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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Statement of compliance 

These unconsolidated financial statements have been prepared in accordance with International Financial 
Reporting Standards (“IFRS”) as published by the International Accounting Standards Board. 

Basis of preparation 

These financial statements have been prepared on a historical cost basis. Historical cost is generally based 
on the fair value of the consideration given in exchange for assets. 

Fair value is the price that would be received to sell or paid to transfer a liability in an orderly transaction 
between market participants at the measurement date, regardless of whether that price is directly observable 
or estimated using another valuation technique. In estimating the fair value of an asset or a liability, the Bank 
takes into account the characteristics of the asset or liability which market participants would take into account 
when pricing the asset or liability at the measurement date. Fair value for measurement and/or disclosure 
purposes in these financial statements is determined on such basis, except for measurement that has some 
similarities to fair value, but are not fair value, such as net realisable value in IAS 2 or value in use in IAS 36. 

In addition, for financial reporting purposes, fair value measurements are categorised into level 1, 2 or 3 based 
on the degree to which the inputs to the fair value measurements are observable and the significance of the 
inputs to the fair value measurement in its entirety, which are described as follows:  

 Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the 
Bank can access at the measurement date; 

 Level 2 inputs are inputs, other than quoted prices included in Level 1, that are observable for the asset 
or liability, either directly or indirectly; and 

 Level 3 inputs are unobservable inputs for the asset or liability. 

The financial statements are presented in Convertible Marks since that is the functional currency of the Bank. 
The Convertible Mark (KM) is officially tied to the Euro (EUR 1 = KM 1.95583). 

The preparation of financial statements in conformity with IFRS requires Management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities, revenues and expenses during the 
reporting period. Actual results could differ from those estimates. 
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Basis of preparation (continued) 

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting 
estimates are recognized in the period in which the estimate is revised if the revision affects only that period 
or in the period of revision and future periods if the revision affects both current and future periods. 

Information on amounts where significant uncertainty exists in their estimate and critical judgments in applying 
accounting policies that have the most impact on the amounts disclosed in these financial statements are 
disclosed in Note 4. 

Interest income and expense 

Interest income and expense are recognized in the statement of comprehensive income for all interest bearing 
instruments on an accrual basis using effective interest method Interest income is accrued on a time basis, 
by reference to the principal outstanding and at the effective interest rate applicable, which is the rate that 
exactly discounts estimated future cash receipts through the expected life of the financial asset to that asset’s 
net carrying amount. 

Interest charged on deposits is added to the principal where this is foreseen by the agreement. Interest income 
is suspended when it is considered that recovery of the income is unlikely. Suspended interest is recognized 
as income when collected. 

Fee and commission income and expense 

Fees and commissions consist mainly of fees earned on domestic and foreign payment transactions, and 
fees for loans and other credit instruments issued by the Bank. Fees for payment transactions are recognized 
in the period when services are rendered. 

Loan origination fees, after approval and drawdown of loans, are deferred (together with related direct costs) 
and recognized as an adjustment to the effective yield of the loan over its life. 

Taxation 

Income tax expense represents the sum of the tax currently payable and deferred tax. The tax expense is 
based on taxable income for the year. Taxable income differs from net income as reported in the statement 
of profit or loss and other comprehensive income because it excludes items of income or expense that are 
taxable or deductible in other years and it further excludes items that are never taxable or deductible. The 
Bank’s liability for current tax is calculated using tax rates that have been enacted or substantively enacted 
by the financial position date. Deferred tax is the tax expected to be payable or recoverable on differences 
between the carrying amount of assets and liabilities in the financial statements and the corresponding tax 
basis used in the computation of taxable profit, and is accounted for using the balance sheet liability method. 
Deferred tax liabilities are generally recognized for all taxable temporary differences and deferred tax assets 
are recognized to the extent that it is probable that taxable profits will be available against which deductible 
temporary differences can be utilized. 
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Taxation (continued) 

The carrying amount of deferred tax assets is reviewed at each financial position date and reduced to the 
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of the asset 
to be recovered. Deferred tax is calculated at the tax rates that are expected to apply in the period when the 
liability is settled or the asset realized. Deferred tax is charged or credited in the statement of other 
comprehensive income, except when it relates to items charged or credited directly to equity, in which case 
the deferred tax is also dealt with in equity. Deferred tax assets and liabilities are offset when they relate to 
income taxes levied by the same taxation authority and the Bank has the ability and intention to settle on a 
net basis. 

Cash and cash equivalents 

For the purpose of reporting cash flows, cash and cash equivalents are defined as cash, balances with the 
Central Bank (“CBBH”) and accounts with other banks. 

Cash and cash equivalents excludes the compulsory minimum reserve with the CBBH as these funds are not 
available for the Bank’s day to day operations. The compulsory minimum reserve with the CBBH is a required 
reserve to be held by all commercial banks licensed in Bosnia and Herzegovina. 

Financial instruments 

Financial assets and financial liabilities are recognized when the Bank becomes a party to the contractual 
provisions of the instrument. 

Financial assets and liabilities are initially recognized at fair value. Transaction costs that are directly 
attributable  to the acquisition or issue of financial assets or financial liabilities (other than financial assets and 
financial liabilities at fair value through profit or loss) are added to or deducted from the fair value of the 
financial assets or financial liabilities, as appropriate, on initial recognition. Transaction costs directly 
attributable to the acquisition of financial assets and financial liabilities at fair value through profit or loss are 
recognized immediately in profit or loss and other comprehensive income. 

Financial assets  

Financial assets are recognized and derecognized on a trade date where the purchase or sale of an 
investment is under a contract whose terms require delivery of the instrument within the timeframe established 
by the market concerned, and are initially measured at fair value, net of transaction costs, except for those 
financial assets classified as at fair value through profit or loss, which are initially measured at fair value. 

Financial assets are classified into the following specified categories: financial assets as “at fair value through 
profit or loss“(FVTPL), “available-for-sale” (AFS), “held-to-maturity”, and “loans and receivables”.  

The classification depends on the nature and purpose of the financial assets and is determined at the time of 
initial recognition. 
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Taxation (continued) 
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Financial assets (continued)  

Financial assets at FVTPL 

The Bank classifies a financial asset as at FVTPL where the financial asset is either held for trading or it is 
designated as at FVTPL. 

A financial asset is classified as held for trading if: 

 it has been acquired principally for the purpose of selling in the near future; or 

 it is a part of an identified portfolio of financial instruments that the Bank manages together and has a 
recent actual pattern of short-term profit-taking. 

A financial asset other than a financial asset held for trading may be designated as at FVTPL upon initial 
recognition if: 

 such designation eliminates or significantly reduces a measurement or recognition inconsistency that 
would otherwise arise; or  

 the financial asset forms part of a group of financial assets or financial liabilities or both, which is 
managed and its performance is evaluated on a fair value basis, in accordance with the Bank's 
documented risk management or investment strategy, and information about the grouping is provided 
internally on that basis; or 

 it forms part of a contract containing one or more embedded derivatives, and IAS 39 permits the entire 
combined contract (asset or liability) to be designated as at FVTPL. 

Financial assets at FVTPL are stated at fair value, with any resultant gain or loss recognised in profit or loss. 
The net gain or loss recognised in profit or loss and other comprehensive income incorporates any dividend 
or interest earned on the financial asset. 

The fair values of financial assets and financial liabilities are determined as follows: 

 The fair values of financial assets and financial liabilities with standard terms and conditions and traded 
on active liquid markets are determined with reference to quoted market prices,  

 The fair values of other financial assets and financial liabilities (excluding derivative instruments) are 
determined in accordance with generally accepted pricing models based on discounted cash flows 
analysis using prices from observable current market transactions and dealer quotes for similar 
instruments, and  

 The fair value of derivative instruments are calculated using quoted prices. Where such prices are not 
available, used analyses made of discounted cash flow and the applicable yield curve for the duration 
of the instrument. 
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3.        SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Financial assets (continued) 

AFS financial assets 

Listed shares and listed redeemable notes held by the Bank that are traded in an active market are classified 
as being AFS and are stated at fair value, net of transaction costs. Fair value is determined in the manner 
described in the previous paragraphs.  

Gains and losses arising from changes in fair value are recognized directly in equity in the investments 
revaluation reserve with the exception of impairment losses, interest calculated using the effective interest 
rate method and foreign exchange gains and losses on monetary assets, which are recognized directly in 
profit or loss. Where the investment is disposed of or is determined to be impaired, the cumulative gain or 
loss previously recognized in the investments revaluation reserve is included in statement of profit or loss and 
other comprehensive income for the period.  

Dividends on AFS equity instruments are recognized in statement of profit or loss and other comprehensive 
income when the Bank’s right to receive payments is established. 

The fair value of AFS monetary assets denominated in a foreign currency is determined in that foreign 
currency and translated at the spot rate at the reporting date. The change in fair value attributable to 
translation differences that result from a change in amortized cost of the asset is recognized in statement of 
profit or loss and other comprehensive income, and other changes are recognized in equity. 

Held-to-maturity financial assets 

Bills of exchange, debentures and government bonds with fixed or determinable payments and fixed maturity 
dates that the Bank has the positive intent and ability to hold to maturity are classified as held-to-maturity 
investments. Held-to-maturity investments are recorded at amortized cost using the effective interest method 
less any impairment, with revenue recognized on an effective yield basis. 

Impairment of financial assets 

Financial assets, other than those at FVTPL, are assessed for indicators of impairment at each reporting date. 
Financial assets are impaired where there is objective evidence that, as a result of one or more events that 
occurred after the initial recognition of the financial asset, the estimated future cash flows of the investment 
have been impacted.  

For all other financial assets objective evidence of impairment could include: 

 significant financial difficulty of the counterparty; or 

 default or delinquency in interest or principal payments; or 

 it becoming probable that the borrower will enter bankruptcy or financial re-organisation. 

For financial assets carried at amortised cost, the amount of the impairment is the difference between the 
asset’s carrying amount and the present value of estimated future cash flows, discounted at the financial 
asset’s original effective interest rate.  
 
 

18 Annual Report - 2016



Notes to the financial statements  
for the year ended 31 December 2016 
(all amounts are expressed in thousands of KM) 
 

Vakufska banka d.d. Sarajevo 16 

3.        SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Financial assets (continued) 
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3.        SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Financial assets (continued) 

Impairment of financial assets (continued) 

With the exception of AFS equity instruments, if, in a subsequent period, the amount of the impairment loss 
decreases and the decrease can be related objectively to an event occurring after the impairment was 
recognized, the previously recognized impairment loss is reversed through statement of profit or loss and 
other comprehensive income to the extent that the carrying amount of the investment at the date the 
impairment is reversed does not exceed what the amortised cost would have been had the impairment not 
been recognized.  

In respect of AFS equity securities, any increase in fair value subsequent to an impairment loss is recognized 
directly in equity. 

Loans and receivables 

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not 
quoted in an active market. Loans and receivables are initially measured at amortised cost using the effective 
interest rate method, less any impairment. Third party expenses, such as fees received from customers are 
treated as part of the transaction costs. 

Derecognition of financial assets 

The Bank derecognizes a financial asset only when the contractual rights to the cash flows from the asset 
expire; or it transfers the financial asset and substantially all the risks and rewards of ownership of the asset 
to another entity. If the Bank neither transfers nor retains substantially all the risks and rewards of ownership 
and continues to control the transferred asset, the Bank continues to recognize the financial asset. 

Classification as debt or equity 

Debt and equity instruments are classified as either financial liabilities or as equity in accordance with the 
substance of the contractual arrangement. 

Equity instruments 

An equity instrument is any contract that evidences a residual interest in the assets of an entity after deducting 
all of its liabilities. Equity instruments issued by the Bank are recorded at the proceeds received, net of direct 
issue costs. 

Financial guarantee contract liabilities 

Financial guarantee contract liabilities are measured initially at their fair values and are subsequently 
measured at the higher of: 

 the amount of the obligation under the contract, as determined in accordance with IAS 37 Provisions, 
Contingent Liabilities and Contingent Assets; or 

 the amount initially recognized less, where appropriate, cumulative amortization recognized in accordance 
with the revenue recognition policies set out at above. 
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3.        SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Financial liabilities 

Financial liabilities are classified either as “financial liabilities at FVTPL” or “other financial liabilities”. The 
Bank creates one category of financial liabilities, for which basis of accounting is disclosed below. 

Other financial liabilities 

Other financial liabilities, including borrowings, are initially measured at fair value, net of transaction costs.  

Other financial liabilities are subsequently measured at amortized cost using the effective interest method.  

The effective interest method is a method of calculating the amortized cost of a financial liability and of 
allocating interest expense over the relevant period. The effective interest rate is the rate that exactly 
discounts estimated future cash payments through the expected life of the financial liability, or, where 
appropriate, a shorter period. 

Derecognition of financial liabilities 

The Bank derecognizes financial liabilities when, and only when, the Bank’s obligations are discharged, 
cancelled or they expire. 

Tangible and intangible assets 

Tangible and intangible assets are started at historical cost less accumulated depreciation and accumulated 
impairment losses, if any. Cost includes the purchase price and directly associated cost of bringing the asset 
to a working condition for its intended use. Maintenance and repairs, replacements and improvements of 
minor importance are expensed as incurred. Significant improvements and replacement of assets are 
capitalized. Gains or losses on the retirement or disposal of property and equipment are included in the 
statement of income and other comprehensive income in the period in which they occur. 

Properties in the course of construction are carried at cost, less impairment loss, if any. Depreciation 
commences when the assets are ready for their intended use. Depreciation is calculated on a straight-line 
basis over the estimated useful life of the applicable assets and based upon the application of the following 
annual percentages to historical costs: 

 2016. 2015. 
Buildings 1.3% 1.3% 
Computers  20% 20% 
Vehicles and furniture 10-15% 10-16.5% 
Intangible assets 20% 20% 

Management of the Bank has lowered the annual percentages for depreciation of vehicles and certain 
equipment to 15% starting from 1 March 2016. 

Net result profit of the Bank is greater by KM 5 thousand due to this accounting estimate change. Had the 
rates not changed, depreciation expense would amount to KM 634 thousand for the year ended 31 December 
2016. 

 

 

 

20 Annual Report - 2016



Notes to the financial statements  
for the year ended 31 December 2016 
(all amounts are expressed in thousands of KM) 
 

Vakufska banka d.d. Sarajevo 22 

5.       INTEREST INCOME 
 2016                                2015                               

Interest on loans – retail  5,744 
 

3,979 
Interest on loans – corporate  5,413  6,308 
Interest on loans to other banks 81  9 
Interest from AFS financial assets (Note 18) 235  7 

 11,473 
 

10,303 

6.     INTEREST EXPENSE 
 2016                                2015                               
 
Interest on deposits – retail  2,604 

 
2,799 

Interest on deposits – corporate  1,274  1,517 
Interest on subordinated debt 247  25 
Interest on amounts due to other banks and financial institutions 107  107 
Interest on funds over obligatory reserves held at CBBH 31  - 

 4,263 
 

4,448 

7.      FEE AND COMMISSION INCOME 
 2016                                2015 
 
Fees from payment transactions 4,855 

 
4,338 

Fees from guarantees 455  468 

 5,310 
 

4,806 

8.      FEE AND COMMISSION EXPENSE 
 2016                                2015                               
 
E-banking and SWIFT 616 

 
493 

Internal payment transactions 283  264 
 
 899 

 
757 

9.        PERSONNEL EXPENSES 
 2016                                2015                               
 
Net salaries 2,754 

 
2.831 

Taxes and contributions 1,670  1.709 
Other 1,079  969 

 5,503 
 

5.509 

The Bank does not have pension arrangements separate from the Federation of Bosnia and Herzegovina 
pension system. This system requires that current contributions by the employer be calculated as a 
percentage of current gross salary payments and taxes on net salary and these expenses are charged to the 
statement of profit or loss and other comprehensive income in the period the related compensation is earned 
by the employee.  

The number of employees as of 31 December 2016 and 2015 was 197 and 200, respectively. 
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10.       ADMINISTRATIVE EXPENSES 
 2016                                2015 

Litigations 1,168 
 

8 
Fixed assets maintenance 585  519 
Energy, utilities, postal and telecommunication expenses 539  556 
Insurance of deposits  515  468 
Rent 478  485 
Other services 441  444 
Professional services and fees to regulatory bodies  421  243 
Advertising and entertainment 389  223 
Offices supplies and consumables 182  195 
Court and administrative fees 122  95 
Supervisory board and Audit committee members remunerations 99  82 
Insurance expenses  75  73 
Other taxes and contributions 46  46 
Other expenses 408  580 
 

5,468 
 

4,017 

11.       IMPAIRMENT LOSSES AND PROVISIONS, NET 
 

2016                                2015 

Loans to customers (Note 16) 410 
 

(354) 
Other assets (Note 17) 62  164 
Provisions for litigations 39  - 
Provisions for contingent liabilities and commitments (Note 25) 7  58 
Placements with other banks (Note 15) (1)  1 
 

517 
 

(131) 
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12.      INCOME TAX 

Adjustment between income tax presented in tax balance and accounting income tax is presented as follows: 
 
 2016                                2015 
 
Profit before income tax 688 

 
262 

Income tax expense at 10% - statutory rate  69  26 
Effects of non-deductible expenses  104  28 
Effects of transfer pricing 14  - 
Unused tax losses from previous years (2,715)  (2,769) 

Not recognised deferred tax assets (2,528) 
 

(2,715) 

Deferred tax assets are not recognised in these financial statements because the Bank was not able to reliably 
estimate when it could use these assets and in what amount. 

The Bank has KM 25,275 thousand of tax losses carried forward, which if unutilized, will expire as follows: 

2018 – KM 2,537 thousand,  

2019 – KM 22,738 thousand. 

13.   CASH AND CASH EQUIVALENTS 
 
 

31 December 
2016                                

31 December 
2015                               

Current accounts with Central bank of BiH 32,808 
 

49,954 
Current accounts with other banks 21,922  7,822 
Cash on hand 11,709  6,027 
Cheques 9  10 
 

66,448 
 

63,813 

14.      OBLIGATORY RESERVE WITH THE CENTRAL BANK OF BiH 
 
 

31 December 
2016                                

31 December 
2015                               

Obligatory reserve at Central Bank of Bosnia and Herzegovina 27,129 
 

18,004 
Specific reserve by Law on banks, article 42a 10,561  5,831 

 37,690 
 

23,835 

ln accordance with Law on banks (article 42 a), the Bank is obliged to hold 50% of daily balance of received 
payments from public funds, deposits and transactions for budgetary and off budgetary funds in cash as 
specific reserve in the CBBH. Furthermore, if the Bank receives cash from any one source that exceeds 20% 
of its total daily deposits then the bank shall, in accordance with article 42 b, by the next business day, 
maintain the total excess amount in cash to the special reserve account established at the CBBH. 
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31 December 
2015                               

Current accounts with Central bank of BiH 32,808 
 

49,954 
Current accounts with other banks 21,922  7,822 
Cash on hand 11,709  6,027 
Cheques 9  10 
 

66,448 
 

63,813 

14.      OBLIGATORY RESERVE WITH THE CENTRAL BANK OF BiH 
 
 

31 December 
2016                                

31 December 
2015                               

Obligatory reserve at Central Bank of Bosnia and Herzegovina 27,129 
 

18,004 
Specific reserve by Law on banks, article 42a 10,561  5,831 

 37,690 
 

23,835 

ln accordance with Law on banks (article 42 a), the Bank is obliged to hold 50% of daily balance of received 
payments from public funds, deposits and transactions for budgetary and off budgetary funds in cash as 
specific reserve in the CBBH. Furthermore, if the Bank receives cash from any one source that exceeds 20% 
of its total daily deposits then the bank shall, in accordance with article 42 b, by the next business day, 
maintain the total excess amount in cash to the special reserve account established at the CBBH. 
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14.  OBLIGATORY RESERVE WITH THE CENTRAL BANK OF BiH (CONTINUED) 

Minimum obligatory reserve was calculated as a percentage of the average amount of total deposits and 
borrowings for each working day during 10 calendar days following the period of maintaining the obligatory 
reserve. The rates of minimum obligatory reserve are 10% of total short-term deposits and borrowings and 
7% of total long-term deposits and borrowings. 

The new Decision on determining and maintaining obligatory reserves and determining CBBH fees on the 
amount of reserve (“Official Gazette of BiH”, no. 30/16) has been in effect since 1 July 2016, according to 
which a unified obligatory reserve rate of 10% is determined, which the CBBH applies to the basis for 
calculation of the obligatory reserve. CBBH calculates fee on the amount of funds exceeding the obligatory 
reserve at the rate equal to 50% of the rate charged by European Central Bank (ECB) on commercial banks’ 
deposits. 

Cash held at the obligatory reserve account with the CBBH is not available for daily operations without specific 
approval from the CBBH and the Banking Agency of Federation of BiH (“FBA”). 

15.        PLACEMENTS WITH OTHER BANKS 
 
 

31 December 
2016                                

31 December 
2015                               

Intesa Sanpaolo Banka d.d. Bosna i Hercegovina 500 
 

- 
UniCredit Bank AG, Austria -  1,969 
Other 151  42 

 651 
 

2,011 
Less: Impairment loss on placements (1)  (2) 

 650 
 

2,009 
Expected realization    
- within 12 months from the date of the reporting period 500  1,969 
- over 12 months from the date of the reporting period 150  40 

 650 
 

2,009 

The movements in the allowance for impairment losses are summarized as follows: 
 2016  2015 

Balance as at 1 January 2 
 

1 
Changes in impairment, net (Note 11) (1)  1 

Balance as at 31 December  1 
 

2 

As of 31 December 2016, cash deposited at Intesa Sanpaolo Banka d.d. Bosna i Hercegovina are a fixed 
purpose deposit for ensuring unobstructed operation of the platform for conversion of foreign currencies (as 
of 31 December 2015, cash funds were termed at UniCredit Bank AG, Austria with the maturity date on 22 
February 2016). 
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16.   LOANS TO CLIENTS, NET 
 31 December 

2016                                
31 December 

2015                               

Short-term loans:    
Corporate 26,877  27,350 
Retail 4,403  4,036 
Current portion of long-term loans 30,186  28,793 

 61,466  60,179 

Long-term loans:  
 

 
Corporate 97,326  106,134 
Retail 89,007  54,094 
Less: Current portion of long-term loans (30,186)  (28,793) 

 156,147 
 

131,435 
Total loans before allowance for impairment losses 217,613  191,614 
    
Less: Impairment losses based on individual assessment (37,703)  (38,291) 
Less: Impairment is based on a group assessment (3,708)  (3,212) 
 
 176,202 

 
150,111 

The movements in allowance for impairment losses are summarized as follows: 

 2016  2015 

Balance as at 1 January  41,503 
 

41,925 
Changes in impairment, net (Note 11) 410  (354) 
Write-offs (502)  (68) 
 
Balance as at 31 December 41,411 

 
41,503 

An industry analysis of the gross loan portfolio before allowance for impairment losses was as follows: 
 31 December 

2016                                
31 December 

2015                               

Manufacturing and industry 49,030 
 

54,168 
Trade 29,731  30,697 
Construction 19,955  20,258 
Tourism 231  971 
Other 118,666  85,520 
 

217,613 
 

191,614 

The amounts presented in table above include loan principal increased by interest receivables and decreased 
for prepaid loan fees as of 31 December 2016, and 31 December 2015.  
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16.   LOANS TO CLIENTS, NET 
 31 December 

2016                                
31 December 

2015                               
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Corporate 26,877  27,350 
Retail 4,403  4,036 
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Retail 89,007  54,094 
Less: Current portion of long-term loans (30,186)  (28,793) 

 156,147 
 

131,435 
Total loans before allowance for impairment losses 217,613  191,614 
    
Less: Impairment losses based on individual assessment (37,703)  (38,291) 
Less: Impairment is based on a group assessment (3,708)  (3,212) 
 
 176,202 

 
150,111 

The movements in allowance for impairment losses are summarized as follows: 

 2016  2015 

Balance as at 1 January  41,503 
 

41,925 
Changes in impairment, net (Note 11) 410  (354) 
Write-offs (502)  (68) 
 
Balance as at 31 December 41,411 

 
41,503 

An industry analysis of the gross loan portfolio before allowance for impairment losses was as follows: 
 31 December 

2016                                
31 December 

2015                               

Manufacturing and industry 49,030 
 

54,168 
Trade 29,731  30,697 
Construction 19,955  20,258 
Tourism 231  971 
Other 118,666  85,520 
 

217,613 
 

191,614 

The amounts presented in table above include loan principal increased by interest receivables and decreased 
for prepaid loan fees as of 31 December 2016, and 31 December 2015.  
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16.    LOANS TO CLIENTS, NET (CONTINUED) 

Interest rates for loans as at 31 December 2016 and 2015 are summarized as follows: 
 

2016 
 

2015 

Corporate 2.0% - 13.9%  2.0% - 13.0% 
Retail 2.0% - 13.9%  2.0% - 13.9% 

17.      OTHER ASSETS 
 
 

31 December 
2016                                

31 December 
2015                               

Collaterals received 6,407 
 

203 
Receivables on court fees 562  501 
Prepaid expenses 285  230 
Prepaid income tax 164  164 
Fees receivable 79  80 
Tools, consumables and office material 52  76 
Purpose deposit 25  25 
Receivables for card transactions 9  7 
Receivables for sold acquired assets 1  181 
Other assets 320  164 

 7,904 
 

1,631 

Less: Allowance for impairment losses (710) 
 

   (660) 
 
 7,194  971 

The movements in allowance for impairment losses are summarized as follows: 
 2016  2015 

 
Balance as at 1 January  660 

 
547 

Impairment losses, net (Note 11) 62  164 
Write-offs (12)  (51) 

Balance as at 31 December 710 
 

660 
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18.       FINANCIAL ASSETS AVAILABLE-FOR-SALE  

 
31 December 

2016                                
31 December 

2015                               

Debt securities:    
Ministry of Finance FBiH 15,019  5,054 
Accrued interest  24  7 
 15,043  5,061 
Equity securities:    
OIF “LILIUM CASH“ 1,003  - 
OIF “RAIFFEISEN CASH“ 1,002  - 
BOR banka d.d. Sarajevo 151  157 
OIF “LILIUM BALANCED“  105  104 
Tuzlatransport d.o.o. Tuzla 103  103 
Securities Register of FBiH 18  18 
Other 16  16 
 2,398  398 

 17,441  5,459 
Less : Impairment losses (2)  (4) 

 17,439  5,455 

During 2016, the Bank has purchased 9,900 bonds from the Ministry of Finance of FBiH with nominal value 
of KM 9.9 million as follows: 

Code of issue Maturity date 
Quantity 

(in pieces) Yield 
Nominal value 
of investment 

FBIHK12A 2 June 2018 4,900 2.83% 4,900 
FBIHK20A 28 December 2019 3,000 2.99% 3,000 
FBIHK18A 25 May 2021 2,000 1.87% 2,000 

    9,900 

The Bank has also invested in shares of OIF “LILIUM CASH” and OIF “RAIFFEISEN CASH” in amount of KM 
1 million per each (total amount of KM 2 million) on 30 June 2016. On the date of financial report these 
investments  are recognized by net asset value of funds per share.  
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18.       FINANCIAL ASSETS AVAILABLE-FOR-SALE  

 
31 December 

2016                                
31 December 

2015                               

Debt securities:    
Ministry of Finance FBiH 15,019  5,054 
Accrued interest  24  7 
 15,043  5,061 
Equity securities:    
OIF “LILIUM CASH“ 1,003  - 
OIF “RAIFFEISEN CASH“ 1,002  - 
BOR banka d.d. Sarajevo 151  157 
OIF “LILIUM BALANCED“  105  104 
Tuzlatransport d.o.o. Tuzla 103  103 
Securities Register of FBiH 18  18 
Other 16  16 
 2,398  398 

 17,441  5,459 
Less : Impairment losses (2)  (4) 

 17,439  5,455 

During 2016, the Bank has purchased 9,900 bonds from the Ministry of Finance of FBiH with nominal value 
of KM 9.9 million as follows: 

Code of issue Maturity date 
Quantity 

(in pieces) Yield 
Nominal value 
of investment 

FBIHK12A 2 June 2018 4,900 2.83% 4,900 
FBIHK20A 28 December 2019 3,000 2.99% 3,000 
FBIHK18A 25 May 2021 2,000 1.87% 2,000 

    9,900 

The Bank has also invested in shares of OIF “LILIUM CASH” and OIF “RAIFFEISEN CASH” in amount of KM 
1 million per each (total amount of KM 2 million) on 30 June 2016. On the date of financial report these 
investments  are recognized by net asset value of funds per share.  
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18.      FINANCIAL ASSETS AVAILABLE-FOR-SALE (CONTINUED) 

The structure of the ownership of the issuer, may be summarized as follows: 

Issuer % held Industry Country of origin 
OIF “LILIUM CASH” 49.4052 Open fund Bosnia and Herzegovina 
Tuzlatransport d.d. Tuzla 5.26 Transportation Bosnia and Herzegovina 
OIF “LILIUM BALANCED“ 2.01 Open fund Bosnia and Herzegovina 
OIF “RAIFFEISEN CASH“ 0.63 Open fund Bosnia and Herzegovina 
BOR banka d.d. Sarajevo 0.45 Banking Bosnia and Herzegovina 
Union banka d.d. Sarajevo 0.24 Banking Bosnia and Herzegovina 
BiH POS – Card Business 0.16 Bank cards Bosnia and Herzegovina 
Registry of Securities FBiH 0.69 Securities Bosnia and Herzegovina 
Lok Osiguranje d.d. Sarajevo 0.004 Insurance Bosna i Hercegovina 
PBS d.d. Sarajevo 0.001 Banking Bosnia and Herzegovina 
SWIFT - Communications Belgium 

Changes in allowance for impairment may be summarized as follows: 
 2016  2015 

Balance as at 1 January  4  (4) 
Net change in allowance for impairment  (2)  8 

Balance as at 31 December  2  4 

19.       INVESTMENT PROPERTY 
 Buildings  Total 

COST  
 

 
As at 31 December 2014 388  388 
Transfer from tangible assets (Note 20) 857  857 
As at 31 December 2015 1,245  1,245 

As at 31 December 2016 1,245 
 

1,245 

ACCUMULATED DEPRECIATION  
 

 
As at 31 December 2014 81  81 
Depreciation for the year 9  9 
Transfer from tangible assets (Note 20.) 190  190 
As at 31 December 2015 280  280 
Depreciation for the year 16  16 

As at 31 December 2016 296 
 

296 
 
NET BOOK VALUE  

 
 

 
As at 31 December 2016 949 

 
949 

 
As at 31 December 2015 965 

 
965 

As of 31 December 2016, investment property relates to 3 buildings (business premises) that the Bank leases 
to third parties (31 December 2015, 3 building). Annual income on property lease for 2016 is KM 75 thousand 
(KM 57 thousand for 2015). 
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20.       TANGIBLE AND INTANGIBLE ASSETS 
 Buildings and 

land 
Office equipment 

and vehicles Computers 
Investments in 

progress 
Intangible 

assets Total 
COST       
As at 31 December 2014 8,634 2,699 2,459 23 2,698 16,513 
Additions - - - 836 - 836 
Transfer to investment properties (Note 19) (857) - - - - (857) 
Transfer (from) / to - 59 27 (259) 173 - 
Disposals - (38) (56) - (25) (119) 

As at 31 December 2015 7,777 2,720 2,430 600 2,846 16,373 
Additions - - - 1,085 - 1,085 
Transfer (from) / to 172 378 659 (1,611) 402 - 
Disposals - (1,031) (211) - (109) (1,351) 

As at 31 December 2016 7,949 2,067 2,878 74 3,139 16,107 
ACCUMULATED DEPRECIATION       
As at 31 December 2014 802 1,820 2,127 - 2,415 7,164 
Depreciation for the year 106 269 135 - 199 709 
Transfer to investment property (Note 19) (190) - - - - (190) 
Disposals - (38) (56) - (25) (119) 

As at 31 December 2015 718 2,051 2,206 - 2,589 7,564 
Depreciation for the year 101 194 198 - 120 613 
Disposals - (872) (211) - (109) (1,192) 

As at 31 December 2016 819 1,373 2,193 - 2,600 6,985 

NET BOOK VALUE       

Stanje 31. decembra 2016. 7,130 694 685 74 539 9,122 

Stanje 31. decembra 2015. 7,059 669 223 600 258 8,809 
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21.       AMOUNTS DUE TO OTHER BANKS AND FINANCIAL INSTITUTIONS 
 
 

31 December 
2016                                

31 December 
2015                               

 
Ministry of Finance of Federation of Bosnia and Herzegovina 5,248 

 
5,172 

 5,248 
 

5,172 

On 17 May 2005, the Bank made a loan agreement with Ministry of Finance of Federation of Bosnia and 
Herzegovina on utilization of the International Fund for Agricultural Development (IFADLo 562) for financing 
agricultural activities of citizens and legal entities in rural areas. Total amount of borrowed funds shall be 
repaid fully after 12 years of withdrawal of each instalment. Interest of 2% (fixed) is charged on annual basis 
and paid through 2 semi-annual instalments, on 1 March and 1 September.   

On 15 May 2008, the Bank made a loan agreement with Ministry of Finance of Federation of Bosnia and 
Herzegovina on utilization of the International Fund for Agricultural Development (IFADLo 679) for financing 
of citizens and legal entities for projects in municipalities in Unsko-Sanski, Livno and West-Herzegovina 
Cantons. The agreement conditions are as described in previous paragraph except for the fact that the Bank 
is involved in these projects with 20% of financing per each finance line. 

On 15 June 2013, the Bank concluded a third loan agreement with the Ministry of Finance of Federation of 
Bosnia and Herzegovina on utilization of the International Fund for Agricultural Development (IFADLo 772-
BA) for financing agricultural producers and crediting small and medium enterprises in the Project area. 
During 2014, the loan from this line in the amount of KM 296 thousand was realised. 

The Bank is obliged to use loan assets solely for financing ultimate users in accordance with conditions of the 
Project defined in the above-mentioned agreement. The loan funds will be used as revolving credit line for 
the same purposes and requirements as defined in the agreement. The Bank bears risk if ultimate customer 
fails to repay loan. 
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22.        AMOUNTS DUE TO CUSTOMERS 
 
 

31 December 
2016                                

31 December 
2015                               

Demand deposits:     
Retail:     

In KM 41,331  32,054 
In foreign currencies 12,348  10,034 

 53,679  42,088 
Corporate:    

In KM 42,526  32,198 
In foreign currencies 19,711  12,353 

 62,237  44,551 
Other governmental and non-governmental organizations:    

In KM 19,705  9,427 
In foreign currencies 26  27 

 19,731  9,454 

 135,647  96,093 

Fixed-term deposits:   
 

 
Retail:    

In KM 32,214  31,802 
In foreign currencies 58,747  56,214 

 90,961  88,016 
Corporate:    

In KM 24,392  22,782 
In foreign currencies 21,583  7,088 

 45,975  29,870 
Other governmental and non-governmental organizations:    

In KM 1,423  2,207 

 1,423  2,207 

 138,359  120,093 

 274,006  216,186 

Annual interest rates on demand deposits for corporate clients ranged from 0.05% to 1.86% in 2016 (from 
0.05% to 1.10% in 2015). Annual interest rates on fixed-term deposits for corporate clients ranged from 0.11% 
to 3.26% in 2016 (from 0.25% to 6.0% in 2015), depending on the term deposit period. 

Annual interest rates on demand deposits for retail clients were 0% in 2016 (0% in 2015). Annual interest 
rates on fixed-term deposits for retail clients ranged from 0.1% to 5% in 2016 (from 0.1% to 5% in 2015), 
depending on the term deposit period. 
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22.        AMOUNTS DUE TO CUSTOMERS 
 
 

31 December 
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31 December 
2015                               
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In KM 41,331  32,054 
In foreign currencies 12,348  10,034 

 53,679  42,088 
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In KM 19,705  9,427 
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 19,731  9,454 

 135,647  96,093 

Fixed-term deposits:   
 

 
Retail:    

In KM 32,214  31,802 
In foreign currencies 58,747  56,214 

 90,961  88,016 
Corporate:    

In KM 24,392  22,782 
In foreign currencies 21,583  7,088 

 45,975  29,870 
Other governmental and non-governmental organizations:    

In KM 1,423  2,207 

 1,423  2,207 

 138,359  120,093 

 274,006  216,186 

Annual interest rates on demand deposits for corporate clients ranged from 0.05% to 1.86% in 2016 (from 
0.05% to 1.10% in 2015). Annual interest rates on fixed-term deposits for corporate clients ranged from 0.11% 
to 3.26% in 2016 (from 0.25% to 6.0% in 2015), depending on the term deposit period. 

Annual interest rates on demand deposits for retail clients were 0% in 2016 (0% in 2015). Annual interest 
rates on fixed-term deposits for retail clients ranged from 0.1% to 5% in 2016 (from 0.1% to 5% in 2015), 
depending on the term deposit period. 
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23.       SUBORDINATED DEBT 
 
 

31 December 
2016                                

31 December 
2015                               

Fabrika duhana d.d. Sarajevo and others 4.919 
 

4,919 
Vlada Hercegovačko-neretvanskog Kantona  1,084  1,081 
Medžlis IZ Mostar 341  341 
Accrued interest 25  24 
 
 6,369 

 
6,365 

The Bank disposes of funds in the amount of KM 1,084 thousand and KM 1,081 thousand as of 31 December 
2016 and 2015, respectively, granted by the Government of Herzegovina-Neretva Canton for lending and 
financing agricultural development and improvement of employment situation. These funds are also 
considered as additional equity based on the Decision of Banking Agency of the Federation of Bosnia and 
Herzegovina, dated 17 April 2003.  

The amount of KM 341 thousand as of 31 December 2016 and 2015, respectively, represent funds granted 
by Foundation “Bošnjaci”, Mostar, for further lending and financing. These funds are considered as additional 
equity based on the Decision of the Banking Agency of the Federation of Bosnia and Herzegovina, dated 10 
January 2001. Foundation ‘Bošnjaci’, Mostar is in the liquidation process, and has transferred its assets to 
Medžlis IZ Mostar in September of 2010. 

On 24 November 2015 Securities Commission of the Federation of Bosnia and Herzegovina adopted the 
Decision No. 03/1-19-322/15, by which issuing bonds by public offering of the issuer Vakufska Banka d.d. 
Sarajevo declared successful. With the same Decision, the Commission approves the registration of the 
bonds in the Securities Register in Federation of Bosnia and Herzegovina in the amount of KM 4,919 
thousand, and this by entering 49,188 bonds with a nominal value of 100,00 KM per bond. 

The Bank has upon the reception of the Decision of the Commission, submitted an Order for the registration 
of the securities in the Securities Register of the Federation of BiH and admission to bondholders. 

The funds are granted with a maturity of 5 years (repayment of principal on 24 November 2020) with interest 
rate of 5% per annum. Interest payments are semi-annual on 24 May and 24 November 2016, 2017, 2018, 
2019, 24 May 2020 and 22 November 2020. 

On basis of the Decision of the FBA number 04-3-3598-1/14 of 10 October 2014, subordinated debt may be 
classified as Tier 2 capital in the calculation of capital adequacy. Recognition of subordinated debt as 
additional capital of the Bank will be based on the amortization schedule. 
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24.      OTHER LIABILITIES 
 31 December 

2016                                
31 December 

2015                               
 
Managed funds (Note 27) 456 

 
476 

Liabilities for unallocated inflow 391  37 
Liabilities for court settlements 338  - 
Provisions for employee benefits 222  241 
Liabilities to employees 218  216 
Accrued expenses 215  57 
Liabilities for taxes and contributions 161  155 
Liabilities toward suppliers 143  142 
Deferred income 73  87 
Provision for litigations 39  - 
Other liabilities 602  324 
 
 2,858 

 
1,735 

The amount of provision for employee benefits employees relate to provisions for compensations to 
employees for severance payments, while movements in provisions for court proceedings relate to litigations 
for which the Bank estimates high probability of losing them, and can be presented as follows: 

 
Provision for 

litigations  
Provision for 

employee 
benefits 

    
Balance as at 1 January 2015 -  489 

Additional provisions, net -  (20) 
Release arising from payments -  (228) 

Balance as at 31 December 2015 -  241 

Additional provisions, net 39  (1) 
Release arising from payments -  (18) 

Balance as at 31 December 2016 39  222 
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24.      OTHER LIABILITIES 
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litigations  
Provision for 

employee 
benefits 

    
Balance as at 1 January 2015 -  489 

Additional provisions, net -  (20) 
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25.      PROVISIONS  

In the ordinary course of business, the Bank enters into credit related commitments that are recorded in off-
balance sheet accounts and primarily include guarantees, letters of credit and undrawn loan commitments. 

 
 

31 December 
2016                                

31 December 
2015                               

 Performance guarantees 13,379 
 

17,327 
 Contracted loans 14,077  8,995 
 Payment guarantees 2,902  4,178 
 
 30,358 

 
30,500 

 
Provisions for commitments and contingent liabilities 400 

 
393 

Provisions for contingent liabilities are recognized when the Bank has a present obligation as a result of a 
past event, and it is probable that the Bank will be required to settle that obligation. 

Movements in provisions for commitments and contingent liabilities is as follows: 
 2016  2015 

 
Balance as at 1 January 393 

 
335 

Changes in provisions, net (Note 11) 7  58 

Balance as at 31 December 400 
 

393 
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26.       RELATED-PARTY TRANSACTIONS 

Related parties, as defined by IAS 24, are those counter parties that represent:  

 companies that directly, or indirectly through one or more intermediaries, control, or are controlled 
by, or are under common control with, the reporting enterprise. (This includes holding companies, 
subsidiaries and fellow subsidiaries); 

 associates – companies in which the Bank has significant influence and which is neither a subsidiary 
nor a joint venture of the investor; 

 individuals owning, directly or indirectly, an interest in the voting power of the Bank that gives them 
significant influence over the Bank, and anyone expected to influence, or be influenced by, that 
person in their dealings with the Bank; 

 key management personnel, that is, those persons having authority and responsibility for planning, 
directing and controlling the activities of the Bank, including directors and officers of the Bank and 
close members of the families of such individuals; and 

 companies in which a substantial interest in the voting power is owned, directly or indirectly, by any 
person described in (c) or (d) or over which such a person is able to exercise significant influence. 
This includes companies owned by directors or major shareholders of the Bank and companies that 
have a member of key management in common with the Bank. 

In considering each possible related party relationship, attention is directed to the substance of the 
relationship, and not merely the legal form. 

Transactions with shareholders can be presented as follows:  

 31 December 2016 31 December 2015 
 Receivables  Liabilities Receivables Liabilities 

Management, Supervisory board 
members and other related parties 5,493 9,273 1,849 9,730 

 5,493 9,273 1,849 9,730 
 

 2016 2015 

 Interest 
Income 

Other 
Expenses 

Interest 
Income 

Other 
Expenses 

Management, Supervisory board 
members and related parties 58 25 27 321 

 58 25 27 321 
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26.       RELATED-PARTY TRANSACTIONS 

Related parties, as defined by IAS 24, are those counter parties that represent:  

 companies that directly, or indirectly through one or more intermediaries, control, or are controlled 
by, or are under common control with, the reporting enterprise. (This includes holding companies, 
subsidiaries and fellow subsidiaries); 

 associates – companies in which the Bank has significant influence and which is neither a subsidiary 
nor a joint venture of the investor; 

 individuals owning, directly or indirectly, an interest in the voting power of the Bank that gives them 
significant influence over the Bank, and anyone expected to influence, or be influenced by, that 
person in their dealings with the Bank; 

 key management personnel, that is, those persons having authority and responsibility for planning, 
directing and controlling the activities of the Bank, including directors and officers of the Bank and 
close members of the families of such individuals; and 

 companies in which a substantial interest in the voting power is owned, directly or indirectly, by any 
person described in (c) or (d) or over which such a person is able to exercise significant influence. 
This includes companies owned by directors or major shareholders of the Bank and companies that 
have a member of key management in common with the Bank. 

In considering each possible related party relationship, attention is directed to the substance of the 
relationship, and not merely the legal form. 

Transactions with shareholders can be presented as follows:  

 31 December 2016 31 December 2015 
 Receivables  Liabilities Receivables Liabilities 

Management, Supervisory board 
members and other related parties 5,493 9,273 1,849 9,730 

 5,493 9,273 1,849 9,730 
 

 2016 2015 

 Interest 
Income 

Other 
Expenses 

Interest 
Income 

Other 
Expenses 

Management, Supervisory board 
members and related parties 58 25 27 321 

 58 25 27 321 
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26.        RELATED-PARTY TRANSACTIONS (CONTINUED) 
 
 

31 December 
2016 

 31 December 
2015 

Loans to shareholders (other than included in tables above) 5,117 
 

7,644 
Contingent liabilities toward shareholders 584  860 
 
 5,701 

 
8,504 

The transactions presented above are made under regular commercial terms on an arm length basis. The 
compensations of directors, supervisory board members, audit committee and other members of key 
management were as follows: 
 
 

31 December 
2016 

 31 December 
2015 

 
Compensations for directors and other key management 787  632 
Taxes and contributions 369  317 
 

1,156  949 

27.         MANAGED FUNDS 

The Bank manages assets on behalf of third parties. These assets are recorded separately from the Bank’s 
assets. For its services, the Bank charges a fee in accordance with agreements made with the funds’ owners. 

 31 December 
2016                                

31 December 
2015                               

Sources    
JU Kantonalni fond za pomoć u stambenom zbrinjavanju Bihać 14,592  14,750 
FBiH Ministry of Agriculture 2,798  2,798 
Canton Sarajevo  1,327  1,329 
Employment Agency in Canton Sarajevo 781  781 
BH Pošta 686  686 
Medžlis IZ Mostar 109  110 
Chamber of commerce of Sarajevo Canton 96  123 
Municipality Jablanica 33  40 
 
 20,422 

 
20,617 

Placements    
Corporate 15,770  15,858 
Retail 4,196  4,283 

 19,966 
 

20,141 

Net liability (Note 24) (456) 
 

(476) 

The Bank manages as a trustee on behalf of third parties through long-term loans issued to legal entities and 
retail. The Bank is not exposed to the risk for these placements and charges a fee for their services. 
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28.    FINANCIAL INSTRUMENTS 

a)   Capital risk management 

The Bank’s objectives when managing capital, which is a broader concept than the ‘equity’ on the face of the 
statement of profit or loss and other comprehensive income, are: 

• To comply with the capital requirements set by the regulators of the banking markets; 

• To safeguard the Bank’s ability to continue as a going concern so that it can continue to provide returns      
for shareholders and benefits for other stakeholders; and  

• To maintain a strong capital base to support the development of its business. 

The Bank expects to maintain its debt to capital ratio. Solvency indicators were as follows. 

 
31 December 

2016  
31 December 

2015 

Debt 285,623  227,723 
Equity 26,851  26,161 

Debt to equity ratio (%) 9.40  11.49 

Debt is defined as liabilities to banks and financial institutions, deposits from customers and subordinated 
debt, as presented in the Notes 21, 22 and 23. Equity includes shareholders' equity and retained earnings. 

Capital adequacy and the use of regulatory capital are monitored daily by the Bank’s management, employing 
techniques based on the guidelines developed by FBA for supervisory purposes. The required information is 
filed with the FBA on a monthly basis. 

FBA requires each bank to: (a) hold the minimum level of the share capital and the lowest level of net capital 
(regulatory capital) of KM 15 million, and (b) maintain a ratio of total regulatory capital to the risk-weighted 
asset at or above the minimum of 12%.  

On 30 May 2014, FBA issued new Decision on minimum standards for capital management and capital hedge, 
effective for 2014). By this decision, the Bank’s regulatory capital is divided into two tiers: 

 Tier 1 capital or Core Capital: KM 22,221 thousand (2015: ordinary shares and retained earnings 
indefinitely allocated by the Bank’s shareholders for coverage future net losses (if any), reduced by 
intangible assets and negative revaluation reserves); and 

 Tier 2 capital or Supplementary Capital: KM 7,406 thousand (2015: general regulatory reserves in 
accordance with FBA regulations (calculated for regulatory reporting only) and subordinated debt, 
increased by positive revaluation reserves). 

The risk-weighted assets are measured by means of a hierarchy of four weights classified according to the 
nature of – and reflecting an estimate of credit, market and other risks associated with – each asset and 
counterparty, taking into account any eligible collateral or guarantees. A similar treatment is adopted for off-
balance sheet exposure, with some adjustments to reflect the more contingent nature of the potential losses.  

As of 31 December 2016 the Bank’s capital adequacy amounted to 10.9%, which is below the statutory 
minimum of 12%. Note 31 describes plans and activities for resolving this situation.   
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28.    FINANCIAL INSTRUMENTS 

a)   Capital risk management 

The Bank’s objectives when managing capital, which is a broader concept than the ‘equity’ on the face of the 
statement of profit or loss and other comprehensive income, are: 

• To comply with the capital requirements set by the regulators of the banking markets; 

• To safeguard the Bank’s ability to continue as a going concern so that it can continue to provide returns      
for shareholders and benefits for other stakeholders; and  

• To maintain a strong capital base to support the development of its business. 

The Bank expects to maintain its debt to capital ratio. Solvency indicators were as follows. 

 
31 December 

2016  
31 December 

2015 

Debt 285,623  227,723 
Equity 26,851  26,161 

Debt to equity ratio (%) 9.40  11.49 

Debt is defined as liabilities to banks and financial institutions, deposits from customers and subordinated 
debt, as presented in the Notes 21, 22 and 23. Equity includes shareholders' equity and retained earnings. 

Capital adequacy and the use of regulatory capital are monitored daily by the Bank’s management, employing 
techniques based on the guidelines developed by FBA for supervisory purposes. The required information is 
filed with the FBA on a monthly basis. 

FBA requires each bank to: (a) hold the minimum level of the share capital and the lowest level of net capital 
(regulatory capital) of KM 15 million, and (b) maintain a ratio of total regulatory capital to the risk-weighted 
asset at or above the minimum of 12%.  

On 30 May 2014, FBA issued new Decision on minimum standards for capital management and capital hedge, 
effective for 2014). By this decision, the Bank’s regulatory capital is divided into two tiers: 

 Tier 1 capital or Core Capital: KM 22,221 thousand (2015: ordinary shares and retained earnings 
indefinitely allocated by the Bank’s shareholders for coverage future net losses (if any), reduced by 
intangible assets and negative revaluation reserves); and 

 Tier 2 capital or Supplementary Capital: KM 7,406 thousand (2015: general regulatory reserves in 
accordance with FBA regulations (calculated for regulatory reporting only) and subordinated debt, 
increased by positive revaluation reserves). 

The risk-weighted assets are measured by means of a hierarchy of four weights classified according to the 
nature of – and reflecting an estimate of credit, market and other risks associated with – each asset and 
counterparty, taking into account any eligible collateral or guarantees. A similar treatment is adopted for off-
balance sheet exposure, with some adjustments to reflect the more contingent nature of the potential losses.  

As of 31 December 2016 the Bank’s capital adequacy amounted to 10.9%, which is below the statutory 
minimum of 12%. Note 31 describes plans and activities for resolving this situation.   
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28.   FINANCIAL INSTRUMENTS (CONTINUED) 

a)  Capital risk management (continued) 

 
31 December 

2016 
 31 December 

2015 
Core capital – Tier 1 capital    
Ordinary shares 22,504  22,504 
Reserves 257  - 
Less: Intangible assets (540)  (257) 
Uncovered loss -  (6) 
Negative revaluation reserves -  (1) 

Total Core capital 22,221  22,240 
    
Supplementary capital – Tier 2 capital    
General regulatory reserves to the FBA regulations 2,146  2,711 
Subordinated debt 5,259  6,241 

Total Supplementary capital 7,406  8,952 
     
Deductions from capital    
Shortfall in regulatory reserves (7,301)  (9,508) 
    
Net capital 22,326  21,684 
    
Risk-weighted assets (unaudited) 192,313  154,177 
Weighted operational risk (unaudited) 13,411  12,695 
    
Total weighted risks 205,724  166,872 
    
Capital adequacy ratio (%) 10,9  13.0 
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28.   FINANCIAL INSTRUMENTS (CONTINUED) 

b)   Significant accounting policies 

Details of the significant accounting policies and methods adopted, including the criteria for recognition, the 
basis of measurement and the basis on which income and expenses are recognized, in respect of each class 
of financial asset, financial liability and equity instrument are disclosed in Note 3 to the financial statements. 

c)  Categories of financial instruments 

 
31 December  

2016  
31 December 

2015 
Financial assets    
Loans and receivables    

Cash and cash equivalents 
(including Obligatory reserve with the CBBH) 104,138  87,648 
Placements with other banks 650  2,009 
Loans to clients, net 176,202  150,111 

Financial assets recognized at fair value through profit or loss                    38  44 
Financial assets available-for-sale 17,439  5,455 

 298,467 
 

245,267 
Financial liabilities     
At amortized cost      

Due to other banks and financial institutions 5,248  5,172 
Due to customers 274,006  216,186 
Subordinated debt 6,369  6,365 

 285,623  227,723 

d)   Financial risk management objectives 

The Bank’s Treasury function provides services to the business, co-ordinates access to domestic and 
international financial markets, monitors and manages the financial risks relating to the operations of the Bank 
through internal risk reports which analyze exposures by degree and magnitude of risks. These risks include 
market risk (including currency risk and fair value interest rate risk), credit risk, liquidity risk and cash flow 
interest rate risk.   

e)     Market risk 

The Bank’s activities expose it primarily to the financial risks of changes in foreign currency exchange rates 
and interest rates (see below points f and g). Market risk exposures are supplemented by sensitivity analysis. 
There has been no change to the Bank’s exposure to market risks or the manner in which it manages and 
measures the risk. 
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28.   FINANCIAL INSTRUMENTS (CONTINUED) 

b)   Significant accounting policies 

Details of the significant accounting policies and methods adopted, including the criteria for recognition, the 
basis of measurement and the basis on which income and expenses are recognized, in respect of each class 
of financial asset, financial liability and equity instrument are disclosed in Note 3 to the financial statements. 

c)  Categories of financial instruments 

 
31 December  

2016  
31 December 

2015 
Financial assets    
Loans and receivables    

Cash and cash equivalents 
(including Obligatory reserve with the CBBH) 104,138  87,648 
Placements with other banks 650  2,009 
Loans to clients, net 176,202  150,111 

Financial assets recognized at fair value through profit or loss                    38  44 
Financial assets available-for-sale 17,439  5,455 

 298,467 
 

245,267 
Financial liabilities     
At amortized cost      

Due to other banks and financial institutions 5,248  5,172 
Due to customers 274,006  216,186 
Subordinated debt 6,369  6,365 

 285,623  227,723 

d)   Financial risk management objectives 

The Bank’s Treasury function provides services to the business, co-ordinates access to domestic and 
international financial markets, monitors and manages the financial risks relating to the operations of the Bank 
through internal risk reports which analyze exposures by degree and magnitude of risks. These risks include 
market risk (including currency risk and fair value interest rate risk), credit risk, liquidity risk and cash flow 
interest rate risk.   

e)     Market risk 

The Bank’s activities expose it primarily to the financial risks of changes in foreign currency exchange rates 
and interest rates (see below points f and g). Market risk exposures are supplemented by sensitivity analysis. 
There has been no change to the Bank’s exposure to market risks or the manner in which it manages and 
measures the risk. 
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f)   Foreign currency risk management 

The Bank undertakes certain transactions denominated in foreign currencies. Hence, exposures to exchange 
rate fluctuations arise.  

The carrying amounts of the Bank’s monetary assets and monetary liabilities in foreign currencies at the 
reporting date are as follows: 

 KM EUR USD 
Other 

currencies Total 
As at 31 December 2016      
ASSETS      
Cash and cash equivalents 41,900 6,955 15,978 1,615 66,448 
Obligatory reserves with the Central Bank 37,690 - - - 37,690 
Placements with other banks 650 - - - 650 
Loans and receivables 45,568 130,634 - - 176,202 
Assets held for trading 38 - - - 38 
Financial assets available-for-sale  17,439 - - - 17,439 

Total  143,285 137,589 15,978 1,615 298,467 

LIABILITIES      
Due to customers  161,590 95,060 15,951 1,405 274,006 
Liabilities to banks and other financial 
institutions 5,248 - - - 5,248 
Subordinated debt 6,028 341 - - 6,369 

Total  172,866 95,401 15,951 1,405 285,623 

As at 31 December 2015      
Total monetary assets 122,311 118,650 2,894 1,412 245,267 

Total monetary liabilities 141,673 81,991 2,880 1,179 227,723 
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28. FINANCIAL INSTRUMENTS (CONTINUED) 

f)   Foreign currency risk management (continued) 

Foreign currency sensitivity analysis 

The Bank is mainly exposed to EUR and USD. Since Convertible Mark (KM) is pegged to EUR, the Bank is 
not exposed to risk of change of EUR exchange rate.  

The following table details the Bank’s sensitivity to a 10% increase and decrease in KM against USD. 10% is 
the sensitivity rate used when reporting foreign currency risk internally to key management personnel and 
represents management’s assessment of the reasonably possible change in foreign exchange rates. The 
sensitivity analysis includes only outstanding foreign currency denominated monetary items and adjusts their 
translation at the period end for a 10% change. A positive number below indicates an increase in profit where 
KM strengthens 10% against the relevant currency. For a 10% weakening of KM against the relevant 
currency, there would be an equal and opposite impact on the profit, and the balances below would be 
negative. 

 2016 2015 

Profit or loss  3 2 

Sensitivity to other currencies is not significant because the low amounts of foreign currency in these 
currencies as at 31 December 2016 and 2015. 

g)   Interest rate risk 

The Bank is exposed to interest rate risk as the Bank places and borrows funds at both fixed and floating 
interest rates.  

The Bank’s exposures to interest rates on financial assets and financial liabilities are detailed in the liquidity 
risk management section of this note (see point i). 

Interest rate sensitivity analysis 

The sensitivity analyses below have been determined based on the exposure to interest rates for non-
derivative instruments at the reporting period date. The analysis is prepared assuming the amounts of 
financial instruments outstanding at the reporting period date were outstanding for the whole year. A 50 basis 
point increase or decrease is used when reporting interest rate risk internally to key management personnel 
and represents management’s assessment of the reasonably possible change in interest rates.  

If interest rates had been 50 basis points higher/lower and all other variables were held constant, the Bank’ 
net result for the year ended 31 December 2016 would increase / decrease by KM 268 thousand (2015: by 
KM 352 thousand). 
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28. FINANCIAL INSTRUMENTS (CONTINUED) 

f)   Foreign currency risk management (continued) 

Foreign currency sensitivity analysis 

The Bank is mainly exposed to EUR and USD. Since Convertible Mark (KM) is pegged to EUR, the Bank is 
not exposed to risk of change of EUR exchange rate.  

The following table details the Bank’s sensitivity to a 10% increase and decrease in KM against USD. 10% is 
the sensitivity rate used when reporting foreign currency risk internally to key management personnel and 
represents management’s assessment of the reasonably possible change in foreign exchange rates. The 
sensitivity analysis includes only outstanding foreign currency denominated monetary items and adjusts their 
translation at the period end for a 10% change. A positive number below indicates an increase in profit where 
KM strengthens 10% against the relevant currency. For a 10% weakening of KM against the relevant 
currency, there would be an equal and opposite impact on the profit, and the balances below would be 
negative. 

 2016 2015 

Profit or loss  3 2 

Sensitivity to other currencies is not significant because the low amounts of foreign currency in these 
currencies as at 31 December 2016 and 2015. 

g)   Interest rate risk 

The Bank is exposed to interest rate risk as the Bank places and borrows funds at both fixed and floating 
interest rates.  

The Bank’s exposures to interest rates on financial assets and financial liabilities are detailed in the liquidity 
risk management section of this note (see point i). 

Interest rate sensitivity analysis 

The sensitivity analyses below have been determined based on the exposure to interest rates for non-
derivative instruments at the reporting period date. The analysis is prepared assuming the amounts of 
financial instruments outstanding at the reporting period date were outstanding for the whole year. A 50 basis 
point increase or decrease is used when reporting interest rate risk internally to key management personnel 
and represents management’s assessment of the reasonably possible change in interest rates.  

If interest rates had been 50 basis points higher/lower and all other variables were held constant, the Bank’ 
net result for the year ended 31 December 2016 would increase / decrease by KM 268 thousand (2015: by 
KM 352 thousand). 
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28.   FINANCIAL INSTRUMENTS (CONTINUED) 

h)   Credit risk management 

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

The Bank’s exposure and the credit ratings of its counterparties are continuously monitored and the aggregate 
value of transactions concluded is spread amongst approved counterparties. Credit exposure is controlled by 
counterparty limits that are reviewed and approved by the Board for credit risk management. 

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

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

Financial assets 

 

Total gross 
carrying 
amount 

Unimpaired 
assets 

Impaired 
assets Impairment 

Total net 
carrying 
amount 

As at 31 December 2016      
Cash and cash equivalents  66,448 66,448 - - 66,448 
Obligatory reserves at CBBH  37,690 37,690 - - 37,690 
Placements with other banks 651 499 152 (1) 650 
Loans to clients 217,613 153,848 63,765 (41,411) 176,202 
Financial assets at FVTPL 38 38 - - 38 
Financial assets available-for-
sale  17,441 15,043 2,398 (2) 17,439 

 339,881 273,566 66,315 (41,414) 298,467 
As at 31 December 2015      
Cash and cash equivalents 63,813 63,813 - - 63,813 

Obligatory reserves at CBBH 23,835 23,835 - - 23,835 
Placements with other banks 2,009 1,969 42 (2) 2,009 
Loans to clients  191,614 120,214 71,400 (41,503) 150,111 
Financial assets at FVTPL 44 44 - - 44 
Financial assets available-for-
sale 5,455 5,061 398 (4) 5,455 

 286,770 214,936 71,840 (41,509) 245,267 
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h)  Credit risk management (continued) 

Credit exposure and collateral 

 Given loans 

Unused 
credits 

approved and 
overdraft 

limits 

Guarantees 
issued / letters 

of credit  
Value of 
collateral 

31 December 2016      
Corporate 124,203 10,496 16,131  83,413 
Retail 93,410 3,581 150  6,590 

 217,613 14,077 16,281  90,003 

      
31 December 2015      
Corporate 133,484 6,051 21,366  106,078 
Retail 58,130 2,944 139  6,257 

 191,614 8,995 21,505  112,335 

Fair value of collateral 

 31 December 
2016  

31 December 
2015 

 
Properties 86,835  108,630 
Deposits  3,168  3,705 

 90,003  112,335 

Aging analysis 

 

Total gross 
loans given 

to clients  Not due 
Till 30 

days 
31 – 90 

 days 
91 – 180 

days 
181 – 

270 days 
Over 270 

days 

31 December 2016        
Corporate 124,203 66,024 440 636 647 101 56,355 
Retail 93,410 91,132 270 308 80 73 1,547 

 217,613 157,156 710 944 727 174 57,902 

31 December 2015        
Corporate 133,484 67,622 919 1,919 230 5,906 56,888 
Retail 58,130 56,189 203 81 101 268 1,288 

 191,614 123,811 1,122 2,000 331 6,174 58,176 
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h)  Credit risk management (continued) 

Credit exposure and collateral 

 Given loans 

Unused 
credits 

approved and 
overdraft 

limits 

Guarantees 
issued / letters 

of credit  
Value of 
collateral 

31 December 2016      
Corporate 124,203 10,496 16,131  83,413 
Retail 93,410 3,581 150  6,590 

 217,613 14,077 16,281  90,003 

      
31 December 2015      
Corporate 133,484 6,051 21,366  106,078 
Retail 58,130 2,944 139  6,257 

 191,614 8,995 21,505  112,335 

Fair value of collateral 

 31 December 
2016  

31 December 
2015 

 
Properties 86,835  108,630 
Deposits  3,168  3,705 

 90,003  112,335 

Aging analysis 

 

Total gross 
loans given 

to clients  Not due 
Till 30 

days 
31 – 90 

 days 
91 – 180 

days 
181 – 

270 days 
Over 270 

days 

31 December 2016        
Corporate 124,203 66,024 440 636 647 101 56,355 
Retail 93,410 91,132 270 308 80 73 1,547 

 217,613 157,156 710 944 727 174 57,902 

31 December 2015        
Corporate 133,484 67,622 919 1,919 230 5,906 56,888 
Retail 58,130 56,189 203 81 101 268 1,288 

 191,614 123,811 1,122 2,000 331 6,174 58,176 
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28.   FINANCIAL INSTRUMENTS (CONTINUED) 

i)   Liquidity risk management 

The ultimate responsibility for liquidity risk management lies with the Management Board, which has created 
an adequate framework for the management of liquidity risk to be used for the management of long-, mid- 
and short-term needs for the management of the Bank’s liquidity. The Bank manages this type of risk by 
maintaining adequate reserves, loans from other banks and other sources of financing, by constantly 
monitoring the projected and actual cash flows and by comparing maturity profiles of financial assets and 
liabilities. 

Liquidity and interest risk tables 

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

Financial liabilities 

Weighted 
average 
effective 
interest 

rate 

Less 
than  

1 month 
1 to 3 

months 

3 months 
to  

1 year 
1 to 5 
years 

Over 5 
years 

 
 

Total 

 % KM KM KM KM KM KM 
31 December 2016        

Non-interest bearing - 2,167 - - - - 2,167 
Variable interest rate 
instruments 0.47 128,352 14 145 713 1,197 130,421 
Fixed interest rate 
instruments 2.50 28,444 10,197 41,029 65,988 1,351 147,009 

  158,963 10,211 41,174 66,701 2,548 279,597 
31 December 2015        

Non-interest bearing - 
             

88,435  
                 

4  
              

495  
            

856  
          

1,043  90,833  
Variable interest rate 
instruments 0.30 

               
5,504  

                
-    - - - 5,504  

Fixed interest rate 
instruments 3.21 

             
24,050  

          
9,693  

         
37,082  

       
53,242  

          
1,511  125,578  

  117,989 9,697 37,577 54,098 2,554 221,915 
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i)   Liquidity risk management (continued) 

The following table details the Bank’s remaining contractual maturity for its undiscounted financial assets. 
The table has been drawn up based on the undiscounted cash flows of the financial assets including interest 
that will be earned on those assets except where the Bank anticipates that the cash flow will occur in a 
different period. 

Financial assets 

Weighted 
average 
effective 
interest 

rate 

Less 
than  

1 month 
1 to 3 

months 

3 months 
to  

1 year 
1 to 5 
years 

Over 5 
years 

 
 

Total 
 % KM KM KM KM KM KM 
31 December 2016        

Non-interest bearing - 104,073 - - - - 104,073 
Variable interest rate 
instruments 6.40 1,957 19 77 334  -    2,387 
Fixed interest rate 
instruments 7.85 63,205 10,584 42,521 96,493 35,428 248,231 

   169,235   10,603   42,598   96,827   35,428   354,691  
31 December 2015        

Non-interest bearing - 87,647 - - - - 87,647 
Variable interest rate 
instruments 2.86 39 1,994 107 209 - 2,349 
Fixed interest rate 
instruments 7.21 74,694 10,182 35,352 76,191 13,429 209,848 

  162,381 12,176 35,459 76,400 13,429 299,845 

29.       EARNINGS PER SHARE 

Basic earnings per share is calculated by dividing the net profit attributable to ordinary shareholders by 
weighted average number of ordinary shares in issue during the year.  

 2016  2015 

Net profit / (loss) for the year (KM ‘000) 688  262 
Weighted average number of regular shares for the year 600,104  523,337 
 
Basic earnings / (loss) per share (KM) 1.15  0.50 
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i)   Liquidity risk management (continued) 

The following table details the Bank’s remaining contractual maturity for its undiscounted financial assets. 
The table has been drawn up based on the undiscounted cash flows of the financial assets including interest 
that will be earned on those assets except where the Bank anticipates that the cash flow will occur in a 
different period. 

Financial assets 

Weighted 
average 
effective 
interest 

rate 

Less 
than  

1 month 
1 to 3 

months 

3 months 
to  

1 year 
1 to 5 
years 

Over 5 
years 

 
 

Total 
 % KM KM KM KM KM KM 
31 December 2016        

Non-interest bearing - 104,073 - - - - 104,073 
Variable interest rate 
instruments 6.40 1,957 19 77 334  -    2,387 
Fixed interest rate 
instruments 7.85 63,205 10,584 42,521 96,493 35,428 248,231 

   169,235   10,603   42,598   96,827   35,428   354,691  
31 December 2015        

Non-interest bearing - 87,647 - - - - 87,647 
Variable interest rate 
instruments 2.86 39 1,994 107 209 - 2,349 
Fixed interest rate 
instruments 7.21 74,694 10,182 35,352 76,191 13,429 209,848 

  162,381 12,176 35,459 76,400 13,429 299,845 

29.       EARNINGS PER SHARE 

Basic earnings per share is calculated by dividing the net profit attributable to ordinary shareholders by 
weighted average number of ordinary shares in issue during the year.  

 2016  2015 

Net profit / (loss) for the year (KM ‘000) 688  262 
Weighted average number of regular shares for the year 600,104  523,337 
 
Basic earnings / (loss) per share (KM) 1.15  0.50 
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30.   FAIR VALUE MEASUREMENT 

30.1  Fair value of the Bank's financial assets and financial liabilities that are measured at fair value on a recurring basis   

Some of the Bank’s financial assets and financial liabilities are measured at fair value at the end of each reporting period. The following table gives information about 
how the fair values of these financial assets and financial liabilities are determined (in particular, the valuation technique(s) and inputs used). 

Financial assets / 
financial liabilities 

Fair value as at Fair value 
hierarchy 

Valuation 
techniques and 

input data 
 31 December 2016 31 December 2015 

 
  

     
1) Financial assets at 
FVTPL 

Equity securities quoted on the stock exchange in 
Bosnia and Herzegovina:  
 Union banka d.d. Sarajevo – KM 38 thousand 

Equity securities quoted on the stock exchange in 
Bosnia and Herzegovina:  
 Union banka d.d. Sarajevo – KM 44 thousand 

Level 1 Prices not quoted in 
an active market. 

2) Financial assets 
available for sale (se 
Note 18) 

Equity securities quoted on the stock exchange in 
Bosnia and Herzegovina:  
 BOR banka d.d. Sarajevo – KM 151 thousand 
 Securities Register in FBiH – KM 18 thousand 
 Bamcard d.d. Sarajevo – KM 7 thousand 

Equity securities quoted on the stock exchange in 
Bosnia and Herzegovina:  
 BOR banka d.d. Sarajevo – KM 157 thousand 
 Securities Register in FBiH – KM 18 thousand 
 Bamcard d.d. Sarajevo – KM 5 thousand 

Level 1 Prices quoted in an 
active market. 

 Debt securities quoted on the stock exchange in 
Bosnia and Herzegovina: 
 Ministarstvo finansija Federacije BiH – KM 15,043 

thousand 

Debt securities quoted on the stock exchange in 
Bosnia and Herzegovina: 
 Ministarstvo finansija Federacije BiH – KM 5,061 

thousand 
 Shares in investment funds:  

 Otvoreni investicioni fondovi – KM 2,110 thousand 
 

Shares in investment funds:  
 Otvoreni investicioni fondovi – KM 104 thousand 
 Level 2 

Prices derived from 
prices of other 

securities quoted in 
an active market. 

 Other equity securities: 
 Tuzlatransport d.o.o. Tuzla – KM 103 thousand 
 Other – KM 7 thousand 

Other equity securities: 
 Tuzlatransport d.o.o. Tuzla – KM 103 thousand 
 Other – KM 7 thousand 

Level 3 

Prices not quoted in 
an active market. 

Recognized at cost 
in the financial 

statements. 
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30.  FAIR VALUE MEASUREMENT 

30.1  Fair value of the Bank's financial assets and financial liabilities that are measured at fair value 
on a recurring basis (continued)  

  Fair values         
31 December 2016 Level 1 Level 2 Level 3 
Financial assets at FVTPL     

Listed equity securities in Bosnia and Herzegovina 38 - - 
Financial assets available-for-sale    

Listed equity securities in Bosnia and Herzegovina 176 - - 
Listed debt securities in Bosnia and Herzegovina 15,043 - - 
Shares in funds - 2,110  
Unlisted equity securities in Bosnia and Herzegovina: - - 110 

 Fair values 
31 December 2015 Level 1 Level 2 Level 3 
Financial assets at FVTPL     
Listed equity securities in Bosnia and Herzegovina 44 - - 
Financial assets available-for-sale    
Listed equity securities in Bosnia and Herzegovina 180 - - 
Listed debt securities in Bosnia and Herzegovina 5,061 - - 
Shares in funds - 104 - 
Unlisted equity securities in Bosnia and Herzegovina - - 210 

Valuation techniques and key inputs 

Financial assets available-for-sale 

For the securities presented under Level 1 (listed equity securities in Bosnia and Herzegovina) valuation 
technique is based on quoted bid prices in an active market. 

For the securities presented under Level 2 (debt securities in Bosnia and Herzegovina) discounted cash flow 
valuation technique is applied. Instruments that are not quoted in an active market are valued by using the 
models which include maximum relevant and available inputs and, also, unobservable inputs, but at minimum 
level. Depending on significance of inputs that are unobservable, debt securities are awarded with Level 2 or 
Level 3. Valuation is performed based on discounted cash flow, considering the last available rate on owned 
or similar debt securities as yield rate.  

For the securities presented under Level 3 (unlisted equity securities in Bosnia and Herzegovina) discounted 
cash flow valuation technique is applied. Significant unobservable inputs are long-term revenue growth rates. 
Relationship of unobservable inputs to fair value is reflected as the higher the revenue growth rate, as the 
higher the fair value. 
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30.  FAIR VALUE MEASUREMENT 

30.1  Fair value of the Bank's financial assets and financial liabilities that are measured at fair value 
on a recurring basis (continued)  

  Fair values         
31 December 2016 Level 1 Level 2 Level 3 
Financial assets at FVTPL     

Listed equity securities in Bosnia and Herzegovina 38 - - 
Financial assets available-for-sale    

Listed equity securities in Bosnia and Herzegovina 176 - - 
Listed debt securities in Bosnia and Herzegovina 15,043 - - 
Shares in funds - 2,110  
Unlisted equity securities in Bosnia and Herzegovina: - - 110 

 Fair values 
31 December 2015 Level 1 Level 2 Level 3 
Financial assets at FVTPL     
Listed equity securities in Bosnia and Herzegovina 44 - - 
Financial assets available-for-sale    
Listed equity securities in Bosnia and Herzegovina 180 - - 
Listed debt securities in Bosnia and Herzegovina 5,061 - - 
Shares in funds - 104 - 
Unlisted equity securities in Bosnia and Herzegovina - - 210 

Valuation techniques and key inputs 

Financial assets available-for-sale 

For the securities presented under Level 1 (listed equity securities in Bosnia and Herzegovina) valuation 
technique is based on quoted bid prices in an active market. 

For the securities presented under Level 2 (debt securities in Bosnia and Herzegovina) discounted cash flow 
valuation technique is applied. Instruments that are not quoted in an active market are valued by using the 
models which include maximum relevant and available inputs and, also, unobservable inputs, but at minimum 
level. Depending on significance of inputs that are unobservable, debt securities are awarded with Level 2 or 
Level 3. Valuation is performed based on discounted cash flow, considering the last available rate on owned 
or similar debt securities as yield rate.  

For the securities presented under Level 3 (unlisted equity securities in Bosnia and Herzegovina) discounted 
cash flow valuation technique is applied. Significant unobservable inputs are long-term revenue growth rates. 
Relationship of unobservable inputs to fair value is reflected as the higher the revenue growth rate, as the 
higher the fair value. 
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30. FAIR VALUE MEASUREMENT (CONTINUED) 

30.2 Fair value of the Bank's financial assets and financial liabilities that are not measured at fair 
value on a recurring basis (but fair value disclosures are required)  

Except as detailed in the following table, the Management consider that the carrying amounts of financial 
assets and financial liabilities recognized in the financial statements approximate their fair values. 
 31 December 2016  31 December 2015 

 
Carrying 
amount  Fair value  

Carrying 
amount  Fair value 

        
Financial assets         
Loans and receivables:        
Loans and receivables from customers 217,613      210,117  191,614  183,854 
Financial liabilities        
Financial liabilities held at amortised cost:        
Current accounts and deposits from customers 274,006      281,878  216,186  226,146 
Subordinated debt 6,369      7,343  6,365  7,463 
Liabilities to other banks and financial institutions 5,248      4,972  5,172  4,991 

 

 Fair value hierarchy as at 31 December 2016 
 Level 1  Level 2  Level 3  Total 
Financial assets         
Loans and receivables:        
Loans and receivables from customers -  210,117  -  210,117 

 -  210,117  -  210,117 
Financial liabilities        
Financial liabilities held at amortised cost:        
Current accounts and deposits from customers -  281,878  -  281,878 
Subordinated debt -  7,343  -  7,343 
Liabilities to other banks and financial institutions -  4,972  -  4,972 

 -  294,192    -  294,192   
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30. FAIR VALUE MEASUREMENT (CONTINUED) 

30.2 Fair value of the Bank's financial assets and financial liabilities that are not measured at fair 
value on a recurring basis (but fair value disclosures are required) (continued) 

The fair values of the financial assets and financial liabilities included in the level 2 and level 3 categories 
above have been determined in accordance with generally accepted pricing models based on a discounted 
cash flow analysis, with the most significant inputs being the discount rate that reflects the credit risk of 
counterparties. 

Presumptions used for estimate and measurement of fair value of particular financial instruments for 2016 
are based on requirements of International Financial Reporting Standard 13 – Fair value measurement. 

Calculation of fair value of performing loans to and deposits from customers with fixed and variable interest 
rates is based on discounted cash flow valuation technique. The components used for determination of 
discount factors for performing loans to customers included non-risky interest rates, as well as expected and 
unexpected loss, while the components used for determination of discount factors for deposits from customers 
are based on non-risky interest rates and liquidity range levels. 

Fair value of non-performing loans to customers is equal to their net book value. 

30.3   Reconciliation of Level 3 fair value measurements 

Fair value of unlisted equity securities in Bosnia and Herzegovina equity cannot be reliably measured. 
Therefore, they are measured at cost, as they have no material impact on the Bank’s financial statements.  

31. EVENTS AFTER THE REPORTING PERIOD DATE 

Based on the Article 62 of the Statute of Vakufska banka d.d. Sarajevo, on 6 February 2017 the Shareholders’ 
Assembly of Vakufska banka d.d. Sarajevo adopted the Decision on issuance of preference noncumulative 
shares through a public offer for the purpose of securing funds required for compliance with the statutory 
capital adequacy ratio. 

Based on the Decision, no 03/1-19-26/17, dated 15 February 2017, by the Securities Commission of the 
Federation of Bosnia and Herzegovina, the Bank issued a public call for participation in the issuance of 
preference noncumulative share of the Bank through a public offering. On 2 February 2017, the Bank received 
FBA approval of the share issuance, Decision no. 04-3-409-1/17. Nominal value of the offered share issuance 
is KM 6 million, by issuing 160,000 shares with nominal value of KM 37.50 per share. The planned issuance 
period duration is 3 March 2017 till 3 April 2017. 

On 27 March 2017, the payment of the total amount of KM 6 million was made, and the issuance was declared 
successful. On the basis of Resolution of the Securities Commission of Federation of Bosnia and Herzegovina 
no. 03/1-19-83/17, dated 4 April 2017, which approved registration of increase of Bank’s share capital. After 
the completion of the process, core capital of the Bank will amount to KM 28,504, distributed to 596,104 
ordinary and 164,000 preference shares with nominal value of KM 37.50 per share. The Bank expects that 
the capital adequacy ratio will be above the statutory minimum of 12% after this issuance. The process of 
registering the issuance of preference shares at the Securities Register of Federation of Bosnia and 
Herzegovina is in progress.  

   

52 Annual Report - 2016



Notes to the financial statements  
for the year ended 31 December 2016 
(all amounts are expressed in thousands of KM) 
 

Vakufska banka d.d. Sarajevo 50 

30. FAIR VALUE MEASUREMENT (CONTINUED) 

30.2 Fair value of the Bank's financial assets and financial liabilities that are not measured at fair 
value on a recurring basis (but fair value disclosures are required) (continued) 

The fair values of the financial assets and financial liabilities included in the level 2 and level 3 categories 
above have been determined in accordance with generally accepted pricing models based on a discounted 
cash flow analysis, with the most significant inputs being the discount rate that reflects the credit risk of 
counterparties. 

Presumptions used for estimate and measurement of fair value of particular financial instruments for 2016 
are based on requirements of International Financial Reporting Standard 13 – Fair value measurement. 

Calculation of fair value of performing loans to and deposits from customers with fixed and variable interest 
rates is based on discounted cash flow valuation technique. The components used for determination of 
discount factors for performing loans to customers included non-risky interest rates, as well as expected and 
unexpected loss, while the components used for determination of discount factors for deposits from customers 
are based on non-risky interest rates and liquidity range levels. 

Fair value of non-performing loans to customers is equal to their net book value. 

30.3   Reconciliation of Level 3 fair value measurements 

Fair value of unlisted equity securities in Bosnia and Herzegovina equity cannot be reliably measured. 
Therefore, they are measured at cost, as they have no material impact on the Bank’s financial statements.  

31. EVENTS AFTER THE REPORTING PERIOD DATE 

Based on the Article 62 of the Statute of Vakufska banka d.d. Sarajevo, on 6 February 2017 the Shareholders’ 
Assembly of Vakufska banka d.d. Sarajevo adopted the Decision on issuance of preference noncumulative 
shares through a public offer for the purpose of securing funds required for compliance with the statutory 
capital adequacy ratio. 

Based on the Decision, no 03/1-19-26/17, dated 15 February 2017, by the Securities Commission of the 
Federation of Bosnia and Herzegovina, the Bank issued a public call for participation in the issuance of 
preference noncumulative share of the Bank through a public offering. On 2 February 2017, the Bank received 
FBA approval of the share issuance, Decision no. 04-3-409-1/17. Nominal value of the offered share issuance 
is KM 6 million, by issuing 160,000 shares with nominal value of KM 37.50 per share. The planned issuance 
period duration is 3 March 2017 till 3 April 2017. 

On 27 March 2017, the payment of the total amount of KM 6 million was made, and the issuance was declared 
successful. On the basis of Resolution of the Securities Commission of Federation of Bosnia and Herzegovina 
no. 03/1-19-83/17, dated 4 April 2017, which approved registration of increase of Bank’s share capital. After 
the completion of the process, core capital of the Bank will amount to KM 28,504, distributed to 596,104 
ordinary and 164,000 preference shares with nominal value of KM 37.50 per share. The Bank expects that 
the capital adequacy ratio will be above the statutory minimum of 12% after this issuance. The process of 
registering the issuance of preference shares at the Securities Register of Federation of Bosnia and 
Herzegovina is in progress.  
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32.         APPROVAL OF THE FINANCIAL STATEMENTS 

These financial statements were approved by the Management Board of the Bank on 6 April 2017. 

Signed on behalf of the Management Board:  

 

 
   

Damir Sokolović 
Director of the Bank 

 Feriha Šehić 
Director of Accounting and 

Financial Controlling 
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