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FOREWORD

Narodna banka Slovenska elaborates the Analy-
sis of the Slovak Financial Sector for the purposes
of the Banking Board of NBS as well as to address
the needs of professionals and the wider public.
The aims of the analysis are derived from the mis-
sion of NBS in the area of maintaining financial
stability and carrying out supervision of the Slo-
vak financial market. Financial stability is closely
linked with economic stability and it is therefore
essential that both professionals and the wider
public are informed of possible risks and threats
to financial stability. At the same time, public
awareness of potential threats to financial stabil-
ity has a pre-emptive effect in respect of a possi-
ble crisis development.

This analysis evaluates the overall condition of
the financial sector, with a focus on the analysis of
the system’s resilience against possible negative
development. The analysis is based on the evalu-
ation of individual institutions as well as of the en-
tire sector. It also aims to elucidate a deeper link
between the developments in the financial sector
on one hand and the development of macro and
micro-economic indicators on the other hand. Its
prudential nature is reflected especially in the use
of stress testing allowing an assessment of the
sector’s sensitivity in various scenarios.

The analysis of the financial sector for the year
2008 is released in the light of the current financial
crisis in global financial markets. Hence several of
its sections deal with the assessment of the im-
pact of this crisis on the domestic financial sector.

A significant part of it is dedicated to the assess-
ment of the financial sector’s resilience against
stress scenarios. A more detailed approach was
adopted particularly when analysing the sensi-
tivity of banks to a significantly increased inabil-
ity of the corporate sector to repay its liabilities
to banks.

Within the individual sectors we have evaluated
the impact of negative trends on the financial
markets and, in real economies, on the activities
and the financial position of financial institu-
tions. In particular, developments on the house-
hold and corporate loans market have been de-
scribed in more details.

The analysis simultaneously informs of risks to
which the particular sectors are exposed.

Like in the previous analyses, financial informa-
tion on particular institutions is primarily ob-
tained from the banking supervision informa-
tion system MIM, the system STATUS, STATUS
DFT, RBUZ and documents processed by de-
partments of the Financial Market Supervision
Unit. Additional sources included the Statistical
Office of the Slovak Republic (SU SR), the Real
estate price map, Eurostat, the European Cen-
tral Bank (ECB), and other external sources and
commercial information systems. The analysis
does not take into account activities related to
the execution of supervision of particular insti-
tutions.
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ANALYSIS SUMMARY

THE DIRECT IMPACT OF NEGATIVE DEVELOPMENTS IN
FINANCIAL MARKETS ON THE FINANCIAL SECTOR STABILITY
WAS MODERATE IN 2008

The deepening financial crisis, an emerging eco-
nomic crisis and the preparation for entering
into the euro area were the main driving forces
behind the developments in the Slovak financial
sector throughout the year 2008.

The world-wide financial crisis that broke out at
the outset of the second half of 2007 was caus-
ing major global turbulences during the whole
of 2008 and became so severe at the turn of the
third and fourth quarter that it began to threaten
the very existence of the global financial system.
Uncertainty and a plunge in confidence in fi-
nancial markets caused significant decreases in
financial asset prices.

Compared to other developed countries, the
impact of this phase of the financial crisis on the
domestic financial sector was relatively low. In
the banking sector in particular, the reason why
the impact was rather moderate lay in the sec-
tor’s relatively strong links to domestic economy
and in the fact that the share of banks’ activi-
ties related to foreign countries was negligible.
Among other things, they minimised their expo-
sures against many innovative instruments of the
present-day world of finance that have proven to
be the main cause of the crisis spread.

Nevertheless, financial crisis in this form mani-
fested in a more pronounced way in the sectors
of collective investments and pension savings.
From the clients’ point of view, this chiefly meant
a fallin the rate of return (down to negative nom-
inal year-on-year performance in many cases) of
products investing assets in global stock markets
and, partially, in bond and other markets as well.
Financial sector institutions were affected by the
crisis especially in the form of a decrease in the
amount of assets in some segments and of a fall
in profitability.

LOWER CREDIT ACTIVITY IN THE BANKING SECTOR

In view of the fact that the Slovak banking sector
is predominantly linked with domestic economy,
the economic crisis constitutes a more serious

threat to financial stability than the financial cri-
sis. This crisis began to manifest more consider-
ably especially during the last quarter of 2008
when afall in foreign demand in the euro area
and in surrounding countries significantly limit-
ed industrial production and affected a decrease
in profitability. The deteriorated financial posi-
tion of the corporate sector and, in particular,
negative future prospects manifested relatively
fast on the loans market. This was also propelled
by a relatively high proportion of loans to sectors
that are notably more sensitive to a fall in the eco-
nomic cycle. Banks were tightening their credit
standards, making the direct return of financial
flows the main issue. At the same time there was
adecline in the demand for loans, especially
companies’ demand for long-term loans. On the
whole, this development was reflected in a lower
accessibility of loans to the corporate sector.

The situation was slightly different in the house-
hold sector. Although selected indicators for the
household sector reported deterioration, it was
not as critical as in the corporate sector. Lower
growth in the household loans market was
caused especially by a fall in demand related to
expectations that real estate prices would con-
tinue to decrease as well as to aslump in the
population’s economic sentiment as to their fu-
ture economic situation.

In relation to the adoption of single European
currency, banks recorded a relatively significant
increase in primary funds from customers. In this
way, customer deposits remain high above loans
to clients. This is a positive phenomenon at the
time of a crisis as it gives banks even greater pos-
sibility to reduce their dependence on obtaining
funds from financial markets. That is to say that
the negative development in financial markets
also influenced banks’ capability to issue bonds,
mortgage bonds in particular. Soaring prices
of resources coupled with low accessibility of
long-term resources were limiting the option of
financing by means of these instruments.

STABLE FINANCIAL POSITION OF THE BANKING SECTOR
Banking sector was able to generate a relatively
high profit in 2008, with several banks having
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significantly increased their profitability year-
on-year. Development was positive especially in
large banks. On the other hand, the number of
banks with a year-on-year decline in profitability
increased as well. Interest income remained the
main source of income in 2008.

In the last quarter of 2008, when the growth rate
of interest income declined, profitability was one
of the areas where banks recorded a negative
trend.The reason for that was a fall in the amount
of corporate loans, falling interest rates on loans
to customers, and increasing interest expenses
in the household sector. Creation of provisions in
most banks increased, when compared with the
year 2007.

Banks’ opportunities to increase their profitabil-
ity will be severely limited in 2009. Stagnation
on the loans market will have a negative impact
on interest income and on income from fees. On
the other hand we assume that the fall in interest
margins resulting from increased credit risk will
stop. Provisioning expenses will rise if economy
deteriorates as anticipated. Banks will record
lower income from foreign exchange operations
than in 2008. We expect that these trends will be
the major contributors to the fall in profitability
in 2009.

The banking sector reported a relatively good
capital position at the end of 2008. Most banks
were increasing their own funds in 2008, mainly
so as to maintain retained profit from past years
in their capital.

Quality of own funds remained high, with the
Tier T component of capital dominating.

INCREASE OF RISK IN THE BANKING SECTOR

The deteriorating trend of both domestic and
foreign economy is, of course, reflected in an in-
crease in credit risk in banks. A high proportion
of sectors with increased vulnerability adds to
this risk at a time of crisis. Banks did not record
a significant increase in the volume of defaulted
loans at the end of 2008 despite negative de-
velopments in the corporate sector, owing to
the still relatively stable financial position of the
corporate sector created in recent years. On the
other hand it is rather difficult to assess this cush-
ion’s sufficiency. Economic activity in euro area
countries and in the surrounding countries will
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remain weak all throughout 2009, negatively
influencing both domestic production and the
overall financial position of the Slovak corporate
sector. In the second half of 2009 we may expect
arise in the volume of loans that enterprises will
be unable to repay.

Households' financial position is closely linked
with that of the corporate sector. A deterioration
of indicators for enterprises will, with a certain
delay, reflect itself in the position of households.
Credit risk itself is related especially to the in-
debtedness of households, which is the highest
inloans provided in 2007 and 2008 as these loans
report the highest loan burden rate. A steep in-
crease in residential property prices in this pe-
riod forced customers to increase their debt and,
subsequently, their loan burden rose as well.
In this period banks were providing loans with
a relatively high loan-to-collateral value ratio.

The portfolio of corporate as well as household
loans reports arelatively high proportion of
loans with short-term fixation of interest rates,
exposing bank customers to the risk of an in-
creased loan burden in case of an interest rate
increase. Although we are not expecting such
a scenario in near future, it can be a significant
source of credit risk in banks if such possibility
becomes real.

From the market risk point of view, banking book
interest rate risk was the most significant risk for
banks. An increase in rates would have a nega-
tive impact as a part of these assets consists of
bonds with a longer duration whereas liabilities
are mainly comprised of short-term deposits.

DEVELOPMENT IN OTHER FINANCIAL MARKET SECTORS

In 2008, the financial crisis started to manifest in
the insurance sector too. Total profit of insurance
companies wentdown to almosta half compared
to the previous year, particularly due to a lower
return rate of financial assets, lower technical re-
sult of non-life insurance, and repurchases in life
insurance contracts. The trend of a faster growth
of life insurance against non-life insurance con-
tinued, resulting in 2008 in the first occurrence
of achange in the ratio of technical premium
in favour of life insurance. There was a year-on-
year growth in claims incurred, particularly ow-
ing to an increase in life insurance repurchases.
Loss rate in non-life insurance increased slightly.



There were no substantial changes in the invest-
ment of technical provisions and they continue
to be placed in low-risk assets.

Insurance companies were exposed mainly to
insurance risks in 2008. Market risks causing
unexpected falls in the value of assets covering
technical provisions were relatively negligible.
However, insurance companies are exposed to
the risk of along-term low return on assets in
which they invest assets covering technical pro-
visions.

In the collective investment sector, the financial
crisis manifested in the form of mass redemp-
tions caused by uncertainty over development
of the value of investments and, to a lesser ex-
tent, in the form of afall in the value of some
types of assets held in portfolios. The year-on-
year performance of mutual funds was falling
throughout the entire range of fund categories
and money market mutual funds were the only
ones that could ensure a positive nominal return
for shareholders.

Riskiness of investments in mutual funds was
largely affected by apronounced increase in
volatility, on stock markets in particular. Money
market funds and bond funds were exposed to
interest rate risk as well but rather from a long-
term point of view.

The pension sector of the financial market was
also affected by the global financial crisis. A fall
in the prices of some types of funds assets sub-
sequently induced a fall in the returns on those
funds, too. For these reasons, conservative funds
were the only ones where annual return in the
second pillar of pension saving achieved positive
numbers. Along with performance, the financial
market crisis affected also the structure of the
portfolio of funds of the second and third pen-
sion pillar in 2008. Investments in bonds, espe-
cially government bonds, were largely predomi-
nant. The volume of equities in pension funds
and in supplementary pension funds decreased

by almost a half. Another important factor affect-
ing the activity of the pension sector in 2008 was
that the second pension pillar was opened twice,
enabling the savers an optional entry into / exit
from it.

Exposure to risks in pension saving differed ac-
cording to the nature of the fund. On one hand,
conservative funds were exposed mainly to in-
terest rate risk which increased year-on-year in
these funds. In balanced and growth funds, on
the other hand, the downward trend in the pro-
portion of shares and units to net asset value
continued but equity risk soared during the sec-
ond half of 2008 due to increased volatility on
stock markets.

Both funds of pension management companies
and funds of supplementary pension companies
are exposed mainly to market risks.

FINANCIAL SECTOR RESILIENCE AGAINST NEGATIVE
DEVELOPMENTS IN REAL ECONOMY AND ON FINANCIAL
MARKETS

Although it is impossible to precisely quantify
the impact of various scenarios on the financial
sector beforehand, we can roughly specify cer-
tain sensitive areas.

The banking sector was entering into the crisis
period with a relatively favourable financial po-
sition. This initial position is one of the determi-
nants of resilience against crisis scenarios. The
sector as a whole is relatively well-equipped to
withstand a moderate version of crisis develop-
ment but it reported higher vulnerability in the
case of ascenario based on asubstantial and
long-term economic downturn. In case of a neg-
ative development, the banking sector reports
sensitivity mainly due to its exposure against the
corporate sector.

Pension funds and mutual funds would be af-
fected particularly by a fall in stock markets, fur-
ther retarding their performance. The insurance
sector is likewise most sensitive to a fall in the
value of shares and units.
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MACROECONOMIC ENVIRONMENT IN THE SLOVAK REPUBLIC

In the second half of 2008, the growth of Slovak
economy continued to decline significantly in
consequence of the global economic crisis. The
year-on-year growth of GDP measured in con-
stant prices of the year 2000 reached the value
of 6.6% in the third quarter, coming down to
mere 2.5% in the last quarter. The growth of
GDP followed the growth in domestic demand
which increased year-on-year by 7.2% in the
third quarter and by 2.8% in the fourth quarter.
Growth of GDP reacted very sensitively to for-
eign demand when the growth rate of exports
of products and services in the last quarter of
2008 recorded a fall by as much as 7.8%. The
growth rate of end consumption of house-
holds fell as well, from 6% in the third quarter
t0 4.7% in the fourth.

The development of unemployment took
a negative course, increasing in December by
0.4 p.p. to 8.4% on ayear-on-year basis after
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a long period of decline. Inflation grew as well,
its level measured by HICP recorded a year-on-
year growth by 1 p.p. to 3.5% in December but
it had a distinctly decreasing tendency during
the last quarter.

In response to changes on global markets,
Néarodna banka Slovenska decreased its base
rate three times, causing them to fall in to-
tal from 4.25% to as little as 2.50%. Returns
on two-year (-0.67%) and five-year (-0.12%)
government bonds were falling as well. Re-
turns on ten-year government bonds grew by
0.11%.

Another important topic in the second half of
2008 were the preparations for Slovakia’s entry
into the euro area and the adoption of a new
currency, the euro. A substantial devaluation
of the domestic currency was prevented by the
exchange rate fixation in the middle of 2008.



CHARACTERISTICS
OF THE SLOVAK
FINANCIAL SECTOR






CHARACTERISTICS OF THE SLOVAK FINANCIAL SECTOR

ACTIVITY OF FINANCIAL INSTITUTIONS

Theincrease in assets of all regulated financial in-
stitutions totalled 11% in 2008. In absolute num-
bers, this value represents an increase by EUR 7.7
billion. Compared to the 20% growth recorded
in the previous year, this result constitutes a rela-
tively significant slowdown in the growth rate of
the sector’s balance sheet total.

Banking sector was the largest contributor to the
increase in assets of the entire financial sector in
the monitored period. Greater part of the 14%
year-on-year increase in assets was concentrated
in the second half of the year when banks were
making use of the supply of koruna funds depos-
ited in them mainly by households, the primary
intention being a smooth conversion to euro af-
ter the introduction of the single currency.

The investment firms sector as well as both pen-
sion saving pillars recorded a two-figure growth
rate. The insurance sector grew as well although
its growth rate was lower, at the level of about 5%.

Chart 1 Amounts of assets or assets under

management in the financial market by
segment (EUR billions)
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Source: NBS.
Note: PFMCs - Pension Funds Management Companies, SPCs
- Supplementary Pension Companies.

The year 2008 was not a positive one for the col-
lective investment sector which found itself un-
der strong pressure of unit’s redemptions during
the last months of the year. These redemptions
were the main reason behind a 30% fall in the net
asset value of funds managed during the year.

In respect of the above facts there was aturn
in the trend of gradual moderate decrease in
the banking sector’s share of the balance sheet
total of the entire financial sector in 2008, hav-
ing increased by more than 2 p.p. to 81% as at
31.12.2008. Institutions of the second pillar of
the pension system continued to increase the
weight of their assets in the domestic financial
sector, which has been happening continuously
ever since the inception of this system. The rela-
tive position of collective investment, afflicted
by high negative net sales, recorded a decline
from 7.7% to 4.9%.

Along with regulated segments, financial mar-

ket in a wider sense also comprises some other
branches; in our conditions we are talking mainly

Chart 2 Absolute and relative increases in
assets in the financial market by segment
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Chart 3 Share of assets and assets under

management-entitiesunderNBSsupervision

27% 29% 12%
4.9%

7.3%

81.0%

Banks - 81.0%
Insurance companies - 7.3%
Mutual funds - 4.9%
m IFs-27%
PFMCs - 2.9%
B SPCs-1.2%

Source: NBS.

Chart 5 Average values of ROE in the

financial market by segment
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of leasing, factoring and hire purchase. The bal-
ance sheet total of these non-regulated sectors
amounted to EUR 5.38 billion as at December
2008. Leasing companies were doing well in
terms of increase in assets and to a lesser extent
this also applies to hire purchase companies.

In 2008, the crisis had a partial effect on the finan-
cial sector’s profitability. ROE declined in almost
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Chart 4 Share of assets and assets under

management - all entities
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Chart 6 Direct and indirect financing
(% GDP)
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all segments with the exception of the second
pillar of the pension saving which on the other
hand was the only one to report a negative value
of this indicator. In the case of the capitalisation
pillar of pension saving, however, the economic
result is still negatively affected by high initial
costs distributed by companies over several
years. Profit-making in particular sectors slowed
down especially in the second half of the year.



Chart 7 Financial assets and liabilities of

households and enterprises (%)

Chart 8 Financial assets of households:
changes from the liquidity point of view
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Negative developments on global stock markets
were reflected in afall in the value of issues on
the Bratislava Stock Exchange resulting in the
relatively substantial decline in market capitali-
sation of this stock exchange which at the end of
the year 2008 dropped to its lowest level in pro-
portion to GDP for the last at least 7 years. Thus
the already low significance of direct financing
partially dropped even more. Loan financing,
whether through banks or through non-regu-
lated market entities, had grown in the first half
of 2008 but stagnated in the remaining months
of the year.

A lower growth rate of loans (mainly corporate)
and an increased inflow of deposits (mainly
households) in the second half of the year ef-
fected a turn in the previously upward trend in
the proportion of financial liabilities to financial
assets. From the point of view of stability of the
financial sector, we may consider such a change
predominantly positive.

FINANCIAL ASSETS OF HOUSEHOLDS

The upward trend of household assets against
the domestic financial sector continued in 2008.
In the second half of the year, mainly due to the
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Note: Liquidity 1,2,3 represents the degree of liquidity of assets, i.e.
how fast the households are able to obtain cash from particular
assets; liquidity 1 represents the highest degree of liquidity.

approaching entry into the euro area, there was
amassive inflow of deposits in banks, causing
the growth rate of financial assets exceed its
long-term average. This happened even in spite
of the fact that households decreased their hold-

Chart 9 Performance of individual types of

household financial assets
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Chart 10 Structure of household financial
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ings of assets in the form of collective investment
units by more than EUR 1 billion. This growth in
assets was also significantly bolstered by savings
accumulated in the funds of pension manage-
ment companies.

Probably the most apparent expression of the fi-
nancial crisis in our environment was a substan-
tial decline in the performance of most financial
products. Money investments, including current
and term deposits in banks and money market
mutual funds, retained their positive nominal
return in 2008 and conservative funds of the
second pension pillar remained on the plus
side as well. Year-on-year performance of other
types of investments kept on slumping into the
red numbers throughout the year. As the invest-
ment horizon and fixation in many of them are
predominantly longer-term, this decline does
not necessarily mean that this loss will be in fact
realized in households.

SELECTED FINANCIAL FLOWS

The exposure of the domestic financial sector
against most counterparties in economy was
growing relatively dynamically, especially when
keeping in mind that this expansion was taking
place against the background of an aggravat-
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FINANCIAL SECTOR

ing financial crisis. The link with real economy,
the backbone of financial flows in Slovakia, was
deepening further. The exposure against house-
holds and companies was growing on the side
of assets as well as liabilities. On the assets side,
comprised exclusively of bank loans, household
loans recorded the largest growth. The pace of
corporate lending slowed down particularly in
the second half of the year, most likely due to
growing concerns over the health of domestic
enterprises after the economic crisis had started
to penetrate into the domestic economy. Li-
abilities originating in real economy recorded
an even greater increase in their volume than
assets; however, the only growth within them
was that of household resources. Especially in
the second half of the year they were intensely
growing in volume mainly in the form of bank
deposits, which was chiefly an effect of the then
approaching conversion to euro. Long-term in-
vestments of households in life insurance and
both pension pillars were increasing as well.
Thus the household sector deepened its posi-
tion as the most significant net creditor of the
financial sector despite the fact that households
withdrew a major volume of their assets from
mutual funds at the end of the year. To the con-
trary, the dominance of companies’ liabilities
over their claims against the financial sector be-
came more pronounced.

Scheme 1 Selected relations of the financial

sector and other sectors, December 2007
and December 2008 (EUR billions)
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A bilateral increase in financial flows was re-
corded also between the domestic financial
sector and foreign financial institutions. Inflow
of foreign banks’ deposits into domestic banks
strengthened foreign entities’ net creditor posi-
tion against the domestic financial sector. Sourc-
es from foreign banks and other sources were ex-
tensively deposited in reverse repo tenders with
NBS through the domestic banks. The growth in
sterilization operations in the second half was
reinforced by a one-time inflow of sources from
households among other things.
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FINANCIAL SECTOR

There was no significant year-on-year change in
mutual financial exposure in relation to general
government. This condition, however, was a re-
sultant of two antagonistic trends in the first and
second half of 2008, when positions had been
mutually reduced and the situation subsequent-
ly returned to the level as at the end of 2007.

Most positions within the financial sector were
reduced. The dominant position of the banking
sector, apart from having the largest volume of
assets, is also accentuated by the fact that all oth-
er domestic financial institutions have deposited
in it a significant part of their assets.
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CHAPTER

1 BANKING SECTOR

1.1 TRENDS IN THE BANKING SECTOR BALANCE SHEET

The changes that occurred in the balance sheet of banks in 2008 can be divided in respect of the progress
of the financial crisis. In the first phase we analysed the impact of negative developments in financial
asset prices on foreign financial markets. We stated already in the Analysis of the Financial Sector for

the First Half of the Year 2008 that domestic banks were not significantly affected by this development.
Investments in foreign debt securities, especially in riskier groups, were relatively low and recorded
further decline in the course of 2008.

Negative developments on financial markets also influenced the banks’ capability to issue bonds,
mortgage bonds in particular. Soaring prices of resources coupled with low accessibility of long-term
resources were limiting the possibilities of financing with the use of these instruments. In general,
however, the banking sector was not notably affected by the financial crisis on the sources side. Contrary
to other sectors in EU countries, the Slovak banking sector reports a high amount of customer deposits,
significantly exceeding that of loans to customers. This decreases domestic banks’ exposure to the risk of
high volatility on financial markets.

Increase in the volume of primary customer deposits was bolstered to a large extent by the adoption

of single currency, the euro. In the last months of 2008 banks recorded an increase in the volume of
customer deposits. On the other hand, corporate term deposits shrank in the last quarter of 2008 owing
to the corporate sector’s deteriorating financial position.

On the assets side, the financial crisis started to manifest more considerably in the third quarter of 2008.
Banks began to tighten their credit standards due to deteriorating economic indicators and their poor
future prospects in particular. At the same time there was a decline in corporate demand for loans,
especially for longer-term loans. Thus total corporate loans recorded lower growth in 2008 compared to
the previous periods.

On the household loan market, negative trends related to the financial crisis only began to manifest

in the last quarter of 2008 and the slowdown in the growth rate of loans was caused by a fall in the
demand of households rather than by the tightening of banks’ standards. This fall in demand resulted
both from negative expectations as to the future economic development and from a continuing decline
in residential real property prices. The fall in prices which we have been observing since the second
quarter of 2008 is creating further deflation expectations and postpones the purchase of real estates to
later periods.

When looking at changes in the structure of sustained household and corporate financing for

assets and liabilities for the year 2008, we only  the whole of 2008.

see minimum movement. Banks were receiving

a greater part of sources from their customers. As sources and loans from customers, so the

These were growing in the course of the year, volume of interbank transactions was growing

with sources from households increasing in par- in 2008. Sources from banks and loans to banks

ticular. are closely correlated. Banks usually obtain these
sources from foreign banks and subsequently in-

From this point of view, the year 2008 was dis- vestthem in NBS. Banks often act as intermediar-

tinct mainly due to preparations for the adop- iesin such cases.

tion of euro that contributed to an increase in

deposits, particularly in the last quarter, as well  On assets side, banks reduced the volume of in-

as due to continuing redemptions in mutual vestments in securities on a year-on-year basis,

funds. Loans to customers grew as well but slow-  due to the end of maturity of some government

er than funds obtained by banks from this sec- bond issues as well as due to the on-going finan-

tor. Economic growth, still strong in this period, cial crisis. As a result of that, some banks were

NBS
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Chart 11 Main items of assets and liabilities
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Chart 13 Loan-to-deposit ratio:

development and distribution
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Note: The lower horizontal axis shows the ratio’s intervals and the
left vertical axis the number of banks with the given figure. The
upper horizontal axis shows the date of the ratio’s average value,
and theright vertical axis the average value.

reducing their exposure mainly against foreign
securities. On the other hand, sources obtained
from securities were growing, particularly ow-
ing to an increase in loans to households. This
increase is directly linked to the obligation of
mortgage banks to issue mortgage bonds.
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Chart 12 Month-on-month changes in par-
ticular components of liabilities (EUR billions)
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From the point of view of sector stability and
especially in respect of the current turbulences
on financial markets it is important that the loan-
to-deposit ratio has decreased. In other words,
banks could finance their customers without
being dependent from the more volatile finan-
cial markets and had sufficient stable sources
from customers. The value of this indicator fell to
79% for the entire banking sector as at the end
of 2008. This fall was caused especially by an in-
creased volume of customer deposits. The state
of the indicator mirrors particularly the devel-
opment during November and December as its
value had been increasing until October, arriving
at 87% by the end of the month.

Despite a fall in the LDR indicator in the banking
sector as a whole, its value continued to grow in
several banks. This value exceeds 100% especial-
ly in branches of foreign banks.

RETAIL SECTOR

INCREASE IN HOUSEHOLD DEPOSITS

Sources from retail traditionally constitute the
largest proportion of funds from customers.
More than 90% of retail deposits are comprised
of household deposits, major part of which con-
sists of deposits in domestic currency. Funds
from retail are characterised by a high presence



of the three largest banks whose share repre-
sented a total of 63.5% as at December 2008.

The high increase in household deposits that we
mentioned above was recorded in all main items
but the largest increase occurred in term depos-
its, having grown by 52% as at December 2008 in
a year-on-year comparison.

As we mentioned earlier, the main factor influ-
encing the high increase in household deposits
in the last quarter of 2008 was the anticipated
introduction of euro by bank customers de-
positing their free resources in bank accounts
in order to have them automatically converted
to euro after the changeover to single currency.
In addition, this increase might as well have
been partly caused by mutual funds redemp-
tions when customers were withdrawing their
funds due to low returns in mutual funds, sub-
sequently depositing a part of these funds in
bank accounts.

When looking at term deposits by the length of
their fixed term, one-month, three-month and
one-year term deposits were the most impor-
tant items. The largest increases occurred mainly
in three-month and one-year term deposits.

Unlike in one-year deposits, in 3-month term de-
posits we may observe an increase, moderate to

Chart 14 Household deposits (EUR billions)
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Source: NBS.

Chart 15 Expected impact of redemptions

and the introduction of euro on household
deposits’ (%)
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strong, in all banks that had the largest volume
of this item at the end of the year.

DECLINE IN HOUSEHOLD DEMAND FOR NEW LOANS
Total volume of loans provided by banks to the
retail sector increased by one quarter in the

Chart 16 Year-on-year changes in the
volume of retail loans (EUR millions)
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1 To estimate the development of

household deposits we used a
simple regression method using
monthly changes in logarithm of
the volume of household deposits
and certain macroeconomic
indicators from the period of March
2008 to June 2008. To estimate the
impact of mutual funds redemp-
tions and the introduction of euro,
we used the resulting estimate of
the value of deposits, whereby the
equation was extended by monthly
changes in natural logarithm of the
volume of mutual funds deposits

in banks and by three dummy vari-
ables taking gradually the value

of one in the months of October,
November and December, and the
value of zero in other periods. The
coefficients for new variables were
estimated using monthly data
from the period of March 2004 to
December 2008. The coefficient for
deposits in mutual funds was used
for the estimation of the effect of
mutual funds redemptions, and the
coefficients for individual dummy
variables serve for the estimation
of the impact of other events in

the last three month of the year on
household deposits. We considered
the introduction of euro as having
the strongest influence on this
development during the last three
months.

NBS

27

2008



28

BANKING SECTOR

NBS

course of 2008. Thus the bank sector’s exposure
against retail increased by almost EUR 2.5 billion
as at December 2008. The year 2008 had two dif-
ferent phases both in the corporate and in the
household sectors. While netincrements of loans
had a growing tendency in the first half, their
growth rate slowed down in the second half.

We can get deeper insight into household financ-
ing in 2008 by looking at changes in the volume
of new loans which started to decline as early as
at the end of the first quarter of 2008. In Novem-
ber 2008 the volume of new consumer loans and
housing loans was even lower than in the same
period of 2007.

Household financing was affected by several
factors in 2008. The situation on the real estate
market started to manifest first. We can see the
impact of a high increase in real estate prices es-
pecially in the reduced growth rate of new loans.
As we mentioned in our previous analyses, the
increase in real estate prices, particularly in 2007
and in the first quarter of 2008, significantly ex-
ceeded growth in wages. This trend logically led
to a fall in demand on the real estate market and
afall in prices, for the first time emerging in the
second quarter of 2008. This fall in real estate
prices brought with it a new trend on the real es-
tate market. The position of demand surpassed
that of supply, which is reflected especially in

Chart 17 Year-on-year changes in the
volumes of new retail loans (%)
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Chart 18 Quarterly changes in the prices of
a 3 - bedroom flat in regional capitals (%)
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Source: NBS, Real estate price map
Note: The chart does not include percentage changes in real es-
tate prices between individual quarters.

expectations of a decline in prices. Supply rap-
idly exceeded demand. This trend continued all
throughout 2008.

In the third quarter, the impacts of the financial
crisis began to manifest more considerably in
the domestic economy. Negative results of the
corporate sector were transferred relatively fast
into the employment rate (year-on-year decline
in the employment rate in industry in November
and December 2008) and income of the popu-
lation. Consumer confidence fell sharply in De-
cember 2008. Development in the last quarter
added even more to afall in prices on the resi-
dential real property market.

These factors significantly contributed to a fall
in households’ demand for new loans. Almost all
banks recorded a decline in their willingness to
run into debt. Negative trends in economy and
on the real estate market caused a decline in de-
mand for all types of loans

The attitude of banks in providing new loans
changed as well. Uncertainty over the future eco-
nomic development and the financial position of
households as wellas a continuing decline on the
real estate market were reflected in a tightening



Chart 19 Demand of population for new

loans (%)
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of credit standards. It included tougher scrutiny
in the assessment of particular loan applications,
higher interest rates and stricter loan guarantee
requirements. Several banks decreased their LTV
for new loans in the second half of the year.

While negative development on the real estate
market and in economy in general affected all
banks in the same manner as to their provision
of new loans, particular banks differed greatly
in their approach to loan standards. The differ-
ences between banks in their perception of pos-
sible risk related to loan standards were partly
reflected in the volume of new loans provided
by particular banks.

The volume of provided loans generally de-
clined not so much due to the tightening of
standards as due to decreased demand and
households’ unwillingness to run into debt.
Although banks behave with caution in many
cases, household financing - especially in the
form of housing loans - is an important source
of banks’ profitability. From the banks’ point of
view, an extensive tightening of standards for
real estate loans could further weaken the real
estate market, causing demand for loans to fall
even more.

Chart 20 Development of standards for
loans to households (%)
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DEVELOPMENT OF INTEREST RATES

During 2008, the development in interest rates
for deposits of population reflected that of in-
terbank interest rates with their value slightly
decreasing or remaining at a more-or-less un-
changed level during the first three quarters.

Chart 21 Interest rates for deposits of and

loans to households (%)
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Chart 22 Spreads between interest rates for

deposits and loans of households and the
6-month BRIBOR (p.p.)
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Source: NBS.

Values increased slightly in the last quarter and
subsequently fell together with a decline in in-
terbank rates. Three-month term deposits are an
exception as their value kept growing until the
end of the year, which was probably related to
the introduction of euro and to the associated
increase in competitive pressure among banks
in their effort to acquire free resources of the
population.

Interest rates for real estate loans did not report
any strong links with interbank market rates in
2008. Their amount is influenced more signifi-
cantly by interest rates for mortgage bonds.

Interest rates for real estate loans did not report
any strong links with interbank market rates in
2008. Their amount is influenced more signifi-
cantly by interest rates for mortgage bonds.

The reason why interest rates for deposits of
population declined less than interbank rates
lies in a slight fall in spreads, moving from nega-
tive to positive values in some cases.
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Chart 23 Selected items of corporate
deposits (EUR billions)
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CORPORATE SECTOR

FALL IN CORPORATE TERM DEPOSITS AT THE END

OF THE YEAR 2008

Sources from enterprises constituted the sec-
ond largest part of total sources from customers
at the end of 2008. Similarly to retail deposits,
corporate deposits may also be characterised
by a high concentration as five banks make up
75% of the market and the first three banks’ ag-
gregate share is 57.6%.

Slovak koruna deposits constituted more than
80% of corporate deposits in the long run. We
expect further growth in the share of deposits in
domestic currency since deposits in euro com-
prised 81.6% of deposits in foreign currency; this
was also the case of deposits of population. The
proportion of deposits in foreign currency to to-
tal deposits was greater especially in branches of
foreign banks.

Term deposits as well as sight deposits of enter-
prises comprise in the long run ca 50% of total
corporate deposits. Whereas sight deposits re-
corded a seasonal growth as at the end of 2008,
term deposits registered a year-on-year fall by
15.4%. Decline was registered especially in the
last quarter of 2008, which may be related with



Chart 24 Year-on-year changes in corporate
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the deteriorating financial and liquidity position
of enterprises due to negative trends in the cor-
porate sector.

Most term deposits were short-term, with the
share of one-month deposits being more than
80% as at the end of 2008. This share, howev-
er, reports adownward tendency mainly due
to ayear-on-year decline in one-day deposits
(-35.8%) and in one-month term deposits (-
23.0%). This, together with the high share of
sight deposits, is most likely related with the use
of deposit accounts by enterprises mainly with
the aim to ensure cash flow.

SLOWDOWN IN THE GROWTH RATE OF CORPORATE LOANS
IN THE LAST QUARTER OF 2008

Despite the negative development on finan-
cial markets and in real economy, especially in
the last quarter of 2008, corporate financing
by banks recorded ayear-on-year increase by
almost 14% as at December 2008. All the main
aggregates of corporate loans were growing
- investment loans, operating loans and current
account overdrafts.

As for individual banks, three largest banks re-
inforced their position (their share was at the
level of almost 50%). The growth in medium-

Chart 25 Changes in standards for
corporate loans (%)
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size banks and branches of foreign banks was
modest.

Growth rate of loans is what has changed on the
corporate loans market in comparison with the
previous years. Different development was re-
corded especially in the first and second half of
2008. While in the first half of the year the growth
rate had an upward tendency, in the third and
fourth quarters the rate of year-on-year growth
was lower or negative. Year-on-year growth in
the volume of new loans in Slovak koruna pro-
vided in the last quarter of the year was only 7%,
having dropped from as much as 32% in the sec-
ond half. Banks recorded a year-on-year decline
in investment and operating loans in the third
and fourth quarter.

However, the growth rate of loans was not the
only area on the corporate loans market that
was negatively affected by the financial crisis.
Banks generally began to behave in a more pru-
dential manner in their provision of loans in the
second half of 2008, mainly owing to negative
views on the future economic development
and the riskiness of some industries against
which they are exposed. One of the reasons be-
hind stricter conditions was an increase in the
prices of interbank sources whose amount has
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2 Rough division of sectors by sensi-
tivity to change in economic cycle

is listed in Box 6.
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Chart 26 Average maturities of loans by

sectors (years)
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an important influence on interest rates for cor-
porate loans.

Banks started to distinguish the possibleriskiness
of sectors to a greater extent and the transparen-
cy and the return on financial flows became the
most essential factors for them. Banks’ prudence
manifested in several parameters of corporate
loans. They imposed stricter requirements in var-
ious contractual terms and conditions of loans. In
the real estate sector this manifested especially
in increased demands on investor’s capital share,
contractual occupancy of premises, etc. Banks in
general, whether in the real estate sector on in
other sectors, lay greater emphasis on the secu-
rity of return on financial flows.

Turbulences on financial markets which we men-
tioned earlier expressed themselves relatively
fastin an increase in interest rates for new loans.
Enterprises’ sensitivity to changes in interest
rates on interbank markets increased even more
in the course of the year. In December almost the
entire volume of new loans was provided with
a floating rate fixation or with a rate of up to one
year. This was also true for investment loans and
real estate loans (in December 2007, the share
of loans with the shortest fixation was approxi-
mately 70%).

ANALYSIS OF THE SLovAaK FINANCIAL SECTOR

Chart 27 Changes in corporate demand for
loans (%)
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The stricter approach of banks was reflected in
a decline in the maturity of corporate loans. This
was evident especially in sectors that are gener-
ally perceived as more sensitive to afall in the
economic cycle? Average maturity on the corpo-
rate loans portfolio in the real estate and trans-
port sector fell more significantly. On the other

Chart 28 Structure of the portfolio of loans

to non-financial companies by sectors (%)
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hand, average maturity of loans in the public
sector increased.

Banks were tightening their security require-
ments too. Requirements were getting stricter
not only in new loans but, in several cases, banks
were demanding additional security for existing
loans.

The overall drop in the growth rate of loans was
heavily reinforced by a fall in the demand for new
loans on the part of enterprises. With production
and exports falling and, in particular, future eco-
nomic prospects being negative, the corporate
sector decreased its demand for bank financing.
Almost all banks in the sector recorded a fall in
corporate sector’s interest. Demand was falling
in the sector of large corporations as well as in
small and medium enterprise, affecting equally
long and short-term loans.

The structure of corporate loans of banks by sec-
tors widely reflected the structure of domestic
economy. This structure of exposure did not un-
dergo any significant changes in 2008.

While the volume of loans in particular sectors
was growing in the first half of 2008, the expo-
sure of banks against several sectors fell in the
second half.

Chart 29 Interest rates for corporate

deposits and loans (%)
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A decrease in the second half was recorded espe-
cially in non-banking financial companies (chief-
ly hire purchase companies, leasing and factor-
ing companies) and in the industrial sector.

The real estate sector recorded the highest
growth.The sector’s exposure to commercial and
residential real property reached more than EUR
2.7 billion at the end of 2008, having increased
by approx. EUR 200 million in the second half of
the year.

INTEREST RATES

Interest rates for corporate deposits and loans
report along-term strong link with interbank
interest rates, as we can see in the case of popu-
lation. This facts manifests especially in a faster
and more remarkable projection of changes in
interbank rates in the rates of corporate deposits
and corporate loans.

Interest rates for deposits were changing only
slightly during the first three quarters of 2008 but
this became different in the last quarter when,
following a slight increase or an unchanged sta-
tus quo, decline occurred coupled with afall in
interbank rates.

Interest rates for loans, like some deposits, re-
ported slight growth in the course of the year but

Chart 30 Spreads between interest rates
for corporate deposits and loans and the
6-month BRIBOR (p.p.)
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LIQUID ASSETS INDICATOR

3 Decree of Ndrodnd banka

Slovenska of 28 October 2008 No.
18/2008 on the liquidity of banks
and of branches of foreign banks
and on procedures pertaining to
liquidity risk management of banks
and branches of foreign banks and
on the amendment to the Decree
of Ndrodnd banka Slovenska

No. 11/2007 on the submission

of statements, reports and other
disclosures by banks, branches of
foreign banks, investment firms
and branches of foreign investment
firms for supervision and statistical
purposes.
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NBS

In response to the impacts of the current glo-
bal financial crisis, NBS took several measures
to protect the Slovak banking sector and to
ensure its stability. One of these measures is
aregulation that aims to ensure a sufficient
liquidity level of individual banks so as to pro-
tect them against an excessive drop in liquid
assets. We are talking about the liquid asset
ratio® which is to be understood as the pro-
portion of total liquid assets to total volatile
liabilities. The value of this indicator must not
fall below 1. Distribution of the values of the
liquid assets indicator as at 31 December 2008
is shown in Chart 120 in the Liquidity Risk sec-
tion. In order to balance the deposits of gen-
eral government, enterprises, banks and pop-
ulation as well as other liabilities, banks have
to hold a sufficient amount of liquid assets,
i.e. cash, suitable securities and assets payable
within one month. For this reason, the liquidity
ratio may have an influence on the provision of
longer-term loans as it fixes a certain volume
of liquid assets. This box should show possible
impacts and limitations to banks'ability to pro-
vide new loans.

The growth in liabilities may have been caused
by an increase in short-term (maturity of up to
one month) or long-term liabilities. If such li-
abilities grow, liquid assets will follow suit and
banks will be able to use them for the provi-
sion of new loans. However, due to their being
bound by limitations of the liquid asset ratio,
a certain part of these newly obtained assets
can only be deposited as a provision. Especial-
ly in the case of banks with an already low ratio
value, this could mean that a high proportion
of new sources will be blocked.

saw a decline in their value in the last quarter. As
the fall in corporate rates was more moderate
than that in interbank rates, there was a slight
increase in loans while in deposits the interest
differential declined.

ANALYsIS OF THE SLoVAK FINANCIAL SECTOR

We shall analyse three scenarios considering

a theoretical increase in short-term deposits

by 10%:

a) banks are trying to maintain the original
value of the ratio,

b) ratio decreased to 90% of its current value,

¢) ratio fell to the value of 1.

a) In the case of an effort to fix the ratio at its
original value, the share of new liquid assets
fixed by the ratio would reach in the sector,
on average, almost 55% of new liquid assets. If
banks decided to use the whole of the remain-
ing 45% for provision of loans, the total amount
of provided loans would increase by 4% whereas
new loans would increase by 22% in December.

b) Since the value of the ratio is sufficiently
high in a large majority of banks, they can af-
ford to let it fall slightly and to use a greater
part of obtained liquid assets for the provision
of new loans. If the indicator’s value decreased
to 90% of the current value, the share of new
liquid assets fixed by the indicator would reach
less than 26% of new liquid assets in the sector
average. The total amount of provided loans
could increase by 13% and the amount of new
loans by 73%.

) In the last case, with the ratio having fallen
down to the marginal value 1, the possibility
to use new liquid assets becomes the great-
est. The share of new liquid assets fixed by the
ratio would only reach little more than 13% in
the sector. The impact on banks' ability to pro-
vide loans would also be remarkable, the total
volume of loans could grow by as much as 30%
and new loans in December even by 168%.

OTHER SECTORS

The volume of deposits of non-banking financial
companies registered a year-on-year decline by
16.3% and at the end of the year these depos-
its constituted mere 6% of total sources from
customers. Deposits of non-banking financial
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companies are predominantly comprised of de-
posits of pension funds and insurance compa-
nies (41.2%), deposits of financial intermediaries
(39.9%) and deposits of money market mutual
funds (18.9%). The only event of year-on-year
growth (by 17.6%) from these items occurred in
deposits of financial intermediaries.

Deposits of pension funds and insurance com-
panies recorded a particularly significant decline
(almost 20%). Year-on-year decline occurred
in 11 out of 18 banks that reported a non-zero
volume of these deposits as at the end of 2008.
In percentage terms, year-on-year decline oscil-
lated between 18.8% and 85.4%. The fall in this
item was partly caused by a shift of assets in the
funds of pension management companies from
bank accounts to bonds.

Interest rates of these deposits essentially fol-
lowed the fluctuation of interbank interest rates
with corresponding maturities, having changed
slightly during 2008 and fallen at the end of the
year. This means that the return on capital in
pension companies’ funds deposited in time ac-
counts reflects the state of interbank rates.

Deposits from financial intermediaries were
growing in most banks on a year-on-year basis.
Deposits of money market mutual funds were
the smallest item as at the end of 2008. Decline

was observed especially in the last quarter when
total value of deposits slumped to its Decem-
ber 2006 level. This abrupt decline was caused
mainly by redemptions in mutual funds caused
by low profits due to the financial market crisis.
However, as we mentioned earlier, customers
were depositing in bank accounts part of their
assets withdrawn from mutual funds, which to-
gether with a relatively small share of these de-
posits of the balance sheet total (0 to 5%) means
that this slump should not cause major problems
for banks as to financing.

The volume of loans to (non-banking) financial
companies recorded asignificant decline in
2008. Exposure against this sector fell by almost
15% in the course of the year. Decline began at
the end of the first quarter and continued unin-
terruptedly until the end of the year.

A great part of these loans is provided to leas-
ing companies, hire purchase companies and
factoring companies. These loans are thus indi-
rectly provided for the financing of investments
in enterprise industry (especially purchases of
cars and machinery) and consumer investments
of households (especially consumption through
hire purchase companies, car purchases).

The most important part is comprised of loans
to leasing companies of domestic banks (almost
one half of their total volume). Loans to finan-
cial companies of automobile companies have
a large share as well. Hire purchase companies
constitute approximately 10% of loans.

In the course of the year, a decrease was ob-
served particularly in bank loans to leasing com-
panies and in selected banks’ exposure against
hire purchase companies.

GENERAL GOVERNMENT

The development of general government depos-
its was comparable with that in previous periods.
Almost 90% of deposits are concentrated in five
banks.

As at December 2008, 78.5% of general govern-
ment deposits were comprised of central gov-
ernment deposits and 21.5% of local govern-
ment deposits.

CHAPTER

NBS

ANALYSIS OF THE SLovAak FINANCIAL SECTOR

2008

1

35



BANKING SECTOR

Central government deposits consisted of de-
posits in Slovak koruna amounting to EUR 2.2
billion and deposits in euro amounting to EUR
0.7 billion. As much as 95% of deposits in koruna
were comprised of term deposits, predominant-
ly one-month deposits. Deposits in euro were
largely those of DLMA and the Fund of National
Property; they were almost exclusively one-day
deposits.

Interest rates, like in the case of enterprises or
non-banking financial companies, followed the
development of interbank interest rates, due to
which rates with important maturities fell as at
the end of the year.

Stagnation was recorded in general government
financing. The volume of provided loans re-
mained virtually unchanged. Most banks record-
ed a drop in their exposure against this sector.

Unlike general government and financial com-
panies, banks were significantly increasing their
credit exposure against non-residents. The vol-
ume of loans in this sector rose by one quarter
in 2008. Only a few banks are noticeably active
in this area.

Chart 32 Total nominal values of issued
bonds for individual months and mortgage

loans (EUR millions)

SECURITIES

LOWER VOLUME OF ISSUED MORTGAGE BONDS

IN THE LAST QUARTER OF 2008

The value of bonds issued by resident banks,
which are an alternative means of financing
along with deposits, rose by 7.9% to EUR 4 bil-
lion as at December 2008 in a year-on-year com-
parison, comprising 6.4% of total liabilities of the
banking sector at the end of the year.

Mortgage bonds, whose issuance is obligatory
for banks providing mortgage loans, had the
largest share of issued bonds (83%). Issuance of
mortgage bonds was at its peak in the middle
of the year when banks issued mortgage bonds
in a total amount of EUR 843 million (between
April and August). This high value is related to
developments on the mortgage market as the
volumes of new mortgage loans were reaching
their peaks during this period.

However, the situation had changed from Sep-
tember onwards and during the last four months
banks were issuing new mortgage bonds in the
total amount of only EUR 232 million. In Decem-
ber, the nominal value of new issues came down
to mere EUR 28 million, the lowest value since

Chart 33 Maturity of issued bonds (years)
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Chart 34 Volume of bonds maturing by the
end of 2015 (EUR billions, %)
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August 2007.We can indisputably speak of a neg-
ative impact of the financial crisis, manifesting
especially through difficulties in the acquisition
of long-term resources. The last quarter of 2008
saw not only an increase in the prices of long-
term resources but also a significant limitation to
their availability. This greatly limited banks’ pos-
sibilities of financing through bonds.

Banks had to adapt to market conditions in re-
spect of their new issues. Apart from alower
volume this was reflected also in shorter maturi-
ties of securities. The average maturity of issues
came down to 2 years in the last quarter. A major
part of new mortgage bonds was not issued
through the stock exchange but directly sold to
investors.

As the majority of issued bonds will mature be-
fore 2013, we can assume that if the problems on
financial markets persist, banks will be exposed
to difficult conditions in the placement of new
issues on primary markets. On the other hand,
in view of an expected fall in the volume of new
mortgage loans, the need for the issue of new
mortgage bonds will probably decrease.

Within the domestic market, mortgage bonds
were placed mainly in banking, insurance, and
collective investment. However, the largest
share is comprised of mortgage bonds bought

Chart 35 Placement of mortgage bonds
issued since 2004 in particular sectors
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by other companies, consisting mainly of securi-
ties placed abroad.

Banks with the largest volume of issued MB's have
a significant part of issued securities placed abroad
while banks with a lower share of issued MB's have
them placed mainly on the domestic market.

There are cases of new issues where banks mutu-
ally purchase each others’ securities. The largest
issuers, however, are unable to place their securi-
ties on the domestic market in full and are forced
to place their issues abroad.

Bonds other than MB’s comprise just a small part
of the total portfolio of issued bonds (6% as at
31.12.2008). Only two banks issued such bonds
during the year, in the months of May and Sep-
tember.

FALL IN THE INVESTMENTS IN SECURITIES

The financial crisis caused losses in banks in
several EU countries, particularly through their
securities holdings. The reason lay especially in
investments in foreign structured securities. Se-
curities, attractive at first glance, often concealed
risk that was difficult to assess.

Slovak banks have confirmed their orientation
towards domestic economy by the structure of
their securities portfolios among other things.
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Chart 36 Structure of securities owned by Chart 37 Structure of debt securities
banks portfolio by sector of the issuer (%)
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The share of riskier and often hardly valuable se-
curities is relatively low. Foreign debt securities
comprised approximately 8% of the total volume
of securities at the end of 2008. A large part of the
portfolio was invested in domestic government
bonds or mortgage bonds of domestic banks.

As we mentioned earlier, the structure of debt
securities portfolios was conservative when con-
sidering the share of particular sectors. Almost
85% of the debt securities portfolio were com-
prised of government and NBS bonds. The risk
of transport sector bonds was low as well since
they consisted exclusively of ZSR bonds.

The share of low-risk securities increased year-
on-year, mainly due to afall in higher-risk secu-
rities. Selected banks markedly reduced their
holdings of high-risk securities, especially in the
form of foreign bonds issued by banks and finan-
cial companies.

Bonds of banks and financial companies had
arelatively large share at the end of 2008. The
share of bonds issued by domestic banks and
financial companies was slightly higher at the
end of the year, dominated by mortgage bonds
of domestic banks.

When looking at the latest development on fi-
nancial markets, the structure of foreign debt
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securities is particularly interesting as one of the
major causes of banks’ losses in the last months
were bonds issued by US banks and financial
companies, especially in a structured form.

The structure of bonds of foreign banks and fi-
nancial companies in the portfolios of Slovak

Chart 38 Distribution of debt securities of

foreign banks and financial companies by
ratings (%)
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banks was relatively diverse. Many of them were
issued by banks and financial companies within
the EU, with a high share of issues of important
European banks in particular. The share of US
banks only slightly exceeded 5%.

Credit risk of these securities, measured by rat-
ing grades, was relatively low. More than 80%
of them were bonds with an investment rating.
From the liquidation status point of view, the
share of collateralised securities and securities
in senior position was only 35%. Most of these
bonds are not collateralised.

Shares of bonds of other corporate sectors were
relatively low.

Asset securities comprise a relatively negligible
portion of banks’ portfolios, mostly composed of
domestic shares and participations. Large banks
hold a greater absolute volume but their share of
total investments in securities is negligible.

BANKS

Interbank assets increased year-on-year by a to-
tal of 23.4%, reaching the value of EUR 20.4 bil-
lion as at 31.12.2008 and comprising 32.4% of

Chart 39 Selected items of interbank assets
and liabilities and central government
deposits (EUR billions)
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the balance sheet total. The highest growth oc-
curred in the last month when assets increased
by more than EUR 2.9 billion (17.1%) The devel-
opment of interbank liabilities was comparable
to that in 2007. Total funds from banks recorded
a year-on-year increase by 11%, coming to EUR
11.4 billion. This volume comprised 18.2% of the
balance sheet total.

On the interbank assets side there was a relative-
ly high concentration of the five largest banks
at the end of 2008. The highest year-on-year
increases in assets occurred in three banks with
the strongest retail position on the market. Since
these increases were high especially at the end
of the year, it is likely that the banks were depos-
iting in NBS their free funds, obtained from de-
posits of population.

Funds from banks were growing for the sector as
a whole but their development during the year
was diverse from the point of view of particular
banks. While funds from banks were growing
moderately or more strongly in 11 banks, they
decreased in 12 banks.

In some branches of foreign banks, interbank as-
sets as well as liabilities continued to comprise
the largest share of the balance sheet total dur-
ing 2008.
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Chart 41 Overnight interest rates in the
interbank market (%)
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Decline in sterilization repo tenders and growth
in one day sterilizations in December

In 2008 the largest part of interbank assets con-
tinued to be comprised of transactions with NBS
in the form of two-week reverse repo tenders,
overnight sterilization operations and the pur-
chase of NBS bills. Transactions with NBS totalled
77.3% of all active transactions with banks as at
December 2008, a major part being reverse repo
tenders with a two-week maturity. They account
for 80 to 90% of these operations in the long run,
i.e. around 60 - 65% of interbank assets. NBS
continued to organize regular weekly auctions
in 2008, accepting the total demand in each of
them. Asignificant fall occurred in December
when the volume of free funds deposited in NBS
by means of sterilization repo tenders declined
by EUR 2.2 billion to EUR 9.2 billion.

A total of 13 issues of NBS bills took place dur-
ing 2008. As at December 2008, the total year-
on-year fall in the volume of purchased treasury
bills in the banking sector amounted to EUR 1.2
billion.

Other transactions with NBS, overnight steriliza-
tion tenders in particular, were a relatively vola-
tile component of transactions with NBS. Their
volume was largely dependent on liquidity in the
interbank market. Usually during the first half of
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the month banks had to keep part of their free
funds in the minimum required reserve accounts
and during the second half, when their liquidity
was in surplus from the point of view of the ful-
filment of their minimum reserve requirements,
the volume of overnight transactions increased.
This fact is also reflected in the development of
BRIBOR rates with the shortest maturities, which
were higher in the first halves of months and
which were at the level of the overnight steri-
lization rate during the latter half of particular
months. A notable increase in overnight sterili-
zation transactions occurred in December when
their volume rose by EUR 4.5 billion to EUR 5.5
billion compared to November. Growth occurred
in a total of 19 banks.

THE GROWTH IN DEPOSITS FROM NON-RESIDENT

BANKS CONTINUED

The volume of provided deposits of and loans
to non-resident banks increased year-on-year by
23.2% and reached the value of EUR 2.2 billion as
at 31.12.2008. This item comprised 11.0% of total
interbank assets.

The volume of provided deposits and loans to
non-resident banks constituted EUR 0.5 billion
as at 31.12.2008, which represents ayear-on-
year fall by 47.2%. Deposits and loans to resident
banks comprised mere 2.5% of total interbank
assets as at the end of the year.
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From the viewpoint of maturity, 3-month depos-
its dominate. At the end of the year, the share of
claims with maturity of over 3 months rose to
25.9% from 12.4% as at the end of 2007.

Deposits and loans from non-resident banks con-
tinued to comprise the largest item of interbank
assets in 2008 (95% as at the end of December
2008). The total volume of deposits of non-resi-
dent banks reports a long-term growing tenden-
cy. Their volume as at the end of December 2008
increased by EUR 1.6 billion against the value as
at the end of 2007 (relative increase of 17.6%).
The share of funds in domestic currency grew in
a similar manner.

The value of the correlation coefficient between
monthly changes in the deposits of non-resident
banks and transactions with NBS was 0.63% The
high dependence between these two items is

Chart 44 Deposits of non-resident banks
and implied interest rate (EUR billions, %)

(EUR billions) (%)
7 7
6 ré
5 rs
41 (]

VTN T

0 T 0

2007 2008

Deposits in foreign currency (EUR)
B Deposits in domestic currency (EUR)
=== REPO-tender limit rate (right-hand scale)
ECB base rate (right-hand scale)
== |mplied interest rate (right-hand scale)

Source: NBS.

Note: Implied interest rate was calculated as 12 times the share of
interest expenses in the deposits of non-resident banks for a given
month, plus the average amount of these deposits in that month
as calculated on a daily basis. The calculation of the implied inter-
est rate did not take into account banks that did not report any
expenses for deposits of non-resident banks.

related to the fact that banks were depositing
a large part of these deposits in overnight steri-
lization tenders or in two-week sterilization repo
tenders. Deposits of non-resident banks in some
branches of foreign banks have the largest share
of the balance sheet total.

From the counterparty point of view, banks from
Austria, Belgium, the Netherlands and the Czech
Republic have the largest share of non-resident
deposits.

Implied interest rate was fairly volatile during
2008 and its value oscillated between 3.0% and
5.4%, reaching its maximum in the months of
May and September (5.3% or 5.4 %).

Deposits of resident banks report a similar trend
as loans. The volume of deposits fell by 48.9% in
an annual comparison.
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INTERBANK OPERATIONS IN JANUARY 2009

Development on the interbank market in Jan-
uary 2009 was mainly influenced by Slovakia’s
entry into the European Monetary Union and
the associated discontinuation of the issuance
of NBS bills as well as of regular auctions of
two-week sterilization repo tenders.

Interbank assets declined by atotal of EUR
12.0 billion to EUR 8.4 billion on a month-on-
month basis, which almost exclusively consist-
ed of a decrease in transactions with NBS when
loans to resident banks increased by EUR 0.6
billion and loans to non-resident banks fell by

Chart 45 Main items of interbank
transactions (EUR billions)
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EUR 0.5 billion. NBS bills, whose total amount
was EUR 1 billion as at the end of the year, were
most likely replaced by treasury bills whose re-
ported amount was gradually increasing from
October 2008 onwards to EUR 1.1 billion as at
the end of January 2009.

On the liabilities side there was a fall by EUR
7.1 billion to EUR 4.3 billion when sources from
non-resident banks declined by EUR 8 billion,
sources from resident banks grew by EUR 0.6
billion and sources from NBS by EUR 0.3 bil-
lion.

Chart 46 Purchased NBS bills and treasury
bills in the banking sector (EUR billions)
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SELECTED OFF-BALANCE SHEET TRANSACTIONS IN THE BANKING SECTOR

Off-balance sheet assets amounted to EUR
80.5% billion as at 31.12.2008 (128.0% of the
balance sheet total) and off-balance sheet li-
abilities to EUR 76.4 billion (121.6%). Until
September 2008, the development in both
items was comparable with the development
in the previous periods but the last quarter
witnessed a steep fall both in assets and in li-
abilities. Total off-balance sheet assets fell by
17.3% and liabilities by 16.7%.

This decline was caused by a fall in the amount
of derivative transactions that comprise the
largest component of both assets and liabili-
ties. As at the end of the year, the value of fixed
term transactions reported by banks amount-
ed to EUR 36.8 billion and option transactions
to EUR 6.1 billion, while the nominal value of
fixed term transactions fell by 19.8% on a year-
on-year basis and that of option transactions
by 42.2%. The highest decline was recorded in
derivative transactions covering interest rate
risk. This may be related to a gradual decrease

in ECB rates and subsequently also in inter-
bank rates for derivative transactions cover-
ing foreign exchange risk, which was probably
linked to the introduction of euro. Swap and
option transactions were falling the most.

In three banks, derivatives were reaching rela-
tively high values during 2008.

The largest share in off-balance sheet items
other than derivatives was that of guarantees
from right of lien, guaranteed transfer of rights
and other guarantees, amounting to EUR 32.4
billion. Out of this amount, EUR 16.4 billion
constituted received guarantees for real estates
and EUR 9.4 billion securities from repo tenders.
The year-on-year increase of received guaran-
tees for real estates by 8.5% indicates negative
trends in the development of housing loans in
2008. Since NBS ceased its sterilization activity
in the form of repo tenders as of 1.1.2009, we
may expect a decline in received deposits in
the form of securities from repo tenders.

CHAPTER

NBS

ANALYSIS OF THE SLovAak FINANCIAL SECTOR

2008

1

43



BANKING SECTOR
1.2 PROFITABILITY

Trends in the year-on-year development of profitability in the Slovak banking sector were very diverse in
2008. Only the group of larger banks was able to avoid a fall in profitability; net profit of several financial
institutions in the sector of medium and small banks recorded a serious slump reaching down to loss

in some of them. Banks were making use especially of the continuing growth in loans and favourable
interest margins, particularly in the household sector. Interest income was negatively affected mainly

in the last quarter of 2008. A fall in the volume of corporate loans, decreasing interest rates for loans to
customers as well as an increase in interest expenses in the household sector all contributed to a fall in
the growth rate of interest income (year-on-year development of interest income).

Non-interest income developed positively, trading income in particular. Creation of provisions in most
banks increased, when compared with the year 2007.

Operating efficiency of banks grew as well, reflecting a decline in the cost-to-income ratio. Efficiency
improved particularly in the largest banks.

Total profit of the banking sector decreased year-
on-year by 5%. This result is distorted by a major RSN

loss in one bank. If we did not consider that par-

ticular bank, the year-on-year increase in the sec- AR
tor’s total net profit would be 13%. This means 7
that the year 2008 was successful for banks from

the point of view of achieved profit.

Profitability increased more significantly mainly
in larger banks. Medium banks achieved mixed
results, with only two of them having increased
their profit on a year-on-year basis. Building so-
cieties also recorded a year-on-year fall in profit-
ability. Most branches of foreign banks increased 2|
their profit achieved on a year-on-year basis.

Number of banks

The average ROE value weighted by an average
volume of own funds reached mere 14%, repre- O " Lesthnon " From0tos% " romsto 106 From 1010155 From 15t055% Norethn 5%
senting a year-on-year decline by more than 3 M December2007 M December 2008

p.p. As we indicated earlier, the fall at the sector
level was caused by a major loss in one bank. De-

Table 2 Profit-making in the banking sector (EUR billions)

Source: NBS.

X11.2007 X11.2008 Change

(EUR billion) (EUR billion) (%)
(a) Operating expenses 1.12 1.23 10
(b) Gross income 1.89 2.23 18
(c) Net interest income 1.33 1.55 16
(d) Net non-interest income 0.56 0.68 22
(e) Netincome (b - a) 0.77 1.00 30
(f) Net profit after tax 0.58 0.51 -12
Source: NBS.
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spite this, ROE increased in only six banks and just
to a minimum extent. This also had an influence
on an increase in own funds in several banks.

NET INTEREST INCOME

Interest income of almost all banks once again
reached a dominant share of total gross income
although at the sector level it fell from 70.5% to
69.3% when compared to 2007. The year-on-year
growth in interest income in the banking sector
was similar to that in 2007. Building societies re-
corded the worst results with only a minimum
growth or even decline in interest income. To the
contrary, medium banks dominated in terms of
growth rate, followed by large banks.

Population sector remained the most important
source of interest income (21% growth), closely
followed by non-financial companies (17%
growth).

Net interest spread increased year-on-year by 0.3
p.p. to 2.5%. Interest spread of retail increased
slightly, unlike in enterprises which recorded
a steep decline. Developments in loans and in-
terest rates were the most influential factors. The
volume of loans to retail and to enterprises fell
substantially at the end of the year, following
a period of growth. The same situation was in in-

Chart 48 Structure of interest expenses and

income (EUR billions)
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Chart 49 Interest spread from loans to
customers (%)
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Source: NBS.
Note: Interest spread is defined as a difference between the return
on assets and the share of expenses in liabilities for a given sector.

terest rates — already in November several banks
with a significant corporate loans portfolio de-
creased their interest rates for these loans and
in December did the same with rates for other
loans. Retail interest rates remained unchanged.
Interest spread for financial companies is greatly
distorted by the development in one bank.

NON-INTEREST INCOME

Contrary to the slightly decreasing growth rate
of interest income, year-on-year growth in non-
interest income increased markedly. It reached
almost 24% in the sector while in the second half
of 2007 it increased by only 5.8%. Nevertheless,
there were noticeable differences in these values
in individual banks. While large banks generally
managed to increase or at least sustain a high
growth in income, some small and medium
banks recorded a steep slump, building societies
in particular.

Positive development was seen especially in
trading income which increased by more than
19% on a year-on-year basis. Banks significantly
reduced their loss from debt securities and in-
creased their income from trading in asset secu-
rities. The rate of growth, or decline, in income
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Table 3 Trading income

NBS

XI.07 XI1.08 Change
(EUR millions) (EUR millions) (%)
Total trading income 238.8 285.2 194
Income from operations with debt securities -27.2 -5.9 -78.3
Income from operations with asset Securities 12.0 18.5 53.6
Income from forex trading 292.0 311.9 6.8
Income from derivatives -38.0 -39.3 33
of which: currency derivatives -45.8 -384 -16.3
interest rate derivatives 8.6 =316 -

Source: NBS.

from forex trading and operations with currency
derivatives had a negative correlation in most
banks but generally speaking, forex trading in-
come was markedly higher and comprised the
most important trading income component.
This phenomenon was caused especially by the
opening of foreign exchange positions before
the end of the year when banks made use of the
exchange rate fixation.

Income from fees and commissions increased
year-on-year by more than 11%. The highest
share in this income was that of received fees
and commissions from deposit products and
bank transactions. The growth rate of expenses
of fees and commissions (15%) was, however,
slightly higher than the growth rate of income
from fees and commissions (12%).

INCOME FROM PROVISIONING, WRITE
OFF AND SALE OF RECEIVABLES

Provisioning increased radically and was the
main reason behind the declined growth rate of
total income and, in some cases, behind its fall
down to loss. The area of provisions was, to some
extent, dominated by costs of creating new pro-
visions which in most banks exceeded income
from the cancellation of existing provisions.

On the contrary, write-offs of claims fell sharply
but were significantly affected by one bank in
2007.

Net creation of provisions increased year-on-
year by 369% and reached the value of EUR 328
million. Although this amount was influenced

ANALYSIS OF THE SLovAaK FINANCIAL SECTOR
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by extreme values in one bank, year-on-year
growth in the creation of provisions in the rest
of the sector still reported higher values than
in 2007. The largest banks’ share in the creation
of provisions fell to less than a half of the sec-
tor share. Building societies created the least
amount of provisions.

Ratio of the volume of provisions to gross in-
come serves as an indicator of banks’ ability to
compensate losses incurred by credit risk and
reflected in the creation of provisions. Owing to
a high creation of provisions, this ratio rose year-
on-year to as much as 15% in the sector and was
relatively lower in large banks.

Chart 50 Defaulted claims by customer type
(EUR millions)
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This significant growth in the creation of provi-
sions was a response to the increase in the loan
default rate. Claims against legal persons contin-
ued to dominate among defaulted loans (78% of
all defaulted loans) followed by claims against
natural persons operating a business (11%).To the
contrary, defaulted claims against natural persons
fell (9%). Total increase in the volume of defaulted
claims in the sector was at the level of 29%.

OPERATING EXPENSES

General operating costs increased year-on-year
by 10.5%, having slightly decreased their growth
rate from 12% in December 2007. Significant re-
duction was observed in some branches of for-
eign banks; growth in larger banks was lower.
The structure of fees changed slightly, the share
of tax and fee expenses decreased moderately
together with expenses for the purchase of serv-
ices and other purchased performances. On the
contrary, the share of expenses foradministration
and maintenance of information technologies
and other purchased performances increased.

The cost-to-income ratio decreased year-on-year
from 59% to 55%, which signalizes an improve-

Chart 51 Distribution of operating
efficiency in the sector (%)

The precentage above each bar represents the assets
of the banks in that bar as a share of total assets in the sector
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Source: NBS.

ment in the sector’s operating efficiency. Larger
banks and smaller branches of foreign banks
were able to reduce it significantly, unlike some
medium banks which were facing high costs in
proportion to income.
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Data for December 2007 do not in-
clude CSOB, a.s. which at that time
was a branch of a foreign bank.
Without including this bank in the
data as at 31.12.2008, own funds
in the banking sector increased by
EUR 0.315 billion.

In the case of CSOB, a.s., we
monitored the state as of 31.1.2008
when it was transformed from
abranch of a foreign bank to a
subsidiary.

Under Article 30 par. (5) of the

Act No. 483/2001 on banks, as
amended, a bank is required to per-
manently maintain its own funds
in an amount of not less than the
total of the amount correspond-
ing to the capital requirement for
the coverage of credit risk and
dilution risk arising from the bank’s
activities recorded in the banking
book, risks arising from positions
recorded in the trading book,
foreign exchange risk and com-
modity risk arising from the bank’s
activities recorded in the banking
book and in the trading book, and
operational risk arising from all of
the bank’s trading activities.

NBS
2008

1.3 CAPITAL REQUIREMENT

In spite of the on-going financial crisis, the most banks continued to increase their own funds in
2008, mainly in order to preserve profit retained from past years in their capital. Own funds of the
banking sector reached the value of EUR 3.8 billion as at December 2008.

During the monitored period all banks were in compliance with the ratio of capital requirements
to the value of reported own funds. From the credit requirement point of view, credit risk
continues to be the most significant risk for banks with its 83% share of capital requirements as

at the ultimo of 2008.

As in the previous period, so in the course of
2008, we observed in banking sector a gradual
increase in own funds in individual banks. Own
funds of the banking sector were at the level of
EUR 3.8 billion as at the ultimo of 2008, having
increased by EUR 0.66 billion compared to the
same period in 2007° and by EUR 0.07 billion
compared to June 2008.

A year-on-year increase in own funds was ob-
served in 14 banks within the Slovak banking
sector®, in most cases having been caused espe-
cially by an increase in retained profit from pre-
vious years or in reserve funds and other funds
created from profits, or by a decrease in unset-
tled loss.

Chart 52 Individual components of own
funds in the banking sector
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Selected banks increased their own funds by an
increase in the Tier Il capital component in the
form of subordinated debt, predominantly in the
course of the second half of 2008. This mainly ap-
plies to banks whose capital requirements came
the closest to the value of reported own funds.
Tier Il capital in the banking sector totalled EUR
0.44 billion and three banks reported afall in
own funds.

Throughout the entire 2008 all banks were in
compliance with the ratio of capital requirements
to the value of reported own funds’. The number
of banks with aratio of over 80% increased on
a year-on-year basis.

Chart 53 Distribution of capital requirement

in the banking sector

The precentage above each bar represents the assets
of the banks in that bar as a share of total assets in the sector
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Chart 54 Coverage of capital requirements

by own funds (%)

100

95
90 1
85
80 1

751
701 \’—\/\/‘/
65

N \__\_/vw

551

50
Dec.‘ Jan,‘ Feb.‘ Mar.‘ Apr,‘ May ‘June‘ July ‘ Aug.‘ Sep,‘ Oct.‘ Nov.‘ Dec.

== CAR/OF
== CAR/ CR/OF

Max CAR/OF
Max CAR CR/OF

Source: NBS.

Note: The CAR/OF indicator represents weighted average of the
ratio of capital requirement to own funds for the banking sector.
The CAR CR/OF indicator represents weighted average of the ratio
of capital requirement for credit risk to own funds for the bank-
ing sector. The max CAR/OF indicator represents the maximum
value of weighted average of the ratio of capital requirement to
own funds in a given month using values calculated for particular
banks within the banking sector. The CAR CR/OF indicator repre-
sents the maximum value of the ratio of capital requirement for
credit risk to own funds in a given month using values calculated
for particular banks within the banking sector.

Credit risk dominated among risks in 2008 from
the capital requirements point of view. In a year-
on-year comparison as at the end of 2008 we can
observe an increase in the total volume of capi-
tal requirements by 27% (by EUR 588.1 million to
EUR 2.77 billion) as well as for all risks individu-
ally. This growth was most markedly reinforced
by a volume increase in the capital requirement
for credit risk which rose by 22% as at December
2008.

Requirements for market risk also rose in the
course of 2008, mainly due to a volume increase
in the requirement for foreign exchange risk

Chart 55 Share of particular risks in capital
requirements (%)
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1) Credit risk also includes the risk of a fall in the value of claims
(credit risk includes settlement risk, risk of trading partners or the
risk of exposure of trading book neither in the table nor in the
evaluation - thus the table data do not add up to 100%).

Note: Status as at 31.12.2007 did not include CSOB, a.s.

from EUR 2.95 million in December 2007 to EUR
106.22 million in December 2008. This increase
was related to the transition of banks to euro,
with some banks having held unsecured posi-
tions in euro. As for the market risk, interest rate
and commodity risks increased and equity risk
decreased compared to the end of the last year
although not in as great extent as in the case of
foreign exchange risk.

Requirements for operational risk rose year-on-
year in the banking sector, too. Total reported
gross losses caused by operational risk for all
banks amounted to EUR 100.7 million.
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2 INSURANCE SECTOR

In 2008, the financial crisis started to affect the insurance sector too. Total profit of insurance companies
went down to almost a half compared to the previous year, particularly due to a lower return rate of
financial assets, lower technical result of non-life insurance and surrenders in life assurance contracts.
Premium came to EUR 2.1 billion of which life assurance comprised EUR 1.1 billion and non-life insurance
EUR 1.0 billion. The trend of a faster growth of life assurance against non-life insurance continued,
resulting in 2008 in the first occurrence of a change in the share of premium in favour of life assurance.
Unit-Linked insurance once again recorded the strongest growth among particular insurance groups

(55.8%).

Reinsurers’ share in premium is decreasing. Claim costs incurred grew year-on-year by 21.3% to EUR
964 million, mainly due to an increase of surrenders in life assurance. Loss ratio in non-life insurance
increased slightly. There were no substantial changes in the placement of technical provisions which

continue to be placed in low-risk assets.

2.1 FINANCIAL POSITION OF THE
INSURANCE SECTOR

Financial position of the most insurance compa-
nies deteriorated in 2008 compared to the pre-
vious year. Total profit of insurance companies
went down to almost a half, i.e. EUR 108 million.
Return on capital fell from 18.8% in 2007 to 8.9%.
The notable growth in profitability observed
since 2003 thus came to a halt.

Negative development on financial markets af-
fected return on assets, mainly in larger insur-
ance companies. Profit from financial operations
fell by more than 76% compared to 2007. Hence
the main part of total economic result for the
insurance sector was comprised of profit from
technical account which increased year-on-year
by almost 59%. While profit from financial trans-
actions constituted as much as 70% of insurance
companies’ profit in the previous period, this
came down to mere 38% in 2008.

However, the profitability structure is largely af-
fected by the accounting of Unit-Linked prod-
ucts. Loss from financial transactions in Unit-
Linked products came to as much as EUR 89
million in 2008 but it does not affect the insur-
ance companies’ economic result as it will reflect
itself fully in a decrease in technical provision
for Unit-Linked products, increasing technical
income in life assurance. When abstracting from
Unit-Linked products, financial result of insur-
ance companies fell by EUR 39 million (by 23%)

compared to 2007, mainly due to lower returns
on their assets.

Technical account result in life assurance re-
turned to positive values after a previous loss
(year-on-year change EUR 72 million), mainly
owing to higher growth in premium written
against the growth in technical claim costs (claim
costs were lower due to negative returns of Unit-
Linked products). On the other hand, technical
account profit in non-life insurance went down
compared to the previous period, which was re-
inforced by a fall in premium written in non-life
insurance among other things. From the point
of view of growth in technical account profit it
is also important to consider a decrease in the
reinsurer’s share of premium written (by EUR 86
million).

Fall in profitability was significantly supported
by three main factors — a decline in the profit-
ability of financial assets, lower technical income
in non-life insurance and increased surrenders in
life assurance contracts.

The number of insurance companies reporting
loss increased from three to nine on ayear-on-
year basis. Although technical account profit for
the entire insurance sector grew significantly,
most loss-making insurance companies record-
ed negative economic result due to loss in the
technical account. This is the case of small insur-
ance companies with a total share on premium
written less than 5%.
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8 Premium can be defined as the
price agreed in individual insurance
contracts without regard to the
method of their financial reporting.
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Chart 56 Total profit of insurance
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2.2 PREMIUM?

The financial crisis did not affect the growth in
premium in 2008. Life assurance recorded the
highest year-on-year growth since 2002 influ-
enced, despite the situation on financial markets,
mainly by an increase in the sales of Unit-Linked
investment life assurance where the investment
risk is borne by the client of insurance company.
The growth rate of premium in non-life insur-
ance also increased compared to 2007 although
its value still remained notably lower than in life
assurance. Motor vehicles damage or loss insur-
ance together with property insurance had the
largest share in this growth.

Total premium came to EUR 2.1 billion in 2008,
which represents an increase by 10.3% compared
to 2007. Life assurance increased year-on-year by
16.3% to EUR 1.1 billion, premium in non-life in-
surance by 4.5% to EUR 1.0 billion.

Slower growth in premium in non-life insurance
was caused by alarge share of motor vehicle
insurance and particularly by a large concentra-
tion of third party liability insurance in respect
of the use of motor vehicles where the price of
insurance is one of the most important factors
considered by policyholders when concluding
insurance contracts.

ANALYSIS OF THE SLovAaK FINANCIAL SECTOR
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Chart 58 Rate of increase in life and non-life
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The continuing higher growth in life assurance
resulted in an increase in its share on total pre-
mium. In 2008 this share was in the favour of life
assurance for the first time (52.3%).

Due to an anticipated escalation of the financial
crisis’ impact on real economy in the course of
2009 we may expect the growth rate of premi-



Chart 59 Life assurance broken down by

amount of premium as at 31 December 2008
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ums in life assurance to slow either through a de-
cline in the amount of new insurance contracts
or through an increased frequency of cancella-
tions of existing insurance contracts.

In non-life insurance we may also expect a fall
in the number of insurance contracts but on the
other hand there may occur an effectuation of
the amount of premiums and of insurance cover,
which may not necessarily mean afall in total
premiums in the end.

2.3 INSURANCE GROUPS

Life assurance continues to be dominated by
the insurance group “life assurance other than
Unit-Linked” with a 57% share. Premium in this
insurance group grew year-on-year by 4.7%. The
share of this group, however, keeps on decreas-
ing steadily due to a long-term increase in Unit-
Linked insurance. A still significant demand for
Unit-Linked insurance as well as a lower surren-
der rate compared to traditional types of insur-
ance increases the importance of this insurance
group within life assurance. With a growth rate
of 55.8%, its share of life assurance increased
year-on-year by 8 p.p. to 31%. The third most
important group - Supplementary Insurance
- maintains its relatively stable position within
life assurance (10%).

Chart 60 Premium in life assurance
(EUR millions)
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Pension supplementary insurance constitutes
the smallest life assurance group. Premium
in this group fell and new production consti-
tutes only 2.4% (the least among all insurance
groups), while its lapse rate (7.9%) was the
highest among all life assurance groups despite
its having decreased from as much as 12% in
2007. These results clearly show that the inter-
est in this type of insurance is decreasing but

Chart 61 Growth rate of premium in life
assurance (%)
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Chart 62 Non-life insurance broken down

on groups by amount of premium as at 31
December 2008
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in the long run we may expect an increase in
the importance of pension insurance, namely at
the time of payments from the second and third
pension pillars.

The most important categories on the non-life

insurance market are represented by the follow-
ing insurance groups: third party liability motor

Chart 63 Premium in non-life insurance
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insurance - PZP (32%), motor damage or loss
insurance (30.8%) and property insurance (21.9).
With an exception of PZP, premium was growing
in all branches of non-life insurance. Motor ve-
hicles damage or loss insurance increased year-
on-year by 5.3% and property insurance by 3.8%.
The fall in PZP (by 0.4%) is the result of a contin-
uously strong price competition that exerts pres-
sure on premium in this segment. The greatest
increase compared to 2007 was observed in the
credit insurance, suretyship insurance and insur-
ance of miscellaneous financial losses (24.5%)
but this group’s share on non-life insurance is
insignificant (1.2%).

Two insurance companies were performing re-
insurance activities in 2008 but only in non-life
insurance. Premium from active reinsurance,
however, constitutes an unimportant share of
premium in non-life insurance (0.5%).

2.4 PREMIUMWRITTEN

The growth rate of premium written became
lower in 2008 compared to the previous year.
Total premium increased by 1.9% and came to
EUR 1.8 billion. The slowdown in growth was pre-
dominantly caused by a fall in premium written
in non-life insurance (by 2.7%), while life assur-
ance increased by 7.3% to EUR 0.9 billion.

Chart 64 Growth rate of premium in non-life
insurance (%)
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Chart 65 Market share of the three biggest
insurance companies (%)
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2.5 MARKET CONCENTRATION

From the concentration point of view, the situa-
tion on the Slovak insurance market was affected
by a merger of two insurance companies which
resulted in the creation of an entity with the
third highest premium. This caused a year-on-
year increase in the share of three largest insur-
ance companies in total premium by 2.3 p.p. to
63.6%.

Life assurance saw a minor fall in its market con-
centration. The share of the three largest insur-
ance companies decreased here by 2.7 p.p. to
54.3% while in non-life insurance, owing to the
above merger, the share of the three largest
companies increased by 3.3 p.p. to 76.6%.

2.6 CLAIMCOSTS

In 2008 claim costs increased by EUR 169 million
(to EUR 964 million) compared to the previous
year, coming to EUR 463 million in life assurance
and to EUR 501 million in non-life insurance. Like
in premium analysis, NBS, for the purpose of this
report, analysed claim costs (hereinafter the term
“claim costs” shall imply “technical claim costs”).

In the long run, claim costs in life assurance are
growing faster than in non-life insurance, namely

Chart 66 Claim costs (EUR millions)
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by 21% in life assurance and by 14.3% in non-life
insurance in 2008. This caused an increase in the
proportion of claims incurred in life assurance
to total claims incurred (from 44.9% in 2007 to
48.1%).

Almost the entire growth in claim costs in life

assurance was related to an increase in surren-
ders. Their share of total claims incurred in life

Chart 67 Loss ratio, cost ratio, and
combined ratio (%)
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9 Loss ratio is calculated as a percent-
age share of:
« the sum of claim costs and the
change in the gross technical provi-
sion for claims and
«earned premium, i.e. premium in
gross amount less the change of
gross technical provision for future
premiums.
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Table 4 Loss ratio, cost ratio and combined ratio of non-life insurance groups

as at 31.12.2008 (%)

Loss ratio Cost ratio Combined ratio

Life assurance - supplementary insurance 21.57 27.93 49.50
Accident and sickness insurance 18.52 4336 61.88
Third party liability insurance in respect of the use of

motor vehicles 43.92 26.09 70.02
Motor vehicles damage or loss insurance 70.11 31.86 101.96
Other motor insurance 24.67 3291 57.59
Transport liability insurance 3272 32.12 64.84
Property insurance 49.76 35.63 85.39
General liability insurance 47.13 33.79 80.92
Credit insurance, suretyship insurance and insurance

of miscellaneous financial losses 54.80 38.11 9291
Legal protection insurance 28.44 70.73 99.17
Assistance insurance 31.58 50.74 8233
Active reinsurance 55.78 30.38 86.15
Total 52.12 31.99 84.11
Source: NBS.

assurance is 61.6% (having risen from 50% in
2007). The frequency of surrenders grew as well,
namely by 1.5 p.p. to 5.9%. The most significant
increase was recorded in the number as well asin
the costs of payments for insured events caused
by critical illnesses.

Claim costs in non-life insurance came to EUR
500.6 million, mainly comprising claim costs in
motor vehicles damage or loss insurance (41.2%),
PZP (31.8%), and property insurance (19.4%).

In an analysis of the development of claim costs
in non-life insurance it is important to consider
loss ratio®, which takes into account the accrual
basis of costs and income through a change in
the respective technical provisions.

In comparison with the year 2007, loss ratio for
the entire non-life insurance increased by 3.2 p.p.

to the level of 52.1%. Among important groups,
loss ratio fell in PZP but rose in motor vehicles
damage or loss insurance and in property insur-
ance. Motor vehicles damage or loss insurance
reports the highest loss ratio from among all in-
surance groups (70.1%), while combined ratio in
this group exceeds 100%, indicating strong com-
petition in this group.

2.7 REINSURANCE

From the reinsurance point of view, premium
ceded to reinsurers is decreasing, having fallen by
17.5% to EUR 267 million in 2008. The main part of
ceded premium (92.2%) falls on non-life insurance,
comprising almost one quarter of total premium
in non-life insurance. Premium EUR 21 million was
ceded to reinsurers in life assurance, which repre-
sents 1.9% of premium in life assurance).

Table 5 Premium ceded to reinsurers (EUR millions)

| 2008 | 2007 | Change | Share of premium
Total 266 323 -17.5% 12.7%
Life assurance 21 42 -50.7% 1.9%
Non-life insurance 246 281 -12.5% 24.5%

Source: NBS.
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Out of total claim costs, EUR 130 million were
ceded to reinsurers, i.e.13.5% of total claim cost.

2.8 TECHNICAL PROVISIONS
AND THEIR INVESTMENT

Technical provisions of insurance companies
continued to grow as they did in previous years,
having increased year-on-year by 6.9% to EUR
4,022 billion. As in the case of premium, technical
provisions were growing faster in life assurance,
which is logical when considering their long-
term nature. This resulted in a repeated increase
of their share of total provisions (to 75.5%).

The growth rate of technical provisions in life as-
surance has been falling gradually which, in 2008,
was mainly related to provisions for the coverage
of liabilities arising from investment on behalf of
the insured. The growth rate of these provisions
fell to 7% after significant previous increases (an
average of almost 45% in the last five years) and
came to EUR 503.2 million. The largest provision
in life assurance - technical provision for life as-
surance (79.2%) increased by 8.3% on a year-on-
year basis. The share of these provisions in total
provisions is as much as 95.8%.

Technical provisions in non-life insurance in-
creased by EUR 30.6 million compared to 2007,

Chart 69 Structure of gross technical

provisions in life assurance
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reaching EUR 986.8 million. The largest growth
(by EUR 17 million) was observed in technical
provision for claims which simultaneously com-
prises the largest portion of provisions in non-
life insurance (66.8%).

Gross technical provisions less provisions for
the coverage of liabilities arising from invest-
ment made on behalf of the insured came to

Chart 70 Structure of gross technical

provisions in non-life insurance
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Chart 71 Investment of technical provisions
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Note: The term “Government bonds” is to be understood as bonds
issued by the Slovak or other EU governments, NBS and other cen-
tral banks, guaranteed by the Slovak Republic, and EIB, EBRD or
MBOR bonds.

EUR 3.482 million as at the end of 2008 and their
coverage by assets was 107.9%. Asset coverage
of technical provisions remained the same as at
the end of 2007. During the first half of the year,

Chart 72 Changes in the investment of

technical provisions between 31.12.2007
and 31.12.2008

the composition of assets covering technical
provisions followed the same trend as in 2007,
i.e. a decrease in the share of government bonds
and reinsurers and an increase in bank bonds
and other assets, other debt securities in particu-
lar. However, a change occurred in the second
half of the year. Both the share and the volume
of government bonds increased while the share
and volume of bank bonds ceased to grow and
there was a significant slowdown in the growth
rate of other assets as well.

2.9 INSURANCE COMPANIES SOLVENCY

From the point of view of assessing insurance
companies solvency it is required that their real
solvency margin (i.e. own funds) be higher than
the required solvency margin and that the value
of the guarantee fund be at least the minimum
value of guarantee fund. All insurance compa-
nies were in compliance with these require-
ments as at 31.12.2008. Required solvency mar-
gin increased by 11% compared to the previous
year but along with a higher volume of liabilities
and/or claims, this increase was also brought
about by a lowering of the minimum guarantee
fund in SKK. Real solvency margin increased by
as much as 32% compared to the previous year,
especially owing to an increase in funds that are

Chart 73 Solvency margin distribution
(number of insurance companies)
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not subject to liabilities arising from insurance or
reinsurance. The ratio of total real solvency mar-
gin to a higher value of required solvency mar-
gin and the guarantee fund was 2.8 (solvency
margin). Solvency margin amounted to 2.9 in
insurance companies providing both life assur-

ance and non-life insurance, 2.5 in life assurance
companies and 2.1 in non-life insurance compa-
nies. The year-on-year increase in the value of
this share was 50 percentage points. In ten insur-
ance companies, the value of the guarantee fund
exceeded the required solvency margin.
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3 INVESTMENT FIRMS

CHAPTER 3

In the course of 2008 there were no significant changes in the volume of transactions in securities carried
out through investment firms. Bonds, shares and units were traded in a total value of EUR 14 billion. The

volume of customer assets managed by companies licensed to deal in securities increased by 41% to the

level of EUR 2.1 billion on a year-on-year basis. Capital adequacy of these entities reached the required

levels with a sufficient margin.

3.1 CAPITAL ADEQUACY

The volume of own funds of all non-bank in-
vestment firms and management companies
licensed to deal in securities was greatly exceed-
ing the statutory margin throughout the whole
of 2008. This margin was exceeded more than
6 times at the end of the year, with the largest
capital requirements having been those for the
coverage of credit risk and operational risk.

3.2 INVESTMENT SERVICES AND ASSET
MANAGEMENT

Total amount of transactions in bonds, shares
and units in 2008 decreased slightly to EUR 14
billion (compared to EUR 16 billion in 2007).

Chart 74 Average structure of investment

firms’ capital requirements by individual
risks
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Transactions in money market instruments and
financial derivatives cannot be compared on
a year-on-year basis due to different financial re-
porting in 2008.

In nominal values, though, it was financial deriv-
atives and money market instruments that

were traded most, in a volume of EUR 644 billion.
However, this value represents the volume of un-
derlying assets of traded instruments while the
real volume of financial flows generated by these
transactions is lower.

There were carried out 65% of the total volume of
transactions through banks while the remaining
35% were carried out almost exclusively through
a single company.

Chart 75 Structure of transactions by

investment instruments (EUR billions)
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Chart 76 Amount of customer assets

managed by entities licensed to deal in
securities (EUR billions)
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investment firms (including banks and manage-
ment companies licensed to deal in securities)
rose by 41% year-on-year (from EUR 1.5 billion to
EUR 2.1 billion).
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4 COLLECTIVE INVESTMENT

The growth in the volume of assets under management in collective investment that was observed in
earlier came to a halt in mid-2008 and the latter half of the year even saw a steep fall in NAV in mutual
funds. Such development is above all a result of the financial crisis in the form of mass redemptions
caused by uncertainty over further development of the value of investments and, to a lesser extent, in
the form of a fall in the value of some types of assets held in portfolios. The year-on-year performance
of mutual funds was falling throughout the entire range of fund categories and money market mutual
funds were the only ones that could ensure a positive nominal return for unit holders.

The year 2008 was one of negative trends in the
Slovak collective investment sector. The underly-
ing cause of these trends was, without doubt, the
on-going global financial crisis that significantly
affected this sector in several ways.

The size of the collective investment sector
measured by net asset value (NAV) in mutual
funds sold in the Slovak Republic fell by almost
30%. Totally, they decreased by EUR 1.6 billion,
of which EUR 1.17 billion fell to domestic mu-
tual funds and EUR 0.43 billion to foreign mutual
funds sold in Slovakia.' The year-end NAV in mu-
tual funds accounts came down to EUR 3.8 billion
asat 31 December 2008 (EUR 3.3 billion domestic,
EUR 0.5 billion foreign), which is the lowest level

Chart 77 Amount of investments in mutual

funds sold in Slovakia (EUR billions)
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since the second half of 2005. The above num-
bers indicate that foreign funds recorded a rel-
atively higher decline in NAV, causing the share
of funds of domestic management companies to
increase to as much as 87%. The decrease in NAV
in domestic mutual funds was not spread evenly
over time. The volume of assets under manage-
ment was still growing during the first half and
a significant decline occurred first in the second
half (the most of it between September and De-
cember). NAV in foreign mutual funds was de-
creasing already since the beginning of the year.
In both cases, the fall in NAV should be seen as
a consequence of unusually high redemptions
by investors and also of a depreciation of assets
in mutual funds’ portfolios due to the crisis.

Chart 78 Asset value in individual fund cat-
egories as of December 2008 (EUR billions)
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Chart 79 Comparison of the structure of

assets in individual fund categories as at
December 2007 and 2008 (%)
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The decline in NAV under management affected
almost all of the domestic collective investment
management companies with the exception of
two companies with a low market share. Percent-
age decreases in NAV in mutual funds managed
by individual management companies ranged
between -6% and -54%. There was almost no
year-on-year change in the Herfindahl index
although, for instance, the share of two largest
companies increased by approximately 3 p.p. to
69 %.

Unit certificates of mutual funds managed by
domestic management companies are held al-
most exclusively by Slovak residents. The share
of foreign capital is only 1%. Households are
the main group of mutual fund investors with
their 82% share of all issued unit certificates of
domestic mutual funds. The only other group
holding a significant amount of shares (14%) is
non-banking financial institutions (insurance
companies, pension companies, management
companies).

All categories of funds other than funds catego-
rised as other funds and real estate funds (whose
share is negligible), considered as a sum of do-
mestic and foreign funds, were victims of a fall
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Chart 80 Monthly cumulative net sales of

open-ended mutual funds in Slovakia for
the year 2008 (EUR millions)
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in the NAV. Equity funds were affected the most,
having written off as much as 67% of their NAV
as at the beginning of the year during the moni-
tored period. Thus their relative share fell from
11% to 5% of NAV in the sector. Money market
funds reinforced their dominant position by sev-
eral percentage points, with 45% of total NAV
under their management in mutual funds as at
December 2008. Equity funds and other funds
are the only categories of funds where foreign
mutual funds maintained amore significant
share.

From the point of view of the structure of as-
sets in portfolios, money market funds, bond
funds and other funds are in a similar situation.
Between 65% to 85% of assets of these funds
are in the form of debt securities and the rest
is deposited in bank accounts. This also largely
applies to mixed funds which, however, are en-
hanced by equities and unit certificates compris-
ing up to approximately one quarter of volume.
Equity funds consist of approximately 50% debt
securities and deposits and 50% equity invest-
ments. Funds of funds largely consist of mutual
funds unit certificates. The main change in the
structure of assets in comparison with 2007 lay
in a decrease in the weights of equity securities



(equities, unit certificates) in funds that deal with
this type of assets along with other assets.

A large part of mutual funds was under pressure
from relatively significant redemptions in 2008.
Out of domestic mutual funds, money market
funds, bond funds, mixed funds and funds of
funds recorded negative annual cumulative net
sales. Money market funds were hit the worst,
with investors having withdrawn units worth
almost EUR 0.5 billion. Redemptions were also
strongly felt in funds of funds (relative to NAV).
The largest wave of unit certificates redemp-
tions arose during the last four months of the
year, with its trough in October when negative
net sales came up to EUR 0.63 billion (of which
money market funds EUR 0.46 billion). This was
aresponse to an unusually critical deterioration
on financial markets after the collapse of the US
investment bank Lehman Brothers. It is likely
that unit holders were redeeming their units out
of concerns over the preservation of their value
and depositing them in banks. Furthermore, this
process was backed by an increase in the guar-
antee of deposits in banks which did not apply
to investments in mutual funds. A one-hundred
percent guarantee of investment, in combination
with a massive campaign for deposit products in
banks and their growing rates was a strong mo-
tivation for transfers of assets especially for unit
holders of money market mutual funds whose
confidence had been undermined by an unusual
drop in performance in this conservative cate-
gory of mutual funds. Cumulative sales in equity
funds for the entire year 2008 concluded around
zero; sales in other funds were developing posi-
tively. Redemptions were a dominating compo-
nent in the fall in NAV in the sector as a whole.
Mutual funds generally had a sufficient amount
of liquid assets (bank deposits and government
bonds) allowing them to cope with unit holders'’
pressure on the withdrawal of investments. In
some cases, however, they were forced to have
recourse to the sale-off of corporates debt secu-
rities or foreign banks whose liquidity was rela-
tively low at that time.

Along with negative net sales, another reason
behind the fall in NAV in some categories of mu-
tual funds was, in varying degrees, a decrease in
the value of certain assets, particularly equity se-
curities but also of some bonds. This particularly
applied to equity funds, mixed funds and funds

Chart 81 Comparison of average annual
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of funds but other categories of mutual funds
were affected too. This was naturally reflected in
the year-on-year performance of mutual funds
that declined across the entire range of mutual
funds. Money market funds were the only funds
to achieve apositive average (NAV-weighted)
performance, at the level of ca 1%. Other fund
categories recorded loss (on the basis of weight-
ed average) which amounted to as much as 50%
in the case of equity funds. Funds of funds also
found themselves deep down on the negative
side together with mixed funds where unit hold-
er's investments were nominally depreciated by
22% (16%).

Ten domestic management companies report-
ed profit amounting to EUR 8.4 million for the
year 2008, which represents a decrease by 18%
compared to the previous year. Considering the
nature of fees for management companies that
depend mainly on the volume of assets under
management, we may expect the fall in NAV to
manifest fully in profits for the year 2009. Two
companies recorded loss. As much as three
quarters of profit in the sector are concentrated
in one management company.

CHAPTER 4

NBS

ANALYSIS OF THE SLovAak FINANCIAL SECTOR

2008

71






CCCCCCCC

PENSION
SAVING







5 PENSION SAVING

The pension sector of the financial market was also affected by the global financial crisis. A fall in the
prices of some types of funds assets subsequently induced a fall in the returns of those funds too. For
these reasons, conservative funds were the only ones where annual return in the second pillar of pension
saving achieved positive numbers. The fall in performance also affected supplementary pension savings
when positive values were only achieved in 3 out of 10 contribution funds. Along with performance,

the financial market crisis also affected the structure of the portfolio of funds of the second and third
pension pillar in 2008. Investments in bonds, government bonds in particular, were largely predominant.
The volume of equities in pension funds and in supplementary pension funds decreased by almost a half.
Another important factor affecting the pension sector’s activity in 2008 was that the second pension
pillar was opened twice, enabling the savers an optional entry into / exit from it. On the basis of these
changes, the number of savers in the second pension pillar amounted to 1.48 million as at 31 December
2008. The number of participants in the third pension pillar increased to 0.87 million in the course of the

year 2008.

5.1 PILLARII

Two events had a major influence on the func-
tioning of the retirement pension savings system
in 2008. The first was the continuation and deep-
ening of the global financial crisis, which affected
this sector mainly in the form of a fall in the prices
of some asset types in funds and a subsequent
decline in the returns of these funds. The second
factor was a temporary change in the rules of
functioning of the second pillar in the form of its
opening for voluntary entries and exits of savers.

Chart 82 Pension fund assets by share of
each fund type
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The Slovak government carried this out twice.
The first stage of opening stretched over the
entire first half of 2008. The second stage com-
menced on 15 November 2008 and the second
pillar was open throughout the entire remainder
of the calendar year. The main purpose of the
opening of the system was to enable savers who
had voluntarily entered into the second pillar but
no longer considered it favourable at the time of
opening to return to savings in the statutory pil-
lar only. Analogically, the opening of the second
pillar also applied to voluntary entries of savers.
According to information provided by pension
funds management companies, 107 thousand
savers requested transfer of their saved assets
to the account of the Social Insurance Agency
during the first wave of opening of the second
pillar.”" The number of new savers was lower than
the above figure, meaning that the total number
of savers in the system decreased in the course of
the year 2008 by an approximate 75.5 thousand
to 1,483,124 as at 31 December 2008, which rep-
resents a 4.8% decrease in relative numbers. The
percentage decline in the number of savers was
similar across all pension funds management
companies and oscillated around the above val-
ue for the entire sector. As for the share of exiting
participants in the total number of participants'?
in particular fund types (conservative, balanced,
growth), the highest rate of leavings was ob-
served in conservative funds (-15.1%), closely
followed by balanced funds (-13.3%). This indica-
tor was the lowest in growth funds (-3.7%). On
the other hand, conservative funds recorded the
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opening period from 1.1.2008
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legislation in force, real outputs of
savers during the second phase of
opening of the capitalization pillar
first started to take place on 1 Janu-
ary 2009. Thus these outputs had
no effect on the data on the total
number of savers for the year 2008.
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13 Estimated using data as of the
end of the years 2007 and 2008
and information on exits from the

second pillar.
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largest relative influx of participants' (new as
well as those who changed from other types of
funds), followed by balanced funds. This devel-
opment is likely to have two levels. The first one
is an increased interest of savers, induced by the
crisis, in funds with a lower risk profile. Contrary
to this it may be a fact that savers who decided to
exit the second pillar were predominantly of an
older age and in this group there is an assump-
tion that their funds were invested in conserva-
tive or balanced funds.

From the number of savers point of view, concen-
tration remained at the same level (which, how-
ever, was relatively high), which is documented
by an almost 70% share of savers in two largest
pension funds management companies.

Net asset value in the funds of pension funds
management companies continued to increase
in 2008 and came to EUR 2.23 billion at the end
of the year, constituting an annual percentage
increase of 31%. In comparison with year 2007
this is anotable decrease in the growth rate
which is largely influenced by the base effect but
in this case, slowdown was also effected by the
withdrawal of a part of savers whose accumulat-
ed assets were transferred from pension funds to
the Social Insurance Agency. This fact, somewhat
reinforced by a fall in the value of selected assets,
even resulted in a relatively significant decline in
the absolute increase of NAV in 2008 compared
to the previous year.

Relative increases in net asset value in particular
pension funds management companies differed
just slightly and their market shares on the ba-
sis of this indicator thus remained at the levels
as of the end of 2007. Traditionally insignificant
changes occurred in the distribution of net asset
value into the prescribed three types of funds
where the share of growth funds is almost 67%
whereas 29% and 4% of total assets in the sector
are in balanced and conservative funds respec-
tively.

The financial market crisis that continued all
throughout 2008 had a major influence on the
change in the basic portfolio structure by types
of financial instruments. The main shift can be
said to be an increase in the share of bonds at
the expense of all other types of investments.
The relative share of debt securities, at 49.6% in
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December 2007, increased to 67.4% a year later.
This caused bonds to become an absolutely
dominating component of the total portfolio of
the second pension pillar. The most likely drive
behind this shift was the pension funds man-
agement companies’ effort to stabilize their
portfolios and to limit possible fluctuations in
their value by investing in less risky and volatile
assets, which is a group where bonds are gen-
erally included. In general we may say that al-
most all new funds that entered the system in
the course of 2008 as well as some of the funds
obtained by the sale of other asset types were
directed to the purchase of debt securities. Due
to the extremely negative influence of the crisis
on equity markets, equities became an asset to
which funds were trying to significantly reduce
their exposure. The volume of equities in pen-
sion funds assets decreased year-on-year by
almost a half which, in respect of the increase
in total net asset value, brought about an even
stronger decline in their share, from 15.1% as at
31 December 2007 to 6.4% in December 2008.
For the sake of comparison, this share was as
much as 18% in mid-2007, shortly before the
crisis broke out. The share of assets in the form
of current accounts and term accounts in banks
decreased by about 9 p.p., to the level of 21%.
This reallocation is not linked to the financial cri-
sis but is a continuation of a longer-term down-
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ward trend of the share of this form of assets
in funds. The share of other securities mainly
comprised of treasury bills and unit certificates
recorded just amodest decline during the
monitored period towards its year-end level of
nearly 5%. All of the above mentioned changes
in the structure of investments were occurring
relatively continuously throughout the whole of
2008, intensifying in the last quarter of the year
after the global financial system had almost col-
lapsed in mid-September. Apart from the above
types of investments, funds assets also included
currency term contracts that serve the purpose
of hedging portfolios against risk of fluctuations
in the exchange rates of foreign currencies. Due
to the fact that the foreign exchange position
was in funds mostly denominated in euro, the
volume of currency derivatives fell sharply at the
end of the year since as of 2009 it would no long-
er be necessary to hedge these positions against
foreign exchange risk, since euro becoming do-
mestic currency in Slovakia. Apart from invest-
ments in euro, there were some investments in
the currencies of neighbouring Central Europe-
an countries and although their share was small,
it was not completely negligible. The structure
of the portfolio in balanced and growth funds is
very similar to the structure for the entire sec-
tor. Equities are legally forbidden in conserva-
tive funds and 75% of the funds’ assets consist

of bonds and treasury bills while the remaining
part is comprised of bank deposits.

The turbulent period of 2008 led pension funds
management companies to change some char-
acteristics of their portfolio’s bond component.
At the end of 2007 the bond portfolio composi-
tion was still strongly orientated towards the fi-
nancial sector. Nearly two thirds of the volume of
purchased bonds were issued by an issuer from
this sector where banks had a notably dominant
position. Less than 30% of them were govern-
ment bonds and asmall remainder was com-
prised of corporate bonds. However, the situa-
tion changed significantly in 2008 when funds
managers, pressed by uncertainty and ade-
teriorating situation in regard to the health of
many financial sector institutions, were shifting
assets to safer government bonds whose share
was 56% as at 31 December 2008. The weight of
bond issues from the financial sector fell below
40% and the corporate component remained
virtually unchanged. Another trend that we ob-
served in respect of the structure of bond issuers
is the deepening of a predominant orientation
(96% of the volume) towards Europe. The share
of Slovak debt securities, predominantly issued
by the government, was 73% at the end of the
monitored period.

The shift from bank bonds to government bonds
is also closely related to their new classification
from the point of view of setting and fixation of
coupon rates. The share of debt securities with
a variable coupon, commonplace especially in
bank issues, decreased by approximately 27 p.p.,
to the level of 42 % as at the end of 2008. Govern-
ment bonds were growing together with bonds
with fixed coupon (31%) and, in particular, zero-
coupon bonds (27%).

Maturity of the bond portfolio was getting
shorter. The original interval of the average vol-
ume weighted maturity from 2.8 to 6.8 years for
particular funds reduced to one ranging from 1.4
to 3.2 years. Afall in the average maturity was
observed in all eighteen funds.

The rating of nearly 98% bonds by volume was
A- or better at the end of December 2008." The
year 2008 saw an even greater concentration of
bonds in the A+ rating which had been already
dominant in previous periods. The number of
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14 The percentage value given does
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those where rating (an equivalent

of the S&P rating) was availa

NBS

ANALYSIS OF THE SLovAak FINANCIAL SECTOR

2008

ble.

77



PENSION SAVING

15 Article 91 of the Act No. 43/2004

—

Coll. on Retirement Pension Saving
and on the amendments to certain
acts, as amended, defines the fol-
lowing terms as follows:

. The average yield of a pension fund

of a pension funds management
company shall be the moving aver-
age of the percentage year-on-year
changes in the daily pension unit
values of the pension fund calcu-
lated for the previous 24 hours and
rounded up to two decimal places.

. The average yield of the market ri-

vals is the arithmetic average of the
moving averages of the percentage
year-on-year changes in the daily
pension unit values of the pension
fund’s market rivals, calculated

for the previous 24 months and
rounded up to 2 decimal places.

16 The average annual return for the

/8

given type of pension funds was
calculated as a weighted aver-
age of percentage year-on-year
changes in the daily pension unit
values of the respective pension
funds. Percentage year-on-year
change in the daily pension

unit values is calculated as at
31.12.2008 (PMZDHDJ31.12.2008)
in the following manner:

DIy iy _,],,100%

31122000

where DJ is the pension unit value
for the respective day.

The weight was a share of net asset
value (NAV) of the relevant fund

in the sum of NAV of funds of the
same type.

Stated return rate is nominal, which
means that the inflation has not
been deducted from it. Nominal
return rate is usually stated when
determining the return rate of
various investment types, whereas
standard legal methodology has
been used for this calculation.
However, the stated return rate is
not the return of the saver in his
own personal pension account,
which is individual for each person.
Input data were the values of
pension units of individual pension
funds submitted to Ndrodnd banka
Slovenska by pension funds man-
agement companies for the dates
0f31.12.2007 and 31.12.2008,
which are also published on

the website of Ndrodnd banka
Slovenska.
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Chart 85 Structure of bond portfolio by
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bonds with the highest possible rating of AAA
increased modestly.

A fall in the prices of several types of assets and
their increased volatility were significantly re-
flected in decreased performance in the second
pension pillar. For the purposes of this report,
performance of pension funds in the second pil-
lar was monitored using two methods. The first
method was taken from the Act on Retirement
Pension Saving which defines the average yield
of pension funds (the average yield of market
rivals), which is virtually an arithmetical average
of year-on-year percentage changes in pension
units for the last 24 months preceding the day
when the yield is calculated.” In view of the pre-
dominantly annual assessment horizon of this

Table 6 Annual yield of pension funds as at

31 December 2008 (%)

Fund types v:sigz;zd
Conservative funds 28
Balanced funds -5.2
Growth funds -74
Source: NBS.
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Chart 86 Current pension unit value in
particular fund types
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Note: Data on the vertical axis represent weighted average
(weighted NAV of funds) of current pension unit values of a given
type of pension fund.

report, we also analysed the performance on the
basis of the so-called year-on-year performance
which records the fund’s yield achieved for 12
months prior to the day when yield is calculated,
using a year-on-year percentage change in the
value of the pension unit.'®

Year-on-year performance (second measuring
method) of balanced and growth funds was
at the level of -5.2% (-7.4%) as at 31 December
2008 compared to 3.8% (3.6%) the previous
year. The greater part of this decline occurred
within a short time during two periods of ap-
proximately one month each. The first period
was January 2008 when especially stock indices
responded strongly and negatively to the wave
of unfavourable reports on the financial situa-
tion of many important financial institutions.
Fund performance plummeted even more dur-
ing the period that followed the collapse of the
US investment bank Lehman Brothers when
the value of equities slumped under pressure
of their frantic sell-off on world stock exchang-
es. Simultaneously there was also afall in the
market prices of some other types of securities
including bonds. This resulted, among other
things, in afall in the conservative funds’ per-
formance (2.8% as at 31 December 2008) which



Chart 87 Average yield of market rivals in
particular fund types (%)
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until then had maintained a stable year-on-year
yield of around four percent.

The above development also naturally de-
creased the average yield of the market rivals as
defined in the Act on Retirement Pension Saving,
representing a longer-term perspective on per-
formance (the first measuring method), whose
trajectory had a downward trend since the first
day of its calculation (i.e. since 21 March 2008) in
the case of balanced and growth funds, coming
to a halt at the level of 1.9% (1.3%) at the end of
December 2008. Year-end average yield of mar-
ket rivals in conservative funds came to the level
of 3.8%. Derived from the average yield of mar-
ket rivals is the benchmark lower limit of yield for
agiven fund type, non-compliance with which
would put a pension funds management com-
pany under the obligation to replenish fund as-
sets using its own capital. All funds were in com-
pliance with these requirements throughout the
entire monitored period.

In 2008 pension funds management companies
were still unable to make profit in aggregate for
the entire sector. On the other hand, they man-
aged to decrease their loss year-on-year to EUR
5.6 million, i.e. to approximately one third of the
2007 level. Two out of a total of six companies re-
corded positive economic results.

5.2 PILLARII

The volume of assets under management in five
supplementary pension funds management
companies of the third pillar of pension saving
was growing steadily all throughout 2008. Their
growth rate of about 11% was a continuation of
development during the second half of the pre-
vious year. Net asset value in the system came to
EUR 936 million as at the end of the monitored
period. Redistribution of assets between contri-
bution and payment funds remained the same,
with as much as 97% of assets in the saving phase
of the supplementary pension saving cycle, i.e.in
contribution funds.

There was a positive turn in the number of par-
ticipants in the third pillar. Compared to the fall
in 2007, in 2008 we could observe a net inflow
of participants amounting to 24 thousand, i.e.
2.9% of the status as at the beginning of the year.
The final year-end number of participants thus
reached 848 thousand. The number of partici-
pants grew in all supplementary pension funds
management companies.

Individual supplementary pension funds man-
agement companies’ share of total net asset
value in the sector remained intact throughout
2008.

Trends in the structure of assets in the portfolio
of the third pension pillar were similar to trends
in the second pillar. At the end of 2007 a domi-
nant portion of assets was invested in debt se-
curities and bank deposits in approximately an
equal ratio with just a small proportion of other
asset types. However, the share of bonds arrived
at the level of about 64% a year later, decreasing
the share of funds deposited in bank accounts to
32%. The equity component of the portfolio fell
to almost a half of the level as of the end of 2007,
lowering the proportion of shares to 1.5% of net
asset value in the system.

There was a significant decline in the volume of
currency term instruments, for the same reason
as in the second pension pillar, i.e. the adoption
of euro due to which it was no longer necessary
to hedge positions in this currency against for-
eign exchange risk. The above structure applies
to the system’s portfolio as a whole but due to
the high share of contribution funds in total net
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asset value it appropriately characterizes the
situation in this type of fund as well. The com-
position of payment funds assets has a different
characteristic as they consist exclusively from
assets deposited in bank accounts (56%) and
bonds where the entire remaining share of as-
sets under management is invested. It should
be noted, however, that the composition of third
pillar funds has a relatively large variability and
that the asset structure in particular funds often
differs from the sector average.

Some changesin the bond portfolio composition
identified in the second pillar, from the point of
view of issuers of these securities, also occurred
in supplementary pension saving though less in-
tensely. In an atmosphere of uncertainty induced
by the financial crisis, supplementary pension
funds management companies increased the
share of their investments in government debt
securities amounting to 65% as of the end of
2008, which represents a positive year-on-year
shift by 7 p.p. This shift occurred at the expense
of investments in bonds issued by banking and
other financial institutions which in aggregate
constituted 28% of all bonds at the end of the
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monitored period. The relative position of debt
securities of non-financial corporates (about 7%)
underwent almost no changes in the course of
2008. From a regional point of view, funds invest-
ed particularly in domestic economy with nearly
70% of purchased bonds being of Slovak origin.
Naturally, government securities constituted ab-
solute majority. The exposure against USA fell to
one half in respect of its share of the whole and
constituted 4% at the end of December 2008.

Pension funds in the third pillar were not
spared from a fall in performance. Average NAV
weighted annual return in contribution funds
came down to -2% as at 31 December 2008. The
spread of yields in particular contribution funds
was relatively broad (-20.9% to 2.9%), which is re-
lated to the variability in the funds’ focus that we
mentioned earlier, i.e. predominantly on money
to distinctly on equities. Three out of ten funds of
this type achieved positive result. The situation
in payment funds was better as on average they
succeeded in appreciating participants’ assets
by 1.4%.

Along with time development of the value of
fund assets, the final assessment of assets for
participants in supplementary pension sav-
ing also includes various types of remunera-
tions charged by supplementary pension funds
management companies to the account of the
respective fund. The most important type of re-
muneration is the fund management fee which
comprised as much as 91% of the total volume
of remunerations in the third pillar of pension
saving for the year 2008. The fund management
fee is specified in the statute of the given fund as
a percentage share of average NAV and is legally
limited to a maximum of 3%. At the end of 2008,
the average amount of remunerations (weighted
by NAV of funds) for all the 14 funds in the sys-
tem came relatively close to the legally permit-
ted ceiling (2.44%).

Supplementary pension funds management
companies were able to improve their economic
result at an aggregate level in 2008 compared to
the previous year. Their profit of EUR 3.3 million
was higher by EUR 464 thousand than in 2007.
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6 RISKS IN THE FINANCIAL SECTOR

Household indebtedness in Slovakia has been growing significantly in recent years, increasing the
exposure of banks to credit risk from these loans. Notable growth was observed especially in long-term
real property loans. Although having increased from the absolute volumes point of view, their share of
total bank loans and of GDP remained at a relatively low level, particularly in respect of the values of
similar indicators in other countries. Indebtedness of individual households, especially in relation to their
income, is the main factor from the viewpoint of riskiness of household loans. The value of this ratio is
especially important in crisis situations. The average ratio of loan instalments to disposable income for
households with loans increased year-on-year by 3 p.p. to 33 %. Higher risk is in the groups of population
who were provided loans during 2007 - 2008 although the development of defaulted loans for the year
2008 has so far not indicated deterioration in the quality of credit portfolios.

In respect of the worsening economic situation in the last quarter of 2008 and an extremely negative
outlook for the year 2009, credit risk arising from provided corporate loans poses the worst threat to
baking sector stability. Bank loans to non-financial enterprises increased in 2008, causing a rise in their
indebtedness. Credit quality of the corporate loans portfolio did not undergo any important changes

in 2008. The largest volume of defaulted corporate loans remained in the wholesale and retail sector
throughout the whole of 2008, followed by industrial production.

From the viewpoint of market risks, banking book interest rate risk was the most significant risk for
banks. An increase in rates would have a negative impact as a portion of these assets consists of bonds
with a longer duration whereas liabilities are mainly comprised of short-term deposits. Foreign exchange
risk, banking book interest rate risk and equity risk were negligible for most banks.

Insurance risks are the most significant type of risk to which insurance companies are exposed. Apart
from that, insurance companies are exposed to market risks that can cause unexpected decreases in the
value of assets covering technical provisions. However, this risk is relatively low. With 99% probability, the
value of insurance companies’ assets should not decrease by more than 0.2% but this does not apply to
assets covering technical provisions in Unit-Linked insurance.

An overwhelming majority of the portfolios of conservative funds managed by pension management
companies do not have open currency positions and contain neither shares nor units. This prevents
them from being exposed to foreign exchange risk or equity risk. The sensitivity of the value of portfolios
to interest rate changes is higher, which implies higher interest rate risk than in the previous period. In
balanced and growth funds, the downward trend in the proportion of shares and units to net asset value
predominates. However, equity risk soared during the second half of 2008 due to increased volatility on
stock markets. Foreign exchange risk is relatively low as the funds’ foreign exchange positions are mostly
closed. Positions in euro had the largest share of open positions but they pose no risk when considering
the adoption of euro in January 2009. Apart from that, pension funds are additionally exposed to risk
associated with changes in the exchange rates of US dollar and Polish zloty. As the funds of pension
management companies, so the funds of supplementary pension companies are exposed mainly to
market risks.

The development of riskiness of investments in mutual funds was largely affected by a pronounced
increase in volatility, on stock markets in particular. Money market funds and bond funds were exposed
to interest rate risk as well but almost exclusively from a long-term point of view. They recorded a decline
in interest income after another cut in the ECB base rate.

6.1 BANKS ties to banks is given especially by the extent of
its indebtedness and its financial position. Devel-

CREDIT RISK OF HOUSEHOLDS opments of both these factors jointly create an
overall picture of households’ credit risk.

Indebtedness

From asimplified perspective, the risk that Household indebtedness in Slovakia has been

a household will not be able to repay its liabili- growing rapidly in recent years. There is arel-
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Chart 89 Household liabilities (EUR billions)
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Source: NBS.

atively strong correlation between the growth
of indebtedness on one hand and positive eco-
nomic development and growth rate of real
estate prices on the other hand. Liabilities of
households, especially in the form of loans, have
been growing mainly since 2005. Notable growth
was observed especially in long-term real prop-
erty loans. Although we cannot avail of data on
total liabilities for the year 2008, we may assume
that the growth in total liabilities in 2008 was just
slightly lower than in 2007.

Although loans increased from the absolute
volumes point of view, their share in total bank
loans and in GDP remained at a relatively low
level, particularly in respect of the values of simi-
lar indicators in other countries.

Indebtedness of individual households, especial-
ly in relation to their income, is the main factor
from the point of view of riskiness of household
loans. The value of this ratio is especially impor-
tant in crisis situations. A high ratio provides
relatively little room for the bank and its clients
to cope with stress situations. On the contrary,
alower proportion of loan instalment to the
household’s income provides it with a certain
“cushion”for managing crisis situations. The most
recent data for the year 2007 give us an average
loan-to/income ratio amounting to 33%, which
represents a year-on-year increase by 3 percent-
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Chart 91 Distribution of loan-to-income

ratio by groups of disposable income of
households (%)
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age points. The ratio may differ considerably de-
pending on income. In general, the higher the
income of a household, the lower its indicator
value. Low income households are thus the most
sensitive to loss of income. On the other hand,
however, low income groups’ share of provided
loans is relatively small.



Population groups who were provided loans in
later years also pose greater risk. The greatest
burdenis reported in loans provided during 2007
and 2008, which is largely caused by a significant
increase in real property prices over those years.
The residential property market, especially in
regard to the development of its prices, has
arelatively significant influence on the volume
of loans provided by banks and subsequently
on household indebtedness. When prices grow,
especially if this growth is greater than that of
wages, households are forced to increase the vol-
ume of their loans and their loan burden grows
accordingly. To illustrate the increase in the loan
burden of households due to growing real prop-
erty prices, we can give a simple example of how
indebtedness evolved after the purchase of a 3-
bedroom flat using a housing loan. It only serves
as an illustration of development and should
not be used to assess indebtedness since real
income figures may be different. Real property
prices were growing faster than income in all
regional capital cities, especially in 2007 and in
the first half of 2008. This trend decreased first in
the second half of 2008 when fall in real property
prices was observed in all regional capital cities.

Although the above example is for reference
only, it indicates what loan types could be the
riskiest from the loan burden point of view. This
is also confirmed by the development of loan-
to-value ratio. With real property prices sharply
increasing in 2006, 2007 and the first quarter of
2008, banks were forced to provide new loans at
high LTV values. The average LTV for new loans
decreased in several banks in the second half of
2008. Banks partially changed their attitude in
the second half of 2008 when they started to as-
sess this ratio more strictly due to changes in the
real property market.

Loan indebtedness of households was gradually
changing over the last few years, including from
the regional point of view. While nearly 60% of
household loans were still provided in the Bratis-
lava region in 2007, this share fell to only 51% as
at the end of 2008.

From the particular banks point of view there are
relatively significant differences in the regional
structure of portfolios. The share of loans to re-
gions other than Bratislava is larger in medium
banks too.

Chart 92 Loan burden to household income
after the purchase of a 3-bedroom flat (%)
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Note: Burden was calculated for the purchase of a 3-bedroom flat
financed by a bank loan, for 20 years, with an LTV of 80% and an
average interest rate. Chart data are for reference only, it aims to
illustrate development over time.

This increase in providing loans to regions other
than Bratislava was brought about especially
thanks to a revival of economic growth in these
regions and a subsequent steep increase in real
property prices. On the other hand it is true that
employment in these regions is concentrated in
sectors that are more sensitive to an economic
downturn.

Thus these loans are perceived as more vulner-
able at a time of crisis and we can expect that the
economic slowdown will effect an increase in the
household loan default rate in regions with a high-
er share of employment in sectors that are more
sensitive to a slowdown in the economic cycle.

Household loans continued to report increased
sensitivity to interest rates changes in 2008. In-
terest rate fixation in most housing loans was up
to one year, exposing households to greater risk
in respect of the volatile development on inter-
bank markets. A transfer of interest rate risk to
customers occurred especially in medium banks.
If the current negative trends persist, particularly
in terms of inflation, households will be exposed
to arelatively high risk of an increase in instal-
ments or a failure to repay loans.
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Riskiness of loans

Loan default rate for the year 2008 does not in-
dicate deterioration in the quality of credit port-
folios as yet. The volume of defaulted loans did
increase year-on-year by 35% but similar growth
was observed in previous years too. No signifi-
cant deterioration took place even in the last
quarter.

Real estate loans and consumer loans continued
to comprise the largest portion of the volume of
defaulted loans in 2008.

When looking at the shares of defaulted loans
in total volumes of provided loans, the worst
quality can be observed in consumer loans but
their share did not increase significantly in 2008.
Lower quality was also reported in intermediary
loans provided by building societies.

Default rates of particular loan groups registered
just a modest year-on-year increase, which was
largely caused by a continuing strong increase in
the volume of loans. We expect loan default rates
to increase in 2009. This is given both by an ex-
pected fall in the growth rate of loans and, with
the economic situation deteriorating, by a higher
volume of defaulted loans too.

As we mentioned earlier, the risk of household
loans depends both on the indebtedness and
on the financial position of households. If the
household’s financial position is sufficient in re-
spect of the level of its indebtedness, it is able to
repay its loan. However, financial position wors-
ens particularly during an economic downturn,
increasing the probability of default.

Table 7 Ratios of defaulted household loans
(%)

XI.07 XI1.08

Total households 3.1 33
Real estate loans 22 23
Mortgage loans 1.4 1.4
Other real estate loans 26 25
Building loans 1.5 13
Intermediary loans 3.8 4.5
Consumer loans 83 87
Source: NBS.
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Chart 93 Structure of defaulted household
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The financial position of Slovak households is
largely dependent on the economic situation,
particularly on the development of income
and employment and to a certain degree also
directly on the development in financial mar-
kets. The latter factor mainly comprises devel-
opments in mutual funds and in Unit-Linked
products in the insurance sector. The share of
such types of financial assets in total financial
assets of Slovak households still remains rela-
tively low. Therefore we do not expect that the
negative performance of mutual funds could
have a significant impact on the total financial
position of households.

The financial position of households did not de-
teriorate markedly during the whole of 2008.The
growth rate of real wages during the first three
quarters was positive. Real wages decreased
slightly in the last quarter of 2008 and this de-
crease occurred in almost all sectors.

No significant increase in unemployment was
registered at the end of 2008. Generally speak-
ing, selected macroeconomic indicators for the
household sector did not record a significant
deterioration for the year 2008 and the fall in
loans in the last quarter was caused by negative
expectations rather than by a real deterioration
of the households’ financial position.
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This is also supported by the household confi-
dence indicator. Negative information from the
corporate sector as well as prospects of future
economic development caused anotable de-
cline in the willingness to run into debt.

At the time of preparing this report, negative ac-
counts on the development of Slovak economy
were substantially outnumbering positive ones.
Due to uncertainty in macroeconomic predic-
tions it is relatively difficult to estimate the de-
velopment of certain basic indicators that have
an effect on the financial position of households
(unemployment, real income etc.). However, we
may assume that these indicators will develop
in a negative manner in 2009, affecting house-
holds’ ability to repay their liabilities to banks.

CREDIT RISK OF NON-FINANCIAL COMPANIES

Exposure of banks to non-financial companies
Slovak banking sector is characteristic for its rel-
atively close links to domestic economy where
more than 90% of banks'assets are invested. This
is one of the reasons why the banking sector has
not recorded significant losses in relation to in-
vestments in structured securities during the
current phase of the financial crisis.

A major part of loans within the framework of
domestic economy is provided to non-financial
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companies and the structure of these loans is
very similar to the structure of domestic econo-
my. For explanation we compared the structure
of the portfolio of loans to non-financial compa-
nies in the banking sector with the structure of
gross production in domestic economy. There

Chart 96 Comparison of the structure of the
portfolio of loans to non-financial compa-
nies with the structure of gross production,
broken down by sectors
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Source: Statistical Office of the Slovak Republic, Register of Bank
Loans and Guarantees.
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17 Indicators are calculated using
sample data of 8,000 companies

collected by the Statistical Office of

SR. Since the aim of this part of the
report is mainly to identify the rate
of credit risk to which banks are
exposed in relation to their existing
exposure against this segment
rather than to describe the state
and development of the corporate
sector as such, we only included
in our statistic calculations those
companies from the statistic sam-
ple that had at least one loan as at
31.12.2008 provided by domestic
banks.

18 Profitability was measured using

the ROA and ROE indicators, opera-
tional efficiency using the profit-to-

sales ratio, liquidity position using
the ratio of financial assets to total
assets and indebtedness using

the ratio of bank loans to capital.
Particular quarters are annualized
in the case of flow indicators.
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Chart 97 Structure of the portfolio of loans to

non-financial companies from the viewpoint
of their sensitivity to economic downturns

m Very sensitive - 56.2%
Less sensitive - 21.0%
B Insensitive - 22.9%

Source: Statistical Office of the Slovak Republic, Register of Bank
Loans and Guarantees.

are some differences in the structure that exist
mainly due to the financing of production by en-
terprises’ parent companies or by foreign banks
as well as government financing.

Banks' loan portfolios report a higher share
against financial intermediation. On the other
hand, a major part of these loans is provided by
leasing companies which participate mainly in
the financing of transportation and machinery
for the corporate sector.

Corporate bank loan portfolios report a relatively
high share of economic sectors that can be de-
fined as sensitive to economic downturns. Sec-
tors that are more sensitive to aslowdown in
economy comprised almost 60% of the corporate
bank loan portfolio at the end of 2008. Although
there are some differences between banks from
the particular sectors point of view, their struc-
ture does not differ significantly. Hence the cor-
porate bank loan portfolios widely follow the
structure of domestic economy.

Deterioration in the economic situation of non-
financial companies in the last quarter of 2008
The current financial crisis that has been af-
fecting financial markets since 2007 started to
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Chart 98 Gross industrial production in
selected sectors in 2008 (year-on-year
changes in percent)
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manifest in real economies of several countries
in 2008. Slovak economy experienced negative
trends relatively significantly in the last quarter
of 2008. A fall in foreign demand was particularly
negative, having immediately caused downturn
in gross industrial production in Slovakia’s small
and open economy.

Other important aggregated indicators, such as
sales of enterprises and economic profit, were
developing in a similar way. With the exception
of food industry, sales declined in almost all ma-
jor industrial production sectors in the last quar-
ter of the year. Economic result of industrial en-
terprises recorded a year-on-year fall already in
the third quarter of 2008.

Figures for individual enterprises' also confirm
the deterioration of financial indicators for the
sector of non-financial companies. The year-on-
year comparison of results for the last quarters of
2007 and 2008 talks a common language. Non-
financial companies became less profitable and
efficient, their liquidity decreased and indebted-
ness increased'®. The changes of the last quar-
ter of 2008 thus constitute an increased risk for
banks in respect of enterprises’ ability to repay
their liabilities.



Chart 99 Return on assets and operating

efficiency in the course of the entire year
2008 - year-on-year changes
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Source: Statistical Office of the Slovak Republic, NBS calculations.
Note: Data on the vertical axis are in percentage points and rep-
resent the difference between indicator values in corresponding
quarters of 2008 and 2007.

These statistics show that the year-on-year dete-
rioration in the corporate sector’s situation was
evident in each quarter of 2008. Such develop-
ment is also confirmed by negative trends in an
annual comparison of 2007 and 2008.

Assignificant deterioration in the profitability
and efficiency indicators was particularly evident
in the last quarter of 2008. In this case, the ma-
jor slump of lower quartiles to a double of their
(negative) value as at the end of 2007 is more im-
portant than the fall in the median. This may also
be understood as a notable increase in losses in
the group of enterprises that had already been in
red numbers in the respective quarter. Enterpris-
es falling into the category of sensitive industries
were hit the worst which, to a certain extent,
confirmed the inferential assumption that these
enterprises may be the most vulnerable to turns
in the economic cycle. In the same manner, in
line with the expectations, the relatively smallest
decline in indicators was observed in the group
of ,insensitive” enterprises.

Chart 100 Year-on-year comparison of
selected corporate sector indicators for
2007 and 2008
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2008, i.e. it decreased slightly in the entire sector
and in all sensitivity categories'.

Chart 101 Year-on-year comparison of

corporate sector ROA for the 4th quarter of
2007 and 2008
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19 The indicator was only calculated
for the year 2008 due to limited
availability of data, not allowing
for a year-on-year comparison.

On the other hand, the ratio of provisions to aver-
age daily sales (which is the same as inverse turn-
over ratio) developed positively in the course of

Source: Statistical Office of the Slovak Republic, NBS calculations.
Noet: The vertical axis shows the ratio of economic result to assets
of non-financial companies.

NBS
ANALYSIS OF THE SLovAak FINANCIAL SECTOR 89
2008



RISKS

20 Division into large enterprises,
small and medium enterprises and
mini-enterprises on the basis of
volume of annual sales.
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Chart 102 Year-on-year comparison of the

liquidity position of non-financial compa-
nies for the 4th quarter of 2007 and 2008
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Source: Statistical Office of the Slovak Republic, NBS calculations.
Note: The vertical axis shows the ratio of financial assets to total
assets of non-financial companies.

Liquidity position indicators recorded a decline
in the liquid assets of non-financial companies.
This trend was observed at the entire sector
level.

Bank loans granted to non-financial companies
increased in 2008, inducing an increase in their
indebtedness. The largest indebtedness at the
end of the year was reported in companies with
moderate sensitivity to an economic slowdown.

Even when considering particular size groups®
of enterprises, none of them avoided deterio-
ration in all indicators. With the exception of
indebtedness, the most pronounced year-on-
year decreases in medians for the fourth quar-
ter as well as an increase in spread (especially
in the negative distribution territory) were ob-
served in mini-enterprises. No significant differ-
ence was evident between small and medium
enterprise.

Quantification of corporate loan portfolio’s
sensitivity to an economic slowdown

Banks' exposure against non-financial compa-
nies increased significantly during recent years,
creating close links between the financial posi-
tion of enterprises — and thus also their ability to
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Chart 103 Year-on-year comparison of
indebtedness of non-financial companies
for the 4th quarter of 2007 and 2008

140
- -
120 A
100 4 - - -
-
80 4
-
-
60
m N
40
[ | [ |
u [ |
|
204 | ne
-
- -
- - -
-
T T T T T T

2007 2008 2007 2008 2007 2008 2007 | 2008
Total sector Intensive Less intensive Very intensive

B Lower quartile B Median W Upper quartile

Source: Statistical Office of the Slovak Republic, NBS calculations.
Note: The vertical axis shows the ratio of financial assets to total
assets of non-financial companies.

repay loans - and risk taken by banks. Financial
position of enterprises deteriorated in the last
quarter of 2008. In spite of negative trends, how-
ever, the sector continued to generate profit at
the end of 2008 and reported a sufficient liquid-
ity position. The sector was positively influenced
by the favourable period of previous years when
enterprises created agood financial position,
which is also substantiated by data on the vol-
umes of defaulted bank loans.

Credit quality of the corporate loan portfolio did
not undergo any important changes in 2008.
Although the volume of defaulted loans to this
segment at the entire sector level increased year-
on-year by nearly EUR 100 million (26%) to the
level of EUR 481 million as at 31 December 2008,
the entire growth virtually goes to the account
of one bank which, within the branch of legal
and accounting activities, reported a default in
derivative claims precisely in this amount in De-
cember. If we did not include data for this bankin
the sector as a whole, the year-on-year increase
would only constitute EUR 2.1 million which
would mean in respect of a higher growth in the
balance of loans to enterprises that loan default
rate decreased from 2.8% as of December 2007
to 2.5% as of the end of 2008. Without filtering



out the above bank, this rate came up to 3.2% as
at the end of the monitored period.

The largest volume of defaulted corporate loans
remained in the wholesale and retail sector
throughout the whole of 2008, followed by in-
dustrial production. A significant decrease in the
volume of defaulted loans was reported in both
these sectors on ayear-on-year basis although
in retail and wholesale this was so only due to
a larger relative increase in the total volume of
corporate loans compared to the volume of
defaulted loans, whereas in the industrial sec-
tor there was a year-on-year decline even in the
volume of defaulted loans itself. Expressed in
percent, the largest increase in defaulted loans
occurred in the sectors of transportation, storage
and telecommunications and real estates - lease
and trading activities, although a greater part of
the considerable leap in the latter category in
December 2008 was caused by the specific case
of one bank that we mentioned above.

With the exception of one bank (year-on-year
increase in defaulted loans to enterprises from
1.2% to 13%?"), there was no significant year-on-
year change in the loan default rate in any par-
ticular bank.

The above facts indicate that despite a worsened
situation enterprises can still avail of a certain

Chart 104 Volume and share of defaulted
corporate loans
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cushion they have created, which may help
them during a crisis. The prospects of economic
growth in 2009 are negative and, above all, un-
certain. The uncertainty does not apply only
to the extent of the economic downturn but
especially to its duration. If negative trends are
exacerbated and continue for a longer time, this
~cushion” created in favourable times could dis-
solve relatively quickly.

From the sector stability point of view, the vital
question is how the already provided loans will
Loehave’, especially under the conditions of an
economic downturn. Banks already responded
by tightening credit standards for new loans
to enterprises in the second half of 2008 (even
sooner in certain sectors). This means that the
conditions under which these loans were pro-
vided already take into account the expected
economic downturn.

Two stress scenarios of a possible development
of non-financial companies’ loan portfolio qual-
ity were created to assess banks’ sensitivity to
various economic development scenarios. Their
main aim is to compare the sensitivity of particu-
lar banks to negative developments in domestic
economy.

The impacts of scenarios on particular tested
banks depend on several factors, mainly on the

Chart 105 Volume of defaulted corporate
loans in selected sectors (EUR millions)
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21 The reason for this increase is

described above.
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22 For the purposes of this analysis,
capital adequacy ratio is the ratio
of a bank’s capital to the volume of
its risk-weighted assets.

23 Default rates in both scenarios as
well as other settings are further
described in Box 5.

24 Capital quality, especially the share
of Tier 1, is often mentioned in rela-
tion to the current financial crisis.
Domestic banking sector reports a
high share of Tier 1 capital.

NBS
92

IN THE

FINANCIAL SECTOR

share of sectors defined as sensitive to an eco-
nomic downturn. The scenario specifies different
default rates according to sectors’ sensitivity. The
value and type of collateral play an important
role here. Banks with lower collateral are exposed
to higher losses in the case of a deterioration of
the portfolio quality.

The actual scope of impact of the scenarios also
depends on the current level of capital adequacy
ratio?? in particular banks. Banks with a higher
capital are more prepared to cope with losses
even if these are high.

In our stress testing we expect deterioration in
the macroeconomic situation. The on-going de-
cline in foreign demand will continue to effect
a downfall in domestic production and sales of
enterprises. This will subsequently manifest in
a decrease in non-financial companies’ ability to
repay their bank loans and the volumes of de-
faulted loans in banks will rise. The evaluation of
the scenario’s impact is based on the extent of
afall in capital adequacy ratio caused by losses
due to defaulted loans.

We considered two versions of scenarios. In the
first, the so-called “moderate” scenario, we antici-
pate a fall in the economic growth or a moderate
recession. Defaulted loans will increase in vol-
ume but not significantly.

The second, “serious” scenario foresees a serious
recession. Defaulted loans in the riskiest sectors

will come up to as much as one third of their to-
tal volume.

Afall in the value of selected collaterals is fore-
seen in both scenarios®.

In the serious scenario, several banks would
be unable to keep their capital adequacy ratio
above the 8% threshold.

The amount of domestic banks’ disposable capi-
tal plays an important role during crises®. Since
this crisis is of a global nature, parent companies
of our banks are exposed to significant risks as
well. This fact coupled with the insufficiency of
market sources in increasing the capital in finan-
cial markets significantly limits parent banks’
ability to increase capital in their subsidiaries. On
the other hand, some countries have adopted
programmes allowing recapitalization of banks
by the government where necessary.

Profitmadefortheyear2008is one of the few sourc-
es that remain. Several banks recorded an increase
in profit compared to the previous year, which
means that this is a relatively significant source
of capital. For explanation we present the results
of both stress scenarios in case the banks’ capital
will be increased by income generated in 2008.

If we assumed that banks would retain their 2008
income then only one bank would fail to reach
the 8% capital adequacy ratio threshold in the
moderate scenario.

STRESS TESTING METHODOLOGY

The aim of credit risk stress testing is to assess
the sensitivity of banks to stress scenarios as
well as possible losses banks could face as
aresult of unfavourable development which
we may expect within a certain time horizon
and which would add to certain enterprises’
inability to repay their liabilities.

Although the test deals with the relation be-
tween deterioration in the macroeconomic
situation and the solvency of banks in its fun-
damental consideration, the real nature of the
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test is microeconomic. Input data base of the
test is a complete list of loans provided by
particular banks as at 31 December 2008 from
the Register of Credits and Guarantees (RBUZ).
Data on each loan in this database includes in-
formation on the business entity (in the form
of Company ID and type of economic activity
as classified in the international classification
system NACE) to which the loan was provided,
the name of providing bank, current balance,
the value and form of guarantee and the loan’s
credit quality. The sequence of simulations



Box 5 - continuation

comprising the core of the entire stress testing
is then generated on the basis of these data
and some other input parameters. One simu-
lation is a cornerstone in the testing repre-
senting one possible future state of economy.
Each simulation is a sequence of the following
steps.

Each simulation starts with a random decision
made on the basis of probability of default in
a given company whether or not this company
will be struggling for existence in the course
of the following year with default as a conse-
quence. Probability of default is a key input pa-
rameter and is determined on the basis of an
expert estimation as the function of a chosen
scenario (moderate, serious) and the sensitivity
of the branch where the respective unit carries
out its business activities to a negative turn in
the economic cycle (insensitive, less sensitive
and sensitive). The degree of sensitivity of par-
ticular branches according to NACE was again
determined by an estimation (consulted with
the Monetary Policy Department). In this way
we can generate a set of enterprises assumed
to be unable to fully repay their liabilities re-
lated to their loans. Examples of classification
of sectors by their sensitivity are given at the
end of Box 6.

Average default rates as at the end of 2008
ranged between 1% for insensitive, 2-3% for
less sensitive and 3% for sensitive sectors.

To make the situation more realistic, some of
the most important companies reasonably as-
sumable to have a strong enough position to
enable them to avoid problems with repay-
ments were excluded from the complete list of
enterprises with a credit relationship recorded
in the Register. This comprises especially large
state-owned firms and subsidiaries of multi-

Default rate for stress scenarios

national corporations (e.g. Narodna dialni¢na
spoloc¢nost (the National Highway Company),
7SR, KIA etc.). Loan default rate in these com-
panies was 0% regardless of the seriousness of
scenario and branch.

The analysis also assumes afall in collateral
value in respect of the selected scenario. Based
on an expert estimate, collaterals are classified
into those where we expect a fall in collateral
value by 30% in the moderate scenario and
by 50% in the serious scenario (e.g. loan se-
cured by a real estate, own blank bills etc.) and
scenarios where we do not expect any fall in
collateral value (mainly guarantees provided
by third parties). Further calculation presup-
poses that all loans provided to hypothetically
defaulted companies will be transferred to the
“defaulted” credit category. According to the
assumption, banks will then create provisions
for such loans amounting to 45% of unsecured
credit balance. The 45% actually represent the
LGD parameter which means that the bank
will be able to satisfy a claim in the amount of
(100-45) % of unsecured balance from a subse-
quent liquidation.

Along with provisions for loans to “freshly” de-
faulted companies, an additional creation of
provisions is foreseen also in the loans classi-
fied by banks as having lesser value as of 31
December 2008 or as defaulted. Here we are
assuming that until then loans of lesser value
had depreciated by 20% and defaulted loans
by 100%. Thus additional creation of provisions
in defaulted loans is only related to a possible
decreased collateral value.

Therefore every simulation ends with a cal-
culation of the volume of provisions for each
bank that this bank would have to include in
its costs due to deteriorated macroeconomic

Moderate scenario

‘ Serious scenario

Sensitive sectors
Less sensitive sectors

Insensitive sectors

12% 30%
7% 15%
2% 5%
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25 VaR (value-at-risk indicates loss
that should not be exceeded, with
99% probability. At the same time
it is assumed that the distribution
of future changes in market factors
(exchange rates in this case) can be
simulated by distributing changes
that occurred during the previous
year (250 working days), and that
portfolio remains invariable over
10 days. Overnight losses were the
only ones to be used in the VaR
calculation and the value obtained
was subsequently multiplied by v/10.
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Box 5 - continuation

conditions in its corporate loan portfolio. The
number of executed simulations was 5 thou-
sand in both the moderate and the serious
scenario. Conclusions were then made using
this statistic sample (e.g. in the form of a me-
dian impact on the bank’s capital) in respect of
the economic crisis’impact on the position of
particular banks in the sector.

Sensitive sectors — Real estate activities, Pro-
duction of motor vehicles, Construction of
buildings, Production and processing of met-
als, Production of metal constructions, Produc-
tion of other non-metal mineral products etc.

Analysis of credit risk sensitivity in the
interbank claims portfolio

The analysis of credit risk sensitivity of interbank
deposits and loans is actually an analysis of con-
tagion risk on the domestic interbank market. In
this sense, contagion risk denotes risk where the
bankruptcy of one domestic bank encourages
deterioration in the situation or even bankruptcy
of other banks due to links between banks in the
form of deposit and credit transactions on the in-
terbank market. Chart 106 shows the numbers of
banks where capital requirement could exceed
their own capital in the case of a bankruptcy in
one or two banks. According to the data for the
end of the particular months, this number varied
from 1 to 3 in case of one bank’s bankruptcy dur-
ing 2008.

FOREIGN EXCHANGE RISK

Direct exposure of banks to foreign exchange
risk was negligible as at 31 December 2008.
Due to the adoption of euro as of 1 January
2009 and the associated significant decrease
in the volatility of the SKK/EUR exchange rate,
banks were only exposed to changes in the ex-
change rates of other foreign currencies. How-
ever, the open position in these currencies in
banks’ balance sheets amounted to mere 0.6%
of the balance sheet total and was fully secured
by currency derivatives. Balance sheet foreign
exchange position in other foreign currencies
was gradually decreasing during the second
half of the year.

ANALYSIS OF THE SLovAaK FINANCIAL SECTOR

Less sensitive sectors — Wholesale, Retail, Land
and pipe transport, Accommodation, Produc-
tion of paper and paper products, Publishing
activities etc.

Insensitive sectors — General government and
armed forces, Electricity and gas supply, Food
production, Office administrative, Office sup-
port and other business support activities,
Telecommunications, Healthcare, Water col-
lection, treatment and supply, etc.

Chart 106 Effect of contagion risk stress

testing on the domestic interbank market
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Note: Left-hand vertical axis: number of banks where capital
requirement would exceed the volume of their capital in case of
bankruptcy of one or two banks. Right-hand vertical axis: volume
of deposits and loans between domestic banks in EUR billion
(state as at the end of the month).

Above the chart is shown the share of assets of banks where capi-
tal requirement would exceed the volume of capital in total bank-
ing sector assets in case of bankruptcy of one bank.

Low sensitivity of banks to foreign exchange risk
is also confirmed by VaR values® shown in Chart
108. In most banks the value of VaR did not ex-
ceed 2% of their capital as at the end of neither
month of 2008.



Chart 107 Structure of assets and liabilities
in foreign currencies other than euro as at

31 December 2008 (EUR billions)

Chart 108 Development of a 10-day VaR
(99 %) in individual bank groups (EUR
millions)
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Banking sector was not exposed to indirect for-
eign exchange risk. No more 2.1% of loans to
enterprises and 0.2% of loans to retail are de-
nominated in foreign currencies other than euro.
Hence Slovakia is not threatened by an increase
in loan instalments and an associated increase in
loan default rate in the case of a weakening of
domestic currency, as is the case of other Cen-
tral and Eastern European countries. We do not
possess more detailed data on open foreign
exchange position of particular enterprises that
would be needed for an estimation of foreign ex-
change risk to which enterprises themselves are
exposed. However, development of the sum of
absolute values of positions in particular foreign
currencies (other than euro) from currency deriv-
atives concluded by domestic enterprises with
banks does not indicate a negative development
of this risk. This sum was ranging between EUR
0.4 and 0.8 billion during 2007 and 2008.%

INTEREST RATE RISK

In the short-term horizon (i.e. in afew weeks
horizon), the profitability of most banks should
not be significantly affected by fluctuating inter-
est rates. The reason is that just a small portion
of assets and liabilities (about 10%) is revaluated
to fair value through profit or loss. An increase in
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rates would have a negative impact as a part of
these assets consists of bonds with a longer du-
ration whereas liabilities are mainly comprised of
short-term deposits. If rates increased by 1 p.p.,
net loss of banks from the revaluation of finan-
cial instruments in the trading book except de-
rivatives would comprise 0.06% of assets. How-
ever, some banks use interest rate derivatives
to hedge against interest rate risk in the trading
book.When taking them into account, loss would
decrease to 0.05% of assets which represents 7%
of profit created in 2008.

From a longer-term point of view it is more im-
portant to observe the impact on the economic
value of bank balance sheets (i.e. all assets and
liabilities), which would also be negatively affect-
ed by an increase in interest rates. With a parallel
increase in interest rates by 1 p.p., the economic
value of banks’ balance sheets including interest
rate derivatives would decrease by 0.7%, mean-
ing that the risk of a change in economic value
caused by interest rates changes is relatively
high. The reason is that banks were using inter-
est rate derivatives for hedging against interest
rate risk in the trading book but not for securing
positions in the banking book that are relatively
significant.
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26 The aim of these data is to capture
the situation in the corporate sector
that is relevant for most enterprises,
for which reason they exclude posi-
tions concluded by some customers
with one bank that reached very
high values in the second half of
2008.
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Chart 109 Distribution of the ratio of
a decrease in economic asset value and

liabilities with a parallel increase in interest
rates by 1 p.p. to balance sheet total

The precentage above each bar represents the assets
of the banks in that bar as a share of total assets in the sector
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According to law?, economic value of the bank-
ing book given a parallel increase in interest
rates by 2 p.p. must not fall below 20% of own
funds in any bank. This provision was fulfilled for
the banking sector as a whole as at 3 December
2008 (the estimated decrease was at the level of
20% of own funds) but several individual banks
failed to meet this requirement (Chart 17).

The following section is dedicated to the test-
ing of banking sector’s sensitivity to a possible
decrease in the ECB base rate and an increase in
credit spreads.

In our analysis of the interest rate risk stress test-
ing we compared test results of the basic sce-
nario and two stress scenarios. Their detailed
description is mentioned in Box 6. The presented
values are differences of outputs from stress sce-
narios against the basic scenario.

The impact of particular scenarios was calculated
for interest rate-sensitive bank portfolios, i.e. for

SCENARIOS OF DEVELOPMENT OF INTEREST RATES
FOR INTEREST RATE RISK SENSITIVITY TESTING

When testing interest rate sensitivity we pro-
ceeded from the assumption that the develop-
ment of interbank interest rates follows that of
ECB base rate. This development would subse-
quently reflect itself in customer rates as well.
Since the Slovak Republic became a member
of the European Monetary Union, in our tests
we used interest rates on the European inter-
bank market.

Three scenarios were created for the testing
of interest rate sensitivity in the financial sec-
tor. The first, basic scenario used yield curves of
euro interbank rates where it was assumed that
CDS spreads measured using the iTraxx system
would not change in the course of the year.
This scenario presupposes a decrease in the
ECB base rate by 50 p.p. in January 2009 and

in January 2009, whereas CDS spreads meas-
ured using iTraxx would remain unchanged
throughout the year.

Along with this decrease in the ECB base rate
by 100 p.p. against the basic scenario, Scenario
2 also assumed further increase in uncertainty
on financial markets which was modelled us-
ing an increase in CDS spreads to twice their
value compared to their status as at the end
of 2008.

Interbank market rates would only move slight-
ly in 2009 in the basic scenario. Their value
would decrease during the first three months
in response to the fall in the ECB base rate in
January and February followed by a modest in-
crease in the subsequent period resulting from

27 Article 33f of the Act No. 483/2001
on banks and on amendments
to certain acts, as amended, and
Article 5 (1) of the Decree of NBS
No. 12/2004 on risks and the risk
management system, as amended
by the Decree of NBS No. 15/2006.
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a decrease by 25 p.p. in May and September. a higher stabilised value of CDS spreads than
in past periods. Decrease in the ECB base rate
Scenario 1 assumed that ECB base rate would in May and September would have just a mild

decrease by 100 p.p. against basic scenario effect. Volatility would be higher in rates with
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Chart 110 Stress scenarios for the interest
rate risk analysis (%)

45
4.0
3.5
3.0 1
2.5
2.0 4
154
1.04
0.5
0.0 T T
2007 2008 2009
=== ECB base rate - baseline scenario
ECB base rate - scenario 1
== ECB base rate - scenario 2
«== iTraxx EU senior financial 5Y - baseline scenario
== iTraxx EU senior financial 5Y - scenario 1
== iTraxx EU senior financial 5Y - scenario 2
Source: NBS.

Chart 112 Interest rates on the interbank
market - maturities of over 1 year (%)
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shorter maturities than in those with longer
maturities.

Development of interest rates in scenario 1
would be similar to that in the basic scenario,

Chart 111 Interest rates on the interbank
market - maturities of up to 1 year (%)

4.0

3.5 1

3.0 1

25

2.0 1

Dec. Jan. Feb. Mar.' Apr.'May "June' July ' Aug,' Sep.' Okt. Nov. Dec.
2008 2009

== 1]-month interest rate - baseline scenario
1-month interest rate — scenario 1

== 1]-month interest rate - scenario 2

=== 6-month interest rate — baseline scenario

== 6-month interest rate — scenario 1

== 6-month interest rate - scenario 2

Source: NBS.

Chart 113 Customer interest rates (%)
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with a greater decline in interbank rates in re-
sponse to a higher decrease in the base rate.
A considerable fall during the first three or four
months would be followed by correction and
rates would increase thanks to the continuing

NBS
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Box 6 - continuation

high values of CDS spreads. Even in this case,
the development of rates with shorter maturi-
ties would be more volatile than that of rates
with longer maturities.

Rates in Scenario 2 would develop identically
to those in Scenario 1, differing only in their
levels. Rates in Scenario 2 would be higher
than those in Scenario 1 due to increased
spreads but would still fall short of the basic
scenario level. This result indicates that, on the
basis of estimated models, the decrease in ECB
base rate in Scenario 1 has a stronger influence
on interbank rates than an increase in spreads
in Scenario 2. However, it should be noted that
as the spreads we used are at their historically
highest levels at the moment, models estimat-
ed on the basis of the past development of the

the deposit and loan portfolio, securities portfo-
lio and interest rate derivatives portfolio. Interest
income (loss) from the deposit and loan portfolio
enters into net interest income. Securities port-
folio comprises portfolio revalued to fair value
through profit or loss held for trading (HFT) and
other securities revalued to fair value (FV), port-
folio available for sale (AFS) and portfolio of se-
curities held to maturity (HTM). FV and HFT port-
folios are revaluated through profit or loss, AFS
portfolio against equity and HTM portfolio is not
revaluated at all. Interest rate derivatives portfo-
lio can be divided into the trading and banking
book on the basis of available reports but such
adivision does not precisely correspond with
the division of securities portfolio, for which rea-
son we used the assumption that interest rate
derivatives are not used to secure securities that
are not reported in fair value.

On the basis of this fact we used two approaches
in our stress testing. In the first approach we cal-
culated profit or loss from the deposit and loan
portfolio, from the revaluation of securities in FV,
HFT and AFS portfolios, interest income profit
and profit or loss from revaluation of interest rate
derivatives in the trading and banking books in
the case of a change in the ECB base rate from
the basic scenario.

ANALYsIS OF THE SLoVAK FINANCIAL SECTOR
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respective rates may not provide consistent
estimates where market changes are as great
as those that we used in the above tests.

Interest rates for deposits and loans to enter-
prises and households would develop simi-
larly to interbank rates. However, interbank
changes in customer rates were less signifi-
cant. Corporate deposits are the area where
the development of rates would reflect that of
interbank rates most closely. Changes would
be less reflected in the case of deposits of pop-
ulation and corporate loans. Interest rates for
loans to the population did not report a signif-
icant relationship with ECB rates or interbank
rates, for which reason they were modelled as
autoregressive processes.

In Scenario 1, profit from revaluation of securities
would exceed decline in interest income. Profit
would accumulate until the middle of the sec-
ond quarter of 2009, decreasing slightly in the
subsequent period but remaining positive until
the end of the monitored period from the entire
sector point of view.

Changes reported in the value of interest rate de-
rivatives would be different to those in the secu-
rities portfolio which reflects the fact that these
instruments are used to hedge securities portfo-
lios against unexpected changesin interest rates.
Loss from this portfolio would accumulate until
the middle of the second quarter of 2009 like in
the case of securities portfolio and no significant
losses would occur after this period. We may say
on the basis of the calculations that the sector as
a whole did not fully hedge its securities portfo-
lio against unexpected changes in interest rates.
This result reflects the development of off-bal-
ance sheet items where the reported nominal
value of interest rate derivatives fell at the end
of 2008, volumes of swaps and forwards having
fallen the most. This attitude of banks probably
reflects their expectations of further decreases in
the ECB base rate.

Profits or losses from the deposit and credit
portfolio would be lower in comparison with



Chart 114 Stress scenario results - first

approach, Scenario 1 (EUR thousands)
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the portfolio of securities and interest rate de-
rivatives. Since historical data indicate that rates
respond to loans faster in case of a change in the
base rate than in deposit rates, a decrease in the
base rate at the beginning of the period would
bring about a moderate loss for the sector. This
loss would gradually decrease and in the second
half of 2009 the output from this portfolio would
come close to zero.

Chart 116 Stress scenario results - second

approach, Scenario 1 (EUR thousands)

350

300 4
250 1
200 4
150 4

T~
100 \

50 1

O-W

-50

Jan. Feb. Mar. Apr. May June July Aug. Sep. Oct. Nov. Dec.

=== Deposits, loans
== Securities

=== Derivatives
Total impact

Source: NBS, own calculations.

Chart 115 Stress scenario results - first
approach, Scenario 2 (EUR thousands)
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Results for particular banks are comparable with
results for the sector as a whole. With the excep-
tion of some banks where the development of
derivatives will moderate or exceed profit/loss
from the securities portfolio, profit from revalu-
ation of securities would not be compensated
by profit/loss from the derivatives portfolio. In
some cases, however, it should be noted that
this profit comes predominantly from the AFS

Chart 117 Stress scenario results - second
approach, Scenario 2 (EUR thousands)
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Chart 118 Median values of liquidity ratios
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Note: The chart does not include branches of foreign banks with
market share below 1% of total assets in the sector.

portfolio that is not revaluated through profit
or loss.

Development in Scenario 2 would be similar to
that in Scenario 1 with the exception of greater
fluctuations in securities and derivatives port-
folios in the first and second quarter and milder
changes in the deposit and credit portfolio.
Total profit at the end of the monitored period
would be comparable with profit in the case of
Scenario 1.

Calculations in the second approach also in-
cluded securities in the HTM portfolio. In this ap-
proach we used the assumption that banks can,
where appropriate, sell even securities held in
HTM. Hence in this case we considered revalua-
tion of these instruments as well.

Since a large portion of securities is held in this
portfolio, the profit from their revaluation would
significantly exceed loss from the revaluation of
derivatives. In this case the banking sector would
record greater profit than in the first approach,
both in Scenario 1 and 2. Development in the
portfolio of derivatives, deposits and loans re-
mained unchanged in comparison with the first
approach.
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LiquipiTy Risk

Liquidity analysis aims to assess banking sector
liquidity from both long and short-term point of
view. From the short-term point of view it is im-
portant to know whether banks have a sufficient
amount of quick liquid assets in respect of the
volume of liabilities with short residual maturity.
In the long run we analyse whether banks’ credit
activities are financed predominantly using
funds from customers or whether they are linked
to funds from the interbank market.

Liquidity risk from the short-term point

of view

Three liquidity ratios were monitored in this part
of the analysis (quick liquidity ratio and ratio of
liquidity within 7 days and within 3 months).

The given values represent the ratio of liquid as-
sets (corresponding to the respective time inter-
val) to liabilities with a given residual maturity.
The median of seven-day liquidity ratio remained
at a satisfactory level of 90% during the second
half of 2008 while the median of 3-month liquid-
ity ratio oscillated between 67% and 78%. A low-
er value of this ratio in some banks means that

Chart 119 Comparison of the liquidity cush-
ion and the open position from transactions
with customers (up to 3 months) (%)

Source: NBS.

Note: The chart does not cover branches of foreign banks with
amarket share of less than 1% of the sector’s total assets. The hori-
zontal axis gives the share of open position from transactions with
clients (up to 3 months) in total assets. The vertical axis shows the
share of liquid assets in total assets.



Chart 120 Impact of a scenario where

customer deposits drop by 20% on the
seven-day liquidity ratio
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in order to preserve their good liquidity position
they have to maintain a stable core of deposits.

From the short-term liquidity point of view,
a slight increase in liquidity cushion was ob-
served in the banking sector as a whole in the
second half of 2008. In some banks, however, the
situation got worse.

Most banks are able to maintain a good liquidity
position only if part of deposits remains in the
bank after their maturity. The importance of this
condition varies across particular banks never-
theless, which we can see in the chart compar-
ing the shares of liquid assets and open positions
from customer transactions of balance sheet to-
tal (Chart 119).

In our analysis of liquidity risk sensitivity we fo-
cused on a stress scenario where the volume of
customer deposits fell by 20%. The median value
of seven-day liquidity ratio would drop from 97%
to 79% if this scenario was actualized, whereas
the median value of three-month liquidity ratio
would drop from 76% to 69%.

A new liquid asset ratio?® (ratio of the sum of
liquid assets to the sum of volatile liabilities) for
monitoring one-month liquidity of banks was in-
troduced as of 15 November 2008. The value of

Chart 121 Distribution of liquidity ratio in

the sector as at 31 December 2008
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this indicator must not fall below 1. Volatile lia-
bilities are comprised mainly of a set percentage
of deposits depending on counterparty type and

Chart 122 Comparison of the ratio of loans
to total assets with the ratio of deposits and
issued securities to total assets (%)

10 20 30 40 50 60 70 80 90 100

Source: NBS.

Note: The chart does not include branches of foreign banks with
amarket share of less than 1% of the sector’s total assets. The
horizontal axis gives loans to customers as a percentage of total
assets. The vertical axis gives deposits received from customers
and issued securities as a percentage of total assets.
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28 Decree of Ndrodnd banka
Slovenska of 28 October 2008 No.
18/2008 on the liquidity of banks
and of branches of foreign banks
and on procedures pertaining to
liquidity risk management of banks
and branches of foreign banks and
on the amendment to the Decree
of Ndrodnd banka Slovenska
No. 11/2007 on the submission
of statements, reports and other
disclosures by banks, branches of
foreign banks, investment firms,
and branches of foreign investment
firms for supervision and statistical
purposes.
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29 The analysis takes into account the
risk of all assets where risk is borne
by the insurance company, includ-
ing assets not covering technical
provisions or the guarantee fund.
However, the analysis does not
consider risk to which are exposed
assets invested on behalf of the in-
sured or technical provisions ceded
to reinsurers since the insurance
company does not bear risk from
these assets.
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maturity. In order to cover these liabilities banks
have to hold a sufficient amount of liquid assets,
cash in particular, suitable securities and assets
payable within one month. This means that
banks should be able to cover a relatively con-
siderable outflow of customer deposits by liquid
assets. The distribution of liquidity ratio values in
the banking sector as at 31 December 2008 are
shown in Chart 121. One bank was not in compli-
ance with this limit as at the above date.

Liquidity risk from the long-term point of view
Credit activities in most banks are financed by
customer deposits or by issues of longer-term
securities and not by short-term funds from the
interbank market (Chart 122). The ratio of loans
to deposits and issued securities fell from 74% to
71% compared to the previous year.

6.2 INSURANCE COMPANIES

Insurance risks are the most significant type of
risk to which insurance companies are exposed.
Along with it insurance companies are also ex-
posed to market risks that can cause unexpected
decreases in the value of assets covering techni-
cal provisions. As we cannot avail of data suffi-
cient for a detailed analysis of insurance compa-
nies’ exposure to insurance risks, in this analysis
we shall deal with the impact of market risks
only.?

Market risk that could have a direct impact on
reported economic result is almost negligible in
most insurance companies. Foreign exchange
positions are nearly closed in most insurance
companies and their size does not exceed 2%
of assets. Total position is long and two thirds

of it consist of an open position in US dollar. The
proportion of investments to shares and units
revaluated to fair value through profit or loss
comprises mere 0.8% of assets. The proportion
of investments to debt securities revaluated to
fair value through profit or loss comprises 3.1%
of assets. Losses due to market risks in most in-
surance companies should not exceed 0.6% of
assets within 10 days, with a99% probability
(VaR).

It should be noted, however, that asset value
in several insurance companies is exposed to
changes in interest rates as debt securities com-
prise alarge part of insurance companies’ as-
sets and, in some of them, these securities have
a relatively high duration. With a parallel growth
in interest rates by 1 p.p. the asset value in the
insurance sector would decrease by 4% but this
loss would not fully manifest in reported eco-
nomic result or in capital changes.

A greater part of the loss would express itself
gradually in the form of a change in interest in-
come. If we only consider assets revaluated to
fair value through profit or loss or through eg-
uity, loss would account for 0.6% of assets.

6.3 FUNDS OF PENSION MANAGEMENT
COMPANIES

Conservative funds portfolios of pension man-
agement companies do not have (except one)
any open currency positions and contain neither
shares nor units. This prevents them from being
exposed to foreign exchange risk or equity risk.
Proportion of bonds in conservative funds assets
varies between 45% — 72%. Average weighted

Table 8 Exposure of insurance companies’ assets to market risks

Minimum Median Maximum Total sector
1 Foreign Exchange Risk 0.0 0.5 28 0.1
2 Interest Rate Risk 0.0 0.0 0.6 0.1
3 Total risk 0.0 0.6 28 0.2
4 ISr;tceJ:eiiitel;ate risk to the portfolio of debt 04 23 38 36

Source: NBS, REUTERS, BLOOMBERG.

Note: Values in the table give VaR (at the significance level of 99 % assuming a 10-day possession of unchanged portfolio) in asset value (lines
1to 3), or in the portfolio of debt securities (line 4). Calculation did not include assets invested on behalf of the insured or assets correspond-
ing to reinsurers’ share of technical provisions since the risk from these assets is not borne by the insurance company. In the case of interest
risk we only considered financial instruments whose revaluation would have a direct impact on economic result.
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Chart 123 Average durations of pension
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duration of portfolios increased slightly since
June 2008 (values ranging between 0.5 - 1.02).
The sensitivity of the value of portfolios to inter-
est rate changes is higher, which implies a higher
interest rate risk compared to the previous pe-
riod.

VaR of conservative funds of most PMC’s oscil-
lates within a band of £ 0.7 p.p. from the me-
dian value (1.47% as at 31 December 2008).
VaR in one pension management company
considerably differs from all others. Pension
unit value should not fall more than by 0.5%
in total (0.19% when excluding PMC with
maximum VaR value) within 10 days, with 95%
probability.

Downward trend in the proportion of shares and
units to net asset value predominates in bal-
anced and growth funds (Chart 124). In spite of
that there were some notable leaps in the VaR
due to stock market turbulences and an associ-
ated increase in the volatility of their returns. The
most significant increase in this risk indicator oc-
curred in the first half of October.

Foreign exchange risk is relatively low as the
funds’ foreign exchange positions are mostly

Chart 124 Distribution of the percentage
proportion of shares and units to NAV (%)
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Note: The horizontal axis shows percentage proportion of shares
and units to NAV. The vertical axis shows the number of growth or
balanced pension funds belonging to a given category.

closed. Positions in euro had the largest share of
open positions but these pose no risk when con-
sidering the adoption of euro in January 2009.
Apart from that, pension funds are additionally
exposed to risk associated with changes in the
exchange rates of US dollar and Polish zloty. Pro-
portion of the bond component to total assets of
balanced and growth funds varied between 42%
- 71% in the second half of 2008.

6.4 FUNDS OF SUPPLEMENTARY PENSION
COMPANIES

As the funds of pension management compa-
nies, so the funds of supplementary pension
companies are exposed mainly to market risks.
The SPC funds sector is highly concentrated - as
much as 96% of assets are invested in four funds.
Market risk in these funds is relatively low ow-
ing to the conservative structure of these funds’
investments. VaR at a 99% probability level and
a time horizon of 10 days does not exceed 1.3%
of assets in any of these funds.

Portfolios of certain other contribution funds
investing more in shares and units are much
riskier.
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Table 9 Risk exposure of contribution funds of supplementary pension companies

Lower quartile Median Upper quartile Asset-weighted
average

Equity risk 0.0 0.1 9.5 04
Interest Rate Risk 0.0 0.6 39 0.6
Foreign Exchange Risk 0.0 0.0 1.9 0.1

Total risk 0.0 12 83 0.9
Equity risk to portfolio of 10.1 183 212 176
shares

Interest rat.e.rlsk to portfolio of 0.4 12 46 10

debt securities

Source: NBS, REUTERS, BLOOMBERG, own calculations.

Values in the table give VaR (on the significance level of 99 % assuming a 10-day possession of an unchanged portfolio) to NAV (lines 1 to 4),

orto portfolio of shares (line 5) or debt securities (line 6).

Although market risk to which SPC funds are
exposed increased in the course of the second
half of 2008, this increase was caused by growing
volatility on financial markets. However, foreign
exchange position (excluding positions in euro)
increased just moderately (from 1.0% to 1.1% of
assets) and the proportion of shares and units
to net asset value even decreased (from 3.2% to
2.4%).

Payment funds keep almost all their assets in
current accounts or time accounts.

Along with market risks, SPC funds are also ex-
posed to credit risk. Credit risk of debt securities
in the portfolios of these funds was assessed us-
ing a simple sensitivity test. Each security was
allotted a probability of default on the basis of
its external rating. Loss in neither fund exceed-
ed 0.3% (0.5%) of net asset value when consid-
ering a double or triple increase in this default
rate.

6.5 COLLECTIVE INVESTMENT

The development of riskiness of investments in
mutual funds was largely affected by a consid-
erable increase in volatility, on stock markets
in particular. On the other hand, approximately
two thirds of the total volume of assets in collec-
tive investment funds were still invested in funds
with aVaR of less than 1% of net asset value
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(with @ 99% probability level and a 10-day time
horizon). This concerned mainly money market
funds but also various bond funds and other
funds. Risk was low also in some equity funds
that sold off all shares from their portfolios dur-
ing the crisis. On the other hand, risk of loss sig-
nificantly increased in funds that continued to
keep a considerable proportion of shares or did
not close their new foreign exchange positions.
VaR was at the level of 10% to 40% of NAV in
several funds and it nearly tripled in these funds
during the second year of 2008. The proportion
of assets invested in shares and units to total as-
sets invested in collective investment funds dur-
ing the second half of the year fell slightly from
15.1% to 13.7%. Credit risk remained insignifi-
cant due to a very short duration of funds' port-
folios (including bond portfolios).

Money market funds and bond funds were ex-
posed to interest rate risk as well but rather
from along-term point of view. They recorded
adecline in interest income after another de-
crease in the ECB base rate. This loss, however,
would be insignificant compared to risks in other
funds, not exceeding 1% of NAV given a decline
in the ECB rate by 1.1 p.p. Moreover these funds
are also exposed to credit risk, particularly in the
case of debt securities. Bond funds are affected
the most. If the probabilities of default assigned
to particular rating grades doubled or tripled,
loss would constitute 0.2% (0.5%) of net asset
value.



Table 10 Exposure of mutual funds to risks (%)

VaR VaR VaR VaR VaR VaR Share of fund
0% - 1% 1% - 3% 3% - 6% 6% - 8% 8%-15% | 15% -40% type in total
NAV NAV NAV NAV NAV NAV assets
Equity 32 26 42 3
Bond 24 58 18 12
Money 100 49
Funds of
funds 3 8 59 26 1 3 9
Mixed 10 44 19 16 3 8 9
Closed 39 61 1
Special 48 39 11 2 4
Other 94 6 13
Total
Dec 2008 68 12 11 4 2 3 -
Total
June 2008 69 25 6 -
Total
Dec 2007 64 21 10 1 4 -

Source: NBS, REUTERS, BLOOMBERG, own calculations.

Note: Shares of mutual funds NAV with a corresponding VaR to total NAV in a given group of funds.
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7 MaAcRro STREss TESTING

In this part we are concerned with stress test-
ing of individual parts of the financial sector in
two scenarios of crisis in case of its negative de-
velopment. Although these scenarios - the sec-
ond, extreme, scenario in particular — assume
that the situation will deteriorate much more
than is foreseen in current predictions, they
need to be taken into account in risk assess-
ment. Both scenarios are based on a slowdown
in economic growth, an increase in corporate
and household default rates, further decrease
in interest rates, fall in asset prices and weak-
ening of other currencies against euro. Loss
estimates indicate that several banks will not
be able to meet capital requirements without
increasing their capital. Corporate credit risk
would cause the greatest losses in banks. Sol-
vency would decrease especially in banks with
lower coverage of capital requirement and
higher exposure against sectors that are more
sensitive to deterioration in economic situation
abroad. If we take into account the possibility
that capital will be increased using profit made
in 2008, one bank is particularly vulnerable to
the scenarios’ impact. This bank may also face
liquidity problems since it reported the lowest
liquidity ratio as at 31 December 2008, below
the statutory threshold.

Pension funds and mutual funds would be affect-
ed particularly by a fall in stock markets, further
retarding their performance. Due to a relatively
high share of money market mutual funds and
bond funds of total mutual funds assets, approxi-
mately two thirds of investments in mutual funds
would not record loss exceeding 5% of assets.

7.1 DESCRIPTION OF USED STRESS
SCENARIOS

In the context of the current economic crisis it is
difficult to evaluate its possible impact on Slovak
economy. Therefore in this part we are trying to
assess the possible impact on the Slovak finan-
cial sector of two scenarios that can occur if the
situation develops negatively. Less favourable
scenarios of development in case of shocks were
also simulated due to deterioration in macroeco-
nomic forecasts. The first scenario assumes that
the crisis will have a milder impact with a rela-
tively quick recuperation while the second ver-
sion would have a relatively extreme and long-
term influence on domestic economy.

Both scenarios were compiled using NBS forecast
for the year 2009. This forecast states that infla-

CHAPTER 7

Table 11 Stress scenario setting (%)

Moderate version Extreme version
GDP growth -43 -17.8
Inflation 0.1 -47
Unemployment rate 16.6 21
ECB rate 0.5 0.5
Fall in stock markets 40 70
Strengthening of euro against other currencies 10 resp. 20 20 resp. 40
Defaulted loans - households 5.3 6.2
Insensitive sectors 2 5
rCac:;porate loan default Less sensitive sectors 7 15
Sensitive sectors 15 30
Default rate of debt securities in particular rating grades Double increase Triple increase

Source: NBS, own calculations.

Note: Values represent a simulated status of indicators as at December 2009. Scenarios assume a gradual deterioration in the current values

of indicators in the course of the year.

NBS
ANALYSIS OF THE SLovAak FINANCIAL SECTOR
2008

109



110

MACRO STRESS TESTING

tion rate will have fallen to 2.4%, GDP growth to
2.1% and unemployment increased to 10.5% as
at the end of 2009. Thus both scenarios assume
a decline in economic growth leading to afall
in the inflation rate to the extent where, in the
extreme version, it will change into a relatively
significant deflation (inflation influenced by de-
mand). Both scenarios also assume that the ECB
will respond to this situation by a gradual de-
crease in its base interest rate to as little as 0.5%.

Credit spread value (modelled by the iTraxx Eu-
rope Senior Financial 5Y index) will double com-
pared to December 2008. There will be a con-
siderable fall in economic sentiment, a decline
in investments and growth in unemployment.
Loan market will be hit by asevere decline in
both corporate and household demand for new
loans as well as by stricter credit standards. De-
faulted loans in the retail sector will increase in
volume. Default rates will increase in the corpo-

rate sector depending on particular branches’

sensitivity to the economic cycle. Asset value
will fall considerably on the real estate market as
well as on the stock market. Lower real property
prices will effect a decrease in demand for new
loans due to expectations of afurther decline,
as well as a decrease in the value of guarantees
for existing loans. Despite the decreased inter-

est rates in stress scenarios we assume that euro
will strengthen against other currencies. In both
scenarios, owing to higher volatility, euro will
strengthen vis-a-vis Central and Eastern Euro-
pean currencies twice more than vis-a-vis the
currencies of Great Britain, USA, Canada, Japan,
Switzerland and Scandinavia.

7.2 STRESS TESTING RESULTS

Banks

The banking sector would suffer from losses
amounting to 1.1% of assets (16% of own funds)
in the more moderate version of the above macr-
oeconomic scenario, or as much as 2.1% of assets
(32% of own funds) in its extreme version. Value
of own funds fell below the capital requirement
in six banks in the moderate version. If, however,
we took into account profits made in 2008 (i.e.
this profit would not be paid in dividends but
used to increase own funds in its entirety), the
value of own funds would fall below capital re-
quirement in only one bank. In the extreme ver-
sion, value of own funds would fall below capital
requirement in eight banks.

The greatest share of losses that banks would suf-
fer from due to the above macroeconomic sce-

Table 12 Impact of macroeconomic scenarios (%)

Scenario 1 Scenario 2
PRy Lower ) Upper S Lower ) Upper
] quartile e quartile ] quartile R quartile
average average

Banks 1.1 0.6 1.2 1.6 2.1 1.6 19 3.8
Insurance Companies 1.1 0.2 0.9 1.7 2.1 0.2 14 2.8
Pension funds 43 0.6 32 43 79 13 6.2 8.0
of which: conservative 03 0.0 0.1 0.3 0.7 0.2 03 0.5
balanced 35 27 32 4.1 6.8 53 6.2 7.7
growth 49 3.8 44 49 89 6.9 79 8.6
Supplementary pension funds 1.7 0.1 0.7 3.8 2.8 0.2 0.9 5.0
Mutual funds 6.7 13 1.5 18.2 11.9 24 21.1 31.9
of which: equity 26.9 8.5 30.2 422 49.1 144 56.8 75.5
bond 23 0.4 0.1 32 49 03 0.5 6.0
mixed 12.0 53 10.2 185 218 9.5 19.2 32.1
funds of funds 34.7 13.2 23.0 353 60.7 225 40.2 61.8

Source: NBS, own calculations.
Note: Table shows quartiles of the loss-to-asset ratio in respect of losses due to the application of the respective scenario.
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Table 13 Impact of macroeconomic scenarios on the banking sector (%)

Minimum | Lower quartile | Median | Upper quartile | Maximum
éiﬁ:fé;‘zeg:’;fft’; ?r‘:)f;rg gf);e)ss 88 105 133 17.7 473
Credit risk of enterprises 7.2 8.6 11.9 17.7 45.0
Moderate Credit risk of households 8.7 9.9 133 17.7 47.3
version Market risks 87 9.9 133 17.7 473
Total impact 7.0 7.8 11.3 16.1 45.0
Credit risk of enterprises 5.2 6.5 9.6 17.1 43.1
Extreme Credit risk of households 84 10.1 12.9 16.7 47.2
version Market risks 8.6 9.9 13.1 17.7 473
Total impact 48 5.8 8.5 15.2 43.1

Source: NBS, own calculations.
Note: Table shows quartiles of capital adequacy values.

narios would be caused by deterioration in the
corporate loans portfolio. Losses from household
loans would be less significant.

INSURANCE COMPANIES

In our assessment of the impact of the above
macroeconomic scenarios on the insurance sec-
tor we only evaluated market risks and excluded

Chart 125 Distribution of the impact

of particular scenarios on insurance
companies

The estimated loss-to-asset ratio for loss resulting from the realization of particular scenarios

14

©

o

Number of insurance companies
~

w

IS
L

0%t01% 1%1t0 2% 2ht03% 3%t 4% Over 4%
W Scenario 1 B Scenario 2
Source: NBS.

Note: The horizontal axis shows the estimated loss-to-asset ratio
for loss resulting from the realization of particular scenarios.

insurance risks due to lack of relevant data. The
impacts of the scenarios within the insurance
sector are of similar intensity as within the bank-
ing sector differing, however, in the representa-
tion of particular risks - the insurance sector is
exposed especially to a possible fall in the value
of shares and units in some insurance compa-
nies.

Chart 126 Impact of an ECB rate decrease

by 1 p.p. and CDS spreads increase on the
insurance sector (%)
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«== Total impact of the increase in the interest rates

Source: NBS, REUTERS, own calculations.

Note: Data on the vertical axis represent the ratio of profit/loss to
asset value less assets invested on behalf of the insured and assets
ceded to reinsurers.
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Chart 127 Impact of an ECB rate decrease

by 1 p.p. and CDS spreads increase on PMC
funds (%)
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== Conservative funds, increase by 2 p.p.
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Source: NBS, REUTERS, own calculations.

Note: Data on the vertical axis represent the ratio of profit/loss to
asset value. The impact also includes a change in income from
bank deposits.

The overall impact of a fall in interest rates would
effect a moderate profit amounting to ca 0.03%
of assets.

FUNDS OF PENSION MANAGEMENT COMPANIES AND
SUPPLEMENTARY PENSION COMPANIES

The above scenarios would have a more signifi-
cant impact on PMC funds. Net asset value of
these funds would decrease by 4.3% in the mod-
erate version and by as much as 7.9% in the ex-
treme version. The largest part of this loss would
be caused by afall in the value of shares. Mild
losses in this sector would be recorded, among
other reasons, due to foreign exchange risk and
credit risk in debt securities. On the contrary,
afallin interest rates would effect a moderate in-
crease in profits, mainly owing to the revaluation
of securities to fair value.

The impact would be relatively milder in the sup-
plementary pension saving sector. Loss in the four
largest contribution SPC funds in the extreme ver-
sion of the scenario should not exceed 5.2% of
net asset value. Some growth funds would record
a notably higher loss due to a high proportion of
shares in these funds. However, their share of as-
sets in this sector is low (approximately 2%).
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Chart 128 Structure of the impact of an ECB
rate decrease by 1 p.p. and a CDS spreads
increase on PMC funds (%)
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== Revaluation of debt securities

== Change in interest income

Source: NBS, own calculations.
Note: Data on vertical axis represent the ratio of profit/loss to as-
set value.

Chart 129 Distribution of the impact of

particular scenarios on PMC funds

The precentage above each bar represents the assets
of the banks in that bar as a share of total assets in the sector

Number of PMC funds
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Source: NBS.
Note: The horizontal axis shows the estimated loss-to-asset ratio
for losses resulting from the realization of particular scenarios.

MuTuAL FUNDS
The above stress scenarios would have a signif-
icant impact on the depreciation of approxi-



Chart 130 Impact of an ECB rate decrease

by 1 p.p. and CDS spreads increase on
mutual funds (%)
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=== Money market funds
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Source: NBS, REUTERS, own calculations.

Note: Data on vertical axis represent the ratio of profit/loss to as-
set value. The impact also includes a change in income from bank
deposits.

mately one quarter of assets invested in mutual
funds. Particularly in several equity funds and
funds of funds the asset value would decrease
by more than 50% in the extreme version of the
scenario.

In some funds investing in securities denomi-
nated in foreign currencies the scenario would
effect, among other things, losses due to a sim-

Chart 131 Distribution of the extreme
scenario’s impact on the collective
investment sector

9.6% 3.7%

10.9%
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W Lossover 60% - 9.6%

Profit -3.7%

Source: NBS, REUTERS, own calculations.

Note: Data in the chart represent the funds’ market share. Losses
were calculated as losses that would occur in mutual funds 1 year
after the application of the extreme version of the scenario and
are expressed as a share of NAV.

ulated strengthening of euro. The overall impact
of foreign exchange risk on the collective invest-
ment sector would constitute loss amounting
to approximately 2.7% of net asset value in the
extreme scenario. The expected decrease in in-
terest rates would not have a significant impact
on asset value. However, even these funds would
record moderate loss owing to a low duration of
assets in money market mutual funds.

ANALYSIS OF THE SLovAak FINANCIAL SECTOR

CHAPTER 7

NBS
2008

113






CCCCCCCC

FINANCIAL MARKET
INFRASTRUCTURE







8 FINANCIAL MARKET INFRASTRUCTURE

8.1 DEPOSIT PROTECTION FUND

The Act No. 421/2008 Coll. amending the De-
posit Protection Act, effective as of 1.11.2008,
introduced full protection of customer bank
deposits, i.e. without limit and without deposi-
tors’ participation in the protection of deposits
entrusted to banks by citizens and other eligible
persons provided that further legal conditions
for the protection are fulfilled.

The second amendment to the Deposit Protec-
tion Act by means of the Act No. 552/2008 Coll.
created legislative conditions for avoluntary
participation in this scheme of branches of for-
eign banks that accept deposits in the Slovak
Republic on the basis of a single banking licence.
Such branches of foreign banks may participate
in the system of deposit protection in the Slo-
vak Republic in order to ensure higher deposit
protection within the extent to which deposit
protection as regulated by the rules of the sys-
tem of deposit protection in the Slovak Repub-
lic exceeds the total highest possible amount of
compensation for inaccessible protected depos-
its as per deposit protection system rules in the
member state where the respective foreign bank
is registered.

Branches of foreign banks that officially re-
quested voluntary participation in the Deposit
Protection Fund in the form of supplementary
deposit protection included: J&T Banka, branch
of aforeign bank and BRE Bank SA, branch of
foreign bank mBank in the Slovak Republic. Fol-
lowing the above legislative amendments of the
Deposit Protection Act and a consideration by
the Deposit Protection Fund Council, a General
agreement on afuture voluntary inclusion of
a branch of a foreign bank in the Slovak system
of bank deposit protection was concluded on
a preliminary basis with both branches of for-
eign banks.

The amount of annual contribution of banks
and branches of foreign banks for the year 2008
was set by the Fund Council on the basis of
a prior approval of the Bank Board of Narodna
banka Slovenska at the level of 0.2% of the

value of protected deposits. A total of 16 banks
within the Slovak banking sector contributed
to the Deposit Protection Fund in the second
half of 2008. Banks deposited in the Fund an-
nual contributions worth EUR 37.24 million in
2008, which represents 107.9% of the planned
volume.

In 2008 DPF continued to assess the compensa-
tion payment on an on-going basis, while techni-
cally carrying out the compensation payment in
Devin banka, a.s., forinaccessible deposits whose
payment was requested by depositors within the
period stipulated in Article 10 (9) of the Deposit
Protection Act; hereditary proceedings comprise
the majority of cases. As at 31 December 2008,
the Deposit Protection Fund had paid compen-
sation to depositors in Devin banka, a.s. number-
ing 125,452 a total amount of EUR 385.54 million,
of which one compensation was paid in 2008 in
the amount of EUR 1.92.

In the bankruptcy proceeding on the assets of
bankrupt AG Banka, the bankrupt’s assets were
liquidated and final report of the trustee in
bankruptcy was drafted. Outstanding are legal
proceedings relating to claims to assets in bank-
ruptcy and the Fund’s claim amounts to EUR 57.9
million.

In the bankruptcy proceeding on assets of bank-
rupt Slovenskd kreditnd banka there are out-
standing legal proceedings concerning the bank-
rupt’s claims against its debtors. The amount of
Fund'’s claim against the bankrupt is EUR 143.33
million. At present the bankrupt’s remaining as-
sets are being sold, namely movable items still
located on bank premises that are still in use, and
remaining claims whose value is updated by an
expert opinion.

In the bankruptcy proceedings on the assets
of bankrupt Devin banka, this bankrupt’s as-
sets are currently being liquidated. Fund’s claim
amounted to EUR 385.56 million as at 31 Decem-
ber 2008.

Bankruptcy proceedings on the assets of bank-
rupt Dopravna banka were cancelled by the res-
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olution of Regional Court in Banskd Bystrica that
became effective on 5.7.2008. Total fulfilment in
favour of DPF amounted to EUR 26.2 million, i.e.
35.5% of the DPF’s claim that amounted to EUR
73.79 million in these bankruptcy proceedings.

So far 18 lawsuits have been rightfully concluded
in favour of the Fund in respect of compensa-
tions for inaccessible deposits and in 2008 the
Fund was obliged to fulfil in one case.

Five negotiations of the DPF Council and 4 ne-
gotiations of the Fund’s Supervisory Board were
held in 2008.

The company KPMG Slovensko, spol. s r.o. was
selected for executing the financial statements
audit as at 31 December 2008, based on a prior
consent of the DPF Supervisory Board, following
which the Fund concluded a contract concern-
ing the execution of audit and a preliminary au-
dit was executed.

DPF prepared and carried out an update of the
System of the DPF for the payment of compensa-
tion for inaccessible deposits in bank in compli-
ance with valid legal regulations relating to euro
changeover in the Slovak Republic prior to the
changeover date in order to prepare the System
for the payment of compensations in euro along
with the domestic currency in any period. At the
same time an update was executed in the DPF
system in relation with the amendment of the
Deposit Protection Act.

Within the framework of its international ac-
tivities, the Fund cooperates mainly within the
European Forum of Deposit Insurers (EFDI) on
analyzing and preparing changes in the Euro-
pean directive on the deposit protection sys-
tem. Five workgroups were formed within EFDI
which processed four out of a total of six papers
on selected areas of deposit protection. Slovakia
participates in studies dealing with the improve-
ment of depositors’knowledge and the payment
of compensations.

8.2 INVESTMENT GUARANTEE FUND

The Investment Guarantee Fund was discharg-
ing its legally stipulated activities in 2008 and its
bodies convened on due dates.
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The Supervisory Board stated in all of its resolu-
tions pertaining to the activities and economic
management of IGF that the fund’s activities are
in compliance with generally binding legal regu-
lations and that its economic management was
efficient and in line with the set budget.

There were no incidents in the sector in 2008 in
respect of inaccessibility of customer assets and,
therefore, no instances of paying legally stipu-
lated compensations for inaccessible customer
assets. Total number of entities participating in
customer protectionas at 31 December 2008 was
36. The volume of annual contributions received
from entities participating in customer protec-
tion as at 31 December 2008 was EUR 363.37
thousand. Cumulative value of the reserve fund
for payment of compensations was EUR 1.85 mil-
lion as at 31 December 2008.

The volume of entry contributions received from
new entities was EUR 2.89 thousand. Interest
income from current and term accounts in NBS
amounted to EUR 37.97 thousand as at 31 De-
cember 2008. Income from government bonds
and capital income as at 31 December 2008
(AUV) was EUR 38.33 thousand.

The volume of customer assets as at 31 December
2008 was EUR 565.16 million. Average number of
customers to whom the above amount of cus-
tomer assets as at 31 December 2008 is related
was EUR 120,957. The contingent amount of
compensation for inaccessible customer assets
was EUR 92.94 million as at 31 December 2008.
In the course of 2008 the Investment Guarantee
Fund was covering an average of 70% of entities
participating in customer protection (individu-
ally) with the value of the cumulative fund. The
average contingent amount of compensation for
inaccessible customer assets in the sector was
EUR 128.67 thousand.

8.3 BRATISLAVA STOCK EXCHANGE

There were registered 191 issues of equities and
unit certificates and 136 bond issues on the Bra-
tislava Stock Exchange as at the end of Decem-
ber 2008. For the whole of 2008 BSE registered
on regulated free market two issues of equities
worth atotal of EUR 19.12 million (in February
and October) and discontinued trading in 36 is-



sues of equities worth EUR 167.68 million. Thus
compared to December 2007 the number of reg-
istered issues fell by 27.9% with a simultaneous
decline in the volume of financial assets by EUR
1.41 billion.

As for bonds, 27 new issues of mortgage bonds
were registered on BSE markets in 2008 with
a total volume of EUR 0.4 billion and CZK 800 mil-
lion. Issues of government bonds that had been
already registered were increased by tranches
with a total amount of EUR 1.32 billion. One issue
of treasury bills worth EUR 1.5 billion appeared
on the listed main market, 5 issues of corporate
bonds were registered (EUR 85.19 million), as
well as 4 issues of bank bonds (BGN 50 million
and EUR 20.25 million) and one bond issue worth
EUR 7.43 million. 16 mortgage bond issues and 4
bond issues worth EUR 0.36 billion and BGN 20
million, 3 issues of government bonds worth
EUR 1.58 billion and 2 issues of corporate bonds
(EUR 16.6 million) expired during this period.

Total market capitalization of equity securities
and bonds registered on BSE markets totalled
EUR 20.6 billion as at 31 December 2008, which
represents an increase by 1.89% (EUR 0.38 bil-
lion) compared to the end of the previous year.
Market capitalization of equities and unit certifi-
cates as at the end of 2008 recorded a year-on-
year decline by 26.7% to EUR 3.88 billion. Market
capitalization of bonds, on the contrary, record-
ed a year-on-year increase by 12% to EUR 16.72
billion.

A total of 4,425 transactions were carried out dur-
ing 2008 with a total amount of EUR 24.64 billion
which compared to 2007 represents a decline by
43.9% as to the number of transactions and an
increase by 110.4% as to their volume. More than
a half of transactions (52%) were comprised of
bond transactions. The volume of traded bonds
(EUR 264.64 billion) constituted as much as
99.94% of the volume of all transactions as at the
end of 2008, making the volume of traded equity
securities negligible. Direct transactions (98.5%
of all transactions together) predominated. Repo
transactions (equities transactions only; the en-
tire volume in October 2008) worth EUR 105.72
thousand were executed in 2008.

Development of the Slovak Equity Index (SAX)
was more volatile in 2008 than in the previous

years and this volatility became more evident es-
pecially in the second half of 2008. It came to its
lowest value in December 2008 (346.32 points),
falling by 117.97 points against September 2008
(464.29 points). SAX reached its highest value
for the year 2008 in March (467.08 points). Com-
pared to the end of 2007, the value of SAX fell by
86.47 points as at the end of 2008.

8.4 CENTRAL SECURITIES DEPOSITORY

In 2008 the Central Securities Depository ex-
ecuted a total of 16,498 transfers of securities in
a total volume of EUR 53.91 billion. Compared to
the year 2007 this represents a decrease in the
number of transfers by 44.4% but the volume of
transactions increased 2.75 times the 2007 val-
ue. Most transfers, both in terms of their number
(80.7%) and the volume of securities (93.48%)
comprised securities transfers without financial
settlement.

Total volume of book-entry securities in nomi-
nal value amounted to EUR 57.74 billion as at
the end of 2008, numbering 3,332 issues. The
largest share of this volume was that of equi-
ties (66.92%, i.e. EUR 38.64 billion) and bonds
(29.75% i.e. EUR 17.18 billion). In a year-on-year
comparison the volume of book-entry securities
increased by 66.5% (EUR 23.06 billion), which
was largely a consequence of an increase in the
volume of equities (by 117.2%, i.e. by EUR 20.85
billion), other securities (by 15063%, i.e. EUR 1.5
billion) and bonds (by 4.3%i.e. by EUR 0.7 billion).
A slight decrease was observed in cooperative
certificates and the volume of unit certificates
did not undergo any year-on-year changes.

During 2008 CSD made transfers of securities
with financial settlement through the clearing
and settlement system in atotal market value
of EUR 3.52 billion, which means a year-on-year
decline by EUR 4.39 billion. The volume of trans-
ferred securities without financial settlement ex-
pressed in nominal value constituted EUR 50.39
billion for the year 2008, which represents an in-
crease by EUR 43.91 billion compared to 2007.

204 new issues of book-entry securities with
a total nominal value of EUR 25.9 billion were
registered in the CSD in 2008, out of which 127 is-
sues of equities (EUR 21.3 billion), 74 bond issues
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(EUR 3.1 billion), 2 issues of cooperative certifi-
cates and 1 issue of other securities (worth EUR
1.5 billion in October). 154 issues of book-entry
securities were cancelled during this period in-
cluding issues that changed to certificated secu-
rities, in a total amount of EUR 2.85 billion. This
comprised 71 issues of equities (EUR 0.36 billion),
62 bond issues (EUR 2.47 billion) and 26 issues of
cooperative certificates (EUR 0.017 billion).

8.5 SLOVAKINSURERS BUREAU

The Slovak Insurers Bureau (SIB) is an association
of insurance companies authorized to provide
third party liability insurance in respect of the
use of motor vehicles in Slovakia. At present it
consists of 9 members.

The Insurance Guarantee Fund comprises contri-
butions by the Bureau’s members, extraordinary
contributions, and premium defined in the Act
on motor third party liability insurance. The an-
nual contribution is determined by a percentage
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share determined by the number of insured mo-
tor vehicles for the preceding calendar quarter.

In cross-border insurance whose importance fell
significantly with Slovakia’s accession to the Eu-
ropean Union, gross premium written amounted
to EUR 7.6 thousand and gross claim costs to EUR
2.4 thousand as at the end of 2008. The develop-
ment in third party liability insurance in respect
of the use of motor vehicles is stable in the Slo-
vak Insurers Bureau. Claims incurred remain at
a low level although they recorded a 4% increase
compared to 2007, having come up to EUR 3,999
thousand in 2008. Claims incurred in the former
statutory motor hull insurance decreased by
more than 7% in the course of 2008, coming to
EUR 8,889 thousand. Gross technical provision
amounting to EUR 147,690 thousand of which
EUR 124,644 thousand pertains to technical pro-
vision for the former statutory motor hull insur-
ance is covered by claims against member insur-
ance companies in the amount of EUR 94,024
thousand. The rest is covered by claims against
reinsurers and term deposits.
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CHAPTER 9

O ANNEXES

9.1 INFORMATION ABOUT THE STRUCTURE OF FINANCIAL MARKET

9.1.1 NUMBER OF FINANCIAL INSTITUTIONS

Table 14 Number of financial institutions

Number of Number of
institutions as | institutions as Ehange
at December | at December
312008 312007
Number of banks in the SR 17 16 +1
Building societies 3 3 0
Banks holding mortgage license 9 8 +1
Other banks 5 5 0
Number of branches of foreign banks in the SR 11" 10 +1
On the basis of an NBS license 0 1 -1
On the single banking passport principle 11 9 +2
of which: branches of foreign banks holding mortgage license 0 1 =
Number of branches of foreign banks contributing to Deposit
Protection Fund 0 2 -2
Number of foreign bank representative offices in the SR 7 9 -2
Number of branches (organizational units) of banks in the SR 857 738 +119
Number of lower organizational units in the SR 401 431 -30
Number of branches of Slovak banks in other countries 1 1 0
Number of Slovak banks' representative offices in other countries 1 1 0
Number of foreign entities freely providing cross-border banking
services 252 190 +62
of which: banks 231 178 +53
electronic money institutions 12 6 +6
foreign financial institutions 7 4 +3
credit unions 2 2 0
Slovak banks providing free cross-border banking services abroad 2 1 +1
Number of employees of banks and branches of foreign banks 20,598 19,779 +819
Number of insurance companies in the SR 23 23 0
Insurance companies providing only life insurance 5 5 0
Insurance companies providing only non-life insurance 4 5 -1
Insurance companies providing both life and non-life insurance 14 13 +1
Insurance companies providing services on the basis of the freedom to
provide services 419 370 +49
of which: without establishing a branch 406 360 +46
via a branch 13 10 +3
Number of insurance companies in the SR providing statutory automo-
bile liability insurance 9 9 0
NBS
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Table 14 Number of financial institutions - continuation

Number of
institutions as

Number of
institutions as

at December | atDecember Change
312008 312007
Number of pension fund management companies 6 6 0
Number of supplementary pension companies 5 5 0
Number of supplementary pension insurance companies 0 0 0
Number of domestic asset management companies in the SR 10 10 0
of which: asset management companies with an extended license
under Art. 3 (3) of Act on Collective Investment (ACI) 5 6 -1
Number of domestic mutual funds: 114 118 -4
Open mutual funds 68 72 -4
Closed mutual funds 41 41 0
Special mutual funds 5 5 0
Number of foreign asset management companies and foreign entities
of collective investment operating in the SR on the
basis of a license under Art. 75 of the AC: 4 2 +2
of which: via a branch in the SR 2 0 +2
without establishing a branch 2 2 0
Number of foreign asset management companies and foreign entities
of collective investment operating in the SR on the basis of a single
European passport: 46 43 +3
of which: with establishing branch of foreign asset management
companies according to Section 28 of ACI 2 2 0
foreign asset management companies without establishing branch
according to Section 29 of ACI 12 10 +2
European Funds according to Section 61
- foreign asset management companies 13 1 +2
- foreign investment companies 19 19 0
within which: number of foreign mutual funds and sub-funds of
foreign investment companies 816 617 +199
Number of foreign asset management companies providing services
according to Section 3 (3) of ACI 1 1 0
Number of investment firms 18? 32 -14
Banks and branches of foreign banks - securities brokers with license
from NBS 13 13 0
Branches of foreign banks - securities brokers with license from domes-
tic authority 6 6 0
Number of foreign entities operating in the SR as investment firms 890 582 +308
of which: via branch in the SR 5 3 +2
without establishing a branch 885 579 +306
Number of Slovak investment firms providing services abroad 7 7 0
Number of investment service brokers in the SR: 978 937 +41
of which: juristic persons 73 61 +12
natural persons 905 876 +29
Number of issuers of securities admitted to trading on regulated market 144 173 -29
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Table 14 Number of financial institutions — continuation

Number of Number of
institutions as | institutions as Fremee
at December | at December
312008 312007
Number of offerors of assets (according to Art. 126 and following of
Securities Act No. 566/2001 Coll.) 4 4 0

Source: NBS.

1) By 31 December 2008 the following branches of foreign banks did not start to carry out banking activities: UNIBON, spofitelni a tvérni
druzstvo, organizational unit of foreign person and Oberbank AG, branch of foreign bank.
2) Company SFM Group, o. c. p. a. s., did not carry out any activity by 31.12.2008, it started to carry out activity by 15. 1. 2009.

Banking sector and investment firms

Narodnd banka Slovenskaissued decisions grant-
ing prior approvals to a return of the license to
provide investment services to the companies
BHS Slovakia, o. c. p., a.s. (21 February 2008)
and J&T SECURITIES (SLOVAKIA), o.c.p., a.s. (25
March 2008).

Néarodnd banka Slovenska issued decisions grant-
ing the license to provide investment services to
the companies Blank Asset Managers, o.c. p., a. s.
(28 April 2008) and SFM Group, o. c. p., a. s. (19
December 2008).

Narodna banka Slovenska granted prior approv-
als to use internal rating-based approach for
credit risk to Slovenskd sporitelfa, a. s. (28 July
2008) and to Tatra banka, a. s. (29 December
2008).

On 17 September 2008, Narodna banka Sloven-
ska granted its prior approval to the merger of
Citibank Europe plc., Ireland and Citibank (Slova-
kia) a. s.

Collective investment sector

Narodnd banka Slovenska granted 9 licences to
create an open-ended mutual fund to the com-
panies Asset Management Slovenskej sporitelne,
sprav. spol., a.s. (3 open-ended mutual funds),
ISTRO ASSET MANAGEMENT, sprav. spol., a.s.
(1 open-ended mutual fund), Tatra Asset Man-
agement, sprav. spol., a. s. (2 open-ended mutual
funds), VUB Asset Management, sprav. spol., a. s.
(3 open-ended mutual funds).

In March 2008, Narodna banka Slovenska issued
Decision on a change in the license for the es-
tablishment and activity of the stock exchange
which expanded the scope of business of the

Bratislava Stock Exchange, a. s. by the possibility
to organize a multilateral trading system.

Narodna banka Slovenska decided in April 2008
on a change in the license for the establishment
and activity of the central depository.

Two prior approvals to a CSD membership were
issued in 2008 (Patria Finance, a. s., Citibank Eu-
rope plc.).

Insurance sector

On 25 January 2008, based on arequest, the
company Wistenrot poistoviia, a. s. was grant-
ed approval to transfer part of its life insurance
portfolio belonging to its branch Wistenrot
pojistovna, pobocka pro Ceskou republiku, to
the company Wistenrot, Zivotni pojiStovna,
a.s.

On 2 May 2008, based on a request, the company
Postova banka, a. s. was granted prior approval
for acquiring a share of capital of the company
Poistovnia TATRA a. s. for the first time exceeding
a 50% share on the insurance company’s capi-
tal.

On 17 June, prior approval was granted to
amerger of the companies POISTOVNA HDI-
GERLING Slovensko, a. s. and HDI Hannover Ver-
sicherung Aktiengesellschaft, Austria. Through
this merger the company HDI Hannover Ver-
sicherung Aktiengesellschaft, Austria will be-
come legal successor of the company POISTOVNA
HDI-GERLING Slovensko, a. s.

On 21 August 2008, prior approval was issued to
a merger of the companies Generali Poistovna,
a.s. and Ceska poistoviia — Slovensko, akciova
spolo¢nost, abbreviation: CPS, a. s. Through this
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merger the company Generali Poistovna, a.s.
became legal successor of the company Ceska
poistovia — Slovensko, akciova spoloc¢nost, ab-
breviation: CPS, a. s.

On 28 August 2008, based on a request, the com-
pany WIENER STADTISCHE Versicherung AG Vi-
enna Insurance Group was granted prior approv-
al to acquire a share of capital of the company
Poistovnia Slovenskej sporitelne, a. s. for the first
time exceeding a50% share on the insurance
company'’s capital.

On 25 November 2008, prior approval was grant-
ed to a merger of the companies KOOPERATIVA
poistoviia, a.s. Vienna Insurance Group and V.
s.r.0. Trough this merger, the company KOOP-
ERATIVA poistovna, a. s. Vienna Insurance Group
will become legal successor of the company L.V.
s.r.o.

Pension saving sector

In the area of retirement pension saving, Narodna
banka Slovenska granted on 18 January 2008 its
prior approval to the company CSOB, d.s.s., a.s.,
to acquire a share of capital and voting rights of
the pension funds management company CSOB
d.s.s., a.s. in the amount of 66 % so that CSOB,
d.s.s. a.s. became a subsidiary of the company
Ceskoslovenska obchodna banka, a.s.

By its decision of 28 April 2008, Nadrodna banka
Slovenska granted its prior approval to the com-
pany CSOB d.s.s., a. s. that ING Bank N.V., branch
of a foreign bank, become its depository.

In the area of supplementary pension saving,
Néarodna banka Slovenska by its decision of 17
June 2008 changed the license for the establish-
ment and activity of the supplementary pension
funds management company STABILITA, d. d. s.,
a.s.

9.1.2 DATA ON THE OWNERSHIP STRUCTURE OF SUPERVISED INSTITUTIONS

Table 15 Individual countries’ shares in the registered capital of individual types of financial

institutions as at 31.12.2008 (%)

Pension fund Supplemen- Asset
Banks Insuranf:e management | tarypension | management Investment
companies companies companies companies LI
Slovakia 6.69 8.16 46.99 24.83 724 2.29
EU states (excl. SR) 90.93 89.81 53.01 75.17 276 95.05
Czech Republic 2047 0.00 - - - 35.20
France 0.40 19 = = = 0.46
Netherlands 0.88 16.37 - - - 0.06
Luxembourg 17.94 0 16.51 41.78 = 20.72
Hungary 2.87 4.7 = = = 3.31
Germany 1.23 1.89 = = = =
Austria 25.65 52.64 = = = 27.07
Italy 0.08 0 = = = 0.09
Portugal 0.09 0 - - - -
United Kingdom 0.05 7.16 - - - 0.05
Other - 5.68 36.50 33.39 276 1.07
Countries outside the EU 238 2.03 - - - 259
Source: NBS.

Data in the table represent individual countries’ shares in the registered capital of financial institutions according to the prime owner.
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9.2 ANALYTICAL DATA

9.2.1 BANKS AND BRANCHES OF FOREIGN BANKS

Table 16 Asset and liability structure of banks and branches of foreign banks in the SR as at

31.12.2008 (volumes in EUR thousands)

Total Share of Share of
volume aforeign | y/ychange | balance CR3 CR5 HHI
(EUR thou- | currency (%) sheet total | (%) (%)
sands) (%) (%)
ASSETS TOTAL (gross) 65,125,644 15 14 100 54 72 | 1,201
TOTAL LOANS TO CUSTOMERS 31,730,945 22 16 49 53 67 | 1,136
Loans to retail 12,662,193 3 25 19 63 82 | 1,607
of which: Loans to households 11,817,290 3 26 18 64 83 | 1,637
Loans to enterprises 15,026,661 32 14 23 47 67 | 1,096
Loans to non-banking financial
companies 1,916,246 27 -14 3 48 70 | 1,145
Loans to general government 773,347 30 1 1 88 9 | 5,873
Loans to non-residents 1,300,555 74 24 2 46 68 | 1,146
TOTAL INTERBANK MARKET
OPERATIONS" 20,371,274 10 23 31 52 74 | 1,267
of which: Operations with NBS and
foreign CB (incl. NBS bills) 14,742,328 0 13 24 56 77 | 1,396
TOTAL SECURITIES 10,833,135 9 1 16 64 80 | 1,585
Securities issued by residents 8,820,578 5 -2 14 65 81 | 1,642
Government bonds 7,120,461 6 3 1 65 81 | 1,678
Corporate bonds 184,339 12 0 0 75 9% | 2,322
Bank bonds 846,481 2 1 1 59 80 | 1,565
Other debt securities 267,130 0 -65 0 100 100 | 10,000
Asset securities 402,168 0 51 1 78 94 | 2,282
Securities issued by non-residents 833,872 60 -25 1 74 85 | 2,393
Debt securities 737,987 59 -26 1 73 84 | 2324
of which: issued by banks 433,189 37 -10 1 85 93 | 3,042
issued by general
government 43,256 100 -7 0 95 100 | 3,281
other issuers 261,543 89 -45 0 71 89 | 2311
Asset securities 95,884 68 -15 0 99 100 | 4,119
of which: issued by banks 20414 98 2 0 100 100 | 6,106
other issuers 75,470 60 -18 0 99 100 | 5,764
Derivatives - positive fair value 908,630 0 41 1 61 81 1,618
NBS
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Table 16 Asset and liability structure of banks and branches of foreign banks in the SR as at

31.12.2008 (volumes in EUR thousands) — continuation

Total Share of Share of
volume aforeign | y/ychange | balance CR3 CR5 HHI
(EUR thou- | currency (%) sheet total | (%) (%)
sands) (%) (%)
TOTAL LIABILITIES 62,838,154 20 13 100 54 72 | 1,197
TOTAL DEPOSITS AND LOANS FROM
CUSTOMERS 40,668,292 15 16 64 59 74 | 1,348
of which: deposits insured at the
Deposit Protection 23,722,582 8 42 38 63 76 | 1,605
Deposits and loans accepted from
the retail 22,766,235 7 32 36 64 76 | 1614
of which: deposits and loans
accepted from households 21,198,260 7 34 34 63 76 | 1614
Deposits and loans accepted from
enterprises 10,267,585 19 -2 16 58 75 1,485
Deposits and loans accepted from
fin. co's other than banks 2,448,203 12 -16 4 55 76 | 1,320
Deposits and loans accepted from
general government 3,744,713 19 1 6 66 87 | 2,219
Deposits and loans accepted from
non-residents 1,259,995 63 46 2 57 72 | 1,665
TOTAL SOURCES FROM BANKS 11,414,088 52 11 18 52 70 | 1,234
Sources from NBS and foreign
issuing banks 70,232 0 =23 0 99 100 | 9,001
Sources from non-resident banks 10,848,699 54 18 17 54 72 | 1,298
TOTAL SECURITIES ISSUED 5,483,884 20 23 8 64 78 | 1,721
Mortgage bonds 3,359,482 27 25 5 73 85 | 2,254
Bills of exchange 444,375 13 -39 1 86 100 | 2,737
Other securities issued 243,350 6 -27 0 86 100 | 3,172
Derivatives - negative fair value 924,569 0 33 1 63 83 | 1,625
Risk-weighted assets of the banking
book? 28,671,792 = 16 46 58 73 1,317
Risk-weighted assets of the trading
book? 2,537,997 = 261 4 74 89 | 2,729
Other risk-weighted assets? 3,152,405 - 8,234 5 58 75 | 1,448
Own funds 3,828,764 - 21 6 46 65 1,042

Source: NBS.

Note: CR3 is the share of three institutions with the highest volume of the given item in the total amount of that item in the sector. CR5 is the
share of five institutions with the highest volume of the given item in the total amount of that item in the sector. HHI is defined as the sum of
squares of shares of individual institution in the total volume of the given item. The calculation of these three indicators covers only institu-
tions having a positive value of the given item. In the case of all institutions having an equal share, the HHI value would be 385, were the
number of institutions 26. Assets are expressed in the gross value; equality with liabilities is achieved by deducting the value of depreciation
changes and provisions.

1) Due to changes in reporting, as of January 1, 2007 the treasury bonds and notes held until maturity were included into operations on
interbank market.

2) The amount of risk-balanced assets does not include risk-balanced assets of branches of foreign banks. Both changes were considered
when calculating year-on-year change.
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Table 17 Revenues and expenditures of banks and branches of foreign banks

(costs and earnings in EUR thousands)

(EUR t\:1ac|tllﬁands) (EUR t\ﬁ::;nds) ((:(:3 f;? HHI
31.12.2008 31.12.2008
(a) TOTAL OPERATING COSTS (b + e +f) 1,229,593 1,119,518 57 71 1,267
(b) Administrative costs (c + d) 1,041,959 939,337 55 70 1,232
(c) Purchased performances 527,351 464,779 54 68 1,216
(d) Staffing costs 514,608 474,558 57 72 1,270
(e) Depreciation/amortization of movable and 162,387 153,283 63 75 1,524
immovable assets
(f) Taxes and fees 25,247 26,897 86 91 4,014
(g) GROSS INCOME (h +1) 2,227,746 1,891,038 60 75 1,392
(h) Net interest income (j - i) 1,545,283 1,331,081 58 72 1,320
(i) Interest expenses 1,558,513 1,395,918 42 65 984
(j) Interest income 3,103,796 2,727,000 50 67 1,090
(k) of which: Interest income from securities 485,897 505,577 62 80 1,591
(I) Net non-interest income (m + n + 0 + p) 682,463 559,957 65 82 1,632
(m) Revenue from shares and ownership inter- 22,396 9,029 - - -
ests
(n) Net income from fees 456,115 410,157 - - -
(0) Net income from trading 285,228 243,564 - - -
(p) Other net operating incomes -81,276 -102,793 - - -
() NET INCOME (g - a) 998,153 771,521 64 80 1,588
(r) Net creation of provisons and net income from 328,105 72,476 - - -
depreciation of recievables
(s) Net creation of reserves 816 -5,070 - - -
(t) NET PRE-TAX PROFIT (q - r - s) 669,231 704,115 65 83 2,197
(u) Extraordinary profit 0 0 - - -
(v) Income tax 160,638 121,452 61 77 1,456
w) NET PROFIT AFTER TAX (t + u - v) 508,593 582,663 66 84 2,505

Source: NBS.

Note: CR3 is the share of three institutions with the highest volume of the given item in the total amount of that item in the sector. CR5 is the
share of five institutions with the highest volume of the given item in the total amount of that item in the sector. HHI is defined as the sum of
squares of shares of individual institution in the total volume of the given item. The calculation of these three indicators covers only institu-
tions having a positive value of the given item. In the case of all institutions having an equal share, the HHI value would be 385, were the
number of institutions 26. Assets are expressed in the gross value; equality with liabilities is achieved by deducting the value of depreciation

changes and provisions.
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ANALYSIS OF THE SLovAak FINANCIAL SECTOR
2008

129



ANNEXES

Table 18 Profitability indicators of banks and branches of foreign banks and their distribution

in the banking sector (%)

. . Average
Denominator- | Denominator .
weighted weighted weighted Mini- | Lower Upper | Maxi-
by the .| Median .
average average volumeof | Mum quartile quartile | mum
(31.12.2008) | (31.12.2007)
assets
ROA 0.81 1.13 0.81 | -15.62 0.39 0.65 0.99 3.06
8) 8) (17) (67)
ROE (excl. branches) 13.34 19.55 14.56 | -67.77 3.87 8.94 | 13.09 | 26.57
9 ) (22) (77)
Cost-to-income ratio 55.19 59.20 54.44 |-659.84 | 4749 | 56.12 | 70.87 | 258.89
(25) (47) (17) (11)
Relative significance of 69.37 70.39 69.21 | -2530 | 6223 | 71.83 | 81.77 | 101.97
interest incomes (21) (58) (10) (11)
Net interest spread 2.53 2.27 261 -0.12 0.66 2.02 2.89 | 14.95
@) (17) (20) (59)
Retail 5.19 4.95 5.92 -2.27 2.86 3.25 6.69 | 268.97
(12) (21) (39) (27)
corporates 1.67 2.76 137 | -36.41 2.05 3.21 3.89 5.29
(12) (30) (23) (33)
Financial companies 7.39 0.78 26.87 -4.72 0.89 1.27 2.59 | 599.40
(41) (22) (19) (12)
Banks including NBS -0.31 0.03 -0.33 479 | -1.21 -0.35 0.01 2.64
and bills (19) (25) 31) (24)
Net interest margin 2.62 2.36 2.70 0.00 1.16 2.34 3.03 | 14.86
(5) (19) 31) (44)

Source: NBS.
Figures in brackets below the quartile values represent the share of banks (measured by volume of net assets) for which the value of the
indicator lies between the value of the given quartile and the previous quartile.
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Table 19 Risk and capital adequacy indicators of banks and branches of foreign banks and their

CHAPTER 9

distribution in the banking sector (%)

. . Average
Denominator- | Denominator- el Number
weighted weighted ted by Mini- Lowe'r Median Uppe.r Maxi- of brea-
average average volume of | Mum quartile quartile [ mum ches
(31.12.2008) (31.12.2007)
assets
CREDIT RISK
Share of defaulted loans in 3.21 2.77 3.27 0.00 0.00 1.99 6.05| 13.98 -
the total volume of loans to (7) (45) (28) (20)
customers
Retail (share in loans to 403 3.59 3.97 0.00 0.00 2.83 6.11| 18.02 -
retail) (7) (41) (16) (36)
Corporates (share in 3.20 2.86 2.99 0.00 0.00 1.32 396 1391 -
loans to corporates) (10) (21) (49) (20)
Financial companies 0.03 0.04 0.11 0.00 0.00 0.00 0.00 0.97 -
(share in loans to finan- (44) (0) (0) (49)
cial companies)
Share of provisions in the 91.36 9330| 105.45| 44.62| 66.60| 82.52| 110.28| 304.24 -
volume of defaulted loans (8) (33) (15) (37)
to customers
Large asset exposure 177.84 131.13 190.58 0.00 | 128.92( 212.54| 258.85| 451.91 0
(weighted) / own funds (24) (47) (14) (8)
(excl. branches)
Large asset exposure - - - - - - - - 5
within groups (number of
breaches)
Share of claimable value 29.18 36.15 3291 0.00 9.11| 3731 4832 9794 -
of securities in the total (16) (40) (25) (12)
volume of defaulted loans
to customers
FOREIGN EXCHANGE RISK
Forex open balance-sheet -60.21 -8.02 -75.05 | -534.20 | -25.09 0.00| 25.96| 203.21 -
position / own funds (54) (0) 8) (25)
(excl. branches)
Forex open off-balance- 25.99 8.14 38.12| -254.82 | -95.44 -0.85 4.64| 279.96 =
sheet position / own funds (15) (27) (5) (47)
(excl. branches)
Total forex open position / -34.22 0.12 -36.93 [ -272.09 | -5347| -0.63 0.63| 132.80 —
own funds (excl. branches) (25) (39) (5) (24)
Total forex open position / -58.92 -37.06 = = = = = = =
own funds (excl. branches)
INTEREST RATE RISK
Total interest-rate open po- -126.17 -173.28 | -131.63 | -547.23 | -322.79 | -149.47 | -30.66| 296.73 -
sition up to 1 month / own (36) (11) (5) (37)
funds (excl. branches)
Total interest-rate open -64.57 -78.93 -65.51 | -392.94 | -100.75| -33.05 7.95( 99.98 -
position up to 1 year / own (40) (13) (29) 8)
funds (excl. branches)
Total interest-rate open 27.62 6.93 28.60 | -876.30 | -19.11 19.01| 109.66| 210.97 —
position up to 5 years / own (40) ©) (11) @31

funds (excl. branches)
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Table 19 Risk and capital adequacy indicators of banks and branches of foreign banks and their

distribution in the banking sector (%) - continuation

. . Average
Denominator- | Denominator- g Number
weighted weighted i Mini- Lowe:r Median Uppgr Maxi- of brea-
average average volumeof| MUM quartile quartile | mum ches
(31.12.2008) | (31.12.2007)
assets

LIQUIDITY RISK
Share of immediately liquid 17.55 17.71| 286.88 0.81 3.21 8.15| 25.84(7472.27 -
assets in highly volatile (5) (31) (31) (32)
funds
Share of liquid assets (incl. 41.56 55.19 43.95 039 16.69| 3255 4792(1363.17 -
collateral from reverse repo (8) (27) (30) (35)
trades) in volatile funds
Indicator of fixed and 4239 37.26 46.14 6.54| 2291| 29.93| 5882 91.26 -
illiquid assets (11) (32) (23) 27)
(excl. branches)
Share of loans in deposits 69.68 69.34 82.98 0.00| 57.40| 85.65| 123.32(1117.61 -
and issued securities (33) (46) (16) (4)
Total liquidity position cur- -35.81 -46.99 -35.81| -5436| -36.84| -25.34 0.64| 9266 -
rent up to 7 days /assets (54) (31) ) 6)
Total liquidity position esti- -4.63 -16.61 463 | -96.11| -16.13| -3.90 446 92.66 -
mated up to 7 days /assets (7) (62) (7) (24)
Total liquidity position cur- -42.39 -47.12 -4239| -62.69| -40.55| -33.19| -1535| 92.66 -
rent up to 3 months /assets (66) (23) 3) (8)
Total liquidity position -10.65 -12.47 -10.65| -95.88| -22.54| -12.05 0.77| 92.66 -
estimated up to 3 months (18) (22) (43) (18)
/ assets
CAPITAL ADEQUACY
Capital adequacy ratio 11.09 13.16 10.80 8.74 9.57| 1296 17.70( 47.27 0
(excl. branches) (60) (18) (12) (4)
Share of Tier | in own funds 86.30 85.27 8454| 6762 77.27| 86.87| 99.58| 100.00 -
(excl. branches) (29) (30) (29) (5)
Share of own funds in bal- 9.77 7.96 6.54 4.96 5.54 782 11.29| 5348 -
ance-sheet total (68) (8) (15) @)
(excl. branches)
Share of potential loss in 27.83 33.26 20.99 847| 1638| 3827| 5481| 83.08 -
own funds in reaching 8% (60) (18) (12) (4)

capital adequacy
(excl. branches)

Source: NBS.

Figures in brackets below the quartile values represent the share of banks (measured by volume of net assets) for which the value of the indicator lies
between the value of the given quartile and the previous quartile.
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9.2.2 INSURANCE COMPANIES

Table 20 Net profit and profitability indicators of insurance companies (data on profit in EUR

thousands)
Value Value YJy change Share in total written
(EUR thousands) (EUR thousands) y (%) 9 premium
31.12.2008 31.12.2007 ? (%)
Total net profit 107,592 184,960 -41.83 5.12
ROA (%) 1.88 3.42 -1.54 -
ROE (%) 8.85 17.55 -8.70 -

Source: NBS.

Table 21 Technical premium (volumes in EUR thousands)

Value Value Share in
(EUR thou- | (EURthou- | Y/y change | total written CR3 HHI HHI
sands) sands) (%) premium (%) 31.12.2008 | 31.12.2007
31.12.2008 | 31.12.2007 (%)
Total 2,100,114 | 1,903,928 10.30 100.00 63.63 1,717 1,748
Life insurance 1,098,999 945,940 16.18 5233 54.26 1,408 1,450
Whole life and endow-
ment assurance (A1) 625,210 598,423 448 29.77 63.50 1,621 1,650
Insurance connected
with an investment
fund (A4) 344,984 220,553 56.42 16.43 66.49 1,705 1,577
Accident or sickness
insurance (A6) 108,106 103,072 4.88 5.15 67.45 1,713 1,770
Other 20,699 23,891 -13.36 0.99 87.59 4,169 4,253
Non-life insurance 1,001,115 957,987 4.50 47.67 76.63 2,373 2,335
Automobile liability
insurance (B10a) 320,611 321,651 -0.32 15.27 80.33 2,712 2,715
Motor-hull insurance
(B3) 307,580 292,113 5.30 14.65 79.39 2,425 2,396
Property damage insur-
ance (B8+B9) 219,562 210,970 4.07 10.45 75.97 2,628 2,594
Other 153,362 133,254 15.09 7.30 65.29 1,972 1,779

Source: NBS.

Note: CR3 is the share of three institutions with the highest volume of the given item in the total amount of that item in the sector. CR5 is the
share of five institutions with the highest volume of the given item in the total amount of that item in the sector. HHI is defined as the sum of
squares of shares of individual institution in the total volume of the given item. The calculation of these three indicators covers only institu-
tions having a positive value of the given item. In the case of all institutions having an equal share, the HHI value would be 400, were the
number of institutions 25. Assets are expressed in the gross value; equality with liabilities is achieved by deducting the value of depreciation
changes and provisions.
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Table 22 Technical premium ceded to reinsurers

Value Value Y/y change Share in total written
(EUR thousands) (EUR thousands) y (%) 9 premium
31.12.2008 31.12.2007 ’ (%)
Total 236,394 322,159 -26.62 11.26
Life insurance 19,006 41,927 -54.67 1.73
Non-life insurance 217,388 280,233 -22.43 21.71

Source: NBS.

Table 23 Technical indemnity costs

Value Value Share in
(EUR thou- | (EURthou- | Y/y change [ total written CR3 HHI HHI
sands) sands) (%) premium (%) 31.12.2008 | 31.12.2007
31.12.2008 | 31.12.2007 (%)

Total 963,705 794,078 21.36 45.89 67.08 1,891 2,099
Life insurance 463,051 356,049 30.05 22.05 61.94 1,595 2,090

Whole life and endow-

ment assurance (A1) 380,842 284,905 33.67 18.13 65.96 1,732 2,297

Insurance connected

with an investment

fund (A4) 45,570 33,148 37.47 217 85.87 3,810 3,432

Accident or sickness

insurance (A6) 19,837 19,703 0.68 0.94 65.34 1,784 2,079

Other 16,803 18,294 -8.15 0.80 89.40 5,829 4,765
Non-life insurance 500,654 438,029 14.30 23.84 81.25 2,538 2,466

Automobile liability

insurance (B10a) 159,083 137,397 15.78 7.57 83.06 3,016 2,781

Motor-hull insurance

(B3) 206,191 191,529 7.66 9.82 79.00 2,481 2,349

Property damage insur-

ance (B8+B9) 96,752 75,008 28.99 461 87.38 2,774 3,237

Other 38,628 34,094 13.30 1.84 78.67 2,801 2,178
Source: NBS.

Note: CR3 is the share of three institutions with the highest volume of the given item in the total amount of that item in the sector. CR5 is the
share of five institutions with the highest volume of the given item in the total amount of that item in the sector. HHI is defined as the sum of
squares of shares of individual institution in the total volume of the given item. The calculation of these three indicators covers only institu-
tions having a positive value of the given item. In the case of all institutions having an equal share, the HHI value would be 400, were the
number of institutions 25. Assets are expressed in the gross value; equality with liabilities is achieved by deducting the value of depreciation
changes and provisions.
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Table 24 Loss ratio in non-life insurance

Value Value
(EUR thousands) (EUR thousands)
31.12.2008 31.12.2007

Total 52.15 41.39
Automobile liability insurance (B10a) 43.90 48.50
Motor-full insurance (B3) 69.85 67.69
Property damage insurance (B8+B9) 49.87 35.80
Other 37.26 69.67

Source: NBS.

Table 25 Technical provisions structure of insurance companies

Value Value YJy change Share in total
(EUR thousands) (EUR thousands) y (%) 9 written premium
31.12.2008 31.12.2007 ° (%)
Total 4,022,210 3,776,766 6.50 100.00
Life insurance 2,370,925 2,354,670 0.69 58.95
Reserve for covering
payables from financial
placement on behalf of the
insured 546,128 470,820 16.00 13.58
Non-life insurance 1,105,156 951,276 16.18 27.48

Source: NBS.

Table 26 Placement of insurance companies’ technical provisions of except for provisions for

covering payables from financial placement on behalf of the insured

Value Value e S.hare in tot.aI
(EUR thousands) (EUR thousands) (%) written premium
31.12.2008 31.12.2007 (%)

Total 3,757,610 3,567,829 532 107,92

Government and central

'ngt:’rz:fse‘g zs f hE;JSSF:?tes 1,421,383 1,507,007 5,68 4082

EIB, EBRD and IBRD bonds

Bank bonds 677,709 512,675 32,19 19,46

Term accounts at banks 250,790 289,949 -13,51 7,20

Mortgage bonds 506,673 453,466 11,73 14,55

Reinsurance 250,126 313,866 -20,31 7,18

Other 650,930 490,865 32,61 18,69
Source: NBS.

The calculation of CR 3 and HHI covers only those institutions having a positive value of the given item.
In the case of all institutions having an equal share, the HHI value would be 400, were the number of institutions 25.
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9.2.3 OLD-AGE PENSION SAVING

Table 27 Pension fund management companies as at 31.12.2008

Market share” NAV of funds Number of customers

(%) (EUR thousand)
Allianz - Slovenska DSS 31 691,347 445,564
Axa DSS 28 619,692 394,088
VUB Generali DSS 15 323,719 198,044
ING DSS 1 244,991 152,877
AEGON DSS 10 226,948 194,247
CSOB DSS 6 124315 98,304
Source: NBS.

1) Market shares are calculated according to the total net asset value (NAV) of funds of the given pension fund management company.

NAV - Net Asset Value

Table 28 Economic result of pension fund management companies as at 31.12.2008

e | e | B ||
sands) sands) sands)

Allianz - Slovenska DSS 10,313 10,483 -170 0 0
Axa DSS 6,824 10,073 -3,249 -4 5
VUB Generali DSS 3,870 3,186 684 6 7
ING DSS 2,878 5,577 -2,700 -16 -16
AEGON DSS 2,979 2,219 760 6 6
CSOB DSS 1,582 2,458 -877 -7 -7
Source: NBS.

NAV
(EUR thousands)

31.12.2008

Total 2,231,013

Conservative 93,813

Balanced 649,535

Growth 1,487,664
Source: NBS.

NAV - Net Asset Value
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Table 30 Structure of pension funds’investment

(EUR ':::(:::ands) SharToZ )f EUR fof:i;:::r::::;es
k 31.12.2008 (%)

Total 2,231,013 11.14 230
Accounts at banks 476,200 10.01 1.78
Bonds 1,504,721 8.11 246
Shares 142,179 50.77 49.22
Other 307,361 24.85 12.15
Payables -199,447 34.99 50.88

Source: NBS.

Table 31 Supplementary pension companies as at 31.12.2008

Market share” NAV of funds Number
(%) (EUR thousands) of customers

ING Tatry - Sympatia, d. d. s., a. s. 40 369,599 329,999
Doplnkova dochodkova spolocnost
Tatra banky, a. s. 28 261,349 210,725
Stabilita, d. d.s., a.s. 19 177,668 158,836
Axad.d.s., a.s. 13 125,583 144,290
AEGONd.d.s., a.s. 0 999 4,296

Source: NBS.
1) Market shares are calculated according to the total net asset value (NAV) of funds of the given pension fund management company.
NAV - Net Asset Value

Table 32 Economic result of supplementary pension companies as at 31.12.2008

Revenues Expenses Profit/loss
(EUR thou- (EUR thou- (EUR thou- ROA ROE
(%) (%)
sands) sands) sands)
ING Tatry - Sympatia, d.d.s., a.s. 10,862 9,249 1,613 10 18
Doplnkova dochodkova spolo¢nost
Tatra banky, a.s. 5173 3,369 1,804 24 35
Stabilita, d. d. s., a.s. 4,488 3,871 617 17 20
Axad.d.s, a.s. 2,962 2,861 100 1 1
AEGONd.d.s. a.s. 66 854 -788 -39 -41
Source: NBS.
NBS
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Table 33 Supplementary pension funds

NAV
(EUR thousands)
31.12.2008
Total 935,199
Contribution 907,162
Payroll 28,037
Source: NBS.

NAV - Net Asset Value

Table 34 Investment structure of supplementary pension funds

(EUR t\:iatilljjiands) Shar?o/(: )f EUR fofc::jf::r?:::es
31.12.2008 (%)

Total 935,199 9.30 0.70
Accounts at banks 301,635 411 0.69
Bonds 602,895 10.83 242
Shares 13,647 3338 49.77
Other 37,501 19.56 2.64
Liabilities -20,480 12.44 87.56

Source: NBS.
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9.2.4 COLLECTIVE INVESTMENT

Table 35 Asset management companies as at 31.12.2008

NAV of mutual funds Market share
(EUR thousands) (%)
Total 3,288,865 100.00
Tatra Asset Management 1,423,003 43.27
Asset Management SLSP 835,690 2541
VUB Asset Management 578,587 17.59
CSOB Asset Management 168,861 513
Prva penzijna 123,494 3.75
AlG Funds Central Europe 49,460 1.50
ISTRO Asset Management 41,290 1.26
Allianz Asset Management 35,512 1.08
IAD Investments 24,506 0.75
KD Investments 8,463 0.26

Source: NBS.
NAV - Net Asset Value

Table 36 Expenditure, revenues and profitability indicators of domestic asset management

companies as at 31.12.2008

Eroee | Ghoe | om | A | e
sands) sands) sands)

Total 55,681 47,237 8,444 14 16

AlG Funds Central Europe 1,979 1,795 184 6 8

Allianz Asset Management 386 943 -557 -13 -13

Asset Management SLSP 11,409 10,550 859 1 22

CSOB Asset Management 6,181 4,940 1,241 13 15

IAD Investments 648 643 5 0 0

Istro Asset Management 991 973 18 1 1

KD Investments 521 1,637 -1,116 -143 -158

Prva Penzijna 2,374 1,895 479 16 19

Tatra Asset Management 21,288 14,745 6,542 27 28

VUB Asset Management 9,904 9,116 788 20 24
Source: NBS.
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Table 37 Structure of mutual funds as at 31.12.2008

Fund type “:E:::t N?’t"?::et Number of | - CR3" RS HHIY u:;g:n
(%) (EUR R (%) (%) distribution
thousands)

Total mutual funds 100.00 | 3,788,179 503 35 45 20
Domestic 86.82 3,288,865 123 35 45 572 81
Money market funds 42.92 1,625,774 13 70 88 1,889 769
Bond funds 10.70 405,227 9 88 95 3,268 1,111
Equity funds 242 91,548 9 70 86 1,835 1,111
Mixed funds 8.14 308,310 18 58 72 1,831 556
Funds of funds 9.17 347,475 21 55 75 1,367 476
Other funds 9.00 340,840 7 73 95 2,170 1,429
Special funds 0.61 22,960 1 100 100 10,000 10,000
Real estate funds 3.13 118,634 4 93 100 3,336 2,500
Closed funds 0.74 28,097 41 27 40 6 244
Foreign? 13.18 499,314 380 18 25 226 26
Money market funds 237 89,811 24 84 93 2,998 417
Bond funds 1.19 45,119 72 37 54 725 139
Equity funds 2381 106,538 188 38 48 720 53
Mixed funds 1.00 37,719 27 75 91 3,061 370
Funds of funds 0.46 17,364 22 90 94 6,098 455
Other funds 5.35 202,764 47 21 32 397 213

Source: NBS.

1) Market concentrations are calculated only for open mutual funds (do not include closed and special funds).

2) For foreign mutual funds the net asset value represents units sold in the Slovak Republic.

The calculation of CR 3, CR 5 and HHI covers only those institutions having a positive value of the given item. In the column “HHI if uniform
distribution” the HHI value is that which would express the concentration in the case of a uniform distribution of the net asset value in the
given group of funds.
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Table 38 Net sales of open mutual funds as at 31.12.2008

12 months Number HHI HHI if uniform
(EUR thousands) of funds distribution
Total open mutual funds -812,765 503 - 20
Domestic -683,004 123 978 81
Money market funds -496,278 13 2,733 769
Bond funds -49,718 9 5,544 1,111
Equity funds -531 9 4,478 1,111
Mixed funds -45,815 18 6,893 556
Funds of funds -144,384 21 3,469 476
Other funds 58,240 7 5,703 1,429
Special funds -4,518 5 10,000 2,000
Foreign -129,760 380 1,868 26
Money market funds -43,191 24 9,628 417
Bond funds -46,920 72 1,512 139
Equity funds -35,344 188 1,409 53
Mixed funds -29 27 9,072 370
Funds of funds 3,038 22 4,613 455
Source: NBS.

The calculation of CR 3, CR 5 and HHiI covers only those institutions having a positive value of the given item. In the column “HHI if uniform
distribution” the HHI value is that which would express the concentration in the case of a uniform distribution of the net asset value in the

given group of funds.
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Table 39 Average performances of open mutual funds as at 31.12.2008 (% p.a.)

3 months 1 year 3 years
Min Average Max Min Average Max Min Average Max
Total open mutual
funds -55.57 -3.69 933 | -73.98 -5.67 11.17 | -43.19 -0.64 342
Domestic -41.37 -2.92 298 | -70.23 -3.96 829 | -2372 0.63 342
Money market
funds -8.04 -0.68 1.26 -8.38 1.07 3.96 -0.64 2.00 342
Bond funds -14.67 -1.87 298 | -16.74 -1.10 5.64 -6.54 0.28 2.93
Equity funds -4137 | -2478 | -21.52 | -70.23 | -51.73 | -43.67 | -23.72 | -20.66 | -18.58
Mixed funds -31.27 -6.98 0.71 | -61.54 | -13.23 -1.49 | -16.64 -6.92 245
Funds of funds -20.97 | -10.01 0.51 | -33.67 | -22.04 -0.71 -4.32 -3.01 -3.02
Other funds -1.72 0.49 1.16 -3.38 -0.98 0.24 = = =
Special funds -2.04 0.21 1.67 -9.24 2.18 8.29 = = =
Foreign -55.57 -8.83 933 | -73.98 | -16.90 11.17 | -43.19 -8.98 342
Money market
funds -16.30 -0.11 157 | -22.13 0.57 428 | -34.89 -1.77 342
Bond funds -39.35 -6.28 9.33 | -49.50 -7.81 11.17 | -41.58 -6.71 2.96
Equity funds -55.57 | -29.15 756 | -73.98 | -50.81 6.67 | -43.19 | -20.29 -2.26
Mixed funds -35.54 | -20.71 -1.07 | -45.62 | -42.14 -2.66 | -11.13 -3.70 -2.84
Fondy fondov -29.08 -7.04 451 | -39.00 | -15.94 -539 | -13.91 -5.07 0.29
Other funds -32.76 -0.30 3.03 | -43.61 -3.15 347 | -31.23 -1.56 1.69
Source: NBS.

Table 40 Asset structure of domestic mutual funds as at 31.12.2008

Money market funds Other funds
(EUR thousands) (EUR thousands)
Total 1,629,452 1,668,338
Deposits at banks 462,266 352,027
Securities other than shares and mutual fund
certificates 1,163,073 804,633
Shares and mutual fund certificates 3,071 361,940
Shares and other ownership interests 0 87,030
Financial derivatives” 967 -10,569
Other assets 75 73,275

Source: NBS.
1) Financial derivates contains derivates with positive and negative real value.
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9.2.5 INVESTMENT FIRMS

Table 41 Basic characteristics of investment firms as at 31.12.2008

Volume of assets

Volume of trades Market share e Market share
(EUR thousands) (%) (EUR thousands) (%)
Banks and branches of foreign
banks 14,072,300 64 2,026 3
Management companies 101 0 57,897 83
IFs with capital over
EUR 1,162 mil. 66,991 0 2,526 4
Others 7,701,845 35 6,984 10
Source: NBS.

Note: Investment firms who are not banks are divided by the size of their registered capital. Investment firms with their registered capital of
less than EUR 1,162 million are not licensed for providing IS-3 investment services (accepting a customer’s instruction for the acquisition or
sale of an investment instrument and its execution on the own account).

Table 42 Market concentrations by investment firms’ trading volumes

Number CR3 CR5 HHI
of traders (%) (%)
Total 41 84 95 2,486
Banks and branches of
foreign banks 19 86 96 3,076
Management companies 7 100 100 10,000
IFs with capital over
EUR 1,162 mil. 5 100 100 9,629
Others 10 100 100 9,624
Source: NBS.

Note: Market concentrations are calculated for current quarter.

The calculation of CR 3, CR 5 and HHI covers only those institutions having a positive value of the given item.
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Table 43 Volume of trades by individual investment services as at 31.12.2008
(EUR thousands)

IS-1" IS-22 IS-3%
Total trades 4,424,325 4,960,017 12,456,896
Shares 16,616 5,559 43
Bonds 8,308 206,228 121,794
Mutual fund certificates 15,796 159 0
Fungible securities 1,408 1,121 82,752
Money market instruments 266,995 2,509,274 1,682,205
Foreign securities 13,870 2,857 307
Derivatives - type A 4,074,016 2,234,820 10,566,849
Derivatives - type B 4,729 0 2,946
Derivatives - type C 14,029 0 0
Derivatives - type D 6,819 0 0
Credit derivatives 0 0 0
Contracts for difference 4 0 0
Derivatives - type E 1,736 0 0

Source: NBS.

1) IS-1 - acceptance of a customer’s instruction to acquire, sell or otherwise handle the investment instrument and the subsequent forward-
ing of the customer’s instruction for the purpose of its realization.

2) IS-2 - acceptance of a customer’s instruction to acquire or sell the investment instrument and its realization on an account other than the
provider’s account.

3) IS-3 - acceptance of a customer’s instruction to acquire or sell the investment instrument and its realization on own account.

Derivatives - type A - According to § 5 paragraph 1 letter d) of the Securities Act.

Derivatives - type B~ According to § 5 paragraph 1 letter e) of the Securities Act.

Derivatives - type C - According to § 5 paragraph 1 letter f) of the Securities Act.

Derivatives - type D - According to § 5 paragraph 1 letter g) of the Securities Act.

Derivatives - type E - According to § 5 paragraph 1 letter j) of the Securities Act.
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9.2.6 INVESTMENT GUARANTEE FUND

Table 44 Basic characteristics of Investment Guarantee Fund (IGF, data are in EUR thousands)

Cumulative Amount of clients’ [ Maximal amount
Date Revenue" Costs .
value of fund property of compensations
31.12.2007 466 466 1,570 471,322 81,685
31.12.2008 509 509 1,852 565,174 94,316
Source: NBS.

1) Consist of received subscriptions paid to IGF and of interest profit from current and term deposit of IGF.

The Investment Guarantee Fund collects financial contributions of stock brokerage firms, branches of foreign stock brokerage firms, asset
management companies, and branches of foreign asset management companies to provide compensation for inaccessible client assets
received by an investment firm, foreign investment firm or asset management company for the provision of investment services and handles
with the funds acquired pursuant to the Securities Act. The Investment Guarantee Fund was established under the Securities Act. Activities of
the Fund are regulated pursuant to Art. 80 to 98 of the Securities Act.
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ANALYSIS OF THE SLOVAK FINANCIAL SECTOR 1 45
2008






GLOSSARY AND
ABBREVIATIONS






GLOSSARY

NAMES OF BANKS AND THEIR DIVIDING INTO GROUPS

LARGE BANKS

VUB - Vieobecna UGverova banka, a. s.
SLSP - Slovenska sporitelfia, a. s.
Tatra banka - Tatra banka, a. s.

MEDIUM BANKS

OTP - OTP Banka Slovensko, a. s.
Dexia — Dexia Banka Slovensko, a. s.
UniCredit - UniCredit, a. s.
Volksbank — Volksbank, a. s.
Istrobanka - Istrobanka, a. s.

BANKS AND BRANCHES OF FOREIGN BANKS CONNECTED WITH THEIR OWN FINANCIAL GROUPS
Citibank - Citibank (Slovakia), a. s.

Komerc¢ni banka - Komercni banka Bratislava, a. s.

Calyon - Calyon Bank Slovakia, a. s., foreign bank branch

CSOB - Ceskoslovenska obchodni banka, a.s.

ING - ING Bank N.V., foreign bank branch

Commerzbank - Commerzbank Aktiengesellschaft, foreign bank branch, Bratislava
HSBC - HSBC Bank plc, foreign bank branch

MAIS - Banco Mais, S. A., foreign bank branch

ABN AMRO - ABN AMRO Bank N.V.,, foreign bank branch

BRE Bank - BRE Bank SA, branch of foreign bank mBank in Slovak Republic
J&T Banka - J&T BANKA, a.s., foreign bank branch

BUILDING SOCIETIES

PSS - Prva stavebnd sporitelfia, a. s.

Wiistenrot — Wiistenrot stavebna sporiteliia, a.s.

CSOB stavebnd sporiteltia — CSOB stavebna sporiteliia, a. s.

NON-CLASSIFIED BANKS

Postovd banka - Postova banka, a. s.

Privatbanka - Privatbanka, a. s.

SZRB - Slovenskd zéru¢na a rozvojova banka, a. s.
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INSURANCE COMPANIES

AEGON - AEGON Zivotna poistovnia, a.s.

Allianz - Allianz Slovenska poistoviia, a.s.

Amslico — AMSLICO AIG Life poistovna a.s.

Ceskd poistovria Slovensko — Ceska poistoviia — Slovensko akciova spolo¢nost
Poistovia CSOB - CSOB Poistovia, a.s.

D.A.S. - D.AS. poistoviia pravnej ochrany, a.s.

Generali — Generali Poistovna, a.s.

ING - ING Zivotna poistoviia, a.s.

Komundina poistoviia - KOMUNALNA poistovia, a.s. Vienna Insurance Group
Kontinuita - KONTINUITA poistovna, a.s. Vienna Insurance Group
Kooperativa - KOOPERATIVA poistoviia, a.s. Vienna Insurance Group
OTP Garancia - OTP Garancia poistovna, a.s.

OTP Garancia Zivotnd poistovria — OTP Garancia Zivotna poistovia, a.s.
Cardif — Poistovna Cardif Slovakia, a.s.

HDI-GERLING - POISTOVNA HDI-GERLING Slovensko, a.s.

Poistovria Postovej banky — Poistoviia postovej banky, a.s.

Poistovria SLSP - Poistovia Slovenskej sporitelne, a.s.

PSCP Rapid — Prva ¢esko-slovenské poistoviia Rapid, a.s.

QBE - QB E poistoviia, a.s.

Poistovria TEDA - TEDA Zivotnd poistoviia, a.s.

UNION - UNION poistovna, a.s.

UNIQA - UNIQA poistovnia, a.s.

Victoria - VICTORIA-VOLKSBANKEN Poistovna, a.s.

Wiistenrot poistovia — Wiistenrot poistovia, a.s.
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Cost-to-income ratio — defined as the share of total operating costs and net income from banking ac-
tivity (purchased performances + staff costs + social costs + depreciation of tangible and intangible
assets + taxes and fees / revenues from shares and ownership interests + net income from fees and
commissions + net income from the securities operations + net income from derivatives operations
+ net income from the forex operations + net income from other operations).

CR n index - the concentration of the n largest banks, i.e. the sum of the shares of their assets in total
assets.

Cumulative gap - the sum of open positions (long or short) in certain time bands.

Defaulted loans - loans in the case of which the bank has identified a devaluation of more than 50%
or where the debtor is in more than 90 days’ arrears with payment.

Default rate — expresses the percentage of loans defaulting over the period monitored.
Enterprises - non-financial companies.

Financial intermediation - for the purpose of this analysis, the financial intermediation is understood
as the financial cashflow between the subjects, not mediation of financial services.

General government - central and local government bodies.

Herfindahl index - defined as the sum of the squares of the shares of individual banks’ assets in total
assets.

Households — the population, i.e. individuals’accounts.

Household disposable income - is calculated as the sum of the components of gross personal income
of all household members (gross financial income from employment and closely related incomes, and
gross non-financial income from employment, gross financial gains or losses from self-employment
(including royalties and fees), unemployment benefits, older-page pension benefits, the survivor’s
pension benefits, sickness benefits, invalidity benefits and contributions for education) plus compo-
nents of the gross income at the household level (income from rented assets or land, family benefits
and contributions paid to families with children, the social exclusion not classified elsewhere, hous-
ing benefits, regularly received financial transfers between households, interest, dividends, profit
from capital investment in a non-registered business, income of persons younger than 16 years of
age less regular property taxes, regular paid financial transfers between households, income tax, and
social insurance contributions).

Liquidity up to 7 days and up to 3 months — the share of liquid assets and volatile funds, where liquid
assets include cash in hand, the bank’s current accounts at other banks and all Treasury bills and
government bonds on which no right of lien is established, including those that the bank acquired in
reverse repo trades, all claims against customers and banks with a residual maturity of up to 7 days,
or up to 3 months and volatile funds are the sum of payables towards banks and customers up to 7
days, or 3 months.

Liquidity cushion — defined as the sum of cash in hand, government bonds, Treasury bills and NBS
bills, loans to foreign banks, deposits at NBS and the volume of assets on the domestic interbank
market after deducting banks’ payables towards NBS, foreign banks and the DLMA public debt &
liquidity management agency.
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Loan-to-deposit ratio — the share of loans to customers and the sum of deposits from retail, enter-
prises and financial companies plus issued mortgage bonds.

Loan-to-value ratio — defined as the proportion of the volume of a provided loan and the value of its
security.

Long position — a position in which assets are greater than liabilities.

Net balance-sheet position — defined as the difference between forex assets and liabilities in the bal-
ance sheet.

Net off-balance-sheet position — defined as the difference between forex assets and liabilities in the
off-balance sheet.

Non-banking financial companies (NBFCs) - other financial companies, financial intermediaries, pen-
sion and mutual funds, insurance companies.

Quick liquidity ratio - immediately liquid assets / highly volatile funds.

Retail - households, sole traders and non-profit companies serving prevailingly households.

Short position — a position in which liabilities are greater than assets.

The open position for up to 3 months - is the difference between, on the one hand, the sum of claims
against customers and debt securities issued by banks and enterprises which have a residual matu-
rity of up to 3 months, and, on the other hand, the sum of liabilities towards customers and issued

securities which have a residual maturity of up to 3 months.

Total net position — defined as the sum of the net balance-sheet position and net off-balance-sheet
position.

Unit-linked reserve — technical reserve that is created for life insurance linked with investment fund in
insurance branch A4.
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LIST OF INSURANCE CATEGORIES

A — LiFE INSURANCE

1.

oA wnN

B-
1.
2.
3.
4.
5.
6.
7.
8.

Whole-life insurance, pure endowment insurance or whole-life and endowment insurance
(A1)

Endowment insurance or insurance of funds for child’s maintenance (A2)

Insurance connected with capitalisation policies (A3)

Insurance according to points 1 and 3 connected with an investment fund (A4)

Pension insurance (A5)

Accident or sickness insurance, if it is an additional insurance according to a type stated in
points 1 to 4 (A6)

NON-LIFE INSURANCE

Accident insurance (B1)

Sickness insurance (B2)

Non-rail land vehicle-hull insurance (B3)

Rail vehicle-hull insurance (B4)

Aircraft insurance (B5)

Watercraft insurance (B6)

Transportation and baggage insurance (B7)

Insurance of property other than that stated in points 3 to 7, caused by fire, explosion, storm,
natural hazards other than storms, nuclear energy, land slippage or subsidence (B8)

Insurance of other damage to property than that stated in points 3 to 7, arisen through hail-
storm or freezing, or other causes (e.g. theft), unless these causes are included in point 8 (B9)

10.a) Automobile liability insurance(B10a)
10.b) Carrier liability insurance (B10b)

11.
12.
13.
14.
15.
16.

17.
18.

Liability insurance for ownership or use of aircraft, including carrier’s liability (B11)

Liability insurance for ownership or use of watercraft, including carrier’s liability (B12)

General liability insurance for damage other than stated in points 10 to 12 (B13)

Credit insurance (B14)

Surety insurance (B15)

Insurance of various financial losses resulting from performing an occupation, from insufficient
income, from poor weather conditions, from loss of profit, from permanent general costs, from
unexpected business expenditures, from loss of market value, from loss of regular income
source, from other indirect commercial financial loss and other financial losses (B16)

Legal protection insurance (B17)

Travel assistance insurance (B18)
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GLOSSARY AND ABBREVIATIONS

ABBREVIATIONS

COUNTRIES

AT Austria IT Italy

BE Belgium LT Lithuania
Y Cyprus LU Luxembourg
cz Czech Republic Lv Latvia

DE Germany MT Malta

DK Denmark NL Netherland
EE Estonia PL Poland

ES Spain PT Portugal

FI Finland SE Sweden

FR France SI Slovenia

GR Greece SK Slovakia

HU Hungary UK Great Britain
IE Ireland

OTHERS

AAMC  Association of Asset Management Companies

ALC Association of Leasing Companies
ALCO Asset and Liabilities Committee
AM asset management

BIS Bank for International Settlement

BRIBID  Bratislava interbank bid rates
BRIBOR Bratislava interbank offered rates
BSSE Bratislava Stock Exchange

csD Central Securities Depository
DLMA  Debt and Liquidity Management Agency
FC foreign currency
CPI consumer price index
EBOR European Bank for Reconstruction and Development
ECB European Central Bank
EIB European Investment Bank
EMU European Monetary Union
EU European Union
EUR euro
GDP gross domestic product
HHI Herfindahl index
IBRD International Bank for Reconstruction and Development
IFs Investment firms
IFRS International financial reporting standards
IGF Investment Guarantee Fund
IMF International Monetary Fund
MIM metainformation system
NAV net asset value
NBS Nérodnd banka Slovenska
O/N overnight interest rate
NBS
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PFMCs
p. p.
ROA
ROE
RWA
SAX
SDX
SKK
SME
SPC
SR
VaR
7SR

Pension funds management companies
percentage point

return on assets

return on equity

risk weighted assets

Slovak stock index

Slovak bond index

Slovak koruna

small and medium enterprises
Supplementary pension company
Slovak Republic

value at risk

Slovak Railways

NBS

ANALYSIS OF THE SLovAak FINANCIAL SECTOR
2008

155












LIST OF CHARTS

Chart1  Amounts of assets or assets Chart23 Selected items of corporate
under management in the financial deposits 30
market by segment 17 Chart24 Year-on-year changes in corporate
Chart2  Absolute and relative increases loans 31
in assets in the financial market Chart25 Changes in standards for corporate
by segment 17 loans 31
Chart3  Share of assets and assets under Chart 26 Average maturities of loans by
management — entities under NBS sectors 32
supervision 18 chart27 Changesin corporate demand
Chart4 Share of assets and assets under for loans 32
management - all entities 18 Chart28 Structure of the portfolio of loans
Chart5 Average values of ROE in the to non-financial companies by
financial market by segment 18 sectors 32
Charté Direct and indirect financing 18 Chart29 Interest rates for corporate
Chart7  Financial assets and liabilities deposits and loans 33
of households and enterprises 19 Chart30 Spreads between interest rates
Chart8  Financial assets of households: for corporate deposits and loans
changes from the liquidity point and the 6-month BRIBOR 33
of view 19 cChart31 Deposits of non-banking
Chart9  Performance of individual types financial companies 35
of household financial assets 19 chart32 Total nominal values of issued
Chart 10 Structure of household financial bonds for individual months and
assets by performance, liquidity mortgage loans 36
and risk 20 chart33 Maturity of issued bonds 36
Chart 11 Main items of assets and liabilities 26  Chart34 Volume of bonds maturing by
Chart 12 Month-on-month changes in the end of 2015 37
particular components of liabilities 26 Chart35 Placement of mortgage bonds
Chart 13 Loan-to-deposit ratio: issued since 2004 in particular
development and distribution 26 sectors 37
Chart 14 Household deposits 27 Chart36 Structure of securities owned
Chart 15 Expected impact of redemptions by banks 38
and the introduction of euro on Chart37 Structure of debt securities
household deposits 27 portfolio by sector of the issuer 38
Chart 16 Year-on-year changes in the Chart38 Distribution of debt securities
volume of retail loans 27 of foreign banks and financial
Chart17 Year-on-year changes in the companies by ratings 38
volumes of new retail loans 28 cChart39 Selected items of interbank
Chart 18 Quarterly changes in the prices assets and liabilities and central
of a 3 - bedroom flat in regional government deposits 39
capitals 28 chart40 Components of interbank assets
Chart 19 Demand of population for and liabilities as at 31.12.2008 39
new loans 29 chart41 Overnightinterest rates in
Chart20 Development of standards the interbank market 40
for loans to households 29 cChart42 Volume of loans and deposits
Chart21 Interest rates for deposits of provided to commercial banks 40
and loans to households 29 cChart43 Countries with the largest shares
Chart22 Spreads between interest rates of deposits of non-resident banks 41
for deposits and loans of households Chart 44 Deposits of non-resident banks
and the 6-month BRIBOR 30 and implied interest rate 41
NBS
ANALYsIS OF THE SLOVAK FINANCIAL SECTOR 1 59

2008



160

ZOZNAM GRAFOV A TABULIEK

NBS

Chart 45

Chart 46

Chart 47

Chart 48

Chart 49

Chart 50

Chart 51

Chart 52

Chart 53

Chart 54

Chart 55

Chart 56

Chart 57

Chart 58

Chart 59

Chart 60

Chart 61

Chart 62

Chart 63

Chart 64

Chart 65

Chart 66
Chart 67

Chart 68
Chart 69

Chart 70

Chart 71
Chart 72

Main items of interbank

transactions 42
Purchased NBS bills and treasury

bills in the banking sector 42
ROE distribution in the banking

sector 44
Structure of interest expenses

and income 45
Interest spread from loans to

customers 45
Defaulted claims by customer

type 46
Distribution of operating efficiency

in the sector 47
Individual components of own

funds in the banking sector 48
Distribution of capital requirement

in the banking sector 48
Coverage of capital requirements

by own funds 49
Share of particular risks in capital
requirements 49
Total profit of insurance companies 54
Premium 54
Rate of increase in life and

non-life premium 54
Life assurance broken down

by amount of premium as at

31 December 2008 55
Premium in life assurance 55
Growth rate of premium in

life assurance 55
Non-life insurance broken down

on groups by amount of premium

as at 31 December 2008 56
Premium in non-life insurance 56
Growth rate of premium in

non-life insurance 56
Market share of the three

biggest insurance companies 57
Claim costs 57
Loss ratio, cost ratio, and

combined ratio 57
Gross technical provisions 59
Structure of gross technical

provisions in life assurance 59
Structure of gross technical

provisions in non-life insurance 59

Investment of technical provisions 60
Changes in the investment of
technical provisions between
31.12.2007 and 31.12.2008 60

ANALYsIS OF THE SLoVAK FINANCIAL SECTOR

2008

Chart 73

Chart 74

Chart 75

Chart 76

Chart 77

Chart 78

Chart 79

Chart 80

Chart 81

Chart 82

Chart 83

Chart 84

Chart 85

Chart 86

Chart 87

Chart 88

Chart 89

Chart 90
Chart 91

Chart 92

Chart 93

Chart 94

Chart 95

Solvency margin distribution
Average structure of investment
firms’ capital requirements by
individual risks

Structure of transactions by
investment instruments
Amount of customer assets
managed by entities licensed to
deal in securities

Amount of investments in mutual
funds sold in Slovakia

Asset value in individual fund
categories as of December 2008
Comparison of the structure of
assets in individual fund categories
as at December 2007 and 2008
Monthly cumulative net sales

of open-ended mutual funds in
Slovakia for the year 2008
Comparison of average annual
performances of open-ended
mutual funds by fund type
Pension fund assets by share

of each fund type

Individual types of investments
by share of total volume of assets
under management

Structure of bond portfolio in
individual types of funds
Structure of bond portfolio by
rating

Current pension unit value in
particular fund types

Average yield of market rivals

in particular fund types
Individual types of investments
by share of total volume of assets
under management

Household liabilities

Household indebtedness
Distribution of loan-to-income
ratio by groups of disposable
income of households

Loan burden to household
income after the purchase of

a 3-bedroom flat

Structure of defaulted household
loans

Structure of financial assets

of households

Consumer confidence indicator

60

65

65

66

69

69

70

70

71

75

76

77

78

78

79

80

84
84

84

85

86

87
87



Chart96 Comparison of the structure

of the portfolio of loans to

non-financial companies with

the structure of gross production,

broken down by sectors 87
Chart97 Structure of the portfolio of loans

to non-financial companies from

the viewpoint of their sensitivity

to economic downturns 88
Chart 98 Gross industrial production
in selected sectors in 2008 88

Chart99 Return on assets and operating

efficiency in the course of the entire

year 2008 - year-on-year changes 89
Chart 100 Year-on-year comparison

of selected corporate sector

indicators for 2007 and 2008 89
Chart 101 Year-on-year comparison of

corporate sector ROA for the

4th quarter of 2007 and 2008 89
Chart 102 Year-on-year comparison of the

liquidity position of non-financial

companies for the 4th quarter

of 2007 and 2008 90
Chart 103 Year-on-year comparison

of indebtedness of non-financial

companies for the 4th quarter

of 2007 and 2008 90
Chart 104 Volume and share of defaulted

corporate loans 91
Chart 105 Volume of defaulted corporate

loans in selected sectors 91

Chart 106 Effect of contagion risk stress

testing on the domestic interbank

market 94
Chart 107 Structure of assets and liabilities

in foreign currencies other than

euro as at 31 December 2008 95
Chart 108 Development of a 10-day VaR

(99%) in individual bank groups 95
Chart 109 Distribution of the ratio of

a decrease in economic asset

value and liabilities with a parallel

increase in interest rates by 1 p.p.

to balance sheet total 96
Chart 110 Stress scenarios for the interest
rate risk analysis 97

Chart 111 Interest rates on the interbank

market — maturities of upto 1 year 97
Chart 112 Interest rates on the interbank

market — maturities of over 1 year 97
Chart 113 Customer interest rates 97

Chart 114 Stress scenario results — first
approach, Scenario 1

Chart 115 Stress scenario results - first
approach, Scenario 2

Chart 116 Stress scenario results — second
approach, Scenario 1

Chart 117 Stress scenario results — second
approach, Scenario 2

Chart 118 Median values of liquidity ratios

Chart 119 Comparison of the liquidity
cushion and the open position
from transactions with customers

Chart 120 Impact of a scenario where
customer deposits drop by 20%
on the seven-day liquidity ratio

Chart 121 Distribution of liquidity ratio
in the sector as at 31 December
2008

Chart 122 Comparison of the ratio of loans
to total assets with the ratio of
deposits and issued securities to
total assets

Chart 123 Average durations of pension
funds portfolios

Chart 124 Distribution of the percentage
proportion of shares and units
to NAV

Chart 125 Distribution of the impact of
particular scenarios on insurance
companies

Chart 126 Impact of an ECB rate decrease
by 1 p.p. and CDS spreads increase
on the insurance sector

Chart 127 Impact of an ECB rate decrease
by 1 p.p. and CDS spreads increase
on PMC funds

Chart 128 Structure of the impact of an ECB
rate decrease by 1 p.p. and a CDS
spreads increase on PMC funds

Chart 129 Distribution of the impact of
particular scenarios on PMC funds

Chart 130 Impact of an ECB rate decrease
by 1 p.p. and CDS spreads increase
on mutual funds

Chart 131 Distribution of the extreme
scenario’s impact on the collective
investment sector

ANALYsIs OF THE SLovAK FINANCIAL SECTOR

99

99

99

99

100

100

101

101

101

103

103

111

111

112

112

112

113

113

NBS
2008

161






LIST OF TABLES

Table 1

Table 2

Table 3

Table 4

Table 5

Table 6

Table 7

Table 8

Table 9

Table 10

Table 11

Table 12

Table 13

Table 14
Table 15

Table 16

Table 17

Table 18

Table 19

Table 20

Table 21
Table 22

Table 23

Selected financial flows
(December 2007 - December 2008)
Profit-making in the banking
sector

Trading income

Loss ratio, cost ratio and combined
ratio of non-life insurance groups
asat31.12.2008

Premium ceded to reinsurers
Annual yield of pension funds as
at 31 December 2008

Ratios of defaulted household
loans

Exposure of insurance companies’
assets to market risks

Risk exposure of contribution
funds of supplementary pension
companies

Exposure of mutual funds to risks
Stress scenario setting

Impact of macroeconomic
scenarios

Impact of macroeconomic
scenarios on the banking sector
Number of financial institutions
Individual countries’ shares in

the registered capital of individual
types of financial institutions
asat31.12.2008

Asset and liability structure

of banks and branches of foreign
banks in the SR as at 31.12.2008
Revenues and expenditures

of banks and branches of foreign
banks

Profitability indicators of banks
and branches of foreign banks
and their distribution in the
banking sector

Risk and capital adequacy
indicators of banks and branches
of foreign banks and their
distribution in the banking sector
Net profit and profitability
indicators of insurance companies
Technical premium

Technical premium ceded to
reinsurers

Technical indemnity costs

21

44

46

58

58

78

86

102

104

105

109

110

111
123

126

127

129

130

131

133
133

134
134

Table 24
Table 25

Table 26

Table 27

Table 28

Table 29

Table 30

Table 31

Table 32

Table 33

Table 34

Table 35

Table 36

Table 37

Table 38

Table 39

Table 40

Table 41

Table 42

Table 43

Table 44

Loss ratio in non-life insurance

135

Technical provisions structure of

insurance companies

135

Placement of insurance companies’
technical provisions of except for
provisions for covering payables
from financial placement on behalf

of the insured

135

Pension fund management

companies as at 31.12.2008

136

Economic result of pension fund
management companies as at

31.12.2008
Pension funds

136
136

Structure of pension funds'’

investment

137

Supplementary pension

companies as at 31.12.2008

137

Economic result of supplementary
pension companies as

at 31.12.2008

Supplementary pension funds

137
138

Investment structure of

supplementary pension funds

138

Asset management companies

asat 31.12.2008

139

Expenditure, revenues and
profitability indicators of domestic
asset management companies

asat31.12.2008

139

Structure of mutual funds as

at 31.12.2008

140

Net sales of open mutual funds

asat 31.12.2008

141

Average performances of open

mutual funds as at 31.12.2008

142

Asset structure of domestic

mutual funds as at 31.12.2008

142

Basic characteristics of investment

firmsas at 31.12.2008

143

Market concentrations by

investment firms’ trading volumes

143

Volume of trades by individual
investment services as

at31.12.2008

144

Basic characteristics of Investment

Guarantee Fund

145

NBS
AnALysis OF THE SLovAk FINANCIAL SECTOR
2008

163









	Contents
	Foreword
	Analysis summary
	Box 1: Macroeconomic environment in the Slovak Republic

	Characteristics of the Slovak financial sector
	Activity of financial institutions
	Financial assets of households
	Selected financial flows

	1	Banking sector
	1.1	Trends in the banking sector balance sheet
	Retail Sector
	Corporate sector
	Box 2: Liquid assets indicator

	Other sectors
	General government
	Securities
	Banks
	Box 3: Interbank operations in January 2009
	Box 4: Selected off-balance sheet transactions in the banking sector


	1.2	Profitability
	Net interest income
	Non-interest income
	Income from provisioning, write off and sale of receivables
	Operating expenses

	1.3	Capital requirement

	2	Insurance sector
	2.1	Financial position of the insurance sector
	2.2 Premium 
	2.3	Insurance groups
	2.4	Premium written
	2.5	Market concentration
	2.6	Claim costs 
	2.7	Reinsurance
	2.8	Technical provisions and their investment
	2.9	Insurance companies solvency

	3	Investment firms
	3.1	Capital adequacy
	3.2	Investment services and asset management

	4	Collective investment
	5	Pension saving
	5.1	Pillar II
	5.2	Pillar III

	6	Risks in the financial sector
	6.1	Banks
	Box 5: Stress testing methodology
	Box 6: Scenarios of development of interest rates for interest rate risk sensitivity testing 

	6.2	Insurance companies
	6.3	Funds of pension management companies
	6.4	Funds of supplementary pension companies
	6.5	Collective investment

	7	Macro Stress Testing
	7.1	Description of used stress scenarios
	7.2	Stress testing results

	8	Financial market infrastructure
	8.1	Deposit Protection Fund
	8.2	Investment Guarantee Fund
	8.3	Bratislava Stock Exchange
	8.4	Central Securities Depository
	8.5	Slovak Insurers Bureau

	9	Annexes
	9.1	Information about the structure of financial market
	9.2	Analytical data

	Glossary and abbreviations
	Glossary
	Names of banks and their dividing into groups
	Insurance companies
	Glossary
	List of insurance categories

	Abbreviations
	Countries
	Others


	List of charts and tables
	List of charts
	List of tables


