for
managing and controlling all state taxes. This agen-
cy will start operating on 1°t January 2013.

As mentioned above, the Andorran tax system is
currently a fiscal reform process started with the in-
troduction of new direct taxes such as corporation
tax, a tax on income from economic activities and a
tax on the income of fiscal non-residents.

preparation. The amount is determined by apply-
ing a percentage of the value of the merchandise
(tax base) and, in certain cases, a fixed amount per
product unit. The aforementioned percentage
ranges between 1% and 12%, depending on the
merchandise. Details are as follows:

Reduced rate: 1% applied to products stated in
chapters 1 to 24 of the Unified system, which is
added to the Consumption Tax on imports.

Normal rate: 4% applied to the majority of pro-
ducts.
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Customs Union Agreement

This modifies the structure of taxes on
consumption and initiates generalised

indirect taxation

Rates and Indirect taxes (¥)

On A On notary
. On 3 On electricity On returns g
Specials . services 5 and public On real etate Others
merchandise (sl) & telephone on savings T
- Taxes on - Taxes on - Banking & - On electricity - Onreturns on - Trademark -Taxon - Vehicle
alcohol (2008) consumption financial & telephone savings in the Office fees real estate ownership tax
- TEs O (1985) services (2002) consumption form of interest (1995) transactions (1994)
tobacco (2008) - Common - Insurance (1994, modified  payments - Register of (ITP) (2001) -On bingo
—Taxes on foreign tariff services (2002) in 2010) (2005) Economic - Capital gains (1996)
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(2006) (2005)
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(2006)
Direct taxes
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companies of income
- Company -Onincome
income tax earned by non-
(2010, modified residents for
in 2011) tax purposes
(2010, modified
in 2011)
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earned from
economic
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(¥) The Law of 26th June 1991 on Indirect Taxation on Goods, the Law of 5th April 1994 for the Tax on Electrical and Telephone Consumption charges, the Law of 2nd May 2000 establishing a tax on notary
services, the Law of 14th May 2002 for an indirect tax on the provision of banking services and financial services, the Law of 3rd November 2004 for an indirect tax on the provision of business and professional
services, the Law of 3rd November 2004 for an Indirect Tax on Internal Production and the Law of 3rd November 2004 for an indirect tax on commercial activities will be repealed from Ist January 2013, the date
on which the General Indirect Tax Law comes into force. [table 1]
IMI/IPI Equivalence
Aplicable tax rates charge
0% 0.0%
1% 0.0%
4% 0.8%
7% 1.4%
12% 24%

[table 2]



Increased rate: 7% applied to electronic, perfume
and optical products etc.

Special rate: 12% applied to jewellery and recrea-
tional equipment.

Certain products such as books or printed matter,
wheelchairs and other vehicles for disabled people,
as well as certain motor vehicle accessories are free
of Indirect Merchandise Tax.

The Law also defines tax rates on fuel and mini-
mum tax rates on certain merchandise, such as
tobacco.

Since 1996, the Andorran customs authorities have

been collecting a Common Foreign Tariff (“Tar-
ifa Exterior Comuna (TEC)"”) on imports of indus-
trial products originating from countries which are

not members of the European Union.

This Law will be repealed on ¥t January 2013, the date
on which the General Indirect Tax Law comes into
force.

Indirect tax on domestic production (“Impost
indirecte sobre la produccié interna (IPI)”)

This tax entered into force on 1t January 2006 for
the purpose of generalising indirect taxation on all
merchandise in the Andorran economy.

This tax is levied on the delivery of goods produced
or manufactured by business people and profes-
sionals in Andorra. The tax is calculated by apply-
ing a rate on the value of the good produced (tax
base). The percentage defrayed to the end custom-
er ranges between 1% and 12% depending on the
type of merchandise. Details are as follows:

Indirect taxation on services rendered (“Im-
post indirecte sobre els serveis (I1S1)”)

The Law governing indirect taxation on services
rendered was approved on 13t April 2000. This es-
tablished the basis for indirect taxation on services
rendered in Andorra by business people and pro-
fessionals, individuals or legal entities, residents and
non-residents, but excludes those services subject
to the Law on the IMI. This law was subsequently
amended by Law 16/2004 dated 3@ November 2004,
The three tax rates applied are: a reduced rate of

19%; a normal rate of 4% and an increased rate of 7%.

This Law will be repealed on Tt January 2013, the date
on which the General Indirect Tax Law comes into
force.

Reduced rate: 1% applied to products stated in
chapters 1 to 24 of the Unified system, i.e. mainly
the production of foodstuffs.

Normal rate: 4% applied to the production of the
majority of products.

Increased rate: 7% applied to the manufacture of

electronic and perfume products, amongst others.

Special rate: 12% applied to the manufacture of
jewellery and recreational equipment.

This Law will be repealed on 1t January 2013, the date
on which the General Indirect Tax Law comes into force.

Tax on commercial activities (“Impost sobre
les activitats commercials (IAC)”)

The tax on commercial activities entered into force
on 39 November 2004 and was amended on 27t
October 2006. This tax is levied at source and in
the sole commercialisation phase of goods either
imported into or manufactured in the country. For
the purpose of this tax, commercialisation is under-
stood to be the retail sale and wholesale to the end
consumer.

The applicable tax rate regarding imports and the
delivery of goods produced or manufactured in
Andorra, consists of an equivalence charge added
to the Indirect Merchandise Tax (IMI) rate or the
Indirect Tax on Domestic Production (IPI) to which
the commercialised goods are subject.

Details of the equivalence charges applied for each
tax rate are as follows:

This Law will be repealed on 1t January 2013, the date
on which the General Indirect Tax Law comes into force.

As an addition to the abovementioned law, on

14t May 2002 the Law governing indirect taxation
on banking and financial services, amended by Law
3/2005 dated 215 February 2005, and the Law govern-
ing indirect taxation on the rendering of insurance
services which became applicable as of 13™ June
2002, were approved. In accordance with these
Laws, the rendering of banking and financial ser-
vices is taxed at 12% and the rendering of insurance
services at 4%. The tax payable is calculated using
a system which estimates the value of the services
rendered based on economic and financial figures.
The Law governing indirect taxation on banking and
financial services will be repealed on 1t January 2013,
the date on which the General Indirect Tax Law comes
into force.

21



22

In addition, on 1t January 2006 the Law 17/2004
dated 3@ November 2004 governing Indirect Taxation
on the rendering of Business and Professional Services
came into force for the purpose of generalising

the indirect taxation of all sectors of the Andorran
economy. This new tax is levied on services ren-
dered by business people and professionals in the
Principality of Andorra. Should services be rendered
by a business person or professional established
outside Andorra, and the target or beneficiary of

The Law governing special taxes dated 20" November
2008 was created to unify indirect taxation on im-
ports with the neighbouring countries of the Prin-
cipality. This law establishes a tax on certain special
products such as alcohol, tobacco and hydrocar-
bons, which generate social costs which are mostly
borne by the State and then society in general.

On 22" April 2010 Law 11/2010 was approved
amending Law 27/2008 governing special taxes dated
20" November 2008. This amendment introduces
some slight changes to Law 27/2008 with the aim of
improving the management of special taxes, whilst
not increasing the tax burden on operators who
use hydrocarbons and tackling the issue of illegal

On 27" June 2003 the General Council approved
the Comuns Finance Law (Llei de les finances comu-
nals) for self-regulation regarding taxation and
financial management, establishing an adequate
framework allowing the Comuns to create their
own tax and financial jurisdiction and unify their tax
framework. This Law also regulates Comuns bor-
rowing, setting maximum limits and control mech-
anisms contributing to a more stable and financially
balanced public sector in Andorra.

The Comuns Finance Law establishes the tax juris-
diction of the Comuns with regard to the following
taxes:

Taxation of real estate transactions (Impost
sobre transmissions patrimonials immobil-
iaries (ITP))

The Law governing tax on real estate dated 29"
December 2000 was modified by Law 7/2006 dated
2Pt June 2006. This tax is levied directly on oner-
ous or lucrative transactions to transfer real estate

the taxed service is a business person or profes-
sional established in Andorra, it is the target or
beneficiary of the service rendered which is under
the obligation to pay tax. The tax is calculated by
applying a tax rate on the value of the service ren-
dered (tax base). The percentage defrayed to the
customer is 1% (reduced rate) and 4% (normal rate).

This Law will be repealed on 1°t January 2013, the date
on which the General Indirect Tax Law comes into force.

trafficking which may be encouraged by price dif-
ferences.

On 15t February 2011 Law 3/2011 was approved
modifying the general consumption tax tariff. This law
modifies article 9 of Law 11/2010 with the aim of
regulating differences in tobacco prices in relation
to neighbouring countries deriving from the tax
rises in those countries.

On 1% March 2012 Law 1/2012 has been approved
modifying the general consumption tax tariff in order
to review and internally adjust the tax rates applied
to tobacco and especially revise the tax rates on
consumption that are applied to tobacco products.

Traditional household taxes FociLloc (meaning
hearth and home).

Taxes for the rendering of communal services.

Taxes and rights on government documentation
and authorisations.

Tax on commercial, industrial, and non-commer-
cial professional activities.

Real estate taxes on buildings and land, rental
income, and real estate transactions registered in
the property registry of the Comuns.

Participation of the Comuns in the tax on vehicle
ownership, which is a governmental tax based on
the number of vehicles registered in the Govern-
ment register.

between living persons, and from the creation or
transfer of rights over these assets. This tax is also
levied on the transfer of shares or other equity
investments in mercantile companies, and from the
creation or transfer of rights over these shares or
other equity investments when at least 50% of the
company’s assets comprise real estate and when
the acquiring party obtains one fifth of the com-



pany as a result of the transfer of shares or other
equity investments or creation or the transfer of
rights over these assets.

This tax is applicable to all transfers of real estate
located in the Principality of Andorra and to the
creation or transfer of rights over this real estate,
which can be exercised in Andorra. The tax rate is
set at 4%.

Nonetheless, article 4 of this law establishes a
number of exemptions from this tax when certain
conditions are fulfilled. The main change resulting
from Law 7/2006 is the introduction of an exemp-
tion for the acquisition of a first home when certain
personal and economic circumstances prevail.

Capital gains tax on real estate (Impost sobre
plusvalues en les transmissions patrimonials
immobiliaries)

The Law governing capital gains tax on real estate
was enacted on 14 December 2006. This tax is

In its session held on 21t February 2005, the Gen-
eral Council of the Principality of Andorra ratified
the Agreement between the Principality of
Andorra and the European Union relating

to measures equivalent to those included in
Council Directive 2003/48/EC regarding taxa-
tion on savings in the form of interest pay-
ments. In its session held on 13 June 2005 the
Law applying this Agreement was approved. On
20™ June 2007 the Decree modifying model 420:
“Declaration of taxation on savings” included as an
appendix to the aforementioned Law 11/2005.

Law 94/2010 of 29" December 2010 on the taxation of
income earned by non-residents for tax purposes mod-
ified by Law 18/2011 of It December 2011 taxes the
income earned on economic activities conducted
in Andorra by individuals or entities not resident for
tax purposes and the income earned on employ-
ment by individuals not resident for tax purposes,

levied directly on capital gains arising from the
onerous or lucrative transfer of real estate between
living persons, and from the creation or transfer of
rights over these assets. This law was amended on
3 October 2008 with the approval of Law 19/2008
which entered into force on 28™ October 2008.

This tax is applicable to all transfers of real estate lo-
cated in the Principality of Andorra and to the crea-
tion or transfer of rights over this real estate, which
can be exercised in Andorra. The transfer of shares
of mercantile companies is also subject to this tax,
as is the concession or transfer of rights over these
shares, when at least 50% of the company's assets
are comprised of properties and that as a result of
the transfer of shares or the concession or transfer
of rights thereon, the acquirer holds more than a
fifth of the company’s capital.

The tax rate is set at 0% to 15% based on the num-
ber of years the real estate has been owned by the
taxpayer.

This law establishes the obligation to make a with-
holding at source on interest payments made by
paying agents located in the Principality of Andorra
to beneficial owners who are individuals resident

in one of the European Union member States. This
withholding was equivalent to 15% during the first
three years, 20% from 15t July 2008 until 1°t July
2011 and 35% as of 1°t July 2011. 75% of the amount
levied by the Government of Andorra, arising from
this withholding obligation by paying agents, is
transferred to the EU countries where the beneficial
owners reside. Income from pension and insurance
contracts is exempt from the application of the
Agreement.

provided that these individuals do not adhere to
the Principality’s social security system or liable to
pay company income tax or tax on the economic
activities of individuals. This tax is applicable to
income generated by individuals or entities not
resident for tax purposes as from 1°t April 2011.

23



24

With the entry into force of Law 95/2010 on com-
pany income tax dated 29" December 2010 modified
by Law 1772011 of 't December 2011, the Law on the
Register of Economic activity holder tax dated 20™
December 1995 is revoked. This Law unitarily taxes
allincome earned by entities resident in the Princi-
pality of Andorra for tax purposes which conduct
an economic activity. A tax rate of 10% is applied

to those taxpayers subject to this tax and a rate of
0% is applied to those institutions regulated by Law
10/2008 regulating collective investment undertakings.

Law 96/2010 on taxation of income earned from eco-
nomic activities dated 29" December 2010 modified
by Law 19/2011 of It December 2011 taxes gains ob-
tained by individuals resident in the Principality of

Following the Paris Declaration of 10™ March 2009,
the Principality implemented a process for adopt-
ing OECD international standards, whereby it has
signed various agreements for the exchange of tax
information upon prior request. The declaration
described the Principality of Andorra’s intention to
begin a process of legislative reform to modify the
bank’s code of secrecy regarding the exchange of
information in compliance with article 26 of the
OECD Convention. A standardisation process was
subsequently initiated to bring Andorra into line
with other OECD countries.

Law 3/2009 for the exchange of tax informa-
tion upon prior request dated 7t September
2009

As announced in the Paris Declaration, on 7™ Sep-
tember 2009 the General Council of Andorra ap-
proved the Law for the exchange of tax information
upon prior request.

The standard, on the basis of which the Principality
signed subsequent agreements on the exchange of
information, complies with all the criteria required
by the OECD in relation to the exchange of tax
information, specifically the criteria stipulated in
article 26 of the OECD Model Tax Convention. This
article establishes that the exchange of information
is necessary for the correct application of the tax
convention and for the administration and applica-
tion of the tax laws of the countries party to the
convention.

This legal text establishes a new framework for
legal security in the relations between the Princi-
pality and other countries regarding the exchange

Andorra for tax purposes who conduct economic
activities but have not formed a company to per-
form these activities. A tax rate of 10% is applied to
individuals liable to pay this tax.

Economic activities include leasing activities and
the purchase and sale of property, taking into ac-
count the elimination of double taxation in Andorra
and that the tax payable on these activities is there-
fore reduced by any Comuns tax on rental income
or capital gains tax on real estate paid by the tax-
payer, as the case may be.

These laws and the taxes regulated by them will be
applicable to fiscal periods starting from 1 January
2012.

of information and places particular emphasis on
key issues related to the mechanisms for ensuring
the confidentiality of customers, as follows:

The request for information must be justifiable
and well-founded; guarantees are therefore estab-
lished for this purpose, such as a limit for obtain-
ing or providing information which the request-
ing State cannot obtain under its own legislation.

A notification procedure is implemented granting
the possibility to oppose the request for informa-
tion by means of a duly justifiable appeal to the
relevant authority.

The agreement is not valid retroactively, meaning
that the principle prevails whereby no customer
information will be provided in relation to situa-
tions that predate the date on which each bilat-
eral agreement comes into force.

Fishing expeditions, i.e. collective and generalised
requests for information are prohibited.

Confidentiality is guaranteed and the level playing
field principle (guarantee of equal conditions for
everyone) is upheld in relation to other agree-
ments that have been signed previously.

Furthermore, exchanges of information on request,
in response to justifiable and well-founded re-
quests, will be effective for fiscal years which com-
mence following the date on which each bilateral
agreement comes into force, i.e. after the last notifi-
cation that the agreement has been ratified by the
respective Parliaments, plus an additional period,
usually of three months, in the cases for which this
period has been established. For example, if an
agreement is ratified by the respective parliaments
of the countries party to the agreement on 2"



June 2011, and there is an additional period of three
months, the agreement will come into force on 2"
September 2011 and will be effective during the
fiscal year 2012, i.e. as from 1°t January 2012.

Signing of the agreements for the exchange
of tax information upon prior request

Following its ratification of the Law, between Sep-
tember 2009 and November 2010 the Government
of Andorra signed bilateral agreements for the
exchange of fiscal information upon prior request
with 20 countries (the first 19 have already been
ratified): Austria (17/09/09), Liechtenstein (18/09/09),
Monaco (18/09/09), San Marino (21/09/09), France
(22/09/09), Belgium (23/10/09), Argentina (26/10/09),
the Netherlands (6/11/09), Portugal (30/11/09), Spain
(14/01/10) and lastly with Sweden, Finland, Norway,
Denmark, Iceland, Greenland and the Faroe Islands
(24/02/10), Germany (25/11/10), Australia (15/03/12),
Republic of Korea (31/05/12) and Poland (15/06/12).

These signed agreements considerably exceed the
minimum 12 agreements required by the OECD
and, consequently, in February 2010 the OECD in-
cluded Andorra within the “group of jurisdictions
considered to have substantially implemented the
international tax standards”. As a result, the OECD,
together with the key executive bodies involved in
the international relations of the Principality, such as

11.4.

The Andorran legislative framework is in line with
that of neighbouring countries and covers aspects
such as transactions, solvency and money launder-
ing or securities arising from criminal activities and
the financing of terrorism and other matters, as
described below.

A summary of legislation relating to the financial
system prevailing to date is as follows:

The Law regulating insurance companies in
the Principality of Andorra dated 17% May 1989

includes the fundamental characteristics to be

able to operate in Andorra.

The Law regulating the financial system dated
27" November 1993 and the Law regulating

the operational functions of the different
components of the financial system dated 19"
December 1996 define the legislative framework
regulating professional activities in the financial

the countries of France and Spain, have highlighted
the efforts and commitment of Andorra’s institu-
tions in adapting to the new economic order.

To date, signed agreements have entered into force
with San Marino, Austria, Monaco, France, the Neth-
erlands, Liechtenstein, Spain, Sweden, Finland, Den-
mark, Portugal, the Faroe Islands, Norway, Iceland
and Denmark. The entry into force of the tax agree-
ment between Andorra and Spain led to Andorra’s
removal from Spain’s list of tax havens.

Regulation to develop Law 3/2009 for the ex-
change of tax information upon prior request

On 23 February 2011 the regulation was approved
developing Law 3/2009 for the exchange of tax
information upon prior request, which determines
and specifies the requirements that must be met
by both foreign authorities and Andorran public
authorities within the framework of a request for
information, based on Law 3/2009 and the bilat-
eral agreements applicable. Prior requests for the
exchange of information should be presented in
writing with the objective clearly stated and gener-

alised requests for information will not be accepted.

The regulation also establishes the criteria for pro-
cessing the requests for the exchange of informa-
tion which should be formulated and sent to the
relevant Ministry of Finance.

sector and the operational functions of the dif-
ferent components of the financial system, and
are partially modified by Law 10/2008 regulating
Andorran collective investment undertakings, Law
13/2010 on the legal regime for financial investment
entities and management companies of collective
investment undertakings and Law 14/2010 on the
legal regime for banking entities and basic adminis-
trative regime for entities operating in the financial
system. The different components of the financial
system are classified in accordance with the pre-
vailing legislation as follows:

Operational components.

— Banking entities.

- Non-banking financial institutions, in special-
ised credit.

- Financial investment entities.

- Management companies of collective invest-
ment undertakings

Professional associations in the financial sector.
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Andorran financial system authorities

Long before the promotion of the Law of 27t
November 1993 regulating the financial system,
the Andorran financial system, concerned about
transmitting seriousness and commitment to
third parties, had already promoted its self-
regulation, through the Association of Andorran
Banks (Associacio de Bancs Andorrans (ABA)).

The Law regulating mandatory investment
coefficients dated 30" June 1994 sets out a man-
datory coefficient, which has to be covered by
public funds and which, in accordance with the
aforementioned law, is only currently applicable
to banking entities. This law was promulgated
by the Decree dated 9" December 2009 approving
the Decree amending the Decree governing the Law
regulating mandatory investment coefficients dated
227 August 1994, which established the require-
ment to maintain 2% of the assets of banking
entities in public funds. Debt issues are defined
as public funds for the purposes of calculating
mandatory investment coefficients. The last
public debt issue subscribed by Andorran bank-
ing entities on 31°t December 2009, regulated by
the Decree governing the issue of public debt in the
Principality of Andorra dated 23 December 2009
and fully subscribed by the Andorran banking
entities is therefore taken into consideration for
the purpose of complying with this coefficient.

The Law regulating deposit guarantee re-
serves and other operational obligations
dated 111" May 1995 establishes the minimum
reserves of shareholders’ equity to guarantee the
operational obligations of the entities included in
the financial system. All the provisions regulating
the regime of deposit guarantee reserves set up
by banking entities are revoked by the new legis-
lation governing the deposit guarantee system.

Law for the creation of a deposit guarantee
system for banking entities, dated 2'? February
2011. To date, the Law regulating deposit guar-
antee reserves and other operational obligations
established mechanisms to guarantee the capital
adequacy and stability of the Andorran banking
system, but without constituting a direct guaran-
tee to reimburse the deposits made by deposit
holders in the event that they became unavail-
able. The entry into force of this law adapts
Andorran legislation to the requirements of the
European Union on this matter and establishes

a regime that is better designed to protect the
robustness and capital adequacy of the Andorran
financial system in relation to its deposit holders.
The guarantee system is “ex-post” and the maxi-
mum amounts covered are Euros 100,000 per
depositor and Euros 100,000 per investor for each
entity.

On 9t May 2012, the Regulations for the organi-
zation and functioning of the Commission for
Managing the System guaranteeing deposits and
investments of the Andorran banking entities
were passed, and their purpose is to determine
the principles of action of the Commission Man-
aging the System guaranteeing deposits and
investments for banking entities, the basic rules
of its organization and operation, and the rules of
conduct for its members, within the framework
of the legislation applicable thereto.

The Law for the protection of the banks code
of secrecy and prevention of laundering of
money or securities from criminal activities
dated 111" May 1995 achieves two objectives.
Firstly, to give legal form to the commitment to
combat the laundering of money and secondly,
to ratify the banking principle of not interfering
in the affairs of the clients.

For many years, the combat against the laun-
dering of money obtained through illegal ac-
tivities has been one of the country’s priorities,
especially for the Andorran banking system. In
1990 the Andorran banking system opted for
voluntary self-regulation by adopting a code of
professional practice and Andorra also modified
its Criminal Code by introducing the assumption
of the laundering of money obtained through
criminal activities.

On 111" May 1995 the first law against interna-
tional crime was approved and the legislative
framework was completed in 2000 with the Law
for international cooperation on criminal
matters and the combat against the launder-
ing of money or securities arising from inter-
national crime approved by the General Council
on 29" December 2000, giving rise to the crea-
tion of the Laundering Prevention Unit (UPB). The
UPB became known as the Andorran Financial
Intelligence Unit (UIF) when the new Law 28/2008
dated 111 December came into force. It is the
independent body for the promotion and co-
ordination of money laundering and terrorism
financing prevention measures. This legislation
implies the following for all financial entities:

The defining of strict procedures to identify
customers.

The establishing of adequate procedures and
controls to detect suspicious operations arising
from organised crime.

The training of personnel in specific money
laundering prevention programmes.

An external auditor reviewing the level of com-
pliance with the above points.

On 13t February 2008 the Andorran Government
approved the Decree relating to the creation and
operations of the Permanent Commission for the
Prevention of Money Laundering and Financing



of Terrorism in order to improve coordination
between all the bodies and ministries involved
in preventing and combating money laundering
and the financing of terrorism, and to develop

a multidisciplinary and global approach and

be more effective and flexible when adopting
measures. This commission is led by the head

of the UIF and comprises representatives from
the Presidency, Finance, Justice, Home Affairs,
Economy, Foreign Affairs ministries and the INAF
when dealing with matters affecting the financial
system and from the UIF. This commission meets
at least once every three months.

On 11th December 2008, Law 28/2008 was ap-
proved, amending the Law for international
cooperation on criminal matters and the
combat against the laundering of money or
securities arising from international crime
dated 29" December 2000. This law entered
into force on 21°t April 2009 and has served to
bring Andorran legislation prevailing to date into
line with international legislation and regulations,
especially relating to the third European directive
on this matter. As a result of this new law the UPB
is now known as the Andorran Financial Intel-
ligence Unit (UIF). The most significant changes
introduced as a result of this legislative amend-
ment have been: the extended scope of parties
under obligation, the defining of politically ex-
posed individuals, the defining of rightful owners,
a greater precision when detailing obligations

of the parties under obligation, the introduction
of risk criteria, the obligatory nature of the UIF's
technical communiqués and the explicit prohibi-
tion of “screen banks” and anonymous accounts.

On 16! September 2009, the modified text on
the Law for international cooperation on
criminal matters and the combat against
the laundering of money or securities aris-
ing from international crime and against the
financing of terrorism was published.

As a result of the enactment of Law 28/2008, the
Regulation governing this legislation has been
amended. On 20™ May 2009, the Regulation of
the Law for international cooperation on criminal
matters and the combat against the laundering

of money or securities arising from international
crime and against the financing of terrorism was
published, thereby revoking the Regulation of

the Law for international cooperation on criminal
matters and the combat against the laundering of
money of 31 July 2002. This new regulation de-
scribes and develops the prevailing legislation on
this matter which comprises organisational and
functional aspects of the UIF and defines the way
in which parties under obligation must comply
with the law and the procedures that they must
follow should a transaction potentially relating to
the laundering of money gained from criminal
activities be detected. The legislation also stipu-

lates the training which those people who form
part of the internal control and communication
bodies should have received and refers to the
personnel working for these bodies, the duty of
professional secrecy, international cooperation,
the exchange of information and disciplinary
proceedings. This regulation was modified on
25" May 2011 by the Regulation amending the
Regulation of the Law for international cooperation
on criminal matters and the combat against the
laundering of money or securities arising from inter-
national crime and the financing of terrorism of 13t
May 2009.

On 25 May 2011 Law 4/2011 was urgently passed
following an extraordinary procedure, and it
amends the Law of 29" December 2000 on
International Criminal Co-operation and the
Fight against the Laundering of Money or
Securities resulting from International Crime
and against the Financing of Terrorism. This
Law, which came into force on 23 June 2011,
consists of seven articles which, for the most part
convert the preventive measures already applied
by those subject to the law and which require
explicit regulations in accordance with interna-
tional standards into positive law. Among other
questions, the concept of effective beneficiary is
broadened, the sum for cash sales of high value
articles which generate the obligations that the
Law establishes is reduced, the regime of simpli-
fied diligence measures is intensified while addi-
tional protection measures of tax obligors when
they make declarations of suspicion are also
introduced.

Furthermore, on 25" May 2011, the General
Council also used extraordinary procedures to
urgently approve the ratification of the United
Nations Convention against Transnational
Organized Crime, signed in New York on
15t November 2000. This Convention came
into force on 22" October 2011,

On 18™ May 2011, the Government of Andorra
passed a Decree amending the Regulations
passed by Decree on 13t May 2009 for the
purpose of regulating the measures to prevent
the laundering of capitals and the financing of
terrorism in greater detail, which require explicit
regulations in accordance with international
standards. This Decree was published in the
BOPA (Official Gazette of the Principality of An-
dorra) on 25" May 2011 and it came into force the
day after its publication. Among other matters, it
improves the regulation of obligations relating to
the identification and verification of clients and
true rights holders, which were already applied
in their majority by the persons bound by these
obligations, it intensifies the regime of simplified
diligence measures and contemplates possible
specific counter measures concerning high risk
territories at the request of the UIF.
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In February 2005 the new Andorran Criminal
Code was approved by significantly redefining
the concept of money laundering, in such a way
that the range of possible criminal activities giv-
ing rise to money laundering has expanded. Con-
sequently, this amendment to the Criminal Code
has also affected certain articles of the aforemen-
tioned Law for international cooperation on crimi-
nal matters and the combat against the laundering
of money or securities arising from international
crime and against the financing of terrorism.

Various amendments have subsequently been
made to Law 9/2005 of the Andorran Criminal
Code to adapt it to European and international
regulations governing the prevention of money
laundering and the financing of terrorism. Some
of the most important modifications are listed
below:

On 18" October 2007 Qualified Law 17/2007
amending Law 9/2005 governing the Andorran
Criminal Code, was approved, which includes a
series of reforms to bring the Andorran Crimi-
nal Code into line with all the provisions of the
Criminal Law Convention on Corruption, adopt-
ed by the European Council on 27t" January
1999 and ratified by the Principality of Andorra
on 8™ November 2001;

On 20" December 2007 Qualified Law 29/2007
was approved, amending article 409 of Qualified
Law 9/2005 of 2F°t February 2005, governing the

Andorran Criminal Code on the prevention of

money laundering and securities;

On 3™ October 2008 the General Council ap-
proved Qualified Law 15/2008 amending Quali-
fied Law 9/2005 dated 21t February 2005 governing
the Andorran Criminal Code. The main reasons for
this amendment were the need for certain tech-
nical modifications to increase the operative
nature of the law and to include the entry into
force of certain international treaties signed by
Andorra. This recent amendment has led to the
inclusion of article 366 bis which deals with the
crime of “financing terrorism”. Consequently, on
12t June 2008 the United Nations Convention
for the suppression of the financing of terrorism
signed by the Andorran Government on 10t
November 2001 was ratified.

The aforementioned text of the Andorran Crimi-
nal Code and the Criminal Procedures Code was
published on 24" December 2008.

Numbered accounts do not hinder the authori-
ties, as the banks comply with know-your-cus-
tomer rules. External auditors are requested to be
particularly diligent with these kinds of accounts
as well as in other areas exposed to the risk of
money laundering.

A combination of the provisions outlined above
and the strict application of these provisions by

all the agents involved, especially regarding the
efforts made by the financial sector, inter alia, to
adequately train all of its employees, has ensured
that reports issued by the various international
bodies have been favourable. Consequently,
Moneyval adopted the first and second progress
reports in the third round of mutual evaluation
of the Principality of Andorra on 10t December
2008 and 9t December 2010, respectively.

During 2011 the Principality carried out the
fourth round of mutual evaluations and received
an on-site visit from the Moneyval delegation
in March 2011, who examined most of the FATF
recommendations. On 8™ March 2012, Money-
val carried out the 4t Evaluation of Andorra in
Strasbourg. The evaluation team examined the
efficiency of the application of all the main and
important recommendations as well as other
recommendations, independently of the 3/
evaluation.

The Principality’s banking entities are conscious
of the fundamental role they play in efficiently
eliminating and combating money laundering
and the financing of terrorism and have therefore
demonstrated their commitment through the
electronic platform set up in mid-2009 by the As-
sociation of Andorran Banks. This online training
platform on money laundering and combating
the financing of terrorism includes up-to-date
information and both national and international
legislation on this matter and was made available
to employees of the Andorran banking sector at
the end of 2010.

At an international level, it should be noted that
as a result of the regulations established in An-
dorran legislation against money laundering, the
Principality of Andorra entered into a collabora-
tion agreement on 1°! January 2001 with the
United States Internal Revenue Service (IRS).

In addition, all the banking entities and other
financial entities in the Principality have also in-
dividually entered into this agreement with the
IRS therefore obtaining the status of Qualified
Intermediary (Ql).

During 2006 both Andorra as a country and the
entities forming part of the Andorran financial
system renewed their status as Qualified Interme-
diary, which is effective for six years (during which
time, the entities will be subject to audits estab-
lished by the IRS).

On 1%t January 2011, the Law on the “Emergency
Economic Stabilization Act of 2008" entered into
force incorporating new reporting obligations for
brokers essentially requiring them to inform their
clients US Persons and the IRS of the tax income
earned by them on financial instrument opera-
tions through presentation of model 1099-B. As
from 1° January, the tax return is filed on the ba-



sis of the earnings generated by variable income
operations and shares, irrespective of the origin
of the issuer. As of 2012 and 2013 the reporting
and declaration obligation will extend to transac-
tions involving investment fund units and debt
instruments, respectively.

The Law regulating the capital adequacy and
liquidity criteria of financial institutions dated
29" February 1996, subsequently amended on

12t December 1996, establishes the capital ad-
equacy ratio at a minimum of 10% and the liquid-
ity ratio at a minimum of 40%.

The Law regulating the disciplinary regime of
the financial system dated 27" November 1997
aims to promote correctness and conscientious-
ness when carrying out professional financial ac-
tivities and guarantee the stability and solvency of
the Andorran financial system. This Law has been
partially amended by Law 35/2010 of 3% June 2010
on the regime for authorising the creation of new
operating entities in the Andorran financial system.

The Decree approving the Chart of Accounts
for financial entities dated 19" January 2000
defines the principles, criteria and basic account-
ing standards for financial entities in Andorra.
This allows the INAF to effectively supervise the
financial system. This Chart of Accounts entered
into force on 1°t January 2000 and is applicable to
all the operational components of the Andorran
financial system.

The Technical Communiqués issued by the INAF
complement and update the legislation relating
to the Chart of Accounts for the financial system,
so that it does not become out of date.

Some of these Communiqués make it obligatory
to report additional control information, com-
plementing the financial statements to the INAF,
every month or quarter, in order to detect the
aforementioned entities’ exposure to market and
liquidity risks and the concentration of risks and
loan losses and take corrective measures against
these risks.

The Law for indirect taxation on banking and
financial services rendered dated 14" May 2002,
under the framework of the Law for indirect taxa-
tion on services rendered establishes the system
for calculating the payment basis, at the same
time as determining a tax rate of 7% applicable
to banking entities, non-banking financial entities
in specialised credit, financial investment entities
and financial entities offering various services.
Since 1°t April 2005 the indirect tax on banking
services rendered has risen from 7% to 12%.

This Law will be repealed on Tt January 2013, the
date on which the General Indirect Tax Law comes
into force.

The Law for indirect taxation on insurance
services rendered dated 14" May 2002, under
the framework of the Law for indirect taxation

on services rendered establishes a system for
calculating the taxation basis, at the same time as
determining a tax rate of 4% applicable to insur-
ance entities, which are outside the framework of
this law:

Social Security regime.

Capitalisation products, such as pension funds,
retirement schemes or other similar products.

On 23 October 2003 the Andorran National
Institute of Finance Law (INAF) was enacted to
redefine its functions and give it more independ-
ence and, to generally bring its jurisdiction into
line with supervising entities of other countries.

The INAF issues Technical Communiqués with
which entities in the financial sector are obliged
to comply.

On 4% April 2011 a Memorandum of Under-
standing (MoU) was signed between Andorra
and Spain constituting an agreement for a con-
solidated cooperation in supervisory matters
between the supervising authority of the Andor-
ran financial system (INAF) and of the Spanish
financial system (Bank of Spain). This agreement
establishes the terms of the protocol for the
relationship and collaboration between these
two authorities. It also enables the supervisory
authority of the country of origin to request
corporate information and any other information
required for the supervision and control of con-
solidated risks of banking groups from the rel-
evant authority of the country where the entity
has subsidiaries.

The Law regulating Andorran collective in-
vestment undertakings dated 12" June 2008 in-
cludes a generic definition of what is understood
as investment undertakings in the Principality,
regulates its functioning and the distribution of
these undertakings abroad, as well as the dis-
tribution of foreign investment undertakings in
Andorra. This law entered into force on 17t July
2008.

The Law governing the legal regime of non-
banking financial entities in specialised
credit dated 30" October 2008 establishes certain
economic requirements for the personal, techni-
cal and economic bases on which the activity of
these entities in the Andorran financial system
guarantees the quality and security of manage-
ment in this system.
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Law 13/2010 on the legal regime for financial
investment entities and management com-
panies of collective investment undertak-
ings, dated 13" May 2010, defines the purpose of
financial investment entities and establishes the
type of investment services and auxiliary services
they can offer and the type of financial invest-
ment entities based on their operating activities.
This law also aims to establish the terms to access
and exercise this activity and determine the legal
regime for management companies of collective
investment undertakings.

Law 14/2010 on the legal regime of banking
entities and basic administrative regime for
entities operating in the financial system,
dated 13" May 2010. This law revokes the Law
requlating the basic administrative regime of bank-
ing entities dated 30" June 1998 and its aim is to
modify the legal regime of banking entities to
avoid serious comparisons with other entities in
the financial system and also to establish a basic
administrative regime for the different operating
entities forming part of the Andorran financial
system. The requirements demanded of the
financial investment entities, which also apply

to banking entities when they offer investment
services, include the principles established in the
EU directive known as MiFID. The aim of these
principles is to modernise the financial markets
by adapting them to new needs, reinforce the
measures implemented to protect investor in-
terests and adapt the organisational requisites of
the entities to guarantee that their organisational
structure is adapted to the services they offer.

This law also establishes the basis for cooperation
in supervisory matters, equipping the INAF with
the necessary instruments to exercise its func-
tions and thus guarantee legal security and struc-
tural stability in the cooperation policies it shares
with supervising bodies from other countries.
The standards to be applied to financial transac-
tions performed within the framework of a con-
tractual compensation agreement ("netting”) or
in relation to the same agreement are therefore
regulated. The new legislative framework has led
to a significant increase in the interest shown by
the International Swaps and Derivatives Associa-
tion (ISDA) in Andorra in terms of both its mem-
bers and the organisation itself. Consequently,
the ISDA has published its first memorandum

on Andorra. This memorandum, which has been
available on the organisation’s website since April
2011, describes the main characteristics of the
Andorran legislation on derivative operations.

The Law on the legal regime for authorising
the creation of new operating entities within
the Andorran financial system, dated 3 June
2010. This law aims to establish the legal regime
for authorising the creation of new operating en-
tities, thereby overcoming the current situation of
status quo being faced by the Andorran financial
system in compliance with the requirements of
prevailing legislation. A special regime of direct
foreign investments is contemplated which will
consist of allowing foreign interests in operat-
ing entities of the Andorran financial system to
account for 100% of their share capital or voting
rights, thus significantly opening up the Andor-
ran financial system.



I.5.

Andorra is a country in evolution and with a clear
projection abroad. This has meant that a series of
needs have been created within the country and

a new economic framework is being developed

to bring the Andorran economy into line with its
neighbouring countries. As a result, Andorra has
been rapidly and constantly adapting its legislative
framework to international standards and it will
continue to do so in coming months. The legislative
and regulatory framework of the Andorran financial
system has also been adapting to international
standards.

Andorran banking is continuously monitoring the
most up-to-date issues such as international regula-
tions and legislation, strategic sector risks, supervi-
sory systems, good practice requirements defined
by the Basel Committee, the challenges of ensuring
financial stability, the banks’' code of secrecy and
transparency, new financial and insurance products,
as well as ethics, professional practices and corpo-
rate governance of the financial system, in addition
to other matters of interest to the sector.

On 30™ June 2011, the Principality of Andorra
signed a Monetary Agreement with the European
Union and this was deposited with the European
Commission in Brussels on 23 February 2012 and
came into force on 1t April 2012.

The Monetary Agreement between the Principality
of Andorra and the European Union recognises the
Euro as the official legal tender of the Principality
and grants the right to coinage (senyoratge). The
agreement is also more comprehensive and com-
prises:

the application of European legislation on the
protection of the Euro against fraud and falsifi-
cation, regulations on notes and coins in Euros,
the prevention of money laundering and certain
European regulations on banking and finance by
means of direct transposition or equivalent meas-
ures in accordance with a defined schedule.

the signing of the I0SCO protocol for multilateral
agreement on consultations, cooperation and the
exchange of information on the securities market.

In broad terms, the Andorran legislation already
contemplates certain elements to protect the cur-
rency against fraud and falsification, as some as-
pects were incorporated in the last modification of
the Criminal Code, as well as many of the elements
regarding the regulation to combat money laun-
dering, the MiFID directive requirements or Deposit
guarantee reserves. Nevertheless, the Principality

is making a significant effort to bring its legislative
framework into line with the Community acquis,
particularly, in relation to banking and finance
legislation. Andorra will therefore have to legislate
over the next six years on issues such as capital ad-
equacy to adapt to the requirements of Basel Il and
Ill; payment methods, to join SEPA or to adapt the
accounting framework of the Andorran financial
system to IFRS. The Association of Andorran Banks
and operating entities of the financial system have
already been working on all these areas, although
application of them would require a major overhaul
of Andorran legal and financial regulations and an
increase in the technical monitoring resources of
banking and financial entities on the one hand and
the public sector and the INAF on the other.

The potential exchange of information between
the bodies supervising the financial system will be
restricted exclusively for the purpose of supervising
the risks of the financial system and the efficient
working of capital markets. The current banks’ code
of secrecy would be regulated by agreements on
the exchange of tax information on demand signed
by the Government between September 2009 and
November 2010, and which enabled Andorra to be
removed from the OECD's grey list of tax havens.
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32 1. ANDORRAN II.6.

LEGALFRAMEWORK

Evolution of the legal and
regulatory framework of the
Andorran financial system in
an international context

The main regulatory provisions and initiatives
governing financial activity in the Principality of
Andorra are illustrated below, identifying the regu-
latory framework and the recommendations of
international bodies such as the International Mon-

Evolution of Andorran legislation:
corporate and accounting

Law 3072007,
regulating company
accounting

20 December 2007

Decree approving
the General Chart of
Accounts

23 July 2008

Law 8/2010 amending
Company Accounting
Law 3072007

22 April 2010

Decree approving
the Regulation for
the preparation of
consolidated annual
accounts

EU regulations, standards and recommendations issued by
different international organisations which have been considered 28 December 2010
in the application of Andorran regulations.

etary Fund (IMF), MONEYVAL or the OECD, for the
purpose of ensuring compliance with best prac-
tices and international standards which guarantee
the stability of the financial system and the combat
against criminal activities.

Law 20/2007, on Law 2/2008
public limited on foreign investments
companies and limited in the Principality of
liability companies Andorra
and subsequent
amendments 8 April 2008
18 October 2007
15 May 2008
Decree approving the Decree dated 8 October
Regulation governing 2008 governing the
the Mercantile Registry regime of procedures
and the Foreign
20 February 2008 Investment Registry
26 March 2008
23 July 2008
Law 26/2011 amending Law 10/2012
Company accounting on foreign investments
Law 30/2007 in the Principality of
Andorra
29 December 2011

21 June 2012
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34 1I. ANDORRAN
LEGALFRAMEWORK

Evolution of Andorran legislation:
taxation. Chronology of events in
relation to the process experienced in the

Principality

1998 OECD prepares first reports on tax havens.

2000 June OECD prepares a list of all the non-cooperating countries, comprising 40
jurisdictions, one of which is Andorra.

2000-2003 31 of these countries sign letters of intent to comply with OECD standards
and become part of a new “grey list". Andorra remains on the list of non-
cooperating countries.

2004 Andorra signs an agreement with the EU on the taxation of returns on savings,
an equivalent measure to the exchange of information.

2009 13 February Visit from Christian Frémont, representative of the French co-prince Nicolas
Sarkozy, to request that the Andorran Government adopt measures to facilitate
the exchange of tax information.

10 March Andorra signs the Paris Declaration, which establishes a schedule of legislative
reforms to assist in complying with OECD requirements.

2 April The OECD announces that Andorra is now on its “grey list".

September Andorra approves the Law on the exchange of tax information upon prior
request (07/09/09). Tax information exchange agreements are signed with
Austria (17/09/09), Liechtenstein (18/09/09), Monaco (18/09/09), San Marino
(21/09/09) and France (22/09/09).

October Andorra signs tax information exchange agreements with Belgium (23/10/09),
Argentina (26/10/09) and the Netherlands (6/11/09).

November Andorra signs a tax information exchange agreement with Portugal (30/11/09).

2010 January Andorra signs a tax information exchange agreement with Spain (14/01/10).

February Andorra signs agreements with Sweden, Finland, Norway, Denmark, Iceland,
Greenland and the Faroe Islands (24/02/10).
The OECD includes Andorra within the group of “jurisdictions which have
substantially implemented international tax standards’.

November Andorra signs a tax information exchange agreement with Germany (25/11/10).

2011 June Andorra signs the Monetary Agreement with the European Union recognising
the Euro as the official legal tender of the Principality of Andorra.

August 1st round of evaluation by the Peer Review Group (Global Forum).

2012 March 4th round of evaluation by the Moneyval (Regular Follow-up).

Andorra signs a tax information exchange agreement with Australia.

April Andorra signs a tax information exchange agreement with the Republic of
Korea.

4 April Signing of the non-double taxation agreement between the Principality of
Andorra and the French Republic.

June Andorra signs a tax information exchange agreement with Poland and has now

signed a total of 20 agreements.
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ECONOMIC
ENVIRONMENT

l1.1. Introduction

Since the emergence of the tourism sector in the
1960s, over the last 50 years Andorra has experi-
enced exceptional growth in its economy, popula-
tion and income per capita, which has resulted in
a modern and prosperous economy. Likewise, the
slowdown of the Andorran economy in recent
years has drained the economic model which until
now has permitted the sustained growth of the
Principality’'s economy.

Andorra’s economic model to date has been mainly
based on tourism (skiing and commerce), the finan-
cial sector and, to a lesser extent, construction and
real estate in recent years. The current economic
situation has made it clear that a new economic
model based on human capital, competitiveness
and knowledge is essential, although this will not
necessarily cause the more traditional sectors of
the Andorran economy to disappear.

In Andorra, the main macroeconomic indicators
that we will analyze throughout this chapter show
a similar situation to that of previous years, without
any clear symptoms of a recovery of the economy
on a general scale. It is necessary to bear in mind
that 2011 has contributed new uncertainties with
regard to a recovery of the main Western econo-
mies. The debt crisis has thrown up new challenges
that need to be overcome and this has resulted

in austerity measures being applied. Furthermore,
the asymmetric behaviour of certain economies in
Europe has hindered the measures that need to be
adopted to reactivate the economy: notwithstand-
ing the moderate recovery of countries such as Ger-
many or France, Spain on the other hand remains
immersed in a crisis situation and it faces a fight to
prevent the loss of further jobs, with the unemploy-
ment level just above 20% of the active population.

With the aim of modernising the Andorran legal
framework and boosting economic activity, the
new Companies Act was approved in the Principal-
ity in 2007 and the Foreign Investments Law was
enacted in 2008, enabling the Andorran economy
to gradually open up to foreign capital, which was
repealed during 2012 by Law 10/2012 on Foreign
Investment in the Principality of Andorra, which seeks
to offer a greater diversification of the economy
and contribute more value added. As well, in Janu-
ary 2009 the Company Accounting Law came into
force which was developed with the approval of
the General Chart of Accounts.

In March in the same year the Paris Declaration was
signed and the Law for the exchange of tax informa-
tion upon prior request was approved and Andorra
subsequently signed bilateral agreements for the
exchange of information with 20 countries, includ-
ing Spain, France and Portugal, as well as approval
of the regulations contained therein, as explained
in further detail in chapter “ll. Andorran Legal
Framework” of this publication.

In order to bring the Andorran tax system into line
with those of the neighbouring countries and open
the Andorran economy up to foreign markets, the
Andorran General Council approved in 2010 the Laws
on income tax and the taxation of income earned from
economic activities as well as the Law on the taxation
of income earned by non-residents for tax purposes. As
explained in the Tax Framework section of chapter
“Il. Andorran Legal Framework’, the first two taxes
will be applicable to the tax periods starting from
15t January 2012; the Law on the taxation of income
earned by non-residents for tax purposes came into
force on 15t April 2011. Likewise, during 2012, the
Andorran General Council has approved the Law on
the General Indirect Tax, which comes into force on 1%
January 2013, will bring it into line with the Commu-
nity Directive on matters of indirect taxes.

One of the main strategies of the Government of
Andorra since the end of 2011 has been to promote
private foreign investment in order to diversify the
economy, create new economic sectors and in-
crease the competitiveness of already existing sec-
tors. Therefore, the liberalization of foreign invest-
ments, together with the signing of non double
taxation agreements, following the recent applica-
tion of direct taxation on companies and economic
activities, need to place the Andorran economy in
a position that can allow it to compete on equal
terms with the neighbouring economies, and at
the same time it must make Andorra an attractive
destination for new sectors and companies.

Notwithstanding, the Andorran Government has
continued to promote quality tourism and the ap-
peal of the Principality’'s commerce sector, the main
reasons for visits from tourists.



11.2.
Main economic
variables

National income and per capita income

Gross Domestic Product (GDP) is an essential ag-
gregate for assessing the production of resident
units. Since 2002 the statistics department of the
Government of Andorra has made its estimates
using so-called indirect methods. As we can see in
the following table, national income began to fall
in 2008 with the start of the economic crisis and it
was situated at 2,573 million euros in 2011.

The table below shows that Andorran income per
capita fell since 2008. This decrease is higher than
that recorded by its neighbouring countries but
in line with the economic recession experienced
globally since the second half of 2008. The 8.39%
increase in per capita income in 2011 can be ex-
plained by the 8.12% population loss registered in
Andorra during 2011. [table 1]

The following table shows the evolution of GDP in
Andorra from 2000 up to the present and we can
see how GDP has grown by 52% in ten years ad-
vancing from 1,693 million registered in 2001 to the
current figure of 2,573. [graph 1]

Evolution of

A comparative analysis of the Andorran gross do-
mestic product per capita with the main European
countries and the USA and Japan is shown below.
The GDP per capita in the Principality, estimated
for 2011 stands above that of the USA, Japan and
Germany and below that of countries such as Lux-
embourg or Switzerland. [table 2]

National income and per capita income
2008

2,77

2009

National income (Millions of Euros)
Per capita income (Euros)

Variation in per

GDP per capita, 2011
Country Balance
Luxembourg 62,235
Switzerland 41,123
Andorra (¥)

USA
Japan
Ger

— 3,000
Andorran GDP
2000-2011 — 2500
— 2,000
— 1,500
— 1,000
—{ 500
L 1 1 1 1 1 1 1 1 1 1 1 O
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
(Millions of euros) Source: Department of Statistics - Government of Andorra [graph 1]
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1Il. ECONOMIC . .
40 ENVIRONMENT Consumer price index

During 2011 the Andorran consumer price index Details of the growth of the Andorran, French and
(CPI) has followed the growth trend which was inter-  Spanish consumer price indexes for the last three
rupted in 2008, rising from 0.00% in 2009 and 1.60%  years are as follows: [graph 2]

in 2010 to 2.5% in 2011, a similar figure to that posted

by Germany and lower than that registered in the The graph above shows an overall increase in the
Euro Zone. [table 3]. This increase has been mainly CPI for the three economies, in line with trends
caused by the rise in the prices of transport, with observed in the other zone countries. A compari-
5.6%, followed by the housing group at 3.8%, which son of price trends in Andorra and its neighbouring
are those that saw the most significant increases in countries show that Andorra and France have ex-

2011. In both cases the increase was due to the price perienced the most notable rise in inflation.
of motor and heating fuels. The only group where
prices have decreased is clothes and shoes, where
there was a drop of 5.3%. The price increase is not

due then to a recovery of demand, but rather it is YearonycapChlell

e 0
the result of inflation from imported energy prod- ggﬁg;mgdom ;ng(ﬁ
ucts, with underlying inflation situated at 0.5%. Luxembourg 3.41%

USA 3.14%
Based on the year-on-year consumer price indexes Fplai” ;-8524’
shown in the table below and comparing Andorra taly s

Euro zone 2.71%

with other countries, it can be observed that the

Principality has registered a lower year-on-year Andorra
drop in CPI than that of the Euro zone, due to the Germany
consumer price indexes reached in countries such France

as the United Kingdom, Portugal, Luxembourg and relegd

Spain. [table 3]

Evolution of inflation ) 35%
in Andorra, Spain

— 10,
and France 3.0%

— 2.5%
— 2.0%
— 15%
"] Andorra —| 1.0%

Spain
P — 0.5%

France

0.0%

2009 2010 201

Source: IMF and Department of Statistics - Government of Andorra [graph 2]

Employment market

The annual average number of jobs for 2011 de- In 2007 the growing trend in the number of wage
creased 2.60% in comparison with the previous earners started to reverse, reporting a drop of
year, falling to 44,405 jobs, mainly due to the 0.34% in 2008, in an environment of economic
national and international economic crisis since change. This trend was consolidated with a 2.34%
the second half of 2008, which has had a negative reduction in the number of wage earners in 2008,
effect on the number of jobs on offer in the em- whilst of 2.84% in 2009 and of 2.93% in 2010. This
ployment market. The reduction in the number of year, the negative trend is maintained with a 3.24%
jobs on offer has been especially relevant in those contraction. However, in a scenario of international
sectors of the Andorran economy which have financial crisis and economic recession, the de-
experienced the most notable decline in activity, crease in the number of jobs and wage earners in

such as construction, industrial and services-related ~ Andorra has been well below that reported in the
activities. majority of neighbouring economies.



In the case of Andorra, one of the main causes for
the loss of jobs and wage earners during 2011 has
been, as it was in 2010, the plunge in economic
activity in the secondary sector, mainly involving
construction (employing 68.94% of total wage
earners in the secondary sector), followed by the
tertiary sector, specifically commerce and the hotel
and restaurant trade (employing 56.72% of total
wage earners in the private tertiary sector).

The economic sector experiencing the most signifi-
cant decline in wage earners is construction, down
14.18% (15.23% in 2010), followed by the commer-
cial sector and motor vehicle repairs and the hotel
sector, which have lost 351 and 94 jobs respectively
since 2010, representing a drop of 3.61% and 1.93%
respectively.

As shown in the graph illustrating the wage earners
registered with the Caixa Andorrana de Seguretat
Social (Social Security System; hereinafter the CASS)
by sector, the tertiary sector’s importance to the
Andorran economy is highly significant, 66.87% of
total wage earners in 2011, followed by the public
sector (17.73%), the secondary sector -industry and
construction- (14.99%) and finally the primary sec-
tor (041%). [graph 3]

In recent years, in the secondary sector there was

a significant 21.42% drop in the number of workers
since 2009; from 7,114 workers in 2009 to 5,590 work-
ers during 2011 (a loss of 1,524 workers). With regard
to the tertiary sector, the decrease during this three
year period was 3.74% of workers, falling from 25914
workers in 2009 to 24,944 workers in 2011 (a loss of
970 workers). The public sector has seen sustained
growth of 1.32% over the last three years.

The comparison of employment rates shown in the
table below illustrates that the employment rate

in Andorra is higher than that of the 27 European
member states. [table 4]

Growth of salaries

Unlike other neighbouring countries, Andorra has
no collective bargaining system to establish yearly
salary levels. However, the Andorran Government
sets the minimum hourly salary rate at a national
level.

Growth of average and minimum salaries in Andorra
1995

Distribution of wage
earners by sector
in 2011

0.41%

14.99%
17.73%

. Private Sector: Primary
| Private Sector: Secondary
 Private Sector: Service industries 66.87%

Public Sector

Source: Monthly Gazette of the Government of Andorra

[graph 3]

Employment rate
ANDORRA

Employment rate (*)

(*) Wage earning p

[table 4]

The variation in the employment rate in Andorra
compared to 2010 has been positive, with an in-
crease of 5.90% (in 2010 it fell by 3.89%) since the
active population fell by 8.62% while the fall in the
salaried population was only 3%. The 27 member
states of the European Union also experienced an
increase, albeit to a lesser extent, recording an in-
crease of 0.31% (-0.62% in 2010). However, countries
such as Italy and Spain have employment rates of
56.90% and 57.70%, respectively.

In 2011, despite the economic deceleration in An-
dorra and the neighbouring countries, the average
salary has increased by 1.00%. [table 5]

2008

Average salaries
Minimum salaries

(Monthly Euros) Source: Department of Statisti

1,021

11l. ECONOMIC
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42 1. ECONOMIC

PNVIRONMENT The graph below shows a comparison of minimum

salaries between Andorra and other EU countries.
It can be observed that the minimum salary in
Andorra is between that of Greece and the UK,
but lower than that of Monaco and Luxembourg.
[graph 4]

In 2011, the financial system and the energy pro-
duction and distribution sector are those sub-sec-
tors registering the highest average salaries, consid-

Minimum salaries
2011

(Euros) Source: Eurostat and Department of Statistics - Government of Andorra

Evolution of average
salaries per sector

2009
2010
20

Private Sector:
Service industries

Private Sector:
Secondary

Private Sector:
Primary

(Euros) Source: Department of Statistics - Government of Andorra

Variation in energy
consumption
(base 100=1999)

I Increase %
1999 2006

(MW/hour) Source: Monthly Gazette of the Government of Andorra

erably higher than the average salaries declared to
the CASS (Euros 4,643 and Euros 3,184, respectively).

The evolution of average salaries was positive only
in the tertiary sector at 1.17%, and was negative in
the remaining sectors, especially the secondary
sector where it fell by 12.42% compared to 2010.
[graph 5]
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[graph 4]
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1,500
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[graph 5]

2007

2008

2009 2010 201

[graph 6]



Consumption of electrical power

Electricity consumption is a useful indicator for
estimating the progress of a country’s economic
activity. The evolution of electricity consumption
over recent years using 1999 as the index year is
shown below.

The graph above shows that energy consumption
is down 4.57% on the level reached in 2010, which
had shown a 2.75 increase in relation to 2009.
[graph 6]

Telecommunications

The telecommunications sector is characterised by
an extremely accelerated rate of growth and inno-
vation in recent years, with products being rapidly
replaced by more updated ones. The majority of
subscribers are for mobile and land line telephones.

The Principality has a high speed fibre optic net-
work with symmetric speeds of 100 Mbps and a
mobile network that is constantly evolving, and this
means that the professional sectors can develop

Vehicle Licensing and Fuel

One of the indicators of internal demand in the An-
dorran economy is the number of licensed vehicles.
The automobile sector is one of the sectors that has
been most affected by the crisis and the situation
did not improve in 2011, with vehicle registrations
falling by 12.72%. In total, the registration of 2,525
vehicles in 2011 is less than half of the registrations
ten years ago and this figure was 62.7% lower than
that for 2005. [table 6]

Cars represent approximately 75% of total licensed
vehicles. This group accounted for 8.89% in 2010,
butin 2011 it experiences again a decline, down
11.19%. Furthermore, licensing of other types of
vehicles, such as special vehicles, vans or mopeds,
has decreased, even though the importance as a

Licensed vehicles

2007

Ski resorts, industries and domestic use were the
core areas where electrical consumption fell the
most, with respective drops of 13.84%, 10.01% and
719%, as a consequence of above average tempera-
tures, while the only significant increase in con-
sumption was concentrated in the area covered by
the administrations, which had a positive variation
of 3.48% compared to 2010 (2010: 5.43%).

their tasks in a better way and it also allows them
to gain competitiveness.

Andorra is the European leader in the deployment
of fibre optic technology. This has been verified
by the FTTH Council Europe, which highlights the
total coverage of the Andorran network which is
the only European state to reach 100%. Andorra is
followed in the list by Lithuania at 97% and Portu-
gal with 43%.

percentage of total licensed vehicles is significantly
lower than in the case of cars, generating a fairly
insignificant effect on the variation in total demand
for vehicles. Accordingly, after a slight recovery in
vehicle imports during 2010, the change in the
trend was not consolidated and expectations for
2011 were not fulfilled.

In addition to analysing the total number of li-
censed vehicles, the import and export of vehicles
in and out of the Principality should also be taken
into consideration. Net imports during 2011 have
amounted to Euros 79,984,500, 5.18% lower than
those made in 2010. In 2010 they increased by
707%.

2008

Total vehicles

Source: Monthly Gazette of the Government of Andorra

4,690

3,497

[table 6]
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44 ILECONOMIC Another indicator of consumption is fuel imports,

which have decreased by 5.21% in 2011, down 185
million litres, a figure lower than in 1998. This sector
is very closely linked to tourist consumption and it
is sensitive to the price differential between Andor-
ra and the neighbouring countries. As far as motor

fuel is concerned, diesel continues to gain impor-
tance and it accounts for 78.4% of total sales, while
imports of unleaded petrol have fallen by 1.69%.
However, the most significant fall is for imports of
domestic fuel, which fell by 18.69% as a result of
the good weather conditions in 2011. [table 7]

Fuel Import
2007 2008 2009 2010 2011 Var. (%) 10-11
Unleaded gas 33,724,557 31,621,725 29,960,088 28,563,574 28,080,840
Diesel oil locomotion 103,065,935 104,104,455 100,287482 99,399,880 102,216,532
Domestic fuel 66,396,534 67,454,616 64,467,574 66,778,762 54,298,678
Kerosene and kerosene for jet engines 141,367 144,832 93,427 127936
TOTAL 203,328,393 203,325,628 194,808,571 194,870,152 184,728,008 (5.21%)

(Liters) Source: Monthly Gazette of the Government of Andorra

1i.3.
Public sector

The Andorran public sector is comprised of the
Central Government, seven Comuns (equivalent to
town councils), i.e. one for each of the seven par-
ishes of Andorra, and parapublic entities, which are
a group of entities fully owned by the public sec-
tor, which manage public services and other areas.
Parapublic entities include health and social service
entities such as the Centre Hospitalari Andorra, the
Andorran Health Service (Servei Andorra d'Atencié
Sanitaria (SAAS)), retirement homes for the elderly

Central Government

A Government's domestic budget is one of the
main aspects to be taken into account when ana-
lysing the economy of a country, as it can influence
its levels and management. Therefore, it is essential
to consider the distribution and total amount of the
budget and the objectives to be reached.

Another important aspect is the situation of the
Government's treasury, as this conditions a signifi-
cant part of the budgetary structure. Since 2001
the Andorran Government has had a trade surplus,
whereas since 2006 it has shown a trade deficit as a
result, inter alia, of capital investments.

In 2011, the Government deficit was 50.9 million
euros, a similar figure to that for 2010 (52.9 million
euros). Income increased by 1.4%, while expendi-
ture and investments rose by 0.6%. In the expendi-
ture section, operational expenses rose by 13.4%,
mainly due to current transfers which finance the
deficit of the CASS. This increase is compensated

[table 7]

and the Andorran Social Security Authority (Caixa
Andorrana de la Seguretat Social (CASS)), energy
suppliers and telecommunications providers such
as Forces Electriques d’Andorra (FEDA) and Andorra
Telecom; and other bodies such as the Andorran
National Institute of Finance (Institut Nacional An-
dorra de Finances (INAF)) and the Andorran National
[T Centre (Centre Nacional d'Informatica d’Andorra)
and Radio & Television of Andorra (Radio i Televisio
dAndorra (RTVA)).

for by the 40.85% reduction in investments. Nev-
ertheless, investment liquidations for the last two
years do not include the work carried out on Sec-
tions Il and IV of the Sant Julia Diversion project
and the Dos Valires Tunnel project, as the construc-
tion of the tunnels will be liquidated during the
2012 financial year when the works are completed.
[table 8]

On 24" November 2010 the Principality of Andorra
offered its first issue of public debt through Treas-
ury Bills, which was open to private investors and
regulated by the Decree governing the Issue of
Public Debt in the Principality of Andorra through
Treasury Bills, dated 10™ November 2010 and
awarded to intermediary entities through public
bid approved by the Decree of Approval of the
Public Bid of the Issue of Public Debt in the Princi-
pality of Andorra through Treasury Bills, dated 24™
November 2010. During 2011 and the start of 2012,
the Principality of Andorra had four new issues of



Central Government budget and liquidation

Budget % of total Liquidation % of total Var. (%)
2011 Budget budget 2011 Liquidation Liq./Budget
TOTAL INCOME 617,959 100.00% 629,037 100.00%
Direct taxes 6,267 1.01% 5,637
Indirect taxes 312,367 50.55% 265,759
Other income 39,152 6.34%
Changes in net financial assets 149 0.02%
Changes in net financial liabilities 260,024 ‘

TOTAL EXPENSES AND INVESTMENTS

Investments
Transfers
Operating

expenses

public debt in the form of Treasury Bills with matu-
rity periods of between 12 and 18 months.

In addition, a bank loan has been entered into with
a foreign entity for the first time in the form of a
Euros 150 million bank loan from Crédit Agricole,
signed on 14™" December 2010, which was renewed
on 13™ December 2011 for 100 million Euros.

These operations are a response to the desire to di-
versify borrowing, which to date had been entirely

Local Government

The Andorran Comuns obtain their annual revenues
from transfers received from the Andorran Govern-
ment, and the remaining amount from funds they
collect and other income.

The table below shows total revenue and expenses
for each of the Comuns, according to the 2011
budget, and illustrates that the most significant
source of income collected 62.22% (57.23% in 2010)
is included under the "“Own collection of funds and
others” caption, which comprises taxes and rates of
the Comuns. The remaining 37.78% mainly relates to
transfers received from the Government. 62.57% of
Comuns expenses relates to "“Operating expenses’,
comprising expenses relating to personnel, goods
and services. The remaining 18.69% corresponds

to investments and 18.74% to transfers, financial
expenses and financial liabilities.

The table below also provides details of the budget
clearance for 2011, showing possible deviations:
[table 9]

781,278

100.00% 615,149 100.00% (21.26%)

[table 8]

supported by Andorran banks. In 2011, borrowing
from Andorran banks as a whole represented 58%
(65% in 2010). However, we must bear in mind that
it will be necessary to add about 115 million euros,
accumulated during 2010 and 2011 to the current
debt, which corresponds to payment for road infra-
structure work, specifically Sections Il and IV of the
Sant Julia Diversion project and Phases I, lll and IV
of the Dos Valires Tunnel project, since these works
will be paid once the work has finished. Conse-
quently, the percentage of debt will rise to 64%.

All the Comuns have experienced a certain degree
of variation between the initial budget for 2011 and
the revenue and expense clearance budget for the
year. An analysis of the 2011 budget clearance for
the different Comuns, marked by major cutbacks in
public spending, following the 2010 trend, shows
that although the initial budgets forecast a deficit
between revenue and expenses for the Comuns of
Ordino, La Massana and Sant Julia de Loria, none

of these Comuns have recorded deficits in their
budget clearances. On the other hand, the parishes
of Encamp and Escaldes-Engordany which had
budgeted for a zero deficit, posted deficits in their
liquidations. The parishes of Canillo and Andorra la
Vella registered surpluses in their liquidations.

1. ECONOMIC
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Local government budget and liquidation for 2011

Budget Liquidation Diversion
TOTAL INCOME 139,745,116 128,879,442 (7.78%)
Canillo 15,673,524 11,052,540
Encamp 29,376,179 25,032,664
Ordino 9,824,330
La Massana 11,635,496

Andorra la Vella
Sant Julia de Loria
Escaldes-Engordany

TOTAL EXPENSES

Canillo
Encamp
Ordino

151,087,519 125,090,168 (17.21%)

BUDGET / LIQUIDATION RESULT (11,342,404) 3,789,275 =

11.4.
Evolution of the Andorran
economy during 2011

Introduction

Until the beginning of the 20th century the
economy in the Principality was that of subsistence,
based on agriculture, livestock farming and com-
merce. After the Second World War the Andorran
economy started to boom, mainly induced by the
same rate of growth in neighbouring states.

This development has been reflected in an econo-
my based mainly on the tourism and commercial
sectors, which have expanded thanks to ideal
climatic and geographical characteristics and are
heavily dependent on the foreign sector, on the
financial sector and, in recent decades, also leading
to growth in the construction sector.

The information available on the Principality does
not provide an analysis of each sector’s contribu-
tion to the gross domestic product (GDP) and
therefore an analysis of the production sector has
to be carried out by extracting employment data,
which have been previously analysed in the sec-
tion describing the composition of the working
population by sector.

In 2011, in an environment of global economic de-
celeration, the business structure of the Andorran
economy has altered slightly with a 4.88% decrease
in companies with more than 100 employees and

a 1.83% increase in those with 5 or less, to the

[table 9]

detriment of companies with between 6 and 100
employees, which have dropped by 4.11%. Despite
this variation, companies with 5 or less employees
continue to represent 75.31% of the Principality’s
business structure. At the end of 2011, the Princi-
pality of Andorra has 6,191 companies and 37,302
wage earners.

The following graph shows that the services sec-
tor continues to have significant importance in
the Andorran labour market and employs 66.87%
of the population, followed by the construction
and public sectors with 10.33% and 17.73%, respec-
tively. During 2011 the number of wage earners
has dropped by 3.24%, 14.18% of whom worked in
the construction sector, which has lost 637 wage
earners, 2.07% of whom worked in the services
sector with a decline of 528 wage earners and the
remaining 4.88% of whom worked in the industrial
and energy sector with a drop of 89 wage earners.
[graphs 7 and 8]

The Andorran economic model is based on tour-
ism, the financial sector and, in recent years, con-
struction, making it much more vulnerable when
neighbouring countries experience an economic
downturn, due to the low level of diversification
in Andorra’s economy, which depends to a large
extent on tourism.
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This is why Government policy has focussed on

a double objective. On the one hand, it seeks to en-
courage activity in traditional sectors such as tour-
ism and construction with direct impact measures
such as extending commercial timetables after the
summer or the amendment of the Qualified Law on
Town Planning and the arrangement of the territory
to unblock town planning projects. On the other
hand, the major objective has been to promote
economic diversification through policies designed
to attract foreign capital. At the same time, the
coming into force of the Law of 16™ December 2010

Primary sector

From the second half of the 20" century to the
1990s the primary sector has experienced an eco-
nomic downturn, until reaching the stability of
recent years. This sector represented just over 2% of
the total number of companies in 2011. It employs
0.42% of the total working population. Notwith-
standing, certain sectors of this sector, such as the
cultivation of tobacco and livestock farming, have
had significant influence on the economy until
recent years, which the Government is continuing
to support through grants.

on measures for the promotion of economic and social
activity, and the rationalization and optimization of
Administration resources, has introduced measures
to encourage the creation of new companies and
the consequent hiring of workers, such as the ex-
emption period up to 31t December 2011 for the
payment of taxes corresponding to the general
Administration or the creation of a simplified ad-
ministrative procedure to obtain a permit to open
a business and modify and/or extend a commercial
activity and change ownership.

Although this sector has continued to lose impor-
tance during recent decades, it should be empha-
sised that developed nations are constantly taking
measures to maintain and revive the primary sector,
since these nations have come to consider this sec-
tor as key to environmental conservation and glob-
al development. 2010 closed with 132 registered
companies and 2011 with 138 and the number of
wage earners has increased by 4.73%.
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Public Sector
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[graph 8]
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The Ministry of Economy and Territory and the
Andorran Association of Farmers and Stockbreed-
ers (Associacio de Pagesos i Ramaders) are therefore
working to revitalise the Principality’s primary
sector as it is considered critical to diversifying the
economy as well as being a key factor in protecting
the environment and Andorra’s natural resources.
For this reason, the Agriculture and Stockbreeding
Law passed by the General Council in 2000, has
promoted a series of direct aid measures such as
the aid to promote traditional mountain stock-
breeding practices, the aid program to promote
meadow harvests and aid to promote quality
control. This aid is received by farm owners who
have declared livestock in the Census and who
fulfil a series of requirements established under
the Regulations. The production of veal from the
country with a stamp of quality has also been pro-
moted, through campaigns to promote Andorra
programme for quality meat. In 2011, there were
359 farms registered in the Farm Registry and 117 of
these had livestock while 242 did not.

During 2011 the Andorran Association of Farmers
and Stockbreeders has continued to implement
trials with medicinal and aromatic plants, as well as

Industry and energy

There are two kinds of industry in Andorra: the
extractive industry, i.e. extracting raw materials
directly from natural resources and the manufactur-
ing industry, which involves the use of machinery
and manual labour to produce goods for their
subsequent use or sale. Only 0.01% of the country’s
wage earners are employed in the extractive in-
dustry through one sole company whilst 4.20% are
employed in the manufacturing industry through
a total of 228 different companies. The manufac-
turing sector is characterised by weak internal
demand, a lack of specialised workforce and a rise
in competition regarding production costs. During
2011 the number of companies has dropped by
0.87% in relation to 2010, as well as the number of
wage earners, which did it by 5.77%.

The industry and energy sectors maintain a low
relative importance with regard to the production
structure of the country. Social Security (CASS)
registered workers employed in the production
and distribution of electricity, gas and water repre-
sent an average of 0.45% of the total workforce in
2011. The Andorran energy sector is closely linked
to the international scenario and in particular to
neighbouring countries, as it is highly dependent
on other countries for its supply sources. Electric-
ity represents approximately 40% of the country's
energy consumption. In 2011, the Principality has
produced 15.50% and more than 80% is imported

the research plan to identify the variety of potato
that is best adapted to Andorran growing condi-
tions and which is of a certain quality. The aim is to
find varieties to offer a quality product adapted to
current consumer trends and to be able to com-
mercialise Andorran agricultural produce with seals
of quality.

The Department of Agriculture has also provided
help for the development of a new agrarian prac-
tice for grape production, wine making and its
commercialization on a farm in the country, allow-
ing the establishment of vineyards in addition to
already existing ones.

The Andorran Association of Farmers and Stock-
breeders is working on boosting and promoting
the beekeeping sector to complement agricultural
activities, as has been the tradition in the past.
Finally, as part of its project to revive the primary
sector of the Andorran economy, the Department
of Agriculture is also collaborating with the Ministry
of Tourism and Environment to convert agriculture
and stockbreeding into natural and cultural herit-
age, therefore making it a new tourist attraction in
the Principality.

from Spain and France (51.70% and 32.80% respec-
tively). For this reason the Government, is launching
a programme of specific economic aid to promote
the implementation of renewable energies.

The electrical sector has not been liberalised and
Forces Electriques d’Andorra (FEDA) is the country’s
only producer and importer of electricity, supplying
the other distributors in the country such as Nord
Andorra, SA, Mutua Eléctrica de Sant Julia, Societat
Explotadora i Repartidora del Comu d'Encamp, SA and
Unid Electrica d’Encamp.

Industries with a specific importance within the
sector are those relating to wood manufacturing,
tobacco, foodstuffs and beverages, which have
varied in number in recent years. In contrast, the
number of companies in the electricity, gas and
water production and distribution sector has re-
mained stable mainly due to the fact that they are
parapublic entities.

The business structure of the sector, taking into
consideration the distribution of workers in the
companies, is dominated by small companies.
61.28% of these companies employ 1 to 5 workers
(59.07% in 2010), 18.30% employ 6 to 10 workers
(18.99% in 2010) and 13.62% employ 11 to 25 work-
ers (13.92% in 2010). Only 6.80% have a headcount
exceeding 25 employees (8.02% in 2010).



Construction

Prior to 2007 the Andorran construction sector was
characterised by the upward trend sustained over
the past decade, as is the case of Andorra’s neigh-
bouring countries. Nevertheless, this trend reversed
due, inter alia, to the cease of transactions in the
real estate market, causing a drop in activity in the
construction sector which has continued into 2011.
During this last three-year period the sector has ex-
perienced a 1.76% fall in the number of companies
(from 625 companies in 2009 to 614 companies in
2011) which in turn has led to a 26.52% reduction in
the number of wage earners (from 5,245 workers in
20009 to 3,854 workers in 2011).

Despite this downturn, the number of wage earn-
ers in construction still represents 10.33% of total
wage earners registered with the Social Security
(CASS) in 2011 (13.21% in 2009) and 9.97% of Andor-
ran companies (10.40% in 2009).

In order to mitigate the effects of this decelera-
tion and promote spending on construction, the
Andorran Government is implementing a series of
measures, such as the approval of a regulation to
establish a programme of grants and preferential
loans to encourage the modernisation of real es-
tate, industrial safety, accessibility, energy efficiency
or savings and improvements to building facades.

Surface area
authorised for
development
1999-2011

As already mentioned in this chapter, the Andor-
ran business structure is strongly dominated by
small companies; 61.24% of companies from the
construction sector employ a number of workers
equal to or less than 5, 21.34% employ between 6
and 10 workers, 11.89% employ between 11 and 15
workers and the remaining 5.53% of the companies
have more than 25 workers.

The construction boom in recent years has been
closely linked to the growth in the areas of land
authorised for development. Nonetheless, it should
be mentioned that the peak in construction shown
in the graph below took place in 2004 due to the
May 2003 moratorium. Subsequently, the total area
of land authorised for development in Andorra
dropped to levels below those of 1997. However, as
shown in the graph below, 2008 marked the start
of a change in trend, which continued during 2009.
In 2011 total square metres authorised for develop-
ment fell by 24.30%.

The table below shows the number of square me-
tres of land authorised for development by type of
construction:

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

(m?) Source: Department of Statistics - Government of Andorra

Surface area

600,000
authorised for
development, by 500,000
type of construction
400,000
1999-2011
300,000
200,000
Apartments
Chalets 100,000
Other buildings
0
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
(m?) Source: Department of Statistics - Government of Andorra [graph 10]
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The above graph shows a clear decline in area

of land authorised for development compared

t0 2009. As outlined above, several factors have
contributed to the downturn in construction in
Andorra; the May 2003 moratorium that led to a
construction boom which has gradually stabilised
and the slowdown in the Andorran real estate mar-
ket, also experienced in other European countries.
This real estate market downturn is the result of
the international financial crisis coinciding with the
bursting of the real estate bubble formed over the
last decade.

Services

The lack of raw materials and energy sources in the
Principality has forced the economy to look abroad,
giving preference to service sectors, such as tour-
ism, commerce, hotels and finance, in detriment to
manufacturing industries.

The tertiary sector is a key sector in the Andorran
economy. During 2011 it has employed 29,944 indi-
viduals, representing 66.87% of the total workforce
and a total of 4,792 companies (77.78% of total)
have operated in the service sector.

Tourism

As already mentioned, commerce is one of the

key activities of the Principality’'s economy, which
complements and is directly related to tourism.
Nevertheless, since 2002 there has been a drop in
the number of tourists and overnight stays. In light
of these circumstances, the Principality is commit-
ted to increasing the number of tourists, overnight
stays, and expenditure per visitor, while simultane-
ously gaining the loyalty of customers who have
already visited the country to encourage them

to return more frequently. The objective of these
measures is to maintain Andorra’s position as a
leading tourist destination in Europe.

Andorra Turisme has been created to coordinate and
manage the initiatives grouped under this pillar,
which is a public entity set up by the Andorran
Government in 2007 to improve the promotion
and coordination of the management of tourism in
Andorra for the purpose of increasing the Principal-
ity's excellence as a tourist destination and jointly
commercialise Andorra’s public and private tourist
attractions.

During 2012 Andorra Turisme has worked on sev-
eral communication campaigns aimed at visitors,

The graph also illustrates that during 2008 and

2009 the square metres authorised for the develop-
ment of apartments rose slightly as a result of the
approval and/or modification of urbanisation plans
in the majority of parishes. However, 2010 and 2011
have not yet been affected by these approvals and/
or modifications and the graph shows that fewer
square metres have been requested for this kind of
construction than others.

The graph below shows that the tertiary sector
mainly groups together commerce and tourism-
related activities and services. However it also
includes important activities such as public admin-
istration, liberal professions and the Andorran finan-
Cial sector.

The business structure of the sector mainly com-
prises small companies. Therefore, 77.12% of the
companies have 5 or fewer employees, whilst
11.13% have 6 to 25 employees, 7.60% have a head-
count exceeding 25 and only 4.15% have more than
100 employees.

with the objective of increasing overnight stays in
Andorra. These included the 2011/2012 Winter cam-
paign entitled "Just Married”, the Spring campaign
of "Alguna cosa es Mou a Andorra (Something is
Moving to Andorra)”, the Sales campaign “I Love
Rebaixes (Sales)” and finally the Summer campaign
"Aquest estiu... no t'equivoquis de Vacances! (This
Summer ... Don't get your Holidays Wrong)".

Likewise, the Andorra Convention Bureau is an
entity entrusted with promoting Andorra as a
destination for the organization of events, meet-
ings, congresses, conventions and incentive trips.
Andorra Convention Bureau, created in 2010, is a
product club formed by the participation of com-
panies from the private sector which are directly
related to the business tourism segment and An-
dorra Turisme.

Despite the ongoing efforts to boost tourism and
as a result of the global economic crisis, the influx
of tourists in Andorra has decreased by almost
9.25% in 2011 (-5.41% in 2010), whilst in Spain it has
risen by 7.6% in 2011 (2% in 2009), given the good
behaviour of the main issuing markets such as the
United Kingdom, France and Germany.



Number of wage earners on
Service industries

. Trading and repair of motor vehicles (...): 29.73%
Hotel trade: 15.11%
Transport, warehousing and communications: 3.56%
Financial System: 5.32%
Real estate and rental activities; corporate services: 12.76%
Other social activ. and community services, personal services: 7.59%

Home employing domestic service: 4.29%
Domestic service to the community (neighbours'associations): 0.68%

Extraterritorial bodies: 0.08%

Public admin., obligatory social defence and security: 13.74%
Education: 1.77%

Health and veterinary activities, social services: 5.37%

Source: Monthly Gazette of the Government of Andorra [graph 11]
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Hotel accommodation represents approximately what is offered in the country, the Andorran Gov-
72% of tourist accommodation for 2011, consider- ernment continues to work on a number of pro-
ably above hostels or residences, boarding houses, jects, the most noteworthy of which are as follows:
aparthotels and holiday apartments. Th's year » The implementation of a tourist accommoda-
Andorra ha§ 253 hotels, ﬁvg less than in the previ- tion quality plan to adapt the quality standards
ous year, W'.th a total capacity for 33,446 beds (342 applied in the Principality to international criteria,
more than in 2010). reviewing the legislation and the corresponding
o ) regulations.
The distribution of beds by category during 2011 o
has varied in line with the strategic outlook for * The development of rural accommodation in the
innovation and quality improvement implemented Principality and all the activities related to rural
by most Andorran businesses in 2007. tourism.
The restructuring and improvement of hotel infra- ~ AS Well as the wide range of hotel accommodation
structure in the Principality over the past years has ~ ©n offer, Andorra is also renowned for its restau-
enhanced the hotels on offer in Andorra, with the rants, offering avant-garde cuisine that combines
focus on boosting quality tourism in the Pyrenean traditional and contemporary dishes. Visitors can
country. Since 2007, the amount of accommodation discover this cuisine through a choice of gastro-
and capacity in lower category tourist establish- nomic events and tours‘such as those organised in
ments has continued to decrease substantially. The ~ P0rdes’, typical mountain restaurants, and a total of
graph below shows that 55.68% of beds available 635 restaurants. Furthermore, Andorra is an attrac-
in Andorra in 2011 were in hotels with four and five tive destination for wild mushroom pickers, with a
stars, whilst 90.57% of beds can be found in three wide variety of wild mushrooms growing through-
or more star hotels (2006: 32% and 65%, respec- out the year. Andorran agricultural products are
tively). [graph 12] promoted, emphasizing quality meat, the trumfa
(local potato) as well as aromatic plants, medicinal
In line with the work carried out prior to mid-2010, plants, honey and other products such as pir\e
as part of the Andorra 2020 Programme and for the nectar (nectum davet) or the country's traditional
purpose of boosting the tourist sector and increase ~ 'emedies.
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Evolution of total
days of sky

Source: Ski Andorra

Evolution of number
of visitors 2003-2011

2003 2004 2005

Source: Monthly Gazette of the Government of Andorra
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The Andorran Government is collaborating with
the Comuns, the Andorran Hotel Union (Unid Hotel-
era dAndorra) and several other associations to pro-
mote local and international gastronomic events.
Andorra organises several relevant gastronomic
events: the Quinzena de la Tofona, La Massana
Fogons, Andorra a taula and la Mostra Gastronomica
dAndorra (Gastronomic Week), which took place in
Ordino with an extensive programme including a
series of gastronomic talks given by experts from
Andorra and neighbouring countries.

One of the most relevant indicators to evaluate

the global dynamics of the tourism industry is the
total number of visitors to the country per year. This
figure has been in decline since 2008, reporting a
drop of 2.2% in 2011. The majority of visitors come
from the neighbouring countries of Spain and
France.

As shown in the graph below, in recent years there
has been a drop in the number of tourists and the
number of day trippers, who account for the most
significant proportion of total visitors. The declin-
ing number of visitors who stay the night does not
necessarily have to be perceived as negative if it is
offset by a rise in the quality of tourism currently on
offer. [graph 13]
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[graph 14]

Furthermore, it should be noted that 2011 has been
a year of continuing change in the economic cycle,
commenced in 2008 and caused initially by the
international financial crisis, which has dragged the
economies of neighbouring countries into reces-
sion and substantially reduced tourist activity.

In order to stem the decrease in the number of
visitors and increase the number of tourists, the
Ministry of Tourism and Environment and Andorra
Turisme have carried out several communication
actions, and they have worked together with the
business sector to strengthen Andorra in new
tourist markets such as Poland, the Czech Repub-
lic, Ukraine and Israel among others. Likewise, the
country maintains its presence in the main markets
of France and Spain, and in others further afield
such as Portugal, United Kingdom, Germany, Russia
and the Benelux.

Another of the significant variables for an economic
analysis of the Andorran tourism industry is the
total number of days of ski sold. This concept refers
to the number of daily ski passes sold by all the
Andorran ski resorts throughout the ski season. The
2011-2012 season was prejudiced by the unusually
mild weather, despite the considerable effort made
to produce snow and keep the ski resorts open in



a difficult economic and social context. Results are
poorer than in the previous year with a decline of
10%. It should also be noted that this season’s data
are 20% below the average for the best seasons

in recent years. One of the factors explaining this
difference is the decrease in the purchasing power
of the majority of skiers due to the international
economic situation, especially with regard to the
neighbouring countries. The number of days of ski
sold in Spanish ski resorts fell by 19.57%. [graph 14]

The Principality of Andorra has the largest skiable
surface area in the Pyrenees with more than 3,100
hectares of skiable terrain comprising three mod-
ern resorts. These resorts are located in the skiable
areas known as GRANDVALIRA and VALLNORD.
Andorra also has a winter sports camp called
NATURLANDIA-La Rabassa.

In the 2003/2004 ski season, the Grandvalira Pas
de la Casa-Grau Roig and Soldeu el Tarter resorts
signed a commercial agreement to create a single
skiable area commercialised as GRANDVALIRA.
Although Andorra had the largest ski resort in the
Pyrenees before this date, this agreement also
means that it now has one of the most important
resorts in Southern Europe.

Furthermore, starting from the 2004/2005 ski sea-
son, the Pal-Arinsal and Ordino-Arcalis ski resorts
have joined for commercial purposes under the
name of VALLNORD, enabling clients to use both
resorts with a single ski pass.

The two resorts have a total of 182 ski slopes and
several circuits for other snow-related activities and
adventure sports.

GRANDVALIRA is formed by 6 sectors: Pas de la
Casa, Grau Roig, Soldeu, El Tarter, Canillo and En-
camp, covering a total of 1,926 hectares distributed
across 112 slopes and with a capacity for 100,700
skiers per hour. In February 2012, the Avet slope at
Grandvalira-Soldeu hosted the Women's World Cup
in downhill skiing. The best skiers on the interna-
tional scene competed in the disciplines of slalom

Andorra ski resort facilities 2011

and giant slalom. At the end of February, Grand-
valira-Grau Roig was also the venue for the Men's
World Cup in Speed Skiing. The fastest skiers in the
world competed on the Antenes slope reaching
speeds of up to 155 km/h.

VALLNORD has three skiable sectors, Pal, Arinsal
and Arcalis, covering a total of 1,149 hectares, 67
slopes and with a capacity for 55,690 skiers per

hour.

As well as a wide range of winter activities, the two
skiable areas offer summer activities to promote
family tourism outside the Principality’s normal
high season, such as go-karting and a golf course,
along with other more specialised summer sports
and international competitions.

NATURLANDIA, situated in Sant Julia de Loria, has
more than 330 hectares divided into two sectors,
situated at an altitude of 1,600 and 2,000 metres
respectively. The eco theme park has more than 15
km of marked cross-country ski slopes and several
circuits for the practice of activities that can be
enjoyed together with the family. The range of ac-
tivities is very extensive: trekking routes, quad bike
trips, BTT, pony riding, mushing, and the Tobotronc,
the world's longest alpine coaster, to mention just
a few.

The offer is completed by the new attraction, AIR-
TREKK. Combining emotion and adventure, the
structure consists of 10 towers and 3 different
height levels made up of different circuits of ropes
and zip wires. It is the biggest and highest attrac-
tion of its kind in Europe.

In order to broaden the offer, NATURLANDIA is
working on the imminent inauguration of Anima-
lier Park, which will include species such as bears,
wolves and birds of prey.

The table below shows details of the skiing facilities
available in the Principality, together with a sum-
mary of their main features: [table 10]

Km of Snow %

Ski resort slopes Ski runs machines Snowmaking
VALLNORD: Pal - Arinsal 63 42 296
VALLNORD: Ordino - Arcalis 30 25 89
GRANDVALIRA 205 110 1,097
TOTAL 298 177 1,482

Source: Ski Andorra

156,390

[table 10]
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Evolution of ski
resort investments

Season

The Andorran ski resorts have made significant in-
vestments which have provided the Principality with
unbeatable skiing facilities. Details of investments
made in recent years are as follows: [graph 15]

One of the other tourist attractions on offer in

the Principality is water-based, one of Andorra’s
natural resources. As well as the rivers and lakes

in the country, the sulphur-rich thermal waters in
Escaldes-Engordany are recommended for thera-
peutic and beauty treatments. There are thermal
hotels in this location, including the largest thermal
baths in Southern Europe: CALDEA.

Caldea uses the properties of the thermal waters
and it encourages its clients to enjoy the unique
sensations that can be experienced at its majestic
aquatic installations. The thermal baths offer is
completed with a broad range of massages, beauty
rituals, wellness rituals and hydrothermal treat-
ments. The same building also has two restaurants,
a shopping arcade and underground parking.

To broaden its offer of services, Caldea is building a
new wellness centre of 12,400 m? focussed on the
overall wellness of man. The new installations are
scheduled to open in December 2012.

The Water and Madriu Valley Visitors' Centre (CIAM)
is a cultural space designed to experience, enjoy
and learn about water and the Madriu Valley, two
of the most important natural resources in the

(Millions of Euros) Source: Ski Andorra

parish of Escaldes-Engordany and the Principality
of Andorra.

The CIAM presents water and the Madriu Valley

in a playful and interactive way using a series of
sensorial and informational supports, with multiple
projection screens, handling devices, interactive
tables and offers surprising experiences such as the
chance to walk on the water of the Valira d'Orient
river, swim under a waterfall without getting wet or
play in a water vapour square.

A visit to the CIAM allows us to experience tradi-
tional uses of water, especially the thermal waters
that spout from the fountains of Escaldes-Engorda-
ny, we discover the secrets of the Madriu valley and
are told about the heritage, natural and cultural
values, of this valley, which was declared a UNESCO
heritage site in 2004 within the cultural landscape
category.

In addition, Andorra has an increasing number of
hotels specialising in health and beauty treatments,
which complement the tourism services offered in
the country.

In the last quarter of 2007, the Andorra la Vella
Conference Centre, covering an area of 4,200 m?,
was inaugurated in the heart of the city, opening
up the market to a new tourism sector: conference
tourism.

[graph 15]



Commerce

The importance of tourism to the Andorran econ-
omy, as outlined above, means that those sectors
of activity that are directly related to tourism, such
as all commerce-related activities, have the most
impact on the Principality’s economy.

The significant reliance of Andorra’s commercial
sector on demand from abroad renders it a num-
ber of distinctive features compared to the same
sector in other countries, in which internal demand
is the main driving force behind commerce. The
Andorran trade sector can be split into wholesale
and retail trade. The reliance on imports, which
are subsequently distributed, means that on many
occasions the importers of such products also act
as wholesalers and are the owners of wholesale
businesses.

Commerce is one of Andorra’s tourist attractions
and has been one of the mainstays of the Andor-
ran economy, not only due to the relevance of the
total number of businesses and employees, but
also because the tax on imports, borne by Andor-
ran commerce and generally passed on to the end
consumer, has been one of the Andorran State’s
principal sources of income to date. Despite the
decline in 2008 and continuing in 2009 and 2010,
this sector comprises 32.70% of businesses and
employs 37.61% of wage earners from the country’s
services sector in 2011,

Andorra’s tradition for commerce has gained in-
ternational fame due to more than 2,000 modern
establishments, the most competitive prices, and
flexible opening times. The majority of these estab-
lishments are located in the parishes of Andorra la
Vella (the capital), Escaldes-Engordany and Pas de la
Casa. Nonetheless, the parish of Sant Julia de Loria
also has a number of large shopping centres.

Up until a short time ago, commerce was a tourist
attraction due to the price differences between An-
dorra and the neighbouring countries of Spain and

Number of companies and wage earners

Number of companies
Number of wage earners

Sale, trading and repair of motor vehicles (...)

Wholesale trade and intermediaries,
except for motor vehicles and motorcycles

Retail trade, except for motor vehicle trading (...)

Source: Andorran Social Security System and Monthly Gazette of the Government of Andorra

France. At present, although the Principality is not

a member of the EU it is subject to taxes on con-
sumption, albeit lower than those of EU countries,
meaning that goods such as perfumes, the leading
brands of clothing and jewellery continue to attract
tourists to the Principality of Andorra.

In addition to the price differences, one of the main
advantages of Andorra as a tourist destination

is the fact that a large number of innovative and
specialised outlets selling products from all over
the world are concentrated in a small area.

Details of the number of companies and wage
earners in Andorra’s retail sector during 2010 and
2011, by type of establishment are shown in the
following table: [table 11]

As is the case in other sectors, the majority of
businesses employ 1 to 25 workers, representing
96.49% of total companies in this sector in the case
of commerce, whilst only 3.51% employ more than
25 workers.

A reliable indicator of the status of Andorran com-
merce is the evolution of imports and exports in
recent years. The trade deficit has been an ongoing
structural feature of the Andorran economy.

However, it should be noted that in 2011, exports
have increased by 34.15% (-10.87% in 2010), whilst
imports are up by 0.52% (0.44% in 2010). Since 2009,
the value of imports has remained stable, although
it is increasingly dependent on fuel imports, which
have increased by 19% compared to 2010, due to
the increase in petrol prices. On the other hand, the
electronics sector continues its downward trend
and was situated at only 43% of the amount im-
ported in 2004. It is worth mentioning that without
the fuel factor, total imports would have decreased
by 1.7% in 2011 and by almost 4.2% in real terms
(without taking inflation into consideration).

2010
1,577

2011
1,567

% of total 2011
100.00%
100.00%

Var. (%) 10-11
(0.63%)
(2.58%)
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56 O oM It should be taken into consideration that the

export figures are not completely accurate since
not all the tourists purchasing products in Andorra
declare their exports because Spanish law estab-
lishes a limit on the value of each type of product
that must be declared on entering Spain, as is the
case in France. [graph 16]

The pie charts below show the geographical distri-
bution of imports and exports by country of origin
or destination. The Principality mainly has trade
agreements with Spain and France.

[graphs 17 and 18]
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Financial sector

The Andorran financial sector is one of the main-
stays of activity in the Andorran economy due to its
significant contribution to Andorra’s GDP (approxi-
mately 16%), with its nucleus being the banking
system. Insurance companies, other asset manage-
ment entities, investment undertaking manage-
ment entities and specialised non-banking credit
entities also operate in the Principality.

The Andorran National Institute of Finance
(INAF) was founded in 1989 and supervises and
regulates the Andorran financial system, with the
exception of insurance companies (that do not
belong to banking groups), which are currently
supervised by the Andorran Government’s Ministry
of Finance.

The Financial Intelligence Unit of Andorra
(UIF) is an independent organ whose mission is to
promote and coordinate the measures to prevent
money laundering and the financing of terrorism. It
was created in 2000 under the Law on International
Criminal Co-operation and the Fight against the
Laundering of Money or Securities resulting from Inter-
national Crime, which follows the instructions of the
MONEYVAL Committee of the Council of Europe as
well as the 40 FATF Recommendations. This body
became known as the Unit for the Prevention of
Money Laundering and it started operating in July
2001.

The financial system comprises 5 banking groups, 1
specialised credit entity, 8 investment undertaking
management entities, 4 asset management com-
panies and 34 insurance companies, 18 of which
are branches of foreign insurance companies au-
thorised to operate in the Principality. The banking
sector employs 1,331 individuals in the Principality
of Andorra, representing approximately 80% of the

total number of wage earners in the financial sector.

The Andorran banking system has always been
characterised by its high capital adequacy ratio
compared to other financial markets, resulting from
a strong capitalisation policy right from the start.

It should be noted that the Andorran banking sys-
tem has established much stricter capital adequacy
and liquidity ratios that most other countries, in
order to ensure its good reputation at international
level. The performance of these two ratios illus-
trates the conservative and prudent management
of Andorran banks, which avail of a privileged situa-
tion in a scenario of international crisis marked by a
lack of trust in the financial markets.

Due to their particular nature these features, which
are a key part of this publication, are dealt with in
chapter “IV. Banking sector”.
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IV.1. Introduction

The financial system is one of the mainstays of the
Andorran economy which contributes approxi-
mately 16% to the Gross Domestic Product and is
characterised by its financial reputation as a result
of the strict and rigorous application of the inter-
national regulatory standards. Furthermore, the
Andorran financial system, which is mainly focused
on banking, is characterised by the high capital
adequacy and liquidity ratios of its banking system
compared to other financial markets (20.96% and
66.58%, respectively) due to its conservative and
prudent management.

The Andorran banking sector comprises a total of
five banking groups and has more than 80 years'
experience in this activity. The banking entities in
Andorra render banking services (retail and private
banking), asset management, brokering and insur-
ance services.

Andorran legislation does not permit opaque
structures, such as trusts, or private foundations
to promote offshore investment structures, which
prevent the identification of beneficiaries.

This sector employs highly qualified personnel
and operates within a politically and socially stable
environment, in a country with more than 700 years
of history, tradition and dynamism and is regulated
and supervised by the Andorran National Institute
of Finance (INAF) governed by Law 14/2003 dated
23 October 2003. Furthermore, the Financial Intelli-
gence Unit (UIF) created in 2000 is an independent
body, the aim of which is to promote and coordi-
nate measures to prevent money laundering and
the financing of terrorism.

The strictness of the Andorran banking system in
supervising and verifying the origin and destina-

tion of funds is guaranteed by expert organisations
such as the International Monetary Fund (IMF) and
the European Council. The five Andorran banking
entities operate in international markets, applying
standards and best practices. A good example of
this is that all the Andorran banks have been certi-
fied as qualified intermediaries by the IRS (Internal
Revenue Service) of the United States of America.

In 2011 the recovery of the financial sector was con-
firmed with a 12.97% increase in managed custom-
er funds in spite of the drop in internal demand as a
result of the economic recession that the country is
going through. Accordingly, 2011 saw an 18.04% in-
crease in funds managed off-balance-sheet as well
as an increase of 4.33% in customer deposits. The
Andorran banks’ aggregate profits have dropped
by 1.98%, mainly due to the increase in transforma-
tion costs incurred as a result of the major interna-
tional expansion processes in which four of the five
Principality’s banking institutions are immersed. It
should be taken into consideration that the Andor-
ran banks’ gross margin has increased by almost
3.20% during 2011.

The Andorran financial system confirmed its solid-
ity throughout 2011, offering on-going proof of

its solvency against the backdrop of a particularly
complex international context for the banking sec-
tor. Excellent capital adequacy and liquidity ratios
are amongst the highest of all European countries.
These indicators illustrate the positive performance
of the Andorran financial system, its consolidation
in the domestic market and the progress made in
the internationalisation process currently under-
way amongst Andorran banks, which has led to a
diversification and growth in business, as well as
the expansion of their banking structures and an
increase of over 22% in the aggregate number of
employees, without having caused significant in-
creases in efficiency ratios.

Now that the uninterrupted period of economic
growth has come to an end we are in a more dif-
ficult and demanding period during which entities
with more solid foundations and better business
models and best management teams will stand
out. The Andorran banking sector is prepared to
calmly and confidently face future challenges.

On 10t March 2009 the Government of the Princi-
pality of Andorra signed the Paris Declaration, for-
mally committing to provide certain information on
fiscal matters in the future, when the requests are
justified and well founded and the principles of the
OECD are respected. This means giving information
in justified scenarios, although no lists of persons
are provided nor are collective and general requests
for information (fishing expeditions) attended to.

As a result, on 3 April 2009 the G-20 eliminated
the Principality of Andorra from the OECD's “black



list” and placed it in the category of countries
which have commitments with the OECD. Andorra
is in the same category as other countries such

as Luxembourg, Switzerland, Austria, Belgium,
Monaco or San Marino, which have also agreed to
comply with OECD standards.

As announced in the Paris Declaration, on 7th
September 2009 the General Council of Andorra
approved the Qualified Law for the exchange of
tax information upon prior request. This legal text
establishes a framework for legal security in the
relations between the Principality and other coun-
tries regarding the exchange of information and
places particular emphasis on key issues related to
the mechanisms for ensuring the confidentiality of
customers, as follows:

The request for information must be justifiable
and well-founded; guarantees are therefore estab-
lished for this purpose, such as a limit for obtain-
ing or providing information which the request-
ing State cannot obtain under its own legislation.

A notification procedure is implemented grant-
ing the possibility to oppose the request for
information by means of a duly justifiable appeal
to the relevant authority.

The agreement is not valid retroactively, meaning
that the principle prevails whereby no customer
information will be provided in relation to situa-
tions that pre-date the date on which each bilat-
eral agreement comes into force.

Fishing expeditions, i.e. collective and general-
ised requests for information are prohibited.

Confidentiality is guaranteed and the level play-
ing field principle (guarantee of equal conditions
for everyone) is upheld in relation to other agree-
ments that have been signed previously.

IV.2.

The Association of Andorran Banks (ABA) was
founded on 11! November 1960 and was formal-
ised in a document which included the commit-
ment to hold a series of monthly meetings which
have taken place over the past years up until 17t
November 1993.

On this date the Andorran Government authorised
that Banc Agricol i Comercial d’Andorra, SA and
Banca Reig, SA (how merged into Andorra Banc
Agricol Reig, SA); Banc Internacional d’Andorra,

Furthermore, exchanges of information on request,
in response to justifiable and well-founded re-
quests, will be effective for fiscal years which com-
mence following the date on which each bilateral
agreement comes into force, i.e. after the last notifi-
cation that the agreement has been ratified by the
respective Parliaments, plus an additional period,
usually of three months, in the cases for which this
period has been established. For example, if an
agreement is ratified by the respective parliaments
of the countries party to the agreement on 2"
June 2010, and there is an additional period of three
months, the agreement will come into force on 2"
September 2010 and will be effective during the
fiscal year 2011, i.e. as from 1%t January 2011.

Following its ratification of the Law, between Sep-
tember 2009 and November 2010 the Government
of Andorra signed bilateral agreements for the
exchange of fiscal information upon prior request
with 20 countries. Of the 17 bilateral agreements
that have been ratified, 13 are already in force and
the regulations developing Law 3/2009 for the ex-
change of information on fiscal matters following a
prior request were passed on 23 February 2011 (see
Chapter Il of this publication “ the Andorran Legal
Framework” for more details).

On 30™ June 2011 the Principality of Andorra
signed a Monetary Agreement with the European
Union, making the euro the official currency of

the Principality of Andorra. With the signing of the
aforementioned agreement, Andorra undertakes to
implement the European directives on financial leg-
islation, the prevention of money laundering, coin
minting and statistics and also to sign a multilateral
agreement of understanding on consultation, co-
operation and exchange of IOSCO information.

SA; Banca Cassany, SA (now called Banca Privada
d’Andorra, SA); Banca Mora, SA; Crédit Andorra, SA;
Caixa d'Estalvis i Pensions de Barcelona, “la Caixa”
(subsequently called CaixaBank, SA and currently
merged into the Credit Andorra, SA Group) could
set up an association with its own legal status in
accordance with Decree no. 40/A/93. The statutory
activity of this association is to represent the collec-
tive interests of credit establishments, particularly
in relation to the public administration; to provide
information to its members and the general public;
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to undertake studies on any matter of common
interest, on its own initiative or upon request from
the Andorran Government; to draft and propose
appropriate recommendations for the banking pro-
fession; to cooperate between different credit enti-
ties and to create, organise and manage services of
common interest. In 2000 BancSabadell d’Andorra,
SA was incorporated into the ABA after obtaining
the necessary approval.

The framework of self-regulation of the banking
system through the ABA includes an agreement
dated 9™ April 1990, which addresses the diligence
obligation of the banking and savings institutions
in Andorra.

The main pacts included in this agreement are as
follows:

Application of the criteria established by the
Basel Committee on banking regulations and
supervisory practices, known as the Cooke Com-
mittee.

The obligation to submit financial statements for
review by independent external auditors and to
file these financial statements with the relevant
public authority.

The obligation to ensure that the identities of the
clients are accurately verified.

The maintenance of the banks’ code of secrecy,
including the obligation of ensuring that the
financial system is not used for laundering capital
originating from serious criminal offences under
the provisions of Andorran Law.

The setting up of a commission to supervise the
application of the pacts of this agreement.

The ABA currently continues to represent the in-
terests of all its members, all the banking entities
operating in Andorra and at the same time guaran-
teeing best banking practice and corporate image.

ABA's organisational structure is formed of a chair-
man and a vice-chairman, posts which are rotated
every year amongst the members, and a perma-
nent management body comprising a general
manager and a deputy manager.

The main responsibilities and duties of the ABA are
as follows:

Represent and defend the interests at all levels of
its members.

Protect the prestige, professional image and
development and competitiveness of Andorran
banking both domestically and internationally.
According to this aim, during 2007 and 2008, the
ABA undertook a study in order to draw up an
Institutional Plan that would allow the Andorran
financial system to be guaranteed within the

institutional environment, both in Andorra and
abroad, ensuring that the statutory standards and
regulations of the Andorran financial system are
in line with international standards.

Implement initiatives aimed at improving the
sector’s technical standards in order to avoid
illegal conduct of business by unqualified outsid-
ers and any other irregular activities.

Promote respectful sector cooperation through
reciprocal competition and informing its mem-
bers of issues of common concern.

Ensure transparency in the application of condi-
tions to clients and aim to complement profes-
sional ethics inherent to the profession.

Collaborate with public entities either voluntarily
or at the request of the Government, local corpo-
rations, and other public and parapublic entities
by preparing reports, studies and recommenda-
tions, and economic action, forecast or recovery
plans.

Set up and participate in foundations and private
entities, and participate in public entities and
institutions on the condition that their objective
is to promote economic, cultural, sporting and
social welfare in the Principality and, in general,
improve the standard of living of its citizens.

In this area of activity, the ABA currently collabo-
rates with several non-governmental organisa-
tions promoting social responsibility such as:
UNICEF, the Red Cross, Mans Unides, Caritas and
Infants del Mon.

In relation to promoting economic and social
welfare, the ABA is a member of the Andorran
Chamber of Commerce, Industry and Services
(Cambra de Comerc, Indstria i Serveis dAndorra
(CCIS)) and the Andorran Business Confederation
(Confederacié Empresarial Andorrana (CEA)). The
mission of both these institutions is to represent
companies in Andorran society, encourage social
dialogue, and develop a favourable environment
for conducting economic activity.

Promote the professional training of credit en-
tity personnel, especially adequate training in
relation to the prevention of money laundering
and financing of terrorism, to ensure each credit
entity complies with its obligations to prevent
money laundering and safeguard professional
secrecy.

During the second half of 2009, the ABA began
work on the development of an electronic online
training platform related to money laundering
and combating the financing of terrorism, which
includes up-to-date information and both na-
tional and international legislation on this matter.
This online training platform was made available
to employees of the Andorran banking sector at
the end of 2010.



=1 Develop, organise and manage services which
are of common interest to the Association’s
members.

=1 Contribute to the cultural and scientific develop-
ment of Andorran society and publish details of
the functions and services rendered by credit
entities in relation to the economic development
and mercantile activities of Andorran society to
ensure they are satisfactorily appreciated.

The ABA's functional structure comprises a number
of technical commissions formed of members of

IV.3.
The banking sector

The Andorran banking system is based on a univer-
sal banking model, including specialised banking
services, retail banking and private banking. Andor-
ran banks offer a complete range of banking servic-
es, including credit operations, equity management
and financial advisory services, liability operations,
financial analysis and other services (credit cards,
transfers etc.). They also have subsidiaries which are
specialised in financing, insurance and asset man-
agement.

The most significant aggregate data for Andorran
banking for 2010 and 2011 are as follows: [table 1]

The Andorran banking system is made up of five
banking groups which include the following six
banking entities:

=1 Andorra Banc Agricol Reig, SA
The Andorra Banc Agricol Reig Group was estab-
lished as a result of the merger in August 2001
between Banc Agricol i Comercial dAndorra, SA
(founded in 1930) and Banca Reig, SA (founded
in 1956). In this publication, it appears under the
name of ANDBANK Agricol Reig Group.

=1 Mora Banc Group, SA
Set up in 1958 under the name of Banca Coma, it
changed its name to Banc Internacional d’Andorra,
SAin 1970 and to Mora Banc Group, SA in Novem-
ber 2011.

=1 Mora Banc, SAU
Founded in 1952, it was known as Banca Mora
until November 2011.

the various Andorran banks, who meet regularly at
the ABA's premises. These technical commissions
analyse and discuss issues related to their area of
work in order to guarantee banking best practice,
including the following matters relating to the
sector: SEPA, MiFID, exchange of tax information,
International Financial Reporting Standards (IFRS),
prevention of money laundering and financing

of terrorism, strategic projects, general indirect
taxation (IGI), the Internal Revenue Service (IRS),
compliance, tax on savings, methods of payments,
and other areas of interest.

2010 2011
Total assets 13,142,190 14,102,898
Loans 7,136,042 7,431,342
Assets under management 27,519,719 31,089,863
Profit 200,512 196,541
ROE 14.24% 13.09%
ROA

Efficiency ratio

Capital adequacy ratio
Liquidity ratio

Default ratio

(Thousands of E

Mora Banc Group, SA and Mora Banc, SAU
operate together under the MoraBanc brand
name and they present their financial statements
and other data in a consolidated manner. In this
publication they appear under the name MORA-
BANC GROUP.

=1 Banca Privada d’Andorra, SA
Incorporated in 1958 as Banca Cassany. In 1994 its
name was changed to Banca Privada d’Andorra,
SA. This bank appears as BPA in this publication.

=1 Crédit Andorra Group
Incorporated in 1949 and on 31t July 2005 it
acquired 100% of CaixaBank SA. The data is pre-
sented under the name of CREDIT ANDORRA
GROUP in this publication.

=1 BancSabadell d’Andorra, SA
Incorporated in June 2000. This bank appears as
BANCSABADELL D’ANDORRA in this publication.
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ANDBANK

MORABANC GROUP

BPA

CREDIT ANDORRA GROUP
BANCSABADELL D’ANDORRA

TOTAL

Source: Association of Andorran Banks

The above mentioned banking entities operate in
all the main urban areas of the country through an
extensive network of branches. There are a total
of 50 branches distributed throughout the seven
parishes which comprise the Principality of An-
dorra. The branches providing banking services in
the Principality, together with the number of cash
dispensers and Andorran bank employees, includ-
ing those abroad, at 315t December 2010 and 2011
are shown below:

In 2011 the number of employees has increased
by 22.01%, i.e. 375 workers, who are mainly located
abroad, in line with the process of international
expansion implemented by the Andorran banks.
At present, four of the five banking groups are in
the process of international expansion, as shown
below:

ANDBANK Agricol Reig Group

ANDBANK started the internationalization pro-
cess of Andorran banks when it opened bank
Andbank (Bahamas) Ltd in the Bahamas in 2001.
Following this inauguration, Andbank continued
its international expansion with the acquisition
of other wealth management companies, and its
activities included the creation of representation
offices and banking licences aimed at position-
ing it as a bank of reference within the field of
private banking. It currently has an international
presence in Switzerland (AndPrivateWealth, SA

- Wealth management company), Miami (And-
bank Wealth Management — Financial Services),
Mexico (Columbus — Wealth management com-
pany), Luxembourg (Andbank Asset Manage-
ment Luxembourg - Fund manager and Andbank
Luxembourg - Bank), Hong Kong (Representa-
tive Office of Andbank Luxembourg), Uruguay
(Representative Office and Quest Capital Advis-
ers - Financial consultancy company), Panama
(Andbank (Panama) S.A. - Bank and Andbank
(Panama) S.A. - Brokerage firm), BVI (Fund man-
ager), Monaco (Andbank Monaco SAM - Bank),
Brazil (LLA Investimentos - Fund manager), Spain
(Medpatrimonia SL., Medivalor AV, Agencia de
Valores S.A.U and Andbank Luxembourg Spain
Branch - Bank branch).

MoraBanc

The MoraBanc Group began its international
expansion in 2008 with the opening of an inde-
pendent wealth management company, Mora
Wealth Management, in Zurich, Switzerland's lead-
ing financial centre. The international expansion
continued in 2009 with the acquisition of a wealth
management company in Miami, United States of
America, which became Mora Wealth Manage-
ment Miami. This corporate operation was the first
to be carried out in North America and provides
an excellent platform for rendering services to the
private banking market in Latin America.

Banca Privada d’Andorra (BPA)

The Banca Privada d’Andorra Group is present

in Luxembourg, through BPA Financing, S.ar.l.

(an investment and international financing com-
pany); in Switzerland, through BPA-IPWM (Suisse),
SA (a company engaged in financial advisory
services, investments and equity management);
in Spain, through Banco de Madrid, S.A. and its
fund manager Interdin S.A. (securities dealer) and
the investment fund management company BPA
Global Funds Asset Management SG.LIL.C, S.A;

in Panama, through Banca Privada d’Andorra
(Panama), SA (which has an international bank-
ing licence to develop banking activities for non
resident customers in the country) and through
BPA Valores, S.A. (dedicated to securities trading),
and in Uruguay, through the subsidiary Banca
Privada d’Andorra (Uruguay), S.A. LEE. @n Uru-
guayan financial institution with a licence to carry
out banking activities).

Credit Andorra Group

The Credit Andorra Group guarantees growth and
future competitiveness in a sustained and sustain-
able way through its plan for the internationaliza-
tion and diversification of the business, bringing
its activities into line with best practices and
international standards. The Group currently has

a presence in Andorra, Spain, Luxembourg, Swit-
zerland, the United States, Mexico, Panama and
Uruguay. It is present on two continents, Europe
and America, with differentiated projects that of-
fer significant value added. The operations carried
out during 2011 through its global private bank-

Andorra and abroad Andorra

Number of Number of Number of cash
employees branches dispensers

2010 2011 2010 2011 2010 2011
462 530 1 10 28 30
294 309 1 10 32 33
314 518 8 8 27 27
517 609 20 16 43 42
116 112 6 6 21 21

1,703 2,078 56 50 151 153



ing project have strengthened the position of the
Group within the international financial system.

In Europe, it continued its process of expansion
during 2011 with the acquisition of Banque de
Patrimoines Privés (previously known as Banque
BPP) in Luxembourg. The acquisition of Banco
Alcala (which has offices in Madrid and Barcelona)
has introduced the Group into the Spanish private
banking market. These two operations have al-
lowed the Group to consolidate its presence in
the European market. In Spain, the Group also
maintains a presence through the fund managers
Gesalcald SGIIC and Valira Capital Asset Manage-
ment SGIIC, the pensions fund manager Alcala de
Pensiones and the consulting and insurance firm
ERM, which in addition to its offices in Barcelona,
Girona, Tarragona, Palma de Mallorca and Seville,
also opened an office in Madrid during 2011. In
Switzerland, the Group owns the wealth manage-

Year after year, the entities of the Andorran bank-
ing sector have been consolidating their voluntary
corporate social responsibility policies, based on re-
sponsible growth and a commitment towards soci-
ety. Andorran entities present their corporate social
responsibility policies, applying strict ethical criteria,
at the entities themselves or through foundations.

The annual reports and notes to the annual ac-
counts of Andorran entities set out the initiatives
being carried out as a result of their commitment
towards society. There are numerous examples of
these commitments which affect various areas:
culture, sport, solidarity, education or the environ-
ment. There is an increasing trend in Andorra to
present information in the aforementioned reports
in a systematic manner, as is the case of other coun-
tries, to target groups with special interest in the
entity’s activities: shareholders, employees, custom-
ers, suppliers, society (referred to as “interested
parties” or stakeholders). Some of the entities follow
the Global Reporting Initiative (GRI) standards when
drafting corporate social responsibility reports.

The different initiatives at international level to
standardise the presentation of non-financial
information have been well received, as they en-
able entities to also be compared from this new
perspective. In 2006, the Global Reporting Initia-
tive published the new GRI G3 guide for preparing
sustainability reports, which is most widely used
when reporting on strategies and measures taken
by organisations from an economic, social and
environmental perspective.

A summary of the corporate social responsibility
activities carried out by each of the entities which
comprise the Andorran banking sector are as follows:

ment company firm Private Investment Manage-
ment. As far as America is concerned, during 2011
the Group acquired Beta Capital Management

LP, which has its headquarters in Miami. With this
operation, Crédit Andorra becomes the first entity
in Andorra to obtain a broker dealer licence in the
United States. It also operates in Panama through
the bank Credit Andorra (Panama) and the securi-
ties firm Credit Andorra Panama Securities, and in
Uruguay, through a representative office of Credit
Andorra and Banco Credit Andorra (Panama) in
Montevideo. Since 2010, it offers services in the
Mexican market through the investment advisor
CA México Asesores Patrimoniales.

BancSabadell d’Andorra

In contrast to the other entities, BancSabadell
d’Andorra has not embarked on any international
expansion plan.

CSR at ANDBANK Agricol Reig Group

The Corporate Responsibility policy of the Andbank
Group is based on its main corporate values, which
promote customer service, meritocracy and pro-
fessionalism among other aspects. These are the
pillars for the development of the company as a
financial and social entity that is integrated into its
environment, in which sustainability and the envi-
ronment prevail. During 2011, Andbank continued
consolidating and strengthening the social project
that reaffirms the compromise that the entity has
acquired with the country, in areas such as the
economy, education, culture and sport.

Sport continues to be one of the most important
areas that Andbank contributes to, and it has been
involved in sports sponsorship for many years. This
sponsorship, for example, includes the bank's col-
laboration with the Andorran Olympic Committee
(COA) aimed at improving Andorran sport and
reinforcing the image of Andorra abroad. It is also
worth mentioning the support given to sport and
leisure activities for young people at a grassroots
level, through the sponsorship programme in col-
laboration with the Nike Camp, which sees more
than 1,000 boys and girls participate in the two-
week long campus held each year. With regard to
culture, one of the backbones for the cohesion of
any society, it is worth mentioning the collabora-
tion agreements with various entities and embas-
sies, which provide support for the dissemination of
their cultures within our country.

CSR at MoraBanc

In accordance with the mission and values of Mora-
Banc, social responsibility is a structural element of
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the company’s culture, and there is a high degree of
involvement with the Andorran community. For this
reason, the desire of MoraBanc is to make the entity
a reference point in such matters, and its shows a
clear commitment to quality, sustainability and re-
spect for the environment, which has received the
best possible reward this year for the third year: clas-
sification as an entity with neutral carbon emissions.
Likewise, it promotes initiatives of a social and infor-
mational nature, with the Music and Dance Season,
which it has organized since 2011, being the most
emblematic example, as well as several initiatives for
the dissemination of scientific matters, which have
involved groups from the liberal professionals. In
sporting matters, in addition to its sponsorship of
Basquet Club Andorra, the entity has also signed an
agreement with FC Barcelona, making MoraBanc a
Regional Partner of the Club. This agreement offers
advantages for customers of the group. All these
initiatives have a sole objective, that of reaffirming
the compromise and commitment that the banking
group has with the whole of Andorran society. In
the solidarity section, MoraBanc introduced its soli-
darity card in December 2010 and within one year
20% of all cards were solidarity cards. The scheme
sees acquisitions made by clients rounded upwards
to the nearest euro or 10 cents, with the excess
amount being given in the proportion decided by
the customer to NGOs that have an agreement with
the bank. Furthermore, the Group will give 50 cents
of each euro provided by the client to the same
associations that the card holder has chosen. This
initiative raised more than 60,000 Euros in 2011.

Itis worth mentioning here that the entity changed
its name from BIBM (Banc Internacional Banca
Mora) to MoraBanc in 2011 in order to reinforce the
family nature of the company and its banking tradi-
tion, and to highlight the solidity of a group with 60
years' experience as well as the compromise with
customers and also to consolidate the international
image of the group.

Finally for the second time in recent years, Mora-
Banc has been designated Andorran Bank of the
Year by The Banker, in recognition of the overall
strategy of the group.

CR at Banca Privada d’Andorra (BPA)

Corporate Responsibility is one of the signs of identi-
ty of Banca Privada d’Andorra. The Code of Conduct
of the BPA Group defines the fundamental elements
of our company culture and together with the ethi-
cal principles and the rules of behaviour these are
the expression of a compromise acquired with the
collective. By making these public, BPA wishes to
show the interest groups that it works with as well
as society in general, how it carries on its business.
The Banca Privada d’Andorra Private Foundation
promotes the Xeridell Vocational Workshop, which

offers its users work, vocational and therapeutic ac-
tivities as a means of contributing to improvements
in their quality of life and their relationship with the
environment. It also works on behalf of people who
are incapacitated —through the Tutelar d’Andorra Pri-
vate Foundation— and with children who are at risk —
through an agreement with La Gavernera Children’s
Residential Centre—. With the programme for paid
work experience, BPA allows young people from
secondary schools, professional training centres and
“Batxillerat” institutes to experience the day to day
running of a bank and to acquire work habits and
specific training skills linked to the financial world,
to help them define their career paths. BPA under-
takes the responsibilities of a socially sustainable
company, which creates quality jobs under working
conditions that incorporate high standards within
the field of health and work safety. In 2011 it revali-
dated its certificate as a Family Responsible Com-
pany awarded by the Masfamilia Foundation, with
backing from the Spanish Ministry of Health, Social
Policy and Equality. This has allowed BPA to renew
its compromise and to show its desire to make this a
characteristic of its identity as a company.

CSR at Credit Andorra Group

The Credit Andorra Group bases its corporate
culture on its vocation to serve, which is not only
focussed on the client, but on the country as well.
Sustainability and a commitment to the commu-
nity are the key principles of a management model
based on ethics as well as business, social and envi-
ronmental responsibility. In 2003 it became the first
bank to have its CSR policy published in an annual
report. The report meets GRI's application level of A
(self-declared).

The Credit Andorra Group's involvement is made
clear by the reinvigoration of projects focussed on
the progress of the country and support for social,
cultural and economic entities. This is declared
through educational initiatives, such as the award-
ing of postgraduate scholarships; social initiatives,
such as training for the elderly and support for peo-
ple who are ill; cultural initiatives, with the promo-
tion of music and the arts as well as environmental,
sporting and economic initiatives. The reinvigora-
tion of the economy was one of the main focal
points of the activity during 2011, and this provided
a response to needs created under the current situ-
ation. All this shows the compromise with progress
and for a better society, and 1.8 million Euros, 2.53%
of net profits were invested in this task during 2011,
a large part of them distributed through the Credit
Andorra Foundation, the country’s main private
foundation both in terms of the number of pro-
grammes that it leads and in terms of the resources
destined directly to social corporate responsibility
activities, as well as through the Credit Andorra
Chair at the IESE Business School.



CSR at BancSabadell d’Andorra

BancSabadell d’Andorra considers that CSR is a
medium to long-term commitment whereby the
most important task is to progressively imple-
ment a timetable and a method for implementing
measures. BancSabadell d’Andorra’s corporate
values are: the desire to provide a service, proximity,
adaptability, commercial focus, innovation, profes-
sionalism, ethics and social responsibility, austerity,

Aggregate consolidated balance sheets
of Andorran banks

prudence and team work. The bank is aware of the
fact that social responsibility is a step more than
that required by law and has adopted its own ethi-
cal standards which are stricter than those legally
required and avails of different self-regulating
mechanisms. The bank also has a code of conduct,
an internal conduct regulation for the area of secu-
rities and a Corporate Ethics Committee which is
the body in charge of controlling and supervising
ethical principles.

Details of the aggregate consolidated balance . BANCSABADELL
) o Distribution of )
sheets of Andorran banking entities for 2010 and . tsand D'’ANDORRA
2011 are as follows: [table 3] aggregate assets an 4.35%
liabilities by banking
The consolidated balance sheets of each banking SIS 2R ANDBANK
group for 2010 and 2011 can be found in chapter V. 23.88%
Information of interest”. R
CREDIT
o ANDORRA
The distribution of the aggregate balance sheet by GROUP
banking entity at 31° December 2011 is as follows: 38.42%
[graph 1] MORABANC
GROUP
16.79%
BPA
16.56%
Source: Association of Andorran Banks [graph 1]
ASSETS 2010 % of total 2011 % of total Var. (%) 10-11
Cash and central banks OECD 96,903 0.74% 140,235 0.99% 44.72%
INAF 107,693 0.82% 1,050 0.01% (99.03%)
Financial intermediaries 1,233,741 9.39% 1,362,333 9.66% 10.42%
Loans 7,062,212 53.74% 7348717 52.11% 4.06%
Securities portfolio 3,740,049 28.46% 3,974,124 28.18% 6.26%
Gains on consolidation 18,376 0.14% 159,870 1.13% -
Intangible assets 80,918 0.62% 92,284 0.65%
Tangible assets 602,604 4.59% 667,609 4.73%
Prepayment and accrued receivables 111,632 0.85% 158,229 9
Other assets 88,062 0.67% 198,447
TOTAL ASSETS 13,142,190 100.00% 14,102,898 100.00%
LIABILITIES
INAF 185,52

Due to banks and credit entities
Other financial intermediaries
Customer deposits
Debts represented b
Provision fc

TOTAL LIABILITIES

13,142,190

100.00% 14,102,898

100.00%

7.31%

[table 3]

IV. BANKING

SECTOR 67



68 IV. BANKING
SECTOR

Estructure of
aggregate assets
2011

[ Cash and banks
. Loans
Securities portfolio
Fixed assets
Other assets

Source: Association of Andorran Banks

Aggregate assets

The 2011 financial year saw an increase in the ag-
gregate assets of Andorran banks, mainly in the
“Loans and receivables” chapter, which registered
a rise of 4.06% compared to 2010 (representing
52.11% of total assets) and in the “Securities portfo-
lio” chapter with an increase of 6.26% compared to
2010 (representing 28.18% of total assets).

Notwithstanding the increases in the chapters on
“Loans and receivables” and "Securities portfolio”,
these maintained the same level attained in 2010
with regard to the total of aggregate assets. The
1.15% increase in the chapter on “Positive consolida-
tion differences” is based on the acquisition of for-
eign companies within the framework of the inter-
nationalization process that the banking entities are
currently immersed in. On the other hand, the re-
duction in the “INAF" chapter can be explained by
the coming into force of Law 1/2011 on the creation
of a system to guarantee deposits for banking entities,
which obliges banking entities to create and main-

Evolution of
aggregate assets

2007-2011 12,999,234

[ Cash and banks
[ Loans
Securities portfolio
Fixed assets
Other assets

2007 2008

(Thousands of Euros) Source: Association of Andorran Banks

6.52% 2-3%

28.18%

52.11%

tain a restricted reserve in secure and liquid assets,
which fulfil a series of requirements, rather than by
deposits with the INAF, as was the case under the
previous Law for the requlation of guarantee reserves
and deposits.

The graph below shows the evolution of aggre-
gate assets over the last five years, a period which
has been characterised by sustained growth up
until 2008, in which the increase in aggregate as-
sets of Andorran banks stood at 22.03%. In 2009,
as a result of the transfer of customer deposits off
the balance sheet, aggregate assets decreased by
15.60%. However, in 2010 this downward trend was
more moderate with only a 1.83% drop recorded
in relation to 2009. A slight change of trend started
during 2011 with an increase of 7.31% compared to
2010. [graph 2]

Loans comprise a large part of the structure of total
aggregate assets, representing 52.11%. [graph 3]

15,862,628

14,102,898 | 1000000
13,387,424

13,142,190

12,000,000

8,000,000

4,000,000

2009 2010 2011
[graph 2]

2011
Cash and banks 1,503,618
Loans 7,348,717
Securities portfolio 3,974,124
Fixed assets 919,763
Other assets 356,676
(Thousands of Euros)

[graph 3]



Details of the items forming part of the captions
included in the above graphs are as follows:

=1 Cash and banks include deposits in OECD Sav-
ings and Central banks, the INAF and financial in-
termediaries, which include loans with Banks and
Credit Entities for four of the five banking groups
forming part of the Andorran banking sector.

=1 Loans include loans and credits, account over-
drafts and notes.

Aggregate liabilities

As can be observed from the graph below, the
evolution of aggregate liabilities during the last five
years has been characterised by sustained growth
in the balance sheets of Andorran banks until 2008.
Without doubt, the main source of this growth was
the rise in customer deposits, to the detriment of
financing in the wholesale banking market. This
situation reversed substantially in 2009, with cus-
tomer deposits decreasing as a consequence of the
transfer of customer deposits off the balance sheet.
In 2010 this trend reversal which began in 2009

has continued. However, despite the 93.63% rise

in financing in the wholesale banking market, this
caption only represents 4.79% of total aggregate
liabilities. A slight change of trend started during
2011 with an increase of 4.33% in customer deposits

Evolution of
aggregate liabilities
2007-2011

12,999,234

" Financial intermediaries
[ Customer deposits
Other liabilities
Results
Shareholders' equity

2007 2008

(Thousands of Euros) Source: Association of Andorran Banks

9.90%

Structure of
aggregate liabilities
2011 8,00%

" Financial intermediaries
[ Customer deposits
Other liabilities
Results
Shareholders'equity

Source: Association of Andorran Banks

=1 The most important items included under securi-
ties portfolio are bonds and other fixed interest
securities, investment funds and investments in
group companies.

=1 Fixed assets comprise tangible and intangible
assets and positive consolidation differences.

=1 Other assets include other assets and prepay-
ments and accrued receivables.

compared to 2010, as well as a 32.31% increase in

financing in the wholesale banking market, which
only accounts for 5.91% of all aggregate liabilities.
[graph 4]

The pie chart below illustrates that the Andorran
banks' aggregate liabilities at the 2011 close are
characterised by the relative importance of cus-
tomer deposits to the financing structure of Andor-
ran banks, representing 75.25% of aggregate liabili-
ties (77.40% in 2010). “Shareholders' equity” makes
up 9.90% and “Results” make up 0.94%, whilst the
remaining liabilities are formed mainly of “Other
liabilities” (8.00%) and “Financial intermediaries”
(5.91%). [graph 5]

15,862,628

— 16,000,000
13,387,424 13,142,190 14,102,898
12,000,000
8,000,000
4,000,000
2009 2010 2011
[graph 4]

5.91%

Financial intermediaries
Customer deposits
Other liabilities

Results

Shareholders’ equity

(Thousands of Euros)

75.25%

2011

833,449
10,612,121
1,128,905
132,391
1,396,032

[graph 5]
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Evolution of loans

ANDBANK
MORABANC GROUP
BPA

CREDIT ANDORRA GROUP
BANCSABADELL D'ANDORRA

TOTAL

(Thousands of Euros) Source: Association of Andorran Banks

Evolution of loans

2009-2011

2009
2010
201

Details of the items forming part of the captions
included in the above graphs are as follows:

=1 Shareholders’ equity includes share capital, re-
serves and minority interests (where applicable).

=1 Results comprise profit for the year less dividends
on account, prior years' profit (where applicable)
and minority interests (where applicable).

Loans

In 2009 loans experienced a decline in growth rate,
dropping from 8.46% in 2008 to 1.79% in 2009,
primarily because of the impact of the economic
slowdown and the greater prudence of entities

in extending loans. However, in 2010 and 2011, a
certain level of confidence in the financial markets
appears to have been restored with aggregate
growth standing at 3.45% and 4.14%, respectively.

The following data relates to gross loans, as it does
not include the “Provision for loan losses”. This data
is harmonised in accordance with international
standards and therefore does not include loan bal-
ances with Banks and Credit Entities, but exclusively
customer loans. [table 4]

The graph below shows the evolution of loans
during the last three years. During this period, it can
be observed that BPA is the banking entity which

= Other liabilities: include provisions, accruals and
debts represented by securities.

=1 Customer deposits are the largest liability cap-
tion.

=1 Financial intermediaries: include deposits from
the INAF, Banks and Credit Entities.

has shown most growth in absolute terms (Euros
179,890 thousand), followed by Andbank (Euros
74,302 thousand). In line with what has happened
in many other neighbouring countries, the entities
of the Andorran financial system have resumed
growth in customer loans. [graph 6]

The “"Loans” caption represents 52.11% of total ag-
gregate assets, comprising mainly loans and credits
to customers. Total collateralised loans represent
75.39%. As shown in the pie chart below, 17.068%
of these loans relate to security guarantees, 54.25%
to mortgage guarantees and 3.46% to monetary
guarantees. 96.22% of loans have a risk rating of
“Normal’, 0.82% are "Past-due”, respectively (95.88%
and 1.19% in 2010 and 97.00% and 0.79% in 2009)
and 2.96% are classed as “Doubtful” (293% in 2010
and 2.21% in 2009). [graph 7]

2010 % of total 2011 % of total Var. (%
1,637,528 22.95% 1,711,830 23.04%
1,072,055 15.02% 1,102,357
923,723 12.94% 1,103,61
3,109,695 43.58%
393,041 9
7,136,042 100.00% 7,431,342 100.00%

[table 4]
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ANDBANK MORABANC BPA CREDIT
GROUP ANDORRA
GROUP

(Thousands of Euros) Source: Association of Andorran Banks

BANCSABADELL
D'’ANDORRA

[graph 6]



The aggregate default ratio of the Andorran banks
was 2.96% on 315 December 2011 (doubtful re-
ceivables / loans and discounts to clients). This ratio
has experienced an upward trend in recent years in
line with the deterioration of the economic situa-
tion, although the default ratio of Andorran banks
has remained considerably lower than the ratios
recorded by the credit entities of neighbouring
countries.

The table below illustrates the default ratio by fi-
nancial entity for the past two years: [table 5]

Customer liabilities

The uncertainty generated by the international
financial crisis led to a significant amount of cus-
tomer funds managed off the balance sheet being
transferred to more secure products, such as de-
posits during 2008. However, the upward trend of
international capital markets in 2009 and 2010 has
generated a 5.88% fall in customer liabilities (cus-
tomer deposits managed by banking entities and
structured products issued by banks) in relation to

Evolution of customer liabilities

Loans guarantees
2011

17.68%

24.61%

[ Secured by securities
[ Secured by mortgages
' Secured by cash

Unsecured
(personal guarantees and others)

3.46%

54.25%

Source: Association of Andorran Banks

[graph 7]

Default ratio

ANDBANK

MORABANC GROUP
BPA
CREDIT ANDOR

AGGREGATE RATIO

2,96%

[table 5]

2009 as part of the customer funds has been trans-
ferred off the balance sheet. This trend changed
during 2011, with a slight increase in deposits of
4.33% compared to 2010, in customer funds man-
aged off-balance-sheet of 0.83% (despite the nega-
tive effect in the markets) as well as a 400% increase
in off-balance-sheet funds managed and guarded
by third parties, because of the effect of the acqui-
sition of foreign companies. [table 6]

2010 % of total
ANDBANK 2,517,884
MORABANC GROUP 1,867,
BPA
CREDIT ANDORRA GROUP

BANCSABADELL D’ANDORRA

10,579,015

100.00% 11,038,112 100.00%

[table 6]
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12 L BANEING The figure below shows the evolution of cus- ros in the period under consideration, followed by
tomer deposits over the last three financial years Credit Andorra and BPA, each with 76 million. This
and we can see that MoraBanc and BancSabadell slight general recovery in customer deposits is in
d’Andorra are the banking entities which have line with the increase experienced in the customer
fallen in absolute terms with 413 and 83 million funds managed off-balance-sheet due to the phase
Euros respectively. In contrast, Andbank increased of internationalization that most banking entities
its figure for customer deposits by 172 million Eu- are going through. [graph 8]

Evolution of 5,000,000
customer liabilities
2009-2011 4,000,000
— 3,000,000
—| 2,000,000
2009 I
2010 — 1,000,000
M 201 I l ;
ANDBANK  MORABANC CREDIT  BANCSABADELL
ANDORRA  D'ANDORRA
(Thousands of Euros) Source: Association of Andorran Banks GROUP [graph 8]

Loans to customer liabilities ratio

The following chart shows the evolution of the Aggregate ratio dropped by 0.13 percentage points,
loans to customer liabilities ratio for the different after increasing by 5.91 percentage points in 2010.
Andorran banking entities in 2010 and 2011: [table 7] The slight fall during 2011 is due to the fact that
customer deposits increased at a higher percent-
This ratio has been calculated after harmonising age than loans and receivables, the figures being
criteria with international standards to ensure the 3.34% and 4.14%.
comparability of balances.
In general, all the banking entities have seen their
loans to customer deposits ratio rise, with the
exception of Crédit Andorra, the ratio of which
has dropped by 3.18 percentage points in relation
to the previous year, due to customer deposits
increasing by a higher percentage than customer

Evolution in loans to customer liabilities ratio
2010 2011

ANDBANK 65.04%

MORABANC GROUP ’ o )
ch/i i 6597:; loans, with rises of 4.70% and 0.08%, respectively.
CREDIT ANDORRA GROUP [graph 9]
BANCSABADELL D'ANDORRA
AGGREGATE RATIO

Source: Associatio [table 7]

Evolution in loans to 90%
customer liabilities
ratio 2009-2011

80%

70%

60%
2009

2010
M 2017
Average 2009
Average 2010
= Average 2011

50%
40%
30%
20%

10%

L 0%
ANDBANK MORABANC BPA CREDIT ~ BANCSABADELL
GROUP ANDORRA D'’ANDORRA
GROUP
(% Investment/Deposits) Source: Association of Andorran Banks [graph 9]




Aggregate assets under management

The assets under management by the Andorran
banking entities including customers deposits

and customer intermediations (guarded and non-
guarded), saw growth of 12.97% during the 2011
financial year and 0.39% during 2010. The global
situation of international uncertainty has affected
market sentiment, leading to an increase in risk
aversion, and for this reason customer deposits
saw a positive evolution with an increase of 4.33%
compared to 2010. Furthermore, the negative
evolution of the financial markets during 2011 was
offset by the internationalization effect through the
acquisition of foreign financial entities, with these
being incorporated into their portfolio of clients.
Therefore, off-balance-sheet funds increased by
18.04% in 2011 and by 5.37% in 2010 (a 3,129 million
increase in 2011 versus an increase of 884 million in
2010).

[t should be taken into consideration that in addi-

sideration assets off the balance sheet and other
assets managed by management companies and
banking entities forming part of Andorra banking
groups for 2010 and 2011 are as follows: [table 8]

The following graph shows the evolution of assets
managed by the banking entities during the last
five years, and their distribution between customer
deposits, customer intermediation and other man-
aged assets. [graph 11]

As illustrated in the graph above, rising interest
rates led to the start of a trend in 2006 to transfer
off-the-balance sheet customer assets to the bal-
ance sheets.

3.88%

Assets under management

) by entity 2011
tion to customer assets under management on and 32.87% 50.46%
off the balance sheet by Andorran banks, other as- e o
sets are also managed by management companies
forming part of Andorran banking groups.
[ ANDBANK
The distribution of aggregate assets under man- || MORABANC GROUP
agement by banking entity, including deposits, cus- . BPA
tomer intermediation and other assets managed, at CREDIT ANDORRA GROUP 19.60%
315t December 2011, is as follows: [graph 10] BANCSABADELL DANDORRA
' 14.61%
Details of aggregate assets managed off the bal- o 0
) K Source: Association of Andorran Banks [graph 10]

ance sheet by Andorran banks, taking into con-

Evolution of off balance assets under management

2010 % of total 2011

ANDBANK 5,203,499 30.00%

MORABANC GROUP 4,595,796 26.49%

BPA 1,751,382 0

CREDIT ANDORRA GROUP 4,978,991

BANCSABADELL D'ANDORRA 818

TOTAL 17,347,864 100.00% 20,477,742 100.00%

(Thousands of Euros) So

Evolution of aggregate

assets under 28,938,026

[table 8]

35,000,000

31,089,863 |

27,414,138 27,519,719 30,000,000

management 25,367,888
2007-2011 25,000,000
20,000,000
15,000,000
[ Total customer
intermediation 10,000,000
| Total customer deposits
5,000,000
 Total other assets managed
0
2007 2008 2009 2010 2011
(Thousands of Euros) Source: Association of Andorran Banks [graph 11]
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During 2008 and despite the drop in interest rates,
particularly in the last quarter of the year, this trend
became more pronounced, primarily because the
uncertainty and volatility of the markets, which
have been significantly affected by the internation-
al financial crisis, have changed investors’ willing-
ness to assume risk.

Interest rates remained very low in 2009 and 2010
and the international financial markets have regis-
tered a clear upward trend, thus reversing the trend
begun in 2006 with growth in customer assets
managed off the balance sheet of 38.84% in 2009

Aggregate consolidated memorandum
accounts of Andorran banks

Details of the aggregate memorandum accounts
of Andorran banks for 2010 and 2011 are as follows:
[table 9]

Chapter "V. Information of interest” shows the con-
solidated memorandum accounts of each banking
group. Details of the aggregate memorandum
accounts of each entity for 2010 and 2011 are as
follows: [graph 12]

During 2011 aggregate memorandum accounts
have continued the upward trend initiated in 2010
with an increase of 2.97% (3.46% in 2009) and
amounting to a total of Euros 33,175 million. Not-
withstanding the negative effect due to falls in the

Aggregate memorandum 4.13%

accounts by entity 2011

26.44% 29.76%
[ ANDBANK
[ MORABANC GROUP
BPA
. A 14.99%
CREDIT ANDORRA GROUP 24.69%
BANCSABADELL DANDORRA

and 5.37% in 2010, to the detriment of customer
liabilities, which dropped by 18.94% in 2009 and
711% in 2010.

During 2011 a change in trend became noticeable
and this was marked by the high volatility of finan-
cial assets with an increase in risk aversion, resulting
in a 4.33% increase in customer liabilities compared
to 2010. The 18.04 increase in customer funds man-
aged off-balance-sheet compared to 2010 is direct-
ly related to the phase of international expansion
that the banking entities are immersed in.

markets, this upward trend can be explained by the
phase of international expansion that most of the
banking entities are currently undergoing.

The largest caption, “Securities deposited and oth-
ers held in custody”, representing 59.42% of total
aggregate memorandum accounts of Andorran
banks is up 0.35% on the previous year (2009 vs.
2010: +3.46%). The “Futures operations” caption

is also up, with a rise of 6.95%, thereby raising the
specific importance of these operations to 21.23%
of total aggregate memorandum accounts. This
increase is due to the moderate growth in futures
operations generated by the higher number of
future currency sales and acquisitions made as a
result of the currency risk to which the balance
sheets of both Andorran banks and their customers
were exposed, and also interest rate futures opera-
tions and, to a lesser extent, options on financial
instruments.

The customer loans have slightly risen, “Contingent
liabilities” and “Commitments and contingent risks”
have increased by 3.22% compared to 2010 and,
therefore, we can say that the off balance sheet
trend has been even more prudent and conserva-
tive than the policy for extending and renewing
asset operations.

Source: Association of Andorran Banks [graph 12]
Evolution of aggregate memorandum accounts
2010 % of total 2011 % of total Var. (%) 10
Contingent liabilities 488,853 1.52% 536,408 1.62%
Commitments and contingent risks 1,208,383 3.75% 1,215,494
Derivative financial instruments 6,585,369 2044% 7,042,756
Securities deposited and others held in custody 19,644,332 60.97% 9

Other memorandum accounts for
administrative control purposes only

TOTAL

(Thousands of Euros) Source: Association of Andorran Ban

4,290,735 13.329

32,217,672 100.00%

33,175,416 100.00%

[table 9]



The "Other memorandum accounts for administra-
tive control purposes only” caption, which includes
guarantees and commitments received and other
memorandum accounts, has increased by 8.78%
compared to the previous year (21.43% in 2010). At
315t December 2011 this caption represents 14.07%
of the total aggregate memorandum accounts of
Andorran banks, similar to the percentage for 2010
(13.32%), but with a slight upward trend in recent
years.

A breakdown of aggregate memorandum accounts
at 31t December 2011 is as follows: [graph 13]

Aggregate consolidated income
statements for Andorran banks

Details of the aggregate consolidated income state-
ments of Andorran banks for 2010 and 2011 are as
follows: [table 10]

Chapter "V. Information of interest” shows the
consolidated income statements of each banking
group for 2010 and 2011.

As a whole the Andorran banking entities have
generated profits of Euros 197 million in 2011, 1.98%
down on the previous year (2009 vs. 2010: -0.49%;
2008 vs. 2009: +2.20%). This slight drop in profits
for Andorran banks reported during 2011 has been
driven mainly by a significant increase in personnel
expenses and general expenses incurred on the
major international expansion undertaken by four

Interest and similar income
Interest and similar charges
Revenue from variable income securities

FINANCIAL MARGIN

Commissions
Profits on financial operations
Other profit on ordinary activities

GROSS MARGIN

Personnel expenses
General expenses

Depreciation and provisions, net of recoveries
Provisions for depreciation of assets, net o

OPERATING MARGIN

Provision
D

PROFIT ATTRIBUTABLE TO THE GROUP

Structure of aggregate
memorandum 14.07%
accounts 2011

[ Contingent liabilities

[ Commitments and
contingent risks

 Derivative financial instruments

Securities deposited
and others held in custody

Other memorandum accounts
for administrative control
purposes only

Source: Association of Andorran Banks

of the five entities and a 1.82% drop in the financial
margin given the adverse year in the financial mar-
kets. However, it is necessary to bear in mind that
the increase in net commissions for services in-
creased the result of the ordinary margin by 3.20%
compared to 2010.

Consequently, in a year which has been critical for
the international financial system, the Andorran
banks have obtained aggregate profits of about
Euros 200 million, maintaining good aggregate
capital adequacy and liquidity ratios, which have
stood at 20.96% and 66.58%, respectively, and are
much higher than those of many international fi-
nancial entities.

1.62% 3.66%

21.23%

59.42%

[graph 13]

2010 2011 Var. (%) 10-11
261,996 311,388 18.85%
(92,943) (145,503) 56.55%

290 382 31.72%
169,343 166,267
306,452 333,687
45,778 3744

2172
523,745

200,512 196,541

(1.98%)

[table 10]
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Financial margin

As can be seen from the table below, in 2011 the
aggregate financial margin of Andorran banking
entities amounted to Euros 166,267 thousand and
decreased by 1.82% in relation to 2010 (2009 vs.
2010: -7.88%; 2008 vs. 2009: +8.89%). For most enti-
ties the evolution of this margin has been nega-
tive owing to the increase in the interest paid on
customer deposits and at the same time, the fall in
interest and similar charges. [table 11]

The evolution of the aggregate financial margin
for the last five years, together with the financial
margin by banking entity for 2009, 2010 and 2011
financial years are shown in the graphs below:
[graphs 14 and 15]

[table 11]




Gross margin

The table below shows that the aggregate gross
margin has risen by 3.20% in 2011, with an increase
of Euros 16,762 thousand (2009 vs. 2010: +0.14%;
2008 vs. 2009: +7.55%). The drop in the results of fi-
nancial operations from 18.20%, falling from 45,778
thousand Euros in 2010 to 37,447 in 2011, was offset
by the increased rise of 8.89% (20.13% in 2010) in
net commissions generated by the offer of prod-
ucts and services during 2011. [table 12]

The aggregate gross margin for each banking en-
tity over the last five years, together with a graph
showing its evolution over the period 2009 to 2011
is as follows: [graphs 16 and 17]

Gross margin by banking entity

The graph below shows how income from commis-
sions remains the most significant element because
of its contribution to gross margin, and the desire

is for the growth in managed funds to continue

as one of the driving forces so that it can continue
contributing to improving the gross margin. On

the other hand, we can also see a fall in the contri-
bution that profits from financial operations have
made to gross margin over the last three years; in
2011 these accounted for 6.90% of the gross margin
(in 2009 they represented 15.5%). [graph 18]

2010
ANDBANK 141,684
MORABANC GROUP il
BPA
CREDIT ANDORRA GROUP

BANCSABADELL D’ANDORRA

Evolution of
aggregate gross
margin 2007-2011

523,745 540,507

2007 2008 2009 2010

(Thousands of Euros) Source: Association of Andorran Banks

Evolution of gross
margin 2009-2011

2009
2010
20
ANDBANK MORABANC
GROUP

(Thousands of Euros) Source: Association of Andorran Banks

— 180,000
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ANDORRA
GROUP
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[graph 17]
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[graph 16]
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Net operating margin

As shown in the table below, the net operating
margin is 9.38% down compared to 2010 (-7.54% in
2010), mainly because of the increase in personnel
and general expenses which are up 20.24% and
3.84%, respectively. [table 13]

The aggregate net operating margin for each bank-
ing entity over the last five years, together with a
graph showing its evolution over the period 2009
to 2011 is as follows: [graphs 19 and 20]




Net operating margin by banking entity

ANDBANK

MORABANC GROUP

BPA

CREDIT ANDORRA GROUP
BANCSABADELL D'ANDORR

214,516 194,397 (9.38%)

[table 13]

Transformation costs

During 2011, aggregate transformation costs of An-  Changes in transformation costs for the 2009, 2010
dorran banking entities, which comprise “Person- and 2011 financial years for each of the banking
nel expenses” and “General expenses” (including entities comprising the Andorran banking system
“Taxes”, with the exception of taxes related to taxa- are as follows: [graph 21]

tion on banking services rendered) have amounted
to Euros 239,842 thousand, up 14.41% on 2010. The The composition of the Andorran banks' trans-
evolution of the transformation costs in the Andor-  formation costs has changed in recent years, with

ran banks during 2011 denotes that, despite the personnel expenses increasingly gaining relative
current international crisis generated in the financial  importance compared to general expenses. Chang-
market, they have increased the number of em- es in the composition of transformation costs dur-
ployees, continued in their international expansion ing the last five years are shown in the following

plan and consolidated the domestic market, whilst graph: [graph 22]
pursuing a stringent policy of optimising costs.

Evolution in

— 80,000
transformation costs
70,000
2009-2011
60,000
50,000
40,000
30,000
. 2009 20,000
2010
10,000
[ 2011
0
ANDBANK MORABANC BPA CREDIT BANCSABADELL
GROUP Ag?ggs/\ D’ANDORRA
(Thousands of Euros) Source: Association of Andorran Banks [graph 21]
Changes in the 239842 o000
structure of aggregate 209,640
transformation costs 185,122 192430 200,000
2007-2011 167,628
150,000
100,000
| General expenses 50,000
|7 Personnel expenses
0
2007 2008 2009 2010 20m
(Thousands of Euros) Source: Association of Andorran Banks [graph 22]
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When analysing changes in transformation costs,
the efficiency ratio of the banking entities, which is
an indicator used to measure the part of the gross
margin absorbed by transformation costs of each
entity, should also be considered.

The aggregate efficiency ratio of Andorran banking
entities for 2011 stands at 44.37%, which is 4.34 per-

Efficiency ratio by banking entity

ANDBANK

MORABANC GROUP

BPA

CREDIT ANDORRA GROUP
BANCSABADELL D’ANDORRA

AGGREGATE RATIO

Source: Association of An

2010 2011
42.38% 43.08%
35.50% 40.299

54.15%

[table 14]

Evolution of efficiency ratios

of Andorran banking entities

2009-2011

2009
2010
M 2011
Average 2009
Average 2010
= Average 2011

Source: Association of Andorran Banks

centage points up on the ratio for 2010. The reason
for this increase is that transformation costs have
raised in greater proportion than the increase in the
gross margin. Despite this slight increase, efficiency
continues to be a key differentiating factor of the
management model of Andorran banks and if the
efficiency rate of Andorran banks is compared with
that of banking sectors in other European countries
it continues to be one of the lowest rates.

A graph and table showing the efficiency ratios of
each entity for 2010 and 2011 are presented below.
[table 14]

Changes in the efficiency ratios of Andorran bank-
ing entities over the 2009, 2010 and 2011 financial
years are as follows: [graph 23]

— 80%
—{ 70%
—{ 60%
—{ 50%
-
— — — = — 40%
30%
20%
10%
1 1 1 O%
ANDBANK MORABANC BPA CREDIT . BANCSABADELL
GROUP ANDORRA D'’ANDORRA
GROUP
[graph 23]

Profit

As a result of the 3.20% rise in gross margin and
the 14.41% increase in transformation costs after
amortisation, the aggregate net operating margin
stands at Euros 194,397 thousand, down 9.38%

on the same period of the previous year (2009 vs.
2010: -7.54%). This factor, together with a 30.21% fall
in provision expenses, has caused the aggregate
profit of Andorran banking entities to fall by 1.98%
compared to 2010, when the profit of the banks
also fell by 0.49% (2008 vs. 2009: +2.20% and 2007
vs. 2008: -44.28%). These profits, amounting to

Euros 197 million and in line with those of the previ-
ous year, have been positively valued, taking into
consideration the international economic scenario
and especially the performance of global financial
markets during 2011.

The graph below plots the changes in the aggre-
gate profit of Andorran banking entities from 2007
to 2011 and the table illustrates the profit for each
banking entity: [graph 24 and table 15]



Profit by banking entity

ANDBANK
MORABANC GROUP
BPA

200,512 196,541 (1.98%)

Evolution in 400,000
aggregate profit 353,841
2007-2011 — 350,000
— 300,000
197,171 —! 250,000
200,512
201,505 00,5 196,541
200,000
150,000
2007 2008 2009 2010 2011
(Thousands of Euros) Source: Association of Andorran Banks [graph 24]

Equity

Details of the equity of the Andorran banking
groups at 315t December 2011 are as follows:
[table 16]

Equity by banking entity (*)

ANDBANK
MORABANC GROUP
BPA
CREDIT

The evolution of the equity of the banking groups
in the Andorran financial system from 2009 to 2011
is as follows: [graph 25]

[table 16]

Evolution of equity

— 800,000
by banking entit
y 9 y 700,000
2009-2011
600,000
500,000
400,000
300,000
. ALY 200,000
2010
100,000
M 2011
0
ANDBANK MORABANC BPA CREDIT ~ BANCSABADELL
GROUP AEESS}F;A D'’ANDORRA
(Thousands of Euros) Source: Association of Andorran Banks [graph 25]
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On 29" February 1996 the General Council ap-
proved the Law regulating the capital adequacy
and liquidity criteria of financial institutions. This
Law was introduced to guarantee the solidity of
the structure of the Andorran financial system and
originated from a recommendation by the Basel
Committee on Banking Regulations and Supervi-
sory Practices.

In order for the Andorran financial system to gain

a positive reputation for being solvent at an in-
ternational level, minimum capital adequacy and
liquidity ratios of 10% and 40% respectively, were
introduced, which are more stringent than those
prevailing in the majority of countries already using
these ratios.

The table below shows the changes in the two
ratios for each banking entity during 2010 and 2011
which, as can be clearly observed, significantly
exceed the established minimums: [table 17]

The table above shows that the average capital
adequacy ratio of Andorran banks at 315t December
2011 stands at 20.96%, 0.62 percentage points lower
than in the previous year, which is still much higher
than that of leading international private, retail or
universal banking entities.

The aggregate liquidity ratio of Andorran banks at
the same date stands at 66.58%, 5.32 percentage
points lower than the figure for 2010. Despite the
fact that the lack of confidence in international
financial markets has restricted somewhat the
interbank liquidity market, Andorran banking enti-
ties have demonstrated their privileged position,
even managing to maintain their liquidity ratios at a
rather similar level to previous years.

These two ratios illustrate the conservative and
prudent management of Andorran banks.

Furthermore, on 2" February 2011, the General
Council of the Principality of Andorra passed Law
1/2011 creating a deposit guarantee system for
banking entities with the aim of guaranteeing the
return of deposited cash and securities funds to
the depositors. Under the aforementioned Law, in
order for the guarantee system to fulfil the obliga-
tions attributed to it therein, all banking entities
authorized to operate in Andorra must create and
maintain a restricted reserve to fulfil the guarantees
covered, and an amount equivalent to this reserve
must be invested in secure and liquid assets that
fulfil a series of requirements established by the
Law for this purpose.

Capital adequacy Liquidity
2010 2011 2010
ANDBANK 22.29% 22.56%
MORABANC GROUP 9.68¢
BPA
CREDIT ANDORRA GROUP
BANCSABADELL D'ANDORRA

AGGREGATE RATIO

Source: Association o

Average return on equity (ROE)

The average return on equity of Andorran banks
for the year ended 315t December 2011 was 13.09%
(calculating profit/average equity), down 1.15 per-
centage points on 2010.

Average return on equity (ROE)

ANDBANK

MORABANC GROUP

BPA

CREDIT ANDORRA GROUP
BANCSABADELL DANDOR

AGGREGATE RATIO

[table 18]

71.90%

66.58%

[table 17]

The following table and graph show the average

return on equity for each banking entity in 2010
and 2011. [table 18 and graph 26]



Average return on

— 25%
equity by banking
entity 2009-2011 | 0%
2009 I [ | o 15
2010
M 2011 10%
Average 2009
Average 2010 5%
“= Average 2011
0%
ANDBANK ~ MORABANC BPA CREDIT.  BANCSABADELL
GROUP ANDORRA D'’ANDORRA
GROUP
Source: Association of Andorran Banks [graph 26]

Return on average assets (ROA)

The return on average assets of Andorran banks for
the year ended 31°t December 2011 stands at 1.48%,
0.20 percentage points down on 2010, but higher
than in 2009, which stood at 1.34%.

The following table and graph show the return on
average assets (i.e. profit/average total assets) for
each banking entity in 2010 and 2011: [table 19 and
graph 27]

Average return on

It should be noted that both the return on average
assets (ROA) and return on average equity (ROE)
exceed those of the banking sectors of other Euro-
pean countries.

Average return on assets (ROA)

ANDBANK
MORABANC GROUP
BPA

1.48%

AGGREGATE RATIO

[table 19]

— 20%
assets by banking
entity 2009-2011 [
T 1
2009
2010 1.0%
M 2011
Average 2009 0.5%
Average 2010
“= Average 2011
0.0%
ANDBANK ~ MORABANC BPA CREDIT_ BANCSABADELL
GROUP AEESSEA D'ANDORRA
Source: Association of Andorran Banks [graph 27]
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ANDBANK

MORABANC GROUP

BPA

Ratings

Another indicator of the capital adequacy of the
banking entities is the rating system prepared by
specialised agencies such as Fitch Ratings, Moody's
or Standard & Poor’s.

The table below shows the ratings given to some
of Andorra’s banking entities in 2011. [table 20]

The latest sovereign rating update for the Princi-
pality of Andorra by Standard & Poor’s at February
2012 has been A for the long term and A-1 for the
short term with a negative outlook, maintaining
the rating of the previous evaluation carried out in
August 2010. These ratings reflect the impact of the
international economic and financial situation of
neighbouring countries on the growth of the An-
dorran economy in 2011 and the outlook for 2012.

Ratings

A negative outlook has been forecast mainly
because of the budget deficit recorded by the
Andorran Government and the downward trend

of tourism in the Principality, which, as previously
mentioned, is one of the country’s main sources of
income. Nevertheless, the Andorran Government

is making continuous efforts, through new legisla-
tive proposals such as the new law to open up the
economy, in order to improve the quality and diver-
sification of the tourist offer in the Principality, the
process of fiscal consolidation, the competitiveness
of the financial system and the country’s capacity
to adapt in order to face up to external weaknesses.

[table 20]
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V.1. Andorran banking groups

Andorra Banc Agricol Reig, SA

Ed. Centre de Negoci

C/ Manuel Cerqueda i Escaler, 6
AD700 Escaldes-Engordany
(Principality of Andorra)

Tel. +376 873333 - Fax +376 863905
www.andbank.com

Honorary Chairman:

Mr. Oscar Ribas Reig
Chairman:

Mr. Manel Cerqueda Donadeu

Vice Chairman:
Mr. Oriol Ribas Durd

Chief Executive Officer and Director:
Mr. Jordi Comas Planas

Deputy CEO:
Mr. Ricard Tubau Roca

Deputy CEO Corporate Services:
Mr. José Luis Mufoz Lasuén

Consolidated balance sheets of Andorra Banc Agricol Reig, SA (Andbank)
at 31st December 2010 and 2011

ASSETS

Cash and central banks OECD

INAF

Financial intermediaries

Loans

Securities portfolio
Gains on consolidation

Intangible assets
Tangible assets

Prepayment and accrued receivables

Other assets
TOTAL ASSETS
LIABILITIES

INAF
Due to banks and
Other finan

TOTAL LIABILITIES

2010 % of total 2011 % of total Var. (%) 10-11
13,890 0.43% 39,892 1.18% -
18,066 0.56% 210 0.01% (98.84%)

423,297 13.21% 411,816 12.23% (2.71%)
1,611,225 50.27% 1,684,136 50.01% 4.539
948,844 29.60% 940,059 2791%
14,500 0.45% 33,951 019
12,189 0.38% 13,053
116,838 3.65% 128
25,584
20,631

3,205,064 100.00%

3,205,064 100.00%

3,367,657 100.00%

3,367,657 100.00%

(1) Information of interest relates to posts occupied by individuals prior to 30th June 2012




Consolidated memorandum accounts of Andorra Banc Agrico
at 31st December 2010 and 2011

Contingent liabilities

TOTAL 10,472,310 100.00% 9,871,581 100.00%

Consolidated income statements of Andorra Banc Agricol Reig, SA (Andbank)
for the years ended 31st December 2010 and 2011

2010

61,743
(16,6

Interest and similar income
Interest and similar charges
Revenue from variable income securities

FINANCIAL MARGIN

Commissions
Profits on financial operations
Other profit on ordin

PROFIT ATTRIBUTABLE TO THE GROUP 40,778 54,246

V. INFORMATION
OF INTEREST 87



88 ¥ INPORMATION Mora Banc Group, SA Mora Banc, SAU

Av. Meritxell, 96 Av. Meritxell, 96

AD500 Andorra la Vella AD500 Andorra la Vella

(Principality of Andorra) (Principality of Andorra)

Tel. 4376 884488 - Fax +376 884499 Tel. +376 884488 - Fax +376 884499
www.morabanc.com www.morabanc.com

Honorary Chairman: Chairman:

Mr. Joan Mora Font Mr. Jordi Mora Magrifia

Chairman: Chief Executive Officer:

Mr. Francesc Mora Sagués Mr. Gilles Serra

Chief Executive Officer:
Mr. Gilles Serra

Consolidated balance sheets of Banc Internacional d’Andorra, SA, Banca Mora, SAU (MoraBanc Group)
at 31st December 2010 and 2011
ASSETS 2010 % of total 2011 % of total Var. (%) 10-11

Cash and central banks OECD 24,661 1.08% 23,692 1.00%
INAF 28,641 1.25% 210 0.01%
Financial intermediaries 160,413 7.03% 217485 )0
Loans 1,066,574 46.71% 1,096,393

Securities portfolio 866,144 3793% 889,6
Gains on consolidation 2,724 0.12%
Intangible assets 15,935 0.70%

Tangible assets 94,977
Prepayment and accrued receivables 18
Other assets
TOTAL ASSETS 2,283,437 100.00% 2,368,499 100.00%

LIABILITIES

TOTAL LIABILITIES 2,283,437 100.00% 2,368,499 100.00%

(1) Information of interest relates to posts occupied by individuals prior to 30th June 2012



Consolidated memorandum accounts of Banc Internacional d’Ando
at 31st December 2010 and 2011

Contingent liabilities

Commitments and contingen
Derivative financial i
Securities 0

TOTAL 8,499,774 100.00% 8,190,177 100.00%

Consolidated income statements of Banc Internacional d’Andorra, SA, Banca Mora, SAU (MoraBanc Group)

for the years ended 31st December 2010 and 2011

2010
Interest and similar income 42,281
Interest and similar charges (14,164)

Revenue from variable income securities
FINANCIAL MARGIN

Commissions
Profits on financial operations
Other profit on ordinary activiti

MARGIN ON

PROFIT ATTRIBUTABLE TO THE GROUP 50,629 46,687

V. INFORMATION
OF INTEREST 8 9



90y mromuamion Banca Privada d’Andorra, SA

Av. Carlemany, 119

AD700 Escaldes-Engordany
(Principality of Andorra)

Tel. +376 873500 - Fax +376 873519
www.bpa.ad

Chairman:
Mr. Ramon Cierco Noguer

Chairman:
Mr. Higini Cierco Noguer

Chief Executive Officer - General Manager:
Mr. Joan Pau Miquel Prats

Assistant General Manager:
Mr. Joan Cejudo Pefia

Assistant General Manager:
Mr. Santi de Rossellé Piera

Assistant General Manager:
Mr. Enrique Gracia Cerda

Consolidated balance sheets of Banca Privada d’Andorra, SA (BPA)

at 31st December 2010 and 2011

ASSETS 2010 % of total 2011 % of total Var. (%) 10-11
Cash and central banks OECD 15,494 0.87% 37,754 1.62% 143.67%

INAF 8,521 0.48% 210 0.01%
Financial intermediaries 170,851 9.55% 283,605 14%
Loans 909,501 50.86% 1,077964

Securities portfolio 547818 30.64%

Gains on consolidation 1,152 0.06%

Intangible assets 8,465 0.47%

Tangible assets 92,977
Prepayment and accrued receivables 15,426
Other assets
TOTAL ASSETS 1,788,206 100.00% 2,335,438 100.00%

LIABILITIES

TOTAL LIABILITIES 1,788,206 100.00% 2,335,438 100.00%

(1) Information of interest relates to posts occupied by individuals prior to 30th June 2012



Consolidated memorandum accounts of Banca Privada d’Ando
at 31st December 2010 and 2011

Contingent liabilities

TOTAL 3,303,485 100.00% 4,971,505 100.00% 50.49%

Consolidated income statements of Banca Privada d’Andorra, SA (BPA)
for the years ended 31st December 2010 and 2011

2010

38,732
(24

Interest and similar income
Interest and similar charges
Revenue from variable income securities

FINANCIAL MARGIN

Commissions
Profits on financial operations
Other profit on ordin

PROFIT ATTRIBUTABLE TO THE GROUP 25,154 18,528 (26.34%)

V. INFORMATION
OF INTEREST 9 1



92 y mrommarion Credit Andorra Group

Av. Meritxell, 80

AD500 Andorra la Vella
(Principality of Andorra)

Tel. +376 888000 - Fax +376 888021
www.creditandorra.ad

Chairman:
Mr. Antoni Pintat Santolaria

Vice Chairman:
Mr. Jaume Casal Mor

Chief Executive Officer and
Director - General Manager:
Mr. Josep Peralba Durd

Business Deputy General Manager:
Mr. Xavier Cornella Castel

Consolidated balance sheets of Credit Andorra Group
at 31st December 2010 and 2011

ASSETS 2010 % of total 2011 % of total Var. (%) 10-11
Cash and central banks OECD 37,566 0.72% 33,602 0.62%

INAF 46,245 0.89% 210 0.00%
Financial intermediaries 415937 796% 395,847
Loans 3,084,616 59.04% 3,090,775
Securities portfolio 1,235,854 23.65% 1,426
Gains on consolidation -
Intangible assets 41,095
Tangible assets 278,752
Prepayment and accrued receivables 46,54
Other assets
TOTAL ASSETS 5,224,880 100.00% 5,418,095 100.00%

LIABILITIES

TOTAL LIABILITIES 5,224,880 100.00% 5,418,095 100.00%

(1) Information of interest relates to posts occupied by individuals prior to 30th June 2012



Consolidated memorandum accounts of Crédit Andorra Gro
at 31st December 2010 and 2011

Contingent liabilities
Commitments and conting

TOTAL 8,674,201 100.00% 8,772,582 100.00%

Consolidated income statements of Credit Andorra Group
for the years ended 31st December 2010 and 2011

2010

104,518
(33

Interest and similar income
Interest and similar charges
Revenue from variable income securities

FINANCIAL MARGIN

Commissions
Profits on financial operations
Other profit on ordin

PROFIT ATTRIBUTABLE TO THE GROUP 77,816 70,628

V. INFORMATION
OF INTEREST 9 3



94y mromvuamion BancSabadell d’Andorra, SA

Av. del Fener, 7

AD500 Andorra la Vella
(Principality of Andorra)

Tel. +376 735600 - Fax +376 735601
www.bsa.ad

Chairman:

Mr. Robert Cassany Vila

Chief Executive Officer - General Manager:
Mr. Miquel Alabern Comas

Deputy General Manager:
Mr. Josep Segura Sola

Consolidated balance sheets of BancSabadell d’Andorra, SA
at 31st December 2010 and 2011
ASSETS 2010 % of total 2011 % of total Var. (%) 10-11

Cash and central banks OECD 5292 0.83% 5,295 0.86%
INAF 6,220 0.97% 210

Financial intermediaries 63,243 9.87%
Loans 390,296 60.93%
Securities portfolio 141,389 22.07%

Gains on consolidation =
Intangible assets

Tangible assets

Prepayment and accrued receivables

Other assets
TOTAL ASSETS 640,603 100.00% 613,209 100.00% (4.28%)

3,234
19,060

TOTAL LIABILITIES 640,603 100.00% 613,209 100.00%

(1) Information of interest relates to posts occupied by individuals prior to 30th June 2012



Consolidated memorandum accounts of BancSabadell d’Andc
at 31st December 2010 and 2011

Contingent liabilities
Commitments and conting

TOTAL 1,267,902 100.00% 1,369,571 100.00%

Consolidated income statements of BancSabadell d’Andorra, SA
for the years ended 31st December 2010 and 2011

2010

Interest and similar income 14,722
Interest and similar charges 4
Revenue from variable income securities

FINANCIAL MARGIN

Commissions
Profits on financial operations
Other profit on ordin

PROFIT ATTRIBUTABLE TO THE GROUP

V. INFORMATION
OF INTEREST 9 5
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OF INTEREST

Other information of interest

Government of Andorra Andorran National Institute of Finance
(Institut Nacional Andorra de Finances

Ed. Administratiu de Govern (INAF))

C/ Prat de la Creu, 62-64

AD500 Andorra la Vella C/ Bonaventura Armengol, 10

(Principality of Andorra) Ed. Montclar, bloc 2, 4a planta

Tel. +376 875700 AD500 Andorra la Vella

www.govern.ad (Principality of Andorra)
Tel. +376 808898 - Fax +376 865977
www.inaf.ad

The Andorran Government is formed as follows:

Chairman:
Head of Government: Mr. Ralil Gonzéalez Ferndndez

The Hon. Mr. Antoni Martf Petit General Manager:

Minister of Finance and Public Function: Ms. Maria Cosan Canut

The Hon. Mr. Jordi Cinca Mateos

Minister of Economy and Territory: o ¢

The Hon. Mr. Jordi Alcobé Font Association of Andorran Banks

(Associacio de Bancs Andorrans (ABA))
Minister of Foreign Affairs:

The Hon. Mr. Gilbert Saboya Sunyé C/ Ciutat de Consuegra, 16
Minister of Justice and Home Affairs: Ed.I'llla, esc. A, 2n pis
The Hon. Mr. Marc Vila Amigd AD500 Andorra la Vella

(Principality of Andorra)

Minister of Health and Welfare:
Tel. 4376 807110 - Fax +376 866847

The Hon. Ms. Cristina Rodriguez Galan

www.aba.ad
Minister of Education and Youth:
The Hon. Ms. Roser Suié Pascuet )
Chairman:
Minister of Tourism and Environment: Mr. Joan Pau Miquel Prats

The Hon. Mr. Francesc Camp Torres ) )
Vice Chairman:

Minister of Culture: Mr. Fernando Lopez Cereijo

The Hon. Mr. Albert Esteve Garcia
General Manager:

Secretary General: Mr. Antoni Armengol Aleix

Mr. Jordi Casadevall Touseil
Deputy Manager:

Head of the Government Cabinet: Ms. Esther Puigcercés Font
Mr. Esteve Vidal Ferrer

Andorran Financial Intelligence Unit
(Unitat d’Intel-ligéncia Financera
d’Andorra (UIF))

C/ Dr. Vilanova, 15-17 (planta -4)
AD500 Andorra la Vella
(Principality of Andorra)

Tel. +376 806730 - Fax: +376 828842

Director:
Mr. Carles Finana Pifarré

(1) Information of interest relates to posts occupied by individuals prior to 30th June 2012



Corruption Prevention Unit
(Unitat de Prevencio i Lluita contra la
Corrupcio)

Ed. Administratiu de Govern

C/ Prat de la Creu, 62-64

AD500 Andorra la Vella

(Principality of Andorra)

Tel. + 376 875606 - Fax: + 376 875695
www.uprevencio.ad

Head of Unit:
Ms. Claudia Cornella Durany

Andorran Development and Investment
(Andorra Desenvolupament i Inversié
(ADI))

C/ Cami de la Grau

Ed. Prat del Rull, 2n pis, Despatx 212
AD500 Andorra la Vella

(Principality of Andorra)

Tel. + 376 812020 - Fax: +376 812021
www.adi.ad

Director:
Mr. Carles Aleix Martinez

Andorran Chamber of Commerce,
Industry and Services

(Cambra de Comerc, Industria i Serveis
d’Andorra (CCIS))

C/ Prat de la Creu, 8, Despatx 204-207
AD500 Andorra la Vella

(Principality of Andorra)

Tel. +376 809292 - Fax +376 809293
www.ccis.ad

Chairman:
Mr. Marc Pantebre Palmitjavila

Director:
Ms. Pilar Escaler Penella

Andorran Business Confederation
(Confederacié Empresarial Andorrana
(CEA))

C/ Prat de la Creu, 59-65, esc. B, 2n pis
AD500 Andorra la Vella

(Principality of Andorra)

Tel. +376 800020 - Fax: +376 800024
www.cea.ad

Chairman:
Mr. Xavier Altimir Planes

Director:
Ms. Silvia Gabarre Iglesias

Andorran Institute of Economists
(Col-legi d’Economistes d’Andorra (COEA))

C/ Bonaventura Armengol, 15, 6e pis
AD500 Andorra la Vella

(Principality of Andorra)

Tel. 4376 868678 - Fax: +376 807817
www.coea.net

Dean:
Mr. Xavier Prats Martinez

Secretary:
Mr. Vladimir Fernandez Armengol

University of Andorra
(Universitat d’Andorra (UdA))

Placa de la Germandat, 7

AD600 Sant Julia de Loria
(Principality of Andorra)

Tel. 4376 743000 - Fax: +376 743043
www.uda.ad

Vice-Chancellor:
The Hon. Mr. Daniel Bastida Obiols

Andorran Data Protection Agency
(Agéncia Andorrana de Proteccio de Dades
(APDA))

C/ Dr. Vilanova, 15-17 (planta -5)
AD500 Andorra la Vella
(Principality of Andorra)

Tel. +376 808115 - Fax: +376 808118
www.apda.ad

Head:
Mr. Joan Crespo Piedra

V. INFORMATION
OF INTEREST Q7



98 ¥ INFORMATION Institute of Andorran Studies
(Institut d’Estudis Andorrans (IEA))

Av. Rocafort, 21-23 - Ed. Moli, 3r pis
AD600 Sant Julia de Loria
(Principality of Andorra)

Tel. +376 742630 - Fax: 4376 843585
www.iea.ad

Chairman:
The Hon. Ms. Roser Suié Pascuet

Director:
Mr. Jordi Guillamet Anton

Andorra Turisme

C/ Prat de la Creu, 59-65, esc. D, 4r pis
AD500 Andorra la Vella

(Principality of Andorra)

Tel. +376 891189 - Fax: +376 828123
www.andorra.ad

Chairman:
The Hon. Mr. Francesc Camp Torres

Director:
Mr. Betim Budzaku

(1) Information of interest relates to posts occupied by individuals prior to 30th June 2012
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