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In 2003, the business of UPI Banka dd Sarajevo was
significantly marked by the change of its ownership
structure and by the entrance of EBRD as one of its
main shareholders.

The Bank operated in the general conditions
characterised by the continuing reform process,
structural changes and privatisation, creating conditions
to attract foreign investors, improvement of business
environment, stimulating exports, and downgrading the
grey economy to acceptable levels.

The average growth rate of industrial production in
FBiH, based on monthly industrial production indices,
was —0.3%, whereas the volume of industrial production
in 2003 increased by 4.8%. Average net salary in FBiH
grew by 5.6% from last year, and the unemployment
rate did not show any significant changes.

Considering such conditions, the financial results show
that the Bank achieved significant improvement in all
aspects of business. From 2002, total assets grew by
18%, the loan portfolio by 38%, savings (or deposits)
by 13%, total capital by 11%, profit by 104%, and the
number of employees grew by 17%. Operating success
can also be seen from the fact that, even though the
number of employees grew, the Bank still has a total
assets per employee ratio of KM 1.55 million.

Based on these results, 2003 can be characterized as
the most successful business year of the Bank since-it
was founded, and this is the result of the efforts of the
management and the employees to maximise the effects
of their work.

An important feature of business this year is that
the Bank decreased interest rates for both retail and
corporate sectors, finding approval from all customers.
The average interest rate in 2003 decreased by 1.27
percentage pomits for corporate customers and by 1.26
percentage points for retail customers.

Speaking of interest rate policy, it is worth mentioning
that interest rates of commercial banks for short-term
loans are still decreasing slightly. Rates for long-term
loans were below 10% during the whole year. On
the deposits side, a growing trend is evident, due to
inadequate maturity structure. Therefore, for deposits
over 12 months attractive interest rates were offered. It
is expected that this will have an adverse effect in the
market and cause a rise in interest rates on receivables.
In the payment system through commercial banks 4.4
million transactions were done, totalling around KM 6
billion.

The most important thing-for the Bank is that during
turbulent developments in the Bosnian banking market,
the Bank managed to keep up with the leading banks in
Bosnia and Herzegovina and keep its market position.
A large part of the credit for this success goes to the
members of the Supervisory Board and Auditing
Committee, who got involved in the Bank’s operations
and facilitated work easier for the management and
other employees.

Last year was also the first year of active work with
EBRD in order to reorganize the Bank, establishing
new sectors and departments, and restructuring business



processes. The goals set were completely achieved, and
the finalisation of the changes is expected in 2004.

Following the long-year tradition, the Bank continued
successful cooperation with the international institutions
in Bosnia and Herzegovina. Cooperation with USAID
resulted in the approval of a third credit line, buying a
part of the loan portfolio of USAID Business Finance,
and in signing a contract guaranteeing loans to clients
in agriculture, wood industry, or tourism.

The Bank confirmed its tradition of a pioneer in
significant projects by signing a contract for a credit
line from OPEC Fund for International Development.
This made the Bank the first private institution in B&H
to receive funds from OPEC. We are confident that
this is the first step towards establishing a long-lasting
cooperation with this renowned institution.

Besides these sources, the Bank approved loans to
corporate and retail customers from the funds of
other creditors: EBRD, KfW, IBF, IGA, and Sarajevo
Canton.

The Bank put much effort into the development of cards
business. This resulted in the Bank becoming a principal
member in the VISA International group, making it
possible for UPI Banka to offer an international card
to its customers. We decided to take a step further
and offer a chip card based on EMV technology. This
will make the Bank the number one in another aspect
in the BH market. We will be ready to adapt to these
new technologies giving additional security to clients
— by the end of 2005 all VISA, MasterCard, Diners,
and AmericanExpress cards must be changed by these
“smart” cards.

UPI Banka is the depositary bank of the budgets of
FB&H and Brcko district, it has transactions accounts
for Sarajevo and Zenica-Doboj Cantons, and it uses its
current accounts to service salary payments for many
ministries, companies, and other institutions.

The Bank continued the growth of its business network,
Brcko and Gradacac offices became branches, and
new offices in Bugojno and Srebrenik were opened.
Currently, we cover around 80% of FBiH territory with
our services.

Y ‘/&

Mirsad Leti¢
General Manager



The report of the Supervisory Board (the Board), in
accordance with the Law on Banks and acts of UPI
Banka d.d. Sarajevo (UPI Banka), includes a summary
of statements from the report of the Audit Board and the
Chief Internal Auditor of the Bank.

In2003 the Board held seven meetings and in accordance
with legal and statutory duties and responsibilities
reviewed 73 items in agendas.

Based on the review of reports and information about
the work of the Bank, the Audit Board and the Internal
Audit, and also based on the review of documents
related to performance of the Bank, the Annual Report,
financial statements and the opinion of the independent
external auditor KPMG B-H on the audit of Bank’s
statements, and the annual statement for 2003 with

the distribution of profit, the Board concludes that the
Management and the Bank in general have operated

in compliance with the law and the regulations, in a
stable manner and have managed to achieve projected
goals.

In addition, based on the review of documents related
to the operations of the Bank, the Board expresses
and confirms the opinion of the external auditor that
the financial statements of the Bank were prepared

in an adequate manner and in accordance with both
international and local accounting standards, and that

they offer a true and fair view of the financial position
of the Bank as of 31 December 2003.

It is especially important to stress that there were no
material errors and omissions in the Bank’s operations
and that the activities of the Bank, including the
Management, Internal Audit, Audit Board and the
Supervisory Board, were focused on adoption of

new and update of previously adopted programs,
policies and procedures, in accordance with the
amendments to the Law on Banks and new decisions
of the Federal Banking Agency. The employees were
appointed to new positions in accordance with the new
organization scheme and acts regulating employment
issues. Additional improvements and enhancements
were made to the overall IT system, new products
were introduced and the branch network was further
expanded. The Board and the Management have paid
special attention to issues of development and growth
of the Bank, including the capital increase in order to
strengthen its competitiveness and increase the Bank’s
market share.

Since the last Shareholders Meeting, the Audit
Board held four meetings and reviewed 38 items of
agenda. Among others, the Audit Board reviewed the
Internal Audit reports on audit of specific operations
in both headquarters and branches, on selection and
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engagement of the external auditor, and other activities
undertaken by the Bank. In addition, the Audit Board
adopted the 2003 Internal Audit Annual Report and
the 2004 Internal Audit Plan. It was concluded that
there were no issues identified during the audits that
the Bank could not manage with its risk management
system, and that the Internal Audit had support of the
Management during its work.

The Bank submitted all required reports to the Federal
Banking Agency and other relevant bodies and
institutions in a timely manner.

By adopting the bank performance report together
with the report of the independent external auditor for
2003, the annual statement of the Bank and the 2003
internal audit report, the Board concluded that the Bank
paid the due attention to all legal requirements, which
in addition to the efforts of the Management, Internal
Audit and employees ensures protection for the owners
of the capital — the shareholders of the Bank.

The Supervisory Board recommends to the General
Assembly of Shareholders to:

*  Adopt the 2003 Annual Report and the 2003
Annual Statement with the distribution of profit,

*  Approve of the work and confirm the trust to the
Supervisory Board, the General Manager and the
Management,

*  Approve the basics of the 2004 operating plan,
with a note that the plan is very ambitious.
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Nazif Brankovi¢
Chairman of the Supervisory Board



Main characteristics of the BiH economy in 2003
were continuation of the reform process, with a focus
on structural changes, including the privatization
process, creation of environment for growth of foreign
investments, improvement of the business environment,
export stimulation, and reduction of grey economy to as
low level as possible.

Changes of the industrial production index in 2003 do
not indicate significant recovery or growth of economic
activities in the country. The average growth rate for
industrial production in the Federation of Bosnia and
Herzegovina (FBiH) in 2003, calculated based on
monthly industrial production indices, is negative and
totals 0.3%. At the same time, volume of industrial
production in 2003 compared to 2002 shows that a 4.8%
growth of industrial production has been achieved.

In general, industrial production index in 2003 varied
and was impacted by a number of factors.

Price changes in BiH, in addition to domestic factors,
due to implementation of the currency board, are
impacted by external factors, such as price changes in
the EMU and changes of the exchange rate between
Euro and USD, which directly impact the exchange
rate between the domestic currency and USD and other
currencies. These changes have not had a significant
impact on price changes in BiH in 2003, so the stability
of prices during this period is obvious.

Annual inflation in BiH was approximately 0.9%,
which is significantly lower than 2.1% inflation in the
Euro region.

The trend of the living expense index was similar to the
retail prices index. The structure of the living expense
index compared to the previous year indicates that costs
for goods in FBiH have increased 1.7% and costs for
services have increased 0.3%.

Average net salary in FBiH increased 5.6% compared
to 2002. Unemployment rate does not indicate major
changes compared to the previous year.

Because the foreign currency reserve with the CBBH
changes mostly due to fluctuation of the balance
between sale and purchase of KM, net foreign currency
reserve of CBBH grew continuously, which resulted
in a positive balance between the sale and purchase
of KM. Net free foreign currency reserve grew more
rapidly than total foreign currency reserve of CBBH,
and increased 44.5% compared to the previous year.
Reform progress and stabilization of the banking system
lead to increased inflow of foreign capital, mostly from
the foreign banks.

There were 37 banks operating in BiH during the
reporting period, of which 27 in FBiH and 10 in the RS.
A total of 19 commercial banks were members of the
deposit insurance program during the reporting period,
which is an increase of two compared to the previous
year.



During the same period, there were 27 banks with
banking permits operating in the FBiH. The Federal
Banking Agency (FBA), in accordance with the law,
conducted the off-site and on-site analysis. The FBA
revoked three banking licenses and five banks were
under provisional administration.

Twenty six banks had permits for internal payments (for
interbank transactions), 25 of which actively provided
payment services.

Commercial banks’ interest rates on short term loans
continued to reduce. During this period, interest rates

on long term loans were constantly below 10%. Interest
rates on deposits also continued the slow reduction, so
the interest rates on term and savings deposits were 3.9%
and on demand deposits around 1%. Some commercial
banks were announcing increases in interest rates due
to changes in the mandatory reserve requirements,
however, interest rates continued to drop during the
reporting period.

In mid 2003, there were 35 commercial banks and the
CBBH participating in the payment system, resulting
in execution of 4.4 million transactions totaling around
KM 6.0 billion.




BODIES OF
THE BANK

SUPERVISORY BOARD

Nazif Brankovi¢ — Chairman, General Manager of
Sarajevska pivara d.d. Sarajevo,

mr Husein Ahmovi¢ — member, General Manager of
Klas d.d. Sarajevo

Marija Brezovec — member, Manager of Economic
Finance Department of Coning Inzenjering d.d.
Varazdin,

Hajrudin Cengi¢ — member, Advisor to General
Manager of Bosna Reosiguranje d.d. Sarajevo
Roberto Marzanati - ?-ﬁi'efmber, nominee of European
Bank for Recm}s«t’ruction and Development (EBRD),

London |

AUDIT BOARD

Enver Kazazi¢ — Chairman, Deputy General Manager
of Klas d.d. Sarajevo

Sunita Ejubovi¢ — member, Head of Finance of
Grafopak d.d. Gracanica

Mijo Grgi¢ — member, Finance Director of
Elektroprivreda BiH Sarajevo

Sefik HandZi¢ — member, Finance Director o_f o
Bosnalijek d.d. Sarajevo

Sabaheta Imamovi¢ — member, Authorized Auditor of
Vincent Tuzla

MANAGEMENT
Mirsad Leti¢ — General Manager, Economist
Hajrija Tanovi¢ — Deputy General Manager, Economist

Branko Ekert — Executive Director of Human
Resources and Support Services, Lawyer

Zlata Musi¢ — Executive Director of Corporate
Banking, Economist

Alma Skapur — Executive Director of Treasury and

Payment System, Economist

Ljubica Tankosi¢ — Executive Director of Finance and
Risk Management, Associate Economist

'
Nedim Lulo — Executive Director of Re‘gaﬂ Banking,
Economist ’_,"

'

Lejla Neretljakovi¢ — Bank Secretary, Lawyer

.-"-i-

—

INTERNAL AUDIT

Mediha Catovié — Chief Internal Auditor, Economist
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FINANCIAL
INDICATORS

The results of the Bank in 2003 were the best results of the Bank to date, as indicated in the presented information.

in KM 000
Structure 31 December 2003 31 December 2002 Index
Balance Sheet
Net Assets 262,169 223,047 118
Liquid Assets 101,395 100,933 100
Gross Loans 152,237 110,455 138
Fixed Assets 11,262 10,744 105
Investments 852 - 1,611 115
Reserves for Potential W 9,334 6,015 155
Deposits <l 201,449 178,030 113
Borrowings / 25,211 15,812 159
Total Capital 29,584 26,624 11
Shareholders Capital 22,900 22,900 / 100

Income Statement

Gross Profit 3,650 1,782 204

Net Profit 3,596 1592 226
Income 23,210 19,349 120
Interest Income 15,867 11,909 133
Fee Income e 5,803 4,820 120
Other Income e 1,540 2,620 59
Expense 19,560 17,562 111
Interest Expense 4,532 4,238 107
Non-interest Expense 9,763 8,408 116
Provisions 5,265 4916 107
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INTEREST INCOME

Interest income increased 33% compared to 2002 and
makes 68% of total income of the Bank. The increase
of interest income corresponds with the increase of the
loan portfolio, which increased by 38% compared to the
previous year.

The structure of
following:

interest income includes the

* Interest income from short term corporate loans
- 45%,

* Interest income from long term corporate loans
- 19%,

¢ Interes income from retail loans - 22%,

¢ Other interest income - 14%.

Following the market developments, the Bank
implemented the policy of lower interest rates, which
is confirmed with the following averages: average
active interest rate for legal entities in 2003 was 9.90%
(11.17% last year). Average interest rate for natural
persons was 10.62% (11.88% last year).

vl
INCOME S/T’RUCTURE

FEE INCOME

Fee income increased by 20% compared to 2002 and
makes 25% of the Bank’s total income. This increase
is due to services provided by the Bank, including card
operations and e-banking, as well as other operations
and increased volume of operations.

Significant fee income is generated in internal payment
operations, lending and guarantee operations, foreign
payments, retail banking, etc.

OTHER OPERATING INCOME

The structure of other income includes collected loan
and interest write-offs of KM 1.01 million (KM 969
thousand in 2002), which is a result of numerous
efforts that the Bank has taken in order to collect these
receivables.

P

p «jin KM 000

Structure 31 December 2003 % f)f fot 31 December 2002 % Pf for

income income

Interest income 15,867 68% 11,909 62%
Fee income 5,803 25% o 4,820 24%
Other income 1,540 '———T% 2,620 13%
Total income 23,210 100% 19,349 100%



INCOME IN KM 000
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RETURN ON EQUITY (ROE) AND RETURN ON ASSETS (ROA)
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ASSETS

Total net assets were KM 262.16 million, 18% more than in 2002, and assets per employee were KM 1.55 million.

Investments in other entities totaled KM 1.85 million and the most significant were investments in Bosna Reosiguranje
(31%), Bamcard (26%) and Triglav BH Osiguranje (12%).

In their financial statements, Bosna Reosiguranje and Triglav BH Osiguranje showed positive financial results of KM
1.40 million and KM 2.62 million, respectively.

Bamcard had a negative financial result in 2003 of KM 195 thousand, but has operated positively already in the first
quarter of 2004. Preparations have been completed to certify Bamcard as a processing center for VISA cards. In the
reporting period, there was also a capital increase in Bamcard and the company is now registered as a shareholding
company.

Investment in fixed assets total KM 11.26 million, which means that the fixed assets to core capital ratio is 38.06% and
does not exceed the limit set in the FBA decisions.

TOTAL ASSETS IN KM 000
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Liquid assets totaled KM 101.39 million, of which KM 93.89 million were interest bearing and KM 7.50 million
were non-interest bearing. The increase of interest bearing assets, which make 93% of total liquid assets, is due to
transformation of the CBBH reserve account into an interest bearing account. Non-interest bearing liquid assets make
7% of total liquid assets and include cash held in the vault and the organizational units of the Bank.

Liquidity ratio measured as the ratio of cash with 0% risk weighting to assets was 31.51%.

Signing of the Line of Credit
Agreement with the OPEC Fund




LENDING

The loan portfolio of the Bank totaled KM 152.23 million, 38% more than in 2002.

CORPORATE LENDING

Corporate loan portfolio totaled KM 115.52 million, 76% of the total loan portfolio. Short term loans were KM 79.59
million and long term loans were KM 35.93 million, 52% and 24% of the total loan portfolio, respectively. In 2003 the
Bank approved 791 loans totaling KM 196.65 million, financed with own and borrowed funds.

In addition, the Bank serviced 279 agency loans totaling KM 30.52 million, of which 112 loans totaling KM 9.38 million
were approved during the reporting period.

In terms of corporate lending, the Bank directed significant funding to agriculture and food processing industries, which
is supported by the fact thqtm-GZTgfmillion were used for financing of loans and guarantees to these industries.
T i

The Bank signe_q,eﬁflf agreement for the third line of credit from USAID Business Finance for KM 2.0 million, an
agency agreement with the Cinematography Foundation, a credit line agreement with Investment Guarantee Agency,
loan purchase agreement with USAID Business Finance for KM 8.02 million, a loan portfolio guarantee agreement with
USAID for $5.0 million, and a line of credit agreement with the OPEC Fund for International Development for $1.73
million.



RETAIL LENDING

The Bank introduced new retail lending products, such as housing loans for depositors, family housing loans, medical
treatment and education loans, and credit card loans secured with deposits.

The retail lending portfolio totaled KM 36.71 million, 59% more than in 2002. The structure of loans included short
terms loans totaling KM 13.27 million and long term loans totaling KM 23.44 million. The Bank approved 2,784 loans
totaling KM 14.36 million financed from own funds and credit lines.

During the reporting period, the Bank signed a credit line agreement for KM 1.5 million with Partners for Development
(PFD) for financing of agricultural production.
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SOURCES OF
FUNDING

DEPOSITS

Deposits make 77% of liabilities, borrowings make 10%, capital makes 11% and other liabilities make 2%.
Participation of corporate deposits was 81% and participation of retail deposits was 19%.

TOTAL DEPOSITS IN KM 000

K, (W3sD)

I 41, e

= 101

3,040

001 2002 2003

Lang tevem depsosits 21%%

Short term depaosits 31%



BORROWINGS

At year end 2003, borrowings of the Bank totaled KM 25.21 million, 59% more than in 2002. Long term borrowings
included funding obtained from commercial, foreign banks and other sources, including the European Bank for
Reconstruction and Development (EBRD), Kreditanstalt fiir Wiederaufbau (KfW), USAID Business Finance, Partners
for Development (PFD), Investment Guarantee Agency (IGA), Investment Bank of FBiH (IBF), Federal Ministry of

Agriculture, Water Management and Forestry, and Nova Ljubljanska Banka.

SHAREHOLDERS OWNING MORE THAN 2% OF SHARES

31 December 2003 31 December 2002

Shareholder (%) (%)
European Bank for Reconstruction and Development, London 19.9 19.9
Sarajevska pivara d.d. Sarajevo (574 15.7
Klas d.d. Sarajevo 11.5 11.5
Coning InZinjering, Varazdin 4.1 4.1
Vidovi¢ Petar, Gradacac — 3.9 0.0
Bosna Reosiguranje, Sarajevo B } 3.6 3.6
Hypo Alpe Adria Bank d.d. Mostar 35 2.5
HIP 2000 d.o.o. Sarajevo 2.1 2.1
STRUCTURE OF FUNDING SOURCES S —_—t
— in KM 000

SHORT TERM SOURCES 31 December 2003 31 December 2002

Corporate demand deposits 87,401 80,043
Retail demanfll? deposits 8,581 ‘,.rf 7,743
Short term corporate deposits 49,345 , 38,405
Short term retail deposits 14,744 / 17,847
Other short term liabilities 3,558 2,581
Total short term sources 163,629 146,619
Long term corporate deposits —— 27,019 26,215
Long term retail deposits 14,359 7,777
Long term loans 25,211 15,812
Subordinated debt 2,367 0
Total long term sources 68,956 49,804
Shareholders capital 22,900 22,900
Retained earnings 6,684 3,724
Total capital 29,584 26,624
TOTAL LIABILITIES AND CAPITAL 262,169 223,047



ANNUAL REPORT 2003

INTERNAL AND
FOREIGN PAYMENT
SYSTEM

There were 2.02 million transactions performed through 3,042 transaction accounts, totaling KM 5.43 billion. E-banking
services are used by 180 clients, of which 70 started using these services during the reporting period. E-banking debit
transactions make 30% of total internal payment system debit transactions.

Electronic processing of payment orders was enabled for the Ministry of Finance of FBiH and the Treasury of the
Sarajevo Canton, and this method is also used for submission of statements of account for the Customs and Tax
Administrations of FBiH. =

Foreign payments covered 13,063 transactions totaling KM 274.13 million. This includes KM 88.79 million of incoming
foreign payments (export operations) and KM 185.34 million of outgoing foreign payments (import operations).

In addition, during this period the Bank issued 200 foreign guarantees for its clients, totaling KM 22.56 million, and 20
letters of credit totaling KM 2.19 million. . —

Celebration of the Bank Day at the
National Theatre in Sarajevo




RETAIL
OPERATIONS

In addition to lending, the focus included the depository operations, so during the reporting period the Bank opened
4,687 checking accounts, 452 giro accounts and 4,655 savings accounts.

Retail savings totaled KM 37.68 million, of which KM 29.10 million were term deposits and KM 8.58 million were
demand deposits.

The card operations included the issuance of 5,449 debit and 6,760 credit Bamcard cards totaling KM 15.25 million.

The Bank installed 288 POS terminals in the trade network and windows of the Bank and 9 ATMs. In order to increase
the level of services, the Bank introduced the full day working hours during the week and some units are opened even
on Saturdays and Sundays.

The Bank is continuously working-on ‘development of new and enhancement of existing products. VISA International
approved the Principa}_mcﬁlfl;ership to the Bank, which was followed by training of employees in card operations
department. The gaﬁk also completed the preparations for issuance of the first international chip card in the market of
Bosnia and Herzegovina.



ANNUAL REPORT 2003

CONTROL
SYSTEM

During the reporting period, there were several different external examination institutions, including the independent
auditor, KPMG BH d.o.o. Sarajevo, the Federal Banking Agency, the Central Bank of Bosnia and Herzegovina,

the Deposit Insurance Agency of BiH, the EBRD, USAID, Sarajevo Canton Employment Bureau, relevant tax
administrations of FBiH, the Canton and the Bréko District.

In addition to external examination, the Bank has a mandatory internal control, which continuously evaluated
and assessed the efficiency of business operations, accuracy and adequacy of the IT, in accordance with legal
requirements, and reported in accordance with the internal audit program.




EMPLOYEES

There were 169 employees in the Bank in the reporting period, 17% more than in 2002. The Bank had 25 new hires in
2003. The qualification structure of employees is as follows: university graduates—72, associate level-12, high school
education—81, qualified workers—1 and low qualification employees—3.

The structure of employees includes 50% of employees with university and associate level education. The Bank was
oriented toward hiring younger staff and providing continuous training and education.

NUMBER OF EMPLOYEES
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BRANCH
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BRANCH
NETWORK

HEAD OFFICE:

Obala Kulina bana 9a
71000 Sarajevo

Tel.: +387 3320 03 01
Fax: +387 33 20 07 89

BRANCHES:
Brcko District
Gracanica
Gradacac

Mostar

Tuzla

Zenica /
/

AGENCIES:

Bugojno

Kakanj

Odzak

Sarajevo Novo

Visoko

UNITS:
Sarajevo Centar
Novo Sarajevo
Novo Sarajevo
Srebrenik

Vrapc¢i¢i (Mostar)
TC Merkur Verapcic¢i

_—

i

e

+387 49 2176 99 Bulevar Mira 8

+387 357874 53 22. Divizije 42

+387 358193 25 Hadziefendijina bb

438736556492  Santiéeva 2

+387 352509 60 Stare trznice 12

+387 32414242 Adolfa Goldbergera 7

+387 30 25 42 84 Ambasadora Wagnera 11

+387 32555260 Zgoscanska bb

+3873176 11 17 Titova bb -

+387 33 28 62 33 15 Lgiianiékﬁ“l_g-

+38732 7371 11 ZTC Sebilj

+387 33 66 84 98 Branilaca Sarajeva 20
438733286233 Lozionitka 16

+387 33 71 65 21 Zmaja od Bosne 13

+387 35 64 49 62 211. oslobodilacke brigade bb

+387365117 10 Trzni centar, VrapCi¢i bb



LIST OF
CORRESPONDENTS

COUNTRY CURRENCY/

BANK PLACE OUR ACCOUNT NUMBER

AUSTRIA

BANK AUSTRIA, Wien EUR/126-155-664/01 978

RAIFFEISEN ZENTRALBANK OESTERRICH AG, Wien EUR/55.062.830

BELGIUM

FORTIS BANQUE S:A./N.V., Bruxelles EUR/291-1117152-03-978-0

(FORMERLY GENERALE DE BANQUE)

CROATIA

VARAZDINSKA BANKA DD. Varazdin EUR/7092-71-978-9900659

ZAGREBACKA BANKA DD, Zagreb EUR/2690000235-978

CENTAR BANKA ZAGREB ~ EUR/56300-3003-8-709200

HUNGARY

Kereskedelmi Es Hitelbank RT, Budapest EUR/104799

ITALY

UNICREDITO ITALIANO SPA Milano EUR/995 312

CASSA DI RISPARMIO DI UDINE E POREDENONE, Udine EUR/2101/27401279

BANCA ANTONIANA POPOLARE VENETA S.C.R.A.L. Padova EUR/00400-01-027402154

BANCA AGRICOLA MONTOVANA SPA EUR/0081219

GERMANY

COMMERZBﬁﬁK AG FRANKFURT/M EUR/400 8768 558 00

HYPOVEREINSBANK AG MUNICH EUR/69104720

LHB INTERNATIONAL HANDELS EUR/0009867003

BANKEN AG FRANKFURT/M USD/0009867300 ¢
CHF/0009867 359
AUD/0009867F3__34""
JPY/0009867 367
'GBP/0009867318

DRESDNER BANK AG FRANKFURT/M " EUR/499/08081244/00/888

GREAT BRITAIN

NATIONAL WESTMINSTER BANK Plc London GBP/440/00/04598091

SLOVENIA

SKB BANKA DD, Ljubljana 70100-978-306418-03770-1000003611
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Statement of management’s responsibilities

The management of the Bank is required to prepare financial statements for each
financial vear which give a true and fair view of the state of affairs of the Bank and of
the results of the Bank for that period.  In preparing those fimancial statements, the
management of the Bank is required to:

®m select suitable accounting policics and then apply them consistently;
® make judgements and estimates that are reasonable and prudent;
m siate whether applicable accounting standards have been followed; and

& prepare the financial statements on a going concemn basis unless it is imappropriate to
presume that the Bank will continue in business.

Muonagement 15 responsible for mamtaming proper accounting records, which disclose
with reasonable acecuracy at any time the financial position of the Bank and to enable it
o ensure that the financial statements comply with the laws of Bosnia and
Herzegovina. 1t has a general responsibility for taking such steps as are reasonably
open to it to safeguard the assets of the Bank and to prevent and detect fraud and other
irmegulariines.



Report of the independent auditor to the shareholders of UPI
Banka dd

We have audited the accompanying balance sheet of UPI Banka dd (“the Bank") as of
31 December 2003 and the related statements of income, changes in equity and cash
flows for the vear then ended. As described on page 30the Bank's management is
responsible for the preparation of the financial statements. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Intemational Standards on Auditing as
promulgated by the International Federation of Accountants. These standards require
that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.  An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial
statements,  An audit also includes assessing the accounting principles used and
significant estimates made by the Management Board, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion the financial statements give a true and fair view of the financial position
of the Bank, and of the results of its operations and its cash flows and changes in
sharcholders” equity for the year then ended in accordance with International Financial
Reporting Standards as promulgated by the Intemational Accounting Standards Board.

KPP B die 20 revizijn 23 February 2004
Registered auditors

Fra Andjela Zviadovica |

TIHHM) Sarajevo

Bosnia and Hersegovina
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Income statement
far the vear ended 31 Decenber 2003

Nere 2003 2002
A R 4 WU
Interest income 4 15,867 12,033
Interest expense 5 (4,530 (4,238}
Met interest income 11,337 Ty
Commission and fee income fi 5,395 4,693
Commission and fee expense 541 (441
Met commission and fee income 4,854 4,153
Foreign exchange zains, net 7 475 226
Ciher operating income & 1.299 1,163
Total income 17,965 13,436
OIperaling expenses L {90500 (7,315)
Profit before provisions B915 G,121
Impairment losses and provisions fir (5.265) i4.916)
Profil before ax 1,650 1,205
Taxation I (54) 387
Met profit for the year 1,596 1,592

The notes set out on pages 36 o 58 form part of these financial statements.,



Balance sheet
Ax g 37 Decenther 2004

Assels

Cash reserves

Oidigatory reserve with the Central bank
De=bd simcuaritses:

Flacements with, and loams and advances 1o, other hanks

Loans and advances o customers
Acerued interest and other asscis
Equily securilics

Tangible fixed asscts

Intangible fixed asscts

Total azscts

Liabilities and funds employed

Current accounts and deposns rom banks
Current accounts and deposils from customers
Bormownniges

Acersed intercst and other liabilities
Provisions fior off balance sheet items

Total liahilities

Share capital and reserves
Share capital

Retained Eﬂl‘llillE:H-.ll.l.‘llJ ressrvic:

Twial sharchoblers' Nands

Toetwl liakilitics and Tunds cmgployed

None

12
i3
I
135
i
i)
]
i

21
3%

23
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2003

KN (MM

71,707
11,803
1,319
o142
141454
LoaT
1.37T
10612
6

162,169

20 A4
IT.5TH
1412
1145

NS84

21,0
b.6ES

19,585

261,169

2002
o R

R4.078
[, 124

0,351
102,546
2,628
1,49

10,319
1 -

223,047

267
177,764
15,812
1.828
753

14,424

22,900
3,723

20,623

a3, 047

These financial statements were approved on 23 February 2003 and were signed by

Mirsad Letic
Ceemvergd Monager

The notes set out on pages 36 1o 58 form part of these financial statements.



Statement of changes in equity

far the vear ended 31 Decenber 2003

Share capital

KM 000

Balance at 1 January 2003 22,900
Dividends paid -
Profit for the vear -
Balance at 31 December 2003 22500
Balance af 1 January 2002 17,187
[nerease in share capital 6,744
Cancellation of state capital (931)
Cancellation of unpaid shares (L]
Profit for the year -
Balance at 31 December 2002 22 900

L0 Bawka od
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Retaimed
carnings
and reserves
KA 000
3723

(634)

1506

6,685

2131

1,592

3,723

The notes set out on pages 36 to 58 form part of these Ninancial statements.,

Total

[P LI
16,623
(634)

3,59

19,585

19,318

6,744
(931)
{10m1)

1,302

2o 23
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Statement of cash flows
far the vear ended 31 Decenber 2003
23 Mz
Newe L N [k B D
Cash Now from operating activities

Proalin beeFiore 1y A4S0 1.20%
Tax peaicl (34} [ AR}
Deprecintion amd amoriisation Ti6 401
Winte off and prondsions for equity sccunltics 448 i3
Write ol of lixed asscts 3l -

Cash Mw Trom operating activities before changes in

aperating asscis and labilities 3931 e
Increase in placements with and boans 1o customers (38,0905 ) {22654 )
Decrense / {imerense) n plocements with and koans to banks 1614 {1.636)
Decrease in acerued interest and other asscis 541 1.365
Decrease m currend secounts and depeats from banks (2T) {1,087)
Increase in current accoums snd deposits from customers 23,685 TLITE
Incrense in secrued mterest and other lahalities 584 468
Increase in peovisions for liabiliies and charges 32 433
et eash (outlow Mintlos from aperating activities (425} S0.310
Investing activities
Purchase of debt securitics (1.339) -
DecreaseNincrease ) in invesiment in equily scourilics (3299 43
Acquisition of tangible assets, net (1,313} {1,765
Cash ouwtlow from invesfing activities (2981} (1,726)
Financing activitics
lssue of shares, net - 5713
Payment of dividend (634} -
Inerease in bomowings 11,76k 5,000
Cash inflow from financing activities 11,132 10,803
Nt ineresse in cash and cash cgquivalents 1,723 50,387
Cash and cash eguivalents af the beginning of the year 26 100932 41,545
Cash and cash equivilents at the end of the vear el 102,655 100,932

The notes set out on pages 36 to 58 form part of these financial statements.
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Motes to the financial statements
Accounting standards and conventions

The principal accounting pelicies adopted for the preparation of the financial statements are set
ol bl

Preparation and presentation of financlal stalements

These finoncial stotements hove been prepared in accordance wath Intemational Finanginl
Reporting  Standords {“IFES") issued by the Iotermational Accounting Standards Beard
(“IASB™) and currently applicable interpretations tssuwed by the International Financiol
Reponting Interpretations Commiltee of the LASH,

The financial statements are prepared on o fair value basis Tor financial sssets and liabilites held
for traching. and available for sale pssels, except these for which o reliable measure of far valee
15 nob available, (iher financial azses amd liabilioes and non-financial smsets and labilitnes are
stated o1 amoriised cost or histomcal cosi.

The financial statements are presended m the currency of Bosnio and Herregovina, the
comvertible mark (“KMT)L rounded 1o the nearest thousand. The Cemral Bank of Bosnia and
Hersegoving has implemented @ currency board  arrangement aligming KM 15 Eure at an
exchange rate of Ewro 12 KM | 95583,

Fiselevares

The financial statements have been stoted in o format generally adopted and mtemationally
recognised by banks and in sccordance with TAS 30, “Disclosures in the Financial Statements of
Banks and Similar Financial Institutions”,

Specific acconnting policies
Teserest imconre

Imerest income and expense is recognised in the income statement as it accrues, taking ino
secount the effective vield of the asset or an applicable floating rte.  Interest income and
expense includes the amertisation of any discount or premium or other dilferences between the
mitial camrying amount of an interest bearing instrument and its amount af maturity calculated on
a effective intefest rale basis.

Comrnission and fee income

Commission and fee income comprises mainly fees receivable from customers for payment
transaction services, loons, guaroniees, letters of credit, foreign currency tronsactions and other
services provided by the Bank. Fees are eredited o income when the relaed service is

performed,
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Noles jeonrimed)

Forelgn currency

Transactions in foreign cumrencics ore transluted into KM af the rate of exchange ruling at the
date of the transaction. Menetory assets and labilitics denominated in foreign currencies af the
balance sheet dofe are tromslated e KM a1 the forcign exchange rate ruling at thot date,
Foreign exchange differences anising on iranslation are recognised in the income statement,

Financial instrianerns

Classification

Orvigimated loans amd receivablcs are [oans mxl receivables ercated by tlic Bank provading moncy
10 a debior other than those created with the inlention of short-term profin taking. Orniginated
loans and receivables comprise loans and advances o cusiomers and other banks, other than
purchased loans.

Available for sale assets are financial assets that are not held for trading purposes, originated by
the Bank or held to misuriny. Avalable for sale instruments inclisle debl and equaty securitics.

Recogmiition

The Bank recognises financial assels available for sale on the date it commits o purchase the
asacts, From this date any gains and losses anising from changes in fair value oF the assets arc
recogiisesd in the mcome statcmcil,

Originated loans amd receivables are recognised on the day they ane imansferred 1o ihe Bank.
Measureaenl
Financial instruments are measured initially at cost, including transaction costs,

Subsequent o indtal recognition all available for sale assets are measured an fir value, excem
that any instrument that docs aot kive a quoled markel price in an achve markel and whose Faie
value canal otherwise be reliably measured is stated a1 cost, including iransaction cosis, less
impairmend losses,

All non trading financial lobilitics and oniginated loons are measured ot amortised cost less
impairmend losses,  Amortised cost i3 calculated wsing the effective interest mie method,
Premiums and discounts, including mitial transaction cests, are mcluded in the cammying amount
of the related instrument and anomiced Based on the effecnive imerest e of the insirumen
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Impairmeend of fTnanciol assefs

Financial assets are reviewed at each balance sheet dale to determine whether there is objective
evidence of impairment.  If any such indication exists, the asset’s recoverable amoumd is
estirmated.

The recoverable amount of originaied loans is calculated as the present value of the expected
future cash flows, discounted at the instrument’s origingl effective interest rote.  Shert-term
balances are not discounted.

Loans and advances are presented net of mpaimment provisions for uncollectibility.  Specific
imipairmient provisions are made against the camrying amount of loans and advances that are
ideniified ax being impaired based on regular reviews of oulstanding balances to reduce these
lonns and advances to their recoverable amounts,  General impaimment provisions ore maintammesd
io reduce the corrving amount of portfolios of similar loans and advances to their estimated
recoverable amounts w the balimee sheet date. The expected cash flows for portfelios of similar
assets are estimated based on previous expenence and considening the credil mting of the
underlying customers and Inte poyments of interest or penalftics.  Increases in the provision
accouni are recognised in the income stitement.

When a loan is known to be uncollectible, all the necessary legal procedures have been
completed, and the final koss has been determined, the loan is written off directly. [ in a
subsequent penicd the amount of an impaimment loss decreases and the decrease can b linked
abjectively to an evend acowming after the write dowmn, the wrle-down or provision is reversed
through the income statenyend.

Dierecopmition
A financial asset is derecognised when the Bank loses control over the contractual nghts that
comprise that asset.  This oceurs when the nghis are realised, expine or are surmendered. A

financial lability is derecognised when it s extinguished.

Available-for-sale assets that are sold are derecognised and corresponding receivables from the
buyer for the pavment are recognised as of the dute the Bank commits 1o scll the assets.

Origimated loans mmwl receivables are derccognized on the day they are transliermed by the Bank.
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Notes feontinued)

Speeific frsiriments

Eipuity secinrilies

Equity securities are classified as available for sale assers
Dbt secwrifioy

Debt secunties are classiliod as held o matunty

Loarys v acfvamees o banks and customers

Loans and advances originated by the Bank are classified as originaied loans and receivahbles.
Loans and advances sre presented net of impaimment provisions o reflect the estimated
recoverable amounts, The amortisation of any discoamis ineluded within impairment provisions
is ingluded in interest ingome,

Propersy, plant and eguipment

AN Fised assets are stted ot historie cost net of scoumulated depreciation.

Deprecition is provided on all sssets except bind and ssets in the course of construction on 2
strazighit leime basis so as o write off the cost of e asscls over ther estimated weful lives an the
fellowing annual mtes;

% T ARREM
Computers and sofiwane 2hHD
Furmniture and equipment 100 =2
Wator vehicles 1550
Leaschald improvements 2h0H)
Ruildings 1.300

Fuxatiomn

The Bank provides for taxation labilities in accordanee with law in the Federation of Bosnia and
Herzegovina,

Share capifal and reserves

Share capital is stated in KM at nominal value. Any profit for the vear afier appropriations is
tramsfermed to reserves.

Comparalives

Where necessary, comparative information has been reclassified to achieve consistency with
current financial year amousts and other disclosures,

Incorparation

The Bank is a joint siock company incorporaied in the Federation of Bosnia and Herregovina,
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4 Interest income
{a)  Amalvsis by source

Tertal iterest income is derived from the following sources:

Coan pasties
Indivedumlbs
RAanks and other financinl mstitmions

by Analysis by product
Interest income 15 analysed by banking products as follows;
Laas and slvances 1o cuslomers

Ohligniory reserve with the Cemtrl Bionk of Bosnin and Herregosina
Onher phacements wiile amd lomns and sdvarces 1o hanks

5 Interest espense
(a)  Aaalvsis by recipicnt
Tedal interest payeble is analysed by recipient as follews:
Companics

Imdividuals
[arks and cther lNinancas| anstiuxons

203
KA

10500
Yaz9
1.507

15,5067

2043
LS R

4. k60

242

15507

2003
kA0

ek
1213

4530

2002
(S RLLL

8355
2468
1200

12,033

202
(S RLLH

10,523
125
1085

| 2033

202
kAT HD

2494
L1120
615

4,138
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ikl Analvsis by prodoci

Tl indterest puyvable is analysed by banking prosuct as (ollows:

Cument seeounts and deposit
Bosrowings

[ Commission and Fee income

Fee income fiom processing of international payment irmnsactons
Fee incomae from processing of domestic payment Imnsciions
Fee income firom lending sctivities

Fee inconse from guarantees and letter ol ereda

Fie income from foreign exchange nsactions

Fee incomee from ogency services

et foe inconic

7 Foreign exchange gains. net

Foreign exchange tding gain , net
Mot foreign exchamvge boss from imnslation of monelary assets and
liahilizies
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L R

A820
T

453

2003
LS R

1,077
1310

178

5305

20003
LS

LR
[ 14%)

475

2002
(A NCLY

3623
G115

4,158

2002
[ ASRLLL

T58
1,238
Lo

il

270

Jr

4,083

M2
4% WL

LE ]

{Gld)

226



B

i

Noles jeonrimed)

{8 Bawka od

Arravad reprovi for the vear ended 31 December 20603

Other operating income

Pl

LY T

Codbeetion of reccivables wrimen ol 116
Divudend mneome T
Hental incomss il
Onthet operaling lwome 123
1299

Operating cxpenses

200k

KA M0

Sarketing nnd represenintion costs 281
Personne] costs 4684
Ceher personne costs &Y
Rent 1=
[heprecsion 24
Ao tion 112
Corsuhnncy fees 458
Savins depenits insuranee and other insumnee charpes 142
Cher expensis 1,7
0,00

I.163

2002
RN HD

27
14538
5T
b
4l

42
[
LA4Z5

T35

Personnel costs inclode KM 337 thousand (2002; KM 775 thousand) of defined pension
contributions paid into the State pension plan. The Bank had 169 employees o1 31 December

2003 {20022 145k

Impairment losses and provisions

The charge 1o the income statemen in respect of impairment bosses amld provisions is analyvsed as

fulboaws:

Impairment lonses and provisions
fior boans el placements o banks
fowr boans B customers
fiwr equiity securities
For cash in hand
for other balance shool exposures
for off halance sheet exposures

2041}
A 000

1
4411

Lnnl
o2

A0S

2002
(SR

2035
115
205

1,128
433

4900
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i Taxation

20 20HKZ

LA UL LR

Accousding profit bhelons tay N 1,205
Dhisallivacable Bema 513 1570
Albowahle ibems [ 5din) (265
Tax bose 3427 20T
I ta at 0% (2002 30%) (L Thl
Reduction of tax lishility for reimvesiment of profit R[] (5RE)
Vs petamied fof o relied for peievestmoent of peofit foe 2001 - (*E3)
Reduction of tay, [ksbility for foreign shancholdors (218} =
Incoime tax (endit) / charge for the year 54 (38T}

Tux 15 payoble o1 the rote of 30% (2002; 30%) on adjusted operating profits for 1ax purpeses,

12 Cash reserves

oD 2062

KA T R

Cash im hand T.E204 &, 009
Curremt pegousits with other banks a6l 1067
Ciiro accoainl 63,242 TR0
T 70T B49TE

13 Obligstory reserve with the Central bank

The obligatory reserve represents amounts regquirgd 1o be deposited with the Central Bank of
Bosnia and Hersegoving, Purswant to the Law on the Central Bank of Bosnia snd Hereegovina,
the obligaory reserve requinement represents 5% of average ten=day demand and tme deposits
amaf borrowed funds irrelevant 1o he curmency m which they are held.

The obligatory reserve is maintained through aversge balance on the reserve’s sccount with the
Central bank,
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i4 ki securities

Dbt securities consist of corporate bills of exchange deneminated in KM with
matunities from 3 May 2004 o | July 2006, bearing interest al 8% per annuam.

5 Flacements with, and loans and advamces to, other hanks

ok O

L] S RLLE
Loans & barks 2030 2,045
Placements with banks 18218 8332
Impairment allowance sy -

142 [R5 4
It Loans and advances (o customers
(2} Analvsis by prodoct
RIS il L

AT LS SR
i pan e
«im KM 106,900 B163%
- i forcign currency 11475 T.413
Tkal e bes I15.5%84 RE.R52
Individuals
- im KM 32050 18902
- i furtigﬂrun‘trhrj 4. 893 4,341
Total individualk p9%0 23242
Total loaps before provisions 155,578 112,054
Irmparirmsent allowamee
- specific (1.7 {151
- pemeral [ 2.20H) {1 964
Total loans alter proyisions 141454 102,544

In KM foans ane included boans i the amoeunt of KM 62,706 thousand determined with neference to their
EUR couster value. Repavments of principad and imerest sre determined m loreign curreney and paid in
the KM equivalent translated at the rate applicable on the date of payment.
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iby  Movement in impairment allowance for loans b cusiomers

a3 L |
Totsl  Specific Cienersl Tanal Specific Cieneral
BATOOD KM RN KMOO00 KM R0
A at 1 January 2043 LR TET9 (R 1214 5,192 1 422
Mol change W income slalcmeni dAll 172 119 2,935 2. 354 547
Wirite off {4 (i - {0 801§ .
As ot 51 Devernber 03 139 1.7 2108 9,548 T.579 1,964

(¢} Concentration of credit visk by industry

Commercial lending 15 concentrated on companies domiciled in Bosmp and Hersegoving,

The Bank's gross loan portfolie, a1 31 December 2003 and as at 31 December 20602, is analysed
by indusdry i the table below:

Jiad 2003

A0 T

Aggrigulture, fishing TED T80
Mining 1,263 -
Construcion 13,741 11,50
W lesahe and petnil E{ Akt 275000
Tamorisem, uah:'rirE 2,048 44010
T ransporintion, Sonmanctions (TN 1. A1%
Financkd secior I.H33 335103
Real estale ¥ 1198
Mublic secior 4.0%2 4, 5000
Prosessing 41,508 21043
hher TAM 2,742
Tuotal corporate lending 118354 1 )
Tatal beneling ro ndividialk An98e 253241

—

Taotal kending 155573 112,044
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17 Accrued interest and other asseis

03 22
KA 0 T AR
Aoomued imcresi 1,20% I, 100
Acomued foss 410 iz
Prepon nhents 12 |=T
Prepail ax 80 =T
Oiher ssets a2 323
180T ol 1
1] Equity securitics
2003 2003
LY T K A" O
Liseed amid minlisted securities (avatlable for sale) 1. 64 1611
Equuity investment in assacinle oompaniss
Bamcard doo, Sarajevo 445 -
Imparmsent allvwanee i475) {115}
1377 1,4%5

Listed secunitics are quoted on the Sarajevo Stock Exchange. However, there is no sufficiendly
sctivie these securities, they are valued ol cost less impairment,
I8 {a) Movemcent in equity securitics

2004 202

IR SR CLT]
ol
Asat | Jarmary 1611 1565
Addddithons A 43
halis i12) .
Write afls ) -
Asat 31 Decembser 1 852 1Ll
e pairmeni
As at | Jarmiary 15 -
Impaimmerd fosses (MNobe 100 Xed 115
A at 31 December 475 s
Net ook value

At 3] December 1577 1,456
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Tangible assets

Closd ¢

Ab 1 Ranuary
AL}

Adilgions

Tramilers

[Meposals and

wrile alls

A 30 Decembe
RILEE]

[heprecintion:
At I January
2iuni
Charge for the
yiar
[heseprapls anald
wrile oy

AL 3 December
JiWnd

Nt ook valur:

At | Fanuary
Rl L

Al 31 Devembser
2IHE}

Land and
buikdings
[

[k ]|

LT3

b

TR15

g

£

TATH

[ 1
Rl

ELL R

(EL

T
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ArAds
Fuirminune dmil Sliitir |ttt wiler
ki | wiliides  amproa Hia Tutal
[ LN BT R LS R UL B MY
1,354 il 113 hll 5 12,855
- . = HEH HaE
3kl 1] s 1247 -
136p (25 s . {154
152 181 FF] L 132149
m i il . 2150
|78 18 L1 - 24
{20 20 - - (153
L 6l Ihik - La07
e 33 L bl 10,514
I.EE e s (MR RN
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Intangible assels

Cosllz

At | laduary 20063
Additions.
Transfers

At 30 December 203

Amarisation:
At | January 204K
Churge for the yewr

A 30 Decenber D03

Met book valae:

At | January 2003

Al 3 Decemlser 20003

Sofiware

132

Li T

z

12

148

23

655
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Mssels wndler
consiruction Tzl
L WY L T
420 L
6s 368
(G720 =
11 a1y
- 37
. 112
- 149
420 k] &
[N TR
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F | Current aceounts and deposits from customers

ok 2002
L T K" M)
Lamwaries
Demansd deposits
- m kM TLGI3 54,341
= in foreign currency 14,768 12,600
imse deposits
= im KA T4 390 56,399
= in forcign currency L9%Y 13,753
163,768 144, v
Srmfiwictreen’s
Drernomd deposits
- in kM L] 4,6
= i fonoign Currency 3362 3T
Tme deposits
- in kM 4,052 3328
= i laneign currency e 1] X231
AT.681 iem
Todal curreri accounis and dn:pmilﬁ froem cusiomesrs RLTEELE 177,764
22 HBorrowings
213 22
L T B MM
Fl:ﬂ-n'nuinp denominmed in fmcign CUMTE Y
- foreign hanks 12469 10,335
Baorrewings denominnied in KM
- forcipn hanis L2156 2923
« domestic banks 2.55% 2554

17578 15812
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3 Aceroed interest and other linbilities

Acorued imtenest
Salaries payable
Crediices
Diinidenls pavalble
Uik linhaligies

24 Frovisions for off balance sheet ilems

Asal | Fangaary 20603

Met charge o incame slatemient

As a3 December 2003

15 Bharc capital

Aathorised and issmed

Falarce at 1 January 2000
Balarce at 31 December 2003
Momiial value (B M)

umber of shares

L Baerka ol

Arravad reprovi for the vear ended 31 December 20603

200

L%

04

205

a5

I 56

37

T412

Tatal Specific
Y W SR
753 | &0
it an
1,145 491

Esch registered ordinury share carries the night of one vole per share.

22
(A RELT

bR
250
173
T4

I 526

{agmeral
RAT B

573

Xl

Ohrdimary
shinres

LR R

22,5900

12,5400

[LLE]

224,000

Sharcholders wha have been mlentificd as having more than 3% in the share capital of te Bank
ot 31 December 2003 are the following: Ewropean Bank for Beconstruction and Development;

Sarajevaka pivara dod. and Klas d.d,
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Analysis of cash and cash equivalents as shown in the balance sheet

For the purposes of the statement of cash flows, cash and cash equivalents comprise the
fellowing balances with less than 90 days moturity:

Nores ool 20HK2 Chasge
A I A B THI LSt
Cash roserves F TaT B4.97% (13271}
Obligmbory reserve i3 11,803 b HH4 | 0t
Short term placements with banks maturing
within 30 days 2 iy 1%, 145 570 13,375
112,655 ETLRE RS 1,723

Commitments and contingencics

The aggregsie amounts of outslanding  gearantees, fetters of credit and wundrasn loan
commitments al the year end were:

200 2002
S L (4 LT
Fayment guamniees
- i KM 671 8327
= in {oreign currency 2527 0 Bk
15599 15,353
Performancs guaramvices
- i KM T AR LRI
- i foreign currency 1716 3,157
2196 9173
Faretgn currency letsers of credit 441 12
Forcign currency bills of exchange - 95
Undrasam lending commitments
= mi kM 12992 5,378

41,228

b
e
tad
L]
==
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Within payment guaraniess is incleded KM 8635 thousand (2002: KM 177 thousand) of payment
guaraniees covered with cash collateral, Within performance guarantees is included KM 1,071
thousand (2002: KM 983 thousamd) of performance guarantees covered with cash collateral,
Within letiers of credit is inchaded BEM 539 thousand of keters of credit covened with cash
cil lateral {20022 nil).

Related party fransactions

As ot 31 December 2003 the Bank had exposure toward the following shaseholders that own
more than 5% of the Bank’s shares: Sarajevska pivara dd, Sarajevo KM 1,003 thowsand and
Klas did, Sarajevo KM 4,444 thousand. At the vear end the cutstanding debi toward Sarapevska
pivara dd was KN 705 thousand, Klas dd. Samjeve KM 2,500 thousand and EBRDY was KM
6. 772 thousand.

As at 31 December 2003 the Bank had total exposure in the amount of KM 3,546 thousand
toward the sharcholders that own from 1% 1o 3% of the Bank’s shares. At the yeor end the
ouistanding debt toward the sharcholders that own from 1% o 3% of the Bank"s shares was KM
1.132 thousand.

As ot 31 December 2003 the Bank had total exposure in the amoamt of K& 156 thousand toward
the Management Board members, At the vear end the outstanding debt toward the Monagemient
Board members was KM 562 thousand.

Asat 3 December 2003 the Bank hod total exposure in the amount of KM 113 thousand toward
thi Supervisory Boand members. AL the yvear end the outstandimg debd towand ihe Supervisory
Board members was KM 263 thousand.
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Managed funds = agency hosiness

The Bank manages certain amount of assets on behalf of and o the third parties.  These assels
are kept separntely from the Bank’s assels, For is services the Bank charges a fee from 0L75%

10 2.5% (2001 0.75% - %)

Linlvilities

Inwestment Bank of Boesnin and Hereegovina

Companies

Investment Gaarantes Agency

Managed o behal{ and For thse socoun of the Chiy o Samjevwe
Managed an betalf and Tor the account of individuals

Asapis

l.ans 1o companies
Loans 1o mdividuals
Cashi on cleaning accounl

LS R

5852
11.250
LA
2015

18324

2255
419
L1

L3316

20412
[ A L

0,350
6,55
1365
1452

[
-
Z
(=

20,989
439
T
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Risk management

This note provides details of the Bank’s exposure to risk and describes the methods used by
managemend o control risk. The most important types of lnancial fsk o which the Bank is
exposed are credit sk, hquidity nsk and market nsk.  Morket nsk includes currency risk and
interest Fale risk.

An integrated sysiem of risk management is being established ot the Bank level by introducing a
set of policies and procedures, determining the limits of risk levels acceplable 1o the Bank,

a)  Credii risk

The Dank takes on exposure to credit nisk which is the nsk that a counterparty will be unable 1o
pay amoumds i full when due. The Bank structures the levels of credil misk i undertukes by
placing limits on the amwounl of msk sccepted in relation o one bomower, or groups of
bommosvers,  Such nsks are momtored on o revolving basis and subpect 0 an annual or more
frequent review,

Exposure 1o credit nisk s managed through regular analysis of the ability of bormowers and
potentin] bomowers (o meel interest and capital repayment obligeiions and by changing these
lending limits where appropriste,  Exposure to credit risk is also managed in part by oblaining
cal lteral nmd corpornte amd personnl guarantess,
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bl Maturity analysis
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The remaining controctunl maturity of the Bank™s assets and liabilities as at 31 December 2003

is presended in the table below,

Anagls

Cash moserves

Uil ipabory resenes

[edw scurities

Placeimasts with, gnd knans and
mhemrges i, bt Banks

Lasees sl o Lo cumliimons.

Accnued inderess and ther assois

Faguity sacunties

Tangible wocts

|ritsarngihle maaata

Tl asscts

Liabilitics aned fmnils cmplo ol

Curment accounts and depossis from
OIS

Borgow lings

Aggrued intorest and other Rabilies

Presvisions for ol balance shet soms

Shane copital and reserves

Tustal lakilities

Maturity gap

Upim i
manih
KA 000

TI0T
10200

RN E A
544
19T
12T

T8 543

I 1T
H

4402

k2 ALE

13,508

It
5 momils
A" 0HH]

1 monihs
e I vear
K] s

RDEA

6, 731
207K

&7, T

14173

Syean
KT THH

630

2,040

iher
L years
K% il

Toual
[ URTI]

71,007
11,803
(kL

2k 42
141 454
1,967
1,377
1kl 2
Thi

20l 4%
bl
2412
1145
2% 585

2611 6%

n
(V)]
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e} Market risk
Tnrerest raie repricing, gap aolveis ol amownes siiyfect fo fived fierest raes

The Bank fakes on exposune o the effecs of fluciations in the prevailing levels of market
inberest rates on s Ninancial possbion and cash Nows. Interest margins may inenesese 05 a resuli
of such changes but may reduce or create bosses in the event that unexpected movements arise,
The Management Board sets limits on the level of mismateh of inderest rate repricmg that may
be undertaken,

The lollowing tuble illusirates the sensitivity of the Bank’s camings to movemenis in invlerest
rates. Eamings will also be affected by the currency of the sssets and liabilities.

Amiwnts
X mivwibes Mon wnlsject
Ui i | tad ti 1 ins (her & inferel i fiedd
e th miniha year yEar YERrs teemring Tastal railes
BN T K KA HM BN TN [T ] BT KA in Rt R
Ansgty
Ul it i3, B - - - - EALID ] T 107 LER ]
il igmtiory roserves L1303 . . * J v 11503 11,803
Dot ssscuritioes: . fLie) 48] . . . 113 (AL
Placemeras with, and koams
1w athier banics 14,5101 oy - - - 134 o142 1910
Lusases by sl 18,230 13443 T,.2K3 16,102 I3 - 141454 7,11
Awgrudd interest and other
i - . . . . 2,967 96T .
Fuquity securithes g : . . ] 13T 1,377 .
Tangihlke psacis - - - - - 0] I [ LIF-] g -
TR S - - - - - Tk I -
Tadlal awwcts 1250 14540 FLIM IR.I0Z L 24065 Zhl, 169 169,454
Linhilitics nmd fmnids
i o cal
Corren acoommts pnd
deponits Eom custricn a5l 1309 &4,43] 15,780 LIZE T 201 449 113617
Bormmwings ER k] Q.591 LR 420 5556 230 ST.578 5062
Awcruad intonest and athor
lsabilities . . . . . 2402 LAl¥ .
Provisions for off balmee
et ness = - - - - 1,142 1045 =
Share coprital sl noseroes - - - - - 29588 I9.5%5 -
Tadtal lrabulities LR oL ™1,202 16212 LT 43242 b1, 169 1195599
Interesi rale gap ARy (THI0p 041 11 850 {4,290y {19,073 - 0250
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Foreiyn exclonge position
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The Bank takes on exposure 1o effects of fuctuatiions in the prevadling foregn curmency
exchange mates on its financial position and cash flows. The Management Board sets limits on
thee level of exposure by currency and in total for both overmight and wtreday positions, which

are monitored daily,

The Bank had the follewing forcign exchange positions as at 31 December 2003,

Anarry

Lgsh irsemves

Uiligatory Feservg

[ seocurisies.

Placemenss with, and kans and
mchvances oy, other hanis

Lasgics usd v Eaiges 1 GULINTICSS:

Acemid inleress aml oiher asscts

Laquity socungics

Tangihle s

Intangide macts

Toinl ety

Liabilitirs amd Tands cm o ed

Cummenl acounts and deposats
froom cusdomers

s ings

Aocrued Interest and other
laabsilitiss

Provision for ol Balance shod
ioms

Share copital sl reserves

Tustal linliisie

Nl Toncign cuchange panation

ELHD Lsle hher FX
A R ol [ RUTT
AT I 3% [RLEES
1, 14 d i .
15712 - B
(L] 3iw -
LR 4 A (IR
L 4539 d50
15, 10m . "
Akn [[H] 14
25019 {19 did
(21,420 (EL]] Saf

kM
KA

[ R
10803
133

1934
124, 742
I52K
1177
10E12
ToH

FELE L]

Tutal
vl el

T a7
10503
1,314

e N
TETRLE
24T
1277
InaE:

LR

il 0
ITATE

st
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Average balances and average effective inferest rafes
The table below sumimanses the sverage elfective interest rate sl year-end for momsetary

financial instruments, These average effective inerest rates reflect foreign cumency struciure
and interest rates as gl 31 December 2003 and may nod be representative at other times.

Average elfective

FLITL inferest rules

LS R e

Uaxh neservies T1.T0T 1.5
Obligasory reserves 11503 204
Dbt surities 139 LA
Placements with, loans 16 other hanks | LM
Loans and sdvanges i cusicmers 141454 10,44
Curneni accourds and deposits from customers 201 449 .08
Rarmowings ITETH 1.05

Fair values of Mnancial asseis and liabilities

Fair value represents the amount at which an asset could be exchanged or a lighility setbed on an
arm’s kength basis. As venifiable market prices are not available for a significant portion of the
Bank's Nnancial assets and lizbilities, fair values have been based on management assumplions,
The management of the Bank believes thot the fair values of pssets ond hobilitics are not
significantly different from book values,
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Financial statements prepared in the form prescribed by the
Federal Agency for the Banks of Bosnia and Herzegovina

These financial statements comprise the Ingome Statement for the vear ended 31 December
2003 and the Balance Sheet as a1 31 December 2003 prepared in the form prescribed by the
Deciston on volume, form and contents of programs and repodts on economie and financial audit
from 13 May 1999 the Amended Decision from 9 November 2000 and the Amended Decision

from 19 December 2002
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Income stutement for the vear ended 31 December 2003

Imtrrest imcome and imicrest cigerese

Interrnl b ooicd riwier e

Irtierent bearing degemits with dopanil inabilulms
Fistcmirity wilh othed Bunks

Lt ] i
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Tatia] hideresd Wwoerie it srTuliad raores

baeryet s and vimllar iy

s,

Dawrvvwings fresm other Banks

Mhorwvenings — duss

Thaxrrasings

Suimcrcdenated debas aned subond satad Bonds
U lehe iaeed g dnd e b puies

Tetal i ard mirnil

Nt intewel incoms sl slmilis incene

Oprrating mocne

et Bpm FX e i

Fex ineoiemie Troves lerhig aetivites

Fee merene rom posrsios and betters of cradit
Dy o oo

Irwira; Horami Bendding actoitios

DEher opsTaiing | neams

Tosted sriafing Inesmic

N inlrresk c1peman

Banimeis exparmes

Ummeral proveion Tof Belanoe dect sl of1 haleser sl oxjasarey
Dy iy

Toka! uisinesa @ aeass.

ipersting ¢ 1w,
Foreenzad cosia

ltpwldhn-dulh,—rhnlqupnimnﬂpdn{:-n
(Eher pperading oxpomsey

Tade vpsciatmg oo et
Tl Woow TR R

Prafit belore s
Tausthes

Nl pradlii foor e yeur

LEN

BFa a a

4503
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wsa
1545
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[

T.R45

TH54

13028
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8955

13304

1.7
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I, 2HI2,
(AR L4111
Asscls
Cash reserves and deposis with finsncel isRinnan 1014 [EEL
Uashy aiad oo Inlercsd Beariig deposits EL53) RERGE
Inderest bearmmg deprosits B35 LU ELY
Trading portiolio . B
Placemenis. widh basks - a
Lians, necelvibdes fenm beasing and dee debis 152,237 BITEEE
Lexens 1274 (15 P
Kosemvables froas hesisg - -
D ot amd v altvbes. o Icasing T84T i, |6
Diebt securities hold b maturiy 1 -
Flagisinesa promises and other fived wees L5 101687
Oither reul estxies i 57
Eqquity investmesns in noa cossodidaied companies 1,882 1,611
[ nher psscts 4787 £310
Lgsa: Prowishons B possible keses R LT
Provisions for boans, reccivables from keasing and duc debis M 5530
Prenvicions for other moeeis ¥ 470
Tukal assets THD 160 2237
i il s
Dhepaosits 201449 1 78,050
I Busaring deordes 195,354 1708, 74
oo e depusita R 7,254
Thie &ehis
D mogaid debis - *
Gusranices called up . =
Berrowings from other hanls - -
Llabiligis dowand the governimest 2 2
Flormonw ings il ] | | 15812
wilh remaiing mafurdy up e | year LR 3,330
with pemnadaing maturiy aver | year ALY 12,482
Suboadimaied delbes sl saibondiaaied bonds AT -
[hher Hakslites 348K 1582
Total liabilsties ZILSES Iy 424
Cupirs] mnil reseries
Preloroeoe shares . -
Chridinary shares LU0 23 WMk
Sharg premium . -
Prgleninae s
Oirlinany stans - -
Retsired profits and capital reseries 1iEE B
Foreigm excharge differences . B
I Hher v 1A 1. 503
Total sharehabder's Nimds AR 26,623
Totalliabilities and funds caaphiy cd 262,169 223,047









