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DEFINITIONS

Economic capital

Internal capital

Price Value Basis Point

Internal Capital Adequacy
Assessment process

Liquidity Coverage Ratio

Net Stable Funding Ratio

Regulatory capital

Risk Profile

Value at Risk

Amount of capital needed to cover all the Bank’s risks using
economic measures to ensure its sustainability

Amount of capital, including capital like components, according to the
Bank’s internal definitions

Measurement of risk of change in portfolio value caused by changing
interest rate for one basis point. Can be calculated only for
instruments whose value is sensitive to changes in interest rates

Process and systems established to determine the level of internal
capital adequate to cover materially significant risk types the Bank
faces, different from those provided by the National Bank of Serbia
Decision on Capital Adequacy of Banks

Ratio of Stock of high-quality liquid assets and Total net cash outflows
over the next 30 days

Ratio of Available amount of stable funding and Required amount of
stable funding

Amount of capital charges according to National Bank of Serbia
Decision on Capital Adequacy of Banks

Bank’s assessment of the structure and level of risks it is or could be
exposed to in its operations

The largest possible loss in the Bank’s portfolio during a specified time
period and within a given interval of confidence
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ABBREVIATIONS

AML Anti-Money Laundering

BIA Basic Indicator Approach

CFP Contingency Funding Plan

CMU Collateral Management Unit

CP Coverage Potential

CRM Credit Risk Mitigation

CRO Chief Risk Officer

CSR Corporate Social Responsibility

DCF Discounted Cash Flow

EAD Exposure at Default

EC Economic Capital

ECA Economic Capital Adequacy

FATCA  Foreign Account Tax Compliance Act

FI Financial Institutions

GLC Group Large Corporate

FX Foreign Exchange

ICAAP Internal capital adequacy assessment process
IAS International Accounting Standards

IFRS International Financial Reporting Standards
IRB Internal Ratings Based Approach

IRR Interest Rate Risk

KRIs Key Risk Indicators

KYC Know Your Client

LCR Liquidity Coverage Ratio

LGD Loss Given Default

LOCC Local Operational Conduct Committee

LIP Loss Identification Period

LLP Loan Loss Provisioning

NSFR Net Stable Funding Ratio

MiFID Markets in Financial Instruments Directive
M&LMU Market and Liquidity Risk Management Unit
NBS National Bank of Serbia

OECD Organisation for Economic Cooperation and Development
OoLC Other Liabilities Committee

p.a. per annum

PET Polyethylene terephthalate

PD Probability of Default

PI Private Individuals

PVBP Price Value Basis Point

RE Real Estate

SME Small and Medium Size Enterprises

RCC Risk-bearing Capacity Calculation

SPA Survival period Analysis

SDS Special Diagnostic Study

VaR Value-at-Risk
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1. INTRODUCTION

Erste Bank a.d. Novi Sad (hereinafter referred as: the Bank), member of Erste Bank Group
(hereinafter referred as: Erste Group), prepares Disclosure Report on data and information
(hereinafter referred as: Disclosure Report or Report) as at 31% December 2016 and for the year then
ended. The Report is available at the Bank’s website (https://www.erstebank.rs/sr/o-nama/finansijski-
izvestaji/objavljivanje-podataka-i-informacija). The data and/or information in this Report are
presented in Republic of Serbia Dinars (hereinafter: RSD) currency and all values are rounded to the
nearest thousand (RSD '000), except when otherwise indicated.

This Report gives the reader an opportunity to gain comprehensive overview of the current risk profile
and the risk and capital management systems of the Bank. The Report comprises particularly the
qualitative and quantitative data and/or information falling in the following areas:

risk management strategy and policies;

capital structure;

capital adequacy;

internal capital adequacy assessment process (hereinafter: ICAAP);

Bank’s exposure to risks and approaches for risk measurement and assessment.

The Report fulfils the disclosure requirements according to article 51a of the Law on banks (*Official
Gazette of the Republic of Serbia’, no. 107/2005, 91/2010 and 14/2015) and according to National
Bank of Serbia Decision on Disclosure of Data and Information by Banks (‘Official Gazette of the
Republic of Serbia’, no. 125/2014 and 4/2015).

Pursuant to the Decision on Disclosure of Data and Information by Banks, the Bank is obliged to
disclose qualitative and quantitative data and/or information, within the scope of the said Decision,
once a year, as at 31% December. Additionally, quantitative data and/or information are required to be
disclosed also as at 30" June.

Activities that ensure correctness and adequacy of data and/or information published within the scope
of the Disclosure Report are subject to an independent audit.
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2. GENERAL INFORMATION

2.1. BUSINESS MODEL

The Bank is a member of Erste Group, one of the leading financial institutions in the middle and east
Europe, with over 15.9 million clients in 7 countries. Erste Group was originally founded in 1819 as the
first Austrian savings bank. After successfully completed process of privatisation of Novosadska Banka
(the oldest financial institution in Serbia, founded in 1864 as the first savings bank) in 2005, Erste
Group started its operations in the Republic of Serbia as Erste Bank.

The Bank registered office is located in Novi Sad, Bulevar Oslobodenja 5. Within its structure, the Bank
has 4 business centers and 81 branches. Its registration number is 08063818 and tax identification
number is 101626723. Its web address is www.erstebank.rs. Contact e-mail address and telephone
number are info@erstebank.rs and 0800 201 201.

The Bank is registered in RS for carrying out payment transactions in the country and abroad, credit
and deposit activities, the operations with credit cards, operations with securities, as well as dealer
operations. In accordance with Law on Banks, the Bank Standalone operates on the principles of stable
and safe operations.

The Bank its clients classifies within the following business segments:

Small and Large

Medium Real Estate Corporate ey

Financial

markets segments

Enterprises Clients

Figure 1: The Bank's business segments

More information on business segments are presented in the Note 37 to the financial statements for
the year ended 31% December 2016.

As of January 15" 2014, on the basis of a contract on purchase and transfer of shares concluded with
Steiermarkische Bank und Sparkassen AG and Erste Group Immorent International Holding GmbH, the
Bank acquired 75% of the share in capital of the company S-Leasing doo Belgrade (hereinafter: S-
Leasing). The Bank with its subsidiary S-Leasing form Banking Group, which organisational structure is
presented in the following diagram.

—————————————————————————————————————

: Erste | | Steiermrkische Bank !
| GroupBank AG ! ! undSparkassen AG !
L - a-------- 1 [ - ————————— =1

74% — 26%
Erste Bank ad Novi Sad

S-Leasing doo Serbia ___ 25%

Figure 2: The Banking Group’s organisational structure

S-Leasing was founded in 2003 and has been registered for the provision of financial leasing of
movable assets to individuals and legal entities on the territory of the RS. Its registered office is located
in Belgrade, Milutina Milankovi¢a 11a/4, registration number is 08063818, and its tax identification
number is 101626723. Its web address is www.s-leasing.co.rs. Contact e-mail address and telephone
number are info@s-leasing.rs and +38111 2010 700.

Given the size of the subsidiary company S-Leasing doo in relation to the size of the Bank individually
and the Banking group, S-Leasing does not affect the assessment of the stability and the risk of the
Banking Group and substantiality of the information published in this document. Information presented
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in this document represents data and information relating to the Bank as a single entity, with exception
of chapter 3.2 — Organisational Structure and chapter 6 — Banking Group.

2.2. CORPORATE SOCIAL RESPONSIBILITY

For the Bank, corporate social responsibility (hereinafter: CSR) is a strategic framework for company
management, based on the investment in long-term and stable relations with all crucial stakeholders:
employees, clients, and co-citizens in local communities we operate in, and on the commitment to
provide active contribution to the development and welfare of the society we are an inseparable part
of. This is a concept that encourages innovation, sustainable development, responsible management of
risk and costs reduction, in order to achieve better operational results for the Bank and its clients, as
well as of the society within which the Bank operates. The top topics in the field of the corporate social
responsibility for 2016 include:

= support to programmes, festivals, projects in the field of culture and art and entrepreneurship;

= Supererste.net —platform for donations;

= Green ideas, programme for young entrepreneurs in co-operation with Trag Foundation.

All of the Bank corporate social responsibility reports may be found on the link:
https://www.erstebank.rs/sr/0o-nama/drustveno-odgovorno-poslovanje#dop-izvestaji. The Bank CSR
Report for 2016 will be published until the end of July 2017 on the Bank’s website.

2.3. ENVIRONMENTAL RESPONSIBILITY

Despite the fact that it is not a large polluter in terms of direct impacts of operation to environment,
the Bank has for years monitored and measured its impacts in accordance with the world trends, with
the aim of identifying such impacts as much as possible, and minimising them, year after year. That
the Bank is consistent in this field of its activity and operation is demonstrated by the adoption and
successful implementation of nhumerous policies and procedures on this topic. Additionally, in order to
keep pace with the world standards, the Bank implemented in 2015 an application for more precise
analysis of its operations on the environment.

Publications, internal magazine Plus, and the Bank Social Corporate Responsibility Report are printed on
FSC paper (paper from the controlled forest growth), and since 2013, the Bank has exclusively used
100% recycled office paper.

For years, office paper, toner cartridges, PET (i.e. Polyethylene terephthalate) packaging and electronic
waste have been recycled at the Bank.

In accordance with the objective of promoting and developing green branch concept, the Bank
arranges branches according to this principle. So far, 14 branches have been arranged according to this
principle.
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3. RISK MANAGEMENT SYSTEM

3.1. RISK MANAGEMENT SYSTEM, STRATEGY AND POLICIES

Having in mind its area of business, the Bank is susceptible to different risks in its operations and
therefore the presence of risks is a general attribute of Bank’s different business activities. Related, the
Bank has established a comprehensive and reliable risk management system which is based on its clear
risk management strategy and integrated in all its business activities, thus ensuring that the Bank’s risk
profile is in line with its established risk appetite.

Risk Management System comprises management of all risks the Bank is or can be exposed to in its
operations and is outlaid in the following diagram. In addition to meeting the internal goal of effective
and efficient risk management. The Bank’s risk management system has been developed to fulfil
external, and in particular, regulatory requirements. With an aim to increase transparency and risk
awareness and culture, the Bank implemented holistic risk management and strengthen ‘the 3 line of
defence’ model (where risk function represents the 2™ line of defence).

Risk Strategy

ALM Strategy

Capital allocation (liquidity management)

Risk Mitigation

- =
= Risk Reporting
(7]
£ o - =
7 £ -
g 'g Risk Appetite Statement p 8
(7)] o =
< = [0}
c 5 - = @
5 = . . . . - g
E x Risk-bearing Capacity calculation = o
x = -
[ Risk Materiality Risk Concentration

Assessment Assessment
-
Risk Identification
f ‘ lllllllllllllllllllllllllll
strateqiciandiCred]ERISK Strategic Goals 3 Recovery Plan

Management Principles
Diagram 3: The Bank’s Risk Management System

Process of risk management is based on the following:

= Strategic Risk Management Principles and its main components that represents a
foundation for setting limits relevant for the Bank’s day-to-day operations;

= Credit Risk Management Principles that relate to: client’s rating determination, internal
credit assessment, collateral valuation, tenors, monitoring loan pay-out, documentation
standards, etc.;

= Strategic goals introduced via the Bank’s Business Strategy and budget for the following
period.
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Risk Management Principles should be consulted when making business decisions. Risk Management
is based on the general management principles. Management and all employees are obliged to adopt
and adhere to these principles. Understanding these principles at the Bank level is the starting point
for the development of risk awareness and culture among all employees of the Bank.

The Bank’s Recovery Plan became, in 2015, an integral part of the Bank’s Risk Management
System. It is prepared in accordance with Law on Banks and Decision on Recovery Plans of Banks and
Banking Groups (‘Official Gazette of the Republic of Serbia’, no. 71/2015). The purpose of its
preparation reflects in more efficient and timely recognition of indicators of potential leaving of usual
mode of doing business and indicators that require increased management attention, with an aim of
maintaining sustainable stability in the situations of serious financial distress.

The Bank’s proactive Risk management Strategy aims at achieving an optimal acceptable level of
risks so as to minimize potential adverse effects to the Bank’s capital and financial performance, while
at the same time complying with the principles of stability, safety, liquidity and rentability.

The Risk management Strategy is described and defined in details within the following Bank’s
documents:

= Risk Materiality Assessment Policy;

= Risk-bearing Capacity Calculation Policy;

= Risk Concentration Management Policy;

Stress Testing Policy;

Risk Appetite Statement Policy;

Policy for Lending Limits — Framework for Clients/Client Groups
Industry Limit Framework Policy;

= Risk Strategy 2016-2020.

The Bank has established policies and processes according to the defined risk management strategy
which provide sufficient support and guidance to achieve strategic goals and regulatory compliance
related to management of individual risks, as well as procedures related to the Bank's regular
reporting in relation to the risk management. Policies on risk management are the object of
regular annual review and are updated in order to ensure accordance with the relevant legislation,
Erste Group’s standards, as well as to increase efficiency of risk management processes. The key
policies are as follows:

= Credit Risk Management Policies;

= Market Risk Management Policy;

» Liquidity Risk Management Policy;

» Policy for Managing Operational Risks;

*  Financial Crime Management/Fraud Policy;

= Anti-Money Laundering, Know Your Customer, Foreign Account Tax Compliance Act and

Common Reporting Standard Policy;

= Policy for General and Individual Act Management;

=  Conflict of Interest Policy;

=  Compliance Program;

=  Policy on IT Security Management;

» Business Continuity Planning and Crisis Management Policy;

= Policy on Physical Security Management.

Compliance with all relevant policies provides additional transparency in the methodological
approaches and criteria related to risk quantification and management, which contributes to the
embedding risk management culture across the Bank and ensures implementation of risk
management system.

The Bank’s acceptable level of risk, i.e. its risk appetite, represents the structure and maximum
level of risks the Bank is willing to take from strategic point of view. The Bank’s risk appetite is
consistent with the Bank’s strategic and business plans. Ensuring that the Bank is performing its
operations in accordance with determined risk appetite is achieved through regular budgeting process
for the following five years, through implementation of operating goals for individual risk types and

10
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operating limits, securing in such a manner integration of risk management system in all Bank’s
operations.

Given the Bank’s business strategy, the key risks for the Bank are credit risk, market risks and
operational risk. In addition to managing these risks, the Bank’s control and risk management
framework, as well as Bank’s stress testing process, take account of other significant risks: liquidity,
concentration, strategic/business, FX-induced, reputational, macroeconomic, Cross guarantee risk and
residual risk.

11
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3.2. ORGANISATION OF RISK MANAGEMENT

Risk monitoring and control is achieved through a clear organisational structure with defined roles and responsibilities, delegated authorities and risk limits,
which is presented in the following diagram.

Erste Bank ad Novi Sad

Audlt Cornmlttee

Managing

ng on
:||'||:| members
with regulati

Management
Approy structure and sizes for materially significant risks
Executive .:p - Flimit breaches
ommittee *#rr

» Other duties in a ance with Law on Banks and the Bank's Artides of Assodation ¥ g

Credit
Committees

rEguIaﬁun

G—i__ea sing doo Ser§|D

Executive Committee - member

Figure 4: The Banking Group’s Risk Management Organisational Structure
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The Management Board and the Executive Committee are ultimately responsible for risk
management. The Executive Committee, and in particular the Executive Committee member in charge
of risks (Chief Risk Officer - CRO), has to perform its oversight function within the Bank’s risk
management structure. Risk control and management functions within the Bank are performed based
on the business and risk strategies approved by the Managing Board and risk management
framework. The CRO is responsible for the implementation of and adherence to the risk control and
risk management strategies across all risk types and business lines. While the Executive Committee
and, in particular the CRO, ensure the availability of appropriate infrastructure and staff as well as
methods, standards and processes to that effect, the actual identification, measurement, assessment,
approval, monitoring, steering, and setting limits for the relevant risks are performed at the operating
level. The Executive Committee is supported by several separate independent units and/or bodies
established to perform operational risk control functions and exercise strategic management
responsibilities.

Risk Management, being a separate organisational structure functionally and organizationally
separated from the Bank’s risk underwriting activities, is responsible for risk management system
within the Bank. Considering different areas of business it covers and with the aim of efficient
performance of its responsibilities, Risk Management is divided into Credit Risk Management Division,
Strategic Risk Management (hereinafter: SRM) Department and Compliance and Security Management
Service.

Credit Risk Management Division

Responsibilities of the Credit Risk Management Division encompass the following:
= Development of: the methodology, rules, policies and procedures regarding risk management,
compliant with: current legislation, Erste Group’s standards, good business practice and the
Bank's specific needs, as well as control of compliance of credit process with these;
= Operational credit risk management at the level of individual clients or parts of portfolio;
= Approval of rating for a single entity and group of related entities and analysing loan
applications from the aspect of credit risk: initial approval, regular annual re-approval and
modification;
= Analysing and processing of the clients’ financial statements, as well as continuous monitoring
of legal and internal requirements in the field of financial statements;
»  Preparation of detailed financial analysis for the predefined clients;
= FX-induced credit risk assessment on client level;
» Monitoring of early warning signs that client has increased its risk through internal application
(Early Warning System (EWS));
= Loans restructuring/rescheduling;
= Collection via realization of collateral via court or out of court procedure;
= Supervision of collection process.
CRM Division is divided into the following organization units:

Retail Risk Corporate Risk Loan
Management Management Restructuring
Department Department and Collection
. . SABINE and
R?ztizll( Sr:i(tjlt EBA analysis Restructuring
Unit Unit
Large
Small
Enterprise Corporate Corporate and
and Credit Risk Retail Claim
Entrepreneur Unit Collection Unit
Credit : Risk Corporate
Unit SME and
PubI_ic Finqnce
Collection Risk Unit
Unit
EWS &
Monitoring

Figure 5: Organisation scheme of CRM Division
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Retail Risk Management Department focuses on retail business, encompassing private individuals and
micro clients. It coordinates retail credit risk management processes and standards, primarily through
retail clients underwriting process. The Department is also responsible for collection process from non-
performing clients (private individuals only) as well as provision of different credit risk analysis and
reports on the Bank’s retail business.

Corporate Risk Management Department is the operative credit risk management function for the
Bank’s corporate business clients. It is responsible for the formal verification, recommendation and
determination of level of credit risks of corporate clients.

Loan Restructuring and Collection Department is responsible for collection from as well as
restructuring of non-performing accounts in retail, corporate and micro clients segments.

Strategic Risk Management Department

Responsibilities of the SRM Department encompass the following:

= Identification and measurement and/or assessment of Bank’s exposure to individual risk types;

= Risk monitoring, including risk supervision, analysis and reporting on individual risk types
amount, their sources and consequences;

= Measurement and/or assessment of the Bank’s risk profile and capital adequacy;

= Monitoring of parameters influencing the Bank’s risk exposure position, primarily including
management and optimisation of credit portfolio quality and risk cost;

= Development, application and validation of quantitative risk measurement methods and
models, being element of business decision making;

= Developing strategies and proposing the Bank’s risk exposure limits per different risk types, as
well as monitoring of the fulfilment of the same;

» Quantification of stress testing results of changes in economic environment and
macroeconomic conditions that influence the Bank’s financial position and capital;

= Enabling development and implementation of methodology for risk assessment of new
products and processes introduction and outsourcing activities;

= Defining methodologies, rules, policies and procedures for risk management in accordance with
applicable regulatory framework, Erste Group standards, good business practice as well as the
Bank's specific circumstances;

= Development and implementation of different technical platforms and tool with an aim of
increasing efficiency of risk management process.

SRM Department incorporates 5 Units, which together with CRM Division, Compliance and Security
Management Department and Internal Audit Department form risk management control system within

the Bank.
SRM Department
|
Enterprise-wide Wil A Operational and
Risk Management Credit Risk Liquidity Risk other specific Collateral Risk Methods and
and Quantitative Control Unit Mang el Risk Management Management Unit Modelling Unit
Modelling Unit 9 Unit

Figure 6: Organisational scheme of SRM Department

In December 2015 the SRM Department started with the provision of services, in the areas that it
covers, for the purpose of S-leasing. The aim is to improve efficiency of these functions through
activities performed by the Bank:
= Management of and compliance with the Erste Group's requirements concerning loan portfolio
management;
= Fulfilling the reporting requirements for the purposes of different users in the field of credit
risk;
= Operational risk management.

14
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Compliance and Security Management Department
Compliance and Security Management Department is an independent organizational department,

primarily responsible for implementation of and oversight over the process of identification and
monitoring of risks in the field of compliance and security, as well as management of these risks.

Organizationally, Compliance and Security Management Department consist of four units:

Compliance and Security Management

Department

. . Anti-money Laundering Financial Crime and Security Risks
Central Compliance Unit Unit (AML) Fraud Management Unit Management Unit

Figure 7: Organisational scheme of Compliance and Security Management Department

Central Compliance Unit in its work monitors, manages and reports on: risks of compliance with Policy
for general and individual act management, risks related to securities in terms of adherence to Markets
in Financial Instruments Directive (MiFID) and capital markets regulation, risks of conflict of interests
including gift acceptance, reputational risk management including responsible financing, managing the
protection of personal data.

Anti-money Laundering Unit in its work monitors, manages and reports on: compliance with Know Your
Client (KYC) policy, money laundering and fighting terrorism funding in the context of client
identification, compliance with the Bank’s lending policy and transitions oversight and control with
particular emphasis on sanctions and embargoes and related indicators, as well as adherence to
Foreign Account Tax Compliance Act (FATCA).

Financial Crime and Fraud Management Unit in its work monitors, manages and reports on: risks of
internal and external frauds, criminal actions including corruption, non-compliance with regulation and
the Bank'’s internal policies, risk of non-compliance with business practices and unethical behaviour, as
well as protection of whistle-blowers.

Security Risks Management Unit in its work monitors, manages and reports on: information security,
risk of protection of information resources including information protection, physical and technical
protection, business continuity (excluding financing and other major risks: ensuring liquidity and
adequate level of capital requirements, market risks, etc.) and crisis management plans regarding the
Bank’s critical resources (It resources, employees, assets, suppliers) in the context of maintaining
regular operations in the event of a disaster.

15
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3.3. RISK MANAGEMENT REPORTING SYSTEM

A reporting framework is vital to provide the Bank’s management with steering relevant information.
Adequacy in terms of scope, quality and timelines is necessary to enable management to adequately
and timely respond to the actual and foreseeable risk developments. The following figure outlays the
process of monitoring of and reporting on risk management at strategic and operational level.

* Applied across all risks and

= Risk Core business lines
=) =M Appetite -
g metrics o Articulate risk appetite and
2 Risk icl) Statement PP
o o provide common language i
> Appetite > 2
o - o
()] [
9 3 « Metrics applicable to a specific x
8‘ (9} risk ty pes across Business ©
) &" Risk ) Lines
E Management Supporting . support strategic target
hd metrics setting in alignment with risk
)] Strategy appetite
¢ May be quantitative and
qualitative
E - Risk management by risk ¢ Applicable to a specific risk .g,
e .g’ type Limit ty pes within a specific Ubw
=% i i L man men P Business Line [
() Credit Market Operational Liquidity anageme . MORIORING: | ..o sirateqic targets ~ § 5 &
g. > risk risk risk risk & risk metrics and/or risk appetite o E <
(o) o Compliance Security decisions * Usedin day -to-day risk =
risk risk management =

Figure 8: Process of monitoring of and reporting on risk management

Information compiled from all operating activities are being examined and processed in order to
identify, analyse and control new risks. This information is presented and explained to the
Management Board, Executive Committee, Asset and Liabilities Management Committee (hereinafter:
ALCO), Local Operational Conduct Committee (hereinafter: LOCC), as well as heads of respective
units. Such reports sufficiently inform about the total exposure to different risk types, regions and
countries, industries and customer groups, concentration assessment, market risk measurements,
liquidity ratios, deviations from established limits, management of non-financial risks, etc. Reports are
prepared and provided on a daily, weekly, monthly or quarterly basis, but as well upon request.

The Bank prepares numerous reports, described within the chapter 5, by risk types. In addition to
these, the Bank quarterly presents comprehensive report on risks to the Management Board that
includes all relevant information needed to estimate the risks the Bank is exposed to.

Additional reports on risk management are prepared to ensure that all business units have
access to comprehensive, necessary and updated information.
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3.4. INTERNAL CAPITAL ADEQUACY ASSESSMENT PROCESS

The Internal Capital Adequacy Assessment Process (hereinafter: ICAAP) is established during 2011
with the aim to assess and maintain on an on-going basis the internal capital that the Bank considers
adequate to cover the nature and level of risks to which it is exposed. ICAAP essentially serves to
assess as to whether the Bank can “afford” its acquired risks by comparing its risk portfolio across all
material risk types with its internal capital (i.e. coverage potential - CP).

Within the ICAAP the Bank considers local regulatory requirements, namely the Decision on Risk
Management by Banks (‘Official Gazette of the Republic of Serbia’, no. 45/2011, 94/2011, 119/2012,
123/2012, 23/2013-oth.decision, 43/2013, 93/2013, 33/2015, 61/2015 and 61/2016). At the same
time the Bank complies with the Erste Group standards.

The ICAAP is designed to support the Bank’s proactive and consistent risk management at all times,
assuring adequate capital capacity reflecting the nature and level of the Bank's risk profile. The ICAAP
defines the rules for quantification of all material risks to which the Bank is or can be exposed,
irrespective of the regulatory requirements prescribed by the NBS Decision on Capital Adequacy of
Banks.

Further on, ICAAP is designed to reflect capital strategy and assure proactive management of capital
requirements. By means of planning internal capital, the Bank assures maintenance of such a level
and structure of capital which can support expected portfolio growth, future sources of funds and
their utilization, dividend policy as well as all changes in regulatory capital requirements.

ICAAP and its basic goals are presented in the following figure:

Internal Capital Adequacy Assessment Process

Implementation of

Risk-bearing Capacity calculation «= actions required by
management
Economic Capital Coverage Potential 1
Credit risk . )
o ) Risk Appetite
Market risk in trading book Statement

Interest rate risk in banking book
FX risk in banking book

Operational risk The Bank's internal capital - Defines maximum
FX-induced risk tolerated level of risks

. . from a strategig point
Business risk

of view
Residual risk
Monitoring and analysis of actual Identification of internal capital I
material risk types and forecasting (coverage potentials), monitoring and ) Planning and
trends analysis of actual coverage potential Forecasting
and forecasting of trends I
I Risk-weighted Assets
Risk Materiality Assessment Comprehensive Stress Testing (RWA;;:?ngapltal
Identification, qualification, analysis and Testing the Bank’s vulnerability to future
quantification of all risk types, decision deteriorations, loss potential resulting Capital M t

on consideration within ICAAP from stress scenario are part of ICAAP &= apital Managemen

| | 1

Preparation of recovery plan with identified recovery measures and options to be implemented in order to achieve
stability and restore the financial position in the situations of serious financial disorder
Figure 9: The Bank's internal capital adequacy assessment process
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For the purpose of ICAAP, decision was made to solely consider risks defined as material® when
guantifies economic capital (hereinafter: EC). More specifically, EC is the amount of capital needed to
cover all the Bank’s material risks calculated by using economic measures, described further in this
chapter, without consideration of any diversification effects. This EC is then compared to internal
capital (i.e. CP - broader concept than regulatory capital calculated in accordance with Decision on
Capital Adequacy of Banks - ‘Official Gazette of the Republic of Serbia’, no. 46/2011, 6/2013, 51/2014
and 85/2016).

In general, the entire coverage potential should be higher than or equal to the Bank's overall
economic capital. For those purposes, the Bank has defined Economic Capital Adequacy (hereinafter:
ECA) ratio, capital adequacy ratio under Pillar 2 — ICAAP adequacy, as one of measures for expressing
and monitoring the Bank’s risk appetite, as the ratio between economic capital and coverage
potential:

ECA = Ec
T CP

Additionally, a “traffic light ™ system has been deployed in order to signal the Bank’s management the
extent of Bank’s available capital utilisation and to ensure sufficient time to respond to changes by
taking relevant measures on either the economic capital or the coverage potential side.

The following graphs illustrates: the Bank's economic and internal capital, ECA ratio and the
distribution of risk types which form the economic capital of the Bank as at 31 December 2016.

MRSD
m Credit risk
82%
-
17.388 19.547
) 16.108 m Market risk in trading book
13.093
- 750, ®mIRR in banking book
m Operational risk
31-12-2015 31-12-2016
Other risks
B Economic Capital The Bank's internal capital ®ECA %
Graph 1: Risk-bearing capacity calculation overview Graph 2: Distribution of ECA

3.5. MATERIAL RISKS

Materiality of risks was assessed on the basis of clear quantitative and qualitative factors defined for
each risk type, while at the same time complexity of the Bank’s operations as well as particularities of
surroundings where it performs its operations were taken into consideration.

The following table summarizes risks that the Bank sees as materially significant and considers within
the process of risk-bearing capacity calculation. Moreover, methods of quantification of risks according
to Pillar 1 and Pillar 2 Basel II are briefly described.

! according to the Decision on Risk Management by Banks
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Risk quantification —

Risk type Pillar 1 Basel II

Standardized approach

Risk quantification within ICAAP — Pillar 2 Basel II

Internal capital requirement calculation — adjusted standardized approach
(the key difference comparing to Pillar 1 Basel II reflects in add-on for
sovereign exposure)

Maturity-based approach for
general position risk of debt
securities

For computing internal capital requirement, the Bank uses a VaR
approach based on daily historical simulation for the calculation of
monthly VaR at 99% confidence level, which is then scaled up to 1-year
horizon and a confidence level of 99.9%.

Without quantification

For computing internal capital requirement, the Bank applies historical
simulation approach based on actual balance sheet positions of the Bank
and the one year changes of interest rates in the preceding five years.

12%o0f the sum of the Bank's
overall open FX position and its
open net position in gold,
calculated in accordance with
decision on capital adequacy of
banks, if the sum of its overall
open FX position and its net
position in gold exceeds 2% of
its total own funds

The method of computing internal capital requirement is the same as for
Pillar 1, regardless of whether the sum of its overall open FX position and
its net position in gold exceeds 2% of its total own funds or not.

Basic Indicator Approach - BIA

The Bank used to apply BIA, while started applying Advanced
Measurement Approach -AMA in September 2012 - operational loss
distribution approach is used for computing 1-year VaR at confidence
level of 99.9% and by applying Monte Carlo technique total loss
distribution is calculated. Internal capital requirement calculates Erste
Group.

Without quantification —
monitored via budgeting process

Internal capital requirement calculates Erste Group. The model is based
on analysis of the deviations between budgeted and realised monthly net
operating result, which are used to estimate the logistic distribution, on
which the model is build.

Without quantification —
integrated in credit risk
monitoring process

Model in development. Since Q4 2014 simulation has been applied —
internal capital requirement = cost of credit risk for retail x total FX retail
exposure.

Without quantification -
monitored via collateral
management process

Covered throgh stress testing process. The Bank presumes that PI
Mortgage loan loss provision (LLP) grows at a faster pace if the crisis
situation occurs than for other segments and PI segment under normal
circumstances. The difference occurring between percentage rise in PI
Mortgage LLP and relative rise in the same risk calculated for other
segments represents the add-on for residual risk. Capital requirements
are calculated as certain percentage of sum of all other capital
requirements covered under Pillar 2.

Without quantification —
monitored through numerous the
Bank'’s reports

Insolvency risk covered through Survival Period Analysis (SPA), while
Structural risk is included into stress testing process.

Without quantification — risk
mitigation techniques are
regularly analysed; compliance
with limits is monitored

Encompass via risk concentration analysis (Herfindahl-Hirschman Index —
HHI, etc.) and limits steering.

Without quantification — part of

and risk appetite framework

Included into stress testing process and process of ensuring compliance

credit risk management principles with credit risk management principles and risk appetite framework

which represent the key element within risk management system.

Without quantification —
monitored via analysis by the
bank’s experts

Included into stress testing process.

Table 1: Classification and quantification on material risks
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The Bank conducts a quarterly assessment of internal capital adequacy and results for 2016 indicate
that the Bank has adequate financial resources and regulatory capital to cover all materially significant
risks, in both normal and stress conditions. Annual Report on the internal assessment of capital
adequacy as at 31% December 2016 was presented to the regulator, the National Bank of Serbia.
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4. CAPITAL AND CAPITAL ADEQUACY

The Bank complied with the articles of the Decision on Capital Adequacy of Banks (Official Gazette of
the Republic of Serbia No. 46/2011, 6/2013, 51/2014 and 85/2016) on calculating the regulatory
capital. During the reporting period, the Bank’s capital has been above the required regulatory
minimum.

Additionally, the minimum capital requirements pursuant to the Decision on Capital Adequacy of
Banks, i.e. capital adequacy ratio, of 12% were complied with at all times during the reporting period.

Abovementioned compliance with regulatory limits is illustrated in the following graph.

MEUR 17,880/0
- - 16:27%
109 118
31-12-2015 31-12-2016
The Bank's capital volume
= - = NBS regulatory minimum - capital volume
= = = - NBS regulatory minimum - capital adequacy
= The Bank's capital adequacy

Graph 3: The Bank's regulatory capital and capital adequacy

4.1. REGULATORY CAPITAL

Total eligible regulatory capital is the sum total of Core capital and Supplementary capital minus
deductions:

= The Core capital consists of share capital, share premium, reserves from profit and retained
earnings from previous years, as well as deductions for intangible assets and regulatory
valuation adjustments related to IFRS / IAS (unrealized losses on securities available for sale
and required reserve for estimated losses on balance sheet assets and off-balance sheet
items).

= Supplementary capital consists of subordinated liabilities and part of the positive revaluation
reserves arising from the effects of changes in fair value of fixed assets, securities and other
assets that, in accordance with IAS / IFRS, are recorded in favour of the reserves.

= Deductions from capital consist of investments in other financial sector entities in the
amount exceeding 10% of the capital of these persons.

The Bank manages its capital structure and performs adjustments in accordance with economic
conditions and risks related to the Bank’s operations.

The Bank's objectives in managing capital are:

= To ensure compliance with the requirements of the NBS - its capital shall never decline below
the RSD equivalent value of EUR 10,000,000 at the official NBS middle exchange rate, as
prescribed by the Law on Banks.t;

= To provide the level and structure of capital that can support the expected growth of
placements;

= To ensure the long-term ability to continue operating while ensuring returns to shareholders
and benefits for other stakeholders;

= To provide a strong capital base to support the further development of the Bank.
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In accordance with the Decision on Disclosure of Data and Information, information on the Bank’s
capital is further provided in the following insets:

= Form PI-KAP (Inset 1) - the detailed structure of the regulatory capital of the Bank as at 31
December 2016 with references to the position of the balance sheet assets set out in Inset 3
provided);

= Form PI-FIKAP (Inset 2) - data on main features of financial instruments included in calculation
of Bank's capital;

= Form PI-UPK (Inset 3) - the balance sheet of the Bank, prepared in accordance with IAS / IFRS
standards with breakdown and references to items enabling link to the positions included in
Capital reports prepared in accordance with the decision on reporting on capital adequacy of
banks (Inset 1 — form PI-KAP).
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Inset 1 - Form PI-KAP

Data on Bank's capital position

(RSD thousand)
No Reference to
Table 2 in
Item Amount Inset cons.
3
I TOTAL CORE CAPITAL 13.692.953
1. CORE CAPITAL BEFORE DEDUCTIONS 15.779.379
1.1. Par value of paid-in shares, except cumulative preferential shares 10.040.000 a
1.2. Share premium 124.475 b
1.3. Reserves from profit 5.614.904 v
1.4. Retained earnings from previous years g
1.5. Profit of the current year d
1.6. Minority participations in subordinate companies d
1.7. Other positive consolidated reserves e
2. DEDUCTIBLES FROM CORE CAPITAL 2.086.426
2.1. Losses from previous years b4
2.2, Loss of the current year z
2.3. Intangible assets 278.845 i
2.4, Acquired own shares, except cumulative preferential shares j
2.5, Amount of shares received in pledge, except cumulative preferential shares k
2.6. Regulatory value adjustments: 1.807.581
2.6.1. Unrealised losses on securities available for sale 2.313 |
2.6.2. Other net negative revaluation reserves i
2.6.3. Gains on bank liabilities measured at fair value due to the change in bank’s credit rating m
2.6.4. Required reserve from profit for estimated losses on balance-sheet assets and off-balance sheet items of
1.805.269
the bank
2.7. Other negative consolidated reserves n
i TOTAL SUPPLEMENTARY CAPITAL 965.415
1. SUPPLEMENTARY CAPITAL BEFORE DEDUCTIONS 965.415
1.1. Par value of paid in cumulative preferential shares nj
1.2. Share premium on cumulative preferential shares o
1.3. Part of revaluation reserves of the bank 259.859 p
1.4. Hybrid instruments r
1.5. Subordinated liabilities 705.556 s
1.6. Over-allocation of impairment allowances, provisions and required reserves from profit relative
to expected losses
2. DEDUCTIBLES FROM SUPPLEMENTARY CAPITAL 1]
2.1, Acquired own cumulative preferential shares t
2.2 Receivables in respect of balance-sheet assets and off-balance sheet items of the bank secured
- by a hybrid instrument or subordinated liability
2.3. Amount of cumulative preferential shares received in pledge ¢
2.4, Amount of capital in excess of limitations on supplementary capital
m TOTAL CAPITAL 14.564.807
1. TOTAL CAPITAL BEFORE DEDUCTIONS 14.658.367
2. DEDUCTIBLES FROM CAPITAL 93.560
Of which reduction in core capital 46.780
Of which reduction in supplementary capital 46.780
2.1 Direct or indirect investment in banks and other financial sector persons that exceed 10% of 93.560 (u+f+h)
T the capital of such banks and/or other financial sector persons i
Investment in hybrid instruments and subordinated liabilities of other banks and financial
2.2, sector persons in which the bank has direct or indirect investment that exceeds 10% of the
capital of such persons
Total amount of direct and indirect investment in banks and other financial sector persons in
2.3 the amount of up to 10% of their capital, as well as investment in their hybrid instruments
e and subordinated liabilities that exceeds 10% of the sum of core and supplementary capital of
the bank for which the calculation of capital is made
2.4. The amount by which qualified participation in non-financial sector persons has been exceeded
2.5 Under-allocation of impairment allowances, provisions and required reserves from profit
- relative to expected losses
2.6 The amount of exposure to free deliveries if the counterparty failed to fulfil its obligation
e within four working days
Receivables from and potential liabilities toward persons related to a bank or employees in the
2.7. bank which the bank has negotiated under the terms that are more favourable than the
terms negotiated with other parties
v NOTES
Positive/negative difference between total impairment allowances for balance sheet assets,
provisions for losses on off-balance sheet items and required reserves from profit on the one
hand, and total estimated losses under IRB approach on the other
Amount of impairment allowances, provisions and required reserves from bank's profit
Of which on a group basis
Of which on an individual basis
Amount of expected losses under IRB approach
Gross amount of subordinated liabilities 1.764.606
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Inset 2 - Form PI-FIKAP

Main features of financial instruments included in calculation of Banks Capital

Instrument features

The share capital of the
Bank

The subordinated loan
granted by Erste Group Bank

liquidation

instrument

AG, Vienna
1. Issuer Erste Bank ad Novi Sad Erste Bank ad Novi Sad
2. Treatment as per legislation
21 Treatment as per the Decision on Capital Adequacy of Core capital instrument Suppl(_—:mentary capital
Banks instrument
2.2, .Ind|V|duaI/g.roupll.ndlwdual and group level of inclusion of Individual and group Individual and group
instrument in capital on group level
2.3. Type of instrument Ordinary shares Subordinated de_bt !SSUEd in the
form of financial instrument
Amount of 705,556 thousand
Amount of 10,164,474 lRSD r(:;:ognlsgga:asTh.
thousand RSD is recognized SL;F:Ti)rSr?:is rcyalccaupl);te;:l b IS
Amount recognised for the purpose of calculating for the purposes of : ' oY
. calculating regulatory applying the appropriate
3. regulatory capital p a : .
in RSD th d t the last ting dat capital (nominal value plus reduction weights for
(in ousand, as at the last reporting date) share premium in the commitments in the last five
amount of 124,474 years before maturity in
thousand RSD). accordance with the Capital
Adequacy Decision.
4, Nominal value of instrument 10,040,000 thousand RSD EUR 15,000,000
5. Accounting classification Share capital Liability — depreciated amount
1% issue: 4.012.090 RSD
23/11/2004
2" issue: 1.369.980 RSD
- . . 15/06/2006
6. Initial date of issuance of instrument 27-Dec-11
3 issue: 1.735.310 RSD
28/12/2006
4™ jssue: 2.922.620 RSD
19/12/2007
7. Instrument with or with no maturity date No maturity date With maturity date
7.1. Original maturity No maturity date 27-21-2021
8. Does the issuer have call option No No
8.1. First day of activating call option right activation - -
8.2. Subsequent dates of call option activation (if applicable) - -
= €fering to mterest on |
5 Coupons/dividends
9.1. Fixed or variable dividends/coupons Variable Variable
9.2. Full, partial o!' .no discretion regarding the time of Full discretion No discretion
payment of dividends/coupons
0.3, F_uI_I, partial or no discretion regarding the amount of Full discretion No discretion
dividends/coupons
9.4. Step up option No No
9.5. Non-cumulative or cumulative dividends/coupons Non-cumulative Non-cumulative
10. Convertible or non-convertible instrument Non-convertible Non-convertible
101 If convertible, terms under which conversion may take _ _
T place
102 If it is convertible, specify if it is partially or fully R _
o convertible
10.3. If it is convertible, rate of conversion - -
10.4. If it is convertible, mandatory or voluntary conversion - -
10.5 If it is convertible, specify instrument to which it is _ _
- converted.
10.6 If it is convertible, the issuer of the instrument to which
" it is converted.
11. Write-off option No No
If there is write-off option, specify terms under which
11.1. - - -
the write-off may take place.
11.2. If there is write-off option, specify if partial or full - -
11.3 If there is write-off option, spefify if temporary or R R
- permanent write-off
11.4 If the write-off is temporary,specify terms of re- _ _
- recognition
Type of an instrument which will be paid off Subordinated debt issued
12. directly before the said instrument during in the form of financial Other
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Inset 3 - Form PI-UPK

Breakdown of elements in the Bank's Balance Sheet and references to positions included in regulatory capital (Inset 1)

(RSD thousand)
Designati Item Balance sheet | References
on of item
A ASSETS
Al Cash and assets with the central bank 19.246.670
A.Il Pledged financial assets
A.III Financial assets recognised at fair value through income statement and held for trading 13.048.357
AV Financial assets initially recognised at fair value through income statement
AV Financial assets available for sale 7.182.702
A.VI Financial assets held to maturity 8.635.103
A.VII [Loans and receivables from banks and other financial organisations 1.211.439
A.VIII _[Loans and receivables from clients 91.213.913
A.IX Change in fair value of hedged items
A.X Receivables arising from hedging derivatives
A.XI Investments in associated companies and joint ventures
Of which direct or indirect investments in banks and other financial sector person persons u
A.XII |Investments into subsidiaries 93.560
Of which direct or indirect investments in banks and other financial sector persons 93.560 f
A.XII |Intangible assets 278.845 i
AXIV__[Property, plant and equipment 811.073
A.XV Investment property 232.417
A.XVI _|Current tax assets
A.XVII |Deferred tax assets 59.523
A.XVIII [Non-current assets held for sale and discontinued operations 56.294
A.XIX [Other assets 846.585
Of which direct or indirect investment in banks and other financial sector entities that exceed 10% of the h
capital of such banks andyor other financial sector entity
A.XX |TOTAL ASSETS (AOP items from 0001 to 0019 in the bak e sheet) 142.916.481
P LIABILITIES o
PO LIA BILITIES 0
PO.I Financial liabilities recognised at fair value through income statement and held for trading 54.690
PO.II |Financial liabilities initially recognised at fair value through income statement
PO.II |Liabilities arising from hedging derivatives
PO.IV  |Deposits and other liabilities to banks, other financial organisations and central bank 36.709.919
PO.V Deposits and other liabilities to other clients 84.903.330
PO.VI _|Change in fair value of hedged items
PO.VII |Own securities issued and other borrowings
OFf which liabilities arising from hybrid instruments r
PO.VIII_|Subordinated liabilities 1.764.606
Of which subordinated liabilities included in bank's supplementary capital 705.556 s
PO.IX _|Provisions 670.642
PO.X Liabilities under assets held for sale and discontinued operations
PO.XI _|Current tax liabilities 1.090
PO.XII _[Deferred tax liabilities
PO.XIII |Other liabilities 684.202
PO.XIV [TOTAL LIABILITIES (AOP items from 0401 to 0413 in the bal sheet) 124.788.479
CAPITAL
PO.XV |Share capital 10.164.475
Of which nominal value of paid-in shares, except cumulative preferential shares 10.040.000 a
Of which share premium on share capital, except cummulative preferential shares 124.475 b
Of which nominal value of cumulative preferential shares nj
Of which share premium on cumulative preferential shares o
PO.XVI |Own shares o
Of which acquired own shares, except cumulative preferential shares j
Of which acquired own cumulative preferential shares t
PO.XVII |Profit 2.064.920
Of which retained earnings from previous years g
Of which profit of the current year 2.064.920
OfF which profit of the current year for which the General Assembly of the Bank adopted a decision on d
allocation to the core capital
PO.XVIII [Loss
Of which losses from previous years z
Of which loss in the current year z
PO.XIX |Reserves 5.898.607
Of which reserves from profit which represent element of core capital 5.614.904 \
Of which other positive consolidated reserves e
Of which other negative consolidated reserves n
Of which other net negative revaluation reserves /]
Of which gains on bank liabilities measured at fair value due to the change in bank’s credit rating m
or wﬁ/&;‘h positive revaluation reserves ;reated on the l?asis of effects of {:hanges in fair value of fixed assets, 259.859 p
securities and other assets which are, in accordance with IFRS/IAS, credited to these reserves.
Of which unrealised losses on securities available for sale 2.313 1
Of which actuarial gains 25.810
OF which tax labilities 347
PO.XX |Unrealised losses
PO.XXI |Non-controlling participation
Of which minority participation in subordinated companies d
TOTAL CAPITAL
PO.XXII |(result of adding up and/or subtracting the following balance sheet items: 0415-0416+0417- 18.128.002
0418+0419+0420) > 0
TOTAL CAPITAL SHORTFALL
PO.XXIII | (result of adding up and/or subtracting the following balance sheet items: 0415-0416+0417-
0418+0419+0420) < 0
TOTAL LIABILITIES
Fese (result of adding up and/or subtracting the following balance sheet items: 0414+0421-0422) SRR CE
B.M. OFF-BA LA NCE SHEET ITEMS
B.M.A. |Off-balance sheet assets 187.952.320
Of which amount of shares received in pledge, except cumulative preferential shares k
Of which amount of cumulative preferential shares received in pledge [
B.MN.M. _|Off-balance sheet liabilities 187.952.320
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4.2. REGULATORY CAPITAL ADEQUACY

Under Decision on Capital Adequacy of Banks, the full amount of the capital requirements is calculated
and its relationship to the regulatory capital is established. The eligible regulatory capital must be
available at least in the amount of the sum of minimum capital requirements.

Based on the business activities of the Bank and in accordance with Pillar 1 Basel II, the minimum
capital requirements are computed for:

= credit risk - calculated by multiplying total credit risk-weighted assets by 12%; the Bank
calculates credit risk-weighted assets by applying standardized approach for all asset classes;
= market risks:

- position risk on debt securities - calculated as sum of capital requirements for general and
specific position risk on these securities, multiplied by 1.5; capital requirement for genera/
position risk on debt securities is calculated by applying duration method; as at 31
December 2016, the Bank was also exposed to specific position risk on debt securities;,

- FXrisk — computed as 12% of the sum of total net open foreign currency position and
absolute value of net open position in gold, if it exceeds 2% of the Bank’s capital; and

= operational risk - the Bank uses BIA.

The share of capital requirements, computed in accordance with Pillar 1 Basel II, by risk types as of
31 December 2016 is illustrated in the following graph:

B Credit risk

B Market risk

m Operational risk

Graph 4: The capital requirements by risk types

An overview of before mentioned capital requirements calculated as at 31% December 2016 is given in
prescribed form PI-AKB as Inset 4 that follows.
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Inset 4 - Form PI-AKB

Bank's total capital requirements and capital adequacy ratio

(RSD thousand)
Coverage b Coverage by
No Name Amount core c?pitaly supp(!::ite:ltary
1 2 3
1 CAPITAL 14.564.807
1. TOTAL CORE CAPITAL 13.646.172
2, TOTAL SUPPLEMENTARY CAPITAL 918.634
i CAPITAL REQUIREMENTS 10.744.865
. P e
1.1, Standardised approach (SA) 78.718.325
1.1.1, Exposures to central governments and central banks 0
1.1.2, Exposures to territorial autonomies and local self-government units 1.215.028
1.1.3. Exposures to public administrative bodies 12,141
1.1.4. Exposures to multilateral development banks 0
1.1.5, Exposures to international organisations 0
1.1.6. Exposures to banks 947.004
1.1.7. Exposures to corporates 51,806.801
1.1.8. Retail exposures 16.309.562
1.1.9. Exposures secured by real estate collateral 6.575.716
1.1.10. Past due items 308.912
1.1.11, High-risk exposures 0
1.1.12, Exposures in the form of covered bonds 0
1.1.13. Exposures in the form of open-end investment funds 0
1.1.14. Other exposures 1.543.161
1.2, Internal Ratings Based Approach (IRB)
1.2.1. Exposures to central governments and central banks
1.2.2, Exposures to banks
1.2.3, Exposures to corporates
1.2.4. Retail exposures
1.2.4.1. Retail exposures secured by real estate collateral
1.2.4.2. Qualitying revolving retail exposures
1.2.4.3. Other retail exposures
1.2.5. Equity exposures
1.2,5.1. Approach applied:
1.2.5.1.1. Simple Risk Weight Approach
1.2.5.1.2, PD/LGD Approach
1.2.5.1.3. Intemal Models Approach
1.2.5.2, Types of equity exposures
1.2.5.2.1, Exchange traded equity exposures
1.2.5.2.2, Non-exchange traded equity exposures in sufficiently diversified portfolios
1.2,5.2.3, Other equity exposures
1.2.5.2.4, Equity exposures to which a bank applied Standardised Approach to credit risk
1.2.6. Exposures to other assets
2 CAPITAL REQUIREMENTS FOR SETTLEMENT/DELIVERY RISK ARISING FROM UNSETTLED 0 0
TRANSACTIONS
3 CAPITAL REQUIREMENTS FOR MARKET RISKS 275.254 275.254
3.1 :apnﬁi;l r;eig:cllr::\:::asc:]oers price, foreign exchange and commodity risks calculated under 275.254 275.254
3.1.1, Capital requirements for price risk arising from debt securities 254,265 254.265
3.1.2, Capital requirements for price risk arising from equity securities
3.1.3. Capital requirements for foreign exchange risk 20.989 20.989
3.1.4. Capital requirements for commodity risk
3.2, Capital requirements for price, foreign exchange and commodity risks calculated under the
Internal Models Approach
4 CAPITAL REQUIREMENTS FOR OPERATIONAL RISK 1.023.412 1.023.412
4.1, Capital requirements for operational risk calculated under the Basic Indicator Approach 1.023.412 1.023.412
4.2, Capital requirements for operational risk calculated under the Standardised Approach
4.3, Capital requirements for operational risk calculated under the Advanced Approach
5 COVERAGE OF CAPITAL REQUIREMENTS 10.744.865 10.744.865
Il CAPITAL ADEQUACY RATIO (%) 16,27
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5. RISK TYPES

5.1. CREDIT RISK

5.1.1. RISK MANAGEMENT, CONTROL AND REPORTING

Credit risk is the risk that credit beneficiaries will not be able to fulfil contractual obligations to the
Bank, whether fully or partially, that will generate the loss for the Bank.

Bank's business policy requires and foresees the maximum protection from credit risk, being the most
important risk in the banking industry. By its internal by-laws, policies and procedures for credit risk
management, the Bank has implemented an adequate credit risk management system so as to reduce
the credit risk to an acceptable level.

The Bank's credit risk is caused by the debtor’s creditworthiness, timeliness in the performance of
obligations to the Bank as well as quality of the collateral.

The Bank controls and manages credit risk primarily by establishing rigorous processes for
determining minimal creditworthiness of the debtor during the credit approval process and required
collateralization level, as well as by regular monitoring of the same during the credit contract life, by
defining different loan approval levels (reflecting skills and experience of employees), by establishing
limits, which define the level of risk the Bank is willing to accept on the individual client, geographical
area and industry basis as well as through monitoring of the said limits and via monitoring of early
warning signs (EWS) that represents indicators of increased client's credit risk.

Additionally, the Bank implemented technical solutions for portfolio provisioning calculation and for
assignment adequate NBS classification of the client, which is used for the formation of reserves for
estimated losses in accordance with the Decision on classification of balance sheet assets and off-
balance sheet items (RS Official Gazette, no. 94/2011, 57/2012, 123/2012, 43/2013, 113/2013,
135/2014, 25/2015,, 38/2015, 61/2016, 69/2016 and 91/2016). The new program has been
introduced to monitor the default recognition and upgrade. Moreover, scoring models for private
individuals and micro clients were integrated in the rating system. The Bank's focus is on automation
of processes for more efficient decision making process and risk control process.

The most important credit risk reports contain information on the development of volumes in each
of the business areas, the quality of the portfolio by rating grades, movements of different risk
indicators, accepted collateral values and risk provisions levels, as well as detailed risk-relevant
information on customers at risk of default or already defaulted. The reports serve as a basis for the
reviews of the credit policy for the business areas as well as their business and risk strategy.

5.1.2. PAST DUE DEFINITION

The on-going Bank’s assessment of the customers’ ability to meet their obligations is carried out using
a large number of risk management instruments.

Definition of default status in Bank follows regulatory demands of Group, translating it to 5 group of
default status:

e Default event E1 — Small chances of payment of liabilities fully due to deterioration in
credit quality of debtor

e Default event E2 — Delay longer than 90 days for materialy important amount of debt

e Default event E3 — Modification of original contract terms of repayment due to
estimation of deterioration of economical situation of clien

e Default event E4 — Credit loss

e Default event E5 — Bankrupcy

Bank has set up a systemic process to to provide identification and recognition of default status on
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client level. That means that in case of client getting in default status by any means of credit risk
exposure of single placement, toatl balance or off-balance exposure Bank has to that client, including
products which are not used for crediting client are classified as default status. Forementioned is
applicabe to all Retail sector clients, as well as clients from other business segments.

In case of undertaken loan commitments which are part of off-balance assets of the Bank, exposure
in default status presents nominal amount of liability which, in case of drawing funds or usage, leads
to exposure of default risk without realisation of collateral.

In case of given financial guarantees, exposure in default status amounts to total nominal amount on
which risk exists, which can occur in case of default status of total or partial exposure.

Default status can be activated on exposure level of a single placement or on the level of client, but
general rule applicable in all cases is that client should have default status assigned for all singular
exposures, which means client will have internal rating ,,R", despite the fact if default status was
activated on a level of a single exposure or client level.

All Bank’s clients are in default status and accoringly they were asigned internal rating (R1-R5) if even
a single default event was realised E1-E5.

If Bank estimates that criterias which led to default status are no longer applicable and client is able
to continue with repayment of debt in accordance with contract, Bank will change rating of client since
that client is no longer in default status.

Minimal general conditions, which have to be fulfilled before leaving default status and change of ,R"
rating are:

e Not a single event E1-E5 is valid at the moment and additional impairments for singular
loan exposures are not expected, and

e Monitoring period is finished with success

[ ]
Every default event has precisely defined minimal duration, and leaving default status is acceptable
only after successful monitoring period which happens after expiration/cessation of default event E1-
E5 for clients which have any kind of loan liability and which lasts 3 months after. Concretely, in order
to successfuly finish monitoring period, during its time is not allowed to start or be active any criteria
which can start some of previously defined default events E1-E5.

Where possible, the Bank seeks to reschedule or restructure loans rather than foreclose collaterals.
This may involve extending the payment terms or any other modification to the original loan
agreement provisions. Rescheduling or restructuring may be business rescheduling or forbearance as
per EBA definition.

Business loan rescheduling entails alteration to the originally agreed loan terms not caused by the
borrower's financial position deterioration, or mitigation of the consequences of the deteriorated
financial position of the borrower, and does not represent restructuring. It is rather a result of a
changed market situation (customers, suppliers, competitors) and the need to adjust the loan
repayment schedule and terms to the newly arisen situation.

Forbearance represents restructuring caused by:

= the borrower's inability to fulfil its contractual obligations due to financial difficulties; and
= the need of the Bank to make certain concessions to enable the borrower to service its
liabilities.
During 2015 the Bank implemented forbearance recognition and appropriate flagging in its core
system.

Once the terms have been renegotiated, the loan is no longer considered past due, but if after
restructuring evidence of impairment arises, the client will again be assigned the default status. The
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Bank continuously monitors rescheduled/restructured loans to ensure that all criteria are met, as well
as that future payments are made or default status assigned in a timely manner to the clients not
complying with the re-defined criteria.

Write off of receivables - In accordance with Rule book on the write-off of receivables and the
transfer of receivables from the balance sheet into off-balance sheet items, the Bank writes off
receivables only when all available sources of collection have been exhausted. Beside that, write-offs
are considered when further judicial proceedings are not economically justifiable due to higher costs
related to collections, when further action of any kind is not effective. Loans and the related
impairment allowances are derecognized (written off) when considered irrecoverable. For receivables
in litigation or bankruptcy process which are completely impaired, but for which are estimated that
litigation or bankruptcy process last too long and represent burden for Bank’s business, there is
decision of transfer of receivables from on-balance sheet to off balance sheet items.

5.1.3. PROVISIONS OF BANK BALANCE SHEET ASSETS AND OFF-BALANCE SHEET ITEMS

Bank estimates impairments through assessment of an allowance for impairment for lending
recognised on the balance sheet and through provisions for off-balance sheet transaction (hereinafter:
loan loss provisioning - LLP), in accordance with International Accounting Standards (hereinafter:
IAS)/ International Financial Reporting Standards (hereinafter: IFRS).

The Bank’s loan loss provisioning includes Specific provision (individual or rule based) and Portfolio
provision (collective impairment).

Specific provision is assigned on exposures to defaulted customers who are found to be impaired. A
loan is considered to be defaulted i.e. impaired when it is likely that the Bank will be unable to collect
all amounts according to the contractual terms. Precisely, the Bank determines through the
impairment test whether there is objective evidence of impairment of receivables from clients.

Portfolio provision (collective impairment) is applied on exposures to non-defaulted customers or to
defaulted customers which are not found to be impaired. Portfolio provision calculation is used for
incurred but not detected losses i.e. an actual impairment has not yet occurred. These placements are
impaired even though there is no current evidence that credit risk losses have occurred, as experience
indicates that some of them will become impaired over time. Portfolio provision is allocated to cover
potential losses that are not captured in the provisions for individually assessed exposures and reflects
incurred but not yet reported losses of the portfolio with no impairment signals.
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The following loan loss provisioning process is implemented in the Bank:
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Figure 10: Loan loss provisioning process
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Specific Provision assessment

For each impaired individually significant exposure specific loan loss calculation method based on
discounted cash flow model must be applied.

Individually significant impaired exposures are assessed individually using discounted cash flow
method (DCF), where expected cash flows from redemption and foreclosure of collateral are
estimated by the responsible Workout manager and Corporate and Retail Claim Collection Unit. The
provisioning requirement is the difference between the book value of impaired exposure and the
present value of expected cash flow from recoveries, discounted at the original effective interest rate
for that exposure.

For non-significant impaired exposures, the calculation is done on a rule basis. Customers belonging
to this sub-portfolio are divided by criteria of regularity of settling liabilities.

Portfolio Provision assessment

Loans which show no objective evidence of impairment are grouped on the grounds of similar credit
risk characteristics and their respective provisioning is calculated depending on group characteristics
and level of credit risk.

Portfolio loan loss provisioning is based on the Basel II expected loss calculation for credit risk, which
represents quantification of expected loss in one year period, multiplied with the loss identification
period (LIP).

Expected loss is the average amount of credit losses for the period of one year that the Bank should
expect to incur per single receivable. It measures the anticipated average loss from a portfolio over a
relevant time horizon and is calculated by multiplying following three credit risk parameters in
accordance with Basel II standards:

e Probability of default (PD),
e Exposure at Default (EaD), and
e Loss given default (LGD)

The Bank reviews the methodology and assumptions used for estimating future cash flows in order to
reduce any differences between loss estimates and actual loss experience through Back-Testing
analysis that is conducted on yearly basis.

The release of Provisions

The release of specific LLP (computed on an individual or portfolio basis) occurs in the case of:

= collection of indirectly written-off loans;

= collection after the reprogram or restructuring process;

= enforced collection;

= the growth of material value of the collateral;

* improving the economic situation of the debtor, after showing signs of recovery, and thus the
revocation of the status of default;

»= Joan collection as part of the portfolio for which specific provision is calculated on a portfolio
basis, also after the reprogram or restructuring process.

The release of specific LLP has to be approved by responsible management authority. In the case of
repayment by cash or via collateral sales, additional approval for reduction in receivables is not
required. Still, this process needs to be documented by relevant units within the Bank.

The release of portfolio provisions occurs in the case of:
»= improving the economic situation of the debtor;
» the growth of material value of the collateral;
* reduction in the total credit portfolio;
= reduction in LIP.
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5.1.4. CREDIT RISK MITIGATION (CRM) TECHNIQUES

Management and Control

In the course of a lending transaction, the Bank expects the debt repayment primarily through the
future cash flow that is generated by the debtor. In order to supplement this debt repayment and to
minimize any loss from a potential default of the debtor the Bank takes collateral security. The Bank
takes as much collateral security as possible, with collaterals that can be easily and quickly realized
being advantageous. The possibility of taking collateral is dependent on the actual market situation
and business competition. Efficiency in credit risk mitigation technique is measured and managed by
monitoring time period needed for collateral realization and deviation of collateral realized values from
expected values of realisation.

Within the SRM Department, Collateral Management Unit (CMU) is responsible for the collateral
management process — encompassing all processes between preliminary analysis and collateral
realisation. The process consists of 3 phases:

Preliminary

analysis mm) Monitoring mmp Realisation

Figure 11: The collateral management process

Preliminary analysis is the first step of the collateral management process. It starts with
identification and analysis of potential collateral and collection of necessary information and
documentation. It ends with recording collateral in the collateral database.

Monitoring refers to monitoring of eligibility and value of collateral. It encompasses: recording,
monitoring, reviewing and control of collateral data within the collateral database.

Realisation is the last stage within the collateral management process and it represents e.g.
collateral sale and closing of collateral in the collateral database. It also includes collection of data in
order to compute Collateral Recovery Ratio.

Each phase and accompanying roles and responsibilities are explained in detail by Collateral
Management Procedure.

CMU is also responsible for: selection, monitoring and suspension of valuators from the list of
accepted valuators, i.e. for setting the minimum requirements for report on valuation; oversight over
valuation methodologies adequacy, in order to ensure precise collateral value. Rules related to
standards and valuation methodologies are defined in Collateral Management Policy.

Collateral value review is performed periodically, depending on the nature of review and collateral
type. Collateral value review can be executed by external appraisals or government bodies (re-
assessment, proof of tax payment, etc.) or via internal monitoring within CMU. Frequency of collateral
review process will be different for each individual collateral type, as defined by local regulation and
internal policies and procedures.

Since Q1 2016, CMU is responsible for supporting area of project financing in making Zero report,
Location report, Technical object rating, Lenders supervision and Plausibility check.

In process of credit risk capital requirements calculation, whether a type of collateral is admitted for
credit risk mitigation, is decided by the SRM Department, after determining whether applicable legal
requirement prescribed by Decision on Capital Adequacy of Banks are met. The items of collateral
acceptable as credit hedging instruments are detailed in a separate Bank’s internal policy defining
eligible credit hedging instruments as well as criteria for recognition of an instrument as a credit risk
mitigation technique.
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Main Types of Material Credit Hedging

The Bank predominantly uses cash and cash equivalents deposited with the Bank as a mean of
material credit protection.

Currently, the Bank does not use balance sheet and off-balance sheet netting for credit risk mitigation.

Main Types of Guarantors and Credit Derivative Counterparties

Guarantees used as immaterial credit hedge are provided by:

o Central Government — only Republic of Serbia guarantee eligible as at 31 December 2016.
Preferential risk weight of 0% as prescribed by Decision on Capital Adequacy of Banks was
applied;

e Commercial banks of sufficient credit quality — for exposures with remaining maturity of three
months or more secured by bank guarantee, the Bank assigns a risk weight that is assigned
to the exposures on the sovereign of the country of guarantor bank’s incorporation or risk
weight of 50%, depending which is less favourable; for exposures with remaining maturity of
less than three months secured by bank guarantee, the Bank assigns a risk weight that is
assigned to the exposures on the sovereign of the country of guarantor bank’s incorporation
or risk weight of 20%, depending which is less favourable.

Credit derivatives business has not been transacted during the reporting period.
Exposure Secured by Real Estate Collateral class

Residential real estate, i.e. buildings and land which are or will be occupied by the borrower or which
are or will be rented, is acceptable as means of collateral when all applicable criteria prescribed by
Decision on Capital Adequacy of Banks are met. However, fulfilment of required criteria is treated as a
precondition for classification of a given exposure into separate Exposure class with corresponding
favourable risk weight rather than application of credit risk mitigation technique.

Other types of real estate the Bank recognizes as collateral for internal purposes, although they are
not used as a credit risk mitigation technique for regulatory purposes (i.e. capital adequacy).

Other Types of Material Credit Hedging

In addition to the above-mentioned types of material credit hedging, the Bank applies the following
credit risk mitigation techniques, but it does not use them to modify (i.e. reduce) risk-weighted
exposure:

* mortgages on movables;

*= mortgages on receivables;

»= pledges on shares and bonds;

= life insurance policies pledged to the Bank;

= other types defined by the Collateral catalogue.
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5.1.5. QUANTITATIVE DISLOSURES

Below is an overview of the Bank’s gross credit risk exposure structure by exposure classes:

RSD '000
Off-balance
Off- sheet items Reverse
E Total gross On-balance balance for which Financial
xposure class R repo
exposure sheet assets  sheet there can be derivatives .
- transactions
items* no
payments
Central Governments
and Central Banks 34,203,054 33,196,322 0 987,778 18,954 0
Local Governments
and Local Authorities 2,635,242 2,350,687 284,555 0 0 0
Public Administrative
Bodies 12,480 12,480 0 0 0 0
Multilateral 4,501,445 60,393 0 4,441,052 0 0
development banks
Institutions 20,668,910 1,284,834 817,198 18,422,403 144,475 0
Corporates 71,687,594 53,590,103 14,216,258 3,785,438 95,795 0
Retail 26,796,696 21,673,750 3,030,165 2,092,781 0 0
Exposures secured
by residential 14,923,988 14,737,657 182,463 3,869 0 0
property
Past due exposures 6,623,560 5,008,839 95,199 1,519,522 0 0
Investments in open-
end investment funds 0 0 0 0 0 0
Other items 117,118,569 4,895,809 349,799 111,872,961 0 0
Total 299,171,538 136,810,873 18,975,637 143,125,805 259,224 0
* Without items for which there can be no payments
Table 2 - Exposure Structure
The Bank’s average credit risk exposure in 2016™ per exposure class is shown in the table below:
RSD '000
Exposure* * %
Average In %
Exposure class 31.12.2016 31.12.2015 Exposure
Central Governments and Central Banks 33,215,276 27,857,648 29,700,011 20.7
Local Governments and Local Authorities 2,635,242 1,857,697 2,059,172 1.4
Public Administrative Bodies 12,480 13,310 12,610 0.0
Multilateral development banks 60,393 0 60,393 0.0
Institutions 2,246,507 2,350,524 2,460,570 1.7
Corporates 67,902,156 55,790,909 60,825,032 42.5
Retail 24,703,915 23,012,735 24,346,121 17.0
Exposures secured by residential property 14,920,119 11,731,805 12,966,902 9.1
Past due exposures 5,104,038 7,024,084 6,164,684 4.3
Other items 5,245,608 4,448,670 4,625,437 3.2
Total 156,045,734 134,087,383 143,220,931 100.0

* Without items for which there can be no payments
**Annual average derived from quarterly data.
Table 3: Average credit risk exposure per asset classes
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The following table gives comprehensive breakdown of Gross credit risk exposure into groups of
materially significant geographical areas.

RSD '000

Geographic area Exposure class Exposure Exposure*
Serbia Central Governments and Central Banks 34,203,054 33,215,276
Local Governments and Local Authorities 2,635,242 2,635,242

Public Administrative Bodies 12,480 12,480

Institutions 5,926,608 535,958

Corporates 71,511,558 67,726,120

Retail 26,780,021 24,694,435

Exposures secured by residential property 14,902,317 14,898,473

Past due exposures 6,621,319 5,102,131

Other items 116,921,659 5,048,698

Total 279,514,258 153,868,811

Austria Institutions 10,565,783 742,702
Corporates 0 0

Retail 215 215

Exposures secured by residential property 7,643 7,643

Other items 196,909 196,909

Total 10,770,551 947,470

Other Countries Multilateral development banks 4,501,445 60,393
Institutions 4,176,519 967,847

Corporates 176,036 176,036

Retail 16,460 9,265

Exposures secured by residential property 14,028 14,003

Past due exposures 2,241 1,908

Other items 0 0

Total 8,886,730 1,229,452

Total 299,171,538 156,045,734

* Without items for which there can be no payments
Table 4: Gross Exposure by materially significant geographic areas and per exposure class

Table below gives a breakdown of Gross credit risk exposure by sector? and exposure class with focus
on exposures for which loan loss provision was made , as well as a comprehensive preview of Past
due Exposure class.

2 As defined in NBS instruction for collection and delivery of balances and account structure of loans, assets and liabilities of
banks
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RSD '000

Exposures with loan

Exposure class Sector Exposure* i .. Loan loss provisions
0ss provisions
Central Governments and ~ Domestic fin.
Central Banks institutions 16,758,968 0 0
Public sector 16,456,308 0 0
Total 33,215,276 0 0
Local Governments and Public sector 2,635,242 2,584,814 65,470
Local Authorities Total 2,635,242 2,584,814 65,470
Public Administrative Public sector 12,480 12,096 338
Bodies Total 12,480 12,096 338
Institutions !Dor’pes_tlc fin. 535,958 192,983 2,901
institutions
Foreign entities 1,710,549 1,553,721 28,363
Total 2,246,507 1,746,704 31,264
Corporates Domestic fin. 1,310,994 1,244,309 34,304
institutions
Public companies 2,645,573 174,165 145,699
Other domestic 63,057,469 62,853,190 1,191,903
companies
Entrepreneurs 107,332 107,332 1,952
Foreign entities 154,280 105,884 467
Agricultural producers 69,437 69,437 1,147
Other counterparties 557,071 543,521 437,257
Total 67,902,156 65,097,839 1,812,729
Retail Public companies 2,018 2,018 57
Other domestic
companies 2,421,912 2,405,530 64,191
Entrepreneurs 641,776 641,072 23,675
Private individuals 21,411,205 21,406,455 834,685
Foreign entities 63 50 2
Agricultural producers 226,940 226,940 5,184
Total 24,703,915 24,682,065 927,796
Exposures secured by Domestic fin.
residential property institutions 158 158 1
Other domestic 919,967 919,967 15,946
companies
Entrepreneurs 60,331 60,331 470
Private individuals 13,902,545 13,902,544 228,106
Foreign entities 8,414 8,414 11
Agricultural producers 28,705 28,705 1,112
Total 14,920,119 14,920,119 245,646
Past due exposures !Don"les.tlc fin. 122,838 122,838 97,871
institutions
Public companies 161,239 161,239 161,239
Other domestic 2,153,704 2,153,704 1,532,369
companies
Entrepreneurs 132,217 131,624 109,806
Private individuals 1,619,096 1,619,096 1,289,062
Foreign entities 12 12 12
Agricultural producers 71,067 71,067 52,564
Other counterparties 843,865 843,865 646,338
Total 5,104,038 5,103,445 3,889,261
Other items !Don"les.tlc fin. 4,642,696 0 919,356
institutions
Other domestic
companies 13,901 13,901 13,009
Foreign entities 196,909 0 0
Other counterparties 392,101 391,672 4,492
Total 5,245,608 405,573 936,857
';'U't'i'atera' Development  Foreign entities 60,393 60,393 933
anks Total 60,393 60,393 933
Total 156,045,734 114,613,048 7,910,292

Table 5: Gross Exposure by sector and exposure class with focus on exposures for which loan loss provision was made
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Break down of Gross credit risk exposure into maturity buckets according to final loan maturity is
shown in the next table:

RSD '000
Exposure
<1 1-3 >3
Exposure class years years years Total

Central Governments and Central
Banks 33,513,342 689,712 - 34,203,054
Local Governments and Local
Authorities 71,954 16,548 2,546,740 2,635,242
Public Administrative Bodies 399 - 12,081 12,480
Multilateral development banks 4,501,445 - - 4,501,445
Institutions 20,619,715 17,236 31,959 20,668,910
Corporates 22,513,378 19,147,011 30,027,206 71,687,594
Retail 5,565,491 5,731,811 15,499,395 26,796,696
Exposures secured by residential
property 254,345 396,190 14,273,454 14,923,988
Past due exposures 3,398,847 1,277,697 1,947,016 6,623,560
Other items 116,601,087 353,132 164,350 117,118,569
Total 207,040,002 27,629,336 64,502,201 299,171,538

Table 6: Gross Exposure according to remaining maturity and principal exposure class

The table below shows changes in the amount of balance sheet impairment and probable losses on
off balance sheet assets (i.e. loan loss provisioning):

RSD '000

Loan Loss Provision
Provisions as of 01 January 2016 8,117,791
Provisions allocation during the year 13,351,584
Provisions release during the year (12,721,253)
Provisions write off during the year (1,818,911)
Other adjustments 61,669
Provisions as at 31 December 2016 6,990,880

Table 7: Loan loss provision movement
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As at 31% December 2016, reserve for estimated losses and required reserve for estimated losses,
calculated in accordance with Decision on Classification of Bank Balance Sheet Assets and Off-balance
Sheet Items, per counterparty type, amounted to*:

RSD '000
Category of classification

Counterparty A B v G D Total
type
Domestic
financial 1,115,344 698,923 7,585 50,810 89,877 1,962,539
institutions
Public
companies 2,481,728 822 7,017 158,005 161,258 2,808,830
Other 46,577,229 21,458,387 625,910 625,982 2,411,849 71,699,357
companies
Entrepreneurs 709,878 60,412 18,577 10,181 142,609 941,657
Public sector 398,833 2,219,240 15 - - 2,618,088
Private
individuals 33,015,073 1,124,877 409,726 537,363 1,844,741 36,931,780
Foreign entities 1,670,742 103,887 9 - 23,436 1,798,074
Agricultural 302,166 17,153 2,625 10,267 63,938 396,149
producers
Other 340,817 34,180 15,039 3,476 1,399,525 1,793,037
counterparties
Total
exposure
sﬁb"j;c‘;’to 86,611,810 25,717,881 1,086,503 1,396,084 6,137,233 120,949,511
classification
Reserve for
estimated 0 486,695 153,885 397,440 6,036,700 7,074,720
losses
Provisions 1,323,297 500,178 116,507 573,021 4,477,876 6,990,879
Required
reserve for
estimated 0 90,733 74,033 104,685 1,535,818 1,805,269
losses

Table 8: Exposure by NBS classification category

External Rating Agencies Data and Quantitative Disclosures related to credit risk
mitigation techniques application

For risk weighted assets calculation purposes, the Bank does not use external ratings by external
rating agencies. For asset class Central Government and Central bank, the Bank uses country risk
classifications of the Participants to the Arrangement on Officially Supported Export Credits (OECD
ratings).

Additionally, in compliance with Decision on Capital Adequacy, risk weights for exposures to
Institutions are derived from remaining maturity and credit quality step of the domain country based
on OECD rating.

Table below provides overview of OECD ratings to credit quality steps relevant for asset class Central
Government and Central Bank:

OECD Country risk classification 0 1 2 3 4 5 6 7
Minir_num export insurance premium assigned to the 0 1 2 3 4 5 6 7
credit assessment

Risk Weight bands 0% 0% 20% 50% 100% 100% 100% 150%

Table 9: Assignments of risk weight to credit assessments from an export credit agency

3 Exposure presented in the table differs from Exposure for RWA purposes as different principles are applied for the calculation
of classification basis calculated in accordance with Decision on classification of balance sheet assets and off-balance sheet
items and RWA basis calculated in accordance with Decision on capital adequacy by banks.
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Exceptionally, for exposures towards the Republic of Serbia and National bank of Serbia, the Bank
uses preferential risk weight of 0% as prescribed by Decision on Capital Adequacy of Banks.

The table below presents net exposure before and after the use of credit protection, i.e. adjustment
for effects of CRM techniques, by risk weight band.

RSD '000

Risk Exposure*

Exposure class w'e;lg: ; Net Exposure after CRM
Central Governments and Central Banks 0% 33,215,276 35,686,511
Local Governments and Local Authorities 50% 2,569,356 2,569,356
Public Administrative Bodies 100% 12,141 12,141
Multilateral development banks 0% 59,185 59,185
Institutions 20% 1,148,885 1,156,658
50% 729,335 1,220,589

150% 61,621 61,621

100% 266,782 266,782

Corporates 100% 65,587,628 59,366,142
Retail 75% 23,376,801 23,119,797
100% 120,984 103,398

Exposures secured by residential property 35% 12,213,412 12,213,412
100% 2,357,591 2,357,591

Past due exposures 100% 308,451 308,338
150% 686 621

Other items 0% 2,566,155 2,566,155
20% 0 0

100% 1,739,080 1,700,213

Total 146,333,369 142,768,510

* Without items for which there can be no payments
Table 10: Net exposure before and after CRM per exposure class

Concentration risk from credit risk mitigation techniques is understood as the risk of a negative
correlation that may arise from the use of these techniques. Correlation risk is monitored and
identified in the course of portfolio monitoring through analysis of various customer segments per
collateral type.

Net exposure per exposure class is secured by the following amount of collateral type recognised as
credit risk mitigation as at 31st December 2016:

RSD '000

Exposure class Net Exposure* Guarantees* Cash deposit
Central Governments and Central Banks 33,215,276 - -
Local Governments and Local Authorities 2,569,356 - -
Public Administrative Bodies 12,141 - -
Multilateral development banks 59,185 - -
Institutions 2,206,624 - 163
Shares in Investment Funds - - -
Corporates 65,587,628 2,970,426 3,251,060
Retail 23,497,785 - 274,590
Exposures secured by residential property 14,571,003 - -
Past due exposures 309,137 - 178
Other items 4,305,235 - 38,867
Total 146,333,369 2,970,426 3,564,859

Table 11: Exposures secured by credit mitigation instruments by class of assets (net exposures)

5.2. COUNTERPARTY RISK

Counterparty risk is the risk that the counterparty will not fulfil its contractual obligations before the
final settlement of financial obligations of the transaction.

The Bank carries out transactions in trading and banking book, which fall under the counterparty risk
while doing business of:

¢ financial derivatives and
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e repo and reverse-repo transactions.

Adequate management framework and control of the trading book risks as well as properly
established system of internal exposure limits (toward single client and/or the type of product)
provides the basis for this type of risk to be considered materially insignificant in terms of internal risk
measurement.

For the purpose of calculating exposure base for positions that are subject to the calculation of capital
requirements for counterparty credit risk the Bank uses:
e current exposure method for financial derivatives;
e comprehensive method for calculating the adjusted value of the transaction and the collateral
in case of repo and reverse-repo transactions.

As at 31% December 2016 the Bank's exposure to counterparty credit risk resulted from financial
derivatives (FX swap transactions):

RSD '000

Exposure to counterparty risk per transaction type Exposure amount
Financial derivatives 259.224
Repo transactions -
Total 259.224

Table 2: Exposure to counter party risk
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5.3. MARKET RISK
5.3.1. MARKET RISK IN TRADING BOOK

Market risk management is the competence of the SRM Department, i.e. Market and Liquidity Risk
Management Unit (hereinafter: M&LMU).

Market risk monitoring and control are, above all, based on setting up limits as well as the risk
level the Bank is willing to accept. The Bank continuously monitors and manages market risks through
the control of set limits, modification of the existing and definition of new ones, as well as the
assessment of relevant risks resulting from launching new products and complex transactions.

Reporting on market risks comprises measurement of the market risk in the trading book based on
Value at Risk (VaR) and Price Value Basis Point (PVBP) measurements. Additionally, external
regulatory reporting on market risk, to which the Bank can be exposed to in respect of its banking
book and trading book positions, covers balance of net open currency position.

As of 31 December 2016, the Bank was exposed only to market risk in trading book, i.e. position risk
on debt securities, as presented in the table 13.

5.3.2. FXRISK

Foreign exchange (FX) risk control is performed daily, on the basis of open FX position report, by
M&LMU and ALM Department.

M&LMU daily monitors open FX position (openness in each individual currency as well as the
movement of RSD exchange rate against other currencies) and determines eventual breaches of
defined limits. Additionally, ALM Department reports monthly to ALCO on revaluation effect of the
open FX position. Suggestions for FX position management are presented at ALCO meetings.

In order to protect itself from the risks of any adverse exchange rates movements, Treasury Division
should, on a daily basis, manage the total open net FX position and openness in every individual
currency, monitor the movements of RSD exchange rate in relation to other currencies, and take
measures to ensure that the openness of the net FX position is always in compliance with prescribed
limits. Treasury Division should manage the transactions impacting the open FX position on a daily
basis.

During 2016, the Bank has continuously paid attention to ensuring compliance with the FX risk ratio
prescribed by the local regulator. The FX risk ratio of the Bank at the end of each business day was
not greater than 20% of its capital.

5.3.3. QUANTITATIVE DISCLOSURES

The following table displays capital requirements for market risk, computed in accordance with Pillar 1
Basel II.

Capital requirments for market risk

31/12/2016 31/12/2015

RSD '000 RSD '000

Capital requirment for position risk on debt securities
Maturity-based ~General position risk 221,967 103,527
approach Specific position risk 32,298 -
Capital requirment for position risk of equity instruments

General position risk - -

Specific position risk - -
Capital requirement for FX risk 20,989 15,454
Capital requirement for commodity risk - -
Total 275,254 118,981

Tabel 13: The capital requirements for market risk

More details on market risks management are presented in Notes to financial statements for the year
ended 31% December 2016, note 34.4.
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5.4. INTEREST RATE RISK IN BANKING BOOK

5.4.1. RISK MANAGEMENT, CONTROL AND REPORTING

Interest rate risk (IRR) is the risk of a change in the market value of the balance sheet as a result of a
certain change in the yield curve. Changes in the yield curve can have a negative effect on net
interest income and the amounts of interest-sensitive income and expenses, due to reduction in
interest rate margin, an ongoing trend in the current low IR environment. These changes also affect
the market value of assets, liabilities and off-balance sheet items, as the future payments (and thus
also their present value) vary directly with changes in interest rates. As a consequence, an effective
risk management process that keeps the impacts of interest rate changes on the Bank’s balance sheet
within appropriate limits is of fundamental importance to the security and creditworthiness of the
Bank.

ALCO manages maturity structure of assets and liabilities, approves investment and interest rates
positioning strategy prepared by ALM Department taking into consideration defined Bank’s risk
appetite, internal set and regulatory limits, the Bank’s liquidity strategy, analysis of macroeconomic
developments and potential changes in the Bank’s business model.

The Banks applies the following measures for mitigating the interest risk exposure:
= change of deposit and loan maturity structure;
= other decisions to minimise the interest rate risk, in accordance with the ALCO
recommendations.

The Bank calculates and reports the interest rate risk separately by each important currency
(currency exposure more than 5% of the balance sheet), in particular EUR and RSD. Analysis is done
on monthly or quarterly basis, based on the type of the interest rate risk analysed. Furthermore,
report on market overview is also prepared monthly for ALCO meetings.

5.4.2. RISK MEASUREMENT

In 2010, the Bank installed specific software that makes planning possible as well as the modelling of
the interest rate risk behaviour and the influence on the balance sheet of the Bank. This methodology
captures all significant sources of interest rate risk and calculates the effect of these sources changes
on the balance sheet of the Bank. The data for the current portfolio, market data for the date of
modelling in question and assumptions on future portfolio developments (volume, margins, etc.) are
all entered into the software by the Bank’s employees. The software measures both the effect on net
interest income and the market value of the banking book positions.

The data in the system is organised according to an account/ product structure. The account structure
corresponds to that of the IRS/IFRS balance sheet, while the product structure represents the
currency and the interest rate related behaviour of the products in this group.

Key assumptions used in risk measurement
Products without fixed maturity are modelled on their historical movements. New NMD (eng.
non-maturity deposit) model, which was developed and tested over 2016, will be standard for all

Group enitities.

Modelling is carried out for RSD and EUR sub-balances, while client deposits are grouped in different
categories depending on their prevailing characteristics.

RSD sub-balance: Micro, SME, Privates, GLC, FI i RE;
EUR sub-balance: Micro, SME, Privates, GLC, FI i RE.

Modelling of corporate loans in EUR currency with administrative rate, overdrafts and credit card
loans is conducted in accordance with group standards.
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Receivables which are impaired and for which provisions are formed are excluded from analysis (i.e.
conservative approach)

The Bank's risk option (optionality risk) is based on assumptions of premature repayment of loans
and premature withdrawal of deposits derived from historical data for legal entities and private
individuals taking into consideration two main currencies, RSD and EUR.

5.5. OPERATIONAL RISK

5.5.1. RISK MANAGEMENT, CONTROL AND REPORTING

Operational risk is the risk of possible occurrence of negative effects on financial result and equity
caused by omissions in the work (intentional and unintentional) by employees, inadequate internal
procedures and processes, inadequate management of information and other systems in the Bank, as
well as occurrence of unforeseen external events. The Bank systematically identifies and manages
operational risk through all the processes, activities, products and systems of the Bank.

Operational risk framework and management, as well as steering and reporting, are the competence
of the SRM Department, i.e. Operational and other Specific Risk Management Unit.

The Bank implemented numerous tools in order to increase efficiency of management, control and to
minimize the possibility of operational risk materialisation:

= Quantitative analysis and oversight over operational risk exposure via collection of internal and
external loss event data;

= Key Risk Indicators (KRIs) have been monitored within the Bank as trend indicators of operational
risk exposure for defined risk points;

= Qualitative analysis of operational risk exposure (Operational Risk Management System Self-
assessment and Scenario Analysis);

= Assessment of risk arising from launching of new products/markets, projects and outsourcing;

= Education of all employees in order to increase awareness of operational risk;

= (Classic risk insurance (e.g. property damage, burglary, theft and general liability) and specific
banking risk insurance (e.g. internal and external fraud, technological risks and civil liability).

LOCC discusses all operational risk management related topics (i.e. all non-financial risk management
related topics, including compliance and security), requires and monitors implementation of corrective
measures and risk mitigation action, as defined by Rulebook on Activity of Local Operational Conduct
Committee.

Regular reporting on operational risk provides detailed information to senior management and
Executive Committee, Management Board, LOCC and other relevant bodies. The regular information
flow supports the proactive management of operational risk, builds operational risk awareness about
losses and exposures and enables the management of operational risk, ensures that corrective
measures can be taken and the status of the measures can be followed.

Details on the management of operational risk are presented in the Notes to financial statements for
the year ended 31% December 2016, note 34.8.

5.6. LIQUIDITY RISK

5.6.1. RISK MANAGEMENT, CONTROL AND REPORTING

Liquidity risk management process is organized through work of ALCO, M&LRMU and SLM
Department.
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ALCO and Operative Liquidity Committee (OLC) are responsible for monitoring and management of
liquidity risk, recommendation of measures and activities for maintaining of stability in liquidity to
Executive Committee, monitoring of the structure of its balance sheet liabilities and receivables and
off-balance sheet items, contingency funding planning and recommendation of other measures
important for the maintain the financial stability of the Bank.

The most important reports on liquidity risk encompass reports on:

liquidity ratio;

daily monitoring of RSD and FX liquidity;

5-day net cash outflow;

coverage with adequate highly liquid collateral;

liquidity risk concentration analysis;

Survival period Analysis (SPA), as a measure of the period the Bank can survive during a
predefined liquidity crisis scenario by using its liquidity potential for covering future cash flows
arising both from the current and future operations;

Liquidity Coverage Ratio (LCR) and Net Stable funding Ratio (NSFR), part of Liquidity Projects
run in line with Basel III liquidity requirements.

General standards of control and liquidity risk management are defined in internal acts that are
regularly monitored and reviewed.

As part of its liquidity risk management process, the Bank undertakes the following:

maintains required reserve in accordance with Decision on Banks™ Required Reserves with the
NBS (RS Official Gazette, no. 3/2011, 31/2012, 57/2012, 78/2012, 87/2012 107/2012,
62/2013, 125/2014, 135/2014, 4/2015, 78/2015 and 102/2015);

prepares Contingency Funding Plan (CFP) - ensures a useful framework for management
during temporary and long-lasting liquidity interruptions due to which the Bank would not be
able to finance individual or all of its activities in a timely manner or at reasonable cost;
prepares Recovery Plan - outlining how the Bank plan to regain viability if it is under severe
financial pressure.
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5.7. EXPOSURES ARISING FROM EQUITY INVESTMENTS IN THE BANKING BOOK

On January 15" 2014 the Bank made the payment of the agreed amount on the basis of concluded
contract of purchase and transfer of S-leasing doo shares with Steiermarkische Bank und Sparkassen
AG and Erste Group Immorent International Holding GmbH. On the date of payment of the agreed
amount, the Bank acquired 75% of stake in the share capital of the company S-leasing doo Serbia in
such a way that it paid 25% owned by Steiermarkische Bank und Sparkassen AG and 50% owned by
Immorent AG.

Also, the bank acquired a 19% stake in the share capital of the company S Rent doo Serbia by paying
19% stake to Immorent International Holding GMBH.

These investments were motivated by strategic objectives, aiming to offer clients a wider range of
services, while both companies still remain members of Erste Group.

The Bank’s other equity investments in the banking book are mostly made prior to 2000™ and priority
purpose has not been achieving capital gains, profit sharing or strengthening the strategic position.
Equity investments in other legal entities (shares in capital and securities of other legal entities) are
result of the debt conversion to equity and have been mostly impaired.

The table below shows the structure and value of equity investments in the banking book as per 31%
December 2016:

RSD '000
Type of equity exposures Valuation methods Book Value Impairment Fair value
Investment in subsidiaries (S-Leasing) Historical cost method 93.560 - 93.560
Investments in associates (S-Rent) Historical cost method 27.005 - 27.005
o Fair value method

Exchange-traded equity investments (i.e. market price) 44.157 (31.985) 12.172
Other (non-exchange-traded equity S
investments) Historical cost method 129.033 (89.855) 39.178

Total 293.755 (121.840) 171.915
Table 14: Equity investments in the banking book

RSD '000

Realised and unrealised gains or losses from exposures in equities
Realized gain for the preceding period arising from the closure of positions on equity )
investments
Latent revaluation gains on equity investments 20.062
Unrealized gains/(losses) (1.873)
Total 18.189

Table 15: Realised and unrealised gains or losses from exposures in equities

Unrealized gains/(losses) from exposures in equities are included as a deduction from core capital
within ‘regulatory value adjustments’. Latent revaluation gains on equity investments are included
within supplementary capital within ‘revaluation reserves’.

Disclosures referring to accounting policies and valuation methods employed for equity investments in
the banking book are presented in the Notes to financial statements for the year ended 31 December
2016, notes 2.5.5, 2.10, 3 (b-c).

The greatest Bank's investments in a single non-financial sector entity accounted for 0.19% of its
capital (2015: 0.20%) and has not exceeded regulatory maximum of 10%, prescribed by the article
60 of Decision on Risk Management by banks.
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The Bank's total investments in non-financial sector entities and in fixed assets and investment
property accounted for 7.49% of its capital (2015: 7.69%), and has not exceeded regulatory
maximum of 60%, prescribed by the article 60 of Decision on Risk Management by banks.

6. BANKING GROUP

The Banking Group prepares consolidated reports in accordance with International Financial Reporting
Standards. The Banking Group also prepares consolidated reports in accordance with the Decision on
Consolidated Supervision of Banking Group (RS Official Gazette, no. 45/2011).

For both purposes, consolidation is performed by applying full consolidation method for the subsidiary
S-Leasing.

In accordance with the NBS Decision on Disclosure of Data and Information by banks, information on
Banking Group consolidated capital as at 31% December 2016, is further provided in the following
insets:

= Form PI-KAP (Inset cons. 1) - the detailed structure of the regulatory capital on consolidated
basis (with references to the position of the consolidated balance sheet assets set out in Inset
cons 3 provided);

= Form PI-FIKAP (Inset cons. 2) - data on main features of financial instruments included in
calculation of Banking Group regulatory capital;

= Form PI-UPK (Inset cons. 3) — consisting of two tables:

- Table 1 — comparison of the balance sheet compiled for the needs of supervision of the
Banking Group on consolidated basis and consolidated balance sheet of the Banking Group
compiled in compliance with the IAS and/or IFRS,

- Table 2 - consolidated balance sheet of the Banking group (prepared in accordance with
IAS/IFRS standards) with breakdown and references to items enabling link to the positions
included in Consolidated Capital report prepared in accordance with the Decision on
reporting on capital adequacy of banks (Inset cons. 1 — form PI-KAP);

= Form PI-AKB (Inset cons. 4) — overview of Capital Requirement calculated on consolidated
basis.
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Inset cons. 1 - Form PI-KAP
Consolidated data on capital position of the Banking group

(RSD thousand)
No Reference to
Item Amount Table 2 in
Inset cons. 3
1 TOTAL CORE CAPITAL 13.771.360
1. CORE CAPITAL BEFORE DEDUCTIONS 15.860.336
1.1, Par value of paid-in shares, except cumulative preferential shares 10.040.000 a
1.2. Share premium 124.475 b
1.3. Reserves from profit 5.614.904 v
1.4. Retained earnings from previous years o
1.5. Profit of the current year d
1.6. Minority participations in subordinate companies 43.630 d
1.7. Other positive consolidated reserves 37.328 e
2. DEDUCTIBLES FROM CORE CAPITAL 2.088.976
2.1, Losses from previous years z
2.2. Loss of the current year z
2.3. Intangible assets 281.395 i
24. Acquired own shares, except cumulative preferential shares i
2.5. Amount of shares received in pledge, except cumulative preferential shares Kk
2.6. Regulatory value adjustments: 1.807.581
2.6.1. Unrealised losses on securities available for sale 2.313 |
2.6.2. Other net negative revaluation reserves i
2.6.3. Gains on bank liabilities measured at fair value due to the change in bank’s credit rating m
2.6.4. Required reserve from profit for estimated losses on balance-sheet assets and off-balance sheet items of 1.805.269
2.7. Other negative consolidated reserves n
I TOTAL SUPPLEMENTARY CAPITAL 965.415
1. SUPPLEMENTARY CAPITAL BEFORE DEDUCTIONS 965.415
1.1. Par value of paid in cumulative preferential shares nj
1.2. Share premium on cumulative preferential shares 0
1.3. Part of revaluation reserves of the bank 259.859 p
1.4. Hybrid instruments r
1.5. Subordinated liabilities 705.556 S
1.6. Over-allocation of impairment allowances, provisions and required reserves from profit relative
2. DEDUCTIBLES FROM SUPPLEMENTARY CAPITAL 0
2.1. Acquired own cumulative preferential shares t
2.2, Receivables in respect of balance-sheet assets and off-balance sheet items of the bank
2.3. Amount of cumulative preferential shares received in pledge ¢
2.4. Amount of capital in excess of limitations on supplementary capital
m TOTAL CAPITAL 14.736.775
1. TOTAL CAPITAL BEFORE DEDUCTIONS 14.736.775
2. DEDUCTIBLES FROM CAPITAL 0
Of which reduction in core capital 0
Of which reduction in supplementary capital 0
2.1 Direct or indirect investment in banks and other financial sector persons that exceed 10% of 0 (u+f+h)
the capital of such banks and/or other financial sector persons
Investment in hybrid instruments and subordinated liabilities of other banks and financial
2.2, sector persons in which the bank has direct or indirect investment that exceeds 10% of the
capital of such persons
Total amount of direct and indirect investment in banks and other financial sector persons in
2.3, the amount of up to 10% of their capital, as well as investment in their hybrid instruments
and subordinated liabilities that exceeds 10% of the sum of core and supplementary capital
of the bank for which the calculation of capital is made
2.4 The amount by which qualified participation in non-financial sector persons has been
t exceeded
2.5 Under-allocation of impairment allowances, provisions and required reserves from profit
" relative to expected losses
2.6 The amount of exposure to free deliveries if the counterparty failed to fulffil its obligation
s within four working days
Receivables from and potential liabilities toward persons related to a bank or employees in the
2.7. bank which the bank has negotiated under the terms that are more favourable than the
terms negotiated with other parties
v NOTES 0
Positive/negative difference between total impairment allowances for balance sheet assets,
Amount of impairment allowances, provisions and required reserves from bank's profit
Of which on a group basls
Of which on an individual basis
Amount of expected losses under IRB approach
Gross amount of subordinated liabilities 1.764.606

48




Erste Bank a.d., Novi Sad

Disclosures of data and information
for the year ended 31 December 2016

Inset cons. 2 - Form PI-FIKAP consolidated

Main features of financial instruments included in calculation of Banking Group's capital

Instrument features

The share capital of the
Bank

The subordinated loan
granted by Erste Group Bank
AG, Vienna

Minority interest in a
subsidiary S-Leasing

1. Issuer Erste Bank ad NoviSad | Erste Bank ad Novi Sad S-Leasing doo Beograd
2, Treatment as per legislation
21 Treatment as per the Decision on Capital Adequacy of Core capital instrument Supplgmentary capital Core capital instrument
Banks instrument
22 .Ind|V|duaI/g.roup/llnd|V|duaI and group level of inclusion of Individual and group Individual and group Group
instrument in capital on group level
: . Subordinated debt issued in the - R
2.3. Type of instrument Ordinary shares form of finandial instrument Minority participations
Amount of 705,556 thousand
Amount of 10,164,474 lRi]D ;g:’g"'seigalasm Minority interest in the
thousand RSD is recognized Sl;[:ne() r?t i< cyaﬁ:apl)ate.d b S | capital (25%) is recognised
unt i u i
Amount recognised for the purpose of calculating for the purposes of ] o in tofal amount (.)f 43,630
. calculating regulatory applying the appropriate thousand RSD (includes
3. regulatory capital p a . . ¥ y
in RSD th d t the last ting dat capital (nominal value plus reduction weights for share capital, retained
(in ousand, as a e last reporting date) share premium in the commitments in the last five earnings from previous
amount of 124,474 years before maturity in | years and the deduction for
thousand RSD). accordance with the Capital | losses in the current year).
Adequacy Decision.
The total paid up capital
4. Nominal value of instrument 10,040,000 thousand RSD EUR 15,000,000 amounts to 67,500 thousand
RSD, of which 25% are in
the minority participation.
5. Accounting classification Share capital Liability — depreciated amount Minority participations
1*issue: 6.538.920 RSD
1% issue: 4.012.090 RSD 17/06/2003
23/11/2004 2" issue: 33.716.916 RSD
2" issue: 1.369.980 RSD 29/06/2009
o . . 15/06/2006 3 issue: 4.076.256 RSD
6. Initial date of issuance of instrument 27-Dec-11
39 issue: 1.735.310 RSD 27/09/2011
28/12/2006 4" issue: 16.122.628 RSD
4™ issue: 2.922.620 RSD 09/04/2013
19/12/2007 5% issue: 7.045.000 RSD
13/05/2015
7. Instrument with or with no maturity date No maturity date With maturity date No maturity date
7.1. Original maturity No maturity date 27-21-2021 No maturity date
8. Does the issuer have call option No No No
8.1. First day of activating call option right activation - - -
8.2 Subsequent dates of call option activation (if applicable) - - -
- . Refering to interest on
e o e subordinated loan
9.1. Fixed or variable dividends/coupons Variable Variable Variable
9.2 Full, partial Or _no discretion regarding the ime of Full discretion No discretion Full discretion
payment of dividends/coupons
9.3. F}'".I’ partial or no discretion regarding the amount of Full discretion No discretion Full discretion
dividends/coupons
9.4. Step up option No No No
9.5. Non-cumulative or cumulative dividends/coupons Non-cumulative Non-cumulative Non-cumulative
10. Convertible or non-convertible instrument Non-convertible Non-convertible Non-convertible
101 If convertible, terms under which conversion may take R R R
= place
102 If it is convertible, specify if it is partially or fully R B R
- convertible
10.3. If it is convertible, rate of conversion - - -
10.4. If it is convertible, mandatory or voluntary conversion - - -
105 If it is convertible, specify instrument to which it is R _ _
- converted.
106 If it is convertible, the issuer of the instrument to which
" it is converted.
11. Write-off option No No No
11 If there is write-off option, specify terms under which R _ R
- the write-off may take place.
11.2 If there is write-off option, specify if partial or full - - -
1.3 If there is write-off option, spefify if temporary or R _ _
- permanent write-off
11.4 If the write-off is temporary,specify terms of re- R R _
o recognition
Type of an instrument which will be paid off Subordinated debt issued in
12, directly before the said instrument during Minority participations Other the form of financial

liquidation

instrument
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Inset cons. 3 - Form PI-UPK consolidated

TABLE S1. Comparison of reports compiled for the needs of supervision of the Banking Group on a consolidated basis and
consolidated financial reports of the Banking Group compiled in compliance with the IAS/IMRS: (RSD thousand)

Consolidated
Consolidated Dalaycelsheet
Designation balance sheet as Unce
of item S disclosed in n::g:(l’a‘:(;rny 4
financial reports scope of
consolidation
A ASSETS
Al Cash and assets with the central bank 19.246.670 19.246.670
Al Pledged financial assets
A.Ill Financial assets recognised at fair value through income statement and held for trading 13.048.357 13.048.357
AV Financial assets initially recognised at fair value through income statement
AV Financial assets available for sale 7.182.702 7.182.702
AVI Financial assets held to maturity 8.635.103 8.635.103
A.VI Loans and receivables from banks and other financial organisations 1.209.725 1.209.725
A.VII Loans and receivables from clients 96.463.262 96.463.262
A.IX Change in fair value of hedged items
AX Receivables arising from hedging derivatives
AXI Investments in associated companies and joint ventures 118 118
AXII Investments into subsidiaries
A.XII Intangible assets 281.395 281.395
AXIV Property, plant and equipment 817.267 817.267
AXV Investment property 232.417 232.417
AXVI Current tax assets 6.513 6.513
AXVI Deferred tax assets 61.745 61.745
AXVIIT Non-current assets held for sale and discontinued operations 56.695 56.695
AXIX Other assets 864.863 864.863
A XX TOTAL ASSETS (AOP items from 0001 to 0019 in the balance sheet) 148.106.832 148.106.832
P LIABILITIES
PO LIABILITIES
PO.I Financial liabilities recognised at fair value through income statement and held for trading 54.690 54.690
PO.Il Financial liabilities initially recognised at fair value through income statement
PO.III Liabilities arising from hedging derivatives
PO.IV Deposits and other liabilities to banks, other financial organisations and central bank 41.815.700 41.815.700
PO.V Deposits and other liabilities to other clients 84.903.330 84.903.330
PO.VI Change in fair value of hedged items
PO.VII Own securities issued and other borrowings
PO.VII Subordinated liabilities 1.764.606 1.764.606
PO.IX Provisions 690.714 690.714
PO.X Liabilities under assets held for sale and discontinued operations
PO.XI Current tax liabilities 1.090 1.090
PO.XII Deferred tax liabilities
PO.XIII Other liabilities 622.694 622.694
PO.XIV  |TOTAL LIABILITIES (AOP items from 0401 to 0413 in the balance sheet) 129.852.823 129.852.823
CAPITAL
PO.XV Share capital 10.164.475 10.164.475
PO.XVI Own shares
PO.XVII Profit 2.135.770 2.135.770
PO.XVII Loss
PO.XIX Reserves 5.898.872 5.898.872
PO.XX Unrealized losses 54.892 54.892
PO.XXI Non-controlling participation
TOTAL CAPITAL
(result of adding up and/or subtracting the following balance sheet items: 0415-
PO.XXII _ [0416+0417-0418+0419+0420) = 0 18.254.009 18.254.009
TOTAL CAPITAL SHORTFALL
(result of adding up and/or subtracting the following balance sheet items: 0415-
PO.XXIII  |0416+0417-0418+0419+0420) < 0
TOTAL LIABILITIES
PO.XXIV  [(result of adding up and/or subtracting the following balance sheet items: 0414+0421- 148.106.832 148.106.832
B.M. OFF-BA LA NCE SHEET ITEMS
B.MN.A. Off-balance sheet assets 187.952.320 187.952.320
B.M.M. Off-balance sheet liabilities 187.952.320 187.952.320
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Table S2. Breakdown of elements in the consolidated Balance Sheet with references to Capital positions in form
PI-KAP (Inset cons. 1)

Designation

] Item Balance sheet References
of item
A ASSETS
A.l Cash and assets with the central bank 19.246.670
A.I Pledged financial assets
A.IIT Financial assets recognised at fair value through income statement and held for trading 13.048.357
A.IV Financial assets initially recognised at fair value through income statement
AV Financial assets available for sale 7.182.702
A.VI Financial assets held to maturity 8.635.103
A.VII Loans and receivables from banks and other financial organisations 1.209.725
A.VIII Loans and receivables from clients 96.463.262
A.IX Change in fair value of hedged items 0
A.X Receivables arising from hedging derivatives 0
A.XI Investments in associated companies and joint ventures 118
Of which direct or indirect investments in banks and other financial sector person persons 0 u
A.XII Investments into subsidiaries 0
Of which direct or indirect investments in banks and other financial sector persons 0 f
A.XIID Intangible assets 281.395 i
AXIV Property, plant and equipment 817.267
A.XV Investment property 232.417
A.XVI Current tax assets 6.513
A.XVIL Deferred tax assets 61.745
A.XVIIT Non-current assets held for sale and discontinued operations 56.695
A.XIX Other assets 864.863
Of which diirect or indirect investment in banks and other financial sector entities that exceed 0 h
10% of the capital of such banks andyor other financial sector entity
A. XX TOTAL ASSETS (AOP items from 0001 to 0019 in the balance sh ) 148.106.832
P LIA BILITIES 1]
PO LIA BILITIES 0
PO.I Financial liabilities recognised at fair value through income statement and held for trading 54.690
PO.II Financial liabilities initially recognised at fair value through income statement 0
PO.III Liabilities arising from hedging derivatives 0
PO.IV Deposits and other liabilities to banks, other financial organisations and central bank 41.815.700
PO.V Deposits and other liabilities to other clients 84.903.330
PO.VI Change in fair value of hedged items 0
PO.VII Own securities issued and other borrowings 0
Of which liabilities arising from hybrid instruments 0 r
PO.VIID Subordinated liabilities 1.764.606
Of which subordinated liabilities included in bank's supplementary capital 705.556 s
PO.IX Provisions 690.714
PO.X Liabilities under assets held for sale and discontinued operations 0
PO.XI Current tax liabilities 1.090
PO.XII Deferred tax liabilities 0
PO.XIIT Other liabilities 622.694
PO.XIV __ |TOTAL LIABILITIES (AOP items from 0401 to 0413 in the balance sheet) 129.852.823
CAPITAL 0
PO.XV Share capital 10.164.475
Of which nominal value of paid-in shares, except cumulative preferential shares 10.040.000 a
Of which share premium on share capital, except cummulative preferential shares 124.475 b
Of which nominal value of cumulative preferential shares 0 nj
Of which share premium on cumulative preferential shares 0] o
PO.XVI [Own shares 0
Of which acquired own shares, except cumulative preferential shares 0 j
Of which acquired own cumulative preferential shares 0] t
PO.XVII [Profit 2.135.770
Of which retained earnings from previous years (Erste Bank) 0 g
Of which profit of the current year 2.098.442
Of which profit of the current year for which the General Assembly of the Bank adopted a 0
decision on allocation to the core capital
Of which loss in the current year (75% S-leasing) 37.328
Of which other positive consolidated reserves 0
PO.XVII [Loss 0 z
Of which losses from previous years 0] z
PO.XIX Reserves 5.898.872
Of which _reserves from profit which represent element of core capital 5.614.904 v
Of which other negative consolidated reserves 0] n
Of which other net negative revaluation reserves 0 ]
Of which gains on bank labilities measured at fair value due to the change in bank’s credit rating 0 m
Of which positive revaluation reserves created on the basis of effects of changes in fair value of
fixed assets, securities and other assets which are, in accordance with IFRS/IAS, credited to 259.859 P
these reserves.
Of which unrealised losses on securities avaiable for sale 2.313 1
Of which actuarial gains 26.076
Of which tax liabilities 347
PO.XX Unrealised losses 1]
PO.XXI Non-controlling participation 54.892
Of which minority participation in subordinated companies 43.630 d
Of which minority participation related to profit in current year 11.262
TOTAL CAPITAL
PO.XXII ((result of adding up and/or subtracting the following balance sheet items: 0415-0416+0417- 18.254.009
0418+0419+0420) = 0
TOTAL CAPITAL SHORTFALL
PO.XXII |(result of adding up and/or subtracting the following balance sheet items: 0415-0416+0417- 0
0418-+0419-+0420) < 0
TOTAL LIABILITIES
O (result of adding up and/or subtracting the following balance sheet items: 0414+0421-0422) IO
B.M. OFF-BA LA NCE SHEET ITEMS
B.MN.A. Off-balance sheet assets 187.952.320
Of which amount of shares received in pledge, except cumulative preferential shares k
Of which amount of cumulative preferential shares received in pledge é

B.IN.M. Off-balance sheet liabilities 187.952.320
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Inset cons. 4 - Form PI-AKB consolidated

Data on total capital requirements and capital adequacy on consolidated basis

(RSD thousand) _

Coverage by

Coverage by

No Name Amount core capital supﬁ;;:;tary
1 2 3
I CAPITAL 14.736.775
1 TOTAL CORE CAPITAL 13.771.360
2, TOTAL SUPPLEMENTARY CAPITAL 965.415
b1 CAPITAL REQUIREMENTS 11.373.900
L |SETTLEMENT/DELIVERY RISK N CASE OF FREE DELIVERIES 10030169)  10.030.169
1.1. Standardised approach (SA) 83.584.744
1.1.1, Exposures to central governments and central banks
1.1.2. Exposures to territorial autonomies and local self-government units 1.216.196
1.1.3. Exposures to public administrative bodies 41.181
1.1.4. Exposures to multilateral development banks
1.1.5. Exposures to international organisations
1.1.6. Exposures to banks 947.004
1.1.7. Exposures to corporates 55.301.129
1.1.8. Retail exposures 17.579.985
1.1.9. Exposures secured by real estate collateral 6.575.716
1.1.10. Past due items 311.671
1.1.11, High-risk exposures
1.1.12, Exposures in the form of covered bonds
1.1.13. Exposures in the form of open-end investment funds
1.1.14. Other exposures 1.611.861
1.2. Internal Ratings Based Approach (IRB)
1.2.1. Exposures to central governments and central banks
1.2.2, Exposures to banks
1.2.3. Exposures to corporates
1.2.4. Retail exposures
1.2.4.1. Retail exposures secured by real estate collateral
1.2.4.2. Qualifying revolving retail exposures
1.2.4.3. Other retail exposures
1.2.5. Equity exposures
1.2.5.1. Approach applied.
1.2.5.1.1. Simple Risk Weight Approach
1.2.5.1.2, PD/LGD Approach
1.2.5.1.3. Intemnal Models Approach
1.2.5.2. Types of equity exposures
1.2.5.2.1. Exchange traded equity exposures
1.2.5.2.2. Non-exchange traded equity exposures in sufficiently diversified portfolios
1.2,5.2.3. Other equity exposures
1.2.5.2.4. Equity exposures to which a bank applied Standardised Approach to credit risk
1.2.6. Exposures to other assets
2 CAPITAL REQUIREMENTS FOR SETTLEMENT/DELIVERY RISK ARISING FROM UNSETTLED 0 0
TRANSACTIONS
3 CAPITAL REQUIREMENTS FOR MARKET RISKS 307.231 307.231
3.1 ;:ta:ni?alr:::;r:?:::ascﬁ:sprice, foreign exchange and commodity risks calculated under 307.231 307.231
3.1.1. Capital requirements for price risk arising from debt securities 254.265 254.265
3.1.2. Capital requirements for price risk arising from equity securities
3.1.3. Capital requirements for foreign exchange risk 52.966 52.966
3.1.4. Capital requirements for commodity risk
3.2, Capital requirements for price, foreign exchange and commodity risks calculated under the
Internal Models Approach
4 CAPITAL REQUIREMENTS FOR OPERATIONAL RISK 1.036.500 1.036.500
4.1. Capital requirements for operational risk calculated under the Basic Indicator Approach 1.036.500 1.036.500
4.2, Capital requirements for operational risk calculated under the Standardised Approach
4.3. Capital requirements for operational risk calculated under the Advanced Approach
5 COVERAGE OF CAPITAL REQUIREMENTS 11.373.900 11.373.900
III CAPITAL ADEQUACY RATIO (%) 15,55
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7. REFERENCE ON OTHER AND NON-DISCLOSED ITEMS

Disclosures on credit risk required in situations when a bank applies IRB approach for capital
requirements calculation, prescribed by Decision on Disclosure of Data and Information by Banks, are
not applicable as the Bank uses standardised approach for capital requirements calculation as at 31
December 2016.

Disclosures on market risks prescribed by Decision on Disclosure of Data and Information by Banks
are not applicable as the Bank does not apply internal models approach for the calculation of capital
requirements for market risks.

Disclosures on operational risk prescribed by Decision on Disclosure of Data and Information by Banks

are not applicable as the Bank does not apply advanced approach for the calculation of capital
requirements for operational risk.

Novi Sad, 23 May 2017

Approved by the Executive Committee of Erste Bank a.d., Novi Sad.
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