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1.

GENERAL

Eurobank ad Beograd has been present in Serbia since March 2003 and today represents one of the
leading foreign investors and financial institutions in the country. Following the decade of successful
business in Serbia Eurobank offers a wide selection of standard and innovative banking products and
services.
The Bank is registered in Serbia for carrying out payment, credit and deposit operations in the country
and abroad. The Bank operates in accordance with the Law on Banks based on principles of liquidity,
safety and profitability.
Eurobank strives to be the leading choice bank for the clients in Serbia, both for the individuals and legal
entities, operating with a sense of responsibility towards employees, clients, stakeholders and the
community.

2.

ORGANIZATIONAL STRUCTURE

Activities of the Bank employees are managed by the Executive Board of the Bank, represented by the
President of the Executive Board. President and members of the Executive Board are elected by the Board
of Directors. As at 31 December 2017, the Executive Board had 5 members.
The Bank is organized into Divisions which cover basic business functions. As at 31 December 2017, the
Bank had the following Divisions:

Cabinet of the President of the Executive Board

Retail, Small and Medium Enterprises Banking Sector

Troubled Assets Sector

Operations and Organization Sector

Corporate Banking Division

Treasury Division

Finance and Control Division

IT Division

Risk Management Division

Human Resources Management Division

Legal Division

Internal Audit Division

Compliance Division

Marketing and Corporate Communication Division
Bank's Network
As at 31 December 2017, the Bank had the Head Office, 80 retail branches and 5 business centers through
which it conducts its operations. As at 31 December 2017, the Bank did not have any branches or offices
abroad.
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Human resources
As at 31 December 2017 the Bank had 1,467 employees (31 December 2016: 1,450 employees). The number
of employees includes the active staff, the employees on leave as well as direct sales agents.
Qualification structure of the employees of the Bank as at 31 December 2017 is presented below:

University degree

637

%
43.42%

College degree

332

22.63%

High-school degree

486

33. 13%

10

0.68%

2

0.14%

1,467

100%

Total

Skilled workers
Low-skilled workers

3.

FINANCIAL REVIEW

Serbian economy grew somewhat at a slower pace in year 2017, showing higher output of 1.8%. The
growth was driven mostly by personal consumption and investments, while net exports weighted in
negatively. On the production side, agricultural output was the main culprit for the lower than projected
growth, as severe droughts brought down overall GDP by 0.6pp. Meanwhile, other sectors were in line
with expectations.
Industrial production grew by a solid rate of 3.9% year on year, while manufacturing, the most important
contributor of industry, rose by 6.3%. At the same time, both energy output and mining underperformed
for the second year in a row.
FDIs came in very strong, at 2.4bn EUR, a full 27% higher year on year, although there was a higher share
of reinvested earnings and inter company loans by non-residents than typical greefield investments.
Imports outpaced exports in 2017 (13.8% vs. 12.0%), which contributed for the trade deficit to come in at
4.4bn EUR, vs 3.6bn in 2016. Consequently, the balance of payments deficit doubled to 5.7% of GDP.
The NBS continued with easing, with two quarter point reductions of the KPR during the year, ending at
3.5%. As a result, interest rates continued on a downward trend, which prompted further improvements
in the credit market. Overall, the banking sector loan book rose 5.9% in local currency, with a more
balanced growth this year between corporate and retail segments. Infaltion remained stable, ending the
year just on target of 3.0%. Fiscal consolidation yielded significant improvements, as Serbia showed a
budget surplus (of 0.5%) for the first time in a decade. Public debt, therefore, came down to 61.5% at year
end.
The economy is expected to speed up considerably in the next two years, and show growth rates of GDP
of 3.0% to 3.5%. The expansion should be driven by improved EU demand, i.e. net exports, new
investments, higher state capital spending and increase in private consumption.
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Operating revenues
Interest income
Although lending portfolio of the Bank rose in
2017, as compared to 2016, the interest income
recorded a drop of RSD 69 million (1%). The
drop in interest income was mainly due to
decrease in RSD reference rate which affected
significant part of the Bank’s total assets , , also
due to the increased pricing competition
among the banks, first of all regarding
corporate loans.

Interest income (in RSD million)

-1%

7,472

7,403

2016

2017

Interest expense
During 2017 the interest expense downward
trend continued, despite the deposit rise
compared to 2016. The Bank was very
focused on the reduction of funding costs
and was constantly reducing the cost of
deposits. This approach resulted in the
decrease of interest expense by 20% (y-o-y).
The decrease is the result of overall market
trend and the significant effort from the Bank
to reduce the cost of deposits.

Interest expense (in RSD million)

-20%

1,034

831

2016

2017
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Net Fee and Commission Income

Net fee and commisison income (in RSD
million)

In 2017, net fee and commission income was
increased by 8% compared to the previous year.
Net fee income increased was mostly due to
monthly fee
for
accounts maintenance,
MasterCard currency conversion fee and the
increase of Bankassurance fees.

8%

1,984

2,150

2016

2017

OPEX
OPEX in 2017 were higher compared to the
previous year by 2%.

OPEX (in RSD million)
2%

5,479

5,611

2016

2017
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Impairment charges

Impairment charges (in RSD million)

In 2017, the Bank continued with significant
improvement regarding impairment charges.
Impairment charges were reduced by RSD 186
million (21%).
Significant improvement in impairment charge is
coming from the fact that the Bank has managed
to fully stabilize lending portfolio and there are no
new significant inflows of NPL.

-21%

885
2016

699
2017

Final result
As at 31 December, 2017, the Bank recorded a profit of RSD 2.2 billion and continued with sustainable
profitability.
Capital adequacy
As at 31 December, 2017, the capital adequacy (CAD) ratio of the Bank was 29.15% as compared to the
prescribed ratio of 8% (as at 31 December, 2016: 18.54%). It is necessary to note that retained earnings of
the Bank amounting to RSD 10.1 billion were not included in the calculation of CAD, as they have not
been distributed yet. Including the retained earnings into CAD would increase the stated CAD ratio by
app. 8.6 percentage points.
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4.

PROTECTION OF ENVIRONMENT

Protection of the environment is one of the key pillars of corporate social responsibility in Eurobank with
an ever increasing importance. Striving at continuous improvements and implementation of its
environmental programs and initiatives, the Bank has introduced and adopted the Environmental
Management System; and in parallel with the effort to develop its Environmental Management System,
the overall impact of the Bank’s activities on the environment has also been analyzed. The results of this
analysis are the following key environmental initiatives:
Solid waste management
Following the base principles of responsible waste management – reduce, reuses and recycle – Eurobank
has been applying internal solid waste management procedures and programs, By separating, collecting
and proper management of hazardous and non-hazardous waste, the Bank reduced its solid waste
pollution. In 2017, the Bank continued with its paper and used cartridges recycling program at all Bank’s
branches locations in Serbia. In addition, all electrical and electronic waste was recycled.
Responsible financing – social and environmental risks management system
Social and environmental risks management system in the loan approval process was implemented by
the Bank in accordance with the international standards and the best practice. This System (ESRM) was
one of the core elements for good cooperation achieved with the European Bank for Reconstruction and
Development. Expanding the application of the responsible financing system to all portfolios is in
progress.
Energy and climate changes
Observing the significance of reducing the impact of the greenhouse gas emission, the Bank, accordingly,
continued to monitor the consumption of electric power and all pertaining emissions.
Green products – E-Statement
Since 2011 when e-Statements service was introduced, Eurobank has been continuously working on
promotion of the strategy of replacing the paper-based statements with the statements sent through
electronic channels of communication. This practice reduces the use of paper and toners, contributing to
the mitigation of the environmental impact from the corresponding waste.
„Green procurement” Policy
Eurobank aims at passing its environmental culture on to its customers and suppliers. In this context, it
has been gradually developing and implementing environmental protection criteria in evaluation of both
its suppliers, and the products and services they offer.
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5.

PLANNED FUTURE DEVELOPMENT

The main objectives of the Bank’s longer-term strategy are the following:
a)
b)
c)

Continuously improving profitability through enhancement of net interest income, firm control of
operational expenses and prudent cost of risk policies.
Preserving a strong liquidity position, including being fully funded from own liquidity sources and
IFIs (international financial institutions).
Maintaining a strong capital position through internal sources of capital generation and
optimization.

The main targets for the next 3 years are the following:





Net loans to grow at an average of 8% p.a.
Profitability to target a Return on Equity of 7%
Cost to Income to aim at around 50%
Decrease of NPL below 8%

Capital adequacy, as well as the use of Bank’s capital, is monitored on a monthly basis by the Bank’s
management.

6.

FINANCIAL RISK MANAGEMENT GOALS AND PRINCIPLES

Basics of risk management process
The Eurobank a.d Belgrade acknowledges that risk taking is an integral part of its operations. To this aim,
the Bank establishes mechanisms to identify all risks at an early stage, assesses their impact on the
realization of goals and manages such risks in compliance with the Law on Banks, the regulations and
requirements of the National Bank of Serbia, Basel standards, International Financial Reporting Standards
(IFRS/IAS), policies and guidelines of the parent bank and best banking practice. In addition, risk
management system and the system of internal controls of the Bank are established by Bank`s Board of
Directors which, besides the Board of Directors alone, are monitored by the following Bank’s bodies:
Audit Committee, Risk Committee and Operational Risk Committee. Functioning of the above systems is
regulated by the adopted internal policies and procedures for each materially important risk type and
independently assessed by Internal Audit function, both on the local and Eurobank Group level, and by
the External Auditors.
Risk management system has been designed in accordance to the size and organizational structure,
nature, scope and complexity of Bank operations i.e. its risk profile, and with the aim to support the
vision of the organization as the leading, universal and client-oriented Bank which ensures:
 implementation of high risk management standards;
 compliance with regulatory requirements;
 strong capital position;
 stable funding sources and strong liquidity.
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With regards to the organizational structure of the Bank and basic principles of risk management, the risk
management system is established and continuously improved in order to ensure the clearly defined
competences and responsibilities, transparent and consistent lines of communication and exchange of
information, and separation of risk taking activities from risk control and risk monitoring activities.
Strategic framework for risk management is determined by Risk Management Strategy, Capital
Management Strategy and Risk management policies, procedures, and methodologies. The purpose of
those documents is to determine the operational connection between Bank business strategy and its risk
appetite.
Main risk management goals of the Bank are to secure in long term the adequate capital level of the Bank
in order to cover all materially significant risks that Bank is or may be exposed to in its operations and to
increase economic value for shareholders, to optimize capital utilization through system of risk limits,
allocation of total internal capital requirements and strategic planning. Moreover, risk management
system has been conceived to ensure that all risks are identified, measured, controlled in a timely manner
and reported to appropriate decision making bodies.
In the course of 2017, the Bank continued to enhance risk management system by improvement of
internal documents, methods and principles in a light of harmonization with amended guidelines and
policies of the Parent Bank, as well as with the amendments to the domestic and international (EU)
regulations, recommendations of the Internal and External Audit and control findings of the NBS.
In the course of 2017, a project directed towards implementation of the new International Standard of
Financial Reporting (IFRS 9) was intensified and additional activities were performed for the purpose of
additional improvement of the risk management system in the Bank. The new international standard
IFRS 9, to replace the existing standard IAS 39, will enter into force as at 01.01.2018, and will introduce
the essential amendments to the classification and weighing of financial instruments, as well as in the
field of impairment. For the purpose of its application a project was initiated and implemented on the
Group level, as well as locally within the Bank. The project implied implementation of software tools for
value correction calculation, along with collection of the data serving as the input for the requirements of
the calculation.
In addition, the activities were intensified which are closely connected with the implementation of the
IFRS 9, however, which also have their independent role in improvement of the risk management
function in the Bank. In concrete terms, it concerns the improvement of the existing and the development
of the new models for internal rating/scoring, in order to ensure the adequate information on Probability
of Default – PD, as well as the model for assessment of other credit risk parameters, i.e. losses in case of
default (Loss Given Default – LGD) and the exposure in the case of default (Exposure at Default – EAD).
The basic goal is that in this manner the credit decisions making process is improved, but, also that in
addition to that the stated parameters may be used in the impairment calculation process according to
IFRS 9, as well as in the procedure of Internal capital adequacy assessment process (ICAAP).
In order to provide the base for implementation of the afore stated projects, the team engaged in risk
management in the Bank was strengthened in 2017, with the focus on the development and improvement
of the risk management internal models and methodologies, ensuring corresponding quality and
quantity of data and increase of the automated level of regular processes within the Risk Management
Division.
8
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Risk management process
Risk management processes include Bank bodies, competent units responsible for identification,
measurement and assessment, monitoring, limiting and reporting, and control units as well as risk taking
units.
Risk management process comprises several phases which the Bank has defined as follows:
 risk identification;
 risk measurement and assessment;
 limitation and mitigation of risk;
 risk monitoring and risk control;
 risk reporting.
The process is entirely based on the documented policies and procedures that are regularly reviewed in
terms of their comprehensiveness, accuracy and efficiency.
Major financial risks the Bank is exposed to in its operations are the following: credit risk, liquidity risk,
market risk and operational risk.
The Risk Management Division operates independently from other business units and it is responsible for
management of credit risk, operational risk, liquidity risk and market risk. The Division comprises of the
following departments:
 Credit Risk Department;
 Credit Control Department;
 Market Risk Department;
 Operational Risk Department;
 Collateral Management Department;
 Risk Modeling Department;
 Integrated Risk Management Department;
 Data Management Unit.
For the purpose of risk management, the Risk Credit Management Division prepares and proposes
necessary internal documents in order to implement risk management strategic objectives and policies,
regularly evaluate risks and reports to various boards and committees of the Bank.

7.

MAJOR FINANCIAL RISK MANAGEMENT POLICIES

Liquidity risk
Liquidity risk is the negative effects risk on financial result and capital due to inability of the Bank to
settle its due obligations.
Liquidity risk occurs due to:
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withdrawal of the existing funding sources as well as due to inability to attract new sources
(liquidity funding source risk) or
difficulties in conversion of assets into liquid assets due to market disruptions (market liquidity
risk).

In order to ensure cautious liquidity risk management, within its Market Risk Policy, and in accordance
with the Group liquidity risk management guidelines, the Bank defined liquidity risk management
specifying the manner of liquidity measurement, monitoring, and management. The Policy includes
projections of cash flows, minimal liquidity levels, functions involved in liquidity risk management,
liquidity risk monitoring and review functions, limit monitoring roles and responsibilities, escalation
procedure for limit breaches, etc. In addition, in order to ensure an efficient process of managing liquidity
risk and stable functioning of the Bank in circumstances requiring increased monitoring and liquidity
management, within the Methodology – Contingency Business Plan, the Bank defined:

procedures for identifying possible liquidity problems;

list of indicators for early detection of possible problems related to the Bank`s liquidity;

the process of reporting, communication, the way of accessing available or potential sources of
liquidity;

persons and relevant Bank bodies responsible for identifying problems related to the Bank`s
liquidity;

persons and relevant Bank bodies responsible for making decisions in such situations.
The goal of Bank liquidity risk management is to ensure:

that necessary liquidity management policies and procedures are established and implemented;

sufficient liquid assets and adequate liquidity enabling a cautious carrying out of operations and
settlement of Bank’s due obligations;

high quality of liquid assets enabling the Bank to successfully face a funding crisis;

regular monitoring and control of the interbank financing capability, stability and diversity of the
deposit base, total liquidity status of the Bank and external market environment

regular daily and continuous monitoring of the liquidity position through banking operations;

assessment of Bank liquidity adequacy in crisis through stress testing;

fulfillment of regulatory requirements.
Also, the Assets and Liabilities Management Committee regularly monitors and analyzes the Bank's
operational liquidity, while the Assets and Liquidity Division performs operational liquidity
management at the daily basis.
Referring to the Core Principles issued by the Basel Committee on Bank Supervision implemented from
June 2017 regarding the reliable liquidity risk management and control, the Bank includes the following
in its analyses:

Liquidity coverage ratio (LCR);

Net stable funding ratio (NSFR).
In the event of an increased liquidity risk, the Bank shall use risk mitigation methods which include (but
are not limited to):
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undertaking measures to change the balance sheet assets structure in terms of repayment
deadline;
utilization of the available lines with parent bank and other contractual parties;
focusing on placement of funds into highly liquid assets;
submitting a proposal to the Board of Directors for capital increase.

Credit risk
Credit Risk represents the possibility of occurrence of negative effects on the Bank financial results and
capital due to the failure of debtors to meet their obligations towards the Bank. Credit risk is conditioned
by the financial status and creditworthiness of the client, the timely settlement of their obligations
towards the Bank and quality of the collateral.
Credit risk management aims to maximize the risk-adjusted return rate of the Bank, by maintaining the
credit risk exposure within acceptable parameters.
Main goals of credit risk management are the following:

maintaining lending standards;

credit risk monitoring, limitation and control;

adequate assessment of new business opportunities;

Identification and management of non-performing placements.
The Bank manages credit risk at the level of the entire lending portfolio as well as on the level of
individual clients and transactions. In terms of lending operations, the Bank established Credit policies in
accordance with Parent Bank requirements and best international practices whereby it ensured welldefined loan placement approval process, independent assessments of loan placements and an efficient
credit risk management. By Credit Risk Management Policy adopted by the Board of Directors, the Bank
particularly defined general principles for credit risk management, competencies and organization of
credit risk management function, identification of such risks and the sources of their creation, reporting
on this risk, risk mitigation techniques, system of limits (external/regulatory limits, internal limits and
early warning signals) and rules for decision making in case of deviation from established limits in
regular operation or stress occasions.
The Bank manages the credit risk at the level of the individual lending exposure and at the level of the
entire portfolio.
Main rules which Bank applies when undertaking credit risk at the level of an individual client and
transaction are the following:

Detailed understanding of the economic background of the transaction (i.e. purpose of the loan,
profitability of transaction, risks in transaction, related parties interdependences and etc.);

Assessment of client's creditworthiness on the basis of analysis of client's financial standing, his
ability to repay the loan, as well as the dynamics and source of loan repayment;

Sensitivity analysis of client's business operations in relation to the RSD exchange movement;

Foreign currency position compliance analysis (i.e. compliance of FX position when client has
inflows in different currency than outflows);

Analysis of economic sector which the debtor operates in, the position of the debtor at the market,
the specific characteristics of the debtor and other relevant indicators;
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Analysis of type and quality of security instruments;
Analysis of accomplished business relation with the client (i.e. current and previous/historical
collaboration with client);
Control of special purpose of loan use and sources of loan repayment;
Control of client's operations in the period of loan repayment.

At the level of the overall portfolio, the Bank manages credit risk by carrying out the following activities:

Structure and quality analysis of the entire Bank's credit portfolio by using different criteria
(currency and sector structure analysis, collection risk and adequacy of provisions as well as
analysis of security instruments and their impairment);

Monitoring of different levels of exposure (analysis of exposures per segments and sectors, limit to
large exposures and risky placements);

Monitoring of individual lending exposures wherein early warning signs have been observed as
well as those wherein problems in collection have been identified;

Sensitivity analysis of portfolio due to impairment of placements and change of collateral value;

Analysis of collection efficiency from collateral instruments.
Bank assesses credit risk based on the quantitative and qualitative indicators through which level of
exposure to credit risk is presented and monitored. The assessment of credit risk is performed by the
Bank in accordance with:

Provisions of the National Bank of Serbia regulating the classification of balance sheet assets and
off-balance sheet items of the Bank. In accordance with those provisions and internally adopted
Methodology for application of classification criteria for the Bank`s receivables, the Bank calculates
special reserves for estimated losses, and

Bank`s internal methodology regulating the calculation of allowance for impairment for balance
sheet assets and provisioning for losses for off-balance sheet items. The methods and techniques
applied in both individual and collective assessment, as well as assumptions on which the
methodological approach is based on and by which the Bank reduces the use of expert judgment
and shifts focus to historical data for modeling, are defined by the Methodology for calculation of
impairment for balance sheet assets and provisioning for losses for off-balance sheet items, adopted
by the Executive Board. Additionally, the Methodology covers also the calculation for provisioning
for the exposure towards the banks and other exposures.
At the level of an individual client and transaction, the assessment of the credit risk is performed by
evaluating the client’s financial standing i.e. the client’s creditworthiness, whereas the type of indicator
used depends on the category of a client and particulars of their business operations and legal status.
Apart from the client’s financial standing i.e. the client’s creditworthiness measured by quantitative
indicators, the Bank uses a series of qualitative indicators, such as the industry sector the client operates
in, credit history, management quality, previous cooperation with the client, etc.
At the Bank portfolio level, the assessment of credit risk is performed by calculating the special reserve
and required reserve for estimated losses, allowance for impairment for balance sheet assets and
provisioning for losses for off-balance sheet items as well as by determining capital requirement to cover
credit risk. In order to examine the impact of negative movements based on credit risk exposure, the Bank
carries out credit risk stress testing which includes the impact of negative macroeconomic movements
and stress scenarios related to development of credit risk main parameters, delinquency rate and losses
arising from default in settlement of obligations towards the Bank. In case that stress test of credit risk
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shows unfavorable result, the Bank shall implement the measures and techniques for mitigation of risk
prescribed in the Credit Risk Management Policy.
The Bank controls the level of exposure to the credit risk by means of the following:
 adequate credit request selection;
 application of limits;
 placement diversification;
 application of adequate collateral.
For the purpose of credit risk management, the Bank regularly conducts the analyses of exposures per
different product type, client category, exposures to related parties, sector exposure and the like. In this
manner the Bank monitors and re-examines the established system of limits, and in case of larger
exposures or reaching the established limits, carries out the activities to decrease exposure or acquire
additional collaterals. Bearing in mind that collaterals have a significant role in the decrease and mitigation
of credit risk exposure, the Bank controls collaterals as a part of the recognition and valuation process.
Within credit risk exposure, the Bank acknowledges exposure to foreign currency induced credit risk,
concentration risk, residual risk arising from the reduction of collateral value, as well as the risk relative to
the debtor’s country of origin. Accordingly, the Bank manages and controls these risks simultaneously
within credit risk management.
Foreign currency induced credit risk represents the possibility that the Bank suffers a loss due to the
debtor’s failure to meet their obligations within the stipulated deadlines, arising from the negative effects
of the RSD exchange rate change on the debtor’s financial situation. The Bank assesses this risk at the
level of an individual client by means of qualitative and quantitative client analysis estimating the client’s
FX position matching and the subsequent exposure to this risk. At the portfolio level, within the ICAAP
process the Bank carries out calculation of the internal capital requirement for this type of risk.
Concentration risk is a risk which, directly or indirectly, arises from Bank exposure to the same or a
similar risk source, i.e. to the same or a similar type of risk. Concentration risk sources are as follows:
 Large exposures (implies large exposures to a single person or group of related persons, as defined
by the Decision on Risk Management – the so called single name risk);
 Economic sectors;
 Geographic area;
 Types of products;
 Collateral instruments (including maturity and currency mismatch for deposits and old savings
bonds).
In order to assess and manage concentration risk, the Bank applies regulatory limits defined by the NBS
Decision on risk management of a bank and also by using the appropriate exposure limits determined by
internal policies and guidelines which enable the diversification of the credit portfolio. For this purpose, the
Bank established Policy for investment risk and concentration risk management, adopted by the Board of
Directors, by which the Bank in particular defined general principles for concentration risk management,
competencies and organization of concentration risk management function, identification of this risk and its
sources of creation, reporting on this risk, risk mitigation techniques, system of limits (external/regulatory,
internal and early warning signals) and rules for decision making in case of deviation from established
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limits in regular and stress occasions. Within the ICAAP process, the Bank calculates the internal capital
requirement for this type of risk, as a part of capital requirements for credit risk.
Residual risk represents the risk of negative effects on the Bank’s financial results and capital due to
deterioration of the effectiveness of credit risk mitigation techniques. Considering the significance of the
collateral and its efficiency in credit risk mitigation, the Bank clearly defined in its credit policies,
guidelines and procedures the acceptable collateral categories, criteria for their acceptance, monitoring
and insurance in the event of adverse occurrences. In this respect, the Bank applies a prudential approach
and regularly monitors and assesses collateral through appropriate internal regulations and regulatory
provisions in order to reduce the credit risk exposure.
More precisely, to mitigate residual risk, the Bank undertakes the following:
 Implements the activities with an aim that the real estate valuations are being timely performed;
 Uses values recovered from the sales of collaterals in the past in the calculations of average
haircuts which are applied to real estate market value for the purpose of cautious determination
of the secured part of exposure, and for the requirements of allowances for impairment of the
balance sheet assets and provisioning for the off-balance sheet items;
 Periodically compares valuations performed by Eurobank Property Services with the valuations
of other valuators.
Country risk is determined by assessing the information regarding the risk arising from a particular
country through regular evaluation of rating data by Moody’s rating agency. Each change in the country
rating issued by this rating agency is considered when assessing risk. In order to carry out control and
risk management at a general level, the Bank determined limits including the maximal allowed exposure
towards a country.
The goals of managing foreign currency induced risk, residual risk and concentration risk are in
correlation with the goals of credit risk management and directed at ensuring the appropriate dispersion
of the Bank’s portfolio and credit risk mitigation instruments and prevention of their concentration.
Market risk
Market risk is the risk of negative effects on the Bank financial result due to changes in the value of
balance sheet positions caused by the change of market prices. In terms of market risk, the Bank is
exposed to the risk of changing the prices of debt and equity securities and foreign exchange risk. The
existing market portfolio Bank consists of debt securities (bonds and T-bills of the Republic of Serbia),
derivatives and to the small extent – shares of the companies that are listed on the Belgrade Stock
Exchange (BSE).
The price risk of debt securities represents the risk of changes in the price of these securities due to
changes in interest rates and includes the specific and general price risk. The general risk of the prices of
debt securities is a risk of change in prices of debt financial instruments caused by changes in the general
level of interest rates. The specific risk of the prices of debt securities represents the risk of change in
prices of debt financial instruments caused by a change in the factors related to the issuer of the securities.
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The price risk of equity securities represents the risk of change in the price of these securities and may be
general or specific. The general price risk of equity securities represents the risk of change in the price of
the owner’s financial instruments caused by changes in the general level of prices of such securities. The
specific price risk of equity securities is the risk of change in the price of the owner’s financial instruments
caused by the change of factors relating to the issuer of the securities.
The assessment of the market risk exposure includes the following in particular:
 all Bank activities sensitive to the change of market conditions;
 all open positions arising from Bank activities;
 exposure concentration in the banking book;
 liquidity of all financial markets the bank trades at;
 volatility of the market price of Bank’s trading financial instruments;
 correlations between market prices of various trading financial instruments of the Bank;
 correlation between market and other risks, especially credit and operational risk, as well as
liquidity risk;
 complex financial instruments and financial derivatives;
 embedded options.
Goals of market risk control and monitoring are as follows:
 protecting the Bank from unforeseen market losses and contributing to the income stability
through independent identification, assessment and understanding of market risks in operations;
 developing transparent, objective and consistent information on market risks as the basis of
adequate decision making;
 implementing market risk control standards determined by the National Bank of Serbia and
Eurobank Group.
Interest rate risk in the Banking Book
Interest rate risk in the Banking Book is the risk of negative effects occurrence on Bank financial results
and capital due to changes in the value of its assets and liabilities or due to the opportunity cost caused
by the change in interest rates on the market .
Main sources of interest rate risk are as follows:
 Risk of maturity mismatch or re-pricing period mismatch of Asset and Liability (Repricing risk);
 Yield curve risk the Bank is exposed to due to the change of short and long term interest rates, ie
due to the change in the shape of the yield curve (Yield curve risk);
 Basis risk the Bank is exposed to due to different referential interest rates in Asset and Liability,
with the similar characteristics in terms of maturity or re-pricing (Basis risk);
 Optionality risk arising from the client's decision to use his contractual right to repay the loan
early or to withdraw the deposit, as a result of an interest rate fluctuation (Optionality risk).
Interest rate risk management is directed at ensuring adequate profitability and safety of Bank business
operations within the established risk appetite by maintaining interest rate exposure within the defined
limits and specific thresholds.
Main goals of interest rate risk management are as follows:
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optimization of assets and liabilities position sensitive to interest rate movements
timely assessment of negative effects of interest rate changes
limiting potential losses from change of interest rates.

With regards to the assessment of the interest rate risk exposure and its effect on financial result, the Bank
analyses two perspectives:
 The perspective of the income sheet where the analysis focuses on the impact of interest rate
changes to calculated and declared financial result, through the change in net interest income
(short term perspective);
 The perspective of the economic value, analyzing the impact of interest rate change on economic
value of Bank assets, liabilities and off-balance sheet positions (long term perspective).
In order to measure and assess the interest rate risk, the Bank analyses the following:
 value of on balance sheet and off-balance sheet positions sensitive to interest rate changes;
 interest rate volatility;
 time period over which there is an exposure to interest rate risk;
 application of stress scenarios.
The Bank manages interest rate risk by applying its internal policies through which it limits and monitors
interest rate risks, as well as by implementing activities and techniques which mitigate the risk of net
assets decrease due to adverse movements of interest rates. In this respect, the Bank applies the following
models for interest rate risk management:
 gap analysis;
 measurement of Bank income sensitivity to change in interest rates;
 scenario analysis.
Interest rate risk management represents a set of measures by which Bank minimizes interest rate risk as
follows:
 ensuring that assets and liabilities items sensitive to interest rate movements are as balanced as
possible;
 monitoring defined internal limits which are regularly re-examined and reviewed, if necessary.
In order to decrease and hedge this risk, the Bank carries out the following activities:
 undertakes measures to change the date of balance sheet assets interest rate date;
 uses financial derivatives to hedge the interest rate risk;
 defines new products to mitigate the undertaken interest rate risk.
Currency risk
Currency Risk represents the risk of the possibility of occurrence of negative effects on the Bank financial
results and capital due to foreign currency exchange rate changes, and the Bank is exposed to this risk on
the basis of the items in the banking book and the trading book.
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Exposure to this risk may lead to a potential loss on open FX position that is not covered and secured
(assets, liabilities, capital and FX obligations) if (from the viewpoint of the reporting currency) the
currency of the FX position depreciates, or potential income if the foreign currency appreciates with
regards to the reporting currency.
FX assets are defined as assets in foreign currency, RSD assets with currency clause, gold and precious
metals, reduced by the amount of provisions for these assets.
FX liabilities are defined as liabilities in foreign currency, RSD liabilities with currency clause, gold and
precious metals.
Currency risk management is directed at maintaining the exposure to this type of risk within the defined
limits and achieving the planned profit.
Main goals of currency risk management are as follows:
 ensuring the optimal currency structure of assets and liabilities in Bank balance sheet;
 timely assessment of negative effects on financial result caused by adverse currency movements;
 limiting potential losses from currency movements.

Main sources of currency risk include:
 direct risk arising as the consequence of currency exchange rate movements;
 volatility risk representing the risk of the exchange rate volatility.
The Bank may be exposed to currency risk from assets and liabilities currency structure mismatch arising
from the change in value of inter-currency rates and local currency leading to change in the value of
future income and expense. Also, the Bank may be exposed to this risk due to transaction denominated in
foreign currency.
In order to measure and assess currency risk, the Bank applies internally defined methodologies through
which it examines the degree of currency risk exposure by calculating FX position and currency risk
indicators, determining internal capital requirement, performing gap analysis and by stress testing.
The Bank maintains the currency risk exposure by regular monitoring and control of the open FX position
in relation to:
 internally established limits in accordance with the risk appetite (the prescribed limit for open FX
position stands at EUR 20 million maximum);
 regulatory ratio (open FX position is limited to 20% of the Bank regulatory capital).
If the currency risk increases, the Bank shall use risk mitigation techniques which include (but are not
limited to):
 undertaking measures to change the currency structure of assets and liabilities;
 closing of open position at the interbank market;
 using financial derivatives to hedge currency risk;
 submitting the request for capital increase to the Board of Directors.
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Operational risk
Operational risk is the risk of the possible occurrence of negative effects on Bank financial results and
capital due to omissions (deliberate or accidental) of the employees, inadequate internal procedures and
processes, inadequate management of IT and other Bank systems, as well as due to the occurrence of
unforeseeable external events. Operational risk includes legal risk representing the risk of adverse effects
on the Bank’s financial result and capital arising from court or out-of-court proceedings relating to the
Bank’s operation (contracts and torts, labor relations, etc.).
Bank strategy is to always maintain its operational risk exposure at the lowest possible level.
Main goals of operational risk management are as follows:
 implementing and managing operational risk framework, and harmonizing Bank structure and
processes with the international best practices of banking operations;
 introducing risk identification processes such as risk and control self-assessment;
 promoting the use of key risk indicators where suitable and use of instruments of security;
 collecting data on historical risk-related events;
 clear definition and consistent approach to operational risk in order to enable its joint assessment
and grouping within the Bank;
 proactive operational risk management within the Bank by connecting business activities to risk
control goals;
 comprehensive and integrated risk reporting;
 adhering to Eurobank Group guidelines and fulfilling local regulatory requirements and
practices related to operational risk within Bank competences;
 achieving comparative advantage with regards to operational risk management by reaching
decisions based on risk analysis;
 utilizing the advantages of international know-how and good practices in relation to operational
risk management.
Fluid form of operational risks, which accounts for their presence in all segments of business operations,
significantly affects modeling of the management process which is based on proactive approach and
management at all decision-making levels of the Bank. Management models are based on: database,
control and reporting systems, models for measuring operational risk exposure, as well as IT systems
support.
Operational risk management process has a functionally connected, phased structure. Main phases of the
process are as follows:
 risk identification,
 assessment of exposure to operational risk,
 introduction of the appropriate control mechanisms for managing and mitigating operational risk
exposure of the Bank,
 analysis of the implementation of control mechanisms and their efficiency,
 analysis of residual risks after the introduction of a control mechanism and the analysis of its
efficiency
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Strategic goals of the Bank operational risk management are as follows:
 Maintaining the safety of the Bank and its resources at an acceptable level by means of
appropriate reactions and activities undertaken in order to continually decrease operational
losses;
 Undertaking corrective activities related to operational risk events which significantly impact
Bank performance and may jeopardize day-to-day business operations or lead to significant
financial losses;
 Complying with the requirement of the local bank supervision and the competent international
institutions, including Basel Committee for Bank Supervision
When managing operational risk, the Bank identifies the existing operational risk sources, as well as
potential risk sources that may arise from the introduction of new products, services, new processes and
systems and also from outsourcing of the Bank activities.
When identifying risks, the sources of operational risk are determined and are monitored per business
lines and other criteria prescribed in the internal methodology by means of which the Bank creates an
internal operational risks database.
Apart from collecting and managing operational risk events (historical data), the Bank applies the
following methods:
 creating key risk indicators (KRI) – indicators based on historical data which point to the
operational risk exposure (at present),
 risks and controls self-assessment (RCSA), the aim of which is to identify, assess and ultimately
mitigate operational risk (short term aspect of risk assessment),
 scenario analysis, through which operational risk stress testing is performed (mid-term to longterm assessment).
Other than that, the Bank established standards of information systems operations (including also the
alternative channels services), developed systems of their protection and established process of business
continuity management – plan of operations in crisis situations, as well as disaster recovery plan.
In order to mitigate and hedge operational risk, the Bank uses the following measures:
 covering all Bank activities by appropriate internal regulatory documents (policies, procedures,
working instructions and the like);
 regularly reviewing procedures, policies and other internal acts of the Bank;
 controlling their implementation;
 insurance policy from criminal/ processional liability and liability of directors and employees;
 property insurance, as mitigation of the operational risk coming from damage to physical assets;
 ensuring additional funds and capital where necessary.
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8.

EXPOSURE TO SIGNIFICANT FINANCIAL RISKS

Liquidity risk
During 2017, the Bank continued to maintain a high level of liquidity which can be illustrated through the
analysis of the prescribed regulatory liquidity ratio and narrow liquidity ratio.
The liquidity ratio is the ratio of the sum of first and second order liquid assets (cash, funds at the
accounts with other banks, deposits with the Central Bank, receivables in realization process, irrevocable
credit lined approved to the bank, financial instruments quoted on the stock market and other bank
receivables with maturity up to 1 month). The narrow liquidity ratio is the ratio of level 1 liquid
receivables of a bank and the sum of liabilities payable on demand or with no agreed maturity and
liabilities falling due within a month from the date of liquidity ratio calculation.
During the whole period, the two ratios were above the borderline values prescribed by NBS as
illustrated in the graph bellow:

In accordance with the regulatory limits, the Bank maintained liquidity ratios above the prescribed level,
which stands at above 1 for liquidity ratio, and above 0.7 for the narrow liquidity ratio.
The Bank liquidity ratio in 2017 ranged from 1.46 to 2.40, whereas the narrow liquidity ratio ranged from
1.09 to 1.92.
As at 31 December 2017, the Bank calculated the following values:

Liquidity ratio: 1.69;

Narrow liquidity ratio: 1.22.
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In addition to the aforementioned two ratios, since June 2017 the bank has calculated another liquidity
ratio, Liquidity Coverage Ratio, which is an integral part of the regulatory requirements. The liquidity
coverage ratio is the ratio of liquidity buffer and net liquidity outflows over a 30 day stress period.
Liquidity Coverage Ratio ranged all the time above the limit value prescribed by the NBS of 100%, that is
illustrated in the graph bellow:

Liquidity coverage ratio in 2017 ranged from 228% to 664%. As at 31 December 2017, it amounted to
572%.
For the purpose of monitoring the risk exposure towards cash inflow and outflow gap, the Bank balance
positions are distributed into 7 time segments based on which gap is determined, and in turn, based on
this gap the Bank determined the internal liquidity ratios:

Liquid assets (0 - 30 days)/short term liabilities

gap (0 - 30 days)/short term liabilities
During 2017, the Bank maintained a high level of liquidity as per internally determined ratios which were
above the prescribed limits which testifies to the fact that the Bank settled all its obligations without
delays and that the clients could, at any given moment, dispose of their funds without limitations.
The Bank’s highly liquid position is illustrated in the following graphs:
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Internally prescribed limit for the ratio of liquid assets up to 30 days and short term liabilities stands at
20%. During 2017, realized ratio ranged between 43.93% and 52.89%
For the indicator which refers to the overall gap of assets and liabilities up to 30 days and short term
liabilities, the internally prescribed borderline value is -20%. Realized ratio ranged from 26.66% to 45.56%.
Considering the conditions in the local banking market, as well as the macroeconomic indicators in Serbia
and globally, in 2017, the Bank demonstrated a highly efficient management of liquidity risk. A solid
diversification of funding sources was achieved, whereas further optimization of the funding sources
remains one of goals in 2018.

Credit risk
In accordance with the Decision on the capital adequacy, the Bank applies standardized approach for
measurement of credit risk within which all exposures are assigned to the appropriate class for which
different risk weights are applied and capital requirements for credit risk are calculated. For the purpose
of internal capital adequacy assessment, the Bank applies the adjusted approach, correcting the
standardized approach in line with internal risk appetite
Comparative review of important classes of exposure and capital requirements is provided in the
following table:
(in 000 RSD)
Exposure classes

Net exposure

(u 000 RSD)

31.12.2017.

31.12.2016.

Republic of Serbia and Central Bank of Serbia

33,801,239

34,795,583

Banks

10,573,984

Retail exposures
Corporative
Other exposures
Exposures secured by mortgages on real estate
Exposures in default status
Total

Capital requirements
31.12.2017.

31.12.2016.

12,468,202

150,862

792,727

67,125,294

53,384,923

3,483,552

4,238,512

45,128,292

42,665,986

2,861,094

4,258,432

214,008,130

225,338,147

354,843

480,064

9,055,569

271,321

20,172,195

719,739

399,864,703

368,652,841

7,841,411

9,769,735
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For the purposes of monitoring the quality of the loan portfolio, all exposures, according to the criteria of
the National Bank of Serbia are classified into five categories of risk. Quality review of the total portfolio
is given in the following table:
(in 000 RSD)
Period

31.12. 2017.

Category

Off-balance
items

Assets

31.12.2016.
Total

Total

A

38,381,623

4,591,539

42,973,162

44,276,110

B

50,430,358

11,631,350

62,061,708

47,201,679

V

11,926,099

4,948,125

16,874,224

15,030,090

G

3,886,668

65,390

3,952,058

3,391,146

D

20,190,670

5,430,222

25,620,892

40,013,824

Ukupno

124,815,418

26,666,626

151,482,044

149,912,849

In the total Bank's portfolio as at 31.12.2017, the largest amount of exposure refers to the categories of
acceptable levels of risk (A, B and V category). Compared to the previous year, in 2017 the participation
of problematic categories G and D decreased from 28.95% to 19.29% as a result of collection of client’s
missing documentation, new re-valuations of mortgages, collection of receivables and portfolio growth.
On the other side, the participation of acceptable (i.e. performing) categories increased from 71.05% to
80.71% due to regular credit operations.

For the purpose of mitigating credit risk exposure, the Bank obtains credit risk mitigation instruments
(collaterals). Overview of the received collaterals is given in the following graphic:

Assessed value of received
collaterals as of 31.12. 2016

97.13%

Deposit

2.87%

Assessed value of received
collaterals as of 31.12. 2017
3.98%

96.02%

Mortgages

Deposit

Mortgages
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In order to minimize the exposure to credit risk, the Bank continuously conducts the following activities:
 Consistent application of the methodology and procedures relating to credit risk assessment;
 Adequate diversification of the credit portfolio in order to disperse credit risk and minimize
potential losses;
 Identifying early warning signals that may indicate a deterioration in the clients’
creditworthiness, in order to timely take appropriate actions to protect the Bank's lending
portfolio, and therefore also the capital;
 Monitoring of individual exposures and clients;
 Monitoring the total lending portfolio, in order to maintain the quality of the loan portfolio,
timely detect and monitor non-performing loans, as well as the formation of reserves that
contribute to the coverage of credit losses.
Market risk
The Bank applies standardized approach for the calculation of capital requirements for market risk in
accordance with NBS requirements in order to determine capital adequacy.
Capital requirement for price risk from open positions of trading portfolio of the debt and proprietary
securities, as well as derivatives, shares, interest rates and foreign currency exchange rate, are calculated as
the sum of the following:
 general risk, risk of price change of the relevant financial instrument due to general change of the
interest rate or price level at the stock market, calculated on the basis of the standardized approach,
and
 specific risk, i.e. the risk of price change of the relevant financial instrument due to factors related
to the issuer, calculated on the basis of the standardized approach, and
Capital requirement for price risk is calculated as per trading book elements, by means of the maturity
date method, also considering long or short positions of debt securities as well as other short positions of
swap and forward contracts recorded in the trading book in currencies as per transactions performed, as
well as per the remaining period until due date.
On the basis of the trading book position in the amount of RSD 32.29 bn as at 31 December 2017, the Bank
calculated capital requirements for:

Price risk from proprietary securities in the amount of RSD 67 thousand, and

Price risk from debt securities in the amount of RSD 34,872 thousand.
Bank exposure arising from investment into entities outside of the financial sector and into Bank PPE, as at
31 December 2017, were within regulatory requirement of 60% of the regulatory capital and amounted to
10.53%.
Interest rate risk
The Bank has internal mechanism developed for managing the interest rate risk in the banking book in
accordance with the Risk Management Policy and Strategy and with the aim of defining in detail the
process of identification, measurement, mitigation, and reporting on the interest rate risk.
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Also, once a month, the Bank determines the total interest rate gap through which it observes maturity
gap of interest-sensitive assets and liabilities as a whole, but also individually per significant currencies.
The impact of the interest rate on capital is measured by calculating the sensitivity of the Bank capital
economic value to the change of interest rates.
During 2017, the interest rate risk indicator, as the measure of the impact on the Bank capital, and in
reference to the model which considers the net present value principle in the parallel movements of the
yield curve for 100 bps, remained below the defined limit.
Currency risk
Bank strategy in terms of the currency risk is aligned with the strategic goals of the overall business
operations and is shown through compliance with both the regulatory limit of the National Bank of
Serbia standing at 20% of the Bank capital, and the internally prescribed limit for net open FX position
amounting to EUR 20 million.

During 2017, the value of the FX risk ratio was well below the borderline value and as at December 31 st it
stood at 4.66%, whereas at the same date it ranged from 0. 89% to 6.63%. The exposure in EUR is
dominant in the currency exposure structure.
The largest average exposure was in EUR, with the average limit utilization of 19.3%, (against the limit of
EUR 20 million).
(000 EUR)

Currency

FX open position

Exposure

Internal limit utilization %

EUR

11,542

57.7%

CHF

-113

5.7%

USD

120

2.4%

GBP

29

2.9%

668

33.4%

Other currencies
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Gaps per currencies are continually monitored and, when necessary, appropriate measures are
undertaken to mitigate severe oscillations and to control the currency risk exposure.
As at 31 December 2017, assets and liabilities in foreign currencies, both in total and individually per
foreign currencies, are matched to the extent acceptable by the regulator and also by the Bank
management.

(000 EUR)

EUR
Total

(000 EUR)

EUR- Indexed

USD
Total

EUR- Indexed

Long position

693,509

396,492

Long position

16,512

-

Short position

681,967

9,710

Short position

16,392

-

11,542

386,782

120

-

Gap

(000 EUR)

Gap

CHF
Total

(000 EUR)

EUR- Indexed

Other currencies
Total

EUR- Indexed

Long position

116,134

113,334

Long position

2,878

-

Short position

116,247

4,697

Short position

2,182

-

(113)

108,638

696

-

Gap

Gap

The Bank continually conducts currency risk managing in order to maintain it at the level acceptable by
the risk profile.
Currency risk internal controls system is integrated into all bank business activities, as well as the
independent control of the adequacy and efficiency assessment of the currency risk management system.
As a part of the currency risk management, the Bank uses derivatives and other instruments and
measures with regards to assets and sources of assets in order to decrease and mitigate the exposure to
the said risk.
The Bank established a reporting system which includes internal and external reporting. In accordance
with the said reporting system the Risk Management Division reports in a timely manner to the National
Bank of Serbia and the Bank management, as well as to the competent boards and committees, and
organizational units.
Internal reporting system includes the currency risk exposure assessment, compliance with the external
and internal limits as well as the stress testing results.
Operational risk
Operational risk is the risk encompassed by the minimum capital requirement in line with the Decision
on capital adequacy. Accordingly, the Bank decided to use the basic indicator approach to calculating
minimum capital requirements for operational risk.
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INDEPENDENT AUDITOR’S REPORT ON THE ANNUAL REPORT
To the shareholders of Eurobank a.d. Beograd
We have audited the accompanying financial statements of Eurobank a.d. Beograd (“the Bank”) for the
year ended 31 December 2017 disclosed in the annual report and issued the opinion dated 19 April 2018.
Report on annual report
We have verified that the other information included in the annual report of the Bank for the year ended 31
December 2017 is consistent with the financial statements referred to above. Management is responsible
for the accuracy of the annual report of the Bank. Our responsibility is to express an opinion on the
consistency of the annual report of the Bank with the financial statements based on our verification
procedures.
Auditor’s responsibility
We conducted our verification procedures in accordance with the Law on Auditing and auditing regulation
effective in the Republic of Serbia. This regulation requires that we plan and perform the verification
procedures to obtain reasonable assurance about whether the other information included in the annual
report which describes matters that are also presented in the financial statements is, in all material
respects, consistent with the relevant financial statements. We believe that the verification procedures
performed provide a reasonable basis for our opinion.
Opinion
In our opinion, the other information included in the annual report of the Bank for the year ended 31
December 2017 is consistent, in all material respects, with the financial statements.

Refer to the original signed
Serbian version
_________________________
Saša Todorović
Licensed Auditor

Refer to the original signed
Serbian version
_____________________________
PricewaterhouseCoopers d.o.o., Beograd

Belgrade, 19 April 2018
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