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The Macedonian Bank for Development Promotion A.D., Skopje

We have audited the accompanying financial statements of the Macedonian Bank for
Development Promotion A.D., Skopje (the “Bank”) which comprise of the Statement of
financial position as at 31 December 2012, the Statement of comprehensive income, the
Statement of changes in equity and the Statement of cash flows for the year then ended, and
a summary of significant accounting policies and other explanatory notes, included on pages
3 to 41.

ODQDJHPHQWYIV UHVSRQVLELOLMts IRU WKH ILQDQFLDO VWDWHP

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards, and for such
internal control as management determines is necessaty to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

$XGLWRUTV UHVSRQVLELOLW\

Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit
to obtain reasonable assurance whether the financial statements are free from material
misstatements.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the Banks’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Banks’s internal control.

An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

Chartered Accountants
Member firm of Grant Thornton International Ltd






Financial statements
31 December 2012

Statement of comprehensive income

(In Denar thousand)
For the year ending
31 December

Notes 2012 2011
Interest income 327,846 268,050
Interest (expense) (178,481) (126,862)
Net interest income 5 149,365 141,188
Fee and commission income 29,362 31,259
Fee and commission (expense) (14,872) (23,626)
Net fee and commission income 6 14,490 7,633
Foreign exchange gains, net 7 (170) 81
Other operating income 8 774 1,933
Impairment provision, net 9 (26,579) 10,018
Personnel expenses 10 (29,744) (27,868)
Amortization and depreciation 17,18 (5,673) (5,366)
Other operating expenses 11 (35,960) (22,368)
Profit before tax 66,503 105,251
Income tax expense 12 (76) (79)
Net profit for the year 66,427 105,172
Other comprehensive income
Other comprehensive income for the year - -
Total comprehensive income for the year 66,427 105,172
Earnings per share
Basic and diluted earnings per share (in Denar) 13 173 274

See the accompanying Notes to the Financial statements






Financial statements
31 December 2012

Statement of changes in equity

(In Denar thousand)
Reserves for
security and

Statutory guarantee Retained Total equity

Share capital reserve fund earnings and reserves
At 01 January 2012 1,193,792 507,042 153,121 105,097 1,959,052
Distribution of retained
earnings - 105,172 - (105,172) -
Transactions with
owners - 105,172 - (105,172) -
Profit for the year - - - 66,427 66,427
Other comprehensive
income - - - - -
Total comprehensive
income - - - 66,427 66,427
At 31 December 2012 1,193,792 612,214 153,121 66,352 2,025,479
At 01 January 2011 1,193,792 377,093 153,121 129,874 1,853,880
Distribution of retained
earnings - 129,949 - (129,949) -
Transactions with
owners - 129,949 - (129,949) -
Profit for the year - - - 105,172 105,172
Other comprehensive
income - - - - -
Total comprehensive
income - - - 105,172 105,172
At 31 December 2011 1,193,792 507,042 153,121 105,097 1,959,052

See the accompanying Notes to the Financial statements



Financial statements
31 December 2012

Statement of cash flows

(In Denar thousand)

Notes Year ended 31 December
2012 2011
Operating activities
Profit before taxation 66,503 105,251
Adjustments for:
Amortization and depreciation 5,673 5,366
Impairment provision, net 26,579 (10,018)
Impairment losses on commitments and
contingencies 20,554 3,952
Interest income (327,846) (268,050)
Interest expenses 178,481 126,862
(Loss) before changes in operating assets and
liabilities (30,056) (36,637)
Changes in operating assets and liabilities
Loans and advances to banks (1,836,974) (3,133,766)
Loans and advances to customers (187,209) 11,232
Other receivables 4,761 (1,980)
Other liabilities (7,603) 11,147
(Loss) after changes in operating assets (2,057,081) (3,150,004)
Proceeds from interest 308,636 220,725
Paid interest (170,185) (112,411)
Income tax (paid)/recovered - 1
(1,918,630) (3,041,689)
Investment activities
Purchase of property and equipment and intangible
assets (2,245) (4,915)
(2,245) (4,915)
Financial activities
Proceeds from borrowings, net 2,006,226 3,048,684
2,006,226 3,048,684
Net change in cash and cash equivalents 85,351 2,080
Cash and cash equivalents, beginning of the year 14 1,121,181 1,119,101
Cash and cash equivalents, end of the year 14 1,206,532 1,121,181

See the accompanying Notes to the Financial statements
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Notes to the Financial Statements

1 General information
Macedonian Bank for Development Promotion AD Skopje (“the Bank” or “MBDP”) is a state
Shareholding Company incorporated and domiciled in the Republic of Macedonia.

The address of the Bank’s registered office is as follows: St. Veljko Vlahovic 26, 1000 Skopje
Republic of Macedonia.

The Bank sole shareholder is the Government of the Republic of Macedonia. The Bank’s main
activities include funding the start up of businesses and the development of small and medium size
enterprises, financing exports with loans and issuing financial guarantees, export and domestic
credit insurance, factoring, issuance of letter of guarantees, trading activities etc. Loans are granted
through participating banks in the Republic of Macedonia which bear the ultimate risk of collection
of the receivables and directly as well.

In accordance with the amendment of the Law for founding of the Macedonian Bank for
Development Promotion in the official gazette n. 105/09 from 21 August 2009, apatt from other
changes introduced, the Bank is allowed to perform loan financing directly to the customers or
jointly with the other Banks or non-banking financial institutions.

In addition, according to the changes in the Law on MBDP, the Bank has transferred previously
established Guarantee Fund for issuing letter of guarantees for secure of payments of long term
loans for investments approved by banks and other financial institutions in Republic of Macedonia
to micro, small and medium sized enterprises, sole proprietorships and craftsmen registered in
Republic of Macedonia, to the initial capital of the bank. The letters of guarantees issued from the
Guarantee Fund until the date of entering into force of this Law are the responsibility of MBDP.

The Bank does not hold any investment in subsidiaries. Also, the Bank shares are not listed on any
stock exchange market. The total number of employees of the Bank as at 31 December 2012 is 38
(2011: 36 employees).

2 Accounting policies

The principal accounting policies adopted in the preparation of these financial statements are set
out below. These policies have been consistently applied to all the years presented, unless stated
otherwise.
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Notes to the financial statements (continued)
Accounting policies (continued)

2.1 Basis of preparation

These financial statements have been prepared in accordance with the International Financial
Reporting Standards (IFRS). The financial statements have been prepared using the measurement
basis specified by IFRS for each type of asset, liability, income and expense.

The financial statements have been prepared on the historical cost basis except for the following:

[ financial instruments at fair value through profit or loss are measured at fair value;

[ available-for-sale financial assets are measured at fair value;

The financial statements present separate financial statements.

The preparation of financial statements in conformity with IFRS requires the use of certain critical
accounting estimates. It also requires the Bank’s Management to exercise judgment in the process of
applying the Bank’s accounting policies. The areas involving a higher degree of judgment or
complexity, or areas where assumptions and estimates are significant to the financial statements are
disclosed in Note 4: Critical accounting estimates and judgments.

The financial statements have been prepared as at and for the years ended 31 December 2012 and
2011. Current and comparative data stated in these financial statements are expressed in Denar
thousand. Where necessary, comparative figures have been adjusted to conform to the changes in
presentation for the current year.

2.2 Changes in accounting policies and disclosures
221AGRSWLRQ RI pSUHVHQWDWLRQ RI ,WHPV RI 2ZWKHU &RPSUHKHQ
1)

The Bank has adopted ‘Presentation of Items of Other Comprehensive Income’ (Amendments to
IAS 1). The Amendments to IAS 1 are effective for annual periods beginning on or after 1 July
2012 and require entities to Bank items presented in other comprehensive income (OCI) into those
that, in accordance with other IFRSs, will not be reclassified subsequently to profit or loss and
those that will be reclassified subsequently to profit or loss when specific conditions are met. The
existing option to present items of OCI either before tax or net of tax remains unchanged; however,
if the items are presented before tax, then the Amendments to IAS 1 require the tax related to each
of the two Banks of OCI to be shown separately.

2.2.2 Standards, amendments and interpretations to existing standards that are not yet
effective and have not been adopted early by the Bank

At the date of authorisation of these financial statements, certain new standards, amendments and
interpretations to existing standards have been published by the IASB but are not yet effective, and
have not been adopted early by the Bank (except for the Amendments to IAS 1 noted above in
2.2.1).

Management anticipates that all of the relevant pronouncements will be adopted in the Bank’s
accounting policies for the first period beginning after the effective date of the pronouncement.
Information on new standards, amendments and interpretations that are expected to be relevant to
the Bank’s financial statements is provided below. Certain other new standards and interpretations
have been issued but are not expected to have a material impact on the Bank’s financial statements.
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Notes to the financial statements (continued)
Accounting policies (continued)

Changes in accounting policies and disclosures (continued)

)56 9Y)LQDQFLDO ,QVWUXPHQWV.- ,)56

The IASB aims to replace IAS 39 ‘Financial Instruments: Recognition and Measurement’ (IAS 39)
in its entirety with IFRS 9. To date, the chapters dealing with recognition, classification,
measurement and derecognition of financial assets and liabilities have been issued. These chapters
are effective for annual periods beginning on or after 1 January 2015. Chapters dealing with
impairment methodology and hedge accounting are still being developed. Further, in November
2011, the IASB tentatively decided to consider making limited modifications to IFRS 9’s financial
asset classification model to address application issues. The Bank’s management have yet to assess
the impact of this new standard on the Bank’s financial statements. However,

Management does not expect to implement IFRS 9 until all of its chapters have been published and
they can comprehensively assess the impact of all changes.

,)56 fI)DLU 9DOXH OHDVXUHPHQW.- ,)56

IFRS 13 clarifies the definition of fair value and provides related guidance and enhanced disclosures
about fair value measurements. It does not affect which items are required to be fair-valued. IFRS
13 applies prospectively for annual periods beginning on or after 1 January 2013.

Management is in the process of reviewing its valuation methodologies for conformity with the new
requirements and has yet to complete its assessment of their impact on the Bank’s financial

statements.

Amendments to IAS 19 Employee Benefits (IAS 19 Amendments)
The IAS 19 Amendments include a number of targeted improvements throughout the Standard.
The main changes relate to defined benefit plans. They:

* climinate the ‘corridor method’, requiring entities to recognize all gains and losses arising
in the reporting period
* changes the measurement and presentation of certain components of defined benefit cost
* enhance the disclosure requirements, including information about the characteristics of
defined benefit plans and the risks that entities are exposed to through participation in
them.
The IAS 19 Amendments are effective for annual periods beginning on or after 1 January 2013 and
will apply retrospectively.

Offsetting Financial Assets and Financial Liabilities (Amendments to IAS 32)
The Amendments to IAS 32 add application guidance to address inconsistencies in applying IAS
32’s criteria for offsetting financial assets and financial liabilities in the following two areas:

* the meaning of ‘currently has a legally enforceable right of set-off’

* that some gross settlement systems may be considered equivalent to net settlement.
The Amendments are effective for annual periods beginning on or after 1 January 2014 and are
required to be applied retrospectively. Management does not anticipate a material impact on the
Bank’s financial statements from these Amendments.
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Notes to the financial statements (continued)
Accounting policies (continued)

Changes in accounting policies and disclosures (continued)
Disclosures ? Offsetting Financial Assets and Financial Liabilities

(Amendments to IFRS 7)

Qualitative and quantitative disclosures have been added to IFRS 7 ‘Financial Instruments:
Disclosures” (IFRS 7) relating to gross and net amounts of recognised financial instruments that are
(a) set off in the statement of financial position and (b) subject to enforceable master netting
arrangements and similar agreements, even if not set off in the statement of financial position. The
Amendments are effective for annual reporting periods beginning on or after 1 January 2013 and
interim periods within those annual periods. The required disclosures should be provided
retrospectively. Management does not anticipate a material impact on the Bank’s financial

statements from these Amendments.

Annual Improvements 2009-2011 (the Annual Improvements)
The Annual Improvements 2009-2011 (the Annual Improvements) made several minor
amendments to a number of IFRSs. The amendments relevant to the Bank are summarised below:

Clarification of the requirements for opening statement of financial position:

* clarifies that the appropriate date for the opening statement of financial position is the
beginning of the preceding period (related notes are no longer required to be presented)
* addresses comparative requirements for the opening statement of financial position when
an entity changes accounting policies or makes retrospective restatements or
reclassifications, in accordance with IAS 8.
Clarification of the requirements for comparative information provided beyond minimum

requirements:

* clarifies that additional financial statement information need not be presented in the form
of a complete set of financial statements for periods beyond the minimum requirements

* requires that any additional information presented should be presented in accordance with
IFRS and the entity should present comparative information in the related notes for that

additional information.

Tax effect of distribution to holders of equity instruments:

* addresses a perceived inconsistency between IAS 12 ‘Income Taxes’ (IAS 12) and IAS 32
‘Financial Instruments: Presentation’ (IAS 32) with regards to recognising the
consequences of income tax relating to distributions to holders of an equity instrument
and to transaction costs of an equity transaction

* clarifies that the intention of IAS 32 is to follow the requirements in IAS 12 for
accounting for income tax relating to distributions to holders of an equity instrument and

to transaction costs of an equity transaction.

Segment information for total assets and liabilities:

* clarifies that the total assets and liabilities for a particular reportable segment are required
to be disclosed if, and only if: (i) a measure of total assets or of total liabilities (or both) is
regularly provided to the chief operating decision maker; (i) there has been a material
change from those measures disclosed in the last annual financial statements for that

reportable segment.
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Notes to the financial statements (continued)
Accounting policies (continued)

The Annual Improvements noted above are effective for annual periods beginning on or after 1
January 2013. Management does not anticipate a material impact on the Bank’s financial statements
from these Amendments.

2.3 Foreign currency translation
Transactions denominated in foreign currencies have been translated into Denar at rates set by the
National Bank of the Republic of Macedonia at the dates of the transactions.

Assets and liabilities denominated in foreign currencies are translated at the statement of financial
position date using official rates of exchange prevailing on that date, and any foreign exchange gains
or losses, resulting from foreign currency translation, are included in the statement of
comprehensive income in the period in which they arose. The middle exchange rates used for
conversion of the statement of financial position items denominated in foreign currencies are as

follows:
31 December 2012 31 December 2011
1 EUR 61.5000 Denar 61.5050 Denar
1USD 46.6510 Denar 47.5346 Denar
1 CHF 50.9106 Denar 50. 5964 Denar
2.4 Offsetting

Financial assets and liabilities are offset and reported in the statement of financial position when
there is a legally enforceable right to offset the recognized amounts and there is an intention to
settle on a net basis, or realize the assets and settle the liability simultaneously.

2.5 Interest income and expense

Interest income and expense are recognized in the profit or loss for all interest bearing financial
assets and liabilities using the effective interest method. The effective interest method is a method
of calculating the amortised cost of a financial asset or a financial liability and of allocating the
interest income or interest expense over the relevant period. The effective interest rate is the rate
that exactly discounts estimated future cash payments or receipts through the expected life of the
financial instrument or, when appropriate, a shorter period to the net carrying amount of the
financial asset or financial liability. When calculating the effective interest rate, the Bank estimates
cash flows considering all contractual terms of the financial instrument but does not consider future
credit losses. The calculation includes all fees and points paid or received between parties to the
contract that are an integral part of the effective interest rate, transaction costs and all other
premiums or discounts.
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Notes to the financial statements (continued)
Accounting policies (continued)

2.6 Fee and commission income

Fee and commission income with exception to the fees for approving of loans is recognized in the
profit or loss on an accrual basis when the service has been provided. Fees for approving of loans
are deferred and amortised over the duration of period of the loan using the effective interest
method.

2.7 Dividend income

Dividends are recognized in the profit or loss when the Bank’s right to receive payment is
established. Dividends are presented in net trading income or in other income depending on the
classification of the instrument.

2.8 Foreign exchange income and expenses

Net foreign exchange income and expenses include realized and unrealized foreign exchange
differences that are derived from the reconciliation of transactions made in foreign currency, as well
as from asset and liability valuation, which are included in profit or loss in the period when they
occur. Commitments and contingencies denominated in foreign currency are translated in Denar, by
applying the official exchange rates that are valid on the Statement of financial position date.

2.9 Financial assets

Financial assets are classified in the following categories: loans and receivables, financial assets at
fair value through profit and loss, financial assets available-for-sale and financial assets held to
maturity. Management classifies its investments at initial recognition.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. They arise when the Bank provides money or services directly to
a debtor with no intention of trading the receivable. They are recognized when the cash is advanced.

As at 31 December 2012, loans and receivables of the Bank consist of loans and advances to banks,
loans and advances to customers including factoring receivables, cash and cash equivalents and
other receivables.

Financial assets at fair value through profits and losses

This category of financial assets consists of securities held for trading and securities at fair value
through profits and losses classified as it at initial recognition. A financial asset is classified as asset
held for trading of it is acquired or incurred principally for the purpose of generating profit through
short-term fluctuations in the price or if it is included in the portfolio for which a short-term actual
form of profit gain exists. As at 31 December 2012 the Bank has no assets classified under this
category.

Financial assets available-for-sale

Financial assets available-for-sale are non-derivative financial assets that are either designated to this
category or do not qualify for inclusion in any of the other categories of financial assets. Financial
assets available-for-sale are those intended to be held for an indefinite period of time, which may be
sold in response to needs for liquidity or changes in interest rates, exchange rates or share prices.

As at 31 December 2012 the Bank has no assets classified under this category.
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Notes to the financial statements (continued)
Accounting policies (continued)

Financial assets (continued)
Financial assets held to maturity

Financial assets held to maturity are non-derivative financial assets with fixed or determinable
payments and fixed maturities that the Bank’s Management has the positive intention and ability to
hold to maturity. If the Bank sells a significant amount of the financial assets held to maturity
before they reach the maturity date, then the entire category of these assets will be reclassified in
financial assets available-for-sale. As at 31 December 2012 the Bank has no assets classified under
this category.

Initial recognition and derecognition

Purchases and sales of financial assets available — for — sale and held to maturity financial assets are
recognized on trade — date — the date on which the Bank commits to purchase or sell the asset.
Loans are recognized when cash is advanced to the borrowers. Financial assets are initially
recognized at fair value plus transaction costs for all financial assets not carried at fair value through
profit or loss.

Financial assets cease to be recognized after the rights to receive cash flows from the funds ends or
after their transfer, and the Bank transferred substantially all risks and benefits of ownership.

Subsequent measurement

After initial recognition, the Bank measures financial assets carried at fair value through profit or
loss, or as available-for-sale, at fair values without any deduction for transaction costs it may incur
on their sale.

The fair value of quoted financial assets is their bid prices at the Statement of financial position
date.

If the market on which the financial asset is quoted is not active, the Bank establishes fair values by
using a valuation technique. Valuation techniques include the use of recent arm’s length market
transactions, references to the current fair value of another instrument that is substantially the same,
discounted cash flow analysis and option pricing models. If the value of equity instruments cannot
be reliably measured, they are measured at cost. Investments held to maturity and loans and
receivables are measured at amortized cost using the effective interest method, less impairment
losses.

Realised gains and losses, and unrealised gains and losses arising from changes in the fair value of
financial assets at fair value through profit or loss, are included in the profit or loss in the period in
which they arise.

Net changes in the fair value of financial assets classified as of fair value through profit and loss
includes interest income.

Unrealised gains and losses arising from changes in the fair value of financial assets available-for-
sale are recognised directly in Statement of comprehensive income, except for impairment losses
and foreign exchange gains and losses on monetary items such as debt securities, which are
recognised in profit or loss.

When financial assets available-for-sale are sold or impaired, the cumulative gains or losses
previously recognised in equity are recognised in the profit or loss. Where financial assets available-
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Notes to the financial statements (continued)
Accounting policies (continued)

for-sale are interest bearing, interest calculated using the effective interest method is recognised in
profit or loss.

2.10 Impairment of financial assets

Assets carried at amortized cost

The Bank assesses at reporting date whether there is objective evidence that a financial asset is
impaired. A financial asset or a group of financial assets is impaired and impairment losses are
incurred only if there is objective evidence of impairment as a result of one or more events that
occurred after the initial recognition of the asset (a loss event) and that loss event (or events) has an
impact on the estimated future cash flows of the financial asset or group of financial assets that can
be reliably estimated.

The criteria that the Bank uses to determine that there is objective evidence of an impairment loss
include:

Delinquency in contractual payments of principal or interest;
Days in arrears for payment of principal or interest;

Cash flow difficulties experienced by the borrower;

Breach of loan covenants or conditions;

Deterioration of the borrower’s competitive position;
Deterioration in the value of collateral;

Initiation of bankruptcy proceedings;

Activating the collateral.

~—h T~k YR R —h —h —~~ —H

The Bank assesses the existence of objective evidence for impairment on individual basis for
individually significant financial assets.

The amount of impairment loss is measured as the difference between the asset’s carrying amount
and the present value of estimated future cash flows (excluding future credit losses based on the
loan) discounted at the financial asset’s original effective interest rate. The carrying amount of the
asset is reduced through the use of an allowance for impairment and the amount of the impairment
loss is recognized in the current Statement of comprehensive income.

When a loan is uncollectible, it is written off against the related provision for loan impairment. Such
loans are written off after all the necessary procedures have been completed and the amount of the
loss has been determined. Subsequent recoveries of amounts previously written off decrease the
amount of the provision for loan impairment and are recognized as income in the current period. If,
in a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognized (such as an improvement in
the debtor’s credit rating), the previously recognized impairment loss is reversed by adjusting the
allowance account. The amount of the reversal is recognized in the profit or loss.
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Notes to the financial statements (continued)
Accounting policies (continued)

2.11 Intangible assets

Computer software

Costs associated with development or maintaining computer software programs are recognized as
an expense as incurred. Costs directly associated with identifiable and unique software products
controlled by the Bank that will probably generate economic benefits exceeding costs beyond one
year, are recognized as intangible assets. Computer software development costs recognized as assets
are amortized using the straight-line method over a period of four years.

Other intangible assets
Expenditure to acquire rights and licenses is capitalized and amortized using the straight-line
method over a period of four years.

2.12 Property and equipment
Property and equipment are carried at cost less accumulated depreciation and impairment losses (if
any). Cost includes all expenses directly attributable to purchase of assets.

Depreciation is charged on a straight - line basis in order to allocate the acquisition cost of property,
building and equipment over their useful lives. The following are approximations of estimated
useful life applied to significant items of property, plant and equipment:

Buildings 50 years
Furniture and equipment 4-5 years
Other assets 4-10 years

Subsequent costs are included in the asset’s carrying amount or are recognized as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will
flow to the Bank and the cost of the item can be measured reliably.

All other repairs and maintenance are charged through profit or loss during the financial period in
which they are incurred.

Gains and losses on disposals are determined by comparing proceeds with carrying amount. These
are included in the profit or loss.

2.13 Impairment of non financial assets

Assets that are subject to amortization are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. An asset’s carrying amount
is written down immediately to its recoverable amount if the asset’s carrying amount is greater than
its estimated recoverable amount. The recoverable amount is the higher of the asset’s fair value less
costs to sell and value in use.

2.14 Cash and cash equivalents

For the purposes of statement of cash flows, cash and cash equivalents comprise balances with less
than three months maturity from the date of acquisition, including cash and balances with Central
Bank.
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Notes to the financial statements (continued)
Accounting policies (continued)

2.15 Provision s

A provision is recognized when there is a present obligation as a result of a past event and it is
probable that an outflow of resources embodying economic benefits will be required to settle the
obligation, and a reliable estimate can be made of the amount of the obligation. Provisions are
reviewed at each statement of financial position date and adjusted to reflect the current best
estimate. Where the effect of the time value of money is material, the amount of provision is the
present value of the expenditures expected to be required to settle the obligation.

2.16 Employee benefits

The Bank contributes to its employees as prescribed by the local social security legislation.
Contributions, based on salaries, are made to the national Pension Fund and the obligatory private
pension funds. There is no additional liability regarding these contributions. In addition, all
employers in the Republic of Macedonia are obligated to pay to the employees on retirement a
separate minimum amount regulated by law.

The Bank has not provided for the employees’ accrued separate minimum amount on retirement, as
this amount would not have a material effect on the financial statements.

The Bank does not operate any pension scheme or retirement benefit plans and consequentially, has
no liability for pensions. The Bank is not obliged to provide additional benefits for its current or
previous employees.

2.17 Currentand deferred income tax

Income tax at 10% rate is paid to non-deductible items for the tax purposes, less recognized
revenues from related parties, adjusted for tax credits, as well as on the distributed profit for
dividends to legal entities — nonresidents and to individuals. Undistributed profit (retained earnings)
is exempted from taxation.

Deferred income tax is provided in full, using the liability method, on temporary differences arising
between the tax bases of assets and liabilities and their carrying values for financial reporting
purposes. Currently enacted tax rates are used in determination of deferred income tax. Deferred
tax is charged or credited in the statement of comprehensive income except when it relates to items
charged or credited directly to statement of comprehensive income, in which case the deferred tax is
also dealt with in statement of comprehensive income.

Deferred tax assets are recognized to the extent that it is probable that future taxable profit will be
available against which the temporary differences can be utilized.

The Bank has not recognized any deferred tax liability or asset at 31 December 2012 and 2011, as
there are no temporary differences existing at that date.

2.18 Financial liabilities
Financial liabilities are classified in accordance with the substance of the contractual arrangement.
Financial liabilities at amortized cost consist of borrowings and other liabilities.

Borrowings

Borrowings are initially recognized at fair value, being their issue proceeds (fair value of
consideration received) corrected by transaction costs incurred. Borrowings are subsequently carried
at amortized cost. Borrowings are derecognized at the moment of their settlement, cancellation or

expiration.
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Notes to the financial statements (continued)
Accounting policies (continued)

Financial liabilities (continued)

Other liabilities

Other liabilities are recognised initially at fair value and subsequently are stated at amortised cost
using the effective interest rate method. Other liabilities are derecognized at the moment of their
settlement, cancellation or expiration.

2.19 Equity
(a) Share capital
Share capital represents the nominal value of shares that have been issued.

(b) Reserves

Reserves, which comprise of reserves for securities and guarantee fund as well as statutory reserves,
are generated throughout the period, distributed from the accumulated gains based on legal
regulation and decisions by the Bank’s Management.

(c) Retained earnings
Retained earnings comprise of non-distributed earnings from the current and past periods.

2.20 Assets and liabilities from commission operations

Assets and liabilities managed on behalf of and for the account of the banks and the Government
of the Republic of Macedonia are included in the statement of financial position on a net basis. Net
liabilities in the statement of financial position represent the temporary difference between liabilities
payments for the account of the banks.

221 Lease

The determination of whether an arrangement is, or contains a lease is based on the substance of
the arrangement at inception date of whether the fulfilment of the arrangement is dependent on the
use of a specific asset or assets or the arrangement conveys a right to use the asset.

Bank as a lessee

Finance leases, which transfers to the Bank substantially all the risks and benefits incidental to
ownership of the leased item, are capitalised at the inception of the lease at the fair value of the
leased vehicles and equipment o, if lower, at the present value of the minimum lease payments.
Lease payments are apportioned between the finance charges and reduction of the lease liability so
as to achieve a constant rate of interest on the remaining balance of the liability. Finance charges are
charged directly against income.

Leased assets are depreciated over the shorter of the estimated useful life of the asset or the lease
term, if there is no reasonable certainty that the Bank will obtain ownership by the end of the lease
term.

Payments of the operating leasing are recognized as an expense on a straight-line basis over the
lease term.

2.22 Fiduciary activities

The Bank commonly acts as trustee and in other fiduciary capacities that result in the holding or
placing of assets on behalf of individuals and other institutions. These assets and income atising
thereon are excluded from these financial statements, as they are not assets of the Bank.
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2.23 Segment reporting

A business segment is a distinguishable component of an entity engaged in providing an individual
— or a group of related — product(s) or service(s) subject to risks and rewards that are different from
those of other business segments. A geographical segment is a distinguishable component defined
as for a business segment, but subject to risks and rewards related to particular economic

environments.

2.24 Commitments and contingencies

The Bank undertakes liabilities in its operating activities arising from loan placements accounted for
in the off Statement of financial position accounts, which primarily include guarantees and letter of
credits. These financial liabilities are accounted for in the statement of financial position when
become recoverable. Impairment provision related to commitments and contingencies is recognized

as a liability within the statement of financial position.

2.25 Events after the reporting period

Events after the reporting period that provide additional information about the Bank’s position at
the statement of financial position date (adjusting events) are reflected in the financial statements.
Post-year-end events that are not adjusting events are disclosed in the notes when material.
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3 Financial risk management

e Bank’s aim is to achieve an appropriate balance between risk and return and minimize the
The Bank’ to ach te bal betw k and ret d th
potential adverse effects on the Bank’s financial performance.

The risk represents probability of particular activity or event to have a direct adverse impact on
profits and / or own resources, or cause difficulty in achieving the objectives of the Bank. The risk
is appropriately managed when identified, understood, evaluated, when monitoring is performed
and when controlled.

Key elements of the risk management process of the Bank are: clearly defined organizational
structure, identifying, measuring, monitoring and control, and proper use of instruments for
protection and reduction of certain risks.

Risk Management Committee establishes and implements policies for undertaking and managing
certain risk, proposes their review and monitors and evaluates the effectiveness of the overall
process of risk management. The Supervisory Board approves policies for undertaking and
managing risks and monitors their implementation. Established policies for managing individual
risks, enabling identification, measurement, monitoring and control of risk to which they refer,
provide reasonable assurance that the operations are directed to achieving the objectives of the
Bank in accordance with applicable rules and regulations, and with the approved exposure limits by
the Supervisory Board. Limits to exposures to individual risks are subject to reviewed, at least once
per year, depending on internal and external conditions in which the Bank operates. Additionally,
the Board of Directors establishes and implements procedures for identification, measurement,
monitoring and internal controls of the process of managing risks. Considering that the process of
risk management is important for each employee of the Bank trainings are conducted in order to
create constructive environment where all employees will understand their duties and
responsibilities.

Internal Audit Department conducts regular and periodic evaluations of the implementations of the
internal controls, policies and procedures for undertaking and managing individual risks.

The process of risk management is in accordance with the Strategy for the Bank to undertake and
manage risks.

Bank is exposed to the following risks:

Credit risk;

Liquidity risk;

Market risks (interest rate risk, currency risk);
Operating risk;

X X X X X

Strategic risk

For all these risks the Bank establishes specific policies for managing individual types of risks and
procedures for identification, assessment, monitoring and control of the individual risk.
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3.1 Credit risk

Management of credit risk is part of the integrated process for management with all financial risks
on which the Bank is exposed. Managing with the credit risk is a process that allows governing
bodies to identify credit risk and thereby choose which exposures to reduce and which to increase
and in what way.

Prior approving the exposure to credit risk, the Bank identifies all significant factors that may affect
the riskiness of the client, or Bank’s exposure to the client. Bank shall classify each active
balance/off-balance sheet item by the degree of credit risk that it is exposed to on an individual
basis based on the creditworthiness of the client, the orderliness in settlement of obligations and the
quality of collateral. The results of the performed analysis of the abovementioned criteria results in
classification of exposure to credit risk in one of the following risk categories A, B, C, D, E.

The Bank recognizes impairment, i.e. allocate special reserve within the following limits:

from 0% to 10% of the credit risk exposure classified in A risk category;
over 10% to 25% of the credit risk exposure classified in B risk category;
over 25% to 50% of the credit risk exposure classified in C risk category;
over 50% to 75% of the credit risk exposure classified in D risk category;
over 75% to 100% of the credit risk exposure classified in E risk category.

~h —h —h ~—h

In measuring the credit risk, the basic indicators that the Bank uses are information for the
exposure on the likelihood that the debtor will enter bankruptcy or other financial reorganization,
the probability of deterioration in the solvency or other significant financial difficulties of the
debtor, the breach of agreement by the debtor etc. Instruments for protection and reduction of
credit risk used by the Bank are the system of exposure limits, quality of collateral, system of eatly
warning, appropriate valuation of the credit risk components, use of relevant information, defining
market risks etc.

Clearly defined organisational structure is an important element of the process of managing with
credit risk that provides exposures to credit risk within the limits set by the Supervisory Board.

The Supervisory Board approves the exposure to individual from over 10% of own funds of the
Bank, and exposure to individual bank from over 25% of own funds of the Bank. Exposures to
credit risk under these limits are approved by the Credit Committee and Insurance Committee.

Credit and Guarantee Division, Credit Insurance Division and Division for Treasury and Liquidity
monitor all credit exposures in terms of established limits.

The Board of Directors is responsible for internal control in terms of exposure to credit risk due to
that internal acts are established with set risk limits that intend to assist in the risk control and risk
management. Namely, the process of control aims to minimize the impact of risk on capital and
profit in accordance with the strategic objectives of the Bank.
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Credit risk (continued)

Impairment and provisioning policies

The provision for impairment at year-end is derived from each of the Bank’s internal rating grades
as explained in Credit risk measurement paragraph above. The table below shows the percentage of

the Bank’s loans and advances to banks and customers and the associated provision for impairment

for each of the Bank’s internal rating categories:

2012 2011

Loans and Loans and

advances to Provision for advances to
banks and impairment banks and Provision for
customers (%) (%) customers (%) impairment (%)
Risk category A 98.23% 0.01% 98.57% -
Risk category B 0.24% 0.05% - -
Risk category V 0.18% 0.06% - -
Risk category G 0.14% 0.08% - -
Risk category D 1.20% 1.20% 1.43% 1.43%
100.00% 1.40% 100.00% 1.43%

The internal rating tool assists management to determine whether objective evidence of impairment
exists under IAS 39, based on the following criteria set out by the Bank:

Delinquency in contractual payments of principal or interest;
Cash flow difficulties experienced by the borrower;

Breach of loan covenants or conditions;

Initiation of bankruptcy proceedings;

Deterioration of the borrower’s competitive position; and

X X X X X X

Detetioration in the value of collateral.

Maximum exposure to credit risk before collateral held
The maximum exposure to credit risk is presented with the carrying amounts of assets in the
Statement of Financial Position, provided in the table below:
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Analysis of maximum exposure to credit risk
Loans and advances to Loans and advances Cash and cash Commitments and
In Denar thousand banks to customers equivalents Other receivables contingencies Total
2012 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011
Individually impaired
Risk category A - - 74,810 - - - 1,613 1,337 367,549 63,555 443,972 64,892
Risk category B - - 27,119 - - - 58 144 32,278 11,425 59,455 11,569
Risk category V - - 20,281 - - - 68 39 6,201 547 26,550 586
Risk category G - - 15,751 - - - - 5 21,583 1,364 37,334 1,369
Risk category D 77,822 77,828 55,297 51,277 - - 2,487 2,231 2,081 3,814 137,687 135,150
Carrying value before
provision for impairment 77,822 77,828 193,258 51,277 - - 4,226 3,756 429,692 80,705 704,998 213,566
(Provision for impairment) (77,822) (77,828) (77,595) (51,277) - - (2,548) (2,299) (27,891) (7,337) (185,856) (138,741)
Net carrying value less
provision for impairment - - 115,663 - - - 1,678 1,457 401,801 73,368 519,142 74,825
Not past due, nor impaired
Risk category A 10,773,373 8,886,738 70,142 - 1,201,757 1,105,869 2,543 9,508 - 185,770 12,047,815 10,187,885
Net carrying value 10,773,373 8,886,738 70,142 - 1,201,757 1,105,869 2,543 9,508 - 185,770 12,047,815 10,187,885
Past due, but not impaired
Risk category A - - - 55,386 - - 1,178 148 - - 1,178 55,534
Net carrying value - - - 55,386 - - 1,178 148 - - 1,178 55,534
Total net carrying value 10,773,373 8,886,738 185,805 55,386 1,201,757 1,105,869 5,399 11,113 401,801 259,138 12,568,135 10,318,244

Value of collateral (fair value) estimated for the purposes of protection against credit risk

In Denar thousand

Loans and advances to banks and customers

2012 2011
Other types of collateral 11,398,470 8,894,565
11,398,470 8,894,565
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Geographic sectors

23

The following table breaks down the Bank’s main credit exposure at their carrying amounts, as categorized by geographic region as at 31 December 2012 and 2011.
Loans and advances to Loans and advances to

Cash and cash

Commitments and

In Denar thousand banks customers equivalents Other receivables contingencies Total
2012 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011
Republic of
Macedonia 10,773,373 8,886,738 139,185 55,386 555,863 658,986 4,138 4,139 8,741 18,663 11,481,300 9,623,912
EU members - - 6,368 - 645,894 446,883 945 6,974 264,600 227,551 917,807 681,408
Other European
countries - - 40,252 - - - 7 - 42,086 12,044 82,345 12,044
Other countries - - - - - - 309 - 86,374 880 86,683 880
10,773,373 8,886,738 185,805 55,386 1,201,757 1,105,869 5,399 11,113 401,801 259,138 12,568,135 10,318,244
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Credit risk (continued)
Industrial sectors

The following table breaks down the Bank’s main credit exposure at their carrying amounts, as categorized by industrial sector as at 31 December 2012 and 2011.

Loans and Investment in Investment in
Loans and advances to advances to financial assets financial assets Cash and cash Off-balance sheet

In Denar thousand banks customers available +for tsale held +to tmaturity equivalents Other receivables exposure Total

2012 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011

Non residents - - 46,620 - - - - - 555,863 446,883 1,261 6,974 393,061 240,475 996,805 694,332
Agriculture, forestry and

fishery - - - - - - - - - - 7 - - 11 7 11

Food industry - - 24,095 - - - - - - - - - - - 24,095 -

Textile industry and

production of clothing and

footwear - - 1,845 - - - - - - - - - - 418 1,845 418
Chemical industry, production

of construction materials, fuel

industry, pharmaceutical

industry - - 6,456 - - - - - - - - - - - 6,456 -
Production of metals,

machines, tools and

equipment - - 5,647 - - - - - - - - - - - 5,647 -
Other manufacturing - - 6,447 - - - - - - - 180 363 287 301 6,914 664
Construction - - 2,156 - - - - - - - - - - 3 2,156 3

Wholesale and retail trade,
repair of motor vehicles and
motorcycles - - 22,397 - - - - - - - 231 264 8,435 17,893 31,063 18,157

Transport and storage - - - - - - - - - - - - 18 37 18 37
Accommodation and food

service activities - - - - - - - - - - - - - - - -
Financial activities and

insurance activities 10,773,373 8,886,738 - - - - - - 574,465 658,986 3 17 - - 11,347,841 9,545,741
Activities related to real
estate - - - - - - - - - - - 102 - - - 102

Public administration and
defence, compulsory social

security - - 70,142 55,386 - - - - 71,429 - 1,174 353 - - 142,745 55,739
Other service activities - - - - - - - - - - - 4 - - - 4
Individuals - , - - - - - - - - 2,543 3,036 - - 2,543 3,036

Total 10,773,373 8,886,738 185,805 55,386 - - - - 1,201,757 1,105,869 5399 11,113 401,801 259,138 12,568,135 10,318,244
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3.2 Liquidity risk

Liquidity risk represents the risk for the Bank of becoming incapable to provide sufficient
funds for settlement of its liabilities when such liabilities fall due, or to provide such funds at
much higher costs. Liquidity risk arises from the inability of the Bank to timely and quickly
converts assets into cash with minimal costs and the inability to properly manage
unexpected changes in the sources of funds.

The Bank’s approach to managing liquidity is to ensure, as far as possible, that it will always
have sufficient liquidity to meet its liabilities when due, under both normal and stressed
conditions, without incurring unacceptable losses or risking damage to the Bank’s
reputation. The Department for treasury and liquidity receives information from other
departments regarding the liquidity profile of their financial assets and liabilities and details
of other projected cash flows arising from projected future operations. The Department for
treasury and liquidity maintains a portfolio of short-term liquid assets, largely made up of
short-term liquid investment securities and placements with other banks, to ensure that
sufficient liquidity is maintained within the Bank.

The tables below analyses financial liabilities of the Bank into relevant maturity based on the
remaining period at the statement of financial position date to the contractual maturity date
(in Denar thousand).

Lessthan Froml1lto From3to From1to Over 5
In Denar thousand one month 3 months 12 months 5 years years Total
31 December 2012
Liabilities
Borrowings 400,597 - 1,402,839 5,520,915 2,888,462 10,212,813
Other liabilities 6,096 - - - - 6,096
406,693 - 1,402,839 5,520,915 2,888,462 10,218,909
31 December 2011
Liabilities
Borrowings 314,622 - 917,832 4,813,728 2,152,109 8,198,291
Other liabilities 14,268 - - - - 14,268
328,890 - 917,832 4,813,728 2,152,109 8,212,559
3.3 Market risks

Market risk is the risk that changes in market prices, such as changes in interest rates,
changes in equity prices, exchange rates and/or market prices of securities will affect the
Bank’s profit or the value of own financial instruments. The objective of market risk
management is to manage and control market risk exposures within acceptable limits by
optimizing the yield.

Interest rate risk
Interest rate risk presents a risk of loss arising from adverse changes in interest rates. This
risk is the most significant market risk.

The Bank is exposed to the risk of fluctuations of interest rates as a result of which the
interest bearing assets and interest bearing liabilities mature or their interest rate changes at
different times or in different amounts. In the case of assets and liabilities with variable
interest rates, the Bank is also exposed to basic risk, which arises from the difference in
changing the variable interest rates.
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Market risk (continued)

Interest rate risk (continued)

Managing this risk, which has a direct impact on revenues and the economic value of the
banking activities of the Bank, is part of an integrated system of risk management in the
Bank. The Macedonian Bank for Development Promotion establishes system of risk
management from changes in interest rates in accordance with the scope and type of
activities performed and the degree of risk exposure from changing interest rates.

To measure this risk the Bank applies the technique of gap analysis — maturity structure of
interest sensitivity assets and liabilities in certain time periods. In function of monitoring
and control, the Bank establishes limits for exposure to risk from changing interest rates,
and adequate management with this risk directed to achieving the goals and objectives of
the Bank.

Activities for risk management are aimed at optimizing net interest income, with market
interest rates that are consistent with the business strategies of the Bank.

The table below analyses the Bank’s interest rate gap position as at 31 December 2012 and
31 December 2011. The assets and liabilities are grouped according to the remaining period
until the next change in interest rates.
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Analysis of interest rate gap position (excluding portfolio held for trading and derivatives, if any)

Non-
Lessthan From1to3 From3to  From1to Over 5 interest
In Denar thousand one month months 12 months 5 years years bearing Total
As at 31 December 2012
Assets
Cash and cash equivalents 1,129,212 71,334 - - - 5,986 1,206,532
Loans and advances to banks 753,116 17,748 2,276,449 6,812,754 888,371 24,935 10,773,373
Loans and advances to customers 42,254 24,084 37,168 2,669 - 79,630 185,805
Other receivables 43 85 395 2,020 - 3,698 6,241
1,924,625 113,251 2,314,012 6,817,443 888,371 114,249 12,171,951
Liabilities
Borrowings 3,220,023 - 758,632 3,789,735 2,398,651 45,772 10,212,813
Other liabilities - - - - - 6,096 6,096
3,220,023 - 758,632 3,789,735 2,398,651 51,868 10,218,909
Net interest rate gap position (1,295,398) 113,251 1,555,380 3,027,708 (1,510,280) 62,381 1,839,791
As at 31 December 2011
Assets
Cash and cash equivalents 1,104,609 - - - - 16,572 1,121,181
Loans and advances to banks 891,152 7,855 1,854,155 5,654,569 456,282 22,725 8,886,738
Loans and advances to customers - - - - - 55,386 55,386
Other receivables 40 80 372 2,284 260 8,533 11,569
1,995,801 7,935 1,854,527 5,656,853 456,542 103,216 10,074,874
Liabilities
Borrowings 3,851,501 - 375,542 2,411,471 1,522,301 37,476 8,198,291
Other liabilities - - - - - 17,269 17,269
3,851,501 - 375,542 2,411,471 1,522,301 54,745 8,215,560

Net interest rate gap position (1,855,700) 7,935 1,478,985 3,245,382 (1,065,759) 48,471 1,859,314
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Sensitivity analysis

The interest rate sensitivity analysis has been determined based on the exposure to interest
rate risk at the reporting date. At 31 December 2012, if interest rates had been 200 basis
points higher/lower with all other variables were held constant, the Bank’s pre-tax profit for
the twelve month petiod ended 31 December 2012 would respectively decrease/increase by
approximately Denar 37,813 thousands (2011: Denar 36,217 thousands).

Foreign currency risk

The measurement of the currency risk is performed in the relation between aggregate
foreign exchange position and the Bank’s own fund. In the policy for managing of currency
risk this internal limit is defined, which are different from the one prescribed by the law,
since according to the Law for establishment of Macedonian Bank for Development and
Promotion the procedures for open foreign currency position are not applicable to the
Bank. Monitoring of this risk on a regular basis provides safety for the Supervisory and
Managing.

The following tables summarize the net foreign currency risk position of the Bank at 31
December 2012 and 2011 (in Denar thousands).

In Denar thousand MKD EUR usb Total
As at 31 December 2012
Assets
Cash and cash equivalents 650,667 555,865 - 1,206,532
Loans and advances to banks 916,926 9,856,447 - 10,773,373
Loans and advances to customers 138,315 47,490 - 185,805
Other receivables 4,093 2,148 - 6,241
Total Assets 1,710,001 10,461,950 - 12,171,951
Liabilities
Borrowings 156,469 10,056,344 - 10,212,813
Other payables 846 5,250 - 6,096
Total Liabilities 157,315 10,061,594 - 10,218,909
Net foreign currency position 1,552,686 400,356 - 1,953,042
As at 31 December 2011
Total Assets 1,740,815 8,334,032 27 10,074,874
Total Liabilities 164,372 8,051,188 - 8,215,560
Net foreign currency position 1,576,443 282,844 27 1,859,314
The following table shows the sensitivity of the Bank of an increase of the value of the
Denar compared to foreign currency. The sensitivity analysis includes only the monetary
items denominated in foreign currency at the end of the year, thus making adjustment of
their value when the exchange rate of the foreign currencies is changed by 1% and/or 5%.
Adverse amount below marks a decrease of the profit or the other equity which appears in
case the Denar increases its value compared to the foreign currencies by 1% and/or 5%.
When the value of the Denar compared to foreign cutrencies decreases by 1% and/or 5%,
the effect on the profit or the other equity is equal but with reverse index as showed in the
table below (in Denar thousand).
Change in Change in Profit or loss
2012 2011 2012 2011
EUR 1% 1% 3,980 2,828
usb - 5% - 1
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3.4 Segment reporting

Operating segments

The Bank has one reportable segment, which is the Bank’s strategic business unit. The
strategic business unit offers different products and services, which are managed separately
based on the Bank’s management and internal reporting structure. For the strategic business
unit, the Managing Board reviews internal management reports.

Geographic segments

in Denar thousand

Republic of Macedonia EU member countries Total
2012
Total income 357,812 (193,353) 164,459
Total assets 11,829,197 446,652 12,275,849
2011
Total income 301,323 (150,488) 150,835
Total assets 9,735,297 446,652 10,181,949
3.5 Fair value estimation

Fair value represents the amount at which an asset could be replaced or a liability settled on
an arm’s length basis. Fair values have been based on Management assumptions according
to the asset and liability type.

According to the fair value measurement hierarchy, assets and liabilities are grouped into
three levels on the basis of the significance of inputs used in measuring the fair value. The
hierarchy according to the fair value is determined as follows:

[ Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities;

[ Level 2: inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices);
and

f  Level 3: inputs for the asset or liability that are not based on observable market data
(unobservable inputs).

The level within which the financial asset or liability is classified is determined based on the
lowest level of significant input to the fair value measurement.

At 31 December 2012 and 2011, the Bank has no assets and liabilities presented at fair value
in the Statement of financial position.

Financial instruments not measured at fair value

The difference between carrying value and fair value of those financial assets and liabilities
which are not presented in the Statement of financial position at their fair value are as
follows:
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Other at

Loans and amortized Carrying

receivables cost value Fair value
31 December 2012
Assets
Cash and cash equivalents 1,206,532 - 1,206,532 1,206,532
Loans and advances to banks 10,773,373 - 10,773,373 10,773,373
Loans and advances to customers 185,805 - 185,805 185,805
Other receivables 6,241 - 6,241 6,241

12,171,951 - 12,171,951 12,171,951
Liabilities
Borrowings - 10,212,813 10,212,813 10,212,813
Other liabilities - 6,096 6,096 6,096

- 10,218,909 10,218,909 10,218,909

31 December 2011
Assets
Cash and cash equivalents 1,121,181 - 1,121,181 1,121,181
Loans and advances to banks 8,886,738 - 8,886,738 8,886,738
Loans and advances to customers 55,386 - 55,386 55,386
Other receivables 11,113 - 11,113 11,113

10,074,418 - 10,074,418 10,074,418
Liabilities
Borrowings - 8,198,291 8,198,291 8,198,291
Other liabilities - 14,268 14,268 14,268

- 8,212,559 8,212,559 8,212,559

Cash and cash equivalents

The carrying value of cash and cash equivalents approximates their fair value, considering
that they include cash, bank accounts and bank deposits with short - term maturity and
treasury and government bills.

Loans and advances to banks
Loans and advances to other banks comprise inter-bank placements. The fair value of
placements and overnight deposits is their carrying amount due to their short-term nature.

Loans and advances to customers

Loans and advances are carried at amortized cost and are net of provisions for impairment.
The loans and advances have predominantly floating rate and their fair value is assessed by
discounting of future cash flow using the effective interest rate method.

Other assets

The fair value of monetary assets that includes cash and cash equivalents is considered to
approximate their respective carrying values by definition and due to their short-term
nature.

Borrowings

Fair value of borrowings with floating interest rates approximates its carrying value due to
adjusting of the interest rates of certain financial liabilities with market interest rates of
similar instruments. Fair value of the borrowings under special conditions and for which
there are no other financial instruments with same or similar characteristics approximates its
carrying value.

Other liabilities
Carrying value of other liabilities approximates their fair value with relation to their short-
term maturity.
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3.6 Capital m anagement

The Bank’s objective regarding capital management is to comply with the capital
requirements of the National Bank of the Republic of Macedonia and to sustain stable and
quality capital base which will support the Bank’s development.

As at 31 December 2012 the Banks” own funds are Denar 1,806,008 thousand (2011: Denar
1,700,802 thousand), while capital adequacy calculated in accordance with the NBRM
regulation is 23% (2011:17%).
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4 Critical accounting estimates and judgments

The Bank makes estimates and assumptions which affect the reported amounts of assets and
liabilities within the next financial year. Estimates and judgments are continually evaluated and based
on historical experience and other factors, including expectations of future events that are believed
to be reasonable under the circumstances.

4.1 Impairment losses on loans and advances

The Bank reviews its loan portfolios to assess impairment at least on a quarterly basis. In
determining whether an impairment loss should be recorded in the statement of comprehensive
income, the Bank makes judgments as to whether there is any observable data indicating that there
is a measurable decrease in the estimated future cash flows from a portfolio of loans before the
decrease can be identified with an individual loan in that portfolio. This evidence may include
observable data indicating that there has been an adverse change in the payment status of borrowers
in a group, or national or local economic conditions that correlate with defaults on assets in the
group. Management uses estimates based on historical loss experience for assets with credit risk
characteristics and objective evidence of impairment similar to those in the portfolio when
scheduling its future cash flows. The methodology and assumptions used for estimating both the
amount and timing of future cash flows are reviewed regulatly to reduce any differences between
loss estimates and actual loss experience.

4.2 Useful lives of depreciable assets

Management reviews the useful lives of depreciable assets at each reporting date. At 31 December
2012 Management assesses that the useful lives represent the expected utility of the assets to the
Bank. The carrying amounts are analyzed in Note 17 and 18. Actual results, however, may vary due
to technical obsolescence.
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5 Net interest income
Structure of interest income and (expenses) according to type of financial instruments
2012 2011
Interest income
Loans and advances to customers 166,332 105,570
Loans and advances to banks 135,153 129,565
Cash and cash equivalents 25,747 29,470
Collected bad and doubtful interest 614 3,445
327,846 268,050
Interest expense
Borrowings 178,481 126,862
178,481 126,862
Net interest income 149,365 141,188
6 Net fee and commission income
Structure of fees and commission income and expenses according to type of financial
activities
2012 2011
Fee and commission income
Letters of credit and guarantees 18,259 25,612
Asset management 6,340 4,634
Loans and advances 4,763 1,013
29,362 31,259
Fee and commission expenses
Letters of credit and guarantees 11,657 22,905
Loan operations 2,464 -
Payment operations
- Domestic 559 504
- International 192 217
14,872 23,626
Net fee and commission income 14,490 7,633
The Bank is authorized to act as an agent of the Government of the Republic of Macedonia,
placing the loans of the Italian credit line for small and medium enterprises, funds from the
Republic of Macedonia for the Project for Self — employment, the funds from International
Bank for Reconstruction and Development for the Sustainable Energy Project , GMF 1,
Compensation funds and the Open Credit Fund to the final borrowers through
intermediary banks from the Republic of Macedonia.
Income from fees for insurance receivables is based on concluded insurance policies of
receivables. Expenses from fees from insured receivables are based on incurred insured
event in accordance with the insurance policy.
7 Foreign exchange gain s, net
2012 2011
Foreign exchange gains 351,736 321,503
Foreign exchange (losses) (351,906) (321,422)
(170) 81
8 Other operating income
2012 2011
Income from foreign operations 50 840
Other income 724 1,093
774 1,933




Macedonian Bank for Development Promotion A.D., Skopje 34
Notes to the financial statements (continued)
As at and for the year ended 31 December 2012
(All amounts expressed in Denar thousand, unless otherwise stated)
9 Impairment  provision , net
2012 2011
Charge / (recovery) for:
Loans and advances to customers (Note 16) 26,339 (11,231)
Other receivables (Note 19) 240 1,213
26,579 (10,018)
10 Personnel expenses
2012 2011
Net salaries 19,458 18,316
Social and health contributions 9,697 8,921
Other mandatory contributions 589 631
29,744 27,868
11 Other operating expenses
2012 2011
Impairment losses on commitments (Note 21) 20,554 3,952
Materials and services 10,897 10,909
Insurance premiums on property and employees 430 451
Administrative and marketing expenses 384 205
Other taxes and contributions 145 143
Expenses from foreign currency operations 26 1,682
Litigation expenses 7 22
Expenses from membership - 851
Other 3,517 4,153
35,960 22,368
12 Income tax
2012 2011
Current tax 76 79
Deferred tax - -
76 79
The reconciliation of the total income tax in the Statement of comprehensive income for
the years ended 31 December 2012 and 2011 is as follows:
2012 2011
Non tdeductible expenses for tax purposes 756 791
Tax basis 756 791
Tax at rate of 10% (2011: 10%) 76 79
76 79
13 Earnings per share
The basic and diluted earnings per share are computed when the net profits for the year
(belonging to the common shareholders) is divided with the weighted average number of
shares during the year.
2012 2011
Net-profit attributable to shareholders 66,421 105,172
Net-profit attributable to holders of ordinary shares 66,421 105,172
Weighted average number of shares 384,103 384,103
Basic and diluted earnings per share (in Denars) 173 274
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14 Cash and cash equivalent s
2012 2011
Treasury bills traded on the secondary market 574,466 658,983
Current accounts and deposits with foreign banks 555,864 446,883
Government bills traded on the secondary market 71,429 -
Account and balances with the NBRM 4,693 15,247
Cash in hand 67 65
Current accounts and deposits with domestic banks 13 3
1,206,532 1,121,181
Treasury bills issued by the NBRM mature within of 28 days (2011: 28 days) and earn
interest at rates of 3.73% p. a. (2011: 4% p.a.).
Government bills issued by the Ministry of Finance of RM are with 3 months maturity and
interest rates of 4% p.a.
15 Loans and advances to banks
2012 2011
Short-term  Long-term Total  Short-term  Long-term Total
Loans to banks 102,757 10,748,438 10,851,195 170,553 8,794,013 8,964,566
Current maturity 3,125,136 (3,125,136) - 2,643,766 (2,643,766) -
3,227,893 7,623,302 10,851,195 2,814,319 6,150,247 8,964,566
Less: provision for
impairment (77,822) (77,828)
10,773,373 8,886,738
2012 2011
Movement of impairment provision
At 01 January 77,828 77,828
Additional impairment provision (Note 9) 9 -
(Release) of impairment provision (Note 9) (9) -
Foreign exchange differences (6) -
At 31 December 77,822 77,828

As at 31 December 2012, nonperforming loans included in loans and advances to banks

amounted to Denar 77,822 thousand (2011: Denar 77,828 thousand). Unrecognized interest
and other related expenses to these loans amounted to Denar 20,197 thousand (2011: Denar

20,198 thousand).
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16 Loans and advances to custom ers
Structure of loans and advances to customers by type of debtor
2012 2011
Short- Long- Short- Long- Total
term term Total term term
Non-financial institutions 168,279 24,979 193,258 51,276 - 50,833
State 70,142 - 70,142 55,386 - 55,386
Current maturity 22,550  (22,550) - - - -
260,971 2,429 263,400 106,662 - 106,662
Less: provision for
impairment (77,595) (51,276)
185,805 55,386

In loans and advances to customers are included factoring receivables with repayment right

in the amount of Denar 69,096 thousand. As at 31 December 2012, nonperforming loans

included in loans and advances to customers amounted to Denar 68,971 thousand (2011:

Denar 50,833 thousand). Unrecognized interest and other related expenses to these loans

amounted to Denar 12,602 thousand (2011: Denar 10,047 thousand).

2012 2011
Movements of provision for impairment
At 01 January 51,276 62,491
Additional impairment provision (Note 9) 45,319 269
(Release) of impairment provision (Note 9) (18,980) (11,500)
Foreign exchange differences (20) 16
At 31 December 77,595 51,276
Structure of loans and advances to customers by type of collateral
2012 2011
Net carrying value of loans and advances
First class collaterals
- state guarantees 185,805 55,386
185,805 55,386
17 Intangible assets
Movements in the components of the intangible assets for the periods considered are as
follows:
Other
Software and intangible
licenses assets Total
Cost
At 01 January 2011 4,145 702 4,847
Additions during the year 177 - 177
31 December 2011/01 January 2012 4,322 702 5,024
Additions during the year 1,164 - 1,164
31 December 2012 5,486 702 6,188
Accumulated amortization
At 01 January 2011 3,960 634 4,594
Amortization for the year 131 40 171
31 December 2011/01 January 2012 4,091 674 4,765
Amortization for the year 283 28 311
31 December 2012 4,374 702 5,082
Net carrying value
At 01 January 2011 185 68 253
At 31 December 2011/ 01 January 2012 231 28 259
At 31 December 2012 1,112 - 1,112
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18 Property and equipment
Movements in the components of the Property and equipment for the periods considered
are as follows:

Office

Buildings Vehicles equipment Total
Cost
At 01 January 2011 120,584 6,428 22,079 149,091
Additions during the year - 2,101 2,637 4,738
31 December 2011/01 January 2012 120,584 8,529 24,716 153,829
Additions during the year - - 1,081 1,081
31 December 2012 120,584 8,529 25,797 154,910
Accumulated depreciation
At 01 January 2011 17,055 5,724 19,708 42,487
Depreciation for the year 3,015 715 1,465 5,195
31 December 2011/01 January 2012 20,070 6,439 21,173 47,682
Depreciation for the year 3,015 833 1,514 5,362
31 December 2012 23,085 7,272 22,687 53,044
Net carrying value
At 01 January 2011 103,529 704 2,371 106,604
At 31 December 2011 100,514 2,090 3,543 106,147
At 31 December 2012 97,499 1,257 3,110 101,866

At 31 December 2012 and 2011, all property and equipment are owned by the Bank. The
Bank has no mortgages or other encumbrances over its property and equipment.

19 Other receivables
2012 2011
Fees and commission receivables 6,246 10,376
Receivables from customers 2,543 3,036
Current income tax receivables 593 669
Prepaid expenses 327 456
9,709 14,537
Less: provision for impairment (2,548) (2,299)
7,161 12,238
2012 2011
Movements of provision for impairment
At 01 January 2,299 1,086
Additional impairment provision (Note 9) 691 1,450
(Release) of impairment provision (Note 9) (451) (237)
Effect of exchange rate differences 9 -

At 31 December 2,548 2,299
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20 Borrowings
6BWUXFWXUH RI ERUURZLQJV E\ W\SH RI ERUURZLQJ DQG FUHGLV
2012 2011
Short-term Long-term Short-term Long-term
Banks 32,248 10,024,096 25,289 8,017,870
State 13,524 142,945 12,187 142,945
45,772 10,167,041 37,476 8,160,815
Current maturity 1,757,664 (1,757,664) 1,194,978 (1,194,978)
1,803,436 8,409,377 1,232,454 6,965,837
Borrowings by creditors
2012 2011
Short-term Long-term Short-term Long-term
Domestic sources:
Republic of Macedonia 13,5624 142,945 12,187 142,945
13,524 142,945 12,187 142,945
Foreign sources:
EIB 32,208 9,132,699 24,988 7,087,006
Kfw - 852,006 - 852,076
CEB 40 39,391 301 78,788
32,248 10,024,096 25,289 8,017,870
Current maturity 1,757,664 (1,757,664) 1,194,978 (1,194,978)
1,803,436 8,409,377 1,232,454 6,965,837

As at 31 December 2012 most of the borrowings relating to borrowed funds from the
European Investment Bank (EIB) Credit line in the amount of EUR 100 million concluded
on 26 June 2009 to support small and medium enterprises. On 2 November 2011 MBDP
signed a new contract with the EIB in the amount of EUR 50 million allso to support small
and medium enterprises — II phase. The interest rate is determined for each instalment of
the loan, the date of the submission of the request for withdrawal of funds. On 10 July 2012
MBPR signed a new contract with the EIB in the amount of EUR 100 million to support
small and medium enterprises-Phase III. The loan may be withdrawn in 12 tranches and the
minimum amount could be 3 million. During 2012 two tranches are withdrawn with
repayment period of 9 years from the date of disbursement of the tranche. The interest rate

ranges from 1.5% to 2%.

At 31 December 2012, despite the borrowings from EIB, the Bank has borrowings related
to the credit line CEB (Development Bank of the Council of Europe) in the amount of
39,391 thousands (2011: 78,788 thousands) and credit lines by KfW in the amount of
852,006 thousands (2011: 852.076 thousands).

Borrowings from KfW consist of two credit lines. On 15 October 2004 the Bank signed the
first agreement with KfW in the amount of 6,184,804 Euros to support micro, small and
medium enterprises. The loan was disbursed in two tranches with interest rates ranging
from 0.75% to 2%. The repayment period is 40 years with 10 years grace period. On 15
February 2007 MBPR signed a new agreement with KfW in the amount of 7,668,962 which
was withdrawn in one tranche at the rate of 2%. Repayment period is 30 years with 10 years

grace period.



Macedonian Bank for Development Promotion A.D., Skopje 39

Notes to the financial statements (continued)
As at and for the year ended 31 December 2012
(All amounts expressed in Denar thousand, unless otherwise stated)

21 Provisions  and special reserve

Commitments and
contingencies

Balance at 01 January 2011 3,385
Additional impairment provision (Note 11) 18,109
(Release) of impairment provision (Note 11) (14,157)
Balance at 31 December 2011 (Note 25) 7,337
Balance at 01 January 2012 7,337
Additional impairment provision (Note 11) 40,568
(Release) of impairment provision (Note 11) (20,014)
Balance at 31 December 2012 (Note 25) 27,891

Special reserve for off-balance credit exposures of the Bank arise from insured receivables

on short-term period, issued financial guarantees for loans for commercial banks and

factoring.

22 Other liabilities

2012 2011
Fees and commission liabilities 4,493 4,292
Deferred interest income 3,570 3,001
Liabilities toward suppliers 488 253
Liabilities for transfer of funds paid by customer for credit line - 9,004
Other 1,115 719
9,666 17,269
23 Equity

Share capital

As at 31 December 2012 and 2011, total share capital of the Bank amounts to Denar
1,193,792 thousand and is comprised of 384,103 authorized and fully paid ordinary shares.
The nominal value per share is Denar 3,108.

The Republic of Macedonia as sole shareholder is entitled to one vote per share at the
meetings of the sharecholders of the Bank. According to the Law for establishing the
Macedonian Bank for Development Promotion, net profit for the year is distributed to the
Bank’s reserves.

Reserves

The Bank’s reserves consist of allocation of profit and can be used for loss recovery. Such
reserves cannot be distributed to the Shareholder as dividends, except in the case of the
Bank’s liquidation.

Reserves for Security

According to the Law for establishing the Macedonian Bank for Development Promotion
the Bank should maintain reserves for securities. Reserves for security are for risk
management regarding insurance and reinsurance of receivables based on export
arrangements from commercial and noncommercial risks, as well as insurance and passive
reinsurance of foreign investments in the Republic of Macedonia and investments of
domestic entities abroad from noncommercial risks. The Bank does not have insurance and
passive reinsurance of foreign investments in the Republic of Macedonia.
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24 Activities on behalf of third parties
2012 2011
Net- Net-
Assets Liabilities position Assets Liabilities position
Asset administration on behalf and
chargeable to third parties
Loans in Denar 1,416,183 1,416,183 - 751,689 751,689 -
Loans in foreign currencies 456,342 456,342 - 507,665 507,665 -
Total 1,872,525 1,872,525 - 1,259,354 1,259,354 -

The Bank is authorized to act as an agent of the Government of the Republic of Macedonia,
placing the loans from the Italian credit line, funds from the Republic of Macedonia for the
Project for Self — employment, the funds from International bank for Reconstruction and
Development for the Sustainable Energy Project and the Renewable Credit Fund, GMF1,
Open Credit Fund and Compensation funds to the final borrowers through intermediary
commercial banks from the Republic of Macedonia.

25 Co mmitments and contingencies
2012 2011
Payment guarantees in Denar 418 418
Other commitments and contingencies 429,274 266,057
429,692 266,475
Provision for impairment (Note 21) (27,891) (7,337)
401,801 259,138

As at 31 December 2012, contingent liabilities for factoring included in contingent liabilities
are amounting Denar 22,976 thousand and the special reserve for them is Denar 7,078
thousand. Contingent liabilities disclosed in this note are irrevocable.

Litigations
At 31 December 2012, legal proceedings raised against the Bank are in the amount of Denar
2,334 thousand.

Guarantees (insurance) for payment of receivables

The Bank has contingent liabilities in respect of issued insurance policies of receivables.
Despite the possibility of insurance against commercial and political risks, the insurers
during 2012 are generally insured against commercial risks, i.e.: bankruptcy and continued
customers nonpayment. In case of any of the mentioned risks the Bank shall pay the
insurer’s damage. These contingent liabilities have off balance credit risk and for them the
Bank allocates a separate reserve.

Receivables from and liabilities to reinsurers, receivables from insurers based on fees, and
receivables from insurers / customers are recognized in the statement of financial position
in the event of executed recourse of paid damages, and liabilities to insurers based on paid
damages. Appropriate corrections to receivables from insurers and reinsurers are also
recognised in the statement of financial position.

Taxation

The tax authorities may at any time inspect the books and records up to 5 years subsequent
to the reported tax year, and may impose additional tax assessments and penalties. The
Bank's management is not aware of any circumstances, which may give rise to a potential
material liability in this respect.

Capital commitments
As at the Statement of financial position date, there are no capital commitments that have
been recognized in the financial reports.



Macedonian Bank for Development Promotion A.D., Skopje 41

Notes to the financial statements (continued)
As at and for the year ended 31 December 2012
(All amounts expressed in Denar thousand, unless otherwise stated)

26 Pen sion plans

The Bank does not operate any defined contribution plans or share-based remuneration
options as at 31 December 2012 and 2011. The Management believes that the present value
of the future obligations to employees with respect to retirement and other benefits and
awards are not material to these financial statements as at 31 December 2012 and 2011.

27 Related party transactions

According to the Law on Banks, related parties are considered: persons with special rights
and responsibilities in the Bank and persons related to them; shareholders with a qualified
contribution to the Bank (direct or indirect ownership of at least 5% of the total number of
shares, or voting right shares or that enable a significant influence on the Bank’s managing),
affiliates and entities, as well as the responsible persons of these shareholders - legal entities,
Bank’s subsidiaries and other persons related to the Bank.

It is the opinion of the Bank’s Management that these transactions are carried out on
normal market terms and conditions and during the normal course of business activities.

Sole owner of the Bank is the Government of the Republic of Macedonia. The Bank shall
not lend or issue guarantees to the Republic of Macedonia, public enterprises and the
institutions users of the Budget funds.

As at 31 December 2012 and 2011 the balances and volume of transactions with related
parties are as follows:

Sole shareholder Key management Total
personnel
2012 2011 2012 2011 2012 2011
Assets
Loans and other receivables 71,411 55,739 - - 71,411 55,739
Investment securities 71,429 - - - 71,429 -
142,840 55,739 - - 142,840 55,739
Liabilities
Borrowings 156,469 155,132 - - 156,469 155,132
156,469 155,132 - - 156,469 155,132
Income
Interest income 162,300 111,475 - - 162,300 111,475
Fee and commission income 4,998 11,972 - - 4,998 11,972
167,298 123,447 - - 167,298 123,447
Expenses
Interest expenses 1,337 9,678 - - 1,337 9,678
Short term employee benefits - - 15,560 15,316 15,560 15,316
1,337 9,678 15,560 15,316 16,897 24,994
28 Events after the reporting period

After 31 December 2012 - the reporting date until the approval of these financial
statements, there are no adjusting events that are materially significant for disclosure in
these financial statements.
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