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In the hive of good
Investments we are
creating anicer
COMOrrow.

Since we believe that we can only fly off to a bright future with
an integrated approach, we are investing our capital not just

in business but also in society and the natural environment.

Dependent as we are on each other, together we are hatching
new opportunities through which the Slovenian economy and
society as a whole are developing towards a green transformation

and sustainability.




Committed to a
sustainable tuture

. .\.‘\IIEIE" IRIE]

'!Ii

|ur T

Pleénik’s bee house at
Ljubljana Castle

With a donation to the Slovenian
Beekeeping Association we financed
the erection of the Plecnik bee house
on the southern slope of the Castle Hill
in Ljubljana. The bee house is a replica
of the Plecnik bee house at the Lany
Manor in the Czech Republic, and
already has the status of a Slovenian
cultural monument and is an important
part of the Bee Path in Ljubljana.

Carniolan bee house in
lvanéna Gorica

In the old town centre of lvan¢na Gorica
our donation made possible the erection
of a Carniolan bee house, which has
provided a home for Slovenia’s native
Carniolan bees. In addition to providing
education for Slovenian and foreign
beekeepers, the bee house also serves
as a representative structure intended
for protocol visits from around the world
and Slovenia.

The exhibition World

of Pollinators at the
Beekeeping Museum in
Radovljica

Our donation helped the Beekeeping
Museum in Radovljica to set up

the permanent exhibition World of
Pollinators, which presents to local and
international visitors the importance

of plant pollination and pollinators,

on which we depend for almost 80
percent of our food. The exhibition also
includes an interactive computer game
that offers children and all other visitors
knowledge about pollination in a fun
and modern way.

World of Pollinators
book

Through a donation we supported

the publication of the book World

of Pollinators, which systematically
details the importance of pollination

for our future. Through the wonderful
photographs by Ivan Jesenko it presents
mainly other pollinators that are less
familiar to the general public but for
that reason no less important. The book
was published on the opening of the
exhibition of the same name in the
Beekeeping Museum in Radovljica.

Sostro Primary School
bee house

The Sostro Primary School in Ljubljana
received a donation from us for
constructing a bee house, which is
contributing to maintaining and raising
awareness about the importance

of bees, and to educating future
young beekeepers. In this way the
school students have possibilities for
independent research and working in
a classroom in nature. Through these
kinds of activity and projects, young
people can more easily change their
attitudes to bees, nature and the
environment.



Committed to Society

Marusi¢ d.o.o.

Godina d.o.o. and
Inkaing d.o.o

Financing of the technological
modernisation of an existing
wood-processing plant with the
best available technology.

Underwriting of several
insurance policies to cover
guarantees for a project

to upgrade the municipal
infrastructure in the vicinity of
Rijeka in Croatia.

TPV Automotive d.o.o.

City of Koper

Financing of the second
phase of the investment in the
purchase of new machinery
and equipment as part of the
TPV Brezina 2 Factory of the
Future programme.

Financing of the construction
of the modern Oskar
Kovadi¢ Primary School in
Skofije.

Cetis d.o.o.

City of Celje and
Nepremicnine Celje
d.o.o.

Financing of investments

in research, development

and innovations, specialised
machinery and production
equipment for the production
of new biometric personal IDs.

Financing of the construction
of the ‘Deckovo naselje’ non-
profit housing complex.
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Statement from
the President of the
Management Board

Dear Reader,

We are living in truly turbulent times. It seems that the
world in which we were living not that long ago has
changed forever. Without doubt, 2022 was marked
most strongly by the start and brutal continuation of
the war in Ukraine. We have seen a strengthening

of energy price cycles and a rise in food prices.
Central banks throughout the world have embarked
on a tightening of monetary policy, as reflected

in the growth in market interest rates. In the wider
context, geopolitical uncertainties have continued to
accumulate, while climate change is following its own
seemingly irreversible path. Such times make us think
in particular about the kind of world we want our
children to live in.

Times were also turbulent 30 years ago, and we

now know that this was an era of turning points.
Geopolitical changes were fully under way following
the fall of the Iron Curtain. In Slovenia, independence
and the transition to democracy were followed by a
period of pioneers, of new ground being broken and
of great optimism. The country established its own state
and was building institutions. On 27 October 1992,

the 87 founding shareholders signed the Founding
Charter of the Slovene Export Corporation. In 2022 we
therefore marked the 30th anniversary of the founding
of SID Bank. Over those three decades, the Bank

has played a vital liaison and supporting role for the
export economy all over the world. At the same time,

SID Bank’s indicators reflect the challenges faced by
the Slovenian and wider European economy.

it has become a developmental, promotional and
counter-cyclical economic policy tool, one that always
endeavours to be where the economy needs it most.

If | had to choose one word, one notion, to sum up
2022 it would be ‘gratitude’. Gratitude for the acts of
solidarity, humanity and courage that have sprung

up in response to the challenges of the present time. |
am particularly grateful to the colleagues who are at
the heart of SID Bank, to our business partners and to
each and every stakeholder of the Bank. As in 2021,
things were not easy in 2022. Nevertheless, SID Bank
once again demonstrated its flexibility and its ability to
fill the complementary supporting role it has within the
Slovenian economy.

SID Bank’s indicators reflect the challenges faced by
the Slovenian and wider European economy. In 2022
the Bank continued to provide strong direct support

to the economy, with total loans to the non-banking
sector (or the direct financing indicator) growing by
15.2% to EUR 1,383 million in 2022. The financing of
investments with the possibility of a guarantee from the
Pan-European Guarantee Fund (EGF), where the Bank
has placed funds totalling EUR 102 million, proved to
be an important support tool for the economy in the

post-pandemic year. Owing to the generally strong
liquidity of the banking sector in Slovenia, the lower
demand for indirect forms of financing via banks was
understandable. As a result, there was no need for a
counter-cyclical intervention by the Bank. Nevertheless,
the total volume of SID Bank activity, expressed as

the balance of financing transactions, which includes
direct as well as indirect effects, amounted to EUR 2.2
billion in 2022. This was above the strategic target
indicators set out in the annual management plan.
SID Bank ended the year 2022 successfully. Net profit
stood at EUR 8.3 million, thereby exceeding its plans for
2022.

Russia’s military invasion of Ukraine has triggered

a considerable number of consequences for the
economy, from the sanctions framework to physical
restrictions on doing business with affected companies.
There have also been indirect consequences
associated with supply chains, energy access and
high prices. SID Bank wasted no time in responding
to EU measures, and was successful in notifying its
special state aid scheme under the Temporary Cirisis
Framework for State Aid measures to support the
economy following the aggression against Ukraine by



Russia to mitigate the adverse impact on corporate
performance. On this basis, it supplemented the
programme of financing for working capital and
investments for companies of all sizes, and assumed
the active role given to it by the Act Determining the
Aid to the Economy to Mitigate the Impact of the
Energy Cirisis (ZPGOPEK) in the areas of financial
engineering and the financing of economic operators
in the road transport sector. At the same time, SID
Bank’s considerable credit engagement enables it to
stand shoulder to shoulder with companies in their
efforts to overcome the effects of the energy crisis.

In order to constantly maintain its capacity to intervene,
SID Bank traditionally exhibits a high surplus liquidity,
as reflected in the high liquidity indicator values; at
the end of 2022, the liquidity coverage ratio was
1,814% and the net stable funding ratio was 145%.

A significant portion of the surplus liquidity has been
invested in a portfolio of high-quality debt securities.
This period of rising risk-free interest rates has led to a
partial revaluation of the bond portfolio and, through
the impact of other comprehensive income, to a slight
temporary reduction in the level of capital. However,
this level remains high enough to ensure that the
Bank’s mandates can continue to be fulfilled without
disruption. With the aim of remaining constantly ready
to help the economy, the Bank maintains high capital
adequacy; this stood at 25.4% at the end of 2022,
which was significantly above the target value of the
strategic indicator set out in the annual management
plan. The Bank has also traditionally been exposed
when it comes to support for and promotion of the
export economy. As a result of the war and the
associated measures and consequences, significant
exposures to entities in Ukraine and Belarus in 2022
have been classified as non-performing exposures.
This has also been reflected in the rise in the

non-performing loans and other assets ratio (excluding
balances on accounts at the central bank and
demand deposits at banks), which stood at 4.8%.

We should highlight the fact that these export
exposures are adequately collateralised, meaning

that no significant impact on the Bank’s business
performance is expected.

The post-Covid period, which coincides with the war in
Ukraine, has had a significant impact on the insurance
transactions that SID Bank performs on behalf and for
the account of the Republic of Slovenia. The volume of
insurance transactions exceeded EUR 2 billion in 2022.
This was above the planned figure, but still more than
a quarter down on the year before. This was primarily
the result of the termination of the EU measure of
providing export-credit insurance for temporarily non-
marketable risks and the introduction of sanctions on
Russian and Belarusian entities. At SID Bank we believe
that Slovenian companies will still be able to penetrate
new markets despite the current difficult circumstances.
We will be by their side to offer suitable financing and
insurance services.

Regardless of the high liquidity in the Slovenian
banking system, SID Bank maintains its readiness

and ability to provide indirect financing,

including by introducing new forms of support.

In December 2022 the fourth tranche of European
cohesion funds from the 2014-2020 Fund of Funds was
successfully drawn down. By the end of 2022, a total of
8,201 loans to a value of EUR 367.8 million had been
closed from the 2014-2020 Fund of Funds and the
COVID-19 Fund of Funds. At the same time, in 2022 SID
Bank developed and offered the product of indirect
financing of investments and/or current company
operations via banks and savings banks, with
elements of state aid under the de minimis scheme.

Efforts are under way to develop indirect lending

with risk-sharing, which will enable banks to promote
development financing and capital management. SID
Bank has continued activities in the developing area of
corporate equity financing. In March, in collaboration
with the European Investment Fund, it expanded the
Slovene Equity Growth Investment Programme (SEGIP),
established in 2017, by EUR 120 million (EIF and SID
Bank are each contributing EUR 60 million).

The purpose of this expansion was to reduce the
market gap for seed, start-up and scale-up equity
financing as well as to provide financial support

to ownership change of Succession Businesses in
Slovenia. In the area of promoting the green transition
and digital transformation, SID Bank has begun
developing two new programmes, with plans to draw
on InvestEU funds: the sustainable development
financing programme and the innovation and

digital transformation financing programme. Both
programmes will have an EIF guarantee from InvestEU
for debt financing of the green transition and for the
digital transformation of SMEs in particular, as well as
mid-cap companies. The development of these two
products will be completed in 2023.

In 2022 SID Bank also maintained its focus on
adapting itself to climate change, from the financing
point of view as well as that of the Bank as an
institution. We have strengthened our institutional
capacity to assess the ESG factors when dealing with
individual transactions, and are also strengthening our
awareness of the importance of reducing the carbon
footprint of our operations. We have drawn up a
plan for the decarbonisation of SID Bank that sets out
the measures for halving the Bank’s carbon footprint
by 2030. We already obtain all our electricity from
renewable energy sources, and will further green our
business over the next few years.



This brings me to our view of the future. In 2022 SID
Bank revised its strategy of identifying key development
challenges, the adjustments that need to be made

to the business model and the key strategic risks.

The new strategy highlights the three central areas

of the Bank’s operations (CUSTOMER, MANDATE,
BANK) on which we wish to focus in the next period.
(i) Customers and potential customers of SID Bank
are the media through which SID Bank realises its
mission. At SID Bank, we are going further. We believe
that people have to be put at the heart of banking
operations if true sustainability is to be achieved. If they
are not, banking has no future. Complete focus on

the customer’s needs and user experience is therefore
vital to effective banking operations. (ii) The mandates
granted to the Bank differ from those of other banks

in the Slovenian banking system. We believe that a
future (simultaneous) focus on developmental and
interventional operations, with an emphasis on green
strategy, will insert the Bank even more fully into the
economy and society of Slovenia. (iii) Finally, there

is the “bank element” itself - that is, that the bank is
the chosen form of operation through which SID Bank
fulfils its mandate. This involves a focus on internal
regulation and risk management framework, the
management of financial functions, the provision

of adequate internal governance arrangements

and the operation of the internal control system, the
establishment of a clear, targeted ICT architecture in
order to ensure security and stability of operations over
the long term, and, of course, a development-oriented
human resource policy. In this area we are keen to
follow best practice and thereby provide a robust basis
for economically sustainable business throughout the
economic cycle. This new strategy will enable SID Bank
to carry out its activities with a clear focus and to the
benefit of the Slovenian economy and society.

To conclude, let me return to today’s turbulent times
and those that attended the establishment of the Bank.
Thirty years ago there was a great deal of optimism.
Today, the key word is hope - hope which, despite all

the problems outlined above (or perhaps because of
them), can be found in solidarity, humanity and the
courage to resist the destruction and devaluation of
human life. It is this solidarity, humanity and courage
that clearly points us towards the path we wish to
continue to pursue. lt is therefore no coincidence that
we have, in our new strategy, also redefined the Bank'’s
values, two of which are valour and boldness. In 2022
we celebrated the rich history of SID Bank. SID Bank
will continue to accompany the development of the
Slovenian economy and the long-term well-being of
society in Slovenia and more widely. Valiantly and
boldly.

Damijan Dolinar
President of the Management Board
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WE ARE DRIVING THE CYCLE OF
ECONOMIC GROWTH AND LIFE.

The future depends on bees, which through pollination
ensure the unbroken cycle of life. As the basis for
sustainability, circular motion is also our main guideline,
since for more than a decade, as an initiator of sustainable
investments SID Bank has been promoting the transition to a
circular economy.




OUPErvisory
Board Report

In monitoring and supervising the operations of SID
Bank and the work of the management board, the
supervisory board performed its work in accordance
with the powers and responsibilities prescribed by law,
the articles of association, the corporate governance
policy, codes of conduct, and its own rules of
procedure. It assessed the Bank’s management and
performance, having regard for its strategic guidelines
and the risks to which it is or could be exposed.

There was no change in the composition of the
supervisory board in 2022. Marjan Divjak and Zlatko
Vili Hohnjec both saw their terms of office end during
the year, but the government appointed them to new
five-year terms on 19 May 2022. The supervisory board
has been chaired by Janez Tomsic since 26 May 2022,
with Leo Knez appointed to be his deputy.

The supervisory board held 15 ordinary sessions and
nine correspondence sessions in 2022, at which it
discussed general and specific matters relating to

the Bank's operations and performance, and also
made decisions on certain transactions in line with

its powers to do so. The supervisory board members
actively participated in discussions, offering comments
and guidance, and also submitting various questions
and requests for clarification. The supervisory board
passed its decisions unanimously. The supervisory
board members signed a statement of independence
through which they affirmed that there were no
circumstances that could influence their impartial,

professional and comprehensive judgement in the
discharging of their duties or decision making. The
supervisory board’s statements of independence are
published on SID Bank’s website. In the discharge of
their duties and decisions, there were no circumstances
or conduct that led or could have led to conflicts of
interest. The supervisory board members duly reported
any circumstances which could give rise to conflict of
interest. Such conflicts of interest were appropriately
managed by ensuring that the supervisory board
member in question did not receive the relevant
materials and information, and was recused from the
session during the discussion and decision-making on
the matter in which they had a (potential) conflict of
interest.

Expert support for the work of the supervisory board
was provided by:

* the audit committee, which held 12 ordinary
sessions and one correspondence session, at
which it discussed and drew up positions primarily
with regard to the interim performance reports
and financial statements, the compilation of the
unaudited annual report for 2021, the final auditor’s
report on the audit of the financial statements for
2021, the financial plans, the quarterly reports of the
internal audit department, the annual report of the
internal audit department and the work plans of the
internal audit department, monitored the progress of
the final audit for 2021 and the preliminary audit for

2022, discussed bylaws in the areas of accounting,
and changes in tax policy. As stipulated by Article
280 of the Companies Act, the committee discussed
and monitored the procedure for selecting a new
external auditor for the financial years of 2023

to 2026, including the setting of selection criteria
within the public procurement process, which the
committee endorsed;

the risk committee, which held nine ordinary
sessions, and provided expert support to the
supervisory board in connection with risk appetite
and risk management, drew up positions primarily
with regard to the risk management strategy and
policy, the methodologies and assessments of

the Bank's risk profile, the methodologies and
implementation of the internal capital adequacy
assessment process and the internal liquidity
adequacy assessment process, Bank of Slovenia
findings in the supervisory review and evaluation
process, and risk management and control at

the Bank within the framework of the discussion

of quarterly risk reports and the annual report for
2021, the risk policy and selection of risk appetite
indicators for 2023, the NPEs management strategy,
the report on the annual review of outsourcing,
changes to bylaws in the area of risk management,
and measures to align with the EBA guidelines for
the management of interest rate risk in the banking
book, and was also briefed on the results of credit
risk parameter validation;



e the nomination and remuneration committee, which

held 19 ordinary sessions and one correspondence
session, provided the supervisory board with
expert support in the assessment of the adequacy
of remuneration policies and practices and
changes to remuneration policies, and the draft
recruitment plan and labour cost projection within
the framework of the financial plan for 2023,
monitored the implementation of the HR strategy,
discussed and approved an assessment of the
management body with regard to the knowledge,
skills and experience of individual members of the
management board and the supervisory board
and the management body as a collective, and
an assessment of the structure, size, composition
and performance of the management board and
supervisory board, and discussed and approved
the suitability assessments drawn up by the
suitability assessment committee. It also discussed
the proposed changes to the supervisory board
member selection policy, the management board
member selection policy, and the management
body suitability assessment policy, and conducted
two procedures for selecting a third member of
the management board, the first of which ended
without a selection and the second of which was
completed in December 2022 with the appointment
of a new member of the management board.

The major issues discussed and/or decided on by the
supervisory board in 2022 were:

the appointment of the third member of the
management board;

the annual report for 2021 with the auditor’s report,
and the proposal for the use of distributable profit
for 2021;

the draft of the new business strategy for 2023 to
2025;

the reports of the implementation of the IT strategy
and strategic guidance thereto;

the financial plan for 2023;

the risk management strategy and policy, and the
risk appetite;

the regular reports on performance and the risk
reports,

the report on the internal capital adequacy
assessment process and internal liquidity adequacy
assessment process submitted to Bank of Sloveniq,
and the Bank of Slovenia'’s findings in the
supervisory review and evaluation process;

the regular periodic reports by the control functions,
most notably the internal audit department and the
findings of specific audits completed by the internal
audit department;

* the approval of specific financing and borrowing
transactions in line with its powers under the articles
of association;

* the NPEs management strategy and the NPEs
reduction plan;

* the general remuneration policy and the
remuneration policy for members of the
management body;

* changes to the supervisory board member selection
policy and the management board member
selection policy;

* changes to the management body suitability
assessment policy;

* reports on the performance of affiliates and on the
orderly wind-down of Prvi Faktor Group companies.

In its monitoring and supervision of the Bank’s
management and operations, the supervisory board
obtained timely and complete information from the
management board, based on which it took decisions
pursuant to its powers.



In March 2023 the supervisory board carried out a
self-assessment of its work in 2022 on the basis of

the recommendations of the manual governing the
assessment of the efficiency of the work of supervisory
boards issued by the Slovenian Directors” Association.
Before beginning the self-assessment procedure, the
supervisory board also obtained reports on the work
of all three of the supervisory board committees.

The results of the self-assessment confirm that the
supervisory board carried out its work professionally,
with due diligence, responsibly, and in line with the
interests of the Bank, and that the individual members
of the supervisory board and the supervisory board
as a collective possess adequate knowledge and
experience to enable the high-quality and effective
discharging of the duties that fall under the remit of
the supervisory board. The supervisory board also
discussed the results of the self-assessment with regard
to the activities required for the further improvement of
the work of the supervisory board.

Approval of the 2022 annual report

The unaudited annual report for 2022 was discussed
by the risk committee at its session of 14 March

2023, and by the supervisory board at its meeting

of 15 March 2023. The 2022 remuneration report
was discussed by the nomination and remuneration
committee at its session of 13 March 2023. The
audited annual report with the final additional report
to the audit committee on the audit for 2022, the
report on agreed procedures to comply with the risk
management rules at banks and savings banks set
out by the Regulation on the minimum scope and
content of the additional audit and the additional
audit report on SID Bank’s compliance with the risk
management rules at banks and savings banks,
and the audited remuneration report for 2022 was
discussed by the audit committee, the risk committee
and the nomination and remuneration committee,
each within their remit, on 11 April 2023. The certified
external auditor also reported at sessions of the
audit committee and the risk committee. The two
committees assessed the annual report as satisfactory,
and proposed that the supervisory board approve the
annual report.

The supervisory board discussed and reviewed

the 2022 annual report of SID Bank at its meeting

of 12 April 2023, together with the proposal for the
use of distributable profit for 2022 submitted by the
management board in accordance with Article 4 of
the ZSIRB. The supervisory board also discussed the
independent auditor’s report to the shareholders on
the audit of the financial statements, in which Deloitte
Revizija d.o.o., Ljubljana issued an unqualified opinion
regarding the financial statements of SID banka

d.d., Ljubljana for 2022. In the auditor’s opinion,

the financial statements present fairly, in all material
aspects, the financial position of the company as at
31 December 2022, and its performance and cash
flows for the year then ended, in accordance with

the International Financial Reporting Standards, as
adopted by the European Union. The supervisory
board had no comments with regard to the report by
Deloitte Revizija d.o.o. After its review, the supervisory
board unanimously approved the annual report for
2022.

Janez Tomsic¢
Chair of the Supervisory Board
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WORKING IN HARMONY WITH VALUES AND NATURE.

The world of bees is based on natural laws of organisation,
where each bee family works in harmony. These are
principles of work in which SID Bank also believes. With a
strong team of employees, distinguished by commmitment,
expertise and dedication - both to our customers and to
preserving the natural environment.
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Key data

Statement of financial position
2,799,708
1,034,941
1,382,527
450,869
48,003
519,366

Income statement

24,214

2,336

(20,694)

(984)

5,454

10,053

(1,802)

8,251

Statement of other comprehensive income
(60,676)
11,528

Number of branches as at 31 December
Number of employees as at 31 December

Shares
1
3,121,741
96.10
145.29

Long-term credit rating as at 31 December

! Prescribed data and indicators are calculated in accordance with the Guidelines for calculating the performance indicators of banks and savings banks, which were prescribed by the Bank of Slovenia on the basis of the Regulation on the books of account and annual reports of
banks and savings banks (Official Gazette of the Republic of Slovenia, No. 184/21).
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Selected indicators

Shareholder equity

Quality of assets in the statement of financial position and assumed commitments

Profitability

Operating costs

Liquidity in 2022

CB - central bank
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Key Data and
P e r fo ]:‘ m an O e Total assets Total deposit by the non-banking sector

Indicators

832.4

Total loans to the non-banking sector Total equity

450.9
1,382.5 0-/.\‘
o 4918

1,199.7
1,091.6
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Net profit for financial year Interest margin

Return on assets (ROA) after tax Return on equity (ROE) after tax
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WE ARE MAKING RESPONSIBLE DECISIONS
THAT BENEFIT ALL.

There are no coincidences in the world of bees. A
commitment to the little details creates a world of great
harmony and order. For this reason, with full attention to all
aspects of potential investments in the process of financing,
we are also building in environmental, social and corporate
factors, i.e. the ESG factors.




Significant
Business
Events

* SID Bank continued its successful cooperation with

foreign financial and promotional institutions in
2022. Since the recapitalisation of the European
Investment Fund (EIF) in 2021, SID Bank has
remained the sixth largest shareholder among those
financial institutions with a participating interest in
the EIF.

In March, in collaboration with the European
Investment Fund, SID Bank expanded the Slovene
Equity Growth Investment Programme (SEGIP),
established in 2017, by additional EUR 120 million
(EIF and SID Bank are each contributing EUR

60 million). The purpose of this expansion was

to reduce the market gap for seed, start-up and
scale-up equity financing as well as to provide
financial support to ownership change of
Succession Businesses in Slovenia. For the first time
SEGIP was expanded in 2021 with the establishment
of a regional platform for technology transfer (the
CEETT platform). The second expansion in 2022 was
accompanied by an event for private investors and
investment fund managers as well as covered by
local media.

Prolongation of investment and working capital
financing for companies of all sizes with the option
of a 70% uncapped portfolio guarantee from the
Pan-European Guarantee Fund (EGF) until the end
of 2022. This has enabled companies to obtain
loans at a lower interest rate without any additional
collateral requirements. In just over a year,

SID Bank concluded 151 loan agreements totalling
EUR 102.5 million.

In 2022 SID Bank successfully notified its state aid
scheme under the Temporary Crisis Framework
for State Aid measures to support the economy
following the aggression against Ukraine by
Russia to mitigate the negative impact on business
performance. On the basis of that notified aid

scheme, SID Bank complemented the programme
for investment and working capital financing for
companies of all sizes without option of an EGF
guarantee.

In December 2022 the fourth tranche of European
cohesion funds from the 2014-2020 Fund of Funds
was successfully drawn down. By the end of 2022,
a total of 8,201 loans of EUR 367.8 million had been
concluded from the 2014-2020 Fund of Funds and
the COVID-19 Fund of Funds.

In 2022 SID Bank developed and offered a long-
term credit facility through banks and savings banks
for corporates, sole traders and other legal entities
with elements of state aid under a de minimis
scheme to finance current operations and/or
investments at a favourable interest rate, with a loan
maturity of up to ten years.

In 2022 Republic of Slovenia authorised SID Bank,
in the Act on the Housing Guarantee Scheme for
Young People (ZSJSM), to carry out specific activities
in the guarantee scheme on its behalf and for its
account to provide young first-time buyers with
easier access to housing loans with a government-
backed guarantee.

SID Bank signed a second agreement with the
Advisory Hub for the implementation of technical
assistance financed by the European Commission,
this time in relation to the Bank’s green transition.
Within this framework, a thorough analysis will be
carried out of the Slovenian green financial market,
public support schemes, the creation of green
products (and internal as well as external capacities
in this context), good practices in the evaluation and
identification of green projects, the management of
climate-related risks, reporting, etc.

* In 2022 SID Bank stepped up its efforts to adapt

to climate-related risks, particularly in terms of
formulating strategic sustainability targets and
indicators, calculating the Bank’s carbon footprint,
adopting a decarbonisation plan for the Bank

by 2030 with an outlook to 2050, systematically
introducing regulatory requirements and realising
some of Slovenia’s international obligations in the
“green field”, introducing new green products and
standards, incorporating ESG factors into the area
of credit risk and pricing policy, managing climate-
related risks in relation to other financial risks, taking
a joint bank approach to regulating reporting

by companies, regulating the assessment of
compliance with the criteria for “documented green
investment”, filling data gaps, adopting an action
plan for reporting/making disclosures on climate-
related risks, developing IT support, working with
various initiatives to accelerate the adaptation of
the economy/financial sector, carrying out internal
and external communication activities and in-house
education and training, upgrading the Sustainability
Report, etc.

In 2022 SID Bank conducted a thorough review of
its strategy and business model as they concerned
its mandates (promotional, export, developmental),
its focus on customers and the internal development
of the Bank, taking current best banking practice
into account.

SID Bank was selected as the most suitable partner
for the incentive financing of the sustainable
transition of Slovenian tourism with long-term funds.
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Business heport

WE ARE GROWING WITH A VISION OF SUSTAINABILITY.

We share nature, our living space, with bees. Within it

and only together with it can we create the conditions that
contribute to fulfilling broader economic, environmental and
social objectives. Words alone are not enough, so we are
implementing the adopted Policy of Sustainable Financing
and Insurance, with the aim of achieving the climate
neutrality of SID Bank by 2050.
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About
SID Bank

SID Bank is a specialist promotional, export and
development bank authorised to carry out long-

term financial services designed to supplement
financial markets in various areas defined by the
Slovene Export and Development Bank Act (ZSIRB)
as important for promoting the competitiveness of the
Slovenian economy and for the country’s sustainable
development. One of SID Bank’s essential activities
involves complementing the range of products and
services of commercial banks and the elimination of
market gaps that arise when the range of financial
and insurance services is insufficient to meet

market demand, in particular with respect to SMEs,
development, environmental protection, the circular
economy, infrastructure and energy projects, and the
promotion of the internationalisation of companies, as
well as cyclical gaps following changes to the ZSIRB.

SID Bank’s operations are based on a strategy and
business model that is derived from the long-term
development documents of the European Union

and Slovenia. The long-term stability of SID Bank's
operations is guaranteed by the Republic of Slovenia,
allowing it to execute the transactions and perform the
activities through which SID Bank pursues the long-
term development policies of Slovenia and the EU. As
the sole shareholder, the government bears irrevocable
and unlimited liability for SID Bank’s liabilities from
transactions undertaken in its pursuit of the activities
set out in Articles 11 and 12 of the ZSIRB. If SID Bank
fails to settle a past-due liability to a creditor at the
latter’s written request, the Republic of Slovenia must
settle the liability at the creditor’s request without delay.
This allows SID Bank to borrow on the Slovenian and
international financial markets without needing to
obtain a Slovenian government guarantee for each
transaction.

OREO

In providing its services, SID Bank may use financial
instruments, such as loans, bonds, guarantees and
other forms of surety and risk take-up, the purchase of
receivables, financial leasing, financial engineering,
concessionary loans and other instruments of
international development cooperation, capital
investments and other methods of financing, and
integrate them into development and promotional
financing programmes that it has developed itself.
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HISTORY AND LEGAL STATUS

1992/ El 2016

e Establishment of Slovenska izvozna druzba (SID) as * Entry into force of the ZSIRB, which confers upon the * SID Bank was confirmed as a significant institution * Under the agreement on financing and

a special private financial institution for insuring and
financing Slovenian exports. SID’s business activities
were then regulated by the Slovenian Export
Finance and Insurance Company Act.

Bank the following two powers:

> SID Bank is authorised to act as Slovenia’s
specialist promotional, export and development
bank in the pursuit of activities under the ZSIRB;
and

> SID Bank is the authorised institution for all

in the Slovenian banking system on the basis of a
decision by the Bank of Slovenia in October.

SID Bank and the Ministry of Economic
Development and Technology (MEDT) signed an
agreement on financing and implementation of the
first financial engineering measure in Slovenia.

implementing the financial engineering measure

to promote the investments, operations and capital
enhancement of SMEs, SID Bank established a new
loan fund in conjunction with the MEDT, within the
framework of which two credit lines were introduced:
a development and promotional programme

for financing the operations and enhancing the

e Entry into force of the Insurance and Financing transactions under the ZZFMGP.
of International Commercial Transactions Act m
(ZZFMGP),? which provided that SID should bring the m
insurance operations that it pursued on its own behalf * During the economic crisis, SID Bank enhanced its
and for its own account into line with the regulations counter-cyclical function by being very engaged in
governing insurance corporations. SID established an lending and insurance activities.
insurance corporation on this legal basis, to which it
transferred its portfolio of marketable insurance that m
had been provided on its own behalf and for its own
account by the end of 2004.

capital of SMEs, and SID Bank’s development
and promotional programme for financing the
investments and enhancing the capital of SMEs,
each in the amount of EUR 100 million.

* The Slovenian government gave its consent to key
elements of the financial engineering measures to
promote the development of SMEs, on the basis
of which a new EUR 500 million loan fund was
established at SID Bank. SMEs therefore gained
an opportunity to obtain loans to finance working e The MEDT and SID Bank signed a financing
capital, new investments and the recruitment of agreement in which Slovenia authorised SID Bank
associated staff. to manage the Fund of Funds.

* Together with the EIF, the Bank set up a Slovene
Equity Growth Investment Programme (SEGIP) with
a value of EUR 100 million.

* The updated Banking Act expressly stipulated that
SID Bank is authorised as Slovenia’s specialist,
promotional, export and development bank, and is

m not allowed to accept deposits from the public. 2014

* Commencement of operations of SID - Prva * With the adoption of Commission Directive * SID Bank was one of three Slovenian banks at

kreditna zavarovalnica d.d., Ljubljana.

* Atthe end of the year, by obtaining authorisation
to provide banking services and other financial
services from the Bank of Slovenia, SID was

2010/16/EU of 9 March 2010 amending Directive
2006/48/EC of the European Parliament and of
the Council, the European Commission confirmed,
in accordance with the opinion of the European
Banking Committee, that SID Bank is an institution
involved in specific activities in the public interest

which the ECB carried out a comprehensive
assessment, comprising an asset quality review and
stress tests. The comprehensive assessment was
passed by SID Bank, and no capital shortfall was
identified.

* Under the aegis of the Fund of Funds, EU cohesion

funds were used to develop the first financial
instruments and selected financial intermediaries
for loans for investments related to research,

and is thus eligible for inclusion on the list of m
institutions excluded from the scope of application of
Directive 2006/48/EC pursuant to Article 2 of that a decision that designated SID Bank as an O-Sl|
directive. (other systemically important institution).

e As a promotional and development bank, SID Bank
began to introduce the framework and concept of
the circular economy in Slovenia into its operations.

development and innovation, and for microloans.
 SID Bank became the first Slovenian issuer to issue
green bonds on the international capital market.

transformed into a bank and changed its name to
SID - Slovenska izvozna in razvojna banka, d.d.,
Ljubljana.?

e Pursuant to the ZBan-2, the Bank of Slovenia issued

e Commencement of operations of SID Bank as a
specialist promotional, export and development
bank.

2The ZZFMGP regulated the system for insuring and financing international commercial transactions as instruments of Slovenia’s national frade policy.
® Henceforth in the annual report any use of “SID Bank” or “the Bank” refers to SID banka, d.d., Ljubljang, irrespective of the time and the change in business name, while the SID Bank Group may be referred to as “the SID Group” or simply “the Group”.



Annual Report of SID Bank 2022 | BUSINESS REPORT

* Under the aegis of the Fund of Funds, EU cohesion
policy (ECP) funds were also used to develop
financial instruments in the form of ECP loans for
urban development, ECP loans for the renovation
of public sector buildings and ECP loans for equity
and quasi-equity financing of small and micro
enterprises.

* The sale and transfer of the entire participating
interest in the subsidiary SID - Prva kreditna
zavarovalnica to Coface was completed, and an
agreement was concluded with Coface PKZ on the
reinsurance of all non-marketable receivables.

In conjunction with the MEDT, SID Bank developed
its development and promotional programme

for financing under the Investment Incentives Act
(INVESTMENTS 2 programme).

In 2019 SID Bank received the prestigious Best
Regional Development Bank - Southeast Europe
2019 award, which is given out by Capital Finance
International.

 SID Bank operated counter-cyclically during the
COVID-19 pandemic. It expanded its financing
programmes and introduced new products to help
companies handle the economic crisis that followed
the pandemic.

SID Bank’s counter-cyclical operations were also

in evidence in 2020 with the acquisition of new
authorisations from Slovenia for the implementation
of government guarantee schemes. A government
guarantee for deferral of the payment of liabilities
by borrowers and for liquidity loans for the
corporate sector is one of government instruments
for mitigating the consequences of the pandemic.

In accordance with the provisions of the Act on
Intervention Measures to Mitigate the Effects of the
COVID-19 Epidemic on Citizens and the Economy
(ZIUZEOP) and the Act on Additional Liquidity

to the Economy to Mitigate the Effects of the
COVID-19 Epidemic (ZDLGPE), administration of
that guarantee was entrusted to SID Bank.
Together with the MEDT, SID Bank established the
new COVID 19 Fund of Funds in the amount of
EUR 65 million to mitigate the consequences of the
pandemic on the economy.

In order to secure adequate funding, the Bank
issued a COVID-19 bond in the amount of

EUR 350 million.

SID Bank joined the Three Seas Initiative Investment
Fund with the aim of providing opportunities for the
financing of key infrastructure projects in the Three
Seas region, which includes 12 EU Member States
between the Baltic, Black and Adriatic Seas.

SID Bank was appointed to chair the Council of
the European Union’s Exports Credit Group during
Slovenia’s presidency of the EU Council in 2021.

 Together with the EIF and HBOR (Croatian Bank

for Reconstruction and Development), SID Bank set
up a regional technology transfer platform (CEETT
platform). The platform was established as part of
the first expansion of SEGIP. SEGIP was initially set
up in 2017. The CEETT platform was founded in 2021
and the Call for Expression of Interest to select a
financial intermediary to manage a venture capital
fund was concluded in the first half of 2022. The
fund will invest in projects in their “pre-seed” phase,
when the projects are still with research teams at
research organisations.

* Together with other European financial institutions,

the EIB and the European Commission, SID Bank
successfully recapitalised the EIF. It expanded its EIF
portfolio of shares from 15 to 25. SID Bank therefore
remains EIF’s sixth largest shareholder among those
financial institutions with a participating interest in
the EIF.

SID Bank obtained the Pan-European Guarantee
Fund guarantee (EGF guarantee) for financing the
investments and working capital of micro, small and
medium-sized enterprises and mid-cap companies,
with loans totalling EUR 150 million.

As the manager of the two Funds of Funds, SID
Bank successfully drew down the third tranche (of
four) of European Cohesion Policy funds for the
2014-2020 Fund of Funds and the third and fourth
(final) tranches of the COVID-19 Fund of Funds.

 SID Bank operated counter-cyclically during the

COVID-19 pandemic and the energy crisis. In

order to make it easier for companies to tackle the
consequences of the COVID-19 pandemic and

the war in Ukraine (and the resulting energy crisis),
SID Bank expanded its financing programmes

and introduced a new programme of financing for
working capital and investment for companies of all
sizes without an EGF guarantee (OSN programme).
In 2022 SID Bank also took part in formulating
elements of anti-crisis financial engineering
measures under the Act Determining the Aid to the
Economy to Mitigate the Impact of the Energy Crisis
(ZPGOPEK).

OREO

* Asthe manager of the two Funds of Funds, SID

Bank successfully drew down the fourth (final)
tranche of European Cohesion Policy funds for the
2014-2020 Fund of Funds.

In cooperation with the EIF, SID Bank expanded
SEGIP by additional EUR 120 million in March 2022
with the purpose to reduce the market gap for seed,
start-up and scale-up equity financing as well as to,
and provide financial support to ownership change
of Succession Businesses in Slovenia.

SID Bank began developing two new programmes,
with plans to draw on InvestEU funds: the
sustainable development financing programmme and
the innovation and digital transformation financing
programme. Both programmes will have an EIF
guarantee from InvestEU for debt financing of the
green transition and for the digital transformation of
SMEs in particular, as well as mid-cap companies.
The development of these two products will be
completed in 2023.

SID Bank acquired authorisation from Republic

of Slovenia to operate the ZSJSM, which is a
government measure to provide young first-time
buyers with easier access to housing loans with a
government-backed guarantee.

SID Bank signed a second agreement with the
Advisory Hub for the implementation of technical
assistance financed by the European Commission,
this time in relation to the Bank'’s green transition.
SID Bank overhauled its general programme of
intermediation of development funds via financial
intermediaries (global loan).
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SERVICES The Bank provides its financial services with regard to * acceptance of deposits from informed persons; * trading on own account:
identified market gaps, carrying out developmental * granting of loans, including: > in money-market instruments; and

In line with its role, purposes and tasks, SID Bank and promotional tasks, and through financial services > mortgage loans; e credit rating services: collection, analysis and
primarily provides financial services within the scope achieves the objectives of long-term development » the purchase of receivables with or without dissemination of information about creditworthiness.
of the authorisations issued by the Bank of Slovenia. policy, primarily in the following areas (under the recourse (factoring);
These include, in particular, the provision of loans via ZSIRB): > the financing of commercial transactions,
commercial banks and savings banks and, in certain including export financing based on the
cases, in cooperotion with other commercial banks in * the development of SMEs and entrepreneUFShiP} purchqse of non-current non-pqst-due receivables
bank syndicates, while the Bank also lends directly to * research, development and innovation; at a discount and without recourse, secured by
final beneficiaries. * environmental protection, energy efficiency and financial instruments (forfeiting);

_ . . . climate change; * issuance of guarantees and other sureties;
SID Bank’s financial services support four main * international business transactions and international R

trading for own account or for the account of

customers:

> in foreign legal tender, including currency-
exchange transactions;

» in standardised futures and options;

purposes of development: economic cooperation;
* regional development; and

* development of a knowledge society and e economic and public infrastructure.

innovative entrepreneurship;

* development of an environment-friendly society and As at 31 December 2022 SID Bank held Bank of . . ,
. i . ) o i ) > In currency and interest-rate instruments;
environment-friendly production; Slovenia authorisation to provide the following
* development of a competitive economy; and mutually recognised financial services under Article 5
* regional and social development. of the ZBan-3:4

4 The authorisation to provide banking services is published on the Bank of Slovenia website: https://www.bsi.si/financna-stabilnost/subjekti-nadzora/banke-v-sloveniji/11/sid-slovenska-izvozna-in-razvojna-banka-dd-ljubljana.
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ACTIVITIES UNDER REPUBLIC OF
SLOVENIA AUTHORISATION

Insurance against non-marketable risks

SID Bank provides insurance for international business
transactions against non-marketable risks under the

ZZFMGP in the name and on behalf of the Republic of
Slovenia as its agent.

The requisite funding for the effective provision of
insurance operations under the ZZFMGP is provided
to SID Bank by the Republic of Slovenia in the form

of contingency reserves, which are used to settle
liabilities to policyholders (claims payouts) and

to cover losses on these operations. Contingency
reserves are also created from premiums, fees and
commissions, recourse from paid claims and other
income generated by SID Bank from insurance and
reinsurance against non-marketable risks. If the claims
cannot be settled from the aforementioned reserves,
the funding for pay-outs is provided by the Republic of
Slovenia.

Fund of funds for the implementation of financial
instruments within the framework of European
Cohesion Policy 2014-2020 and the COVID-19 Fund
of Funds

In November 2017 the MEDT appointed SID Bank as
manager of the Fund of Funds for the implementation
of financial instruments within the framework of
European Cohesion Policy. By the end of 2022, EUR
234.7 million, which was the entire envisaged amount
from European cohesion funds available to Slovenia in

the 2014-2020 financial perspective, had been paid
into the Fund of Funds. The purpose of establishing this
fund is to promote and finance sustainable economic
growth and development, investments in innovations
and current operations through debt and equity
financing focused on four areas in which market gaps
were identified based on a preliminary assessment of
financing gaps conducted by the Slovenian company
PwC (PricewaterhouseCoopers) and supplemented
by an analysis conducted by the European Investment
Bank: research, development and innovation, small
and medium-sized enterprises, energy efficiency

and urban development. By 31 December 2022, a
total of EUR 260.6 million (which included EUR 163.2
million in European Cohesion Policy funds) had

been made available to final beneficiaries within the
framework of the FI 2014-2020 Fund of Funds via

the financial instruments of equity and quasi-equity
financing of SMEs, microloans, loans for research,
development and innovation, loans for the complete
energy renovation of public buildings, loans for urban
development, portfolio guarantees for loans for
research, development and innovation to SMEs, and
portfolio guarantees for loans for SMEs.

Together with the MEDT, SID Bank created the
COVID-19 Fund of Funds in October 2020 aimed
at financing investments, research, development,
innovation and working capital in order to improve
liquidity and facilitate the recovery of the economy,
which was hit hard by the COVID-19 pandemic.
That fund includes an additional EUR 65 million in

European Cohesion Policy funds. By 31 December
2022, a total of EUR 101.9 million (which included

EUR 63.7 million in European Cohesion Policy funds)
had been made available to final beneficiaries in
the form of the financial instruments of micro loans
and loans for research, development and innovation.
The financing of final beneficiaries in the form of
micro loans will be carried out via selected financial
intermediaries, while SID Bank will provide research,
development and innovation (RDI) loans itself.

Performance of the function of official auctioneer at
emission allowance auctions

Based on amendments to the Environmental Protection
Act, SID Bank was authorised in 2010 to act as official
auctioneer at emission allowance auctions in the name
and on behalf of the Republic of Slovenia.

Housing Guarantee Scheme for Young People,
guarantee schemes under the 2020 intervention
measures and other guarantee schemes

In April 2022, as part of the government’s measure to
make it easier for young first-time buyers who are not
deemed sufficiently creditworthy to obtain a loan from
banks to access housing loans, with a state-backed
guarantee, and by adopting the ZSJSM, the Republic
of Slovenia authorised SID Bank to carry out, on
behalf and for the account of the Republic of Sloveniq,
all operations related to the issuance, monitoring,
redemption and recovery of guarantees, as well as the
supervision of the purpose-specific use of loans insured
with a guarantee under the act, on the basis of the
banks’ reports.

ORENO

Based on two intervention acts, specifically the
ZIUZEOP and the ZDLGPE, SID Bank continued with
the activities under Republic of Slovenia authorisations
in 2022 to carry out all transactions in its name and on
its behalf related to with the redemption of guarantees,
and the monitoring and implementation of all
measures necessary for the enforcement of recourse
receivables, and to verify, following the payment

of a guarantee, that the conditions on the basis of
which a commercial bank approved the deferral of
payment under a loan agreement in accordance

with the Emergency Deferral of Borrowers' Liabilities
Act (ZIUOPOK) in connection with Article 65 of the
ZIUZEOP, or a guaranteed loan under the ZDLGPE,
were being respected.

On the basis of two laws, i.e. the Republic of Slovenia
Guarantee Scheme Act and the Republic of Slovenia
Guarantee Scheme for Natural Persons Act, SID Bank
also exercised authorisations in 2022 in the name

and on behalf of the Republic of Slovenia in the form
of the monitoring of issued guarantees. The statutory
deadline for issuing government guarantees passed at
the end of 2010, with loan agreements with the longest
maturity of ten years expiring at the end of 2020 (only
a loan for which debt restructuring was agreed is still
active).

SID Bank’s activities under Republic of Slovenia
authorisation in 2022 are presented in detail in the
section titled “Operations under Republic of Slovenia
authorisation”.
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ORGANISATIONAL STRUCTURE
AS AT 31 DECEMBER 2022

There were no major changes to the
Bank’s organisational structure in 2022.

Management Board

Internal Audit Information Security Risk Management

Financial Institutions
and Technology
Fund of Funds
Product Development
and Treasury
EU Programmes

Back Office
General Secretariat and Research & Strategy
Payments

Credit & Investment Sustainable

Middle Office
Insurance Development

Assets and Liabilities
Management

Legal & Claims Accounting

Project
and
Export Financing

Reporting Credit Analysis

Marketing
and
Public Relations

Distressed Investment
Management

Controlling




Annual Report of SID Bank 2022 | BUSINESS REPORT @ 27 @

ORGANISATIONAL STRUCTURE
OF THE SID BANK GROUP SID banka, d.d., Ljubljana
AS AT 31 DECEMBER 2022

As at 31 December 2022, the SID Bank Group also
comprised, in addition to SID Bank:

* the Prvi Faktor Group, which SID Bank jointly
controls on the basis of an agreement (joint
venture); and S

e the Centre for International Cooperation and - in liquidation
Development (CMSR), of which SID Bank is a
co-founder and in which it does not have any
financial stake, but holds 33% of the voting rights
(associate).

Prvi faktor, faktoring druzba, d.o.o., Centre for International

Cooperation and Development

The investments in the joint venture and associate are
accounted for in the consolidated financial statements
according to the equity method. Based on the
principle of immateriality, which defines information
whose omission or non-disclosure does not affect the
decisions of the users of the financial statements as
immaterial, SID Bank does not include either of the

companies referred to in the previous paragraph in
consolidation, as the combined total assets of the two

companies amount to less than 1% of SID Bank's total

assets.
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SHARE CAPITAL

Shareholders as at 31 December 2022

Number of shares

Proportion of share capital

Republic of Slovenia 3,103,296 99.4
SID Bank (own shares) 18,445 0.6
Total 3,121,741 100.0

The Bank’s share capital is divided into 3,121,741
no-par-value shares. These are ordinary registered
shares, issued in dematerialised form. The central
shareholder register and all procedures for share
trading are administered at the Central Securities
Clearing Corporation in Ljubljana.

There were no changes to share capital in 2022, which
totalled EUR 300 million as at 31 December 2022.

There are no restrictions on shareholder voting rights:
each SID Bank no-par-value share entitles its holder to
one vote. The financial rights attached to shares are
not separated from the ownership of the shares.

ORENO

Under the provisions of Article 4 of the ZSIRB, the
Republic of Slovenia is the sole shareholder in SID
Bank. The distributable profit may not be used for
distribution to shareholders, but is instead allocated to
other profit reserves.

On 14 July 2022 the SID Bank general meeting passed
a resolution allocating the distributable profit for 2021
of EUR 11,414,332.61 to other profit reserves.

The bank’s shareholder equity totalled

EUR 450,869 thousand as at 31 December 2022,
while the audited book value of one share stood at
EUR 145.29 (31 December 2021: EUR 158.47).
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Our value:
AUDACITY

We encourage innovation and
differentness, we believe in
shifting boundaries and we have
a desire to explore.

otrategy

Strategic planning at SID Bank is based on a three-
year strategy that includes a view forward towards
all the relevant aspects of the Bank’s medium-term
operation and its long-term objectives. In 2022 SID
Bank revised its development strategy of identifying key
development challenges, the necessary adjustments
to the business model and the key strategic risks. The
strategy also contains a set of measures for securing
the long-term viability of bank operations. Through a
regular annual audit of its strategy, SID Bank ensures
that the strategic content that allows it to adapt to

its external circumstances is up-to-date, and ensures
its continued evolution within the framework of the
authorisations entrusted to it.

The assumptions regarding the development of the
business environment in which SID Bank operates are
derived from internal medium-term macroeconomic
scenarios. It follows from the scenarios and their
respective weightings that the business environment
is very uncertain, primarily as a result of the

current geopolitical conditions and the associated
development of the Ukraine and energy crises. In
response to this, SID Bank is planning to intervene to
address the identified gaps in 2023, in addition to its
development role, and operate counter-cyclically if
economic growth slows or the economy encounters
recession.

MISSION STATEMENT, VISION AND
VALUES

Mission statement: As Slovenia’s central financial
institution in the areas of promotion and development,
SID Bank develops and provides long-term financial
services to complement the market, and thus promotes
economic competitiveness, the creation of new high-
quality jobs, social inclusiveness and sustainable
development of Slovenia. Through its work within the
mandates given to it, fulfilment of its mission and its
licison role, the Bank is consolidating its major impact
on the sustainable development of Slovenia.

Vision: SID Bank has a vision of strategic success in
place for the 2023-2025 period. It focuses on three
key aspects: mandate, customer and bank. From the
aspect of mandate, SID Bank will, within the framework
of its competencies, increase the scope of its services
while ensuring its ongoing financial viability. It will work
proactively in formulating and implementing Slovenia’s
long-term development strategies, and will act as

the main channel for placing government and EU
funds with the economy, and contributing significantly
to the green transformation of the economy. In
addition to this, SID Bank will play an important

licison role within Slovenia’s public development
promotion system. In the domestic sphere, it will work
actively with chambers of commerce and industry,
development incubators and educational institutions.

OREO

It will also strengthen cooperation with international
development finance institutions and associations,
and will continue to develop its operations primarily
on strengthening cooperation with commercial banks.
SID Bank will provide debt and equity financing to
companies with development potential at all phases
of their development, with priority given to financial
engineering. A major part of activities will focus

on project and export financing, as well as on the
financing of sustainable infrastructure.

In terms of its internal structure, SID Bank will strive

for sound process management and organisation,
greater job flexibility with highly qualified staff,
process automation, and effective decision-making,
while ensuring a high level of internal and external
operational transparency. In addition to this, it will
carry out procedural adjustments in relation to the
integration of climate-related and environmental risks
and programme adjustments in relation to green
financing.

From the point of view of customers, SID Bank is
oriented towards providing high-tech support for its
business processes, which are capable of adapting
quickly to market needs and represent high-quality
support for customers in all of their development
phases. The Bank will devote particular attention to the
green transformation of companies and to monitoring
the financial and developmental impact of individual
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transactions. The key objective is to provide favourable,
simple and swift services for customers.

SID Bank devotes particular attention to ensuring
employee satisfaction and development and to
promoting the Bank’s internal growth. The Bank’s
operations are based on employees who are
responsible, efficient, cooperative, courageous

and bold. These values are key to maintaining a
high-quality organisational culture, and constitute
fundamental principles and guidance in employees’
everyday work, and in mutual contacts with customers
and other stakeholders.

Values: As part of preparations for its new business
strategy, SID Bank also reviewed and upgraded its
values, which form the basis for successful achievement
of its strategic objectives.

ADJUSTMENTS TO THE BUSINESS MODEL

SID Bank pursued parallel roles in 2022: an
intervention role in the field of counter-cyclical financing
and a developmental/promotional role. Its operations
mitigated the difficulties encountered by companies as
a result of the war in Ukraine and the resulting energy
crisis, while in the first half of the year it also provided
favourable loans with state aid under the Temporary
Framework for State Aid measures to support the
economy in the current COVID-19 outbreak.

As part of its promotional and developmental role, it
made it easier for local government and the public
sector to access debt financing under favourable terms
via the new Public Sector 1 programme. In 2022, via
the Fund of Funds, SID Bank provided fresh refundable
funds for loans and portfolio guarantees for research,
development and innovation, for microcredits, portfolio

guarantees and equity financing for SMEs, for loans
for the energy renovation of public buildings, and

for loans for investments in urban development. It

also consolidated its operations in the area of capital
products, with SEGIP, which was set up with the EIF

in 2017, being expanded by an additional EUR 120
million. This amount was earmarked mainly for the
equity financing of Slovenian SMEs and small mid-cap
companies.

In 2022 SID Bank continued on its path towards
sustainable transformation of its own business
operations as well as its contribution to the
transformation of the Slovenian economy as a whole.
In relation to sustainable business, it has taken two
important steps forward:

* it has upgraded and verified the way in which
it calculates its carbon footprint. The calculation
now includes all Scope 1 and 2 greenhouse gas
emissions, while for the moment the calculation of
Scope 3 greenhouse gas emissions only includes
that part of emissions for which the Bank is also
indirectly responsible;

* it has drafted a decarbonisation plan setting out the
short-, medium- and long-term targets (i.e. to 2025,
to 2030 and the ambition to reduce greenhouse
gas emissions by 2050).

It has also carried out a number of other activities
relating to the green transition that will enable the
Bank to make an adequate transition to sustainable
financing.

POLICIES IN 2023

SID Bank’s operations in 2023 will pursue two central
objectives: making preparations to enhance the Bank’s
ability to react swiftly and comprehensively in the
event of a deterioration in liquidity; and consolidating
the foundations for long-term success in achieving the
mandate objectives while ensuring high-quality risk
and bank management. During the drafting of the
strategy, key topics that will affect SID Bank’s future
operations were addressed, and the opportunities
and challenges that those topics bring to the Bank's
operations were defined.

The SID Bank development strategy sets out the key
policies for the Bank via core guiding principles for the
three basic aspects:

* addressing the Bank’s mandate: the Bank will
ensure parallel developmental and counter-cyclical
operations;

* addressing the approach to customers: the Bank will
place the customer at the heart of its thinking and
operations;

* addressing management of the Bank: the business
model structure must ensure operations that are
sustainable over the long term and that have
business outcomes that are (cumulatively) positive
throughout the whole economic cycle.

Through these policies, SID Bank will build up its long-
term sustainable business model, which is mainly
focused on the implementation of financing programmes
with major multiplier effects for the economy and
sustainable development. With the aim of realising SID
Bank’s vision of strategic success, enhancements to the
following areas and the implementation of the following
key strategic activities have been identified for the
coming medium-term period:
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1. effective organisation;

2. products, programmes and schemes for counter-
cyclical operations;

3. development of products and partnerships with
commercial banks to fill out the range of products
available;

4. upgrading of operational capacities;

5. the overhaul of IT management;

6. the management of funding and the breaking up of
product groups and the Bank’s results;

/. cost management and the optimisation of Bank
operations (waste management);

8. inclusion in the next EU multiannual financial
framework, the renewal of funds from the previous
perspective and the strengthening of financial
engineering measures;

9. the establishment of development partnerships with
key stakeholders;

10.5ID Bank's green strategy.

The bank has specified strategic control indicators

for continuously monitoring the success of a strategy.
The established indicators cover all three strategic
aspects: fulfilment of the mandate objectives, the
achievement of customer-related targets and the

area of bank operations. By consistently achieving the
target values of the defined indicators, SID Bank will
be able to meets its mandate objectives in the future,
which is likely to be a very demanding period from the
macroeconomic standpoint. In so doing, SID Bank will
continue to enhance its activities in the monitoring and
management of environmental risks.
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Macroeconomic Environment,

in 2022°

INTERNATIONAL ENVIRONMENT

After the global economy recorded high growth of
6.2% in 2021, driven by the economic recovery after
the first Covid-19 shock, last year saw new, partly
related shocks (the Russian attack on Ukraine, the
associated energy crisis, high inflation and the resulting
tightening of monetary policy, weak economic growth
in Ching, etc.). Consequently the economic growth
slowed to 3.4%, while the macroeconomic situation
was dominated by high inflation of a type that the
world has not been accustomed to in recent decades.

The scale of the disruptions to supply chains diminished
over the course of the year, and the costs of shipping
and other transportation of goods fell sharply after
reaching extremely high levels in 2021 (the FBX Globall
Container Index fell by 75% in 2022), in the second
half of the year partly as a result of tighter monetary
policy and falling consumer purchasing power, which
are driving down global demand. Conversely the
Russian attack on Ukraine had a major impact on
energy markets, and also partly on food markets. The
global macroeconomic situation at the end of the year
suggests a further decline in economic growth this
year, with additional risks amid the potential stubborn
persistence of high inflation, pronounced difficulties
from the increasing borrowing and debt servicing
costs caused by rising interest rates, and a further
deterioration in the geopolitical situation (Ukraine,

China). The pace of the reopening of the Chinese
economy is also expected to have a significant impact
on the global economic situation.

Economic growth in developing countries was less than
half of that in the previous year averaged at just 3.9%.
It was above all in China that economic growth fell
most short of expectations, having been curtailed by
the zero-covid policy in place until the final weeks of
the year. lts eventual rate of 3% saw China outpaced
by global economic growth for the first time in more
than four decades. China abandoned the zero-covid
policy at the turn of the year, but the low vaccination
rate and extremely low infection rate mean that the
initial return to business as usual in the economy is
being hindered by a wave of cases. The health crisis
and the problems in the real estate market, which are
not yet entirely resolved, are hindering the smooth
rebooting of the economy, and the expectation is
therefore that economic growth this year will remain
below its pre-pandemic levels. China’s difficulties are a
factor in the high economic growth in India, whose rate
of 6.8% meant that its decline relative to the previous
year was smaller than other countries in the region.

Of the major economies, only Russia experienced

a contraction in 2022, and that in the amount of

just 2.2%, despite extensive international sanctions.
Economic growth in developing countries is facing new
challenges, with demand being hit by multiple adverse
factors. The impact of pent-up demand from the time
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of the Covid-19 crisis has waned, and the rise in the
cost of living is particularly pronounced in developing
countries, while export demand from Europe and the
USA is weakening at the same time. Rising borrowing
and debt servicing costs are increasing the chances
that certain countries will be unable to bear this burden
and will require extensive restructuring, which might

be more complicated than in the past because of the
greater diversity of lenders.

Economic growth in advanced economies began to
weaken amid high inflation, and averaged 2.7% over
the year (2021: 5.4%), with rates of just 1.4% in Japan
(2021: 2.1%), and 2% in the USA (2021: 5.9%). Given
the many challenges, this is indicative of considerable
resilience to shocks in many economies, although the
effects of rising interest rates (in the USA the Fed raised
its interest rates fully seven times in 2022 by a total of
4.25 percentage points) will only gradually come to
expression, and economic growth will also be held
back by the behaviour of consumers, who in light of the
higher interest rates, the real decline in incomes, and
the decline in net worth have reduced their spending.

Amid an extreme energy price shock - particularly
in gas and electricity prices - following the Russian
attack on Ukraine, the euro area faced the threat of
a significant contraction in economic activity in 2022.
For example, electricity prices on European futures
markets temporarily rose by 1,500% or even more.

5 Data from publicly accessible publications of the SORS, Bank of Slovenia, the IMAD, the European Commission, the World Bank, the ECB, the BIS and the IMF released up to the publication of this annual report.
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The agility of businesses and the fact that many had
fixed their electricity prices in advance at significantly
lower levels ensured relative success in dealing with
the initial effects of this adverse shock. The mild first
half of the winter greatly helped in the retention of
sufficient quantities of gas in storage, which was a
major factor in the significant fall in energy prices,
particularly gas and electricity. Despite the realisation
of certain risks and a slowdown in economic growth,
which stood at 3.5% in 2022, the labour market in the
euro area remained robust throughout, unemployment
hitting a record low in October. The adverse factors
are gradually building up, with companies subject to
extensive cost pressures, as a result of persistently high
(albeit to a lesser degree) energy prices, and also as a
result of rising financing costs and upward pressure on
wages. Meanwhile consumer purchasing power in the
euro area is also being curtailed by the deterioration
in the terms of trade caused by growth in import prices
outpacing growth in export prices.

Although the very high inflation of 9.2% was driven
primarily by changes in supply rather than demand,
the ECB could not react in any other way, and followed
the Fed in raising interest rates. Thus the ECB's key
rates at the end of the year stood at 2.5% for main
refinancing operations, 2.75% for the marginal lending
facility, and 2% for the deposit facility. The euro area
budget balance improved in 2022 relative 2021, but
remained significantly in deficit in the amount of 3.5%
of GDP (2021: deficit of 5.1% of GDP), while similarly
public debt in the euro area declined in 2022, but
remained above 90% of GDP.

The high inflation, the tightening monetary policy, and
the threat of recession drove down stock markets in
the majority of advanced economies in 2022 (the Dow
Jones was down 9%, the S&P 500 20%, the Nasdaq

33%, the DAX30 12%, and the Nikkei 11%). Ljubljana’s
SBITOP was not spared, and fell 17%. The changes in
monetary policy and the reduction in liquidity also had
an impact on crypto markets, which saw large falls.

Real estate markets were still seeing significant

growth at the beginning of the year, but this began

to slow in the second half of the year. Growth in real
estate prices in the euro area in 2022 did not reach
the heights of the previous year, and the worsening
financing conditions point to a further cooling on

real estate markets. Government bond yields rose

in 2022: by the end of the year they stood at 2.56%
on German 10-year bonds, and 3.74% on Slovenian
10-year bonds, the highest figure since 2014. The euro
fell significantly against the dollar over the first three
quarters of 2022 (from a high of USD 1.1464 on

4 February to a low of USD 0.9565 on 28 September),
before rising to slightly above parity in the final quarter.

SLOVENIAN ECONOMY

Slovenia’s economy grew by 5.4% in 2022 (5.7%
seasonally adjusted) and thus outpaced the euro areq,
with pronounced year-on-year growth in the first half of
the year, driven by high growth in private consumption.
Economic growth was also driven by gross investment,
which was up fully 12.4% in 2022. Gross fixed capital
formation was up in year-on-year terms throughout the
year, although with a gradual decline in the rates of

growth. Government consumption recorded growth of
0.9%.

The first half of the year saw industrial production at
an extremely high tempo. Companies in industry had
been consistently reporting a higher pace of output
since September 2020, but it began to slow in the

second half of 2022, slipping below its pre-pandemic
level for the first time in August. Record levels of
capacity utilisation and assured production were also
achieved. The previous sustained high growth in order
book levels came to an end in the third quarter, and the
final quarter saw a significant decline. Manufacturing
output rose by 4.1% in 2022, but aggregate industrial
production was up just 1.7% on the previous year,
primarily as a result of a decline of fully 26.4% in the
electricity supply sector. The amount of construction put
in place in 2022 was up 33.9% on the previous year.

Despite the weak outlook, the labour market

remained extremely robust amid booming output, and
unemployment remained extremely low at around 4%,
as the workforce in employment increased over the
year. Unemployment reached a record low, well below
even the level reached at the peak in employment

just before the outbreak of the global financial crisis.
Amid high inflation of fully 10.3%, rising wages did not
manage to preserve consumer purchasing power. The
average net wage was up 3.8% on the previous year
in nominal terms, but down 4.6% in real terms. All the
(nominal) growth was driven by the private sector: the
average wage in the public sector in 2022 was down
on the previous year, primarily as a result of the expiry
of various bonus payments from the pandemic period.

The current account saw a reversal in 2022, the surplus
of EUR 2 billion in 2021 evolving into a deficit of EUR
450 million as a result of changes in merchandise
trade (services trade recorded a surplus). Growth in
exports (6.5%) was outpaced by growth in imports
(9.8%), with EU Member States accounting for 76.2%
of the exports. The export sector faced falling orders

in the second half of the year, although the previously
very high imported inflationary pressures began to
ease slightly at the same time.
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The deficit of the general government sector in 2022
amounted to 3.9% of GDP, while gross government
debt declined slowly (as a ratio to GDP) over the
course of the year and amounted to 69.9% of

GDP at the end of the year. Fiscal policy remained
relatively expansive in 2022. The spread of Slovenian
government bond yields over the German benchmark
widened, but remained close to 1 percentage point.

BANKING ENVIRONMENT

The main feature of the banking market in 2022 was
the reaction of central banks to high inflation. The rate
in the euro area hit its highest level since the beginning
of the Eurostat figures in 1997, and the ECB stopped
labelling the inflation as transitory, and described it

as persistent in its statements in the second half of the
year. The ECB thus began to raise interest rates. The
first rise of 50 basis points in July took interest rates out
of negative territory (it was the first interest rate hike
since July 2011), and three more rises followed, the

first two in the amount of 75 basis points each, and

the third in December of 50 basis points. During the
first interest rate hike, the ECB brought an end to its
forward guidance on the grounds of high uncertainty,
and switched over to a meeting-by-meeting approach.
July saw an end to the net purchases under the APP
(the PEPP having ended purchases in March). With
reinvestment flexibility under the PEPP expected to

be maintained until 2024, an additional instrument

to protect the transmission of monetary policy (the

TPI) was announced with the aim of preventing
excessive fragmentation of euro area government
bond yields. It is a preventive instrument, with bond
purchases conditional on compliance with the EU fiscal
framework and the absence of severe macroeconomic
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imbalances. In October the ECB recalibrated its
lending to banks within the framework of the TLTRO Il
(the benefits of negative interest rates were abolished)
with the aim of increasing the pace of transmission

of other measures. In Slovenia the Bank of Slovenia
minimally eased its macroprudential restrictions

on consumer lending in July, stipulating that credit
agreements for residential real estate fully backed

by government guarantee would be exempted from
the restrictions on household lending. Just before

the end of the year the Bank of Slovenia raised its
countercyclical capital buffer from zero to 0.5% of risk-
weighted exposure amounts in the domestic economy.

Similar to elsewhere in the euro areq, Slovenia saw

a rise in financing costs for companies in the second
half of the year. Interest rates on loans to non-financial
corporations with a maturity of more than 5 years
rose to over 4.5% towards the end of 2022, while
deposit rates saw barely any increase and thus remain
among the lowest in the euro area. Lending to the
non-banking sector increased by 10% in 2022, as
growth in corporate loans (12.8%) outpaced growth
in household loans (7.8%). The latter was driven
almost entirely by real estate loans (9.9%), consumer
loans having remained at a broadly similar level to
the beginning of the year (up 0.9%). Household and
corporate deposits increased significantly in 2022

(by 7.6% and 7.9% respectively). The rise was driven
primarily by sight deposits, which is no surprise given
the absence of any rises in interest rates on fixed-term
deposits, even though inflation means that deposits are
falling in value in real terms. The Slovenian banking
system'’s balance sheet total amounted to EUR 50.6
billion at the end of the year, up 4.9% on the end of
2021.

There was an end to the trend of decline in the share
of the bank portfolio accounted for by loans to non-
financial corporations: it reached 20.7% (end of 2021:
19.2%), still significantly less than the share accounted
for by household loans (almost 24%). This means

that lending to businesses still remains at very low
levels, and well below the euro area average. The
financing conditions remained almost unchanged and
thus extremely favourable in the first half of the year,
but slowly worsened in the second half of the year.
According to the survey on the access to finance of
enterprises (SAFE), by the end of the year companies
were assessing that their access to external sources

of finance had worsened significantly. Although the
aggregate figures do not show any increased rationing
of bank loans, growth in loans to non-financial
corporations began to slow in the final quarter (the
year-on-year rates of growth have been falling ever
since September).

Despite increases in macroeconomic risk, interest rate
risk, credit risk and income risk, the NPE ratio remained
extremely low, and returned to its previous low of 1.1%
in December (1.8% in the non-financial corporations
portfolio, with accommodation and food service
activities being the main upward outlier, with an NPE
ratio of fully 15%). The reclassification of exposures to
Stage 2 increased at the end of the year, but the trend
is behind the pace in the euro area overall. Liquidity
in the banking system remained extremely high, and
the LCR is above the euro area average. Capital
adequacy in the Slovenian banking system remained
good: the CET1 ratio is comparable to the euro area
average.

SID Bank accounted for 5.5% of the balance sheet
total of the entire Slovenian banking system at the end
of 2022, down slightly on the previous year (5.9%).
This is mostly in keeping with the mandate of a
development bank, which requires SID Bank to operate
in gaps in the financial market, including cyclical gaps,
which meant that it strongly increased its volume of
business following the outbreak of the pandemic,
before ending the increase in volume during the period
of good liquidity in the banking system. It should also
be emphasised that Slovenia and the wider European
economy were able to emerge from the crisis in very
good shape overall, thanks to measures to strengthen
the economy and to promote resilience, which meant
that SID Bank was not required to intervene to a

great extent. A renewed increase in business can be
expected in the event of a deterioration in liquidity
and increased rationing of corporate loans by the
remainder of the Slovenian banking system in the
wake of any downturn in the macroeconomic situation
(an increase in countercyclical financing).

IMPACT ON PERFORMANCE FROM THE
EXTERNAL ENVIRONMENT

The liquidity of the Slovenian banking system remained
at a very high level in 2022, with the LTD ratio (the ratio
of loans to non-bank customers to deposits by non-
bank customers) fluctuating throughout around 70%,
which means that Slovenian banks were able to fund
their lending activity in its entirety without relying of on
other (non-deposit) funding. The financing conditions
were highly favourable in the first half of the year, but
began to slowly deteriorate towards the end of the
year. SID Bank continued to reduce its operations via
banks over the course of the year.
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At the same time the sudden realisation of geopolitical
risks with the Russian attack on Ukraine demanded an
immediate response from SID Bank: it notified a state
aid scheme under the Temporary Crisis Framework for
State Aid measures to support the economy following
the aggression against Ukraine by Russia to mitigate
the adverse impact on corporate performance, and at
the same time it extended the programme of financing
for working capital and investment for companies of
all sizes with the option of a 70% unlimited portfolio
guarantee from the Pan-European Guarantee Fund
until the end of the year, thus enabling companies

to obtain credit at a lower interest rate without any
additional collateral requirements. This resulted in a
further increase in the share of the balance sheet total
accounted for by loans to non-bank customers.

The consequences of the realisation of geopolitical
risks and the related energy crisis had a significant
impact on the narrower segment of companies with
whom SID Bank pursued its intervention role. The
remainder of its work focused on the development role,
where the majority of funding was earmarked for the
development of a competitive economy, while it also
made it easier for local government and the public
sector to access debt financing under favourable
terms via the new Public Sector 1 programme. Here
SID Bank worked with the EIF in March to reduce the
gap in equity financing for companies by expanding
the Slovenian Equity Growth Investment Programme,
and in December drew down the fourth and final
tranche of European cohesion funding for the Fl
2014-2020 Fund of Funds. The overall impact of the
external environment on SID Bank was therefore that
its operations remained similar to the previous year in
scale, but adjusted to the situation in terms of structure.
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Overview of Financial Performance

FINANCIAL POSITION OF SID BANK

Balance sheet total

SID Bank’s balance sheet total stood at EUR 2,799,708
thousand at the end of 2022, down 1.2% or EUR
34,324 thousand on the end of the previous year.

Changes in assets in 2022 (EuR million)

-42.0 -205.8 +195.5 +17.9
I

2,834.0 2,799.7

31 Dec 2021 Loans Securities Cash Other 31 Dec 2022
balances assets

Changes in liabilities in 2022 (Eur miliion)

+10.2 -15.0 -40.9 +11.3

2,834.0 2,799.7

31Dec 2021  Deposits and Issued Shareholder Other 31 Dec 2022
loans securities equity liabilities
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Assets Investments in securities amounted to EUR 631,236

thousand at the end of 2022 (2021: EUR 837,005 Structure of total assets
Loans and advances to non-bank customers thousand). Debt securities accounted for 92% of the
accounted for the largest share (49.4%) of total holdings, their stock standing at EUR 578,411 thousand oo o Loams ond
assets at the end of 2022, having increased by at the end of the year (2021: EUR 796,197 thousand). advc:nces o od\g:ncss o Inves‘rmints in  Cash gnTj cash Other
15.2% over the course of the year. They amounted ceemern e s sauivelents pesets
to EUR 1,382,527 thousand at the end of 2022 (2021: Debt securities are discussed in detail in the section 49.4%
EUR 1,199,698 thousand). Slovenian non-financial entitled Liquid assets, and in section 3 of the financial
corporations accounted for the largest proportion of report, Risk management.
this figure (83%), followed by loans to the government
sector (primarily loans to local government) with 15%, Investments in equities relate to investments that the
while the remainder was accounted for by loans Bank pursues within the framework of the Slovene S o
to other financial institutions, loans to foreign non- Equity Growth Investment Programme in the amount e
financial corporations and loans to sole traders. of EUR 25,361 thousand (2021: EUR 19,885 thousand), M 310cc2021 M 31Dec 2022

investments in the Three Seas Initiative investment fund
in the amount of EUR 12,285 thousand (2021: EUR 8,421

15 80/0 thousand) and the Bank’s holding in the European
hin ’ dad Investment Fund in the amount of EUR 15,179 thousand Amount Index Breakdown
£y i i o0k 10101 EICloR11Ines 10 (2021: EUR 12,502 thousand).
non-bank customers EUR thousand 31 Dec 2022 31 Dec 2021 2022/2021 31 Dec 2022 31 Dec 2021
The equity financing programme is described in the Loans and advances to non-bank . 1199 608 e o s o
Loans and advances to banks, which include loans section entitled Financing. customers R O ' e =
and depOSItS' amounted to EUR 343'990 thousand at . . 0 Loans and advances to banks 343,990 568,769 60.5 12.3% 20.1%
the end of the year, down 39.5% on the end of 2021. Investments in securities accounted for 22.5% of the
The proportion of the Bank's total assets that they Bank’s total assets at the end of 2022 (2021: 29.5%). Investments in securities 631,236 837,005 75.4 22.5% 29.5%
account for declined to 12.3% (2021 20'10/0)' Loans SID Bank held EUR 413.628 thousand in balances Cash and cash equivalents 413,628 218,126 189.6 14.8% 7.7%
to Slovenian banks, which as financial intermediaries ¢th ral bank c,i . ol banks at th
. . L at the central bank and at commercial banks at the 0
mediate development funds to final beneficiaries, , Other assets 28,327 10,434 2715 1.0% 0.4%
0 : end of 2022, up 89.6% on the previous year. The
accounted for 84% of loans and advances (excluding . , Total assets 2,799,708 2,834,032 98.8 100.0% 100.0%
deposits) to banks at the end of the year (2021: 87%] proportion of the Bank’s total assets that they account
P : 4 . ' for increased from 7.7% at the end of 2021 to 14.8%
while loans to foreign banks for export credits for ,
. : - at the end of 2022. The cash holdings of loan funds
Slovenian companies accounted for the remaining o , . . . . . .
16% account for 60% of cash and cash equivalents. * property, plant and equipment and intangible * other financial assets in the amount of EUR 3,043
assets in the amount of EUR 4,902 thousand (2021: thousand (2021: EUR 2,601 thousand); and

Loans are discussed in detail in the section entitled Other assets in the amount of EUR 28,327 thousand EUR 5,056 thousand); e other assets in the amount of EUR 538 thousand

Financing. comprised: * hedging derivatives in the amount of EUR 3,415 (2021: EUR 1,114 thousand).

* corporate income tax assets in the amount of EUR thousand (2021: EUR O);

16,429 thousand (2021: EUR 1,663 thousand);
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Equity and liabilities

SID Bank’s equity and liabilities comprised liabilities
in the amount of EUR 2,348,839 thousand and
shareholder equity in the amount of EUR 450,869
thousand at the end of 2022. Liabilities accounted
for 83.9% of total equity and liabilities (2021: 82.6%),
while shareholder equity accounted for 16.1% (2021:
17.4%).

Liabilities were up EUR 6,573 thousand on the previous
year. The largest increase was in financial liabilities to
non-bank customers (EUR 47,429 thousand), while
financial liabilities to banks and central banks declined
by EUR 37,184 thousand and liabilities for issued
securities by EUR 15,014 thousand. Other liabilities
increased by EUR 11,342 thousand, primarily as a result
of an increase in hedging derivatives (by EUR 13,925
thousand).

Liabilities to non-bank customers amounted to EUR
1,034,941 thousand at the end of 2022, up 4.8% on the
end of the previous year, and accounted for the largest
share of total equity and liabilities (37.0%). The largest
increase was in liabilities to the MEDT, which relate to
liabilities from the operation of loan funds and funds of
funds, and lending from development institutions.

Liabilities to banks and the central bank amounted to
EUR 630,675 thousand at the end of 2022 (2021: EUR
667,859 thousand), having declined by EUR 37,184
thousand over the year. The proportion of total equity
and liabilities that they account for declined from
23.6% to 22.5% at the end of 2022. The main decline
was in liabilities to the European Investment Bank.

Liabilities from issued securities amounted to EUR
660,465 thousand at the end of 2022 (2021: EUR
675,479 thousand), and accounted for 23.6% of total
equity and liabilities (2021: 23.8%).

For more information on the funding side of the
balance sheet, see the section entitled Funding.

Other liabilities in the total amount of EUR 22,758
thousand comprised:

* hedging derivatives in the amount of EUR 15,849
thousand (2021: EUR 1,924 thousand);

* provisions in the amount of EUR 2,408 thousand
(2021: EUR 2,647 thousand), which relate to
provisions for off-balance-sheet liabilities arising
fromn guarantees and approved undrawn credit
facilities (EUR 610 thousand) and provisions for
liabilities to employees (EUR 1,798 thousand);

e other financial liabilities in the amount of EUR 3,009

thousand (2021: EUR 1,947 thousand); and

other liabilities in the amount of EUR 1,492 thousand

(2021: EUR 1,404 thousand).

SID Bank’s shareholder equity amounted to EUR
450,869 thousand at the end of 2022, down EUR
40,897 thousand or 8.3% on the previous year.
Accumulated other comprehensive income was down
EUR 49,148 thousand on the previous year, as a result
of the rise in market interest rates and the related
decline in the fair value of debt securities measured at
fair value through other comprehensive income. Profit
reserves were up EUR 15,746 thousand, while retained
earnings, including profit from the current financial
year, were down EUR 7,495 thousand.

©
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Structure of total equity and liabilities

Financial Financial
liabilities to liabilities to Shareholder
banks and the customers Debt securities equity
central bank
37.0%
34.8%

23.6% 2259, 23.8% 23.6%

B 310ec 2021 M 31 Dec 2022

®

Other liabilities

0.4% 0.8%

Amount Index Breakdown

EUR thousand 31 Dec 2022 31 Dec 2021 2022/2021 31 Dec 2022 31 Dec 2021
Financial liabilities to banks and 630,675 667,859 04 4 99 50 23.6%
central bank
Financial liabilities to

1,034,941 987,512 104.8 37.0% 34.8%
non-bank customers
Debt securities 660,465 675,479 97.8 23.6% 23.8%
Shareholder equity 450,869 491,766 91.7 16.1% 17.4%
Other liabilities 22,758 1,416 199.4 0.8% 0.4%
Total equity and liabilities 2,799,708 2,834,032 98.8 100.0% 100.0%
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SID BANK'S FINANCIAL RESULTS

SID Bank generated a pre-tax profit of EUR 10,053
thousand in 2022, which was reflected in a return on
equity of 2.2% (2021: 6.1%).

Pre-tax profit:

EUR 10 million

Pre-tax profit was down by EUR 19,433 thousand on
2021, while net profit for the financial year amounted to

EUR 8,251 thousand, a decline of EUR 15,779 thousand
relative to the previous year.

The decline in profit was primarily attributable to one-
off effects in 2021 in connection with the repayment of
loans and advances measured at fair value through
profit or loss, and a decline in net income from the
reversal of loan impairments.

Net interest

The Bank generated net interest in the amount of EUR
24,214 thousand in 2022, down EUR 3,792 thousand
or 13.5% on 2021. Interest income amounted to EUR
33,188 thousand (2021: EUR 33,177 thousand), while
interest expenses amounted to EUR 8,974 thousand
(2021: EUR 5,171 thousand).

The decline in net interest was primarily attributable

to a rise in interest expenses for borrowings via loans,
driven by a rise in market interest rates. Interest income
was at a similar level to 2021, when interest income
had also been impacted by one-off effects from the
early repayment of loans mandatorily at fair value
(EUR 1,823 thousand).

Net interest accounted for 91.2% of the Bank'’s total
net income (2021: 83.0%). The Bank recorded a

net interest margin of 0.9% in 2022 (2021: 1.0%),
comparable to the interest margin in 2021 excluding
extraordinary income.

Non-interest income

Net non-interest income amounted to EUR 2,336
thousand in 2022, down EUR 3,382 thousand on the
previous year (2021: EUR 5,718 thousand).

The decline was primarily attributable to a decline in
net gains on non-trading financial assets mandatorily
at fair value through profit or loss, which amounted

to EUR 1,807 thousand (2021: EUR 13,335 thousand).
The largest decline of any component was in net gains
on loans and advances (by EUR 9,403 thousand),
primarily as a result of one-off effects from the early
repayment of loans in 2021, but there was also a
decline in net gains on equity financing (by EUR 2,125
thousand).

Net losses on financial assets and liabilities not
measured at fair value through profit or loss declined
by EUR 5,298 thousand to amount to EUR 6,330
thousand (2021: EUR 1,628 thousand). The decline was
driven by a decline in net losses in financial liabilities
measured at amortised cost to EUR 6,753 thousand
(2021: EUR 12,521 thousand), as a result of the positive
result recorded by the loan funds. Under the contract
each positive financial result increases SID Bank’s
liabilities to the MEDT. Net gains on financial assets
measured at fair value through other comprehensive
income, which relate to the effects of the purchase
and sale of securities, amounted to
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EUR 222 thousand (2021: EUR 861 thousand),
while other net gains on financial liabilities measured

at amortised cost amounted to EUR 201 thousand
(2021: EUR 32 thousand).
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Net fees and commission amounted to EUR 242
thousand in 2022 (2021: EUR 1,544 thousand). The
most notable decline was in fee and commission
income on loans granted (by EUR 1,158 thousand),
which amounted to EUR 625 thousand (2021: EUR
1,783 thousand).

The Bank received dividends in the amount of EUR 678
thousand in 2022 (2021: EUR 446 thousand).

Expenses from changes in fair value in hedge
accounting amounted to EUR 138 thousand (2021: EUR
36 thousand).

The maijority of other net operating income in the
amount of EUR 6,236 thousand relates to income from
activities under Republic of Slovenia authorisation in
the amount of EUR 4,733 thousand (2021: EUR 2,572
thousand). The increase in the latter was driven by
contracts concluded in 2022 for guarantee schemes
under the emergency laws (the ZIUZEOP and the
ZDLGPE), by the implementation of the housing
guarantee scheme for young people (the ZSJSM),
and by an increase in income for implementation

of the funds of funds under Republic of Slovenia
authorisation. There was also an increase in

income as a financial intermediary from the fee for
implementation of the funds of funds, which amounted
to EUR 1,404 thousand (2021: EUR 744 thousand),
while other net operating income declined to EUR 99
thousand (2021: EUR 166 thousand).

Net losses from changes in repayment terms of
financial assets measured at amortised cost amounted
to EUR 171 thousand (2021: EUR 1,399 thousand), while
net exchange rate differences amounted to a gain of
EUR 12 thousand (2021: loss of EUR 31 thousand).

The Bank’s financial intermediation margin stood at
1.0% in 2022 (2021: 1.2%). The decline in the margin
was attributable to one-off effects in 2021.

Operating costs

The Bank’s operating costs amounted to EUR 21,678
thousand in 2022, up 5.4% on 2021. There was an
increase in labour costs, driven largely by the inclusion
of the performance bonuses for 2022 under the costs
for that year. Other costs were down 4.0%, driven by a
decline in costs of services.

Administrative costs amounted to EUR 20,694
thousand, of which labour costs accounted for EUR
15,924 thousand (2021: EUR 14,567 thousand), costs
of services for EUR 4,209 thousand (2021: EUR 4,438
thousand), costs of material for EUR 199 thousand
(2021: EUR 177 thousand), and costs of taxes and
membership fees for EUR 362 thousand (2021: EUR
395 thousand). Amortisation and depreciation
amounted to EUR 984 thousand (2021: EUR 986
thousand).

The CIR stood at 81.6% in 2022 (2021: 61.0%). The
CIR, comparable to the banking system overall and
adjusted to reflect the operations relating to the loan
funds (only management fees are taken into account),
as well as impairments, provisions, and interest on
loans by the funds of funds for operations relating to
ECP funds, stood at 67.5% (2021: 45.5%). The rise in
the CIR compared with 2021 is primarily attributable to
the one-off effects of the early repayment of loans in
2021.

©
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Amount
EUR thousand 2022 2021 Index 2022/2021
Net interest 24,214 28,006 86.5
Net non-interest income 2,336 5,718 40.9
Operating costs (21,678) (20,563) 105.4
Impairments and provisions 5,181 16,325 31.7
Profit from ordinary operations 10,053 29,486 34.1
Corporate income tax (1,802) (5,456) 33.0
Net profit for the financial year 8,251 24,030 34.3

Impairments and provisions

The overall improvement in the credit ratings of
performing debtors (the impact of favourable
corporate performance in 2021) and new
macroeconomic scenarios saw the Bank realise

net income from the reversal of impairments and
provisions of EUR 5,181 thousand in 2022 (2021: EUR
16,325 thousand).

Net income from the reversal of impairments
amounted to EUR 4,972 thousand (2021: EUR 14,353
thousand), of which EUR 4,692 thousand was from
loans measured at amortised cost, and EUR 274
thousand was from secuirities.

Net income from the reversal of provisions amounted
to EUR 209 thousand (2021: EUR 1,972 thousand), of
which EUR 398 thousand was from undrawn loans
(2021: EUR 1,994 thousand), and EUR 82 thousand
from guarantees (2021: EUR 107 thousand). Net
expenses for provisions for pensions and jubilee
benefits amounted to EUR 271 thousand (2021: EUR 129
thousand).
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Committed to
sustainable partnerships

Pipistrel d.o.o.

Ivo Boscarol

FOUNDER AND MANAGING
DIRECTOR OF THE PIPISTREL
GROUP

“At SID Bank we have found a partner
that understands that aviation is a
specific industry with distinct fluctuations
in income, along with extensive funding
needs for development and product
certification. They ensure fast processing
without any drawn-out coordination
and impossible conditions, and they
make possible long-term business and
significant social security for all our
employees.”

Petrol d.d.
Rosana Skolaris

DIRECTOR OF
TREASURY OPERATIONS

“SID-Bank has been our partner for a
number of years, because they offer

us high-quality services and enable us
to cover occasional fluctuations and
increased requirements for outflows, and
they cooperate in our policy of investing
in development and sustainability-
oriented projects.”

Eles d.o.o.
Darko Kramar

ASSISTANT DIRECTOR OF
OPERATIONS

“At ELES we are all about collaboration.
We establish partnerships and enhance
them in terms of business, research

and innovation. In the years of our
cooperation, SID Bank and its team

of outstanding experts have shown

that they understand the weight and
importance of ELES projects.”

RIKO d.o.o.
Janez Skrabec

MANAGING
DIRECTOR

“At Riko we recognise SID Bank as our
strategic partner. Through its banking
products and services we are more
effectively and successfully fulfilling
our ambitions and presence in foreign
markets. With SID Bank products

we can prepare for our customers a
comprehensive range, from technical
solutions to project financing, and in
this way we can provide for the closed
financial construction of a project, and
at the same time ease up the entire
process for the customer.”

Jezersek d.o.o.

Martin Jezersek

MANAGING
DIRECTOR

“The company JezerSek Catering
chose SID Bank due to the possibility
of obtaining specific-purpose loans
and good terms, which were vital for
maintaining company liquidity during
the COVID crisis. Understanding the
situation and the responsiveness of
partners in given situations is vitally
important for the success and operation
of the company, where the choice of
SID Bank has proven to be the right
decision.”
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Overview of Performance
by Segment

FUNDING AND LIQUIDITY

Structure of financial liabilities

Funding

) ) Loans and Loans and
SID Bank secures funding on the domestic and deposits from deposits from Issued
. . i . . banks and customers securities
international financial markets backed by a Slovenian central banks
government guarantee. In the process of securing
funding it pursues the adequate diversification, primarily oy A45%

in terms of the type and geographic diversity of the
investors and the class of financial instruments, which
provides it with stable access to mostly long-term funding.
Accordingly, SID Bank again worked actively with banks
and other institutional investors in the domestic and
international environment in 2022. Given its sufficient
liquidity, and the long-term structure of its funding,

SID Bank did not undertake additional borrowing on
domestic or international capital markets in 2022.

To create added value for target groups of final
beneficiaries, and to improve their access to favourable
long-term financing, SID Bank also includes in its

credit lines and programmes long-term purpose-
specific funding received from development institutions
European Investment Bank (EIB), Council of Europe
Development Bank (CEB) and Kreditanstalt fir
Wiederaufbau (KfW), and from the Ministry of

the Economy, Tourism and Sport (METS)6 and the
Ministry of Infrastructure (Mol). SID Bank drew down
EUR 40 million in purpose-specific funding from
development institutions in 2022 (EUR 20 million from
the EIB, and EUR 20 million from the CEB). SID Bank
signed a new contract on long-term borrowing in the
amount of EUR 50 million with the CEB for financing

28.7% 271%

29.0% 28.4%

B 310ec 2021 M 31 Dec 2022

infrastructure projects of local government and public
funds. It also drew down EUR 36.5 million of purpose-
specific funding from the MEDT in 2022 for the direct
implementation of existing financial instruments of the
fund of funds.

The stock of financial liabilities measured at amortised
cost amounted to EUR 2,329,090 thousand at the end
of 2022 (2021: EUR 2,332,797 thousand). Loans and
deposits by banks and central banks amounted to
EUR 630,675 thousand (2021: EUR 667,859 thousand),
loans and deposits by non-bank customers to EUR
1,034,941 thousand (2021: EUR 987,512 thousand) and
debt securities to EUR 660,465 thousand (2021: EUR
675,479 thousand). In terms of residual maturity the
financial liabilities are primarily non-current: around
20% of these have a residual maturity of up to 12

¢ The MEDT was reorganised in January 2023, and renamed the Ministry of the Economy, Tourism and Sport.

months, around 45% a residual maturity of 12 months
to 5 years, and around 35% a residual maturity of
more than 5 years.

In 2023 SID Bank is planning to strengthen its
cooperation with banks and other institutional investors,
and also to undertake new long-term borrowing on
the international capital markets depending on the
suitability of the market conditions. In addition, SID
Bank will draw down long-term dedicated funding
from development institutions for the purposes of
financing infrastructure projects by local government
and public funds. Under the Act Determining the Aid
to the Economy to Mitigate the Impact of the Energy
Crisis (ZPGOPEK), SID Bank will draw down new long-
term funding at the METS during the activation of the
loan funds for increasing liquidity in the economy.



Annual Report of SID Bank 2022 | BUSINESS REPORT

Liquid assets

The conditions for managing liquid assets were
challenging in 2022, primarily on account of the
volatility on the financial markets in connection with the
war in Ukraine, the high inflationary pressures, and the
rising pace of the move away from accommodative
monetary policy. The rise in market interest rates and
credit spreads resulted in a negative revaluation of

the portfolio of debt securities measured at fair value
through other comprehensive income. At the same
time the improved terms for remuneration of balances
at the central bank and for reinvestments in debt
securities had a favourable impact on interest income.

SID Bank maintained an appropriate level, quality
and structure of liquid assets in 2022 for covering its
expected and unexpected liquidity outflows, and for
ensuring business continuity in challenging conditions.
The structure of liquid assets shifted in 2022 following
an increase in balances at the central bank, and

a decline in holdings of debt securities and bank
deposits. With the aim of reducing the volatility of other
comprehensive income, there was an increase in the
share of the portfolio accounted for by debt securities
measured at amortised cost.

Liquid assets amounted to EUR 1,026,332 thousand
at the end of 2022 (2021: EUR 1,090,765 thousand).
The largest component of liquid assets at the end of
2022 was holdings of debt securities in the amount of

EUR 578,411 thousand (2021: EUR 796,197 thousand),
of which EUR 507,271 thousand or 87.7% comprised
debt securities measured at fair value through other
comprehensive income and EUR 71,140 thousand

or 12.3% comprised debt securities measured at
amortised cost. Balances at the central bank and sight
deposits at banks amounted to EUR 413,628 thousand
(2021: EUR 218,126 thousand), while other bank
deposits amounted to EUR 34,293 thousand (2021:
EUR 76,442 thousand). The Bank’s liquid assets at the
end of 2022 included liquid assets in the account of the
loan funds in the amount of EUR 265,650 thousand
(2021: EUR 213,950 thousand), where holdings of

debt securities measured at fair value through other
comprehensive income amounted to EUR 18,078
thousand (2021: EUR 56,381 thousand), and balances
at the central bank and sight deposits at banks to EUR
247,572 thousand (2021: EUR 157,569 thousand).

In investing liquid assets in debt securities, the Bank
follows a conservative and prudent strategy, as

the maijority of the portfolio comprises marketable
and liquid debt securities with an investment-grade
credit rating issued in the EU that are eligible as
collateral at the central bank, thereby ensuring
adequate diversification with regard to the type and
residency of the issuer. Around 64% of the entire debt
securities portfolio is accounted for by government
debt securities, securities backed by guarantees of
EU Member States, and securities of international

ORENO
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organisations and multilateral development banks,
while debt securities issued by financial corporations
accounted for 19% and debt securities issued by non-
financial corporations for 17%. The average residual
maturity of the debt securities portfolio was 3.5 years at
the end of 2022 (2021: 3.9 years).

Green bonds and sustainability bonds are given
priority in the investments in new debt securities. The
Bank does not make new investments in debt securities
from the fossil fuels sector in accordance with the

CPRS (Climate policy relevant sectors) classification.
The proportion of the entire portfolio of debt securities

accounted for by green bonds and sustainability
bonds was 10.5% at the end of 2022 (2021: 9.3%).

The volatility on the financial markets is expected

to continue in 2023, for which reason SID Bank will
continue to implement a conservative and prudent
strategy for managing liquid assets in the future, where
the primary aim is ensuring liquidity and secuirity.
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FINANCING

Net loans amounted to EUR 1,692,224 thousand at the
end of 2022, similar to the figure a year earlier (2021: EUR
1,692,025 thousand), with an increase in the proportion
of direct financing.

Financing is carried out with established and new
instruments tailored to actual needs. It is based on
purpose-specific long-term loans to commercial banks,
direct loans to corporates classified as state aid (primarily
in the form of financial engineering instruments) or
without such classification, syndicated loans, loans to
local government and the wider public sector, export
credits, project financing, the purchase of receivables,
debt accession and other forms of risk take-up, and
financial instruments via SID Bank’s funds of funds that
are implemented indirectly via financial intermediaries

or directly via SID Bank (FI 2014-2020 Fund of Funds and
COVID-19 Fund of Funds). SID Bank tailors the scope of
and approach to its financing to the identified market
gaps, the market needs and the activity of other financial
institutions.

The need to address the impact of the Covid-19
pandemic, the war in Ukraine and energy crisis meant
that in 2022 SID Bank continued to play its intervention
role and provided anti-crisis financing, in parallel with

its development activities to support the growth of the
economy. The range of financing programmes within the
framework of financial engineering was augmented by
direct and indirect financing from own funds, which was
also reflected in an increase in the number of customers.

The Bank also strengthened its financing of
technological development projects, and its
involvement in the creation and implementation of
investment projects and infrastructure projects and
investments, and also participated in projects focusing
on the circular economy, environmental protection
and energy efficiency.

Through purpose-specific financing via commercial
banks and savings banks, it allowed the use of
adjusted terms for indirect financing programmes to
meet the needs of the economy during the pandemic,
and thus facilitated the quicker and simpler provision
of funds to companies. SID Bank further upgraded its
offering of long-term financing for final beneficiaries
via commercial banks in 2022, with a state aid
element. In collaboration with the MEDT, SID Bank
continued the implementation of the existing

FI 2014-2020 Fund of Funds and the COVID-19 Fund of
Funds established in 2020, with a focus on financing
investments in the area of research, development and
innovation, and on corporate liquidity financing to
mitigate the impact of the pandemic.

In its anti-crisis and development role, SID Bank
concluded 210 direct financing and indirect financing
transactions with financial institutions in 2022 in the
total amount of EUR 394 million.

In 2022 SID Bank granted loans in the amount of EUR
447.4 million directly, via co-financing with commercial
banks, and via intermediary banks. The number

of SID Bank customers increased by 10%, and 11% of
customers are new.
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The maturity breakdown of SID Bank’s credit portfolio
reflects its focus on activities under the ZSIRB and the
ZZFMGP, and programmes that reflect its intervention
and countercyclical role. Nearly all loans are of a long-
term nature with a variable interest rate.

There were 1,099 final beneficiaries financed indirectly
via commercial banks and savings banks, and 1,021
borrowers financed directly by the Bank as at

31 December 2022. The funds were earmarked
primarily for job preservation and creation, financing
of current operations mainly at SMEs (particularly

in connection with the ongoing implementation of

the intervention role and anti-crisis financing), the
internationalisation of business, the promotion of
investments, research, development and innovation,
infrastructure (education, utilities, etc.), energy
efficiency, renewable energy, the reduction of pollution
and increased environmental protection.

According to the primary purpose, the development of
economic competitiveness accounted for 77% of new
loans in terms of total value, regional development for
16%, the development of a knowledge society and
innovative enterprise for 6%, and the development of
an environment-friendly society for 1%.

In terms of corporate size, a total of 16 large enterprises
received financing in the amount of EUR 235.2 million,
317 SMEs received financing in the amount of EUR
163.9 million, 35 sole traders received financing in the
amount of EUR 4.8 million, and 19 other entities, of
which 14 were municipalities, received financing in the
amount of EUR 42.3 million in 2022.

In the regional breakdown of loans approved in 2022
for borrowers established in Slovenia, borrowers from
Central Slovenia accounted for the largest proportion
(49%), followed by borrowers from Savinjska (17%),
Gorenjska (8%), the Coastal-Karst region (6%) and
other regions (20%).

Companies in the manufacturing sector were prevalent
among borrowers in 2022 (30% of new loans in

terms of value), followed by companies in wholesale
and retail trade and repair of motor vehicles and
motorcycles (24%), electricity, gas, steam and air
conditioning supply (20%), public administration (9%),
transportation and storage (5%), construction (4%)
and other service activities.

43




Annual Report of SID Bank 2022 | BUSINESS REPORT

Indirect financing
Loans

Loans to commercial banks and savings banks
accounted for 18% of SID Bank's credit portfolio at the
end of 2022 (2021: 29%), of which 84% comprised loans
to Slovenian banks, and 16% loans to foreign banks to
finance Slovenian export business. Their stock amounted
to EUR 309,697 thousand, down 37.1% on the end of
2021, primarily in reflection of:

* the situation on the financial markets, with high
liquidity (high stock of deposits), and the resulting
diminished need for new funding and early
repayments,

* a focus on intensifying the use of funds already
available at the intermediary banks and savings
banks,

* the parallel utilisation of instruments within the
framework of the financial programmes available as
part of the implementation of the Fl 2014-2020 Fund of
Funds and the COVID-19 Fund of Funds.

A significant proportion of financing of final beneficiaries
(sole traders, cooperatives, SMEs, mid-caps, large
enterprises and municipalities) is being carried out on
the basis of long-term purpose-specific financing via
commercial banks and savings banks. The latter in the
role of intermediaries thus remain the most important
partners in the financing of final beneficiaries, but public
funds may also be involved in intermediation. Here SID
Bank combines and ensures the benefits of financing

are transferred on the basis of long-term borrowing at
development institutions and other funding, which is
augmented by the provision of additional services to
financial intermediaries aimed at further strengthening its
role as the central public financial institution for promoting
economic development.

SID Bank continued to enhance its cooperation with
commercial banks and savings banks in 2022 which,
having regard for the regulatory framework, included
the adjustment and optimisation of the existing
range of products and services, the simplification

of implementation, and the strengthening of
administrative-technical support for financial
intermediaries aimed at digitalisation, marketing
activities, etc. Based on its strategic policies and a
toolkit of measures for adjusting the business model
for operations via commercial banks and savings
banks, SID Bank’s activities in 2022 focused on the
development of new approaches to mediating funds
backed by the government via commercial banks
and savings banks, and a broad range of products
whose purpose is in line with the ZSIRB.

The adjustment of financial instruments will continue
to have a significant impact on the preservation and
stimulation of the placement of SID Bank funds via
commercial banks and savings banks, especially

in terms of its role as the operator of the funds of
funds, the instruments within the funds of funds and
the provision of financial engineering instruments,
where significant emphasis will be placed on
financing projects in the area of the green economy
and digitalisation. The functioning of both funds of
funds via financial intermediaries is becoming an
increasingly important approach in the segment of
indirect financing.

Despite the ongoing high liquidity in the banking

market, albeit with the terms for accessing favourable
long-term funding consistently worsening at the same
time, in 2023 SID Bank will provide long-term funding
with state aid, and will also expand the range of products
where the emphasis is on risk take-up.
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Slovenian Equity Growth Investment Programme
(SEGIP)

By the end of 2022, five years after the establishment
of the 15-year SEGIP, two-thirds of the funds from

the SEGIP (approximately EUR 68 million of the EUR
100 million in available funds; the EIF and SID Bank
each contributing EUR 50 million of that amount)
had been allocated to investments in the form of firm
commitments. Commitments were given to private
equity funds, which then invest in companies over

a four- to five-year period, or directly to Slovenian
companies via co-investment activities.

50 million SEGIP funds were made available to newly-
established Slovenian private equity funds (for the
purpose of capacity building in Slovenia). The entire
EUR 50 million has already been committed to two
funds registered in Slovenia, which are managed by
two alternative investment fund financial intermediaries
registered in Slovenia, namely ALFI PE d.o.o. and
Generali Investments d.o.o. The two funds mobilised
additional EUR 85 million in commitments from private
investors alongside the aforementioned EUR 50 million
from SEGIP. By the end of 2022 the two funds invested
EUR 94 million in Slovenian companies in the form

of equity , of which EUR 67 million represents investor
contributions via the two funds and EUR 27 million of
borrowing from Slovenian commercial banks.

Financial leverage is also provided via other SEGIP
investments. As part of the co-financing activities,
Slovenian companies had been recapitalised in the
amount of EUR 11 million by the end of 2022 (of which
SID Bank accounted for EUR 3.9 million).

45

With regard to investment in foreign private equity
funds, a commitment was given to contribute to

a private equity fund based in Luxembourg in the
amount of EUR 10 million for the purpose of equity
financing for Slovenian companies (EIF and SID Bank
each contributing EUR 5 million).




Annual Report of SID Bank 2022 | BUSINESS REPORT

Direct financing
Loans

Loans to non-bank customers amounted to EUR
1,382,527 thousand at the end of 2022, up 15.2% on
2021. The proportion of the credit portfolio that they
account for increased by 11 percentage points over the
course of the year to 82%.

The direct financing of non-bank customers is carried
out independently via purpose-specific financial
engineering products, via funds of funds where SID
Bank is a direct provider, from own funds, and via
various forms of co-financing with commercial banks.
Other forms of direct financing include export credits,
local government financing, project financing, debt
accession, and the purchase of receivables.

The largest category within direct lending to corporates
and other customers in 2022 was independent
financing and financing within the framework of
financial engineering measures, which was intended
primarily for financing:

* the operations of companies hit by the Covid-19
pandemic, rising energy prices, and the Ukraine
crisis;

* investments that contribute to the transition to a
circular economy;

* technological development projects;

* investments and working capital in the forestry and
wood processing chain; and

* companies in road transport.

In addition to purpose-specific lines, a significant
proportion of direct financing was accounted for by
the co-financing of major investment and infrastructure

projects, green and circular economy projects, and
operations within the framework of anti-crisis financing.

The continued development and implementation

of direct financing programmes will be based

on the needs of the economy, the gaps, and the
supplementation of the portfolios of commercial banks
and public funds, particularly from the perspective

of the Bank's development role for an easier, faster
transition to a digital, green and circular economy.

Products based on financial engineering from state
budget funds and SID Bank’s own funds

For the implementation of financial measures of
national and European public policies, SID Bank
provides a set of financial instruments that are based
on own and refundable funds, budget funds and
other favourable funding, and for which state aid
schemes (under the Temporary Framework for State
Aid measures to support the economy in the current
COVID-19 outbreak, the Temporary Crisis Framework
for State Aid measures to support the economy
following the aggression against Ukraine by Russiq,
and the General Block Exemption Regulation [GBER]
and de minimis aid) were notified.

As part of the implementation of financial engineering
measures in which the METS and the Mol participate,
SID Bank provides long-term funding for financing
micro, small and medium-sized enterprises and large
enterprises, as well as cooperatives and corporate
development projects, which was the most important
direct financing instrument in 2022.

In 2022 there were five programmes whose funds
could be obtained by companies directly from SID
Bank:

ORENO

Loans and advances to customers (EUR million)

1,199.7

778.9
420.8

1,382.5

996.0
386.5

31 Dec 2021

B Finoncial engineering-based loans

31 Dec 2022
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Structure of loans and advances to customers

M rinoncial engineering-based loans

e 'MSP 7": a programme for financing the operations
and capitalisation of SMEs based on the principle
of favourable long-term loans of six to twelve years
with a grace period of half of the loan maturity
and a loan amount of EUR 100 thousand to EUR
5 million. In addition to the typical development
effects in terms of target areas (long-term financing

. Other loans and advances to customers

of working capital), the main purpose of the product
is to enable companies with low capital adequacy
to improve the maturity structure of their debt, to
gradually strengthen their capital position and

to introduce a (new) business model with good
prospects. The programme enabled granting of
loans under the state aid scheme (de minimis).
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 'NALOZBE 3": a programme for financing
investments that contribute to the transition to a
circular economy, which is earmarked for financing
investments in property, plant and equipment and
intangible assets in Slovenia, with a loan amount of
EUR 100 thousand to EUR 10 million with a maturity
of three to twenty years, with a maximum grace
period of half of the loan maturity, but no more than
five years. Using loans of this type, companies can
expand and technologically update their production
and service capacities, thereby strengthening their
competitiveness. The programme enabled granting
of loans under two state aid schemes (de minimis
and the Temporary Framework for State Aid
measures to support the economy in the current
COVID-19 outbreak).

e 'RRI3": a programme for financing technological
development projects in amounts of EUR 100
thousand to EUR 15 million, with a maturity of six
to twelve years and a grace period that lasts for
at least two years and for a maximum period of
half of the loan maturity. Through this programme
SID Bank financed research and development or
investment projects with the aim of technological,
procedural or organisational innovation; the loans
could be granted in accordance with three types
of state aid (de minimis, GBER, and the Temporary
Framework for State Aid measures to support the
economy in the current COVID-19 outbreak).

e 'LES T a programme for financing investments
in the forestry and wood processing chain, which
is earmarked for financing the construction of
new plants or the technological modernisation of
existing wood processing plants, new technological
equipment for a new production process and the
development or production of new wood products,

and the financing of operating costs. Loan amounts
range from EUR 100 thousand to EUR 5 million,
with a loan maturity of two to twenty years, and a
maximum grace period of half of the loan maturity,
but no more than six years. The programme
enabled granting of loans under the state aid
scheme (de minimis).

e 'PROMET 1": a programme for financing economic
operators in the area of road transport, through
loans in the amount of EUR 100 thousand to EUR
800 thousand for carriers affected by the Covid-19
pandemic with a maturity of six to eight years and a
grace period of two years; the programme enabled
granting of loans under the state aid scheme (the
Temporary Framework for State Aid measures
to support the economy in the current COVID 19
outbreak).

The aforementioned programmes generally contain
elements of state aid that are reflected in favourable
interest rates on loans. The weighted average maturity
of all financial engineering loans was 11.5 years, while
the weighted average premium over the reference rate
was 1.66 percentage points.

The total net amount of loans granted from all financial
engineering programmes amounted to EUR 386.3
million at the end of 2022. A total of 23 agreements
were signed in the amount of EUR 33.9 million in 2022.

Granting of loans under the financial engineering
programmes proceeded according to plan. The
drawdown of certain long-term investment loans
approved primarily under the ‘"NALOZBE 3, 'RRI 3’ and
'LES 1" programmes is normally conducted successively
by long-term investments, which could also result in a

multi-annual use of loans. In these cases, there is a delay
in the distribution of the planned drawdown of loans.

By using refundable forms of financing and combined
funding, SID Bank provides more favourable lending
terms for the Slovenian economy (maturity, interest rate
and collateral) and a multiplier and revolving effect on
state budget funds.

Products using SID Bank'’s own funds

The implementation of financial engineering measures
was augmented by the range of products and services
provided from SID Bank’s own funds, primarily via two
programmes:

e 'OSN’: a programme for financing companies
of all sizes for working capital and investments.
The programme facilitates the raising of loans
in a minimum amount of EUR 100 thousand, a
loan maturity of one to twenty years, with a grace
period for up to half of the loan’s maturity, but no
more than five years. Loans can only be raised in
accordance with two types of state aid (de minimis
and the Temporary Framework for State Aid
measures to support the economy in the current
COVID-19 outbreak).

e ‘OSN’ with EGF guarantee: to promote the
economic recovery SID Bank provided a
programme in 2022 for financing companies of
all sizes for working capital and investments with
the option of utilising a guarantee from the EGF,
a pan-European guarantee fund operated by the
EIF, where the portfolio guarantee covers a part
of losses, based on which SID Bank received a
portfolio guarantee from the EIF in the amount of
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/0% of the value of the allocated loans. The EGF
guarantee enabled loans to final beneficiaries

who did not have the option of securing their loans
though any other form of collateral. The programme
provided for the financing of the liquidity needs of
SMEs and mid-caps hit by the Covid-19 crisis, under
favourable terms, where the minimum loan amount
was EUR 100 thousand and the loan maturity was 1
to 12 years, with a grace period of up to half of the
loan maturity but no more than five years. The main
objective was preserving jobs and companies. For
the borrowers the guarantee entailed state aid to
promote the economy in the form of loan

collateral on the basis of the scheme under the
Pan-European Guarantee Fund in response to
Covid-19. Loans could be raised in accordance

with two types of state aid (de minimis and the
Temporary Framework for State Aid measures to
support the economy in the current COVID-19
outbreak). Under this programme SID Bank
successfully expanded its palette of development
and intervention loans, which was reflected in the
interest fromn companies, particularly in easier access
to financing.

The placement of loans backed by EGF guarantee
began in August 2021 and ended in December
2022, when it was no longer possible to utilise

EGF guarantees. By the end of 2022 SID Bank had
entered into 151 contracts for financing investments
and working capital with Slovenian companies
backed by EGF guarantee in the total amount of
EUR 102.4 million. This programme was one of the
main products of direct financing from the Bank’s
own funds in 2022.



Annual Report of SID Bank 2022 | BUSINESS REPORT

Direct implementation of the Fl 2014-2020 Fund of
Funds and COVID-19 Fund of Funds

In 2022 SID Bank picked up the pace of its activity
within the framework of the Fl 2014-2020 Fund of
Funds and the COVID-19 Fund of Funds, with the aim
of responding effectively to the impact of the

Covid-19 pandemic, and thus by October all the
conditions for drawing down the fourth and final
tranche of cohesion funds under the FI 2014-2020

Fund of Funds in December 2022 had been met.

SID Bank directly implemented three financial
instruments within the framework of the Fl 2014-

2020 Fund of Funds, in the form of ECP loans for RDI
(available ECP funds totalling EUR 20.8 million),

ECP loans for the comprehensive energy renovation of
public-sector buildings (available ECP funds totalling
EUR 6.5 million) and ECP loans for urban development
(available ECP funds totalling EUR 4.9 million), and
ECP loans for RDI/Covid-19 within the framework of the
COVID-19 Fund of Funds (available ECP funds totalling
EUR 5 million). The main delays in the otherwise
successful direct implementation of the funds of funds
in 2022 related to the financial instrument of the ECP
loans for the comprehensive energy renovation of
public-sector buildings and the financial instrument of
the ECP portfolio guarantees for RDI for SMEs, primarily
as a result of constraints on the purpose of the product,
and also as a result of the wide availability of grants for
these purposes. Another factor in the area of RDI was
the war in Ukraine and the energy crisis, which slowed
the pace of investment projects.

Financing of municipalities and public sector entities

In 2022 SID Bank embarked on changes to its
programme for financing public-sector entities, by
allowing the use of favourable funding from the CEB

and the EIB on this programme, which it supplemented
with its own funds. SID Bank approved 21 loans in
2022 for financing and co-financing investments by
local government in public infrastructure. A total of
EUR 44 million was drawn down on the basis of the
credit agreements entered into, with repayment terms
of between 10 and 25 years. SID Bank continued its
development of the programme, and its expansion
into other public-sector entities in frameworks outside
state aid.

Export financing

Export financing in 2022 was profoundly affected

by the events in Ukraine and the resulting sanctions
against Russia and Belarus. The financing of certain
projects in the aforementioned countries came to an
end and all new credit operations were terminated.
SID Bank used other financial products to mitigate the
damage to the affected exporters.

SID Bank continued to provide favourable financing to
foreign buyers of Slovenian goods and services in other
markets, thereby contributing to the competitiveness

of these goods and services, and supported the
internationalisation of Slovenian companies through
long-term financing of their investments abroad.

The risks, the geopolitical situation and the restrictive
measures in markets that represented one of the
focuses of export financing, strengthened the Bank's
efforts and activities in the area of financing market
opening and supporting Slovenian companies in their
expansion into new markets, in line with the identified
trends (deglobalisation, geopolitical polarisation,
inflation changes, onshoring, etc.).

Project financing and advisory support

SID Bank continued to pursue its advisory support and
project financing activities in 2022. Via the project and
export financing department, it focuses its advisory
services on solving one of the key challenges in the
area of project implementation, namely faster, more
effective preparation. This includes the systematic review
of the market, the identification of potential investors
and the provision of the necessary advisory and
technical support. The Bank monitors projects and their
development over the entire cycle, from the identification
of the project until the phase in which projects can be
financially structured and thus bankable.

In its role as the European Commission’s implementing
partner the Bank promoted Transport Alternative Fuels
Infrastructure Facility. The instrument offers grants

for projects related to electricity recharging stations,
hydrogen refuelling stations and LNG refuelling
stations.

Other direct financing

By using long-term funding, particularly in co-financing
with other banks, but also independently, SID Bank
complements the range of services of commercial
banks in all areas for which it can provide support in
accordance with the ZSIRB, in particular in the areas of
energy efficiency, the circular economy, environmental
protection, promotion of the internationalisation

of companies, competitiveness, employment,
technological development, research and innovation,
and the provision of housing for vulnerable groups.

It employs various financing instruments, such as
syndicated loans, independent direct financing, the
purchase of receivables, debt accession and other
forms of risk take-up, and project financing.

ORENO

In order to improve the logistics, utilities and other
commercial and public infrastructure in Slovenia, SID
Bank financed investments in this type of infrastructure,
in collaboration with commercial banks or
independently, and thus contributed to more balanced
and faster regional development.

Corporate performance was also hit hard in 2022 by
the war in Ukraine, with companies affected directly
or indirectly by the severe economic disruption. The
Russian military aggression against Ukraine, the
sanctions imposed by the EU and its international
partners, and the economic counter-measures put in
place by Russia have increased the need for liquidity
financing for companies on account of the sharp rise in
operating costs. In light of the extraordinary situation,
SID Bank took countercyclical measures to aid the
economy at multiple levels in 2022, providing the
necessary liquidity to the economy via independent
direct financing or via syndicated lending.

The energy crisis, which began in the summer of

2021 and worsened with the outbreak of the war in
Ukraine, and has brought a sharp rise in energy prices,
peaked in 2022 and paralysed the wholesale energy
markets. The existing situation reduced access to
energy products on the wholesale markets, gave rise
to extrerne market and financial risk, and threatened
to disrupt the supply to final consumers (households,
industry) in Slovenia at economically viable terms. SID
Bank acted systematically to ensure that companies in
the relevant sectors had the necessary liquidity, thereby
helping to reduce risks in the supply chain to final
customers.
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OPERATIONS UNDER REPUBLIC OF
SLOVENIA AUTHORISATION

Insurance against non-marketable risks

SID Bank, as an authorised institution, insures/reinsures
in the name and on behalf of the Republic of Slovenia
those commercial and non-commerecial or political
(non-marketable) risks that, due to their nature and
level of risk, the private sector in general is not willing to
take up or has limited capacity to take up.

With the end of the COVID-19 epidemic, the global
economy is facing even greater uncertainties,

the outbreak of war in Ukraine and its worrying
consequences for economic operators being at the
forefront of these uncertainties. It is estimated that the EU
economies will be among those most affected. Slovenia
will not be able to avoid negative consequences of the
war, as EU countries are the most important economic
partners of the Slovenian economy. Eastern Europe is
also an important market for Slovenia, where trade
connections have been significantly limited due to

the war and the existing economic measures against
Russia and Belarus. Slovenia's traditional markets in the
area of the former Yugoslavia are also economically
predominantly gravitating towards the EU area and

will consequently also suffer negative consequences

for the above-mentioned reasons; Slovenian economic
operators doing business in these countries will also be
affected indirectly.

In such a situation, Slovenian companies will be
looking for new customers in the countries that have
not been affected by the war in Ukraine. As a result,
SID Bank’s services will be particularly important

to provide exporters with appropriate insurance
instruments to facilitate and secure the market shift
required by the changed business environment.

Volume of insurance operations

The volume of operations amounted to EUR 2,014,457
thousand in 2022, a decrease of 27.6% relative to the
previous year. Smaller volumes were the consequence
of the expiry of the measure introduced by the
European Commission during the pandemic, by
which it declared all export credits as non-marketable
regardless of their maturity and country of debtor.

To this end, SID Bank set up a “top up” reinsurance
programme which could be used by interested credit
insurance companies. The measure was in place

until 31 March 2022. The outbreak of war in Ukraine
and the related imposition of economic sanctions
against Russia and Belarus further contributed to the
reduction of insurance volumes. As a consequence,
the insurance policy towards customers from Ukraine
was closed, while the policy towards Russian and
Belarusian customers remained open solely for
humanitarian and pharmaceutical goods. As these
Eastern European countries accounted for a large
share of insurance operations structure, this measure
had a significant impact on the level of insurance
volumes.

The realised volume of insurance operations in
2022 reached 11.6% of the maximum value of
newly assumed annual obligations as defined in the
ZZFMGP. Reinsurance of short-term export credits
accounted for the largest proportion of the volume
of insurance and reinsurance operations at 93.1%
(renewable insurance of short-term non-marketable
risks), followed by insurance of outward investments
(4.9%), while the remainder was accounted for by
other short-term and medium-term insurance.

ORENO

Volume of insurance operations by type of insurance (Eur milion)
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There was no significant change in the breakdown

of insurance by country. The largest proportion in
2022 was still related to the insurance operations in
Russia (24.6%), followed by Serbia (11.1%), Bosnia
and Herzegovina (7.5%), Turkey (5.2%), Germany
(5.1%), Croatia (5.0%), North Macedonia (3.4%) and
Ukraine, Italy and Uzbekistan (2.5% each). Other
countries have less than 2.5% each.

Russia

Serbia

Bosnia and Herzegovina
Turkey

Germany

Croatia

North Macedonia
Ukraine

[taly

Uzbekistan

Following the imposition of economic sanctions,

only short-term receivables reinsurance services

for humanitarian and pharmaceutical goods were
provided to Russian customers. The countries of the
former Yugoslavia are considered traditional markets
for Slovenian exporters, which is the reason for high
insurance volumes of insurance against customers
from these countries. Export transactions with short
maturities were predominant.

Insurance operations, by country
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Exposure

Exposure from current insurance policies amounted
to EUR 535,634 thousand at the end of 2022. In
accordance with the ZZFMGP, the exposure under
binding insurance commitments made was added
to this, which amounted to EUR 2,101 thousand. Total
exposure from insurance operations underwritten on

ORENO

The amount of the exposure is 25.1% of the limit defined
in the Implementation of the Republic of Slovenia Budget
for 2022 and 2023 Act (ZIPRS) and 1.0% of the limit as
defined in the ZZFMGP. In 2022, the largest exposures

in the insurance portfolio were to customers in Russiaq,
Serbia, Belarus, Croatia, Bosnia and Herzegovina, Turkey,

behalf of the state and from firm insurance commitments North Macedonia, Uzbekistan, Ukraine and Ghana.

issued amounted to EUR 537,735 thousand, a decrease

of 39.7% relative to the end of 2021.

Exposure by type of insurance (EuR million)
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Other insurance-technical provisions

Premiums and commissions from insurance against
non-marketable risks amounted to EUR 3,655
thousand in 2022, a decrease of 47.3% relative to
2021. Lower insurance premium compared to the
previous year is mainly the consequence of a decrease
in insurance volumes and partly also the changed
structure of insurance operations. In 2022, the structure
of insurances written was strongly dominated by
short-term transactions, while the volume of medium-
term operations was significantly smaller than in

the previous year. The premium rates for short-term
insurance are lower than those for medium-term
insurance, and consequently premiums are also lower.

In the structure of premiums paid, the largest share is
accounted for by premiums on (re)insured short-term
export credits, followed by premiums on investment
insurance, premiums on medium-term bank
guarantees, premiums on short- and medium-term
export preparation loans and premiums on short-term
credits and bank guarantees.

Income from processing fees is negligible because SID
Bank includes the processing fees for promises issued
for individual export operations or investments in the
premium in accordance with its business policy and
current price lists.

Claims paid amounted to EUR 1,624 thousand in 2022,
an increase relative to the previous year (2021: EUR 512
thousand). Twelve minor claims from the reinsurance
of short-term credits were paid out and the last part of
the balance on a non-shareholder loan claim, while
the remainder arises from the cost of recovering claims
already paid out in previous years.

Claims under consideration (claims filed) amounted
to EUR 855 thousand as at 31 December 2022, a
decrease of EUR 559 thousand relative to the end of
2021.

The value of potential claims in 2022 reached EUR
4,049 thousand, an increase of EUR 3,644 thousand
over the previous year. It primarily arises from insured
medium-term operations and, to a lesser extent, from
reinsured short-term credits.

The insurance technical result in 2022 amounted to
EUR 1,332 thousand (2021: EUR 5,993 thousand). The
surplus of income over expenses amounted to EUR
1,859 thousand (2021: EUR 6,753 thousand).

Contingency reserves

The contingency reserves constitute a significant
source of capacity for SID Bank and for the Republic
of Slovenia in insurance against non-marketable risks,
before claims are paid out from the state budget.

Contingency reserves were up by EUR 1,859 thousand
in 2022 relative to the previous year as a result of a
positive operating result and reached EUR 174,869
thousand at the end of the year.

Increase in contingency reserves by

EUR 1 . 9 million

©

. ®

31 Dec 2022 31 Dec 2021

or or Index
amounts in EUR thousand Jan-Dec/2022 Jan-Dec/2021 2022/2021
Premiums and commissions 3,655 7,720 47.3
Potential claims 4,049 405 1,000.4
Claims under consideration 855 1,414 60.4
Claims paid (1,624) (512) 316.9
Recourse 404 17 2,434.3
Insurance technical result 1,332 5,993 22.2
Investment income 527 760 69.3
Surplus of income over expenses 1,859 6,753 27.5
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Operations from insurance against non-marketable
risks by type of insurance

Insurance of short-term export loans/credits and
guarantees

Short-term insurance in the reinsurance and insurance
of export credits, guarantees and export preparation
amounted to EUR 1,888,411 thousand in 2022, which
is 26.6% less than in the previous year. The majority
of short-term insurance relates to the reinsurance of
short-term revolving export credits on the basis of
reinsurance contracts that SID Bank has signed with
Coface Slovenija and Zavarovalnica Triglav. Only

a small proportion relates to insurance of individual
export transactions.

The realised volume of short-term insurance in 2022 is
mainly related to export operations in Russia, Serbiq,
Bosnia and Herzegoving, Turkey, Germany, Ukraine,
North Macedonigq, ltaly, Romania and Croatia. The
value of insured export operations vis-a-vis debtors
from other countries was lower. Exposure from these
operations, including commitments, stood at EUR
320,129 thousand at the end of 2022, down 52.2%
on the previous year (2021: EUR 670,040 thousand).
Such significant reduction is the consequence of the
war in Ukraine and the related change in the policy
of the insurance of limits against customers in Ukraine,
Belarus and Russia. The cancellation of limit coverage
for customers in temporarily non-marketable markets
(EU and OECD) due to the “top up” measure, which
expired on 31 March 2022, also contributed to the
decrease in exposure.

The volume of short-term insurance operations in 2022
was followed by realised insurance premium, which

was down by 25.4% to stand at EUR 3,095 thousand.

The volume of (re)insured business is projected to be
lower in 2023 than in 2022, since the cover for export
operations to EU and OECD countries is no longer

in force. Due to continued war in Ukraine, economic
sanctions against Russia and Belarus are expected to
intensify further and the export policies for the risks of
these countries will thus be very restrictive.

Insurance of medium-term export credlits

The largest proportion of insured medium-term export
credits, bank guarantees and export preparation loans
in 2022 related to exports of communications and other
electrical devices, tools and machinery, engineering
and technical consultancy services, and construction.
Most of the medium-term transactions were concluded
to insure receivables due from customers in Uzbekistan,
Croatia, Spain, Rwanda, Kazakhstan, Turkey, Germany
and the Netherlands. The stock of insured medium-
term export credits is subject to major fluctuations from
year to year, due to the small number of annually
implemented projects and their size.

The volume of insurance operations realised for
medium-term export transactions in 2022 was
down on the previous year and stood at EUR 27,018
thousand (2021: EUR 64,663 thousand).

The export financing product is useful for exporters,

but is also increasingly recognised by the market

and buyers, who are more and more often making
purchases conditional on the combination of financing.
While exporters would prefer simpler forms of
insurance or contractual partner financing, the market
and the supply of competing providers are pushing
them to consider selling their products in a bundle

with export financing. This applies in particular to new
buyers in African and Asian markets.

As at 31 December 2022, exposure from the insurance
of medium-term export credits, bank guarantees

and loans for the preparation for exports (concluded
insurance policies and commitments) amounted to
EUR 127,713 thousand, with Belarus prevailing among
countries in terms of exposure with a 51.1% share.

Premiums from this insurance amounted to EUR 373
thousand in 2022. The suspension of the drawdown

of a loan to a foreign customer in Ukraine, resulted

in subsequent refunding of a premium of EUR 391
thousand to the insured, which generated a cumulative
negative insurance premium of EUR 18 thousand.

The claims paid amount to EUR 142 and are entirely
attributable to recovery costs.

Despite reduced exposure by existing countries due to
economic sanctions against Russian and Belarusian
public customers and the withdrawal of Slovenian
companies from long-term projects due to the war in
Ukraine, it is foreseen that Slovenian exporters will try
to partially compensate the loss of business in these
markets by realising transactions in the Middle East,
Africa and possibly the former Yugoslavia.

By the end of 2023, exposure arising from medium-
term business insurance is expected to increase, mainly
based on the value of new transactions planned.

@ —=-®

Insurance of outward investments

The volume of insured outward investments reached
EUR 99,028 thousand in 2022, down 32.1% on the
previous year. Newly insured outward investments and
renewals of investments insured in previous years are
included among the stock of insurance contracts.

Exposure from investment insurance amounted to EUR
89,893 thousand at the end of 2022, up 5.1% on the
end of the previous year. Insurance of non-shareholder
loans accounts for the largest proportion of exposure.
The current insurance arrangements are expiring in
accordance with loan agreements and insurance
policies.

Croatia accounts for the largest proportion of insured
investments, followed by Serbiq, the Netherlands,
North Macedonia and Bosnia and Herzegovina. In
2022 premiums from investment insurance were up 7%
on the previous year and stood at EUR 565 thousand.

In the future, Slovenian exporters will probably try

to reorient themselves towards markets that will be
less affected by the negative effects of the war. Entry
into new markets can only be gradual and as a

rule, activities do not start with the establishment of
related companies/subsidiaries in these markets, but
only follow when exporters have had some positive
experience of operating in new markets.

On the basis of demand operations it can be assumed
that the level of FDIs will increase moderately in 2023,
mainly as a result of the insuring long-term loans to
foreign subsidiaries for the purpose of expanding their
operations.
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MANAGEMENT OF THE
FI 2014-2020 FUND OF FUNDS AND
COVID-19 FUND OF FUNDS

FI 2014-2020 Fund of Funds

In line with the objectives of the Operational
Programme for the Implementation of the EU Cohesion
Policy 2014-2020, under the aegis of the Fund of
Funds, for which an agreement on funding in the
amount of EUR 253 million in European cohesion
policy funds was signed with the MEDT in 2017, SID
Bank provides financial products that it will offer to
Slovenian companies and municipalities via financial
intermediaries (primarily commercial banks, savings
banks and public funds). In 2022, the energy efficiency
operation was downscaled by EUR 18 million and the
last tranche of EUR 57 million of European Cohesion
Policy funds was drawn; a total of EUR 234.7 million of
ECP funds were drawn for the entire eligibility period by
the end of 2022.

In addition to the funds from European cohesion
policy, financial intermediaries must secure additional
funding from other sources because of the leverage
requirement. Given the requirement for the reuse

of repaid EU cohesion policy funds, financial
intermediaries will provide additional funds in the
amount of around EUR 112 million collectively in the
period concerned, which means that a total of more
than EUR 346 million will be available to companies
and other final beneficiaries within this financial
framework.

More than

EUR 846 million

in total available to final beneficiaries

With the establishment of the Fund of Funds modelled
after foreign practices, Slovenia also upgraded the
utilisation of ECP funds geared towards facilitating
refundable forms of financing that are significantly
more effective than grants, primarily on account of
higher leverage, multiplier effects and the possibility of
reusing the ECP funds for further financing.

The financial instruments are designed in four areas
where there are market gaps in financing:

research, development and innovation,
competitiveness of SMEs,

public sector energy efficiency and
urban development.

The main advantages of the financial instruments of
the Fund of Funds are as follows:

* the creation of instruments in areas of identified
market gaps;

* attraction of private assets (required leverage);

* multiplier effects;

* the market appraisal of projects built into the
process itself;

* better financial discipline and greater impact from
supported projects;

e sustainable use or reuse of assets;

* the more effective allocation of government
development funds;

* less possibilities for abusing the assets for other
purposes.

The financial instruments of the Fund of Funds provide
final beneficiaries with a range of benefits, in terms

of capital and lower interest rates, and in terms of
longer maturities of financing, reduced and/or zero
collateral requirements, and longer moratorium
periods. SID Bank as manager also provides financial
intermediaries the necessary legal and administrative-
technical support.

COVID-19 Fund of Funds

Together with the MEDT, SID Bank established the
COVID-19 Fund of Funds in 2020 in the amount of
EUR 65 million from European cohesion policy funds,
with the aim of financing working capital in order

to improve liquidity and facilitate the recovery of

the economy, which was hit hard by the COVID-19
pandemic, and the financing of investments, research,
development and innovation. All funds earmarked
under the agreement concluded between SID Bank
and the MEDT were successfully disbursed in 2020 and
2021.

ORENO

Under the COVID-19 Fund of Funds, the Bank has
developed and launched two products:

* micro loans from ECP funds in the amount of
EUR 60 million to finance the required liquidity
and investments of SMEs. Those loans are being
provided by two financial intermediaries; and

* loans from ECP funds in the amount of EUR 5 million
for research, development and innovation. Those
loans are intended for companies of all sizes and
are provided directly by SID Bank.

As of 31 December 2022, EUR 101.9 million was
transferred to final beneficiaries from the COVID-19
Fund of Funds.

With the establishment and implementation of the
COVID-19 Fund of Funds, SID Bank supplemented
the range of measures for an effective response to
the COVID-19 pandemic in a significant way, and
contributed to the use of ECP funds.

In the scope of the implementation of financial
instruments to date from both Funds of Funds, 8,201
transactions in the total amount of EUR 367.8 million

were concluded via all financial intermediaries,
including SID Bank, by the end of 2022.
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PERFORMANCE OF THE FUNCTION OF
OFFICIAL AUCTIONEER AT EMISSION
ALLOWANCE AUCTIONS

Since 2020 SID Bank plays the role of official
auctioneer as set out in Commission Delegated
Regulation (EU) 2019/7 amending Regulation (EU)
No 1031/2010 as regards the auctioning of 50 million
unallocated allowances from the market stability
reserve for the innovation fund.

Pursuant to the Environmental Protection Act, SID
Bank continued its function as the official auctioneer
of greenhouse gas emission allowances in the name
of and for the account of the Republic of Slovenia in
2022 in accordance with Commission Regulation (EU)
No 1031/2010 on the timing, administration and other
aspects of auctioning of greenhouse gas emission
allowances pursuant to Directive 2003/87/EC of the
European Parliament and of the Council establishing
a scheme for greenhouse gas emission allowances
trading within the Community, as amended by
Commission Regulation (EU) 1210/2011.

In auctions organised by the joint auctioning system

of EU members (the European Energy Exchange),

SID Bank sells emission allowances on behalf of

the Republic of Slovenia as set out by the European
Commission, and transfers the proceeds to the account
of the Repubilic of Slovenia.

The Bank participated in 142 auctions as an official
auctioneer of emission allowances in 2022, at which
a total of 2,137,500 allowance units were sold. The
consideration amounted to EUR 170,460 thousand.
Five auctions for EU aviation allowances were also
held in 2022. A total of 4,500 units were sold for
consideration of EUR 366 thousand.

HOUSING GUARANTEE SCHEME FOR
YOUNG PEOPLE, GUARANTEE SCHEMES
UNDER THE 2020 INTERVENTION
MEASURES AND OTHER GUARANTEE
SCHEMES

Housing Guarantee Scheme for Young Persons

In 2022, SID Bank was authorised under the Act on

the Housing Guarantee Scheme for Young People (the
ZSJSM) to carry out, on behalf and for the account

of the Republic of Slovenia, all operations related to

the issuance, monitoring, redemption and recovery of
guarantees, as well as the supervision of the dedicated
use of loans insured by a guarantee under the Act,

on the basis of the banks’ reports. The mandate also
includes the public announcement by SID Bank of
invitations to banks to submit bids for the allocation

of guarantee quotas, to assess the bids received after
the expiry of the deadline for bids submission for

the allocation of guarantee quotas in terms of their
compliance with the conditions and criteria set out in the
Act, the Regulation and the published invitation, and
sign a contract on the allocation of the guarantee quota
with the selected banks on behalf and for the account
of the Republic of Slovenia. The total amount of the
guarantee quotas within the guarantee scheme under
the Act is EUR 300 million per year, renewable annually
in this amount until 31 December 2032 at the latest.

In 2022, activities related to the new Housing Guarantee
Scheme were carried out in the areas of setting up the
organisational, IT and technical conditions at the Bank
for performing operations under the mandate and
establishing the basis for reporting by banks, as well as
cooperating with the Ministry of Finance in the creation
of the implementing regulatory provisions.

In 2022, SID Bank carried out the necessary activities
under the above-mentioned mandate, related to the
publication of the first invitation to banks to submit bids
for the allocation of guarantee quotas and in August
2022, based on successful bids, allocated guarantee
quotas totalling EUR 28 million to two banks and one
savings bank (hereinafter: the banks). The banks
started marketing loans guaranteed under the ZSJSM
in November 2022, and none of them had yet granted
a housing loan with government guarantee by the end
of the year.

Guarantee schemes based on intervention measures
in 2020

SID Bank continued to carry out guarantee scheme
activities also in 2022 in accordance with the legal
authorisations under the fifth paragraph of Article 65 of
the ZIUZEOP and fourth paragraph of Article 7 of the
ZDLGPE.

Activities of both guarantee schemes continued in
2022 in the area of monitoring the banks’ reports

on the outstanding balances of deferred credit
obligations in the guarantee scheme under Atrticle

65 of the ZIUZEOP and the outstanding balances of
liquidity loans under the ZDLGPE, the processing of the
banks’ requests for the redemption of the government
guarantee for the outstanding credit obligations of
borrowers, substantive verification of the fulfilment

of conditions for the redemption of government'’s
guarantee and compliance of the concluded loan
agreements with the legislation, which SID Bank
performs within one month following the payment of
the guarantee under the ZDLGPE or within six months
following the payment of the guarantee under the
ZIUZEQOP. SID Bank reported on all activities and data
collected to the Ministry of Finance and charged
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guarantee premiums to banks for loans included in the
Z/DLGPE scheme on behalf and for the account of the
State.

Banks reported outstanding balance of loans at the
end of 2022 for a further 108 of total 118 registered

loan agreements in 2020 and 2021 secured by a
government guarantee under the ZDLGPE. The
outstanding balance of unpaid loan principals
amounted to EUR 42.9 million at the end of 2022,
taking into account the share of a guarantee coverage
of 80% (for loans approved to SMEs) or 70% (for loans
to large enterprises) government’s exposure to these
loans amounted to EUR 31.5 million. A total of 96.0% of
the residual value of all liquidity loans in the guarantee
scheme under the ZDLGPE concluded in 2020 and
2021 fall due for payment in 2025 and 2026.

With the expiry of the final deadline for the redemption
of the government guarantee at the end of 2022 and
thus a potential guarantee obligation of the Republic of
Slovenia, the banks’ obligation to report the outstanding
balances of deferrals under the ZIUOPOK registered to
the guarantee scheme under Atrticle 65 of the ZIUZEOP
was also terminated at the end of the year.

In 2022, SID Bank received two requests from banks
for the redemption of the government guarantee under
the ZDLGPE, which were paid out to the bank, and
seven requests for the payment of a guarantee under
Article 65 of ZIUZEOP, of which four met the legal
conditions for the payment.

SID Bank carried out a substantive detailed verification
of the fulfilment of statutory and regulatory conditions
for the redemption of guarantees and the compliance
of the concluded annexes or loan agreements with
the legislation in the area of guarantee schemes for
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all the guarantees of the Republic of Slovenia paid in
2022 under Atrticle 65 of ZIUZEOP and under ZDLGPE,
within legal period of six months (applicable in
accordance with ZIUZEOP) and one month (applicable
in accordance with ZDLGPE) following the payment

of a guarantee to the commercial bank. The review

of the banks’ credit and other documentation did not
reveal any irregularities or deviations from the statutory
and/ or regulatory conditions for the payment of the
guarantee.

Other guarantee schemes

In line with its legal authorisations, in 2022 SID Bank
again managed its recovery portfolio from acts
governing guarantee schemes (the Republic of
Slovenia Guarantee Scheme Act, the Repubilic of
Slovenia Guarantee Scheme for Natural Persons Act).
Activities carried out in 2022 under both schemes
include the processing of applications for consent to
contractual amendments, requests for the payment of
guarantees, reporting to the Ministry of Finance, and
the enforcement of recourse claims.

At the end of 2022, there was one loan agreement
with a commercial bank active under the Republic of
Slovenia Guarantee Scheme Act. For loans granted
under the Republic of Slovenia Guarantee Scheme for
Natural Persons Act, the number of loans outstanding
at 31 December 2022 is 53 (2021: 58), while the total
loan principal amounted to EUR 1.7 million (2021: EUR
2.1 million).

TRANSPARENCY OF FINANCIAL
RELATIONS BETWEEN SID BANK AND
THE REPUBLIC OF SLOVENIA

The table discloses SID Bank’s total income and
expenses for its individual activities pursued in 2022,
including income for implementing the guarantee
schemes (ZIUZEOP, ZDLGPE) in the previous periods.
As the contract with the Republic of Slovenia for the
guarantee schemes had not yet been concluded in
2021 and the amount of the fee had not yet been
agreed, SID Bank included the income from their
implementation in the income statement in 2022, when
the amount of the fee was known and the contract was
signed.

Separate financial statements are compiled for
insurance against non-marketable risks and the
activities of the Funds of Funds, in which the Bank
manages assets allocated for management.

The income for an individual activity under Republic
of Slovenia authorisation comprises the fees that SID
Bank receives for pursuing a particular activity on the
basis of contracts with the Republic of Slovenia or
statutory powers. Costs comprise direct and indirect
costs. The indirect costs for an individual activity are
determined on the basis of criteria set out in the bylaw
entitled Ciriteria for allocating indirect costs of activities
under Republic of Slovenia authorisation.

Income calculated on this basis totals EUR 4,733
thousand and exceeds the costs of EUR 2,784
thousand by EUR 1,949 thousand.

55
Activity under the authorisation of the RS Revenues Costs
(amounts in EUR thousand)
Insurance 1,740 (2,047)
Fund of Funds 1,522 (306)
Guarantee schemes (under the ZIUZEOP and ZDLGPE) 1,213 (155)
Housing Guarantee Scheme for Young People (ZSJSM) 228 (233)

Auctions of emission allowances

23

(22)

Other transactions under authorisation

7

(21)
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Performance of Group Companies

PRVI FAKTOR GROUP

SID Bank acquired a 50% interest in the share capital
and also half of the voting rights of the Prvi faktor,
faktoring druzba, d.o.o. Ljubljana (in liquidation)
[hereinafter: Prvi faktor, Ljubljana (in liquidation)

or company] in 2002. The other partner is Nova
Ljubljanska banka d.d., Ljubljana (NLB).

The nominal value of SID Bank’s interest in the
company stood at EUR 1,584 thousand as at
31 December 2022.

The main activity of the company was the provision
of factoring services. On 28 December 2016 the
company’s general meeting passed a decision to
initiate regular voluntary liquidation proceedings, and
to appoint the two previous directors as liquidators.

Iztok Zupanc and France Zupan were the company’s
liquidators in 2022.

Prvi faktor, Ljubljana (in liquidation) is the founder and:

* 100% holder of participating interest in the share
capital of Prvi faktor, faktoring drustvo, d.o.o.,
Zagreb (in liquidation) [hereinafter: Prvi faktor,
Zagreb (in liquidation)]. Prvi faktor, Zagreb (in
liquidation) has been undergoing regular liquidation

proceedings since 31 December 2016. Its share
capital amounted to EUR 2,583 thousand as at
31 December 2022. lts liquidator in 2022 was
Vjekoslav Budimir.

* 90% holder of participating interest in the share
capital of Prvi faktor, faktoring d.o.o., Belgrade (in
liquidation) [hereinafter: Prvi faktor, Belgrade (in
liquidation)]. Prvi faktor, Belgrade (in liquidation) has
been undergoing regular liquidation proceedings
since 3 August 2017. lts share capital amounts to
EUR 2,550 thousand. With the conversion of cash
and receivables of SID Bank and NLB into the
equity of Prvi faktor, Belgrade (in liquidation) there
was a change in ownership structure in July 2017,
with both ultimate partners SID Bank and NLB each
gaining a 5% direct interest in the equity of Prvi
faktor, Belgrade (in liquidation). The liquidator of Prvi
faktor, Belgrade (in liquidation) in 2022 was Zeljko
Atanaskovic.

Orderly wind-down activities continued at the Prvi
Faktor Group in 2022, where the focus was on
liquidating the portfolio, cutting costs and setting limits
on operations in accordance with the outlined plans.
Further optimisation was carried out in parallel, the aim
of which in addition to cutting costs was also to shorten
the duration of portfolio liquidation proceedings.
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Total assets at the consolidated level amounted to

EUR 6,539 thousand as at 31 December 2022. In

terms of total assets, the largest Group company is

Prvi faktor, Belgrade (in liquidation) with total assets of
EUR 3,416 thousand, followed by Prvi faktor, Zagreb (in
liquidation) with total assets of EUR 3,316 thousand and
Prvi faktor, Ljubljana (in liquidation) with total assets of
EUR 1,346 thousand.

The Prvi Faktor Group ended 2022 with a net profit of
EUR 857 thousand owing to the successful liquidation
of its portfolio, to which Prvi faktor, Zagreb (in
liquidation), generating EUR 679 thousand in net profit,
contributed the most. That company was followed

by Prvi faktor, Belgrade (in liquidation) with EUR 229
thousand in net profit, and Prvi faktor, Ljubljana (in
liquidation) with EUR 51 thousand in loss. The loss
generated at Prvi faktor, Ljubljana (in liquidation)

is a result of the fact that revenues from recovery,
considering the size of the portfolio, did not suffice to
fully cover general and administrative costs. On the
other hand, the focus of the company’s liquidators was
on the reduction of the costs of the entire Prvi Faktor
Group, and on the supervision and coordination of the
liquidators of the companies in Croatia and Serbia.

The Prvi Faktor Group disclosed positive equity in the
amount of EUR 5,802 thousand.
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CENTRE FOR INTERNATIONAL
COOPERATION AND DEVELOPMENT

SID Bank is a co-founder of the Centre for International
Cooperation and Development (hereinafter: CMSR or
Centre) together with the Republic of Slovenia. On the
basis of the International Development Cooperation
and Humanitarian Aid of the Republic of Slovenia Act,
the CMSR carries out technical and operational work
in the field of international development cooperation
(hereinafter: IDC), as well as macroeconomic, political
and other analyses of sovereigns, assessments of
country risk and publicity activities.

The CMSR’s management bodies are its director and
council. The CMSR is represented by acting director
Mojca Kopse. The council had six members as at

31 December 2022. SID Bank's representatives on the
council are Bojan Pecher, who is also deputy chair of
the council, and Igor Jarc.

After two years of stagnation in the co-financing
of new development projects by the Republic of
Slovenia, on 27 January 2022 the Government of
the Republic of Slovenia adopted a decision on

the co-financing of six international development
cooperation projects in 2022 and 2023 under

the CMSR programme for the implementation of
international development cooperation in 2020 and
2021. In April 2022, the CMSR signed an agreement
to co-finance development projects with the Ministry
of Finance (MF) and the Ministry of Foreign Affairs
(MFA). By signing these two contracts, the increase
in the fee and commission and the agreed advance
payment of the fee and commission the conditions
were created for the CMSR to weather the financial
crisis and prepare a new programme for international
development cooperation in 2023 and 2024.

Three projects co-financed by the MEDT or after

the reorganisation of the ministry the Ministry of
Economy, Tourism and Sports, were the first that were
included in the programme. Co-financing contracts
were signed in early December 2022. The CMSR
published an invitation to submit project proposals
at the end of May 2022. By the end of September
2022, 58 project proposals had been received and
evaluated in accordance with the CMSR's criteria
for the evaluation of projects providing official
development assistance. The 25 project proposals
that met the threshold for inclusion in the CMSR

funding programme according to the criteria were
included by the CMSR as an addendum to the CMSR
programme for the implementation of international
development cooperation in 2022-2024 and sent to
potential investors on 16 December 2022. At the end of
January 2023, the Ministry of Foreign Affairs convened
an interdepartmental meeting with the ministries that
are potential co-investors in the CMSR projects. It was
established at the meeting that the CMSR programme
for the implementation of international development
cooperation in the Republic of Slovenia in the period
2022-2024 was suitable for further consideration.

The programme was discussed at the CMSR's council
meeting on 13-14 February 2023 and will form the
basis for the conclusion of co-financing agreements for
development projects in the period 2023-2024 with
various ministries.

Three employees (director, deputy director and
assistant director) left the CMSR in the first half of 2022.
The work of these employees was divided between
the former head of the IDC unit, who became the
acting director, and the IDC adviser, who also took on
administrative tasks. In 2022, the CMSR did not recruit
any new staff, but temporary solutions were needed
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to help with administrative tasks and later also tasks
related to the preparation of the CMSR programme
for the implementation of IDC. In 2022, the CMSR
launched eight new projects and completed eight
projects that were being carried out under previous
co-financing agreements.

The operating results in 2022 indicate a surplus of
income over expenses. In 2022, the CMSR generated
higher income than planned due to the signing of new
contracts with the MEDT and the successful completion
of older IDC projects, while expenses were lower than
planned due to the non-replacement of staff who left
the CMSR. In terms of market activity, the CMSR also
continued its cooperation with SID Bank in 2022 on

the preparation of country risk assessments, surveys

of companies, data processing, and the preparation

of market gap analyses, and also continued its
cooperation with the Ministry of Foreign Affairs in
preparing the cost-of-living indices. In terms of legal
analyses and publications, CMSR in 2022 continued its
long-term cooperation with the public agency SPIRIT in
the preparation of information about the legal regime
in Slovenia (analysis of the economic and legal regime
in Slovenia for the InvestSlovenia portal).
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Our value:
RESPONSIBILITY

We only promise what we can
fulfil, we take responsibility
for our actions and we are
committed to ethical principles.

Risk Management

GENERAL

The main risks to which SID Bank is exposed are credit
risk, interest rate risk, liquidity risk, profitability risk,
currency risk, operational risk, strategic risk, capital
risk and reputation risk. The risk management process
additionally takes account of the specific attributes of
the implementation of promotional and development
tasks and services of importance to Slovenia’s
development, and segmentation of operations into
those involving the Bank’s own resources and those
on behalf of and for the account of the Republic

of Sloveniq, including the management of the
contingency reserves.

SID Bank emphasises the importance of a suitable
internal risk management system being put in place at
SID Bank and being based on:

* an organisational structure with precisely defined
relations with regard to responsibility that facilitates
effective communication and cooperation at all
organisational levels, including the adequate
upward and downward flow of information;

* an effective risk management process that includes
identifying, measuring or assessing, managing and
monitoring risks, and internal and external reporting
of risks;

* adequate internal control mechanisms that
include appropriate administrative and accounting
procedures; and

* suitable policies and practices of remuneration for
categories of employees who have a major impact
on the Bank’s risk profile.

ORGANISATIONAL ASPECTS OF THE RISK
MANAGEMENT PROCESS

The risk management process is established within
the entire organisational structure and processes at
SID Bank in a way that allows for business objectives
to be met while operations remain secure and
compliant with regulations. The key objective during
the implementation of risk management measures is
to achieve the proper risk awareness of employees at
all levels of the Bank’s operations which, through the
actions of employees, their attitude to risks and their
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proposals for additional internal control functions,

is reflected in decisions regarding the take-up and
management of risks at the level of the Bank’s daily
activities. The Bank thus promotes and strengthens the
risk management culture and the level of the Bank's
standards and values relating to the awareness of its
risks.

Delineation of roles and responsibilities in the risk
management process

SID Bank has an internal risk management framework
in place in terms of the three lines of defence system,
which enables the Bank to identify all (material) risks
to which it is exposed and to more easily obtain
assurance that its risk exposure is in compliance with its
adopted risk appetite and other restrictions. The three
lines of defence system, which by accurately defining
the internal relations regarding accountability provides
an assurance that the information collected about all
known and new risks, the amount of risk exposure and
adequate control environment is relevant and thus
enables the management body (management board
and supervisory board) and the Bank’s other decision-
making bodies to adopt suitable decisions.
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The management body is not a direct component of
the lines of defence, but it plays a crucial role in the
risk management system. The management body is
authorised and responsible for balancing the Bank’s
business objectives and business strategy with the
strategy and policies for taking up and managing
risk, and for ensuring relatively effective internal
governance arrangements taking into account the
nature, scale and complexity of the risks inherent in
the Bank’s business model. SID Bank’s management
body is regularly informed of and discusses all types
of identified risk to which the Bank is exposed. At the
same time, it pursues and performs management
and supervision through the introduction and
implementation of comprehensive risk management
systems in the Bank's operations, including the
consideration of specific development risks, in
accordance with the long-term governance objectives
and the fundamental principles of SID Bank’s activity.
The management board and supervisory board

are responsible for the assessment of the Bank's risk
profile, determining risk appetite, regularly reviewing
and approving the strategy and policy for taking up
and managing the risks to which the Bank is or could
be exposed in its operations, including risks from

the macroeconomic environment in which the Bank
operates, taking into account the current business cycle
and stress testing. The risk management strategy and
policies include guidelines on the take-up of risks, as
well as procedures and tools for managing the risks.
The risk management action plan is adopted by the
Bank’s management board with the consent of the
supervisory board, following consultation with the
supervisory board'’s risk committee.

Regular quarterly reports on performance, on risks
and on movements on financial markets are produced

to provide the management board and supervisory
board with comprehensive information regarding

risk management issues. Regular risk reports include
detailed information on SID Bank's exposure to

credit risk at the level of the entire credit portfolio,

the monitoring of risk appetite, review of information
on exposure to currency, liquidity, interest rate and
operational risks, a report on the internal capital
adequacy assessment process (ICAAP), and an
assessment of future trends, with a view to informing
the management body about the Bank’s exposure

to major risks. Once a year, the management body
discusses and approves the results of the internal
capital adequacy assessment process (ICAAP) and
the internal liquidity adequacy assessment process
(ILAAP). The management bodly is also briefed on
risk management in the context of the discussion and
adoption of SID Bank’s annual report. In addition, the
Bank’s management body is regularly briefed on and
discusses the report on the engagement of external
contractors (outsourcing). The management body
discusses individual exposures or proposals to increase
exposure requiring approvals from the management
body, or in the event of any major changes in the risks
identified in accordance with SID Bank’s articles of
association.

Roles and responsibilities of the supervisory board’s
working bodies relating to risk management

The supervisory board is assisted in performing its
supervisory duties regarding risk management by the
risk committee, which provides advice regarding the
Bank’s general risk appetite and risk management
strategy, supervises senior management regarding the
risk management strategy, and verifies whether risks
are taken into account in the incentives within the scope
of the remuneration system and whether the prices of

the Bank’s products are compatible with its business
model and with the risk management strategy.

The audit committee is an advisory body of the
supervisory board to which it directly reports, which

in terms of risks and internal controls monitors the
effectiveness and appropriateness of internal control
quality and risk management and, where appropriate,
the internal auditing functions connected with the
Bank’s financial reporting, without encroaching on its
independence.

Roles and responsibilities of committees and senior
management, which comprise a component of the risk
management system

SID Bank’s management board, comprising the
president and member of the management board
responsible for risks (CRO), appropriately transfers
certain risk management powers to the Bank's
decision-making bodies, the risk management
function, and other organisational units. SID Bank has
not set up a separate risk management committee.
Risks are discussed by four committees at SID

Bank, which are of key importance in the area of

risk management: the asset-liability and liquidity
management committee, the credit committee, the
distressed investment management committee, and
the sustainable development committee. Committees
generally meet on a weekly basis, except for the
sustainable development committee which meets at
monthly meetings.

The asset-liability and liquidity management
committee guides, supervises and monitors risk
management at the aggregate level of the Bank. It is
responsible for managing (balancing) liquidity and
managing assets and liabilities in order to properly
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manage interest rate risk, market risk, operational
risk, capital risk and profitability risk, as well as other
risks, including the treatment of credit risk and various
aspects of concentration of the entire credit portfolio
of SID Bank, taking into account the Bank’s business
strategy and changes to individual categories of the
Bank’s balance sheet within ratios that are normall
for comparable development banks. In addition, it
discusses the reports on the Bank’s exposure to risks,
including the monitoring and assessment of stress
testing results.

The criteria taken into consideration by the asset-
liability and liquidity management committee in asset
and liability management include capital adequacy,
the profitability of operations and the performance

of products/services. In addition, it is responsible for
liquidity and asset-liability management as it relates
to SID Bank’s operations under Republic of Slovenia
authorisation.

The credit committee is responsible for the management
of credlit risk for transactions in the name and on behalf
of SID Bank, primarily by making decisions on proposals
regarding individual transactions that affect exposure to
credit risk. The committee monitors individual exposures
and the quality of the credit portfolio, discusses the
watch list and reports on the findings of periodic and
in-depth monitoring, the fulfilment or non-fulfilment

of financial and other contractual commitments,

the issuing of reminders, recovery, the monitoring of
collateral, and the impairment and provisioning rates for
investment operations in the domain of the committee.

It is also responsible for approving and modifying
documentation during the introduction of new financing
programmes and/or individual products, or during the
modification of existing programmes and products.
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The distressed investment management committee is
responsible for the management of non-performing
exposures under the care of the distressed investment
management department, measures for the
forbearance of exposures, and for the cancellation and
termination of an investment transaction due to
financial difficulties or other breaches of contractual
commitments by a debtor. It is also responsible for
handling warning lists under the responsibility of the
distressed investment management department,
reports on recoveries, collateral, (non-)fulfilment

of financial and other contractual commitments
applying to forborne transactions and other reports
on the management and forbearance of investment
operations under the responsibility of the distressed
investment management department.

The sustainable development committee is responsible
for guidance and integration of sustainable
development into the operations of SID Bank. It makes
decisions on proposals regarding the incorporation

of sustainable development into the Bank's strategy
and general objectives, the sustainable financing and
credit protection policy, establishing qualitative and
quantitative indicators for measuring the financing and
credit protection contribution to SID Bank's climate
and environmental sustainability objectives, the
methodology for the assessment of ESG factors and the
associated risks at the customer or portfolio segment
level, excluded activities and activities in the processes
of financing, credit protection and borrowing, and

the classification of the portfolio according to critical
climate-based activity in order to manage ESG risks.

The work of the committees is presented in detail

in the section Information on the composition and
functioning of management and supervisory bodies
and their committees in the scope of the corporate
governance statement.

Executive directors comprise SID Bank’s senior
management. They guide, coordinate and supervise
the work of the directors of the departments that fall
under their authority, and coordinate work with each
other, make decisions in the scope of their powers,
cooperate with the management board and take on
individual management board tasks relating to the
work of the departments for which they are responsible.

Three lines of defence

SID Bank put in place a concept of three lines of
defence for the purpose of effective risk management,
which is structured as follows:

* The first line of defence comprises organisational
units, which take up risks. They are responsible for
the management and control of risks in practice,
carrying out business processes daily, taking into
account the control measures and other imposed
restrictions.

* The second line of defence comprises
organisational units that manage risks and/or
participate in the introduction and implementation
of the risk management system. The second line
of defence also creates a suitable framework and
risk management methodologies, and monitors the
risk profile and the effectiveness of controls at all
organisational units in the first line of defence.

* The third line of defence independently supervises
and assesses the established risk management
system and the functioning of internal controls. It gives
recommendations for improvements to processes,
procedures and controls, and also verifies the
compliance of the Bank’s conduct with regulations
and internal bylaws. It also reports regularly to
the Bank’s management board, audit committee
and supervisory board on its work, its findings and
progress in the implementation of recommendations.

Commercial departments operate in the scope of the
first line of defence and identify risks in its business
line. These departments are responsible for the
implementation of the risk management strategy and
policies and for risk management activities, as derived
from policies managing particular types of risks.

Key risk management tasks include:

* alerting of potential increases in exposure;

* proposing measures for risk mitigation;

* proposing measures to modify the business policy in
accordance with competences.

The second line of defence is broken down into two
parts; the first part (2.A) comprises departments

that are responsible for management, assessment,
monitoring and reporting at the individual exposure
level, while the second part (2.B) comprises three
mandatory internal control functions, which are
primarily responsible for risk management at

the aggregate level and for putting in place the

risk management system, i.e. risk management
department, compliance department and information
security department. These departments are
organised as independent, autonomous units that are
functionally and organisationally segregated from the
Bank’s other units, and report directly and are liable
to the Bank’s management board. The directors of
these departments can communicate directly with

the supervisory board and the supervisory board’s
advisory bodies (risk committee, audit committee, and
the nomination and remuneration committee).

By developing methodologies for the assessment of
credit risk the credit analysis department, in the scope
of the risk management function, participates in the
setting up and implementing the risk management
system and the management of credit risk at the
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individual exposure level. It is responsible for the
assessment of credit risks in connection with individual
business entities and groups of connected clients, the
assessment of investment projects that are not under
the authority of the project and export financing
department, and the assessment of their economic
justification, the assessment of acceptability and the
definition of the terms under which new investments
are funded, the definition of financial commitments
before investments are approved, the submission of
opinions on an investment’s acceptability in terms of
a risk assessment, and cooperation in the oversight
and implementation of monitoring in accordance
with the internal instructions within the context of the
credit process. In the scope of its position, a specialist
collateral management reviews the appropriateness of
the valuation reports for real estate.

The project and export financing department, in the
scope of the risk management function, contributes

to the establishment and implementation of the risk
management system and the management of credit
risk at the level of individual exposures through the
formulation of rules for the assessment of investment
projects. It is responsible for assessing projects in terms
of their financial, social and economic justification, their
financial framework and financial commitments. As
of 1January 2023, it operates as a first line of defence,
with the credit analysis department taking over the
assessment of credit risks, providing a final opinion on
the acceptability of investments or projects.

The middle office participates in credit risk
management at the individual exposure level in

the scope of the risk management function. It is
responsible for control activities in the credit process,
the documentary and data monitoring of financing
operations and the review of collateral, verification of
terms for drawdown and the monitoring of debtors,
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and in changes to existing investment operations also
for the drafting of credit proposals in accordance with
bylaws. It is also responsible for the compilation of
warning lists for the early detection of exposures with
increased credit risk, the monitoring of credit protection
and in-depth monitoring of debtors.

The distressed investment management department
participates in credit risk management at the individual
exposure level in the scope of the risk management
function, being responsible for distressed investments,
including the assessment of credit risk, the monitoring
of the stock of these investments and the customers
that fail to regularly fulfil their contractual obligations.

The back-office and payments department carries out
the daily monitoring of currency risk, liquidity risk and
credit risk in treasury operations in accordance with
internally set limits. In addition, it also makes payments
for SID Bank's needs and operations under the
authorisation of the Republic of Slovenia. It also keeps
analytical records of financing, borrowing and treasury
operations, and participates in the implementation of
guarantee schemes.

The assets and liabilities management department

is responsible for the management of liquidity risk,
interest rate risk and currency risk. It is also responsible
for drafting proposals for assets and liabilities
management and for the analysis and drafting of
proposals regarding the optimal structure of SID
Bank's financial sources, while also being involved in
the drafting of proposals for the strategic planning of
assets and liabilities, the development of models and
methodologies for assets and liabilities management,
and also in the development of new products.

The sustainable development department is
responsible for the definition of strategies and
development policies relating to sustainable
development, including ESG factors and SID

Bank’s operations under Republic of Slovenia
authorisation. It is also responsible for the drafting of
methodologies to assess the sustainability effects of
SID Bank’s operations, products and programmes. It
defines content relating to sustainable development
in cooperation with the research and strategy
department, which is also categorised in the second
line of defence, in the scope of market gap analyses
and the process of developing new products.

The risk management department is responsible for
drafting the strategy and policies for taking up and
managing the risks to which SID Bank is exposed in
its operations. It is also responsible for the drafting

of risk appetite, stress testing, identification of risks
including the risk profile assessment, calculating the
internal capital requirement and the required internal
capital adequacy, drafting the plan of activities for the
management of individual risks, assessing outsourcing
risk and the risk of introducing new products, and, in
conjunction with the assets and liabilities management
department, implementing the internal liquidity
adequacy assessment process. The risk management
department is also responsible for the drafting of
external and internal reports in order to supervise,
monitor and inform the Bank of all types of risks at

the Bank’s aggregate level, while not being directly
involved in the credit process and in the assessment
of individual loan transactions. The director of the

risk management department reports directly and
independently to the Bank’s management board

and the supervisory board’s risk committee on alll
material risks and circumstances that affect or could

affect the Bank’s risk profile. The director is also the
head of the risk management function in accordance
with the Banking Act and, in the event of specific risk
developments, has direct access to the supervisory
board to enable him/her to express potential doubts
or submit warnings.

The compliance department assesses and monitors
the compliance risks to which SID Bank is or could

be exposed to in its operations due to the breach

of valid regulations or a requirement of the Bank

of Slovenia, valid contracts, prescribed practices or
ethical standards that could impact the Bank's income,
capital or reputation. It reports regularly on its findings
to the management board and supervisory board
and, where appropriate, also to the risk management
department.

The information security department assesses and
monitors the information security risks and regularly
reports its findings to the Bank’s management board
and supervisory board.

One of the mandatory functions of internal controls,
i.e. the internal audit function, is categorised in the
third line of defence. The internal audit department
regularly, independently and comprehensively
audits the functioning of internal controls and the
implementation of the adopted risk management
measures, provides recommendations to improve
the system of internal controls and risk management
procedures, and reports quarterly to the supervisory
board.

ORENO

Internal control mechanisms

Internal control mechanisms, the functioning of which
is in place for all of SID Bank's business processes in
proportion to the materiality and risk of an individual
business process, include:

e internal controls of the implementation of the Bank’s
organisational procedures, business procedures and
work procedures; and

e internal control functions (risk management
department, compliance department, information
security department and internal audit department),
which are functionally and organisationally
segregated from the Bank's other functions, and
report directly to the Bank’s management board.

The purpose of internal controls is to ensure systematic
control over all of the Bank's material risks and to
provide an independent and objective assessment of
effectiveness and compliance with regard to the Bank's
internal governance arrangements on the basis of a
review and assessment of the adequacy of risk strategies
and policies, the Bank's risk management processes,
procedures and methodologies, and reporting on risks.

ESSENTIAL FEATURES OF RISK TAKE-UP
AND MANAGEMENT

SID Bank takes up risk within the scope of the
adopted overall risk appetite that it is still willing to
take up in order to achieve its business objectives,
strategies and plans, taking into account the Bank's
risk capacity, its strategies and policies for the take-up
and management of risks, and its capital, liquidity and
remuneration policies.
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SID Bank carries out a comprehensive internal capital
adequacy assessment process, tailored to the risks
taken up and to risk appetite, at least once a year, and
reports to the management body, and thus ensures
that the risks taken up remain within the limits of SID
Bank’s risk capacity. The assessed risk capacity is taken
into account when preparing business strategy and
business objectives and defining risk appetite.

Regular monitoring of risk appetite indicators is
provided for on SID Bank’s management body.

For 2023 SID Bank upgraded its methodology for
defining and monitoring risk appetite by determining
risk appetite on multiple levels (step-like), where

each superior level sets the upper threshold for the
subordinate level of limits. The revised methodology is
directly linked to the ICAAP, the annual plan and stress
testing.

In the area of risk management, SID Bank has in
place a strategy and seven policies on the take-up
and management of risks that define the procedures
for identifying, measuring or assessing, managing
and monitoring all types of risks to which the Bank

is or could be exposed. These documents take into
account the applicable legislation and regulations
governing risk management and SID Bank’s special
features proceeding from its status as an authorised
institution under the ZSIRB. The risk management
strategy and risk take-up and management policies
are updated at least once a year, taking into account
the appropriate compliance of the Bank’s business
objectives and business strategy with the risk take-up
and management strategy and policies.

For 2023, SID Bank upgraded the ICAAP in the
segment that covers the identification, definition of
materiality, risk measurement and definition of the

Bank'’s risk profile. The risk profile, which is the result of
the processes of identification, definition of materiality
and measurement of risks, represents a collection

of the risks that are significant to SID Bank and that
the Bank takes up or will take up in the framework

of its operations, and is quantified by the capital
requirement.

The risk profile serves as the basis for the
comprehensive risk management process, the internal
capital adequacy assessment process, the planning

of internal audit procedures, compliance and direct
supervision by the Bank of Slovenia. The Bank assesses
the risk profile on an annual basis.

SID Bank conducts stress tests on the basis of its own
scenarios and scenarios submitted by the supervisor.
Based on the results of these tests, it can identify the
Bank’s future capital and liquidity position and possible
actions to ensure future capital and liquidity adequacy.
SID Bank has established an integrated stress testing
framework, which it upgrades regularly. At the end

of 2022, SID Bank upgraded its credit risk stress

testing methodology to follow the European Banking
Authority’s (EBA) stress testing methodology. SID Bank
takes into account the stress test, at minimum, in the
process of reviewing and planning the Bank's risk
appetite and capacity to absorb risks, major changes,
the setting of risk limits, planning the Bank’s capital and
liquidity, and in the scope of the ICAAP and ILAAP.

SID Bank uses a standardised approach for calculating
minimum capital requirement for credit risk and a
basic indicator approach for operational risk. SID

Bank has no trading book. SID Bank’s exposure to
currency risk is low and generally does not exceed the
prescribed regulatory limit for the calculation of the
capital requirement for currency risk.

The remuneration of employees who in terms of

their powers or work tasks and activities can have

a material impact on the Bank’s risk profile is set in
such a way that it does not encourage employees to
irresponsibly take disproportionately large risks or risks
that exceed the Bank’s risk capacity.

MANAGEMENT OF AND EXPOSURE TO
RISKS IN 2022 AND VIEW TO THE FUTURE

SID Bank’s performance is strongly conditioned by
the macroeconomic environment in which it operates.
While the uncertainty of economic activity due to

the COVID-19 pandemic has eased in 2022, the
outbreak of war in Ukraine in February 2022 and the
sanctions imposed against Russia and Belarus have
had and will continue to have a strong impact on
macroeconomic uncertainty and volatility in financial
markets. The year 2022 was marked by the adverse
factors of high energy, commodity, raw material and
food prices, inflationary pressures, an accelerated
tightening of loose monetary policy terms and rising
market interest rates and credit spreads. SID Bank is
therefore continuously adapting its business model
and measures to pursue development and counter-
cyclical activities in parallel, thereby covering the gaps
or needs of the economy, and of the economic and
development policy.

SID Bank’s total assets remain at the same level as

last year, and stood at EUR 2.8 billion at the end of
2022. The value of the credit portfolio, measured at
amortised cost, was EUR 1.7 billion at the end of 2022.
The structure of loans shifted in favour of the non-
banking sector also on account of early repayments of
loans granted to banks.
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In 2023 SID Bank will take up risk in accordance with
the limits set for individual types of risks within the
scope of the adopted risk appetite.

Capital and liquidity position

One of the Bank’s main objectives of risk management
is to maintain an appropriate capital position, which
SID Bank manages as part of the established internal
capital adequacy assessment process, in the scope of
which it takes into account normal operating conditions
and stress situations. The Bank’s adequate capital
position is reflected in the quality composition of capital
and high capital adequacy ratio. SID Bank's regulatory
capital is comprised solely of Common Equity Tier 1
capital. As at 31 December 2022, the Bank disclosed

a total capital ratio of 25.4%, which is significantly
higher than the regulatory requirement. The value of
that ratio was down by 3.4 percentage points relative
to the previous year on account of the low carrying
amount of equity owing to a decline in the value of
debt securities measured at fair value though other
comprehensive income, which had a negative effect
on accumulated other comprehensive income.

The increase in risk-weighted assets arising from
outstanding exposure and exposure to companies also
caused this decline in ratio. The leverage ratio stood at
14.7% at the end of 2022, which is significantly higher
than the prescribed regulatory figure and will allow

the Bank stable operations also in the future. In 2022,
SID Bank met all the Bank of Slovenia’s requirements
relating to capital buffers. For more details about the
management of capital risk see section 3.6 Capital
management presented in the financial segment of the
annual report.
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Maintaining an appropriate level of liquidity and a
sound liquidity position are the next key objectives in
the area of risk management and are reflected in a
high liquidity coverage ratio and the net stable funding
ratio. The Bank maintains a high liquidity buffer due

to its specific role as a development institution and

its readiness to intervene as required. The liquidity
coverage ratio is maintained at high levels, but is also
volatile, primarily as a result of the fact that the Bank
does not normally have a high stock of maturities in

a period of 30 days, as it does not accept deposits
from the public, but mainly obtains long-term funding
supported by a Slovenian government guarantee. Thus,
the Bank only has a high stock of maturities at the time
of maturity of long-term funding. The average value of
the liquidity coverage ratio (LCR) was 6,123% in 2022,
while the average value of the weighted available
liquidity buffer stood at EUR 362.4 million in the form
of investment-grade debt securities and balance at the
central bank. The net stable funding ratio was 144.9% at
the end of 2022. The Bank regularly verifies its liquidity
position in the scope of the regular internal liquidity
adequacy assessment process, by taking into account
ordinary operations and the planned operations in the
future. It also regularly verifies the appropriateness of
the stock and structure of liquid assets in the scope of
stress testing, both in the event of deteriorating market
conditions and in institution-specific and combined
scenarios, and carries out regular liquidity simulations
in connection with planned operations in future
periods according to the baseline, stress and, where
needed, additional scenarios. The Bank adjusts the
management of liquidity reserves in the form of a debt
securities portfolio in the banking book to its business
activity and market situation inside the defined limits

in order to achieve the appropriate structure and
adequate diversification.

The management of liquid assets was challenging in
2022, as volatility in financial markets was significantly
higher than in 2021. Inflationary pressures, accelerated
monetary policy tightening and general uncertainty
about the macroeconomic situation have been key
factors linked to the Russia-Ukraine war. The Bank
maintained an appropriate level, quality and structure
of liquid assets in 2022 for covering its expected and
unexpected liquidity outflows and to ensure business
continuity in challenging conditions. In view of the
challenging market conditions and with the aim to
reducing the volatility of other comprehensive income,
the Bank increased its balance at the central bank
and actively managed its debt securities portfolio.

In 2023, volatility in financial markets is expected

to continue, with SID Bank continuing to pursue a
prudent liquidity management strategy in terms of an
appropriate structure and adequate diversification of
liquidity reserves, taking into account potential adverse
developments in financial markets, with the primary
objective of ensuring liquidity and safety.

SID Bank obtains its funding on the domestic and
international capital markets with the Slovenian
government guarantee, which provides it with stable
access to mostly long-term funding. In 2022, the Bank
has drawn EUR 76,499 thousand of purpose-specific
funding from development institutions and the Ministry
of Economic Development and Technology. For 2023,
SID Bank plans to actively manage its existing sources of
funding and, depending on future market conditions, to
raise new long-term borrowing on international capital
markets.

Exposure to risks

SID Bank’s operations are most exposed to credit

risk. The comprehensive credit risk management
system includes all the credit risk management
methodologies, procedures and tools used by SID
Bank for the approval and securing of investment
operations, the monitoring and management of

credit risk and the management of non-performing
exposures. The take-up of credit risks in 2022 complied
with the adopted risk appetite.

The quality of the credit portfolio was mainly affected
in 2022 by the Russia-Ukraine war, which deteriorated
on average due to new non-performing exposures

of debtors from Ukraine and Belarus. The above-
mentioned exposures were high at EUR 41,640
thousand at the end of 2022, but were covered by
SID Bank’s insurance policies issued on behalf of the
Republic of Slovenia to protect against commercial
and non-commerecial risks with 95% coverage, where
the risk of war is also covered, and therefore the
additional impairments and provisions required are
low.

SID Bank has no direct exposure to the Russian
Federation and all direct exposures to Ukraine and
Belarus have already been reclassified to non-
performing exposures, so the Bank does not expect
any further deterioration in that regard. During the year,
SID Bank monitored and carried out more detailed
analyses of the indirect impact of the war in Ukraine
on the operations of the companies in its portfolio, and
assessed the credit risk of the identified companies
accordingly.

OREO

Due to increasing energy prices credit risk is increasing
for energy-intensive companies. As a result, on the
basis of additional analyses, SID Bank assessed the
impact of growing energy prices on the operations of
energy-intensive companies in its portfolio in 2022 and
adjusted its assessment of credit risk accordingly.

The proportion of classified loans and other financial
assets accounted for by non-performing loans and
other financial assets was up due to the effect of the

Russia-Ukraine war and stood at 4.8% at the end of
2022 (end of 2021: 2.3%).

The coverage of non-performing exposures has fallen
significantly to 38.4% at the end of 2022 (end of 2021:
69.4%). The decline in coverage was primarily the
result of the fact that the new non-performing debtors
from Ukraine and Belarus have low impairment
coverage due to prime collateral (SID Bank's
insurance policy with 95% coverage by the Slovenian
government).

On average, improved ratings of performing

debtors (impact of favourable financial statements
of companies for 2021) and new macroeconomic
scenarios have had an effect of reducing allowances
and provisions for credit losses at the end of 2022.
Inclusion of past and forward-looking information
represents a requirement from accounting standard
IFRS 9, and as such macroeconomic scenarios affect
estimated credit parameters and the assessment of
expected credit losses. The credit parameters for 2022
also included an expected deterioration of the credit
portfolio stemming from the delayed effects of
COVID-19, which did not materialise to the extent
expected. Hence, despite a less favourable
macroeconomic outlook for 2023, a decline in
allowances and provisions, which in 2022 was also
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supported by improved credit ratings, and as a
consequence also transfers from Stage 2 to Stage 1,
were also recorded. Forecasts of GDP growth that SID
Bank took into account in the calculation of expected
credit losses according to the situation as at 31
December 2022 are presented in the financial section
of the annual report under point 2.3.8 Impairments of
financial assets and provisions.

The future macroeconomic environment remains
unpredictable. Continued geopolitical risks, economic
sanctions, higher borrowing costs, broad-based high
inflation and further risks of a wage-price spiral may
lead to a deterioration in the position of borrowers, a
deterioration in the quality of the credit portfolio and
an increase in impairments.

In 2023, SID Bank will continue its high-quality
management of credit risk and in accordance with

the best banking practices will upgrade the tools for
credit risk assessment and the early warning systems
(EWS) that alert against potential financial difficulties of
debtors, and its proactive actions.

In terms of the area managing environmental, social
and governance risks (ESG risks), SID Bank carries
out ESG factor-based assessments at the borrower
level above a certain exposure. The result of the
comprehensive assessment of ESG factors in the
form of a sustainability report enters SID Bank's credit
process as an input parameter and can impact the
loan rejection/approval and the terms of financing.

In 2022, SID Bank upgraded its regular monitoring
of exposure to climate transition risks and started to
obtain additional information from clients to assess
ESG risks through an updated ESG questionnaire.
In 2023, SID Bank plans to include this additional

information in its ESG assessment and customer rating.
Also in 2023, SID Bank plans to integrate ESG factors
into all types of risks and upgrade the ICAAP.

The Bank will further upgrade its climate-based

stress testing with two new scenarios in 2023, i.e.

the emissions allowance price growth scenario for
customers included in the EU Emissions Trading
Scheme (ETS) and a scenario of potential deterioration
in the credit quality of customers with high CO,
emissions.

Exposure to interest rate risk derives from interest-
sensitive positions in the banking book. SID Bank has
a process in place for managing interest rate risk in
the banking book with the aim of maintaining that
risk at a level that is in line with the Bank’s adopted
risk appetite, the definition of which is stricter than

the regulatory limit. Interest rate risk is measured on
the basis of the regular measurement of the effect

of changes in market interest rates in the prescribed
scenarios on the economic value of equity and net
interest income. The Bank also takes into account the
option risk that derives from contractually embedded
automatic interest rate options in both measurements.
In terms of the sensitivity of the economic value of
equity, the most unfavourable result according to data
at the end of 2022 is 2.6% of the Bank’s equity in

the scenario of a parallel shift in market interest rates
by +200 basis points. The results of the interest rate
sensitivity analyses are presented in more detail in
the financial section of the annual report in point 3.3
Interest rate risk.

The Bank uses derivatives in the form of interest rate
swaps to hedge against interest rate risk, for the
purpose of fair value hedging in connection with
both assets and liabilities. In 2022, the Bank entered

into additional interest rate swaps for the purpose of
hedging the fair value of a Slovenian government
bond measured at fair value through other
comprehensive income with a total nominal amount of
EUR 50 million.

An important factor in interest rate risk management
is the portfolio of debt securities in the banking book
with fixed yield, the purpose of which is ensuring
secondary liquidity and asset-liability management.
The management of the securities portfolio was
challenging in 2022 due to volatility in financial
markets. The rise in market interest rates and credit
spreads resulted in a negative revaluation of the
portfolio of debt securities measured at fair value
through other comprehensive income. At the same
time, market factors have enabled higher yields to
be achieved when reinvesting in debt securities. SID
Bank regularly measures exposure to credit spread
risk for its portfolio of debt securities measured at fair
value through other comprehensive income. Exposure
to credit spread risk is limited by the investment
policy and the limit system. The Bank invests almost
exclusively in debt securities of euro area issuers with
an investment-grade rating. The structure of the debt
securities portfolio by credit rating is presented in more
detail in the financial section of the annual Report in
point 3.1 Credit risk.

Financial market volatility is expected to continue in 2023,

High inflation, combined with the accelerated cooling of
economies, could also lead to more significant changes
in market interest rate levels and credit spreads in future
periods, which would continue to have an impact on
the valuation of the debt securities portfolio measured
at fair value through other comprehensive income, and
could have a negative impact on capital. However, as
the average maturity of the debt securities portfolio is
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gradually shortening as maturity approaches, the bank
estimates the impact on capital from this perspective to
be limited. In 2023, SID Bank will manage interest rate
risk and credit spread risk in the banking book within the
adopted risk appetite. In addition, the Bank will continue
to upgrade its methodologies for measuring these risks in
line with the anticipated regulatory changes.

SID Bank executes the maijority of investment
transactions in the domestic currency. The Bank's
exposure to currency risk is thus low, is within internally
defined limits, and does not exceed the prescribed
regulatory limit for the calculation of the capital
requirement for currency risk according to data at the
end of 2022.

In the area of operational risk, SID Bank has in
place a robust operational risk management culture
that is implemented following the example of

senior management. Operational risk is monitored
through the collection of data regarding loss events,
and through the identification, assessment and
management of that risk. SID Bank strives for the
continuous improvement of the control environment
and the implementation of measures to prevent the
repetition of loss events.

The Bank also manages model risk for which it

has adopted model risk management rules. The
framework is defined in a way that clearly identifies the
essential features of model risk and its management
through identification, measurement, monitoring/
reporting and control. The Bank also monitors the
findings of academics in the profession, and aims to
continually update and improve its valuation methods.
In the scope of managing model risk, the Bank also
defined the methodology for validating estimates of
credit risk parameters. The methodology also clearly
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defines the essential elements of quality validation
and thus enhances accuracy and the robustness of
the credit risk assessment. The validation of credit
risk parameters is undertaken qualitatively and
quantitatively, via a range of backtesting approaches
(Jeffreys test, Hosmer-Lemeshow test, Spiegelhalter
test, Kolmogorov-Smirnov test, mean difference, etc.),
tests of discriminating power (AUC ROC), tests of the
fulfilment of the theoretical assumptions of the model
(homoscedasticity, auto-correlation, multicollinearity,
etc.), and tests of representativeness and density.

The Bank records both loss events based on actual
losses and loss events based on potential losses for the
purpose of the best possible collection of information.

SID Bank did not record any significant loss events in
2022.

In 2022 the Bank focused intensively on the regular
management of actual risks in the area of information
and communication technology (ICT), which are also
addressed by its information technology strategy for
2023 to 2025. The rising pace of digitalisation at banks
is systematically increasing ICT risks and risks of fraud,
money laundering, terrorist financing and compliance.

With regard to the management of fraud risk, SID
Bank maintains a strong control environment by
introducing the in-depth assessment of exposure to
fraud risk, and mechanisms for the early detection of
fraud indicators and responses thereto.

Similar to other forms of fraud, cyber incidents

can result in financial losses, indirect negative
consequences and even systemic effects. SID Bank is
less exposed to such risks compared to commercial
banks, as its operations do not include current
accounts, electronic banking, card operations, etc.

However, the Bank recognises that in the event of the
realisation of these risks the effect on SID Bank could
be high, similar to the effect on commercial banks.
Therefore, SID Bank will continue to pay close attention
to information security.

The Bank earmarked many resources and funds to
information security training, as this is often the weakest
link (vulnerability) for people: educational content

was updated and adapted to providing lectures via
e-training platforms and upgraded by employee
testing.

SID Bank also gives special attention to outsourcing,
where its management of external contractors ensures
the appropriate performance of outsourced functions.

SID Bank also prudently manages strategic risk, which
was elevated significantly in 2022 due to the realisation
of geopolitical risks in the wake of Russia’s aggression
against Ukraine and the development of an energy
crisis associated therewith. The unpredictable
macroeconomic situation required SID Bank to
intervene while continuing its gradual transition to a
developmental role. Strategic risks are also derived
from the need to adapt to market gaps, which also
impacts profitability risk. SID Bank manages strategic
risk through management-level process control by
systematically monitoring the implementation of the
business strategy and monitoring the risk management
strategy. On this basis, it can take timely action to
respond to significant increases in this risk.

The remuneration policy, which is presented in detail
in the financial report in section A.16 Disclosure of
remuneration policy, is based on a link between
employee remuneration and the prudent take-up of
risks, and governs the ratio between the fixed and

variable components of remuneration for employees
whose work is of a specific nature. The policy and
related bylaws in this area focus on achieving the
objectives of the Bank's business strategy, and are
adjusted to the Bank’s risk profile and risk capacity.
The management of the variable components of
remuneration is included in the risk profile in the scope
of operational risk and internal controls. All internal
control functions, except for the information security
function, are included in the process of formulating,
controlling and reviewing the appropriateness

of remuneration policies. The tasks of the risk
management function include participation in the
definition of appropriate criteria for job performance
and commercial success that take into account
assumed risks, and an assessment of how the
structure of the variable components of remuneration
affects the Bank’s risk profile and the risk take-up
culture. As a second level of control, the compliance
department not only pursues regulatory compliance
in the area of remuneration, but also, before each
payment of a deferred component of remuneration,
verifies in cooperation with the risk management
department and the accounting department that the
legal formal conditions for making the payment are
met. The internal audit department must perform an
independent audit of the bases, implementation and
effects of the remuneration policy on the Bank's risk
profile.
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MANAGEMENT OF RISKS IN
CONNECTION WITH OPERATIONS
UNDER REPUBLIC OF SLOVENIA
AUTHORISATION

SID Bank manages the risks associated with the
authorisation for guarantee scheme services
implemented for the account of the state in
accordance with its bylaws in a reasonably similar way
as in the banking segment. The internal procedures
and process for verifying banks’ claims for payment of
guarantees and compliance with the legal conditions
for the redemption of the guarantee, as well as the
monitoring of recovery, are regulated in the relevant
bylaws and in separate business processes relating to
guarantee schemes. Competent committees discuss
reports on reputation risk, operational risk (through loss
events) and profitability risk. SID Bank is not exposed
to other risks, as the amounts of the required Slovenian
government guarantee, after submitting a request for
payment to the Ministry of Finance, are remitted to the
beneficiary bank by directly debiting the state budget.

Guarantee schemes based on intervention measures
in 2020

In 2022, SID Bank continued with the activities required
to carry out guarantee schemes to mitigate the

impact of the COVID-19 pandemic, arising from the
authorisations of the Republic of Slovenia.
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Housing Guarantee Scheme for Young People

In 2022, SID Bank carried out the necessary activities
under the authorisation of the Republic of Slovenia

in relation to the implementation of the housing
guarantee scheme for young people, which were
connected with the publication of the first invitation to
banks to submit bids for the allocation of guarantee
quotas and, on the basis of successful bids, allocated
guarantee quotas to the banks. SID Bank adequately
manages the risks defined in an internal process

by putting in place internal procedures defined by

its bylaws. It manages risks significant to brokerage
transactions, such as reputation risk and operational
risk, by regularly monitoring activities through internal
reports and external reports to the competent ministry,
by preparing invitations for banks and by publicly
disclosing information on the guarantee quota
distributed on its website.

Credit and investment insurance against non-
marketable risks

In addition to guarantee schemes, SID Bank also
provides credit and investment insurance against
non-marketable risks of a non-commercial and/or
commercial nature in the name and on behalf of the
Republic of Slovenia. In addition, the Bank manages
funds from the European cohesion policy (funds from
the Funds of Funds).

To prevent conflicts of interest and to maximise
efficiency, credit and investment insurance operations
are executed by a special department that is
organisationally segregated from banking operations
all the way to the level of the executive director, while

a special government operations committee decides
on and discusses these types of operations. The
committee makes decisions regarding exposure limits
for an individual customer, and regarding the payment
of insurance and reinsurance claims, discusses requests
to call government guarantees, and regularly monitors
and oversees the execution of all operations under
Republic of Slovenia authorisation. Decisions regarding
all transactions in excess of EUR 5 million are made

by the international trade promotion commission.

The work of the government operations committee is
presented in detail in the section Information on the
composition and functioning of management and
supervisory bodies and their committees in the scope
of the corporate governance statement.

SID Bank manages the risks inherent in operations
under Republic of Slovenia authorisation in
accordance with its bylaws in a reasonably similar
way as in the banking segment. Responsible
committees discuss reports on currency risk, liquidity
risks, operational risks (via loss events) and credit risk
(monitoring the limits on investment operations by the
treasury department and concentration of exposure of
investment operations by country).

In the area of credit and investment insurance

against non-marketable risks of a commercial and
non-commercial nature, SID Bank through a risk
management model (value-at-risk or VaR technique)
calculates potential claims on the basis of data on
insurance concluded and transactions in demand for
insurance in the name and on behalf of the Republic of
Slovenia, assesses whether contingency reserve assets
are sufficient to cover these claims, and estimates

the maximum potential claim and the impact of new
insurance operations on potential claims.

The methodology used to calculate the assessment of
potential claims from the insurance portfolio is based
on coefficients for the probability of a loss event, both
for countries (sovereigns) and individual debtors.

The calculation of the probability of default for a
specific country or customer is based on recognised
international credit ratings, and the corresponding
adjusted probabilities of default.

As at 31 December 2022, contingency reserves
amounted to EUR 174,869 thousand. Based on the
use of the value-at-risk (VaR) technique and data from
the insurance portfolio (including transactions in the
enquiry phase) according to the situation as at

31 December 2022, we can assert with 99.05%
certainty that claims over the next one-year period will
not exceed the amount of the contingency reserves.

ORESO

The start of the war in Ukraine and the imposition of
sanctions against Russia and Belarus are a major
uncertainty for the global political set-up and the
global economy.

The portfolio of insured credit and investments that
are made in the name and on behalf of the Republic
of Slovenia records high exposure to debtors from the
Russian Federation, Belarus and Ukraine. Exposures
are checked on an ongoing basis, in particular when
regular reports are drafted on a monthly basis. SID
Bank regularly prepares ‘stress tests’ on a quarterly
basis for all exposures to debtors from these countries
and, assuming a worst-case outcome, checks the
sufficiency of the level of contingency reserves for

the entire insurance portfolio. The results are shared
with SID Bank’s decision-making bodies and the
International Trade Promotion Commission.

For more on risk management, see section 3 of the
financial report.
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Our value:
COOPERATION

We value mutual assistance, we
are tolerant of the opinions of
others and we praise the good

work of our colleagues.

Human Resource Management

INTERNAL COMMUNICATIONS

Effective internal communications is the foundation of
an entity’s organised operations, successful business
processes and good relations among employees at all
levels.

SID Bank devoted a great deal of attention in 2022 to
strengthening internal communications. Continuous,
open and, above all, two-way communication within
the organisation is important for maintaining a positive
climate and a good corporate culture, which are

key to development and progress, which is why the
Bank’s management has placed special emphasis

on keeping employees regularly informed, also by
introducing regular Friday meetings with employees.
This type of communication contributed to the regular
resolution of employee issues and ensured greater
satisfaction at the workplace and a positive corporate
culture. In 2022, the way in which employees are
informed has been upgraded to include management
letters sent to everyone via email and live personal
addresses by the management board to all
employees.

Employee communication was also strengthened
through the in-house newsletter Cekincki, which was
visually redesigned and began to be released monthly.
Each month, the Cekincki newsletter kept employees
digitally informed about active projects, expert
articles, staff changes, new employee introductions,
health promotion content, cyber security tips, events
and departmental and company successes and
achievements. In this way the Bank ensures greater
cohesion, improved internal communication and
increased employee loyalty.

A regular dialogue between the Bank’s management
and trade union was also maintained in 2022.

Throughout 2022, various activities took place

to celebrate the 30th anniversary of SID Bank's
operations. The Bank's logo has also been changed
to reflect this. A high-profile event was organised for
business partners and other stakeholders, and the
Bank also demonstrated its commitment to greater
cohesion by organising a social event for former and
present employees.

ORCMO

Contemporary communication technologies

keep employees informed and keep abreast with
management on a daily basis. In 2022, the Bank
began intensive use of an in-house e-education

portal ECHO+, which enables employees to undergo
compulsory education/training programmes in an
effective and simple manner, upgrade their knowledge
and keep abreast with the latest findings in their own
respective professions and maintaining knowledge

of the Bank’s services and products. Employees can
also contribute to a better work environment via the
application for proposed improvements, through which
each employee can propose his/her innovative idea
for improvements.

All internal communication activities are aimed

at fulfilling the mission and preserving the values

of SID Bank, which is also establishing itself via
interconnecting and relaxed relations at the Bank, as
active investment in employees is crucial for the Bank’s
further development.
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CONCERN FOR EMPLOYEES

The Bank offers flexible working hours to all employees
to facilitate work-life balance. Where the nature of the
work allows, the Bank also offers employees a hybrid
form of work allowing employees to work from home.

Special attention is also given to the rights of
employees, occupational health and safety,

working conditions, social security, personal and
professional development, social dialogue and mutual
relationships. In the area of employee health and
safety, SID Bank organises preliminary, specific-purpose
(targeted) and periodic medical examinations, as well
as professional training in the areas of occupational
health and safety and fire safety.

By regularly monitoring employees’ needs,
implementing the recommendations of occupational
medicine experts and taking measures to promote
health in the workplace, the Bank is working to provide
the healthiest possible working conditions and a
suitable working environment.

As part of the recruitment process, the Bank also
carries out psychological profiling to ensure that the
most suitable candidates are recruited to fill the staffing

gaps.

DEVELOPMENT OF EMPLOYEES AND
REMUNERATION

SID Bank puts special focus on the professional and
personal development of employees with whom the
Bank ensures that the educational and qualifications
structure is suitable for its development and its strategic
objectives. This ensures that each employee at the
Bank has the knowledge, skills and abilities required to
perform effectively in their work, with the aim of raising
the quality of work of individuals and teams.

The incentive-based system of remuneration further
helps employees to effectively adapt to changes
and challenges within the organisation and in an
environment that will present them with sufficient
professional challenges in the future.

The Bank upholds all applicable legislation and
the company-level and banking sector collective
agreement when setting salaries and determining
other labour costs for employees.

In 2022, the Bank adopted a new employee
remuneration model under which employees are
remunerated on a monthly and yearly basis on the
basis of transparent criteria and which motivates
employees to do better and accomplish more.

The Bank also remunerates employees for special
achievements and project work success.

Remuneration for performance and the system of
advancement (promotions) are governed by the

relevant bylaws, i.e. the remuneration policy, company-
level collective agreement and rules on advancement
and remuneration, which also sets out the terms,
conditions and criteria for additionally motivating and
rewarding staff.

The Bank continued to pay voluntary health insurance
premiums as an additional benefit to its employees in
2022, and a supplementary pension insurance scheme
is in place for employees, as well as jubilee benefits for
employees, in accordance with the provisions of the
collective agreement in the banking sector.

The system of competencies for specific posts ensures
quality of the staff structure within the framework of SID
Bank’s complex functional structure as a development
bank.

Promoting the acquisition of additional knowledge and
skills and their practical use is one of the guidelines of

SID Bank’s action strategy. A total of 94% of the Bank's
employees participated in at least one training in 2022.

Management regularly conduct annual development
interviews with employees that represent the basis for
management of employees by objectives, assessing
the development potential of individuals and their
desired career path, the definition of key staff members
and the formulation of annual training plans. The

Bank is thus able to identify needs for new knowledge
in a timely manner, and plan targeted training and
education programmes for individuals and groups

of employees more easily. In 2022, the annual

OREIO

development interviews were also properly application-
supported within the eHRM application, allowing for
more efficient implementation.

To improve management by objectives, the Bank
introduced coaching for the Bank's top management
in 2022, which it is continuing in 2023, and conducted
intensive workshops with an external provider for
senior management. It has also overhauled the on-
and off-boarding process to ensure the best first-day
experience for new employees and to capture the key
reasons for departures.

In terms of concern for key staff and talented
individuals, the Bank in 2022 performed activities
embedded in the concept for key and promising staff
(talented individuals) and successors for key positions,
and a programme to retain these employees. The
Bank’s key and promising staff are also actively
involved in the preparation of the Bank's strategic and
business guidelines, and in 2022 most of them made
elevator pitches to introduce themselves to the Bank’s
senior management.

In order to maintain an appropriate climate and
employee satisfaction and engagement, activities from
the action plan, which the Bank outlined based on

the findings from measurements done in the scope of
the Slovenian Organisational Climate (SIOK) project
at the end of 2021, were carried out in 2022. The

Bank measures employee satisfaction, climate and
engagement at two-yearly intervals.
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EMPLOYEE STRUCTURE

Recruitment was undertaken in line with the annual
employment plan in 2022, and in line with guidelines
from the strategy, which are based on the adjustment
of recruitment to growth in operations and the
development of new products, the recruitment of
experts with specific skills and experience, and the
retention of crucial and promising employees.

SID Bank hired 19 new employees in 2022, either due
to temporary additional needs or to replace employees
who found new challenges outside the Bank, or partly
as a response to needs dictated by new tasks and

the increased workload brought by the launch of new
products and other development activities.

SID Bank had 221 employees at the end of the year,
of whom 146 were women and 75 were men. The
headcount averaged 223 in 2022.

In filling staff voids, the Bank encourages the internal
labour market and internal re-assignment of staff
where possible, and recruits candidates from the
external market who bring scarce and new skills and
competences to the Bank.

©

70

®

2022 2021
Quadlification level Number Proportion in % Number Proportion in %
5 13 5.9 15 6.7
6/1 10 4.5 14 6.3
6/2 50 22.6 47 211
7 108 48.9 108 48.4
8/1 32 14.5 31 13.9
8/2 8 3.6 8 3.6
Total 221 100.0 223 100.0
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Our value:
EFFICIENCY

We seek optimal solutions and
we optimise work processes, we
are productive and we do the
right’ things.

Development of the Bank

DEVELOPMENT IN 2022

Development of products and programmes

The Bank pushed ahead in 2022 with the development
of products, both for direct financing/investment in
Slovenian companies and indirectly via banks and
other financial intermediaries.

During the year, the Bank began the modification

of the Public Sector Entities Financing Programme,
enabling the implementation of this programme also
through the use of favourable sources of financing
gained from the Council of Europe Development Bank
and the European Investment Bank, which the Bank
complemented by its own sources.

With respect to the working capital and investments
(hereinafter: OSN) programme with the EGF
guarantee, it agreed to extend the implementation so
that this programme could be implemented by the end
of 2022, otherwise the EGF guarantee could only be
used for a shorter period of time.

In April 2022, SID Bank successfully notified the aid
scheme under the Temporary Crisis Framework
for State Aid measures to support the economy
following the aggression against Ukraine by Russia
and amended it in December to take into account
the amendments to this temporary framework. The

amendments to the scheme allowed for higher
amounts of state aid that SID Bank could grant to
such companies and extended the implementation
period of such measures. Thus, in 2022, the Bank
has adapted some of its existing programmes to

the conditions allowed by the scheme under the
temporary framework (e.g. OSN programme without
EGF guarantee).

In 2022, SID Bank began the development of two

new programmes, which will be completed in 2023,
and in November 2022 submitted an expression of
interest to the EIF for an EIF guarantee under InvestEU
for a sustainable financing (lending) programme

and an innovation and corporate sector digitalisation
programme. The sustainable financing programme will
enable the direct financing of the working capital and/
or investments of SMEs or mid-cap enterprises, which
qualify as a sustainable enterprise and/or investments
that are classified as green investments.

The innovations and corporate sector digitalisation
programme will enable the direct financing of the
working capital and/or investments of SMEs or
mid-cap enterprises that must meet at least one of

the innovation or digitalisation criteria set out in the
InvestEU rules. Both of these programmes are subject
to the conditions attached to the “Sustainability
Proofing Guidance” for InvestEU. Priority will be passed
on to final recipients under a de minimis scheme.

ORLEO

In addition to direct financing, development activities
have also focused on indirect financing. SID Bank has
developed a long-term credit facility through banks
and savings banks for corporates, sole traders and
other legal entities with elements of state aid under a
de minimis scheme to finance current operations and/
or investments at a favourable interest rate, with a loan
repayment period of up to 10 years.

At the same time, the Bank started developing a
new risk-sharing programme to finance the current
operations and/or investments of corporates, sole
traders and other legal entities through banks and
savings banks. The development of the programme
with a favourable interest rate and elements of state

aid under the de minimis scheme will be completed in
2023.

In 2022, SID Bank signed two amendments to the
existing contract with the EIF to expand the SEGIP
platform for equity and quasi-equity financing for an
additional EUR 120 million. In the second half of 2022
EIF issued public Calls of Expression of Interest for
financial intermediaries to manage a venture capital
fund and a private equity fund to invest in succession
business in Slovenia. In 2022, SID Bank, together with
the EIF, also started the presentation of the investment
strategies and governance structures of the two funds
as part of the SEGIP expansion. The venture capital
fund will provide financial support to Slovenian young
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innovative SMEs in the early stage of development
(seed and especially start-up phase) and the scale-up
stage. The main objective is to address the market

gap in this area and to provide support to the venture
capital ecosystem, which is underdeveloped in
Slovenia. From SEGIP EUR 44 million are available

for venture capital financing (SID Bank and the EIF
providing EUR 22 million each). The private equity
succession fund will support the financing of succession
businesses that, due to the non-existence of family
members or their unwillingness to take over ownership
and management of the company when the current
owner steps down (e.g. due to retirement), would either
cease to operate or be sold off piece-by-piece or be
forced to do so, or to support the organic growth of
succession businesses. From SEGIP EUR 50 million are
available for the private equity succession fund (SID
Bank and the EIF providing EUR 25 million each).

In 2022, SID Bank and the European Commission
closed the content sets of all six pillars of the Bank’s
pillar assessment. In the first half of 2023, the Bank
expects to conclude the pillar assessment process with
a positive decision from the European Commission.

Development of information technology and
cyber security

In terms of IT solutions development, SID Bank

focused on two projects of strategic importance. The
first will provide IT support for the lending and credit
monitoring process, including a customer portal, while
the second is preparing the replacement of the core
banking system, together with a partial consolidation
of back-office applications. In addition, the Bank made
a number of significant upgrades and improvements
to various systems and applications in 2022. Among
the most important were the adjustments made to

internal systems to meet the needs of the introduction
of a new real-time gross settlement system and the
central liquidity management model (T2). Most of the
development activities were related to various aspects
of the credit process, in particular the introduction of
a new guarantee scheme, the financial calculator,

the calculation of credit ratings and the early warning
system with the addition of new indicators and risk
categories. The Bank has upgraded the functionalities
of the data warehouse through a number of
development-based improvements and made the
necessary adjustments in the area of regulatory
reporting.

In terms of cyber security, SID Bank has not been
exposed to any successful cyberattacks. All the
cybersecurity incidents that it addressed were of low
criticality. However, in light of the detected increased
threat of cyberattacks and based on the identification
of risks in 2021, the Bank has taken an approach to
improve its security management. To that end, the
Bank entered into an agreement with a selected
external contractor to which it outsourced the 24/7
provision of services and related solutions of the
Security Operations Centre (SOC) for the protection of
IT system endpoints, i.e. servers, laptops, PCs, mobile
devices (Endpoint Detection and Response - EDR). In
connection with the SOC, the Bank has started to use
the SOAR (Security Orchestration, Automation and
Response) tool to speed up its response to detected
threats and security incidents.

The Bank has also focused on upgrading (with new
versions and operating rules) existing protection
systems such as ATP (Advanced Threat Protection) and
SIEM (Security Information and Event Management),
as well as strengthening security settings, especially in
security-sensitive areas (e.g. SWIFT). An automated

data exchange (Malware Information Security Platform
- MISP) has been set up with the Slovenian national
cyber security response centre (SI-CERT), through
which the Bank receives data from all international
CERT organisations and other agencies (e.g. police
forces) of which SI-CERT is a member. The information
obtained through the MISP is integrated into the Bank'’s
SIEM, correlated with existing security records and
examined in the event of a suspected cyber incident
on the Bank’s network.

The Bank has established a protocol to protect the
integrity of domain names (Domain Name System
Security Extensions - DNSSec) and has set up an
internal public key infrastructure. With a primary focus
on ensuring a higher level of security, the Bank has
carried out system hardening on a number of server
systems.

The Bank continued regular training in the area of
information security (general training for all employees
and just recently separate training for users of mobile
devices) and verified the vulnerability of SID Bank's

IT systems to threats from the external and internal
environments through external security reviews
(penetration tests). The Bank regularly discusses all
information security-related activities and events at

the information security committee, and at the Bank's
management board and supervisory board sessions.

The bank has also started introducing other solutions to
mitigate IT operational and secuirity risks, such as PAM
(Privilege Access Management, which regulates and
eliminates security gaps in relation to the monitoring

of remote access by external providers) and WAF or

LB (Web Application Firewall or Load Balancer, which
provides an additional layer of security for web services
that the Bank posts on the Internet).

OREO

DEVELOPMENT IN 2023

Development of products and programmes

In 2023, product development activities will focus on
completing the development of the products that

SID Bank started developing in 2022: a programme

of financing through banks and savings banks for
corporates, sole traders and other legal entities with risk
sharing, completing the development of the corporate
sector innovation and digitalisation programme and
the sustainable financing programme.

Furthermore, in the first quarter of 2023, based on the
Temporary Cirisis Framework for State Aid measures

to support the economy following the aggression
against Ukraine by Russia, SID Bank will develop

two new programmes within the framework of the
existing financial engineering funds with the Ministry of
Economy, Tourism and Sports (METS) and the Ministry
of Infrastructure (Mol), whereby:

* establishing a programme within the framework of
Loan Fund 1that is expected to make available to
companies EUR 50 million in loans for investments
and/or working capital;

* establishing a programme within the framework of
Loan Fund 5 that is expected to make available to
road traffic companies EUR 15 million in loans for
investments and/or working capital.

In 2023, within the framework of counter-cyclical
measures, SID Bank will set up a new EUR 100 million
financial engineering loan fund to finance investments
and/or working capital for companies affected by the
energy crisis and the Ukraine crisis, in accordance with
the Act Determining the Aid to the Economy to Mitigate
the Impact of the Energy Crisis (ZPGOPEK) and in
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cooperation with the Ministry of Economy, Tourism and
Sports. A total of EUR 25 million as a portion of the
loan fund will come from budgetary funds, while the
remaining EUR 75 million will be provided by SID Bank.

In 2023, the EIF will complete its due diligence of
candidates for venture capital (VC) and private equity
(PE) succession fund managers. Afterwards selected
managers will set up VC and PE funds to start investing
in Slovenian start-ups or succession businesses to
address ownership change.

SID Bank’s activities in 2023 in the area of
management and introduction of new products

will also focus on activities related to the liquidation

of some financial engineering loan funds at the

end of their term. At the end of 2023, the eligibility
period for the management of cohesion funds under
the 2014-2020 Fund of Funds and the COVID-19
Fund of Funds will also expire, and SID Bank will
therefore evaluate the implementation of the financial
instruments executed under these two Fund of Funds.
The evaluation will also include an assessment of

the need to continue financing from ECP funding
through the same or other financial instruments. In this
context, SID Bank's activities will focus on preparing
proposals for these financial instruments in four areas
of action: research, development and innovation,
urban development, energy efficiency, SME financing
(competitiveness of the economy).

SID Bank has put forward an initiative to the METS for
the establishment of a new EUR 500 million financial
engineering development loan fund at SID Bank in
2023 for the development financing of Slovenian
companies. This initiative requires the appropriate legal
basis to be put in place.

The Bank expects the successful completion of the
pillar assessment and commencement of preparations
for structuring financial instruments tied to centralised
EU measures (e.g. InvestEU) and the strengthening

of cooperation with the EIB Group in the first half

of 2023. SID Bank will also be actively involved in

the implementation of a new multi-annual financial

framework for 2021-2027.

Development of information technology and
cyber security

SID Bank has put in place an information technology
strategy for 2023 to 2025, which pursues an
integrated approach to managing information
technology through activities within the framework of
three strategic pillars: ICT architecture, applications
architecture, and the overhaul of IT organisation and
processes.

The implementation of the IT strategy places primary
emphasis on ensuring stability, security and regulatory
compliance. Key actions in 2023 will therefore focus on
upgrading business continuity processes, both through
the creation of new server capacity and the renewal of
data centres and the communication between them.
The Bank will also pay a lot of attention to backup and
log management. In ensuring business continuity, the
Bank will strengthen recovery procedures for key IT
systems.

The application development will follow the outlined
guidelines for building the new portal solution and
supporting the lending processes. At the same time,
the Bank will follow its strategy of replacing the core
banking system and will simultaneously implement
several security and functional adjustments to the
existing software solutions.

The Bank will hold regular information security

training for all employees, targeting specific groups of
employees in terms of content, and will expand this
range of training courses (e.g. personal data protection
training). It will check the vulnerabilities of the Bank'’s

IT systems, especially those newly introduced, from the
external and internal environment through external
and internal security checks (penetration tests, self-
assessments).

OREO

In conjunction with the SOC, the Bank will expand

the use of the SOAR tool to speed up the response to
detected threats or security incidents. The Bank will
upgrade its existing security systems (ATP, SIEM) with
new versions and rules, including by systematically
defining permitted exceptions for key inbound and
outbound channels to ensure better resilience to cyber
threats.

In terms of cyber risk management, the Bank will select
a methodology for identifying and assessing cyber
threats and, as a consequence, update the operational
risk and internal control catalogues and reassess these
risks. For the identified material cyber threats, the Bank
will develop proactive (threat hunting) and reactive
(response plans for cyber threat incidents and testing)
action plans, also with the help of the SOC.

The Bank will also upgrade its IT, security and
compliance management bylaws and its
management reports in this context. Within this scope,
the Bank will pay particular attention to the new bylaw
and the corresponding procedures for the lifecycle
management of all ICT assets.
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Our value:
COURAGE

We pursue our vision with
commitment, with concern for our
fellow humans, the wider community
and environment, and we are
honest with ourselves and others.

Soclal Responsibility and
Sustainable Operations

PROMOTING SUSTAINABLE
DEVELOPMENT THROUGH VARIOUS
FORMS OF ACTION

In 2022, SID Bank's activities mitigated the difficulties
of companies affected by the consequences of the
COVID-19 epidemic and the energy crisis, which was
linked to the crisis in Ukraine. Thus, in addition to its
development and promotional role, it also intervened
in the area of anti-crisis financing. In 2022, SID Bank
continued to implement environmentally sustainable
financing programmes, while continuing the
sustainability transformation of its own business.

In the scope of its mission and entrusted authorisations,
SID Bank, through its activity, contributes to the
fulfilment of broader social objectives that are in

line with the key elements of Slovenia’s sustainable
development: a successful economy, social security
and concern for the environment. SID Bank may
function through three distribution channels: via private
financial institutions, via public promotional institutions
or directly vis-a-vis final beneficiaries. By providing
financial services that complement the market, SID
Bank contributes to economic growth and well-

being, and strives for the sustainable development of
Slovenia.

SID Bank adheres to the principle of balanced

and sustainable development in the economic,
environmental and social areas, and observes the
comprehensive, long-term sustainable stance for all
financial transactions. In addition to the economic
justification of activities, the Bank also takes into
account their social externdlities, i.e. the non-financial
or indirect benefits and/or costs to the overall
economic and social environment. Financing socially
beneficial infrastructure projects and target groups

in the economy is the basic way in which the Bank
contributes to Slovenia’s sustainable development
policies.

RESPONSIBLE FINANCING OF THE
CORPORATE SECTOR

As a member of the Bank Association of Slovenia, SID
Bank was among the initiators who formulated the
principles of responsible lending for banks operating
in Slovenia. These principles comprise guidelines

and recommendations to fulfil the objective of

being responsible to customers, owners and other
stakeholders. In practice, SID Bank has built the
concept of responsible lending and borrowing into the
internal decision-making process.

OREO

The principles of responsible lending, as formulated by
the BAS, comprise:

* ethical standards and responsibility to customers;
* knowing customers;

* financing policy;

e financing based on expected cash flows; and

* suitable purpose and conditions of financing.

In its transactions with customers, SID Bank devotes
particular attention to preventing corruption risks

and to environmental policy. SID Bank's activities

are by definition set up in a framework that is as
complementary as possible to other market players

in the field of financing, as the Bank is aware that its
specific position requires it to carry out its activities in a
way that prevents distortions of free competition.

As a development bank, SID Bank is required to ensure
the long-term financial viability of its business model.
Because it does not operate with the goal of maximising
profitability, it is able to provide more favourable
financial terms in its promotional programmes. In
accordance with the ZSIRB, SID Bank reinvests all profits
in the Bank's equity to provide additional financing to
the economy. SID Bank’s role is thus not to support all
enterprises that demand loans, but only those that are
economically and financially justifiable, and yet include
a sustainable development component. In transactions
with customers and in projects, special attention is given
to the prevention of corruption and money laundering.
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In 2022 SID Bank again used its products and
programmes to pursue the concept of covering key
phases in the production chain where market gaps
arise. The Bank also enhances the accessibility of
financial services by developing new products and
adapting its existing offer.

PROMOTING THE GREEN ECONOMY AND
CIRCULAR BUSINESS MODELS

Despite the increased focus in 2022 on stimulating
the economy to eliminate the consequences of the
pandemic and the war in Ukraine, SID Bank has not
reduced its efforts to promote a circular economy
and more sustainable forms of business models

for corporates. The Bank is already implementing
initiatives aimed at the circular and green economy
directly through existing general programmes to
finance companies.

Through its development-promotion programmes,

SID Bank addresses the development of a
competitive economy, with an emphasis on SMEs, the
development of a knowledge society and innovative
entrepreneurship, the development of an environment-
friendly society, and regional and social development.
Via SID Bank’s programmes, it is possible to directly
finance companies and their investments in projects
for energy efficiency, renewables, the renovation of
buildings, sustainable transport, and the sustainable
handling/recycling and management of water, waste
and other natural resources.

SID Bank is especially focused on the monitoring
and management of environmental risks and the
promoting of the green transition of companies. The

management of climate and other environmental risks
is shifting to the very core of the Bank’s operations and
business processes. In addition, SID Bank invests in
technology, data and employees, which will increase
its knowledge capital in the area of sustainable
financing, and thus define its role in promoting and
financing the transition to a sustainable economy more
clearly.

In 2022, SID Bank adopted a sustainable financing
policy, which sets the framework for integrating
sustainability into SID Bank's business model. The
policy sets general objectives in the area of sustainable
financing, aligns the operational framework with
regulatory requirements in the area of sustainable
financing, aligns the business to gradually transition
SID Bank’s financing towards sustainable financing

in line with the action plan for financing sustainable
growth, which will contribute to achieving the goals

of the Paris Climate Agreement, and establishes a
framework for integrating ESG assessment into the
processes for approving and monitoring the financing
of SID Bank. The policy also sets out the ultimate goal,
which is defined in the policy as achieving climate
neutrality of SID Bank by 2050, while the intermediate
medium-term goals are set by SID Bank through its
development strategy.

In 2023, SID Bank will continue to pay special attention
to sustainability factors (ESG factors) and continue

its green transformation. The focus will also shift from
ensuring compliance with regulatory requirements to
investment or front office services. Despite 2023 also
being devoted to intervention from an investment

point of view, further changes will be made in parallel
within the development areq, especially in terms of
product development, which will be particularly focused
on financing the green transition, i.e. in principle of

“brown” industries, and financing the adaptation

of companies’ business models. SID Bank will also
continue to introduce differentiated terms and conditions
or favourable financing conditions depending on the
sustainability orientation of the companies’ business
models. In terms of methodologies, an adaptation of
the existing ESG questionnaire for medium and large
enterprises will be carried out in 2023. In other areas,
activities will focus on the Bank’s decarbonisation plan
and the implementation of the measures envisaged in
this segment.

PLAN FOR THE DECARBONISATION OF SID
BANK BY 2030

In 2022, SID Bank measured and monitored its carbon
footprint for 2021 in accordance with the requirements
of the GHG protocol. A detailed inventory of itemised
environmental energy and material categories and data
collection was carried out, the methodology for carbon
footprint calculations was revised, the presentation

of results and the setting of reduction targets was
standardised, and the disclosures and reporting on
carbon footprints were standardised. Verification of the
calculated values was also carried out in accordance
with the protocol. These activities form the basis on
which SID Bank has developed its decarbonisation plan

by 2030 with a look ahead to 2050.

SID Bank’s decarbonisation plan sets annual targets
until 2030, with a set of actions by category, a timeline
and an estimate of the financial resources needed.

In its decarbonisation plan, SID Bank also sets out

a timeline for the establishment of a comprehensive
capture and recording of Scope 3 emissions, with
targets including a view to 2050.

OREO

Until the comprehensive monitoring of emissions

has been put in place, including a comprehensive
calculation of Scope 3 emissions, the decarbonisation
plan with interim targets until 2025 and 2030 remains
solely focused on the reduction of emissions to the
emission levels that apply to Scope 1and Scope 2
emissions, and Scope 3 emissions in the segment that
has already been evaluated. Setting targets, which in
this phase is based on the reduction of Scope 1and
Scope 2 GHG emissions, meets the expectations of
Slovene Sovereign Holding Company (SSH) vis-a-vis
companies managed by SSH.

SID BANK’S PROGRAMMES AIMED AT
ACHIEVING SUSTAINABILITY OBJECTIVES

Through its programmes, SID Bank primarily pursues
the objectives of achieving wider social benefits,
particularly for Slovenian society, thus also pursuing
global sustainable development goals’ that were
adopted under the auspices of the United Nations.
Slovenia is among the signatory countries, while SID
Bank is involved as a development institution with a
view to a cleaner and more inclusive future. It is geared
towards achieving these goals.

In 2022, SID Bank still operated in uncertain and
changing economic conditions and, in addition

to development programmes, also implemented
intervention financing programmes. In combatting the
consequences of the pandemic and Russia’s military
aggression against Ukraine, SID Bank targeted its
financing towards the most affected activities and for
purposes that achieve the maximum macroeconomic
effect.

7 Sustainable development goals (SDG): 1. No poverty; 2. Zero hunger; 3. Good health and well-being; 4. Quality education; 5. Gender equality; 6. Clean water and sanitation; 7. Affordable and clean energy; 8. Decent work and economic growth; 9. Industry, innovation and infrastructure; 10. Reduced inequalities; 11. Sustainable cities and communities; 12.
Responsible consumption and production; 13. Climate action; 14. Life below water; 15. Life on land; 16. Peace, justice and strong institutions; 17. Partnerships for the goals.
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This way it is contributing to reaching goals 1, 8 and

9, and by strengthening its focus on promoting a
sustainable economy it also especially strives to
achieve goals 11-15. Through development and
promotion programmes for small and medium-sized
enterprises, also via commercial banks, SID Bank
contributed to the achievement of goals 8-10 in 2022.
It contributed to goals 9 and 11 through loans for

the financing of comprehensive energy renovation
projects in public buildings and loans for the financing
of urban development projects, which finance non-
profit municipal projects in degraded areas, and

to goals 8 and 9 through the programmes for the
financing of technological and development projects
(RRI 3 and NALOZBE 3). An additional contribution

to achieving goals 12 and 15 was achieved with the
LES 1 programme for promoting investment projects
in the forestry and wood processing chain, which is
environmentally-friendly and strives to take advantage
of Slovenia’s strategic position with its large share of
forested areas and many generations of experience
in sustainable forest management. Also in 2022, SID
Bank continued to offer favourable financing for other
green projects and the circular economy under all
programmes.

COMMUNICATION WITH THE PUBLIC

As the main development financial institution in

the country, SID Bank has a unique position on the
market. Appropriate and coordinated communication
with the public functions as support to the Bank’s
business and operational goals and to its promotional
and development role. The entire communication is
coordinated in the visual and content-based sense.
The corporate identity of SID Bank and the slogan

“Promoting the Slovenian Economy” are included on
all promotional and communication materials.

The key goals of communication activities in 2022
include the following:

* support for the implementation of the Bank's
business policy;

* preservation of the reputation and good name of
SID Bank;

* preparation, organisation and performance of
events to commemorate the 30th anniversary of
SID Bank, all geared towards increasing the Bank’s
visibility;

e strengthening the Bank’s visibility and solidifying its
role as a promoter of sustainable development of
the Slovenian economy and society;

* presentation of positive messages and news relating
to the Bank’s role and activity in Slovenia;

* segregation of powers and the role/communication
of the management board and supervisory board
of SID Bank; and

* prevention of incorrect and inaccurate public
information.

In line with the Bank’s operational strategy,
communication is carried out through direct and
indirect approaches, with customers, business partners,
various stakeholders (ministries) and the public, as

well as in cooperation with other financial and public
promotion-oriented institutions. Transparent and
unified communication builds lasting relationships with
all stakeholders, which also strengthens SID Bank’s
visibility.

The Bank'’s central communication channel, which
serves as the main source of information, are its
websites: www.sid.si and www.skladskladov.si. Easy

and direct 24/7 access to the information on the

sites is also provided by the installed web assistants
(chatbots) SIDko and SKLADko. The Bank maintains
direct contact with its stakeholders through weekly
communication on social networks LinkedIn and
Facebook, through written, image and video content,
and through a monthly e-newsletter to communicate
news and current products and services to customers.

In 2022, the Bank mai