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INDEPENDENT AUDITORS' REPORT
TO THE OWNERS OF BANK OF CHINA SRBIJA A.D. BEOGRAD
Report on Financial Statements

We have audited the accompanying financial statements of Bank of China Srbija a.d, Beograd (hereinafter:
the Bank), which comprise the balance sheet as at 31 December 2018, and the income statement, statement
of comprehensive income, statement of changes in equity and cash flow statement for the year then ended,
and a summary of significant accounting policies and other explanatory notes.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial 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.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with Standards on Auditing as applicable in the in Republic of Serbia. 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 the auditor’'s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers 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 2018, and of its financial performance and its cash flows for the year then ended in accordance
with International Financial Reporting Standards.

PIB: 101824091 » Matitni broj: 17155270
Poslovri racun 160-0000000399176- 13 kod Banca Intesa a.4. Beograd
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Report on other legal and regulatory requirements

We have reviewed the annual business report of the Bank. Management of the Bank is responsible for the
preparation of the annual business report in accordance with the legal requirements of the Republic of
Serbia. Our responsibility is to assess whether the annual business report is consistent with the annual
financial statements for the same financial year. Our work regarding the annual business report has been
restricted to assessing whether the accounting information presented in the annual business report is
consistent with the annual financial statements and did not include reviewing other information contained
in the annual business report originating from non-audited financial or other records. In our opinion, the
accounting information presented in the annual business report is consistent, in all material respects, with
the financial statements of the Bank for the year ended 31 December 2018.

Belgrade, 24 April 2019 )

Danijela Mirkovié No & Your. | Nikola Ribar
for Ernst & Young d.o.o. Beograd : /] o/ Authorised Auditor

A member firm of Ernst & Young Globat Limited




INCOME STATEMENT
for the period from o1 January to 31 December 2018

(in RSD thousand)

Interest income

Interest expense

Net interest income

Fee and commission income

Fee and commission expense
Net fee and commission income

Net profit on foreign exchange differences and foreign
currency clause

Impairment losses from financial assets and credit risk off-
balance sheet items

NET OPERATING INCOME

Salaries, wages and other personal expenses
Depreciation costs

Other expenses

PROFIT/(LOSS) BEFORE INCOME TAX
Income tax

Deferred tax income

Deferred tax expense

PROFIT/LOSS) AFTER TAXES

Result for the period — PROFIT/ (LOSS)
EARNINGS PER SHARE

Basic earnings per share (in RSD)

Belgrade, 18. March 201g.

President of the Executive Board

het

Note

17.1

10
10.1
10.1

11

2018 2017
8,505 382
(2:321} -
6,184 382
425,644 269,757
(2,730) (9)
422,914 269,748
102,753 3,713
(65) 2
531,786 273,843
(225,596) (153,352)
(38,795) (22,588)
(164,129) (119,765)
103,266 (21,862)
(21,350) (2,691)
5:648 -
(31373} =
84,191 (24,553)
84,191 (24,553)
842 (246)

Member of the Executive Board

~ Vzhu Liangi”

“Slavisa Aleksi¢

This is a translation of the original Independent Auditors’ Report issued in the Serbian language. All due care has been taken to produce a
translation that is as faithful as possible to the original. However, if any suggestion arise related to interpretation of the information
contained in the translation, the Serbian version of the document shall prevail.




STATEMENT OF OTHER COMPREHENSIVE INCOME
for the period from o1 January to 31 December 2018

(in RSD thousand)

Note 2018 2017

Profit/(Loss) for the period 84,191 (24,553)
Other comprehensive income b -
Components of other comprehensive income that may not ) )
be reclassified to profit or loss

Total comprehensive income for the period 84,191 (24,553)
TOTAL COMPREHENSIVE INCOME 84,291 (24,553)
Belgrade, 18. March 201g.

President of the Executive Board Member of the Executive Board
-,
l EZ /_//,/ 7~
Al . . /
¥Zhu Liangi Slavisa Aleksi¢

This is a translation of the original Independent Auditors' Report issued in the Serbian language. All due care has been taken to produce a
translation that is as faithful as possible to the original. However, if any suggestion arise related to interpretation of the information
contained in the translation, the Serbian version of the document shall prevail.




BALANCE SHEET
as of 31 December 2018

(in RSD thousand)
Note 2018 2017
ASSETS
Cash and balances with Central Bank 12 2,820,173 1,694,412
Loans and receivables from banks and other
8 6
financial institutions = Harial® sl
Intangible assets 14 24,393 33,966
Property, plant and equipment 15 76,278 98,591
Deferred tax assets 16.1 5,648 -
Other assets 16 14,487 2,486
TOTAL ASSETS 27,398,407 1,851,522
LIABILITIES
Deposits and other liabilities due to customers 17 25,426,871 171
Provisions 17.1 64 =
Current tax liabilities 10 21,596 *
Deferred tax liabilities 18.1 3,373 E
Other liabilities 18 42,978 32,017
TOTAL LIABILITIES 25,494,882 32,188
EQUITY
Share capital 19 1,843,887 1,843,887
Gain / (Loss) 19 84,191 (24,553)
Loss from previous year 19 (24,553) -
TOTAL EQUITY 1,903,525 1,819,334
TOTAL LIABILITIES AND EQUITY 27,398,407 1,851,522
Belgrade, 18. March 201q.
President of the Executive Board Member of the Executive Board
!! ; g i ¥ i e =1
A // \
/ J ’—\,——"J“')
V' Zhu Liangi ——— Slavia Aleksi¢

This is a translation of the original Independent Auditors’ Report issued in the Serbian language. All due care has been taken to produce a
translation that is as faithful as possible to the original. However, if any suggestion arise related to interpretation of the information
contained in the translation, the Serbian version of the document shall prevail.




STATEMENT OF CHANGES IN EQUITY

for the period from o1 January to 31 December 2018

(in RSD thousand) Share
capital
and F(,Ezf::; Total
other
capital
. 1,843,88 12,257,88
Balance as at o1 January of the previous year g = 6
Restatec.l opening balance as at o1 January of 1,843,88 _ 2B
the previous year 7
Current year profit / (loss) “ (24,553) (24,553)
. 1,843,88
Balance as at 31 December of the previous year - (24,553) 1,819,334
1,843,88
Balance as at o1 January of the current year 4 (24,553) 1,819,334
Restated opening balance as at 1 January of the 1,843,88
8
Siiieit yhar . (24,553) 1,819,334
Current year profit / (loss) - 84,101 84,191
1,843,88
Balance as of 31 December of the current year 5 59,638 1,903,525

Belgrade, 18. March 2019.

President of the Executive Board

hs

Member of the Executive Board

b

A

"'VZhu Lianqi/

~ Slavida Aleksi¢

This is a translation of the original Independent Auditors’ Report issued in the Serbian language. All due care has been taken to produce a

translation that is as faithful as possible to the original. However, if any suggestion arise related to interpretation of the information contained in

the translation, the Serbian version of the document shall prevail.
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CASH FLOW STATEMENT
forthe period from oz January to 31 December2018

{in RSD thousand)
' #2028 2017
CASH FLOWS FROM OPERATING ACTIVITIES
Inflows 429,872 270,139
Interest receipts 4,228 382
Fee receipts 425,644 269,757
Cutflows {382,675) (248,227)
 Interest payments. (x,747) -
Fee payments (2,731) -
Payments to and on behaif of employees (291,065) {87,504}
Cash for other taxes and contributions (65;282) (8,822)
Outflow to other operating expenses {121,850) {141,901)
Net opeérating cash inflows before changes in placements and deposits 47,397 21,912
Pecrease in placements and increase in deposits and other liabilities 25,426,127 171
lncrea‘se. in dep.osits_ to banks, other financial institutions,. central bank 26,426,137 173
and customers
Increase inloans and decrease in deposits and other liabilities (24,463,943} (22,067)
~ Net-cash inflows from operating activities before income tax 1,009,381 16
Income tax paid (2,273} -
Net cash genierated from operating activities ‘1,008,108 a6
CASH FLOWS FROM INVESTING ACTIVITIES = -
Outflows (6,9509) (157,261)
Purchase of intangible and property; plant and equipment (6,909) (157,263)
Net cash outflow from investing activities (6,908) {157,261)

CASH FLOWS FROM FINANCING ACTIVITIES
Inflows

Outflows

Net cash inflow from financing activities
Net cash outflow from financing activities

This is & transiation of the original Indepéndent Auditors® Repori issued.in the Sei-bian language, Al due care hay Beén takeit to prodice a
trasiation that i as faithful as pessible 1o the original. However, if any suggestion arise related to interprétation of the mﬂ?rma{mn contained in
the transiation, the Serhian version of the document shall prevail.
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Total net received cash 25,855,999 270,310

Total net cash payments (24,854,800) (427,555)
NET INCREASE IN CASH 1,001,199 (157,245)
CASH AND CASH EQUIVALENTS, BEGINNING OF THE YEAR 1,694,412 1,843,887
GAINS ON EXCHANGE 106,623 18,450
LOSS ON EXCHANGE (3,868) (10,680)
CASH AND CASH EQUIVALENTS, END OF YEAR 2,798,366 1,694,412

Belgrade, 18. March 201g9.

President of the Executive Board Member of the Executive Board

b .

Z{u Liangi  / \___Slavida Aleksi¢

This is a translation of the original Independent Auditors’ Report issued in the Serbian language. All due care has been taken to produce a
translation that is as faithful as possible to the original. However, if any suggestion arise related to interpretation of the information contained in
the translation, the Serbian version of the document shall prevail.
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BANK OF CHINA SERBIA A.D, BELGRADE.

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2018
1 GENERAL INFORMATION. ON THE BANK

Bank of China Serbia a.d. Belgrade (hereinafter referred to as: “the Bank”) was:established on 22.12.2016, when
the registration of the econotmic entity was made within the Company Registry inthe Serbian Business Registers
Agency,

In accordance with the decision of the National Bank of Serbia dated 20.12.2016 ‘and the Memorandum of-
Association, the Bank was registered to perform the followmg activities:

- Deposit operations:

- Loan (credit} operations

- Foreign exchange, foreign exchange - currency-and exchange operations:

- Payment transaction operations

- Issuance of payment cards

- Securities operations

- lssuance of barids, guarantees, bill of exchange securities and other foris of securities

- Purchase, sale and coltéction of receivables (factoring, forfaiting, etc.)

- Operations as authorized by the Law

- Provision of other financial services,

The founderand the owner of 100% of the bank is the Bank of China (Mungary), Close Ltd.

The Bank’s registered office-is Jocated at the address 2a Bulevar Zorana Bindica St., 11076 Novi Beograd. The
bank’s registration number i5 21251640, and the tax identification number is 109837136.

As at 31.12.2018, the Bank had no subsidiaries or branch offices wit:hin_'it_s'Zc_o_mpcisition'.
2 -BAS!S FOR PREPARATION AND DISCLOSURES IN FINANCIAL STATEMENTS

2.1 Basis for compilation and disclosure of financial statements

The: financial statements of the Bank for the year 2018 were prepared in accordance with the International
Financial Reporting Standards (IFRS) and the reguiations of the National Bank of Serbia governing financial
reporting.of banks.

The enclosed financial statements have been prepared in the form prescribed by the Decision on the Forms and
Contents of ltems. in the Financial Statement Farms for Banks ("Official Gazette of the Republic.of Serbia”, No.
7if2014 and 135/2014).

The entlosed financial statemenits have been prepared in accordance with the concept of historical cost, except.
for securities traded and securities available for sale, which are valued at market value..

‘The amounts in the financial statements of the Bank are disclosed in thousands of RSD, unléss otherwise
specified.

The financial statements have been prepared on the basis of going concern principle that implies that the Bank
will eontinue to operate inthe foreseeable future.
In'compiling these financial statements, the Bank has applied the Accounting Policies outlined in Note 3.

The Bank's financial statements are reported in thousands of dinars. The Dinar represents the official reporting
currency in the Republic of Serbia.




'BANK OF CHINA SERBIA A.D, BELGRADE

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2018

2.2 Modifications and supplements of the IFRS whose entry into force and_’applica’tion.is'.m'andat'o'ry inthe
current period

Adopted accounting policies are in accordance with those from the previous financial year, except for the
following amended IFRS adopted by the Bank as of 1. January 2018:

* IFRS g Finaricial Instruments
The final version of IFRS g Financial Instruments reflects all phases of the financial instruments project and
replaces |AS 39 Financial Instrurnents: Recegnition and Measurement and al"l'_pre\fious_\fersions of IFRS g. The
standard introduces new requirements for classification and reasurement, impattment, and 'hedge
accounting.
The bank has not had any significant effects onthe basis of implementation of this standard.

s IFRS 15.Revenue from Contracts with Customers

IFRS 15-establishes a five-step model that will apply to revenue earned from a contract with 3 customer (with
limited exceptions), regardless of the type of revenue transaction or the industry. The standard’s requirements
will also apply to the recognition and measurerent of gains and losses on the sale of some non-financial
assets that'are not an output of the entity’s-ordinaty activities (e:q., sales of property, plant and equipment or
intangibles). Extensive disclosures. will be required, inc!uding disaggregation of total revenue; information

about performance obligations; changes in contract asset and liability account balances between pericds and
key judgments and estimates. It is not expected that the requirements of this standard will have significant

effect on Bank’s financial statements.

¢ IFRS 15: Revenue from Contracts with Customers {Clarifications)

The objective of the Clarifications is to clarify the 1ASB's intentions when developing the requirements in IFRS
15 Revenue from Contracts with Customers, particularly the accounting of idenitifying performantce obligations
amending the ‘wording of the “separately identifiable” orinciple, of grincipal versus agent considerations
Jincluding the assessment of whether an entity-is a principal or an agent.as well as applications of control
principle-and of licensing providing additional guidance for accounting of intel'lectua_l_pro‘p_erty_and"_royai'ties.
The Clarifications also- provide additional practical eéxpedients. for entities that either apply IFRS 15 fully
retrospectively or that elect 1o apply the modified retrospeactive approach. It is not expected that the
requirements of this standard will have significant effect on Bank’s financial statefments.

o IFRS:2: Classification and Measurement of Share based Payment Transactions (Amendments)

‘The Amendments provide requireménts or. the accountirig for the effects of vesting and non-vesting
conditions on the-measurement of cash-settled share-based payments, for share-based payment transactions

with a net settlement feature for withholding tax. obligations and for modifications to the terms and.

conditions of a share-baseéd payment that changes the dassification, of the transaction from cash-settied to
équity-séttied. It is not expected that the requirements of this standard will have significant effect on Bank's
financial statements.

* IAS jo0: TransferstoInvestiment Propérty {Améndments)

The Amendments clarify:when an entity should transfer prepérty, including property under construction or
development into, or out of investment property. The Amendments state that a change in use occurs when
the property meets; or ceases to meet, the definition of investment property and there is evidence of the
change in use. A'mere change in management’s intentions for the use of a property does not provide evidence
of & -ch_ange‘ in use. It is not expected that the requirements of this standard will have significant effect.on
Bank’s financial statements. '




BANK OF CHINA SERBIA A.D, BELGRADE

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2018

IFRIC INTERPETATION 22: Foreign Currency Transactions and Advance Consideration

The Interpretation clarifiés the accounting for transactions that include the receipt or payment of advance
corisideration in a foreign currency. The Interpretation covers foreign currency transactions when an entity
recognizes:a non-monetary asset or a hon-monetary liability arising from the payment or receipt 6f advance
consideration before the entity recognizes the related asset, expense or income. The Intetpretation-states that
the date of the transaction, for the purpose of determining the exchange rate, is the.date of initial recognition
of the non-monetsry prepayment asset or deferred income liability. if there are muitiple payments or-receipts
in advance, then the entity must détermine a date of the transactions for each payment or receipt of advance
consideration. It is not expectéed that the requirements of this interpretation will have significant effect on
Bank’s finandial statements..

The IASB has issued the Annual improvements to IFRSs 2014 — 2016 Cycle, which is a' collection of

amendments.to IFRSs. It is not expected that the requirements of these improvements wilt have significant effect
on Bank's financial statements.

IAS 28 Investments in Associates and Joint Ventures: The amendments clarify that the election to measure at
fair value through profit.of loss:an investment in an associate or a joint venture that is held by an entity that is
venture capital organization, or otherqualifying entity, is-available for each investment in an associate or joint
venture on an investment-by-investment basis, upon initial recognition.

2.3. Standards that have been issued but that have not come into effect yet-or have not been préviously

-adopted

IFRS 16: Leases

The standard is effective for annual periods beginning on or after 1 January ze19. IFRS 16 sets out the
principles for the recognifion, measurement, presentation and disclosure of feases for both parties to a
contract, i.e. the customer (‘lessee’} and the supplier ('lessor’). The hew staridard requires lessees to recognize
most leases on their financial statements. Lessees will have a single accounting model for all leases, with
ceftain exemptions. Lessof accounting is substantially unchanged.

IFRS 16 has been issued in January 2016 and is replacing IAS 17 Leasing, IFRIC 4 Determining whether the
arrangement includes lease, SIC-15 Operational Leasing-incentives and SIC-27 Estimating Transactions that
Include Legal Form of Leaseé. IFRS.16 sets out the principles for recognition, measurement, presentation and
disclosure of leases and fequires.the lessors to account for all the receipts within.a financial model simifar to
the financial lease accounting in accordance with IAS 17. The'Standard includes two waivers for leasing - [ease
of "small assets" value “(eg Personal computers) and short-term leases (ie leases with a lease term of 12
thonths.or less). At'the beginning of the lease, the lessee will recognize the obligation to lease the lease (ie the
leasing obifigation) anid the-asset that represents the right to use the asset in question during the lease term (ie
t'he'right't'o'use the asset). The lessees will be required to separately recognize the cost of interest on the lease
obligation and the depreciation charge on the right t6 use the asset. Leases will also have'to re-evaluate the
lease obligation upon the accurrence of certain events (eg changes in the lease. duration, changes i future
lease payments due to changes in the index or the rate used to determine these payments). The lessor will
generally acknowledge the amount of re-valuation of the lease obligation as a correction of the right to Use
the asset..
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The leasing provider's accounting in -accordance with [FRS 16 is esséntially 'unchanged with respect to
accounting underAS 27. Leaseholders will continue to classify all ease contracts using the same classification
pririciple as under |1AS:17-and distinguish between two types of Jeases: opérating and financial leasing.

IFRS. 16, effective for annual periods. beginning. on or after 1 January 2019, requires lessors and lessors to
disclose more detailed information than in accordance with IAS 17.

For the details of first implementation effects piease refertoa Note 21.

» Amendment in IFRS 10 Consolidated Financial Statements and 1AS 28 Investments.in Associates and
Joint Ventures: Sale or Contribution of Assets between an Investor and its Associate or Joint Venture
The-amenhdments.address an acknowledged inconsistency between the requirements in IFRS 10 and-those in
IAS'28, in dealing with the sale or contribution of assets betweeh an investor and its associate or joint venture.
The rhain consequence Of the amendments-is that a full gain or loss is recognized whén a-transaction involves
a business (whether it is housed in a subsidiary or not). A-partial gdin or loss is recognized when a transaction’
involves assets that do not-constitute a business, even if these assets are housed ina subsidiary. In December’
2015 the IASB postponed the effective date of this amendment indefinitely pending the outcome of its-
research project-on the equity method of accounting. It is not expected that these amendments will have
significant effect on Bank’s financial statéments.

» IFRS g9: Prepayment features with negative compensation (Amendment)

The' Amendment is effective for annual reporting periods beginning on or after 1 January 2019 with earlier
application permitted. The Amendment allows. financial assets with prepayment features that permit or
require a party to a.contract eitherto pay or receive reasanable compensation for the early termination of the
contract (so that, from the perspective of the holder of the asset there may be ‘negative com pensation®), to be:
measured at amortized cost or at fair value through other comprehensive income. It is not expected that these
amendments wili have significant effect on Bank's firiancial statements..

» |AS 28: Long-term Interests in Associates and Joint Ventures (Amendments)

The Amendments are effective for annual reporting periods beginning on or after 1 January 201g with:earfier
application permitted. The Amendmeénts relate. to whether the measurement, in particular impairment
requirements, of long term interests in associates and joint.v_entures that, in substarice, form part of the ‘net
investment” in the associate or joint venture should be governed by IFRS g, IAS 28 or a-combiiation of both.
The Amendments clarify that an entity applies IFRS g Financial instruments, before it applies IAS 28, to such
long-term interests for which the equity method is'not applied. In applying IFRS g, thie entity does not take
account of any adjustments to the carrying amount of long- term interests that atise from applying IAS 28. Tt is
not expected that these amendments will have sigrificant effect on Bank's finaricial statements.

« [IFRICINTERPETATION 23: Uncertainty over iIncome Tax Treatments: _
The Interpretation is effective for annual periods beginning on or after1 January >01g with earlier application
permitted. The' Intérpretation addresses the aceounting for income taxes when tax treatments involve
uncertainty that affects the appiication of IAS 12. The interpretation provides guidance on considering
uncertain tax treatments separately or together; exaniination by tax authorities, the approgriate fethod to
reflect uncertainty :andaccounting for changes in facts and circumstances. It is not expected that this
interpretation will have significant effect on Bank’s financial statements.

¢ |AS.1g: Plan Amendment, Curtailment or Settlement (Amendments)
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The Amendments are effective for annual periods beginning on orafter 1 January 2019 with earlier application
permitted. The Amendments require entities to use updated actuarial assumptions to determine current
service cost and riet interest for the remainder of the -annual reporting period after a plan amendment,
curtailment or settlement has occurred. The Amendments also clarify how the accounting for a plan
amendment, curtailment or settlement affects applying the asset ceiling requirements.iit is not expected that
these amendmients will have significant effect on Bank's financial statements.

*  Conceptual Framework in IFRS standards o _
The IASB issued the revised Conceptual Framework for Financial Reporting on 29 March 2018. The Conceptual
Framework sets-out a comprehenisive set of concepts for financial reporting; standard setting, guidance for
preparers in developing consistent accounting policies and assistance to others in their efforts to understand
and intErpretjthe standards. |ASB also issued a separate accompanying document, Amendments to
References to the Conceptual Framework in IFRS Standards, which sets out the-amendments to affected
standards in order to update references to the revised Conceptual Framework, its objective is to support
transition to the revised Conceptual Framework for companijes that develop accounting. palicies using ‘the
Conceptual Framework when no IFRS Standard applies to a particular transaction. For préparers who develop
accounting policies based on the Conceptual Framework; it-is effective for annual periods beginning on or
a_fterlJanLIa'ry'zozo.. '

» IFRS3: Business Combinations (Amendments)

The 1ASB issued amendments. in Definition of a Business (Amendments to IFRS 3)' aimed at resolving the
difficulties that arise wheri an entity determines whether it has acquired a business or a group of assets, The
Amendments are effective for business combinations foi which the acquisition date fs in the first annual
reporting period beginning on or after 1 lanuary 2020 and to asset acquisitions that occur on or after the
beginning of that .pério‘d, with earlier application permitted. It is not expected that these amendments- will
have significant effect on Bank’s financial statements.

» JAS a Presentation of Financial Statements and IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors: Definition of ‘material’ {(Amendments)

The Amendments are effective for annual periods beginning on or after 1 January 2020 with earlier application
permitted. The Amendments.clarify the definition of material and how it should be applied. The new definition
states that, ‘Information is material if omitting, misstating or obscuring it could reasonably be expected to
influence decisions that the primary users of general pyrpose financial statements make on the basis of those
financial statements, which provide financial information about a specific reporting entity’. In addition, the
explanations accompanying the definition have been improved. The Amendments also ensure that the
definition of material is consistent across all IFRS Standards. It s not expected that these amendments will
have significant effect on Bank's financial statements.

¢ The IASB has issued the Annual improvements to IFRSs 2025 — 2017 Cycle, which is a collection of
amendments to IFRSs. The amendments are effective for annual periods beginning on or after 1 January 2019
with earlier application- permitted. It'is not expected that these amendments will havé significant effect on
Bank's financial statements.

» IFRS 3 Business Combinations and IFRS 11 Joint Arranigements: The amendments to IFRS 3 clarify that
when an entity obtains control of a business that is & joint operation, it remeasures. previously held
interests in that business. The amendmentsto [FRS 11 clarify that when an-entity obtains joint controf of
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a business that is a joint operation, the entity does not remeasure previously held interests in that
business.

s IAS 12 Income Taxes: The amendments dlarify thatthe income tax consequences of payments on
financial instruments classified.as equity should be recognized according to.where the past transactions
or events that generated distributable profits has been recognized.

e IAS 23 Borrowing Costs: The amendments clarify paragraph 14 of the standard that, when a qualifying
asset is ready for its intended use or sale, and some of the specific borrowing related to that qualifying
asset remains outstanding at that point, that borrowing is-to be included inthe funds that an entity
borrows generatly,
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3 ACCOUNTING POLICIES

The basic accounting. policies applied duting the compilation of the financial staternents for 2018 are presented
below..

3.1 Interest Income and Expenses

Interest. income and expenses for all interest bearing financial instruments, other than those dlassified as
instruments heldfor trading or measured at fair value in the'income statemerit are recognized within the interest
income” and “interest expense” in the income statement using the effective interest rate method,

The effective interest rate method is'a method by which the depreciated value of financial assets of financial
fiabilities is accounted for, as well as the cost of allacation of interest incomé or expense aver a specific.period.
The effective interest rate’is the rate that accurately discounts the estimated future payments or receipts of cash
assets during the expected life of the financial instrument or, where appropriate, duting a shorter period to the
net carrying amount of financial assets or financial liabilities. When calculating the effective interast rate, the
Bank-estimates cash flows: taking into account ali contractual terms of a financial instrument (for example, the
possibility of early repayment), but does nottake into account future credit losses. The calculation inchides ali
fees and amounts paid or received between two contracting parties which are an integral part of the effective
interest rate, transaction costs and all other premiums or discounts.

When a financial asset or a group of similar financi'al;as_sets is- written off as a result of impairment loss, interest
income is recognized using the interest rate discounted for the future cash flow to assess the.impairment loss.

3.2  Income and Expenses from Fees.and Comniissions

Incomie and expenses from fees and commissions, other than those which are an integral part of the effective
interest rate of the instrument, are recogmzed based on the principle. of the occurrence of the event when the

service is provided. Fees and commijssions are prsmar:ly compensations for payment services, issugd guarantees
and other banking services,

3-3  Conversion of foreign means of payrnent

Items included in the Bank’s financial statements are measured using the currency of the primary econgmic
environment ‘in which the Bank operates {functional currency). The financial statements are presented in
thousands of dinars (RSD), which is the functional and reporting currency of the Bank.

Assets and liabilities denominated in foreign currencies at the balance sheet date are translated into dinars at the
middle exchange rate of the National Bank of Serbia in force at the balance sheet date. Business: changes in
foreign currency are translated into dinars at the middle exchange rate established on the interbank foreign
exchange market, applicable on the day of the business change. Currency gains and losses arising on the
adjustment of balance sheet.items denominated in foreign currency and in foreign currency transactions ‘are
recorded by. crediting or debiting the incomie statement as income and-expenses on the basis of currency gains
and losses.

Chariges in the fair value of monetary securities denominated in foreign.currencies that are classified as available
for sale are treated as currency-gains and losses.on the basis of changes in the amortized value of securities and
other changes in the book value of securities. Currency gains and losses relatirig to changes in amortized cost are
recognized in the' income statement and other changesin carryingamount are recorded within equity.

Currency gains and losses i non-monetary financial assets and liabilities, such as.equity securities measured at
fair value, the effects of which are reflected in the income statemeni, are recognized in the income statement as
part of the loss orgain on.the fair value. Currency gains and losses on non-manetary financial assets, such as
equity securities classified as financial assets valued at fair value through other-comprehensive income without
recognition through profit and loss account (FVOCI) are included in the appropriate reserves within revalued
reservesin equity.
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3.4 Current Income Tax

Incorne tax représents the amount that is calculated and paid in accordance with the provisions of the Law on
Corporate Income Tax of the Republic of Serbia. During the year, the Bank paid i income tax in the form of monthly
advance payments, the amount of which is deter  mined based on the tax- return for the previous year. Thefinal
tax base, to which the prescribed corporate tax rate’ of 15% is applied, is determined under the Bank's tax balance,

The tax base includes income from the income. statement adjusted for certain expenditures and income; in
accordance with taxregulations.

Tax regulations in the Republic of Serbia do not allow tax losses from the current period to be used as a basis for
tax refunds paid during a certain previous, However, current-year losses can be used to reduce the tax:base for-
future accounting periods, but not longer than 5 years.

3.5 Deferred income Tax

Deferred income tax is caleulated for all temporary differences between the tax base of assets and liabilities and
their carrying amount. Current tax rates at the balance sheet date are used to calculate the amount of deferred
tax, Deferred tax: liabilities are recognized for all taxable temporary differences between the tax base of asséts
and liabilities at the balance sheet-date and amounts reportad for reportirig purposes, which will result in taxable
amounts of future periods: Deferred tax assets are recognized for deductible témporafy differences and for the
effects of the transferred loss. and unused tax credits from previous periodsto the extent that it is likely that there
‘will be future taxable income at the expense of which deferred tax assets can be utilized.

Current and deferred taxes are recognized as income and expense-and are included in the net profit/loss of the
period.

3.6 Employee Compensation
a}  Employee Benefits

Short-term employee benefits include salaries and social security contributions and are recognized as an expense
in the period in which they have been incurred.

The Bank and its employees are egally obliged to make payments in accordance with defined contribution plans
to the pension fund of the Republic of Serbia. The.Bank.is not under the legal or enforceable obligation to pay
compensation to its employees if the Fund does not have sufficient funds to pay compensation to all employees
for ‘employment during the current and previous periods. Contributions are recorded as the expense of
remuneration to employees for the period to which such remunerations relate.

b} Other Employee Benefits

The Bank provides benefits to employees after retirement. The entitlément to these benefits is usually conditional
on the employee’s years of service up to the age limit for retirement and achievement of minimum length of
service, Expected costs for these benefits are accumulated during the périod of employment. The defined pension
obligation is assessed annvally by independent, qualified actuaries, using:the method of a projected credit unit.
The present vaive of a defined benefit liability is:determined by discounting the expected future cash payments
using ‘the interest rates of high-quality bonds .expressed in the.currency ‘in’'which the payment liabilities will be
effected and which have a matutity that roughly corresponds to the maturity pericds.of the pension obligation.

37  Cashand CashEquivalents

For the purposes of the statement of cash-flows, cash and cash equivalentsinclude the balances with the maturity
of less than three months from the date of acquisition, including cash and cash assets that are not subject to the
limits of the Central Bank; treasury bills and other relevant securities, loans and borrowings granted to banks,
outstanding receivables from other banks and short-term governmernt securities.
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3.8  Financial Instruments

A financial instrument is any contract that gives rise to 4 financial asset of one entity and a financial liability or
equity instrument of another entity.

Finaricial asset

Afinancial asset is any asset that is:

~  cash;

- anequity instrument of another entity;

~  acontractual right to receive cash or ancther financia! asset from arother entity; or

~  atontractual right to exchange financial assets or financial liabilities with andthier entity under conditions
that are potentially favourable to the entity; or _

— acontract that will or may besettled in the entity’s own equity instruments and is

— a contract that will or may be settled in the entity's own equity instruments and is a non-derivative far
which the entity'is or may be'obliged to receive a variable number of the entity's own equity instruments

Financial liability

Afinancial liability is any liability that is:

- & contractual obligation to deliver cash orancther financial asset to another entity; or

— a contractual obilgat;on to exchange financial assets or financial liabilities with another entity under
conditions that are potentially unfavourabie to the entity; or

—  a contract that will or may be settled in the entity's own equity instruments and is a non-derivative for
which the entity is or may be obliged to deliver a variable humber of the enitity's own equity instruments;
or

~ @& contractthat will or may be settled in the entity's own equity instruments and is a derivative-that will or
may be settled other than by the exchange of a fixed amount of cash or another financial asset for a fixed
number of the entity's own equity instruments

Principles of valuation of financial instruments

From the aspect of classification and measurement, IFRS g introduces new criteria for the. classification of
financial assets, other than equity instruments and derivatives, based on an assessment of the business modei of
managing specific financial assets and contractual characten_stlcs of cash flows of financial instrumenits:

Financial assets

As of 17 January 2018 the Bank assesses the objectives.of the business model for managing financial assets at the
portfolio level, since such an assessment reflects, in the best way, the way in which business operations are
managed and the manner.in which management reports. The classification of financial assets is based on the
application of an appropriate business medel for the management of financial asséts and the fulfiiment of the test
of characteristics of contracted cash flows. Thé. business model determines whether cash flows arises from the
collection of contracted cash flows, the sale of & financial asset or both. A business model for the dlassification of
financial assets is determined at the-appropriate level of aggregation. Fulfilment of the test of characteristics of
contracted cash flows means that cash flows consist exclusively. of principal -and interest payments on ‘the
remaining principal (GPPI criterion).

Financial assets ¢an be'classified into the following categaries:
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e financial assets valued at amortized cost (AC)

e financial assets valued at fair value through profit and loss account (FVTPL)

» financial assets valued at fair-value through other comprehensive income: through the'income statement

- "recycling" {FYOC!)
o financial assets valued at fair value through other comprehensive income without recognition through
prafit and loss account (FVOCI)

Ih accordance with the classification of assets from the previous paragraph, the Bank categorizes all placéments:
from its pertfolic relating to: '

» Loans and receivables as non-derivative financial assets with fixed or determinable payments that are
riot quoted in the active market and which the Bank does not intend to sell ir the short term

» Securities that are measured at fair value through profit and loss. statement that are instruments
acquired forthe purpose of generating profit from the fluctuation of pnces and margins

¢  Securities, which include debt securities and equity securities (capital instruments):

o Debt securities include bonds and transferable securitized debt instruments, government
records, treasury bills, commerdial records, depasit certificates, bank notes, subordmated bonds
and other similar debt securities traded.on financial markets. _

o  Equity securities include shares representing a share in the:equity of-a joint stock company.and
convertible bonds which, under the conditions set out'in the issuing decision, give the right to.a
replacement for ordinary sharés of the.compariiy. Equity seciities (equity instruments) are alf
forms of participation in-the capital of legal entities for which there is an intention to hold for.an
indefinite period of time, which can be sold due to the need for liquidity or due to changes in
interest rates, foreign exchange rates or market prices..

Investments in subsidiaries that pravide contral, that is, over 50% of management rights-and
itivestments in associatéd legal entities that.provide fror 20% to 50% of management rights and
Financial derivatives that include forward and swap transactions.

(i} Classification and measuremnent

From a classification and measurement perspective; the hew standard required all financial assets; except equity
instruments and derivatives, to be assessed based on a combination of the entity’s business madef for managing
‘the assets and the instruments’ contractual cash flow.characteristics. _

As of 12 January: 2018, according te IFRS g, financial assets are being measured in one of the following methods:-
amortised cost, fair Value through profit or lass (FVPL) and fair value through othier comprehensive income
(FVOCI). The Standard eliminates existing categories under 1AS 3g, "Recogrition and Measuremerit”, held-to-.
maturity financial assets, loans and receivables and -available-for-sale financial assets. Equity instruments in
subsidiaries that are not held for trading; can be classified as assets that aye valued at fair value through other
comprehensive income, without any subsequent reclassification of gains -and losses through the fncome
Statement.

tnitially; the financial asset is measured at fair value _pius the transaction costs, except in the case of financial
assets that are measured at fair value through the Income Statement (FVTPL} in which these costs are récagnized
as cost in the Income Statement.

Afinancial asset is measured at amortized cost unless it is degignated as FVTPL and meets the following criteria:

» Thegoal of a business modetof holding.a finaricial assetiis the collection of contracted cash flows and
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+  Contractual terms of a financial asset lead to cash flows that represent only payments of principal and
interest,

Debt instruments are valued as FYOC| only if the following criteria are met and:are not indicated as FVTPL:
o The goal of the.business madel of holding a financial asset is the collection of contracted cash flows
and sales, and.
o Contractual terms of a financial asset lead to cash flows that représent only payments of principal
and interest.

Subsequently, gains or losses on the financial assets of the FVOC! will be recognized through the other
comprehensive income, -except for iricome or expense on impairment of finantial assets and exchange rate.
differences, until the moment when'the recognition of a financial-asset ceases orwhen it is-reclassified.

When the recognition of a financial asset ceases, the cumulative gain or loss previously recognized in the other
comprehensive income will be reclassified from equity to the income statement. Interést calculated using the
effectiveinterest rate is recognized in'the income statement.

IFRS requires that all firancial assets, other than derivatives and equity instruments, be analysed through a

combination of the business model of managing a financial asset from one, and the characteristics of contracted
cash flows on the other side,

The Bank has started the analyses -of business models at the portfolio fevel of financial assets. The existing
portfolio policies and strategies, as well as their application in practice, were consldered Alsg, the information
and method of evaluatmg and reporting on the performance of the portfolio, information on the risks that affect
the perfarmance of the portfolio and how they are managed are considered. In addition, the frequency; scope and
timing of the sale of financial assets in the past periods, the reasois for the sale as well as the plans for the sale of
financial assets in the future period are considéred.

As of 1* Janvary 2018, in assessing whether the contractual cash flows represent only the payment of principal
and interest, the Bank has reviewed the coniractual terms of financial instruments and whether they contain
stipulations that could change the time or amount of contracted cash flows, which would result in fair valuation of
instruments. The analysis concluded that there are no credit products of the Bank whose contractua! terms and
conditions do not lead to cash flows that represent only payments of principal and interest on the principal
balance at certain dates, which would reguire fair value valuation,

The results of the initial assessment indicated that:

+ Loans and placements to customers and banks in accordance with IFRS g are assessed continuously
-as in accordance with |1AS 3g, at amortized cost;

¢ -Financial instruments that are traded and whose value is measured at fair value through the Income
Statement are still assessed in the same way;

»  Debt instruments classified as available for sale in accordance with IAS3g are largely estimated at
fair value through other. comprehensive income..

Taking into account the nature-of the Bank's. obligations, the accounting of financial liabitities will be the same as
in accordance with the requirements of IAS 3g. The Bapk does not have 2 designated financial obligation -as
FVTPL and does not intend to do so. The conducted analysis does not indicate that there are material effects of
the requiremnents of IFRS.g regarding the classification of financial kabilities,
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i) Impairment of financial assets

As of 1% January 2018 theé IFRS g is also fundamentally changing the loan loss impairment methodology. The
standard replaced 1AS 3g's incurred loss approach with 2 forward-looking expected loss (ECL) approach through
the inclusion of the impact of the expected movement of macroeconomic. variables on the futire movement of
the probability of loss based on’ statistically proven interdependencies. The Bank is required to record an
allowance for expected lgsses for all loans and other debt financial asséts rot held at FVPL, together with loan
commitments'and financial guarantee contracts. The allowance is based on the expected credit losses-associated
with the probability of default in the next twelve months untess there has. beena sngnlﬁcant increase in.credit risk
since origination, in which case, the allowance i is based on the probability of default over the life of the asset.

(i) .De-recognition

As of 1% lanvary 2018 the Bank derecognizes 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 ali the risk and rewards of ownershlp and it does not retain control of the financial asset. Any interest
in transferred financial ‘assets that quahfles for de-recognition that is created or retained by the Bank is
recognized as a separate asset or liability in the statement of financial position. On de-recagnition of a financial
asset, the difference between the carrying amountof the asset {or the catrying amount allocated to the portion of
the asset trarisferred), and the sum of the consideration received (including any new asset obtained less any new
liability assumed) and any cumulative gain of loss that had been recognized in other comprehensive income is
recognized in profit o loss:.

The Bank enters in.transactions whereby it transfers assets recognized on its statement of financial position, but
retains gither 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 derecognized. Transfers of
assets with retention-of alt or substantially all risks and rewards include, for example, repurchase transactions.

In transactions in which the Bank neither retains nor transfers: substantially all the risk.and rewards of cwnérship’
of a finanicial asset and it retains contro| over the asset, the Bank continues to recognize the asset to the extent of
its continuing ivolvement, determined by the extent to'which it is exposed to changes in the value of transferred
asset.

{iv) Offsetting

As of 1 January 2018 financial assets and liabilities are offset and the riet amount presented in the staternent of
financial position when, and-anly when, the Bank has a lega! right to set off the recognized amounts and it intends
either tosettle on-a net basis-or ta realize the asset and settle the liability simultaneously.

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

The Bank classified financial assets into the following. categories: finaricial assets at fair value carried in the
income statement, available-for-sale financial assets, heid-to-maturity financial assets and loans and receivables.
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Policies applicable until 31" December 2017

Until 1% January 2018 the Bank used the old accounting policies concerning financial instruments which were
improved during the year 2018 and implemented. This improvement did not have any material impact-on financial
statements. Former accounting policies are as follows.

The Bank classified financial assets into the following categories: finaricial assets at fair value carried in the
income

The Bank’s management performed classification of financial instruments at initial recognition.

Financial assets were initially valued at fair value increased by the cost of transactions (other than financial assets
or financial liabilities at fair value in the income statement) that were directly attributable to the acquisition or
issue-of a financiat asset or afinancial liability.

Financial assets and financial liabifities were recorded in the bafance sheet of the Bank, from the moment when
the Bank-assumed the obligation related to the instrument under contractual provisions, Purchase or sale of

financial assets in & *regular manner” was recognized by accounting on the settlement date, andfor on the date on
which the asset was delivered to the other party.

Financial assets cease to be recognized when the Bank-loosed control over the contractual rights on these
instruments; which.accurs when the rights to use the instruments are realized, expired, abandoned-or transferred.
A financial liability shiall cease to be recognized when the abligation stipulated under the contract was fulfilled,
cancelled or expired.

Until 1% January 2018, the Bank did not have any financial assets available-for-sale and financial assets held to
maturity. Other financial assets were measured as folfows:

a} Financial assets at fair valuein the Income Statemerit

This category comprises two. sub categories: financial assets held for tradirig-and those held at fair valve in the
income statement at the time of recognition.

Financial assets were classified as held for trading if they were acquired for the purpose of sale.or repurchase in
the short term or if they were part of a portfolio of identified financial instruinents that were recorded together
and for which there was evidence of the recent actual short-term profit-generation. Derivatives were also
classified as securities held for trading unless they were designated as risk protection instruments.

Financial assets were classified as financial assets:at fair value through in the income statement when:

- the classification in that category significantly reduced the inconsistencies in vatuation that wauld
arise if the financial assets or liabilities were valued on another basis, and the gains-and losses were
recognized on the basis of valuation;

- certain investments, such as sharés of other legal-entities were assessed and managed on the basis of
fair value in accordance with documented risk. management procedures or a documented investment
strategy and if management was reported on this basis.

b) Loans and Receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not listed
in an active market and which the Bank does not intend to sell immediately or in the near future. They arise'when
the Bank directly provides cash or provides services to the debtor without the intenticn to trade with the
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receivables. Loans and receivables consist of investments made to clients and granted to banks. From 1st January
2018 Loans and. receivables are classified according to the new policy as a financial assets valued at amortized
cost (AC).

Loans and receivables were initially measured at fair value increased by direct transaction costs, arid subsequently
at amortized cost by using the effective interest rate method. Depreciation was calculated taking into account all
issuance costs, as well as discounts or premiums during settlement. L.oans-and receivables were stated in the net’
afnount reduced by the individuat and group vatue adjustments.

On each reporting date, the Bank assesses whether there was objective evidence of impairment of a financial
asset or group of financial assets. Impairment losses were recognized only if there is objective evidence of
impairment as a result-of one or more events that occurred after the initial recognition of the asset and when they
affect the -estimated future cash flows of a financial asset of group: of financial assets that can’ be reliably
estimated.

The. write-off of uncollectible receivables was: made on the basis of decisions of the court and the Board of
Directors of the Bank when there was no real possibility for collection and when all instruments for securing credit:
collection werg activated.

Until 1st January 2018 impairment losses based on loans and receivables, as well as of other financial assets, were
recorded in the income statemeént..

If during the following period, the amount of the impairment Joss due to impairment was reduced as a result of an
event occurring after recognition of the impairment, the previously recognized impairment loss was adjusted by
changes in the allowance account and the amount of the adjustment was.recognized in the income statement as
income from the reversal of the provisions.

individual .and group impairment losses. were formed by impairment of .the carrying amount of loans and
receivables in which impairment was identified in order to redyce their carrying amount to recoverable amount.

e} Impairment of Loans.and investments

Until 1 January 2018 iridicators on the basis of which the Bank determined whether there was objectivé evidence
of impairmeént-of loaris.and investments include the following:

- delaysin the payment of contractual repayment of principa! amount or interest,
- financial difficulties of the debtor, including the p055|bllsty of bankruptcy or some other form of financial
reorganization of the debtor,

- violation of contractval obligations,

- deterioration of the debtor’s competitive position,

- decrease in the value of the loan security instrument,
as'welt as other indicaters indicating thatthere was a measurable decrease in future cash flows, such as changes
in nationat and economic conditions that were directly related to non-performance of contractual obligations.

Assets that were individually assessed for impairment and for which the impaimment loss was recognized or
continued to be recognized, were not included inthe group impairment assessment.

i there was an abjective evidence that an‘impairment loss has arisen, the amount of loss was determined as the
difference between the carrying amount of the loan and its recoverabie amount, which. represents the present
value of the estimated future cash flows discounted at the originat effective interest rate for that financial asset.

Calculation of the present value of the estimated future cash flows of the financial asset securéd by the collateral
reflects the cash flows that may arise from the realization of the security instrument. If a loan or ah investrnent
had a variable interest rate, the discount rate for estimating any impairment loss was the.current interest rate
contained in the contract.
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Until 2% January 2018 future cash flows for a grouvp of financial assets that are collectively classified and éssessed
for imnpairment were determined on the basis of the contracted cash flows: of the asset and the Bank’s experience
with previous, historical losses for assets with similar credit risk characteristics.

Until 1% January 2018 the historical toss data for the purpose of group impairment assessment are adjusted based
on currently available data reflecting the. effects of the current situation that affected the period in which the:
experierice in the loss was acquired, and to eliminate the effects of the conditions from the previous period that
curiently do not exist. Until 1% January 2018 the Bank regulaily reviewed and revises the methodology and
assumptions used to estimate future cash flows in-order to reduce the differences between estimated losses and
acfual josses.

3.9 Intangible Assets
Expenditures directly linked to identified and unique software products controlled by the Bank and likely to
generate an economic benefit greater than the expense of more than one year shall be recognized- as an
intangible asset.

a) Licences

Licenses have a limited life and are stated at purchase value reduced by accumulated value adjustment.

Depreciation i calculated by using a proportional method in order to distribute the license costs during their
estimated useful lives,

The acquired software licenses are capitelized in the.amount of expenses incurred in acquiring and putting into
use and development of the software. Depreciation is calcutated usinig a proportional. method in order to
distribute expenditures during their estimated useful lives.

Depreciation costs are calculated according to the following rates:

intangible assets:

Software _ 13:00%
Other intangible assets.and intellectual property (with the excepticn of logo) 16.60%
Bank’s [bgo 14.50%

Expenditures felated to the maintenance of software programs are recognized as the expense of the period in
which they have been incurred.

b) Fixed Assets

Fixed assets are stated at purchase value reduced by the value adjustment and impairment. The purchase value
includes expenses directly attributable to the pur¢hase of assets.

Subsequent expenditures are included in the cost of the asset or recagnized as a separate asset only when it is

probable that the Bank will have economic benefits from that asset in the future and if its value can be reliably
measured,

Expenditures related to'the-on-going miaintenance of fixed assets are recognized as the expenditure of the period
in which they have been incurred,

Depreciation is calculated by using the proportional method in order to distribute the cost to the residual value
overtheir estimated life, as follows:.
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Fixed assets

Building structures 2%
Computer-equipment 3%
Equipment 14,5%
Vehicles 20%

The residval value of the asset is the estimated amount that the Bank could earn by -seliing the asset at the
present time, reduced by the estimated cost of sales, if the asset is already old and in'the condition in which it is
expected to be at the end of its useful life. The residual value of the asset is zero if the Bank expects to use the said
asset until the-end of its physical life. The residual value and useful Iife of the asset are reviewed and, if necessary;,
adjusted at the balance sheet date.

Gains and losses arising from the disposal of an asset are determined by the difference betiveen the cash inflow
and the carrying amount and are recognized in the income statement within the item of “other
mcome!expendrtures"

3.20 Impairment of Non-Financial Assets

Assets that have an unlimited useful life are not subject to depreciation. Checking whether there has been a
decrease in their value is.performed annually-and when events.or altered circumstances indicate that the carrying
armnount may not be recoverable:

For assets subject to depreciation, the.ue;ificati'o_n of whether there has been a decrease in their value is made
when events or changed circumstances indicate that the carrying amount may-not be recoverable, An impairment
loss is remgnized in the amount for which the carrying amount of the asset is greater than its recoverable.
amount.

The recoverable amount is the value greater than the fair value of the asset reduced by the cost of sales and the.
values in use. For-the purpose of assessing impairment, assets are grouped at the lowest levels where separate
recognizable cash flows (cash- -generating units) can be determined.
Non-finaricial assets that have been impaired are revievwed for each reporting period dug to possible reversal of
impairrnent. '
3.1 Additional Information for the items shown in the Balance Sheet

a) Deposits of banks and clients and loans’
Bank and clients’ deposits, as well as other interest bearing finaricial liabilities are.initially recognized at fair value
reduced by the transaction costs incurred, except for the financial liabilities that-are measured at fair value in the
incorne statement. After initial recognition, interest bearing deposits and loans are stated at amortised cost using
the contracted interest rate.

b) Leasing
Application of IAS 17 until 31, December 2018:

Qperational risk —Bank as a lessor and {essee

Lease of assets for which all the benefits and risks related to ownership are held with the lessor, andfor are not
transferred to the lessee, is recorded as operative leasing.

The Bank mainly concludes business lease agreements. Total paymenits on the basis of busingss lease are charged
to the income statement on a straight-line basis. Whena business lease ends before the expiry of the lease period,

i6




BANK OF CHINA SERBIA A.D, BELGRADE

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2018

any payment required by the lessor as a penalty is recognized as an-expense in'the périod in which the leasé was
terminated.

'Up until 2% January 201g; the Bank applies IFRS 16. For preliminary effects of its implementation, refer to Note 21.

¢) Taxes and Contributions for Mandatory Social Insurance

Ih atcordance with the regulations applicablé inthe Republic of Serbia, the Bank is obliged to. pay contributions to
varjous state social security funds. These obligations include employee contributions and are at the expense of
the employer in smounts that are calculated using the statutory rates. The Bank has-a legal obligation to withhald
the calculated contributions from the gross salaries of employees and to transfer the withheld funds for their
account in favour of the respective state funds. The Bank is not obliged to pay employees the fees that represent
the obligation of the Pension Fund of the Republic of Serbia. Taxes and contributions pertaining to defined salary
compensation plans are recorded as the expense of the period to which they relate.

d) Shori-term paid leaves.
Accumulated paid leavas can be transferréd and used in the upcoming periods if not fully utilized in the current
period. The expected costs of paid leave are recognized in the amount of cumolated unused rights on the balance
sheet date, which are expecteéd to be utilized in the following perlod In the case of non-accumulated paid leave,
the obligation.or cost is not recognized until the' momerit the leave is used.

e). Provisions, contingent liabilitiés and assets
Provisions are recognized and made when the Bank has a legal or contractual obligation as a result of past events
and when it is likely that an outflow of resources will arise in order to settle the obligation and when the amount of

the obligaticn can be reliably estimated.

The proyision is measured at the present value of the expected expenditures to settle the obligation, by using s
discount rate that reflects the current market estimate of the time value of money.

Contingerit liabilities are not recognized inthefinancial statements. Contingent assets and liabilities are disclosed
in-notes to the financial statements,

31z Equity

Equity consists of share capital (ordinary shares}, issuance premiums, reserves and accurnulated oss.
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4. INTERESTINCOME AND EXPENSE

In RSD thousand

Interést income. 2018 2017
interest income.from deposits — domestic banks. 4,231 | 382
interest income from deposits - foreign banks 4,274

Total ” 8, 55_5’_ 382
{nterest expense {2,321) -
Total (2,321} -
Total net income 6,484 _ 382

Iriterest income on igans 1o the ‘Nationa! Bank of Serbia in the amount of RSD 4,231 thousand (2o017: 382
thousand) relates to overnight placements, Interest from foreign banks relates to interest-income earned from
placemants within a group.

Interest expense in the amount of RSD 2,321 thousand occurred due to borrowing of funds from carporate clients
on a short term basis. '

5 FEE AND COMMISSION INCOME AND EXPENSE

In RSD thousand 2018 2017

Income from bank chargas
Fee and commission income from paymient

transactions 641 -

Fee and commiissian income.from guaraitees. 79.5 -

Fee and.commission income intra group char_ges 194,122 -

QOtherfee incorne ' 230,086 264,757
Total income; 425,644 269,757
Expense from bank charges '

Domestic payment-operations (2,556) 9)

Other fees and commissions (a74) -
Total expenses: {2;730) (9)
Net fee and commission income 422,914 264,748

Major 'i'nc__ome was generated from arrangement fees from loans to the clients approved' by members of BOC
group, where Bank of China Srbija a.d. acted as an arranger of a deal. This income, together with intra group
charges amounted to RSD 424,208 thousand (2017: RSD 26g,757).
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&  NET FOREIGN EXCHANGE GAINS

In RSD thousand 2018 2017

Foreign: exchange gains - foreign currency

realized 91,546 18,450
unrealized 15,076 a
106,622 18,450

Foreign-exchange losses - foreign currency -
realized {3,869) (10,680}
unrealized ° (4,057)
(3,869) (24,737)

Net income from foreign exchange gains
-and losses - foreign currency

net income from realized foreign currency 87,677 7,770

net gain/ (loss) from unrealized foreign currency 15,076 (4,057)
102,753 3,733

For the year ended 31 December 102,753 3,713

7  SALARIES, FRINGE BENEFITS AND OTHER PERSONAL EXPENSES

In RSD thousand 2018 2017
‘Cost'of nét'salaries (150,895) (89;464)
Allowarice costs (1,753) {7,266)
Taxes (30,862) {12,921)
Contributions (29,234) {(18,312)
Other personal expenses (22,952} {25,390)
Total (225,596) (253,352)

Other personal expenses in the amount of RSD 22,952 thousand {2017: RSD 25,390) mainly relate to the provision
for-bonus for 2018 and the expenses for business trips. The amount of salary éxpenses rose because the average
‘number of employees increased to 24 (2017: no. of employees was 14).
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8 DEPRECIATION/AMORTISATION EXPENSE

In RSD thousand
Depreciation of fixed asséts

Ammortization of intangible assets
Total

9 OTHEREXPENSES

In RSD thousand

Office materials, small inventory costs
Rental costs

Fuel éxpenses

Advertising and ma rketirng costs

Other labor services fee

Security d'_evice expense

Mobile and fixed phone bitls
Rent for office building — legal entity landlord
Other real estate rent — individual landlord
Property management fee

Vehicle rent

Network special line fee

Transfer expenditure to overseas branches —BOC cofe software

Business travel expenses

Hospitality and marketing meeting expense

Other infoermation consulting

Other éperating expenses

Membership fees

Deposit insurance premiums at the Deposit Insurance Agency
Un-operating expenses

Taxes; fees and charges to theregulatory authorities
Tax and contributions.on salary (employer burden}
Other operating expenses.

Total

2028 2017
{12,484) (1,'0._64_}
(26,311) (22,524)
(38,795) (22,588)

2028 2017
{8o2) {1,58z)
(3,45%) (2,744)
{650) (456)
{14,259) (7:345)
(% 405) (5:791)
{6,697) (2,259}
(3,063) (2,659)
{36,819) {38,620)
{22,083} (12,707)
(3,655) (3,049)
(6,818) (5:436)
(2,290) (5,052)
{1,078) (g06)
{15,132} (10,324}
(9,123) (7,753)
(7,032) (4,543)
{1,785) {2,311y
(2,063) (2,571)
(1,932) {3,720}
{916) {3;424)
(,601) (1,541)
{19,675) -
(1) (6o)
(264,229) (119,765)

Rental costs ih the amount of RSD 36,819 thousand {z017: 38,620 thousand) relate to the office premises in the

Baulevard Zoran Bindit 2A in which the Bank’s cantral office is situated.
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10 INCOME TAX

in RSD thousand 2018 2017
Current tax (21,350) (2,652)
Deferred tax income. 5,648 -
Deferred tax expense (3,373) -
Total (19,075) (2,691}

Income tax expense differs from the theoretical amount that would arise using the nominal tax rate applicable to
profit before tax. The ratio-of the tax expense [ income to the accounting expense | income is presented below:

Ia RSD thousand 2018 2017
Gain | {Loss) before tax 103,266 (21,862)
Tax rate 15% 15%
Calculated income tax 15,490 {3,279)
Tax.effect of non-deductible.expenses. 7,277 5,970
Tax effect of final tax billing (1,417) -
Tax expense for the period 21,350 2,692

101 Calculation of deferred tax income / expense

In RSD thousand 2018 2017

Tax effect of temporary differences

Tax effect of tax assets recognizedin accrued severarice pay from the

current year 5648 -
Tax effect of temporary différences concerning PPE and intangible _

assets’ (3,373} -
Deferred tax income f(expense‘)_ 2,275 0
Net deferred tax income 2,275 | o

In 2018 the Bank had effect of temporary tax differences from severance pay and from differences concerning
PPE and intangible assets. The total effect amounted to RSD 2,275 thousand..
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112 EARNINGS PER SHARE

Basic-earnings per share are calculated by dividing the net profit attributable to equity holders of the B_a_nk"by the
weighted average number of ordinary shares In issue during the year.

In-RSD thousand 2018 2017
Gain-attributable to equity holders of the Lompany 84,191 {24,553)
Weighted-average number of ordinary shares in issue 100 200.
Basic earnings per share (expressed in RSD per share) 842 {246)

12 CASH AND. DEPQOSITS HELD WITH THE CENTRAL BANK

In RSD thousand

2018 2017
Current account at National Bank of Serbia 2,798,366 1,694,412
Regulatory reserve in RSD at NBS 21,807 -
Total cash and deposits held with NBS 2,820,173 1,694,412

13 LOANS AND RECEIVABLES FROM BANKS AND OTHER FINANCIAL ORGANISATIONS.

Structure by product
In RSD thousand Moody’s 2018 2017

Foreign currency

FX current accounts with foreign banks

Bank of China Limited, Hungary Branch Al 11,530,201 19,817
Bank of China Frankfurt Branch A1 2,488,722 -

Leans and deposits to other banks

Bank of China Macau Branch Al 10,338,930 -
Bank of China Frankfurt Branch Al 93,050 -
Special' purpose deposits - Komer.cijalha Bank unrated 2,248 2,250
Receivables for interest income on loans and deposits Be277 -
Total 24,457,428 22,067
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Bank of China Serbia a.d. foreign currency current accounts relates to the nostro account held with foreign banks
in the amount of RSD 14,018,923 thousand (2017: RSD 19,817 thousand).

Special purpose depasit at Kormercijalna bank relates to the cash deposit placed for the purpose of coliateral for
the acquired business card.

Loans and deposits to other banks relate to shortterm depésits to the members.of the BOC group banks.

14 INTANGIBLE ASSETS

Movements within.intangible assets are presented below. Intangible assets are rélative to the software and the
licenses used by the Bank in its business operations:

license and
in RSD thousand ~ software Total
Cost
As atoi.01.2017. 35,030 35,030
Additions 0. 0
Disposals [ )
Transferred to intangible assets ] 0
Asat31.12.2017. 35,030 35,030
Additions ' 2,911 2,911
Disposals 0 0
Transferred to intangible assets 0 0
Asat3t.az.2o18. 37,942 ' 37,941
lmpairment provisions
As at 01,01.2013, (1,064) {1,064)
Bepreciation 0 o
Disposals ] 0
Asat31.12.2017. (2,064) {1,064}
Depreciation (12,484) {12,48z)
Disposa'ls 0 ]
As at 31.12.2018. 13,548) {13,548)
Net bookvalue asat
‘31 December 2028 24,393 24,393
312 December 2017 33,966 33,566
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15 PROPERTY, PLANT AND EQUIPMENT

In RSP thousand
Cost

Asat Qi.01.2017.-
Additions

Disposals

Transfer from PPE under constructionto
PPE

Transfer from PPE to under construction
Other

Asat3i.az,2017.

Additions

Disposéls

Transfer from PPE under construction to
PPE

Transfer from PPE to.under construction’
Other

As at 31.22.2018.

Impairment provisions

As at 01.01.2017.
Depreciation
Disposals

Other
Asatziaz.zo017.
Deprectation
Disposals

Other
Asat31.12.2018.

Net bookvalue asat

32 December 20128

31 December 2017

Equipment Fixed assets Investments
and. cther in in other
assets preparation fixed assets Total
- 32,389 - 32,389
57,632 - 30,094- 87,726
3,686 132,389) 28,703 -
61,318 - 58,797 120,115
4171 - - 4A71
- - (a74) (174) .
65,489 - 58,623 124,112
{20,426) : (11,098} (21,524)
(10,426} - (11,068) (21,524)
(14,937) - (13,373) (26,310}
(25,363) - 22,474) (47,834)
40,126 - 36,152 . 76,278
50,892 : 47,899 98,591

The useful life of !ease'hold"'impr_ovem'ents is in line with the leasehcld period; Where a. Lease Agreement ‘is

congluded for an indefinite periad of time, the leasehold improvement is written of over a 5 yearperidd, Where a

lease Agreement is-concluded for a period of less than five years, bearing in'mind that five years is needed to

develop a business activity, the investrment is written off at 20% rate.
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The Bank continued process of purchasing equipment ii-2018. Most of the fixed assets are not-older than a year
and therefore there were no events that would indicate -the impairment triggers for this part of assets. The

assessment of the management fs therefore to:

- Theresidual value of the plantand-equipment aswell as of equipment and other assets, is-equal to the

carrying net book value recorded-as at'31 December 2018

- The residual value of intangible assets, software and licenses, is equal to the carrying net book value

recorded as at 31 December 2018

26 OTHER ASSETS

In RSD thousand

Other receivables for deposits tolessors
Other receivables from suppliers
Accroals - rental fee

Suspense accounts

Total

2018 2017
16,962 2,116

2,204 .

1.321 370
14,487 2,486

Receivables from lessors relate to receivables from corporate clients and individuals in the amount of RSD 10,962

thousand (2017: RSD 2,216 thousand).

16.1 DEFERRED TAX ASSETS

At the end of the year the deferred tax assets amount to.RSD 5,648 thousand (2017: o RSD). This temporary tax

difference occures due to calcutated bonus; since this expense is tax deductable only in year of payment.

17 DEPOSITS AND OTHER LIABILITIES DUE TO CUSTOMERS

As of December 31, 2018, the Bank had liabilities for deposit in the total amount of RSD 25,426,871 thousand

(2017: RSD 172 thousand). The sectoral structure of these deposits relates in most to the corporate sector,

Structure by product
In RSD thousand
Dinars
Demand-deposits’
Time deposits.

Total in dinars

Fore-'i_gn currency

Demand deposits

Time deposits

Other interast payables on loans, deposits and other financial liabilities

Total in foreign currency
Total

2018 2017
1,007,529 17z
-0 Q.
1,007,529 174
24,322,842 0
93,050 ]
3,450
24,419,342 a
25,426,871 171
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Structure by sector

InRSD thousand 2018 2017
Corporate 25,333,821 a71
Public enterprises 93,050 o
Total 25,426,871 171

17.:1 PROVISIONS.

At the end of the year provisions amounted to RSD 65 thousand (2017: o RSD), This rise in provisions is due to.
issued guarantees to a member of the BOC Group -~ Bank of China Beijing with Moody's rating Axz. This rise in
provisions directly influenced impairment fosses from financial assets and credit risk off-balarice sheet items.

28 OTHERLIABILITIES

in RSD thousand 2018 ‘2017
Liabi_lities_towards-'employees 21,839 23,513
Payables for othertax and contributions 44923 2,691
Accrued other expenditures in dinars. 16,318, 5,813
Accrued other expenditures:in foreign currency 898 -

Total 42,978 32,017

Other liabilities to-employees consist of the reserved-amount of the bonus for 2018 in the gross.amount of RSD
21,839 thousand {2017: RSD 23,513 thousand).

Accrued other expenditures in RSD-in the amount of RSD 15,318 thousand (2017: RSD 5,813 thousand) relate to
accrued unencumbered expenditures from December 2018,

18.1 DEFERRED TAX LIABILITIES
At the énd of the year the deferred taxliabilities amount t6 RSD 3,373 thousand (017: 0 RSD). This temporary tax

difference occures due to difference in calculation methods for depreciation of fixed assets between the
accounting policy and regulatory perscribed amounts.
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19 CAPITAL

Thee bank's share capital consists of 160 ordinary.shares with nominal value of RSD 18,438,870 per share (2017:
RSD 18,438,870). The capital was registered on the basis of the incorporation act and registered with the Central
Securities Depository and clearing house-as:of 22 December, 2016.

The first payment of the capital was made on'8 December, 2016 in the amount: of RSD 1,843,887 thousand (EUR
15,000,000). Pursuant to the Decision of the Shareholders Assembly of 4 Septembeér, 2017, the nominal value of
shares was reduced. Capital decrease was due to the adjustinent of the book value of the capital because the
Decision on the capital entry from 14 October, 2016, and the capital was. paid on 8 December, 2016.

The owner of 100% of the Banl's shares as of 31 December, 2018 is the Barik-of China (Hungary), Close Ed.

20 OFF-BALANCE SHEET ITEMS

As of 31 December 2018, the Bank first time started to issue performance guarantees and other off balance sheet
items, The guarantees are secured by counter-guarantee fror the members of the BOC .group. As for other off-
balance sheet iterns, the Bank received loro letters of credit for corporate dlients, with no tredit risk inciuded.

Structire by product

In RSD thousand 2018 2017
Dinars

Issued guarantees and other suretjes 151,200 -
Other 6ff-balance sheet assets 2,919 -
Total 154,119 -

20,1 LITIGATIONS

As of 31 December, 2018, no court proceedings have been-hetd against the Bank.
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21 IFRS 16 LEASING"

The standard is effective for annual periods. beginning on or after 1 January 2019, IFRS 16'sets out the pririciples
for the recognitiort, measurement, presentation and. disclosure of leasés for both parties to & contract, i.e. the
customer (*lessee’) and the supplier (lessor). The hew standard requires lessees to récognize most leases on their
financial statements. Lessees will have a single accounting model for all leases, with certain exemptions. Lessor
accounting is substantially unchanged.

IFRS 16 has .been issued in January 2016 and is. replacing 1AS 17'Le_asing, IFRIC. 4 Determining whether the
arrangement includes lease, SIC-15 Operational Leasing-Incentives and. 51C-27 Estimating Transactions: that
Include Legal Form of Lease. IFRS 16 sets out the principles for recognition, measurement, presentation :and.
disclosure of leases and requires the lessors ta account for all the receipts within-a finandial madel simiilar tothe
financial lease accounting in -accordance with IAS 17. The Standard includes two. waivers. for leasing - feasé of
"small assets" value "(eg Personal computers) and short-term leases (ie leases with a lease térm of 12 months or
less). At the beginning of the lease, the lessee- will recognize the obligation to lease the lease (ie the leasing
obligation) and the asset that represents the right to use the asset in question during the lease term (ie the right
to use the asset). The lessees will be required to separately recognize the cost of interest on the lease obligation
and the depreciation charge on‘the right to use'the asset: Leases will also hiave to.re-evaluate the lease obligation’
upon the-occurrence of certain events (eg changes in the lease duration, changes:in future lease payments due'to
changes in the index or the raté used to determine these payments). The lessor will generally acknowledge the
amount of re-valuation'of the lease obligation as a correction of the right to use the assét.

The feasing provider's accounting in accordance with [FRS 16 is essentially unchanged with respect to accounting
under 1AS 17. Leaseholders will continue to classify all lease contracts using the same classification principle as
undertAS 17 and distinguish between two types of leases: operating and financial leasing.

IFRS 16, effective for annual periods beginning on or aftér 1 January 2019, requires lessors-and lessors to disclose
more detailed informiation than in accordance with [AS 17.

Transferto IFRS 16

The Bank plans to make a transition fo IFRS 16 in accordance with-a modified retrospective approach.

The Barik has chosen to use the standard-exemption clauses on lease contracts for which:
s the assetin question is an intellectual property license;.
s theasset in questionvalue, facility or equipment being leased (when new) s less than 5,000.00 EUR; and
* ‘onlease contracts for which the fease ends within 22 months from the date of initial application,

The-foliowing categories of leases have been identified, and as a result of the change in IFRS 16 of January 1, 2019,
contracts previously recognized. as operating leases are now qualifying as collateral as defined by the new
standard: réal estate and vehicles.

During the first application of IFRS 18, the right to use the lease is generally taken into account in the amount.of
the lease liability, using an average incremental rate of 2.61% borrowing.

The first application resulted in the recording of liabilities and use of rights based on leasing in the ‘amount of
about RSD 270,364 thousand in the balance sheet on 1. Janvary 2019
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22 RISK MANAGEMENT POLICIES
22,3 Competences

The:Board of Directors. is’ responsible for establishing the system of internal controls and monitoring. their
effectiveness. The Board of Directors adopts Strategies and Risk Management Policies; as well as the Bank’s
Capital Management Strategy, proposed by the Executive Board.

The Executive Board impléments the mentioned strategies and policies by adopting procedures for risk
managerment and ensuring their implementation. The Executive Board analyses the risk management system and
atleast on quarterly reports the Board of Directors on the level of risk exposure and management.

It is also the responsibility of the Board of Directors to determine the amounts to which the Bank's Executive
Board may decide on the investments and botrowings of the Bank, as well as deciding on the investments and
borrowings of the Bank through such amounits; and gives prior consent for the Bank's exposure to each individual
person or group of related parties exceeding 10 % of the Bank’s capital, andfor to increase this exposure to.more
than 20% of the Bank's equity.

The' Board of Directors ensures the implementation of the interhal capital adequacy assessment process of the
Bank,

22.2 Internal Regulations

The highest level document for risk management in the Bankis the General Risk Management Policy. With this
document, the following risks are identified as the major risks faced by the Bank:

- Credit Risk
Risk ar'isi'ng fromthe inability of the Borrower to settie its contractual obfigations for the received loan.

- Market Risk
Risk of losses due to changes in'the market (interest fates, excharge rates, equity price and price of
goods).

- Operating Risk
Risk of losses incurred due to inadequate or unsuccessful internal processes, employees and IT systems,
ordueto external events. It includes legal but not strategic and reputational risk.

- Country Risk
The risk arising from economic, social and political changes ard events in a particular country or region

resulting in the inability or refusal of a borrower or debtor in that country or region ta repay the loan to
the-Bank.

- Liguidity Risk
The risk that a solvent comimercial bank fails to acquire the appropriate assets or fails to do so at an

acceptable price in orderto be able to respond to the risks of increasing assets or repaying mature debts,

- StrategicRisk _ _
The risk of losses due to an inadequate business strategy of the Bank or changes in the external business
environment.

- Reputational Risk
Risk of negative stakeholder perceptions of the Group caused by the Group’s-operations, management
and other behaviour or external events.

The b_asic.pf_inci_ples_ of the risk management in the Bank are:
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1) Compliance with regulatory reguirements - strict observance of applicable legal regulations

2} Achieving balance betwéen risk-and yietd - balance is achieved by active control. Eachjob category must’
achieve at léast as much benefit as it suits the risk borne arid optimize the allocation of capital.

3} Independence and professionalism - the risk fnanagement. units and employees. in them must be
relatively independent and manage the risks. arising from business development with relatively
‘independent attitudes and professional expertise on the scientific basis,

4} Clarification of rights and.obligations - vesponsibility is allocated by a strict internal control mechanism, &
specificdivision of responsibilities and clearly defined righits and cbligations..

5) Flexibility towards the future and proactive attitude - the Risk Management Department and the

 Business Development Déepartment cooperate study and manage risk in an advanced way, by actwely
identifying, selecting and taking risks, improving management and control measures and ensuring that.
risks are kept in within the set of risk appetites.

6) Being familiar with-clients and jobs - by knowing especially new products and new clients, it ensures.
measurable margin of risk.and the acceptability of the risks.

7} -Consistency and cohererice - The Bank applies a coherént risk management strategy, carries.out @
consolidated risk management of all members 6f the Group in order to ensure consistency between the
‘objectives of risk management and business development.

8) Differentiation and ability to: centrol - The Bank manages the risks in a differentiated and controlied
manner, in accordance with the market environment and its own risk management capab|||ty in order to
ensure more flexible and convenijent risk managerient.

Risic transfer capacity refers to the level of risk that the Bank tolerates in the process of maximizing interest on
behalf of the founder,. in accordance with the requirements and expectations of other stakeholders (regulator,
depuositors....). The Bank seeks to maintain moderate capacityto take risk and achieve a balance between risk and
yield, infine with the principle of “rationality, stability and caution”
Risk assumption indicators are:

- ‘Return.onequity {ROE)

~  (Capital adequacy ratic (CAR)

= Risk-adjusted return on capital {(RAROC)

The key risk indicators for previously listed risks that the Bank has identified as key ones are:

Type of Risk Key Risk Indicators
1. CreditRisk _
1.1, Credit risk Coefficient of suspicious loans;, provisions coefficient, foan:price, structure

and changes in credit rating of clients

1.2. Loan conceéntration risk Risk concentration with one group of clients, risk concentration with ane
client, risk-concentration for 10 biggest clients

2, Market risk

2.1 Market risk Risk value (VaR) of the market risk in the trading book, stress-tests,
altocation of capital for market risk (standardized approach)

2.2. Interest risk.in‘the bank books |Economic value volatility (EV), net interest income (NIf)

3. Operating risk Employeé fluctuation coefficient, number of significant system failures,
applicative systein availability

4. Country risk Country-credit rating, country limitations

5. Strategic risk The Bank should strengthen monitoring and management of strategic

projects doring the implementation process to-ensure the completion of
projects within the planned deadiines
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6. Liguidity risk Liquidity ratio, LCR

7. Reputational risk Avoid continuous negative reports in the media and numerous: negative
observations of ‘the public; reduce the likelihood that the- regulatory
authorities make criticisms to the Bank, or ask for a cosrection of the
defauit and the impact that arises-from there.

22,3 Creditrisk

Credit risk is the risk that certain claims of the Bank will not be fully paid under the conditions under which they
were initially approvad, or the inabifity and./ or unwillingness of the debtor to settle its obligations in dccordance
with the terms of the contract. The debtor shall be any legal of natural person having on balance and / or off-
balance liability towards the Bank, All refated persons in terms of Article 2 of the Banking Law are considered as
‘one debtor!

The process of credit risk management is based on general business principles:

1) consistent approach and unifarm standards in'the process of decision making on the Bank's placements
that are defined by internal documents;

2) The bank determines the total exposure to one debtor, where under one client it is also considerd a
group of related parties in accordance. with the provisions of the Banking Law;

3) The Bank-monitors and manages the Jevel of total exposure of the borrower in accordance with the
-adopted credit policy of the Bank;

&) All individual decisions on placement, as well as all material changes to the concluded confracts, are
avthorized by the competent authority;

5} "When deciding on exposures, the Bank is obliged to respect the. countrparty limits and to try to avoid
excessive concentration of exposure, taking into account the requirements regarding the structure of the
Bank's financing, as well as the requirements of cautios lending.

The process of credit risk management refers to activities such as-identifying and assessing risks, monitoring and
reporting, as-well as risk’ control of the Bank. The process of eredit risk taking involves the following activities
carried out by the Bank:

» receipt and recording of the risk taking transaction requirement;
o dientratifig and preparation of credit application;
»  duediligence and collateral evaluation;
s setting limits and approval;
»  conclusion of the contract and payment;
monitoring of exposure, classification of assets, provisions;
collection of receivables, closing, write-off of receivables.

The Bank manages the credit risk by establishing adequate processes for determining the borrower's
creditworthiness when approving placement, regular monitoring of execution of contractual obligations, setting
lirnits and defining the level of risk that the Bank is willing to-accept.

The credit rating is determined when assessing the financial position and future solvency of the client, partner or
guarantor. The result of the credit rating is the basis-for the acceptance of clients or the termination of
‘cooperation with the same, and it is one of the basic factors that are taken into account when' deciding on the
quality of the loan, approving, determining the loan price, classifying the risk of credit assets and managing the
avtorization in credit business process. Credit rating of clients is determined according to a single standard, with
periodic assessments and dynamiic adjustment. In the process of determining the credit rating, the Bank
estimatés the data that can be quantified, which are obtained from the client's financial statements; objective
aspects, as well as data that can not be quantified and considered as subjective, as welf as other circumstances
and factors determined by the internal documents.of the bank.
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Upen approval, placements are regularly: monitored and evaluated, as well as the creditworthiriess of the
horrower throughout the entire repaymient period. The monitoring process is carried out-on & quarterly basis,.and
in case of need and more often by the relevant departments of the Bank. In a timely manner, the Bank takes
measures to reduce the credit risk in case. of deterioration of the financial condition or creditworthiness of the
borrower,

Potential liablities related credit risk:

The Barik issues guarantees and letters of credit to its clients, on the basis of which the Bank has a potential
obligation to make paymeénts in favor of third parties. In this way, the Bank is exposed to risks related to credit
risk, which can be overcome by the same coritrol processes and procédures.

Concentration risk

Concentration risk is a risk which arises; directly or indirectly, from the Bank’s exposure to the same.or similar
source of risk or the same or similar type of risk.

Concentration risk refers to large exposures, small exposures to the same or simifar risk factors, such as economic
sectors, geographic areas, types of products, etc. and credit hedging instrurments, including maturity and currency
mismatch between farge exposures and instruments of credit hedging @gainst these exposures. To keep and
sustain credit portfolio, as well as minimize concentration fisk, as a security measures Bank define level of
exposure , set up credit limits, and perform regular monitoring of determined r'_e_'gul'ator'y and internal limits, which
are defined in Concentration risk pdl_icy.

In line with NBS Decision oon risk management, large exposure toward singe client or group of connectéd clients,
is exposure which represent minimum 10% of capital.
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31.12.2017.

Maximum Impairment

Classes of exposures exposure.to P Net amount
L allowance

credit risk _
Cash and balances with Central Bank 1,694,412 1,694,412
Loans and receivables from banks and other financial R
T : 22,068 22,068
institutions
TOTAL 1,716,480 1,716,480

Collateral and other credit enhancements

The Bank shall not take any risk {commitment) without legal securities. The Bank shall pursue to maximize the.
security base, if possible combine the different type of collaterals to optimize the coliateral structurs, keeping in
primer consideration that the collateral structure shall fit to the credit transaction’s main features, such as credit
rating-of the customer, type of risk-taking and term of the commitment

The:Bank shall pursue that the collaterals shall cover the principal, interest due and additional-expenses. Collateral
value is estimated during the credit approval process, and monitared through all repayment period. The basic
approach is that the repayment of the credit should be covered from the primer source of cash of the customer,
the project or the asset. The collaterals-serve only as additional security. Forthe purpose of clear definition of
acceptable collaterals and their treatment, Bank adopt Collateral valuation rule.
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Impairment assessment

Management Measure for Impairment of financial assets follows below principles:
1) Compliance: In accordance with the accounting standards and regulations, the bank should make sure the.
provision for impairment of financial assets can meet external compliance requirements.
2) Be objective and prudential: The bank should fully consider internal and external factors afféctlng the value of
financial assets in order to avoid overastimation or underestimation, and accurately reflect.the risk:of

finantial assets.

3) Bé practical: Based on the bank’s business and management demand, the bank should determine alternative
standards and measurement principles to make sure the impairment provision. work is economiicaily efficient

and operable.

4) Strengthen internal control: By strengthening internal control, the bank should clarify- work scope and
obligation for all involved parties, and to ensure the objettivity. and fairness of the provision for impairment.

According to the new standatds, the purpose of the impairment provision'is to measure the expected credit foss
(hereinafter referred to as "ECL"), for-each stage of financial assets based on subsequent changes in lifetime. All
financial instruments should be categorized inta different stages according tothe change of jts credit risk.

A complete and multi-perspective set of stage categorization criteria-are formulated based on "quantitatlve_as the.

main, qualitative supplements” principle. The main criteria is:

1) The internal credit rating of the borrawer and the change of it;.

3) Overdue days of the facility;

3) therisk:classification of the financial assets and the change of it;

4) thefinancial conditions and managerial status of thé debtor, etc. (i.e., debtors in black list or white Jist).

In accordance with above, during 2018, Bank categorize its exposure based on financial institution
counterguarntees with first class rating, into Stage 1.

The following table shows the change in the impairment stages by gross exposure in 2018:

Gross balance asof 1% Janvary 2018

Stage 1

Stage 2

Stage 3

POCI

TOTAL

New assets originated or purchased
Payments and-assets derecognised
(excluding write offs)

Transfer to Stage 1

Transfer to Stage 2

Transfer to Stage 3.

Amaounts Wr_it’teﬁ‘-_off’

Other changes {Change 6f eXposure, fx
differences etc,)

10,636,486

45,779

10,636,486

46,779

Gross balance as of 31° December2018

10,589,707

10,589,707
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The following table shows thé change in the impairment stages by ECL allowance in 2018:.

ECL allowarice as of 2% January 2028

Stagea

Stage 2

Stage 3 POCI TOTAL

New assets originated or purchased
Payrments and assets derecognised
(excluding write offs)

Transfer to Stage 1

Trarisfer to Stage 2

Transfer to Stage 3

Amounts written off

Other changes (Change of exposure; fx
differences.etc,)

(61)

(64)

ECL allowance as of 2% January 2018

(64)

(64)

The following table shicws the value and type 'of collaterals arid the providers of guarantees by the lending sector

‘and categaries of receivables as of 31 Pecember 2018:

Valve of the collaterals

Guaranties issued by

Classes of exposures

Deposits

Sovereign.

Banks Other

Loans and advances to costomers

-out of which: Public enterprises

- out of'which: Corporate

- out of which: Retail

- out of which: Other customers

Other assets

ASSETS

Payment and perfoimance guarantées

'151.200 -

Exposed |etters of credit

Undrawn commitments

Other

151,200 -

OFF-BALANCE SHEET ITEMS

151.200 -

During 2017 the Bank did not have any exposures covered by collaterals,
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22,5 Equity Management

The. cbjectives. of the Bank in terms of equity management, which is a wider concept than-the amount of equity
'shown 'in the balance sheet, are:

- Ensuring compliance with the requirements of the National Bank.of Serbia;

- Ensuring the possibility of fong-term business continuity while providing returns to shareholders and
benefiting other stakeholders; and

- Providing a strong equity base in support of the further development of the Bank’s operations.

The Bank manages the equity. structure and performs adjustments ifi accordance with changes in economic
conditions and risk -characteristic of the Bank’s activities. The Bank's management regularty monitors the
indicators of the Bank's adequacy and other performance indicators prescribed by the National Bank of Serbia
and submits quarterly reports to the.National Bank of Serbia on the realized values of the indicators.

The Law on Banks and the relevant decisions of the National Bank of Serbia stipulate that banks must maintain a
minimum amount of equity of RSD 10 million in dinar equivalent-according to the official middle exchange rate,

an indicator of capital adequacy of at least 8%, the Tier 1 capital ratio at least 6%, the Comimon Equity Tier 1
capital ratio. at least 4.5% and to adjust the volume .and structure of their operations with the indicators of
busiriess prescribed by the Decision on risk management ("Official Gazette of the Republic of Serhia®, No.

£5/2011, 94/2011, 119.-*20_12 and 123/2012, 232013, 43/2013, 922013, 33/2017, 61/2017, 103/2016 and 119/2017) and
the Decision on Capital Adequacy ("Official Gazette of the Républic of Serbia®, No. 106{2016).

The ahove-mentioned Decision of the National Bank of Serbia on the adequacy of the bank’s capital determines
the method of calculating the capital of the Bank @nd the indicators of the adequacy of that capital. The Bank’s
total capital consists of:share equity and supplementary capital and defined deductible items, while risky balance
and off- balance sheet assets are determined in accordance with the prescribed risk weight for all types of assets.

The Bank's capital adequacy ratio is equal to the ratio of the bank's capital to the pool of credit risk weighted
assets, the foreign excharige risk capital requirement multiplied by the reciprocal value of the capital adequacy
ratio (prescnbed 89%) and capital requirements in refation to other market risks multiplied by the reciprocal value
indicaters of capital adequacy..

The table below shows the state of equity and total risk assets as-at December 31, 2018;

Inthousands RSD 2018 2017
Share equity 1,843,887 1,843,887
Share premium - -
Loss (24,553) {21,862)
Other intangible.assets before related deduction of deferred tax liabilities (24,393) (33,966)
Tier 1 Capital 1,796,358 1,788,059
Tier:2 Capital - -
Regulatory capital (1) 1,796,358 1,788,059
Total risk weighted assets (2): 6,032,527 22,067
Capital adequacy (1/2 x z00) .29.78% B102.86%
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23 BANKPERFORMANCE INDICATORS

The Bank is obliged to harmonize the scope and- structure of its operations and tisky investments with the
indicators of operations p_rescribed by the Law on Banks and the relevant decisions of the National Bank of Serbia
adopted on the basis of the refevant Law.

As:at 31 December 2018, the Bank has.complied with all indicators of operations with the prescribed values.
The realized indicators of the Bank’s operations as at 31 December 2018 were as follows:

Business indicators Prescribed Realized

1, Capital EUR 0 million RSD 1,843,887 thousand

2. Capital adequacy ratic 8% -29.78%

3. The Tier 1.capital ratio 6% 20.78%

& -T.he Common Eguity Tier 1 capital 45% 29.78%
ratio

5. Bank investments Max 60% 5.60%.

6. Eprsure to one person.or a group

_ 5% /
of related parties 257 o%
7 Exposure to persons affiliated with _ .
. o
the Bank 25% o%
8. Sum of big exposures of the Bank 400% 0%
g. Foreign exchange risk indicator 20% 3.72%

24 TRANSACTIONS WITH RELATED PARTIES

In its regular business operations, the Bank realizes business transactions with its shareholders and other related
parties. Adjustments of transfer prices with market prices in.the items of the tax balance sheet were made for
transactions with related parties.

The balances of receivables and I_'ia_biliti_es as at 31 Cecember 2018 and 2017 re'su'l'_tiﬁg from the transactions with
shareholders and other persons affiliated with the Bank and with the management of the Bank, as well as all
income and expenses on this basis are presented in the following table:

In thousand RSD 2018 2017

Income from fees for agent services 194,122 269,757

This income represents the arranger fee that Bank of China Srbija a.d: earned from a member of BOC Group, for

the business of connecting and arrangding issuance of the loans to the local corporate clients.
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Salaries and other proceeds to the members of the Board of Directors, Executive Board and other key
management staff of the Bank during 2018 and 2017 are shown in the following table:

In thousand RSD 2018 2017
Gross salaries of key management 61,247 40,745
Fees to members of the Board of Directors and the Auditing Committee 13,877 11,496
Total 75,124 52,241

25 EVENTS AFTER THE BALANCE SHEET DATE

There were no significant events after the date of compilation of the balance sheet that may affect the Bank’s
financial statements.

President of the Executive Board Member of the Executive Board
i3] S
r
V) ) | ___._-—4..)
Zhu Lanqgi / - Slavisa Aleksié

Belgrade, 18 March 2019
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Description of business activities and organizational structure of the
Bank

General information about Bank of China Srbija a.d. Beograd
Bank of China Serbia a.d. Belgrade (hereinafter: "the Bank") was established on December 22, 2016.

In accordance with the decision of ‘the National Bark of Serbia from December 20,2016 and
Memorandum of association the Bank is registered to perform the following tasks:

= Deposit activities

- Credit activities

- Foreign exchange operations, foreign currency operations and exchange transactions

- Payment transactions

- Issuing payment card

- Activities regarding securities

- Issuing guaranties, sureties on ‘promissory notes and other types of warranties

- Purchase, sale and collection of receivables (factoring, forfeiting and etc)

- Activities for which it is authorized by law-

- Providing other financial services.

Founder and owner of 100% shares is Bank of China: (Hungary), Close Ltd.

Bank is located at Bulevar Zorana Dindiéa 2a, 11070 Novi Beograd. ID number 21251640, and Tax
ID number is 109837136,

Organizational structure
M'anagin_g’ bodies: General assembly, Board of directors and Executive board.

Bank formed following committee: Audit committee, Credit committee, Asset and liability
managemient committee, Risk and control committee. Per need, Bank can form additional committees.

The Bank has the following organizational units, listed per hierarchical level: sectors, departments and
sections. The Bank will maintain the organizational structure in a way to. clearly and consistently
separate the risk-taking activities, risk management activities and support activities.

Financial position and business results

Business policy of the Bank defines the indicative target values of the key positions of the balance
sheet and the income statement for the pentod of the three full business years. For the period of
operation in 2018 (from the moment of establishment until the end of the calendar year), the target
values are not specially determined, except the acquisition of fixed assets and the establishment of the
reporting process.

During the year, the Bank realized significant incomes based on providing agent services in the
amount of RSD 230,086 thousand, intergroup income: fees in ‘the amount of RSD 194,122 thousand,

as'well as interest income in the amount 6f RSD 8,505 thousand.

The total balance sheet amount as at 31 December 2018 is RSD 27,398,407 thousand (2017: RSD
1,851,522 thousand). During the year, the Bank acquired fixed assets in the amomnt of RSD 4,171

thousand (2017: 132,557 thousand). In 2017, the investments were significantly higher in order to

create preconditions for the development of business activities, The rest of the assets represent giro
account at the National Bank of Serbia (RSD 2.820.173 thousand), nostro account (RSD 14.01 8.924.
thousand), deposits given to the miember banks of the Bank of China Group (RSD 10.431.980
thousand) and special purpose deposit (RSD 2.248 thousand) at another domestic bank.




Total capital of the Bank as at 31.12.2018 is RSD 1 ,903,525 thousand (2017: RSD 1,820,751
thousand) and consists of the share Cap'ital in the-amount paid by the shareholders on 28.12.2016, as
well as the realized profit at the end of the current business year in the amount of RSD 82,774
thousand and the loss of the previous year in the amount of RSD 23 ,136 thousand.

During the year, Bank had exposures based on exposure on riostro. accounts in the amount of RSD
14,018,923 thousand; given deposits to other banks in the amount of RSD 10,431,980 thousand and a
special purpose deposit in the amount of RSD 2,250 thousand. During 2018, the Bank started issuing
performance gnarantees in the amount of RSD 151,200 secured by counter guararitees given by
members of the Bank of China Group. The capital adequacy ratio as at 31 December 2018 was
29.78% (2017: 8,102.86%). '

in RSD thousand

Net interest incomé- 6.184 382
Net fee and commission income 422.914 269.748
NET OPERATING INCOME 531.786 273843
Operating expenses -428.520 -295.705.
PROFIT/(LOSS) BEFORE INCOME TAX 103.266 -21.862.
PROFIT/(LOSS) AFTER TAXES 84.191 -24.553

_ 2.820.173 1.694.412.
Loans and receivables from banks and other financial institutions 24457428 22.067
Intangible assets 24393 33.966
Property, plant and equipment 76.278 98.59]
Deferred tax assets 5.648 -
Other assets 14.487 2.486
ASSETS 27.398.407 1.851.522
Deposits and other liabilities due to customers - 25426.871 171
Provisions 64 -
Current tax lighilities 21.596 -
Deferred tax liabilities 3.373 | -
Other liabilities 42.978 32.017
TOTAL: LIABILITIES 25,494,882 32.188
TOTAL EQUITY 1.903.525 1.819.334
TOTAL LIABILITIES AND EQUITY - 27.398.407 1.851.522
Capital adequacy ratio. 29.78 8102.86
Number of employees 26 15
Number of organizational units 1 1

Environmental protection investment

In the period from January 1, 2018 until December 31, 2018, the Bank did not have any investments
in the field of erivironmental protection




Significant event after the end of the business year

At the end of the: business year, there were no events that materially impacted the financial statements
relating to the business year 2018.

Planned future development

From the introduction of "One belt, one road" initiative in 2013, China's economic cooperation with
Serbia and other European ¢ountries has increased. The Bank's plan is to follow projects related to
Chinese investments in Serbia, especially in areas such as infrastructure development, manufacturing
-and telecommunications.

In addition,. the Bank will focus on promoting its own business activities and acquii-ing_ clients in
Serbia and the region.

During 2018; the Bank as part of Bank of China Limited group participated in "Summit 16 + 1" held
in Beigrade. The Bank's objective is to'connéct Chingse companies with companies from Central and
Eastern Europe and, when business cooperation is realized, to financially support joint projects..

Research and development activities

Bank conducts research and development activities of its financial products offer in order to respond
to-clients' needs. That is done by:
-~ analysis and monifor'ing-zof events in the macroeconomic environment and industrial factors.
that affect the demand for banking products,
- - market research of financial services and offers of competitive banks in order to adjust and.
optimize the offer,.

- - analyzes of the most important economic entities operating  in the target markets of the.
Bank.




Purchase of own shares information

In the period from January 1, 2018 to December 31, 2018, the Bank did not buy out its own shares.

Branches

As of December 31, 2018, the Bank did not have branches.

Financial instruments applied during the period

In the period from January 1, 2018 until December 31, 2018, Bank did not use financial instruments.

Risk management

Competence

The Board of director is. responsible for establishing internal controls system and monitoring their
effectiveness. The Board of director adopts Strategies and Policies of Risk' Management, as well as
the Bank's Capital Management Strategy, proposed by the Executive Board.

The Executive Board implements.the mentioned strategies and policies, by adopting procedures for-
risk management and ensuring their implementation. The Executive board analyzes the risk
management system and at least on quarterly level reportsto the Board of director about leve} of risk
exposure - and risk management.

It is also within the competence of the Board of Directors to. determine the amounts to which the
Bank's Executive Board may decide on the placements and borrowings of the Bank, as well as the
decision on the placements and borrowing of the Bank over these amounts and gives prior consent for
the Bank's exposure to-each individual person or group of connected persons exceeding 10 % of the
Bank's capital, or to increase this exposure over:20% of the Bank's capital.

The Board of directors ensures the implementation of the interhal- capital adequacy assessment
process of the Bank.




Internal regulation
Highest level document for risk management is Risk management strategy.

Basic set of principles are:

I, Compliance with regulatory requirement -  fully compliant with all applicable local law
regulations:

2. Appropriate balance between risk and return - the balance is achieved through active conirol. Every
type of business shall at least gain benefits that match the risk it bears, and optimiize capital allocation.

3. Independence and professionalism - risk management units and personnel is independent from
business units, and should provide independent views and professional opinions for related risks
arising from business development. '

4. Clarify rights and responsibilities - accountability shall be carried out through -a strict internal
control-mechanism, specific division of responsibilities and clearly defined rights and responsibilities.

5. Forward-looking and proactive approach — risk and business departments shall ecoperate with each
other, study and manage risks in a forward-looking manner, actively identify, improve management
and control measures, and ensure tisks are under control. .

6. “know your customers”, “know your businesses’- emphasizing on new products and new
‘businesses to ensure risk margin is measurable and risks are acceptable.

7. Consistence and coherence — Bank shall implement a coherent risk -appetite and risk management
strategy and carry out consolidated risk management of all members of the Group in order to ensure
consistency between the objectives of risk management and business development,

8. Differentiated .and controllable - the Bank shall manage risks on differentiated and controllable
way, in line with the external market environment and its own risk managemerit capability in order to
make risk management more flexible and pragmatic.

9. Substance over the forin should prevail — meaning all information should be considered as the final
“step. _

Risk appetite refers to risk level tolerable to the Bank in course of maximizing the interest on the
behalf of the founder according to requirements and expectation. of interested parties (regulatory
authorities, depositors,..JThe Bank seeks. 1o maintain a moderate risk appetite and reach a balance
between risk and return, in firie with the principle “rational, stable and prudent”.

Risk appetite indicators are:
- Return on equity (ROE)
- Capital adequacy ratio (CAR)
- Risk adjusted return on capital (RAROC)

Financial risk exposure

As. of December 31, 2018, the Bank had funds on the account at National Bank of Serbia in the
amount of RSD 2,820,173 thousand, nostro account exposure in the amount. of RSD 14,018,923
thousand, deposits to members of the Bank of China Group in the amount frony RSD 10,431,980
thousand and a special purpose deposit of RSD 2,250 thousand. The other exposure relates to. accrued
income from interest and fees, as well as receivables based on interest.

On the other hand, Bank had significant increase in liabilities for deposits in 2018, related to the
beginning of cooperation with legal entities primarily in the fields of mining, constritetion and
transport,




As for the credit risk, the Bank all placements related to deposits placed to the members of the Bank
of China Group was classified as Level 1, judging by the credit quality level of these banks, as well
as due to the fact that these deposits do not exceed the maturity of 3 months.

From off-balance sheet records, the Bank issued performance guarantees covered by counter-
guarantees by the Bank of China Beijing Branch.

Regarding foreign exchange risk, the Bank managed to maintain the level of risk within the legal
framework during the year. As at December 31, 2018, the foreign exchange risk level was 3.72%.

Interest rate risk is not significant, as the Bank received funds from clients in the form of transaction
deposits, placed within the Bank of China Group, with short maturities.

Due to the aforementioned, the bank is not significantly exposed to financial risks as of December 31,
2018.

Capital management

Capital management objectives of the Bank, which represent a wider concept than the amount of
capital shown in the balance sheet, are:

- Ensuring compliance with the requirements of the National Bank of Serbia;

- Ensuring the possibility of long-term business continuity while providing returns to shareholders and
benefiting other stakeholders; i

- Providing a strong capital base in support of the further development of the Bank's operations.

The Bank manages the capital structure and performs adjustments in accordance with changes in the
economic conditions and risk related to the Bank's activities. The Bank's management, regularly
monitors capital adequacy indicators and other performance indicators prescribed by the National
Bank of Serbia and submits quarterly reports to the National Bank of Serbia on the realized values of
the indicators.

President of the Executive board Member of Executive Board

7V Zhu Liangi Slavisa Aleksi¢




