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Introduction

Based on the Decision of the Banking Agency of the Federation of Bosnia and Herzegovina (Official Ga-
zette of the Federation of BiH 39/2021) Decision on Disclosure of Bank Data and Information (hereinaf-
ter the Decision), Instructions for Disclosure of Bank Data and Information, hereinafter the Instructions,
(June 2021) and the Article 111 of the Law on Banks (Official Gazette of the Federation of BiH 27/2017),
Intesa Sanpaolo Banka d.d. Bosna i Hercegovina hereby publicly publishes data and information for the
period 01.01.2024 - 31.12.2024.

This report contains data and information in accordance with the minimum requirements of the afore-
mentioned Decision and Instruction. Published data represent information that is material, and which
is not protected and confidential.

The public publishing is prepared in accordance with the Manual adopted by the Management Board

of the Bank, adopted in accordance with Article 2, paragraph 3, and Article 18 of the Decision, and it

contains:

+ setting the roles and responsibilities of organizational units involved in the process of preparing the
public publishing;

+ criteria for determining the data, ie information that will be published;

+ assessment of the adequacy and control of published information;

+ assessment of whether the publishing comprehensively presents the Bank’s risk profile;

+ time of publication.

The Bank adequately manages its risks and guarantees that its established risk management systems
are adequate and appropriate given the profile and strategy of the institution.

Annually, within the ICAAP process, the Bank defines and quantifies the risk appetite of the Bank. The
risk strategy defines the desired risk appetite, while ensuring adequate monitoring of the risk profile,
which includes integrated and comprehensive management of risks which might affect the risk profile.
When determining the risk appetite, the Bank integrates activities related to business planning and
budgeting and based on business strategies, budget and assessed risks in environment, it identifies key
and significant risks for the upcoming period and defines strategic key limits that ensure the stability
of the Bank in future periods.

The Bank has developed an integrated framework for monitoring the Bank’s risk profile, which provides
a comprehensive overview of risk profiles and risk appetites as additional information with standard
reports on exposure to certain risk.

The total risk appetite of Intesa Sanpaolo Banka dd BiH, hereinafter referred to as the Bank, (Risk Man-
agement Strategy) is defined by the following structure of the highest-level limits, intended to ensure
the long-term solvency and liquidity of the Bank:

+ The long-term solvency of the Bank is ensured by the capital adequacy framework with limits de-
fined based on regulatory and internal rules (such as capital adequacy ratio, economic capital and
leverage);

« The Bank's liquidity is ensured by established policies on liquidity with limits relating to both short-
term and structural liquidity. The prescribed policies take into account a number of aspects of li-
quidity risk management, but due to their importance and significance for the Bank, liquidity risk
limits (LCR?, NSFR?) are of strategic importance and therefore form an integral part of the Tier 1 risk
appetite limit;

+ The Bank’s operational risk is limited by defining specific limits for operating losses.

-

LCR (Liquidity Coverage Ratio) short-term (30-day) liquidity coverage ratio
2 Net Stable Funding Ratio NSFR (Net Stable Funding Ratio) Structural liquidity ratio
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Within 2024, there were no significant changes in the Bank’s risk exposure profile, while credit risk re-
mains the most significant risk in all segments. The Bank is sufficiently capitalized with an adequate li-
quidity position and is fully compliant with all crucial internal and external requirements, thus ensuring
the stability of the Bank, both in the past and in future periods.

The Report was adopted at the meeting of the Management Board of the Bank held on May 12t 2025
and at the meeting of the Supervisory Board of the Bank held on May 22" 2025.

The Report is publicly published on Website of Intesa Sanpaolo Banka dd. Bosna i Hercegovina (www.
intesasanpaolobanka.ba).

On behalf of the Bank's Management Board

Michele Castoro

Wt —

President of The Management Board

Minja Filipovié

/
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1. BUSINESS NAME AND SEAT OF THE BANK

Pursuant to Article 2. of the Decision, the Bank hereby publishes the following information

1.1. Establishment and activity of the Bank

The Bank was established by the Decision of the Supreme Court in Sarajevo, number: UF/I - 3816/90 of
9 January 1991, under the name UPI Banka dd Sarajevo, and in compliance with the new Law, by deci-
sion of the Cantonal Court in Sarajevo number UF/I-4091/00 of 20 October 2000 under the same name.

By Decision of the Municipal Court in Sarajevo number 065-0-Reg-08-002471 of 20 August 2008, the
Bank changed the name, so that now it operates under the name: “INTESA SANPAOLO BANKA dd BOS-
NA i HERCEGOVINA".

Seat of the Bank: Obala Kulina bana 9 A

Phone: +387 3349 75 55

Fax: +387 33497572

SWIFT: UPBK BA 22

E-mail: info@intesasanpaolobanka.ba
Website: www.intesasanpaolobanka.ba

Registration of the Bank in the Registry of the Sarajevo Municipal Court:

I.D. number: 4200720670007

Registration 65-02-0009-11
number:

Tax number: 01071138
The Bank is registered to perform the following activities:

a) receiving and depositing deposits or other funds with the repayment obligation,

b) lending and receiving loans,

c) issuance of guarantees and all forms of guarantee,

d) domestic and international payment and money transfer services, in accordance with special regulations,
e) purchase and sale of foreign currency and precious metals,

f) issuing and managing means of payment (including payment cards, traveler's and banking checks),
g) financial leasing,

h) purchase, sale and collection of receivables (factoring, forfeiting, etc.),

i) participation, purchase and sale of money market instruments for its own or another’s account,

j) purchase and sale of securities (broker and dealer operations),

k) management of securities portfolio and other values,

l) support activities for securities market, agent activities and takeover of issues, in accordance with the
regulations governing the securities market,

m) investment consulting and custody activities,

n) financial management and consulting services,

0) data collection services, analysis and provision of information on the creditworthiness of legal enti-
ties and natural persons who independently perform a registered business activity,

p) renting safe boxes,

r) mediation in insurance, in accordance with the regulations governing insurance

s) other operations that represent support to specific banking operations
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1. BUSINESS NAME AND SEAT OF THE BANK (continued)

1.2. Organization Units of the Bank

Javno - Public

The Bank performs its operations through a wide network of business units belonging to the following
regional centers: Sarajevo, Zenica, Tuzla, Mostar and Banja Luka. As at 31 December 2024., the Bank has
48 business units with the regional centers.

Table 1

Regional Centre Sarajevo

Agency Centar

Agency llidZa

Regional Centre Tuzla

Agency AlipaSina

Agency Bijeljina

Agency Dobrinja

Agency Tuzla

Agency Otoka

Agency Briko

Agency Sipad

Agency Gratanica

Agency Vogosca

Agency Gradadac

Agency Titova

Agency Srebrenik

Agency Istotno Sarajevo

Agency Slatina

Agency Alipasino Polje

Agency Zivinice

Regional Centre Mostar

Regional Centre Zenica Agency Rondo
Agency Bugaojno Agency Capljina
Agency Jajce Agency Livno
Agency Kakanj Agency Siroki Brijeg
Agency Kiseljak Agency Temislavgrad
Agency Novi Travnik Agency Drvar
Agency Park-Zenica Agency Posusje
Agency Travnik Agency Ljubuski
Agency Jelah Agency Ero

Agency Visoko

Agency Vitez Regional Centre Banja Luka
.F'.ger!c}riepﬁe Agency Prijedor

Agency Zenica

Agency Banja Luka Centar

Agency Breza

Agency Krajina
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1. BUSINESS NAME AND SEAT OF THE BANK (continued)

1.3. Organization structure of the Bank
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1. BUSINESS NAME AND SEAT OF THE BANK (continued)

1.4. Employees of the Bank

As at 31 December 2024., the Bank had 612 employees, out of which 283 employees relates to the busi-
ness network of the Bank.
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2. DATA AND INFORMATION RELATING TO THE OWNERSHIP STRUCTURE AND
MEMBERS OF THE BANK'S SUPERVISORY AND MANAGEMENT BOARD

Pursuant to Article 4. of the Decision, the Bank publishes the following information:

2.1. List of shareholders with 5% or more shares with the voting rights

Structure of shareholders capital of the Bank as at 31 December 2024. is as follows:

Table 2
Owner structure
MName and surname / name of shareholders who have 5% or % participation
No. more participation in the capital (order by size of
participation) Ordinary shares Priority shares
1. |Privredna banka Zagreb d.d. 100.00% 55.00%
2. |Others 0.00% 45.00%
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2. DATA AND INFORMATION RELATING TO THE OWNERSHIP STRUCTURE
AND MEMBERS OF THE BANK'S SUPERVISORY AND MANAGEMENT BOARD
(continued)

2.2. Members of the Supervisory Board and Management Board of the Bank and their
biographies

In the business year of 2024. members of the Supervisory Board of the Bank were the following per-

sons:
Table 3
Members of the Bank's Supervisory Board
No. Name and surname Short biography

(or the location where the bank publishes the mentioned)

Dario Massimo Grassani

Chairman of the Supervisory Beard

Education/Profession: Postgraduate degree at UNIVERSITA' CATTOLICA DEL SACRC CUORE, Faculty of
Economics, topic "Fundamentals of microeconomics”.

Experience: Mr. Grassani's work experience in the Intesa Sanpaoclo Group began in 2001 at positions in
the Accounting and Financial Reporting Division. Mr. Grassani continued his career in CIB Bank in
Hungary at leadership/managerial positions. In the peried from 2010 to 2017, Mr. Grassani held the
position of CFO at Intesa Sanpaclo Banka d.d. Bosnia and Herzegovina, while in November 2022 he was
appointed to the position of Deputy President of the Management Board of Privredna Banka Zagreb d.d.

Mr. Grassani was appointed President of the Supervisory Board of the Bank on 14 November 2022.

Education/Profession: Bachelor of Engineering, Financial and Business Mathematics, Faculty of Science,

Zagreb.

Experience: Mr. Sopek's work experience began in 2009 at Privredna Banka Zagreb d.d. at the position of|
chief coordinator in the Risk Management Division. In the peried from January 2017 to May 2020, he was

2 Petar Sopek appointed as a member of the Audit Committee of Intesa Sanpaclo Banka d.d. Bosnia and Herzegovina,
" |Deputy Chairman of the Supervisory Board |while in February 2022, he started working as Executive Director - Head of the Risk Management
Department in PBZ d.d.
Mr. Sopek was appointed to the Supervisory Board of the Bank on 14 November 2022 as its
member/Deputy President.
Education/Profession: Master's degree, Faculty of Economics, University of Zagreb.
Experience: Ms. Jovié's work experience began in 1998 at the Ministry of Finance in Zagreb, Croatia, at
the positicn of Head of the Macroeconomic Analysis Division. After that, she had a research position at
3 lvana Jovié the World Bank, Office of Croatia, and she was Economic Adviser at the European Commission,
© |Member delegation in Croatia. Ms. Jovi¢ continued her career at Privredna Banka Zagreb d.d. in 2004, and she
currently performs the duties of the Executive Director of the Economic Research Department.
Ms. Jovié was appointed to the Supervisory Board of the Bank on 14 November 2022 as its member.
Education/Profession: Master of Laws, Faculty of Law, Zagreb, Croatia.
Experience: Mr. Grbelja's work experience began in 1988 at the Municipal Courtin Zagreb as an intern. In
4 Jadranke Grbelja 1990, Mr. Grbelja continued his career at Privredna Banka Zagreb d.d., while in 1993 he passed the Bar
© |Member Exam before the Ministry of Justice in Zagreb. He has been a manager of the Compliance Department

since 2018,

Mr. Grbelja was appointed to the Supervisory Board of the Bank on 14 November 2022 as its member.
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2. DATA AND INFORMATION RELATING TO THE OWNERSHIP STRUCTURE
AND MEMBERS OF THE BANK'S SUPERVISORY AND MANAGEMENT BOARD
(continued)

2.2. Members of the Supervisory Board and Management Board of the Bank and their

biographies (continued)

Table 3 - continuation

Members of the Bank's Supervisory Board

Name and surname

Short biography

(or the location where the bank publishes the mentioned)

Michela Boiocchi
Member

Education/Profession: Bocconi University, Milan, Bachelor of Economics.

Experience: Ms. Boiocchi's work experience began in 2003 at Banca Intesa 5.p.a., inthe Group's Planning
and Contrel Department, Banche ltalia Office, while from July 2015 to May 2018 she held the pesition of|
Head of the Non-Business Results Analysis Office at Intesa Sanpaclo 5.p.A., I15BD, Planning and Control.
Mrs. Boiocchi has been Head of the Financial Menitoring Office for International Branches since May
208

Ms. Boiocchi was appeinted to the Supervisory Board of the Bank on 14 November 2022 as its member.

Alden Bajgoric
Independent member

Education/Title: Master of Business Sciences (EMBA) -Cotrugli Business Scheol, Zagreb, Croatia

BSc in Economics - Department of Business Administration - International University, Kuala Lumpur
Malaysia.

Experience: Mr. Bajgoric began his work experience in 1998 in the Unit for privatization of banks, Ministry
of Finance of the Federation of Bosnia and Herzegovina, as a Bank Privatization Advisor. He then
continued his career at Central Profit Bank d.d. Sarajevo as the Director of the Retail Banking Department
in the period from 2002 to 2003, and then at the position of the Secretary of the Bank and the Head of the
Retail Banking Development and Monitoring Department. From 2007 to 2008 he gained banking
experience in Postbank BH Poftanska BiH d.d. Sarajevo. In the period from 2009 to 2016, he performed
function of Head of Banko and Affinity Sales Channels in UNIQA Osiguranje d.d. Sarajevo.  Mr. Bajgoric
has 23 years of work experience. Today, Mr. Bajgoric is an independent advisor.

Mr. Bajgoric was appointed to the Supervisory Board of the Bank in 2018 to the position of an
independent member of the Supervisory Board.

Massimo Malagoli
Independent member

Educationfvecation: B.5c. Ecen (Laurea in Economia a Commercio) at the Universita degli Studi Verona,
1983, cuma cum laude.

Experience: Work experience commenced in 1983 in Andersen Consulting (presently - Accenture) in the
Banking and Finance Division at the pesitions from lower staff member to the manager position. From
1998, he is at the position of the Head of the Banking Finance Unit with Banca Intesa and, subject to his
long standing experience, he has fulfilled conditions for the position of the Supervisery Board member in
several banks of the Intesa Sanpacle Group: member (deputy president since 2012) of the Supervisory
Board of VUB bank (Slovakia), deputy president of the Management Board of Intesa Sanpaclo banka
Albania, deputy president of the Supervisory Board of CIB banka (Hungary), member (president since
March 2013) of the Management Board of Intesa Beograd (Serbia), member of the Supervisory Board of|
PBZ (Croatia), member of the Audit Committee of Banca Intesa Russia, member of the Supervisory Board
of ISP BiH, deputy president of the Supervisory Board of ISP Card Zagreb and ISP Card Ljubljana.

Mr. Malagoli was appointed to the Supervisory Board of Intesa Sanpaclo Banka on 20.04.2022 at the
position of the member of the Supervisory Board with continued term of office and re-appointment on
14.11.2022.
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2. DATA AND INFORMATION RELATING TO THE OWNERSHIP STRUCTURE
AND MEMBERS OF THE BANK'S SUPERVISORY AND MANAGEMENT BOARD
(continued)

2.2. Members of the Supervisory Board and Management Board of the Bank and their
biographies (continued)

As at 31 December 2024., the Management Board of the Bank is comprised of the President and two
members of the Management Board. The following persons performed those functions within the year:

Members of the Management Board
Short biography
(or the location where the bank publishes the mentioned)

Na. Name and surname

Educationfvecation: University in Parma (ltaly) - gained academic degree in economics (five-year
program), thesis in the segment of financial intermediaries titled “Technology and banking services for

customers - private individuals”.

B.Sc. Econ

Michele Castors Experience: Work experience dates back to 2001 - Cedacri spa in the consulting segment. From July 2016
1. President of the Management Board to August 2018, he was employed with Intesa Sanpacle Banka (Slovenia), Intesa Sanpaolo Group SpA, at
the position of the Head of the Risk Management Department. From September 2018, the position held is
Deputy Director and Director of the Risk Management and Control Division in Eximbank {Moldova) and on
14.06.2022 he was officially appointed to the position of the Management Board member - Deputy

President of the Management Board of Intesa Sanpaolo Bank d.d. Bosnia and Herzegovina.

On October 19, 2024, Mr. Castoro was appeinted as President of the Management Board.

Education/Profession: Graduate Economist - Faculty of Economics, University of Sarajevo - Marketing;
Faculty of Economics, University of Sarajevo, Postgraduate Studies - Master's Degree in Financial

Management

Experience: Since October 2024, Ms. Filipovic has served as a member of the Management Board and
Deputy President of the Management Board at Intesa Sanpaolo Banka d.d. BiH, where she coordinates
the ICT and Operations Sector, the Finance Sector, the Governance and Control Sector, the Bank's
Secretariat and the Legal Affairs Department. She is also responsible for ESG initiatives and manages the
oversight of anti-money laundering and compliance initiatives at the Management Board level, while
maintaining the independence of these functions. From January 2022 to October 2024, she was the
Minja Filipovic Executive Director of the Retail Sector, managing five branches and a support department with more
Member of the Management Board than 200 employees, responsible for the retail and small business segment, and for the budget and
profitability of this segment. As Director of the Product Development and Affluent/Private Clients
Department from 2013 to 2021, she oversaw product development, marketing, regulatory compliance
and supplier communications. She was particularly involved in key projects such as the introduction of e-
banking and mobile banking, and the development of new products such as the Visa Inspire card and the
premium Visa Platinum card. She began her career as a personal banker and teller, and later as an
analyst in the Product Development Department, gaining a thorough understanding of banking
operations.

On 19.10.2024. Ms. Filipovic was appeinted as Deputy of the Management Board.

Education/Profession: Graduate Economist - Faculty of Economics, University of Sarajevo

Experience: Ms. Karamustafic has more than 15 years of experience in the field of credit risk, risk
management and regulatory compliance. She currently serves as a member of the Management Board
and Executive Director of the Risk Control and Management Department at Intesa Sanpaclo Bank
Indira Karamustafic Sarajevo, where she is responsible for developing and implementing strategies to minimize all types of|
Member of the Management Board risks. Previously, she was the Director of the Credit Risk Approval Department at Bosnia Bank
International, and the Director of the Underwriting Department at Sberbank BH, where she gained
significant experience in analyzing credit applications and managing portfolios. She is known for her

strategic approach and effective leadership of teams through complex challenges in the banking sector.

On 19.10.2024. Ms. Karamustafic was appointed as a member of the Management Board-CRO.
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2. DATA AND INFORMATION RELATING TO THE OWNERSHIP STRUCTURE
AND MEMBERS OF THE BANK'S SUPERVISORY AND MANAGEMENT BOARD
(continued)

2.2. Members of the Supervisory Board and Management Board of the Bank and their
biographies (continued)

Table 4 - continuation

Members of the Management Board

No.

Name and surname

Short biography

(or the location where the bank publishes the mentioned)

Marco Trevisan

18.10.2024.

President of the Management Board until

Education f Title: Master of Corporate Finance - Bocconi University, BA in Economics, University of|

Trieste.

Experience: Mr. Trevisan has gained his first experience in the banking sector since 1905, Intesa
Sanpaclo Bank holds a professional positicn in the fields of real estate, finance and corporate banking.
From 2014 to 2019, he served as General Manager and General Manager in Istanbul, Turkey and Dubsai,
UAE. In Intesa Sanpaclo Bank, he served as an advisor to the Management Board in the pericd from
September 2020 to December 2020.

Mr. Trevisan held the position of President of the Management Board of Intesa Sanpaclo Bank d.d.

Bosnia and Herzegovina until 18.10.2024.

Edin lzmirlija

31.03.2024.

Member of the Management Board until

Education/Title: Bachelor of Economics-Faculty of Economics, University of Sarajevo-Undergraduate

study-Department of Financial Accounting.

Experience: Mr. lzmirlija started his experience at Intesa Sanapole Bank dd. in 2004, as a Risk
Management Analyst at the Bank, and he has continued to build a successful career to this day. Mr.
lzmirlija has over 17 years of work experience in the banking sector at the positions of Director of the Risk
Management Department, Deputy Director of the Risk Management Division, Director of the Risk
Management Division, and in 2016 he was appointed Member of the Bank's Management Board.

Mr. lzmirlija held the position of Member of the Management Board of Intesa Sanpaolo Bank d.d. Bosnia
and Herzegovina until 31.03.2024.

2.3. Number of Director functions of members of the Supervisory Board and management
Board
Number of director functions of members of the Supervisory Board and Management Board of the
Bank, given the size, internal organization and type, scope and complexity of performed operations.

Name and surname ) . Number of head
of a member of the Number of Number of non- Of which the Of which the functions in
Na. | supervisory board executive head executive head num-ber of numbe.r of non- institutions in the
executive head executive head
or management | functions (in total) | functions (in total) . . . ) non-profit
functions in Group | functions in Group .
board of the bank institutions
1. |Alden Bajgoric 1 1 0 1 0
2. [Michele Castoro 1 0 1 0 0
3. [Minja Filipowic 0 1 0 1 0
4. |Mirsad Brki¢ 1 a 1 ] a
5. |Indira Karamustafic 1 0 1 0 0
6. |Dario Massimo Grass 1 1 1 1 1
7. |Petar Sopek 1 2 1 2 0
8. [(Jadranko Grbelja 1 1 1 1 0
9. |Michela Boiocchi 1 1 1 1 0
10. |vana Jovic 1 1 1 1 0
11. [Massimo Malagoli 0 1 0 1 0
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2. DATA AND INFORMATION RELATING TO THE OWNERSHIP STRUCTURE
AND MEMBERS OF THE BANK'S SUPERVISORY AND MANAGEMENT BOARD
(continued)

2.4. Policy for selection and evaluation of members of the Supervisory Board and the
Management Board of the Bank

During 2024., the Bank applied the following documents when assessing the members of the Supervi-

sory Board and the Management Board of the Bank:

[0 Policies for Assessment of the Supervisory Board of Intesa Sanpaolo Banka d.d. Bosnia and Herze-
govina

[0 Policies for the assessment of members of the Management Board and key function holders of In-
tesa Sanpaolo Banka d.d. Bosnia and Herzegovina

[0 Policies on suitability assessment

When assessing the Supervisory Board, members of the Management Board and key function holders
of the Bank, the Bank applied criteria and procedures for assessing the fulfillment of conditions of
proposed and of existing, already appointed members of the Bank’s bodies. Namely, during the assess-
ment, the Bank's Nomination Committee assessed the good reputation, appropriate qualifications and
experience for performing a function of member of the bank’s body. All relevant and available informa-
tion as well as the criteria prescribed by the relevant Policies and Procedures have been considered.
During the assessment, considered were the theoretical experiences gained through education and
professional training as well as practical experiences gained by performing previous operations. In ad-
dition, during the assessment, considered were the level and profile of education in terms of banking,
financial activities, management, strategic planning, knowledge of the bank’s business strategy and risk
management.

2.5. Members of the Audit Committee and their biographies

Within 2024., members of the Audit Committee were as follows:

Table 6

Members of the Audit Committee

Short biography

No. MName and surname

{or the location where the bank publishes the mentioned)

Education/Degree:
Master of Business Administration (MBA) — University of Tirana and Lincoln University, Mebraska
BA in Business Administration — University of Tirana, Faculty of Economics

Experience:

Florion Tefiku gained his career experience in the banking sector. Since 2016, he has been serving as the
Chief Internal Auditor at Intesa Sanpaocle Banca Luxembourg. His responsibilities include preparing and
implementing the annual internal audit plan, managing teams and coordinating with regulators, as well
as reporting to the Management Board and the Audit Committee. He also provides advisory services on
internal control systems and auditing banking processes. He previously worked at Intesa Sanpaclo Milano
Florion Tefiku as a Senior Auditor (2008-2016), where he led audits in foreign subsidiaries and was responsible for the
Chairman audit of the credit portfolic and risk management. He also played key roles in preparing reports for
regulators and developing new internal procedures for the group.

Membership:
Chairman of the Audit Committee - Intesa Sanpaclo (2012-2021)
Member of the Luxembourg Institute of Internal Auditors (2016-present)

Education
MBA, University of Tirana and Linceln University, Nebraska (2001-2003)
BA in Business Administration, University of Tirana (1990-1995).
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2. DATA AND INFORMATION RELATING TO THE OWNERSHIP STRUCTURE
AND MEMBERS OF THE BANK'S SUPERVISORY AND MANAGEMENT BOARD

(continued)

Table 6 - continuation

Members of the Audit Committee

No. Name and surname

Short biography

(or the location where the bank publishes the mentioned)

Valentina Nuccio
Member

Education/Degree: Master of Economics, Universita degli Studi di Siena
Bachelor of Business Economics, Universita degli Studi di Siena
Visiting Student, University of Oxford, Pembroke Cellege

Experience: Valentina Muccic is an experienced banking professional with over 15 years of experience in
managing financial crime prevention, regulatory compliance and implementing strategic initiatives within
global financial institutions. She currently serves as Head of the Financial Crime Prevention Unitin the
International Banking Sector of Intesa Sanpacle Subsidiaries, where she leads a team respensible for
implementing the Group Framework at local level and coordinating corrective actions. Her previous
experience includes successfully leading the recovery projects of the ISP NMew York and London branches,
coordinating regulatory and audit initiatives, and playing a key role in implementing AFC operating
maodels in international branches. She is known for her excellent management of high-risk projects and

strong relationships with regulators globally.

Ana Jadresic
Member

Education/Title: BSc in Economics - University of Zagreb, Faculty of Economics and Business

Experience: Ms. Jadresic started her career as an Auditor in 1998, and since 2004 she has continued her
career in PBZ Card d.o.o. as Deputy Chief Financial Officer and since 2000 as Executive Director of
Finance and Accounting. She is currently the Director of the Planning and Control Department at
Privredna Banka Zagreb d.d.

4. ||lames Vason

Permanent invitee person.

5. |Dawvor Vodanovid

Permanent invitee person.

Andrea Nani

Education / Title: "Banking and Financial Diploma", specialized executive master organized by the ltalian
Banking Association - ABI
Formazione - 2001; Degree in Economics at Pavia University

Experience: Mr. Mani began gaining experience in 1996 at Deutsche Bank SpA as Foreign Activities
Officer in Deutsche Bank SpA.. Since 2001, Mr. Nani has been the Internal Auditor at ISP Bank, and in

Member until 03.09.2024.

6.
Chairman until 25.06.2024. 2019 he held the position of Head of Internatienal Subsidiaries Banks Audit Sub-Department in ISP Chief

Audit Officer Area.
The position of Chairman of the Audit Committee of Intesa Sanpaclo Bank d.d. Bosnia and Herzegovina
Mr. Nani performs until 25.06.2024.
Education/Title: Degree in Management Economics, Federico Il University - Napoli
Experience: Mr. Masturzo started his carieer in 2003 in Masini & C. 5.3.5. - Naples - ltaly, continuing his
carieer path as Consultant in banks’ “Regulatory Management” and “Finance & Accounting” areas in 2004
in Accenture S.pA. - Milan - ltaly. In 2015, Mr. Masturzo became Head of Specialized Functions

7 Massimiliano Masturzo governance and remuneration systemns Office - Compliance Department in Intesa Sanpaoclo spA.

Currently, he performs function as Head of Subsidiaries in governance Coordination Sub-Department -

Compliance Department.

Mr. Masturze holds the pesition of the member of the Audit Committee of Intesa Sanpaclo Bank d.d.
Bosnia and Herzegovina until 03.09.2024.
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2. DATA AND INFORMATION RELATING TO THE OWNERSHIP STRUCTURE
AND MEMBERS OF THE BANK'S SUPERVISORY AND MANAGEMENT BOARD
(continued)

2.6. Members and functioning of other Boards

Members of the boards of Supervisory Board and frequency of the meetings are as follows:

Table 7
Members of the Supervisory Board, if established in the bank
Noemination Committee Freguency of meetings
1. |Daric Massimo Malagoli, Chairman
2. vana Jovid, Member Six meetings in 2024.
3. |Massimo Malageli, Member
Risk Committee Frequency of meetings
1. |Massimo Malageli, Chairman
2. |Petar Sopek, Memb
E_ a0 DPE_' ET = Fourteen meetings in 2024.
3. Michela Boiocchi, Member
4. |Cesare De Bona Bottegal, Permanent invitee
Remuneration Committee Freguency of meetings
1. |Alden Bajgoric, Chairman
2. |Dario Massimo Grassani, Member Mine meetings in 2024,
3. Michela Boiocchifjadranko Grbelja, Member

2.7. Internal Audit

The establishment of the Bank’s Internal Audit Department has been regulated by the Bank's Charter
and the Rulebook on Internal Organization of the Bank, adopted by the Bank’s Supervisory Board, in ac-
cordance with the Decision on the Internal Governance System in Banks by the Federal Banking Agency.
The Decision on the Internal Governance System in Banks was published in the Official Gazette of FBiH
in May 2021, which defined in more detail the minimum requirements for the establishment and appli-
cation of an efficient internal governance system that the bank is obliged to ensure and continuously
implement and maintain.

The Bank organized its Internal Audit function as a separate organizational unit, functionally and orga-
nizationally independent from other activities that it audits, as well as from other organizational units
in the Bank. The Bank's Internal Audit function is performed by the Internal Audit Department. The
mission of Internal Audit is to improve and protect organizational values by providing to interest and in-
fluential groups the risk-based, objective and reliable engagement, expressing assurance and advisory
services. Activities of the Internal Audit to accomplish the mission are:

« Ensuring continuous and independent supervision of regular operations and processes in the Bank
in order to prevent or detect irregularities or risky behaviors and situations, assessing the function-
ing of the established internal control systems and its application to ensure efficiency and effective-
ness of processes within the Bank, preservation of assets and protection against losses, reliability
and completeness of financial and accounting information, compliance of conducted transactions
with the rules established by the Bank's corporate bodies, internal acts and external regulations;
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2. DATA AND INFORMATION RELATING TO THE OWNERSHIP STRUCTURE
AND MEMBERS OF THE BANK'S SUPERVISORY AND MANAGEMENT BOARD
(continued)

2.7. Internal Audit (continued)

* Providing advisory support to the functions and organizational units of the Bank, including partici-
pation in projects aimed at creating added value and improving the efficiency of controls, risk man-
agement and governance of the Bank;

« Support to senior management and corporate bodies of the Bank and the regulator (eg Banking
Agency of the Federation of BiH, Banking Agency of Republika Srpska) by providing timely and sys-
tematic information on the implementation of the established internal control systems and recom-
mendations issued based on audit activities.

The purpose of Internal Audit is to perform the third level of control, to monitor the correctness of busi-
ness activities through direct supervision and risk management process. Furthermore, Internal Audit
performs activities to identify inconsistencies of valid and applied internal and external policies, proce-
dures, laws and regulations.

The Internal Audit Department performs its activities in accordance with the Rulebook and Work In-
struction of Internal Audit and the Annual Plan adopted by the Supervisory Board of the Bank upon the
proposal of the Audit Committee. Internal audit uses the Risk Model which is an internal methodolog-
ical framework for assessing the internal control system of a particular area, organizational unit and
processes in accordance with the organizational structure and process tree. The RM is the starting point
of the audit methodological framework based on the SREP (Supervisory Review and Evaluation Process)
approach, which enables the presentation of audit results through four SREP aspects defined by the
EBA® Guidelines on the Supervisory Review and Evaluation Process. Each RM associated with one of the
SREP aspects. The Risk Model is the result of a risk analysis process, and the control objectives and cor-
responding inherent risks are expressed and updated within each RM based on the risk factors of the
analyzed area. In each RM, recorded are the audited areas or organizational units to which the control
objective of a particular risk refers. In accordance with the Law on Banks, the Director and employees
of internal audit have unrestricted access to all functions, documentation, data, assets/locations and
employees of the Bank and supervise the Bank’s operations and participate at meetings of the Supervi-
sory Board and its committees.

Within its tasks, the internal audit function shall assess the following:

+ efficiency and adequacy of the bank’s internal governance system and material risks to identify, as-
sess and/or measure, monitor, control, report and take appropriate measures to limit and mitigate
the bank’s risks;

+ the adequacy of the Risk Strategy and Risk Taking and Management Policy in the Internal Gover-
nance Segment and their compliance with regulations, internal regulations, Agency's requirements
and adopted risk appetite and with the bank’s business strategy;

« compliance of the bank’s established procedures and processes with regulations, internal regula-
tions and decisions of the bank’s bodies;

+ adequacy and efficiency of the bank’s established procedures and processes, including comprehen-
siveness of the process, which ensure reliability of the methodologies and methods, assumptions
and information sources used in the bank’s internal models;

« adequacy, quality, efficiency and reliability of the risk management function and the compliance
monitoring function, as well as the established system of internal controls in all areas of the bank's
operations;

+ the system of reporting to the bank's competent bodies and heads;

+ accuracy and reliability of the bank’s financial statements and accounting records system;

3 European Banking Authority
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2. DATA AND INFORMATION RELATING TO THE OWNERSHIP STRUCTURE
AND MEMBERS OF THE BANK'S SUPERVISORY AND MANAGEMENT BOARD
(continued)

2.7. Internal Audit (continued)

« adequacy of the bank’s asset management;

+ application of the Remuneration Policy;

« compliance of new products and processes with applicable regulations, internal regulations;

+ standards and codes, as well as their impact on the risk exposure;

« adequacy of the bank’s information system;

+ the ICAAP and ILAAP strategies and processes;

+ the system for collection and accuracy of information which is disclosed publicly in accordance with
the Law and Agency's regulations;

+ weaknesses in the bank’s operations and those of its employees, as well as instances of default and
overreach of the authorities;

+ the bank’s compliance with the orders and recommendations from the Agency and audit firm and

« perform other required activities to achieve the internal audit control function’s objectives.

For all audit activities planned in the Annual Plan, the Internal Audit prepares audit reports which are
submitted to the responsible persons-directors of divisions, departments and regional centers (in which
the audit was performed), the Bank’s Management Board and the Audit Committee.

Internal audit prepares the following reports:

+ Individual reports on performed audits and controls;
* Quarterly/semi-annual work reports; and
* Annual work report.

The internal audit of ISP BiH was the subject of a quality assurance review in 2021, in accordance with
the International Standards for the Professional Practice of Internal Auditing issued by the Institute of
Internal Auditors. Deloitte performed a QAR Assessment and based on the information and evidence
gathered during the analysis, it was concluded that the Internal Audit Function of Intesa Sanpaolo Bank
d.d. Bosnia and Herzegovina operate in a way that is “Generally Conformed” with International Stan-
dards and the Code of Ethics. In 2024, the internal audit continued to carry out all activities in accor-
dance with the International Standards of Professional Practice of Internal Auditing.

Internal audit Department conducts on a quarterly basis internal quality assurance review in order to
ensure compliance of Internal Audit's activities with auditing rules and standards of Parent and Ulti-
mate Parent Bank Internal Audit. In conclusion, considering the information and the evidences collect-
ed during the performed reviews during 2024, the Internal Audit Department operates in a way that
“Generally Conforms” with auditing rules and standards of Parent and Ultimate Parent Bank Internal
Audit.In accordance with the Decision on the Internal Governance System in Banks, the Internal Audit
submits work reports to the Banking Agency.

During 2024, Muamera Zuko performed the function of the Director of the Internal Audit of the Bank.
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2. DATA AND INFORMATION RELATING TO THE OWNERSHIP STRUCTURE
AND MEMBERS OF THE BANK'S SUPERVISORY AND MANAGEMENT BOARD
(continued)

2.8. Appointment of the company for the audit of financial statements
The appointment of the external audit is prescribed by:

« the Law on Accounting and Auditing of the Federation of BiH (Official Gazette of the Federation of
BiH 15/2021);

+ the Decision of the Banking Agency of the Federation of BiH on the conditions and procedure for
issuing, refusing to issue and revoking the consent to perform banking activities (Official Gazette of
the Federation of BiH 60/2017); and

« Decision of the Banking Agency of Federation of BiH on external audit and audit content in the bank
(Official Gazette of the Federation of BiH 81/2017).

The Banking Agency of the Federation of Bosnia and Herzegovina, with its memo 04-1-3-4086-5/24 dat-
ed 04 September 2024., gave its prior consent for the selection of an external auditor for the audit of
the financial statements for 2024.

Consent was given to appoint the company Ernst & Young d.o.o. Sarajevo.

At its session held on September 27t 2024, the General Assembly of the Bank (60_GSM_27.09.2024/2)

adopted the Decision on the selection of the external auditor for the audit of financial statements for
2024 - Ernst & Young d.o.o0. Sarajevo.
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3. DATA AND INFORMATION RELATING TO THE REMUNERATION POLICY

Pursuant to Article 5. of the Decision, the Bank hereby publishes the following information
3.1. Remuneration policies and practices for identified employees

Pursuant to the Banking Act and the Decision on the Bank’s Internal Management System, the Super-
visory Board, at the proposal of the Remuneration Committee, has adopted the Remuneration and
Incentives Policies of ISP Banka d.d. BiH. The Supervisory Board of the Bank periodically revises the
Policies, and supervises the implementation of the Policies. Remuneration policies set out the methods
and rules related to the remuneration system for the Bank’s employees.

Remuneration policies must be specified and applied in proportion to the positions, contributions and
influence of employees on the Bank's risk profile.

For this reason, Intesa Sanpaolo Banka BiH identifies the so-called “Legal entity risk takers” and among
them, shows - based on the identification process at the level of the PBZ Group - Risk takers that have a
material impact on the risk profile of the PBZ Group (so-called “PBZ Group risk takers”).

In particular, the Risk takers of the legal entity ISP Banka BiH are employees whose professional ac-
tivities have a material impact on the Bank’s risk profile, including employees authorized to conclude
contracts or to take risky positions, i.e. who make decisions that affect the Bank's risk exposure, and
within the assigned powers and responsibilities. The same provisions will also apply to those employees
whose collective professional activities (ie. as members of a group of employees) affect the Bank’s risk
profile.

Also, in accordance with internal acts, the Bank conducts a comprehensive process of determining
the existing and projected risk profile. Given the defined profile and assessment of the significance of
identified risks, the Bank defines a risk management strategy once a year, which determines the risk
appetite, basic strategic guidelines for capital planning and basic principles of risk management.

In this process, the Bank classifies its risks into categories of low, medium or high importance and de-
fines the management system in accordance with the importance of risk.

3.2. Decision-making procedure for the Remuneration Policy definition

In line with the Guidelines on remuneration, incentives and identification of staff that have a material impact
on the risk profile of Intesa Sanpaolo Group acknowledged by Intesa Sanpaolo Bank BiH, as well as with
the valid Guidelines on remuneration, incentives and

identification of staff that have a material impact on the risk profile of the Bank periodically approved by
the Supervisory Board,the main roles and responsibilities are described below of the Bank's Corporate
Bodies and Functions/Departments for adoption and implementation of Intesa Sanpaolo Bank BiH Re-
muneration and Incentive Policies.

It is noteworthy that the ISP Bank BIH Guidelines, together with the Bank Remuneration and Incentive
Policies constitute the framework about the remuneration and incentive systems adopted in order to
ensure sound, prudent company management in line with the interests of all stakeholders, according
to criteria of equity, sustainability and competitiveness.

Bank’s Shareholders Meeting approves the remuneration paid to the members of the Supervisory
Board in the previous business year. The information must specify the remuneration of each member
individually, must show at least the share between fixed and variable remuneration, profit sharing, op-
tions and other benefits, cost compensation, insurance premiums, remuneration and other additional
payments, if any.
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3. DATA AND INFORMATION RELATING TO THE REMUNERATION POLICY (con-
tinued)

3.2. Decision-making procedure for the Remuneration Policy definition (continued)

Management Board of the Bank is responsible for implementation of the Remuneration and Incen-
tive Policies at the Intesa Sanpaolo Bank d.d. BiH, which submits to the Supervisory Board of the Bank,
before consulting the Remuneration Committee, proposals on reference issues and is immediately in-
formed of the decisions of the Supervisory Board related to remuneration policies, proposes Remu-
neration Policies to the Supervisory Board for approval and adoption and is responsible for their im-
plementation, and implements the decisions of the Supervisory Board that are within its competence.

Supervisory Board of the Bank is responsible for approving and reviewing Intesa Sanpaolo Banka
BiH Remuneration and Incentive Policies, then oversees, in cooperation with the Bank’s Remuneration
Committee, the application of remuneration rules, and reviews remuneration processes and practices
and compliance with Intesa Sanpaolo Bank's Remuneration Policies. During the process of reviewing,
amending and approving these policies, the Board must consider the long-term interests of sharehold-
ers, the medium-term and long-term strategies and corporate objectives of Intesa Sanpaolo Banka BiH
and its risk profile.

The Board is also responsible for approving the list of Legal Entity Risk takers, and periodically reviews
specific criteria, and at the proposal of the Remuneration Committee, approves fixed remuneration
levels for the President of the Management Board, other members of the Management Board and
Heads of control functions, and in relation to the Management Board (including President) and Heads
of control functions, approves and reviews - at the proposal of the Remuneration Committee and in
cooperation with IBD HR - the variable remuneration accrued for the reference year and, in this context,
the allocation of KPIs and performance scorecards objectives, assessment of the level of achievement
in relation to performance objectives and the amount of bonuses to be paid, if any.

By a decision of the Supervisory Board, and in accordance with the BiH legislation, Articles of Asso-
ciation of the Bank and guidelines of the Parent Bank, the Bank has established the Remuneration
Committee, consisting of 3 (three) members of the Supervisory Board, specifically, the President and
least two other members appointed and released by the Supervisory Board and bearing no executive
functions in the Bank. When appointing the Chairman and members of the Remuneration Committee,
the Bank’s Supervisory Board shall ensure their professional and independent judgement of the Remu-
neration Policies, their implementation and effect on the risk, capital and liquidity management in the
Bank.The Committee has been established to competently and independently decide on the remuner-
ation policy and practice and impacts of remunerations on the risk, capital and liquidity management.
The Remuneration Committee independently assesses the principles of remuneration and provides
support to the Supervisory Board regarding the adoption and regular review of general principles of the
Policies and identification of Risk Takers, prepares proposals of decisions for the Supervisory Board on
the total amount of variable remuneration which the Bank will pay to employees for a certain business
year, compensation to members of the Bank’s Management Board and Heads of control functions, on
an individual basis, reduction or abolition of variable remuneration for employees, including activation
of provisions on malus or return of remuneration, prepares proposals of decisions of the Supervisory
Board that affect the Bank’s risks and risk management, evaluates procedures and methods with aim
to take into account all the Bank’s risks and the Bank’s capital and liquidity, and that the Remunera-
tion Policies is consistent with the scope of the assumed risk, effective and reliable risk management,
business strategy, objectives, corporate culture, values and long-term interests of the Bank, performs
an examination of different scenarios to assess the impact of external and internal developments on
remuneration policies and practice, including assumptions for reverse stress testing, support the Su-
pervisory Board and the Bank’s Management Board in monitoring the implementation of remuneration
rules and reviewing reward and compliance procedures and practices polices, assesses fixed salary
levels for members of the Bank’'s Management Board and heads of control functions, with regard to the

Strana 22 od 95



INTES4 SNNPAOLO BANKA

Bosna i Hercegovina Javno - Public

3. DATA AND INFORMATION RELATING TO THE REMUNERATION POLICY (con-
tinued)

3.2. Decision-making procedure for the Remuneration Policy definition (continued)

President of the Management Board, other members of the Management Board and heads of control
functions, reviewing key performance indicators and performance indicators targets; assessment of
the level of achievement in relation to performance targets and the amount of bonus for payment, and
review, before approval by the

Supervisory Board, of the list of Risk takers of Intesa Sanpaolo Banka BiH identified according to the
criteria set out in the Federal Banking Agency Decision.

The Remuneration Committee has been established to facilitate professional and independent assess-
ment of policies and practice related to remunerations and impact of policies on the risk, capital and
liquidity management. While performing its duties the Remuneration Committee is required to consid-
er long-term interests of shareholders and other stakeholders in the Bank as well as the public interest.
In 2024. nine sessions of the Supervisory Board and nine sessions of the Remuneration Committee
were held on the topics related to the Remuneration and Incentive Policies of ISP BiH and their imple-
mentation.

Without prejudicing the responsibilities of the Remuneration Committee, the Risks Committee supports
the Supervisory Board in analysing Intesa Sanpaolo Bank BiH Policies in order to verify their link with
current and prospective risks, the capital strength and levels of liquidity of the Intesa Sanpaolo Bank
BiH, with specific regard to the incentive systems to the Management Board Members.

The HR and Organisation Department inter alia responsible for:

« preparing the Remuneration and Incentive Policies of Intesa Sanpaolo Banka BiH and ensuring its
full implementation;

+ determining (and periodically reviewing) the Risk takers of the legal entity, and presenting it to the
Remuneration Committee and / to the Supervisory Board;

« proposing to the Supervisory Board the level of fixed remuneration for members of the Manage-
ment Board (including the President) and heads of control functions;

+ with regard to the Management Board Members and the Heads of Control Functions, in collabora-
tion with IBD HR, assessing the variable remuneration accrued for the reference year and, in this
context, also proposing to the Supervisory Board the assignment of the KPIs and targets of the per-
formance scorecards, the assessment of the level of achievement against performance targets and
the amount of the bonus to be paid.

CFO, in cooperation with PBZ and IBD the Planning & Control Department of the Sector, is involved in
defining the Remuneration and Incentive Policies of Intesa Sanpaolo Banka BiH, in order to ensure the
consistency of the Incentive System with:

+ strategic short-term and medium-term goals of Intesa Sanpaolo Banka BiH, and PBZ and ISP Group;
+ capital strength and liquidity level of Intesa Sanpaolo Banka BiH and the Group.

Risk Management Department is responsible for:

« assesses that the remuneration and incentive systems, making an additional specific focus on the
ones of the Management Board Members, are aligned with the Risk

+ Appetite Framework and consider the overall risks, capital and liquidity parameters (i.e. verifies the
risk adjusted KPIs) and provides a written opinion;

+ participates in the ex-post risk adjustment of variable remuneration;

¢ assists the Remuneration Committee in risk-related matters,

+ is engaged, in accordance with its role, in the process of Risk Takers identification, with specific
reference to the definition of the identification criteria set in ISP BiH Remuneration and Incentive
Policies.
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3. DATA AND INFORMATION RELATING TO THE REMUNERATION POLICY (con-
tinued)

3.2. Decision-making procedure for the Remuneration Policy definition (continued)

Compliance Department shall:

+ verify if the Policies are compliant with the applicable external and internal regulations (including
ISP Group Remuneration and Incentive Policies) and provide a written opinion;

« assess if the list of Risk Takers identified follows the applicable external regulations and provides a
written opinion;

+ assist the Remuneration Committee in compliance matters.

On an annual basis, the Internal Audit Department, in collaboration with the Audit Function of PBZ/
ISP Group, verifies the compliance of the remuneration implementation procedures to the relevant
Policies and, in that context, it also checks the correct implementation of the process for identifying
Intesa Sanpaolo Bank BiH Risk Takers, informing the Audit Committee and Supervisory Board on the
results of the verifications conducted.

3.3. Information on the relationship between pay and performance

In measuring work performance, emphasis is placed on harmonization of evaluation criteria relating to
financial, objective results, ensuring responsible operations and long-term sustainability, and focusing
on the business risk reduction.

Incentive systems adopted by Intesa Sanpaolo Bank BiH, in accordance with the ISP Group’s Remunera-
tion and Incentive Policies, are directed at meeting medium and long-term goals included in the Group's
Business Plan, taking into account readiness to take risks of Intesa Sanpaolo Bank BiH and the Group,
as well as risk tolerance, and they aim to encourage the achievement of goals in terms of value creation
for the current year, within the framework of sustainability, given that the bonuses paid are related to
the available financial resources. Incentive systems for the staff of Intesa Sanpaolo Bank BiH are subject
to the minimum activation conditions required by the Regulator, and failure to meet even just one of
these conditions results in non-activation of the Incentive System.

Measuring the strategic and executive management performance is based on the Management by Ob-
jectives system (MBO) and evaluation of achievement of objective set goals. The overall performance
assessment is the average percentage of fulfiiment of goals from the operational category and goals
from the category of long-term sustainability and, through the process of annual setting and evaluation
of goals, the focus of strategic and executive management on achievement of financial and of long-term
sustainability goals is obligatory balanced. In that way, and also through the process of work performance
measurement, through its individual goals, the strategic management actively introduces risk control and
business responsibility into the goals and tasks of the Bank’s daily operations.

The variable remuneration is subject to subsequent correction mechanisms - a malus or clawback
mechanism, which, among other things, correspond to and reflect the level of risk, up to the point when
the reward is significantly reduced or cancelled to zero, both in case of negative results and the results
considerably below the forecast.

In case of deferral, each portion is subject to an ex-post adjustment mechanism - the so-called malus
conditions - according to which the relative amount recognised and the number of financial instruments
assigned, if any, may be reduced, even to zero, in the year in which the deferred portion is paid, accord-
ing to the level of achievement of the minimum conditions set by the Regulator. Also, Intesa Sanpaolo
Bank BiH reserves the right to activate mechanisms for return of bonuses already paid as required by
regulations. The Incentive System for the Risk Takers and Middle Managers aims to guide the behaviour
and managerial actions towards reaching the objectives set in the Bank’s Strategy and the Business Plan
and to reward the best annual performance assessed with a view to optimise the risk/return ratio.
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3. DATA AND INFORMATION RELATING TO THE REMUNERATION POLICY
(continued)

3.3. Information on the relationship between pay and performance (continued)

This System is formalised through Performance Scorecards.
Performance Scorecards include both KPIs of an economic and financial nature and non-financial KPIs.

The sum of weights assigned to the KPIs of each section is equivalent to the overall weight of the sec-
tion; this weight varies according to the macro-area pertaining to the employees.

The Incentive System for the Professionals aims to reward the best annual performance assessed with
a view to optimise the risk/return ratio.

The individual bonus awarding is at the discretion of the Direct Head, considering the performance
evaluation results, both in absolute and relative terms. In other words, the bonus proposal must be
consistent with the level of performance achieved, also considering the peers.

Performance measurement and evaluation for Head Office employees are carried out and documented
through NewPat tool.

This methodology provides an evaluation based on KPIs and assessment of role-specific competences.

Regarding the Network population, the performance measurement and evaluation are carried out
through NIM tool.

This system is based on a multi-level approach according to which the achievements are measured at
Bank and individual level. The impact assessment is based on a Performance Card that includes finan-
cial and non-financial KPIs. It should be noted that this system is subject to constant analysis in order to
strengthen its effectiveness and compliance with the regulations in force from time to time.

3.4. The most important characteristics of the remuneration system

Remuneration and Incentive Policies of Intesa Sanpaolo Banka BiH are based on the logic of staff seg-
mentation, which enables operational adjustment of the principles of merit and fairness in order to
appropriately differentiate total remuneration and regulate payment mechanisms specific to different
clusters, with special emphasis on those of regulatory importance for which stricter requirements are
set.

The variable component is linked to the employee’s performance and aligned to the results actually
achieved and the risks prudentially assumed, and consists of:

« short-term variable component;

* long-term variable component;

« any variable short- and long-term components, tied to the period of employment in the company;
+ any discretionary benefits.

In accordance with the regulatory guidelines, Intesa Sanpaolo Banka BiH, in accordance with the ISP
Group’s Remuneration and Incentives Policies, adopts a combination of remuneration payments that is
properly balanced in order to:

« Enable flexible management of labor costs, as the variable part can be significantly reduced, even
to zero, depending on the results achieved during the year or when the Bank / Group is unable to
maintain or return a solid capital base;

« Discouraged behavior focused on achieving short-term results, especially if it involves taking higher
risk.
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3. DATA AND INFORMATION RELATING TO THE REMUNERATION POLICY
(continued)

3.4. The most important characteristics of the remuneration system (continued)

In order to achieve the above objectives, Intesa Sanpaolo Banka BiH, in accordance with the ISP Group
Policies, has established ex ante limits in terms of uniform maximums for variable remuneration, by
defining specific ceilings for increasing bonuses in case of exceeding the set performance Incentive
systems adopted by Intesa Sanpaolo Banka BiH, in accordance with the ISP Group Remuneration and
Incentive Policies, are aimed at meeting the medium and long-term goals included in the Group’s Busi-
ness Plan, taking into account Intesa Sanpaolo Banka BiH willingness to take risks and PBZ and ISP
Group, as well as risk tolerance, and aim to encourage the achievement of goals in terms of value
creation for the current year, within sustainability, given that the bonuses paid are linked to available
financial resources.

3.5. Ratio between fixed and variable remunerations

The remuneration and incentive policies determine the appropriate ratio between the variable and
fixed part of the total remuneration for all categories of employees. It also determines the appropriate
upper limit of this ratio (cap) above which the payment of variable remuneration is not allowed. The
ratio between the fixed and variable part is determined in accordance with provisions of the current
Remuneration Policy of the Intesa Sanpaolo Group and the applicable regulations of BiH.

The ratio of fixed and variable remunerations is determined in such a way that the fixed part of total
remunerations must have a sufficiently high share in total remunerations, and for the employees per-
forming control functions, the fixed remuneration must not be less than two thirds of that employee’s
total remunerations.

In Intesa Sanpaolo Bank BiH, in line with the ISP Group Policies, ex ante limitations in terms of balanced
maximums for variable remunerations have been established through the definition of specific caps on
the increase of bonuses in relation to any over-performance.

This cap to the variable remuneration is determined in general as 100% of the fixed remuneration
except for the roles belonging to the Company Control Functions (all of them, regardless of the fact
whether the position is managerial or non-managerial) which cap is determined as 33% of the fixed
remuneration.

The payment of the individual bonus is, in any case, subject to the verification in terms of the absence of
the so-called individual compliance breaches.In particular, failure to comply with the individual access
conditions implies both the non-payment of the bonus accrued in the same year when the compliance
breach is committed and deletion of the deferred portions of the accrual conditions referred to the
same year.

A significant share, at least 40% of the variable part of remunerations is deferred for an appropri-
ate period, which must not be shorter than 3 (three) years. When paying deferred remunerations, the
matching principle is applied, and they may not be paid more than once a year in the manner and in the
instruments defined by applicable policies, acts and

decisions of the Parent Bank, as well as the existing legal regulations of BiH. The Bank will disburse a sig-
nificant share of the variable portion of remunerations, deferred and non-deferred portion, in the form
of instruments. The share of variable part of the remuneration to be paid in the form of instruments is
determined in accordance with the position and responsibilities of a particular employee, the amount
of variable remunerations of that employee and the amount of risk that employee can take. At least
50% of each variable remuneration must compose the financial instruments.
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3. DATA AND INFORMATION RELATING TO THE REMUNERATION POLICY
(continued)

3.6. Information on performance criteria for allocation of shares and variable remunerations

The principle of selectivity, merit and differentiation is applied to measure performance and calculate
individual remuneration. A performance appraisal system for managers is based on harmonization of
criteria aimed at the Bank’s financial profit and profitability of business areas and long-term sustain-
ability criteria that guarantee business continuity and accountability to all stakeholders. A cascade ap-
proach, from the highest Bank structures, managerial goals balanced in terms of earnings, risk control,
business improvement and responsibility to clients, ensures that the allocation of individual incentives
is based on responsible individual and corporate operations.

3.7. Description, criteria and explanation of variable remunerations used by the Bank

The total amount of variable remunerations is based on a combination of an individual's performance
appraisal (considering financial and non-financial criteria) and the relevant organizational part, as well
as on the Bank’s overall results. Performance appraisal refers to a multi-year period thus ensuring that
the appraisal process is based on long-term performance. Performance measurement is tailored to all
types of risks to which the Bank is or may be exposed, and must consider the cost of capital required
and the liquidity required. In determining variable employees’ remunerations or allocation of variable
remunerations within the Bank, all types of risks to which the Bank is or may be exposed are consid-
ered. The remuneration payment methods are regulated by specific instructions in the supervisory
regulations concerning remuneration, with particular reference to the deferral obligations, type of pay-
ment instruments and the retention period envisaged for the portion paid as financial instruments. In
addition, those payment methods consider that the Intesa Sanpaolo Bank BiH, according to the princi-
ple of proportionality, is classified as a Bank of smaller size or complexity. This classification was made
by adopting the criteria set out in the provisions of the Bank of Italy, which require that characteristics,
size, level of risk and complexity of activities carried out as well as the pertinence to the Group should
be considered.

Quantitative information on remunerations of ISP Bank BiH employees in relation to Article 5, para-
graph “I” of the Decision on Disclosure of Bank Data and Information was as follows:

Table 8
Gross fee in KM
Fixed fees Variable fees
Business area Number of Shares, financial Number of
; - ] employees paid Total
In maney / things employees paid Cash payment instruments related voriahle
Jixed compensation to shares o
Management functions 1,649,161 5 288,533 224 579 3 2,162,573
Control functions 352,393 3 80,372 3 441,765
Supports 364,011 4 87,801 2 451,902
Business functions and risks 391,556 4 109,163 3 500,718
Supervisory Board * 58,675 2 - - 0 58,675
Total 2815796 18 574,959 224 879 11 3615634

* Remuneration poid to independent Members of the Supervisory Board

The number of employees who were paid o fixed remuneration includes the total number of employees who held positions responsible for the refevant areas
during the year. If an employee held a position within two different areas, in the category "Number of employees who were poid o fixed remuneration” it is shown
in the lost area, while fixed and varioble remunergtion are shown occording to the actual period spent within one area.

Strana 27 od 95



INTESA SNWPAOLO BANKA

Bosna i Hercegovina Javno - Public

3. DATA AND INFORMATION RELATING TO THE REMUNERATION POLICY
(continued)

3.9. Total remunerations by employees’ categories

Quantitative information on the remuneration of employees of ISP Bank BiH related to Article 5, para-
graph “h" of the Decision on Disclosure of Bank Data and Information was as follows:

Table 9
Gross fee in KM
Fixed fees Variable fees
Business area Number of Shares, finoncial Number of
. . . employees paid Total
In money / things emplayees paid Cosh payment | instrumerts related voriable
Jixed compensation to shares e
Management Board 1,649,167 5 288,533 224 879 3 2,162,573
Supervisory Board * 58,675 2 - - 0 58,675
Control functions 3,614,257 69 430,789 4,195 44 4,058,241
Back office 10,726,761 267 881,706 - 188 11,608,467
Sales 0,687,040 358 538,371 - 221 10,225,411
Total 25,735,894 701 2,148,399 229,074 461 28,113,367

* Remuneration poid to independent Members of the Supervisory Board
The number of employees who were poid o fixed remuneration includes the total number of employees who held positions responsible for the refevont areas
during the year. If an employee held a position within two different areas, in the category "Number of employees who were paid o fixed remunergtion” it s shown

in the last area, while fixed and varioble remuneration are shown occording to the actual period spent within one areo.

The Bank did not pay discretionary benefits to its employees.
3.10. The most important parameters and arguments for the variable remuneration system

The variable component is linked to the employee’s performance and aligned to the results actually
achieved and the risks prudentially assumed, and consists of:
+ short-term variable component, paid through:
o theincentive systems;
o the project bonus;
+ long-term variable component, paid through:
o the Performance Share Plan (PSP);
o the LECOIP 3.0 Plan;
« any variable short- and long-term components, tied to the period of employment in the company;
« any discretionary benefits.

Division of the variable part of remuneration into short-term and long-term part stimulates the attrac-
tion and retention of staff and allows directing the effect on the accounting period longer than one
year and medium-long-term results resulting from the implementation of the Business Plan. Incen-
tive systems adopted by Intesa Sanpaolo Banka BiH, in accordance with the ISP Group Remuneration
and Incentive Policies, are aimed at meeting the medium and long-term goals included in the Group’s
Business Plan, taking into account Intesa Sanpaolo Bank BiH willingness to take risks and PBZ and
ISP Group, as well as risk tolerance, and aim to encourage the achievement of goals in terms of value
creation for the current year, within sustainability, given that the bonuses paid are linked to available
financial resources. Incentive systems for Intesa Sanpaolo Bank BiH staff are subject to the minimum
activation conditions required by the Regulator and failure to meet even just one of these conditions
results in non-activation of the Incentive System. The incentive system for Risk takers and middle man-
agement members aims to direct behavior and management activities towards achieving the goals set
in the Bank’s strategy and Business Plan and to reward the best annual indicators that are evaluated in
order to optimize the risk / return ratio.
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3. DATA AND INFORMATION RELATING TO THE REMUNERATION POLICY
(continued)

3.10. The most important parameters and arguments for the variable remuneration system
(continued)

The Incentive System for Experts aims to reward the best annual performance in order to optimize the
risk-return ratio. The individual award of bonuses is at the discretion of the immediate supervisor, con-
sidering the results of the performance evaluation, in absolute and relative terms. In other words, the
bonus proposal must be in line with the level of efficiency achieved and also consider colleagues in the
same position.

3.11. Number of employees with exceeded threshold determined under the FBA Decision

In 2024., there were two employees in the ISP Bank of BiH whose variable remuneration in gross amount
exceeded the threshold determined by the FBA Decision on disclosing the Bank’s data and information.
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4. INFORMATION ON THE APPLICATION SCOPE OF THE REGULATORY RE-
QUIREMENTS

Pursuant to Article 6. of the Decision, the Bank hereby publishes the following information

4.1. Consolidated reports

Intesa Sanpaolo Bank dd Bosnia and Herzegovina does not produce reports on a consolidated basis, as
it has no subsidary companies in its portfolio.

The bank prepares the report on an individual basis.

4.2. Transaction with the Related parties

Transactions with related parties constitute a part of the Bank's regular operations.

The related parties, members of the Intesa Sanpaolo Group, the Bank have had the transactions with

as at 31 December 2024.:

Table 10

INTESA SANPAOLO GROUP

INTESA SAMPACLO SPA

PRIVREDNA BANKA ZAGREB

INTESA SAMPACLO BANK, SLOVENIA
BAMCA INTESA A.D. BEOGRAD
IMTESA SANPACLD ROMANIA 5.A.
INTESA SAMPACLO 5.P.A. LONDON
PBZ CARD DOO ZAGREB

PBZ LEASING DOO

ISP INTERMATIONAL VALUE SERVICES

Overview of transactions with the Intesa Sanpaolo Group as at 31 December 2024., is indicated below:

Table 11

Assets

Bank accounts and loans 61,515
Loans and advances from clients 0
Financial assets at fair value through profit or loss 24
Orther receivables 30
Total 61,569
Liabilities

Borrowings and time deposits 60,584
Financial liabilities at fair value through profit or loss 0
Other liabilities 018
Total 61,502
Commitments and contingent financial commitments

Financial guarantees 4543
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4. INFORMATION ON THE APPLICATION SCOPE OF THE REGULATORY RE-
QUIREMENTS (continued)

4.2. Transactions with related parties (continued)

Table 12

Incomes

Interest income 1,778
Other income 240
Total 2,018
Expenses

Interest expense 1,254
Other expenses 4720
Total 5,974
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5. DATA AND INFORMATION RELATING TO THE BANK'S RISK MANAGEMENT
STRATEGY, GOALS AND POLICIES

Pursuant to Article 7. of the Decision, the Bank hereby publishes the following information
5.1. Brief description of the strategy and policy for each individual risk

Risk Management Strategy is document which provides a structured, coherent and holistic overview
of risk identification and assessment and definition of acceptable risk appetite. The definition of Risk
Management Strategy is interconnected with budgeting and business planning process, taking in con-
sideration macroeconomic developments as well as areas that require specific attention. The goal of
the risk management strategy is to establish a framework for careful and continuous management of
all risks inherent in the bank’s operations.

Key pillars of ISP BiH Risk Management Strategy and beyond:

Risk Taxonomy Risk Profile Clear Risk Appetite

Risk identification is one of the
key phases of Bank's risk
management where the Bank
identifies risk to which is or
might be exposed. Identified
risk are classified into one of
categories by significance -
high, medium and low risk.
Special focus Is dedicated to
emerging risk which require
additional attention in the

Assessment
Bank regularly performs
assessment of the risk profile.
Adequate and complete risk

profile monitoring implies
integrated and comprehensive
risk management perspective

covering all risk exposures
combined with envircnmental
factors potentially influencing

Statement / RAF

The Bank in cooperation with
mother company define risk
appetite by defining top of the
house limits as well as specific
limits of all major risks. The
limits are consistently
embedded to risk policies,
rules and processes, as well as
subject of regular monitoring

Respecting local
and ECB/EBA
regulatory decisions

and guidelines
For the period observed within
the budget. the Bank will
ensure compliance with

changes in requirements
published by Regulators.

and control.

coming period. on risk profile.

The Bank’s Supervisory Board annually adopts the Risk Management Strategy, which, in accordance
with the business strategy, annually determines the risk appetite at the Bank’s level, basic strategic
guidelines for capital planning, risk management objectives and basic principles of risk control, includ-
ing risks arising from the macroeconomic environment in which the Bank operates and taking into
account the state of the business cycle of Intesa Sanpaolo Bank.

Risk management policies

Risk management policies are documents by which the Bank, if necessary, concreticises and specifies
the risk management strategy implementation on an annual basis. Policies are adopted for the manage-
ment of one or more risks, and they primarily set guidelines for risk management and basic limits and
indicators against which the risk profile and risk exposure will be analyzed. Also, for cases of exceeding
the defined limits, clear escalation procedures are determined depending on the type of exceeded limit.

The risk management system is also established at the level of the Bank and implies harmonization and
coordination of activities of all organizational parts of the Bank in terms of risk management.
Management Board ensures appropriate implementation of the risk management strategy set out in
the risk management policies for:

«  Credit risk;

* Operational risk;

*  Market risks;

* Interest rate risk in the banking book;

+ Liquidity risk.
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5. DATA AND INFORMATION RELATING TO THE BANK'S RISK MANAGEMENT
STRATEGY, GOALS AND POLICIES (continued)

5.1. Brief description of the strategy and policy for each individual risk (continued)
Risk Cataloque
The Risk Catalogue defines types of risks and their definitions that are applied in the risk manage-

ment system established at the level of the Bank. The types of risks covered by the Risk Catalogue are
listed below:

Table 13
Strategic Risk Strategic risk is the risk of loss due to lack of a long-term develompment strategy

of bank, wrong business decisions, or lack of responsiveness to changes in
corporative environment and similar.

The Profitability risk | The Profitability risk (the risk of earnings) arising from the inadequate system
(the risk of earnings) | and the distribution of earnings or inability of the bank to ensure an adequate,
stable and sustainable level of profitability.

Management risk Management risk. Management risk shall be the risk of loss arising from the
fact that due to its size and/or complexity, the bank has a limited capacity for
establishment of sophisticated managerial mechanisms, systems and controls.

The Business risk The Business risk shall represent a negative, unexpected change of scope
of business operations and/or profit margins of the bank, which may lead to
significant losses and thus reduce the bank’s market value. Business risk may
occur primarily due to a significant deterioration of the market environment and
changes in market competition or behaviour of consumers on the market.

Reputational risk*
Reputational risk is the risk of the possibility of negative effects on the bank’s
financial results or capital due to loss of confidence in the Bank's integrity, which
occurs due to unfavorable public opinion about the bank’s business practices or
the activities of the bank’s body members, regardless of whether or not there is a
basis for such public opinion.

4 As also highlighted by the “Guide on climate-related and environmental risks” issued by European Central Bank and Guidelines for managing risks related to
climate change and environmental risks issued by Banking Agency of the Federation of Bosnia and Herzegovina, this type of risk can also derive from factors related to
Environmental, Social & Governance risks (so-called ESG risks), i.e. risks deriving from potential negative impacts, direct or indirect, on the environment, on people and com-
munities and more generally on all stakeholders, or deriving from the governance of the company. Climate change risk also belongs to the category of ESG risks, understood
as a risk deriving from climate change caused by the accumulation of greenhouse gases in the atmosphere and which can be declined into transition risk (understood as the
financial risk that could derive from the process of adjustment towards a low-carbon economy) and in physical risk related to the environmental impacts of climate change
(e.g. sea level rise following average temperature increase or extreme climatic events such as floods and droughts).
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Credit risk® Credit risks comprise:
1) Creditrisk,
2) Currency induced credit risk,
3) Interest rate induced credit risk,
4) Concentration risk,
5) Counterparty risk,
6) Country risk,
7) Transfer risk,
8) Political and economic risk,
9) Migration risk,

10) Residual risk,
11) Free delivery risk,
12) Settlement risk.

Credit risk is the risk of loss arising from a borrower’s failure to meet its financial
obligations to the Bank.

Currency-induced credit risk is the risk of loss arising from a borrower’s failure
to meet its financial obligations to the Bank, to which the Bank is additionally
exposed due to granting of facilities in foreign currency or indexed to foreign
currency and which arises from the borrower’s exposure to currency risk.
Interest rate induced credit risk is the risk of loss arising from a borrower’s
failure to meet its financial obligations to a credit institution, to which the credit
institution is additionally exposed due to granting of facilities which are linked to
floating interest rate.

Concentration risk is each individual, direct or indirect, exposure to a single
person or group of connected persons or a group of exposures linked by the
same risk factors such as the same economic sector, geographic region, activity or
commodity or the application of credit risk mitigation techniques which may lead
to losses that could jeopardise the continued operation of the Bank.
Counterparty risk is the risk that the other contractual party in the transaction
could default or deteriorate in credit quality before the final settlement of the
cash flows of the contracted transaction (most often refers to derivatives or other
similar financial instruments)

Country risk is the risk specific for facilities approved outside the of Bosnia &
Herzegovina under international credit and investment activities, arising from
economic and political factors specific for a particular country, enforceability of
facility agreements and enforceability of credit protection in the legal framework
of a certain country in a certain period of time

Transfer risk implies the likelihood of a loss being incurred due to a bank’s inability
to collect receivables denominated in a currency other than the official currency of
the country of origin of the debtor, namely due to the limitation of the payment of
obligations towards creditors from other countries in a specific currency as determined
by the acts of the state and other debtors of the country of origin of the debtor.
Political and economic risk implies the likelihood of a loss being incurred due
to a bank’s inability of to collect receivables due to restrictions established by the
regulations/acts of the state and other state authorities of the country of origin
of the debtor, as well as the general and systemic circumstances in that country.
Migration risk shall mean the risk of loss due to a change in the fair value of a
credit exposure as a result of a change in client rating.

Residual risk is the risk of loss arising when recognised credit risk mitigation
techniques used by the Bank prove less effective than expected.

Free delivery risk is the risk of loss of a bank which arises when securities, foreign
currencies or commodities have been paid for before they are received or when
the delivery has been made before they have been paid for, i.e. if the payment or
delivery does not take place in accordance with the expected time dynamics.
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1) Market risk,
Foreign-exchange risk,
Position risk,,

Commodities risk,

Credit spread risk,

Credit value adjustment (CVA)

Javno - Public

)
)
)
)
)
)
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Market risk is the risk of losses on balance and off - balance sheet positions due
to changes in market prices.

Foreign-exchange risk is the risk of loss arising from a change in currency
exchange rates and/or the price of gold,.

Position risk is the risk of loss arising from a price change in financial instruments
or, in the case of a derivative financial instrument, in underlying variables.

Commodities risk in the trading book is the risk of loss arising from a price change
in the commodity.

redit spr risk is the risk of loss due to changes in the market value of debt
financial instruments, caused by changes in the credit range, liquidity premium
and other factors that can affect the change in market value.

Credit value adjustment risk (CVA) is the risk of losses based on OTC derivatives
that may arise as a result of a deterioration in the creditworthiness of the
counterparty (a subtype of credit risk) or a change in the price of the derivative (a
subtype of market risk) or by a combination of the above.

Investment risk Investment risk is the risk of loss resulting from a bank’s investments in fixed
assets and investments in other legal persons, due to changes in their market
values.

Capital risk Capital risk refers to the inadequate capital structure to support the scope and

nature of the bank’s business activities or to the difficulties the bank faces when
obtaining new sources of capital, especially in cases where there are urgent needs
to increase capital or in unfavorable conditions.

Real Estate Risk Real estate risk is the risk of loss due to changes of market values of real estate
portfolio owned by the Bank.
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Interest Rate Risk in Interest rate risk comprise:
the Banking Book o .
1) Interest rate risk in the banking book;
2) Basis risk;
3) Option risk;
4) Gap risk;

5) Yield curve risk.

Interest rate risk in the banking book is the risk of possible negative effects on
the financial result and capital of the bank based on banking book position arising
from potential changes in interest rates.

Basis risk is the risk arising from the application of different reference interest
rates for instruments with similar maturities or the time until the next interest rate
change, or from the imperfection of the correlation of reference interest rates for
interest-sensitive instruments

Option risk is the risk arising from options (embedded and explicit) in which the
bank or its client can change the level or maturity of cash flows of interest-sensitive
instruments.

Gapriskis therisk arising from the term structure of interest-sensitive instruments,
i.e. the difference in the period until their interest rate changes, and it includes
changes in the term structure of interest rates that appear consistently on the
yield curve (parallel risk) or vary by period (non-parallel risk).

Yield curve risk is the risk to which the bank is exposed due to changes in the
shape and slope of the yield curve.

Liquidity risk® Liquidity Risk comprise:
1) Liquidity risk;
2) Market liquidity;
3) Intraday liquidity risk;
4) Funding liquidity risk;
5) The risk of concentration of financing sources

Liquidity risks are the risks of losses arising from the Bank’s existing or expected
inability to meet its financial obligations as they become due.

Market liquidity is the risk associated with the Bank’s inability to easily offset or
eliminate a position at the market price because of market disruption or inadequate
market depth.

Intraday liquidity risk is the risk of inadequate management of intraday liquidity,
which can lead to the impossibility of timely payment of obligations and affect the
liquidity position of the bank or the liquidity of other parties.

Funding liquidity risk is the risk that the Bank will not be able to meet efficiently both
expected and unexpected current and future cash flow and collateral needs without
affecting either daily operations or the financial condition the Bank.

The risk of concentration of financing sources is the risk of excessive concentration
of financing sources in the same maturity/type/individual source, which in the event of
a negative trend can lead to a negative impact on the bank’s liquidity position and the
risk of the inability to adequately finance operations.
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) Operational risk:
) Conduct risk;

) Information and communication technology risk;
) The risk of internal and external fraud;
) Employee relations and workplace safety;
) The risk of damage to tangible assets;
) Execution, delivery and process management risk;
) Legal risk;

) Compliance risk;
0) Outsourcing risk;

1) The risk of terrorist financing/money laundering;
2) Cyber risk;

3) Model risk;

4) Personnel risk.

Operational risk! is defined as the risk of loss resulting from inadequate or failed
internal processes, people and systems or from external events including legal ri
sk.

Conduct risk is existing or potential risk of lossess due to providing inapropriate
financial services including cases of mallicious behaviour or indifference.
Information and communication technology risk is the risk of losses due to
inappropriateness or failure in operation of hardware and software components
of technical infrastructure, which can undermine availability, integrity, accessibility
and security of such infrastructure and data.

The risk of internal and external fraud is the risk of losses as a result of
fraudulent behavior attempted or committed by internal or external parties
Employee relations and workplace safety is the risk of losses that do not
comply with labor laws or contracts, health or safety and compensation payments
for bodily injury or from events related to diversity/discrimination.

The risk of damage to tangible assets is the risk of losses resulting from losses
or damage to tangible assets from natural disasters or other events.

Execution, delivery and process management risk is the risk of potential loss
from failed transaction processing or process management, from relationships
with other contractual parties in trading and suppliers.

Legal risk is the risk arising due to the likelihood of court proceedings being
instituted against a bank, default by a bank, as well as business decisions made by
a bank found to be unenforceable adversely affecting the bank’s performance or
financial position

Compliance risk shall be understood to mean the risk of imposition of potential
measures and penalties and the risk of significant financial losses that a bank may
incur due to the non-compliance with the legislation, standards, codes and the
bank’s internal regulations.

Outsourcing risk is the risk which arise when a bank has contractually entrusted
a third party (service providers) with the performance of activities which would
otherwise be performed by the bank itself.

The risk of terrorist financing/money laundering is the risk that the client
misuses the bank for money laundering or financing of terrorist activities and that
a business relationship, transaction or product is indirectly or directly used for
money laundering and/or financing of terrorist activities

Cyber risk is the risk of losses due to breach of confidentiality, loss of integrity
of systems and data, inappropriateness or unavailability of systems and data or
inability to change information technology within a reasonable time and with
reasonable costs when the environment or business requirements change (i.e.

Risk of excessive Risk of excessive leverage means the risk resulting from an institution’s
financial leverage vulnerability due to leverage or contingent leverage that may require unintended
corrective measures to its business plan, including distressed selling of assets
which might result in losses or in valuation adjustments to its remaining assets.
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Credit Risk

The credit risk management system consists of organizational structure, rules, processes, pro-
cedures, systems and resources aimed at identifying, measuring/ assessing, managing, monitoring
and reporting on credit risk exposure, i.e. overall credit risk management, which implies existence of
adequate corporate governance and credit risk management culture.

The basic elements of the Bank's credit risk management system are:

1. Strategy of risk management and policy of credit and related risk management which repre-
sent concretization of the strategy in terms of overall credit risk appetite, limits, and indicators of risk
profile monitoring.

2. Key processes of the credit risk management system are:

« credit approval process;

« credit monitoring process (credit review process);

« early warning process (process of early detection of increased credit risk) - PCEM,;

+ asset classification process as defined by the decisions of the FBiH Banking Agency (FBA) and the ISP
Group Rules;

+ collection process;

+ collateral management process;

« portfolio analysis and credit risk monitoring process;

« process of calculating capital adequacy for credit risk;

3. Roles and responsibilities in the key processes of credit risk management system are assigned to
the following organizational units:

* Risk Management Department;

* Credit Risk Assessment Department;

* Recovery Department;

+ Credit Portfolio Analysis and Administration Department;

* Internal Audit Department;

* Legal Department;

+ Placement contracting function organized in several organizational units.

The risk control function, along with responsibilities in the part related to credit risk management
performed by the Risk Management Department, is defined and established by the specific internal
regulations.

Key startegic guidelines of the credit risk mangement are included into the Risk Management Strategy
and Credit Risk Management Policies.

5 ESG factors are included in each individually identified risk (credit risk, reputational risk, market risk, liquidity risk, operational risk).
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5. DATA AND INFORMATION RELATING TO THE BANK'S RISK MANAGEMENT
STRATEGY, GOALS AND POLICIES (continued)

5.1. Brief description of the strategy and policy for each individual risk (continued)

The risk management strategy shall be adopted in writing in accordance with the Guidelines for the general
risk management framework, and in terms of credit risk management shall include at least the following:

+ objectives and basic principles of credit risk taking;

« credit risk appetite, i.e. the level of risk that the Bank deems acceptable to take in

+ achieving its business strategy and goals in the existing business environment.

Policies for credit risk and related risks management are concretisation of the Risk Management Strat-

egy for the purpose of simple and efficient management of the overall level of credit risk the Bank is

ready to assume. The Policy, which is jointly prepared once a year by business lines and risk functions
and adopted by the Bank’s Supervisory Board, presents a direction and plan for the development of
the Bank’s loan portfolio in the relevant business year. The Policy includes the following units:

+ overview of general guidelines and limits for credit portfolio management arising from the analysis
of the environment and the Risk Management Strategy, which are supplemented, further elaborat-
ed and defined by the Policy;

+ overview of rules and guidelines for individual business areas (retail and corporate banking) and
customer segments that specify credit risk taking and management at the operational level.

Guidelines and rules defined by the Credit Risk Management Policy are further incorporated into the
Bank’s Credit Manuals, which are operational documents and instructions to all employees involved
in credit processes. In this way, the Policy aims to provide guidance to the lower organizational units
on how to structure transactions and achieve portfolio and budget goals, thus fulfilling its role in ed-
ucating and spreading the culture of credit risk management at all organizational levels of the Bank.

The Bank applies a standardized approach for calculation of minimum capital requirements for credit
risk in accordance with the provisions of the Decision on the calculation of the bank’s capital and the
Decision on amendments to the decision on the calculation of the bank’s capital.

Operational Risk

The operational risk management system includes principles, rules, procedures and methods for oper-
ational risk management, and clearly defined roles and responsibilities at all levels of management set
out in the guidelines for the general risk management framework, regulations, instructions, methodol-
ogies and procedures.

The main objective of operational risk management is the identification and measurement (quantifi-
cation) of risk, which enables monitoring and appropriate risk mitigation in order to comply with the
Bank’s exposure to operational risk.

Levels of operational risk management are:

* Centralized management and supervisory level is responsible for setting up the operational risk
management system and for monitoring and supervision of the operational risk exposure and oper-
ational risk management adequacy. Centralized management and supervisory level comprise the fol-
lowing bodies: Supervisory Board of the Bank, Subcommittees of Supervisory Board (Audit Committee,
Risk Committee), Management Board of the Bank, Chief Risk Officer (CRO), Operational Risk Committee;

+ decentralized level of managers of organizational units, processes and projects in charge of identifi-
cation, recording, assessment and monitoring of identified operational risks;

+ Risk control function in charge of coordination and control of collected data on operational risks,
analysis of historical and expected future operational risk events and quantification of their effects,
and reporting to the Management Board and supervisory bodies of the Bank and the Group;
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5. DATA AND INFORMATION RELATING TO THE BANK'S RISK MANAGEMENT
STRATEGY, GOALS AND POLICIES (continued)

5.1. Brief description of the strategy and policy for each individual risk (continued)

« Allemployees in their areas of competence actively participate in operational risk management and
in the integration of operational risk management into the day-to-day operations of the PBZ Group.

Risk identification, measurement and monitoring is carried out through the following processes:

+ collection and analysis of data on internal losses includes the collection of data on events that oc-
curred in the Bank or another member of the PBZ Group and which are related to their exposure to
operational risk;

+ collection and analysis of data on external losses includes the collection of data on events that oc-
curred in credit or financial institutions outside the PBZ Group, and these events are related to the
exposure of these institutions to operational risk; and

+ aprocess of self-diagnosis that includes scenario analysis and assessment of the business environ-
ment. Scenario analysis (SA) includes quantification, i.e. measurement of operational risk based on
the assessment of consequences of possible future events, in terms of their frequency, average
amount and the worst-case scenario. Business environmental evaluation (VCO) includes qualitative
assessment of operational risk by risk factors (risk triggers) by assessing the importance of each in-
dividual risk factor and the level of their control. Self-assessment process includes risk assessment
of information and communication technology (hereinafter: ICT risk) and risk / loss estimates that
may arise from partial methods of measuring operational risks (projects, products, outsourcing,
business process changes, etc.);

+ the Bank measures/assesses identified operational risks in all its activities, products, processes and
projects.

The Operational Risk Management Policy defines the operational risk appetite, monitoring of exposure
to operational risk and use of limits, escalation procedures in case of limit breaches, as well as guide-
lines and ways of operational risk managment.

The operation risk appetite, i.e. the readiness to take operational risk at the Bank level, represents the
amount, i.e. the level of risk that the Bank deems acceptable to take in achieving the business strategy
and goals in the current and future environment. It is based on operational losses, collected in the data
collection process and based on estimates of total expected losses in the scenario analysis process, as
an integral part of the self-diagnosis process.

Operational risk monitoring includes regular analysis and structuring of the results of operation risk’s
identifying and measuring / assessing, analysis of the risk profile as well as the information on activities
in operational risk control.

Operational risk control includes preventive and corrective activities to reduce exposure to operational
risk, avoid risk activities, improve and change the processes, introduce internal controls and transfer
the operational risk to third parties through insurance and other specific financial instruments. Opera-
tional risk management is performed for identified operational risks in all activities, products, processes
and projects of the Bank.

The goal of operational risk reporting is to provide support for effective operational risk management
at all levels of responsibility.

The capital requirement for operational risk is determined using a basic approach - BIA.
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5. DATA AND INFORMATION RELATING TO THE BANK'S RISK MANAGEMENT
STRATEGY, GOALS AND POLICIES (continued)

5.1. Brief description of the strategy and policy for each individual risk (continued)
Market Risk

The main objective of market risk management model is to ensure safe and sound activities of the Bank,
aimed at maintaining market risk exposure within defined limits and thresholds.

The Bank’s market risk management framework comprises the following elements:

+ principles, rules, policies, procedures and methods aimed at managing market risk defined in inter-
nal regulations;

« market risk management process that includes management, identification and measurement,
monitoring, reporting;

+ strictly defined managerial responsibilities and activities within the agreed standards and estab-
lished limits;

+ effective supervision of the commitees and management through a detailed and comprehensive
information flow system.

The Market Risk Management Policy defines the Bank's risk appetite in terms of unexpected loss (risk
value of VaR which represents the potential maximum loss in one day calculated with 99% certainty)
and limited exposure depending on the type of issuer (issuer limits).

In addition to the VaR limit, the risk appetite is also defined by limits depending on the type of issuer as
a total nominal limit for a particular type of issuer and for an individual issuer with regard to its rating.

The risk value and other limits are calculated and monitored on a daily basis and reported to all relevant
business and risk management functions, including the Bank's Management Board. The Bank’s target
market risk profile is defined in detail in the Market Risk Management Policy approved by the Manage-
ment Board and the Supervisory Board.

Interest Rate Risk in the Banking Book

The main goal of the interest rate risk management model is to ensure safe and correct activities of the
Bank, with the aim of maintaining the interest rate risk exposure within the defined limits and thresh-
olds.

The Bank's interest rate risk management framework includes the following elements:

« System for measuring, assessing and reporting on interest rate risk exposure;

+ Interest rate risk management documents with a clearly defined framework, guidelines, models and
assumptions used in the risk management process;

+ strictly defined managerial responsibilities and activities within the agreed standards and estab-
lished limits;

+ effective supervision of the comittees and management through a detailed and comprehensive
information flow system.

The Bank applies external and internal standards to assess and monitor interest rate risk exposure.
External standards of the FBiH Banking Agency represent the regulatory limits prescribed by the FBiH

Banking Agency and relate to a sufficient level of regulatory capital of the Bank to provide coverage for
the estimated change in the economic value of the banking book.
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5. DATA AND INFORMATION RELATING TO THE BANK'S RISK MANAGEMENT
STRATEGY, GOALS AND POLICIES (continued)

5.1. Brief description of the strategy and policy for each individual risk (continued)

Internal standards for interest rate risk management in the Bank consist of the following basic models
for measuring interest rate risk:

+ analysis of interest rate changes;

+ sensitivity to changes in fair value;

+ sensitivity of net interest income;

The interest rate risk limit structure, in line with the risk measurement framework, aims at maintaining
a low level of exposure, which is in line with the risk appetite. Interest rate risk limits in the banking book
are expressed both in terms of sensitivity to changes in economic value (AEVE), taking into account
the relevance attributed to the banking book management in the medium term, and in terms of sensi-
tivity to changes in the net interest income (ANII) to make profits and effects of balance sheet based
on the changes of interest rates in the short term.

These limits are also prescribed in detail in the ISP BiH guidelines for the interest rate risk management
in the banking book and are periodically revised.

Liquidity Risk

The main objective of liquidity management is to ensure safe and sound activities of the Bank, aimed at
maintaining exposure to liquidity risk within the defined limits and thresholds. The entire liquidity man-
agement procedure is well defined by internal acts regulating the area of liquidity management, which
covers both liquidity financing risk and market liquidity risk - liquidity risk is defined as the risk that the
Bank will not be able to meet its payment obligations due to inability to raise funds or to liquidate its
assets (market liquidity risk).

The Bank's liquidity risk management framework includes the following elements:

+ effective supervision of committees and management through a detailed and comprehensive infor-
mation flow system;

+ system for measuring, assessing and reporting on liquidity risk exposure;

+ liquidity risk management documents with a clearly defined framework, guidelines, models and
assumptions used in the risk management process;

+ strictly defined managerial responsibilities and activities within the agreed standards and estab-
lished limits;

+ stress testing including a formal contingency plan for liquidity crises.

Furthermore, according to the defined key strategic objectives set out in the Risk Management Strategy
(where the Bank annually determines the risk appetite in accordance with the business strategy, basic
strategic guidelines for capital planning, risk management objectives and basic risk mitigation princi-
ples, including risks arising from

the macroeconomic environment) in which the Bank operates, considering the status of its business
cycle), the risk appetite of the ISP BiH Bank is defined through the Bank’s objectives in the field of risk
management determined in accordance with its business strategy, environmental factors and vulnera-
bilities, as well as regulatory requirements and PBZ Guidelines / ISP Group. The detailed target liquidity
risk profile of the Bank is defined in detail in the Liquidity Risk Management Policy approved by the
Management Board and the Supervisory Board of the Bank as well, which represents the framework for
liquidity risk management primarily through:

+ establishing liquidity risk exposure limits;

+ definition of models used to monitor and measure liquidity risk;

+ reporting on liquidity risk exposure.
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5. DATA AND INFORMATION RELATING TO THE BANK'S RISK MANAGEMENT
STRATEGY, GOALS AND POLICIES (continued)

5.1. Brief description of the strategy and policy for each individual risk (continued)

The Supervisory Board and the Management Board of the Bank define and approve the liquidity risk
threshold, which is considered the maximum risk exposure, that is acceptable during the normal course
of business, integrated stress situations.

To assess and monitor the Bank's liquidity risk exposure, external and internal standards are used as
follows:

1) External standards of the FBiH Banking Agency (FBA) represent the regulatory limits prescribed
by the FBA:

« Maturity matching of financial assets and liabilities;

* Mandatory reserve with the Central Bank of BiH.

+ Liquidity coverage ratio (LCR);

* Net stable funding ratio (NSFR).

2) The Bank’s internal liquidity management standards are the following basic models for liquidi-
ty risk measuring:

+ intraday liquidity monitoring;

* monitoring of liquidity reserves;

* net stable financing ratio (NSFR);

+ liquidity coverage ratio (LCR);

* survival period;

+ stress testing;

s concentration ratios;

+ liquidity crisis plan indicators$;

+ loan to deposits ratio.

The Bank’s liquidity risk target profile is defined in detail in the Liquidity Risk Management Policy ap-
proved by the Management Board and the Supervisory Board.

Stress test

Stress testing is an integral part of the risk management system, and is carried out for internal man-
agement needs and at the request of supervisory authorities. In testing its resilience to stress, the Bank
included all significant risk factors specific to its business environment, including macroeconomic fac-
tors and ESG risks. The results of stress testing are used to help manage risk, capital planning and the
decision-making process within the Bank. Stress test for internal management needs includes compre-
hensive stress testing as well as stress testing at the level of individual risk:

* Stress test within the ICAAP
The comprehensive stress test framework within the ICAAP serves as an additional tool for monitoring
of potential additional capital requirements due to the occurrence of stress scenarios.
The test results are considered as a supplement to the required internal capital in the baseline scenario,
in order to ensure conservative capital planning taking into account the impact of potential stresses.
Stress is calculated semi-annually, based on the ISP Group’s experiential assumptions, and in some
cases is adjusted to specific local characteristics.

6 Liquidity requirements in the crisis are defined in the Liquidity Risk Management Policy.
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5. DATA AND INFORMATION RELATING TO THE BANK'S RISK MANAGEMENT
STRATEGY, GOALS AND POLICIES (continued)

5.1. Brief description of the strategy and policy for each individual risk (continued)

* Stress test within the the Recovery Plan preparation
The so-called “reverse stress test” is applied, stress scenarios assumed in the context of a recovery plan
that consider systemic and idiosyncratic events. They focus on the elements of sensitivity for the Bank
and may produce the most severe effects in terms of lack of capital and liquidity. It is conducted once a
year, and methodology and scenarios are defined by the Risk Management Department.

* Stress test at the level of individual risk
The stress test is an integral part of the overall risk management system, the results of which are reg-
ularly reported to the Bank’s management and serves as a relevant input for decision-making on risk
management. Notwithstanding the procedures for comprehensive stress testing, the Bank has estab-
lished regular procedures for conducting stress tests (market, interest rate, liquidity risk).

5.2. Structure or organization of the risk management functions including its position role and
status in the organizational structure of the bank

The Risk Control Function of the Bank is organised within the Risk Management and Control Division
within Risk Management Department.

Chief Risk Officer
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The Supervisory Board appoints a person responsible for the work of the Bank's risk control function.
The key roles and responsibilities of the risk control function in the risk management process, which are
mostly incorporated into the comprehensive ICAAP and ILAAP framework, are:

« proposing to the Bank's Management Board the adoption of the General Rules for Risk Manage-
ment and the Rulebook for Risk Management (including the Internal Capital Adequacy Assessment
Process - ICAAP and Liquidity Adequacy ILAAP);

« proposing to the Bank's Management Board the adoption of methodologies, instructions that pre-
scribe in great detail the identification and measurement/ assessment of risks, stress testing, risk
management, monitoring and reporting on risks in the field of risk management;

« proposing to the Bank's Management Board the adoption of approach used for the capital adequa-
cy calculationf;

« adoption of rules, instructions and methodologies for planning, calculation and control of capital
adequacy and liquidity adequacy (according to the regulator and internally);

+ proposing to the Bank's Management Board the risk management strategy and risk management
policies and rules;
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5. DATA AND INFORMATION RELATING TO THE BANK'S RISK MANAGEMENT
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5.2. Structure or organization of the risk management functions including its position role and
status in the organizational structure of the bank (continued)

+ proposing to the Bank's Management Board decisions on exposure limits in accordance with the
risk management strategy and risk management policies;

+ proposing to the Bank's Management Board risk control activities in accordance with the risk man-
agement strategy and policies;

+ proposing to the Bank's Management Board the integration of risk management into day-to-day
operations, and in particular into business decision-making;

« conducting risk identification, risk measurement/assessment and stress test activities;

+ risk analysis (including also the risks of new products or new markets);

« participation in the calculation of capital adequacy and liquidity;

« monitoring of risk exposure, risk profile and capital adequacy, including monitoring of the risk limit
structure;

+ checking the application and effectiveness of risk management methods and procedures;

+ examination and evaluation of adequacy and effectiveness of internal controls in the risk manage-
ment process;

* reporting on risks, capital adequacy and liquidity to the Bank's senior management, member of
the Bank's Management Board responsible for the risk control, the Bank's Management Board, the
Bank’s Supervisory Board, the Bank’s Credit Risk Management Committee, the Bank’s Financial Risk
Management Committee, the Bank’s Internal Audit Department, the Bank’s Audit Committee and, if
necessary, other functions and organizational units of the Bank;

+ reporting to Privredna Banka Zagreb d.d. on risks, capital adequacy and liquidity;

« proposing to the Bank's Management Board the annual work plan of the Bank's risk control function
and adoption of operational activity plans based on the annual work plan of the Bank’s risk control
function;

* reporting on activities of the Bank’s control risk function to the Bank's Management Board, the
Bank’s Audit Committee and Supervisory Board;

+ control performacne as defined by the Work Plan of the Bank's risk control function.

In addition to the above activities, the Bank’s risk control function performs all stipulated activities in
accordance with the applicable regulations, Privredna Banka Zagreb d.d. requirements as well as the
Bank's internal rules and regulations.

In 2024, regular activities of the risk control function were carried out according to the plan and pre-
scribed relevant internal regulations. A detailed overview of the implemented activities as well as the
findings for the controlled areas are documented in the Reports on the risk control function operation.
The risk control function reports are submitted on a regular basis to the Bank's Management Board,
which assessed that the operation of the control function was adequate, i.e. more than adequate.

In addition to the Bank’s Management Board, the risk control function also reports directly to the Bank's
Supervisory Board. Reports of the risk control function are regularly submitted to the Risk Committee
and the Audit Committee.

Also, as a continuation of the previous year and anticipating the growing importance of ESG, the in-
volvement of the Bank and PBZ/ISP Group in topics related to ESG was further intensified. ESG remains
at the center of attention both for the internal focus of the Bank and the entire PBZ/ISP Group, as well
as for regulatory expectations - which is expected to remain for the next longer period of time. With
regard to the year 2024, the Bank has implemented major improvements in the area of overall ESG
management activities - they not only contribute to the formalization of ESG activities within the regular
business process, but also to better visibility and increased awareness for the definition and implemen-
tation of high ESG standards and practices.
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5.2. Structure or organization of the risk management functions including its position role and
status in the organizational structure of the bank (continued)

ESG Risk Managemnt Framework

In 2023, the Bank adopted for the first time an internal document regulating the management of ESG
risks. The general framework for managing ESG risks is defined and formalized within the Guidelines for
the Management of Environmental, Social and Governance Risks (ESG). These guidelines define the ref-
erence principles, roles and responsibilities of corporate bodies and main corporate functions involved
in ESG-related activities and describe the macro-process for managing such risks. In addition to defining
the general ESG framework (established by the Bank’s ESG Guidelines explained above), an additional
significant improvement is the introduction of ESG and clearing of reputational risk in the loan approval
process, which will be operational from January 1, 2024.

Inclusion of ESG in the RAF Framework

Parent Company defined the list of sensitive sectors of activities under the ESG profile. List in-
cludes set of NACE sectors with a relevant socio-environmental risk profile and which are subject to
awareness-raising initiatives or pressure campaigns by specialized non-government organizations, civil
society groups and customers.

All of the listed sectors are characterized by high transition and/or reputational risk in the context
of ESG. For these relevant sectors ISP Group plans to set-up policies in line with the EU Taxonomy
and regulatory standards, to guide the ESG Governance across the whole ISP Group, where ESG sen-
sitive sectors shall be subject to restrictive credit policies. ISP Group integrates ESG in its Risk Appetite
Statement. Considering the growing importance of environmental and ethical themes and its impact on
credit risk, since 2022, ISP Group introduced specific monthly monitoring for the ESG indicator (Oil&Gas
and Coal Mining sectors). In addition, defined are also specific rules with respect to most significant
transactions process (specific clearing by ISP functions is required) for:

(a) coal mining sector - all counterparties belonging to those sectors are subject to MST (most signifi-
cant transactions) process without materiality threshold; implying that every single loan request from
coal mining sector must be sent to ISP for MST/ESG clearing regardless exposure level;

(b) controversial counterparties and “top polluters” counterparties from the point of view of CO2
emissions - defined is list counterparties estimated to have significant potential impact on reputational
risk and transactions with those clients are subject to MST process without materiality threshold; imply-
ing that every single loan request with clients identified as controversial counterparty/top polluter must
be by default sent to ISP for MST/ESG clearing regardless exposure level.

Group also defined specific requirements by which the conclusion of transactions with clients from coal
& mining sectors is fully forbidden for ISP subsidiaries.

In addition to above explained ISP Group initiatives, ISP BiH established as set of SOFT ESG related
limits which are prescribed within Risk Management Strategy and Credit Risk Management Policy by
ESG sensitive industries.

Strana 46 od 95



INTES4 SNNPAOLO BANKA

Bosna i Hercegovina Javno - Public
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5.2. Structure or organization of the risk management functions including its position role and
status in the organizational structure of the bank (continued)

Integration of ESG within ICAAP/ILAAP and Stress Testing Framework

As at 31 December 2024., the assessment of the potential impact of ESG risk factors on the Bank's risk
exposure has been incorporated into the stress testing conducted within the ICAAP and ILAAP. To meet
regulatory expectations, the ICAAP/ILAAP stress scenario has introduced specific events related to ESG,
assuming the materialization of physical risks (such as floods, earthquakes, and landslides) that affect
credit, operational, and liquidity risk exposure. The overall results of stress testing have been included
and considered in the capital planning process for the period 2025-2028, both from a normative and
an economic perspective. Finally, although the Bank has already achieved significant improvements
related to the proper inclusion of ESG (Environmental, Social, and Governance) risk factors in over-
all business activities, further efforts are expected in the upcoming period. Regarding the risk control
function’s activities carried out during 2024., it is essential to emphasize that the key focus was directed
toward proper monitoring of geopolitical risks and the potential impact of the war in Ukraine on the
Bank’s portfolio quality. Regular and critical planned activities were mostly executed as planned and
prescribed in relevant internal regulations.

A detailed review of the conducted activities and findings for controlled areas is documented in the Risk
Control Function Reports. These reports are regularly submitted to the Bank's Management and the
Supervisory Board, who have assessed the work of the control function as appropriate and adequate.

By a special internal act, roles and responsibilities of the risk control function have been defined. The
function is organized into two organizational units: the Enterprise, Market & Financial Risks Office and
the Credit Risk, Quality Monitoring & Control Office. Similarly, other control functions (such as com-
pliance and internal audit) define their roles and responsibilities through their own internal acts. Ad-
ditionally, it is worth noting that the Bank has established the Committee for Coordination of Internal
Controls (OCIC) - a permanent advisory body operating within the authority and responsibilities set by
the Bank's Management. The OKUK facilitates coordination and collaboration among various control
functions of the Bank, thereby enhancing the integration of risk management processes.

5.3. Coverage and characteristics of the risk reporting system as well as way of measuring risk

The Bank's risk reporting system at all levels provides timely, accurate and sufficiently detailed infor-
mation necessary for business decisions and efficient risk management, for safe and stable operations
of the Bank. The Bank has established a system of reporting to the regulator, the Bank's Management
Board, the Supervisory Board, the Risk Committee, the Audit Committee and other relevant commit-
tees, which is based on the principles of timeliness, accuracy and information.

The Risk Management Department prepares monthly reports on the Bank's exposure to individual
types of risks, which are considered and adopted at regular ALCO meetings. Also, on a quarterly basis,
the Department prepares a comprehensive Risk Management Report, which is considered and adopted
at regular meetings of the Bank’s Management Board, Risk Committee, Audit Committee and the Bank’s
Supervisory Board. The Risk Management Department, as a control function of risk management, pre-
pares a quarterly Report. The Risk Management Department report on the proposal of the Bank's Man-
agement Board and the proposal / opinion of the Audit Committee and the Risk Committee is adopted
by the Bank’s Supervisory Board and submitted to the FBiH Banking Agency in accordance with Article
40. of the Bank's Internal Management System Decision.

The list of key reports and users of reports is provided in the following graph:
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5.3. Coverage and characteristics of the risk reporting system as well as way of measuring risk

Scheme 3
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v v
v

ICT RISK ASSESSMENT REPORT v

RISK ANALYSIS AIM AT ADEQUATE

APPLICATION OF THE PROPORTIONALITY v v v v
PRINCIPLE OF ISP BiH

MATERIALITY ASSESSMENT: CLIMATE

CHANGE RISKS AND ENVIROMENTAL v v v
Imsxs (ESG)

REPORT ON UTILIZATION OF LIMITS FOR
LIQUIDITY, INTEREST AND MARKET RISKS v
(ALCO REPORT)

The Risk Management Department, as a control function of risk management, prepares a quarterly
Report. The report on the work of the Risk Management Department at the proposal of the Bank's Man-
agement Board and the proposal / opinion of the Audit Committee and the Risk Committee is adopted
by the Bank’s Supervisory Board and submitted to the FBiH Banking Agency in accordance with Article
40. of Decisions on the internal management system in the bank.
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5. DATA AND INFORMATION RELATING TO THE BANK'S RISK MANAGEMENT
STRATEGY, GOALS AND POLICIES (continued)

5.3. Coverage and characteristics of the risk reporting system as well as way of measuring risk
(continued)

The Bank has drafted and adopted a Code of Ethics which contains basic ethical principles and rules
of business conduct, which are based on the mission and values of the Bank, ensuring honest and fair
treatment of all employees, clients, business partners and compliance with laws and regulations, other
regulations and internal acts of the Bank. The Code contributes to the rapid detection of situations that
are contrary to the Bank’s ethical principles.

The Bank has channels through which employees can report suspected harmful and undesirable be-
havior or conduct.

Completely anonymous registration is possible via e-mail address and telephone. Records of conducted
investigations into suspected harmful conduct are kept in the Department of Internal Audit, which, to-
gether with the Department for the Prevention of Money Laundering, the Department for Compliance,
the Department for Cyber Security and the BCM, is responsible for conducting investigations.

All employees are obliged to get acquainted, understand and harmonize their activities with the Code
of Ethics and other internal acts of the Bank. We are convinced that if all employees carefully follow the
principles and provisions of the Code, it will increase the Bank’s work efficiency, strengthen its reputa-
tion and promote the development of strong business relationships with clients and partners.

The Bank supports and encourages its employees, as well as business partners and clients, to follow
established ethical standards. Third parties who do certain business with the Bank should have a
good reputation and share the highest ethical business principles established by the Code.

The Bank places significant emphasis on understanding and competencies of risk management through-
out the organization. Great emphasis is also placed on continuously improving the culture of risk and
awareness about it throughout the organization. The key objective of the Bank’s risk management is
to comprehensively assess and monitor risks throughout the Bank. A comprehensive approach to risk
management is based on prudent and reasonable conservative risk-taking orientations, considering
relevant professional criteria. At the same time, the Bank performs development activities in this area
through the development of methods and models for assessing, monitoring and determining criteria
for mitigating all relevant types of risks. The comprehensiveness and reliability of the risk management
system and the method of risk measurement is also based on the work of individual committees spe-
cially created for the management of certain types of risk:

The Bank’s Management Board Committees relevant to risk management are:

* Credit Risk Governance Committee - The Credit Risk Governance Committee (CRGC) is a perma-
nent decision-making and advisory body whose mission is to provide professional and coordinated
credit risk management within the scope of the Bank’s authority in terms of credit operations and in
compliance with the applicable laws, ISP Group Policy and strategic decisions of the parent company.
The Committee’s main responsibility is to define and update strategic guidelines for credit risk man-
agement and credit risk management policies based on ongoing loan portfolio monitoring.

* Credit Committee (CC) - The Credit Committee (CC) of the Bank is a standing committee of the
Bank in charge of making decisions on regular clients. The Committee’s main responsibility is to
make credit decisions within the scope of the authority of the Bank within the scope of the Bank's
authority, in accordance with the issued strategic guidelines and credit policies and in compliance
with the positive regulations of BiH, internal enactments of the Bank and the ISP/PBZ guidelines/
regulations.
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5.3. Coverage and characteristics of the risk reporting system as well as way of measuring risk
(continued)

Problem Assets Committee - The Problem Assets Committee (PAC) is a standing committee of
the Bank in charge of making decisions on risk-bearing and irregular clients. The main responsibil-
ity of the Committee is to undertake the measures necessary to prevent and mitigate the loss on
risk-bearing and bad loans. The Committee makes decisions in compliance with the applicable pos-
itive regulations of BiH, internal enactments of the Bank and ISP/PBZ regulations/guidelines.
Assets and Liabilities Management Committee (ALCO) - The Assets and Liabilities Management
Committee is a decision-making and advisory body focused on financial risk management, active as-
set management, strategic and operational asset and liability management in accordance with reg-
ulations / guidelines ISPs and PBZ Groups, internal acts of the bank, laws, rules and regulations of
the competent authorities. The Board, within the limits of its powers and competences determined
by the Bank's Management Board, shall act in the following areas:

* Financial risk management and assessment;
* Operational management.

Product Governance Coordination Committee - Credit Risk Governance Committee (CRGC) and
Assets and Liabilities Management Committee (ALCO) will be further supported by a Product Gover-
nance Coordination Committee whose role consists in:
* Providing support to the ALCO and CRGC Committees in terms of carrying out and formalizing
any preliminary analysis needed for the assessment of New Products;
* Ensuring the adequate coordination with the ISP Group, specifically:
e With PBZ and IBD business functions in terms of implementing specific business initiatives;
* In cases where the Bank acts as a Distributor, with Product Manufacturers to the extent re-
lated to assessing and launch of the Product Manufacturers’ Products.

The Operational Risk Committee (ORC) is a permanent decision-making and consulting body
whose mission is to provide qualified and professional management of operational risk issues (in-
cluding ICT / cyber and security risks) and outsourcing risk, in accordance with applicable laws, reg-
ulations ISP / PBZ Group and internal procedures.

Information Systems Management Committee (ISMC) - The Information Systems Management
Committee is a decision-making / consulting body whose mission is to provide professional and co-
ordinated management of the Bank’s information system in accordance with applicable laws, rules
of the Group and strategic decisions of the parent company.

The main responsibility of the Board is to coordinate initiatives and monitor the development of in-
formation system activities, to align the information system goals with the bank’s business goals and
business strategy, as well as to comply with regulations and other issues relevant to the management
of the information system.

Internal Control Coordination Committee (ICCC) - The Internal Control Coordination Committee
is @ permanent advisory committee, acting within the limits of the delegations and competences
established by the Management Board of the Bank, with the aim to strengthen the coordination
and the cooperation among the various Bank’s control functions, facilitating the integration of risk
management processes.
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5.4. Adequacy assessment of the established risk management system in relation to its risk
profile, business policy and strategy

Risk management encompasses the organizational structure, rules, procedures and resources for
risk identification, risk measurement/assessment, stress testing, risk controlling and risk monitoring,
including risk appetite and risk profile, capital planning and capital adequacy monitoring and reporting
on the risks to which the Bank is exposed

or could be exposed in its operations, and implies establishment of appropriate corporate governance
and risk culture and includes the risk management process.

Corporate governance, in terms of risk management system, is established in the Articles of Associ-
ation and other internal acts of the Bank defining roles, tasks and responsibilities of supervisory, gov-
ernance bodies and senior management, internal control system and control functions, organizational
chart and tasks of individual organizational parts and functions.

Risk culture includes general risk awareness at all levels of the Bank and its members, as well as the
attitude and behavior of employees towards and in relation to risk and risk management.

Risk management process includes regular and timely identification, measurement/ assessment,
stress testing, risk controlling and monitoring, as well as reporting on risks to which the Bank is or may
be exposed in its operations.

The risk management process includes capital adequacy planning and monitoring, clearly defining and
documenting risk profiles, and aligning of risk profiles with the risk appetite.

Risk appetite, i.e. the level of risk that an organization is willing to accept, is the amount or level of risk
that the Bank deems acceptable to take in achieving business strategy and objectives in the current and
future environment, and is determined at the level of the Bank. Risk appetite includes determining the
intention to take risks as well as determining risk tolerance in terms of determining the level of risk that
the Bank deems acceptable, and is defined by an internal system of limits in relation to the manage-
ment of all material forms of risk.

In accordance with the strategic goals defined in the Risk Management Strategy, the risks taken in order
to achieve business plans and goals are covered by an appropriately defined risk management system.
All business activities and related risks are in accordance with the rules defined for risk management
and defined limit structures.

Therefore, the coherence of the risk management strategy and the business strategy is one of the
key preconditions for carrying out regular activities. Compliance of positions with defined exposure
limits is monitored and reported on a regular basis, while on a semi-annual basis a risk profile report
is prepared which contains an overview of the Bank’s risk profile and analysis of exposure to the most
significant risks.

The following rules apply when determining the risk profile:

* The Bank analyzes the current relative importance of different types of risks and the distribution of
concentrations between individual types of risks, in order to provide a framework for further prog-
ress towards the target risk profile;

* Risks that are considered material are quantified or qualitatively assessed in order to determine the
overall current risk profile of the Bank;
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5.4. Adequacy assessment of the established risk management system in relation to its risk
profile, business policy and strategy (continued)

* The Bank identifies risks that are unacceptable given its experience and resources;

e The Bank derives its target risk profile based on the current profile, business plans and risk appetite;
* Targeted risk profile forms the basis for determining consistent risk limits;

* Targeted risk profile supports the capital planning and management process.

For the purpose of effective risk management and taking into account the need to reduce conflicts of
interest between risk takers, limit and control risk levels, as well as risk management audit system,
the Bank's organizational structure was formed with special attention to the necessary separation of
functions and responsibilities between business units. Banks, and in accordance with the principle of
“3 lines of defense”.

* The first line of defense of the Bank in the process of risk management is represented by organiza-
tional units that actively take risks. The goal of the first line of defense is to ensure compliance with
the risk limits established in the second line of defense.

* The Bank's second line of defense primarily includes control functions, compliance monitoring and
risk management (including the organizational units that make it up). The goal of the second line of
defense is independence from the first line of control and compliance with the established restric-
tions.

e The third line of the Bank’s defense is provided by the internal audit function. This function plays a
significant role in independently assessing risk management and implementing risk control mea-
sures, as well as assessing the compliance of risk management systems with internal and external
requirements.

Through its internal acts, the Bank prescribes the manner of conduct and creates an environment that
seeks to ensure the adequacy of risk identification, measurement and monitoring, and in accordance
with regulatory requirements, the Bank’s appetite for risks and their acceptance. Regular review, up-
dating and adoption of internal acts related to risk taking and risk management ensures the application
of the correct approach in accordance with legal regulations and the Bank’s business strategy, while
additionally assessing the effectiveness of internal acts.

Every owner of acts in the field of risk taking and risk management is obliged to revise acts within its
competence at least once a year (if necessary and more often).

The established risk management system of the Bank is comprehensive and of satisfactory quality,
ensuring that all hierarchical levels are provided with adequate information in order to make business
decisions. All decisions related to risk management are discussed and made at the levels of the Man-
agement Board and the Supervisory Board.

With the available capacities, the Bank strives to constantly improve its knowledge on risk management
through available trainings both on the local market and outside BiH.
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5.5. Risk health policies and policies (information on applied credit risk reduction techniques)
risk reduction as well as ways used by the bank to ensure and monitor efficiency

Use of risk mitigation techniques

Given that the capital requirement for credit risk accounts for the largest share in the total regulatory
requirement and that credit risk is the key and most significant risk in a bank, credit risk mitigation
(CRM) techniques are presented below.

Use of credit risk mitigation techniques

Since the Bank applies a standardized approach when calculating credit risk-weighted exposures, it
uses credit risk mitigation techniques in accordance with the FBA Decision on calculation of capital of a
bank and its amendments for the purpose of calculating the capital requirement for credit risk.

The methodology for calculation of credit risk-weighted exposures for the purposes of calculatioin of
the capital requirement for credit risk, the minimum criteria for recognition of each individual collateral
instrument, methods and frequency of the initial and reevaluation of collateral instruments are pre-
scribed by internal acts.

The correct application in the process of calculation of the capital requirement for credit risk is ensured
by control points integrated into the calculation process itself. Credit risk mitigation techniques mean
techniques that can be used to reduce the credit risk related to an exposure.

The Bank shall include in the calculation of regulatory capital only those credit protection instruments
that satisfy all the requirements from the Decision, whereby the credit risk-weighted exposure amount
reduced due to the use of credit risk mitigation techniques may not be higher than the credit risk-weight-
ed exposure amount calculated for the same placement - without the application of credit risk mitiga-
tion techniques.

To cover a single exposure, the Bank uses more than one type of credit protection at the same time. In
such cases when the standardised approach is applied, the amount of exposure is subdivided into parts
covered by one type of credit risk protection and subsequently the capital requirements are calculated
separately for each part in accordance with the provisions of Decision.

For the purpose of calculating credit risk-weighted exposure amounts (risk-weighed assets), the Bank
includes the impact of maturity mismatch occuring when the residual maturity of the contracted credit
protection is shorter than that of the protected exposure.If there is a maturity mismatch, credit pro-
tection is not qualified as eligible protection in the following situations and credit risk mitigation tech-
niques are not used:

e if the residual maturity of the credit protection is shorter than three months

* ifthe agreed (original) maturity of the credit protection is shorter than one year.

According to the definitions from the Decision, for the purposes of the capital requirement calculation
for credit risk by standardized approach, the Bank may use the following types of credit protection:

e funded credit protection and

* unfunded credit protection.

Basic types of funded credit protection instruments

e cash deposits
* debt securities according to the rating in accordance with the Decision listed on a recognized stock
exchange, shares listed on a recognized stock exchange.
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5.5. Risk health policies and policies (information on applied credit risk reduction techniques)
risk reduction as well as ways used by the bank to ensure and monitor efficiency (continued)

Other funded credit protection

* cash deposit with another creditor bank

* life insurance policy’ (the value of the policy is its repurchase value determined by the insurance
company issuing the insurance policy)

* Instruments issued by another bank to be repurchased by that bank upon request

In the case of other funded credit protection instruments, credit risk mitigation techniques are used by
application of the risk weight adjusted to the risk weight of the credit protection provider to the secured
part of the exposure.

Unfunded credit protection

Warranties and guarantees (irrevocable and at the first call) of eligible credit protection providers:
(@) central governments and central banks;
(b) regional government units and local authorities;
(c) multilateral development banks;
(d) international organisations exposures to which a 0 % risk weight is assigned;
(e) public sector entities, claims having “central government” treatment;
(f) institutions; and
(g) other companies, including parent and associate companies of the credit institution, provided
that they have a credit rating according to the rules for weighting of exposures to companies in ac-
cordance with the provisions of the Decision.

The Bank mostly uses guarantees issued by the central government and local government to secure
placements, while the remaining part refers to multilateral development bank guarantees. In the case
of unfunded credit protection instruments, credit risk mitigation techniques are used by applying the
risk weight of unfunded credit protection provider is applied to the secured part of the exposure.

The process of managing credit protection instruments aims at ensuring complete and accurate re-
cords of credit protection instruments in the Bank’s books in order to provide information on the cov-
erage level of the loan portfolio (in full, or by individual segments) by credit protection instruments, and
to optimize their use.

The Bank has established a robust system for limiting credit exposures that takes into account a num-
ber of risk factors, especially in the segment of housing loans and available collateral instruments in
such a way as to enable lending only in cases where loans are appropriately covered by residential real
estates. In this regard, the Bank projects the collateral coverage ratio for placements (LTV) through
a very important indicator of risk mitigation, at the same time, directly managing the risk of default
through already adequate lending standards.

7 At present, the Bank does not use life insurance policies as CRM. The Bank shall start using them once the technical requirements have been met.
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5.6. Brief description of the relationship between the bank’s risk profile and its business strate-
gy as well as a summary of the Bank’s key business indicators related to the risk management
and their values, on the basis of which interested participants in the financial market can eval-
uate the risk management of the Bank as well as the way tolerance to risks included in the risk
management system

The Bank’s strategy is aimed at ensuring sustainable growth for all participants with whom it has busi-
ness relations. The Bank is on the path to growth by ensuring sustainable results, preserving financial
strength and capital stability, based on long-term customer relationships. The Bank aims to increase
profitability and efficiency, while maintaining a low risk profile, which results from the creation of solid
revenues, efficient cost management and dynamic risk management.

The risk strategy includes key principles for ensuring consistent adequacy of the Bank's total capital and
liquidity, as well as adequate protection by full integration of risk management into business activities,
strategic planning throughout the organization and business development in accordance with defined
risk appetite. It ensures the financial stability of the Bank, while reducing the impact of potential finan-
cial losses caused by risks that the Bank has accepted in accordance with the Bank’s Financial Plan and
Capital Plan.

The Financial Plan and the Capital Plan must be agreed with the Risk Management Department to en-
sure that the appetites and objectives of the business segments do not exceed the level of capital that
can cover the risks posed by these objectives, ensuring adequate capacity of the Bank’s resources for
long-term risk. The risk management strategy is in line with the planned portfolio movements and the
expected macroeconomic trends described in the Bank’s Financial Plan.

Review of key risk indicators as of 31, December 2024. are shown in the table below:

Table 14

Indicators As of 31.12.2024
Regulatory capital adequacy ratic 18.67% o
Commeon equity Tier 1 (CET1) capital ratic 18.67% o
Core Capital Ratic (Tier 1) 18.67% o
Leverage Ratio 11,02% o
Liguidity coverage ratic (LCR) 204.22% of
Met Stable Funding Ratic (NSFR) 151.79% o
Loan to deposite ratio 77.65% o
Sensitivity of net interest income (EVE) in EUR milicn -2.84 o
MPL Coverage ratic 71.28% o
Gross MPL growth rate (% YoY) -0.43% o
Change of econemic value of banking book 3.74% of
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5.6. Brief description of the relationship between the Bank’s risk profile and its business strat-
egy as well as a summary of the Bank’s key business indicators related to the risk management
and their values, on the basis of which interested participants in the financial market can eval-
uate the risk management of the Bank as well as the way tolerance to risks included in the risk
management system (continued)

Finally, looking at the 2024. fiscal year, we can conclude the following:

* There were no significant changes in the overall risk profile. Credit risk remains the most sig-
nificant risk in the coming period, taking into account that the credit portfolio makes up the largest
part of the Bank's total assets and considering the uncertainty of the future development of the
global geopolitical situation. As an integral part of credit risk, the Bank has recognized a relatively
significant exposure to concentration risk, and calculates capital requirements taking into account
individual and sectoral concentration.

* Items sensitive to the risk of interest rate changes make up the largest part of total assets and total
liabilities, and thus make up the largest part of the balance sheet of ISP BiH that is subject to inter-
est rate risk. Taking into account significant interest rate fluctuations and uncertain future interest
rate movements, despite the fact that the Bank reacts to changes in a timely manner, actively re-
views and adjusts the principles of interest rate risk management, it is still important to carefully
manage interest rate risk. The exposure is fully in accordance with the regulatory limits, so during
2024. there were no regulatory limits exceeded, but it is the subject of monitoring by the relevant
function. Therefore, it is important to continue to carefully monitor and manage interest rate risk.
During 2025., the Bank will treat this risk as highly significant, taking into account the levels of ac-
ceptable appetite, exposure, but also the challenges related to risk management possibilities as
well as the new regulatory framework that will enter into force in June 2025. Although the Bank has
been operating successfully for more than 15 years, the Bank strategic risk, considers extremely
significant and calculates capital requirements for them. Also, in a situation of global crisis, reputa-
tional risk is one of the key factors of stability, so the internal capital requirement is calculated for
it as well.

* The Bank is well capitalized: regulatory capital and available internal capital mostly consist of capi-
tal components (Tier 1), which is generally considered the highest quality capital;

* Monitoring and reporting activities did not establish serious violations of internal policies and rules;

* The bank was in compliance with all key strategic limits except for temporary exceedances for op-
erational risk - major event and early warning level for the survival period indicator.

5.7. Description of the reporting to the supervisory board and management bord especially fre-
quency, scope, and manner of inclusion of the supervisory board and the bank’'s management
board in determining the content

To include adequately the top management and other relevant functions in the risk management sys-
tem, a reporting system has been established that enables efficient and timely informing of the stake-
holders about risk exposure, potential tools for risk mitigation and their effect.

The reports presented to the Bank's management bodies and the Risk Committee enable raising of
awareness on the risk areas in the Bank, exchange of views and discussion of all relevant stakeholders
in the risk management system. They are continuously improved in terms of contents and quality of the
presented data. The process, stakeholders and their roles are defined by internal rules.
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5.7. Description of the reporting to the supervisory board and management bord especially fre-
quency, scope, and manner of inclusion of the supervisory board and the bank’'s management
board in determining the content (continued)

Reports on developments related to internal losses, changes in the risk level in processes where risk
indicators have been established, developments of capital requirements, initiatives taken to mitigate
risk, risk appetite and strategically relevant topics are submitted to the Bank's management bodies,the
Risk Committee and to the owners of processes/ business units.

Depending on the type and recipient of the report, reporting is carried out on a daily, monthly, quarter-
ly, semi-annual and annual basis.

Reports of control functions are prepared and presented in person on a quarterly, annual and semi-an-
nual basis, and include an overview of the most important facts identified during inspections, illegalities
and irregularities, and shortcomings and weaknesses identified during inspections, as well as proposals,
recommendations and deadlines for eliminating illegalities, shortcomings and weaknesses. The reports
are submitted to the Audit Committee / Risk Committee and the Bank’s Supervisory Board for consider-
ation, informing the Bank’s Management Board for timely and efficient implementation of recommen-
dations for eliminating illegalities, irregularities, deficiencies and weaknesses identified during previous
inspections. The Bank’s Supervisory Board adopts reports on control functions, and on the proposal of
the Bank's Management Board and on the proposal / opinion of the Audit Committee / Risk Committee.

5.8 General framework of the internal control system and manner of organization of control
functions

The internal control system and the way of organizing control functions

The internal control system is a system of processes and activities established to adequately control the
risk, monitor the efficiency and effectiveness of the Bank's operations, the reliability of its financial and
other information and compliance with regulations, internal enactments, standards and codes to ensure
stability of the Bank’s operations.

Considering the size and complexity of the Bank’s organizational structure and the scope and complexity
of its operations, the internal control system has been developed and adapted to optimally support and
monitor the regular flow of business activities, as well as certain specific situations that may arise. In orga-
nizing the internal control system, the Bank is guided by the following principles:

In organizing the internal control system, the Bank took care to establish a system that insures:

* implementation of an efficient system of internal controls in all areas of business;

* establishment of independent control functions of the Bank;

* that no person employed by the Bank may be in a position to make significant mistakes or commit
violations established by law, other regulations and internal acts of the Bank, which would not be
disclosed in the short term;

* adequate organizational structure;

* adequate control activities and division of powers and responsibilities;

* adequate internal controls integrated into the bank’s business processes and activities;

e adequate administrative and accounting procedures;

* establishment of appropriate procedures for protection of bank assets;

» effective protection of the bank from abuse and criminal activities (money laundering, terrorist
financing, robbery, etc.);

* calculation and review of capital requirements for risks in accordance with relevant regulations;
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5.8. General framework of the internal control system and manner of organization of control
functions (continued)

* calculation and review of the risk capital requirements under the provisions of the Decision on the
Calculation of Bank Capital;

* identification and monitoring of large exposures, as well as alignment of large exposures with reg-
ulations governing this area;

* conclusion of transactions with persons in a special relationship with the bank and reporting sys-
tem and oversight procedures for conclusion of transactions with persons in a special relationship
with the bank;

* accounting controls and keeping of the accounts, other business documentation and records, asset
and liability valuation and ﬁrelparation, disclosure and delivery of financial statements which must
be kept in accordance with all prescribed and established accounting and banking principles, as
well as international standards;

e a process which ensures timely, true and accurate public disclosure of the bank’s data and infor-
mation;

. adccurgcby verification procedure for data and information required for the supervision on a consol-

idated basis;

organizational and technical controls of access to the bank’s assets and utilization of access rights;

management, logical and physical controls in the information system;

reporting to the supervisory authorities and other authorities and

an assessment of the effects of outsourcing of business activities on the bank’s internal controls

systems.

The Bank established and implemented an effective internal control system in all areas of business
operations covering at least:

an adequate organizational structure,

adequate control activities and division of the authorities and responsibilities,

adequate internal controls integrated in the bank’s business processes and activities,

adequate administrative and accounting procedures,

establishment of appropriate procedures for the protection of the bank’s assets,

establishment of the bank’s control functions,

efficient protection of the bank against misuses and criminal actions (money laundering, terrorism

financing, robbery, etc.).

The Bank established and implements effective internal control systems in all areas of business oper-
ations and established three control functions:

e Risk Control Function
e Compliance Control Function
e Internal Audit Function.

An individual control function cannot be organized within another control function. These functions are
independent of the Bank’s business activities and are independent of each other. Each function inde-
pendently and directly reports to persons and/or bodies in accordance with the laws, regulations and
internal enactments of the Bank and the Parent Company.

During 2024., within the control functions of the internal audit, compliance and the risk control func-
tion, there was no change of manager.
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5.8. General framework of the internal control system and manner of organization of control
functions (continued)

Internal Audit Function

The Bank organized its Internal Audit function as a separate organizational unit, functionally and or-
ganizationally independent from other activities it audits as well as from other organizational units in
the Bank. The Bank's Internal Audit function is performed by the Internal Audit Department. Internal
audit is an independent and objective guarantee and consulting activity guided by the philosophy of
added value with the intention of improving the organization’s operations. It assists the organization in
meeting its objectives by introducing a systematic and disciplined approach to assessing and improving
the effectiveness of risk management, control and corporate governance. The vision of Internal Audit
is to be a highly effective function of Internal Audit that meets the expectations of its stakeholders and
adheres to International Standards for Professional Internal Audit, which will enable it to be a business
partner and reliable consultant recognized as a driving force of management culture, responsibility,
compliance and execution that helps achieve the organization’s goals.

The purpose of Internal Audit is to perform the third level of control, monitoring the correctness of
business activities through direct supervision and risk management process. Internal audit assesses
the comprehensiveness, adequacy, functionality and reliability of the organizational structure and oth-
er components of the internal control system, informing corporate bodies of any possible improve-
ments. Based on the results of the conducted controls, it makes recommendations to corporate bodies.
Internal audit specifically assesses the risk management process and the management of corporate
processes, including the ability to identify and present errors and irregularities. In this context, it also
revises the control functions for risk monitoring and regulatory compliance. The evaluation of the in-
ternal control system resulting from the performed inspections is periodically transferred to the Audit
Committee, the Supervisory Board and the Management Board.

Internal audit is also responsible for assessing the effectiveness of the RAF (Risk Appetite Framework)
sharing and implementation process, the internal coherence of the overall model, and RAF-compliant
operations. Internal audit oversees the process of measuring, managing and controlling operational
and credit risk exposures, and conducts self-assessment activities for the ICAAP (Internal Capital Ade-
quacy Assessment Process).

Compliance Control Function
The Bank’'s compliance control function is performed within the Compliance Department.

The compliance control function ensures the compliance of the Bank as financial institution with
regulations, standards and codes, and internal enactments. The Bank establishes a permanent and
effective compliance function that is independent and functionally separated from business processes
and activities in which the risk of non-compliance arises and which is monitored, controlled, supervised
and evaluated by this function. Independence and objectivity of compliance control function is ensured
through the independence in performing this function in relation to other activities within the Bank.
The Head of the Compliance Directorate and the employees participating in the implementation of the
activities of the compliance function must not be placed in a position of actual or potential conflict of
interest between their responsibilities for the implementation of the activities of the compliance moni-
toring function and any other responsibilities.
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The compliance function guarantees the existence of the rules, procedures and operating practices,
preventive and control measures relating to operations on financial markets of the Bank and custom-
ers, which efficiently prevent the breach or violation of applicable regulations in the area of all Bank's
business activities, including also the area of investment and ancillary services, conflict of interest, con-
sumer protection and consumer crediting, transparency, payment systems, safety and health at work,
personal data protection, as well as regulations in the area of environmental protection. The Compli-
ance Policy defines the management model of compliance risk with rules, including conduct risks, of the
Bank, outlining the general principles and specifying the roles and responsibilities of the Bank’s Bodies
and structures involved, the compliance macro-processes aimed at the correct identification, assess-
ment and management of these risks and the governance models of the Bank. The Policy also regulates
the compliance profiles related to Environmental, Social and Governance issues (so called ESG factors).
The Bank’s Supervisory Board ensures the conditions for the establishment of an effective compliance mon-
itoring function in the Bank and supervises its functioning, which includes the adoption of annual work plans
of the compliance monitoring function and the adoption of quarterly, half-yearly and annual reports.

The Compliance Officer - the Head of Compliance Department Office is appointed and relieved of duty
by the Bank’s Supervisory Board.

The Head of Compliance control function reports directly to the Supervisory Board and Audit Commit
In order to insure the appropriate implementation of the compliance function the Compliance Depart-
ment is responsible for functional aspects of the implementation of the compliance function and within
the own role and responsibility it primarily performs the following duties:

* monitoring compliance of Bank’s operations with Law on Banks of FBiH, Law on Banks of Republika
Srpska, regulations of the Banking Agency of FBiH, the Banking Agency of Republika Srpska and
other applicable laws and regulations in Bosnia and Herzegovina, standards of prudent banking
operations, procedures on anti-money laundering and terrorism financing, as well as with other acts
defining Bank’s operations;

* identifying omissions and risk assessment as consequences of non-compliance of Bank's operations
with law and other regulations, especially in terms of risk of implementing supervisory measures
and sanctions of the Agency and other competent bodies, financial losses, as well as reputational
risk and in case of significance of this risk it should be included in the ICAAP

* advising the Bank's Management Board and other responsible persons on how to apply relevant
laws, standards and rules, including also the information on current affairs from those fields, pro-
vide advice and support to the other structures of the Bank regarding all the issues relating to
the compliance risk. The advisory and supporting service rendered by the Compliance Department
subrelates to efficient harmonization of corporate processes and activities, and supplemented with
legal opinions provided by the Legal Department;

» assesses the effects of changes in relevant regulations on the Bank’'s operation and proposes orga-
nizational and procedural changes for insuring adequate compliance risk management in the co-
operation with the HR and Organization Department and, regarding to legal aspects, with the Legal
Department;

» checks the compliance of new products or new procedures with relevant laws and regulations and
with changes in regulations, using the interpretation of laws and regulation provided by the Legal
Department;

* advisory tasks in the area of preparation of educational programs for the employees relating to the
areas relevant for the compliance function;
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* prepares the new internal regulations® and reports, monitors the implementation of the decisions/
conclusions of the Bank’s bodies in the area of compliance function, assesses the compliance risk
level when the compliance risk has been detected;

* monitoring the compliance of ICAAP/ILAAP with legal regulations, sub-legal acts and other regula-
tions and standards of prudent banking operations, as well as with Bank's internal acts, identifying
omissions and assessing risks resulting from non-compliance, and assesses effects of amended
relevant regulations on the Bank’s operations and similar;

* to carry out the analysis of the compliance of the remuneration policy® with the laws, by-laws and
other acts of the Agency, as well as the internal policies and risk culture of the Bank and to report on
the findings to the Bank’s bodies and to participate in the procedure of determining the risk takers
in accordance with their role.

Compliance department directly performs all tasks assigned to the compliance function by the current
legislation, with reference to the regulatory contexts deemed by the Regulatory Authorities to be most
significant or for which it has in any case been considered necessary to have a centralized compliance
risk management, consistent with the recommendations of the professional associations and market
best practices, and for those regulatory contexts without a corporate function appointed for its gover-
nance.

In this view, the Compliance Department is authorized specially to take the following activities:

* identifies and assesses compliance risk on an annual level to which the Bank is exposed and defines
the time frame for interventions for the purpose of removing criticalities (including policies and
procedures and their application or implementation) arising from the existing work processes and
defines the method of activity management with the goal of preventing the generation of new com-
pliance risk. The Management Board, Audit Committee and Supervisory Board are notified on the
results and findings of the annual risk assessment in accordance with Parent bank’s methodology;

* prepares the annual compliance function work plan, adopted by the Supervisory Board;

* insures timely preparations for comprehensive semi-annual report on the compliance function
which are submitted to the Bank’s Management Board, Audit Committee and Supervisory Board
and participates in the work of these bodies;

* insures prompt preparations of quarterly report on the compliance function activities which are
submitted to the Bank's Management Board, Audit Committee and Supervisory Board;

* coordinates the activities related to the implementation of Parent bank’s regulations and at the
same time play the role of the essential communication channel between the Bank and Parent bank;

* manages the situations which represent or might represent conflict of interest in such a way as it
defines the method of solving;

* manages the relations with regulatory and supervisory bodies regarding to the issues from the com-
pliance function domain in such a way as it coordinates the replies to the requirements sent by the
responsible bodies to the Bank;

* manages the non-compliance events in such a way that it offers assistance and cooperation to the
organizational units, which ensures identification and taking necessary interventions to overcome
every organizational or procedural malfunction;

* checks the coherence of the Bank’s remuneration system, under the support of the HR and Organi-
zation Department, with special emphasis on wages and rewards, for the purpose of harmonization
with the rules, code of ethics and code of conduct applicable on the Bank.

8 Internal regulations regulating the areas falling within the responsibility of the Compliance Department pursuant to its Business model

9 Local act ‘Remuneration and Incentice Policies’
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The role of the Compliance Department, as the holder of the compliance function, in relation to relevant
legislative framework for appraisal and management of compliance risk, is to define the guidelines and
methodological rules, to coordinate the initiatives regarding the alignment process with aim to deter-
mine priorities pertaining to specific risk events, checking the efficiency of the implementation by other
organizational units of the Bank and production of adequate reports for the competent bodies of the
Bank and/or Parent bank.

During the implementation of the above activities, the compliance control function will pay special at-
tention to the impact of changes in relevant regulations to the Bank capital as the key determinant of
stability.

The compliance monitoring function performs all prescribed activities in accordance with the positive
legislation, the regulations of the Parent Company, as well as the internal enactments of the Bank. In
view of the complexity and diversity of the Bank's operational aspects and organization, all organiza-
tional units of the Bank are actively involved in carrying out the compliance monitoring function, while
the Compliance Department is the holder of the compliance control function.

Employees of the Bank are obliged to provide persons employed in Compliance Department with ac-
cess to all documentation in their possession and to provide all necessary information

More detailed roles and responsibilities of holders and other participants in the implementation of the
compliance function are defined by the Compliance Policy and Operating rules for managing compli-
ance macro-processes (Compliance Rulebook).

Risk control function

The risk control function is organized within the Risk Management and Control Division, specifucally,
within the Risk Management Department. The risk control function defines and assesses adequacy of
the risk management system and monitors the overall risk exposure. The objective of the Bank’s risk
control function is continuous work on establishing and improving of a comprehensive and effective
risk control and management system, which is proportional to the nature, scope and complexity of
services provided by the Bank and harmonized with the Bank’s and PBZ Group's risk profile, taking into
account the regulatory requirements of the Banking Agency of FBiH and PBZ Group guidelines.

Key roles and responsibilities of the risk control function are:

* proposing to the Bank's Management Board the adoption of the General Rules for Risk Manage-
ment and the Rulebook for Risk Management (including the Internal Capital Adequacy Assessment
Process - ICAAP and Liquidity Adequacy ILAAP);

* proposing to the Bank’'s Management Board the adoption of methodologies, instructions that pre-
scribe in great detail the identification and measurement/ assessment of risks, stress testing, risk
management, monitoring and reporting on risks in the field of risk management;

* proposing to the Bank's Management Board the adoption of approach used for the capital adequa-
cy calculationf;

* adoption of rules, instructions and methodologies for planning, calculation and control of capital
adequacy and liquidity adequacy (according to the regulator and internally);

* proposing to the Bank's Management Board the risk management strategy and risk management
policies and rules;

* proposing to the Bank's Management Board decisions on exposure limits in accordance with the
risk management strategy and risk management policies;

* proposing to the Bank’'s Management Board risk control activities in accordance with the risk man-
agement strategy and policies;
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* proposing to the Bank's Management Board the integration of risk management into day-to-day
operations, and in particular into business decision-making;

» conducting risk identification, risk measurement/assessment and stress test activities;

* risk analysis (including also the risks of new products or new markets);

* participation in the calculation of capital adequacy and liquidity;

* monitoring of risk exposure, risk profile and capital adequacy, including monitoring of the risk limit
structure;

* checking the application and effectiveness of risk management methods and procedures;

* examination and evaluation of adequacy and effectiveness of internal controls in the risk manage-
ment process;

* reporting on risks, capital adequacy and liquidity to the Bank's senior management, member of
the Bank's Management Board responsible for the risk control, the Bank's Management Board, the
Bank’s Supervisory Board, the Bank's Credit Risk Management Committee, the Bank’s Financial Risk
Management Committee, the Bank’s Internal Audit Department, the Bank’s Audit Committee and, if
necessary, other functions and organizational units of the Bank;

* reporting to Privredna Banka Zagreb d.d. on risks, capital adequacy and liquidity;

e proposing to the Bank's Management Board the annual work plan of the Bank's risk control function
and adoption of operational activity plans based on the annual work plan of the Bank’s risk control
function;

* reporting on activities of the Bank’s control risk function to the Bank's Management Board, the
Bank’s Audit Committee and Supervisory Board;

* control performacne as defined by the Work Plan of the Bank's risk control function.

In addition to the above activities, the Bank's risk control function performs all stipulated activities in
accordance with the applicable regulations, Privredna Banka Zagreb d.d. requirements as well as the
Bank’s internal rules and regulations.

In 2024., regular activities of the risk control function were carried out according to the plan and pre-
scribed relevant internal regulations. A detailed overview of the implemented activities as well as the
findings for the controlled areas are documented in the Reports on the risk control function operation.
The risk control function reports are submitted on a regular basis to the Bank's Management Board,
which assessed that the operation of the control function was adequate, i.e. more than adequate.In
addition to the Bank's Management Board, the risk control function also reports directly to the Bank's
Supervisory Board. Reports of the risk control function are regularly submitted to the Risk Committee
and the Audit Committee.

5.9. Guidelines for risk management related to climate change and environmental risk

According to the Guidelines for the management of climate-related and environmental risks, issued by
the Banking Agency of FBiH, the Bank hereby issues the following data:

The manner of assessment, methods, definitions and criteria to assess significance related to

climate-related and environmental risks /Methods, definitions and criteria to determine signif-
icance of such risks
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Risk Identification is one of the key risk management processes and the key Internal Capital Adequacy
Assessment Process (ICAAP), where Intesa Sanpaolo Banka d.d Bosna i Hercegovina determines risks it
is exposed or could be exposed to. The determined risks are classified in one of the following categories
of significance - high, medium and low, and the risk treatment is defined in line with such classification.

Environmental, Social and Governance (ESG) risks in ISP BiH Bank represent a probability of loss or
additional costs or loss of planned income or loss of reputation of a financial institution due to negative
effect of present or future ESG factors to counterparties and their assets.

Risk assessment of the ESG Factors in line with the relevant regulations is included in each separately
identified risk (credit risk, operational risk, reputational risk, market risk, liquidity risk), and not as a sep-
arate risk sub-category within the regulatory risk category - other risks.

The Banking Agency of Federation of Bosnia and Herzegovina issued the Guidelines for the manage-
ment of climate-related and environmental risks, defining its expectations and it set the plan for the
banks to comply with the Guidelines. The plan for compliance with the Guidelines provided for the cre-
ation of a materiality assessment that includes:

e |dentification of risk drivers,

* Identification of exposure and

* Determination of materiality.

In line with the Plan, Intesa Sanpaolo Banka Bosna i Hercegovina prepared the materiality assessment
which was updated on 31 December 2024. whose results are presented below.

Key Risk Drivers identified for Intesa Sanpaolo Banka Bosna i Hercegovina

In order to identify geographical areas prone to specific climatic hazards, Intesa Sanpaolo Banka BiH
used publicly available sources such as: Flood and landslide risk assessments for the housing sector in
Bosnia and Herzegovina, data and analyses of official state institutions, climatological analyzes of the
World Bank and the Federal Hydro-Meteorological Institute and other relevant sources. For assessment
purposes, the Bank has considered only risks that are relevant in terms of the environment in which it
operates and the potential exposure of its portfolio. Therefore, the risk was assessed for the following
risk drivers: floods, landslides, earthquakes, forest fires, heat waves and droughts.

Key risk drivers identified for BiH*
FLOODS
High damage, Very high probability of occurrence

LANDSLIDE
High damage, Very high probability of occurrence

EARTHQUAKE
Very high damage, Low probability of occurrence

FOREST FIRES
Moderate damage, Viery high probability of occurrence

HEAT WAVES
Low damage, moderate probability of occurrence

DROUGHTS
Low damage, moderate probability of occurrence

*Tource: Assessment of Bosnia and Herzegovina's
vulnerabilty from natural or other accidents
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Based on the publicly available analyses and assessments of the risk of floods and landslides in Bos-
nia and Herzegovina, the collateral (real estate), exposure portfolio and deposits of LE and Pl in Intesa
Sanpaolo Banka BiH were analysed, taking into account the location of the real estate, i.e. the address
of the headquarters, i.e. the residence of the customers in relation to the risk of flooding and landslides
in municipalities in Bosnia and Herzegovina.

In accordance with the flood and landslide risk assessment, for municipalities with a high risk of flood-
ing, the portfolio was weighted by the above-mentioned segments (real estate, exposure, deposits)
using the percentage of the potential flood area, i.e. the area prone to landslides in relation to the total
area of the municipality, and such weighted exposure amount was taken as potentially high risk expo-
sure.

The earthquakes belong to the group of natural risks that cannot be predicted, and could occur at any
time with certain probability. Earthquakes generally manifest as ground shaking due to the sudden re-
lease of energy stored in the Earth's crust. The territory of BiH belongs to a relatively seismically active
zone. Although devastating earthquakes are a relatively rare phenomenon in the territory of Bosnia and
Herzegovina, they represent

a significant physical risk due to the potentially large damage they can cause. Based on the available
data, identified were the parts of Bosnia and Herzegovina exposed to the highest Probability of earth-
quake occurrence with horizontal ground acceleration values greater than 0.2 - which corresponds
to the category of “strong shaking” (VI) of the Modified Mercalli scale. For the purposes of this risk as-
sessment, in order to assess the likely impact and scope of the potential earthquake on the Bank's real
estate (collateral), areas with high risk were identified on publicly available seismic maps and supported
by reports “Assessment of the vulnerability of Bosnia and Herzegovina from natural or other accidents”
and “Typology of residential buildings of Bosnia and Herzegovina”. The scenario assumes that the great-
est risk of damage in the event of earthquakes is on older buildings built before 1970's, i.e. in the period
before strict construction standards in the seismically active areas (1970). Forest fires pose a great dan-
ger to forests and forest land, populated areas and human lives.

Forest fires cause enormous damage to human health, flora and fauna, and affect the climate and
the economy. Forest fires are a global environmental and economic problem. All Balkan countries,
including Bosnia and Herzegovina, are regularly affected by fires in warm and dry periods of the year,
especially between May and September when the largest number of fires are registered. In terms of
forest coverage, Bosnia and Herzegovina is one of the most forested countries in Europe. The land area
of Bosnia and Herzegovina is about 51,200 km2. About 27,000 km2 or 48.3% of the territory is covered
by forests and forest lands. Based on the available data of the Study “Extinguishing forest fires in Bosnia
and Herzegovina”, identified were the parts of Bosnia and Herzegovina exposed to the greatest risk of
fire (fire zones). Based on the aforementioned Study, identified were customers which operate in the
agricultural, wood and forest industry, assessed as industries with a high risk of forest fires.

The drought and an average air temperature increase have effect on the existing yields and decrease
the capacity of drinking water sources. A drought is a natural phenomenon that is observed from the
perspective of the country in the Climatological Analysis of 2022. The Climatological Analysis of 2022
mostly classified the precipitation conditions in Bosnia and
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Herzegovina into the categories of extremely dry, very dry and dry. However, as is the case with heat
waves, it is assumed in a drought scenarion that agriculture, food and beverage industries would be
primarily affected. Due to climate changes, heat waves are occurring more often than before, so the
frequency of heat waves is steadily increasing, from an average of two heat waves per year during the
1960s to six per year during the 2010s and 2020s. Therefore, the estimated scenario assumes that the
heat wave will seriously affect

the entire country, focusing primarily on the sectors of agriculture, food and beverages, and electricity
production in hydroelectric power plants primarily due to the risk of reduced production capabilities.
Impacts on the tourism industry can also be expected in relation to exposure to customers associated
with winter tourism, i.e. the construction of hotels in the mountains.

Considering the predicted temperature increases and extended hot seasons, it is expected that the
effects of climate change will create unusually warm winters on the BiH mountains, which may affect
visitors, and especially hotel tourism.

Method of determining total and one’s own GHG (Green House Gases) financing

For the purposes of calculating its own green house gases, the bank will create its own calculator of the
total green house gas emissions produced at its headquarters and branches, and if possible, also of the
carbon footprint of its employees (for their business activities).

Green house gas emissions are categorized into three groups, to enable the bank to understand and
manage its carbon footprint.

Scope | - are direct emissions from sources that are owned or controlled by the bank. These emissions
are under the direct control of the bank and occur on the spot, such as emissions from the burning of
fossil fuels, oil, natural gas, the use of bank vehicles and other.

Scope Il - are indirect emissions from products of purchased electricity, heating, cooling, etc. Such
emissions are caused by the production of energy consumed by the organization, but such energy is
produced at a source not controlled by the organization (emissions of electricity purchased from the
electricity network, emissions of heat or cooling from remote energy systems, emissions from steam,
etc.).

Scope Ill - other indirect emissions that occur in the bank’s value chain, not included in scope | and Il
(eg business trips, employees commuting, purchased services, waste disposal). The Methodology for
calculating GHG emissions and emission factors used by the bank must be in line with the EIB Project
carbon footprint methodology and the GHG Protocol.

The carbon calculator and the used methodology must be approved by a partner such as a credible
university or international organization with experience in environmental protection, other state insti-
tutions authorized for metrology, international certification groups and an expert who excels in knowl-
edge of carbon footprint calculation methodology.

For the financing of GHG (Green House Gases), in line with the principle of proportionality, the bank will
perform a sector analysis (based on available public data) related to the main exposures of the portfolio.

The bank will also undertake activities to reduce the carbon footprint through reforestation initiatives,

and other initiatives that contribute to reducing the bank’s carbon footprint (working from home and
other).
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The established goals related to climate change and environmentally sustainable goals, and in-
formation on how it contributes to the said goals

Intesa Sanpaolo Banka Bosna i Hercegovina focused in 2024. on environmental, social and governance
(ESQG) activities, all with the aim to meet the increasing requirements for banks, imposed by the regu-
latory bodies and the market itself. The European Union implements the ESG criteria through the Eu-
ropean Central Bank by adoption of a number of directives that are in turn being assumed and imple-
mented by the entity-level banking agencies in Bosnia and Herzegovina. Thus, in 2023, the FBiH Banking
Agency (FBA) has adopted its first ESG related official document titled “Guidelines for the management
of climate-related and environmental risks”, instructing the banks in FBiH how to establish, measure,
manage and control the climate-related and environmental risks, and to disclose data thereof.

In 2024, the Bank has realised several activities aimed at implementing the ESG principles and at po-
sitioning itself as a responsible financial intermediary amidst growing global challenges including mit-
igating climate change and reducing harmful environmental impacts, empowering marginalised com-
munities, informal sector inclusion, ensuring gender equity, and working towards more accountability
through transparent reporting.

The Bank pays particular attention to compliance with the Guidelines for the Management of Risks
Related to Climate Change and Environmental Risks in the context of collateral valuation, as climate
and environmental risks may affect the value of collateral. In this regard, when collateral is valued by
an authorized independent valuer, the existence of an energy certificate, its rating or energy class, and
the associated risks are considered in detail in order to assess the potential impact on the value of the
collateral.

Based on the identified needs, the Bank has accepted its role in environmental protection and social
responsibility and accordingly adapted and expanded its product offer with green loans in Retail and
Corporate segments, thus following the Parent Company guidelines.

In order to implement ESG principles of business, the Bank signed a cooperation agreement with UNDP
Bosnia and Herzegovina on general cooperation in the field of application of ESG principles, as well as
Green Transition for SMEs.

The Bank has also established cooperation with government organizations, through cooperation with
the City of Sarajevo. The Bank participates in Net Zero Mission Cities, through cooperation with the
European Delegation to BiH, Sarajevo Canton, and the City of Sarajevo. As a result of cooperation with
UNDP BiH, the Bank measured its total CO2 footprint, fulfilling the obligation prescribed by the Guide-
lines on Climate Change Risk Management, by the Federal Banking Agency.

The Bank implemented the environmental aspect through initiatives aimed at reducing its CO2 foot-
print, and thus continued with the afforestation campaign.

The reduction of the CO2 footprint was also realised by marking the European Mobility Week, using
alternative forms of transportation, all in cooperation with the City of Sarajevo.

The Bank has implemented the social aspect through a large number of donations to socially vulnerable
persons, as well as to institutions taking care of socially vulnerable persons.

The Bank demonstrated its social responsibility by participating in voucher donations for bicycle pur-
chase to the citizens of Sarajevo. We have realised this initiative in cooperation with the City of Sarajevo.
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In order to improve the governance system efficiency in the Bank, focused on sustainable development,

and taking into account all requirements and rules of the governance system in the ISP Group (which

has been actively working on ESG principles implementation worldwide in the past years), the Bank has
introduced separate functions to its organisational structure in 2024., that exclusively deal with the ESG
topics - ESG Office.

The ESG strategy of the Bank is focused on a holistic approach towards environmental, social, and gov-

ernance factors, demonstrating our commitment to sustainability and responsible banking. Key aspects

of our strategy include:

* Investmentin ESG culture: The Bank deepens its commitment to ESG principles by investing in com-
prehensive training programs for staff. These programs are designed to enhance the understanding
and implementation of sustainable practices and the green economy, ensuring that the Bank’s team
is well equipped to contribute positively to ESG goals;

* Continuation of “smart working practices”: building on the “smart working” framework implemented
in 2023, the Bank is further promoting remote working where feasible
to significantly reduce CO2 emissions. This initiative not only supports environmental sustainability,
but also offers flexibility to the Bank’s employees, contributing to a better work-life balance;

* Rationalization of office space: in line with its commitment to reduce CO2 emissions, the Bank is
optimizing the use of office space. This includes reconfiguring the layout to ensure a more efficient
use of energy and resources, further contributing to its environmental sustainability goals;

e Calculation of CO2 footprint: the Bank has had its CO2 footprint measured by a trusted partner.
The result of the footprint assessment will be used to consider the business model and strategy
development that could have an impact on the environment. The first calculation is planned by the
end of 2024. With the support of UNDP, the Bank has successfully calculated its CO2 footprint, and
based on this calculation, it plans to address the business model and strategy and its impact on the
environment, in an effort to reduce the Bank’s emissions.

* Reduction of paper use: recognizing the impact of paper consumption on the environment, the
Bank takes decisive steps to reduce paper use. Through digitalization of processes and encourage-
ment of paperless operations, the Bank aims to significantly reduce paper consumption, additional-
ly aligning with ESG obligations;

e Gender equality: the bank has already worked supporting the principle of gender equality. In 2024,
initiatives have already been launched to further strengthen the Bank’s commitment in this regard
at all levels of management bodies.

e Cooperation with credible partners: By the end of 2024, the Bank concluded an agreement with
UNDP BiH, according to which it will work to support the private sector in accessing green financ-
ing and adopting sustainable practices. A key initiative in cooperation with UNDP will include the
development of a green credit line for small and medium-sized enterprises with tailored technical
support, to prepare enterprises for ESG-related financing, and to encourage circular and low-carbon
business models in resource-intensive industries. UNDP will also assist in the CO2 assessment

* Footprint of the Bank and the implementation of reduction strategies. This cooperation positions
Intesa Sanpaolo Bank as a leader in sustainable finance, initiating effective green transformations
in Bosnia and Herzegovina.

These strategic initiatives reflect the Bank dedication to integrate ESG principles into every aspect of its
operations. By focusing on sustainability, promoting smart working, optimizing physical footprint, and
reducing resource consumption, the Bank is not only enhancing operational efficiency but also contrib-
ute to a more sustainable and responsible banking sector.
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The Bank plans to further increase the use of Supranational credit lines that are ESG-oriented, where
the client incentive scheme is recognized as one of the strongest levers based on which clients in the
market are interested in these products. The Bank is in the process of negotiating new credit lines with
ESG attributes, such as Low carbon facility, Woman in business, Young in business.

The sales results of ESG products demonstrate the commitment to supporting clients, legal entities and
individuals towards green and social transition.

The Bank will continue to further improve existing and develop new ESG-friendly products, leveraging
the synergistic approach of the HUB and the business expertise of the ISP Group of banks and Matica
members (in particular for project financing in renewable energy projects through ESG clearing of spe-
cific debtors and financial operations). The 2025 plan includes the introduction of 2 new ESG products:
General S loan and General purpose S loan - for I/t investments with LMA-compliant environmental
purposes.

Banks use the EBRD credit lines EBRD GO Digital (for financing digitalization and automation, energy
efficiency and environmental protection) and EBRD GO Green (for financing the green economy, agri-
culture, agribusiness chains and women in business and work in the implementation of the EIB Social
Impact credit line for women, youth and inclusiveness.)
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6. DATA AND INFORMATION RELATING TO REGULATORY CAPITAL, CAPITAL
REQUIREMENTS AND ADEQUACY OF CAPITAL, PROTECTIVE LAYERS OF CAPI-
TAL AND FINANCIAL LEVERAGE

The Bank hereby publishes the following information pursuant to Article 8., 9., 10. and 11. of the Decision.
All information is indicated in BAM 000, unless stated otherwise.

6.1. Bank’s capital structure and data relating to protective layers of capital

The Bank’s regulatory capital is an amount of assets the Bank is under obligation to maintain to en-
sure secure and stabile business operations, i.e. to meet its obligations towards its creditors.

By Decision on calculation of the capital of a bank (Official Gazette of FBIH 98/2023 and 13/2024), of
the Banking Agency, banks are required to maintain an adequate amount of regulatory capital in accor-
dance with the risks they assume in their operations on an individual and consolidated basis.

The Bank's regulatory capital as at 31 December 2024. amounted to 342,097 thousand BAM. It consists
of the most stable and solid sources of funds-paid-in ordinary shares and reserves, increased every
year by a decision of the Assembly, thus directing a part of the earned net profit of the current year into
the capital.

The Bank’s equity capital includes, mostly, paid-in ordinary shares of Privredna Banka Zagreb d.d. and
the accompanying share premium, other reserves and other total accumulated profit.

The other total accumulated profit includes unrealized losses/gains based on value adjustments of
financial assets allocated to the portfolio of assets measured at a fair value through other total accu-
mulated income.

The share capital is reduced by other intangible assets, a qualified share outside the financial sector
to which a risk weight of 1250% can be applied as an alternative, and deferred tax assets that can be
deducted and that depend on future profitability and arise from temporary differences in accordance
with the Decision on the calculation of the bank’s capital.

The Bank’s supplementary capital consists of regulatory adjustments as described below.

The Bank has no hybrid, or subordinated instruments and additional equity capital.

The Bank's capital structure as at 31 December 2024. was the following:

Table 15
Capital Iznos

REGULATORY CAPITAL 342,097
COMMON EQUITY 342,001
COMMON EQUITY TIER 1 (CET1) 342,091
Capital Instruments recognised as CET1 102,191
Paid capital instruments 44776
Share premium 57415
Profit or loss belonging to the ultimate shareholder 26,732
(-] Part of the profit for the period generated in the business year or profit for the period generated at the end of the business year,

that is not recognised -26,732
Other accumulated aggregate profit 1,907
Other reserves 240,029
(-) Other intangible assets -1,210
(-] Qualified holdings outside the financial sectors for which an alternative risk weight of 1250% may apply -50
() Deferred tax assets that may be deducted and which depend on future profitability and arises from temporary differences -776
ADDITIONAL TIER 1 CAPITAL (ATT) 6
Capital instruments recognised as AT1 6
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6. DATA AND INFORMATION RELATING TO REGULATORY CAPITAL, CAPITAL
REQUIREMENTS AND ADEQUACY OF CAPITAL, PROTECTIVE LAYERS OF CAPI-
TAL AND FINANCIAL LEVERAGE (continued)

6.2. Description of basic characteristics of financial instruments included in the calculation of
regulatory capital

Capital instruments included into the regulatory capital calculation are paid in share capital and share
premium:

Table 16
Capital Iznos
Capital Instruments recognised as CET1 102,191
Paid capital instruments 44776
Share premium 57,415

Calculation of the regulatory capital also includes:

* total other accumulated income in the amount of 1,907 thousand BAM related to a fair value of the
assets measured through the Other Comprehensive Income;

* other reserves amounting to 240,029 thousand BAM consisting of profit from the previous periods
which were allocated by the Bank to its Retained reserves, Other provisions; and the amount of
intangible assets amounting to 1,210 thousand BAM (software and licenses) qualifying holdings
outside the financial sector to which a risk weight of 1250% may be applied as an alternative in the
amount of 50 thousand KM, and deductible deferred tax assets that depend on future profitability
and arise from temporary differences in the amount of 776 thousand KM, which in accordance with
the Decision represent a deductible capital item.
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Basic characteristics of financial instruments included into the Bank’s regulatory capital are given below:

The main characteristics of financial instruments
Ne. Item
Intesa Sanpaolo banka d.d. Bosna i
I Issuer Hercegovina
11 Unique ID ISIN BAUPIBRO0D02
Treatment in accordance with regulations
2 Recognized on an individual / consolidated basis On the individual basis
Ordinary shares (447.760);
3 Type of instrument Mon-cumulative preference shares (60)
4 Amount recognized for the purpose of calculating regulatory capital in thousands of KM as at Share capital 44,782 ths KM and
" |thedate of the last reporting share premium 48,805 ths KM
5. Nominal amount of the instrument 100 KM
5.1. |lssue price Mot applicable
5.2. Redemption price Mot applicable
6. Accounting classification Share capital
The bank was registered as a joint stock
- Date of ssue of the instrument company in ‘IBBD..The shares were \.ssued
on several occasions, and the last issue
was in 2008
8. An instrument with a maturity date or an instrument without a maturity date Mo maturity date
g1. |Initial maturity date No maturity
9. Option to purchase by the issuer No
Thefirst date of activation of the purchase option, the conditional date of activation of the
9.1. |purchase option and the redemption value Not applicable
9.2. |Subsequent date of activation of the purchase option (if applicable) Not applicable
Coupons/ dividends
10.  |Fixed or variable dividend / coupon Variable
11.  |Coupon rate and related indices Mot applicable
12, Existence of a mechanism for mandatory cancellation of dividends No
Full discretion, partial discretion or no discretion regarding the timing of dividend / coupon
13. payment Full discretion
1sd Full discretion, partial discretion or no discretion regarding the amount of dividends / coupons Full dscretion
14. The possibility of increasing yields or other incentives for redemption No
15. Non-cumulative or cumulative dividends / coupons Non-cumulative
16.  |Convertible or non-convertible instrument Mot applicable
17.  |If convertible, the conditions under which the conversion may occur Mot applicable
18.  |Ifitis convertible in part or in full Mot applicable
15.  |If convertible, conversion rate Mot applicable
20. Ifit is a convertible, mandatory or valuntary conversion Mot applicable
21.  |If convertible, the instrument to which it is converted Mot applicable
22, (If convertible, the issuer of the instrument to which it is converted Mot applicable
23, Possibility of reducing the value No
24.  |Ifthereis a possibility of impairment, the conditions under which the impairment may occur Mot applicable
25.  |Ifthereis a possibility of impairment, in part or in full Mot applicable
26. |Ifthereis a possibility of impairment, permanently or temporarily Mot applicable
27. If the decrease in value is temporary, a description of the mechanism of increase in value Not applicable
2. The type of instrument that will be paid out immediately before the specified instrument in the Not applicable
event of liguidation or bankruptcy
29.  |Inconsistent characteristics of converted instruments No
30. |If present, indicate non-compliant characteristics Mot applicable
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REQUIREMENTS AND ADEQUACY OF CAPITAL, PROTECTIVE LAYERS OF CAPI-
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6.2. Description of basic characteristics of financial instruments included in the calculation of
regulatory capital (continued)

Adjustments to the regulatory capital calculation amount to 6 thousand BAM and refer to paid-in prior-
ity shares.

Table 17
Capital Iznos
ADDITIONAL TIER 1 CAPITAL (ATT) 6
Capital instruments and subordinated debt recognised as AT1 ]

6.3. Description of all restrictions applicable to the calculation of regulatory capital

The structure of the capital requirements of banks, according to Article 38 of the Decision, defines min-
imum levels for three capital requirements:

[0 the ratio of Common Equity Tier 10of 6.75%;
[0 the ratio of Tier 1 capital of 9%;
00 the ratio of regulatory capital of 12%.

Apart from the minimum adequacy rates set by the regulator, the Bank is also required to ensure the
capital conservation buffer in the form of Common Equity T1 in the amount of 2.5% of the total amount
of the risk exposure which makes the total regulatory capital rate a minimum of 14.5% (12 % + 2.5%).

The bank is obliged to ensure and maintain a financial leverage rate of at least 6% in accordance with
Article 38 of the Decision.

Table 18
. . ) . . Required restrictions
Regulations related with capital ratios and concentrations %)
Total capital adequacy ratio min. 14.5%
Common equity min. 9%
Common equity Tier 1 (CETT) min. 6.75%
Leverage Ratio min. 6%

In accordance with the FBA capital calculation decision, the Bank report Form C 03.00 - Capital rates
and capital levels and Form C 47.00 - calculation of the financial leverage rate, and submits them to the
regulator quarterly by the following month at the end of the quarter.

In addition to the above, the Bank monitors and reconciles its operations on a monthly basis with the
aim of maintaining coefficients within the prescribed limits.
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6.4. Type and amount of regulatory adjustments, adjustments and items that the bank is not
obliged to deduct from elements of regulatory capital in accordance with the provisions of the
decision on calculation of capital

The Bank did not have regulatory adjustments that reduced regulatory capital that were not
obligatory according to the Decision on calculation of the bank’s capital.

6.5. Capital requirements and capital rates

Overview of capital requirements and capital adequacy rates are presented below:

Table 19
Capital adequacy
No. ltem Risk-weighted Capital requirements
eXposure amount
1. Exposures to central governments and central banks 0 0
2. Exposures to regional governments and local authorities 37,546 4506
3. Exposures to public sector entities 5,027 711
4. Exposures to multilateral development banks ] 0
5. Exposures to international organisations ] 0
6. Exposures to institutions 103,283 12,394
7. Exposures to companies 578,275 69,393
8. Exposures to retail 482,016 57,842
9 Exposures to secured with real estate 460,264 55,232
10. Exposures with default status 10,066 1,208
11. High risk items 2,322 279
12 Exposures to covered bonds 0 0
13. Exposures to institutions and companies with short-term credit assessment 0 0
14. Exposures to units or shares in investment funds 0 0
15. Exposures based on equity investments 1,070 128
16. Other exposures 40,285 4834
17. Total capital requirements for credit risk 206,526
18. Capital requirements for settlement / delivery amount 0
19. Capital requirements for market risks 0
19.1 Capital requirements specific and general position risk based on debt and equity instruments 0
19.2 Capital requirements for large exposures arising from trading book items 0
193 Capital requirements for foreign exchange risk 0
194 Capital requirements for commeodity risk 0
20. Capital requirements for operational risk 13,405
21. CET1 ratio 18.67%
22, T1 ratio 18.67%
23. Regulatory capital ratio 18.67%
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6.6. Bank’s credit risk exposure
6.6.a. Definition of terms of default status and past due exposures (past due

For the purpose of calculation of the risk-weighted assets, and calculation of expected loan losses the
Bank determines the status of default in accordance with Article 2 point Il), and Article 61 of the Decision
on capital calculation and Article 178 of the Regulation (EU) no. 575/2013 of the European Parliament
and Council.
As it is evident from the regulatory definitions the regulations of ECB and FBA are largely aligned, as
both define that there are two requirements for establishment of the status of default on liabilities:
0 Requirement A - objective evidence of the status of default based on continuous count of matu-
rity days, applying the same relative threshold of 1%;
[0 Requirement B -status of default on liabilities based on incapacity of a customer to pay, whereas
the evidence suggesting UTP is the same in both regulations.

On the other hand, a slight difference exists between the two regulations as regards the absolute ma-
teriality threshold.

According to the rules of the FBiH Banking Agency, the absolute threshold for individuals is 200 KM, and
for legal entities 1,000 KM, while according to the rules of the ECB, the threshold for individuals is 100
EUR, and for legal entities 500 EUR.

In order to fully satisfy the requirements of both regulations, the EU regulator (for consolidated report-
ing to the Group) and the local regulator (for reporting to the FBiH Banking Agency), Intesa Sanpaolo
Bank applies the prudential principle in defining the status of default. This means that when there are
differences between the two regulations, the Bank applies a more conservative rule, to ensure compli-
ance with both regulations.

The first and obvious application of the principle is linked to the absolute thresholds for default status.
Evidently, the absolute thresholds, as defined by the two regulators, are almost equal, as the Currency
Board in BiH has defined a fixed exchange rate between Euros and BAM, with an exchange rate of TEUR
=1.95583 BAM.

The Banks considers the materially significant amount to be the total overdue receivables of a client
from:

a) a natural person in the amount exceeding 100 EUR and 1% of the total exposure of a debtor; and

b) a legal entity in the amount exceeding EUR 500 and 1% of the total exposure of a debtor.

When a client’s overdue debt exceeds both the relative (%) and absolute materiality threshold on a giv-
en date, the counting of the days of arrears begins.

If the client is continuously in arrears for more than 90 days, it is considered that the status of default
has occurred.

When determining the status of default, the Bank shall take into account the subjective criteria for its
determination as defined in Article 61, (3), (a), and (5) of the Decision.

The Manual on rules and criteria for credit exposure classification and measurement and the Method-
ology for determining a default status of debts defines the default status more specifically according
to objective and subjective criteria for the purpose of provisions calculation in accordance with IFRS 9.

6.6.b. Methodology for calculation of credit risk valuation adjustments and loan loss provisions for off-bal-

ance items-determination of expected loan losses for credit risk

In line with the International Financial Reporting Standards, local regulatory practice and credit risk
management practice, the Bank creates provisions for expected loan losses.
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6.6. Bank’s credit risk exposure (continued)

The entire management framework is based on the IFRS 9 (International Financial Reporting Standards
9), where expected loan losses are calculated and recognised without waiting for the trigger event'® and
in the forward-looking perspective. In addition, according to IFRS 9 more detailed portfolio classification
should be done in three credit risk levels according to the set of pre-defined criteria:

» Stage 1 includes key financial instruments which have not been significantly impaired in
terms of credit quality as compared to the initial recognition;

* Stage 2, on the other hand, includes financial instruments which have been significantly im-
paired in terms of credit quality as compared to the initial recognition, but have no objec-
tive evidence of the loan loss event.

» Stage 3 includes exposures having objective evidence of impairment.

For the instruments classified in the Stage 2 and Stage 3, where the credit risk of a financial in-
strument has significantly increased since the initial recognition, the lifetime expected loss has been
recognised. The lifetime expected loss includes the expected loss for the entire residual maturity of a
financial instrument. The expected loss in 12 months is calculated for the instruments classified in the
Stage 1.

When calculating the expected losses, projection elements are included in the estimate of PD/LGD
(macroeconomic conditionality), to take into account expectations of changes in the PD / LGD estimate
as a result of changes in the macroeconomic environment that may occur in coming years relative to
the reporting date.

Provisions are allocated and calculated on a collective basis, based on an estimate of losses incurred on
individual homogeneous sub-portfolios formed based on similar characteristics, such as type of client,
facility and presence of collateral.

Detailed description of methodology for the IFRS 9 methodological framework applied in ISP BiH, in-
cluding credit risk level assighment and estimated probability of default (PD), loss given default (LGD),
exposure at default (EAD) as well as calculated of the expected loan loss is available in the IFRS 9 Impair-
ment Methodology of ISP BiH.

6.6.c. Amounts of the Bank’s exposures as per exposure categories

The Bank’s exposure is defined in Article 49 of the Decision on calculation of the capital of a bank, de-

fining:

* The exposure value of an asset item shall be its accounting value remaining after provisions, addi-
tional value and other own funds reductions related to the asset items.

* The exposure value of an off-balance sheet item shall be its accounting value after deduction of
loss provisioning for off-balance sheet exposures, multiplied by the conversion factor (CCF factor)

Based on the exposure categories, the Bank has indicated the following amounts on 31 December 2024.

10 Unlike in the previous IFRS 39 standard, where incured loss model was used.
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6.6. Bank’s credit risk exposure (continued)

Table 20
Total and average net exposure value
Net exposures at the | Average net exposures
No. Exposure category i i
end of the period aver the period

1. Exposures to central governments and central banks 708,078 604,35

2. Exposures to regional governments and local authorities 74,155 74,735

3. Exposures to public sector entities 2,827 b,ob4

4, Exposures to multilateral development banks abd 2/

5, Exposures tointernational organisations 0 0

G, Exposures to institutions 317,201 252,783

7. Exposures to companies 879,879 870,917

8. Exposures to retail 730,444 728,132

a. Exposures to secured with real estate 740,052 DE35,004
10. Exposures with default status 10,654 10,760
11, High risk items 1,048 3,395
12, Exposures to covered bonds 0 0
13. Exposures to institutions and companies with short-term credit assessment 0 0
14, Exposures to units or shares in investment funds 0 0
15. Exposures based on eguity investments 1,070 733
16. Other exposures 90,367 73,870
17. Total 3,579,917 3,401,950

Table 21
Bosnia and . switeer
No. Items Herzegovin|  ltaly Austria | Germany | Croatia usa 8 f::_’t “"'1:' “"| Sweden | Other Total
ritain
a

T, [Exposures to central governments and central banks 579,650 0 0 0] 40,096 0 0 [ 0 88,332 708078
3. [Exposures to regional governments and local authorities 74,155 ] 5 ] 5 ] ] [ o 5 74,155
3. [Exposures to public sector entities 5,027 ] b ] b ] o [ 0 o 5,827
4. [Exposures to multilateral development banks 5 ] B ] B ] 516 i o 53 563
5. [Exposures 1o international arganisations i i i i i i ] i b} o o
6. [Exposures to institutions il S 7388 51,021 TEEL| A TS E5 43 EH STdEE| T 301
7. [Exposures 10 companies 879,879 i o i 0 i 0 i ] 0| 79879
8. " [Exposures to retail 748,637 3 g g 4] i b i o T34 750 444
4. [Exposures to secured with real estate 736,837 i 3 106 b i i} i i} 54| 40,532
10, [Exposures with default status 10,653 ] b ] b i B [ 8 i 10,654
1. [High risk rams 1,548 ] 5 ] 5 ] ] [ o 5 1,548
12, [Exposures to covered bonds 5 [ 5 [ 5 ] o [ 0 o o
13 Exposures to institutions and companies with short-term credit 0 a 0 a 0 a 0 i} 0 0 0
14, [Exposures to units or shares in investment funds b ] b ] b ] o [ 0 o o
8. [Expesures based on equity Investments 4 5 g [ g ] B i B 1id 1,070
6. [Other exposuras 490,367 i i i i i i i o 0 490,367
17._|Total 3,183,643 69,057 7304 91,132 42144 __ 45530 545 429 32 140,101] 3,579,917

Countries shown under the item Other are: Belgium, China, Denmark, Spain, France, Luxembourg,
Montenegro, Macedonia, Norway, Serbia, Romania and Turkey.
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6.6. Bank’s credit risk exposure (continued)
6.6.e. Exposure categories as per types of activities

Table 22

Exposures by NACE (net exposure value)
2 o
= o
£ : |82 3 g 5
] o s a2 ° a 5
= a0 = = == = in =
- £ 5 2 ] ] s = s
= Fal £l E g o e T 5 g o =
s £ £ = | g5 s g E £ 2 £
) ] = -] 8 < 2 £ & o 4 E
g = g mE 225 § 5 E 55 8
No. Exposures E - 8 o B w2 = o= E c 2 o
& H ] 5.8 Zg S B =2 € e 5
- e S = g ® T g o =
2 £ 3 £t | 3¢ E té 3 = z
= = £ 8 - a8 > [ E 3
S = = z 8 %5 - E
i o - c =] E
5 2 ] a3 s s
E, i FE ER f g
= < B
1 Exposures to central governments and central banks 0] o o o 0 0 0 0|
2 Exposures to regional governments and |ocal authorities 0 0| 0| 0| 0 0 0 0
3. Exposures to public sector entities 0] o o o 0 0 0 0|
4. Exposures to multilateral development banks 0 0| 0| 0| 0 0 0 0
5. Exposures to international organisations 0] 0 0 0 0 0 0 0|
B. Exposures to institutions 0 0| 0| 0| 0 0 0 0
7 Exposures to companies 6,804 10,154| 230,886 20,671 12,001 355,800 36,831 2,210 1
8. Exposures to retail 1,801 311 29,181 1,623 71 59,162 28,071 70 2
S Exposures to secured with real estate 4,109, 2,267 54 667 34 402 1,446] 202,226 11,000 18,240 3,537
10.  |Exposures with default status 13| 0| 2,185 1 105 0 1 1
n High risk items 0 0| 0| 0| 411 0 0 0
12, |Exposures to covered bonds 0| 0| 0| 0 0 0 0
13 Exposures to institutions and companies with short-term credit assessment 0 0| 0| 0| 0 0 0 0
14.  |Exposuresto units orshares in investment funds 0 ] ] ] 0 0 0 0
15. Exposures based on equity investments 0 0| 0| 0| 0 0 0 110
16.  |Other exposures 0] 0| 0| 0| 0 0 0 0
17. |Total 12,819 12772| 356919 56,697 14,158 617,704 78,902 21,221 25 171
Table 22 - continuation
Exposures by NACE (net exposure value)
g g = g
= H H = s
= g & = o o .
a o = £ B o 2
H 2 = £ =5 ] H z
£ 5 B g B £ z :
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E 5 5= 2" 23 g E H a
5 = 3 3 £% 2 £ 5
£ £ | 3 £z P s =
= g = S8 £ H =]
8 2 o 5 -
g c = z £
o < L <
1 Exposures to central governments and central banks 9,799 0 0 0 118,715 0 0 0 579,564
2 Exposures to regional governments and |ocal authorities 37] 0| 0| 0| 74,118 0 0 0 0
3. Exposures to public sector entities 0 0| 0| 2] 3,260| 1,744 821 0 0
4. Exposures to multilateral development banks 509 0| 0| 0| 53 0 0 0 0
5. Exposures to international organisations 0 0| 0| 0| 0| 0 0 0 0
B. Exposures to institutions 315,249 0| 0| 0| 0| 0 0 0 1,952
7 Exposures to companies 1,255 4,363 15,410| 744/ 0| 557 7,725 364 0
8. Exposures to retail 441 343 2,384 B27| 0| 95 1,447 125 597,253
S Exposures to secured with real estate 1,810 16,577] B467 233| 0| 1,337 11,617 660 306,427
10.  |Exposures with default status 1 649 0| 0| 0| 1 0 1 7,689
n High risk items 0 1,137 0| 0| 0| 0 0 0 0
12, |Exposuresto covered bonds 0 ] ] ] ] 0 0 0 0
13 Exposures to institutions and companies with short-term credit assessment 0 0| 0| 0| 0| 0 0 0 0 0
14.  |Exposuresto units orshares in investment funds 0 0| 0| 0| 0| 0 0 0 0 0
15. Exposures based on equity investments 960 0| 0| 0| 0| 0 0 0 0 1,070
16.  |Other exposures 0 0| 0| 0| 0| 0 0 0 90,367 90,367 |
17. |Total 329,704 23 469 30,271 1796) 196146 3,734 21710 1,150] 1583,252] 3579917

Note: the following exposures are indicated under the Item other activities: service activities (7,323 thousand BAM); retail (905,996 thousand BAM)
other exposures (669,931 thousand BAM). In the category of Other exposures, the balance of funds with the Central Bank of BiH, cash and tangible and
intangible assets as at 31 December 2024. are indicated.
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6.6.f. Exposure categories as per maturity

Table 23
Remaining maturity of all exposures (net exposure value)
No. Exposure category =1y >»1<5y >5y No ma-tl-lrll:y Total
specified

1 Exposures to central governments and central banks 118,933 9582 0 579,563 708,078
2 Exposures to regional governments and local authorities 28054 25227 20874 0 74155
3 Exposures 1o public sector entities 3 4473 1,451 a 5027
4 Exposures to multilateral development banks 562 0 a0 0 562
5 Exposures to internaticnal organisations a 1} 0 0 0
4] Exposures to institutions 276,003 41 080 149 1] 317,201
7 Exposures to companies 443 578 315,728 120573 0 870879
g Exposures to retail 217,755 262 809 269 880 a 750,444
9 Exposures to secured with real estate 197723 202 505 339 804 a 740,032
10 Exposures with default status 1,514 4014 5126 0 10,654
11 High risk itemns 1,548 ] ] 0 1,548
12 Exposures to covered bonds 0 0 o 0 o
13 Exposures to institutions and companies with shoert-term credit assessment 1} a a a a
14, Exposures to units or shares in investment funds 0 a a a a
15 Exposures based on equity investments 0 0 v] 1,070 1,070
16 Other exposures 0 a a 90,367 90,367
17. |Total 1,285,763 865427 757,727 671,000 3,579,917

Note: the maturity of exposures repaid in instalments is indicated according to their terms until the date of maturity of their last in-
stalment. In the remaining maturity term <=1 year there is an amount of 666,681 thousand BAM for exposures maturing , at sight”.

6.6.g. Exposures as per industry

Table 24
Exposures to a significant economic branch of the economy
= =
g g g 2 g 2
£ |85 | 82| 5% | g2 |z:28
ez | 2za| 22 23 | 8% | 85%
2 5 & E 3 22 o o £ = Q& o
No. Branches of the economy 2 E £ @ § =] -g =] - ST S
5" | 25°| 5% | Bz | s§ |Eisg
@ 20 3o =T z O =5
& <2 E 2 < g o <3 e
o 3 < 2 3 =
w @
1. |Agriculture, forestry and fishing 149 133 574] 61 13,509 796
2 Mining and quarrying 1 1 26 1 13,080 308
3. |Manufacturing 4878 2,92 2 417 1768| 350,848 5115
4. |Electricity, gas, steam and air conditioning supply 7 G 102 5 59,462 2,766
5. |Water supply;, sewerage, waste management and remediation activities 1,476 1,476 1,808 1,062 14,235 77
6. |Construction 24 19 133 7| 193730 1,413
7. |Wholesale and retail trade; repair of motor vehicles and motorcycles 1,635 1,530 2230 1479] 624 434 6,835
8. Transport and storage 1,090 1,089 1,840 1,152 79,836 935
g Accommodation and food service activities 34 33 37 1] 21,399 178
10.  [Infermation and communication 4 3 29 0 25 344 174
11. |Financial Institutions 12 11 93 1| 330,278 575
12, |Real estate activities 822 173 56 2 23,109 289
13.  |Professional, scientific and technical activities ag 89 65 34 30,439 169
14. |Administrative and support service activities 80 80 65 61 1,806 10
15.  |Public administration and defence, compulsory social security 0 0 2242 110 197,803 1,657
16.  |Education 13 12 18 10 3,795 62
17.  [Human health and social work activities 2 2 37 0 21,858 148
18. |Ars, entertainment and recreation 3 3 2 0 1,159 9
19, |Other senvices activities 38,606 30,917 23,198 18,507| 1,598,041 22 478
20 |[Total 48,926 38,260 34,977 24,270 3,613,255 43,905
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6. DATA AND INFORMATION RELATING TO REGULATORY CAPITAL, CAPITAL
REQUIREMENTS AND ADEQUACY OF CAPITAL, PROTECTIVE LAYERS OF CAPI-

TAL AND FINANCIAL LEVERAGE (continued)

6.6.h. Changes in value adjustment for credit risks

Table 25
Allowances and
Allowances and .
. i provisions for
or
MNo. Changes in allowances and provisions s . exposures that
eXposures in ]
are not in default
default status
status
1 Opening balances 42 469 40,650
2 Increases due to origination and acquisition (+) 2,039 14,937
3 Decreases due to derecognition (-) -2,450 7,874
4 Changes due to change in credit risk (net){+/-) 61 -3,722
5 Decrease in allowance account due to write-offs (-] -3,846 0
B Closing balance 38,273 43 991

* The item “Write-offs and other movements” includes permanently written off receivables, write-offs based on accounting write-offs
(write-off of 100% of reserved receivables due two years ago in the off-balance sheet).

6.6.i (1-4). Use of external institutions for credit risk rating

External credit ratings are used for the category of exposure toward institutions.
For calculation of the risk-weighted assets the Bank uses credit ratings of the following External Credit
Rating Institutions (ECAI), recognised by EBA (European Banking Authority):

* Moodys
* Fitch

e Standard & Poor's

Assignment of credit ratings into credit quality levels as follows:

Table 26

Long-term ratings

Credit quality steps Fitch's Moody's S&P's
1 AAA do AA- Aaa do Aa3 AAA do AA-
2 A+ do A- Aldo A3 A+ do A-
3 BBB+ do BBB- Baal do Baa3 BBB+ do BBB-
4 BB+ do BB- Bal do Ba3 BB+ do BB-
5 B+ do B- B1do B3 B+ do B-
6 CCC+ and lower | Caal and lower | CCC+ and lower

Short-term ratings

Credit quality steps Fitch's Moody's S&P's
1 F1+ P-1 AT+
2 F1 P-2 A-1
3 F2,F3 P-3 A2, A-3

4-6 B,C,RD, D MNP B, C,D, R, 5D/D

If there are two credit ratings assigned by recognized ECAIs, which are assigned to different risk weights
in accordance with the credit quality level, the rating associated with the higher (less favourable) risk

weight is used.
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6. DATA AND INFORMATION RELATING TO REGULATORY CAPITAL, CAPITAL
REQUIREMENTS AND ADEQUACY OF CAPITAL, PROTECTIVE LAYERS OF CAPI-
TAL AND FINANCIAL LEVERAGE (continued)

6.6. Bank’s credit risk exposure (continued)

If there are three or more credit ratings assigned by selected ECAIs, which are associated with different
risk weights, credit ratings are allocated which, in accordance with the credit quality level, are associated
with the two lowest risk weights and use the rating associated with higher (less favourable) risk weight.
If there is a credit rating assigned by a recognized ECAI that relates to a specific issue that represents an
exposure, a risk weight based on the credit rating of that issue shall apply.

External credit ratings are used for the category of the exposure toward institutions.

6.6.i (5). The amount of exposure before and after the use of credit protection is given as below

Table 27
Before and after using credit protection
Value of net exposure before using | Value of net exposure after using
N E Exposures that ) Exposures that )
o R — = are not in default Exposures in are not in default Exposures in
default status default status
status status
Kategorije izloZenosti 3,560,263 10,653 3,560,860 10,048
1. Exposures to central governments and central banks 708,078 0 708,078 0
2 Exposures to regional governments and local authorities 74155 0 84 666 0
3. Exposures to public sector entities 5027 0 5027 0
4. Exposures to multilateral development banks 562 0 1,161 0
5. Exposures to international organisations 0 0 0 0
B. Exposures to institutions 317,201 0 317,590 0
7. Exposures to companies 879,879 2,962 866,476 2,378
8. Exposures to retail 750,444 7,601 737,260 7,670
9, Exposures to secured with real estate 740,032 0 737,061 0
10. High risk items 1,548 0 1,548 0
11. Exposures to covered bonds 0 0 0 0
12, Exposures to institutions and companies with short-term credit 0 0 0 0
13. Exposures to units or shares in investment funds 0 0 0 0
14, Exposures based on eguity investments 1,070 0 1,070 0
15. Other exposures 90,367 0 109,032 0

6.7. Financial leverage rate

Pursuant to Article 11. of the Decision, the Bank hereby publishes the following information
All data are indicated in 000 BAM, unless stated otherwise.

Pursuant to the Decision on calculation of the Capital, Article 41. the Bank is under obligation to calcu-
late the financial leverage rate as a ratio of the equity capital and total exposure of the bank, expressed
in percentage. Total exposure is the sum of the value of assets, financial derivatives, counterparty credit
risk premiums on securities financing transactions, and off-balance sheet items.

The leverage ratio is defined as one of the strategic limits for risk management, and it has to be main-
tained above a defined minimum, and the compliance with the limit is followed on a quarterly basis. The
Bank shall ensure and maintain the leverage ratio at the level of 6% at the minimum. Calculation of the
leverage ratio as at 31 December 2024.:
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6. DATA AND INFORMATION RELATING TO REGULATORY CAPITAL, CAPITAL
REQUIREMENTS AND ADEQUACY OF CAPITAL, PROTECTIVE LAYERS OF CAPI-
TAL AND FINANCIAL LEVERAGE (continued)

6.7. Financial leverage rate (continued)

Table 28
Exposure value Amount

Deviations for financial derivatives: original exposure method 457
Off-balance items with the T0% conversion factor (CCF) in line with Article 41 {12) a) of the Decision on the Bank's Capital Calculation 23530
Off-balance items with the 20% conversion factor (CCF) in line with Article 41 (12) b) of the Decision on the Bank's Capital Calculation 45,108
Off-balance items with the 50 % conversion factor (CCF) in line with Article 47 (1.2]) ¢ of the Decision on the Bank's Capital Calculation 84213
Other assets 2,852,120
(-) Amount of the assets deductible items - equity - in line with Article 37 (3) of the Decision on the Bank's Capital Calculation -2,036
(-) Exposure of the financial leverage rate - in line with Article 37 (4] of the Decision on the Bank's Capital Calculation 3,103,445
Capital [}

T1 -in line with Article 37 (3] of the Decision on the Bank's Capital Calculation 342091
Leverage ratio 0

Financial leverage rate - in line with Article 37 (2) of the Decision on the Bank's Capital Calculation 17.02%
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7. DATA AND INFORMATION RELATING TO LIQUIDITY REQUIREMENTS

Pursuant to Article 12. of the Decision the Bank hereby publishes the following information

Liquidity risk is a risk of lossess resulting from the existing or expected inability of the Bank to settle all
its payable financial liabilities.

The liquidity risks are:
* Liquidity risk;
* Market liquidity;
* Intraday liquidity risk;
* Funding liquidity risk;
e The risk of concentration of financing sources

Objectives and policies are described in Chapter 5.

Roles and responsibilities of relevant bodies within the Bank's managerial structure ensure adequate
liquidity management. The Bank’s corporate bodies, internal management structures and other func-
tions relevant for the risk management are: Supervisory Board, Management Board, Assets and Lia-
bilities Committee, Management Board member responsible for the risk control, Risk Management
Department, Treasury and Financial Market Department (CFO), Planning and Financial Control Depart-
ment, Accounting Department, Internal Audit Department. Their task is to ensure reasonable liquidity
risk control preventing crisis situations. Managerial functions are responsible for adopting a financial
plan, risk appetite and strategies, establishing liquidity risk management, control system and a compre-
hensive transfer pricing system. By monitoring sufficient liquidity reserves, stress testing and reporting
on the liquidity position and of liquidity risk identifiers against prescribed limits, the Bank ensures an
adequate and balanced level of liquidity providing for funds to finance daily payment obligations. Indi-
vidual responsibilities of the relevant functions are defined in detail in the internally prescribed liquidity
risk management document of Intesa Sanpaolo Bank d.d. BiH.

The target liquidity risk profile is a framework for liquidity risk management primarily through setting
liquidity risk exposure limits, defining models for monitoring and measuring as well as for reporting on
liquidity risk exposure. Liquidity risk measurement and reporting includes short-term and structural
liquidity.

Daily monitoring of mandatory reserves, minimum liquidity ratio by maturity and a liquidity coverage
ratio are external requirements stipulated by the FBiH Banking Agency. Internal liquidity management
standards are basic models for liquidity risk measuring that include intraday monitoring of liquidity
indicators, monitoring of liquidity reserves, liquidity coverage ratio, stable funding ratio, stress test,
concentration indicators and

indicators for initiating Contingency Plan and loans to deposits ratio. In addition to the above metrics,
liquidity monitoring tools are applied to provide comprehensive view of liquidity risk profiles of the
credit institution, taking into account the nature, size and complexity of assets. Key metrics relate to
the analysis of contractual maturities and related inconsistencies, analysis of funding concentrations
to a counterparty/product and concentration of liquidity reserves by the issuer/counterparty, funding
renewal analysis, cost and duration of funding for the counterparty and analysis of balancing capacity
concentration by the issuer/counterparty.

The Bank publishes the liquidity coverage ratio on the basis of the Instruction on application of provi-
sions of the Decision on liquidity risk management of a bank relating to the LCR components.

On 31 December 2024 the liquidity coverage ratio was 294,22%.
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7. DATA AND INFORMATION RELATING TO LIQUIDITY REQUIREMENTS (continued)

Table 29

No. LIQUIDITY COVERAGE RATIO (LCR) Iznos

1. Liquidity buffer 538,653
2 Net liquidity outflow 183,076
3. Liquidity coverage ratio (%) 204.22%

Liquidity buffer
4, L1 excl. EHQCE liquidity buffer, unadjusted 538,653
5. L1 excl. EHQCB collateral 30 day outflows 0
B. L1 excl. EHQCE collateral 30 day inflows 0
7. Secured cash 30 day cuflows 0
8. Secured cash 30 day inflows a0
9. L1 excl. EHQCB "adjusted amount” 538,653
10. L1 EHQCE value, unadjusted 0
11. L1 EHQCE collateral 30 day outflows 0
12 L1 EHQCE collateral 30 day inflows a0
13. L1 EHQCB "adjusted amount” befor applaying the upper limit 0
14. L1 EHQCE "adjusted amount” after applaying the upper limit 0
15. Excess liquid assetamount of L1 EHQCE 0
16. L2A, unadjusted a0
17. L2A collateral 30 day outflows 0
18. L2A collateral 30 day inflows 0
10. Adjusted amount of L2A "before applying the ceiling” 0
20. Adjusted amount of L2A "after application of the ceiling” a0
21, "Amount of excess liquid assets" level 2a 0
22. L2BE , unadjusted 0
23, L2B collateral 30 day cutflows 0
24, LZB collateral 30 day inflows a0
25. Adjusted amount of L2B "before applying the ceiling” 0
26. Adjusted amount of L2B "after application of the ceiling” 0
27. "Amount of excess liquid assets" level 2b 0
28. Excess liquid asset amount a0
209, Liquidity buffer 538,653
Net liquidity outflow

30. Total Outflows 491,602
31. Fully Exermnpt Inflows a0
32 Inflows Subject to 75% Cap 308,526
33. Reduction for Fully Exempt Inflows 0
34, Reduction for Inflows Subject to 75% Cap 308,526
35. Net liquidity outflow 183,076

Excessive concentration of funding sources related to counterparties in the event of stress may lead to
liquidity difficulties. In order to have a preventive effect on the concentration, the Bank regularly moni-
tors the concentration of funding sources by other counterparties.

For the purpose of better control of the currency mismatch, it also monitors LCR in all significant curren-
cies. According to the FBA Decision on the liquidity risk management in a bank, a significant currency is
considered significant if the total liabilities denominated in that currency amount to at least 5% of the
Bank’s total liabilities.

In addition, from the point of view of liquidity risk, positions with a currency clause pegged to a specific
foreign currency are treated as positions in domestic currency (BAM). All operating units performing
activities affecting the Bank’s liquidity position are aware of liquidity management strategies and asso-
ciated costs/benefits and operate within approved policies and limits.

As by definition the LCR is an indicator that measures the liquidity of the institution up to 30 days, the

Bank also uses other measures and indicators that give a broader picture of its liquidity position such
as NSFR, stress LCR, deposit base developments.
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8. DATA AND INFORMATION RELATING TO EXPOSURES BASED ON EQUITY IN-
VESTMENTS OF THE BANK

Pursuant to Article 13. of the Decision, the Bank hereby publishes the following information

On 31 December 2024. the amount of equity investments not recorded into the trading book amount-
ed to 1.119 thousand BAM.

The Bank’s equity investments which have not been entered into the trading book can be divided into:
* Investments measured at fair value through other comprehensive income;

* Investments measured at fair value through profit and loss.

In the table below the Bank presents equity investments as per type of investment:

Table 30
Listed A t bef A after |Realized profit/|U lized gai
) Portfoli ! on ) ) ) . r |Realized profit /) Snrealized gain Unrealized gain
Type of investment Country the stock using credit using credit | loss from sales | [ loss through .
o ) ) 1 lass on equity
exchange protection protection RDG RDG
Financial institutions FVTPL |ltaly yes 056 956 4 133 0
Other non-banking institutions | FYOCI |B&H yes 3 3 a a 0
Entities FVOCI |B&H no 50 50 0 0 0
Entities FVOC! |Belgium no 110 110 v} v} 74
Ukupno 1,119 1,119 4 133 74
FVTPL - Fair Volue through Profit&loss
FVYOCO - Fair Volue through Other Comprehensive income
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9. DATA AND INFORMATION RELATING TO INTEREST RATE RISK IN THE BANK-
ING BOOK

Pursuant to Article 14. of the Decision, the Bank hereby publishes the following information
Interest risk sources and measuring

The interest risk is exposure of the Bank to adverse changes of interest rates. The risk of interest rate
changes affects the current value of future cash flows, and thereby the net interest income as well as
other cash flows sensitive to interest rate changes.

Primary sources of the risk of interest rate changes are the following:

* Re-pricing risk, stemming from the mismatch between assets and liabilities positions based on
the remaining period to the interest rate change,

* Yield curve risk stemming from the change of form and slope of the yield curve;

* Basis risk stemming from instruments having identical maturity, expressed in the identical curren-
cy and based on different types of reference rates;

* Option risk refers to options included in property, obligations and off-balance items.

For the purpose of measuring of interest rate risk generated by the banking book on a monthly basis,
the sensitivity of change in economic value (measures the change in economic value of the Bank’s port-
folio resulting from a parallel shift of the yield curve) is taken into account as well as sensitivity of net
interest income changes (measures the impact of interest rate shocks) and Value at Risk- VaR used for
the purpose of measuring of the FVOCI portfolio.

Apart from the above metrics, when measuring interest rate risk in the bank’s book, stress tests (sensi-
tivity to changes in economic value and net interest income in the case of different scenarios of interest
rate shifts) are conducted on a monthly and quarterly basis. Within the risk appetite, limits on the net
interest income sensitivity have been also defined in the scenario of parallel growth of interest rates by
50 bp and parallel drop of interest rates by -50 bp for all currencies and sensitivity of changes in eco-
nomic value in the scenario of parallel shift of the yield curve of 100 bp.

Also, in accordance with the local regulator’s regulations, the Bank monitors a regulatory limit related
to assessment of the change in the economic value of the banking book at an interest rate shock of 200
bp.

Non-credit Risk Management Department monitors the interest rate risk exposure and compliance with
limits on a monthly basis.

Assumptions used for interest risk exposure measuring

In calculation of sensitivity of positions to the interest rate change, the Bank uses the following assump-
tions:

0 application of the model to the items at sight - the model assumes that the items at sight will
not be withdrawn over night;

[0 application of Exclusion of margins - In the estimation of future cash flows commercial and li-
quidity spread are deducted from the contractual interest rate to measure only the risk ascribed
to risk free rate;

[0 application of the prepayment model- the Bank's assessment has defined an early repayment
rate for the term loans of legal entities and private individuals.

Analysis of sensitivity to the interest rate change for Intesa Sanpaolo Bank d.d. BiH on 31 Decem-
ber 2024.
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9. DATA AND INFORMATION RELATING TO INTEREST RATE RISK IN THE
BANKING BOOK (continued)

Tables below indicate the Bank’s assets analysed according to the periods of interest rate changes de-
termined based on the remaining contractual maturity or contractual period of interest rate changes,
depending on which one is shorter and do not contain portfolio held for trading.

Increases of net present value of all future cash flows are indicated as positive values in the tables
below, whereas reductions are indicated as negative values and in different currencies and periods of
interest rate change.

Change of the Bank's assets according to periods of interest rate change:

Table 31
Shift Sensitivity +100

b.p. (min BAM) Total 0-18 months 18 months - 5 years over 5 years
EUR (3.82) 034 3.22 (7.38)
UsD 0.27 0.04 0.23 0.01
CHF - - - -
Local CcY (8.92) (2.53) (3.64) (2.76)
Other Coy - 0.00 0.00 0.00
TOTAL utilization (12.47) (2.15) (0.19) (10.13)

Sensitivity of the net interest income to interest rate changes:

Table 32

NIl Sensitivity +/-50 b.p. Total Limit Utiliz. %
T Sensivity (5.59) (5.9) 05% |

Economic value change-parallel shift 200 bp:

Table 33

Limit Shift by FBA regulations Change of EVE Regulatory capital Limit Utiliz. %

Change of banking book economic value toward liable capital +200 bps (min EAM, T 12.81 34210 20% 3.74%
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10. DATA AND INFORMATION RELATING TO INTERNAL CAPITAL ADEQUACY
ASSESSMENT PROCESS - ICAAP AND INTERNAL LIQUIDITY ADEQUACY ASSESS-
MENT PROCESS - ILAAP

Pursuant to Article 15. of the Decision the Bank hereby publishes the following information
10.1. Summary of ICAAP

Internal Capital Adequacy Assessment Process, (abbreviated ICAAP) is a set of processes directed to
ensuring internal capital adequacy on the level of Intesa Sanpaolo Bank d.d. BiH.

ICAAP of the Intesa Sanpaolo Bank consists of the following phases:
* risk identification;
* risk profile assessment and stress test;
* risk appetite definition and capital allocation; and
* monitoring and reporting.

Risk identification is one of the key phases of the internal capital adequacy assessment process (ICAAP)
where Intesa Sanpaolo Bank d.d. Bosnia and Herzegovina (hereinafter ISP BiH or the Bank) determines
risks to which it is exposed or could be exposed. The risks found are classified into one of the follow-
ing categories of significance - high, medium and low, and in addition to the classification according to
significance, the risk treatment is also defined. The following maps indicate the risks found, their signif-
icance and treatment at the Bank:

Table 34
ive
Currency induced credit risk
Interest rate induced credit risk
< il
Country risk
Palit s o
Tra Low Yes No
Mig Low Yes No
fesl Low ves No
Foreign-exchange risk Yes Yes Fre Low Yes L
Interest rate risk in banking book Yes Yes Pos Ly res o
Interest rate risk in barking book Yes Yes Cor None. No No
C isk Low Yes No
Basis risk Yes Yes Credit value adjustment (CVA) Low Yes Ho
Option risk Yes ¥ r Tow Yes No
Gaprisk Yes Yes Real-estate risk Low Yes No
Vield curve risk Yes Yes Marke liquidity Low Ne No
Liqudity risk No No Risk of excessive finanaciel leverage Low Yes No
Liqudity risk No No The Profitability risk (the risk of earnings) Low Yes o
Intraday liquidivy risk No No Management risk e tes Re
- The Business risk Low Ves No
Furding liquidity risk No No Copil Risk = o o
The risk of concentration of financing sources No No
Operational risk v Yes
Yes Yes
Medium Yes Yes
unication techrology risk Medium Yes Yes
nal and external fraud Medium Yes Yes
Employee relations and workplace safaty Medium Yes Yes
The rigk of damage to tangible assets Medium v ¥
Execution, delivery and process management risk Medium e ¥,
Legal risk Medium Vo ¥,
Medium Yo Y
Medium I Y
i Z Y
Cyber risk Medium Ves Yes
Model risk Medium Yes Yes
Personnel risk Yes Yes
Enviromental, social and governance - ESG*

*Assessment of ESG risk factors is included in each individually identified risk (credit risk, reputational risk,
market risk, liquidity risk, operational risk). The bank prepared a special assessment of the materiality of risks
related to climate change and environmental risks (ESG).
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10. DATA AND INFORMATION RELATING TO INTERNAL CAPITAL ADEQUACY
ASSESSMENT PROCESS - ICAAP AND INTERNAL LIQUIDITY ADEQUACY ASSESS-
MENT PROCESS - ILAAP (continued)

10.1. Summary of ICAAP (continued)

The Bank calculates the capital requirements necessary for the risks covered by “quantitative treat-
ment”. The total required internal capital requirement is the sum of internal capital requirements for a
particular risk.

Key principles for ICAAP quantification are estimations of:

* Required internal capital in base case scenario;

* Estimation of stress effects expressed as (a) additional internal capital requirement in stress sce-
nario and (b) potential impact on available financial resources (a potential additional loss).

In the internal capital adequacy assessment procedure (ICAAP framework), internal capital require-
ments are calculated as internal capital required under the basic scenario and the additional
capital requirement under the stress scenario. The internal capital requirement assessments for the
stress scenario constitute an integral part of the ICAAP framework.

The following significant risks have only a qualitative treatment and the Bank does not calculate internal
capital requirements for them:

Liquidity risk

Intraday liquidity risk;

Funding liquidity risk;

The risk of concentration of finacing sources;

For other significant risks included into the qualitative treatment the Bank uses the following approach-

es for the risk measuring or assessment:

e The Bank uses an internal model to assess the internal capital requirement for the strategic risk.
Calculation of internal capital for strategic risk is based on data containing information at the end
of the year for various items from previous years as well as projected (budgeted) information on
these items for the following year. The items used as input parameters for calculation of the internal
capital requirements for strategic risk are:

- netinterest margin

- netfee and commission

- costs of employees

- administrative costs

- other administrative costs

- adjustments-assets, equipment and intangible assets.

e The Bank uses an internally developed model to assess the capital requirement for the market risk.
The basis for calculation of capital requirement for market risk exposure is the Value at Risk model,
which is used to measure the Bank’s market risk exposure. ISP BiH calculates 99% one-day VaR.

* When determining internal requirement for credit risk, depending on the category of exposure, the
Bank uses a Standardized approach in accordance with provisions of the Decision on calculation of
the Bank's capital or Internal Rating Based (IRB) approach based on Bank's internal rating systems
(internal model).
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10. DATA AND INFORMATION RELATING TO INTERNAL CAPITAL ADEQUACY
ASSESSMENT PROCESS - ICAAP AND INTERNAL LIQUIDITY ADEQUACY ASSESS-
MENT PROCESS - ILAAP (continued)

10.1. Summary of ICAAP (continued)

* Concentration risk includes two types of risk. The first type of concentration risk is defined as the
concentration to one person, while the second type of concentration risk is defined as a sectoral
or industry risk. The methodology for managing internal capital adequacy for concentration risk
to one person is based on the methodology of granularity adjustment for the model of asymptotic
single risk factor (hereinafter: ASRF). ASRF is the methodological basis for assessing capital require-
ments for the credit risk. The basis of granularity adjustment methodology used to calculate the
internal capital requirements is modification of the Herfindahl-Hirschmann index. The methodology
for internal capital requirement for concentration risk as per industry is based on the methodology
of the FBiH Banking Agency, including effects on the internal capital for credit risk caused by chang-
es in concentration within the industry measured by the Herfindahl-Hirschmann index.

* To assess long-term interest rate risk, the Bank conducts analysis of changes in the economic
value of the Bank's capital (sensitivity to shifts in interest rates). The model measures the effect of
changes in interest rates on the economic value of the Bank’s capital. It is based on the accounting
principle that the capital economic value is the difference between the present value of assets and
the present value of liabilities.

* The internal model for calculation of regulatory capital requirement for operational risk is based
on the Standardized Approach (TSA). According to the Standardized Approach (TSA), the capital re-
quirement for the operational risk is a three-year average of the risk-weighted relevant indicator for
the previous three financial years across all regulatory business lines.

* Forrisks such as the reputational risk, the Bank uses a simplified methodology of 5-15% of the total
amount of risk exposure multiplied by the rate of 12% (stipulated regulatory capital rate) according
to the Decision on the internal capital adequacy assessment process and the internal liquidity ade-
quacy assessment process in a bank.

The multi-dimensional nature of the risk indicates the need to complement measurement of economic
capital with a stress test, not only to assess losses in individual scenarios, but to assess the impact on
capital requirements. The stress test is one of the key risk

management tools, aimed at assessing the Bank’s vulnerability in the event of extremely difficult or
specific but possible events, providing additional information relevant to monitoring activities.

The risk appetite, i.e. the propensity to accept risks, represents the amount, i.e. the level of risk that
the Bank deems acceptable to take in achieving the business strategy and goals in the current and fu-
ture environment, and is determined primarily on the Bank’s level. the risk appetite includes determin-
ing an intention to accept risk, as well as determining the risk tolerance in terms of definition of the risk
level deemed acceptable for the Bank.

The risk appetite is adopted annually by the Supervisory Board, and is regularly monitored and report-
ed to the relevant committees, so as to ensure development of the Bank within the desired profile of
the risk-return ratio.

For the purpose of monitoring and reporting management and regulatory reports on the internal cap-
ital adequacy assessment process are produced, which serve as a tool for management decisions on
managing and reducing the exposure to risk.
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10. DATA AND INFORMATION RELATING TO INTERNAL CAPITAL ADEQUACY
ASSESSMENT PROCESS - ICAAP AND INTERNAL LIQUIDITY ADEQUACY ASSESS-
MENT PROCESS - ILAAP (continued)

10.2. Summary of ILAAP

Liquidity risk is one of the most significant risks for the Bank and although no quantification in terms
of capital requirement exists, the special focus is on the entire ILAAP process and ensuring adequate
and sufficient liquidity.

The Bank's liquidity is ensured by defined liquidity policies with limits related to both short-term and
structural liquidity. The prescribed policies take into account any aspect of liquidity risk management,
but due to their importance and significance, the following limits are considered strategically important
and therefore are considered an integral part of the level 1 risk appetite limit and as at 31 December
2024. they amounted to:

Table 35

Indicator As of 31.12.2024
Loan to deposit ratic F4.63% o
Liguidity coverage ratic (LCR) 284.22%
Met Stable Financing Ratio (NSFR) 131.79% o

Within the Liquidity Risk Management Policy, the Bank has also defined liquidity crisis warning indica-
tors representing qualitative and quantitative parameters used as indications of possible liquidity crisis.

Together with short-term and structural liquidity indicators, the Policy sets rules for managing a poten-
tial liquidity crisis, defined as a situation of difficulty or inability of a bank to meet its due cash obliga-
tions, without implementing procedures and/or using instruments which, due to their intensity or use,
do not qualify as regular activities.

Within the Liquidity Risk Management Policy, the Bank has defined the Contingency Liquidity Plan (CLP),

aimed at safeguarding the Bank’s assets and, at the same time, guaranteeing the continuity of opera-
tions in the event of liquidity crisis.
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11. DATA AND INFORMATION RELATING TO UNENCUMBERED AND ENCUM-

BERED ASSETS

Pursuant to Article 16. of the Decision the Bank hereby publishes the following information

As at 31 December 2024., the Bank has no assets that meet the criteria of encumbered assets.
An asset is considered encumbered if it is promised or if it is subject to any form of contract to secure,
pledge or increase any transaction from which it cannot be freely withdrawn.

Table 36
Gross book value
Gross book value of

MNo. T of Assets of bered

o s encumbe unencumbered
assets
assets

1. Loans i 1,028 600
2. Imvestments in debt instruments 0 152,569
3. |lnvestments in equity instruments 0 1,119
4, Others (cash, fixed assets and other assets) 0 055,342
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12. NONPERFORMING AND RESTRUCTURED EXPOSURES AND REPOSESED
ASSESTS

Pursuant to Article 17 of the Decision the Bank hereby publishes the following information

As at 31 December 2024., the Bank publishes the data as reported below:

a) quality of credit exposure classified into credit risk levels with related amounts of expected credit

losses
Table 37
Gros Exposure Expected credit losses
No. Type of Assets Credit risk level | Credit risk level | Credit risk level | Credit risk level | Credit risk level | Credit risk level
1 2 2 1 2 E
1. Cash, cash receivables and other demand deposits 644 552 1] 1] 598 1] 0
2 Financial assets at amortized costs 1,963,163 176,264 48733 20,541 20,541 38,102
of which Loans 1706378 175 169 47,062 20,167 20,364 36,548
3.  |Financial assets atfair value through profit or loss 956 0 0 0 0 0
4, Financial assets at fair value through other corprehensive incore 154,845 0 0 0 0 0
5. Financial derivatives 27 0 0 0 0 0
6. |TOTAL FINANCIAL ASSETS 2,763,543 176,264 48,733 21,139 20,541 38,102

b) quality of credit loans according to the sectoral structure of loans classified into credit risk levels
with related amounts of expected credit losses

Table 38
Gros Exposure Expected credit losses
Ne. Type of Assets Credit risk level| Credit risk level|Credit risk level| Credit risk level|Credit risk level| Credit risk level
1 2 3 1 2 3

Total loans to Legal Entities 972,538 110,365 5053 8,282 11,423 6,099

1. Agriculture, forestry and fishing 5,242 5,830 47 36 754 33
2 Mining and quarrying 8,581 2,353 a 48 252 o
3. |Manufacturing 230,913 33485 4,827 1,404] 3,341 2,646
4 Electricity, gas, steam and air conditioning supply 44192 13,273 a 329 2,377 o
5. |Water supply; sewerage, waste management and remediation activities 10,756 0 1,453 72 0 1,453
6 Construction 59,141 7877 19 401 774 15
7. ‘Wholesale and retail trade; repair of motor vehicles and motorcycles 387,454 31421 1,557 3,507 2,544 1,454
8 Transport and storage 36,553 5713 1,075 215 652 1,075
EN Accommodation and food service activities 18,511 467 i) 110 B4 i}
10. |Information and communication 17,025 199 o 140 13 0
11, |Financial Institutions 50,756 0 i) 288 1] i}
12. |Real estate activities 20,133 2,133 823 123 160 172
13, |Professional, scientfic and technical activities 14,574 0 82 141 1] 82
14. |Administrative and support service activities 1,151 0 60 g o 60
15, |Public administration and defence, compulsory social security 41,442 7,440 o 1,159 489 i}
16. |Education 3,796 0 10 62 o 9
17.  |Human health and social work activities 10,028 0 o 140 1] i}
18. |Arts, entertainment and recreation 1,073 64 o B 3 0
18, |Other services activities 317 0 0 2 0 0
Total loans to Retail 733,840/ 64,804 37,768 11,885 8047 26,549

1. General consumpticn 493 228 49 441 34,619 0,344 6,860 28,397
i Housing PELIEEL] 14330 T 3357 564 G437
3. Performing activities (craftsmen) 6,273 1,133 218 304 487 210
TOTAL LOANS 1,706,378, 175,169 47,062 20,167 20,364 36,548

c) the credit quality of restructured exposures;
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12. NONPERFORMING AND RESTRUCTURED EXPOSURES AND REPOSESED
ASSESTS (CONTINUED)

Table 39
Gros Exposure Expected credit losses
No. Type of Assets Credit risk level | Credit risk level | Credit risk level | Credit risk level | Credit risk level | Credit risk level
1 2 3 1 2 3

1. [Cash, cash receivables and other demand deposits 1] 1] 1] 1] 1 1]
2. Financial assets at amortized costs 2,068 8,895 12,684 41 1,169 9581
Jfrom which Loans 2068 5535 12,684 41 7169 3,581

3. [Financial assets at fair value through profit or loss 0 0 0 a0 a0 0
4. |Financial assets at fair value through other corprehensive incore 1} 1} i} 1 1 1}
5.  [Financial derivatives 0 0 0 0 0 0
6. |TOTAL FINANCIAL ASSETS 2,068 8,895 12,684 41 1,169 9,581

d) changes in the balances of non-performing exposures and related expected credit losses during the
reporting period.

The change in the balance of non-performing loans is given in the table below:

Table 40
New non-
. performing .
No. Type of Loans Begining loansinthe | Recovery() | Collection() | »ccounting (oot Other (+/) | Final balance
Balance . . write-off (-) write-off (-)
reporting period
{+)
1 Loans to Legal Entities 10,151 3,041 [1] -2.101 -1,111 -27 [1] 9,953
2 Loans to Retail 41,840 9,170 -2,873 -8,423 -1,017 -1,588 0 37,109
Total Non Performing Loans 51,991 12,211 -2,873 -10,524 -2,128 -1,615 1] 47,062

The movement of expected credit losses of previously presented non-performing loans is given in the
table below:

Table 41

. . Allowances and provisions for

MNao. Changes in allowances and provisions .

exposures in default status

1 Opening balances 40,773
2 Increases due to origination and acquisition 2,030
3 Decreases due to derecognition -2,359
4 Changes due to change in credit risk (net) -162
5 Decrease in allowance account due to write-offs -3,743
& Closing balance 36,548

* The item “Write-off and other movements” includes permanently written off receivables, write-off based on accounting write-off
(derecognition of 100% of reserved receivables due two years ago in the off-balance sheet) and other movements.

e) data on the total amount of the collateral acquired through repossession and conduct of enforce-
ment proceedings.

During 2024, the Bank did not take over real estate in the collection process. As at 31 December 2024.,

the Bank had 9 collaterals acquired through collection (land and real estate) with a total purchase value
of 33,806 KM, which were fully reserved.

Table 42

Property type MNo. Purchase value Present value
Apartment 2 20313 0
House 3 8,713 0
Office space 3 2,401 0
Land 1 2,379 0
Final condition 9 33 806 0
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13. FINAL PROVISIONS

The Report shall be disclosed on the website of Intesa Sanpaolo Bank dd. Bosnia and Herzegovina
(www.intesasanpaolobanka.ba) after its adoption by the Management Board and Supervisory Board of
the Bank.
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