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Key Figures
EUR 000 RSD ‘000 Change
2008 2007* 2008 2007 RSD
Balance Sheet Data
Total Assets 749,499 778,786 66,406,354 61,708,013 7.6%
Gross Loan Portfolio** 450,132 414,872 39,882,154 32,872,913 21.3%
Business Loan Portfolio 263,041 251,762 23,305,719 19,948,704 16.8%
EUR< 10,000 97,883 94,386 8,672,503 7,478,803 16.0%
EUR > 10,000 ¢ 50,000 89,610 81,272 7,939,577 6,439,655 23.3%
EUR > 50,000¢ 150,000 39,480 38,550 3,497,938 3,054,517 14.5%
EUR> 150,000 36,068 37,555 3,195,701 2,975,727 7-4%
Agricultural Loan Portfolio 103,150 89,775 9,139,152 7,113,456 28.5%
Housing Improvement Loan Portfolio 38,693 31,201 3,428,253 2,472,239 38.7%
Other 45,248 42,134 4,009,030 3,338,515 20.1%
Allowance for Impairment on Loans 11,070 9,565 980,799 757,916 29.4%
Net Loan Portfolio 439,062 405,307 38,901,355 32,114,997 21.1%
Liabilities to Customers 343,368 391,179 30,422,765 30,995,538 -1.8%
Liabilities to Banks and Financial Institutions
(excluding PCH) 302,498 298,591 26,801,656 23,659,216 13.3%
Shareholders’ Equity 97,541 60,748 8,642,264 4,813,424 79.5%
Income Statement
Operating Income 49,914 43,854 4,422,408 3,474,855 27.3%
Operating Expenses 43,942 37,297 3,893,332 2,955,262 31.7%
Operating Profit Before Tax 5,971 6,558 529,076 519,593 1.8%
Net Profit 6,953 6,916 616,031 548,016 12.4%
Key Ratios
Cost/Income Ratio 78.04% 74.94% 78.04% 74.94%
ROE 9.16% 13.35% 9.16% 13.35%
Capital Ratio 18.41% 15.17% 18.41% 15.17%
Operational Statistics
Number of Loans Outstanding 113,854 101,999 11.6%
Number of Loans Disbursed within the Year 83,145 91,236 -8.9%
Number of Business and Agricultural
Loans OQutstanding 77,059 70,689 9.0%
Number of Deposit Accounts 478,745 434,183 10.3%
Number of Staff 1,860 1,528 21.7%
Number of Branches and Outlets 86 67 28.4%

* Some figures differ from those in the 2007 annual report
because they have been adjusted to reflect new calcula-
tion methods.

** Total gross loan portfolio under management by ProCredit
Bank Serbia including the securitised portfolio and cross-
border loans as of 31 December 2008: EUR 478.7 million.

Exchange rate as of December 31:
2008: EUR 1 =RSD 88.601
2007: EUR 1 =RSD 79.2362
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Mission Statement

ProCredit Bank Serbia is a development-oriented full-service bank. We offer excellent
customer service and a wide range of banking products. In our credit operations, we
focus on lending to very small, small and medium-sized enterprises, as we are
convinced that these businesses create the largest number of jobs and make a vital

contribution to the economies in which they operate.

Unlike other banks, our bank does not promote consumer loans. Instead we focus on
responsible banking, by building a savings culture and long-term partnerships with our

customers.

Our shareholders expect a sustainable return on investment, but are not primarily
interested in short-term profit maximisation. We invest extensively in the training of our

staff in order to create an enjoyable and efficient working atmosphere, and to provide

the friendliest and most competent service possible for our customers.
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Letter from the Board of Directors

ProCredit Bank Serbia continued on its growth path in 2008 despite the turbulence on global financial
markets and the challenges facing the banking industry worldwide. This success can be attributed above
all to our firm adherence to the principles of responsible banking, an approach whose wisdom has been
underscored by events this year. Irresponsible lending with the aim of maximising short-term profit may
appear lucrative, but a traditional focus on the core business of bankers — mobilising deposits and using
them to fund lending to creditworthy clients — has proved to be the soundest strategy for the long term.

This approach — in short, responsible banking — is what guides ProCredit Bank. We know that behind
every one of our loan or deposit contracts there is a real person, an individual with a unique life story. We
understand that our relationships with business owners can affect the lives and futures of ordinary people,
and we make the effort to get to know every one of our credit and savings clients personally. This is one
of the most important reasons for the stability of our business, and it is this stability that provides a solid
foundation for our future growth.

The year under review brought several challenges in addition to the impacts of the international finan-
cial crisis. Presidential and parliamentary elections extended through the first half of the year, creating
uncertainty at the political level. At the same time, the central bank maintained a tight monetary policy in
order to stabilise local market prices and the overall macroeconomic environment. As a general feeling of
uncertainty spread, many people grew cautious about borrowing and began to have doubts as to whether
banks were really a safe repository for their savings. Under these circumstances, we continued to conduct
our business in exactly the same way as we had from the day ProCredit Bank opened. In doing so, we sent
a clear message to all of our clients that their bank is a solid partner whom they can continue to rely on to
serve all of their banking needs, and to support their efforts to improve their lives.

Demonstrating that it is possible to be successful in a challenging environment by respecting the principles
oftransparent and responsible banking, ProCredit Bank achieved an ROE of 9.16% for 2008. Furthermore,
the bank made substantial investment in its infrastructure. It opened a new head office building, while
nineteen new branches broadened its outreach both in cities and in rural areas where people previously
only had limited access to banking services. To support this expansion and maintain our high service qual-
ity, we increased the size of our staff by over 300 people.

Reflecting their full confidence in the soundness of ProCredit Bank’s business strategy and its ability to
achieve continued growth, the shareholders carried out a capital increase of EUR 26 million in 2008, boost-
ing the capital base by 56.1% to EUR 72.6 million. This provided additional assurance to our clients that
ProCredit Bank’s objective is not short-term profit maximisation but rather long-term, sustainable growth.

On behalf of the Board of Directors, | would like to extend my gratitude to our shareholders for their support
of our mission. Our appreciation also goes to the employees and management of ProCredit Bank for their
loyalty, enthusiasm and commitment to the institution. It is thanks to their dedication and hard work that
we are able to present this report on another successful year, and we truly value their contribution to our
bank and the development of its business.

Ml Gt
Dr. Klaus Glaubitt
Chairman of the Board of Directors

Members of the
Board of Directors:
Dr. Klaus Glaubitt
Claus-Peter Zeitinger
Gabriele Heber

Helen Alexander

Per Fischer

Goran Zivkov

Members of the
Executive Board:
Dorte Weidig
Svetlana Tolmacheva
Mirjana Zakanji
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The Bank and its Shareholders

ProCredit Bank Serbia is a member of the ProCredit
group, which is led by its Frankfurt-based parent
company, ProCredit Holding. ProCredit Holding is
the majority owner of ProCredit Bank Serbia and
now holds 83.3% of the shares.

ProCredit Bank Serbia was founded in April 2001
as Micro Finance Bank by an alliance of interna-
tional development-oriented investors. Their goal
was to establish a new kind of financial institution
that would meet the demand of small and very
small businesses in a socially responsible way.
The primary aim was not short-term profit max-
imisation but rather to deepen the financial sec-
torand contribute to long-term economic develop-
ment while also achieving a sustainable return on

The founding shareholders of ProCredit Bank Ser-
bia were KfW, the European Bank for Reconstruc-
tion and Development (EBRD), Commerzbank,
the Netherlands Development Finance Company
(FMO), and ProCredit Holding. Over the years,
ProCredit Holding, working closely with the
consulting company IPC, has consolidated the
ownership and management structure of all the
ProCredit banks and financial institutions to cre-
ate a truly global group with a clear shareholder
structure and to bring to each ProCredit institution
all the synergies and benefits that this implies.

Today’s shareholder structure of ProCredit Bank
Serbia is outlined below. Its current share capital
is EUR 72.6 million.

investment.
Shareholder Sector Headquarters Share Paid-in Capital
(as of Dec. 31, 2008) (in EUR million)
ProCredit Holding Investment Germany 83.33% 60.5
Commerzbank Banking Germany 16.67% 12.1
Total Capital 100% 72.6

@ ProCredit ProCredit Holding is the
=) wotoinae parent company of a global
group of 22 ProCredit banks. ProCredit Holding
was founded as Internationale Micro Investition-

en AG (IMI) in 1998 by the pioneering develop-
ment finance consultancy company IPC.

ProCredit Holding is committed to expanding ac-
cess to financial services in developing countries
and transition economies by building a group of
banks that are the leading providers of fair, trans-
parent financial services for very small, small and
medium-sized businesses as well as the general
population in their countries of operation. In ad-
dition to meeting the equity needs of its subsidi-
aries, ProCredit Holding guides the development
ofthe ProCredit banks, provides their senior man-
agement, and supports the banks in all key areas
of activity, including banking operations, human
resources and risk management. It ensures that
ProCredit corporate values, best-practice bank-
ing operations and Basel Il risk management
principles are implemented group-wide.

IPC is the leading shareholder and strategic
investor in ProCredit Holding. IPC has been
the driving entrepreneurial force behind the
ProCredit group since the foundation of the
banks.

ProCredit Holding is a public-private partnership.
In addition to IPC and IPC Invest (the investment
vehicle of the staff of IPC and ProCredit), the
other private shareholders of ProCredit Hold-
ing include the Dutch DOEN Foundation, the US
pension fund TIAA-CREF, the US Omidyar-Tufts
Microfinance Fund and the Swiss investment
fund responsAbility. The public shareholders of
ProCredit Holding include KfW (the German pro-
motional bank), IFC (the private sector arm of the
World Bank), FMO (the Dutch development bank)
and BIO (the Belgian Investment Company for De-
veloping Countries).

ProCredit Holding has an investment grade rat-
ing (BBB-) from Fitch Ratings Agency. As of the
end of 2008, the equity base of the ProCredit
group is EUR 387 million. The total assets of the
ProCredit group are EUR 4.8 billion.



COMMERZBANK Commerzbank AG, es-
tablished in 1870, is Germany’s second-largest
bank and one of the leading financial institu-
tions in Europe. The bank is a competent pro-
vider of financial services, primarily for private
customers and small- and medium-sized enter-
prises (SMEs). It also manages major corporate
customers and institutions in Europe as well
as multinational enterprises around the world.
Commerzbank aims to enhance its market share
among these core target groups and, in particu-
lar, to establish itself as the number one bank for
Germany’s SME market.

THE BANK AND ITS SHAREHOLDERS

Commerzbank runs a nationwide banking network
in its domestic market. Following the acquisition
of Dresdner Bank, it is the leading bank for private
and corporate banking with some 1,200 branches
in Germany and a strong presence in Central and
Eastern Europe. In Asia and the US, the bank is ac-
tive in all major commercial centres.

Commerzbank AG is the parent company of a glo-
bal financial services group. The group’s operating
business is organised into five segments provid-
ing each other with mutually beneficial synergies:
Private Customers, Mittelstandsbank (SME bank),
Central & Eastern Europe, Corporates & Markets
and Commercial Real Estate / Shipping.

7
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The ProCredit Group: Responsible Banks for Ordinary People

The ProCredit group comprises 22 financial in-
stitutions whose business focus is on providing
responsible banking services in transition econo-
mies and developing countries. We aim to provide
accessible, reliable services to small businesses
and the ordinary people who live and work in the
neighbourhoods in which we operate. Today our
21,400 employees, working in 814 branches,
serve 2.9 million customers in Eastern Europe,
Latin America and Africa.

The first ProCredit banks were founded more than
a decade ago with the aim of making a significant
development impact by promoting the growth of
small businesses. We sought to achieve this by
providing loans tailored to their requirements and
offering attractive deposit facilities that would en-
able and encourage low-income individuals and
families to save. The group has grown strongly
over the years — today we are one of the leading
providers of banking services to small business cli-
ents in most of the countries in which we operate.

Our development mission and socially respon-
sible approach remain as relevant today as they
have ever been. Indeed, their importance has
been underscored by the global financial cri-
sis and the challenges this has created for indi-
vidual clients as well as for national economies.
The impact of the “credit crunch” will differ from
country to country and from region to region, but
now more than ever our customers need areliable
banking partner. That is why we have consist-
ently applied the principles that have defined the
ProCredit group since its foundation.

Our mission is to provide credit in a responsible
manner to very small, small and medium-sized
enterprises, as we are convinced that these busi-
nesses create the largest number of jobs and
make a vital contribution to the local economy.
Unlike most other banks operating in our mar-
kets, we avoid aggressive consumer lending and
all speculative lines of business. Instead, the
ProCredit banks work in close contact with their
clients to gain a profound understanding of the
problems small businesses face and the opportu-
nities that are available to them.

Our tailored credit technology reflects the re-
alities of our clients’ operating environment. De-
veloped by the German consulting firm IPC, this

technology combines careful individual analysis
of all credit risks with a high degree of standardi-
sation and efficiency. It enables ProCredit institu-
tions to reach a large number of small businesses
while maintaining high loan portfolio quality. By
making the effort to know our clients well and
build long-term working relationships based on
trust and understanding, we are well positioned
to support them not only when the economy is
buoyant, but also during a downturn.

Furthermore, our targeted efforts to foster a sav-
ings culture in our countries of operation have en-
abled us to build a stable deposit base. ProCredit
deposit facilities are appropriate for a broad
range of customers, and for low-income groups
in particular. We offer simple savings products
with no minimum deposit requirement. ProCredit
banks place great emphasis on children’s sav-
ings products and on running financial literacy
campaigns in the broader community. In addi-
tion to deposit facilities, we offer our clients a full
range of standard non-credit banking services.

The ProCredit group has a simple business mod-
el: lending to a diverse range of enterprises and
mobilising local deposits. As a result, our banks
have a transparent, low-risk profile. We do not
rely heavily on capital market funding and have
no exposure to complex financial products. Fur-
thermore, our well-trained staff are highly flex-
ible and able to provide competent advice to
clients, guiding them through difficult times. De-
spite the turmoil of the global financial markets,
the performance of the ProCredit group has been
remarkably stable: we ended 2008 with approxi-
mately 15.4% year-on-year growth in assets over
the year and a comfortable level of profitability.

Our shareholders have always taken a conserva-
tive, long-term view of business development,
aiming to strike the right balance between a
shared developmental goal — reaching as many
small enterprises and small savers as possible —
and achieving commercial success.

Strong shareholders provide a solid foundation
for the ProCredit group. It is led by ProCredit
Holding AG, a German-based company that was
founded by IPC in 1998. ProCredit Holding is a
public-private partnership. The private share-
holders include: IPC and IPC Invest, an invest-



THE PROCREDIT GROUP: RESPONSIBLE BANKS FOR ORDINARY PEOPLE _

ment vehicle set up by IPC and ProCredit staff
members; the Dutch DOEN Foundation; the US
pension fund TIAA-CREF; the US Omidyar-Tufts
Microfinance Fund; and the Swiss investment
fund responsAbility. The public shareholders
include the German KfW Bankengruppe (KfW
banking group); IFC, the private sector arm of the
World Bank; the Dutch development bank FMO;
and the Belgian Investment Company for Devel-
oping Counties (BIO). The group also receives
strong support from the EBRD and Commerzbank,
our minority shareholders in Eastern Europe, and
from the IDB in Latin America.

ProCredit Holding is not only a source of equity
for its subsidiaries, but also a guide for the de-
velopment of the ProCredit banks, providing the
personnel for their senior management and of-

ProCredit
Mexico

Banco ProCredit
Honduras

Banco ProCredit/
El Salvador

Banco ProCredit

Nicaragua

Banco ProCredit

Colombia

Banco ProCredit

Ecuador

Banco Los Andes

ProCredit Bolivia

fering support in all key areas of activity. The
holding company ensures the implementation of
ProCredit corporate values, best practice bank-
ing operations and Basel Il risk management
principles across the group. The group’s busi-
ness is run in accordance with the rigorous regu-
latory standards imposed by the German banking
supervisory authority (BaFin).

ProCredit Holding and the ProCredit group place
strong emphasis on human resource manage-
ment. Our neighbourhood banking concept is
not limited to our target customers and how we
reach them, it is also about our staff: how we
work with one another and how we work with
our customers. The strength of our relationships
with our customers will be central to working with
them effectively in 2009 and achieving steady

ProCredit Bank Serbia

ProCredit Bank
Bosnia and Herzegovina

The international group
of ProCredit institutions;
seealso

www.procredit-holding.com

ProCredit Bank Ukraine
ProCredit Bank Moldova

ProCredit Bank Romania

>

ProCredit Bank
UNMIK/Kosovo

ProCredit Bank Albania

ProCredit Bank Macedonia

ProCredit Bank

Sierra Leo&l
ProCredit

Savings and Loans Ghana
ProCredit Bank

Democratic Republic of Congo

Banco ProCredit Mozambique

We———  proCredit Bank Georgia

\ ProCredit Bank Armenia

ProCredit Bank Bulgaria
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business results. A responsible neighbourhood
bank approach requires a decentralised decision-
making process and a high level of judgment and
creativity from all staff members, especially our
branch managers. Our corporate values embed
principles such as honest communication, trans-
parency and professionalism into our day-to-day
business. Key to our success is therefore the re-
cruitment and training of a dedicated staff. We
maintain a corporate culture which strengthens
the professional development of our staff, while
fostering their deep sense of personal and so-
cial responsibility. This entails not only intensive
training in technical and management skills, but
also a continuous exchange of personnel among
our member institutions in order to take full ad-
vantage of the opportunities for staff develop-
ment that are created by their participation in a
truly international group.

A central plank in our approach to training is the
group’s ProCredit Academy in Germany, which
provides a three-year, part-time “ProCredit Bank-
er” training programme for high-potential person-
nel from each of the ProCredit institutions. The

MLE

W

L

programme includes intensive technical training
and also exposes participants to a very multicul-
tural learning environment and to subjects such as
anthropology, history, philosophy and ethics. The
programme provides an opportunity for our future
leaders to develop their views of the world, as well
as their communication and staff management
skills. The first year of ProCredit Academy partici-
pants graduated in September 2008. The profes-
sional development of local middle managers is
further supported by three regional academies in
Latin America, Africa and Eastern Europe, which
provide similar off-site training for a larger number
of people.

The group’s strategy for 2009 will reflect the
prevailing conditions of the countries in which
we work. We plan to intensify our focus on loan
portfolio quality and to offer personal support
to our existing clients. We will continue to invest
in our staff since it is their skills which enable us
to work effectively with our clients under chang-
ing macroeconomic conditions. As responsible
banks for ordinary people, with prudent policies
and an excellent staff to ensure our steady per-
formance, we look forward to consolidating our
position in all our countries of operation.



ProCredit in Eastern Europe

PROCREDIT IN EASTERN EUROPE

ProCredit operates 11 banks across Eastern Eu-
rope. With more than 611,000 loans outstand-
ing, it is the region’s leading provider of banking
services to very small, small and medium-sized
businesses.

2008 proved to be a challenging year for the
region. After several years of strong economic
growth and rapid expansion of banking sector
assets, the effects of the global financial crisis
were felt in the latter half of the year as credit
growth slowed and public trust wavered. Al-
though the medium-term implications are not
yet clear, the region will certainly be affected
by both the worldwide economic downturn and,
with the banking sector dominated by western
European banks, the turmoil in the global fi-
nancial sector. We anticipate lower economic
growth and higher levels of market volatility in
our countries of operation — conditions to which
ProCredit and its clients must adapt.

Given our consistent, reliable approach, ProCredit
institutions are well placed to succeed in the cur-
rent economic environment. We have a stable,
straightforward balance sheet and a highly di-
versified client base. Our expansion in the first
half of the year continued to be strong. Growth
levelled off during the final two quarters as we in-
troduced more conservative lending policies in re-
sponse to greater credit risk. Our staff focused on
working closely with our debtors and retail clients
to help them understand and respond to changing
conditions.

Across theregion, the focus of most other banks in
recent years has been on corporate financing and
consumer lending. In comparative terms, these
institutions have neglected the provision of credit
to small entrepreneurs and family businesses.
At ProCredit, we consider such clients to be our
core target group. We are their banking partner
of choice, able to understand their needs and of-
fer sound, professional advice. These businesses
will remain the driving force behind economic
growth and job creation across Eastern Europe,
just as they have been since the collapse of Soviet
influence and large, state-owned enterprises. As
other banks provide fewer loans in the region, due
to either domestic or international constraints, it
will be more important than ever that we provide
our clients with access to sufficient finance to
support their operations.

ProCredit has always emphasised the fact that
consumer lending, which has been so aggressive-
ly pursued by other banks in Eastern Europe, has
never been a line of business in which we wish to
engage. Such loans can easily lead to over-indebt-
edness when banks advertise and disburse them
irresponsibly in a competition to gain market
share. We fear that the widespread practice of ap-
proving loans with an inadequate analysis of cus-
tomers’ repayment capacity may now exacerbate
the problems that individuals and families face in
less prosperous times. This poses further poten-
tial difficulties for the banking sector as a whole.

Our approach is to provide primarily business
loans following a careful, individual analysis of
each client’s ability to meet his or her obligations.
We have decentralised decision-making systems
in place and a body of highly qualified staff who
are able to conduct an efficient and reliable risk
assessment even in more volatile economic condi-
tions. ProCredit is guided by a responsible, long-
term attitude towards business development. We
aim to build lasting relationships with our clients
and do not forget that a loan is also a debt. These
values will be particularly pertinent when manag-
ing potential arrears in cases where clients have
to adapt to lower than anticipated sales.

Our lending activities include the provision of
agricultural loans; we are keen to support a sec-
tor that has been particularly neglected by other
banks and that is vital for employment and social
cohesion outside the main urban areas. We also
provide housing improvement loans to help low-
income families renovate their homes and im-
prove energy efficiency.

Alongside its credit operations, ProCredit has
invested strongly over the years in creating a
savings culture amongst clients and the broader
public. We believe that setting money aside can
help protect savers against the uncertainties of
life. This is perhaps truer now than ever before.
The ratio of deposits to GDP in Eastern European
countries is well below Western European levels,
typically at around 50%. Through promotional
events and direct, personal communication, we
encourage people — particularly those who do not
yet have a bank account — to make use of banking
services and to regularly save a portion of their
earnings.
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We offer simple and reliable retail banking servic-
es, including flexible savings and deposit accounts
to accommodate depositors’ long- and short-term
needs. Our belief in transparent, direct commu-
nication is particularly important in fostering cli-
ents’ trust in these difficult times. We understand
that our clients want to know in simple language
how to save safely; they also want to access their
money when they need it without unexpected
complications. Thanks to the trust that the pub-
lic has placed in ProCredit, local deposits are the
principal source of funding for our lending activi-
ties to local businesses. We have therefore not had
to rely on unpredictable capital markets. All the
ProCredit institutions in Eastern Europe ended the
year with a comfortable liquidity position and a sta-
ble, indeed increasing, net interest margin.

In line with our mission to reach clients in their
neighbourhoods wherever they are, the ProCredit
group continued to expand in 2008: we opened
116 branches and recruited more than 2,500 peo-
ple in Eastern Europe alone, bringing the regional
total to over 13,500 employees in 557 branches.
In the coming year we will focus on strengthen-
ing our business operations from this base. We
place a strong emphasis on transparency and will
continue to run information campaigns in 2009 to

Armenia_ Azerbaijan

Belarus Russia
Poland
Czech Republic‘ LA B Ukraine
N N TN
e e Slovakia _ {
3 Austria [T
Hungary Moldova
N\
Slovenig~ \_ Romania
N _—
Croatia Bosnia
Italy and
Herze
govina
Bulgaria
Mont n
Viontenegro Georgia
Macedonia
Albania
Turkey ‘\ )
Greece

Syria

ensure that people understand the pricing of our
products as well as those of our competitors.

Our staff is the key element in our approach to be-
ing a stable, down-to-earth and personal banking
partner. The ProCredit group has a strong commit-
ment to staff training, professional development
and the cultivation of an open, honest communica-
tion culture. Staff exchanges, cross-border training
programmes and regional workshops are an impor-
tant part of our approach. In September 2008, con-
struction was completed on the new Eastern Euro-
pean Academy, located near Skopje in Macedonia.
Dedicated to the training of ProCredit middle man-
agers, the Academy is an important channel for
rapid and consistent communication region-wide
and one that helps us adapt quickly to face new
challenges: 210 managers have already graduated
from the six-week intensive course since the facil-
ity was founded. A language centre at the Academy
also provides residential English courses, maximis-
ing the potential for international exchange within
the group. Like all prudent banks, we will continue
to focus on efficient cost management in 2009 and
beyond. Investment in our staff is however an on-
going commitment and will remain a central plank
in the ProCredit Bank approach. A qualified, moti-
vated and professional team lies at the root of our
lasting success across Eastern Europe.

/

/\



Name

ProCredit Bank
Albania

Highlights*

Founded in October 1998

34 branches

40,619 loans / EUR 134.1 million in loans
177,630 deposit accounts / EUR 203.9 million
1,003 employees

PROCREDIT IN EASTERN EUROPE

Contact

Rruga Sami Frasheri

Tirana

Tel./Fax: +355 4 2 271 272 [ 276
info@procreditbank.com.al
www.procreditbank.com.al

ProCredit Bank
Armenia

Founded in December 2007

4 branches

2,340 loans / EUR 16.7 million in loans
6,592 deposit accounts / EUR 6.7 million
203 employees

31, Moskovyan Str.

Building 99

Yerevan 0002

Tel./Fax: + 374 10 514 860 / 853
info@procreditbank.am
www.procreditbank.am

ProCredit Bank
Bosnia and Herzegovina

Founded in October 1997

44 branches

65,277 loans / EUR 162.9 million in loans
113,096 deposit accounts / EUR 171.5 million
888 employees

Emerika Bluma 8

71000 Sarajevo

Tel./Fax: +387 33 250 950 / 250 971
info@procreditbank.ba
www.procreditbank.ba

ProCredit Bank
Bulgaria

Founded in October 2001

87 branches

66,612 loans / EUR 578.9 million in loans
220,023 deposit accounts / EUR 341.9 million
1,955 employees

131, Hristo Botev Blvd.

Sofia 1233

Tel./Fax: +359 2 813 51 00 / 51 10
contact@procreditbank.bg
www.procreditbank.bg

ProCredit Bank
Georgia

Founded in May 1999

58 branches

66,083 loans / EUR 221.8 million in loans
364,742 deposit accounts / EUR 126.1 million
1,815 employees

154 D. Agmashenebeli Ave.

0112 Thilisi

Tel./Fax: +995 32 20 2222 / 24 3753
info@procreditbank.ge
www.procreditbank.ge

ProCredit Bank
UNMIK/Kosovo

Founded in January 2000

60 branches

98,366 loans / EUR 439.6 million in loans
402,214 deposit accounts / EUR 570.0 million
1,158 employees

“Mother Tereze” Boulevard No. 16
10 000 Prishtina

Tel./Fax: +381 38 555 777 / 248 777
info@procreditbank-kos.com
www.procreditbank-kos.com

ProCredit Bank

Founded in July 2003

Bul. Jane Sandanski 109a

Macedonia 40 branches 1000 Skopje
35,493 loans / EUR 129.1 million in loans Tel./Fax: +389 232199 00/ 01
129,687 deposit accounts / EUR 127.6 million info@procreditbank.com.mk
791 employees www.procreditbank.com.mk
ProCredit Founded in December 1999 65, Stefan cel Mare Ave.
Moldova 13 branches office 9oo, Chisinau

13,221 loans / EUR 23.5 million in loans
175 employees

Tel./Fax: +373 22 836555 / 273488
office@procredit.md
www.procredit.md

ProCredit Bank
Moldova

Founded in December 2007

17 branches

2,973 loans / EUR 8.7 million in loans
9,226 deposit accounts / EUR 5.1 million
350 employees

65, Stefan cel Mare Ave.

office 901, Chisinau

Tel./Fax: +373 22 836555 / 273488
office@procreditbank.md
www.procreditbank.md

ProCredit Bank
Romania

Founded in May 2002

40 branches

41,948 loans / EUR 214.0 million in loans
142,379 deposit accounts / EUR 148.1 million
1,121 employees

62-64 Buzesti Str., Sector 1

011017 Bucharest

Tel./Fax: +40 21 2016000 / 305 5663
headoffice@procreditbank.ro
www.procreditbank.ro

ProCredit Bank
Serbia

Founded in April 2001

86 branches

133,043 loans / EUR 453.3 million in loans
478,745 deposit accounts / EUR 332.3 million
2,058 employees

Milutina Milankovica 17
Belgrade

Tel./Fax: +381 11 20 77 906/ 905
info@procreditbank.rs
www.procreditbank.rs

ProCredit Bank
Ukraine

Founded in January 2001

74 branches

45,858 loans / EUR 262.6 million in loans
105,656 deposit accounts / EUR 122.8 million
2,035 employees

107a Peremogy Ave.

Kyiv 03115

Tel./Fax: +380 44 590 10 17 / 01
info@procreditbank.com.ua
www.procreditbank.com.ua

* Thefigures in this section have been compiled on the basis of the financial and operational reporting performed in accordance with group-
wide standards; they may differ from the figures reported in the bank’s local GAAP statements.
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Highlights in 2008

e ProCredit Bank expanded its loan portfolio
by 21.3% to RSD 40 billion (EUR 450 million),
with the number of loans outstanding rising
by 11.6% to over 113,000. One third of all
companies in Serbia were using loans from
ProCredit at year-end, confirming its position
as the leading banking partner for small busi-
nesses.!

e The bank opened a new head office building
in New Belgrade, the financial and business
centre of the capital. To mark the occasion,
we launched our corporate slogan: “Ordinary
people. Great achievements.” This empha-
sises the bank’s commitment to providing
responsible banking services to its target
groups.

e Forthethird consecutive year, ProCredit Bank
presented businesses awards to the most
successful enterprises in Serbia. Named af-
ter our range of tailored loans for clients in
the agricultural sector, we introduced the
“ProAgro Leader” category for outstanding
rural producers. The farmers honoured won
a trip to Slovenia to visit one of the most im-
portant agricultural fairs in the region, giving
them an opportunity to meet and share expe-
riences with producers in the EU.

e Inline with our efforts to strengthen ProCredit
Bank’s presence in smaller towns and rural ar-
eas and make it easier for clients to access our
services, we opened 19 branches across the
country.

e ProCredit Holding, the bank’s majority share-
holder, furtherincreased its stake in ProCredit
Bank Serbia by acquiring the 16.67% share
held by the European Bank for Reconstruction
and Development.

e We continued to organise and participate in
projects to improve the quality of life in the
communities we serve. Our neighbourhood

* Serbian Business Registers Agency: www.apr.gov.rs




HIGHLIGHTS IN 2008

activities this year included blood donation
drives, the renovation of playgrounds and
children’s day care centres, and various initi-
atives involving the donation of IT equipment
to schools and medical practices in smaller
towns.

e Asapartofourongoing management training
activities, the institution’s first group of par-
ticipants graduated from the ProCredit Acad-
emy in Germany, having successfully com-
pleted its three-year part-time professional
development programme.

e ProPlus, the company established to facili-
tate the purchase of shares in ProCredit Hold-
ing by staff members, carried out its second
capitalincrease in 2008. Forty more bank em-
ployees joined ProPlus this year.
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Management Business Review

Executive Board

from left to right:

Mirjana Zakanji

Member of the Executive Board

Dorte Weidig
Chairperson of the Executive Board

Svetlana Tolmacheva

Member of the Executive Board



Political and Economic Environment

Under the provisions of the new constitution
adopted in 2007, presidential elections were held
in January 2008. Due to irreconcilable divisions
in the ruling coalition regarding the status of Ko-
sovo and EU membership, the government col-
lapsed in March. The prime minister resigned as a
result and parliamentary elections were brought
forward to May. This inevitably postponed the
state budget, causing uncertainty among local
businesses and delaying many contracts involv-
ing public companies.

The new coalition government, which was estab-
lished in June, ratified the Stabilisation and As-
sociation Agreement with the EU Council in the
same month, signalling a possible future for Ser-
bia in the EU. The actual award of candidate sta-
tus could be delayed until 2010, however, due to
opposition among some EU member states which
feel that Serbia is not co-operating fully with the
International Criminal Tribunal for the former
Yugoslavia. Nonetheless, the country’s parlia-
ment and government have pledged to work to
adopt and implement a new legal framework that
should accelerate the process of complying with
EU regulations.

After unsuccessful negotiations during 2007, Ko-
sovo, which had been administered by the United
Nations, proclaimed its independence from Ser-
bia in February. This led to public discontent and
a diplomatic reaction to the decisions of most EU
countries and the United States to support Kos-
ovo’s independence. However, this controversy is
not expected to affect Serbia’s future application
for EU membership.

Despite the constraints created by a sometimes
difficult political situation, the Serbian economy
continued to grow in 2008. Real GDP rose by
6.1%, which was similar to the growth rate in
neighbouring countries. This increase was driven
primarily by growth in the telecommunications,
transport, banking and construction sectors. Im-
ports continued to outpace exports, and the over-
all current account deficit stood at 17.3% of GDP
at the close of 2008.!

Average annual consumer price based inflation
remained high at 11.7%.2 External factors, such
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as the increase in oil and natural gas prices, par-
ticularly during first three quarters, contributed
to inflationary pressures, but so did an expan-
sionary fiscal policy, growth in public spending
and rising prices for agricultural products.

Although the financial sector was not greatly im-
pacted by the U.S. subprime mortgage collapse
and the ensuing global financial crisis, the down-
turn in developed countries will impact the local
economy. GDP growth in 2009 will be lower than
previously forecast and foreign direct investment
is likely to decline. The latter effect was already
evident during the second half of 2008, as the
pace of privatisation slowed and the sales of
large state-owned enterprises were postponed.

The Serbian government signed a contract with
Gazprom at the end of the year to sell it a 51%
stake in the Serbian Qil Industry (NIS), which is
one of the largest state-owned companies with
over 12,000 employees and an annual turnover
of EUR 3.2 billion.2 The conditions of the contract
require investments geared towards modernising
the company’s production facilities, protecting
the environment and improving conditions for
employees.

Financial Sector Developments

The National Bank of Serbia (NBS) continued its
tight monetary policy in an effort to control infla-
tion and stabilise the overall macroeconomic en-
vironment. Minimum reserves for banks’ foreign
currency liabilities remained at a very high level,
and equity requirements were significantly in-
creased in an attempt to rein in consumer lending.
These measures resulted in a high average capital
adequacy ratio of 21.9%.4 As it sought to achieve
its inflation targets and boost the share of invest-
ments denominated in RSD, the NBS increased its
reference interest rate six times in 2008: it had
reached 17.75% by the end of December.>

* IMF, World Economic Outlook, April 2009

2 Serbian Bureau of Statistics, www.webrzs.statserb.sr.gov.yu,
Press release, January 2009

3 Business Registers Agency, www.pretraga.apr.gov.rs

4 NBS, http://www.nbs.yu/export/internet/latinica/55/55_4/
kvartalni_izvestaj_IV_o08.pdf, 31 December 2008

5 NBS, Review on NBS Money Market Interest Rates,
March 2009
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Banks in Serbia remained focused on the local
market in both lending and deposit mobilisation
and suffered no direct losses from the financial
crisis. Media coverage of the crisis, however, led
to widespread public uncertainty and an outflow
of foreign currency deposits during October and
November. This put additional pressure on the lo-
cal currency, which depreciated against the euro
by 15.5% between October and December.® The
measures taken by the NBS had ensured high
minimum reserves and capital adequacy, how-
ever, and banks had sufficient liquidity to meet
withdrawal requests during the bank run. Conse-
quently, the deposit base showed signs of recov-
ery towards the end of December.

Atotal of 34 banks were operating in Serbia at the
end of 2008. Given the outflow of deposits and a
contraction of credit operations in the fourth quar-
ter as funding sources became more expensive,
total assets in the banking sector showed year-
on-year growth of 13.8%, reaching RSD 1.8 trillion
(EUR 20.3 billion).” The five largest institutions
controlled 46.2% of total sector assets.®

The aggregate loan portfolio increased by 35.0%
over the year.? Even more significant was the in-
crease in cross-border lending, which reached its
peak in mid-2008: mainly through strong cross-
border lending activities, local banks increased
their off-balance sheet assets by 36.8%.*° The
relatively strong growth of the aggregate loan
portfolio in the context of macroeconomic insta-

bility led to an increase in the rate of arrears. The
portfolio at risk (over 15 days) for business loans
at the level of the banking sector rose to 13.7%,
while for loans to private individuals (over 60
days) it was 4.8%.'*

Following heavy withdrawals in the final quarter,
total deposits from private individuals and non-
financial institutions increased year-on-year by
only 1.7%. The level of financial intermediation
remained stable: private loans were equal to
33.0% of GDP, and deposits in the banking sector
amounted to 33.3% of GDP.*?

ProCredit Bank expanded in line with market
trends. It ranked 11th in terms of total assets
and oth in terms of loan portfolio volume with
a 3.9% market share in loans to customers. The
bank ranked 8th in deposits with a market share
of 3.9%.13

6 NBS, www.nbs.rs/internet/english/scripts/ondate.html
1.10.2008: 76.735; 31.12.2008: 88.601

7 NBS, Statistical Bulletin, February 2009

8 NBS, http://www.nbs.yu/export/internet/latinica/55/55_4/
kvartalni_izvestaj_IV_o8.pdf, 31 December 2008

9 NBS, Statistical Bulletin, February 2009

© NBS, http://www.nbs.yu/export/internet/latinica/55/55_4/
kvartalni_izvestaj_IV_08.pdf, 31 December 2008

1 jbid.

12 NBS, Financial Stability Report, Q.Ill 2008

3 NBS, www.nbs.rs/export/internet/english/50/50_5.html,
31 December 2008

Loan Portfolio Development
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Lending Performance

ProCredit Bank expanded its loan portfolio in
2008 with a continued focus on its main target
groups of small and medium-sized enterprises
and agricultural producers. By year-end, the out-
standing loan volume had increased by 21.3% to
RSD 4o billion (EUR 450 million); the number of
loans outstanding had increased by 11.6% to over

MICEN
113,000. Reflecting our commitment to serving ol | “ l.[*. " .
it !
L]
]- ‘ !HILIHI Al

small-scale operations, the average loan size was
RSD 350,300 (EUR 3,950).

*

1%

In the business lending segment, the portfolio ‘
grew by 16.8% to reach RSD 23 billion (EUR 263
million). Small loans of up to EUR 10,000 contrib-
uted for 21.7% of the portfolio volume; in terms
of numbers, this segment received 21.3% of all
loans disbursed in 2008. Thanks to our simple
procedures and minimal documentation require-
ments, we were able to limit the processing time
for very small loans to less than two days.

Qutstanding loans to businesses in amounts be-
tween EUR 10,000 and EUR 50,000 totalled RSD 8
billion (EUR 9o million), representing a year-on-year
increase of 23.3% in this segment. The SME portfo-
lio (@mounts over EUR 50,000) grew at a somewhat
slower rate of 11.0% to reach RSD 7 billion (EUR
76 million). In line with our objective of providing
products that are optimally suited to our borrow-
ers’ needs, we introduced local currency loans with
maturities of up to 60 months for business clients.

Business Loan Portfolio — Breakdown by Maturity Loan Portfolio Quality (arrears »30 days)
in % in % of loan portfolio
100 5.0
90 4.5
80 4.0
o 35
60 3.0
50 2.5
g 2.0
30 1.5 =
29 e —o il
o \/._.__/
0.5
0 o
Jun Dec Jun Dec Jun Dec Jun Dec Jun Dec
o4 o5 06 o7 o8
BN <12 months WM 12 — 24 months B> 24 months
Net write-offs: in 2005: EUR 612,741 in 2007: EUR 2,169,502

in 2004: EUR 294,201 in 2006: EUR 929,437 in 2008: EUR 4,812,045
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ProCredit Bank recognises that agricultural pro-
duction is of great importance for the development
of Serbia’s rural areas. During 2008, we disbursed
more than 18,900 agricultural loans totalling RSD
5.7 billion (EUR 65 million) for investments in work-
ing capital, machinery, livestock and land. The out-
standing agricultural loan portfolio grew by 28.5%
to RSD 9 billion (EUR 103 million). In August, the
bank joined a national programme for subsidised
agricultural lending which is being implemented in
co-operation with the Ministry of Agriculture. It fo-
cuses on long-term investments in mechanisation,
livestock, irrigation systems and the development
of vineyards and orchards.

ProCredit Bank offers a range of housing improve-
ment loans, with an emphasis in this segment on
increasing borrowers’ overall standard of living

while promoting energy efficiency. We disbursed
5,120 such loans in 2008 to enable clients to pur-
chase, build orimprove their houses and business
premises; this segment of the portfolio increased
by 38.7% to RSD 3 billion (EUR 39 million), and
represented 8.6% of the gross portfolio at year-
end.

As a socially responsible financial institution,
ProCredit Bank does not actively promote con-
sumer lending. Upon request from clients with a
salary, however, it does approve consumer loans
following careful assessment of the applicant’s
debt capacity. The combined volume of consumer
loans, overdrafts on private individual accounts
and outstanding credit card debt stood at RSD 4
billion (EUR 45 million), representing 10.1% of the
total loan portfolio.

Customer Deposits
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Despite considerable expansion, loan portfolio
quality remained high in 2008. Our portfolio at risk
(PAR, loans in arrears over 30 days) was equal to
1.56% of the total portfolio at year-end, a marginal
increase over the previous year (2007: 1.46%). At
172% of the PAR, loan loss provisions were suffi-
cient to cover the bank’s exposures. We attribute
our success in keeping arrears at an acceptable
level primarily to the effectiveness of our lending
methodology — which includes an analysis of each
applicant’s ability to meet repayment obligations
— and the dedicated efforts of our well-trained and
motivated credit staff.

Deposits and Other Banking Services

ProCredit Bank continued to attract deposits
from a diverse client base in 2008. Following
media coverage of the turmoil in global financial
markets, however, customers began to make
large-scale withdrawals in October, and this
trend continued well into the final quarter. Rec-
ognising the importance of trust, our employees
invested a significant effort in informing clients
about the soundness of ProCredit Bank, and thus
of the security of their funds. Not only did we
meet all deposit requests; the deposit base had
begun to stabilise by the end of the year.

The total deposit volume amounted to RSD 30
billion (EUR 343 million) on December 31, a year-
on-year decrease of 1.8%. Private individuals’ de-
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posits accounted for 60.1% of the deposit base,
while legal entities and institutions contributed
36.9%. The bank maintains a total of 478,745 de-
posit accounts; underscoring our continued focus
on serving lower-income households, the aver-
age balance at the end of 2008 was around RSD
63,500 (EUR 720).

As in previous years, the bank’s strategy for at-
tracting deposits was based on the cultivation of
long-term relationships with our clients through
personal contact. Branches organised direct pro-
motions and financial education events to high-
light the advantages of saving and to provide
transparent information on various deposit op-
tions. Together with an excellent standard of cus-
tomer care, these factors enabled us to bring the
total number of deposit clients to over 208,000.

With our broad range of flexible savings prod-
ucts, we were well positioned to meet clients’
specific needs, as was reflected in the increase in
the total number of savings accounts to 110,300.

We made a concerted effort to boost the number
of clients who have their salaries paid into their
accounts at ProCredit Bank. The bank offered a
special package of services, including lower loan
interest rates and an overdraft facility, to custom-
ers who began using our electronic salary pay-
ment facility in 2008. As a result, the number of
such clients increased to almost 40,000. We also
promoted the prudent use of debit and credit

Domestic Money Transfers

International Money Transfers
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cards, bringing the total number of cards in cir-
culation to 107,000 — a year-on-year increase of
8.7(%).

The average number of card transactions grew by
40.7% to almost 185,000 per month. We also in-
stalled an additional 37 ATMs throughout the coun-
try, bringing the total number to 141: over 1 in 20
ATMs in Serbia is now operated by ProCredit Bank.

ProCredit Bank endeavours to provide an excel-
lent quality of service that meets the needs of
all its customers: The bank’s new call centre had
received over 160,000 calls by December 31,
demonstrating the high level of demand for this
service. Moreover, with 40 teller cash recyclers
installed in the branches, we were able to further
increase efficiency, allowing branch staff to de-
vote more time to building strong relationships
with our clients.

Both domestic and international payments grew
rapidly in 2008. Domestic money transfers rose
by 22% to RSD 360 million (EUR 4 million), and
by 51.9% in terms of numbers. 21.2% of all such
payments, some 1.9 million transactions, were
executed through the e-ProBanking service. In-
ternational money transfers grew by 22% in vol-
ume terms and by 49% in numbers.

Financial Results

The banking environment in 2008 was character-
ised by intense competition in the local market
and declining trust on the part of depositors af-
ter the international financial began to attract in-
creasing media attention. in the mass media. The
increase in competition both inflated the rates of-
fered on deposits and brought down interest rates
on loans. At the same time, the NBS adopted more
restrictive policies on mandatory reserves and
capital adequacy.

Against this background, ProCredit Bank expand-
ed its loan and deposit portfolios in the first part
of 2008, although the rate of year-on-year growth
was somewhat slower than in 2007. From the be-
ginning of October, however, operations became
more challenging: in view of global developments,
depositors made significant withdrawals nation-
wide. With a good communication strategy and a

well-earned reputation for responsible banking,
ProCredit Bank was able to reassure its savings
clients and reduce the rate of withdrawals.

In the face of mounting uncertainty, loan custom-
ers became more cautious and hesitated to apply
for loans even though their businesses were in
need of capital. Most banks reduced their lend-
ing activities when it became more expensive to
source funding. Some banks went so far as to halt
credit operations, but ProCredit Bank was one of
the few institutions that continued disbursing
loans to eligible customers.

Despite the increasingly difficult conditions it faced
in the market, the bank’s total assets increased by
7.6% in 2008, reaching RSD 66.4 billion (EUR 749.5
million). This growth was mostly driven by strong
portfolio expansion: the loan portfolio exceeded
RSD 39.9 billion (EUR 450 million) at year-end.

The NBS required banks to hold the equivalent of
their foreign currency reserves in local currency in
December, which forced ProCredit Bank to borrow
local currency funds from local banks. Although
these funds were not used for lending activities,
they altered the year-end funding structure. On De-
cember 31, 74.6% of the loan portfolio was funded
by customer deposits, a decrease from 94.6% in
2007. Long-term financing from international fi-
nancial institutions and bonds issued by the bank
were ample to compensate for this decline.

Total operating income grew by 27.3% to reach
RSD 4.4 billion (EUR 49.9 million). Net inter-
est income generated 74.1% of this amount and
showed a slight decrease from 75.9% in 2007,
largely because of higher interest expenses in
the second half of the year. The remaining 25.9%
was generated by fees and commissions, which
rose by 5.3% to RSD 1.1 billion (EUR 12.8 million).

To support our operational growth, we added
19 branches to our network in 2008 and hired a
further 332 members of staff. This extensive in-
stitutional growth brought total operating costs
to RSD 3.9 billion (EUR 43.9 million), and the cost-
income ratio rose from 74.9% in 2007 to 78.0%.
However, these outlays created the foundation
for further development in the years to come,
and demonstrate the long-term commitment of
ProCredit Bank to serving its clients.
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The bank carried out capital increases in March
and Junein the amounts of EUR 10 million and EUR
24 million respectively, boosting its total share
capital by 79.5% to RSD 8.6 billion (EUR 97.5 mil-
lion). ProCredit Bank closed the year 2008 with a
capital adequacy ratio of 18.4% (2007: 15.2%).
With excess liquidity in the first two quarters, the
bank repaid EUR 25 million in debt securities it
had issued during 2007.

In its financial statements, which are prepared
in accordance with IFRS, the bank recorded a
net profit of RSD 616 million (EUR 6.9 million), a
slight increase of RSD 68 million (EUR 761,700)
in comparison to 2007. This result reflects an
annual depreciation of the local currency, which
lost almost 25% of its value against the euro dur-
ing 2008, and new minimum reserve regulations.
Following a large capital injection during the
year, the financial result translated to a return on
equity of 9.2% (2007: 13.4%).

Outlook

The Serbian economy will continue to face many
challenges in the coming years. At a political level,
internal reforms are still necessary to comply with
EU regulations, while in macroeconomic terms
stability and development have been impacted by
the global economic downturn. Many lending in-
stitutions therefore expect to reschedule a larger
number of outstanding loans in 2009.

The rate of inflation is likely to be fuelled by high
levels of domestic consumption. Additionally,
in the absence of a clear strategy to increase ex-
ports, the current large trade deficit will remain an
economic concern. Given the low level of export
revenues and a lack of foreign direct investment,
the continued depreciation of the local currency
remains the greatest hazard for local producers.
That said, a 15-month stand-by deal with the IMF
has secured EUR 450 million to stabilise the econ-
omy should foreign investments suddenly dry up.

In an attempt to grow their assets, many banks
are likely to adopt aggressive pricing strategies to
attract deposits and disburse loans. Now that the
housing market has become stagnant, some insti-
tutions may target the SME sector as an alternative
source of business.

ProCredit Bank will continue to support its core tar-
get group of small and medium-sized businesses
with the aim of promoting their sustainable de-
velopment. As always, we will conduct a careful
assessment of each client’s financial situation in
order to prevent them from becoming overly in-
debted. We are confident that our reputation as
a sound financial institution that offers transpar-
ent services sets us apart from other commercial
banks. Our emphasis on building long-term client
relationships allows us to offer useful and reliable
advice; we are also highly involved in the local
community and will continue to undertake finan-
cial education initiatives and neighbourhood im-
provement projects in 2009.

With a large branch network already established,
the bank will focus on customer care and staff
efficiency in the coming year. Our managers will
endeavour to integrate all new recruits into the
ProCredit team, ensuring that they share the phi-
losophy that underpins the bank’s mission. By
putting our corporate values into practice, our
motivated staff will be the key to our sustainable
growth in 2009 and beyond.
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Special Feature

Promoting Agriculture, Recognising Hard Work and Dedication

ProCredit Bank has offered tailored credit serv-
ices to the agricultural sector for over six years. To
highlight the importance of rural production, the
bank established a new category in its third annual
business awards for Serbian enterprises in 2008.
The “ProAgro Leader” is a prize awarded to farm-
ers who invest wisely in the development of their
operations and achieve the best yields. ProCredit
Bank named the award after its own range of agri-
cultural credit products: ProAgro loans.

The goal was to give outstanding farmers the pub-
lic recognition they deserve for their hard work,
dedication and entrepreneurial spirit, and for their
contribution to local economic growth. Invitations
to participate in the awards programme were sent
both to clients of ProCredit Bank and to other agri-

cultural households in the country via an extensive
marketing campaign. More than 200 individual
producers took part in the competition, which of-
fered three prizes each in the categories of very
small, small and medium-sized operations.

The jury was composed of representatives from
the bank, the media, the Ministry of Agriculture
and the European Agency for Reconstruction, the
organisation responsible for managing the main
EU assistance programmes in Serbia. They formed
an overall impression of each entrant’s business
based on its relative level of productivity and the
soundness of its strategy. The top three candi-
dates in each category were awarded the title of
“ProAgro Leader”, recognising their position at the
forefront of farming innovation in Serbia.
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The prize for the nine winners was a five-day trip
to Slovenia organised in co-operation with the Fac-
ulty of Agriculture at the University of Belgrade.
Accompanied by two members of the bank’s agri-
cultural credit staff, they stayed at a rural guest-
house where they were able to meet local farmers
and exchange ideas and experiences at one of the
best-known agricultural events in Slovenia, the In-
ternational Agricultural and Food Industry Fair in
Gornja Radgona. The group also visited the Faculty
of Agriculture and Life Sciences at the University
of Maribor. “I am extremely pleased that the bank
took this extra step to support rural businesses like
my own. It would be an excellent idea if this kind of
educational trip became a tradition,” commented
Milomir Stojic, one of the participants. The impor-
tance of strong rural networks was a main focus
of the fair, and all nine farmers have remained in
close contact since the trip, meeting on occasion
to discuss the scope for co-operation in their busi-
ness activities.

Serbia is working towards joining the European
Union, and visiting Slovenia provided the farm-
ers with a preview of how the changes which EU

membership could bring to the agricultural sector
might improve their situation. With over 300,000
registered agricultural households and 4.2 mil-
lion hectares of suitable farmland, Serbia has vast
potential for rural development. Indeed, agricul-
ture already accounts for approximately 10% of
GDP. Recognising the importance of this sector,
ProCredit Bank has been providing a full range
of banking services to agricultural clients since
2002. At the end of 2008, the bank was serving
more than 20,000 rural enterprises, and the out-
standing agricultural loan portfolio consisted of
34,000 loans totalling RSD g billion (EUR 103 mil-
lion). Over one hundred specialised agricultural
lending officers are based at 49 branches in all
parts of the country.

The “ProAgro Leader” award gives the bank an op-
portunity to acknowledge the contribution made
by rural producers to economic development. By
recognising outstanding farmers, ProCredit Bank
hopes to promote increased public awareness and
appreciation of that contribution, and of farmers
as hard-working, valuable members of their com-
munities.
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Risk Management

As a rapidly growing institution, ProCredit Bank
Serbia places a particularly high priority on im-
plementing sound risk management practices.
This includes well-documented processes, ap-
propriate control mechanisms and extensive
ongoing training to heighten employees’ risk
awareness. Our staff at all levels share a culture
of internal and external transparency and are
committed to the high ethical standards outlined
in the bank’s Code of Conduct.

The bank’s low risk profile is determined to a
large extent by the nature of its business opera-
tions, as defined in its corporate mission state-
ment. We do not engage in speculative or pro-
prietary trading activities, focusing instead on
offering a broad range of straightforward, trans-
parently priced products to a clientele consist-
ing of thousands of small businesses and lower-
income households throughout the country. This
helps to ensure a high degree of diversification in
both assets and liabilities.

The Board of Directors and the Executive Board
have primary responsibility for the approval and
application of all risk management policies at
ProCredit Bank. Responsibility for monitoring the
various types of risk is borne by four committees:
the Credit Risk Committee, the Assets and Liabili-
ties Committee (ALCO), the Operational Risk Com-
mittee and the Information Security Committee.
The role of identifying, measuring and reporting
risks is assigned to the Risk Department, which
acts as an advisory body to the bank’s manage-
ment. It provides detailed analyses of risk expo-
sures and recommendations for risk mitigation
strategies.

The Internal Audit Department is an integral part of
institutional risk management and ensures com-
pliance with policies and internal control systems
in all areas of operations, including branches. In-
dependent in its activities, it reports directly to
the Audit Committee, detailing all potential risks it
identifies, including potential cases of fraud.

Credit Risk

ProCredit Bank has a prudent system in place for
the management of credit risk covering all stag-
es of the lending process. The bank individually

analyses the creditworthiness of each loan appli-
cant by means of a detailed credit analysis. This
assessment includes financial data and perform-
ance indicators, the proposed application of the
loan funds and the projected profitability of the
applicant’s business.



The bank disburses loans following credit com-
mittee approval. Loan officers then monitor their
clients’ repayment behaviour and the financial
performance of their businesses. Credit staff also
continuously observe macroeconomic trends and
changes in relevant laws to identify potential ad-

verse implications for clients’ business activities,
and thus for portfolio quality.

One of our key principles in credit risk manage-
ment is to ensure that the portfolio is broadly
diversified with regard to loan amounts and in
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terms of its sectoral and regional breakdown. At
the close of 2008, 89.6% of all loans outstand-
ing were for amounts of less than EUR 10,000.
Reflecting our focus on small-scale businesses,
the average outstanding loan amount was around
RSD 350,300 (EUR 3,950).

ProCredit Bank’s approach to credit risk manage-
ment enabled it to maintain good loan portfolio
quality: The portfolio at risk (volume of loans
in arrears by more than 30 days) was 1.56% of
the overall loan portfolio at year-end, up by 10
basis points from 2007. Net write-offs for 2008
amounted to 1.95% of the total portfolio, and the
Legal Department is working to recover these
loan losses. The bank takes a conservative ap-
proach to allowing for loan impairment which
underscores its prudence in lending: year-end
provisions were equal to 172% of the portfolio at
risk.

We have always had a strong focus on portfolio
quality at ProCredit Bank, but new measures are
necessary to minimise the increased credit risk
caused by recent macroeconomic instability. To
this end, the bank has updated its lending pro-
cedures to support sustainable portfolio quality.
Intensive training is provided to all credit staff to
increase risk awareness, and the bank will con-
tinue to support its clients in a more challenging
environment by adapting its product range. Port-
folio monitoring activities are already being car-
ried out on a more intensive scale.

Market Risk

Overall exposure to market risk is low since the
bank does not engage on a large scale in high-
risk operations such as consumer financing and
lending to the real-estate sector; neither does it
conduct proprietary trading or speculative trans-
actions of any type. Management of market risk
focuses on reducing the potential adverse effects
of movements in interest and exchange rates on
the bank’s income and equity.

The bank manages risks arising from changes in
market interest rates by achieving an appropri-
ate balance between the maturity structure of its
interest-bearing assets and liabilities. To meas-
ure interest rate risk exposure, the bank uses a

modified duration gap analysis combined with
scenario analysis. It also uses interest rate swaps
to match the interest rate structure of its assets
and liabilities.

Risks arising from exchange rate fluctuations are
minimised by keeping open currency positions at
low levels. As the bank operates in various cur-
rencies, a low open currency position reduces the
possible negative effects of exchange rate fluctu-
ations on its income and its equity, which is kept
in RSD. The bank also uses currency swaps to fur-
ther decrease the level of currency risk.

Liquidity Risk

The ALCO monitors all aspects of the institution’s
liquidity performance on a weekly and monthly
basis. This involves analysing the maturity struc-
ture of the bank’s balance sheet, reviewing loan
repayments, preparing liquidity projections and
conducting cash flow scenario analyses.

The bank maintained a high liquidity level
throughout the year which consistently exceeded
the regulatory requirement. The average ratio
of total liquid assets to customer liabilities was
88.7%, and customer withdrawal requests were
met without complication when public confi-
dence in the banking system was shaken by me-
dia coverage of the international financial crisis
during the final quarter.

At year-end, the bank had a loans-to-deposits ra-
tio of 137.5%. Customer deposits made up 49.8%
of total liabilities and were spread across over
478,700 accounts. Reflecting our focus on mo-
bilising deposits from lower-income households,
the average balance was around RSD 63,500
(EUR 720).

In addition to income from loan instalments,
which are typically paid on a monthly basis,
long-term financing from ProCredit Holding and
international financial institutions provided a
secure source of funding for the bank’s lending
operations. Capital increases totalling RSD 3 bil-
lon (EUR 34 million) were carried out in 2008 and
were a further guarantee of the bank’s stable li-
quidity position.



Operational Risk

ProCredit Bank is regularly exposed to new op-
erational risks due to the continuing growth of
its staff, its increasing use of information tech-
nology, and the fact that it often introduces new
products and services.

We have established a framework for managing
operational risk that includes the requirement
that all major transactions must be approved
by two authorised employees. All processes are
well documented and are subject to review by the
Internal Audit Department. Moreover, intensive
staff training ensures that employees in all posi-
tions are properly qualified and understand the
importance of a risk-aware approach in their re-
spective duties.

During 2008, the bank upgraded its system for
identifying and reporting on operational risk
events with a new series of operational risk in-

dicators. The updated central risk event database
documents actual losses, near losses and expect-
ed causes of future revenue losses.

Capital Adequacy and Risk Bearing
Capacity

A key principle of our risk management strategy
is to ensure that we always have sufficient capital
to adequately cover all risks. The ProCredit group
requires maintenance of a capital adequacy ratio
(calculated as regulatory capital divided by total
assets weighted by credit and market risks) of at
least 12%, which is also in line with the require-
ments of the National Bank of Serbia. At year-end,
ProCredit Bank’s capital adequacy ratio was
18.4%, compared to 15.2% at the end of 2007. This
underscores our shareholders’ commitment to en-
suring that sufficient capital funding is available at
all times to support the bank’s operations and to
sustain its continued growth.
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Branch Network

ProCredit Bank expanded its branch network
during 2008 with the dual aim of bringing its
services to new customers in areas it had not
previously served and making it more convenient
for existing clients to reach their local branch.
To this end, we entered ten new markets and
strengthened our presence in five cities. The to-
tal number of branches in the network rose from
67 to 86; the bank now has a presence in 53 cit-
ies and towns throughout Serbia.

In extending our outreach to new areas, we tar-
geted northern Serbia, where the local economy
is based primarily on agriculture. Branches in
this region were opened in Apatin, OdZaci, Backa
Topola and KanjiZza. ProCredit Bank also expand-
ed its network to cover Ub and Veliko Gradiste in

the Belgrade region; Paracin and Dimitrovgrad in
southern Serbia; and PoZega and Zlatibor in the
central part of the country.

We opened five new branches in Belgrade as well
as additional branches in four cities where we
recognised good growth potential. We also reno-
vated 17 branches in towns throughout Serbia to
provide a more attractive environment in which to
serve our clients.

ProCredit Bank Serbia celebrated its seventh
year of operations in 2008, a year which also saw
the completion of our new head office building in
New Belgrade, the financial and business centre
of the capital. The new building is painted in our
corporate colours and has large windows that un-
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