


Notes to the financial statements for the year ended

31 December 2008
(all amounts are expressed in thousands of KM)

28. FINANCIAL INSTRUMENTS (CONTINUED)

f) Foreign currency risk management (Continued)

Foreign currency sensitivity analysis

The Bank is not exposed to foreign currency risk
related to EUR due to the fact that Convertible Mark is
pegged to EURO (1 EUR = KM 1.955830). Change in
the exchange rate would require the amendments of
the law and approval by Parliamentary Assembly of
Bosnia and Herzegovina Exposure is more prominent
for USD. The following table details the Bank's sensitivity
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to a 10% increase or decrease in foreign currency
rates against the relevant local currencies. The
sensitivity rate of 10% is used when reporting foreign
currency risk internally to key management personnel
and represents management's assessment of the
reasonably possible change in foreign exchange rates.
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28. FINANCIAL INSTRUMENTS (CONTINUED)

Foreign currency sensitivity analysis (Continued)

USD Impact
2008 2007
Profit or loss 91 32

The Bank takes on exposure to effects of fluctuations
in the prevailing foreign currency exchange rates on
its financial position and cash flows. The Bank
monitors its foreign exchange (FX) position for
compliance with the regulatory requirements of the
Banking Agency of Federation of Bosnia and
Herzegovina established in respect of limits on open
positions. The Bank seeks to match assets and
liabilities denominated in foreign currencies to avoid
foreign currency exposures.

g) Interest rate risk management

The Bank is not exposed to interest rate risk as the
Bank does not borrow at variable rates. The Bank
only has deposits from banks and customers at fixed
interest rates. The Bank's exposures to interest rates
on financial assets and financial liabilities are detailed
in the liquidity risk management section of this note.

h) Credit risk management

Credit risk refers to the risk that a counterparty will
default on its contractual obligations resulting in
financial loss to the Bank. The Bank has adopted a
policy of only dealing with creditworthy counterparties
and obtaining sufficient collateral, where appropriate,
as a means of mitigating the risk of financial loss from
defaults. The Bank's exposure and the credit ratings of
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Notes to the financial statements for the year ended

31 December 2008

(all amounts are expressed in thousands of KM)

EUR Impact Other currencies impact
2008 2007 2008 2007
356 471 7 11

its counterparties are continuously monitored and the
aggregate value of transactions concluded is spread
amongst approved counterparties. Credit exposure is
controlled by counterparty limits that are reviewed
and approved by the risk management committee
annually.

The Bank does not have any significant credit risk
exposure to any single counterparty or any Company
of counterparties having similar characteristics. The
Bank defines counterparties as having similar
characteristics if they are related entities.

The carrying amount of financial assets recorded in
the financial statements, which is net of impairment
losses, represents the Bank's maximum exposure to
credit risk without taking account of the value of any
collateral obtained.

Except stated below in table, the carrying amount of
financial asset presented in financial statements,
decreased for losses based on impairments,
represents the Bank's maximum exposure to credit
risk without taking account of the value of any
collateral obtained.



Notes to the financial statements for the year ended
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28. FINANCIAL INSTRUMENTS (CONTINUED)

h) Credit risk management (Continued)
Financial assets

(all amounts are expressed in thousands of KM)

Total gross . . Individually Individual Collective Total net
. Unimpaired . . . . . . ,
carrying assets impaired impairment impairment carrying
amount assets allowance allowance amount

31 December 2008
Cash and balances with other
banks 8,935 8,935 - - - 8,935
Obligatory reserve with CBBH 9913 9913 - - - 9913
Flacements with other banks 16,889 16,889 - - (195) 16,694
Loans and advances to
customers 05,408 84 329 11,079 (1,182 (1,695) 92,543
Assets held to maturity 8,504 8,504 - - (167) 8,337
Financial assets held for sale 506 506 - - (10 496
TOTAL 140,155 129,076 11,079 (1,182) (2,067) 136,918
31 December 2007
Cash and balances with other
banks 6,760 6,760 - - - 6,760
Obligatory reserve with CBBH 11,082 11,082 - - - 11,082
Flacements with other banks 33,392 33,392 - - (39 33,353
Loans and advances fo
customers 80,305 70,604 8,701 {(793) (1.420) 78,092
Assets held to maturity 4,265 4 265 - - (87) 4178
Financial assets held for sale 502 hH02 - - (10 492
TOTAL 136,306 126,605 9,701 (793) (1,556) 133,957
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Notes to the financial statements for the year ended
31 December 2008

. . . . (all amounts are expressed in thousands of KM)

28. FINANCIAL INSTRUMENTS (CONTINUED)

h) Credit risk management (Continued)

Credit exposure and collateral

Credit Risk Exposure

Loan Fair value of
Net exposure  commitments / collateral
Guarantees
31 December 2008

Cash and balances with other banks 8 935 - -
Obligatory reserve with CBBH 9,913 - -
Flacements with other banks 16,684 - -
Loans and receivables 92 543 26,068 22,790
Assets held to maturity 8,337 - -
Financial assets held for sale 486 - -
Total 136,918 26 068 22790

31 December 2007
Cash and balances with other banks 6,760 - -
Obligatory reserve with CBBH 11,082 - -
Placements with other banks 33,353 - -
Loans and receivables 78,092 27,603 22241
Assets held to maturity 4178 - -
Financial assets held for sale 492 - -
Total 133,957 27,603 22,241

Fair value of the collaterals

31 December 31 December
2008 2007
Real estate 21,139 17,066
Movable property 1,072 4334
Deposits 1,072 841
Total 22,790 22,241
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Notes to the financial statements for the year ended

31 December 2008
(all amounts are expressed in thousands of KM)

28. FINANCIAL INSTRUMENTS (CONTINUED)

I) Liquidity risk management

Ultimate responsibility for liquidity risk management
rests with the Supervisory Board, which has built an
appropriate liquidity risk management framework for
the management of the Bank's short, medium and

long-term funding and liquidity management
requirements. The Bank manages liquidity risk by
maintaining adequate reserves, banking facilities and
reserve borrowing facilities, by continuously
monitoring forecast and actual cash flows and
matching the maturity profiles of financial assets and
liabilities.

Liquidity and interest risk tables

The following tables detail the Bank's remaining
contractual maturity for its non-derivative financial
liabilities. The tables have been drawn up based on
the undiscounted cash flows of financial liabilities
based on the earliest date on which the Bank can be
required to pay. The table includes both interest and
principal cash flows.

Weighted
average
effective Less 3 months
interest than 1-3 to 5+
rate 1 month months 1year 1-5years  years Total
% KM KM KM KM KM KM
2008
MNon-interest bearing - 20,629 20,629
Fixed interest rate
instruments 415 5,209 9 054 8,433 37,039 - 59740
25,838 9,059 8,433 37,039 - 80,369
2007
Non-interest bearing - 23,064 - - - - 23,064
Fixed interest rate
instruments 423 16,626 5,003 33,258 1,504 - 56391
39,690 5,003 33,258 1,504 - 79,455

The following tables detail the Bank's remaining
contractual maturity for its undiscounted financial
assets. The tables have been drawn up based on the
undiscounted contractual maturities of the financial
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assets including interest that will be earned on those
assets except where the Bank anticipates that the
cash flow will occur in a different period.
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Notes to the financial statements for the year ended

31 December 2008
expressed in thousands of KM)

- -

(all amounts are

28. FINANCIAL INSTRUMENTS (CONTINUED)

Liquidity and interest risk tables (Continued)

Weighted
average
effective 3 months
interest  Less than 1-3 to 5+
rate 1 month months 1year 1-5years years Total
Y KM KM KM KM KM KM
2008
Mon-interest bearing - 6,476 - - - - 6,476
Fixed interest rate
instruments 8.19 20 847 1,184 48 179 42 808 13,989 136,015
36,323 1,184 48,179 42,808 13,989 142,491
2007
Mon-interest bearing - 6,246 - - - - 6,246
Fixed interest rate
instruments 9.43 51,148 2,614 40,048 64 979 05 885 165 674
57,394 2,614 40,048 64,979 6,885 171,920

from observable current market transactions

j) Fair value of financial instruments e il
and dealer quotes for similar instruments; and

The fair values of financial assets and financial liabilities

are determined as follows: @ the fair value of derivative instruments is
_ _ _ _ _ calculated using quoted prices. Where such
@ the fair value of financial assets and financial prices are not avai|ab|e, use is made of
liabilities with standard terms and conditions discounted cash flow analysis using the
and traded on active liquid markets is applicable yield curve for the duration of the
determined with reference to quoted market instruments for non-optional derivatives, and
prices; option pricing models for optional derivatives.
@ the fair value of other financial assets and

financial liabilities (excluding derivative The Management believes that the carrying amounts
instruments) is determined in accordance of financial assets and financial liabilities recorded at
with generally accepted pricing models based amortized cost in the financial statements is

on discounted cash flow analysis using prices approximate to their fair values.
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Notes to the financial statements for the year ended

31 December 2008
(all amounts are expressed in thousands of KM)

29. EVENTS AFTER THE BALANCE SHEET DATE

On 11 February 2009 a new member of Supervisory
Board, Mr. Atilla Cetiner, was appointed.

30. APPROVAL OF THE FINANCIAL STATEMENTS

These separate financial statements were approved by
the Management Board on 5 March 2009.

Signed on behalf of the Management Board:

"\ ) — ..

Director

Kenan Bozkurt
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