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1. BANK’S FOUNDATION AND BUSINESS ACTIVITY

Lovćen banka AD, Podgorica (hereinafter: the “Bank”) has been founded by changing the registered
activity as well as the name of Microcredit Financial Institution (MFI) Kontakt into the Bank that started
with its operations as of 25 August 2014. MFI Kontakt is operating since 25 March 2011 when was
registered in Central Registry of the Commercial Court in Podgorica, under registration number 4-
0009270/001.

As at 3 December 2013, on behalf of its founders, MFI Kontakt submitted a request to Central bank of
Montenegro for issuing a banking license to the Bank. In accordance with Article 44, paragraph 2, point 7
of the Law of Central Bank of Montenegro (“Official Gazette of Montenegro”, no. 40/10, 46/10 and 6/13)
and Article 23, Paragraph 2 of the Law on Banks (“Official Gazette of Montenegro”, no.17/08, 44/10 and
40/11) the Council of the Central Bank of Montenegro issued a decision to issue the banking license to
the Bank at the meeting held on 28 May 2014.

The Bank was registered in Central Registry of the Commercial Court, under registration number: 4-
0009270/17.

The Bank was founded by the residents with significant banking experience, scientific workers, as well as
the German state fund DEG (KfW Group), one of the largest development institutions in Europe.

The Bank is specialized in credit, deposit and guarantee activities, as well as foreign-exchange
transactions, depot operations, treasury services, issuance, processing and recording of payment
instruments.

The Bank is headquartered in Podgorica, Bulevar Džordža Vašingtona no. 56, I floor.

As at 31 December 2014, the Bank is consisted of the headquarter and branch office seated in
Podgorica.

As at 31 December 2014, the Bank has 38 employees (31 December 2013: MFI Kontakt has 10
employees).

2. BASIS OF PREPARATION AND PRESENTATION OF THE FINANCIAL STATEMENTS

2.1. Basis of Preparation and Presentation of the Financial Statements

The Bank is obligated to maintain its accounting records and prepares its statutory financial statements in
accordance with the Accounting and Auditing Law of Montenegro (“Official Gazette of Montenegro” no.
69/2005, no. 80/2008 and no. 32/11) which entails implementation of the International Financial Reporting
Standards and Decisions of the Central Bank of Montenegro governing financial reporting of banks.

The Bank's financial statements have been prepared in accordance with the Decision On The Content,
Deadlines and Manner of Compiling and Submitting Financial Statements of Banks (Official Gazette of
Montenegro no. 15/12 and 18/13). Comparative information for 2013 represents MFI Kontakt’s financial
data. MFI Kontakt’s comparative information has been adjusted to the Bank’s balance sheet positions, in
accordance with the chart of accounts uniquely prescribed for MFIs and banks by Central bank of
Montenegro.

During preparation of these financial statements, the Bank implemented policies in accordance with the
regulations of the Central Bank of Montenegro, which differ from the requirements of IFRS and IAS
effective as of 31 December 2014 in respect of recording receivables qualified for derecognition from the
Bank's statement of financial position.

http://www.cb-mn.org/eng/slike_i_fajlovi/fajlovi/fajlovi_brzi_linkovi/propisi/supervision/odluka_finansijskim_izvjestajima15-12.pdf
http://www.cb-mn.org/eng/slike_i_fajlovi/fajlovi/fajlovi_brzi_linkovi/propisi/supervision/odluka_finansijskim_izvjestajima15-12.pdf
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2. BASIS OF PREPARATION AND PRESENTATION OF THE FINANCIAL STATEMENTS
(continued)

2.1. Basis of Preparation and Presentation of the Financial Statements (continued)

Due to the potentially significant effects of the above described matters on the accuracy and fair
presentation of the financial statements, these financial statements cannot be treated as having been
prepared in accordance with International Financial Reporting Standards.

In the preparation of the accompanying financial statements, the Bank has adhered to the accounting
policies described in Note 3, which are in accordance with the accounting, banking and tax regulations
prevailing in Montenegro.

The official currency in Montenegro and the Bank’s functional and reporting currency is Euro (EUR).

2.2. Use of Estimates

Presentation of the financial statements requires the Bank’s management to make the best possible
estimates and reasonable assumptions that affect the reported amounts of assets and liabilities, as well
as disclosures of contingent assets and liabilities as at the financial statements preparation date, and
income and expenses arising during the accounting period. These estimations and assumptions are
based on information available to us as at the financial statements preparation date. However, actual
results may differ from estimated values. The most significant estimates and assumptions were made for
the following items of statement of financial position:

· Provisions for loans and receivables;
· Provisions for loans and receivables from banks;
· Provisions for off-balance sheet items;
· Useful lives of intangible assets, property and equipment.

Actual results may differ from these estimates.

2.3. Going concern

In 2014, the Bank has generated loss of EUR 600 thousand, while the capital adequacy ratio as of 31
December 2014 was 34.3%.

However, due to the recognition of total deductible items on capital in the amount of EUR 967 thousand,
the Bank’s own funds amount to EUR 4,733 thousand and were below the prescribed minimum of EUR 5
million.

In order to support the continuance of the Bank’s operations and its own funds brought above the
prescribed minimum, at the extraordinary meeting, held on 30 December 2014 the Assembly of Bank’s
shareholders decided to increase the share capital by issuing shares. On 3 April 2015, the Commission
for Securities of Montenegro adopted the Decision no. 02 / 12e-3 / 6-15 to confirm the issuance of shares
in the amount of EUR 2,500 thousand for cash, i.e. 5,000 shares with the nominal value of EUR 500
registered in Central depository Agency on 6 April 2015.

In addition, on 29 April 2015, the Bank informed the Central Bank of Montenegro on the abovementioned
activities taken and implemented with the aim of bringing its own funds in the limits prescribed by the Law
on banks. On 5 May 2015, the Central Bank of Montenegro confirmed in writing that the Bank has duly
and lawfully notified the Central Bank of Montenegro on the reasonable intention to increase the share
capital.

Considering the abovementioned, the financial statements presented were prepared in accordance with
the going concern concept.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.1. Interest, Fee and Commission Income and Expense Recognition

Interest income and expenses

Interest income and interest expense are recognized in the income statement for all instruments that
bears interest, at amortized cost using the effective interest rate method.

The effective interest rate method is a method of calculating the amortized cost of a financial asset or
financial liability and allocating interest income or interest expense over the relevant period. The effective
interest rate is the rate that discounts estimated future cash payments or receipts through the expected
life of the financial instrument or, where appropriate, a shorter period to the present value of financial
assets or financial liabilities. When calculating the effective interest rate, the Bank estimates cash flows
considering all contractual terms of financial instrument (e.g. prepayment options) but does not consider
future credit losses arising from credit risk. The calculation includes all fees and commissions paid or
received between parties to the contract that are an integral part of the effective interest rate, transaction
costs and all other premiums or discounts.

Fee and commission income and expenses

Income and expenses from fees and commissions arising for the banking services that are provided or
obtained are recognized at the moment of occurrence, i.e. at the moment the transaction took place.

Fee and commission income and expenses that are a part of effective interest rate on financial assets
and liabilities are accrued and recognized as a part of effective interest rate.

Fee and commission income and expenses also contain fees on guarantees and letters of credit by the
Bank, domestic and international payments and transactions in foreign currencies, intermediary and other
Bank’s services.

3.2. Foreign Exchange Translation

Transactions denominated in foreign currencies are translated into EUR at the official exchange rates
prevailing at the Interbank Foreign Exchange Market, at each transaction date.

Assets and liabilities denominated in foreign currencies are translated into EUR by applying the official
middle exchange rates prevailing at the statement of financial position date.

Net foreign exchange gains or losses arising upon the translation of transactions, and the assets and
liabilities denominated in foreign currencies are credited or charged to the Income statement.

Contingent liabilities denominated in foreign currencies are translated into EUR by applying the official
exchange rates prevailing on the Interbank Foreign Exchange Market, at that date.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.3. Lease

Leases where the lessor retains significant risks and rewards of ownership are classified as operating
leases. Payments made under operating leases are recognized in the income statement on a straight-line
basis over the period of the lease. When an operating lease ends before the expiry of the lease period, all
payments required by the lessor as penalty are recognized as an expense in the period in which the
termination of the lease occurred.

3.4. Taxes and Contributions

Income tax

Current Income Tax

Income taxes are calculated and paid under Article 28 of the Montenegrin Corporate Income Tax Law
(“Official Gazette of Montenegro” no. 80/2004, 40/2008, 86/2009, 14/2012 and no. 61/2013).

Taxable income is determined by adjusting the profit stated in the Bank's statutory income for the
amounts of income and expenses, in a way which is defined by the tax legislation. The income tax
expense is calculated by applying a proportional tax rate of 9% to the taxable income (2013: 9%).

Capital losses may be offset against capital gains earned in the same year. In case there are outstanding
capital losses even after the offsetting of capital losses against capital gains earned in the same year,
these outstanding losses are available for carrying forward during the ensuing five years.

Tax regulations in Montenegro do not envisage that any tax losses of the current period be used to
recover taxes paid within a specific carry back period. However, any current year losses reported in the
annual corporate income tax returns may be carried forward and used to reduce or eliminate taxes to be
paid in future accounting periods, but only for duration of no longer than five years.

Deferred Income Taxes

Deferred income tax is determined using the balance sheet liability method, for the temporary differences
arising between the tax bases of assets and liabilities, and their carrying values in the financial
statements. The currently enacted tax rates at the balance sheet date are used to determine the deferred
income tax amount. Deferred tax liabilities are recognized for all taxable temporary differences. Deferred
tax assets are recognized for the deductible temporary differences, and the tax effects of income tax
losses and credits available for carry forward, to the extent that it is probable that future taxable profit will
be available against which deferred tax assets may be utilized.

Deferred taxes related with to the re-estimation of the fair value of investments available-for-sale are
calculated and accounted for directly against or in favour of capital and at the same time are recorded in
the income statement along with delimited profits or losses.

Taxes, contributions and other duties that do not depend on the results of operations

Taxes, contributions and other duties that do not depend on the results of operations contain property
taxes and other taxes and contributions paid pursuant to republic and municipal regulations.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.5. Cash and Cash Equivalents

Cash and Cash Equivalents relate to cash on hand (in EUR and foreign currencies), deposits with Central
bank of Montenegro and other banks.

Cash equivalents are short-term, highly liquid placements which can quickly transfer into cash and do not
underlay under a significant risk of changes in values. Cash equivalents relate with the term deposits with
commercial banks with maturity up to three months.

3.6. Financial assets

3.6.1.  Classification

The Bank classifies its financial assets in the following categories: financial assets at fair value through
profit or loss, loans and receivables, available-for-sale financial assets and financial assets held to
maturity. Management determines the classification of its investments at initial recognition.

a) Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets held for trading and those designated at fair value
through profit or loss at inception.

A financial asset is classified as held for trading if it is acquired or incurred principally for the purpose of
selling in the near term or if there is evidence of an actual pattern of short-term profit-taking or if it is
decided by the Management.

Derivatives are always categorized as held for trading unless they are designated as hedging
instruments.

b) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market. They arise when the Bank provides cash or services directly to customers
without trading purpose. Loans and receivables comprise loans and advances to banks and customers.

c) Available-for-sale financial assets

Available for sale financial assets are those non-derivative financial assets that are designated as
available for sale or are not classified as one of the remaining three categories of financial assets – held
to maturity financial assets, financial assets at fair value through profit and loss or loans. Available-for-
sale investments are those intended to be held for an indefinite period of time, which may be sold in
response to needs for liquidity or changes in interest rates, exchange rates or equity prices. These
financial instruments include equity investments and debt securities.

d) Held to maturity financial assets

Held to maturity financial assets are non-derivative financial instruments with fixed or determinable
payments that the Bank has the positive intention and the ability to hold them to maturity.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.6. Financial assets (continued)

3.6.2.  Measurement and Recognition

Financial assets are initially recognized at fair value plus transaction costs, except in the case of financial
assets that are carried at fair value and whose effects of changes in fair value recognized in the income
statement.

Financial assets carried at fair value whose effects of changes in fair value recognized in profit or loss are
initially recognized at fair value and transaction costs are charged to operating expenses in the income
statement.

Financial assets available for sale and financial assets at fair value whose effects of changes in fair value
recognized in profit or loss are subsequently carried at fair value. Gains or losses arising from changes in
fair value of financial assets, whose effects of changes in fair value recognized in profit or loss, are
recognized in the period in which they are incurred.

Gains or losses arising from changes in fair value of financial assets available for sale are reported in
equity in the revaluation reserves, until the financial asset is to be derecognized or impaired, when the
cumulative gain or loss previously recognized in equity are recognized in the income statement.

Loans and receivables are initially recognized at fair value increased by transaction costs. They are
subsequently valued at amortized cost, obtained by applying the effective interest method, net of
accumulated depreciation. Amortized value is calculated by taking into account all issuance costs and
any discount or premium on settlement. The losses arising from impairment are recognized in the income
statement.

Financial assets available for sale are measured at fair value. Unrealized gains and losses are
recognized directly in equity as revaluation reserve. If the investment is ceded, the cumulative gain or loss
previously recognized in equity is recognized in the income statement. Interest that is earned while
holding financial assets available for sale is recognized as interest income using the effective interest
method. Dividends earned while holding financial assets available for sale, are recognized in the income
statement when the right to payment is established. Losses arising from the impairment of the value of
such investments are recognized in the income statement and cease to be recognized as revaluation
reserves.

Financial assets held to maturity are non-derivative financial assets quoted in an active market with fixed
or determinable payments and fixed maturities, which the Bank intends and has the ability to hold to
maturity. After the initial measurement, financial assets held to maturity are subsequently valued at
amortized cost using the effective interest method, less impairment. Amortized cost is calculated by
taking into account any discount or premium on acquisition and fees that are an integral part of the
effective interest rate. Depreciation and amortization is included in interest income. Losses arising from
the impairment of the values of such investments are recognized in the income statement.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.6. Financial assets (continued)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.7. Provisions and Impairment Allowance of Irrecoverable Receivables

Calculation of impairment of financial assets and provision for off-balance items

The Decision of the Central Bank of Montenegro on the Minimum Standards for Credit Risk Management
in Banks (“Official Gazette of Montenegro” no. 22/12, 55/12 and 57/13) defines elements of credit risk
management, minimum criteria and manner of classification of assets and off-balance sheet items in
respect of which the Bank is exposed to credit risk and the manner of determining reserves for potential
losses arising from the Bank's credit risk exposure. Within the meaning of the aforesaid Decision, the
Bank's risk-weighted assets comprise loans, interest, fees and commissions, lease receivables, deposits
held with other banks and advances as well as all other asset items where the Bank is exposed to default
risk, and, on the other hand, guarantees issued, other sureties, opened letters of credit, approved and
unused loans and other off-balance-sheet items representing the Bank's contingent liabilities.

In accordance with aforementioned Decision, the Bank is obligated to assess balance sheet assets and
off-balance sheet items for impairment at least on a quarterly basis, i.e. to access the probability of loss
(for off-balance sheet items), as well as to classify these items into corresponding classification group. In
addition, the Bank is under obligation to determine a methodology for assessment of impairment of
balance sheet assets and probable losses per off-balance sheet items in accordance with IAS 39.

For the purposes of calculating the allowance for impairment of loans receivables, the Bank has
prescribed a Procedure for determining the allowance for impairment of balance sheet assets and
reserves for losses on off-balance sheet items.

The Bank reviews receivables and other investments in order to determine impairment allowance and
provisions on a monthly basis. In determining whether the impairment losses on receivables and
investments should be recognized in the income statement, the Bank assesses whether there is
information/evidence indicative of the existence of a measurable decrease in the estimated future cash
flows on a portfolio level before such losses can be identified at an individual level. Information indicating
impairment losses include: irregularity and default in liability settlement, local market and economic
conditions which cause delays in payment etc. Management’s estimates of impairment of receivables and
other investments using the estimated future cash flows are based on actual historical losses incurred on
financial assets with similar risk exposure and similar impairment causes. The methodology and
assumptions underlying the process of defining the amounts and periods of cash inflows from
investments are reviewed on an ongoing basis in order to minimize the difference between the estimated
and actual losses.

When calculating the amount of impairment of balance sheet assets and probable loss on off-balance
sheet items the Bank takes into consideration the cash flows from the assets collateral. Procedure for
collateral management defines the type of collateral, the method of determining its value, and the
expected period in which cash will be received.

Impairment of loans which decreases the value of loans is recorded in the allowance account in the
balance sheet and recognized as an expense in the income statement.

In the case where the carrying value of the loan is less than its estimated recoverable amount, a loan loss
in the amount of that difference is reversed and recognized as income in the income statement.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.7. Provisions and Impairment Allowance of Irrecoverable Receivables (continued)

Calculation of impairment of financial assets and provision for off-balance items (continued)

In order to provide a reasonable, prudent and timely determination of losses, the Bank identifies the
receivables which the calculation of allowances for balance sheet assets will be required:

On individual basis (individual assessment):

- which do not belong to the group of small receivables (materially significant loans), if it
estimates that there is an objective evidence of impairment

- by which the debtor is a bank or other financial institution,
- as well as investments in securities that are not listed on the official market (stock

exchange) and the securities that are held until maturity, regardless of material
significance.

The bank establishes the individual allowance for placements for which impairment has been identified if:

- there is objective evidence of impairment as a result of one or more events that occurred
after the initial recognition of receivables, and

- objective data indicating that there is a measurable decrease in the estimated future cash
flows of balance receivable or group of receivables.

Amounts expected proceeds of the loan are estimated on the basis of evidence of planned cash flows of
the debtor (primary sources). The Bank estimates the allowance for each individually significant
placement and takes into account the financial position of the borrower, the viability of the business plan,
its ability to improve its performance in the event of financial difficulties, the projected income, availability
of other types of  financial support and collateral value which can be realized, as well as expected cash
flows. If there are any new information that significantly alter the assessment of creditworthiness of the
customer, value of the collateral and the certainty of fulfilment of liabilities to the Bank, an additional
assessment of impairment is conducted. Estimation of the number of days of delay of receivables
repayment from debtors is conducted by overviewing all relevant evidence on the time of realization of
planned cash flows of the debtor, as well as previous experience.

In the calculation of expected future cash flows on the basis of loans, funds from the realization of
collateral (secondary sources) are included, if it is estimated that there is no objective evidence that a
loan can be settled from the expected future cash flows from operations and will realistically be settled
from collaterals . Depending on the type of collateral, amount and expected timing of collection are
defined by a Procedure for the management of collateral.

In certain cases when there is objective evidence, the total present value of the loan is the sum of the
present value of expected future cash flows on the loan (primary source) and the present value of
expected future cash flows from the collateral (secondary source).

On the group basis:

- belonging to the group of small receivables (materially less significant loans),
- not belonging to the group of small receivables if it is estimated that there is no evidence

of impairment,
- where by  the calculation on an individual basis no impairment amount of the balance

sheet assets is determined,
- on the basis of fees from the payment system and other receivables that have no

elements for being discounted to the present value.



LOVĆEN BANKA AD, PODGORICA

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2014

This version of the financial statements and the accompanying notes is translation of the original which were published in Montenegrin
language. All possible care has been taken to ensure that the translation is accurate representation of the original. However, in all the

matters of interpretation of information, views and opinions, the original language version of the documents takes precedence over this
translation

14

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.7. Provisions and Impairment Allowance of Irrecoverable Receivables (continued)

Calculation of impairment of financial assets and provision for off-balance items
(continued)

Group of small receivables consist of receivables from those debtors whose total amount of
receivables  (before deducting the allowances for the impairment of balance sheet assets) on the
calculation date is not greater than EUR 50,000.

In the second phase, the grouping of loan and balance sheet receivables carried out in subgroups
with similar characteristics in terms of credit risk depending on the type of clients and to:

1. Corporate
2. Banks
3. Retail:

- Retail customers,
- Microenterprises,
- Entrepreneurs.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.7. Provisions and Impairment Allowance of Irrecoverable Receivables (continued)

Calculation of impairment of financial assets and provision for off-balance items (continued)

Procedure for impairment of balance sheet assets includes the following criteria for the assessment of
balance sheet assets at the group level:

- classifying loans and receivables to credit rating groups with similar characteristics in terms of
credit risk,

- group assessment of impairment,
- defining the percentage of impairment based on the migration of risk categories,
- collection of receivables,
- establishing the basis for the impairment of loans and receivables,
- calculation of impairment loans and receivables.

The assessment of probability of loss on off-balance sheet items is a procedure that involves the
assessment of the recoverability of future cash outflows for each off-balance sheet liability and the
calculation of the amount of probable loss for each off-balance sheet items.

On individual basis (individual assessment):

- for receivables that do not belong to the group of small receivables if it is estimated that there is a
greater degree of probability (certainty) that an outflow of resources will be required by the potential
debtors.

On a group basis:

- for receivables that belong to the group of small receivables. In certain cases an individual
assessment is performed as well

- for receivables that do not belong to the group of small receivables if it is estimated that there is no
probability (certainty) that an outflow of resources will be required by the potential debtors.

Group of small claims of off-balance sheet assets consists of receivables from those debtors whose total
amount of off-balance sheet receivables (prior to deduction of provisions) on the calculation date is not
more than EUR 50,000.

Grouping of off-balance sheet receivables is made on the same principle as for the balance sheet assets.

The assessment of probability of loss on off-balance sheet items (provision) on an individual basis is
conducted continuously using the established formal rules, but also using the real reasoning. The
calculation of the provision is conducted in a systematic and consistent manner over time. When there is
a certain expectation that there will be an outflow of funds for settling contingent liabilities, then the
amount of the provision is estimated.

While estimating provisions it is necessary to take into consideration:

- uncertainties and risks
- present value of expected future cash outflows on the basis of irrecoverable balance sheet items
- future events that impose certain obligations

MFI Kontakt, the legal predecessor of the Bank, classified the exposure in the category of small loans, on
the basis on days of delay, which were on average below 15 days in 2013 and 2014 up to the date of
transformation to the bank. As of 31 December 2014, loan allowance amounts to EUR 3 thousand, due to
the fact that the portfolio is young and without significant delays. The above allowances relate to three
loans e to retail customers in C category that are individually assessed.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.7. Provisions and Impairment Allowance of Irrecoverable Receivables (continued)

Calculation of provision for potential losses

In accordance with Decision on Minimum Standards for Credit Risk Management in Banks (“Official
Gazette of Montenegro” no. 22/12, 55/12 and 57/13), loans and other risk exposed assets are classified
in the following categories:

· category A (good assets) – where items are estimated to be fully collected in accordance
with the terms of the agreement

· category B (assets with special note) – with subgroups B1 and B2, for items for which there
is a low probability of loss, but which require special attention, as the potential risk, if not
adequately monitored, could lead to worsening collectability

· category C (substandard assets) – with subgroups C1 and C2 for which there is high
probability of loss, due to the clearly identified weaknesses that affect collectability

· category D (dubious assets) – in which items are classified  for which the collection as a
whole, taking into account the creditworthiness of the borrower, value and quality of
collaterals, is highly unlikely

· category E (loss) – in which items are classified which are fully irrecoverable, or will be
collectible in an insignificant amount

Based on the classification for the items of assets and off-balance sheet items, on a monthly basis, the
Bank calculates provisions for potential losses, by applying the percentages in the following table:

As at 31 December 2014 As at 31 December 2013
Risk % Days % Days

Category Provisions of delay Provisions of delay
A - <30 - <30

B1 2 31-60 2 31-60
B2 7 61-90 7 61-90
C1 20 91-150 20 91-150
C2 40 151-270 40 151-270
D 70 271-365 70 271-365
E 100 >365 100 >365

The Bank is required to determine the difference between the amount of provision for potential losses,
calculated in accordance with the above table and the sum of allowance for losses on assets and
provisions for off-balance sheet items calculated in accordance with the provisions of the Decision which
specifies the manner of evaluation of financial assets by applying IAS 39.

The positive difference between the calculated provisions for impairment losses and the sum of
allowances for assets and provisions for off-balance sheet items represents the required reserve for
estimated losses.

When adopting the annual accounts the Bank is required to transfer, to the account of reserves for
estimated losses on regulatory requirement the amount corresponding to the required reserves for
estimated losses, from the profit realized in the current year or the undistributed profits from previous
years.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.8. Property, Plant and Equipment

Property, Plant and Equipment

Property, plant and equipment are stated at cost less accumulated depreciation. Cost includes
expenditure directly attributable to acquired assets.

Cost represents the invoiced value, related costs of acquisition and cost of bringing the asset into use.

Depreciation is evenly calculated on the purchase cost, in order to fully write off the assets over their
estimated useful life. The calculation of depreciation begins when the assets are put into use.

Rate %
Property 3.3
Computer equipment 20.0
Furniture and other equipment 15.0
Air-conditioning 10.0
Vehicles 15.0

Amortization period begins when the assets are available for use. Gains and losses on disposals are
determined by comparing proceeds with carrying amount and are recognized in the income statement
under Other income / (expenses).

Intangible assets

Intangible assets are stated at the purchase cost less accumulated amortization and impairment.
Intangible assets relate with software. Amortization is recognized in the income statement by a straight
line method over the estimated useful life.

Rate %
Intangible assets 20.0-30.0

3.9. Impairment of tangible and intangible assets

On the balance sheet date, the Bank's management review the carrying amounts of tangible and
intangible assets. If there is an indication that an asset is impaired, the recoverable amount of the asset is
estimated in order to determine the amount of impairment loss. If the recoverable amount of an asset is
estimated to be less than the value at which the asset is stated, existing value of the asset is reduced to
its recoverable amount.

Loss on impairment of asset is recognized as an expense in the current period and is recorded under
other operating expenses. If you subsequently come to a situation where the loss due to impairment
recognized in previous years does not exist or has decreased, the value of the asset is increased to the
revised estimate of its recoverable amount, but so that the increased value at which the asset is stated
does not exceed the carrying value prior to identification of loss due to the impairment of assets.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.10. Provisions

Provisions are recognized when the Bank has a present legal or constructive obligation as a result of past
events when it is likely that the Bank will be required to settle the obligation and when the amount of the
obligation can be estimated reliably.

Provisions are measured at the present value of the outflows required to settle the obligations.

Provisions are reviewed at each balance sheet date and adjusted to reflect the current best estimate. If it is
no longer probable that an outflow of resources that generate economic benefits will be required to settle
the obligations, the provision is reversed through the income statement.

3.11. Employee Benefits

Taxes and Contributions for Social Security of Employees

Pursuant to the regulations effective in Montenegro, the Bank has an obligation to pay contributions to
various state social security funds for social security of employees. These obligations involve the payment
of contributions on behalf of an employee, by the employer, in amounts calculated by applying the specific,
legally prescribed rates. The Bank is also legally obligated to withhold contributions from gross salaries to
employees and on their behalf to transfer the withheld portions directly to the appropriate government
funds. These contributions payable on behalf of the employee and employer are charged to expenses in
the period in which they arise.

Retirement Benefits or Other Long-Term Employee Benefits

In accordance with the Industry Collective Bargaining Agreement, the Bank is under obligation to pay
retirement benefits to an employee upon his/her regular retirement in the amount of six net average
salaries earned by the Bank’s employees valid the month the benefit is paid.
The right to claim these benefits is usually conditioned with the remaining working age until retirement
and/or completion of the minimal years of working. Expected costs of these benefits are recognized at the
start of the employment.

The Bank makes provisions based on the estimated present value of assets to be used for retirement
benefits payable to employees upon fulfilment of the retirement criteria.

Provisions are calculated by applying projected unit credit method, by discounting of estimated future cash
outflow. Actuarial gains and losses are recognized in the other comprehensive income in the period in
which they occurred.

3.12. Financial liabilities

Financial liabilities are recognized initially at fair value less the transaction costs. Financial liabilities are
subsequently recorded at amortized cost applying method of effective interest rate. The difference between
the proceeds (less the transaction costs) and the redemption value is recognized in the income statement
in the period of the borrowings re used by applying the effective interest rate method.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.13.  Financial guarantees

In the normal course of business, the Bank gives financial guarantees, consisting of guarantees,
performance guarantees and promissory notes. Financial guarantees are initially recognized in the financial
statements at fair value, with the proceeds received. Subsequent measurement of the bank's liabilities, for
each guarantee is made by the greater amount comparing the amortized premium and the best estimate of
the cost required to settle the obligation that may arise as a result of guaranties.

Any increase in liabilities arising from financial guarantees is transferred to the income statement. The
received fee is recognized in the income statement on a straight-line method, throughout the life of the
guarantee.

3.14. Fair value

Fair value of financial instruments

Determining the fair value of financial assets and liabilities for which there is no observable market price
requires the use of various valuation techniques. For financial instruments which are not traded often and
which have low price transparency, fair value is less objective and requires a certain degree of variation in
assessing which depends on liquidity, concentration, uncertainty of market factors, pricing assumptions and
other risks affecting the specific instrument.

According to the Banks management assessment, carrying amount of financial assets and financial
liabilities disclosed in the financial statements approximates fair value on the date of financial statements,
since majority of financial assets and financial liabilities arisen in 2014 after the Bank has started its
operations.

4. FINANCIAL INSTRUMENTS

4.1.  Risk Management

The Bank is exposed to various risks in its operations, of which the most significant are the following:
· credit risk;
· market risk;
· liquidity risk;
· operational risk.

The risk management procedures are designed to identify and analyse risks, to define limits and controls
required for risk management and to monitor the Bank’s exposure to each individual risk. The risk
management procedures are subject to regular review in order to allow adequate response to the changes
in the market, products and services.

The Risk Management Department is responsible for monitoring the Bank’s exposures to certain risks,
which is reported to the Board of Directors on a monthly basis. In addition, monitoring of the Bank’s
exposures to certain risks is the responsibility of Credit Risk Management Committee and Asset and
Liability Management Committee.

4.2. Credit Risk

The Bank is exposed to credit risk which is a risk that counterparty will be unable to settle liabilities to the
bank in full and as due. The Bank makes provisions for impairment losses related to the losses incurred as
at the statement of financial position date. Significant changes in the economy and certain industries
comprising the Bank's loan portfolio could result in the losses different from losses for which the provisions
were made as at the statement of financial position date. Hence, the bank's management manages credit
risk exposure observing the prudency principle.
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4. FINANCIAL INSTRUMENTS (continued)

4.2. Credit Risk (continued)

4.2.1. Credit Risk Management

Credit risk exposure is a risk of a financial loss resulting from the borrower's inability to meet all the
contractual obligations toward the Bank. The bank manages the risk assumed by setting limits in respect
of large loans, single borrowing entities and related parties. Such risks are monitored and reviewed on an
ongoing basis.

Industry loan concentrations are continuously monitored as in accordance with the limits prescribed by
the Central Bank of Montenegro.

Credit risk exposure is managed by means of regular analyses of the ability of borrowers and potential
borrowers to repay the liabilities in terms of principal and interest.

Commitments and Contingent Liabilities

The primary purpose of these instruments is to ensure that funds are available to a customer as required.
Guarantees and letters of credit represent irrevocable assurances that the Bank will make payments in
the event that a customer cannot meet its obligations to third parties, and therefore carry the same credit
risk as loans. Documentary and commercial letters of credit, which represent written undertakings of the
Bank on behalf of a customer authorizing a third party to draw bills of exchange on the Bank up to the
amount agreed under specific terms are secured by the underlying deliveries of goods that they relate to
and therefore carry less risk than loans.

4.2.2.  Impairment Losses in Accordance with Requirements of IAS 39

As of the statement of financial position date the Bank assesses whether there is any impartial evidence
that a financial asset or a group of financial assets has suffered impairment in accordance with IAS 39.

Exposure is reclassified from healthy to bad loans / exposures, if the Bank estimates that the event
adversely affects the expected cash flows. The bank shall at least quarterly estimate the asset quality,
and determine whether there is an evidence of impairment of balance sheet assets, or probable loss in
off-balance sheet items.

It is considered that an impartial evidence of impairment exists if:

- debtor's financial condition indicates significant problems in his business operations (downgrade of
a debtor),

- failure to fulfil contractual obligations, the frequent delays in payment of interest / principal and
other contractual provisions (evidence of failure or delay in payment),

- Information on the blocking the debtor's account,
- benefits that the Bank provides to the debtor due to economic or legal reasons (evidence of the

approved postponed repayment, restructuring receivables and other concessions approved due to
financial difficulties in the operations of the debtor)

- substantial difficulties in the business of the debtor (evidence of bankruptcy, liquidation, financial
reorganization of the debtor, the damage that the debtor has suffered due to force majeure, loss of
license, change of management, etc.),

- internal and external factors that may affect the collectability of receivables (evidence of adverse
changes in business conditions in some industries that reflect on the debtor’s solvency, as well as
the industry branches, evidence of macroeconomic trends: falling demand, falling prices, budget
deficit, doing business in times of crisis or recession, etc.)

- Local economic factors causing problems during payments.

If there is an evidence of impairment on exposure, testing has to be performed, and, if necessary,
accounting recognition of impairment losses of balance sheet assets i.e. probable losses on off-balance
sheet items. It has to be done in order to financials assets in the Bank’s balance sheet be recognized at
fair value and to disclose  the expected loss due to partial or complete lack of collection of receivables.
Impairment or a loss due to bad debt exposure, when established, it is not possible to collect the
receivables in full.
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4. FINANCIAL INSTRUMENTS (continued)

4.2. Credit Risk (continued)

4.2.3.      Maximum Credit Risk Exposure per Balance Sheet and Off-Balance Sheet Items

The following table presents the maximum exposure to credit risk of balance sheet and off balance sheet
items:

In thousands of EUR
31 December

2014
31 December

2013
Balance sheet items
Loans and receivables from banks 2,800 -
Loans and receivables from clients 11,313 2,170

14,113 2,170
Off balance sheet items
Financial guarantees 812 -
Performance guaranties 265 -
Undrawn credit lines 205 -

1,282 -

Maximum credit risk exposure 15,395 2,170

The credit risk is managed by Credit risk management sector in accordance with adopted Risk
management strategy, Credit risk management policy, Credit risk management procedure, Procedure for
determining the allowances for balance sheet assets and reserves for losses on off-balance sheet items,
Collateral management procedure as well as governing the credit risk management. Credit risk is
managed through clearly defined procedures of identification, measurement, control and mitigation and
monitoring credit risk. For measuring the credit risk, solvency analysis, developed internal scoring Bank,
classification complied with regulatory requirements, and value adjustments in accordance with IAS and
IFRS are used. Risk Management sector provides an opinion on credit proposals, verifies the
classification of exposure and assessment based on an internal scoring, verifies the value adjustment,
and provides opinion on the quality of the proposed collateral. Risk management sector reports the Board
of Directors, at least once a month for the past month or quarter, of all the relevant indicators relating to
the credit risk management on the level of exposure and on the level of the portfolio.

Exposure to credit risk is partly overseen by obtaining the collaterals and guarantees from legal entities
and individuals. In addition, all individuals are required to receive their salaries through the current
account with the Bank, in order to reduce credit risk.

Types of collaterals are as follows:

· deposits;
· pledge liens instituted over industrial machinery, securities, inventories and vehicles;
· mortgages assigned over property and fiduciary transfer of ownership;
· bills of exchange;
· collection authorizations;
· garnishments and injunctions;
· guarantors, and
· insurance policies.
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4. FINANCIAL INSTRUMENTS (continued)

4.2. Credit Risk (continued)

4.2.4.  Quality of financial placements

The quality of financial placements exposed to credit risk is as follows:

In thousands of EUR
Neither Past

due nor
Impaired

Past Due but
not Impaired

Individually
Impaired

Total,
Gross

Total
Impairment
Allowance

Total,
Net

31 December 2014
Housing loans 1,387 157 - 1,544 - 1,544
Customer loans 924 26 - 950 - 950
Microcredits 1,109 378 6 1,493 3 1,490
Loans to medium and small
enterprises 6,416 518 - 6,934 - 6,934
Loans to state-owned
enterprises 395 - - 395 - 395
Loans and receivables from
banks 2,800 - - 2,800 - 2,800
Off-balance sheet assets 1,282 - - 1,282 - 1,282

14,313 1,079 6 15,398 3 15,395

In thousands of EUR
Neither Past

due nor
Impaired

Past Due but
not Impaired

Individually
Impaired

Total,
Gross

Total
Impairment
Allowance

Total,
Net

31 December 2013
Housing loans - - - - - -
Customer loans 383 - - 383 - 383
Microcredits 945 - - 945 - 945
Loans to medium and small
enterprises 842 - - 842 - 842
Loans to state-owned
enterprises -  -  - -  - -

2,170 - - 2,170 - 2,170

As at 31 December 2014, neither past-due nor impaired financial assets include placements with no
delay in payment.
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4. FINANCIAL INSTRUMENTS (continued)

4.2. Credit Risk (continued)

4.2.4.  Quality of financial placements (continued)

a)   Loans and placements past-due but not individually impaired

Up to 30
days

past-due

From 31
to 60 days

past-due

From 61 to
90 days

past-due

From 91 to
180 days
past-due

From 181
to 365

days
past-due

From 1
to 5 years
past-due

Over 5
years

past-due Total
31 December
2014
Housing loans 157 - - - - - - 157
Customer loans 26 - - - - - - 26
Microcredits 337 40 1 - - - - 378
Loans to medium
and small
enterprises 518 - - - - - - 518

1,038 40 1 - - - - 1,079
31 December
2013 - - - - - - - -

b)  Fair Value of Collaterals

In thousands of EUR

31 December
2014

31 December
2013

Cash deposits 403
Pledge liens 23 1,108
Mortgages 14,702 2,257
Promissory notes 143,026 8,967
Administrative prohibitions 659 484
Other 15 -

Total 158,828 12,816
Properties used as collateral are residential premises, houses and apartment buildings, commercial
buildings and business premises, as well as land depending on its location and future use.

c) Restructured Loans and Advances

The Bank can restructure a loan due to the deterioration in the borrower's creditworthiness if it has:

a. extended the principal or interest maturity,
b. decreased the interest rate on the loan approved,
c. decreased the debt amount, principal or  interest, or
d. Made other concessions to facilitate the borrower’s financial position.

Upon restructuring of the loan, the Bank performs financial analysis of the borrower and assesses its
capacities to realize cash flows necessary for the repayment of the loan principal, as well as the
corresponding interest once the loan is restructured.

During 2014 and 2013, the Bank had no restructured loans.
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4. FINANCIAL INSTRUMENTS (continued)

4.2. Credit Risk (continued)

4.2.4.  Quality of financial placements (continued)

d) Concentration per Geographic Regions

Concentration per geographic regions of the Bank's credit risk exposure is presented in the following
table:

In thousands of EUR

Montenegro
European

Union USA Total
Loans and receivables from banks - 2,734 66 2,800
Loans and receivables from clients 11,313 - - 11,313
Off-balance sheet assets 1,282 - - 1,282

31 December 2014 12,595 2,734 66 15,395

Loans and receivables from banks - - - -
Loans and receivables from clients 2,170 - - 2,170
Off-balance sheet assets

31 December 2013 2,170 - - 2,170
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4. FINANCIAL INSTRUMENTS (continued)

4.2. Credit Risk (continued)

4.2.4.     Quality of financial placements (continued)

e) Concentration per Industry

Concentration per industry of the Bank's credit risk exposure is presented in the following table:

In thousands of EUR

Finance
Sector

Transportation,
Traffic and

Tele-
communication

Services,
Tourism,

Hotel
Management

Retail
Trade

Construction
Industry

Administra-
tion Industry

Real Estate
Trade Other

Retail
Clients Total

Loans and
receivables from
banks 2,800 - - - - - - - - 2,800
Loans and
receivables from
clients 5 133 64 5,526 1,011 10 208 367 3,989 11,313
Off-balance sheet
items - - - 782 - - - 500 - 1,282

31 December 2014 2,805 133 64 6,308 1,011 10 208 867 3,989 15,395
Loans and
receivables from
clients 4 193 26 412 37 9 - 161 1,328 2,170

31 December 2013 4 193 26 412 37 9 - 161 1,328 2,170
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4. FINANCIAL INSTRUMENTS (continued)

4.2. Credit Risk (continued)

4.2.5.  Off-Balance Sheet Items

Maturities of off-balance sheet items exposing the Bank to credit risk were as follows:

Undrawn credit
lines  Guarantees  Total

Up to one year 205 352 557
From 1 to 5 years - 725 725

31 December 2014 205 1,077 1,282
31 December 2013 - - -

4.3. Market Risk

The Bank is exposed to market risks. Market risks arise from open positions due to changes in interest
rates and foreign currency exchange rates

4.3.1. Currency Risk

Currency risk management is defined with Risk management strategy and Currency management policy.
In These acts define the way in which the bank identifies, measures, controls, mitigates and monitors the
currency risk. Measuring the currency risk is performed applying GAP analysis for currency risk, while the
control system established by limiting long, short and net positions individually by currencies and
aggregately. On a daily basis liquidity sector reports to the risk management the amount and character of
currency update. Risk Management sector reports on a monthly basis the Board of Directors on all
important aspects of the management of foreign exchange risk.

The Bank's financial position and cash flows are exposed to the effects of the changes in foreign currency
exchange rates. Currency risk exposure is continuously monitored and reconciled with the limits
prescribed by the Central Bank of Montenegro.

The Bank’s exposure to foreign currency risk is presented in the following table:

In thousands of EUR RSD USD GBP CHF Other Total
Assets in foreign currencies - 161 11 29 - 201
Liabilities in foreign currencies - - - (18) - (18)
Net open position:
- 31 December 2014 - 161 11 11 - 183
- 31 December 2013 - - - - - -

% of the core capital:
- 31 December 2014 - 3.40% 0.23% 0.23% -

- 31 December 2013 - - - - -
Aggregate open position:

 - 31 December 2014 183
 - 31 December 2013 -
% of the core capital:
 - 31 December 2014 3.87%
 - 31 December 2013 0%
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4. FINANCIAL INSTRUMENTS (continued)

4.3.  Market Risk (continued)

4.3.1. Currency Risk (continued)

Management of currency risk exposure, apart from analysis of Bank’s assets and liabilities denominated
in foreign currencies, includes a sensitivity analysis on the exchange rate change. The scenario of the
fluctuation in exchange rate in the range of + 10% to -10% compared to the EUR is presented in the
following table:

As of 31 December 2014, assuming that all other parameters remain the same, the change in the
exchange rate of EUR against other currencies by + 10% or -10%, the Bank's profit would increase or
decrease in the amount of EUR 19 thousand (31 December 2013: there was no balance sheet items in
foreign currency). The cause of the small exposure of the Bank to change in foreign exchange rate is the
fact that most of the assets and liabilities are denominated in EUR.

In thousands of EUR Change in exchange rates

Total

Amount
in

foreign
currency 10% -10%

ASSETS
Cash balances and deposits with central banks 4,835 135 14 (14)
Loans and receivables to banks 2,800 66 7 (7)

Total assets 7,635 201 21 (21)

LIABILITIES
Deposits due to clients 10,524 18 2 (2)

Total liabilities 10,524 18 2 (2)
Net currency risk exposure:
 - 31 December 2014 19 (19)
 - 31 December 2013             -             -
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4. FINANCIAL INSTRUMENTS (continued)

4.3. Market Risk (continued)

 4.3.2. Interest Rate Risk

Interest rate risk is the risk that the future cash flows of a financial instrument will fluctuate due to changes
in market interest rates. Fair value interest rate risk is the risk that the value of a financial instrument will
fluctuate because of changes in market interest rates. The Bank assumes exposure to the effects of
fluctuations in the prevailing levels of market interest rates on cash flows. Interest margins may increase
as a result of such changes; however, these may reduce profit or give rise to losses in instances of
unexpected fluctuations. Interest rates are based on market rates and the Bank performs regular
repricing.
The following table presents the Bank’s interest bearing and non-interest bearing assets and liabilities as
of 31 December 2014:

In thousands of EUR
Interest
Bearing Non-Interest Bearing Total

ASSETS
Cash balances and deposits with central
banks 468 4,367 4,835
Loans and receivables from banks 66 2,734 2,800
Loans and receivables from clients 11,313 - 11,313

11,847 7,101 18,948Total assets

LIABILITIES
Deposits due to clients and banks 10,154 404 10,558
Borrowings from other clients 3,989 - 3,989

14,143 404 14,547Total liabilities
Interest rate GAP:
- 31 December 2014 (2,296) 6,697 4,401
- 31 December 2013 1,742 91 1,833
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4. FINANCIAL INSTRUMENTS (continued)

4.3. Market Risk (continued)

4.3.2. Interest Rate Risk (continued)

Interest rate GAP as of 31 December 2014 is presented in the following table:

In thousands of EUR

Interest sensitive assets
Up to one

month

From 1
to 3

months

From 3
to 6

months

From 6
to 12

months
Over 1

year Total
Interest-bearing deposits in
other institutions 468 - - - - 468
Loans and receivables due
from clients 272 808 1,328 2,076 6,910 11,394

Total 740 808 1,328 2,076 6,910 11,862

55.72% 11.14% 5.77% 7.35% 20.02% 100%

% total interest earning
assets

Interest sensitive liabilities
Interest-bearing deposit 3,945 283 9 773 5,514 10,524
Interest-bearing borrowings - - - 500 3,500 4,000

Total 3,945 283 9 1,273 9,014 14,524
% interest bearing liabilities 27.16% 1.95% 24.16% 8.76% 37.96% 100%

Interest rate GAP:

- 31 December 2014 (3,206) 525 1,319 803 (2,104) (2,662)
- 31 December 2013 333 414 268 227 500 1,742

Cumulative GAP:

- 31 December 2014 (3,205) (2,680) (1,361) (558) (2,662)
- 31 December 2013 333 747 1,015 1,242 1,742
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4. FINANCIAL INSTRUMENTS (continued)

4.3. Market Risk (continued)

4.3.2. Interest Rate Risk (continued)

During the process of risk management of interest rate changes, the Bank analyses the sensitivity to
changes of assets and liabilities with variable interest rates. The following table shows the effect of
fluctuations in interest rates for assets and liabilities denominated in EUR ranged from + 0.4% pp to -
0.4% p.

Assuming that all the other parameters remain the same, increase or decrease in the variable interest
rate and liabilities in EUR by 0.4 percentage points, Bank's profit would increase or decrease, in the
amount of EUR 14 thousand.

4.4.  Liquidity Risk

Liquidity risk includes the risk of the Bank being unable to provide cash to settle liabilities upon maturity,
or the risk that the Bank will have to obtain funds at reasonable prices and in a timely manner to be able
to settle its matured liabilities.

The matching and controlled mismatching between the maturities and interest rates of assets and of
liabilities are fundamental to the management of the Bank. It is uncommon for banks to have completed
matching since business transactions are often made for indefinite term and are of different types. A
mismatched position potentially enhances profitability, but also increases the risk of losses.

The maturities of assets and liabilities and the ability of the Bank to obtain sources of funding upon
maturity of liabilities at an acceptable cost are an important factor in assessing the liquidity of the Bank
and its exposure to changes in interest rates and foreign exchange rates.

Liquidity requirements to support calls on guarantees are considerably less than the amount of the
commitments because the Bank does not generally expect the third party to draw funds under the
agreement. The total outstanding contractual amount of commitments for approved loans with extended
maturities does not necessarily represent future cash requirements since many of these commitments will
expire or terminate without being funded.

In thousands of EUR Net effect of change in interest rates
+0.4 p.p. -0.4 p.p.

2014 EUR IR EUR IR
Assets
Cash balances and deposits with central banks 468 - -
Loans and receivables to banks 66 - -
Loans and receivables to customers 11,313 - -

11,847 - -

Liabilities
Deposits due to clients 10,524 - -
Borrowings from banks and other clients 4,000 14 (14)

14,524 14 (14)
Net interest rate GAP:

- 31 December 2014: 14 (14)
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4. FINANCIAL INSTRUMENTS (continued)

4.4.  Liquidity Risk (continued)

As of 31 December 2014, the Bank has managed the liquidity risk in accordance with the adopted
Strategy for risk management and Liquidity risk management policy. In January 2015 Liquidity risk
management procedures were adopted. The phases of the liquidity risk management have been
elaborated in these documents: identification, measurement, control and monitoring of liquidity risk. To
measure liquidity risk, the Bank uses the GAP analysis and stress testing. On the basis of Risk
management procedure developed was the methodology for determining the difference between the
actual and the contracted deposit maturity on which the Bank classifies demand deposits in the individual
time classes. Liquidity risk monitoring is developed on a daily basis through a set of reports generated by
the liquidity sector, and verified by the risk management sector. In addition to daily monitoring, liquidity
risk is monitored on a ten-day and monthly basis by reporting to Supervisors and to the Board of
Directors. Cash-flow projections are subsequently tested on a daily and monthly basis.

The Bank is exposed to daily calls on its available cash resources which influence the available cash held
on the current accounts or as deposits. The Bank does not maintain cash to meet all of these needs since
historical experience demonstrates that a minimum level of reinvestment of maturing funds can be
predicted with a high degree of certainty.

The remaining contractual maturity matching of financial assets and liabilities as of 31 December 2014 is
as follows:

In thousands of EUR
Up to a
month

From 1 to
3 months

From 3 to
6 months

From 6 to
12 months

From 1 to
5 years

Over 5
years Total

Financial assets
Cash balances and
deposits with central
banks 4,835 - - - - - 4,835
Loans and receivables
to banks 2,800 - - - - - 2,800
Loans and receivables
to customers 261 799 1,312 2,058 5,959 924 11,313
Total 7,896 799 1,312 2,058 5,959 924 18,948
Financial liabilities
Deposits due to clients 3,945 283 9 773 5,499 15 10,524
Borrowings from banks
and other clients - - - 500 3,500 - 4,000
Other financial
liabilities 149 101 108 84 35 - 477
Total 4,094 384 117 1,357 9,034 15 15,001
Maturity GAP:
- 31 December 2014 3,802 415 1,195 701 (3,075) 909 3,947
- 31 December 2013 416 414 268 235 500 - 1,833

Cumulative GAP:
- 31 December 2014 3,802 4,217 5,412 6,113 3,038 3,947
- 31 December 2013 416 830 1,098 1,333 1,833 1,833

% of total funds:
- 31 December 2014 25.4% 28.2% 36.3% 41.1% 20.8% 26.9%
- 31 December 2013 97.2% 193.9% 256.5% 311.4% 428.3% 428.3%
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4. FINANCIAL INSTRUMENTS (continued)

4.4.  Liquidity Risk (continued)

The Bank's liquidity or the ability to settle its liabilities when due, is depended on the balance sheet
structure and the compliance between inflows and outflows.

The expected maturity matching of financial assets and liabilities as of 31 December 2014 is as follows:

In thousands of EUR
Up to a
month

From 1 to
3 months

From 3 to
6 months

From 6 to
12 months

From 1 to 5
years

Over 5
years Total

Financial assets
Cash balances
and deposits with
the Central Bank 4,835 - - - - - 4,835
Loans and
receivables to
banks 2,800 - - - - - 2,800
Loans and
receivables to
clients 261 799 1,312 2,058 5,959 924 11,313
Total 7,896 799 1,312 2,058 5,959 924 18,948
Financial
liabilities
Deposits due to
clients 1,565 693 459 1,163 6,179 465 10,524
Borrowings from
banks and other
clients - - - 500 3,500 - 4,000
Other financial
liabilities 149 101 108 84 35 - 477
Total 1,714 794 567 1,747 9,714 465 15,001
Maturity GAP:
- 31 December

2014 6,182 5 745 311 (3,755) 459 3,947
- 31 December

2013 416 414 268 235 500 - 1,833
Cumulative GAP:
- 31 December

2014 6,182 6,187 6,932 7,243 3,488 3,947
- 31 December

2013 416 830 1,098 1,333 1,833 1,833
% of total funds:
- 31 December

2014 25.4% 28.2% 36.3% 41.1% 20.8% 26.9%
- 31 December

2013 97.2% 193.9% 256.5% 311.4% 428.3% 428.3%
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4. FINANCIAL INSTRUMENTS (continued)

4.5.  Fair Value of Financial Assets and Liabilities

As of 31 December 2014 and 31 December 2013, the Bank has no financial assets initially classified at
fair value.

In thousands of EUR Carrying Value Fair Value
2014 2013 2014 2013

Financial assets
Loans and receivables to banks 2,800             - 2,800             -
Loans and receivables to clients 11,313 2,170 11,313 2,170

Financial liabilities
Deposits due to clients 10,524             - 10,524             -
Borrowings from other clients 4,000 420 4,000 420
Other liabilities 477 8 477 8

In estimating the fair value of the Bank’s financial instruments the following methods and assumptions
were used:

a) Loans and Receivables from Banks

Loans and receivables from banks include inter-bank loans and advances and items in the course of
collection.

The fair values of floating rate investments and overnight deposits approximate their carrying amounts at
the statement of financial position date.

b) Loans and Receivables from Clients

In order to determine the fair value of loans and receivables from clients with fixed interest rate. measured
at amortized cost, the Bank compared the its interest rates on loans and advances to clients to the
available information on the current market interest rates in the banking sector of Montenegro, i.e.
weighted average market rates by business activities.

As the Bank’s management states, the Bank's interest rates do not differ significantly from prevailing
market interest rates in the banking sector of Montenegro, which means that the fair value of loans to
clients calculated as the present value of future cash flows, discounted using the current market rates, i.e.
the average weighted interest rates of the banking sector, does not deviate significantly from the carrying
value of the loan as at the statement of financial position preparation date.

d) Deposits and Borrowings

For demand deposits and deposits with a remaining maturity of less than one year, it is assumed that the
estimated fair value is does not significantly differ from their carrying values.

The estimated fair values of interest bearing deposits at fixed interest rates with remaining contractual
maturities of over a year, without quoted market prices, are based on discounted cash flows using interest
rates for new debts with similar remaining maturities. According to the Bank’s management, the Bank’s
interest rates are harmonized with the current market rates and the amounts stated in the financial
statements represent the fair value which accurately reflects the fair value of these financial instruments,
under the current circumstances.
The carrying values of borrowings with floating interest rates approximate their fair values at the
statement of financial position date.
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4. FINANCIAL INSTRUMENTS (continued)

4.6.  Capital Risk Management

The Bank’s capital management objectives are:

· to comply with the capital requirements set by the regulator;
· to safeguard the Bank’s ability to continue as a going concern so that it can continue to

provide returns to shareholders and ensure benefits for other stakeholders; and
· to maintain a strong capital base to support further growth of its business.

The Bank’s management controls capital adequacy by applying the methodology and limits prescribed by
the Central Bank of Montenegro (“Official Gazette of Montenegro”, no. 60/08, 41/09 and 55/12). In
accordance with the regulations, the Bank submits quarterly reports on the balance and structure of
capital to the Central Bank of Montenegro.

The Bank's own assets are comprised of:

· tier 1 capital (paid-in share capital, retained earnings from prior years, decreased for
current year losses);

· decreased for intangible assets, positive difference between the amount of calculated
provisions for potential losses and the sum of impairment allowances per balance sheet
assets and provisions for potential losses per off-balance sheet items.

The amount of own funds must be equal to or greater than:

a) minimum financial portion of initial capital amounting to EUR 5 million, as
required by Law on Banks,

b) total amount of required capital for all risks.

Due to the loss incurred amounting to EUR 600 thousand as well as the length of the process of increase
in share capital, as of 31 December 2014 the level of the Bank’s own assets was below the required
minimum.

In order to support the continuation of the Bank's operations and ensure that the Bank's own assets reach
the legally defined minimum, on 30 December 2014, at an extraordinary meeting of the Assembly of the
Bank’s shareholders it was decided to increase the share capital by issuing shares in the amount of EUR
2,500 thousand, while on 6 April 2015, the registration of the capital increase was carried out at the
Central Depository Agency (Note 22), which increased the level of own funds above the legal minimum.
After the recapitalization, as of 30 April 2015, the Bank’s own funds amounted to EUR 6,379 thousand.

Risk-weighted assets are comprised of items of assets and loan equivalents of off-balance sheet items
exposed to risk. The loan equivalents of off-balance sheet assets are computed by multiplying the
carrying value of off-balance sheet items with the prescribed conversion factors. Total risk-weighted
assets are comprised of assets and loan equivalents of off-balance sheet items exposed to risk (the
Bank's risk-weighted assets) classified in certain categories and multiplied by adequate prescribed risk
weights.

In accordance with the requirements of the Central Bank of Montenegro, the Bank is under obligation to
maintain a minimum capital adequacy ratio of 10%. The Bank is required to adjust the extent of its
business with the prescribed parameters i.e. to maintain the volume and structure of its risk assets in
compliance with the Law on Banks and regulations of the Central Bank of Montenegro. As of 31
December 2014, the capital adequacy ratio calculated by the Bank for statutory financial statements
equalled 34.3%.
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5. INTEREST INCOME, INTEREST EXPENSES AND SIMILAR INCOME

a) Interest Income

In thousands of EUR 2014 2013
Loans to:
- corporate clients 190 141
- entrepreneurs 2 4
-retail 301 212

493 357
b) Interest Expenses

In thousands of EUR 2014 2013

Deposits of:
- corporate clients 16             -
- retail clients 30             -

46             -
Borrowings 82 14

128 14

6. IMPAIRMENT LOSSES

In thousands of EUR 2014 2013

Change in impairment in respect of:
 - loans 3             -
 - operating risk               -             -
 - other assets (3)             -

              -             -
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7. FEE AND COMMISSION INCOME AND EXPENSES

a) Fee and Commission Income

In thousands of EUR 2014 2013

Loan origination fees 82 64
Fees and commissions from off-balance-sheet operations 15             -
Fees and commissions from payment transactions and e-
banking 29             -
Fees and commissions for foreign payments 14             -
Fees for credit bureau inquiries 6 5
Other fees and commissions 4             -

150 69

b) Fee and Commission Expenses

In thousands of EUR 2014 2013

Fees and commissions payable to the Central Bank 24             -
Fees and commissions for international payment
transactions 19             -
Deposit insurance premium fees 19             -
Fees and commissions for e-banking 6             -
Fees and commissions for the credit line 2             -
Fees and commissions for payment transactions (MFI
Kontakt) 3 2

73 2

8. PERSONNEL EXPENSES

In thousands of EUR 2014 2013

Net salaries 306 144
Taxes and contributions on salaries 253 128
Other employee benefits. net 22 5
Service contract, gross 39             -
Fees to members of Board of Directors, gross 33             -
Business travel costs and per diems 3             -
Employee training costs 2             -

658 277
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9. GENERAL AND ADMINISTRATIVE EXPENSES

In thousands of EUR 2014 2013

Rental costs 56 56
Security services 16             -
Electricity, utilities and fuel costs 6 2
Cleaning services 1             -
License costs and software maintenance 14             -
Computer and other equipment maintenance 6 11
Vehicle maintenance 3             -
Insurance costs 1             -
External control expenses 72 5
Court expenses 2             -
Other professional fees 12 21
Consultant fees 40             -
Telecommunication costs 10 8
Communication network costs 2             -
Postage 1             -
Office supplies 11 1
Entertainment 2             -
Advertising and marketing 32             -
Miscellaneous expenses 10 9

297 113

10. DEPRECIATION AND AMORTIZATION

In thousands of EUR 2014 2013

Property and equipment (Note 16) 29 5
Intangible assets (Note 17) 17 4

46 9

11. OTHER EXPENSES

In thousands of EUR 2014 2013

Disposal of software 27             -
Disposal of equipment 1             -
Other expenses 4 2

32 2

Other expenses in 2014 mainly relates to the write-off of software used by MFI Kontakt, which
has been replaced with the new banking software once the Bank start operating.
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12. INCOME TAXES

a) Components of Income Tax

In thousands of EUR 2014 2013

Current income taxes - -
Deferred income taxes 13 1

13 1

In thousands of EUR 2014 2013
Profit before tax (600) 10

Income tax at Law rate of 9% (54) 1
Unrecognized tax credit on behalf of tax losses 54 -
The effects of the different treatment of tangible assets for
tax purposes 13
Income tax in income statement 13 1
Effective tax rate 2.17% 8.83%

The tax rate used in 2014 and 2013 equals 9% and is applied to the taxable profit of legal entities
in Montenegro in accordance with the Corporate Income Tax Law.

b) Deferred Tax

In thousands of EUR Tax
asset

Tax
liability

Net
asset/

(liability)
Balance as of 31 December 2012 12 (2) 10
Utilized deferred tax asset arising from tax losses carried forward (1)             - (1)
Balance as of 31 December 2013 11 (2) 9
Increase in deferred tax liability based on temporary differences
between accounting and tax values of property, equipment and
intangible assets - (13) (13)
Balance as of 31 December 2014 11 (15) (4)

Differed tax assets arisen from tax loss from 2012 in the amount of EUR 129 thousand and may
be utilized until 2017.
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13. CASH AND DEPOSIT ACCOUNTS HELD WITH CENTRAL BANKS

In thousand EUR
31 December

2014
31 December

2013

Cash on hand:
 - in EUR 2,803             -
 - in foreign currencies 135             -
Gyro account:
 - in EUR 962 91
Obligatory reserves held with the Central Bank of
Montenegro 935             -

4,835 91

As of December 31, 2014 the Bank's obligatory reserves were set aside in accordance with the
Decision of the Central Bank of Montenegro on Obligatory Reserves of Banks to Be Held with the
Central Bank of Montenegro (Official Gazette of Montenegro no. 35/2011 as of 27 July 2011, and
Amendments to the Decision (Official Gazette of Montenegro no. 22/2012, 61/2012 and 57/13),
stipulating that banks calculate the obligatory reserve applying the following rates:

- 9.5% to the base comprised of demand deposits and deposits maturing within a year i.e.
365 days, and term deposits with maturity over one year if there is no clause on early
withdrawal option,

- 8.5% to the base comprised of deposits with maturities of over a year i.e. 365 days,
containing clause on the impossibility of cancellation of the contract before the set
deadline.

The rate of 9.5% is also applied to deposits with contractually defined maturities of over a year
i.e. 365 days with contractual clause on early withdrawal option.

The obligatory reserve is to be calculated by applying the aforesaid rates to the average amount
of deposits during the previous week two days before the expiry of the maintenance period.

The Bank sets aside the calculated reserves to the obligatory reserve accounts held with the
Central Bank of Montenegro in the country and/or abroad. Pursuant to the Decision, 50% of the
obligatory reserve is interest bearing asset out of which 35% may be held in the form of treasury
notes issued by the Montenegro Government. For the amount of 15% of the obligatory reserve
requirement the Central Bank pays by the fee calculated at an annual rate equal to EONIA (Euro
Overnight Index Average) minus 10 basis points, but this rate cannot be less than zero, up to the
eighth day of the month for the preceding month. The obligatory reserve is held in EUR.

14. LOANS AND RECEIVABLES FROM BANKS

In thousand EUR
31 December

2014
31 December

2013

Correspondent accounts with foreign banks 2,734             -
Special purpose deposits held with foreign banks 66             -

2,800             -

As at 31 December 2014, the Bank has an account with Commerz Bank AG.

Special purpose deposits held with foreign banks amounting to USD 80 thousand relates with a
deposit held with Santander Bank in USA, with an annual interest rate of 0.25%, for the purpose
of MasterCard settlement account.
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15. LOANS AND RECEIVABLES FROM CUSTOMERS

In thousand EUR
31 December

2014
31 December

2013

Matured loans
 - privately-owned companies 72             -
 - retail customers 36             -

Short-term loans
 - privately-owned companies 1,954 788
 - non-governmental organizations 18             -
 - entrepreneurs               - 30
 - retail customers 275 860

Long-term loans
 - privately-owned companies 4,901 31
 - companies which are mostly state owned 395             -
 - entrepreneurs 35             -
 - retail customers 3,708 474

11,394 2,183

Interest receivables:
 - loans 12 5
Deferrals:
 - interest on loans 34 15
 - loan origination fees (124) (33)

(78) (13)

Total 11,316 2,170
Minus:
Impairment (3)             -

Total loans and receivables from customers 11,313 2,170

Short-term loans to corporate entities are mostly approved for current assets with maturities from
one month to 24 months, while long-term loans are granted for a period of 12 to 84 months and
mostly relate to companies in the areas of trade, construction and service industries. Short-term
and long-term loans to corporate entities are mostly approved at a nominal interest rate of 6.95%
to 15% per annum.

Short-term retail loans are granted for a period of one month to 12 months with interest rate
ranging from 8.95% to 18% annually. Long-term loans to retail customers include cash loans,
loans for housing construction, renovation of housing and business premises, financing the
purchase of consumables and other purposes, maturing within 12 to 180 months with an interest
rate ranging from 7.55% to 18% per annum.

The geographical concentration of loans to customers in the Bank's loan portfolio mainly relates
to clients domiciled in the territory of Montenegro.
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15. LOANS AND RECEIVABLES FROM CUSTOMERS (continued)

The concentration of loans and receivables from customers per industry was as follows:

In thousand EUR
31 December

2014
31 December

2013
Processing industry               - 42
Construction industry 1,025 37
Trade 5,505 416
Transport and storage 134 193
Accommodation and catering services 66 26
Information and communications 79             -
Finance and insurance sector 6 4
Real estate trade 209             -
Professional, scientific and technical activities 11             -
Administrative and support service activities 0 9
Art, entertainment and recreational activities 18             -
Other services 270 117
Retail customers 3,990 1,326

11,313 2,170

16. PROPERTY, PLANT AND EQUIPMENT
Movements on property and equipment and other assets for 2014 and 2013 are presented in the
following table:

In thousand EUR Buildings

Equipment
and other

assets Total

Cost
Balance as at 1 January 2013               - 28 28
Balance as at 31 December 2013               - 28 28

Additions 245 597 842
Sales and disposals               - (3) (3)
Balance as at 31 December 2014 245 622 867

Accumulated Depreciation
Balance as at 1 January 2013               - 8 8
Depreciation (Note 10)               - 5 5
Balance as at 31 December 2013               - 13 13

Depreciation (Note 10) 5 24 29
Sales and disposals               - (2) (2)
Balance as at 31 December 2014 5 35 40

Net Book Value:
  - 31 December 2014 240 587 827

  - 31 December 2013 - 15 15

As at 31 December 2014 the Bank does not own properties under collateral agreements for
insuring the repayment of loans and other liabilities.
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17. INTANGIBLE ASSETS

Intangible assets are mostly comprised of licenses and software. The movements on intangible
assets in the course of 2014 and 2013 were as follows:

In thousand EUR 2014 2013

Cost
Balance as at 1 January 41 40
Additions 281 1
Write off (40) -
Balance as at 31 December 282 41

Accumulated Amortization
Balance as at 1 January 11 6
Amortization (Note 10) 17 5
Write off (13) -

15 11

Net Book Value as at 31 December 267 30

18. OTHER FINANCIAL RECEIVABLES AND OTHER OPERATING RECEIVABLES

Other financial assets relate to advances amounting to EUR 9 thousand, while other operating
receivables relate to prepaid expenses amounting to EUR 60 thousand.
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19. DEPOSITS BY CUSTOMERS AND BANKS

In thousand EUR
31 December

2014
31 December

2013

Demand deposits:
 - privately-owned companies 1,430             -
 - entrepreneurs 3             -
 - non-profit organizations 5             -
 - retail customers 2,501             -

3,939             -

Short-term deposits:
 - financial institutions 230             -
 - privately-owned companies 100             -
 - retail customers 227             -

557             -
Long-term deposits:
 - financial institutions 200             -
 - privately-owned companies 1015             -
 - privately-owned insurance companies 700             -
 - retail customers 4112             -

6,027             -

Accrued interest 35             -
10,558             -

No interest rate is applied on the demand deposits by retail customers. Same applies for the
privately owned companies, private and other organizations, unless otherwise stated. Short-term
and long-term deposits by retail customers are placed at interest rates ranging annually from
0.35% to 5.4%.

Short-term and long-term deposits of legal entities are placed at interest rates ranging annually
from 0.15% to 5.3%.
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20. BORROWINGS FROM OTHER CUSTOMERS

In thousand EUR
31 December

2014
31 December

2013

Liabilities to related parties
German Development Fund – DEG 3,500             -
Borrowing from retail customers               - 120

Liabilities to foreign debtors
Global Microfinance Fund responsAbility -Swiss
Investment Fund 500 300

4,000 420
Accrued interest and fees on borrowings (11) 8

3,989 428

As at 31 December 2014 the Bank has liabilities to Swiss Investment Fund Global Microfinance Fund
responsAbility for the three borrowings amounting to EUR 500 thousand which were approved for the
purpose of microfinancing. One borrowing amounting to EUR 150 thousand was approved for the period
of six months and matures as at 5 March 2015, while the remaining two borrowings, amounting to EUR
150 thousand and EUR 200 thousand, mature as of 9 March 2015, and these were initially approved for
the period of one year. The borrowings were approved with a fixed interest rate of 8%, which are paid
semi-annually and the calculated interest balance as of 31 December 2014 amounts to EUR 13
thousand.

As at 31 December 2014 the Bank has borrowings with German Development Fund DEG amounting to
EUR 3,500 thousand. The borrowing is approved for the period of five years, with two year grace period,
and the following maturity dates:

- 15 November 2016 –                 EUR 500 thousand
- 15 May 2017 –                          EUR 500 thousand
- 15 November 2017 –                 EUR 500 thousand
- 15 May 2018 –                          EUR 500 thousand
- 15 November 2018 –                 EUR 500 thousand
- 15 May 2019 –                          EUR 500 thousand
- 15 November 2019 –                 EUR 500 thousand

The borrowing is approved at a variable interest rate of 6%+6MEURIBOR with semi-annual payments of
interest. Liabilities for interest as at 31 December 2014 amount to EUR 27 thousand, while the deferred
fee amounts EUR 51 thousand.

21. OTHER LIABILITIES

In thousand EUR
31 December

2014
31 December

2013
Liabilities to domestic suppliers 411 -
Liabilities to domestic foreign suppliers 2 -
Accrued liabilities 10 1
Provisions for employee benefits 4 4
Other liabilities 22 29

449 34
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22. CAPITAL

As of 31 December 2014, the Bank’s share capital was comprised of 11,400 ordinary shares (31
December 2013: 3,678 ordinary shares), with the face value of EUR 500.

The Law on Banks (Official Gazette of Montenegro no. 17/2008, 44/2010 and 40/2011) stipulates that the
minimum monetary amount of the share capital may not be less that EUR 5,000 thousand.

As at 31 December 2014 the Bank’s monetary capital is in accordance with the prescribed minimum.

The Law on Banks also stipulates that the minimum amount of own funds have to remain on a level that
equals or is greater than:

· the minimum monetary amount of the share capital defined by the Law on Banks;
· total required capital in order to cover the risks

Due to a loss in 2014 amounting to EUR 600 thousand and total amount of deductible items from capital
of EUR 967 thousand, as at 31 December 2014 the Banks’s own funds amounts to EUR 4,733 thousand
and is below the prescribed minimum.

In order to support the going concern and raise the level of the Bank’s equity above the prescribed
minimum, a Decision on Issuing Shares was made on a Shareholders Assembly held on 30 December
2014, amounting to EUR 2,500 thousand.

Securities and Exchange Commission has confirmed the successful issuance and sale of shares
amounting to EUR 2,500 thousand for cash (5,000 shares of book value of EUR 500) in its Resolution on
determining the successful issuance of shares no 02/12e-3/6-15 as of 3 April 2015, making it a 100%
success.

Information on issued shares is registered with the Central Depository Agency on 6 April 2015.

Based on this resolution, the shares were registered at Central Depositary Agency, which enabled the
Bank to comply with the minimal equity requirements stipulated by the Law on Banks. Consequentially,
on 30 April 2015, the Bank’s own funds amounted to EUR 6,379 thousand and are above the prescribed
minimum.

Direct costs associated with issuing new shares are recognized as expenses of the period in which they
are incurred.
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22. CAPITAL (continued)

The ownership structure of the Bank as at 31 December 2014 and 31 December 2013 is as follows:

31 December 2014 31 December 2013

Name of the person/company
Number of

shares

In
thousan

d EUR
%

ownership
Number

of shares

In
thousand

EUR
%

ownership
Aleksandra Popović 3,026 1,513 26.54% 1,848 924 50.24%
DEG 3,000 1,500 26.32%             -             -             -
Zetagradnja doo Podgorica 1,710 855 15.00%             -             -             -
Perović Andrej 840 420 7.37% 492 246 13.38%
Perović Katarina 840 420 7.37% 492 246 13.38%
Božidar Vušurović 650 325 5.70%             -             -             -
Ivana Tatar Radulović 421 210 3.69% 421 210 11.45%
Popović Jovana 200 100 1.75% 181 90 4.92%
Nikić Vinko 200 100 1.75%             -             -             -
Mališ Miljan 200 100 1.75%             -             -             -
Nenad Radulović 109 55 0.96% 109 55 2.96%
Svetozar Jovićević 90 45 0.79% 81 41 2.20%
Norah Licet Baccera Farfan 50 25 0.44%             -             -             -
Tanja Vidić 45 23 0.39% 45 23 1.22%
Mirjana Kovačević 10 5 0.09%             -             -             -
Ivan Popivoda 9 4 0.08% 9 4 0.24%

11,400 5,700 100.00% 3,678 1,839 100.00%

The information on the new issuance of shares is registered with the Central Depositary Agency as at 6
April 2015. The ownership structure of the Bank is as follows:

Name of the person/company
Number of

shares
In thousand

EUR % ownership
Aleksandra Popović (Aleksandra Popović/
Perović Andrej/ Perović Katarina) 4,706 2,353 28.70%
DEG 4,600 2,300 28.05%
Zetagradnja doo Podgorica 2,706 1,353 16.50%
Božidar Vušurović 2,050 1,025 12.50%
Luka Nikčević 700 350 4.27%
Ivana Tatar Radulović 421 211 2.57%
Nikić Vinko 328 164 2.00%
Popović Jovana 200 100 1.22%
Mališ Miljan 200 100 1.22%
Nenad Radulović 109 55 0.66%
Svetozar Jovićević 90 45 0.55%
Predrag Vušurović 88 44 0.54%
Norah Licet Baccera Farfan 72 36 0.44%
Ana Pejović 60 30 0.37%
Tanja Vidić 45 23 0.27%
Mirjana Kovačević 16 8 0.10%
Ivan Popivoda 9 3 0.05%

16,400 8,200 100.00%
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22. CAPITAL (continued)

Shareholders Aleksandra Popović, Perović Andrej and Perović Katarina have made an Agreement on
joining the shares as of 11 March 2015, and the holder of management rights is the shareholder
Aleksandra Popović.

23. COMPLIANCE WITH THE REGULATIONS OF THE CENTRAL BANK OF MONTENEGRO

In accordance with the regulations of the Central Bank of Montenegro, the Bank is required to maintain a
minimum capital adequacy ratio of 10%. The Bank is required to comply its operations within the
prescribed parameters, ie to comply the volume and structure of risky assets with the Law on Banks
("Official Gazette of Montenegro" no. 17/08, 44/10, 40/11) and the regulations of the Central Bank of
Montenegro.

The Bank's solvency ratio as at 31 December 2014 amounted to 34.3%.

As of 31 December 2014, the own funds of the Bank are below prescribed minimum of EUR 5,000
thousand and amount EUR 4,733 thousand. By 31 March 2015, the Bank increased share capital by EUR
2.500 thousand (Note 22).

24. OFF-BALANCE SHEET ITEMS

In thousand EUR
31 December

2014
31 December

2013

Off-balance assets that bears credit risk
Irrevocable commitments to grant loans 205             -
Guarantees

-   issued payment guarantees 812             -
-   issued performance guarantees 265             -

1,282 -
Other off-balance items
Collaterals on receivables 159,855 12,816

In accordance with the Decision of Central Bank of Montenegro on Minimum Standards for Credit Risk
Management in Banks ("Official Gazette of Montenegro", no. 22/12, 55/12 and 57/2013) the receivables
from bank balance sheets are transferred to the internal records if the bank estimates in the process of
collecting the receivables that the value of receivables measured at amortized cost will not be
compensated and that the conditions are met for derecognition of financial assets, which includes the
following cases:

1) for unsecured receivables:

- when the debtor subject to bankruptcy proceedings lasting longer than one year, or
- if the debtor is late with payments for more than two years

2) for secured receivables, when the debtor is late with payments for more than four years, or if
the bank during this period did not receive any payment from the realization of collateral.

In accordance with current regulations, as at 31 December 2014, no receivables were written off
from the Bank’s balance records.
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25. RELATED PARTY TRANSACTIONS

The related parties include the parent bank and the Bank's shareholders, representatives of the
management and the Bank’s staff.

In thousand EUR
31 December

2014 31 December 2013
Receivables
Loans:
 - Truck Trade d.o.o., Podgorica 6            -
 - Loans to shareholders (individuals) 107 -
Total receivables: 113            -

Liabilities
Demand deposit:
 - Zetagradnja d.o.o. 118            -
- Deposits to shareholders (individuals) 717 -

835 -
Liabilities on borrowings:
DEG (Note 20) 3,500            -
Liabilities for a loan from an employee            - 120

Liabilities for interest:
 - DEG (Note 20) 27            -

Accruals (borrowings)
 - DEG (Note 20) (51)            -

Total liabilities 4,311 120

Net liabilities (4,198) (120)

Loans made to employees amounted to EUR 339 thousand as at 31 December 2014 (31 December
2013: EUR 110 thousand) and mainly related to the approved short-term and long-term loans with
interest rates ranging from 8.95% to 15% annually. Employees are granted interest under conditions that
are the same as for retail clients. Actual income from interest on loans of employees in 2014 amounted to
EUR 8 thousand (2013: EUR 9 thousand).

Income and expenses arising from transactions with related parties during 2014 and 2013 are as follows:

In thousand EUR 31 December 2014
31 December

2013
Total income            -            -

Fee and interest expenses:
 - DEG interest (Note 5b) 42            -
 - DEG fees (Note 7b) 2            -

Other expenses:
Lease expenses 26 15
Total expenses 70 15

Net expenses (70)  (15)

Benefits to the top management and the Board of Directors on the basis of gross salaries in 2014
amounted to EUR 120 thousand (2013: EUR 106 thousand). During 2014 a loan was approved to one of
the managers in the amount of EUR 60 thousand, with an interest rate of 9.5%, and the realized interest
income of EUR 1 thousand.
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26. LITIGATIONS

As at 31 December 2014 there were no litigations against the Bank by legal entities and individuals.

The Bank is leading legal proceedings as at 31 December 2014 against a legal entity for the collection of
receivables in the amount of EUR 679. According to the decision on the execution as of 4 March 2015,
the court case is resolved in favour of the Bank.

27. OPERATING LEASE

Agreements on operating lease, with determined lease period refer to the lease of business and
residential premises. The Bank has no option to purchases the rented business premises at the end of
the lease period.

During 2014, the lease expense amounted to EUR 56 thousand (2013: EUR 56 thousand).

The lease of business premises represents the liabilities for a period of 5 to15 years.

Liabilities in respect of agreements of operating lease on business premises that are not reflected in the
financial statements to the balance sheet date are as follows:

In thousand EUR
31 December

2014
31 December

2013

Up to 1 year 161 72
Between 1 and 5 years 644 -
More than 5 years 1,044 -

1,849 72

28. EARNINGS PER SHARE

Basic earnings per share are calculated by dividing the annual net profit belonging to common
shareholders by the weighted average number of ordinary shares that were outstanding during the
period.

2014 2013
(Loss)/gain for the year in thousand EUR (600) 9
The average weighted number of shares 4,689 2,926
Earnings per share in EUR (128.0055) 3.4171

29. TAXATION RISKS

Montenegro tax legislation is subject to varying interpretations, and legislative changes occur frequently.
The interpretation of tax legislation by tax authorities as applied to the transactions and activities of the
Bank may not differ from the views of the Bank’s management. Consequently, transactions may be
challenged by the relevant tax authorities and the Bank could be assessed additional taxes, penalties and
interest.
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30. EXCHANGE RATES

The official exchange rates for major currencies used in the translation of the statement of financial
position components denominated in foreign currencies into EUR as at 31 December 2014 and 2013
were as follows:

31 December
2014

31 December
2013

USD 0.8224 0.7255
CHF 0.8314 0.8157
GBP 1.2783 1.1956

31. EVENTS AFTER THE REPORTING PERIOD

As disclosed in Note 22, issuance of share capital of the Bank was successfully ended as of 31 March
2015. This was confirmed by the Resolution on determining the success of issuance of shares no 02/12e-
3/6-15 as at 3 April 2015, through which the Securities and Exchange Commission of Montenegro
confirmed the success of issuance of shares amounting to EUR 2,500 thousand (5,000 shares with book
value of EUR 500 each), resulting in 100% of approved volume of shares.

Apart from abovementioned, after the balance sheet date there were no events that could have an impact
on the financial position and results of operations in the financial statements for the year ended 31
December 2014.

32. GENERAL INFORMATION ON THE BANK

In accordance with the Decision on the Content, Deadlines and Manner of Preparation and Submission of
Financial Statements of Banks (“Official Gazette of Montenegro” no. 15/2012 and 18/2013) general
information on the Bank is presented below:

Bank's registered name: Lovćen banka AD, Podgorica;
Registered address: Bulevar Džordža Vašingtona 56/I, 81000 Podgorica;
Bank's ID number: 02829541
Telephone/Fax: Tel: + 382 (0)20 205 410
Web page: http://www.lovcenbanka.me
Email address: office@lovcenbanka.me

The Bank has a head office and one branch

Number of employees as at 31 December 2014: 38

Gyro account: 565-1-84

Lovćen Banka AD Podgorica is "the successor of" MFI Kontakt which has submitted an application to the
Central Bank of Montenegro as at 3 December 2013, for obtaining the license to operate as a bank.

Lovćen Banka AD Podgorica is registered with the Central Registry of the Commercial Court under the
number 4-0009270/17.

As at 28 May 2014 the Central Bank of Montenegro issued a license for operation to the Bank.

Lovćen Banka AD Podgorica commenced operations as at 25 August 2014, and was founded by local
businessmen and academics, along with the German state fund DEG (KfW group).

mailto:office@lovcenbanka.me
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32. GENERAL INFORMATION ON THE BANK (continued)

Information on the president and members of the Board of Directors is presented below:

Name
Date of
birth

Information
on
residence

Address (street name and
number)

1. President Zeisler Andreas 13.1.1959 Germany Judenpfad 59B, 50996 Koln

2. Member Farfan Becerra  Norah
Licet 11.4.1961 Germany Barenstrasse12, 60316 Frankfurt

3. Member Radović Blagota 25.9.1958 Montenegro Slobode 59, 81000 Podgorica
4. Member Kovačević Mirjana 22.9.1955 Serbia Rige od Fere 15, 11000 Beograd

CEO Popović Aleksandra 1.12.1966 Montenegro Bulevar Revolucije 50/4, 81000
Podgorica

Name of the person /
company

Residence / Registered address (place,
street, number)

Number of
shares

%
ownership

Aleksandra Popović Bulevar Revolucije 50/4 3,026 26.54%
DEG Kolone 3,000 26.32%
Zetagradnja doo
Podgorica V Proleterske bb 1,710 15%

Perović Andrej Dzordza Vasingtona 78 840 7.37%
Perović Katarina n/a 840 7.37%
Božidar Vušurović Mojsije Zecevica 22, Berane 650 5.70%
Ivana Tatar Radulović Jovana Tomasevica 11 421 3.70%
Popović Jovana Bulevar Revolucije 50/4 200 1.75%
Nikić Vinko Plagenti C-2 200 1.75%
Mališ Miljan n/a 200 1.75%

11,087 97.25%

The auditing company that audited the 2014 financial statements: Ernst & Young Montenegro d.o.o.
Podgorica, Serdara Jola Piletića Street, BC Palada, lokal 2A.

Book value of shares amounts to EUR 500 at 31 December 2013 and 31 December 2014.

Loss per share and earnings per share as at 31 December 2014 and 31 December 2013 amounts to EUR
128.0055 and EUR 3.4171, respectively.

No dividends were paid in 2013 and 2014.
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