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Responsibility for financial statements

Pursuant to the Law on Accounting and Auditing in Federation of Bosnia and Herzegovina (“Official Gazette
of Federation of Bosnia and Herzegovina”, No. 83/09), the Management Board is responsible for ensuring
that financial statements are prepared for each financial year in accordance with the International Financial
Reporting Standards (IFRS), which give a true and fair view of the state of affairs and resuits of ASA Banka
c.d. Sarajevo (the "Bank”) for that period. IFRS are published by the International Accounting Standards
Board (ASB).

After making enquiries, the Management Board has a reasonable expectation that the Bank has adequate
resources to continue in operational existence for the foreseeable future. For this reason, the Board of
Directors continues to adopt the going concern basis in preparing the financial statements.

In preparing those financial statements, the responsibilities of the Management Board include ensuring that:
= suitable accounting policies are selected and then applied consistently,
= judgments and estimates are reasonable and prudent;

= applicable accounting standards are followed, subject to any material departures disclosed and
explained in the financial statements; and

= the financial statements are prepared on the going concern basis unless it is inappropriate to presume
that the Bank will continue in business.

The Management Board is responsible for keeping proper accounting records, which disclose with
reasonabie accuracy at any time the financial position of the Bank and must also ensure that the financial
statements comply with the Law on Accounting and Auditing in the Federation of Bosnia and Herzegovina.
The Management Board is also responsible for safeguarding the assets of the Bank and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities.

Signed on behalf of the Management Board

Samir Mustafig, Director

ASA Banka d.d. Sarajevo

Trg medunarodnog prijateljstva 25
71000 Sarajevo

Bosnia and Herzegovina
30 March 2017
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| | Deloitte d.o.o.
Zmaja od Bosne 12c
¥ 71000 Sarafevo

Bosnia and Herzegovina

Tel: +387 (0} 33 277 560
Fax: +387 (0) 33 277 561
www.delgitte.com/ba

Independent Auditor's Report

To the shareholders of ASA Banka d.d. Sarajevo:

We have audited the accompanying financial statements of ASA Banka d.d. Sarajevo (the “Bank™), set out on
pages 4 to 50, which comprise of statement of financial position as at 31 December 2016, and the statement of
profit and loss, statement of comprehensive income, statement of changes in equity and cash flow statement for
the year then ended, arid a summary of significant accounting policies and other explanatory notes.

Management’s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with International Financial Reporting Standards, and for such internal controls as Management determines is
necessary to enable the preparation of financial statements that are free from material misstatement, whether
due to fraud or error.

Auditor's responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with International Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements
are free from material misstatement.

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

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

Opinion
In our opinion, the financiai statements present fairly, in all material respects, the financial position of the Bank as

of 31 December 2016, and its performance and cash flows for the year then ended in accordance with the
International Financial Reporting Standards.

Delcitte refers to che or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (*"DTTL" or "Deloitte Global”), its netwark of
merber firms, and their related entities (collectively, the “Deloitte Nebwork™). DTTE and each of its member firms are legally separate and Incependent entities.
DTTL does not provide services to clients. Please see www.deloitte.com/ba/about for a mere detailed description of DTTL and its member firms,

In Bosvia and Herzegovina, the services are provided by Deleitte Ltd. and Deloitte Advisory Services Ltd, (jeintly referred te as "Daloltte Bosnia and Herzegovina™)
which are affiliates of Deloitte Central Europe Hotdings Limited. Delcitte Bosnla and Herzegovina is cne of the leading professional services organizations in the
country providing services in audit, tax, consulting, financial advisory ard legal services through over 45 national and specialized expatriate professionals.

® 2017 Deicitte Bosnia and Herzegovina



Emphasis of matter

We draw the attention to the Note 27 to the financial statements, which describes the situation related to
court proceedings with former and current employees. As at 31 December 2016, former and current
employees of the Bank filed claims against the Bank in the total amount of KM 3,193 thousand, for which
provisions were formed in 2016 in the amount of KM 703 thousand.

Deloitte d.o.0.

S d-Baif{}ano i¢, director and licensed auditor
&—W“ b WL, WO

Sarajevo, Bosijia and Herzegovina
30 March 2017

: abina Softi¢, partner and licensed auditor
Deioitte B

d.o.o,

Zmaja od Boane 12¢
71080 Sarajevo

ID: 4200047380000




Statement of profit and loss
fer the year ended 31 December 2016

(Al amounts are expressed in thousands of KM)

Notes 2016 2015
Interest income 5 12,778 7,068
Interest expense 6 {2,993) (1,945)
Net interest income 9,785 5,123
Fee and commission income 7 4,849 3,272
Fee and commission expense 8 (1,318) (1,154)
Net fee and commission income 3,631 2,118
Other gains, net 9 835 47
Other operating income 10 84 270
Operating income 14,235 7,558
Personnel expenses 11 (5,708) (5,307)
Depreciation and amortization 21 (963) (713)
Administrative expenses 12 (3,848) (1,738)
Expenses from operating activities (10,521) {7,758)
PROFIT / {(LOSS) BEFORE PROVISIONS AND
INCOME TAX 3,716 {200)
Impairment losses and provisions 13 (1,890} 258
PROFIT BEFORE INCOME TAX 1,826 58
income tax expense 14 - (54)
NET PROFIT 1,826 4
Basic and diluted earnings per share {in KM) 37 3.34 0.01

The accompanying notes form an integral part of these financial statements.
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Statement of comprehensive income
for the year ended 31 December 2016

(All amounts are expressed in thousands of KM)

2016 2015
Profit for the year 1,826 4
Other comprehensive income 127 21
Total comprehensive income for the year 1,953 25

The accompanying notes fonm an integral part of these financial statements.
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Statement of financial position
as at 31 December 2016

(All amounts are expressed in thousands of KM)

ASSETS

Cash and cash equivalents

Obligatory reserve at the Central Bank

Loans and receivables

Financial assets at fair value through profit and loss
Financial assets available for sale

Financial assets held to maturity

Property and equipment

Deferred tax assets

Other assets

TOTAL ASSETS

LIABILITIES

Borrowings and due to banks
Liabilities for received deposits
Subordinated debt

QOther liabilities

Provisions

EQUITY

Shareholders’ equity

Own / treasury shares

Regulatory reserves

Reserves

Revaluation reserves for investments
(Accumulated loss) / retained earnings

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

FINANCIAL COMMITMENTS AND CONTINGENT
LIABILITIES

The accompanying notes form an integral part of these financial statements.

Notes

15
16
17
18
19
20
21
14
22

23
24
25
26
27

27

Signed on behalf of ASA Banka d.d. Sarajevo on 30 March 2017:

o S

[

l-/Diylector - X

Samir Mustafi¢

31 December

31 December

2016 2015
47,728 41,198
54,408 22,535
247,090 94,445
8,090 122
31,807 22,250
1,756 23,862
11,446 6,658
137 137
5,905 455
408,367 211,662
3,289 247
324,529 154,602
8,118 -
2,244 3,796
1,122 504
339,302 159,149
65,870 46,390
(2,053) -
231 231
7,479 5,867
80 21
(1,642) 4
69,065 52,513
408,367 211,662
27,001 16,427

Direélor/ of Finance and
Accounting

Azemina Smailbegovié

ASA Banka d.d. Sarajevo



Statement of cash flows
for the year ended 31 December 2016

(All amounts are expressed in thousands of KM)

2016 2015

Operating Activities
Profit before taxation 1,826 58
Adjustments:

Depreciation and amortization 963 713

Impairment losses and provisions, net 1,890 (258)

Decrease in deferred tax assets 20

Gain on disposal of property and equipment (36) (59)

Effects of fair value adjustment on assets at F'VTPL 97} 41

Interest income on AFS financial assets recognized in profit or loss {1,024) (28)

Interest income on financial assets held to maturity recognized in

profit or loss 217) (952)

Dividend income recognized in profit or loss (33) (13)
Cash flow before movements in operating assels and liabilities: 3,272 (478)
Net {increase) / decrease in receivables from Central Bank (14,557) 2,046
Net increase in loans and receivables, before provisions (49,235) (8,827)
Net increase in other assets, before provisions (1,695) (195)
Net increase / (decfease) in liabilities for received deposits 13,906 (524)
Net increase / (decrease) in due to banks 718 (4,749)
Net (decrease) / increase in other liabilities (2,018) 3,060
Net decrease in provisions (6) (731)
Cash from operating activities (49,613) (10,398)
Income tax paid - (34)
NET CASH USED IN OPERATING ACTIVITIES (49,613) {10,432)
Investing activities
Decrease in financial assets held-to maturity 13,822 8,149
Decrease / (increase) in AFS financial assets 849 (22,080)
Decrease in financial assets at FVTPL 504 .
Net purchase of property and equipment (891} (143)
Cash from business combination 44 627 -
Proceeds from sale of property and equipment 36 59
Dividend received 33 13
NET CASH FROM / (USED IN) INVESTING ACTIVITIES 59,080 {14,002)
Financial activities
Increase in liabilities for subordinated debt 16
Purchase of own shares (2,953) -
Dividend paid - (1,224)
NET CASH USED IN FINANCIAL ACTIVITIES (2,937} (1,224)
NET INCREASE / (DECREASE) IN CASH AND CASH
EQUIVALENTS 6,530 {25,685)
CASH AND CASH EQUIVALENTS AT 1 JANUARY 41,198 66,856
CASH AND CASH EQUIVALENTS AT 31 DECEMBER 47,728 41,198

The accompanying notes form an integral part of these financial statements.
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Notes to the financial statements
for the year ended 31 December 2016

{All amounts are expressed in thousands of KM)

1. GENERAL

Investiciono-komercijalna banka d.d. Zenica (the “Bank”) was registered at the Cantonal Court in Zenica on
20 August 1998. The Bank was established in 1957 as Komunalna Banka, Zenica. The Bank operates
under its present name since 30 March 1990, when it has separated from Privredna Banka Sarajevo. The
Bank holds a license No. 04-3-1370-1/05 issued by the Banking Agency of the Federation of Bosnia and
Herzegovina on 10 February 2006.

Based on the Decision of the Shareholders Assembly of Investiciono-komercijaina banka d.d. Zenica on
status change of merger of Moja Banka d.d. Sarajevo with Investiciono-Komercijalna banka d.d. Zenica, no.
01/3-7491-12/16, dated 26 June 2018, and the Decision of the Shareholders Assembly of Moja Banka d.d.
Sarajevo on status change of merger of Moja Banka d.d. Sarajevo with Investiciono-Komercijalna banka
d.d. Zenica, no. 1-5750-11/16, dated 20 June 2018, and the Decision of the Municipality Court in Sarajevo,
no. 043-0-Reg-16-000747, dated 15 September 2016, the merger of Moja Banka d.d. Sarajevo with
Investiciono-komercijalna banka d.d. Sarajevo was registered in the Companies Registry at the Municipality
Court in Zenica.

By the Decision of the Municipality Court in Sarajevo, no. 065-0-Reg-16-004922, dated 30 December 2016,
the name and registered address of Investiciono-komercijalna banka d.d. Zenica were changed into ASA
Banka d.d. Sarajevo, with the headquarters at the address Trg Medunarodnog prijateljstva 25 in Sarajevo.

The Bank’s main operations are as follows:

1. accepting deposits from the public and placing of deposits;

2. providing current and term deposit accounts;

3. granting short- and long-term loans and guarantees to the local municipalities, corporate
customers, private individuals and other credit institutions dealing with finance lease and foreign
exchange transactions;

4. money market activities;
5. petforming local and intemational payments;
6. foreign currency exchange and other banking-related activities;
7. providing banking services through an extensive agencies network in the Bosnia and Herzegovina.
Supervisory board
HadZiselimovié Eldin President since 29 June 2015
Fazli¢ Ibrahim President until 29 June 2015
Aganspahi¢ Sead Member since 29 June 2015
Fazli¢ Ibrahim Member since 29 June 2015
Brkié Arif Member since 29 June 2015
RedzZepovié Samir Member since 29 June 2015
Brdarevi¢ Fikret Member until 28 June 2015
Brki¢ Nezir Member until 29 June 2015
Kadri¢ Alma Member until 29 June 2015
Management Board
Samir Mustafié Director since 1 August 2016
Salimovié Esma Executive Director
Edin Mujagi¢ Executive Director
Mirza Hurem Director until 31 July 2016

ASA Banka d.d. Sarajevo 9



Notes to the financial statements
for the year ended 31 December 2016

(All amounts are expressed in thousands of KM)

1. GENERAL (CONTINUED)

The shareholding structure is as follows:

31 December 2016 31 December 2015
Number Amount Number Amount
of shares KM ‘000 % of shares KM ‘000 %

Legal entities:
Residents 515,685 51,558 78.27 331,213 33,121 71.41
Non-residents 19,427 1,943 2.95 730 73 0.186

535,012 53,501 81.22 331,943 33,194 71.57
Individuals:
Residents 108,739 10,875 16.51 122,526 12,253 26.40
Non-residents 14,944 1,494 2.27 9,432 943 2.03

123,683 12,369 18.78 131,958 13,196 28.43
Total 658,695 65,870 100.00 463,901 46,390 100.00

Shareholders' equity as of 31 December 20186 consists of 658,695 common shares with the nominal value
of KM 100.

As of 31 December 2016, Bank's reserves amount KM 7,479 thousand or 11.35% of shareholders' equity.

The Bank operates in a single business segment, and a single geographical segment, that is the provision
of banking services in Bosnia and Herzegovina.

2. ADOPTION OF NEW AND REVISED STANDARDS
2.1 Standards and Interpretations effective in the current period

The following standards, amendments to the existing standards and interpretations issued by the
International Accounting Standards Board are effective for the current period:

+ IFRS 14 “Regulatory Deferral Accounts” (effective for annual periods beginning on or after 1 January
2018),

o Amendments to IFRS 10 “Consolidated Financial Statements®, IFRS 12 “Disclosure of Interests in
Other Entities” and IAS 28 “Investments in Associates and Joint Ventures” - Investment Entities:
Applying the Consolidation Exception (effective for annual periods beginning on or after 1 January
2018},

s  Amendments to IFRS 11 “Joint Arrangements” — Accounting for Acquisitions of Interests in Joint
Operations (effective for annual periods beginning on or after 1 January 2018),

e Amendments to IAS 1 "Presentation of Financial Statements” - Disclosure Initiative (effective for annual
periods beginning on or after 1 January 2016),

= Amendments to IAS 16 “Property, Plant and Equipment” and IAS 38 "Intangible Assets” - Clarification of
Acceptable Methods of Depreciation and Amortisation (effective for annual periods beginning on or
after 1 January 2016),

* Amendments to IAS 16 “Property, Plant and Equipment” and IAS 41 “Agriculture’ -Bearer Plants
(effective for annual periods beginning on or after 1 January 2016),

* Amendments to IAS 27 “Separate Financial Statements” - Equity Method in Separate Financial
Statements (effective for annual periods beginning on or after 1 January 2018),

ASA Banka d.d. Sarajevo 10



Notes to the financial statements
for the year ended 31 December 2016

(Alf amounts are expressed in thousands of KM)

2.

21

ADOPTION OF NEW AND REVISED STANDARDS (CONTINUED)
Standards and Interpretations effective in the current period (continued)

Amendments to various standards “Improvements to IFRSs (cycle 2012-2014)” resulting from the
annual improvement project of IFRS (IFRS 5, IFRS 7, IAS 19 and IAS 34) primarily with a view to
removing inconsistencies and clarifying wording (amendments are to be applied for annual periods
beginning on or after 1 January 2016).

The adoption of these standards, amendments and interpretations has not ed to any changes in the Bank’s
accounting policies.

22

Standards and Interpretations in issue not yet adopted

IFRS 9 "Financial Instruments” (effective for annual periods beginning on or after 1 January 2018),

IFRS 15 “Revenue from Contracts with Customers” and further amendments (effective for annual
periods beginning on or after 1 January 2018),

IFRS 16 “Leases” (effective for annual periods beginning on or after 1 January 2019),

Amendments to IFRS 2 “Share-based Payment’ - Classification and Measurement of Share-based
Payment Transactions (effective for annual periods beginning on or after 1 January 2018),
Amendments to IFRS 4 "Insurance Contracts” - Applying IFRS 9 “Financial Instruments” with IFRS 4
“Insurance Contracts” (effective for annual periods beginning on or after 1 January 2018 or when IFRS
9 “Financial Instruments® is applied first time),

Amendments to IFRS 10 “Consclidated Financial Statements” and IAS 28 “Investments in Associates
and Joint Ventures” - Sale or Contribution of Assets between an Investor and its Associate or Joint
Venture and further amendments (effective date deferred indefinitely until the research project on the
equity method has been conciuded),

Amendments to IAS 7 “Statement of Cash Flows” - Disclosure Initiative (effective for annual periods
beginning on or after 1 January 2017),

Amendments to |IAS 12 “Income Taxes” - Recognition of Deferred Tax Assets for Unrealised Losses
(effective for annual periods beginning on or after 1 January 2017),

Amendments to IAS 40 “Investment Property” - Transfers of Investment Property {effective for annual
periods beginning on or after 1 January 2018),

Amendments to various standards “Improvements to IFRSs (cycle 2014-2018)" resulting from the
annual improvement project of IFRS (JIFRS 1, IFRS 12 and IAS 28) primarily with a view to removing
inconsistencies and clarifying wording (amendments to IFRS 12 are to be applied for annual periods
beginning on or after 1 January 2017 and amendments to [FRS 1 and 1AS 28 are to be applied for
annual periods beginning on or after 1 January 2018),

IFRIC 22 “Foreign Currency Transactiors and Advance Consideration” {effective for annual periods
beginning on or after 1 January 2018).

The Bank has elected not to adopt these standards, revisions and interpretations in advance of their
effective dates. The Bank anticipates that the adoption of these standards, revisions and interpretations will
have no material impact on the financial statements of the Bank in the period of initial application, except for
IFRS 9. The Management is currently analysing the impact of IFRS 9 on the Bank's financial statements.

ASA Banka d.d. Sarajevo 11



Notes to the financial statements
for the year ended 31 December 2016

{All amounts are expressed in thousands of KM)

3. BASIS FOR PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Statement of compliance

Financial statements have been prepared pursuant to the International Financial Reporting Standards
(IFRS), as published by the International Accounting Standards Board.

Going concern

The financial statements have been prepared on the going concern basis, which assumes continuity of
normal business activities and the realisation of assets and the settiement of liabilities in the ordinary course
of business.

Basis of preparation
The financial statements have been prepared on the historical cost basis.

The financial statements are presented in convertibie marks (KM), since that is the currency in which the
majority of the Bank's business events are expressed. Convertibie Mark is officially tied to the euro (1 EUR
= 1.95583 BAM).

The preparation of financial statements in conformity with the legal financial reporting framework in
Federation of Bosnia and Herzegovina requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities, revenues and expenses during the reporting period.
Actual results could differ from those estimates.

The estimates and underlying assumptions are reviewed regularly. Revisions to accounting estimates are
recognized in the period in which the estimates are changed, and eventually in future periods, if they have
an impact on them.

Information on areas with significant uncertainty in the estimates and critical judgments in applying
accounting policies that have the most significant effect on the amounts and disclosures in the financial
statements, are disclosed in Note 3.

Interest income and interest expense

Interest income / expense is recognized in the statement of profit and loss for the period that belongs to, at
the applicable effective interest rate.

Effective interest rate is the rate that exactly discounts estimated future cash receipts / payments (including
all fees on points paid or received that form an integral part of the effective interest rate, transaction costs
and other premiums or discounts) through the expected life of the financial asset / liability, or, where
appropriate, a shorter period.

Fee and commission income and expense

Fees and commissions consist mainly of fees earned on domestic and foreign payment transactions, and
fees for loans and other credit instruments issued by the Bank.

Fees for payment transactions are recognized in the period when services are rendered.

ASA Banka d.d. Sarajevo 12



Notes to the financial statements
for the year ended 31 December 2016

(All amounts are expressed in thousands of KM)

3. BASIS FOR PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Employee benefits

On behalf of its employees, the Bank pays personai income tax and contributions for pension, disability,
health and unemployment insurance, on and from salaries, which are calculated as per the set legal rates
during the course of the year on the gross salary. The Bank pays the tax and contributions in the favour of
the institutions of the Federation of Bosnia and Herzegovina (on federal and cantonal levels).

In addition, meal allowances, transport allowances and vacation bonuses are paid in accordance with the
local legislation. These expenses are recognized in the statement of profit and loss in the period in which
the salary expense is incurred.

Retirement severance paymenis

The Bank makes provision for retirement severance payments in the amount of either 6 average net
salaries of the employee disbursed by the Bank or 6 average salaries in the Bank, depending on what is
more favourable to the employee.

The cost of retirement severance payments are recognized when eamed, based on actuary calculation.
Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax.

Current income tax

The tax expense is based on taxable income for the year. Taxable income differs from net income as
reported in the statement of profit and loss because it excludes items of income or expense that are taxable
or deductible in other years and it further excludes items that are never taxable or deductible. The Bank’s
liability for current tax is calculated using tax rates that have been enacted or substantively enacted by the
reporting period date.

Deferred income tax

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amount
of assets and liabilities in the financial statements and the corresponding tax basis used in the computation
of taxable profit, and is accounted for using the balance sheet liability method.

Deferred tax liabilities are generally recognized for all taxable temporary differences and deferred tax assets
are recognized to the extent that it is probable that taxable profits will be available against which deductibie
temporary differences can be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting period date and reduced to the
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of the
asset to be recovered. Deferred tax is calculated at the tax rates that are expected to apply in the period
when the liability is settled or the asset realized. Deferred tax is charged or credited in the statement of
prefit and loss, except when it relates to items charged or credited directly to equity, in which case the
deferred tax is also dealt with in equity.

Delerred tax assets and liabilities are offset when they relate to income taxes levied by the same taxation
authority and the Bank has the ability and intention to settle on a net basis.

ASA Banka d.d. Sarajevo 13



Notes to the financial statements
for the year ended 31 December 2016

{All amounts are expressed in thousands of KM)

3. BASIS FOR PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
{CONTINUED)

Cash and cash equivalents

For the purpose of reporting cash flows, cash and cash equivalents are defined as cash, balances with the
Central Bank of Bosnia and Herzegovina ("CBBH™, current accounts with other banks and cash at hand.

Cash and cash equivalents excludes the compulsory minimum reserve with CBBH, article 42.a. Law on
Banks, as these funds are not available for the Bank’s day to day operations. The compulsery minimum
reserve with CBBH is a required reserve to be held by all commercial banks licensed in Bosnia and
Herzegovina.

Financial instruments

Financial assets and financial liabilities are recognised when an entity becomes a party to the contractual
provisions of the instruments.

Financial assets and financial liabilities are initially measured at fair value. Transaction costs that are
directly attributable to the acquisition or issue of financial assets and financial liabilities (other than financial
assets and financial liabilities at fair value through profit or loss) are added to or deducted from the fair
value of the financial assets or financial liablities, as appropriate, on initial recognition. Transaction costs
directly attributable to the acquisition of financial assets or financial liabiliies at fair value through profit or
loss are recognised immediately in profit or loss.

a) Financial assets

Financial assets are recognized and derecognized on a trade date where the purchase or sale of an
investment is under a contract whose terms require delivery of the instrument within the timeframe
established by the market concerned.

Financial assets are classified into the following specified categories: “at fair value through profit or loss*
(FVTPL), “available-for-sale” (AFS}), “heid-to-maturity”, and “loans and receivables”

The classification depends on the nature and purpose of the financial assets and is determined at the time
of initial recognition. Currently, the Bank has financial assets at FVTPL.

Effective interest rate method

The effective interest rate method is a method of calculating the amortized cost of a financial asset and of
allocating interest income over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash receipts (including all fees on points paid or received that form an integral
part of the effective interest rate, transaction costs and other premiums or discounts) through the expected
life of the financial asset, or, where appropriate, a shorter period.

Income is recognized on an effective interest basis for financial instruments: “held-to-maturity” and “ioans
and receivables”

ASA Banka d.d. Sarajevo 14



Notes to the financial statements
fer the year ended 31 December 2016

(All amounts are expressed in thousands of KM)

3. BASIS FOR PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Financial instruments (continued)
a) Financial assets (continued)
Loans and receivables

Loans other receivables that have fixed or determinable payments that are not quoted in an active market
are classified as “loans and receivables’. Loans and receivable arise when the Bank provides money
directly to a debtor with no intention of trading with the receivable or disposal in the near future.

Loans and receivables are initially recognized at fair value plus incremental costs. After initial recoghition,
loans and receivables are measured at amortised cost using the effective interest rate method, less any
impairment. Interest income is recognized by applying the effective interest rate, except for short-term
receivables when the recognition of interest would be immaterial.

Held-to-maturity investments

Government bonds with fixed or determinabie payments and fixed maturity dates that the Bank has the
positive intent and abiiity to hold to maturity are classified as heid-to-maturity investments. Held-to-maturity
investments are recorded at amortized cost using the effective interest method iess any impairment, with
revenue recognized on an effective yield basis.

Financial assets available-for-sale (“AFS”)

Listed shares held by the Bank that are traded in an active market are classified as being AFS and are
stated at fair value. Fair value is determined in the manner described in the Note 36. Gains and losses
arising from changes in fair value are recognized directly in equity in the revaluation reserve for investments
with the exception of impairment losses, interest calculated using the effective interest rate method and
foreign exchange gains and losses on monetary assets, which are recognized directly in profit or loss.
Where the investment is disposed of or is determined to be impaired, the cumulative gain or loss previously
recognized in the revaluation reserve for investments is included in profit or loss for the period.

Dividends on AFS equity instruments are recognized in profit or loss when the Bank's right to receive
payments is established.

Impairment of financial assets

Financial assets are assessed for indicators of impairment at each reporting period date. Financial assets
are impaired where there is objective evidence that, as a result of one or more events that occurred after
the initial recognition of the financial asset, the estimated future cash flows of the investment have been
impacted.

Objective evidence of impairment could include:
« significant financial difficulty of the counterparty; or
e default or delinquency in interest or principal payments; or

» it becoming probable that the borrower will enter bankruptey or financial re-organisation.
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Notes to the financial statements
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(All amounts are expressed in thousands of KM)

3. BASIS FOR PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Financial instruments (continued)
a) Financial assets (continued)
Impairment of financial assets (continued)

Individually significant financial assets are tested for impairment on an individual basis. The remaining
financial assets are assessed on a group basis. Individually significant financial assets that are not impaired
are included in the basis for impairment on a group basis. For the purpose of group assessment of
impairment, financial assets are grouped on the basis of similar credit risk characteristics.

For financial assets carried at amortised cost, the amount of the impairment is the difference between the
asset’s carrying amount and the present value of estimated future cash flows, discounted at the financial
asset’s original effective interest rate.

The carmying amount of the financial asset is reduced by the impairment loss through the use of an
allowance account. When a receivable is considered uncoliectible, it is written off against the allowance
account.

Subsequent recoveries of amounts previously written off are credited against the allowance account.
Changes in the carrying amount of the allowance account are recognized in profit or loss.

With the exception of AFS equity instruments, if, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event occurring after the impairment was
recognized, the previously recegnized impairment loss is reversed through profit or loss to the extent that
the carrying amount of the investment at the date the impairment is reversed does not exceed what the
amortised cost would have been had the impairment not been recognized.

In respect of AFS equity securities, any increase in fair value subsequent to an impairment loss is
recognized directly in equity.

Derecognition of financial assets

Bank derecognizes a financial asset only when the contractual rights to the cash flows from the asset
expire; or it transfers the financial asset and substantially all the risks and rewards of ownership of the asset
to another entity. If the Bank neither transfers nor retains substantially all the risks and rewards of

ownership and continues to control the transferred asset, the Bank continues to recognize the financial
asset.

b} Financial liabilities and equity instruments issued by the Bank
Classification as debt or equity

Debt and equity instruments are classified as either financial liabilities or as equity in accordance with the
substance of the contractual arrangement.

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an entity after
deducting all of its liabilities. Equity instruments issued by the Bank are recorded at the proceeds received,
neat of direct issue costs.
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3. BASIS FOR PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Financial instruments (continued)
b) Financial liabilities and equity instruments issued by the Bank (continued)
Financial guarantee contract liabilities

Financial guarantee contract liabilities are measured initially at their fair values and are subsequently
measured at the higher of:

* the amount of the obligation under the contract, as determined in accordance with IAS 37: “Provisions,
Coentingent Liabilities and Contingent Assets”;

¢ and the amount initially recognized less, where appropriate, cumulative amortization recognized in
accordance with the revenue recognition policies set out at above.

Financial liabilities
Financial liabilities are classified as either financial liabilities ‘at FVTPL’ or ‘other financial liabilities®.
Other financia! liabilities

Other financial lfabilities, including borrowings and due to Banks and customers and subordinated debt, are
initially measured at fair value, net of transaction costs.

Other financial liabilities are subsequently measured at amortized cost using the effective interest method.

The effective interest method is a method of calculating the amortized cost of a financial liability and of
allocating interest expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments through the expected life of the financial liability, or, where
appropriate, a shorter period.

Derecognition of financial liabilities

The Bank derecognizes financial liabilities when, and only when, the Bank’s obligations are discharged,
cancelled or they expire.

Property and equipment

Property and equipment are stated at cost, less accumulated depreciation and any recognized accumulated
impairment losses. The purchase cost includes the purchase price and all costs directly related to bringing
the asset into operating condition for its intended use. Maintenance and repairs, replacements and
improvements of minor importance are expensed as incurred.

Properties in the course of construction for administrative purposes are carried at cost, less any recognized
impairment loss. Cost includes professional fees. Such properties are classified to the appropriate
categories of property and equipment when completed and ready for intended use.

The gain or loss arising on the disposal or retirement of an asset is recognized in the statement of profit and
loss in the period they occur.
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3. BASIS FOR PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
{CONTINUED)

Property and equipment {continued)

Depreciation is charged from the moment the asset is ready for its intended use. Depreciation is calculated
on a straight-line basis over the estimated useful life of the applicable assets. Estimated depreciation rates
were as follows:

2016 2015
Buildings 1.5% 1.5%
Fumniture and vehicles 10%-15% 10%-20%
Computers and other equipment 10%-20% 10%-20%
Intangible assets 14.3% 14.3%

Impairment

Al each reporting period date, the Bank reviews the carrying amounts of its property and equipment to
determine whether there is any indication that those assets have suffered an impairment loss. If any such
indication exists, the recoverable amount of the asset is estimated in order to determine the extent of the
impairment loss.

Recoverable amount is the greater of net selling price and value in use. In assessing value in use, the
estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset.

If the recoverable amount of an asset is estimated to be less than its carrying amount, the carrying amount
of the asset is reduced to its recoverable amount. Impairment losses are recognized as an expense
immediately, unless the relevant asset is land or buildings other than investment property carried at a
revalued amount, in which case the impairment loss is treated as a revaluation decrease.

Where an impaiment loss subsequently reverses, the carrying amount of the asset is increased to the
revised estimate of its recoverable amount, but so that the increased carrying amount does not exceed the
carrying amount that would have been determined had no impairment loss been recognized for the asset in
prior years. A reversal of an impairment loss is recognized as income immediately, unless the relevant
asset is carried at a revalued amount, in which case the reversal of the impairment loss is treated as a
revaiuation increase.

intangible assets

Intangible assets are measured initially at purchase cost and are amortized on a straight-line basis over
thefr estimated useful lives.

Foreign currency translation

Transactions in currencies other than Bosnia and Herzegovina KM are inifially recorded at the official
exchange rate of the Central Bank on the dates of the transactions, which corresponds to the market
exchange rate. Monetary assets and liabilities are translated at the rates prevailing on the reporting period
date. Non-monetary items carried at fair value that are denominated in foreign currencies are retranslated at
the rates prevailing on the date when the fair value was determined. Non-monetary items that are measured
in terms of historical cost in a foreign currency are not retranslated. Profits and losses arising on translation
are included in the statement of profit and ioss for the period.
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3. BASIS FOR PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Foreign currency translation (continued)

The Bank values its assets and liabilities by middle rate of the CBBH valid at the reporting period date. The
principal rates of exchange set forth by the Central Bank and used in the preparation of the Bank's
statement of financial position at the reporting dates were as follows:

31 December 2015 EUR 1= KM 1.95583 USD 1 = KM 1.855450
31 December 2014 EUR 1 = KM 1.95583 USD 1 = KM 1.790070
Provisions

Provisions are recognized when the Bank has a present obligation (legal or constructive) as a result of a
past event, it is probable that the Bank will be required to settle the obligation, and a reliable estimate can
be made of the amount of the obligation.

The amount recognized as a provision is the best estimate of the consideration required to settle the
present obligation at the reporting period date, taking into account the risks and uncertainties surrounding
the obligation. Where a provision is measured using the cash flows estimated to settle the present
obligation, its carrying amount is the present value of those cash flows. Provisions are released only for
such expenditure in respect of which provisions are recognized at inception. If the outflow of economic
benefits to settle the obligations fs no longer probable, the provision is reversed.

Equity and reserves

Share equity

Share capital represents the nominal value of paid-in ordinary shares and is denominated in KM.
Regulatory reserves

Regulatory reserves for credit losses are recognized in accordance with regulations of the Banking Agency
of the Federation of Bosnia and Herzegovina (“FBA"). Regulatory reserves for credit losses are non-
distributable.

Revaluation reserves for investments

Revaluation reserves for investments include changes in fair value of financial assets available for sale.
Retained earnings

Profit for the period after appropriations to owners are transferred to retained earnings.

Dividends

Dividends on ordinary shares are recognized as a liability in the period in which they are approved by the
Bank's shareholders.

Earnings per share

Basic EPS is calculated by dividing the profit or loss attributable to ordinary shareholders of the Bank by the
weighted average number of ordinary shares cutstanding during the period.
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3. BASIS FOR PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Earnings per share (continued)

if the number of ordinary or potential shares is increased as a result of a capitalization, bonus/free issue or
sharing of shares, or if the number decreases as a result of a reverse share split, the calculation of basic
and diluted earnings per share for all periods presented is adjusted retrospectively.

If these changes occur after the statement of financial position date, but before issuing of financial
statements, calculation of the amount per share for these financial statements and any previous period is
based on the new number of shares.

4. CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

In the application of the Bank's accounting policies, which are described in Note 3, the Management is
required to make judgments, estimates and assumptions about the carrying amounts of assets and
liabilities that are not readily apparent from other sources. The estimates and associated assumptions are
based on historical experience and other factors that are considered to be relevant. Actual results may differ
from these estimates.

The estimates and underlying assumptions are reviewed on an on-going basis. Revisions to accounting
estimates are recognized in the period in which the estimate is revised if the revision affects only that period
er in the period of the revision and future periods if the revision affects both current and future periods.

Key sources of estimation uncertainty

The following are the key assumptions conceming the future, and other key sources of estimation
uncertainty at the reporting period date, that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial period:

Useful lives of property and equipment

As described at Note 3 above, the Bank reviews the estimated useful lives of property and equipment at the
end of each reporting period.

Impairment losses on loans and receivables

As described at Note 3 above, at each reporting period date, the Bank assessed indicators for impairment
of loans and receivables and their impact on the estimated future cash flows from the loans and
receivables.

Impairment losses on loans and receivables and provisions for off-balance-sheet exposure

The Bank monitors the creditworthiness of its customers on an ongoing basis. The need for impairment of
the Bank’s on- and off-balance-sheet credit risk exposures is assessed on a monthly basis. Impairment
lcsses are made mainly against the carrying value of loans to corporate and retail customers and as
provisions for liabilities and charges arising from off-balance-sheet risk expasure to customers, mainly in the
form of unused loan facilities and guarantees. Impairment losses are also considered for credit risk
exposures to banks and for other assets not carried at fair value, where the primary risk of impairment is not
credit risk.,
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4.  CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY
(CONTINUED)

impairment losses on loans and receivables (continued)

impairment losses on loans and receivables and provisions for off-balance-sheet exposure (continued)

With regard to the financial assets carried at amoriized cost, the Bank first assesses whether objective
evidence of impairment exists individually for assets that are individually significant and collectively for
assets that are not individually significant.

In assessing collective impairment the following guidelines are used:

« future cash flows of a homogeneous segment/product group are estimated based on historical losses
for assets with similar credit risk characteristics;

» information on historical loss rates are applied consistently to defined homogeneous segments/groups;

+ historical losses are adjusted in line with current data which can be used consistently with the current
conditions;

s the methodology and assumptions used to estimate future cash flows are regularly revised, and
updated as necessary.

In September 2018, the Bank has adopted the revised Infernal methodology for impairment under AS 39.
In accordance with the new methodology, the Bank defined acceptable types of collateral for calculation of
impairment, and the beginning of application of expected time for collateral realisation from the moment
when a receivable is considered default liability at individual assessment of value of collateral. Effects of
these changes are immaterial for the calculation of impairment.

The above mentioned methodology replaces methodology from May 2015.

As explained further below, the Bank calculates provisions under FBA rules, as well as estimating
impairment allowances under IFRS. The provisions calculated under FBA rules are not recognized by the
Bank but form the basis for capital adequacy calculations, and in previous periods, formed the basis for
transfers to non-distributable reserves within equity.

Regulatory reserves calculated in accordance with FBA requiations

For the purposes of assessing capital adequacy and recognition of reserves for [oan osses formed from
income in equity and reserve, in accordance with local regulations, the Bank also calculates provisions in
accordance with the relevant FBA regulations. In accordance with these regulations, the relevant
placements are classified into appropriate risk groups, depending on the past due days, the financial
position of the borrower and collateral; and are provided for at prescribed rates.

The regulatory provisions include both specific and general provisions. The general provision is added
back as Tier 2 capital in the computation of capital adequacy under FBA rules.
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5. INTEREST INCOME

2016 2015
Corporate 7,738 4,010
Retail 3,019 2,078
Financial assets available for sale (Note 19) 1,024 28
Factoring income 688 -
Financial assets held to maturity (Note 20) 217 8952
Banks 3
Other interest 89
12,778 7,068
6. INTEREST EXPENSE
2016 2015
Corporate 1,148 1,082
Retail 1,585 836
Banks 213 7
Other 37 20
2,993 1,945
7. FEE AND COMMISSION INCOME
2016 2015
Fee income from payment transactions 2,320 1,600
Fee income from services rendered 2,158 1,513
Fee income from issued guarantees 371 159
4,848 3,272
8. FEE AND COMMISSION EXPENSE
2015 2018
Payment transactions fees 8 734
Other fees to banks 427 420
1,318 1,154
9. OTHER GAINS, NET
2016 2015
Collected written-off receivables 277 -
Foreign exchange differences, net 223 16
Rented buildings 169
Gain on sale of disposed equipment 36 59
Inccme from dividends 33 13
Fair value adjustment — financial assets at FVTPL (Note 18) 97 (41
835 47
ASA Banka d.d. Sarajevo 22



Notes to the financial statements
for the year ended 31 December 2016

(All amounts are expressed in thousands of KM)

1¢. OTHER OPERATING INCOME

2016 2015
income from suspended interest 39 161
Other income 45 109

84 270

1. PERSONNEL EXPENSES

2016 2015
Net salaries 3,065 2487
Taxes and contribution 1,855 1,503
Other 788 1,317

5,708 5,307

The Bank does not have pension arrangements separate from Bosnia and Herzegovina pension systemn.
This system requires that current contributions by the employer be calculated as a percentage of current
gross salary payments and taxes on net salary, these expenses are charged to the profit and loss in the
period that related compensation is earned by the employee.

The average number of personnel employed by the Bank during the year ended 31 December 2016 and
2015 was 162 and 152, respectively,

12. ADMINISTRATIVE EXPENSES

2016 2015
Rent 625 75
Equipment and buildings maintenance 619 321
Services 605 335
Energy 321 213
Telecommunication services 312 211
Tax expenses 230 202
Material expenses 131 76
Donations 147 14
Reorganization and merger 123 -
Membership fees 114 72
Utilities 89 3
Advertising 79 49
Insurance 79 20
Subsequently identified other expenses 73 20
Supervisory board fees 87 90
Card operations 69 -
Service contracts 50 20
Penalties 9 1
Wite-cffs 6 -
Other expenses 100 15

3,848 1,738
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13. IMPAIRMENT LOSSES AND PROVISIONS

2016 2015
Loans to customers (Note 17) 1,262 (430)
Provisions for litigations (Note 27) 355 200
Other assets (Note 22) 212 (N
Provision for commitments and contingencies (Note 27) 62 77
Provision for employee benefits (Note 27) 7 50
Provisions based on the Collective Agreement (Note 27) (8) -

1,890 (258)

14. INCOME TAX

Tax hability is based on accounting income taking into the account non-deductible expenses and non-
taxable income. Tax income rate for the years ended 31 December 2016 and 31 December 2015 was 10%.
Total tax recognised in statement of profit and loss is presented as follows:

2016 2015
Current income tax expense - 34
Noen-deductible income - temporary differences - 20
Total income tax expense - 54
The tax expense for the year can be adjusted to the financial income as follows:

2016 2015
Profit before taxation 1,826 58
Income tax at the rate of 10% 183 6
Effects of non-deductible expenses - 50
Effects of non-taxable income - (22)
Effect of tax losses of Moja Banka d.d. Sarajevo {183) -
Current tax for the year - 34
Effective income tax rate - 58.52%

Responsible bodies of the Bank believes that tax losses of Moja Banka d.d. Sarsjevo can be carried
forward to the successor bank through the merger process. In accordance with the Corporate Income Tax
Act, rights and obligations of merged, acquired or divided taxpayers are assumed by legal successors in
tax-legal relation.

Provisions of the Rulebook on implementation of CIT Act stipulate that a taxpayer that merges another
taxpayer cannot use tax loss of the merged entity for decrease of its future tax base. Responsible bodies of
the Bank believe that, in this case, the provisions of the Law, as the supreme legal act, are applicable, and
they are not aware of circumstances or information that using transferred tax losses will cause negative
consequences for the Bank.

Changes in deferred tax asset can be presented as follows:

2016 2015
Balance as at 1 January 137 167
Used deferred tax assets during the period - (20)
Balance as at 31 December 137 137
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16. CASH AND CASH EQUIVALENTS

31 December

31 December

2016 2015

Current account in domestic currency with the Central Bank of BiH 34,668 27,196
Cash in hand in domestic currency 6,452 2,817
Current accounts with other banks 3674 9,872
Cash in hand in foreign currency 2,934 1,312
Checks S 1
47,728 41,198

16. OBLIGATORY RESERVE AT CENTRAL BANK OF BOSNIA AND HERZEGOVINA

31 December

31 December

2016 2015

Specific reserve by Law on banks, article 42 a 21,11 9,009
Obligatory reserve 33,297 13,436
54,408 22,535

In accordance with Law on banks (articles 42 a. and 42 b.), the Bank is obliged to hold daily balance of
funds as specific reserve in CBBH. The Basis for calculation of special reserve as at 31 December 2016
was KM 42,222 thousand (31 December 2015: KM 18,188 thousand)

Minimum obligatory reserve is calculated as a percentage of average balance of deposits and loaned funds
for each working day during the previous 10 calendar days of holding obligatory reserves. Minimum
obligatory reserve rates were 10% of total deposits and loaned funds.

The Central Bank of Bosnia and Herzegovina calculates fee on cash funds over the obligatory reserve at
the account in Central Bank. For the period calculated, the interest rate on funds over the obligatory reserve
amounted to 0.02% (2015: 0% to 0.147%). Cash held as obligatory reserve at the account in Central Bank
of Bosnia and Herzegovina is not available tc the Bank without the special approval of the Central Bank of
Bosnia and Herzegovina and the Banking Agency of FBiH.

The new Decision on determining and maintaining obligatory reserves and determining CBBiH fee on the
amount of reserve and determining CBBiH fee on the amount of obligatory reserve (“Official Gazette of
BiH", no. 30/16) is in effect since 1 July 201€. Based on this Decision, a unified obligatory reserve rate of
10% that CBBiH applies on the basis for calculation of obligatory reserve is determined. For the amount of
assets over the obligatory reserve, CBBiH calculates fee at the rate equal to 50% of the rate applied by the
European Centrai Bank (ECB) on commercial banks' deposits.
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t7. LOANS AND RECEIVABLES

Short-term loans
{including current portion of fong-term loans):

Ccrporate
Retail

Long term foans
(excluding current portion of long term loans):

Corporate
Retail

Gross loan receivables

Less: Allowance for impairment losses based on individual

assessment

Less: Allowance for impairment losses based on group assessment

31 December

31 December

Changes in allowance for impairment losses on loans to customers may be presented as follows:

Balance at 1 January

Merger (Notes 1 and 30)

Increase / (decrease), net (Note 13)
Wrrite off

Balance at 31 December

Analysis of gross loan receivables before impairment by industry:

2016 2016
124,366 29,083
24,833 13,258
149,199 43,241
91,191 38,113
35,043 20,760
126,235 58,873
275,433 102,114
(22,883) (4,109)
(5,460) (3,560)
(28,343) (7,669)
247,090 94,445
2016 2015
7,669 10,548
20,074 .
1,262 (430)
(662) (2,449)
28,343 7,669

31 December

31 December

2016 2015
Citizens 59,876 34,018
Agriculture, forestry, mining and industry 67,183 32,243
Trade 81,464 21,000
Services, finance, sport and tourism 29,004 4,963
Construction industry 15,325 4,643
Gaovernmental institutions, NGO’s and other 6,383 4314
Transport and communications 16,198 933
275,433 102,114
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17. LOANS AND RECEIVABLES (CONTINUED)

Weighted average interest rates for granted loans as at 31 December 2016 and 2015 were as follows:

Retail
Corporate

2016 2015
6.91% 7.84%
5.56% 5.24%

18. FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT AND LOSS

Shares:

Banks

Private companies

Non-banking financial institutions
Public companies

31 December

31 December

2016 2015
22 61
242
66 -
46 61
376 122

31 December

31 December

Bonds 2016 2015
Budgetary expenses FBIHK17A 5,070
Budgetary expenses FBIH 1,022 s
War receivables — A series 598 -
War receivables — B series 621 -
War receivables — C series 209 -
War receivables — D series 131
War receivables — E series 63 -

7,714 -

8,090 122
Movements in fair value of assets were as foliows:

2018 2015
Balance at 1 January 122 163
Merger (Notes 1 and 30) 8,375 -
Gain / (loss) on fair value adjustments (Note 8) 97 (41)
Decrease (6) =
Transfer to own shares (498) -
Balance at 31 December 8,090 122
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19.  FINANCIAL ASSETS AVAILABLE FOR SALE

31 December

31 December

2016 2015
Debt securities:
Ministry of Finance FBiH 30,542 22,080
Accrued interest 167 28
30,709 22,1708
investments in funds;
Open investment fund 'Lilium Balanced' Sarajevo 377 -
Open investment fund 'Lilium Global’ Sarajevo 196 -
Open investment fund 'Lilium Cash' Sarajevo 162 -
735 -
Equity securities:
BAMCARD d.o.0., Sarajevo 226 133
Sarajevo Stock Exchange d.d. Sarajevo 103 -
Securities Registry in FBIH 15
Vakufska Banka d.d Sarajevo 10
Bank Association 9
Other - 9
363 142
31,807 22,250
Movements in value of these assets were as follows:
2016 2015
Balance at 1 January 22,250 121
Transfer from financial assets held to maturity (Note 20) 8,526 -
interest (Note 5) 1,024 28
Merger (Notes 1 and 30) 827
Unrealised gain from fair value adjustments 127 21
{Decrease) / increase, net (947) 22,080
Balance at 31 December 31,807 22,250
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20. FINANCIAL ASSETS HELD-TO-MATURITY

31 December

31 December

2016 2015
Bonds:
Ministry of Finance FBiH 1,738 14,661
Municipality HadZi¢i 20
Accrued interest - 212
1,756 14,873
Treasury bills:
Ministry of Finance FBiH - 8,989
- 8,989
1,756 23,862
2016 2015
Balance at 1 January 23,862 31,059
Interest (Note 5) 217 852
Merger (Notes 1 and 30) 25
Transfer to AFS financial assets(Note 19) (8,526) -
Decrease, net (13,822) (8,149)
Balance at 31 December 1,756 23,862
ASA Banka d.d. Sarajevo 29



Notes to the financial statements
for the year ended 31 December 2016

(All amounts are expressed in thousands of KM)

21. PROPERTY AND EQUIPMENT

Computers Leasehold Invest-

Buildings and other Intangible  improve- ments

and land Vehicles equipment assets ments _in progress  Total
Cost
31 December 2014 12,324 150 4,460 2,296 68 138 19,436
Additions 2 - 48 93 - - 143
Transfer (from) / to - - 57 13 - (70) -
Disposals - - (21) - - - (21)
21 December 2015 12,326 150 4,544 2,402 68 68 19,558
Additions - - - - 891 891
Merger
(Notes 1 and 30) 2,964 397 4,846 1,631 1,413 10 11,261
Transfer (from) / to 5 205 352 268 1 {831) -
Disposals - {181) - - - - (161)
31 December 2016 15,295 591 9,742 4,301 1,482 138 31,649
Accumulated
depreciation
31 December 2014 6,844 150 3,903 1,277 34 - 12,208
Depreciation 185 - 213 309 6 - 713
Disposals - - (21) - - - (21)
31 Decembher 2015 7,029 150 4,095 1,686 40 - 12,900
Depreciation 197 43 347 343 33 - 963
Merger
{Notes 1 and 30) 420 258 3,571 1,154 998 6,401
Disposals - {(161) - - - - (181)
31 December 2016 7,646 290 8,013 3,083 1,07 - 20,103
Carrying amount
31 December 2016 7,649 301 1,729 1,218 411 138 11,446
31 December 2015 5,297 - 449 816 28 68 6,658
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22. OTHER ASSETS

31 December

31 December

2016 2015
Receivables from banks 2,911 120
Prepaid expenses 1,057 28
Acquired tangible assets 456 26
Factoring receivables 434 -
Prepaid income tax 219 191
Receivables from government institutions 135 68
Inventories and other office material 42 11
Receivables for court fees - 41
Receivables from Western Union - 15
Other 1,873 120
Total other assels 7,127 620
Less: Impairment allowance for other assets (1,222) (165)

5,905 455
Changes in impairment are as follows:

2016 2018
Balance at 1 January 165 230
Acquisition (Notes 1 and 30) 1,014 -
increase / (decrease), net (Note 13) 212 {1)
Write off {169) -
Release of impairment due to collection - e84
Balance at 31 December 1,222 165

23. DUE TO BANKS

31 December

31 December

2016 2015
Deposits
Demand deposits 89 247
Fixed-term deposits 3,200

3,289 247
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24. LIABILITIES FOR RECEIVED DEPOSITS

31 December 31 December
2016 2015
Demand deposits:
Retail:
In domestic currency 51,833 30,871
In foreign currencies 17,6857 8,713
69,490 39,584
Comorale:
In domestic currency 25,836 19,564
In foreign currencies 3,563 7,250
29,399 26,844
Deposits from non-profit organizations, cantonal govemment,
municipalities, efc.:
In domestic currency 68,638 21,794
In foreign currencies 8,597 340
77,235 22,134
176,124 88,562
Fixed-term deposits:
Retail:
In domestic currency 38,246 12,505
In foreign currencies 56,049 19,452
94,295 31,957
Corporate:
In domestic currency 6,878 15,549
[n foreign currencies 848 8,740
7,726 24,289
Deposits from non-profit organizations, canfonal govemment,
municipalities, efc:
In domestic currency 24 870 9,765
In foreign currencies 21,514 29
46,384 9,794
148,405 66,040
324,523 154,602

Corporate demand deposit interest rates as of 31 December 2016 were 0.000% - 0.93% (2015: 0.004% -
0.93%). Fixed-term deposit interest rates as of 31 December 2016 were 0.04% - 4.80% (2015: 0.004% -
4.95%).

As of 31 December 2016 and 31 December 2015, as per article 42.b of Law on banks, Bank had
concentration of deposits from one source (Government deposit) less than 20% of total deposits.
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25. SUBORDINATED DEBT

ASA Finance d.d. Sarajeve (KM 3,000,000; interest rate — 8%
p.a.; maturity — 13 December 2018)

ASA Finance d.d. Sarajevo (KM 3,000,000; inferest rate — 5%
p.a.; maturity — 11 August 2020)

ASA Finance d.d. Sarajevo (KM 2,000,000; interest rate — 6%
p.a.; maturity — 28 March 2018)

Accrued interest

26. OTHER LIABILITIES

Card operations

Liabilities to suppliers

Liabilities for unpaid dividends

Deferred income

Undistributed inflows

Liabilities for managed funds commissions (Note 29)
Liabilities for assumed deposits of Postanska Banka
Liabilities for purchased bonds — Moja banka d.d. Sarajevo
Liabilities to legal entities for unused accounts
Other liabilities to employees

Other

27. PROVISIONS

31 December
2016

31 December
2015

3,000
3,000

2,000
118

8,118

31 December

31 December

2016 2015
1,141 :
337 104
316 333
117 109
49 34
40 5

8 9

- 3,069

- 2

236 140
2,244 3,796

31 December

31 December

2016 2015
Provisions for legal proceedings 703 215
Provisions for commitments and contingencies 361 224
Provisions for employee benefits 57 53
Provisions for employee benefits for implementation of the Collective
Agreement for the financial sector 1 12

1,122 504
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27. PROVISIONS (CONTINUED)
Commitments and contingencies

In the ordinary course of business, the Bank enters into credit related commitments which are recarded in
off-balance sheet accounts and primarily include guarantees and undrawn loan commitments.

31 December 31 December

2016 2015

Unused approved loans 13,149 7,154
Performance guarantees 9,973 6,210
Payment guarantees 3,746 3,063
Letters of credit 133 -
27,001 16,427

Movements in provisions were as follows:
Provisons for

implemen-
Commitments tation of
Legal and Employee Collective
proceedings contingencies benefits Agreement Total
Balance as of 1 January 2015 16 301 118 627 1,061
Increase (Note 13) 200 - 50 - 250
Decrease (Note 13) - {77 - - {77)
Payments - - {(115) (615) (730}
Balance as of
31 December 2015 215 224 63 12 504
Increase (Note 13) 355 62 7 - 424
Merger (Notes 1 and 30) 133 75 - - 208
Decrease (Note 13) - - - (8) (8)
Payments - - (3) {3) (®)
Balance as of
31 December 2016 703 361 57 1 1,122

According to the Bank’s records, the value of claims of former and current employees as of 31 December
2018 was KM 3,193 thousand.

As at 31 December 2018, the Bank has, basad on regulations, court practice and opinion and success in
separate work-legal proceedings completed by the attorneys of the Bank, had provisions in the amount of
KM 703 thousand, and in 2016 it recognised additional provisions in the amount of KM 488 thousand on this
basis.

The Management is not aware of circumstances or information that claims would lead to negative
consequences for Bank's operations, so it is considered that these provisions are adequate.
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28.

RELATED PARTY TRANSACTIONS

Related parties, as defined by IAS 24, are those counter parties that represent:

enterprises that directly, or indirectly through one or more intermediaries, control, or are controlled
by, or are under common control with, the reporting enterprise. (Thie includes holding companies,

associates — enterprises in which the Bank has significant influence and which is neither a subsidiary

individuals owning, directly or indirectly, an interest in the voting power of the Bank that gives them
significant influence over the Bank, and anyone expected to influence, or be influenced by, that

key management personnel, that is, those persons having authority and responsibility for planning,
directing and controlling the activities of the Bank, including directors and officers of the Bank and

a.
subsidiaries and fellow subsidiaries);
b.
nor a joint venture of the investor; °
c.
person in their dealings with the Bank;
d.
close members of the families of such individuals; and
e.

enterprises in which a substantial interest in the voting power is owned, directly or indirectly, by any
person described in (c) or (d) or over which such a person is able to exercise significant influence.
This includes enterprises owned by directors or major shareholders of the Bank and enterprises that
have a member of key management in common with the Bank.

In considering each possible related party relationship, attention is directed to the substance of the

relationship, and not merely the legal form.

As at 31 December 2018 and 2015 balance outstanding with related parties comprised:

31 December 2016

31 December 2015

Off-balance Off-balance
sheet sheet
Loans exposure Total Loans exposure Total

Employees 2,001 316 2,317 1,357 183 1,540

Shareholders 4,716 255 4,971 4,577 1,601 6,178

Total 6,717 571 7,288 5,934 1,784 7,718

The remuneration of directors and other members of key management personnel were as follows:

2018 2015

Compensations for directors and other key management personnel 399 181
Taxes and contributions and other compensations 183 132
582 313
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29. MANAGED FUNDS

The Bank acts as an agent for these assets on behalf of third parties. These assets are recorded separately
from the Bank's assets. For its services, the Bank charges a fee amounting to 2% of the total amount
contributed, 40% out of charged interest.

31 December 31 December
2016 2015
SOURCES

Zenica — Doboj Canton 10,188 10,152
Sarajevo Canton 1,951 -
Cthers 454 269
12,591 10,421

PLACEMENTS
Companies 9,486 7,758
Individuals 3,065 2,658
12,551 10,416
Difference (Note 26} 40 5

In accordance with agreements signed between government of Zenica-Doboj Canton and Sarajevo Canton
with the Bank, the Bank has placed KM 9,486 thousand as on-lending funds to legal entities and KM 3,065
thousand to individuals, for investment in apartments construction for third parties, employment incentive,
and agriculture.

In accordance with above agreements between the Bank and sources, the Bank has required to lend on to
third parties these funds. The sources bear the alt risks in full.

30. BUSINESS COMBINATIONS

In December 2015, Investiciono-komercijalna banka d.d. Zenica and Moja Banka d.d. Sarajevo adopted the
Decisions on intended merger, and based on them, the process of merger of Moja Banka d.d. Sarajevo with
Investiciono-kemercijalna banka d.d. Zenica was initiated.

On 20 June 2018, the Banking Agency of Federaticn of Bosnia and Herzegovina issued a pre-approval for
status change, and on 20 June 2016 the meeting of the Shareholders Assembly of Moja banka d.d.
Sarajevo and the Shareholders Assembly of Investiciono-komercijalna banka d.d. Zenica were held, in
which the shareholders adopted the Decision on status change — merger and the reorganization plan,
together with the Study on economic adequacy of merger of banks.

Based on Bank’s request from 21 June 2016, the Securities Commission of Federation of Bosnia and
Herzegovina adopted the Decision no. 03/2-19-222/16 on 21 July 2016 for approval of the status change.

On 15 September 2016, the Municipality Court in Zenica adopted the Decision on registering the status
change — merger, after which the changes were made with the Securities Commission of Federation of
Bosnia and Herzegovina, and the Securities Registry of Federation of Bosnia and Herzegovina.
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30. BUSINESS COMBINATIONS

On 31 July 2016, the merger of Moja Banka d.d. Sarajevo and Investiciono-komercijaina banka d.d.
Sarajevo was completed. In accordance with the share swap ratio and rounding, after the cessation of
trading with the shares of Moja Banka d.d. Sarajevo, as at 23 June 2016, total shareholders’ equity of the
successor Bank after merger amounts to (nominally) KM 65,869,500, comprising of 658,695 shares with
neminal value of KM 100.00 per share. Out of the total number of shares, 8,604 are treasury (own) shares
that the successor bank acquires in law force during the status change — merger, and they have a special
status. In exchange for 597,798 ordinary (common) shares of Moja Banka d.d. Sarajevo after share swap,
the successor Bank issues 194,794 ordinary (common) Class "A” shares, “O” series, with nominal value of
KM 100.00 per share and total nominal value of KM 19,479,400. During the swap of ordinary shares of Moja
Banka d.d. Sarajevo in the determined ratio, the existing shareholders, who will not have a rounded number
of shares, the shares will be rounded to a higher number instead of additional payment for shares and/or
payment to shareholders. This will be done in a manner that the amount of full share will be settled from the
reserve fund, i.e. to the nominal value of a share of KM 100.00, for 94 ordinary shares with nominal value of
KM 100.00 in the total amount of KM 9,400.

The balance sheet of Moja Banka d.d. Sarajevo as at 31 July 2016 can be presented as foliows:

Moja Banka
dd.
ASSETS Sarajevo
Cash and cash equivalents 44,627
Obligatory reserve at the Central Bank 17,318
Loans and receivables, gross 124,476
Impairment of given loans and receivables (Note 17) (20,074)
Financial assets available for sale (Note 19) 827
Financial assets at FVTPL (Note 18) 8,375
Financial assets held to maturity (Note 20) 25
Property and equipment (Note 21) 4,860
Other assets, gross 4,981
Impairment of other assets (Note 22) (1,014)
TOTAL ASSETS _ 184,669
Share capital 29,890
Statutory reserves 1,621
Revaluation reserves for investments (68)
Accumulated loss (13,891)
TOTAL EQUITY 17,562
Borrowings and due to banks 2,324
Liabilities for deposits 156,021
Cther liabilities 464
Provisions 208
Subordinated debt 8,102
TOTAL LIABILITIES 167,117
TOTAL EQUITY AND LIABILITIES 184,669
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31. CAPITAL RISK MANAGEMENT

The Bank’s objectives when managing capital, which is a broader concept than the ‘equity’ on the face of
balance sheets, are:

* To comply with the capital requirements set by the regulators of the banking markets;

* To safeguard the Bank’s ability to continue as a going concern so that it can continue to provide returns for
sharehoiders and benefits for other stakeholdears; and

» To maintain a strong capital base to support the development of its business

The Bank expects to maintain its debt to capital ratio. Solvency indicators were as follows:

31 Decembher 31 December

2016 2015

Debt (i) 335,936 154,849
Equity (ii) 69,085 52,513
Net debt to capital ratic 4.86 2.95

Debt (i) is defined as liabilities to banks and customers presented in detail in Notes 23, 24 and 25, Capital
(ii} includes total capital and Bank’s reserves.

The adequacy of capital and its use is monitored by the Board of Directors using techniques based on the
Decisions of the Banking Agency of the Federation of Bosnia and Herzegovina (“the Regulator”).
Information is supplied to the Regulator on a quarterly basis. The Regulator places the following demands
on all banks:

1. Hold the minimum level of the share capital of KM 15 million
2. Maintaining a capital to risk assets ratio at the legally required minimum of 12%

On 30 May 2014, FBA issued new Decision on minimum standards for capital management and capital
hedge, effective for 2014. By this decision, the Bank’s regulatory capital is divided into two tiers:

. Tier 1 capital or Core Capital: ordinary shares, other reserves and retained earnings indefinitely
allocated by the Bank's shareholders for coverage future net losses (if any), reduced by negative
revaluation reserves and intangible assets; and

= Tier 2 capital or Supplementary Capital: preference shares and general regulatory reserves in
accordance with FBA regulations (calculated for regulatory reporting only), increased by positive
revaluation reserves.

The risk-weighted assets are measured by means of a hierarchy of four weights classified according to the
nature of — and reflecting an estimate of credit, market and other risks associated with — each asset and
counterparty, taking into account any eligible collateral or guarantees. A similar treatment is adopted for off-
balance sheet exposure, with some adjustments to reflect the more contingent nature of the potential
losses.

As of 31 December 2016 and 2015 the Bank complied with all of the externaily imposed capital
requirements to which it was subject. As of 31 December 2016 the adequacy of the Bank’s capital amounts
to 20.2% (31 December 2015: 43.0%).
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31. CAPITAL RISK MANAGEMENT (CONTINUED)

Capital adjustment plan

As of 31 December 20186, the ratio “tangible assets / Core capital’ amounted 17.49% (31 December 2015:
12.98%), meaning that is below the maximum allowed ratio of 50% for 32.51% or KM 21,278 thousand

(2015: 37.02% or KM 18,994 thousand).

Management expects that the decision of the Banking Agency of FBiH will not have negative impact on
Bank's operations. Capital adequacy as of 31 December 2016 amounts 20.2% (31 December 2015:
43.0%), share capital and total risk assets ratio amounts 23.7% (31 December 2015: 43.7%), which means
that the Bank has provided security instruments. The financiai leverage ratio as at 31 December 2016 was

15.1% (31 December 2015: 22.7%) and was significantly higher than prescribed (6%).
31 December

31 December

2016 2015
Core capital — Tier 1 capital
Ordinary shares 65,870 48,390
Statutory reserves 1,812 -
Other reserves 5,867 5,867
Unallocated retained profit from previous years 4 -
Uncovered losses carried forward from previous years {1,160) -
Current year loss (2,313) -
Carrying amount of own (treasury) shares (2,953) -
Deferred tax assets (137} (137)
Negative revaluation reserves (115)
Less: Intangible assets (1,219) (816)
Total Core capital 65,456 51,304
Supplemental capital - Tier 2 capital
General regulatory reserves under FBA rules 3,453 1,908
Subordinated debt 3,831
Positive revaluation reserves based on effects of changes in fair
value of assets 185 21
Total Supplemental capital 7,478 1,929
Deducticns from capital
Shortfall in regulatory reserves 17,216 (2,765)
Net capital 55,719 50,468
Risk Weighted Assets (unaudited) 252,780 106,383
Weighted Operational Risk {unaudited) 23,457 11,021
Total weighted risk 276,237 117,404
Capital adequacy (%) 20.2 43.0
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32. FINANCIAL INSTRUMENTS
32.1 Significant accounting policies

Details of the significant accounting policies and methods adopted, including the criteria for recognition, the
basis of measurement and the basis on which income and expenses are recognized, in respect of each
class of financial asset, financial liability and equity instruments are disclosed in Note 2 to these financial
statements.

32.2 Categories of financial instruments

31 December 31 December
2016 2015
Financial assets
Loans and receivables:
Cash and cash equivalents (including obligatory reserve at the
CBBH) 102,136 63,733
Loans and receivables 247.090 94,445
Financial assets at FVTPL 8,090 122
Financial assets available-for-sale 31,807 22,250
Financial assets held-to-maturity 1,756 23,862
390,879 204,412
Financial liabilities
At amortized cost:
Borrowings and liabilities to banks 3,828 247
Subcrdinated debt 8,118 -
Due to customers 332,654 154,602
335,936 154,849

32.3 Financial risk management objectives

The Bank's Finance & Risk divisions provide services to the business, co-ordinates access to domestic and
international financial markets, monitors and manages the financial risks relating to the operations of the
Bank through internal risk reports which analyse exposures by degree and magnitude of risks. These risks
include market risk (including currency risk and fair value interest rate risk), credit rigk, liquidity risk and cash
flow interest rate risk.
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33. BALANCE SHEET IN FOREIGN CURRENCY AND FOREIGN CURRENCY RISK

The Bank undertakes certain transactions denominated in foreign currencies. Hence, exposures to
exchange rate fluctuations arise. Exchange rate exposures are managed within approved policy parameters
utilizing forward foreign exchange contracts.

The carrying amounts of the Bank’s foreign currency denominated monetary assets and liabilities at the
reporting date are as follows:

Assets Liabilities
31 December 31 December 31 December 31 December
2016 2015 2016 2015
EUR 161,819 9,156 145,549 42 242
usD 1,623 707 1,513 725
CHF 1,156 818 1,060 684
Other currencies 1,003 580 716 487

Foreign currency sensitivity analysis

The Bank is mainly exposed to USD and CHF. The local currency KM is pegged to EUR fixed rate,
therefore, no risk related to the portfolio denominated in EUR has been identified.

The following table details the Bank's sensitivity to a 10% increase and decrease in KM against relevant
other currencies. 10% is the sensitivity rate used when reporting foreign currency risk internally to key
management personnel and represents management’s assessment of the reasonably possible change in
foreign exchange rates. The sensitivity analysis includes only outstanding foreign currency denominated
monetary items and adjusts their translation at the period end for a 10% change in currencies. The
sensitivity analysis includes external loans where the denomination of the loan is in a currency other than
the currency of the lender or the borrower. A positive number below indicates an increase in profit where
KM strengthens 10% against relevant currency. For a 10% weakening of KM against relevant currency,
there would be an equal and opposite impact on the profit, and the balances below wouid be negative.

Effect of USD Effect of CHF
2016 2015 2016 2015

10% increase/decrease
Profit or (loss) - 2 2 13
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33. BALANCE SHEET IN FOREIGN CURRENCY AND FOREIGN CURRENCY RISK (CONTINUED)

Other
curren-
KM EUR UsD CHF cies Total
31 December 2016
ASSETS
Cash and cash equivalents 41,119 2927 1,523 1,156 1,003 47,728
Obligatory reserves with the Central
Bank of BH 54,408 - - - - 54,408
Loans and receivables from customers 80,401 156,689 - - - 247,090
Financial assets available for sale 8,080 - . - - 8,090
Financial assets at fair value through
profit and loss 31,807 - - - - 31,807
Financial assets held to maturity 1,756 - - - - 1,756
Other financial assets 3,393 2012 - - - 5,905
Total 231,283 161,819 1,523 1,156 1,003 396,784
LIABILITIES
Liabilities to other banks 3,289 - - - - 3,289
Liabilities to customers 175,691 145,549 1,513 1,060 716 324,529
Subordinated debt 8,118 - - - - 8,118
Other financiai liabilities 2,244 - - - - 2,244
Total 189,342 145,549 1,613 1,060 716 338,180
31 December 2015
Total monetary assets 193,606 9,156 707 818 580 204,867
Total monetary liabilities 114,507 42,242 725 684 487 158,645

34. INTEREST RATE RISK

The Bank is exposed to interest rate risk as the Bank borrows funds at both fixed and floating interest rates.
The risk is managed by the Bank by maintaining an appropriate mix between fixed and floating rate for
borrowings.

The exposure of Bank to interest rate to its financial assets and liabilities is presented in details in the note
related to liquidity risk {Note 35).

Interest rate sensitivity analysis

The sensitivity analyses below have beenh determined based on the exposure to interest rates for both
derivatives and non-derivative instruments at the balance sheet date. For floating rate liabilities, the analysis
is prepared assuming the amount of liability outstanding at the balance sheet date was outstanding for the
whole year. A 50 basis point increase or decrease is used when reporting interest rate risk intemnally to key
management personnel and represents management’s assessment of the reasonably possible change in
interest rates.
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34. INTEREST RATE RISK (CONTINUED)

'f interest rates had been 50 basis points higher/lower and all other variables were held constant, the Bank’s
profit for the year ended 31 December 2016 would increase/decrease by KM 404 thousands (2015:
increase/decrease by KM 402 thousand). This is mainiy atfributable to the Bank’s exposure to interest rates
on its variable rate borrowings.

35. LIQUIDITY RISK

The ultimate responsibility for liquidity risk management lies with the Supervisory Board, which has created
an adequate framework for the management of liquidity risk to be used for the management of long-, mid-
and short-term needs for the management of the Bank’s liquidity. The Bank manages this type of risk by
maintaining adequate reserves, loans from other banks and other sources of financing, by constantly
monitoring the projected and actual cash flows and by comparing maturity profiles of financial assets and
liabilities.

Liquidity and interest risk tables

The following table details the Bank’s remaining contractual maturity for its non-derivative financial liabilities.
The tables have been drawn up based on the undiscounted cash flows of financial liabilities based on the
earliest date on which the Bank can be required to pay. The table includes both interest and principal cash
flows.

Weighted Less 3
average 1-3 months
effective 1 :r':::th months to 15 years 5+ years Total
LIABILITIES interest rate 1 year
% KM KM K KM Kh KM
31 December 2016
Non-interest bearing - 80,674 216 152 1,140 874 83,056
Variable interest rate
instruments 117 101,644 6,281 19,510 37,062 468 164,965
Fixed interest rate
instruments 4.8 3,319 8,821 35,155 53,468 1,572 102,335

185,537 15,318 54,817 81,670 2,914 350,356

31 December 2015

Non-interest bearing - 12,729 - - - - 12,729
Yariable interest rate

instruments 0.57 83,765 499 7,445 6,116 1,780 99,605
Fixed interest rate

instruments 2.05 8,656 4,162 16,270 20,969 228 48,285

103,150 4,661 23,715 27,085 2,008 160,619

The following table details the Bank's remaining contractual maturity for its non-derivative financial assets.
The tables have been drawn up based on the undiscounted cash flows of the financial assets including
interest that will be earned on those assets except where the Bank anticipates that the cash flow will occur
in a different period.
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35. LIQUIDITY RISK {CONTINUED)

Liquidity and interest risk tables (continued)

Welghted Less 3

average 13 months 1-56

effective 1 m::th months to years Stiyears  Total
ASSETS interest rate 1 year

% KM KM KM KM KM KM

31 December 2016
Noen-interest bearing - 109,508 153 115 - 234 110,010
Variable interest rate
instruments 5.27 19,524 10,825 54,241 81,340 31,836 197,766
Fixed interest rate
instruments 424 6,239 8610 25,168 69,721 8,457 118,195

135,271 19,588 79,524 151,061 40,527 425,971

31 December 2015

Nor-interest bearing - 15,168 4 - - 142 156,314
Variable inferest rate

instruments 6.58 1,791 2,003 11,645 29,089 10,845 55,373
Fixed interest rate

instruments 3.50 73,615 3,130 32,767 34,658 3,274 147 444

80,574 5137 44412 63,747 14,261 218,131

36. CREDIT RISK

The Bank takes on exposure to credit risk which is the risk upon credit approval and when counterparty will
be unable to pay amounts in full when due. The Bank structures the levels of credit risk it undertakes by
placing limits on the amount of risk accepted in refation to one borrower, or groups of borrowers, and to
industry segments. Such risks are monitored on a revolving basis and subject to an annual or more frequent
review.

Exposure to credit risk is managed through regular analysis of the ability of borrowers and potential
borrowers to meet interest and capital repayment obligations and by changing these lending limits where
appropriate. Exposure to credit risk is also managed in part by obtaining collateral and corporate and
personal guarantees.

Commitments to extend credit, undrawn loan commitments, unutilized overdrafts and approved overdraft
loans. The primary purpose of commitments to extend credit is to ensure that funds are availabie to a
customer as required. Commitments to extend credit represent unused portions of authorizations to extend
credits in the form of loans, guarantees or stand-by letters of credit. Commitments to extend credit issued by
the Bank represent issued loan commitments or guarantees, un drawn portions of and approved overdrafts
loans. Commitments to extend credit or guarantees issued by the Bank which are contingent upon
customers maintaining specific credit standards (including the condition that a customer's solvency does not
deteriorate) are revocable commitments. lrevocable commitments represent un drawn portions of
authorized loans and approved overdraft facilities because they result from contractual terms and conditions
in the credit agreements.
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36. CREDIT RISK {CONTINUED)

Financial assets

Total gross Individually Individual Collective

carrying Unimpaired impaired impairment impairment Total net

amount assets assets allowance allowance carrying amount
31 December 2016
Cash and assets in
banks 47,728 47,728 - - - 47,728
Obligatory reserve
with CBBH 54,408 54,408 - 54 408
Loans and
receivables 275,433 - 275,433 (22,883) {5,460) 247,090
Financial assets
availabie for sale 31,807 31,807 - 31,807
Financial assets at
fair value through
profit and loss 8,090 8,090 - - - 8,000
Financial assets held
to maturity 1,756 1,756 - - - 1,756
Total 419,222 143,789 275,433 {22,883) {5,460) 390,879
31 December 2015
Cash and assets in
banks 41,198 41,198 - 41,198
Cbligatory reserve
with CBBH 22,535 22,535 - - 22535
Loans and
receivables 102,114 495 101,619 (4,109) (3,560) 04,445
Financial assets
available for sale 22,250 22,250 - - 22,250
Financial assets at
fair value through
profit and loss 122 122 - - 122
Financial assets held
ic maturity 23,862 23,862 - - - 23,862
Total 212,081 110,462 101,619 (4,019) (3,560} 204,412
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36. CREDIT RISK (CONTINUED)

Credit exposure and collateral

31 December 2016

Cash and assets in banks

Obligatory reserve with CBBH

Loans and receivables

Financial assets available for sale

Financial assets at fair value through profit and loss
Financial assets held to maturity

31 December 2015

Cash and assets in banks

Obligatory reserve with CBBH

Loans and receivables

Financial assets available for sale

Financial assets at fair value through profit and loss
Financial assets held to maturity

Estimated value of collateral

Credit risk exposure

Loan

commitments Fair value of
Net exposure [/ Guarantees collateral
47,728 - -

54,408 -
247,090 27,001 483,709
31,807 - -

8.090

1,756 -
390,879 27,001 483,709

41,198 -
22 535 -
94 445 16,427 146,584
22,250 - -
122 : =
23,862 - -
204,412 16,427 146,584

31 Decemher

31 December

2016 2015
Movable properties 38,372 5,736
Real estates 440,850 139,702
Deposits 4,487 1,146
Total 483,709 146,584
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36. CREDIT RISK (CONTINUED)

Arrears
Total gross 181 - Over
loan Not due 3;"zat°s 3;; :o 91(1; 1:" 270 270
portfolio y Y ¥ days days
31 December 2016
Corporate loans 215,558 176,472 1,079 3,215 850 671 33,271
Retail loans 59,875 52,019 280 113 130 50 7,283
275,433 228,491 1,359 3,328 980 721 40,554
Impairment {28,343} (23,435) (2,072) (134) {125) {719)  (1,858)
Total 247,090 205,056 {713) 3,194 855 2 38,696
31 December 2015
Corporate loans 68,095 64,180 305 165 203 3] 3,146
Retail loans 34,019 30,945 119 17 16 16 2,906
102,114 95,125 424 182 309 22 6,052
Impairment {7,669) 12,513) {i0) (7) {69) (15)  (5,055)
Total 94,445 92,612 414 175 240 7 997
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Notes to the financial statements
for the year ended 31 December 2016

{All amounts are expressed in thousands of KM)

37. FAIR VALUE MEASUREMENT (CONTINUED)

37.2 Fair value of the Bank’s financial assets and financial labilities that are not measured at fair
value on a recurring basis (but fair value disclosures are required)

Except as detailed in the following table, the Management consider that the carrying amounts of financial
assets and financial liabilities recognised in the financial statements approximate their fair values.

31 December 2016 . 31 December 2015
Carrying Carrying

amount Fair value amount Fair value
Financial asset
Loans and receivables:
- Loans to customers, net 247 090 244,983 94 445 91,661
- Financial assets held to maturity 1,756 1,756 23,862 23,862
Financial payables:
At amortized cost:
- Due to customers and financial

institutions 324 526 331,689 154,602 158,950

- Subordinated debt 8,118 7,832 - B

Fair value hierarchy as of 31 December 2016

Level 1 Level 2 Level 3 Total
Financial asset
Loans and receivables:
- Loans to customers - 244 983 - 244 983
- Financial assets held to maturity - 1,756 - 1,756
- 246,739 - 246,739
Financial payables:
At amortized cost:
- Due to customers, other banks and
financial institutions - 331,689 - 331,689
- Subordinated debt - 7,844 - 7,844
- 339,533 - 339,633

The fair values of the financial assets and financiai liabilities inciuded in the level 3 category above have
been determined in accordance with generally accepted pricing models based on a discounted cash flow
analysis, with the most significant inputs being the discount rate that reflects the credit risk of
counterparties. As the discount rate used in the weighted average interest rate on the state level, published
by CBBH separately for legal entities and individuals,
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Notes to the financial statements
for the year ended 31 December 2016

{All amounts are expressed in thousands of KM)

38. BASIC EARNINGS PER SHARE

Basic earnings per share is calculated by dividing the net profit attributable to ordinary shareholders by

weighted average number of ordinary shares in issue during the year.

20186 2015
Profit attributable to sharehoiders (KM '000) 1,826 4
Ordinary shares (weighted average) 546,825 546,825
Baslc earnings per share in KM 3.34 0.01

As the number of ordinary shares increased in 2016 as a result of merger (Notes 1 and 30), the calculation

of basic earnings per share for all presented periods has been adjusted retroactively.

39. APPROVAL OF THE FINANCIAL STATEMENTS

The Management of the Bank approved these financial statements on 30 March 2017,

Signed on behalf of the Management:

It"'"

Dirg€ j of the Bank X Director of Findnce and Accounting

Samir Mustafié \-’%{\’ Azemina Smailbegovié
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