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of key dato

Raiffeisen banka a.d.

Monetary values are in thousands RSD 2019 Change 2018
Income Statement

Net inferest income affer provisioning 9,782,060 3.54% 9,447989
Net commission income 4 344,535 5.82% 4,105,419
Net frading income 263,368 413.47% 51,292
General adminisfrative expenses (9,686,230) 6.86% (9,064,405)
Profit before tax 6,992,894 (8.53)% 7,645,303
Profit affer tax 6,113,883 (7.76)% 6,628,209
Balance Sheet

loans and advances fo banks 13,550,612 17.24% 11,558,104
loans and advances to customers 171,584,719 14.09% 150,387,617
Amounts owed to other banks 4,287 532 41.12% 3,038,158
Amounts owed to customers 251,813,778 10.50% 227,889,691
Equity (incl. minorities and profit) 57,891,193 (0.03)% 57,908,928
Balance-sheet fotal 318,903,137 9.24% 291,924,334
Regulatory information

Total own funds 50,980,553 1.08% 50,437,418
Own funds requirement 17,448,427 (0.54)% 17,542,514
Core capital rafio 23.37% 1.61% 23.00%
Own funds ratio 23.37% 1.61% 23.00%
Performance

Return on equity (ROE) before tax 12.90% (9.03)% 14.18%
Return on equity (ROE) affer tax 11.27% (8.52)% 12.32%
Cost/income ratio 54 .40% 3.76% 52.43%
Return on assets (ROA) before tax 2.19% (16.41)% 2.62%
Risk/earnings ratio 3.19% 0.31)% 3.20%
Resources

Number of staff on balance-sheet date 1,527 3.60% 1,474
Business outlets 86 0.00% 86




Raiffeisen banka a.d.

Preglec

najvazniji

h podataka

Vrednosti su izrazene u hiliadama dinara 2019 Promena 2018
Bilans uspeha

Nefo dobitak po osnovu kamata posle rezervisanja 9.782.060 3,54% 9.447.989
Nefo dobitak po osnovu naknada i provizija 4.344.535 5,82% 4.105.419
Neto prihodi od frgovania 263.368 413,47% 51.292
Administrativni frokovi (9.686.230) 6,86% (9.064.405)
Dobitak pre oporezivanja 6.992.894 (8,53)% 7.645.303
Dobitak posle oporezivanja 6.113.883 (7,76)% 6.628.209
Bilans stanja

Plasmani bankama 13.550.612 17,24% 1.558.104
Plasmani klijentima 171.584.719 14,09% 150.387.617
Obaveze prema bankama 4.287.532 41,12% 3.038.158
Obaveze prema klijentima 251.813.778 10,50% 227.889.691
Kapital 57.891.193 (0,03)% 57.908.928
Bilans stanja ( ukupno 318.903.137 9,24% 291.924.334
Kontrolne informacije

Ukupni sopstveni kapital 50.980.553 1,08% 50.437.418
Potreban sopstveni kapital 17.448.427 (0,54)% 17.542.514
Adekvatnost kapitala (osnovni kapital) 23,37% 1,61% 23,00%
Adekvatnost kapitala (ukupni kapital) 23,37% 1,61% 23,00%
Pokazatelji poslovanja

Stopa povracaja kapitala pre oporezivanija 12,90% (9,03)% 14,18%
Stopa povracaja kapitala posle oporezivania 11,27% (8,52)% 12,32%
Odnos rashoda i prihoda 54,40% 3,76% 52,43%
Stopa povracaja aktive 2,19% (16,41)% 2,62%
Ucesce ispravke vrednosti u nefo prihodima od kamate 3,19% (0,31% 3,20%
Izvori

Broj zaposlenih na dan bilansa 1.527 3,60% 1.474
Broj poslovnica 86 0,00% 86
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ladies and Gentlemen,

It is my pleasure to inform that Raiffeisen banka a.d. Beograd
complefed the financial year 2019 with very good results. The
bank responded to market challenges very well and adapted ifs
business model fo the changing environment. In 2019, the bank
recorded a significant increase in loan activiies in all business
segments. Also, it confinued investing in the digital transformation
of its business and infroduced a number of new and cutting-edge
services and technological solutions. Recognition of the bank’s
endeavors in this respect was demonstrated by being awarded
as “Best Consumer Digital Bank in Serbia”, by Global Finance
magazine, for the second year in a row.

In its 19 years of business in Serbia, Raiffeisen banka has proven
to be a reliable partner fo ifs clients, able to offer services in line
with the most contemporary banking standards, but also failored o
the particular needs of local clients.

In the 2019 financial year, the members of the Board of Directors
held 8 meefings. The overall attendance rate for Board of Direcfors
meetfings was around 90 per cent.

The Board of Direcfors regularly and comprehensively monitored
the business performance and risk developments at Raiffeisen
banka a.d. Beograd. Discussions were regularly held with the
Management Board on the adequacy of capital and liquidity, os
well as on the direcfion of the bank’s business and risk sfrafegies.
The Board of Directors also dealt af length with further developments
within corporate govemance and monifored the implementation of
corresponding policies.

of the
of Directors

In the course of its monitoring and advisory activities, the Board
of Direcors maintained direct contact with the responsible
Management Board members, the auditor and heads of the
infernal control functions. It also maintained a continuous exchange
of information and views with representatives from supervisory
authorities on fopical issues.

Moreover, the Management Board provided the Board of Direcfors
with regular and defailed reports on relevant matters concerning
performance in the respective business areas. Between meetings,
the Board of Directors maintained contact with the Chairman and
members of the Management Board. The Management Board
was available when required for bilateral or multilateral discussions
with members of the Board of Directors, where applicable with the
involvement of experts on matters being addressed.

The work undertaken fogether with the Management Board was
based on a relationship of mutual trust and conducted in a spirit
of efficient and constructive collaboration. Discussions were open
and critical, and the Board of Direcfors passed resolutions after fully
considering all aspects. If additional information was required in
order to consider individual issues in more depth, this was provided
to members of the Board of Directors without delay and to their
satisfaction.

In order to fulfil statutory dufies regarding the supervision of the
financial reporting process and reporting pracfices in the bank,
which includes the review and adoption of the financial statfements
and review of external audit reports, the Board of Directors
regularly discussed financial reporting matters and external audit
reports, findings and recommendations with the Audit Committee,
but also with external auditors.

Keeping in mind the significance of an adequate capital base
for the fulfilment of the overall strategy, the capital management
strategy and plan was one of the focus topics for the monitoring
activiies of the Board of Directors in 2019. These activities
included the review and adoption of the ICAAP report, but also
discussion with the Managing Board on the SREP requirement and
preliminary SREP review results which were issued by the regulator

in November 2019.

| would like to take this opportunity to thank our customers for
their confinued frust and all the employees of Raiffeisen banka for
their hard work and unwavering efforts in 2019, as well as to ask
for their continued commitment in tackling any challenges going
forward.

On behalf of the Board of Directors

it

Peter Lennkh,
Chairman of the Board of Directors



Dame i gospodo,

Zadovoljstivo nam je $to mozemo da objavimo da je Raiffeisen
banka a.d. Beograd zavrsila finansijsku 2019. godinu sa veoma
dobrim rezultatima. Banka je odli¢no odgovorila na izazove
trzista i prilagodila svoje poslovanje promenljivom okruzenju. U
2019. godini, banka je zabelezila znagajno uvecanie kredinih
akfivnosti u svim poslovnim segmentima. Takode, nasfavila je
ulaganje u digitalnu transformaciju svog poslovanja i wvela niz
novih, najmodernijih usluga i tehnoloskih resenja. Dokaz napora
banke u ovom smislu jeste i nagrada ,Najbolja digitalna banka
u Srbiji” koju je banci drugu godinu zaredom dodelio ¢asopis
Clobal Finance.

Tokom 19 godina poslovania u Srbiji, Raiffeisen banka je potvrdila
da je svojim Klijentima pouzdan partner koji moze da ponudi
usluge u skladu sa najsavremenijim sfandardima u bankarstvu, a
ujedno i skrojene po specifi¢nim potrebama lokalnih klijenata.

Tokom 2019. godine, ¢lanovi Upravnog odbora odrzali su 8
skupstina. Ukupna sfopa u¢es¢a na sasfancima Upravnog odbora
u finansijskoj 2019. godini bila je 90%.

Upravni odbor je redovno i sveobuhvaino prafio poslovni u¢inak
i razvoj rizika u poslovanju Raiffeisen banke a.d. Beograd.
Redovno su odrzavane diskusije sa lzvrénim odborom u pogledu
adekvatnosti kapitala i likvidnosti, kao i u pogledu usmerenja
poslovanja  Raiffeisen banke i njenih strafegija v vezi sa
upravljanjem rizicima. Upravni odbor se takode defalino bavio
doljim razvojem u segmentu odrzivog i odgovomog korporativnog
upravljanija i pratio implementaciju odgovaraju¢e poslovne politike.

zvestaj predsedniko
pravnog odbora

Tokom svojih nadzomih i savetodavnih aktivnosti, Upravni odbor
odrzavao je direkine kontakfe sa nadleznim ¢lanovima Izvrénog
odbora, revizorima i rukovodiocima interih funkcija  kontrole.
Takode, odrzavao je stalnu razmenu informacijo i miglienja sa
predstavnicima Upravnih tela banaka na teme od interesa.

Pored foga, lzvigni odbor je redovnim i defalinim izvestajima
obavestavao Upravni odbor o relevanmim pitanjima kojo se fi¢u
datfih poslovnih segmenata. Izmedu sastanaka, Upravni odbor
ie fakode odrzavao konfakt sa predsednikom Izvisnog odbora i
¢lanovima |zvisnog odbora. Izvréni odbor bio je dostupan kada
je to bilo pofrebno za bilateralne ili multilateralne diskusije sa
¢lanovima Upravnog odbora, po potrebi uz uklju¢ivanie stru¢njaka
za pifanja kojima se bavio Upravni odbor.

Posao koji je obavlien zajedno sa lzvignim odborom zasnovan je
na odnosima medusobnog poverenja i obavlien u duhu efikasne i
konstruktivne saradnje. Diskusije su bile otvorene i kriti¢ne, a Upravni
odbor doneo je odluke nakon razmatrania svih stavova. Ukoliko su
bile potrebne dodatne informacije kako bi se pojedina¢na pitanja
dublie razmotrila, fo je ¢lanovima Upravnog odbora obezbedeno
bez kagnjenja i na njihovo zadovoljstvo.

Kako bi se ispunile zakonom propisane obaveze u pogledu
supervizije procesa finansijskog izvesiavanja i praksi izvestavania
u bandi, o uklju¢uje razmatranie i usvajanie finansijskih izvestaja i
razmatranje izvestoja eksteme revizije, Upravni odbor je pitanja od
znac¢aja za finansijsko izvestavanie, izvestaje, nalaze i preporuke
eksterne revizije razmatrao sa Odborom za revizijy, ali i sa
ekstemnim revizorima.

Imaju¢i u vidu znacaj adekvaine kapitalne baze za ispunjenie
celokupne sfrategije, strategija upravljanja kapitalom i plan bili su
iedna od vodecih fema akfivnosti nadzora Upravnog odbora u
2019. godini. Ove aktivnosti uklju¢ivale su pregled i usvajanje
izvestaja ICAAP, ali i diskusiju sa lzvignim odborom u pogledu
zahteva procesa supervizorskog nadgledanja i procene (SREP),
kao i preliminame SREP rezuliate koje je objavio regulator u
novembru 2019. godine.

Zeleo bih da iskoristim owu priliku i zahvalim se svim nagim
klilentima na njihovom kontinviranom poverenju, a ujedno i svim
zaposlenima Raiffeisen banke a.d. Beograd na njihovom velikom
trudu i zalaganju u 2019. godini, kao i da ih zamolim za dalju
posvecenost u re$avanju svih izazova u buduénosti.

U ime Upravnog odbora,

it

Predsednik Upravnog odbora
Peter Lennkh



ntroductory Address
OZ the Chairman
Of {

he Managing Board

Dear shareholders, business partners and colleagues,

It is my pleasure fo inform you, in the name of the Managing
Board of Raiffeisen banka a.d. Beograd, that the year 2019
was very successful for us. You will find more defails in
the following pages of this report conceming all segments
and key business indicafors. | would like fo point out that
the key themes for us in 2019 were digitalization and
fransformation, but also growth. The latter is again coming
info greater focus both in lending in the large companies and
small businesses segment, as well as for private individuals.
This makes me especially pleased, because it is an indicator
that the banking industry is again on a more sfable base, as
well as the entire economic environment.

In the year 2019, the bank realized a profit before tax
amounting fo € 59.3 million, thus exceeding the targeted
goals and despite the unplanned and significant expenditures
relating fo the conversion of CHF loans. Especially important
was that, af a fime of great competition in the market and
a “battle” between banks for each client, we recorded
significant growth in our client base over the course of the
financial year. The greatest driver behind this was cerfainly
all our initiatives and projects, the overarching aim of which
was fo improve and modemize services.

The year 2019 also saw the continuing of the large project of
transformation of the bank’s branch network and infroduction
of the most up to date technological solutions into ifs branch
offices. Innovations were implemented in products and
services and it can be rightly said that our bank revolutionized
the loan market by infroducing the first fully online cash loan
not only in the local market but also in the region. Significant
improvements were made in electronic and mobile banking,
and our chat bot Rea is sfill the only digital banking assistant
in Serbia based on artificial infelligence. Our achievements
in the digital segment did not go unnoticed, and the bank
received the prestigious title of “Best Digital Bank in Serbia”
by renowned financial magazine Global Finance for the
second year in a row.

This award further demonstrates that we are in step with
the best in this field. This is particularly imporfant when
we bear in mind that banking insfituions were esfablished
with fraditional business models and are now facing a
comprehensive transformation process in order fo stay
compefitive in the everchanging environment. Raiffeisen
banka has recognized this challenge and this oward is
not only recognition for all that has been achieved so far,
but also serves as an obligation to continually infroduce
innovative changes.

| am proud of the fact that we have also already begun
working on strategic changes within the company, primarily
by becoming an adaptive organization and working in agile
teams which are able fo create products and services in a
more efficient and flexible manner and thus create added
value for our clients and for the enfire bank as well. We
need fo make banking easier and available at any fime for
our clients whose needs are ever-changing, and the most
effective way is to continuously develop and to offer top-
quality digiftal products, services and innovations.

Raiffeisen banka supports Raiffeisen Leasing and Raiffeisen
Future Voluntary Pension Fund Asset Management Company
to a great extent, as well as the Raiffeisen Invest Investment
Fund Management Company. Our funds have realized
excellent results and are in the leading positions in their
respective segments. As their founder, Raiffeisen banka
is proud of the results they are achieving and which also
contribute fo the strengthening of our brand and ifs renown
in the local market.



Jvodna re¢
oredsedniko

Postovani akcionari, poslovni parineri i kolege,

Zadovolistvo mi je da vas, u ime Izvrénog odbora Raiffeisen
banke a.d. Beograd, obavestim da je 2019. godina za nas
bila veoma uspegna. Vise defalia koji se ticu svih segmanta i
kljuenih poslovnih pokazatelja na¢i ¢ete u narednim stranama
ovog izvedtaja. Zeleo bih da naglasim da su klju¢ne teme
za nas u 2019. godini bile digitalizacija i fransformacija, a
takode i rast. Ovo poslednje opet dolazi u ja¢i fokus, kako
u segmentu kreditiranja velikih kompanija i malih preduzeca,
tako i fizickih lica. Ovo me ¢ini posebno zadovoljnim jer
ie pokazatelj foga da je bankarsko poslovanje ponovo na
stabilnijoj osnovi, kao i ¢itavo ekonomsko okruzenje.

U 2019. godini, banka je ostvarila profit pre oporezivanja
u iznosu od 59,3 miliona evra, premasivéi tako postavljene
cilieve, uprkos neplaniranim i znacajnim trogkovima u vezi
sa konverzijom kredita v $vajcarskim francima. Posebno
znacajno je fo o smo u vremenu velike konkurencije na
frzistu i ,borbe” banaka za svokog klijenta, zabelezili
znacajan rast nase baze klijenata u foku finansijske godine.
Najvedi pokreta¢ svega ovoga svakako su bile sve nage
inicijative i projekti, ¢iji je osnovni cili da poboljgaju i
modemizuju usluge.

zvr§nog odbora

Tokom 2019. godine fakode smo nastavili obiman
projekat fransformacije poslovnica banke, kao i uvodenie
najsavremenijih tehnologkih resenja u poslovnice. Inovirani
su proizvodi i usluge, a moze se s pravom reci da je banka
izvigila revoluciju na frzistu kredita uvodenjem prvog u
pofpunosti onlajn kes kredita ne samo na lokalnom trzisty,
ve¢ i u regionu. Znacajna pobolianja izvisena su u
elekfronskom i mobilnom bankarstvu, a nas eet bof Rea jos
uvek je prvi digitalni bankarski asistent u Srbiji koji radi na
osnowu vestacke inteligencije. Naga dostignu¢a u digitalnom
segmentu nisu progla nezopazeno i banka je drugu godinu
zaredom osvojila presfiznu fitulu ,Najboljo digitalna banka
u Srbiji” koju joj je dodelio renomirani finansijski ¢asopis
Clobal Finance.

Ova nagrada, osim toga, pokozuje da idemo u korak sa
najboljima u ovoj oblasti. To je narotito znac¢ajno ako
imamo u vidu da su bankarske insfitucije zasnovane na
tradicionalnim poslovnim modelima i da se sada suo¢avaju
sa obimnim procesima transformacije kako bi ostale
konkurentne u okruzeniju koje se konstantno menja. Raiffeisen
banka je prepoznala ovaj izazov i ova nagrada nije samo
priznanje za sve ono $fo je do sada ucinjeno, ved je i
obaveza da se kontinuvirano uvode inovativne promene.

Ponosan sam na ¢injenicu da smo ve¢ poceli da radimo na
strafeskim promenama u okviru kompanije, prvenstveno fako
o postajemo prilagodljiva organizacija i radimo u agilnim
fimovima, koji su u mogué¢nosti da kreiraju proizvode i usluge
na efikasniji i fleksibilniji na¢in i tako stvore dodatnu vrednost
za nase klijente, a time i za celu banku. Potrebno je da
bankarstvo uginimo jednostavnijim i dostupnim u svako doba
za nase Klijente ¢ije potrebe se stalno menjaju, a najefikosniji
nacin za fo jeste da kontinuirano razvijamo i nudimo digitalne
proizvode, usluge i inovacije najviseg kvaliteta.

Raiffeisen banka u velikoj meri pruza podréku radu kompanija
Raiffeisen leasing, Raiffeisen Future Dobrovolinom drugtvu
za upravljanje penzionim fondovima, kao i Raiffeisen Invest
Drustvu za upravljanje investicionim fondovima. Nasi fondovi
su ostvarili odli¢ne rezultate i u vodecim su pozicijama u
svojim segmentima. Kao njihov osnivag, Raiffeisen banka je
ponosna na rezultate koje ostvaruju, a koji takode doprinose
ja¢anju nageg brenda i njegove reputacie na lokalnom
trzistu.



After 19 years of business activities in Serbia, business results
are very important but what we always proudly focus on,
and what the public recognizes us for, is also the fact that the
bank and its employees are led by the principle of socially
responsible business. Therefore, each year we are “paying
back” to the communities in which we do business, through
offering support to vulnerable parts of society and investing
in partnerships in arts, culture and sports.

Future plans include contfinuing the transformation of the
bank's work processes, improving its offer and digitalizing
all segments of business. Special focus and significant
resources have already been invested for these purposes
and we will continue investing in the years ahead as well.
We will cerfainly not lose sight of another very important
traditional aspect of our business — mainfaining highly
professional parinerships with clients and good relations with
the communities in which we do business.

AP NS,
QU\(,

Zoran Petrovi¢

Chairman of the Managing Board



Nakon 19 godina poslovanja v Srbiji, poslovni rezultafi
jesu vazni, ali ono na $ta smo uvek ponosni i zbog ¢ega
nas javnost prepoznaje, jesfe Cinjenica da se banka i
njeni zaposleni rukovode principom drusiveno odgovornog
poslovanja. Zbog foga svake godine “via¢amo” zajednici u
kojoj poslujemo, pruzaju¢i podrsku najraniivijim segmentima
drustva i ulazuci v partnerstva na polju kulture, umetnosti |
sporta.

Budud¢i planovi uklju¢uju nastavak transformacije poslovnih
procesa banke, poboljtanje njene ponude i digitalizaciju
svih segmenata poslovanja. Poseban fokus i znac¢ajni resursi
ve¢ su ulozeni s ovim ciliem, a nastavicemo da investiramo i
u godinama koje dolaze. Naravno, ne¢emo izgubifi iz vida
ni drugi vazan aspekt naseg poslovanja — odrzavanije visoko
profesionalnih partnerstava sa klijentima i dobrih odnosa sa
zajednicom u kojoj poslujemo.

’\? o
? ’Q\J\o

Zoran Petrovi¢
Predsednik Izvr$nog odbora



Vision, Mission &

alues Statement o
Raitteisen banka a.d.
Beograo

SHAPING FUTURE TOGETHER
VISION 2025

We are the most recommended financial services group.

MISSION

We transform continuous innovation into superior cusfomer experience.

VALUES
COLLABORATION

We work together — If we work with each other, talk to each other, listen fo each other and support each other, we can
achieve so much more. We create an environment of mutual understanding, respect and frust.
We encourage diversity. Together with our colleagues, our pariners and our custfomers we achieve more than individually.

PROACTIVITY

We are proactive — We believe in looking ahead. We drive change. Concentrating on the possibilities rather than the
impossibilities. Replacing indecision with decision. Action instead of reaction. By being courageous and defermined, we
can make a difference. Even a litfle progress every day leads fo big results.

LEARNING

We are eager fo leam — leamning means personal progress. We leam from experience, education and sharing.
Experimenting and applying new knowledge may involve failure, but failure can be a great teacher if we leam from it.
Curiosity and learning help us innovate.

RESPONSIBILITY

We act responsibly — If each of us takes responsibility, we can change a lof. Individually and together, we own our
decisions. We are accountable for the results of our work. We always think about the consequences of our actions.

We are responsible members of society and build sustainable business.



Vizija,misija i vrednosti
Raiffeisen banke a.d.

Beograc

ZAIEDNO STVARAMO BUDUCNOST
VIZIJA 2025

Mi smo najpreporu¢ivanija finansijska grupacija.
MISJA

Kontinuirane inovacije oblikujemo u superiomo korisni¢ko iskustvo.

VREDNOSTI

SARADNIJA

Radimo zajedno — ako saradujemo, razgovaramo jedni sa drugima, slusamo i podrzavamo jedni druge, mozemo da
postignemo mnogo vise. Stvaramo okruzenje uzajamnog razumevanjo, postovanja i poverenja.

Ohrabrujemo raznolikost. Saraduju¢i sa nagim kolegama, nagim partnerima i nagim klijentima ostvarujemo vige nego kao
pojedinci.

PROAKTIVNOST

Mi smo proaktivni — verujemo u budu¢nost. Iniciramo promene. Usmereni smo na mogu¢nosti. Neodlu¢nost zamenjujemo
odlu¢noscu. Akcija umesfo reakcije. .

Hrabrog¢u i odlu¢no¢u mozemo da napravimo razliku. Cak i mali svakodnevni napredak dovodi do velikih rezultata.

UCENJE

Zelimo da u¢imo — u¢iti znadi lieni napredak. Ucimo iz iskustva, kroz obrazovanie i razmenu znanja. Eksperimentisanje i
primena novih znanjo moze da podrazumeva i neuspeh, ali neuspeh moze da bude veliki uéitel] ako iz njega nau¢imo.
Radoznalost i u¢enje pomazu nam da budemo inovativni.

ODGOVORNOST

Ponagamo se odgovomno — ako svako od nas preuzme odgovornost, mozemo mnogo da promenimo. Pojedinacno i
zajedno, stojimo iza svojih odluka. Odgovomi smo za rezultate svog rada. Uvek razmisliomo o posledicama nageg
delanja. Odgovorni smo ¢lanovi drustva i gradimo odrzivo poslovanie.



Glance

RBI regards Austria, where it is a leading corporate and
invesiment bank, as well as Central and Eastern Europe
(CEE) as its home market.

Subsidiary banks cover 13 markets across the region.
In addition, the Group includes numerous other financial
service providers active in areas such as leasing, assef
management and M&A.

Raifteisen Bank
nternational at o

In fotal, almost 47,000 RBI employees serve 16.7 million
customers in more than 2,000 business outlets, the vast
majority of which are in CEE. RBI AG shares have been
listed on the Vienna Stock Exchange since 2005.

At yearend 2018, RBI's fotal assets stood at € 152 billion.
The regional Raiffeisen banks hold approximately 58.8
percent of RBI shares, with the remaining approximately
41.2 percent in free float.



Raiffeisen

Raiffeisen Bank International AG (RBI), svojim mati¢nim
frzistem smatra  Austriju, gde je vode¢a priviedna i
invesficiona banka, kao i srednju i isfo¢nu Evropu.

Mreza poslovnica pokriva 13 trzigta Sirom ovog regiona.
Pored toga, grupacija obuhvata brojne druge kompanije
pruzaoce finansijskih usluga aktivnih u segmentima kao
8o su lizing, upravljanje sredstvima, kao i pripajanja i
akvizicije.

Kratak pregleo
ank
nternational

Ukupno oko 47.000 zaposlenih u mrezi RBI usluzuje
16,7miliona  klijenala v preko  2.000  poslovnica,
prvenstveno u srednjoj i isto¢noj Eviopi. Deonice RBI AG
listirane su na Be¢koj berzi od 2005. godine.

Krajem 2018. godine, ukupna akfiva RBI iznosila je 152
milijardi evra. Regionalne Raiffeisen banke drze oko 58,8%
deonica RBl-g, do je osfatak od 41,2% u slobodnoj prodaji.
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The government of Serbia presented its new investment plan
"Serbia 2025" worth € 14 billion at the end of 2019. It
was planned that the largest part of the funds be invested
into road infrastructure (€ 5 billion), railroad infrastructure (€
3.5 billion), efc. According to government representatives,
this project will be financed from the budget, but also from
credit lines of international financial institutions.

It was planned to begin the project this year. The invesiment
plan is leaning on infrastructure projects already underway,
but has a wider range and although its goal is raising the
quality of the investment environment, it is the result of the
government's insight that by actively supporting domestic
consumption they can prevent a potential negative influence
of the slowing down of the eurozone’s economic growth
onto domestic industrial production from the second half of
2018. Namely, the physical production volume has been
constantly slowing down since 2015 (plus 8.3 per cent) fo
0.3 per cent in 2019, due fo decreasing demand of local
products in the EU.

The process of opening chapters as part of the negotiation
process on joining the EU has been continued by opening
the following chapters: Chapter 9 — Financial Services and
Chapter 4 — Free Movement of Capital. So far, 18 out of
a total of 35 chapters have been opened in negofiations
on Serbia’s accession fo the EU, and two chapters have
been closed temporarily. The new President of the European
Commission sfressed in her first address fo the European
Parliament that the doors of the EU would remain open for
the Western Balkans.

The Executive Board of the International Monetary Fund
(IMF) complefed the third revision as part of the 30-month
“Policy Coordination Instrument” (PCI), initially signed
in July 2018. This insfitufion has positively marked the
implementation of the economic program, as well as the
law on Budget for the year 2020, which provides the
downsizing of public debt, and on the other hand, it opens
the space for capital investments and lower taxing costs.
According to this institution, sfructural reforms are improving,
but it is sfill necessary to speed up the process in some
segments.

m’nes for
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Rafing agencies “Fitch” and “Standard and Poor’s” have
increased the country’s credit rafing from BB fo BB+. Apart
from this, “Stondard and Poor's”  improved the outlook
for further credit rating improvement fo positive. The rafing
improvement followed as the opinion of both agencies that
the government is applying a consistent economic policy
aimed of sfrengthening macro-economic  indicators and
reducing public debt. “Standard and Poor's” expects that
fiscal stability will be maintained in the following period.

Further inflow of foreign direct investments which would
support the growth of exports and the GDP, as well as
further reduction of public debt are key factors for the
further increase of the credit rating. The government and the
National Bank of Serbia (NBS) hope that the country will
obtain an investment rating by the end of 2020, as a result
of the dedication of these institutions fo leading a prudent
fiscal and monetary policy.

Macroeconomic Trends

According fo the Republic Statistics Bureau, GDP growth
in 2019 has been estimated to 4.0 per cent, after 4.4
per cent in 2018. Gross investments info fixed assefs
contributed fo sfrong economic growth (plus 14.2 per cent
annually), the Turkish stream pipeline to be more precise.
Also, individual consumption contributed fo strong GDP
growth as well (plus 9,2 per cent).

Regarding industries, the greatest contribution to GDP growth
came from construction (28.5 per cent), mosfly because
of infrastructural projects but also private investments info
residential facilities. The turnover in retail frade grew os a
result of salaries’ growth in the nominal and in the real
amount.

The GDP growth rate (GDP, real amount) in the fourth
quarter increased its dynamics to 6.2 per cent, after 4.8
per cent, 2.9 per cent and 2.6 per cent in the third, second
and first quarter respectively. A somewhat lower base in
the fourth quarter of 2018 (3.5 per cent), as well as the
recovery of investment activity with a growth rate of 29.6
per cent after 17.5 per cent, 8.2 per cent and 7.2 per cent
in the third, second and first quarter respectively, contributed
fo economic growth recovery in the last quarter.
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Vlada Srbije je krajem 2019. godine predstavila novi
investicioni plan ,Srbija 2025” koji je vredan 14 milijardi
evra. Planirano je da najvedi deo sredstava bude investiran u
putnu infrastrukiuru (5 milijardi evra), zeleznicku infrastruktury
(3,5 milijarde evra), itd. Prema re¢ima predstavnika Vlade,
ovaj projekat ¢e biti finansiran iz budzefa, ali i iz kredita
medunarodnih finansijskih institucija.

6

Planirano je da projekat bude pokrenut ove godine.
Investicioni plan se naslanja na ve¢ pokrenute infrastruktume
projekte, ali je Sireg obuhvata i iako ima za cilj podizanje
kvaliteta investicionog ambijenta, rezultat je sagledavanja
Vlade da podsticanjem domace potrosnje  sprece
pofencijalno negativni uticaj usporavanja rasta ekonomije
eviozone na domacu industrijsku proizvodniju od polovine
2018. godine. Naime, fizicki obim proizvodnje belezi
konstantno usporavanje od 2015. godine (+8,3%) na
0,3% u 2019. godini, i fo usled usporavanja traznje EU za
domacim proizvodima.

Proces ofvaranja poglavlia v okviru  pregovarackog
procesa  pridruzivanja  Evropskoj uniji  nastavlien  je
ofvaranjem slede¢ih poglavlia: 9, poglavlie o finansijskim
uslugama i poglavlie 4, o slobodi krefanja kapitala. Do
sada je u pregovorima o prijemu Srbije u EU otvoreno 18
od ukupno 35 poglavlja, a priviemeno su zatvorena dva.
Nova predsednica Eviopske komisije naglasila je u svom
prvom obra¢anju eviopskom parlamentu da vrata EU ostaju
ofvorena za zapadni Balkan.

Izvigni odbor Medunarodnog monetarnog fonda (MMF)
zavr$io je frecu reviziju u okviru 30-mesecnog “Instrumenta
koordinacije politika” (PCl) koji je inicijalno pofpisan u
julu 2018. godine. Ova insfitucija pozitivno je ocenila
sprovodenije ekonomskog programa, kao i Zakona o
budzetu za 2020. godinu koji obezbeduie silaznu putanju
javnog duga, a sa druge sfrane ofvara prostor za kapitalne
invesficije i nize frotkove oporezivanja. Prema insfituciji,
strukturne reforme napreduju, ali je ipak potrebno ubrzati
proces u nekim segmentima.
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Rejting agencije ,Fitch” i ,Standard and Poor's” povecale su
kreditni rejting zemlje na BB+ sa BB. Pored toga, ,Standard
and Poor’s” poboligao je i izglede za dalie povecanje
kreditnog rejtinga na pozitivan. Poboljganie rejtinga usledilo
ie kao ocena obe agencije da Vlada vodi konzisfentnu
ekonomsku politiku koja je usmerena ka ja¢anju makro-
ekonomskih indikatora i smanjenja javnog duga. ,Standard
and Poor’s” o¢ekuje da ¢e fiskalna stabilnost biti o¢uvana i
u narednom periodu.

Dalji priliv stranih direkinih investicija, koji bi podrzao rast
izvoza i BDP-g, kao i dalie smanienije javnog duga kljueni
su fakiori za dalie povecanije kreditnog rejfinga. Vlada
i Narodna banka Srbije (NBS) nadaju se da ¢e zemlja
dobiti investicioni rejting do kraja 2020. godine, a kao
rezultat posvecenosti ovih institucija vodenju  prudentne
fiskalne i monetarne politike.

Makroekonomski trendovi

Prema RZZS-u, rast BDP-a u 2019. godini procenjen je
na 4,0%, posle 4,4% v 2018. godini. Snaznom rastu
ekonomije doprinele su bruto investicije u osnovna sredstva
(+14,2% godisnje), tacnije projekat Turskog toka. Takode,
licna potrognja je svojim snaznim rastom (+9,2%) doprinela
rastu BDP-a.

Cledano sa sfrane sekiora, najveci  doprinos  rastu
BDP-o doao je od gradevinarstva (28,5%), ponajvise
zbog infrastruktumih projekata ali i privatih investficija u
rezidencijalne objekte. Promet u trgovini na malo bio je u
porastu usled rasta plata u nominalnom i realnom iznosu.

Stopa rasta bruto domaceg proizvoda (BDP, realni iznos)
u Cetvrtom kvartaly povecala je dinamiku na 6,2% posle
4,8%, 29% i 2,6% u trecem, drugom i prvom kvartalu
respekfivno. Negfo niza baza u 4. kvarfalu 2018. godine
(3,5%), kao i oporavak invesficione akfivnosti sa stfopom
rasta od 29,6% posle 17,5%, 8,2% i 7,2% u trecem,
drugom i prvom kvartalu respektivno, doprineli su oporavku
rasta ekonomije u poslednjem kvartalu.
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Investment recovery partially came from the private sector,
as viewed through the strong growth of banks” investment
credits, but still this was mostly due to the start of new
infrastructural projects. The nef negative effect of exports
is a lof lower compared to the previous year, due tfo the
slowing down of import growth. Individual consumption
showed a stable growth rate (3.1 per cent) due to slight
income growth, while state consumption was reduced in
the fourth quarter fo 2.5 per cent.

As concems industries, the greatest growth rate came from
construction (48.3 per cent), which contributed to GDP
creation by 7.3 per cent, while the key industries in the sense
of contributing to GDP growth (19.5 per cent), processing
and energy, ofter two quarters of negative growth, finally
registered growth in the third quarter (2.1 per cent) and
in the fourth quarter (3.1 per cent), which happened affer
the opening of production capacities which were being
reconsfructed during the past months.

Retail and wholesale trade (plus 8.1 per cent), information
and communication (plus 8.5 per cent), as well as the
financial industry (plus 5.6 per cent) sfill record healthy
growth rates. Agriculture finally registered some growth after
two quarters of negative growth.

It is evident that domestic facfors (citizens’ consumption,
completion of the savings program in the public secfor and
new investment projects of the stafe through infrastructural
projects) mostly confribute to GDP growth and help
fo dampen the negative effect of slowing down the EU
economy which already impacts the slowing down of
export and industrial production.

Unemployment rate grew slightly in the fourth quarter to 9.7
per cent from 9.5 per cent in the third quarter, 10.3 per cent
in the second quarter and 12.1 per cent in the first quarter
of 2019. When we compare the fourth quarter of 2019
with the same quarter of 2018, when the unemployment
rafe amounted to 12.9 per cenf, unemployment was
reduced by 102.5 thousand due to employment growth
(12.8 thousand), but also for the greater part by decreased
inactivity (48.3 thousand).

Foreign Trade
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A positive trend was noted in formal employment which
registers greater growth (56.2 thousand) in processing
industry and construction, compared fo informal employment
(46.7 thousand). Compared to the second quarter of 2019,
employment grew by 22.2 thousand, mostly in agriculture,
due fo greater seasonal works.

The slowing down of industrial production in 2019 (plus
0.9 per cent since the sfart of the year) compared to 2018
(plus 1.3 per cent since the sfart of the year) is the result
of the slowing down of growth of the processing industry
(plus 0.2 per cent since the start of the year), compared
to 1.9 per cent in 2018. Mining improved growth fo 1.2
per cent since the sfart of the year compared to the slump
of 4.8 per cent in 2018, while production and electricity,
gas, steam and air conditioning had a weaker result (plus
0.5 per cent since the start of the year), compared to 1.2
per cent in 2018.

Growth in industrial production and processing industry
in 2019 was the lowest since 2014, when the country
was hit by great floods. Apart from the very competitive
domestic terms (high inflow of foreign direct invesiments, the
macro-economic stability achieved and growth in crediting
activity), external factors contributed fo this result. Namely,
increased risks on global markets (frade war threat, Brexit
and other risks present) resulted in the slowing down of
EU economy, and thus the export demand for domestic
producfs.

Only about half of the segments (13 of 24) registered
positive growth rates, however, the physical production
volume was reduced significantly. This indicafor only grew
by 0.3 per cent in 2019, after reaching its maximum in
2015 (plus 8.3 per cent annually). The processing industry
growth was boosted by production growth of metal products
(except machinery), basic metals, computers, paper and
paper products, as well as basic pharmaceutical products.
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Oporavak investicijo dodao je delimi¢no iz privainog
sekfora, gledano preko snaznog rasfa invesficionih
kredita banaka, ali ipak ve¢im delom usled pokrefanja
novih infrastrukiurnih - projekata. Nefo negativan  efekat
izvoza dosta je nizi u odnosu na prethodnu godinu usled
usporavanja rasta uvoza. li¢na potro$nja imala je sfabilnu
stopu rasta (3,1%) usled blagog rasta zarada, dok se
potronja drzave smanijila u eetvriom kvartalu na 2,5%.

Sto se fi¢e industrija, najvisu stopu rasta ostvarilo je
gradevinarsivo  (48,3%), ¢iji doprinos  stvaranju BDP-a
iznosi 7,3%, dok je kljueni sekior u smislu doprinosa rastu
BDP-a (19,5%), preradivacki sekior i energetika, posle dva
kvartala negativnog rasta konagno zabelezila rast u tre¢em
kvartalu (2,1%) | v ¢etvriom kvartalu (3,1%), koji je dosao
usled stavljanja u funkciju proizvodnih kapaciteta koji su bili
u rekonstrukiji prethodnih meseci.

Trgovina na velko i malo (+8,1%), informisanje i
komunikacije (+8,5%), kao i finansijski sektor (+5,6%) i
dalie beleze zdrave stope rasta. Polioprivreda je kona¢no
ostvarila rast posle dva kvartala negativnog prirasta.

Evidentno je da domadi faktori (potrognja stanovnistva,
zaviéefok programa Stednje u javnom sekioru i novi
investicioni projekti drzave kroz infrastrukiurme  projekfe)
najvide doprinose rastu BDP-a i pomozu da se ublazi
negativan efekat usporavanja EU ekonomije koji ve¢ utice
na usporavanie izvoza i industrijske proizvodnie.

Stopa nezaposlenosti je blago porasla u ¢etvriom kvartaly
na 9,7% posle 9,5% u tre¢em kvartalu na, 10,3% u drugom
kvartalu i 12,1% u prvom kvartaly 2019. godine. Kada
poredimo ¢etvrti kvartal 2019. godine sa istim kvartalom
2018. godine, kada je stopa nezaposlenosti iznosila
12,9%, nezaposlenost je smanjena za 102,5 hiljada usled
rasta zaposljavanja (12,8 hiljada), ali i ve¢im delom pada
neakfivnosti (48,3 hiljade).

19

Spolina frgovina

30,00 90,0%
80,0%

25,00
70,0%
20,00 60,0%
’ 50,0%

15,00
40,0%
10,00 30,0%
20,0%

5,00
10,0%

0,00 0,0%

2008
2009

1

1

1

1

1

1

1

1

1

1

m— |7v07 (EUR mlrd)

Pokrivenost izvoza uvozom

Pozitivan frend uocen je kod formalne zaposlenosti koja
belezi veci rast (56,2 hiliada) i fo u preradivackoj industriji
i gradevinarstvu, u odnosu na neformalno zaposljavanie
(46,7 hiliada). U poredeniju sa 2. kvartalom 2019. godine,
zaposlenost je porasla za 22,2 hiliade i to uglavnom u
polioprivredi, usled pove¢anih sezonskih radova.

Usporavanie rasta industrijske proizvodnje u 2019. godini
(+0,9% od pocetka godine) u poredenju sa 2018. godinom
(+1,3% od pocetka godine) rezultat je usporavanja rasta
preradivackog sekora (+0,2% od pocetka godine) u
poredenju sa 1,9% u 2018. godini. Rudarstvo je oporavilo
rast na 1,2% od pocetka godine u odnosu na pad od
4,8% v 2018. godini, dok je proizvodnia i snabdevanje
elekiricnom energijom, gasom, parom i klimatizacijom
imala slabiji rezultat (+0,5% od pocetka godine) u odnosu

na 1,2% u 2018. godini.

Rast industrijske proizvodnie i preradivackog sekiora u
2019. godini najnizi je od 2014. godine kada je zemlja
bila pogodena velikim poplavama. Pored vilo povoljnih
domacih uslova (visok priliv stranih direkinih investicija,
posfignufa  makroekonomska ravnoteza i rast  kreditne
akfivnosti), eksterni fakiori doprineli su ovom rezultatu.
Naime, povecani rizici na globalnim trzigtima (pretnja
frgovinskog rata, Bregzit i ostali prisumi rizici) rezultirali
su usporavanjem kako ekonomije EU, tako posledi¢no i
izvozne traznje za domacim proizvodima.

Tek nesfo vige od polovine sekfora (13 od 24) belezilo je
pozitivnu sfopu rasta, medutim, znacajno je smanien fizicki
obim proizvodnje. Ovaj indikator porastao je za samo
0,3% u 2019. godini, nakon sto je dostigao svoj maksimum
u 2015, godini (+8,3% godisnje). Rast preradivacke
industiije bio je podstaknut rastom proizvodnie metalnih
proizvoda (izuzev magina), osnovnih metala, ra¢unara,
papira i proizvoda od papira, kao i osnovnih farmaceutskih
proizvoda.
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Export slowed down growth in 2019 (plus 7.7 per cent
y-o-y), affer a growth of 8.1 per cent y-o-y in 2018 due
fo the slowing down of export demand in the European
Union, whose economy continued its weak growth in 2019
as well, but also due to the slowing down of steel export,
after the EU infroduced temporary quotas for exporting steel
products, which had a direct influence on sfeel export of the
HBIS Group, but also on the export of chemical products.

Export growth was generated by a growth in machine
export (but not vehicles), produced goods (ferrous metals,
rubber, paper), and a significant contribution fo exports
recovery in 2019 was made by food export (mostly
grains). In the structure of exports, the key products are sfill
electrical machinery, appliances and devices. The export
structure is quite diversified thanks fo the inflow of foreign
direct investments info different indusfries, including: iron
and sfeel, ferrous metals, caoutchouc products, clothes,
chemical products and other.

The import growth rate also slowed down in 2019 (plus
8.9 per cent y-o-y) after 13 per cent y-o-y in 2018. Import
growth was generated by import growth of metal ore and
scrap metals, chemical products, food (fruit and vegetables,
although we still make a surplus in the net export of wheat,
fruit and vegetables), while slowing down is noficeable
in machine import, which is maybe the result of the fact
that the investment cycle was completed in one part of the
economy.

Coverage of import by export fell slightly to 73.4 per cent
in 2019, ofter 74.3 per cent in 2018. Foreign direct
investments grew slightly by 37.3 per cent in the first eleven
months of 2019 (€ 3.1 billion) ond the growth was
enhanced by subventions the government had approved for
new investments, but also investors’ trust in instfitutions after
the balance achieved in the macroeconomic environment.

Inflation had a similar growth rate in 2019 (1.9 per cent
annually) as in the previous year (2 per cent annually),
but consumer prices in 2019 were three months below
the lower rank of the inflation corridor (3 per cent plus/
minus 1.5 percentage points) and two months on the lower

threshold.

Key Reference Rafe and Inflation
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lower inflationary pressures were the result of low import
prices, a strong dinar in relation fo the euro, no correction of
regulated prices and a weaker senfiment in the processing
secfor. At the end of the year, inflation sfarted rising due to
a correction of electrical energy prices for households. In
2019, the NBS lowered the key inferest rate three times by
a fotal of 75 basic points to 2.25% and mainfained it at
that level up to the end of the year.

Only the prices of clothes and shoes were decreasing
(minus 1.7 per cent annually), while all the other categories
of products and services marked a moderate growth
compared fo 2018, except the prices of housing, water,
electricity, gas and other fuels, which grew by 2.9 per cent
annually due fo the already mentioned increase in prices,
as well as prices of furniture reduction, household items and
ongoing housing maintenance. The unemployment rafe
reduction has not yef reflected in a more significant growth
of personal consumption that would induce the growth of
basic inflation, which maintained a growth of only 1.1 per
cent.

The dinar had a growth trend compared fo the euro thanks fo
the inflow of FDIs (2019: € 3.6 billion), issuing of securities
by the Ministry of Finance and increased investment
crediting of banks. However, greafer strengthening of
the domestic currency was prevented by foreign currency
interventions of the NBS in the FX market (€ 3.5 billion)
which were at their highest level since 2004. As in 2018,
(€ 1.8 billion), they were mostly on the purchasing side
(€ 3.1 billion). Compared to 2018, the dinar nominally
strengthened by 0.51 per cent and the difference between
the minimal (117.43) and the maximal value (118.49)

dinars amounted to only 1.06 dinars.
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Izvoz je usporio rast u 2019. godini (+7,7% gn-g), nakon
rasta od 8,1% gn-g u 2018. godini zbog usporavanja
izvozne traznje Eviopske unije, ¢ija ekonomija je nasfavila
sa slabim rastom v 2019. godini, ali i usled usporavanja
izvoza ¢elika nakon $fo je EU uvelo priviemene kvote za
izvoz proizvoda od ¢elika, ¥fo je direkino uticalo na izvoz
¢elika HBIS grupe, ali i na izvoz hemijskih proizvoda.

Rast izvoza bio je generisan rastom izvoza magina (ali ne i
automobila), proizvedenih dobara (obojeni metali, guma,
papir), a znacajan doprinos oporavky izvoza u 2019.
godini dao je izvoz hrane (najvise Zitarica). U strukturi
izvoza i dalje je kljueni proizvod elektricne masine, aparati
i uredaji. | dalie je sfrukiura izvoza dosta diversifikovana
zahvaljuju¢i prilivu stranih direkinih invesficija v razlicite
sekfore, ukljucujuci: gvozde i celik, obojeni metali, proizvodi
od kau¢uka, odevni predmeti, hemijski proizvodi, i ostalo.

Stopa rasta uvoza takode je usporila u 2019, godini
(+8,9% gn-g) posle 13% gn-gu 2018. godini. Rast uvoza
io je generisan rasfom uvoza mefalnih ruda i ofpadaka,
hemijskih proizvoda, hrane (vo¢a i povr¢a, iako i dalje
ostvarujemo suficit u neto izvozu Zitarica i voca i povica),
dok se usporavanje primecuje kod wvoza maging, o je
mozda rezulfat ¢injenice da je investicioni ciklus kod
iednog dela privrede privieden kraju.

Pokrivenost uvoza sa izvozom blago je pala na 73,4% u
2019. godini posle 74,3% u 2018. godini. Strane direkine
investicije porasle su za 37,3% u prvih jedanaest meseci
2019. godine (3,1 milijardi evra), a rast je bio podstaknut
subvencijama koje je Vlada odobravala za nove invesficije,
ali i poverenjem investitora v institucije nakon postignute
ravnoteze u makroekonomskom okruzenju.

Inflacija je imala sli¢nu stopu rasta u 2019. godini (1,9%
godignje) kao i u prethodnoj godini (2% godinie), ali su
pofro$acke cene u 2019. godini bile ¢ak fri meseca ispod
donijeg ranga inflacionog koridora (3% +/- 1,5pp) i dva
meseca na donjoj granici.

Inflacija i referentna kamatna stopa
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Nizi inflatorni prifisci bili su rezultat niskih uvoznih cena,
jakog dinara v odnosu na evio, odsustva korekcije
regulisanih cena i slabijeg senfimenta u preradivackom
sekioru. Pred kraj godine, inflacija je pocela da raste usled
korekcije cena elekiricne energije za domacinsiva. U toku
2019. godine, NBS je smaniila referentnu kamatnu stopu
fri puta za ukupno 75 baznih poena na 2,25% i na tom
nivou zadrzala stopu sve do kraja godine.

Samo su cene odece i obuc¢e belezile pad (1,1%
godignje), dok su sve ostale kategorije proizvoda i usluga
belezile umeren rast u odnosu na 2018. godiny, izuzev
cena sfana, vode, elekiriéne energije, gasa i drugih goriva,
koje su porasle za 2,9% godignje usled ve¢ pomenutog
povecanja cena kao i cena namestaja, pokuéstva i tekuceg
odrzavanja stana. Pad sfope nezaposlenosti jos uvek se nije
odrazio na znacaijniji rast ligne potrodnie koja bi podstakla
rast bazne inflacije koja je zadrzala rast od samo 1,1%.

Dinar je imao trend ja¢anjo u odnosu na evio zahvaljuju¢i
prilivu stranih direkinih investicija (2019: 3,6 milijardi
evra), emitovanju hartija od vrednosti Ministarstva finansija
i pove¢anom invesficionom kreditiranju banaka. Medutim,
izrazenije jac¢anje domace valute spreceno je deviznim
intervencijama NBS na deviznom frzigtu (3,5 milijarde
evra) koje su bile na najvisem nivou od 2004. godine.
Kao i u 2018. godini (1,8 milijarda evra), uglavnom su
bile na kupovnoj strani (3,1 milijarde evra). U odnosu na
2018. godinu, dinar je nominalno oja¢ao za 0,51% a
razlika izmedu minimalne (117,43) i maksimalne vrednosti
(118,49) dinara iznosila je svega 1,06 dinara.
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lako je nekonsolidovani budzet u 2019. godini bio u
suficitu v iznosu od 12,6 milijardi dinara, znacajno se
smanjio u odnosu na 2018. godinu (-60,4% g-n-g) usled
nesto brzeg rasta rashoda budzeta (+10%) u odnosu na
prihode (+8%). Naime, u 2018. godini zavren je program
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Although the non-consolidated budget in 2019 had
a surplus amounting fo 12.6 billion dinars, it reduced
significantly compared to 2018 (minus 60.4 per cent
y-o-y), due fo a somewhat faster growth of budget
expenditures (plus 10 per cent) compared to income (plus
8 per cent). Namely, in 2018 the savings program in the
public sector was completed, and in 2019 the program of
a slightly expansive fiscal policy was started with the aim of
stimulating economy growth, which can be seen according
fo key bearers of budget expenditures growth.

Capital investments grew by 30.4 per cent, mostly due
to new infrastructural projects, followed by employees’
expenditures (plus 10.2 per cent) due o growth of salaries
in the public secfor, as well as subventions (plus 24.8 per
cent), mostly to private investors. On the income side, VAT
realized the highest growth. Namely, the newly collected
VAT in 2019 was af the highest level since the year 2008.
We suppose that VAT growth was a result of more efficient
tax collection.

Consolidated budget deficit/surplus compared to GDP
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Even with the budget surplus, public debt was rising in
2019 (plus € 929.4 million) for the first fime since savings
measures were introduced in 2015. However, due tfo
economic growth, public debt in relation to the GDP was
declining to 52 per cent affer 53.7 per cent in 2018.
Issuing of the first eurobond denominated in euros (€ 1.5
billion), as well as issuing of benchmark debt issues in the
domestfic market also confributed to debt growth.

Tbills issues by the Ministry of Finance in the local market
in 2019 (€ 2.7 billion) significantly exceeded the needs of
debt refinancing (€ 2.2 billion). The Public Debt Authority
issued “benchmark issues” of three-year and fen-year
securifies with the aim of qualifying these securities for JP
Morgan’s EMBI index in the future.

With the aim of increasing the share of dinar debt in the
tofal public debt, issues of dinardenominated securifies
made up 78 per cent of the fotal debt issued and their
value reached € 2.1 billion. Good fiscal performances
and a stable macroeconomic environment influenced the
further growth in investors’ frust and the yield curve moving
to longer maturities.

Seven-year bills had the greatest share in the total portfolio
structure and their share grew from 19 per cent in 2018 fo
46 per cent in 2019, followed by three-year T-bills, which
increased their share from 28 per cent fo 33 per cent in
2019. Average vyields on dinar-denominated securifies fell
to 3.69 per cent in 2019 from 4.36 per cent in 2018.

Trends in the Banking
Industry

The tfofal credit activity of the banking industry had a
somewhat lower growth rate (plus 9.1 per cenf), aofter 9.8
per cent in 2018 due fo the slowing down of loans for
private individuals, but this was still quite a high growth rafe
compared fo the period before 2017. Credit growth was
boosted by economy growth in 2019, mostly by invesiment
activity growth, unemployment rate decline and low inferest
rafes.

Corporate credits grew by 7.9 per cent after 7.1 per cent
in 2018, while retail loans slowed down growth to 9.3
per centin 2019 after 12.5 per centin 2018. The volume
of newly issued corporate credits grew in 2019 (plus €
715.5 million) compared to 2018 (plus € 602.1 million),
mostly due fo investment credit growth, the volume of which
doubled in 2019 (plus € 956.3 million) compared to
2018 (plus € 505.4 milion).

Investment lending was boosted by a sfrong growth in
foreign direct investments and a sfronger investment activity
primarily of the state, but in one part also the private sector.
looking at industries, most credits were approved to hotels
and resfaurants, fransport and warehouses, construction
and frade.

Retail loans were reduced (plus € 843.1 million) compared
to 2018 (plus € 972.5 million), mostly due to the slowdown
of mortgage loan growth, while consumer credits continued
their sfrong growth. Morigage and consumer loans
dominate the fotal credit portfolio structure approved to
private individuals, with a share of 39 per cent and 46.9
per cent, respectively.

Thanks to credit growth, as well as the strategy of solving
non-performing loans, the NPL rafe continued folling o 4.7
per cent in the third quarter of 2019 from 5.7 per cent in
2018. The NPL rate of credits approved fo corporates was
also declining fo 3.7 per cent in the third quarter of 2019
from 5.1 per cent in 2018, while in the case of private
individudls, it realized a slight decline in the third quarter of
2019, reaching 4.1 per cent from 4.4 per cent in 2018.



stednje u javnom sekioru, da bi 2019. zapoceo program
blago ekspanzivne fiskalne politike u cilju stimulisanja rasta
ekonomije, o se vidi prema klju¢nim nosiocima rasta

budzetskih rashoda.

Kapitalne investicijle porasle su za 30,4%, ponajvise
usled novih infrastruktumnih projekata, potom rashodi za
zaposlene (+10,2%) usled povec¢anja plafa v javnom
sekioru i subvencije (+24,8%) najvise privatnih investitorima.
Na prihodnoj strani, najveci rast ostvario je PDV. Naime,
novoprikuplieni porez na dodatu vrednost u 2019. godini
ie na najvigem nivou od 2008. godine. Pretpostavljamo da
ie rast PDV-a rezultat povecanija efikasnosti naplate poreza.

Konsolidovani budzetski deficit/suficit u odnosu na BDP
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| pored suficita u budZetu, javni dug zabelezio je rast u
2019. godini (+929,4 miliona evra) prvi put od wvodenjo
mera Stednje u 2015. godini. Medutim, zbog rosta
ekonomije, javni dug u odnosu na BDP bio je u padu na
52% posle 53,7% v 2018. godini. Rastu duga doprinelo
ie kako emitovanije prve evio obveznice denominovane u
eviima (1,5 milijorda evra), tako i emitovanja referentnih
emisija duga na domacem frzistu.

Emisije Bzapisa Ministarsiva finansija na domacem trzigty
fokom 2019. godine (2,7 milijarde evra) znacajno su
premasile potrebe refinansiranja duga (2,2 milijarde evra).
Uprava za javni dug emitovala je ,referentne emisije”
frogodigniih i desetogodigniih hartija od vrednosti sa ciliem
da se, u perspekiivi, ove hartije od vrednosti kvalifikuju za
ulazak u JP Morgan EMBI indeks.
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U ciljy povecanja ues¢a dinarskog duga u ukupnom
javnom dugu, emisije dinarski denominovanih hartijo
od vrednosti ¢inile su 78% ukupno emitovanog duga, a
njihova vrednost dosfigla je 2,1 milijarde evra. Dobre
fiskalne performanse i stabilno makroekonomsko okruzenje
uticalo je na dalji rast poverenja invesfitora i pomeranja
krive prinosa ka duzim ro¢nosfima.

Najvece ucesce u sirukiuri ukupnog portfolija imali su
sedmogodinji zapisi ¢ije ucesce je poraslo sa 19% u
2018. na 46% u 2019. godini, zatim trogodi$nji Bzapisi
koji su povecali ueesce sa 28% na 33% u 2019 godini.
Prosecni prinosi na  dinarski-denominovane hartije  od
vrednosti pali su na 3,69% u 2019. sa 4,36% v 2018.
godini.

Kretanja u bankarskoj
industriji

Ukupna kreditna aktivnost bankarskog sekiora imala je
nesto malo nizu stopu rasta (+9,1%) posle 9,8% u 2018.
godini usled usporavanija kreditiranja stanovnistva, medutim
i dalie je to dosta visoka stopa rasta u odnosu na period
pre 2017. godine. Rast kredita bio je podstaknut rasfom
ekonomije u 2019. godini, ponajvise rastom investicione

akfivnosti, padom stope nezaposlenosti i niskim kamatnim
stopama.

Krediti privredi porasli su za 7,9% posle 7,1% u 2018. godini,
dok su krediti stanovnigtvu usporili rast na 9,3% v 2019.
posle 12,5% u 2018. godini. Volumen novoplasiranih
kredita priviedi porastao je tokom 2019. godine (+715,5
miliona evra) u poredenju sa 2018. godinom (+602,1
miliona evra), najvise usled rasta investicionih kredita ¢iji
volumen je bio duplo veci u 2019. godini (+956,3 miliona
evra) u odnosu na 2018. godinu (+505,4 miliona evra).

Investiciono kreditiranje bilo je podstaknuto snaznim rastom
stranih  direkinih investicija i poja¢anom invesficionom
akfivnos¢u primamo drzave, ali jednim delom i privatnog
sekiora. Posmatraju¢i sekiorsku strukiury, najvise kredita
odobreno je sekioru hoteli i resforani, transport i skladistenje,
gradevinarsivo i frgovina.

Krediti stanovnisivu su smanjeni (+843,1 miliona evra)
u poredenju sa 2018. godinom (+972,5 miliona evra),
ponajvide usled usporavanja rasta sfambenih  kredifa,
dok su potrosacki krediti nastavili snazan rast. Stambeni
i potrodacki krediti dominiraju u ukupnom portfoliju kredita
odobrenih stanovnidtvu, sa uces¢cem od 39% i 46,9%
respektivno.

Zahvaljuju¢i rastu kredita, kao i strategiji  reSavanja
problemati¢nih  kredito, sfopa  problemati¢nih  kredita
nastavilo je da pada na 4,7% u tre¢cem kvartaly 2019.
godine sa 5,7% u 2018. godini. Stopa problemati¢nih
kredita odobrenih privredi takode je bila u padu na 3,7%
u 3. kvartaly 2019, sa 5,1% v 2018. godini, dok je u
slu¢aiju stanovnista ostvarila blagi pad u 3. kvartaly 2019.

godine na 4,1% sa 4,4% u 2018. godini.
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Banks’ activities focused on cleaning up fotal assefs
contributed fo NPL reduction. This included the write-off
of 111.9 billion dinars and, simultaneously, the sale of
NPLs worth 5.7 billion dinars. Coverage of NPLs by value
corrections was at a very high level of 80.3 per cent in the
third quarter of 2019. Also, capital adequacy is sfill above
the regulated 12 per cent and this ratio was 23.6 per cent
in September 2019 (2018: 22.3 per cent).

In 2019, banks placed their liquidity surplus info crediting
corporates and private individuals, but also info repo
transactions and securities of the Ministry of Finance. The
loan-deposit ratio remained stable at a level of 95 per
cent in 2019 (2018: 94.4 per cent), because loans and
deposits had similar growth dynamics.

Total deposits slowed down growth significantly in 2019
(plus € 1.8 billion) compared fo the year 2018 (plus € 2.7
billion), due to declining deposits from public companies in
2019 (minus € 840 million), after their growth of € 418.8
million in 2019. Corporate deposits continued rising in the
previous vear (plus € 939.8 million), affer € 1,086 million
in 2018. Also, private individuals’ deposits marked a
record growth in the previous year (plus € 1,464.8 million)
after € 1,020.3 million of new deposits collected in 2018.

The privatization process of Komercijalna banka was
completed at the end of 2019 and Nova Ljublianska
Banka (NLB) was ranked as the highest bidder as regards
price per share. As concems the consolidation of the
banking industry, OTP bank merged with Societe Generale
and changed its name to OTP banka Srbija.

The government solved the long-standing problem with
mortgage loans indexed in Swiss francs by adoptfing a
special law on the Conversion of loans in Swiss Francs,
according fo which the remainder of the debt as per these
morfgage loans should be converted info euros, and the
converted amount is then reduced by 38 per cent, and the
inferest rafe is limited to 3.4 per cent plus three-month or
sixmonth EURIBOR. The government will bear 15 per cent
of the cost of loan principal conversion.

The profitability of the domestic banking industry measured
by capital yield was somewhat lower in the period January-
June 2019 (9.9 per cent), compared fo the same period
of the year before (10.6 per cenf), because the profit
level remained the same, while capital grew significantly
compared to 2018. Having in mind the short period of
profitability examination, we expect a greater growth of
inferest income due fo growth in credit activity for the whole
of 2019. In the first six months of 2019, net profit declined
by 5.5 per cent thanks fo expenditure growth of valuating
financial instruments.



Smanienju problemati¢nih kredita doprinela je akfivnost
banaka na  ¢is¢enju bilansne aktive tokom koje e
ofpisano 111,29 milijardi dinara i istoviemeno prodato
problemati¢nih pofrazivanja u vrednosti od 5,7 milijardi
dinara.  Pokrivenost problemati¢nih  kredita  ispravkama
vrednosti bila je na izuzeino visokom nivou i iznosila je
80,3% u 3. kvartalu 2019. godine. Takode, adekvatnost
kapitala je i dalie dosta iznad propisanih 12%, a visina
ovog racija u septembru 2019. godine iznosila je 23,6%

(2018: 22,3%).

Tokom 2019. godine, banke su vigkove likvidnosti plasirale
u kreditiranje priviede i stanovnistva, ali i u repo transakcije
i harfijle od vrednosti  Ministarstva  finansijo.  Stopa
pokrivenosti kredita depozitima ostala je na  stabilnom

nivou od 95% u 2019. (2018: 94,4%), jer su krediti i

depoziti rasli sli¢nom dinamikom.

Ukupni depoziti znaajno su usporili rast u 2019. godini
(+1,8 milijardi evra) u odnosu na 2018. godini (+2,7
milijardi evra), usled pada depozita javnih preduzeca
u 2019, godini (-840 miliona evra) posle njihovog
rasta od 418,8 miliona evia u 2019. godini. Depoziti
priviede nastavili su da rastu u prethodnoj godini (+939,8
miliona evra) posle 1.086 miliona evra v 2018. godini.
Takode, depoziti stanovnistva zabelezili su rekordan rast u
prethodnoj godini (+1.464,8 miliona evra) posle 1.020,3
milion evra prikuplienih novih depozita u 2018. godini.
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Proces privatizacije Komercijalne banke zavréen je krajem
2019. godine a Nova liublianska banka (NLB) rangirana
le kao najbolji ponudac v pogledu visine cene po akgiji.
Sto se tice konsolidacije bankarskog sektora, OTP banka se
spojila sa Societe Generale i promenila ime u OTP banka

Srbija.

Dugogodignii problem sa stambenim kreditima indeksiranim
u $vajcarskim francima, Vlada je resila  usvajanjem
specijalnog Zakona o konverziji kredita v $vajcarskim
francima, po kome se ostatak duga po ovim stambenim
kreditima konvertuje u evre, a dao se konvertovan iznos
umaniji za 38%, kao i da se kamatna stopa ograni¢i na
3,4% plus tromeseeni ili $estomesecni EURIBOR. Vlada ¢e
snositi 15% troskova konverzije glavnice.

Profitabilnost domace bankarske industrije merena prinosom
na kapital bila je nesto niza u periodu januar—jun 2019.
godine (9,9%) u poredenju sa istim periodom prethodne
godine (10,6%), jer je nivo profita osfao isti, dok je kapital
znacajno porostao u odnosu na 2018. godinu. S obzirom
da je kratak period posmatranja profitabilnosti, ocekujemo
vedi rast prihoda od kamate usled rasta kreditne aktivnosti
za celu 2019. godinu. U prvih Sest meseci 2019. godine,
neto profit pao je za 5,5% zahvaljuju¢i rastu rashoda
vrednovania finansijskih instrumenata.
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Social Responsibility

Raiffeisen banka is committed to promoting a contfinuing
practice of socially responsible behavior as an important
indicator of professionalism.

The bank’s endeavours to offer its support in the form of
financial aid, as well as voluntary activities of its employees,
to the most vulnerable or the weakest parts of the community,
such as children, the sick, or individuals with special needs,
etc. The bank’s corporate social responsibility activities also
include a responsible affitude towards its employees, which
the bank shows in nurturing and developing their falents and
knowledge, but also in listening to their needs and taking
info account the issue of equality. Also, the bank nurtures
the principle of loyalty to the market where it does business,
and implements good business practices and a proper
affitude towards its competitors. last, but not least, since the
very beginning the bank has been fostering a responsible
affitude to the natural environment where it belongs and
operates, through a range of measures relating to saving
energy and natural resources.

Socially responsible behaviour of the bank includes
activiies through two humanitarian funds: “Budimir Bogko
Kosti¢” (founded in memory of the first Chairman of
Raiffeisen banka) and “H. Stepic CEE Charity” (founded by
the Chairman of Raiffeisen Bank International, dr Herbert
Stepic).

In the course of 2019, the "H. Stepic CEE Charity”,
cooperating with Raiffeisen banka in Serbia, continued fo
offer financial support to projects realized in our country.
They included support for Day Care Centers for children
who live and/or work in the streets of Belgrade and Novi
Sad, and af the end of the year this support was extended
fo the third largest city in Serbia, Nis.

In the past year, traditional projects were continued where
the bank’s employees are voluntary blood donors, and their
number exceeded 160 in 2018.

Since support for children is a key part of the bank’s charity
work, the bank marked a suitable volunteering project of ifs
employees marking the International Children’s Day (June
Tsf) in 2019 as well, when the primary school “Bosko
Palkovljevi¢ Pinki” in Stara Pazova was cleaned up.

Continuing the very successful voluntary activities realized
during the previous ten years, employees of Raiffeisen
banka organized for the eleventh time the collecting of
New Year's presents for children coming from vulnerable
social groups, children with developmental problems,
disabled children or children without parental care who are
living in institutional homes. Several hundred presents were
collected, bringing joy fo children in as many as eleven
institutions in seven cities across Serbial

Apart from helping this vulnerable social group, the bank
hos traditionally been supporting sports and culture, as
important pillars of any society. Through support offered
to sporfs clubs and associations, as well as esteemed
cultural institutions and events, the bank wishes to promote
true volues that strengthen and enrich individuals, and
consequently the society as a whole.

In addition to ifts philanthropic and socially responsible
activities, the bank also recognizes the importance of
responsible human resources management and  strives
fo provide a working envionment where employees
will be safisfied and work in positions cormesponding fo
their knowledge and skills, with the possibility of further
professional and personal development.

Apart from ifs humanitarian acfivities, the bank recognizes
the importance of responsible human  resources
management and so fries to provide a working environment
where employees will be satisfied and work in positions
that correspond to their skills and knowledge, with the
possibility of further professional and personal development.

The ecological dimension relates fo efforts the bank is
investing in order fo creafe a balance befween the need
for economic growth on the one hand, and maintaining
a healthy environment on the other. Special affenfion is
focused on saving energy, paper and electronic wasfe
recycling, further, in designing installation systems of the
bank’s new headquarters, the principles of saving energy
by applying modern energy recuperation systfems and
optimization of technical parameters for ventilation and
cooling were faken into account.

The issue of business ethics is cerfainly one of the most
important, so the bank sfrives fo make the following ifs
basic business ethics: transparency and work ethics, quality
service and a comprehensive product offer, constant client
care and responsible marketing, as well as respecting the
current legislative framework and competition integrity.
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Drutvena odgovornost

Raiffeisen banka je posve¢ena promovisanju kontinuirane
prokse drugtveno odgovomog ponasanja, kao veoma
vaznog segmenta poslovanja.

Banka tezi da se podrska koju pruza u formi finansijske
pomodi, ali i volonterskog rada zaposlenih, uvek odnosi
na najugrozenije ili najslabije delove zajednice, kao 3o
su fo deca i pojedinci sa posebnim potrebama, deca bez
roditeljskog sfaranija... U drutveno odgovomo ponasanje
banke takode freba uvrstii i odgovoran odnos prema
zaposlenima, koji banka pokazuje kroz negovanie i
razvijanje njihovih talenata i znanja, ali i slusanje njihovih
pofreba i brigu o ravnopravnosti i jednakosti. Takode,
banka se strogo pridrzava principa lojalnosti na frzistu na
kome posluje, te brine o dobroj poslovnoj praksi i korekinom
odnosu prema konkurenciji. Na kraju, ali svakako ne
najmanie vazno, banka od samog pocetka poslovanja u
Srbiji odgovorno pristupa i prirodnom okruzenju u kome
posluje, kroz niz mera koje se odnose na ustedu energije i
prirodnih resursa.

U drugtveno odgovomo ponasanie freba uvrstiti i delovanije
banke preko dve humanitame fondacije: ,Budimir Bosko
Kosti¢” (osnovane u znak se¢anja na prvog direkiora banke)
i ,H. Stepic CEE Charity” (&iji osniva¢ je bivsi predsednik
Raiffeisen Bank Infernational-a, dr Herbert Stepic).

U toku 2019. godine, humanitarna fondadija ,H. Stepic
CEE Charity”, uz podrsku Raiffeisen banke u Srbiji, nastavila
ie da pruza finansijsku pomo¢ projektima koji se realizuju u
nasoj zemlji. U okviru njih podrzan je rad Dnevnih centara
za decu koja zive i/ili rade na ulici u Beogradu i Novom
Sady, a krajem godine ova podréka se prosirila i na fre¢i
najvec¢i grad, Nis.

| protekle godine nastavliene su tradicionalne akcije u
okviru kojih zaposleni banke dobrovolino daju krv, a broj
davalaca je u 2019. godini premasio 160.

Kako pomo¢ deci ¢ini kljueni deo strategije humanitarnog
delovanja banke, banka je i u 2019 obelezila
Medunarodni dan dece volonterskom akcijom zaposlenih,
u okviru koje je uredena osnovna skola ,Bosko Palkovljevi¢
Pinki” u Staroj Pazovi.

Nastavljaju¢i veoma uspesne volonterske akcije realizovane
fokom prethodnih  deset godina, zaposleni Raiffeisen
banke su krajem godine organizovali jedanaestu akciju
prikuplionja novogodisnjih pakefica za decu iz ugrozenih
socijalnih grupa, decu sa smefnjama u razvoju ili decu u
domovima bez rodifeliskog staranja. Prikuplieno je vise
stotina pakefi¢a koji su obradovali decu u ¢ak 11 institucijo
koje zbrinjavaju ovu decu u sedam gradova &irom Srbije!

Uz pomo¢ ovoj ranjivoj drugtvenoj grupi, banka
fradicionalno pruza podrgku i sportu i kulturi, kao vaznim
stubovima  svakog  drugtva.  Kroz  pomo¢  sportskim
klubovima i savezima, fe istaknutim kultumim insfitucijama i
dogadajima, banka Zeli da promovie prave vrednosti koje
jacaju i oplemenijuju pojedince, a time i celokupno drugtvo.

Pored filanfropskog i drugtveno odgovomog delovanja,
banka prepoznaje i zna¢aj odgovomog upravlianja
ljudskim resursima, te se frudi da obezbedi radno okruzenje
u kome ¢e zaposleni biti zadovoljni i raditi na pozicijama
koje odgovaraju njihovim znanjima i vestinama, uz
mogu¢nost dalieg profesionalnog i lignog razvoja.

Pored humanitarnih  akfivnosti  koje  sprovodi,  banka
prepoznaje vaznost odgovomog upravljanja  ljudskim
resursima i frudi se da obezbedi radno okruzenije u kojem
¢e zaposleni biti zadovoljni i raditi na pozicjoma koje
odgovaraju njihovim vestinama i znanju, uz moguénost
dalieg profesionalnog i li¢nog napredovania.

Ekologka dimenzija poslovanja odnosi se na napore koje
banka ulaze kako bi uspostavila ravnotezu izmedu potrebe
za ekonomskim rastom sa jedne strane, i o¢uvanja zdravog
okruzenja sa druge. Vodi se racuna o usfedi energije,
reciklozi popira i elekironskog ofpada, a instalacioni
sistemi upravne zgrade banke funkcionisu po principima
ustede energije primenom savremenih sistema rekuperacije
energije i optimizacije fehni¢kih parametara za ventilaciju
i hladenie.

Pitanje poslovne efike je svakako jedno od najvaznijih,
tako da banka tezi da osnovni principi njenog poslovanja
budu transparentnost i efi¢nost u radu, kvalitetna usluga
i raznovrsna ponuda  proizvoda, konsfanina  briga o
klijentima i odgovoran marketing, uz posfovanje vazece
regulative i infegriteta konkurencije.
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Corporate Banking

In 2019, Corporate Banking recorded a very successful
business year, with growing assets and positive performance
in all major product lines contributing fo solid bottom-line
profitability. In line with growing Serbian economy and more
dynamic corporate market and FDI growth, the corporate
segment grew ifs asset portfolio (plus 18.3 per cent y-o-y)
and outperformed the overall market (plus 12.6 per cent
y-o-y), particularly due to excellent new dlient acquisition.

At the same time, client margins remained stable despite
the very competitive market environment characterized by
low interest rates. Related to risk parameters, prudent risk
approach applied in the past years, continued fo result in
excellent portfolio quality (probability of default of 1.7 per
cenf), as well as sfrong reduction of non-performing loans
(currently 2 per cent).

The corporate segment maintained its successful strategy
and primary client focus — maintaining the longterm
partnerships with its primary credit portfolio clients and
focus on wellstructured deals, as well as supporting healthy
business acfivities of its clients by continually providing
highest quality services, innovations and digital initiatives.

Raiffeisen banka’s leading position in the multinational
segment with a strongly developed multinational desk, by
servicing the most important and largest foreign invesfors
in Serbia, was particularly confirmed in 2019, where the
bank participated in some of the most important Serbian
infrastructural projects such as the Turkish Stream pipeline,
as well as financed some of the major acquisitions in the
local market by big multinational companies.

Development of Key Products
and Innovations

Throughout 2019, the main achievements of the Corporate
Banking segment include:

*  Credit portfolio growth in both large (plus 20.4 per
cent) and Mid-Market (plus 15.7 per cent) segments
in line with budget/ RWA fargefs. Exceptional
performance achieved in new customer acquisition
with € 132 million new loans coming from purely new
customers and over 270 new corporate customers to

the bank.

Number of newly acquired clients
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Poslovanie sa priviedom

Sekior za poslovanje sa priviedom zabeleZio je uspesnu
poslovnu 2019. godinu, sa rastom akfive i pozitivnim
performansama u svim vaznijim segmentima proizvoda,
doprinose¢i dobrom kona¢nom poslovnom  rezultatu. U
skladu sa rastu¢om  ekonomijom Srbije i dinami¢nijim
priviednim frzistem i rasfom stranih direkinih investicija,
segment za poslovanje sa priviedom uve¢ao je svoj
portfolio akfive (+18.3% gn-g) i pretekao ukupno trziste
(+12.6% gn-g) posebno kao rezultat odli¢ne akvizicije
novih klijenata.

U isto vieme, margine klijenata ostale su stabilne uprkos
veoma konkurentnom frzisnom okruzenju koje karakferisu
niske kamaine sfope. Sto se fice parametara riziko, sfrog
pristup riziku primenjen fokom profeklih godina i dalje
kao rezultat daje odli¢an kvalitet porffolija (verovatnoca
neizvidenja obaveza 1,7%), kao i veliko umanijenje logih
kredita (trenutno 2%).

Segment za poslovanie sa priviedom nasfavio je svoju
uspednu  strategiju i usmerenje na primame klijente —
odrzavanjem dugoro¢nih parinerstava sa klijenfima iz
svog primamog kreditnog portfolija, usmerenjem na dobro
strukturirane  poslove, kao i obezbedivaniem podrike
zdravim  poslovnim  akfivnostima svojih klijenata stalnim
pruzanjem usluga najviseg kvaliteta, inovacija i digitalnih
inicijatfiva.

Vodeca pozicija banke u multinacionalnom segmentu sa
veoma razvijenim multinacionalnim deskom koji opsluzuje
najvaznije i najvece strane investitore u Srbiji posebno
ie potvrden 2019. godine, kada je Raiffeisen banka
u¢estvovala u nekim od najvaznijih infrastruktumih projekata
u Srbiji, kao $to su Turski fok, takode je finansirala i neke
od glavnih akvizicija velikih multinacionalnih kompanija na
lokalnom trzistu.

Razvoj kljuenih proizvoda |
inovacije

Tokom 2019. godine, najvaznija dosfignu¢a segmenta zo
poslovanije sa priviedom ukljucuju:

*  Rast krediinih porffolija u segmentima kako velikih
(+20.4%), tako i srednjih kompanija (+15.7%) u
skladu sa budzefom/ cilievima rizikom-ponderisane
akfive. |zuzetni rezultati ostvareni su u akviziciji novih
klijlenata, sa 132 miliona evra novih kredita iskljucivo
od novih klijenata i preko 270 novih Klijenata iz
priviede.
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Development of new digifal sales channels and
providing a full scale of new innovations and services
for its customers, such as:

- Enhancement of RaiffeisenOnline  electronic
platform with new products, features, tailormade
solutions, new developments and innovations in
cash management services, sending the list of
employees’ salaries and credit repayments, online
FX trading, efc.)

- New guarantee and credit platform developed,
enabling clients o view all approved facilities,
their free limits and sending requests for usage of
credit or L/G from those facilities.

- New Factoring Supply Chain solution is in the
final phase of development and expected to go
live in Q1,/2020.

- New KYC info portal (digital platform) is being
developed and is expected to go live in 2020.

Electronic payments (share in total payments in %)
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*  Pursuing the concept of systematic and proactive sales
management approach for planning and execution
monitoring, including:

- Account planning/ joint strategy development
towards large GCC groups, as well as systfematic
sales campaigns/ pricing actions;

- Advanced data analytics/ data-driven approach
for  customer acquisition and  profitability
optimization of existing customers, creation of
Corporate  Datamart and  implementation  of
Microsoft Power BI;

- Automation of existing reporting and reallocation
of these resources fo data analytics

*  Addressing crossborder potential, grow cross-border
business with large multinational corporates which are
active in more countries, with special focus on failor-
made products and services (e.g. escrow accounfs,
syndicafion deals, project finance, efc). Using group
RBI tools, such as: Aqui tool, Group-wide sales
competition, cross-sell workshops, account manager
rofations.

Client Relationship Quality

High trust and stability of cooperation between the bank
and its corporate clients were the key factor in overcoming
challenges caused by the still unstable and complex market
environment. By its committed approach, based primarily
on quality, Raiffeisen banka will remain a reliable long-term
pariner fo ifs clients in the future as well.



Razvoj novih digitalnih kanala prodaje i obezbedivanje
Sirokog raspona novih inovacija i usluga za svoje
klijente, kao $to su:

- Poboljganije elekironske platforme RaiffeisenOnline
novim proizvodima i karakferistikama, posebno
prilagodenim reenjima, novim razvoj i inovacije
u uslugama upravljanja  gotovinom,  slanje
spiskova plafa zaposlenih i ofplata  kreditq,
frgovina devizama preko interneta, itd)

- Razvoj nove platforme za garancije i kredite,
omogucavanie klijentima da imaju pregled svih
odobrenih sredsfava, slobodnih limita i slanje
zahteva za korié¢enje kredita ili garancija iz tih
sredstava.

- Novo regenje ,Factoring Supply Chain” je u
poslednjoj fazi razvoja, oekuje se pustanje u
prvom kvartaly 2020. godine.

- Razvija se novi info portal - digitalna platforma

LKYC" i o¢ekuje se objavljivanje 2020. godine.

Elektronska pla¢anja (udeo u ukupnim pla¢anjima u %)
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Primenjivanje koncepta sistematskog i proakfivnog
pristupa upravlianja prodajom za planiranje i prac¢enie
izvi$avanijo, ukljucujuci:

- Razvoj planiranja zajednicke strategije prema
velikim grupacijoma  povezanih lica, kao i
sisfematske prodajne kampanie i cenovne akcije;

- Nopredna andlitika podataka, pristup usmeren
na podatke za akviziciju klijenata i opfimizaciju
profitabilnosti  za postojece  klijente, kreiranje
,Corporate Datamart” i implementacija , Microsoft
Power Bl” alata za analitiku podatake;

- Automatizacijo  posfojeceg  izvestavania i
realokacija ovih resursa na analiiku podataka.

Fokus na potencijal unakrsne prodaje, povecanie
unakrsnog  poslovanja sa velikim - multinacionalnim
kompanijoma  koje su aklivne u vige zemdljq,
sa posebnim fokusom na posebno prilagodene
proizvode i usluge (npr. racune za posebne namene,
sindiciranje, projekino finansiranje, itd). Koris¢enje
alata RBI grupaciie, kao $fo su: ,Aqui” alat, prodajno
fakmicenje na nivou grupacije, radionice na temu
unakrsne prodaie, rofacije saradnika za poslovanje sa
priviedom.

Kvalitet odnosa sa klijentima

Izrazeno poverenje i stabilnost saradnje izmedu banke
i njenih klienata iz priviede bili su kljueni fakfor u
prevazilaZenju izazova izazvanih jo¥ uvek nestabilnim

i slozenim frzisnim  okruzenjem.

Svojim  posvecenim

pristupom, zasnovanim prvenstveno na kvalitetu, Raiffeisen
banka ¢e i u budu¢nosti ostati pouzdan dugoro¢ni partner
svojim klijentima.
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Retail

Banking

In the course of 2019, Retail Banking continved the
positive trend established in the previous years. The focus
in 2019 was the further development of the bank’s digital
offer, including further activities on improving the operation
of artificial infelligence in the process of offering services
to clients, as well as on the further transformation of the
branch office network following the most confemporary
standards and infroducing 24-hour selfservice areas with
mulfifunctional devices.

Apart from the above-said, the bank continued infroducing
innovative loan products, especially “iKes”, the first model
of its kind in the market and in the region, which enables
the loan to be fully realized without visiting the bank.
All these activities were followed by continuous work on
improving the bank’s service quality. The results of these
efforts are visible in the fact that the number of clients in
2019 grew by 3.3 per cenf compared fo the year before,
despife strong competitiveness in the banking industry.

With a market share of approx. 8.1 per cent in the segment
of cash loans, Raiffeisen banka fakes up one of the leading
positions in the market. In the course of 2019, the growth
of newly issued loans exceeded 23 per cent compared
fo the year before. In the segment of loan products, most
acfivities were focused on expanding the offer of innovative
products, process optimization for greater customer
satisfaction, as well as finding the optimal price level and
product combination.

In the deposit products segment, the fact was confirmed that
safety and tradition were the main factors when choosing
a savings bank, which is reflected in the fact that the level
of deposits from natural persons grew significantly and that
the bank reached a market share of 10.30 per cent af the
end of 2019.

Raiffeisen banka continued growing ifs card portfolio in
2019, both in the segment of issuing, as well as in the
segment of payment cards acceptance. The annual growth
of payment cards at the end of 2019 was 29 per cent
compared fo the end of 2018.

In the course of 2019, the bank continued offering various
benefits fo ifs clients, such as approving and issuing a credit
card in the amount of RSD 60,000 in only 15 minutes,
with just one visit fo the bank needed, on the other hand,
it enables monthly installment payments without interest.
Installment payments without interest are also possible
for all payments of goods and services in Serbia and
abroad, as well as online payments. Depending on the
amount, payments can be divided info three, six or twelve
installments.

As a result of the strong focus on the credit card segment,
the bank realized a market share of 21 per cent for the
amount in usage.

In the course of 2019, the bank offered its digital service
aimed of all users of Visa debit and credit cards — the mPay
application, which enables confactless payments through
mobile phones. The application is available for smart
mobile phone users who have devices that support NFC
technology and at least Android 4.4 operating system. A
new, upgraded RaiPay application is in the final sfages of
development. It will include users of MasterCard payment
cards and will be on offer beginning 2020.

As concerns payment cards acceptance, the number
of POS terminals in the acceplance network is growing
continuously. At the end of 2019, the number of POS
terminals of Raiffeisen banka was 4,838. Also, the bank
continues the expansion of the merchant network where
payment cards are accepted through web shops, as well
as the offer of an innovative service called “turn-key”, where
clients are offered a complefe solution — web shop and
portal for acceptance of payment cards.

Premium Banking

In the course of 2019, the Premium Banking service
focused on strengthening and expanding cooperation with
existing clients through a high service level, as well as the
acquisition of new clients. A client base growth of 14 per
cent was realized.

In 2019, an attractive and competitive offer of loan products,
especially mortgage loans, resulied in an increase of new
volumes by 17 per cent compared to 2018, which in the
end resulted in a loan portfolio increase by 16 per cent.

Constant efforts invested fo increase market awareness on
alternative modes of savings and invesiment opfions resulted
in a growth of sales of investment fund units. Tofal assefs of
Premium clients under management in funds grew by 17
per cent compared fo the year before.

Continuous work on the affirmation and promotion of
inferet banking and the mobile application of Raiffeisen
banka resulted in an extremely high selfservice rate with
Premium clients, which amounted to 87 per cent at the end

of 2019.

The Premium Direct service, which gives dlients the possibility
to communicate with their personal bankers by video
technology, was used by 5 per cent of Premium clients
at the end of 2019. Clients who use it rated the service
very well. A total of 96 percent of clients say the video
meefing was an excellent replacement for a meeting in the
branch office and highly value the possibility fo perform
their banking activities without the need fo visit the bank.
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sa stanovniStvom

Poslovanije sa stanovnisivom nastavilo je i v 2019. godini
pozitivan frend iz prethodnih godina. Fokus v 2019.
godini bio je na daliem rozvoju digitalne ponude banke,
ukljveuju¢i i dalji rad na unapredenju rada vestacke
infeligencije u procesu pruzania servisa klijentima, kao i na
daljoj transformaciji mreze ekspozitura, po najsavremenijim
standardima, uz uvodenje 24-¢asovnih samousluznih zona
sa visenamenskim uredajima.

Pored navedenog, nastavlien je rad na uvodeniju inovativnih
kreditnih proizvoda, pri ¢emu se posebno izdvaja ,iKes”,
prvi model fe vrste na frzistu i u regionu, koji omogucava
da se kredit u potpunosti realizuie bez odlaska u banku.
Sve ove akfivnosti pracene su konfinuiranim radom na
unapredeniu kvalitefa usluga banke. Rezultati ovih napora
vidljivi su u ¢injenici da je broj klijenata u 2019. porastao
za 3.3% u odnosu na prethodnu godinu, uprkos snaznoj
konkurenciji u bankarskom sekforu.

Raiffeisen banka, sa trzignim uées¢em od oko 8,1% u
segmentu gotovinskih kredita, zauzima jednu od vodecih
pozicija na frzistu. Tokom 2019. godine, rast novih
plasmana bio je preko 23% u odnosu na predhodnu godinu.
U domenu kreditnih proizvoda, ve¢ina akfivnosti bila je
usmerena na prodirenje ponude inovativnih proizvoda,
opfimizaciju procesa u ciliu veceg zadovoljstva Klijenata,
kao i pronalazenje optimalnog nivoa cena i kombinacije
proizvoda.

U segmentu depozitnih proizvoda, potvrdena je cinjenica
da su sigumnost i tradicijia glavni fakiori prilikom izbora
banke za $tednju, ¥o se ogleda u tome da je nivo depozita
fiziekih lica zna¢ajno porastao i da je banka dosfigla
frzigno u¢esc¢e od 10.30% na kraju 2019.

Raiffeisen banka nasfavlja sa daljim rastom  karti¢nog
portfolija i v 2019. godini, kako u segmentu izdavanja,
fako i u segmentu prihvata plomih kartica. Godignji rast
broja platnih karfica na kraju 2019. godine bio je 29% u
poredenju sa krajem 2018. godine.

Banka je fokom 2019. nasfavila sa ponudom pogodnosti
klijentima, kao $to je odobrenie i izdavanie kreditne kartice
u iznosu od 60.000 dinara u roku od 15 minuta, fokom
samo jedne posete ekspozituri banke, i sa druge strane,
omogucavanjem pla¢anja na mese¢ne rafa bez kamate.
Pla¢anje na rate bez kamate omoguéeno je za sva plac¢anjo
robe i usluga u zemlji i inostranstvu, kao i za pla¢anje na
internetu. U zavisnosti od visine iznosa, pla¢anje se moze
podelitina 3, 6 ili 12 rata.

Koo rezultat snaznog fokusa na segment kreditnih kartica,
banka je ostvarila trzigno u&esce na iznos u koriséenju od
21%.

Tokom 2019. godine banka je imala u ponudi digitalni
servis namenjen svim korisnicima VISA debitnih i kreditih
karfica — mPay aplikaciju, koja omogu¢ava beskontakino
pla¢anje putem mobilnih telefona. Aplikacija je dostupna
za korisnike pametnih  mobilnih felefona, koji imaju
podrzanu NFC tehnologiju i minimalno Android operativni
sistem 4.4. U zavrénoj fazi pripreme je nova, naprednija,
RaiPay aplikacija koja ¢e obuhvatiti i korisnike Mastercard
platnih kartica i koja ¢e biti u ponudi pocetkom 2020.

Sa aspekia prihvata plamih kartica, broj POS terminala u
akceptantskoj mrezi kontinuirano raste. Na kraju 2019.
godine, broj POS terminala Raiffeisen banke bio je 4.838.
Takode, banka nastavlja ekspanziju mreze trgovaca koji
prihvataju plaine karfice preko veb prodavnica, kao i
ponudu inovativne usluge nazvane “klju¢ u ruke”, gde svojim
klijentima omogucava ve¢ gotovo kompletno regenje — veb
prodavnica i portal za prihvat pla¢anja platnim karficama.

Premium bankarstvo

Usluga Premium bankarstva je i v 2019. godini u svom
fokusu imala jo¢anje i prosirenje saradnje sa postojecim
klijentima kroz visok kvalitet usluge kao i akviziciju novih
klijenata. Ostvaren je rast klijentske baze od 14%.

Tokom 2019. godine, atraktivna i konkurentna ponuda
kreditnih proizvoda, posebno stambenih kredita, dovela je
do povecania novih volumena za 17% u odnosu na 2018.
godinu, %o je kao krajnji rezultat imalo rast kreditnog
portfolia od 16%.

Stalni nopori da se uvec¢a svest trzisfa o altfernativnim
vrstama $fednije i mogucnostima invesfiranja i ove godine
rezulfirali su rastom prodaje investicionih fondova. Ukupna
sredstva Premium  klijenata pod upravljanjem u  okviru
fondova porasla su 17% u odnosu na prethodnu godinu.

Kontinuiran rad na afirmaciji i promociji infemet bankarstva
i mobilne aplikacije Raiffeisen banke doveo je do izuzetno
visoke stope samousluzivania kod Premium klijenata koja
na kraju 2019. godine iznosi 87%.

Premium Direct servis koji daje klijentima mogu¢nost da
sa svojim lignim bankarima  komuniciraju  putem  video
tehnologije na kraju 2019. godine koristi 5% Premium
klijenata. Servis je dobio izuzeino dobre ocene od strane
klijenata koji ga koriste. Cak 96% klijenata istice da im
je video sastanak odlicna zamena za sastanck v filijali
i izuzetno vrednuju mogu¢nost da obavliaju bankarske
poslove bez odlaska u banku.
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In the course of the year, there was infensive development
of the Private Banking service which is starting in the first
quarter of 2020 and which will enrich the segment of
doing business with private individuals.

Small Enterprises and
Entrepreneurs

The small enterprises and entrepreneurs segment realized
another very successful business year by generating a
two-digit growth of all main business parameters. Thanks
fo the cooperation with EIF guarantee funds, but also fo
advertising campaigns realized and a very organized
and exiremely dedicated sales network, the loan volumes
increased by 14.8 per cent. At the same time, the number
of dlients grew by 16.2 per cent and deposits grew by
29.2 per cent. All this resulted in an increase of fotal
revenue by 17.3 per cent.

The sales concept implemented in the micro segment
confirms its good direction, hoving in mind that a signiﬂcon’r
increase of all the most important business parameters
was realized compared to the previous year, namely: the
number of new clients grew by 17.2 per cent, the loan
portfolio grew by 22 per cent and clients’ deposits grew
by 42 per cent. All this resulted in a growth of fotal income
in the micro segment by 24.4 per cent compared fo the
year before.

The segment of small business and entrepreneurs continues
fo improve ifs product and service quality by focusing on
digitalization, which proved the only correct sirategy, with
the aim of further growth in the number of active clients
through infroducing new sales channels and new client
segments.

Innovations and Digital

Banking

In the course of 2019, Raiffeisen banka made a significant
impact as concerns innovations and digital banking, which
was proven by the award “Best Digital Bank” issued fo
Raiffeisen banka in Serbia for the second time in a row
by the renowned magazine “Global Finance”. Contfinued
digitalization of products and services in accordance with
clients” modem needs confributed to achieving the best
results so far in providing digital services and enabling
digiftal sales. The number of mobile banking clients grew
by 43 per cent compared fo the previous year. The cash
loan digital sales share reached 18 per cent, which is a
remarkable growth of 124 per cent compared fo the year

2018.

Atthe startof 2019, upgraded versions of mobile and infernet
banking applications were published, enabling clients easy
and reliable everyday banking. User experience and the
range of functionalities across the channels and platforms
have been harmonized and created in accordance with

the global frends in designing a user inferface. The process
of acfivation and registration of digital services has been
fully automatized and simplified so that it does not require
additional devices of a unique access code in printed

format (PIN).

Users are given the possibility to monifor account changes
and realize the most important activities immediately after
login. The payment process has been additionally simplified
by easier enfry of already sfored beneficiaries and the
option of initiating instant payments. Users also have the
option of a new reliable two-way communication mode
with the bank from the same application. All this resulted in
the application being rated the best on Google Play Store
in December, compared fo the relevant competitors.

With the aim of increasing ditigal sales, the bank enabled
selected primary users fo obtfain a cash loan fully online in
several sfeps, where the whole procedure lasts only eight
minutes. This is possible thanks fo the full automatization of
the application process and loan approval with infroducing
an advanced electronic signature which is realized only by
enfering an SMS code by the user.

Thanks fo the new regulations intfroduced by the National
Bank of Serbia that enable remote dlient identification
by using video calls and creating a great number of
technological innovations for the first time in the local
market, Raiffeisen banka introduced the possibility of
realizing a cash loan for new clients fully online, named
"iKes". This loan makes it possible for users to receive a
reply within eight minutes and to realize the loan within 30
minutes.

The complete process requires minimal documents, which
are only in digital format in the form of the client’s monthly
salary account statements. Apart from the cash loan, clients
also open a current account and create their credentials
to access digital banking. The first impressions are very
positive and based on dlients’ feedback, they would realize
their next cash loan in the same way, without visiting the
bank’s branch office.

With the aim of more efficient digital fransformation process
and an even greater focus on improving user experience,
which is in accordance fo the longferm vision of the
bank, the way in which innovative products and services
are discovered and created has transformed into a new,
agile organization.  Within the organizational change
implemented in November, two “tribes” were formed
addressing the needs of users in the segments of private
individuals as well as small enferprises and enterpreneurs.
Within these organizational units, small multidisciplinary
agile teams were formed which are collocated and have the
possibility fo meet the needs of users and the organization
in short and frequent iterations. This way, a faster cycle of
creating new and improving existing products and services,
while simultaneously using the expertise of all relevant parts
of the organization.



Tokom godine infenzivno se radilo na razvoju usluge Private
Banking koja startuje u prvom kvartalu 2020. godine i koja
¢e upotpuniti segment poslovanja sa klijentima fizickim
licima.

Mala preduzeca i
preduzetnici

Segment  poslovanja  sa  malim  preduze¢ima i
preduzefnicima imao je jo% jednu u nizu vilo uspesnu
poslovnu godinu generisu¢i dvocifreni rast svih glavnih
paramefara poslovanja. Zahvaljuju¢i pre svega saradnji
sa EIF goraninim  fondovima, ali i organizovanim
kampanjama i dobro organizovanom i vilo posve¢enom
prodajnom mrezom, krediini volumeni povecani su za
14.8%. Istovremeno, broj klijenata pove¢an je za 16.2%,
a depoziti za 29.2%. Sve ovo rezultiralo je pove¢anjem
ukupnih prihoda za 17.3%.

Prodaijni koncept koji je implementiran u mikro segmentu
i ove godine potvrduje dobar pravac imaju¢i u vidu do
je ostvareno znacajno povecanje najvaznijih parametara
poslovanja u odnosu na prethodnu godinu, i fo: broj novih
klijlenata porastao je za 17.2%, kredii portfolio za 22%
i depoziti klijenata za 42%. Sve ovo je rezultiralo rasfom
ukupnih prihoda u mikro segmentu za 24.4% v odnosu na
prethodnu godinu.

Segment poslovanija sa malim preduze¢ima i preduzetnicima
nastavlja sa kontinuiranim pobolisanjem kvaliteta proizvoda
i usluga sa akecentom na digitalizaciju, $to se pokazalo kao
jedina ispravna strafegijo, sa ciliem dolieg povecanja
broja aktivnih klijenata kroz uvodenije novih kanala prodaje
i novih segmenata klijenata.

Inovacije i digitalno
bankarstvo

Raiffeisen banka je u tokom 2019. godine napravila
znacajan iskorak kada su u pitanju inovacije i digitalno
bankarsivo o ¢emu svedo¢i i nagrada  emineninog
magazina ,Global Finance” za ,Najbolju digitalnu banku”
koja je dodeliena ve¢ drugu godinu za redom Raiffeisen
banci u Srbiji. Konfinuirana digitalizacija proizvoda i usluga
u skladu sa modernim potrebama klijenata doprinela je
ostvarenju do sada najboljih rezultata u koris¢eniu digitalnih
usluga i digitalnoj prodaji. Broj klijenata  mobilnog
bankarstva porastao je za 43% u odnosu na prethodnu
godinu. Udeo digitalne prodaje kes kredita dostigao je
18% %o predstavlia izuzefan rast od 124% u odnosu na

2018. godinu.

Pocetkom 2019. u rad su pustene unapredene verzije
aplikacija za mobilno i infemet bankarsivo koje su
klijentima omogucile jednostavno i pouzdano svakodnevno
bankarstvo.  Korisnicko iskustvo i skup  funkcionalnosti
izmedu kanala i platformi su uskladeni i krerani u skladu
sa globalnim trendovima v izradi korisnickog interfejsa.
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Proces akfivacije i registracije digitalnih usluga je potpuno
automatizovan i pojednostaviien toko da ne zahteva
dodatni uredaij ili jedinstveni pristupni kod u gfampanom
formatu (LIB).

Korisnici imaju moguénost da prate promene po ra¢unima
i realizuju najvaznije akfivnosti odmah nakon logovania.
Proces pla¢ania je dodatno pojednostavljen laksim unosom
ve¢ sacuvanih primalaca i moguénos¢u iniciranja instant
placanja. Korisnicima je na raspolaganju novi pouzdan
nacin dvosmeme komunikacije sa bankom u okviru same
aplikacije. Sve zajedno fo je rezultiralo najboljoj oceni
na ,Google Play” pradavnici v decembru u odnosu na
relevanine konkurente.

Sa ciliem pove¢ania digitalne prodaje, banka je izabranim
primarnim  korisnicima omogucila realizaciju kes kredita
potpuno onlajn u nekoliko koraka gde ceo postupak traje
samo osam minuta. To je mogu¢e zahvaljujuéi potpunoj
automatizaciji procesa apliciranja i odobrenja kredita uz
uvodenje naprednog elektronskog potpisa koji se realizuje
samo unosom SMS koda od strane korisnika.

Zahvaljuju¢i novoj regulativi Narodne Banke Srbije koja
omoguc¢ava udalienu  identifikaciju klijenata koris¢enjem
video poziva i kreiranjem brojnih tehnologkih inovadija,
Raiffeisen banka je po prvi put na domacem frzidtu uvela
mogu¢nost realizacije ke kredita za nove klijente potpuno
onlajn, pod nazivom ,iKes". ,iKes" korisnicima omogucéava
odgovor u roku od 8 minuta a realizaciju kredita ve¢ od
30 minuta.

Kompletan proces podrazumeva minimalnu dokumentaciju
koja je isklju¢ivo u digitalnom formatu u vidu mese¢nih
izvoda po ra¢unu klijenata na kojima primaju zaradu. Uz
ke kredit, korisnici fakode ofvaraju teku¢i racun i kreiraju
svoj nalog za pristup digitalnom bankarstvu. Prvi ufisci
su izuzetno pozitivni i na osnowvu povratnih informacija
klijenata slede¢i ket kredit bi realizovali na isfi nacin, bez
odlaska u poslovnicu banke.

Sa diliem efikasnijeg procesa digitalne fransformacije i sa
jo$ vecim fokusom na poboljganie korisnickog iskustva $to je
u skladu sa dugoro¢nom vizijom banke, promenien je nacin
na koji se otkrivaju i kreiraju inovativni proizvodi i usluge,
kroz now agilnu organizaciju. U okviru organizacione
promene koja je sprovena u novembru formirana su dva
Liribe"-a koja adresiraju potrebe korisnika za fizicka lica i
preduzetnika i mala preduze¢a. U okviru tih organizacionih
iedinica formirani su mali multidisciplinami agilni timovi koji
su kolocirani i imaju mogu¢nost da odgovore na potrebe
korisnika i organizacije u kratkim i ucesfalim iteracijama.
Na faj na¢in obezbeden je ubrzan ciklus kreiranja novih
i unapredenja postojec¢ih proizvoda i usluga dok se v isto
vreme koristi ekspertiza i stru¢nost svih relevantnih delova
organizacije.
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[reasury

and Investment Banking

The Treasury and Investment Banking Division greatly
contributed fo the achievement of the bank’s fotal results
and mainfaining one of the leading positions in the market
in 2019. The bank realized a high level of dinar and
foreign currency liquidity during the whole year, as a result
of professional management of the bank’s assets.

Money Market, Foreign
Exchange Trading and
Managing the Bank's Assets
and liabilities

The National Bank of Serbia (NBS) confinued the monetfary
policy of inflation rafe fargeting in 2019 as well. The NBS'
Executive Board lowered the key inferest rafe in the course
of the year three fimes by 25 percenfage points each fime,
so the rafe fell from 3 per cent fo 2.25 per cent. The NBS'
decision fo correct the key inferest rate as much as three
times, was a result of the significantly lower inflation, as
much as three times below the lower range of the fargeted
inflation corridor (3 per cent +/- 1.5 percentage poinfs).
Llower inflationary pressures were the result of low import
prices and a stronger dinar in relation fo the euro, no
correction of requlated prices and o weaker senfiment in
the processing secfor. Towards the end of the year, inflation
started rising due fo the correction of electricity prices for
households and it reached a level of 1.9 per cent after 2.0
per cent in 2018.

The dinar exchange rafe in 2019 ranged from 118.34
dinars for the euro at the beginning of the year, to 117.59
euros af the end of the year. The dinar had a strengthening
frend in relation fo the euro thanks fo the high inflow of
foreign direct investments (2019: 3.6 billion euros),
increased invesiment crediting of banks and issuing
securities by the Ministry of Finance.

However, a more pronounced strengthening of the domestic
currency was hindered by foreign currency inferventions of
the NBS on the foreign currency market (3.5 billion euros)
and they were mostly on the purchasing side (3.1 billion
euros).

The total turnover on the interbank market decreased from
11.09 billion euros in 2018 to 10.12 billion euros in
2019. The NBS intervened in the course of 2019 with 3.5
billion euros (3.100 million euros of which relate to buying,
and 405 million euros relate to the sale of foreign currency).

Raiffeisen banka was among the leading banks in foreign
currency frading and foreign currency banknote trading on
the interbank foreign currency market. The Treasury and
Investment Banking Division of Raiffeisen banka realized a
market share of 17.06 per cent in trading products with
corporate clients, thereby confirming ifs leading position in
the market.

The Ministry of Finance invested efforts in the course of the
previous year fo boost investments into dinar bills, actively
taking on debt in the local currency, with an inferest rate
dicfated by demand at auctions and in the secondary
markef, where Raiffeisen banka realized a significant share
in the sales of debt insfruments of the Ministry of Finance
with local and foreign investors.

In 2019, the Public Debt Authority issued the greatest so far
“reference issue” of bonds amounting to 150 billion dinars
and with seven-year maturity. At the first auction in January
2019, the yield was 4.57 per cent, while af the latest
auction in November, it amounted fo 2.69 per cent, which
best reflects the inferest shown in the course of the year.
Apart from this, the Minisry of Finance was also selling the
three-year benchmark bond in the amount of 100 billion
dinars, where the return realized at the first auction was
3.73 per cent, while trading in the secondary market was
around two per cent at the end of the year.

With the aim of managing liquidity successfully, Raiffeisen
banka continued the diversification of its dinar invesiment
portfolio by investing info debt securities of the Ministry of
Finance.
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Sektor sredsfava |
investicionog bankarstvo

Sekior sredstava i invesficionog bankarstva znacajno je
doprineo ostvarenju ukupnih rezultata banke i ocuvanju
pozicie medu liderima na frzigu v 2019. godini.
Banka je tokom cele godine imala visok nivo dinarske i
devizne likvidnosti kao rezultat profesionalnog upravljania
sredstvima banke.

[rziste novca, trgovanie
devizama i upravljanje
aktivom i pasivom banke

Narodna banka Srbije (NBS) je i u 2019. godini nastavila
sa monefarnom politikom targefiranja stope inflacije. Izvréni
odbor NBS je u toku godine smanjio referentnu kamatnu
stopu fri puta za po 25 procentih poena, sa 3 % na 2,25
%. Odluka NBS da tri puta koriguje referentnu kamatnu
stopu bila je rezultat zna¢ajno niske inflacije, koja je ¢ak
fri puta bila ispod donjeg ranga fargetiranog inflacionog
koridora (3% +/- 1,5pp). Nizi inflatomi pritisci bili su
rezultat niskih uvoznih cena, jakog dinara u odnosu na evro,
odsustva korekcije regulisanih cena i slabijeg sentimenta
u preradivackom sekforu. Pred kraj godine, inflacija je
pocela da raste usled korekcije cena elekiricne energije za
domacinstva i dostigla nivo od 1,9% posle 2,0% v 2018.
godini.

Kurs dinara se u 2019. godini krefao u rasponu, od
118,34 dinara za evio na pocetku godine, do 117,59
na kraju godine. Dinar je imao frend jo¢anja u odnosu na
evio zahvaljuju¢i visokom prilivu sfranih direkinih investicija
(2019: 3,6 milijarde evra), povec¢anom investicionom
kreditiranju  banaka i emitovanju hartija od  vrednosti
Ministarstva finansija. Medutim, izraZenije ja¢anje domace
valute spre¢eno je deviznim infervencijoma NBS na
deviznom trzistu (3,5 milijardi evra) i uglavnom su bile na
kupovnoj strani (3,1 milijardi evra).

Ukupan promet na medubankarskom frzigtu smanjen je sa
11,09 milijardi evia u 2018. godini na 10,12 milijordi
evia u 2019, godini. NBS je u toku 2019. godine
infervenisala sa 3,5 milijardi evra (od ¢ega se 3,100
miliona evra odnosi na kupovinu, a 405 miliona evra na
prodaiju deviza).

Raiffeisen banka bila je medu vode¢im bankama u trgovaniu
devizama i efektivnim stranim novcem na medubankarskom
deviznom trzigtu. Sekior sredstava Raiffeisen banke ostvario
je frzisno ucesce od 17,06% u trgovanju sa korporativnim
klijentima, ¢ime je tradicionalno potvrdio lidersku poziciju
na trzistu.

Na podstficanju investiranja u dinarske duznicke hartije u
foku progle godine napore je ulozilo i Ministarstvo finansija
akfivno se zaduzuju¢i u domacoj valuti, sa kamatom koju
ie diktirala fraznja na aukdijoma i na sekundarmom trzisty,
gde je Raiffeisen banka ostvarila znacajno ucesce u
kupoprodaii duznickih instrumenata Ministarstva finansija
sa domacim i stranim investitorima.

U 2019. godini Uprava za javni dug emitovala je do sada
najvec¢u “referentnu emisiju” obveznica u iznosu od 150
milijardi dinara i ro¢nos¢u sedam godina. Na prvoj aukciji
u january 2019. godine prinos je bio 4,57% dok je na
poslednjoj aukciiji u novembru iznosio 2,69% %o najbolie
govori o inferesovanju koje su investitori pokazali u foku
godine. Pored ove, Ministarstvo finansija prodavalo je i
trogodisnju benchmark obveznicu u iznosu od 100 milijardi
dinara, na kojoj je na prvoj aukciji prinos bio 3,73%, dok
se krajem godine na sekundarom trzistu frgovalo oko 2%.

U ciliy uspegnog upravlianja likvidnos¢u, Raiffeisen banka
ie nastavila diversifikaciju svog dinarskog  investicionog
portfolija ulaganjem v duznicke hartijie  Ministarstva
finansija.
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Financial Institutions
Correspondence

In the course of 2019, Raiffeisen banka continued
maintaining and further developing the cooperation with
international and local financial institutions, with the aim of
nurturing longferm parinerships, which it considers fo be
of great importance for the development and success of
mutual business acfivities.

With the support of Raiffeisen Bank International AG, as the
reflection of a long and proven business tradition, the bank
succeeded in being an important and frustworthy partner,
as well as to contribute to the needs and holistic approach
fo clients’ requirements.

The bank provided funds from its own sources in order fo
meet the financing needs of its clients, but it also enabled
clients to make use of funds from APEX lines, approved by
the European Investment Bank through the National Bank

of Serbia.

As a result of cooperation with the European Investment fund
(EIF), the bank confinued supporting small and medium-
sized enterprises in 2019 as well, i.e. for the second year
in a row, enabling them easier access to financing through
guarantee schemes of WB EDIF — “EU for Serbia — financing
of SMEs” and InnovFin, financed by the EU.

In 2019, the bank became a pariner of the Republic
of Serbia in introducing the Entrepreneurship and Self-
employment Promotion Program, aimed at startup financing.

Brokerage Operations

By issuing a new benchmark dinar bond with seven-year
maturity in the amount of 150 billion dinars, the sfate
fulfilled another precondition for its bonds fo enter the “JP
Morgan Government Bond Index”. Due fo the great inferest
shown by foreign invesfors, this issue had an impact on
increasing liquidity in the market.

The trend of yield decline on state bonds was even more
pronounced than in the year before. After several years,
in June, the state issued bonds denominated in euros on
the international markef, where it achieved excellent selling
ferms due fo great demand. At the end of the year, several
buy-back auctions were organized at which the state was
buying the bonds issued and so reduced its obligations for

the year 2020.

The Belgrade Stock Exchange saw a growth in turnover
compared fo previous year by almost 50 percent, thanks
to block transactions, where the state was buying shares
of Komercijalna banka consolidating ownership sfructure
before the bank was sold. The indicator of the most liquid
shares, Belex 15, marked a growth of 5.25 percent, while
the indicator Belex line grew by 8.65 percent.

Custody Services

Raiffeisen banka had a successful business year which saw
an increase  of clients’ deposits info financial instruments
by 9.3 percent. The focus on improving the quality of
custody services resulted as expected. The Raiffeisen Group
continues to promote the markets of Central and Eastermn
Europe through its monthly magazine “GCC Press”. The
November issue of “GCC Press” was dedicated 1o the
Serbian market.

Research

The “Raiffeisen Research” analyst network of Raiffeisen Group
continued its work on improving the general understanding
of economic frends in a period of significant volafilities in
the global financial markets caused by geopolifical events
(implementing protectionist measures in global trade) and
expansive monetary policies of central banks of the USA
and the European Union (reports: CEE Strategy, Financial
Markets & Global Strategy, CEE Banking Report), as well
as offering a more comprehensive view of local economic
frends in ifs publications (“Short Note”, “Monthly Economic
Report”).

By regular monitoring and a thorough analysis of key
indicators, key events on the macroeconomic scene were
promptly reported on (“Research Alert”) and then, in
accordance with new tendencies, models developed for the
forecast of future economic frends were suitably adjusted.



Odnosi sa finansijskim
institucijama

Tokom 2019. godine, Raiffeisen banka nastavila je da
odrzava i dodatno razvija saradnju sa medunarodnim i
doma¢im  finansijskim institucijoma, u ciliy negovania
dugoro¢nog partnerstva koje smatra od sugtinskog znacaja
za razvoj i uspegnost zajednickog poslovania.

Uz podrku Raiffeisen Bank Infemational AG, kao odraza
duge i dokazane tradicije u radu, banka je uspela da
bude znacojan i pouzdan partner, a ujedno doprinese
potrebama i holistickom pristupu zahtevima klijenata.

Banka je za potrebe finansiranja obezbedila sredsiva iz
sopstvenih izvora, ali i omogu¢ila koris¢enje sredstava iz
APEX linija koje je Evropska investiciona banka odobrila
preko Narodne banke Srbije.

Koo rezultat saradnje sa Evropskim investitionim fondom
(EIF) banka je i u 2019. godini, fj. drugu godinu zaredom
nastavila da kroz garancijske $eme WB EDIF — “EU zo
Srbiju — finansiranje za MSP” i InnovFin finansiranih od
strane EU, podrzava mala i srednja preduze¢a omogucivsi
im laksi pristup finansiranju.

U 2019. godini, banka je postala pariner drzave Republike
Srbije u sprovodenju programa promocije preduzetnigiva
i somozaposliavanja, namenjenom za finansiranje
startapova.

Brokersko-dilerski poslovi

Emitovanjem nove referenine  (“benchmark”)  dinarske
obveznice sa dospe¢em od sedam godina u iznosu od
RSD 150 milijardi u 2019. godini drzava je ispunila jos
jedan preduslov da se njene obveznice nadu u “JP Morgan
Government bond” indeksu. Usled velikog inferesovania
stranih invesfitora, ova emisija uficala je na povecanje
likvidnosti na trzistu.

Trend pada prinosa na drzavne obveznice nastavio se
jo8 izrazenije nego prethodne godine. U junu, drzava je
posle vise godina emitovala obveznice denominovane
u eviima na medunarodnom trzigty, gde je usled velike
traznje ostvarila odli¢ne uslove pri prodaiji. Krajem godine
organizovano je nekoliko buy-back aukcija na kojima je
drzava pre roka dospeca otkupljivala izdate obveznice i
time smanjivala svoje obaveze za 2020. godinu.
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Na Beogradskoj berzi zabelezen je rast promefa u
odnosu na prethodnu godinu za skoro 50%, zahvaljujudi
blok transakcijoma u kojima je drzava otkupljivala okcije
Komercijalne banke konsoliduju¢i viasnicku strukiuru pre
prodaje  banke. Indeks najlikvidnijih  akcija  Belex15
zabelezio je rast od 5,25%, dok je indeks Belex line
zabeleZio rast od 8,65%.

Kastodi usluge

Raiffeisen banka imala je uspednu poslovnu godinu u kojoj
su povecani depoziti klijenata u finansijskim instrumentima
za 9,30% procenata. Fokus na unapredeniju kvaliteta kasfodi
usluga dao je ocekivane rezuliate. Raiffeisen grupacijo
nastavlja da promovise frzista cenfralne i isto¢ne Eviope
kroz mese¢ni magazin “GSS Press”. U svom novembarskom
izdanju “GSS Press” bio je posvecen srpskom frzigtu.

Istrazivania

Mreza andlificara Raiffeisen  grupacije ,Raiffeisen
Research” nastavila je sa radom na unapredenju opsteg
razumevanja ekonomskih tokova u periodu  znagaijnih
volatilnosti na globalnim finansijskim frzigtima uzrokovanih
geopolitickim degavanjima (uvodenjem  protekcionistickih
mera u globalnoj trgovini) i ekspanzivnim monetamim
politikama centralnih banaka SAD i Eviopske unije (izvestaiji
CEE Strategy, Financial Markets & Global Strategy, CEE
Banking Repor), kao i celishodnijem sagledavaniju lokalnih
ekonomskih trendova v okviru publikacija (,Short Note”,
kvartalni izvestaj ,Serbia economic outlook” i mesecni
"Ekonomski izvesta”).

i temelinom analizom  kljuenih
indikatora,  promptno  se  izvestavalo o klju¢nim
makroekonomskim  indikatorima  (,Research  Alert”), a
zatim su se, u skladu sa novim fendencijama, adekvatno
prilagodavali  modeli  razvijeni za procenu  budu¢ih
ekonomskih fokova.

Redovnim  pracenjem



40

Raifteisen leasing

In the past few years, the leasing indusiry showed significant
growth in sales, especially in the segment of passenger
vehicles, where the company Raiffeisen leasing maintained
a high position in the market in 2019 as well.

Raiffeisen Leasing demonstrated in 2019 a clear commitment
fo nurturing and developing longterm relationships with its
clients, reflected in the constant improvement of products
and services. To offer even more attractive terms to its clients,
Raiffeisen leasing focused special attention to the further
development of strengthening parinerships with the network
of the most important dedlers, as well as to developing
strategic partnerships with the best-selling vehicle brands in
Serbia through an array of mutual projects.

In accordance fo market demands, Raiffeisen leasing was
primarily focused on vehicle financing in 2019. The fotal
value of new sales at the end of the year amounted fo
€ 75.44 million, of which vehicles were financed with €
56.40 million.

In 2019, Raiffeisen leasing parficipated in the Support
Program for Small and Medium Enterprises for equipment
purchase in cooperation with the Ministry of Economy and
the Development Agency of Serbia. The program includes
equipment financing with 25% subvention by the stafe. A
total of 69 contracts in the fofal value of 3.65 million euros
were financed through this program.

Raiffeisen Leasing was dedicated to the further improvement
of procedures and organization in the segment of risk
management. Through professional  risk  management,
a stable and sustainable portfolio growth was realized,
reaching € 118.16 million. Also, special attention was
focused on the constant improvement of processes with the
aim of increasing efficiency and cost reduction.

Maintaining one of the leading positions in the markef,
reaching the opfimum balance between the growth
of business volume and keeping the costs of risk and
profitability at an adequate level, strengthening cooperation
with exisfting clients, dealers and insurance companies, as
well as constant improvement and designing products in
accordance with high sfandards, remain key goals sef by
Raiffeisen leasing for the year 2020.
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lizing indusfrijo poslednjih godina pokazuje znacajan
rast plasmana posebno u sekforu punickih vozila, gde
ie kompanija Raiffeisen leasing i fokom 2019. godine
zadrzala visoku poziciju na trzistu.

Raiffeisen leasing pokazao je i fokom 2019. godine
jasnu opredelienost ka negovaniu i razvijanju dugoro¢nih
odnosa sa svojim klijentima koja se ogleda u konstantnom
unapredenju proizvoda i usluga. Kako bi svojim klijentima
ponudio jo$ afrakfivnije uslove, Raiffeisen leasing je posebnu
paznju posvetio daliem jacanju partnerskih odnosa sa
mrezom najznacaijnijih dilera, kao i razvijanju strateske
saradnije sa najprodavanijim automobilskim brendovima u
Srbiji kroz niz zajednic¢kih akcija.

U skladu sa zahtevima trzigta, Raiffeisen leasing je i tokom
2019. godine pre svega bio usmeren na finansiranje vozila.
Ukupna vrednost novih plasmana na kraju godine iznosila
ie 75,44 miliona evra, od ¢ega su vozila finansirana sa
56,40 miliona evra.

Raiffeisen leasing je i 2019. godine u¢estvovao u Programu
podrke za mala i srednja preduze¢a za nabavku opreme u
saradnji sa Ministarstvom privrede i Razvojnom Agencijom
Srbije. Program podrazumeva finansiranje opreme vz
subvenciju drzave u iznosu od 25%. Kroz ovaj Program
finansirano je 69 ugovora ukupne vrednosti 3,65 milona
evia.

Raiffeisen leasing je tokom 2019. godine bio posvecen i
doliem unapredenju procedura i organizacije u segmentu
upravljanja rizicima. Kroz profesionalno upravljanje rizicima
obezbeden je stabilan i odrziv rast portfolija, koji je
dosfigao nivo od 118,16 miliona evra. Takode, posebna
paznja usmerena je na konsfanino unapredenje procesa sa
ciliem povecanja efikasnosti i smanjenija trogkova.

Oc¢uvanie jedne od vodetih pozicija na frzistu, postizanje
opfimalnog balansa izmedu rasta obima poslovanja i
odrzavania troskova rizika i profitabilnosti na” adekvatnom
nivou, jo¢anje saradnje sa postojecim klijentima, dilerima
i osiguravajuc¢im ku¢ama, te stalno unapredenie i kreiranje
proizvoda u skladu sa visokim standardima, predstavljaju
kljuene cilieve koje je Raiffeisen leasing odredio za 2020.
godinu.
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Voluntary Pension Fund Management Company

Raiffeisen FUTURE a.d. Beograd, VPFMC manages two
voluntary pension funds: Raiffeisen FUTURE VPF and
Raiffeisen EURO FUTURE VPF.

Raiffeisen FUTURE VPF has a variable currency structure of
assefs and invests mainly info debt securities. The fund has
been successfully operating since 2007 with the rate of
refumn since inception at 9.16% on an annual basis. The
annual rate of refurn in 2019 was 4.02%. The value of the
fund’s investment unit as at Dec. 31, 2019, amounted to
RSD 3,123.11. The net assets of the fund as at Dec. 31,
2019, were RSD 5.5 billion, which represented an annual
growth of 12%.

Raiffeisen EURO FUTURE VPF starfed operafing in 2015.
The fund is most suitable for those dlients who prefer their
longterm savings fo be invested in euro-denominated
securifies. In accordance with the fund’s investment policy,
99% of the ossefs are invested in euro-denominated
investment instruments, while 1% of the assefs consists of
dinar money deposits in the fund’s account. The annual rate
of refurn in 2019 was 1.39% in euros. The realized rate of
return since inception as at Dec. 31, 2019, was 2.91% in
euros on an annual basis. Considering that the fund’s assefs
are invested exclusively in euro-denominated securities, the

relevant return for the fund’s members is the refurn expressed
in euro. The net assets of the fund on Dec. 31, 2019, were

RSD 225 million.

In 2019, the largest increase in the number of members
in both funds was achieved compared tfo the industry. The
number of members saving in both funds is 40,000. and it
has increased by 6,001 while the total number of members
in the industry increased by 14,630.

The market share measured by fotal assefs under
management in both funds is 12.6%.

High-quality service is provided to the members of both
Raiffeisen FUTURE VPF and Raiffeisen EURO FUTURE VPF
by the team of professionals with extensive experience in
the VPF indusfry. In addition, there are 395 professionals
licensed by the National Bank of Serbia ot 86 branches
of Raiffeisen banka throughout Serbia at the members’
disposal.

Members may choose between the two funds with different
investment policies, in terms of the currency sfructure, or they
can pay contributions simultaneously into both funds.

Movement of FONDex* index value and Investment Unit values of VPFs in the period of Jan. 03, 2007 - Dec. 31, 2019
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Drugtvo za upravljanje dobrovoljnim penzijskim fondom

Raiffeisen FUTURE a.d. Beograd, DUDPF upravlja sa dva
dobrovolina penzijska fonda-DPF: Raiffeisen  FUTURE i
Raiffeisen EURO FUTURE.

Raiffeisen FUTURE DPF ima promenljivu valutnu strukturu i
pretezno ulaze imovinu u duznicke harfije od vrednosti.
Fond uspesno posluje od 2007. godine sa prinosom od
pocetka poslovanja od 9,16% na godignjem nivou. U
2019. godini, ostvaren je prinos od 4,02%. Vrednost
investicione jedinice fonda na dan 31.12.2019. godine
iznosi 3.123,11 dinara. Neto imovina fonda na dan
31.12.2019. iznosi 5,5 milijardi dinara, $fo predstavija
godigniji rast od 12%.

Raiffeisen EURO FUTURE DPF poceo je sa radom 2015.
godine. Fond je namenien svim klijentima koji zele da njihova
dugoro¢na stednja bude investirana u evio denominovane
hartije od vrednosti. U skladu sa investicionom politikom,
99% imovine ulaze se u evio denominovane investicione
instrumente, dok 1% imovine ¢ine dinarska sredstva na
ra¢unu fonda. U 2019. godini fond je ostvario prinos od
1,39% u evrima. Osivaren prinos od pocetka poslovania
fonda na dan 31.12.2019. godine iznosi 291% u eviima
na godignjem nivou. S obzirom na fo da se imovina fonda
ulaze isklju¢ivo u evio denominovane hartije od vrednosti,

relevantan prinos za ¢lanove fonda je prinos izrazen u evio
valuti. Neto imovina fonda na dan 31.12.2019. iznosi
225 miliona dinara.

U 2019. godini ostvaren je najvedi rast broja ¢lanova u
oba fonda u odnosu na industriju. Ukupan broj ¢lanova koji
gtedi u oba fonda iznosi 40.000 i uvecan je za 6.001,

dok je ukupan broj ¢lanova u industriji uve¢an za 14.630.

Trzisno uces¢e nefo imovine oba fonda kojima drusivo
upravlja iznosi 12,6%.

Visok kvalitet usluge ¢lanovima DPF Raiffeisen FUTURE
i Raiffeisen EURO FUTURE pruza tim profesionalaca sa
dugogodignjim iskustvom u industriji. Takode, ¢lanovima je
na raspolaganju 395 profesionalaca licenciranih od sfrane
Narodne banke Srbije u 86 filijala Raiffeisen banke girom

Srbije.

Clanovi mogu birati izmedu dva fonda sa razlicitom
investicionom politikom u pogledu valutne strukture, ili pak
mogu ulagati u oba fonda istovremeno.

Kretanije vrednosti FONDEX-a* i investicionih jedinica fondova u periodu od 03.01.2007. - 31.12.2019.
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Raiffeisen  INVEST a.d. Belgrade Investment Fund
Management Company again professionally managed
assefs of open investment funds — Raiffeisen CASH,
Raiffeisen WORLD and Raiffeisen EURO CASH in 2019
and maintained its leading position in the market of
investment funds in the couniry. At the end of 2019, the
value of assefs under management amounted fo approx.
€ 273 million, i.e. a market share of 72 per cent was
realized, in relation fo the total value of net assets of all
open-ended investment funds in the country.

The open-ended investment fund Raiffeisen CASH - a
money market fund, by investing funds info cash deposits
and shortterm debt securities, realized significant refurns for
its members in 2019 — the fund’s investment unit (in dinars)
rose by 2.97 per cent (p.a.) conclusive with December 31,
2019, while the fund’s net assefs grew by 62 per cent and
reached a dinar countervalue of almost € 140 million and
this fund positioned itself as the largest open investment

fund in Serbia.

The open-ended investment fund Raiffeisen EURO CASH - a
money market fund, by investing funds info money deposits
with banks and shortterm debt securities denominated
in euros, realized stable returns for its members, on the
one hand, as well as profecting dinar investments from
oscillations of the foreign currency rate, on the other hand.
In the course of 2019, the fund's investment unit grew by
approximately 0.60 per cent (in euros), while the fund’s
net assets amounted fo approx. € 123 million at the end

of 2019.

The openended investment fund Raiffeisen WORLD,
established in August 2010 as an equity fund, but changed
info a balanced fund in September 2015, with a multi-
asset strategy of investing mostly info shares and bonds
of developed and developing countries with the aim of
realizing positive returns in the long term, but with accepting
moderate risk. In 2019, the fund realized excellent returns
for its members of 12.7 per cent (in euros) and having
in mind the recommended long-term investing horizon, the
effective annual returns amounted to 4.1 per cent (in euros)
since the fund’s inception up fo December 31, 2019. The
fund’s nef asset value amounted to approx. € 11.7 million

at the end of 2019.

Movement of Returns - Raiffeisen CASH fund
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In the course of 2019, a law on Open Investment Funds
with a Public Offer was adopted, which means the
legal framework was changed, moving in the direction
of harmonization with EU regulations and this will affect
the further development of this market and affract new
participants. The investment fund market in Serbia saw a
significant jump in the net asset amount of open investment
funds of 63 per cent, so it amounted to almost € 380
million at the end of 2019 and the main generator of fund
asset indusiry growth was precisely the growth of assets

managed by Raiffeisen INVEST.

Raiffeisen INVEST plans to continue its investing activities in
2020 as well, in order to make it possible for the clients
of Raiffeisen banka, through investing info investment funds,
fo realize retums corresponding fo their investment godls,
depending on their risk appetite and the investment horizon.

Movement of Returns - Raiffeisen WORLD fund

Movement of Retumns - Raiffeisen EURO CASH fund
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Raiffeisen INVEST

Raiffeisen INVEST a.d. Beograd Drugtvo za upravljanije
investicionim fondovima je u 2019. godini profesionalnim
upravljanjem imovinom otvorenih invesficionih fondova
— Raiffeisen CASH, Raiffeisen WORLD i Raiffeisen EURO
CASH zadrzalo lidersku poziciju na trzigtu investicionih
fondova u zemlji. Krajem 2019. godine vrednost imovine
pod upravljanjem iznosila je oko 273 miliona evra, odnosno
frzigno ucedce od /2% u odnosu na ukupnu vrednost neto
imovine svih otvorenih investicionih fondova u zemlji.

Otvoreni investicioni fond Raiffeisen CASH — noveani fond,
ulaganiem u dinarske noveane depozite i kratkoro¢ne
duzni¢ke hartije od vrednosti, je u 2019. godini ostvario
odli¢an prinos za svoje ¢lanove — investiciona jedinica
fonda je, zaklju¢no sa 31.12.2019. godine, poraslo
297% (u dinarima), a nefo imovina fonda je znacajno
porasla 62% i dostigla dinarsku protivwrednost od skoro
140 miliona evra a ovaj fond se pozicionirao kao najvedi
ofvoreni investicioni fond u zemlji.

Otvoreni investicioni fond Raiffeisen  EURO  CASH —
noveani fond, ulaganjem u novéane depozite kod banaka
i kratkoro¢ne duznicke hartije od vrednosti denominovane u
eviima, je za svoje ¢lanove obezbedio ostvarenie stabilnog
prinosa, s jedne strane i zastitu dinarskih sredstava od
oscilacija deviznog kursa, s druge strane. Investiciona
iedinica fonda je u 2019. godini porasla priblizno 0,60%
(u evrima), dok je nefo imovina fonda na kraju 2019.
godine iznosila pribilizno 123 miliona evra.

Oftvoreni investicioni fond Raiffeisen WORLD organizovan je
avgusta 2010. godine kao fond akcija, ali je u septembru
2015. godine promeniena vrsta fonda u balansirani fond,
sa sfrafegijom ulaganija u razlicite klase imovine, odnosno
,multi-asset” sfrategijom investiranja ve¢inom u akcije i
obveznice razvijenih zemoljo i zemalia u razvoju a u
ciliy ostvarivanja pozitivnog prinosa u dugom roku, ali i
uz prihvafanje umerenog rizika. Fond je u 2019. godini
ostvario sjajan prinos za svoje ¢lanove od 12,7% (u eviima),
a imaju¢i u vidu preporuceni dugoro¢ni period investirania,
efektivni godignji prinos iznosio je 4,1% (u evrima) od
pocetka organizovanja do 31.12.2019. godine. Vrednost
neto imovine fonda je na kraju 2019. godine iznosila je
priblizno 11,7 miliona evra.

Kretanje prinosa fonda Raiffeisen CASH
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Tokom 2019. godine, usvojen je Zaokon o ofvorenim
investicionim fondovima sa javnom ponudom, ¢ime je
zakonska regulativa izmenjena u pravey uskladjivanja sa
EU regulativom, $fo ¢e uficati na dalji razvoj ovog frzista
i privia¢enje ucesnika. Na frzigtu investicionih fondova u
zemlji doslo je da znacajnog skoka visine nefo imovine
ofvorenih invesficionih fondova od 63%, tako da je na
kraju 2019-te godina iznosila skoro 380 miliona evra, a
generator ovog rasta je u najve¢em delu bio upravo porast
imovine fondova kojima upravlja Raiffeisen INVEST.

Raiffeisen INVEST planira da i v 2020. godini nastavi
sa investicionim aktivnostima  kako bi, odgovomim i
profesionalnim upravljanjem, klijentima Raiffeisen banke
omogu¢io da kroz ulaganije u invesficione fondove, ostvare
odgovaraju¢i prinos u skladu sa investicionim ciljevima,
zavisno od stepena rizika koji su spremni da prihvate i
vremenskog horizonta investirania.

Kretanje prinosa fonda Raiffeisen WORLD

Kretanje prinosa fonda Raiffeisen EURO CASH
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Branch Network

Head Office

Raiffeisen banka a.d.
Porda Stanojevi¢a 16

11070 Novi Beograd

Phone: (+381 11) 3202 100
Fox: (+381 11) 2207 080
SWIFT Code:RZBSRSBG

Regional Centres

Beograd |
Terazije 27
11000 Beograd

Beograd |I
Porda Stanojevica 16
11070 Novi Beograd

Beograd lI
Resavska 1

11000 Beograd
Beograd IV

Bulevar Zorana Dindi¢a 64a
11070 Novi Beograd

Jug
Srefe Mladenovi¢a 2
34000 Kragujevac

Sever
Bulevar oslobodenja 56a

21000 Novi Sad
Zapad

Gradsko 3etalidte bb
32000 Cac¢ak

Belgrade | Region

Beograd

e Terazije 27

e Cara Dusana 78

*  Vojvode Milenka 38

e 27 marta 31

*  Kralja Pefra 14

*  Bulevar oslobodenja 7-9

*  Maksima Gorkog 75

*  Ruzvellova 10

o Grekosrpskog prijateljstva 1-3
*  Mirijevski venac 27

*  Marijane Gregoran 58

e Kursulina 41

*  Mladenovac, Kralja Petra | 241a

Belgrade I Region
Beograd

Porda Stanojevi¢a 16
Jurija Gagarina 151
Bulevar umetnosti 4

Clavna 13m

Milutina Milankovi¢a 134
Prvomajska 101

Bulevar Mihajla Pupina 181
Bulevar Mihaila Pupina 4
Partizanske avijacije 12
Milutina Milankovi¢a 17

PoZarevac
Mose Pijade 10

Smederevo
Vojvode Buge 13-17

Smederevska Palanka
Prvog srpskog ustanka 33

Belgrade Il Region

Beograd

Resavska 1

Bulevar kralja Aleksandra 171
Usfanicka 64a

Bratstva i jedinstva 73
Bulevar kralja Aleksandra 328
Crge Andrijanovi¢a 2
Vojvode Stepe 199

Patrijarha Dimitrija 14
Vidikovaeki venac 80b
Cmotravska 7-9

Lazarevac, Dimitrija Tucovi¢a 1

Vrsac
Trg Svetog Teodora Visackog 37

Panéevo
Generala Petra Araci¢a 4 - 6

Zrenjanin
Kralja Aleksandra Karadordevi¢a 4

Belgrade IV Region

Beograd

Bulevar Zorana Dindi¢a 64a
Sarajevska 3

Trgovacka 5

Radni¢ka 9

Bulevar vojvode Misi¢a 37
Pozeska 81a

Obrenovac, Kneza Mihajla 6



Sabac

Masarikova 7

Stara Pazova
Kralja Petra | 1

Loznica
Kneza Miloga 2

Indija
Novosadska 9

Ruma
Orloviceva 4

Sremska Mitrovica
Kralja Petra | 20

Region ,North”
Novi Sad

Bulevar oslobodenja 56a
Bulevar oslobodenja 76a
Bulevar cara lozara bb
Trg slobode 3

Veselina Maslese 30

Backa Palanka
Kralia Pefra | 11

Temerin
Novosadska 348

Subotica
Trg slobode 5

Senta
Clavni rg 8

Sombor
Avrama Mrazovica 1

Vrbas
Ive lole Ribara 16

Kikinda
Trg srpskih dobrovoljaca 28

Region ,South”

Kragujevac
*  Srete Mladenovi¢a 2
e Nikole Pagi¢a 7

Nis§

*  Balkanska 13

*  Vizantijski bulevar bb
*  Obrenoviceva 35

47

Mreza filijala

Vranje
Stefana Prvovencanog 58

Pirot
Pirotskih oslobodilaca bb

Leskovac
Bulevar oslobodenja 154

Zajecar
Krfska 16

Bor
Trg Nikole Pasi¢a 5

Region ,West”

Cacak
*  Gradsko getalidte bb
*  Brace Spasica bb

Valjevo
Karadjordjeva 114

Prijepolje
Valterova 20

Novi Pazar
AVNOJa 7/3

Kraljevo
Hajduk Veljkova 16

Paradin

Vozda Karadorda 31
UzZice

Dimitrija Tucovi¢a 91

Arandelovac
Knjaza Milosa 259

Jagodina
Kneginje Milice 16a

Krusevac
Maike Jugovi¢a 8
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Organizational Ch

art

AUDIT COMMITTEE/
ODBOR ZA REVIZIJU

SHAREHOLDER £
SKUPSTINA

BOARD of DIREC
UPRAVNI OC

¢ e o o o o o

Internal Audit Department/
Odelienie za internu reviziju

Compliance Department/
Odeljenje za kontrolu
uskaladenosti poslovanija

® e e e o o o e o oq

MANAGING BOARD/IZVF

Chairman of the Managing
Board/CEO/CFO
Predsednik |zvr$nog odbora

Treasury and Investment
Banking Division/
Sektor sredstava i investicionog
ankarstva

Finance Division/
Sektor finansija

Legal Division/
Sektor za pravne poslove

Human Resources Department/
Odeljenie za ljudske resurse

Managing Board Office/
Kabinet Izvrinog odbora

Executive Director/
Izvr3ni Direktor

Deputy Chairman of the MB/Retail Banking/
Zamenik predsednika 10/
Poslovi sa stanovnistvom,
malim preduzeéima i preduzetnicima

—

Retail Sales Division/ Sektor
prodaje stanovnistvu

Small Business Banking
Division/
Sektor za poslove sa malim
preduzeéima i preduzetnicima

Digital Banking & Products
Division/ Sekfor za digitalno
bankarstvo i proizvode za
stanovnistvo

Pl Agile Tribe

Small Business Agile Tribe

Card Business
Division/ Sektor za karti¢no
poslovanje

Premium Banking Department/
Odelienje za premium bankarstvo

Marketing & PR Department/
Odelienje za marketing
i odnose sa javno3éu

Member of the Managing Bo
_Corporate Banking/

Clan izvrinog odbora/
Poslovi sa privredom

B

Large and Multinationa
Corporates Division/
Sektor za rad sa privred
| velike i medjunarodne kom,

Mid Market Corporates
Division/
Sektor za rad sa privredo
srednje kompanije

| Corporate Credit Divisio
Sektor za finansiranje privr

Business Analysis and
Development Departmen
Odeljenje za analizu i ra:

B
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ktura banke

\SSEMBLY/

_TORS/
BOR

SNI ODBOR

ard/ Member of the Managing Board/IT &
. Operations/COO
Clan izvrinog odbora/Informacione
tehnologije i operativni poslovi

B

| IT Services Division/
Sekfor za informacione
om tehnologije

panije

Chief Technology Officer/
m/ Tehnicki direktor

Central Operations & General
Services Division/ Sektor za
n/ centralne operativne i opste
ede poslove

Retail Operations Division/
Sektor operativnih poslova za
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Austria

Am Stadipark 9

1030 Vienna

Tel: +43-1-71 7070

SWIFT/ BIC: RZBATWW
www.rbinternational.com
ir@rbinternational.com
communications@rbinternational.com

CEE banking network

Albania

Raiffeisen Bank Sh.A.
European Trade Cenfer
Bulevardi “Bajram Curri”
1000 Tirana

Tel: +355-423 81 381
SWIFT/BIC: SGSBALTX

www.raiffeisen.al

Belarus

Priorbank JSC

V. Khoruzhey St. 31-A
220002 Minsk

Tel: +375-1728 99090
SWIFT/BIC: PJCBBY2X

www. priorbank. by

Bosnia and Herzegovina
Raiffeisen Bank d.d.

Bosna i Hercegovina

Zmaja od Bosne bb

71000 Sarajevo

Tel: +387-33-75 50 10
SWIFT/BIC: RZBABA2S

www. raiffeisenbank.ba

Bulgaria

Raiffeisenbank (Bulgaria) EAD

55 Nikola I. Vaptzarov Blvd.

Business Center EXPO 2000 PHAZE Il
1407 Sofia

Tel: +359-2-91 985 101

SWIFT/BIC: RZBBBGSF

www.rbb.bg

Croatia

Raiffeisenbank Austria d.d.
Magazinska cesta 69
10000 Zagreb

Tel: +385-72-626 262
SWIFT/BIC: RZBHHR2X

www.rba.hr

Czech Republic
Raiffeisenbank a.s.
Hvézdova 1716/2b
14078 Prague 4

Tel: + 420-412 446 400
SWIFT/BIC: RZBCCZPP

www.rb.cz

Hungary

Raiffeisen Bank Zrt.
Akadémia utca 6

1054 Budapest

Tel: +36-1-48 444-00
SWIFT/BIC: UBRTHUHB

www.raiffeisen.hu

Kosovo

Raiffeisen Bank Kosovo J.S.C.
Robert Doll St. 99

10000 Pristina

Tel: +383-38-222 222
SWIFT/BIC: RBKOXKPR

www. raiffeisen-kosovo.com

Romania

Raiffeisen Bank S.A.
Calea Floreasca 246C
014476 Bucharest

Tel: +4021-30 610 00
SWIFT/BIC: RZBRROBU

www.raiffeisen.ro

Russia

AO Raiffeisenbank

St. Troitskaya 17/1
129090 Moscow

Tel: +7-495777 17 17
SWIFT/BIC: RZBMRUMM

www. raiffeisen.ru

Serbia
Raiffeisen banka a.d. Beograd
Diordja Stanojevi¢a 16
11070 Novi Beograd
Tel: +381-11-32 021 00
SWIFT/BIC: RZBSRSBG

www.raiffeisenbank.rs

Slovakia

Tatra banka, a.s.
HodZovo ndmestie 3
81106 Bratislava 1

Tel: +421-2-59 19-1000
SWIFT/BIC: TATRSKBX

www.tatrabanka.sk

Ukraine

Raiffeisen Bank Aval JSC
Wul Leskova 9

01011 Kiev

Tel: +38-044-490 8888
SWIFT/BIC: AVALUAUK

www.aval.ua
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Austria

Raiffeisen-leasing Gesellschaft m.b.H.
Mooslackengasse 12

1190 Vienna

Tel: +43-1-71 601-0

www.raiffeisen-easing.at

Albania

Raiffeisen leasing Sh.a.
European Trade Center
Bulevardi “Bajram Curri”
Tirana

Tel: +355-4-22 749 20

www.raiffeisen-easing.al

Belarus
"Raiffeisen-leasing” JLLC
V. Khoruzhey 31-A
220002 Minsk

Tel: +375-1728 99394

www.rl.by

Bosnia and Herzegovina
Raiffeisen leasing d.o.o. Sarajevo
Zmaija od Bosne bb.

71000 Sarajevo

Tel: +387-33-254 340

www.rlbh.ba

Bulgaria

Raiffeisen leasing Bulgaria OOD
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Kosovo

Raiffeisen leasing Kosovo LIC
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Tel: +383-38-222 222-340

www.raiffeisenleasingkosovo.com

Moldova

|.C.S. Raiffeisen leasing S.R.L.
Alexandru cel Bun 51

2012 Chisingu

Tel: +3732227 931 3

www.raiffeisen-easing.md

Romania

Raiffeisen leasing IFN' S.A.
Calea Floreasca 246 D
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www.raiffeisen-easing.ro
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OOQO Raiffeisen-leasing
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www.raiffeisen-easing.ru
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Raiffeisen leasing d.o.o.
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Cemysevského 50
85107 Brafislava

Tel: +4212-5919-3168

www.tatraleasing.sk

Slovenia
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www.raiffeisen-leasing.si

Ukraine

LLC Raiffeisen Leasing Aval
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Build. 6 Office 6201
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Branches and representative
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RBI Representative Office Paris
9-11 Avenue Franklin D. Roosevelt
75008 Paris

Tel: +33-1-45 612 700
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Wiesenhittenplatz 26
60 329 Frankfurt

Tel: +49-6920 921 924
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Ul. Grzybowska 78
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Tel: +4822-578 56 00
SWIFT/BIC: RCBWPLPW
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RBI Representative Office
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Drotftinggatan 89, 14th Floor
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Tower 42, leaf C, 9th Floor
25 Old Broad Street
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China
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Beijing Infernational Club Suite 200
2nd Floor

Jianguomenwai Dajie 21

100020 Beijing
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RBI Representative Office Zhuhai
Room 2404, Yue Cai Building
No. 188, Jingshan Road, Jida,
Zhuhai, Guangdong Province
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Tel: +86-756-32 3-3500
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RBI Representative Office Mumbai

5071, Kamla Hub, Gulmohar Road, Juhu
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Tel: 4912226 230 657

Korea

RBI Representative Office Korea
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24 Jongno 1ga

Seoul 110-888

Tel: +82:2-72 57951

Singapore

RBI Singapore Branch

50 Raffles Place

#31-03 Singapore land Tower
Singapore 048623

Tel: +65-63 05-6000

Vietnam

RBI Representative Office
Ho-Chi-Minh-City

35 Nguyen Hue Str.,
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Room 601A, 6th Floor, Dist 1
Ho-Chi-Minh-City
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Selected specialist
companies

Austria

Kathrein Privatbank Akﬁengese”schoﬂ
Wipplingerstrafie 25

1010 Vienna

Tel: +43-1-53 451-300

www. kathrein.at

Raiffeisen Bausparkasse Gesellschaft m.b.H.

Mooslackengasse 12
1190 Vienna
Tel: +43-1-54 646-0

www.bausparen.at

Raiffeisen Centrobank AG
TegetthoffstraBe 1

1015 Vienna

Tel: +43-1-51 520-0

www.rcb.at

Raiffeisen Factor Bank AG
Mooslackengasse 12
1190 Vienna

Tel: +43-121 974-57

www. raiffeisenfactorbank.at

Raiffeisen Kapitalanlage-Gesellschaft m.b.H.

Mooslackengasse 12
1190 Vienna
Tel: +43-1-71 1700

www.rcm.atf

Raiffeisen Wohnbaubank Aktiengesellschaft
Mooslackengasse 12

1190 Vienna

Tel: +43-1-71 7070

www. raiffeisen-wohnbaubank.at

Valida Holding AG
Mooslackengasse 12
1190 Vienna

Tel: +43-1-31 6480

www.valida.at

Czech Republic

Raiffeisen stavebni spofitelna a.s.
Konévova 2747 /99
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Tel: +420-800 112 211

WWW.rsfs.cz
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Ernst & Young d.o.o. Beograd Tel: +381 11 20 95 800
Antifasisticke borbe 13A Fax: +381 11 20 95 891
11070 Beograd, Srbija ey.com/rs

EY

Building a better
working world

INDEPENDENT AUDITORS’ REPORT
TO THE OWNERS OF RAIFFEISEN BANKA A.D. BEOGRAD

Opinion

We have audited the accompanying financial statements of Raiffeisen banka a.d. Beograd (hereinafter: the
Bank), which comprise the balance sheet as at 31 December 2019, and the income sfatement, statement of
other comprehensive income, statement of changes in equity and cash flow statement for the year then ended,
and a summary of significant accounting policies and other explanatory nofes.

In our opinion, the financial statements give a true and fair view of the financial position of the Bank as of 31
December 2019, and of ifs financial performance and its cash flows for the year then ended in accordance
with the International financial reporting standards.

Basis for Opinion

We conducted our audit in accordance with Auditing Standards applicable in Republic of Serbia. Our
responsibilities under those standards are further descrﬁaed in the Auditor’s responsibilities for the audit of
the financial statements section of our report. We are independent of the Bank in accordance with the
International Code of Ethics for Professional Accountants (IESBA Code), and we have fuffilled our other ethical
responsibilities in accordance with these requirements and the IESBA Code.

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

Responsibilities of management for the financial statements

Management is responsible for the preparation and fair presentation of these financial sfafements in accordance
with the Infernational financial reporting standards, and for such internal control as management determines is
necessary fo enable the preparation of financial statements that are free from material misstatement, whether
due fo fraud or error.

In preparing the financial statements, management is responsible for assessing the Bank’s ability to continue
as a going concem, disclosing, as applicable, matters rer()ﬁed fo going concern and using the going concemn
basis of accounting unless management either infends to liquidate the Bank or to cease operations, or has no
realistic alternative but fo do so.

Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and fo issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance but is not a guarantee that an audit conducted in
accordance with Auditing Standards applicable in Republic of Serbia will always defect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in
the aggregate, they could reasonably be expected fo influence the economic decisions of users taken on the
basis of these financial statements.
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Auditors’ responsibilities for the audit of the financial statements (continued)

As For’r of an audit in accordance with Auditing Standards applicable in Republic of Serbia, we exercise
professional judgment and maintain professional skepticism throughout the audit. We also:

+ Idenfify and assess the risks of material misstatement of the financial statements, whether due tfo fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate fo provide a basis for our opinion. The risk of not defecting a material
misstatement resulting from fraud is higher than for one resulting from error,

as frOL|Jd may involve coﬂusion, forgery, infentional omissions, misrepresentations, or the override of infernal

control.

«  Obtain an understanding of internal control relevant to the audit in order to design audit Erocedures that
are appropriafe in the circumstances, but not for the purpose of expressing an opinion on the effecfiveness
of the Bank’s infernal control.

«  Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by management.

+  Conclude on the appropriateness of management’s use of the going concem basis of accounting and,
based on the audit evidence obfained, Wheﬁwer a material uncertainty exisfs relafed to events or condifions
that may cast significant doubt on the Bank’s ability to continue as a going concem. If we conclude that
a material uncerfainty exists, we are required to draw affention in our auditor’s report to the related
disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion. Our
condlusions are based on the audit evidence obtained up fo the date of our auditor’s report. However,
future events or conditions may cause the Bank fo cease to continue as a going concern.

+  Evaluate the overall presentation, structure and confent of the financial statements, including the disclosures,
and whether the financial statements represent the underlying transactions and events in a manner that
achieves fair presentation.

We communicate with Audit Committee and Board of Direcfors regarding, omon? other matters, the planned
scope and ’riming of the audit and signiﬁconf audit findings, including any significant deficiencies in infernal
it.

control that we identify during our au

Belgrade, 16 April 2020

Danijela Mirkovi¢
Authorised Auditor
Emst & Young d.o.0. Beograd
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SEPARATE STATEMENT OF

PROFIT OR LOSS

Year Ended December 31

Note 2019 2018
Inferest income 6, 3(c) 10,290,066 Q971,784
Interest expense 6, 3(c) (183,775) (177,772)
Net interest income 10,106,291 9,794,012
Fee and commission income 7, 3(d 6,122,470 5,67/9974
Fee and commission expense 7, 3(d) (1,777935) (1,574,555)
Net fee and commission income 4,344,535 4,105,419
Net gain on change in fair value of financial

5, 3(e) 123,542 302,339
instruments
Net gain / (loss) on derecognition of financial assets

3(k) 147,187 20,694

measured at fair value
Net gains / (losses) on hedging 3() (42,402) 63,727
Net gains on foreign exchange differences

8, 3(b) 2,275,486 1,694,311
and effects of foreign currency clause
Net impairment gain/(loss) on financial assets 9, 3(k) (324,231) (346,023)
Net gain / (loss) on derecognition of financial
' ' 10 (306,892) 760,742
insfruments measured at amortized cost
Other operating income 10 175,043 100918
Operating income, net 16,498,559 16,496,139
Personnel expenses 11, 3(w) (3,307,829) (3,104,763)

20, 21, 3(q),
Depreciation and amortisation 30 (1,111,942) (635,538)
r

Other income 12.1 180,565 213,569
Other expenses o0 (5,266,459) (5,324,104)
Profit before income tax 6,992,894 7,645,303
Income tax expense 13, 3()) (879,011) (1,017,094)
Profit for the year 6,113,883 6,628,209

The accompanying nofes form an infegral part
of these separate financial statements

Belgrade, 16 April 2020

For and on behalf of the Management Raiffeisen banka a.d., Beograd
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Zoran Petrovi¢ (& 3 & o
Chairman of the Managing Board \ » ‘s;?

\ ¢,

\‘\\_\‘ C

N —

"“Petar Jovanovi¢
Deputy Chairman of the Managing Board



SEPARATE STATEMENT OF
OTHER COMPREHENSIVE
INCOME

Year Ended December 31

Note 2019 2018

Profit for the year 6,113,883 6,628,209
Other comprehensive income
Items that will not be reclassified subsequently to
profit or loss
Equity instruments at FVOCI — net change in fair

265,227 116,054
value
Items that are or may be reclassified subsequently
to profit or loss
Debt investment at FVOCI — net change in fair value 321,897 98,202
Cash flow hedging - valuation (49,704) (25,387)
Changes in deferred fax assefs arising from other

(40,829) (12,575)
comprehensive income
Other comprehensive income, net of tax 496,591 176,994
Total other comprehensive income for the period 6,610,474 6,805,203

The accompanying notes form an integral part
of these separate financial statements
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SEPARATE STATEMENT OF

FINANCIAL POSITION

As of December 31

Note 31.12.2019 31.12.2018

Assets

Cash and balances with central banks 14, 3()) 69905,262 71,884,119
Receivables arising from derivatives 15, 3(K) 21,442 16,141
Securities 16, 3(k), 3(p) 54,502,443 50,328,204
Lloans and receivables to banks and other financial

oo 17, 3(K), 3(0) 13,550,612 11,558,104
institutions

loans and receivables fo customers 18, 3(k), 3(0) 171,584,719 150,387,617
Receivables from derivatives held for hedging against

ke 3(k), 3(n) 152,072 77362
Investments in subsidiaries 19 1,293,551 1,028,323
Infangible assets 21, 3(q) 731,144 647,494
Property, plant and equipment 20, 3(i), 3(r) 6,172,623 4,790,135
Current tax assets 3()) 11,682 -
Deferred tax assets 22, 3(j) 266,268 306,786
Other assets 23 711,319 Q00,049
Total assets 318,903,137 291,924,334
Liabilities and equity

liabilities arising from derivatives 3(k) 18,516 6,959
Deposits and other liabilities from banks, other finan-

o 24, 3(1) 4,287,532 3,038,158
cial institutions and central bank

Deposits and other liabilities from other customers 25, 3(1) 251,813,778 227,889 691
Liabilities arising from derivatives held for hedging

L 3(k), 3(n)

against risks 234,945 71,709
Provisions 26, 3(u) 1,744,789 1,522,399
Current tax liabilities 3()) - 66,208
Other liabilities 27 2912,384 1,420,282
Total liabilities 261,011,944 234.015.406
Share capital 28, 3(x) 27,466,158 27466.158
Profit for the year 28, 3(x) 6,213,212 6,727,538
e 28, 3(x) 24,211,823 23,715,232
Total equity 28, 3(x) 57,891,193 57908,928
Total 318,903,137 291,924,334

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



SEPARAL
CHA

E STATEMENT OF
NGES IN EQUITY

Year Ended December 31
Share Profit Revaluation
Profit Total
capital reserves reserves

Balance as at 1 January 2018 27,466,158 23,353,465 (2,905) 6,626,785 57,443,503
Adjustment on initial application of IFRS 9, net of tax - 187678 99329 287,007
Restated balance at 1 January 2018 27,466,158 23,353,465 184,773 6,726,114 57,730,510
Profit for the year 6,628,209 6,628,209
Total comprehensive income
Equity instruments at FVOCI — net change in fair value 116,054 116,054
Debt investment af FVOCI — net change in fair value 98,902 98,902
Cash flow hedging - valuation (25,387) (25,387)
Related tax (12,575) (12,575)
Transactions with owners of the Bank
Dividends paid - - - (6,626,785) (6,626,785)
Balance as at 31 December 2018 27,466,158 23,353,465 361,767 6,727,538 57,908,928
Balance as at 1 January 2019 27,466,158 23,353,465 361,767 6,727,538 57,908,928
Profit for the year 6,113,883 6,113,883
Total comprehensive income - - 496,591 - 496,591
Transactions with owners of the Bank
Dividends paid - ; T (6628209)  (6,628,209)
Balance as at 31 December 2019 27,466,158 23,353,465 858,358 6,213,212 57,891,193

The accompanying notes form an integral part

of these separate financial statements



62

SEPARATE STATEMENT OF

CASH FLOWS

Year Ended December 31

2019 2018
CASH FLOWS FROM OPERATING ACTIVITIES
Cash inflow from operating activities 17994,096 17,093,206
Inflow from interest 10,297,458 9094981
Inflow from fees and commissions 6,091,371 5,678,784
Inflow from other operating activities 1,605,267 1,420,141
Cash outflow in operating activities (10,628,767) (10,507,226)
Outflow from interest (184,538) (176,253)
Outflow from fees and commission (1,778,755) (1,575,282)
Outflow from gross salaries, benefits and other personal expenses (3,239,732) (3,127,034)
Outflow from taxes, contributions and other duties charged to income,
, , (950,118) (948,081)
excluding corporate income tax
Outflow from other operating expenses (4,475,614) (4,680,576)
Net cash inflow from operating activities before
) P ) 7,365,329 6,586,680
increase or decrease in financial placements and deposits
Cash inflow from placements, deposits taken
g 27,036,158 27,577,188
and other liabilities
Net inflow from receivables based on derivatives designed to profect
against risks and changes in the fair value of items that are subject fo
risk profection
Net inflow from deposits and other liabilities fo banks, other financial
26,860,888 27,570,848
institutions, central bank and customers
Net infrom from other financial liabilities 11,557 6,340
Net inflow from financial derivatives held for hedging against risks and T
change in fair value of hedged items '
Cash outflow from placements, deposits taken
o (37,052,480) (23,321,004)
and other liabilities
Net outflow from loans and receivables to banks, other financial
e , (27.770,278) (12,451,660)
institutions, central banks and clients
Net outflow from securities and other financial investment not intended to
| (9,207,519) (10,818,407)
be invested
Net outflow from receivables from derivatives held for hedging against
) - ; (74,693) (1,062)
risks and change in fair value of hedged ifems
Net outflow from liabilities arising from derivatives held for hedging
L o ‘ (49,875)
against risks and change in fair value of hedged items
Net cash inflow from operating activities before profit tax (2,650,993) 10,842,864
Profit tax paid (957,212) (1,192,780)
Dividends paid (6,296,798) (6,295,446)
Net cash inflow from operating activities (9905,003) 3,354,638




SEPARATE STATEMENT

OF CASH FLO\/\/S continued

Year Ended December 31

2019 2018
CASH FLOWS FROM INVESTING ACTIVITIES
Cash inflow from investing activities 16,264,567 10,413,312
Inflow from investments in investment securities 16,254,981 10,398,967
Inflow from sale of intangible assefs, property, plant and equipment 9,586 14,345
Cash outflow from investing activities (11,966,930) (6,362,529)
Outflow from investments in investment securities (10,574,570) (5,584,040)
Outflow for purchase of infangible assets, property,
‘ (1,392,360) (778,489)
plant and equipment
Net cash inflow from investing activities 4,297,637 4,050,783
CASH FLOWS FROM FINANCING ACTIVITIES
Cash outflow from financing activities (1,586,705) (1,238,794)
Cash outflows from borrowings (1,586,705) (1,238,794)
Net cash outflow from financing activities (1,586,705) (1,238,794)
TOTAL CASH INFLOW 61,294,821 55,084,406
TOTAL CASH OUTFLOW (68,488,892) (48917,779)
NET INCREASE IN CASH (7,194,071) 6,166,627
CASH AND CASH EQUIVALENTS
51,206,527 44,882,429
AT THE BEGINNING OF THE YEAR (Note 14.2)
POSITIVE / (NEGATIVE) EXCHANGE RATE DIFFERENCES 245,863 157,471
CASH AND CASH EQUIVALENTS
44,258,319 51,206,527

AT THE END OF THE PERIOD (Note 14.2)

The accompanying nofes form an infegral part

of these separate financial statements
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1. THE BANK'S ESTABLUSHMENT AND ACTIVITY

Raiffeisenbank Jugoslavija a.d. Beograd (hereinafter: “the Bank”) was esfablished in 2001 and was registered with the
Commercial Court in Belgrade on 10 April 2001 (decision no. VFi-3724,/01). In 2003, Raiffeisenbank Jugoslavija
a.d. Beograd has changed its name to Raiffeisenbank a.d. Beograd. This change was registered in Commercial Court
in Belgrade od 24 April 2003, under number XI Fi 4800,/03. On 9 Ocfober 2006, the Bank changed its name from
Raiffeisenbank a.d. fo Raiffeisen banka a.d, in accordance with the Decision of Serbian Business Register Agency no.

BD 159711/2006.

In accordance with the Law on Banks, the Act on Incorporation and the Statute, the Bank is regisfered 1o perform the
following activifies:

deposit and credit operations;

foreign exchange and currency exchange operations;

payment fransactions;

issuing payment cards;

Securities fransactions (issuing securities and custody bank operations, efc.);
broker dealer business;

issuance of guarantees, bills of exchange and other forms of guarantees;
purchase, sale and collection of receivables (factoring, forfeiting, etc.);

insurance brokerage;

mediation acfivities for related parties founded by the Bank and rendering services 1o related parties founded by the
Bank, in areas for which those entities do not have their own organizational units.

By the decision of the National Bank of Yugoslavia no. 86,/2001 from 11 April 2001, the Bank was granted a license
fo conduct payment transactions and credit operations with foreign countries (“the great authority”).

The Bank’s managing bodies are: Shareholders’Assembly, Board of Directors and Managing Board. Members of the
Board of Directors are appoinfed by the Shareholders” Assembly. At least one-third of the members of the Board of
Directors are persons independent from the Bank, that is, persons who do not have direct or indirect ownership in the
Bank, nor in the members of the banking group which is the ultimate owner of the Bank. legal representative of the
Bank is the Chairman of the Management. The Bank also formed the following committees: the Board for monitoring the
Bank’s operations (Audit Committee), the Credit Committee and the Assets and liabilities Management Committee.

The Bank performs its operations with headquarters in New Belgrade, af Djordje Stanojevic Street no. 16 and through
its regional centers - Regional Cenfer Belgrade 1 (8 branches and 5 outlefs), Regional Center Belgrade 2 (with one
local branch, 7 branches and 5 outlets), Regional Center Belgrade 3 (9 branches and 5 outlets), Regional Center
Belgrade 4 (with one regional branch, one local branch, é branches and 5 outlets), Regional Center North (with

two local branches, 7 branches and 3 outlets), Regional Center West (with one regional branch, 4 local branches, 4
branches, 2 outlets) and Regional Center South (with one regional branch, one local branch, 3 branches, 5 outlets).

As at 31 December 2019 the Bank has 1,595 employees (31 December 2018: 1,568).

Tax identification number of the Bank is 100000299.

2. BASIS OF PREPARATION

(@) Statements of compliance

These separate financial statements (hereinaffer: separate financial statements or financial statements) have been prepared
in accordance with Infernational Financial Reporting Standards (IFRS) and the regulations of the National Bank of Serbia
goveming the financial reporting of banks.

These financial statements are separate (unconsolidated) statements of the Bank as. The Bank has prepared consolidated
financial statements in accordance with IFRS at the same issuing date as separate financial statements.

The accompanying financial statfements are presented in the form prescribed by the Decision on the Forms and Contents
of ltems in Financial Statement Forms for Banks (Official Gazette of the Republic of Serbia No. 101,/2017, 38/2018
and 103/2018).
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2. BASIS OF PREPARATION (continued)

(b)  Basis of measurement

The financial statements have been prepared on the historical cost basis except for the following position which are valued
af fair value:

»  derivative financial instruments,

* financial instruments at fair value through profit or loss,
* financial insfruments through other comprehensive result,
* liabilities from trading acfivities.

(c) Functional and presentation currency

The financial sfafements are presented in thousands of Serbian Dinars (“RSD”) which is the Bank’s funcfional and presen-
tation currency. All financial information is presented in Serbian Dinars rounded fo the nearest thousand, unless stated
otherwise.

(d)  Use of estimates and judgments

The preparation of financial statements in conformity with IFRSs requires management to make judgments, esfimates and
assumptions that affect the application of policies and reported amounts of assefs and liabilities, income and expenses.
The estimates and associated assumptions are based on historical experience and various other factors that are believed to
be reasonable under the circumstances, the results of which form the basis of making the judgments about carrying values
of assefs and liabilities that are not readily apparent from other sources. Actual results may differ from these esfimates.

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

Information about significant areas of estimation uncertainty and critical estimates in applying accounting policies that have
the most significant effect on the amount recognized in the financial statements are described in Note 3.71.

(e)  Change in accounting policies

Except for the changes below, the Bank has consistently applied the accounting policies as set out below fo all periods
presented in these financial stafements.

The Bank has inifially adopted IFRS 16 leases starfomg from 1 January 2019. The nature and effect of the changes as a
result of adoption of this new accounting standard are described below.

Several other amendments and inferpretations apply for the first time in 2019, but do not have an impact on the Bank’s
financial statements.

The new and amended standards and inferprefations are effective for annual periods beginning on or after 1 January
2019, unless otherwise stated. The Bank has not early adopted any standards, interpretations or amendments that have
been issued but are not yet effective
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2 BASIS OF PREPARATION (confinued)

(e)  Change in accounting policies (continued)

e |FRS 16 Leases

IFRS 16 replaces existing leases guidance, including IAS 17 “leases”, IFRIC 4 “Determining whether an Arrangement
contains a lease’, SIC-15 “Operating leases — Incentives” and SIC27 “Evaluating the Substance of Transactions Involving
the legal Form of a lease”. IFRS 16 sefs out the principles for the recognition, measurement, presentation and disclosure
of leases for both parties fo a contract, i.e. the customer (‘lessee’) and the supplier (‘lessor’). The new standard requires
lessees to recognize most leases on their financial sfatements. lessees will have a single accounting model for all leases,
with cerfain exemptions. lessor accounting is substantially unchanged.

lessor accounting under IFRS 16 is subsfantially unchanged from IAS 17. lessors will continue fo classify leases as either
operating or finance leases using similar principles as in IAS 17. Therefore, IFRS 16 did not have an impact for leases.
The Bank does not appear as a lessor.

The Bank adopted IFRS 16 using the modified retrospective method of adoption with the date of initial application of 1
January 2019. Under this method, the standard is applied refrospectively with the cumulative effect of initially applying
the standard recognised at the date of initial application. The Bank elected to use the transition practical expedient fo
not reassess whether a contract is or contains a lease at 1 January 2019. Instead, the Bank applied the standard only o
contracts that were previously identified as leases applying IAS 17 and IFRIC 4 at the date of initial application.

The Bank has lease contracts for branches and outlets, warehouse, cars and premises for ATMs. Before the adoption of
IFRS 16, the Bank classified each of its leases (as lessee) at the inception date as either a finance lease or an operating
lease. Refer to Note 3(i) for the accounting policy prior fo 1 January 2019.

Upon adoption of IFRS 16, the Bank applied a single recognition and measurement approach for all leases except for
short-term leases and leases of low-value assets. Refer to Note 3(i) for the accounting policy beginning 1 January 2019.
The sfandard provides specific transition requirements and practical expedients, which have been applied by the Bank.

(i) Leases previously classified as finance leases

Under IFRS 16.C11, for leases that were classified as finance leases applying IAS 17, the carrying amount of the right-of-
use asset and the lease liability af the date of initial application is the carrying amount of the lease asset and lease liability
immediately before that date measured applying IAS 17.

The Bank did not have leases previously classified as finance lease.

(i) Leases previously accounted for as operative leases

The Bank recognised right-of-use assets and lease liabilities for those leases previously classified as operating leases,
except for shortterm leases and leases of low-value assets. The right-of-use assets for most leases were recognised based

on the carrying amount as if the standard had always been applied, apart from the use of incremental borrowing rafe at
the date of initial application.
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2. BASIS OF PREPARATION (continued)

(e)  Change in accounting policies (continued)

In some leases, the right-of-use assefs were recognised based on the amount equal to the lease liabilities, adjusted for any
related prepaid and accrued lease payments previously recognised. Lease liabilities were recognised based on the present
volue of the remaining lease payments, discounted using the incremental borrowing rate at the date of initial application.

The Bank applied available practical expedient:

*  Used a single discount rate fo a portfolio of leases with reasonably similar characteristics;

*  Relied on ifs assessment of whether leases are onerous immediately before the date of initial application;

*  Applied the shortterm leases exemptions to leases with lease term that ends within 12 months of the date of initial
application;

*  Excluded the initial direct costs from the measurement of the right-of-use asset af the date of initial application;

*  Used hindsight in determining the lease term where the contract contained options to extend or terminate the lease

Based on the above, as at 1 January 2019:

*  Right-of-use assets of RSD 1,499,364 thousand were recognised and presented in the statement of financial position
within “Property, plant and equipment”;

*  Additional lease liabilities of RSD 1,499,364 thousand, included in “Other liabilities”, were recognised;

*  The adoption of IFRS 16 had no impact on the Bank's retained eamings and no material impact on ifs capital ad-
equacy ratio.

The lease liabiliies as at 1 January 2019 can be reconciled to the operating lease commitments as of 31 December

2018, as follows:

Operating lease commitments as at 31 December 2018 1,612,424
Weighted average incremental borrowing rate as ot 1 January 2019 2.24%
Discounted operating lease commitments as af 1 January 2019 1,402,534
Less:

Commitments relating to short-ferm leases (2,128)
Add:

lease payments relating to renewal periods not included in operating lease 08058
commitments as at 31 December 2018 !
Lease liabilities as at 1 January 2019 1,499,364

*  Amendment of IFRS 9 Prepayment features with negative compensation

The Amendment allows financial assefs with prepayment features that permit or require a party to a contract either to pay
or receive reasonable compensation for the early termination of the contract (so that, from the perspective of the holder of
the asset there may be ‘negative compensation’), to be measured ot amortized cost or at fair value through other compre-
hensive income. These amendments had no impact on the Bank's financial statements.



68

2. BASIS OF PREPARATION (continued)

(e)  Change in accounting policies (continued)
*  Amendments of IAS 28 Long-term Interests in Associates and Joint Ventures

The Amendments relate to whether the measurement, in parficular impairment requirements, of long ferm interesfs in as-
sociates and joint ventures that, in substance, form part of the ‘net investment’ in the associate or joint venture should be
governed by IFRS 9, IAS 28 or a combination of both. The Amendments clarify that an enfity applies IFRS 9 Financial
Instruments, before it applies IAS 28, to such long-term interests for which the equity method is not applied. In applying
IFRS 9, the entity does not take account of any adjustments fo the carrying amount of long- term inferests that arise from
applying IAS 28. These amendments had no significant impact on Bank’s financial stafements.

e IFRIC 23 Inferpretation Uncertainty over Income Tax Treatments

he Inferpretation addresses the accounting for income taxes when tax freatments involve uncertainty that affects the ap-
plication of IAS 12. The Inferprefation provides guidance on considering uncertain tax treatments separately or together,
examination by tax authorities, the appropriate method to reflect uncerfainty and accounting for changes in facts and
circumstances. This interpretation did not have significant impct on Bank’s financial statements.

¢ Amendments IAS 19 Plan Amendment, Curtailment or Settlement:

The Amendments require entities o use updated actuarial assumptions to determine current service cost and net interest for
the remainder of the annual reporting period after a plan amendment, curtailment or sefflement has occurred. The Amend-
ments also clarify how the accounting for a plan amendment, curtailment or sefflement affects applying the asset ceiling
requirements. These amendments had no significant impct on Bank's financial statements.

The IASB has issued the Annual Improvements fo IFRSs 2015 — 2017 Cydle, which is a collection of amendments fo IFRSs.
The amendments are effective for annual periods beginning on or after 1 January 2019 with earlier application permitted.
It is not expected that these amendments will have significant effect on Bank's financial statements:

e IFRS 3 “Business Combinations” and IFRS 11 “Joint Arrangements”: The amendments fo IFRS 3 clarify that when an
entity obfains confrol of a business that is a joint operation, it remeasures previously held inferests in that business.
The amendments fo IFRS 11 clarify that when an enfity obtains joint control of a business that is a joint operation, the
entity does not remeasure previously held interess in that business.

e 1AS 12 “Income Taxes": The amendments clarify that the income tax consequences of payments on financial instru-
ments classified as equity should be recognized according to where the past transactions or events that generated
distributable profits has been recognized.

* |AS 23 “Borowing Costs”: The amendments clarify paragraph 14 of the standard that, when a qualifying asset is
ready for its intended use or sale, and some of the specific borrowing related to that qualifying asset remains outstand-
ing at that point, that borrowing is to be included in the funds that an entity borrows generally.



69

2. BASIS OF PREPARATION (continued)

(N Standards and Inferpretations in Issue not yet effective

At the date of these financial statements the following sfandards, revisions and inferpretations were in issue but not yet
effective:

e Amendment in IFRS 10 “Consolidated 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”

The amendments address an acknowledged inconsistency between the requirements in IFRS 10 and those in IAS 28, in
dealing with the sale or confribution of assets between an invesfor and its associate or joint venture. The main conse-
quence of the amendments is that a full gain or loss is recognized when a fransaction involves a business (whether it is
housed in a subsidiary or not). A partial gain or loss is recognized when a fransaction involves assets that do not constitute
a business, even if these assefs are housed in a subsidiary. In December 2015 the IASB postponed the effective date
of this amendment indefinitely pending the outcome of ifs research project on the equity method of accounting. It is not
expected that these amendments will have significant effect on Bank’s financial statements.

»  Conceptual Framework in IFRS standards

The IASB issued the revised Conceptual Framework for Financial Reporting on 29 March 2018. The Conceptual Frame-
work sets out a comprehensive set of concepts for financial reporting, sfandard sefting, guidance for preparers in devel-
oping consistent accounting policies and assistance fo others in their efforts fo understand and inferpret the stondards.
IASB also issued a separate accompanying document, Amendments fo References to the Conceptual Framework in IFRS
Standards, which sets out the amendments fo affected standards in order to update references to the revised Conceptual
Framework. Its objective is to support transition to the revised Conceptual Framework for companies that develop account-
ing policies using the Conceptual Framework when no IFRS Standard applies fo a particular transaction. For preparers
who develop accounting policies based on the Conceptual Framework, it is effective for annual periods beginning on or

after 1 January 2020.
e Amendments IFRS 3 “Business Combinations”

The IASB issued amendments in Definition of a Business (Amendments to IFRS 3) aimed af resolving the difficulties that
arise when an enfity defermines whether it has acquired a business or a group of assets. The Amendments are effective for
business combinations for which the acquisition date is in the first annual reporting period beginning on or after 1 January
2020 and to asset acquisitions that occur on or after the beginning of that period, with earlier application permitted. It is
not expected that these amendments will have significant effect on Bank’s financial statements.

*  Amendments of IAS 1 “Presentation of Financial Statements” and IAS 8 “Accounting Policies, Changes in
Accounting Estimates and Errors”: Definition of ‘material’

The Amendments are effective for annual periods beginning on or affer 1 January 2020 with earlier application permitted.
The Amendments clarify the definition of material and how it should be applied. The new definition states that, ‘Information
is material if omitting, missfating or obscuring it could reasonably be expected fo influence decisions that the primary users
of general purpose financial statements make on the basis of those financial statements, which provide financial information
about a specific reportfing enfity’. In addition, the explanations accompanying the definition have been improved.
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2. BASIS OF PREPARATION (continued)

(f) Standards and Inferpretations in Issue not yet effective (continued)

The Amendments also ensure that the definition of material is consistent across all IFRS Standards. It is not expected that
these amendments will have significant effect on Bank’s financial statements.

e Interest Rate Benchmark Reform - IFRS 9, IAS 39 and IFRS 7 (Amendments)

The amendments are effective for annual periods beginning on or after 1 January 2020 and must be applied refrospectively.
Earlier application is permitted. In September 2019, the IASB issued amendments fo IFRS 9, IAS 39 and IFRS 7, which
concludes phase one of its work fo respond fo the effects of Interbank Offered Rates (IBOR) reform on financial reporting.
Phase two will focus on issues that could affect financial reporting when an existing inferest rate benchmark is replaced
with a riskfree interest rate (an RFR). The amendments published, deal with issues affecting financial reporting in the period
before the replacement of an exisfing inferest rate benchmark with an alternative inferest rate and address the implications
for specific hedge accounting requirements in IFRS 9 Financial Instruments and IAS 39 Financial Instruments: Recognition
and Measurement, which require forward-looking analysis. The amendments provided temporary reliefs, applicable fo all
hedging relationships that are directly aoffected by the interest rate benchmark reform, which enable hedge accounting o
continue during the period of uncertainty before the replacement of an existing interest rafe benchmark with an alternative
nearly riskfree inferest rate. There are also amendments to IFRS 7 Financial Instruments: Disclosures regarding additional
disclosures around uncerfainty arising from the inferest rate benchmark reform. It is not expected that these amendments
will have significant effect on Bank's financial stafements.

e |IAS 1 Presentation of Financial Statements: Classification of Liabilities as Current or Non-current (Amend-
ments)

The amendments are effective for annual reporting periods beginning on or after January 1, 2022 with earlier application
permitted. The amendments aim fo promote consistency in applying the requirements by helping companies defermine
whether, in the sfatement of financial position, debt and other liabilities with an uncertain seflement date should be
classified as current or non-current. The amendments affect the presentation of liabilities in the statement of financial position
and do not change existing requirements around measurement or timing of recognition of any asset, liability, income
or expenses, nor the information that entities disclose about those items. Also, the amendments clarify the classification
requirements for debt which may be seftled by the company issuing own equity instruments. It is not expected that these
amendments will have significant effect on Bank’s financial statements.

(g9  Going concern

The financial statements are prepared in accordance with the going concem concept, which assumes that the Bank will
continue in operation for the foreseeable future.

(h)  Reconciliation of receivables and liabilities

In accordance with effective legislation, the Bank reconciled ifs receivables and liabilities with its customers and borrowers
as at 31 October 2019. Not confirmed receivables amount RSD 151,667 thousand, while not confirmed liabilities
amounts RSD 17,188 thousand.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

The accounting policies set out below have been applied consistently fo all periods presented in these financial statements,
and have been applied consistently by the Bank. The only exceptions relates to adoption of IFRS 16, which is disclosed
for accounting policies which were affected by IFRS 16 adoption.

(@)  Separate financial statements and consolidation

The Bank has control over following entfities, which are not consolidated in these financial statements:

Company Equity investment
Drugtvo za upravljanje dobrovoljnim penzijskim fondom Raiffeisen Future a.d., Beograd 100%
Drugivo za upravljanje investicionim fondovima Raiffeisen Invest a.d., Beograd 100%

Raiffeisen leasing d.o.0., Beograd 100%

The Bank prepared consolidated financial sfatements in accordance with IFRS at the same issuing dafe as separafe
financial statements. Consolidated financial statements of the Bank represents sub-consolidated financial statements since
the Parent company of the Bank prepares ultimate consolidated financial statements (Note 2. a).

In accordance with the Law on Accounting, arficle 30, the Bank decided to merge an individual annual business report
and consolidated business report info a single report. In accordance with the above, the Bank, as a parent, decided fo
present the annual individual business report and consolidated annual business report as one report, which will contain
information of importance for the economic entity within the consolidated financial statements.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(b)  Foreign currency

Transactions in foreign currencies are franslated into Dinars at the middle exchange rate of the National bank of Serbia
("NBS”) prevailing at the dafe of the transaction. Monetary assets and liabilities denominated in foreign currencies
which are stated af cosf, are translated af the middle exchange rate of NBS ruling at the reporting date. Foreign
exchange differences arising on translation are recognized in the statement of comprehensive income. Non-monetfary
assefs denominated in foreign currency are translated at the middle exchange rate of NBS ruling at the date of transaction.

Foreign currency difference arising on payment fransaction during the year, as well as foreign currency differences arising
on franslation on the balance sheet date are recognized in Statement of profit or loss os Net gains/(losses) on foreign
exchange differences and effect of foreign currency clause.

Contingent liabilities af balance sheet date are translated info Dinars af the middle exchange rafe of NBS prevailing af
the balance sheet date.

Receivables and liabiliies with foreign currency clause are translated into Dinars at the middle exchange rate of NBS
prevailing af the balance sheet date. Foreign currency difference arising on such transactions are recognized in Statement
of profit or loss as Net gains/(losses) on foreign exchange differences and effect of foreign currency clause.

Official exchange rates for major currencies used in the translation of the statement of financial position items denominated
in foreign currencies were as follows:

Currency 31.12.2019 31.12.2018
CHF 108.4004 104.9779
Usb 104.9186 103.3893

EUR 117.5928 118.1946




73

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(c)  Interest income and expense
(i) Effective Interest rate

Inferest income and expense are recognised in profit or loss using the effective inferest method. The ‘effective inferest
rafe’ is the rate that exactly discounts estimated future cash payments or receipts through the expected life of the financial
instrument to:

* the gross carrying amount of the financial assef; or
* the amortised cost of the financial liability.

When calculating the effective inferest rate for financial instruments other than purchased or originated credit-impaired
assets, the Bank estimates future cash flows considering all contractual terms of the financial instrument, but not ECL.
For purchased or originated credit-impaired financial assets, a credit-adjusted effective interest rate is calculated using
estimated future cash flows including ECL.

The calculation of the effective inferest rate includes transaction costs and fees and points paid or received that are an
integral part of the effective interest rafe. Transaction costs include incremental costs that are directly atiributable to the
acquisition or issue of a financial asset or financial liability.

Fees that are an integral part of the effective inferest rate of a financial instrument include:

*  Any origination fees received by the Benk relating fo the creation or acquisition of a financial asset. Such fees may
include compensation for acfiviies such as evaluating the borrower’s financial condition, evaluating and recording
guarantees, collateral and other security arrangements, negotiating the terms of the instrument, preparing and pro-
cessing documents and closing the transaction. These fees are an integral part of generating an involvement with the
resulting financial instrument;

*  Any commitment fees received by the enfity o originate a loan when the loan commitment is not measured ot FVTPL
and it is probable that the Bank will enter info a specific lending arrangement. These fees are regarded as compensa-
tion for an ongoing involvement with the acquisition of a financial instrument. If the commitment expires without the
entity making the loan, the fee is recognised as revenue on expiry;

*  Any origination fees paid on issuing financial liabilities measured at amortised cost. These fees are an infegral part
of generating an involvement with a financial liability. The Bank distinguishes fees and coss that are an infegral part
of the effective interest rate for the financial liability from origination fees and transaction costs relating fo the right to
provide services, such as investment management services.

Fees that are part of the effective interest rate are recognized in the income statement at effective inferest rate model, except
for financial instrument with no predefined annuity plan, such as loan facilities, credit cards and overdrafts, where linear
model of recognition is used.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(c)  Interest income and expense

Fees that are not an integral part of the effective inferest rate of a financial instrument and are accounted for in accordance

with IFRS 15 include:

*  Fees charged for servicing a loan;

»  Commitment fees to originate a loan when the loan commitment is not measured at FVTPL and it is unlikely that a
specific lending arrangement will be enfered into; and

*  loan syndication fees received by an entity that arranges a loan and refains no part of the loan package for itself (or
retains a part at the same effective interest rafe for comparable risk as other participants).

(i) Amortized costs and gross carrying amount

The ‘amortised cost’ of a financial asset or financial liability is the amount at which the financial asset or financial liability is
measured on initial recognition minus the principal repayments, plus or minus the cumulative amortisation using the effective
interest method of any difference between that initial amount and the maturity amount and, for financial assets, adjusted
for any expected credit loss allowance (or impairment allowance before 1 January 2018).

The ‘gross carrying amount of a financial asset” is the amortised cost of a financial asset before adjusting for any expected
credit loss allowance.

(iii) Calculation of interest income and expenses

The effective interest rafe of a financial asset or financial liability is calculated on initial recognition of a financial asset or
a financial liability. In calculating inferest income and expense, the effective interest rafe is applied to the gross carrying
amount of the asset (when the asset is not credit-impaired) or fo the amortised cost of the liability. The effective inferest rate
is revised for fair value hedge adjustments at the dafe amortisation of the hedge adjustment begins.

However, for financial assets that have become credit-impaired subsequent to initial recognition, inferest income is
caleulated by applying the effective interest rate to the amortised cost of the financial asset. If the asset is no longer credit-
impaired, then the calculation of interest income reverts to the gross basis.

For financial assefs that were creditimpaired on initial recognition, inferest income is calculated by applying the credit-
adjusted effective inferest rate to the amortised cost of the asset. The calculation of interest income does not revert fo a gross

basis, even if the credit risk of the asset improves

For information on when financial assets are credit-impaired, see Note 3 (k) (viii).
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(c)  Interest income and expense
(iv) Presentation
Inferest income calculated using the effective interest method presented in the statement of profit or loss and OCl includes:

e |Interest on financial assets and financial liabilities measured at amortised cost;

e |Inferest on debt instruments measured at FVOC!;

* The effective porfion of fair value changes in qualifying hedging derivatives designated in cash flow hedges of
variability in inferest cash flows, in the same period as the hedged cash flows affect interest income/expense; and

*  The effective portion of fair value changes in qualifying hedging derivatives designated in fair value hedges of inferest
rate risk.

Inferest expense, calculated by using effective interest rate, presented in the statement of profit or loss and OCl includes:

e Financial liabilities measured at amortised cost; and
*  The effecfive portion of fair value changes in qualifying hedging derivatives designated in cash flow hedges of vari-
ability in interest cash flows, in the same period as the hedged cash flows affect interest income/expense.

Interest income and expense on all frading assets and liabilities are considered fo be incidental to the Bank’s trading
operations and are presented fogether with all other changes in the fair value of trading assets and liabilities in net trading
income.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(d)  Fee and commission income and expense

Fees and commission income and expenses that are infegral fo the effective interest rate on a financial asset or liability are
included in the measurement of the effective inferest rate.

Ofther fees and commission income are recognised as the related services are performed. Fee and commission income
include transfer payments in foreign currency, domestic payments transactions, loan administration, guarantee, letter of

credit business and other banking services.

Other fees and commission expenses relate mainly 1o tfransaction and service fees, which are expensed as the services
are received.

(e)  Net gains/(losses) on financial assets held for trading

Net gains/(losses) on financial assets held for frading comprise gains fewer losses related to trading assefs and liabilities
and includes all realised and unrealised fair value changes.

(f) Net gains/(losses) on hedging

Net gains/(losses) on hedging comprise gains fewer losses related to change in fair value of derivatives held for hedging
against risks.

(9)  Net gains/(losses) on financial assets designated at fair value through
profit or loss

Net gains/(losses) on financial assets designated at fair value through profit or loss comprise gains minus losses related fo
financial assets designated at fair value through profit or loss, and includes all realised and unrealised fair value changes.

(h)  Dividend income

Dividend income s recognised when the right fo receive income is established. Dividends are presented in Other operat-
ing income.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(i) leases
Policy applicable after 1 January 2019

The Bank assesses at contfract inception whether a confract is, or contains, a lease. That is, if the contract conveys the right
to confrol the use of an identified asset for a period of time in exchange for consideration.

(i) Bank as a lessee

The Bank opplies a single recognition and measurement approach for all leases, except for short-term leases and leases
of low-value assets. The Bank recognises lease liabilities fo make lease payments and right-of-use assets representing the
right fo use the underlying assets.

Right-of-use assets

The Bank recognises right-of-use assefs af the commencement date of the lease (i.e., the date the underlying asset is
available for use). Right-of-use assets are measured at cosf, which includes the amount of lease liabilities recognised, initial
direct costs incurred, and lease payments made af or before the commencement date, estimated costs of dismantling and
removing the underlying asset or restoring the site, less any lease incentives received.

For subsequent measurement of right-of-use, the Bank uses the cost model. Right-of-use assets are subsequently measured
at cost, less any accumulated depreciation and impairment losses, and adjusted for any remeasurement of lease liabilities.

Right-of-use assets are depreciated on a sfraightline basis over the lease term.
The right-of-use assets are presented within Nofe 20 at the balance sheet position Property, plant and equipment.

Right-of-use assefs are subject to impairment in line with the Bank’s policy as described in Note 3(s) Impairment of non-
financial assefs.

Lease liabilities

At the commencement dafe of the lease, the Bank recognises lease liabilities measured at the present value of lease
payments fo be made over the lease term. The lease payments include fixed payments (less any lease incentives receivable),
variable lease payments that depend on an index or a rafe, and amounts expected fo be paid under residual value
guarantees. The lease payments also include the exercise price of a purchase option reasonably certain fo be exercised
by the Bank and payments of penalties for terminating the lease, if the lease term reflects exercising the option to terminate.
Variable lease payments that do not depend on an index or a rafe are recognised as expenses in the period in which the
event or condition that triggers the payment occurs.

After initial recognition, lease liabiliteise are measured at amortized costs, using effective inferest rafe method.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(i) leases (continued)
(i) Bank as a lessor

leases in which the Bank does not transfer substantially all the risks and rewards incidental to ownership of an assef are
classified as operating leases. Renfal income arising is accounted for on a straightline basis over the lease terms and is
included in revenue in the statement of profit or loss due to ifs operating nature.

Policy applicable before 1 January 2019

A lease is classified as a finance lease if it fransfers substantially all the risks and rewards incidental fo ownership. A lease
is classified as an operating lease if it does not fransfer substantially all the risks and rewards incidental fo ownership. The
Bank is involved into lease arrangements as the lessee.

(i) Lease liabilities

Payments made under operating leases are recognised in profit or loss on a straight-line basis over the term of the lease.
lease incentives received are recognised as an integral part of the fotal lease expense, over the term of the lease.

Minimum lease payments made under finance leases are apportioned between the finance expense and the reduction of
the outstanding liability. The finance expense is allocated o each period during the lease term so as to produce a constant
periodic rate of interest on the remaining balance of the liability.

Contingent lease payments are accounted for by revising the minimum lease payments over the remaining ferm of the lease
when the lease adjustment is confirmed.

(ii) Leased assets

Assefs leased under lease agreement, where the term of the lease fransfers substantially all the risks and rewards incidental
fo ownership on the Bank, are recognized in the Statement of financial position. Assefs held under finance lease are
recognized as asset of the Bank at their fair value or, if lower, af the present value of the minimum lease payments, each
determined at the inception of the lease. Subsequent measurement of asset held under finance lease is performed in
accordance with accounting policy that is applied for related asset.

The leases relating 1o the branch and outlet premises are entered info by the Bank primarily as operating leases. The fotal
payments made under operating leases are charged fo the statfement of comprehensive income on a straightline basis
over the period of the lease, while such leased assefs are not recognized in the Statement of financial position of the Bank.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(i) Tax

(i) Current income tax

Tax on profit represents an amount calculated and payable under the Serbian Corporate Income Tax Llaw. The income tax
rate for 2019 is 15% (2018: 15%), In accordance with effective regulation, tax payer is obliged fo calculate income fax
for reporting period and fo file tax refurn.

Taxable profit includes the profit shown in the statutory Statement of income and adjustments for permanent differences,
as defined by the Serbian Tax law. Such adjustments comprise mainly adding back certain disallowed expenses and
deducting cerfain capital expenditure and investments incurred during the year.

(i) Deferred income tax

Deferred income tax is provided using the balance sheet liability method, for temporary differences arising between the
tax bases of assets and liabilities and their carrying values for financial reporting purposes.

Deferred tax liabilities are recognized for all taxable temporary differences.

Deferred tax assefs are recognized for all deductible temporary differences and the fax effects of income tax losses
available for carry forward and tox credits, to the extent that it is probable that the future taxable profits will be available
against which the deductible temporary differences and tax losses carry forward can be utilized. Deferred tax assefs are
reviewed at each reporting date and are reduced fo the extent that it is no longer probable that the related tax benefit
will be realised.

Unrecognised deferred tax assets are reassessed at each reporting date and recognised to the extent that it has become
probable that future taxable profits will be available against which they can be used.

Deferred fax is measured at the fax rates that are expected to be applied fo femporary differences when they reverse, using
fox rates enacted or substantively enacted af the reporting date. At as 31 December 2018, deferred tax is measured at
tax rate of 15% (31 December 2017: 15%). Deferred fax is recognized in Statement of profit or loss, except for deferred
tax related fo position recognised in equity, when deferred tax is also recognized in equity.

(iii) Other taxes and contributions

According fo the relevant legislation in the Republic of Serbia, the Bank pays various taxes and contributions, such as
service fax, tax on investments in equity and contributions on salaries and wages. These are included under other expenses.



80

3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(k) Financial instfruments
(i) Recognition

Seftlement date accounting has been adopted to record fransactions except FX transactions which are accounted af trade
date.

A financial asset or financial liability is measured initially af fair value plus, for an item not at fair value through profit or
loss, transaction costs that are directly affributable fo its acquisition or issue. Financial assets at fair value through profit or
loss are initially recognized af fair value, while transaction cosfs are recognize as expense in Statement of profit or loss.

(i) Classification

IFRS @ confains new classification and measurement approach for financial assefs that reflect the business model in which
assefs are managed and their cash flow characterisfics.

For the Bank four classification categories for financial assets are applied:

e Financial assets measured at amortized cost (AC)

*  Financial assefs measured af fair value through OCI (FVOCI)

*  Financial assets mandatory measured at fair value through profit or loss (FVTPL) and
*  Financial assets designated measured at fair value through profit or loss (FVTPL).

A financial asset are measured at amortized cost if both of the following conditions are met and is not designated as at
FVTPL:

*  The asset is held within a business model whose obijective is fo hold assets in order fo collect contractual cash flows;
*  The confractual terms of the financial asset give rise on specified dates fo cash flows that are solely payments of
principal and inferest (SPPI) on the principal amount outstanding.

A business model’s obijective can be fo hold financial assets to collect confractual cash flows even when some sales
of financial assefs have occurred or are expected fo occur. IFRS 9 gives the following examples of sales that may be
consistent with the hold-fo-collect business model:

e The sales are due to an increase in the credit risk of a financial asset;

*  The sales are infrequent (even if significant), or are insignificant individually and in aggregate (even if frequent);

*  The sales take place close to the maturity of the financial asset and the proceeds from the sales approximate the col-
lection of the remaining contractual cash flows.

For the Bank, the sale and of more than 10% of the portfolio (carrying value) during a rolling 3 year period will potentially
be considered ‘more than infrequent’ unless these sales are immaterial as a whole.

"Close to maturity’ will be applied similarly fo the guidance for held to maturity financial assets under IAS 39. A maturity
less than 3 month can be seen as close fo maturity.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(k) Financial instruments (continued)

A financial asset is classified as subsequently measured at FVOC! if it is held within a business model whose objective is
both collecting contractual cash flows and selling financial assets; and the contractual ferms of the financial asset give rise
on specified dates to cash flows that are solely payments of principal and inferest on the principal amount outstanding.

On inifial recognition of an equity instrument that is not held for trading, the Bank may irrevocably elect to present
subsequent changes in fair value in OCI. This elecfion is made on an investmeni-by—investment basis for each investment
and essentially covers strategic interests that are not fully consolidated.

All other financial assetfs — i.e. financial assets that do not meet the criteria for classification as subsequently measured
at either amortised cost or FVOCI — are classified as subsequenily measured at fair value, with changes in fair value
recognised in profit or loss. In addition, the Bank has the option at initial recognition fo imevocably designate a financial
asset as at FVTPL if doing so eliminates or significantly reduces a measurement or recognition inconsistency — i.e. an
‘accounting mismatch’ — that would otherwise arise from measuring assets or liabilities, or recognising the gains and losses
on them, on different bases.

A financial asset is classified info one of these categories on initial recognition.
Business model assessment

The Bank make an assessment of the objective of the business model in which a financial asset is held at a portfolio level
because this best reflects the way the business is managed and information is provided to management.

The following is considered as evidence when assessing which business model is relevant:

*  How the performance of the business model (and the financial assets held within that business model) are evaluated
and reported to the Bank's key management personnel;

*  How the risks that affect the performance of the business model (and the financial assefs held within that business
model) and the way those risks are managed;

*  How managers of the business are compensated — e.g. whether the compensation is based on the fair value of the
assefs managed or the contractual cash flows collected;

*  The frequency, value and timing of sales in prior periods, the reasons for such sales, and its expectations about future
sales activity and

*  Whether sales activity and the collection of contfractual cash flows are each integral or incidental to the business
model (“hold-to-collect” versus “hold and sell” business model).

Financial assefs that are held for frading and those that are managed and whose performance is evaluated on a fair value
basis will be measured at FVTPL.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(k) Financial instfruments (continued)
Analysis of Contractual Cash Flow Characteristics

Once the Bank determines that the business model of a spedific portfolio is to hold the financial assets o collect the
contractual cash flows (or by both collecting contractual cash flows and selling financial assets), it must assess whether the
contractual terms of the financial asset give rise on specific dafes to cash flows that are solely payments of principal and
inferest on the principal amount outstanding. For this purpose, principal is defined as the fair value of the financial assets
on initial recognition. Inferest is defined as consideration for the fime value of money and for the credit risk associated with
the principal amount outstanding during a particular period of time and for other basic lending risks and costs, as well
as a profit margin. This assessment is carried out on an instrument by instrument basis on the date of inifial recognition of
the financial asset.

In assessing whether the contractual cash flows are solely payments of principal and inferest the Bank considers the
contractual ferms of the instrument. This includes assessing whether the financial asset contains a contractual ferm that could
change the fiming or amount of contractual cash flows such that it would not meet this condition. The Bank considers:

»  Confingent events that would change the amount and timing of cash flows;

* leverage features

*  Prepayment, extension terms

*  leverage features

o Terms that limit the Bank's claim fo cash flows from specified assefs (e.g. non-recourse loans); and
*  Confractually linked instruments.

Non-recourse loans - In some cases, loans made by the Bank that are secured by collateral of the borrower limit the Bank's
claim 1o cash flows of the underlying collateral (non-recourse loans). The Bank applies judgment in assessing whether
the non-recourse loans meet the SPPI criferion. The Bsank typically considers the following information when making this
judgement:

*  Whether the contractual arrangement specifically defines the amounts and dates of the cash payments of the loan;

e The fair value of the collateral relative to the amount of the secured financial asset;

*  The ability and willingness of the borrower to make contractual payments, notwithstanding a decline in the value of
collateral;

*  Whether the borrower is an individual or a subsfantive operating enfity or is a specialpurpose entity;

e The Bank’s risk of loss on the asset relative to a full-recourse loan;

*  The extent to which the collateral represents all or a substantial portion of the borrower’s assets; and

*  Whether the Bank will benefit from any upside from the underlying assefs.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(k) Financial instruments (continued)

Contractually linked instruments - Contractually linked insfruments each have a specified subordination ranking that
determines the order in which any cash flows generated by the pool of underlying investments are allocated to the
instruments. Such an instrument meets the SPPI criterion only if all of the following conditions are met:

*  The contractual terms of the instrument ifself give rise to cash flows that are SPPI without looking through to the underly-
ing pool of financial instruments;

*  The underlying pool of financial instruments (i) contains one or more instruments that give rise to cash flows that are
SPPI; and (i) may also contain instruments, such as derivatives, that reduce the cash flow variability of the instruments
under (i) and the combined cash flows (of the instruments under (i) and (ii)) give rise fo cash flows that are SPPI; or
align the cash flows of the contractually linked instruments with the cash flows of the pool of underlying instruments
under arising as a result of differences in whether interest rates are fixed or floating or the currency or timing of cash
flows; and

*  The exposure to credit risk inherent in the contractually linked instruments is equal to or less than the exposure to credit
risk of the underlying pool of financial instruments.

In 2018 IASB issued an IFRS 9 amendment regarding prepayment features with negative compensation. Negative
compensation arises where the contractual terms permit the borrower to prepay the instrument before ifs contractual
maturity, but the prepayment amount could be less than unpaid amounts of principal and interest. However, o qualify for
amortised cost measurement, the negative compensation must be “reasonable compensation for early termination of the
contract”. In contrary, financial instruiments are measured mandatorily at FVTPL.

Modification of Time Value of Money and the Benchmark Test

Time value of money is the element of interest that provides consideration for only the passage of time (IFRS 9.B4.1.9A). It
does not take info account other risks (credit, liquidity etc.) or costs (administrative efc.) associated with holding a financial
asset.

In some cases, the time value of money element may be modified (imperfect). That would be the case, for example, if a
financial asset's interest rate is periodically reset but the frequency of that reset does not match the tenor of the inferest rate.
In this case the Bank must assess the modification as fo whether the contractual cash flows still represent solely payments
of principal and inferest, i.e. the modification term does not significantly alter the cash flows from a ‘perfect’ benchmark
instrument. This assessment is not an accounting policy choice and cannot be avoided simply by concluding that an
instrument, in the absence of such an assessment, will be measured at fair volue. For the following main contractual features
that can potentially modify the time value of money a benchmark test will be applied:

*  Resef rafe frequency does not match inferest tenor
* lagging indicator

*  Smoothing clause

*  Crace period

*  Secondary market yield reference.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(k) Financial instfruments (continued)
Reclassification

Financial assefs are not reclassified affer initial recognition, except in periods affer the change of Bank’s business model
used for management of financial asses.

(iv) Modification
Financial assets

If the terms of a financial asset are modified, then the Bank evaluates whether the cash flows of the modified asset are
substantially different.

If the cash flows are substantially different, then the contractual rights to cash flows from the original financial asset are
deemed fo have expired. In this case, the original financial asset is derecognised (Note 3 (k) (iii)) and a new financial
asset is recognised at fair value plus any eligible fransaction costs. Any fees received as part of the modification are
accounted for as follows:

* Fees that are considered in defermining the fair value of the new asset and fees that represent reimbursement of
eligible transaction cosfs are included in the initial measurement of the asset; and
e Ofher fees are included in profit or loss as part of the gain or loss on derecognition.

If cash flows are modified when the borrower is in financial difficulties, then the objective of ~ the modification is usually to
maximise recovery of the original contractual ferms rather than to originate a new asset with subsfantially different terms.
If the Bank plans to modify a financial asset in a way that would result in forgiveness of cash flows, then it first considers
whether a portion of the asset should be written off before the modification takes place. This approach impacts the result
of the quantitative evaluation and means that the derecognition criferia are not usually met in such cases.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(k) Financial instruments (continued)

If the modification of a financial asset measured at amortised cost or FVOCI does not result in derecognition of the financial
assef, then the Bank first recalculates the gross carrying amount of the financial asset using the original effective inferest rate
of the asset and recognises the resulfing adjusiment as a modification gain or loss in profit or loss. For floating-rate financial
assets, the original effective interest rafe used to calculate the modification gain or loss is adjusted fo reflect current market
terms at the time of the modification. Any costs or fees incurred and fees received as part of the modification adijust the
gross carrying amount of the modified financial asset and are amortised over the remaining term of the modified financial
asset.

If such a modification is carried out because of financial difficulties of the borrower, then the gain or loss is presented
together with impairment losses. In other cases, it is presented as inferest income calculated using the effective inferest rafe
method

Financial liabilities

The Bank derecognises a financial liability when ifs terms are modified and the cash flows of the modified liability are
substantially different. In this case, a new financial liability based on the modified terms is recognised at fair value. The
difference between the carrying amount of the financial liability derecognised and consideration paid is recognised in
profit or loss. Consideration paid includes non-financial assets transferred, if any, and the assumption of liabilities, including
the new modified financial liability.

If the modification of a financial liability is not accounted for as derecognition, then the amortised cost of the liability is
recalculated by discounting the modified cash flows at the original effective interest rate and the resulting gain or loss
is recognised in profit or loss. For floating-rate financial liabilities, the original effective inferest rafe used fo calculate the
modification gain or loss is adjusted to reflect current market terms at the time of the modification. Any costs and fees
incurred are recognised as an adjustment fo the carrying amount of the liability and amortised over the remaining term of
the modified financial liability by re-computing the effective interest rate on the instrument.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(k) Financial instruments (continued)
(v) Offsetting

Financial ossefs and liabilities are offset and the net amount presented in the statement of financial position when, and
only when, the Bank has a legal right fo set off the recognised amounts and it intends either fo seftle on a nef basis or to
realise the asset and seftle the liability simultaneously.

Income and expenses are presented on net basis only when permitted under IFRSs, or for gains and losses arising from @
group of similar transactions such as in the Bank's trading acfivity.

(vi) Amortised cost measurement

The ‘amortised cost’ of a financial asset or financial liability is the amount at which the financial asset or financial liability
is measured at inifial recognition, minus principal repayments, plus or minus the cumulative amortisation using the effective
inferest method of any difference between the initial amount recognised and the maturity amount, minus any reduction for
impairment.

(vii) Fair value measurement

Fair value is the price that would be received to sell an asset or paid fo transfer a liability in an orderly transaction between
market parficipants at the measurement date. The fair value of a liability reflects its non-performance risk.

When available, the Bank measures the fair value of an instrument using quoted prices in an active market for that
instrument. A market is regarded as active if it is a markef in which fransactions for the asset or liability take place with
sufficient frequency and volume fo provide pricing information on an ongoing basis.

If o market for a financial instrument is not acfive, the Bank establishes fair value using a voluation fechnique. The objective
of using a valuation technique is fo estimate the price af which an orderly fransaction o sell the asset or to transfer the
liability would take place between market participants at the measurement date under current market conditions. Three
widely used valuation fechniques are the market approach, the cost approach and the income approach.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(k) Financial instruments (continued)

In some cases a single valuation technique will be appropriate, in other cases, multiple valuation techniques will be
adequate to applied. If multiple valuation techniques are used to measure fair value, the results (i.e., respective indications
of fair value) shall be evaluated considering the reasonableness of the range of values indicated by those results. A
fair value measurement is the point within that range that is most representative of fair value in the circumstances. Inputs
to valuation techniques reasonably represent market expectations and measures of the riskretumn factors inherent in the
financial instrument. The Bank calibrates valuation techniques and tesfs them for validity using prices from observable
current market fransactions in the same instrument of based on other available observable market data.

The best evidence of the fair value of a financial instrument at initial recognition is the transaction price, i.e., the fair value
of the consideration given or received, unless the fair value of that instrument is evidenced by comparison with other
observable current market transactions in the same instrument (i.e., without modification or repackaging) or based on a
valuation technique whose variables include only data from observable markets.

The Bank recognises fransfers between levels of the fair value hierarchy as of the end of the reporting period during which
the change has occurred.

(viii) Impairment

The Bank recognises loss allowances for expected credit losses (hereinafter: ECL) on the following financial instruments that
are not measured at FVTPL:

e Financial assets that are debt instruments;
*  Financiol guarantee contracts issued; and
*  loan commitments issued.

No impairment loss is recognised on equity investments.

IFRS @ prescribes a three-stage model for impairment based on changes in credit quality since initial recognition. This
model requires that a financial instrument that is not creditimpaired on initial recognition is classified in Stage 1 and has
its credit risk continuously monitored. If a significant increase in credit risk since inifial recognition is identified, the financial
instrument is moved fo Stage 2 but is not yet deemed fo be creditimpaired. If the financial insfrument is credit-impaired,
the financial instrument is then moved fo Stage 3.

12-month ECL are the portion of ECL that result from default events on a financial instrument that are possible within the
12 months after the reporting date. Financial instruments for which a 12-month ECL is recognised are referred fo as “Stage
1" financial insfruments.

life-time ECL are the ECL that result from all possible default events over the expected life of the financial instrument.
Financial instruments for which a lifetime ECL is recognised but which are not credit-impaired are referred to as “Stage 2"
financial instruments.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(k) Financial instfruments (continued)

Financial insfruments in Stage 1 have their expected credit loss measured at an amount equal fo the portion of lifefime
expected credit losses that result from default events possible within the next 12 months. Instruments in Stages 2 or 3 have
their expected credit losses measured based on expected credit losses on a lifetime basis. According to IFRS @ when
measuring expected credit losses it is necessary fo consider forward-looking information. Purchased or originated credit-
impaired financial assets are those financial assets that are credit-impaired on initial recognition. Their expected credit loss
is always measured on a lifefime basis (Stage 3).

The Bank measures loss allowances af an amount equal fo lifefime ECL, except for the following, for which they are
measured as 12-month ECL:

o Debt invesiment securities that are determined fo have low credit risk at the reporting date; and
o Other financial instruments on which credit risk has not increased significantly since their initial recognition.

In Bank, as practical expedient, it is assumed that securiies with investment grade should not be assessed to see
whether the credit risk on a security has increased significantly. Here investment grade is defined by recognised external
rafing agencies as a rating between AAA-BBB (Standard’s & Poor’s, Fitch) and Aaa-Baa (Moody's). If information from
recognised external rating agencies is not available the equivalent internal ratings can be mapped to the external ratings.
This mapping should consider the market participant perspective taking into account all of the terms and conditions of the
security. In cases where there is no external or infernal rating the probability of default which is equivalent to investment
grade can be used if available.

Measurement of Expected Credit Losses

The measurement of expected credit losses reflects an unbiased and probability-weighted amount that is defermined by
evaluating a range of possible outcomes, the time value of money and reasonable and supportable information that is
available without undue cost or effort at the reporting date about past events, current conditions and forecasts of future
economic conditions.

The meosurement of the expected credit loss allowance for financial assefs measured at amortised cost and fair value
through other comprehensive income is an area that requires the use of complex models and significant assumptions
about future economic conditions and credit behaviour. Significant judgements are required in opplying the accounting
requirements for measuring expected credit losses these are:

*  Defermining criferia for significant increase in credit risk;

*  Choosing appropriate models and assumptions for the measurement of expected credit losses;

*  Esfablishing the number and relafive weightings of forward-looking scenarios for each type of product/market and
the associated expected credit losses;

*  Establishing groups of similar financial assets for the purposes of measuring expected credit losses.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(k) Financial instruments (continued)

For the Bank credit risk comes from the risk of suffering financial loss, should any of our customers, clients or market
counterparties fail fo fulfil their contractual obligations to us. Credit risk arises mainly from inferbank, commercial and
consumer loans and advances, and loan commitments arising from such lending acfivities, but can also arise from credit
enhancement provided, such as, financial guarantees, letters of credit, and acceptances.

The Bank is also exposed fo other credit risks arising from investments in debt securities and other exposures arising
from its trading acfivities, including trading portfolio assefs and derivatives, as well as sefflement balances with market
counterparties and reverse repurchase agreements.

The esfimation of credit exposure for risk management purposes is complex and requires the use of models, as the exposure
varies with changes in market conditions, expected cash flows and the passage of time. The assessment of credit risk of
a portfolio of assefs entails further estimations as 1o the likelihood of defaults occurring, of the associated loss rafios and
of default correlations between counterparties. The Bank measures credit risk using probability of default (PD), exposure
af default (EAD) and loss given default (LGD). This is the predominant approach which will be used for the purposes of
measuring expected credit losses under IFRS 9.

ECL are a probability-weighted estimate of credit losses. They are measured as follows:

*  Financial assets that are not credit-impaired at the reporting date: as the present value of all cash shortfalls i.e. the
difference between the cash flows due fo the entity in accordance with the coniract and the cash flows that the
Bank expects fo receive;

*  Financial assefs that are creditimpaired af the reporting date: as the difference between the gross carrying amount
and the present value of esfimated future cash flows;

*  Undrawn loan commitments: as the present value of the difference between the contractual cash flows that are due
to the Bank if the commitment is drawn down and the cash flows that the Bank expects to receive; and

*  Financial guarantee contracts: the expected payments fo reimburse the holder less any amounts that the Bank expects
to recover.

Restructured financial assets

If the ferms of a financial asset are renegotiated or modified or an existing financial asset is replaced with a new one due
fo financial difficulties of the borrower, then an assessment is made of whether the financial asset should be derecognised
and ECL are measured as follows.

* If the expected restructuring will not result in derecognition of the existing asset, then the expected cash flows arising
from the modified financial asset are included in calculating the cash shortfalls from the existing asset;

* If the expected resfructuring will result in derecognition of the existing asset, then the expected fair value of the new
asset is treated as the final cash flow from the existing financial asset af the time of its derecognition. This amount is
included in calculating the cash shortfalls from the existing financial asset that are discounted from the expected date
of derecognition to the reporting date using the original effective interest rate of the existing financial asset.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(k) Financial instfruments (continued)
Credit-impaired financial assets

At each reporfing dafe, the Bank assesses whether financial assefs carried af amortised cost and debt financial assets
carried at FVOCI are credit-impaired. A financial asset is credit-impaired when one or more events that have a defrimentol
impact on the estimated future cash flows of the financial asset have occurred. Evidence that a financiol asset is credit-
impaired includes the following observable data:

*  Significant financial difficulty of the borrower or issuer;

*  Abreach of confract such as a default or past due event;

*  The restructuring of a loan or advance by the Bank on ferms that the Bank would not consider otherwise;
* It is becoming probable that the borrower will enfer bankruptcy or other financial reorganisation;

*  The disappearance of an active market for a security because of financial difficulties;

*  Purchase or origination of financial assets with deep discount that reflects the incurred credit losses.

Significant Increase in Credit Risk

The Bank considers a financial instrument to have experienced a significant increase in credit risk when one or more of
the following quantitative, qualitative or backstop criteria have been met:

Quantitative Criteria

The Bank uses quantitative criferia as the primary indicator of significant increase in credit risk for all material portfolios. For
quantifative staging the Bank compares the lifetime PD curve at measurement data with the forward lifetime PD curve at
the date of initial recognition. For the estimation of the lifefime PD curve af the date of initial recognition assumptions are
made about the structure of the PD curve. On the one hand, in the case of highly rated financial instruments, it is assumed
that the PD curve will deteriorate over time. On the other hand, for low rated financial instruments, it is assumed that the
PD curve will improve over time. The degree of improvement or deterioration depends on the level of the initial rating. In
order fo make the two curves comparable the PDs are scaled down fo annualized PDs.

In general, a significant increase in credit risk is considered fo have occurred with a relative increase in the PD of up fo
250% although this amount can be lower due to several limiting facfors such as closeness fo maturity and portfolios of
products.



91

SUMMARY OF SIGNIFICANT ACCOUNTING POLCIES

(continued),

(k) Financial instruments (continued)
Qualitative Criteria

The Bank uses qualitative criferia as a secondary indicator of significant increase in credit risk for all material portfolios. A
movement fo Stage 2 takes place when the criteria below are met.

For sovereign, bank, corporate and project finance portfolios, if the borrower meets one or more of the following criteria:

e External market indicators;

*  Changes in confract ferms;

*  Changes to management approach;
*  Expert judgement.

The assessment of significant increase in credit risk incorporates forward-looking information and will be performed on a
quarterly basis at a deal level for all non-refail portfolios held by the Bank.

For retail portfolios, if the borrower meetfs one or more of the following criteria:

e Forbearance
*  Expert judgement.

The assessment of significant increase in credit risk incorporates forward-looking information and will be performed on a
monthly basis at a deal level for all refail portfolios held by the Bank.

Backstop

The financial instrument considered to have experienced a significant increase in credit risk if the borrower is more than
30 days past due on its contractual payments. In some limited cases the presumption that financial assets which are more
than 30 days past due are o be shown in Stage 2 is rebutted. Those cases relate o breaching the threshold of 30 days
past due, a financial instrument will be considered fo indicate a significant increase in credit risk. As this is rebuttable
presumption, there will be no aufomatic transfer fo stage 2, but the update of the customer’s rating will be requested from
the Credit Analyses/SE Risk Management Department. Affer rafing review, quantitafive criteria will determine whether
fransfer fo stage 2 is necessary. If until next reporting period rafing review is not performed, exposure will be transferred
to sfage 2.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(k) Financial instruments (continued)
Definition of Default and Credit-Impaired Assets

The Bank will define a financial insfrument as in default, which is fully aligned with the definition of credit-impaired, when
it meets one or more of the following criferia:

Quantitative criteria

The borrower is more than 90 days past due on its contractual payments No attempt is made fo rebut the presumption that
financial assets which are more than 90 days past due are to be shown in Stage 3.

Qualitative criteria

The borrower meets unlikeliness fo pay criteria, which indicates the borrower is in significant financial difficulty. These are
instances where:

The borrower is in long-ferm forbearance;

The borrower is deceased;

The borrower is insolvent;

The borrower is in breach of financial covenants;

An active market for that financial asset has disappeared because of financial difficulties;
Concessions have been made by the lender relating to the borrower’s financial difficulty;

It is becoming probable that the borrower will enter bankruptey;

Financial assets are purchased or originated at a deep discount that reflects the incurred credit losses.

The criteria above have been applied to all financial instruments held by the Bank and are consistent with the definition
of default used for internal credit risk management purposes. The default definition has been opplied consistently to model
the Probability of Default (PD), Exposure at Default (EAD) and loss given Default (LGD) throughout the Bank expected loss
calculations.

An instrument will be considered to no longer be in default (i.e. to have cured) when it no longer meets any of the default
criteria for a consecutive period of a minimum of 3 months or longer for distressed restructured exposures. This period of
3 months has been determined based on an analysis which considers the likelihood of a financial instrument returning fo
default status affer cure using different possible cure definitions.

Explanation of inputs, assumptions and estimation techniques

The expected credit loss is measured on either a 12-month or lifefime basis depending on whether a significant increase in
credit risk has occurred since initial recognition or whether an asset is considered fo be creditimpaired. Forward-ooking
economic information is also included in defermining the 12-month and lifetime PD, EAD and LGD. These assumptions
vary by product type. Expected credit losses are the discounted product of the probability of default (PD), loss given default
(LGD), exposure at default (EAD) and discount factor (D).
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(k) Financial instruments (continued)
Probability of Default

The probability of default represents the likelihood of a borrower defaulting on its financial obligation either over the next
12 months or over the remaining lifetime of the obligation. In general the lifetime probability of default is calculated using
the regulatory 12 month probability of default, stripped of any margin of conservatism, as a starting point. Thereafter
various statistical methods are used 1o generate an esfimate of how the default profile will develop from the point of initial
recognition throughout the lifefime of the loan or portfolio of loans. The profile is based on hisforical observed data and
parametric funcfions.

Different models have been used fo esfimate the default profile of outstanding lending amounts and these can be grouped
into the following categories:

*  Sovereign, local and regional governments, insurance companies and collective invesiment undertakings the default
profile is generated using a fransition matrix approach. Forward looking information s incorporated info the prob-
ability of default using the Vasicek one factor model;

*  Corporate customers, project finance and financial insfitutions the default profile is generated using a parametric
survival regression (Weibull) approach. Forward looking information is incorporated info the probability of default
using the Vasicek one factor model;

*  Retail morigages and other retail lending the default profile is generated using parametric survival regression in
competing risk frameworks. Forward looking information is incorporated info the probability of default using safellite
models.

In the limited circumstances where some inputs are not fully available grouping, averaging and benchmarking of inputs is
used for the caleulation.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(k) Financial instfruments (continued)
Loss Given Default

loss given default represents the Bank's expectation of the extent of loss on a defaulted exposure. loss given default varies
by type of counterparty and product. loss given default is expressed as a percentage loss per unit of exposure at the
time of default. loss given default is calculated on a 12-month or lifetime basis, where 12-month loss given default is the
percentage of loss expected to be made if the default occurs in the next 12 months and lifetime loss given default is the
percentage of loss expected to be made if the default occurs over the remaining expected lifetime of the loan.

Different models will be used fo estimate the loss given default of outstanding lending amounts and these can be grouped
info the following categories:

*  Sovereign the loss given default is found by using market implied sources. Market sources are external dafa on losses
related to sovereign defaults (debts write offs during resfructuring processes and similar).;

»  Corporate cusfomers, project finance, financial insfitutions, local and regional governments, insurance companies
the loss given default is generated by discounting cash flows collected during the workout process. Forward looking
information is incorporated info the loss given default using the Vasicek model;

*  Retail mortgages and other refail lending the loss given default is generated by stripping the downturn adjustments
and other margins of conservatism from the regulatory loss given default. Forward looking information is incorporated
info the loss given default using various satellite models;

* In the limited circumsfances where some inputs are not fully available alternative recovery models, benchmarking of
inputs and expert judgement is used for the calculation.

Exposure at Default

Exposure at default is based on the amounts the Bank expects fo be owed af the time of default, over the next 12 months or
over the remaining lifefime. The 12-month and lifefime EADs are determined based on the expected payment profile, which
varies by product type. For amortising products and bullet repayment loans, this is based on the confractual repayments
owed by the borrower over a 12month or lifefime basis. Where relevant early repayment/refinance assumptions are also
considered in the calculation.

For revolving products, the exposure af default is predicfed by taking current drawn balance and adding a credit conversion
factor which allows for the expected drawdown of the remaining limit by the time of default. The prudential regulatory
margins are removed from the credit conversion factor. Parometers calculated for regulatory purposes, e.g. LDG and
CCF used for RWA calculation, are calculated including margins of conservatism. For IFRSY purposes, same parameters
are used but without margins of conservatism. In the limited circumstances where some inputs are not fully available
benchmarking of inputs is used for the calculation.

Discount Factor

In general for on balance sheet exposure which is not POCI the discount rate used in the expected credit loss calculation
is the effective inferest rate or an approximation thereof.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(k) Financial instruments (continued)
Calculation

The expected credit loss is the product of PD, LGD and EAD times the probability not to default prior fo the considered
time period. The lofter is expressed by the survivorship function S. This effectively calculates future values of expected credit
losses, which are then discounted back to the reporting date and summed. The calculated values of expected credit losses
are then weighted by forward looking scenario.

Different models have been used fo estimate the Stage 3 provisions of outstanding lending amounts and these can be
grouped info the following cafegories:

*  Sovereign, corporafe cusfomers, project finance, financial insfitutions, local and regional governments, insurance
companies and collective investment underfakings the Stage 3 provisions are calculated by workout managers who
discount expected cash flows by the appropriate effective interest rate;

*  Refail mortgages the Stage 3 provision is generated by calculating the discounted collateral realization value;

»  Other refail lending the Stage 3 provision is generated by calculating the sfafistically derived best estimate of ex-
pected loss which has been adjusted for indirect costs.

No attempt is made to rebut the presumption that financial assefs which are more than 90 days past due are to be shown
in Stage 3.

Forward Looking Information

The assessment of significant increase in credit risk and the calculation of expected credit losses both incorporate forward-
looking information. The Bank has performed hisforical analysis and identified the key economic variables impacting credit
risk and expected credit losses for each portfolio.

These economic variables and their associated impact on the probability of default, loss given default and exposure
at default vary by category type. Expert judgment has also been applied in this process. Forecasts of these economic
variables (the “base economic scenario”) are provided by Raiffeisen Research on a quarterly basis and provide the best
estimate view of the economy over the next three years. After three years, to project the economic variables out for the full
remaining lifetime of each instrument, a mean reversion approach has been used, which means that economic variables
tend to either a long run average rate or a long run average growth rafe until maturity. The impact of these economic
variables on the probability of default, loss given default and exposure at default has been determined by performing
stafistical regression to understand the impact changes in these variables have had historically on default rates and on the
components of loss given default and exposure at default.

In addition to the base economic scenario, Raiffeisen Research also provide a best case and worst case scenario along
with scenario weightings to ensure non-inearities are captured. The Bank has concluded that three scenarios or less
appropriately captured non-inearity.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(k) Financial instfruments (continued)

The scenario weightings are defermined by a combination of stafistical analysis and expert credit judgement, taking
account of the range of possible oufcomes each chosen scenario is representative of. The probability-weighted expected
credit losses are defermined by running each scenario through the relevant expected credit loss model and multiplying if
by the appropriate scenario weighting.

As with any economic forecasts, the projections and likelihoods of occurrence are subject to a high degree of inherent
uncertainty and therefore the actual outcomes may be significantly different to those projected. The Bank considers these
forecasts to represent ifs best estimate of the possible outcomes and cover any potfential non-inearities and asymmetries
within the Bank different portfolios.

Sensitivity analysis
The most significant assumptions affecting the expected credit loss allowance are as follows:

*  Corporate porffolios;
Gross domestic product;
Unemployment rafe;
long term government bond rafe;
Inflation rate;

*  Retail portfolios;
Cross domestic product;
Unemployment rate;
Real estate prices.

Presentation
loss allowances for ECL are presented in the sfatement of financial position as follows:

*  Financial assefs measured aof amortised cost: as a deduction from the gross carrying amount of the assefs;

*  loan commitments and financial guarantee contracts: as a provision;

*  Where a financial instrument includes both a drawn and an undrown component, and the Bank cannot identify
the ECL on the loan commitment component separately from those on the drawn component: the Bank presents a
combined loss allowance for both components. The combined amount is presented as a deduction from the gross
carrying amount of the drawn component. Any excess of the loss allowance over the gross amount of the drawn
component is presented as a provision; and

e Debt instruments measured at FVOCI: no loss allowance is recognised in the statement of financial position because
the carrying amount of these asses is their fair value. However, the loss allowance is disclosed and is recognised in
the fair value reserve within equity.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(k) Financial instruments (continued)
Write-off

loans and debt securities are written off (either partially or in full) when there is no reasonable expectation of recovering
a financial asset in its entirety or a portion thereof. This is generally the case when the Bank determines that the borrower
does not have assefs or sources of income that could generate sufficient cash flows to repay the amounts subject to the
write-off. This assessment is carried out af the individual assef level.

Recoveries of amounts previously written off are included in ‘impairment losses on financial instruments” in the sfatement of

profit or loss and OCI.

Financial assets that are written off could sfill be subject fo enforcement activities in order to comply with the Bank’s
procedures for recovery of amounts due.

(I Cash and cash equivalents

For the purpose of preparation of Statement of Cash flows, cash and cash equivalents include notes and coins on hand,
unrestricted balances held with banks and other cash equivalents.

Cash and cash equivalents are measured at amortised cost in the statement of financial position.

(m)  Financial assets and liabilities at fair value through profit and loss held for
trading

Financial assefs and liabilities af fair value through profit or loss held for trading are those assefs and liabilities that the Bank
acquires or incurs principally for the purpose of selling or repurchasing in the near term, or holds as part of a portfolio that
is managed fogether for short-ferm profit or position taking.

Trading assets and liabilities are initially recognised and subsequently measured at fair value in the statement of financial
position, with fransaction costs recognised directly to profit or loss, All changes in fair value are recognised as part of
Net gains/(losses) on financial assefs held for trading in profit or loss. Trading assefs and liabilities are not reclassified
subsequent fo their initial recognition, except that non-derivative frading assets, other than those designated af fair value
through profit or loss upon initial recognition, may be reclassified out of the fair value through profit or loss (i.e., trading)
category if they are no longer held for the purpose of being sold or repurchased in the near term and the following
conditions are met:

o If the financial asset would have met the definition of loans and receivables (if the financial asset had not been
required fo be classified as held for trading at initial recognition), then it may be reclassified if the entity has the
infention and ability fo hold the financial asset for the foreseeable future or until maturity,

*  If the financial asset would not have met the definition of loans and receivables, then it may be reclassified out of the
trading cafegory only in ‘rare circumsfances'.

Derivatives are also classified as trading assets or liabilities, except for derivatives held for risk management purpose.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(n)  Derivatives held for risk management purpose and hedge accounting

Derivatives held for risk management purposes include all derivative assefs and liabilities that are not classified as trading
assefs or liabilities. Derivatives held for risk management purposes are measured at fair volue in the statement of financial
position.

The Bank designates certain derivatives held for risk management as well as certain non-derivative financial instruments as
hedging instruments in qualifying hedging relationships. On initial designation of the hedge, the Bank formally documents
the relationship between the hedging instrumenti(s) and hedged item(s), including the risk management objecfive and
strategy in undertaking the hedge, together with the method that will be used 1o assess the effectiveness of the hedging
relationship. The Bank makes an assessment, both at inception of the hedge relationship and on an ongoing basis, of
whether the hedging insfrument(s) is (are) expected fo be highly effective in offsefting the changes in the fair value or cash
flows of the respective hedged item(s) during the period for which the hedge is designated, and whether the actual results
of each hedge are within a range of 80-125%. The Bank makes an assessment for a cash flow hedge of a forecast
transaction, of whether the forecast fransaction is highly probable to occur and presents an exposure to variations in cash
flows that could ultimately affect profit or loss.

Hedge accounting principles are discussed below:
(i) Cash flow hedges

Cash flow hedge represents a hedge of the exposure to variability in cash flows that is aftributable to a particular risk
associated with a recognised asset or liability and could affect profit or loss.

When a derivative is designated as the hedging instrument in a hedge of the variability in cash flows atiributable to a
particular risk associoted with a recognised asset or liability that could affect profit or loss, the effective portion of changes
in the fair value of the derivative is recognised in OCl and presented in the hedging reserve within equity. Any ineffective
portion of changes in the fair value of the derivative is recognised immediately in profit or loss. The amount recognised
in OCl is reclassified fo profit or loss as a reclassification adjustment in the same period as the hedged cash flows affect
profit or loss, and in the same line item in the statement of profit or loss and OCI.

If the hedging derivative expires or is sold, ferminated or exercised, or the hedge no longer meets the criferia for cash flow
hedge accounting, or the hedge designation is revoked, then hedge accounting is discontinued prospectively. However,
it the derivative is novated fo a central counterparty by both parties as a consequence of laws or regulations without
changes in ifs ferms except for those that are necessary for the novation, then the derivative is not considered as expired
or terminated.

(ii) Fair value hedges — portfolio hedges
Fair value hedge represents a hedge of the exposure fo changes in fair value of a recognised asset or liability or an

unrecognised firm commitment, or an identified portion of such an asset, liability or firm commitment, that is affributable fo
a particular risk and could affect profit or loss. The Bank entered in portfolio hedge i.e., macro fair value hedge.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(n)  Derivatives held for risk management purpose and hedge accounting
(continued)

The Banks measure change in the fair value of the hedged item that are atiributable o the hedged risk. An effect is
recognised in profit or loss. In the statement of financial position this amount is disclosed as asset or liability. The Bank
measure change of fair value of hedge insfrument, with recognition of change in fair value in profit or loss, Fair value of
hedge insfrument is recognised as asset or liability in the sfatement of financial position.

(o)  loans and receivables
loans and advances in the statement of financial position include:

* loans and advances measured at amortised cost: they are initially measured at fair value plus incremental direct
fransaction costs, and subsequently af their amortised cost using the effective inferest method; and

*  loans and advances mandatorily measured af FVTPL or designated as at FVTPL: these are measured af fair value with
changes recognised immediately in profit or loss.

When the Bank purchases a financial asset and simultaneously enfers info an agreement to resell the assef (or a substantially
similar assef) of a fixed price on a future date (reverse repo or stock borrowing), the arangement is accounted for as a
loan or advance, and the underlying asset is not recognised in the Bank's financial statements.

loans that are disbursed in RSD and index-linked to RSD/EUR, RSD/CHF or RSD,/USD exchange rates are revalued af the
mid exchange rate of the Natfional Bank of Serbia as af reporting date. The effects of such revaluation are included under
Net gains/(losses) on foreign exchange differences and effects of foreign currency clause.

(p)  Investment securities
The investment securities in the statement of financial position includes:

*  Debt invesiment securiies measured at amortised cost (Note 3 (k) (ii); these are initially measured at fair value plus
incremental direct fransaction costs, and subsequently at their omortised cost using the effective inferest method;

*  Debt and equity investment securities mandatorily measured at FVTPL or designated as at FVTPL; these are at fair value
with changes recognised immediately in profit or loss;

e Debt securities measured at FVOCI:; and

*  Equity investment securities designated as at FVOCI.

For debt securities measured at FVOCI, gains and losses are recognised in OCI, except for the following, which are
recognised in profit or loss in the same manner as for financial assefs measured at amortised cost:

* Inferest revenue using the effective inferest method;
e ECL and reversals; and
*  Foreign exchange gains and losses.

When debt security measured at FVOCI is derecognised, the cumulative gain or loss previously recognised in OCl is
reclassified from equity to profit or loss.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(p)  Investment securities (continued)

The Bank elects fo present in OCI changes in the fair value of cerfain invesiments in equity instruments that are not held
for trading. The elecfion is made on an instrument-by-instrument basis and is irrevocable. Gains and losses on such
equity instruments are never reclassified to profit or loss and no impairment is recognised in profit or loss. Dividends are
recognised in profit or loss (Note 3 (h)) unless they clearly represent a recovery of part of the cost of the investment, in which
case they are recognised in OCI. Cumulative gains and losses recognised in OCl are fransferred fo refained eamings on
disposal of an investment.

(9)  Infangible assets

Infangible assets are stated at cost decreased for accumulated amortisation and accumulated impairment losses. Intangible
assefs af reporting date include computer software licenses and other infangible assets.

Infangible assets are non-monetary assets, such as goodwill, patents, licences, concessions, frademarks, brands, accounting
software, franchises, design and implementation of new processes or systems, intellectual property efc. For these assets, it
is probable that the expected future economic benefits that are attributable to the asset will flow to the entity in the period
longer than one year and that such inflows are above cost of asset.

Subsequent expenditure on intangible assefs is capitalised only when it increases the future economic benefits embodied
in the specific asset to which it relates. All other expenditure is expensed as incurred.

Amortisation is calculated af the cost decreased for residual value. In case that residual value is not materially significant,
it is not taken in consideration for calculation of amortization i.e., in that case, basis for calculation of amortization is not
decreased for residual value.

Amortisation is recognised in profit or loss on a straight-line basis over the estimated useful life of the intangible assef,
from the date that it is available for use since this most closely reflects the expected pattemn of consumption of the future
economic benefits embodied in the asset.

Recommended depreciation period for standard software is from 4 to 6 years and any deviation for this recommended
period should be based on exactly documented details about the useful life. The estimated useful life for all intangible

assefs is five years and amortisation rafe used is 20%.

Amortisation methods, useful lives and residual values are reassessed at each financial yearend and adjusted if appropriate.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(N Property, plant and equipment
(i) Recognition and measurement

ltems of property and equipment are measured af cost less accumulated depreciation and impairment losses. Property and
equipment of the Bank comprises land, buildings, equipment, investments in leased assets and asset under construction.

Initially items of property and equipment are measured at cost.

Cost includes expenditures that are directly aftributable fo the acquisition of the assetf. Purchased software that is infegral
to the functionality of the related equipment is capitalized as part of that equipment.

When parts of an ifem of property or equipment have different useful lives, they are accounted for as separate items (major
components) of property and equipment.

For subsequent measurement of property and equipment, the Bank uses the cost model.

(ii) Subsequent expenses

The cost of replacing part of an item of property or equipment is recognized in the carrying amount of the item if it is
probable that the future economic benefits embodied within the part will flow to the Bank and ifs cost can be measured
reliably. The carrying amount of the replaced part is derecognised. The costs of the day-fo-day servicing of property and
equipment are recognized in profit or loss as incurred.

(iii) Depreciation

Depreciation is recognised in profit or loss on a straightline basis over the estimated useful lives of each part of an item
of property and equipment since this most closely reflects the expected pattern of consumption of the future economic
benefits embodied in the asset. leased assefs under finance leases are depreciated over the shorter of the lease term and

their useful lives.

The estimated useful lives for the current and comparative periods are as follows:

Estimated useful life

- &
Description o vicer 7 p.q.
Buildings 25 -50 2-4
IT equipment 3-5 20- 33
Telephone switch-boards 5-15 6.67 - 20
Motor vehicles 6.4-7 14.3-15.6
Furniture and other equipment 5-10 10-20
Investment in leased buildings 5-10 10-20

Depreciation methods, useful lives and residual values are reassessed at each financial year-end and adjusted if appropriate.
Maintaining costs of property, plant and equipment are recognized as expenses as occurred.
The gain or loss on disposal of an item of property and equipment is defermined by comparing the proceeds from disposal

with the carrying amount of the ifem or property and equipment, and are recognised net within other operating income in
statement of profit or loss. Book value of derecognised assets is recegnized as other expenses.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(s)  Impairment of non-financial assets

The carrying amounts of the Bank’s non-inancial assets, are reviewed at each reporting date fo defermine whether there
is any indication of impairment. If any such indication exists then the asset’s recoverable amount is estimated.

The recoverable amount of an asset is the greater of ifs value in use and ifs fair value less costs fo sell. In assessing value
in use, the estimated future cash flows are discounted fo their present value using a pre-fax discount rafe that reflects current
market assessments of the time value of money and the risks specific fo the asset.

An impairment loss is recognised if the carrying amount of an asset exceeds ifs recoverable amount. Impairment losses are
recognised in statement of profit or loss.

Impairment losses recognised in prior periods are assessed at each reporfing dote for any indications that the loss has
decreased or no longer exists. An impairment loss is reversed if there has been a change in the estimates used to defermine
the recoverable amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed
the carrying amount that would have been defermined, net of depreciation or amortisation, if no impairment loss had
been recognized.

(1) Deposits and subordinated liabilities
Deposits, debt securities issued and subordinated liabilities are the Bank’s sources of debt funding.

When the Bank sells a financial asset and simultaneously enfers info an agreement to repurchase the assef (or a similar
assef) at a fixed price on a future date (sale-and-repurchase agreement), the arrangement is accounted for as a deposit,
and the underlying asset continues to be recognised in the Group's financial stafements.

The Bank classifies capifal instruments as financial liabilities or equity instruments in accordance with the substance of the
confractual terms of the insfruments.

Deposits, debt securities issued and subordinated liabilities are inifially measured af fair value minus incremental directly
affributable fransaction cosfs, and subsequently measured at their amortised cost using the effective inferest method, except
where the Bank designates liabilities at FVTPL.

From 1 January 2019, when the Bank designates a financial liability as at FVTPL, the amount of change in the fair value
of the liability that is aftributable to changes in its credit risk is presented in OCl as a liability credit reserve. On initial
recognition of the financial liability, the Bank assesses whether presenting the amount of change in the fair value of the
liability that is affributable fo credit risk in OCl would create or enlarge an accounting mismatch in profit or loss. This
assessment is made by using a regression analysis fo compare:

*  The expected changes in the fair value of the liability related to changes in the credit risk; with
*  The impact on profit or loss of expected changes in fair value of the related instruments.

Amounts presented in the liability credit reserve are not subsequently fransferred to profit or loss. When these instruments
are derecognised, the related cumulative amount in the liability credit reserve is transferred to refained earnings.

Deposits, debt securities issued and subordinated liabilities in foreign currency are translated in dinars at middle foreign
exchange rate effective af balance sheet date.



3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(u)  Provisions
A provision is recognised if, as a result of o past event, the Bank has a present legal or constructive obligation that can
be estimated reliably, and it is probable that an outflow of economic benefits will be required o settle the obligation.

Provisions are defermined by discounting the expected future cash flows at a pre-tax rafe that reflects current market
assessments of the fime value of money and, where appropriate, the risks specific to the liability.

(v)  Financial guarantees and loan commitments
Financial guarantees are contracts that require the Bank to make specified payments fo reimburse the holder for a loss it
incurs because a specified debtor fails to make payment when due in accordance with the terms of a debt instrument. loan

commitments are firm commitments fo provide credit under pre-specified terms and conditions.

Financial guarantees issued or commitments fo provide a loan at a below-market inferest rate are initiolly measured at fair
value.

The Bank has issued no loan commitments that are measured af FVTPL.
For other loan commitments the Bank recognises a loss allowance in accordance with IFRS 9 (Note 3 (k) (viii);

Financial guarantees and loan commitments are included within offbalance sheet items. liabilities arising from financial
guarantees and loan commitments are included within provisions.

(w)  Equity
Equity of the Bank comprise inifial shareholders invesiments, reserves and profit for the year.

Share capital of the Bank is formed from investment of shareholder in cash. Shareholder may not withdraw funds invested
in the Bank's share capital.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

(x)  Employee benefits

Employee benefits comprise all types of considerations the Bank offers o its employees in exchange for the services ren-

dered. Employee benefits include the following:

e Shorterm employee benefits such as wages, salaries and social insurance contributions, paid vacations, paid sick
leaves and bonuses (provided they are payable within 12 months upon the end of the accounting period) and non-
monetary benefits (e.g. use of cars);

*  Other longferm employee benefits, such as jubilee awards and other considerations based on the years of service
unless they are fully payable within 12 months upon the end of the accounting period.

/i/ Short-term employee benefits

The Bank's short-term employee benefits comprised taxes and mandatory social insurance confributions, benefits related
fo unused employees’ vacations and bonuses.

Shortterm employee benefits in the undiscounted amount of the benefits expected to be paid in respect of service rendered
by employees in a period should be recognized as expenses in that period.

In accordance with the regulations prevailing in the Republic of Serbia, the Bank has an obligation fo pay contributions fo
various sfafe social security funds. These obligations involve the payment of contributions on behalf of the employee and by
the employer in an amount calculated by applying the specific, legally-prescribed rates. The Bank is also legally obligated
fo withhold contributions from gross salaries to employees, and on their behalf, to transfer the withheld portions directly to
the appropriate government funds. These contributions payable on behalf of the employee and employer are charged fo
expenses in the period in which they arise.

Accumulating compensated absences (annual leaves) may be carried forward and used in future periods if the current pe-
riod’s entiflement is not used in full. Expenses for compensated absences are recognized af the amount the Bank expects fo
pay as a result of the unused entitlement that has accumulated at the balance sheet date. In the case of non-accumulating
compensated absences, an obligation or expense is recognized when the absences occur.

The Bank recognizes estimated bonus expenses when the Bank has a present legal or constructive obligation that can be
estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the obligation. Present
obligation exists when the Bank has no other alternative but to seftle obligation.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (contfinued)

(x)  Employee benefits (continued)
/ii/ Long-term employee benefits
Other Bank's long-term employee benefits comprised provisions for legally prescribed refirement benefits.

Other long-term employee benefits are recognized as expenses in the amount of the present value of liabilities arising from
defined considerations as af the balance sheet date.

Pursuant fo the Labour law and Article 92 of the Bank’s Rules of Procedure, the employees are entfitled fo retirement benefits
in the amount of two salaries earned in the month preceding the month of refirement or in the amount or two average
salaries paid in the Republic of Serbia according fo the most recent published information of the Republic Statistical Office,
whichever is more favourable for the vesting employee.

The Bank makes use of the best possible estimates of variables upon determining the fotal cost of provisions for employee
retirement benefits. The basic assumptions underlying such estimates include the following:

For salaries denominated in EUR:

*  Salary growth rate of 1%;
*  Discount rafe of 1.3%, representing the inferest rate applied fo corporate bonds.

For salaries denominated in RSD:

*  Salary growth rate of 1% plus increase based on the inflation rate in 2020 - 2021;

*  Discount rafe of 4.8%, defermined as the 12-month average of the value of securities of Ministry of Finance of
Republic of Serbia to 10 years as increased by the liquidity cost over the longest period available (interest rates are
fo be changed monthly).

Post-employment benefits comprise defined confribution plans and defined benefit plans. The Bank has neither a defined
contribution plan nor a defined benefit plan so as at December 31, 2019 the Bank had no identified liabilities in respect
thereof. In addition, as there is no plan for employment termination prior to the common retirement date, there were no
obligations for employment termination benefis.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

3.1 Use of estimates and judgements

Management makes esfimates and assumptions that affect the reported amounts of assets and liabilities within the next
financial year. Estimates and judgments are continually evaluated and are based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the given circumstances. Revisions
fo estimates are recognised prospectively.

Management makes estimates and assumptions that relates fo the future. Actual results may differ from these esfimates.
Information about significant areas of estimation uncertainty and crifical estimates in applying accounting policies that
have the most significant effect on the amount recognized in the financial statements are described below.

*  Establishing the criteria for ECL calculation (Note 3 (k) (viii))

The measurement of expected credit losses reflects an unbiased and probability-weighted amount that is defermined by
evaluating a range of possible outcomes, the time value of money and reasonable and supportable information that is
available without undue cost or effort at the reporting dafe about past events, current conditions and forecasts of future
economic conditions.

The measurement of the expected credit loss allowance for financial assefs measured at amortised cost and fair value

through other comprehensive income is an area that requires the use of complex models and significant assumptions

about future economic conditions and credit behaviour. Significant judgements are required in applying the accounting

requirements for measuring expected credit losses these are:

*  Defermining criferia for significant increase in credit risk;

*  Choosing appropriate models and assumptions for the measurement of expected credit losses, where infegral part of
models are forward looking information;

*  Establishing the number and relafive weightings of forwardooking scenarios for each type of product/market and
the associated expected credit losses;

*  Esfablishing groups of similar financial assets for the purposes of measuring expected credit losses.

. Fair values (Note 3 (k) (vii) and 5)

The determination of fair value for financial assefs and liabilities for which there is no observable market price requires the
use of valuation techniques. For financial instruments that trade infrequently and have litfle price transparency, fair value
is less objective, and requires varying degrees of judgment depending on liquidity, concentration, uncertainty of market
factors, pricing assumptions and other risks affecting the specific instrument.

For defermination of fair value of treasury bills issued by Ministry of Finance of the Republic of Serbia, which are included
in frading book, the Bank applies alternative approach for valuation.  Alternative approach implies defermination of
net present value of discounted future cash flows for related position and exposure, where discounted inferest rate is
determined as last available/realized interest rafe on public auction for treasury bills for the same or similar remaining
maturity.

. Contingencies (Note 3 (v))

For the purpose recognition and measurement of contingencies, the management defines key assumptions about the
likelihood and magnitude of an outflow of resources.
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FINANCIAL RISK- MANAGEMENT

Introduction and overview

In ifs business operations, the Bank is or may be exposed to the following types of risks:

Credit risk, which represents a possibility of occurrence of adverse effects on the Bank’s financial result and capital
due to a default of the borrower towards the Bank, including the following:

Seftlement/delivery risk, which represents the possibility of occurrence of adverse effects on the bank’s financial
result and capital arising from unsetiled transactions or due to non-execution of liabilities of the counterparty
against free delivery transactions on the agreed sefflement/delivery date;

Counterparty risk, which represents the possibility of occurrence of adverse effects on the bank’s financial
result and capital arising from the counterparty’s failure to fulfil his part of the deal in a transaction before final
setflement of cash flows of the transaction;

Residual risk, which represents the likelihood of occurrence of adverse effects on the bank’s financial result
and capital due to the fact that the credit risk mitigation techniques are less efficient than anticipated or their
implementation does not have sufficient influence on reduction of risks to which the Bank is exposed;

Dilution risk, which represents the possibility of occurrence of adverse effects on the bank’s financial result and
capital due fo reduced value of purchased receivables as a result of cash or non-cash liabilities of the former
creditor to the debtor;

FX component of credit risk, which represents the possibility of occurrence of adverse effects on the bank’s
financial result and capital due to deterioration of the debtor’s financial capacity caused by change in foreign
exchange rates;

Inferest rafe induced credit risk, which presents the possibility of occurrence of adverse effects on the Bank's
financial result and capital due to the deterioration of the borrower’s financial ability caused by the change in
interest rates;

Concentration risk, which represents the possibility of occurrence of adverse effects on the bank'’s financial result
and capital due to the concentration of the Bank’s exposure towards the same or similar source of risk origination
(large exposures, economic sectors, geographic regions, product type efc. and credit mitigation instruments,
including currency and maturity mismatch between large exposures and related credit profection instruments).

Market risks, which represent the possibility of occurrence of adverse effects on the Bank's financial result and capital
due fo the changes in value of balance sheet and off-balance sheet items of the Bank resulting from the price trends
in the market. These risks include:

Foreign exchange risk, which represents the possibility of occurrence of adverse effects on the Bank's financial

result and capital due fo the changes in values of foreign exchange rates;

Price risk on debt and equity securities, which represents risk from changes in the value of these securities due 1o

changes of inferest rafes and includes specific and general price risks:

o Specific price risk is risk from change of a security price due to the factors related fo its issuer,

o General price risk is risk from change of a security price due to change of general levels of inferest rates/
price of those securities;
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4.
(a)

FINANCIAL RISK MANAGEMENT (continued)

Infroduction and overview (continued)

Commodity risk, which represents the possibility of occurrence of adverse effects on the Bank’s financial result and
capital due fo changes of prices of commodities listed in the positions of the Bank;

Inferest rates risk, which represents the possibility of occurrence of adverse effects on the Bank’s financial result and
copifal as a result of changes in the level of interest rates;

Liquidity risk, which represents the possibility of occurrence of adverse effects on the Bank's financial result and capital
as a result of the bank’s inability to fulfil its due liabilities, due fo the following:
- Maturity mismaiches between assetfs and liabilities;
Withdrawals of the existing funding sources and/or impossibility to obtain new funding sources (funding liquidity
risk);

Aggravated conversion of assets info liquid funds due to market disturbances (market liquidity risk);

Operational risk, which represents the possibility of occurrence of adverse effects on the Bank’s financial result and
capital due to omissions in the work of employees, inappropriate internal procedures and processes, inadequate
management of information and other systems, as well as due fo other unforeseeable external events. The definition
includes the legal risk and excludes strategic and reputation risks;

Country risks, which represent the possibility of occurrence of adverse effects on the Bank's financial result and capital
as a result of inability to collect receivables from debtors due fo the reasons arising from political, economic and
social circumsfances in the country of origin of that entity, including:
Political and economic risk, which implies the possibility of occurrence of losses due 1o the inability of the Bank
fo collect receivables as a result of constraints defined by the regulations of government and other authorities of
the debtor’s home country, as well as general and sysfemic environment in that country;
Transfer risk, which implies the possibility of occurrence of losses due fo the inability of the Bank fo collect
receivables expressed in the currency which is not official currency of the debtor’s home couniry, arising from the
constraints in payments of liabilities foward creditors from other countries in certain currency which are defined
by the regulations of government and other authorities of the debtor’s home country;

Compliance risk, which represents the possibility of occurrence of adverse effects on the bank’s financial result and
capital due fo incompliance of the Bank's operations with laws and other regulations, standards of operations,
procedures governing prevention of money laundering and terrorism financing, as well as other enactments governing
operations; compliance risk especially includes risk from sanctions imposed by a regulatory body, risk from financial
loss, as well as the reputation risk, which represents the possibility of occurrence of adverse effects on the Bank's
financial result and capital due to creation of a negative public image that affects market positioning of the Bank;
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4. FINANCIAL RISK MANAGEMENT (continued)

(@) Introduction and overview (contfinued)

*  The risk of money laundering and terrorist financing is the risk of having adverse effects on the financial result, equity
or reputation of the Bank due fo the usage of the Bank (direct or indirect usage of the business relationship with the
Bank, fransactions, services or products of the Bank) for money laundering and/or terrorist financing;

»  Strategic risk, which represents the possibility of occurrence of adverse effects on the Bank’s financial result and
capital due fo the lack of appropriate strategies and policies and their inadequate implementation, as well as due
fo changes in the environment in which the bank operates or the lack of appropriate response by the bank fo such
changes;

* Investment risks, which include risks of the Bank’s investment info other legal entities and fixed assefs.

The Board of Directors has overall responsibility for the establishment and oversight of the Bank’s risk management
framework. The Board has established the Asset and Liability Committee (ALCO), Credit Committee, as well as Operational
Risk Committee, which are responsible for developing and monitoring Bank risk management policies in their specified
areas.

The Bank’s risk management policies are established to identify and analyse the risk faced by the Bank, fo set appropriate
risk limits and confrols, and to monitor risks and adherence fo limits. Risk management policies and systems are reviewed
regularly fo reflect changes in market conditions, products and services offered.

The Bank's Audit Committee is responsible for monitoring compliance with the Bank’s risk management policies and
procedures, and for reviewing the adequacy of the risk management framework in relation fo the risk faced by the Bank.
The Bank’s Audit Committee is assisted in by Internal Audit, Internal Audit undertakes both, regular and ad-hoc reviews of
risk management controls and procedures, the result of which are reported to the Audit Committee.
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4.
(b)

FINANCIAL RISK MANAGEMENT (continued)
Credit risk

In measuring credit risk af the level of borrowers, the Bank assesses the risk of possible losses due fo deterioration in the
creditworthiness of borrowers. Credit risk represents a possibility of occurrence of adverse effects on the Bank’s financial
result and capifal due to a default of the borrower towards the Bank, including the following:

Settlement/delivery risk, which represents the possibility of occurrence of adverse effects on the bank’s financial result
and capital arising from unsettled transactions or due to non-execution of liabilities of the counterparty against free
delivery transactions on the agreed sefflement/delivery date;

Counterparty risk, which represents the possibility of occurrence of adverse effects on the bank’s financial result and
capifal arising from the counterparty’s failure fo fulfil his part of the deal in a transaction before final seftlement of
cash flows of the fransaction;

Residual risk, which represents the likelihood of occurrence of adverse effects on the bank’s financial result and capital
due fo the fact that the credit risk mitigation techniques are less efficient than anficipated or their implementation does
not have sufficient influence on reduction of risks fo which the Bank is exposed;

Dilution risk, which represents the possibility of occurrence of adverse effects on the bank’s financial result and capifal
due fo reduced value of purchosed receivables as a result of cash or non-cash liabilities of the former creditor fo the
debtor;

FX component of credit risk, which represents the possibility of occurrence of adverse effects on the bank’s financial
result and capital due to deterioration of the debtor’s financial capacity caused by change in foreign exchange rates;
Inferest rate induced credit risk, which presents the possibility of occurrence of adverse effects on the Bank's financial
result and capital due 1o the deterioration of the borrower’s financial ability caused by the change in inferest rafes;
Concentration risk, which represents the possibility of occurrence of adverse effects on the bank’s financial result and
capifal due fo the concentration of the Bank's exposure towards the same or similar source of risk origination (debtors
and/or groups of related debtors, economic secfors, geographic regions, efc.,).



4. FINANCIAL RISK MANAGEMENT (continued)

(b)  Credit risk (continued)

The Bank applies the Corporate Rating System which has been developed,/harmonized by RBI Group. The corporate
Rating system considers quantitative and qualitative parameters for the economic customer rating.

The Corporate Rating system includes following grades:

5A, 5B, 5C -

/A, 7B, 7C -

1C - minimal risk;

2A, 2B, 2C - excellent credit standing;
3A, 3B, 3C - very good credit standing;
4A, 4B, 4C - good credit standing;
sound credit standing;

OA, 6B, 6C - acceptable credit standing;
marginal credit standing;
8A, 8B, 8C - weak credit standing;

9A, 9B, 9C - very weak credit standing and

10 — default/bankruptcy or similar proceedings.

Crade 10 is applied only for clients which are not able fo settle their obligations (default).

Beside Corporate Rafing system, separate rating sysfems are used for small companies, local and administrative bodies,

financial institutions, insurance companies, project financing, as well as scoring model for micro and retail clients.

Below is disclosed connection between rafing grades for Corporate and SMB clients and level of credit quality, used for

disclosure purposes:

Credit quality High quality Medium quality Low quality Default
Corporate clients

Rating 1C-4C 5A-7C 8A - 9C 10
PD range 0.0003 - 0.00406 0.00552 - 0.06204 0.08469 - 0.42503 1
Financial Institutions

Rating 1A -4C 5A-7C 8A-9C 10
PD range 0.00001 - 0.00408 0.00547 - 0.06292  0.08546 - 0.43581 1
SMB

Rating 1C-4C 5A-7C 8A - 9C 10
PD range 0.0003 - 0.00406 0.00551 -0.06274  0.08522 - 0.51353 1
Project Finance

Rafing 6.1-672 6.3 6.4 6.5
PD range 0.00229 - 0.00446 0.01641 0.19074 1
Insurances

Rating 0.5-25 3.0-35 40-45 5.0
PD range 0.0003 - 0.0008 0.00157 -0.01338 0.0265 -0.08516 ]
Sovereign

Rating Al -B2 B3-B4 B5-C 10
PD range 0.0-0.00033 0.00103 - 0.00608 0.0249 - 0.09872 1
Private individuals (housing loans, cash loans, visa and visa revolving cards)

Rating 05-25 30=35 40-45 5.0
PD range 0.0-0.027 0.027-0.1 0.1-0.18 1
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4. FINANCIAL RISK MANAGEMENT (continued)
(b)  Credit risk (continued)

The Bank manages limits and confrols concentrations of credit risk wherever they are identified - in particular, fo individual
counterparties and groups, and fo industries and countries. The Bank structures the levels of credit risk it undertakes by
placing limits on the amount of risk accepted in relation to one borrower, or groups of borrowers, and to geographical
and industry segments, Such risks are monitored on a revolving basis and are subject fo an annual or more frequent review,
when considered necessary. The exposure to any borrower, including banks and brokers is further restricted by sub-imits
covering on-and-off-balance sheet exposures, and daily delivery risk limits in relation to trading items such as forward
foreign exchange contracts.

Actual exposures against limits are monitored daily. Exposure fo credit risk is also 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. Limits defined in the Bank cover all exposures. Entering info fransactions where no limits
are established is not allowed and every limit excess has to be reported immediately fo the relevant body.

Credit-related commitments

Guarantees and standby lefters of credit carry the same credit risk as loans. Documentary and commercial leffers of credit
which are written underfakings by the Bank on behalf of a customer authorizing a third party fo thaw drafts on the Bank
up 1o a sfipulated amount under specific terms and conditions are collateralized by the underlying shipments of goods fo
which they relate and therefore carry less risk than a direct loan.

Commitments fo extend credit represent unused portions of authorizations fo extend credit in the form of loans, guarantees
or letters of credit. With respect to credit risk on commitments to extend credit, the Bank is potentially exposed to loss
in an amount equal to the total unused commitments. However, the likely amount of loss is less than the total unused
commitments, as most commitments fo extend credit are contingent upon cusfomers maintaining specific credit standards.
The Bank monitors the ferm fo maturity of credit commitments because longer-term commitments generally have a greater
degree of credit risk than shorter-ferm commitments.



4. FINANCIAL RISK MANAGEMENT (continued)

(b)  Credit risk (continued)

The total exposure to credit risk as at 31.12.2019 is presented below:
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Bank assefs exposed to credit risk

Accumulated

B allowances for Bank asset
Gross impairment / Net not exposed
exposure provisions exposure to credit risk Total
1 2 3(12) 4 5 (3+4)

Cash and balances with central bank 21,565,954 4 21,565,950 48,339,312 69,905,262
Receivables arising from derivatives - - 21,442 21,442
Securities 53,180,306 6,801 53,173,505 1,328,938 54,502,443
toans and recefvables fo barks and ofher 13,551,669 738 13,550,931 (319) 13,550,612
financial institutions
loans and receivables to other customers 176,712,158 4,938,276 171,773,882 (189,163) 171,584,719
Receivables from derivatives held  for 152,072 152,072
hedging against the risk
Investments in subsidiaries 1,293,551 1,293,551 1,293,551
Infangible assefs 731,144 731,144
Property, plant and equipment - - 6,172,623 6,172,623
Current tax assefs 11,682 11,682 11,682
Deferred tax assefs - - - 266,268 266,268
Other assefs 464,333 80,425 383,908 327411 711,319
Balance sheet exposure 266,779,653 5,026,244 261,753,409 57,149,728 318,903,137
Issued guaranties and warranties 54,081,069 287021 53,794,048 53,794,048
Contingent liabilities 101,660,727 371,852 101,288,875 5952907 107,241,782
Other offbalance sheet exposures * - - 781,649,518 781,649,518
Off-balance sheet exposure 155,741,796 658,873 155,082,923 787,602,425 942,685,348
Total exposure 422,521,449 5,685,117 416,836,332 844,752,153 1,261,588,485

* Other off-balance sheet exposures

mostly relates to the Bank’s evidence of received collaterals.
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4. FINANCIAL RISK MANAGEMENT (continued)
(b)  Credit risk (continued)

The tofal exposure to credit risk as at 31.12.2018 is presented below:

Bank assefs exposed fo credit risk

Accumulated

i allowances for Bank asset
Gross impairment / Net not exposed
exposure provisions exposure to credit risk Total
1 2 302) 4 5 (3+4)

Cash and balances with central bank 21,942,490 6 21,942,484 49941,635 71,884,119
Receivables arising from derivatives - - - 16,141 16,141
Securities 50,345,601 17,538 50,328,063 141 50,328,204
Loans and receivables fo banks and ofher 11,572,147 14,093 11,558,054 50 11,558,104
financial institutions
loans and receivables to other customers 156,779,637 6,391,910 150,387,727 110 150,387,617
Receivables from derivatives held for ) ) ) 77362 77362
hedging against the risk
Investments in subsidiaries 1,028,323 - 1,028,323 - 1,028,323
Infangible assets - - 647,494 647,494
Property, plant and equipment - - - 4,790,135 4,790,135
Deferred tax assefs - - - 306,786 306,786
Other assets 775,433 73,216 702,217 197,832 900,049
Balance sheet exposure 242,443,631 6,496,763 235,946,868 55,977,466 291,924,334
Issued guaranties and warranties 47378,047 277704 47100,343 - 47.100,343
Contingent liabilities 80,879,971 208,737 80,671,234 4,211,450 84,882,684
Other offbalance sheet exposures * - - 511,117357 511,117357
Off-balance sheet exposure 128,258,018 486,441 127,771,577 515,328,807 643,100,384
Total exposure 370,701,649 6,983,204 363,718,445 571,306,273 935,024,718

* Other offbalance sheet exposures mostly relates fo the Bank’s evidence of received collaterals.

Regarding regional exposure, loans and advances and off-balance sheet items are placed almost exclusively on the
territory of the Republic of Serbia. The Bank did not lend to the debtors from high-risk areas, so that the Bank is not exposed
fo concentration risk arising from investments in high-risk countries.
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4. FINANCIAL RISK MANAGEMENT (continued)

(b)  Credit risk (continued)

Transfer of loans and receivables to customers between stages in 2019 is presented below:

Stage 1 Stage 2 Stage 3 Total
Balance as at 31 December 2018 207,763,732 26,843,533 6,732,834 241,340,099
New loans granted 135,793,227 5,300,659 675,534 141769420
Decrease / repayment (101,197,849) (12,856,773) (3,587330) (117,641,952)
Transfer from sfage 1 (4,343,694) 3,341,665 1,002,029 -
Transfer from stage 2 5,064,601 (5,882,894) 818,293
Transfer from stage 3 103,365 115,248 (218,613) -
Balance as at 31 December 2019 243,183,382 16,861,438 5,422,747 265,467,567

Change in allowance for impairment of loans and receivables fo to cusfomers between sfages in
below:

2019 is presented

Stage 1 Stage 2 Stage 3 Total
Balance as at 31 December 2018 580,706 573,727 5,324918 6,479,351
New loans granted 474,522 338,940 1,455,154 2,268,616
Decrease / repayment (358,342) (360,841) (3,009,274) (3,728,457)
Transfer from stage 1 (34,139) 17756 16,383 -
Transfer from stage 2 8,533 (103,198) 94,665
Transfer from stage 3 674 8,490 (9,164) -
Balance as at 31 December 2019 671954 474,874 3,872,682 5,019,510
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Data on sectorial and geographical concentration of balance sheet assetfs and off balance sheet items are shown below
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FINANCIAL RISK MANAGEMENT (cont
Credit risk (continued)

4.

(b)
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FINANCIAL RISK MANAGEMENT (cont
Credit risk (continued)
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FINANCIAL RISK MANAGEMENT (continued)

Credit risk (continued)
Sector concentration, including information on the sfructure of NPLs is shown below. Under the non performing receivables,

Indicators” (according fo the internal directives of RBI Group). Data on problematic balance sheet assets and off-balance

the Bank considers receivables from debtors who meet some of the “default” indicators, stated below in the table “Default
sheet items are shown below:
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FINANCIAL RISK MANAGEMENT (cont
Credit risk (continued)

4.

(b)
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)
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FINANCIAL RISK MANAGEMENT (cont
Credit risk (continued)

4.

(b)
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4. FINANCIAL RISK MANAGEMENT (continued)
(b)  Credit risk (continued)

Impairment policy

The Bank recognises loss allowances for expected credit losses (hereinafter: ECL) on the following financial instruments that
are not measured at FVTPL:

e Financial assets that are debt instruments;
*  Financial guarantee contracts issued; and
e loan commitments issued.

No impairment loss is recognised on equity investments

IFRS 9 prescribes a three-stage model for impairment based on changes in credit quality since initial recognition. This
model requires that a financial instrument that is not credit-impaired on initial recognition is classified in Stage 1 and has its
credit risk confinuously monitored. If a significant increase in credit risk since initial recognition is not identified, allowance
for impairment for such financial instrument is calculated as 12-month ECL. If a significant increase in credit risk since initial
recognition is identified, the financial instrument is moved fo Stage 2 but is not yet deemed to be credit-impaired. In case
of significant increase of credit risk since initial recognition, allowance for impairement for such financial instrument is
calculated as life-time ECL. If the financial instrument is creditimpaired, the financial instrument is then moved fo Stage 3.

Purchased or originated creditimpaired financial assets are those financial assets that are creditimpaired on initial
recognition. Their expected credit loss is always measured on a lifefime basis.

The Bank measures loss allowances af an amount equal fo lifetime ECL, except for the following, for which they are
measured as 12-month ECL:

o Debt invesiment securities that are determined to have low credit risk at the reporting date; and
e Other financial instruments on which credit risk has not increased significantly since their initial recognition.

In Bank, as pracfical expedient, it is assumed that securities with investment grade should not be assessed fo see
whether the credit risk on a security has increased significantly. Here investment grade is defined by recognised external
rafing agencies as a rating between AAABBB (Standard’s & Poor’s, Fitch) and Aaa-Baa (Moody’s). I information from
recognised external rating agencies is not available the equivalent internal ratings can be mapped fo the external ratings.
This mapping should consider the market participant perspective taking into account all of the terms and conditions of the
security. In cases where there is no external or infernal rating the probability of default which is equivalent to investiment
grade can be used if available.

Measurement of Expected Credit Losses

The measurement of expected credit losses reflects an unbiased and probability-weighted amount that is defermined by
evaluating a range of possible outcomes, the time value of money and reasonable and supportable information that is
available without undue cost or effort at the reporting date about past events, current conditions and forecasts of future
economic condifions.
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FINANCIAL RISK MANAGEMENT (continued)

Credit risk (continued)

Expected credit losses are calculated as sum of marginal losses af balance sheet date. Marginal losses

Marginal losses are derived from risk parameters used for assessment of exposures and losses in case of default and
marginal probabilities of defaults for each period. Calculation of expected credit losses is based on four parameters:

The probability of default (PD), which represents the likelihood of a borrower defaulting on its financial obligation
over defined period;

The exposure at default (EAD), which is based on the amounts the Bank expects to be owed at the time of default,
faking in the account repayment of principal and inferest, as well as expected use of loan commitments funds;

The loss given default (IGD), which represents the Bank's expectation of the exfent of loss on a defaulted exposure.
LGD is based on difference between contracted cash flows and expected cash flows, taking in the account cash
flows from realisation of collateras. Usually, LGD is presented as percentage of EAD; and

Discount rate is used in the expected credit loss calculation. Diccount rate is the effective interest rafe effective at the
initial recognition date or an approximation thereof.

In the process of stimation of ECL, the Bank is not required to identify all possible scenarios. However, the Bank is obliged
fo assess risks or probability that credit loss will arise, even if probability of loss occurance is very low.

ECL are a probability-weighted estimate of credit losses. They are measured as follows:

Financial assefs that are not credit-impaired at the reporfing date: as the present value of all cash shortfalls i.e. the
difference between the cash flows due to the entity in accordance with the contract and the cash flows that the
Bank expects fo receive;

Financial assefs that are credit-impaired at the reporfing date: as the difference between the gross carrying amount
and the present value of estimated future cash flows;

Undrown loan commitments: as the present value of the difference between the contractual cash flows that are due
fo the Bank if the commitment is drawn down and the cash flows that the Bank expects fo receive; and

Financial guarantee contracts: the expected payments to reimburse the holder less any amounts that the Bank expects
to recover.
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4. FINANCIAL RISK MANAGEMENT (continued)
(b)  Credit risk (continued)

Restructured financial assets

If the terms of a financial asset are renegotiated or modified or an existing financiol asset is replaced with a new one due
fo financial difficulties of the borrower, then an assessment is made of whether the financial asset should be derecognised
and ECL are measured as follows.

o If the expected restructuring will not result in derecognition of the existing asset, then the expected cash flows arising
from the modified financial asset are included in calculating the cash shortfalls from the existing asset;

o If the expected restructuring will result in derecognition of the existing assef, then the expected fair value of the new
assef is freated as the final cash flow from the existing financial assef at the time of its derecognition. This amount is
incdluded in calculating the cash shortfalls from the exisfing financial asset that are discounted from the expected date
of derecognition fo the reporting date using the original effective interest rate of the existing financial asset.

Credit-impaired financial assefs

At each reporting date, the Bank assesses whether financial assefs carried at amortised cost and debt financial assets
carried at FVOCl are credit-impaired. A financial asset is credit-impaired when one or more events that have a defrimental
impact on the estimated future cash flows of the financial asset have occurred. Evidence that a financial asset is credit-
impaired includes the following observable data:

*  Significant financial difficulty of the borrower or issuer;

* A breach of confract such as a default or past due event;

*  The restructuring of a loan or advance by the Bank on terms that the Bank would not consider otherwise;
* Itis becoming probable that the borrower will enfer bankruptcy or other financial reorganisation;

*  The disappearance of an active market for a security because of financial difficulties;

*  Purchase or origination of financial assefs with deep discount that reflects the incurred credit losses.

Identification of impaired financial assets in practice is performed through alignment of default definition and definition
of creditimpaired financial assets. The Bank defines a financial instrument as in default, which is fully aligned with the
definition of credit-impaired, when it meets one or more of the following criteria:

*  The Bank consider that is highly unlikely that borrower will seftle its obligaton in fully, without taking in consideration
collection through collateral realisation; or
*  The borrower is more than 90 days past due on its contractual payments.
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FINANCIAL RISK MANAGEMENT (continued)

Credit risk (continued)

In accordance with internal procedures, following default indicators are defined for non-refail exposures:

— = 0®ENO LR LN

N=O

Bankruptey;

Direct write-off;

Claim writtem-off against provison;
loan / facility called;
Restructuring;

Interest calculation cancellation;
Claim sold with loss;

Overdue payment;

License withdrawn;

Payment moratorium;

Expected economic loss;

Cross default.

In accordance with internal procedures, following default indicators are defined for retail exposures:

—

8.

loss over 90 days for any material credit obligation;

Confirmed cases of credit fraud which were committed by a customer of the bank will lead to default recognition for
all active accounts. Threshold would not be considered:;

The death of the borrower — the event will lead fo default recognition for all active accounts. Threshold would not be
considered;

A restructuring of an obligation if it results in NPV decrease af least by 2.5%, as weel as if the exposures with more
than 60 days overdue are restructured (“distressed restructuring”);

Borrower is in default in sefflement of its obligation toward state, other lenders or employees for material amount
(more than quarterly average in normal circumstances, with exemption of specific months or fransactions, with clear
explanation);

Lost job — in this case, all active accounts would be qualitied as default. Threshold would not be considered;

Cross default — default status would be marked on fadility level. For example, if client has two cash loans and one of
them is in deault (e.g. overdue obligation for more than 90 days for material amount), the other one will be marked
as default, too;

Other.

The criteria above have been applied to all financial instruments held by the Bank and are consistent with the definition
of default used for intemal credit risk management purposes. The default definition has been applied consistently fo model
the Probability of Default (PD), Exposure at Default (EAD) and loss given Default (LGD) throughout the Bank expected loss
caleulations.

An instrument will be considered fo no longer be in default (i.e. to have cured) when it no longer meets any of the default
criteria for a consecutive period of a minimum of 3 months or longer for distressed restructured exposures. This period of
3 months has been determined based on an analysis which considers the likelihood of a financial instrument returning to
default status after cure using different possible cure definitions.
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4. FINANCIAL RISK MANAGEMENT (continued)
(b)  Credit risk (continued)

For financial instruments in Stage 3 i.e for creditimapaired financial assefs ot balance sheet date (except POC), the Bank
measures expected credit loss as difference between gross carrying value of financial assefs and present value of expected
cash flows discounted at original effective interest rate. Each difference is recognized in profit or loss. For collateralized
financial assets, this assessment includes expected cash flows from collateral realization decreased for costs related to
obtfaining of collateral and its realisation. At least two scenarios are should be used for calculation of expected credit
loss (even if only one collection strategy is probable), where each scenario should be probability weighted. All relevant
scenarios should be considered (not only the most probable scenarios). In the process of ECL calculation, these scenarios
which are assessed as highly unlikely should not be taken in the calculation.

Significant Increase in Credit Risk

The Bank considers a financial instrument to have experienced a significant increase in credit risk when one or more of
the following quantitative, qualitative or backstop criteria have been met:

Quantitative Criteria

The Bank uses quantitative criferia as the primary indicator of significant increase in credit risk for all material portfolios. For
quantifative staging the Bank compares the lifetime PD curve af measurement data with the forward lifetime PD curve at
the date of initial recognition. For the estimation of the lifefime PD curve at the date of initial recognition assumptions are
made about the structure of the PD curve. On the one hand, in the case of highly rated financial instruments, it is assumed
that the PD curve will deferiorate over time. On the other hand, for low rated financial instruments, it is assumed that the
PD curve will improve over time. The degree of improvement or deterioration depends on the level of the initial rating. In
order to make the two curves comparable the PDs are scaled down fo annualized PDs.

In general, a significant increase in credit risk is considered fo have occurred with a relafive increase in the PD of up fo
250% although this amount can be lower due fo several limiting factors such os closeness to maturity and portfolios of
products.

The threshold value of 250% is made time dependent. The value of 250% is valid if the remainder of the maturity is
one year or less. For maturities greater than one year, the value is subject to an adjustment. This is necessary fo offsef a
maturity effect. For example, for greater residual maturities a rating downgrade affer a year since origination is less likely to
frigger a stage 2, than for smaller residual maturities. This is because default probabilities converge over time fowards the
long-term average default probability. This behaviour of the default probability leads to that initial PD and current PD are
built from default probabilities which become very similar after a cerfain period of time, regardless of the original starting
point of the default probability. This means that stark differences of the default probabilities af the beginning diminish over
time and a 250% increase becomes less likely fo be “achieved” the longer maturities play a role in the calculation of PD.

To offset this maturity effect, the staging threshold of 250% is adjusted for different maturities and for longer maturities, PD
threshold becomes smaller (@ minimum is 150%).
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4. FINANCIAL RISK MANAGEMENT (confinued)
(b)  Credit risk (continued)

For financial instruments, which do not possess a credit rafing af reporting date, stage 2 applies. There are no exceptions
from this rule. For financial instruments, which do not possess a credit rating at origination, stage 2 applies. A grace period
of 6 months is allowed fo assign a rating fo a facility in case of the exact date of the origination no rafing was found.

Qualitative Criteria

The Bank uses qualitative criteria as a secondary indicator of significant increase in credit risk for all material portfolios. A
movement fo Stage 2 fakes place when the criferia below are met.

For sovereign, bank, corporate and project finance portfolios, if the borrower meets one or more of the following criteria:

e External market indicators;

*  Changes to management approach;
*  Changes in confract ferms;

*  Expert judgement;

*  Default over 30 days.

The assessment of significant increase in credit risk incorporates forward-looking information and will be performed on a
quarterly basis at a deal level for all non-refail portfolios held by the Bank.

For retail portfolios, if the borrower meetfs one or more of the following criteria:

e Forbearance
*  Expert judgement.

The assessment of significant increase in credit risk incorporates forward-looking information and will be performed on a
monthly basis at a deal level for all refail portfolios held by the Bank.

Determination of credit risk — exceptions
In the process of credit risk defermination, the Bank applies following exceptions:

*  low credit risk exception: financial instrument for which is determined fo have low credit risk af the reporting date will
be assigned fo stage 1. The Banks applies this exemption only for sovereign bonds with one-year default rates below
0.5% (including information of future movements);

*  Newly orginated assefs: All new assets will be assigned fo stage 1 when reported for the first time;

*  Asset owned by the Bank: Since deterioration of credit risk is not possible for these assefs, these assefs will be
assigned fo stage 1.
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4. FINANCIAL RISK MANAGEMENT (continued)
(b)  Credit risk (continued)

Explanation of inputs, assumptions and esfimation techniques

The expected credit loss is measured on either a 12-month or lifetime basis depending on whether a significant increase in
credit risk has occurred since initial recognition or whether an asset is considered fo be creditimpaired. Forward-ooking
economic information is also included in defermining the 12-month and lifetime PD, EAD and LGD. These assumptions
vary by product type. Expected credit losses are the discounted product of the probability of default (PD), loss given default
(LGD), exposure at default (EAD) and discount factor (D).

Probability of Default

The probability of default represents the likelihood of a borrower defaulting on its financial obligation either over the next
12 months or over the remaining lifefime of the obligation. In general the lifetime probability of default is calculated using
the regulatory 12 month probability of default, stripped of any margin of conservatism, as a starting point. Thereafter
various statistical methods are used to generate an esfimate of how the default profile will develop from the point of initial
recognition throughout the lifefime of the loan or portfolio of loans. The profile is based on hisforical observed data and
parametric functions.

Different models have been used to estimate the default profile of outstanding lending amounts and these can be grouped
info the following categories:

*  Sovereign, local and regional governments, insurance companies and collective invesiment undertakings the default
profile is generated using a fransition matrix approach. Forward looking information is incorporated into the probability
of default using the Vasicek one factor model;

*  Corporate customers, project finance and financial instituions the default profile is generated using a parametric
survival regression (Weibull) approach. Forward looking information is incorporated info the probability of default
using the Vasicek one facfor model;

General form for PD parameter function is:
pd(fj=exp(a+b*f(pd(1))+(c+d*g(pd(1)) *logl(!)
where f(x) and g(x) are logoritam functions.

Parameters are assessed by using of non-linear minimal quadrant. Change in rating and related one-year default rate are
dependance variable.

IRB approach is obtained for model used and models are validated annualy. Annual validation is subject of regulatory
approval and is supervised by ECB and OeNB. Rating and related probability of default are unbiased. Any regulatory
margin of conservatism is dropped.

*  Retail morigages and other retail lending the default profile is generated using parametric survival regression in
competing risk frameworks. Forward looking information is incorporated info the probability of default using satellite
models.

In the limited circumstances where some inputs are not fully available grouping, averaging and benchmarking of inputs is
used for the calculation.
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4. FINANCIAL RISK MANAGEMENT (confinued)
(b)  Credit risk (continued)

Loss Given Default (LGD)

LGD represents the Bank's expectation of the extent of loss on a defaulted exposure. LGD varies by type of counterparty
and product. IGD is expressed as a percentage loss per unit of exposure at the time of default. IGD is calculated on o
12-month or lifetime basis, where 12-month LGD is the percentage of loss expected fo be made if the default occurs in the
next 12 months and lifefime LGD is the percenfage of loss expected to be made if the default occurs over the remaining
expected lifetime of the loan.

Different models are used fo estimate the LGD and these can be grouped info the following categories:

*  Sovereign: the LGD is found by using market implied sources. Market sources are external data on losses related fo
sovereign defaults (debts write offs during resfructuring processes and similar).;

*  Corporate cusfomers, project finance, financial insfitutions, local and regional governments, insurance companies:
the LGD is generated by discounting cash flows collected during the workout process. Forward looking information
is incorporated into the LGD using the Vasicek model;

*  Refail mortgages and other retail lending: the LGD is generated by sfripping the downturn adjustments and other
margins of conservatism from the regulatory LGD. Forward looking information is incorporated info the LGD using
various satellite models;

* In the limited circumsfances where some inputs are not fully available allemnative recovery models, benchmarking of
inputs and expert judgement is used for the calculation.

Exposure at Default (EAD)

EAD is based on the amounts the Bank expecls to be owed af the time of default, over the next 12 months or over the
remaining lifefime. The 12-month and lifefime EADs are determined based on the expected payment profile, which varies
by product type. For amortising products and bullet repayment loans, this is based on the contractual repayments owed
by the borrower over a 12 months or lifetime basis. Where relevant early repayment/refinance assumptions are also
considered in the calculation.

For revolving products, the EAD s predicted by taking current drawn balance and adding a credit conversion factor which
allows for the expected drawdown of the remaining limit by the time of default. The prudential regulatory margins are
removed from the credit conversion factor. Parameters calculated for regulatory purposes, e.g. LDG and CCF used for
RWA calculation, are calculated including margins of conservatism. For IFRSY purposes, same parameters are used but
without margins of conservatism. In the limited circumstances where some inputs are not fully available benchmarking of
inputs is used for the calculation.

Discount Factor

In general, for on balance sheet exposure which is not POCI, the discount rate used in the expected credit loss calculation
is the effective inferest rate or an approximation thereof.
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4. FINANCIAL RISK MANAGEMENT (continued)
(b)  Credit risk (continued)

Calculation

The expected credit loss is the product of PD, LGD and EAD times the probability not to default prior to the considered
time period. The laffer is expressed by the survivorship function S. This effectively calculates future values of expected credit
losses, which are then discounted back fo the reporting date and summed. The calculated values of expected credit losses
are then weighted by forward looking scenario.

Different models have been used to estimate the Stage 3 provisions of outstanding lending amounts and these can be
grouped info the following categories:

*  Sovereign, corporafe customers, project finance, financial institutions, local and regional governments, insurance
companies and collective invesiment undertakings the Stage 3 provisions are calculated by workout managers who
discount expected cash flows by the appropriate effective interest rate;

*  Retail mortgages the Stage 3 provision is generated by calculating the discounted collateral realization value;

o Other refail lending the Stage 3 provision is generated by calculating the statistically derived best estimate of
expected loss which has been adjusted for indirect costs.

No attempt is made to rebut the presumption that financial assets which are more than 90 days past due are to be shown
in Stage 3.

Forward Looking Information

The assessment of significant increase in credit risk and the calculation of expected credit losses both incorporate forward-
looking information. The Bank has performed historical analysis and identified the key economic variables impacting credit
risk and expected credit losses for each portfolio.

Incorporaion of forward looking information into impairment calculation is done via the macroeconomic models, which
leads to a direct adjusiment of the default probabilities. Forward looking information is incorporated via the macroeconomic
input parameters of the macroeconomic model. Since the Bank will not know future realizations of these macroeconomic
parameters with certainty, the inherent uncertainty makes it necessary fo consider a scenario calculation.

In addition to the base economic scenario, the Bank also provide a best case and worst case scenario along with scenario
weightings fo ensure non-linearities are captured. The Bank has concluded that three scenarios appropriately captured
non-inearity. The base scenario has an attached weight of 50% in the calculation. The latfter two scenarios are affached
with a weight of 25%.

"Raiffeisen Research” delivers a sef of values for the relevant macroeconomic variables for each scenario. The sef of values
is provided quarterly and covers a three-year period. For time horizon over 3 years, in order fo project economic variables
for the rest of the product life, a medium reversion approach was used - which means that economic variables converge
fo long-term average or average growth rafe to maturity.



133

4. FINANCIAL RISK MANAGEMENT (confinued)
(b)  Credit risk (continued)

The impact of these economic variables on the probability of default, loss given default and the exposure of default
are determined using sfafistical regression fo find out what the impact of the mentioned variable had historically on the
probability of default, loss given default and the exposure at default

As with any economic forecasts, the projections and likelihoods of occurrence are subject fo a high degree of inherent
uncertainty and therefore the actual outcomes may be significantly different to those projected. The Bank considers these
forecasfs fo represent ifs best estimate of the possible outcomes and cover any potfential non-linearities and asymmetries
within the Bank different portfolios.

Sensitivity analysis
The most significant assumptions affecting the expected credit loss allowance are as follows:

*  Corporate portfolios;
- Gross domestic product;
- Unemployment rate;
- long term govermment bond rate;
Inflation rate;

*  Refail portfolios;
- Gross domestic product;
Unemployment rate;
- Redl estate prices.

In addition, in order to incorporate forward looking information, the Bank developed the “credit clock” approach, which
is used fo identify the current position in a credit cycle as well as a trend. Depending on the current position of EBITDA
and Net debt over a median and a trend, the credit clock delivers a risk assessment (low, medium, high). Based on the
assessment on the position in a credit cycle, parametars are adjusfed, but only for these variations which are not explained
by macroeconomic model (fo avoid double counting with respect fo the macro model) and only if these adjustments
improve macro model performance.

Data on gross and net balance sheet assets and off-balance sheet exposures to credit risk by sectors and categories of
exposure, according fo the method of impairment defermination and the value of collateral are shown below is shown in
the table below:
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)
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FINANCIAL RISK MANAGEMENT (cont
Credit risk (continued)

4.
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)
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FINANCIAL RISK MANAGEMENT (cont
Credit risk (continued)
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.
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FINANCIAL RISK MANAGEMENT (cont
Credit risk (continued)

4.
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(continued)

FINANCIAL RISK- MANAGEMENT

Credit risk (continued)
Data on exposure fo credit risk by sectors and categories of claims, according fo the impairment status and number of

days of delay are shown below:
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nued)

.

FINANCIAL RISK MANAGEMENT (cont
Credit risk (continued)

4.

(b)
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4.
(b)

FINANCIAL RISK MANAGEMENT (continued)

Credit risk (continued)

Loans with renegotiated ferms

The Bank does not have loans and receivables to banks and other financial insfitutions with renegotiated terms, nor
invesiment securifies with renegotiated terms.

Restructuring process for legal entity is initiated/implemented if the Bank estimates that the financial difficulties of the debtor
are femporary i.e., if bank estimates that restructuring will provide a long-term sustainability of the borrowers” business. In
the process of restructuring, the Bank shall be guided by the following principles:

The activities are tailored in such a manner as to ensure survival of the company and not endanger liquidity plan (i.e.,
exposure reduction should be investigated carefully and applied only if it does not compromise the business plan);
Design a financial restructuring plan: focus both towards stabilising immediate cash flow and fowards performing
balance sheet improvements (such as non-core asset disposal, equity in-crease, liability restructuring including infra-
group loans and off-balance items), with a medium to long term purpose of achieving improved and sustainable
EBITDA i.e., improve debt repayment capacity, as well as company value;

Involve external consultants in complex cases, covering various aspects of restructuring efforts: IBR, legal, fax and
operational advise and/or supervision, design and implementation of reorganisation/ restructuring scheme);
Cooperate with other Financiers in order to keep the customer alive and overcome the temporary difficulfies: the
cooperation needs should be considered case by case (establishment of refinancing through syndicate, pooling
collaterals, defermine supporting vs, hostfile banks, assigning a leader in the process or sefting up a steering
committee, reducing the number of Creditors involved efc.);

If borrower shows openness, new Investor is fo be searched for (in agreement/in cooperation/ jointly with the
borrower);

Request and support the reorganisation of the borrower, operational and strategic business improvements (changing
the management and sfrafegic concepts, modifying processes and organisational structures, (re)focusing on core
business, reducing operational cosfs, prioritising invesiments and/or reducing investment related costs efc.,).



4. FINANCIAL RISK MANAGEMENT (confinued)
(b)  Credit risk (continued)

In the process of resfructuring of the legal entities, the Bank implements various measures, always insisting on the
principle of responsibility of creditor. Here are some of the restructuring measures implemented by the Bank (the list is nof
comprehensive, since the cases of resfructuring are specific and always require an individual approach):

*  Modify the product: (i) refinance the exposure in a different product, either more appropriate for the Borrower's
business profile or presenting better risk profile for the Bank (e.g., factoring, leasing), (i) request upront payments,
(iii) modify the insfalment size and frequency, (iv) modify interest rafes, (v) impose sanctions (e.g., rescheduling fees);

*  Strengthen the contracts; adjust clauses and covenants, with the aim fo (i) to ring-fence the Bank’s position if it comes
to enforcement and (ii) fo serve the establishment of financial discipline, data service, (iii) fo support the execution of
restructuring plan, obtaining additional owners’ commitment efc. ;

*  Cetintouch with creditors and set up a Creditors” Committee if needed, involve also other Stakeholders if the Strategy
requires this (please note that this step should be carefully considered in accordance with the direct contractual frame
established with the borrower, as well as with the purpose that should be achieved through such actions);

*  Channel borrower’s Cash Flow through the Bank, including checking existing pledges on receivables and updating
them if relevant (if assignments are silent, underfake all efforts to change this status and notify the buyers);

*  Explore the possibility of involving New Stakeholders (Investors/ Equity partners, Suppliers, and Customers).

Management of problematic exposures requires high pro-activity and sfrict monitoring of implementation of defined
strafegy with the aim fo prevent loss for the Bank and maximum recovery of existing exposure, Having in mind these goals,
internal (between several departments and divisions within the Bank) and external (between the Bank and the debtor or
between several banks which are creditors, efc.,) flow of information must be set and ensured so that the Bank could have
relevant and updated information on its disposal which shall be used fo define restructuring strategy and relationship with
the debtor in general. There is a clearly defined line of authority within competent Workout Division which indicates who
is in charge of daily monitoring and relationship with the debtor as well as which bank decision body is responsible for
approval or correction of proposed restructuring steps/measures,

Every aspect of the Bank-Debtor relationship is defined by signing of necessary legal documentation (which is prior fo
signing checked by the Bank legal department). This ensures the fransparency of agreed resfructuring strategy,/sfeps but
also defines obligations of all contractual parties, legal department of the Bank is charge of all legal issues related fo the
relationship between the Bank and the debtor no matter if they are related fo pre or post resfructuring phase.
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4.
(b)

FINANCIAL RISK MANAGEMENT (continued)

Credit risk (continued)

Control of contracted and implemented restructuring measures is fulfilled through defining of the strategy implementation
milestones and seffing of control mechanism adequate to provide information if defined conditions are fulfilled. Parameters
of permanent and solid control are defined “'case by case” and with respect fo specific characteristics of each individual
case i.e. subject of restructuring and can involve (but not limited) fo the following:

Performing of the credit reviews (minimum on semi-annual basis) and presentation of review applications to decision
making bodies of the bank. This application involves information on how successful is implemented resfructuring
strategy, does the debtor regularly repay its obligations fowards the bank, current situation in the debtors business,
efc., and if it is necessary correction strategy measures can be proposed;

Regular monitoring of inflows/outflows from the debtors accounts opened with the bank (inflows/ outflows from the
business activity; comparing expected and agreed turnover through account opened with the bank, monitoring of
inflows based on pledged,/ assigned receivables (in any); quick reaction in case of any non-standard or unusual
transaction (or lack of them) efc.,;

Monitoring of the debtors business activity (as well as the activities of the debtors connected parties, if any) based on
information,/reports presented by the debtor or other entity authorized by the debtor (or even an external supervisor
if hired);

Performing personal visit to the debtor (if it is necessary or if the complexity of the debtors business or defined
restructuring strategy requires so);

Regular monitoring and update of appraisals related fo collateral;

Regular monitoring of the public registers as well as publicly available information so that the bank could quickly
respond fo any unusual developments;

Monitoring and quick response fo possible debtors account blockade (bank is automatically informed by the National
Bank of Serbia in case of account blockade);

Monitoring of fulfilment of contractual or any other ferms and conditions.

As a part of RBI group, Bank is obliged to respect and follow regulations set by the National Bank of Serbia but also
regulations defined by the competent insfitution of the European Union (@mong which is the European Bank Authority). One
of the highly important workout regulations is the one related to “forbearance” process which refers to all class of exposure.
The term “Forborne” relates to loans (exposures) to which “forbearance” measures have been applied (measures such as
concessions provided fo the debtor which has (or will have) difficulties in repayment of debt to the bank). Forbearance
status is defined by two factors:

Financial difficulties, and
Amendment/modification of the general confractual conditions which are considered as concessions.
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4. FINANCIAL RISK MANAGEMENT (confinued)
(b)  Credit risk (continued)

Forborne status of the exposure will be concluded i.e. cancelled only when all of the following conditions are met:

*  The loon is considered “Performing” and this relates also 1o those which status was changed from “Non-Performing”
to “Performing” affer performed financial analysis of the debtor has shown that the loan cannot be considered as
“Non-Performing”;

*  Two years of probation period has passed since the day:

- Since the "Forbome” exposure was considered as “Performing” (for loans which changes their status from “Non-
Performing” fo “Performing”);

- Since "Forbome” measure has been approved (for loans which have not been defined as “Non-Performing”
on the date of "forbearance” measures have been implemented or for loans which sfatus was not changed to
“Non-Performing” due to implementation of “forbearance” measures);

*  That the debtor has repaid significant amount of principal or interest during at least the half of probation period;

*  No exposure fowards the debtor was not due more than 30 days at the end of probation period.

The resfructuring of the debtor physical person is initiated /implemented if the Bank estimates that the financial difficulties of
the debtor have temporary nature and that the measures approved will help the client to overcome the financial difficulties
and they will restore his full creditworthiness.

In the process of resfructuring the Bank shall be guided by the following principles:

*  Provide better understanding of customer needs and current financial situation;
*  Improving the motivation of the dlient to reqularly pay their obligations.

The basic principles which the Bank respects when determines the basic elements of a new resfructuring loan are:

*  Cover all balance sheet receivables from clients in one contract, with the possible exceptions,

*  New repayment plan should consist of monthly instalments, where final maturity is determined based on the exposure
of the client and the products he uses. The extension of the repayment period, i.e., a new period of repayment of the
resfructuring loan, which comprise all other exposures (except mortgage loans and cash loans secured by mortgage)
is defined depending on the type of products which are restructured (credit cards, loans) and according fo the
exposure;

* Inferest rate - A detailed method of determining the interest rate, but also the fee for processing the loan for restructuring
is subject fo approval by the Commission for sefting inferest rafes, fariffs and fees for services;

*  Collaterals for the new loan should be at least equivalent to the existing collaterals;

*  Tofal monthly obligations of the client affer the restructuring should be reduced by at least 20% over the current monthly
obligations of the client;

*  Restructuring models that are used (in process of restructuring of cliefs-private individuals, the Bank uses different
models, where client responsibility is always emphasised).
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4.
(b)

FINANCIAL RISK MANAGEMENT (continued)

Credit risk (continued)

Here are the basic models (measures) of the restructuring that Bank applies (always insisting on the principle of responsibility
of the dlient):

Extension of the maturity and adjustments of monthly insfalments according fo the client’s needs, possibilities of
repayment, the above set conditions and credit policies of the Bank;

" Grace period” up fo 12 months, for the existing housing loan or cash loan with morfgage (while maintaining the
maturity). During the grace period, the customer only pays the agreed amount of inferest;

The temporary reduction of inferest over a period of a maximum of 12 months,

,Negative amortization”, In these cases, the inferest rafe for housing loans remains unchanged, but in the ‘grace
period’ of @ months the client pays 50% of the inferest. Affer the expiry of ‘grace period’ the arrears are capitalized,
retaining the original currency of the loan.

The client receives a sfatus of “cured” upon fulfilment of the following conditions:

Full repayment of the restructured loans; or

Two years affer completion of the restructuring was not in default (if within a period of two years, the client enfers the
default and exit the default, two years observation period is restarted from the date of default end);

The last two years following the restructuring client have not been in 30+ days past due on any credit product (if
within a period of two years, the client enters 30+ and rolls back below 30 the default and exit the default, two years
observation period is resfarted from the date of roll back).
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Restructured loans and advances by resfructuring measures are shown below:
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Restructuring (continued)

Restructured loans and advances by resfructuring measures are shown below:
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.

FINANCIAL RISK MANAGEMENT (cont
Credit risk (continued)

4.

(b)

Restructuring (continued)
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Restructuring (continued)
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Restructuring (continued)

Data on changes of forbome balance sheet assefs and off balance sheet items during 2019 are presented below:
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Restructuring (continued)
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Restructuring (continued)

Data on changes of forbome balance sheet assefs and off balance sheet items during 2018 are presented below:
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)
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4. FINANCIAL RISK MANAGEMENT (confinued)
(b)  Credit risk (continued)

Write-off policy

The Bank writes off loans and receivables or investment securities, and any related allowances for impairment losses,
when Bank Credit Department determines that the loan or security is uncollectible. This defermination is reached after
considering information such as the occurrence of significant changes in the borrower's / issuer’s financial position such
that the borrower/issuer can no longer pay the obligation, or that proceeds from collateral will not be sufficient to pay
back the entire exposure. For smaller balance sfandardised loans, write-off decisions generally are based on a product
specific past due status.

Shares that are part of frading book portfolio in the amount of RSD O (2018: RSD 141 thousand) are not rated.

The table below shows analysis of counterparty credit exposures arising from derivative fransactions:

Over-the-counter

Nominal value Fair value
31 December 2019
Derivative assets 82,700,376 21,442
Derivative liabilities 82 646,533 18,516
31 December 2018
Derivative assefs 23,930,180 16,141
Derivative liabilities (23,860,026) (6,959)

Collateral as an instrument of credit risk mitigation

The Bank holds collateral for loans and advances to customers in the form of morigages on real estate and other tangible
and infangible assets of the credit profection. Estimates of markef value are based on the value of collateral assessed of
the time of borrowing and generally are updated annually. The minimum haircuts are applied on the existing collateral
values. Where appropriate, additional haircuts laid down in RBI policy for individual types of credit profection instruments
are applied. This policy takes into account the specific types of instruments, market fluctuations and local specificities.
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Collateral as an instrument of credit risk mitigation (continued)
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FINANCIAL RISK MANAGEMENT (cont

Credit risk (continued)
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Collateral as an instrument of credit risk mitigation (confinued)

Stage 1 exposures

(b)

4.
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Collateral as an insfrument of credit risk mifigation (continued)

Stage 2 exposures

ainsodxe pPasuDa|o||0d $soIb of dn WNWIXOW - JUNOWD PasIUDIONS)
aInsodxe pasinjeo]|02 ssoIb of dn WNWIXDW — 8NJDA 11D} IO YDA 4

6LL'8 aey'leLl - - Llzl'se - 01€'595°L L£1'905°E - £08'€8 ainsodxa |jo]
. . B B - - 2 - - - SUIOGO} IPIYM 0 IO
. B - - 5 5 - 5 - L sainsodxe Bujwiopied-uop
B . . B - . - 5 = - auIogIoy 1PIYM Jo IO
6118 S8y’ Lz L - - LzL'se - 01€'595 /1906 - 908°¢€8 saInsode Bujwiopiag
a|qoA1ad2l jo AioBaypd Ag
sjualp
) ) ) ) ) ) i ) i | JOYJO WOy SO|qDAIRIRY
. . . - . B - . = - saluodwod jqng
. - . - - - - - - - ainjnouby
, sinsuaidaijus
) ) ) ) ) ) i €959 i i pup sesudisjue oI
, ) , , , , sasudisjus
6LL8 26816 - - LGGE - SYC CES CLEYSL - Sye6e PoZISWNIPSW pUD oS
- Y65°9C9° L - - 0/5°SC - /81°600'1 9€9 %0 L - v6L 71 sesudisjue abio]
6LL'8 98y'1zL'L - - LeL'ee - CEVLYS L L£5Y9C - 6ELLS SE{fefenERR [eNtHIEN
p - - - = 2 = £67'198 - - S9|qOAIRDAL JAYID
SpIDD {Ipan
) ) ) ) i ) i i . 489 pUD SUDO) %Ozuo‘mmoﬁ
B - . . . - . - - /9G" | SUDOJ| YSDD PUD JBWNSUOY)
= - - - - - 6/8'€C /0€'08€C - vy ve suoo| Buisnopy
S - - - - - 6/8'€T 009°L¥Z’E - 899'9¢ SEffgeERRM 2R
Jopas Ag
Jamouioq Jo s|pwiwn Apadoud Apadoud

BYo uog 82UDUIBA0L)
Apod pajojey Yo pup spoob a|qoAowwI s|qoAoww} SONLINAG sysodaq sainsodxa
Aq panss! ,,so9junIDNS) uo abpajg YO [oHUSPISSY j99ys aoup|og

+2dA} [pssoj|0D
‘6l0CCL'LE




159

FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Collateral as an instrument of credit risk mitigation (confinued)

Stage 2 exposures
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Collateral as an insfrument of credit risk mifigation (continued)
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Stage 3 exposures
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FINANCIAL RISK MANAGEMENT (cont
Credit risk (continued)

4.

(b)

Collateral as an instrument of credit risk mitigation (continued)

Stage 3 exposures
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Collateral as an insfrument of credit risk mifigation (continued)

Data on the type and value of collateral and guarantees providers by secfor and categories of receivables at December

31, 2018 are shown below:

Stage 1 exposures
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FINANCIAL RISK MANAGEMENT (cont

Credit risk (continued)
Collateral as an instrument of credit risk mitigation (continued)

Stage 1 exposures

(b)

4.
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Collateral as an insfrument of credit risk mifigation (continued)

Stage 2 exposures
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FINANCIAL RISK MANAGEMENT (cont
Credit risk (continued)

4.

(b)

Collateral as an instrument of credit risk mitigation (continued)

Stage 2 exposures
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FINANCIAL RISK MANAGEMENT (continued)
Credit risk (continued)

4.

(b)

Collateral as an insfrument of credit risk mifigation (continued)

Stage 3 exposures
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FINANCIAL RISK MANAGEMENT (cont
Credit risk (continued)

4.

(b)

Collateral as an instrument of credit risk mitigation (continued)

Stage 3 exposures
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4. FINANCIAL RISK MANAGEMENT (continued)
(b)  Credit risk (continued)

In the tables above, properties are disclosed at their weighted collateral value, which is used in impairment calculation,
while value of guarantees is limited to the book value of collateralized loans and receivables. The Weighted Collateral
Value (WCV) is calculated using the NCV minus valuation haircuts (discounts) and senior liens and is limited by the amount
specified in the collateral ogreement as well as by the limit amount secured by the respective collateral. The Nominal
Collateral Value (NCV) is the fair market value (FMV), the value based on an expert appraisal or the purchase price of
the real esfate.

The Bank’s policy is to pursue fimely realisation of the collateral in an orderly manner. The Bank generally does not use
the non-cash collateral for its own operations.

LTV ratio

[TV indicator represents the rafio of the gross value of receivables and the market value of the property that this claim is
collateralized.

Data on receivables that are secured by real estate by the [TV ratio are shown below:

Exposure collateralized by immovable property,
31 December 2019 31 December 2018

Below 50% 22,627,813 23,458,173
From 50% to 70% 14,933,977 11,687,993
From 70% to Q0% 6,282,685 6,608,398
From 0% to 100% 3,199,763 1,738,603
From 100% to 120% 655,349 884,956
From 120% to 150% 1,955,540 2,594,579
Above 150% 6,342,994 3,723,306
Total 55,998,121 50,696,008
Average LTV ratio 26% 23%

Investment securities

The Bank manages limits and controls concentrations of credit risk and seftlement risk on counterparty and (debt) security
level. The investments in those securities and bills (National bank of Serbia and Ministry of Finance of Republic of Serbia
- sovereign issuer) are viewed as a way fo gain a befter credit quality mapping and profit infentions.

The risks are monitored on a revolving basis and subject fo annual review at least. The limits are analysed at the proposal
of the Treasury and Investment Banking Division and recommendation of the Risk Management Division (after the analyses
of the clients and receipt of the preliminary approval from RBI) and approved by the Credit Committee of the Bank as
the maximum Bank exposure during the defined time period for the instrument, one client and group of connected clients.
Actual exposures against limits are monifored daily.
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4. FINANCIAL RISK MANAGEMENT (confinued)
(b)  Credit risk (continued)

In 2019 and 2018 the Bank had in its portfolio the following debt securities and bills:

*  Ministry of Finance of Republic of Serbia T-Bills (local currency and euro-indexed) and bonds,
e US Treasuries Bonds,

*  Bonds issued by Raiffeisen bank A.S. Prague and

*  Bonds from international financial organisations (IFC, EBRD and KfW).

In 2019 and 2018 the Bank entered in reverse-repo transaction with National bank of Serbia (based on the National

bank of Serbia Bills).
Derivatives
In 2019 and 2018 the Bank was engaged in the following types of derivative transactions:

*  Foreign Exchange Forward and similar contracts,
*  Foreign Exchange Swap confracts and
* Inferest Rafe Swap.

The Bank uses these products for managing currency risk, as well as inferest rate risk.

The foreign exchange forward and swap fransactions create credit risk (risk that a counterparty will not seftle an obligation
in full, either when due or at any fime thereafter) and sefflement risk (risk that one party in a foreign exchange transaction
will pay the currency it sold but not receive the currency it bought) exposures for the Bank.

Sefflement risk arises in any situation where a payment is made in the expectation of a corresponding receipt. These risk
exposures are managed as part of the overall lending limits with customers.

The Bank maintains strict control of limits on open derivative positions.
Hedge Accounting Methodology

In the course of ordinary business, the Bank uses carries out different transaction with derivatives in order fo manage inferest
rate risk and the most frequent transaction is interest rate swap. In a ,plain vanilla” interest rate swap transaction, two
parties agree fo exchange payments based on an agreed notional amount and interest rates during the term of the IRS
under terms and conditions specified in advance. Typically, one party makes fixed payments to counterparty in exchange
for variable payments based on a fixed notional principal amount over a specified period of time. This instrument allows
fransformation of exposures with contracted fixed interest rates in exposures with floating inferest rates and vice versa
and as such, the instrument is highly effecfive in mitigation/neutralisation of inferest rate risk. Hedge accounting seeks to
correct usual accounting freatment of instrument (inferest rate swap) and hedge item, and allows that gains and losses
on insfrument and hedge item are recognized in the Statement on profit and loss and other comprehensive income in the
same accounting period and in such way these gains and losses are offset. This principle is known as ,matching concept”.



170

4. FINANCIAL RISK MANAGEMENT (continued)
(b)  Credit risk (continued)

Cash Flow Hedge

The Bank established cash flow hedge accounting in order to hedge the risk of changes in the cash flows paid affributable
fo changes in the variable rates on the liabilities.

The hedging objective was to eliminate the variability of the Bank’s inferest outflows that arise because of changes in the
reference floating interest rate, for the designated interest payments.

More precisely the infention was fo hedge inferest risk related to the debt/borrowings, on which it pays floafing inferest
and by doing so hedge interest rate gaps using IRS (receive float-pay fix). This way the inferest rate on debt would switch
fo fix and would betfer maich the asset side loans with fixed inferest.

The method used by the Bank for checking hedge effectiveness is the dollar offset method. Both retrospective and prospec
five fests performed af the year end showed very high effectiveness of the hedge.

Unrealized gains recognised in other comprehensive income during the period in respect of cash flow hedge (net of def-

fered tax) amount RSD 42,248 thousand (2018: RSD 22,651 thousand).

The Bank did not have any amount that was removed from equity during the period and included in the initial cost or other
carrying amount of a non-financial asset or non-financial liability whose acquisition or incurrence was a hedged highly
probable forecast transaction.

Portfolio Hedge
Below is presented Portfolio hedge methodology (Macro Fair Value hedge).

The hedging objective of fair value hedge is to mitigate interest rate risk which arose on transactions with fixed inferest
rafes agreed. As result of this methodology, fixed inferest rate is transformed in variable interest rate based on interest rate
swap use, Gains and losses on measurement of hedge instrument and hedge itfem are recognised in the Stafement on
profit and loss. losses on hedging instuments in portfolio hedge for 2019 amounts RSD 1,178 thousand (2018: RSD
2,203 thousand), while losses on hedged item attributable to the designed risk amount RSD 8,475 thousand (2018: RSD
17,155 thousand).
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4. FINANCIAL RISK MANAGEMENT (confinued)
(b)  Credit risk (continued)

The hedge itfem in Macro Fair Value Hedge (portfolio hedge) is the whole portfolio or part of portfolio of financial
instruments. The portfolio may include both assefs and liabilities instruments. These methodology takes in the account two
the most significant issues that are consequence of inferest rate change:

* A change in inferest rate changes present value cash flow of financial instruments and
* A change in inferest rate has impact on dynamic of loan repayment by customers (prepayment risk or default risk).

The method used by the Bank for checking hedge effectiveness is the dollar offset method.
(c)  Liquidity risk

liquidity risk arises in the general funding of the Bank's activities and in the management of its liquidity position, It includes
both the risk of being unable fo fund assets at appropriate maturities and rates and the risk of being unable fo liquidate
an asset at a reasonable price and in an appropriate time frame. The Bank has access fo a diverse funding base. Funds
are raised using:

deposits with wide ranges of maturity (different number and different customers),
long term borrowings,

subordinated liabilities and

share capital.

The Bank ensures steady and longterm funding through diversification of fund sources. The Bank continually assesses
liquidity risk by identifying and monitoring changes in funding required meetfing business goals and targefs set in terms of
the overall Bank's strategy.

The following table provides information on liquidity rafios:

% 2019 2018
liquidity indicatordaily 1.96 2.26
liquidity indicatorthree daily 1.94 217
liquidity indicatormonthly 201 2.16
Narrow liquidity indicator- daily 1.63 1.87
Narrow liquidity indicatorthree daily 1.57 1.76
Narrow liquidity indicatormonthly 1.65 1.60

Liquidity Coverage Ratio (LCR) 170.74 207.27
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4.
()

FINANCIAL RISK MANAGEMENT (continued)
liquidity risk (continued)

The following fables provide an analysis of the financial assets and liabilities of the Bank info relevant maturity groupings

as at 31 December:

Gross nominal

Carryi 1 th 3 month
S inflow up to 1 months men M o5 years  Over 5 years
amount to 3 months to 1 year
/(outtlow)
Financial assets
h | ith central
Cosh and balances wih cenira 69905,262  69905,266  69905,266
banks
Receivables arising from
) 21,442 21,442 21,442
derivatives
Securities 54,502,443 54,509,244 489,205 611,140 9985,443 40,786,841 2,636,615
L ivables f ki
oans and receivables fo barks 13,550,612 13,551,352 8,110,733 256,317 991,737 4,046,777 145,788
and other financial institutions
L d receivables f
OOT”S cneecenare o 171,584,719 176522994 17572131 9075014  43,227106 77974005 28,674,738
customers
Receivables ivatives hel
ecelvob' es rom.den.vo ives held 152,072 152,072 152072
for hedging against risks
Investments in subsidiaries 1,293,551 1,293,551 - - - 1,293,551
Total 311,010,101 315,955,921 96,250,849 9,942,471 54,204,286 122,807,623 32,750,692
Liabilities
liabilities arising from derivatives 18,516 18,516 18,516
Deposits and other liabilities from
banks, other financial institutions 4,287,532 4,287,532 3,768,473 346,198 172,861
and central bank
Deposits and other liabilities from
251,813,778 251,813,778 240,713,261 1,088,358 2,872,163 4,263,488 2,876,508
other customers
liabilities arising from financial
derivatives held for hedging 234,945 234,945 234,945
against risks
Total 256,354,771 256,354,771 244,735,195 1,088,358 3,218,361 4,436,349 2,876,508
Net liquidit f 31
=TI e 54655330 59,601,150 (148,484,346) 8,854,113 50985925 118,371,274 29,874,184
December 2019
Net lative liquidit t
e TSRl e - - (148,484,346) (139,630,233) (88,644,308) 29726966 59,601,150

31 December 2019

Net liquidity mismatch for a bucket up to 1 month relates o a fact that this bucket includes all a-vista deposits which the
Bank doesn't expect to oufflow in 1 month period and which have so called stickiness with outflow expected in 5 years pe-
riod based on infernal model. Also, the Bank has securities of Ministry of Finance of Republic of Serbia with counterbalanc
ing capacity. These securities could be pledged for a short-ferm liquidity funds with National bank of Serbia, if needed.
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liquidity risk (continued)
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Gross nominal

Carrying . upto 1 1 month 3 months
inflow 1to5years Over 5 years
amount months  to 3 months to 1 year
/(outflow)
Financial assets
Cash and balances with central
71,884,119 71,884,127 71,884,127
banks
Receivables arising from
o 16,141 16,141 16,141
derivatives
Securities 50,328,204 50,345,742 5,112,714 8,402,420 12,904,623 23,925,985
loans and receivables to banks
11,558,104 11,572,197 6,338,639 330,288 1,784,903 3,118,368
and other financial institutions
L d ivables t
OO'”S cne recenenEs 10 150,387,617 156,779,527 16027420 8,888,697 34797475 72,771,100 24,294,835
customers
Receivables from derivatives held
_ cen 77362 77362 77,362
for hedging against risks
Investments in subsidiaries 1,028,323 1,028,323 - 1,028,323
Total 285,279,870 291,703,411 99,456,403 17,621,404 49487001 99,815,453 25,323,158
Financial liabilities
liabilities arising from derivatives 6,959 6,959 6,959
Deposits and other liabilities from
banks, other financial institutions 3,038,158 3,038,158 2,169,428 347,492 521,238
and central bank
Deposits and other liabilities from
227,889,691 227889691 214,730,463 1,016,280 3,733,684 4,881,435 3,527,829
other customers
liabilities arising from financial
derivatives held for hedging 71,709 71,709 71,709
against risks
Total 231,006,517 231,006,517 216,978,559 1,016,280 4,081,176 5,402,673 3,527,829
Net liquidi f 31
etliquidily gap s o 54,273,353 60,696,894 (117,522,156) 16,605,124 45405825 94,412,780 21,795,329
December 2018
Net cumulative liquidity gap as at
- - (117,522,156) (100917,032) (55,511,207) 38,901,572 60,580,848

31 December 2018
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4. FINANCIAL RISK MANAGEMENT (continued)
(c)  Lliquidity risk (continued)

The table below sefs out the carrying amounts of non-derivative financial assets and financial liabilities to be recovered or
seffled more than 12 months after the reporting date:

2019 2018

Financial assets

loans and receivables o customers 64,935,976 53,321,682
Financial assets held to maturity - -
Financial liabilities

Deposits and other liabilities from other customers 244,673,782 219480,427

The table below sets out the components of the Bank's liquidity reserves:

2019 2018
Carrying amount Fair value Carrying amount Fair value

Balances with central banks 41,974,882 41,974,882 47,098,596 47098,596
Other cash and cash equivalents - 24,785,523 24,785,523

Unencumbered debt securities issued by
27930,380 27930,380

sovereigns

The table below sets out the availability of the Bank's financial assefs to support future funding as at 31 December 2019:

Encumbered Unencumbered
Pledged as Available as
Other Other
collateral collateral
Cash and balances with
69905,262

central banks

Financial assets at fair value through
profit or loss held for trading
loans and receivables - - - 185,135,331

Financial assets held to maturity

Total assets - - - 255,040,593
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4. FINANCIAL RISK MANAGEMENT (continued)
(c)  Liquidity risk (continued)

The table below sefs out the availability of the Bank's financial assefs fo support future funding as at 31 December

2018:

Encumbered Unencumbered
Pledged as Available as
Other Other
collateral collateral
Cash and balances with central
- - - 71,884,119
banks
Financial assets at fair value through
profit or loss held for trading
loans and receivables 161,945,721
Financial assefs held to maturity - - -
Total assets - - - 233,829,840

(d)  Market risks

The Bank takes on exposure fo market risks, which is the risk of losses on financial instruments arising from changes in
market prices. Market risks arise from open positions in interest rate, currency and equity products, all of which are exposed
to market movements and changes in the level of volatility of market rates or prices such as inferest rafes, credit spreads,

foreign exchange rafes and equity prices.

The objective of market risk management is to manage and control market risk exposures within acceptable parameters,
while optimizing the return of risk.
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4. FINANCIAL RISK MANAGEMENT (confinued)
(d)  Market risks (continued)

The table below sefs ouf the allocation of assefs and liabilities subject to market risk between frading and non-frading
portfolios:

Trading Non-trading

Note Carrying amount . .
portfolios portolios
31 December 2019
Assets subject to market risks
Cash and balances with central banks 14 69905,262 - 69905,262
Receivables arising from derivatives 15 21,442 21,442
Securities 16 54,502,443 1,328,938 53,173,505
loans and receivables fo banks and other
17 13,550,612 13,550,612
financial institutions
loans and receivables o customers 18 171,584,719 171,584,719
Receivables from derivatives held for hedging
152,072 152,072
against risks
Liabilities subject to market risks
liabilities arising from derivatives 18,516 18,516
Liabilities arising from derivatives held for
234,945 234,945
hedging against risks
Deposits and other liabilities from banks, other
24 4,287,532 4287532
financial institutions and central bank
Deposits and other liabilities from other
25 251,813,778 - 251,813,778
customers
31 December 2018
Assets subject to market risks
Cash and balances with central banks 14 71,884,119 - 71,884,119
Receivables arising from derivatives 15 16,141 16,141
Securities 16 50,328,204 141 50,328,063
loans and receivables fo banks and other
17 11,558,104 11,558,104
financial institutions
loans and receivables o customers 18 150,387,617 150,387,617
Receivables from derivatives held for hedging
77,362 77,362
against risks
Liabilities subject to market risks
liabilities arising from derivatives 6,959 6,959
Liabilities arising from derivatives held for
71,709 71,709
hedging against risks
Deposits and other liabilities from banks, other
- 24 3,038,158 3,038,158
financial institutions and central bank
Deposits and other liabilities from other
25 227,889,691 - 227,889,691

customers
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4. FINANCIAL RISK MANAGEMENT (confinued)
(d)  Market risks (continued)

Interest rate risk

Inferest rate risk is the risk that resulted from the changes in interest rates. The risk of changes in inferest rafes causes
uncertainty in respect of the Bank’s income due fo the possibility that interest rate might alter. The Bank recognized the
following risks:

*  “outright” interest rate risk: risk that ensues from the sensitivity of inferest rafe to change in relafion to the vertical shift
of the vield curve;
* vyield curve risk: risk that ensues from the sensitivity fo the change of the shape and slope of the yield curve (horizontal

shiff); and

*  basis risk: risk that ensues from the sensitivity fo the change in spread between different inferest rates.

Interest rafe risk is identified on the level of every individual transaction as well as on the Bank level, The Bank separafes
exposures fo inferest rate risk info either frading or non-frading portfolios (Banking book).

/i/ Trading portfolios (Trading book)

As at 31 December 2019 and 31 December 2018 Bank did not have inferest sensitive instruments classified in the trad-
ing book.

/ii/ Non-trading portfolios (Banking book)
The methodology used fo assess the inferest rafe risk in non-irading portfolio is the Gap,//Duration analysis.

The difference between the interest bearing assets and liabilities within the separate time “baskets” shows how two
balance sheet sides react differently fo inferest rafe changes:

* in case of positive GAP the Bank is exposed to the risk of loss if inferest rates of the certain maturity of the observed
currency fall;

* in case of negative GAP, bank is exposed fo the risk of loss if inferest rates of the certain maturity of the observed
currency rise.

The number and the “baskets” schedule are defined on the ALCO.

Resulting short and long positions are weighted by factors designed fo reflect the sensitivity of the positions in the different
time baskets fo an assumed change in interest rafes, based on an assumed parallel shift of 200 basis points throughout
the fime specfrum, and on proxies of modified duration.
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4. FINANCIAL RISK MANAGEMENT (continued)

(d)

Interest rate risk (continued)

Market risks (continued)

31 December 2019

31 December 2018

Effect of Interest Rate

Effect of Interest Rate

Nominal Gop el Shift 200 bp Nominal Gep o el Shift 200 bp
RSD 4,593,713 950,019 2,725,966 518,883
EUR 7,204,549 1,547,083 1,181,497 1,508,098
usb 4,474,019 166,186 84,119 57,390
CHF 4,721,825 232,698 54,961 45,052
Other 846,571 5,294 76,378 4,684
Total effect 2,901,280 2,134,107
Sensitivity of projected net interest income as at 31 December 2019:
+200bp -200bp Flattener Steepener Short+ Short- IRRBB+ IRRBB
RSD 527,006 (668,083) 950,596 (982,547) 1,230,040  (1,623,740) 1,055,632  (1,378,536)
ELR 412928  (1,240,005) 326,013  (877,820) 439988 (1,434,247) 412928 (1,240,005)
USD (19,066) (78,812) (22,781) (70,253) (28,887)  (113,516) (19,066) (78,812)
CHF 132,220 (200,592) 74,317 (88,124) 94088  (143,302) 66,037 (98,588)
Others 26,201 (27,007) 32349 (26715) 41,108 (42,282) 33,846  (34,817)
Total 1079289  (2214499) 1,360,494 (2045459) 1777237  (3,357087) 1549377 (2,830,758
Sensitivity of projected net interest income as at 31 December 2018:
+200bp -200bp Flattener Steepener Short+ Short- IRRBB+ IRRBB
RSD 671,289 (822,091) 1,225,655  (1,220,195) 1,575997  (2,001,711) 1,340,202  (1,689,300)
EUR 317,620  (1,080,291) 246,488 (764,100) 333,717 (1,251,302) 317,620  (1,080,291)
UsD (34,887) (28,100) (40,235) (23,954) (50.963) (43,977) (34,887) (28,100)
CHF 55,426 (94,924) 29,632 (39,866) 38,548 (66,436) 27,672 (46,400)
Others 19,665 (20,221) 23,701 (19,469) 30,144 (30,874) 26,015 (26,671)
Total 1,029,113  (2,045,627) 1,485,241 (2,067,584) 1927443  (3,394,300) 1,677,322 (2,870,762)




4. FINANCIAL RISK MANAGEMENT (continued)
(d)  Market risks (continued)

The following fables provide an analysis of exposure fo interest risk by period fo maturity as at 31 December 2019:

From From 3

Carrying Up to From Over Non-interest
1 month to months X
amount 1 months 1to 5 years 5 years bearing
3 months to 1 year
Financial assets
Cash and balances with central banks 69905,262 27,645,952 - 42,259,310
Receivables arising from derivatives 21,442 - - - - 21,442
Securities 54,502,443 482,405 1,109,635 9985,443 40,288,345 2,636,615
L d ivables to banks and oth
£0ns e [EEENERIEs 18 bants and eher 13,550,612 8,214,250 315114 932041 3940943 145788 1,567
financial institutions
loans and receivables to customers 171,584,719 22,890,695 72,950,737 51,804,396 16,777,859 6,980,990 180,042
Receivables from financial derivatives held f
ece\Avo es r.om .monoo erivatives held for 152,072 ] 152,072
hedging against risks
Investments in subsidiaries 1,293,551 1,293,551
Total 311,010,101 59,233,311 74,527,558 62,722,780 61,007,147 9,763,393 43,755,912
Financial liabilities
liabilities arising from derivatives 18,516 18,516
- T
Peposilfs .on(% o.her iabilities from banks, other 4287532 3,762,803 | 345,723 172,861 6,145
financial institutions and central bank
Deposits and other liabilities from other
251,813,778 240,611,474 1,038,102 2961,982 4,302,653 2,875,431 24,136
customers
liabilities arising from financial derivatives held
ia mes.clnsmg. rom. inancial derivatives hel 234,945 | 234,945
for hedging against risks
Total 256,354,771 244,374,277 1,273,047 3,307,705 4,475,514 2,875,431 48,797
Off-balance sheet items
Derivatives held for risk management (71,1406) 22,740 3,711,420 13,878 - (3,819,184)
Int i itivit
il 54,584,184 (185,118,226) 76965931 59,428,953 356,531,633 3,068,778 43,707,115

as of 31 December 2019
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4.
(d)

FINANCIAL RISK MANAGEMENT (continued)

Market risks (continued)

The following fables provide an analysis of exposure fo inferest risk by period to maturity as at 31 December 2018:

. From From 3 .
Carrying Up to From Non-interest
1 month to months Over 5 years .
amount 1 months 110 5 years bearing
3 months to 1 year
Financial assets
Cash and balances with central banks 71,884,119 21,942,488 - 49941,631
Receivables arising from derivatives 16,141 - - - - 16,141
Securities 50,328,204 5,095,035 10,287,104 11,019939 23,925,985 141
L d ivables to banks and oth
Cans GRS eeelabies fo bants and oner 11,558,104 6,336,641 793,217 1,308,184 3,118,368 1,604
financial institutions
loans and receivables fo customers 150,387,617 18,883,415 66,670,815 43,880,803 15,029,118 5,755,882 167584
Receivables from financial derivatives held f
ece|.vo es r.om .\noncwo erivatives held for 77362 77362
hedging against risks
Investments in subsidiaries 1,028,323 - - - - 1,028,323
Total 285,279,870 52,257,579 77,828,498 56,208926 42,073,471 5,755,882 51,155,514
Financial liabilities
liabilities arising from derivatives 6,959 6,959
Deposits and other liabilities from banks, oth
ceposts ane oMer IabIes Tom banis, OGNS 3 038,158 2,168,666 347492 521,238 762
financial institutions and central bank
Deposits and other liabilities from other
227,889,691 214,723,469 1,004,119 3,742,295  4,888,6/9 3,527,699 3,430
customers
liabilities arising from financial derivatives held 71,709 71,709
for hedg'\ng against risks
Total 231,006,517 216,892,135 1,075,828 4,089,787 5,409917 3,527,699 11,151
Off-balance sheet items
Derivatives held for risk management 153,456 21,355 4,168,449 (4,036,349)
Int t itivi
nterest sensitivity gap 54,426,809 (164,613,201) 80921,119 52,119,139 36,663,554 (1,808,166) 51,144,363

as of 31 December 2018
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4. FINANCIAL RISK MANAGEMENT (confinued)
(d)  Market risks (continued)

/iii/ Pricing risk of equity securities

Shares which the Bank holds with intention to be sold in the near terms are classifies in trading book (Equity Trading Book)
and are exposed fo general and specific pricing risk.

General pricing risk represents exposure to risk of change in market prices of shares as a result of general conditions and
changes on the market. Specific pricing risk represents the risk of change in market prices of shares as a consequence of
change in factors related fo issuer of shares.

Markto-Model value of shares from trading portfolio as at 31 December 2019 amounts RSD O thousands (2018: RSD
141 thousands).

Having in mind value and structure of equity securities frading portfolio, as well as movement in shares prices on Belgrade
stock exchange — Belex, sensitivity analyses for this portfolio has not been performed based on the assessment that change
in the shares prices will not have significant impact on the Bank’s net profit.

/iv/ Foreign currency risk

The foreign exchange risk is defined as the eamings sensitivity of an insfrument or portfolio due fo changes in foreign
exchange rates. The Bank is exposed to foreign currency risk through its exposure in banking book and in trading book.
Foreign currency risk is measured and disclosed through open foreign exchange position.

Open foreign exchange position of the Bank represents the difference between the Bank's receivables and liabilities in
foreign currency, as well as receivables and liabilities in RSD that are indexed by foreign exchange clause (including
absolufe amount of open position for gold).
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4. FINANCIAL RISK MANAGEMENT (confinued)
(d)  Market risks (continued)

Sensitivity analysis consisting of two scenarios based on reasonable possible changes in foreign exchange rates, with all
other variables held constant is preformed showing the possible effect on profit and loss:

0) proportional foreign exchange rate movements of +10% (FCY appreciation),
b) proportional foreign exchange rate movements of -5% (RSD oppreciation).
Other
usb EUR CHF - Overall effect
currencies
Net currency gap as
35954 (1,026,396) 12,606 20,413 -
at 31 December 2019
effect + 10% (foreign currency
3,504  (102,640) 1,261 2,041 (95,744)

appreciation)

effect 5% (RSD appreciation) (1,797) 51,320 (630) (1,021) 47,872

Net currency gap as

58965  (508,685) 14,524 5,562 -
at 31 December 2018
effect + 10% (foreign currency
- 5896  (50,868) 1,452 556 (42,964)
appreciation)
effect -5% (RSD appreciation) (2,948) 25,434 (726) (278) 21,482

Foreign currency risk arises in cases of mismatch in assets and liabilities denominated in foreign currencies. The Bank
ensures that ifs foreign currency position as far as practical is minimized.

The Bank seeks to minimize exposure fo foreign currency risk by disbursement of currency-link loans.
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4. FINANCIAL RISK MANAGEMENT (continued)
(d)  Market risks (continued)

The following tables summarizes the net foreign currency position of the Bank’s assefs and liabilities as at 31 December

2019:

usD EUR* CHF Other RSD Total
Financial assets
Cash and balances with central banks 662,274 33,136,516 4,545,217 399,147 31,162,108 69905,262
Receivables arising from derivatives - - - - 21,442 121,442
Securities 10,760,208 8,372,785 - - 35,368,750 54,502,443
Loans and receivalbles fo banks and ofher 911,438 6,498,083 70,879 94,808 5975404 13,550,612

financial institutions
loans and receivables fo other customers 205949 118,441,199 187,004 375 52,750,192 171,584,719

Receivables from financial derivatives held for

) N 152,072 152,072
hedging against risks
Investments in subsidiaries - - - - 1,293,551 1,293,551
Total 12,540,569 166,448,583, 4,803,100 494,330 126,723,519 311,010,101
Financial liabilities
Liabilities arising from derivatives - - - - 18,516 18,516
Deposits and other liabilities from banks, 411,837 2 528,033 26,221 4377 1317064 4287532

other financial insfitutions and central bank

Deposits and other liabilities from other
; 16,988,195 148,260,936 9974,188 3,041,294 73,549,165 251,813,778
customers

Liabilities arising from financial derivatives

held for hedging against risks 72451 ) ] 162494 234,945
Total 17,400,032 150,861,420 10,000,409 3,045,671 75,047,239 256,354,771
Off-balance - net position
FX Spot 363,484 2,135,404 (11,924) (135,796) (2,352,030) (862)
FX SWAP 4,935,321 (16,095,977) 5,221,947 2,714,866 3,266,000 42,157
FX forward (396,794) (699,320) - (3,824) 1,058,643 (41,295)
Total 4902,011  (14,659,893) 5,210,023 2,575,246 1972,613 -
Net currency gap as of 31 December 2019 42,548 927,270 12,714 23,905 53,648,893 54,655,330

*EUR includes FX clause
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4. FINANCIAL RISK MANAGEMENT (continued)
(d)  Market risks (continued)

The following tables summarizes the net foreign currency position of the Bank's assetfs and liabilities as at 31 December

2018:

usb EUR* CHF Other RSD Total
Financial assets
Cash and balances with central banks 553,013 41,030,395 600,090 476,554 29,224,067 71,884,119
Receivables arising from derivatives 16,141 16,141

Securities 10,562,350 6,722,374 - - 33,043,480 50,328,204

loans and receivables fo banks and other

2,855,622 8,078,703 264,859 51,270 307650 11,558,104

financial institutions
loans and receivables to other customers 374,810 99,216,385 4,841,720 108 45954,594 150,387,617

Receivables from financial derivatives held for

: o 8,458 - - 68904 77,362
hedging against risks
Investments in subsidiaries - - - - 1,028,323 1,028,323
Total 14,345,795 155,056,315 5,706,669 527932 109,643,159 285,279,870
Financial liabilities
liabilities arising from derivatives - - - - 6,959 6,959
Deposits and other liabilities from banks,

41,530 1,436,852 23,672 3,354 1,532,750 3,038,158

other financial institutions and central bank

Deposits and other liabilities from other
! 16914,809 142,247,824 9,178,222 2909,544 56,639,292 227,889,691
customers

liabilities arising from financial derivatives

held for hedging against risks 20,196 ] ] 51,513 71,709
Total 16,956,339 143,704,872 9,201,894 2,912,898 58,230,514 231,006,517
Off-balance - net position

FX Spot 423,434 148,865 (28,344) (71,142) (473,030) 217)
FX SWAP 2,718,030 (9,705,090) 3,538,167 2,458,222 1,039,222 48,551
FX forward (461,754)  (1,849,198) - - 2262618 (48,334)
Total 2,679,710  (11,405,423) 3,509,823 2,387,080 2,828,810

Net currency gap as of 31 December 2018 69,166 (53,980) 14,598 2,114 54,241,455 54,273,353

*EUR includes FX clause
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4. FINANCIAL RISK MANAGEMENT (continued)

(e)  Operational risk

Operational risk is defined as the risk of loss resulting from employees omissions and errors, inadequate or failed infernal
procedures and processes, inadequate information management or other systems management, as well as from unexpected
external events. This definition includes legal risk, but excludes strategic and reputation risk.

The goal of operational risk management is fo balance cost and risk within the constraints of the risk appetite of the Bank,
but fo be consisfent with the prudent management required of a financial organization.

Risk Management priorities are identified through a combination of experience and observation, internal audit assessment
and knowledge, infernal confrols, detailed risk assessment work, change management procedures, incident reports and
common sense.

Assessment of level of exposure to operational risk depends on event type, frequency of repetition and financial impact
on the Bank business.

Control, monitoring, reporting on identified and assefs sources of operational risk, as well as measures that are performed
in order fo mitigafe negative impact, are infegral part of operational risk management.

Risk management acfiviies are aimed af identifying the existing sources of operational risk, as well as potential sources
of such risk that may arise due fo the infroduction of new business products, systems or activities, Identification of sources
of risk includes:

e Internal fraud and abuse;

e  External fraud and abuse;

*  Omissions in the recruitment and work safety systems;

*  Problems in customer relations management, product launching and business procedures - if they are inadequate;
*  Damage incurred fo the Bank’s property due to natural disasters and other events;

*  Disruptions in the Bank’s organization and errors in the functioning of existing systems;

*  Implementation of business procedures and decisions.

The Bank monitors sources of operational risk defermined in line with the Bank’s organization and activity, primarily
comprising of: corporate finance, frading and sales, refail banking, commercial banking, payment and settlement, agency
services, asset management, and retail brokerage.
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4.  FINANCIAL RISK MANAGEMENT (continued)

(f) Capital management
The Bank’s objecfives in capital management are:

e To comply with the capital requirements sef by the National Bank of Serbia, as supervisor and regulator of the
banking markets;

*  Tosafeguard the Bank's ability fo continue as a going concem so that it can continue fo provide returns for shareholders
and benefits for other stakeholders and

*  To mainfain a sfrong capital base to support the development of its business.

Capital adequacy and the use of regulatory capital are monitored daily by the Bank’s management, employing fechniques
based on the guidelines developed by the Basel Committee, as implemented by the National bank of Serbia, for
supervisory purposes. The Bank's regulator sefs and monitors capital requirements for the Bank. The required information is
filed with the regulator on a quarterly basis, The Bank is directly supervised by National bank of Serbia.

The Bank is obliged to comply with the provision of the Basel Committee framework, as implemented by National bank
of Serbia. The Bank uses standardised approaches fo credit and operational risk management. The Banks calculates
requirements for market risk in accordance with local regulations defined in the Decision on Capital Adequacy.

The local regulations require each bank fo:

hold the minimum level of the monetary contributed capital of EUR 10 million;

maintain a Common Equity Tier 1 (CET 1) capital ratio af or above the agreed minimum of 4,5%;

mainfain a Tier 1 rafio at or above the agreed minimum of 6%;

mainfain a rafio of fotal requlatory capital to the risk-weighted asset at or above the agreed minimum of 8%.

The Bank’s regulatory capital is the sum tofal of its core capital (Tier-1 capital) and Tier2 capital, where Tire 1 capital is
the sum of Common Equity Tier 1 (,CET 1) capital and Additional Tire 1 capital.

Common Equity Tier 1 capital of the Bank is the sum of the following elements, corrected by requlatory adjustments, less

deductibles:

Shares and other capital instruments which fulfil the requirements defined in the Methodology for CET 1 instruments;
Share premium of CET 1 instruments;

Profit of the bank;

Revaluation reserves and other unrealised gain;

Reserves from profit and other reserves of the bank;

Funds for general banking risk.

Profif, revaluation reserves and other unrealised gains, reserves from profit and other reserves and funds for general banking
risk shall be included in CET 1 capifal only when they are available o the bank for unconditional, unrestricted and
immediate use to cover risks or losses as soon as these occur.



4. FINANCIAL RISK MANAGEMENT (continued)

(f) Capital management (continued)

Profit of the Bank included in CET 1 capifal shall be made up of refained earnings from preceding years free of any future
liabilities.

A Bank may include in CET 1 capital the interim profit free of any future liabilities only with prior consent of the Board
of Directors. In such case, the amount of interim profit is reduced by the projected amount of income tax, liabilities for
dividends and all other liabilities payable from profit (other participations in profit distribution, all liabilities or circumstances
that occurred during the reporting period and are likely fo lead to a reduction in the Bank’s profif) which can be predicted
at the moment of inclusion of the profit in CET 1 capital.

Regulatory adijustments of CET 1 capital are:

* Increase in its equity that results from the securitization of exposures;

*  The fair value reserves related to gains and losses on cash flow hedges of financial instruments that are not valued of
fair value, incdluding projected cash flows;

*  Gains and losses on liabilities on the Bank valued at fair value, that result from changes in the Bank’s credit quality;

e Gains and losses on derivative liabilities valued at fair value, that result from the Bank’s credit risk and the bank shall
not offset these gains and losses with those arising from its counterparty credit risk.

Deductibles from CET 1 capital are:

* losses from the current year and preceding years, as well as unrealized losses;

* Intangible assefs, including goodwill, reduced by the amount of deferred tax liabilities that would be extinguished if
the infangible assets became impaired or were derecognized under the IFRS/IAS;

*  Deferred tax assefs that rely on the Bank’s future profitability;

*  Defined benefit pension fund assefs on the balance sheet of the Bank;

*  Direct, indirect and synthefic holdings by a Bank of own CET 1 instruments, including own CET 1 insfruments that a
Bank is under an actual or contingent obligation to purchase by virtue of an existing confractual obligation;

*  Direct, indirect and synthetic holdings by a Bank of the CET 1 instruments of financial secfor entities where those enti-
fies have a reciprocal cross holding with the Bank, and which have been designed to inflate arfificially the capital
of the Bank;

*  The applicable amount of direct, indirect and synthetic holdings by the Bank of the CET 1 instruments of financial
sector enfities where the Bank does not have a significant investment in those entities;

*  The applicable amount of direct, indirect and synthefic holdings by the Bank of the CET 1 instruments of financial
sector entities where the Bank has a signiﬁconf investment in those entities;

*  The amounts of ifems required to be deducted from the Additional Tier 1 capital that exceeds the Additional Tier 1
capital of the Bank;

*  The exposure amounts of items which qualify for a risk weight of 1,250% where the Bank deducts that exposure
amount from the amount of CET 1 items as an alternative to applying a risk weight of 1,250%;

*  Any fax charge relating to CET 1 ifems foreseeable af the moments of its calculation, except where the Bank suitably
adjust the amount of CET 1 items insofar as such tax charges reduce the amount up to which those ifems may be
used to cover risk of losses,
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4.
(H)

FINANCIAL RISK MANAGEMENT (continued)

Capital management (continued)

Gross amount of receivables from the borrower—natural person (other than a farmer or an enfrepreneur) arising from
granted consumer, cash or other loans disclosed in accounts 102, 107 and 108 in accordance with the decision
prescribing the Chart of Accounts and confents of accounts in the Chart of Accounts for Banks where the level of the
borrower’s debt-fo-income rafio before loan approval was higher than the percentage defined in accordance with the
decision governing the classification of bank balance sheet assetfs and oft-balance sheet ifems or where this percent-
age will be higher due fo loan approval. This deductible shall be applied regardless of whether following the loan
approval the level of the borrower’s debt-to-income ratio has dropped below that percentage;
Gross amount of receivables from the borrower—natural person (other than a farmer or an entrepreneur) arising from
granted consumer, cash or other loans disclosed in accounts 102, 107 and 108 in accordance with the decision
prescribing the Chart of Accounts and contents of accounts in the Chart of Accounts for Banks where agreed maturity
is:

longer than 2920 days — if the loans were approved in the period from 01.01. until 31.12.2019,

longer than 2555 days — if the loans were approved in the period from 01.01. until 31.12.2020,
longer than 2190 days — if the loans were approved from 01.01.2021;
Gross amount of receivables from the borrower—natural person (other than a farmer or an enfrepreneur) arising from
consumer loans approved for the purchase of motor vehicles, disclosed in account 102 in n accordance with the de-
cision prescribing the Chart of Accounts and contents of accounts in the Chart of Accounts for Banks, where agreed
maturity is longer than 2920 days, if these loans were approved after 01.01.2019.

Additional Tier 1 capital is the sum of the following elements less deductibles:

Shares and other capital instruments which fulfil the requirements defined in the Methodology for Additional Tier 1
capifal;
Share premium of Additional Tier 1 capital,.

Deductibles from Additional Tier 1 capital are:

Direct, indirect and synthefic holdings by a Bank of own Additional Tier 1 instruments, including instruments that @
Bank is obliged fo purchase by virtue of an existing contractual obligation;

Direct, indirect and synthefic holdings by a Bank of the Additional Tier 1 instruments of financial sector entities where
those entities have a reciprocal cross holding with the Bank, and which have been designed to inflate artificially the
capital of the Bank;

The applicable amount of direct, indirect and synthetic holdings by the Bank of the Additional Tier 1 instruments of
financial sector entities where the Bank does not have a signiﬂcom investment in those entities;

Direct, indirect and synthefic holdings by the Bank of the Additional Tier 1 instruments of financial secfor entities where
the Bank has a significant investment in those entities, excluding underwriting positions with maturity of five working
days or less;

The amounts of ifems required to be deducted from the Tier 2 capital that exceeds the Tier 2 capital of the Bank;
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4. FINANCIAL RISK MANAGEMENT (continued)

(f) Capital management (continued)

*  Any fax charge relating to Additional Tier 1 items foreseeable af the moments of its calculation, except where the
Bank suitably adjust the amount of Additional Tier 1 items insofar as such tax charges reduce the amount up fo which
those items may be used to cover risk of losses.

Tier 2 capifal is the sum of the following elements less deductibles:

*  Shares and other capital instruments and subordinated liabilities, which fulfil the requirements defined in the Methodol-
ogy for Tier s capital;

*  Share premium of Tier 2 capital;

*  Ceneral credit risk adjustments, gross of tax effects, or up to 1,25% of risk-weighted exposures for credit risk.

The extent to which Tier 2 instruments and,/or subordinated liabilities are included in the calculation of Tier 2 capital of
the Bank during the final five years before the instruments mature is calculated as follows: the quotient of their nominal
value and/or the principal amount, on the first day of the final five year period before their maturity and the number of
calendar days in that period is multiplied by the number of the remaining calendar days of maturity of the instruments or
subordinated liabilities on the day of the calculation.

Deductibles for Tier 2 capital are:

*  Dired, indirect and synthefic holdings by a Bank of own Tier 2 instruments and subordinated liabilities, including
instruments that a Bank is obliged fo purchase by virtue of an exisfting contractual obligation;

»  Direct, indirect and synthefic holdings by a Bank of the Tier 2 instruments and subordinated liabilities of financial
sector enfifies where those entities have a reciprocal cross holding with the Bank, and which have been designed to
inflate artificially the capital of the Bank;

*  The applicable amount of direct, indirect and synthefic holdings by the Bank of the Tier 2 instruments and subordi-
nated liabilities of financial secfor entities where the Bank does not have a significant investment in those entities;

*  Direct, indirect and synthefic holdings by the Bank of the Tier 2 instruments and financial liabilities of financial sector
entities where the Bank has a significant investment in those entfifies, excluding underwriting positions with maturity of
five working days or less.

Banking operations are categorised as either trading book or banking book, and riskweighted assets are determined
according fo specific requirements that seek to reflect the varying levels of risk aftached fo assets and exposures not
recognised in the stafement of financial position.

The Bank’s policy is to maintain a strong capital base so as fo ensure investor, creditor and market confidence and to
sustain future development of the business, The impact on the level of capital on shareholder’s retumn is also recognised
and the Bank recognises the need to maintain a balance between the higher returns that might be possible with the
advanfages and security afforded by a sound capital position or with greater gearing.

The Bank has complied with all externally imposed capital requirements through the period.
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4.  FINANCIAL RISK MANAGEMENT (continued)

() Capital management (continued)
The table below summarizes the composition of regulatory capifal and the rafios of the Bank for the years ended 31
December:

2019 2018
Share capital 27,466,158 27.466,158
Revaluation reserves and other unrealized gains/losses 858,359 388,599
Reserves from profit, other reserves and reserves for banking risks 23,353,465 23,353,465
Regulatory adjustments to the value of the regulatory capital 33,977 (24,996)
Other infangible assets decreased by deferred tax liabilities (731,406) (647,755)
Equity parficipation in financial sector exceeding 10% of their equity - -
Excess of qualified participations in enfifies in non-financial secfors -
Required reserves for potential losses (14,682,113)
Gross amount of receivables from clients with debt-to-income rafio higher

(1,913,096)
then 60%
Cross amount of receivables from clients with contractual maturity over
' (450,800)

defined threshold
CET 1 48,616,657 35,853,358
Additional share capital - -
Tier 1 capital 48,616,657 35,853,358
Tier 2 capital - -
Total capital 48,616,657 35,853,358
Capital requirements
Credit risk 15,795,704 13,109973
Foreign currency risk 82,344 -
Pricing risk 24,501 9285
Operational risk 2,375,876 2,246,678
Capital adequacy ratio 21.28% 18.67%
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4. FINANCIAL RISK MANAGEMENT (continued)

(f) Capital management (continued)

All prescribed statutory requirements for the years ended 31 December are presented in the table below:

egleiery 2019 2018
requirements
CET 1 Min 4.5% 21.28% 18.67%
T1 Min 6% 21.28% 18.67%
Total capital adequacy ratio Min 8/ 21.28% 18.67%
Regulatory capital Min EUR 10 million EUR 413 mil, EUR 303 mil,
Capital asset ratio Max 60% 12.70% 13.36%
Ratio of large and the largest individual
Max 400% 79.57% 99.19%
exposures in relation fo capital
liquidity ratio- narrow Min 0.7 1.64 1.59
liquidity ratio - wider Min 1 2.00 2.14
Foreign currency risk ratio Max 20% 2.12% 1.47%
Exposure fo a single party or a group of related —— 15177 557

parties *

*The largest exposure fo a single entity

The Bank uses regulafory capital adequacy ratio in order to monitor its capital base. The National bank of Serbia
approach fo such measurement, based upon Basel methodology, is primarily based on monitoring the relationship of the
capital requirements to available capital resources.

The allocation of capital between specific activities is, fo a large extent, driven by optimisation of the return achieved on
the capifal allocated. The amount of capital allocated fo each activity is based primarily upon the regulatory capital, but
in some cases the regulatory requirements do not reflect fully the varying degree of risk associated with different activities,
In such cases the capital requirements may be flexed to reflect differing risk profiles, subject to the overall level of capital
fo support a particular activity not falling below the minimum required for regulatory purposes.

Although optimisation of the refurn on risk-adjusted capifal is the principle basis used in defermining how capital is
allocated to particular activities, it is not the sole basis used for decision-making, Account is also taken of synergies with
other activities, the availability of management and other resources, and the fit of the activity with the Bank’s longer term
strategic obijectives. The Bank’s policies in respect of capital management and allocation are reviewed regularly by the
management.



192

5.  FAIR VALUES OF FINANCIAL INSTRUMENTS

The fair values stated for financial instruments are the amount for which the asset could be exchanged, or a liability seftled,
between knowledgeable, willing parties in an arm’s length transaction.

The fair values are calculated using the market information available at the reporting date and individual Bank’s valuation
methods.

The fair values of certain financial insfruments stated with their nominal values are approximately equivalent fo their carrying
amounts. These include cash as well as receivables and liabilities without a defined maturity or fixed inferest rate, such
as credit cards and current accounts. For other receivables and liabilities, future anticipated cash flows are discounted
fo their present value using oppropriate interest rates, which reflect current market conditions and specifics of related sub-
portfolios. Having in mind that variable inferest rates are agreed for the majority of financial assefs and liabilities of the
Bank, changes in current inferest rafes lead fo changes in agreed interest rates, Management of the Bank is of the opinion
that, giving ordinary business acfivities of the Bank and its general policies, there are no significant differences between
carrying amount of assefs and liabilities and their fair values.

Quoted market prices are used for exchange-traded securities. The fair value of the remaining securities is calculated os
the net present value of future anficipated cash flows.

The fair values of currency derivatives are calculated on the basis of discounted, anficipated future cash flows. In doing so,
the Bank applies the market rates applicable for the remaining maturity of the financial instruments.

The fair values of irevocable credit commitments and contingent liabilities are the same as their carrying amounts.
Valuation of financial instruments
The Bank’s accounting policy on fair value measurement is disclosed in accounting policy 3(k) (vi).

The Bank measures fair values using the following fair value hierarchy that reflects the significance of the inputs used in
making the measurements:

* level 1: Quoted markef price (unadjusted) in an acfive market for an identical insfrument,

e level 2: Valuation fechniques based on observable inputs other than quoted prices, either directly (i,e,, as prices) or
indirectly (i,e,, derived from prices), This category includes instruments valued using: quoted market prices in active
markets for similar instruments; quoted prices for identical or similar instruments in markets that are not considered
active; or other valuation techniques where all significant inputs are directly or indirectly observable from market dato,

e level 3: Valuation techniques that are based on unobservable inputs, This category includes all instruments where
the valuation technique includes inputs not based on observable data and the unobservable inputs have a signifi-
cant effect on the instrument’s valuation, This category includes instruments that are valued based on quoted prices
for similar instruments where significant unobservable adjustments or assumptions are required fo reflect differences
between the insfruments.
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5. FAIR VAIUES OF FINANCIAL INSTRUMENTS
(continued)

Fair values of financial assefs and financial liabilities that are traded in active markets are based on quoted market prices
or dealer price quotations. For all other financial instruments the Bank determines fair values using valuation techniques.

Valuation techniques include nef present value and discounted cash flow models, comparison to similar instruments for
which market observable price exists and other valuation models. Assumptions and inputs used in valuation techniques
include riskfree and benchmark inferest rates, credit spreads and other premium used in estimating discount rafes, bond
and equity prices, foreign exchange rates, equity and equity index prices and expected price volatilities and correlations.
The objective of valuation techniques is to arrive at a fair value determination that reflects the price of the financial
instrument at the reporting date, which would have been defermined by market participants acting at arm’s length.

The Bank uses widely recognised valuation models for defermining the fair value of common and more simple financial
instruments, such as inferest rafe and currency swaps that use only observable market data and require litle management
judgement and estimation. Observable prices and model inputs are usually available in the market for listed debt and
equity securities, exchange fraded derivatives and simple over the counter such as like interest rate swaps.

Availability of observable market prices and model inputs reduces the need for management judgement and estimation
and also reduces the uncerfainty associated with determination of fair values. Availability of observable market prices
and inputs varies depending on the products and markefs and is prone to changes based on specific events and general
conditions in the future markes.
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5. FAIR VAIUES OF FINANCIAL  INSTRUMENTS

(continued)

The table below analyses financial instruments measured at fair value af the end of the reporting period, by the level in the
fair value hierarchy into which the fair value measurement is categorised:

Level 1 Level 2 Level 3 Total
31 December 2019
Receivables arising from derivatives 173,514 - 173,514
Securities 10,760908 23913239 34,674,147
loans and receivables from customers - 18,535 18,535
10,934,422 23,913,239 - 34,866,196
liabilities arising from derivatives 18,516 - 18,516
liabilities arising from financial derivatives
234,945 - - 234,945
held for hedging against risks
253,461 - - 253,461
31 December 2018
Receivables arising from derivatives 93,503 - 93,503
Securities 11,751,814 13,063,504 24,815,318
11,845,317 13,063,504 - 24,908,821
liabilities arising from derivatives 6,959 - 6,959
Liabilities arising from financial derivatives
71,709 : : 71,709
held for hedging against risks
78,668 - - 78,668

The effects of changes in fair value of financial instruments measured at fair value through profit and loss are as follows:

2019 2018

Cains from change in fair value of derivatives 5,301,104 2,034,465
Cains from change in fair value of financial assets measured at FVTPL 195,423 354,767
5,496,527 2,389,232

losses from change in fair value of derivatives (5,307,360) (2,025,399)
losses from change in fair value of financial assefs measured at FVTPL (65,625) (61,494)
(5,372,985) (2,086,893)

Net gain from change in fair value of financial instruments 123,542 302,339
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5. FAIR  VAIUES OF FINANCIAL  INSTRUMENTS

(continued)

The following fable sets out the fair volues of financial instruments not measured af fair value and analyses them by the level
in the fair value hierarchy info which each fair value measurement is categorised:

Level 1 Level 2 Level 3 Total Czl\rrylng
mount
Balance as at
31 December 2019
Cash and balances with central
69905,262 - 69905,262 69905,262

banks

loans and receivables to banks and

13,550,612 13,550,612 13,550,612

other financial institutions
loans and receivables to customers - - 176,663,198 176,663,198 171,566,184
Securities at amortized costs - 20,106,285 - 20,106,285 19828,296

- 90,011,547 190,213,810 280,225,357 274,853,354

Deposits and other liabilities to
banks, other financial institutions and - - 4,287 532 4,287 532 4,287 532

central bank
Deposits and other liabilities fo other

- 251,813,778 251,813,778 251,813,778

customers

- - 256,101,310 256,101,310 256,101,310

Balance as at
31 December 2018

Cash and balances with central

banks

loans and receivables to banks and

71,884,119 - 71,884,119 71,884,119

11,558,104 11,558,104 11,558,104

other financial insfitutions
loans and receivables to customers - - 150,387,617 150,387.617 150,387,617
Securities at amortized costs - 26,899,182 - 26,899,182 25,512,888

- 98,783,301 161,945,721 260,729,022 259,342,728

Deposits and other liabilities fo
banks, other financial institutions and - - 3,038,158 3,038,158 3,038,158

central bank

Deposits and other liabilities to other

227,889,691 227,889,691 227,889,691

customers

- - 230927849 230,927,849 230,927,849

Where available, the fair value of loans and receivables is based on observable market transactions. Where such data
are not available, fair value is estimated using valuation models, such as discounted cash flow fechniques. Inputs used in
the valuation techniques include expected lifefime credit losses, inferest rates, prepayment rates and primary origination
or secondary market spreads. For collateral-dependent impaired loans, the fair value is measured based on the value of
the underlying collateral.
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5. FAIR VAIUES OF FINANCIAL INSTRUMENTS
(continued)

To improve the accuracy of the valuation esfimate for retail and smaller commercial loans, loans are grouped info portfolios
with similar characteristics such as product and borrower type, currency, remaining maturity efc.

The fair value of deposits from banks and customers is estimated using discounted cash flow techniques, applying the rates
that are offered for deposits of similar maturities and terms, such as deposit type, currency, customer type and remaining
maturity. The fair value of deposits payable on demand is the amount payable at the reporting date.

Below are disclosed methods and valuation and assumption used for determination of fair value for financial instruments
which are not measured at fair value in financial stafements.

Assefs and liabilities with fair value approximately equivalent to their carrying amounts

For certain financial instruments without defined maturity of with short maturity (less than 1 year), the assumption is that their
carrying amounts is approximately equivalent fo their fair values. This assumption is also used for sight (demand) deposits,
saving deposits without defined maturities, as well as for financial instruments with floating interest rafes.

Financial instruments with fixed interest rates

Fair value of financial instruments with fixed inferest rate measured at amortised costs is assessed based on comparison
initially agreed inferest rates and current inferest rafes for similar financial instruments. Defermination of fair value of loans
and deposits with fixed interest rates is based on discounting of future anticipated cash flows fo their present value, using
current inferest rafes for financial instruments with similar characteristics, such as product type, customer type, remaining
maturity and currency.



6. NET INTEREST INCOME

Net inferest income comprises:
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2019 2018

Interest income
Central Bank 310,325 412,613

Banks

- local banks 15,272 13,233
- foreign banks 50,925 47709
Corporate customers 2,482,443 2,278,389
Public sector 2 7
Private individuals 5,576,856 5,396,555
Securities 1,806,288 1,776,856
Foreign entities 47955 46,422
10,290,066 9971,784

Interest expense

Banks

- local banks (2,283) (1,639)
- foreign banks (44,875) (34,142)
Corporate customers (58,826) (18,190)
Public secfor (15,660) (17,145)
Private individuals (23,861) (33,158)
Securities - (13,802)
Foreign entities (38,270) (59,696)
(183,775) (177,772)
Net interest income 10,106,291 9,794,012

From the total inferest income for the year ended 31 December 2019, an amount of RSD 3,359 thousand (2018: RSD

1,508 thousand) relates fo accrued interest on impaired financial assets.

Interest income for 2018 also includes income from orginated fees which form an infegral part of the effective interest rate

in the amount od RSD 544,838 thousand (2018: RSD 471,936 thousand).
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/. NET FEE AND COMMISSION INCOME

Net fee and commission income includes:

2019 2018
Fee and commission income
Insurance agency fees 305,490 237,296
Card business fees and fees for maintenance of current accounts 2,521,432 2,504,587
Payment fransfer business 896,527 861,448
loan administration and guarantee business 368,341 334,630
Fees for nosfro and loro payments 528,370 467,323
Fees for loan granting, processing and administration (commitments) and
182,144 258,153
prepayment fees
Fees for participation in sales on POS terminals 299,110 220,123
Fees for warnings sent fo clients 88,719 88,043
Fees for cash payments 54,453 63,511
Agent fees - sale of leasing product and investment funds units 122,213 102,854
Fees for securiries transactions 47770 48,423
Fees for Credit Bureau 71,123 52792
Other fees and commissions 636,778 440,791
6,122,470 5,679974
Fee and commission expenses
Payment transfer business in the country (237,510) (272,674)
Payment transfer business abroad (1,027,259) (810,468)
loan insurance fees (165,581) (152,988)
Fees on MIGA guarantee (96,586) (103,473)
Fees for Credit Bureau (102,688) (82,640)
Fees for SMS massages setn fo clients (61,893) (41,123)
Other fees and commissions (86,418) (111,189)
(1,777935) (1,574,555)
Net fee and commission income 4,344,535 4,105,419
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8. NETGAINS ONFOREIGN EXCHANGE DIFFERENCES

AND EFFECTS OF FOREIGN CURRENCY CLAUSE

Net gains on foreign exchange differences and effects of foreign currency clause include:

2019 2018
Gains on foreign exchange differences and effects
of foreign currency clause
Derivatives 3,646,159 1,577,385
Spot transactions 2046972 1,978,751
Cash in vault, foreign currency accounts 819,310 786,144
Obligatory reserves 61,628 157,479
loans and other receivables in foreign currency 866,709 1,501,490
loans and other receivables linked fo foreign currency 592,501 1,325,114
Deposits and borrowings in foreign currency 3,140,856 3,274,271
Securities 930,330 1,095,811
Other 14,361 6,385
12,118,826 11,702,830
Losses on foreign exchange differences and effects
of foreign currency clause
Derivatives (3,136 429) (1,532,635)
Spot transactions (442,195) (748,274)
Cash in vault, foreign currency accounts (422,748) (482,798)
Obligatory reserves (168,4006) (195,008)
loans and other receivables in foreign currency (791,857) (1,343,027)
loans and other receivables linked to foreign currency (1,037,669) (1,329,317)
Deposits and borrowings in foreign currency (3,050,403) (3,830,222)
Securities (789,149) (542,697)
Other (4,484) (4,541)
(9,843,340) (10,008,519)
Net gains on foreign exchange differences and effects
2,275,486 1,694,311

of foreign currency clause




200

Q. NET IMPARMENT GAIN/(LOSS) ON FINANCIAL
ASSETS

Net impairment gain/(loss) on financial assets consists of:

2019 2018
Release of impairment allowance

Release of impairment allowance for financial assets 6,339,661 4,125,147
Release of impairment allowance for contingent liabilities 778,424 699,694
Inferest income of impaired assets 3,359 8,730
Income on collection of written-off receivables 819,765 792,499
Gains on the modification of financial instruments 617 3,135
7941,826 5,629,205

Impairment losses on financial assets
Impairment allowance for financial assefs (6,216,359) (5,255,698)
Impairment allowance for contingent liabilities (952,401) (654,245)
Impairment allowance for interest on impaired loans (23,255) (19, (’)Q] )
Write-offs (371,899) (9,123)
losses based on the modification of financial instruments (2,143) (36,471)
(8,266,057) (5,975,228)
Net impairment gain/(loss) on financial assets (324,231) (346,023)

10. NET GAIN/(LOSS) ON  DERECOGNITION  OF
FINANCIAL INSTRUMENTS MEASURED AT AMORTIZED
COST AND OTHER OPERATING INCOME

10.1  Net gains and losses on derecognition of financial instruments measured at amortized costs relate to:

2019 2018

Net gain on sale of financial instriments 75,736 760,742

Net impact of CHF-indexed mortgage loans conversion (382,628) -
Net gains/(losses) on derecognition of financial instruments

(306,892) 760,742

measured at amortized costs

Net loss on derecognition of financial instruments measured at amortized costs in the amount of RSD 382,628 thousand

represent impact of derecognition of morigage CHF-indexed loans which are converted in EUR-indexed mortgage loans

in accordance with the law on conversion of morigage loans indexed in swiss francs, which become effective in April

2019. The Bank converted 1,359 loan accounts, out of which:

e 1,286 loan accounts disclosed in the balance-sheet, where the fofal exposure of the Bank amounted EUR 41.38
mio; and

o 73 written-off loan accounts, where the total exposure of the Bank amounted EUR 2.80 mio.

Conversion has been performed for 88% of the total CHF-indexed mortgage portfolio of the Bank, out of which 99% of
balance-sheet exposure and 41% of off-balance sheet exposure was converted.
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10. NET  GAIN/(LOSS) ON  DERECOGNITION  OF
FINANCIAL INSTRUMENTS MEASURED AT AMORTIZED
COST AND OTHER OPERATING INCOME (continued)

10.2  Other operating income comprises:

2019 2018
Rental income 35,309 30,958
Refund of expenses from insurance of loans 38,920 47,238
Gain on sale of properties faken in process of loan collection 75,368 -
Other operating income 25,446 22722
Total 175,043 100,918
1 1. PERSONNEL EXPENSES
Personnel expenses include:

2019 2018
Woages and salaries 2,369,239 2,291,045
Tax on wages and salaries 291,632 282,072
Contributions on wages and salaries 561,144 534,307
Provisions for bonus, pension, vacation and others employee benefits 261,887 223,454
Release of provisions for pension (36,433) (85,302)
Release of provisions for vacation (105,181) (105,722)
Release of provisions for SIP - (112)
Release of provisions for bonus payment (52,176) (54,589)
Other personal expenses 17717 19610
Total 3,307,829 3,104,763

12. OTHER INCOME AND OTHER EXPENSES

12.1  Other income comprises of:

2019 2018
Reversal of unused provisions for liabilities 150 1,267
Income from disposal of property and equipment 6,201 11,988
Income from reduction of liabilities 390 125
Surplus 738 2,689
Other income 173,086 197500

Total 180,565 213,569
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12. OTHER INCOME AND OTHER EXPENSES (continued)

12.2 Other expenses comprise of:

2019 2018
Rental expenses 118,329 584,098
Costs of indirect taxes and contributions 552,653 544,277
Advertising, PR and promotional expenses 237965 365,043
Costs of fixed assefs maintenance 619,833 584,595
Other immaterial costs 768,840 705,337
Training expenses for staff 38,480 37,151
The cost of office supplies 94,047 101,169
Advisory and consulting expenses 329,578 341,048
Communication expenses 148,360 152,755
Security expenses 139,420 132,928
Other material costs and services 105,028 104,003
The costs of business trips 48,116 43,417
The cost of postal services 20,999 21,158
Other materials costs 161,263 164,092
Insurance premiums 1,217,140 1,071,055
Tax expenses 66,868 72,379
The cosfs of bringing into operation of office space 16,338 24,162
Representation costs 34,720 37,257
Membership fees 6,105 6,136
Other 178911 143,261
Increase in provisions for liabilities 291,088 88,783
loss on sale of properties taken in process of loan collection 72,378 -
Total 5,266,459 5,324,104

Increase in provision for liabilities in the amount of RSD 291,088 thousand relates fo provisions for litigations and claims

(note 26.4 and 29.2).

13. INCOME TAX

13.17  Major components of income tax expenses as at 31 December are as follows:

2019 2018
Current income tax 879,322 970,555
Deferred tax (311) 46,539

Total 879,011 1,017,094




13. INCOME TAX (contfinued)

13.2  Reconciliation of the effective tax rate is presented as follows:
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2019 2018
Profit for the year before tax 6,992,894 7,645,303
Income tax using the domestic corporation fax rate of 15% 1,048,934 1,146,795
Reconciliation of effective interest rate:
Non-deductible expenses 7493 21,803
Transfer prices adjustment 33,111 29,615
Non-taxable income (233,287) (248,307)
Difference in net carrying amount of asset for fax and financial reporting purpose 11,585 41,118
Employee benefits 12,234 10,995
Other (1,059) 15,075
Tax expenses 879,011 1,017,094
Effective tax rate 12,57% 13,30%

13.3  Change in deferred fax as at 31 December 2019 and 2018 is as follows:

Balance as at 1

Recognized in

Recognized in Balance as at 31

January 2019 profit or loss equity December 2019
Property and equipment 191,456 5,398 196,854
Employee benefits 48,098 2,587 50,685
Provision for legal cases 81,000 (12,127) 68,873
Valuation of CF hedge and financial
, (11,027) 457 (40,829) (51,404)
assefs at fair value through OCI
Other (2,741) 4,001 - 1,260
Total 306,786 311 (40,829) 266,268

Balance as af 1
January 2018

Recognized in

profit or loss

Recognized in Balance as at 31

equity December 2018

Property and equipment 233,805 (42,349) 191,456
Employee benefits 52,286 (4,188) 48,098
Provision for legal cases 68,716 12,284 81,000
Voluation of CF hedge and financial

. 2,000 (452) (12,575) (11,027)
assefs at fair value through OCI
Other 9093 (11,834) - (2,741)
Total 365,900 (46,539) (12,575) 306,786

Deferred tax is calculated by applying the fax rate of 15% for both presented periods,
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14. CASH AND BALANCES WITH CENTRAL BANKS

14.1 Cash and balances with central banks include:

2019 2018
Cash and balances with central banks in dinar
Giro account 20,408,929 25,156,109
Cash on hand 4,673,179 4,067956
Deposits of liquidity surplus 6,080,000 -
31,162,108 29,224,065
Cash and balances with central banks in foreign currency
Obligatory reserves 21,565,952 21,942,487
Cash on hand 17,177,204 20,717,571
Cash deposits at the Central Registry of Securities 2 4
38,743,158 42,660,062
less: Allowance for impairment (4) (8)
Balance as at December 31 69,905,262 71,884,119
Changes in allowance for impairment are presented as follows:
2019 2018
Collective allowances for impairment
Balance as at 1 January 8 -
Charge for the vear - ]
Balance as at 1 January 8 1
Expense 9 28
Releases (13) (21)
Effect of foreign currency movements
Balance as at December 31 4 8

The Bank also set aside in 2019 the obligafory reserve in accordance with the currently applicable NBS Decision on

Obligatory Reserves of Banks with the National Bank of Serbia.

The rafes of the obligatory Dinar reserves on Dinar deposits not indexed fo a currency clause remained the same as in
2018 and were 5% on Dinar deposits maturing within two years and 0% on Dinar deposits maturing over two years.

Conversion rates were 38% for deposits maturing within two years and 30% for foreign currency deposits maturing beyond

two years, and remained unchanged in 2019.

On the amount of the achieved average daily balance the Dinar obligafory reserves set aside in the accounting period
not exceeding the amount of the calculated Dinar obligatory reserves the National Bank of Serbia calculated and paid
interest at the rate of 1.25% p.a. up to 17 August 2019. In the period from 18 August to 17 November 2019, the interest
rate was reduced to 1.00%, so that from 18 November until the end of 2019, the NBS applied an interest rate of 0.75%.



14. CASH AND BALANCES WITH CENTRAL
(continued)

14.1  Cash and balances with central banks include (continued)
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BANKS

FCY obligafory reserve is set aside on FCY sources of funds and Dinar sources indexed fo a currency clause, During 2018,

following rates for allocation of FCY obligatory reserve are applied:

* the rate of allocation of the obligatory reserve on FCY liabilities maturing beyond two years was 20%,
* the rate of allocation of the obligatory reserve on FCY liabilities maturing over two years was 13%,
*  Rate for the allocation of the obligafory reserves on Dinar liabilities indexed to a currency clause was 100%.

The National Bank of Serbia pays no inferest on the foreign currency obligatory reserves. In 2019 on the amount of FCY
obligatory reserve which exceeds calculated amount, the National Bank of Serbia calculated interest at rate equal fo
3-month Euro LIBOR plus margin of 5% p.a. Such inferest was not paid by the Bank in 2019 since FCY obligatory reserve

never exceed limits which trigger interest payments.

14.2 Cash in Statement of cash flow includes:

2019 2018
Giro account 20,408,929 25,156,109
Cash on hand in dinars 4,673,179 4,067956
Cash on hand in foreign currency 17177204 20,717,571
Foreign currency accounts 1,999,007 1,264,891
Balance as at December 31 44,258,319 51,206,527
15. DERIVATIVE RECEIVABLES
Financial assets af fair value through Profit and loss comprise:

2019 2018
Derivative receivables in local currency 21,442 16,141
Balance as at December 31 21,442 16,141
Nominal value of frading derivatives is presented in the table below:

2019 2018
Nominal Nominal Net position Fair value Nominal Nominal Net position Fair value
(Bought) (Sold) (Bought) (Sold)

Trading derivatives
FX Spot 2976023 2076,884 (862) (822) 2105617 (2,105,835 (218) (205)
FX Forward 1,111,625 1,099939 11,687 9,542 2,523,556  (2,501,953) 21,603 Q464
FX SWAP 44,162,454 44,162,768 (314) (17037) 7,862,100  (7,859,371) (2,729 (281)
Total 48,250,102 (48,239,591) 10,511 (8,317) 12,491,273 (12,467,159) 24,114 8,978
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16. SECURITIES

Financial assets available for sale comprise of:

2019 2018
Shares in dinars 1,328,938 141
Bonds of foreign financial insfitutions 16,356,547 12875918
Bonds of other banks - EBRD 498 498 1,884,684
Treasury bills = Ministry of Finance 35,538,712 35,584,999
Treasury bills = Ministry of Finance-conversion from CHF to EUR 786,549 -
less: Allowance for impairment (6,801) (17,538)
Balance as at December 31 54,502,443 50,328,204
Changes in allowance for impairment are presented as follows:
2019 2018
Collective allowances for impairment S-1
Balance as at 1 January 16,933 -
Correction od the opening balance - 10,788
Balance as at 1 January 16,933 10,788
Expense 20,967 15,264
Releases (31,095) (2,114)
Effect of foreign currency movements (4) (5)
6,801 16,933
Collective allowances for impairment S-2
Balance as at 1 January 605
Correction od the opening balance -
Balance as at 1 January 605 -
Expense 9 605
Releases (614)
Effect of foreign currency movements -
- 605
Balance as at December 31 6,801 17,538
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17, LOANS AND RECEIVABLES TO BANKS AND OTHER

FINANCIAL INSTITUTIONS

loans and receivables to banks and other financial institutions include:

2019 2018
Foreign currency account - Raiffeisen Bank Infemational AG 206,786 223,725
Foreign currency accounts — other banks 1,792,221 1,041,167
REPO transactions 5,470,690 45
Checks in foreign currency 12 -
liquidity and working capital loans - 737,320
Overnight deposits in local currency 500,000 -
Overnight deposits in foreign currency - 1,772919
Other loans and receivables 5,573,891 4992816
Shortterm deposit up fo 7 days in foreign currency 7,752 2,804,205

13,551,352 11,572,197

less: Allowance for impairment (740) (14,093)
Balance as at December 31 13,550,612 11,558,104
Changes in allowance for impairment are presented as follows:

2019 2018
Collective allowances for impairment S-1
Balance as at 1 January 17,569
Correction od the opening balance (17,569)
Balance as at 1 January -
Expence
Write-off
Effect of foreign currency movements
Total - -
Collective allowances for impairment S-2
Balance as at 1 January 14,093
Correction od the opening balance -
Balance as at 1 January 14,093 -
Expense - 14,090
Releases (13,353) -
Effect of foreign currency movements - 3
Total 740 14,093
Balance as at December 31 740 14,093
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18. LOANS AND RECEIVABLES TO CUSTOMERS

loans and receivables to customers consist of:

Gross

Allowance

Net

31.12.2018
31.12.2019 31.12.2019 31.12.2019
Foreign currency accounts and checks in
7,120 7,120 4,434
foreign currency
Overdrafts 4,288,075 169,454 4,118,621 4,571,446
Consumer loans 242 678 17601 225,077 275,674
liquidity and working capital loans 51,100,557 690,210 50,410,347 45,122,663
loans for working capital-at fair value 18,535 - 18,535 75,240
Investment loans 29,367,785 216,200 29,151,585 23,369,151
Housing loans 23,793,857 678,316 23,115,541 24,188,479
Cash loans 29941,609 1,257,197 28,684,412 25,536,097
Other loans and credit cards 29198,336 1,879,349 27318987 25,358,746
Factoring without recourse 477503 36 477467 427743
Factoring with recourse 133,151 19 133,132 11,364
Other receivables and discount of bills of
64,471 7176 57,295 133,067
exchange
Credit for p/o of imports of goods and
7887210 22716 7864,494 7703,651
services from abroad
Deposits 2,107 1 2,106 1,772
176,522,994 4,938,275 171,584,719 156,779,527
less: Allowance for impairment (4,938,275) (6,391,910)
Balance as at December 31 171,584,719 150,387,617
Changes in allowance for impairment are presented as follows:
2019 2018
Specific allowances for impairment S-3
Balance as at 1 January 5,268,765 6,153,484
Correction of the opening balance (828,615)
Balance as at 1 January 5,268,765 5,324,869
Expense 3,663,055 2963,652
Releases (3,212,966) (2,080,412)
Write-off (1,691,361) (997,587)
Effect of foreign currency movements (13,673) 15,012
Unwinding 37425 43,286
Conversion of CHF-indexed loans (248,775)
Other - (55)
Total 3,802,470 5,268,765
Collective allowances for impairment S-1
Balance as at 1 January 586,428 859 574
Correction of the opening balance - (441,637)
Balance as at 1 January 586,428 417937
Expense 1,436,285 974,760
Releases (1,335,098) (767,882)
Effect of foreign currency movements (1,147) (38,387)
Conversion of CHF-indexed loans (5,414) -
Total 681,060 586,428
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18. LIOANS AND RECEIVABLES TO  CUSTOMERS

(continued)

Collective allowances for impairment S-2

Balance as at 1 January 536,717 -
Correction of the opening balance - 479,784
Balance as at 1 January 536,717 479784
Expense 1,742,407 1,258,594
Releases (1,701,819) (1,232,769)
Write off (15) -
Effect of foreign currency movements 412) 31,108
Conversion CHF loans in EUR (122,133)

Total 454,745 536,717
Balance as at December 31 4,938,275 6,391,910

In 2019 the Bank granted to corporate and small enterprises customers following loans:

Shortterm loans at annual inferest rate depending on the customer credit rating range, up to EURIBOR / BELIBOR
plus margin up to 3.65% / 2.5%;
long-ferm loans up to 10 years of maturity, af annual interest rate depending on the customer credit rating range, up

to EURIBOR / BELIBOR plus margin up to do 4.45% 2.5%.

For segment of SME customers, in 2019 the Bank granted following loans:

loans with monthly insfalments, depending on the cusfomer credit rafing range, at fixed annual inferest rafe in the
range from 4.4% to 9.00% and with floafing interest rate in the range BELIBOR plus margin from 2.25 % to 5%, EUR-
linked loans are granted at annual interest rafe in the range EURIBOR  plus margin from 3.5% 1o 4.95%;

For SE subsegment, long-ferm loans up to 10 years of maturity, at annual inferest rate up to EURIBOR plus margin in
the range from 2.6% to 4.5%, These loans are granted mainly from infernal funds of the Bank;

For Micro sub—segmenf, loans with monfh|y instalments, depending on the customer credit rafing range, at fixed annual
inferest rafe in the range from 7.5% o 12% and with prevailing floating inferest rate BELIBOR plus margin from 2.25%
to 7%. For EURJinked loans, loans are granted at fixed annual interest rate in the range from 3.95% to 6.95% and
with prevailing floating inferest rate EURIBOR plus margin from 3.5% to 6.5%. long-term loans up to 10 years of
maturity af annual interest rate for EURlinked loans up fo 6-month EURIBOR plus margin from 4% to 6% and af fixed
annual inferest rate from 3.95% to 6.95%. Dinar loans are granted at fixed annual interest rate in range from 8% to
10% or floating interest rate in the range 3-m BELIBOR plus margin 2.25% to 3.25%.
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18. LOANS AND RECEIVABLES TO  CUSTOMERS

(continued)

In 2019, the Bank granted to private individuals following loans:

*  Short ferm loans with foreign currency clause af floating inferest rate calculated as EURIBOR plus margin of 6.75%
p.a, and BELIBOR plus margin in the range from 4.80% to 7.6% p.q, for loans in dinars;

*  Short term loans with foreign currency clause and fixed interest rate of 9.90% p,a, and in the range from 7.75% to
30.00% for loans in dinars;

o Overdrafts af interest rafes in the range from 0% to 29.76% on annual level;

*  long-term loans with foreign currency clause af floating interest rafe calculated as EURIBOR plus margin of 5.75% p.a
and BELIBOR plus margin of 7.60% p,a for loans in dinars;

*  long term loans (housing) with maximum maturity of 30 years with floating annual interest rate calculated as EURIBOR
plus margin of 2,99% for loans with foreign currency clause and BELIBOR plus margin over 1,40% for loans in dinars;

*  long term loans with foreign currency clause and fixed interest rates of 9.90% and from 7.75% to 30.00% for loans
in dinars;

* longferm loans (housing) with maximum maturity of 30 years with fixed annual inferest rate of 3.45% - 3.95% for
loans with a currency clause.

19, INVESTMENTS IN SUBSIDIARIES

Investments in subsidiaries comprise of equity investments in following entities:

2019 2018
Equity investments:
Raiffeisen Future a,d, Beograd, Asset Management Company for
199908 165,473
managing of voluntary pension fund
Raiffeisen Invest a,d, Beograd, Asset Management Company for
564,445 413,681
managing of investment funds
Raiffeisen leasing d,0,0, Beograd 529168 449139
Humanitarian Fund ,Budimir Kosti¢” 30 30
Balance as at December 31 1,293,551 1,028,323
Changes in allowance for impairment are presented as follows:
2019 2018
Specific allowances for impairment S-3
Balance as at 1 January - 227915
Correction of the opening balance - (227915)

Balance as atf 1 January

Balance as at December 31 5 -




20. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment include:

2019 2018
Lland and buildings 3,337,281 3,392,218
Equipment 1,072,904 975,886
Investments in the leased assets 428,020 422031
4,838,205
leased assets 1,334,418 -
Balance as at December 31 6,172,623 4,790,135
Movements in property and equipment were as follows:
Land and Fixtures and fangible
o » assets under Total
buildings fittings )
construction
Cost
Balance as at 1 January 2018 3,863,845 5,197,395 - 9,061,240
Acquisitions - - 525,650 525,650
Transfer 28,141 497 509 (525,650) -
Disposals - (605,769) - (605,769)
Balance as at 31 December 2018 3,891,986 5,089,135 - 8,981,121
Balance as at 1 January 2019 3,891,986 5,089,135 - 8,981,121
Acquisitions - - 539,387 539,387
Transfers 27,244 512,143 (539,387) -
Disposals - (228,120) - (228,120)
Balance as at 31 December 2019 3,919,230 5,373,158 - 9,292,388
Accumulated depreciation and
impairment losses
Balance as at 1 January 2018 418,729 3,948,198 - 4,366,927
Depreciation 81,039 344,024 425,063
Disposals - (601,004) (604,004)
Balance as at 31 December 2018 499,768 3,691,218 - 4,190,986
Balance as at 1 January 2019 499,768 3,691,218 - 4,190,986
Depreciation 82,181 404,076 486,257
Disposals - (223,060) (223,060)
Balance as at 31 December 2019 581,949 3,872,234 - 4,454,183
Carrying amount
Balance as at 1 January 2018 3,445,116 1,249,197 - 4,694,313
Balance as at 31 December 2018 3,392,218 1,397917 - 4,790,135
Balance as at 31 December 2019 3,337,281 1,500,924 - 4,838,205

There are no resfrictions on fifle of assets neither property nor equipment pledged as a collateral.
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20. PROPERTY, PLANT AND EQUIPMENT (continued)

Movement on leased assets were as follow:

Business

Car . Total
premises
Acquisitions cost
Balance as at 1 January 2019. - - -
Acquisitions 52,925 1,752,353 1,805,278
Termination of the contract (4,767) (117938) (122,705)
Balance as at 31 December 2019 48,158 1,634,415 1,682,573
Accumulated depreciation and impairment
losses
Balance as at 1 January 2019. - - -
Depreciation 14,024 363,707 377731
Termination of the contract (1,082) (2,299) (10,381)
Modification of lease agreement - (19,195) (19,195)
Balance as at 31. December 2019 12,942 335,213 348,155
Carrying amount

Balance as at 31. December 2019 35,216 1,299,202 1,334,418

2 1. INTANGIBLE ASSETS

Infangible assets consist of:

2019 2018
Software and purchased licences 731,144 647,494
Balance as at December 31 731,144 647,494




21. INTANGIBLE ASSETS (continued)

Movements in infangible assets are presented as follows:

Software and

Other intangible

purchased licences assets fotal
Cost
Balance as at 1 January 2018 3,216,750 27,257 3,244,007
Acquisitions 252,839 - 252,839
Balance as at 31 December 2018 3,469,589 27,257 3,496,846
Balance as at 1 January 2019 3,469,589 27,257 3,496,846
Acquisitions 331,604 - 331,604
Balance as at 31 December 2019 3,801,193 27,257 3,828,450
Amortisation and impairment losses
Balance as at 1 January 2018 2,611,620 27,257 2,638,877
Amortisation for the period 210,475 - 210,475
Balance as at 31 December 2018 2,822,095 27,257 2,849,352
Balance as at 1 January 2019 2,822,095 27,257 2,849 352
Amortisation for the period 247954 - 247954
Balance as at 31 December 2019 3,070,049 27,257 3,097,306
Carrying amount
Balance as at 1 January 2018 605,130 - 605,130
Balance as at 31 December 2018 647,494 - 647,494
Balance as at 31 December 2019 731,144 - 731,144
272. DEFERRED TAX ASSETS
Calculation of deferred fax assefs as at 31 December 2019 is presented as follows:
2019 2018
Assets Liabilities Net Assets  Liabilities Net
Difference of the carrying amount
196,845 196,854 191,456 191,456
of fixed assets
Provision for legal cases 68,873 68,873 81,000 81,000
The severance for retirement 50,685 50,685 48,098 48,098
Other 1,260 1260 (2,741) (2,741)
Valuation - cash flow hedge and
" , (51,404)  (51,404) (11,027)  (11,027)
securities of fair value through OCI
Deferred tax asset / liability 317,672 (51,404) 266,268 317813 (11,027) 306,786

Deferred tax assets are calculated at tax rate of 15% for both presented periods,
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23. OTHER ASSETS

Other assets include:

2019 2018
Receivables for fees for payment transactions and for others non-credit
69,860 63,959
activities
Receivables from sales 4,482 1,622
Advance payments for working capifal 3,781 20,174
Advance payments for fangible assets 262 262
Receivables from employees 4,514 13,686
Receivables for paid contributions to employees — sick leave 20,056 35,309
Other receivables from business transactions 100,951 95,619
Suspense and femporary accounts 145,494 39,938
Other receivables 9869 15,546
Deferred interest expenses 12 30
Deferred other expenses 148916 111,159
Other prepayments 262,729 256,602
Assefs acquired through collection of receivables 20,892 319,363
Inventory 2071 2017
793,835 975,285
less: Allowance for impairment (82,516) (75,237)
Balance as at December 31 711,319 900,049
Changes in allowance for impairment are presented as follows:
2019 2018
Specific allowances for impairment S-3
Balance as at 1 January 51,340 54,001
Correction of the opening balance - 2,153
Balance as at 1 January 51,340 56,154
Expense 34,678 14,125
Releases (15,842) (16,805)
Write-off (1,653) (1,508)
Effect of foreign currency movements (57) (626)
68,466 51,340
Collective allowances for impairment S-1
Balance as at 1 January 2,075 7717
Correction of the opening balance - (5,403)
Balance as at 1 January 2,075 2,314
Expense 243 236
Releases (250) (487)
Effect of foreign currency movements 76 12
2,144 2,075
Collective allowances for impairment S-2
Balance as at 1 January 21,822 -
Correction of the opening balance 24,843
Balance as at 1 January 21,822 24,843
Expense 18,706 14,024
Releases (28,611) (17,336)
Effect of foreign currency movements (11) 291
11,906 21,822
Balance as at December 31 82,516 75,237




23. OTHER ASSETS (continued)

Assets acquired through collection of receivables consist of:

2019 2018
Surface (m?) Value Surface (m?) Value
Smederevska Palanka, st. Neznanog
junaka no. 47 -business and residential 274.52 5,890 274.52 5,890
property
Belgrade, st. Ustanicka no. 14a -
1,785.00 189962
business property
Novi Sad, Jovana Du¢i¢a 35,
object of physical education, fennis 613.00 15,002 3,575.00 123,511
courts,
Balance as at December 31 887.52 20,892 5,634.52 319,363
Changes in allowance for impairment are presented as follows:
2019. 2018.

Allowances for impairment

Balance as at 1 of January

Expense 76

Balance as at 31 of December 76 -




216

24. DEPOSITS  AND OTHER  FINANCIAL

LIABILITIES

FROM BANKS, OTHER FINANCIAL INSTITUTIONS AND

CENTRAL BANK

Deposits and other financial liabilities from banks, other financial institutions and central bank include:

2019 2018
In dinars In foreign Total In dinars In foreign Total
currency currency
Sight deposits 1,306,764 401,275 1,708,039 1,508,400 602,740 2,111,140
Special purpose deposits 10,000 131,580 141,580 27,455 8,727 36,182
Other deposits 3,978 13,612 17,590 3,411 Q976 13,387
Borrowings - 1,895,921 1,895921 862,207 862,207
Other financial liabilities 518,258 518,258 12 15,230 15,242
166 5,978 6,144
Balance as at December 31 1,320908 2966,624 4,287532 1,539,278 1,498,880 3,038,158
Borrowings include:
2019 2018
In 000 EUR In 000 RSD In 000 EUR In 000 RSD
The European Fund for Southeast Furope - EFSE 4,410 518,584 7,350 862,207
Balance as at December 31 4,410 518,584 7,350 862,207

Maturity of long term borrowings is up fo 8 years. Borrowings are repaid in equal half annual instalments. Inferest rates
are calculated af the and é-month EURIBOR plus a margin of 3.05% p.a.



25. DEPOSITS AND OTHER FINANCIAL LIABILITIES FROM
OTHER CUSTOMERS

Deposits and other financial liabilities from other customers include:

2019 2018
In dinars In foreign Total In dinars In foreign Total
currency currency

Sight deposits 72,341,070 137,137,230 209,478,300 55,023,528 130,881,118 185,904,646
Savings deposits 277,220 27,482,442 27,759,662 265,414 26,933,987 27,199,401
Deposits as collateral for loans 69,845 794,603 864,448 35,334 768,682 804,016
granted
Special purpose deposits 506,754 4,883,118 5,389,872 478,146 3,325,717 3,803,863
Other deposits 326,878 363,216 690,094 811,872 553,490 1,365,362
Ovemight deposits 5946 700,716 706,662 12,990 559,308 572,298
Borrowings - 6,303,349 6,303,349 - 7,571,003 7,571,003
Other financial liabilities 21,469 599922 621,391 11,966 657,136 669,102
Balance as at December 31 73,549,182 178,264,596 251,813,778 56,639,250 171,250,441 227,889,691

Borrowings in the amount of RSD 6,303,349 thousands (2018: RSD 7,571,003thousands) refer to loans granted by
Ministry of Finance of Republic of Serbia:

*  APEX loans with maturity up fo 12 years, Borrowings are repaid in equal half annual and quarterly instalments. Inferest
rafes are calculated at the 3-month and &-month EURIBOR plus a margin in the range from 0.27% 1o 1.38% p.a.;

*  Revolving loan fund with maturity up fo 5 years, Borrowings are repaid in equal quarterly instalments. Inferest rates
are caleulated af the 3-month LIBOR plus a margin of 0.75% p.a. Inferest liabilities are repaid in quarterly instalments.

The Bank generally did not pay interest in 2019 to large and medium-sized enterprises, but optionally offered the services
of Raiffeisen Invest Cash Fund, where average yields on dinar deposits were app. 2.97%, and for foreign currency
deposits in EUR vyields ranged from 0.59%.
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25. DEPOSITS AND OTHER FINANCIAL LIABILITIES FROM
OTHER CUSTOMERS (continued)

In 2019, the Bank did not offer time deposits to small enterprises and entrepreneurs,

The Bank did not calculate and pay inferest on the foreign currency household accounts. Also, the Bank did not calculate
and pay interest dinar current and saving household accounts.

Dinar short ferm deposits of households with maturity of 12 months have an annual interest rate of 1.00%, while all other
models of dinar term deposits were withdrawn from the Banks offer from 2016.

For dinar and foreign currency deposits placed on term accounts opened before 2016, with the possibility of more
successive payments and automatic re-payment, the inferest was calculated at a rate of 0.11% when it was a deposit in
the EUR currency, or 0.01% in the case of deposits in other currencies, regardless of the term of deposit.

Note 2019 2018

Opening balance
Deposits and other liabilities from banks,

24 3,038,158 3,152,382
other financial institutions and central bank
Deposits and other liabilities from other customers 25 227,889,691 200,206,463
Opening balance 1 January 230,927,849 204,058,845
Net inflow — deposits 26,206,210 27,570,848
Net outflow — borrowings (1,586,705) (1,238,794)
Net outflow - interest (184,538) (176,253)
Net outflow — fees (1,778,755) (1,575,282)
Foreign exchange differences (90,030) 556,014
Accrued interest and other non-cash transactions 1,952,601 1,732,471
Closing balance
Deposits and other liabilities from banks,

24 4,287532 3,038,158
other financial insfitutions and central bank
Deposits and other liabilities from other customers 25 251,813,778 227,889,691
Closing balance 31 December 256,101,310 230,927,849




26. PROVISIONS

26.1 Provisions consist of:
2019 2018
Provision for employee benefits
- provisions for retirement benefit 260,271 241,503
- provisions for other long term payments 77,628 79,151
- other short term provisions (bonus, vacations) 222,810 175,301
560,709 495,955
Provision for contingent liabilities 658,872 486,441
Provision for pending legal cases 443,595 526,641
Other provisions 81,613 13,362
Balance as at December 31 1,744,789 1,522,399
26.2  Movements in provisions for employee benefits are presented as follows:
2019 2018
Balance as at 1 January 495,955 535,294
Provision for the year 261,887 223,454
Release during the year (193,790) (245,725)
Payments (3,343) (17,068)
Balance as at December 31 560,709 495,955
26.3  Movements in provision for contingent liabilities are presented as follows:
2019 2018
Balance as at 1 January 486,441 335,704
Correction on the opening balance 196,473
Balance as at 1 January 486,441 532,177
Provision for the year 952,401 654,245
Release during the year (778,424) (699,694)
Foreign exchange differences (1,546) (287)
Balance as at December 31 658,872 486,441

Provision for contingent liabilities in the amount of RSD 658,872 thousand (31 of December 2018: RSD 486,441
thousand) is made for guarantees and other off-balance sheet placements in accordance with Methodology on calculation

of impairment provision of financial assefs and off-balance sheet items.
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26. PROVISIONS (continued)

26.4  Movements in provision for pending legal cases are presented in the table below:

2019 2018
Balance as at 1 January 526,641 4472 853
Provision for the year 222,250 88,783
Other (150) (1,267)
Usage (305,1406) (3,728)
Balance as at December 31 443,595 526,641
26.5  Movements in other provisions are presented as follows:

2019 2018
Balance as at 1 January 13,361 15,256
Provision for the year 68,838 -
Foreign exchange differences (5806) (1,895)
Balance as at December 31 81,613 13,361
2/. OTHER LIABILITIES
Other liabilities consist of:

2019 2018
Fee liabilities 12,557 13,004
Suppliers 318,509 216,415
Advances received 216,920 77,548
lease liabilities 1,347,281 -
Other liabilities from business activities 47089 31,318
Liabilities in settlement 22,265 17,823
Suspense and femporary accounts 476,871 443,644
Liobilities for fo wages and salaries 10,497 ]
Liabilities for VAT 48,707 42,753
Liabilities for other taxes and contributions 3,766 2952
Other accrued expenses 122,730 154,689
Accrued interest income 119518 116,300
Other accrued income 164,782 302,558
Other accruals 892 1,277
Balance as at December 31 2912,384 1,420,282
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28. EQUITY

28.1 Equity includes:

2019 2018

Share capital 27.466,158 27.466,158
Profit reserves 23,353,465 23,353,465
Revaluation reserves from the change in the value of equity instruments —

567,070 301,843
investment in subsidiaries
Hedging reserves (69,082) (26,833)
Revaluation reserves from the change in the value of debt instruments -

360,370 86,757
bonds
Profit for the year 6,213,212 6,727,538
Balance as at December 31 57,891,193 57,908,928

Raiffeisen SEE Region Holding GmbH, Vienna holds 100% of the Bank's equity. Raiffeisen Bank International AG is

ultimate parent of the Bank.

The shareholders of the Bank's ordinary shares are liable for the liabilities of the Bank and bear the risk of business acfivities
of the Bank in proportion to number of shares which possess. Shares may be transferred on third parties in accordance with
provisions of the Decision on founding. The shareholder of the Bank’s ordinary shares has the right on dividend pay-out.

In 2019, based on the Shareholder's Assemble Decision dated 25 April 2019, refained eamings related to 2018 profit,
are distributed through dividend pay-out in the amount of RSD 6,628,209 thousand.

In 2018, based on the Shareholder's Assemble Decision dated 26 April 2018, retained earnings related to 2017 profit,
are distributed through dividend pay-out in the amount of RSD 6,626,785 thousand.

28.2 Profit reserves include:
2019 2018
Specific reserve from credit losses on balance-sheet assets and
23,353,465 23,353,465
offbalance sheet items
Balance as at December 31 23,353,465 23,353,465

28.3  The Bank has complied with all externally imposed capital requirements to which it is subject (Note 4 (f).
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29. CONTINGENT LIABILITIES

29.1 Contingent liabilities as at 31 December comprise the following:

2019 2018
Payment and performance guarantees 52,871,741 46,090,594
Letters of credit 1,209,328 1,287,453
Irrevocable credit lines 18,370,318 15,718,206
Revocable credit lines 83,290,409 65,161,764
Balance as at December 31 155,741,796 128,258,017

In respect of confingent liabilities, the Bank esfimated and booked provision in the amount of RSD 658,872 thousand
(2018: RSD 486,441 thousand).

Irevocable credit lines comprise the following:

2019 2018
Overdraffs to non-retail 19,982 15,337
Commitments related fo short-term loans and guarantees 37,782 24,775
Commitments related to long-ferm loans and guarantees 6,554,894 4,808,079
Credit cards to non-retail 843,266 683,311
Overdraft o individuals 1,151030 1,093,097
Credit cards to individuals retail 9763,364 9093,607
Balance as at December 31 18,370,318 15,718,206

292 legal proceedings

As of December 31, 2019 there were 2,222 litigations filed against the Bank (2018: 833), with the total value claimed
in the amount of RSD 2,034,119 thousand (2018: RSD 1,733,728 thousand). For these court cases, the Bank created
provisions in the amount of RSD 443,595 thousand (2018: RSD 526,641 thousand), based on the management’s
estimate of the probable positive outcome of the proceedings and the total losses that the Bank may suffer.

The Bank has filed a number of lawsuits against third parties, mostly for the purpose of collecting ifs receivables.



30. RELATED PARTIES
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The Bank is controlled by the Raiffeisen SEE Region Holding GmbH, Vienna incorporated in Austria, which owns 100%
of ifs ordinary shares. The ultimate parent of the Bank is the Raiffeisen Zentralbank Osferreich AG incorporated in Austria.
In addition, the Bank has control over ifs subsidiaries Raiffeisen Future a.d. Beograd, Raiffeisen Invest a.d. Beograd and

Raiffeisen leasing d.o.o. Beograd.

A number of banking transactions are enfered into with related parties in the normal course of business. These include

loans, deposits, equity investments and derivative instruments.

Outstanding balances of assets and liabilities as of December 31, 2019 and 2018, resulting from the Bank’s related

party fransactions are summarized below:

2019 2018
ASSETS
Financial assets at fair value through profit or loss held
for trading
Raiffeisen Bank Infernational AG, Wien 11,201 5,787
11,901 5,787
Financial assets available for sale
Raiffeisen bank, A.S. Prague 1,189464
- 1,189,464
Loans and advances to banks and other financial institutions
Raiffeisen Bank Infernational AG, Wien 206,944 223,770
Raiffeisen bank d,d,, Bosna i Hercegovina 23 -
Raiffeisenbank Austria d.d., Zagreb 23,230 23,560
Raiffeisen leasing d.o.0., Beograd 5,509,054 5,290,205
5,739,251 5,537,535
Loans and advances to customers
Park City Real Estate d.o.o., Novi Sad 54,584
Building Business Center d.o.0., Novi Sad 41,863
Bulevard Centar BBC d.o.o0. Novi Sad - 4,068
Raiffeisen Rent d.o.o., Beograd 1,207,220 1,184,959
1,207,220 1,184,959
Receivables from financial derivatives held for hedging
against risks
Raiffeisen Bank Infernational AG, Wien 152,072 68,204
152,072 68,904
Property, plant and equipment — right-of-use
Raiffeisen Rent d.o.o., Beograd 35,217
35,217 -
Other assets
Raiffeisen Bank International AG, Wien 27,844 26,795
Raiffeisen leasing D.O.O. 1,880 1,621
Raiffeisen bank d,d,, Bosna i Hercegovina 108 106
Raiffeisenbank Austria d,d,, Zagreb 616 1,939
Raiffeisen Invest a.d. Beograd 3 9311
Raiffeisen Future a.d. Beograd 12115 4,187
Raiffeisen Rent d.o.o., Beograd 2,055 418
45,003 44,377
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30. RELATED PARTIES (continued)

2019 2018
LIABILITIES
Financial liabilities at fair value through profit or loss held
for trading
Raiffeisen Bank Infernational AG, Wien 18,516 6,086
18,516 6,086
Liabilities arising from financial derivatives held for hedging against
risks
Raiffeisen Bank International AG, Wien 234,945 71,709
234,945 71,709
Deposits and other liabilities from banks, other financial institutions
and central bank
Raiffeisen Bank Infernational AG, Wien 24915 5,065
Raiffeisen Bank d,d,, Bosna i Hercegovina 2,176 7,864
Raiffeisenbank Austria d,d,, Zagreb 11,031 995
Raiffeisen Invest a.d. Beograd - 1,810
Raiffeisen Future a.d. Beograd 3,427 1,492
Raiffeisen leasing d.o.o., Beograd 236,501 593,698
278,050 610,924
Deposits and other liabilities from other customers
Raiffeisen Rent d.o.o0., Beograd 12,790 14,070
Park City Real Estate d.o.o., Novi Sad - 183,969
Building Business Center d.o.0., Novi Sad 333,429
Bulevard Centar BBC d.o.o., Novi Sad - 241
12,790 531,709
Provisions
Raiffeisen Bank International AG, Wien 11 23
Raiffeisen leasing d.o.o., Beograd 293 8,711
Raiffeisen Rent d.o.o0., Beograd 183 149
Raiffeisenbank Austria d,d,, Zagreb 1 4
Raiffeisen bank Kosovo ] ]
Raiffeisen bank A.S Prague ]
Raiffeisen bank DD Bosna i Hercegovina - ]
Raiffeisenlandesbank Niederoesterreich-Wien AG 1 -
480 8,890
Other liabilities
Raiffeisen Bank Infernational AG, Wien 68,751 71,383
Raiffeisen leasing d.o.0., Beograd 17 322
Raiffeisen Rent d.o.o., Beograd 17 138
Centralised Raiffeisen Infernational Services & Payments S.R.L., Bucharest 1,587 1,552
Raiffeisen Bank d,d,, Bosna i Hercegovina - 18
PJSC Ukrainian processing center, Ukraina 1,945 633
Raiffeisenbank Austria d,d,, Zagreb 27 732
Raiffeisen Bank Kosovo 22 66
Raiffeisen bank, A,S, Prague = 30
AQ Raiffeisen bank Moscow 56
Raiffeisenlandesbank Niederoesterreich-Wien AG 19
Regional Card Processing Centre s.r.o., Brafislava 33,258 16,793
105,699 91,667
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The following table summarizes total income and expenses arising from related party transactions realized during the

years ended December 31, 2019 and 201 8:

2019 2018
Interest income:
Raiffeisen Bank Infernational AG, Wien 245 131
Raiffeisen leasing d.o.o., Beograd 33,094 36,487
Raiffeisen Rent d.o.o., Beograd 12,442 8,751
Raiffeisen Bank AS Prague 7,485 8,870
53,266 54,239
Interest expenses:
Raiffeisen Bank International AG, Wien (30,489) (31.497)
Raiffeisen Bank AS Prague (3,658) (4.421)
(34,147) (35.918)
Fee and commission income:
Raiffeisen Rent d.o.o., Beograd 724 935
Bulevard Centar BBC DOO Novi Sad 5
Park City Real Estate DOO, Novi Sad 48
Building Business Centar DOO, Novi Sad - 68
Raiffeisen Bank Infernational AG, Wien 39006 39074
Raiffeisenbank Austria d,d,, Zagreb 1,520 1,567
Tatra Banka SA Prague 66 28
Raiffeisen leasing d.o.o. Beograd 1,700 1,663
Raiffeisen Banka dd Bosna i Hercegovina 477 680
Raiffeisenbank Kosovo 303 182
AQO Raiffeisen bank Moscow 176
Raiffeisen bank ZRT 26
Raiffeisen bank Bulgaria 1
Raiffeisenlandesbank Niederoesterreich-Wien AG 874 -
Raiffeisen Invest a.d. Beograd 250 89417
Raiffeisen Future a.d. Beograd 223 13,033
Raiffeisen Bank AS Prague 215 222
45,561 146,922
Fee and commission expenses:
PJSC Ukrainian processing center, Ukraine (6,072) (3,382)
Raiffeisenbank Austria d,d,, Zagreb (81) 91)
Regional Card Processing Centre (241,854) (160,370)
Raiffeisen Bank International AG, Wien (148,554) (129,883)
Raiffeisen Banka dd Bosna i Hercegovina 0 2)
Raiffeisen Invest a.d. Beograd 2) 2)
Raiffeisen Rent d.o.o., Beograd () 2)
(396,563) (293,732)
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30. RELATED PARTIES (continued)

2019 2018
Net gains/(loss) on financial assets held for trading
Raiffeisenbank Austria d,d,, Zagreb - (968)
Raiffeisen Bank International AG, Wien (6,315) (13,471)
(6,315) (14,439)
Net losses on hedging
Raiffeisen Bank International AG, Wien (33,926) 82,086
(33,926) 82,086
Other operating income
Raiffeisen Rent d.o.o0. Beograd 4,110 3,349
Raiffeisen leasing d.o.0. Beograd 19,600 17733
Raiffeisen Bank Infernational AG, Wien 961 288
Raiffeisen Invest a.d. Beograd 4618 3,659
Raiffeisen Future a.d. Beograd 5,485 4,470
Raiffeisenbank Bulgaria 721 848
Raiffeisenbank Austria d,d,, Zagreb 1,603 1,895
37,098 32,242
Net impairment gain/(loss) on financial assets
Bulevard Centar BBC d.o.o., Novi Sad - 475
Building Business Centar d.o.o., Novi Sad - (28,972)
Raiffeisen Banka dd Bosnna i Hercegovina ] 1)
Raiffeisenbank Austria d.d., Zagreb 4 4)
Raiffeisen Rent d.o.o. Beograd 1,483 (832)
Raiffeisen bank ZRT (6)
Raiffeisenlandesbank Niederoesterreich-Wien AG 6
Raiffeisen Bank SA Prague 130 (84)
Raiffeisen leasing d.0.0. Beograd 21,587 (7,143)
Raiffeisen Bank International AG, Wien 16 (17)
Park City Real Estate d.o.o., Novi Sad - 28,636
23,221 (7942)
Other income
Centralised Raiffeisen Infernational Services & Payments S.R.L., Bucharest 3,836 3,116
Raiffeisen Bank International AG, Wien 948 46
Raiffeisen Rent d.o.o., Beograd 34
Regional Card Processing Centre 64 -
4,882 3,162
Other expenses
Raiffeisen Rent d.o.o., Beograd (3,653) (15,964)
Raiffeisen Bank International AG, Wien (343,132) (338,740)
Centralised Raiffeisen Infernational Services & Payments S.R.L., Bucharest (40,452) (39,417)
Raiffeisen Banka dd Bosnna i Hercegovina - (2,118)
Raiffeisen leasing d.o.0. Beograd - (84)
Raiffeisenbank Austria d.d., Zagreb 7) 7)
(387,244) (396,330)
Net as at 31 December (694,167) (429,710)

Total gross salaries and other personnel expenses for the Managing board members and other key executives in 2019

amount to RSD 739,570 thousand (2018: RSD 672,109 thousand).
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31. SUBSEQUENT EVENTS

Due to pandemic caused by the spread of coronavirus COVID-19 and proclaiming state of emergency in Republic of
Serbia, in accordance with the Decision of National Bank of Serbia on temporary measures for maintaining financial
system stability (hereinafter: the Decision), the Bank offered fo all its customers o use moratorium on loan and other
liabilities repayment, which can not be shorter than 90 days or not shorter than duration of state of emergency proclaimed
due to pandemic. During sfafe of emergency proclaimed due fo pandemic, the Bank will not accrued penalty inferest
ondue reveivables and will not enforce take-overs on collateras or forced collections from clients, as well the Bak will not
underfake other legal actions in order fo collect claims form clients.

The management of the Bank assessed potential impact of moratorium and other measrues defined by the Decision on
the Bank’s liquidity position. Result of the analyses shows that the Bank will be able in the next period to maintain existing
level of business acfivities even without inflows relafing to sefflement of obligations from clients. Having in mind high level
of unceainetly relating fo assessment of impact of the Decision, the Bank not revised its budget projections. Revision of
the budget will be done as soon as the impact of the Decision implementation may be assessed based on more precise
information.

As the outbreak and spread of the coronavirus continues 1o evolve it is challenging to predict the full extent and duration
of its business and economic implications. However, having in mind that circumstances could be even harder, the Bank
esfimates the coronavirus could have negative effect on loan portfolio, asset quality, impairments and provisions, fair value
measurement financial assefs, efc. The extent of the implications on the Banks's financial performance are currently nof
possible to evaluate with a high degree of cerfainty.

There were no other subsequent events which need fo be disclosed in these separate financial statements for 2019.






