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Pursuant to the Law on the Banking Agency of Regalbrpska - revised text ("Official
Gazette of Republika Srpska” number 67/07) the ipgnkystem of Republika Srpska
(hereinafter: RS banking sector) includes banksraoredit organizations, saving-credit
organizations, and other financial organization®sehfounding and operation is regulated
by separate laws where it is stipulated that thekBe Agency of Republika Srpska
(hereinafter: the Agency) shall issue operatingriges or approvals, and shall supervise
operation, and perform other activities relateduoh organizations.

The Information on the Republika Srpska Bankingt&ysCondition includes reports on
condition of banking sector, microcredit organiaat sector, saving-credit organization
sector, and leasing providers sector.

Although in 2010 the banking sector of Republikpsg&a still faced negative aftermaths of
the global financial and economy crisis, conditidrthe sector remained stable, maintaining
and even further strengthening confidence into bastkown by both citizens and legal
entities.

Reaction of banks to the financial crises was saemore restrictive and prudent credit
policy, stricter classification of loans and othrerceivables, increase of capital, while
special emphasis was directed to maintenance amehiply of liquidity position.

In a long run the economy crisis, which is alreadgnifested through decrease of credit
placements, earnings and employment will repreaefaictor of restriction in growth and
maintenance of positive trends in the banking syste

At the end of 2010 and in order to alleviate negaffects of the crisis the Managing
Board of the Agency passed the Decision on Tempdvirasures for Rescheduling Bank
Credit Obligations of Legal and Physical Entitiediich enabled an easier reprogramming
of both citizens’ and companies’ liabilities anceypented jeopardy to banks’ stability and
safety, and it is to continue to be in force in 2Gis well. Effects of the Decision were
evident in 2010, especially in case of legal esditi

A very important event for banking sector of Repkdol Srpska was signing the
Memorandum of Understanding with parent banks ind®untries, which have an equity
share in banks from Republika Srpska and BiH ("Weemitiative"), which obligated those
parent banks to keep exposure related to capitalifig and level of loans from 2008, and
by which those banks expressed their readinesguftiner capital strengthening of our
banks.

The Decision issued by Central Bank of Bosnia ardzelgovina in 2009 decreased the rate
of obligatory reserve and released a portion ohdasds for lending and other banking
activities.

Coming into force the Law on Accounting and AuditRepublika Srpska with supporting
regulation introduced obligatory implementation loternational Accounting Standards
(hereinafter: IAS) and International Financial Repg Standards (hereinafter: IFRS) in
keeping business records and preparation of fiahneports.

Besides, the already started reform of banking ledigun in accordance with the Strategy
for introduction of “International Agreement on Meging Capital and Capital Standards”
(Basel Ill) imposed as a transient solution a padhange of the Agency’s regulation and
reporting base. The goal of those changes wasianeat conditions for a more complete
implementation of IAS and IFRS with maintaining w&gor’'s requirements related to
provisioning for loan and other losses. Changes applied to the condition as of
31.12.2010.
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Effects of the change in the reporting base aran(iincrease of the total balance sheet level
for assets classified in the “E” risk category, ghiis transferred from off-balance to
balance sheet, (ii) measurement of decrease invale and other assets against IAS, and
(i) decrease of the total net capital by the antoaf lacking reserves based on the
regulatory requirement. Balance sheet against i3udes all receivables regardless the
risk degree where it gives more realistic picturéhe assets structure.

In order to have comparable data and to followdsein individual segments of the banking
sector operation as of 31.12.2010 this Report stsws condition based on the previous
methodology, i.e. the condition without the changé regulation and reporting
methodology.

As of 31.12.2010 the balance sheet total amounpeaslAS amounted to KM 5,988.8
million with the rate of decrease of 3% in compamisvith 31.12.2009.

Cash funds within the assets structure amount@d%. Out of the total banks’ cash funds
an amount of 34% was sitting on accounts abroach Ade they were free cash funds not
directed into loans mostly due to problems bankedan selecting good quality clients and
projects at the domestic banking market, while scash funds can be used for banks’
current liquidity.

Based on IAS total gross loans increased by 7%ewbdns to citizens increased by 4% in
comparison with 31.12.2009. Relatively low ratecoddit increase resulted primarily from
significantly increased prudence introduced int@ddr policy for approvals of new
placements, as well as decreased demand by ciseetsr. Additionally, limiting factor for
credit increase was aggravated access to adequates, and growing negative impact of
the crisis on the total economy, due to which iteilistic to expect further deterioration of
the assets quality, i.e. increase of poor placesreemd receivables due.

Share of outstanding loans in total loans incredised 4.1% to 5.1%, i.e. 8.7% per IAS, if
compared to 2009. As of 31.12.2010 share of noopaifig loans (loans classified into
higher risk categories) in the total loan portfohoreased from 3.5% to 7.8% as consequence
of increase of that loan category in business tipasasector from 7.8% to 13.9%, i.e. 17.1
per IAS. Introduction of IAS significantly influeed increase of receivables.

As of 31.12.2010 receivables due and NPLs incredsedto a significant influence made
by IAS implementation where loans classified inEd fisk category and previously written
off were included in credit portfolio.

In 2010 nominal amounts and increasing trend of ?NRdquired additional attention and
caution. However, further positive trend in capgtalengthening of a larger number of RS
banks in 2010 and in early 2011 is a guaranteeofimued stability and soundness of RS
banking sector.

As of 31.12.2010 total reserves calculated for cage of potential loan and other losses
under regulatory requirement increased by 42%,emtzte of coverage of total risk assets
by reserves increased from 5.3% to 7.2% i.e. t@d%0f “E” risk category is included.

Deposits were a basic source of funding of bankgration, and their share was 70% with
a rate of decrease of 9% if compared to the er2D09.

Trend of improvement in deposit maturity structacastinued from 2009 in 2010 as well.
Short-term loans decreased their share from 59%6% with a rate of decrease of 15%,
while long-term deposits increased their share fidi¥ to 44% out of total deposits and
remained at the level as of the end of the preweas.

Citizens’ deposit insurance limit increased from K\ thousand to KM 20 thousand in early
2009, to be raised to KM 35 thousand in April 20djch was a significant factor giving
depositors sense of additional safety resultingdrease of citizens’ deposits of 11% in the year
2009, and continued with 18% in 2010.

Equity increased by 28% in comparison with 31.1Q20
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Considering the ownership structure, equity was 9&¥ate and 2% was a share by
Republika Srpska. Private capital structure coedistf 84% foreign capital, and 16%
domestic capital.

Core capital is a legally defined parameter to memabank’s maximum exposure per credit
and other risks concentrations, and it increased 6% in comparison with the previous
year.

Banking sector of Republika Srpska is liquid anteab meet all obligations within due
term. All banks complied with all requirements mmsed for maintenance of liquidity.

As of 31.12.2010 at the level of the total banksegtor financial result generated was
negative in an amount of KM 21.3 million (as of B1.2009 net profit amounted to KM
17.4 million).

As of 31.12.2010 ten banks generated net profittotal amount of KM 27.3 million, while
one bank had current loss in an amount of KM 48llfom.

The Agency has kept requesting from banks notloxate profit to dividend payment, but
to use it to strengthen their own capital bases.

Banks constantly worked on having their operatiom®ply with requirements stipulated by
the Law on Prevention of Money Laundering and Fairagp Terrorism, thus it can be said
that they managed to systemize that segment ofabperand improved their cooperation
with other regulatory and supervisory authorities.

All banks were in possession of certificates onrthembership in the Deposit Insurance
Program.

There were 55 organizational parts of banks fromdeFation BH operating in Republika
Srpska, with a share in total loan amounting t&%8.and in deposits to 12%.

In the reporting period one of significant bankstiaties was rationalization of branch
office network from the aspect of profitability operation, as well as improvement of non-
cash transactions by increasing the number of AdAMbe-banking services.

All segments of the banking sector are analyzetktail in the following Chapter 1.

Basic operation of microcredit organizations (heaéier: MCO) is lending of micro credits

in order to improve material condition of borrowets increase employment, to support
development of entrepreneurship, to generate panfitother. By a rule borrowers of micro
credits are citizens and entrepreneurs with lowepbme, as well as small and medium
enterprises.

The legal requirement for a minimum amount of fangdcapital paid in cash funds is KM
500 thousand for microcredit associations (herénaMCAs), and KM 50 thousand for
microcredit foundations (hereinafter: MCFs).

Pursuant to the Law, the Agency issues and revogesating licenses, and regulates and
supervises operation of MCOs in Republika Srpska.

As of 31.12.2010 the Agency licensed three MCAstaf@shed as limited liability
companies) and four MCFs. Also, the Agency licen$86 organizational units operating
within 9 MCOs having their headquarters in Federatf Bosnia and Herzegovina. Those
organizational units shall be included in balantoeess of their mother MCOs.

As of 31.12.2010 the total RS MCOs’ assets amoutadtM 280 million, with the rate of
decrease of 12% if compared to 31.12.2009.

RS MCOs extended a total amount of KM 229 millisiith the rate of decrease of 15% if
compared to 31.12.2009. Based on loan maturitycttre long-term loans amounted to
92.5 and short-term loans amounted to 7.5%.

Information on Condition of Banking System of Rejgalfrpska for the Period 01.01.2010-31.12.2010
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Organizational units of MCFs operating in Republ@ska and having their headquarters
in Federation BH extended a total amount of KM 84illion or 38% out of total loans in
that sector.

As of 31.12.2010 organizational parts of RS MCOsrapng in Federation BH extended a
total of KM 53.3 million.

RS MCOs’ total capital amounted to KM 59.8 millicemd it was related to MCAs in an
amount of KM 58,9 million or 99%, and to MCFs in amount of KM 0.9 million or 1%.

As of 31.12.2010 MCOs generated a positive findn@ault in an amount of KM 1.5
million.

RS MCOs’ total number of employees was 380. The bamof MCOs’ employees
decreased by 10% in comparison with the end of¢lae 2009.

Organizational units of MCFs from Federation BH lzatbtal of 374 employees, which is a
decrease of 76 employees if compared with 2009.

Segments of operation of microcredit sector arerdexl in more details in the Chapter II.

Saving-Credit Organizations (hereinafter: SCOs)fer@ncial organizations established on
voluntary basis by interest-bound members. Prorgaavings, their basic goal is to create
funds sources for lending to their own members ridep to improve and protect their

economic, social, and other interests on principfasutual assistance.

All members participate in operation of a SCO. Minm amount of a SCO’s core capital is
KM 60.000, and it consists of shares paid in bieast 30 residents where share amount of
a single member or of other members related toH@mis limited to 10% out of the total
amount of all shares.

As of 31.12.2010 three saving-credit organizatiopsrated in Republika Srpska with a
total of 3 employees.

SCOs’ operation is explained in the Chapter IlI.

As of 31.12.2009 balance sheet amount totaled to9%RIthousand, with a rate of decrease
of 14%.

Net loans amounted to KM 459 thousand with a ratecrease of 15% in comparison with
31.12.2008.

Basic funds sources were loans taken in an amdukiMo294 thousand making a share of
62%, and capital in an amount of KM 167 thousan@85®6 out of total liabilities.

Explanation of SCO operation is given in Chapter I

Leasing Providers (hereinafter: LP) are financiglamizations representing one of forms of
funding entities and individuals by providing fir@al or operational leasing.

Financial leasing is seen as two contractual aahips of a leasing provider; first, a
contract with a supplier of the subject of leasfhyg which it obtains property rights over
the leasing subject), where both supplier and thigest of leasing are determined by
receiver of the leasing, and second, a contradt wie receiver of leasing by which an
authorization to hold and use the subject of lepsintransferred on the receiver for a
contracted period of time, and with a contractesl &pplied. Such a way of financing is
used for investments into fixed assets, and it coow as an alternative for one’s own fixed
assets.

When operational leasing is in question leasingvidey and supplier of the subject of
leasing is the same person. The most typical exesnd operational leasing are leasing of
office spaces. Users of leasing are most frequestiball and medium enterprises, and
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newly founded companies, i.e. users not disposirigrals which could be used as security
of a bank’s loan.

Under the Law a minimum amount of core capital éstablishing an LP is KM 250
thousand, which has to be paid completely in casdd.

As of 31.12.2010 one PL operated in Republika Sxpsith its headquarters in Republika
Srpska, and 7 PL organizational units operatinghiwitthe framework of six leasing
companies with headquarters in Federation BH (twgamizational units have not started
operating yet).

The LP headquartered in Republika Srpska stoppadng funds in 2010 directing all
activities to collection of receivables due withgaal of creating conditions to start
liquidation procedure.

As of 31.12.2010 balance sheet amount of the LRIdweatered in Republika Srpska
totaled to KM 2.9 million with a rate of decrease4@%. Financial placements (financial
leasing) amounted to KM 2.4 million with a rate dgcrease of 50% in comparison with
31.12.2009.

Core capital paid in amounted to KM 1.3 million.

As of 31.12.2010 the RS LP generated loss in aruatmaf KM 753 thousand. Uncovered
loss from the previous period amounted to KM 23hdisand.

Segments of operation of leasing providers arertbestin more details in Chapter 1V.

At the level of the banking system of Republika skep total placements to citizens
amounted to KM 2,331.4 million or KM 1,624 (as df.B2.2008 it was KM 1,801, and as of
31.12.2009 it was KM 1,664) per citizen. In caltioia of an average indebtedness per RS
citizen statistical data of Republika Srpska wesedwhere population was about 1,435 million.
Placements consisted of loans by banking sectartoreredit sector, and receivables of
leasing provider sector based on financial leasing.

As of 31.12.2010 RS banking sector’s placementtiens reached an amount of KM 2,018.8
million, which amounted to KM 1,407 of indebtedngssr citizen of Republika Srpska
(indebtedness per citizen of Republika Srpska &% .42.2008 amounted to KM 1,488, and as of
31.12.2009 it was KM 1,393).

Micro-credit sector in Republika Srpska extendedcitizens an amount of KM 304.8
million or KM 212 to a single RS citizen (as of B2.2008 it was KM 308 per citizen, and
as of 31.12.2009 it was KM 266).

Leasing provider sector had a total of KM 7.8 raillior KM 5.4 of receivables per RS
citizen based on financial leasing.

Information on Condition of Banking System of Rejgalfrpska for the Period 01.01.2010-31.12.2010
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The banking sector of Republika Srpska had a witdl0 banks with majority of private capital,
where foreign private capital dominated. The nundfdranks did not change since 2007.

Banks of Republika Srpska operated in Republikal&@nd Federation of BH through a very large
network of operating units. In 2010 banks contintee@pen new operating units, but at the same
time they also closed non-profitable ones, whiculted in almost the same number of such units as
of 31.12.2010 as at the end of 2009.

Among other things, banks’ continuous striving tsiion themselves better at the financial market
by introducing up-to-date forms of business opemasuch as electronic banking, ATM and POS
facilities has brought banks’ services closer @irthlients.

Banks’ Branch Offices and other Organizational Enit
as of 31.12.2010

! Banks of Branch Orgaatiggtrionm POS | AtMm
Republika Srpska Offices Units
1. UniCredit Bank a.d. Banja Luka 37 7 48 44
2. Hypo Alpe-Adria-Bank a.d. Banja Luka 5 42 44p 5 4
3. Bobar banka a.d. Bijeljina 6 43 77 5
4. NLB Razvojna banka a.d. Banja Luka 12 57 1232 5 5
5. Volksbank a.d. Banja Luka 9 8 282 17
6. Balkan Investment Bank a.d. Banja Luka 11 24 19 11
7. Pavlovi International Bank a.d. Slobomir 4 28 34 3
8. Nova banka a.d. Banja Luka 10 34 729 47
9. Komercijalna banka a.d. Banja Luka 9 7 15 0 2
10. IEFK banka a.d. Banja Luka 1 1
Total: 104 251 2.878 247
" Organizational Units
from Federation BH
1. ProCredit Bank dd Sarajevo 2 6 1 9
2. Raiffeisen Bank dd BiH Sarajevo 9 18 964 35
3. Volksbank BiH dd Sarajevo 1 1 32 3
4. Intesa SanPaolo d.d. BiH 1 5 17 6
5. UniCredit Bank dd Mostar 6 - 342 14
6. Fima banka d.d. Sarajevo 1 1 2 1
7. ABS banka d.d. Sarajevo 2 2 4 4
Total: 22 33 1.362 72
Total [+11: 126 284 4.240 319

The total number of organizational units of RS lsan&s 355 (in 2008 there were 384, and
in 2009 there were 347 organizational units), dwvltich 104 branch offices, and 251 other
organizational units. Out of that number 95 brapffices and 234 other organizational
units were operating in the territory of Republi®gska, while 9 branch offices and 17
other organizational units operated in Federatibin B

As of 31.12.2010 the following banks of Republikgpska operated in Federation BH:
Balkan Investment Bank a.d. Banja Luka with 12 argational units (2 in 2009), Nova
banka a.d. Banja Luka with 7 organizational un@@tsn 2009), while the following banks
maintained an unchanged number of organizationd:uoniCredit Bank a.d. Banja Luka —
4, Komercijalna banka a.d Banja Luka — 2, and Bdhlaaka a.d. Bijeljina — 1.
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Balkan Investment Bank a.d. Banja Luka had a remtasive office in Lithuania, and MF
banka a.d. Banja Luka closed its representativieeniit Serbia in the third quarter of 2010.

The largest network of branch offices and otheranizational units was kept by NLB
Razvojna banka a.d. Banja Luka, in total 69; Bdi@anka a.d. Bijeljina, in total 49, and
Hypo Alpe-Adria-Bank a.d. Banja Luka, also 47. Biare of those three banks amounted
to 46% out of total number of organizational undé banks of Republika Srpska
(hereinafter: RS banks).

In order to provide services meeting quality amdetibased requests by citizens; RS banks
installed 247 ATMs in total. NLB Razvojna banka.&8dnja Luka (55) and Nova banka a.d.
Banja Luka (47) had the largest number of ATMs.

Apart from that, RS banks have installed a total2878 POS facilities in majority of
shopping centers, department stores, and othengeghlaces. POS installations have
improved and alleviated citizens’ non-cash payments

Seven banks having their headquarters in Federdidnhad 55 organizational units
operating in the territory of Republika Srpska, ethvas less by 5 than as of 31.12.2009,
then 72 ATMs, and 1362 POS installed.

All RS banks, as well as their branch offices, angart of organizational units of banks
from Federation BH were in possession of licensggetform internal payment operations.

Also, all RS banks possessed certificates on meshigein the Deposit Insurance Program
granted by the BH Deposit Insurance Agency.

Prijedorska banka a.d. Prijedor was under bankyuptoceedings within the scope of the
court authority.

The Banking Agency of Republika Srpska carried latidation procedure for Privredna
banka a.d. Srpsko Sarajevo.

1.1. Ownership Structure

Republika Srpska banking sectors’ capital was nitgjprivately owned with a large share

of foreign privately owned capital.
Equity Structure as of 31.12.2010

(in 000 KM)
No Bank Private capital | State-owned capitalCooperative capital
) Amount % Amount % Amount %
1. |UniCredit Bank a.d. Banja Luka 60,777 98 1,202 2 75 0
2. |Hypo Alpe-Adria-Bank a.d. B.Luka 175,495 100 0 0 17 0
3. |Bobar banka a.d.Bijeljina 24,548 80 6,000 20 0 0
4. |NLB Razvojna banka a.d. B.Luka 52,003100 0 0 0 0
5. |Volksbank a.d. B.Luka 23,7P8 100 0 0 0 0
6. |Balkan Investment Bank a.d. B.Luka 30,000 86, 5,000 14 0 0
7. |Pavlovi International Bank a.d. Bijeljing 18,158 99 0 0 217 1
8. |Nova banka a.d. Banja Luka 62,937100 0 0 209 0
9. |Komercijalna banka a.d. B.Luka 60,000100 0 0 0 0
10. | IEFK banka a.d. B.Luka 26,000 100 0 0 0 0
Il [TOTAL: 533,646 98 12,2072 2 518 0

As of 31.12.2010 shareholders’ capital increased8¥ in comparison with 31.12.2009 due to
additional capitalization in an amount of KM 1208llion. The state, through Investment-
Development Bank of Republika Srpska (Investicicamvojna banka Republike Srpske —
IRBRS), participated in additional capitalizatiof two banks, which changed ownership
structure of equity increasing the state’s shamfKM 1.2 million to KM 12.2 million or 2%
while private capital share decreased from 10098%.
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Share of cooperative capital constantly decreasalenm no influence at the ownership
structure.

Equity structure based on the country of origimf31.12.2009 and 31.12.2010 is shown in
the following graph:
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In 2010 equity ownership structure based on thentrguof origin criterion changed due to a
significant amount of additional capitalizationtzznks.

A dominant position in the ownership structure \Wept by Austria having a share of 46.69% (as of
31.12.2009 it was 48.21%) and majority capital lineeé banks. Owners from Slovenia, Serbia,
Lithuania, the Netherlands, and USA each ownedlamk, where share of Serbia increased from
4.75% to 11.03% due to additional capitalizatioroé bank.

In 2010 one bank with foreign private ownershipinigithe sale process was acquired by domestic
shareholders. Thus, two banks were in majority dadimeownership as of 31.12.2010. Besides,
increase of share of domestic capital in the tetplity was due to the increase of the state’s
ownership share by two percentage points in 20béxtic shareholders’ share was 18.02% (as of
31.12.2009 the share was 13%) in the total equity.

Banks’ market shares in total assets, capital @posits measured by type of ownership can be seen
in the following table:

(in %)
31.12.2009 31.12.2010
Share in | Share in . Share in | Share in .
Banks Total Total Share in | Number Total Total Share in | Number

Deposits | of banks Deposits | of banks

Assets Capital Assets | Capital

1. with majority domestic

private capital 3.6 4.7 3.5 1 4.7 7.6 4.7 2
2 with majority foreign
private capital 96.4 95.3 96.5 9 95.3 92.4 953 8

In 2010 banks’ market shares measured by ownersstiucture changed, i.e. the number
of banks with majority domestic capital increased bne bank. Domestic banks’ share (2)
at the banking sector market is a small one (abda# based on share of assets and
deposits, and about 8% based on capital share). hdarshare and influence at the
banking sector as a whole still depended on bankthwnajority foreign private capital
having a share of about 95% in assets and depositsl about 92% of share in capital.
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1.2.Staff

1.2.1. Qualification Structure of Employees
Banking sector of Republika Srpska employed a witaBb33 employees.

Ord. No. Qualification 31.12.2009 % 31.12.2010 % dex2010/2009
1 Unskilled 14 0 9 0 64
2 Skilled 28 1 26 1 93
3 Highly skilled 14 0 12 0 86|
4 Secondary School 1,377 47 1,329 47 ay
5 Junior College 271 9 253 9 93
6 College 1,218 41 1,276 44 106
7 Master Degree 16 1 27 1 169
8 Dr. Sc. 1 0 1 0 0
TOTAL 2,939| 100 2,933 100 100

As of 31.12.2010 the number of employees remaipgdoximately at the same level as of the end
of 2009 (decreased by 6 employees), but the geatiifin structure changed. Decrease of the
number of employees was recorded at the followinglification levels: junior college, secondary
school, and lower, while at the same time the nundfeemployees graduated from college
evidently increased. That is seen as a very pesitend in the banking sector of Republika Srpska
having in mind need for adoption and implementatiwin new knowledge, and continuous
development and improvement of the sector, as aglimportance of banks in financial and

generally social system of the country.

The staff qualification structure, however, remdirgdominated by employees having secondary
school diplomas - 45%, while in the total numbeenfployees it recorded a decrease of 3% or by
48 employees. A relatively large share of this gate of employees was kept due to increasing
scope of operation primarily in segments relatedvtwk with citizens, expanding organizational

network and introduction of new products (new drpdoducts, cards, e-banking etc.).

Share of college graduated employees increasedbycgntage points, and other qualification
groups remained approximately the same if compiarélade end of the previous year.
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1.2.2. Assets per Employee

Ratio of the number of employees over total assetsseen as both employees’ efficiency
and one of indicators of operational efficiency oboth banking sector and individual
banks. Larger amount of assets per an employee is andicator of larger efficacy and
effectiveness in banks’ operation. In analyzing ths indicator as of 31.12.2010 effects of
changes made in regulation and methodology appliefor preparation of reports
should be taken into consideration since they causencrease of the total gross assets.
Due to those reasons condition as of 31.12.2010slewn based on both IAS and the
previous methodology, i.e. an estimation of grosssets without category “E”, which is
under IAS transferred from off-balance sheet to bahnce sheet increasing the total
balance sheet level.

Assets per Employee

DATE Number of Assets | Assets per Employee
Employees | (000 KM) (000 KM)
31.12.2009 2,939 5,576,640 1,897
31.12.2010
- per IAS 2,933 5,722,369 1,951
- per previous methodology* 2,933 5,542,455 1,890

*Condition per previous methodology (without chasige reporting methodology)

As of 31.12.2010 under IAS assets per employee ataduo KM 1,951 thousand (a rate of
increase of 1.5% in comparison with the end of 2088d under previous methodology it
amounted to KM 1,890 thousand, which was at thellas of the end of 2009. Under IAS
this indicator for individual banks ranged from K048 million to KM 3.3 million. Three
banks had the amount of assets per employee ltdrgerthe banks’ average in Republika
Srpska.

Eight banks met international standard requiren@nassets per employee (KM 1 million)
the same as of 31.12.2009 the standard was mahbybanks. Those eight banks had 96%
out of total assets of banking sector of Repub$kpska, and they employed 91% of the
total number of employees. Two banks, with assetepmployee amounting less than KM 1
million, had a share of 4% in the total assets, amgbloyed 9% of the total number of
employees in all banks. Such an inadequate rati@sséts and the number of employees
indicted poor organization of operation, and altbge caused a decrease in operational
efficiency of those banks.

Employees’ efficiency was influenced by the fattRS banks significantly improved and
modernized their operation related to both legal physical entities, gradually adopting
and implementing European and world banking statsddn all those activities the role of
the Banking Agency of Republika Srpska, as a régulaf the banking sector, was a very
important one starting an overall project of depelg a new legal framework in line with

European principles and directives, which is vempartant for the banking sector of
Republika Srpska.
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As a legal function of a regulator and a supervigbrbanks’ financial condition and
operation stability Banking Agency of Republika Ska (hereinafter: the Agency)
supervises and controls financial condition andbibta of banks’ operation by means of
on-site and off-site examinations as required leylthw on Banks of Republika Srpska and
regulation prescribed by the Agency.
Reporting basis consists of the following:
1. Monthly Balance Sheets and quarterly additionahciiinents containing details on
cash-funds, loans, deposits, and off-balance stezes;
2. Quarterly reports on capital and capital adequasgets classification, concentration of
credit and other risks, liquidity position, andd@n currency exposure;
3. Quatrterly reports on operation results (incomeesgtaint and cash-flows);
4. Other reports (daily, ten-day period and monthly) specific segments of banks’
operation.
Due to the world financial crisis impact on the kiag sector of Republika Srpska, and in
order to strengthen supervision over banks’ opamatand to monitor more closely their
current liquidity, the Agency requested additiorgdorts on temporary basis including the
following:
Daily report on cash funds condition and currerteycsure,
Daily report on citizens’ savings deposits,
Monthly report on sector and maturity structurdéoains,
Monthly report on sector and maturity structureleposits,
Monthly report on maturity adjustment of financialsets and liability.

Apart from reports listed above, the data-baseistmef pieces of information from on-site

examination reports, information submitted undex Agency’'s additional requests, data
from reports on external audits of banks, as welbfadata from other sources, and all that
with a goal to perform, as quality as possible, woimg, and analyses of RS banks’

operation.

2.1. Balance Sheet

Conditions for all business operations in both Riga Srpska and Bosnia and
Herzegovina was characterized by a negative imphthie world economy and financial
crisis, starting in early 4Q2008, and increasintghm second half of 2009 and continuing in
2010.

Negative consequences of the global crisis in ¢élaé sector, were also seen in indicators of
operation of the banking sector.

Under conditions of aggravated operation and i#stti access to funding sources the
banking sector of Republika Srpske exercised wtstei lending policy and, as a primary
goal was maintenance of stability and soundnespeifation, as well as liquidity.

Such a decelerated growth of banks’ lending fumctiplus withdrawal of a portion of
deposits by legal persons and the RS Governmenitamtitutions were the main reasons
for the decrease of the balance sheet amounti& &@d 2010.

Minimum increase and maintenance of the actuall leveredit portfolio was significantly
supported by IRBRS placements during that period.
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Balance Sheet Structure

(in 000 KM)
31.12.2009 31.12.2010
Amount per
DESCRIPTION Amount | % |Amount* | % previous % Index
methodology**

1 2 3 4 5 6 7 | 8=4{®=6/2
ASSETS (PROPERTY):
1. Cash Funds 1,505,982 2§ 1,312,311 24 1,312,311 259 87 87
2.Trading securities 52,084 1 55,067 1 55,067 1 104 106
3.Placements to other banks 40)984 1 57,274 1 57,274 1 14Q 14Q
4.Net loans (4a-4b) 3,504,199 65 3,607,41Y 67 3,529,731 67 103 101
4a. Gross loans 3,699,845 3,953,979 3,804,601 107 103
4b. Value Correction/Provisions 195,646 346,562 274,87 177 14Q
5.Securities held up to maturity 420 0 572 (0 572 0 136 134
6.0ffice space and other fixed assets 201,7884 212,117 4 212,117 4 105 10§
7.0Other assets 75,637 1] 131,048 3 100,512 2| 173 133
8. ALL ASSETS: 5,380,994 100 5,375,80Y 10(¢ 5,267,585 100 100 98
9.Total off-balance sheet items (10+11+12) 822,406 612,95 792,864 79 96
10. Active off-balance sheet items 545|837 522,614 522,614 96 96
11. Classified assets-loss E 144,403 0 179,914 0 125
12. Commission (agent) business activities 132,166 90,334 90,334 68 6§
13. TOTAL ASSETS (8+9) 6,203,400 5,988,757 6,060,449 97 9§
LIABILITIES (OBLIGATIONS):
14.Deposits 4,160,764 77 3,778,035 7(Q 3,778,035 720 91 9]
15.Borrowings taken 0 @ 0 q 0 0 0 0
16.0bligations per loans taken 557,00310 717,05 14 717,05 14 129 129
17.Subordinated debts 10,905 ¢ 15,776 [0 15,776 0 145 145
18.0ther obligations 97,708 2 116,299 2 116,299 2 117 117
19.Reserve required for potential loss 22/867 1 43,2472 1 36,25( 0 18§ 159
20.Capital 531,747 10 705,40% 13 604,17% 120 133 114
21. ALL LIABILITIES 5,380,994 104 5,375,80Y 100 5,267,585 100 10Q 9§
(OBLIGATIONS AND CAPITAL)
22.Total off-balance sheet items (23+24+25) 822,406 612,95 792,864 75 969
23. Active off-balance sheet items 545|837 522,614 522,614 9 96
24. Classified assets-loss E 144,403 0 179,914 0 125
25. Commission (agent) business activities 132,166 90,336 90,336 68 68
26. TOTAL LIABILITIES (21+22) 6,203,400 5,988,757 6,060,449 97 9§

*Balance sheet per IAS
** Balance sheet per previous methodology (withchanges to reporting methodology)

As of 31.12.2010 balance sheet is shown both p&rdAd per the previous methodology
due to changes in regulation and reporting forraatl for the sake of comparability with
2009 and necessity to monitor trends.

As of 31.12.2010 balance sheet per IAS amountedMo05,988.8 million with rate of
decrease of 3% if compared to 31.12.2009.When congpéalance sheet at the end of
2010 with balance sheet at the end of 2009 oneldhake into consideration influence of
IAS changes on balance sheet as of 31.12.2010 wiffebalance sheet items of written-off
assets classified into risk category “E” — losseveansferred into balance sheet resulting in
increase of balance sheet level by KM 179.9 million

If there were no changes, i.e. implementation othmdology per IAS, total assets as of
31.12.2010 would be KM 6,060.4 million (insteadkd¥! 5,988.8 million) with the rate of
decrease of 2% in comparison with the end of 2009.

Under IAS balance sheet included all receivablebdnks regardless the degree of risk, and
it gives a more realistic picture on the structoiréotal assets.

The most significant change in 2010 assets strectas decrease of cash funds share from
28% (31.12.2009) to 24%, which was a direct conseqge of falling deposits.
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Deposits, as the most significant fund source xbra drop of 9%, and decreased their
share in total liabilities from 77% to 70%, whilgher items in the liability structure
recorded significant increase.

Ranking banks by their gross assets amounts th@nviag groups of banks — peers are
established:

(in 000 KM)
ASSETS 31.12.2009 31.12.2010
AMOUNT Amount Share | Number Amount Share | Number
(in KM mill.) % of banks % of banks
Over 500 4.346.249 78 4| 4.313.848 75 4
300 to 500 383.578 7 1| 433.503 8 1
150 to 300 672.225 12 3|  942.42( 16 4
Under 150 174.58¢ 3 2 32.599 1] 1
TOTAL: 5.576.640 100 10 5.722.369 100 10

Market position of individual banks measured by antof assets changed. Four banks still
had assets exceeding KM 500 million, identical 88112.2009, but the share in total
assets decreased from 78% to 75%. One bank hats assen amount of KM 300-500
million with increasing amount of share by one patage point. The group of banks
having assets in an amount of KM 150-300 milliotasged from three to four banks with
increase of share from 12% to 16%. Only one bamaksdssets lower than KM 150 million
as of 31.12.2010. A group of banks (5) with asketer than KM 300 million had a share
of 17% of total assets employing 27% of the totamber of employees. That group of
banks followed large banks with great difficultiespecially from the aspect of long-term
sources, and possibility to enlarge the scope efain.

Market concentration at the RS banking market nredshy Hirschmann-Herfindahl Index
(HHI)* can be seen from the following graph:

HHI (Hirschmann- Herfindahl’s Index)
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! If the HHI value is lower than 1000 it is consigéthat there is no concentration at the markehoderate market concentration is
presented by values between 1000 and 1800, andlire of HHI exceeding 1800 indicates a large cotre&on.
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The HHI value for three basic segments of operatioassets, loans and deposits — had a
decreasing trend under the previous methodologhyeiperiod 31.12.2006 through 30.09.2010.
The HHI showed still high concentration of loanggjo1800 units) due to a large share of loans
persisting in three banks (66%) in total loansarfking sector.

As of 31.12.2010 assets and deposits were apprtetimaeaching limits of moderate
concentration at the market.

Another indicator of market concentration in the B&hking sector was concentration rate
(CRy)? for three largest banks:
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*Condition per previous methodology (without charf reporting methodology)

The concentration rate (CRy) per previous methodology also recorded a decreag)
trend in the reporting period 2006-2010. As of 3122010 three largest banks (the
composition of the group changed in the stated pexd) participated with a little less
than 66% of the loan market, about 65% of the depasmarket, and about 64% of the
assets market. One of the reasons for decreasing gRspecially for concentration of
loans, was, besides decrease of the total assets atower increase of loans, also the
market share of banks outside the group of three kgest banks.

2 Concentration ratio (CR) is denoted per numbensfitutions included in the calculation.
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2.1.1. Liabilities

Liabilities structure (obligations and capital ustes) can be seen from the following table:

(in 000 KM)
31.12.2009 31.12.2010
Amount per
DESCRIPTION Amount % |Amount*| % previoups % Index
methodology*™*

1 2 3 4 5 6 7 | 8=4[®=6/2
LIABILITIES (OBLIGATIONS):
1.Deposits 4,160,764 713,778,035 70 3,778,035 72 91 91
2.Borrowings taken 0 g 0 g 0 0 0
3.0bligations per loans taken 557,003 1 717,050 14 717,05 14 129 129
4.Subordinated debts 10,904 g 15,776 g 15,774 0 145 145§
5.0ther obligations 97,704 2 116,299 2 116,299 2 117 117
6.Reserve required for potential loss 22,867 1 43,242 1 36,25( 0 186 159
7.Capital 531,747 19 705,40% 13 604,175 121 133 114
TOTAL LIABILITIES : 5,380,994 10Q5,375,80y 100 5,267,585 100 100 98

*Liabilities per IAS
** Condition per previous methodology (without ciages to reporting methodology)

Falling trend in deposits continued through 2010tk end of 2010 the level of deposits
was lower by KM 382.7 million or 9%. A significamem in the liability structure was
obligations per loans taken in an amount of KM Fillion with a rate of increase of 29%
and a share in total liabilities increased by fpercentage points in comparison with that as
of 31.12.2009 due to a larger amount of loans fdmmestic sources.

Structure of loans taken consisted of loans fromeltic sources (IRB RS) in an amount of
KM 466.6 million or 79% with the rate of increade38%, foreign banks’ loans in an amount of
KM 120.8 million or 17% with the rate of increasel®%, loans from foreign funds in an
amount of KM 23 million or 4% with the rate of dease of 27%, and loans from other
sources 1%.

In 2009 loans by IRB RS increased by KM 208.7 wiilior by 103%, and in 2010 they
were larger by an additional amount of KM 156 roili Those were credit funds at
favorable interest rates and other terms intendetéhding to legal and physical entities.

Subordinated debt had an increasing rate of 45%wasdelated to three banks.

Reserves for potential loss increased by 86% inpesison to the end of 2009, which was
mostly the result of value correction and provigignunder IAS for off-balance sheet items
of other assets classified into risk category “#hile under previous methodology they
increased by 59% and were related to assets a#imhlaffice sheet items.

Under IAS capital share in balance-sheet was 13 the rate of increase of 33%, while
under previous methodology it was 12% out of tdihilities and increased by 14% in
comparison with the end of the previous year. Teeaase of capital was mostly due to
additional capitalization of banks.
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Deposits are primary funding source for banking@ed®ue to that each bank’s scope of
operation, planning and running of operational @plis directly dependent on level,
composition and maturity of deposits.

2.1.1.1.1. Sector Structure of Deposits

(in 000 KM)
31.12.2009 31.12.2010
DEPOSITS Amount % Amount % Index
Government Institutions 993,242 24 574,385 15 58
Public and State Enterprises 244311 6 321,014 9 131
Private Enterprises and Corporations 571,723 14 449,967 12 79
Non-Profit Organizations 48,967 1 42,336 1 86
Banking Institutions 833,416 20 687,647 18 83
Non-Banking Financial Institutions 202,323 5 206,637 5 102
Citizens 1,253,641 30 1,478,977 39 118
Other 13,121 0 17,081 1 130
TOTAL 4,160,764 100 3,778,03% 100 91

Deposit sector structure of banking sector wasaanated in three basic sectors (Government
Institutions, Banking Institutions and Citizens}lwa share of 72% out of total deposits as of
31.12.2010 (as of 31.12.2009 it was 74%) and the ohdecrease was 11%. That is why
amounts and fluctuation of deposits in those seatdl have the most significant influence on
condition and fluctuation of total deposits of tianking sector.

As of 31.12.2010 the largest share in the deptsittare was the one of citizens’ deposits of
39% (increase of share by nine percentage poiris)avate of growth of 18% in comparison

with the end of the previous year. Increasing trehditizens’ deposits in 2009, which also

continued in 2010 was encouraging and it had & gigaificance from the aspect of stability of

funding sources within the banking sector.

Government institutions’ deposits amounted to KM 87million with a rate of decrease of
42% or by KM 418.9 million, while the share decesrom 24% to 15% in total deposits.
Utilization of those deposits (basically placingsledunds available from privatization of
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state owned capital) was performed as investmdagss, and other forms of public
consumption reducing partially real sectors’ (ptévanterprises’) decrease of deposits,
which decreased by 21% if compared to the end 0920

As of the end of 2010 deposits of public and statepanies increased by 31% of total deposits
or by KM 76.7 million (mostly increase of deposisElektroprivreda RS).

Share of banking institutions’ deposits was 18%otdl deposits and the share of decrease
was 17%.The level of those deposits mostly depemshedeposits of a bank made by its
mother bank which share was KM 555.9 million or 80%i of total banking institutions’
deposits, where the rate of decrease was 18% oL X3/ million if compared with the end
of 2009, and created mostly by restructuring exgsiiems of capital.

A relatively significant part of mother banks’ defis in total deposits, as well as especially
high concentration and dependence of an RS bardpesit level on those deposits were
essential issues from the aspect of analysis apodily risk monitoring, since they were
directly related to liquidity risk and managemeitfunds sources of mother bank and the
banking group it belonged to. Withdrawal of motbhank’s deposits (they are quality long-term
sources) is defined by agreements and, as a tuweould be possible only under mutual
approvals by both parties.

The Agency took an active part in activities ledildf= and other relevant financial institutions
related to signing of Memorandum of Understandiiity wother banks in EU countries having
a share in banks in Republika Srpska and Bosniddarzkgovina ("Vienna Initiative™).

All other sectors (non-profit organizations, nomkiag financial institutions and other) had a
share of 7% in the deposit structure with a tatabant of KM 266 million and the growth rate
of 1% in comparison with 31.12.2009.

Deposit Sector Structure Deposit Sector Structure
31.12.2009 31.12.2010

oo0%

B 18%
O Governenent institrtions o Governenent institutions
B Public and state-owned enterprises B Public and state-owned enterprises

O Private enterprises & incorporations O Private enterprises £ incorporations
O Hon-profit organizations O Mon-profit organizations

B Banking institotions = Banking institotions

o Hon-hanking finencial instibotions B Hon-hanking financial instibotions
B Citizens B Citizens

O Cither O Other

2.1.1.1.2. Currency Deposit Structure

(in 000 KM)
31.12.2009 31.12.2010
DEPOSITS Amount % Amount % Index
Deposits in KM 1,747,786 4p 1,742,638 16 100
Deposits in Foreign Currency 2,412,978 58 2335, 54 84
TOTAL: 4,160,764 100 3,778,035 100 91
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As of 31.12.2010 domestic currency deposits hadhaesof 46% of total deposits (an
increase of four percentage points), and they ateduto KM 1,742.6 million keeping the

same level as at the end of 2009. Foreign currefeposits amounted to KM 2,035.4
million or 54% out of total deposits with EUR aglaminant currency, and had a rate of
decrease of 16% in comparison with the end of 2009.

2.1.1.1.3. Maturity Deposit Structure

(in 000 KM)
31.12.2009 31.12.2010
DEPOSITS Amount % Amount % Index
Savings and deposits on demand 1,387,434 33 1,314,116 35 95
Up to 3 months 394,026 9 151,891 4 39
Up to 1 year 693,524 17 633,583 17 9]
1. Total Short-Term 2,474,984 59 2,099,590 56 85
Up to 3 years 823,376 20 935,631 25 114
Over 3 years 862,404 21 742,814 20 86
2. Total Long-Term 1,685,780 41 1,678,44% 44 100
TOTAL (1+2) 4,160,764 100 3,778,03% 100 91

Deposit Maturity Structure
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Short-term deposits, consisting of deposits on aehand deposits termed up to one year,
amounted to KM 2,099.6 million and decreased by t6%M 375.4 million in comparison
with the end of the previous year (in 2009 shamateleposits decreased by KM 875.5
million). The share of short-term deposits in tadaposits decreased by three percentage
points.

At the same time long-term deposits remained atceqapately the level from 2009 while
their increased by three percentage points. Maiimgithe same condition of long-term
deposits is very important from the aspect of mttructure of sources, which from the
other hand makes basis for maturity structure atginents.
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2.1.1.1.4. Citizens’ Loans and Saving Deposits

(in 000 KM)

No. DESCRIPTION 31.12.2009 31.12.2010 Index

1 2 3 4 5=4/3

1. | Loans to citizens 1,526,276 1,580,791 104

2. | Citizens’ savings 894,186 1,071,496 120

3. | Loans/Savings 171% 148%

4, | Citizens’ current accounts 292,069 336,574 115

5. | Total deposits (2+4) 1,186,255 1,408,071 119

6. |Loans/Total Deposits 129% 112%

As of 31.12.2010 saving deposits amounted to KM/ILL® million or 28% out of total

banks’ deposits and they were larger by KM 177.8Bioni or 20% in comparison with the
end of the previous year (2009 savings increasedMy121 million). Termed saving

deposits amounted to KM 836.6 million or 78% outathl savings with a growth rate of
22%. Saving deposit on demand amounted to KM 2&dlRon or 22% of total saving

deposits increasing by 12% if compared to the preiyear.

Better maturity structure of saving deposits, adarger share of termed saving deposits
within total saving deposits resulted from restopeshfidence in banks. Functional and
efficacious bank supervision contributed signifitario it, as well as deposit insurance,
whose basic goal is a stable banking sector antégiron of depositors. Increasing the limit
of an insured deposit to KM 20,000 early 2009, emdpril 2010 to KM 35,000 was one of
factors, which, under conditions of overall crigigve saving depositors additional safety.
Besides that, putting into realization initiative increase the limit of deposits insured in
Bosnia and Herzegovina (KM 50,000) making it closetimits in surrounding countries
will additionally decrease impact of the crisights segment of banks’ operation and it will
directly influence further increase of citizensvsays.

Citizen's Savings Developiment
from31.12.2005 to 31.12.2010
(in D00 KM)
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Based on currency structure of saving depositsf&l.d2.2010, foreign currency saving
deposits amounted to KM 851.4 million with a rafegoowth of 18% and a share of 79%
out of the total savings, while KM saving depositaounted to KM 220.1 million with a
rate of growth of 29% in comparison with 31.12.2009

Total loans to citizens were larger by 12% thanrses; which consisted of saving and
current account of citizens.
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Ratio of citizens’ loans to savings was decreasedessaving deposits grew faster than
loans. Loans to citizens were covered by 67.8% ibfzens’ saving deposits (as of
31.12.2009 the coverage was 59%), and if citizeasient accounts are added then the
coverage was 89% (as of 31.12.2009 it was 78%).

As of 31.12.2010 citizens’ current accounts amaodinteKM 336.6 million and they were
larger by 15% in comparison with the amount aslo13.2009.

As of 31.12.2010 total citizens’ savings, includicigizens’ current account amounted to
KM 1.4 billion with the rate of growth of 19% in sgarison with the end of 2009.

2.1.1.1.5. Maturity and Sector Structure of TotajpDsits Received

Maturity and sector structure of total depositsereed by banking sector of Republika
Srpska and branch offices and operating units afk®ahaving their headquarters in
Federation BiH is given in the following table:

(in 000 KM)
31.12.2009 31.12.2010
FBH FBH
DESCRIPTION RS Banky % Ban_ks’ % Total % Bgnsks % Ban_ks’ % | Total % Index
units units
1 2 3 4 5 6 7 8 9 10 [ 11 12 13 14=1ps6
1. Short-term Deposit
a)Gov.&Gov.Institutions 759,476 18 7,81 1 767,292 16/ 397,650 11 8,556 1 406,206 10 53
b)Economy 666,872 16/ 233,971 44 900,843 19 637,712 17| 248,739 45 886,451 20 98
c) Banks & other fin.inst. 99,43 2 1,884 0O 101,326 2 56,498 1] 769 0O 57,267 1] 57|
d)Citizens 773,580 19 119,119 22 892,699 19 860,420 23 136,755 25 997,175 23 112
e)Other 175,618 4 8,000 1] 183,618 4 147,310 4 8,281 1 155,591 4 85
Total ST Deposits 2,474,984 59 370,794 69 2,845,778 60 2,099,590 56 403,100 732,502,690 58 88
2. Long-Term Deposits
a)Gov.&Gov.Institutions 233,766 6 0 0 233,766 5 176,735 5 0 0 176,735 4 76|
b)Economy 149,162 4| 33,451 6| 182,613 4 133,266 3 14,558 3 147,824 3 81
c) Banks&other fin.inst.| 733,978 18 403 O] 734,381 16/ 631,149 17| 3,445 0 634,594 15 86|
d)Citizens 480,081 12 128,847 24 608,928 13 618,557 16/ 131,907 24 750,464 17| 123
e)Other 88,793 2 3328 1 92,121 2| 118,738 3 34 0 118,773 3 129
Total LT Deposits 1,685,780 41 166,029 311,851,809 40 1,678,44% 44 149,944 271,828,390 42 99
GRAND TOTAL (1. +2.): |4,160,764 100 536,823 100 4,697,587 100 3,778,03% 100 553,044 100 4,331,080 100 92

Total deposits received in Republika Srpska amaltde<M 4,331 million, with a rate of decrease
of 8% in comparison with amount as of 31.12.2008p@sits of banking sector of Republika Srpska
amounted to KM 3,778 million with a rate of deceead 9%, and deposits received by branch
offices and operating units of banks from FederaBtH amounted to KM 553 million with a rate
of increase of 3%. Based on maturity structuret#ltdeposits received in Republika Srpska a share
of short-term deposits was 58%, and of long-teepogits 42% (increase of share of long-term
deposits was two percentage points).

A share of deposits received by branch offices@petating units of banks from Federation BiH in
total deposits received was 12%, (as of 31.12.2008unted to 11%).

Organizational parts of banks from Republika Srpskarating in the territory of Federation BiH
received a total of KM 77.1 million of depositsheve the rate of growth was 2% in comparison
with 31.12.2009. Growth of those deposits mostisulied from increased number of RS banks’
units operating in Federation BH (increase fromopBrating units as of 31.12.2009 to 26 as of the
end of 2010). Those deposits were included in aepbsits of Republika Srpska banking sector.
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2.1.2. Assets
Assets Structure
(in 000 KM)
31.12.2009 31.12.2010
Amount per
DESCRIPTION Amount | % |Amount* | % previot?s % Index
methodology**
1 2 3 4 5 6 7 | 8=4/p9=6/2
ASSETS (PROPERTY):
1. Cash Funds 1,505,982298 1,312,311 24 1,312,311 25 87 87
2.Trading securities 52,084 1 55,067 1 55,067 1 10§ 106
3.Placements to other banks 40/9841 57,274 1 57,275 1 140 14Q
4.Net loans (4a-4b) 3,504,19965 3,607,41fY 671 3,529,731 67 103 101
4a. Gross loans 3,699,845 3,953,979 3,804,601 107 103
4b. Value Correction/Provisions 195,646 346,562 274,87 1771 140
5.Securities held up to maturity 420 ( 572 Q 572 0 136 134
6.0ffice space and other fixed assets 201,788 212,117 4 212,117 4/ 105 105
7.0ther assets 75,637 1 131,04 3 100,512 2l 173 133
8. ALL ASSETS: 5,380,994 10Q 5,375,807 10(Q 5,267,585 100 100 98
*Assets per IAS
** Condition per previous methodology (withoutartges to reporting methodology)
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The structure of assets reflects the fact thatodmking sector of Republika Srpska by its
character can be placed into traditional, consen@dianking with a dominant presence of
loans as a basic banking product.

Total balance sheet assets as of 31.12.2010 isrshatwv share structure per both IAS and
the previous methodology, i.e. estimated condiuithout IAS applied.

Total assets per IAS compared to the end of 200thireed at the same level, while total
assets per previous methodology decreased by 2%.

Six banks operated with trading securities where lseink dominated, although it was still a
modest scope of operation amounting to 1% in tséts of the banking sector. Placements to
other banks amounted to KM 57.3 million and theyenarger by 40% in comparison with the
amount as of 31.12.2009, and such placements wémne fn seven banks.

Net loans, i.e. gross loans with deducted valuaistiijent per IAS, amounted to KM
3,607.4 million, which was larger by 3%, while perevious methodology, i.e. with
deducted provisions per regulatory requirementh@ut category “E”) the amount was KM
3,529.7 million with a decrease of 1%.
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Within the assets structure space office and aiksets kept their share of 4% amounting to
KM 212.1 million, which was a decrease of 5% in pamson with 31.12.2009.

As of 31.12.2010 other assets per IAS amounted®o008 total assets, and per previous

methodology without “E” category to 2% of total ess Interest and fees accrued had the
largest share in the structure of other assetserGtbms included investments into non-

consolidated enterprises and funds, tangible vaheegived as receivables collected,

transfer accounts for foreign currency paymentsteci payments of obligations created

previously, active accruals, etc.

Structure of Off-Balance Sheet Assets

(in 000 KM)
31.12.2009 31.12.2C10

DESCRIPTION Amount % Amount % Index

1 2 3 4 5 6=4/2
1. Active Off-Balance Sheet 545,837 100 522,614 100 96
- Irrevocable obligations for lending 287,69( 53 232,708 45 81
- Irrevocable documentary L/C 2,248 0 5,407 1 241
- Other L/C to be paid abroad 2,084 0 0 0 0
- Guarantees issued 253,734 47 284,416 55 112
- Drafts and sureties issued 0 0 64 0 0
- Nostro financial activities — being collected 0 0 0 0 0
- Current FC transaction contracts 0 0 0 0 0
- Other off-balance sheet items 79 0 19 0 24
2. Classified assets - loss E 144,403 0 0
3. Commission business activities 132,166 90,334 68
4, TOTAL 822,406 612,95( 75|

Total off-balance sheet records decreased by 258mparison with the end of 2009.
Active off/balance sheet amount was KM 522.6 milliith the rate of decrease of 4%.

Within the structure of off-balance sheet asseataranties issued amounted to 55% with the
rate of growth of 12%. Irrevocable obligations fending had a share of 45% with a
decrease of 19% in comparison with the end of tegipus year. All other items of active
off-balance sheet had a share of 0.5%.

As of 31.12.2010 with implementation of IAS clagsif assets — loss "E" was transferred to
balance sheet and amounted to KM 179.4 million withgrowth rate of 25%. A larger part
of that assets was presented to the court, thusrdoess of collection depended also on the
period of duration of court procedures, which asla takes even few years.

Commission business activities decreased by Kve4 hilllion or 32% mostly due to closure of
custody business activities performed by one baaiklynfor foreign legal entities.
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2.1.2.1. Cash Funds
Cash funds constituted 24% out of total assets showler IAS.

Cash Funds Structure

in 000 KM)
31.12.2008. 31.12.2009.
DESCRIPTION Total % Total % Index
1 2 3 4 5 6=4/2
KM
Cash funds 47,609 3 51,227 4 108
Reserve accounts with CBBH 899,181 60 777,979 59 86
Deposit accounts with depositary institutions in BH 8,324 1] 3,045 0 37
Deposit accounts with depositary institutions abrop 1 0 0 0 0
Cash funds in collection process 0 0 0 0 0
Debts not-repaid 0 0 0 0 0
TOTAL: 955,711 64 832,251 63 87
FOREIGN CURRENCY

Cash funds 36,094 2 37,113 3 103
Reserve accounts with CBBH 0 0 0 0 0
Deposit accounts with depositary institutions in BH 567 0 949 0 167
Deposit accounts with depositary institutions abdroa 513,219 34 441,774 34 86
Cash funds in collection process B37 0 224 0 66
Debts not-repaid 0 0 0 0 0
TOTAL: 550,217 36 480,06( 37 87
GRAND TOTAL: 1,505,932 100 1,312,311 100 87

As of 31.12.2010 total cash funds KM 1.31 billiomdadecreased by 13% in comparison
with the end of the previous year. The cash fundstexl showing declining trend in
October 2008 mostly due to deposit decrease.

Based on currency structure KM cash funds amoutaegB% with a rate of decrease of
13%.

Within the KM cash funds structure the largest shadrthe funds was at the reserve account
of Central Bank of BiH in an amount of KM 778 nuoth or 59% of total cash funds and
decreased by 14% in comparison with the end of 2009

Cash funds in foreign currency amounted to KM 48@illion with a rate of decrease of
13% in comparison with 31.12.2009, while their ghauncreased from 36% to 37%. Out of
the total cash funds, an amount of KM 441.8 millmm34% was in deposit accounts at
depositary institutions abroad, which can be brodewn into foreign currency current
accounts in an amount of KM 106.4 million, and amant of KM 335.4 million of short-
term deposits.

Short-term deposits represented a free portiorasi ¢dunds, which banks did not allocated
to lending primarily due to their being unable idf quality projects. In case the funds are
needed, such deposits can be withdrawn and usedufoent liquidity needs. A rate of
decrease of that cash funds category in 2009 ad@ Zan indication of a weakening
liquidity position of the banking sector.

Out of the total cash funds an amount of 92% or KJ208.4 million represented interest
bearing deposit accounts while 8% or KM 103.9 omlli were non-interest bearing accounts
from which banks had no income.

Maintaining such a high level of cash funds inlihaks’ balance sheet structure, besides banks’
obligation to meet obligatory reserve requiremevds mostly caused by banks’ needs in
performing payment operation, a large network araping units established, and also due to
non-existence of money market, where banks couidkyuprovide for liquid cash funds.
Additionally, a narrowed selection of quality clierand undeveloped financial instruments
market contributed to maintaining such a leveladlcfunds.
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2.1.2.2. Loans

Lending is one of basic functions of banks’ opemtiwhich was confirmed by a 67% of
share of net loans in the total assets. That is theylevel of total loans is the most
important indicator of the scope of operation oftbmdividual bank and overall banking
sector, but at the same time it is also major gatkegenerator of risk in operation. In 2009
and 2010 growth of loans was slowed down and kiejitearate of growth of 1% to 2% with
smaller oscillations. That was a result of stritk#ms and a more prudent lending policy, as
well as an aggravated access to already more aré Bxpensive sources of banks’
funding.

The ratio of 2010/2009 growth of gross loans of 386 previous methodology was funded
mostly from current loan repayments and fundsdading by IRBRS.

In December 2009 the Agency passed a new DecisioriT@mporary Measures for
Rescheduling Loan Obligations of Physical and Lé&gaisons to be implemented by banks
in order to alleviate negative effects of the woddonomic and financial crisis. The
Decision relaxed terms for repayment of a parthofsocal and legal persons’ loans with no
jeopardy to stability and safety of banks and bagldector as a whole. Legal persons and
individuals can apply for loan rescheduling alsa@?6i1. In the period 01.01.-31.12.2010
legal persons’ rescheduled loans amounted to KM9l@8llion for 174 loan lots, and the
amount in case of loans to citizens was KM 3.8iamlfor 387 loan lots.

2.1.2.2.1. Sector Structure of Total Loans
Republika Srpska banks’ total loans sector strectan be seen from the following table:

(in 000 KM)
No. DESCRIPTION 31.12.2009 % 31.12.2010 % Index
1 2 3 4 5 6 7=5/3
1. | Government Institutions 267,584 7 309,761 8 11§
2. | Public and State Enterprises 53,527 2 71,183 2 133
3. | Private Enterprises and Corporation$ 1,778,060 48 1,915,409 48 108
4. | Non-Profit Organizations 3,5p3 0 2,11Q 0 60
5. | Banks and Banking Institutions 3,001 0 2,093 0 70
6. | Non-Banking Financial Institutions 19,170 1 14,172 1 74
7. | Citizens 1,526,276 41 1,580,791 40 104
8. |Other 48,704 1 58,46( 1 120
9. |TOTAL 3,699,845 100 3,953,979 100 107

As of 31.12.2010 gross loans under IAS includedhdoclassified as “E” risk category in a
total amount of KM 149.9 million, which made an iagp on both structure and the rate of
growth. If the IAS were not applied the rate ofrlaggowth would have been 3% (instead of
7%) in comparison with 31.12.2009.
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Based on the structure of loans per sectors, |l@tsnded to private enterprises and
corporations maintained the largest share, 48%ovield by loans to citizens in of 40%.
Loans to the Government and Government Institutie@tained approximately the same
share in the total loan structure and related mamloans to municipality administrations.
All other sector loans amounted to 4% of the tlaans.

Sector structure of loans and rates of growth a31af2.2010 are not comparable with the
end of 2009 due to the amount of loans writtenaoifl classified into “E” risk category,
which, under IAS, were transferred from off-balansleeet to balance sheet. Loans
classified into “E” risk category were mostly ra&dtto sector of private enterprises and
associations, and sector of citizens.

2.1.2.2.2. Net Loans

Net loans are gross loans from which potential lloss reserves were deducted, i.e. value
adjustments (corrections) under IAS.

Amounts and changes of RS banks’ net loans caedrefsom the following table:

(in 000 KM)
31.12.2010
No. DESCRIPTION 31.12.2009 Per previous Index
PerlAS methodology*
1 2 3 4 5 6=4/3|7=5/3
1. | Loans, leasing based receivables and 3,699,845 3,953,979 3,804,609 107 103
receivables due

2. | Reserves for potential loan loss 195,646 346,562 274,870 177 140
3. | Netloans (1. -2.): 3,504,199 3,607,417 3,529,731 103 101

*Condition per previous methodology (withaisk category “E”)

Gross and net loans are shown per previous metbggdbr comparability with data as of
the end of 2009. Based on that growth of grosssagas 3% (under IAS 7%), and reserves
40% (under IAS 77% due to “E” risk category) thet lvans increased by 1% (under IAS
3%) in comparison 31.12.2009.
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Increase of total amount of reserves for coveragpotential loan losses resulted from
stricter loan classification, which was to be expdcin circumstances of financial and
economy crisis due to which regular loan repaymead considerably aggravated. Growth
of reserves also resulted by Agency’s orders fpassion of additional reserves after on-
site examinations performed.

2.1.2.2.3. Loan Maturity Structure

Loan maturity structure in Republika Srpska barkshown per sectors in the following
table:

(in 000 KM)
ST Loans < 1yr. Ind LT Loans > 1 yr. Receivables Dug Total
No. DESCRIPTION 31.12. | 31.12. ex 31.12. | 31.12. (Index| 31.12. | 31.12.| Index | 31.12. | 31.12. |Index
2009 | 2010* 2009 2010* 2009 | 2010* 2009 2010*
1. | Gvnmt Institutions 39.312 18795 48 228.210 290.88¢ 127 62 80 129 267584 309.76]1 116
2. | Public&State Enterp, 3.235 4.947 153 50.184 54.082 108 108 12.15411.254 53,527 71183 133
3. | Private Enter.&Corp| 472.559 425.74% 90 1.191.219 1.246.411 105 114.282243.253 213 1.778.060 1.915.409 108
4. | Non-Profit Organiz. 241 143 59 3.281 483 15 1| 1.484148.44 3.523 2.110 60
0

5. | Banks&Banking Instf  3.001 2.093 70 0 0 0 0 0 0 3.001 2.093 70
6. | Non-Bank Fin. Inst. 3.081 2947 95 16.089 11.230 70 0 0 0 19170 14.172 74
7. | Citizens 169.312 150.529 89 1.322.384 1.347.942 102 34.580 82.320 238 1.526.276 1.580.791 104
8. |Other 18.375 16.425 89 28584 39.303 138 1745 2732 157] 48704 58460 120
9. ITOTAL: 709.116 621.619 88 2.839.9512.990.337 105 150.778342.023 227, 3.699.8453.953.979 107

*Condition per IAS

Based on maturity structure of loans, short-teranforecorded a decrease of 12%. In the
structure of short-term loans those with the largbare were loans to private enterprises in
an amount of 76% and rate of decrease of 10% inpaadson with the end of 2009. The
decline was recorded by all sectors except fost#wtor of public and state enterprises.

Long-term loans increased by 5%. In the structdifergy-term loans the largest share was
made by loans to citizens of 45% with a growth @t@% in comparison with the end of

2009. Long-term loans to private enterprises hathare of 42% in total long-term loans

with a rate of growth of 5% in comparison with @& of the previous year.

Effects of IAS implemented as of 31.12.2010 hadl#ngest impact on category of loans
past due amounting to KM 342 million with a rate gsbwth of 127% or by KM 191

million. Growth of past due loans mostly resultednf transfer from off-balance sheet to
balance-sheet of loans classified as “E” risk aatggn accordance with IAS. Those were
loans with repayments delayed over 270 days andlyrmuesented to the court.The largest
portion of those loans classified in “E” risk cabeg was concentrated in sector of private

Information on Condition of Banking System of Rejgalfrpska for the Period 01.01.2010-31.12.2010



BARS

enterprises and associations. Receivables duesofe¢htor amounted to KM 243 million or
71% out of total receivables due with a rate ofaghoof 113%.

2.1.2.2.4. Loan based Receivables Due

Category of loan based receivables due, per seesepts one of the earliest warnings
indicating problems in the process of collectingeigables.

In 2009 receivables due had a significant growtlnictv can be directly related to
unfavorable conditions in business environment eduby the global economic and
financial crisis. Trend of growth of receivablesedoontinued in 2010 as well. As of
31.12.2010 growth of receivables due was underifgignt impact of implementation of
IAS under which loans written off in previous yearsd classified as “E” risk category and
mostly representing receivables due were includeddeivables due. Basically that transfer
had the largest influence on increase of ratiofoahs past due and loans under IAS in
comparison with the previous year. Otherwise, tterof receivables due related to loans
shown under previous methodology, which is comgdaralith previous periods, shows
certain improvement in the fourth quarter of 2010.

The ratio of receivables due and loans past dudeagen from the following table:

(in %)
31.12. 31.12. 30.06. 30.09. 31.12.2010
2008 2009 2010 2010 Per previous
Per IAS*
methodology™*}
- loans past due/
total loans 2.6 4.1 5.8 5.9 8.7 5.1
- loans past due to private
enterprises/total loans to private ent. 4.1 6.4 8.8 9.7 12.7 8.0
- loans past due to citizens/
total loans to citizens 1.4 2.3 3.1 2.9 5.2 2.0
*Per IAS

**Per previous methodology (adjusted to “E” catggjor

Loans to citizens still had the lowest ratio reables due over total loans to citizens, but thel lev
and growth those receivables due should be maditeit special attention since they are mostly
long-term loans.

Such an increase of receivables due, especiallyeineal sector, pointed out that it was really
necessary to have better quality analyses of bersdwreditworthiness in the process of loan
approval as well as a more systematic follow ujparh servicing with a goal to minimize banks’
credit risk exposure. Registers of loans to legdl@hysical persons established at the Central Bank
of Bosnia and Herzegovina are of a great assistémcleanks giving information on loan
indebtedness of potential borrowers, i.e. potegtialantors’ indebtedness in all banks in BH.
Additionally, the Agency quarterly sends a paitotiata base related to the category of unreliable
clients, and to those loans where repayment (onsocg installments or continuous repayment) is
charged to guarantors/endorsers (first reports agref 31.12.2009). Related to the information
given the Agency has imposed to banks confidéptialguirements in order to have better quality
assessment of financial reliability of potentigats.
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2.1.2.2.5. Maturity and Sector Based Structurésoahs Extended by Banks of Republika Srpska,
and Branch Offices and Operatingt®Jof Banks from Federation BH

Banks shall pay special attention to maturity ddjest of sources and placements, since
impairment of maturity matching could adverselyattbank’s liquidity.

The following table shows a comparative survey afurty and sector based structures of loans
extended by banks of Republika Srpska, and brafiidesoand operating units of banks from
Federation BH:

(in 000 KM)

31.12.2009 31.12.2010
DESCRIPTION RS FBH RS FBH Index
Banks % Baqks’ % | Total |% Banks* % Baqks’ % | Total |%
units units
1 2 3 4 5 6 7 8 9 10 1L 12 13 14=1p/6

1. Short-term Loans

a) Gov. & Gov. Institutiong 39,374 1 0O 0 39374 1 18,873 0O 14,030 2 32,903 1 84

b) Economy 590,184 16| 151,109 17| 741,289 16/ 686,099 17| 154,485 17| 840,584 17| 113

c) Banks & other finan.insf. 3,004 O 0| O 3,000 O 2,093 0 306 O 2,399 0 80

d) Citizens 203,892 5 28,418 3 232,310 5 232,849 6| 29,843 3 262,694 5 113

e) Other 23,443 1 599 0O 24,042 1 23,726 1 44| 0O 23,77 1 99

Total ST Loans 859,894 23 180,122 20/1,040,016 23 963,642 24 198,710 22/1,162,352 24 112

2. Long-Term Loans
a) Gov. & Gov. Institutiong 228,210 6| 13,878 2| 242,085 5 290,88¢ 8 19,883 2 310,771 7 128

b) Economy 1,241,403 34 196,402 22(1,437,80% 311,300,493 33 226,665 261,527,158 31 104
c) Banks & other finan.insj. 0 O 0| O 0 O 0| O 0| O 0 O 0
d) Citizens 1,322,394 36/ 494,554 561,816,938 40 1,347,942 34/ 449,374 501,797,316 37| 99
e) Other 47,954 1 78/ 0 48,032 1 51,014 1 1,157 0 52,173 1 109
Total LT Loans 2,839,951 77| 704,909 803,544,860 772,990,337 76 697,081 783,687,418 76 104
TOTAL (1. +2.) 3,699,845 100 885,031 100 4,584,876 100 3,953,979 100 895,791 100 4,849,770 100 104
*As per IAS

The comparative survey of maturity and sector basettures of loans extended by banks of
Republika Srpska, and branch offices and operatiitg of banks from Federation BH, which in
total amounted to KM 4,849.8 million as of 31.1200 shows that sector and maturity
structures of both were similar, meaning that loartended to private enterprises and
corporations, and to citizens were prevailing irthb@and the main orientation was long-
term lending.

As of 31.12.2010 loans by branch offices and opgramnits of FBH banks amounted to KM
895.8 million, with a rate of increase of 1%, makmshare of 18.5% of total loans in Republika
Srpska (as of 31.12.2009 it was 19%).

Although operating units of banks from Federationl Becorded growth of loans as of
31.12.2010, it was evident that decrease of shdotal loans in Republika Srpska was caused by
the fact that Federation BH maintained up-to-novihodology in developing reports, while
Republika Srpska implemented IAS, which resulteshiowing larger amounts of total loans.
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2.1.2.2.6. Loans to Citizens

The following table gives a breakdown of loans e to citizens by banks of Republika
Srpska, and branch offices and operating unitsaokb headquartered in Federation.BH

(in 000 KM)
31.12.2009 31.12.2010
FBH FBH
DESCRIPTION RS Bankg % | Banks' | % | Total | % RS* % | Banks' | % | Total | % Index
. Banks .
units units
1 2 3 4 5 6 7 8 9 10 11 12 13 14=1p/6

. ST Loans to Citizens

1

a. — general consumption 180.803 12 27.564 5 208.367 10 194.934 12 28.627 g 223556 11 107
b. - housing 5.583 [0 3 o 5.586 o 14.425 1 5 [o 14.43 1 254
c. — business activities 17.506 1 851 o 18.35] 1 23.49 2 1.218 [o 24.708 1 135
Total (1) 203.892 13 28.418 § 232.310 11 232.849 1§ 29.84% § 262.694 13 113
2. LT Loans to Citizens

a. —general consumption | 801.021 52 358.473 69 1.159.494 57 773.429 49 334.07513 70 1.107.50Y 54 96
b. - housing 415.719 27 95.260 18 510.979 25 461.868 29 84.886 18 546.754 27 107
c. — business activities 105.644 7 40.821 8 146.46f1 7 112.641 7 30.41 g 143.051 7 98
Total (2) 1.322.384 87 494554 951.816.938 89 1.347.942 85 449.374 94 1.797.316 87 99
GRAND TOTAL (1. +2.) [1.526.276 100 522.972 10Q 2.049.248 10Q 1.580.791 100 479.219 10Q 2.060.010 10Q 101

*As per IAS

As of 31.12.2010 total loans to citizens amounte®&M 2,060 million, and they increased
by 1% in comparison with the amount as of 31.1@920

Out of total loans to citizens the amount exteroe®S banks was KM 1,580.8 million or
77% with the rate of growth of 4% in comparisonhwihe year-end 200%hen loans to
citizens are adjusted to the effect due to IAS @mgntation, then the amount of such loans as of
31.12.2010 was KM 1,529.3 million i.e. at the levighe condition as of the year-end 2009.

Branch offices and operating units of banks heatlepeal in Federation BH extended loans to
citizens in an amount of KM 479.2 million or 23%taf total loans to citizens with a rate of
growth of 8% if compared to 31.12.2009. As for thaturity structure of total loans to
citizens an amount of KM 262.7 million or 13% watated to short-term loans, and KM
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1,797.3 million or 87% to long-term loans, whiletire structure based on the loan purpose
the largest share was related to general consumptio

As of 31.12.2010 total loans for general consumnmptnounted to KM 1,331.1 million,
with the rate of decrease of 3%, while the shatetia loans to citizens amounted to 65%.
Structure of general consumption loans to citiZessed on their purpose can be seen from
the following table:

(in 000 KM)
31.12.2009 31.12.2010
DESCRIPTION RS FBH RS FBH Index
Banks % Ban_ks’ % | Total | % Banks* % Ban_ks’ % | Total | %
units units
1 2 3 4 5| 6=(2+4)| 7 8 9 10 11 12=(8+10) 13 14126
General consumption loan
purpose
1. Consumer goods purchase 39,284 4 16,216 4 55504 4 26,704 3 3,021 1 29,73 2 54
2. Car purchase 7,048 1 11,936 3 18984 ] 5,839 1 4,526 1 10,365 1 55
3. Cards 58,165 6 5,094 1 63259 § 54,771 [ 9,372 3 64143 5 101
4. Overdrafts 80,13% § 8,459 22 88594 6§ 80,53% § 18300 5 98838 7 112
5. Purchase of securities 9,335 1 0 d 9,333 1 1,666 Q 0o ¢ 1666 0 1§
6. No specific purpose cash
loans 773,911 79 283,061 731,056,972 77 788,906 81 269,836 741,058,742 80 10(¢
7. Lombard loans 5,236 1 4,124 ] 9,36( ] 3,572 0 733 Q 4,305 Q 46
8.0Other gen.consumption logns 8,706 1 57,147 15 65,853 § 6,362 1 56,912 14 63,274 5 96
TOTAL: 981,824 10Q 386,037 1001,367,861 100 968,363 10Q 362,700 10Q 1,331,068 10Q 97
*As per IAS

In the structure of total loans for general constiompcash loans with no specific purpose
had a dominant share of 80%. Out of the total chdoans an amount of KM 788.9 million

or 75% was related to loans extended by RS bansicB offices and operating units of
banks from Federation BH extended loans in an amaiudM 269.8 million or 25%.

As of 31.12.2010 loans to citizens based on camdk averdrafts amounted to KM 163

million or 12% of the total loans to citizens wdlgrowth rate of 7% in comparison with the
previous year. RS banks extended 83% of those .loans

Loans for other purposes (purchase of consumptaulgy cars, securities, Lombard loans)
amounted to KM 46.1 million or 3% of total loans fgeneral consumption and had a rate
of decrease of 51% in comparison with the end efpilevious year.

Other loans for general consumption, with no spegiurpose, amounted to KM 63.3
million or 5% with a rate of decrease of 4%. The BR#ks’ share amounted to KM 6.4
million or 10%. This category of loans by RS bamkestly consisted of “quick loans”,

loans to students, loans to small private shops, hits of banks from Federation BH
extended such loans in an amount of KM 56.9 millkor80%, out of which an amount of
KM 44.1 million or 78% related to a single banklsts.

As of 31.12.2010 housing loans had a share in dted toans to citizens of KM 561.2

million with a rate of growth of 9% in comparisontkvthe previous year-end.

Based on maturity structure of housing loans anuwarnhof KM14.4 million were short-term

loans with a rate of growth of 158%, and KM 546.8lion were long-term loans with a

growth of 7% in comparison with 31.12.2009.

Loans for business activities (to entrepreneurspuarted to KM 167.8 million with a

decrease of 2%.

Instead of such general consumption lending, lostnsuld be directed much more to
entrepreneurs, since the amount of loans receiyédab segment was still relatively low.
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2.1.2.2.7. Indebtedness of citizens based on lbafmnking sector

Total amount of loans to citizens of Republika 8goas of 31.12.2010 can be seen from the
following breakdown:

(in 000 KM)

1. | RS Banks 1,580,791
minus: RS banks’ units operating in FBH 41,210
Total 1: 1,539,581

2. | FBH banks’ units operating in RS 479,219
TOTAL (1+2): 2,018,800

The total credit indebtednepsr capitain Republika Srpska amounted to KM 2.018,8 miillion.
According to the 2009 statistical data, populadbiRepublika Srpska was 1.435 thousand, thus
credit indebtedness per citizen amounted to KM7L.Alie amount of indebtedness of citizens,
however, is not comparable to amounts as of 32008 when it was KM 1.488 and as of
31.12.2009 when it was KM 1,393 since IAS impleraéioh resulted with an amount of
total loans to citizens increased by KM 51.5 milliwhich is the amount of loans to citizens
classified into “E” risk category. If total loanseve corrected by the amount stated, the
indebtedness of citizens as of 31.12.2010 wouldusanto KM 1.371, which realistically
represents a decrease of indebtedness of citizekMi22 as of 31.12.2009.

2.1.2.2.8 Maturity and Industry Branch Structure of Total Bésments
by Banks of Republika Srpska

Category of total placements has a broader meaamd),beside total loans it includes all
other placements (without foreign currency curm@stounts held with foreign banks), such
as deposits termed at foreign banks, placemerdthry banks, securities, investments into
non-consolidated enterprises, interests and feesnaes and postponed payments.

Maturity and Industry Branch Structure of Total ddments can be seen from the following
table:

(in 000 KM)
No AESCSOEILIF(SJI\EI)ER ST Placements Inde LT Placements Index gtlﬁ?arragﬂfestigs Index TOTAL Index
BRANCHES 31.12.9 | 31.12.10 31.12.9 [3L.1210° 31.12.9[3L.12.10° 31.12.9 [31.12.10°

L. [Agriculture,Hunting,Fish 54784 20354 11 89,384 78290 84 3370 2,633 74 117,540 110,27 94
2. |Mining & Industry 133,918 233,568 174 436,505 440,320 101 70,665 52,345 74 641,088 726,23 113
3. |Power Supply 4940 9992 20] 36542 42728 117 3430 5099 149 44912 57,819 129
4. |Construction 60,269 71004 114 87,256 89,159 104 58,048 59400 107 205573 219,56 107
5. |Trade 258,430 283,077 11d 400,667 388,102 97 132,879 110573 83 791,976 781,751 99
6. |Services, Turism,Caterig 34623 30,913 s8d 71,368 90,141 12§ 19,803 27,869 141 125794 148,92 114
7. | Transport,Warehousing,

Post-Office,Communicdt. 28,176 29427 104 40,652 45041 111 72,891 57453 74 141,719 131,92 93
8. |Finances 406,305 401,179 o 58,666 74,644 1271 5749 6081 104 470,720 481,91 102
9. |Real Estate Trading 32,024 36311 113 70,860 98,333 13d 15402 15734 104 118,286 150,38 127
10.|Admin,State,Public Sery. g 09¢ 21,27 76 242,666 306,662 126 31,250 48299 15§ 302,012 376,23 125
11.|Citizens 203,892 232,849 114 1,322,384 1,347,942 102 0 0 g 1,526,276 1,580,791 104
12.|0ther 44370 50,707 114 46,002 57,443 129 132,349 137,120 104 222,721 24527 114

TOTAL 1,259,829 1,429,651 119 2,902,95P 3,058,810 109 545,836 522,614 94 4,708,617 5,011,076 10§

*As per IAS
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Based on the economy branch structure above, sontplacements to finances were the
largest item amounting to 28% with a rate of deseeaf 1% in comparison with
31.12.2009Trade had a share of 20%, while all other sect@f% But of total short-term
placements.

As for industry branch structure of long-term plaents, loans to citizens were the most
significant (44%), then loans to mining and indy$14%), followed by trade (13%).
Guarantees and other sureties were mostly contedtratrade.

Industry branch structure of placements based darhainfluenced total industry branch
structure of loans where placements to citizerejely and mining and industry had the
largest shares.

2.1.2.2.9. Total deposit received and loans exteéma&epublika Srpska

Total deposit received and loans extended in Réfuldrpska can be seen from the
following breakdown:

(in 000 KM

No. DESCRIPTION 3.1'12'2009 3.)1'12'2010 Index

Deposits Loans Deposits Loans

1 2 3 4 5 6 7=5/3 8=6/4
1. | RS Banks 4,160,7643,699,84% 3,778,03¢ 3,953,979 91 107
2. | FBH banks’ units 536,823 885,031 553,044 895,791 103 101
3. | TOTAL: 4,697,581 4,584,876 4,331,08 4,849,77 92 10§
4. | Minus: RS banks’ units operating in FBH 75,679 86,190 77,147 81,687 102 95
5. | TOTAL: 4,621,908 4,498,68¢ 4,253,933 4,768,088 92 106

As of 31.12.2010 an amount of total deposits reskin Republika Srpska was KM 4.253,9
million, which was by 8% lower than at the end &09, while total amount of loans

extended was KM 4,768,1 million or 6% larger thae amount as of 31.12.2009 (loans
adjusted per IAS).
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Strength and stability of the banking sector depggdificantly on capital amount and its
capacity to absorb possible operating risks.

Bank’s core capital is a parameter defined leglyneasure bank’s maximum exposure
per concentrations of credit and other risks, whae capital, consisting of the sum of core
and additional capital minus deductible items, espnts accounting category to calculate
capital adequacy rate.

Capital structure and tendencies are given indheviing table:

(in 000 KM)
DESCRIPTION 31.12.2009|31.12.2010 Index
1 2 3 4=3/2
1. BANKS’' CORE CAPITAL
1.1 Equity 426,066 546,366 128
1.2. Issuance Premium 23,899 23,899 100
1.3. Reserves Legally Require 38,25( 43,142 113
1.4. Other Reserves 23,431 23,851 102
1.5. Undistributed Profit 5,336 7,719 145
1l.aTotal (1.1t01.5.) 516,982 644,971 125
1.6. Losses from previous years Not Covered 2,207 6,526 296
1.7. Current Year Loss 4,640 48,650 1,048
1.8. Intangible Property Amount 26,288 27,717 105
1.b Total (1.6 to 1.8) 33,135 82,893 250
1. CORE CAPITAL AMOUNT (1a-1b) 483,847 562,084 116
2. BANKS’ ADDITIONAL CAPITAL
2.1. Equity based on permanent cumulative shares 0 0 0
2.2. General Reserves for A 68,964 67,606 98
2.3. Current Profit (audited) 21,612 17,975 83
2.4. Profit Amount — Distribution Temporarily Siended D 0 0
2.5. Subordinated Debts up to maximum 50% of Gapital 10,905 15,776 145
2.6. Permanent Liability without Obligation to Bepaid 12,000 35,47C 296
2. ADDITIONAL CAPITAL AMOUNT (2.1 10 2.6.) 113,481 136,821 121
3. ITEMS TO BE DEDUCTED FROM BANKS’ CAPITAL
3.1 Banks’invest.into other legal persons’ cdmiteer 5% of banks’ core capital 1,570 0 0
3.2 Amount of loan loss reserves lacking undgutatory requirement 0 14,719 0
3. AMOUNT OF ITEMS DEDUCTIBLE FROM BANKS' CAPITAL 1,570 14,719 938
4. AMOUNT OF BANKS' NET-CAPITAL 595,758 684,192 115

As of 31.12.2010 a growth rate of the total ban&ste capital amounted to 16% in
comparison with the same period of the previous.y&he growth of core capital was
mostly under influence of growth of equity whichcieased by 28% (additional

capitalization of six banks in a total amount of KIM0.3 million). Items deductible from

core capital amounted to KM 82.9 million with grdwtate of 150%, and were related to
previous-years loss not-covered by a smaller bardniamount of KM 6.5 million, and the

current loss of one bank in an amount of KM 48.8iom, and intangible property.

Additional capital recorded an increase of 12%amparison with the previous year mainly
due to increase of both subordinated debt by KM miBion, and permanent liability

without obligation for repayment by KM 23.5 milliodditional capital structure also
included current revised profit in an amount of KN million (seven of the total nine
banks, which generated profit in accordance witB)IA

Deductible capital amounted to KM 14.7 million. Tiean accounting item, which represents
balance between total reserves calculated undetategy requirement and adjustment of

values under IAS. The amount of lacking loan l@serves under regulatory requirement is to
be covered under bank's management decision fraaiable sources of profit or reserves

established from profit and only after the endusibess year.
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Net capital amounted to KM 684.2 million with dezse of 15% in comparison with the
previous year end.

3.1. Equity Structure

Ownership structure of shareholders’ capital casdsn from the following table:

(in 000 KM)
SHAREHOLDERS’ 31.12.2009 31.12.2010 Index
CAPITAL Amount % Amount %

1 2 3 4 5 6=4/2
1. State-Owned Capital 1,202 0 12,202 2 1,015
2. Private Capital 424,213 100 533,644 98 126
2.1. Foreign Capital 370,662 87 447,902 84 121
2.2. Domestic Capital 53,561 13 85,744 16 160
3. Cooperative Capital 651 0 518 0 80
TOTAL (1+2+3) 426,066 100 546,366 100 128

Increase of equity in 2010 caused a change indpéat structure. Share of private capital
decreased from 100% to 98% out of total equity. pheate capital structure consisted of
84% of foreign private capital, and 16% of privalemestic capital. In 2010 Republika
Srpska participated into additional capitalizatairbanks through IRBRS, thus its share in
the total equity amounted to 2% as of 31.12.2010.

3.2. Capital Adeguacy

Capital adequacy rate is a significant indicatocapital soundness representing a ratio of
net capital over total weighted risks, which, adoog to the Law on Banks of Republika
Srpska, has to amount to at least 12%. Total wethhsk consists of risk weighted assets
and an additional portion based on operational risk

Risk weighted assets is net balance sheet andatdfibe sheet risk assets weighted by a
prescribed weight in order to establish capitaluneml. As of 31.12.2010 risk weighted
assets calculated under IAS amounted to KM 3,848llion with a growth rate of 3%, in
comparison with 31.12.2009. If IAS were not appliestk weighted assets would have been
at the level of 2009 year-end.

When banking operation is considered new methodedagdeveloped in practice resulted in
a change of banks’ risk profile, where operatiamsi in total risk exposure is becoming a
segment ever more important, which requires anlégeetment with loans and other risks.
Operating risk is related to staff resources, imfation and other risk external factors,
internal processes, and other.

By its Decision the Agency has prescribed Methogpltor Calculation of Operational
Risk as required by European Directives and Bageétommendations (implemented as of
30.06.2010).

As of 31.12.2010 operational risk in banking seabRepublika Srpska amounted to KM
383.1 million, which was an increase of KM 342.3liom or 839% in comparison with
31.12.2009 as a result of mid 2010 modificationshim new Methodology for Calculation
due to implementation of European Directives angeBH adjustments.

Such a significant increase of operational risgetber with increase of risk weighted assets
caused total weighted risk to make a growth of 12%omparison with 2009.

The partial modification of regulation and methad fleveloping report made a significant
impact on the level of net capital.
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Changes in capital adequacy rate can be seen fr@foltowing table:

(in 000 KM)
31.12.2010.
DESCRIPTION 31.12.2008) 31.12.2009 Per previous Index
Per IAS*
methodology**

1 2 3 4 5 6=4/2| 7=4/8 8=5/3

Net capital 598,417 595,758 684,197 689,911 114 115/ 116
Total risks weighted 3,810,516 3,777,179 4,226,281 4,125,050 111 112 109
Capital adequacy 15.70% 15.77% 16.19% 16.94% 103 | 103 | 107

*Per IAS
**Per previous methodology (without changes to mipg methodology)

As of 31.12.2010 capital adequacy rate per reguepared under IAS increased by 0.42
percentage points in comparison with 31.12.2009@2ganks’ capital strengthening did not
show in full effect, while the actual amount was KMO.7 million through additional
capitalization and increase of additional capita ¢tb partial modification of regulation and
methodology for preparation of reports). In case tbgulation and the methodology for
preparation of reports had not been changed, ¢agieaquacy rate would have amounted to
16.94%, or increased by 1.17 percentage pointsomparison with the rate as of
31.12.2009.

3.3.Capital Ratios
A survey of other relevant capital ratios is giwenhe following table:

(in 000 KM)
DESCRIPTION 31.12.2010
1. Net capital 629,701
Total Assets 5,361,047
% 11.7
2. Equity 460,497
Total Assets 5,361,047
% 8.6
3. Core Capital 527,310
Total Risk Assets 4,094,950
% 12.9
4, Total Capital 547,849
Total Risk Assets 4,094,950
% 13.4
5. Net Loans 3,581,334
Total Capital 547,849
% 653.7

Note: Calculation of ratios was based on averagaiatso

Capital ratios are shown only for 2010 becaus@saire not comparable with the previous
year due to implementation of IAS as of 31.12.2@h@ partial modification of reporting
base.

In the future period the Agency will request fomkg' additional capital strengthening,
primarily because of a poor situation in collectorgdit receivables due, which influences
growth of loan loss and decrease of banking sgetditability.

The Agency’'s Order to have 2010 undistributed profider special control was issued
primarily in the function of increasing capital. 8ges, profit generated in 2010 in some
banks did not represent a significant source oftalpghus those banks will have to seek
some other sources as well.

Capital strengthening of banks with modest scopapefation is of a special interest, since
without inflow of fresh capital such banks will nbe competitive in the market having
great difficulties to have profitable operation endurrent conditions.
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Loans and other placements represent parts ofsasfibtthe largest risk, and their share is
the largest one in total assets structure. Stelailid success of operation of each bank and
the banking sector as a whole depend on the léwakdit risk, as the most frequent type of
risk in banks’ operation (loans had a share inl tgaets of 67%). Based on classification of
assets (balance and off-balance sheet) and pdterpasure to credit risk established for
each item of risk assets, reserves are separatedver credit and other losses as per
regulatory requirement, i.e. adjustment of valugasIAS. Under influence and negative
consequence of the global financial and economsisciredit function slowed down its
growth and risk in banking operation increased.

Assets Classified by Risk Categories

(in 000 KM)
Classification Category 31.12.2009] %  [31.12.2010.7 % Index

A 3,437,141 79 3,373,276 73 98

B 632,214 14 536,971 12 85

C 215,549 5 357,929 8 166

D 82,581 2 202,754 4 246

E 0 0 179,914 4 0

TOTAL ASSETS for which reserves are calculated 4,367,486 100 4,650,844 101 106

Assets for which reserves are not calculated 19884, 1,594,139 91

Regulatory reserves accrued 218,513 491,034 225

Value adjustment of BS assets and reserves for logs 389,803 0
evaluated

Regulatory reserves required 101,231 0

Regulatory reserves established 88,121 0

Amount of lacking regulatory reserves 14,719 0

*Partial modification of regulation and implemerdait of IAS

As of 31.12.2010 total classified assets amoutde®dM 4,650.8 million, and it was larger
by 6% than the amount as of 31.12.2009. GrowtHasfstfied assets was mainly caused by
a modification of a part of regulation and repagtimethodology, and implementation of
IAS, under which previously written-off assets elfisd into “E” risk category — loss was
transferred into balance sheet. Regulatory requrgnfior provisioning of 100% is still
valid for those assets. Without modifications madassified assets would have been larger
by around 3%.
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Structure of assets classified per risk categan@isated gradual shift of risk from category
“A” — good assets and category “B” — special mamtio poor quality assets (categories
“C”, “D”, and “E”). As of the end of 2010 poor quel assets amounted to 15.9% out of
total classified assets (without “E” category itsnB2%), while as of the end of 2009 poor
guality assets amounted to 6.8%.

The most significant item in the classified ass#étscture is credit portfolio. Due to that it is
very important to have classification of loans psk degree with provisions to cover credit
and other loss under regulatory requirement divigetvo sectors, i.e. loans to legal and
loans to physical persons. Those loans are showouti “E” risk category (which was, by
implementation of IAS, transferred from off-balarsteeet into balance sheet) in order to be
comparable with 2009.

(in 000 KM)
o Loans to Legal Entities (LE) Loans to Physical Persons (PP)
Classification
C Loan Amount Index Reserve Amount Index Loan Amount Index Reserve Amount Index
31.12.09.| 31.12.10. 31.12.0881.12.10 31.12.09.| 31.12.10. 31.12.0881.12.10

1 2 3 4=3/2 5 6 7=6/1 8 9 10=9/8 11 12 13=12/11
A 1,460,201 1,416,375 97| 27,577 26,896 98 1,374,7/6,366,7300 99 27,139 27,081 100
B 504,144 443,496 88 46,946 39,962 85 73,471 538 67 6,197 3,895 63
C 165,419 273,695 165 34,807 63,745 188 42,735 65,872 154 10,507 14,542 138
D 43,805 141,742 324 23,778 73,693 31D 35,294 47,152 134 18,695 25,056 134

Total: 2,173,569 2,275,308 105 | 133,108 204,296 153 1,526,276529,292 100 | 62,538 | 70,574 113

Out of total loans extended in 2010 an amount oM K,;275.3 million or 60% was
extended to legal entities (without category “Bi)ith an increase of 5%, and loans to
citizens amounted to KM 1,526.3 million or 40% w&ning at the level as of the end of
2009.

In the total credit portfolio, classified by degreerisk, increase of share of NPLs was
obvious, i.e. of those loans classified into “CtdD” risk category.

As of 31.12.2010 NPLs, without “E” category, amadtto KM 528.5 million and
increased by KM 241 million or by 84%in compariseith the end of 2009.

As of 31.12.2010 NPLs to legal entities amountedib 415.4 million and increased by
KM 206.2 million or 99%. NPLs to physical persomaaunted to KM 113 million and
increased by KM 35 million or 45% in comparisoniwibhe amount as of 31.12.2009.

The share of NPLs was the following:

(in %
31.12.2009 31.12.20107 31.12.2010f*
- NPLs / total loans 7.76 17.14 13.89
- NPLs of LE / loans to LE 9.63 21.62 18.25
- NPLs of PP / loans to PP 5.11 10.40 7.39

*Per IAS
**Condition as per previous methodology (without’‘€ategory)

Analysis of loans to legal entities from the aspeicindustry branch structure indicated
concentration of loans in production and tradingvées.
The coverage rate of NPLs by reserves was thewoilp

(in %)
31.12.2009| 31.12.2010f 31.12.20107%*
- total reserves / total loans 5.3 10.73 7.22
- reserves for NPLs /total NPLs 30.6 48.15 335
- reserves foNPLs of LE/ NPLs of LE 28.0 45.84 33.1
- reserves foNPLs of PP NPLs of PP 37.4 53.37 35.0

*Reserves per regulatory requirement with “E” catsg
**Per regulatory requirement (without “E” category)
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Rate of coverage of loans by reserves per regylagguirement (with reserves for “E” risk
category) is not comparable with 2009.

On the other hand, comparison to 2009 of rate ofeme of loans by reserves per
regulatory requirement without reserves for “E’krsategory shows that the rate increased
in case of NPLs to legal persons, while in cas®lBLs to physical persons decreased by
2.4 percentage points due to classification intorigk category.

The point which most certainly requires additioatiéntion and prudence is trend of growth
of NPLs recorded in the course of 2009 and its tauidil deterioration in 2010. Albeit the
fact that in 2010 reserves for NPLs had a largexr o& growth (growth of 102%) than the
rate of growth of NPLs (84%) assets quality adddity deteriorated due to increase of
loans classified into high risk category “D” by 289n comparison with 2009.

In two previous years problem of loans being refmidguarantors instead by debtors was
especially emphasized.

In the period January 1 to December 31, 2010 asddan banks’ reports 1840 guarantors
repaid KM 3,072 thousarfdn 1505 lots of loans to physical persons or 0.48%o0f total
380211 lots of loans to physical persons (in theogefrom 01.01. to 31.12.2009, 1288
guarantors repaid in total KM 1,683 thousand in11@8s of loans to physical persons or
0.32% out of total 318833 lots of loans to physaisons).

In order to mitigate negative effects of the glolir@ncial and economy crisis, and preserve
stability of the banking sector, late 2009 the Agepassed the Decision on Temporary
Rescheduling Loan Obligations by Physical and Légdities, which carries to be in force
in 2011 as well. Out of total 1100 requests under Decision, in the course of 2010 RS
banks approved 561 requests in a total amount of ¥d9.7 million. Out of the total
requests approved, 174 were related to legal estitbased on which the total amount
rescheduled was KM 195.9 million, while an amouhtkKiM 3.8 million was rescheduled
for a total of 387 lots of loans to physical persoifhus, the given opportunity was
significantly utilized by legal entities, and adar volume of rescheduling loans to physical
persons could be expected in the future period.

Under the Agency’s Decision on Closer Terms andhdetof Banks’ Acting per Clients’
Complaints banks submitted reports for the peraxtudry 1 to December 31, 2010. Clients
complaints (total of 223) were received by eightksa(two banks did not have any clients’
complaints). The largest number of complaints vedated to the guarantors repaying loans
instead of debtors (53), interest rate calculafitd), other lending issues (43), and changes
in lending terms (38). Banks positively resolved d@nplaints, negatively 129, and 40
complaints were being processed.

% The amount of repayment by guarantors includeal tepayment by guarantors instead of debtorsen th
reporting period, whether one or several installt®@ere repaid or loan repayment was taken over in
continuity by guarantor.
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4.1. Potential Loan Loss Reserves

Risk assets and reserves separated are givenfolltheing table:

(in 000 KM)
31.12.2010
No. DESCRIPTION 31.12.2009| Per banks’ | Per previous Index
reports* |methodology**
1 2 3 4 5 6=4/3| 7=5/3
1. |Total risk assets 4.367.486 4.650.844 4.470.930 104 102
(for which reserves are separated)
- assets classified “A” 3,437,141 3,373,276 3,373,276 98 98
- assets classified “B”, “C”, “D”, “E” 930,345 1,277,568 1,097,654 137 118
2. |Reserves Separated 218,613 491,034 311,12 225 142
- assets classified “A” 68,964 67,658 67,658 98 98
- assets classified “B”, “C”, “D”, “E” 149,549 423,376 243,462 283 163
3. |Total Reserve/ Total Risk Assets Ratip 5.0% 10.69 7.0%
4. |General Reserve/ 2.09 2.0% 2.0%
Assets Classified “A” Ratio
5. |Special Reserve/ 16.19 33.19 22.29
Asset<Classified “B"-“E” Ratio

*Per banks’ reports (assets under IAS, and resemdsr regulatory requirement)
**Per previous methodology (without modificatiorssreporting methodology)

In order to have comparable data as of 2009, astassified and provisioning under
regulatory requirement as of 31.12.2010 are alswwsehin accordance with the previous
methodology, i.e. assets classified and reservédsouti “E” risk category. Based on such
data total assets classified increased by 2%, atad teserves increased by 42%, which
resulted from increase of average reserves fronib%%6 (under IAS which included “E”
risk category the average rate of reserves wa$4d)0.6

It should be noted that besides reserves for patdasses, which banks obligatory separate
under the Law on Banks of Republika Srpska, bam&saéso obliged to separate legally
required reserves of up to 10% of equity underLitn@ on Enterprises. Those reserves are
separated from generated profit and they can be tasmcrease the amount of equity or to
cover losses. As of 31.12.2010 legally requirecemess were separated in an amount of
KM 43.1 million. If those reserves were added tserges for credit and other losses
calculated per previous methodology they would amhda total reserves of KM 354.3
million, which, related to the total risk assetguld give the reserve rate of 7.9% instead of
the reserve rate of 7%.

Additionally to the above stated reserves in babkdéance sheets there was also an amount
of KM 10 million of reserves separated, which wé@sed on court procedures where
estimations indicated that either a total or phltiss was possible. The amount was related
to six banks.

Evaluation of credit and other losses on one hand,amounts of reserves separated under
regulatory requirement on the other hand, refleatesiets quality of both individual banks and
banking sector as a whole, due to which those iteave to be monitored on a continuous
basis.

Within both assets quality off-site and on-siteesusion performed, the Agency continuously
ordered banks to implement corrective measureg.mbant imposing additional requirements
for separation of reserves to cover credit andrddsses, and to improve the existing practice
in credit risk management, to lower concentratibexposure to credit risk, and to decrease and
monitor amounts of poor assets, and other.

Information on Condition of Banking System of Rejgalfrpska for the Period 01.01.2010-31.12.2010



BARS

4.2. Assets Quality Ratios

(in 000 KM)
DESCRIPTION 31.12.2010
1. Loans Due/ 228,315
Total Loans 3,786,627
% 6.0
2. Loans Due / 228,315
Potential Loan Loss Reserves 205,293
% 111.2
3. Loans Due / 228,315
Total Capital 547,849
% 41.7
4. Classified Assets/ 4,500,624
Total Capital 547,849
% 821.5
5. Potential Loan Loss Reserves / 205|293
Total Loans 3,786,627
% 5.4
6. Total Risk Assets 4,094,950
Total Assets 5,361,047
% 76.4

Note: Calculation of ratios is based on averagelmtso

Assets quality ratios are shown only for 2010 &y thre not comparable with the previous
year due to IAS implementation as of 31.12.201@ arpartial modification of reporting
base.

4.3. Transactions with Persons Related to Bank

A part of regular activities of banks is transacfiowith related persons. Under market
economy circumstances, such activities represes¢égment of banks’ activities that is
especially risky. Due to that, the Agency has esththe Decision on Minimum Standards
for Transactions with Persons Related to a Bank.

Banks’ Supervisory Boards issue special policies tfansactions with related persons,
including the following limitations:
- A bank may perform transactions with persons rdlate the bank only under an
approval by Supervisory Board or another body aigbd by the Supervisory Board,

- A physical person related to the bank may be amuldo perform business transactions
(credit transactions and off-balance sheet obbgali amounting to a maximum of up to
1% of the bank’s core capital,

- All physical persons related to a bank may be amutoto a total of business
transactions amounting to a maximum of up to 10%hefbank’s core capital,
- All placements to persons related to a bank shatllexceed 40% of the bank’s core
capital.
Banks shall maintain separate records on the falgw

- Subsidiaries and other capital related companies,
- Exposure to risk of loans extended to shareholsliginsvoting rights exceeding 5%, as well as
to Supervisory Board Members, Management and ethployees of the bank.
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Loans and Guarantees Extended to Shareholderd/aiihg Rights Exceeding 5%,
Supervisory Board Members, Management and Bankpldyees

(in 000 KM)
DESCRIPTION 31.12.2009 % |31.12.2010 % | Index
1 2 3 4 5 6=4/2
Loans & off-balance sheet receivables:
1. Shareholders with voting rights exceeding 8ar(s) 12,496 75 9,166 65 73
2. Shareholders with voting rights exceeding 8% BS receivables) 360 2 181 1 50
3. Supervisory Board Members 350 2 937 7 268
4. Management 3,385 21 3,879 27 115
5. Total Receivables from Persons Related to Bankd. to 4): 16,591 100 14,163 100 85
6. Bank’s Employees 50,364 49,513
7. Grand Total (5+6) 66,953 63,676 95

In the reporting period credit exposure to relgietsons decreased by 15%.

The Agency is paying special attention to transastiwith persons related to a bank,
especially from the aspect of identification antbofe up of credit exposure performing off-
site and on-site examinations. Banks’ claims agahareholders exceeding 5% of voting
rights based on balance-sheet and off-balance sineatinted to KM 9.3 million and were
related to four banks.

Total receivables from related persons amounteldMol14.2 million decreasing by 15% in

comparison with the end of 2009.

Loans to employees amounted to KM 49.5 milliorhvaitrate of decrease of 2% in comparison
with the previous year.
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Breakdown of the banking sector Income Statemenitd 81.12.2009 and 31.12.2010:
(in 000 KM)
DESCRIPTION 31122009 31122080 ingex
1 2 3 4 5 6
1.INTEREST INCOME AND SIMILAR INCOME
a) Interest income and similar income 326|569 69 310,417 68 95
b) Operating income 148,237 31 147,067 32 99
2. TOTAL INCOME (1.a + 1.b) 474,801 10q 457,479 100 96
3. EXPENDITURE
a) Interest expenditure and similar expenditure 140,854 31 125,887 27 89
b) Business and direct expenses 129,364 29 151,037 32 117
c¢) Operating expenditure 180,89(¢ 40 193,082 41 107
4. TOTAL EXPENDITURE (3.a+3.b+3.c) 451,108 100 469,996 100 104
TOTAL INCOME-EXPENDITURE (2. -4.) 23,693 -12,517
PROFIT BEFORE TAX 28,017 32,910 117
LOSS 4,319 45,4271 1.052
TAX 6,934 8,719 126
Profit based on increase of tax funds deferred, andecrease of tax 498 0
obligations deferred
Loss based on decrease of tax f. d., and increaseaf obl. defer. 576 0
NET INCOME 21,078 27,336 130
NET PROFIT 48,650 0

As of 31.12.2010 banking sector generated totainmein an amount of KM 457.5 million
with a rate of decrease of 4% if compared to timeesperiod of the previous year.

Basic source of income for the banking sector wesrést income and it was the most
stable source. It amounted to KM 310.4 million watlshare of 68% of total income with a
falling rate of 5% in comparison with 2009. Withire structure of interest income loan based
interest had the largest share in an amount of RBI72million with a rate of decrease of 326
compared to the same period of the previous yearo®@® hand the rate of loan interest
declined under influence of average effective ederrate decreased in 2010 by 0.74
percentage points in comparison with such a ragoo®.

Operating income amounted to KM 147.1 million of@8f total income, and it decreased
by 1% in comparison with 31.12.2009.

The structure of operating income was composedadme per payment transaction in an
amount of KM 52.1 million or 35%, income generatad revoking provisioning in an
amount of KM 29.5 million or 10%, income per foneigurrency transactions in an amount
of KM 15 million or 10%, income per off-balance shéransactions in an amount of KM
9.9 million or 7%, income per securities tradingam amount of KM 4 million or 3%.
Other operating income consisting of income basedeat foreign exchange balances, rental
fees, card membership, revaluation, share in dapitathers, and other income amounted
to KM 36.6 million or 25% of total operating income

Total expenses amounted to KM 470 million withravgth rate of 4% in comparison with
the same period of the previous year. Structuexpenses changed in comparison with the
same period of 2009. Interest expenses amount&tt@25.9 million, and decreased their
share in total expenses from 32% to 27% with a ohtdecrease of 11% due to deposit
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decrease and term deposit interest rate (decrdaseecage effective interest rate from
3.29% in 2009 to 2.97% in 2010).

Business and direct expenses amounted to KM 13ibmwith a rate of increase of 17% in
comparison with 2009. Those are related to expeofsealue corrections and provisioning
for off-balance sheet items, which were establidhetAS implementation in an amount of
KM 316.7 million and were larger by 17% than expmen$or reserves as of 31.12.20009.
Other business and other direct expenses in an ranodlKM 14.3 million had a growth
rate of 13%.

Operating expenses amounted to KM 193.1 milliorhwittcrease of 7%, and they were
related to salary and contribution costs in an arha@i KM 78.8 million or 41% with a
falling rate of 2% in comparison with 2009, offispace costs of KM 68.7 million or 35%
with growth of 2%, and other operating costs amiognto KM 45.6 million or 24% with a
growth rate of 38%.

Profit before tax was KM 32.9 million (nine banks)d it increased by 17% YoY.

As of 31.12.2010 nine banks generated net profarnramount of KM 27.3 million, and
one bank reported loss in an amount of KM 48.7ionil At the level of the total banking
sector the financial result was a negative oneniaraount of KM 21.3 million, while in the
same period of the previous year RS banking seygoerated net profit in an amount of
KM 17.4 million.

If there were no changes of methodology, under ilASlementation, the loss would have
amounted to KM 36 million (five banks) due to ager amount of expenses for
provisioning under regulatory requirement in relatto IAS.

RS banking sector negative financial result aslof3.2010 was primarily a consequence
of the global financial crisis, which entered rsattor as well, causing an increase of risks
in banking sector, i.e. increase of potential |mss.

The future period is expected to have a certaiw slown in negative trends, especially in

growth of potential loan loss, but banks will stitkve to examine structure of their income

and expenses more efficiently, due to the fact thetiness expenses were considerably
higher than operating income. Operating income @/&6% of total operating expenses,

while the remaining 24% was financed from intesasd similar income.
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5.1. Profitability Ratios

Profitability ratios are shown only for 2010 becaudS implementation as of 31.12.2010
and partial modification of reporting methodologsoguced data that are not comparable
with those from the previous year.

(in 000 KM)
DESCRIPTION 31.12.2010
1. Profit / -21,236
Average net assets 5,361,047
% - 0.4
2. Profit/ -21,236
Average total capital* 547,849
% - 3.9
3. Profit/ -21,236
Average equity 460,497
% - 4.6
4. Net interest income / 184,530
Average net assets 5,361,047
% 3.4
5. Fee Income/ 86,127
Average net assets 5,361,047
% 1.6
6. Total income/ 331,597
Average net assets 5,361,047
% 6.2
7. Business and direct expenses/ 151,032
Average net assets 5,361,047
% 2.8
8. Operating expenses/ 193,082
Average net assets 5,361,047
% 3.6
9. Non-interest bearing expenses / 344|114
Average net assets 5,361,047
% 6.4

Note: Calculation of ratios was based on averagauais.

The 2010 financial result was a negative one.
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Stability of business operation, building-up coefide in banks, and financial market position of
each bank depend on the quality of its liquidisk management and capability to maintain liquid
position. The process of maintaining liquidity andnaging liquidity risk is a very complex and
important segment in operation of both a singl&klzaml the banking system as a whole.
Responsibility for implementation of liquidity poli and providing for bank’s capability to meet
its obligations without delay as of the maturitytedds up to the bank’s management and
management bodies.

In the process of managing liquidity risk banks @okgated to apply programs, policies, and
procedures adopted in order to provide for bothuntgtstructure and maturity adjustment of
assets, liabilities, and off-balance sheet iten@der to develop plans of future liquidity needs
and sources, taking into consideration sourcegsifigation required, to protect banks from
unexpected funds outflows, and to anticipate cgetigy liquidity needs. All items stated above
have to be provided by banks’ having in mind thatanly internal factors can influence their
liquidity, but also external factors (regulatory,ometary, economy, legislation, market
conditions, money market both development and adukty, etc.) can make impact on the
overall business operation of each bank.

The world financial crisis influenced especiallalrsector, and then the banking sector of
Republika Srpska itself, slowing down growth anergually decreasing banks’ balance
sheet level in 2008, while in 2009 and 2010 it eaustagnation. Banks were focused on
keeping current liquidity under strict control, am¥er increasing degree of prudent
planning of future liquidity positions under condits of deterioration of loan repayment
collectability i.e. assets quality deterioration.

Primary source of funding banks’ operation was dépanaking 70% of total liabilities.
Although citizens’ deposits, after some instabilitylate 2008 and early 2009, completely
stabilized, and as of 31.12.2010 they had a growiegd, the total deposit base was
decreased . From the liquidity position aspectkiansector was stable and able to meet
all its obligations in due terms.

Significant influence on the stability of banksguidity position was made by a strict
regulatory framework for liquidity maintenance gpldnning, supervised by the Agency on
continuous basis.

Total liabilities structure consisted of a shareladns taken amounting to 14%, while
subordinated debt share (as a long-term qualitycepuvas still under 0.5%. Only two
banks in Republika Srpska operated with subordihdédt.

Deposit maturity structure as of 31.12.2010 inctugbort-term deposits in an amount of
KM 2,099.6 million or 56%, and long-term depositeaunted to KM 1,678.7 million or
44%. The deposit maturity structure was under gelanfluence of short-term deposits by
the state.

Although by the end of 2009 cash funds had deangasiend they still represented a
significant assets item with a relatively largershaf 24%.

All banks in continuity met all minimum requiremerior maintenance of liquidity position,
i.e. maintenance of required minimum daily amountash funds of 5%, and ten-day cash
funds amount of 10% of short-term sources, whichlzaseen from the following table:
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(in 000 KM)

No. DESCRIPTION 31.12.2009| 31.12.201p Index

1 2 3 4 5=4/3
1. Average daily cash-funds position 1,069,482 980,379 92
2. The smallest total daily cash-funds position ,839 820,669 90
3. Short-term funds sources (basis for calculation) 2,461,094 2,224,984 90
4. Amount of obligation

4.1| Ten-day average 10% of item no. 3 246,09 222,499 90

4.2| Daily minimum 5% of item no. 3 123,055 111,249 90
5. Obligations met — ten-day average

5.1| Overage/shortage (1-4.1) 823,373 757,880 92
6. Obligations met - daily minimum

6.1| Overage/shortage (2-4.2) | 788,384 709,420 90

One of important indicators in analyzing liquidiposition is to monitor and control
minimum requirements prescribed for financial assetd liabilities maturity matching in
relationship with the remaining term due for parfér periods of time (1-30 days, 1-90
days, 1-180 days), which is shown in the followiable:

(in 000 KM)

No. DESCRIPTION 31.12.2009 31.12.2010 Index
1 2 3 4 5=4/3
a) |Remaining maturity of 1-30 days

1. |Total financial assets 1,929,292 1,823,784 95
2. |Total financial obligation 1,518,530 1,459,583 96
3. |Balance 410,762 364,201 89
4. |Generated in % (1/2*100) 127,08 124,95

5. |Minimum required (in %) 85 85|

6. |More than minimum required (4-5 in %) 42,04 39,95

7. |Less than minimum required (5-4 in %) 0,00 0,00

b) [Remaining maturity of 1-90 days

1. |Total financial assets 2,178,96% 2,109,76% 97
2. |Total financial obligation 2,067,449 1,799,591 87
3. |Balance 111,514 310,174 278
4. |Generated in % (1/2*100) 105,34 117,24

5. |Minimum required (in %) 80 80

6. |More than minimum required (4-5 in %) 25,39 37,24

7. |Less than minimum required (5-4 in %) 0,00 0,00

¢) |Remaining maturity of 1-180 days

1. |Total financial assets 2,456,372 2,397,244 98
2. |Total financial obligation 2,538,727 2,262,518 89
3. |Balance -82,355 134,726 - 164
4. |Generated in % (1/2*100) 96,76 105,95

5. | Minimum required (in %) 75 75|

6. |More than minimum required (4-5 in %) 21,76 30,95

7. |Less than minimum required (5-4 in %) 0,00 0,00

From the table above it can be seen that matudjystment at the level of the banking
sector was within limits prescribed.

Maturity structure of sources represents basisnfaturity structure of placements, thus planning
of sources and the total liquid position of eveayl should be adjusted to the lending policy
planned.

Any serious disruption of maturity adjustment cootdate problems in liquidity maintenance,
which could further have an adverse impact ondta bank’s financial condition.

In the future period the Agency will continue tomrtor banks’ current liquidity management and
maintenance with due attention.
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6.1. Liquidity Ratios

Liquidity ratios are shown only for 2010 because IAS impldatem as of 31.12.2010 and
partial modification of reporting methodology pragéa data that are not comparable with
those from the previous year.

(in 000 KM)
DESCRIPTION 31.12.2010

1. Short-term assets/ 2,056,78%
Short-term liabilities 2,264,314
% 90.9
2. Short-term assets / 2,056,78%
Total assets 5,361,047
% 38.4
3. Short-term liabilities / 2,264,314
Total assets 5,361,047
% 42.2
4. Net short-term liabilities / 207,529
Total assets 5,361,047
% 3.9
5. Net loans/ 3,581,334
Deposits 4,015,917
% 89.2
6. Net loans and finance obligation taken, and L/Cs / 3,585,984
Total assets 5,361,047
% 66.9

Note: Calculation of ratios is based on average atsou

Foreign Currency Adjustment of Financial Assets andabilities

Foreign currency risk represents bank’s exposueegossible influence of foreign currency
changes depending on the amount and duration afsex@, and degree of foreign currency
adjustment of assets, liabilities, and off-balasbeet, i.e. degree of foreign currency cash
flow adjustment.

Due to a possible adverse influence of foreign esmwy changes on bank’s financial
position, minimum standards have been enacted,hnbenks are obligated to observe in
performing foreign currency activities, as well a$en developing and implementing
programs, policies and procedures intended to mgnitontrol and manage foreign
currency risk.

Balance between items of assets and liabilitiesimdividual foreign currencies represent
open foreign currency positions, which can be land short ones.

Long position is created when assets items valuegxgain foreign currency exceeds value
of items of liabilities, and short position is cted when value of items of liabilities exceeds
value of assets items. Sum of all long and shositipms gives a bank’s foreign currency
position.

The limit prescribed for banks’ foreign currencysfiimn is 30% of core capital, and the
same percentage is prescribed in EURO while thi fon other foreign currencies is 20%
of core capital.

Banks submit daily reports on their foreign curneredjustment of financial assets,
liabilities and off-balance sheet.
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The following table shows amounts and changesreida currency (FC) adjustment:

(in 000 KM)
31.12.2009 31.12.2010

No. DESCRIPTION EUR TOTAL EUR TOTAL Index

1 2 3 4 5 6 7=5/3| 8=6/4
1 FINANCIAL ASSETS

1. Cash funds 496,202 554,459 426,306 489,066 86 88
2. Loans 247,925 247,971 215,754 215,774 87 87
3. Loans with FC Clause 2,168,8492,505,24% 2,269,071 2,574,712 105 103
4. Other 76,408 80,254 74,283 78,011 97 97
5. TOTAL: 2,989,384 3,387,929 2,985,41% 3,357,563 100 99
2 FINANCIAL OBLIGATIONS

1. Deposits 1,997,276 2,409,141 1,665,344 2,009,60 83 83
2. Loans taken 147,103 149,73 147,274 148,847 100 99
3. Deposits with FC Clause 801,419 801,419 1,059,754 1,060,986 132 132
4. Other 28,17)7 29,710 36,850 41,478 131 140
5. TOTAL: 2,973,975 3,390,002 2,909,227 3,260,911 98 96
3 OFF-BALANCE SHEET

POSITION

1. Assets 754 20,620 6,388 10,057 847 49
2. Liabilities 29,699 29,700 34,309 34,311 116 116
4 POSITION

1. Long position - amount 48,267 72,393

2. Long position - in % 9 13

3. Short position - amount 13,536 11,153

4. Short position - in % 3 2

Allowed position
1. Larger than allowed - in % Qg 0 0 0
2. Smaller than allowed - in % 27 28 21 17

As of 31.12.2010 total RS banks’ FC financial assehounted to KM 3,357.6 million with
a rate of decrease of 1% in comparison with thecénide previous year.

The most significant item in the FC assets strgctuas loans with FC clause amounting to
KM 2,574.7 million, and making a share of 77% watlgrowth rate of 3% in comparison
with amounts as of 31.12.2009.

FC financial obligations amounted to KM 3,261 moifl with a rate of decrease of 4% in

comparison with the rate as of 31.12.2009.

The most significant item in the FC liabilities stture was FC deposits in an amount of
KM 2,009.6 million or 62% with a rate of decreasel@% in comparison with the end of

the previous year.

In the currency structure of FC assets and liadslithe share of EUR was a dominant one
amounting approximately 89%. The EUR share in aftbce sheet assets was 64%, and in
liabilities 100%. Since EUR is a parity currency idM, banks do not have FC risk

exposure in that currency.

As of 31.12.2010 total FC position at the levethad banking sector was long position in an

amount of KM 72,393 thousand or 13% out of corateapnd it was within the 30% limit
prescribed.
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The goal of introduction of effective interest and their transparent disclosure was, apart
from getting closer to international standards prattices, also to give banks’ clients an
overall piece of information on loan price, i.enaal return on deposit in order to easier
selection of a bank offering more favorable terArs effective interest rate is actually a rate
calculated on annual basis applying composite esteralculation in a way that discounted
cash income is equalized with discounted cash esgzeper loans extended, i.e. deposits
received.

Nominal and effective interest rates weighted aewated on loans newly extended, i.e.
deposits received in the reporting month. Effecinterest rate is a market price of a bank’s
products, i.e. services.

The 2009 and 2010 calculation of average loan nalmand effective interest rates
weighted, which were based on monthly reports on R8king sector and units of
Federation BH banks operating in Republika Srpséia,be seen in the following table:

(in %)
Average Interest Rates Weighted
I-XII 2009 I-XII 2010
DESCRIPTION RS BiH Banks’ RS BiH Banks’
Banks Units Banks Units
NIR | EIR | NIR| EIR| NIR| EIR| NIR| EIR
1. ST Loan Interest Rates Weighted 8.78 | 10.80 8.71 | 10.01 8.25 | 9.44| 8.56| 9.9(
1.1. Corporate 8.74 | 10.75 8.40 | 890| 819 9.28 824 8.60
1.2. Retall 10.15| 13.41| 10.17| 14.05| 10.50| 13.73| 10.00| 15.73
2.LT Loan Interest Rates Weighted 8.35| 9.20| 11.3312.85| 8.30 | 9.11| 9.89| 11.15
2.1. Corporate 7.80 | 8.54| 9.26| 10.388.25| 9.03| 8.72] 9.44
2.2. Retail 9.36 | 10.44 12.10| 13.77| 8,56 | 9.46| 10.5212.04
2.2.1. Housing Loans 6.5 7.7 8/85 3956.15| 6.47| 7.94 8.8%
3. Totallnterest Rates Weighted 8.58 | 10.06/ 10.64| 12.11| 8.27 | 9.32| 9.62| 10.8p

NIR = Nominal Interest Rates
EIR = Effective Interest Rates

RS banks’ average nominal and effective interesisreecorded a decrease in comparison
with the year 2009 (nominal interest rates decikdsg 0.31 percentage points, and
effective by 0.74 percentage points).

RS banks’ ST loan average EIR weighted decreasdd3@ypercentage points, and LT loan
ones decreased by 0.09 percentage points in casopasiith 2009.

RS banks’ ST loan average EIR in sector of indusicprded a decrease of 1.47 percentage
points, while for LT loans it increased by 0.49 qatage points. In the sector of operation
with citizens average EIR for ST loans increased® 32 percentage points, while EIR for
LT loans decreased by 0.98 percentage points.drtategory of housing loans to citizens
average EIR decreased by 0.7 percentage points@ssaquence of lower demand for that
type of loan, and more favorable loans from IRBR&JS.

In 2010 average EIR for total loans by units of ksmafrom Federation BH decreased by
1.22 percentage points.

In 2009 and 2010 calculation of average term-deépusninal and effective interest rates
weighted was based on monthly reports on RS bardeotpr and on Federation BH banks’
units operating in Republika Srpska and it candssn the following table:
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(in %
Average Interest Rates Weighted
I-XII 2009 I- X1l 2010
DESCRIPTION RS FBIH RS FBiH
Banks Banks Banks Banks
Units Units

NIR | EIR | NIR| EIR| NIR| EIR| NIR| EIR
ST Deposit Interest Rates Weighted 3.01| 3.01| 3.12] 327 244 244 105 1.9
LT Deposit Interest Rates Weighted 498 | 499| 5.08 524 474 474 342 3p4

Total Interest Rates Weighted 3.29 | 3.29| 4.07] 4272 29 297 203 2p7

NIR = Nominal Interest Rates
EIR = Effective Interest Rates

The table above shows that RS banks’ average dapmsinal and effective interest rates
had a falling trend, as well as in Federation BIHKHsaunits operating in Republika Srpska.

However, Federation BH banks’ units generated, varage, a larger interest margin
calculated as a ratio of total loan EIR and taaht deposit EIR (8.82 percentage points for
EIR) than RS banks (6.77 percentage points for BHRYXhose categories of balance sheet.

Average interest rates related to overdrafts cotdéch and deposits on demand were
calculated on the basis of average daily statemmeatreporting month. For those items of
assets and liabilities, as a rule, effective irgerate was equal to nominal interest rate.

Average interest rates related to overdrafts cotethand deposits on demand in 2009 and
2010 can be seen in the following table:

(in %)
Average Interest Rates Weighted
I-XII 2009 I- XII 2010
DESCRIPTION RS FBIH RS FBiH
Banks Banks Banks Banks
Units Units

NIR | EIR | NIR| EIR| NIR| EIR| NIR| EIR

Loan Interest Rates Weighted
- overdrafts 9.93| 9.95| 9.62] 9.6 10.5410.57|10.23|10.23
Deposit-on-Demand Interest Rates Weighted| 0.67 | 0.67| 0.49] 049 052 0.52 0.23 0.p3

NIR = Nominal Interest Rates
EIR = Effective Interest Rates

In 2010 Federation BH banks’ units operating in dxa Srpska applied lower loan
interest rates (overdrafts per RS banks’ accounits).34 percentage points than RS banks,
and they also applied lower deposit-on-demandestaates (by 0.29 percentage points).
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Under the Decision on Supervision of Banks, the rAge supervises also banks’
compliance with minimum standards for preventionnoéney laundering and terrorism
financing.

The Law on Prevention of Money Laundering (“Offictaazette of BH” number 53/09) —
hereinafter. the Law — prescribes that preventiomestigation, and discovery of business
activities representing money laundering and tismoffinancing shall be performed by the BH
Investigation and Protection Agency - Financiaklligence Department (hereinafter: FID). The
Banking Agency, however, shall perform supervisibmplementation of the Law on Banks.

In 2010 banks submitted to FID reports on transastirequired, criteria related to clients
bearing higher risks for banks (based on risk amslywere defined, adopted and
implemented, also on special clients’ profile regis established both for legal and physical
entities IT systems enabling implementation of limits présed to follow up accounts and
transactions, in establishing correspondent relatigps with other banks information
required on business activities, authorized sigmegp as well as general information on
bank’s procedures in prevention of money launderangl terrorism financing were
requested, as well as on satisfactory level of atiloic and efficiency of persons authorized
for money laundering and terrorism financing. Hoeregome problems were still present, like
updating documentation of clients which enterednass relationships with banks in a previous
period, failure to identify adequately sourceswfds for repayment of physical persons’ loans,
incomplete compliance of banks’ programs with tleevrnLaw on Money Laundering and
Terrorism Financing, updating of clients’ profikgister, and inadequate implementation of limits
prescribed to follow up accounts and transactions.

In 2010 banks reported a total of 72574 transastionan amount of KM 2,478 million,
which represented 0.24% out of total transactioedopmed, i.e. 4.9% of the value of
transactions performed in the RS banking sector.

In 2010 banks reported to FID on two suspiciousdagtions in a total amount of KM 728
thousand and a client’s suspicious business activit

Reporting on transactions required by the Agency pexformed at a satisfactory level, and
banks were reporting in accordance with the LavBanks of Republika Srpska.

In 2010 a working group established by BiH authesifor prevention of money laundering
and financing terrorist activities (an Agency regmetative participated) continued its
activities in accordance with Action Plan for comlmgainst money laundering and
financing terrorism in accordance with internatiostandards (EU Third Directive and
FATF Recommendation).

Taking into managing risks related to money laumdeand terrorism financing it can be
stated that it was performed at the satisfactovgl/ehowever, continuous supervision is
necessary in order to maintain and further impnbeeexisting level of compliance.
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As of 31.12.2010 all 10 banks from Republika Srpakal 7 banks from Federation of
Bosnia and Herzegovina through thenits operating in Republika Srpska were involved in
the RS internal payment transactions.

As of 31.12.2010 banks from Republika Srpska arefaipg units and branch offices of
banks from Federation of Bosnia and Herzegovina aatbtal of 103640 transaction
accounts opened, which was by 609 lower than thebeu as of 31.12.2009 (104249
transaction accounts opened) mostly due to clasisgme inactive.

The number and amounts of transactions perform@®1® can be seen from the following
table:

Bank internal payment transactions Inter-banking payment transactions
(debiting accounts) (debiting accounts)
Date Numbe_r of Transaction amount Numbe_r of Transaction amount
transactions (000 KM) transactions (000 KM)
31.01.2010. 1.412.821 2,410,112 792.424 1,404,731
28.02.2010. 1.593.634 2,259,239 927.604 1,334,543
31.03.2010. 1.847.902 2,935,665 1.126.822 1,648,58
30.04.2010. 1.714.251 2,795,552 1.070.069 1,578,133
31.05.2010. 1.639.636 2,872,844 1.003.998 1,585,687
30.06.2010. 1.709.359 3,219,74 1.094.203 1,625,20
31.07.2010. 1.753.953 3,278,007 1.102.162 1,758,09
31.08.2010. 1.759.659 3,045,412 1.100.931 1,668,334
30.09.2010. 1.732.352 3,290,592 1.066.413 1,837,77
31.10.2010. 1.708.264 2,932,294 1.042.581 1,731,35%
30.11.2010. 1.740.252 3,163,976 1.059.834 1,778,814
31.12.2010. 1.911.545 3,445,79% 1.153.488 2,156,119
TOTAL: 20.523.628 35,648,836 12.540.534 20,107,364

The total number of bank internal payment transastiperformed as of 31.12.2010 was
20.5 million, the value of which amounted to KM @illion, while the number of inter-
banking transactions was 12.5 million with a vatfieM 20.1 billion.

Internal payment transactions in banking sectdR@publika Srpska continued to function
successfully in the course of 2010. There wereangek irregularities in functioning of RS
internal payment transactions, and irregularitiesinfl were related to insufficiently
documented files of both legal and physical persdr@isaction accounts in payment
transaction, and failure to publish lists of ingiv clients in the Official Gazette of
Republika Srpska.

Both overall and targeted examinations performesb alhecked banks’ penalty interest
calculations where it was found that banks compligith the Law on Amount of Penalty
Interest Rate ("Official Gazette of Republika Siggskumber 19/01 and 52/06) i.e. amounts
of funds paid out did not exceed amounts prescribed
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As of 31.12.2010 in Republika Srpska there weractauaredit organizations (COs) in operation
out of which 3 were organized as profit organizagimamed microcredit associations (MCA) and 4
non-profit organizations named microcredit founadiasi (MCF).

The Banking Agency of Republika Srpska licensed d@fnizational units of 9 MCFs having their
HQs in Federation BH (since the last quarter of20& number of operating units had a slightly
decreasing trend).

MCOs operated through a network of their HQs, lobednch, and representative offices located in
both Republika Srpska and Federation BH.

1.1. Staff

The following table represents MCOs’staff qualifioa structure and number of employees

No. Qualification M%Alz'iﬂogg Total % Miilz'fv(l)ég Total % Index
1 2 3 4 | 5=(3+4) 6 7 8 |9=(7+8)| 10 11=9/6
1. |Unskilled worker 0 0 q q 1 0 1 0 q
2. |[Skilled 1 0 1 q 0 0 0 0 Qg
3. [Highly Skilled 0 1 1 q 0 1 1 0 100
4. |Secondary Schopl 169 8 177 42 142 7 149 39 84
5. |Junior College 71 0 71 17 56 0 54 15 79
6. [College 166 4 170 40 164 6) 170 45 104
7. |Master Degree 4 0 4 1 3 0 3 1 75
TOTAL: 411 13 424 100 366 14 380 100 90

As of 31.12.2010 the MCO sector of Republika Srdska a total of 380 employees, which
was by 44 employees lower than the figure as 0c1232009. The decrease was related to
one MCA.

The largest share in the staff structure amourttng®% with a rate of decrease of 16% or
28 employees was that of employees having secorstdrgol diplomas, percentage of
college graduated employees was 45% remainingeatetvel as of 31.12.2009, and the
share of those with junior college was 15% withaserof decrease of 21% or by 15
employees.

Both MCOs’ qualification structure and the totahmher of employees largely depended on
the structure and the number of employees in tggdst MCA. That association had 277
employees with a rate of decrease of 15% or byd@i@yees.

Organizational parts of MCFs operating in Republikgpska and having their HQs in
Federation BH had a total of 374 employees (deeref36 employees in 2010) or 50% out
of the total number (754 employees) employed ia sieictor in Republika Srpska. Based on
employees’ qualification structure, which signifitiy differed from the RS MCO one,
61% (228 employees) had secondary school diplot&#, (61 employees) junior college
graduation, and 23% (84 employees) college graoiuati
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The Agency performs its function of supervising amdamining financial condition of
MCOs by implementing on-site and off-site examimasi of MCOs in accordance with the
Law and legal regulation of the Agency.

The reporting framework consists of quarterly répan balance sheet, capital, loans, loan
loss reserves, operation results, and other reportsmdividual segments of operation, as
well as monthly reports on interest rates.

2.1. Balance Sheet

MCOs’ Balance Sheet financial indicators as welME30Os’ assets and liabilities structure
as of 2009 and 2010 are given in the followingeabl

(in 000 KM)
31.12.2009 31.12.2010
DESCRIPTION MCAs [ % | MCFs | % | Total |MCAs [ % [ MCFs | % | Total | "9
1 2 3 4 5| 6=(2+4 7 8 9 10  11=(749)2=11/6

ASSETS (PROPERTY)
1. Cash Funds 29,85410 58 3 29,912 6,092 2 89 5 6,181 21
2. Placements to banks 00 0 (¢ [0 0 (¢ 0 (¢ [0 Q
3. Loans 266,479 84 1,787 87 268,266227,474 82 1,552 82 229,026 85
4. Office space and other fixed assets 8,745 189 9 8,925 12921 5 159 § 13,08( 147
5. Long-term investments 3,397 1 0 d 3,397 24,234 9 0 0 24,234 713
6. Other assets 7,094 2 28 1 7,122 7,436 2 90 5§ 7,526 1046
Total assets: 315,569100 2,053 10Q 317,622278,157 100 1,890 10Q 280,047 88
LIABILITIES (OBLIGATIONS)
7. Obligations per loans taken 233,3274 769 37 234,092196,232 71 760 4Q 196,992 84
8. Potential loss reserves 10,p814 131 4§ 11,112 11,037 4 171 9 11,204 101
9. Other liabilities 13,996 4 124 § 14,120 12,001 4 87 § 12,08 86
10. Capital 57,265 14 1,033 51 58,298 58,887 21 872 44 59,754 103
11.Total liabilities (obligations & 315,569100 2,053 10Q 317,622278,15710Q 1,890 10Q 280,047 88
capital)
Off-balance sheet records 9,740 264 10,008 17,317 255 17,573 176

As of 31.12.2010 the MCO balance sheet amount WwA2B0 million and it decreased by
12% in comparison with the amount as of 31.12.2@M%. of the total MCO balance sheet
amount, an amount of KM 278.2 million or 99% wakated to MCAs. Assets of the largest
RS MCA amounted to KM 209.9 million and its sheu&s 75% of the total MCOs’ assets.

Within the MCOs’ assets composition the amountashcfunds was KM 6.2 million or 2%
with a rate of decrease of 79% or by KM 24 millioncomparison with 31.12.2009 and it
mostly related to one MCA’'s cash funds (a largert pansisted of long-term loan
repayments in the 3rdQ of 2010). Gross loans aneoutdt KM 229 million or 82% out of
the total assets with a rate of decrease of 15%omparison with the end of 2009. Office
space and other fixed assets amounted to KM 13liomivith a growth rate of 47% if
compared to the end of 2009 (investments into kmdl office space by two MCAS). Long-
term investments amounted to KM 24.2 million withage of growth of 613% (purchase and
additional capitalization of a bank) and 93% ofntheere related to one MCA. Other assets
amounted to KM 7.5 million or 3%, and consistedirdérest accrued, advance payments,
assets accruals and other.

As for the composition of liabilities, obligationeer loans taken were the main source of

funds, which amounted to KM 197 million or 70% bettotal liabilities (obligations and
capital) with a decrease of 16% in comparison withlevel as of 31.12.20009.
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The following table compares maturity structuresoains taken as of 31.12.2009 and those
as of 31.12.2010:

(in 000 KM)
31.12.2009 31.12.2010
DESCRIPTION MCA | MCF | Total | % |MCA |[MCF | Total | % Index
1 2 3 4=(2+3) 5 6 7 8=(6+7 9 10=9/5
1. Obligations per ST loans taken 2,935 407| 3,342 1 1,84Q 266| 2,106 1 63|
2. Obligations per LT loans taken 230,392 358 230,75( 99 194,397 494 194,886 99 84
Total obligations per loans taken: 233,327 765 234,092 10Q 196,237 760 196,992 100 84

Out of the total obligations per loans taken an amaf KM 194.9 million or 99% were
long-term loans with a rate of decrease of 16%oimgarison with 31.12.2009 (repayment
of a long-term loan taken by one MCA). Short-tdoans amounted to KM 2.1 million or
1% and they were lower by 37% in comparison withghevious year end.

The most important creditors for micro-credit sectwere: International Cooperation
Agency of Kingdom of Spain (16%), European FundSouth East Europe (20%), the Blue
Orchard Investment Fund (10%), Microfinance Enharex@ Facility (7%), domestic banks
(8%), and IRBRS(3%).

As of 31.12.2010 reserves for potential losses@hdr receivables amounted to KM 11.2
million, and they increased by 1% in comparisorhvii.12.2009. Out of total reserves an
amount of KM 11 million or 98% was related to on€M

Other liabilities amounted to KM 12.1 million or 486 total liabilities, and they consisted
of obligations to employees, suppliers, liabilitascruals, and other.

Total MCOs’ capital amounted to KM 59.8 million 80% of the total MCOs’ liabilities
with increase of 3% if compared to the end of 2009.

As of 31.12.2010 MCOs’ off-balance sheet recordowamed to KM 17.6 million, and
increased by 76% in comparison to 31.12.2009. @f&fce sheet records were related to
loan based receivables written off (receivables alwex 180 days). An amount of KM 16.7
million or 95% out of the total receivables writteff was related to one MCA.

2.2. Capital

MCOs’ total capital amounted to KM 59.8 milliontivia growth rate of 3% in comparison
with the end of 2009. MCAs’ capital was KM 58.9 haih or 99%, and MCFs’ capital was
around KM 900 thousand or 1%.

MCOs'’ total capital composition can be seen fromftillowing table:

(in 000 KM)
31.12.2009 31.12.2010
DESCRIPTION MCA [% |MCE [% | Total |MCA B6 | MCF | % [ Total | M9

1 2 3 4 5 6 7 8 9 1( 11 12=1146
Core Capital 48,797 85 727 700 49,524 48,797 83 727 83 49,524 100
Issuance Premium 0 0 0 0 O 0 0
Undistributed Earnings* 5,581 10 5,581 7,170 12 7,170 128
Overage/shortage - income over exp. 296 29 296 111 13 111 38
Reserves Legally Required 2,847 5 10 1 2,857 2,850 5 34| 4 2,884 101
Other Reserves 40 0 0 O 40 700 O 0 0 70 175
Total Capital: 57,265 1000 1,033 100 58,298 58,887 100 872/ 100 59,759 103

* Undistributed Earningincluded surplus of income over expenditures ftben period previous to the transformation of
MCOs into MCAs.

* MCOs extended loans from IRBRS funds in accordaviteagreements signed with IRBRS under their
Rules, thus the EIR for such loans ranged from%. 1@ 6.82%.
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As of 31.12.2010 MCOs’ core capital did not chaagel amounted to KM 49.5 million
(98.5% was related to MCAS).

The MCAs’ most significant capital source was utribsited earnings including surplus of
income over expenditures from the period previaughe transformation of MCOs into
MCAs.

MCAs’ total undistributed earnings amounted to KN illion, and it increased by 28%
in comparison with the end of 2009, consisting oflistributed earnings from previous
years in an amount of KM 5.6 million, and curreaty profit in an amount KM 1.6 million.
MCFs’ surplus of income over expenses amounted b KL1 thousand with a rate of
decrease of 62% in comparison with 31.12.2009, incbnsisted of a previous year
thousand surplus of income over expenses in an @im@uKM 245, and current year
shortage of income over expenses in an amount ofLR#thousand (all MCFs).
Mandatory reserves amounted to KM 2.9 million amcteéased by 1% in comparison with
20009.

2.3. Credit Portfolio Quality

MCOs’ basic business activity is lending micro d®dThe target group of users of loans
by MCOs is mostly households with lower income. #&sule, that group of users find

difficult to borrow from banks since they are nbteato provide for documentation required
and meet banks’ stricter lending terms.

It is more and more difficult for the group of bénmries above to endure the impact of the
economic and financial crisis, and as a consequemracht portfolio quality deteriorates and
MCOs'’ loan level decreases as a whole.

In 2010 MCOs’ lending activity had a decreasingndreTotal gross loans amounted to KM
229 million and decreased by 15% in comparison 2009.

Out of the total MCOs’ loans an amount of KM 22wm8lion or 99% was related to loans
by MCAs, while KM 1.6 million or 1% was related RCFs.

Net loans consisting of total MCOs’ loans decredasgtbtal MCOs’ loan loss reserves are
shown in the following table:

(in 000 KM)
31.12.2009 31.12.2010
No. DESCRIPTION MCA | MCF | Toal | MCA | MCF | Total | 'MdeX
1 2 3 4 5=(3+4) 6 7 8=(6+7 9=8/5
1. |Loans 266,479 1,787 268,266 227,474 1,552 229,026 85
2. |Potential Loan Loss Reserves 10,795 126 10,921 10,501 161 10,662 98
3. Net Loans(1.-2.) 255,684 1,661 257,34% 216,973 1,391 218,364 85

Net loans amounted to KM 218.4 million and decegaby 15% in comparison with

31.12.2009. Loan loss reserves amounted to KM d@libn with a rate of decrease of 2%
if compared to the previous year end.

As of 31.12.2010 sector and maturity structure agns by RS MCOs is shown in the
following table:
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(in 000 KM)
No. Micro credits ST Loans LT Loans Receivables Due Total
1 2 3 4 5 6=(3+4+5)
1. |To Legal Persons
a)| Services 404 4,253 27 4,684
b)| Trade 1,066 4,163 90 5,319
c)| Agriculture 3 566 14 583
d)| Manufacture 45p 4,471 50| 4,973
e)| Other 27| 98 1 126
TOTAL 1: 1,952 13,551 182 15,685
2. |To Physical Persons
a)| Services 1,425 35,132 466 37,023
b)| Trade 1,641 22,464 293 24,399
c)| Agriculture 2,841 71,423 604 74,868
d)| Manufacture 853 13,263 170 14,284
e)| Housing 85| 1,18(Q 12| 1,277
f)| Other 5,993 54,937 558 61,484
TOTAL 2: 12,838 198,40( 2,103 213,341
TOTAL (1+2): 14,790 211,951 2,285 229,026

Based on sector structure of MCOSs’ loans an amotinKM 213.3 million or 93% was
extended to physical persons, and KM 15.7 millio@% to legal persons.

Within maturity structure of total loans, shortsteloans (with receivables due) amounted to
KM 17 million or 7.5%, and long term-loans KM 212illion or 92.5% of total MCOs’
loans.

As of 31.12.2010 receivables due amounted to KB&nillion or 1% out of total MCOs’
loans (as of 31.12.2009 they were 0.9%) and 92%rglated to loans to physical persons.
As for the loans to legal persons structured pandies of industry the largest amount was
extended to trade, manufacture and services.

Out of total loans to physical persons the largesbunt was extended to agriculture.

Sector and maturity structure of loans extendedViFs’ units operating in Republika

Srpska and having their HQs in Federation of BHfa81.12.2010, can be seen from the
following table:

(in 000 KM)
No. Micro credits ST Loans LT Loans Receivables Due| Total
1 2 3 4 5 6=(3+4+5)
1. |To Legal Persons
a)| Services 86 521 6 613
b)| Trade 94 450 14 558
c)| Agriculture 6 25 0 31
d)| Production 44 182 4 230
e)| Other 13 124 0 137
TOTAL 1: 243 1,302 25 1,57
2. |To Physical Persons
a)| Services 2,629 28,560 600 31,789
b)| Trade 2,107 16,484 474 19,059
c)| Agriculture 2,819 50,706 873 54,398
d)| Production 59p 4,793 134 5,519
e)| Housing 748 15,208 250 16,206
f)| Other 3,050 10,012 197 13,259
TOTAL 2: 11,938 125,763 2,529 140,23(
TOTAL (1+2): 12,181 127,064 2,554 141,80(
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MCFs’ units operating in Republika Srpska and hgviheir HQs in Federation of BH
extended loans in an amount of KM 141.8 milliorB886 out of the total amount of loans in
this sector in Republika Srpska (KM 370.8 million).

As of 31.12.2010 total loans extended by thesesutgtreased by 27% in comparison with
31.12.2009 when the amount was KM 193.7 million.

Based on the structure of sectors an amount of Kavhrillion or 1% was extended to legal
persons, and KM 140,2 million or 99% to physicaiso@s.

Long-term loans amounted to KM 127,1 million or 90 of the total loans, while short-term
loans including receivables due amounted to KM tdlllfon or 10%.

Receivables due had an increasing trend and antmi€M 2.6 million or 2% out of the
total amount (as of 31.12.2009 the amount was 1.8t they were almost completely
(99%) related to loans approved to physical persons

Based on the industry branch structure analysiantbe concluded that microcredit sector
in Republika Srpska was mostly lending to agriaeitand services, and it was mostly
related to long-term loans to physical persons.

The total amount of loans to citizens by all MCQeei@ting in Republika Srpska as of
31.12.2009 is shown in the following table:

(in 000 KM)
Amount
1. |RS MCOs 213,341
minus: RS MCOs’ units operating in Federation BH 48,800
Total 1: 164,541
2. |FBH MCOs'’ units operating in RS 140,230
Total (1+2): 304,771

MCOs operating in Republika Srpska extended a twitdkM 304.8 million of loans to
physical persons, which resulted in about KM 212ndebtedness per capita in Republika
Srpska (based on statistical data the populatioRegublika Srpska in 2009 was 1435
thousand), while the indebtedness amounted to KBl & capita as of 31.12.2009, and
KM 308 per capita as of 31.12.2008.

As of 31.12.2010 two MCAs extended loans to relgtecons in a total amount of KM 293
thousand, out of which long-term loans amounteldNb279 thousand 95%.

MCOs are obligated to have their loan based rebtgaand all other receivables
distributed in specific groups by implementing erid of number of repayment delay days,
and to separate adequate reserves for each ofrdlsyto cover loan and other losses
debiting operation costs.

Amounts of receivables distributed in specific grouand reserves calculated per such
groups as of 31.12.2010 can be seen from the foltptable:
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(in 000 KM
Interest Due Other Provisioning
No Delay in Reserve Loan Reservel Interest Assets Per Per Per Other Total
' Days Rate Amount Rate Amount Items Loans |[Receivable§ Assets reserves
Amount Due Items

1 2 3 4 5 6 7 8=(4x3)/100  9=6x5/100 10=(7x3)/10Q1=(8+9+10)
1. 1-15 2% 6,677 2% 89 26,789 133 2 536 671
2. 16-30 15% 7,120 1009% 90 0 1,067 90 0 1.157
3. 31-60 50% 5,113 1009% 125 0 2,557 125 0 2.682
4, 61-90 80% 2,809 1009% 118 5 2,248 118 5 2.371
5. 91-180 100% 4,073 1009% 249 5 4,073 249 5 4.327
6. over 180 | write-off 7 0 0 0 0 0 0
TOTAL: 25,799 671 26,799 10,074 584 546 11,208

Out of RS MCOs’ total loans an amount of KM 25.8liom or 11% had a repayment delay
exceeding one day. Possibility to collect loan yepants measured by days of repayment
delay was approximately the same as the one ak.b2.2009 (repayment delay longer than
one day was 10% out of total gross loans). As oi32010 the amount of loans with
repayment delay from 1 to 15 days was 3% out dl timtans (as of 31.12.2009 it was
3.1%). Repayment delay exceeding 16 days amouat&dit19 million or 8% out of total
loans (as of 31.12.2009 it was 6.9%).

The total amount of interest due was KM 671 thodsand the largest amount found in the
group with the repayment delay from 91 to 180 deysa warning of an aggravated
collecting of receivables due.

Other items of MCOs' assets, for which reservesewealculated, amounted to KM 26.8
million, and it was mostly related to one MCA basedong-term investments.

A total amount of reserves calculated on all basesunted to KM 11.2 million, which was
an increase of 1% if compared to 31.12.2009.

Out of the total loans by MCFs’ units operatingRapublika Srpska and having their HQs
in Federation BH repayment delay exceeding onendesyrelated to an amount of KM 21.3
million or 15% (as of 31.12.2009 loan repaymenaged amount was KM 15.6 million or
5.8% out of total loans). Total reserves for load ather loss amounted to KM 10.3 million
with a rate of decrease of 38% in comparison withamount as of 31.12.2009.

In the last two years the problem of physical pessdoans being repaid by guarantors
instead of actual borrowers became evident.

In accordance with MCOs’ reports during the per@dd01.-31.12.2010, a number of 2967
guarantors/co-debtors repaid RI#,390 thousand for 2650 lots of loans or 4.97%duhe
total 53312 lots of loans to physical persons li@ period 01.01.-31.12.2009 a number of
2018 guarantors/co-debtors repaid a total of KMLA,éhousand for 1831 lots of loans to
physical persons or 2.79% out of a total of 656818 bf loans to physical persons in RS
MCO sector).

In the period 01.01.-31.12.2010 based on MCOs’ ntspand in accordance with the
Agency’sDecision on more detailed conditions and methoGOs’ acting in connection
with clients’ claimsMCAs’ clients submitted a total of 91 claims, vehMCFs did not have
such claims recorded. Most of such claims were daimig by guarantors/co-debtors (55)

®> The amount of repayment by guarantors/co-debtwmisded all repayments made by guarantors instead o
actual debtors in the reporting period, regardtessor more installments repaid, or loan repayrirent
continuity was taken over.
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and complaints related to changed lending termg. (RECAs positively resolved 25
complaints, negatively 47, and 19 complaints weriedpprocessed.

2.4. Nominal and Effective Interest Rates Weighted

Effective interest rate for microcredit is a margdte of those loans.
Nominal and effective interest rates weightae calculated for newly extended loans
during the reporting month.

Average nominal and effective rates applied by mmmedit sector in Republika Srpska in
2009 and 2010 can be seen from the following table:

(in %)
Average Interest Rate Weighted
No. DESCRIPTION RS MCOs =5 20IE)B?iH MCOs’ Units RS MCO =l 20:II;(I;iH MCOs' Units
NIR EIR NIR EIR NIR EIR NIR EIR
1. |Short-Term Loan 17.89 | 24.43 24.86 33.70 17.5( 23.85 24.10 33.05
2. |Long-Term Loan 17.71 | 21.08 25.20 29.07 17.54 20.14 23.68 28.01
3. |Total Loan 17.74 | 21.69 25.13 30.04 17.53 20.87 23.78 29.38

MCOs compensated their somewhat better lendingsteftom the aspect of documenting
loan applications and a shorter period of loan eygds, in comparison with banks by a
higher loan pricing through applying larger effeetinterest rates.

In 2010 average and nominal interest rates recaddidht decrease in the overall MCO sector
in comparison with such amounts in 2009. Averadectfe interest rate in RS MCOs was
lower by 0.82 percentage points, while in FedemattH MCOs the decrease was 0.66
percentage points in comparison with the average®.

If average interest rates for total loans in RS M&#ator (nominal 17.53% and effective
20.87%) are compared to average nominal and eféeatterest rates for total loans by the
banking sector (2010 RS banks’ average nominaleasterate was 8.27% and effective
9.32%) it is obvious that MCOs applied much highegrest rates.
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2.5. Income Statement

Income Statement structure of RS microcredit sea®mof 31.12.2010 is shown in the
following table:

(in 000 KM)
31.12.2009 31.12.2010
DESCRIPTION MCA [ MCF | Total | % | MCA MCF [ Total | % | "9¢X
1 2 3 4=2+3)| 5 6 7 | 8=(6+7) 9 [10=8/4
1. INTEREST INCOME AND SIMILAR INCOME
a) Interest income and similar income 51,332 404 51,73899,13 45,353 367 45,715 99 84
b) Operating income 353 99 452 1 287 227 514 1 114
2. TOTAL INCOME (1.a+1.b) 51,68% 504 52,190 100 45,640 589 46,229 100 89
3. EXPENSE
a) Interest expense and similar expense 16,681 48 16,729 37 14,855 6414919 3§ 89
b) Operating expense 20,003 331 20,33¢ 3§ 19,305 339 19,644 47 97
c) Cost of Credit and Other Loss Reserve 16,024 94 16,118 3Qq 6,972 443 7,415 1§ 44
4. TOTAL EXPENSE (3.a+3.b+3.c) 52,710 474 53,183 10Q 41,132 846 41,978 100 79
5. EXTRAORDINARY INCOME 310 142 452 903 123 1,026
6. EXTRAORDINARY EXPENSE 61 64 125 2,853 0 2,853
TOTAL INCOME - EXPENSE (2+5-4-6) -779 110 - 666 2,558 -134 2,424
PROFIT BEFORE TAX -776 - 776 2,558 2,558
INCOME OVER EXPENSE OVERAGE/SHORTAGE 110 110 -134 - 134
TAX 611 611 957 957
NET PROFIT/LOSS -1,387 d -1,387 1,601 g 1,601
INCOME OVER EXPENSE OVERAGE/SHORTAGE 110 114 -134 - 134
TOTAL FINANCIAL RESULT -1,387 110 -1,277 1,601 - 134 1,467

As of 31.12.2010 MCOs’ total income amounted to KBL2 million, out of which KM
45.6 million or 99% was related to MCAs’ income dfd 589 thousand or 1% represented
MCFs’ income. Income decreased by 11% if compaoetthé same period of the previous
year.

MCOs’ total expense amounted to KM 42 million, afitwhich KM 41.1 million or 98%
was related to MCAs’ expense, while KM 846 thousand% represented MCFs’ expense.
Expense decreased by 21%.

The main income of microcredit organizations (MC@s)s interest income amounting to
KM 45.7 million decreasing by 12% in comparisonw#l1.12.2009. The decrease was due
to shrinking credit portfolio, and partially to dee of average effective interest rate.

Within the MCOs’ total expense structure an amoohtKM 14.9 million or 35%
represented interest expense per loans taken éwed sitmilar expense where the rate of
decrease was 11% if compared to YoY 2009.

MCOs’ total operating expense amounted to KM 19i6ian or 47% out of the total
MCOs’ expense with a rate of decrease of 3%, andnsisted of expenses for salaries and
contributions, office space cost, other fixed agseterheads, and other operating costs.
MCOs’ costs for loan and other loss provisioningoanted to KM 7.4 million or 18% out
of the total MCOs’ expense having a rate of de@eabk 54% in comparison with
31.12.2009. The decrease of total provisioningsceetulted, on one hand, from decrease of
total loans, and, on the other hand, from actisitiadertaken in collecting repayments and
rescheduling a part of loans.

As of 31.12.2010 MCAs generated net profit in anoant of KM 1,601 thousand (one
MCA generated loss in a total amount of KM 947 gend, and two MCAs generated total
net profit in an amount of KM 2,548 thousand).

In the same period all four MCFs generated debfiincome over expenses in a total
amount of KM 134 thousand.

As of 31.12.2010 RS microcredit sector generatesitipe financial result in a total amount
of KM 1.467 thousand.
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The legal function of supervision and control ohafincial condition and stability in

operation of Saving-Credit Organizations (heregrafSCO) is performed by the Banking
Agency of Republika Srpska (hereinafter: the Agénicy means of on-site and off-site
examinations where the Agency make assessmentsiralgses of reports submitted by
SCOs in compliance with the law and legal enactmehthe Agency.

The reporting base includes the following:

- Quatrterly reports on: balance sheet with relatgubnte, income statement, assets
classification and quality, maturity and foreigmreumcy adjustment (matching), and
number and qualification composition of employees;

- Other reports (ten-day liquidity report, and mowptiéport on nominal and effective
weighted interest rates).

In 2008 three SCOs were licensed by the Agencyvesr@ operating since in Republika
Srpska. After early business activities financedfdiynding deposits and loans, SCOs did
not manage to develop their operation, and balaheet level kept decreasing in continuity
(from KM 552 thousands of 31.12.2008 to KM 430 thard as of 30.09.2010)

SCOs suffered from human resource inefficiencyarfgrming business activities (in total
they employed three employees), additionally theyl mo adequate equipment facing
serious problems in meeting requirements set ageaally in reporting to the Agency
timely and accurately as required by legal provisioAs of 31.12.2010 SCOs did not
submitted data required and reports prescribed aften a lot of activities undertaken and
warning given by the Agency.
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The Agency supervises operation of leasing prosileereinafter: LPs) based on its on-site
and off-site examinations for which leasing prov&dsubmit reports to the Agency in
accordance with legal provisions and the Agency-alws.

As of 31.12.2010 the Agency issued one licenseofimration of a leasing provider with
headquarters in Republika Srpska. In mid 2010 tRanformed the Agency in writing on
its stopping further placements of funds, and foasall activities on collecting receivables
due, in order to resolve the condition of its palitf and to start liquidation procedure.

The Agency issued licenses for operation to 7 uriit6 associations of leasing providers
operating in Republika Srpska and having their Qaaders in Federation BH (2 units has
not started operating yet).

I o/

Reporting framework in supervision and monitorirideasing providers’ operation consists
of the following:

- Quarterly reports on composition of receivablestesl to financial and operational
leasing, on the largest debtors and sources offuartl on number and qualification
structure of employees;

- Monthly reports on nominal and weighted interegtsa

As of 31.12.2010 total number of employees in g8stor was 15 (rate of decrease of
17% in comparison with 31.12.2009) out of which @re&vemployed by leasing providers
with HQs in Republika Srpska, and 13 in operatinguof leasing providers with HQs in
Federation BH. Out of the total number of employg@svere college graduated.

As of 31.12.2009 leasing providers with HQs in Rafa Srpska had a balance sheet
amount of KM 2,853.5 thousand with a rate of deseeaf 42% in comparison with
31.12.2009 when it amounted to KM 4,920.2 thous@ute capital paid-in amounted to
KM 1,345 thousand, which was considerably largantthe minimum legally prescribed in
an amount of KM 250 thousand.

The most significant item of the balance sheet fieencial placements in an amount of
KM 2.403 thousand (as of 31.12.2009 the amountk#dst,773 thousand) with a decrease
of 50% and presenting 84% of total assets. Theaeepients were related to financial
leasing, and as for their maturity they were loagr, since the law prescribed for the
minimum term of individual financial leasing agresmh not to be shorter than two years.

Composition of receivables based on financial @by RS leasing providers, and
financial and operating leasing by operating urdfsleasing providers with HQs in
Federation BH is shown in the following table:
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(in 000 KM)
31.12.2009 31.12.2010
LP units from LP units from
No. DESCRIPTION RS Leasing Federation BH Total RS Leasing Federation BH Total Index
(financial) | Financ.| Oper. (financial) | Financ.| Oper.
leasing | leasing leasing | leasing
1 2 3 4 5 6 7 8 9 10 11=10/6
A |ITEM LEASED
STRUCTURE
1. |Personal Cars 1,168 9,435 369 10,971 658 15,262 1,033 16,955 155
2. |Business Vehicles (terrain, 611 34,271 47 35,358 363 31,031 1,148 32,547 92
and passenger
transportation)
3. |Machines and Equipmen 1,908 29,941 0 31,844 909 29,414 0 30,328 95
4. |Real Estate 1,086 0 0 1,086 473 0 24,005 24,47¢% 2,254
5. |Trains, Ships and 0 253 0 253 0 182 0 182 72
Airplanes
Home Appliances 0 0 0 o 0 0 0 i 0
Other 0 387 0 387 0 516 0 516 133
Total: 4,773 74,287 844 79,904 2,403 76,410 26,188 105,001 131
B |[LEASING RECEIVER
STRUCTURE
1. |Legal Entities 3,154 68,23¢ 844 72,236 1,677 67,837 26,188 95,702 132
2. |Entrepreneurs 228§ 565 0 793 164 794 0 958 121
3. |Physical Persons 1,373 5,434 0 6,810 550 7,252 0 7,802 115
4. |Other 18 47 0 65 12 527 0 539 829
Total: 4,773 74,284 844 79,904 2,403 76,410 26,188 105,001 131

As of 31.12.2010 total receivables based on boimicial and operational leasing amounted
to KM 105 million, with a growth rate of 31% in mparison with the previous year end.

Total receivables related to financial leasing anted to KM 78,8 million, out of which an
amount of KM 2.4 million or 3%, i.e. rate of decseaof 50%, was related to RS leasing
providers, and an amount of 76.4 million or 97%, growth rate of 3%, to operating units
of leasing providers from Federation BH in compamisvith the end of 2009.

As for items leased the largest receivables relaidthancial leasing in an amount of KM
31.4 million or 40% was for vehicles for businegsemtion, while for machines and
equipment it was KM 30.3 million or 38%.

As for financial leasing receivables based on fepseceiver breakdown, an amount of KM
69.5 million (88%) was related to legal entitiedhi KM 7.8 million (10%) to physical
persons, an amount of KM 1.9 million (2%) to entegpeurs and other receivers.

Operating leasing was recorded only by LPs’ umasnf Federation BH in an amount of KM
26.2 million or 25% out of the total leasing, andnhole it was related to legal entities. The
largest receivables were related to real estat¥ (@2t of total operating leasing).

At the of 2010 the Agency passed the Decision onimlim Standards for LPs’ Risk
Management, Method of Establishing and MaintairRagerves for Potential Loan Loss.

Under the Decision the LPs are obligated to distabmonthly their financial leasing related
receivables into groups, applying criteria of numbgdays of delay in repayment. Loss
covering reserves shall be established for eatheodbove groups debiting costs, on which
LPs shall report to the Agency on quarterly basis.
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RS LPs’ total reserves amounted to KM 166 thousand, they were separated based on
delay in repayment of financial leasing for movabl@he delay was mostly the one
exceeding 180 days. Additionally, as of 31.12.2&® LPs wrote off and carried over to
off-balance sheet records an amount of KM 539 thondsof receivables based on
repayments delayed over 360 days.

Operating units of LPs headquartered in Federdidrseparated reserves in an amount of
KM 5,415 thousand, out of which 4,974 thousand welated to receivables based on
repayments delayed over 180 days for movables.

The above mentioned Decision also prescribed diigaf LPs to establish reserves for
receivables under leasing contracts concluded poidhe Law on Leasing in Republika

Srpska (July 2007). Based on that, only organimatiaunits of LPs headquartered in

Federation BH and operating in Republika Srpskahhe obligation to separate reserves.
Out of the total reserves separated as of 31.1@.2061amount of KM 1,418 thousand or
74% represented reserves for repayment delayed X8@&rdays, indicating problems in

collecting receivables.

As of 31.12.2010 leasing providers of Republika sBgp generated total income in an
amount of KM 280.5 thousand with a rate of decreac&7%, while total expenses
amounted to KM 1,033 thousand with a growth rate1@B% in comparison with
31.12.2009. Growth of total expenses in 2010 mostlsulted from the obligation to
separate reserves for financial leasing relatedivables in accordance with the number of
days of repayment delay, which amounted to KM Igfusand, and write-off of receivables
based on repayments delayed over 360 days delgikipgnses in an amount of KM 564
thousand.

As of 31.12.2010 loss generated amounted to KM the8sand. Loss uncovered in the
previous period amounted to KM 231.6 thousand.

Average nominal interest rates weighted and effectates of leasing fees for financial
leasing in 2009 and 2010 applied by organizationgs of LPs headquartered in Federation
BH are shown in the following table:

Average interest rates weighted
I-XI1 2009 I-XI1 2010
No. DESCRIPTION FBH PLs’ operating | FBH PLs’ operating
units units
NIR | LFER NIR | LFER
1. Based on Leasing Object:
1.1/Personal Cars 11.40 15.94 8.86 12.20
1.2(Business Vehicles 10.87 14.96 7.58 10.08
1.3|Machines and Equipment 9,04 12.19 8.52 11.38
1.4/Real estate - - 6.38 6.65
1.5/Other 10.20 12.27
2. Based on Leasing Receiver:
2.1)Legal Entities 10.48 14.33 7.83 10.61
2.2 |Entrepreneurs 7.43 10.70 9.65 13.93
2.3|Physical Persons 11.16 15.80Q 9.14 12.62
2.4 |Other 10.97 14.14 6.39 6.68
Total Weighted Interest Rates 10.49 14.44 7.17 8.67

NIR = nominal interest rate; LFER = leasing feesefive rate
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After analyzing in detail indicators relating torté& and other financial organizations in the
year 2010 it could be stated that banking systeRepublika Srpska was stable and resisted
numerous risks caused by the global financial aod@my crisis.

Taking into consideration obvious shrinking of ety and its productive branches in
Republika Srpska, Bosnia and Herzegovina and braadgon, it is necessary in the future
period and in order to maintain quality of opemtim have banks and other financial
organizations additionally direct their activitiesthe following:

- Capital strengthening through new issues of shanesproviding for all other types of
additional capital, as well as making use of prgénerated in 2009 and 2010 for the
purpose of capital growth;

- Separate adequate potential loan loss reserves;

- Monitoring receivables due levels, especially paprality loans and undertake
additional activities for efficient repayment caltang;

- Informing, educating, and protecting clients;
- Provide for growth and larger share of long-termrses;

- Improving assets management, and especially casis fwith a goal of profitability
growth;

- Further improvement of payment transactions anctsapplying of policies and
procedures for prevention of money laundering amahicing terrorism;

- Strengthening internal control system and bankgriral audit function making sure for
complete independence in their work;

- Development of policies and procedures for adeqgleatie, operating and market risks
management;

- Strengthening safety and protection of money irkbamd during transportation;
- Reduction of expenses and fixed assets;

- Strengthening of human resources and professiahaagion in order to achieve better
quality of relationships with clients, especiallyithvsmall and medium enterprises,
including new types of services already globallpleagal.;

- Strengthening IT support and safety of IT systems.

Influence of the crisis on the real sector is ohsjothus in the following period
consequences will make an inevitable impact on @xgnenvironment in which banks and
other financial organizations are operating.

In the future period tasks of the Agency shalltliefollowing:

Undertaking activities and passing measures witiénscope of the Agency’s authority
to alleviate negative effects of the global fin@hcand economy crisis on banking
system of Republika Srpska;

Further development and improvement of bank supienviwith technical assistance of
USAID and European Central Bank;

To play an active role in protecting right of baniries of financial services;
To improve projects of “Stress Tests” of banks;
Staff professional education and IT development;
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- Observe international banking and accounting stalsd@asel Principles and European
Directives) and incorporate them into the curresrhdstic regulation;

- To insist on capital strengthening of banks infttet place, but, also, of other financial
organizations;

- To enhance supervision of banks’ credit risk, prilpan the sense of adequacy of
reserves for potential loan loss, and banks’ chadaquacy;

- To continue strengthened (daily) off-site supeonsover banks’ current liquidity;

- To undertake activities directed to further stréveging of transparency of operation of
both banks and other financial organizations, andnaintenance of confidence into
banking system;

- To continue adequate monitoring of payment tramsastand banks’ activities in
preventing money laundering and terrorism financengd improve cooperation in that
sense with other competent authorities;

- Further improvement and establishing cooperatioth eiank supervisors, especially
from those countries whose banks are shareholddyanks in Republika Srpska;

- To take an active part in the work of Committee @mordination of Financial Sector of
Republika Srpska.

In order to maintain positive movements in banksygtem, besides banks and other
financial institutions, an important role is playdsy the environment primarily the
economic one, courts, legislation, emphasizingdhewing activities that should be done:

- To speed up completion of court processing, passowt decisions, collection of
mortgage, and improvement of debt enforcement ciidie;

- To establish quality basis of financial reports addta for legal entities and
entrepreneurs;

- To keep legal and institutional framework improvimg continuous basis in order to
achieve better financial discipline, and a moregfht protection of consumers, i.e.
beneficiaries of financial services;

- To enable systemic method of recording and coligatif funds sitting blocked at
clients’ accounts;

- To establish functional data base on mortgagegightl movables.
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BASIC DATA ON BANKS

31.12.2010 (in 000 KM)| Number of
No. BANK HQ ADDRESS DIRECTOR PHONE FAX ASSETS | CAPITAL | employees
1. |UniCredit Bank a.d. Banja Luka Banja Luka M.Burg Ivan Vlaho 051/243-200 212-830 578,643 70,856 482
2. |Hypo Alpe-Adria-Bank a.d. Banja Luka Banja Luk@leja Svetog Save 13 Samuel Vican 051/336-50836-518 1,515,738 211,624 517
3. |Bobar banka a.d. Bijeljina Bijeljina NjegoSeva 1 Petar Cacanovic 055/233-300233-301 221,372 32,964 180
4. INLB Razvojna banka a.d. Banja Luka Banja Luka laka Tepia 4 Radovan Baji 051/221-600 221-623 1,056,091 89,255 508
5. |Volksbank a.d. Banja Luka Banja Luka Jevrejdbél sprat Aleksandar Kesi | 051/241-100 215-771 422,312 61,894 228
6. | Balkan Investment Bank a.d. Banja Luka  Banjad_ufAleja Svetog Save 61 Edvinas Navickas  051/245-11245-145 269,213 41,614 220
7. |Pavlovi International Bank a.d. Slobomir, |Kara or eva 1 Petar Lazi 055/232-300 232-301 168,902 28,304 222
Slobomir, Bijeljina Bijeljina
8. |[Nova banka a.d. Banja Luka Banja Luka KraljaAdia XIll 37a | Milan Radovi 051/333-390 217-256 839,782 86,614 414
9. |Komercijalna banka a.d. Banja Luka Banja Luka salima MasleSe 6 San Suput 051/244-7Q01 244-710 236,068 61,891 126
10.|MF banka a.d. Banja Luka Banja Luka Vase Pelagila Sasa Popovic 051/221-400232-091 32,186 20,385 36
TOTAL:
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BASIC DATA ON MCOs

31.12.2010
E-MAIL No. of
No.|MICROCREDIT ORGANIZATION HQ ADDRESS DIRECTOR PHONE FAX ADDRESS .ASSETS employees
(in 000 KM)
N . . . Aleksandar L I I p
1.|MKD Mikrofin doo Banja Luka | Banja Lukgave Kovaevi a 23 Kremenovi 051/301-533051/301-53Y5mkrofln@m|krof|n.com 216,783 277
MKD Sinergijaplus doo Banja . . . eliko 051/332-600 i —
2. Luka Banja LukaMladena Stojanova 111 Bogdani 332-601 051/332 60}mfo@mkosmergljaplus.org 56,556 77
3.|MKD Zdravo doo Banja Luka | Banja |.ut§“'e"ar Vojvode Stepe \Jelica 051/435-676 051/435-67{fo@zdravo.org 4,814 12
tepanovia 175B Gali
4.MKF Mikrokredit Srbac Srbac Mome Vidow 11 ﬁ}j’gjtoir:” 051/740-865 051/740-61 [nkomikrokredit@spinter.net 427 2
. e = \Vojvode Radomira Dragica o
5.|MKF Micro-credit office Sipovo | Sipovo Putnika 2A Jandri 050/371-16{1 050/371-16Hragicaj@teol.net 621 3
6.MKF Alfa-plus Banja Luka Banja Lukdovana Dui a 42 '\K";"’r‘gggtrovi 051/218-245 051/218-34Rlfaplus@blic.net 324 5
7.MKF "NOVA.D" Bijeljina Banja LukaMiloga Obili a 49 ,\Bﬂ'i";‘%‘;ﬂg\li 065/652-456 nedeliko.sebez@profinova.net 518 4
TOTAL: 280,047 380
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BASIC DATA ON SAVING-CREDIT ORGANIZATIONS

No. sco HO ADDREss | P'RECTOR/ | o on e
Manager
SKO "Gradina” d.o.0. Srbac | UL 11. novembra biy)ana 051/744-651
Srbac ur evi
SKO "Agroinvest” d.0.0. Derventa Ul. Kralja PetralbbD.allbor 065/463-684
Derventa Ii
3. SKO "H ina" d Ljilj
ercegovina d.0.9. garkovi i Viduga br. 1 Jlja 065/877-45

Berkovi i

Sko aji
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BASIC DATA ON LEASING PROVIDERS

No. LP HQ ADDRESS DIRECTOR/ Phone
Manager
1. AD. qua leasing Banja Luka| Knjaza MiloSa 15 wojin 051/333-36(
Banja Luka Krajisnik




