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Introduction by the Governor

e year 2003 was another successful year for the Central Bank of Bosnia and
Herzegovina (CBBiH). The key currency board requirements of full convertibility and
full foreign exchange coverage of the CBBiH's KM liabilities were met at all times
throughout the year. An important development was that the continuation of the cur—
rency board arrangement as the monetary policy framework for BiH received full polit—
ical endorsement from the State Presidency and the State Parliaments during 2003 with—
in the contexts of the passing of amendments to the CBBiH Law and the development
of the country’s medium term economic strategy (PRSP). This means citizens and busi—
nesses can continue to plan ahead with confidence that BiH will maintain a stable
exchange rate against the Euro and continue to have low inflation.

Another significant event during 2003 was the appointment of a new Board and the
reappointment of the Governor. The initial six-year term of the Board and Governor of
the CBBiH expired on 10 August 2003. The Presidency took prompt decisions prior to
that date and their decisions ensured that there was a high degree of continuity in the
membership of the Governing Board and in the senior management of the Bank.
Because of this, the transition to a new Board in August went very smoothly and the
operations of the CBBiH continued unchanged. | was reappointed as Governor for a fur—
ther period to 31 December 2004 and | want to thank the Presidency and the CBBiH
Governing Board for their continued support for me as Governor. My successor as
Governor, Kemal Kozaric, was also formally appointed at the same time which will
enable the CBBiH to ensure a smooth transition to a new Governor at the end of 2004.

During 2003, changes were made to the reserve requirements the CBBiH imposes on
commercial bank deposits. The changes, which took effect from 1 June 2003, contained
some elements to improve the structure of the reserve requirement. But they also
imposed some tightening of the reserve requirement as the banks were required to hold
a higher level of deposits at the CBBiH. This was done in order to slow down the very
rapid growth of bank credit, especially to the household sector, that had arisen during
2002 and early 2003.

In effect, this was the first monetary policy action the CBBiH had taken since it com—
menced its operations in 1997. It illustrated two important changes in the financial
sector in BiH. First, it showed that the banking sector had improved and expanded
to the point where its operations were having macro—economic consequences for BiH.
Second, it illustrated that the CBBiH was no longer only a 'currency board’ but was
beginning to act like a 'central bank’ also. This is a natural evolution which will con—
tinue. But the CBBiH will ensure that any new or expanded functions it takes on do
not conflict with its core function, which is, and will continue to be, to maintain the
integrity of the BiH currency board arrangements at all times.

The CBBiH continued to play a coordinating role in banking supervision in BiH. The
banking sector consolidated and strengthened further during 2003, in part due to the
strict application of prudential requirements on the banks. The banking sector again
grew strongly during the year as citizens increasingly used the banking sector because
of their growing confidence in its soundness. There was very good coordination and
cooperation between the CBBiH and the two Entity Banking Agencies. Proposals to
bring the banking supervision function under the CBBiH were discussed further dur—
ing the year and the aim is to complete this process during 2004.
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The CBBiH was also involved in a number of other policy and operational develop—
ments in 2003 that will have a positive impact on the BiH financial sector and econ—
omy. A National Capital Markets Council was set up under the chairmanship of the
Governor to discuss and agree on a consistent strategy for further development of the
capital markets in BiH. These markets currently play only a limited economic role in
BiH. The CBBiH was actively involved in the discussions to improve the anti-money
laundering policies in BiH. As part of this, the CBBiH agreed to set up a single reg—
ister of commercial bank accounts and this project commenced in the last quarter of
2003. The CBBiH, acting as agent for the Council of Ministers, also commenced the
process for getting the first formal sovereign credit rating for BiH during the year.

The Research and Statistics Department of the CBBiH also made considerable progress
during 2003. A major international conference, titled 'The Monetary Policy Role of
Currency Boards: History and Practice’, was held in April 2003. It was an opportuni—
ty to learn about the experiences of other currency boards in Europe, such as Bulgaria
and Estonia, and elsewhere, such as Argentina. All the currency boards operating in
Eastern Europe had worked well. However, all these currency boards had successful—-
ly taken on other policy and financial functions without undermining the financial
integrity and public confidence in their currency board. CBBiH speakers also partici—
pated in a large number of other conferences and seminars in BiH and abroad.

Significant improvements were made in the coverage and quality of the BiH mone—
tary and balance of payments statistics, both of which are prepared by the CBBiH. The
CBBiH will also prepare the statistics on government finances and the first figures for
this will be published in 2004. Unfortunately, no progress was made during 2003 in
improving the quality of other ’official’ statistics. The poor quality of official statistics
in BiH is now doing substantial damage to the country’s economic prospects as the
picture they present of the economic situation in BiH to the rest of the world is much
worse than the actual economic situation within BiH.

The CBBiH’s balance sheet gained further strength during 2003, even though its inter—
est income from its foreign reserve portfolio fell quite sharply compared with 2002
because of the low level of interest rates in Europe that applied throughout the year.
The level of ’free foreign exchange reserves’ (ie those that are above the level nec—
essary to fully cover the Bank’s KM liabilities) grew from KM 118 m at the end of
2002 to KM 153 m at the end of 2003. The CBBiH again received an unqualified
report from its external auditors for its financial operations and reports.

The CBBiH'’s foreign exchange reserves were KM 2.781 billion at the end of 2003, an
increase of KM 316 million compared to 31 December, 2002. This was significant as
it reversed a downward trend that had been evident following the surge in reserves
that occurred during the Euro changeover period around the end of 2001. It is also
significant in that it shows that even though BiH’s current account deficit remains
large, the deficit is being financed by other financial flows, such as a high level of
repatriations by BiH citizens living abroad and by increased foreign direct investment.
It is not being financed by running down the country’s foreign reserves — indeed,
these reserves grew quite substantially over 2003.

The CBBiH'’s internal operations were again carried out efficiently and effectively dur—
ing 2003. The Bank’s Strategic Plan for the year was fully implemented and the prof-
it for the year was above the budgeted level due to a combination of income being
above budget and expenses being kept below budget through good expenditure con—
trol. I want to thank the CBBiH Governing Board, senior management and staff for
their very positive contributions to these good outcomes.
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Logal status
Pravni status i odgovornosti and
Centralne banke Bosne i Hercegovine respronstbililies

of the
The Central Bank of Bosnia and Herzegovina was founded in accordance with a law 08 98,5/
passed by the BiH Parliament on June 20, 1997, and it started operations on August
11, 1997. Main goals and tasks of the Central Bank, defined in the law, in accordance
with the General Framework Agreement for Peace in Bosnia and Herzegovina, are the
following:

— to achieve and preserve the stability of domestic currency (convertible mark) by
issuing it with a full coverage in free convertible foreign assets, in accordance with
the currency board arrangement and a fixed exchange rate: one convertible mark
against one German mark. As of January 1, 2002, the KM is pegged to euro accord—
ing to the following exchange rate: 1 EUR =1.955830 KM, or 1 KM = 0.511292 EUR.
Legal basis for pegging the KM to euro is found in the Law on Changes and
Amendments to the Law on Central Bank of Bosnia and Herzegovina,

— to define and control the implementation of monetary policy of Bosnia and
Herzegovina,

— to keep official foreign currency reserves and manage them in a safe and prof-
itable manner,

— to maintain adequate payment and accounting systems,

— to coordinate activities of Entity banking agencies, responsible for issuing banking
licenses and banking supervision,

— to receive deposits from institutions at the state level of Bosnia and Herzegovina,
and deposits from the Entities and their public institutions based on a joint decision
of the Entities, and deposits from commercial banks,

— to issue regulations and guidelines for the implementation of Central Bank activi—
ties, within authorities established by the Law,

— to participate in the work of international organizations that work toward strength—
ening financial and economic stability, and to represent Bosnia and Herzegovina in
inter-governmental organizations on issues of monetary policy.

The highest body of the Central Bank is its Governing Board, responsible for establish—
ing monetary policy and control of its implementation, organization and strategy of the
Central Bank, in accordance with authorities prescribed by the Law. The Governing Board
consists of the governor, who is also the chairman, and four members. Governor Peter
Nicholl is the chief executive officer in charge of the everyday operations of the Central
Bank. There is also the executive management of the Central Bank, consisting of the
governor and three vice-governors (appointed by the governor with the approval of the
Governing Board), whose task is the operational management of the CBBiH operations.

The operations of the Central Bank are conducted via the Central Office, three main units
in Sarajevo, Mostar and Banja Luka, and branch offices in Pale and Brcko District.

- 70 -



\é(m/?m/ %6{%4 o }i‘;j/r))wm'a/ and Herceqovina
J

enveronment

1. INTERNATIONAL ECONOMIC ENVIRONMENT

1.1 The world

The year 2003 was characterized by an increased level of geopolitical risk in the
world. Table T1.1.1 shows the trends of main economic indicators for selected
regions of the world, with a note that the values for 2003 are still estimates. A
higher annual GDP growth rate than in 2002 is projected for all regions bellow, apart
from the Euro zone.

Table 1.1.1: Main economic indicators for selected regions

Budget Current account
GDP (%) CPI (%) Unemployment surplus/ deficit balance
(% of GDP) (bilions of USD)
2002 2003 2002 2003 2002  2003* 2002 2003 2002 2003
USA 2.4 2.6 1.6 2.1 5.8 6.0 -3.8 -6.0 -4809 -553.3
European Union 0.9 0.5 2.3 2.0 8.4 9.1 2.3 -3.0 61.2 62.4
Japan 0.2 2.0 -0.9 -0.3 5.4 55 15 -14 12.7 1211
Development countries 4.6 5.0 5.3 5.9 - - -3.8 -3.3 74.0 65.7
Transition countries 42 49 111 9.7 - - -1.7 -14 9.9 10.0
Source: IMF World Economic Outlook, September 2003
* Estimate

Due to an increased risk of deflation in the U.S., FED decreased the federal funds rate
to 1% in June 2003, which is the lowest level in the last 41 years. As a result of such
an action, and of an increase of fixed investments of the non-residents, GDP grew in
the third quarter by 8.2% at the annual level. The official data shows that inflation is
growing compared to the previous year, but the analysts think that FED would not
increase the rates until the second half of 2004, i.e. not before inflation starts influ—
encing consumption. Poor demand on the labor market kept the wages low and
helped reduce basic inflation to the lowest level since 1996. The difference between
the basic inflation and CPI is mostly the outcome of increased prices of raw oil. The
U.S. dollar experienced a continued depreciation during the period, but the current
account balance did not improve; exports grew, but imports grew even more in the
last quarter of the previous year.

An important event in 2003 in terms of further liberalization of multilateral trade was
a Doha round of negotiations organized by WTO in Cancun in September.

1.2 Euro zone

The economic activity in the Euro zone was, similarly to the U.S., slowed down in the
first half of the previous year with a slight decrease of the GDP growth rate in the sec—
ond quarter. That was the reason for a second reduction of the interest rates by ECB in
a single half-year, which put the interest rate at the current 2%, while the deposit facil-
ity rate of the European Central Bank is lower by one percentage point. In the first half
of the current year, the projections are that both personal consumption in the EU and
investments will increase because of the historically low interest rates. The increase of
available income as a result of Euro appreciation is mentioned as one of the reasons for
the expected increase of private consumption.
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According to the Eurostat data, exports to the countries of Central and Eastern Europe
and Asia grew a lot quicker than to other destinations, particularly regarding the cap—
ital goods, whose exports increased the most in the third quarter of 2003. The great—
est increase of exports by EU15 in 2003 was to China and Turkey, by 17 and 15 per—
cent, respectively. The EU financial account shows the net inflow of assets, mostly
portfolio investments, caused by expectations of a further appreciation of euro, which
was partly offset by direct investments abroad.

The annual EU inflation rate was 2%. Small fluctuations above that level were recorded
in November and December 2003, and they were caused by an increase in the price of
food (additional taxation of tobacco products in France) and energy products. Core infla—

tion was unchanged at 2% in the given period. It is assumed that during 2004 HICP” " Harmonized ‘“"fﬁ‘cﬁf
will be slightly under 2%, if there are no additional price shocks in the world markets. ?2%;“;5&2‘55?,,;@ )

convergence of infla—
. . . . tion as prescribed by
In expectation of the EU enlargement where ten more countries will join the Union on May  Artice 121 of the

1, 2004, the economic developments in countries were carefully monitored during 2003. ﬁg}if,f;ﬂ?

Graph G1.2.1 shows the GDP growth, inflation and budget, and current account balances
expressed in percentages of GDP in the EU and countries joining the EU in 2004 (AC-10).

GRAPH 1.1 Main Economic Indicators for EU and AC-10
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An average inflation rate for AC-10 was 2% in 2003, the same as in the EU. However,
if we look at individual countries, 4 of 10 acceding countries had a lower inflation rate
than the EU during 2003. The ECB forecast for 2004 is that liberalization of prices will
create additional pressures on the inflation growth in some countries. The interest rates
in most AC-10 countries are above those of the EU, and the exchange rates show sig—
nificant deviation in countries whose exchange rate is more flexible vis—a+-vis euro, which
could cause significant changes of the trade balance between BiH and the EU. A rapid
growth of GDP in AC-10 during 2003 is explained by an increase of personal and gov—
ernment expenditure, more so than by the net exports.

According to the Eurostat data, all AC-10 countries are far below the level of the EU
and the Euro zone when GDPs per capita when adjusted for purchasing power parity.

_ /2
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2 All values are pro—

jected for 2003

1.3 Other currency boards in Europe

Countries in transition that have currency boards, Estonia and Lithuania, will join the
EU in May of 2004. Bulgaria is expected to join the EU in 2007. As shown in graph
G1.2.1, both Estonia and Lithuania have an inflation rate that is lower than the EU
rate, and increase in prices is expected in those countries after accession. An increase
of the inflation rate means there is a danger of a drop in real net disposable income
of physical persons and a rise of the cost of foreign debt servicing, including higher
interest rates, which would reflect unfavorably on consumption.

1.4 Region

The region of Southeast Europe shows the same trends in terms of the movement of
indicators as do the AC-10 countries?.

The estimated average rate of GDP growth in 2003 is higher in SEE countries by 0.8
percentage points. Among selected SEE countries, estimates of GDP growth are high—
er compared to the previous year in Albania and Macedonia, while in other countries
the growth rates follow the pattern of those in the EU. Inflation in all the countries is
lower than in 2002, and the lowest recorded inflation was in BiH.

GRAPH 1.2 Main Economic Indicators for South-Eastern European Countries
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Foreign investments in 2003 were directed more at CEE and Baltic countries, than at
SEE. However, the difference from the previous period is that the structure of capital
inflow in the countries of central Europe has changed; there were fewer and fewer
direct foreign investments while there was a growing issuance of bonds, which were
mostly bought by non-residents. Regarding the destination of direct foreign invest—
ments, the situation is unchanged compared to the previous year; the majority of
investments were going to Romania and Croatia, while the fewest were coming to
BiH and Macedonia.
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BicH

2. REPORT ON THE STATE OF BiH ECONOMY Eeon 7Y
2.1 Gross domestic product, industrial production,
employment and wages
2.1.1 Gross domestic product
There are no precise data regarding the real gross domestic product (GDP) at the
BiH level, which is why GDP is measured only in current prices and by using only
the production approach. For that reason, the nominal GDP and the growth rate of
real GDP in BiH were estimated for the period 1999-2003. Apart from that, the gray
economy in BiH in 2003 was also estimated. The estimates are presented in tables
1 and 2.
GRAPH 2.1 CBBiH Estimate of Nomnal GDP and Growth Rate of Real GDP
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The estimated GDP expressed in current prices in 2003 amounts to KM 12,170 million,
and it is larger than the average estimated GDP in 2002 by 4.5%, while the estimated
real GDP growth rate is about 3.5%. Small difference in values of nominal and real GDP
is the result of an exceptionally low inflation rate which, in 2003, was at a negligible
0.6%. In the given period (1999 — 2003), the average estimated growth rate of real
GDP was greater than 5%, which could be considered favorable considering the struc—
tural changes that BiH is undergoing.

2.1.2 Industrial production

The average industrial production growth rate in the Federation of Bosnia and
Herzegovina (FBiH) in 2003, calculated on the basis of monthly industrial production
indexes, amounts to 0.59%. At the same time, the volume of industrial production in
2003 shows a 4.8% growth compared to 2002. The volume of industrial production
in December 2003 grew by 7.8% compared to December 2002 (Table 3).

The Republic of Srpska saw a negative average growth rate of 0.77% in 2003, calcu—
lated on the basis of monthly industrial production indexes. At the same time, the
volume of industrial production in 2003 shows a 5.7% growth compared to 2002. The
volume of industrial production in December 2003 grew by 0.9% compared to
December 2002.

-4 -
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A common characteristic of both Entities in 2003 was growth of industrial pro—
duction when compared to 2002. Such a trend of the industrial production
index points at an unfinished privatization process and structural changes as
necessary prerequisites for a quicker growth and development of industrial pro—
duction.

2.1.3 Employment and wages

Official data on employment trends published by the Entity statistics institutes do not
show a significant change of unemployment rate in BiH in 2003. On December 31,
2003, a total number of registered employed persons in BiH was 634,046 and a total
number of registered unemployed persons was 459,604 (Table 6).

The unemployment rate in BiH during 2003 fluctuated slightly between 41.0% and
42.0%, in FBiH between 43.0% and 44.0%, and in the RS between 36.5% and 37.2%.
Official unemployment data should be taken with caution considering estimated volume
of gray economy and the manner of registering employees, so that the real unemploy—
ment rate in BiH is estimated at around 20%.

When it comes to nominal amounts of net salaries in BiH, data shows that nominal
net wages in FBiH were between KM 510 and 530, and in the RS between KM 369
and 394. In December 2003 compared to December 2002, an average net wages in
FBiH increased by KM 40 or 8% (Table 7), while in the RS, an average net wage
increased by KM 32 or 9% (Table 7). The movements of the nominal net wages
amount between 2001 and 2003 (graph 2.2) corresponds to the movements of their
real value due to an exceptional stability of prices, although if such wage increase
should continue without an accompanying increase of labor force productivity, it may
threaten the competitiveness of BiH economy.

GRAPH 2.2 Growth of Real Net Wages
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2.2 Balance of payments

The balance of payments is the best indicator of the overall economic activity of one coun—
try with other countries, and Bosnia and Herzegovina is no exception. The balance of pay—
ments measures all economic transactions of the country with the rest of the world, or non—
resident economic subjects, and that is why it is used to evaluate the successfulness of an
individual economy (there are other indicators such as GDP, inflation, unemployment).

In the following chapter according to the available data, the analysis will include
the balance of payments trends between the third quarter 2002 and the third
quarter 2003, and the foreign trade trends for 2003.

Graph 2.3 represents three main components of the BiH balance of payments and the
real effective exchange rate (REER). The real effective exchange rate® represents a
weighted exchange rate average of the main BiH trade partners adjusted by the dif-
ferences of relevant inflation, and it is a better indicator of the convertible mark value
than any individual exchange rate.

GRAPH 2.3 Balance of Payments and KM Exchange Rate
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Graph 2.3 clearly shows a significant current account deficit and illustrates a continu—
ing foreign trade imbalance. This deficit is the main characteristic of BiH economy. By
analyzing the data available for the given time period, the following may be con—
cluded: the current account deficit in the third quarter of 2003 grew to 947 million
from the third quarter of 2002, or by 4.24%. In absolute numbers, the current account
deficit grew by KM 39 million, which is mainly caused by a greater deficit on items
goods and income.

Due to impact of seasonal factors, a country’s trade needs to be analyzed carefully,
especially if the periods analyzed are shorter than a year.

In December 2003 with the influence of seasonal factors, the imports amounted
to KM 817 million, while exports amounted to KM 217 million. By applying the
MA? filter and calculation of seasonal factor, index it may be concluded that sea—
sonality was such that it increased the value of imports in December by 12% and
decreased the value of exports to 94% when compared to the outcome without
seasonal influences. Therefore, assuming the absence of the seasonalities, imports
in December amounted to KM 731 million and exports amounted to KM 229 mil-
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lion. If only the original series is analyzed, the following may be concluded: the
third quarter of 2003 recorded 9.9% increase in exports and 7.2% increase in
imports compared to the third quarter of 2002. The coverage of imports by
exports in 2003 was 27%, which is two percentage points higher than in 2002.
In 2003, the majority of goods were exported to Croatia, which represents about
18% of the total exports in 2003, followed by Serbia and Montenegro with 16.6%
and Germany with 15.4%. Regarding types of products, the majority of exports
were base metals products, followed by wood and wood products, machinery
and mechanical appliances, and mineral products. Regarding imports in 2003, the
majority were imported from Croatia which represents about 17.5% of the total
imports in 2003, followed by Germany with 12.8% and Italy with 9.4%.
Regarding types of products, the majority of imports were machinery and
mechanical appliances, prepared foodstuffs, and mineral products. A detailed
review is provided in Table 30.

The main trading partners of BiH in 2003 were the neighboring and the EU
countries, whose total participation in foreign trade amounts to 79.4%.
Table T2.2.1 provides a review of participation by major trade partners in
foreign trade of Bosnia and Herzegovina in the period April 2002 -
December 2003.

Table 2.2.1:

Country Weight
EU* 0.39
Croatia 0.22
Serbia and Montenegro 0.16
Slovenia 0.12
Switzerland 0.07
Hungary 0.05

EU* includes: Austria, France, Italy and Germany

The capital and financial account amounted to KM 643 in the third quarter of 2003,
which is around 1.1% more when compared to the second quarter of 2002. The
capital account also represents the second largest item that is used to finance the
current account deficit, whereas the item other investments finances the biggest part
of the current account deficit.

A very favorable situation has been noted regarding international reserves item,
where an analysis of the third quarter 2003 shows that international reserves
increased by KM 252.6 million compared to the same quarter of the previous year
(reserves are described more in detail in the part that deals with the financial sec—
tor). Foreign exchange reserves coverage in the months of imports is provided in
graph 2.4.
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GRAPH 2.4 CBBIiH Reserves and Import Coverage
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2.3 Public finances

During 2003 the Government at all levels continued implementing accountable fiscal
policy directed to the stabilization of the macroeconomic situation in BIH. In accord to
the provisions of Stand by arrangement of the International Monetary Fund, on 2003,
there was the essential fiscal adjustment, as related to the costs so as to the incomes,
so that the total fiscal balance should be improved from the deficit of 2,2% of the GDP
in 2002 to the slight surplus on 2003 (the data on the execution of the budget were
not available until the end of March, so we used data of the IMF) and this is a huge
move forward, compared to 1999 when deficit was 9% of GDP. We expect that the
budget of the BIH institutions has a deficit of KM 4,5 million, mostly as the effect of
new institutions’ establishment. Consolidated budget surplus at BH Federation level
amounts to 1,4%, and in RS 2,1% of the estimated GDP in entities, while in Brcko District
we expect the balanced budget. Planned funds of the IMF and EU are not available in
the way it was planned, so the entities’ budgets had to have the additional adjustment
in order to stay within the planed framework. The indebting of the Governments was
very limited and in none moment the agreed limits were over passed.

Treasury way of operations during 2003 was introduced in all 10 cantons in BH
Federation and 5 municipalities (pilot project) in RS, so now the biggest part of the pub—
lic incomes in BIH is processed in this way, which contributed to the further improve—
ment of efficiency and transparency of public finances management. In order to have
better collection of the incomes, we changed the place of tax collection for the high
fees goods, which gave the positive results in the second half of 2003.

During 2003, the reforms of the fiscal system started by the adoption of the unified
Administration for the Indirect Taxation: in this way two existing custom administrations
will be unified, which should result in better collection of indirect taxes related to for—
eign trade through the introduction of unified register, and further steps represent the
preparation for the introduction of value added tax. Discussions on solving the issue of
internal debt significantly grew up and it was achieved the framework agreement on
this problem, which will be very important for further fiscal consolidation in the coming
years.
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2.4 Prices

The currency board arrangement has given its full contribution to strengthening and
stability of domestic currency and the stability of prices in 2003. Price stability in EMU
contributed to a stable price movements in BiH, whereas the appreciation of euro
against USD and other currencies influenced the appreciation of domestic currency.
Due to an exceptionally low rate of inflation in BiH, the appreciation of domestic cur—
rency did not cause a weakening of competitiveness of domestic prices compared to
the prices in neighboring countries, which have faced more unfavorable inflationary
pressures than BiH.

The retail price index shows that there were no significant changes in general price
levels during 2003 (Table 4). The year 2003 saw an average price increase of 0.6%
compared to 2002. At the same time, inflation measured by the prices in December
2003 and December 2002 was also 0.6%.

GRAPH 2.5 Inflation in BiH
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The FBiH recorded a small average increase of the general price level compared to
2002 in the amount of 0.1%, whereas prices in December 2003, when compared to
December 2002, increased by 0.3%. The price increase in the period December 2002
— December 2003 was influenced by the increased prices of agricultural products by
7.6% and the price of services that increased by 0.4%, whereas the prices of indus—
trial products decreased by 0.3%.

The retail price index in 2003 shows that there was a general increase of prices in
the RS by 1.8%, while the prices in December 2003 compared to December 2002
increased by 1.3%. The price increase in the period December 2002 — December
2003 was influenced by the increased prices of industrial products, agricultural prod—
ucts and services, which in this period increased by 1.2%, 3.3% and 1.7%, respec—
tively.

The cost—of-living index recorded a similar trend as the retail price index (Table T5).
At BiH level in 2003, compared to 2002, the average cost of living increased by 1.0%,
whereas the cost of living in December 2003 compared to the same month the pre—
vious year increased by 1.8%.
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2.5 Foreign public debt

One of the most important items in BiH budget is the servicing of the foreign debt. In 2003,
the foreign debt, which includes only the government debt without the private sector, amount—
ed to KM 3,993 million. This amount comes from the data base of the Ministry of Finance and
Treasury of Bosnia and Herzegovina. A total amount of the foreign debt in 2003 is reduced by
5.6% from 2002 (Table T25). The share of different currencies in the foreign debt expressed in
percentages® shows that EUR participates with around 32%, SDR with around 33%, USD with
around 21%, CUP with around 10%, and other currencies with around 4%.

Non—disbursed funds at the end of 2003 amounted to KM 830 million, where the share
of SDR was around 51%, EUR was around 45% and the share of other currencies was
around 4%, and these funds are related to the credit lines that are being implemented.

Obligations of Bosnia and Herzegovina regarding the foreign debt servicing are estab—
lished in the 2003 Budget of BiH institutions and international obligations, and they
amount to KM 324.4 million (with a correction factor of 5% or KM 15.4 million).

The plan was to repay KM 308.9 million (Table 24) in 2003, whereby the pay—
ment of the principal is KM 189.6 million, or 61.4%, and the payment of inter—
est is KM 119.3 million, or 38.6%. Regarding creditors, the largest amount of
the outstanding debt is to the IMF, which is budgeted to receive KM 98.9 mil-
lion, and the World Bank — IBRD, which is budgeted to receive KM 95.0 mil-
lion, totaling 62.8% of the funds necessary for foreign debt servicing in 2003.
Apart from these institutions, other significant amounts necessary for debt serv—
icing will go to the Paris Club member countries, which are budgeted to receive
KM 61.8 million, while KM 10.8 million is budgeted to the World Bank — IDA,
during 2003.

By the end of December 2003, all funds earmarked for the foreign debt servicing
were paid, although there were differences between the payment plan and the serv—
iced amount because of variations in the exchange rate between the currencies used
for debt servicing and the KM during the given period.

2.6 KM exchange rate

The year 2003 saw some variations in the nominal exchange rate of KM (Table 31)
with respect to the currencies outside of Euro zone, while the exchange rate with
euro remained fixed. If we compare December with the previous month, it may be
noted that the exchange rate appreciated against currencies of all major trade part—
ners apart from the Swiss franc. Naturally, these changes are mainly the result of
changes in the exchange rate between euro as the anchor currency and other cur—
rencies. If changes in KM exchange rate are viewed at the annual level, appreciation
of KM exchange rate against currencies of all major trade partners is evident, and
the greatest appreciation was recorded against USD, 17.1% more than in the same
month last year, then against the Hungarian forint (10.6%), Serbian dinar (9.9%),
British pound (8.5%), Swiss franc (5.6%), etc. Graph 2.6. shows movements of the
real (REER) and nominal (NEER)® effective exchange rate index for KM compared to
the base period — April 2002.
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GRAPH 2.6 KM Nominal (NEER) and Real (REER) Effective Exchange Rate
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Data analysis shows that there has been a decrease of index of nominal exchange
rate, which is an indicator of appreciation of KM compared to the group of main
trade partners in the given time period, whereas a decrease of real effective
exchange rate shows a smaller appreciation of real effective KM exchange rate in
the last two months of 2003. A decrease of REER is an indicator of decreasing com—
petitiveness of the domestic economy on the markets of main trade partners. If we
analyze 2003, it is evident that BiH economy has not changed its price competi—
tiveness significantly, which is why BiH kept its position on the markets of main
trade partners.
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3. ACTIVITIES OF THE CENTRAL BANK CHelivilies
3.1 Monetary policy and trends
3.1.1 Foreign currency reserves and monetary base
3.1.1.1 The sale and purchase of KM
Excess purchase of KM by CBBiH in 2003 amounted to KM 274.9 million (Table
18).
GRAPH 3.1 Buying and Selling of KM
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In the first five months of 2003, CBBiH mostly had an unfavorable balance of KM
purchase and sale (which represents withdrawal of primary money), except in March,
when the excess sale against purchase amounted to KM 37.1 million. The most unfa—
vorable balance during the year was in January (KM 267.4 million), which is largely
the effect of seasonal factors.

Since June 2003, CBBiH had a positive balance of KM sale and purchase at the end

of each month, while the largest positive balance (KM 118.2 million) was record—

ed in June. Such trend is the result of the change in calculation and maintenance

of required reserves for commercial banks which entered into force on June 1,

2003”. In order to cover the increased average required reserves, and due to the  ” More about this
tendency to hold large liquid reserves in their reserve accounts, banks sold part of Eﬂir",%:} Linf",‘;';ﬂir'zdt“e
their foreign assets to the Central Bank, and CBBiH therefore had a positive bal-  reseves

ance of KM sale and purchase. Banks were stimulated to do so by large remuner—

ation that the Central Bank paid as of the beginning of June for the total amount

of funds on reserve accounts.

However, the keeping of large and constantly growing liquid reserves by
commercial banks in their accounts with the CBBiH, and the tendency to
have a positive balance of KM sale and purchase by CBBiH in the second
half of 2003, were also influenced by the Entity banking agencies’ regula—
tions regarding net open foreign currency position of the banks, and the
regulations regarding the minimum standards for banks’ liquidity risk man-
agement. Balances of banks from the FBiH showed in the beginning of June
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2003 larger foreign currency assets than liabilities, more than it is allowed
by the mentioned regulations regarding the open foreign currency position
of banks. Gradual monthly harmonization was done by selling their foreign
assets to CBBiH and keeping the domestic currency assets in their reserve
accounts in the form of liquid reserves.

In order to protect the stability of banking and overall financial system, it is
prescribed that banks must have a large percentage of maturity harmonization
between assets and liabilities, with a maturity of up to one year. Since banks
in BiH have a large share of short-term sources of assets in their overall
assets, they keep a significant amount of their assets in the reserve accounts
at CBBiH, more than the amount necessary to maintain required reserves, in
order to satisfy the liquidity policy regulations. These funds are risk free
investments, for which they received remuneration since the beginning of June,
according to the rate determined on the basis of average interest rates on
overnight deposits that the Central Bank earned in the market in the given
period.

3.1.1.2 Foreign currency reserves

The positive balance of KM sale and purchase by the CBBiH and the income
from investments during 2003 resulted in a record KM 2,779.6 million of
net foreign currency reserves held by CBBiH at the end of 2003, which is
an increase of KM 316.4 million, or 12.84% compared to the end of 2002
(Table T26). Monetary liabilities increased annually by KM 281.1 million, or
11.98%. Net free foreign currency reserves, as an excess coverage of mon—
etary liabilities by foreign currency reserves increased annually by KM 35.2
million, or 29.80%, thanks to the investment income, which CBBiH earned
in 2003.

If we view the structure of net foreign currency reserves of CBBiH, it may be
noted that claims from non-resident banks grew the most, by KM 316.6 million
or 13.19%, while other items saw little change.

GRAPH 3.2 Foreign Reserves and Monetary Liabilites
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The dynamics of net foreign currency reserves in 2003 is fully harmonized with the
dynamics of the balance of KM sale and purchase. The first five months saw main—
ly a negative trend of net foreign currency reserves, except in March, when they
increased by 2.42%. A significant decline of net foreign currency reserves of CBBiH
by 10.98% in January 2003 is the result of a negative balance of KM sale and pur—
chase, which the CBBiH experienced because of seasonal factors. From June to the
end of the year net foreign currency reserves of CBBiH continued to grow.

Net foreign currency reserves in 2003 mostly grew from one month to another. The
exception was in July, when they recorded a slight decline.

3.1.1.3 Monetary base

Movements of the monetary base (primary money, reserve money) are also deter—
mined by the KM sale and purchase by CBBiH. The monetary base grew in 2003
by KM 289.3 million or 12.48%, which was the result of a positive balance of KM
sale and purchase that CBBiH had in the given period (Table T8). Components of
the monetary base showed the following movements: cash outside monetary
authorities decreased by KM 146.8 million (7.86%), while other demand deposits
with monetary authorities decreased by KM 1 million (34.48%). On the other hand,
bank deposits with monetary authorities almost doubled, growing by KM 437.1
million, or 97.81%.

GRAPH 3.3 Movement of MO and its Components
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The mentioned movements of the monetary base components in 2003 caused signif-
icant changes in its structure. On the one hand, the share of cash outside monetary
authorities that amounted to 80.60% at the end of 2002 decreased to 66.03% at the
end of 2003. Such movements are mostly the result of a reduced amount of cash in
circulation, while the cash in vaults stagnated.

On the other hand, the share of bank deposits with monetary authorities increased
from 19.28% to 33.90%, which is the result of the increased base for calculation of
required reserves, as well as the result of the tendency of growing liquid reserves that
banks keep on their reserve accounts with the Central Bank. The increase of bank
deposits with monetary authorities was greatly influenced by changes in calculation
and maintenance of required reserves that were introduced at the beginning of June.
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3.1.2 Monetary aggregates
3.1.2.1 Monetary aggregate M1 (narrow money)

At the end of 2003, monetary aggregate M1 increased by KM 138.4 million or
4.60% from the end of the previous year (Table 8). Its components recorded oppo—
site movements in the given period, while the cash outside banks decreased by
KM 141.5 million or 8.16%. On the other hand, demand deposits in domestic cur—
rency increased by KM 279.8 million or 21.97%. As a result, the ratio of cash out—
side banks and demand deposits decreased significantly from the end of 2002
(1.36) to the end of 2003 (1.03), and their shares in the monetary aggregate M2
are almost equal.

GRAPH 3.4 Movement of M1 and its Components
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If we look at the monetary multiplier for M1 at the end of 2001 (1.30) and at the
end of 2003 (1.21), we will notice that monetary multiplication slowed down in
2003. In the first five months of 2003, monetary multiplier for M1 recorded high
and mostly growing values. The highest value (1.49) was recorded in May. Evident
acceleration of monetary multiplication in relation to monetary aggregate M1 in the
given period offset the reduction monetary base, and hence, it did not fully reflect
in the movements of money measured by monetary aggregate M1. M1 rate of
decrease was significantly more moderate. From June to November, monetary mul—
tiplier for M1 recorded a negative trend, i.e. there was a slowing down of mon—
etary multiplication. Reasons for that were changes in calculation and maintenance
of required reserves that were introduced at the beginning of June, as well as the
tendency of banks to keep high and continuously growing liquid reserves in their
reserve accounts.

3.1.2.2 Monetary aggregate M2 (broad money)

At the end of 2003, when compared to the end of 2002, monetary aggregate
M2 increased by KM 481.6 million or 9.50% (Table 8). This increase is the result
of an increase of its components: monetary aggregate M1 in the amount of KM
138.4 million or 4.60% and quasi money in the amount of KM 343.1 million or
16.62%.
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GRAPH 3.5 Movement of M2 and its Components

6.0 |V

50
40 [ oM

3.0

in billions of KM

20 -— M2

1.0 B [ &t

1 N i L
0085 755 "2 71 T 12 7 4 T o
1997 1998 1999 2000 2001 2002 2003

Source: Table 8

All three components of quasi money increased in 2003. Time and savings deposits in
domestic currency increased by 69.80%, foreign currency demand deposits increased by
1.05%, and time and savings deposits in foreign currency increased by 14.83%.

GRAPH 3.6 Movement of QM and its Components
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At the end of August 2003, thanks to a quicker growth, the value of domestic cur—
rency deposits was for the first time greater than the value of foreign currency
deposits, and such a trend continued until the end of the year. It is evident that the
stability of convertible mark, achieved through the currency board arrangement by
pegging it to a reserve currency under a fixed exchange rate and the resulting low
inflation led to the further increase in trust of the population in domestic currency.

Changes in the structure of monetary base in 2003 (increase of the share of bank deposits
with CBBiH and the decline in the share of cash outside the monetary authorities), as
well as changes in the structure of monetary aggregates (reduction of the balance
between cash outside banks and demand deposits, as well as a dynamic growth of quasi
money, primarily time and savings deposits in domestic currency) points at a growing
trust in the domestic banking sector, i.e. an increasing share of transactions between eco—
nomic agents is completed through the banking sector, via non—cash transfers.
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At the end of 2003, compared to the end of 2002, there was a mild slowing down
of multiplication of broad money, i.e. the value of monetary multiplier for M2 declined
from 2.19 to 2.13. Dynamics of multiplication of broad money during 2003 were in
line with the dynamics of monetary multiplication with respect to the monetary aggre—
gate M1. Reasons for such movement of monetary multiplication are identical in both
cases.

By analyzing the structure of monetary survey (table 9), it may be noted that the growth
of monetary aggregate M2 in 2003 in the amount of KM 481.6 million was the result
of a greater increase of net domestic assets in the amount of KM 689.4 million in rela—
tion to the decline of net foreign assets in the amount of KM 207.8 million.

GRAPH 3.7 M2, Net Foreign Assets and Net Domestic Assets
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The increase of net domestic assets in the given period was also the result of
increased credit activities of commercial banks, primarily to households and private
companies. This is why claims from the private sector increased by 36.33%, and
from non-financial companies by 13.07%.

A decline in net foreign assets was caused by a greater increase of foreign liabilities of
commercial banks in the amount of KM 643 million (Table 11) on one hand, compared
to an increase of foreign assets of commercial banks in the amount of KM 118.8 million
and foreign assets of CBBiH in the amount of KM 316.2 million, on the other (Table 10).

3.1.3 Required reserves

The instrument of required reserves is the only instrument of discretionary monetary
policy currently available to CBBiH, and it experienced the most significant change in
its history during 2003. Rules for calculation of required reserves changed on June 1,
2003 (16th maintenance period) with the aim of securing an equal treatment of
domestic with foreign currencies, and in order to slow down rapid credit expansion
recorded in 2002. The base was expanded to include liabilities in foreign currency,
not only those in domestic currency. Cash in the vaults of commercial banks has been
excluded from the eligible funds for maintenance of required reserves, mostly because
of difficulties in controlling the reported amounts. The rate of required reserves was
reduced from 10 to 5 percent, but because it is applied on a larger base the effect
of monetary contraction is expected (total requirement is marginally larger than before
the change). These changes enable a greater efficiency of monetary management of
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CBBiH, and regulations are largely harmonized with the regulations of European
Central Bank. Banks had no trouble adjusting to the new rules. Moreover, the excess
reserves held by the banks rose dramatically from the introduction of the change to
the end of 2003 (36th maintenance period).

GRAPH 3.8 Liquidity of Commercial Banks by Maintenance Periods
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In the seven months since the required reserves regulations changed, a continuous
growth of deposit base caused the growth of required reserves by 42%, from KM 193
million at the end of May to KM 275 million at the end of December 2003. However,
the balances of reserve accounts grew at a quicker rate (190%), raising the excess
reserves from KM 110 million to KM 560 million.

A good indicator of overall liquidity of the system is also the implicit rate of required
reserves. The implicit rate of required reserves is calculated by dividing the total amount
of reserves of commercial banks by the total deposit base. At the end of December 2003
(36th maintenance period) the implicit rate of required reserves was 15.2%, whereas after
the change (16th maintenance period) it amounted to 7.4%. A comparison of real and
implicit rate of required reserves shows that liquid reserves are three times larger than
what is required, and they stayed at that level for two months now, which means that
the required reserve rate of 5% is still not binding for business decisions of banks.

Under the old regulations (prior to June 1, 2003), remuneration was paid only for half
of required reserves with CBBiH. According to new rules, remuneration is paid for the
total amount in the reserve accounts of banks, regardless whether these reserves are
required or excess. This practice was introduced with the aim of compensating banks
for withdrawing cash as a possible means of maintaining required reserves. The remu—
neration rate, redefined every ten days, is the interest rate that CBBiH earns on the
overnight deposits, and at the end of 2003 it amounted to 2%.
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GRAPH 3.9 CBBiH

Foreign Reserves and Remuneration on Required Reserves by Maintainance Periods
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After the change in regulations regarding required reserves, the foreign currency
reserves of CBBiH recorded a continuous growth during seven months (KM 634 mil-
lion or 30%), which brought them to a historic record of KM 2,781 million. Primarily,
this growth was caused by the previously mentioned spectacular growth of banks’
reserve accounts. The reason for such a dramatic increase of reserve accounts can
probably be attributed to remuneration that CBBiH paid for the total amount of the
reserves, not just the amount that the banks are required to hold. Since the change
of regulations in June, the base on which CBBiH paid remuneration grew by KM 740
million or 772%. The total remuneration paid in December amounts to KM 1.4 mil-
lion, which is 7 times more than in May under the old regulations. Apart from that,
the new methodology for calculation of net open foreign currency position of banks
forces banks to keep the reserves in domestic currency denominations with CBBiH,
instead of investing them in foreign currency with banks abroad.

Remuneration for required reserves should compensate banks for implicit tax that the
required reserves represent in order for the required reserves as an instrument to be as
neutral as possible from the allocation point of view. From the point of view of oppor—
tunity costs, it is proper to use the market rate for possible alternative bank investments
as the rate of remuneration for required reserves. Analogous to that, a high remunera—
tion for excess reserves should be avoided in order for the banks not to use it as an
investment opportunity where some banks would offer lower remuneration for short—
term deposits than the remuneration they receive from CBBiH for the excess reserves.
The remuneration policy should compensate banks for required reserves but they should
not profit from it. In other words, marginal costs of funds should not be lower than the
marginal profit for investing in CBBiH, which was not the case by the end of 2003. It
is evident that such a remuneration policy had negative distortive effects because it led
to unnecessary accumulation of excess reserves (from KM 110 million in the beginning
of June to KM 560 million at the end of December), which again resulted in slowing
down the multiplication process and slowing down the growth of monetary aggregates
despite the growth of monetary base.

In practice, central banks rarely pay remuneration on excess reserves. There are
many economic arguments in favor of remuneration on required reserves, and many
central banks do so, but remuneration is rarely paid on excess reserves. Some cen—
tral banks pay remuneration on excess reserves or issue their own interest-bearing
bonds. These interest rates are usually used to determine the floor rate in inter—bank
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money market. By allowing profitable and risk—free investments, CBBiH slowed
down the development of inter-bank money market. Currently, most banks are lig—
uid and thereby on the same side of the market (the supply side). For all these rea—
sons, beginning with January 1, 2004, the remuneration rate on excess reserves is
equal to the deposit facility rate of ECB.

The ECB deposit facility rate is the interest rate commercial banks in the Euro zone
receive on deposited excess funds. This rate is variable because it is always by one per—
centage point lower than the ECB’s main refinancing rate. Currently the ECB deposit
facility rate is 1%. By applying the new remuneration policy, distortive effects should be
eliminated and regulations of CBBiH harmonized with the ECB regulations.

3.2 Managing foreign currency reserves

The foreign currency level is mostly determined by the balance of KM sale and
purchase. Issuing domestic currency and withdrawing it from circulation is done
based on the KM sale and purchase for EUR. The balance of sold and purchased
KM shows the level of issued KM in circulation.

The foreign currency reserves consist of capital and special reserves, foreign cur—
rency as a coverage for issued KM, net free foreign currency reserves (income from
the interest) and, since the end of 2002, SDR.

Table 3.2.1: Foreign reserve for period 31.12.1997 - 31.12.2003 in EUR

Year  Month Cash Investment SDR Gross foreign reserves

1997 12 3,149,450.60 70,536,142.70 - 73,685,593.30
1998 12 16,716,812.30 128,120,450.10 - 144,837,262.40
1999 12 42,707,865.70 399,933,839.80 - 442,641,705.50
2000 12 19,488,358.40 502,723,564.40 - 522,211,922.80
2001 12 411,534,443.70 967,179,388.30 - 1,378,713,831.90
2002 12 30,097,737.50 1,226,918,761.30 3,007,373.80 1,260,023,872.70
2003 12 30,224,456.10 1,388,764,503.60 2,722,514.20 1,421,711,473.90

Foreign currency reserves of the Central Bank are invested as money deposits with
foreign banks of suitable rating, and in accordance with Guidelines on investing for—
eign currency reserves, passed by the Governing Board, and recommendations of
the Investment Committee. Guidelines are meant to limit the risks under which the
Central Bank of Bosnia and Herzegovina will manage its foreign currency portfolio.
Guidelines cover four types of risk: foreign currency risk, credit risk, liquidity risk
and the interest rate risk. Rules are defined for the mentioned types of risk regard—
ing the level of their acceptability, with the goal of protecting the bank from pos—
sible risks with a maximum profit.

The foreign currency risk is defined as a risk of changing exchange rate that
changes the value of foreign currency assets and liabilities. The total amount of
gross foreign currency reserves, which may be held in currencies different than
euro for transaction purposes, may not go over 50% of the total amount of unre—
duced capital and reserves of CBBiH. During 2003, kept 99.5% of its reserves in
the pegged currency, i.e. EUR.
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The credit risk is defined as a risk of unpaid claims or contractual obligations
of the other side. Considering the condition that the CBBiH liabilities for
issued convertible marks must always be 100% covered by foreign assets,
the Central Bank, in order to avoid the credit risk, applies the following:

— limiting parties to the contract or instruments to only those of high
standard, according to the assessment of rating agencies, i.e. F1— or
better for investments of up to one month, AA— or better for investments
of one month to one year. Investing for more than a year is not allowed;

— setting the limit in the amount of 20% of portfolio for concentrating assets
with one party to the contract.

Investing through time deposits with banks whose rating is AA+ and AAA made
up 75% of the total portfolio.

The interest rate risk is the risk that would change the net value of the portfolio in
the situation of varying interest rates. Adjustment of the portfolio maturity is done
according to the expected changes in the interest rates, based on available infor—
mation from the money market.

The liquidity risk is defined as a lack of ability to fulfill the assumed obligations in
a timely fashion. Adequate protection from the mentioned risk is achieved by con—
tinuous monitoring of obligations and a daily provision of available minimum
amount of KM 15 million.

3.3 Central bank of BiH as banking and fiscal agent

Tasks related to credits and donations according to contracts concluded by the
Government of Bosnia and Herzegovina with international financial institutions (EIB;
European Community, Japanese government credit, etc.), were done in accordance
with the Agent Agreements concluded between the CBBiH and the Ministry of Finance
and Treasury.

CBBiH acted as a banking and fiscal agent of the Banking Agency of the Federation
of Bosnia and Herzegovina in accordance with the signed contract.

Within the contract to perform as an agent with the BiH Deposit Insurance Agency,
the work on investing assets in securities according to the agreement between the
Deposit Insurance Agency and Deutsche Bank Asset Management continued.

In accordance with the contract between CBBiH and the Federal Ministry of Finance,
the CBBIiH acts as a banking and fiscal agent.

3.4 Cash management

When the Central Bank of Bosnia and Herzegovina started operations on August
11, 1997, the decision was made to issue KM as an official currency of Bosnia and
Herzegovina by using the BiH dinar notes as KM according to the exchange rate
1 KM: 100 BHD. During 1998, the first quantities of KM were printed and issued.
Monitoring of circulating cash and the analysis of spreading use of KM were the
reasons to decide to make some more coins. In the year 2000, the CBBiH issued
the 2 KM coin, and in 2003 the decision was made to coin additional 10 and 20
pfenning coins. Provision of cash to commercial banks was done through the treas—
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ury of main units and branches of CBBiH located in Sarajevo, Banja Luka, Mostar
and Brc¢ko, strictly observing the currency board arrangement. CBBiH invests sig—
nificant funds in maintaining the equipment of each vault, with the goal of
improved and more efficient functioning. Special attention is paid to security meas—
ures when money is transported.

The Central Bank of BiH bought cash in foreign currency from commercial banks
and took it abroad to the account of CBBiH. During 2003, the amount of EUR
335,298,680 and the amount of EUR 80,975 in other currencies were taken
abroad.

Table 3.4.1: Cash in circulation in KM
Year Banknotes in circulation Destroyed banknotes Counterfeits
1997 114,598,095 -
1998 167,458,839 - 40
1999 538,356,238 363,364 142,485
2000 695,887,615 8,405,863 230,204
2001 1,805,962,219 193,834,014 112,187
2002 1,868,650,806 92,531,914 41,698
2003 1,721,858,246 201,504,034 66,831

The value of destroyed bills was greatest in 2003 because the 0.50 KM bill was with—
drawn and a great influx of tattered KM bills.

The value of forged bills was greatest in 2000, while the following two years saw
a decline in forged bills. In 2003 there was a slight increase of forged bills, which
is insignificant increase considering the total value of money in circulation. Central
bank of BiH continued the process of education of the participants who work in cash
payment systems in discovering of forged bills.

3.5 Payment operations

Payment operations are conducted efficiently through payment systems, RTGS’s for
settling transactions of great value and gyro clearing for large volumes of small value
transactions. Banks have the possibility to perform gyro—clearing settlements three
times a day.

On December 31, 2003, 35 commercial banks and the Central Bank of BiH were
included in the payment system.

During 2003, a total of 17.7 million transactions were completed in the value of KM
24.3 billion. The participation of RTGS in total transactions (1.66%) and value
(59.40%) is still evident. This is why the reduction of gyro clearing limit has been
suggested from KM 20,000.00 to KM 10,000.00, and it should be implemented as
of March 2004.
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Table 3.5.1: Overview of payment systems transactions in 2003

Share in total number of

No. of transactions ransactions Value in KM Share in total value
RTGS 293,847 1.66 % 14,460,652,315.94 59.40 %
Gyro-clearing 17,427,404 98.34 % 9,882,173,257.94 40.60 %
TOTAL: 17,721,251 100.00 % 24,342,825,573.88 100.00 %

Some 37% of the number and value of transactions of total internal payment opera—
tions in Bosnia and Herzegovina are conducted through RTGS and the gyro clearing
system, while some 63% are conducted within commercial banks — transactions of
clients that have accounts with the same commercial bank. The greatest volume of
payment operations in Bosnia and Herzegovina is concentrated in 10 largest banks.

Apart from regular payment operations, the most important activity in 2003 was
installation, training and the start of functioning of the reserve payment system, situ—
ated in the Main Bank of the Republic of Srpska in Banja Luka, whereby the system
risk was significantly reduced. Detailed instructions were also made for actions in
unforeseen circumstances from a reserve location.

In cooperation with FSVC, a detailed analysis was conducted to determine the level
of harmonization in functioning of the payment systems in Bosnia and Herzegovina
with international rules for settlement. Assessments are very positive, but there is
need to bring certain activities to the end. In that sense the Payment Council of BiH,
which had already defined activities and duty holders, continued to function, which
should result in the optimum harmonization with principles of international settlement.

CBBiH made a decision on changes of CBBiH fees for internal payment transactions,
which was being applied as of March 1+ 2004.

3.6 International cooperation
3.6.1 The role of CBBiH derived from BiH membership in IMF

Bosnia and Herzegovina became an IMF member in 1995. Originally, the quota
(authorized capital) amounted to SDR 121.2 million, according to the distribution for—
mula for the former Yugoslavia where 13.2% belonged to Bosnia and Herzegovina,
and in 1999 it increased to SDR 169.1 million. The quota determines the maximum
amount of funds that the member is obliged to provide to the IMF sources, that is
the voting share when decisions are made, and the member’s share in SDR alloca—
tion. The quota also decides the amount of financial aid that IMF can approve for the
member.

During 2003, there were numerous contacts with the resident IMF office and IMF mis—
sions during their visits to CBBiH regarding the current financial arrangement and
technical assistance. Regular annual consultations regarding Article IV of the IMF
Statute were successfully completed in November 2003.

The first financial arrangement for BiH was approved in 1995 as aid in post—conflict sit—
uations in the amount of SDR 30 million, which was mostly used to pay inherited out—
standing debt of the former Yugoslavia according to the mentioned distribution formu—
la. After that, in 1998, the first Stand-by arrangement was concluded in the amount of
SDR 60.6 million, which was later increased to SDR 94.42 million and successfully final-
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ized in 2000. The second Stand-by arrangement was approved to BiH in August 2002,
in the amount of SDR 67.6 million, and it supports decisions of BiH authorities aimed
at continued macroeconomic stability, fiscal adjustments and structural changes. Reviews
for the first three installments have been successfully completed, while the fourth install-
ment in the amount of SDR 12 million was completed afterward in March 2004.

During 2003, CBBiH continued to send regularly the necessary statistical data regard-
ing monetary trends and the balance of payment trends according to obligations
referred to in Article VIII of the IMF Statute. Also, additional data regarding the cur—
rent Stand-by arrangement have also been sent. The quantity and quality of data has
been improved and they are regularly published in IMF publications.

As part of the regular participation of BiH in the work of IMF managing bodies,
CBBiH representatives attended the annual IMF meeting in Doha and the meeting
of our constituency. BiH offered to host the next meeting of our constituency and
CBBiH started preparations for a successful organization of this meeting with repre—
sentatives of 12 countries.

CBBiH, as an IMF depositary and the fiscal agent of BiH (since December 2002), man—
ages the IMF deposit accounts and regularly services the obligations arising from the
current arrangements between BiH and IMF. These tasks include the following:
— manages domestic currency accounts held by IMF, expressed in SDR
— provides the services of custody and the record of securities that BiH issued to
cover its membership, and for obligations under the IMF arrangements
— payments of domestic currency from the IMF account, upon request and without
delay, in the amounts and to the beneficiaries chosen by IMF on BiH territory.

The role of the fiscal agent does not incur any financial obligations by CBBiH. A
detailed financial position of BiH in the IMF is described in the Financial Report of
CBBiH for 2003. All liabilities to the IMF have been paid in a timely fashion, as was
the case in the previous years.

3.6.2 Relations between CBBiH and the Bank for International Settlement (BIS)

On June 11, 2001, the Central Bank of Bosnia and Herzegovina became a member of
the Bank for International Settlement (BIS), whose members are central banks of 50
countries. The Law on the Purpose and Use of the Property Share that BiH Was
Awarded under the Succession Agreement that entered into force on May 30, 2002,
awarded the CBBiH the ownership of 1,060 shares of the BIS whose nominal value is
GF 2,500 (golden francs) per share. As of April 1, 2003, the nominal value of these
shares is expressed as SDR 5,000, 25% of which is the authorized capital, and the
rest is paid upon a call from BIS within 90 days. The value of shares in CBBiH books
is expressed in the so—called fair value, i.e. according to the value of the number of
shares in the total capital and reserves of BIS. The governor and the higher manage—
ment of CBBiH participated at the annual assembly of BIS and its working groups for
monetary policy.

3.6.3 Other

Within the succession negotiations, CBBiH was directly involved and closely cooper—
ated with government institutions to achieve an agreement regarding outstanding
debt and property of the former Yugoslavia, and also in negotiations regarding the
clearing debt.
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On the occasion of the sixth anniversary of the currency board in BiH, CBBiH suc—
cessfully organized an international conference titled The role of the currency board
in monetary policy: History and practice." This conference attracted a significant num—
ber of guests from abroad and domestic experts. Conclusions of this symposium con—
firmed once again the suitability of this monetary regime for economic and other cir—
cumstances in BiH.

3.7 Control function at CBBiH

A regular control function has been established in the Central Bank, and it aims at
controlling the business operations risk in accordance with the Law on CBBiH, and
controlling proper application of general regulations referring to its operations.

The focus of internal audit and control is the examination of establishment and manag—
ing of official foreign currency reserves, particularly the application of guidelines of the
Governing Board regarding investment of foreign currency reserves, regular control of
the monthly balance sheet — assets and liabilities— published in the media, control of
revenues and expenditures, sale and purchase of KM with commercial banks, control of
application of the currency board rules, monitoring the effects and implementation of
the calculation of required reserves, and other activities in the operations of CBBiH, in
accordance with goals and tasks defined in the 2003 Operations Plan.

During 2003, Office of the Comptroller General audited organizational units of
CBBiH and the main units of CBBiH, the Main Bank of RS CBBiH Banja Luka with
its branch in Pale, and the branch of CBBiH in Brcko, particularly focusing on the
high risk operations (sale and purchase of KM, reserve accounts and treasury oper—
ations). The audits performed in 2003 did not show serious omissions in opera—
tions, which leads to the conclusion that the business operations of the Central
Bank are well organized and that the internal control system is efficient.

Comptroller General informed the Audit Committee and the Governing Board of
audits and controls performed in a written report. These reports contain findings,
conclusions and recommendations to remove omissions that may have been noticed
and procedural deficiencies in business operations. Based on these recommenda—
tions the Governing Board adopted 132 measures that are binding for the bank
management.

Based on the action plan to improve management of foreign currency reserves pro—
posed by the IMF Technical Assistance Mission, a draft plan was made to separate
tasks and functions of the Front Office, Middle Office and the Back Office, as well
as a document defining operational risks.

Improvement of the internal audit and control systems remains an important task
for CBBiH, performed through permanent monitoring of possible risks, organizing
activities with clearly defined responsibilities, separating operational tasks and inde—
pendent audit function, adopting even more efficient operational controls and pro—
cedures, and efficiently using the resources.
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4. BANKING SECTOR

The banking sector dominates the financial system in Bosnia and Herzegovina, which is
why it is the focus of the following chapter. Apart from the dominant role of the bank—
ing system in the process of financial intermediation, there is an evident trend of banks
spreading into others, less developed segments of the financial system. The capital mar—
kets are still in early phases of development and do not represent an important source
of financial intermediation. Stock exchanges in Banja Luka and Sarajevo have modest
turnover. In the RS, banks have separate brokerage departments which are supervised by
the RS Securities Commission. In FBiH, brokers are separate legal entities, and a couple
of banks established their own brokerage departments. The FBiH Securities Commission
has considered the possibility of applying the same approach as the RS because of the
modest investment activities. The insurance sector is regulated by the Office for supervi—
sion of insurance companies in FBiH and a department of the RS Ministry of Finance.
Several banks are interested in insurance companies, and some own leasing companies.
Finally, micro—credit institutions are supervised by the Entity ministries of finance.

4.1 Institutional framework of the banking sector

The banking sector in BiH is mostly regulated by laws on banks that regulate the
activities of commercial banks (at the Entity level); laws on banking agencies that
define their goals, independence, responsibilities and accountability (at the Entity
level); Law on Deposit Insurance (at the state level); and the Law on Central Bank
of Bosnia and Herzegovina that awards the CBBiH the coordination role in banking
supervision. Legal framework for banking in FBiH and RS, together with the Brc¢ko
District, is largely harmonized.

During 2002, there was a strengthening of the legal framework for the banking sec—
tor, and the implementation continued in 2003, with FBiH adopting significant amend-
ments to the existing Law on Banks, and the RS adopting a whole new law. The
changes include, among others, strengthening of bank management, establishing
mandatory audit committees, protection of government deposits, diversification of
sources of funds, and amendments containing measures against financing terrorism.

The increase of the minimum capital to KM 15 million (7.669 million euros) became a
legal requirement as of December 31, 2002, and all banks had until May 2003 to fulfill
this obligation, which they, except for one®, did. This legal obligation is larger than the
same obligation in the EU, which is 5 million euros. Gradual increase of minimum capi-
tal influenced a consolidation of the sector and a reduction of the number of banks from
55 at the end of 2000 to 40 at the end of 2002, and finally to 37 at the end of 2003.

During 2003, banking agencies reformed the existing regulations or started applying
new regulations in three areas: (i) regulations regarding the calculation of core, sup—
plemental and net capital, (ii) regulations regarding the net open foreign exchange
position of banks, and (iii) regulations regarding the liquidity of banks.

The calculation of core, supplemental and net capital” was changed in order to
achieve a greater consistency with the EU practice. With this change, the losses from
the current year, the value of own stock, the amount of non-material property, will
be excluded from the original capital, while the profit from the current year will be
included in the supplemental capital only after an audit by an external auditor. It is
possible that only a small number of banks will have a problem with application of
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19 Assets with both

contractual and
remaining maturity of
up to 90 days must
amount to 100% of
liabilities with contrac—
tual maturity of up to
90 days. The share of
assets with maturity of
1-180 days should be
95% liabilities with the
same maturity, while
the share of assets
with the maturity of
1-365 days should
amount to 90% of lia—
bilities with the same
maturity. Division
according to the
remaining maturity is
a lot more detailed
(1-7 days, 8-15 days,
16-30 days, 31-90
days, 91-181 days,
181-265 days, 1-5
years, over 5 years)

new, stricter regulations on the capital. Considering that most prudential ratios refer
to the net capital, this change makes the ratios stricter as well. In this case as well,
the Agencies are optimistic that the banks will be able to observe stricter prudential
ratios. The RS Banking Agency already requested banks’ action plans by the end of
September 2003, in order to remove potential capital shortages of banks and there—
by enable them to become members of the deposit insurance program.

Banking agencies also changed the methodology for calculating the net open foreign
exchange position of banks by including assets and liabilities indexed in foreign cur—
rency. The instructions allow the banks to have only two—way (symmetrical) currency
clauses. This is a suitable approach because the value of one-way currency clauses is
hard to evaluate and properly include in calculation of the net open foreign exchange
position. Banking agencies will continue to monitor the reduction of shortage with
potential use of penalties at their disposal.

The minimum prescribed requirements for cash, reserves with CBBiH and deposits with
correspondent banks are generally observed, according to the banking agencies. Such
liquid assets must on average satisfy 20% demand for demand deposits and short—term
deposits in a ten—day period. Also, this ratio must never go under 10% in the same
time period. While information regarding daily statements of accounts is gathered for
both domestic and foreign currency, the ratio is calculated on the aggregate basis
(domestic plus foreign currency). This ratio was usually observed because banks hold
large amounts of cash— Bosnia and Herzegovina is still mainly a cash-payment domi—
nated economy- while the remuneration for reserves held with CBBiH was quite high
until the end of 2003, resulting in large amounts of excess reserves held by banks.

Apart from this, banks must observe limits on assets and liabilities distributed
according to maturity buckets, both for contracted and for remaining maturity.'”
Banking agencies do react to breaches of liquidity regulations, but if a bank has
liquidity support from another bank, such as a mother-bank, or if there is statisti—
cal evidence that the deposit base is stable, the enforcement of these regulations
is more flexible. CBBiH cannot function as the lender of last resort, the money mar—
ket in BiH is in its infancy, and contrary to most countries, banks in BiH do not
have a portfolio of liquid domestic securities because market for such securities
does not exist. For these reasons, regulations regarding the liquidity of banks must
be strict in Bosnia and Herzegovina. Due to those reasons, the focus is on remain—
ing rather than contracted maturity, because the latter is only of statistical interest.

Deposit insurance programs were initiated at the Entity level in 2001, although the
Entity banking systems were not reformed at the time. The new state law on deposit
insurance was adopted in August 2002, and it entered into force in October 2002. The
application of the new law, together with accompanying bylaws, became mandatory
for all banks on August 12, 2003. Criteria for membership in the insurance program
are generally the same as prudential ratios required by the banking agencies, but all
banks must fulfill the set criteria before they become members of the insurance pro—
gram. Since a few banks could not fulfill the conditions for joining the program by the
set deadline in August 2003, amendments to regulations were passed that softened
some criteria that are not essential for joining. By August 12, 2003, 13 banks fulfilled
the conditions for membership in the insurance deposit program, 15 banks did not ful-
fill the set criteria, while three banks could not be considered because they were not
90% privately owned. After this deadline, Deposit Insurance Agency and banking agen—
cies ordered the banks to urgently create and implement action plans for fulfillment of
prudential ratios necessary for membership.
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At the end of 2002, 10 banks (all from FBiH) had its deposits insured by the Deposit
Insurance Agency. By the end of 2003, 9 more banks were admitted as members
(3 from RS and 6 from FBiH). According to the agency data, total deposits of the
whole banking sector at the end of 2003 amounted to KM 5.2 billion. The share of
savings of citizens in this amount is KM 1.9 billion. 19 banks with insured deposits
have a 70% share of total deposits and an 84% share of the total savings of citi—
zens. At the end of 2003, potential obligation of the Agency amounted to KM 484
million.

Banking supervision in BiH is continuously improved, but there are still significant
challenges, before prudential regulations reach the level of best international practice.
Technical assistance by USAID was of a major importance in this continuous process.
Improved laws on banks were adopted in 2002, prudential regulations were improved
and have been applied since 2003. A Memorandum of Understanding was signed
between the banking agencies and CBBiH on cooperation and information exchange.
Also in 2003, institutions responsible for banking supervision in Croatia and BiH signed
a memorandum of understanding and cooperation in the field of supervision of bank
operations. Such a memorandum was signed in 2001 with Slovenia, and in 2004 it is
expected that similar memorandums will be signed with Austria, Turkey, Italy, and
Serbia. Even so, there are still significant challenges, particularly regarding consolidat—
ed supervision and capital reservations for market risks.

Activities have been started and strategic directions underlined in order to unify bank—
ing supervision 'under umbrella’ of CBBiH.

4.2 Activities of the banking sector

Table 4.2.1: Main indicators for the banking sector in BiH

2000 2001 2002 2003"

Number of licensed banks 55 48 40 37
Number of employees in banks 6,986 7,315 7,519 7,684
Assets, percentage of estimated GDP 31.7 414 47.5 58.0
Assets per number of employee, thousands KM per employee 457 621 736 919
Net lending, growth during period 15.9 311 55.3 30.0
C-E non performing assets, percent of total classified assets and off-balance 10.9 8.7 6.0 49
B-E non performing assets, percent of total classified assets and off-balance 23.4 17.5 14.7 13.0
Net lending to deposit ratio 71.0 58.7 72.8 79.9
Net foreign assets, percent of total assets -19.3 -3.6 -5.9 -11.9
Off-balance items, percent of total assets 20.6 14.6 16.8 1.2
Core capital, percent of liabilties 235 16.8 15.7 16.8%
Average capital adequacy ratio, percent 284 25.1 20.6 19.8%
Retumn before tax on average assets, percent -15 -0.6 0.4 0.7%
Retum befor tax on equity (core capital), percent 5.8 -4.2 32 6.4%
KM deposits, percent of estimated GDP 17.8 33.8 33.2 38.0
Broad money, percent of estimated GDP 25.7 44.6 44.2 45.7

Source: Banking Agencies of FBiH and RS; CBBH
" Preliiminary Data for 2003.
% Data as of 30 September 2003
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The banking sector in BiH grew rapidly in the last few years. Total assets grew from 32% of
GDP at the end of 2000, to 58% at the end of 2003 (Table T4.3.1). When citizens exchanged
their German marks for euros or KM, many decided to leave them deposited in the bank—
ing sector, which is a sign of an increased confidence. Foreign banks headquartered in FBiH
received the most of these deposits. At the same time, the process of consolidating the
banking sector continued, which is evident in the reduction of the number of banks and the
increase of assets per employee. The privatization process was essentially finalized in 2002,
with all banks in the RS being privately owned, while several banks in FBiH, some of which
perform specialized functions, are still majority state—owned. According to preliminary data,
the trend of profitable banking operations from 2002 continued in 2003.

However, one of the main weaknesses of the banking sector is its lack of uniformity.
According to preliminary data of the banking agencies, at the end of December 2003 the
total assets of banks were KM 5.8 billion in FBiH and KM 1.3 billion in RS (26% increase
compared to the end of 2002 for FBiH and a 35% increase for RS). The largest bank in FBiH
in terms of assets is larger than the entire banking sector in RS. Six largest banks in FBiH,
including two largest foreign bank groups, already control over 60% of the total property in
the banking sector. It may be expected that consolidation will continue in the next few years.

Table 4.2.2: Maturity structure of deposits and lending in thousands of KM
31/12/2001 31/12/2002 31/12/2003"
Amount Share Amount Share Amount Share

Demand deposits 2,148,903 65% 2,396,361 58% 2,679,691 51%
Short-term deposits 743,263 22% 780,712 19% 932,523 18%
Long-term deposits 431,078 13% 977,174 24% 1,620,746 31%
Total deposits 3,323,244 100% 4,154,247 100% 5,232,960 100%
Short-term loans 646,742 31% 848,470 26% 985,411 24%
Long-term loans 1,175,201 56% 2,151,227 67% 2,955,554 1%
Overdue loans 278,974 13% 215,007 7% 237,404 6%
Total lending 2,100,917 100% 3,214,704 100% 4,178,370 100%
Source: Banking Agencies of FBiH and RS

' Preliminary Data

Commercial banks in BiH have lately experienced a rapid credit expansion, espe—
cially towards households. In 2002, net loans of banks increased by 55%, while net
loans grew by 30% in 2003. Changes of regulations regarding required reserves that
came into force on June 1, 2003 were partly initiated in order to slow down the
significant credit expansion. However, according to some banks, the market for loans
to households is showing the signs of saturation. Credit expansion is the result of
increased deposits because of conversion of euro notes and a growing trust in the
banking system. Other transition countries, particularly those that had the greatest
progress in transforming their economies, also experienced rapid credit expansions,
and as such, this should be viewed as a positive structural characteristic of transi—
tional economies. A rule of thumb for mature market economies only is that a cred—
it expansion of more than 15% often leads to problems, which means that caution
is warranted in the coming years.

The credit growth is mostly financed by deposit growth but also by the growth of
funding from abroad. Conversion of German marks into euros at the end of 2001
and the beginning of 2002 caused a significant increase of deposits (Table 5.3.2).
Banks initially were not comfortable with deposits and they preferred to place
deposits abroad. Since deposits remained in the system after conversion, and with
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lower international interest rates, banks began domestic credit expansion, especial—
ly toward households. Consequently, net foreign liabilities of banks were reduced
from 19.3% of their total assets at the end of 2000 to 3.6% of their total assets at
the end of 2001. During 2002, net foreign liabilities of banks began to grow again
and they amounted to almost 6% of the total assets, which additionally stimulated
credit expansion. This trend continued in 2003 when net foreign liabilities of banks
increased to 12% of the total assets

Lending to the households grew rapidly (119% in 2002 and 37% in 2003)
because such lending is generally more diversified, less concentrated and eas—
ier to recover. This is the perception of both the banking agencies and the
LRC'" credit bureau, which lately noted an improvement of credit culture. It
is not unusual, especially if the structural reforms are late compared to the
banking sector reforms, that loans to the households are the first to see an
expansion. For example, this was the case in Croatia after its second banking
crisis in 1989-99.

Table 4.2.3: Structure of deposit and lending by sectors in thousands of KM

31/12/2001 31/12/2002 31/12/2003"
Amount Share Amount Share Amount Share
Govemment 401,339 12% 544,986 13% 665,171 13%
State-owned companies 415,072 12% 435,131 10% 641,146 12%
Private companies 663,243 20% 790,733 19% 748,164 14%
Non-profit organizations 150,109 5% 154.884 4% 166,019 3%
Banking institutions 108,162 3% 441,977 1% 842,613 16%
Citizens 1,445,864 44% 1,627,079 39% 1,963,488 38%
Other 139,455 4% 159,457 4% 206,359 4%
Total deposits 3,323,244 100% 4,154,247 100% 5,232,960 100%
Govemment 28,144 1% 44,667 1% 32,026 1%
State-owned companies 350,865 17% 359,981 1% 281,566 7%
Private companies 987,914 47% 1,304,305 41% 1,809,480 43%
Non-profit organizations 6,643 0% 3,414 0% 3,878 0%
Banking institutions 50,677 2% 47,369 1% 34,124 1%
Citizens 646,905 31% 1,417,615 44% 1,943,094 47%
Other 29,623 1% 37,353 1% 74,202 2%
Total deposits 2,100,771 100% 3,214,704 100% 4,178,370 100%

Source: Banking Agencies of FBiH and RS
! Preliminary Data

Compared to the households, there is a perception that banks are less ready to lend to
enterprises. The roots of this lie in a historically bad credit culture of companies, lack of
adequate legal framework for registration of liens and realization of collateral and slow
court procedures. On top of that, information about companies is not always reliable
because of a poor application of accounting and audit standards. The whole process was
not helped by a slow privatization. Structural changes should contribute to a reduction
of interest rate spread between bank deposit and lending rates, especially for the busi—
ness sector. Still however, lending to privately owned companies increased by 32% in
2002 and an additional 38% in 2003, which is a greater annual growth than for the
households. The sum of loans to privately owned and public enterprises is still a lead—
ing category in the total sum of loans with 50% at the end of 2003.
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Table 4.2.4: Classification of on and off-balance sheet items of banks, value adj. provisions in thousands of KM

31/12/2001 31/12/2002 31/12/2003"

Aggregate exposure VaIu.e.adj. Aggregate exposure Valugladi. Aggregate exposure Valu.e.adj.

provisions provisions provisions

Amount Share Amount Amount Share Amount Amount Share Amount
A 4,114,756 82.5% 57,907 5,401,177 85.2% 74,142 6,769,693 87.0% 88,941
B 437,936 8.8% 34,694 554,616 8.7% 48,064 630,082 8.1% 52,664
C 206,378 4.1% 46,317 190,359 3.0% 50,366 194,103 2.5% 51,063
D 218,262 4.4% 118,843 183,213 2.9% 108,626 175,755 2.3% 96,180
E 10,313 0.2% 5,093 12,631 0.2% 12,631 8,974 0.1% 8,974
Total 4,987,645 1000% 262,854 6,341,996 100.0% 288,829 7,778,607 100.0% 297,822

Source: Banking Agencies of FBiH and RS
! Preliminarv Data

The composition of the credit portfolio and its quality represents one of the most
important indicators of bank stability and successfulness of their operations (Table
4.2.3). At the end of 2003, the share of loans in group A was 87%, which means
that it grew from 85.2% at the end of 2002. As a result of that, in the same peri-
od, the share of loans in group B-E fell from 14.7% to 13%, which represents a
continuation of the satisfactory trend from the previous year.

4.3 Interest rates of commercial banks

In 2002, CBBiH started to collect data on average interest rates of commercial banks
in BiH. These interest rates are weighted by the amount of credit or deposit only
for new loans or deposits in every given month. Graph 4.1 shows movements of
four types of interest rates and their continuous declining trend, where it is evident
that interest rates for long—terms credits have been under 10% on average in the
last seven months of 2003. Unfortunately, this data cannot be compared with ear—
lier data on interest rates of commercial banks because of the fact that the previ—
ous records were simple arithmetic averages of lowest and highest interest rates
that banks offered.

GRAPH 4.1 Interest rates of commercial banks
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Greater competition of the banks with mainly foreign equity, successful reform of the
banking sector, major increase of savings deposits, and, as a result, increased grant—
ing of loans, contributed jointly to the decline of interest rates. In spite of a declin—
ing trend, interest rats are bigger than the rates in the countries using the euro, to
which our currency is nominally pegged.

Table 4.3.1: Average deposit and lending rates

Deposit rates Lending rates Inf:tion
2000 2001 2002 20037 2000 2001 2002 2003? 2003
Euro area 3.45 3.49 2.80 1.89 6.60 6.83 6.14 5.51 2.00
BiH 14.67 6.07" 453 4.00 30.50 16.60" 12.69 10.87 1.00
Bulgaria 3.10 2.88 2.78 2.85 11.62 1.1 9.35 8.75 2.00
Estonia 3.76 4,03 2.71 2.22 743 7.78 6.70 5.51 1.40
Lithuania 3.86 3.00 1.70 1.19 12.14 9.63 6.84 5.90 -1.00
Croatia 3.74 3.23" 1.89 1.51 12.07 9.55" 12.84 11.61 2.40
Macedonia 11.18 9.97 9.89 7.65 18.93 19.35 18.36 16.51 1.50
Slovenia 10.05 9.81 8.24 5.59 15.77 15.05 13.17 10.76 5.70

Source: IMF /ntemational Financial Statistics
! Break in Series
2 Incomplete Data

Also, the interest rates are higher than in other countries that have currency boards
pegged to euro, but the differences are decreasing. It is expected that interest rates
will continue to decline with a continuation and acceleration of structural reforms in
the real sector and strengthening of competition in the banking sector.
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AUDITORS REPORT

Central Bank of Bosnia and Herzegovina December 31, 2003

INDEPENDENT AUDITOR’S REPORT

To the Board of Governors of Central Bank of Bosnia and Herzegovina

We have audited the accompanying balance sheet of
Central Bank of Bosnia and Herzegovina

(the “Bank™) as of December 31, 2003, and the related statements of profit and loss, cash

flows and changes in equity for the year then ended.

These financial statements are the responsibility of the Bank’s management. Our

responsibility is to express an opinion on these financial statements based on our audit.

The financial statements are prepared in accordance with the International Financial Reporting
Standards (IFRS) of the International Accounting Standards Board (IASB).

We conducted our audit in accordance with the International Standards on Auditing of the
International Federation of Accountants (IFAC). Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by the Bank's
management, as well as evaluating the overall financial presentation. We believe that our

audit provides a reasonable basis for our opinion.
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AUDITORS REPORT

Central Bank of Bosnia and Herzegovina

December 31, 2003

In our opinion the financial statements referred to in the first paragraph above present fairly, in
all material respects, the financial position of the Bank at December 31, 2003, and the results
of its operations and its cash flows for the year then ended in accordance with International
Financial Reporting Standards as published by the International Accounting Standards Board.

Vienna, March 26, 2004

Ell ErnsT & YOUNG

WIRTSCHAFTSPROFUNGS- UND
STEUERBERATUNGSGESELLSCHAFT MBH

ELISABETH GLASER
CERTIFIED PUBLIC ACCOUNTANT

( lL/ s ,j

FriepricH O. Higr
CERTIFIED PUBLIC ACCOUNTANT
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5. FINANCIAL STATEMENTS

5.1 Independent Auditor’s Report

To the Board of Governors of Central Bank of Bosnia and Herzegovina

We have audited the accompanying balance sheet of

Central Bank of Bosnia and Herzegovina

(the "Bank") as of December 31, 2003, and the related statements of profit and loss,
cash flows and changes in equity for the year then ended.

These financial statements are the responsibility of the Bank’s management. Our
responsibility is to express an opinion on these financial statements based on our
audit.

The financial statements are prepared in accordance with the International Financial
Reporting Standards (IFRS) of the International Accounting Standards Board (IASB).

We conducted our audit in accordance with the International Standards on Auditing
of the International Federation of Accountants (IFAC). Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examin—
ing, on a test basis, evidence supporting the amounts and disclosures in the finan—
cial statements. An audit also includes assessing the accounting principles used and
significant estimates made by the Bank’s management, as well as evaluating the
overall financial presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion the financial statements referred to in the first paragraph above present
fairly, in all material respects, the financial position of the Bank at December 31, 2003,
and the results of its operations and its cash flows for the year then ended in accor—
dance with International Financial Reporting Standards as published by the International
Accounting Standards Board.

Vienna, March 26, 2004
ERNST & YOUNG

WIRTSCHAFTSPRUFUNGS— UND
STEUERBERATUNGSGESELLSCHAFT MBH

ELISABETH GLASER FRIEDRICH O. HIEF
certified public accountant certified public accountant
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5.2 Balance Sheet
Central Bank of Bosnia and Herzegovina

Balance Sheet
as at December 31, 2003

(in KM)
ASSETS Notes 31/12/2003 3112/2002
Foreign Assets 2,780,627,783 2,464,392,491
Foreign currency in cashi 4 59,113,898 58,866,058
Short-term deposits with foreign banks 5 2,716,189,110 2,399,644,521
Special Drawing Rights in the IMF 3.11, 30 5,324,775 5,881,912
Domestic Assets 578,677 834,329
Giro accounts 6 578,677 834,329
Equity investments 7 27,806,290 27,806,290
Accrued interest and other assets 8 13,835,186 20,487,064
Fixed assets 9 30,999,111 25,520,801
TOTAL ASSETS 2,853,847,047 2,539,040,975

The financial statements have been approved by the Bank and signed on its behalf
by:

Peter Nicholl
Governor

Sarajevo,
March 26, 2004

The accompanying notes are an integral part of these financial statements.
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(continued)
Central Bank of Bosnia and Herzegovina
Balance Sheet
as at December 31, 2003
(in KM)
LIABILITIES Notes 31/12/2003 31/12/2002

Convertible Marka in circulation 10 1,721,858,246 1,868,650,806
Domestic deposits 904,467,855 476,502,000

From banks 11 884,003,476 446,880,350

From the Govemment and other residents 12 20,464,379 29,621,650
Deferred income 13 7,002,626 9,708,249
Other liabilities 14 5,843,074 3,433,251
Capital and reserves 214,675,246 180,746,669

Subscribed capital 15 25,000,000 25,000,000

Capital from profit 16 106,316,305 92,257,641

Capital in shares 17 27,803,327 27,803,327

Reserves from grants 18 4,000,000 4,000,000

Profit reserves 19 51,555,614 31,685,701
TOTAL LIABILITIES AND CAPITAL 2,853,847,047 2,539,040,975
OFF-BALANCE SHEET ITEMS

Third garty sepuntles and funds 30 196,697,368 188,745,151

held with foreign banks

Total Gross Position of Govemment with the IMF 311,30 650,449,162 742,348,506

The financial statements have been approved by the Bank and signed on its behalf
by:

Peter Nicholl
Governor

Sarajevo,
March 26, 2004

The accompanying notes are an integral part of these financial statements.
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5.3 Bilanca uspjeha
Central Bank of Bosnia and Herzegovina

Profit and Loss Statement
for the year ended December 31, 2003

(in KM)
Notes 2003 2002

INTEREST INCOME

Interest income from bank deposits and similar income 20 57,812,300 78,287,011
INTEREST EXPENSE

Interest on deposits 21 7,914,752 2,296,517
NET INTEREST INCOME 49,897,548 75,990,494

Net Foreign exchange difference gains / (losses) 22 92,690 (523,902)

Income from grants 23 2,715,605 2,264,598

Other income 24 4,439,399 4,693,452
OPERATING INCOME 57,145,242 82,424,642
OPERATING EXPENSE

Salaries, and other personnel expenses 11,664,679 10,281,319

Administrative expenses 6,610,210 6,730,792

Depreciation 4,154,782 3,044,915

Other operating expenses 25 786,994 4,348,572
Total operating expenses 23,216,665 24,405,598
NET PROFIT BEFORE APPROPRIATION 33928577 58,019,044

The financial statements have been approved by the Bank and signed on its behalf
by:

Peter Nicholl
Governor

Sarajevo,
March 26, 2004

The accompanying notes are an integral part of these financial statements.
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5.4 Statement of Cash Flows
Central Bank of Bosnia and Herzegovina

Statement of Cash Flows
for the year ended December 31, 2003

(in KM)
Notes 2003 2002

NET CASH FLOWS FROM OPERATING ACTIVITIES:
Net profit before appropriation 33,928,577 58,019,044
Depreciation 4,154,782 3,044,915
Income from grants (2,715,605) (2,264,598)
Net cash fIO\f/s fr_o.m operating activities before changes in operating 35,367 754 56.799.361
assets and liabilities
Changes in operating assets and liabilities:
(Increase) / decrease in foreign investments (658,650,958) 241,263,171
Decrease / (increase) of accrued interest and other assets 6,651,878 (7,605,169)
(Decrease) / increase in Convertible Marka in circulation (146,792,560) 62,688,587
Increase / (decrease) in domestic deposits 427,965,855 (309,116,950)
New grants received 9,982 916,038
Increase / (decrease) in other liabilities 2,409,823 (28,671,273)
Net cash flows from operating activities 333,038,226 18,273,765
CASH FLOWS FROM INVESTING ACTIVITIES:
Increase of fixed assets, net (9,633,092) (9,596,318)
Net cash flows from investing activities 9,633,092 9,596,318
Net (decrease) / increase in cash and cash equivalents (342,671,318) 8,677,447
Cash and cash equivalents at the beginning of the year 2,138,269,824 2,129,592,377
Cash and cash equivalents at the end of the year 26 1,795,598,506 2,138,269.824
ADDITIONAL INFORMATIONS TO STATEMENT OF CASH FLOWS:
Received interest 65,039,637 70,638,112
Paid interest 6,564,955 2,252,959
Received dividends 536,144 542,537

The accompanying notes are an integral part of these financial statements.
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5.5 Changes in Equity

Central Bank of Bosnia and Herzegovina

Changes in Equity
for the year ended December 31, 2003

(in KM)
Subscribed  Capital ~ Capital in  Reserves Profit Current
. . . Total
capital  from profit shares from grants reserves year profit
As of 1 January 2002 25,000,000 65924298 26.565.179  4.000.000 0 0 121489477
Profit for the year 2002 0 0 0 0 0 58,019,044 58,019,044
Distribution of profit for the year 0 26,333,343 0 0 31,685,701 (58,019,044) 0
Changes of capital in shares 0 0 1,238,148 0 0 0 1,238,148
As of 31 December 2002 25000000 92257641 27,803,327 4,000,000 31,685,701 0 180,746,669
Profit for the year 2003 0 0 0 0 0 33928577 33928577
Distribution of profit for the year 0 14,058,664 0 0 19,869,913 (33,928,577) 0
As of 31 December 2003 25,000,000 106,316,305 27,803,327 4,000,000 51555614 0 214675246

The accompanying notes are an integral part of these financial statements.
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5.6 Notes
Central Bank of Bosnia and Herzegovina

Notes to the Financial Statements
for the year ended December 31, 2003

1. General information

The Central Bank of Bosnia and Herzegovina was established in accordance with the
Law on the Central Bank of Bosnia and Herzegovina, which was adopted by the
Parliamentary Assembly of Bosnia and Herzegovina on June 20, 1997, according to
the General Framework Peace Agreement in Bosnia and Herzegovina.

The Central Bank of Bosnia and Herzegovina started operations on August 11, 1997.

The main objectives and tasks of the Central Bank of Bosnia and Herzegovina ('Bank")
are:
— to define, adopt and control the implementation of monetary policy of Bosnia
and Herzegovina through the issuance of local currency (Convertible Marka) with
full coverage in free convertible foreign exchange assets;
— to keep and manage the official foreign exchange reserves of Bank in a safe
and profitable manner;
— to implement the monetary policy in accordance with the Law on the Central
Bank of Bosnia and Herzegovina;
— to establish and to maintain adequate payment and settlement systems;
— to coordinate the activities of the banking agencies, being in charge of issuing
the banking licenses and supervising the banks;
— to accept deposits from the state and public institutions of Bosnia and
Herzegovina and deposits from commercial banks;
— to issue provisions and guidelines for the performance of Bank operations, in
accordance with the Law on the Central Bank of Bosnia and Herzegovina;
— to take part in the operations of international organizations working on
strengthening the financial and economic stability of the country;
— to represent Bosnia and Herzegovina in international organizations regarding
monetary policy issues.

The highest body of the Bank is the Governing Board, which is in charge of defining
the monetary policy and the control of its implementation, organization and the strat—
egy of the Bank in accordance with the Law on the Central Bank of Bosnia and
Herzegovina.

The management of the Bank consists of a Governor and three Vice Governors
appointed by the Governor with the approval of the Governing Board. Management
is operationally leading the Bank’s business.

According to the Law on the Central Bank of Bosnia and Herzegovina, the Governor,
with the approval of the Governing Board, appoints the Comptroller General and three
Deputies.

The Bank operates through its Main Office, three main units situated in Sarajevo,

Mostar, and Banja Luka, and a branch in Brcko District. Within the main unit in Banja
Luka there is a branch in Pale.
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During 2003 the Governing Board, Management and General Comptroller Office
members were:

Governing Board
Peter Nicholl, Governor
Manojlo Cori¢, Member
Jure Pelivan, Member (until August 11, 2003)
Kasim Omicevi¢, Member (until August 11, 2003)
Kemal Kozari¢, Member (from August 11, 2003)
Mila Gadzi¢, Member (from August 11, 2003)
Ljubomir Kovacevié, Member (from August 11, 2003)

Management
Peter Nicholl, Governor
Kemal Kozari¢, Vice Governor
Dragan Kovacevic, Vice Governor
LjubiSa Vladusi¢, Vice Governor

General Comptroller Office
Jasmina Halilbegovic, Comptroller General
Jasmina Novalija, Deputy Comptroller
Anto Salapi¢, Deputy Comptroller
Milosija Drakuli¢, Deputy Comptroller

As at December 31, 2003 the Bank had 264 employees (December 31, 2002: 250
employees).

2. Basis for preparation of financial statements and reporting currency
2.1. Basis for preparation of financial statements

The financial statements have been prepared in accordance with the Law of Bosnia
and Herzegovina on the Central Bank of Bosnia and Herzegovina and the Law on
Internal Payment Operations, and in accordance with International Financial Reporting
Standards.

The Financial Statements have been prepared in accordance with the historical cost
basis of accounting modified for the revaluation of certain items as disclosed
below.

2.2. Reporting Currency

The financial statements are stated in the official national currency of Bosnia and
Herzegovina — Convertible Marka (KM).

The official exchange rate to EUR has been defined by the Law on the Central Bank
of Bosnia and Herzegovina as 1,955830 KM = 1 EUR. As required by the Law, the
Bank is obliged to purchase and sell KM for EUR on demand, without any restric—
tions, within the territory of Bosnia and Herzegovina, at the defined exchange rate.
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3. Summary of significant accounting policies
3.1. Revenue Recognition

Interest income is recognized on a time proportionate basis, taking account of
the principal outstanding and the rate applicable. Interest is recognized on other
financial assets when received. Other fees receivable or payable are recognized
when earned. Dividend income is recognized when the right to receive payment
is established.

3.2. Foreign Currency Translation

Transactions denominated in foreign currencies have been translated to KM at
exchange rates applying on the settlement date of transactions. Assets and lia—
bilities denominated in foreign currencies are translated into KM at foreign
exchange rates applying at the Balance Sheet date. Gains and losses on trans—
lation are credited or charged to the Profit and Loss Statement.

3.3. Investments in deposits with foreign banks

Deposits with foreign banks are stated at cost less any provision for impair—
ment.

3.4. Equity investments

The equity investments held during 2003 and 2002 are classified as available
for sale and are initially recognized at cost, being the fair value of the con—
sideration given including acquisition charges associated with the investment.
After initial recognition, the equity investments whose fair value can be reli—
ably determined are re-measured at fair value. Unrealized gains and losses on
re-measurement to fair value are recognized in shareholders equity. Equity
investments whose fair value cannot be reliably determined are valued by the
acquisition cost, decreased by the losses due to decrease of value.

3.5. Fixed Assets
Fixed assets are recorded at historical cost less accumulated depreciation. Depreciation

is calculated using the straight-line method. The following depreciation rates have
been applied:

Software 20.0%
Other intangible assets 20.0%
Buildings 1.3%
Equipment 11.0% do 20.0%
Furniture 10.0% do 12.5%
Vehicles 15.5%

3.6. Grants

Grants related to assets, including non—monetary grants, are recorded at nominal value
by recording the grant as deferred income, which is recognized as income in the Profit
and Loss Statement proportionately to the expenses incurred (including depreciation
over the useful life of the asset).
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Capital donations received are recorded as reserves from grants within equity, in
accordance with the Bosnia and Herzegovina Government’s Decision and Central Bank
of Bosnia and Herzegovina Governing Board’s Decision.

3.7. Currency in circulation

The Central Bank of Bosnia and Herzegovina administers the issue and withdrawal of
domestic bank notes and coins. The corresponding liability from the issued currency
is recorded in the Balance Sheet.

3.8. Taxes

The Law on the Central Bank of Bosnia and Herzegovina exempts the Bank from all
taxes and duties on its assets, property and income, and on its operations and trans—
actions. Payroll taxes and other taxes on salaries are not covered by this exemption.

3.9. Trade and settlement date accounting

Purchases and sales of financial assets are recognised on the basis of their settlement
date.

3.10. Cash and cash equivalents

Cash and cash equivalents for the purposes of the Cash Flow Statement is defined as
cash in KM and foreign currencies, foreign currency sight deposits, SDRs in the IMF
and foreign currency deposits with residual maturities of less than 3 months.

3.11. Financial arrangements of Bosnia and Herzegovina with the IMF

According to the financial arrangements made at the end of 2002 between Bosnia
and Herzegovina and the IMF, the Balance Sheet of the Bank contains the follow—
ing items related to Bosnia and Herzegovina’s membership of the IMF: SDR
Holdings, accrued interest on Special Drawing Rights ("SDRs"') and the IMF No.l
account and IMF No.2 account. Other assets and liabilities items related to the IMF,
belonging or being the responsibility of the Government, are recorded in a special
Trust Fund within the off balance records.

4. Foreign currency in cash

Foreign currency in cash consists of:

(in KM)

31122008  31/12/2002
Cash in hand 38938956 58,865,593
Cash in transit 20,174,942 465

TOTAL 59,113,898 58,866,058

N



ﬁ@/’lﬁ'{&/ ?/))a/mé 0/ ;%)mm{ﬂ/ and (ygﬂcﬁwwoﬂ?ml

5. Short-term Deposits with Foreign Banks

Short-term deposits with foreign commercial banks on a geographical basis can be

analyzed as follows:

(in KM)
No. Geographic analysis 31/12/2003 31/12/2002
. Great Britain
Tem deposits 985,174,946 1,330,059,091
Sight deposits 24,877,041 49,221,523
Total 1,010,051,987 1,379,280,614
. Belgium
Tem deposits 337,000,283 427,742,388
Sight deposits 0 0
Total 337,000,283 427,742,388
. Holland
Tem deposits 315,685,505 92,577,963
Sight deposits 0 0
Total 315,685,505 92,577,963
. Austria
Temm deposits 307,610,070 114,244
Sight deposits 473,269 286,114
Total 308,083,339 400,358
. France
Tem deposits 260,911,866 0
Sight deposits 0 0
Total 260,911,866 0
. Germany
Tem deposits 242,670,147 443,793,916
Sight deposits 1,140,581 2,771,472
Total 243,810,728 446,565,388
. Sweden
Tem deposits 173,514,231 0
Sight deposits 0 0
Total 173,514,231 0
. Switzerland
Tem deposits 65,543,487 51,950,729
Sight deposits 1,587,684 1,127,081
Total 67,131,171 53,077,810
TOTAL TERM DEPOSITS 2,688,110,535 2,346,238,331
TOTAL SIGHT DEPOSITS 28,078,575 53,406,190
TOTAL 2,716,189,110 2,399,644,521
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(in KM)
31/12/2003 31/12/2002

Curency Temm deposits Sight deposits Temm deposits Sight deposits
TOTAL usb 0 47,669 0 5,689,605
PER EUR 2,688,110,535 26,488,793 2,346,238,331 46,639,258
CURRENCIES Other 0 1,542,113 0 1077,327
TOTAL 2,688,110,535 28,078,575 2,346,238,331 53,406,190
(in KM)

31/12/2003 31/12/2002
Pledged sight deposits 586,730 1,893,355
Other sight deposits 27,491,845 51,512,835
Total sight deposits 28,078,575 53,406,190
Pledged term deposits 1,899,482 1,114,244
Other term deposits 2,686,211,053 2,345,124,087
Total term deposits 2,688,110,535 2,346,238,331
TOTAL 2,716,189,110 2,399,644,521

Term deposits with foreign commercial banks, analyzed by maturity date, are as follows:

(in KM)
Maturity 31/12/2003 31/12/2002
Up to 1 month 974,289,010 1,088,032,927
From 1 to 2 months 427,208,800 313,638,816
From 2 to 3 months 301,004,771 617,609,592
From 3 to 4 months 109,509,696 0
From 4 to 12 months 876,098,258 326,956,996
TOTAL 2,688,110,535 2,346,238,331

The interest rates on sight deposits ranged from 1.25 % to 2.80 % (2002: from 2.30
% to 3.30 %) during the year and on term deposits from 2.00 % to 2.80 % (2002:
from 2.80 % to 3.70 %) during the year.

6. Domestic Assets

Giro accounts represent balances held by the Central Bank of Bosnia and Herzegovina
to facilitate KM payments.

7. Equity investments

(in KM)

31/12/2003 31/12/2002
Shares in BIS bank 27,803,327 27,803,327
Shares in SWIFT 2,963 2,963
TOTAL 27,806,290 27,806,290
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8. Accrued interest and other assets

(in KM)
31/12/2003 31/12/2002
Accrued interest on time deposits with foreign banks 12,253,323 19,669,780
Accruals 88,949 69,292
Other miscellaneous assets 1,492,914 747,992
TOTAL 13,835,186 20,487,064
9. Fixed Assets
(in KM)

Software Assets

and other Land and  Equipment -\, o Advanee under  TOTAL

intangible buildings  and fumiture payments )

construction

assets
Cost value as of
01/01/2003 8248054 6271755 12,117,754 1064280 1758697 276111 1541583 31,279,133
Additions 1,277,511 78574 2256441 153382  (1,689,146) 14763 7,664,228 9,755,752
Disposals, sales and transfers 0 0 (273344) (158,211) 0 (28,253) 0  (459,808)
Cost value as of 952,465 6,350,328 14,100,852 1059450 69551 262621 9205811 40,575,077
31/12/2003
Accumulated depreciation as
of 01/01/2003 2,922,396 43841 2496476 249,104 0 46515 0 5758332
Depreciation charge for 2003 1,861,091 110,961 1981259 169,676 0 31,796 0 47154782
[S):lzr:”a""” on disposals and 0 0 (@33547)  (96,047) 0 (7554) 0 (337,148)
Accumulated depreciation 00, 154800  aosa188 322733 0 7075 0 9575966
as of 31/12/2003 e ! [l d h 1219,
Net book value as of
31/12/2003 4742978 6195526 9856664 736,718 69551 191,864 9205811 30,999,111
';"1*; 1"2‘;‘2"30":'“ as of 5306557 6207013 9621279 815176 1758697 229596 1541583 25520801

The Bank has been provided with the right to use the premises located at 25, Marshal
Tito Street. These premises are owned by the Government of Bosnia and Herzegovina.

10. Convertible Marka in Circulation

Currency placed into circulation can be analyzed as follows:

(in KM)

2003 2002
Convertible Marka currency placed into circulation - Opening Balance as of 01/01 1,868,650,806 1,805,962,219
Decrease / increase in Convertible Marka in circulation during the year (146,792,560) 62,688,587

Convertible Marka currency placed into circulation - total - Balance as of 31/12

1,721,858,246

1,868,650,806

Of the total currency in circulation of KM 1,721,858,246 as at 31 December 2003,
KM 465,692 is placed in circulation outside of Bosnia and Herzegovina.
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11. Domestic Deposits from Banks

(in KM)
31/12/2003 31/12/2002
Deposits of domestic commercial banks 883,366,962 446,046,021
Deposit accounts - blocked funds 57,248 0
Reserve accounts of organizational units of the Central Bank of Bosnia and Herzegovina 578,677 834,329
Other liabilities to banks for deposits received 589 0
TOTAL 884,003,476 446,880,350

Deposits of KM 883,366,962 from 37 domestic commercial banks are to meet
obligatory reserve requirements, to settle payment obligations and for transac—
tions between commercial banks and the Central Bank of Bosnia and
Herzegovina.

Interest on the deposits of domestic commercial banks is accrued according to the
Law on the Central Bank of Bosnia and Herzegovina, and the interest rate during the
year 2003 ranged from 1.95 % to 2.75 % (2002: from 3.00 % to 3.30 %). The base
for calculation of interest expense on these deposits has been changed during the
year, as described in note 21.

12. Domestic Deposits from the Government and other residents

(in KM)
31/12/2003 31/12/2002

Deposits for servicing foreign debts of BiH 10 0
Deposits for Budget of Institutions BiH 4,312,579 6,297,777
Deposit Accounts for IMF transactions 5,147,794 4,758,744
Other deposits of the Govemments 9,133,224 15,652,070
Deposits of other residents 1,870,772 2,913,059
TOTAL 20,464,379 29,621,650

13. Deferred Income

Deferred income represents grants received in cash and fixed assets, and is recog—
nized in the Profit and Loss Statement on a systematic basis over the period of use
of the grant.

(in KM)

2003 2002
Opening Balance as of 01/01 9,708,249 11,056,809
New grants received 9,982 916,038
Income from grants (2,715,605) (2,264,598)
Balance as of 31/12 7,002,626 9,708,249
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14. Other Liabilities

(in KM)
31/12/2003 31/12/2002
IMF Accounts No 1 and 2 1,026,033 1,121,439
Other liabilities towards foreign banks 430 0
Other liabilities to other non-residents 0 10
KM deposit of the UN mission 0 51,725
Suppliers 2,311,591 647,916
Accrued expenses and other miscellaneous liabilities 1,810,301 975,508
Liabilities to employees 694,719 636,653
TOTAL 5,843,074 3,433,251

15. Subscribed Capital

The Government of Bosnia and Herzegovina subscribed to 100% of capital with a
nominal value of KM 25,000,000 on June 12, 1998.

16. Capital from profit

Capital from profit represents the net profits for the years from 1997 to 2002 and KM
(14,058,664) from the net profit for 2003 allocated to capital in accordance with Article
27 of the Law on the Central Bank of Bosnia and Herzegovina. Article 27 determines that
the net profit for the year must be allocated to capital if the amount of capital is lower
than 5 % of total monetary liabilities.

17. Capital in shares

This amount represents the Bank’s investment in the Bank of International Settlements, which
was received at no cost in accordance with the Succession Agreement of former Yugoslavia.

18. Reserves from grants

Reserves from donations in the amount of KM 4,000,000 are donations received from
the Government of Bosnia and Herzegovina on June 12, 1998.

Status of reserves from donations has been regulated by Decision of the Governing Board
of the CBBiH with the approval of the Presidency of Bosnia and Herzegovina.

The right to utilise the reserves from donations falls within the competence of the
Governing Board of the Central Bank of Bosnia and Herzegovina.

19. Profit reserves
Profit reserves represent part of net profit for the years 2002 and 2003 (KM

19,869,913) allocated to reserves in accordance with Article 27 Law of Bosnia and
Herzegovina on the Central Bank of Bosnia and Herzegovina.
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20. Interest income from bank deposits and similar income

(in KM)

2003 2002
Interest on deposits of the Central Bank of Bosnia and Herzegovina 57,226,529 77,735,999
Dividends from equity investments 536,144 542,537
Other 49,627 8,475
TOTAL 57,812,300 78,287,011

21. Interest Expense on Deposits

Until May 31, 2003 the base for calculation of interest on commercial bank’s deposits
included only the Required Reserve. Since June 1, 2003 a new Decision of the Bank’s
business policy has been applied related to calculation of interest on commercial
banks’ deposits in the way that the base for calculation of interest includes the total
deposits of commercial banks in the settlement period.

(in KM)
2003 2002
Interest expense on commercial banks' deposits 7,914,752 2,296,517
TOTAL 7,914,752 2,296,517
22. Net Foreign exchange difference gains / (losses)
(in KM)
2003 2002
Income from foreign exchange differences 944,409 7,597,744
Expenses from foreign exchange differences 851,719 8,121,646
TOTAL 92,690 (523,902)

23. Income from Grants

This balance represents income recognized on grants received mostly from USAID as
compensation for expenses incurred in 2003 (see also note 13).

24. Other Income

(in KM)
2003 2002

Commission income - services performed for the Govemment of BH and other non-bank residents 91,577 77,590
Penalty charges received from domestic commercial banks 342,792 671,759
Commission income from domestic commercial banks 2,921,592 3,830,757
Seignorage 971,316 0
Other miscellaneous income 112,122 113,346
TOTAL 4,439,399 4,693,452
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25. Other operating expenses

(in KM)
2003 2002

Commission expenses 14,513 19,131

Expenses for transactions with foreign banks 247,985 1,430,859

Expenses for production and design of banknotes and coins 524,496 2,898,582

TOTAL 786,994 4,348,572
26. Cash and Cash Equivalents

(in KM)

31/12/2003 31/12/2002

KM cash held at organizational units of the Bank 578,677 834,329

Foreign currency in cash 59,113,898 58,866,058

Foreign currency sight deposits 28,078,575 53,406,190

SDR in the IMF 5,324,775 5,881,912

Foreign currency deposits with maturity under 3 months 1,702,502,581 2,019,281,335

TOTAL 1,795,598,506 2,138,269,824

27. Related Party Transactions

There were no transactions with members of the Governing Board or with other man-
agement members during the year.

In 2003, the Bank started extending funds through housing loans for employees,
according to the Financial Plan and other enactments regulating the terms and condi—
tions of allocating these funds. The following table shows the extent and terms of these
transactions in 2003:

Total funds extended 836,156 KM
Outstanding as of December 31, 2003 822,808 KM
Annual interest rate 4 %
Average loan repayment period 14, 15 godina
Interest eamed 18,076 KM

28. Clearing and distribution of Convertible Marka

Since January 5, 2001 the clearing operation in KM for local commercial banks has been
carried out through the RTGS (Real Time Gross Settlement) and (Bulk) Gyro Clearing sys—
tems within the Bank and through reserve accounts of commercial banks opened with
the Bank. Also, since January 5, 2001, the distribution of Convertible Marka for the whole
country has been performed through the separate vaults of the Bank.

Domestic payments are executed by the licensed commercial banks that are partici—
pants of the interbank clearing system.
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29. Risk Management

One of the integral elements of the business strategy of the Bank is risk man—

agement.

The Bank’s risk management comprises of three levels: the Governing Board of the
Bank, the Management and Investment Committee of the Bank.

29.1. Liquidity risk

Liquidity risk is associated with the ability to meet liabilities timely and efficiently.
The Bank manages its liquidity risk by investing mainly in short-term deposits with

foreign banks.

Maturity analysis as at December 31, 2003

(in KM)
BaS T T owapn S o
ASSETS
Foreign assets 1,795,019,829  985,607.954 0 0 0 2,780,627,783
Foreign currency in cash 59,113,898 0 0 0 0 59,113,898
Short-tem deposits with foreign banks 1,730,581,156 985,607,954 0 0 0 2,716,189,110
SDR in the IMF 5,324,775 0 0 0 0 5,324,775
Domestic Assets 578,677 0 0 0 0 578,677
Giro accounts 578,677 0 0 0 0 578,677
Equity investments 0 0 0 0 27,806,290 27,806,290
Accrued interest and other assets 8,483,218 4,583,856 102,043 666,069 0 13,835,186
Fixed assets 0 0 0 0 30999111 30,999,111
TOTAL ASSETS 1,804,081,724 990,191,810 102,043 666,069 58,805,401 2,853,847,047
LIABILITIES
Convertible Marka in circulation 1,721,858,246 0 0 0 0 1,721,858,246
Domestic deposits 904,467,855 0 0 0 0 904,467,855
From banks 884,003,476 0 0 0 0 884,003,476
From the Govemment and other residents 20,464,379 0 0 0 0 20,464,379
Deferred income 0 0 0 0 7,002,626 7,002,626
Other liabilities 5,763,439 79,635 0 0 0 5,843,074
Capital and reserves 0 0 0 0 214,675,246 214,675,246
Subscribed capital 0 0 0 0 25000000 25,000,000
Capital from profit 0 0 0 0 106,316,305 106,316,305
Capital in shares 0 0 0 0 27,803,327 27,803,327
Reserves from grants 0 0 0 0 4,000,000 4,000,000
Profit reserves 0 0 0 0 51,555,614 51,555,614
TOTAL LIABILITIES AND CAPITAL 2,632,089,540 79,635 0 0 221,677,872 2,853,847,047
NET POSITION (828,007,816) 990,112,175 102,043 666,069 (162,872,471) 0
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Maturity analysis as at December 31, 2002

(in KM)
monts monte e Oerdveas Y TomL
ASSETS
Foreign assets 2,137,435495 326,956,996 0 0 0 2,464,392,491
Foreign curency in cash 58,866,058 0 0 0 0 58,866,058
Short-term deposits with foreign banks 2,072,687,525 326,956,996 0 0 0 2,399,644,521
SDR in the IMF 5,881,912 0 0 0 0 5,881,912
Domestic Assets 834,329 0 0 0 0 834,329
Giro accounts 834,329 0 0 0 0 834,329
Equity investments 0 0 0 0 27,806,290 27,806,290
Accrued interest and other assets 19,342,642 1,144,422 0 0 0 20,487,064
Fixed assets 0 0 0 0 25520801 25,520,801
TOTAL ASSETS 2,157,612,466 328,101,418 0 0  53327,091 2,539,040,975
LIABILITIE
Convertible Marka in circulation 1,868,650,806 0 0 0 0 1,868,650,806
Domestic deposits 476,502,000 0 0 0 0 476,502,000
From banks 446,880,350 0 0 0 0 446,880,350
From the Govemment and other residents 29,621,650 0 0 0 0 29,621,650
Deferred income 0 0 0 0 9,708,249 9,708,249
Other liabilities 3,348,251 85,000 0 0 0 3,433,251
Capital and reserves 0 0 0 0 180,746,669 180,746,669
Subscribed capital 0 0 0 0 25,000,000 25,000,000
Capital from profit 0 0 0 0 92,257,641 92,257,641
Capital in shares 0 0 0 0 27,803,327 27,803,327
Reserves from grants 0 0 0 0 4,000,000 4,000,000
Profit reserves 0 0 0 0 31,685,701 31,685,701
TOTAL LIABILITIES AND CAPITAL 2,348,501,057 85,000 0 0 190,454,918 2,539,040,975
NET POSITION (190,888,591) 328,016,418 0 0 (137,127,827) 0

29.2. Foreign exchange risk

The control and management of the foreign risk is provided by the Bank through the
strict adherence to the provisions of the Law on the Central Bank of Bosnia and
Herzegovina and the Guidelines of the Central Bank on investment of the foreign

exchan g€ reserves.

The above Acts precisely define the limits for holding assets and liabilities in each for—
eign currency. The biggest part of monetary assets is held in EUR, and the maximum
amount which can be held in other convertible currencies, subject to the changes in
the market rate, must not exceed 50% of the total amount of the capital and the

reserves of the Bank.
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Net currency exposure as at December 31, 2003

(in KM)
EUR UsD Other foreign KM TOTAL
currencies
ASSETS
Foreign assets 2,773,688,430 61,678 6,877,675 0  2780,627,783
Foreign currency in cash 59,089,102 14,009 10,787 0 59,113,898
Short-term deposits with foreign banks 2,714,599,328 47,669 1,542,113 0 2,716,189,110
SDR in the IMF 0 0 5,324,775 0 5,324,775
Domestic Assets 0 0 0 578,677 578,677
Giro accounts 0 0 0 578,677 578,677
Equity investments 2,963 0 0 27,803,327 27,806,290
Accrued interest and other assets 12,264,176 5,280 0 1,565,730 13,835,186
Fixed assets 0 0 0 30,999,111 30,999,111
TOTAL ASSETS 2,785,955,569 66,958 6,877,675 60,946,845  2,853,847,047
LIABILITIE

Convertible Marka in circulation 0 0 0 1,721,858246  1,721,858,246
Domestic deposits 0 0 0 904,467,855 904,467,855
From banks 0 0 0 884,003,476 884,003,476
From the Govemment and other residents 0 0 0 20,464,379 20,464,379
Deferred income 0 0 1] 7,002,626 7,002,626
Other liabilities 405,090 0 1,026,033 4,411,951 5,843,074
Capital and reserves 29,000,000 0 0 185,675,246 214,675,246
Subscribed capital 25,000,000 0 0 0 25,000,000
Capital from profit 0 0 0 106,316,305 106,316,305
Capital in shares 0 0 0 27,803,327 27,803,327
Reserves from grants 4,000,000 0 0 0 4,000,000
Profit reserves 0 0 0 51,555,614 51,555,614
TOTAL LIABILITIES AND CAPITAL 29,405,090 0 1,026,033 2823415924  2,853,847,047
NET CURRENCY EXPOSURE 2,756,550,479 66,958 5,851,642 (2,762,469,079) 0

There is no currency exposure of the EUR to the KM, as the exchange rate of the KM
is linked to the EUR by the law as explained in note 2.2.
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Net currency exposure as at December 31, 2002

(in KM)
EUR usD Other foreign KM TOTAL
currencies
ASSETS
Foreign assets 2,451,571,487 5,764,938 7,056,066 0 2,464,392,491
Foreign curency in cash 58,693,898 75,333 96,827 0 58,866,058
Short-term deposits with foreign banks 2,392,877,589 5,689,605 1,077,327 0 2,399,644521
SDR in the IMF 0 0 5,881,912 0 5,881,912
Domestic Assets 0 0 0 834,329 834,329
Giro accounts 0 [1] 0 834,329 834,329
Equity investments 2,963 0 0 27,803,327 27,806,290
Accrued interest and other assets 19,670,915 0 0 816,149 20,487,064
Fixed assets 287,298 0 0 25,233,503 25,520,801
TOTAL ASSETS 2,471,532,663 5,764,938 7,056,066 54,687,308 2,539,040,975
LIABILITIE

Convertible Marka in circulation 0 0 0  1,868,650,806  1,868,650,806
Domestic deposits 0 0 0 476,502,000 476,502,000
From banks 0 0 0 446,880,350 446,880,350
From the Govemment and other residents 0 0 0 29,621,650 29,621,650
Deferred income 0 [1} 0 9,708,249 9,708,249
Other liabilities 938,498 1,032 1,264,665 1,229,056 3,433,251
Capital and reserves 29,000,000 0 0 151,746,669 180,746,669
Subscribed capital 25,000,000 0 0 0 25,000,000
Capital from profit 0 0 0 92,257,641 92,257,641
Capital in shares 0 0 0 27,803,327 27,803,327
Reserves from grants 4,000,000 0 0 0 4,000,000
Profit reserves 0 0 0 31,685,701 31,685,701
TOTAL LIABILITIES AND CAPITAL 29,938,498 1,032 1,264,665  2,507,836,780  2,539,040,975
NET CURRENCY EXPOSURE 2,441,594,165 5,763,906 5,791,401 (2,453,149,472) 0

29.3. Interest rate risk

The Bank is exposed to interest rate risk through the investment of foreign currency
reserves. The Bank adopts economic policy with the aim to minimize interest rate risk.
The investments bear different interest rates, depending on the time period of the
investment, with the maximum term of investment being one year. All term deposits

bear fixed interest rates.
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29.4. Credit risk

The bank is exposed to two forms of credit risk. The first arises from the poten—
tial default of the counterparty. The management of this risk is performed through
the selection of counterparties with sound credit ratings, by limiting the maturity,
and by controlling the volume and the dynamics of investment.

The second potential source of risk relates to IMF account No.1 and account No.2, to
which are attached the obligations of Bosnia and Herzegovina with regard to its IMF
membership, and the obligations arising from the credit arrangements of Bosnia and
Herzegovina with the IMF, which, in case the relevant institutions of Bosnia and
Herzegovina do not provide the funds for the settlement of these obligations in a time—
ly manner, create a liability to the Bank, and a violation of the Provisions of the Law on
the Central Bank of Bosnia and Herzegovina.

By strictly adhering to the Provisions of the Memorandum on the performance of the
role of fiscal agent of Bosnia and Herzegovina to the IMF, the Bank creates conditions
for the management of such risk. In case the relevant state institutions do not provide
funds for the settlement of these obligations, the Bank has the authority, according to
the Decision of the Bank’s Governing Board on the provision of funds to the IMF, to
direct all the funds from the deposit accounts of Bosnia and Herzegovina and sub-
accounts of entities to the account for the settlement of the obligations.

29.5. Credit risk concentration

The deposits of the Bank with foreign banks in total amounted to KM 2,716,189,110
as of December 31, 2003 (2002: KM 2,399,644,521). The largest portion of these
funds is invested in 7 foreign banks (2002: 5 foreign banks), with individual expo—
sures in excess of total capital and reserves of the Central Bank of Bosnia and
Herzegovina.

Individual credit risk concentration in excess of total capital and reserves of the
Central Bank of Bosnia and Herzegovina:

31/12/2003 31/12/2002

Bank rating Deposits in KM ﬁeo;ot;:zl Bank rating Deposits in KM °/;eo;°t:i::l

AA + 337,000,283 12.41 AA + 427,742,388 17.83
Aa2 307,494,876 11.32 AAA 413,977,944 17.25
AA + 299,037,327 11.01 AA 407,808,030 16.99
AA + 296,433,344 10.91 AA - 403,986,181 16.84
AAA 296,127,206 10.90 AA 237,257,685 9.89
AAA 260,911,866 9.61

AAA 242,671,924 8.93

The largest individual risk exposure as at December 31, 2003 amounts to KM
337,000,283 (2002: KM 427,742,388).

The management of the Bank believes that these kinds of investment do not expose
the Bank to a high level of risk, since the investment policy of the Bank takes into
account, besides the profitability requirement, the risk of the investment safety which
is measured by the credit ratings of the banks in which the deposits are invested.
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Total credit risk concentration of the Central Bank of Bosnia and Herzegovina:

31/12/2003 31/12/2003
Bank rating D.eposits % . Dgposits % '
in KM of total deposits in KM of total deposits

AAA 866,793,384 31.91 467,007,102 19.46
AA + 1,018,513,031 37.50 718,879,172 29.96
AA 123,249,572 4.54 645,086,880 26.88
Aa2 307,494,876 11.32 0 0.00
AA - 398,554,484 14.67 496,613,898 20.69
A+ 0 0.00 71,656,594 299
Al 371,044 0.01 400,358 0.02
A2 217,419 0.01 0 0.00
A - 995,300 0.04 517 0.00
TOTAL 2,716,189,110 100.00 2,399,644,521 100.00

30. Off-balance sheet items

The Central Bank of Bosnia and Herzegovina maintains certain accounts in foreign cur—
rencies related to agreements concluded between the Government of Bosnia and
Herzegovina and foreign governments and financial organizations. As these accounts
do not represent either assets or liabilities of the Central Bank of Bosnia and
Herzegovina, they have not been included within the Bank’s Balance Sheet.

Off-balance sheet items also include foreign currency accounts of the state institutions
and agencies for which the Bank acts as an agent.
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Off-balance sheet items consist of:

(in KM)

31/12/2003 31/12/2002
Third party securities and funds held with foreign banks 196,697,368 188,745,151
Liability for third party securities and funds 196,697,368 188,745,151
Deposits of Non-residents 59,394,952 108,717,953
Deposits of USAID 59,312,129 108,322,198
Deposits of other Non-residents 82,823 395,755
Deposits of Residents 93,169,854 47,196,676
Deposits of the Central Government of BH 90,882,526 46,007,641
Deposits of the Central Goverment of BH on the basis of succession 59,788,336 12,732,250
Deposits of the Central Govemment of BH regarding the semwvicing of foreign debt 345,014 2,664,107
Deposits of the Central Govemment of BH regarding the budget of Govemment institutions 13,464,788 19,732,189
Other Deposits of the Central Government of BH 17,284,388 10,879,095
Deposits of other govemments in BH 1,063,321 926,932
Deposits - Government of the Federation of BH 1,063,321 926,932
Deposits of other Residents 1,224,007 262,103
Deposits - Deposit Insurance Agency 87,514 262,032
Deposits - Banking Agency of the Federation of BH 3 7
Deposits - Retiring allowance from Germany 1,844 0
Deposit accounts of banks - blocked funds 1,134,646 0
Investments of Residents related to securities 44,132,562 32,830,522
Investments related to securities - Deposit Insurance Agency 44,132,562 32,830,522

Interest and fees on third party securities and funds

USAID Deposits

On the basis of the Agreement regarding financial assistance between Bosnia and
Herzegovina and the United States of America for the financing of the reconstruction,
special interest bearing accounts have been opened with the Bank of America. The
Central Bank of Bosnia and Herzegovina does not charge and does not collect any

interest or fees on these accounts.

Residents’ investments related to securities

The Bank enabled the Deposit Insurance Agency to invest in securities by opening
cash and custodian accounts in the name of the Bank and the Deposit Insurance
Agency. All transactions on the accounts are performed between the Agency and
the Asset Manager. The Central Bank of Bosnia and Herzegovina does not charge

interest or fees on such accounts.
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Bosnia and Herzegovina IMF Membership

As depository for BH IMF membership, the Central Bank of Bosnia and Herzegovina main—
tains the IMF No.1 and No.2 accounts and provides a custodial service for the Government’s
Promissory Notes issued to support IMF membership and repurchase obligations. The Bank
holds SDRs as part of its foreign exchange reserve management function. As fiscal agent,
the Bank acts on behalf of the Government in dealing with the IMF but does not have any
responsibility for assets and liabilities related to the Government’s membership. The follow—
ing Consolidated Position provides a summary of the BH position with the IMF:

Consolidated Position of BH IMF Membership
as at 31 December, 2003

(in KM)

Assets
Quota 393,290,751
SDR Holdings 5,317,300
Accrued Interest on SDR Holdings 7,475
Total Assets 398,615,526
Liabilities
IMF No.1 account 1,014,499
IMF No.2 account 11,534
Securities 601,879,171
Accounts Payable Charges 808,746
Accrued SDR Interest on SDR Allocation 126,195
Total Liabilities 603,840,145
Net Member Position with the IMF
\(?;)I\izrt?;?]ezt(jjz);lg::?:s to the IMF arising principally from Repurchase and Currency 252,859,669
SDR Allocation (47,635,050)
Net Member Position 205,224,619

603,840,145 603,840,145
Total Consolidated Position - Assets and Liabilities 603,840,145 603,840,145
SDR Allocation 47,635,050 47,635,050
IMF No.1 account (1,014,499) (1,014,499)
IMF No.2 account (11,534) (11,534)
Total Gross Position of Government with the IMF - Assets and Liabilities 650,449,162 650,449,162

The SDR Holdings, Accrued Interest on SDR Holdings, IMF No.1 account and IMF No.2
account reflect accounts held on the Balance Sheet of the Bank.

For the Consolidated Position of Bosnia and Herzegovina with the IMF, the gross posi—

tion of the Government is decreased by the SDR Allocation and increased for the IMF
No.1 and No.2 accounts.
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Consolidated Position of BH IMF Membership

as at 31 December, 2002

(in KM)

Assets
Quota 429,860,824
SDR Holdings 5,869,581
Accrued Interest on SDR Holdings 12,331
Total Assets 435,742,736
Liabilities
IMF No.1 account 1,108,832
IMF No.2 account 12,606
Securities 689,054,836
Accounts Payable Charges 1,056,858
Accrued SDR Interest on SDR Allocation 172,425
Total Liabilities 691,405,557
Net Member Position with the IMF
\(?;)l\l/;rt?g:]eztd jﬁ;l:g::?;s to the IMF arising principally from Repurchase and Curmency 307,727,208
SDR Allocation (52,064,387)
Net Member Position 255,662,821

691,405,557 691,405,557
Total Consolidated Position - Assets and Liabilities 691,405,557 691,405,557
SDR Allocation 52,064,387 52,064,387
IMF No.1 account (1,108,832) (1,108,832)
IMF No.2 account (12,606) (12,606)
Total Gross Position of Government with the IMF - Assets and Liabilities 742,348,506 742,348,506

31. Fair value of Financial Assets and Liabilities

Short-term deposits with and from banks approximate their fair value, as the deposits

are short—term placements at market interest rates.

The carrying amounts of other financial assets and liabilities approximate their fair
values, as there is currently a low inflation environment in Bosnia and Herzegovina.
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32. Currency Board Rule

The Law of Bosnia and Herzegovina on the Central Bank of Bosnia and Herzegovina
requires that the aggregate amount of its monetary liabilities shall at no time exceed
the equivalent of its net foreign exchange reserves. Details of compliance with the rule
are as follows:

(in KM)

31/12/2003 31/12/2002
Foreign assets 2,780,627,783 2,464,392,491
Less Liabilities to non residents 1,026,463 1,173,174
Net foreign exchange reserves 2,779,601,320 2,463,219,317
Monetary liabilities 2,626,326,101 2,345,152,806
Net foreign assets (Net foreign exchange reserves minus monetary liabilities) 153,275,219 118,066,511
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6. APPENDIX

6.1 Important events in 2003

10 Feb. 2003 BiH Presidency adopted the Statement that confirmed the
continuation of the currency board arrangement

11 Apr.2003  Central Bank of BiH organized an international conference titled
"The role of currency boards in monetary policy: History and practice"

23 Apr. 2003 Presidency of BiH adopted amendments to the Law on CBBiH —
Article 36, referring to required reserves.

24 Apr. 2003 BiH Parliamentary Assembly adopted amendments to the Law on
CBBiH — Article 36, referring to required reserves

7 May 2003  Governing Board of CBBiH adopted the decision to change the way
in which required reserves in commercial banks are determined

15 May 2003 Capital Market Council established, with the goal of creating a
comprehensive strategy for developing the capital market

20 May 2003 Presidency of BiH appointed Peter Nicholl, Kemal Kozari¢, Manojlo Cori¢
and Mila GadZi¢ to the new Governing Board of CBBiH because the
six—year term was expiring for the then members of the Governing
Board. The fifth member of the Governing Board was appointed later.

22 May 2003 Memorandum of Understanding and information exchange was signed
by CBBiH Governor Peter Nicholl and directors of banking agencies of
the FBiH and RS, Zlatko Bars and Dusanka Novakovic¢

1 Jun. 2003 New rules regarding required reserves entered into force

25 Jun. 2003 CBBiH and Narodna banka of Serbia signed the Contract on purchase of
convertible marks received through exchange operations on the Serbian
territory

11 Aug. 2003 The mandate of current members of the Governing Board expired and
the mandate of new members began. A constitutive session of the
new Governing Board was held and the decision was made that Peter
Nicholl should be reelected governor of CBBiH until December 31,
2004, and that the office of the governor should be assumed by the
current vice—governor Kemal Kozari¢ on Jan. 1, 2005

26 Aug. 2003 Presidency of BiH appointed Ljubomir Kovacevi¢ as the fifth member
of the Governing Board of CBBiH, whereby the Board became complete.

8 Oct. 2003 CBBiH announced that BiH would get the first sovereign credit rating
in the first half of 2004, whose making was assigned to the U.S.

L]

company "Moody’s.

5 Nov. 2003 Memorandum of understanding and cooperation in the field of
supervision of bank operations, previously signed by the governor of
Croatian central bank Zeljko Rohatinski, was signed by CBBiH Governor
Peter Nicholl and director of FBiH and RS banking agencies Zlatko Bars
and Dusanka Novakovic.

5 Dec 2003 Governing Board of CBBiH adopted a decision to change the amount of
remuneration that CBBiH pays to commercial banks for the assets above
the required reserves
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6.2 Management and structure of CBBiH

Central Bank consists of the Governing Board, the Management — consisting of the
governor and three vice-governors— and staff. Organizational structure of the Central
Bank enables a successful performance of duties defined in the Law on CBBiH.

Governing Board is the highest body of the Central Bank. Upon the expiration of the
six year mandate of the Governing Board in the year 2003, the Presidency has
appointed new Governing Board with six years mandate. The chairman of the new
Governing Board is Peter Nicholl and the members are: Manojlo Cori¢, whose man—
date was extended, Mila Gadzi¢, Ljubomir Kovacevi¢ and Kemal Kozari¢. The first ses—
sion of the new Governing Board took place on 11.08.2003., when Peter Nicholl was
re—elected for the position of the Governor. He will perform this duty until the end
of year 2004, when Kemal Kozari¢, vice-governor at present, will take over.

The Management, that consists of governor and three vice-governors, is authorized
and responsible for operational management of current affairs and the implementation
of tasks and goals set by the Law on CBBiH and the Strategic Plan, as well as by the
decisions of the Governing Board. During 2003, the Management had 25 meetings.

During 2003, 15 persons were employed, 4 of them as temporary employees, and one
person’s employment ended, which left the Central Bank with 264 employees total. In
terms of qualifications, there are 136 employees with university degrees, 28 with asso—
ciate degrees, and 100 with secondary school diplomas and other qualifications.

During the year CBBiH continued to work on professional development, equipping and
motivating the staff.

Number of employees in the period 1997 — 2003

31.12.1997. 31.12.1998. 31.12.1999. 31.12.2000. 31.12.2001. 31.12.2002. 31.12.2003.
80 106 157 194 241 250 264

- 74 -



(gmﬁ«a/ PBeank o/ Beosnia and C%Wmu)m

Organization structure of the CBBiH (chart)
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CBBiH MANAGEMENT as of 31 December 2003

GOVERNING BOARD:

MANAGEMENT:

CONTROLL:

Mr. Peter Nicholl, Chairman

Mr. Manojlo Cori¢, Member

Ms. Mila Gadzi¢, Ph.D., Member

Mr. Ljubomir Kovacevic, Ph.D., Member
Mr. Kemal Kozaric, Member

Mr. Peter Nicholl, Governor

Mr. Ljubisa Vladusi¢, Vice Governor

Mr. Dragan Kovacevi¢, MA, Vice Governor
Mr. Kemal Kozari¢, Vice Governor

Ms. Jasmina Halilbegovi¢, Comptroller General
Ms. Milosija Drakuli¢, Comptroller General Deputy
Ms. Jasna Novalija, Comptroller General Deputy
Mr. Anton Salapi¢, Comptroller General Deputy
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CBBiH MANAGEMENT as of 31 December 2003

SENIOR STAFF:

Governing Board Secretary
Financial Markets Advisor
Banking Supervision Coordinator
Public Relations Coordinator

Economic Research and Statistics Department,
managing team

Payment Systems Division

Banking Services Department,
managing team

Administration and Finance Department,
managing team

Main Unit Sarajevo,
director

Main Unit Mostar,
director

Main Bank of Republika Srpska CBBiH Banja Luka,

director

MBRS Branch Office in Pale,
manager

CBBiH Branch Office in Br¢ko Distrikt,
manager
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Ms. Ulfija DzZubur

Ms. Petra Markovic
Ms. Ljiljana Marjanovic
Ms. Zijada Kulovic

Mr. Amir HadZiomeragic, MA
Ms. Snezana Janjic,

Mr. Vidosav Panti¢, MA

Mr. Vedran Milisav

Ms. Zorica Vucicevic

Mr. Porde Rackovic

Ms. Vasilija Arapovic
Ms. Verica Bozic

Ms. Feriha Imamovicé
Mr. Silvestar Lincender

Ms. Anda Bijeljac

Mr. Munib Brkic¢

Mr. Ninoslav Gregovic
Mr. Nazif Husovi¢, MA
Mr. Mehmed Sehi¢, MA
Mr. Dragan Sosic

Ms. Jasenka iigié

Mr. Sadik Kadri¢

Ms. Anka Musa

Ms. Mirjana Jacimovic

Mr. Marko Radovicé

Mr. Mirzeta Arnautovic
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6.3. Publications and web site

Monthly economic review

Bulletin

Annual report

WEB SITE
www.cbbh.ba
e—mail: contact@cbbh.ba

Monthly information that covers trends in monetary,
real and external sectors

Quarterly publication, includes monetary and finan—
cial statistics, data on payment transactions, real
sector and the balance of payments of Bosnia and
Herzegovina

The publication contains the report on business
operations of the Central Bank of BiH during the year
and the financial report, which Bank sends to the
Parliamentary Assembly of Bosnia and Herzegovina

The web site of CBBiH has existed since 1998. It has
basic data on CBBiH, the Law on CBBiH, presents
the bills and coins of Bosnia and Herzegovina, and
numismatic collections of CBBiH; the web site also
contains numerous publications and statistics (annu—
al report, monthly balance sheet, statistical bulletins,
balance of payments of BiH, payment operations...),
and the list of all commercial banks in BiH.
Publications and statistics are published in generally
accepted formats, DOC, XLS and PDF. The web site
also has the latest exchange rate that is updated
once a day, and other relevant news and public
releases. All materials are published in Bosnian,
Croatian, Serbian and English.
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6.4. Abbreviations

ASYCUDA Automated System for Customs Data

GDP Gross domestic product

BiH Bosnia and Herzegovina

CBBiH Central Bank of Bosnia and Herzegovina
CEB Central European and Baltic countries
CHF Swiss franc

CIS Commonwealth of Independent States
EBRD European Bank for Reconstruction and Development
ECB European Central Bank

EU European Union

EUR Euro

FBiH Federation of Bosnia and Herzegovina
FED Federal Reserves

GBP British pound

KM Convertible mark

MMF International monetary Fund

RTGS Real Time Gross Settlement

RS Republika Srpska

U.S/USA United States of America

SDR Specijalna prava vucenja

SEE South and East European countries
UNDP United Nations Development Program
USAID United States Agency for International Development
usb U.S. Dollar

* note

data not available
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7. STATISTICAL TABLES

CONTENTS:

Table 1: Main Economic Indicators

Table 2: Gross Domestic Product

Table 3: Industrial Production Index

Table 4: Retail Price Index

Table 5: Cost of Living Index

Table 6: Number of Registered Employed and Unemployed
Table 7: Average Gross and Net Wages, Pensions and Consumer Basket
Table 8: Monetary Aggregates

Table 9: Monetary Survey

Table 10: Balance Sheet of CBBiH

Table 11: Analytical Accounts of Commercial Banks in BiH
Table 12: Commercial Banks’ Interest Rates

Table 13: Total of deposits and loans

Table 14: Structure of Demand Deposits by Sector

Table 15: Structure of Time and Saving Deposits by Sector
Table 16: Structure of Short term Loans by Sector

Table 17: Structure of Long term Loans by Sector

Table 18: Buying and Selling of KM

Table 19: Average Reserve Requirements

Table 20: Payments System Transactions

Table 21: BiH Balance of Payments

Table 22: Balance of payments — Current account

Table 23: Balance of payments — Capital and financial account
Table 24: Foreign Debt Servicing

Table 25 Balance of foreign debt

Table 26: Foreign Reserves of CBBiH

Table 27: Foreign trade

Table 28: Exports by Country of Destination

Table 29: Imports by Country of Origin

Table 30: Structure of exports and imports of goods

Table 31: Average Exchange Rates

Table 32: Budget Performance of BiH Institutions

Table 33: FBiH Budget Performance

Table 34: RS Budget Performance

Table 35: Brcko District Budget Performance

Table 36: Collected revenue of public funds on basis of contributions
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Table 1
Selected Economic Indicators
Preliminary
1999 2000 2001 2002 Prezl'g:)'ga’y (GDgoigilu fos

NOE)
Nominal GDP BiH (in millions of KM)" 8,990 10,050 10,960 11,650 12,170 16,770
Real GDP (growth rate in %)" 10.0 5.5 45 5.5 35

(percent change)

Retail prices growth rate in BiH? 37 48 3.1 04 0.6 0.6
Federation of BiH -0.9 1.2 1.7 0.2 0.1 0.1
Republika Srpska 15.1 13.6 6.5 17 18 18

(as a percentage of GDP)

Budget General Government

Revenues 57.7 53.7 49.7 48.0 46.7 33.9

Expenditures 65.5 60.7 53.1 50.3 46.3 33.6

Balance 7.8 -7.0 -3.3 2.2 0.4 0.3

Extemal Debt 41.6 40.2 40.0 36.5 33.0 23.9

(as a percentage of GDP)

Money and Credit

Broad Money (M2) 241 24.6 42.6 43.5 457 33.1

Credit to Non-Govemment Sector 305 29.7 30.2 36.2 422 30.1

Balance of Payments

Gross Official Reserves
in Milions of US Dollars 472 482 1,234 1,187 1,604 1,604
in Months of Imports of goods and services 13 1.4 34 3.0 34 34

Current Account Balance
in Millions of KM -2,016 -1,870 -2,665 -3,597 -3,607 -3,607
in Millions of US Dollars -1,099 -883 -1,216 -1,753 -2,095 -2,095
as a percentage of GDP -22.4 -18.6 -24.3 -30.9 -29.6 -215

Trade Balance *
in Milions of KM -6,052 -5,567 -6,470 -6,892 -6,777 -6,777
in Milions of US Dollars -3,300 -2,627 -2,958 -3,341 -3,926 -3,926
as a percentage of GDP -67.3 -55.4 -59.0 -59.2 -55.7 -40.4

External Debt Servicing®
in Millions of KM 159 198 178 237 254 254
in Millions of US Dollars 87 93 81 114 147 147
as a percentage of exports of goods and services 741 6.1 5.4 7.7 7.4 7.4

Note:

! Estimates of BiH Central Bank

2 Preliminary weighted data. Weights used represent FBiH and RS shares in BiH GDP for 2001
% Source: BiH authorities and IMF staff estimates

* Source: BiH Central Bank

% Source: BiH Ministry for Finance and Treasury

* GDP includes estimates of non-observed economy (NOE)
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Table 2
Gross domestic product of Bosnia and Herzegovina
1999 2000 2001 2002 2003
Nominal GDP (in milions KM) 8,990 10,050 10,960 11,650 12,170
Nominal GDP (in milions USD) 4,901 4,743 5,015 5,610 7,020
Nominal GDP including NOE (in milions KM) 16,770
Nominal GDP including NOE (in milions USD) 9,674
GDP per capita (in KM) 2,413 2,658 2,886 3,043 3,151
GDP per capita (in USD) 1,316 1,254 1,320 1,466 1,818
GDP including NOE per capita (in KM) 4342
GDP including NOE per capita (u USD) 2,505
Real GDP (growth rate in %) 10.0 5.5 45 55 3.5
Population (in thousands) 3,725 3,781 3,798 3,828 3,862
Annual average exchange rate KM/USD 1.8343 2.1189 2.1856 2.0768 1.7335

Source: Central Bank of BiH

g?c:(:s. Domestic Product is CBBH estimate. Population is estimate of the BiH Agency for statistics, excluding the year of 2003 that is the IMF
estimate
Table 3
Index of industrial production
Month / previous month of current  Month / the same month of previous Period / the same period of previous
Year Month year year year
FBiH RS FBiH RS FBiH RS
1998 12 115.4 115.5 123.8 123.0
1999 12 109.1 927 110.6 101.6
2000 12 105.7 1035 108.8 105.6
2001 12 107.4 746 112.2 87.1
2002 12 113.9 119.4 109.2 97.5
2003 01 817 67.6 105.2 11.2 105.2 11.2
02 98.8 109.1 104.4 96.7 104.8 103.4
03 108.3 114.8 97.6 96.1 102.0 98.4
04 107.2 99.3 105.2 107.5 102.8 100.9
05 104.8 99.9 117 110.4 104.8 101.7
06 96.2 112.8 105.5 114.0 104.9 104.3
07 101.5 916 102.2 103.1 104.5 104.6
08 110.0 96.1 108.3 102.3 105.0 105.5
09 927 96.0 101.9 975 104.6 104.8
10 101.3 119.1 96.2 113.7 103.7 106.0
1 95.9 97.1 93.5 104.7 102.6 106.0
12 113.0 98.4 107.8 100.9 104.8 105.7

Source: Federal office of statistics of FBiH and RS Institute of Statistics

Note:

Industrial production index for a period / the same period of previous year for December represents yearly index in comparison to previous

year
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Table 4
Retail Price Index

Month / previous month of current ~ Month / the same month of previous Period / the same period of previous

Year  Month year year year
FBiH RS BiH FBiH RS BiH FBiH RS BiH

1998 12 S C S 101.8 178.1 1212 105.1 137.2 113.3
1999 12 S C S 99.0 114.0 103.3 99.1 115.1 103.7
2000 12 S C . 104.0 116.1 107.5 101.2 113.6 104.8
2001 12 C L C 100.3 102.2 100.9 101.7 106.5 103.1
2002 12 C L C 99.3 102.4 100.2 99.8 101.7 100.4
2003 01 100.0 100.1 100.0 98.7 101.7 99.6 98.7 1017 99.6
02 100.2 100.2 100.2 99.2 102.0 100.0 99.0 101.9 99.8

03 100.3 100.1 100.2 100.0 102.1 100.6 99.3 101.9 100.1

04 99.7 98.9 99.5 100.7 102.6 101.3 99.7 102.1 100.4

05 100.3 99.8 100.2 100.3 101.8 100.7 99.8 102.0 100.4

06 99.6 99.9 99.7 100.7 101.7 101.0 99.9 101.8 100.5

07 99.5 99.3 99.4 100.4 101.4 100.7 100.0 101.6 100.5

08 99.5 100.0 99.6 99.8 101.7 100.4 100.0 101.6 100.5

09 100.4 100.3 100.4 100.5 101.9 100.9 100.0 101.7 100.5

10 100.6 102.1 101.0 100.5 102.2 101.0 100.1 101.8 100.6

1 100.0 100.4 100.1 100.4 102.5 101.0 100.1 101.8 100.6

12 100.2 100.1 100.2 100.3 101.3 100.6 100.1 101.8 100.6

Source: Federal office of statistics of FBIH and RS Institute of Statistics
Note:

1998 data for RS reflects price movements in YU dinars, while data from 1999 for prices are in KM. Price index for a period / the same period of
previous year for December represents yearly index in comparison to previous year.

Price index for BiH level is calculated as a weighted average of monthly price indices of entities. Weights represent entities' shares in BiH GDP. Data for
2002 and 2003 are preliminary since these are weighted with GDP for 2001
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Table 5
Cost of living index

Month / previous month of current ~ Month / the same month of previous Period / the same period of previous

Year  Month year year year
FBiH RS BiH FBiH RS BiH FBiH RS BiH

1998 12 s Ce s 102.3 184.9 123.3 106.8 142.0 1157
1999 12 C Ce s 99.5 119.3 105.2 99.3 1214 105.6
2000 12 C Ce C 103.3 127 106.0 101.4 1134 104.9
2001 12 L S L 101.5 105.4 102.6 102.1 105.9 103.2
2002 12 L S L 99.5 101.8 100.2 101.0 101.9 101.3
2003 01 100.3 100.2 100.3 98.3 101.4 99.2 98.3 101.4 99.2
02 100.3 100.3 100.3 98.7 1017 99.6 98.5 1015 99.4

03 100.3 100.6 100.4 100.0 102.5 100.7 99.0 101.9 99.8

04 99.1 98.0 98.8 100.9 103.4 101.6 99.5 102.3 100.3

05 100.7 100.5 100.6 100.6 102.0 101.0 99.7 102.1 100.4

06 99.1 99.6 99.2 1015 101.9 101.6 100.0 101.7 100.5

07 98.9 97.7 98.5 101.2 101.3 101.2 100.2 101.2 100.5

08 99.6 99.5 99.6 100.9 1015 101.1 100.3 101.3 100.6

09 100.4 101.5 100.7 101.4 102.7 101.8 100.4 101.5 100.7

10 101.2 103.8 102.0 101.0 103.6 101.8 100.5 101.7 100.9

1 100.6 101.3 100.8 100.9 103.8 101.7 100.5 101.9 100.9

12 100.6 100.3 100.5 101.1 103.4 101.8 100.6 102.1 101.0

Source: Federal office of statistics of FBiH and RS Institute of Statistics
Note:

1998 data for RS reflects cost of living in YU dinars, while data from 1999 for cost of living are in KM. Living costs index for a period / the same period of
previous year for December represents yearly index in comparison to previous year. Cost of Living index for BiH level is calculated as a weighted average
of monthly living costs indices of entities. Weights represent entities' shares in BiH GDP. Data for 2002 and 2003 are preliminary since these are weighted
with GDP for 2001
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Table 6
Number of registered employed and unemployed persons
Year  Month Number of employed persons Number of unemployed persons Unemployment rate (%)
FBiH RS BiH FBiH RS BiH FBiH RS BiH

1998 12 407,047 244,267 651,314 256,487 142,009 398,496 38.7 36.8 38.0
1999 12 410,104 220,786 630,890 261,793 147,497 409,290 39.0 40.0 39.3
2000 12 411,305 227,748 640,553 261,773 153,264 421,197 38.9 40.2 39.7
2001 12 405,689 219,954 625,643 269,004 137,949 422,155 39.9 38.5 40.3
2002 12 390,201 234,713 637,660 290,715 134,990 441,875 427 36.5 40.9
2003 01 386,397 234,713 633,856 292,040 136,101 444,327 43.0 36.7 412
02 386,668 234,713 634,127 292,828 136,904 445,887 431 36.8 413
03 387,134 234,685 634,732 293,204 135,265 443,718 431 36.6 4141
04 387,378 234,685 634,980 292,843 135,044 441,474 431 36.5 410
05 387,502 234,685 635,095 292,626 134,798 442,420 43.0 36.5 411
06 387850 234,685 635,562 293,970 135,410 445117 43.1 36.6 412
07 387,832 234685 634,135 297,477 136,363 450,266 43.4 36.8 415
08 388,094 234,685 634,404 299,340 137,210 453,270 43.5 36.9 4.7
09 387,542 234,685 634,089 302,269 138,186 457,588 43.8 371 419
10 387,198 234,685 633,765 303,054 138,641 458,853 43.9 371 42.0
1 387,679 234,685 634,430 303,454 139,070 459,576 43.9 37.2 42.0
12 387,294 234,685 634,046 304,830 138,111 459,604 44.0 37.0 42.0

Source: Federal office of statistics of FBiH, RS Institute of Statistics, RS Employment Office for the number of unemployed persons in the RS, and Bureau
of statistics of Brcko Distrikt

Note:

Data for BiH level for years consist data on employed and unemployed persons for Brcko District, except the number of employed persons for 2001. Since
2002 Brcko District Bureau of Statistics publishes data on number of employed persons on quarterly basis. For 2002 the officially published number of
unemployed persons for the RS is decreased for the estimated number of unemployed persons in Brcko District. The number of unemployed perons in the
RS is being updated twice a year (March and September). The unemployment rate represents the ratio between the total number of registered unemployed
perosons and the sum of registered unemployed and employed persons
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Table 7

Average gross and net wages,pensions and consumer basket (in KIV)

Vear Month Gross wage Net wage Pensions Consumer basket
FBH RS Brtko BH FBH RS Breko BH FBH RS Brtko FBH RS Breko

1998 12 507 256 454 329 170 296 1583 452 448

1999 12 551 314 503 374 216 343 174 87 440 361

2000 12 606 387 541 414 2717 374 176 115 434 401

2001 12 652 444 792 652 444 309 504 443 170 105 438 432

2002 12 712 527 1,031 661 484 347 676 446 189 120 138 460 439 417

2003 01 750 586 1,075 705 510 386 704 476 188 120 139 457 458 418
02 752 565 1,047 704 512 372 690 475 188 120 139 461 464 420
03 759 564 1,036 701 516 371 684 473 188 120 139 460 469 414
04 770 561 1,025 710 523 369 677 479 188 125 140 461 465 406
05 772 567 1,041 713 525 373 688 481 188 125 144 458 476 419
06 775 576 1046 717 527 379 690 484 188 125 141 464 468 418
07 781 569 1052 720 531 374 694 486 188 136 148 454 445 405
08 775 580 1052 721 527 381 691 487 188 136 148 454 430 399
09 775 571 1,047 722 527 376 691 488 199 136 153 458 452 413
10 777 586 1,093 724 528 386 715 488 199 144 153 456 455 412
1 777 599 1,065 738 528 394 704 499 199 151 161 457 472 413
12 780 586 1,102 721 530 385 707 486 199 159 166 457 478 420

Source: BiH Agency for Statistics, Federal Office of Statistics of FBiH and RS Institute of Statistics

Note:

Gross and net wages for the BiH level does not include Brcko District wages.
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Table 8
Monetary Aggregates (end of period, in millions of KM)
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Table 9
Monetary Survey (end of period, in millions of KIM)
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Table 9
Monetary Survey (end of period, in millions of KIM)
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Table 10

(end of period, in millions of KM)

Balance sheet of CBBi
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Table 11

Analytical Accounts of Commercial Banks in Bi

(end of period, in millions of KM)
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Table 11

Analytical Accounts of Commercial Banks in Bi

(end of period, in millions of KM)
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Table 12

Commercial Banks’ Interest Rates (in percent, annual basis)

Remuneration Rate

Year Month Short-term Lending Long-term Lending Demand Deposits Time anld Savings on Requireld
Rates Rates Rates Deposits Rates Reserves with
CBBiH
1 2 3 4 5 6 7
2002 12 12.07 10.59 1.44 4.38 3.07
2003 01 11.42 10.74 1.23 4.26 2.77
02 11.28 10.53 1.27 4.14 2.74
03 11.51 10.67 1.30 417 2.65
04 11.14 10.33 1.21 413 2.51
05 11.20 10.42 1.12 4.31 2.51
06 10.77 9.18 111 439 215
07 10.56 9.17 1.04 4.29 2.04
08 10.43 9.33 1.03 433 2.03
09 10.54 9.27 1.05 3.94 1.96
10 10.52 9.01 1.06 3.49 1.97
11 10.51 8.82 1.01 3.46 1.94
12 10.54 9.18 0.96 3.40 2.01
Note:

Since January 2002 IMF methodology for calculation of average interest rates of commercial banks is used. The table shows average monthly interest rates
of commercial banks on short-term and long-term credits extended to private enterprises and cooperatives, and on households' demand, time and savings
deposits in KM on annual basis. Data on commercial banks' lending rates are obtained on the basis of regular reports of commercial banks. The base for
calculation of the weighted average are amounts of loans which were, with the associated interest rate, realized in the reporting period. Data on commercial
banks' deposit rates are obtained on the basis of amounts of the collected deposits with the associated interest rate
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Table 13
Total of deposit and loans (end of period, in millions of KM)
Deposits Loans
Year Month Demand deposits ﬁmed:;(?s;:ving Total of deposits Sholga-n;erm Lonlga-n;erm Total of loans
1 2 3 4 5(344) 6 7 8(6+7)
1997 12 784.2 598.3 1,382.5 956.7 1,482.9 2,439.6
1998 12 991.1 678.7 1,669.8 1,028.2 1,892.6 2,920.8
1999 12 1,116.9 7121 1,829.0 852.3 1,928.9 2,781.2
2000 12 1,401.2 568.0 1,969.2 878.3 2,138.6 3,017.0
2001 12 2,112.4 1,209.3 3,321.7 913.3 2,425.7 3,339.0
2002 12 2,323.4 1,430.5 3,753.9 1,097.8 3,183.3 4,281.1
2003 01 2,309.7 1,449.1 3,758.8 1,039.5 3,242.8 4,282.2
02 2,272.3 1,482.1 3,754.4 1,081.3 3,299.4 4,380.8
03 2,235.2 1,540.8 3,776.0 11174 3,357.4 44748
04 2,299.2 1,541.1 3,840.3 1,141.6 3,438.4 4,580.0
05 2,298.2 1,562.6 3,860.8 1,144.6 3,486.8 46314
06 2,376.8 1,577.0 3,953.8 1,200.5 3,493.8 4,694.3
07 2,472.7 1,620.9 4,093.6 1,162.4 3,659.3 4,821.7
08 2,503.4 1,665.1 4,168.5 1,160.9 3,7275 4,888.3
09 2,566.0 1,654.0 4,220.0 1,169.8 3,765.2 4,935.0
10 2,554.6 1,719.9 42745 1,176.8 3,839.8 5,016.5
1 2,520.0 1,806.5 4,326.5 1,223.4 3,882.7 5,106.1
12 2,604.2 1,829.0 4,433.2 1,252.2 3,916.7 5,168.9

Note:
Total of deposits represent liabilities of CBBiH and commercial banks of BiH towards all institutional sectors in domestic and foreign currency.
Total of loans represent claims of CBBiH and commercial banks of BiH to all domestic institutional sectors in domestic and foreign currency.
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Table 14

Structure of Demand Deposits by Sector (end of period, in millions of KM)
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Table 15

Structure of Time and Saving Deposits by Sector (end of period, in millions of KM)
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Table 16
Structure of Short-terms Loans by Sector (end of period, in millions of KM)
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Table 17
Structure of Long—terms Loans by Sector (end of period, in millions of KM)
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Table 18
Buying and Selling of KM (in thousands of KM)
Year Month Selling Buying Balance ng:l:;:e
1 2 3 4 5(3-4) 6
1997 71,484 71,160 324 324
1998 382,193 319,508 62,685 63,009
1999 1,136,535 577,983 558,552 621,561
2000 1,413,730 1,287,796 125,934 747,495
2001 3,758,768 2,141,044 1,617,724 2,365,219
2002 3,665,370 3,907,317 -241,947 2,123,272
2003 2,026,594 1,751,730 274,864 2,398,136
2003 01 81,826 349,268 -267,442 1,855,830
02 100,554 121,518 -20,964 1,834,866
03 180,168 143,058 37,110 1,871,976
04 147,133 211,624 -64,491 1,807,485
05 141,835 170,950 -29,115 1,778,370
06 236,996 118,747 118,249 1,896,619
07 174,151 99,251 74,900 1,971,519
08 137,730 69,819 67,911 2,039,430
09 214,594 99,886 114,708 2,154,138
10 164,854 87,563 77,291 2,231,429
1 148,333 87,342 60,991 2,292,420
12 298,420 192,704 105,716 2,398,136
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Table 19
Average Reserve Requirements (in thousands of KM)
Deposit Qase for . Average Total Funds for
Year Month Required Averagg Reserve Averagel Cash in Balance on the Reserve Balance
Reserve Requirement Banks' Vaults Reserve .
Calculation Accounts Maintenance
1 2 3 4 5 6 7=5+6 8=7-4
1998 131,976 13,198 3,678 38,350 42,028 28,830
1999 288,950 28,895 8,468 107,506 115,974 87,079
2000 709,104 70,910 27,709 232,435 260,143 189,233
2001 979,952 97,995 97,995 242,144 340,140 242,144
2002 1,510,313 151,031 142,928 317,169 460,097 309,065
2003 0t 1,760,077 176,008 150,639 315,732 466,371 290,363
02 1,780,133 178,013 139,151 268,204 407,355 229,342
03 1,793,916 179,392 136,388 255,625 392,013 212,621
04 1,852,989 185,299 126,914 257,757 384,671 199,372
05 1,915,748 191,575 128,700 272,793 401,493 209,918
06 4,553,863 227,693 - 372,028 372,028 144,335
07 4,727,702 236,385 - 399,386 399,386 163,001
08 4,911,084 245,554 - 474,514 474514 228,959
09 5,011,096 250,555 - 590,484 590,484 339,929
10 5,111,640 255,582 - 711,223 711,223 455,641
1 5,272,477 263,624 - 790,131 790,131 526,508
12 5,412,567 270,628 - 823,223 823,223 552,595
Note:

From 1 June, 2003 (16th maintenance period) the following changes were made to the calculation of required reserves: the base for calculation of required
reserves was expanded to include foreign currency deposits in addition to deposits in KM, required reserves ratio was reduced from 10% to 5%, and cash
holdings in banks' vaults was eliminated as an eligible asset for maintenance of required reserves. Remuneration is calculated on the entire balance of
reserve accounts at a rate which is determined on the basis of average interest rates, during the same period, which CBBH receives on ovemight deposits
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Table 20
Payments System Transactions (in millions of KM)
Vear Month RTGS GYRO CLEARING TOTAL
No of transactions Amount No of transactions Amount No of transactions Amount

1 2 3 4 5 6 7=3+5 8=4+6

2001 332,622 9,701 11,583,600 7,144 11,916,222 16,845

2002 257,691 13,520 15,269,148 8,990 15,526,839 22,510

2003 293,847 14,460 17,427,404 9,883 17,721,251 24,342

2003 01 18,640 1,000 1,137,037 640 1,155,677 1,640
02 18,594 1,061 1,228,492 646 1,247,086 1,707
03 20,871 1,078 1,392,575 746 1,413,446 1,824
04 22,271 1,163 1,460,890 819 1,483,161 1,982
05 22,333 1,099 1,423,743 789 1,446,076 1,888
06 24,451 1,221 1,469,658 813 1,494,109 2,034
07 27,920 1,268 1,633,387 895 1,661,307 2,163
08 25,960 1,219 1,433,248 838 1,459,208 2,057
09 28,676 1,272 1,562,208 915 1,590,884 2,187
10 30,321 1,324 1,569,507 939 1,599,828 2,263
1 23,585 1,152 1,335,906 793 1,359,491 1,946
12 30,225 1,602 1,780,753 1,050 1,810,978 2,652
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Table 21
Balance of payments Bosnia and Herzegovina (in millions of KM)
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Table 22
Current account (in millions of KM)
Vear Current account - total Goods Services Income Current transfers
Credit Debit ~ Balance  Credit Debit Credit Debit Credit Debit Credit Debit
1998 51912  7,1149 -19237 1,168.1  6,650.6 739.1 363.9 846.7 956 24372 49
1999 55773 81208 -2,5435 15269 7,579.4 7241 415.6 835.2 1204 2,491.0 54
2000 6,343.0 86464 -2,303.4 24914 8,058.0 763.8 418.5 832.3 163.0 2,255.4 6.8
2001 6,7244 9575.0 -2,850.6 2,480.4  8,949.9 823.6 442.9 865.8 1736  2,554.6 8.5
2002 6,514.7 10,058.2 -3,5435 22965 9,319.3 788.0 499.9 704.1 1805  2,726.1 58.5
2002 Q1 16205  2,159.8 -639.3 469.0 2,002.8 163.7 110.8 178.9 34.4 708.8 1.8
2002 Q2 1,693.4  2,449.9 -756.5 5548  2,267.9 195.9 1215 181.5 45.9 761.2 14.6
2002 Q3 1,690.3  2,598.7 -908.4 611.8  2,400.7 238.2 137.6 176.3 447 664.0 15.6
2002 Q4 16105 2,849.8 -1239.4 660.9 2,647.9 190.2 130.0 167.4 55.4 592.1 16.5
2003 Q1 1,637.9  2,119.2 -581.2 530.0 1,961.6 160.2 108.1 161.7 32.7 686.1 16.7
2003 Q2 1,795.8  2,724.9 -929.0 680.2 2,521.3 211.2 131.5 154.0 54.9 750.4 17.2
2003 Q3 18222  2,769.1 -946.9 6723 2,573.9 255.4 137.6 144.9 36.8 749.6 20.7
Note:

The BH Balance of Payments was prepared in accordance with the IMF methodology (Balance of Payments Manual, fifth edition), and the detailed information
can be found on the web site http://www.cbbh.ba under statistics.

Table 23
Capital and financial account (in millions of KM)
Capital account Finacial account
Year Credit Debit Balance invgisrf:‘em invg;?;;m Reserve assets  Total
1998 765.8 0.0 765.8 117.4 666.1 -148.0 635.5
1999 945.6 0.0 945.6 3245 1,372.7 -587.6 1,109.6
2000 862.4 0.0 862.4 310.1 4928 -164.9 638.0
2001 503.5 0.0 503.5 274.2 3,018.1 -1,665.4 1,626.9
2002 566.0 0.0 566.0 604.3 1,161.0 245.1 2,010.4
2002 Q1 152.5 0.0 152.5 140.8 -37.7 167.6 270.6
2002 Q2 179.7 0.0 179.7 129.7 218.3 132.1 480.2
2002 Q3 135.0 0.0 135.0 108.4 408.2 -15.2 501.4
2002 Q4 98.8 0.0 98.8 2255 572.1 -39.4 758.2
2003 Q1 86.4 0.0 86.4 181.7 -246.4 236.4 171.7
2003 Q2 214.4 0.0 214.4 66.1 428.0 -38.8 455.2
2003 Q3 145.3 0.0 145.3 118.3 647.3 -267.8 497.8

Note:
The BiH Balance of Payments was prepared in accordance with the IMF methodology (Balance of Payments Manual, fifth edition), and the detailed information
can be found on the web site http://www.cbbh.ba under statistics.
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Table 24

Foreign Debt Servicing (in thousands of KM)

Repayment plan 2003

Achieved in 2003.
(interest + principal)

Principal Interest Total At the end of December
1. World Bank-IDA 0 10,782 10,782 9.528
2. World Bank -IBRD 55,023 40,010 95,033 71.276
3. IMF 92,770 6,143 98,913 94.535
4, EBRD-European Bank for Reconstruction and Development 11,320 4,777 16,097 15.667
5. EUROFIMA 60 1,417 1,477 1.425
6. Paris Club 22,135 39,629 61,764 41.628
7. London Club 0 7,880 7,880 7.868
8. IFAD - International Fund for Agriculture Development 0 316 316 276
9. European Investment Bank 0 1,756 1,756 1.831
10. Saudi Development Fund 2,995 1,123 4,118 3.920
11. Other Bilateral 1,232 3,803 5,035 714
12. CEB - Council of European Bank for Development 4,052 356 4,408 4414
13. European Community - European Commision 0 1,349 1,349 1.095
TOTAL 189,587 119,341 308,928 254.179

Source: Ministry for Finance and Treasury of BiH
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Table 25
Foreign Debt of BiH Government sector by creditors (in thousands of KM)
Foreign debt at the end of period Undisbursed as
Creditor the end of
1999 2000 2001 2002 2003 2003
Public Creditors
International and regional organisations
European Investment Bank* 1,915 1,009 0 0 0 0
European Investment Bank 0 0 7,371 43,133 118,657 192,428
European Bank for Reconstruction and Development 55,256 89,311 108,113 99,281 86,727 175,174
World Bank - IDA 962,658 1,097,846 1,256,873 1321357 1,264,035 357,945
World Bank - IBRD* 1,035250 1,089,746 1,197,610 1,009,257 845,078 0
European Development Bank * 24,837 20,262 16,209 12,157 8,105 0
European Development Bank 9,517 10,392 10,936 9,258 7,722 0
International Fund for Agriculture Development 33,178 39,246 40,065 38,912 36,330 19,163
Intemational Monetary Fund 181,378 220,644 245,714 260,850 208,751 0
European Company for the Finanang of Raload Roing Stock 28,988 29,877 30,409 30,751 29,302 0
European Community/Commission 19,558 19,558 39,117 39,117 39,117 39,117
Government and Government agencies
Sweden 10,246 9,927 7,992 7,174 5,987 0
Spain 0 0 0 0 3,177 7,523
Saudian Development Fund 34,977 43,030 47,523 48,022 45,686 5,952
Belgium 4,844 6,182 6,361 7,17 8,608 5,932
Paris Club* 1,071,947 1,094,088 1,094,223 1,038,057 982,752 0
Japan 0 0 0 6,306 40,453 19,661
OPEC Fund 0 0 0 0 783 7,043
Private Creditors
London Club* 261,919 261,919 261,919 261,919 261,919 0
Total 3,736,468 4,033,037 4370433 4,232,721 3,993,188 829,938
Source: BiH Ministry of Finance and Treasury Data base.
Note:

Debt balance obtained by recalculation of currency in which the loan is denominated into KM according to the exchange rate of CBBiH valid for the given
date.

Undisbursed funds are amounts not yet withdrawn from the agreed total loan amount.

* Debt created before 1992.
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Table 27
Foreign trade (in millions KIM)
Year Month Exports of goods Imports of goods Trade balance Cgverage .
exportsfimports in %
1 2 3 4 5(3-4) 6=(3/4)x100
1998 1,168 6,651 -5,483 17.6
1999 1,527 7,579 -6,053 20.1
2000 2,491 8,058 -5,567 30.9
2001 2,480 8,950 -6,470 27.7
2002 2,296 9,319 -7,023 24.6
2003 2,585 9,628 -7,043 26.8
2003 01 132 546 -414 24.2
02 186 639 -452 29.2
03 212 778 -566 27.2
04 231 807 -575 28.6
05 208 936 -728 22.2
06 242 778 -536 311
07 243 898 -655 271
08 201 785 -584 25.6
09 228 891 -663 25.6
10 261 936 -675 27.9
11 224 818 -594 274
12 217 817 -600 26.6
Source: CBBIH balance of payments statistics

Note:
Here the most recent source data is used for export and import of goods and In the value of exports and imports have been included the adjustments to
the coverage and valuation that were done for balance of payments dissemination purpose.
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Table 28

BiH exports by country of the destination (in thousands KM)
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Table 29
BiH Imports by country of origin (in thousands KM)
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Table 30
Structure of exports and imports of goods
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Table 31
Average Exchange Rates of KM
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Table 32

Budget Performance of BiH Institutions (in thousands of KM)

Budget 2003

Actual January-September 2003

Actual as

proportion of

Amount Structure (%) budget (%)
1 2 3 4 5=(3/2)x100
|. TOTAL REVENUE 205,496 146,369 100.0 7.2
A) Revenue transferred from 2002 budget 6,091 10,925 7.5 179.4
B) Non - tax revenue (own revenue) 39,700 43,099 29.4 108.6
1) Duties and fees 25,000 31,310 21.4 125.2
2) Revenue of self activities 3,200 2,107 14 65.8
3) Special fees and duties 11,500 9,682 6.6 84.2
C) Current grants in cash 30,036 9,821 6.7 327
D) Transfers from entities' budgets 87,000 65,247 44.6 75.0
1) Federation of BiH (2/3) 58,000 43,497 29.7 75.0
2) Republic Srpska (1/3) 29,000 21,750 14.9 75.0
E) Transfers from Brcko District BiH 3,900 4,700 3.2 120.5
F) Extraordinary revenue 972 2,667 18 2744
G) Revenue from succession by determination 1,430 0 0.0 0.0
H) Fixed revenue for special programmes 767 3,664 25 477.7
TOTAL (A-H) 169,896 140,123 95.7 82.5
[) CIPS REVENUE 35,600 6,246 43 17.5
1. TOTAL EXPENDITURES 205,496 129,517 100.0 63.0
A) Current expense 150,836 101,742 78.6 67.5
B) Current Grants 2,500 155 0.1 6.2
C) Capital purchase 9,623 1,206 0.9 12.5
D) Programe of special determination 8,484 5,544 43 65.3
TOTAL - BUDGET USERS (A-D) 171,443 108,647 83.9 63.4
E) Programme of special determination-direct transfers from UTA 3,324 6,435 5.0 193.6
F) Reservations 729 5,336 41 732.0
TOTAL FOR ADMINISTRATIVE FUNCTIONS (A-F) 175,496 120,418 93.0 68.6
PROGRAMME CIPS 30,000 9,099 7.0 303
11l. BALANCE (I-11) 0 16,852

Source: Ministry for Finance and Treasury of BiH

- 772 -



f{mﬁ@/ 9/7))51//14 7 %{)@m’w and Horcegovena
J

Table 33
FBiH Budget Performance (in thousands of KM)

Actual January-September 2003 Actual as

Budget 2003 proportion of
Amount Structure (%) budget (%)
1 2 3 4 5=(3/2)x100
REVENUE AND FINANCING (A+B+C+D+E) 1,217,400 764,270 100.0 62.8
I. TOTAL REVENUE (A+B+C+D) 1,133,100 726,497 95.1 64.1
A) Tax Revenue 1,008,400 660,146 86.4 65.5
1) Tax imposed on income of individual and enterprise 18,000 11,337 1.5 63.0
2) Excises 486,800 308,212 39.7 62.3
3) Import custom on intemational trade and transactions 503,600 345,597 452 68.6
B) Non-tax revenue 100,000 51,682 6.8 51.7
4) Duties, fees and income for performing public services 52,200 29,736 3.9 57.0
5) Fines of non-tax nature 6,000 5,745 0.8 95.8
6) Revenue from enterprenures activity and assets 41,800 16,201 2.1 38.8
C) Capital revenue 0 0 0.0
D) Current Grants 24,700 14,669 1.9 59.4
E) Financing 84,300 37,773 49 448
Il. TOTAL EXPENDITURES 1,217,400 754,761 100.0 62.0
A) Expense 1,210,500 748,883 99.2 61.9
Current expense 1,169,885 729,024 96.6 62.3
1) Wages and fees on employees expense 331,938 221,272 29.3 66.7
2) Contributions of employer and other contributions 31,196 20,653 2.7 66.2
3) Goods and services 103,762 60,167 8.0 58.0
4) Current grants 458,690 295,002 39.1 64.3
5) Interest and other fees 244,300 131,930 175 54.0
Total Capital purchase 40,615 19,859 2.6 48.9
B) Current reserves 6,900 5,878 0.8 85.2
11l. BALANCE (I-I1) -84,300 -28,264

Source: Ministry of Finance of Federation BiH
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RS Budget Perfromance (in thousands of KM)

Table 34

Actual January-September 2003 Actual as

Budget 2003 proportion of

Amount Structure (%) budget (%)

1 2 3 5=(3/2)x100
REVENUE AND FINANCING (A+B+C+D) 999,740 726,160 100.0 72.6
|. TOTAL REVENUE (A+B+C) 938,740 707,272 97.4 75.3
A) Source revenues 910,520 686,152 94.5 754
1. Tax imposed on trade of products and services 260,000 209,438 28.8 80.6
2. Excise 196,700 150,649 20.7 76.6
3. Salaries tax 78,669 60,573 8.3 77.0
4. Income and profit tax 24,184 20,240 2.8 83.7
5. Property tax 16,598 14,255 2.0 85.9
6. Customs duties and special tax on imported goods 163,000 108,354 14.9 66.5
7. Fees, duties and income for performing public duties 80,960 62,229 8.6 76.9
8. Fines 10,182 8,792 1.2 86.3
9. Other 80,226 51,623 741 64.3
B) Special revenues 20,721 13,092 1.8 63.2
C) Current grants and subsidies 7,500 8,028 1.1 107.0
D) Financing 61,000 18,888 2.6 31.0
E) Foreign support to projects 282,755 0 0.0 0.0
1. TOTAL EXPENDITURES 999,740 704,536 100.0 70.5
A) Domestic budget expense 850,740 615,245 87.3 72.3
Current expense 812,398 594,611 84.4 73.2
1. Wages and compensations for employees 332,714 250,143 35.5 75.2
2. Tax and contributions on other individual income 21,356 11,073 16 51.8
3. Material and services costs 119,211 95,144 13.5 79.8
4. Current grants 308,305 231,851 329 75.2
5.Expense - intemal transactions 0 659 0.1 -
6. Lending to individuals and non-profit organizations 16,612 0 0.0 0.0
7. Budget reserve 14,200 5,741 0.8 40.4
Capital expense 38,342 20,634 29 53.8
B) Statutory expense 149,000 89,291 12.7 59.9
8 .Grants to other levels of goverment 29,000 21,750 3.1 75.0
9 .Foreign debt repayment 120,000 67,541 9.6 56.3

111. BALANCE (I-11) -61,000 2,736

Source: Ministry of Finance of Republika Srpska
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Table 35
Brcko Dictrict Budget Performance (in thousands of KM)

Actual January-September 2003 Actual as

Budget 2003 proportion of

Amount Structure (%) budget (%)

1 2 3 4 5=(3/2)x100
REVENUE AND FINANCING (I+IV) 172,298 160,750 100.0 93.3
| TOTAL REVENUES (A+B+C) 167,498 160,750 100.0 96.0
A) Taxes 90,186 101,626 63.2 1127
1) Excises 22,690 52,537 32.7 2315
2) Custom duties 23,401 14,696 9.1 62.8
3) Tax on benefits of corporations 44,095 34,393 214 78.0
B) Non-tax revenue and subventions 41,362 32,162 20.0 778
4) Fines 3,000 1,562 1.0 52.1
5) Fees, taxes and other revenues 38,362 30,600 19.0 79.8
C) Credit repayment receipts 35,950 26,963 16.8 75.0
1. TOTAL EXPENDITURES 172,298 91,573 100.0 53.1
1) Gross wages 63,969 34,441 37.6 53.8
2) Materijal costs 56,401 36,542 39.9 64.8
3) Equipment 8,680 1,931 2.1 22.2
4) Transfers and subsidies 19,935 11,958 13.1 60.0
5) Costs of fix assets supply 9,753 1,388 1.5 14.2
6) Investments 11,107 3,478 3.8 313
7) Budget reserve 2,452 1,835 2.0 74.8

11l. BALANCE (I-1) -4,800 69,177

IV. FINANCING 4,800 0 0.0 0.0

Source: Govemment of Brcko District (Department for Budget and Finance).
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Table 36
Collected revenue of public funds on basis of contributions (in thousands of KM)
January-December Structure January-September Structure
2002 (%) 2003 (%)

Federation of BiH
1) Contributions for pension - disability insurance 691,704 55.1 525,697 55.0
2) Contributions for health care 495,061 39.4 377,791 39.6
3) Contributions for unemployment 69,348 5.5 51,481 5.4
TOTAL (1+2+3) 1,256,113 100.0 954,969 100.0

Republic of Srpska
1) Contributions for pension - disability insurance 296,823 58.4 174,714 55.5
2) Contributions for health care 176,390 34.7 119,828 38.1
3) Contributions for unemployment 8,682 17 6,693 2.1
4) Public Fund for Children Care 26,484 5.2 13,555 4.3
TOTAL (1+2+3+4) 508,379 100.0 314,790 100.0

Brcko District

1) Contributions for health care 10,504 100.0 7,472 100.0
UKUPNO 10,504 100.0 7472 100.0

Source: Ministry of Finance of FBH, Ministry of Finance of RS and Govemment of Brcko District (Department for Budget and Finance)

Note:

Contributions of Brcko District for pension - disability insurance, for unemployment and contributions for children care are being paid to respective entities'

Funds.
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