v UniCredit Bank

Clear answers for real benefits.

2012 Annual Report




¢ UniCredit

report to illustrate the concrete solutions we provide every day.
These true stories were told first-hand and collected by the colleagues
who warked with them to offer real benefits.

C ustomer testimonials are the common thread of this year’s annual

Each story lends an authentic voice to how we are having a positive impact
on our stakeholders. We are making a difference by recognizing everyday
challenges and opportunities, and by contributing to the economic, social
and cultural well-being of the communities we serve.

This report’s creative concept reflects our commitment by displaying two
pieces that fit together. This represents the union between the real-life needs
of our clients and the practical solutions that we offer.

Abave all, we believe that being a commercial bank means engaging in
meaningful dialogue with those with whom we come into contact.
This enables us to provide simple, quick and effective responses that
perfectly meet customer needs.

Inside you will find some of these stories. We hope the next ane will be yours.
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‘ ‘ The Pekao24Mobile app is user-friendly,
quick and efficient. It’s particularly handy
when it comes to managing my account,
such as checking my balance, following specific
transactions and managing transfers or deposits.
And its wheel-type interface is modern,
eye-catching and very functional. | would say

the app meets all my needs. ’ ’

Daniel Lipski, customer of Bank Pekao in Poland
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Overview 2011 /2012

UniCredit bank Serbia, joint stock company

Business results
Operating income
Profit/(Loss) before tax
Net profit(Loss) for the period

Key figures
Return on equity before tax
Return on equity after tax
Cost-Income ratio
Net fee and commission income to operating income

Balance sheet figures
Balance sheet total
Loans to customes
Shareholders equity

Indices (in accordance with NBS regulations)
Core capital
Total capital
Risk Weighted assets
Capital adequacy ratio
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Making a difference from anywhere, even in a taxi

‘ ‘ One day while driving my taxi, | struck up
conversation with my passengers and found
out they worked at UniCredit.
| told them that | was one of their customers
and that | owned a fleet of taxis.
| also explained that | was trying to expand my
business and had asked for a loan, but had yet
to learn if my request was successful.

The next day one of them called me to follow

up with the information | needed. She cared
about helping me solve my problem, and | could
not have been more satisfied with her support.

| thanked her and said that if she ever needed a
taxi in Vienna - even to Milan - | would be there

for her, as she was for me. ”

Taxi driver, customer of UniCredit Bank in Vienna

Executive Board

Despite the difficult market conditions which in the previous business
year have characterized not only Serbia, but also the countries in

the environment, UniCredit Bank has succeeded to achieve solid
financial results, as well as to increase its market share when most
important parameters are concerned. Regardless of the crisis, the
Bank has continued to invest in the improvement of its business in
Serbia through investments in employees and modernization of its
operations, by placing the customer orientation in the very focus of
its activities. At the end of 2012 UniCredit Bank Serbia net profit after
taxes amounted RSD 4.4 billion. Furthermore, the Bank increased its
client base by around 4.5%, in that way exceeding the overall
number of 195 thousand customers at end of 2012.

During the last year UniCredit Bank continued to provide undiminished
financial support both to the corporate and the retail clients, providing
in that way an additional confirmation of its strong committment

to the local market. Compared to the previous year, the volume of
overall loans increased by 17.3% to the amount of approximatelly
RSD 162 hillion. Both corporate and retail loans contributed equaly

to this growth. Market share when approved loans are concerned
grew from 7.6% at the end of 2011 to 8.2% at the end of 2012.

In addition, a significant increase of market share from 5.7% (2011)
t0 6.5% at the end of 2012 has been recorded when overall deposits,
which exceeded RSD 111 billion, are concerned.

In comparison to 2011, at the end of 2012 total assets increased by
23%, exceeding in that way the figure of RSD 243.5 billion. Despite
the financial crisis the Bank continued to invest in the improvement
and development of its business and increase in the quality of
services, which demonstrates an increase of operative costs in
2012 by around 15%. Investements in employees, namely in their
professional development, have participated highly in these costs.
Regardless of the negative trend when it comes to employment,
UniCredit Bank has managed to record a modest increase in the
number of employees, reaching 1,008.

We are very pleased that despite all the challenges we have been
facing during the last year, we managed to prove our resistance to
all turbulences and achieve solid financial results, while mainitaining
at the same time stable business performance. Thanks to our client
orientation and understanding of their needs we are constantly
managing to create products and services according to their
measure. Therefore, the number of our clients continues to grow and
in line with that the portfolio of loans and deposits as well. Through
numerous activities we are continuing to confirm our status as a
socially responsible citizen, investing in projects of wider importance
for local communities.

Being part of UniCredit, one of Europe’s leading banking groups,
we are also keen to let our customers in Serbia benefit from the
advantages of a large network in 20 countries, cutting-edge advisory
and financial capabilities, and most importantly in times of a difficult

economic environment, our financial solidity and supportive everyday
behavior in every customer-related activity. With our high customer
orientation, and also with healthy portion of ambition and positive
energy, we are looking forward to move together with our customers
towards new goals and challenges.
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Report of the Management Board for 2012

Analysis of results
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Net fee income increased by 15% comparing to 2011.
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Report of the Management Board for 2012

AnalySiS of results (CONTINUED)

Structure of assets 2011. Structure of liabilities 2011.
in RSD 000 in RSD 000
1% 1%

Cash, cash equivalents and non-pledged trading assets 5% 13,004,641

Loans and advances to banks 44,593,753
Loans and advances to clients 152,089,577
Investment securities 30,467,071

Due to other banks 36% 87,119,760
Due to customers 43% 104,572,393 1%
Subordinated liabilities 1% 3,436,923 1%

Other liabilities 1% 2,617,206

Shareholdders' equity 19% 45,807,502

100%| 243,553,784

1
Other assets 1,246,907
100.00%| 243,553,784

Property, equipment and intangible assets 2,151,835

Loans and advances to clients have the major share with 62% in total assets. Deposits from customers have the major share in total liabilities with 43%
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Total loans to clients increased for 16% in 2012 compared to 2011 and were MRSD 152,090. Total deposits reached mio RSD 112.054 in 2012.
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‘ ‘ When | lost my Visa card while on vacation
abroad, UniCredit Bank’s emergency cash
disbursal service saved me from what could
have been a disastrous situation.
| used the service twice while visiting Paris
and Moscow and it exceeded my expectations,

allowing me to pay for my hotel, entertainment
and other expenses. | was impressed by the
service’s quality and speed — | was able to have
cash in-hand in less than an hour.

This experience taught me that my bank

is 100 percent prepared to support me at
anytime, even in the most difficult of situations.
| know now that | can count on UniCredit’s
professional advice and real solutions

for whatever | need. ’ ’

Yurov Valeriy Anatolievich,
customer of UniCredit Bank in Ukraine
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Reports of the Divisions and Departments

CIB&PB Division 2012

Retail Division

2012 was very challenging as policy of selective lending growth
continued, with focus on solid grounded and stable companies.
Despite of the tough market conditions linked to the severe

effects of on-going economic crisis and the spill over effect to
Serbia, loan portfolio grew by 12% in comparison to year end 2011,
reaching the amount of EUR 1.520 million. Financing of the public
sector in Serbia reached EUR 420 million in 2012, out of which
loan exposure amounted to EUR 160 million while exposure in
securities is EUR 260 million. The bank continued with its active
role in every public tender for financing during 2012. Major focus
next year will be on reputable international and proven domestic
companies, with particular attention paid to side business.

As in 2011, the bank was very active in the “state subsidy program”
launched by the Government in order to support local economy
buffering the effects of crisis, and reported good reputation

among the governmental bodies and local community thanks

to the excellent results achieved within this state initiative.

The bank ranked 3rd in terms of subsidized lending and gained

a market share of 10%.

As for Liabilities inside Corporate Banking Department, the volumes
of deposits increased by 15% in comparison with 2011 end, reaching
the amount of 510 milion Euro, mainly thanks to large transactions,
as well as commercial activities targeted at deposit collection, which
allowed significant inflow of funds.

The Bank ended up the year with a customer base of 3061 clients.
Significant efforts were made in acquiring new clients through

a series of commercial actions targeted towards international
companies that are group clients, large domestic corporates, etc.

As planned at the end of 2011, innovative products such as
Mobile payments and Salary booking were successfully
introduced and implemented in first two quarters of 2012.
During 2013 products like External Direct Debit should be
successfully implemented.

Serbian foreign exchange market was characterized by

heavy depreciation of the local currency during the first

three quarters of 2012 and a modest appreciation in the

fourth quarter. RSD depreciated during the year loosing 9%

to EUR despite significant interventions of NBS amounting

as much as EUR 1.7 billion. Despite economic crises and
retreat of foreign investors due to political uncertainty and
elections, Markets Department continues to outperform constantly
increasing competition and manages to firmly hold a leading
position in the local FX market, with stable market share of
nearly 15%. In case of foreign financial institutions investing in
Serbian financial market, the Bank has the absolute dominance
with 59% market share confirming leading position of
UniCredit Bank in Serbia in this business segment.

National bank of Serbia continued with its tightening of monetary
policy throughout the year, by increasing the key policy rate to
11.25%. Main reason for such policy is minimizing the pressure on
inflation. In attempt to extend the yield curve the Ministry of Finance
has introduced the 5yr RSD coupon bond and restored the 3 month
RSD t-hill previously abandoned, in the first half of the year. As far as
EUR bonds are concerned the Ministry introduced the 2 yr EUR bond.
UniCredit Serbia continues to achieve excellent growth in market
share, especially for maturities available for non-residents where it
has reached a market share of 39%.

According to the official NBS data UniCredit Serbia holds the

1st place in Corporate Customers Sales, with the market share of
18% in FX business. The Bank has actively promoted market risks
hedging and always strives in being the innovator on the market
when it comes to slightly more complex products. The special
emphasis was put on hedging against exchange rate risk due to
large RSD devaluation through interactive workshops, targeting both
large and medium size companies. In terms of interest rate hedging
the bank has managed to keep its leading position with widest variety
of products. Current strategic market position obliges the Bank to
maintain the leading position and be the market frontrunner.

Even with the challenging environment highly affected by

the crises, during 2012, Retail Division managed to maintain an
upward trend by recording 2.4% growth in Revenue, compared with
previous year. Loan and deposit volumes has followed the same
scenario, by increasing for 12.1% on lending and 18.7% on
deposit side, this increase is also reflected in improvement in
market share in lending activity. Also, it is recorded continuance of
growth of market share on Mortgage loans market. Namely, market
share is increased for 10 bps compared with 2011.

During 2012, within retail banking division we have implemented
new benefit for credit cards - deferred payment without interest
calculation, cards with chip, Mondial cards for students and
pensioners. In order to activate cross selling cooperation with
corporate and investment banking is intensified, continuance of
cooperation with insurance companies and cooperation with new
insurance company has been started. Also, it was introduced new
Cash loan with fixed interest rate and product package for pensioners
which consist from Senior package account and products with life
insurance as well as with 75 years as maximum age in the moment
of product maturity - Overdraft and Cash loans with fixed and
variable interest rate.

Also during 2012 we have started the project of transaction
migration which has been realized through the set of electronic
banking services under the name “Bank on a button”.

Project is focused on cash transaction, FX transaction and payment
of different type of bills (phone, electricity...). Main goal of the project
was to decrease number of transaction on cash desk in branch

and their migration to electronic transaction channels such as

ATM, OLB and M banking. The goal was ALSO to increase

available time for selling in the branch, as well as to

improve customer satisfaction.

In regards to “Lady Branch” project, we were focused on

promotion of it in other regional centres in Serbia. Parallel activities
were done in area of establishing partnership network with the main
goal to enable benefits for users of Lady Maestro card.

We have established the network with over 30 partners in different
cities in Serbia and over 1.500 Lady Maestro cards have been issued.

Bank has continued supporting measures of the Serbian Government
to preserve financial stability through active participation in the
program of subsidized loans - housing and small business loans.

When we are talking about selling of non risk bearing products,
during 2012 main focus was on selling of M banking, SMS card
alarm, Pre paid card, while on the lending side the most sold products
were mortgage and cash loans. Beside constant product innovations,
we were focused on further education and training of our employees.
Together with transparent relationship with our clients, this remains
our main drivers for success.

During 2012, in order to further strengthen relationship with clients and
to acquire new clients, with approach focused on creating adequate
targeted offers, Retail Division has continued active usage and
development of “Customer relationship management” as a precondition
for further bank’s strategic positioning on the local market.
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Reports of the Divisions and Departments

Global Banking Services Division Human Resources

Through 2012, GBS Division structurally went through many new
implemented changes and processes, as well as new methods of
organizing day-to-day business. It has proven particularly successful
in the area of banking operations since it produced higher

level of efficiency.

Continuing with focus on cost control, operational efficiency

and customer satisfaction, significant efforts were also done in
improvement of internal control system on the Bank level as well as
further improvement of governance model of the Bank.

Despite all negative impacts like FX rate, increase of VAT, cost
recasting, etc. non HR costs were slightly below budget which
shows sustainable cost control strategy providing business growth
with controlled cost growth.

Several very important IT applications were developed, providing
further support for Business development. Best example is CRM
(Retail and Corporate), where UniCredit Bank Serbia was recognized
as the best practice within the Group in terms of project development
and cost optimization.

Increase of average quantity of daily operation tasks based on
increased number of transactions, centralization of back office
activities in Operations and new activities based on regulatory
or ICS reasons, were handled by more intensive automation
(such as OCR implementation), better process organization,
deeper management monitoring techniques and more extensive
internal employee trainings.

GBS made significant support to Business side which led to excellent
results in Internal Client satisfaction.

Aiming at providing strategic support to Bank’s growth, in 2012
HR continued to prioritize the official HR mission of our Group:

“Create an Environment where our People generate sustainable value
for our Customers, Feel great about our European Company and are
connected with the communities we live in. These postulates will
allow us to attract develop and retain the best talents.”

“Creating an Environment” - foster openness, flexibility and
cooperation — easy to deal with.

With the aim to improve also the Environment, the Bank took a set of
initiatives such as:

e intensified communication of the Bank/Group results and HR
Strategy for 2013 through Management Listening Road Show,
quarterly management meetings;

e involving people in changes within the Bank through the various
projects, done in order to support customers satisfaction,
leadership, management and supervision improvement,
defining clear goals and objectives and increasing employees'
engagement and commitment

“Generate sustainable value for our customers” — we achieve this
through the improvement of our business model. We start from the
customer. We consolidated the role of HR Business Partners.

We defined Human Resources Strategy which will enable HR activities
to better support business needs. The strategy is based on the analysis
of the 3 key indicators: local market, Group culture, business needs.

Integrated results of the analysis have brought to an overall approach,
thus we have created action for implementation in the areas of hiring,
performance management, engagement, training and development,
career path, compensation and work/home balance.

Following these strategic imperatives, during 2012, various trainings
were conducted, particularly focused on customer relationship
management, leadership skills and people management.

Special focus was on soft skills trainings and on the plans for
technical trainings which will be managed centrally from HR
Department. Training needs analyses have been conducted and
HR is also working on Training Catalogue and Plan that will include
trainings in line with employee’s development needs and business
strategy. The technical trainings which were in focus in 2012 were:
Senior Leadership and Risk management trainings, IT security
trainings Project Management trainings and CRM trainings.

The Bank also conducted soft skills trainings: Presentation skills,
Time and Goal management, Communication skills,

Giving and receiving feedback. During last quarter of 2012,

228 employees were trained (25% of population).

New Performance appraisal application has been implemented,
and has made a significant step toward fostering
high performance culture.

“Feel great about our European Company” - We are concentrating on
Europe, by bringing the value to Europe and Serbia. We participated
on many HR international projects learning from geographical and
cultural diversity in HR practices throughout the Group.

For promoting the international exchange of knowledge and
experience, even in the presence of cost constrains, UniCredit

Bank Serbia was able to participate in the project “Our CEE has no
boundaries”. (11 participants IN, 5 participants OUT ). 4 Serbian
employees enrolled in UniQuest7. UniQuest is program designed to
identify and develop talented young professionals from all across the
Group who are likely to succeed in an international, cross-cultural
working environment and who might be promoted to managerial
positions in their career with UniCredit Group.

Boosting risk culture: all 30 Talents attended ,Risk Academy” and
two of them received formal appreciation by the Group.

“Connected with the communities we live in” - We must develop the
communities, be closer to the communities. For HR this means being
an “Employer of choice” with high recruiting standards in hiring.

Also, this means to provide structured programs for Internships

and partnership with the best Universities. The Bank has continued
cooperation with Faculty of Law and Faculty of Economics, with the
goal to become an employer of choice for the best students in Serbia,
also providing the support for IMQF program. In 2012 UniCredit bank
approved one more scholarship for IMQF program.

The Bank has shown interest in promoting social and economic
development organizations supporting diversity in Serbia: Women
Government (social network of business women in the Country).

Out of the HR strategy program, special focus in terms of action plan
execution has been given to Compensation and Incentive System.

In 2012, we implemented changes based on Group compensation
framework. The main goal was to strengthen the link between
compensation and performance (including medium and long term
goal achievement measured by SMART objectives) and develop
retention plans for lower management levels.

We have strengthened compensation for employees below top-
management by introducing new Incentive plan for talents and

key people. This allowed the bank not only to award sustainable
performance but also to give the employees the opportunity to benefit
from their improved long-term performance, also incorporating
professional positions from various Bank structures (non-managerial).
By doing so, the performance award pool was allocated to these
structures to boost young talent development and to show
appreciation for the commitment and outstanding performance.
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Reports of the Divisions and Departments

Human Resources conmue)

|dentity and Communication

/ Customer satisfaction Department

e Deferred Short term incentive payments, in light of the Bank'’s
overall performance for the year and for awarding the most senior
leaders in the Bank.

e Enforcing the approach to compensation which is based on
results, by further developing the link between compensation and
performance and awarding all employees in accordance with
their performance for 2012, and establishing a more transparent,
more measurable and more achievable objectives as drivers for
short term compensation packages.

Speaking about our brand, the year of 2012 was very significant. We
had a task to incorporate in a simple manner our redesigned visual
platform in all the materials that we use for communication with our
clients and associates. Positioning slogan, “Life is full of ups and
downs. We are there for both. “ arising directly from our efforts to be
a “Real Life Banking “, is illustrated by new products and services
which support our new mission, and we have devised a way to follow
all that visually but based on the characteristics of local markets.
Behind this idea is the desire to better understand the needs of our
clients and to send them a message that we have an important goal:
establishment and upgrading of relations based on trust. In everyday
communication, we have the opportunity to really take a peek into
the emotions of people. Way in which we can build trust through
communication, is to be honest, but to show compassion as well and,
together with a unique model of approach in creating products and
services, we support it through marketing activities.

The first in a series of major campaigns in the 2012 was the” Bank
on a button”, promotion of set of electronic banking services of
UniCredit Bank (e banking, m banking and ATMs) where we through
the unique visual identity and name of the service have presented

a good alternative to the usual system of conducting transactions
which involves going to the cash desk. The second campaign was
“Buying in installments” where customers with MasterCard and Dina
credit cards have the possibility to purchase products and services
on installments, without paying interest rate. This new functionality
of the mentioned cards is visually evoked in the meter with several
parts, which symbolically represents the extension of the monthly
obligations, that is, extension of the budget and greater opportunities
to satisfy a multitude of needs. After that, came a campaign that has
promoted Cash loans for pensioners. Conceptual design was based

on the simple idea that retirement is not a constraint for an active life.

Bearing in mind that this product category is insufficiently developed
at the market and that this segment of the population is “left behind”
we wanted to show with a creative solution in the campaign that
they must not forget their pleasure or necessity and that they have
opportunities to enjoy as much as others. The last campaign in the
series was related to the New Year and Christmas holidays and in
this spirit, we have redesigned our MasterCard Prepaid card as an
ideal gift for all occasions. People who buy our MasterCard Prepaid
cards may or may not be clients of our bank and that was the reason
to point out with communication that the real gift is one we give the
choice to spend it as they wish.

Like in previous years, UniCredit Bank in 2012, thrue different
activities on a national and local level aimed at intensifying
communication with the media nad consequently to increase its
present in them. Remarkable dependence of PR and advertising
is still characterized for the media market in Serbia, which has
greatly hampered the work to companies with limited budgets, in
terms of information placement. Therefore, more than in previous
years, it was necessary to put a lots of efforts in maintaining the

existing relationships with the media and the construction of new
and innovative approaches to the information placement. Despite
the difficult financial situation in most of the media in Serbia and
altered media landscape, which has resulted in a further change

in the principles of their business, UniCredit Bank is 2012 has
managed to position itself among the banks with the highest number
of publications.Thanks to good relations with the jurnalists that we
are building for years trying to meet their requests we have received
the award for “the best communicator with the media among large
companies” on what we can be extremely proud.

UniCredit Bank during 2012, like in previous years, was focused on
the needs of clients, seeking to find a solution to all the challenges
that clients face in the economic environment and conditions under
which the market operates in Serbia. The fact that the results of the
customer satisfaction survey, conducted by the Bank for a number of
years, show that preserved a high level of customer satisfaction of the
customers of both, Retail Division and Corporate Customers, supports
that the bank has managed to maintain the quality of products

and services, a high degree of loyalty of its clients and to build a
relationship based on mutual trust.

We also continued to create the image of UniCredit Bank as a
socially responsible company that has long-term plans in Serbia.
During 2012, we focused on the communities in which the Bank is
present and by supporting local initiatives, events of general interest,
health and educational institutions, and we sought to contribute

to their further development and improvement. Our effort, work

and commitment have been recognized by the public, so we were
awarded by the Association “My Serbia” with prize called “My Choice”
for corporate social responsibility.
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Home loans made easy

‘ ‘ Zagrebacka Banka helped me to resolve my
personal and professional financing challenges.
| previously worked in Zagreb, where | lived in a
rented apartment. When | found another job
in my hometown of Split, the bank helped
me to secure a state-subsidized loan that
allowed me to move back and buy a house.
My personal banker was highly skilled and
engaged, and my loan application was

processed quickly and approved immediately. ’ ’

Goran Dlaka, customer of Zagrebacka Banka in Croatia
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Independent Auditors’ Report

Independent Auditors’ Report

TO THE SHAREHOLDERS OF
UNICREDIT BANK SERBIA JSC BELGRADE

We have audited the accompanying financial statements of
UniCredit Bank Serbia JSC Belgrade (“the Bank”), which comprise
the statement of finacial position as at 31 December 2012, the
statements of comprehensive income, changes in equity and cash
flows for the year than ended, and notes, comprising a summary of
significant accounting policies and other explanatory information.

Management’s Responsibility for
the Financial Statements

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

KPMG

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial
statements based on our audit. We conducted our audit in accordance
with International Standards on Auditing. Those standards require

that we comply with ethical requirements and plan and perform the
audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the financial statements. The procedures
selected depend on our judgment, including the assessment of the risk
of material misstatement of the financial statements, whether due to
fraud or error. In making those risk assessments, we consider internal
control relevant to the entity’s preparation and fair presentation of

the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal control. An audit
also includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

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

Opinion

In our opinion, the financial statements give a true and fair view of
the financial position of the Bank as at 31 December 2012, and of its
financial performance and its cash flows for the year then ended in
accordance with International Financial Reporting Standards.

KPMG d.o.0. Beograd

Belgrade, 26 April 2013

This is a translation of the original document issued in the Serbian language. All due care has been taken to produce a translation that is a faithful as possible to the
original. However, if any question arise related to interpretation of the information contained in the translation, the Serbian version of the document shall prevail.
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Statement of financial position as at 31 December 2012

Statement of comprehensive income
for the year ended 31 December 2012

(In thousands of RSD)
Note 2012 2011

Assets
Cash and cash equivalents 14 9,063,823 3,912,139
Non-pledged trading assets 15 3,940,818 3,893,542
Loans and advances to banks 16 44,593,753 40,332,426
Loans and advances to customers 17 152,089,577 131,157,030
Investment securities 18 30,467,071 16,068,959
Property and equipment 19 1,151,981 1,235,542
Intangible assets 20 999,854 750,368
Deferred tax assets 21 37,507 32,961
Other assets 22 1,209,400 1,185,075
Total assets 243,553,784 198,568,042

Liabilities

Trading liabilities 15 597,286 37,347
Derivative liabilities held for risk management 23 259,718 63,418
Deposits and loans from banks 24 87,119,760 71,766,766
Deposits and loans from customers 25 104,572,393 79,576,141
Subordinated liabilities 26 3,436,923 3,142,149
Differed tax liabilities 21 322 -
Provisions 27 151,610 134,737
Other liabilities 28 1,608,270 1,526,425
Total liabilities 197,746,282 156,246,983

Equity
Share capital and share premium 24,169,776 24,169,776
Retained earnings 21,457,759 18,193,012
Reserves 179,967 (41,729)
Total equity attributable to equity holders of the Bank 29 45,807,502 42,321,059
Total liabilities and equity 243,553,784 198,568,042

Belgrade, 26 April 2013
For and on behalf of the management
of UniCredit Bank Serbia JSC Belgrade

Mr. Claudio Cesario

President of Management Board

Ms. Ljiliana Beri¢
Chief Financial Officer

The notes on pages 8 to 80 form an integral part of these financial statements.
Independent Auditor's Report — pages 1 - 2.

Mr. Branislav Radovanovi¢

Deputy President of Management Board

Ms. Mirjana Kovacevi¢
Head of Accounting Department

(In thousands of RSD)
Note 2012 2011

Interest income 7 16,364,967 14,128,233

Interest expense 7 (6,992,364) (5,464,673)
Net interest income 9,372,603 8,663,560

Fee and commission income 8 2,387,960 2,039,328

Fee and commission expense 8 (480,531) (380,187)
Net fee and commission income 1,907,429 1,659,141

Net trading income 9 1,252,682 1,047,266

Net income from other financial instruments at fair value through profit and loss 37,746 11,521

Other revenue 41,470 29,297
Revenue 12,611,930 11,410,785

Net impairment loss on financial assets 10 (3,218,538) (2,518,563)

Personnel expenses 11 (1,966,545) (1,692,155)

Operating lease expenses (373,977) (345,404)

Depreciation and amortisation 19,20 (391,777) (351,053)

Other expenses 12 (1,739,433) (1,456,992)
Profit before income tax 4,921,660 5,046,618

Income tax expense 13 (521,913) (506,485)
Profit for the period 4,399,747 4,540,133
Other comprehensive income, net of income tax

Net change of financial assets measured at fair value through other comprehensive income:

Net change in fair value on available-for-sale financial assets 29.2 221,696 (42,105)
Other comprehensive income for the period, net of income tax 221,696 (42,105)
Total comprehensive income for the period 4,621,443 4,498,028
Profit attributable to:

Equity holders of the Bank 4,399,747 4,540,133
Profit for the period 4,399,747 4,540,133
Total comprehensive income attributable to:

Equity holders of the Bank 4,621,443 4,498,028
Total comprehensive income for the period 4,621,443 4,498,028

The notes on pages 8 to 80 form an integral part of these financial statements.
Independent Auditor's Report — pages 1 - 2.
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Statement of changes in equity

for the year ended 31 December 2012

Statement of cash flows for
the year ended 31 December 2012

(In thousands of RSD)
Note Share capital Share premium  Fair value reserves  Retained earnings Total
Balance as at 1 January 2011 29 17,857,620 562,156 376 13,652,879 32,073,031
Total comprehensive income for the year
Profit - - 4,540,133 4,540,133
Other comprehensive income, net of income tax 29.2 - (42,105) - (42,105)
Total comprehensive income for the year - (42,105) 4,540,133 4,498,028
Transactions with equity holders, recognised directly in equity
Contributions by and distributions to equity holders
Increase of share capital 29 5,750,000 - - - 5,750,000
Total contributions by and distributions to equity holders 5,750,000 - - - 5,750,000
Balance as at 31 December 2011 29 23,607,620 562,156 (41,729) 18,193,012 42,321,059
Balance as at 1 January 2012 29 23,607,620 562,156 (41,729) 18,193,012 42,321,059
Total comprehensive income for the year
Profit - - 4,399,747 4,399,747
Dividend payments 29 - - (1,135,000)  (1,135,000)
Other comprehensive income, net of income tax 29.2 - 221,696 - 221,696
Total comprehensive income for the year - 221,696 3,264,747 3,486,443
Transactions with equity holders, recognised directly in equity
Contributions by and distributions to equity holders
Increase of share capital 29 - - - -
Total contributions by and distributions to equity holders - - - -
Balance as at 31 December 2012 29 23,607,620 562,156 179,967 21,457,759 45,807,502

The notes on pages 8 to 80 form an integral part of these financial statements.

Independent Auditor's Report — pages 1 - 2.

(In thousands of RSD)
Note 2012 2011
Cash flows from operating activities
Profit for the period 4,399,747 4,540,133
Adjustments for:
Depreciation and amortisation 19,20 391,777 351,053
Impairment losses 10 3,218,538 2,518,563
Net interest income 7 (9,372,603) (8,663,560)
Net gain on investment securities at fair value through profit and loss (37,746) (11,521)
Net (gain)/loss on trading securities 9 (109,521) 18,351
Income from unused provisions -
Tax expenses 13 521,913 506,485
(987,895) (740,496)
Changes in:
Trading assets 15 (47,276) (3,867,940)
Loans and advances to banks 16 (4,261,327) (19,480,217)
Loans and advances to customers 17 (24,565,705) (18,453,044)
Other assets 22 (24,325) (278,829)
Trading liabilities 15 559,939 25,533
Deposit from banks 24 15,352,994 10,989,543
Deposit from customers 25 24,996,252 10,724,196
Other liabilities 439,949 (312,017)
11,462,606 (21,393,271)
Interest received 12,305,806 10,856,158
Interest paid (6,338,046) (4,905,608)
Income tax paid (606,372) (494,225)
Net cash used in operating activities 16,823,994 (15,936,946)
Cash flows from investing activities
Acquisition of investment securities (9,973,935) (778,606)
Proceeds from sale of investment securities - 10,125,803
Acquisition of property and equipment 19 (84,791) (200,792)
Acquisition of intangible assets 20 (478,584) (260,045)
Net cash used in investing activities (10,537,310) 8,886,360
Cash flows from financing activities
Proceeds from new share issue 29 - 5,750,000
Dividends paid 29 (1,135,000) -
Net cash from financing activities (1,135,000) 5,750,000
Net increase/(decrease) in cash and cash equivalents 5,151,684 (1,300,586)
Cash and cash equivalents at 1 January 14 3,912,139 5,212,725
Cash and cash equivalents at 31 December 9,063,823 3,912,139

The notes on pages 8 to 80 form an integral part of these financial statements.

Independent Auditor's Report — pages 1 - 2.
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3) Significant accounting policies
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6) Financial assets and liabilities

- Accounting classification and fair values
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Notes to the Financial statements

1) Activity

2) Basis of preparation

UniCredit Bank Serbia JSC (hereinafter: “the Bank”) was initially
established as HVB Bank Yugoslavia (“HVB”) in 2001, upon obtaining
an operating banking license issued by the National Bank of

Yugoslavia on 2 July 2001. Following the merger of HVB and Eksport-

Import banka Eksimbanka on 1 October 2005, the Bank changed its
name to UniCredit Bank Serbia JSC Belgrade on 30 March 2007.

The Bank is a member of UniCredit Bank Austria AG, situated in
Vienna, which is a member of the UniCredit Group. UniCredit Bank

Austria AG is the owner of 100% of the Bank’s equity.

The Bank is registered in the Republic of Serbia to carry out business

activities in payment, credit, and deposit services in the country and abroad.

As of 31 December 2012 the Bank was comprised of a Head Office
situated in Belgrade and of seventy-five branch offices located in
major cities throughout the Republic of Serbia (31 December 2011:
seventy five branch offices).

At 31 December 2012 the Bank had 1,008 employees
(31 December 2011: 977).

(a) Statements of compliance

These financial statements have been prepared in accordance with
International Financial Reporting Standards (IFRS) as issued by the
International Accounting Standards Board (IASB).

(b) Basis of measurement

The financial statements have been prepared on the historical cost
basis except for the following material items in the statement of
financial position:

e available for sale financial assets are measured at fair value,

e derivate financial instruments are measured at fair value,

e assets and liabilities held for trading are measured at fair value.

(c) Functional and presentation currency

These financial statements are presented in thousands of Serbian
Dinars (“RSD”), which is the Bank's functional currency. Except as
otherwise indicated, financial information presented in Serbian Dinar
has been rounded to the nearest thousand.

(d) Use of estimates and judgments

The preparation of financial statements in conformity with

IFRS requires management to make judgments, estimates and
assumptions that affect the application of accounting policies and
reported amounts of assets and liabilities, income and expenses.
Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing
basis. Revisions to accounting estimates are recognised in the period in
which the estimate is revised and in any future periods affected.
Information about significant areas of estimation uncertainty and
critical judgements in applying accounting policies that have the
most significant effect on the amount recognised in the financial
statements are described in Note 5.

(e) New standards, interpretations and
amendments to published standards

As of the financial statements issuance date, the following standards,
interpretations and amendments were issued, but were not effective
for the financial year ending 31 December 2012:
¢ |FRS 9 — Financial Instruments (effective for financial periods
starting 1 January 2015). This standard replaces IAS 39 —
Financial Instruments: Recognition and Measurement, deals
with classification and measurement of financial assets. The
standard eliminates existing categories present in IAS 39: assets
held to maturity, available for sale and loans and receivables.
e Financial assets would be classified in one of
these two categories at initial recognition:
o Financial assets measured at amortized cost,
o Financial assets measured at fair value.

A financial asset is measured at amortized cost if the following two
criteria are met: it is held within a business model whose objective
is to hold assets in order to collect contractual cash flows and the
asset’s contractual terms give rise on specified dates to cash flows
that are solely payments of principal and interest on the principal
outstanding. All other assets would be measured at fair value.

Gains and losses based on the valuation of financial assets at fair value
through profit and loss will be recognized in the income statement, with
the exception of investments in capital instruments not held for trading,
where IFRS 9 allows, during initial recognition, later unchangeable
choice that all fair value changes be recognized within other
comprehensive income. Amount recognized within other comprehensive
income cannot be recognized in the income statement.
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2) Basis of preparation (continued)

3) Significant accounting policies

The IASB decided to consider making limited amendments to IFRS
9 to address practice and other issues. The Bank has commenced
the process of evaluating the potential effect of this standard
but is awaiting finalization of the limited amendments before
the evaluation can be completed. Given the nature of the Bank’s
operations, this standard is expected to have a pervasive impact
on the Bank'’s financial statements.
e New standard IFRS 13- Fair Value Measurement

(effective prospectively for annual periods

beginning on or after 1 January 2013).

IFRS 13 provides a single source of guidance on how fair value
is measured, and replaces the fair values measurement guidance
that is currently dispersed throughout IFRS. Subject to limited
exceptions, IFRS 13 is applied when fair value measurement of
disclosures are required or permitted by other IFRSs. The Bank is
currently reviewing its methodologies for determining fair values.
Although many of the IFRS 13 disclosure requirements regarding
financial assets and financial liabilities are already required, the
adoption of IFRS 13 will require the Bank to provide additional
disclosures. These include fair value hierarchy disclosures for
non-financial assets/liabilities and disclosures on fair value
measurements that are categorized in Level 3.
e Amendments to IFRS 7 Disclosures - Offsetting

Financial Assets and Financial Liabilities (effective for

annual periods beginning on or after 1 January 2013

and interim periods within those annual periods);

e New standard IFRS 10 - Consolidated Financial Statements
and IAS 27 (2011) Separate Financial Statements (effective
for annual periods beginning on or after 1 January 2013);

e New standard IFRS 11- Joint Arrangements (effective for
annual periods beginning on or after 1 January 2013);

e New standard IFRS 12- Disclosure of Interests
in Other Entities (effective for annual periods
beginning on or after 1 January 2013);

e Amendments to IAS 19 - Employee Benefits (effective for
annual periods beginning on or after 1 January 2013);

e Revised IAS 27 -Separate Financial Statements (effective
for annual periods beginning on or after 1 January 2013);

e Revised IAS 28 -Investments in Associates and
Joint Ventures (effective for annual periods
beginning on or after 1 January 2013);

e Amendments to IAS 32- Offsetting Financial Assets
and Financial Liabilities (effective for annual periods
beginning on or after 1 January 2014);

e |FRIC 20- Stripping Costs in the Production Phase
of a Surface Mine (effective for annual periods
beginning on or after 1 January 2013).

Management of the Bank is considering the impact of these
standards on the future financial statements.

The accounting policies set out below have been applied consistently
to all periods presented in these financial statements, and have been
applied consistently by the Bank.

(a) Consolidation

The Bank does not have control over any other entity and does not
prepare consolidated financial statements.

(b) Going concern

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

(c) Foreign currency

Transactions in foreign currencies are translated into Serbian Dinars at
the spot exchange rates at the date of the transactions. Monetary assets
and liabilities denominated in foreign currencies which are stated at cost,
are translated at the rate ruling at the reporting date. Foreign exchange
differences arising on translation are recognized in the statement of
comprehensive income. Non-monetary assets and liabilities that are
measured in terms of historical cost in a foreign currency are translated
using the exchange rate at the date of transaction.

Exchange rates for major currencies used in the translation of the
statement of financial position items denominated in foreign currencies,
as determined by the National Bank of Serbia, were as follows:

In RSD 2012 2011
usD 86.1763 80.8662
EUR 113.7183 |  104.6409
CHF 94.1922 85.9121
JPY 1.000689 | 1.041825

(d) Interest

Interest income and expense are recognized in profit or loss using the
effective interest method. The effective interest rate is the rate that
exactly discounts the estimated future cash payments and receipts
through the expected life of the financial asset or liability (or, where
appropriate, a shorter period) to the carrying amount of the financial
asset or liability. When calculating the effective interest rate, the Bank
estimates future cash flows considering all contractual terms of the
financial instrument but not future credit losses.

The calculation of the effective interest rate includes all transaction
costs and fees and points paid or received that are an integral part of
the effective interest rate.

Transaction costs include incremental costs that are directly
attributable to the acquisition or issue of a financial asset or liability.

Interest income and expense presented in the statement of
comprehensive income include:
e interest on financial assets and financial liabilities measured
at amortised cost calculated on an effective interest basis;
e interest on available-for-sale investment securities
calculated on an effective interest basis;
o the effective portion of fair value changes in qualifying derivatives
designated in fair value hedges of interest rate risk.

Interest income and expenses on all trading assets and liabilities are
considered to be incidental to the Bank’s trading operations and are
presented together with all other changes in the fair value of trading
assets and liabilities in net trading income.

(e) Fees and commission

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

Other fees and commission income are recognised as the related
services are performed. Fee and commission income include transfer
payments in foreign currency, domestic payments transactions,

loan administration, guarantee, letter of credit business and other
banking services. When a loan commitment is not expected to result
in the draw-down of a loan, the related loan commitment fees are
recognised on a straight-line basis over the commitment period.

Other fees and commission expense relate mainly to transaction and
service fees, which are expensed as the services are received.

(f) Net trading income

Net trading income comprises gains less losses related to trading
assets and liabilities, and includes all realised and unrealised fair
value changes and foreign exchange differences.

(9) Net income from other financial instruments at
fair value through profit or loss

Net income from other financial instruments at fair value through
profit or loss relates to financial assets and liabilities designated
at fair value through profit or loss, and include all realised and
unrealised fair value changes.
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3) Significant accounting policies (continued)

(h) Lease payments

Payments made during the year under operating leases are charged
to the income statement on a straight-line basis over the period of the
lease. Lease incentives received are recognised as an integral part of
the total lease expense, over the term of the lease.

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

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

(i) Tax expense

Tax expense comprises current tax and deferred tax. Current tax
and deferred tax are recognised in profit or loss except to the extent
that it relates to items recognised directly in equity or in other
comprehensive income.

(i) Current income tax

Current tax is expected tax payable or receivable on the taxable
income for the year, using tax rates enacted or substantively enacted
at the reporting date, and any adjustment to tax payable in respect of
previous years.

Current income tax represents the amount calculated in accordance
with the Serbian Tax Law. The income tax rate for 2012 is 10%
(2011: 10%). Taxable profit includes the profit shown in the statutory
Statement of income and adjustments for permanent differences, as
defined by the Serbian Tax Law.

On 15 December 2012 the Serbian Parliament adopted the Law on
Amendments to the Corporate Income Tax Law (CIT Law). The adopted
amendments introduce, among other, increase of the tax rate from 10%
to 15%. This amendment is effective as of 1 January 2013 and will be
applicable to the tax return for 2013. Current tax liability for 2012 is
determined by applying 10% tax rate, however deferred tax assets and
liabilities as at 31 December 2012 are measured by using 15%.

Tax credit for investments in fixed assets, used for the prevailing
business activity and all other activities inscribed by the founding
documentation, amounts 20% of the paid investment. Up to 2012
tax year, 50% of tax credit could be utilized by offsetting tax liability.
According to the amendments of the CIT Law, effective as of 1
January 2013, tax liability could be offset by 33% of tax credit. This
reduction is applicable to the tax return for 2013.

Non-utilized part of the tax credit can be carried forward for ten years
and offset with the future tax liabilities.

(ii) Deferred income tax

Deferred income tax is recognised in respect of temporary differences
arising between the tax bases of assets and liabilities and their
carrying amounts in the financial statements. Deferred tax is
measured at the tax rates that are expected to be applied to the
temporary differences when they reverse, based on the laws that
have been enacted by the reporting date.

A deferred tax asset is recognised for unused tax losses, tax credits
and deductable temporary differences to the extent that it is probable
that the future taxable profits will be available against which they can
be utilised. Deferred tax assets are reviewed at each reporting date
and are reduced to the extent that it is no longer probable that the
related tax benefit will be realised.

Deferred tax assets and liabilities as at 31 December 2012 are
measured by using 15% rate.

(iii) Other taxes and contributions

According to the relevant legislation in the Republic of Serbia,
the Bank pays various taxes and contributions, such as VAT and
contributions on salaries and wages. These are included under
“Other operating expenses”.

(j) Financial assets and liabilities
(i) Recognition and initial measurement

The Bank initially recognises loans and advances, deposits,
borrowings and subordinated liabilities on the date at which they
are originated. All other financial assets and liabilities are initially
recognised on the settlement date at which the Bank becomes
a party to the contractual provisions of the instrument.

A financial asset or liability is measured initially at fair value plus
transaction costs that are directly attributable to its acquisition or issue.

fii/ Classification

The Bank classified its financial assets into the following categories:
e |oans and receivables;

e held-to-maturity investments;

e available-for-sale financial assets;

e financial assets at fair value through profit or loss

See accounting policies 3(k), 3(I), 3(m) and 3(n).

The Bank classifies its financial liabilities as measured at amortised
cost or held for trading. See accounting policies 3(k) and 3(s).

(iii) Derecognition
Financial assets

The Bank derecognises a financial asset when the contractual rights
to the cash flows from the financial asset expire, or when it transfers
the financial asset in a transaction in which substantially all the

risks and rewards of ownership of the financial asset are transferred
or in which the Bank neither transfers nor retains substantially all

the risk and rewards of ownership and it does not retain control of
the financial asset. Any interest in transferred financial assets that
qualifies for derecognition that is created or retained by the Bank is
recognised as a separate asset or liability in the statement of financial
position. On derecognition of a financial asset, the difference between
the carrying amount of the asset (or the carrying amount allocated to
the portion of the asset transferred), and the sum of the consideration
received (including any new asset obtained less any new liability
assumed) and any cumulative gain or loss that had been recognised
in other comprehensive income is recognised in profit or loss.

The Bank enters in transactions whereby it transfers assets
recognised on its statement of financial position, but retains either all
or substantially all of the risks and rewards of the transferred assets
or a portion of them. If all or substantially all risks and rewards are
retained, then the transferred assets are not derecognised. Transfers
of assets with retention of all or substantially all risks and rewards
include, for example, repurchase transactions.

When assets are sold to a third party with a concurrent total rate of
return swap on the transferred assets, the transaction is accounted
for as a secured financing transaction similar to repurchase
transactions as the Bank retains all or substantially all the risks and
rewards of ownership of such assets.

In transactions in which the Bank neither retains nor transfers
substantially all the risk and rewards of ownership of a financial asset
and it retains control over the asset, the Bank continues to recognise
the asset to the extent of its continuing involvement, determined

by the extent to which it is exposed to changes in the value of
transferred asset.

Financial liabilities

The Bank derecognises a financial liability when its contractual
obligations are discharged or cancelled or expire.

/iv/ Offsetting

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

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

(v) Amortized cost measurement

The amortized cost of a financial asset or liability is the amount at
which the financial asset or liability is measured at initial recognition,
minus principal repayments, plus or minus the cumulative
amortization using the effective interest method of any difference
between the initial amount recognized and the maturity amount,
minus any reduction for impairment.

(vi) Fair value measurement

The fair values stated for financial instruments are the amounts for
which the asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s length transaction on a
measurement date.

When available, the Bank measures the fair value of an instrument
using quoted prices in an active market for that instrument. A market
is regarded as active if quoted prices are readily and regularly
available and represent actual and regularly occurring market
transactions on an arm’s length basis.

[f a market for a financial instrument is not active, the Bank
establishes fair value using a valuation technique. Valuation
techniques include using recent arm’s length transactions between
knowledgeable, willing parties (if available), reference to the current
fair value of other instruments that are substantially the same,
discounted cash flow analyses and other optional models. The chosen
valuation technique makes maximum use of market inputs, relies as
little as possible on estimates specific to the Bank, incorporates all
factors that market participants would consider in setting a price,
and is consistent with accepted economic methodologies for pricing
financial instruments. Inputs to valuation techniques reasonably
represent market expectations and measures of the risk-return
factors inherent in the financial instrument. The Bank calibrates
valuation techniques and tests them for validity using prices from
observable current market transactions in the same instrument of
based on other available observable market data.
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3) Significant accounting policies (continued)

Assets and long positions are measured at a bid price and liabilities and
short positions are measured at an asking price. When the Bank has
position with offsetting risks, mid-market prices are used to measure
the offsetting risk positions and a bid or asking price adjustment

is applied only to the net open position as appropriate. Fair values
reflect the credit risk of the instrument and include adjustments to

take account of the credit risk of the Bank and counterparty where
appropriate. Fair value estimates obtained from models are adjusted
for any other factors, such as liquidity risk or model uncertainties, to
the extent that the Bank believes a third-party market participant would
take them into account in pricing a transaction.

The best evidence of the fair value of a financial instrument at

initial recognition is the transaction price, i.e. the fair value of the
consideration given or received. However, in some cases, the fair
value of that instrument is evidenced by comparison with other
observable current market transactions in the same instrument

(i.e., without modification or repackaging) or based on a valuation
technique whose variables include only data from observable
markets, then the difference is recognized in profit or loss on initial
recognition of the instrument. In other cases the difference is not
recognized in profit or loss immediately but is recognized over the life
of the instrument on an appropriate basis or when the instrument is
redeemed, transferred or sold, or the fair value becomes observable.

Nii/ Identification and measurement of impairment

At each reporting date the Bank assesses whether there is objective
evidence that financial assets not carried at fair value through profit or loss
are impaired. A financial asset or a group of financial assets are impaired
when objective evidence demonstrates that a loss event has occurred after
the initial recognition of the asset, and that the loss event has an impact on
the future cash flows on the asset that can be estimated reliably.

Objective evidence that financial assets (including equity securities)

are impaired can include significant financial difficulty of the borrower
or issuer, default or delinquency by a borrower, restructuring of a loan
or advance by the Bank on terms that the Bank would not otherwise
consider, indications that a borrower or issuer will enter bankruptcy, the
disappearance of an active market for a security, or other observable
data relating to a group of assets such as adverse changes in the
payment status of borrowers or issuers in the group, or economic
conditions that correlate with defaults in the group. In addition, for an
investment in an equity security, a significant or prolonged decline in its
fair value below its cost is objective evidence of impairment.

The Bank considers evidence of impairment for loans and advances
and held-to-maturity investment securities at both a specific asset and
collective level. All individually significant loans and advances and held-
to-maturity investment securities are assessed for specific impairment.
Al individually significant loans and advances and held-to-maturity
investment securities found not to be specifically impaired are then

collectively assessed for any impairment that has been incurred but
not yet identified. Loans and advances and held-to-maturity investment
securities that are not individually significant are collectively assessed
for impairment by grouping together loans and advances and held-to-
maturity investment securities with similar risk characteristics.

In assessing collective impairment the Bank uses statistical modelling
of historical trends of the probability of default, timing of recoveries
and the amount of loss incurred, adjusted for management’s
judgment as to whether current economic and credit conditions

are such that the actual losses are likely to be greater or less than
suggested by historical modelling. Default rates, loss rates and the
expected timing of future recoveries are regularly benchmarked
against actual outcomes to ensure that they remain appropriate.

Impairment losses on assets carried at amortised cost are measured
as the difference between the carrying amount of the financial asset
and the present value of estimated future cash flows discounted

at the asset’s original effective interest rate. Impairment losses are
recognized in profit or loss and reflected in an allowance account
against loans and advances. When a subsequent event causes the
amount of impairment loss to decrease, the decrease in impairment
loss is reversed through profit or loss.

Impairment losses on available-for-sale investment securities are
recognised by transferring the cumulative loss that has been recognised
in other comprehensive income to profit or loss as a reclassification
adjustment. The cumulative loss that is reclassified from other
comprehensive income to profit or loss is the difference between the
acquisition costs, net of any principal repayment and amortisation, and
the current fair value, less any impairment loss previously recognised

in profit or loss. Changes in impairment provisions attributable to time
value are reflected as a component of interest income.

If, in a subsequent period, the fair value of an impaired available-
for-sale debt security increases and the increase can be objectively
related to an event occurring after the impairment loss was
recognised in profit or loss, the impairment loss is reversed, with

the amount of the reversal recognised in profit or loss. However, any
subsequent recovery in the fair value of an impaired available-for-sale
equity security is recognised in other comprehensive income.

The Bank writes off certain loans and advances and investment
securities when they are determined to be uncollectible (see note 4(n)).

(k) Cash and cash equivalents

Cash and cash equivalents include notes and coins on hand,
unrestricted balances held with central banks and highly liquid financial
assets with original maturities of less than three months, which are
subject to insignificant risk of changes in their fair value, and are used
by the Group in the management of its short-term commitments.

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

(1) Trading assets and liabilities

Trading assets and liabilities are those assets and liabilities that
the Bank acquires or incurs principally for the purpose of selling or
repurchasing in the near term, or holds as part of a portfolio that is
managed together for short-term profit or position taking.

Trading assets and liabilities are measured at fair value with changes
in fair value recognised as part of net trading income in profit or loss.

(m) Derivatives held for risk management
purposes and hedge accounting

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

The Bank designates certain derivatives held for risk management
as hedging instruments in qualifying hedging relationships. On

initial designation of the hedge, the Bank formally documents the
relationship between the hedging instrument and hedged item,
including the risk management objective and strategy in undertaking
the hedge, together with the method that will be used to assess

the effectiveness of the hedging relationship. The Bank makes as
assessment, both at the inception of the hedge relationship as well
as on an ongoing basis, as to whether the hedging instrument is
expected to be highly effective in offsetting the changes in the fair
value or cash flows of the respective hedged item during the period
for which the hedge is designated, and whether the actual results of
each hedge are within a range of 80-125 percent.

(i) Fair value hedges

When a derivative is designated as the hedging instrument in a hedge
of the change in fair value of a recognised asset or liability that could
affect profit or loss, changes in the fair value of the derivative are
recognised immediately in profit or loss together with changes in the
fair value of the hedged item that are attributable to the hedged risk
(in the same line item in the statement of comprehensive income as
the hedged item).

(n) Loans and advances

Loans and advances are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market and
that the Bank does not intend to sell immediately or in the near term.
They arise when the Bank provides money or services directly to a
debtor with no intention of trading the receivable.

Loans and advances comprise loans and advances to banks and
customers.

Loans and advances are initially measured at fair value plus
incremental direct transaction costs, and subsequently measured at
their amortised cost using the effective interest method. Amortized
cost is calculated by taking into account any issue costs and any
discount or premium on settlement.

Loans and advances are presented net of specific and collective
allowances for impairment. Specific and collective allowance are
made against the carrying amount of loans and advances that

are identified as being impaired in order to reduce their value to
recoverable amount. If, in a subsequent period, the amount of

the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognized
(such as an improvement in the debtor’s credit rating), the previously
recognized impairment loss is reversed by adjusting the allowance
account. The amount of the reversal is recognized in the statement of
comprehensive income in impairment charge for credit losses.

(o) Investment securities

Investment securities are initially measured at fair value plus, in

case of investment securities not at fair value through profit or loss,
incremental direct transaction costs, and subsequently accounted for
depending on their classification as either held-to-maturity, fair value
through profit or loss, or available-for-sale.

/i/ Held-to-maturity financial assets

Held to maturity investments are non-derivative financial assets with

fixed or determinable payments and fixed maturity that the Bank has the
positive intention and the ability to hold them to maturity, and which are not
designated as at fair value through profit or loss or as available-for-sale.

Held-to-maturity investments are carried at amortised cost using the

effective interest method. Any sale or reclassification of a more than

insignificant amount of held-to-maturity investments would result in
the reclassification of all held-to-maturity investments as available-
for-sale, and prevent the Bank from classifying investment securities
as held-to-maturity for the current and the following two financial
years. However, sales and reclassifications in any of the following
circumstances would not trigger a reclassification:

e sales or reclassifications that are so close to maturity that
changes in the market rate of interest would not have a
significant effect on the financial asset’s fair value,

e sales or reclassifications after the Bank has collected
substantially all of the asset’s original principal, and

e sales or reclassifications attributable to non-recurring
isolated events beyond the Bank’s control that
could not have been reasonably anticipated.
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Financial Statements in accordance with IFRSs

3) Significant accounting policies (continued)

[ii/ Fair value through profit or loss

Financial assets at fair value through profit or loss are financial

assets that are classified as held for trading or upon initial recognition
are designated by the Bank as at fair value through profit or loss.
Financial assets at fair value through profit or loss are those that the
Bank acquired or incurred principally for the purpose of selling or
repurchasing it in the near term, part of a portfolio of identified financial
instruments that are managed together and for which there is evidence
of a recent actual pattern of short-term profit-taking or derivatives.

fiii/ Available- for- sale financial asset

Available for sale financial assets are those non-derivative financial
assets that are designated as available for sale or are not classified
as another category of financial asset. Available-for-sale investments
are those intended to be held for an indefinite period of time, which
may be sold in response to needs for liquidity or changes in interest
rates, exchange rates or equity prices. Unquoted equity securities
whose fair value cannot be reliably measured are carried at cost. Al
other available-for-sale investments are carried at fair value.

Interest income is recognised in profit or loss using the effective
interest method. Dividend income is recognised in profit or loss when
the Bank becomes entitled to the dividend. Foreign exchange gains or
losses on available-for-sale debt security investments are recognised
in profit or loss. Impairment losses are recognized in profit or loss.

QOther fair value changes, other than impairment losses, are
recognised in other comprehensive income until the investment

is sold or impaired, where upon the cumulative gains and losses
previously recognized in other comprehensive income are reclassified
to profit or loss.

A non-derivative financial asset may be reclassified from the
available-for-sale category to the loans and receivables category if it
otherwise would have met the definition of loans and receivables and
if the Bank has the intention and ability to hold that financial assets
for the foreseeable future or until maturity.

(p) Property and equipment
(i) Recognition and measurement

[tems of property and equipment are measured at cost less
accumulated depreciation and any accumulated impairment losses.

Cost includes expenditures that are directly attributable to the
acquisition of the asset.

Purchased software that is integral to the functionality of the related
equipment is capitalized as part of that equipment.

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

Any gain or loss on disposal of an item of property and equipment
is determined by comparing the proceeds from disposal with the
carrying amount of the item or property and equipment, and are
recognised net within other income in profit or loss.

(ii) Subsequent costs

Subsequent expenditure is capitalized only when it is probable that
the future economic benefits of expenditure will flow to the Bank.

The cost of replac