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1. LETTER FROM THE CHAIRMAN OF THE BOARD OF DIRECTORS 

 
Dear shareholders and customers, partners and employees of Lovćen Bank, 
 
During 2015 Lovćen Bank AD continued to implement successfully its mission, vision and business plans. 
The efforts of the shareholders and the management of the Bank were directed synchronously in several 
directions. The first direction relates to the development of corporate governance and different systems 
required for modern banking. To that end we strengthened risk management system, the system of 
commercial operations, management information system and IT system, independent control systems 
within the Bank and human resources management system. 
 
Another important line of action was related to market penetration, building of trust in the safety and 
stability of the Bank. For a young bank with characteristic accelerated pace of costs incurring, which is 
caused by factors related to compliance of business operations with regulations and factors related to 
increased interest expense due to the need of obtaining sources of funds dynamically, a special 
challenge was to get closer, as quickly as possible, to customers, to achieve a corresponding increase of 
market share and provide the basis for accelerated income earning. This challenge did not arise only from 
the need to acquire new customers, but also from the limitation that the acquisition of new customers 
must be achieved not only through more favorable prices. The answer to such a challenge required that 
we build the bank that attracts customers on other grounds, such as: understanding, special relation, 
efficiency in decision-making, conditions of cooperation other than price, orientation towards specific 
market segments, focus on a more permanent relationship, innovation, etc.  For some of the efforts that 
we invested in this direction we have already received international recognitions. We quickly established 
and strengthened an enviable business network in Montenegro, bringing our services closer to greater 
number of customers. In addition to that, the satisfaction of our customers, shown by a rapidly expanding 
customer base, is our greatest satisfaction and confirmation that this special relation with them in the 
banking and commercial business should be maintained on already established grounds. 
 
The third course of action was aimed at strengthening the bank's relationship with the international 
environment and its capacity to understand modern developments in the global financial market, 
especially in relations with creditors. As a result of this activity, the Bank recapitalized intensively and 
developed good relationship with a number of creditors, establishing business relations with those who 
are qualified to assess the Bank's risk profile and prospects of a lasting stable business. The support of 
its founder DEG (KfW group), as important financial player in the European market, has been more than 
generous in this respect. 
 
The fourth important line of action was oriented towards the establishment of a special relation to human 
resources. The result is not only doubled number of staff, but also the improvement of their quality, and 
even more, everyday efforts to integrate various HR experience and direct them in synergy towards 
achieving the set business goals. The Board of Directors and executive management, with their expertise 
and experience, understand well that modern management and good, synchronized and focused human 
resources are a great guarantee of continuous development and strengthening of competitiveness. 
Operational objectives emerge from the strategic objectives, short-term action is determined by long-term 
vision and today is just one step towards better tomorrow. 
 
Special thanks, once again, go to the shareholders of Lovćen Bank, who have demonstrated maturity and 
readiness at the time when the whole world, more or less, was facing global economic crisis and growing 
number of challenges of uncertainty, to support the development of Lovćen Bank and that is why I am 
sure that many economic potentials of Montenegro will be valorized in the future. 
 
To the customers of Lovćen Bank I would like to say that we exist to support their well-thought-out 
intentions having acceptable level of risk and that we are ready to work together to consider and redefine 
our common goals which, in the end, come down to a long-term relationship of mutual satisfaction. 
 

Dr. Andreas Zeisler, 
Chairman of the Board of Directors of Lovćen Bank 



ANNUAL REPORT ON BUSINESS OPERATIONS FOR 2015 
 

4 
  

2. MACRO-ECONOMIC FRAMEWORK 

 
According to the estimates of the International Monetary Fund (World Economic Outlook) from January 
2016, the real growth rate of the world economy in 2015 will amount to 3.1% and will be lower than in 
2014 (3.4%). Reducing the growth forecasts for the world economy was caused by the reduction in 
growth forecasts for emerging economies and weaker recovery of developed economies.  
 
 
Table 1. Real growth rate of GDP (%) 

GDP- real growth 2013 2014 2015 2016 2017 

 
3.3 3.4 3.1 3.4 3.6 

Developed economies 1.1 1.8 1.9 2.1 2.1 

Eurozone -0.3 0.9 1.5 1.7 1.7 

Other developed economies (except 
G7 and Eurozone) 2.2 2.8 2.1 2.4 2.8 

Emerging and developing economies 5.0 4.6 4.0 4.3 4.7 

Source: International Monetary Fund, World Economic Outlook Database, January 2016 
 
 
After a slowdown in GDP growth in 2014, with real growth rate of 1.8%, Montenegrin economy in 2015 
recorded rapid economic growth. According to Monstat data, GDP in the first quarter grew at a real rate of 
3.2%, in the second quarter the growth was 3.4%, while the growth rate in the first half of the year was 
around 3.4%, which is slightly lower than the projected annual rate. All sectors made positive impact on 
growth, especially construction and tourism. Based on the available indicators in the third quarter related 
to the growth of tourism and industrial production, as well as the positive impact of intensifying the works 
on a section of the highway, it was estimated that by the end of 2015 the economy will achieve a much 
higher growth rate than planned. Real growth could reach 4.3%, with a conservative estimate of growth of 
tourist traffic on yearly basis and the expected strong growth in the construction sector. However, if, due 
to the extension of the preparatory geological research, the start of works on the section of the highway is 
delayed, the risk of achieving the estimated growth rate will increase. 
 
BDP-expenditure method 
 
In the first half of the year, domestic demand grew at a real rate of 5.4%, driven by growth in household 
consumption of 2.5%, strong growth of investment in fixed capital at the rate of 20.4% and a slight decline 
in government consumption of 0.9%. Net exports had a significant negative effect, due to the weak 
growth of exports of goods and services by 2.3% and import growth rate of 7.1%. The impact of the 
growth of domestic demand to real economic growth rate of 3.4% was 7.4%, while the negative 
contribution of net exports accounted for 4%.   
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Chart 1 - GDP trend (real growth) 

 
Source: Monstat 

 
Source: Monstat 
 

Key recommendations and conclusions from the report of the Financial Sector Assessment 
Program (FSAP) for Montenegro, which was implemented by the IMF, in February 2016 (the first 
one after the year 2006), are: 

-  Montenegrin economy is still dealing with the consequences of the credit boom in 2008. 

Financial crisis affected the quality of assets and led to the weakening of the portfolio of banks. 

Slow economic growth and deficiencies in the legal framework have hampered the efforts of the 

banks to reduce the burden of NPLs (non-performing loans). 

-  Economic momentum accelerated in 2015 which bore numerous risks. Investment incentives in 

economic activities, including expensive highway project, increase growth prospects, but 

vulnerabilities related to the already great public debt get worse. 
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- Indicators of solvency and liquidity at the system level seem satisfactory, but there are significant 

hidden vulnerabilities in banks that are locally owned. The financial system is dominated by 

subsidiaries of foreign banks. Several domestic banks have a very high level of NPLs and / or 

very low levels of provision. Stress tests show that these banks are vulnerable to certain shocks, 

such as long-term slow economic growth, even in moderate stress scenarios. Increasing 

competition and slow economic recovery affect the profitability of the banking sector. Strong 

competition in the banking sector causes the reduction of interest rate spread to levels that 

threaten the survival of some smaller banks with higher levels of funding costs and operating 

costs. 

- Implementation of purposeful activities in weaker banks is crucial in order to strengthen and 

preserve the stability of the financial system. It is recommended that an independent review of the 

quality of assets of all banks should be done with an emphasis on loan classification and 

provisioning practices. 

- Legal, regulatory and supervisory framework for banking and insurance sectors have improved 

significantly since FSAP 2006, however further progress is needed. The main areas where 

banking supervision should be strengthened include identification, measurement and 

management of poor quality assets with an emphasis on operational risks and the introduction of 

effective consolidated supervision. 

- Macro-prudential framework and systemic liquidity management should be improved, including 

preparations for the introduction of Basel III. 

Credit rating agency Standard and Poor's published new report for Montenegro,  which confirmed 
earlier credit rating 'B + / B'. In addition, a stable outlook has been confirmed for our country, indicating 
that further changes of the rating are based on stable positions. 
 
Noting the success of the implementation of fiscal consolidation measures, the analysts from Standard 
and Poor's estimated that Montenegrin economy in the period from 2015 to 2018 will grow 3.1% on 
average, thanks to the growth in investment activity, predominantly in the field of tourism and energy. In 
connection to this, the assessment of real GDP growth for 2015 is 3.3% and 3.8% for 2016. Although the 
expectation of experts is that the deficit in the current year will exceed GDP by 6%, it will also have a 
decreasing trend in the period until 2018, when it would be less than 4% of GDP, as a result of the 
Government's tax reform program and efforts in combating gray economy. 
 
The World Bank has announced the thirteenth Doing Business Report for the period June 2014 - June 
2015, covering 189 economies. 
 
In the new report, Montenegro took 46th place on the list of 189 countries. Considering the fact that in this 
year's report there has been a change of the methodology for 7 out of 10 indicators in total, in the areas of 
"issuing of building permits", "getting electricity", "registration of real estate", "cross-border trading", 
"protection of minority investors", "solving insolvency problem" and "contract implementation" when it 
came to the global ranking of countries in DB2016, there was a significant shift. In this regard, last year's 
global ranking, in which Montenegro ranked 36th, has been revised, so, according to the new 
methodology for the period June 2013 - June 2014, our country was awarded 47th place. Therefore, 
Montenegro, compared to the previous year, improved its global ranking by 1 place, taking the 46th 
position in this year's report. 
SEE countries recorded low growth in economic activity in 2015. According to regular economic report of 
the World Bank for SEE6 - autumn 2015, it is expected that the growth rate in the region in 2015 will 
amount to 1.8%. 
 
Turnover in tourism in 2015 achieved record results. In the period January-December 2015, 
Montenegro was visited by 1.71 million tourists and had 11.05 million overnight stays, which is an 
increase of 12.9% and 15.7%, respectively, compared to the previous year. 
 
Industrial production in 2015 increased by 7.9%, due to growth in the sector of "manufacturing" of 
19.9%. The sectors "mining and quarrying" and "electricity, gas and steam” in 2015 decreased by 8.1% 
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and 5.9%, respectively. The growth of the manufacturing industry was dominantly driven by growth in 
production of pharmaceutical products (87.7%), basic metals (12.3%) and machinery and equipment not 
elsewhere specified (10.8%). Retail sales in 2015 increased by 4.5% in current prices. 
 
The annual rate of inflation (CPI) in December 2015 was 1.4%. Monthly deflation amounted to 0.3%, 
while the average inflation rate for the period January-December amounted to 1.5%. 
 
Chart 2 – Interest rate movement 

 
The labor market in December 2015, compared to November 2015, showed negative trend in 
employment by 1.1%, but also a significant increase in unemployment by 5.4%, which is partly the 
result of registering a larger number of mothers with three children in the Employment Bureau due to the 
possibility of becoming entitled to benefits. The number of employees amounted to 172,517, which, 
compared to December 2014, represented an increase of 0.8% and 1.2% annually. The number of 
unemployed was 39,991, which compared to December 2014 represented an increase of 15.3% and 
3.9% annually. The unemployment rate in December 2015 was 17.2% or 2.3 percentage points more 
than in December 2014. 
 
Chart 3 – Labor market

 
Budget revenues in the period January-December 2015 amounted to EUR 1,325.9 mil. or 36.2% of 
GDP, which is 2.0% lower compared to the collection in 2014. Positive deviation compared to 2014 
existed in collection of excise tax by 8.7% as a result of the increase in excise rates on cigarettes 
(according to the excise calendar) and the activities undertaken to reduce gray economy on the market of 
excise products and the collection of customs duties by 2.8%. Budget expenditures in the period January-
December 2015 amounted to EUR 1,613.5 mil., and in relation to the comparative period increased by 
10.5% due to increase in interest expenses, capital budget and transfers to institutions, individuals and 
NGO sector. In 2015 there was a cash budget deficit of EUR 287.7 mil.  
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Government debt (including deposits) at the end of September 2015 amounted to EUR 2,150.8 mil., or 
58.8% of estimated GDP. Foreign debt amounted to EUR 1,975.1 mil., internal debt EUR 329.2 mil., while 
EUR 153.5 mil. is related to deposits. 
 
The banking sector was liquid, solvent and it achieved a positive financial result of EUR 4.2 mil.  in 
December 2015. This was achieved partly due to the improvement of the quality of the loan portfolio 
which was the result of decrease in non-performing loans by 20.8% compared to the same period last 
year. The funds deposited in banks amounted to EUR 2.625.0 mil., which is an increase of 13.7% per 
annum. The largest depositors in the banking sector are retail and corporate sectors, with household 
deposits accounting for EUR 1,439.8 mil., or 54.8%, while corporate deposits in the amount of EUR 784.4 
mil. accounted for 29.9% of total deposits . Banks' lending in December amounted to EUR 2,386.0 mil. 
and it increased 0.8% on annual basis, while on a monthly basis it recorded decline by 5.0%. Total newly 
approved loans in 2015 amounted to EUR 962.7 mil., which is by 20.1% or EUR 161.3 mil. higher than in 
the previous year. Interest rates had a downward trend, so deposit interest rates decreased by 0.64 p.p. 
and lending interest rates by 0.69 p.p. compared to the same month of the previous year. In December 
2015, 14,870 judgment debtors were blocked, which, in comparison to the previous month, represented a 
decrease of 0.18%. The total amount of debt, based on which the accounts were blocked, amounted to 
EUR 548.0 mil. and was reduced by 1.81% compared to the previous month. 
 
External sector in 2015 was characterized by a steady downward trend in exports, with quarterly 
fluctuations of growth of imports, largely influenced by the season and increased investment 
activity. The overall trade in 2015 amounted to EUR 2,157.7 mil., which is 1.9% more than in 2014. The 
deficit of foreign trade was by 5.0% higher and amounted to EUR 1,523.4 mil. or 41.6% of estimated 
GDP. Export of goods was worth EUR 317.1 mil., which is 4.8% less than y-o-y. Aluminum exports 
amounted to EUR 69.4 mil.  (3.4% less), electricity EUR 29.7 mil. (21.4% less), due to the fall in export 
prices of electricity by 11.5% y-o-y. Food exports decreased by EUR 34.0 mil. (56.3%), due to the known 
effect of re-export to Belarus in 2014. Exports of iron and steel increased by EUR 16.5 mil. (Index over 
300), due to growth in the physical volume of manufacture of basic metals by 12.3%. In the structure of 
exports, a large share belongs to sector 2 – Raw materials, except fuels in the amount of EUR 63.6 mil., 
of which cork and wood (EUR 28.9 mil.) and Mineral ores and metal scrap (EUR 27.4 mil.). Import of 
goods was worth EUR 1,840.5 mil., which was 3.2% more than y-o-y. In the structure of imports, 
machinery and transport equipment dominated in the amount of EUR 407.8 mil or 20.2% higher, mainly 
due to the works on the construction of the highway Bar-Boljare. Imports of food amounted to EUR 379.6 
mil. and decreased by 4.6%, primarily due to a drop in imports of meat and meat products by 27.6% (re-
export). In the period January-November 2015, net FDI inflow amounted to EUR 573.4 mil., which is 
79.7% more than in the same period of 2014. Total FDI inflow amounted to EUR 670.8 mil., which is by 
48.5% higher. Inflow from equity investments amounted to EUR 446.0 mil. or 66.5% of total FDI inflows. 
The largest share in the total inflow of 46.8% was related to investments in companies and banks (about 
4 and a half times more), investments in real estate 19.7% (17.4% less), intercompany debt 32.6% (2.4% 
more) and other investments of 0.9% (about 2.4% more). Total FDI outflow amounted to EUR 97.4 mil., 
which is 26.5% less compared to the previous year (residents' investments abroad of 22.5% and 
withdrawal of funds from non-residents invested in our country, of 75.5%). 
 
Chart 4 – Foreign trade in 2015 (in EUR mil.) 
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3. CHANGES IN MARKET SHARE IN THE BANKING SECTOR 
 

 
 

4. BANK'S ID 

 
LOVĆEN BANK AD PODGORICA 
 
 
Lovćen Bank AD was created by changing the registered activity and the name of the micro finance 
institution (MFI) Kontakt into the bank which began operations on 25 August 2014. MFI Kontakt operated 
on the Montenegrin market since 25 March 2011. 
 
Lovćen Bank AD was founded by local business people and academics, together with the German state 
fund DEG (KfW Group), one of the largest European development institutions. 
 
Similarly to other banks in the Republic of Montenegro, Lovćen Bank is a universal bank. The activity of 
the Bank includes credit, depositary and guarantee operations and payment transactions with foreign 
countries, custody services, safekeeping services, issuing, processing and recording of payment 
instruments. 
 
 
 
 
 

Crnogorska 

Komercijalna 

Banka 16,83 16,85 18,12 19,17 34,46 34,06 42,19 19,45 -51,13 -50,5 -57,05 -1,44

NLB 

Montenegrobanka 13,99 13,86 14,63 15,04 14,25 13,83 16,45 10,58 -1,82 0,22 -12,16 42,16

Societe Genarala 

Banka 11,82 9,31 12,05 7,35 6,75 6,28 4,39 7,85 75,11 48,25 174,49 -6,37

Erste Banka 10,62 10,94 10,38 11,07 5,14 4,33 4,65 7,85 106,61 152,66 123,23 41,02

Prva Banka 9,27 8,2 10,19 6,96 14,31 15,71 18,34 13,65 -35,22 -47,8 -44,44 -49,01

Atlas Banka 7,59 8,16 7,37 6,49 4,8 3,97 6,18 9,56 58,13 105,54 19,26 -32,11
Hipo Alpe Adria 

Banka 6,71 7,51 5,04 8,11 14,65 16,87 3,32 10,24 -54,2 -55,48 46,39 -20,8

Komercijalna 

Banka AD Budva 3,17 2,98 2,91 5,81 2,34 2,2 1,84 6,83 35,47 35,45 58,15 -14,93

Universal Capital 

Banka 2,48 2,89 2,37 1,85 0,4 0,18 0,26 2,39 520 1505,56 811,54 -22,59

Invest Banka 

Montenegro 1,39 1,28 0,88 3,24 0,64 0,36 0,2 5,12 117,19 255,56 340 -36,72

Zapad Banka 1,53 1,63 1,75 1,19

Zirat Banka 0,38 0,31 0,03 1,92

Total 100 100 100 100 100 100 100 100 100 100 100 100

Small Banks

Lovćen Banka 1,68 2,02 1,54 1,25

Medium Banks

Loans Deposits Capital

450 539,09 479,09 62,812,28 2,2 2,2 6,48

Assets Loans Deposits Capital

Market share % (december 2008) Changes % (2015/2008)

Assets

Hipotekarna Banka 12,54 14,06 12,74 10,55

Large banks 

Market share % (december 2015)

Banka Assets Loans Deposits Capital



ANNUAL REPORT ON BUSINESS OPERATIONS FOR 2015 
 

10 
  

 
Table 2. Market share of the Bank as of 31/12/2015 
 

Position  Assets 
Loans and 
receivables 

Deposits 
from escrow 

acc. 
Capital 

Banking sector (in 000 EUR) 3,472,418  2,237,742  2,624,977  444,037  

Lovćen Bank AD (in 000 EUR) 58,294 44,788 40,725 5,849 

Share as of 31/12/2015  1.68% 2.00% 1.55% 1.32% 

Share as of 31/12/2014 0.64% 0.61% 0.45% 1.15% 

 
 
Chart 5 - Assets of the banking sector from 2009 to 2015 

 
 
In order to have as good as possible position in the banking market, the Bank paid attention to the quality 
of human resources, products and services offer and the selection and development of the information 
system. 
 
During 2015, the Bank successfully responded to all challenges characteristic of the new financial 
institution and ensured satisfactory customer base and depositor base, the level of balance potential, the 
level of loan portfolio, the dynamics of growth in the number of employees and good results in expansion 
of the network. 
 
Lovćen Bank AD Podgorica, is a bank with an adequate level of capital and potential of capital growth 
which provides the basis for a stable and safe operation, with the capacity to absorb potential risks from 
operating activities. The level of own funds as at 31 December 2015 was EUR 5,014 thousand and the 
Bank had new capital increase already at the end of 2015 and early 2016. 
 
The recapitalization of the Bank was successfully completed on 25 March 2016, which was confirmed by 
the Decision on determining the successfulness of the issue shares No. 02 / 12e-22 / 6-16 of 21 January 
2016 by which the Securities Commission  of Montenegro confirmed the successfulness of the issue and 
sale of shares in the total amount of EUR 1,000 thousand for cash (2,000 shares of individual, nominal 
value of EUR 500), which makes 100% of the first issue, and the Decision on the successfulness of the 
issue of shares No. 02 / 12e-4 / 8-16 of 25 March 2016, by which it confirmed the successfulness of the 
issue and sale of shares in the total amount of EUR 1,500 thousand for cash (3,000 shares of individual 
nominal value of EUR 500), which makes 100% of the second issue after the balance sheet date. 
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The seat of Lovćen Bank is in Podgorica, Bulevar Džordža Vašingtona, No. 56, 1st floor. 
 
As of 31/12/2015 the Bank consisted of the head office located in Podgorica and seven branches.  

4.1. Corporate governance 

 
a) Board of Directors of the Bank  

 
The Board of Directors is composed of experienced banking and economic experts, who had great 

successes in all activities and projects that they mainly implemented as leaders of important institutions in 
the country or abroad. The Board of Directors works in accordance with the Banking Law, the Bank's 
Articles of Association and Rules of Procedure of the Board of Directors. 

 
Table 3.- Board of Directors of the Bank, January 2015 
 

Position Name and surname Date of birth 

Data on 

residence 

Place 

1. Chairman Dr Zeisler Andreas 13.1.1959 Germany 

2. Member 
Farfan Becerra  Norah 

Licet 
11.4.1961 Germany 

3. Member Radović Blagota 25.9.1958 Montenegro 

4. Member Kovačević Mirjana 22.9.1955 Serbia 

5. Member Dr Klaus Glaubitt 16.9.1944 Germany 

6. Member Mr Ernst Welteke 21.8.1942 Germany 

7. Member – Chief Executive 

Officer 
Popović Aleksandra 1.12.1966 Montenegro  

 

The Board of Directors of seven members, began work in January 2015. During 2015, the Board of 
Directors carried out all of its activities and duties in accordance with the Articles of Association, the Rules 
of Procedure and applicable regulations. 

The Board of Directors duties are to: 

1) establish and maintain the risk management system for the risks to which the bank is exposed in 
its operations; 

2) determine the Bank’s objectives and strategies and ensure their implementation; 

3) determine risk management policies and procedures for all the risks to which the bank is exposed 
in its operations; 

4) define the Bank’s annual plan, including financial plan as well; 

5) adopt the Bank’s annual financial statements together with external auditor’s report and reports on 
the bank’s operations during the year; 

6) approve transactions that may significantly affect the structure of the bank’s balance sheet and 
risks taken in its operations, in accordance with the risk management policies and procedures; 

7) periodically consider and evaluate exemptions from the established policies and procedures; 

8) adopt the internal audit annual plan and internal audit reports; 

9) establish bases for the functioning of internal control systems adequate for the size of the Bank, 
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complexity of operations and the level of assumed risk; 

10) review the Central Bank’s examination reports; 

11) elect executive directors and other persons responsible for managing operations in individual 
areas of Bank’s business and determine  their salaries; 

12) elect the Bank’s external auditor; 

13) appoint members of the audit committee; 

14) review annual report of the audit committee; 

15) prepare proposals of decisions to be approved by the General Meeting and take care of their 
implementation; 

16) enact the Bank’s general documents, except those enacted by the General Meeting; 

17) enact ethical code of conduct for employees of the Bank; 

18) approve the introduction of new products and services in the Bank’s operations; 

19) convene General Meetings of Shareholders; 

20) perform other duties as specified in the law and the Bank’s AoA. 

 
Based on the recommendations of the Frankfurt School, the Board of Directors, at its first regular meeting 
with new members held on 21 January 2015 adopted the Annual work schedule, in which the schedule of 
holding regular meetings of the Board of Directors for 2015 was determined. At the same meeting, the 
mandatory agenda items were determined which included review, analysis and approval of: 

 

1. Minutes of the previous meetings of the Board of Directors, 

2. Report on financial performance and execution of the plan for the previous month, 

3. Report on risk management for the previous month, 

4. Report on commercial activities (loans, guarantees and letters of credit) for the previous month 
and 
5. Current issues 
 
 

Other items on the agenda were determined in accordance with the needs of the Bank, and they were 
related to the adoption of documents regulating the Bank's business, management of all types of risk in 
the Bank, review of the reports of independent functions within the Bank (internal audit, compliance and 
anti-money laundering), as well as analyses of reports on the work of the Executive Directors, Audit 
Committee, ALCO Committee and the Credit Risk Management Committee. During 2015, the Board of 
Directors reviewed and adopted more than 50 documents - strategies, policies, procedures and 
rulebooks. The Board of Directors also adopted Compliance Charter, Manual on conflict of interest with 
elements of insider operations, the Code of Ethics and Corporate Governance Guidelines. Based on the 
recommendations of experts of the Frankfurt School, the Board of Directors also, in September and 
October 2015, reviewed and adopted amendments to the Rulebook on internal organization and 
Rulebook on jobs systematization with job descriptions, as well as the Rulebook on Archive and Office 
Operations. 

In 2015, the Board of Directors reviewed and adopted the Report of the independent external auditor for 
2014 and Report of Examination of the Central Bank of Montenegro. 

In accordance with its obligations, during the 2015, the Board of Directors convened Annual General 
Meeting of Shareholders and 3 extraordinary sessions of the General Shareholders Meeting, at which, 
upon the proposal of the Board of Directors, the decisions were adopted on the increase of the Bank's 
capital in the amount of EUR 2,500,000 in February 2015 (the increase was registered with the 
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competent authorities in March 2015), and 2,500,000 in December 2015 (in accordance with the 
decisions of the GSM, the capital was paid and registered in the first quarter of 2016). 

During 2015, the Board of Directors held 12 regular meetings in the Bank's Head Office in Podgorica, and 
in Cetinje, and meetings lasted an average from 9 a.m. to 2 p.m. The 10th regular meeting of the Board of 
Directors, at which the final draft of the Strategic Business Plan for the period 2016-2018 was agreed 
upon, was held on 19 and 20 October. The Strategic Business Plan of the Bank for the next three years 
was adopted at the December meeting of the Board of Directors of the Bank. 

The Board of Directors held 16 electronic, extraordinary meetings in 2015. The electronic meetings of the 
Board of Directors were convened mainly upon the proposal of the Credit Risk Management Committee 
for the purpose of approving business transactions that are in the competence of the Board of Directors. 
In accordance with the above, on the regular and extraordinary meetings in 2015, the Board of Directors 
approved the execution of business transactions with legal entities and individuals in the total amount of 
EUR 10,006,147.77 (9,286,147.77 was approved to legal entities and EUR 720,000.00 to physical 
persons). 

In addition to the decisions, the Board of Directors adopted a series of conclusions and 
recommendations, whose implementation is regularly discussed under Current issues. 

In accordance with the Business Plan, in 2015, the Board of Directors adopted the decision on 
establishment and determination of the scope of work for the branches of Lovćen Bank in Cetinje, Bar, 
Kotor, Herceg Novi, Nikšić and Budva. In addition, the Board of Directors adopted  decisions on the 
appointment of persons with special authorizations and responsibilities: Executive director for risk 
management, Deputy authorized person for prevention of money laundering and terrorist financing, 
internal auditor, as well as members of the Audit Committee,  members of the ALCO Committee and 
Credit Risk Management Committee.  

 

b) Executive Directors of the Bank 
 

The Executive Management of the Bank is composed of banking and economic experts whose expertise 
inspire confidence in the effectiveness of the performance of executive positions they hold.  
 

 
Table 4.- Executive Directors of the Bank 
 

NAME AND SURNAME POSITION holding position since 

Aleksandra Popović Chief Executive Officer 25.08.2014. 

Dr. Goran Knežević 
Executive Director for risk 
management 

22.02.2015. 

Dr. Vinko Nikić 
Executive Director for 
commercial business 

25.08.2014. 

 
 

c) Members of ALCO Committee 
 
Table 5.- Members of ALCO Committee 

NAME AND SURNAME FUNCTION/POSITION 

Dr Goran Knežević Chairman  

Aleksandra Popović Member 

Dr Vinko Nikić Member 

Enesa Bekteši Member 

Nenad Radulović  Member 
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Draško Trninić Member 

Daniela Golubović Member 

 
 
 

d) Members of the Audit Committee 
 
 
Table 6.- Members of Audit Committee 
 

NAME AND SURNAME FUNCTION/POSITION 

Prof. Dr. Milenko Popović Chairman  

Nikola Kaluđerović Member 

Svetlana Knežević Member 

 
 
 

4.2. Employee qualification structure 

 
During 2015 the Bank doubled the number of employees compared to the end of 2014. As of 31.12.2015. 
the Bank had 79 employees (31.12.2014. - 38 employees), with the following qualifications: 
 
• PhD degree - 2 employees or 2.53% 
• Master's degree - 9 employees or 11.39% 
• University degree - 53 employees or 67.09%, and 
• High school education - 15 employees or 18.99% 
 
Chart 7. – Employee structure 
 
 

 
 
 
 
 

PhD degree 
2.53% Master's degree 
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University education 
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Employee qualification structure 
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4.3. Organization of work in the Bank 
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5. BUSINESS OPERATIONS IN 2015 

 
Table 8.- Business indicators 2015                                                                  (in 000 EUR) 

DESCRIPTION 2015 2014 

1 3 2 

BALANCE SHEET ASSETS 58,294 20,111 

GROSS LOANS  45,112 11,394 

 Retail loans 16,809 4,019 

 Corporate loans 28,303 7,375 

CUSTOMERS’ DEPOSITS 40,309 10,523 

Retail deposits 25,582 6,840 

Corporate deposits 14,727 3,683 

      

LOSS FROM OPERATIONS AFTER TAXES (1,760) (600) 

PROFITABILITY PARAMETERS IN %     

  ROA -  gain / balance assets % (4.64) (2.98) 

  ROE – gain /total capital % (29.42) (11.74) 

NET INTEREST INCOME 1,474 365 

NET FEE AND COMMISSION INCOME  249 77 

      

NUMBER OF EMPLOYEES  79 38 

Assets per employee in 000  EUR 738 529 

OPERATING EXPENSES 3,455 1,033 

INDICATORS     

SOLVENCY RATIO  % 14.01 34.3 

LIQUIDITY RATIO  % 2.73 6.98 

CASH FLOW IN 000 EUR 10,832 7,635 

Interest income / interest bearing assets % 5.18 4.16 

Net interest income / interest bearing assets % 3.14 3.08 

Net interest and fee income / interest bearing assets 
% 

3.67 3.73 

Interest expense / interest bearing liabilities % 1.85 0.91 

Operating expenses / total expenses % 71.17 83.71 

Operating expenses / liabilities % 5.93 5.14 

Liquid assets / deposits % 26.87 72.56 

Liquid assets / total assets % 16.65 37.96 

Liquid assets / short-term liabilities % 36.33 158.54 
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6. REGULATORY REQUIREMENTS IN 2015 

 
Table 9.- Prescribed business indicators as of 31/12/2015 
 

No. DESCRIPTION LIMIT 31/12/2015 

1 2 3 4 

1 Solvency ratio min. 10 % 14.01% 

2 Bank's investments in fixed assets max.  50%  33% 

3 Exposure to bank-related entities  max. 25%  22% 

4 Large exposures max. 800% 147% 

5 Total capital in 000 EUR min. 5 mil 5,849 

6 Net assets in 000 EUR min. 5 mil 5,014 

7 
Total risk-weighted assets and other risks  000 
EUR 

  34,693 

7.1. Bank's assets weighted for credit risk   34,573 

7.2. Required capital for market risks   38 

7.3. Capital required for operational risk   83 

7.4. Capital required for country risk   2 

7.5. Required capital for other risks   0 

7.6. Total open foreign exchange position   339 

 
The external auditor Deloitte doo Podgorica performed an audit of financial statements for 2015 and 
achieved business indicators and in accordance with the audit findings, the Bank was not in breach of 
regulatory requirements.  
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7. BALANCE SHEET FOR 2015 

7.1. Bank’s assets as of 31 December 2015 

 
Table 10. – Bank's assets as of 31 December 2015                                                                (in 000 EUR) 

BANK’S ASSETS 
31 December 

2015 
31 December 

2014 
Index 

1    2  3  4=2/3 

ASSETS       

Cash and deposit accounts with Central Banks 
9,922  4,835  205  

Loans and receivables from banks 910  2,800    

Loans and receivables from customers 44,880  11,313  397  

Investment securities held to maturity 750  0  0  

Property, plant and equipment 1,172  827  142  

Intangible assets 496  267  186  

Other financial receivables 102  9  1,133  

Other operating receivables 62  60    

        

TOTAL ASSETS 58,294  20,111  286  

 
 
Balance sheet assets in 2015 were almost 3 times higher than in the previous year. 
 
Loans to customers increased from EUR 11,313 thousand to EUR 44,880 thousand, which is almost 4 
times higher level than the level at the end of the previous year. Realized loan portfolio makes 77% of 
total assets of the Bank (2014: 56%). 
  
In addition to loans to customers, significant share in assets is related to financial assets and deposit 
accounts with depository institutions in the percentage of 19% of balance sheet assets (2014: 38%). 
 

7.2. Loans approved to customers as of 31 December 2015 

 
  Table11 - Gross loans to customers as of 31 December 2015                      

             (in 000 EUR) 

No. DESCRIPTION 31.12.2015 31.12.2014 
Index 

(3 : 4)*100 

1 2 3 4 5 

I LOANS TO CUSTOMERS  44,880 11,393         394      

1 Corporate 28,168 7,375         382      

2 Retail 16,712 4,018         416      
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Chart 7.- Loans to clients - 2015        

 
Total loans to Bank's customers as at 31 December 2015 amounted to EUR 44,880 thousand (2014: 
EUR 11,394 thousand), and they increased compared to the previous year by EUR 33,487 thousand, i.e. 
almost 4 times. 
 
Lending to citizens compared to the previous year increased by EUR 12,694 thousand, which represents 
4 times higher portfolio level, and at the end of 2015 loans to citizens amounted to EUR 16,712 thousand 
in total. 
 
At the end of 2015 these loans amounted to EUR 28,168 thousand, which compared to the previous year, 
represents an increase of EUR 20,793 thousand or nearly 4 times higher portfolio level. 
 
Table 10 - Overview of Bank's placements from 31/12/2014 – 31/12/2015 

                                                         (in 000 
EUR) 

Types of placements  
2015 

% of 
share 

2014 
% of 

share 
Difference Index 

1 2 3 4 5 6 7=2/4*100 

Balance Sheet items              

Loans and receivables from banks 910 2% 2,800 20% -1,890          33      

Short-term loans 5,849 13% 2,247 16% 3,602        260      

Long-term loans 39,006 85% 9,039 64% 29,967        432      

Matured loans 257 1% 108 1% 149        238      

Interest and other receivables and 
prepaid/accrued expense 

-207 0% -78 -1% -129        265      

Total balance exposure to credit 
risk 

45,815 100% 14,116 100% 31,699        325      

Off-balance sheet items             

Financial guarantees 1,995 42% 812 63% 1,183        246      

Performance guarantees 1,461 31% 265 21% 1,196        551      

Undrawn credit lines 1,305 27% 205 16% 1,100        637      

Total off-balance exposure to credit 
risk 

4,761 100% 1,282 100% 3,479        371      

 
[PERCENTA

GE] 

 
[PERCENTA

GE] 

Loan portfolio in 2015 

Corporate Retail
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Total exposure to credit risk 50,576   15,395            329      

 
The growth of short-term loans is significantly lower than the growth of the total portfolio. The level of 
short-term loans in the reporting period increased by EUR 3,602 thousand or 160%. 
Long-term loans in the reporting year recorded a significant increase of EUR 29,967 thousand which is 
over 4 times higher than in 2014. 
 
Table 12 -   Overview of total exposure by borrowers       

                                                                                  (in 000 EUR) 

Type of placement  
2015 

% of 
share 

2014 
% of 

share 
Difference Index 

1 2 3 4 5 6 7=2/4*100 

Banks, non-residents 910 2% 2,800 20% -1,890              33      

State-owned business 
organizations 

1,611 4% 395 3% 
1,216            408      

Privately owned business 
organizations  

26,411 58% 6,927 49% 
19,484            381      

Entrepreneurs 146 0% 35 0% 111            417      

Non-governmental and other 
non-profit organizations, 
residents  

0 0% 18 0% 
-18                -        

Natural persons, residents 16,712 36% 4,018 28% 12,694            416      

Total exposure to credit 
risk 

45,790 100% 14,193 100% 31,597            323      

 
It is evident that in 2015 the exposure to all borrowers grew evenly. The growth of the portfolio of privately 
owned companies was particularly noticeable.  
 

1.1. Bank's liabilities as of 31/12/2015 
 
   Table 13 - Bank's liabilities                                                                                                       (in   000 
EUR) 

LIABILITIES 
31 December 

2015 
31 December 

2014 
Index 

1    2  3  4=2/3 

LIABILITIES       

Banks’ deposits 0  430    

Customers’ deposits 40,725  10,128    

Borrowed funds from other clients 11,557  3,989  932  

Provisions 2  2  100  

Deferred tax obligations 19  4  200  

Other obligations 142  449  1,321  

TOTAL LIABILITIES 52,445  15,002  3,219  

CAPITAL       

Share capital 8,200  5,700  310  

Retained earnings (591) 9    

Gain/(loss) in current year (1,760) (600) (6,667) 

TOTAL CAPITAL 5,849  5,109  276  

TOTAL CAPITL AND LIABILITIES 58,294 20,111 869 
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OFF-BALANCE SHEET RECORDS 352,991 161,137 1257 

 
In the structure of liabilities, total deposits from customers, including accrued and unpaid interest as of 31 
December 2015, accounted for 70% (2014: 53%) and amounted to EUR 40,725 thousand.  
 
Chart 8 - Structure of deposits 31/12/2015 

 
 
 
Chart 9 - Structure of deposits by sectors 31/12/2015 
 
 

 
 
Chart 10 - Maturity structure of deposits 31/12/2015 
 

 

 [VALUE] 
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Structure of deposits 2015 

Demand deposits Term deposits
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 [VALUE] 

Structure of deposits by sectors 2015 

Corporate deposits Retail deposits

[VALUE] 

[VALUE] 

Maturity structure of deposits 2015 

Long-term deposits Short-term deposits

The structure of deposits by sectors 
at the end of 2015, showed that retail 
deposits made 63.5% of total deposit 
base, or EUR 25,862 thousand. 
 
Corporate deposits made 36.5% of 
total Bank's deposits, or EUR 14,863 
thousand.  

 

At the end of 2015, demand deposits 
amounted to EUR 11,987 thousand or 
29.4% of total deposits, while term 
deposits amounted to EUR 28,738 
thousand or 70.6% of Bank's deposits.  

 

Maturity structure of deposits at the 
end of 2015, showed that long-term 
deposits made 31.2% of total 
deposits, or EUR 28,000 thousand. 
 
Short-term deposits made 68.8% of 
total Bank's deposits, or EUR 12,724 
thousand.  

 



ANNUAL REPORT ON BUSINESS OPERATIONS FOR 2015 
 

22 
  

 
 

7.3. Changes in share capital in the period from 2014  to 2015 

 
Lovćen Bank AD was created when the micro-credit financial institution (MFI) Kontakt changed its 
registered activity and name into the bank that started operating on 25 August 2014. MFI Kontakt started 
operating on 25 March 2011 and the level of share capital at the end of 2013 was EUR 1,839 thousand. 
To give effect to the transformation and in order to observe the regulatory requirements, it was necessary 
to issue additional capital. After the Council of the Central Bank pursuant to Article 44, paragraph 2, item 
7 of the Law on the Central Bank ("Official Gazette of Montenegro" No. 40/10, 46/10 and 6/13) and Article 
23, paragraph 2 of the Banking Law ("Official Gazette of Montenegro "No.17/08, 44/10 and 40/11), at its 
session held on 28 May 2014, adopted the Resolution by which a banking license was issued to Lovćen 
Bank AD, additional capital in the amount of EUR 3,861 thousand was issued by which the total share 
capital of the Bank was brought to the level of EUR 5,700 thousand. 
 
A significant change in relation to the ownership structure of MFI Kontakt was related to a participation of 
the State Fund of the Federal Republic of Germany - DEG (KfW Group), one of the largest European 
development institutions, in the Bank's ownership, which at the end of 2015 amounted to 28.05% (2014: 
26,32%). In the first quarter of 2015, there was another capital issue in the amount of EUR 2.5 million.  
 
Table  14 – Changes in Bank's capital                                                  

Position Share capital 
Retained 
earnings 

TOTAL 

Balance, 01/01/2014 1,839  9  1,848  

Payment of share capital  3,861  0  3,861  

Loss of the current year 0  (600) (600) 

Balance as of 31/12/2014 5,700  (591) 5,109  

Payment of share capital  2,500  0  2,500  

Loss of the current year 0  (1,760) (1,760) 

Balance as of 31/12/2015 8,200 (2,351) 5,849 

 
 
Chart 11- Share capital 
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Share capital 
Capital adequacy as of 31/12/2015 
amounted to 14.01% (2014: 34.3%) 
which is above required minimum of 
10%. 
 
At the same time, in the first quarter of 
2016, new capital issue in the amount of  
EUR 2.5 million was completed.  
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7.4. Off-balance sheet records of the Bank 

 
Off-balance sheet records of the Bank as of 31 December 2015 consisted of potential liabilities of the 
Bank and the rest of off-balance sheet items related to the records of received collaterals for credit 
receivables and potential obligations of the Bank.   
 
Table 15 – Off-balance sheet records of the Bank             

            

In 000 EUR 31 Dec. 31 Dec. 

  2015 2014 

Potential liabilities of the Bank 4,761 1,282 

Irrevocable commitments to grant loans 1,305 205 

Issued guarantees 3,456 1,077 

-       Issued payment guarantees 1,995 812 

-       Issued performance guarantees 1,461 265 

Other off-balance sheet items not resulting in obligations 348,230 159,855 

Collaterals based on receivables 348,230 159,855 

Total 352,991 161,137 

 
 
Chart 12 - Potential obligations of the Bank 

  
 
 
 
In addition to off-balance sheet records, in accordance with the Decision of the Central Bank of 
Montenegro on Minimum Standards for Credit Risk Management in Banks ("Official Gazette of 
Montenegro", No. 22/12, 55/12 and 57/2013) the receivables from the balance sheet are transferred to 
the internal records if the bank, in the process of collection of receivables, assesses that the value of 
receivables measured at amortized value will not be compensated for and the conditions for de-

[VALUE] 

[VALUE] 

[VALUE] 

Potential obligations as of December 2015 

Approved unused loans

Issued payment guarantees

Issued performance
guarantees

 Potential obligations of the 
Bank at the end of 2015 
amounted to EUR 4,761 
thousand and consisted of the 
following obligations: 
- Approved unused loans 

of EUR 1,305 thousand 
or 27%; 

-  Issued payment 
guarantees in the amount 
of EUR 1,995 thousand 
or 42% and 

- Issued performance 
guarantees in the amount 
of EUR 1,461 thousand 
or 31% of potential 
obligations of the Bank. 
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recognition of financial assets have been met, which includes the following cases: 
 

 
1) for unsecured claims: 
- when the  bankruptcy proceedings have been opened against the debtor and lasted more than one 
year, or 
- If the borrower is late with payments more than two years; 
2) for secured claims, when the borrower is late with payments more than four years, or if the bank 
during this period did not receive any payment from the realization of collateral. 
 
In accordance with current regulations, as of 31 December 2015, the Bank did not have any receivables 
that were derecognized from the balance sheet records. 
 
 
 

8. BALANCE SHEET FOR 2015 

 
Table 16 -  Income Statement 

In 000 EUR:  2015 2014 Index 

Interest income 2,431 493 1,938 

Interest expenses -957 -128 -829 

NET INTEREST INCOME 1,474 365 1,109 

        

Impairment costs -19 0 -19 

        

Fee and commission income 673 150 523 

Fee and commission expenses -424 -73 -351 

NET FEE INCOME 249 77 172 

        

Net gains from foreign exchange differences 5 4 1 

Employees’ expenses -2,075 -658 -1,417 

General and administrative expenses -1,121 -297 -824 

Depreciation costs -255 -46 -209 

        

Other expenses -4 -32 28 

Other income 0 0 0 

        

OPERATING PROFIT -1,746 -587 -1,159 

        

Income tax  -14 -13 -1 

        

NET PROFIT -1,760 -600 -1,160 
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8.1. Interest income and expenses 

                                                                                                   Chart 13: Interest income and 
expenses 
Table 17 -  Interest income and expenses in 000 EUR                                                                                                                                                                      

Interest income and 
expenses 

2015 2014 Index 

Interest income       

Loans       

- business organizations 1,381 190 727 

- entrepreneurs 6 2 300 

- individuals 1,046 301 348 

  2,433 493 494 

Interest on securities 
held to maturity 

1 0   

        

Impairment losses on 
interest receivables 

(3) 0   

Total interest income 2,431 493 493 

Interest expenses       

Deposits:        

- business organizations 131 16   

- individuals 477 30   

  608 46   

Loans and other 
borrowings 

349  82  426 

Total interest expenses 957 128 748 

Net interest income 1,474    365    404    

 
Chart 14: Interest income by borrowers 
 

 
 
 
 
 

[VALUE
] 
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] 
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Interest income by borrowers 
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Interest income is dominated by 
interest income from corporate sector, 
however the share of income interest 
from retail is still  high because high 
level of average interest rate was kept 
for retail portfolio. This change was 
expected because of the changed 
structure of the Bank's portfolio.   
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8.2 Fee income and expenses 

 

                                                                                                         Chart 15: Fee income and 
expenses     
Table 18 -  Fee income and expenses                000 EUR                                                                                                                                                     

Fee income and expenses 2015 2014 Index 

Fee income       

Loan fees 231 82 282 

Fees for off-balance sheet 
transactions 

47 15 313 

Fees for payment operations 
services and e-banking 

197 29 679 

Fees for international 
payments services 

120 14 857 

Fee for card business 35 0   

Fees for inquiries into the 
Credit Bureau 

14 6 233 

Other fees and commissions 29 4 725 

Total fee income 673 150 449 

Fee expenses       

Fees to the Central Bank 92 24 383 

Fees for international 
payment operations 

49 19 258 

Fees based on deposit 
protection premium 

115 19 605 

Fees for e-banking 36 6 600 

Fees for card business 112 0   

Fees for credit lines 17 2 850 

Other fees 3 3 100 

Total fee expenses 424 73 581 

Net fee income 249 77 323    

 
 
 
Table 19 -  Fee income and expenses by sectors in 000 EUR             

INCOME STATEMENT PARAMETERS  2015 2014 Index 

Fee income corporate          491              106      463 

Fee income - retail          182                45      409 

Total interest income           673              150               447      

Fee expenses - corporate          228                57      401 

Fee expenses  - retail          179                15      1,199 

Fee expenses - borrowings            17                  2      837 

Total fee expenses           424                73               577      
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Chart 16: Structure of fee income by sectors     
   

 
 

8.2. Operating expenses 

 
Table 20 -  Operating expenses in 000 EUR             

Operating expenses 2015 2014 Index 

1 2 3 4=2/3*100 

Employee expenses       

Net salaries 1,059 306 346 

Taxes, surtaxes and contributions 818 253 323 

Other net compensations for employees 39 22 177 

Service contracts (gross) 20 39 51 

The remuneration for  the Board of Directors (gross) 106 33 321 

Traveling and per diem expenses 24 3 800 

Staff training 9 2 450 

Total employee expenses 2,075 658 315 

Other administrative expenses       

Rental costs 326 56 582 

External control expenses 147 72 204 

Security expenses 124 16 775 

Advertising and marketing 115 32 359 

Licenses and maintenance costs 94 14 671 

Consulting services 88 40 220 

Other professional fees 41 12 342 

Cost of electricity, fuel and utilities 30 6 500 

Office supplies 27 11 245 

Fee income structure by sectors 

Corporate Retail

 

Chart 17: Structure of fee expenses by sectors      
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Communication network expenses 21 2 1,050 

Computer and equipment maintenance 17 6 283 

Telephone 16 10 160 

Membership fee for Bankers Association  16 4 400 

Insurance 10 1 1,000 

Plastic and card personalization expenses 10 0   

Representation costs 6 2 300 

Cleaning 6 1 600 

Various expenses 26 12 217 

Total other administrative expenses 1,120 297 377 

Depreciation costs 255 46 554 

Other expenses 4 32 13 

Total operating expenses 3,454 1,033 334 

 
Operating and other expenses in 2015 amounted to EUR 1,033 thousand and compared to previous year 
they increased by more than 2 times. Other administrative expenses, excluding the cost of consultancy 
services of the Frankfurt School that were not included in the plan for 2014, are on the planned level. 
Employee salary expenses were 5% above the planned level. 
 

9. RISK MANAGEMENT 

The Bank has developed a risk management system that includes identification, measurement, 
monitoring, control and reporting on all types of risks to which the Bank is or may be exposed in its 
operations. 
The Bank continuously, on a daily basis, manages all risks to which it is exposed in its operations. In this 
regard, taking into account the size of the Bank, the complexity of products and services in its operations 
and risk aversion, the Bank has developed an adequate risk management system. The Bank plans to 
develop this system further by incorporating the concept of strengthening the relationship with the risk 
management and internal capital adequacy assessment (ICAAP) to enhance the connection between the 
Bank's risk profile, risk management and the Bank's capital in line with the development and changes that 
the Bank is experiencing. 
 
In order to establish and continuously develop an adequate system of risk management, in the course of 
2015, the Bank directed its activities towards: 
  

 ensuring human resources for risk management; 

 adoption of internal documents regulating risk management system of which the most important 
are: 
• Risk Management Strategy; 
• Capital Management Strategy, 
• Strategy for dealing with non-performing loans of Lovćen Bank; 
• Credit Risk Management Policy, 
• Liquidity Risk Management Policy, 
• Interest Rate Risk Management Policy; 
• Currency Risk Management Policy; 
• Operational Risk Management Policy; 
• Country Risk Management Policy, 
• Environmental Risk Management Policy, 
• Credit Risk Management Procedure; 
• Procedures on Bank's operations with related parties; 
• Liquidity Risk Management Procedure; 
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• Operational Risk Management Procedure; 
• Interest Rate Risk Management Policy; 
• Data Disclosure Policy; 
• Currency Risk Management Policy; 
• Operational objectives for dealing with non-performing loans of Lovćen Bank; 
• Numerous guidelines and methodologies by which the policies and procedures are worked out 
to the level of operational details and instructions. 

• clear segregation of duties and responsibilities for risk management in relation to risk-taking; 
• improving the existing and setting up of new internal and external reporting regarding risk management; 
• developing a system of limiting (controlling) the risks which it takes in its operations, stricter than the 
legally set minimum requirements; 
• developing a multi-methodological approach for measuring risks assumed in its operations and 
mitigation techniques to the level that is acceptable and that provides the best balance between efficiency 
and safety. 
 
 
The Bank manages the following key risks to which it is exposed to in its operations: 

 Credit risk; 

 Market risks: currency, interest rate, price and credit risks from trading activities; 

 Operating risk; 

 Liquidity risk; 

 Interest rate risk not originating from the banking book ; 

 Country risk; 

 Compliance risk; 

 Reputational risk, 

 Other risks that are materially significant for Bank’s operation. 
 
 For the presentation of risk to return ratio in the Bank as a whole, a special risk rating model was 
developed in 2015 developed and Board of Directors is informed monthly about its changes. 
 
Credit risk 
Credit risk is the probability of incurring losses in the Bank's operations due to the debtor's failure to fulfill 
obligations to the Bank. Credit risk can occur in activities that are not only related to lending, such as 
commercial activities or agency activities unless it is absolutely clear that there is no risk for the Bank of 
failure of meeting contractual obligations in relation to which the Bank invested cash and other assets. 
Credit risk identification should recognize all those situations in which the Bank enters into a relationship 
with the client, from which it can incur loss if the customer fails to meet its contractual obligations on time. 
The Bank manages credit risk at the level of individual placements and at the portfolio level, in 
accordance with legal regulations for credit risk management. 
The process of credit risk measurement is based on two parallel approaches. 
Internal approach - measuring (or estimate of) the risk level of individual placement based on an 
analysis of solvency or by application of internal rating system (IRS). Internal approach to credit risk 
measurement is realized by applying an analysis of solvency and credit worthiness of borrowers and / or 
application of the developed internal rating system (IRS). 
Internal rating in the Bank is fully adapted to the regulations of the Central Bank of Montenegro and it 
reflects a relatively high degree of credit risk aversion of the Bank. 
Regulatory approach - classification of claims of the debtor, which is defined in detail in the Methodology 
for classification of placements and the application of IAS and IFRS. 
 
Credit rating category "A" is given to customers with good credit capacity and who are not expected to 
have problems in repayment of obligations. Credit rating category "B" indicates a somewhat weaker 
financial position of the client, which is temporary and does not indicate a problem in repayment of 
obligations. Credit rating category "C" indicates insufficient level of capital and  high degree of 
indebtedness of the client and that the client does not have sufficient inflow of cash flow to meet its 
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obligations, so it is late with repayment. The categories "D" and "E" refer to customers with obvious 
financial difficulties, i.e. clients who are in the process of enforced settlement, bankruptcy or liquidation. 
 
 
 
 
Table 21 - Rating structure of the portfolio 
 

 
 
 
Chart 18: Rating structure of the portfolio  

 
 
The Bank defines due uncollected receivables as all receivables that are late minimum 1 day in relation to 
the contractually defined maturity dates.  
 
Table 22 - Overview of total due receivables  

 
*gross exposure includes principal amount and interest receivables 
 
The level of matured claims as of 31/12/2015 was extremely low which reflects the fact that the portfolio 
is of good quality, as well as that the Bank is very prudent when approving new placements. 
 
Table 23 - Overview of non-performing loans (NPLs)  

Rating 31.12.2015 30.9.2015 30.6.2015 31.3.2015 31.12.2014

A 70,99% 71,1% 66,2% 62,8% 68,4%

B 28,90% 28,8% 33,8% 37,2% 31,5%

C 0,09% 0,04% 0,03% 0,05% 0,06%

D 0% 0% 0,02%

E 0,02% 0,02% 0%

0.00%
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40.00%

60.00%

80.00%

12/31/2015 9/30/2015 6/30/2015 3/31/2015 12/31/2014

70.99% 71.1% 66.2% 62.8% 
68.4% 

28.90% 28.8% 
33.8% 37.2% 

31.5% 

0.09% 0.04% 0.03% 0.05% 0.06% 0.02% 0.02% 0% 

Rating structure of the portfolio  

A B C D E

in 000 Eur

Gros 

loans Due debt %

Gros 

loans Due debt %

Gros 

loans Due debt %

Gros 

loans Due debt %

Gros 

loans Due debt %

Corporate 28.361 245 72,50% 20.561 325 1,58% 17.884 355 1,99% 10.399 255 2,45% 7.380 73 0,99%

Retail 16.844 99 0,59% 12.003 98 0,82% 8.303 78 0,94% 5.635 43 0,76% 4.025 36 0,89%

Total 45.205 344 0,76% 32.564 423 1,30% 26.187 433 1,65% 16.034 298 1,86% 11.405 109 0,96%

Type of client

31.12.2015 30.9.2015 30.6.2015 31.3.2015 31.12.2014
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*gross exposure includes principal amount and interest receivables 
 
Chart 19: Value and share of NPLs 

 
 
Chart 20: NPLs and gross loans 

 
 
 
Table 24 – Trend of credit portfolio in 2015 year 

 
*gross exposure includes principal amount and interest receivables 
 
Chart 21: Trend of credit portfolio 
 

in 000 Eur

Gros 

loans NPL %

Gros 

loans NPL %

Gros 

loans NPL %

Gros 

loans NPL %

Gros 

loans NPL %

Corporate 28.361 35 0,12% 20.561 3 0,01% 17.884 4 0,02% 10.399 0 0,00% 7.380 0 0,00%

Retail 16.844 21 0,12% 12.003 18 0,15% 8.303 9 0,11% 5.635 8 0,14% 4.025 7 0,17%

Total 45.205 56 0,12% 32.564 21 0,06% 26.187 13 0,05% 16.034 8 0,05% 11.405 7 0,06%

31.12.201431.3.201530.6.201530.9.201531.12.2015

Type of client

in 000 Eur

Type of client 31.12.2015 % 30.9.2015 % 30.6.2015 % 31.3.2015 % 31.12.2014 %

Corporate 28.361 62,7% 20.561 63,1% 17.884 68,3% 10.399 64,9% 7.380 64,7%

Retail 16.844 37,3% 12.003 36,9% 8.303 31,7% 5.635 35,1% 4.025 35,3%

Total 45.205 100% 32.564 100% 26.187 100% 16.034 100% 11.405 100%
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The loan portfolio compared to the previous year increased by EUR 33.8 million, of which EUR 20.9 
million is related to corporate segment and 12.8 million to retail. The total share of non-performing loans 
at the end of 2015 amounted to 0.12%, representing an increase of 0.06 percentage points compared to 
the previous year. 
 
Market risks 
 
By efficient management of market risk, the Bank seeks to minimize the negative effects and eliminate 
losses of financial instruments, recorded in balance sheet and off-balance sheet caused by changes in 
interest rates, exchange rates, prices, indices and / or other market factors impacting the value of 
financial instruments, as well as losses associated with the turnover of financial instruments on the 
market, such as: counterparty risk, issuer and placement risks. Market risk management in earlier phases 
of development included, in addition to defined methodology, the reporting process as well, while the next 
phase will include the dynamic and quantitative risk measurements and stress test analysis. 
 
The Bank did not include the trading book in its plan, and thus market risk management is simplified and 
includes only management of foreign exchange and price risk. In relation to that, documents were created 
by which measuring and managing of these risks is further improved and at the same time a basis was 
provided for stress testing that measures the effect on equity. 
 
Due to not so significant volume of operations in foreign currencies, exposure to currency risk is very low. 
Naturally, the exposure to currency risk is monitored and managed on daily basis (daily reporting and 
closing of positions) through the maintenance of FX positions within internally prescribed limits. 
 
At the same time, the system of currency risk management is based on two parallel approaches: 
• foreign exchange risk management  in accordance with regulatory requirements (regulatory approach); 
• foreign exchange risk management based on internal methodologies (internal approach). 
 
In accordance with the division of foreign exchange risk management to management in accordance with 
regulatory and internal approach, the limit system includes regulatory limits and internally defined limits 
prescribed by internal documents of the Bank. In addition, the Bank operated in accordance with the 
established system of limits. 
 
Defined internal limits take into account the currency aspect of GAPs of foreign exchange risk and define 
the structure of limits by all major currencies such as EUR, USD and CHF and for other currencies 
aggregately.                                                   
                                                     
Operational risk 
 
 Operational risk management in the Bank is regulated by Operational risk management policy, 
Methodology for classification of operational risk events and classification of business activities and 
Procedures for operational risk management, in which the method of identification, evaluation and 



ANNUAL REPORT ON BUSINESS OPERATIONS FOR 2015 
 

33 
  

mitigation is precisely defined, i.e. monitoring, management and giving proposals for measures aimed at 
elimination of exposure and consequences from exposure to operational risks. 
 
 In 2015, the Bank worked on establishing the system for the operational risk management. The 
measurement or assessment of operational risk is done through quantitative and/or qualitative 
assessment of identified operational risk. The Bank performs identification of operational risks, whereby 
the operational risks are classified according to their priority by measuring the potential financial impact 
and frequency of events that may cause losses. 
 
In order to efficiently manage the operational risk, the Bank has created an internal model, and by using 
this model, organizational units are obliged to submit reports on adverse events that occurred and 
identified operational risks for the reporting period. 
 
In the process of identifying sources of operational risk, the Bank especially identifies the risks arising 
from: 

 
o inadequate information and other systems in the Bank; 
o disruptions in operations and system failure (for example: failures related to information 

technology, telecommunication problems, interruptions in work, etc.); 
o impossibility of adequate integration or sustainability of information and other systems in 

the event of changes in the status of the Bank; 
o unlawful and inadequate acting of employees in  the Bank, such as the attempts of fraud, 

money laundering, unauthorized access to clients' accounts, misuse of confidential 
information, giving false or erroneous information on the standing of the Bank, 
inefficiency in performance, errors in entering of data, failure to comply with good 
business practices in work, etc.; 

o engagement of persons outside the Bank to perform activities for the Bank; 
o acts or failures to act which may cause the judicial and other proceedings against the 

Bank (legal risk); 
o external illegal acts such as theft, unauthorized transfer of funds, unauthorized entry into 

the database, unlawful obtaining of Bank's documents, etc.; 
o events that cannot be predicted, such as natural and other disasters, terrorism, etc. 

 
 
Recording of events involves the systematic collection and analysis of data on operational risks in the 
Bank's operation that led to the losses. 
 
 Pursuant to the plan of improving operational risk management system in the coming period the Bank 
will: 
• work on improving the model for identification of operational risks and collection of data on adverse 
events that occurred as a result of operational risk; 
• continue with the training of employees in order to ensure more efficient operational risk management in 
the Bank.  
In accordance with the internal documents, the Bank classifies the identified events that are sources of 
operational risk into categories and lines of business, which is the basis for the application of the 
standardized approach to operational risk monitoring. 
 
Liquidity risk 
 
Liquidity risk management in the Bank is regulated by Liquidity Risk Management Policy and Liquidity 
Risk Management Procedures. 
In 2015, the Bank continued to strengthen liquidity which is reflected in the growth of deposit potential in 
comparison to the previous year by approximately EUR 30 million. During 2015 the actual balance of 
liquidity reserves was at a high level. 
 
Pursuant to the plan of improving liquidity risk management system, the Bank: 
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• Implemented the system of daily and monthly liquidity risk management 
• Developed internal documents and defined the methodology for monitoring the stability of “a vista” 
deposits. 
 
The Bank has developed several methodologies and back tests for measuring core deposit potential for 
the purpose of liquidity risk management. Liquidity risk management in the reporting period is based on 
very conservative maintenance of the level of liquid assets in average amounts, on a daily basis, 
significantly above regulatory requirements. In order to provide additional sources of liquidity necessary to 
maintain intensive credit activity and ensure settlement of credit obligations, the Bank established 
communication with potential creditors and implemented new credit lines. The interest of creditors for 
providing additional sources of financing in relation to the intense dynamics of collecting deposits and 
capital strengthening is becoming more pronounced with increasingly favorable lending conditions. 
 
The Bank has developed an internal Scoring model for monitoring liquidity risk, which represents the 
measurement techniques used in the process of Bank’s liquidity management. Application of the model is 
reflected in the identification of significant changes in liquidity indicators, measurement and evaluation. 
The model is based on the calculation of the indicators and determination of their importance, all in order 
to have an insight in the bank's liquidity in the observed period. 
 
In the forthcoming period, the Bank will further work on improving stress scenarios, testing of liquidity plan 
in crisis, and liquidity risk management in the context of the ICAAP. 
 
The Bank performs measurement or assessment of current and future exposure to liquidity risk. 
Measurement or assessment of liquidity risk is carried out using the regulatory and internally defined 
methods and models: 
• GAP analysis 
• Ratio analysis 
• Scoring model for liquidity risk 
• Stress test (sensitivity analysis and scenario analysis) 
 
The system of limits in the area of liquidity risk includes: 
• defined regulatory limits - primary limits 
• internally defined limits. 
 
Regulatory limits are prescribed by the regulator (the Central Bank of Montenegro) and refer to limits of 
liquidity ratios and limits of maturity matching of assets and resources of the Bank. In this regard, the 
Bank maintains the liquidity level so that the operations of the Bank shall be in accordance with statutory 
limits. 
 
In addition to the above, the Bank has established internal limits as well. 
 
When defining internal limits for exposure to liquidity risk, the Bank takes into account several aspects of 
liquidity risk, limiting the negative effect on the financial result and equity, limiting currency and maturity 
structure of its balance sheet and off-balance sheet liquidity ratios. 
 
Table 25 – Liquidity ratios 

 

in 000 Eur

Description 31.12.2015 30.9.2015 30.6.2015 31.3.2015 31.12.2014.

Liquid assets 9.489 8.504 3.357 8.039 7.167

Total assets 58.293 44.123 32.242 37.893 19.967

Total liabilities 52.431 37.824 25.589 31.377 14.857

Liquid assets/total assets 16,28% 19,27% 10,41% 21,22% 35,89%

Liquid assets/total liabilities 18,10% 22,48% 13,12% 25,62% 48,24%

Liquidity ratio on daily basis 3,32 3,21 1,42 2,46 5,73
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Chart 22: Liquidity ratio trend 

 
 
 
 
Special emphasis that the Bank put on monitoring of liquidity risk resulted in maintaining of a high level of 
liquidity of the Bank during 2015. 
According to the CBoM methodology, the indicator of liquidity is the relation between receivables, liquid 
assets (cash, gyro account, checks, balances with domestic banks, balances with the agents of payment 
transactions,  balances with foreign banks (demand deposits) and mandatory reserve) and matured 
obligations (liabilities for borrowings, interest and fees, obligations on term deposits, 30% of demand 
deposits, 10% of approved but not used irrevocable credit obligations - credit lines, other matured 
obligations. 
 
 
Table 26 – Liquidity indicator (regulatory approach): 

 

Limits 31.12.2015. 

Min. 0.9 –calculated for one working day 2.73 

Min. 1 – calculated as average of all days in a month 3.32 

 
 
Regulatory approach: 
 
The liquidity ratio in the course of 2015 was at a high level. It is expected that the indicator in the coming 
period will be lower because the Bank will seek to transform liquid assets into new credit placements and 
into secondary easily marketable sources of liquidity in order to manage resources in the best possible 
way. 
 
 
 
Interest rate risk not arising from trading activities 
 
The exposure to interest rate risk is determined on the basis of GAP analysis for different periods, 
separately for items with fixed and items with variable interest rate, as well as aggregately. In that way the 
influence of market interest rates change on movements of net interest margin is measured. Interest rate 
risk is managed by closing the positions within internally prescribed limits.  
Interest risk management in the Bank is regulated by the Interest Rate Risk Management Policy.  
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Plans regarding further development of risk management system 
 
The basic strategic orientation of the Bank's risk management is an optimization of the return ratio, or 
earning ability of the Bank and the level of risk taken in terms of expected and unexpected losses in 
business, and in this regard the maintenance of an adequate level of capital relative to the risk profile of 
the Bank. In this regard, the Bank established a comprehensive and reliable risk management system 
that is fully integrated into all business operations of the Bank. 
 
The Bank recognizes that the improvement of return and risk ratio realized in its operations is increasingly 
under the influence of competition, in favor of the quality of risk management over the banking system in 
which it operates. 
 
In the forthcoming period, the Bank will continuously invest in development and intensify the activities of 
Risk Management Division, to improve its market position and market share and minimize the effects that 
can have a negative impact on its operations. 
 
 
 
Long-term objectives of the Bank's risk management are: 

• Risk management which provides a countercyclical business strategies and business plans as 
well as compliance with the opportunities and market development in order to create competitive 
advantages based on knowledge of the specifics of the market; 
• Avoiding or minimizing the risks assumed by applying the most effective techniques, in order to 
maintain the operation within acceptable risk levels; 
• Minimizing the negative effects on the Bank's capital; 
• Maintenance of the level of capital adequacy defined in Capital Management Strategy; 
• Diversification of risks to which the Bank is exposed. 
 

The Bank will continue to develop the risk management system incorporating the concept of internal 
capital adequacy assessment (ICAAP) to enhance the relationship between the Bank's risk profile, risk 
management and capital of the Bank. 

 
The plans of risk management development includes: 

 

 further improvement of the Bank’s organization including organizational units involved in risk-
taking and those that are responsible for managing individual types of risks, harmonize with the 
Bank's risk profile, in order to ensure permanent optimization of the management of all risks to 
which the Bank is or may be exposed in its operations; 

 revision of existing documents bearing in mind the experience in their implementation and 
continued work on the development and improvement of internal documents, 

 improve the efficiency of the information system of the Bank for the purpose of managing all risks 
to which the Bank is or may be exposed in its operations; 

  improve the risk management system in the direction of development of modern standards 
beyond the current requirements of the regulatory, economic and business environment of the 
Bank. 

  focus will be placed on additional training and general professional development of existing staff, 
all in order to create preconditions for the effective implementation of planned activities relating to 
the development of the risk management system in the Bank. 
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10. CAPITAL ADEQUACY 

Own funds  
The Bank is obliged to disclose publicly the information and data that refer to the amount of own funds, in 
particular:  
1) concise information which include main characteristics of all items included in the calculation of own 
funds and their elements;  
2) the amount of core capital with separate public disclosure of all items that are included in core capital 
and deductible items;  
3) total amount of additional capital;  
4) deductible items from core and supplementary/additional capital and  
5) total own funds reduced by deductible items.  
 
Table 27 – Overview of own funds  

 
 
In 2015, the Bank undertook a number of activities to improve the capital adequacy ratio, and the most 
important ones were: capital increase in the second quarter in the amount of EUR 2.5 million, as well as 
increasing collaterals by obtaining additional security. 
 
As of 31 December 2015, deductible items reducing the Bank's own resources were related to: 
 
• Actual loss in 2015 of EUR 1.7 million, 
• Insufficient reserves calculated in accordance with applicable regulations for individual credit risk 
exposures in the amount of EUR 0.3 million. 
• Book value of intangible assets of the Bank as at 31 December 2015 in the amount of EUR 0.5 million. 
 
Risk-weighted balance sheet and off-balance sheet assets, formed in accordance with the Decision on 
Capital Adequacy of Banks as at 31 December 2015 amounted to EUR 32 million. 
The solvency ratio is calculated by putting in relation own funds and risk weighted balance and off-
balance sheet assets. 
 
In accordance with the Decision on Capital Adequacy of Banks, which was valid as of 31 December 
2015, the Bank was required to maintain a minimum solvency ratio of 10%. 
 
The solvency ratio of the Bank as at 31/12/2015 amounted to 14.01% and was above the legally 
prescribed limit of 10%. 

in 000 Eur

31.12.2015 30.06.2015

I Tier capital I 8.200 8.200

Shareholders capital 8.200 8.200

II Deduction from Tier I 3.186 2.346

Loss from previous years 591 591

Loss from current years 1.760 956

Intangible assets 496 555

Prudential  - provisions 339 244

III(I-II) Total Tier I capital 5.014 5.854


