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Based on Article 18.4, Paragraph 4 of the Law on Deposit Insurance in Banks of Bosnia and Herzegovina (“Official Gazette of Bosnia and Herzegovina” no 20/02) and on Point 14, Paragraph 1, Point 4 of the Statute of the Deposit Insurance Agency of Bosnia and Herzegovina, the Management Board of the Deposit Insurance Agency of Bosnia and Herzegovina, at its 25th session held on May 25, 2005, passed the following

 DECISION ON BANKS´PARTICIPATION CRITERIA IN THE DEPOSIT INSURANCE PROGRAM OF THE DEPOSIT INSURANCE AGENCY 

OF BOSNIA AND HERZEGOVINA 

I. Preamble

Article I.

These regulations shall replace the Decision on Banks´ Participation Criteria in the Deposit Insurance with the Deposit Insurance Agency of Bosnia and Herzegovina After the Transition Period of July 10, 2003. (“Official Gazette of Bosnia and Herzegovina” no. 22/33)

II. General Principles

Article II.1.

Compulsory Membership

The Law on Deposit Insurance in Banks of Bosnia and Herzegovina (henceforth: Law on DIABH), in its Article 6, provides for compulsory membership of all licensed banks in Bosnia and Herzegovina, provided they meet certain requirements that are specified in the Law on DIABH, the Law on Banks of the Federation (henceforth: FBH Law on Banks) and of the Republika Srpska (henceforth: RS Law on Banks).

Article II.2.

Membership Criteria

For participation in deposit insurance as a Member Bank of the Deposit Insurance Agency of Bosnia and Herzegovina (henceforth: DIABH), according to Articles 6 and 7 of the Law on DIBH, all banks must meet

· All requirements established by the FBH and RS Law on Banks,

· All requirements of the Law on DIBH,

· All safety and soundness criteria, established by the Banking Agencies of the Federation of Bosnia and Herzegovina and the Republika Srpska,

· Private ownership of at least 90 per cent.

Furthermore, the business of taking money deposits must be one of the core activities of any bank eligible for participation in deposit insurance as a Member Bank of DIABH.
Article II.3.

Determination of Eligibility

DIABH, according to Articles 6, 7, 30 and 31 of the Law on DIBH, must determine that a bank meets all the aforesaid criteria, before issuing a Membership Certificate to that bank. 

After a Membership Certificate has been issued, the DIABH shall monitor whether the Member Bank in its further business operations maintains criteria determined by this Decision.  

III. Banks´ Participation Criteria in the Deposit Insurance Program

Article III.1.

Assessment Areas

For participation in the deposit insurance program of DIABH all Member Banks must meet certain quality standards in the following areas:

· Ownership,

· Capital,

· Liquidity,

· Asset quality,

· Reserves,

· Profitability,

· Market risk,

· Accounting standards,

· Governance,

· Rating.

DIABH will, on a case-by-case basis, determine whether the required quality standards, as specified below, are met.

Article III.2.

Ownership

At least 90% of the share capital must be privately held. (Law on DIBH, Article 7)

Article III.3.

Capital

The minimum amount of share capital in cash and of net capital which the bank must maintain at all times shall not be less than 15 million KM.

Investments in fixed assets must not exceed 50% of the core capital of the bank, unless the respective Banking Agency has granted permission to exceed this limit.
Net capital of the bank must at all times cover at least 12% of its risk-weighted assets.

In addition to the aforementioned minimum requirements, the bank must meet all further capital-related requirements in the respective Law on Banks and comply with the Decision on Minimum Standards for Banks´ Capital Management, issued by the respective Banking Agency.
Article III.4.

Liquidity



The bank must meet all  liquidity-related requirements in the respective Law on Banks and comply with the Decision on Minimum Standards for Liquidity Risk Management, issued by the respective Banking Agency.
Minor temporary maturity mismatches may be acceptable by DIABH if the bank is implementing an action plan with the aim of correcting such non-compliance and which plan had been agreed upon with the respective Banking Agency.
Article III.5.

Asset Quality

The bank must meet all asset-quality related requirements in the respective Law on Banks and comply with the Decision on Minimum Standards for Credit Risk Management and Asset Classification, the Decision on Minimum Standards for Credit Risk Concentration Management, the Decision on Minimum Standards for Bank Operations with Related Entities, the Decision about Reporting on non-solvent Customers who represent Special Credit Risk for the Bank and the Decision on Minimum Standards for Documenting Credit Activities of Banks, issued by the respective Banking Agency.

Article III.6.

Reserves for Loan Losses

The bank must establish and maintain a General Loan Loss Reserve (GLLR) of not less than 2% of its performing loans, classified under Category A. Details are regulated in the Decision on Minimum Standards for Credit Risk and Asset Classification Management, issued by the Respective Banking Agency.

In addition to the GLLR, Specific Loan Loss Reserves (SLLR) must be established and maintained in accordance with the requirements of the Decision referenced above.

Article III.7.

Profitability

The bank shall have positive financial results in its most recent and current operations. 

If the bank was not profitable during the preceding and/or the current year, it shall provide DIABH with a comprehensive business plan which explains how the bank will overcome the lack of profitability without endangering the minimum capital requirements as outlined in Article III.3. above.

DIABH will review and assess such business plan and can, in the case of a positive result of its assessment, consider the profitability criterion as met.

Newly formed and restructured banks are required to submit to DIABH, along with their Membership Application, a similar business plan as mentioned above. 

Such business plan must explain the bank’s strategy how to break even and to attain profitability on an ongoing basis, without ever endangering the minimum capital requirements as outlined in Article III.3. above.

DIABH will review and assess this plan and can, when satisfied with its assumptions, consider the profitability criterion as met.

Article III.8.

Market Risk

The bank must not exceed the limits set by the respective Banking Agency for each single foreign exchange position and for the total foreign exchange position.

The bank must establish and implement prudent rules and regulations how to manage the foreign-exchange risk, the interest-rate risk and the market-price risk, which it is exposed to through its business operations.

In addition to this, it must comply with all market-risk related regulations of the respective Banking Agency, in specific with the Decision on Minimum Standards for Foreign Exchange Risk Management.
Minor temporary excesses of the EURO position may be acceptable by DIABH if the bank is implementing an action plan with the aim to correct such non-compliance and which plan had been agreed upon by the respective Banking Agency.
Article III.9.

Accounting Standards

The bank and its subsidiaries must maintain at all times business books which adequately reflect their financial condition in such form and with such content that is in accordance with international accounting standards, the Law on Banks and the relevant regulations of the respective Banking Agency. 

Furthermore, the bank must comply with the accounting and reporting-related provisions of the respective Law on Banks and with the Decision on Minimum Standards of Internal and External Audit, issued by the respective Banking Agency.
At the request of DIABH, the bank must promptly provide such information, which DIABH considers necessary for assessing the bank’s eligibility for membership in its deposit insurance program. DIABH will base its assessment on the last year-end report of an approved independent external auditor, supplemented by more recent reports prepared by the bank. 
In the case of a status change of a bank, e.g. by way of restructuring or merging with another bank, the newly formed or restructured bank must provide DIABH with the report / reports of an approved independent external auditor, covering the period up to the date of the status change, together with an audited opening balance sheet and a consolidation report of the successor bank as per the date of the status change.
Article III.10.

Governance

The bank must develop and follow adequate and prudent corporate governance guidelines for the daily management of the bank and for its long-term development and must ensure that its management bodies have the necessary qualification for the successful operation of the bank.

Furthermore, the bank must comply with all regulations of the respective entity’s Law on Banks that govern the management of a bank and with the relevant regulations of the respective Banking Agency.

In assessing the governance a special monitoring shall be applied to the application of the standards for business operations with bank-related entities, bank’s activities in preventing the money laundering and financing of terrorism and establishment of the effective internal control system. 

Article III.11.

Rating

The Bank can participate in the deposit insurance program as a Member Bank of DIABH only if its latest and at present still valid rating by the respective Banking Agency is “3” or better on a composite basis and with no individual rating component rated “5”.

Article IV.

Monitoring over Bank Business Operations and Reporting

DIABH shall, on an ongoing basis, monitor Member Banks’ business operations in terms of their eligibility for deposit insurance membership.

It is obligation of Banks to provide DIABH with reports prescribed by the respective banking agency, external audit reports and reports prescribed by the DIABH itself within the set deadlines.    

Article V

Deterioration of Membership Criteria
Within its business operations, the Member Bank of DIABH is obliged to meet criteria established in Article II.2 and Article III of this Decision.  

It shall be considered that the Member Bank has seriously deteriorated criteria in the following cases:

1.
“Under-capitalised bank” is a bank that don’t meet minimum capital requirement as prescribed by the Law on Banks (share capital paid in cash, net capital and capital adequacy).

Bank’s under-capitalisation is to be determined based on the reports from the bank itself, examination of the respective banking agency, and on-site visits by the DIABH.

In case that a Member Bank becomes under-capitalised, DIABH shall state that fact and inform Member Bank about it.  

Bank is obliged to provide DIABH with capital rehabilitation plan being acceptable for DIABH, within 30 days after being informed.

Capital rehabilitation plan must contain of detailed measures, manners and deadlines wherein the bank shall rehabilitate its capital, in order to met the values established by the law on banks and meet criteria for participation in deposit insurance program.

2.  “Bank with insufficient liquidity” is a bank whose liquidity is below the minimum level      established by the Central Bank of Bosnia and Herzegovina (henceforth: CBBH) and                    which did not meet the obligation of maintaining the mandatory reserves in the reserve      account with CBBH within one accounting period, or a bank which, due to inadequate       liquid assets, is not able to cover due receivables within 30 days.   

Insufficient liquidity is to be determined based on reports from the bank itself, and based on the information of the CBBH.

In case that Member Bank becomes a bank with insufficient liquidity, DIABH shall state that fact and inform Member Bank about it.

Member Bank is obliged to provide DIABH with liquidity rehabilitation plan being acceptable for DIABH within 15 days as of the day of information.

Plan shall contain of concrete measures and deadlines for overcoming the liquidity issue.

3. “Bank with inadequate rating” is a bank rated with composite rate “4” or “5” by the respective banking agency. 

In case that Member Bank’s composte rating is “4” or “5” it is necessary that bank compiles an comprehensive business rehabilitation plan per business segments that have   been rated with “4” or “5” and delivers it to the DIABH within 15 days from the day of DIABH’s request.

DIABH shall consider and assess such rehabilitation plan as well as proposed deadlines for plan execution.

Rehabilitation plan must be acceptable for DIABH on which the DIABH shall inform the   

Bank.   

DIABH shall inform respective banking agency on all findings determined and requests set by itself toward the Bank.

Article VI
Sanctions

In case that Member Bank does not submit rehabilitation plan within the given deadline and in line with Article V of this Decision, or does not implement the plan in a manner and within approved deadlines, the Management Board of DIABH shall, upon proposal of the Director of DIABH, inform respective banking agency about bank’s non-compliance for participation in deposit insurance program, in order that respective banking agency acts in line with Article 17, Paragraph 1, Point 9 of the FBH Law on Banks, respectively Article 19, Paragraph 1, Point 9 of the RS Law on Banks.

Article VII.

Final Provisions

This decision shall become effective on the day of its proclamation by which the previous Decision on Banks’ Participation Criteria in the Deposit Insurance Program of the Deposit Insurance Agency of Bosnia and Herzegovina After the Transition Period number: MB-11-2/03 of July 10, 2003 shall stop being effective. (“Official Gazette of Bosnia and Herzegovina” no.22/03).

Letter of Understanding in use of the Decision on Bank’s Participation Criteria in Deposit Insurance Program of the Deposit Insurance Agency of Bosnia and Herzegovina that Agency has been signed with entity banking agencies is part of this decision and remain effective.
This Decision shall be published in the “Official Gazette of Bosnia and Herzegovina.”

Number: MB-11-25-1/05                                       
CHAIRMAN OF THE   MANAGEMENT BOARD
Sarajevo, 25 May, 2005




M.A. Simeun Vilendecic 
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