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CHAPTER ONE
BACKGROUND

USAID BusIness FInance (BF) was requested by USAID to evaluate the performance and
fInancIal conditIOn of each Agent Bank responsible for ongInatmg and servIcmg BF loans to
Bosman borrowers This evaluatIOn was tImed to occur dunng the fmal (l June - 30 September
1998) optIOn penod of Contract No 168-0056-C-00-7104-00, and to comcIde With an audit of all
loans In the BF portfolio, a revIsion of the Agency Agreement, and an mcrease m resources
dedIcated to loan momtonng Together, these Imtlatlves were designed to mcrease eXistIng
protectIOns for the funds under BF management They were also mtended to lay a foundatIOn for
Improved BF portfolio quality-while mamtaInIng BF's loan ongInatIOn target of DM 17 5
mIllIon per month-pnor to the InitiatIOn of a new contract for management of the USAID
BusIness FInance project

A team of three was formed to conduct the Agent Bank evaluatIOns, and make recommendatIOns
as to WhICh banks should be offered the opportumty to sIgn revIsed Agency Agreements WIth
BF BF attorneys and other staff members also contllbuted to the team's efforts

Chapter One-Background
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CHAPTER TWO
TASKS AND APPROACH

SIX groups of tasks related to the Agent Bank selectIOn process were carned out by members of
the ABST m the penod June-August 1998 These tasks are descnbed below

EVALUATIONS

Three groups of banks were evaluated The fIrSt group consisted of 22 banks operatmg under
eXlstmg BF Agency Agreements and servlcmg loans to one or more BF borrowers The second
group consisted of seven banks operatmg under eXlstmg BF Agency Agreements, but not yet
servlcmg any loans to BF borrowers The third group consisted of three banks applymg for BF
Agency Agreements for the fIrSt time Table 1 hsts all 32 evaluated banks and their status With
BF

For all banks m the fIrSt group, three sets of data were exammed First, the ABST evaluated each
bank's past performance m the ongmatlOn and servlcmg ofBF loans Data were collected on
the quahty, volume, and geographic and mdustry coverage of each bank's ongmatlOn m the BF
program InformatIOn was also gathered on each bank's comphance With BF closmg and
disbursement reqUirements, quahty of loan momtorIng, adherence to BF repayment procedures,
staff quahty, and overall level of cooperatIOn With BF WhIle some data were quantitative and
obtamed from reports generated by BF's loan and management mformatlOn systems, other data
were quahtatlve and derIved from mtervlews With BF credit, audit, speCial assets, and operatIOns
staff A list of mtervlews conducted by the ABST IS attached as AppendiX 1

Second, the ABST evaluated each bank's operatIons mternal and external to the BF
program Data m thIS area were gathered from the Agent Bank apphcatIOn completed by each
evaluated bank-a blank apphcatlOn IS attached as AppendiX 2-and from on-site reviews of each
bank's operatIOns At nearly every bank, the ABST met m person With the general director, the
director of fmance, the director of credit, the director of operatIOns, and With other staff members
charged With responsibIlIties for the BF portfolio ReView questIOns followed a typical due
dIhgence format for fmanclal mstltutIOns, coverIng ownership, oversight, management structure
and strategic plannmg, credit pohcles, procedures, and staffmg, mformatlon technology and
branch operatIons, and fmancial reportmg, conditIOn, and management The ABST's list of on­
site reVIew questIOns IS attached as AppendiX 3 On-SIte reviews were conducted at 30 banks by
one or more members of the ABST, a schedule of the reviews IS attached as AppendIX 4

ThIrd, the ABST evaluated the finanCIal condItIOn of each Agent Bank. Data were obtamed
from the Agent Banks themselves, WIth each bank submittmg 31 December 1997 and 30 June
1998 balance sheets and mcome statements Balance sheets from banks m the FederatIOn,
mcludmg Brcko, were obtamed m a format preSCrIbed by the IMF for reportmg to the Central
Bank and FederatIOn Bankmg Agency Banks m the Repubhka Srpska have not converted theIr
reportmg to thIS format, and were analyzed based on their reportmg to the tax authOrItIes All
mcome statement analySIS was based on reportmg to the tax authOrItIes For each bank, fmancial

Chapter Two-Tasks alld Approach
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Table 1 Agent Banks by Status

No BANK Actlvel
Inactlvel New

1 AGROPROM BANKA AD A

2 AUROBANKA N
3 BANJALUCKA BANKA DD A
4 BH BANKA DD A
5 CENTRAL PROFIT BANKA DD A
6 DEPOZITNA BANK DD I
7 EXPORT BANKA AD A
8 GOSPODARSKA BANKA DD A
9 HIPOTEKARNA BANKA DD A
10 HRVATSKA POSTANSKA BANKA H B DD I
11 INVESTICIONO KOMERCIJALNA BANKA A
12 KOMERC BANKA DD A
13 KOMERCIJALNA BANKA DD A
14 KRISTAL BANKA A
15 LJUBLJANSKA BANKA DD A
16 MARKET BANKA DD A
17 MO BANKA MOSTAR I
18 POSTBANK BH N
19 PRIVREDNA BANKA AD BRCKO I
20 PRIVREDNA BANKA DD TRAVNIK A
21 PRIVREDNA BANKA DD BIHAC I
22 PRIVREDNA BANKA SARAJEVO DD A
23 PROMDEI BANKA DOO I
24 SAHINPASIC KOMERCIJALNA BANKA DD A
25 SIPAD BANKA DD I
26 SREDNJOBOSANSKA N
27 TRGOVACKA BANKA DD A
28 TUZLANSKA BANKA DD A
29 UNION BANKA DD A
30 UNIVERSAL BANKA DD A
31 UPI BANKA DD A
32 VAKUFSKA BANKA DD A

ACTIVE 22 INACTIVE 7 NEW 3

Development Alternatlves, Inc (DAI)
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data were analyzed pnor to the on-sIte reVIew, and ABST analyses were later adjusted based on
clanfIcatIOns provIded by the banks

It IS Important to note that the ABST fmanclal analyses were lImIted by the qualIty and type of
mformatIOn made aVailable

• Only a few banks had externally audIted fmanclal statements for 1997,
• Fmanclal statements prepared for Bosman tax authontIes are not condUCIve to analySIS,
• An evaluatIOn of Agent Bank asset qualIty was beyond the ABST scope of work, and
• Exammation results and mapped off-sIte reportmg data from the entity-level bankmg

agenCIes could not be obtamed, for reasons of confIdentialIty WhIle (verbal) FBA opmIOns
partIally mform ABST's analyses, those opmIOns are based on data to whIch the ABST Itself
dId not have access

Further complIcatmg the fmancial analyses wele unceItamties surroundmg the pnvatizatIOn of
state-owned banks, and the ultImate level of pre-pnvatIzatIOn wnte-offs of assets and lIabIlIties
booked before 1 January 1993 Even the level of state ownershIp IS uncertam at many fmanclal
mstitutIOns, pendmg completIOn of speCialIzed audIts GIven that ownershIp audIts are ongomg,
and that all banks must secure external audIts of then December 1997 and June 1998 fmancIal
statements by November, It may be adVIsable to reVISIt the fmancial analySIS of BF Agent Banks
at the end of the year In the mtenm, fInanCial and ownershIp fmdmgs discussed m the attached
Agent Bank RecommendatIOns should be mterpreted WIth care and some skeptICIsm

As noted above, all three sets of data were evaluated for bank.s WIth eXlstmg BF portfolIos
Because past performance data were not aVailable for InactIve and new banks, the ABST focused
ItS evaluatIOns of these InstitutIOns on staff qualIty and capaCIty, market coverage, fmanclal
condItIOn, and the strategy and abIlIties of bank management

RECOMMENDATIONS ON EACH BANK

Followmg the completion of the evaluatIOn process, the ABST prepared BF's recommendatIOn
for each bank recommended to USAID for approval as a BF Agent Bank FOi each bank. not
recommended, the ABST prepared a letter to the bank provIdmg BF's ratIOnale for declmmg the
bank's applIcatIOn These recommendatIOns and letters were prepared m standard format and
form the contents of Volume Two of thIS report

~ USAID approval of the BF recommendatIons IS reqUIred If approval cannot be
completed before 21 November 1998, BF must notIfy Its eXIsting Agent Banks In wntIng that
theIr current Agency Agreements Will be extended beyond the 21 November termination date
commUnIcated to each bank m late August at the dIrectIOn of USAID

Chapter Two-Tasks and Approach
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GENERAL RECOMMENDATIONS TO ENHANCE SECURITY OF BF FUNDS

In addItIon to provldmg customIzed recommendatIOns on each evaluated bank, the ABST
recommended specIfIC adjustments to BF's standard underwntmg, dIsbursement, repayment,
mOllltonng, and relatIOnshIp management practIces RIsk IS mherent m BF's use of Agent Banks
as mtermedlanes The adjustments recommended by the ABST are desIgned to mmlmlze that
nsk wIth lImited addItIOnal efforts by BF staff The ABST's general IecommendatIOns are
presented m Volume One, Chapter III of thIS report

MODIFICATIONS TO THE AGENCY AGREEMENT

A draft of the reVIsed Agency Agreement was sent to each evaluated bank on 29 June 1998,
along wIth notIfIcatIOn that the Agency Agreements under whIch eXlstmg BF Agent Banh were
presently operatmg would be termmated A reVIew of the draft, howeveI, found a number of
legal mconslstencles and unresolved polIcy Issues The ABST Team Leader was assIgned
responSIbIlIty to ensure appropnate modIfIcatIOn'; to the reVised Agency Agreement As the
authentIc language of the Agency Agreement IS EnglIsh, a short-term expatriate legal expert was
IecrUlted to aSSIst BF's (Boslllan) staff attorney m thIS effort

AddItIOnally, several banks requested meetmgs WIth the ABST to dISCUSS concerns regardmg the
draft reVIsed Agency Agreement The ABST Team Leader and short-term attorney addressed
these Issues m the draft Agency Agreement dated 14 August 1998 and attached as AppendIX 5

>- USAID approval of the draft Agency Agreement IS reqUIred If approval cannot be
completed before 21 November 1998, BF must notIfy ItS eXlstmg Agent Banks m wrltmg that
theIr current Agency Agreements WIll be extended beyond the 21 November termmatIOn date
commulllcated to each bank m late August at the dIrectIOn of USAID

ANALYSIS OF AGENT BANK FEE STRUCTURE

BF currently pays ItS Agent Banks ongmatIOn, quarterly mOllltonng, and tImely repayment fees
A vanety of mterested partIes, mcludmg staff from USAID, DAI, and vanous Agent Banks have
suggested change~ to the present fee structure, argumg that BF fees are eIther madequate or
create mcentlves mIsalIgned WIth those of BF The ABST assessed these arguments by

Analyzmg the costs of servlcmg BF loans at a sample of BF Agent Banks Sample banks
completed standardIzed estImates of theIr costs for labor and other dIrect expenses assOCIated
WIth the management and servlcmg of theIr BF portfolIos,

2 Measunng hlstoncal Agent Banks fees paId-as a percentage of total Agent Bank Fees that
could have been paId-as a baSIS for realIstIC projectIOns of future BF Agent Bank fee
revenue

3 Analyzmg, as an external benchmark, the fee structure aVaIlable to U S banks participatmg
m the loan guarantee program of the U S Small Busmes~ AdmmistratIOn

Development Alternatzves, Inc (DAI)
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F1Od1Ogs and recommendatiOns based on this assessment are 10cluded 10 the general
recommendatiOns that form Volume One, Chapter III of this report They also 1Oform the fee
structure proposed 10 the Manual and submitted to USAID for approval as Volume III of thiS
report

MODIFICATIONS TO AGENT BANK OPERATIONS AND PROCEDURES MANUAL

In Apnl 1998, BF drafted the Agent Bank OperatiOns and Procedures Manual (the Manual) as a
detaIled gUlde to the executIOn of Agent Bank responsIbilIties outl1Oed 10 the draft Agency
Agreement FaIlure to comply WIth procedures prescnbed 10 the Manual IS a conditIon of default
under the draft Agency Agreement A copy of the Manual was sent to each bank apply10g for
Agent Bank status at the end of June

A leVlew of the Manual found a number of polIcIes and procedUles 1Oconslstent WIth the revIsed
Agency Agreement The ABST Team Leader was assIgned responsibilIty to coordmate
modIfIcatiOns to the Manual by vanous BF staff members and to seCUle BF approval for all
changes AddItiOnally, a number of banks requested meet10gs WIth the ABST to dIscuss concerns
regard10g the Manual These concerns were addressed 10 the versIon of the Manual dated 14
August 1998

>- USAID approval of the Manual IS reqUIred, because It speCifies the fees payable to
Agent Banks The Manual and ItS appendIces (1Oclud1Og all forms used by the Agent Banks
10 fulfIllIng BF responsIbIlItIes) form Volume Three of thIS report

Chapter Two-Tasks and Approach



9

CHAPTER THREE
GENERAL RECOMMENDATIONS

WIth over 70 mstitutions servmg a populatiOn of 3 mIllIon, the Bosman market IS vastly
overbanked Total system capItal, however, falls short of the needs of Bosman borrowers, and
deposIts are a small and unrelIable source of fundmg MedIUm- and long-term debt cannot be
fmanced Short-term matUrItIes carry hIgh rates of mterest

These fInanCIal constramts are compounded by the banks' lack of experIence m credIt analysIs,
fmancIaI management, and strategIC plannmg Some mstItutIOns appear more promIsmg than
others, but no bank has conclUSIvely demonstrated ItS abIlIty to supply consIstently the products
and serVIces needed for economIC growth

A bank does not need to be lIqUId-or even solvent-to fulfIll the requIrements of a servIcmg
contract such as BF's Agency Agreement However, the greater the fmancIaI dIffIcultIes
confrontIng a bank, the greater the mcentIve to mIsapproprIate, even temporarIly, the funds of
others Should a bank fall whIle m posseSSiOn of BF funds, It IS not cel tam when or If BF funds
would be restored These rIsks of mIsappropnatiOn and faIlure are mherent m the use of Agent
Banks as BF's mtermedIarIeS m all transactIOns

ThIS report suggests SIX methods to reduce the Ilsks posed by Agent Banks A large reductIOn m
the number of Agent Banks IS not among the methods suggested

THE NEED FOR MANY AGENT BANKS

Assummg USAID targets for loan volume and geographIC coverage are not changed, reducmg
the number of Agent Banks would hamper the achIevement of USAID objectives, WIth no
compensatory reductiOn In the rIsk of BF operatIOns FIve reasons to retaIn most of BF's Agent
Banks are delIneated below

USAID Loan Volume Targets

BF's loan productIon target, set by USAID, averages DM 17 5 mIllIon per month A sIgmfIcant
reductIOn m the number of Agent Banks would greatly Increase ongInatIOn, servIcmg, and
momtonng responSIbIlItIes at the remaInIng InstitutiOns No evaluated bank has the short-run
capaCIty to double or tnple ItS current BF portfolIo RapId portfolIo growth would lIkely be
accompamed by a deterIOratIon m asset qualIty, as loans recommended to BF are supported by
less thorough analyses, and loans booked are momtored m an Increasmgly cursory manner

In the medIUm-term, addItIOnal Agent Bank staff could be traIned to BF standards As dIscussed
below, however, It IS not clear that the current BF fee structure proVIdes suffICIent mcentIve for
an Agent Bank to reallocate ItS staff from other profItable actiVIties, or to locate, hIre, and tram
new employees

Chapter Three-General Recommendatwns
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Table 2 Loans ReqUired per Agent Bank

Assuming Constant Lending Target of OM 175 million per Month
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ConstraInts anSIng from BF's lendIng targets wIll be compounded as BF's average loan SIze
contInues to fall wIth the start-up of the small loan program Table 2 IndIcates the number of
loans that WIll be reqUIred per month and per year from each Agent Bank, under scenanos that
dIffer In average loan Slze and number of Agent Banks

BF's current deal flow lS handled by 22 actIve Agent Banks, recommendIng loans that average
approxImately DM 400,000 Though activIty levels vary, on average, each Agent Bank generates
two fundable loan recommendatIOns per month-a total of 24 new loans each year that must be
momtored and servlced by Agent Bank staff CuttIng the number of Agent Banks to 15 would
reqUIre each bank to provIde an average mInlmUm of three fundable recommendatIOns per
month, or 35 loans per year Reducmg the number of Agent Bank.s stdl further, to eIght, would
reqUIre each bank to provIde between flve and SlX fundable recommendatIOns per month, or 66
loans per year

If the average loan SIze contmues to fall, as expected wlth the mtroductIOn of the small loan
program, Agent Bank responslbdltIes wdl mcrease substantially If average loan Slze falls to DM
250,000, each Agent Bank m a pool of elght would be requll ed to plOduce nIne fundable loan
requests per month-a total of 105 new loans each year that must be ongmated, momtored and
servlced by Agent Bank staff

No Agent Bank. lS prepared for such an expanSIOn of responslbl1ltIes-especlally of momtonng
lesponsIbIhtIes The Increased concentratIOn of BF' s portfoho would hkely produce levels of
Ilsk greater than those faced at present

USAID GeographiC Coverage Targets

Bosma's bankmg market IS fragmented and locahzed Most BF borrowers have only one bankmg
relatIOnshlp-nearly always at an mstItutIOn located wlthIn a thIrty-mInute dnve of the
borrower's facllitIes As USAID expands ltS asslstance to new areas, BF expands ltS dlstnbutlOn
network of Agent Banks In order to reach potentlal new borrowers

As shown In Table 3, ofBF's 29 current Agent Banks, 14 have locatIOns that provIde lmportant
market access to BF ElImInatIng these banks would entad-at the least-a slow-down In
portfolio growth In areas targeted for aSSIstance by USAID It should be noted that these 14
banks Include only two InstItutIOns WIth faCIhtIes In Sarajevo Secunng sound and adequate
coverage of the Sarajevo market reqUIres Agency Agreements WIth several Sarajevo banks

Unclear Pattern of Market Consolidation

As the Bosman bankIng market consolidates through mergers, acqUISItions, and closures, fewer
BF Agent Banks wIll be necessary to ensure that USAID targets for lendIng volume and market
coverage are met ConsolidatIon should produce fewer, stronger InstItutlOns-wIth broader
markets-thus redUCIng the demands of Agent Bank relatlOnshIp management on BF

Chapter Three-General RecommendatlOns
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Table 3 Geographic Market Access through Agent Banks

Geo
Market
Access No BANK CITY

• 1 AGROPROM BANKA AD BANJA LUKA

• 2 AUROBANKA VITEZ
3 BANJALUCKA BANKA DD BANJA LUKA
4 BH BANKA DD SARAJEVO
5 CENTRAL PROFIT BANKA DD SARAJEVO
6 DEPOZITNA BANK DD SARAJEVO

• 7 EXPORT BANKA AD BIJELJINA

• 8 GOSPODARSKA BANKA DD SARAJEVO
9 HIPOTEKARNA BANKA DD SARAJEVO

• 10 HRVATSKA POSTANSKA BANKA H-B DD MOSTAR

• 11 INVESTICIONO KOMERCIJALNA BANKA ZENICA

• 12 KOMERC BANKA DD TESANJ

• 13 KOMERCIJALNA BANKA DD TUZLA

• 14 KRISTAL BANKA BANJA LUKA
15 LJUBLJANSKA BANKA DD SARAJEVO
16 MARKET BANKA DD SARAJEVO
17 MO BANKA MOSTAR MOSTAR
18 POSTBANK BH SARAJEVO

• 19 PRIVREDNA BANKA AD BRCKO BRCKO

• 20 PRIVREDNA BANKA DD TRAVNIK TRAVNIK

• 21 PRIVREDNA BANKA DD BIHAC BIHAC

• 22 PRIVREDNA BANKA SARAJEVO DD SARAJEVO, BUGOJNO
23 PROMDEI BANKA DOO SARAJEVO
24 SAHINPASIC KOMERCIJALNA BANKA DD SARAJEVO
25 SIPAD BANKA DD SARAJEVO

• 26 SREDNJOBOSANSKA KISELJAK
27 TRGOVACKA BANKA DD VISOKO

• 28 TUZLANSKA BANKA DD TUZLA
29 UNION BANKA DD SARAJEVO
30 UNIVERSAL BANKA DD SARAJEVO
31 UPI BANKA DD SARAJEVO
32 VAKUFSKA BANKA DD SARAJEVO

Development Alternatzves, Inc (DAI)
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Unfortunately, the pattern of Bosman bank consohdatIOn IS only begmnmg to emerge Rumors
abound, but It IS unclear which banks, partIcularly among the pnvate banks, Will stIll be
operatmg 6, 12, or 24 months from today Several merger vanants are possible, many were
raised by bank managers 10 the course of the ABST's on-SIte reviews Both "good" banks and
"bad" banks Will consolIdate, eIther by chOIce or as the result of regulatory actIOn It IS less
useful to guess which banks Will remam operational-and mterested 10 the BF program-than It IS
to take steps to protect BF mterests dunng the consohdatIOn to come

A USAID decIsIon to elImmate certam banks as BF Agents could also have the effect of dnvmg
market consohdatIOn BF credIts appear to be the medmm-term product of chOIce 10 the Bosman
market place, and Agent Banks see the product Itself, rather than the fees It generates, as the
pnmary benefit of theIr participatIon 10 the BF program The abIlity to proVIde medIUm-term
products makes BF Agent Banks "players" 10 the market Termmatmg theIr Agency Agreements
may make them appear less attractive-or less secure-to clients and could spur theIr
consolidatIOn WIth other mstItutions WhIle consolidatIOn IS needed, It IS not deSIrable for
USAID to have even an mdIrect responsIbIhty for the speCIfIc mergeIs to come Market forces
should determme the fallout of bank consolidatIOn

BF's Agency Agreement IS essentIally a servIcmg contract The BF assets Agent Banks serVIce
WIll not necessanly detenorate If servIcmg responsIbIlItIes are assumed by a new
mstItutIOn-unless those assets were already troubled, 01 10 some sIgmfIcant manner affIlIated
WIth the ongmal Agent Bank. ASIde from standard credIt nsk, the pnmary mCIdence of nsk. 10

the BF lendmg process occurs dunng the Agent Bank's handhng of dIsbursements and
repayments These nsks can be hmited 10 both scale and tIme of exposure, reducmg the threat to
BF funds posed by unexpected bank consolIdatIOn

DiverSification of Risk

As can be seen 10 the Agent Bank recommendatIOns that form Volume Two of thIS repot t, few
Agent Banks were found to be solvent VIrtually none has suffICIent hqmdIty to cope WIth a
rapId and substantial runoff of depOSIts In a trymg CIrcumstance, any of BF' s Agent Banks could
fall

As It IS not feaSible to concentrate BF's entire portfolIo 10 the one or two banks that are relatively
"strong," spreadmg fisk WIdely IS a safer alternative than creatmg very large portfohos 10, for
example, a group of ten banks In fact, all Bosman banks are weak Any group of five banks or
more Will mclude several hIghly susceptible mstitutIOns

Present fmanclal statements suggest that Bosma's state-owned banks are among the weakest
The extent to WhICh the balance sheets of state-owned banks Will be cleansed of dIrected credIts
IS unclear, but consoltdatlon 10 the state sector IS certam However, one mIght reasonably expect
closures and mergers of state banks to be more orderly than the consohdatIOn of theIr pnvate
sector counterparts
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Broad Compliance with BF Procedures and Requirements

In general, BF Agent Banks have complIed wIth BF procedures and reqUIrements Indeed,
InCIdents of noncomplIance appear more closely correlated With the sIze of a bank's portfolIo
than WIth any other factor WhIle several "actIve" BF Agent Banks servIce only a handful of
loans, BF AudIt, SpecIal Assets, and OperatIOns staff report few problems WIth low-actIvIty
banks The small Size of their portfolIos poses lIttle nsk to BF, and there would seem lIttle reason
to elImlOate these banks from the program Indeed, as detaIled In Volume II, some low-actiVity
banks appear to have excess ongInatlOn, servicmg, and momtonng capacity that could be
explOited through IntensIfIed BF relatIOnshIp management

Senous and repeated lOCIdents of noncomplIance have been concentrated 10 one lOstItutlOn, and,
to a lesser extent, 10 two othel s These cases are dIscussed In the recommendatIOns that form
Volume Two of thIS report

REDUCING THE RISKS POSED BY AGENT BANKS

GIven CUI rent USAID targets, the use of fewer Agent Banks cannot be shown to enhance the
secunty of BF funds at an acceptable progiammatic cost AccordIngly, the ABST recommends
termInatlOg BF's relatIOnshIp With only two Agent Banks Several other Agent Banks are
recommended for approval WIth restnctlOns Three new banks are recommended fOl Initial entry
lOto the program If applOved, these recommendatIOns WIll leave BF With a total of 31 Agent
Banks, but thIS number can be projected to change frequently WIth changes 10 USAID
geographic focus and consohdatlon 10 the Bosman banklOg sector

Risk IS lOherent 10 the use of Agent Banks as lOtermedIanes In all BF transactIOns However,
adjustments to eXIstlOg BF pohcles and procedures could reduce these nsks substantIally The
ABST recommends the followlOg SIX adjustments to BF pohcies and procedures relatlOg to
Agent Banks

Dedicated Trustee Correspondent Accounts for Disbursements and Repayments

In a market pOised for multIple bank closures and consolIdations, BF must utIhze strengthened
methods to protect ItS funds under the temporary control of BF Agent Banks The Simplest means
aVaIlable to proVIde addItional protectIOns to BF funds IS to reqUIre each Agent Bank to use a
dedIcated trustee correspondent account for all dIsbursement and repayment transactIOns With
BF

Currently, BF dIsburses loans In small amounts to the foreIgn correspondent accounts of itS
Agent Banks However, when a tranche IS dIsbursed, the borrower does not always utilIze all the
funds that have been transferred to the Agent Bank's correspondent account When thiS occurs,
unused BF funds are commIngled WIth the banks own The bank has the abIlIty to use such funds
for Its own lIqUIdIty management purposes Because of the lIqUIdIty posItIOn of some Agent
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Banks, when a borrower needs the addItIonal funds, he or she mIght have to walt untIl the bank
has the abIlIty to fund the customer's account or to pay for InVOICeS that have been presented

The Agent Bank owns ItS correspondent bank accounts When money IS transferred to the Agent
Bank's correspondent account the funds become part of the Agent Bank's funds and are at rIsk
If an Agent Bank. were taken mto receIvershIp, funds m the correspondent account would be
consIdered part of the mstltutIOn' s assets and would be settled accordmg to the rankmg of
credItors by the receIver

Recommendation

The replacement of Agent Bank correspondent accounts wIth dedIcated trustee accounts for all
BF dIsbursements and repayments would ensure that BF funds are not commmgled 01 used by
the Agent Bank, but are held separate for use by the borrower The trustee accounts would be
owned by BF but the Agent Bank would be authOrIzed to draw funds from the tl ustee account
for approved purposes At no tIme could funds 10 a trustee account be consIdered part of a faIled
bank's assets

OpelatIOnally, loans would contmue to be dIsbursed to the trustee accounts 10 small amounts fOl
transfer to the Agent Bank Itself A procedme should be establIshed under whIch all funds drawn
from the trustee account but not dIsbursed to the borrower wIthm a few days must be returned to
the trustee account BF could then be assured that only a mmlmal amount of BF' s funds would
be at rIsk at any gIven moment RIsk could be lImIted to a short mterval between the Agent
Bank's WIthdrawal of funds from the Trustee Account, and the transfer of those funds to the
borrower or the borrower's supplIers

To momtor the tlUstee accounts, BF would receIve bank. statements on a daIly or weekly baSIS
These statements would then be reVIewed by BF to ensure that drawdowns from the account
were 10 accordance WIth those authOrIzed by BF The reports would also serve to hIghlIght
potentIal lIqUIdIty CrIses at BF agent banks

Trustee accounts would be mterest beanng, and could be set up 10 any correspondent that the
Agent Banks are currently usmg The cost of these accounts would be mmlmal If multIple
accounts were opened 10 one correspondent-as IS lIkely, gIven that two-thIrds of actIve Agent
Banks use Deutsche Bank as theIr pnnclpal correspondent-a request for waIver of fees would be
made

Because of the relatIvely small balances and mterest paId on the accounts, there should be no
cost to BF for settmg up these accounts If anythmg, BF would probably earn a small amount of
mterest after any fees were paId

FIgure 1 Illustrates a potentIal structure for BF' s use of trustee accounts and the resultmg flow of
funds to BF borrowers

Chapter Three-General RecommendatIOns



16

Figure 1 PotentIal Structure for Use of Trustee Accounts

BUSINESS FINANCE OPERATING ACCOUNT
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BF proposes to establish a trustee account owned by BF at each Agent Bank s correspondent bank BF Will disburse In
tranches to the trustee account upon advice of the Agent Bank Funds Will remain In this account until they are transferred to
pay the borrower's inVOices or to fund working capital reqUirements for the borrower within Bosnia If the InVOice IS to a
foreign supplier the transfer can be made by the Agent Bank directly from the Trustee Account thus preventing a large
portion of BF funds from ever entering the books of an Agent Bank Alternatively to fund borrower needs for domestic cash
expenses the Agent Bank can transfer funds to ItS own correspondent account at the same offshore bank disbursing to the
borrower In Bosnia within a stnctly controlled penod of time

Use of the Trustee Account Will

• Reduce BF funds at nsk
• Allow tracking of all Agent Bank transactions through dally balance reports
• Prevent commingling of BF and Agent Bank funds and
• ProVide seniority If BF funds are misappropriated by an Agent Bank that enters receivership
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Full Disclosure of Agent Bank Recommendations on Affiliates

WhIle BF IS already aware of the extent of 10SIder lendIng at BF's most problematIc Agent Bank,
the ABST found that

• InsIder lend10g IS common across the maJonty of BF Agent Banks, both 10 lendIng from the
banks' own funds, and 10 recommend1Og 10SIders to BF for fund10g by USAID, and

• No prOVIsIon of the eXlst10g Agency Agreement or credIt applIcatIOn reqUIres dIsclosure of
affIlIatIOns between an Agent Bank and the borrowers an Agent Bank recommends

The most common form of 10SIder lend10g affect10g the BF program IS Agent Bank
recommendations of credIts to companIes that are the Agent Bank's shaIeholders Less
commonly, Agent Banks have recommended borrowers partIally owned or controlled by the
Agent Banks themselves

It IS Important to note that neIther of these plactlces IS consIdered unusual or suspect by the
Agent Banks mak10g 10SIder recommendatIOns In the absence of a reqUIrement for dIsclosure,
disclosUIe IS unlIkely to occur, because 10SIder lend10g IS consIdered routme QuestIOns
regard10g 10Slder lend10g were asked dUllng each onslte reVIew WhIle many banks asselted that
the terms they offered to 10SIders were IdentIcal to those offered to unaffIlIated clIents, most
InstItutIOns also acknowledged that theIr own portfolIos 10cluded sIgmficant concentratIons
(typIcally 10-30 percent) 10 10SIder loans

GIven the SIze and fragmented nature of the Bosman bank10g market, a blanket prohIbItIOn on
Agent Bank recommendatIOns of 10SIders IS not suggested InSIder loans can be good loans, and
thm local markets for bank10g serVIces may create SItuatIOns 10 whIch a small but credItworthy
borrower has no reasonable access to BF, other than through an Agent Bank that IS the
borrower's affIlIate Further, a few BF Agent Banks have WIdely dIsbursed ownershIp,
compns1Og hundreds of 10dIVIdual and corporate shareholders Small ownershIp 10terests may
not compromIse Agent Bank analySIS, momtonng, or collectIOn

Recommendation

In all cases, the ABST recommends that BF obtam dIsclosure of any affIlIatIOn between an
Agent Bank and the borrowers that Agent Bank recommends The CredIt ApplIcatIOn should be
amended WIth a questIon 10 whIch the borrower must dIsclose any lInkages WIth the Agent Bank
The Agent Bank Loan RecommendatIOn should be amended 10 SImIlar manner, reqUIrIng the
Agent Bank to dIsclose any affIlIatIOn WIth the borrower It recommends The Agency Agreement
should also 10clude a provlSlon requmng dIsclosure of any affIlIatIOns between an Agent Bank
and a borrower, 1Oclud1Og such affIlIatIOns that may be formed after the clos1Og of a BF loan
These changes to BF documents have been made by the ABST 10 the attached drafts

BF's procedures should be amended to 10clude a standard venficatIOn of the affIlIate 1OformatIOn
dIsclosed by the Agent Bank and the recommended borrower BF has hardcopy flIes lIst10g the
shareholders of each Agent Bank However, these data are not aVailable electronIcally for cross-
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references agamst recommended borrowers Further, the data generally date from 1995 and
1996, whereas bank ownershIp appears to change WIth moderate frequency, despIte the absence
of a formal market for shares Agent Banks should provIde BF WIth updated lIsts of all
shareholders, together WIth each shareholder's percentage ownershIp, on a semI-annual baSIS
ThIS dIsclosure should be provIded electronIcally, and downloaded mto a database for easy
cross-references agamst recommended borrowers

Once dIsclosure IS obtamed, BF's credIt polIcies should proVIde Lendmg Teams WIth gUIdance
on actIOn appropnate for loans Agent Banks recommend to theIr affIlIates WhIle each deCISIOn
wIll be subjective, actIOns are lIkely to range from recommendmg the loan (WIth or WIthout
speCial COndItiOns), to requmng that the borrower obtam the credIt through an alternate Agent
Bank, to rejectmg the loan altogether

GIven the potentIal that an Agent Bank's recommendatIOn of an affIlIate wIll be transferred to
another Agent Bank or rejected, BF Lendmg Teams should stress to the Agent Banks they
manage the Importance of highlIghtmg affIlIate relatIOnshIps early m a borrower's credIt
applIcatIOn process

Increased Use of Field ASSOCiates In Agent Banks

BF FIeld ASSOCIates perform several functIOns m BF's relatIOnshIps WIth Borrowers and Agent
Banks Most FIeld ASSOCIate actIVIties are mtended to ensure that Agent Banks properly dIsburse
BF funds to BF borrowers, and that BF borrowers use BF funds for the purposes approved m
theIr loan agreements

To a lesser extent, FIeld ASSOCIates are responsIble for the mOnItonng of BF borrowers by Agent
Banks FIeld ASSOCiates are the fIrst to reVIew Quarterly MOnItonng Reports (QMRs) for
thoroughness and accuracy Begmnmg m August, FIeld ASSOCIates are conductmg trammg
seSSIOns at Agent Banks, m an effort to Improve the qualIty of the QMRs the banks prepare

RecommendatIon

As BF Lendmg Teams strengthen theIr management of Agent Bank relatIOnshIps-and FIeld
ASSOCiates are more closely mtegrated WIth BF Lendmg Teams-addItIOnal FIeld ASSOCIates
should be dedIcated to overseemg the preparatIOn of Agent Bank QMRs ThIS overSIght IS
becommg cntIcal as Agent Bank BF portfolIos grow at an average rate of twenty-four new loans
each year DIsbursement mOnItormg IS also an mcreasmgly large task, as BF lendmg contmues at
a rate of DM 17 5 mIllIon per month

The ABST recommends that one addItIOnal FIeld ASSOCIate be recruited for each Lendmg Team
Lendmg Teams should use theIr FIeld ASSOCIates to create a regular, post-recommendatIOn
presence m each Agent Bank they manage, ensunng that
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• Closmg documents and certIfIcatIOns are gathered effIcIently and that problems wIth closmg
documents are IdentIfIed and resolved qUIckly,

• DIsbursements are managed accordmg to BF procedures, and
• Agent Bank mOnItonng reports become more, rather than less, analytical as the BF portfolIo

grows

WhIle the allocatIOn of FIeld AssocIate effort among Agent Banks should be determmed by the
Lendmg Team managmg each Agent Bank relatIOnshIp, It IS recommended that a mmlmum of
several Field AssocIate hours per week be spent With each moderately active Agent Bank More
actIve banks may reqUIre greater attentIOn, dependmg on the quality and efficIency of theIr staff
Lendmg Teams WIth several hIghly actIve Agent Banks may reqUIre addItIOnal FIeld AssocIate
resources

Regular provIsion of a small workmg area for a BF Field Associate should be a reqUIrement of
the Agency Agleement

Strengthened Relationship Management by BF Lendmg Teams

BF lecently returned ItS CredIt Department to a team structure m whIch each Lendmg Team IS
responsIble f01 managmg BF's relatIOnshIp WIth 3 or more Agent Banks, from ongmatIOn
through mOnItonng Deals are removed from a Lendmg Team only If they become senously
delmquent

The effects of thIS reorganIZatIOn should be pOSItIve, but they have yet to be expenenced fully at
the Agent Bank level In the on-site reVIews, several Agent Banks expressed regret over what
they saw as a breakdown m commUnICatIOn once a loan has been recommended and approved,
but not yet dIsbursed The Agent Banks fmd the lack of commUnICatIOn m thIS penod
partIcularly frustratmg, because they are pressured by would-be borrowers and believe they are
madequately mformed of the causes of delay

Several Sarajevo banks complamed about a lack of consistency m theIr overall contact With BF
local and expatnate staff smce the departure of BF' s ongmal expatnate lendmg team at the end
of May 1997 WhIle the banks are somewhat aware of USAID contractmg procedures-I e , that
BF has been operatmg WIth short-term expatnate staff smce that date-thIS does not mItIgate
theIr need for a conSIstent expatnate pomt of contact, m addItion to the vanous lendmg
associates WIth whom they work Very few BosnIan banks are receIvmg any sort of foreIgn
technIcal aSSIstance, and many banks appeared to regret the loss of relatIOnshIps they feel they
once had WIth BF expatnate lenders

Banks served by BF's Tuzla and BanJa Luka offIces generally reported better and more
conSIstent relatIOnshIps WIth BF ThIS geographIc dIstInctIOn seems attnbutable to greater
expatnate and local staff stabIlity In those offIces, fewer banks, and a more conSIstent approach
to relatIOnshIp management Whereas BF lendIng officers and aSSOCIates In Sarajevo have been
rotated from bank to bank, BF staff m Tuzla and BanJa Luka have developed long-term tIes to
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the mstItutIOns with WhICh they work WhIle some Sarajevo banks also reported close workmg
relatIOnships with BF, a geographic dlstmctIOn remams

The Issue of relatIOnship management IS raised because of ItS Impact on both asset qualIty and
BF efficiency Several Sarajevo banks pomted out m their on-site revIews that they have more
contact With BF's Special Assets group than With anyone mvolved m credit ongmatIOn This
lack of commumcatIOn With BF lendmg officers and lendmg associates can be blamed tOI many
mlsunderstandmgs, partIcularly those related to use of BF loan proceeds to repay short-term
credits Issued by the Agent Bank while aWaItmg BF dIsbursement BF Will be mformed of
lIqUIdIty cnses 10 ItS pre-dIsbursement borrowers only If commumcatlOo between Agent Bank
staff and BF lenders IS regular and open

Improved relatlOnshlp management can also boost the qualIty and speed of BF lendmg A few
banks stand out m their abilIty to delIver thorough and hIgh-qualIty applIcatIOns In each such
case, the banks and BF credIt staff report a close workIng relatIOnship and a mutual
understandmg of BF credit standards that developed over tIme BF credIt staff report that these
banks reqUIred slgmflcant up-flOnt development efforts-as well as contmued mamtenance-but
that those efforts have paid off m the qualIty and relIabIlIty of the banks' work

RecommendatIon

BF should contmue to mstltutIOnalIze ItS LendIng Team structure In the opmIOn of the ABST,
the development of consistent Agent Bank relatIOnships Will do as much to Improve BF portfolIo
qualIty as Industry speCIalIzatIOn among Lendmg AssocIates Industry speCIaltIes WIll be helpful
m some analyses, but theIr development should not detIact from the responsibilIty to develop
qualIty deal flow from the specific banks the LendIng Teams manage If Industry specIalIzatIOn's
are mamtaIned by the Lendmg ASSOCiates, more responsibIlIty WIll fall on the Lendmg Officers
to ensure that proper skills and procedures are developed by the Agent Bank staff that aIe
responsible for generatmg BF deals

Semor BF management should contmue to promote the Importance of relatIOnship management
The prevIOus orgamzatIOnal structure, 10 which Lendmg OffIcers were assigned to deals Without
regard to the recommendmg Agent Bank, did not effectIvely employ the Agent Banks as BF's
dlstnbutIOn network, pnnclpal screemng deVice, and analyst pool

Increased MOnltonng of Agent Bank Finances, Performance With BF, and Market
Strategy

In a consolIdatmg market, BF must keep Itself mformed of fInancial and strategIc developments
m ItS Agent Banks

A fatr amount of fmanclal mformatIOn IS aval1able By November, all BF Agent Banks are
reqUIred to produce fmanclals-audlted by an external firm accordIng to lAS-as of 31 December
1997 and 30 June 1998 Banks m the FederatIOn are producmg monthly balance sheets accordmg
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to an IMF format that IS conducIve to analysIs and aVaIlable electromcally, banks In the RS are
expected to adopt thIS format soon

WorkIng wIth BF's OperatIOns and CredIt Management departments, the ABST has developed
some Internal BF reports that would be useful to the LendIng Teams as they strengthen theIr
relatIOnshIp management functIOns Reports can now be generated for

• past dues per Agent Bank
• fees earned per Agent Bank
• documentatIOn defIcIencIes per Agent Bank

The past due report could be made more useful wIth summary lInes for 30-, 60-, and 90-days
past due, and It would be useful to see fees broken out on a per-loan basIs

The ABST found the Agent Banks surprISIngly eager to dISCUSS stIategic Issues, IncludIng the
rollout of new products and potentIal mergers and acqUIsItIOns These dIscussIOns could be
contInued on an Informal, perIOdIC baSIS the LendIng Teams

RecommendatIons

Semiannual analysIs of Agent Bank fInanCIals should be the responsIbIlIty of a semor BF
manager, most lIkely the BF audItor, perhaps assIsted by a dedIcated audIt aSSOCiate FIndIngs
should be dIscussed WIth the LendIng Team responsIble for managIng the Agent Bank m
questIOn, and consensus reached as to actIOns that may be necessary to protect BF borrowers and
funds WhIle BF lendIng and fIeld assocIates workIng In the lendIng teams possess sIgmficant
SkIlls In the analysIs of enterprIse fInanCIal statements, they should be gIven a course on the
analysIs of fmanclal InstItutIOns The course should be desIgned WIth cases from the Bosman
fInanCIal sector and more developed markets, to create an understandIng of the Impact of the
fInanCIal condItIOn of the banks WIth WhICh the lendIng teams work

AudIted statements for year-end 1997 and mId-year 1998 should be obtamed by the manager
responsIble for reVIeWIng Agent Bank fInances Subsequently, Agent Banks should submIt (on a
semI-annual baSIS) theIr June and December IMF-formatted balance sheets, along WIth theIr mId­
year payment bureau Income statements, and audIted year-end statements

Internal past-due reports sorted by Agent Bank should be generated on a no less than bI-weekly
baSIS for dIscussIOn WIth Agent Bank staff by the LendIng Teams At the same tIme, BF staff
should Inform the Agent Banks of the current status of all approved but undIsbursed loans and
dISCUSS Issues WIth any upcommg deals HIghlIghts of strategIc dISCUSSIOns can be recorded
Informally, as they occur
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Specific Restnctlons on Individual Agent Banks

In addItIOn to the general recommendatIOns provIded above, the ABST recommends specIfic
restnctIOns (and probatIonary penods of Agency) for partIcular Agent Banks These restnctIOns
are customIzed to the expenence and proclIvItIes of the InstItutIons concerned, and are dIscussed
as part of the recommendatIOn on each Agent Bank In Volume II
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CHAPTER FOUR
MODIFICATIONS TO THE AGENCY AGREEMENT

The Agency Agreement governs the relatiOnshIp between BF and Its Agent Banks, settmg out
the particular rIghts and obhgatiOns of both partIes Its terms are supplemented by the
reqUIrements of the Busmess Development Program and the procedures and gUIdelmes contamed
m the OperatiOns and Procedures Manual EssentIally the Agreement provIdes for a commISSiOn
arrangement under whIch the Bank performs certam tasks m return for a fee

WIth the development of BF's relatIOnshIp WIth Its Agent Banks over the hfe of the project, a
clearer sense of the appropnate balance to be struck between the nghts and obhgattons of the
partIes has emerged, along WIth a greater mdIcatIOn of where potentIal problems mIght he

BF has thelefore recently devoted consIderable effort to revIewmg the eXIstmg Agency
Agreement A draft was gIven to USAID m May 1998 ThIS draft has now been rewOlked WIth
the aSSIstance of BF' s local staff attorney and an expatnate lawyer, the redraft forms AppendIx 5
of thIS Report In thIS redraft, emphasIs was gIven to both the form of the Agreement and to ItS
content, pat tIcularly m terms of use and mIsuse of fund5 and m remforcmg the dutIes of the
Agent Banks WIthout bemg oppreSSIve The May draft was gIven to the Agent Banks and theIr
comments have been taken mto account m thIS redraft where conSIdered appropnate A number
of those comments drew attentIOn to what were, m fact, translatIOn problems These problems
are bemg addressed as the redraft undergoes tl anslatiOn

In redraftmg the Agreement, we have tned to sImpltfy It as much as pOSSIble ObhgatiOns are
expressed m a clear, pOSItIve fashiOn and not consIgned to bnef mentiOn m the default
provISIons We have also tned to ehmmate repetItIOn of obhgatIOns, whIch generally does not
remforce but only leaves room for doubt The baSIC terms of the Agreement are now defmed m a
defInItIOns clause mstead of bemg spread throughout the Agreement

In order to prevent confUSiOn, references to the Grant Agreement and to the State as owner of the
loan funds have been removed as much as pOSSIble The Agency Agreement IS between BF and
the banks Referrmg to the State as owner can only throw mto doubt the abIhty of BF to be
entenng mto thIS Agency Agreement, or any loan agreement, as pnncIpal Further, the refelence
does not gIve the State any standmg to enforce these agreements The State denves that nght and
obhgatton from the Grant Agreement Itself

Concerns have ansen to ensure that there IS no CollUSIon between Agent Banks and borrower~ to
the dIsadvantage of BF, to prevent mIsuse of loan funds by the Agent Banks, and to ensure that
In the case of Insolvency funds do not fall Into the general pool aVaIlable to all credItors The~e

concerns have been dealt WIth In the redraft In a number of ways

A new proVISIOn (artIcle 2) sets out the general duties of a bank as agent to act m the best
mterests of BF mcludmg full dIsclosure of all matenal mformatiOn The speCIfIcatiOn of the
Agreement as a commISSIon agreement under local law (artIcle 3) means that no property of BF
becomes that of the Agent Bank, whIch IS m turn supplemented by artIcle 12 specIfymg that at
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no time do funds that are to be disbursed to a borrower or that are m repayment of a loan become
those of the Agent Bank Time hmlts are placed on transfer of funds by the Bank

A new provIsion (the first paragraph of article 8) has been added to clanfy the relatIOnship of the
Agent Bank and borrowers and to emphasIs that m the case of any conflict of mterest, the first
loyalty of the bank IS to BF

The payment of fees IS dealt With m article 9 One Issue that needs deCISIOn by USAID IS
whether the Agreement should proVide, and how, for the payment of fees at any stage m KM A
further consideratIOn will be the anticipated replacement of the Deutsche Mark by the Euro m
2002

The Agreement leaves open the actual percentages to be given as fees, for specificatIOn m the
Manual This IS for the sake of convemence and because of the removal of the provIsIOn glvmg
BF the umlateral nght to amend the agreement

The prevIOus draft of the Agreement gave BF the nght to amend It Without consultatIOn With or
even the agreement of the banks This IS, at least, an unusual conti actual provIsIOn It IS
considered that such a provIsIOn would not be looked on favorably by the courts and could lesult
m the whole contract beIng declared VOId for unreasonableness In additIOn and more pIacttcally,
as either party may cancel the Agreement on one month's notice, the bank can refuse to accept
the amendments by exercIsIng ItS nght to cancel That would not necessallly be convement 01

desllable from BF's POInt of view

However, BF has retaIned the nght to amend the Manual without agreement, which means that
the fees may be altered that way Some Agent Banks have raised concerns With thiS concept and
we propose to offer them some comfort In the form of a letter "tatIng that It IS not our Intention to
lowel the fees from the present level

The proVISIOns on the cessatIOn of the Agreement and on the tl ansfer of borrowers to another
bank are potentially the most complex Because all collateral secured under a loan IS taken In the
name of the Agent Bank, and because the secunng of collateralleqUlres at the least a court
deCISion, transfer Will reqUIre a substantial amount of effort and coopelatlOn However, our
expenence so far Indicates that each transfer IS umque It IS difficult to construct, m advance,
rules about how a given transfer must proceed

We have therefore Imposed an obhgatlOn on an Agent Bank to proVide access to all records and
documents and to cooperate With BF m estabhshmg a procedure m each case of transfer (article
25) UntIl all borrowers are transferred, the Agent Bank must contmue to comply With ItS
oblIgatIOns under the Agreement, even If the notice penod has expued

Other changes have been made m order to make the provIsions of the Agreement consistent
either With practice, as m the case of reportmg reqUirements, or With other documents such as the
loan agreement Both that agreement and the Manual Will be reViewed to ensure their
consistency With the Agency Agreement as approved by USAID
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CHAPTER FIVE
RECOMMENDED ADJUSTMENTS TO AGENT BANK FEES

BF currently pays Its Agent Banks three types of fees When a loan IS dIsbursed, BF pays the
bank an ongInation fee eqUIvalent to one percent of ongInal pnnclpal Thereafter, the Agent
Bank receIves a quarterly momtonng fee, eqUIvalent to 0 25 percent of ongInal pnnclpal, for
each submItted Quarterly Momtonng Report (QMR) (Unsatisfactory QMRs are not
compensated, but thIS determInation IS based on the completeness of the QMR, not the condItIOn
of the momtored borrower) Agent Banks also receIve tImely repayment fees eqUIvalent to 0 5
percent of each monthly pnnclpal and Interest payment made by a borrower wIthIn ten days of ItS
due date

There has been concern for some tIme that, wIth the decrease In BF's average loan SIze, BF's fee
stlucture may no longer prOVIde suffIcIent InCentIve for actIve Agent Bank partIcIpatIOn In the
BF program It has also been suggested that the current fees reflect BF' s early pnollty on volume
of ongInatlon, and IewaId msuffIciently the recommendatIOn and servlcmg of loans of good
qualIty

The ABST's scope of work was amended m August 1998 to evaluate these concel ns all pat t of ItS
fmal report to USAID In addItIOn to evaluatmg the mcentlves created by BF's fees themselves,
the ABST evaluated cost data submItted by a sample of four banks Sample banks were chosen
for theIr accumulated expenence m the BF program, as well as theIr vanety of backglOunds One
sample bank IS m the RS, one IS m Tuzla, two are state-owned, and each serves a very dIfferent
segment of the Bosman market Reported cost data form AppendIx 6 of thIS report

Each sample bank submItted standardIzed estImates of ItS costs for labor and other dIrect
expenses assocIated WIth ItS management and servlcmg of a typIcal BF loan m ItS portfolIo The
blank cost questIonnaIre to WhIch the sample Agent Banks responded forms AppendIx 7 of thIS
report

Fmally, as an external reference, the ABST exammed the fee revenue aVailable to U S banks
partlclpatmg m the U S SBA 7(a) loan guarantee program

AGENT BANK COST ANALYSIS

Total Costs

Over the typIcal three-year loan, total costs reported by the sample banks average DM 17,125 per
BF loan under management Unsurpnsmgly, the pnvate banks reported hIgher labor costs than
the state-owned banks sampled The hIghest cost bank (Gospodarska) reported overall costs of
OM 19,746 whIle costs were 29 percent lower at the lowest cost bank (Tuzlanska), WhICh
reported a total cost of DM 14,118
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BF loans are typIcally 36-month oblIgatIOns, paymg eIght percent Interest, WIth a sIx-month
grace penod on pnncipal payments Under the present fee structure, such loans have the potential
to provIde fee revenue eqUIvalent to 4 57 percent of the ongmal pnncipal amount ThIS revenue
IS spread unevenly over the lIfe of the loan, wIth approxImately 50 percent of potential revenue
accrumg m the fIrst year of the loan, and about 25 percent accrumg m each of years two and
three

Through June 1998, however, only 48 percent of potentIal timely repayment fees had been paId
ThIS performance has reduced the effective timely repayment fee to 0 24 percent of each
pnncipal and mterest payment, and effective total fee revenue to 4 27 percent of ongmal
pnncipal BF belIeves the large number of "untImely" payments IS attnbutable partly to a
mIsmatch between Agent Bank and borrower mcentives Whereas Agent Banks receIve fees
from BF for all payments made withm 10 days of theIr due dates, borrowers, untIl recently, were
not penalIzed untIl then payments were more than thIrty days past due HistorIcally, a large
number of payments have been made between 10 and 30 days past due

In a reVISIOn deSIgned to Improve performance, BF loan agreements now provIde for penalties to
be pard by bOlTowers on all payments made more than 10 days late The ABST analySIS assumes
that BF's change m polIcy WIll result man mcrease m loan payments quahfymg for timely
repayment fees Table 4 pre~ents the average Agent Bank's break-even loan SIze, based on the
prOjectIOn that 70 percent of tImely repayment fees WIll actually be pard ThIS plOJection Iarses
the effectIve tImely repayment fee to °35 percent of each pnnclpal and mterest payment, and
effective total fee Ievenue to 4 40 percent of ongmal prmcipal

Table 4 Break-even Loan Size

Current Fee Levels

Profit AnalySIS

Fee Revenue 17,125 00 OM
Costs 17,12500 OM
Profit 000 DM
Margm 0 %

3,89336 OM
1,54915 OM

11,68189 OM
17,12500 OM

Fee Amount

1 00% on orlgmal prinCipal at disbursement
o25% on orlgmal prinCipal on submiSSion of Quarterly MOnitOring Reports
o35% (0 5 percent of the 70% of monthly prinCipal and Interest payments
projected to be paid Within ten days of their due dates)

Revenues and Profits over Life ofa Three-year, 8 Percent, DM 389, 396 Loan With 6 Months
Grace on Prmclpal

Ass % of As % of All
PrinCipal Fees

100% 23%
040% 9%
300% 68%
440% 100%

Fee Type

Orlgmatlon
Repayments
MOnitOring
Total Fees

Orlgmatlon
MonitOring
Timely Repayment

Based on the data reported by the sample banks, Table 4 suggests that BF fees cover Agent Bank
costs on loan sizes down to DM 389,000 The average Agent Bank loses money on the
ongmatIOn, servIcmg, and momtonng of smaller BF credIts

If a DM 389,000 BF credIt produces a zero percent profIt margm for the average Agent Bank, It
IS mterestmg to questIon how much of a margm would be necessary to stimulate the attentIOn to
volume and qualIty BF asks of ItS Agent Banks How much profIt, for example, IS necessary to
prompt bank managers to aSSIgn Bosma's relatIvely small number of skIlled credIt offIcers to BF
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loans? Anecdotally, BF credit staff report that the "better" banks (e g , Market, KrIstal,
Umversal) have begun to allocate more jumor staff to the BF portfoho as the other busmess
activities of those banks expand

Based on the data reported by the sample banks, margms mcrease rapidly with loan Size, nsmg to
35 percent on a loan of DM 600,000 However, given that BF lendmg is not a volume busmess
for Bosman fmancial mstitutiOns, the absolute level of profit is a more relevant mdicator of
stimulus than margm Assummg an average loan Size of DM 600,000, a bank that ongmated,
momtored, and serviced a twenty-five loan portfoho totalmg DM 15 milhon could earn profits,
over a three year perIod, of DM 232,000-approximately $44,000 per year If the same portfoho
consists, of thirty DM 500,000 loans, profit potential falls to $28,000 per year With forty loans of
DM 375,000, the average bank loses $4,800 per year

Most BF Agent Banks with Similarly sized portfohos serVice their BF credits With two to three
loan officers, assorted operatiOns and support staff, and at least the part-time attentiOn of a credit
manager Whether or not a given level of remuneratiOn is attractive depends ultimately on the
aitelllative uses to which the bank could put such a team Unfortunately, the plOfitabihty of other
bank products is beyond the scope of thiS analYSiS

What is known is that BF's average loan Size is fallmg rapidly Recent applOvals have aveiaged
DM 250,000-well below the loan Size that represents break-even for the average Agent Bank
BF can rely on momentum and itS eXistmg pipehne for deals over the next three to fOUl months,
but deal flow m the mediUm term should be expected to declme as the profitability of BF
products falls

While it is difficult to measure dissatisfactiOn objectively, mdny banks are already complammg
that they are madequately compensated for BF procedures, which they fmd cumbersome
Nothmg suggests thiS trend will reveise, unless fees are mcreased or streamlined ougmatiOn and
momtorIng procedures are mtroduced for smaller credits

The Agent Bank SelectiOn Team recommends that BF modify itS pohcies m both ways Some
form of procedural streamlinmg should be adopted for smaller deals, and BF's fee structure
should be adjusted to cover Agent Bank costs and proVide stronger mcentives for the
recommendatiOn of Viable loans

The followmg sectiOns of thiS analySiS examme each BF fee m turn, makmg recommendatiOns
for adjustment where adVisable

Loan Onglnatlon, ClOSing, and Disbursement Costs

The average reported cost to ongmate, close, and disburse a loan IS DM 2,397, WIth a range from
DM 2,126 at Gospodarska Banka to DM 2,625 at KrIsta] Banka With an ongmatiOn fee set at
one percent of disbursed pnncipal, the fee covers the average bank's ongmation costs whenever
a credit greater than DM 240,000 is disbursed
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The current USAID pnonty on producmg loans m the OM 30,000 to OM 150,000 range
mdIcates that ongmatIOn fees WIll soon be madequate to cover Agent Bank costs on many BF
loans It IS not necessary for ongmatIOn costs to be offset precIsely by ongmatIOn fees (mdeed,
the ABST recommends below that tImely repayment fees should be the pnncIpal source of Agent
Bank revenue from BF) It IS Important to recognIze, however, that the ongmatIOn fee comes
early and m a lump sum, provIdmg a strong productIOn mcentlve to the Agent Bank Makmg It a
"loss leader" IS not advIsable and would lIkely lesult m poor deal flow at the low end of BF's
range of loan SIzes

The ABST recommends that a floor be placed below the ongmatIOn fee, guaranteemg that most
of the average Agent Bank's ongmatIOn costs WIll be covered BF's ongmatIOn fee should be
fIxed at DM 2,000 , or I percent of the dIsbursed pImcIpal amount, whIchever IS greater

The ABST also recommends that the documentatIOn on loans below OM 150,000 OM be
reduced to give further mcentlve to the banks to seek and make smaller loans The CUI rent
documentatIOn for smaller loans IS onerous and, based on the reported data, unprofItable for the
Agent Bank

Quarterly Momtorlng Costs

The average reported cost to review borrower fmancIals and prepare Quarterly MOnItoung
Reports IS OM 3,523 on an annual baSIS, or OM 881 per QMR The range of quarterly costs IS
signIficant, varymg from OM 1,296 at Gospodarska to DM 625 at Tuzlanska WIth a Quarterly
MOnItormg fee of one quarter of one percent of ongmal disbursed pnnclpal, the Quarterly
MOnItonng fee covers the average Agent Bank's mOnItonng costs, whenever the credit m
questIOn IS greater than DM 352,000 Recent BF loan approvals have averaged below thIS break­
even level Based on the reported data, Agent Banks WIll soon be losmg money on most of the
QMRs they are obltgated by theIr Agency Agreements to complete

ThIS phenomenon has not gone unnotIced by BF's Agent Banks Many banks are months behmd
m theIr submIsSIOn of QMRs and one bank has UnIlaterally halted ItS preparatIOn of QMRs over
compensatIon Issues The qualIty of QMRs IS also dlsappomtmg IronIcally, sevelal banks With
hIghly capable loan offIcers routmely submIt hastIly completed QMRs that are lackmg m
analysIs, whereas the QMRs of some state-owned banks demonstrate greater m~lghts and
attentIOn to detaIl It IS suggested that thIS difference m qualtty may be attnbutable to the lower
opportunIty costs of QMR completIOn at state-owned banks

A problem With BF's procedures related to the payment of QMR fees should also be noted At
present, QMR fees are paId to Agent Banks through authonzed deductIons from the payments of
BF borrowers However, there IS no method In place to InVOICe BF for quarterly momtonng fees
due for the mOnItormg of delInquent borrowers An Agent Bank completmg a mOnItonng report
on a delmquent borrower IS therefore not patd, creatmg a perverse mcentIve to elImmate
mformatIOn and commUnICatIOn channels at a tIme when BF IS m considerable need of assistance
and mterventIOn from the Agent Bank
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The ABST suggests that a floor be placed below BF's quarterly momtonng fees, ensunng that
the average bank's momtonng costs are covered, even when the loan bemg momtored IS small
BF's quarterly momtonng fee should be fIxed at DM 1000, or 0 25 percent of the dIsbursed
pnncIpal amount, whIchever 111 greater AddItIOnally, BF should use ItS eXIstmg gradmg system
for QMRs to create mcentIves for hIgher qualIty momtonng by ItS Agent Banks QMRs graded
an A or B should be rewarded WIth a 0 1 percent mcrease m the payable fee, bnngmg potentIal
fee revenue to 0 35 percent of the dIsbursed pnncipal amount each quarter

Loan ServIcing and Collection Effort Costs

The reported average annual cost for an Agent Bank to proVIde loan sel vIcmg and collectIOn
efforts for a BF credIt IS DM 1,386, or DM 116 per month The reported monthly range IS faIrly
broad, from DM 58 at Gospodarska, to DM 152 at Market Banka 1

WIth timely repayment fees set at 0 5 pel cent of each pnncipal and mterest payment-and, as
explamed above, an assumed 70 percent rate of tImely repayment-BF fees for tImely
repayments cover servIcmg and collectIOn costs only when the loan bemg servIced IS greater than
DM 1 05 mIllIon ObVIOusly, few BF loans meet the break-even level It IS probable that the fee
was not deSIgned to cover the cost of sel vIcmg, but to plOvide the Agent Bank WIth a small
mcentive to ensure that borrower payments were made m a tImely fashIOn

BF's aveIage loan SIze has been droppmg steadIly, and the ABST's suggestIOns for adjustment to
the ongmatIOn and momtonng fees are deSIgned pnmanly to enSUle that Agent Bank's can break
even on theIr work m the BF program The need for a monetary mcentIve remams The ABST
proposes that the timely repayment fee be mcreased to 3 percent to prOVIde thIS mcentive Table
5 breaks down Agent Bank compensatIOn by type and tImmg of fee Ievenue, under the cunent
and recommended fee structures

I The broader range of costs reported by the Agent Bank.s for mOnItormg and servlcmg relative to the range
reported for ongmatmg IS caused by different patterns of cost attnbutlOn Whereas Gospodarska claSSifies nearly
all of ItS post-ongmatlOn costs as mOnItonng the other sample banks attnbute a greater level of po~t­
ongmatlOn costs to servlcmg" It may be most useful to examme these cost categones together Taken together,
over the typical three year loan, Gospodarska reports mOnItorIng and servlcmg costs of DM 17 620 compared to
the 34 percent lower total of DM 11,676 reported by Tuzlanska
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Table 5 Agent Bank Compensation by Type and Timing of Fee Revenue
Revenues over Life of a Three year 8 percent OM 400,000 Loan With SIX Months Grace on Prmclpal

Onglnatlon
Momtorlng
Timely Repayment

As % of All
FeesFee type

Onglnatlon
Repayments
Monrtonng
Total Fees

Year

Current Fee Structure

100%
o25% quarterly
o50% monthly

By type of fee over life of loan

As % of As % of All
Fee Amount Principal Fees

4,000 00 OM 1 00% 22%
2,273 33 OM 0 57% 12%

12,00000 OM 300% 66%
18,273 33 OM 4 57% 100%
By tlmmg of fee revenue over life of loan

As % of As % of All
Fee Amount Pnnclpal Fees

Recommended Fee Structure

1 00% (OM 2,000 minimum)
025% quarterly (OM 1 000 minimum)
300% monthly

By type of fee over life of loan

As%of
Fee Amount Pnnclpal

4,00000 OM 1 00% 14%
13,64000 OM 341% 46%
12,000 00 OM 3 00% 40%
29,64000 OM 741% 100%
By tlmmg of fee revenue over Ilt~ of loan

As % of As % of All
Fee Amount Pnnclpal Fees

Fees In Year 1
Fees In Year 2
Fees In Year 3
Total Fees

8,55067 OM
4,89333 OM
4,82933 OM

18,27333 OM

214%
122%
121%
457%

47%
27%
26%

100%

11,30400 OM
9,36000 OM
8,97600 OM

29,64000 OM

283%
234%
224%
741%

38%
32%
30%

100%

As shown by the companson above, the current fee structure rewards BF Agent Banks for
ongmatlOn and the compIlatIOn of mOnItonng Ieports, but does lIttle to tIe bank mcome to loan
performance Fees for tImely repayments represent 12 percent of total fee mcome Further, fees
10 the current structure are front loaded, With nearly half of all fee mcome aCCi umg to the bank 10

the fIrst year of the loan

Current BF goals suggest that the fee for timely repayment be Increased substantIally By
mcreasIng the fee on tImely repayments to 3 percent, nearly 50 percent of all fee Income
becomes tIed to loan performance, whIle the ongmal Incentives for ongInatiOn and mOnItonng
remam In place Because the tImely repayment fees accrue slowly, shiftmg the mcentive
structure also forces BF Agent Banks to remaIn VIgilant throughout the matunty of the loan, by
spreadmg the tImmg of total fee revenue more evenly across the term structure

In a typIcal BF credIt, the proposed mcentIve structure could produce fees eqUIvalent to 2 2 to
2 8 percent of ongmal pnncIpal each year Over the full term, Agent Banks could realIze fees
eqUIvalent to 7 4 percent of ongInal pnncIpal-2 8 percent more than the 4 6 percent that can be
obtamed under the present mcentIve structure-provIdmg that the loans the Agent Bank
recommends are repaId accordmg to schedule 2 The recommended mcentIve adjustments WIll

2 As a percentage of anginal pnnclpal, the ABST recommendatIOns for mInimum onglnatlOn and mOnltonng fee
payments wJ1l produl.-e hIgher fee Income for small loans For banks that produce consIstently supenor mOnltonng
reports (only 2 banks at present) the recommended incentIve for hIgh quahty momtonng reports (I e , an
addItIOnal 0 I percent of ongmal pnnclpal for all QMRs graded A or B) could produce addItiOnal fees eqUIvalent
to I 2 percent of anginal pnncipal over the term of the typIcal BF loan
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reward banks accordmg to theIr analytIcal and management SkIlls, whIle encouragmg stepped up
partIcIpatIOn m the BF program They wIll also remforce an apprecIatIOn of repayment nsk
among Bosman fmancial mstItutIOns, deepenmg the partnershIp of BF and ItS Agent Banks by
lmkmg Agent Bank cash flow dIrectly to BF asset qualIty

SBA 7(A) LOAN GUARANTEE PROGRAM

The 7(a) Loan Guarantee Program IS the SBA's pnmary busmess loan program, and It dIffers
sIgmficantly from BF's Fee compensatIOn under 7(a) IS conSIderably hIgher than that aVailable
to BF Agents, but the banks extendmg SBA loans have a small portIOn of theIr own funds at nsk,
and the full pnnclpal balance of theIr loans tIed up for a penod detelmmed by conditIono;; m the
secondary market for guaranteed debt NeIther of these charactenstics apply to BF lendmg m Its
present form

The program stImulates lendmg to small busmesses requmng fmancmg for workmg capItal,
plant and eqUIpment, or leasehold Improvements The loan amount can be as hIgh as $1,000,000,
WIth the SBA guaranteemg 80 percent of pnncipal The repayment penod for these loans IS
usually between fIve and ten years, but loans fmancmg plant and eqUIpment can have terms up to
25 years All loans are made from bank funds, remammg the asset of the bank untIl matunty
Ol-more commonly-such tIme as the bank sells the guaranteed portIOn of the loan m the
secondary market

7(0) Fee Structure

Banks are not paid an ongmatIOn fee for extendmg 7(a) loans Nor can banks charge applIcatIOn
fees, commItment fees, or prepayment fees to the SBA or 7(a) borrowers Banks are allowed a
servIcmg fee, WhICh could be as hIgh as I percent of the outstandmg balance per annum (2
percent for constructIOn loans or loans collateralIzed by mventory or accounts receIvable), but
the typIcal servIcmg fee IS a5% per annum

PartICIpatmg banks denve theIr non-serVIce fee 7(a) mcome from (I) the mterest receIved on the
loan, and (2) the profIt realIzed from the sale to extelllal mvestors of the SBA-guaranteed portIOn
of the credIt In a typIcal 7(a) loan, the mterest rate charged mIght reflect a margm of 3 to 4 5
percent per annum over the bank's cost of funds As for sale revenue, dependmg on secondary
market condItIOns, the bank could realIze a return from sale of 8 percent of the guaranteed
portIOn of the loan More typIcally, the return from sale hovers around 3 percent of the
guaranteed portIOn of the loan

Table 6 presents three scenanos for the fIrst-year fee mcome from a $500,000, 7-year, 7(a)
eqmpment loan that IS extended at 8 percent mterest by a bank that sells the guaranteed portIOn
of the credIt at the end of 12 months
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Table 63 Return Scenanos for 7(a) Loans

Low Typical High
Low % Revenue Typical % Revenue High % Revenue

Service Fee 05% $2,143 05% $2,344 20% $9,375
Interest Margrn 30% $12,855 38% $17,578 45% $21,094
Profit on Sale of Guaranteed Portion 10% $3,428 30% $10,284 80% $27,424

Total 37% $18,426 60% $30,206 116% $57,893

In the typIcal scenano, a bank could realIze a return of 6 pelcent above cost of funds on the
ongmal pnncipal balance m the fIrst year of the 7(a) loan This IS nearly thlee times higher than
the fee mcome aVailable to Agent Banks 2 8 percent m the first year of the typIcal loan, If the
ABST lecommendatIOns are Implemented, 2 I percent If they are not However, this fee
differential IS attnbutable pattly to the need to compensate the 7(a) banks for placmg 20 percent
of their prmclpal balance at nsk, and for tymg up 100 percent of the fund~ they extend until such
time as the guaranteed pOltIOn of the loan IS sold 4

CONCLUSION

BF fees plOvlded suffICIent mcentive for actIve Agent Bank paItICIpatIOn m the ploJect's early
days Because BF fees are calculated as a percentage of a loan's ongmal pnnclpal, however, the
fees have become less attractive as BF's average loan SIze has fallen Based on the cost data
reported by a sample of four banks, the average bank loses money on the ongmatIOn mOnItol mg,
and servIcmg of loans under DM 389,000 Most new BF loans fall below thIS break-even level

The ABST recommends establIshmg mmlmum ongmatIOn and mOnItonng fees such that Agent
Banks can at least break-even on the serVIces they proVide to BF AdditIOnal Agent Bank
mcentives should be prOVIded through an mcreased timely repayment fee By mCleasmg the
tImely repayment fee to 3 percent, BF can estabhsh a strong mcentive for Agent Bank
pmticipatIOn, whIle rewardmg only those banks able to analyze, recommend, mOnItor, and
serVH...e good loans

A small addItional mcentIve should be proVided for supenor quarterly momtonng reports, of
WhICh BF presently receIves very few QMRs graded an A or B by BF staff should be
compensated at a rate of 0 35 percent of ongmal prmcipal, rather than the standard 0 25 percent

If Implemented, these recommendatIOns WIll produce fees that pay Agent Banks an average of
2 5 percent per annum for each performmg loan ThIS level of fees IS reasonable m companson to

Revenue scenanos for servIce fees and Interest margins reflect nominal percentages applIed agaInst average
outstanding balance In fIrst year Profit on sale of guaranteed portion assumes 80 percent guarantee of pnnclpal
remaIning after one year of amortIzatIOn Totals reflect total revenue as percent of onglnal pnnclpal

4 In practIce, actIve 7(a) lenders often package and sell their 7(a) loans In far less than a year's tIme Increasmg the
profitabIlIty of7(a) lendmg
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reported Agent Bank costs and to profIts commonly avaIlable through other U S government
programs desIgned to stImulate lendmg to small busmesses

Fmally, BF has recently proposed mtroductIOn of a new fee, payable to Agent Banks that accept
the transfer of an eXIstmg BF borrower from another Agent Bank Most commonly, these
transfers have been reqUIred by the failure of the ongmal Agent Bank BF proposes IImItmg
transfer fees to a25 percent of outstandmg pnncipal, and a maXImum of DM 1,500

Many transferred loans are troubled, and the proposed transfer fee WIll only rarely be adequate to
cover the costs of the new Agent Bank These costs mclude the transfer of hens from the ongmal
Agent Bank, frequent dIffIcultIes m collectIon, and overcommg borrower reSIstance to provIdmg
the new bank WIth the mformatIOn reqUIred to complete mOnItonng reports

Banks that accept transferred bonowers are provIdmg BF WIth a serVIce The ABST
recommends that the standard BF ongmatIOn fee, calculated as a percentage of outstandmg
pnncipal, be paid to banks that accept the transfer of eXIstmg BF loans By provIdmg a fair level
of compensatIon, BF can reduce the consIderable persuasIve efforts that have been IeqUIred to
secure new Agent Bank homes for transferred credIts
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INTERVIEWS CONDUCTED BY ABST

EXTERNAL

Bank SupervIsIOn AdvIsor Dale Wl1son 9 July 1998

USAID AudItor BIll Murphy 24 July 1998

USAID Project OffIcer John Glover 5 August 1998

USAID Evaluator Chuck Taylor 16JulyI998

Bank PnvatIzatIOn AdvIsor MIke Markels 19 August 1998

BF UNITS

BF AudItOi
AudIt AssocIate
AudIt AssocIate

SpeCIal Assets Manager

OperatIons Manager
OperatIOns ASSIstant
OperatIons ASSIstant
OperatIOns ASSIstant

Staff Attorney
Legal ASSIstant

BF CREDIT

Tuzla Team Leader
Tuzla Lendmg AssocIate
Tuzla Lendmg AssocIate
Brcko Lendmg AssocIate

BanJa Luka Team Leader
BanJa Luka Lendmg Assoc
BanJa Luka Lendmg Assoc

MIchael Moore
Slobodan BIankoVIC
Tank Cenc

Dan Glaspy

JIm Gomez
Faruk HUJIC
Srdan Ml1admovlc
Adl Juzbaslc

Bans Maslo
FemIl Curt

Jerry Lorenz
Maida Berblc
Menha ManoJlovIC
Goran GaJIc

Lloyd Freeman
Esma MustaJbasIc
MIrela KelecevnIc

24 June 1998, 11 July 1998
10 July 1998
11 July 1998

11 July 1998

23 June, 14 July 13 Aug 98
24 June, 10 July, 14 July 98
14 July 1998
14 July 1998

MultIple
23 June 1998

22 July 1998
22 July 1998
22 July 1998
30 July 1998

27 July 1998, I 1 Aug 1998
30 July 1998, 1I Aug 1998
30 July 1998, 11 Aug 1998
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Sarajevo Team Leader I Bons von Hoffmann 12 August 1998
Sarajevo Lendmg AssocIate Sandra CICO 4 August 1998, 14 Aug 1998
Sarajevo Lendmg AssocIate Senf ZVlzdIC 14 August 1998
Sarajevo FIeld AssocIate IbrahIm SmaJlagIc 8 July 1998, 14 August 1998
Sarajevo FIeld Associate Adlsa BavcIc 14 August 1998

Sarajevo Team Leader II Bnan McGIll 11 August 1998
Sarajevo Lendmg AssocIate LeJla MusIc 14 August 1998
Sarajevo Lendmg AssocIate DamIr Conc 14 August 1998
Sarajevo Lendmg AssocIate AdIS HodzIc 14 August 1998
Sarajevo FIeld Associate Goran Stefatlc 14 August 1998
Sarajevo FIeld Associate Nlhad Taso 14 August 1998

CredIt Manager Terry Glossop 12 August 1998

Lendmg Manager Jay Dyer 12 August 1998

Development Alternatives, Inc (DAI)
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APPENDIX 2

AGENT BANK APPLICATION FORM
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AGENT BANK APPLICATION FORM

Part I: General Information

1 Name and Address ofbank

2 Pnnclpal contact f01 the AppllcatlOn

(Name)

3 Telephone

Fax

4 Legal F01m of the 11lstltutlOll

Date Founded

(Posltlon/Tltle)

Date of Court ReglstratlOll or Last Amendment _

5 Please descllbe blleflv the Justory of the bank, and lts evolutlOn to ltS current mal ket
strategy

AppendlX 2-Agent Bank AppllcatlOn Form 3<6
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Part II: Lending Experience of the Bank

6 Prov1de the followmg data on the Bank's anlluallendmg act1v1ty m the years 1996
and 1997, and through June 1998 (or for whatever part of that t1me data 1S avallable)

a Numbel and value (DM) of loans outstandmg at the end ofeach penod

1996 1997 Jan - June 1998
Number of Loans at end of Penod
Value of Loans at end of Penod

b Total number and value ofnew loans ollgmated durmg the )ear

1996 1997 Jan - June 1998
Number of New Loans In Penod
Value of New Loans In Penod

c Number and total value ofdelmquent loans at the end ofeach year

1996 1997 Jan - June 1998
Number of Delinquent Loans at
End of Penod
Value of Delinquent Loans at End
of Penod

d Accountmg standardfOl delmquency m use at the Bank Hm'v long past due 1S
a loan before It 1S cons1deJ ed dell1lquent? Does the bank cons1der the total
remaml1lg loan value to be delmquent, orJust the value of the pmments
delmquent to date?

Development AlternatIves, Inc (DAI)
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e Number and value of loans wrztten offat the end ofeach vear

1996 1997 Jan - June 1998
Number of Loans Written Off at
End of Period
Value of Loans Written Off at End
of Period

f Accountmg standardfor 1equll mg a loan wrzte off

g What 1S the app'OXl11zate average term of loans m the pOl tfOllO, extended f1 om
the bank's own funds?

7 What 1S the geogJaplllC tel rztor} se1 ved bv the Bank's lendl11g plOgJam?

8 What are the prl11c1pal busl11ess sectors to wh1ch the bank lS cun entl) lendl11g (e g
farnllng, agncultural proceSSl11g, fOl est!)', wood pl oceSSl11g, te"rtlles metahvOl kl11g
mdustry, 1etall trade, transport, etc) Please specify sectOl concentJatlOn of lendmg
from bank's own funds, as vvell as of the bank's lendl11g through l11tematlOnallv
funded plograms, such as BF

9 Approx1mately what percentage of the value ofthe current pOl tfOllO lS 111 the
followl11g three categorzes

Portfolio Financed With Portfolio Financed (at least partIally)
Own Funds by International Proqrams

Private Firms
State-owned Enterprises
PrivatlzJnQ Firms

AppendlX 2-Agent Bank AppllcatlOn Form



2-6

10 Descrzbe brzefly the type ofmarket outreach your bank would undertake to expand
BF lendmg, if selected as an Agent Bank

11 What IS "\tOur estImate of the number and value ofnew loans vou belzeve the Bank
could produce as an Agent Bank over the next two veal s?

Sept 1998 - Aug 1999 Sept 1999 - Aug 2000
Number of New Loans
Value of New Loans

RatIOnale for pi oJectIOll

Development Alternatzves, Inc (DAI)
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12 If the Bank IS currently partIcIpatIng In the BF Program as an Agent Bank, what has
been the expenence of your bank WIth BF, In terms of number of loans recommended
and dIsbursed, value of loans, and repayment performance of loans? How and why do
you antIcIpate that expenence WIll change over the next two years?

13 Descnbe "j0U! bank's partlclpatlOn 111 other Cl edlt 111ltlatnes SUppOl ted b)
111ternatlOnal development 01 1econstl uctlOn agencies

AppendlX 2-Agent Bank ApplzcatlOn Form
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Part III: Financial Systems and Controls

14 Descnbe the svstem ofaccountmg andfinanczal controls currently bemg used m your
bank If the system zs computenzed, desclzbe the types ofaccounting programs whIch
are bemg used and the type andfrequency ofreports WhICh are produced Descnbe
the tvpes of "checks and balances" that are In place to protect against mIsuse of
funds

15 Under whIch accounting standal ds (mternatzonal accountmg standal ds (lAS) U S
GAAP, and/or Bosman Accountmg Standards) does your bank prepal e us financzal
statements?

Development Alternahves, Inc (DAI)
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16 Does your bank recelve an mdependent, certlfledfmanctal audlt? Ifyour Bank does
not recelve an mdependent financtal alldu, descnbe any steps whlch may be
underway to mstltllte such procedUl es

17 Does wur bank have con espondent 1elatwnshlps wuh banks outslde ofBosma?
Provlde the name ofeach cOllespondent and the extent ofwUl bank's relatwnshlp
'tvzth each

AppendlX 2-Agent Bank Appllcatzon Form
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PART IV KEY PERSONNEL

Please complete the following table for all personnel In the Bank who will have a key role In the Implementation of the BF Program For purposes of this application key
personnel Includes Semor Management, Chief Financial Officer or Treasurer Manager of Credit Department, Head of Operations, and Loan Officers assigned to the BF program
Place an * after the name of each individual who IS a shareholder In the bank Place a ** after the name of each individual who currently owes at least OM 10,000 to the bank
PosItIOn In Bank Gross Name (First and family name Place and Permanent Address Current Address (If Education Years In Father's

Monthly For marned females, provide Date of Birth same as permanent (list Banking / Name
Compen- malden name as well ) address please degrees or With Your
satlon (place day indicate "same") education) Bank

month year)

/

/

/

/

/

/

/

I

I

1\ Development Altertlatlve~. Inc (DAI)
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PART V BOARD OF DIRECTORS

Please complete the following table for all members of the bank s board of directors Place an * after the name of each dIrector who IS a shareholder In the bank Place a **
after the name of each director who currentlv owes at least OM 10 000 to the bank
Position In Outside Gross Name (First and family Place and Permanent Address Current Address (If Education Years In Father's
Company or Public Monthly name For marned Date of Birth same as permanent (list Banking / Name
Office, In Bank, or on Compen females provide malden address please degrees or With Your
Bank s Board of satlOn name as well) (place day, indicate "same") education) Bank
Directors month, year)

/

/

/

/

/

/

/

/

/

AppendlX 2-Agellt Bank AppllcatlOn Form
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PART VI OWNERS

Please complete the following table for each person owmng at least 10 percent of the bank Place a ** after the name of each owner who currently owes at least DM 10 000 to
the bank If a compan ~ owns at least 10 percent of the bank, please list that com any s name percentage ownership current address, and years of ownership only
Position In Outside Percent Name (First and family Place and Permanent Address Current Address (If Background Number of Father's Name
Company or Public Owner-ship name For married Date of Birth same as permanent In Banking If Years as
Office, In Bank or on of bank females, prOVide malden address, please Any Owner of
Bank's Board of name as well) (place, day Indicate same) Bank
Directors month year)

Development Alternatlve~, Inc (DAI)
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Part VII: Bank Financial Attachments

Please attach to tlllS Agent Bank AppllcatlOn an annual balance sheet, l11come statement, and
(ifprepared) statement of cash flow f01 the )eaJs 1995, 1996, and 1997 For the past year
(1 e, Jull' 1997 - June 1998) attach coples of the monthly fl11ancwlleportl11g ',Our bank
plovldes to the FBA

Appendrx 2-Agent Bank ApplIcatron Form
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Part VIII: Certifications

Please retum thefollowl1lg statements wah the slgnatUle of the bank's dlrector and (if
appllcable) chall1nan of the board

• We hereby certIfy that all of the InformatIOn provIded here IS, to the best of our
knowledge, true, correct and complete

• We hereby certIfy that we, our key personnel, and the bank's owners, managmg board
members, and members of the board of dIrectors have revIewed all Agent Bank
responsIbIhtIes, mcludmg those descnbed In the Agency Agreement and the Agent Bank
OperatIOns and Procedures Manual We accept these responsIbIlItIes and are prepared to
operate m accordance wIth the specIfIed procedure~

• We hereby certIfy that we, OUI key personnel, and the bank's owners, managIng bomd
membel s, and members of the bomd of directors have levlewed the Code of EthICS
mcluded m the Agent Bank OperatIOns and PlOcedures Manual We are prepared to
operate In accordance wIth the Code of EthiCS and enforce It for all Covered Pel sons

Signed thIS day of , 199_,

Stamp
ChaIrman of the Board

Director

Development Alternatzves, Inc (DAI)
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APPENDIX 3

ON-SITE REVIEW QUESTIONS
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Managmg DIrector

Board related

1 What IS the ownershIp structure of the bank? State versus pnvately owned percentage?
2 Does the bank pay divIdends to shareholders?
3 How often does the Board Meet?
4 Does the Bank have an attendance poltcy for meetmgs?
5 Does the Board receive monthly fmanclal reports?
6 Does the Bank have an mternal or external audItor?
7 Are loans made to directors or to companIes that they have an mterest m?

Management structure

8 Are frequent senIor management meetmgs held?
9 What are the committee stlUctures of both management and the BOaId of DIrectors? May

we have an organIZatIOn chart?
(a) Loan committee
(b) Aleo Committee
(c) Audit commIttee
(d) ExecutIve commIttee

10 Does the bank have a strategIc plan that covers
(a) plans for mergers or expanSIOn or contractIOn?
(b) plans for capItal expendItures m the next three years?
(c) any new products bemg developed or considered?
(d) eqUIty/capItal growth In the next 3 years?

General

11 Does the Bank own 01 have any substantIal Interest In non bank companIes 7

DIrector of CredIt

1 Does the bank have a loan poltcy approved by the Board? If yes, does It Include?
(a) prOVISIOnIng for loan losses
(b) the process for handlmg delInquencIes
(c) charge off CrIterIa
(d) a deSCrIptIOn of a loan ratmg system
(e) loan offIcer and loan commIttee lendmg lImIts
(f) polIcy on loans to mSlders and the conditIOns for exceptIOns thereto

AppendlX 3-0n-Slte Revlew Questions
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Loan admInIstratIOn

2 What IS the past due or delInquency ratIO for the bank's portfolIo?
3 Are past due or delmquency reports revIewed daIly?
4 Are loans that become past due transferred to a workout/collectIOn offIcer?
5 Does the Bank mamtam an mternal Watch LISt of troubled loans?
6 Is lendmg centralIzed or are offIcers aVaIlable to make loans at blanches?
7 Are you concerned about concentratIOns withm the portfolio?
8 How often do the credIt officers review and update the credit files?
9 Are borrowers reqmred to submit quarterly fmanclal InfOrmatIOn?
10 Can lIens be perfected and how?
11 Are collateral documents kept separate from the loan files?
12 Are loans disbursed before the reqmred documentatIOn IS completed and collateral

perfected?

Loan AdmmlstratIon - BF Loans

13 How many staff members are mvolved m admInlstenng BF loans? # of lenders? # of
support personnel?

14 Who prepares the quarterly mOnItonng report?
15 What actIOns are taken based on the lender's analySIS of the borrower's conditIOn as

eVidenced In the quarterly mOnItonng report?
16 Are fees charged for loan applIcatIOns?
17 Are fees charged for assistIng the loan applIcant m the preparatIOn of the BF applIcatIOn?
18 Has the Bank charged fees or received commiSSIOns or other compensatIOn for the

preparatIOn of strategic or busmess plans for the loan applIcants?

DIrector of OperatIOns

1 What computer systems are m use at the Bank?
2 What core software system IS muse?
3 Descnbe the secunty In place to access the system InfOrmatIOn?
4 How much autonomy do your Branch Office operatIOns have?

DIrector of Fmance

FInanCIal reportIng

Do you prepare monthly fInancial statements m additIon to those flIed WIth the
regulators?

2 What fmanclal mformatIOn do you file WIth the regulators?
3 Do you follow InternatIOnal accountmg standards (lAS)?
4 What kInd of fmanclal ratIos do you prepare and reVIew WIth management and the Board

of DIrectors?

Development AlternatIves, Inc (DAI)
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(a) CapItal Adequacy
(b) Leverage RatIO
(c) Loans to one borrower as a percentage of capItal
(d) RIsk based capItal ratIO
(e) Interest margm
(f) Loan loss coverage
(g) ROA and ROE

Correspondent accounts

5 Why do you have multIple correspondent relationshIps?
6 Are these conespondent accounts reconcIled to date? If not when was the last

reconcIlIatIOn completed?
7 Do any of these COl respondents grant Imes of credIt to the bank?

8 Do you have a complehenslve accountmg polIcy?
9 Does the bank have an asset and lIabIlIty polIcy?
10 Do you have a lIqUIdIty management polIcy?
11 How do you manage mterest rIsk?
12 How do you manage maturIty rIsk?

Tleasury

13 Does the bank have a separate Treasury functIOn? If so to whom does the Treasurer
report?

14 How do you manage foreIgn exchange rIsk?
15 How do facIlItate the transfer of funds both domestIc and mternatIOnal?

Balance sheet and profIt and loss

16 Are all general ledger accounts properly reconcIled wIth suppOltmg schedules by pelsons
who do not have the capabIlIty to authorIze, orIgmate, or post transactIOns?

17 Does the Bank have any of balance sheet lIabIlItIes, such as guarantees, letters of credIt,
etc ?

18 Does the Bank have any borrowmgs for Its own use wIth other banks, companIes, or
organIZatIOns?

19 Are there any assets not on the books or are any assets shown at substantIally less than
theIr realIzable value?

20 Does the bank have any mternatIOnal mvestments?

AppendlX 3-0n-Slte ReVIew Questions
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APPENDIX 4

SCHEDULE OF ON-SITE REVIEWS
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BANK Active! CITY DATE APP DATE OF ON- Evaluator FINANCIAL NOTES
Inactive! RECEIVED SITE REVIEW ANALYSIS

New

1 AGROPROM BANKA AD A BANJA LUKA 16 Jul 98 10 Aug 98 Z X Need FBA Financial Format

2 AUROBANKA N VITEZ 6 Aug 98 T X Signed new Agreement after 25 In
w!Z got full app 27 Jly ETA 5 Aug

3 BANJALUCKA BANKA DD A BANJA LUKA 16 Jul 98 10 Aug 98 Z X Need FBA Financial Format

4 BH BANKA DD A SARAJEVO 17 Jul 98 23 Jul 98 Z A T X Extended to 3pm 17 July

5 CENTRAL PROFIT BANKA DD A SARAJEVO 30 Jul 98 5 Aug 98 T X LATE Will submit by 31 July

6 DEPOZITNA BANK DD I SARAJEVO 16 Jul 98 6 Aug 98 A X New management

7 EXPORT BANKA AD A BIJELJINA 17 Jul 98 29 Jul 98 A Need FBA Financial Format

8 GOSPODARSKA BANKA DD A SARAJEVO 1 Aug 98 4 Aug 98 T X Legal concerns Met on 24 July
w!Z S extended to 31 July

9 HIPOTEKARNA BANKA DD A SARAJEVO 15 Jul 98 Unassigned X Merging with BH according to BH
10 HRVATSKA POSTANSKA BANKA H B DD I MOSTAR 16 Jul 98 3 Aug 98 ZT X

11 INVESTICIONO KOMERCIJALNA BANKA A ZENICA 17 Jul 98 29 Jul 98 T X

12 KOMERC BANKA DD A TESANJ 15 Jul 98 31 Jul 98 A X

13 KOMERCIJALNA BANKA DD A TUZLA 16 Jul 98 28 Jul 98 A X

14 KRISTAL BANKA A BANJA LUKA 16 Jul 98 30 Jul 98 Z Says IMF bal sheet not required or
prepared Gave lAS audited
statements

15 LJUBLJANSKA BANKA DD A SARAJEVO 17 Jul 98 5 Aug 98 A X

16 MARKET BANKA DD A SARAJEVO 22 Jul 98 10 Aug 98 T X Extended to 2pm 22 July

17 MO BANKA MOSTAR I MOSTAR 29 Jul 98 T Late Dellvenng 29 Jly to BF

18 POSTBANK BH N SARAJEVO 16 Jul 98 4 Aug 98 Z X NEW

19 PRIVREDNA BANKA AD BRCKO I BRCKO 16 Jul 98 30 Jul 98 A Need FBA Financial Format

20 PRIVREDNA BANKA DD A TRAVNIK 16 Jul 98 30 Jul 98 T X

21 PRIVREDNA BANKA DD I BIHAC 3 Aug 98 11 Aug 98 Z Late Dldn t get matenals

22 PRIVREDNA BANKA SARAJEVO DD A SARAJEVO 16 Jul 98 28 Jul 98 ZT X
BUGOJNO

23 PROMDEI BANKA DOO I SARAJEVO Unassigned LATE 28 Jly supposed to call to
give date of submiSSion

24 SAHINPASIC KOMERCIJALNA BANKA DD A SARAJEVO 16 Jul 98 5 Aug 98 A X

25 SIPAD BANKA DD I SARAJEVO 16 Jul 98 14 Aug 98 A X

26 SREDNJOBOSANSKA N KISELJAK 20 Jul 98 4 Aug 98 A NEW

27 TRGOVACKA BANKA DD A VISOKO 16 Jul 98 11 Aug 98 A X

28 TUZLANSKA BANKA DD A TUZLA 16 Jul 98 22 Jul 98 Z A T X

29 UNION BANKA DD A SARAJEVO 22 Jul 98 31 Jul 98 Z X

30 UNIVERSAL BANKA DD A SARAJEVO 16 Jul98 5 Aug 98 Z X

31 UPI BANKA DD A SARAJEVO 15Jul98 12 Aug 98 A X

32 VAKUFSKA BANKA DD A SARAJEVO 3 Aug 98 7 Aug 98 T X Late Turning In on 30 July 98

Active 22 Inactive 7 New 3

V, Appendzx 4-Sc/zedule ofOn-SIte ReVieWS...,-'"
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APPENDIX 5

AGENCY AGREEMENT
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Agency Agreement
(Draft of 14 August 1998)

ThIS Agency Agreement ("the Agreement") IS concluded on the day of 199 , between

USAID Busmess Fmance, an orgamzatIOn estabhshed between the Umted States Agency for
InternatIOnal Development to Implement the provIsIOns of Grant Agreement no 168L-601
dated May 7, 1996 concluded between the governments of Bosma and Herzegovma and the
Umted States of Amenca estabhshmg the Reconstruction Fmance FacIhty Program and
whIch was prevIOusly known as the On-Lendmg Management Umt (OMU) of the Bosman
ReconstructIon Fmance FacIhty (BRFF), located at Marsala Tita 25, Sarajevo ("the Lender")
and

[Name of Agent Bank] located at [street address, CIty, terntory] ("Agent Bank")

Article 1
DefimtlOns

In thIS Agreement the followmg terms have the meanmg assIgned to them m thIS artIcle

"Borrower" means a borrower, or, as the context reqUIres, a prospectIve borrower or both,
under a Loan Agreement WIth the Lender under the Program
"Busmess Plan" means the busmess plan provIded by a Borrower when applymg for a Loan
"Collateral" means the collateral to be taken as part of a Loan Agreement and whIch IS hsted
m the Loan Agreement
"CredIt ApplIcation" means the applIcatIOn by a Borrower for a Loan
"Day" means a workmg day, whIch, for the purposes of thIS Agreement means

(a) m respect of Agent Banks whose offIce IS m the FederatIOn of Bosma and
Herzegovma, a day that IS neIther Saturday nor Sunday, nor [lIst of days of publIc
holIday], nor any day that IS declared to be a pubhc holIday for the whole of the
FederatIOn or for the whole of the Canton m whIch the Agent Bank has ItS offIce, by
relevant legIslature, and

(b) m respect of Agent Banks whIch offIce IS m the RepublIka Srpska, a day that IS
neIther Saturday nor Sunday, nor [lIst of days of pubhc holIday], nor any day that IS
declared to be a publIc holIday for the whole of the RepublIka Srpska by the
ParlIament of the RepublIka Srpska

"Fraud" has the meanmg gIven to It m the law
"Gross neglIgence" has the meamng gIVen to It m the law
"Loan" means a loan granted by the Lender to a Borrower under the Program or a
recommended Loan or both as the context reqUIres
"Loan Agreement" means the loan agreement between the Lender and a Borrower
"Loan Funds" mean the funds advanced or to be advanced to a Borrower by the Lender under
a Loan Agreement
"Manual" means the Lender's "Agent Bank OperatIOns and Procedures Manual"

Appendzx 5-Agency Agreement
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"Month" means calendar month
"Program" means the USAID Busmess Development Program for Bosma and Herzegovma
whIch IS Implemented as part of the proVISIOns of Grant Agreement no 168L-601 ("the Grant
Agreement") dated 7 May 1996 between the governments of the Umted States of Amenca
and Bosma and Herzegovma
"USAID" means the Untted States Agency for InternatIOnal Development, an InternatIOnal
organtzatlOn establIshed by the government of the Untted States of Amenca

Article 2
Agency

The Lender appoInts the Agent Bank and the Agent Bank aglees to act as the Lender's agent
In marketIng and managIng loans made by the Lender to Bonowers under the PlOglam as set
out further In thIS Agreement

As agent of the Lender, the Agent Bank must act at all tImes In the best Interests of the
Lender and must fully dIsclose all matenal InfOrmatIOn to the Lender In respect of Its
functIOns pelformed under thIS Agreement

The Agent Bank may not perform actIOns or omIt to pel form actIOns, whethel for
conSIderatIOn or not, WhICh are InCOnSIstent WIth ItS oblIgatIOns under thIS Agleement

ArtIcle 3
CommIssIOn Agreement

The Lender and the Agent Bank agree that thIS Agreement IS a commISSIon agreement

ArtIcle 4
OblIgatIOns of the Agent Bank

The Agent Bank shall act on behalf of the Lender In marketIng the Program, reCeIVIng and
processIng CredIt ApplIcatIOns, analyZIng and recommendIng Loans for approval, and
documentIng, secunng, dISburSIng, momtorIng, SerVICIng, and collectIng Loans and takIng all
necessary legal and other steps to enforce Loans as well as performmg any other oblIgatIOns
ansIng from the law, thIS Agreement or the nature of busmess m respect of thIS agency
relatIOnshIp and m accordance WIth good bUSIness practIces

In fulfIllIng ItS oblIgatIOns under thIS Agreement, the Agent Bank shall act at all tImes In
accordance WIth

(a) the polICIes, pnnclples and procedures set out In the Manual
(b) prudent bankIng practIces
(c) the relevant Loan Agreement

Development Alternatzves, Inc (DAI)
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Cd) the broad polIcIes and operatmg procedures set out m the Program

The Agent Bank must at all tImes advIse the Lender of all facts known to It WhIch are
materIal to any eXIstmg or proposed Loan

ArtIcle 5
The Manual

The Manual sets out the gUIdelmes and procedures to be followed by the Agent Bank m
Implementmg Its oblIgatIOns as agent of the Lender

The Lender shall proVIde the Agent Bank wIth a copy of the Manual and any reVISIons,
amendments and addItIons to It and at all times shall keep and make aVailable a master
copy of the Manual at Its offices

The Agent Bank shall update Its copy of the Manual Immediately upon receipt of any
reVISIOns, amendments 01 addItIOns from the Lender

The Agent Bank shall take approprIate steps to ensure that ItS managers and lendmg staff are
aWaIe at all tImes of the contents of the Manual and any reVISIOns, amendments and additIOns
to It

The Lender may reVise, amend or add to the Manual at any tIme Without the consent of the
Agent Bank.

On receIpt of any reVISIOns, amendments or additIOns, the Agent Bank must Implement those
reVISions, amendments or additIOns wlthm 20 days

ImplementatIon of reVISIOns, amendments or additIOns to the Manual will not affect the
obligatIOns of the Agent Bank under thiS Agreement and Will not affect the Lender's rIght to
enforce the proVISIOns of thiS Agreement

ArtIcle 6
Access to records

The Agent Bank must allow the Lender, a contractor of the Lender or the USAID OffIce of
the Inspector General or RegIOnal Inspector General to mspect, audit or review all books and
records of the Agent Bank that pertam to Loans and the reqUIrements of thIS Agreement on a
regular and unhmdered baSIS

AppendlX 5-Agency Agreement ~~
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Article 7
General duties of the Agent Bank

Owners, members of the Board of DIrectors or the SupervIsory Board, managers and
employees of the Agent Bank must not have been mdlcted for war cnmes

The Agent Bank must at all tImes remam m good standmg wIth all relevant regulatory
agencIes wIth JunsdlctIOn over banks

The Agent Bank must support the prmclples of multI-ethmc employment and mternatIOnal
efforts for repatnatIon of refugees and dIsplaced persons

The Agent Bank may not dlscnmmate agam~t any loan applIcant or otherwIse engage m
dlscnmmatory actIOns on the grounds of ethmc ougm, relIgIOn, lace, gender or age

The Agent Bank. must not engage m any behavIOr contrary to the objectIves of the Program

Article 8
Relationship of Agent Bank and Borrowers

Notwlthstandmg the plOvlsIOns of artIcle 2 the Agent Bank may provIde such assIstance as
necessary to Borrowers to enable completIOn of their CredIt ApplIcatIOns and othel lelevant
documentatIon, and m general, provIded that such assIstance does not conflIct WIth the duty
of the Agent Bank to act m the best mterests of, and to proVIde full dIsclosure to, the Lender

ThIS Agreement does not affect the nght of the Agent Bank to charge a Borrower for nOI mal
bankmg sel vIces However, the Agent Bank may not charge a Borrower more than It charges
Its non-BOlrower clIents for comparable servIces

Notwlthstandmg the provIsIons of thIS artIcle, the Agent Bank may not charge a BOlTower
(a) any fee for processmg a Borrower's CredIt ApplIcatIon
(b) any fee for preparmg a Borrower's Busmess Plan
(c) any Loan ongmatIOn fee, or
(d) any other fee for obtammg or managmg a Loan

The Agent Bank must dIsclose to the Lender any matenal mterest that eXIsts or anses on the
part of the Agent Bank or on the part of any owner, employee, manager or member of the
Board of DIrectors or SupervIsory Board of the Agent Bank, m the busmess of a Borrower

Article 9
Fees payable by Lender

The Lender WIll pay the Agent Bank the ongmatIon and servIce fees as descllbed below at
the rates set out III the Manual
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All fees payable under this article shall be paid m Deutsche Marks

The fees payable under thiS artIcle are

(a) an ongmatIOn fee to be calculated as a percentage of the total loan amount disbursed
In the event of disbursement m tranches or parts, fees shall be paid based on the
amount of the tranche or partIal payment

(b) a quarterly mOnItonng fee to be calculated as a percentage of the total amount
disbursed to the Agent Bank, for each Quarterly MOnItonng Report Quarterly
Momtonng Fees Will be paid for reports received by their due dates and found to be
satisfactory by the Lender No fee wIll be paid for Quarterly Momtonng Reports that
are submitted late or that are found to be unsatisfactory by the Lender

(c) a timely repayment fee to be calculated as a percentage of the BOlrower pnnclpal and
mterest payment for those payments made by the Borrower by the loth of each month

(d) a fee for acceptance of transfer of a Borrower from another agent bank to be
calculated as a percentage of each transferred BOlrower's outstandmg plmclpal
balance at the tIme of tl ansfer, for each transferred BOlrower

(e) a loan workout fee for Loans classified by the Lender as' Loan Workout", the amount
and method of calculatIOn to be negotiated between the Lender and the Agent Bank
m each case

The fees descnbed m thiS article "hall be paid at the times and m the manner set out m the
Manual

Article 10
Collateral

The Agent Bank must take all necessary steps to secure to the maximum extent possible all
Collateral to the satisfactIOn of the Lender

Collateral must be secured m the appropnate manner and m accordance With the relevant
Loan Agreement m the name of the Agent Bank With a notificatIOn that It IS on behalf of the
Lender

The Agent Bank must provide the Lender With proof of the proper secunng of the Collateral
before the Lender disburses Loan Funds

Notwlthstandmg the provIsIOns of paragraph 3 of thiS article, m the case of Loans to be
secured by Collateral to be purchased With Loan Funds, the Agent Bank must take all
necessary steps to secure that Collateral as soon as possible upon purchase by the Borrower

The Agent Bank must, at all times, take all necessary steps to protect the Lender's mterests m
all Collateral, whether secured or not
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The Lender IS not oblIged to dIsburse Loan Funds and the Agent Bank IS not entItled to fees
under artIcle 9 If Collateral IS not secured to the satIsfactIOn of the Lender

ArtIcle 11
Collateral obtamed by fraud or gross neglIgence

If Loan Funds are dIsbursed by the Lender to the Agent Bank and the Lender subsequently
dIscovers that a part of any relevant Collateral has not been properly secured due to fraud or
gross neglIgence on the part of the Agent Bank, the Lender has the nght to reqUIre the Agent
Bank to purchase ImmedIately the Loan m questIOn from the Lender

The purchase pnce shall be equal to the prmcipal balance outstandmg, accrued mterest and
unpaId Borrower fees and payment of It may be obtamed by the Lendel by means of sIgned,
blank acceptance drafts to be proVIded by the Agent Bank pnor to mltIal disbUIsement of a
Loan

In additIOn, the Lender may reqUIre the Agent Bank to retm n all fees paid to It by the Lendel
m respect of that Loan

The exelCIse by the Lender of ItS nghts under thIS artIcle does not prevent It exelclsmg any
other lights It may have by law or under thIS Agreement m respect of the fraud 01 gross
neglIgence of the Agent Bank or breach of thIS Agreement

Article 12
Agent Bank duties m respect of Loan Funds held

Loan Funds held by the Agent Bank pllor to dIsbursement to the Bonower and funds
receIved by the Agent Bank from or on behalf of a Borrower m payment of amounts owmg
by that Borrower under a Loan Agreement belong at all times to the Lender and are not the
property of the Agent Bank and may not be mmgled With the Agent Bank's own funds or the
funds of other clIents of the Agent Bank

The Agent Bank acts at all tImes m a fIducIary capacIty m respect of any funds referred to In

paragraph 1 of thIS artIcle held by It and must exerCIse all due care and attentIOn m the
safekeepmg and deposit of those funds and m theIr dIsbursement to Borrowers or transfer to
the Lender

Under no CIrcumstances may the Agent Bank use Loan Funds for ItS own purposes or permit
them to be used 10 circumstances where It knows or ought to know that they are bemg used
other than as explICItly authonzed under thIS Agreement and the relevant Loan Agreement

In partIcular, and WIthout lImlt10g the duty Imposed under paragraph 3 of thiS artIcle, the
Agent Bank must not dIsburse Loan Funds for any purpose other than those pelmltted by the
relevant Loan Agreement and must not permit a Borrower to misuse Loan Funds m any way

Development Alternalzves, Inc (DAI)
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IncludIng those specIfIed In artIcle 15 In CIrcumstances where the Agent Bank knows or
ought to know of the mIsuse

The Agent Bank must dIsburse Loan Funds to the Borrower wIthIn two days of reCeIVIng
those Loan Funds from the Lender

The Agent Bank must dIsburse all Loan payment remIttances to the Lender withIn two days
of receipt from the Borrower or on the Borrower's behalf

The Agent Bank must transfer any funds belongIng to the Lender ImmedIately on receivIng a
wntten lequest from the Lender

ArtIcle 13
CredIt RISk

The Lender shall bear the credit llsk of all Loans

ArtIcle 14
DIsbursement

The Agent Bank shall ensure that all disbursements of Loan Funds are propel1y documented
and authollzed under the relevant Loan Agreement

The Agent Bank will venfy, agaInst thud party InVOiCeS, all disbursement of Loan Funds by
the Borrower

The Agent Bank must venfy that the Loan Funds are used only for the purposes permitted by
the
relevant Loan Agreement pnor to disbursement

Article 15
MIsuse of Loan Funds by a Borrower

The Agent Bank must Immediately adVise the Lender of any suspected misuse of funds by
the Borrower

The Agent Bank must Immediately adVise the Lender of any suspected forged, fraudulent or
Inflated InVOices submitted by the Borrower

The Agent Bank must not permIt the Borrower to use Loan Funds to pay Interest or pnnclpal
on the Borrower's oblIgatIOn to the Lender In CIrcumstances where It knows or ought to
know of that use unless that use IS IdentIfIed and speCIfically permitted by the Loan
Agreement
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The Agent Bank must not permIt the Borrower to use Loan Funds to pay Interest or pnnclpal
on non-Lender debts, In cIrcumstances where It knows or ought to know of that use, even If
those debts were Incurred for Items specIfIed In the Loan Agreement, unless that use IS
permItted by the Loan Agreement In partIcular, but wIthout otherwIse lImItIng the
provIsIOns of thIs artIcle, the Agent Bank must not permIt the use of Loan Funds to repay
amounts OWIng to It by the Borrower wIthout the wntten authonzatIOn of the Lender

The Agent Bank must not permIt the Borrower to use the Loan Funds to pay debts of
any kInd In cIrcumstances where the Agent Bank knows or ought to know of that use without
wntten authonzatIOn of the Lender

Article 16
Momtormg

Dunng the term of a Loan Agreement, the Agent Bank must momtor each Borrower's
repayment performance and complIance wIth the Loan Agreement

The Agent Bank must at all tImes employ suffIcIent qualIfIed personnel to adequately
mOnItor each Loan

Article 17
Enforcement

The Agent Bank IS responsIble for enforcIng Loans on behalf of the Lender and must respond
In a tImely, appropnate and adequate manner to all breaches and antICIpated breaches of theIr
Loan Agreement by Borrowers and their guarantors

Article 18
Reportmg

The Agent Bank must provIde the follOWIng reports In respect of Loans to the Lender on a
tImely basIs

(a) a monthly report of all dIsbursements made to Borrowers, all undIsbursed funds held
by the Agent Bank and all Loan payments receIved from Borrowers, WIth
confIrmatIOn of the date payments were transferred to the Lender

(b) quarterly mOnItonng reports on each Loan servIced by the Agent Bank prepared for
each calendar quarter (I e I January to 31 March, I Apnl to 30 June, 1 July to 30
September and 1 October to 31 December) that a Loan IS outstandIng, begInnIng In
the first quarter In whIch Loan Funds are dIsbursed from the Lender to the Agent
Bank

Development Alternahves, Inc (DAI)



5-11

The time for and method of preparatIOn and presentatIon of these reports and other matters
related to them shall be governed by the prOVISIons of the Manual

The Agent Bank must also provIde the Lender wIth copIes of ItS June and December
InternatIOnal Monetary Fund formatted balance sheets and measures of capItal adequacy as
reported to the BankIng Agency of the entIty In whIch the Agent Bank has ItS head offIce and
to the Central Bank at same tIme as those documents are presented to those InstitutIOns

The Agent Bank must also provIde the Lender wIth copIes of Its pnvatizatIOn plans and
openIng balance sheets as reqUIred by any relevant legIslatIOn on the pnvatlzatlon of banks,
as well as advIsIng the Lender on any restructunng or merger proposals affectIng the Agent
Bank

In addItIOn, the Agent Bank must provIde the Lender wIth other Ieports and documentatIOn
as the Lender may from tIme to tIme reqUIre

Article 19
EvaluatIOn

Dunng the term of the Agreement, the performance of the Agent Bank WIll be subject to
penodIc levlew by the Lender

The Agent Bank must remaIn In good standIng, whIch means complyIng wIth the telms and
ObjectIves of the Grant Agreement, the PlOgram thIS Agreement, and the Manual

The result of the performance reVIew wIll be reported to the Agent Bank

Article 20
Transfer of Borrowers to Agent Bank

The Lender may request the Agent Bank to accept a Borrower from anothel agent bank.

If the Agent Bank accepts a Borrower, the Agent Bank WIll fulfIll ItS responsIbIlItIes as
outlIned In thIS Agreement and the Manual and wIll attempt In good faith to establIsh a
posItive bankIng relatIOnshIp wIth the Borrower

Article 21
Transfer of Borrowers from Agent Bank

The Lender has the nght to remove a Borrower from the Agent Bank If the Agent Bank does
not comply wIth the Loan Agreement wIth that Borrower, thIS Agreement or the Manual
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The Lender must notify the Agent Bank 10 wntmg of the transfer and the Agent Bank must
take all steps to faclhtate the transfer wIthout delay, mcludmg, but not hmlted to, the transfer
of secunty over Collateral mto the name of the new agent bank on behalf of the Lender

In partIcular, the Agent Bank WIll make aVaIlable to the Lender and to the new agent bank,
all ledgers, payment recOlds, momtonng reports, fmanclal records, and other documenb,
mcludmg Collateral documentatiOn, related to thIS Agreement and to the Loan Agreement m
respect of that Borrower

The Agent Bank must ensure that the Lender's mterests are protected dunng the transfer to
the new agent bank

Article 22
Power of Attorney

The Agent Bank grants the Lender a general power of attorney to take any and all actIons
necessary to protect the Lender' s mtele~ts m connectiOn With the Loans sel viced by the
Agent Bank

ThIS power of attorney authonzes actiOns that mclude, but are not lImIted to, the slgnmg of
legal documents necessary to lecord, tIanSfel, or release the secunty over Collateral held by
the Agent Bank, the ttansfer of a Borrower-Agent Bank relatiOnshIp to a new agent bank, and
the dIrect assignment of a Borrower's accounts receIvable

The Agent Bank agrees that the Lender may present thIS Agreement to any thIrd party, and
that thIS Agreement shall sel ve as legal authonzatiOn (as power of attorney) from the Agent
Bank No addItIonal approvals of documents are necessary flOm the Agent Bank m order to
allow the Lender to exerCIse these powers

ArtIcle 23
Breach of Agreement

Breach of the Agreement means any breach of any term of thIS Agreement mcludmg those
proVISIons requmng complIance WIth the terms of other agreements, documents or programs

If the Agent Bank IS m breach of the Agreement, the Lender may

(a) WaIve the default m wntmg
(b) termmate the Agreement ImmedIately by gIvmg wfltten notice to the Agent Bank, or
(c) reqUIre the Agent Bank to purchase one or more Loans servIced by the Agent Bank If

the Agent Bank breached the terms of thIS Agreement by means of fraud or gross
neglIgence and If that breach caused a Borrower to breach the terms of ItS Loan
Agreement
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The purchase pnce of the Loan wIll be determmed by the Lender and paId by the Borrower
usmg the method set out m artIcle 11

In addItIon, the Lender may reqUIre the Agent Bank to return all fees receIved under thIS
Agreement for those Loans m WhICh the default occurred as a result of fraud or gross
neghgence on the part of the Agent Bank

ThIS provIsIOn IS a contractual penalty for fraud or gross neghgence The Agent Bank must
also compensate the Lender for any addItIonal losses caused by the Agent Bank

No delay m exerclsmg or omISSIOn to exerCIse ItS nghts under thIS artIcle and no contmued
dealmgs wIth the Agent Bank shall ImpaIr the Lender's abIlIty to exerCIse ItS nghts under thIS
artIcle at any tIme 01 shall constItute a WaIver of any of Its nghts, powers and remedIes

On termmatIOn of the Agreement under thIS aI tlcle, the procedures set out m artIcle [] wIll
apply as applOpnate and the Agent Bank must also compensate the Lender for all losses
caused by ItS breach

ArtIcle 24
CessatIOn of agreement

ThIS Agreement shall cease

(a) m the CIrcumstances set out m paragraph 2 of artIcle 26
(b) on tel mmatlon of the Agreement for breach by the Agent Bank as set out III artIcle 23
(c) If the Agent Bank and the Lender enter mto a further agency agreement
(d) on cancellatIon of the Agreement as set out further m thIS artIcle
(e) m any other way determmed by law

EIther party may cancel the Agreement by gIvmg 20 days wntten notIce of cancellatIOn to
the other party

ArtIcle 25
Procedure on cancellation or termmatIon of Agreement

If the Agreement IS cancelled under artIcle 24 or 26 or termmated under artIcle 23, the partIes
shall cooperate to establIsh a procedure for the orderly transfer of Borrowers to other agent
banks The transfer shall take place as soon as possIble m the case of termmatIon and no
sooner than the expIry of the notIce penod m the case of cancellatIOn

UntIl such tIme as all Borrowers have been transferred to other agent banks, the oblIgatIOns
of the Agent Bank under thIS Agreement shall contmue
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In all cases of cessatIOn of the Agreement, the Agent Bank shall contmue to protect the
Lender's mterests at all times and shall facIlItate the transfer of Borrowers to new agent
banks, and m particular shall make aVailable Without delay to the Lender and any new agent
bank all ledgers, payments records, momtonng reports, fmanclal records, all other
documentation mcludmg collateral documentation related to each loan and to thiS
Agreement

In the case of termmatlOn for breach, the Agent Bank shall Immediately on receipt of notice
of termmatlOn under article 23 and WIthout further notice transfer all funds belongmg to the
Lender mcludmg undisbursed Loan Funds and amounts repaid by or on behalf of a Borrower
to the Lender

The Agent Bank must take all necessary steps to ensure that all secunty over collateral IS
transferred mto the name of the new agent bank as soon as possible

Article 26
Term of agreement

The term of thiS agleement shall be for a penod of one year from the date of the Agreement

At the date of expiry and at each subsequent date of explly, the Agreement shall be
automatIcally renewed for a furthel one year penod unless eIther party notIfIes the other III

wntmg that the Agreement WIll be cancelled

Article 27
Confidentiality

All mformatlOn related to a particular Borrower, mcludmg all Credit ApplIcatIOns, Busmess
Plans and Loan Agreements may be released by the Lender or the Agent Bank to that
Borrower

However, all mformatIOn on actIOns or contemplated actions taken or to be taken agamst a
Borrower IS confidential and may not be disclosed by the Agent Bank to the Borrower or
anyone else

The oblIgations of the Agent Bank under thIS artIcle shall contmue regardless of the cessatIOn
of thiS Agreement
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Article 28
Transfer of the agreement

At any tIme and for any reason, the Lender may transfer Its nghts and oblIgatlOns under thIs
Agreement to a thIrd party Any such transfer does not reqUire the approval of the Agent
Bank but the Lender must Inform the Agent Bank of the tl ansfer

The Agent Bank may not transfer ItS nghts or obligatlOns under thIs Agreement to a thud
party

Article 29
Change to legal and political systems

The partIes agree that any changes In the legal 01 pohtIcal systems of any kInd WIthIn Bosma
and HerzegovIna occu11lng aftel the conclUSIon of thIS Agleement WIll not affect the
oblIgatIOns of the Agent Bank under the Agreement

If a procedure or obhgatlOn of the Agent Bank becomes prohIbited or expre<;sly forbIdden by
law, the partIes wIll attempt In good faIth to reach agreement on an alternative method of
fulfIllIng the Agent Bank's obhgatlOns whIle remaInIng In comphance WIth the law

Article 30
Applicable law

ThIS Agreement shall be governed by the law In force at the place whele the Agent Bank ha<;
ItS head offIce

Article 31
ResolutIOn of disputes

The court WIth terrItonal JunsdlctlOn to hear dIsputes under thIS agreement IS the appropnate
court at Sarajevo If the Agent Bank IS located In the FederatlOn of Bosma and HerzegovIna
and the appropnate court at BanJa Luka If the Agent Bank IS located In the RepublIka Srpska

Article 32
Language of the agreement

The EnglIsh language text of thIS agreement shall preVaIl In the case of a dIscrepancy
between the EnglIsh and Bosman texts
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ArtIcle 33
SeverabIlIty of agreement

In the event that part of thIS Agreement IS determmed to be mvalId by a court, all remammg
artIcles and paragraphs shall remam valId and bmdmg

Article 34
Notices

Any notIce reqUIred to be gIven or document reqUIred to be dehvered or other
commUniCatIOn under thIS Agreement shall be gIven In wntIng and delIvered by registeled
matI In the followmg manner

NotIces to the Lender shall be addressed to USAID Business Finance, Marsala Tita 25
Sal aJevo 71 000

NotIces to the Agent Bank shall be addlessed to

ArtIcle 35
Number of orIgmals

ThIS agreement shall be executed m two ongInals
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APPENDIX 6

COST DATA FROM SAMPLE AGENT BANKS
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SCHEDULE ONE
LOAN ORIGNATION CLOSING AND DISBURSEMENT COSTS

TUZLANSKA GOSPODARSKA MARKET KRISTAL HIGH LOW AVERAGE
BANKA BANKA BANKA BANKA

LABOR COSTS

CREDIT OFFICER 1500 738 1292 600 1500 600 1033
CREDIT ASSITANT 0 255 433 360 433 0 262
OTHER CREDIT STAFF 0 0 52 360 360 0 103
OPERATIONS OFFICER 350 38 173 390 390 38 238
OPERATIONS CLERK 120 0 98 450 450 0 167
OTHER STAFF 12 0 17 360 360 0 97
TOTAL LABOR 1982 1031 2065 2520 2520 1 031 1900
MATERIALS COST 100 0 50 20 100 0 43
OFFICE SUPPLIES 150 72 30 0 150 0 63
COMPUTER EXPENSES 150 0 250 20 250 0 105
TRAVEL COSTS 60 100 0 40 100 0 50
OTHER COSTS 0 923 0 25 923 0 237
TOTAL MATERIALS 460 1095 330 105 1095 105 498
TOTAL LABOR AND MATERIAL COST 2442 2126 2395 2625 2625 2126 2397

Over a 3 year loan 2442 OM 21260M 2395 OM 2625 OM 26250M 2126 OM 23970M

SCHEDULE TWO
LOAN SERVICING INCLUDING COLLECTION EFFORTS WITH BORROWERS

TUZLANSKA GOSPODARSKA MARKET KRISTAL HIGH LOW AVERAGE
BANKA BANKA BANKA BANKA

LABOR COSTS
CREDIT OFFICER 360 154 554 288 554 154 339
CREDIT ASSITANT 0 128 623 346 623 0 274
OTHER CREDIT STAFF 0 0 52 288 288 0 85
OPERATIONS OFFICER 240 53 277 0 277 0 143
OPERATIONS CLERK 0 0 118 0 118 0 30
OTHER STAFF 72 0 17 0 72 0 22
TOTAL LABOR 672 335 1 641 922 1 641 335 892
MATERIALS COST 360 0 120 240 360 0 180
OFFICE SUPPLIES 360 26 60 170 360 26 154
COMPUTER EXPENSES 0 0 0 140 140 0 35
TRAVEL COSTS 0 0 0 170 170 0 43
OTHER COSTS 0 330 0 0 330 0 82
TOTAL MATERIALS 720 355 180 720 720 180 494
TOTAL LABOR AND MATERIAL COST 1392 690 1821 1642 1 821 690 1386

Over a 3 year loan 4176 OM 2071 OM 5463 OM 4926 OM 5463 OM 2071 OM 4159 OM

SCHEDULE THREE
QUARTERLY LOAN MONITORING

TUZLANSKA GOSPODARSKA MARKET KRISTAL HIGH LOW AVERAGE
BANKA BANKA BANKA BANKA

LABOR COSTS
CREDIT OFFICER 1600 2362 1477 n/a 2362 1477 1 813
CREDIT ASSITANT 280 0 554 n/a 554 0 278
OTHER CREDIT STAFF 0 0 0 n/a 0 0 0
OPERATIONS OFFICER 0 0 231 n/a 231 0 77
OPERATIONS CLERK 0 0 0 n/a 0 0 0
OTHER STAFF 160 0 104 n/a 160 0 88
TOTAL LABOR 2040 2362 2366 2256 2366 2040 2256
MATERIALS COST 80 0 80 n/a 80 0 53
OFFICE SUPPLIES 80 146 40 n/a 146 40 89
COMPUTER EXPENSES 220 0 400 n/a 400 0 207
TRAVEL COSTS 80 800 0 n/a 800 0 293
OTHER COSTS 0 1875 0 n/a 1875 0 625
TOTAL MATERIALS 460 2821 520 1267 2821 460 1267
TOTAL LABOR AND MATERIAL COST 2500 5183 2886 3523 5183 2500 3523

Over 3 year loan 7500 OM 15549 OM 8658 OM 10569 OM 15549 OM 7500 OM 10569 OM

Total MOnltormg and SerVlcmg Labor and 71,676DM 17620DM 14,121 DM 15,495DM 17,620DM 11676 OM 14,728DM
Matenal over 3 Year Loan
Total labor and matenal over 3 year loan 14118 DM 19746DM 16,516 DM 18,120DM 19,746DM 14,118 DM 17125 DM

'At the date of reporting Knstal Banka (like other RS banks) had yet to submit a QMR It was assigned the average mOnltonng costs of the other
three banks In the sample
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APPENDIX 7

COST QUESTIONNAIRE
(Translated)
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In an effort to reVIew the fee structure BF offers to Its Agent Banks, we would lIke to gam a
better understandmg of the costs that Agent Banks mcur for ongmatmg and servIcmg BF
Loans, and for the preparatIOn of Quarterly Momtonng Reports Your assistance m this
effort IS appreciated

The costs borne by your bank m the BF program may be broken mto two maJol components
labor and matenals Labor should be pnced usmg an hourly wage that mcludes all socml
taxes and benefits If an mdlvIdual IS paId an annual salary, please divide the annual salary by
2,080 hours to determme an hourly wage

Matenals would mclude such thmgs as the cost of a clIent VISit, computel time and genel al
offIce supplIes Please be detailed m YOUl analY~Is If thele ale othel Items that should be
consIdeI ed please lIst these Items and gI ve Y0ul best estimate of thell cost Costs of both
labOl and matelials should be quoted m DM

Please complete Y0ul analySIS for a tlplcal SF loan senlced b\ \Olll bank, not fOi the entlle
pOl tfoho of BF loans your bank has oligInated When completIng Y0ul analysIs, please
estimate annual costs by multIplymg the co<;t of each task by the numbel of tImes It IS

pel fOi med In a yeal FOi example, the time ~pent by a CI edit officel updatmg bOll owe!
fInanCial" fOi a QUal teIly Momtollng RepOl t ~hould be multiplIed by foUl to obtam an
annual estimated co~t fOl that task

Thank you fOi lespondmg to our survey

1 LOAN ORIGINATION, CLOSING, AND DISBURSEMENT

ESTIMATED HOURLY COST TIMES Annual
HOURS WAGE PER YEAR Cost
SPENT

Labor Cost
Credit Officer 1
Credit ASSistant 1
Other Credit Staff 1
Operations Officer 1
Operations Clerk 1
Other Staff 1

Total Labor 1
Materials Cost
Office Supplies 1

Computer Expenses 1
Travel costs 1
Other costs (speclfv) 1

Total Matenals 1
Total Labor and Matenal Cost

Notes
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2 LOAN SERVICING, INCLUDING COLLECTION EFFORTS WITH BORROWER

ESTIMATED HOURLY COST TIMES Annual
HOURS WAGE PER YEAR Cost
SPENT

labor Cost
Credit Officer
Credit Assistant
Other Credit Staff
Operations Officer
Operations Clerk
Other Staff

Total Labor
Matenals Cost
Office Supplies 12
Computer Expenses 12
Travel costs 12
Other costs (specify) 12

Total Matenals 12
Total Labor and Matenal Cost

Notes

3 QUARTERLY LOAN MONITORING

ESTIMATED HOURLY COST TIMES Annual
HOURS WAGE PER YEAR Cost
SPENT

labor Cost
Credit Officer
Credit Assistant
Other Credit Staff
Operations Officer
Operations Clerk
Other Staff

Total Labor
Matenals Cost
Office Supplies , - 4;r ~ ._~

Computer Expenses
J ~

, - 4i I J

Travel costs , {J , . ,
4" , "

Other costs (specify) Jr 1- l'
I

, t 4~

Total Matenals !J • l~ J 4. ,
Total Labor and Matenal Cost jI

, l' r
r

Notes
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4 OTHER COSTS (PLEASE SPECIFY NATURE OF TASKS BELOW)

ESTIMATED HOURLY COST TIMES Annual
HOURS WAGE PER YEAR Cost
SPENT

Labor Cost
Credit
Operations
Bank Management
Other Staff
Other Staff
Other Staff

Total Labor
Matenals Cost
Office Supplies

Computer Expenses
Travel costs
Other costs (specify)

Total Matenals
Total Labor and Matenal Cost

Notes
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TABLE OF CONTENTS

- Volume Two ­
Recommendations on Each Bank

N B BF's ongmal, slgned recommendatlOns on each bank l-vele subnlltted to USAID Huh the
ABST's dlaft repOlt of 14 August 1998

I RecommendatIOns on Each Agent Bank

I Agroprom Banka
2 Aurobanka
3 BanJalucka Banka
4 BH Banka
5 Central Profit Banka
6 DepozItna Banka
7 Export Banka
8 Gospodarska Banka
9 Hlpotekarna Banka
10 Hrvatska Postanska Banka
II InvestIclOnO KomerclJalna Banka
12 Komerc Banka
13 Komercljalna Banka
14 Knstal Banka
15 LJublJanska Banka
16 Market Banka
17 Mo Banka Mostar5

18 Postbank BH
19 Pnvredna Banka / Blhac
20 Pnvredna Banka / Brcko
21 Pnvredna Banka / Sarajevo
22 Pnvredna Banka / Travmk
23 Promdel Banka6

24 Sahlnpaslc KomerclJalna Banka
25 Slpad Banka
26 SrednJobosanska Banka
27 Trgovacka Banka
28 Tuzlanska Banka
29 UnIOn Banka
30 Umversal Banka
31 UPI Banka
32 Vakufska Banka

5 Meetmg WIth managers only, not recommended

6 Not revIewed, not recommended
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77
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1 USAIDIBUSINESS FINANCE

GENT BANK RECOMMENDATION

BANK AGROPROM BANKA AD BANJA LUKA

US SFOR (YIN) N

CANTONS REPUBLIKA SRPSKA

MUNICIPALITIES
BANJA LUKA, GRADISKA, PRIJEDOR,
LAKTASI

HEADQUARTERS BANJALUKA

Date 114 Aug 981 AB Rec # II
Ownership (%)

PrIvate I 60 % I State I 40 %

EXlstmg Agency Agreement?

Yes Ix I No I

Number ofOutstandmg BF Loans 7

Balance on Outstandmg BF Loans OM 2 87 million

Range of Loan Sizes OM 228 000 - OM 742 000
BF Market Coverage Western Republll.a Srpsl.a
-Geographic

Number of Loans 60+days past due a
Balance on Loans 60+da)s past due a

Ou ners holdmg more than 10
I NO OWNER CONTROLS MORE THAN ~ % OF THE BANI\. S SHARES I
2 2percent of the banJ,. and percentage
3 3ounershlp
4 4
<; ~

6 6
7 7

RECOMMENDATION SUMMARY
Agroprom Banka AD BanJa Luka was founded m 1990 wIth 88 shareholders pnmanly agncultural cooperatives Today there
are 290 shareholders two-thIrds of whIch are companIes with at least some state ownershIp An audit IS underway to
determme the percentage of pnvate ownership m the bank and whether the bank must pass through the first phase of
pnvatlzatlOn The ownershIp figures Cited above are management estImates They lIkely overestImate the eXlstmg percentage
ofpnvate ownership The bank operates m the Western part of the RS through ItS BanJa Luka headquarters and five branches

After a slow start wIth BF the bank has accelerated ItS rate of recommendatIons The bank presently has seven loans
outstandmg Another 8 loans are approved and pendmg dIsbursement The first loan was dIsbursed m February as yet there
are no delmquencles m the bank s portfolIo BF credit staff are pleased", Ith the progress of the bank and expect contmued
growth m the qualIty and volume of Agroprom deal flow There are no reported problems WIth disbursements

BF s OperatIOns Department reports mIsmanagement m the bank s processmg of BF payments but these problems appear
headed toward resolution after repeated VISIts by BF staff members These staff members attrIbute Agroprom s difficultIes to
dIsorganIzatIon and mexpenence not to an attempt to misappropnate BF funds

The bank IS smaller, but better capItalIzed and more liqUId than most BF agent banks Total assets are reported at DM 21
mIllion, supported by DM 7 2 mIllIon m capItal Cash and equivalents are equal to 42 percent of total assets Management IS
actIve and IS gIven broad authonty by the Board of DIrectors Based on Agroprom s Improvmg performance, growmg
relationshIp WIth the BF/BanJa Luka office, and strong market coverage m the Western RS approval IS recommended

Recommended RestrrctIons on ParticipatIon
No restnctIOns are recommended at thIS tIme

Bank SelectIon Team Member Zan Northnp Date 14 Aug 98

BF Chief of Party Bruce Spake Date 14 .\ug 98

USAID Director CRAIG G BUCK Date
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USAID BllSllless FlIlance Agent Bank RecommendatIOn

STATUS AND QUALITY OF BF PORTFOLIO

Agroprom Banka AD BanJa Lllka

The bank's portfolIo IS m a phase of rapid growth DM 3 1 mIllIon has been disbursed for
7 borrowers, on whIch DM 2 8 millIon IS outstandmg Another 8 loans have been
approved for DM 5 8 million, but not yet disbursed These approved loans cover a broader
range of loan SIzes than those shown on the cover sheet of this recommendatIOn, and
mclude approvals from DM 110,000 to DM 1 8 mIllIon The portfolIo IS young but
performmg well The first disbursement occurred m February, and there were no past due
payments at the time of this wntmg

A recently completed evaluatiOn of the loan portfolio and loan ratmgs resulted m the
followmg

>- 1 downgrade from 5 to 6 on a loan totaling DM 600,000

The resultmg loan ratmg disperSiOn was as follows

RATING

5
6

#OFLOANS

6
1

AMOUNT

DM 2 27 million
DM 0 6 mIllIon

The loan ratmg disperSiOn is somewhat better than the average of banks m the BF
program, but Agroprom's portfolio IS still qUIte young

QUALITY OF BF ORIGINATION

BF credit staff report strong improvement m the qualIty of Agroprom recommendatiOns
smce becommg a BF Agent Bank The bank aSSists its clIents m presentmg data to BF,
and responds qUIckly to BF requests for additIonal mformatiOn

COMPLIANCE WITH BF CLOSING REQUIREMENTS

No reported problems m closmg documents

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

No reported VIOlatIOns ofBF disbursement procedures

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Because of the tImmg of the disbursements of Agroprom loans, the bank's first quarterly
momtonng reports are due m mId-August
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USAID Busmess Fmance Agent Bank RecommendatIOn Agroprom Banka AD BanJa Luka

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

There have been a number ofproblems with the bank's comphance with BF repayment
procedures, requmng repeated VISItS to the bank by BF's Sarajevo-based operatIOns staff
These problems have mcluded the use of mcorrect WIre mstructIOns, the transmIttal of
payment adVIce WIthout SWIFT confirmatIOn, and the ImpositIon of fees by Agroprom's
correspondent bank m Germany (LHB), reducmg repayments forwarded to BF's account
WIth Bank of Amenca/Frankfurt Recently, the bank's performance has Improved BF
operatIOns staff attnbute Agroprom's difficultIes to errors and mismanagement, rather than
an mtent to deceIve Agroprom operatIOns staff appear commItted to complymg With BF
procedures

PROJECTED LOAN VOLUME

The bank projects the abIlIty to recommend 30 bankable credits next year, With an average
value ofDM 200,000, producmg portfoho growth ofDM 6 mIlhon m the year endmg
August 1999 DM 10 millIon, m larger credIts, IS projected for the year endmg August
2000 These projectiOns are based on assumptIons regardmg the contmued growth m the
Size range and sector of credIts elIgIble for BF fundmg

QUALITY AND SUFFICIENCY OF STAFF

Overview and Staffing

Three staff members are aSSIgned to ongmatIOn and momtonng responSIbilItIes for the BF
portfolIo ThIS number mcludes one manager, whose role is generally lImIted to mitIal
chent VISitS Actual apphcatIOns are the responsibility of two staff members reportmg to
hIm These same lendmg officers are responsIble for BF quarterly momtonng reports, as
well as for some short-term lendmg from the bank's own funds The burden ofmanagmg
the BF portfolIo IS lIkely to outgrow these staff members withm 12 months, If growth
occurs as projected Management appears commItted, however, to the identificatIOn and
trammg of new staff as warranted

The bank IS not yet workmg WIth other credit programs, but has Signed an agreement With
the World Bank that could become actIve m the future

Semor Management

The General DIrector was travelmg at the tIme ofthe on-SIte reView, but meetmgs were
held With the followmg mdividuals

NAME

Miroslav Soldat
MICO Vracar

TITLEIPOSITION

ASSIstant DIr, Economy (does LT credIts)
ASSIstant Dir , Foreign Currency OperatIOns
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Vesna Grozdamc
BIljana Savlc
Not recorded

Lendmg Officer
Lendmg Officer
Manager, InfonnatIOn technology

The semor managers met have over 15 years ofbankmg expenence each, and have been
wIth Agroprom smce Its foundmg One of the lendmg officers has 7 years of expenence,
and the other has been workmg m bankmg for less than one year The managers explamed
clearly the bank's financIal SItuatIon, plans for pnvatIzatIOn, and plans for new products

Agroprom's financial statements present an mstItutIOn that IS small but lIqUid and well
capItahzed The bank reported DM 21 mIllIon m assets m June 1998, supported by DM
72 mIlhon m capItal 42 percent of the bank's assets were m cash and cash-eqUivalents, a
fact the bank ascnbes to a conservatIve lendmg pohcy Retamed earnmgs are an Important
source of new capItal

The bank IS one of few that appears to wrIte off loans aggressIvely In ItS current portfoho,
the bank reports a dehnquency rate of 9 8 percent, calculated as the total outstandmg
balance of loans more than 90 days past due The portfoho IS extended pnmanly m short­
tenn credIts to a vanety offinns ApprOXImately 60 percent of the portfoho by value IS m
credIts to pnvate and mIxed-ownershIp finns CredIts range up to 6 months m matunty

The banks mfonnatIOn system IS bemg upgraded Some branches are presently on lme
wIth headquarters, whIle others transmIt data m batches on a dally basIs The bank. uses a
mamframe, but IS gradually addmg to a network of PCs that are now used pnmanly for
admmistratIve functIons and credIt analySIS

Fmanclal reports are generated for (and used by) management and the Board of DIrectors
on a fixed schedule, and as needed The bank has contracted wIth DelOitte & Touche for
an mdependent external audIt accordmg to lAS

OWNERSHIP

The bank has 290 shareholders, of whIch about two-thIrds have at least some state
ownershIp Management estImates that the percentage ofpnvate ownershIp IS between 60
and 65 percent, If calculated as the shares held by fully pnvate firms plus the "pnvate
portIon" of shares held by compames of mIxed ownershIp However, the ABST
understands that, under the law on bank pnvatizatIOn, the pnvate percentage of Agroprom
WIll be calculated m a manner that WIll result m hIgher state ownershIp A full audIt of the
bank's ownershIp IS under way

The bank estImates that up to 30 percent of ItS portfolIo IS m loans to shareholders ThIS
may not gIve nse to msurmountable conflIcts of mterest, as no smgle shareholder controls
more than 5 percent of the firm All but nme shareholders control less than 2 percent of
the finn
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GENT BANK RECOMM ENDATION

BANK AUROBANKA DD VITEZ

US SFOR (YIN) N

CANTONS SREDNJEBOSANSKI

MUNICIPALITY VITEZ

HEADQUARTERS VITEZ

Dale 114 Aug 981 AB Rec # I 2

Ownership (%)

Private 1 100% I State I 0%

EXlstmg Agency Agreement?

Yes Ix I No I
NumberofOutslandmg BF Loans 0

Balance on OUlstandmg BF Loans 0

Range of Loan SIze N/A
BF l\Iar"el Coverage

Vllez krcsc\o and GomJI VaJ...ufGeographic
Number of Loans 60+da}s past due 0

Balance on Loans 60+dalS past due 0

I HZN (CITIZENS ASSOCIAnON) I 22)%
Onners holdmg more than 10 2 P P STANIIC kRESEVO 2 b%
percent of the ban" and percentage 3 P P HEREX VITEZ 3 b%
onnershlp 4 4

5 )

RECOMMENDATION SUMMARY
Aurobanh.a DO (AB) Vltez was signed up as an agent banh. as ofJune 30 1998 The banh. had prevIOusly applied but was
rejected because of the locatIOn of the bank The sector In which they operate has Just recently been opened

The banh. began operations In December 1996 The total capltallzatlon of the banh. was 6 6 million-dm They plan to raise an
additIOnal 3 3 million dm In capital by December 1998 A well qualified senior management team operates the bank The
general director Ivan Mlletlc was wIth Pnvredna Banh.aJSaraJevo Since 1980 where he eventually became the banh.'s deputy
director The other senior managers also have substantial banh.Ing expenence The Deputy Director and Director of Finance
each spent more than 15 years at Pnvredna /Travnlh. The Manager of the credIt department was prevIOusly with a Croatlan
bank The banh. staff has been participating In the USAID training programs

The banh. operates m a modem faCIlity located m Vltez It has two addltlonal branch offices In Kresevo and GomJI Vah.uf The
banh. has a computer system that was procured from a Croatian Banh. The system proVIdes all the necessary modules required
to operate a retail banh. and IS fully mtegrated to the general ledger Also all branches are on line to the head office

At thiS time their application IS recommended for approval without any restnctlOns

Recommended Restrictions on Participation
There are no restnctlons recommended at thiS time

Bank Selection Team Member Dale 14 Aug 98

Thomas Chmehk
BF Chief of Party Bruce Spake Dale 14 Aug

USAID Director CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

ThIS IS not applIcable to the bank The bank has made no loans

QUALITY OF BF ORIGINATION

ThIS IS not applIcable to the bank The bank has made no loans

COM~LIANCEWITH BF CLOSING REQUIREMENTS

ThIS IS not applIcable to the bank The bank has made no loans

Aurobanka Vltez

ThIS IS not applIcable to the bank The bank has made no loans

COMPLIANCE WITH BF MONITORING REQUIREMENTS

ThIS IS not applIcable to the bank The bank has made no loans

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

ThIS IS not applIcable to the bank The bank has made no loans

PROJECTED LOAN VOLUME

AB projects that they WIll be able to generate 10 new loans for 5,000,000DM from
September 1998 to August 1999 For the same perIod m 1999 to 2000 they project 20
loans for 20,000,000DM Management mdicated they plan to hIre to addItIonal
economIsts to handle the workload for the BF program and msure that all staff members
are properly tramed to achIeve these levels of projected loan volume

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

The bank has 18 employees Of these twelve have B A 's Two (2) staff members WIll be
mvolved to support the BF Lendmg program m the begmnmg - One lender and one
support staff They plan to hire two economists to help on the lendmg SIde Per the BF
Lendmg AssocIate addItIOnal resource IS needed for preparatIon of momtonng reports
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Semor Management

Aurobanha V,tez

Meetmgs wIth the General DIrector and key members of executIve and senIor management
were held as part of the due dIlIgence process Management attendmg meetmgs

NAME

Ivan MIletlc
Vehmlr Dldak
StIpo Strbac

TITLEIPOSITION

General Manager
Deputy DIrector
Manager of Credit Department

Management would lIke very much to particIpate m the BF program Lendmg
management who would be handlmg the BF appeared knowledgeable They understand
how the BF program operates and the mISSIOn of the program They have a good
understandmg of theIr market,

Sufficient contnbutIOns were made by the members of senIor management to determme
that they were well-organIzed and knowledgeable bankers They understand the concept of
market prmclpals and belIeve that favorable opportunItIes lay m front of the bank

An external-audltmg firm has not audited the bank They belIeve that their financial
statements conform to InternatIOnal Accountmg Standards (lAS) They were exammed by
the Federal Bankmg Agency m 1997 and agreed wIth their findmgs The findmgs that
were brought to the attentIon of management have been corrected The mternal control
systems wlthm the bank are adequate at this tIme The bank settles ItS books on a daily
baSIS and can easIly reconcIle all accounts to ensure theIr accuracy

The financIal statements showed total assets of 16,229,000DM as of June 30, 1998, an
mcrease of 4,035,000DM from the December 31, 1997 total DepOSits mcreased
3,751,000DM dunng the same penod The loan to depOSit ratIO has decreased to 161 71%
from 189 86% The bank needs to concentrate on generatmg new depOSits to contmue to
fuel ItS loan demand A marketmg strategy was bemg draw up by senIor management and
they hoped It would be m place by the fourth quarter Cash to total assets was 8 08% ThIS
IS not a comfortable pOSItIOn at thIS tIme and bank management IS aware of the SItuatIOn
Management IS prudently makmg new loans and wIll restram If the depOSIt levels do not
mcrease Off balance sheet lIabilItIes were neglIgIble

The loan portfolIo has mcreased 3,802,000 DM or 39 58% for the penod endmg June 30,
1998 The loan loss proVISIOn was 3 3% to total loans The delmquency rate for the loan
portfolIo was m the range of 2 52% as of June 30, 1998 Based on the newness and the
clIents of the bank thiS ratIo IS probably realIstIc at thIS tIme Management Said that the
Federal Bankmg Agency was comfortable With ItS loan loss provlSIon allowance

The Bank's capItal has remamed at 6,666,0000 DM for the penod under reVIew The bank
has plans ofraIsmg an additIOnal 33 mIllIon-DM by December 1998 The total capItal to

30f4



8
USAID Busmess Fmallce Agellt BallA RecommelldatlOll

assets ratIO was 3857% as of June 30, 1998 WIth the earmngs growth and additional
capItal the bank is well positIOned for future asset growth

Auroballka Vltez

Net mcome for the year ended December 31, 1997 was 119,000DM Internal profit and
loss data for the penod endIng June 30,1998 mdicated net profit of 181 ,OOODM The
bank's efficIency ratiO has improved from 6853% to 67 34% for the six-month penod
under reView Management IS very cautious of the expense levels of the bank They are
determIned to run a very efficient operatiOn

Based on dIscussiOns wIth management concernIng the Bank's computer system the
current system IS consIdered adequate The core system and eqUIpment is Year 2000
compatible The system IS fully Integrated and the branches are onlme Standard password
access to systems is used wIth multIple levels of secunty

Loan officers do not have lendIng hmIts, however, all loans are presented to and approved
In a committee settmg Also, all loans that are ongInated at the branch offices have to be
brought to the head office for approval

OWNERSHIP

Aurobanka DD IS 100% pnvately owned The follOWIng are sIgmficant shareholders and
together control 52 50% of the bank

1 HZN (CITIZENS ASSOCIATION)
2 P P STANIIC KRESEVO
3 P P HEREX VITEZ

225%
15%
15%
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USAIDIBUSINESS FINANCE

GENT BANK RECOMMENDATION
I

BANK BANJALUCKA BANKA DD

US SFOR (YIN) Y (BRANCHES)

CANTONS REPUBLIKA SRPSKA

BANJA LUKA, CELINAC, PRNJAVOR, LAKTASI,
MUNICIPALITIES TESLlC, KNEZEVO, MRKONJIC GRAD SIPOVO

KOTOR VAROS, SRBAC, KOZRSKA DUBICA

HEADQUARTERS BANJALUKA

Date 114AUg981 ABRecII13

Ownership (%)

Private I 80% I State 1
20%

EXistIng Agency Agreement?

Yes Ix INo
1

Number of Outstanding BF Loans I

Balance on Outstanding BF Loans DM 320 000

Range of Loan Sizes NfA
BF Market Coverage Western Repubhl-a SJTlsl-a
-GeographIc

Number of Loans 60+da)s past due 0

Balauce on Loans 60+da)s past due 0

Onners holding more than 10
I MINISTRY OF FINANCE I 80%
2 NO OTHER SHAREHOLDER HAS MORE THAN) % OF THE BANk S SHARES 2percent of the banI. and percentage
3 3onnershlp

RECOMMENDATION SUMMARY
Banjalucka Banka IS a successor mstltutlon of PnvrednaiSarajevo, and has been operatmg mdependently under ItS current
name smce 1990 The bank operates throughout the RS through a network of II branches The bank s performance 10 BF
deal flow has been dlsappomtmg relative to that of the other two Agent Banks 10 Banja Luka The bank s first loan was
disbursed last week, though 7 others have been approved and are pending disbursement BF s credit staff find the bank
unwIihng to proVide much assistance to would-be borrowers resultmg 10 weak apphcatIOns that must be returned for lack of
informatIOn ThiS performance has Improved oflate, and the bank IS reported to be dOing better screening and up-front ""ork
WIth potentIal borrowers though It remams much slower than Its counterparts In gathenng clOSing documents BF audit and
operatIons staff have no negatIve reports on the bank s dIsbursement or repay ment procedures gIven the bank s hmlted
expenence 10 the BF program

The bank s financlals are presently burdened by frozen loans and depOSIts offset by frozen foreign !labIlItIes and consumer
savmgs After removmg these Items from the June 98 balance sheet, the bank shrmks 10 asset sIze from DM 480 mllhon to
DM 78 mll!lon It IS not clear how much ofa loss WIll be reahzed agamst capital as these assets and correspond109 habl!ltles
whIch are not perfectly matched, are removed In all hkehhood capital wIll be reduced much further by a reahstlc appraisal
of asset quahty, which IS beyond the scope of this revIew The bank reported a profit ofDM 228 000 10 1997 pnmanly from
mterest mcome

The bank antiCIpates that BF s expansion mto the small loan market WIll enable the bank to accelerate ItS rate of
recommendatIOns to BF, and the bank's overall actIvity 10 the BF program pIcked up WIth the deals underwntten by BF s RS
"SWAT Team" earher 10 1998 Given that BF s other two banks 10 Banja Luka have rapidly expand109 portfo!los approval
of Banjalucka Banka IS recommended pnmanly to ensure ongmatlOn and servlcmg capacIty 10 the Western RS but also to
proVIde access to the Eastern RS, should that market become ehglble for USAID assistance

Recommended RestrictIOns on PartICIpatIon
No restnctlons are recommended at thIS tIme

Bank SelectIon Team Member Zan Northnp Date 14 Aug 98

BF ChIef of Party Bruce Spake Date 14 Aug 98

USAID DIrector CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

Banjalucka Banko DD Banja Luka

BanJalucka Banka has one disbursed loan, rated a 5, totalmg DM 320,000 There are no
dehnquencles

QUALITY OF BF ORIGINATION

BF credit staff report frequent weaknesses m the apphcatlOns recommended to BF The
bank IS reluctant to devote substantial effort to asslstmg potential borrowers with the
apphcatlOn Borrowers recommended by the bank have, m general, been less sophisticated
than those recommended by other mstltutlOns Early m the program, several apphcants
were rejected because of hIgh levels of eXlstmg debt owed to BanJalucka Banka Smce
that time, the bank has become more accustomed to BF underwntmg standards, and
members of the bank's credit staff now check on the ehgIbIhty of chents before
recommendmg them The bank was helpful and cooperative wIth the BF "SWAT Team"
that recommended several RS loans earher m 1998

COMPLIANCE WITH BF CLOSING REQUIREMENTS

No documentatIOn exceptIOns have been noted, but the bank IS slow m gathenng closmg
documents, such as collateral registrations

No reported vIOlatIOns of BF disbursement procedures

COMPLIANCE WITH BF MONITORING REQUIREMENTS

No quarterly momtormg reports have yet come due

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

No reported vIOlatIOns ofBF repayment procedures

PROJECTED LOAN VOLUME

In keepmg wIth ItS expectatIOns of generatmg a large number of small loans, the bank
projects recommendmg 50 bankable credits with an average size ofDM 90,000 m the year
endmg August 1999, producmg portfoho growth of DM 4 5 mI1hon In the year endmg
August 2000, the bank projects recommendmg 60 bankable credits wIth an average size of
DM 133,000, producmg portfoho growth ofDM 8 ml1hon
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QUALITY AND SUFFICIENCY OF STAFF

Overview and Staffing

BanJalucka Banka DD BanJa Luka

EIght staff members are aVailable to work on BF loans, so there IS no ImmedIate concern
over staff numbers GIven the weaknesses m BanJalucka Banka applIcatIOns, however,
there IS reason for concern that the bank's quarterly momtonng reports wIll be substandard
wIthout substantial mterventIOn by BF staff In general, the bank has not met BF's
expectatIOns for analySIS Several of the bank's lenders have lengthy bankmg expenence,
but only a few appear strongly motIvated to produce qualIty loans for BF

SenIOr Management

Meetmgs were held wIth the followmg mdlvlduals

NAME

Momcilo Popanc
DlmltnJe BOJIC
ZoncaMrdJa
SmIlIJa JOkiC
MIlos UbOVIC

TITLEIPOSITION

General DIrector
DIrector, DepOSIt and Loan Department
Manager, Loan Approval Department
Manager, Plannmg and Accountmg
Manager, Computer Center

The semor managers have between 15 and 30 years ofbankmg expenence each Many
have been wIth BanJalucka Banka theIr entIre careers The managers spok.e clearly about
pnvatizatIOn and strategIc plannmg, but were less expansIve on the bank.'s underwntmg
standards and procedures

The bank's financials are presently burdened by frozen loans and depOSIts, offset by frozen
foreIgn lIabIlItIes and consumer savmgs After removmg these Items from the June 1998
balance sheet, the bank ShrInkS m asset SIze from DM 480 mIllIon to DM 78 mIllIon It IS
not clear how much ofa loss WIll be realIzed agamst capItal as these assets and
correspondmg lIabIlItIes, whIch are not perfectly matched, are removed In all lIkelIhood,
capItal WIll be reduced much further by a realIstIc appraisal of asset qualIty, whIch IS
beyond the scope of thIS reVIew The bank reported a profit ofDM 228,000 m 1997,
pnmanly from mterest mcome

The bank's actIve loan portfolIo had a reported value ofDM 286 mIllIon at the end of
June, and had a reported delInquency rate of 12 percent, calculated as the total balance of
all actIve loans more than 60 days past due Most of the portfolIo IS outstandmg to state­
owned compames, on average terms of 5 months Loans to mSIders constItute 62 percent
ofthe portfolIo The bank mamtams that mSIders are gIven preferentIal access to aVailable
funds, but must meet the same terms and condItIons as unaffilIated borrowers However,
the largest owner IS also a major delmquent borrower
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The bank IS usmg a mamframe computer system, WIth the branches commUlllcate through
batched data transmISSIon once daily No pes are m use, and bank staff must request the
computer department to prepare any unscheduled reports Regular financial reports are
generated for (and used by) management and the Board of DIrectors The bank has
contracted wIth DelOitte & Touche for an mdependent external audIt accordmg to lAS

OWNERSHIP

Until mId-1998, the bank had 300 shareholders About eIghty percent ofbank shares were
held by state-owned firms, untIl the recent transfer of state shares to the Mmistry of
Fmance The membershIp of the Board of DIrectors has not changed smce the share
transfer occurred, and "former" shareholders appear to have contmued mfluence wlthm the
bank

The largest former shareholder IS MDP Incel Holdmg, a state-owned firm that, untIl
recently, held 13 percent ownershIp of Banjalucka Banka Incel has about DM 2 mIllIon
m short-term debt from Banjalucka Banka, most of whIch IS delInquent

In total, the bank has made about 62 percent of ItS loans (by value) to mSIders, and 49
percent of shareholders have loans from the bank WIth the exceptIOn ofIncel, however,
ownershIp IS WIdely dIspersed and may not prejudIce the bank's credIt deCISIons or purSUIt
of delmquencles After Incel, the next largest shareholder has holdmgs representmg less
than 5 percent of the bank Only the nme largest shareholders have holdmgs m excess of2
percent
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GENT BANK RECOMMENDATION

BANK BHBANKADD

US SFOR (YIN) Y (Branches)

CANTONS
SARAJEVO, ZENICA-DOBOJ,
TUZLA-PODRINJE

MUNICIPALITIES Multiple

HEADQUARTERS SARAJEVO

Date 114AUg981 ABRec# 14

Ownership (%)

Private 198% I State 1 2%

EXlstmg Agency Agreement?

Yes Ix INo I
Number of Outstanding BF Loans 18

Balance on Outstanding BF Loans 15547200DM

Range of Loan Sizes 300 OOODM 10 1 900000DM
BF Market Coverage

Sarajevo Zemca DoboJ Tuzla PodnnJe
Geographic

Number of Loans 60+days past due 5

Balance on Loans 60+days past due ,222 OOODM

1 TOBACCO FACTORY - SARAJEVO 1 2989%
Owners holding more than 10 2 CENTRALEXPORT D J L - SARAJEVO 2 1201%
percent of the banI,. and percentage 3 BH OSIGURANJE DD- SARAJEVO (BH INSURANCE) 3 1122%
ownership 4 4, ~

RECOMMENDATION SUMMARY

BH Banka has paid off eXIstIng loans at BH WIth BF loan funds and engaged In other potential conflIcts of Interest however
The Bank EvaluatIOn Team recommends that BH Banka contInue to partIcIpate as a BF Agent Bank under four restnctlve
condItIOns lIsted below The alternatIve, termInatIng BF s Agency Agreement WIth BH would expose BF to nsks equal to or
greater than the nsks entailed m a restncted relatIOnship

If Implemented the recommended restrictIOns on BH would lower the risk to whIch the BH relatIOnship exposes BF For
practical purposes, BF's risk could be hmlted to the value of the repayments BH holds temporarily before remIttIng them to
BF These funds tend to be small at any given pomt In tIme Further BF s OperatIOns Untt reports no slgntficant past or
present problems In BH s tImely remittance of repayments from BF borrowers

In contrast termmatIng the Agency Agreement WIth BH could cause a slgntficant deterioratIOn In the qualIty of BF loans
ongInated by BH Because many of these loans are to BH affilIated firms the prospect of securIng any level of repayment If
the loans were transferred to another Agent Bank for servlcmg would be reduced Further given the current state of BF-BH
relatIOns the process of transferrIng BH-orlgmated loans to other banks IS unlIkely to be smooth or orderly TermInatIng the
Agency Agreement would also send a signal to the market of serious problems at BH and could lead to the bank s faIlure A
BH failure would consume the funds of many mdlvldual depOSitors and foreign organtzatlOns, and further reduce the quahty
of BF loans orlgmated by BH

Recommellded challges III BF depOSIt relatlOlls/lIp WIth BH

A revIew of BH financial statements and off the-record dISCUSSIons WIth persons famlhar With the results of the exammatlOn
ofBH by the FBA reveal that the InstItutIOn IS stretched thm A sudden Withdrawal of depOSits by BF (and presumably
USAID) would cause the bank serious dIfficulties As news of such Withdrawals could not be stopped from spreadIng to other
foreign depOSitors there IS a real risk that a BF Withdrawal could lead to the bank s failure Such a faIlure would not be m the
mterest ofBF It could also cause adverse pubhclty for USAID

We recommend that BF open and begm fundIng one or more depOSIt accounts WIth another InstitutIOn If a deCISIOn IS made
to reduce BF balances at BH, BF funds should be drawn down slowly
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Recommended Restrictions on ParticIpation
I Reduce and momtor closely undIsbursed BF funds held at BH BH presently holds DM 672 000 10 undisbursed funds

destmed for SIX BF borrowers These borrowers should be contacted to determme the drawdown schedule of such funds
Funds not reqUired wlthm two weeks should be wired back to BofA

2 ReqUIre the use of a trustee correspondent account for future BH disbursements This account would be dedicated to
transactIOns supportmg BF loans It could not be commmgled WIth the bank s own funds and would require BF consent
on every WIthdrawal If BH misused the funds and then faIled BF might be compensated ahead of other creditors,
because BH's misuse of the funds would constItute fraud

3 ReqUIre certIticatlOn that all borrowers recommended by BH to BF have no Imkages (supplier eqUity or otherwise) to
BH Bank ItS managers, or ItS directors This disclosure has not prevIOusly been a requIrement of the BF Agency
Agreement Credit ApplIcation, or Loan Agreement The Bank EvaluatIOn Team IS recommendmg that this restriction be
placed on all BF Agent Banks, It IS particularly Important 10 the case ofBH In practIce, this restrictIOn wl1l result 10 a
reduction of BF's deal flow from BH BH Itself estimates that 1/3 of ItS clients are 10 some way affilIated With BH, ItS
managers, or directors

4 Increase surveIllance by BF FIeld AssocIates Several BH loans are currently 10 disbursement They should be
watched closely to ensure that funds are used only for purposes specIfied m the Credit ApplIcation and Loan Agreement
All disbursements should be properly documented With mvolces If an mVOIce IS 10 questIOn BF field aSSOCiates or audit
staff should follow up With the suppher

Bank Selection Team Member Date 14 -\.ug 98

Alfred DostIe, Thomas Chmehk, Zan Northnp

BF ChIef of Party Bruce Spake Date 14 \ug 98

USAID DIrector CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

BH Banka Sarajevo

An audIt m 1998 ofBH Banka's partIcIpatIOn m the BF lendmg program dIsclosed lendmg
IrregularItIes and conflIcts of mterest DetaIled mformatIOn IS presented m the confidential
BF AudIt Report

BH Banka DD (BH) has been an active partICIpant m the BF program BH had eIghteen
(18) loans active m August 1998 for a total of 15,547,200DM Of these, five (5) totalmg
5,222,000DM were 60 or more days overdue as of August 10, 1998 ThIS IS a 34%
overdue ratIO based on the volume of loans

A recently completed evaluatIOn of the loan portfolIo and loan ratmgs resulted m the
followmg

~ 4 downgrades from 5 to 6 on loans totalmg 4,005,OOODM
~ 2 downgrades from 5 to 7 on loans totalIng 1,500,OOODM
~ 2 downgrades from 6 to 7 on loans totalmg 3,150,OOODM
~ 1 upgrade from a 5 to 4 on a loan totalmg 1,500,OOODM

The resultmg loan ratmg dIsperSIOn was as follows

RATING #OFLOANS DISBURSED AMOUNT

4 3 2,870,OOODM
5 3 1,420,OOODM
6 8 8,175,OOODM
7 4 4,650,OOODM

TB's loan ratmg dIsperSIOn IS typIcal for banks m the BF program

QUALITY OF BF ORIGINATION

Based on dISCUSSIons WIth BF OperatIOns and the Lendmg ASSOCIates, applIcatIOns and
loan files are conSIdered acceptable m qualIty ApplIcatIOns dId not dIsclose conflIcts of
mterest eXlstmg m the borrowmg arrangements, WhICh IS cause for concern In some
cases, however, a name check of compames m whIch mSIders had an mterest would have
dIsclosed the conflIct of mterest BF procedures should mclude a cross check to determme
If conflIcts ofmterest eXIst Loans to members of the governmg boards ofbanks or
compames m WhICh they have mterests are not mherently Improper Many tImes they are
the best loans a bank can make They do, however, reqUIre specIal procedures to make
certam that such transactIOns are done at "arm's length" and do not proVIde preferential
treatment to the Board member

COMPLIANCE WITH BF CLOSING REQUIREMENTS '.

Only one loan documentatIOn exceptIOn was noted on the BF OperatIOns exceptIOn report
Mmutes for a court resolutIOn were not on file
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COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

BH Banf..a Sarajevo

DISCUSSIOns wIth the BF Lendmg Associates and BF AudIt revealed mstances of self­
deahng and senous confhcts of mterest

COMPLIANCE WITH BF MONITORING REQUIREMENTS

TechnIcal quahty ofmomtonng reports IS acceptable per the Lendmg AssocIates (average
of2 33 on BF's five-pomt scale), but the substance of the mformatIOn rendered has been
questIOnable for several borrowers

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

No timely repayment Issues were raised by BF AudIt

PROJECTED LOAN VOLUME

BH projects m the apphcatIOn that they WIll be able to generate 1200 new loans for
51,000,000DM from September 1998 to August 1999 For the same penod m 1999 to
2000 they project 1500 loans for 60,OOO,OOODM These estimates were not supported by
any data and appear unreasonable

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

FIve staff are assIgned to BF credIts - three loan officers and two support personnel

Sel1lor Management

Meetmgs wIth the General DIrector and key members of executive and semor management
were held as part of the due dIhgence process Management attendmg meetmgs

NAME

MIrsad Dehmustafic
Edma DanOVIC
FadIla Sanc

TITLEIPOSITION

General DIrector
Deputy General Manager
ChIefof Long Term CredIt Department

The General DIrector spoke m generahtIes about the dIrectIOn of the Bank and bankmg
phIlosophy HIS comments were very posItIve regardmg the future of the Bank The most
useful mformatIOn he dIsclosed was BH was actIvely seekmg a merger by year end wIth
HIpotekarna Banka DD

Edma DanovIc, Deputy General Manager, was very vocal dunng the meetmg She carned
the dIscussIOn She appears to be an accomphshed banker She was careful to avoId
dIscussIOn of the Bank's weaknesses
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BH showed total assets of 69,337,000DM as of June 30, 1998, a declme from the
December 31,1997 total of 62,nO,000DM DeposIts decreased 6,975,000DM dunng the
same penod despIte reported mcreases m humamtanan aid deposIts from SaudI ArabIa and
KUWait Loans to deposIts are 117 27% and mdlcate a hIghly illiqUId condItion at BH
Short term loans decreased 7,663,000DM and long term loans mcreased by 7,304,000DM
further exacerbatmg the Bank's illiqUid condItIOn Off balance sheet lIabilIties for
guarantees totaled 25 million DM, further mcreasmg the exposure level at the Bank

Net mcome for the year ended December 31, 1997 was 1,008,000DM Profit and loss data
for the penod endmg June 30,1998 was requested, but had not been receIved as of the date
of thIs wntmg Venfymg the solvency of the Bank was ImpossIble wIthout the FBA
exammatIOn results, whIch were not made aVailable From the applicatIOn BH mdlcated
that delmquent loans totaled 870,364DM or 2 5% of total loans at June 1998 The amount
of loans wntten off dunng thIS same penod totaled 326,379DM

Based on dIscussIOns wIth management, core data systems offer baSIC reportmg The
Bank has plans to modernIze and expand ItS systems m antIcIpatIOn ofthe merger wIth
Hlpotekarna Bank They are not currently Year 2000 compatible Standard password
access to systems IS used

Loan officers do not have lendmg limIts, however, all loans are presented and approved m
a commIttee settmg Problem loans are revIewed by the lendmg commIttee and actIOns are
approved at that level

OWNERSHIP

Although the Bank lIsts ownershIp as prImanly PrIvate, The Mmistry of Fmance (MF) and
several state owned companIes own stock m the bank ThIS IS "mdlrect" state ownershIp
BH management mdlcated that all such companIes are m process of bemg prIvatized
Also, management mdlcated that the MF ownershIp was less than 2%
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BANK
CENTRAL PROFIT BANKA DO
SARAJEVO

US SFOR (YIN) N

CANTONS SARAJEVO

MUNICIPALITIES SARAJEVO

HEADQUARTERS SARAJEVO

Date 114 Aug 981 AB Rec # Is

OWnerShIp (%)

Pnvate I I State 1 100%

EXIstmg Agency Agreement?

Yes Ix I No I
Number ofOutstandmg BF Loans :>

Balance on Outstandmg BF Loans 3348333 OM

Range of Loan Size :>40 000 OM - I 000 000 OM
BF Market Cmerage VISOJ..O FOJDlca Breza, Vares Olovo Hadzici and
Geographic Vogosca

Number of Loans 60+da)s past due 2

Balance on Loans 60+days past due 14)6667 OM

Onners holdmg more than 10
I MINISTRY OF FINANCE I 100%
2 2percent of the ban" and percentage 3 3ownership 4 4

RECOMMENDATION SUMMARY

Central Profit Banka IS a state owned bank headquartered m Sarajevo
Vlsoko FOJnlca Breza Vares Olovo Hadzlcl and Vogosca

The bank has 7 branches m the followmg towns

Pnce Waterhouse was engaged to audIt the financial statements for years 1996 and 1997 ThIs audIt should be completed by
the end of the third quarter At whIch time BF could have more confidence m the financial picture of the bank However
based on the mformatlon BF has at this time the financIal conditIOn of the bank IS unsatisfactory

The bank has transferred all shares to the Mmlstry of Fmance The bank has wntten a pnvatlzatlOn plan and will submit It to
the Board of DIrectors m September After which It wIll be forwarded to the Mmlstry of Fmance for concurrence and
approval The bank shows a total capital posItIon mcludmg reserves of 83 504 000 OM ThIs has been mflated due to the
revaluatIOn of fixed assets accordmg to Bosnian accountmg standards With vanous adjustments the capital posItIOn of the
bank. would be 13 724 000 OM The adjusted asset base would then be 117 759 000 OM This would gIve the bank. a capital to
total assets ratio of II 65%

For the penod endmg December 31 1997 the bank earned 453 000 OM Internal financial statements show earnmgs for the
SIX months ended June 30 1998 were :>86,000 OM The loan portfolIo has grown only 2 686 000 OM or 3 36% for the SIX­
month penod under revIew All of the mcrease m loans was to state owned enterpnses The bank appears to contmue to lend
to these strugglmg and most hkely bankrupt entIties The delInquency rate as of June 30 1998 was 4 61 % The loan loss
allowance to total loans was 39 86% These two ratIOs are not m agreement and should show some correlation It would
appear that the bank does not properly claSSify dehnquent loans ThIS should be a concern to the bank Expense control must
be mOnitored closely The bank's effiCiency ratIO was 95 84% and 9252% for the penods endmg December 31 1998 and
June 30, 1998, respectIvely ThIS IS not an acceptable ratIO and the bank IS on the verge of showmg significant losses

Based on the Central Profit Banka's performance m the BF lendmg program and the Bank's financIal condItIOn contmued
partIcIpatIOn m the USAID Busmess Fmance program IS recommended with condItIons

Bank SelectIOn Team Member

Thomas Chmehk
BF ChIef of Party Bruce Spake

USAID DIrector CRAIG G BUCK

D'lle

Date

Dale

I~ \ug 98

I~ \ug 98
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STATUS AND QUALITY OF BF PORTFOLIO

Central Profit Banka Sarajevo

As of July 1998 Central Profit Banka (CP) DD has done five (5) loans totalIng 3,348,333
DM CP had two (2) loans that totall,457,000DM that were more than 60 days delInquent
as of 7-22-98 This IS a 4350% dehnquency ratIo based on the total volume ofloans

A recently completed evaluatIOn of the loan portfolIo and loan ratIngs resulted In the
followmg

>- 1 downgrade from 5 to 8 on a loan totalIng 1,000,000DM

The remammg four loans were all classified as 6 ThiS would be considered doubtful

The resultIng loan ratIng dispersIOn was as follows

RATING

6
8

#OFLOANS

4
1

AMOUNT

3,400,OOODM
1,000,OOODM

The downgrade Into the Loss category of"8" IS a substantIal amount The overall qualIty
of the portfolIo IS poor at best Given the current delinquency rate the entIre portfolIo
could be claSSified an 8

QUALITY OF BF ORIGINATION - _

Based on diSCUSSions with BF Lendmg ASSOCiates, applIcatIOns and loan files are
conSidered acceptable m qualIty Speed of proceSSIng applIcatIOns IS sometImes slow No
loans have been orIgmated smce November 11, 1997

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Loan documentatIOn exceptIons on BF loans InItiated by CP were minImal Any Issues
with closmg have been rectIfied

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

DISCUSSions with BF the Lendmg ASSOCiates and BF Audit revealed no SignIficant
concerns Disbursements are made m a timely fashIOn and given the finanCial conditIOn
and lIqmdlty condltlon of the bank there IS no need for concern

COMPLIANCE WITH BF MONITORING REQUIREMENTS
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The overall qualIty of the momtonng reports IS generally good CP has four loan officers
who are reqUIred to prepare the momtonng reports CP has the hIghest grade of any bank
for the qualIty of theIr momtonng reports AnalysIs could be a lIttle more m-depth but IS
adequate at thIS tIme But WIth addItIOnal trammg they should be able to overcome thIS
shortfall

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF operatIons VOIced no concerns over the repayment performance OfthiS bank The bank
has suffiCIent lIqUId resources and does not need to hold BF's funds

PROJECTED LOAN VOLUME

CP dId not gIve any mdIcatIOn of the volume and number ofloans that they would
ongmate m the next two years They VOIced concern that BF was reluctant to make lqans
to state owned enterpnses Because of thIS restnctIOn they would probably submIt very
few applIcatIons The maJonty of theIr clIent base IS state owned compames that WIll soon
be prIvatIzed

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

SIX (6) staff members are dedIcated to support of the BF Lendmg program - Four lenders
and two support staff

SenIOr Management

A meetmg were held WIth the followmg mdividuais

NAME

AIda NuhIC
Enes Merzic
Fikreta UzunovIc

TITLEIPOSITION

DIrector for Plamng and Accountmg
DIrector of Investments (Loans)
Chief Manager for Investments

Management was very commItted to contmumg With the BF program Management
appeared knowledgeable of the program and would lIke to see the scope of loans mcreased
to mclude more publIc enterpnses

The bank IS m the process ofhavmg PrIce Waterhouse audit the books for 1996 and 1997
CP's financIal statements showed total assets of 346,183,000DM as of June 30, 1998
Included m these assets are frozen depOSits at the NatIonal bank of YugoslaVia totalIng
170,479,000 DM When the tIme comes to make an adjustment to WrIte off these assets
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agamst the correspondmg habihty the bank will have to show a net loss of 11,835,000 DM
from thiS transaction The government has given no assurances that it Will make up the
loss The loan portfoho mcreased 2,686,000 DM dunng the SiX months ended June 30,
1998 Total deposits have decreased 2,809,000 DM dunng the same penod The loan to
depOSit ratio has mcreased to 11208% as of June 30, 1998 Cash to total assets was
1051%, thiS mcludes foreign cash, as of June 30,1998 However, if the asset base was
adjusted for the frozen depOSits the cash to asset ratio would be 20 71 % CP is very
mmdful that it cannot contmue to grow itS loan portfoho without growmg itS depOSit base
Off balance sheet liabilities were negligible

The Bank's capital mcludmg reserves was 83,504,000 DM as June 30, 1998 The total
capital to assets ratio, mcludmg reserves was 7 55% as of June 30, 1998 ThiS has been
mflated due to the revaluatIOn of fixed assets accordmg to Bosman accountmg standards
With vanous adjustments the capital positiOn of the bank would be 13,724,000DM The
adjusted asset base would then be 117,759,000 DM ThiS would give the bank a capital to
total assets ratiO of 11 65%

Problem loans per the Bank's Agent Bank Apphcation were 3,813,000DM at June 30,
1998 The dehnquency rate as of June 30, 1998 was 4 61 % The loan loss allowance to
total loans was 3986% These two ratios are not m agreement and should show some
correlatIOn It would appear that the bank does not properly classify delmquent loans ThiS
should be a concern to the bank

Net mcome for the year ended December 31, 1997 was 453,000DM Internal profit and
loss data for the penod endmg June 30,1998 mdicated a net profit of 586,000DM The
bank's effiCiency ratIO for the penod endmg December 31, 1997 was 95 84% ThiS ratio
has decreased to 92 52% as of June 30, 1998 ThiS is not a good mdicatIOn of effective
expense control Bank management acknowledged the SituatIOn and Said that they had a
busmess plan that mcluded the retrenchment of appro'omately 200 employees or 64% of
the workforce

The general ledger, accountmg, loan, depOSit and foreign payment modules have been
mstalled at the head office and branches However, the system is not mtegrated at thiS time
and management does not have a schedule for mtegratiOn Currently mformatIOn from the
branches is either faxed or sent m the mall

All loans are brought to loan committee at head office for approval Semor Loan officers
do not have lendmg authonty

OWNERSHIP

State owned 100%
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BANK DEPOZITNA BANKA DD SARAJEVO

US SFOR (YIN) Y (Branches)

CANTONS SARAJEVO - ZENICAIDOBOJ

MUNICIPALITIES Sarajevo, IlIJas, Vares

HEADQUARTERS SARAJEVO

Date 114 Aug 981 AB Rec # I6

Ownership (%)

PrIvate I 992%*1 State I 08%*

EXlstmg Agency Agreement?

Yes I I No Ix
Number of Outstanding BF Loans 0

Balance on Outstanding BF Loans 0

Range of Loan Sizes 0 BF Market CO\ erage
Sarajevo IhJas Vares

Geographic
Number of Loans 60+da\s past due 0

Balance on Loans 60+days past due 0

1 EUROINVEST 000 SARAJEVO 1 1373%
Onners holding more than IO 2 M PROFARM DJL SARAJEVO 2 13 73%
percent of the bank and percentage 3 YASSIN&CO 3 13 73%
onnershlp 4 M STAN SARAJEVO 4 9 I )'}o

5 5

RECOMMENDATION SUMMARY
Depozltna Bank.a IS a new apphcant to the BF lendlOg program Based on the Bank. s abtllty to generate capital the quahty of

Its management and ItS commItment to generatlOg loans for BF particIpatIOn lo the BF program for Depozltna Bank.a IS
recommended Conditions related to particIpation lo the program are discussed lo the RestrIctIOns section of this report

DepozItna Bank.a was the Sarajevo branch office of Investbank.a of Belgrade prIor to the war DB was formed lo March 1993
by new BOSnIan founders The Bank has smce been re capltahzed WIth a capital lOJection of2 500 OOODM The Bank. s
liqUIdIty IS marglOally adequate The Bank. mherIted 23 057 OOODM lo frozen depOSIts at the former National Bank. oy
Yugoslavia These depOSIts and the correspond109 asset claim were deducted from the balance sheet for the purpose of thIs
analySIS The BanJ... appears solvent based on a SignIficant capital ratIO and the review of a report of the Bank. s lOternally rated
loans however these numbers are unaudited

The BanJ... s management appears well tralOed, J...nowledgeable and committed to operatlOg a strong and aggressive banJ... The
new PresIdent, SohalI SiddIqi IS PakistanI by birth He prevIOusly work.ed at BanJ... of Amenca The Bank. has strong
connectIOns to SaudI ArabIa KuwaIt and TUniSIa The largest stocJ...holder and a k.ey member of the Board IS ChafiJ... Ayadl a
TUnISIan born BOSnIan NatIOnal

The Bank IS operatlOg pnmanly lo Sarajevo and IS lo the process ofrebutldlOg and refurblshlOg ItS branches lo IhJas and
Vares The MalO Office IS located 10 the western sectIOn of the Sarajevo busmess dlstnct at Vrazova 9
Recommended Restnctlons on PartiCipatIOn
A clause requIrIng dIsclosure of BosnIan versus foreign ownershIp of the BanJ... should be lOserted lo the Agency Agreement
Depozltna Banka should be reqUIred to disclose proposed changes lo ownership that might lead to the Bank becomlOg a
pnmanly foreign owned lOstltutlon

Bank Selection Team Member Alfred Dostie Date 81498

BF Chief of Party Bruce Spake Date

USAID DIrector CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

Not Apphcable The bank IS applymg for Agent Bank status

QUALITY OF BF ORIGINATION

Not apphcable The bank IS applymg for Agent Bank status

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Not apphcable The bank IS applymg for Agent Bank status

DepoZltlla Banka Sarajevo

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

Not apphcable The bank IS applymg for Agent Bank status

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Not apphcable The bank IS applymg for Agent Bank status

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

Not apphcable The bank IS applymg for Agent Bank. status

PROJECTED LOAN VOLUME

DB projects that they wIll be able to generate 325 new loans for 19,350,000DM from
September 1998 to August 1999 For the same penod m 1999 to 2000 they project 400
loans for 23,950,OOODM These prOjectIOns are based on management's aggreSSIve
posture to become one of the major banks m the area The Bank.'s new PreSIdent IS an
expenenced mtemational banker and he IS supported by Saudi, KUWaitI, Tumslan, and
TurkIsh finanCIal mterests Management mdicated they would proVIde staffing resources
and the trammg necessary to achIeve these levels of projected loan volume

QUALITY AND SUFFICIENCY OF STAFF

Overview alld staffing

The Bank has 29 employees wIth plans for expanSIOn The new PreSIdent IS restructunng
the Bank mto retall and commercial bankmg sectIOns Staff wIll be added to achIeve the
Bank's expanSIOn plans mto other geographIC and lendmg sectors
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Semor Management

DepoZltna Banka Sarajevo

Meetmgs with the President, the General Director and key members of executive and
semor management were held as part of the due dilIgence process Management attendmg
meetmgs

NAME

SohaIl Siddiqi
Rlzvanbegovlc Omer
Mezet AdIl
SIJamhodzlc VIldana
BaJrovlc Elvedma
Mllosevic MaJa

TITLEIPOSITION

President
Director of the Bank
Accountmg Manager
Credit Expert Associate
Officer for Resources and Investments (Loans)
Secretary to the PreSident

PreSident Siddiqi spoke fluent EnglIsh and dommated the discussIOn when questIOns were
asked He was born m Pakistan He worked for Bank of Amenca and other mternatIOnal
banks for eleven years

SuffiCient contnbutIOns were made by the members of semor management to determme
that they were well organized and knowledgeable bankers PreSident Siddiqi appears to
have been appomted by the new owners to prOVide strong directIOn m competItIve bank.mg
concepts to thiS mstItutIOn WhIle the local Bosman managers and staff may not have
operated under such conditIOns before, they did appear receptive and capable of
Implementmg a new dIrectIOn for the Bank

PreSIdent SIddIqI spok.e at length regardmg outSIde sources of addItIOnal capItal that are
aVailable to margm the Bank's planned growth SaudI, KUWaitI, TurkISh, Slovene, and
TumSIan mterests reportedly WIll support the Bank's fast track plans Mr SIddIqI has been
WIth the Bank Just two months, so a wrItten strategIC plan was not m place as yet

The DIrector and the PreSIdent are very commItted to usmg the BF lendmg program

Total assets adjusted for claims for frozen foreIgn exchange depOSIts were 7,869,000DM
as of June 30, 1998, a decrease of 59,000DM from the December 31, 1997 total DepOSIts
decreased 872,000DM dunng the same penod Loans to adjusted depOSIts were 103%
Cash to total adjusted assets was 1249% at 990,000DM Off balance sheet lIabIlItIes m
the form of guarantees were 1,000,000DM, but were covered by foreIgn currency depOSIts
so no exposure IS eVIdent

Net mcome for the year ended December 31, 1997 was 33,000DM Internal profit and loss
data for the perIod endmg June 30,1998 mdicated net profit of 93,000DM The total
capItal to adjusted assets ratIO was 39% at June 30, 1998 Overdue loans lIsted m the
Agent Bank ApplIcatIOn were actually loans m lItIgatIOn A wnte offof accrued mterest
on four (4) loans deemed problematic occurred m the first half of 1998 for 11 O,835DM A
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reView of the Bank's FBA ratmgs for its loan portfoho mdlcated reqUIred reserves of
450,OOODM This amount can be covered by eXlstmg eqUity New management has hued
an attorney to assist lenders on problem credits

The Bank plans to mtroduce a variety of consumer products mcludmg credIt and debIt
cards, lease financmg, and personal secured loans ThIS will be done, per management,
once staffing and systems are m place to support the antlclpated new busmess

Lendmg authorItles were created smce the new President jomed the Bank Director Orner
Rlzvanbegovlc, who jomed the Bank four months ago, may make loans up to 50,OOODM
The PresIdent may approve loans up to 100,000DM Any loans m excess of thIS amount
go to a five (5) member lendmg commIttee New loan reportmg and loan performance
reportmg IS reVIewed WIth the Board of Directors weekly

Based on dISCUSSIons and a physIcal reVIew of the Bank's computer resources the current
system IS conSidered margmally adequate The core system and eqUIpment IS not Year
2000 compatible Management IS mak.mg addItIOnal changes to upgrade ItS systems and
prOVide better finanCial reportmg by year end 1998 IndIVIdual databases for loans,
depOSits, and foreIgn e"'\.change are mamtamed on separate PCs The accountmg system IS
on a stand alone PC A networked system IS bemg sought

Depozltna Banka is the successor to the former Investbanka of Belgrade DB occupies
Investbanka's former Sarajevo office SIte, but legal ownershIp to the facIhty IS m questIOn
The bul1dmg and other fixed assets ofInvestbanka are not on DB's books Only leasehold
Improvements to thIS and other branch locatIOns are booked as fixed assets The Bank
operates out of three offices With the Mam Office located at Vrazova 9 m the outer western
sectIOn of Sarajevo's busmess district Other branches are located m Ihjas, Vares, and
Sarajevo Centar The Bank IS lookmg to expand ItS trade area to Vlsoko, Tuzla, and
Mostar as part of a longer term growth strategy

OWNERSHIP .

The Bank has MIddle Eastern connectiOns and per PreSident SaddIql has ready sources of
additIonal capital to expand

NOTE The compames hsted 1,2,3 m the Owners holdmg more than 10% ofthe Bank's
stock sectIon of thIS report, per PreSIdent SiddIqi, are controlled by Chafik Ayadi, a
TunISIan born Bosman NatIOnal Mr Chafik IS also DIrector of KA Stan Sarajevo which
gives him a total of 41% direct and 9% mduect control of the Bank
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GENT BANK RECOMMENDATION
BANK EXPORT BANKA AD BIJELJINA

US SFOR (YIN) Y

CANTONS REPUBLIKA SRPSKA

MUNICIPTALITIES BIJeIJma, Pale, ZVOffilk

HEADQUARTERS BIJELJINA

Date 114AUg981 ABRec# 17

Ownership (%)

Private I 92 )%"1 State I7)%"
EXlstmg Agency Agreement?

Yes Ix INo I
Number of Outstandmg BF Loans 2

Balance on Outstandmg BF Loans 810 OOODM

Range of Loan Sizes 310 OOODM to 500 OOODM BF l\Iar"et Co\Crage
BIJelJma, Pale Zvorm"Geographic

Numher of Loans 60+da}s past due 0

Balance on Loans 60+days past due 0

Ouners holdmg more than 10
percent of the bank and percentage
ounershlp

I ARDEA COMPANY IS LOCATED IN PALE
2 AMBALAZERkA
3 UPI SIRMUM
4
5

I 2149%
2-207,%
3 [99, %
4

I

I

RECOMMENDATION SUMMARY
Export Banka AD Bljeljma (EB) has been actIve m the BF program both directly and through a surrogate relatIOnshIp with
Komercljalna Banka DD Tuzla A total of thirty five (35) loans have been proposed with ten (10) approved thus far for a
total of 4280 OOODM Based on Export Bank s performance m the BF lending program and the Bank s commitment to
generating further loans, contmued partIcipatIOn m the USAID BUSiness Finance program IS recommended with condItIons
The Bank IS sIgnificantly IllIqUId and nearly msolvent as mdlcated by aVailable financIal mformatlOn and an EBRD Ernst &.
Young due dIlIgence study conducted m 1997 Also the relatIOnship of the Head Office m Bljeljma to the Bank s branches m
Beograd and Pale IS unclear Export Bank has an agreement wIth Serb Banka m Beograd that allows the entities to provIde
servIces for each other A transfer of assets and depOSits from Export Bank to Serb Bank occurred m 1996 and 1997 The
Branch Manager of Export Bank s Beograd office IS also the Branch Manager for Serb Bank All of these Situations will
requIre closer BF mOnltormg of the Bank Specific restnctlons to safeguard BF assets are lIsted m the RestnctlOns sectIOn
below

The Bank s head office occupIes three rooms on the lower floor of what appears to be a two story resIdence on a side street
near the busmess dlstnct m Bljeljma The address IS Svetog Save br 46

Recommended RestrictIOns on PartiCipatIOn
Close mOnltonng of complIance wIth the Agency Agreement s reqUIrement for timely forwardmg of payments IS
recommended due to the Bank s lIqUIdIty Situation ThiS will probably require the additIOn of one support staff to the Tuzla
office as other banks m thIS area may reqUIre sImilar coverage

BF should create portfolIo mOnltonng reports for thIS agent bank These reports should be deSigned to provide encapsulated
data of trends m the Bank's BF portfolio by trackmg overdue status and migratIOn of the loan ratmgs Similar reportmg for
the Bank's own portfolio should be requested ThIS should serve as an early warnmg system on detenoratlon of the overall
BF and Bank loan portfolios

Adequate financial mformatlOn m the prescnbed format should be obtained from EB and analyzed on an annual baSIS
Contmued partiCIpatIOn m the BF program should be evaluated annually

Bank SelectIOn Team Member Date 14Aug98

Alfred Dostie
BF Chief of Party Bruce Spake Date

USAID Director CRAIG G BUCK D~te
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STATUS AND QUALITY OF BF PORTFOLIO

Export Banka BlJeljma

Export Banka (EB) AD BIJe1Jma was the first partIcIpant m the BF program from
Repubhka Srpska EB has made two loans dIrectly and five (5) loans mdIrectly through
KomercIJalna Banka Tuzla There are sIxteen (16) prospects m the pIpelme NeIther of
the two loans made dIrectly by EB are overdue 60 or more days

A BF AudIt evaluatIOn of the loan portfoho and loan ratmgs conducted m July 1998
resulted m the followmg

The loan ratmg dIspersIOn was as follows

RATING

5
6

#OFLOANS

1
1

DISBURSED AMOUNT

500,000DM
3l0,OOODM

The loan ratmg dIspersIOn IS typIcal of banks m the BF program

QUALITY OF BF ORIGINATION

Based on dIscussIOns wIth BF Lendmg Associates and AudIt staff, apphcatIOns and loan
files are now consIdered acceptable m qualIty InItial apphcatIOns were poorly prepared
New, experIenced staff were hIred and the qualIty Improved markedly

COMPLIANCE WITH BF CLOSING REQUIREMENTS

No loan documentatIon exceptIOns on BF loans InItiated by EB were lIsted on BF
OperatIOns reports

DIscussIOns wIth BF Lendmg ASSOCiates and BF AudIt dId not reveal any Issues related to
dIsbursements

COMPLIANCE WITH BF MONITORING REQUIREMENTS

MOnItonng reports are generally good qualIty, per the Lendmg AssocIate workmg wIth the
Bank

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF OperatIOns VOIced no concerns over the repayment performance at thIS bank

PROJECTED LOAN VOLUME
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EB projects that they wIll be able to generate 15 new loans for 6,OOO,OOODM from
September 1998 to August 1999 For the same penod m 1999 to 2000 they project 10
loans for 4,000,000DM Management mdlcated they would provIde staffing resources and
the trammg necessary to achieve these levels ofprojected loan volume

QUALITY AND SUFFICIENCY OF STAFF

OverView and staffing

Two lenders (2) and one (1) support staff are mvolved m the BF Lendmg program ThIS
level of support IS suffiCIent for current volumes

SenIOr Management

A meetmg wIth the General DIrector and key members of management were held as part
of the due dilIgence process Management attendmg meetmgs

NAME

DobnvoJe TukIc
LJubica GraonJa
VasIlIc Senka
Ranka Buha

TITLEIPOSITION

General DIrector
Lendmg Officer
Lendmg Officer
Interpreter

Management was very commItted to contmumg wIth the BF program Lenders appeared
knowledgeable

EB dId not prepare financial mformation m IMF format Internal statements were
prOVIded for 12-31-97 EB's financial statements showed total assets of25,954,000Dm as
of December 31, 1997 and 29,765,000Dm as of June 30, 1998 Capital was 3,401,000 Dm
at year end 1997 and 4,777,OOODm at June 30, 1998

An m depth due dIlIgence report dated September 1997 prepared by Ernst & Young
(E&Y) InternatIOnal for the EBRD mdicated Export Bank needed formal polICIes, more
qualIfied staff, and better procedures The loan portfolIo was slgmficantly downgraded
and three loans to companIes, whIch were mterests of shareholders, were claSSified loss for
2 145,OOODm Per the General DIrector ofEB the EBRD IS mterested m provIdmg
techmcal and monetary aSSIstance to the Bank He mentIOned a pass-through loan m the
amount of 30,OOO,OOODM, whIch he stated was to be used for reconstructIOn of lower cost
housmg In BIJelJma

EB has made some progress m addressmg the concerns noted m the E&Y due dilIgence
report More formal loan polICIes and a strategIc plan were formulated The Bank
reached an agreement WIth the shareholders whose loans were severely delInquent and
claSSIfied Loss by E&Y to offset loan balances agamst the shareholders capital
contnbutlOn, If the loans are not repaid ThIS would still adversely Impact capital
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however, It was seen as a]ustIfiable means of"collectmg" some of the loans The
remammg exposure after applymg the shareholders stake to the loans was 480,OOODm

Net mcome for the year ended December 31, 1997 was 97,000DM Internal profit and loss
data for the penod endmg June 30,1998 mdicated net mcome after tax of 42,699Dm

EB has branch offices m Beograd, Pale, and Zvornik The Bank has a mutual cooperatIon
agreement m respect to the Beograd Branch wIth Serb Banka AD, Beograd The
agreement provIdes for each bank to perform bankmg actIvItIes on each other's behalf
Serb Banka can therefore perform bankmg actIvItIes m the former YugoslavIa on behalf of
Export Bank and VIce versa As of the September 1997 date of the E&Y report, the
General Manager of Serb Bank m Beograd was also the General Manager of the Beograd
Branch of Export Bank The E&Y report noted that there had been several transfers of
loans between the two entitieS m 1996 and 1997 In January 1997 Export Bank's Beograd
Branch transferred 2,053,000Dm m loans to Serb Banka and deposIts wIth a total value of
1,761,OOODm The net amount of 292,000Dm was partially offset by the payment of
50,OOODm to Export Bank from Serb Banka The current balance of 245,000Dm was left
on the Export Bank balance sheet as a receIvable E&Y was unclear about the underlymg
nature of the transactIOn

E&Y also noted that there was very lIttle reportmg of the actIVItIes of the Beograd Branch
of Export Bank to the Head Office m BI]el]ma General DIrector TUh..IC stated that the
offices m Beograd and Pale operate autonomously and that they have a relatIvely mmor
Impact on the Bank's balance sheet Separate asset and lIabIlIty data were not aVailable
General DIrector Tubc assured that under no CIrcumstances would loans be proposed
from compames operatmg m areas where the BF lendmg program does not WIsh to do
busmess

General DIrector Tukic was lIsted m the E&Y report as manager of legal and retail
bankmg Mlladm VldiC (Age 47) was lIsted as General Manager It appears that Mr
TukiC does operate the BI]el]ma Head Office as General Manager The orgamzatIOnal
structure of the Bank was not clanfied further by Mr TuklC An orgamzatIOn chart was
requested, but we were mformed one dId not eXIst at thIS tIme as changes were bemg
made Mr TukiC was mSlstent that the Pale and Beograd operatIOns of the Bank would
have no Impact on the BF lendmg program actIvItIes m BI]el]ma As the sItuatIOn
regardmg the Bank's actlvltles m areas not deSIgnated as BF lendmg zones are unclear,
loans presented for BF consIderatIOn from Export Bank wIll have to be closely scrutImzed

Export Bank mamtams a manual subSIdiary ledger system on handwrItten cards and only
has one mIcrocomputer whIch IS used to mamtam a pnntable balance sheet usmg
MICroSOft Word The new lendmg officer mdicated that they are lookmg for bank
accountmg software to run on theu PC The Bank plans to purchase more PCs as the
volume oftransactIOns mcreases

Loan officers do not have lendmg hmlts PrevIously, all loans were approved by the
General Manager, however, they are now presented to and approved m a commIttee
settmg
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The Bank has generated other BF loans through the KomercIJalna Banka DD Tuzla These
loans are servIced by KomercIJalna Banka DD Tuzla FIve (5) loans were made III thIS
manner totalIng 4,279,000DM Export Bank currently has SIxteen (16) prospects wIth a
total value of 5,334,OOODM

OWNERSHIP

ForeIgn entItIes m CroatIa own 1827% of the shares m the bank Please refer to the hstmg
of 10% or more ownershIp on page one of thIS report for greater detaIl
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BANK
GOSPODARSKA BANKA DD
SARAJEVO

US SFOR (YIN) N

CANTONS SARAJEVO

MUNICIPALITIES SARAJEVO

HEADQUARTERS SARAJEVO

Date 114 Aug 98\ AB Rec # 18

Ownership (%)

Private 1 100% I State I

EXisting Agency Agreement?

Yes Ix I No I
Number of Outstandmg BF Loans I,

Balance on Outstandmg BF Loans 62,,2,6DM

Range of Loan Size 200 000 DM to I 000000 DM
BF Market Coverage Sarajevo Zepce IlJdza, Novi TravnlJ.. Ravno BrcJ..o
Geographic and Usora

Number of Loans 6O+days past due 3

Balance on Loans 60+days past due 21,1589 DM

1 HkD NAPREDAk i 2.; 18%

Onners holdmg more than 10
2 ARCHBISHOPRIC ORDINARIAT 2 12 7,%
3 CROATlAN ELECTRICAL COMPANY 3 12 ~3%

percent of the ban" and percentage
.. HNZ 4 2067%

onnershlp , WORLD CONSULTING COMPANY SA ~ 1240%
6 FRANCISCAN PROVINCE ADMINISTRATlON 6 1083%

RECOMMENDATION SUMMARY
Gospodarska Banka IS a pnvately owned bank headquartered m Sarajevo The bank was founded and began operatIOns m
1993 The bank has 5 branches m the followmg towns ZenIca Zepce IlIdza Novt TravnIk Ravno Brcko and Usora

The bank has SIX major shareholders that control 92 36% of the bank Included m the SIX major shareholders there are two
foreIgn shareholders that control 24 93% of the mstltutlOn The bank s capItal posItIOn IS satIsfactory at thIS tIme The total
capItal for the bank mcludmg reserves IS 8 676,000 OM Capital to total assets as of June 30 1998 \\-as 24 12%

The financIal condItIOn of the bank IS satIsfactory For the penod endmg December 31 1997 the banI.. earned 53) 000 DM
ThIS IS a return or I 71 % and 6 33% on assets and equIty respectIvely The posItive earnmgs trend has contmued for the SIX
months ended June 30, 1998 Internal financial statements showed earnmgs of259 000 OM for the SIX month perIod endmg
June 30 1998 The loan portfolio has seen modest growth for the perIod under revIew Loans grew 1 816 000 OM or 11 15%
The delmquency rate as of June 30 1998 was 7 32% The loan loss allowance to total loans was 4 4% ThIS mIght be a
concern to the bank m the future If the delinquency rate does not decrease then additional funds need to be provIded which
would decrease the current earnmgs trend Expense control must be mOnItored closely durmg thIS expansIOn phase the bank IS
expenencmg The bank s effiCiency ratIo was 89 0% for the perIod endmg December 31 1998 ThiS IS a margmal ratIo and
should be mOnItored very closely

Based on the Gospodarska Banka s performance m the BF lendmg program and the Bank s commItment to generatmg further
loans contmued partICIpatIOn m the USAID Busmess Fmance program IS recommended with the condItIOn that the bank
provIdes quarterly financIal mformatlOn to BF
Recommended Restrictions on PartiCipation

The bank IS to prOVIde to BF, on a quarterly baSIS a complete set of financial statements These statements WIll be analyzed by
BF If the bank's progress and growth are not mime with BF s standards then all future lendmg actIVIties are to be suspended

Bank Selection Team Member Date 14 Aug 98

Thomas Chmehk
BF Chief of Party Bruce Spake Ihtc 14 \ug 98

USAID Director CRAIG G BUCK Dale
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STATUS AND QUALITY OF BF PORTFOLIO

Gospodarska Ballka Sarajevo

Gospodarska Banka (GB) DD was one of the first participants m the BF program and has
produced a reasonable volume of loans GB had fifteen (15) loans active In July 1998 for
a total of6,255000 DM GB had three (3) loans that totaI2,152,000DM that were more
than 60 days dehnquent as of 7-22-98 ThiS IS a 4053% delmquency ratio based on the
total volume ofloans However, a loan In the amount of 1,000,000 DM to Integral po was
ongInated by Hippo Banka and IS now serviced by GB If the delInquenCies are adjusted
for thiS loan than their delInquency ratio IS 27 06%

A recently completed evaluatIOn of the loan portfolIo and loan ratmgs resulted In the
follOWIng

~ 2 downgrades from 5 to 8 on loans totahng 1,500,000DM
~ 1 downgrade from 5 to 7 on a loan totalmg 277,000DM
~ 2 downgraded from 6 to 7 on loans totahng 770,OOODM
~ 1 downgrade from 5 to 6 on a loan totalIng 31 O,OOODM

One loan downgraded from 5 to 8 was to Integral po Hippo Bank.a ongInated tI1lS loan

The resultIng loan ratIng disperSIOn was as follows

RATING #OFLOANS AMOUNT

3 1 300,000DM
4 2 1,OOO,000DM
5 5 1,670,000DM
6 2 560,000DM
7 3 1,047,000DM
8 2 2,000,000DM

The downgrade Into the Loss category of"8" IS a substantial amount However,
1,OOO,OOODM IS for Integral po The overall downgrades male up a sIgmficant portIOn of
the GB portfolIo GB's loan ratmg disperSIOn IS typical of banks m the BF program

QUALITY OF BF ORIGINATION

Based on diSCUSSions with BF LendIng ASSOCiates, applIcatIOns and loan files are
considered acceptable m qualIty Speed ofproceSSIng applIcations IS sometimes slow

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Loan documentatIOn exceptions on BF loans Initiated by GB were mlmmal Any Issues
with clOSIng have been rectified

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS
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DISCUSSiOns wIth BF Lendmg Associates and BF AudIt revealed no sIgmficant concerns
DIsbursements are made m a tImely fashiOn and gIven the financIal condItiOn and lIqUIdIty
condItIon of the bank there IS no need for concern

COMPLIANCE WITH BF MONITORING REQUIREMENTS

The overall qualIty of the momtonng reports 1S below average Some reports have been
filed and graded a "F" GB has three loan officers and a manager who IS reqUIred to
prepare the momtonng reports As theIr BF Portfoho contmues to grow they have
commItted to addItIonal personnel to fulfill the necessary reportmg reqUIrements TypIcal
of most momtormg reports created by the Agent Banks, true analysis is sometImes lackmg
It is recommended that those who prepare the momtonng report be gIven remedial trammg
to improve the quahty

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF operatiOns VOIced no concerns over the repayment performance of thIS bank The bank.
has sufficIent hqUId resources and does not need to hold BF's funds

PROJECTED LOAN VOLUME

GB prOjects that they wIll be able to generate 10 new loans for 1,500,000DM from
September 1998 to August 1999 For the same penod m 1999 to 2000 they project 10
loans for 1,500,000DM Management mdicated they would proVide staffing resources and
the trammg necessary to achIeve these levels of projected loan volume

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

SIX (6) staff members are dedicated to support of the BF Lendmg program - Four lenders
and two support staff GB plans to mcrease thiS to 8 as the BF portfolIo grows

Senior Management

A meetmg were held wIth the General Manager and the DIrector ofInvestments (Loans)

NAME

MiJo MlSlc
Ivana PranJIc

TITLEIPOSITION

General Manager
DIrector of Investments (Loans)

Management was very committed to contmumg wIth the BF program Management
appeared knowledgeable of the program and would lIk.e to see the scope of loans mcreased
to mclude more of the serVIce sector

•• •
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An external audIt firm has not audIted GB They have contracted wIth Pnce Waterhouse
(PW) to perform theIr annual audIt PW IS schedule to begm the audit m the third quarter
and wIll cover 1997 and 1998

GB's finanCIal statements showed total assets of35,977,000DM as of June 30, 1998, an
mcrease of 4,725,000DM from the December 31, 1997 Total loans have mcreased
1,816,000 OM for the penod endmg June 30,1998 DepOSIts mcreased 1,155,000DM
dunng the same penod, however, loans to depOSIts mcreased to 95 43% Cash to total
assets was 45 10%, thIS mcludes foreIgn cash, as of June 30, 1998 GB IS very mmdful that
It cannot contmue to grow ItS loan portfolIo wIthout growmg ItS depOSIt base Off balance
sheet lIabIlItIes were neglIgIble

The Bank's capItal mcludmg reserves was 8,676,000 DM as June 30, 1998 The total
capItal to assets ratIO, mcludmg reserves was 24 12% as of June 30, 1998 Problem loans
per the Bank's Agent Bank ApplIcatIOn were 1,326,000DM at June 30, 1998 ThIs IS a
delInquency rate of7 32% The loan loss coverage to problem loans was 60% It appears
that that the bank IS not makmg adequate provlSlon at thIS tIme If proper provlSlonmg was
bemg done the bank would show a net loss

Net mcome for the year ended December 31, 1997 was 535,000DM Internal profit and
loss data for the penod endmg June 30,1998 mdicated a net profit of204,000DM The
bank's effiCIency ratIO for the penod endmg December 31, 1998 was 89% ThIS ratio has
mcreased to 91 90% as of June 30, 1998 ThIS IS a unhealthy SIgn The bank management
must vIgorously control expenses as the bank expands

Based on dISCUSSIOns WIth management and consultants the Bank's computer system IS
bemg mstalled at thIS tIme The general ledger, accountmg, loan, depOSIt and foreIgn
payment modules have been mstalled at the head office and I branch They expect to have
thiS project completed by November The goal IS to have the system fully mtegrated and
all branches connected to the head office The core system and eqUIpment IS Year 2000
compatIble Management IS makmg addItIonal changes to upgrade ItS systems and prOVIde
better finanCIal reportmg TechnIcal aSSIstance IS m place to achIeve these goals Standard
password access to systems IS used

All loans are brought to loan commIttee at head office for approval SenIor Loan officers
do not have lendmg authonty

OWNERSHIP

ForeIgn entItles own 2493% of the shares m the bank as follows

HKD Napredak
Archblshopnc Ordmanat
FranCIscan Provmce AdmInIstratIon
CroatIan Electncal Economy (ForeIgn)
HNZ
World Consultmg Company SA (ForeIgn)

2318%
1275%
10 83%
1253%
2067%
1240%
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BANK HIPOTEKARNA BANKA DD SARAJEVC

US SFOR (YIN) N

CANTONS SARAJEVO

MUNICIPALITIES SARAJEVO

HEADQUARTERS SARAJEVO

Date 114 Aug 981 AB Rec # I 9

Ownership (%)

PrIvate I94,% IState I, 5%

EXlstmg Agency Agreement?

Yes Ix I No I
Number ofOutstandmg BF Loans 3

Balance on Outstandmg BF Loans
1 1,3 700DM

Range of Loan Sizes 321 OOODM to 6,7 OOODM
BF l\Iarket COHrage SarajevoGeographic

Number of Loans 60+da)s past due 0

Balance on Loans 60+days past due 0

O"ners holdmg more than 10
percent of the bank and percentage
o"nershlp

1 BH BANM DD SARAJEVO
2 BH OSIGURANJE DO SARAJEVO
3 CENTRALEXPORT DJL SARAJEVO
4
, TOTAL BH AffiLIATED OWNERSHIP INCLUDING THE ABOVE IS '7%

1 168%
2 ])9%
3 101%
4 I

I

RECOMMENDATION SUMMARY
Based on Hlpotekarna Bank s (HB) relatIve strength as a banking instItutIOn In BIH Its relatIvely stronger financIal pOSItIOn
than other Agent Banks and the Bank s WIllingness to work WIth BF continued partICIpatIon m the USAID Busmess Fmance
program IS recommended

Bank management IS conSIdered very capable

The Bank operates solely from ItS Mam Office located at UI Branlslava DJurdJeva 8 Sarajevo ThIs IS a SIde street locatIon
on the western edge of Sarajevo s busIness dIstrict

The Bank s senior management was not comfortable With the ownership pOSItIOn In HB by BH Banka BH OSlguanJe and
Cenex (controlled and predommantly owned by BH Banka) It was apparent senior management would like the Bank to
remaIn Independent

Hlpotekarna Banka owns approxImately 5 to 6 % of BH Banka It was unclear why the purchase of 300 OOODM m BH banka
stock occurred as management did not appear mterested m a merger or any formal affiliatIOn with BH
Recommended RestrIctIOns on ParticipatIOn
No restrictIOns or condItIons other than those generally Included In the standard Agent Bank Agreement are conSIdered
necessary at thIs tIme however, frequent contact WIth the Bank IS suggested to determIne If the BH Bank, BH OSlguranJe
and Cenex ownership pOSItIOn IS InfluencIng Hlpotekarna s BF lendIng program deCISIOns

Bank Selection Team Member Date 14 Aug 98

Alfred DostIe

BF Chief of Party Bruce Spake Date

USAID Director CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

Hlpotekarna Banka Sarajevo

HB Banka DD Sarajevo (SKB) DD Sarajevo has produced three (3) loans for the BF
program None of the current loans IS overdue One loan was fully pard offby the Bank
when It had payment problems, but the Bank dId recover ItS funds from thIS loan

A recently completed evaluatIOn of the loan portfoho and loan ratmgs resulted m no
changes to ratmgs

The loan ratmg dIsperSIOn was as follows

RATING

4
6

#OFLOANS

1
1

AMOUNT

657,OOODM
321,OOODM

Performance overall IS SImIlar to other banks m the BF program

QUALITY OF BF ORIGINATION

Based on dISCUSSIOns WIth the BF Lendmg ASSOCiates, apphcatIOns and loan files are
conSIdered acceptable m quahty

COMPLIANCE WITH BF CLOSING REQUIREMENTS

The Legno loan file documentatIon was mIssmg as of the date of thIS report

DISCUSSIOns WIth the BF Lendmg ASSOCIates and BF Audit mdlcated acceptable
performance m thIS area

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Momtonng reports are generally acceptable quahty per Lendmg ASSOCIates

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF OperatIons VOIced no concerns over the repayment performance of thIS Bank

PROJECTED LOAN VOLUME

20f4
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Hlpotekarna Banka projects that they wIll be able to generate 30 new loans for
10,000,000DM from September 1998 to August 1999 For the same penod m 1999 to
2000 they project 45 loans for 15,000,000DM Management mdlcated they would provIde
staffing resources and the trammg necessary to achIeve these levels of proJected loan
volume Management's commItment to the BF program IS very good

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

The Bank has twenty-eIght (28) employees No specIfic lenders or support staff devote all
of theIr tlme to BF loans, however, the DIrector and the chleflender take a personal
mterest m BF loans and lendmg and support staff are aSSIgned as needed ThIS IS
suffiCIent for the current volume

SenIOr Management

Meetmgs WIth the General Manager and key members of executIve and semor
management were held as part ofthe due dIlIgence process A walkthrough conducted
throughout the Bank. proVIded the opportumty to meet and questIOn vanous employees
about theIr work, bank. operatIOns, and mformatIOn processmg Management attendmg
meetmgs

NAME

Dozo Dzemaludm
Foco Fatlma
Mulaosmanovlc Belma

TITLEIPOSITION

General Manager
Deputy General Manager
DIrector of ForeIgn Currency OperatIons

Management was very knowledgeable m all aspects ofbankmg The Bank.'s systems
appear to be Year 2000 compatlble

HB's financIal statements showed total assets of 11,901,000KM as of June 30, 1998, an
mcrease of 2,305,000KM from the December 31, 1997 total DeposIts mcreased
1,0n,000KM dunng the same penod ForeIgn assets are more than adequate to cover
foreIgn lIabIlItles Loans to deposIts are 101 %, however, lIqUId assets are adequate at
29% of total assets Off balance sheet lIabIlItles do not represent a sIgmficant rIsk to the
Bank

The capItal ratIO at June 31, 1998 was 30 8% ThIS level of capItal IS consIdered adequate

Net mcome for the year ended December 31, 1997 was 142,000KM Internal profit and
loss data for the penod endmg June 30,1998, mdlcated net profit of 117,500KM pre tax
The Bank's FBA loan ratmg report mdlcates an exposure of 1,458,000KM, whIch IS
adequately covered by 3,195,000KM m capItal and reserves
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Based on discussIOns with the mformatlOn technology manager and a physIcal reVIew of
the Bank's computer center the current system IS consIdered adequate The core software
system is Year 2000 compatible Standard password access to systems is used

Loan officers do not have lendmg lImIts All loans are approved by a lendmg committee
compnsed ofthe General Manager, the Deputy General Manager, and the CredIt Manager

OWNERSHIP

The Bank's stock IS held by 170 stockholders BH Bank and BH OSIguranJe With other
affilIates, such as Cenex, own a 57% stake m HB HB management was not comfortable
WIth the takeover ImplIcatlOns of such a heavy concentratIOn m ownershIp It appeared
that management would prefer to remam an mdependent bank

40[4
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BANK
HRVATSKA POSTANSKA BANKA DD
MOSTAR

US SFOR (YIN) N

CANTONS
NERETVA, WEST HERZEGOVINA AND
MIDDLE BOSNIA

CITY MOSTAR

MUNICIPALITY MOSTAR

Date 114AUg9S1 ABRec# 110

Ownership (%)

Private 169% I State 1 31 %

EXlstmg Agency Agreement?

Yes Ix I No I
Number ofOutstandmg BF Loans 0

Balance on Outstandmg BF Loans 0

Range of Loan Size N/A
BF Market Coverage

Middle Bosma
Geographic

Number of Loans 60+days past due 0

Balance on Loans 60+da} s past due 0

1 PUBLIC COMPANY PT 131%
Owners holdmg more than 10 2 HRVATSM POSTANSI\.A BANI\.A DD ZAGREB 220%
percent of the bank and percentage 3 MONDO DOO MOSTAR 3 19%
ounershlp 4 4, ,

RECOMMENDATION SUMMARY
Hrvatska Postanska Banka (HPB) was signed up as an agent bank as of July 16 1997 The area of Mostar m which they are
headquartered has not been opened for lendmg from the BF program They were allowed to participate because of their
presence m Middle Bosnia However dunng this penod the bank has not submitted one apphcatlon for approval The
participatIOn of HPB IS now not cntlcal for additional coverage m Middle Bosnia Also there IS reason to beheve the bank
dlscnmmates m ItS lendmg practices At this tIme theIr applicatIOn IS not recommended for approval

The Bank at this time has some hqUldlty, but this IS due to a lme of credIt of 4200000 DM from Union Bank of SWitzerland
ThIs a one year loan that the bank entered mto durmg the penod under revIew The ban"- has spent lavishly on renovatmg ItS
branch office m Mostar and buIldmg a new Head Office BUlldmg The ban"- has mvested more than 100% of ItS capital mto
fixed assets

Recommended Restrictions on PartiCipatIOn

Bank SelectIOn Team Member Date 14 Aug 98

Thomas Chmehk & Zan Northnp
BF Chief of Party Bruce Spake Date 14 .\ug 98

USAID Director CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

ThIS IS not applIcable to the bank The bank has made no loans

QUALITY OF BF ORIGINATION

ThIS IS not applIcable to the bank The bank has made no loans

COMPLIANCE WITH BF CLOSING REQUIREMENTS

ThIS IS not applIcable to the bank The bank has made no loans

Hrvatska Postansha Banka

ThIS IS not applIcable to the bank The bank has made no loans

COMPLIANCE WITH BF MONITORING REQUIREMENTS

ThIS IS not applIcable to the bank The bank has made no loans

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

ThIS IS not applIcable to the bank The bank has made no loans

PROJECTED LOAN VOLUME

HP projects that they wIll be able to generate 20 new loans for 5,000,000DM from
September 1998 to August 1999 For the same penod m 1999 to 2000 they project 30
loans for 7,500,000DM Management mdicated they would provIde staffing resources and
msure that all staff members are properly tramed to achIeve these levels of projected loan
volume

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

The bank has 55 employees Four (4) staff members wIll be mvolved to support the BF
Lendmg program - Two lenders and two support staff Per the BF Lendmg AssocIate
addItIonal resource IS needed for preparatIOn of momtonng reports
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SenIOr Management

Hrvatska Postanska Banka

Meetmgs wIth the General DIrector and k.ey members of executive and semor management
were held as part of the due dIligence process Management attendmg meetmgs

NAME

Davor SImic
MI1Jenko Vldacak
Vlado DIVkoVlC
Ivan PolJak

TITLEIPOSITION

DIrector
Deputy DIrector
Manager of VItez
Lendmg Officer

Management would lIke very much to partIcIpate m the BF program Lendmg
management, m MIddle Bosma, who would be handlmg BF loans appeared knowledgeable
and open to lendmg to all commumties However, the bank's Deputy DIrector made ethIc
slurs towards the MuslIms, whIch we found to be offenSIve He stated that the loans to
Croat firms were better than the maJonty of loans m the BF program and that Croat­
managed banks were stronger and more knowledgeable than theIr Bosmac-managed
counterparts Because of thIS attitude, the bank. could be consIdered to be promotmg and
cultivatmg dIscnmmatory practIces m ItS lendmg

SuffiCIent contnbutIOns were made by the members of semor management to determme
that they were well-orgamzed and knowledgeable bankers

An external-audItmg firm has not audIted the bank They believe that theIr financIal
statements conform to InternatIOnal Accountmg Standards (lAS) They were exammed by
the Federal Bankmg Agency m July 1997 and agreed wIth theIr findmgs The findmgs that
were brought to the attentIOn of management have been corrected The mternal control
systems wlthm the bank are adequate at thIS tIme

The finanCial statements showed total assets of42,046,000DM as of June 30, 1998, an
mcrease of 1,794,000DM from the December 31, 1997 total DepOSIts decreased
2,563,000DM dunng the same penod The loan to depOSIt ratio has mcreased to 76 75%
from 58 47% The bank needs to concentrate on generatmg new depOSIts to contmue to
fuel Its loan demand It should not contmue to borrow funds off shore m order to meet Its
loan demand Cash to total assets was 20 19% ThIS IS a comfortable posItIOn at thIS time
but could detenorate qUIckly If the bank IS not prudent m the management of ItS loan
growth Off balance sheet lIabIlIties were neglIgIble

The loan portfolIo has mcreased 5,194,000 DM or 22 66% for the penod endmg June 30,
1998 The loan loss proVISIOn was 7 12% to total loans The delmquency rate for the loan
portfolIo was 4 85% as ofJune 30, 1998 ThIS rate seems suspect consIdenng the SItuatIOn
m Mostar at thIS time It appears that they are not provldmg an adequate reserve for loans
Accordmg to Federal Bankmg Agency gUIdelInes the mmlmum would probably be 15% to
20% of the total portfolIo

The Bank's capItal has remamed at 5,000,0000 DM for the penod under reVIew The bank
has no plans of raIsmg addItional capItal at thIS time The total capItal to assets ratIO was
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11 91 % as of June 30, 1998 WIth the contmued growth of the bank, and the lack of
sIgmficant earnmg, and the quahty of the bank's loan portfoho, the bank capital adequacy
IS questIOnable Consequently, the thm capItal margm IS cause for concern regardmg the
Bank's solvency ThIS coupled wIth the hqUidity Issues at the Bank wIll reqUire close
control ofBF loan dIsbursements and payments to reduce fisk to the program

Net mcome for the year ended December 31, 1997 was 14,000DM Internal profit and loss
data for the penod endmg June 30,1998 mdicated net profit of 8,000DM

Based on dIscussIOns wIth management concernmg the Bank's computer center the current
system IS consIdered adequate The core system and eqUipment IS Year 2000 compatible
Management IS makmg addItional changes to upgrade Its systems and provIde better
financIal reportmg Techmcal assIstance may be needed Standard password access to
systems IS used The system IS not mtegrated at thIS time Each branch operates
mdependently and mformatIOn IS relayed VIa fax or mml to the head office

Loan officers do not have lendmg hmIts, however, all loans are presented to and approved
m a commIttee settmg Also, all loans that are ongmated at the branch offices have to be
brought to the head office for approval

OWNERSHIP' ..

Hrvatska Postanska Banka DD located m Zagreb, CroatIa own 20% of the shares m the
bank Also, the Post office, whIch IS a state owned entity, owns 31 % of the bank

40f4



45

21 August 1998

Davor Simic
DIrector
Hrvatska Postanska Banka D D Mostar
Kneza DomagoJa b b
Mostar

Re ApplIcatIOn for USAID Busmess Fmance program

Dear Mr Simic

We regret to mform you that Hrvatska Postanska Banka's applIcatIOn for partIcIpatIOn
m the USAID Busmess Fmance program has been declmed pendmg the opemng of
the Mostar area to USAID assIstance Your mterest m the Busmess Fmance program
IS appreCiated

When the Mostar area IS opened to the Busmess Fmance program, we hope you wIll
resubmIt an applIcatIOn for consIderatIOn

Smcerely,

\

\1;1/



47 USAIDIBUSINESS FINANCE

GENT BANK RECOMMENDA TION

BANK
INVESTICIONO-KOMERCIJALNA
BANKA DD ZENICA

US SFOR (YIN) Y

CANTONS ZENICKO - DOBOJSKI

MUNICIPALITIES ZENICA

HEADQUARTERS ZENICA

Date !14AUg 98 1 AB Rec # -Ill
OwnershIp (%)

PrIvate I674% IState I326%

EXlstmg Agency Agreement?

Yes Ix INo I
Number of Outstanding BF Loans 14

Balance on Outstanding BF Loans 8241 3200M

Range of Loan Size 264 OOOOM - I 000 000 OM
BF Market COHrage

Zemca Busovaca ZavldovlCI and Zepce
Geographic

Number of Loans 60+da)s past due 0

Balance on Loans 60+days past due 0

0" ners holding more than 10
1 IP kRIVAJA ZAVIDOVICI (CONSORTIUM OF STATE COMPANIES) I 326
2 2

percent of the b'lnJ.. and percentage
3 3

o»nershlp
4 4

RECOMMENDATION SUMMARY
InvestlCIOno - KOmerCljalna Bank.a OKB) IS pnmanly pnvately owned The bank IS headquartered In Zemca The bank. has
3 branches In the folloWIng towns Busovaca ZavldovlCI and Zepce

Pnce Waterhouse has been engaged to audIt the financial statements for years 1997 and 1998 ThIs audit for 1997 should be
completed by the end of the thIrd quarter at which tIme BF could have more confidence In the financial picture of the bank.
However based on the InformatIon BF has at this tlme the financIal condItIOn of the bank IS unsatIsfactory

The bank. has developed a strategIc plan that IS to cover the next three years of operations A k.ey focus wIthIn the plan IS the
capltahzatlon plan The bank. IS seek.Ing at thIs time an addItIonal 3 000 000 OM In new capital The bank. shows a total
capital pOSItIOn IncludIng reserves of42209000 OM The amount of reserves for bad loans IS 30 511 000 OM If the loan
loss reserve amount IS not Included In the capital the capital to asset ratIO IS 9 [2% as of June 30 1998

For the penod endIng December 31 1997 the bank. earned [9000 OM Interna[ financial statements show earnings for the Sl"
months ended June 30 1998 were 69 000 OM Expense control must be momtored closely The bank. s efficIency ratlo was
75 13% and 8 [ 36% for the penods endIng December 31 1998 and june 30 1998 respectively ThIS IS not an acceptable
ratIO and the bank must tak.e measures to reverse this trend Management dId ack.nowledge the problem and pledge a
reductIOn In staff of30% The loan portfolio has grown only [ 964 000 OM or 3 27% for the sIx-month penod under revIew
The delInquency rate as of June 30, 1998 was 53 82% The loan loss allowance to total loans was 49 [4% It appears that the
bank has adequately proVided for the problem loans In the loan portfoho

Based on InvestlclOno - Komerclja[na Banka's performance In the BF [ending program and the Bank's finanCIal conditIOn
contInued partICipatIOn m the USAID Busmess Finance program IS recommended With condItIOns and restnctIOn

Recommended RestrIctIons on PartIcipatIon
The finanCial condition ofIKB must be mOnitored on a quarterly baSIS IKB IS to proVIde to BF quarterly financla[ statements
Their partICipatIOn should be on a probatIOnary baSIS until such time theIr finanCIal conditIOn has Improved

Bank SelectIOn Team Member Dale .4 .\ug 98

Thomas Chmehk
BF ChIef of Party Bruce Spake Dale 14Aug98

USAID DIrector CRAIG G BUCK Dale

\1Y?
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STATUS AND QUALITY OF BF PORTFOLIO

As of July 1998 IKB has done fourteen (14) loans totalIng 8,241,320 DM IKB has no
loans that were more than 60 days delInquent as of 7-22-98 However, one loan to Best
Product has been restructured, It was 338 days past due when It was restructured As of
August 8, 1998 the Best Product loan IS 35 days past due

A recently completed evaluatiOn of the loan portfoho and loan ratIngs resulted In the
follOWIng

);> 1 downgrade from 6 to 8 on a loan totalIng 1,000,OOODM
);> 2 downgrades from 6 to 7 on loans totalIng 664,OOODM
);> 1 downgrade from 5 to 7 on a loan totalIng 903,OOODM
);> I downgrade from 4 to 6 on a loan totahng 800,OOODM
);> 1 downgrade from 4 to 5 on a loan totahng I,OOO,OOODM

The classIficatiOn of the remaInIng eIght loans was unchanged

The resultIng loan ratIng dIsperSiOn was as follows

RATING #OFLOANS AMOUNT

4 2 930,OOODM
5 4 2,685,OOODM
6 4 3,700,OOODM
7

..,
1,567,OOODM-'

8 I,OOO,OOODM

The downgrades to "7" and "8" are sIgmficant The overall quahty of the portfoho IS poor
However, gIven the current delInquency rate It appears that most of the borrowers are able
to meet the payment schedules

QUALITY OF BF ORIGINATION

Based on dISCUSSIons wIth BF LendIng AssocIates, apphcatiOns and loan files are
consIdered acceptable In quahty Speed of processIng apphcatiOns IS sometImes slow
IKB has dedIcated qualified staff for the BF program and take It very senously

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Loan documentatiOn exceptIons on BF loans InItIated by CP were mimmal Any Issues
wIth clOSIng have been rectIfied

2of5
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COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

DISCUSSIOns with BF Lendmg Associates and BF Audit revealed no slgmficant concerns
Disbursements are made m a timely fashIOn and given the financial conditIOn and liqUIdity
condition of the bank there IS no need for concern

COMPLIANCE WITH BF MONITORING REQUIREMENTS

The overall quahty of the momtormg reports IS generally good IKB has four loan officers
m the Department of ReahzatIOn and Momtonng who are reqUIred to prepare the
momtonng reports Typical of most momtonng reports created by the Agent Banks, true
analySIS IS sometimes lackmg But With additional trammg they should be able to
overcome thiS shortfall

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF operatIOns VOiced no concerns over the repayment performance of thiS bank The bank
has suffiCient hqUId resources and does not need to hold BF's funds However, after
paymg the account they are late m notIfymg BF that a payment has been made BF IS
workmg With them to rectify thiS problem and ensure timely notificatIOn

PROJECTED LOAN VOLUME

IKB projects they wIll be able to generate 30 - 50 new loans for 20,000,OOODM from
September 1998 to August 1999 For the same penod m 1999 they project 40 - 60 loans
for 30,000,OOODM Management has mdlcated they would prOVide staffing resources and
the trammg necessary to achieve these levels ofprojected loan volume

QUALITY AND SUFFICIENCY OF STAFF '.

Overview and staffing

SIX (10) staff members are dedicated to support of the BF Lendmg program - Four lenders
and SIX support staff

Semor Management

A meetmg were held With the followmg mdlvlduals

NAME

Uzelr FetIc
Mllena MUJbegovlc
Ana SvaJger

TITLEIPOSITION

General Manager
ASSistant of General Manager
Manager Loan DIVISIOn
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Management was very committed to contmumg with the BF program Management
appeared knowledgeable of the program and was happy to see the loan size has been
decreased to 30,000DM This wIll give It more opportumtles to make loans to small
busmesses m Zemca

The bank IS m the process ofhavmg Pnce Waterhouse audit the books for 1997 and begm
mtenm work for the 1998 audit
IKE's financial statements showed total assets of 128,220,000DM as of June 30, 1998
Included m these assets are frozen depOSits at the NatIOnal Bank of Yugoslavia (NBY)
totalIng 32,150,000 DM Dunng the penod under review 18,520,000 DMhave been
transferred to The Central Bank for resolutIOn IKB showed no loss on this transactIOn
However, there wIll be 1,360,000-DM loss from the remammg depOSits that have to be
transferred They belIeve that this loss Will have to taken by the bank Appropnate
prOVISIOns have been set aSide for this amount The government has given no assurances
that It Will make up the loss The loan portfolIo mcreased 1,964,000 DM dunng the SIX
months ended June 30, 1998 Total depOSits have decreased 2,005,000 DM dunng the
same penod The loan to depOSit ratio has mcreased to 92 54% as of June 30, 1998 Cash
to total assets was 1492%, thiS mcludes foreign cash, as of June 30, 1998 However, If the
asset base were adjusted for the frozen depOSits the cash to asset ratIO would be 20% IKB
IS very mmdful that It cannot contmue to grow ItS loan portfolIo without growmg ItS
deposIt base Off balance sheet lIabilIties were neglIgible

The Bank's capItal mcludmg reserves was 42,209,000DM as June 30, 1998 The total
capital to assets ratIO, mcludmg reserves was 9 12% as of June 30, 1998 If IKB were to
charge off It bad loans and adjust for the remammg frozen depOSit the capital to assets ratIO
would be approximately 17%

Net mcome for the year ended December 31, 1997 was 19,000DM Internal profit and loss
data for the penod endmg June 30,1998 mdlcated a net profit of 69,000DM The bank's
effiCiency ratIO for the penod endmg December 31, 1997 was 75 13% ThiS ratio has
decreased to 81 36% as of June 30, 1998 ThiS IS not a good mdlcatlOn of effective
expense control Bank. management acknowledged the situation and Said that they had a
busmess plan that mcluded the retrenchment of 30% of the workforce

Problem loans per the Bank's Agent Bank ApplIcatIOn were 33,414,000DM at June 30,
1998 The delInquency rate as ofJune 30, 1998 was 53 82% The loan loss allowance to
total loans was 49 14% The bank has taken the necessary step to proVide for the bad
loans Management was sure that they have Identified all problem loans and proVided
accordmg to FBA standards When provlslOmng they did not take mto consideratIOn
collateral values Management belIeved that they had made a very prudent and
conservative allowance for loan losses

The bank IS currently computenzed The computer system IS seven years old and IKB IS m
the process of updatmg the system CompletIOn time IS projected by December 1998 All
branches are onlme and all modules are mtegrated The secunty m the system IS multi ­
level and IS adequate

40f5



51

USAID BllSllleSS FlIlance Agent Bank RecommendatIOn InvestlclOllO- KomerclJalna Banka Zemca

All loans are brought to loan commIttee at head office for approval Semor Loan officers
do not have lendmg authonty The board IS mformed on all loans after they are made

OWNERSHIP

The bank IS 67 4% and 32 6% owned pnvately and by state compames, respectIvely IP
"KnvaJa" ZavidoviCI m a consortIUm of state owned compames that own 32 6% No
pnvate mdividual or compames own more than 6 2% of the bank
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BANK KOMERC BANKA DD TESANJ

US SFOR (YIN) Y

CANTONS ZENICA-DOBOJ

MUNICIPALITIES
Tesanj, Maglaj, South and East Doboy,
Usora, ZavldovICl

HEADQUARTERS TESANJ

Date \14AUg981 ABRec# 112

OwnerShIp (%)

Private I )949%1 State 1 4051 %"

Kustmg Agency Agreement?

Yes Ix I No I
Number ofOutstandmg BF Loans 2

Balance on Outstandmg BF Loans 2 )33 300DM

Range of Loan Sizes 200 OOODM to 2 333 300DM
BF Market COHrage Tesanj Maglaj South and East Doboy Usora
Geographic Zavldovlcl

Number of Loans 60+da)s past due I

Balance on Loans 60+days past due 2333300DM

I TVORNICA CARAPA - TESANj I 10%
Onners holdmg more than 10 2 ENI\.ER TESANJ DD 2 10%
percent of the bank and percentage 3 3
onnershlp 4 4

) 5

RECOMMENDATION SUMMARY
Based on the Komerc Bank.a DD Tesanj s performance In the BF lending program and the Bank. s commItment to generating
further loans continued partIcipatIOn m the USAID Busmess Fmance program IS recommended wIth conditions The Bank. s
lIqUIdIty IS weak. The Bank however appears solvent based on a sIgnificant capItal ratIo Specific restrIctIOns to safeguard
BF assets are lIsted m the RestrIctIOns sectIOn below

The Bank. s management appears well tramed k.nowledgeable and committed to operatmg a strong bank. for the betterment of
the community They are very aware of e\.pense control

The Bank. IS located m the BOSnian FederatIOn very near the RepublIk.a Srpsk.a m North central BIH The trade area for thIS
one-office mstltutlOn located m the center of Tesanj IS Tesanj Doboj - south and east Usora Maglaj and ZavldovlCI The
Bank would lIke to open three (3) branch offices m contiguous areas m the next five years but management IS cautIOus about
their abIlIty to do so It WIll depend on availabilIty of funds

Recommended RestrictIOns on PartIcipatIOn
A revIew ofthe BF loans indicated that the larger loan was made to a Bank. director s company ThiS loan was recently
restructured due to payment problems however the loan IS conSidered qUIte good by BF staff and the restructurmg was
brought about by the failure of a MalaySIan firm to pay a receIvable Two other director or owner related loans proposed by
the Bank were rejected by BF The General Manager noted that some members of the Board of Dtrectors unduly mfluenced
lending deCISions In that past, but these directors are no longer on the Board

Compliance WIth the Agency Agreement clause requIrIng dtsclosure of and speCIal consIderatIOn of inSIder loans should be
closely mOnitored for thIS Bank

Adequate and audIted financIal information mcludlng loan qualIty data on the Bank s own loan portfolIo should be required
as a condItIOn of partIcIpating In the BF program ThIS informatIOn should be analyzed on an annual baSIS and contmued
partIcIpatIOn In the BF program should be evaluated annually

Bank SelectIOn Team Member Dale 14Aug 98

Alfred Dostie

BF ChIef of Party Bruce Spake Date

USAID DIrector CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

Komerc Banko Tesan]

Komerc Banka has only made two loans through BF, but the Bank's management IS
very commItted to contmumg m the program and addItional loans have been
submItted for consIderatIOn They have partIcIpated m most of the trammg provIded
through USAID and other agencIes and consIder the BF program as a source of
learnmg for theIr mstitutIOn

The larger of the two loans was made to PobJeda DD and was 65 days overdue as of
August 10, 1998 Total loan balance was 2,333,333DM ThIS loan IS to a Bank
dIrector's mterest

A recently completed evaluatIOn of the loan portfolIo and loan ratmgs resulted m the
followmg

>- 1 downgrade from 4 to 5 on a loan totalmg 2,333,333DM

The resultmg loan ratmg dIspersIOn was as follows

RATING

5
6

# OF LOANS

I
1

AMOUNT

2,333,333DM
200,OOODM

ThIS dIspersIOn IS better than most Agent Banks m the BF program

QUALITY OF BF ORIGINATION

Based on dIScussIons wIth BF Lendmg AssocIates and BF AudIt staff, apphcatIOns and
loan files are consIdered acceptable m quahty

COMPLIANCE WITH BF CLOSING REQUIREMENTS

There were no loan documentation exceptIOns lIsted on the BF OperatIOns report

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

DISCUSSIOns wIth BF Lendmg AssOcIates and BF AudIt dId not mdicate problems wIth
dIsbursements made through KB

COMPLIANCE WITH BF MONITORING REQUIREMENTS

BF Lendmg AssocIates mdicated momtonng reports were generally good qualIty

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS
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BF OperatIOns vOIced no concerns over the repayment performance of thIS Bank

PROJECTED LOAN VOLUME

Komerc BanAa Tesanj

KB projects that they will be able to generate 12 new loans for 3,500,OOODM from
September 1998 to August 1999 For the same penod m 1999 to 2000 they project 10
loans for 6,OOO,000DM These projections are based on management's knowledge of the
loan demand m theIr trade area Management mdicated they would prOVIde staffing
resources and the trammg necessary to achIeve these levels of projected loan volume

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

Four (4) staff members are mvolved m the BF Lendmg program - Three lenders and one
support staff ThIS appears suffiCIent for current and near term projected volumes of
actiVIty

SenIOr Management

Meetmgs WIth the General DIrector and key members of executive and semor management
were held as part of the due dIhgence process Management attendmg meetmgs

NAME

Raslm S KoraJhc
Emko DIzdarevic
DzEmI1 DidiC

Berberovlc, Erduana
Ahmetovlc, Hasan

TITLEIPOSITION

General DIrector
Deputy General Manager
Manager of Accountmg Department
(Also seems to run the lendmg functIOn de facto)
Manager ForeIgn Exchange Department
Manager of mternal control

Management was very commItted to contmumg WIth the BF program Management
appeared knowledgeable m bankmg and m lendmg Mr KoraJhc mentIOned that the bank
had problems WIth some Board members and theIr attempts to mfluence lendmg declSlons
Some Board members dId not get re-elected as part of a program by Mr KoraJhc to
restructure the Board and the Bank He has Implemented an employee stock ownershIp
plan whereby the employees must buy the eqUivalent of ten percent of theIr salarIes m
bank stock monthly AddItIOnally, new shareholders are bemg sought and some success
has resulted m changes m the Bank's ownershIp Mr KoraJhc noted further that an
Injection of addItIOnal capItal IS bemg sought Mr KoraJhc appears to be a knowledgeable
and deCISIve banker

The Bank has strong expense control and a better effiCIency ratIO than most US banks at
51 %, however, Mr KoraJ hc kept stressmg that expenses had to be controlled further

The Bank had allowed the chIef lender to make the final deCISIOns on loans and a number
of loan problems resulted The Bank now uses a CommIttee deCISIOn format and Mr
DidiC chairs the CommIttee It appears that the chieflender has been demoted
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FINANCIAL CONDITION, SYSTEMS AND INTERNAL CONTROL

Total assets at KB were of 4,782,000DM as of June 30, 1998 ThIs was a decrease of
834,000DM from the December 31, 1997 total DeposIts mcreased 701 ,OOODM dunng the
same penod Loans to deposIts are 83% Cash to total assets was 6 57% at 314,000DM
TurkISh mterests have deposited foreIgn currency wIth the bank and are active m new or
revIved busmesses m the area Off-balance sheet habilItIes were negligIble

Other assets and habIhtIes decreased sIgmficantly From year-end 1997 to June 30,1998
due to an accountmg mterpretatiOn The Bank had prevIOusly been mcludmg the grossed­
up balance ofBF loans m other assets and other liabIlities

Net mcome for the year ended December 31, 1997 was 51 ,OOODM Internal profit and loss
data for the penod endmg June 30,1998, mdicated net profit of 25,OOODM The total
capItal to assets ratio was 65% at year-end 1997 Overdue loans fifteen(15) or more days
late were 680,000DM at June 30, 1998, as noted on the Bank's Agent Bank ApphcatIOn

Based on dISCUSSIOns and a phySIcal reVIew of the Bank's computer resources the current
system IS consIdered adequate The core system and eqmpment IS not Year 2000
compatible Management IS makmg addItIOnal changes to upgrade ItS systems and proVIde
better financial reportmg Password access to systems IS used

Loan officers do not have lendmg hmIts, however, all loans are presented to and approved
m a commIttee settmg PrevIOusly, the chIef lender was authonzed to approve all loans,
but hIS authonty has been transferred to the CommIttee after problem loans mcreased
sIgmficantly m the Sprmg of 1998

The Bank operates out of one office located at Neuha Mesica 3 m the center of TesanJ
The Bank's trade area mcludes TesanJ, DoboJ-south, Usora, DoboJ-east, MaglaJ,
ZavidovlCI

OWNERSHIP

The Bank IS seekmg new shareholders and additional capItal m several ways Employees
are reqmred to mvest 10% of theIr monthly salary In Bank stock Potential shareholders
are bemg contacted by the General Manager Customers who obtam loans are asked to
Invest m the Bank's stock All of thIs IS part ofa strategy to dIversIfy the ownershIp of the
Bank and lessen the negative mfluence of certaIn dIrectors, per the General DIrector
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GENT BANK RECOMMENDATION

BANK KOMERCIJALNA BANKA DD TUZLA

US SFOR (YIN) Y

CANTONS TUZLA-PODRINlE & ZENICA-DOBOl

Tuzla (5 LocatIOns), Banovlcl, Gracamca,
MUNICIPALITIES Gradacac, lelah, KaleslJa, KladanJ,

Lukavac, Srebremk, Tecak, Zlvlmce

HEADQUARTERS TUZLA

Date 114 Aug 981 AB Rec # 113

OwnershIp (%)

PrIvat~ 61 5%' I State /2023%'

EXlstmg Agency Agreement?

Yes Ix INo I
Number of Outstandmg BF Loans 4~

Balance on Outstandmg BF Loans 24273800DM as of 7 13 98
Tuzla. BanOVICI Gracamca Gradacac Jelah

Range of Loan Sizes 70 OOODM to 1 500000DM
BF \Iar"ct Coverage

J..aleslJa J..JadanJ lul..avac Srebreml.. TecaJ..
Geographic

ZlvIDlce
Number of Loans 60+days past due 7

Balance on Loans 60+da) s past due ~ 81~ ~OODM

1 INA BIH - SARAJEVO I 1142%
Onners holdmg more than 10 2 LIDO OSIGURANJE 2 1128%
percent of the ban" and percentage 3 HALll DUlle - LIDO OSIGURANJE rUZlA 3 1128%
onnershlp 4 4

~ ~

RECOMMENDATION SUMMARY
Based on the KomercclJalna Banka s performance m the BF lending program and the Bank s commitment to generatmg
further loans continued participatIon m the USAID BUSiness Finance program IS recommended \\ Ith restrictIOns to control
undeSirable activity by the Bank The Bank IS SignIficantly illIqUId and nearly msolvent as mdlcated by avaIlable financial
mformatlon The BF Audit group found Instances of the bank delaying disbursements Various e'<.cuses were used however It
IS apparent the Bank has lIqUIdity problems and these may have provIded the mcentlve for delaymg disbursements
Forwarding of payments was also problematiC at times ThiS Will reqUIre closer BF mOnItoring of the Bank Specific
restrictIOns to safeguard BF assets are lIsted In the 'RestrictIOns section below

The Bank entered mto a strategIc arrangement with Export Bank AD to proVide BF loan services to the BIJelJlna area KB
operates 15 branch offices covermg Tuzla PodnnJe and Zenlca DoboJ Cantons The Bank s Mam Office IS located m the
central area ofTuzla m a modem bulldmg

Recommended RestrIctIOns on PartiCIpatIOn
Close mOnitoring of complIance With the Agency Agrrement s reqUIrement for timely forwarding of payments IS
recommended ThIS will probably reqUIre the additIOn of one support staff to the Tuzla office as other banks m thiS area are
exhlbltmg the same traits and must be closely mOnItored for complIance WIth the Agreement AdditIOnally use of a trustee
account for disbursements as reqUIred by the Agency Agreement IS especially Critical for thiS relationship

Adequate and audited financial mformatlon should be reqUIred from KB as a conditIOn ofpartlclpatmg m the BF program
ThiS mformatlOn should be analyzed on an annual baSIS and contmued participatIOn m the BF program should be evaluated
annually

Bank SelectIOn Team Member Date 14 Aug 98

Alfred DostIe

BF ChIef of Party Bruce Spake Date

USAID Director CRAIG G BUCK Date



58

USAID Busmess Fmance Agent Bank RecommendatIOn

STATUS AND QUALITY OF BF PORTFOLIO

KomerclJalna Banka Tllzla

KOmerCIjalna Banka (KB) DD Tuzla was one of the first partIcipants m the BF
program and has been the most prohfic m producmg loans KB had forty-five (45)
loans active m July 1998 for a total of24,274,000DM Seven (7) totaling 5,815,000
were 60 or more days overdue as of 7-22-98 ThIS is a 24% overdue ratIO based on
the total loan portfoho

A recently completed evaluation of the loan portfoho and loan ratmgs resulted m the
followmg

> 1 downgrade from 5 to 8 on a loan totalmg 900,000DM
> 1 downgrade from 6 to 8 on a loan totalmg 1,21 O,OOODM
> 2 downgrades from 6 to 7 on loans totahng 860,OOODM
> 5 downgrades from 5 to 6 on loans totahng 3,464 OOODM
> 4 upgrades from 6 to 5 on loans totahng 805,OOODM

The resultmg loan ratmg disperSIOn was as follows

RATING #OFLOANS DISBURSED AMOUNT

4 3 1,857,OOODM
5 12 6,290,000DM
6 25 12,322,000DM
7 3 1,695,OOODM
8 2 2,11O,00ODM

While the downgrades mto the Loss category of "8" mvolve a substantial amount, KB' s
loan ratmg disperSion is typical of banks m the BF program

QUALITY OF BF ORIGINATION

Based on diSCUSSions With BF Lendmg ASSOCiates and BF Audit staff, apphcatiOns and
loan files are conSIdered acceptable m quahty Speed of processmg apphcatIOns is
sometimes slow

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Loan documentatiOn exceptiOns on BF loans Imtiated by KB were hsted on four (4) loans
Three exceptions were pnmanly a fmlure to properly register mortgage hens These are
reportedly bemg remedIed One document file was mIssmg and is bemg researched

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

DIscuSSiOns WIth BF Lendmg ASSOCiates and BF AudIt revealed some concern regardmg
recent slowness of disbursements Excuses offered appeared plauSIble, but momtonng IS
necessary, as the Bank IS IlhqUId and could be tempted to slow payments and
dIsbursements as a result
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COMPLIANCE WITH BF MONITORING REQUIREMENTS

Momtonng reports are good qualIty, however, many were not completed per the Lendmg
AssocIate Now that addItIOnal staff has been hIred, 80% ofmomtonng reports are
receIved TypIcal of most momtonng reports created by the Agent Banks, true analysIs IS
sometimes lackmg

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF OperatIOns VOiced no concerns over the repayment performance of thIS bank BF
AudIt IS concerned about the Bank's lIqUidIty and the potential for slowmg of payments as
a result

PROJECTED LOAN VOLUME

KB prOjects that they wIll be able to generate 30 new loans for 18,000,000DM from
September 1998 to August 1999 For the same penod m 1999 to 2000 they project 40
loans for 26,000,000DM Management mdicated they would prOVIde staffing resources
and the trammg necessary to achIeve these levels of projected loan volume

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

Nme (9) staff members are dedIcated to support of the BF Lendmg program - FIve lenders
and four support staff Per the BF Lendmg ASSOCIate, addItIOnal resources are needed for
preparatIOn of momtormg reports

Selllor Management

Meetmgs WIth the General DIrector and key members of executive and semor management
were held as part of the due dIlIgence process Management attendmg meetmgs

NAME

Predrag PavlOVIC
Nedim Ibrahimovic
ASIma Pracic
DeJneta SakiC
Nihada HodiC

TITLEIPOSITION

DIrector of Legal and General Busmess
Legal Counsel

Manager of CredIt
Lendmg Officer
Accountant

Management was very commItted to contmumg WIth the BF program Lendmg
management appeared knowledgeable
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KB's financIal statements showed total assets of 94,836,000DM as of June 30, 1998, an
Increase of761,000DM from the December 31,1997 total DeposIts Increased
6,657,000DM durIng the same penod, however, loans to deposIts are 122% and mdicate a
hIghly I1hqmd condItIOn at KB Cash to total assets was 1 82% and also sIgnaled hqmdity
problems KB IS attemptmg to obtam a lIne of credit with a Slovene bank for 2-4 mI1hon
DM Off balance sheet habIhties were neghgible

Net Income for the year ended December 31, 1997 was 1,052,000DM Internal profit and
loss data for the penod endmg June 30,1998 IndIcated net profit of 1,594,000DM WhIle
the data submItted by the Bank. showed net mcome, an audIt report by Pnce Waterhouse
done as of December 31, 1998 showed a net loss of2,684,000DM ThIS was the result of
prOVlSlons for bad debts of 5 4 mI1hon DM The Bank's capital dechned from 1996 to
year end 1997 by 1,393,000DM to a total of 3,699,000DM The total capital to assets ratio
was 34% at year end 1997 Problem loans per the Bank's Agent Bank ApphcatiOn were
4,570,000DM at June 30, 1998 This IS an Internal bookkeepmg figure for the Bank and It
was unclear whether some ofthe Pnce Waterhouse report asset wrIte downs for 1997 were
rolled forward by the Bank mto 1998 It IS apparent, however, that the Bank contmues to
expenence dechmng loan quahty Consequently, the thm capital margIn IS cause for
concern regardmg the Bank's solvency This coupled wIth the hqmdity Issues at the Bank.
Will reqmre close control ofBF loan dIsbursements and repayments to reduce nsk to the
program

Based on diSCUSSiOns and a physical reVIew of the Bank's computer center the current
system IS consIdered adequate The core system and eqmpment IS Year 2000 compatible
Management IS makIng addItiOnal changes to upgrade ItS systems and proVIde better
financIal reportmg Techmcal assistance may be needed Standard password access to
systems IS used

Loan officers do not have lendmg lImits, however, all loans are presented to and approved
In a committee settmg Branch offices have similar committees but are hmited to smaller
loans Most of the loans are approved at the maIn office ofthe Bank located at Dzafer
Mahala 67 In central Tuzla

The Bank has particIpated In generatmg loans with and servicmg BF loans for the Export
Bank located In BIJelJma

OWNERSHIP

ForeIgn entIties In Croatia own 1827% of the shares In the bank
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GENT BANK RECOMMENDATION

BANK KRISTAL BANKA AD BANJA LUKA

US SFOR (YIN) Y (BRANCHES)

CANTONS REPUBLIKA SRPSKA
DOBOJ, BRCKO, TREBINJE, BILECA,
NEVESINJE MODRICA, TESLIC GRADISKA

MUNICIPALITIES LAKTASI, VISEGRAD, ZVORNIK, PRIJEDOR,
SRBINJE, NOVI GRAD BROD, PRNJAVOR,
BIJELJINA, DREVENTA

HEADQUARTERS BANJALUKA

Date 114AUg981 ABRec# 114

Ownership (%)

PrIvate I 24 % I State I 76 %

EXlstmg Agency Agreement?

Yes Ix INo -,

Number ofOutstandmg BF Loans 16

Balance on Outstandmg BF Loans DM 10 7 million

Range of Loan Sizes DM 16' 000 - DM I 8 million
BF Market Coverage Republlka Srpska
-GeographIc

Number of Loans 60+days past due 0

Balance on Loans 60+da}s past due 0

Onners holdmg more than 10
I MINISTRY OF FINANCE I 76%
2 NO OTHER OWNER HA~ MORE THAN) PERCENT OF THE BANI-.. S SHARES 2percent of the bank and percentage
3 3ownership
4 4
5 )

6 6
7 7

RECOMMENDATION SUMMARY
KrIstal Banka AD BanJa Luka IS together wIth UnIOn Banka OD Sarajevo the successor mstltutlon of Jugobanka Jubbank.a
DO Sarajevo The dIVIsIOn of Jugobanka assets and lJabIlltles between UnIon Banka and KrlStal Banka has yet to be
concluded but an unofficIal agreement on the diVIsIon was reached m 1992 the same year m which KrIstal Banka became
mdependent The name KrIstal Banka was adopted only m 1997, and the bank operated as Jugobanka DO BanJa Luka untIl
that tIme The bank operates through an extensive branch network that gives It the broadest market coverage m the RS

Knstal Banka was the first bank to orIgmate and servIce BF loans m the Republlka Srpska It IS the most active ofBF's RS
Agent banks with 16 loans dIsbursed for OM 10 7 mIllion There were no delmquencles as of early August and 16 addItIOnal
loans for DM 6 8 mIllion were recommended or approved and awaltmg dIsbursement In general BF credit audIt and
operatIOns staff have been pleased wIth the volume and the quality of the bank 5 performance Management and staff are
consIdered dynamIc and responsIve to BF needs

KrlStal Banka's own portfolio IS weak and suffers from high delinquency rates

Approval of Knstal Banka IS recommended

Recommended RestrictIons on PartIcipatIon
No restrictIOns are recommended at thiS time

Bank SelectIOn Team Member Zan Northnp Dale 14 Aug 98

BF Chief of Party Bruce Spake Date 14Aug98

USAID Director CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

Kflstal Banka AD Ban}a Luka

Knstal Banka was the first bank to ongmate and servIce BF loans m the RepublIka Srpska
It IS the most actIve of the RS banks, wIth 16 loans dIsbursed for OM 10 7 ml1hon An
additIonal 16 loans have been either recommended or approved, but not yet disbursed, for
OM 6 8 millIon, and 7 deals for OM 1 6 milhon are currently bemg analyzed by BF staff
as Knstal Banka prospects The range of loan SIzes IS broad Several credIts m the
pIpelIne and already dIsbursed are DM 200,000 or below, whIle the largest Knstal Banka
loan IS OM 1 8 mIllIon

As of 6 August, no Knstal Banka loans were past due

A recently completed evaluatIOn of the loan portfolIo and loan ratmgs resulted m the
followmg

» 2 downgrades from 5 to 6 on loans totahng OM 1,075,000
» 1 downgrade from 3 to 4 on a loan totalmg DM 580,000

The resultmg loan dIspersIOn was as follows

RATING

4
5
6

#OFLOANS

1
13
2

AMOUNT

580,000
9,089,000
1,075,000

The dispersIOn of Knstal Banka loans IS supenor to that of most Agent Banks This may
result partly from the younger age of ItS portfolIo, relatIve to the ages of portfolIos of BF
Agent Banks m the FederatIOn

QUALITY OF BF ORIGINATION .

BF CredIt staff report hIgh qualIty applIcatIOns from Knstal Banka While the bank mak.es
the borrowers do most of the work, It proVIdes gUIdance, and aSSIsts borrowers WIth
constructmg theIr financmls m the requested format The bank screens applIcants well,
goes on sIte VISitS, and turns down several applIcants for each one they recommend to BF
Some applIcants rejected by Knstal Banka later tum up as recommendatIons from other
banks The bank IS conSIdered cooperatIve m meetmg BF requests for addItIonal
mformatton

However, one case has been reported m whIch the bank failed to disclose matenal
mformatIOn m recommendmg a borrower affilIated WIth the bank

COMPLIANCE WITH BF CLOSING REQUIREMENTS

No documentatIon exceptIOns have been noted by BF staff BF staff note that the bank IS
effiCIent m the gathenng of closmg documents, partIcularly m the registratIOn of collateral
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No reported vIOlatIOns ofBF dIsbursement procedures

COMPLIANCE WITH BF MONITORING REQUIREMENTS

No reported vIOlatIOns ofBF momtonng reqUIrements AudIt staff note that the bank
keeps good credIt files

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF's OperatIOns Department reports that the bank complIes wIth all BF repayment
procedures Problems were fixed early In the relatIOnshIp, and the bank. IS now one of the
best of the large-portfolIo banks In adhenng to BF repayment procedures

PROJECTED LOAN VOLUME

The bank expects to expand ItS present rate of recommendatIOns to USAID BUSiness
Finance, on the assumptIOn that new geographIc areas served by Krlstal Banka wIll
become elIgIble for USAID finanCing, and that BF loan structures wIll become more
fleXIble The projectIOn presented by the bank In ItS applIcatIOn, however, appears
unrealIstIcally hIgh

QUALITY AND SUFFICIENCY OF STAFF

Overview and Staffing

WhIle the qualIty and number of Krlstal Banka staff servICing BF credIts has been
satisfactory to date, continued portfolIo growth and the reaSSIgnment of a k.ey staff
member gIve reason for concern

UntIl August 1998, BF loans were servIced by the Manager of Long-term Loans and four
loan officers reporting to hIm The manager IS not an expenenced banker and dId lIttle
actual work on BF deals, but was supported by two very good loan officers Two weeks
ago, one of these loan officers was promoted to a pOSItion In another Krlstal Banka
department One expenenced lender remainS, the other two loan officers are young and
ambItiOUS, but sIgmficantly less expenenced WhIle a replacement loan officer IS being
recruIted, one loan officer bears pnmary responsIbIlIty for both managing the BF portfolIo
and training her colleagues ThIS burden IS unlIkely to be sustainable as increaSing
numbers of quarterly momtoring reports come due

Senior Management
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Meetmgs were held wIth the followmg mdlVlduals

KTlstal Banka AD Ban]a Lll~a

NAME

LJubomlr Klmcov
VOJm Peuraca
OlgIca DJekanovlc

TITLEIPOSITION

General DIrector
Manager, Long-term Loans
DIrector, Fmance

The General DIrector IS an actIve manager who appears to have the confidence of the
bank's Board of DIrectors He has over twenty years ofbankmg expenence The semor
management team was selected by the General Director, seem commItted to hIS VISIOn of
the bank, and, wIth the exceptIon noted above, are generally expenenced and capable
managers m theIr own nght Management IS artIculate regardmg both strategic plans and
detaIls ofthe bank's day-to-day operatIOns The General DIrector has been to a number of
foreIgn countnes for semmars and trammg, and encourages hIS staff to take advantage of
trammg opportumtIes prOVIded by BF and other mstItutIOns

The bank's assets are of poor qualIty At the end of 1997, Knstal Banka reported a 74
percent delInquency rate, calculated as the balance on loans more than 120 days past due
as a percentage of total loans outstandmg Over DM 11 millIon was wntten off m 1996
and 1997 The bank. reports that all itS loans were clasSified by the bank.mg agency as C,
D,orE

Lendmg officers m the headquarters and branches do not have mdIviduallendmg
authontIes, and all loans are approved by a headquarters-based credIt commIttee Branch
transactIons are pnmanly retaIl After sIgmficant mformatIOn technology expendItures
over the past year, all branches are expected to be onlIne WIth headquarters by the end of
September The bank IS computenzed WIth networks of PCs, and addItIonal PC purchases
are antICIpated WhIle all staffworkmg on BF credIts have theIr own PCs-used for both
credIt analySIS and portfolIo trackmg-thls IS not the case for other departments The bank
plans to make PCs aVaIlable to all staff members, raIse effiCIency, and reduce costs
Support staff pOSItIons have been reduced With computenzatIOn

The bank's computer systems produce regular and on-demand reports on the bank's
finanCIal conditIOn for reVIew by the Board and active management by the General
DIrector's staff The bank has had ItS 1996 and 1997 annual financIals audIted accordmg
to lAS by DelOltte & Touche

OWNERSHIP
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UntIl recently, the bank had 398 shareholders Shares held by 234 state-owned firms
represented 71 6 percent of shareholder capItal, and those shares have now been
transferred to the MmIstry of Fmance Among "former" shareholders, only one firm,
Energomvest TermoaparatI Ihdza held more than 10 percent of the bank, wIth
shareholdmgs eqUIvalent to 10 4 percent of shareholder capItal

An addItIonal 4 5 percent of shareholder capItal was held by 9 mIxed-ownershIp firms, the
level of actual state ownershIp m the mIxed firms IS bemg audIted Once these firms
transfer the proper percentage of shares to the MImstry of Fmance, somewhere between 72
and 76 percent of the bank's shares WIll be held by the Mmistry for eventual sale

Knstal Banka management IS hopeful that mternatIOnal banks WIll purchase some or all of
the shares to be sold by the state The bank also mtends to Issue new shares to pnvate
buyers, once the bank's openmg balance sheet IS approved In the meantIme, bank
management IS confident that the bank's eXIstmg pnvate owners WIll restram any poor
deCISIons the MmIstry of Fmance mIght attempt to Implement

Shares held by 155 pnvate firms currently represent 24 percent of shareholder capItal
Among the bank's pnvate owners, the largest shareholder IS PP LA 1M/EX ofNov1 Grad,
wIth 4 4 percent of total shareholder capItal

A crosscheck of shareholders determmed that, of Knstal Banka's recommendatIOns to BF,
7 have been recommendatIOns of Knstal Banka shareholders However, only one of these
recommended borrowers has owned a sIgmficant percentage of the bank No approved or
dIsbursed BF borrower owns more than one percent of KrIStal Banka One
recommendatIOn that was wIthdrawn was for a company that was a 3 5 percent owner of
the bank.
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USAIDIBUSINESS FINANCE

GENT BANK RECOMMENDA TION

BANK LJUBLJANSKA BANKA DD SARJEVO

US SFOR (YIN) Y (Branch)

CANTONS Sarajevo and Zemca-DoboJ

MUNICIPALITIES Sarajevo, Zemca

HEADQUARTERS SARAJEVO

Date 114Aug981 ABRec# I b

OWnerShIp (%)

PrIvate I 3%* I State I 97%*

EXIstmg Agency Agreement?

Yes Ix I No I
Number of Outstandmg BF Loans 6

Balance on Outstandmg BF Loans 5143000DM as of 7 13 98

Range of Loan Sizes 4)0 OOODM to I 103 OOODM
BF Market Coverage

Sarajevo Zemca DoboJ Tuzla Middle Bosma
Geographic

Number of Loans 60+da~s past due 2

Balance on Loans 60+da~s past due I )91 948DM

I MINISTRY OF FINANCE 197%
O\\ners holdmg more than 10 2 2
percent of the bank and percentage 3 3
o\\nershlp 4 4

) 5

RECOMMENDATION SUMMARY
LJublJansk.a Bank.a appears Insolvent LiqUidIty IS also an Issue as In most other BIH banks The current BF loan portfoho
generated by the Bank was generally downgraded by a recent BF audit however, the portfolIo remaInS typIcal of the rIsk
levels for other Agent Bank. BF portfolIos The Bank.'s management appears competent but the Bank s financial conditIOn IS
cause for concern The Bank s management mdlcated a strong deSIre to remaIn In the BF program and the Bank's geographIc
coverage IS a significant consIderation If the now closed branches are rebUilt and reopened Also the Bank. must aWaIt the
BIH MInistry of FInance s and the FBA's gUidance for priVatizatIon PrIvatizatIOn could re-capItalIze the Bank. Ifnew shares
are Issued and the MF does not reqUire any payment of equity funds presumably owned by the State The contIngencIes on
the contmuatlOn of thIs Bank. as a vIable entity are many, however termInatIng the Agent Bank Agreement would be
premature at thIs tIme and could result In adverse Impact to the Bosnian bank.Ing system Also management s dedIcatIOn to
the BF program has been excellent AccordIngly contInued participatIOn In the USAID Busmess FInance program IS
recommended wIth Specific restrIctIons to safeguard BF assets as lIsted In the RestrictIOns sectIon below

The Bank has operatIng offices m Sarajevo and Zenlca Offices not currently In operation were locat~d In Gorazde Mostar
BugoJno CaZIn and Cltluk The Bank s Mam Office IS located at Kaptol br 4 adjacent to the Centralna Banka In the center
of the Sarajevo busmess dIstrict

Recommended Restrictions on PartIcIpation
Adequate financIal InforrnatlOn IncludIng audited financIal statements should be requIred to mOnitor the Bank s conditIOn
This InforrnatlOn should be analyzed on an annual basIs and contInued partIcipatIon In the BF program should be evaluated
annually

BF Lendmg and FIeld ASSOCiates should be alerted regardIng the conditIOn of the Bank and extra care taken In underWrItIng
loans presented by the Bank for the BF program

Bank Selection Team Member Date 14 Aug 98

Alfred DostIe

BF ChIef of Party Bruce Spake D1te

USAID DIrector CRAIG G BUCK D1te
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USAID Busmess Fmance Agent Bank RecommendatIOn

STATUS AND QUALITY OF BF PORTFOLIO

LJubljanska Banka Sarajevo

LJublJanska Banka (LB) DD Sarajevo produced SiX loans for the BF program Two of the
SiX loans are over SiXty days overdue for an overdue ratio of 31% based on total balance
due

A recently completed evaluatIOn of the loan portfolIo and loan ratmgs resulted m the
followmg

~ 2 downgrades from 5 to 6 on loans totalIng 1,970,OOODM
~ 1 downgrade from a 6 to a 7 on a loan totahng 620,OOODM
~ 1 downgrade from a 6 to an 8 on a loan totahng 1,OOO,OOODM

The resultmg loan ratmg disperSIOn was as follows

RATING

5
6
7
8

# OF LOANS

1
3
1
1

AMOUNT

1,103,OOODM
2,420,OOODM

620,OOODM
1,OOO,OOODM

The overdue status of the LB ongmated loans is typical for BF program loans, however,
the recent loan reView ofthis portfolIo mdicated a declme m the quahty of these loans If
LB is accepted for contmumg m the BF lendmg program, ngorous underwntmg standards
w111 have to be followed pnor to the approval of any loans

QUALITY OF BF ORIGINATION "

Based on discussiOns wIth the BF Lendmg AssocIate and Audit Staff apphcattons and
loan files are consIdered acceptable m quahty

COMPLIANCE WITH BF CLOSING REQUIREMENTS

There were no loan documentatIon exceptIOns lIsted on BF loans ImtIated by LB, however,
the credIt report by BF AudIt mdicated that site VISitS should contmue to venfy the
eXistence of the collateral and that additional collateral should be sought as part of a loan
restructure bemg conSidered by BF The Lendmg ASSOCIates charactenzed the Bank as
bemg very comphant WIth closmg procedures

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

DiScuSSIons wIth the BF Lendmg ASSOCiates and BF AudIt mdicated good performance m
this area

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Momtonng reports are generally very good quahty per the Lendmg ASSOCiate
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USAID Bllsmess Fmance Agent Bank RecommendatIOn Ljllbljanska Banka Sarajevo

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF OperatIOns vOiced no concerns over the repayment performance OfthiS Bank

PROJECTED LOAN VOLUME

LB projects that they wIll be able to generate 30 new loans for 10,000,000DM from
September 1998 to August 1999 For the same penod In 1999 to 2000 they project 50
loans for 20,000,000DM Management IndIcated they had expenenced staffing resources
avaIlable to meet these levels of proJected loan volume Management's commItment to the
BF program IS strong as the Bank IS severely IllIqUId and the BF program IS seen as a way
of generatIng fee mcome and contInuIng to offer loans to customers

QUALITY AND SUFFICIENCY OF STAFF

OverVIew and staffing

Three lenders and one support staff work. on the BF credIts AddItIOnal staff are aVailable
as many of the Bank's employees are relatIvely Idle The General DIrector noted the Bank
IS keepmg these employees m hopes that once the branch system IS reconstructed they can
all be put back to work

Selllor Management

Meetmgs WIth the General DIrector and key members of executIve and senIor management
were held as part of the due dIlIgence process Management attendmg meetmgs

NAME

CamI! BaVCIC
AmsaMasic
FatIme TVICO
Azra Jazic

TITLEIPOSITION

General DIrector
DIrector's Counselor
DIrector - Funds and Investments
ChIef of Department for Long Term Loans

Management appeared knowledgeable In all aspects of bankmg

LB's finanCIal statements showed total assets adjusted for claims for frozen foreIgn
exchange depOSIts of 16,688,000DM as ofJune 30, 1998, a decrease of 334,000DM from
the December 31, 1997 total DomestIc depOSIts decreased 2,373,OOODM dunng the same
penod ForeIgn depOSIts mcreased 120,OOODM ForeIgn assets of 663,000DM are
severely defiCIent to meet foreIgn lIabIlItIes of 11,018,OOODM FIxed assets mclude the
value of defunct branches that the Bank hopes to reopen In Gorazde, BugoJno, Cazm,
Mostar, and Citluk Deductmg fixed asset values from capital would slgmficantly reduce
total capItal The deductIon of fixed asset values coupled With the lIkelIhood that the
Bank wIll not collect any funds from frozen foreIgn exchange depOSits results m
Insolvency for the Bank Loans to depOSIts are 178% at May 31, 1998 and IndIcate an
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USAID Busmess Fmance Agent Bank RecommendatIOn LJllhljanska Banka Sarajevo

IllIqUId condition at LB LiqUId assets were 4 4% and also signaled hqUIdIty problems
Off balance sheet habl1itIes were 4,500,000DM WIth most covered by cash offsets

LB was founded as a branch of Kredltna Bank.a Ljubljana of Slovema m 1970 In 1975 it
became a branch ofLJublJanska Bank.a of Slovema The Bank is attemptmg to benefit
from ItS histoncal connectIon With Slovema by pursumg a possible affihatIon with a
Slovene bank

Net mcome for the year ended December 31, 1997 was 52,000DM Internal profit and loss
data for the penod endmg June 30,1998 mdicated a profit of 68,000DM pre tax Problem
loans per the Bank's Agent Bank ApphcatiOn were 621,000DM at June 1998 These
figures are unaudIted and we dId not have the benefit of reviewmg the FBA report on thIS
Bank due to confidentIalIty reasons

Based on dIscussiOns with management the Bank's computer systems need upgradmg
Management is plannmg to upgrade Its systems Standard password access to systems is
used

Loan officers do not have lendmg hmIts, except small loans of3,000DM may be made
wIth subsequent approval of the loan commIttee

OWNERSHIP "

The Bank is a state owned enterpnse and IS awaitmg final mstructiOns from the FBA and
Mmistry ofFmance pnor to begmmng pnvatIzatiOn efforts The Bank hopes to revltahze
the Bank through an mfusion of capital by pnvatIzatIon or an affilIation with a Slovene
bank
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USAIDIBUSINESS FINANCE

GENT BANK RECOMENDATION
BANK MARKET BANKA DD SARAJEVO

US SFOR (YIN) y

CANTONS SARAJEVO AND PODRINE-DOBOJ

MUNICIPALITY
SARAJEVO, TUZLA, VISOKO,
MOSTAR,GORAZDA AND BIHAC

HEADQUARTERS SARAJEVO

Date 114Aug 98! .\B Ree # 116

OWnerShIp (%)

PrIvate 1 100% 1 State I

EXIstmg Agency Agreement?

Yes Ix I No I
NumberofOutstandmg BF Loans 20

Balance on Outstandmg BF Loans 14983 "30M as of 73198

Range of Loan Size 233 000 dDM- 3 000 000 OM
BF Market Coverage

Sarajevo and Tuzla
Geographic

Number of Loans 60+days past due 5

Balance on Loans 60+days past due 3904739DM

1 EBRD 1 18,%
Ouners holdmg more than 10 2 FUTURA INVESTMENT LTO 2 185%
percent of the bank and percentage 3 SOROS ECONOMIC DEVELOPMENT FUND 3 16,%
ounershlp 4 4

5 5

RECOMMENDATION SUMMARY
MarI...et BanI...a IS a prIvately owned banI... headquartered m Sarajevo The banI... was founded m 1992 and began operations m
1993 The banI... has 5 branches In the following towns Gorazda VISOI...O Tuzla Mostar and Blhac

The banI... has three major shareholders that control 53 5% of the banI... These shareholders are not Citizens or companies of
BtH ThiS control technically vIolates USAID policies In conjunction with these major shareholders the banI... has entered
Into a twmnIng arrangement with Bank of Ire[and and Glendale Consultmg LTD to provide technical assistance to the bank
The consultants along with management have developed and are Implementmg a comprehensive strategic busmess plan The
major thrust of the plan will be fully Implemented by the end of 1998

The financIal condItIon of the bank IS satisfactory The bank s capItal Includmg reserves IS 2473% of total assets The major
shareholders have shown a strong finanCial commitment to the banI... The earnings trend for the banI... IS positive Based on the
SIX months financIa[s provided by management earnmgs have mcreased 34% ThiS Includes a charge for loan losses of
2 499 000 DM m the first SIX months WIthout thiS charge earnmgs would have been Significantly higher ThiS provIsIOning IS
In full compliance WIth the provlslOnmg rules laId down by FBA The delmquency rate as of June 30 1998 was 10% The
loan loss allowance to total loans was 1563% The bank has been able to effectively control Its expenses and has mcreased ItS
effiCiency ratIO from 62 96% to 50 17% for the six-month perIod endmg June 30 1998 ThiS IS a very pOSItive trend

Based on the Market Banka s performance m the BF lendmg program and the Bank s commitment to generatmg further loans
continued partiCipatIOn In the USAID Busmess Fmance program IS recommended With conditIOns

Recommended Restrictions on PartiCIpation

Ownership of the bank exceeds the 50% CItizen or company ofBIH USAID policy requirement USAID should allow thiS
exceptIOn exphcltly

Bank SelectIOn Team Member Date 14 Aug 98

Thomas Chmehk
BF ChIef of Party Bruce Spake Date 14 Aug 98

USAID DIrector CRAIG G BUCK D1te
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USAID Busmess Fmance Agellt Bank RecommendatIOn

STATUS AND QUALITY OF BF PORTFOLIO

Market Banka Sarajevo

Market Banka (MB) DD was one of the first partIcIpants m the BF program and has
produced a large volume of loans MB had twenty (20) loans active m July 1998 for a
total of 14,984,000DM MB had five (5) loans that total 3,905,000DM WhICh were 60 or
more days delmquent as of 7-22-98 ThIS IS a 26% dehnquency ratIO based on the total
volume of loans

A recently completed evaluatIOn of the loan portfoho and loan ratmgs resulted m the
followmg

).>- 1 downgrade from 4 to 8 on a loan totahng 748,OOODM
).>- 3 downgrades from 5 to 6 on a loan totaling 2,460,OOODM
).>- 2 downgrades from 6 to 7 on loans totalmg 1,500,000DM
).>- 1 downgrade from 4 to 5 on loans totahng 500,OOODM
).>- 1 upgrade from 5 to 4 on loans totalmg 300,OOODM

The resultmg loan ratmg disperSIOn was as follows

RATING # OF LOANS AMOUNT

4 6 6,069,OOODM
5 4 2,900,OOODM
6 7 6,116,500DM
7 2 2,500,OOODM
8 1 748,OOODM

The downgrade mto the Loss category of"8" IS not a substantial amount, but the overall
downgrades do make up a sIgmficant portIOn of the MB portfolio MB's loan ratmg
disperSIOn IS typical ofbanks m the BF program

QUALITY OF BF ORIGINATION .

Based on dIScuSSIons wIth BF OperatIOns and the Lendmg ASSOCiates, apphcatIOns and
loan files are conSIdered acceptable m quahty However, as new people are hIred they are
not properly tramed and the quality of the apphcations has dechned There is a need for
addItional trammg, WhICh has been offered, to the MB Speed of processmg apphcatIOns IS
sometImes slow

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Loan documentatIOn exceptIOns on BF loans mitiated by MB were mmimal Loan
document exceptIOns were usually concernmg properly regIster mortgage hens These are
reportedly bemg remedIed
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USAID Busmess Fmance Agent Bank RecommendatIOn Market Banka Sarajevo

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

DISCUSSIOns wIth BF OperatIOns, the Lendmg ASSOCIates, and BF AudIt revealed no
slgmficant concerns DIsbursements are made m a tImely fashIOn and gIven the financial
condItIon and lIqUIdIty condItIOn of the bank there IS no need for concern

COMPLIANCE WITH BF MONITORING REQUIREMENTS

The overall quahty of the momtonng reports IS below average MB has dedIcated the
reqUIred number of staff for the program They are gomg to make an addItIOnal
commItment of personal to the program and have request m house trammg at BF to ensure
full complIance as they grow theIr BF portfoho TypIcal of most momtonng reports
created by the Agent Banks, true analysIs IS sometImes lackmg MB staff needs addItIonal
trammg and they should be able to overcome thIS shortfall

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF operatIOns VOIced no concerns over the repayment performance of thIS bank The bank
has sufficIent lIqUId resources and does not need to hold BF's funds

PROJECTED LOAN VOLUME

MB projects that they WIll be able to generate 15 new loans for 7,500,000DM from
September 1998 to August 1999 For the same penod m 1999 to 2000 they project 20
loans for 12,OOO,OOODM Management mdicated they would proVIde staffing resources
and the trammg necessary to achIeve these levels of projected loan volume

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

Seven (7) staff members are dedIcated to support of the BF Lendmg program - FIve
lenders and two support staff MB plans to mcrease thIS to 10 after the reorgamzatlOn m
September

Semor Management

Two meetmgs were held wIth the ExecutIve Manager and the Deputy Manager as part of
the due dIlIgence process Management attendmg meetmgs

NAME

Dmo Osmanbegovlc
MumrCengic

TITLEIPOSITION

ExecutIve Manager
Deputy Management

30f4



74

USAID Busmess Fmance Agent Bank RecommendatIOn Market Banka SarUJevo

Management was very committed to contmumg with the BF program Management
appeared knowledgeable of the program and would lIke to see the scope of loans mcreased
to mclude more of the service sector

MB's financial statements showed total assets of75,789,000DM as of June 30, 1998, an
mcrease of9,417,000DM from the December 31,1997 Deposits mcreased 6,513,000DM
dunng the same penod, however, loans to deposits mcreased to 111 92% Because of the
MB's large capital base they are able to work with thiS high level Cash to total assets was
23 22% as of June 30, 1998 MB IS very mmdful that It cannot contmue to grow ItS loan
portfolIo without growmg ItS deposit base Off balance sheet lIabilIties were neglIgible

Net mcome for the year ended December 31, 1997 was 724,000DM DelOltte Touche has
audited these numbers Internal profit and loss data for the penod endmg June 30,1998
mdlcated a net profit of 486,000DM The Bank's capital mcludmg reserves has mcreased
from December 1997 to June 1998 by 3,428,000DM to a total of 18,744,000DM The
total capital to assets ratio, mcludmg reserves was 24 73% as of June 30, 1998 Problem
loans per the Bank's Agent Bank ApplIcatIOn were 5,358,000DM at June 30, 1998 The
loans loss coverage to problem loans was 155%

Based on discussIOns With management and consultants the Bank's computer system IS
bemg developed at thiS time The general ledger and accountmg module are up and
runnmg at thiS time They belIeved they would have the loan and deposit modules fully
operatmg by December 1998 The goal IS to have the system fully mtegrated and all
branches connected to the head office The core system and eqUIpment IS Year 2000
compatible Management IS makmg additional changes to upgrade ItS systems and prOVide
better financial reportmg Techmcal assistance IS m place to achieve these goals Standard
password access to systems IS used

Branch managers have lendmg lImits up to 20,000 DM All other loans are brought to loan
commIttee at head office for approval Semor Loan officers have SimIlar lendmg lImits as
the branches managers Most of the loans are approved at the mam office of the Bank
located m Sarajevo

OWNERSHIP

Foreign entitles own 535% of the shares m the bank as follows

EBRD 185%
Futura Investment LTD 18 5%
Soros EconomIc Development Fund 16 5%

ThIS foreIgn ownershIp techmcally VIolates USAID polIcy on foreign ownership
However, the ownershIp ofEBRD could be conSIdered an exceptional case m the
redevelopment ofBIH ThiS must be clanfied With USAID, as to whether thiS ownership IS
conSIdered foreign or not
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MO BANKA D.D. MOSTAR

21 August 1998

KurtovIc ZIJadeta
DIrector
Mo Banka D D Mostar
Mala Tepa Street No 28
Mostar 88000

Re ApplIcatIOn for USAID Busmess Fmance program

Dear Mr ZIJadeta

We regret to mform you that Mo Banka's applIcatIOn for partICIpatIOn m the USAID
BusIness FInance program has been declmed pendmg the openIng of the Mostar area to
USAID aSSIstance Your Interest In the BUSIness FInance program IS appreCIated

When the Mostar area IS opened to the Busmess Fmance program, we hope you WIll
resubmIt an applIcatIOn for consIderatIOn

SIncerely,
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USAIDIBUSINESS FINANCE

GENT BANK RECOMMENDATION

BANK POSTBANK BH 000 SARAJEVO

US SFOR (YIN) Y (BRANCHES)

CANTONS MULTIPLE

MUNICIPALITIES MULTIPLE

HEADQUARTERS SARAJEVO

Date I 14Aug98 1 ABRec# 118

Ownership (%)

PrIvate I I State 1100%

EXlstmg Agency Agreement?

Yes I INo Ix

Number ofOutstandmg BF Loans 0

Balance on Outstandmg BF Loans 0

Range of Loan Sizes N/A
BF Market em erage Bosmac areas of Federallon
-Geographic

Number of Loans 60+da)s past due 0

Balance on Loans 60+days past due 0

0\\ ners holdmg more than 10
I MINISTRY OF FINANCE I 100%
2 2

percent of the bank and percentage
3 3

ownership
4 4
) 5
6 6
7 7

RECOMMENDATION SUMMARY
Postanska Banka Bosne I Hercegovme DOO Sarajevo (PostBank BH) began operatIOns m 1997 followmg Its foundmg by JP
PTT BIH the bank's 100 percent owner and provider of post and telecoms services to Bosman cItizens The bank took over
DM I 3 mIllIon m assets from a predecessor mstltutlOn Postanska StedlOmca but the majority of the bank s DM 27 mIllIon m
assets has been created m the past year The bank IS well capltahzed and very lIqUId has an excess capacIty of lenders with
experience gamed at other banks and IS eager to become a BF Agent Bank

PostBank's strategy IS to serve the retaIl and small busmess markets through a contractual relationship wIth PTT that permits
exclUSive access to PTT offices throughout BIH ThIs strategy has yet to be Implemented largely because of a pendmg
procurement ofbankmg software In the meantime the bank IS domg standard commerclallendmg on a conservatIve baSIS
generatmg a portfolIo that IS small but of good qualIty PostBank IS also a slgmficant lender to a handful of other BF Agent
Banks

The bank s relatIOnship with PTT has been troubled Even after the transfer of PTT shares to the Mmlstry of Fmance PTT
managers servmg on the Board contmue to exert heavy mfluence on the bank s operations and strategic directIOn The Board
IS excluded from credit decIsions however and PostBank credit staff appear competent and Impartial

GIven the bank's capacItIes and market coverage, approval of PostBank IS recommended

Recommended RestrictIOns on PartiCipatIOn
PTT s contmued exclUSIOn from credIt deCISions should be momtored through periodIC diSCUSSIOns with management and
lendmg officers

Bank SelectIOn Team Member Zan Northnp Date 14 Aug 98

BF Chief of Party Bruce Spake Date 14 Aug 98

USAID Director CRAIG G BUCK Date
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USAID Blismess Fmance Agent Bank RecommendatIOn

STATUS AND QUALITY OF BF PORTFOLIO

PostBank BH DOO Sarajevo

Not applIcable The bank IS applymg for a BF Agency Agreement for the first tIme

QUALITY OF BF ORIGINATION

Not applIcable The bank IS applymg for a BF Agency Agreement for the first tIme

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Not applIcable The bank IS applymg for a BF Agency Agreement for the first tIme

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

Not apphcable The bank IS applymg for a BF Agency Agreement for the first tIme

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Not apphcable The bank IS applymg for a BF Agency Agreement for the first tIme

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

Not apphcable The bank IS applymg for a BF Agency Agreement for the first tIme

PROJECTED LOAN VOLUME

The bank's prOjectIOns for loan recommendatIOns to BF are unreahstIcally large
However, PostBank BH has dIstmct market and structural advantages that could make It an
Important source ofBF deal flow, partIcularly m small credIts FIrst, the bank's contract
WIth PTT gIves It an ommpresent dIstnbutIOn network WIth umque access to retaIl and
small-busmess users Second, the bank IS presently managmg a very small loan portfoho
and has excess Loan Officer capaCIty that could be tapped by BF

QUALITY AND SUFFICIENCY OF STAFF i" ..

OverView and Staffing

All credIts are handled by the bank's headquarters, WhICh IS staffed WIth four Loan
Officers WIth a loan portfolIo ofDM 5 1 mIllIon, there IS sIgmficant excess capaCIty that
could be tapped by the BF program As the bank IS new, most staff have been WIth
PostBank for less than one year, but three of the lendmg officers have 14-15 years of
expenence at other financIal mstItutIOns AddItIonally, staff members have attended
several BF trammg semmars
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USAID Busmess Fmance Agent Bank RecommendatIOn

SenIOr Management

Meetmgs were held wIth the followmg mdlvlduals

PostBank BH DOO Sarajevo

NAME

Enver Ibraglc
Nadza Muharemovlc
Klmeta Avdaglc
Not recorded

TITLEIPOSITION

General Duector
Director, Accountmg
Loan Officer
DIrector, OperatIOns

The General DIrector has httle expenence In bankIng, all of It acqUIred m hIS I 5 years
wIth PostBank He prevIously worked for the Mlmstry ofFmance and the PTT The
dIrector of accountmg has long expenence, but IS also relatIvely new to bankmg The
bank's credIt and forex staff and managers have sIgmficantly more bankIng expenence
than PostBank's semor management

The bank's assembly and board exert heavy mfluence on strategIC and operatmg Issues,
Includmg declSlons surroundIng the bank's pnvatIzatlOn The Board sometImes
announces deCISIons WIthout pnor consultatIOn WIth management Comments made by the
bank dIrector suggest that he may have httle more than ceremomal authonty at the bank

CredIt deCISIOns are made exclUSIvely by the bank's CredIt CommIttee, WIth no Board
mvolvement WhIle the General DIrector IS the PreSIdent ofthe CredIt CommIttee, he
follows the recommendatIOns of hIS LendIng Officers who appear to be competent
underwrIters The bank IS one of few active lenders to other finanCial mstitutIOns, and the
lendmg officer IntervIewed dIscussed clearly the Issues she analyzes pnor to extendmg
short-term loans to Bosman banks The bank presented copIes of ItS loan
recommendatIOns and credIt files

PostBank IS a young bank pOIsed for sIgmficant portfoho growth Total assets are 27
mllhon, mcludmg OMI0 8 mllhon m domestIC cash and cash eqUIvalents, DM 106
milhon In foreIgn bank depOSIts, and OM 5 1 milhon m loans These assets are supported
largely by OM 22 mIlhon m depOSIts, a figure that has mcreased 50 percent smce
December 1997 Total bank capItal stands at OM 4 6 mIllIon, or 17 percent of total assets
and 90 percent ofloans CapItal less proVISIOns IS DM 3 6 milhon GIven the bank's hIgh
hqUIdlty, It would greatly benefit from a treasury pohcy that maXImIzed returns on ItS cash
and cash eqUIvalents

The bank IS one offew that appears to be realIzmg the Interest rates It charges ItS
customers 1997 mterest mcome was OM I I ml1hon on a small average portfoho Non­
mterest mcome prOVIded 38 percent of revenues Expenses are hIgh, but not unusual for a
start-up bank bUIldmg capaCIty for future growth The bank's effiCIency ratio IS 87
percent

Pendmg full Implementation of the bank's retml strategy, PostBank has adopted a very
conservatIve approach to commercIallendmg The bank lends pnmanly to the PenSIOn
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Insurance Fund, typIcally on la-day terms wIth rates eqUIvalent to 2 2 percent per month
The bank IS also lendmg to selected commercIal banks, at 2-3 percent per month,
followmg specIfic pohcles that have forced the bank to drop some mstItutIOns as theIr
financIal condItIOns detenorated The bank had about DM 1 mllhon outstandmg to other
BF Agent Banks at the tIme of the on-sIte reVIew

The bank mhented DM 1 4 mIlhon of ItS present loans from a predecessor bank, Postanska
StedIOnICa These loans are all delmquent The largest IS a credIt of DM400,000, and
PostBank's specIal assets officer IS negotIatmg WIth thIS borrower-an eqUIpment
supplIer-to resolve hIS debts through barter The bank reports that all of the loans
orIgmated by PostBank Itselfwere claSSIfied as A or B on the officIal A through E scale

The bank's retaIl strategy has not yet been Implemented partly because the procurement of
a retaIl bankmg mformatIOn system IS not yet completed Presently, the bank uses a
SIemens server and a 20-PC LAN m ItS headquarters, through whIch mternal finanCIal
reports are generated on a regular schedule for the bank's management and board (The
bank IS presently decIdmg between bIds from DelOltte & Touche and PrIce Waterhouse
Coopers for an external audIt of ItS year-end 1997 and June 1998 financIals )

When the retaIl network IS launched, the bank plans to have dIrect on-hne transactIons m
the largest PTT offices (two m Sarajevo, and one each m other large towns) Other
markets would be covered by regIOnal on-hne centers mto whIch the smallest PTT offices
would report Two software provIders are m the best-and-final-offer stage, and the bank
expects the system to be rolled out to the largest PTT offices by the end of the year

OWNERSHIP

The bank's one shareholder, JP PTT BIH, recently transferred ItS shares to the MInIstry of
Fmance, m accordance wIth the law on prIVatIzatIOn DespIte the transfer of shares, PTT
contmues to exert heavy mfluence on the bank The Mmlstry of Fmance recently placed
two more PTT managers on the bank's board ofdirectors, a development that occurred
wIthout the prIor knowledge of bank management

Accordmg to bank management, the FBA exammatIOn revealed mterest-free loans the
bank had been obhged to make to PTT SImIlarly, PTT had pressured the bank to extend
guarantees wIthout paymg customary fees or provldmg securIty The PTT loans were
called followmg the exammatIon, and there IS no longer a credIt relatIOnshIp between PTT
and PostBank PTT contmues to keep large depOSIts at the bank

GIven the tenSIOns that have arIsen m the PTT-PostBank relatIOnshIp, management IS
eager for the bank to be pnvatIzed From management's perspectIve, the relatIOnshIp wIth
PTT must be maIntamed, but should be lImIted to mmonty ownershIp ("Ideally 20
percent") and the eXIstmg contract m WhICh PostBank has access to PTT offices and the
servIces ofPTT staff, m exchange for fees Management would hke to see other
shareholders control 80 percent of the bank However, management IS largely excluded
from pnvatIzatIOn decIsIOn makmg Such declSlons are controlled by the Board, on WhICh
PTT managers contmue to form an overwhelmmg maJonty
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BANK PRIVREDNA BANKA BIHAC DD

US SFOR (YIN) N

CANTONS UNA SANA

MUNICIPALITIES BIHAC

HEADQUARTERS BIHAC

Date jl4Aug981 ABRec# 12\

Ownership (%)

PrIvate 110 % j State I 90 %

E:ustmg Agency Agreement?

Yes Ix I No I

Number ofOutstandmg BF Loans 0

Balance on Outstandmg BF Loans 0

Range of Loan Sizes N/A
BF Market COHrage Una Sana canton (7 branches)
-Geographic

Number of Loans 60+da}s past due 0

Balance on Loans 6O+days past due 0

Owners holdmg more than 10 \ MINISTRY or FINANCE I 90%
2 2

percent of the bank and percentage 3 3
ounershlp

4 4
5 ~

6 6
7 7

RECOMMENDATION SUMMARY
Pnvredna Banka Blhac was founded m 1957 and Jomed the Pnvredna system as a branch m 1971 The bank has operated
mdependently ofPnvrednaiSarajevo since 1992 The bank has 8 branches m the Una Sana canton but no operatIons or clients
outside the canton

Una Sana canton IS not ehglble for USAID assistance The bank has no actIve loans m the BF program but remains eager to
act as a BF agent Seven credIt apphcatlons from Una Sana businesses have been submitted by the bank and rejected by BF
because of the locatIons of the apphcants Pnvredna Blhac staff partIcIpate actively In BF trammg semmars

PnvrednalBlhac took few assets and hablhtles m ItS spht from PnvrednaiSarajevo so the balance sheet IS small The bank
reports assets-after removal of frozen deposIts-of approxImately OM 20 4 mIllion of whIch the loan portfoho IS OM 162
mllhon An adequate exammatlOn ofloan quality IS beyond the scope of thIs review Cash and equivalents are approxImately 5
percent of total assets which are supported by a reported OM 9 8 mllhon m capItal

The bank systems and staff are adequate to service BF loans The applicatIon of Pnvredna Blhac IS recommended for approval
as the bank s agency will speed the start up of USAID aSSistance, Ifand when It IS extended to Una Sana

Recommended RestrIctIons on PartIcipatIOn
No lendmg In Una Sana Without exphclt USAID approval

Bank SelectIon Team Member Zan Northnp Date 14 Aug 98

BF ChIef of Party Bruce Spake Date 14 Aug 98

USAID Director CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

Pnvredna Banka Bllzac DD

Not apphcable BF has recommended no loans from Pnvredna Blhac, because compames
based In the bank's geographic market are not ehglble for USAID assistance

QUALITY OF BF ORIGINATION

Not apphcable BF has recommended no loans from Pnvredna Blhac, because compames
based In the bank's geographic market are not elIgible for USAID assistance

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Not apphcable BF has recommended no loans from Pnvredna Blhac, because compames
based In the bank's geographic market are not elIgible for USAID assistance

Not apphcable BF has recommended no loans from Pnvredna Blhac, because compames
based In the bank's geographic market are not ehglble for USAID assistance

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Not applIcable BF has recommended no loans from Pnvredna Blhac, because compames
based In the bank's geographic market are not elIgIble for USAID assIstance

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

Not applIcable BF has recommended no loans from Pnvredna Blhac, because compames
based m the bank's geographic market are not ehgible for USAID assistance

PROJECTED LOAN VOLUME

If Una Sana canton IS made ehgible for BF lendIng, the bank estimates It could produce
DM 8 mIlhon In bankable recommendatIOns m ItS first year as a BF agent, pnmanly m
smaller credits Management IndIcated It would provide the necessary staff and traInIng to
support this level oflendmg and servICIng Subsequently, the bank anticipates the abIhty
to produce DM 12 mIllIon per year In bankable recommendations
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QUALITY AND SUFFICIENCY OF STAFF

Overview and Staffing

Prlvredna Banka Blhac DD

ImtIally, m addItiOn to semor management, 3 staff members would be devoted to the BF
program The head of the long-term loan department attended the on-sIte reVIew meetmg
and appeared knowledgeable of the standards and cntena for BF lendmg He and two of
hIs lendmg officers have attended a number of BF trammg seSSiOns

Though the staffhave no hands-on expenence with BF credIts, they have managed a
number of loans funded through other credit programs The bank has 13 PCU loans for a
total ofDM 2 6 mIlhon, 25 TAC loans for a total ofDM 4 2 mIllIon, and 2 GTZ-funded
loans for a total ofDM 200,000

Semor Management

The General Duector was travelmg at the tIme of the on-Site reView, but meetmgs were
held with the followmg mdividuais

NAME

Salob Hadzic
Muhamed Talakic
ASim Sahhodzic
Not recorded

TITLEIPOSITION

Deputy General Director
Assistant General Duector (Fmance)
Manager, Long-Term Lendmg
Manager, InformatiOn Technology

The semor management have substantial bankmg expenence, all of it WIth Pnvredna
BIhac Staff m the credIt department are less expenenced, due to a management decisiOn
to hire (and tram) recent Umversity graduates, as opposed to mdlVlduals wIth past
expenence m lendmg to state-owned compames The managers explamed clearly the
bank's finanCIal SItuatiOn and plans for pnvatIzatIOn

Pnvredna/BIhac took few assets and lIabIlIties m ItS splIt from Pnvredna/Sarajevo, so the
balance sheet IS small The bank reports assets-after removal of frozen deposits-of
approxImately DM 20 4 mIllIon, of whIch the loan portfolIo IS DM 162 mIllIon Cash and
eqUIvalents are approxImately 5 percent of total assets, whIch are supported by a reported
DM 9 8 mIlhon m capItal

Most of the bank's depOSIts come from government sources Smce the separatIOn, the
bank has attracted over 3,000 household depOSits, but these amount to lIttle more than DM
1 mIllIon AddItIOnally, the bank has access to a small revolvmg credIt lme from an ItalIan
correspondent bank

GIven the scarCIty of lIabIlIty fundmg, the bank IS pursumg a plan to attract an addItIOnal
DM 6 mIllIon m capItal from a vanety of pnvate compames m the canton The bank. also
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reports potential mvestments from Bosman CItizens resIdent m Austna, Italy, and Turkey,
and from a company m Germany The bank's strategy m ItS capItahzatlOn and
pnvatIzatlOn plans, however, IS to prevent the control of more than 15% of the bank by any
one shareholder

An adequate exammatlOn of loan quahty IS beyond the scope of thIS review No earnmg
assets were created earlIer than 1995, as the bank. took no loans m Its separatIOn from
PnvrednalSaraJevo, and pursued only service-fee busmess dunng the war The bank
reports an 11% delmquency rate ThiS calculatIOn IS based on payments more than 90 days
past due, but only the past-due portIOn ofloan balances IS mcluded m the ratIo ThiS
suggests the capItal base would shnnk. substantially If appropnate wnteoffs were taken
The portfolIo IS extended pnmanly to trade, wholesale, retail, manufactunng, and wood
processmg firms Most credits are 30-90 days, and 59% of the portfolIo by value IS m
loans to state-owned firms

Branch operatIOns are restncted to consumer depOSIt/Withdrawal transactIOns, marketmg,
and aSSIstance to headquarters m relatIOnship management All credIt deCISions are made
at headquarters The bank's only mvolvement m consumer lendmg IS m a low volume of
commISSion loans

DUrIng the week of the on-site reView, the bank was launchmg a new mformatlOn system
that Will mtegrate fully Its branch operatIOns With those of headquarters The IT dIrector
was present for the on-site reVIew and explamed the new system, which IS PC based and
wIll operate over 35 contmuously open lInes

Fmanclal reports are generated for (and used by) management and the Board of DIrectors
on a fixed schedule, and as needed The bank has contracted With PrIce Waterhouse
Coopers for an mdependent external audit accordmg to lAS

OWNERSHIP .

Of 151 founders, 79 were prIvate firms Together, however, pnvate firms represent only
10 percent of the bank's ownership Shares of the 72 state-owned firms (90 percent of the
total ownership) were recently transferred to the Mlmstry of Fmance, m accordance WIth
the law on pnvatlzatlOn
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GENT BANK RECOMMENDA TION

BANK PRIVEDNA BANKA AD BRCKO

US SFOR (YIN) Y

CANTONS TUZLA-PODRINJE

MUNICIPALITIES
Brcko, PelagIcevo, Samac, Modnca,
BIJelJIlla, and Srpsko OrasJe

HEADQUARTERS BRCKO

Date !14AUg981 ABRec# 119

OWnerShIp (%)

PrIvate I0%" I State I 100%"

EXIstmg Agency Agreement?

Yes Ix I No I
Number ofOutstandmg BF Loans 0

Balance on Outstandmg BF Loans 0

Range of Loan SIzes 0
BF Market Co\Crage Brcko Pclaglccvo Samac Modnca,
GeographIc BIJcIJma, and Srpsko OrasJc

Number of Loans 60+davs past due 0

Balance on Loans 60+davs past due 0

I ODP BIMEl--S INTEREST OF DIRECTOR MARl--OVIC I 139%
Onners holdmg more than 10 2 ODP BIMAL INTEREST OF DIRECTOR MRANOVIC 2 130%
percent of the ban'" and percentage 3 3
ownershIp 4 4

~ ,

RECOMMENDATION SUMMARY
Based on Pnvedna Banka s cooperatIOn and the Bank s commItment to generatmg loans contmued particIpatIOn 10 the
USAID Busmess Fmance program IS recommended WIth condItIons The Bank s lIqUIdIty IS weak The Bank does not
appear solvent based on a capItal ratIo of 7% however the financIal mformatlOn presented for revIew was unaudIted and was
not presented 10 IMF format makmg appropnate analySIS difficult The Bank may benefit from pnvatlzatlOn depend109 on
how the Central Bank and the MInistry of Fmance deSign the process SpeCIfic restnctlons to safeguard BF assets are lIsted 10

the RestnctlOns section below

The Bank s management appears well tramed knowledgeable and commItted to operatmg a strong bank for the betterment of
the community They are very aware of expense control

The Bank IS located 10 Brcko 10 Northeastern BIH The trade area for thIS one office mstltutlOn located 10 the center of Brcko
IS Brcko, Pelaglcevo Samac Modnca, BIJelJma and Srpsko OrasJe The Bank would lIke to open lImited servIce branch
offices 10 ItS trade area 10 the next five years

Recommended RestrIctions on PartiCIpatIOn
Adequate and audIted financial mformatlOn mcludmg loan qualIty data on the Bank s own loan portfolIo should be requIred
from thiS agent bank as a condition ofpartlclpatmg 10 the BF program ThIS mformatlOn should be analyzed on an annual
baSIS and contmued partICIpatIon In the BF program should be evaluated annually

Close mOnItonng of complIance WIth the Agency Agreement s reqUIrement for tImely forwardmg of payments IS
recommended due to the Bank s lIqUIdity sItuation ThiS WIll probably reqUIre the addition of one support staff to the Tuzla
office as other banks m thiS area may reqUIre simIlar coverage

I

Bank Selection Team Member Date 14Aug98

Alfred DostIe

BF ChIef of Party Bruce Spake Ihtc

USAID DIrector CRAIG G BUCK Datc
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STATUS AND QUALITY OF BF PORTFOLIO

Pnvedna Banka Brcko

Pnvedna Banka AD Brcko (PB) IS relatIvely new to the BF program and has three (3)
loans m the plpelme None were dIsbursed as of August 10, 1998

QUALITY OF BF ORIGINATION

Based on dIScusslons WIth the BF Lendmg AssocIate, apphcatIOns and loan files are
consIdered acceptable m quahty

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Not applIcable

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

Not applIcable No dIsbursements made as yet

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Not applIcable No loans dIsbursed as yet

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS .

Not applIcable No loans dIsbursed as yet

PROJECTED LOAN VOLUME . .

PB projects that they WIll be able to generate 30 new loans for 5,000,000DM from
September 1998 to August 1999 For the same penod m 1999 to 2000 they project 50
loans for 10,000,OOODM These projectIOns are based on management's knowledge of the
loan demand m theIr trade area and mdIcatIOns they have receIved that BF IS launchmg a
small loan program Management mdIcated they would provIde staffing resources and the
trammg necessary to achIeve these levels of projected loan volume

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

The bank has thIrty-seven (37) employees Four (4) staff members are mvolved m the BF
Lendmg program - one lender and three support staff who work part tlme on the BF
program ThIS appears sufficlent for current and near term projected volumes of actlvIty

Semor Management
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Meetmgs wIth the General DIrector and key members of executIve and semor management
were held as part of the due dIlIgence process Management attendmg meetmgs

NAME

Nada PavlovIc
SolaJa Novak
Jelka AntIc
Gordana KosutIc
ZIvkoViC MiOdrag

TITLEIPOSITION

DIrector
Member of the Board of DIrectors
ChIef of Investment Sector
DIrector of Legal OperatiOns
Loan Officer

Management was very commItted to contmumg wIth the BF program Management
appeared knowledgeable m bankmg and m lendmg Ms PavlovIc dIrected the meetmg,
however, most persons attendmg contnbuted to the dIScussions

PB dId not provIde financIal mformatiOn m IMF format nor were audIted financIals ­
avmlable Internal financIal mformatIOn as of June 30, 1998 showed a marked mcrease m
total assets from 261 ,514,000Dm as of December 31, 1997 Total assets were
485,068,000 on June 30, 1998 CapItal mcreased from 2,742,1 OODm at December 31,
1997 to 3,419,400Dm Net profit after taxes was 23,401Dm for the year ended 1997 and
7,082 Dm for the penod endmg June 30,1998 The Bank IS probably mso1vent wIth a
70% total capItal ratIo

Based on dIScussIons and a phySIcal reVIew of the Bank's computer resources the current
system IS consIdered outdated The core system and eqUIpment IS not Year 2000
compatIble Management is makmg changes to upgrade ItS systems and provIde better
financIal reportmg Password access to systems IS used

Loan officers do not have lendmg lImIts All loans are presented to and approved m a
commIttee settmg Problem loans are revIewed by the Bank's counsel and the loan
commIttee for appropnate actiOn

The Bank operates out of one office located at KralJa Petra Prvog OslobodiOca 1 m the
center of Brcko The Bank's trade area mcludes Brcko, Peiagicevo, Samac, Modnca,
BIJeIJma, and Srpsko OrasJe LImIted servIce branch offices are planned for the future m
these areas

OWNERSHIP

The Bank's stockholder compames are State owned at thIS tIme They are awmtmg
pnvatizatiOn

300
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BANK PRIVREDNA BANKA DD SARAJEVO

US SFOR (YIN) Y

CANTONS SARAJEVO

CITY SARAJEVO

MUNICIPALITY SARAJEVO

Date 114 Aug 981 AB Rec # I 22

Ownership (%)

PrIvate 10% IState 1100 %

EXlstmg Agency Agreement?

Yes I Yes INo I
Number of Outstandmg BF Loans 9

Balance on Outstandmg BF Loans 4603000 DM

Range of Loan SIZe 19, 000 DM to 1 000 000 DM
BF Market Coverage

SaraJe\ 0 and BugoJno
-Geographic

Number of Loans 60+da}s past due 5 (to four borro\\ers)

Balance on Loans 60+da}s past due 2839000 DM

Owners holdmg more than 10
percent of the bank and percentage
o\\nershlp

1 MINISTRY OF FINANCE
2
3
4,
6

1 100%
2
3
4
5
6

RECOMMENDATION SUMMARY Formerly the largest bank In Bosnia Pnvredna Banka (PB) was divided
geographIcally Into several state owned mstltutIOns followmg the war ThIS recommendatIon concerns PnvrednalSarajevo
and ItS one remammg Integrated branch PnvrednaiBugojno Deal flow from Pnvredna has slowed SInce project mceptIOn
Seven of the bank's 9 BF loans were dIsbursed over a year ago However the bank's tenth loan has been approved and IS
presently awaltmg dIsbursement FIve ofPnvredna s early BF loans to four state owned firms are troubled Three more
recent loans are to pnvate firms and are already repaymg pnnclpal Of these two are current and one IS 60 days past due In
general BF staff belIeves Pnvredna IS too lentent on ItS state-owned borrowers, placmg a greater value on keepmg ItS
tradItIOnal clIents afloat than on ensurmg the qualIty of BF assets In some cases the bank has failed to dIsclose fully what It

knows about the condItIOn ofBF state-owned borrowers However no such reports eXIst wIth respect to the pnvate clients
Pnvredna has recommended ComplIance with BF procedures has been adequate despIte the bank s lack of liqUIdity there
are no reported cases of Pnvredna s mlshandlmg BF disbursements or repayments Management appears competent and the
bank s knowledge of accountIng procedures IS supenor to that of most banks evaluated Though skills m credIt analysIs are
deficIent the bank s staff IS expenenced In bankIng procedures and IS adequate m number to manage Pnvredna s BF
portfolIo Pnvredna IS finanCIally stretched and faces numerous structural Issues mcludmg both the unresolved dIstnbutIOn of
lIabilitIes to the Independent Pnvredna s and an uncertam outcome from pnvatlzatlon Given the abIlIty to protect
undIsbursed funds In a trustee account, the bank's hIstory of complIance wIth repayment procedures the Improvmg quality of
ItS recommendatIOns, and the cntlcal access the bank prOVIdes BF to the Bugojno market contInued BF agency IS
recommended

Recommended RestrIctions on PartiCipatIOn Require use of trustee account for future dtsbursements Offer in­
house training In BF credIt applIcatIOn and analysIs Exclude from recommendIng state owned clients or evaluate such
recommendatIOns wIth extra care even Ifthe USAID restnctIOn on such borrowers IS lifted

Bank SelectIOn Team Member
Thomas Chmehk
BF ChIef of Party Bruce Spake

USAID Director CRAIG G BUCK

Dale 14 Aug 98

Date 14 Aug 98

Date
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STATUS AND QUALITY OF BF PORTFOLIO

As of July 1998 PB has done nme (9) loans totalmg 4,603,000 DM PB has five (5) loans
that totaled 2,839,000 DM that were more than 60 days delmquent as of 7-22-98 ThIS IS a
60 86% delmquency ratIo based on the total volume of loans

A recently completed evaluatIOn of the loan portfolIo and loan ratmgs resulted m the
followmg

2 downgraded from 6 to 8 on loans totahng 990,600DM
1 downgrade from 7 to 8 on a loan totalmg 956,000DM
1 downgrade from 6 to 7 on a loan totalmg 1,000,000DM

Of the remammg 5 loans 3 were classIfied as 6 and 2 were classIfied as 5

The resultmg loan ratmg dIspersIOn was as follows

RATING #OF LOANS AMOUNT

5
6
7
8

2
3
1
3

1,330,000DM
950,000DM

1,000,000DM
1,946,600DM

The Downgrade mto the Loss category of"8" IS a substantIal amount The overall qualIty
ofthe portfolIo IS poor at best GIVen the current delmquency rate the entIre portfoho could
be classIfied an "8"

QUALITY OF BF ORIGINATION

Based on dIscuSSIOns WIth BF Lendmg ASSOCiates, apphcatlOns and loan files are
conSIdered acceptable However, the lendmg aSSOCIates felt the bank does not a very good
Job WIth the analySIS TheIr customers have outSIders to the busmess plans The speed of
processmg apphcatIOns IS sometImes slow

COMPLIANCE WITH; BF CLOSING REQUIREMENTS

Loan documentatIOn exceptIOns on BF loans mItIated by PB were mmImal Any Issues
WIth closmg have been rectIfied

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

DISCUSSIons WIth BF operatIOns, the Lendmg ASSOCIates and BF AudIt revealed no
sIgmficant concerns DIsbursements are made m a tImely fashIOn However, gIven the
finanCIal condItIon of the bank BF needs to momtor thIS very closely There are concerns
that PB could be lIqUIdated
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COMPLIANCE WITH BF MONITORING REQUIREMENTS

Based on a reVIew of the grades gIven for momtonng reports the overall quahty of them IS
average The bank does not do a good Job when analyzIng the loans on a quarterly basIs
AddItIOnal trammg In thIS area IS needed

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF operatIOns vOIced no concerns over the repayment performance of the bank DespIte
the financial posItIOn of the bank, customer payments are remItted In a timely fashIOn

PROJECTED LOAN VOLUME

PB prOjects that they will be able to generate 4 new loans for 2,500,000DM from
September 1998 to August 1999 For the same penod In 1999 to 2000 they project 5 loans
for 3,500,000DM

QUALITY AND SUFFICIENCY OF STAFF

OverVIew and Staffing

Four (4) staff members are dedicated to support the BF Lendmg Program - Two (2)
lenders and two (2) support staff

Semor Management

A meetIng wIth the ExecutIve Director and key members of semor management were held
as part of the due dIhgence process Management attendIng meetIngs

NAME

DordeZanc
Sahhovic Fend
Samir Lacevic

TITLE /POSITION

Deputy General Manager
ExecutIve Manager for EDP and MIS
AssIstant ExecutIve Manager InternatIonal DIV

An external-audltmg firm has not audIted the books of the bank They belIeve that the
financIal statements conform to InternatIOnal Accountmg Standards (lAS) They were
examIned by the Federal Bankmg Agency In 1997 and agreed wIth theIr findmgs
Management IS workIng on the Issues that were brought to theIr attentIOn The bank. does
have a separate mtemal audIt functIon and prepares reports to the Board of DIrectors on a
regular baSIS
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The finanCIal statements show total assets of 400,853,000DM as June 30, 1998, a decrease
of8,76l,000DM from December 1997 Included m total assets are frozen deposIts of
49,834,OOODM The correspondmg assets are funds frozen at the Central Bank of
51,362,OOODM When these are resolved the bank WIll have to absorb a loss of
1,528,OOODM Also, mcluded m total assets are loans made to state owned enterpnses that
were funded wIth loans from the government It IS proposed that 63% ofthese loans and
theIr correspondent lIabIlIty be wntten off After makmg these appropnate adjustments the
total Assets ofthe bank are 195,973,000DM

The loan portfolIo has decreased 9,475,000DM for the sIx-month penod endmg June 30,
1998 The maJonty of thIS decrease IS from short-term loans The bank has been actIvely
trymg to collect bad loans The loan loss prOVISIOn to total loan, excludmg those funded by
the government was 18 69% The delInquency ratIO as of June 30, 1997 was
approxImately 30% Consldenng the delInquency rate the allowance for total loans IS not
adequate at thIS tIme

DepOSIts have decreased 5,545,OOODM dunng the sIx-month penod endmg June 30, 1998
The loan to depOSIt ratIO, excludmg long term loans to state enterpnses funded by the
government loan and frozen depOSIts, IS 64%

Cash, mcludmg foreIgn assets, to total assets IS 13 75% Management IS mmdful of the
lIqUIdIty pOSItIOn and momtors It on daily baSIS

The bank's capItal mcludmg reserves to IS 46,399,000DM as of June 30, 1998 The capital
net of reserves to total adjusted assets IS 1906% Even With an additIonal wnte - down of
assets the capital levels for the bank IS adequate

Net mcome for the year endmg December 31, 1997 was 1,205,000DM Internal profit and
loss data for the penod endmg June 30, 1998 mdlcated net profit of 5l6,000DM The
bank's effiCIency ratIO has declIned from 80 40% to 81 78% for the SIX month penod
under reVIew Management IS bemg cautIOUS WIth the expense of the bank They are
lookmg at ways to cut addItIOnal expense The bank IS planmng to retrench approXimately
100 employees or 34% ofthe work force ThIS process should be completed by December
1998

Based on dISCUSSIons WIth management the bank has all systems computenzed However,
the systems are not networked ThIS IS a project that WIll be undertaken m the next 12
months The secunty on the system IS multI-level and passwords are reqUIred for all
employees

Loan officers do not have lendmg lImIts All loans are presented to approved by the loan
commIttee Also, loan ongmatmg from the branch must come to the head office for
approval

OWNERSHIP .

Pnvredna Bank Sarajevo IS 100% controlled by the State All shares have been transferred
to the Mmlstry of Fmance
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BANK PRIVREDNA BANKA DD TRAVNIK

US SFOR (YIN) N

CANTONS SREDNJOBOSANSKI

MUNICIPALITIES TRAVNIK

HEADQUARTERS TRAVNIK

Date 114 Aug 981 AB Rec # I20

Ownership (%)

PrIvate 137% I State 1 63%

EXlstmg Agency Agreement?

Yes Ix INo I
Number of Outstanding BF Loans I

Balance on Outstanding BF Loans 1711000DM

Range of Loan Sizes 711 000 DM to I 000000 DM
BF Market COHrage TravDlk BugoJno GomJI Val-uf DonJI Vakuf Vllez
Geographic Novi TravDlk Busovaca, FOJnlca and ZeDica

Number of Loans 60+days past due 0

Balance on Loans 6O+days Pdst due 0

Onners holding more than 10 I MINISTRY OF FINANCE I 63%
2 2percent of the bank and percentage
3 3onnershlp 4 4

RECOMMENDATION SUMMARY
Pnvredna Banka's Travnlk (PBT) ownership IS 63% state and 37% pnvate The bank IS headquartered In Travnlk The bank
has 3 branches In the following towns Busovaca, ZavidovlCI and Zepce
The financial statements have not been audited The bank IS currently In the process of selecting an auditing firm but Will
comply with the November 8, 1998 deadhne, at which time BF could have more confidence In the financial picture of the
bank However based on the informatIOn BF has at thIS tIme the financial conditIon of the bank IS marginal

The bank has developed a pnvatlzatlon plan that IS to be submItted to the MInistry of Finance for concurrence and approval
The plan calls for a capital mJectlOn of 5 000 000 OM They do not plan to open any new branches but have two branches In
Croatian Temtory they plan to re-opened The bank shows a total capItal pOSItIOn including reserves of 17,528 000 OM The
amount of reserves for bad loans IS 2,661 000 OM If the loan loss reserve amount IS not Included m the capital the capital to
asset ratIO IS 29 12% as of June 30 1998

For the penod ending December 31, 1997 the bank eamed 260 000 OM Expense control must be mOnitored closely The
bank's effiCiency ratIO was 85 78% for the penod ending December 31 1998 ThIS IS not an acceptable ratio and the bank
must take measures to reverse thIS trend Management dId acknowledge the problem and have a plan to reduce staff by 37%
The loan portfoho has decreased I 591,000 OM or 8 25% for the six-month penod under reVIew The delinquency rate as of
December 31, 1997 was 37 67% The loan loss allowance to total loans was 14 04% It appears that the bank has not
adequately prOVided for the problem loans m the loan portfoho

Based on PBT's performance In the BF lending program, geographic locatlon and the Bank's financIal condition continued
partICipation In the USAID Busmess Fmance program IS recommended With conditIOns and restnctlOns

Recommended RestrIctIOns on PartiCipatIOn

The financial conditIOn ofPBT must be mOnitored on a quarterly baSIS PBT IS to provide to BF quarterly financial statements
TheIr partiCIpation should be on a probatIOnary baSIS untIl such tIme their financial conditIOn has Improved

Bank Selection Team Member Date 14 Aug 98

Thomas Chmehk
BF Chief of Party Bruce Spake Date 14 Aug 98

USAID Director CRAIG G BUCK Datc

/
\(,~
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STATUS AND QUALITY OF BF PORTFOLIO

Pnvredna Banka Travlllk

As of July 1998 PBT has done two (2) loans totalIng 1,711,000 DM PBT has no loans
that were more than 60 days delmquent as of 7-22-98

A recently completed evaluatIon of the loan portfolIo and loan ratIngs resulted In the
follOWIng

1 downgrade from 6 to 7 on a loan totalIng 1,000,000DM
1 downgrade from 5 to 6 on a loan totalIng 711,000DM

The resultIng loan ratIng dIspersIOn was as follows

RATING

6
7

# OF LOANS

1
1

AMOUNT

711,000DM
I,OOO,OOODM

The downgrades to "6" and "7" are slgmficant The overall qualIty of the portfolIo IS
poor However, given the current delInquency rate It appears that most of the borrowers
are able to meet the payment schedules

QUALITY OF BF ORIGINATION

Based on dIScussIons With BF LendIng ASSOCiates, applIcatIOns and loan files are
conSIdered acceptable In qualIty Speed of processIng applIcatIOns IS sometImes slow

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Loan documentatIon exceptIOns on BF loans InItiated by PBT were mInimal Any Issues
WIth clOSIng have been rectIfied

DISCUSSIOns WIth BF LendIng ASSOCIates, and BF Audit revealed no slgmficant concerns
Disbursements are made m a tImely fashIOn and gIven the finanCial condition and lIqUIdIty
condItion of the bank there IS no need for concern

COMPLIANCE WITH BF MONITORING REQUIREMENTS

The overall qualIty ofthe momtonng reports IS generally good PBT has two loan officers
who are reqUIred to prepare the momtonng reports Typical of most momtonng reports
created by the Agent Banks, true analySIS IS sometimes lackIng But WIth addItIOnal
trammg they should be able to overcome thIS shortfall
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COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

Pnvredna Banka Travmk

BF operatIOns vOiced no concerns over the repayment performance of thIS bank The bank
has sufficIent lIqUId resources and does not need to hold BF's funds

PROJECTED LOAN VOLUME

PBT projects they WIll be able to generate 10 new loans for 3,000,000 DM from
September 1998 to August 1999 For the same penod m 1999 they project 10 loans for
3,000,000 DM Management has mdicated they would prOVIde staffing resources and the
trammg necessary to achIeve these levels of projected loan volume

QUALITY AND SUFFICIENCY OF STAFF

OvervIew and staffing

FIve (5) staff members are dedIcated to support of the BF Lendmg program - two lenders
and three support staff

Semor Management

As part of our due dIlIgence process a meetmg were held wIth the followmg mdlVlduals

NAME

Leko AlIJa
Ibnsimbegovic Sead
Zolota Izet
Isiamovic Abdulah
Germ AIda

TITLEIPOSITION

General DIrector
Deputy of General DIrector
DIrector of Department for Economy
DIrector of Accountmg
ChIef of CredIt Department

Management was very commItted to contmumg wIth the BF program Management
appeared knowledgeable of the program and was happy to see the loan SIze has been
decreased to 30,000dm ThIS WIll gIve It more opportumtIes to make loans to small
busmesses m Travmk

The bank IS m the process of selectmg and outSIde audItmg firm to audIt the books for
1997 and 1998

PBT's financIal statements showed total assets of49,429,000DM as of June 30, 1998
Included m these assets are frozen depOSIts at the NatIonal Bank of YugoslavIa (NBY)
totalIng 24,397,000 DM PBT has not receIved notificatIOn to transfer thIS amount
However, they expect to have thIS amount transferred by December 1998 When transfer
of such funds IS complete there WIll be a 2,049,000-DM loss from the transactIOn They
belIeve that thIS loss WIll have to taken by the bank Appropnate prOVISIOns have not been
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set aSide for thIS amount The government has given no assurances that It WIll make up the
loss

The loan portfolIo decreased 1,591,000 DM durmg the SiX months ended June 30, 1998
Total deposits have decreased 1,441,000 DM durmg the same penod The loan to deposit
ratio has mcreased to 338 83% as of June 30, 1998 ThIS ratio IS a functiOn of the frozen
deposits and Will not improve m the near future Cash to total assets, mcludmg foreign
cash, was 6 68% as of June 30, 1998 However, if the asset base were adjusted for the
frozen deposits the cash to asset ratiO would be 13 19% PBT IS very mmdful that It cannot
grow itS loan portfolIo wIthout growmg ItS deposIt base Off balance sheet lIabIlItIes were
neglIgible

The Bank's capItal mcludmg reserves was 17,528,000 DM as June 30, 1998 The total
capItal to assets ratiO, mcludmg reserves was 35 46% as of June 30, 1998 If PBT were to
adjust for the remammg frozen deposit the capItal to assets ratiO would be approximately
70%

-

Problem loans per the Bank's Agent Bank ApplIcatiOn were 7,265,365 DM at December
31, 1997 WhICh IS 37 67% of total loans The loan loss allowance to total loans was
1504% It appears the bank has not made a large enough provlSlon If the bank has to
make an addItional provlSlon this will adversely effect earnmgs

Net mcome for the year ended December 31, 1997 was 260,000 DM The bank's
efficiency ratiO for the penod endmg December 31, 1997 was 85 78% This is not a good
mdicatiOn of effectIve expense control Bank management acknowledged the sItuatiOn and
Said that they had a busmess plan that mcluded the retrenchment of37% of the workforce

The general ledger is the only system m the bank. that is currently computenzed They
have plans to computenze the rest of the operatiOns but will Wait untl1 new capItal IS
raised Branches are not onlme and mformatiOn IS receIved VIa fax or modem

All loans are brought to loan commIttee at head office for approval Semor Loan officers
do not have lendmg authonty The board IS mformed on all loans after they are made

OWNERSHIP

The state owns 63% and 37% IS controlled pnvately Of the pnvate ownership no one
mdividual controls more than 10% All state owned shares have been transferred to the
Mmistry of Fmance aWaItmg pnvatizatIOn
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PROMDEI BANKA DOO SARAJEVO

21 August 1998

IbrahIm DedIC
DIrector
Promdel Banka DOa Sarajevo
V1adImlra Skanca 8
Sarajevo

Re ApplIcatIOn for USAID Busmess Fmance program

Dear Mr DedIC

We did not receIve Promdel Banka' s applIcatIOn for renewal of particIpation m the
USAID Busmess Fmance program Accordmgly, Promdel Banka's partIcIpatIOn
pnvileges m the program termmate as of August 21, 1998

Should you wish to be consIdered as an Agent Bank for the Busmess Fmance program m
the future, you Will have to reapply for partIcipatIOn

Smcerely,
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24

0%*Private

El.lstmg Agency Agreement?

Yes No

Date

Ownership (%)

BANK
SAHINPASIC KOMERCIJALNA
BANKA DD SARAJEVO

US SFOR (YIN) Y and N see Cantons below

CANTONS
Sarajevo, Zemca-DoboJ, Neretva, Tuzla-
PodrmJe, Upper Dnna

MUNICIPALITIES Sarajevo, Tuzla, Zemca, Mostar, Gorazde,

HEADQUARTERS SARAJEVO

Number ofOutstandmg BF Loans 3

Balance on Outstandmg BF Loans 1400000DM

Range of Loan SIzes 300 OOODM to 700 OOODM
BF Market Coverage Sarajevo Zenlca Doboj NereMl, Tuzla PodnnJe
GeographIc Upper Dnna

Number of Loans 60+da)s past due 0

Balance on Loans 60+days past due 0

1 AIDA (SAHINPASIC) PECAR 139%
Onners holdmg more than 10 2 SENAD SAHINPASIC 236%
percent of the bank and percentage 3 ZLAT"'O PECAR 3 22)%
O\\nershlp 4 4

'i 5

RECOMMENDATION SUMMARY
Based on the Sahlnpaslc Komerccljalna Banka s (SKB) relatIve strength as a banking InstItutIOn In BIH Its terntonal
coverage throughout BIH the Sahlnpaslc famIly s financial means to support the Bank and the Bank s indicatIon that It Will
generate loans continued partICipatIOn In the USAID BUSiness Finance program IS recommended with condItIons The Bank
IS illtquld and solvency WIll pOSSibly have to be supported with an infUSion of capital In the future SpeCIfic restnctlOns to
safeguard BF assets are ltsted In the RestnctlOns" sectIOn below

Bank management IS conSidered capable

The Bank has offices In Sarajevo, Tuzla Mostar, Zenlca and Gorazde giVing It sIgnificant coverage throughout the
Federation The Bank s Main Office IS located at Tltova 29/1 In the center of the Sarajevo bUSiness dlstnct The Bank has
plans to build the largest banking faclltty In Sarajevo The new banking offices are being funded by a 10 000 OOODM loan
from Hlpo Bank - MUnich directly to the General DIrector of SKB SKB Will lease the building once It IS complete

Recommended Restrictions on PartiCipatIOn
Adequate financial informatIOn, including audited financial statements, should be reqUIred ThiS informatIOn should be
analyzed on an annual baSIS and continued partiCIpatIOn In the BF program should be evaluated annually Disclosure
reqUirements on inSIder loans mcluded m the Agency Agreement should be closely mOnitored for compliance

Close mOnltonng of compliance With the Agency Agreement s reqUirement for tImely forwarding of payments IS
recommended due to the Bank's liqUidIty sItuatIOn ThIS Will probably requIre the additIOn of one support staff to the
Sarajevo office as other banks In thIS area may require sImIlar coverage

Bank SelectIOn Team Member Date 14Aug98

Alfred Dostie

BF Chief of Party Bruce Spake I Date
i

USAID Director CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

SahmpaSIC KomerclJalna Banka (SKB) DD Sarajevo has produced only three (3) loans for
the BF program None ofthe loans IS overdue

A recently completed evaluatlOn of the loan portfolIo and loan ratmgs resulted m the
followmg

~ 2 downgrades from 5 to 6 on loans totalIng 900,OOODM

The resultmg loan ratmg dlsperSlOn was as follows

RATING

4
6

# OF LOANS

1
2

DISBURSED AMOUNT

300,000DM
1,lOO,OOODM

Whl1e two loans mltIated by the Bank were downgraded, performance IS typIcal for banks
m the BF program

QUALITY OF BF ORIGINATION

Based on dIscussIOns wIth BF Lendmg AssocIates and AudIt staff, apphcatlOns and loan
files are consIdered acceptable m quahty

COMPLIANCE WITH BF CLOSING REQUIREMENTS

There were no loan documentatiOn exceptIOns noted on BF loans ImtIated by SKB,
however, a report by BF AudIt regardmg one loan mdlcated that sIte VISItS should contmue
to venfy the eXIstence of the collateral once the machmery IS fully mstalled

DISCUSSIons wIth BF Lendmg AssocIates and BF AudIt mdlcated acceptable performance
m thIS area

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Momtormg reports are generally good qualIty per Lendmg AssocIates

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF OperatiOns vOiced no concerns over the repayment performance of thIS bank
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PROJECTED LOAN VOLUME

SKB projects that they wIll be able to generate 10 new loans for 6,000,OOODM from
September 1998 to August 1999 For the same penod m 1999 to 2000 they project 15
loans for 10,000,000DM Management mdlcated they would provIde staffing resources
and the trammg necessary to achIeve these levels of projected loan volume
Management's commItment to the BF program IS soft at best It appears the Bank wIll use
the BF program only when Its own resources for some customers are pressed or when
partIcular customers need the benefit of a lower mterest rate to meet cash flow projectIOns
The General DIrector was mIldly cntIcal of costs assocIated wIth the BF program, such as
WIre transfer fees for dIsbursements that she felt should be borne by the program She also
was concerned that most ofSKB's customers could not WaIt as long as SIX months for
approval of credIt

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

One lender and two support staff work part tIme on the BF credIts ThIs IS sufficIent for
the current volume and management stated addItiOnal staff would be prOVIded as needed

Selllor Management

Meetmgs wIth the General DIrector and key members of executIve and semor management
were held as part of the due dlhgence process Management attendmg meetmgs

NAME

AldaPecar
Azra Conc
EmmaConc
Medma Imamovlc
HldaJeta Sahmovlc
LeJla Pesto
Safeta ArnauthJa

TITLEIPOSITION

General DIrector
DIrector of Resources and Investments
DIrector - Currency
DIrector - OperatiOns and retaIl bankmg
Deputy Dlrector- Resources and Investments
Deputy DIrector - Accountmg
Loan officer - Admlmstrator USAID BF loans

Management was very knowledgeable m all aspects ofbankmg

SKB's financIal statements showed total assets of 16,016,000DM as of June 30, 1998, an
mcrease of 1,797,OOODM from the December 31, 1997 total DomestIc depOSIts mcreased
265,000DM durmg the same penod ForeIgn depOSIts mcreased 2,282,000DM ForeIgn
assets mcreased 2,154,000DM to 5,083,000DM The Bank has a foreIgn currency
exposure of 2,323,000DM as hablhtIes exceed assets m thIS category Loans to domestIc
depOSIts are 113% and mdlcate an IlhqUld condItIon at SKB LlqUld assets were 4 8% and
also SIgnaled hqUldlty problems Off balance sheet hablhtles were 1,500,000DM wIth
approxImately 30% covered by cash offsets
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The capItal ratio at June 30, 1998 was 17 1% ThIS level of capItal IS margmal consldermg
the complexIty of activIties and exposures affectmg the Bank

Although the Bank IS Ilhqmd and capItal IS consIdered margmal, the Sahmpaslc family
appears to be a group wIth substantial means to help the Bank The General DIrector, AIda
(Sahmpaslc) Pecar, obtamed a 1O,000,000DM loan from HipO Bank - Mumch ThIs
fundmg IS bemg used to build a new mam office for the Bank Mrs Pecar wIll lease the
bmldmg to the Bank when It IS completed HipO Bank of Mumch IS SKB's pnmary
corespondent SKB has a 1,000,000DM hne of credIt at HipO secured by a $5,000,000
Sahmpaslc famIly deposIt at HipO Mrs Pecar's brother IS a major stockholder of the
Bank and owns a senes ofbookstores and other busmesses throughout BIH Her husband
IS the other major stockholder and owns and operates Bosna Leasmg

Net mcome for the year ended December 31, 1997 was 23,000DM Internal profit and loss
data for the penod endmg June 30,1998 mdlcated net profit of 56,000DM pre tax
Problem loans per the Bank's Agent Bank ApphcatIOn were 100,000DM at June 1998
Total capItal was 2,743,000DM or 17% at June, 1998 and appears sufficIent to cover the
Bank's recent loan wnte offexpenence and overdue loan total These figures are
unaudIted and we dId not have the benefit of revlewmg the FBA report on thIS Bank due to
confidentIahty reasons

Based on dIScussIons wIth the mformatIOn technology manager and a phySIcal reVIew of
the Bank's computer center the current system IS consIdered adequate The core software
system IS not Year 2000 compatible, however, the newer hardware IS comphant
Management IS makmg software changes to upgrade ItS systems Standard password
access to systems IS used

Loan officers do not have 1endmg hmlts All loans are approved by the General DIrector
and subsequently ratified by the Board of DIrectors The Bank has a loan workout officer
to whom problem loans are transferred for appropnate actIOn Loans from the branch
offices are referred to the mam office for final approval

OWNERSHIP .

The Bank IS a closely held, famIly enterpnse For greater detail refer to the pnor sectIOn's
dIscussIOn of capItal adequacy
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US SFOR (YIN) N

CANTONS SARAJEVO

MUNICIPALITIES Sarajevo

HEADQUARTERS SARAJEVO

Date 114 Aug 98' AB Rec # I25

OWnerShIp (%)

Private I I State 1 100%

EXlstmg Agency Agreement?

Yes Ix INo I
Number ofOutstandmg BF Loans 0

Balance on Outstandmg BF Loans 0

Range of Loan SIzes 0 BF Market Coverage
Sarajevo and all of B.H

GeographIc
Number of Loans 60+da)s past due 0

Balance on Loans 60+days past due 0

I MINISTRY OF FINANCE I 100%
Owners holdmg more than ]0 2 2
percent of the bank and percentage 3 3
ownership 4 4

:> 5

RECOMMENDATION SUMMARY
SIpad Banka (SB) IS a state owned bank WhICh formerly serviced Slpad Group companIes throughout YugoslavIa The
Bank s expertise m lendmg to larger enterprIses may prove useful to BF once prIvatIzatIOn occurs and contmued partIcIpation
m the program IS recommended on that basIs The Bank appears to be In reasonable financIal condItion however Its future IS
clouded by the potentIal effects of prIvatIzatIOn on state owned banks

The Bank. s management appears knowledgeable and commItted to operatIng a sound bank. However management IS
concerned that the future of the Bank IS subject to forces beyond theIr control Management was also crItical of the BF
program for not lendmg to partIcular mdustry segments and for IImltmg lendIng to certam terntory The Bank. has not had a
good experIence with BF The only two loans submItted were denIed and there appears to have been an unfortunate
mIsunderstandmg between the Bank and BF regardIng areas of geographIc elIgIbility whIch has left the Bank. wondenng
about ItS relationshIp wIth BF

The Bank IS operatmg throughout BIH from Its on office m Sarajevo located at Trampma br 12/6 SB IS located on the fifth
floor of a newer bmdlmg

Recommended RestrictIOns on ParticIpation
None other than the standard conditIOns Included m the Agency Agreement for Trustee accounts for disbursements and for
submIssIOn offinancJaI mformatlOn In acceptable formats

Bank Selection Team Member Alfred DostIe Date ]4 Aug 98

BF Chief of Party Bruce Spake Date

USAID Director CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

Not ApplIcable The Bank has no loans approved or m the pIpelIne

QUALITY OF BF ORIGINATION

Not applIcable The Bank has no loans approved or m the pIpelIne

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Not apphcable The Bank has no loans approved or m the pipeime

Sipad Banka Sarajevo

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

Not applIcable The Bank has no loans approved or m the pIpelme

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Not apphcable The Bank has no BF loans

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

Not apphcable The bank has no BF loans

PROJECTED LOAN VOLUME

SB projects that they wIll be able to generate 5 new loans for 5,000,000DM from
September 1998 to August 1999 For the same penod m 1999 to 2000 they project 7 loans
for 7,000,000DM SB IS a State controlled bank and IS assocIated wIth the SIpad
consortmm of compames Management IS comfortable wIth lendmg to larger, mostly state
owned enterpnses and may be useful m lendmg to these compames once they are
pnvatlzed TheIr lendmg expertIse IS centered m the wood products and processmg
mdustry and m lendmg to larger orgamzatlons

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

The Bank has 17 employees wIth no plans for expanSIOn at thIS tlme The Bank IS waItmg
for a clear mdIcation of the dIrectIon of pnvatIzation m BIH pnor to commIttmg to a long
range strategy of expanSIOn The same staff makmg loans for the Bank's own portfoho
WIll work on any BF program loans
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Selllor Management

Slpad Banka Sarajevo

Meetmgs WIth the General DIrector and key members of executIve and semor management
were held as part of the due dIlIgence process Management attendmg meetmgs

NAME

Muhamed MahmutoviC
Veskovic EmIra
Kovac Olga
Osman KamarasevIc

TITLEIPOSITION

General DIrector
ASSIstant to the General DIrector
DIrector - CredIt
Counsel

The General DIrector was very frustrated WIth the BF program The Bank had spent a
sIgmficant amount of time workmg WIth two companIes preparmg applIcatIOns and both of
these were turned down as they were to enterpnses m the BIhac area Sipad Bank has not
submItted any applIcatIOns smce these first attempts The General DIrector mdicated they
knew that BIhac was not m BF's lendmg terntory at the tIme, but he stated the Bank was
encouraged to contmue the applIcatIOn process by BF staff who told hIm that terntory
would be open to financmg by the tIme the applIcatIons were completed

The other attendees at the meetmg supported the General DIrector's VIew that the BF
program was unresponsIve to the banks' and theIr customers' needs They dId make some
pOSItive suggestIOns among the complammg One suggestion was for better
commumcation to the Agent Banks of BF rule changes through frequent contact and
formal memos Another suggestion mvolved a pre-applIcatIOn reVIew by a BF Loan
ASSOCiate and the Bank ThIS would mclude an mitIaI SIte VISIt to the potential borrower's
busmess and a qUIck reVIew of financials to determme early m the process whether to
proceed WIth a full applIcatIOn ThIS latter suggestIOn appears to have some ment as It
could save everyone mvolved, BF and the banks and the prospective borrower, sIgmficant
tIme and effort

The General DIrector stressed the Bank's good workmg relatIOnshIp WIth the Sipad Group
and the temble Impact the war had on the Bank and on Sipad Group He felt that lendmg
to large mdustnes, such as Sipad, was cntIcal to a reVIval of the BIH economy

There was some paranOIa at SIpad Bank that BF for some unknown reason does not want
to work WIth the Bank The Bank's counsel read a lIst ofBF loans made to Sipad Group
enterpnses m BIH through other banks The ImplIcatIon was that SIpad Bank prOVIdes
most of Sipad Group's bankmg servIces and knows Sipad better than any other finanCIal
mstItutIon, yet the Bank was not mcluded m the credIt process

It IS unlIkely that Sipad Bank WIll be an active Agent Bank m the near future due to the
above mentIOned Also, the Bank IS not certam of the evolvmg process of pnvatIzatIOn
Agam, there was some paranOia that the BIH government WIll stnp away some of Sipad
Bank's assets, espeCIally some off balance sheet values m the RS and some mvestments
SIpad Bank had m other banks The General DIrector stated that the future of the Bank
was uncertam and a dIrectIon could not be set untIl greater certamty was assured
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FINANCIAL CONDITION, SYSTEMS AND INTERNAL CONTROL

The Bank. had a relatIvely "clean" balance sheet All valueless assets have been cleared
from the balance sheet and appropnate provISIons for pOSSIble loan losses have been
created SB's submIsSIOn to FBA regardmg Its loan gradmg and loan loss provISIOns
related thereto was reVIewed The Bank. appears to have adequate loan loss prOVISlOns
The FBA report showed a loan loss prOVlSlon requIred of 912,000KM Total capItal and
reserves at June 30, 1998 were 4,747,000KM

Total assets were 6,404,000KM as of June 30, 1998, a decrease of 655,000KM from the
December 31, 1997 total DepOSIts mcreased 324,000KM durmg the same penod The
Bank has over 65% capItal to total assets and loans are obvlOusly funded from these funds
A loan to depOSIt rate IS not meanmgful m thIS CIrcumstance Off balance sheet liabIlitIes
m the form of guarantees were 1,500,000KM

Net mcome for the year ended December 31, 1997 was 114,000KM Internal profit and
loss data for the penod endmg June 30,1998, mdlcated a pre tax profit of206,000KM

The General DIrector has a lendmg authonty of 10,000Km In practice he rarely approves
loans Larger loans are approved by a Three (3) member lendmg commIttee

Based on dlscusslOns and a phySIcal reVIew of the Bank's computer resources the current
system IS conSIdered adequate The core system and eqUipment IS not Year 2000
compatIble Management has not made plans to upgrade ItS systems as they are awaItmg
pnvatIzatlOn mstructIOns before proceedmg WIth any capItal expenditures IndIVIdual
databases for loans, depOSIts, and foreIgn exchange are mamtamed on separate PCs The
accountmg system IS on a stand alone PC

Slpad Banka was a "company bank" provIdmg servIces to the Sipad Group of compames
throughout the former YugoslaVia

OWNERSHIP' . . .

The Bank IS 100% state owned
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BANK
SREDNJOBOSANSKA BANKA DD

KISELJAK

US SFOR (YIN) N

CANTONS SARAJEVO - ZENICAIDOBOJ

MUNICIPALITIES KIselJak, FOJmca, Kresevo

HEADQUARTERS KISELJAK

Date 114AUg 98! ABRec# 126

Ownership (%)

PrIvate 1100%*1 State I0 %*

EXlstmg Agency Agreement?

Yes I I No Ix
Number of Outstanding BF Loans 0

Balance on Outstanding BF Loans 0

Range of Loan Sizes 0
BF Market COHrJge

h.lseIJaJ.. FOJDlca. h.rcscvoGeographic
Number of Loans 60+da}s past due 0

Balance on Loans 60+da)s past due 0

1 h.OVPROMET h.RESEVO 124%

Onners holding more than 10 2 ASFALT CESTE GOJEVICI FOJNICA 220%
3 CALTEI-..S I-..RESEVO 3 12%percent of the bank, and percentage
4 INTERIJER h.ISELJAI-.. 4 12%onnershlp
) VENCO COMMERCE h.ISELJAh. ) 10%
6 BRAJI-..OVIC COMMERCE I-..ISELJAh. 6 10%

RECOMMENDATION SUMMARY Srednjobosansh.a Banh.a IS a new apphcant to the BF lendIng program
Based on the Bank's ablhty to augment capItal ItS positive hqUldIty, the quahty of ItS management, ItS locatIon In Central
Bosnia and ItS commItment to generating loans for BF particIpatIOn In the BF program for SB IS recommended CondItIOns
related to participatIOn In the program are discussed In the RestrIctIOns section of this report

The Bank s management appears well trained h.nowledgeable and committed to operatIng a strong banI...

The Bank IS operating pnmanly In KlselJah. FOJmca and Kresevo The Bank plans for cautIous e....panslon southward as Its
customer base In the area Increases The BanI... s management IS also Interested In an affihatlon with foreign banh.s

If chosen to partICIpate In the BF program the DIrector stated he would hh.e to have a formal teleVised SIgnIng In hlseljah. He
WIll arrange for teleVISIOn coverage for all of Central Bosma He Intends to marh.et the BF program VIa teleVISion advertISIng
hlghhghtIng the formal sIgnIng ceremony
Recommended RestrIctIOns on PartiCipatIOn
A clause requIrIng dIsclosure of BosnIan versus foreign ownership of the BanI... should be Inserted In the Agency Agreement
Srednjobosanska Banka should be reqUired to disclose proposed changet> In ownership that mIght lead to the Bank becomIng
a pnmanly foreign owned institutIOn

The Agency Agreement should also Include a requirement for submISSIOn to BF ot audited finanCIal information on an
annual baSIS

Bank SelectIOn Team Member Alfred Dostie Date 14 Aug 98

BF Chief of Party Bruce Spake Dale

USAID Director CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

Not Apphcable The bank IS applymg for Agent Bank status

QUALITY OF BF ORIGINATION

Not apphcable The bank IS applymg for Agent Bank status

Srednjohosanska Banka KIseljak

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Not applIcable The bank IS applymg for Agent Bank status

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

Not apphcable The bank IS applymg for Agent Bank status

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Not applIcable The bank IS applymg for Agent Bank status

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

Not apphcable The bank IS applymg for Agent Bank status

PROJECTED LOAN VOLUME '

SB projects that they wIll be able to generate 10 new loans for 5,000,000DM from
September 1998 to August 1999 For the same penod m 1999 to 2000 they project 20
loans for 10,000,000DM These proJectlons are based on management's knowledge of
then trade area and plans to expand the portfolIo Management mdicated they would
prOVIde staffing resources and the trammg necessary to achIeve these levels of proJected
loan volume

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

The Bank has 13 employees The PreSIdent IS movmg cautlously mto any expanSIOn and
IS attemptmg to open new avenues for capItal augmentatlon to margm any growth Staff
WIll be added to achIeve the Bank's expanSIOn plans mto other geographIC and lendmg
sectors
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SenIOr Management

Sredlljobosanska Banka Klseljak

A meetmg WIth the General DIrector and the Deputy DIrector was held as part of the due
dIlIgence process Management attendmg meetmg

NAME

Ivaca Trava
Ivan Protruder

TITLEIPOSITION

DIrector
Deputy DIrector and pnmary lender

Mr Trava IS an expenenced banker and spoke of efforts to mcrease capItal He stated that
the Bank IS seekmg a merger of equals WIth banks m the Croat controlled areas of
Hercegovma Three foreIgn banks are bemg approached for a pOSSIble mfusIOn of
10,000,000DM m capItal or to prOVIde debt eqUIty He mdIcated that a large German bank
IS mterested m SB as a means to faCIlItate the purchase oflarger enterpnses by some of the
German bank s commercIal clIents Specifically, the German bank's clIents are mterested
m the power generatmg company m Tuzla Per the DIrector the German bank's clIent IS
MedIa FIlm Trade, a finance and trade company

The DIrector was very commItted to usmg the BF lendmg program He saw It as a means
of better servmg hIS trade area m Central Bosma, smce It would proVIde the potentIal for
larger loans to customers SB's largest loan thus far was a 300,000DM faCIlIty

•
FmancIaI statements m IMF format were not available An EnglIsh language verSIOn of an
lAS style, shortened finanCIal statement was aVaIlable ThIS IS the mformatlOn that IS
bemg presented to potentIal eqUIty mvestors m the Bank The Bank IS also contractmg for
an outSIde audIt to support Its efforts to attract foreIgn and domestIc capItal

Total assets were 21 ,225,000Kuna as of June 30, 1998, a decrease of 430,000Kuna from
the December 31, 1997 total Cash to total adjusted assets was 146% at 12-31-97 and
10% at 6-30-98 Off balance sheet lIabIlItIes m the form of guarantees were 200,000DM

Net mcome for the year ended December 31, 1997 was 49,000Kuna Internal profit and
loss data for the penod endmg June 30,1998 mdIcated net profit of 39,000Kuna The total
capItal to adjusted assets ratIO was 43% at June 30, 1998 The capItal does not mclude an
off balance sheet value of600,000-700,000DM, as estImated by the DIrector, fOfan
asphalt plant taken by the Bank m foreclosure Per the DIrector the Bank now owns a 70%
mterest m the asphalt plant

No overdue loans were lIsted m the Agent Bank ApplIcatIOn

No lendmg lImIts are accorded to the DIrector or hIS Deputy All loans are reVIewed and
approved by the shareholders on a pro rata baSIS to theIr ownershIp wIth a 15% maXImum
vote for anyone shareholder A two-thIrds maJonty IS needed to approve a loan
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The Bank.'s record keepmg system IS entIrely manual and appears sufficIent for the current
level of activIty Dunng our VISIt no customers were noted m the lobby and the Deputy
DIrector was not workmg on any loans per our observation A walk through of the Bank's
bookkeepmg and accountmg processes was done Seven employees were questioned
about theIr functIOns All seven, especIally the accountant and a very competent elder
assIstant, were very knowledgeable of proper bookkeepmg practices The Bank mtends to
modernIze ItS system and purchase mIcrocomputers only when transactIOn volume
warrants No mIcrocomputers of any sort were observed dunng the walkthrough

SB was founded de novo m July, 1994 to serve the commumtIes of Klselpk, Kresevo, and
FOJmca The DIrector noted that the Bank sees Its future as movmg more towards domg
busmess m the Sarajevo Canton rather than Zemca-DoboJ Canton He noted that he IS
more famIlIar WIth busmess condItions m Sarajevo Canton and he noted It IS more
contIguous to the Bank's current trade area than other populated areas

OWNERSHIP

OwnershIp IS concentrated m eIght owners These owners also serve as the Board of
DIrectors and the Loan CommIttee of the Bank The Bank IS 100% pnvatelv owned per
the DIrector None of the shareholders nor theIr compames are state owned m any manner
per the DIrector

AddItIOnal capItal IS bemg sought so the Bank can expand Its lendmg actiVIties and
faclhtate foreIgn mvestment m Bosman companIes seekmg capItal The Bank e'\.pects a
large volume of such busmess through ItS connectIOns with German banks

40f4
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BANK TRGOVACKA BANKA DD VISOKO

US SFOR (YIN) Y (Branches)

CANTONS Central Bosma and Zemca-DoboJ

MUNICIPALITIES VIsoko, FOJImca, Vares

HEADQUARTERS VISOKO

Date 114AUg 9S! ABRec# 127

OWnerShIp (%)

PrIvat~ 79% IState 1 21 %

EXIstmg Agency Agreement?

Yes Ix INo I
Number ofOutstandmg BF Loans I

Balance on Outstandmg BF Loans IS,100DM

Range of Loan Sizes Not applIcable BF Market Coverage
VISO"O FOJlnlca Vares Breza kal,.anJ OlovoGeographiC

NumberofLoans 60+da)s past due 0

Balance on Loans 60+days past due 0

I GACAN MENSUR I 1049%
O\\ners holdmg more than 10 2 MUJEZINOVIC DZEVAD 2 1049%
percent of the bank and percentage 3 MUJEZNIOVIC ALMEIDA 3 1049%
o\\nersblp 4 SULEJMANOVIC AVDIJA 4 1049%, ,

RECOMMENDATION SUMMARY

Trgovacka Banka DO Vlsoko appears finanCially stronger than Its peers and IS located m a deSIred area ofBF loan expansIOn
Management was very knowledgeable Also management expressed an mterest 10 becommg more mvolved m the BF
program Accordmgly contmued partIcIpatIOn m the USAID Busmess Fmance program IS recommended

The Bank operates offices 10 Klsovo FOJmlca and Vares Future plans are for expansIOn mto the Sarajevo and Mostar
market areas A new malO office buIldmg IS bemg constructed 10 the center ofVlsoko The Bank currently leases space man
office bUlldmg on the outskIrts of the city at Musala 21

Recommended RestrIctIons on PartICipatIon
Adequate finanCIal mfonnatlOn mcludmg audited finanCial statements should be reqUIred to monitor the Bank s condItIOn
ThIs mfonnatlOn should be analyzed on an annual basIs and contmued particIpatiOn m the BF program should be evaluated
annually

Bank SelectIon Team Member Date 14 Aug 98

Alfred DostIe

BF ChIef of Party Bruce Spake Date

USAID DIrector CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

Trgovacka Banka Vlsoko

Trgovacka Banka (TB) DD Visoko was assIgned one BF loan from the failed HIppO Bank
ThIS loan IS paid current

A BF AudIt evaluatIOn of the loan portfolIo and loan ratmgs conducted m July 1998
resulted m the followmg

» 1 downgrade from a 5 to a 6 on the loan totalmg 500,000DM Amount
shown IS the orIgmal dIsbursed amount

QUALITY OF BF ORIGINATION

Not applIcable Loan was orIgmated by HIppO Bank and subsequently transferred to
Trgovacka Banka

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Not applIcable Loan was orIgmated by HIppO Bank and subsequently transferred to
Trgovacka Banka

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

Not applIcable Loan was orIgmated by HIPPO Bank. and subsequently transferred to
Trgovacka Banka

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Momtormg reports appeared acceptable

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF operatIons vOIced no concerns over the repayment performance of thIS bank

PROJECTED LOAN VOLUME , .

TB prOjects that they WIll be able to generate approxImately 20 new loans for 2 to
3,000,000DM from September 1998 to August 1999 For the same perIod m 1999 to 2000
they project over 20 loans for 3 to 4,000,000DM Management mdicated they had
experIenced staffing resources aVailable to meet these levels of projected loan volume
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QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

Trgovacka Banka Visoko

Two lenders and general support staff are desIgnated to work on the BF credIts A
walkthrough performed dunng the on sIte VISIt revealed that the bank IS usmg
sophISticated credIt reVIew software for analysIs of borrower financial mformatIOn A
department of two people performs such analyses on all loans submItted It appears that
the Bank IS appropnately structured to properly analyze and book loans

SenIOr Management

The General DIrector and the Deputy DIrector were on vacatIOn dunng the sIte VISIt
Meetmgs were held wIth key members of executIve and semor management as part of the
due dIlIgence process Management attendmg meetmgs

NAME

ZeceVIc Zmmda
LImo Amra
BuncAmma
ZUkiC Adnan

TITLEIPOSITION

DIrector of Legal
InternatIOnal Department Manager
DIrector of Bookkeepmg
Loan analysIs

Management appeared very knowledgeable m theIr partIcular aspects of bankmg Amra
LImo IS head of the International Department and also head of the Loan CommIttee She
was partIcularly ImpreSSIve m her understandmg of the Bank and bankmg m general

TB's finanCIal statements showed total assets of7,079,OOODM as of June 30, 1998, an
mcrease of 1,224,000DM from the December 31, 1997 total Domestic depOSIts mcreased
1,217,OOODM dunng the same penod ForeIgn assets decreased 151,000DM, however,
the Bank has no foreIgn lIabIlItIes shown on the books Exposure to foreIgn currency
fluctuatIOns IS mSIgmficant FIxed assets mcluded amounts recently spent to refurbIsh an
older bUIldmg m the center ofVlsoko Once completed thIS locatIOn WIll be the
permanent headquarters of the Bank The Bank currently occupIes leased space on the
outSkIrtS ofVlsoko Loans to depOSIts were 152% at June 30, 1998 CapItal accounts
totaled 3,609,000DM LIqUId assets were 5 7%, whIch appeared suffiCIent for the level of
depOSIts held Off-balance sheet lIabIlItIes were neglIgIble Guarantees were covered by
cash offsets

Net mcome for the year ended December 31, 1997 was 64,000DM Internal profit and loss
data for the penod endmg June 30,1998, mdlcated a pre tax profit of 53,000DM No
problem loans were lIsted on the Bank's Agent Bank ApplIcatIOn and no loans were
wntten off dunng 1996 and 1997 and for the first half of 1998 These figures are
unaudIted and we dId not have the benefit of revIewmg the FBA report on thIS Bank due to
confidentialIty reasons

Based on a walkthrough and dISCUSSIOns WIth management the Bank's computer systems
need upgradmg Management IS plannmg to upgrade Its systems once the move to a new
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facIlIty IS made later thIS year Accountmg uses a basIc purchased software package
SubsIdIary ledgers for loans and deposIts are mamtamed on Excel spreadsheets developed
m house The ForeIgn exchange record keepmg and calculatIOns are done usmg purchased
software The credIt analysIs software IS a package developed for CroatIan banks and
provIdes all the elements for financial statement analysIs Although basIc, the systems smt
the current level of actIvIty m the Bank Personnel appeared very computer lIterate

Loan officers do not have lendmg lImIts All loans are approved y a three member Lendmg
CommIttee

The Bank was formed m December 1993

OWNERSHIP

The Bank IS pnmarily pnvately owned State owned compames account for
approxImately 22% of the ownershIp, but these are bemg pnvatIzed The Bank has also
Issued non-votmg Preferred Stock wIth a predetermmed 14% dlVldend rate ThIS form of
CapItal amounts to only 50,OOODM, however, It shows the creatlVlty of the Bank's
management m attractmg capItal The Bank mtends to Issue more common stock m the
future as part of ItS growth strategy

40[4
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BANK TUZLANSKA BANKA DD TUZLA

US SFOR (YIN) Y

CANTONS TUZLA-PODRINJE

Tuzla Banovlcl, Brcko, CelIc, Gracamca,
MUNICIPALITIES KaleslJa, KladanJ, Lukavac, Srebemk, and

ZlvllllCe

HEADQUARTERS TUZLA

Date I 14 Aug 98 1 AB Rec # I 28

OWnerShIp (%)

PrIvate I 83 21 Io/~ State I 16789%"

EXIstmg Agency Agreement?

Yes Ix I No I
Number of Outstandmg BF Loans 20

Balance on Outstandmg BF Loans 12842 lOOOM
Tuzla Banovlci Brd..o Cehc GracaDlca Gradacac

Range of Loan Sizes 220 OOOOM to 1 4000000M
BF Marl..et Coverage

"-aleslJa "-ladanJ Lul..avac Nad Tuzla SrebeDll..Geographic
AndZlvlDlce

Number of Loans 60+days past due 6

Balance on Loans 60+days past due 594l3000M

1 NO SHAREHOLDER OWNS MORE THAN 8% 1
O\\ners holdmg more than 10 2 2
percent of the banI.. and percentage 3 3
ownership 4 4

) 5

RECOMMENDATION SUMMARY
Based on Tuzlanska Banka s perfonnance m the BF lendmg program and the Bank s commItment to generatmg further loans
contmued partIcIpatIOn m the USAID Busmess Fmance program IS recommended wIth conditIons Suggested restrictIOns are
hsted below Overall TB has perfonned acceptably m the program and IS one of the top producers of loans In general TB
meets most of tts commItments for reportmg and the quahty of applicatIOns and mOnItormg IS conSidered acceptable The
Bank appeared solvent based on our reVIew, however we did not have the benefit of the FBA exammatlOn results and these
could dIsclose adverse conditIOns
TB was a fonner State bank and has operated m the Tuzla-PodrlnJe Canton for over 100 years The mam office of the ban\.. IS
located In a large reasonably modem bUlldmg on a major avenue Marsala Tlta 34 m Tuzla The Bank's market area covers
11 mUnIcIpahtles m northeastern BOSnia Branch offices are located m BanOVlCI Brcko Cehc GracanIca Gradacac Kaleslja
Kladanj Lukavac SrebrenIk ZIVlnICe, Nad Tuzla Lendmg to local companies mvolved m the chemIcal and energy IS the
primary non BF busmess of the bank

Recommended RestrIctions on ParticIpation
Durmg the mtervlew process, management dIsclosed loan apphcatlon fees of 300DM are charged on all loans mcludmg BF
loans The BF pOSitIOn regardmg loan apphcatlon fees was explamed to the Bank's lendmg management Incorporatmg a
clear statement regardIng the prohibitIon agaInst chargIng apphcatlon fees on BF program loans m the renewal Agency
Agreement for thIS Bank may be adVisable

AddItIOnally, the Bank's management stated emphatically that loans are not made to dIrectors or to companies controlled by
dIrectors of the Bank No mstances of such conflicts of mterest were found The review dId mdlcate that loans were made to
companies that have an ownershIp Interest m the bank BF should mOnitor such actIVIty at thIS Bank

Bank SelectIon Team Member Datc 14 .\ug 98

Alfred Dostle,Thomas Chmehk, Zan Northnp

BF ChIef of Party Bruce Spake Datc

USAID DIrector CRAIG G BUCK Datc



116

USAID Blismess Fmance Agent Bank RecommendatIOn

STATUS AND QUALITY OF BF PORTFOLIO

TlIzlanska Banka Tuzla

Tuzlanska Banka (TB) has been one of the more active participants m the BF program
TB had eighteen (18) loans active m July 1998 for a total of 15,666,000DM Of these SiX
(6) totahng 5,941,300 were 60 or more days overdue as of August 5, 1998 This is a 46%
overdue ratiO based on dollar volume of loans

A BF Audit evaluatiOn ofthe loan portfolio and loan ratmgs conducted m July resulted m
the followmg

);> 3 downgrades from 5 to 6 on loans totaling 3,525,000DM
);> 1 downgrade from 5 to 7 on a loan totahng 600,000DM

The resultmg loan ratmg dispersiOn was as follows

RATING

4
5
6
7

#OFLOANS

3
5
7
3

DISBURSED AMOUNT

4,240,000DM
4,200,000DM
5,395,000DM
1,831,000DM

TB's loan ratmg dispersiOn is typical of banks m the BF program

QUALITY OF BF ORIGINATION

Based on discussions with the BF Lendmg Associate, applicatiOns and loan files are
conSidered acceptable m quahty

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Loan documentatiOn exceptiOns on BF loans imtiated by TB were hsted on three (3)
loans The exceptions were pnmanly a failure to properly register mortgage liens These
are reportedly bemg remedied

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

DiScussions with the BF Lendmg ASSOCiate and BF Audit revealed no issues related to
disbursements

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Momtormg reports are generally on time and contam the requested mformatiOn Typical
of most momtormg reports created by the Agent Banks, true analysis is sometimes lackmg
The Bank received an average score of2 15 on BF's 5 pomt scale for momtonng reports
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COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

Tuzlanska Banka Tuzla

Other than the overdue sItuatIOn noted earlIer m thIS report, BF repayment reqUIrements
are generally bemg met BF operatIOns vOIced no concerns over the repayment
performance of thIS bank nor were there any negatIve audIt Issues

PROJECTED LOAN VOLUME

TB projects that they wIll be able to generate 25 new loans for 12,000,000DM from
September 1998 to August 1999 For the same penod In 1999 to 2000 they project 30
loans for 15,000,000DM Management IndIcated they would provIde staffing resources
and the traInIng necessary to achIeve these levels of projected loan volume

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

NIne (9) staff members are dedIcated to support of the BF Lendmg program An
addItIOnal three (3) are bemg conSIdered to achIeve the projected loan volume mentIOned
above Per the BF Lendmg ASSOCIate addItIOnal resource IS needed for collectIOn activItIes
at TB

Selllor Management

MeetIngs With the General DIrector and key members of executive and semor management
were held as part of the due dilIgence process Management attendIng meetmgs

NAME

Abdurahrnanovic Muharem
Hasanovic Dzemal
OlIc DIJana
TOpCIC RaJka

Dzafic Jusuf
GaJIc Tatjana

TITLEIPOSITION

General Director
Deputy General Manager
Department Manager for Credit Approval
Semor Executive Consultant
of General Manager
ASSIstant General Manager
Department Manager for Legal AffaIrs

Management was very commItted to contInuIng WIth the BF program Dljana OlIc
personally delIvered the applIcatIOn to BF on the date due and a short meetmg was also
held at that tIme

TB showed total assets of309,438,000DM as ofJune 30, 1998 ThiS was adjusted for
frozen depOSIts at the NatIOnal Bank of YugoslavIa resultIng In a truer pIcture of the
Bank's balance sheet pOSItIOn Adjusted assets were 53,000,OOODM Total capital was
42,815,OOODM The Bank declIned to proVIde the reviewers WIth a copy of the FBA
report VenfyIng the solvency of TB was ImpossIble WIthout the FBA eXamInatIOn results
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on non BF loans made by the Bank TB mdicated m the applIcatIOn that delInquent loans
totaled 9,010,000 at June 1998 The amount of loans wntten off dunng this same penod
totaled 1,470,000 A 100% loss of the total overdue figure of 9,01 O,OOODM would not
result m an msolvent bank, however, hqUIdity would be adversely Impacted from the
declme m cash flow

Based on diSCUSSIOns With management core data systems offer basIc reportmg They are
not currently Year 2000 compatible Management IS aware of the need to make necessary
changes to ItS systems Executive mformatIon m the form ofconcise reportmg for
managmg the Bank needs enhancement Standard password access to systems IS used With
the exceptIOn that passwords are changed every ten days This IS far more ngorous a
standard than m western systems

Loan officers do not have lendmg lImits, however, all loans are presented to and approved
m a committee settmg Branch offices have similar committees but are hmited to smaller
loans Nmety percent (90%) ofloans are approved at the mam office of the Bank located
at Marsala Tita 34 m Tuzla

OWNERSHIP

Although the Bank. hsts ownership as pnmanly Pnvate, The Mmistry of Fmance (MF) and
several state owned companies own stock. m the bank TB management mdlcated that all
such compames are m process of bemg pnvatIzed Also, management mdIcated that the
MF ownership was less than 2%
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USAIDIBUSINESS FINANCE

GENT BANK RECOMMENDATION

BANK UNION BANKA DD SARAJEVO

US SFOR (YIN) Y (BRANCHES)

CANTONS SARAJEVO

MUNICIPALITIES SARAJEVO

HEADQUARTERS SARAJEVO

Date 114 Aug 981 AB Rec # I29

OWnerShIp (%)

PrIvate 18% I State 1 92 %

E:\lstmg Agency Agreement?

Yes Ix I No I

Number of Outstandmg BF Loans 4

Balance on Outstandmg BF Loans OM23 million

Range of Loan Sizes OM 360 000 - OM I 0 million
BF Market Coverage Federation ofBIH
-Geographic

Number of Loans 60+da}s past due I

Balance on Loans 60+days past due OM 87) 000

Onners holdmg more than to
I MINISTRY OF FINANCE I 92%
2 NO OTHER OWNER HAS MORE THAN I PERCENT OF THE BANI\. S SHARES 2

percent of the bank and percentage
3 3

o\\nershlp
4 4
5 )

6 6

RECOMMENDATION SUMMARY
Umon Banl-.a DD Sarajevo IS, together With Krlstal Banka AD BanJa Luka the successor mstItutlOn of Jugobanka Jubbanl-.a
DD Sarajevo The diVISion of Jugobanka assets and liabIlities between Umon Banl-.a and Krlstal Banka has yet to be
concluded but an unoffiCial agreement on the dIVISIOn was reached m 1992 the same year m whIch Umon Banl-.a became an
mdependent state owned bank For now these assets and liabilities remaIn on the Umon Banl-.a balance sheet The banI-.
operates m the FederatIon through ItS Sarajevo headquarters and a networl-. of 7 branches

Umon Banl-.a was one of the first banks to origInate and servIce BF loans In Bosma disburSIng a credit m November 1996 for
DM I mIllion FolloWIng thiS early start however, loan volume from the banI-. has been low Umon Banka s primary client
base of state-owned firms IS not eligIble for USAID finanCIng Four Umon Banka loans have been disbursed another IS
approved and aWaitIng disbursement, and one applicatIOn IS currently bemg analyzed by BF staff The bank projects an
mcrease m ItS BF actiVIty as a result of USAID s expansion mto Middle Bosma and the anticIpated privatIZatIOn of state
owned firms In the past the bank has produced appllcatIOn~of acceptable but not superior quality The bank s mOnItoring
reports, however are among the best produced by any BF Agent Bank

Umon Banka's balance sheet IS burdened WIth frozen assets and liabIlities These wIll be removed WIth privatizatIOn
producmg an asset sIze (wIthout regard to loan quality) of DM 134 mJlllon-a reductIOn of 88 percent agamst the December
1997 finanCIal statements The bank's solvency IS not clear and liqUIdity IS madequate Despite these difficulties, BF's audIt
and operations staff report no mIshandling ofBF dIsbursements or repayments There are sometImes delays m obtammg
mformatlOn from Umon Banka but the bank adheres strictly to BF procedures

GIven the bank s expectatIOns ofmcreased BF lendmg, adherence to BF procedures and market coverage m Middle Bosma
USAID approval IS recommended

Recommended RestnctIOns on PartiCipatIOn
No restrictIOns are recommended at thIS time penodlc momtonng of the banI-. s solvency and pnvatlzatIon plans IS adVisable

Bank Selection Team Member Zan Northnp Date 14 Aug 98

BF Chief of Party Bruce Spake Date 14 Aug 98

USAID Director CRAIG G BUCK Date
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USAID Blismess Fmance Agent Bank RecommendatIOn

STATUS AND QUALITY OF BF PORTFOLIO

Umon Banka DD Sarajevo

Umon Banka was one of the first banks to ongmate and servIce BF loans m Bosma,
dlsbursmg a credIt m November 1996 for DM 1 mIllion Followmg thIS early start,
however, loan volume from the bank has been low Umon Banka's pnmary clIent base of
state-owned firms IS not eligIble for USAID financmg Four Umon Banka loans have been
dIsbursed, another IS approved and aWaItmg dIsbursement, and one applicatiOn IS currently
bemg analyzed by BF staff

A recently completed evaluation of the loan portfolio and loan ratmgs resulted m no
upgrades or downgrades Loan dIspersIOn IS as follows

RATING

4
5
6
7

#OFLOANS

1

°2
1

AMOUNT

1,000,000

°989,000
1,000,000

The dIspersIOn ofUmon Banka loans IS typIcal ofthat at other BF Agent Banks

QUALITY OF BF ORIGINATION

In the past, the bank has produced applicatiOns of acceptable, but not supenor qualIty

COMPLIANCE WITH BF CLOSING REQUIREMENTS

No documentatIOn e"(ceptIOns have been noted by BF staff

No reported vIOlatIOns of BF dIsbursement procedures

No reported vIOlatIOns ofBF momtonng reqmrements BF credIt staff note that the bank's
quarterly momtonng reports are consIstently supenor, relative to those of other banks On
BF's five-pomt scale, the bank's momtonng reports have averaged 443
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COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF's OperatIOns Department reports no VIOlatIOns ofBF's repayment procedures

PROJECTED LOAN VOLUME

The bank projects an Increase m Its BF actIvity as a result of USAID's expanSIOn mto
Middle Bosma and the small busmess market The bank projects recommendmg 15
bankable credits for DM 5 mIllIon m the year endmg August 1999 Based on the
anticipated pnvatlzatIOn of state-owned firms, Umon Banka projects recommendmg 30
bankable credits for DM 15 mIllIon In the year endmg August 2000

QUALITY AND SUFFICIENCY OF STAFF

Overview and Staffing

Umon Banka IS overstaffed for the size of ItS own active portfolIo Nme lenders are
avaIlable to work on BF loans-more than enough for the bank's current and projected
portfolIos WIth BF Based on the quarterly momtonng reports, the staff have analytical
abilItIes However, these abIlIties have not been applIed conSIstently to BF CredIt
ApplIcatIOns The bank appears to recommend borrowers based more on past
relatIOnshIps than on finanCIal analySIS and the outlook. for a borrower s bUSIness

Semor Management

Meetmgs were held WIth the followmg IndIVIduals

NAME

Abdulazlz Mahrnutovlc
MUJo Dragol]
Abdulah Mutapclc
And]elko Kraslc
Not recorded

TITLE/POSITION

Executive Manager (Sr Manager for BF)
ASSistant Executive Manager
AdVIsor to General DIrector
DIrector, FInance
DIrector, OperatIOns

The General DIrector was absent at the time of the on-SIte reVIew, but meetIngs were held
WIth seven other staff members The semor staff generally have 10-30 years ofbankIng
expenence, and some have spent theIr entire careers WIth Umon Banka The staff were
artIculate about theIr IndIVIdual responSIbIlItIes The bank has prepared a pnvatIzatIon
plan, but seems to be takmg a paSSIve, reactIve approach to the process An audIt IS bemg
conducted to determme the bank's solvency AssumIng pOSItIve findmgs, buyers for the
state's shares wIll be sought There IS a general hope that a foreIgn bank buyer wIll
emerge and put new capital mto the bank
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WhIle awaitmg prIVatizatIOn, the bank IS focusmg on the remtroductIOn of vanous
consumer products that were suspended dUrIng the war The bank has several thousand
consumer loans, after relaunchmg a consumer loan product last year ThIS portfoho IS
performmg well, and the bank specIfied several additIonal products (pnmanly funded
through outsIde credit hnes) planned for mtroductIOn

In commercIal credIts, Umon Banka expressed a preference for state over pnvate chents
The pnmary reason for thiS preference IS the bank's attnbutIOn of supenor financIal
management SkIlls to state-owned firms The bank reports that It receIves many
apphcatIOns for loans from ItS own and BF funds from young, pnvate firms Often these
pnvate chents have been rejected because of a lack of knowledge of finance and
mexpenence m workmg WIth banks In the bank's View, these factors outweigh
potentially greater flexibihty and dynamism m prIvate borrowers Umon Banka expressed
the behef that the best prospects for BF will come from pnvatized state-owned firms,
because they WIll combme e-xpenence With flexIbilIty and rapid deCISion makmg

Much of the bank's balance sheet WIll be ehmmated by the transfer ofthe bank's frozen
assets and habihtles to the state The Impact of thIS transfer on Umon Banka capItal IS
unclear If all frozen assets and habihties are removed, the bank could shnnk from OM
1 18 billIon m assets, as reported m December 1997, to OM 134 milhon Liabihties would
also shnnk' but by less than assets Assummg the bank must fund thiS difference with a
reductIOn m capital, the bank's capital accounts could fall OM 33 milhon to OM 58
milhon

The quahty of the bank's remammg loan portfolIo cannot be determmed by a reView of
thIS scale, and exammatIOn results are not avmlable to the ABST In ItS applIcatiOn, the
bank reports a dehnquency rate of 2 9 percent, but only the past-due portIOn of delInquent
loan balances IS mcluded m thiS calculatIOn Doubtless, capital should be further reduced,
perhaps makmg the bank msolvent Even after the downward adjustment of 90 percent of
bank. assets, cash and cash eqmvalents are only 1 32 percent oftotal assets The bank WIll
remam extremely IllIqmd, no matter what the final determmatIOn of ItS asset SIze

Operatmg profits cannot be relied on to mcrease bank. capital The bank is able to report
profits only because It IS not provlSlomng adequately Umon Banka's 1997 and mld-1998
financmls are presently bemg audited by Pnce Waterhouse Coopers, accordmg to lAS

Lendmg officers m the headquarters and branches do not have mdlvlduallendmg
authonties, and all loans, except consumer loans, are approved by a headquarters-based
credIt commIttee Branch transactIOns are pnmarIly retail Consumer lendmg up to DM
4,000 does not have to be approved by the CredIt CommIttee

The bank's branches are madequately mtegrated WIth the headquarters computer system
Both the headquarters and the branches have software, but there IS no mterface between
them Data IS transmItted from the branches by fax at the end of each day, and manually
entered by headquarters staff the next mommg The system m use was created after the
war, but staff were uncertam as to ItS Year 2000 compliance

40f5



123

USAID BuslIless FlIlance Agent Bank RecommendatIOn Umon Banka DD Sarajevo

Regular finanCial reports are generated by the bank's computer system for reVIew by
management and the board It appears that reports are not aVaIlable on demand WIthout
aSSIstance from the computer department BF staff have commented that It IS sometimes
dIfficult to obtam mformatIOn from Umon Banka, because of the bank's Inadequate
computer technology

OWNERSHIP

The bank's ownershIp IS 92 percent state, WIth a few shares bemg held by IndIVIduals and
mIxed-ownershIp firms The bank would lIke a foreIgn buyer to purchase the holdmgs
recently transferred to the Mimstry of FInance
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USAIDIBUSINESS FINANCE

GENT BANK RECOMMENDATION

BANK UNIVERSAL BANKA DD SARAJEVO

US SFOR (YIN) Y (BRANCHES)

CANTONS
SARAJEVO, ZENICA-DOBOJ, WEST
HERZEGOVINA, NERETVA, UNA SANA

MUNICIPALITIES
SARAJEVO TESANJ MOSTAR, BIHAC VELIKA
KLAOUSA

HEADQUARTERS SARAJEVO

Date 114 Aug 981 AB Rec # I 30

Ownership (%)

Private 194% I State 1 6%

EXlstmg Agency Agreement?

Yes Ix INo I

Number ofOulstandmg BF Loans 19

Balance on Ontstandmg BF Loans OM 127 million

Range of Loan Sizes OM 200 000 - OM I 9 millIon BF Market Coverage FederatIOn ofBIH
-Geographic

Number of Loans 60+days past due 4

Balance on Loans 60+da) s past due OM25 mIllion

O"ners holdmg more than 10
1 NO OWNER HAS MORE THAN 10 PERCENT OF THE BANk S SHARES I
2 2percent of the bank and percentage
3 3ownership 4 4
5 )

6 6
7 7

RECOMMENDATION SUMMARY
Umversal Banka began operations as a commercial bank m 1993 and has been an active agent bank for nearly two years The
bank IS privately owned and lends primarily to private firms m the FederatIOn through ItS Sarajevo headquarters and 4
branches Umversal reports OM 71 mIllIon m assets supported by OM 8 8 mIllion m capital

Umversalls presently servlcmg 19 SF borrowers, an additIOnal 6 loans are recommended or approved and pendmg
disbursement Repayment performance of credits serviced by Umversal has been typical of the loans serviced by other BF
agents No major compliance problems are reported by SF staffregardmg Umversal orlgmatlon closmg disbursement
momtormg, or repayment The bank has been more cooperative than most m pursumg delmquent borrowers produces high
quality momtorlng reports, and has accepted problem loans transferred from other SF agent banks Staff are adequate to
handle current SF portfolio volume, but addItIOnal staff wIll need to be retamed If growth occurs as the bank projects

Management IS active and has the confidence of the board The bank IS experlencmg rapid asset growth and IS attemptmg to
mcrease ItS capitalizatIOn and manage ItS cost of funds through additIOnal mvestments and mergers The bank has also
mcreased substantially Its depOSits from both busmesses and mdlvlduals Umversal s rapid growth can be expected to expose
the mstltutlon to greater levels of risk and the bank IS attemptmg to raise Its provlslonmg to 5 percent of all loans The bank s
mformatlOn technology IS more flexible and comprehensive than that of most BF agent banks and IS actively used m the
bank's financial management

Umversalls recommended for approval

Recommended RestrictIOns on PartICipatIOn
No restrictions are recommended at thiS time

Bank SelectIOn Team Member Zan Northnp Date 14 Aug 98

BF Chief of Party Bruce Spake D'lte 14 Aug 98

USAID Director CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

Umversal Banka DD SarllJevo

Umversal Banka was among the large group of early partIcIpants m the BF program,
disbursmg Its first loan m November 1996 The bank now servIces 19 BF credIts,
mcludmg one senously dehnquent loan, categonzed as a loss, taken over by Umversal
after the faIlure of HIppO Bank

Includmg the HIppO loan, the bank had a delInquency rate of28 percent, calculated as the
balance of all loans more than 60 days past due Removmg the HIppO loan (WhICh was
senously delmquent at the tIme Umversal accepted Its transfer) produces a delmquency
rate of 20 percent

A recently completed evaluatIOn of the loan portfolIo and loan ratmgs resulted m the
followmg

1 downgrade from 5 to 8 on a loan wIth an outstandmg balance ofDM 1 mIllIon
3 downgrades from 5 to 7 on loans WIth outstandmg balances of DM 2 2 mIllIon
2 downgrades from 6 to 7 on loans WIth outstandmg balances of DM 1 6 mIllIon
1 downgrade from 4 to 5 on a loan WIth an outstandmg balance ofDM 344,000
1 upgrade from 6 to 5 on a loan WIth an outstandmg balance of DM 180,000
1 upgrade from 7 to 5 on a loan WIth an outstandmg balance ofDM 780,000

The resultmg loan dIspersIOn was as follows

RATING

4
5
6
7
8

#OFLOANS

1
7
5
5
1

DISBURSED

540,000
3,814,000
3,853,000
3,791,452
1,000,000

BALANCE

518,000
3,774,000
3,640,273
3,754,737
1,000,000

The dIspersIOn ofUmversalloans IS typIcal of that of other Agent Banks

QUALITY OF BF ORIGINATION

BF credIt staff report that Umversal prepares qualIty applIcatIons and conducts pre­
recommendatIOn borrower VISItS However, lIke other dynamiC pnvate banks, fast growth
and new hIres are detractmg from the qualIty seen m the bank's early days as a BF Agent
Bank

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Four documentatIon exceptIons have been noted m the credIt files of borrowers servIced
by Umversal All are related to collateral registratIOn reqUIrements

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS
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BF FIeld AssOcIates report one delayed dIsbursement to a BF borrower, who waIted two
weeks before recelvmg funds that had been transferred to Umversal by BF ThIS appears
to have been an Isolated mCldent

The bank submIts momtonng reports that are consIdered average m quahty (2 23 on BF's
5 pomt scale) relatIve to other BF agent banks In addItIon, the bank has been cooperatIve
WIth BF's speCIal assets group m takmg actIons such as blockmg the accounts of
dehnquent borrowers

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF's OperatIOns Department charactenzes Umversal's complIance WIth repayment
procedures as excellent

PROJECTED LOAN VOLUME

The bank projects an acceleratIOn m Its rate of recommendatIOns based on Its past
cooperatIOn WIth BF, and potentIal expanSIOns of the geographIc areas elIgIble for USAID­
funded lendmg The bank expects to contmue ItS focus on the mIddle market,
recommendmg 15 loans for DM 10 mIllIon m the year endmg August 1999, and 20 loans
for DM 15 mIllIon m the year endmg August 2000

QUALITY AND SUFFICIENCY OF STAFF

Overview and Staffing

Umversal's BF loans are recommended and servIced by 5 loan officers Two of the
officers are based m TesanJ and 3 are based m Sarajevo The bank's branches are more
full-servIce than those of most other Bosman banks, and about a thIrd ofUmversal's BF
loans have been generated by Loan officers at the TesanJ branch Loan officers are also
responsIble for the quarterly momtonng reports on each borrower The qualIty of both
applIcatIOns and momtonng reports tends to be average or better, and the number of staff
seems suffiCIent for the tIme bemg In the opmIOn of some BF staff, however, fast growth
and new hIres at Umversal are detractmg from the qualIty seen m the bank's early days as
a BF Agent Bank Management appears commItted to hmng and trammg addItIOnal staff
as warranted by the SIze of the bank's BF portfolIo Presently, however, addItIOnal new
hIres are constramed by a shortage ofoffice space

Semor Management

Meetmgs were held WIth the followmg mdlVlduals
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NAME

Alma Smallbegovic
JOSip Bahc
Amela ZaciraglC
ErmmBegoh
Esad Nozic
Alma Nalo

TITLEIPOSITION

General Director
Director, Fmance
Loan Officer
Contractor (Designer, Bank OperatiOns System)
OperatiOns-General Ledger
OperatiOns-Teller TransactiOns

The semor managers have between 15 and 30 years ofbankmg expenence each Most
have been with Umversal for a long penod The managers spoke clearly about
pnvatizatiOn and strategic plannmg, the bank's finances and cost of capital, and
underwrItIng standards The General Director is clearly an active manager, dnvmg most
declSlons at the bank The Board seems to have confidence In her leadership, with most
shareholders IncreaSIng their Investments over the past year

Umversal Banka is grOWIng very qUickly, funded by a combmatiOn of capital and deposits
Loans grew DM 10 mllhon (20 percent) m the penod December 1997 to June 1998,
matched by an additiOnal 125 million In deposits and 2 milhon m capital

The bank is attemptIng to manage itS cost of funds through a capitahzatiOn dnve focused
largely on eXistmg pnvate shareholders The bank is also considenng merger and
acqUisitiOn strategies to Increase itS capital base to a mmimum ofDM 10 milhon This
level is hkely still Inadequate, given potential losses m the portfoho and planned capital
expenditures The bank is provisiomng 2 percent of all loans, and plans to mcrease
provisiOmng to 10 percent Total capital now stands at DM 8 8 million, or 12 3 percent of
total assets Capital less reserves and provlSlons is 9 8 percent of total assets

LiqUidity has decreased as the bank e'\pands Cash to total assets fell from 6 percent to 5
percent In the six-month penod

The bank's loan portfolio was valued at DM 54 millIon at the end of June A useful
delmquency rate cannot be calculated because of the bank.'s extensive use of subJective
cntena In classifymg loans The bank classifies only 1 3 percent of the portfolIo as
delInquent Substantial wrIte-offs occurred In 1996, smce that time, wrIte-offs have
averaged 1-2 percent per year on an annuahzed basis

Among BF's agent banks, Umversal has one of the more modern and comprehensive
mformatiOn systems The system is newly developed by a pnvate firm, for which
Umversal was the first chent, but other sales are takmg place at banks m Croatia The
contractor has been workmg on Site for several months, convertmg pnor databases, and
trammg staff The bank is pleased with the system, which is Year 2000 compatible and
mcludes modules for General Ledger, vanous credit products, retall transactiOns, Treasury,
and the Foreign Department The system is Wmdows based, with 40 workstatiOns m the
bank's headquarters The branch m TesanJ is on lme 24 hours a day Other branches are
transmlttmg data m batches, but will be on lme before the end of the year In addItion to
regular finanCial reportmg, vanous reports can be generated by users on demand The
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bank belIeves the system represents a competItive advantage wIth room for substantIal
expansIon

OWNERSHIP

The bank has 178 shareholders, mcludmg both compames and mdIvIduals No owner
controls more than 10 percent of the bank State ownershIp IS 6 percent, and managers of
the bank have small personal holdmgs About 10 percent of the bank's portfoho IS m
loans to corporate mSIders One BF loan recommended by Umversal and currently
aWaItmg dIsbursement IS to a sIgmficant Umversal shareholder
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USAIDIBUSINESS FINANCE

GENT BANK RECOMMENDATION

BANK UPI BANKA DD SARAJEVO

US SFOR (YIN) Y (Branches)

CANTONS
Sarajevo, Zemca-Doboj, Tuzla-Podnnje,
Unsko-Sanskl

MUNICIPALITIES Sarajevo, Gracamca

HEADQUARTERS SARAJEVO

Date 114 Aug 981 AB Rec # I31

OWnershIp (%)

PrIvate 1 908% I State 1 92%

EXIstmg Agency Agreement?

Yes Ix , No I
Number ofOutstandmg BF Loans 7

Balance on Outstandmg BF Loans
4 ~~9 800DM

Range of Loan Sizes 300 OOODM to I 600000DM
BF Market Coverage

Sarajevo ZCDlca Dobo] Tuzla Podnnje Unsko San
Geographic

Number of Loans 6O+days past due 0

Balance on Loans 60+da)s past due 0

I GLUMINA BANI-.A ZAGREB 1 124%
Onners holdmg more than 10 2 GLUMINA 000 ZAGREB 2 124%
percent of the bank and percentage 3 3
onnershlp 4 4

5 ~

RECOMMENDATION SUMMARY
Based on UPI Bank's relatIve strength as a bankmg mstltutlOn m BIH Its terrItorIal coverage throughout BIH and the Bank s
wlllmgness to work with BF contmued partICIpatIOn m the USAID Busmess Fmance program IS recommended

Bank management IS conSIdered very capable

The Bank s Mam Office IS located at Branl1aca Sarajevo dIrectly across from the Natlonal Theatre The Bank IS refurbishing
a three floor sectIOn of a ten story office bUlldmg for ItS new headquarters The Bank has only one operatmg branch office at
thIS tIme but has a Wide market area throughout BIH

UPI also owns a controlling Interest In FEe, a company offerIng legal and financial consultmg serVIces The Bank has
formed a leaSing subSIdIary UB Leasmg whIch should be In operatIOn by year end 1998 AddItIOnally the Bank plans to
start an mvestment brokerage subSIdiary, when the BIH capItal markets are establIshed

Recommended RestrIctions on ParticIpatIOn
No restrIctIOns or condItIOns other than those generally mcluded In the standard Agent Bank Agreement are conSIdered
necessary

Bank SelectIon Team Member Date 14 .\ug 98

Alfred DostIe

BF ChIef of Party Bruce Spake Date

USAID DIrector CRAIG G BUCK Date
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USAID Busmess Fmallce Agent Ballk RecommelldatlOll

STATUS AND QUALITY OF BF PORTFOLIO

UPI Ballka Sarajevo

UPI Banka DD Sarajevo (SKB) DD Sarajevo has produced seven (7) loans for the BF
program None ofthe loans are Sixty (60) or more days overdue

A recently completed evaluatIon of the loan portfoho and loan ratmgs resulted m the
followmg

~ 1 downgrade from 3 to 4 on a loan totalmg 300,OOODM
~ 1 downgrade from 5 to 6 on a loan totalmg 350,OOODM
~ 1 downgrade from 5 to 7 on a loan totahng 1,600,000DM

The resultmg loan ratmg dispersIOn was as follows

RATING #OFLOANS DISBURSED AMOUNT

3 1 750,OOODM
4 1 300,OOODM
5 2 1,825,000DM
6 2 1,350,00ODM
7 1 1,600,OOODM

While one loan mitlated by the Bank was downgraded two grades, performance overall is
relatIvely better than other banks m the BF program

QUALITY OF BF ORIGINATION

Based on diScussIons wIth the BF Lendmg Assocmtes, applIcatIOns and loan files are
considered acceptable m quahty

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Two (2) loan documentatIOn exceptIons were noted on BF loans mitmted by UPI Court
resolutIOns were filed, however, mortgages were missmg

DIScussions WIth the BF Lendmg AssocIates and BF AudIt mdIcated acceptable
performance m thIS area

COMPLIANCE WITH BF MONITORING REQUIREMENTS

Momtormg reports are generally good quahty per Lendmg Associates

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF OperatIOns vOiced no concerns over the repayment performance of thIS Bank
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PROJECTED LOAN VOLUME

UPI Banka Sarajevo

UPI projects that they wIll be able to generate 15-20 new loans for IO,OOO,OOODM from
September 1998 to August 1999 For the same penod m 1999 to 2000 they project 20-25
loans for 10,000,000DM Management mdicated they would provIde staffing resources
and the trammg necessary to achIeve these levels ofprojected loan volume Management
dId note m Its applIcatIOn that they are ready to partIcIpate heavIly m the BF small loan
program Dunng the on SIte reVIew management stated the Bank was ready to share some
or all of the fIsk on the small loan program by guaranteemg payment on loans they would
make ThIS was contmgent on the proce~s bemg streamlmed for qUIcker declSlon makmg
and processmg Management's commItment to the BF program IS considered excellent

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

The Bank has SIxty-two (62) employees One lender, three support staff and the General
Director work on the BF program credIts ThIS IS suffiCIent for the current volume and
management stated addItIOnal staff would be proVIded as needed

SenIOr Management

Meetmgs WIth the General DIrector and key members of executIve and semor management
were held as part of the due dIhgence process Management attendmg meetmgs

NAME

Letlc Mirsad
Nazif Kurtovlc
Tanovlc Ha]rIJa
Branko Ekert
Ganiba Adrlovlc
DamJela MirviC

TITLEIPOSITION

General DIrector
ASSIstant General DIrector - Credit
ASSIstant to the DIrector
Secretary - Attorney
Manager - ForeIgn Exchange
Manager BF Lendmg

Management was very knowledgeable m all aspects of bankmg A walkthrough was done
m several departments and systems were observed The Bank's older Honeywell Bull
system has already been converted to be Year 2000 complIant by an mternal staff that
appears to have superIor mformation technologIes background The Bank IS plannmg on
mtroducmg new systems m parallel With the old system once the move to a renovated
faCIlIty IS completed
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FINANCIAL CONDITION, SYSTEMS AND INTERNAL CONTROL

UPI's financial statements showed total assets of 42,360,000KM as of May 31, 1998, an
mcrease of2,543,000KM from the December 31, 1997 total DepOSIts mcreased
1,444,000KM dunng the same penod ForeIgn assets are more than adequate to cover
foreIgn habIhtles Loans to domestlc depOSIts are 103%, however, hqmd assets are
adequate at 24% of total assets Off balance sheet habl1Itles do not represent a sIgmficant
nsk to the Bank

The capItal ratlo at May 31, 1998 was 25 1% ThIS level of capItal IS conSIdered adequate

Net mcome for the year ended December 31, 1997 was 904,000KM Internal profit and
loss data for the penod endmg June 30,1998, mdicated net profit of 531 ,OOOKM The
Bank's FBA loan ratmg report mdicates an exposure of2,336,000KM, WhICh IS adequately
covered by 9,074,000KM m capItal and reserves Data for 1997 was audIted by Ernst &
Young - Zagreb

Based on dIscussIOns WIth the mformatIOn technology manager and a phySIcal reVIew of
the Bank's computer center the current system IS conSIdered adequate The core software
system IS Year 2000 compatIble Standard password access to systems IS used

Loan officers do not have lendmg lImIts, however, loans are approved usmg a tIered
system Lendmg Managers have a 50,000KM lendmg lImIt The DIrector of Lendmg may
approve loans to 100,000 KM The ASSIstant General DIrector of the Bank may approve
loans to 300,000KM Loans above these amounts are approved by a Lendmg CommIttee

OWNERSHIP

The Bank's stock IS WIdely held by more than 1,000 stockholders Croatlan Banks own a
28 5% stake m UPI The Bank has a capItal augmentatIOn strategy that mcludes foreIgn
ownershIp ofthe Bank up to a level of25%
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GENT BANK RECOMMENDATION

BANK VAKUFSKA BANKA SARAJEVO

US SFOR (YIN) N

CANTONS SARAJEVO

MUNICIPALITIES SARAJEVO

HEADQUARTERS SARAJEVO

Date 114 Aug 981 AB Rec # I 32

Ownership (%)

Private I 81% I State 1 19%

EXlstmg Agency Agreement?

Yes Ix 1No I
Number ofOutstandmg BF Loans 2

Balance on Outstandmg BF Loans 47052440M

Range of Loan Sizes I 260 000 dm to 3 900 000 OM
BF Market Co\Crage Sarajevo Tesanj Graeamea. Zemea. Blhae Bugojno
Geographic andCazm

Number of Loans 6O+days past due I

Balance on Loans 60+days pdst due 1260000 OM

Onners holdmg more than 10
1 MINISTRY OF FINANCE I 19%
2 2

percent of the banl.. and percentage
3 3

onnershlp
4 4

RECOMMENDATION SUMMARY
Vakufska Banka s Sarajevo (VB) ownershIp IS 81 % pnvate and 19% state The bank IS headquartered m Sarajevo The bank
has 7 branches m the followmg towns Sarajevo TesanJ Gracamca Zemca Blhac BugoJno and Cazln In additIOn to the
branches they have field offices m BugoJno and Cazln
The financial statements for 1997 have not been audited The bank IS currently In the process of selecting an audIting firm
They wIll comply with 11/8/98 deadline set by FBA At which time BF could have more confidence m the finanCial picture of
the bank However based on the informatIon BF has at thiS tIme the finanCial conditIon of the bank IS satisfactory

The bank has developed a five year strategic busmess plan whIch It IS currently Implementing ThiS plan was approved
December 1996 The capItal plan IS an Integral part of the strategIC plan The bank IS currently trying to raise 6 000 000 DM
by the end of the year EBRD IS mterested In making an Investment of2 000 000 DM They plan to open addItIonal offices
after the new capItal has been raIsed The bank shows a total capital pOSitIOn mcludlng reserves of3 397 000 dm The
amount of reserves for bad loans IS 287 000 DM The capItal to asset ratIo including reserves IS 1726%

For the penod ending December 31, 1997 the bank earned 254 000 DM Earning for the six-month penod ending June 30,
1998 was 55 000 DM The bank s effiCiency ratIo has Increased to 67 23% from 81 22% for the penods ending June30 1998
and December 31, 1997 respectively ThIS ratIO has Improved due to Increase net Interest Income and non-Interest Income
The bank has been able to control expense effectively The loan portfoho has Increased 175 000 OM or I 92% for the SIX­
month penod under revIew The delinquency rate as of December 31, 1997 was 2 15% The loan loss allowance to total loans
was 3 09% as June 30, 1998

Based on VB s performance m the BF lendmg program geographic locatIOn and the Bank s financial conditIOn contmued
participatIOn m the USAID Busmess Finance program IS recommended with condItIOns and restrictIOns

Recommended RestrictIons on PartICipatIOn

The finanCial condItIOn ofYB must be momtored on a quarterly baSIS VB IS to prOVide to BF quarterly finanCIal statements

Bank SelectIOn Team Member Date 14 Aug 98

Thomas Chmehk

BF ChIef of Party Bruce Spake OdIe 14 \ug 98

USAID Director CRAIG G BUCK Date
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STATUS AND QUALITY OF BF PORTFOLIO

Vakufska Banka Sarajevo

As of July 1998 VB has done two (2) loans totalmg 4,705,000 DM VB has one loan that
were more than 60 days delmquent as of 7-22-98 ThIs IS a 26 78% delmquency ratIO
based on the total volume of loans

A recently completed evaluatIOn of the loan portfolio and loan ratmgs resulted m the
followmg

~

>- 1 downgrade from 5 to 7 on a loan totaling 1,260,000DM

The resultmg loan ratmg dIspersIOn was as follows

RATING

6
7

#OFLOANS AMOUNT

3,900,000DM
1,260,000DM

The downgrade to "7" IS SIgnIficant The overall quality of the portfolio IS poor If the
one loan IS not addressed It WIll probably have to be restructured

QUALITY OF BF ORIGINATION

Based on dIScussions WIth BF Lendmg ASSOCiates, applicatIOns and loan files are
conSidered acceptable m qualIty Speed ofprocessmg applIcatIOns IS sometimes slow

COMPLIANCE WITH BF CLOSING REQUIREMENTS

Loan documentatIOn exceptIOns on BF loans mltIated by VB were minImal Any Issues
WIth closmg have been rectified

COMPLIANCE WITH BF DISBURSEMENT REQUIREMENTS

DIscuSSIOns WIth BF Lendmg ASSOCiates and BF Audit revealed no SignIficant concerns
DIsbursements are made m a timely fashion and given the finanCial conditIOn and lIqUIdity
conditIon of the bank there IS no need for concern

COMPLIANCE WITH BF MONITORING REQUIREMENTS

The overall qualIty of the mOnItormg reports IS generally good VB has two loan officers
who are reqUIred to prepare the mOnItormg reports Typical of most mOnItonng reports
created by the Agent Banks, true analySIS IS sometimes lackmg But With additional
trammg they should be able to overcome thIS shortfall

20[4



137

USAID Busmess Fmance Agent Bank RecommendatIOn Vakufska Banka Sarajevo

COMPLIANCE WITH BF REPAYMENT REQUIREMENTS

BF operatIOns vOIced no concerns over the repayment performance of thIs bank The bank
has sufficIent hqUId resources and does not need to hold BF's funds

PROJECTED LOAN VOLUME

VB projects they wIll be able to generate 12 - 15 new loans for 15,000,000 DM from
September 1998 to August 1999 For the same penod m 1999 they project 20 - 25 loans
for 30,000,000 DM Management has mdicated they would provIde staffing resources and
the trammg necessary to achIeve these levels of projected loan volume

QUALITY AND SUFFICIENCY OF STAFF

Overview and staffing

SIX (6) staff members are dedIcated to support of the BF Lendmg program - three lenders
and three support staff

SenIOr Management

As part of our due dIhgence process a meetmg were held WIth the followmg mdividuais

NAME

Nurudm Kustunca
Amir RIzvanovic
Habiba Tufo
Mirsad HodziC
Nmla Hadzic

TITLEIPOSITION

General DIrector
Investment Sector DIrector
Loan Officer
Accountmg & Bookkeepmg DIrector
DIrector of Sarajevo Branch Office

Management was very commItted to contmumg WIth the BF program Management
appeared knowledgeable of the program and was happy to see the loan SIze has been
decreased to 30,000 DM ThIS wIll gIve It more opportumties to make loans to small
busmesses m locatIOns where they have branches

The bank IS m the process of selectmg and outsIde audltmg firm to audit the books for
1997 and 1998

VB's finanCial statements showed total assets of 14,415,000DM as of June 30,1998 The
loan portfoho mcreased 175,000 DM or 1 92% durmg the SIX months ended June 30, 1998
Total deposIts have decreased 355,000 DM dunng the same penod The loan to depOSIt
ratio has mcreased to 136 53% as of June 30, 1998 The bank IS aware that thIS IS an
unacceptable ratio and IS takmg action to try to mcrease depOSIts through Its branch
network Cash to total assets, mcludmg foreIgn cash, was 24 11 % as of June 30, 1998 Off
balance sheet habIhties were neghglble
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Problem loans per the Bank's Agent Bank ApplIcatIOn were 196,212 DM at December 31,
1997 WhIch IS 2 15% of total loans The loan loss allowance to total loans was 3 09%

The Bank's capItal mcludmg reserves was 3,397,000 DM as June 30, 1998 The total
capItal to assets ratIo, mcludmg reserves was 1726% as of June 30, 1998 VB IS trymg to
raIse an addItIOnal 6,000,000-DM by December 1998 EBRD has expressed mterest m
makmg an mvestment m VB

Net mcome for the year ended December 31, 1997 was 254,000DM The bank's effiCIency
ratIO for the penods endmg December 31, 1997 and June 30, 1998 was 81 22% and
6723% ThIS posItIve trend m the efficIency ratIo IS mamly due to mcreased revenues
However, they have also been able to mamtam expenses at prevIOUS year's level

All systems wlthm the bank are computenzed However, the systems are not mtegrated at
thIS tIme The have not made a schedule as to when thIS mtegratIOn WIll take place
Branches are not onlIne and mformatIon IS receIved VIa fax or modem

-

All loans are brought to loan commIttee at head office for approval However, there IS one
branch manager that has a 20,000-DM lendmg authonty The board IS mformed on all
loans after they are made

OWNERSHIP

The state owns 19% and 81 % IS controlled pnvately Of the prIvate ownershIp no one
mdividual controls more than 10% All state owned shares have been transferred to the
MInIStry of Fmance aWaItmg pnvatIzatIOn
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