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BOSNIA & HERZEGOVINA

Bosnia and Herzegovina's Factoring Market:
Trick or Treat?

Bosnia and H::fzcguvlna (BiH)
consists of two distinet admin-
isceative entities — the Federation
of BiH (FBiH) and Republika
Srpska (RS) — and the special ad-
rministrative wmt Broko District of
Bill (B1Y), In accordance with the

constitutional division of compe-
tences, factoring actvites —a tpe

of debror Anance in which a busi-
ness sells its accounts receivable (Le, invoices) to a thind party
(called a factot) at a discount — fall under the competence of
individual parts, resulting in several sets of legisladon but two
regulators: the Federal Banking Agency (FBA) in FBiH and the
Banking Agency in Republika Srpska (BARS), with BD able ro

choose either of the two,

Currently, factoring represents a repulated Anancial and non-de-
posit acrivity in FBIH, and it is subject to the supervision of
the FBA, pursuant to the Factoring Act adopted in 2015, In RS,
however, this activity remains unregulared and falls within the
sphere of general coneract law, although pew legislaton is ex-
pected and is likely to be very similar to the legislation in FBIH,

Although factoring in FBiH is in its infancy, it has been rcc
ognized as a new financing instroment, especially efficient for
liguidity management. Combined with the Finaneial Dealings
Mgt in FBiH thar was adopted in 2006 and its capital adequacy
requirements focusing on liquidity and pertaining restrictions if
the liquidity 15 impaired, factorng is becoming more popular,

Current Regularory Framewaork in Brief

In FBiH, factoring represents a regulated financial activity thal
can only be pursued within the framework set up by the Factor-
ing Act and relevant FBA bylaws, and can only be performed by
regulated entties, Le, licensed factoring companies and banks,
The market is regulated by the FBA. Both recourse and non-re-
eourse factoring ate recogrized, While cross-border factoring is
also recognized, it is not possible for foreign factors to operate
directly on the local market, and in order for a foreign faccor
tor be imeolved, a two-factor system needs to be implemented
invalving a local factor,

Inn RS and BID, factoring transactions are implemented based on
peneral contract law provisions regulated under the Obligations
Act. Factoring agreements are not recognized by this Aet, but
are primarily based on the provisions governing assignment of
receivables {Le, Ycession”), Furthermore, as the Banking Acr of
RS expressly permit banks to petform factoring activities, the

CEE Legal Matters

BARS has regularory authority cver them,
The Marker

Based on a FBA report on the
banking sector, as of March 31,
2018, factoring was pursued by
four banks and the one factoring
company  that
lished at the beginning of 2018
(but was stll not active wansac-
tic-wise]), with the total aominal

had bheen cstab-

value of the factoring portfolio ar
approximarely EUR 10 million, In
the Arst quarter of 2018, there were 72 active factoring agree-
ments, represenring an increase of 35.8% over the same period

in 2017, Although the majority of factoring transactions remain
recourse factoring (55.4% in the first quarter of 2018), that rep
regents a significant inerease of non-recourse factoting from
2017, when recourse was over 77 %,

In terms of market players, all active factoring ransactions were
implemented by four banks active in BiH. As mentoned abowve,
factoring can also be pursued by licensed factoring compandes,
and currently there is only one such company in FBiH. Prior o
the adoption of the factoring repulations, thete wete a number
of companies offering factoting services and opemting under
the general contract lrw frame. Consequently, the probable rea-
soft for the small number of factoring companies today is the
repulatory requirements — particularly capital reguirements —
and the time required to meet them, Therefore, it is lkely that
the number of factoring companies will increase in the fumre,
especially sinee the legislation has been largely tested since fts

imitizl adoprion,

In line with the conclusions in the FBA report, it is measona

ble to expect the need for short-term Anancing and receivables
management 1o significantly increase, particulazly considering
the liquidity tequiternents and restrictons imposed by the finan

cial dl:a,lfngs repulations, .-'ch-;:L:-rdingly, an inctesse in st:mﬂrlg
activities is expected in the forthcoming period as a reliable and
efficient instearnent for liguidity management and maintenance,

A particular selling point for the market is the limited number
of players with an evident need for active eross-border factor

ing services providers. Coupled with the expeceed fatturjﬂ!; J.::_L;-
isladon in RS, the outlock for the BiH factoring marker looks
positive. [t will ].1]':!_']:.' represent an attractive ﬁ[J]:-DfHIL"IH}“ for in
vestors, which — combined with a prognosis of intensified fae-
toting deals

box of treats,

is likely to make this area in BiH an interesting




