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Abbreviations and terms:

BD Brc¢ko Distrikt Bosne i Hercegovine / Bréko District of Bosnia and Herzegovina

BiH Bosnia and Herzegovina
Single internal system for assessment of banks that includes basic components: capital,

CAMELS asset quality, governance and management, profitability, liquidity and vulnerability to
market risks

CBBH Central Bank of Bosnia and Herzegovina

CEDB Council of Europe Development Bank

CRK Central Registry of Credits in BiH

DEG Deutsche Investitions - und Entwicklungsgesellschaft

EBA European Banking Authority

EBRD European Bank for Reconstruction and Development

ECB European Central Bank

EFSE European Fund for Southeast Europe

EIB European Investment Bank

EIR Effective Interest Rate

EU European Union

FBA Banking Agency of the Federation of Bosnia and Herzegovina

FBiH Federation of Bosnia and Herzegovina

FMF Federal Ministry of Finance

FSAP Financial Sector Assessment Program

FX risk Foreign Exchange Risk

LCR Liquidity Coverage Ratio

MCC Microcredit company

MCF Microcredit foundation

MCO Microcredit organisation

IMF International Monetary Fund

IAS International Accounting Standards

IFRS International Financial Reporting Standards

NIR Nominal interest rate

NPL Non-performing loans

OMBUDSMAN Banking System Ombudsman in the FBiH

GCR General credit risk

PLL Potential loan losses

LLP Loan loss provisions

RS Republika Srpska

WB World Bank

SREP Supervisory Review and Evaluation Process

BA BiH Banks Association of Bosnhia and Herzegovina

ALC BiH Association of Leasing Companies of BiH

uo Management Board of the Banking Agency of the FBiH
LoBA Law on the Banking Agency of the Federation of Bosnia and Herzegovina
BL Banking Law

LoF Law on Factoring

LoL Law on Leasing

LoMCO Law on Microcredit Organisations

LoPUFS Law on Protection of Users of Financial Services
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INTRODUCTION

Established in 1996 as an independent and autonomous institution, the FBA exercises its
competences in accordance to the provisions laid down by the LoBA, the international
standards, principles of supervision and professional rules. The work of the FBA is supervised
by the Parliament of the FBiH, to which it is responsible for its performances.

The Management Board performs general supervision on the FBA operations and undertake
measures for effective and rational performance of the activities from the FBA’s scope, in
accordance to its competences prescribed by the law.

In the context of regular performance of competences prescribed by the law, the FBA compiles
and disclose to the public the Information on the banking system entities, authorised by the
Management Board of the FBA. The Information is published on the web site of the FBA, on
quarterly basis, and its integral part is the analyse of the banking system entities in the FBiH.

In accordance with the aforementioned, the Information on the Banking System Entities of the
FBiH, with situation as of 30.09.2018, has complied on the basis of the reference sources, made
of reporting data which the banking system entities submit to the FBA in the prescribed formats
and deadlines, as well as other data and information submitted by the banking system entities
to the FBA.

Methodology for collection and processing of data presented, is based on reporting formats that
are prescribed by the FBA bylaws, and which the banking system entities are obliged to submit
to the FBA.

Considering that in the context of new banking regulation, a new supervisory reporting
framework for banks (COREP) has entered into force and that 2018 is the period of parallel
reporting according the previous regulatory framework and COREP reporting, and that the first
quarter of 2018 saw banks in the FBiH submitting to the FBA the first COREP reports, and that
in third quarter of 2018 the process of validation and analyses of new reporting formats was
continued, the presented business performance indicators of banks as of 30.09.2018 were
provided on the basis of analysis of reports compiled under the previous regulatory framework.

Data expressed in the Information as a percentage, are typically shown with one decimal place,
with the exception of data on NIR and EIR level with the banking system entities in the FBiH.

In terms of the content, the Information is divided into three parts. The first part includes a
detailed analysis of the banking sector of the FBiH in terms of its structure and financial
performance indicators, as well as recommendations. The second part relates to a detailed
analysis of the sector of non-deposit financial institutions, within which the microcredit sector,
the leasing sector and factoring operations in the FBiH are processed as separate segments, with
corresponding recommendations. In the part of the Information which concerns the supervision
of the leasing companies operations in the FBiH, the terms used are the leasing system and the
leasing sector, where the leasing system implies to aggregated information about leasing sector
(the information on leasing companies in the FBiH with the operating licence issued by the
FBA for performance of the leasing operations) and data presented in the reports of banks in
the FBiH, which have claims on the basis of the financial leasing within their portfolio.
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In the part of the Information which relates to supervision of the factoring sector, a data
presented relates to the banks which perform factoring operations and to the factoring company,
which activities in the third quarter of 2018, were directed to creation of the preconditions for
the start of operations. The third part of Information relates to the segment of protection of
rights and interests of the natural paersons — users of the financial services in the banking system
entities in the FBiH, with correspponding recommnedations.

In the field of operations and supervision of the banking sector in the FBiH in 2018, following
the period of adjustment with the BL, new regulations adopted in 2017 have entered into force,
so that banks started applying new regulatory requirements and reporting to the FBA in
accordance with the new standardised reporting framework. This was followed by intensive
FBA activities in terms of interpreting the application of regulatory requirements prescribed by
FBA’s regulations (decisions, instructions, guidelines). In connection with these extensive and
complex processes, the FBA continued activities on strengthening of institutional capacities,
with the aim of full implementation of the new regulatory framework, in particular in terms of
the SREP, recovery and resolution planning, as well as the establishment of a framework for
supervisory stress testing. A particularly important segment relates to the continuation of the
FBA regulatory activities referred to the establishment of a framework for the IFRS 9
application and monitoring of its implementation in the banks, which is in relation to regulatory
requirements for bank assets classification.

Within the competences prescribed for the supervision of non-deposit financial institutions in
the FBIiH, it is continued with improvement of the existing regulatory framework for operations
and supervision of MCO's in the FBiH in the segments related to the FBA supervision and
actions, conditions and procedures of issuance and revoking the licence to MCO, as well as
conditions and standards of operations and limitations in MCO operations. In relation to lesing
companies supervision, the activties will be continued on drafting, i.e. amanding of the
regaultions and the exiting legaultions for the purpose of its adjustemnet and improvement of
the business enviroment for this sector businessing. For factoring segment it is expected that
use of factoring services in the follwoing period will be in a function of resolving liquidity
problems of the real economy, thus will contribute to accelartion of the cash flows to a greater
extend than heretofore.

In the segment of protection of users of financial services, the Ombudsman will continue with
a provision of recommendations and guidelines to the banking system entities in the FBiH, in
order to improve and advance operations of those entities in their relations with the users of
the financial services.
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SUMMARY

Key Business Performance Indicators of the Banking Sector in the FBiH

As of 30.09.2018, a 15 commercial banks operated in the FBiH, with 541 organisational units
in which 6 736 persons were employed.

Total net assets at the level of the banking sector amount to BAM 21.6 billion as of 30.09.2018
and are up by BAM 1.4 billion or 7% compared to 31.12.2017.

Loans, with a share of 65,1% in the structure of total assets, recorded an increase in the amount
of BAM 866 million or 7% compared to the end of the previous year, thus amounting BAM 14
billion as of 30.09.2018. In the third gaurter of 2018, within a sectoral lending, there was a
decrease in the share of lending to private companies, government institutions and non-banking
institutions. Compared to the end of 2017, increase of share is evident in lending to the bank
institutions, public companies and retail segment, while ledinging in other sectors remains at
the same level compared to the ned of 2017.

Loans granted to private companies recorded an increase in the amount of BAM 441 million or
a 6% , thus reaching the amount of BAM 7.3 billion as of 30.09.2018 and holding a 51.7%
share in total loans. In the same period, retail loans recorded an increase in the amount of BAM
425 million or a 7% growth rate, with a share of 48.3% in total loans, amounting to BAM 6.8
billion as of 30.09.2018.

The share of NPLs decreased from 9.7% to 9.2% mainly as a result of credit growth and
activities conducted on collection. The share of non-performing corporate loans in relation to
total corporate loans amounts to 11.2%, and the share of non-performing retail loans in relation
to total retail loans is 6.9%.

Cash funds amount to BAM 6.6 billion or 30.7 of the total assets and are up by BAM 0.8 billion
or 14% compared to the end of 2017.

Investments in securities amount to BAM 1.2. billion in the third quarter of 2018, with a 5.7%
share in assets.

Deposits reached the amount of BAM 17 billion, having recorded an increase in the amount of
BAM 1.2 billion or 8% and they remain the most significant source of funding, with a 78.9%
share in total liabilities. Savings deposits, as the most significant and largest segment of the
deposit and financial potential of banks, increased by BAM 371 million or 4%, amounting to
BAM 8.6 billion.

Loan funds amount to BAM 856 million and hold a 4% share in the total liabilities, being up
by 2% compared to the end of 2017

As of 30.09.2018, total capital amounts to BAM 3 billion, with share capital accounting for
BAM 1.3 billion thereof. The share of total capital in sources at the level of the banking sector
amounts to 14%. Regulatory capital amounts to BAM 2.6 billion and it is increased by BAM
111 million or 4% compared to the end of 2017, without change in the structure. Core capital
is increased by BAM 97 million or 4%, while additional capital is up by BAM 14 million or
4%.
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The capital adequacy ratio of the banking sector in the FBiH, as one of the most important
indicators of the strength and adequacy of banks' capital, amounted to 15.2% as of 30.09.2018,
slightly down by 0.3 percentage points compared to the end of the previous year, that is result
of risk-weighted assets growth and first application of the IFRS 9. The capital adequacy ratio
is up for 26.7% in relation to the legal minimum and represents satisfactory capitalisation of
the overall sector.

The financial leverage ratio amounts to 9.2% (prescribed minimum 6%) at the level of the
banking sector as of 30.09.2018 and it has a slight downward trend compared to the end of the
previous year (9.6%).

The liquidity of the banking sector is assessed to be satisfactory, given the share of liquid assets
in the total assets and the maturity adjustment of financial assets and financial liabilities.

As of 30.09.2018, a positive financial result — profit in the amount of BAM 246.7 million was
recorded at the level of the banking sector, which is up by BAM 15.1 million or 6.5% compared
to the same period of the previous year.

Key Business Performance Indicators of the Microcredit Sector in the FBiH

As of 30.09.2018, a 12 MCOs operated in the FBiH, 11 of which are MCFs and one of which
is an MCC. There are 1 482 persons employed in the microcredit sector, that is 83 employees
or 5.9% more, compared to 31.12.2017.

Total assets of the microcredit sector amounted to BAM 568.3 million, BAM 431.8 million or
76% of which relate to MCFs and BAM 136.6 million or 24% relate to the MCC. Compared to
the balance as of 31.12.2017, total assets are up by BAM 41.4 million or 7.9%.

A net total microloans amount to BAM 442.4 million and account for 77.8% total assets of
microcredit sector in the FBiH and are up by BAM 34.5 million or 8.5% compared to the end
of the previous year.

Loan commitments amount to BAM 273.2 million, holding a 48.1% share in total liabilities,
and they are up by BAM 27.2 million or 11.1% compared to 31.12.2017.

Total capital amounts to BAM 271.4 million or 47.7% of total liabilities and it is up by BAM
16.3 million or 6.4% compared to the end of the previous year. MCF capital amounted to BAM
233.4 million or 86%, while the capital of MCC amounted to BAM 38 million or 14% of the
total capital of microcredit sector.

At the level of the microcredit sector, a positive financial result in the amount of BAM 16.2
million was recorded, which is up by BAM 1.2 million or 8.1% compared to the same period
of the previous year.

On the basis of Business Performance Indicators of Microcredit Sctor, that are based on the
analyses of reports submitted by MCO as of 30.09.2018 and in comparison with data on
31.12.2017, it might be concluded that MCO operations in the FBiH tend to be characterised as
through a growth of total assets,number of employees, placements, total capital, positive
financial result, along with an unchnaged placement quality for the period observed.
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Key Business Performance Indicators of the Leasing Sector in the FBiH

As of 30.09.2018, the leasing system in the FBiH comprises of seven leasing companies which
have the FBA licence and performe leasing operations at the company’s territory of residence,
with three branches in the FBiH and three branches in RS (the leasing sector), plus one bank
which has recevaibels as financial leasing within its portfolio. During the first nine months of
2018, at the level of leasing system in the FBiH is evident increase in the scope of operations
compared to the same period of the previous business year, in the number and value of newly
concluded arrangements. The leasing system in the FBiH is stable, with constinued trend of
further development. There are 117 persons employed in the leasing sector in the FBiH, as of
30.09.2018.

Total assets of the leasing sector as of 30.09.2018 amounted to BAM 282.7 million, up by BAM
22.5 million or 8.6% compared to 31.12.2017, and within the same period net receivables for
financial leasing, as the most important item in the structure of the total assets amounted to
BAM 206.2 million or 73% of the total assets, thus compared to 31.12.2017 presents an increase
of 17.2%. In the same period, reserves for losses on financial leasing decreased by 38.3%, same
as past due receivables which are down by 30.7%.

In the structure of the total liabilities of the leasing sector in the FBiH, the biggest item are
liabilities from loans, amounting to 82.4% of the total funding sources, and compared to
31.12.2017 it has increased by 11.3%. As of 30.09.2018, the total capital od leasing sector in
the FBiH amounted to BAM 39.6 million, that is 14% of the total liabilities of the leasing sector,
and compared to 31.12.2017 it is decreased by 3%, where is one newly eastblished leasing
company, which started its operations in the third quarter, presented a negative total capital due
to the presented losses in the amount that is higher than its total capital.

The value of newly-concluded financial and operational leasing arrangements recorded at the
level of the leasing system in the FBiH, over the first three quarters of 2018, amounted to BAM
140.2 million which relates to the total of 3 207 newly concluded arrangements, where their
value is up by 21.8% compared to the same period of the previous business year, and the number
of newly concluded arrangements is increased by 510 arrangements or 18.9% during the same
period.

In the period observed, the trend of decreasing interets rates for financial leasing arrangements
was continued.

In the period 01.01.-30.09.2018, at the level of leasing sector in the FBiH the profit presented
is in the amount of BAM 3.3 million, which is by 8.6% up compared to the same period of the
previous businees year. The total income at the level of the leasing sector are sligktly up by
2.6%, where in their structure there is presented drop of the interest income by 16.3% and
growth of the operating income by 16.5%, that is primarly affect of the income growth from
collected written-off receievables by 85.6% and fees for operating leasing by 19.7%. The total
expenses at the level of leasing sector in the FBiH during the period obsrevd, are decreased by
10.2%, where in their structure interets expenses are decreased by 6.4% and operating expenses
by 2.1%. In regard to the expenses structure, it is evident increase of expenses on the baisis of
salaries and contrinutions for employees and business premises, while other expense categries
recoreded a drop (interets expenses for borrowed funds and other expenses which are included
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in the operating expenses) or remain at the same level as in the same period of the previous
business year (other interest expenses).

Key Indicators of Factoring Operations in the FBiH

In the third quarter of 2018, the factoring operations in the FBiH were performed mainly by the
banks, while the first registered factoring company in the FBiH, with licence issued by the FBA,
did not have concluded factoring arrangements. Compared to the previous quarter, in the third
quarter of 2018, and for the purpose of adjustment with the legally prescribed amount of the
core capital, the company’s shareholders adopted decision on increase of capital, which was
below the required minimum as of 30.09.2018 due to the losses. The process of registration of
increase in core capital is finalised in October 2018.

The total nominal value of purchased claims which is presented in banks amounts to BAM 92
million as of 30.09.2018 and it is fully related to domestic factoring, wherein the share of
factoring without right of recourse account for 54.1%, and with right of recourse 45.9%.
Compared with the same period of the previous year it is significantly decreased the volume of
purchased claims, that is also followed by the change in the structure of the purchased claims,
since that share of factoring without right to recourse is significantly increased, and decreased
factoring with right of recourse. There is evident change in the maturity structure of purchase
monetary claims by maturity. According to the sectoral structure of purchased claims, the share
of public companies in the total value of purchased claims is 51.3% private companies and
societies 46.5%, and remaining share relates to the non-profit organisations and government
institutions.

The total income of the factoring service providers in the FBiH for the first nine months of 2018
amounts to BAM 1.2 million, out of it interest income account for 53.9%, and fees income
45.9%, while remaining share is related to the income from administrative fees. Compared to
the same period of the previous year, the total income decreased by 29.4%, that is primarily
result of decrease in volume of purchased claims in the period observed, and there are also
changes in the structure of recorded income.
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1. BANKING SECTOR

1.1. THE STRUCTURE OF A BANKING SECTOR IN THE FBiH

1.1.1. Status, Number and Branching

As of 30.09.2018, there were 15 commercial banks with a banking licence in the FBiH. The
number of banks is the same as of 31.12.2017. A special law regulates the establishment and
operations of the Development Bank of the Federation of BiH Sarajevo, which has the legal
successor of the Investment Bank of the Federation of BiH d.d. Sarajevo since 01.07.2008

The Annex 1. provides an overview of the main banks data in the FBiH as of 30.09.2018.

Within the third quarter of 2018, there was no significant branching of the bank organisational
units. Banks have reorganised their networks of organisational units by changing the
organisational form, membership or address of their existing organisational units, bit also
closing of some organisational units and all that with the aim of rationalising and reducing
operating costs

With the aforementioned changes, banks from the FBiH (throughout the entire territory of BiH)
had a total of 541 organisational units (this figure does not include six organisational units of
the Development Bank of the FBiH)) as of 30.09.2018, which is at the same level as of
31.12.2017. There are 483 bank organisational units at the territory of the FBiH. Seven banks
from the FBiH have 49 organisational units in RS, and eight banks have in total nine
organisational units in BD.

The number of organisational units of RS banks in the FBiH is 23 that is slightly up compared
to the end of 2017 (22).

As of 30.09.2018, all banks had licences to effect interbank transactions within the domestic
payment system, and also all 15 commercial banks in the FBiH had secured deposits.

1.1.2. Ownership Structure and Market Share

The ownership structure of banks ! in the FBiH as of 30.09.2018, assessed on the basis of
available information and self-reviews conducted in the banks, is the following:

e Private or mostly private ownership - 14 banks,

e State or mostly state ownership 2 - one bank.

Od 14 banaka u pretezno privatnom vlasniStvu, Cetiri banke su u ve¢inskom vlasniStvu domacih
pravnih i fizickih osoba (rezidenata), dok je deset banaka u ve¢inskom stranom vlasnistvu.

1 The criterion for bank classification is ownership of share capital in banks.
2 State ownership refers to state-owned capital of the FBiH.
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If we analyse the structure of forign capital by country, as of 30.09.2018, there is change
compared to the end of 2017, mainly due to the increased share of shareholders from Turkey

(increase by 4.6 percentage points), due to the significant recapitalisation.

The structure of foreign capital by country is presented in the graph below:

Graph 1: Structure of Foreign Capital by Country
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If capital relations taken into account, the structure of foreign capital can also be observed using
the criterion of the home country of the parent bank or banking group having majority
ownership (direct or indirect via group members) of banks in the FBiH. According to this
criterion, there is a change in the structure of foreign capital by country - seat of the group, as
of 30.09.2018 compared to the end of 2017. The changes mainly relate to increase of relative
share with the banking groups and banks from Turkey.

The structure of foreign capital by country — seat of the group is presented in the graph below:
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The ownership structure may also be observed from the aspect of the amount of total capital,
as shown in the following table:

-in 000 BAM-
Table 1: Ownership Structure by Total Capital
Banks 31.12.2016. 31.12.2017. 30.09.2018. Index
1 2 3 4 5 (3/2) 6 (4/3)
State-owned banks 52.499 2% 53.507 2% 53.462 2% 102 100
Private banks 2.655.621 98%  2.811.542 98%  2.961.500 98% 106 105
Total 2.708.120 100%  2.865.049  100%  3.014.962 100% 106 105

3 In addition to home countries of parent banking groups whose members are banks from the FBiH, the graph also outlines

countries of all other foreign shareholders of banks in the FBiH .
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Over the third quarter of 2018, the total capital at the level of banking sector is increased and
amounted to BAM 3 billion or increase of 5% compared to the end of 2017. Increase of the
total capital by BAM 150 million is the net effect of increase on the basis of present financial
result in the amount of BAM 247 million and recapitalization with two banks in the amount of
BAM 64 million, but also due to decrease on the basis of first IFRS 9 application - Financial
Instruments* in the amount of BAM 97 million and its transfer to payment of dividents from
profit for 2017, in the amount of BAM 57 million with one bank, and the amount of BAM 7
million on the basis of reduction of the value of securities, clasiffied at fair value through other
comprehensive income.

If observed from the perspective of state-owned, private and foreign capital share in the share
capital of banks, the result is a more detailed analytical overview of the capital ownership
structure of banks in the FBiH, which is shown in the table below:

-in 000 BAM-
Table 2: Ownership Structure by Share of State-Owned, Private and Foreign Capital
Share Capital 31.12.2016. 31.12.2017. 30.09.2018. Index
Amount Share Amount Share Amount Share (412) (6/4)
1 2 3 4 5 6 7 8 9
State-owned Capital 31.647 2,6% 31.619 2,6% 31.619 2,5% 100 100
Private Capital (residents) 137.557 11,3% 142.109 11,6% 139.637 10,8% 103 98
Foreign Capital (non-residents) 1.046.673 86,1% 1.052.061 85,8% 1.118.443 86,7% 101 106
Total 1.215.877 100% 1.225.789 100% 1.289.699 100% 101 105

At the end of the third quarter of 2018, compared to the end of 2017 there was an increase of
share capital due to recapitalization of two banks in the amount of BAM 64 million.

As of 30.09.2018, the market share of banks in majority foreign ownership amounted to 90.5%,
the market share of banks with majority private capital to 6.2%, and the market share with
majority state-owned capital to 3.3%(one bank).

The table below provide an overview of the market shares of banks by ownership type (majority
capital):

-in %-
Table 3: Market Shares of Banks by Ownership Type (Majority of Capital)
31.12.2016. 31.12.2017. 30.09.2018.
Banks No.of  Sharein Sharein  No.of  Share in Sharein  No.of  Sharein Share in
banks total capital total assets banks total capital total assets banks total capital total assets

1 2 3 4 5 6 7 8 9 10
Eé?tl;? with majority state-owned 1 19 28 1 19 32 1 18 33
Bapks with r_najority private 4 6.6 6.4 4 6.4 6.3 4 57 6.2
capital of residents
Egﬂ';f with majority foreign 10 915 90,8 10 91,7 90,5 10 92,5 90,5
Total 15 100 100 15 100 100 15 100 100

1.1.3. Structure of Human Resources

As of 30.09.2018, at the level of the banking sector there were 6 736 employees, 2,9% of which
were employed in banks with majority state-owned capital and 97,1% of which were employed
in banks with majority private capital.

The Annex 2 shows data on employees in banks of the FBiH.

4 As of 01.01.2018, IFRS 9 has replaced IAS 39.
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The overview of employees and qualification structure of the employees at the level of the
banking sector in the FBiH are presented in the table 4 and table 5:

Table 4: Employees in Banks in the FBiH

Banks Number of employees Index
31.12.2016. 31.12.2017. 30.09.2018. (3/2) (4/3)
1 2 3 4 5 6
St;‘rﬁek'so""”e“ 192 2,9% 192 2,9% 19 29% 100 102
Private Banks 6.423 97,1% 6.463 97,1% 6.540 97,1% 101 101
Total 6.615 100% 6.655 100% 6.736 100% 101 101
Number of banks 15 15 15
Table 5: Qualification Structure of Bank Employees in the FBiH
. I Number of employees Index
Educational qualifications 31.12.2016. 31.12.2017. 30.09.2018. @) (6/4)
1 2 3 4 5 6 7 8 9
University degree 3.821 57,8% 3.970 59,7% 4.088 60,7% 104 103
ITwo-year post-secondary
kchool qualification 555 8,4% 525 7,9% 521 7,7% 95 99
Secondary School 2.226 33,7% 2149 32,3% 2.118 31,4% 97 99
Rualification
Other 13 0,2% 11 0,2% 9 0,1% 85 82
Total 6.615 100% 6.655 100% 6.736 100% 101 101

Slight increase in the number of employees in the banking sector in the FBiH was recorded over
the third quarter (81 more employees or 1% more compared to the end of 2017), while in
educational structure the largest share of 60.7% relates to the employees with the university
degree.

One of the indicators affecting the business performance assessment of individual banks and
the banking sector is the ratio of assets over the number of employees, i.e. assets per employee,
where a higher ratio is an indicator of better efficiency of both, the bank and the entire
operations of the sector.

The following tables provide an overview of assets per employee by group of banks, according
to the criterion of ownership and amount of assets:

-in 000 BAM-
Table 6: Assets per Employee
31.12.2016. 31.12.2017. 30.09.2018.
Assets Assets
Banks Assets per Assets  Assets per Assets per
No.of empl. (000 No.of empl. No.of empl. (000
BAM) Employee (000 BAM) Employee BAM) Employee
fvtfr‘]t:d 192 520387 2710 192 654373 3.408 196 721864 3.683
Private 6.423 17.861.647 2.781 6.463 19.555.478 3.026 6.540 20.848.608 3.188
Total 6.615 18.382.034 2.779 6.655 20.209.851 3.037 6.736 21.570.472 3.202
Table 7: Assets per Employee by Group of Banks
Assets 31.12.2016. 31.12.2017. 30.09.2018.
Number of banks
Up to BAM 1 billion 0 0 0
BAM 1-2 hillion 5 2 2
BAM 2-3 hillion 7 7 6
Over BAM 3 billion 2 6 7
Total 14 15 15

Analytical indicators for individual banks range from BAM 1.4 million to BAM 4.7 million of
assets per employee. There are three banks where this ratio is better than the banking sector average,
while this ratio exceeds the amount of BAM 3.2 million with two the largest banks in the sector.
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1.2. FINANCIAL PERFORMANCE INDICATORS

1.2.1. Balance Sheet

The presented financial performance indicators for banks in the FBiH and analysis of the
banking sector include indicators from active sub-balance of one bank with majority state-
owned capital®, that is in accordance with the provisions of the Law on Opening Balance Sheet
of Companies and Banks in the FBiH, where the banks with majority state-owned capital are
required to report to the FBA on the basis of the “total” balance sheet divided into: liabilities,
neutral items and active sub-balance.

In that regard, the data are presented in the Annex 3 of this Information — Balance sheet of
Banks in the FBiH According to the FBA Model (Active Sub-Balance).

At the end of third gaurter of 2018, the total assets of the banking sector amounted to BAM
21.6 billion, with slight changes in key balance categories, assets and liabilities.

The Annex 4 shows an overview of assets, loans, deposits and financial results of banks in
FBiH as of 30.09.2018.

The following table provides an overview of the balance sheet of the banking sector:

-000 BAM-

Table 8: Balance Sheet

Description 31.12.2016. 31.12.2017. 30.09.2018. Index

Amount Share% Amount Share% Amount  Share %
1 2 3 4 5 6 7 8=(4/2) 9=(6/4)

ACTIVE (ASSETS):
Cash funds 5.204.564 28,3 5.794.664 28,7 6.629.412 30,7 111 114
Securities 1.226.163 6,7 1.228.432 6,1 1.234.790 57 100 101
Placements to other banks 96.569 05 350.980 1,7 121.003 0,6 363 34
Loans 12.270.228 66,8 13.178.860 65,2 14.045.024 65,1 107 107
Value adjustment 1.193.721 6,5 1.166.804 58 1.230.468 57 98 105

Net loans (loans minus value adjust.) 11076507 60,3 12.012056 594 12.814556 594 108 107

Business premises and other fixed assets

530.977 2,9 529.941 2,6 516.183 2,4 100 97

Other assets 247.254 1,3 293.778 15 255.171 1,2 119 87

TOTAL ASSETS 18.382.034 100 20.209.851 100 21.571.115 100 110 107
PASSIVE(LIABILITIES):

Deposits 14.176.274 77,1 15.814.723 78,3 17.023.844 78,9 112 108

Borrowings from other banks 0 0 0 0 0 0 0 0

Loan commitments 848.001 4.6 835.667 4.1 855.841 4 99 102

Other liabilities 649.639 35 694.412 34 676.468 31 107 97

CAPITAL
Capital 2.708.120 14,7 2.865.049 14,2 3.014.962 14 106 105
TOTAL PASSIVE 18382034 100 20209851 100 21571115 100 110 107

(LIABILITIES AND CAPITAL)

5 Banks in majority state ownership post the ,,total “balance sheet, meaning liabilities and neutral items, which the state will
take over once the privatization process gets finalized. As of 30.09.2018, these items amounted to BAM 705 million in the case
of one bank with majority state-owned capital.
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The table below shows an overview of bank assets by ownership structure:

-000 BAM-
Table 9: Bank Assets by the ownership structure
31.12.2016. 31.12.2017. 30.09.2018.
Banks No.of Assets (000 No.of  Assets (000 No.of Assets (000 Index
banks BAM) Share% banks BAM) Share% banks BAM) Share%

1 2 3 4 5 6 7 8=(5/3) 9=(7/5)
gt\jivtﬁéd 1 520.387 2,8% 1 654.373 3,2% 1 721.864 3,3% 126 110
Private 14 17.861.647 97,2% 14 19.555.478 96,8% 14 20.849.251  96,7% 109 107
Total 15 18.382.034 100% 15 20.209.851 100% 15 21.571.115 100% 110 107

The concentration indicator used for the three key segments of banking operations: assets, loans
and deposits is the value of Herfindahl index®.

An overview of the aforementioned by period is provided in the graph below:

Graph 3: Herfindahlov Index of Concentration in Assets, Loans and Deposits
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In the third quarter of 2018, the Herfindahl index in all three relevant categories (assets, loans
and deposits) was increased, so that it amounted to 1 441 units for assets (+50), 1 390 units for
loans (+60), and 1 510 units for deposits (+58) as of 30.09.2018, thus indicating a moderate
concentration’.

The second concentration indicator for the banking sector is the ratio of market concentrations,
i.e. the concentration ratio 8 (hereinafter: CR), which shows the total share of the largest
institutions in the sector in selected relevant categories: assets, loans and deposits. Like the
Herfindahl index of concentration, the CR5 also increased slightly in the reporting period of
2018, amounting to 70.1% for market share, 70.1% for loans, and 71.7% for deposits as of
30.09.2018. Two largest banks in the sector account for approximately 47% of the market (asset
47.3%, loans 45% and deposits 48,9%).

6 This index is also called Hirschmann-Herfindahl index or HHI and is calculated according to this formula: jnj S HI 2 1) (
= = . It represents a sum of squares of percentage shares of specific elements (e.g. assets, deposits, loans) of all market

participants in the system. It should be noted that this index does not grow linearly and that the value of e.g. 3 000 does not

mean that the concentration in the system is 30%. Hypotethically, if there were just one bank in the entire system, the HHI

would be 10 000 at most.

"If the value of the HHI is below 1 000, this shows no presence of the concentration on the market, while an index value

between 1 000 and 1 800 shows moderate concentration, and a HHI value above 1 800 shows high concentration on the market

8 The concentration ratio (CR) rests on the number of institutions included in the calculation.
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An overview of the concentration ratio for the five largest banks is shown in the graph below:

Graph 4 Concentration ratio of the five largest banks - CR5: assets, loans and deposits
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The banking sector may also be analysed on the basis of the group affiliations criterium, set up
on the basis of asset size®. As of 30.09.2018, and compared to the end of 2017, there was a
change in the structure, i.e. in the share of banking groups in relation to the total asset sof the
banking system.

In terms of the asset size, three banks were identified in the sector with a share of 56.9%, thus
presenting a group | of banks with the asset over BAM 2 billion. Compared to the end of 2017,
the share is increased with the group I of banks (1) by 10.4 percentage points, due to shift of
one bank from group 1l to this group of banks. The share of group Il of banks is 18.3% and
compared to the end of 2017 it is decreased by 14.5 percentage points due to shift of one bank
from this group to the group I and one bank shift to group Il of banks.

The group 11 is consisted of five banks, with the total share of 18.7% and it is increased
compared to the end of 2017 (+ 6.5 percentage points), due to shift of one bank from goup IV
to this group pf banks and shift of one bank from group 11 to this group of banks. The share of
group IV (four banks, with assests between BAM 100 and 500 million) of 6.1% is decreased
(-1.9 percentage points), due to shift of one bank from this group to 111 group of banks (assets
up to BAM 100 million). As of 30.09.2018 no banks had assets below BAM 100 million.

The table below provides an overview of the amounts and shares of groups of banks in total
assets by period:

-000 BAM-

Table 10: Share of the Group of Banks in Total Assets by Period

Assets size 31.12.2016. 31.12.2017. 30.09.2018.
Amount  Share% No.of banks Amount  Share% No.of banks Amount  Share% No.of banks

- over 2.000 8.681.651 47,2 2 9.404.805 46,5 3 12.267.778 56,9 3
1 - 1000 to 2000 4,142,732 22,5 3 6.626.507 32,8 5 3.957.403 18,3 3
11 - 500 to 1000 4.015.627 21,8 5 2.465.564 12,2 3 4.038.333 18,7 5
V - 100 to 500 1.449.350 79 4 1.613.136 8 4 1.307.601 6,1 4
V - below 100 92.674 0,5 1 99.839 0,5 1 0 0 0
Total 18.382.034 100 15 20.209.851 100 16 21.571.115 100 15

In the third quarter of 2018, the total assets increased by BAM 1.4 billion or 7%, compared to
the end of 2017 and amounts to BAM 21.6 billion. Within the balance sheet of banks, there was
increase in cash funds, loans, deposits and the total capital, as well as moderate increase of
loan commitments, while decreasing trend is still evident in terms of placements to other banks.

% Banks are divided into five groups depneds on the asset size.
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Within the assets structure of the banks’ balance sheets, the share of loans represents the largest
assets item (59.4%), followed by the cash funds (30.7%), securities (5.7%), fixed assets (2.4%)
and other assets (placements to other banks and other assets) with a share of 1.2%.

The total gross loans amount to BAM 14 billion and have increase of 7% compared to the end
of 2017. Positive upward trend of 14% is recorded with cash funds as well, which amount to
BAM 6.6 billion as of 30.09.2018.

The following graph presents the structure of the key balance sheet items of bank assets

m31.12.2016. 31.12.2017. 30.09.2018.
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Within the liabilities structure of the banks’ balance sheets, deposits have the largest share
(78.9%), followed by capital (14%), loan commitments (4%), and other liabilities (3.1%).

Within the liabilities structure of the banks’ balance sheets, deposits still represent a dominant
source of funding for banks in the FBiH, and amounted to BAM 17 billion as of 30.09.2018
recording a growth of 8% compared to the end of 2017. The growth of total capital of 5% is
also evident amounting to BAM 3 billion, as of 30.09.2018, as well as growth of loan
commitments which amount to BAM 856 million. In terms of other liabilities there was a slight
decrease of 3% compared to the end of 2017, amounting to BAM 676 million as of 30.09.2018.

The graph below shows the structure of the key balance sheet items of bank liabilities:
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Cash funds at the level of the banking sector amount to BAM 6.6 billion and record the growth
of BAM 0.8 billion, compared to the end of 2017.

An overview of cash funds at the level of the banking sector is provided in the table below:

-in 000 BAM-
Table 11: Cash Funds of Banks
Cash Funds 31.12.2016. 31.12.2017. 30.09.2018. Index
Amount Share % Amount Share % Amount Share % (4/2) (6/4)
1 2 3 4 5 6 7 8 9
Cash 754.059 14,5 800.215 138 868.769 131 106 109
RR at CBBH 3.295.391 63,3 3.823.980 66 3.835.127 57,9 116 100
frccounts at deposit 9.101 02 41411 07 35378 05 455 85
nstitutions in BiH
;'\bcrf)‘;‘é”ts at depositinstitutions ; ;45 ggg 22 1127877 195 1890026 285 08 168
Cash fynds in the process of 127 0 1181 0 0 0 9
collection 112
Total 5.204.564 100 5.794.664 100 6.629.412 100 111 114

In the third quarter of 2018, banks’ cash funds in the CBBH reserves account were up by BAM
11 million or by 0.3% and amounted to BAM 3.8 billion or 57.8% of total cash funds, as of
30.09.2018.

Banks’ funds in accounts of deposit institutions abroad were up by BAM 762 million or 68 and
amounted to BAM 1.9 billion or 28.5% of total cash funds. Banks held cash funds in the amount
of BAM 869 million in vaults and treasuries as of 30.09.2018, which accounts for 13.1% of
total cash funds.

These changed prompted a change in the currency structure of cash funds, compared to the end
of 2017, since the share of local currency over the period observed has been decreased from
76.6% to 68%, while simultaneously a share of funds in foreign currency increased from 23.4
to 32%.

As of 30.09.2018, Securities portfolio amounted to BAM 1.2 billion, that is 0.5% up, compared
to the end of 2017, thus having share of 5.7% in assets.

- 000 BAM -
Table 12: Investments in Securities by Type of Instrument
INVESTMENTS IN 31.12.2016. 31.12.2017. 30.09.2018. Index
SECURITIES Amount  Share % Amount Share % Amount Share % 4/2)  (6/4)
1 2 3 4 5 6 7 8 9
Equity securities 1.637 0,1 1773 01 5977 0,5 108 337
Debt securities: 1224526 99,9 1.226.659 99,9 1.228.813 99,5 100 100
BiH securities of all levels of 824300 67,3 751163 612 666.242 54,2 01 89
government in BiH
C%ﬁxfrzgge”t securities (other 278386 22,7 400855 32,7 451265 36,7 44 113
Corporate bonds *° 121.840 9,9 74.641 6,1 111.306 9,1 61 149
Total 1.226.163 100 1228432 100 1.234.790 100 100 101

In terms of investments in debt securities, the most important item are securities of the entity
governments, particularly securities issued by the FBiH!! in the total amount of BAM 482
million, as well as securities issued by RS in the amount of BAM 177 million. It is evident trend
of decreased investment into debt securities issued by the FBiH (treasury bills and bonds) and
increased investemnt into securities issued by RS.

10 The largest share of almost 97% refers to bonds of banks from EU.
1L All types of securities issued by the FBiH.
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- 000 BAM -
Table 13: : Securities of the Entity Governments of BiH
INVESTMENTS IN SECURITIES 31.12.2016. 31.12.2017. 30.09.2018. Index
Amount Share % Amount  Share% Amount  Share % (4/2) (6/4)
1 2 3 4 5 6 7 8 9
Debt securities issued by the FBiH: 676.832 82,1 587.687 789  481.559 73,2 87 82
- Treasury bills 118.031 14,3 99.949 134 39.995 6,1 85 40
- Bonds 558.801 67,8 487.738 65,5 441.564 67,1 87 91
Debt securities issued by RS: 147.124 17,9 157.353 21,1 176.560 26,8 107 112
- Treasury bills 56.758 6,9 65.848 8,8 0 0 116 0
- Bonds 90.366 11 91.505 12,3 176.560 26,8 101 193
Total 823.956 100 745.040 100 658.119 100 90 88

If the total investments in securities were analysed according to exposure by country, the largest
share of 54,3% refers to issuers from BiH, followed by Croatia with share of 12.6%, Romania
7.7%, France 6%, Austria 3.5%, etc.

Graph 7: Structure of Investments in Securities According to the Criterion of the Issuing Country
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1.2.2. Liabilities

At the end of third quarter of 2018 the share of deposits as the most significant source of funding
for banks increased to 78.9% (+0,6 percentage points), while the share of loan commitments,
the second-largest source, amounted to 4% (-0,1 percentage points).

In the reporting period of 2018, deposits had trend of increase in the amount of BAM 1.2 billion
or 8%, amounting to BAM 17 billion as of 30.09.2018.

The second-largest source, in terms of total amount, are loan funds, but with a significantly
lower amount of BAM 856 million and a 4% share, which record growth trend of 2% compared
to the end of 2017. These loan funds refer mostly to borrowings from foreign financial
institutions. In the last few years, there has been a change in the strategic planning of the
financial potential of banks, i.e. the structure of sources and the reorientation to domestic
deposit sources, that is especially characteristic of banks that are members of foreign banking
groups, with simultaneous return to foreign creditors through repayment of past due liabilities,
which resulted in a decrease in the aforementioned (at the end of 2008 they amounted to BAM
2.2 billion). If subordinated loans in the amount of BAM 137 million, which the banks withdrew
in the interest of strengthening the capital base and improving capital adequacy, were added to
loan commitments, total loan funds would hold a share of 4.6% in total sources of funding
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As of 30.09.2018 banks held the largest commitments towards the following creditors, which
account for almost 89% of total loan commitments: the EIB, TC Ziraat Bankasi a.s. (Turkey),
Procredit Holding AG, the EFSE, the EBRD and Procredit Bank AG Frankfurt. According to
data submitted by banks, out of the total deposit amount at the end of the period observed, only
5.4% relates to deposits collected in organisational units of banks from the FBiH, which are
operates in RS and the Brcko District

The deposit structure by sector is shown in the table below:

-in000 BAM-
Table 14: Deposit Structure by Sector*?
Sectors 31.12.2016. 31.12.2017. 30.09.2018. Index
Amount Share % Amount Share % Amount Share % (412) (6/4)
1 2 3 4 5 6 7 8 9

Government institutions 1.200.513 8,5 1.482.708 9,4 1.680.332 9,9 124 113
Public companies 1.036.461 73 1.310.610 8,3 1.627.389 9,6 126 124
Private companies and
enterprises 2.191.328 15,5 2.612.441 16,5 2.698.336 15,9 119 103
Banking institutions 647.901 4,6 847.965 54 998.596 59 131 118
Non-banking financial
institutions 603.757 43 655.360 4,1 702.806 4,1 109 107
Retail 8.154.484 57,5 8.500.668 53,8 8.874.714 52,1 104 104
Other 341.830 2,4 404.971 2,6 441.671 2,6 118 109
Total 14.176.274 100 15.814.723 100 17.023.844 100 112 108

In the third quarter of 2018 changes were recorded in the deposit structure by sector, as a result
of an increase in deposits within all sectors, and mostly with deposits of public companies,
banking institutions etc.

Retail deposits, as the most important deposit source, with share of 52.1%, during the third
quarter of 2018, recorded an increase in the amount of BAM 374 million or 4%, amounting to
BAM 8.9 billion as of 30.09.2018.

The second-largest source in terms of amount and share, although significantly lower than the
retail sector, are deposits of private companies, which are up by BAM 86 million or 3% and
amounted to BAM 2.7 billion or 15.9% as of 30.09.2018.

Deposits of government institutions with a shre of 9.9% recorded a growth of BAM 198 million
or 13%, amounting to the total od BAM 1.7 billion, as of 30.09.2018, while deposits of public
companies recorded a growth of BAM 317 million or 24%, amounting to the total of BAM 1.6
billion as of 30.09.2018.

Deposits of banking institutions with share of 5.9% (BAM 1.1 billion) recorded a growth of
BAM 151 million or 18%, while deposits of non-banking financial institutions which share is
4.1% (BAM 0.7 billion) recorded a growth of BAM 47 million or 7%. Financial support of the
banking group is present with respect to eight banks in the FBiH, wherein roughly 85% of the
total deposits of banking institutions correlated to financial support to those eight banks from a
banking group. Other sectors, with a low share in the total deposits, recorded a growth of BAM
37 million or 9%.

The currency structure of deposits as of 30.09.2018 has been changed. Deposits in BAM
increased by BAM 902 million or 10%, while those in foreign currency recorded an increase in
the amount of BAM 307 million or 5%. Compared to the end of 2017 the currency structure of
deposits changed for 1.2 percentage points, i.e. the share of deposits in local currency increased
to 58.7%, and the share of deposits in foreign currency decreased to 41.3%.

12 Information from the accompanying BS-D form, which banks submit on a quarterly basis in addition to the balance sheet (as based on the
FBA model).
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The structure of deposits by domicile status of depositors, at the end of third quarter of 2018,
has been changed as well, since the resident funds in the amount of BAM 15.8 billion had a
share of 92.5% (-0.4 percentage points), and non-residents deposits amounted to BAM 1.3
billion, which is 7.5% of the total deposits. Changes in the structure are the result of an increase
in resident deposits (BAM 1 billion or 7%) and increase in non-residents deposits (BAM 146
million or 13%).

The long-standing trend of increase in savings deposits, as the most significant segment of the
deposit and financial potential of banks, has continued in the third quarter of 2018, considering
that the increase was BAM 371 million or 4%, and they amounted to BAM 8.6 billion as of
30.09.2018.

The trend of “new retail savings” is shown in the table and graph below:

-in 000 BAM-
Table 15: New Retail Savings By Period
Banks Amount Index
31.12.2016. 31.12.2017. 30.09.2018. (312) (413)
1 2 3 4 5 6

State-Owned 86.481 83.530 87.015 97 104
Private 7.086.725 8.166.750 8.534.508 115 105
Total 7.173.206 8.250.280 8.621.523 115 104

Graph 8: New Retail Savings By Period
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The two largest banks hold 54.8% of savings, while five banks hold individual shares of less
than 2%, which amounts to 5.8% of total savings at the sector level. Out of the total amount of
savings, 45% refer to saving deposits in local currency and 55% to savings deposits in foreign
currency.
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Compared to the end of 2017, the maturity structure of savings deposits has changed due to an
increase in short-term deposits by 9% or BAM 397 million, which resulted in their share being
up to 56.3% (+2.2 percentage points), as it can be seen in the table below:

-in 000 BAM-
Table 16: : Maturity structure of retail saving deposits by period
31.12.2016. 31.12.2017. 30.09.2018. Index
Amount Share % Amount Share % Amount Share%  (3/2)  (4/3)
1 2 3 4 5 6
Short-term savings deposits 4.071.231 51,6% 4.460.734 54,1% 4.857.773 56,3% 110 109
Long-term savings deposits 3.821.975 48,4% 3.789.546 45,9% 3.763.750 43,7% 99 99
Total 7.893.206 100% 8.250.280 100% 8.621.523 100% 105 104
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Long-standing continuous growth and positive trends in the savings segment of banks in the
FBiH, are the result of, on the one hand, enhanced safety and stability of the overall banking
sector, for which is of key importance the existence of functional, effective and efficient
banking supervision implemented by the FBA, and, on the other hand, the existence of the
deposit insurance system, the primary objective of which is increased stability of the banking,
i.e. financial sector and the protection of savers.

1.2.3. Capital and Capital Adequacy

In the process of harmonisation the FBA regulations with new legislation, a new Decision on
Calculation of Capital in Banks entered into force at the end of 2017.

During 2018, a parallel reporting method is in force until the fully adjustment of banks, and
further analysis is done according to the earlier regulatory reporting method.

Regulatory capital of banks in the FBiH as of 30.09.2018 amounted to BAM 2.6 billion.

The following table shows the structure of regulatory capital structure:

-in 000 BAM-
able Regulato apita
Description 31.12.2016.  Share % 31.12.2017.  Share %  30.09.2018. Share % Index
1 2 3 4 5=(3/2) 6=(4/3)

1.a. Core Capital before reduction 2.167.814 2.321.458 2.466.356 107 106
1.1. Shafe capital — common and permanent non- 1.215.668 1.225.580 1.289.491 101 105
cumulative shares
1.2. Issue premiums 138.786 137.290 137.290 99 100
1.3. Reserves and retained profit 813.360 958.588 1.039.575 118 108
1.b. Deductible items 112.297 108.151 155.740 96 144
1.1. Uncovered losses from previous years 16.690 47.879 85.169 287 178
1.2. Current year loss 42.314 7.288 13.257 17 182
1.3. Treasury shares 3.034 81 229 3 283
1.4. Intangible assets 47.315 49.963 50.530 106 101
1.5. Deferred tax assets 1.881 1.494 1.895 79 127
1.6. Negative revalorised reserves 1.063 1.446 4.660 136 322
1. Core Capital (1a-1b) 2.055.517 88% 2.213.307 88% 2.310.616  88% 108 104
2. Additional Capital 284.917 12% 306.237 12% 319.983 12% 107 104
2.1. Share capital — common and permanent
cumulative shares. 209 209 209 100 100
2.2. General loan loss reserves 170.420 186.830 198.840 110 106
2.3. Positive revalorised reserves 9.741 13.037 16.329 134 125
2.4. Amount of audited profit 0 0 0 0 0
2.5. Subordinated debt 103.122 104.733 103.176 102 99
2.6 Hybrid items and other instruments 1.425 1.428 1.429 100 100
3. Capital (1 +2) 2.340.434 100% 2.519.544 100% 2.630.599  100% 108 104

4. Deductible items from capital 200.035 198.380 209.289 99 105
4.1.Bank’s shares in capital of other legal entities

: 0 0 0 0 0

above 5% of core capital.
4.2.Loan loss reserves shortfall at regulatory request 200.035 198.380 209.289 99 105
4.3.0ther deductible items 0 0 0 0 0

5. Net Capital (3- 4) 2.140.399 2.321.164 2.421.310 108 104

In the third quarter of 2018, regulatory capital of the banking sector increased for BAM 111
million or 4% compared to the end of 2017, without change in the structure (core capital 88%
and additional capital 12%). The core capital increased by BAM 97 million or 4%, while
additional capital increased by BAM 14 million or 4%.

Changes in regulatory capital are mainly due to the effects of first application of IFRS 9 in the
amount of BAM 97 million, distribution of profit from 2017 (into core capital BAM 140
million), recapitalization of two banks in the amount of BAM 64 million, as well as net efefct
of regulatory capital increase on the various bases in the amount of BAM 4 million.
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The missing LLP under the regulatory requirement, as a deductible item from capital as of
30.09.2018, amounted to BAM 209 million, which is up by BAM 11 million or 5% compared
to the end of 2017.

The graph below shows the structure of regulatory capital:

Graph 9: Structure of Regulatory Capital
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Net capital has increased by BAM 100 million or 4% and amounted to BAM 2.4 billion as of
30.09.2018.

Capital adequacy of individual banks, i.e. the overall sector, depends, on the one hand, from the
net capital level, and, on the other hand, on total risk-weighted assets (risk-weighted balance
sheet and off-balance sheet assets and weighted operational risk).

The table and graph below provide a structure of the net exposure of banks by credit risk weight,
i.e. by conversion ratios for off-balance sheet items:

-in 000 BAM-
Table 18: Structure of Banks Net Exposure by Credit Risk Weight
Description 31.12.2016.  31.12.2017. 30.09.2018. Index
1 2 3 4 5=(3/2)  6=(4/3)

Total exposure (1+2): 20.994.773 23.095.817 24.879.666 110 108

1 Balance sheet assets 17.863.737  19.692.604 21.054.066 110 107
2. Off-balance sheet items 3.131.036 3.403.213 3.825.600 109 112
Distribution by risk weight and conversion ratios

Weight 0% 5.695.758 6.203.689 6.311.567 109 102
Weight 20% 1.309.962 1.515.686 2.139.705 116 141
Weight 50% 75.541 93.891 106.135 124 113
Weight 100% 10.782.476 11.879.338 12.496.659 110 105
Conversion ratio 0,0 43.699 57.604 56.288 132 98
Conversion ratio 0,1 396.664 481.880 595.751 121 124
Conversion ratio 0,5 2.291.106 2.473.318 2.792.340 108 113
Conversion ratio 1,0 399.567 390.411 381.221 98 98
Risk-weighted balance sheet and off-balance sheet assets 12.667.026  13.904.675 14.814.632 110 107
Average risk weight 60,3% 60,2% 59,5% 100 99

Graph 10: Structure of Banks Net Exposure by Credit Risk Weight

24.000 - 100%

<§( 20.000 ~ - 80%
o 16.000 - 60%
S 12000 0 60,2% 59,5%

Z 8000 . - 40%
z . . ] [

= 4000 - - 20%

- - - 0%
12/2016. 12/2017. 09/2018.
Weight 100% and conv.ratio 1,0 Weight 50% and conv.ratio 0,5 mm— \Weight 20%

mmmm Conv.ratio 0,1 (or 10%) mmmm \Neight 0% and conversion ratio 0,0 Average Risk Weight

28
Information on the Banking System Entities of the Federation of BiH as of 30.09.2018



Banking Agency of the Federation of Bosnia and Herzegovina

In the third quarter of 2018, total net exposure of banks (before being weighted) increased by
8%. The risk-weighted balance sheet and off-balance sheet items (after being weighted))
amounted to BAM 14.8 billion, with a 7% growth rate, as of 30.09.2018. The average risk
weight decreased from 60,2% to 59.5%.

The weighted operational risk (WOR) was up (5%) and amounted to BAM 1.1 billion as of
30.09.2018. All of this resulted in an increase in the amount of total risk-weighted assets that
amounted to BAM 15,9 billion or 6%.

As of 30.09.2018, the share of risk-weighted balance and off-balance sheet assets (exposure to
credit risk) amounted to 93.1%, and 6.9% of the operational risk.

J One of the key indicators of banks capital strength and adequacy *2 is the capital adequacy
ratio, calculated as a ratio between net capital and total risk-weighted assets. At the banking
sector level, this ratio stood at 15.2% as of 30.09.2018, which is 0.3 percentage points down,
compared to the end of 2017, due to the increase in risk-weighted assets and first application of
the IFRS 9.

Annex 5 provides a Report on the banks capital and capital adequacy in the FBiH.

The ratio of the core capital (Tier 1) and total risk-weighted assets amounted to 14.5% at the
level of the banking sector as of 30.09.2018. Banks have the obligation to allocate part of the
core capital above 9% of total risk assets to cover the risks related to preventive protection from
potential losses in times of stressful situations through a capital conservation buffer that has
been prescribed in the amount of 2.5% of the amount of total risk assets.

Banks are required to establish and maintain the financial leverage ratio as an additional security
and a simple capital hedge, at least in the amount of 6%. The financial leverage ratio at the level
of the banking sector amounted to 9.2% as of 30.09.2018 (at the end of 2017 it was 9.6%).

For the past few years, the capital adequacy of the banking sector has been continuously
maintained at a level above 15%, which is a satisfactory capitalisation rate at the sector level.
Banks have retained the largest portion of profit from previous years within their capital. In the
previous period, several banks have also improved their capitalisation rate on the basis of
recapitalisation.

The following table and graph provide an overview of net capital, risk-weighted assets and the
capital adequacy ratio at the level of the banking sector:

-000 BAM-
Table 19: Net Capital, Total Weighted Risks and Capital Adequacy Ratio
Description 31.12.2016. 31.12.2017. 30.09.2018. Index

1 2 3 4 5(3/2) 6(4/3)
1. Net capital 2.140.399 2.321.164 2.421.310 108 104
2. Risk-weighted balance sheet and off-balance sheet items 12.667.026  13.904.675  14.814.632 110 107
3. WOR (weighted operational risk) 1.001.018 1.042.691 1.092.596 104 105
4. Total risk-weighted assets (2+3) 13.668.044  14.947.366  15.907.228 109 106
5. Net capital ratio (capital adequacy) (1/4) 15,7% 15,5% 15,2% 99 98

13 Legal minimum of capital adequacy ratio is 12%
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The capital adequacy ratio of the banking sector as of 30.09.2018 was 15.2%, which is still
quite above the legal minimum (12%) and represents a satisfactory capitalisation rate of the
overall sector. If observed by individual banks, as of 30.09.2018, nine banks have lower rate,
four banks have higher, and two banks kept the same capital adequacy rate as at the end of
2017.

As of 30.09.2018, ten banks have capital adequacy rate below the banking system average
(15.2%), and five banks above the banking system average.

By supervising the operations and financial condition of banks in the FBiH in accordance with
its legal competences and for the purpose of improving the safety of both individual banks and
the banking sector as a whole, the FBA instructed banks to take appropriate measures to
strengthen their capital base and ensure capital adequacy in terms of the level and profile of the
existing and potential exposure to all risks inherent to banking operations, primarily credit risk,
as the dominant risk banks are exposed to in their business operations .

The priority task continues to be the maintenance of a strong and adequate capital base of the
banking sector in accordance with the risk profile of the banks' operations, with a focus on large
banks in the sector, as well as on banks whose total business operations are under enhanced
supervision.

1.2.4. Asset and Asset Quality

The Decision on Minimum Standards for Credit Risk Management and Asset Classification in
Banks defines criteria for the assessment of banks’ exposure to credit risk by means of asset
quality assessment and assessment of adequacy of reserves for loan losses and other losses as
per risk level of loans and balance sheet and off-balance sheet assets items. When assessing
banks’ exposure to credit risk, banks are required to continue calculating LLP in accordance
with the criteria from the aforementioned Decision, thereby considering already formed value
adjustments of balance sheet assets and loss provisions for off-balance sheet items recorded in
the banks’ books (calculated in accordance with the applicable IAS and IFRS), while also taking
into account LLP formed from profit (found on capital accounts).

Starting as 0f 01.01.2018, banks are required to apply the new financial reporting standard IFRS
9 — Financial Instruments, which has replaced IAS 39.

30

Information on the Banking System Entities of the Federation of BiH as of 30.09.2018



Banking Agency of the Federation of Bosnia and Herzegovina

The following table provides an overview of assets, LLP according to the regulator and value
adjustments according to IFRS:

-in 000 BAM-
Table 20: Assets (BS and off-BS), Loan Loss Provisions According to the Regulator and Value

Adjustments According to IFRS

Description 31.12.2016.  31.12.2017. 30.09.2018. Index
1 2 3 4 5=(3/2) 6=(4/3)
1. Risk-weighted assets'* 15.678.467  17.224.329 18.068.611 110 105
2. Calculated regulatory reserves for loan losses 1.533.712 1.492.475 1.511.533 97 101
3. Value adjustment and reserves for off-balance sheet items 1.294.471 1.262.277 1.354.292 98 107
4. Required regulatory reserves formed from profit for assessed losses 405.019 402.640 412.558 99 102
5. Formed regulatory reserves from profit for assessed losses 315.734 315.734 315.734 100 100
g.s SSer;ortfall of regulatory reserves formed from profit for assessed 200.035 198.771 209.288 99 105
7. Non-risk weighted items 7.175.607 7.699.195 8.736.719 107 113
8. Total assets (1+7) 22.854.074  24.923.524 26.805.330 109 108

Total assets with off-balance sheet items (assets)'® of banks in the FBiH, as of 30.09.2018,
amounted to BAM 26.8 billion and is up by BAM 1.9 billion or 8% compared to the end of
2017. Risk-weighted assets amount to BAM 18.1 billion and is up by BAM 844 million or 5%
compared to the end of 2017. Non-risk weighted items amount to BAM 8.7 billion or 32.6% of
total assets with off-balance sheet items and up for one billion BAM or 13% compared to the
end of 2017.

Total calculated LLP based on regulatory requirements amount to BAM 1.5 billion being up by
the amount of BAM 19 million or 1%, while formed value adjustments for balance sheet assets
and provisions for losses amount to BAM 1.4 billion are up by BAM 92 million or 7% compared
to the end of 2017.

Required regulatory reserves ® amount to BAM 413 million and are up by BAM 10 million or
2%. Formed regulatory reserves from profit in the amount of BAM 316 million are at the same
level as at the end of 2017. the shortfall of regulatory reserves!’ as of 30.09.2018, amount to
BAM 209 million, that is an increase for the amount of BAM 10.5 million or 5% compared to
the end of 2017.

The following table shows an overview of total assets, gross balance sheet assets, risk-weighted
and non-risk weighted assets items at the level of the banking sector:

-in 000 BAM-
Table 21: Total Assets, Gross Balance Sheet Assets, Risk-Weighted and Non-Risk Weighted Assets

Items

Descripti 31.12.2016. 31.12.2017. 30.09.2018. Ind
escription Amount  Structure % Amount  Structure % Amount  Structure % ndex
1 2 3 4 5 6 7 8=(4/2)  9=(6/4)
Loans 10.850.532 84,2 11.910.826 83,5 12.480.341 84,3 110 105
Interest 69.237 0,5 66.894 05 93.146 0,6 97 139
Past due receivables 1.164.973 9 1.036.949 73 1.070.632 72 89 103
Receivables on paid guarantees 26.537 0,2 31.080 0,2 30.237 0,2 117 97
Other facilities 138.995 11 400.584 2,8 289.596 2 288 72
Other assets 638.228 5 814.496 57 832.979 5,6 128 102
1. Risk-weighted balance sheet assets 12.888.502 100 14.260.829 100 14.796.931 100 111 104
2. Non-risk weighted balance sheet ¢ 745,740 7.172.606 8.090.031 106 113
3. Gross balance sheet assets (1+2)  19.634.242 21.433.435 22.886.962 109 107

14 Excluded is the amount of placements and potential liabilities in the amount of BAM 393 million secured by the cash deposit.
15 Assets, as defined in Article 2 of the Decision on Minimum Standards for Credit Risk Management and Asset Classification
in Banks (Official Gazette of the Federation of BiH, No. 85/11 — consolidated text and 33/12 — correction, 15/13).

16 Required regulatory reserves represent a positive difference between calculated loan loss provisions and value adjustments
(calculated loan loss provisions are higher than value adjustments).

17 shortfall of regulatory reserves represents a positive difference between required and formed loan loss provisions.
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4. Risk-weighted off-bs items 2.789.965 2.963.500 3.271.680 106 110
5. Non-risk weighted off-bs items 429.867 526.589 646.688 123 123
6. Total off-bs items (4+5) 3.219.832 3.490.089 3.918.368 108 112
Ztéﬁ'?';;"x‘;'ghted assets With off-bs ¢ 576 467 17.224.329 18.068.611 110 105
8. Non-risk weighted items (2+5)  7.175.607 7.699.195 8.736.719 107 113
9. Assets with off-bs items (3+6)  22.854.074 24.923524 26.805.330 109 108

Gross balance sheet assets'® ammount to BAM 22.9 billion and is up by BAM 1.4 billion or
7% compared to the end of 2017. Risk-weighted balance sheet assets amount to BAM 14.8
billion that is 65% of gross balance sheet assets, with an increase of BAM 536 million or 4%.
Non-risk weighted balance sheet assets amount to BAM 8.1 billion and is up by BAM 917
million or 13%.

Off-balance sheet risk-weighted items amount to BAM 3.3 billion and are up by the amount of
BAM 308 million or 10% compared to the end of 2017, while non-risk weighted items amount
to BAM 647 million, having increase in the amount of BAM 120 million or 23%.

Over the first nine months of 2018, there was a credit growth in the amount of BAM 866 million
or 7% compared to 31.12.2017. As of 30.09.2018, the loans amounted to BAM 14 billion.
Trend and change in the share of individual sectors in the total loan structure is shown in the
table below:

-in 000 BAM-
Table 22: Loan Structure by Sector
Sectors 31.12.2016. 31.12.2017. 30.09.2018. Index
Amount Share % Amount Share % Amount Share %

1 2 3 4 5 6 7 8=(4/2) 9=(6/4)
Government institutions 265.892 2,2 245.102 1,9 215.840 15 92 88
Public companies 226.891 1,8 210.461 1,6 312.363 2,2 93 148
Private companies and
enterprises 5.756.280 46,9 6.295.558 47,8 6.511.451 46,4 109 103
Banking institutions 58 0 12 0 137.014 1 21 1141783
Non-banking financial
institutions. 40365 03 58992 04 71408 05 146 121
Retail 5.972.074 48,7 6.358.707 48,2 6.783.907 48,3 106 107
Other 8.668 0,1 10.028 0,1 12.951 0,1 116 129
Total 12.270.228 100 13.178.860 100 14.045.024 100 107 107

The growth rate of loans to private companies amounted to BAM 216 million or 3% (in 2017
an increase of BAM 539 million or 9%), while at the same time their share is slightly decreased
from 47.8% to 46.4%, thus the loans of this sector amounted to BAM 6.5 billion, as of
30.09.2018. The increase in loans to the retail sector amounted to BAM 425 milllion or 7% (in
2017 an increase of BAM 387 million or 6%), while the share is slightly increased from 48.2%
to 48.3% compared to the end of 2017 and amounted to BAM 6.8 billion as of 30.09.2018.

In regard to loan structure by sectore, as of 30.09.2018, a significiant increase of loans to
banking institutions is evident, for the amount of BAM 137 million compared to the end of
2017 (BAM 12 thousanads), what is its amount for the period observed.

According to information submitted by the banks as of 30.09.2018 the retail loan structure by
purpose is almost the same as at the end of 2017: consumer loans hold a share of 81,3%, housing
loans hold a share of 17.2%, while the remaining 1.5% refer to loans to small crafts, small
businesses and agriculture. The three largest banks in the sector have passed on 61% of the total
approved retail loans, and 47.1% of the total approved loans to private companies.

18 The loan amount of BAM 341 million covered by cash deposit is excluded (included in non-risk weighted assets).
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In the currency structure of loans, the largest share of 51.9% or BAM 7.3 billion refers to
currency clause loans (EUR: BAM 7.4 billion or 97.2%, CHF: BAM 58.4 million or 2.8%),
local currency loans with a share of 46.6% or BAM 6.5 billion, while the smallest share of just
1.5% or BAM 213 million refers to foreign currency loans (almost the entire amount thereof
refers to EUR: BAM 211 million or 99.4%). The total amount of loans with a currency clause
in CHF of BAM 58.4 million has a 0.4% share in the total loan portfolio and the total amount
refers to one bank in the sector.

The table below provides an overview of the quality of assets and off-balance sheet risk-
weighted items, GCR, PLL by classification category:

-in 000 BAM-
Table 23: Asset Classification, GCR and PLL
Classification 31.12.2016, 31.12.2017. 30.09.2018.
cateqor Classified Share % GCR Classified Share % GCR  Classified Share % GCR Index

gory assets PLL assets PLL assets PLL

1 2 3 4 5 5 7 8 9 0 11=(/2) 12=@/5)

A 13166182 84 263324 14834609 861 206693 15729641 871 314504 113 106

B 982398 63 77167 1032373 6 82700 953634 53 75841 105 92

c 224335 14 58.086 166.456 1 45486 164268 0.9 48346 74 9

D 423766 27 253348 301508 18 178304 346895 19 199220 71 115

E 881786 56 881787 889.293 52 889.202 874173 48 873532 101 98
Risk-weighted 15678467 100 1533712 17.224329 100 1492475 18068.611 100 1511533 110 105
Bssets (A-E)
Classified (B-E) 2512285 16 1270389 2389720 139 1195782 2338970 129 1196939 95 98
'\é?_'l‘z')perform'”g 1529887 98 1193221 1357347 7,9 1113082 1385336 7,7 1121098 89 102
Non-risk weighted ;¢ 17 7.699.195 107 113
hssets 8.736.719

Total

(risk-weighted and  22.854.074 24.923.524 26.805.330 109 108
non-risk weighted)

Asset quality assessment is an evaluation of credit risk exposure of the banks’ loans, i.c. the
identification of PLL. The first and warning indicator of potential problems with loan
repayment is an increase in past due receivables and their share in total loans. As of 30.09.2018,
past due receivables amounted to BAM 1.1 billion, which is up by 3% or BAM 33 million
compared to the end of previous year, and the share is decreased from 8.1% to 7.8%.

Annex 6 and 6a provide a classification of balance sheet assets and off-balance sheet risk-
weighted items.

As of 30.09.2018, classified assets amounted to BAM 2.3 billion, non-performing assets to
BAM 1.4 billion. The classified assets (categories B-E) decreased by BAM 51 million or 2%
compared to the end of 2017 (in 2017 decrease of BAM 123 million or 5%). Category B
decreased by BAM 79 million or 8%. Non-performing assets (categories C-E) amount to BAM
1.4 billion and is up by BAM 28 million (in 2017 non-performing assets decreased by BAM
173 million or 11%), largely due to the significant increase of non-performing loans with one
bank in the total amount of BAM 92 million, as well as permanent asset write-off in the amount
of BAM 57 million.

The share of classified assets in risk-weighted assets amount to 12.9%, as of 30.09.2018, which
is a drop for 0.9 percentage points compared to the end of 2017.

19 In accordance with Article 2, paragraph 2 of the Decision on Minimum Standards for Credit Risk Management and Asset
Classification in Banks, assets items that are not classified and items for which no general LLP of 2% are calculated (as per
Article 22, paragraph 8 of the same Decision
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The most significant indicator of asset quality is the ratio between non-performing assets and
risk-weighted assets, which amounts to 7.7%, that is drop by 0.2 percentage points compared
to the end of 2017.

Sector-level data analysis is based on loan quality indicators for two key sectors: corporate and
retail. The two aforementioned indicators for these sectors deviates significantly and indicate a
higher exposure to credit risk and consequently to PLL regarding corporate loans.

The following table shows a detailed overview of the classification of retail and corporate loans:

-in 000 BAM-
Table 24: Classification of Retail and Corporate Loans
L 31.12.2017. 30.09.2018.
Classtlflcatl il Share% C Shared Total il Shared C Shared Total Index
on category Retai are% Corporate are% ~Amount_ Share% Retai are% orporate are% “Amount Shareve
1 2 3 4 5 6 (2+4) 7 8 9 10 11 12=(8+10) 13 14=(12/6)
A 5.732.970 90,2 5.356.474 78,5 11.089.444 84,1 6.160.984 90,8 5.844.789 80,5 12.005.773 85,5 108
B 163.628 2,6 651.859 9,6 815487 6,2 153.744 2,3 599.832 8,3 753576 54 92
C 61.371 1 98.470 14 159.841 1,2 61.683 0,9 98.095 14 159.778 11 100
D 46.850 0,7 243.681 3,6 290531 2,2 51.649 0,8 281.743 39 333392 24 115
E 353.889 5,6 469.668 6,9 823.557 6,2 355.845 52 436.660 6 792.505 5,6 96
Total 6.358.708 100  6.820.152 100 13.178.860 100 6.783.905 100 7.261.119 100 14.045.024 100 107
Class.loans B-E 625.738 9,8 1.463.678 215 2.089.416 159 622.921 9,2 1.416.330 19,5 2.039.251 14,5 98
NPL C-E 462.110 7.3 811.819 11,9 1.273.929 9,7 469.177 6,9 816.498 11,2 1.285.675 9,2 101
48,2 51,8 100 48,3 51,7 100
Individual sector's share in classified loans, non-performing loans and category B :
Categories B-E 29,9 70,1 100 30,5 69,5 100
Non-performing C-E 36,3 63,7 100 36,5 63,5 100
Category B 20,1 79,9 100 20,4 79,6 100

Over the third quarter of 2018, the share of classified loans decreased to 14.5% (-1.4 percentage
point), on the one hand , due to decrease of classified loans by the amount of BAM 50 million
or 2%, and on the other hand, due to overall loan increase. Classified retail loans decreased by
BAM 2.8 million or 0.5%, and corporate by BAM 47 million or 3.2%.

The share of NPLs decreased from 9.7% to 9.2%, mainly as a result of the credit growth and
activties on collection. Out of the total approved corporate loans, BAM 816 million or 11.2%
refers to NPLs, that is for 0.7 percentage points lower compared to the end of 2017 (in 2017
their share decreased by 3.1 percentage points). For retail sector, NPLs account for BAM 469
million or 6.9%, that is for 0.4 percentage points lower (in 2017 the share decreased by 0.9
percentage points).

In absolute term, the overall NPLs increased compared to the end of 2017, for the amount of
BAM 12 million or 1%. Corporate NPLs increased by the amount of BAM 5 million or 0.6%,
same as retail NPLs for the amount of BAM 7 million or 1.5% compared to the end of 2017.

Out of the total passed on corporate loans in the amount of BAM 7.3 billion, BAM 1.4 billion
or 19.5% of loans were classified within categories B to E as of 30.09.2018, while this indicator
is much better for the retail segment, which correlates with the degree of risk associated with
lending to these two sectors. Out of the total approved retail loans in the amount of BAM 6.8
billion, there were BAM 623 million or 9.2% of loans classified within categories B to E.

An overview of NPLs by period is provided in the graph below:

Graph 12: NPLs
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A more detailed and comprehensive analysis is based on data on loan concentration by
industry sector for the corporate segment (by sector) and for the retail segment (by purpose)

and it is presented in the following table:
-in 000 BAM-

Table 25: Concentration of Loans by Industry Sector

31.12.2017. 30.09.2018.
Description Total loans Non-;?gg?srmmg Total loans Non-l?gg?srmmg Index
Amount  Share % Amount Share % Amount  Share %  Amount Share %
1 2 3 4 5=(4/2) 6 7 8 9=(8/6) 10=(6/2) 11=(8/4
1. Corporate Loans for:
Agriculture (AGR) 206.554 1,6 30.860 14,9 187.747 13 33924 181 91 110
Industry / Production (IND) 1.986.437 15,1 281513 142 2.074.597 14,8 286.397 13,8 104 102
Construction (CON) 428.151 3,2 67.845 15,8 414.529 3 72631 175 97 107
Trade (TRD) 2.589.004 19,6 290.802 11,2 2.648.173 18,9 289.351 10,9 102 100
Hospitality, Tourism, 272.361 14.648 54 112 127
Recreation (HTR) 243.136 18 11536 4,7 19
Other® 1.366.870 104 129.263 95  1.663.712 11,8 119.547 7.2 122 92
Total 1 6.820.152 51,8 811.819 119 7.261.119 51,7 816.498 11,2 106 101
2. Retail Loans for:
General consumption 5.188.942 39,4 317.089 6,1 5.518.157 39,3 333.864 6,1 106 105
Housing 1.065.987 8,1 126.907 119 1.167.670 8,3 118.685 10,2 110 94
Business activities (small 103.779 08 18114 175 98.078 0,7 16.628 17 95 92
business owners)
Total 2 6.358.708 48,2 462110 7.3 6.783.905 48,3 469.177 6,9 107 102
Total (1 +2) 13.178.860 100 1.273.929 9,7 14.045.024 100 1.285.675 9,2 107 101

The largest share in total corporate loans refers to the trade sector (18.9%) and the production
sector (14.8%), while the largest share in the retail segment is held by general consumption
loans (39.3%) and housing loans (8.3%). The level of loans to the production sector in the
amount of BAM 2.1 billion increased in the third quarter of 2018 in the amount of BAM 88
million or 4%. NPLs passed on to production sector amount to BAM 286 million and increased
by the amount of BAM 5 million or 2%, while the share of NPLs is still on high level of 13.8%,
although it has been decreased by 0.4 percentage points.

In the third quarter of 2018, lending to the trade sector amount to BAM 2.6 billion and it has
increased by the amount of BAM 59 million or 2% compared to the end of 2017. NPLs in this
sector amount to BAM 289 million and decreased by BAM 1 million, and its share decreased
by 0.3 percentage points, i.e. to 10.9%, which is a better indicator than in the production sector.

The share of NPLs is high in the construction sector — 17.5%, and is up by 1.7 percentage points,
while loans from this sector hold a low share in the amount of only 3% in the total corporate
loans. In the agriculture sector, which has the lowest share of 1.3% of the total corporate loans,
NPLs hold a significant share of 18.1%, which increased by 3.2 percentage points compared to
the end of the previous year.

In the retail segment, general consumption loans hold the highest share, which amounts to
39.3% in total loans, with an increase in the amount of BAM 329 million or 6%. Housing loans

20 The following sectors included: traffic, warehouse and communications (TRC); financial mediation (FIN); real estate, renting

and business services (RER); public administration and defense, mandatory social insurance (GOV) and other.
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increased by BAM 102 million or 10%. Housing loans hold a relatively high 10.2% share of
NPLs, while general consumption loans hold a 6.1% share of NPLs.

The GCR level and estimated PLL by classification category, determined in accordance with
the criteria and methodology defined by the FBA decisions, along with their trend and structure
at the banking sector level, is provided in the table and graph below:

-in 000 BAM-
Table 26: Structure and Trend of GCR and PLL
Classification Amount (in 000 BAM) and structure (u %) Index
category 31.12.2016. % 31.12.2017. % 30.09.2018. %
1 2 3 4 5 6 7 8=(4/2) 9=(6/4)
A 263.324 17,2 296.693 19,9 314594 20,8 113 106
B 77.167 5 82.700 5,5 75.841 5 107 92
c 58.086 3,8 45.486 3 48.346 3,2 78 106
D 253.348 16,5 178.304 11,9 199.220 13,2 70 112
E 881.787 57,5 889.292 59,6 873.532 57,8 101 98
Total 1.533.712 100 1.492.475 100 1511533 100 97 101

Graph 13: Structure and Trend of GCR and PLL
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Analysing the level of the calculated LLP in total and by classification category, compared to
the end of 2017, the reserves for GCR (category A) and PLL remained at the same level in the
amount of BAM 1.5 billion.

The reserves for category A increased by BAM 18 million or 3% compared to the ned of 2017.
Within the PLL, reserves for category B decreased by the amount of BAM 7 million or 8%, for
category C are increased by the amount of BAM 3 million or 6%, the reserves for category D
increased for the amount of BAM 21 million or 12%, and for category E decreased for the
amount of BAM 16 million or 2%.

One of the key indicators of asset quality is the ratio between PLL and risk-weighted assets
with off-balance sheet items and this ratio amounts to 6.6% and it is down by 0.3 percentage
points compared to the end of 2017. As of 30.09.2018, banks had at approximately same level
as at the end of 2017, calculated reserves in the amount of 8% for category B, 29% for category
C, 59% for category D and 57% for category E 100%? (increase with category C i.e. decrease
with category D was 2 percentage points).

Analysing the asset quality of the banking sector of the FBiH, through indicators of trends and
changes in the third quarter of 2018, it might be concluded that asset quality of the banking
sector is at satisfactory level.

21 According to the Decision on Minimum Standards for Credit Risk Management and Asset Classification in Banks, banks are
required to calculate LLP by classification category bearing the following percentages: A-2%, B 5-15%, C 16-40%, D 41-60%
and E 100%.
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The credit risk is the dominant risk in most banks, which is why the focus of the supervisor is
on the assessment of practices for credit risk management i.e. identification, measuring,
monitoring and controlling of credit risk and assets classification.

1.2.5. Profitability

At the level of the banking sector in FBiH, a positive financial result was recorded for the period
01.01 - 30.09.2018 — profit in the amount of BAM 246.7 million, which is up by BAM 15.1
million or 6.5% compared to the same period of the previous year. In the same period the total
net profit at the level of the banking sector in the FBiH (profit before tax) amounted to BAM
260 million, and net-losses amounted to BAM 13.3 million. If those data are compared with the
same period of the previous business year, it is evident that losses presented are up by the
amount of BAM 10 million or 309.3% and refers to one bank, while at the same time presented
profit before tax is up by the amount of BAM 25.1 million or 10.7%. If three-years period is
observed, a continues growth of financial result is evident in the absolute term, wherin relative
term the growth was more significant within 30.09.2016 -30.09.2017 period, since it was 36%.

Based on an analysis of the structure of profit and loss at the level of the banking sector for the
first nine months of 2018 in relation to the same period of the previous business year, it is
evident that positive financial result — net profit in the amount of BAM 246.7 million is the
result of the following changes:

= Increase of net interest and similar income for the amount of BAM 4.6 million or 1% that is
result of decrease of total interest and similar inocme for the amount of BAM 10.3 million
or 1.8% and simoultanes decrease of total interets and similar expenses for the amount of
BAM 14.9 million or 13.1%;

= Increase of total operating income for the amount of BAM 16.6 million or 5.31% wherin
within its structure it is evdient increase of income from foreign exchange operations, service
fees, fees on off-balance and trade operations, with decerase of income based on credit fees
and other operating income;

= Increase of total non-interest expenses for the amount of BAM 6.1 million or 1.1%, wherein
total business and direct expenses remained at the approxiamtely same level, while the total
operating income increased by BAM 6 million or 1.6%.

In the structure of total business and direct expenses at the level of banking sector in the FBIH,
the expenses of value adjustemnt for risk-weighted assets were decreased, reserves for potential
liabilities and other value adjustements, which compared to 30.09.2017 decreased for the
amount of bam 7.7 million or 10.8%, while other business and direct expenses increased by the
amount of BAM 7.8 miliona or 9.3%.

In the structure of operating expenses, it is evident increase of the costs of salaries and
contributions for the amount of BAM 7.3 million or 4% same as for business premises, other
fixed asssets and utilities for the amount of BAM 0.6 million or 0.5%, and decrease of other
operating costs for the amount of BAM 1.9 million or 2.3%. The presented increase of salaries
and contributions costs is linked to the increased number of employees for 1.2%, where in
relative term the growth of this expense category is higher than the growth of number of
employees in the banking sector of the FBiH within the period observed.

With exception of one bank, which reported a losses as of 30.09.2018 in the amount of BAM
13.2 million (in the same period of the previous year it had reported a positive financial result
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in the amount of BAM 2.9 million) all 14 banks in the system reported a positive financial
result-profit in the total amount of BAM 259.9 million.

If the analytical data for 14 banks in the system are compared with the same period of the
previous business year, it is evident that one bank which reported a loss as of 30.09.2017, has
reported a positive financial result as of 30.09.2018, which is the result of lower costs of value
adjustements and other operating expenses. Out of other 13 banks, the five banks in the system
reported a lower profit compared to the same period of the previous business year, eight banks
reported a higher profit where one bank reported almost the same profit level.

Observed by the asset amount as of 30.09.2018, the four biggest banks in the system which
have the total share of 63.6% have reported a positive financial result in the total amount of
BAM 216.7 million or 87.8% of the total reported financial result-profit. Whereby, the amount
of BAM 167.6 million or 67.9% of the reported profit at the system level, refers to two largest
banks which have the largest individual share as per asset amount.

Annex 7 shows the agrregated balance sheet of banks in the FBiH for the period 01.01-
30.09.2018 according to the FBA model.

The table below shows an overview of the recorded financial result, at the level of banking
sector in FBiH, by reporting period:

-000 BAM-
Table 27: Recorded Financial Result: Profit/Loss
30.09.2016. 30.09.2017. 30.09.2018.
Description Amount Number of Amount Number of Amount Number of
banks banks banks

1 2 3 4 5 6 7
Loss -39.935 3 -3.239 1 -13.256 1
Profit 210.170 13 234.784 14 259.927 14
Total 170.235 16 231.545 15 246.671 15

The presented financial results at the level of banking sector in FBiH, by reporting period,
steadily record an increase, wherein as in absolute, as well in relative term, increase
significantly higher in the third gaurter of 2017, compared to the third quarter of 2016.

According to data presented by the banks, as of 30.09.2018, the total interest income and similar
income amount to BAM 555 million, and within its structure the highest item are ineterst
income from loans and leasing operations which amount to BAM 493.1 million or 88.8%,
wherein compared with the same period of the previous year are down by BAM 7.9 million or
1.6%, and within period observed the total liabilities from loans and leasing operations
increased by the amount of BAM 866 million or 6.6%.

In the same period, other income from interest and similar income were down by BAM 3.2
million or 5.5%, same as income from equities which are not presented as of 30.09.2018, and
were decreased by the amount of BAM 0.8 million or 100% compared to the same period of
the previous year, where in the period observed the equities portfolio remained unchnaged
(increase below 1%).

Incomes by interest accounts of deposits with deposit institutions increased by the amount of
BAM 1.3 million or 68.8%, and income based on facilities to other banks by the amount of
BAM 0.3 million or 29.9%, where in the same period the amount of cash incersed on interets
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deposit accounts by the amount of BAM 698.6 million or 22.3%, while facilities to other banks
decreased by the amount of BAM 230 million or 65.5% compared to the same period of the
previous business year.

Total interest and similar expenses, as of 30.09.2018 amounts to BAM 98.7 million, which is
BAM 14.9 million or 13.1% down compared to the same period of the previous business year,
where, where interest expenses by deposots amounts to BAM 79.9 million or 80.9% of the total
interest and similar expenses, and within period observed interets deposits, as primarly source
of funding in the banking sector in the FBiH, records a growth in the amount of 732.5 million
BAM or 6.4%, while the corresponsing interets expenses decreased by BAM 15.5 million or
16.2%. Interets expenses by loans and other borriwings, as of 30.09.2018, amounts to BAM 6.8
million or 6.9% of the total interets and similar expenses, and compare dto the same eriod of
the previous year recorded a drop in the amount of BAM 1.2 million or 14.9%, where are the
loan commitmnets increased by the amount of BAM 20.2 million or 2.4%.

As of 30.09.2018, interets expenses by subordinated debts amount sto BAM 5.9 million or 5.9%
of the total interests and similar expneses where compared to the same period of the previous
business year those expenses slightly down, and at the same time the amount of subordinated
debts increased increased by the amount of BAM 7.9 million or 6.1%. In the category of other
interets and similra expenses, which have a share of 6.3% in the total interest and similar
expenses, it is evident increse by the amount of BAM 1.8 million or 41.2% compared to the
same period of the previous business year.

When observed in the three years period, there is constant drop of the total interets and similar
expenses, where in the absolute and relative term its decrease more significnat in the period
30.09.2017.-30.09.2018. While the characteristc of interest and similar expenses is the constant
drop for the comaprative periods 2016-2018, the total interest and similar income recoreded a
slight increase in 2017 (0.3%), dand again in 2018 compared to 2017 were decerased by 1.8%.

Analysing the trends related to presented net interets margin, it can be concluded that at the
level of the system, as of 30.09.2018, and compared with the same period of the previous
business year, the total interets income and interets income by loans recorded a drop, whici is
below 2%, and at the same time there was a decerase in total interest expenses and interets
expenses by deposits by 13% i.e. 16% in the period observed.

Thereby, in the period observed the average active interest rates decerased from 3.36% to
2.98%, with simoultanues decerase of average passive interest rates from 1.00% to 0.79%, and
consequently there was a deccrease in net interest margin, as a difference between average
active and average passive interest rates from 2.36% to 2.19%.

The total operating income, which amounts to BAM 329.5 million as of 30.09.2018, record a
continues growth in the comparative period 2016.-2018, which is in absolute and relative term
more significnat in the period 30.09.2016.-30.09.2017. In the structure of the total operating
incomes, the highest share have incomes based on service fees, which amount sto BAM 218.3
million or 66.3%, where this category of operaing incomes comapre dto the same period of the
previous business year, increased by the amount of BAM 19 million or 9.5%. Income based on
foreign exchange operations amount sto BAM 45.7 million and have a share of 13.9% in the
total operating incomes, and compard to the same period of the previous business year were
increased by the amount of BAM 6.4 million or 16.2% . Other operating income, which amount
sto BAM 40.6 million or 12.3% in the total opearting expenses, compared to the same period
of the previous business year were down by the amount of BAM 8.6 million or 17.4%. The
share of other categories of opertaing income ( income based on loan fees, off-blanace and
trading activities) is not higher than 5% in the total operating incomes.
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The total business and direct expenses amounts to BAM 155.3 million as of 30.09.2018 and
they are at the approxiamtely the same level as in the same period of 2017 (decerase by 0.1%),
and in their structure the costs of value adjustemnet for risk-weighted assets, reservations for
potential commitmnets and other value adjuzstements amounts to BAM 63.4 million, which
makes 40.8% of the total business and idrect expenses, while other business and direct expenses
amounts to BAM 91.9 million or 59.2% of the total business and direct expenses.

A slight increase of the total operating expenses by 1.6% compared to 30.09.2017 is the result
of presented increase of salary and contrubitions expenses by 4% and business premises, other
fixed asets and utilities by 0.5%, with simoultanesous decrease of other operating expenses by
2.3%.

The total income structure is provided in the table below:

-000 BAM-
Table 28: Total Income Structure
Total Income Structure 30.09.2016. 30.09.2017. 30.09.2018. Index
Amount % Amount % Amount %
1 2 3 4 5 6 7 8=(412) 9=(6/4)
I Interest income and similar income
Interest-bearing deposit accounts at
dep.institutions 1.185 0,2 1.886 0,2 3.183 04 159 174
Loans and leasing facilities 502.582 60,1 501.082 57,1 493.134 55,8 100 98
Other interest income 59.592 7,1 62.307 71 58.657 6,6 105 94
Total I 563.359 67,4 565.275 64,4 554.974 62,8 100 98
11 Operating income
Service fees 206.479 24,7 224.170 255 242.948 275 109 108
Income from FX deals 38.580 4,6 39.298 4,5 45.651 52 102 116
Other operating income 27.835 33 49.390 5,6 40.883 4,5 177 83
Total 11 272.894 32,6 312.858 35,6 329.482 37,2 115 105
Total income (1+11) 836.253 100 878.133 100 884.456 100 105 101
The total expenses structure is provided in the table below:
-000 BAM-
Table 29: Total Expenses Structure
30.09.2016. 30.09.2017. 30.09.2018.
Total Expenses Structure Amount % Amount % Amount % Index
1 2 3 4 5 6 7 8=(4/2)  9=(6/4)
| Interest expenses and similar expenses
Deposits 108.927 16,4 95.361 14,7 79.870 12,5 88 84
Liabilities based on loans and other borrowings 8854 13 8.036 1,2 6.835 11 91 85
Other interest expenses 7.775 1,2 10.258 16 12.033 19 132 117
Total | 125556 18,9 113655 17,6 98.738 15,5 91 87
| Total non-interest bearing expenses
Costs of value adjustment of risk-weighted
assets and
provisions for contingent liabilities and other 66.237 9,9 71.044 11 63.377 9,9 107 89
value
adjustments
Costs of salaries and contributions 180.480 27,1 183.178 28,3 190.459 29,9 101 104
Costs of business premises and depreciation 109.094 16,4 111975 17,3 112.560 17,6 103 101
Other business expenses and direct expenses 72274 10,9 84.112 13 91.893 14,4 116 109
Other operating expenses 112.377 16,9 82.624 128 80.758 12,7 74 98
Total 11 540462 81,1 532933 824 539.047 84,5 99 101
Total expenses (1+11) 666.018 100 646.588 100  637.785 100 97 99

The table below provides an overview of key ratios for the assessment of profitability,
productivity and efficiency of banks’ operations:

-in %-
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apble 30: Profitan Prod ana e Ratlos by Perioo
Ratios 30.09.2016. 30.09.2017. 30.09.2018.

Profit from average assets 1 1,2 1,2
Profit from average total capital 6,4 8,2 8,5
Profit from average share capital 14,8 19 19,9
Net interest income/average assets 2,5 2,4 2,2
Operating income/average assets 1,6 1,7 1,6
Total income/average assets 4,1 4 3.8
Business expegses and direct expenses / 08 08 07
average assets

Operating expenses/average assets 2,3 2 18
Total non-interest expenses/average assets 3,1 2,8 2,6

When analaying the presente dindicators for the banking system of the FBiH it should be taken
into account that in relative term the total assets and average assets in the period 30.09.2017 .-
30.09.2018 recorded a higher growth compared to the growth of average total and share capital,
income and expenses.

It is evident that return on average assets remained unchanged, while return on average total
and share capital recorded a slight growth compared to 30.09.2017, while obsrevd in three years
period the higher growth is presented as of 30.09.2017 than as of 30.09.2016. Net interest rate
compare dto average assets in the period observed records a constant drop, whil eoperating
income comnpared to average assets mainly stable, consequengtly total income compared to
average assets, as an indicattor of producitivity of the banking sector in the FBiH, recordsa a
constant decrease.

Business and direct expenses compare do average assets are mainly stable, while operating
expenses compare dto average assets recored a constant drop, and consequently the total non-
interest expense compared to the average assets.

The profitability indicators of the banking sector in the FBiH are the most significantly affected
ba indicators of the asset quality, efficiency in managemnt, i.e. in control of oeprating income
and expenses. In this connection is maintaining of the positive trend of credit growth, with
application and compiliance of prudential lending standrads in the process of credit approval
and adequate assesment and coverage of risk-weighted assets by value adjustements, i.e.
reservations for potential commitmnets and other value adjustements. In addition, the financial
result of banking sector operations in the FBiH will be to the great extend under influence of
price and interets risk, as on the side of availbaility of funding sources and price trends in bank
funding sources, thus the possibility to achieve adequate level of net interets margin to ensure
stable and adequte capitalization, and satisfactory retunr on invested capital for bank owners.
The quality of the overall managemnt system in the banks is of the key importnace, and under
it adequate and efficinet functioning of the risk managemnt system, and risk assessmnet of the
bank business model in the context of fulfillmnent of regulatory requirements and long-term
profit sustainabilty.

1.2.6. Weighted NIR and EIR

To ensure a greater transparency and to facilitate comparability of banks’ loan approval and
deposit taking terms, as well as to ensure customer protection by means of introduction of
transparent disclosure of loan approval costs, i.e. deposit income, all in accordance with the
international standards, criteria and practices in other countries, the FBA has prescribed a
uniform manner of calculating and disclosing the EIR for all banks seated in the FBiH as well
as the organizational units of banks seated in RS and operating on the territory of the FBiH,

22 Expenses also include value adjustment costs.
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including a mandatory reporting to the FBA on weighted NIR and EIR on loans approved and
taken deposits for the reporting month, all of it in accordance with the prescribed
methodology?3.

The table below shows an overview of weighted average NIR and EIR on loans at the banking
sector level and for two key customer segments (corporate and retail) for the listed reporting

periods:
-in %-

Table 31: Weighted Average NIR and EIR on Loans

Decerintion 03/2017.  06/2017. 09/2017. 12/2017. 03/2018. 06/2018. 09/2018.
P NR ER _NR_ER__NR ER __NIR _ER_NR_ER _NR_ER__NR_ER
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

1. Weighted IR on 3,07 332

short-term 327 354 325 353 204 316 284 314 275 310 304 405

oans

1.1, Corporate 321 34 318 34 299 319 28 306 278 303 27 299 257 280

1.2 Retail 83 1519 794 1451 857 1576 7.75 1438 796 1586 744 1479 684 1450

2. Weighted IR on 528 6,44

long-term 550 658 532 63 428 506 514 626 453 548 457 546

oans

2.1. Corporate 443 469 400 433 419 470 334 367 419 458 36 380 343 370

2.2, Retail 646 796 631 789 621 790 596 751 577 736 54 696 547 688

36;?&‘""’9'9”9(’ IRon 437 408 414 474 3% 461 357 405 379 444 36 424 366 462

3.1 Corporate 353 374 341 364 328 354 305 329 300 337 298 328 277 300

3.2, Retail 649 809 635 805 627 809 600 767 581 751 544 741 577 855

For the purpose of loan users, when analysing a trend of intrest rates it is relevant to follow up
a trend of weighted EIR, since it is include all costs that user should pay, and which are directly
connected to th eloan i.e. conditions for the loan approval and which are also included in the
calculation of loan price (for instance, loan processing costs, cost of the insurance premium
with natural persons if it is one of the condition for loan approval, then other costs related to
additional services paid by the client, and which presents condition for loan approval).

It is evident that within period observed, EIR on short-term loans had continues trend of
decreasing up to June 2018, that in the third quarter of 2018 recorded a growth, in a both sectors
(corporate and retail). In a case of long-term loans there is decreasing EIR trend over 2017, in
a both sectors. Consequently, in th ethird quarter of 2018, there is increase for the overal
weighted EIR on loans, wherein loans approved to retail recorded a decreasing trend, and for
corporaate loans increasing trend in terms of EIR.

Weighted NIR and EIR on term deposits for the banking sector, for mentioned reporting periods
are shown in the table below:

-in %-
Table 32: Weighted Average NIR and EIR on Deposits

03/2017. 06/2017.  09/2017.  12/2017.  03/2017.  06/2018. 09/2018.

NKS EKS EKS EKS NKS EKS NKS EKS NKS EKS NKS EKS NKS EKS

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

1. Weighted IR on short-term deposits 0,37 0,37 029 0,29 0,72 0,72 0,27 0,27 0,21 0,21 0,28 0,27 0,41 0,38
1.1. Up to three months 0,36 037 022 023 084 084 025 025 031 031 03 0,28 055 049
1.2. up to one year 041 041 057 058 062 062 039 039 0,07 007 024 024 024 0,24
2. Weighted IR on long-term deposits 146 148 141 144 117 118 1,13 114 1,12 112 099 1,01 135 135
2.1. up to three years 131 133 135 138 098 0,99 1,01 1,02 091 091 088 089 0,95 095
2.2. more than three years 194 19 1,72 1,74 1,78 1,79 151 151 145 145 133 135 1,82 1,82

23 Decision on Uniform Method of Calculation and Disclosure of Effective Interest Rate on Loans and Deposits
(Official Gazette of Federation of BiH, No. 48/12 — consolidated text and 23/14) and Instructions for Calculation
of Weighted Nominal and Effective Interest Rate.
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| 3. Total weighted IR on deposits 0,62 063 074 0,76 096 097 05 05 06 06 043 042 0,78 0,76 |

When analysing trend of weighted average interest rates accoridng to data presented, it might
be noticed that, with an exception of the third quarter of 2017 and third quarter of 2018, EIR on
short-term deposits had decreasing trend, with a difference between up three-months term
deposits and those up to one year. In a case of long-term deposits, a continuous trend of
decrease in EIR was by the June 2018, while in the third quarter of 2018, an increase was
recorded, from 1.01% to 1.35%, with a different trends for term deposits up to three years and
more than three years.

Data on the total weighted interest rates on deposits, shows that over the first three quarters
there was increase, while in the last quarter there was a drop, afterward in 2018 theer were
ocilations over the quarters, since in the first quarter there was a slight increase compared to the
end of 2017, followed by drop in a second quarter and again increase of EIR on deposits in the
third quarter. The aforementioned indicates on changes of deposit policies in the banks, i..e
interest rates policies.

Weighted interest rates on loans related to transaction account overdraft facilities and call
deposits, for periods observed, are provided in the table below:

-in %-

Description 03/2017.  06/2017.  09/2017. 12/2017.  03/2018.  06/2018.  09/2018.

NIR EIR NIR EIR NIR EIR NIR EIR NIR EIR NIR EIR NIR EIR

1 2 3 4 5 6 7 8 9 10 11 12 13 12 13
1. Weighted IR on loans - overdraft facilities 6,78 7 666 689 671 697 642 669 627 652 629 6,55 6,27 654
2. Weighted IR on call deposits 0,04 0,04 0,03 0,03 0,03 0,03 0,03 0,03 0,02 0,02 0,02 003 0,02 0,03

In September 2018, the weighted EIR on total overdraft facilities for the banking sector in the
FBiH amounted to 6.54% and it is slightly down compared to June 2018, for 0.01 percentage
points, while for call deposits is at the same level (0.03%).

The comparative figures for 30.09.2018 and the same period of 2017 shows decreasing trend
in relation to the weighted EIR on account ovedrafts facilities, from 6.97% to 6.54% (decerase
of 0.43 percentage points), and also a stable level of weighted EIR on call deposits within the
same period.

1.2.7. Liquidity

Along with credit risk management, liquidity risk management is one of the most important and
most complex segments of banking operations. Liquidity maintenance within the market
economy is a permanent obligation of the bank and the basic precondition for its sustainability
on the financial market, along with being a key assumption for establishing and preserving trust
in the banking sector of any country as well as in its stability and safety.

The liquidity of the banking sector in the FBiH is assessed to be satisfactory, considering the
share of liquid assets in total assets as well as the maturity adjustment of financial assets and
financial liabilities. Given the high correlation between credit risk, the dominant risk in banks'
operations, and liquidity risk, one of the most important factors impacting the liquidity position
of banks is the banks' ability to adequately manage their assets and liabilities, which
encompasses obtaining assets with good performances and the quality which ensures that bank
loans, along with interest are repaid in accordance with maturity dates.
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The Decision on Liquidity Risk Management in Banks prescribes the minimum qualitative
requirements for liquidity risk management in banks, including prescribed risk management
standards in banks, quantitative requirements for banks in terms of the LCR and ensurance of
stable funding sources, as well as the use of additional mechanisms for liquidity risk monitoring
and assessment.

In the structure of founding sources for the banking sector as of 30.09.2018, the largest share
of 78.9% refers to deposits, followed by loans taken (including subordinated debt) with a share
of 4.7%. Loans taken have longer maturities and represent a quality source for the approval of
long-term loans, while also improving the maturity adjustment of assets and liabilities items,
although a downward trend of the aforementioned has been evident for an extensive period of
time.

The maturity structure of deposits by remaining maturity is shown in the table below:

-in 000 BAM-
Table 34: Maturity Structure of Deposits by Remaining Maturity
Deposis 31.12.2016. 31.12.2017. 30.09.2018. Index
P Amount Share % Amount Share %  Amount Share %
1 2 3 4 5 6 7 8=(4/2) 9=(6/4)
2:;’;;‘95 and call deposits (Up 0 7 ;969 435 561 9227317 583 10233334 60,1 116 111
7-90 days 690.281 49 988.235 6,2 820.104 48 143 83
91 day and up to one year 1.982.775 14 2.144.316 13,6 2.800.938 16,5 108 131
1. Total short-term 10.634.494 75 12.359.868 78,2  13.854.376 81,4 116 112
Up to 5 years 3.344.169 23,6 3.280.639 20,7  2.979.083 17,5 98 91
More than 5 years 197.611 14 174.216 1,1 190.385 1,1 88 109
2. Total long-term 3.541.780 25 3.454.855 218  3.169.468 18,6 98 92
Total (1 +2) 14.176.274 100 15.814.723 100  17.023.844 100 112 108

As of 30.09.2018, short-term deposits by remaining maturity held a share in the amount of
81.4%, while long-term deposits held a 18.6% share in total deposits. Compared to the end of
2017, short-term deposits increased by BAM 1.5 billion or 12%, while long-term deposits
recorded a decrease in the amount of BAM 285 million or 8%. The share in total deposits had
increase by 3.2 percentage points with short-term deposits, i.e. decrease in case of long-term
deposits compared to the end of 2017.

When analysing the structure of long-term deposits, it is evidently dominated by deposits with
remaining maturity of up to 5 years (94% of long-term deposits and 17.5% of total deposits).
Deposits with remaining maturity of over 5 years recorded an increase in the amount of BAM
16 million or 9%.

An overview of the main liquidity indicators is given in the table below:
-in %-

Table 35:Liquidity Ratios

Ratios 31.12.2016. 31.12.2017. 30.09.2018.
1 2 3 4
Liquid Assets?/ total assets 28,4 30,2 31,1
Liquid assets/short-term financial liabilities 47,1 47,6 46,9
Short-term financial liabilities/total financial liabilities 71,9 74,9 78
Loans/deposits and loans taken 2 81,7 79,2 78,6

24 In narrow terms, liquid assets are: cash and deposits and other financial assets with remaining maturity of less than 3 months
(excluding interbank deposits

25 Empirical standards are: below 70% - very sound, 71%-75% - satisfactory, 76%-80% - marginally satisfactory, 81%-85% -
insufficient, over 85% - critical
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| Loans/deposits, loans taken and subordinated debts?® 81 78,5 78 |

Indicator- the loans/deposits and loans taken ratio, as of 30.09.2018 was 78.6%, that is 0.6
percentage points lower compared at the end of 2017. The ratio is above 85% with respect to
six banks. The share of short-term financial liabilities in total financial liabilities is still high,
but the liquid assets/total assets ratio is continuously satisfactory.

A very important aspect of the monitoring and analysis of the liquidity position is the maturity
adjustment of remaining maturities of financial assets and liabilities items in accordance with
the time scale created to capture a time horizon of 180 days?’. For the purpose of planning the
required level of liquid assets, banks need to plan the sources of funding and structure of
adequate liquidity potential, which is also tied to plans for their credit policy. Loan maturity,
i.e. the maturity of the loan portfolio, is determined precisely by the maturity of sources of
funding. Since maturity transformation of funds in banks is inherently related to the functional
characteristics of banking operations, banks are required to continuously control and maintain
maturity mismatches between sources of funding and loans in accordance with the prescribed
minimum limits

The following table provides an overview of the maturity adjustment of financial assets and
liabilities — up to 180 days:

-in 000 BAM-

Table 36: Maturity Adjustm i i Liabilities — up to 180 Days
Description 31.12.2016. 31.12.2017. 30.09.2018. Index
Amount Amount Amount
1 2 3 4 5=(3/2) 6=(4/3)
1 1-30 days
1. Financial assets 7.515.361 8.462.124 9.385.405 113 111
2. Financial liabilities 7.909.801 9.193.511 10.165.290 116 111
3. Difference (+ or -) = 1-2 -394.440 -731.387 -779.885 - -
Calculation of prescribed requirement in
%
a) Actual %= no. 1/no. 2 95% 92% 92,3%
b) Prescribed minimum % 85% 85% 85%
Plus (+) or minus (-) =a-b 10% 7% 7,3%
11. 1-90 days
1. Financial assets 8.384.767 9.416.671 10.411.425 112 111
2. Financial liabilities 8.476.151 10.041.101 10.813.701 118 108
3. Difference (+ or -) = 1-2 -91.384 -624.430 -402.276 - -
Calculation of prescribed requirement in
%
a) Actual %= no. 1/no. 2 98,9% 93,8% 96,3%
b) Prescribed minimum % 80% 80% 80%
Plus (+) or minus (-) =a-b 18,9% 13,8% 16,3%
111. 1-180 days
1. Financial assets 9.387.062 10.476.675 11.411.361 112 109
2. Financial liabilities 9.263.730 10.734.265 11.863.925 116 111
3. Difference (+ or -) = 1-2 123.332 -257.590 -452.564 - -
Calculation of prescribed requirement in
%

2 The previous ratio was expanded and sources now include subordinated debt, thus being a more realistic indicator.

28 Article 41 of the Decision on Liquidity Risk Management in Banks (Official Gazette of the Federation of BiH, No. 81/17):
,»Until the introduction of the NSFR referred to in Article 34 of this Decision, as a mandatory quantitative requirement towards
banks, banks shall apply and report on the maturity adjustment of financial assets and financial liabilities and the structure of
the largest sources, and thus accordingly, Article 6, paragraph (3), item 1, Art. 6a, 6b, 11, paragraph (2) and 12 of the Decision
on Minimum Standards for Liquidity Risk Management in Banks shall remain applicable (Official Gazette of the Federation
of BiH, No. 48/12, 110/12 and 45/14)*. The prescribed percentages for the maturity adjustment of financial assets and liabilities
are as follows: min. 85% of sources of funding with maturity of up to 30 days must be used for facilites with maturity of up to
30 days, min. 80% of sources of funding with maturity of up to 90 days must be used for facilities with maturity of up to 90
days, and min. 75% of sources of funding with maturity of up to 180 days must be used for facilities with maturity of up to 180
days.
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a) Actual %= no. 1/no. 2 101,3% 97,6% 96,2%
b) Prescribed minimum % 75% 75% 75%
Plus (+) or minus (-) =a-b 26,3% 22,6% 21,2%

Based on the data presented, it is found that, as of 30.09.2018, banks have adhered to prescribed
limits and achieved a better maturity adjustment of financial assets and liabilities in relation to
the prescribed limits.

The graph below shows the trend of the maturity adjustment of financial assets and liabilities
in the period May-September 2018, by period of time and recorded maturity adjustment
percentages in relation to the legally defined minimum standards. The maturity adjustment
percentages are above the prescribed minimum in all five periods:

Graph 14: Maturity Adjustment of Financial Assets and Financial Liabilities — up to 180 Days by

Period
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As of 30.09.2018, financial assets for all three intervals were lower than financial liabilities,
due to the increase in financial liabilities, primarily deposits, being higher than the increase in
financial assets (mostly cash funds and net loans).

Achieved maturity adjustment percentages are for intervals of 1-30 days and 1-90 days higher
than at the end of 207, and maturity adjustment percentage for interval of 1-180 days is lower
than at the end of 2017 (-1.4 percentage points) but still significantly above the prescribed
minimum by 7.3% in the first interval, 16.3% in the second interval, and 21.2% in the interval.

The liquidity of the banking sector in the FBIiH is assessed to be satisfactory, considering the
share of liquid assets in the total assets and maturity adjustemnet of financial assets and
financial liabilities. Since this business segment and the exposure level to liquidity risk
correlate with credit risk (lower inflows of liquid assets related to problems with loan
collectability), and also considering other important factors (maturity structure of deposits,
repayment of loan commitments due and significantly lower indebtedness with international
financial institutions, which was the best source of funding for banks in the past years from the
aspect of maturity), it should be emphasized that liquidity risk management and monitoring
should be the focus of banks by means of establishing and implementing liquidity policies that
will ensure the settlement of all liabilities due in a timely manner, and based on continuous
planning of future liquidity needs, taking into account changes in operating, economic,
regulatory and other conditions of the banks' business environment.

1.2.8. Foreign Exchange (FX) Risk
In their operations, banks are exposed to risks originating from possible losses related to balance

sheet and off-balance sheet items, incurred due to market price changes. One of these risks is
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FX risk arising as a result of changes in exchange rates and/or unadjusted levels of assets,
liabilities and off-balance sheet items denominated in the same currency — individual FX
position or all currencies of the bank's operations together — total FX position of the bank

In order to ensure the implementation and realisation of prudential principles related to FX
activities of banks and to reduce FX risk effects on their profitability, liquidity and capital, the
FBA has adopted the Decision on Foreign Currency Risk Management in Banks?, which
prescribes the method for calculating the FX position and the maximum allowed exposure to
foreign currency risk, i.e. limits for the open individual and total FX position (long or short)
calculated in relation to the eligible capital of the bank?. To ensure that the FBA monitors the
banks' compliance with the regulated limits and their exposure level to FX risk, banks are
required to report to the FBA on a daily basis. Based on the review, monitoring and analysis of
the submitted reports, it can be concluded that banks adhere to regulated limits and conduct
their FX activities within such limits.

Although the share of EUR dominates in the currency structure of financial assets, the
management of FX risk of banks for this currency is significantly determined by the fact that
the CBBH functions as a currency board, with the EUR being the anchor currency.

As of 30.09.2018, at the level of the banking sector, foreign currency items in the currency
structure of banks amounted to BAM 3 billion and held a 14.1% share (at the end of 2017, these
items amounted BAM 2.3 billion or 11.2%).

The currency structure of liabilities is quite different since the share of foreign currency
liabilities is much higher and equals BAM 8.1 billion or 37.5% (BAM 7.7 billion at the end of
2017, with a 38.2% share).

The table below provides the structure and trend of financial assets and financial liabilities and
FX positions for the EUR as the key currency and the total FX position at the level of the
banking sector:

-in million BAM-
Table 37: FX Adjustment of Financial Assets and Liabilities (EUR and Aggregate)®
31.12.2017. 30.09.2018. Index
Description EUR TOTAL EUR TOTAL EUR UKUPNO
Amount  Share% Amount Share% Amount Share% Amount  Share% (6/2) (8/4)
1 2 3 4 5 6 7 8 9 10 11
| Financial Assets
1. Cash 906 11 1.349 15,2 1.623 17,7 2.105 215 179 156
2. Loans 27 0,3 28 0,3 188 2,1 188 1,9 696 671
gl'ahcs’g”s withacurrency ¢ 415 777 6.429 724 6519 712 6528 667 102 102
4. Other 721 8,7 884 10 611 6,7 750 77 85 85
5. Other financial assets 188 23 188 2.1 217 24 218 22 115 116
with a currency clause
Total (1+2+3+4) 8.257 100 8.878 100 9.158 100 9.789 100 111 110
Il Financial liabilities
1. Deposits 6.076 74.4 6.725 76,2 6.363 74,1 7.032 759 105 105
2. Loans taken 813 9,9 813 9,2 847 9,9 847 9,1 104 104
3. Deposits and loans 1107 135 1107 125 1185 138 1185 128 107 107
with a currency clause.
4. Other 176 2,2 180 2 188 2,2 202 22 107 112
Total (1+2+3+4) 8.172 100 8.825 100 8.583 100 9.266 100 105 105
111 Off-balance sheet

28 Official Gazette of the Federation of BiH, No. 81/17.

29 Article 3 of the Decision on Foreign Currency Risk Management in Banks defines the following limits: for the individual
FX position — up to 30% of the eligible capital for EUR, up to 20% for other currencies and up to 30% for the total FX position
of the bank

30 Source: Form 5 — FX position.
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1. Assets 98 147 114 175
2. Liabilities 218 225 534 539
IV Position

Long (amount) 155 161
% 6,6% 6,8%
Short 36 27

% 1,60% 1,20%

Allowed 30% 30% 30% 30%
:?r‘;'i‘;‘” the allowed 28,4% 28,8% 23,4% 23.2%

If the structure of foreign currencies in the finanacial assets 3! is analysed, the dominant share
is held by EUR with 79,6% (on 31.12.2017 it was 73,2%), with an increase of nominal amount
from BAM 1.7 billion to BAM 2.4 billion. The share of EUR in liabilities is 91.5% and it is at
the same level as of 31.12.2017 with an increase of nominal amount in the amount of BAM 332
million.

FX risk exposure calculation also includes the amount of indexed financial assets items (loans
and other financial assets) and financial liabilities items *2, which is particularly significant on
the assets side (BAM 6.7 billion or 68.9%), which is decrease in the amount of BAM 129
million or 2% compared to the end of 2017 (BAM 6.6 billion or 74.5%). N Other FX items on
the assets side hold a share of 31.1% or BAM 3 billion with the following structure: items in
EUR amounts to BAM 2.4 billion or 24.7%, (31.12.2017 it was BAM 1.7 billion or 18.6%) and
other currencies amounts to 6.4% or BAM 0.6 biliion (31.12.2017 it was BAM 0.6 billion or
6.8%). Out of the total net loans (BAM 12.8 billion), 51% have a currency clause (mostly
pegged to the EUR (99,8%).

As for the funding sources, the structure of financial liabilities conditions and determines the
structure of financial assets items for every currency individually. In respect to FX liabilities
(BAM 9.3 billion), the largest share in the amount of BAM 7.4 billion or 79.8% refers to items
in EUR, mostly deposits (as it was case at the end of 2017, when EUR liabilities amounted to
BAM 7.1 billion and held a share of 80.1%).

The amount of indexed financial liabilities in the last few years has had an upward trend. The
increase in indexed financial liabilities (almost all relate to deposits) is conditioned by the
outflow of deposits and loan commitments in foreign currencies, which have been a source of
loans approved with a currency clause, as well as by the continuously high amount of loans
with a currency clause.

When observed by banks and at the level of overall banking sector of the FBiH, it can be
concluded that FX risk exposure of banks and the banking sector in the first half of 2018
fluctuated within the prescribed limits. As of 30.09.2018, the long FX position was recorded
with 11 banks and the short position with 4 banks. At the sector level, there is a long FX position
of 6.8% of the total eligible capital of banks, which is 23.2 percentage points lower than
allowed. The individual FX position for the EUR was 6.6%, which is 23.4% lower than allowed,
with financial assets items being higher than financial liabilities (net long position).

31 Izvor: Izvjestaj o deviznoj poziciji banke: dio finansijske aktive (u stranim valutama denominirana u BAM). Finansijska
aktiva se iskazuje po neto principu, odnosno umanjena za ispravke vrijednosti i rezerve za potencijalne obaveze.

32U cilju zastite od promjena deviznog kursa banke ugovaraju odredene stavke aktive (krediti) i obaveza s valutnom klauzulom
(propisom je dozvoljena samo dvosmjerna valutna klauzula).
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1.3. Recommendations for the banking sector

Considering the significant, demanding and comprehensive processes related to the reform of

the regulatory framework for banking operations and supervision and the establishment of a

new framework for bank resolution, the start of a multi-year project of shifting from the existing

CAMELS-based supervisory methodology to a completely new supervisory framework — the

SREP, the establishment of a new framework of supervisory reporting together with a gradual

transition from existing reporting forms, in order to maintain the continuity of banking

supervision and gradually adjust to the new method of assessing risk profiles of banks, in 2018,

the FBA has continued to strengthen the supervisory capacities in order to implement the new

regulatory framework in accordance with the BL, the LoBA and the set of regulations adopted

on their bases. In the period to come, the FBA will continue its activities to further

harmonisation of the regulatory framework with the relevant EU Directives, international

standards and best supervisory practices, which is part of the preparations of BiH for the EU

accession.

In accordance with its prescribed competences for banking supervision in the FBiH, the FBA

will continue to undertake measures and activities to preserve and strengthen the stability of the

banking sector and protection of depositors, as well as to improve the safe, high-quality and

legitimate operations of banks in the FBiH.

The aforementioned measures and activities will be in particular directed towards the

continuation of banking supervision, with a focus on:

= control of the dominant risk segments of operations banks of systemic importance for the
development of lending activities and banks in which large amounts of savings and other
deposits are concentrated, applied practices in banks in the segment of protection of users of
financial services and guarantors, etc;

= capital strengthening of banks, especially those with above-average assets growth and banks
with a decrease in the capital adequacy ratio;

= monitoring the application of IFRS 9, with the aim of adequately evaluation of financial
assets and allocating reserves for expected loan losses in the function of maintaining
adequate capitalisation of banks in the FBiH,;

= systematic monitoring of banks' activities on the application of AML/CTF standards and
improvement of cooperation with other competent institutions in this segment;

= establishment, expansion and improvement of cooperation with competent supervisory
bodies for supervision of EU banking groups whose members are seated in the FBiH, as well
as other countries, with the aim of more efficient supervision and improvement of
supervisory practices, as well as cooperation and exchange of information with the ECB and
the EBA in terms of supervision and banking regulation, and with international financial
institutions;

= improvement of cooperation through the signing of new Cooperation Agreements with
relevant institutions in BiH that are included in the institutional framework for supervision,
crisis management and systemic risk management, protection of users of financial services,
and

= continuation of cooperation with the BA BiH with the aim of improving the operations of
banks, the compliance of their operations with regulations, international standards and rules
of the profession, as well as the requirements of the market, etc.

Based on the prescribed competences, the FBA will continue to undertake measures and
activities with the aim of implementation the measures of FSAP Mission, and for the objective
of improvement the quality of supervision of the banking sector, as well as the obligations
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assumed by the Letter of Intent signed by the governments in BiH as part of the arrangement
with the IMF, which refer to the entity banking agencies, the projects of strengthening banking
supervision within the framework of technical assistance provided by the international financial
institutions WB and IMF, and within the USAID FINRA project, etc.

The realisation of these activities is conditioned by continuous engagement and harmonised
institutional actions of all parts of the system, judicial, legislative and executive authorities,
efficient implementation of economic reforms in the real sector, in order to harmonise the
achieved progress in the monetary sphere and the banking sector, improvement of legislation
in the segments of accounting and auditing, asset management, establishment of a mechanism
for out-of-court settlement of corporate debts, security and protection of monetary assets in
treasuries and cash registers of banks and in transport, resolving or mitigating overindebted
citizens, special court departments for the corporate segment, etc. which is a prerequisite for
creating a more favourable overall economic environment that would stimulate the banking
sector, the real corporate and retail sector.

The undertaking of supervisory measures and activities presupposes continuous operational
improvement of the information system as an essential prerequisite for efficient supervision of
banking operations, i.e. information support in the function of warning and preventive actions
in eliminating weaknesses in banking operations, permanent education and professional
training of staff.

Due to the special role and responsibilities of banks in the financial system and the overall

economic system, the achieved level of development of the banking sector in the FBiH and the

fact that retail deposits represent the dominant source of funding for banks, in the period to

come banks are expected to focus their activities on the following:

= credit support to the corporate and retail segment, applying the prescribed requirements in
terms of credit risk management and maintaining adequate capitalisation in relation to the
risk profile of the bank;

= efficiency of an integral risk management system and improvement of early identification
system for increased credit risks, i.e. deterioration of loan portfolio quality, and more
efficient management of NPL;

= adjustment of business operations with the new regulatory requirements for banking
operations and supervision;

= consistent and full application of IFRS 9, together with adequate documentation of the first
application of the aforementioned and comparative data relative to 1AS 39;

= consistent application of regulations in the AML/CTF segment, protection of users of
financial services and guarantors, security and protection of money in the bank and in
transport, and

= active participation in the implementation of reform measures and measures to address the
problem of over indebtedness of citizens, as well as financial consolidation of companies,
etc.

2. SECTOR OF NON-DEPOSIT FINANCIAL INSTITUTIONS
2.1. MICROCREDIT SECTOR
2.1.1. THE STRUCTURE OF MICROCREDIT SECTOR IN THE FBiH
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2.1.1.1. Status, Number and Branching

As 0f 30.09.2018, 12 MCO have the FBA's operating licence, 11 of which are MCF (non-profit
organisations) and 1 of which is an MCC (profit organisation).

According to data from the Registry of Microcredit Organisations and their organisational units,
which is maintained by the FBA in line with Article 13 of the LoMCO, there was a total of 356
organisational units of MCO seated in the FBiH, as of 30.09.2018, that is 58 organisational
units or 19.5% more compared with data from 31.12.2017. As of 30.09.2018, four microcredit
organisations seated in RS perform their operations in the FBiH through 42 organisational units,
that is increase for three organisational units or 7.7% compared with 31.12.2017.

Annex 8 includes the general information on MCF and MCC, which have the FBA's operating
licence for micro lending business operations as of 30.09.2018.

2.1.1.2. Ownership structure

An MCO is a legal entity which, in accordance with regulations, may be established and may
operate as an MCF or an MCC. MCFs in the FBiH have been established by non-governmental,
mostly humanitarian organizations, citizens' associations, and natural persons. The founders are
entitled to be registered as founders without capital ownership rights on the basis of the donated
capital for the establishment of MCFs. One MCC is 100% owned by one MCF.

2.1.1.3. Structure of Human Resources

As of 30.09.2018, the total headcount of the microcredit sector was 1 482, which is up by 85
persons or 5.9% compared to 31.12.2017. MCF (11) employ 1 198 persons or 80.8% and MCC
284 employees or 19.2%.

Data on number and qualification structure of the employees are presented in the table below:

Table 38: Qualification Structure of Employees |

Educational qualifications Number of employees Index
31.12.2016. 31.12.2017. 30.09.2018. (412) (6/4)
1 2 3 4 5 6 7 8 9

University degree 575 46% 680 48,6% 721 48,6% 118 106
Two-year post-secondary school qualification 115 9,2% 135 9,6% 149 10,1% 117 110
Secondary School Qualification 547 43,7% 572 40,9% 600 40,5% 105 105
Other 14 1,1% 12 0,9% 12 0,8% 86 100
Total 1.251 100%  1.399 100%  1.482 100% 112 106

As of 30.09.2018, in the employee structure the highest share is held by the employees with the
university degree - 48,6%, followed by the secondary school qualification of 40,5%, the two-
year post-secondary school qualification share of 10,1%.

It is evident that in the period observed the total number of employees in the microcredit sector
records slight continues growth, which is more evident in 2017 (12%).

2.1.2. FINANCIAL PERFORMANCE INDICATORS

2.1.2.1. Balance Sheet
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As of 30.09.2018, the balance sheet total of MCO amounted to BAM 568.3 million, which is
up by BAM 41.4 million or 7.9% compared to the balance as of 31.12.2017. The balance sheet
total increase is recorded with 7 MCF and 1 MCC compared to the end of the previous year,
where one MCF recorded the same level and 4 MCF recorded a drop. The highest increase was
recorded with MCC, while out of seven MCF which recorded an increase, four MCFs recorded
an increase higher than 10%. Compared to 31.12.2017, the asset drops of more than 10% was
recorded with two MCFs, while third MCF had a drop of less than 10%.

Annexes 9 and 10 of this Information show an overview of the consolidated balance sheet of
MCF and MCC, while the Annex 11 shows an overview of key financial indicators of MCO as
of 30.09.2018.

As of 30.09.2018, the total assets of five MCFs and MCC amounts to BAM 526.5 million, that
is 92.6% of the total assets of microcredit sector.

The aggregated balance sheet of microcredit sector as of 30.09.2018, with comparative data as
of 31.12.2017 is presented in the table below:

-000 BAM-
31.12.2017 30.09.2018
No. Description Balance for Balance for Balance for o Balance for o Index
MCE MCC Total MCE % MCC % Total
1 2 3 4 5=(3+4) 6 7 8 9 10=(6+8) 11
ASSETS
1. Cash 21.989 24841  46.830 51.189 118 5.486 4 56.675 121
2. Facilities to banks 1.210 0 1.210 240 01 0 0 240 20
3. Loans 329.758 81.396 411.154 316.744 73,3 128.854 94,4 445598 108
4. Loan loss provisions 2.716 542 3.258 2.449 0,6 75 06 3.224 99
5. Net loans 327.042 80.854 407.896 314295 72,7 128.079 938 442374 108
Business premises and
6. sther fixed assets 28.383 430 28.813 25.732 6 1161 08 26.893 93
7. Long-term investments 33.061 0 33.061 33.061 7,7 0 0 33.061 100
8. Other assets 8.062 1.243 9.305 7.384 1,7 1.891 14 9.257 100
g, _rovisions for other 158 0 188 148 0 70 195 104
assets items, except loans
Total assets 419.589 107.338  526.927 431.753 100 136.570 100  568.323 108
LIABILITIES
10. Loan commitments. 177.140 68.856 245.996 179.724 41,6 93489 685 273.213 111
11. Other liabilities 21.215 4656 25871 18.638 43 5102 37 23.740 92
12. Capital 221.234 33.826  255.060 233391 541 37979 278 271370 106
Total liabilities 419.589 107.338  526.927 431.753 100 136.570 100  568.323 108
13. Off-balance sheet records 110.554 420 110.974 110.700 1.124 111.824 101

As of 30.09.208, in the assets structure, cash funds amount to BAM 56.7 million or 10%, and
are up by BAM 9.8 million or 21% compared to 31.12.2017. That is the result of decrease in
cash funds, mostly in MCC where in the period observed the cash funds were down by BAM
19.4 million or 78%, on the one hand, and simultaneous increase of cash funds with MCFs in
the amount of BAM 29.2 million which on the other hand presents a growth of 132%.

As of 30