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Income Statement  

For the year ended 31 December 2005  

In thousands of denars  Note 2005  2004 

     

Interest income  2,051,710  1,744,292 

Interest expense  (564,852)  (482,010) 

Net interest income 1 1,486,858  1,262,282 

     

Fee and commission income  780,586  690,716 

Fee and commission expense  (85,622)  (71,581) 

Net fee and commission income 2 694,964  619,135 

     

Dividend income  1,021  11,197 

Net trading income  2,880  - 

Net foreign exchange gain  126,575  104,362 

Other operating income 3 73,997  183,429 

Operating income  2,386,295  2,180,405 

     

Impairment losses 4 (458,770)  13,413 

Other operating expenses 5 (1,508,859)  (1,451,000) 

Operating expenses  (1,967,629)  (1,437,587) 

     

     

Share of loss from associate 16 (11,880)  - 

     

Profit for the year  406,786  742,818 

     

Income tax expense 6 (49,648)  (42,628) 

Net profit for the year  357,138  700,190 

     

Basic earnings per share (denars) 27 190  374 

Diluted earnings per share (denars) 27 177  347 
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Balance Sheet  

As at 31 December 2005  

In thousands of denars  Note 2005  2004 
     

Assets     

Cash and cash equivalents 7 4,575,575  3,263,111 

Financial assets at fair value through profit and 

loss  8 7,257  9,997 

Placements with, and loans to, banks 9 15,965,414  14,556,464 

Loans and advances to customers 10 12,929,685  11,853,237 

Interest receivable and other assets 11 722,050  178,739 

Income tax receivable  60,859  - 

Investments 12 389,721  847,291 

Investment property 14 55,307  102,575 

Assets acquired through foreclosure procedures 15 707,811  952,736 

Investment in associate 16 33,258  - 

Intangible assets 17 44,159  31,378 

Leasehold improvements  13,051  5,392 

Property and equipment 18 1,411,358  1,478,325 

Deferred tax asset  19 1,104  1,472 

Advances for property and equipment  20,189  13,837 

Total assets  36,936,798  33,294,554 

     

Liabilities     

Deposits from banks and other financial 

institutions 20 519,768  254,766 

Amounts owed to other depositors  21 30,567,187  27,518,111 

Other borrowed funds 22 1,377,533  1,298,875 

Accruals 23 103,328  67,284 

Impairment provisions related to off balance 

sheet items  24 206,727  112,234 

Income tax payable  -  31,140 

Other liabilities 25 127,973  119,797 

Total liabilities  32,902,516  29,402,207 

     

Share capital  2,014,067  2,014,067 

Share premium  16,523  16,253 

Reserves  1,556,542  1,078,665 

Retained earnings  447,150  783,362 

Total shareholders’ equity  4,034,282  3,892,347 

Total liabilities and shareholders’ equity  36,936,798  33,294,554 

     

These financial statements set out on pages 1 to 53 were approved by the Board of Directors 

on 27 February 2006 and were signed on its behalf by: 

Mr. Hari Kostov  Mr. Lazar Cvetkovski  

First Director General   Second Director General  
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Statement of changes in equity 

For the year ended 31 December 2005  

In thousands of denars 

Share  

Capital 

 

Share 

premium 

Own 

shares 

 

Revaluation 

reserve 

Statutory 

Reserves 

Retained 

earnings Total 

        

Balance at 1 January 

2004 2,014,067 

 

16,209 

 

- 

 

109,674 960,578 240,097 3,340,625 

Net profit for the year - - - - - 700,190 700,190 

Dividends to 

shareholders - 

 

- 

 

- 

 

- - (157,248) (157,248) 

Own shares acquired - - (932) - - - (932) 

Own shares sold - 44 932 - - - 976 

Increase due to 

acquisition of KB-

Broker AD Skopje - - - 43 8,370 323 8,736 

Balance at 31 

December 2004 2,014,067 

 

16,253 

 

- 

 

109,717 968,948 783,362 3,892,347 

        

Balance at 1 January 

2005 2,014,067 

 

16,253 

 

- 

 

109,717 968,948 783,362 3,892,347 

Net profit for the year - - - - - 357,138 357,138 

Appropriation to 

statutory reserve - 

 

- 

 

- 

 

- 500,000 (500,000) - 

Dividends to 

shareholders - 

 

- 

 

- 

 

- - (193,350) (193,350) 

Own shares acquired - - (41,366) - - - (41,366) 

Own shares sold - 270 19,243 - -                - 19,513 

Balance at 31 

December 2005 2,014,067 

 

16,523 

 

(22,123) 

 

109,717 1,468,948 447,150 4,034,282 
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Statement of cash flows  

For the year ended 31 December 2005  

In thousands of denars Note 2005  2004 

     

Operating activities     

Profit before tax  406,786  742,818 

Adjustments for non cash items:     

Depreciation of property and equipment 5 152,965  144,879 

Amortization of intangible assets 5 12,519  12,206 

Gain on sale of property and equipment 3 (11,530)  (22,702) 

Loss on sale of property and equipment  936  - 

Loss on sale of assets acquired through 

foreclosure procedure  22,259  10,033 

Decrease in fair value of investment property 5 1,542  17,132 

Decrease in value of assets acquired through 

foreclosure procedure 5 -  115,677 

Impairment losses 4 458,770  (13,413) 

Provision for off-balance sheet items  5 94,493  48,138 

Interest income 1 (2,051,710)  (1,744,291) 

Interest expense 1 564,852  482,010 

Net trading income  (2,880)  - 

Dividends income  (1,021)  (11,197) 

Share of loss from associate 16 11,880  - 

Interest receipts  1,814,652  1,771,678 

Interest paid  (528,808)  (443,373) 

Operating profit before changes in operating 

assets  945,705  1,109,595 

(Increase)/decrease in operating assets:     

Financial assets at fair value through profit and 

loss   5,620        (9,997) 

Placements with, and loans to, banks   (1,408,950)  (2,428,336) 

Loans and advances to customers  (1,767,702)  (1,936,965) 

Proceeds from sale of assets acquired through   

foreclosure procedures  281,894  60,201 

Other assets  (43,102)  (46,005) 

Increase/(decrease) in operating liabilities:     

Deposits from banks and other financial 

institutions  265,002  (346,101) 

Amounts owed to other depositors  3,049,076  3,108,340 

Other liabilities  4,235  13,401 

Net cash from operating activities before income 

tax  1,331,778  (475,867) 

Taxation paid     

Income tax (paid)/received  (141,279)  (12,730) 

Cash flows from operating activities  1,190,499  (488,597) 
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Statement of cash flows continued  

For the year ended 31 December 2005  

In thousands of denars Note 2005  2004 

     

Investing activities     

Acquisition of intangible assets  (25,300)  (7,357) 

Acquisition of property and equipment  (91,332)  (237,988) 

Leasehold improvements  (7,659)  - 

Proceeds from the sale of property and 

equipment  11,384  29,555 

Proceeds from the sale of intangible assets  -  2,120 

Proceeds from investments   453,484  917,137 

Dividends received  811  11,060 

Investments in associates  (45,138)  - 

Cash flows from investing activities  296,250  714,527 

    

Financing activities     

Own shares sold  19,513  976 

Dividends paid  (189,409)  (154,853) 

Own shares acquired  (41,366)  (932) 

Net increase/(decrease) in borrowings  78,658  (200,955) 

Cash flows from financing activities  (132,604)  (355,764) 

     

Effect of changes in allowance for impairment in 

cash and cash equivalents  4 (41,681)  17,806 

     

Net increase/(decrease) in cash and cash   

equivalents  1,312,464 (112,028) 

Cash and cash equivalents at 1 January   3,263,111 3,375,139 

Cash and cash equivalents at 31 December 7 4,575,575 3,263,111 
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Notes to the financial statements 

Significant accounting policies   

a)  Business background 

Komercijalna Banka A.D. Skopje (“the Bank”) is a joint stock company incorporated and 

domiciled in the Republic of Macedonia. The Bank is listed on the Macedonian Stock 

Exchange under the ID code KMB. The Bank is licensed to perform all banking activities 

and the main activities include commercial lending, receiving of deposits, foreign exchange 

deals, payment operation services in the country and abroad and retail banking services. In 

addition, it provides trade finance facilities to companies for export and import purposes.  

b)  Statement of compliance  

The financial statements have been prepared in accordance with International Financial 

Reporting Standards (“IFRS”) promulgated by the International Accounting Standards Board 

(“IASB”) and interpretations issued by the International Financial Reporting Interpretations 

Committee of the IASB.  

c) Basis of preparation 

The financial statements are presented in Macedonian denars, rounded to the nearest 

thousand. The financial statements are prepared on a fair value basis for financial assets 

held-for-trading and for available-for-sale assets, except those for which a reliable measure 

of fair value is not available. Other financial assets and liabilities and non-financial assets 

and liabilities are stated at amortised cost or historical cost except for revaluation of certain 

property and equipment.  

The preparation of financial statements in conformity with IFRSs requires management to 

make judgments, estimates and assumptions that affect the application of policies and 

reported amounts if assets and liabilities, income and expenses. The estimates and associated 

assumptions are based on historical experience and various other factors that are believed to 

be reasonable under the circumstances, the results of which form the basis of making the 

judgments about carrying values of assets and liabilities that are not readily apparent from 

other sources. Actual results may differ from these estimates. 

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to 

accounting estimates are recognised in the period in which the estimate is revise if the 

revision affects both current and future periods. 

Judgments made by management in the application of IFRSs that have significant effect on 

the financial statements and estimates with a significant risk of material adjustment in the 

next year are discussed in note 35. 
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Notes to the financial statements 

Significant accounting policies continued  

c) Basis of preparation continued 

The accounting policies, except for the changes in accounting policy (refer note 28), are 

consistent with those used in the previous year. 

d) Basis of accounting for investment in associate 

(i) Associates 

Associates are those entities in which the Bank has significant influence, but not control, 

over the financial and operating policies. The financial statements include the Bank’s share 

of total recognized gains and losses of associates on an equity accounting basis, from the 

date that the significant influence commences until the date that the significant influences 

ceases. When the Bank’s share of losses exceeds its interest in an associate, the Bank’s 

carrying amount is reduced to nil and recognition of further losses is discontinued except to 

the extend that the Bank has incurred legal or constructive obligations or made payments on 

behalf of an associate.  

(ii)  Transactions eliminated  

Unrealised gains arising from transactions with the associate are eliminated to the extent of 

the Bank’s interest in the enterprise. Unrealised gains arising from transactions with 

associate are eliminated against the investment in the associate. Unrealised losses are 

eliminated in the same way as unrealized gains, but only to the extent that there is no 

evidence of impairment. 

e) Foreign currency transactions 

Transactions in foreign currencies are translated at the foreign exchange rate ruling at the 

date of the transaction. Monetary assets and liabilities denominated in foreign currencies at 

the balance sheet date are translated to denars at the foreign exchange rate ruling at that date. 

Foreign exchange differences arising on translation are recognised in the income statement. 

Non-monetary assets and liabilities denominated in foreign currency, which are stated at 

historical cost, are translated to denars at the foreign exchange rate ruling at the date of the 

transaction.  
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Notes to the financial statements 

Significant accounting policies continued 

e) Foreign currency transactions continued  

The foreign currencies the Bank deals with are predominantly Euro (EUR) and United States 

Dollars (USD) based.  The exchange rates used for translation at 31 December 2005 and 

2004 were as follows:  

 2005 2004 
 MKD MKD 
   
1 EUR 61.18 61.31 
1 USD 51.86 45.07 

f)  Financial instruments 

(i) Classification 

Trading instruments are those that the Bank principally holds for the purpose of short-term 

profit taking. These include government bonds and equity investments.  

Originated loans and receivables are loans and receivables created by the Bank providing 

money to a debtor other than those created with the intention of short-term profit taking. 

Originated loans and receivables comprise loans and advances to Groups and customers and 

government bills purchased at original issuance. 

Held-to-maturity assets are financial assets with fixed or determinable payments and fixed 

maturity that the Bank has the intent and ability to hold to maturity. These include debt 

related investments. 

Available-for-sale assets are financial assets that are not held for trading purposes, originated 

by the Bank, or held to maturity. Available-for-sale instruments include equity investments. 

 (ii)  Recognition 

The Bank recognises financial assets held for trading and available-for-sale assets on the day 

they are transferred to the Bank. From this date any gains and losses arising from changes in 

fair value of the assets are recognised. 

Held-to-maturity assets and originated loans and receivables are recognized on the day they 

are transferred to the Bank.   
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Notes to the financial statements 

Significant accounting policies continued 

f)  Financial instruments continued 

(iii)  Measurement 

Financial instruments are measured initially at cost, including transaction costs. 

Subsequent to initial recognition all trading instruments and all available-for-sale assets are 

measured at fair value, except that any instrument that does not have a quoted market price 

in an active market and whose fair value cannot be reliably measured is stated at cost, 

including transaction costs, less impairment losses. 

All non-trading financial liabilities, originated loans and receivables and held-to-maturity 

assets are measured at amortised cost less impairment losses. Amortized cost is calculated 

based on the effective interest rate method. Premiums and discounts, including initial 

transaction costs, are included in the carrying amount of the related instrument and 

amortized based on the effective interest rate of the instrument. 

(iv)  Fair value measurement principles 

The fair value of financial instruments is based on their quoted market price at the balance 

sheet date without any deduction for transaction costs.  

(v)  Gains and losses on subsequent measurement 

Gains and losses arising from a change in the fair value of trading instruments are recognised 

in the income statement. 

Gains and losses arising from a change in the fair value of the available-for-sale assets are 

recognised directly in equity. 

 (vi)  Specific instruments 

Cash and cash equivalents 

Cash and cash equivalents comprise cash balance on hand, demand deposits with banks, cash 

deposited with the National Bank of the Republic of Macedonia (“NBRM”) and short-term 

highly liquid investments with maturities of three months or less when purchased, including 

treasury bills eligible for trading on the secondary market. In 2004 secondary market for 

treasury bills was still not established. In 2004 the Bank classified the treasury bills as 

investments held-to-maturity. 

 

 



  Komercijalna banka A.D. Skopje  

 Financial Statements  

 

Notes to the financial statements 

Significant accounting policies continued 

f)  Financial instruments continued 

(vi)  Specific instruments continued 

Investments 

Investments that the Bank holds for the purpose of the short-term profit taking are classified 

as trading instruments. 

Debt investments that the Bank has the intent and ability to hold to maturity are classified as 

held-to-maturity assets. Other investments are classified as available for-sale assets. 

Investment property is stated at fair value determined annually by a registered valuer. Fair 

value is based on current prices in an active market for similar properties in the same 

location and condition. Any gain or loss arising from a change in fair value is recognized in 

the income statement. Rental income from investment property is accounted for as described 

in accounting policy l. 

When an item of property and equipment (refer accounting policy h) becomes an investment 

property following a change in its use, any difference arising at the date of transfer between 

the carrying amount of the item and its fair value is recognized directly in equity if it is a 

gain. Upon a disposal of the item, the gain is transferred to retained earnings. Any loss is 

recognized in the income statement immediately. 

Loans and advances to banks and customers 

Loans and advances originated by the Bank are classified as originated loans and 

receivables. Loans and advances are reported net of allowances to reflect the estimated 

recoverable amounts (refer accounting policy j).  

g)  Intangible assets 

(i) Owned assets 

Intangible assets that are acquired by the Bank are stated at cost less accumulated 

amortisation. 

Items of intangible assets were restated in prior years by applying official indices to cost and 

to accumulated amortisation. The restatement was allocated to revaluation reserve. 

(ii) Subsequent expenditure 

Subsequent expenditure on capitalised intangible assets is capitalised only when it increases 

the future economic benefits embodied in the specific assets to which it relates. All other 

expenditure is expensed as incurred. 



  Komercijalna banka A.D. Skopje  

 Financial Statements  

 

Notes to the financial statements 

Significant accounting policies continued  

g)  Intangible assets continued 

(iii) Amortisation 

Amortisation is charged to the income statement on a straight-line basis over the estimated 

useful lives of intangible assets. Assets are not amortised until they are brought into use.  

The amortisation rates based on the estimated useful lives are as follows: 

 2005 2004 
 % % 
   
Software 20 20 

h)  Property and equipment  

(i) Owned assets 

Items of property and equipment are stated at cost or valuation less accumulated 

depreciation. 

Items of property and equipment were restated in prior years by applying official indices to 

cost and to accumulated depreciation. The restatement was allocated to revaluation reserve.   

(ii) Subsequent expenditure 

Expenditure incurred to replace a component of an item of property and equipment that is 

accounted for separately, is capitalised. Other subsequent expenditure is capitalised only 

when it increases the future economic benefits embodied in the item of property and 

equipment. All other expenditure is recognised in the income statement as an expense as 

incurred.  

(iii) Depreciation 

Depreciation is charged to the income statement on a straight-line basis over the estimated 

useful lives of items of property and equipment. Assets are not depreciated until they are 

brought into use. Depreciation rates, based on the estimated useful lives, are as follows:  

 2005 2004 

 % % 

   

Buildings 2.5 2.5 

Furniture and equipment 10 to 25 10 to 25 
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Notes to the financial statements 

Significant accounting policies continued 

i)  Offsetting 

Financial assets and liabilities are offset and the net amount is reported in the balance sheet 

when the Bank has a legally enforceable right to set off recognised amounts and the 

transactions are intended to be settled on a net basis.  

j) Impairment  

The carrying amounts of the Bank's assets, other than deferred tax assets (refer accounting 

policy m), are reviewed at each balance sheet date to determine whether there is objective 

evidence of impairment. If any such indication exists, the asset’s recoverable amount is 

estimated. 

Impairment loss is recognized whenever the carrying amount of an asset exceeds its 

recoverable amount. Impairment losses are recognized in the income statement. 

Originated loans and advances 

Originated loans and advances are presented net of specific and general allowances for 

impairment. Specific allowances are made against the carrying amount of loans and 

advances that are identified as being impaired based on regular reviews of outstanding 

balances to reduce these loans and advances to their recoverable amounts. General 

allowances are maintained to reduce the carrying amount of portfolios of similar loans and 

advances to their estimated recoverable amount at the balance sheet date. The expected cash 

flows for portfolios of similar assets are estimated based on previous experience and 

considering the credit rating of the underlying customers and late payments of interest or 

penalties. Increases in the allowance account are recognised in the income statement. When 

the loan is known to be uncollectible, all the necessary legal procedures have been 

completed, and the final loss has been determined, the loss is written off directly. 

If in a subsequent period the amount of impairment loss decreases and the decrease can be 

linked objectively to an event occurring after the write down, the write-down or allowance is 

reversed through the income statement.  

Financial assets remeasured to fair value directly through equity 

The recoverable amount of an equity instrument is its fair value. The recoverable amount of 

debt instruments remeasured to fair value is calculated as the present value of expected 

future cash flows discounted at the current market rate of interest. 

Where an asset remeasured to fair value directly through equity is impaired, and a write 

down of the asset was previously recognised directly in equity, the write down is transferred 

to the income statement and recognised as part of the impairment loss.  
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Notes to the financial statements 

Significant accounting policies continued 

j) Impairment continued 

Financial assets remeasured to fair value directly through equity continued 

Where an asset measured to fair value directly through equity is impaired, and an increase in 

the fair value of the asset was previously recognised in equity, the increase in fair value of 

the asset recognised in equity is reversed to the extent the asset is impaired. Any additional 

impairment loss is recognised in the income statement. 

If in a subsequent period the amount of impairment loss decreases and the decrease can be 

linked objectively to an event occurring after the write-down, the write-down shall not be 

reversed through the income statement. 

k) Share capital  

(i) Preference share capital 

Preference share capital that is non-redeemable is classified as equity. 

(ii)  Repurchase of share capital 

When share capital recognised as equity is repurchased, the amount of the consideration 

paid, including directly attributable costs, is recognised as a change in equity. Repurchased 

shares are classified as treasury shares and presented as a deduction from total equity. 

(iii) Dividends 

Dividends are recognised as a liability in the period in which they are declared. 

l) Income recognition  

(i) Interest and similar income 

Interest and similar income is recognised in the income statement as it accrues. Interest and 

similar income includes the amortisation of any discount or premium or other differences 

between the initial carrying amount of an interest bearing instrument and its amount at 

maturity calculated on an effective interest rate basis. Interest of doubtful collectibility is 

credited to a suspense account and excluded from interest income. The closing balance on 

the suspense account is netted in the balance sheet against accrued interest receivable. 

Suspended interest is written off when there is no longer any realistic prospect of it being 

recovered. The amount of collected interest previously provided for is recognised in the 

income statement upon its collection. 
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Notes to the financial statements 

Significant accounting policies continued 

l) Income recognition continued 

(ii) Interest expense and similar charges  

Interest expense is recognised in the income statement as it accrues. Interest and similar 

charges includes the amortization of any discount or premium or other differences between 

the initial carrying amount of an interest bearing instrument and its amount at maturity 

calculated on an effective interest rate basis.  

(iii) Fee and commission income 

Fee and commission income arises on financial services provided by the Bank including 

foreign currency settlements, guarantees, letters of credit, credit facilities, domestic and 

foreign payment operations and other services. 

Fee and commission income is recognised when the corresponding service is provided.  

 (iv)  Net trading income 

Net trading income includes gains and losses arising from disposals and changes in the fair 

value of financial assets and liabilities held for trading. 

 (v)  Dividend income 

Dividend income is recognised in the income statement on the date that the dividend is 

declared. 

 (vi)  Rental income 

Rental income from investment property is recognized in the income statement on a straight-

line basis over the term of the lease. Lease incentives granted are recognized as an integral 

part of the total rental income.  

m) Income tax 

Income tax on the profit or loss for the year comprises current and deferred tax.  Income tax 

is recognised in the income statement except to the extent that it relates to items taken 

directly to equity, in which case it is recognised in equity.  

Current tax is the expected tax payable on the taxable income for the year, using tax rates 

enacted at the balance sheet date, and any adjustment to tax payable in respect of previous 

years.  
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Notes to the financial statements 

Significant accounting policies continued 

m) Income tax continued 

Deferred tax is provided using the balance sheet liability method, providing for temporary 

differences between the carrying amounts of assets and liabilities for financial reporting 

purposes and the amounts used for taxation purposes. The amount of deferred tax provided is 

based on the expected manner of realisation or settlement of the carrying amount of assets 

and liabilities, using tax rates enacted or substantially enacted at the balance sheet date. 

A deferred tax asset is recognised only to the extent that it is probable that future taxable 

profits will be available against which the asset can be utilised. Deferred tax assets are 

reduced to the extent that it is no longer probable that the related tax benefit will be realised.  
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Notes to the financial statements 

1.  Net interest income  

In thousands of denars  2005  2004 
    

Interest and similar income    

Interest and similar income arise from:    

  Citizens  296,525  245,536 

  Enterprises  875,797  837,305 

  Banks and financial institutions 393,471  376,752 

  Government and local authorities  47,937  21,935 

  Impairment losses (60,621)  (51,210) 

  Recoveries of interest previously provided for 498,601  313,974 

 2,051,710  1,744,292 

 

Interest expense and similar charges  2005  2004 
Interest expense arise from:    

  Citizens  364,999  327,829 

  Enterprises  113,853  67,795 

  Banks and financial institutions 60,401  66,160 

  Government and local authorities  25,599  20,226 

 564,852  482,010 

Net interest income 1,486,858  1,262,282 

2.  Net fee and commission income  

In thousands of denars  2005  2004 
    

Fee and commission income    

Lending operations 90,704  74,914 

Payment operations    

  in the country  304,970  263,795 

abroad 193,821  182,199 

Letters of credit and guarantees 74,632  82,512 

Brokerage fees 32,815  15,690 

Other  83,644       71,606 

 780,586  690,716 

 

 



  Komercijalna banka A.D. Skopje  

 Financial Statements  

 

Notes to the financial statements 

2. Net fee and commission income continued 

In thousands of denars 2005  2004 

    

Fee and commission expense    

Payment operations    

  in the country  25,303  18,033 

abroad 43,901  34,561 

Brokerage fees 422  277 

Other 15,996  18,710 

 85,622  71,581 

Net fee and commission income 694,964  619,135 

3.  Other operating income 

In thousands of denars 2005  2004 
    

Capital gains  11,530  22,702 

Rental income 4,223  5,346 

Income upon successful court cases 7,420  106,532 

Other  50,824  48,849 

 73,997  183,429 

 Income upon successful court case in 2004 results from a resolution of a court dispute which 

the Bank had with the Ministry of Finance, and a decision of the Supreme Court of the 

Republic of Macedonia ruling in favor of the Bank.  

4.  Impairment losses  

In thousands of denars  Note 2005  2004 
     

Impairment allowance      

Cash and cash equivalents  41,681  - 

Loans and advances to customers  638,158  66,983 

Investments  4,296  - 

Other assets  12,936  17,247 

 13 697,071  84,230 

Reversals of impairment allowance     

Cash and cash equivalents   -  (17,806) 

 13 -  (17,806) 

Recoveries     

Recoveries on loans and advances previously 

written-off 

 

(238,301)  (79,837) 

  458,770  (13,413) 
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5.  Other operating expenses  

In thousands of denars 2005  2004 
    

Staff costs:    

Wages and salaries 423,527  388,339  

Contributions 208,351  193,644 

Other staff costs 84,642  74,273 

Compensation benefits  74,495  36,535 

Materials and services  200,157  188,050 

Depreciation of property and equipment 152,965  144,879 

Amortisation of intangible assets 12,519  12,206 

Insurance premiums 138,506  119,795 

Provisions for off-balance sheet items  94,493  48,138 

Administration and marketing costs  71,462  76,506 

Capital loss 23,195  10,033 

Tax and contributions  5,709  6,687 

Penalties  1,796  3,885 

Decrease in fair value of investment property 1,542  17,132 

Decrease in value of asset acquired through foreclosure 

procedure -  115,677 

Other  15,500  15,221 

 1,508,859  1,451,000 

Compensation benefits to the Managing Board, management, and the employees in 2005 of 

MKD 74,495 thousand comprise of appropriation of the net profit for 2005 in the amount of 

MKD 35,000 thousand, as provided for upon a decision brought by the Bank’s Managing 

Board and appropriation of the net profit for 2004 in the amount of MKD 39,495 thousand, 

approved at the Annual meeting of the Bank held on 23 March 2005. In 2004 MKD 36,535 

thousand represent compensation benefits to the Managing Board, management, and the 

employees as appropriation of the net profit for 2003, approved at the Annual meeting of the 

Bank held on 24 March 2004.   

The number of employees, calculated on the basis of average effective working hours in 

2005 was 1,222 (2004: 1,202). As at 31 December 2005, the Bank has 1,245 (31 December 

2004: 1,300) employees.   
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6.  Income tax expense  

Recognised in the income statement 

In thousands of denars Note 2005  2004 

     

Current tax expense      

Current year   49,280  42,441 

  49,280  42,441 

     

Deferred tax income     

Origination and reversal of temporary differences 19 368  187 

Total income tax expense in the income statement  49,648  42,628 

Reconciliation of effective tax rate 

In thousands of denars 2005 2005 2004 2004 

     

Profit before tax  406,786  742,818 

     

Profit tax 15.0% 61,018 15.0% 111,423 

Non-deductible expenses 4.7% 19,254 4.1% 30,301 

Tax exempt revenue (0.2%) (706) (0.3%) (2,027) 

Tax incentives not recognised in the income 

statements (7.4%) (29,918) (13.1%) (97,069) 

 12.1% 49,648 5.7% 42,628 

7. Cash and cash equivalents 

In thousands of denars 2005  2004 

    

Cash on hand 837,770  571,327 

Balances with NBRM 2,911,973  1,936,178 

Current accounts with foreign banks 624,898  722,886 

Current accounts with local banks 4,454  5,909 

Treasury bills 228,565  - 

Restricted deposits  19,383  43,072 

Other short term highly liquid investments 29,304  23,034 

Less allowance for impairment (80,772)  (39,295) 

 4,575,575  3,263,111 

At 31 December 2005 cash and cash equivalents included MKD 1,140,923 thousand (2004: 

MKD 817,630 thousand) as obligatory reserve requirement in MKD and MKD 1,850,229 

thousand (2004: 1,184,089 thousand) as obligatory reserve in foreign currency requirement. 

These funds are not available for the Bank’s daily business.  

Interest equal to 2% per annum is accrued on the MKD obligatory reserve (2004: 2% per 

annum), while no interest is accrued (2004: 1% per annum) on the obligatory reserve in 

foreign currency. 
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7. Cash and cash equivalents continued 

Treasury bills are with maturity of 28 days and interest rate of 8.4% to 8.58% per annum and 

are traded on the secondary market. In 2004 treasury bills were classified as investments 

held-to-maturity, because the secondary market for treasury bills was still not established in 

the Republic of Macedonia (refer note 12). 

As at 31 December 2005 part of current accounts with foreign banks of MKD 79,934 

thousand (2004: MKD 76,105 thousand) represent current accounts held with AY Bank 

Limited, London which is under liquidation. In 2005 the Bank has fully provided for the 

outstanding receivable from AY Bank Limited, London (2004: allowance for impairment of 

MKD 38,053 thousand). During 2005 the Bank has not received any payment from AY Bank 

Limited, London (2004: the Bank has received an amount of MKD 44,980 thousand). The 

Bank has no payables to AY Bank Limited. 

As at 31 December 2005 part of current accounts with foreign banks of MKD 42,489 

thousand (2004: MKD 36,004 thousand) represent a deposit held with HSBC Bank PLC 

(formerly Midlan Bank PLC), as a collateral for transactions performed with MASTER 

payment cards. These funds are not available for the Bank’s daily business. 

Restricted accounts represent deposits for opened letters of credit with maturity of 90 days or 

less, on behalf of the Bank’s customers. 

The interest rates shown represent rates at the end of the reporting period. 

8.  Financial assets at fair value through profit and loss 

In thousands of denars  2005  2004 

    

Financial assets at fair value through profit and loss    

Debt and other fixed-income instruments     

Government bonds 3,896  4,544 

 3,896  4,544 

    

Listed 3,896  4,544 

    

Equity investments and other non-fixed-income instruments    

Equity investments  3,361  5,453 

 3,361  5,453 

    

Listed 2,226  4,318 

Unlisted 1,135  1,135 

    

Total financial assets at fair value through profit and loss 7,257  9,997 
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8.  Financial assets at fair value through profit and loss continued  

Income from debt and other fixed-income instruments is recognised in interest income. 

Income from equity investments and other non-fixed income instruments is recognised in 

dividend income. 

9.  Placements with, and loans to, banks  

In thousands of denars 2005  2004 

    

Short term placements with domestic banks 56,895  - 

Short term placements with foreign banks  15,908,519  14,364,651 

Long term placements with foreign banks -  191,813 

Placements with, and loans to, banks  15,965,414  14,556,464 

Analysis by interest rates 

In thousands of denars 2005  2004 

    

Short term placements with domestic banks    

EUR deposits with fixed interest rate of 5.38%  (2004: null) 

per annum 

       

56,895  - 

 56,895  - 

    

Short term placements with foreign  banks    

EUR deposits with fixed interest rates 1.82% - 4.45% 

(2004: 1.5% - 2.17%) per annum 12,656,626  11,768,439 

USD deposits with fixed interest rates 4.05% - 4.30% 

(2004: 2.05% - 2.30%) per annum 2,563,645  2,072,659 

AUD deposit with fixed interest rates 4.40% - 5.00% (2004: 

4.50% - 5.05%) per annum 154,758  120,600 

GBP deposit with fixed interest rates 3.50% - 4.00% (2004: 

4.20% - 4.70%) per annum 188,363  142,203 

CHF deposit with fixed interest rate 0.30% - 0.75% (2004: 

0.55%) per annum 307,640  223,082 

CAD deposit with fixed interest rate 2.22% (2004: 2.40%) 

per annum 37,487  28,826 

SEK deposit with fixed interest rate 1.9 % per annum -  8,842 

 15,908,519  14,364,651 

    

Long term placements with foreign banks    

EUR deposits with fixed interest rates 2.90% - 4.45% per 

annum -  191,813 

 -  191,813 

Placements with, and loans to, banks 15,965,414  14,556,464 
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9.  Placements with, and loans to, banks continued 

Analysis by interest rates continued 

As at 31 December 2005 part of the short term placements with foreign banks of MKD 

122,585 thousand (2004: MKD 128,981 thousand) represents deposits held as a collateral for 

issued letters of guarantees and confirmation of letters of credit, bearing fixed interest rate of 

1.82% to 2.37% (2004: 1.52% to 2.12%) per annum.   

Part of short term placements in foreign banks in EUR (2004: long term placements with 

foreign banks) in amount of MKD 191,399 thousand (2004: MKD 191,813 thousand) 

represent deposits held with Westdeutsche Landesbank on 3 months to 1 year period (2004: 

from 3 to 5 years), bearing fixed interest of 2.90% to 4.45% per annum (2004: 2.9 to 4.45% 

per annum). These deposits are kept as collateral for the credit line from International 

Financial Corporation.   

The interest rates shown represent rates at the end of the reporting period. 

10.             Loans and advances to customers  

Analysis by customers 

 

 

Total 

Short 

Term  

Long 

Term  

 

Total 

Short 

Term  

Long 

Term  

In thousands of denars 2005 2005 2005 2004 2004 2004 

       

Corporate  11,860,380 7,852,922 4,007,458 10,799,825 7,313,404 3,486,421 

Government and local 

authorities 523,255 523,255 - 619,476 619,476 - 

Retail  3,158,131 763,777 2,394,354 2,668,740 729,603 1,939,137 

 15,541,766 9,139,954 6,401,812 14,088,041 8,662,483 5,425,558 

Current maturity - 1,774,306 (1,774,306) - 1,699,275 (1,699,275)

Less allowance for 

impairment (2,612,081) (1,834,343) (777,738) (2,234,804) (1,643,699) (591,105) 

Net loans and advances to 

customers 12,929,685 9,079,917 3,849,768 11,853,237 8,718,059 3,135,178 

Short-term corporate loans are with variable interest rate ranging from 3.5% to 14.5% (2004: 

from 3.5% to 15%) per annum, while long-term corporate loans are with variable interest 

rate from 2% to 14.5% (2004: from 3% to 15%) per annum.  

Included in long-term corporate loans are loans financed through Agency of the Republic of 

Macedonia for assets management in the amount of MKD 138,149 thousand (2004: MKD 

150,418 thousand) that have 2.5% commission per annum.    

Included in the total amount of long-term corporate loans are loans financed from different 

credit lines, placed with certain interest margin for the Bank. Interest rates range from 6% to 

14.7% (2004: from 4% to 11%) per annum. 
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 10. Loans and advances to customers continued  

Analysis by customers continued 

Part of short-term receivables from government and local authorities in the amount of MKD 

482,640 thousand (2004: MKD 400,260 thousand) represent purchased receivables with 

fixed interest rate of 3.2% to 4.7% (2004: 4.7%) per annum. As at 31 December 2004 part of 

short-term receivables from government and local authorities of MKD  

199,216 thousand represent government bills purchased at original issuance with fixed 

interest rate of 8.7% to 9.4% per annum and with maturity up to March 2005. The remaining 

part of short-term loans to government institutions and local authorities has variable interest 

rate of 12% (2004: of 12%) per annum.  

Short-term retail loans are with variable interest rate ranging from 3.5% to 14.5% (2004: 

from 3.5% to 15%), while long-term retail loans are with variable interest ranging from 3.5% 

to 14.5% (2004: from 3.5% to 15%) per annum. 

The above interest rates represent rates at the end of the reporting period. 

Concentration of credit risk by industry 

The commercial lending is concentrated to companies located in the Republic of Macedonia.  

In thousands of denars  2005  2004 

    

Industry 5,183,922  3,720,059 

Commerce and finance  3,341,403  2,622,802 

Retail customers 3,158,131  2,668,740 

Agriculture 691,640  1,425,639 

Business and other services  22,466  3,577 

Government institutions and local authorities 523,255  619,476 

Construction 1,247,275  1,707,218 

Transport  916,525  696,703 

Catering and tourism 159,798  136,982 

Other 297,351  486,845 

 15,541,766  14,088,041 

Less allowance for impairment (2,612,081)  (2,234,804) 

Net loans and advances to other customers 12,929,685  11,853,237 

11.  Interest receivable and other assets  

In thousands of denars  2005  2004 

    

Interest receivable 17,292  29,593 

Accrued interest 66,206  47,555 

Fee and commission receivable 9,796  9,251 

Receivable for sold asset acquired through foreclosure 

procedure 506,250  - 

Other assets 122,506  92,340 

 722,050  178,739 



  Komercijalna banka A.D. Skopje  

 Financial Statements  

 

Notes to the financial statements  

11.  Interest receivable and other assets 

In December 2005 the Bank has sold business premises acquired through foreclosure 

procedure to a client at the amount of MKD 675,000 thousand. MKD 168,750 thousand, 

representing 25% of the agreed sale price were paid in cash in December 2005 and the 

remaining part of the receivable of MKD 506,250 thousand or 75% of the agreed sale price 

has been fully paid on 23 February 2006. The ownership over the property has been 

transferred to the buyer on the full payment of the sales price, on 23 February 2006. 

12.  Investments 

In thousands of denars  2005  2004 

    

Debt and other fixed-income instruments held-to-maturity     

Government bonds 315,552  366,855 

Treasury bills  -  399,416 

 315,552  766,271 

    

Listed 315,552  366,855 

Unlisted -  399,416 

    

Debt and other non-fixed-income instruments held-to-

maturity     

Government bonds 15,933  19,120 

 15,933  19,120 

    

Unlisted 15,933  19,120 

    

Equity investments and other non-fixed-income 

instruments available-for-sale     

Equity investments  67,728  67,096 

 67,728  67,096 

    

Unlisted 67,728  67,096 

    

Total investments  399,213  852,487 

Less allowance for impairment  (9,492)  (5,196) 

Net investments  389,721  847,291 

Government Bonds comprise of MKD 315,552 thousand (2004: MKD 366,855 thousand), 

received in exchange for the settlement of certain non-performing loans, bearing interest at a 

rate of 2% per annum. The principal is repayable in 20 equal semi-annual installments 

commencing from April 2002 up to October 2011.  
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12.  Investments continued 

Government bonds in the amount of MKD 15,933 thousand (2004: MKD 19,120  thousand) 

represent 15 year bonds bearing interest at a rate that is equal to the prime rate of the NBRM, 

which at 31 December 2005 was set at 6.5% (2004: 6.5%) per annum. The principal is 

repayable in 15 equal annual installments commencing from April 1996 to April 2010.  

As at 31 December 2004 treasury bills issued by NBRM are with maturity of 7 and 14 days 

and with fixed interest of 7% per annum. In 2004 treasury bills have been classified as held-

to-maturity since there was no active market to be readily convertible in cash. During 2005 a 

secondary market for trading treasury bills between the banks was established in the 

Republic of Macedonia. As at 31 December 2005 treasury bills are classified as cash and 

cash equivalents (refer note 7). 

Equity investments before allowance are carried at cost. There is no active market for these 

investments and there are no recent transactions, which would provide evidence for their 

current market value.  

Income from debt instruments held-to-maturity is recognised as interest income.  

Income from equity investments is recognised in dividend income.  

13.  Allowance for impairment   

In thousands of denars  Note 2005  2004 

     

Balance on 1 January  2,331,338  2,256,955 

Impairment losses recognized:     

Additional allowances 4 697,071  84,230 

Amounts released 4 -  (17,806) 

Other  -  7,959 

Write off  (283,475)  - 

Balance on 31 December  2,744,934  2,331,338 

The allowance is apportioned as follows: 

In thousands of denars  Note 2005  2004 

     

As a reduction of cash and cash equivalents  7 80,772  39,295 

As a reduction of loans and advances to 

customers 10 2,612,081  2,234,804 

As a reduction of investments 12 9,492  5,196 

As a reduction of other assets  42,589  52,043 

  2,744,934  2,331,338 
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14.  Investment property 

In thousands of denars Note 2005  2004 
     

Balance at 1 January  102,575  118,865 

Transfer from property and equipment 18 1,511  842 

Transfer to property and equipment 18 (9,675)  - 

Decrease  (37,562)  - 

Decrease in fair value 5 (1,542)  (17,132) 

Balance at 31 December  55,307  102,575 

Investment property comprises a number of commercial properties that are leased to third 

parties. Each of these leases contains an initial cancelable period from 15 to 60 days. The 

carrying amount of investment property is the fair value of the property as determined by an 

authorised valuator. Fair values were determined having regard to recent market transactions 

for similar properties and similar location as the Bank’s investment property. 

15. Assets acquired through foreclosure procedures 

Assets received in exchange for non-performing loans include apartments, equipment and 

business premises which are not used by the Bank for its core operations. These assets are 

revalued annually by an authorised valuer. The Bank plans to dispose of the assets acquired 

through foreclosure procedures within three years of forced acquisition.  

During 2005 the Bank has sold business premises acquired through foreclosure procedure in 

amount of MKD 675,000 thousand under the conditions explained in note 11. As at 31 

December 2005 the amount of MKD 506,250 thousand represents outstanding receivable 

and therefore as a non-cash transaction it is not presented in the cash flow statement for the 

year ended 31 December 2005. 

Part of the assets acquired through foreclosure procedure in amount of MKD 468,464 

thousand were acquired through foreclosure procedure during 2005 as collection of 

previously written off receivables and therefore as a non-cash transaction, this is not 

presented in the cash flow statement for the year ended 31 December 2005. 

16.  Investment in associate 

During 2005 the Bank has obtained a license to establish a pension insurance fund, KB Prvo 

penzisko drustvo AD Skopje (“the Company”) together with Prva pokojninska druzba dd 

Ljubljana, Slovenia. The Bank owns 49% of the Company or 735,000 EUR. Total 

shareholders equity of the Company is 1,500,000 EUR. 

The Bank has following investments in associates: 

  Ownership 

 Country 2005  2004 

     

KB Prvo Penzisko Drustvo AD Skopje R. Macedonia 49%  - 
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16.  Investment in associate continued  

The Bank’s share of post-acquisition total losses in the above associate for the year ended 31 

December 2005 was MKD 11,880 thousand (2004: nil).  

Summary financial information on associate – 100 percentages: 

In thousands of denars  Assets Liabilities Equity Revenues (Loss) 

      

2005      

KB Prvo Penzisko 

Drustvo AD Skopje 106,249 

 

38,385 67,864 - (24,245) 

At 31 December 2005 106,249 38,385 67,864 - (24,245) 

17. Intangible assets 

Movements of intangible assets during 2005 are as follows: 

   Assets   

   under   

In thousands of denars Software  development  Total 

      

Cost or valuation      

At 1 January 2005 65,183  -  65,183 

Additions   25,300  25,300 

Transfer from assets under development 25,300  (25,300)  - 

At 31 December 2005 90,483  -  90,483 

      

Depreciation      

At 1 January 2005 33,805  -  33,805 

Charge for the year 12,519  -  12,519 

At 31 December 2005 46,324  -  46,324 

      

Carrying amount      

At 1 January 2005 31,378  -  31,378 

At 31 December 2005 44,159  -  44,159 

 

 

 

 

 

 

 

 



  Komercijalna banka A.D. Skopje  

 Financial Statements  

 

Notes to the financial statements 

17. Intangible assets 

Movements of intangible assets during 2004 are as follows: 

   Assets   

   under   

In thousands of denars Software  development  Total 

      

Cost or valuation      

At 1 January 2004 59,466  -  59,466 

Additions -  7,181  7,181 

Transfer from assets under development 7,181  (7,181)  - 

Disposals  (1,807)  -  (1,807) 

Transfer from KB Broker 343  -  343 

At 31 December 2004 65,183  -  65,183 

      

Depreciation      

At 1 January 2004 22,885  -  22,885 

Charge for the year 12,206  -  12,206 

Disposals (1,453)  -  (1,453) 

Transfer from KB Broker 167  -  167 

At 31 December 2004 33,805  -  33,805 

      

Carrying amount      

At 1 January 2004 36,581  -  36,581 

At 31 December 2004 31,378  -  31,378 
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18.  Property and equipment  

Movements in property and equipment during 2005 are as follows: 

In thousands of denars Buildings  

Furniture & 

equipment  

Assets under 

construction   Total 

        

Cost or valuation        

At 1 January 2005 1,221,485  686,119  234,427  2,142,031 

Additions -  -  84,980  84,980 

Transfer from assets under 

construction 179,528  107,782  (287,310)  - 

Transfer to investment property (1,511)  -  -  (1,511) 

Transfer from investment 

property 9,675  -  -  9,675 

Disposals (7,920)  (64,502)  -  (72,422) 

At 31 December 2005 1,401,257  729,399  32,097  2,162,753 

        

Depreciation        

At 1 January 2005 249,824  413,882  -  663,706 

Charge for the year 34,816  118,149  -  152,965 

Disposals (1,317)  (63,959)  -  (65,276) 

At 31 December 2005 283,323  468,072  -  751,395 

        

Carrying amount        

At 1 January 2005 971,661  272,237  234,427  1,478,325 

At 31 December 2005 1,117,934  261,327  32,097  1,411,358 
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18. Property and equipment continued 

Movements in property and equipment during 2004 are as follows: 

In thousands of denars Buildings  

Furniture & 

equipment  

Assets under 

construction   Total 

        

Cost or valuation        

At 1 January 2004 1,008,610  577,189  320,384  1,906,183 

Additions -  -  282,939  282,939 

Transfer from assets under 

construction 242,842  126,054  (368,896)  - 

Transfer to investment property (842)  -  -  (842) 

Disposals (29,125)  (24,491)  -  (53,616) 

Transfer from KB Broker -  7,367  -  7,367 

At 31 December 2004 1,221,485  686,119  234,427  2,142,031 

        

Depreciation        

At 1 January 2004 228,083  321,102  -  549,185 

Charge for the year 30,750  114,129  -  144,879 

Disposals (9,009)  (24,801)  -  (33,810) 

Transfer from KB Broker -  3,452  -  3,452 

At 31 December 2004 249,824  413,882  -  663,706 

        

Carrying amount        

At 1 January 2004 780,527  256,087  320,384  1,356,998 

At 31 December 2004 971,661  272,237  234,427  1,478,325 

All buildings are occupied by the Bank for its own activities.  

As at 31 December 2005 the Bank does not have any property pledged as collateral (2004: 

none).  

19.  Deferred tax assets and liabilities   

Recognised deferred tax assets and liabilities 

Deferred tax assets and liabilities are attributable to the following: 

 Assets  Liabilities  Net 

In thousands of denars 2005  2004  2005  2004  2005  2004 

            

Property and equipment (1,092)  (1,441)  -  -  (1,092)  (1,441) 

Intangible assets (12)  (31)  -  -  (12)  (31) 

Tax (assets)/liabilities (1,104)  (1,472)  -  -  (1,104)  (1,472) 

Set off of tax -  -  -  -  -  - 

Net tax (assets)/liabilities (1,104)  (1,472)  -  -  (1,104)  (1,472) 

 



  Komercijalna banka A.D. Skopje  

 Financial Statements  

 

Notes to the financial statements 

19.  Deferred tax assets and liabilities continued  

Movement in temporary differences during the year 

In thousands of denars 

Balance  

1 Jan 2005   

Recognised in 

income   

Recognised 

in equity  

Balance  

31 Dec 2005 

        

Property and equipment (1,441)  349  -  (1,092) 

Intangible assets (31)  19  -  (12) 

 (1,472)  368  -  (1,104) 

20. Deposits from banks and other financial institutions  

In thousands of denars 2005  2004 

    

Demand deposits    

Domestic banks and other financial institutions 214,261  95,254 

Foreign banks  38,152  37,611 

Insurance companies  73,151  89,291 

 325,564  222,156 

Time deposits    

Domestic  banks and other financial institutions 178,428  32,610 

Insurance companies 15,776  - 

 194,204  32,610 

Total deposits  519,768  254,766 

Part of the demand deposits of MKD 256,617 thousand (2004: MKD 155,162 thousand) are 

with a variable interest rates from 0.5% to 1% (2004: from 0.5% to 1%) per annum, and the 

remaining part is non-interest bearing.  

Part of time deposits from domestic banks and other financial institutions in amount of MKD 

64,237 thousand (2004: none) are with fixed interest rate of 1.5% per annum, and the 

remaining part is with variable interest rates ranging from 5.8% to 10% (2004: 1% to 1.5%) 

per annum.  

As at 31 December 2005 time deposits from insurance companies are with variable interest 

rate ranging from 6.5% to 7.5% per annum. 

The above interest rates represent rates at the end of the reporting period. 

Interest is recognized in interest expense.  
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21.  Amounts owed to other depositors  

 

Short 

Term  

Long 

Term  

Short 

Term  

Long 

Term 

In thousands of denars 2005  2005  2004  2004 

        

Demand deposits        

Citizens 10,276,943  -  9,390,530  - 

Domestic companies  6,071,578  -  6,156,759  - 

Foreign companies 498,031  -  505,837  - 

 16,846,552  -  16,053,126  - 

        

Time deposits        

Citizens 10,800,254  37,683  8,344,755  290,402 

Domestic companies  2,079,557  84  1,817,473  84 

Government institutions and local 

authorities  303,792  1  317,913  1 

 13,183,603  37,768  10,480,141  290,487 

        

Restricted deposits        

Citizens 83,013  224,661  244,240  187,642 

Domestic companies  191,590  -  257,366  5,109 

 274,603  224,661  501,606  192,751 

Total  30,304,758  262,429  27,034,873  483,238 

The Bank accrues variable interest on demand deposits from citizens of 0.1% to 1.7% (2004: 

0.1% to 1.7%) per annum. The Bank accrues variable interest on demand deposits from 

companies of 0.5% to 1% (2004: from 0.5% to 1%) per annum.  

The Bank accrues variable interest on time deposits from citizens of 0.15% to 7.5% (2004: 

0.15% to 7.5%) per annum.  

As at 31 December 2005 the Bank accrues variable interest on time deposits of companies of 

0.25% to 8.5% per annum. As at 31 December 2004 part of the time deposits of companies 

in amount of MKD 82,216 thousand is with fixed interest rate of 1% to 5.5% per annum. On 

the remaining part, the Bank calculates interest rate from 0.5% to 9.1% per annum, variable 

depending on the currency and maturity period. 

As at 31 December 2005 part of time deposits from government institutions and local 

authorities are with variable interest rate of 1% to 7.5% per annum depending on the 

maturity period. As at 31 December 2004 part of government institutions and local 

authorities in the amount of MKD 97,275 thousand is with fixed interest rates of 1% to 5.5% 

per annum. On the remaining time deposits from government institutions and local 

authorities the Bank accrues variable interest at a rate of 1% to 7% per annum. 
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21.  Amounts owed to other depositors continued 

Restricted deposits represent deposits made by companies for payments to be made abroad 

by the Bank on their behalf, for facilitating opening of letters of credit, for purchase of 

foreign currencies and as collateral for loans and guarantees extended by the Bank to certain 

customers, as well as advances received from citizens upon consumer and retail loans.  

Part of restricted deposits of domestic companies in the amount of MKD 11,652 thousands 

(2004: MKD 36,351 thousands) are with variable interest rate of 0.25% (2004: 0.25%) per 

annum 

Part of deposits to other depositors in amount of MKD 1,914,340 thousands (2004: MKD 

1,749,601 thousands) are non-interest bearing. 

The above interest rates represent rates at the end of the reporting period. 

Interest is recognized in interest expense. 

22.  Other borrowed funds  

 
Short 

Term   

Long 

Term   

Short 

Term   

Long  

Term  

In thousands of denars 2005  2005  2004  2004 

        

Domestic borrowings        

Macedonian Bank for 

Development Promotion 121,377  226,987  118,678  92,956 

Agency for Managing Accounts  -  138,109  -  149,179 

National Bank of the Republic of 

Macedonia -  20,127  -  24,704 

Ministry of Finance  -  16,864  -  6,282 

        

Foreign borrowings        

Macedonian Bank for 

Development Promotion -  399,578  -  353,773 

International Bank for 

Reconstruction and 

Development  -  2,830  -  21,876 

ICDF Taiwan -  7,795  -  7,571 

International Financial 

Corporation -  65,741  -  131,766 
Council of Europe Social 

Development Fund -  152,688  -  153,018 

European Investment Bank -  225,437  -  239,072 

        

Current maturity 355,996  (355,996)  223,351  (223,351) 

 477,373  900,160  342,029  956,846 
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22.  Other borrowed funds continued 

Short-term loans from the Macedonian Bank for Development Promotion (MBDP) are for 

promotion of export activities with fixed interest rate of 5% to 6% (2004: 6%) per annum. 

Part of long term loans from MBDP in the amount of MKD 41,014 thousand (2004: 51,616 

thousand) represents long term borrowing from NEPA Foundation, which during 2003 was 

terminated, and the credit lines were taken over by MBDP. Borrowings from the NEPA 

Foundation are for crediting small and medium enterprises. The interest rate is 2% below the 

prime rate of NBRM, but not below 5% per annum, out of which 1.5% is paid to MBDP, and 

the remaining part of 3.5% is capitalized. Long term loans from MBDP in the amount of 

MKD 139,289 thousand (2004: MKD 41,340 thousand) is for promotion of small and 

medium enterprises with fixed interest rate from 5% to 5.5% (2004: 5% to 8%) per annum. 

The remaining part represents long term borrowing from MBDP in amount of MKD 46,684 

thousand (2004: none) is non-interest bearing. 

The other part of long-term loans is from different credit lines extended through the MBDP 

with different interest rates and maturity.  

The amount of MKD 123,013 thousand (2004: MKD 162,957 thousand) is from 

Kreditansatlt fur Wiederaufbau (KfW) credit line distributed through MBDP with variable 

interest rates of 7% and 8% (2004: 7% and 8%) per annum.  

The amount of MKD 253,574 thousand (2004: MKD 158,617 thousand) is from an Italian 

Government credit line distributed through MBDP with fixed interest rate of 4% and 5% 

(2004: 4% and 5%) per annum and the rest of MKD 22,991 thousand (2004: MKD 32,199 

thousand) is from German Macedonian Fund with fixed interest rate of  5.5% (2004: 5.5%) 

per annum.  

Part of the long term loans from the Agency for Assets Management of MKD 22,139 

thousand (2004: MKD 33,209 thousand) is payable in 10 equal semi-annual installments 

commencing from June 2003 and the remaining part in the amount of MKD 115,970 

thousand (2004: MKD 115,970 thousand) is due and is payable in January 2020. Fees of 

1.5% per annum are paid. These loans were approved from the primary issue of the NBRM 

and were converted from short-term to long-term in accordance with the Law for 

transformation of short-term loans from the primary issue into long-term loans “Official 

Gazette of RM No. 29/93 and 65/95” and has been approved from the Bank to the following 

borrowers: Tutunski Kombinat AD – Prilep and Zito Prilep AD – Prilep. These are liabilities 

of the final beneficiaries. In cases of their default, the liability is transferred to the Bank. 

Part of the long term loans from the NBRM of MKD 9,157 thousand (2004: MKD 13,734 

thousand) is payable in 10 equal semi-annual installments commencing from June 2003 and 

the remaining part in the amount of MKD 10,970 thousand (2004: MKD 10,970 thousand) is 

due and is payable in January 2020. Fees of 1.5% per annum are paid. These loans were 

approved from the primary issue of the NBRM and were converted from short-term to long-

term in accordance with the Law for transformation of short-term loans from the primary 

issue into long-term loans “Official Gazette of RM No. 29/93 and 65/95” and has been 

approved from the Bank to the following borrowers: Zito Luks AD – Skopje, Zito Skopje 

AD – Skopje, ZPZ Napredok – Skopje, Pelagonija – Bitola, Dzumajlija AD – s. Lozovo, 

Sveti Nikole, Blagoj Gjorev AD Veles. These are liabilities of the final beneficiaries. In 

cases of their default, the liability is transferred to the Bank. 
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22.  Other borrowed funds continued 

Long-term loan from the International Bank for Reconstruction and Development for 

financing industrial and agricultural production is paid until April 2007 and has interest rate 

from six month LIBOR for EUR plus 1% to six month LIBOR for EUR plus 3.75% (2004: 

from six month LIBOR for EUR plus 1% to six month LIBOR for EUR plus 3.75%) per 

annum. 

Long-term loan from the International Corporation Development Fund (ICDF) is paid in 20 

equal semi annual installments until 2014 and the interest rate equal to six month LIBOR for 

USD minus 0.5% (2004: six month LIBOR for USD minus 0.5%) per annum. 

Borrowing from International Finance Corporation is paid in 7 equal semi annual 

installments until 2006 and the interest rate equal to six month LIBOR for EUR plus 3% 

(2004: six month LIBOR for EUR plus 3%) per annum. 

Borrowing from the Council of Europe Social Development Fund has two trenches. First in 

the amount of MKD 74,491 thousand (2004: MKD 74,652 thousand) is payable in 10 annual 

installments starting from September 2006 until 2015, and has interest rate of three month 

EURIBOR plus 1.4% (2004: three month EURIBOR plus 1.4%) per annum. The second 

trench of MKD 78,197 thousand (2004: MKD 78,366 thousand) is payable in 10 annual 

installments starting from May 2008 until 2017 with interest rate of 3 month EURIBOR plus 

1.44% (2003: 3 month EURIBOR plus 1.44%) per annum. 

Seven trenches from the long-term loan from the European Investment Group (EIB) are 

payable in semi annual installments until 2012 with variable interest rate (EURIBOR) set by 

the EIB plus 0.25% (2004: variable interest rate (EURIBOR) set by the EIB plus 0.25%).      

The above interest rates represent rates at the end of the reporting period. 

23.  Accruals  

In thousands of denars 2005  2004 

    

Accrued interest due and payable 9,229  8,218 

Accrued interest 94,099  59,066 

 103,328  67,284 

24.  Impairment provisions related to off balance sheet items 

In thousands of denars Note 2005  2004 

     

Balance at 1 January  112,234  64,096 

Provisions made during the year 5 94,493  48,138 

Balance at 31 December 31 206,727  112,234 
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25. Other liabilities 

In thousands of denars 2005  2004 

    

Suppliers payable 18,025  10,673 

Dividends payable 14,695  10,754 

Fee and commission  5,687  3,397 

Taxes and contributions  -  8,854 

Liabilities for compensation benefits 35,000  - 

Liabilities to Ministry of Finance from state owned 

apartments sold 12,440  21,682 

Other  42,126  64,437 

 127,973  119,797 

26.  Capital and reserves 

Share capital and share premium 

 Ordinary shares  Non-redeemable shares 

   Preference shares 

In number of shares 2005  2004  2005  2004 

        

Issued and fully paid at 1 

January  365,283  365,283  187,652  187,652 

Conversion of preference shares 54,325  -  (55,957)  - 

Share split 5 for 1 1,462,764  -  -  - 

Issued and fully paid at 31 

December 1,882,372  365,283  131,695  187,652 

Ordinary shares have a par value of MKD 1,000 (2004: MKD 5,000) and preference shares 

have a par value of MKD 1,000 (2004: MKD 1,000). The holders of ordinary shares are 

entitled to receive dividends as declared from time to time and are entitled to one vote per 

share at meetings of the Bank. Preference shares give right to priority in the dividend 

payment, but do not carry the right to vote. All shares rank equally with regard to the Bank’s 

residual assets. In respect of the Bank’s shares that are held by the Bank, all rights are 

suspended until those shares are reissued. 

Considering the fact that the nominal value of preference shares was lower than the nominal 

value of ordinary shares, in accordance with the article 277, paragraph 3 of the Trade 

Companies Law, the Shareholders Assembly of the Bank on its 18
th
 meeting held on 23 

March 2005 took a decision for amendment of the Statute of the Bank, among others to 

decrease the nominal value of ordinary shares to MKD 1,000 by dividing the nominal value 

of ordinary shares. The conversion of the ordinary shares was 5 new shares for one current 

share. This did not affect the total value of the share capital. 
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26.  Capital and reserves continued 

According to the Decision by the Bank’s Shareholders’ Assembly dated 24 March 2004, 

holders of preference shares may convert their shares in ordinary shares of the Bank. The 

option is exercisable up to 31 December 2006. During 2005, 55,957 preference shares were 

converted into 54,325 ordinary shares (2,040 preference shares for 408 ordinary shares 

before the share split 5 for 1, and 53,917 preference shares for 53,917 ordinary shares after 

the share split 5 for 1). 

The following shareholders have an interest exceeding 5% of the Bank’s issued voting share 

capital:  

 % of voting share capital 

European Bank for Reconstruction and Development  6.35 

Revaluation reserve 

The revaluation reserve relates to intangible assets and property and equipment and 

comprises the cumulative increased carrying value based on the increase of the producers 

price index on the date of the revaluation.  

Statutory reserve 

Under local statutory legislation, the Bank is required to set aside 15 percent of its net profit 

for the year in a statutory reserve until the level of the reserve reaches 1/5 of the court 

registered capital. Until reaching the minimum required level statutory reserve could only be 

used for loss recovery. When the minimum level is reached statutory reserve can also be 

used for distribution of dividends, based on a decision of the shareholders’ meeting, but only 

if the amount of the dividends for the current business year has not reached the minimum for 

distribution as prescribed in the Trade Company Law or by the Bank’s Statute. The Bank has 

already reached the minimum required level.  

Reserve for own shares 

The reserve for the Bank's own shares comprises the cost of the Bank's shares held by the 

Bank. At 31 December 2005 the Bank holds 10,000 (2004: nil) of the Bank's shares. 

Dividends 

After the balance sheet date the following dividends were proposed by the Directors. The 

dividends have not been provided for. 

In thousands of denars 2005  2004 

    

MKD 153 (2004: MKD 96) per qualifying ordinary share 288,498  175,532 

MKD 65 (2004: MKD 95) per preference share 8,621  17,819 

 297,119  193,351 
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26.  Capital and reserves continued 

The proposed dividends per qualifying ordinary share for the year ended 31 December 2004 

in the amount of MKD 96 per qualifying ordinary share represents restated dividends per 

qualifying ordinary share from the one published in the Bank’s financial statements for the 

year ended 31 December 2004 (published for the year 2004: MKD 480 per qualifying 

ordinary share) due to the share split (5 for 1) and the subsequent increment of the number of 

ordinary shares of the Bank. 

27. Earnings per share  

Basic earnings per share 

The calculation of basic earnings per share at 31 December 2005 was based on the net profit 

attributable to ordinary shareholders of MKD 348,517 thousand (2004: MKD 682,371 

thousand) and a weighted average number of ordinary shares outstanding during the year 

ended 31 December 2005 of 1,839,089 (2004: 1,826,415), calculated as follows:  

Net profit attributable to ordinary shareholders    

In thousands of denars 2005  2004 

    

Net profit for the year 357,138  700,190 

Dividends on non-redeemable preference shares (8,621)  (17,819) 

Net profit attributable to ordinary shareholders 348,517  682,371 

    

Weighted average number of ordinary shares    

In number of shares 2005  2004 

    

Issued ordinary shares at 1 January 1,826,415  365,283 

Effect of decrease the nominal value of ordinary shares -  1,461,132 

Issued ordinary shares at 1 January, corrected 1,826,415  1,826,415 

Effect of conversion of preference shares in January 1,719  - 

Effect of conversion of preference shares in February 138  - 

Effect of own shares acquired in April (6,713)  - 

Effect of conversion of preference shares in April 3,015  - 

Effect of conversion of preference shares in May 5,569  - 

Effect of own shares sold in June 2,500  - 

Effect of conversion of preference shares in June 2,651  - 

Effect of own shares acquired in July (4,167)  - 

Effect of conversion of preference shares in July 1,128  - 

Effect of own shares sold in August 1,690  - 

Effect of conversion of preference shares in August 819  - 

Effect of conversion of preference shares in September 1,484  - 

Effect of conversion of preference shares in October 1,773  - 

Effect of conversion of preference shares in November 872  - 

Effect of conversion of preference shares in December  196  - 

Weighted average number of ordinary shares at 31 

December 1,839,089  1,826,415 
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27. Earnings per share continued 

Diluted earnings per share 

The calculation of diluted earnings per share at 31 December 2005 was based on the net 

profit attributable to ordinary shareholders of MKD 348,517 thousand (2004: MKD 682,371 

thousand) and a weighted average number of ordinary shares outstanding during the year 

ended 31 December 2005 of 1,970,782 (2004: 1,967,154), calculated as follows: 

Net profit attributable to ordinary shareholders (diluted)    

In thousands of denars 2005  2004 

    

Net profit attributable to ordinary shareholders 348,517  682,371 

Net profit attributable to ordinary shareholders 348,517  682,371 

    

    

Weighted average number of ordinary shares (diluted)    

In number of shares 2005  2004 

    

Issued ordinary shares at 1 January 1,839,089  365,283 

Effect of decrease the nominal value of ordinary shares -  1,461,132 

 1,839,089  1,826,415 

Effect of issued potential ordinary shares  131,695  140,739 

Weighted average number of ordinary shares (diluted) at 31 

December 1,970,784  1,967,154 

28.  Changes in accounting policy 

In the current financial year the Bank adopted IAS 39 (revised 2004) Financial Instruments: 

Recognition and Measurement. The adoption has resulted in the Bank recognising available-

for-sale investments (equity investments and other non-fixed-income instruments available 

for sale) at fair value with changes in fair value recognised directly in equity. In 2004 these 

investments were classified as available-for-sale investment at fair vale with changes in fair 

value recognized in the income statement. However, the change in accounting policy did not 

result in any restatement of the opening balance of equity (retained earnings) since the equity 

investments are carried at cost less impairment due to fact that the equity investments held 

by the Bank do not have a quoted market price in an active market and their fair value can 

not be reliably measured.  
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29. Fair value 

 The Bank has financial assets, which include cash and cash equivalents, placements with, 

and loans to, banks, loans and advances to customers, and investments. The Bank has 

financial liabilities which include deposits from banks and customer and borrowed funds. 

Estimation of fair values 

The following summarizes the major methods and assumptions used in estimating the fair 

values of major items of financial instrument. 

Cash and cash equivalents: The carrying amount of cash and cash equivalent approximates 

their fair value.  

Placements with, and loans to, banks: Placements with, and loans to, banks in the amount of 

is with maturity up to one year, thus its carrying amount approximates its fair value.  

Loans and advances to customers: The fair value of variable yield loans and short-term loans 

that regularly reprise, with no significant change in credit risk, generally approximate their 

carrying amount. Out of the total amount of loans and advances to customers in the amount 

of MKD 12,929,685 thousand (2004: MKD 11,853,237 thousand) , the amount of MKD 

8,846,135 thousand or 68% (2004: MKD 9,126,539 thousand or 77%) represent floating rate 

instruments, while fixed interest rate instruments of MKD 632,001 thousand or 4.9% (2004: 

721,173 thousand or 6.1%) mature up to 1 year. A small portion of loans and advances to 

customers of MKD 288,733 thousand or 2.2% (2004: MKD 226,156 thousand or 1.9%) are 

with fixed interest rate and maturity over one year, hence the fair value of total loans and 

advances to customers approximates the carrying amount at the balance sheet date.  

Investments carried at cost: There is no active market for equity investments and there are 

no recent transactions, which would provide evidence for their current market value. 

Government bonds held-to-maturity in the amount of MKD 315,552 thousand (2004: MKD 

366,855 thousand) represent fixed-income bonds, received in exchange for the settlement of 

certain non-performing loans, bearing interest at a rate of 2% per annum. These bonds are 

stated at their notional amount. These bonds are traded on the official market and as at 31 

December 2005 the current market ask price equaled 85% (31 December 2004: 76%). 

As at 31 December 2004 significant portion of the Bank’s investment comprise treasury bills 

purchased at original issuance with maturity from 7 to 14 days, thus their carrying amount 

approximates their fair value.  
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29. Fair value continued  

Estimation of fair values continued 

Bank and customer deposits: For demand deposits and deposits with no defined maturities, 

fair value is taken to be the amount payable on demand at the balance sheet date. The fair 

value of time deposits with variable interest rates approximates their carrying values at the 

balance sheet date. The estimated fair value of deposits with fixed interest rate is based on 

discounted cash flows using rates currently offered for deposits of similar remaining 

maturities. As these deposits represent only a small fraction of total deposits, the fair value of 

total deposits approximates the carrying values at the balance sheet date. 

Other borrowed funds: The fair value of borrowings up to one year and borrowings with 

floating interest rate represents the carrying amount at the balance sheet date. The fair value 

of long-term borrowings with fixed interest rate is based on quoted market prices, if 

available. For long-term borrowing without quoted prices the fair value should be estimated 

as the present value of future cash flows, discounted at interest rates available at the balance 

sheet date to the Bank for new debt of similar type and remaining maturity.  

30.  Trust activities 

The Bank manages assets on behalf of third parties which are mainly in the form of loans to 

various clients. The Bank receives fee income for providing these services. Trust assets are 

not assets of the Bank and are not recognised in the balance sheet. The Bank is not exposed 

to any credit risk relating to such placements, as it does not guarantee these investments. 

At 31 December 2005 the total assets held by the Bank on behalf of customers were MKD 

283,894 thousand (2004: MKD 186,096 thousand).  

31.  Commitments and contingencies   

The Bank provides financial guarantees and letters of credit to guarantee the performance of 

customers to third parties. These agreements have fixed limits and generally extend for a 

period of up to three years. Expirations are not concentrated in any period. 

The contractual amounts of commitments and contingent liabilities are set out in the 

following table by category.  

In thousands of denars Note 2005  2004 

     

Guarantees      

in MKD  1,978,804  1,642,874 

in foreign currency  1,382,189  1,439,411 

Letters of credit     

in foreign currency  641,428  841,129 

Credit card commitments  361,587  - 

Undrawn overdraft facilities  589,210  - 

Provisions 24 (206,727)  (112,234) 

  4,746,491  3,811,180 
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31.  Commitments and contingencies continued 

These commitments and contingent liabilities have off balance-sheet credit risk because only 

organisation fees and accruals for probable losses are recognised in the balance sheet until 

the commitments are fulfilled or expire. Many of the contingent liabilities and commitments 

will expire without being advanced in whole or in part. Therefore, the amounts do not 

represent expected future cash flows. 

32.  Risk management disclosures  

This section provides details of the Bank’s exposure to risk and describes the methods used 

by management to control risk. The most important types of financial risk to which the Bank 

is exposed are credit risk, liquidity risk and market risk. Market risk includes currency risk, 

interest rate risk and equity price risk. 

(i)  Credit risk  

The Bank is subject to credit risk through its lending and investing activities and in cases 

where it acts as an intermediary on behalf of customers or other third parties or issues 

guarantees.  

The risk that counterparties might default on their obligations is monitored on an ongoing 

basis. To manage the level of credit risk, the Bank deals with counterparties of good credit 

standing, and requires collateral. 

The Bank’s primary exposure to credit risk arises through its loans and advances. The 

amount of credit exposure in this regard is represented by the carrying amounts of the assets 

on the balance sheet. In addition, the Bank is exposed to off balance sheet credit risk through 

commitments to extend credit and guarantees issued (refer note 31). 

Concentrations of credit risk (whether on or off balance sheet) that arise from financial 

instruments exist for groups of counterparties when they have similar economic 

characteristics that would cause their ability to meet contractual obligations to be similarly 

affected by changes in economic or other conditions. As at 31 December 2004 the Bank’s 

credit exposure to GD Granit AD Skopje, one of the leading construction companies in the 

Republic of Macedonia, is MKD 1,063,520 thousand representing 34.3% of the guarantee 

capital of the Bank. This exposure was over the limit allowed with the local law 

requirements and with the prescribed limits within the Bank’s Credit Policy.  Upon this, the 

Bank has received a waiver from the National Bank to comply with the prescribed limits up 

to 30 June 2005. As at 31 December 2005 the Bank’s credit exposure to GD Granit AD 

Skopje is MKD 678,201 thousand representing 19.15% of the guarantee capital of the Bank. 

The aggregated credit exposure of the Bank to GD Granit AD Skopje and its related party JV 

Granit ATM is MKD 728,693 thousand representing 20.57% of the guarantee capital of the 

Bank. 
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32.  Risk management disclosures continued 

(i)  Credit risk continued 

The major concentrations of credit risk arise by location and type of customer in relation to 

the Bank’s loans and advances, commitments to extend credit and guarantees issued. 

The maximum exposure to credit risk is represented by the carrying amount of each financial 

asset in the balance sheet. 

The Bank’s policy is to require suitable collateral to be provided by the customers prior to 

the disbursement of approved loans. Guarantees and letters of credit are also subject to 

rigorous credit assessments before being provided.  

Collateral for loans, guarantees, and letters of credit is usually obtained in the form of cash, 

Bank’s and first class companies’ guarantees, inventory, or other property.  

(ii) Liquidity risk 

Liquidity risk arises in the general funding of the Bank’s activities and in the management of 

positions. It includes both the risk of being unable to fund assets at appropriate maturities 

and rates and the risk of being unable to liquidate an asset at a reasonable price and in an 

appropriate time frame. 

The Bank has access to a diverse funding base. Funds are raised using a broad range of 

instruments including deposits, borrowings and share capital.  

This enhances funding flexibility, limits dependence on any one source of funds and 

generally lowers the cost of funds. The Bank strives to maintain a balance between 

continuity of funding and flexibility through the use of liabilities with a range of maturities.  

The Bank continually assesses liquidity risk by identifying and monitoring changes in 

funding required to meet business goals and targets set in terms of the overall Bank strategy. 

In addition the Bank holds a portfolio of liquid assets as part of its liquidity risk management 

strategy. 
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32.  Risk management disclosures continued  

Maturities of the financial assets and liabilities 

The following table provides an analysis of the financial assets and liabilities of the Bank 

into relevant maturity groupings based on the original period to the repayment date. 

For the year ended 31 December 2005 is as follows:   

In thousands of denars 

Up to 1 

month  

1 Month to 

3 Months  

3 Months to 

1 Year  

1 Year to 

5 Years  

Over 5 

Years  

 

Total 

            

Assets            

Cash and cash equivalents 4,575,575  -  -  -  -  4,575,575 

Financial assets at fair 

value through profit and 

loss  7,257  -  -  -  -  7,257 

Placements with, and loans 

to, banks 15,503,794  270,221  191,399  -  -  15,965,414 

Loans and advances to 

customers 3,746,602  1,209,934  4,123,381  2,660,317  1,189,451  12,929,685 

Income tax receivable -  -  60,859  -  -  60,859 

Interest receivable and 

other assets 209,413  479,099  8,172  1,651  23,715  722,050 

Investments  -  26,296  26,296  210,369  126,760  389,721 

Investment in associate -  -  -  - 3 33,258  33,258 

 24,042,641  1,985,550  4,410,107  2,872,337  1,373,184  34,683,819 

            

Liabilities            

Deposits from banks and 

other financial 

institutions 460,003  14,765  45,000  -  -  519,768 

Amounts owed to other 

depositors 22,609,867  3,724,485  3,970,406  262,429  -  30,567,187 

Other borrowed funds 55,993  171,112  250,268  584,541  315,619  1,377,533 

Accruals  103,328  -  -  -  -  103,328 

Other liabilities 92,679  35,084  210  -  -  127,973 

 23,321,870  3,945,446  4,265,884  846,970  315,619  32,695,789 

            

Net liquidity gap 720,771  (1,959,896)  144,223  2,025,367  1,057,565  1,988,030 
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32.  Risk management disclosures continued  

Maturities of the financial assets and liabilities 

The following table provides an analysis of the financial assets and liabilities of the Bank 

into relevant maturity groupings based on the original period to the repayment date. 

For the year ended 31 December 2004 is as follows:   

In thousands of denars 

Up to 1 

month  

1 Month to 

3 Months  

3 Months to 

1 Year  

1 Year to 

5 Years  

Over 5 

Years  

 

Total 

            

Assets            

Cash and cash equivalents 3,225,059  -  -  38,052  -  3,263,111 

Financial assets at fair 

value through profit and 

loss  9,997  -  -  -  -  9,997 

Placements with, and loans 

to, banks 14,362,582  2,069  -  191,813  -  14,556,464 

Loans and advances to 

customers 2,701,550  1,396,960  4,619,549  2,542,533  592,645  11,853,237 

Interest receivable and 

other assets 135,405  15,679  24,088  3,567  -  178,739 

Investments  399,415  -  55,595  222,378  169,903  847,291 

 20,834,008  1,414,708  4,699,232  2,998,343  762,548  30,708,839 

            

Liabilities            

Deposits from banks and 

other financial 

institutions 254,766  -  -  -  -  254,766 

Amounts owed to other 

depositors 21,556,691  3,196,253  2,281,929  483,238  -  27,518,111 

Other borrowed funds 27,920  26,990  287,119  602,680  354,166  1,298,875 

Accruals  14,388  8,965  43,931  -  -  67,284 

Income tax payable 31,140  -  -  -  -  31,140 

Other liabilities 119,797  -  -  -  -  119,797 

 22,004,702  3,232,208  2,612,979  1,085,918  354,166  29,289,973 

            

Net liquidity gap (1,170,694)  (1,817,500)  2,086,253  1,912,425  408,382  1,418,866 
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32.  Risk management disclosures continued  

(iii) Market risk 

Equity price risk  

Equity price risk is the possibility that equity prices will fluctuate affecting the fair value of 

equity investments. The primary exposure to equity prices arises from equity investments 

that are not traded. 

Interest rate risk 

The Bank’s operations are subject to the risk of interest rate fluctuations to the extent that 

interest-earning assets (including investments) and interest-bearing liabilities mature or 

reprice at different times or in differing amounts. In the case of floating rate assets and 

liabilities, the Bank is also exposed to basis risk, which is the difference in reprising 

characteristics of the various floating rate indices, such as the savings rate, and three or six 

months EURIBOR/ LIBOR and different types of interest.  

Risk management activities are aimed at optimising net interest income, given market 

interest rate levels consistent with the Bank’s business strategies. 

Asset-liability risk management activities are conducted in the context of the Bank’s 

sensitivity to interest rate changes. In general, the Bank is asset sensitive because of the 

majority of the interest-earning assets and liabilities, the Bank has the right simultaneously to 

change the interest rates. In decreasing interest rate environments, margins earned will 

narrow as liabilities interest rates will decrease with a lower percentage compared to assets 

interest rates. However the actual effect will depend on various factors, including stability of 

the economy, environment and level of the inflation. 

Currency risk 

The Bank is exposed to currency risk through transactions in foreign currencies. The Bank 

ensures that the net exposure is kept to an acceptable level by buying or selling foreign 

currency at spot when necessary to address short-term imbalances. The Denar is pegged to 

the Euro and the monetary projections envisage stability of the exchange rate of the Denar 

against Euro.  
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32.  Risk management disclosures continued  

Interest rate gap analysis 

For the year ended 31 December 2005 

  Total 

Floating rate 

instruments Fixed rate instruments 

Non interest 

earning 

(bearing) 

In thousands of denars  Note   

Up to 1 

month 

1 Month 

to 3 

Months 

3 Months 

 to 1 Year 

1 Year to 5 

Years 

Over 5 

Years  

          

Assets          

Cash and cash equivalents 7 4,575,575 1,625,253 228,565 - - - - 2,721,757 

Financial assets at fair value through 

profit and loss  8 7,257 - 3,896 - - - - 3,361 

Placements with, and loans to, banks 9 15,965,414 - 15,503,794 270,221 191,399 - - - 

Loans and advances to customers 10 12,929,685 8,846,135 93,710 111,521 426,770 270,288 18,445 3,162,816 

Investments 12 389,721 15,933 - 26,296 26,296 210,368 52,592 58,236 

Investment in associate  16 33,258 - - - - - - 33,258 

Liabilities          

Deposits from banks and other 

financial institutions 20 (519,768) (386,584) (64,237) - - - - (68,947) 

Amounts owed to other depositors 21 (30,567,187) (28,652,847) - - - - - (1,914,340) 

Other borrowed funds 22 (1,377,533) (618,518) (36,506) (18,737) (168,638) (316,866) (13,348) (204,920) 

Asset liability gap  1,436,422 (19,170,628) 15,729,222 389,301 475,827 163,790 57,689 3,791,221 
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32.  Risk management disclosures continued  

Interest rate gap analysis 

For the year ended 31 December 2004  

  Total 

Floating rate 

instruments Fixed rate instruments 

Non interest 

earning 

(bearing) 

In thousands of denars  Note   

Up to 1 

month 

1 Month 

to 3 

Months 

3 Months 

 to 1 Year 

1 Year to 5 

Years 

Over 5 

Years  

          

Assets          

Cash and cash equivalents 7 3,263,111 2,624,790 - - - - - 638,321 

Financial assets at fair value through 

profit and loss  8 9,997 - 4,544 - - - - 5,453 

Placements with, and loans to, banks 9 14,556,464 - 14,362,582 2,069 - 191,813 - - 

Loans and advances to customers 10 11,853,237 9,126,539 109,000 227,744 384,429 221,887 4,269 1,779,369 

Investments 12 847,291 19,120 399,416 - 52,409 209,632 104,814 61,900 

Liabilities          

Deposits from banks and other 

financial institutions 20 (254,766) (187,507) - - - - - (67,259) 

Amounts owed to other depositors 21 (27,518,111) (25,589,019) (12,491) (46,298) (120,702) - - (1,749,601) 

Other borrowed funds 22 (1,298,875) (767,876) (18,559) - (176,510) (160,101) (1,945) (173,884) 

Asset liability gap  1,458,348 (14,773,953) 14,844,492 183,515 139,626 463,231 107,138 494,299 
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32.  Risk management disclosures continued  

Currency risk continued 

 
 2005  2004 

 MKD EUR USD CHF Other Total  MKD EUR USD CHF Other Total 

Monetary assets              

Cash and cash equivalents 1,600,324 2,358,331 308,019 200,618 108,283 4,575,575  993,795 1,724,012 261,722 165,031 118,551 3,263,111 

Financial assets at fair value through 

profit and loss  3,361 3,896 - - - 7,257  9,997 - - - - 9,997 

Placements with, and loans to, banks - 12,713,521 2,563,645 307,640 380,608 15,965,414  - 11,960,251 2,072,659 223,082 300,472 14,556,464 

Loans and advances to customers 11,063,247 1,807,875 58,563 - - 12,929,685  10,649,379 1,150,794 53,064 - - 11,853,237 

Interest receivable and other assets 630,399 84,461 6,899 80 211 722,050  124,318 48,725 5,530 48 118 178,739 

Income tax receivable 60,859 - - - - 60,859  - - - - - - 

Investments 74,168 315,553 - -                 - 389,721  475,893 371,398 - - - 847,291 

Investments in KB Prvo Penzisko 33,258 - - -                 - 33,258  - - - - - - 

 13,465,616 17,283,637 2,937,126 508,338 489,102 34,683,819  12,253,382 15,255,180 2,392,975 388,161 419,141 30,708,839 

Monetary liabilities              

Deposits from banks and other 

financial institutions 370,765 107,346 25,212 9,058 7,387 519,768  157,069 66,335 24,574 3,378 3,410 254,766 

Amounts owed to other depositors 11,973,185 15,141,118 2,796,049 295,802 361,033 30,567,187  11,390,134 13,144,382 2,339,748 337,222 306,625 27,518,111 

Other borrowed funds 523,464 846,274 7,795 - - 1,377,533  391,799 899,505 7,571 - - 1,298,875 

Income tax payable - - - - - -  31,140 - - - - 31,140 

Accruals  96,032 7,091 205 - - 103,328  60,190 6,890 201 3 - 67,284 

Other liabilities 111,093 13,281 2,880 - 719 127,973  78,077 23,947 15,214 30 2,529 119,797 

 13,074,539 16,115,110 2,832,141 304,860 369,139 32,695,789  12,108,409 14,141,059 2,387,308 340,633 312,564 29,289,973 

Net position 391,077 1,168,527 104,985 203,478 119,963 1,988,030  144,973 1,114,121 5,667 47,528 106,577 1,418,866 
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33.  Related party transactions  

According to the Bank's Articles of Association, the supreme body is the assembly of the 

Bank, constituted of all the holders of the Bank's registered shares. The overall control of the 

Bank is with the non-executive Board of Directors ("the Managing Board") who are 

appointed by shareholders. The Managing Board comprises representatives of the Bank's 

major customers, however customers who are net debtors are excluded. 

The Bank makes loans, extends guarantees attracts and takes deposits and loans from 

enterprises and banks to which it is related.  The directors consider that these transactions are 

on a normal commercial basis, at arm’s length, and in the normal course of business. 

At the year end the transactions with related parties were as follows: 

• credit exposure to the individuals related to the Bank of MKD 26,368 thousand (2004: 

MKD 20,261 thousand);  

• credit exposure to enterprises related to the Bank of MKD 466,019 thousand (2004: 

424,245 thousand); 

• other receivables from enterprises to which the Bank is related of MKD 23,715 thousand 

(2004: none); 

• deposits from enterprises to which the Bank is related of MKD 484,910 thousand (MKD 

535,456 thousand);  

• interest income from enterprises to which the Bank is related of MKD 27,532 thousand 

(MKD 8,869 thousand);  

• interest expense to enterprises to which the Bank is related of MKD 14,256 thousand 

(MKD 691 thousand); 

• fee and commission income from enterprises to which the Bank is related of MKD 8,237 

thousand (MKD 8,512 thousand); 

• there are no fee and commission expense to enterprises to which the Bank is related  

(2004: 127 thousand).  

Transactions with key management personnel  

Directors of the Bank control 0.80 percent (2004: 0.97 percent) of the voting shares of the 

Bank. 
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33.  Related party transactions continued 

Transactions with key management personnel continued 

Total remuneration to the Bank’s key management personnel, included in “personnel 

expenses” (refer note 5): 

In thousands of denars 2005  2004 
    

Directors 91,478  75,735 

Non-executive officers 4,937  4,226 

 96,415  79,961 

 

Associates 

During the year ended 31 December 2005 the associate placed time deposits in the Bank in 

amount of MKD 44,800 thousand (2004: none). 

During the year ended 31 December 2005 the Bank paid MKD 3,803 thousand as interest 

expense. No dividends were received from associates in 2005. 

34.  Subsequent events  

According to the Decision for conversion of preference into ordinary shares, as at 15 

February 2006 the number of ordinary shares equals to 1,923,323 and the number of 

preference shares equals to 90,744. The nominal value of the total share capital is MKD 

2,014,067. 

On 31 December 2005, amendments to the Income Tax Law have been published in Official 

gazette Number 120, effective from 1 January 2006. With the amendments, withholding tax 

on income paid to non-resident legal entities was introduced. Unless regulated by Double 

Tax Treaty, Macedonian residents making payments to non-resident legal entities on the 

basis of: dividends, interest, royalties, income from entertainment or sport activities, income 

from providing management, consulting, financial, technical, administrative, research and 

development and /or other services, lease of movable or immovable property in the Republic 

of Macedonia, income from insurance premium on insurance or re-insurance of risks in the 

Republic of Macedonia, income on telecommunication services between Republic of 

Macedonia and other countries, should withhold and pay tax. The withholding tax is 

calculated on the gross income applying tax rate of 15%, except for interest income and 

income on lease of movable or immovable property in the Republic of Macedonia for which 

the tax rate is 10%. 

Tax rate may be lower if applicable under relevant Double Tax Treaty concluded. 
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35. Accounting estimates and judgments  

Key sources of estimation uncertainty  

The key assumptions concerning the future, and other key sources of estimation uncertainty 

at the balance sheet date, that have a significant risk of causing a material adjustment to the 

carrying amounts of assets and liabilities within the next financial year, are discussed below. 

Impairment of asset acquired through foreclosure procedure 

In December 2005 the Bank has acquired business premises through foreclosure procedure 

in amount of MKD 468,464 thousand, as collection of previously written off receivables. 

Said business premises are in excellent condition and located in prime business area of the 

city of Skopje.   

Management of the Bank are confident that the business premises will be sold in a 

reasonable time frame, with no loss. On the contrary, adjustments will be made in future 

periods if future market activity indicates that such adjustments are appropriate.  

Critical accounting judgments in applying the Bank’s accounting policies  

Certain critical accounting judgments in applying the Bank’s accounting policies are 

described below: 

Held-to-maturity investments 

The Bank holds debt securities issued by the Republic of Macedonia, received in exchange 

for the settlement of certain non-performing loans, bearing interest at a rate of 2% per 

annum. The principal is repayable in 20 equal semi-annual installments commencing from 

April 2002 up to October 2011. As at 31 December 2005 the outstanding balance of these 

receivables amounts MKD 315,552 thousand (2004: MKD 366,855 thousand). In addition, 

the Bank holds 15 year government bonds issued by the Republic of Macedonia, bearing 

interest at a rate equal to the prime rate of the NBRM. The principal is repayable in 15 equal 

annual installments commencing from April 1996 up to April 2010. As at 31 December 2005 

the outstanding balance of these receivables amounts MKD 15,933 thousand (2004: MKD 

19,120 thousand). The Bank has the intent and ability to hold to maturity these securities. 

Therefore, they have been classified as held-to-maturity assets. 


