NARODNA BANKA SLOVENSKA

Report on the Results of the Slovak
Financial Sector Analysis

for thefirst half of 2006



Contents

ANAIYSIS SUMIMBIY .ttt eiee ettt e et e et e e e s st e e e ssteeesaseeeaaseeeanseeeanseeeeseeeennneeeanseeeanseneanes 3
Characteristics of the Slovak finanCial SECLON ..........c.eeviiiiiiiie e 7
L BANKING SECLON ...ttt ettt et e e st e e s bt e e s ate e e anbe e e e sbeeesbeeesnseeeanneeennneeens 14
Main changes and trends in banks' HabilItIeS..........c.ooi i 14
Main changes and trends in DanKS @SSELS...........uiiiiiiiiiii e 21
INEErDANK MEIKEL ... .ot e et e e e e e snre e e snneeeenes 29
Off-DAlANCE SNEEL.......coie et et e e nae e e snneas 32
0112 o] [ YRR PURRPRRI 35
(@F= o1 k= IF="0 (=0 170y VAPPSR 39
RiSKS IN the DANKING SECLON .......eoiieie e 41
S S =S 1 o SRR 57
2 INSUIMBINCE SECLON ...ttt e e e e ettt e e e e e st et e e e e mbe e e e e e nee e e e e e nsae e e e ansneeaeannnnneeeannnnnean 67
R o U A ATy 0 (7= [ s RS 76
4 COllECHIVE INVESIMENT ...ttt e e st e s be e e e bt e e e nsee e e snteeesnneeennes 78
S = S0 g IR (V71 oo TSRS 82
6 Financial market INfrastrUCTUIN @ .......ouee i 84
SEOCK EXCRANGE. ...ttt et e s st e e et e e s nbe e e anneas 84
Central SECUNTIES DEPOSITAIY......ccoiuiieiiieeiitieeeitee ettt e see et et e e s be e e s be e e s sbee e s nraeeesnseeeaneeeesnneas 84
Deposit ProteCtioN FUNG ...........oiiiiie et et n e e snne e snnee e 84
INvestment GUArantEe FUNG ...........oooiiiiiiie ettt e e enne e 85
SIOVEK INSUFEIS BUIMBAU .......eeeiiiieeiiiie ettt ettt et e st e st e e e snbe e e ense e e enseeeanneas 85
RS = L= e =0 o] o LoxS TR PRORSTI 86
S 0T N =0 [ o (0T LH o K= TSR 86
Analysis of the hoUSENOId SECLON...........ooieee e 91
Register of bank 10ans and QUaraNtEES ...........oouereiiiiiiiiie e 100
e AN 1 15T PO PEEPR 104
A Information on the structure of the financial market ..., 104
N 0= Y Ao o = - USRS 107
D= ¢ 007= 11070 (0] (0o |V PR PRR 119
9 Terminology and abbreviatioNS..........c..eiiiii e 123

List of boxes

Box 1 Macroeconomic environment iN SIOVAKIA...........eooiiiiiiiieiiie e 6
Box 2 Deposits and 10ans in EU banking SECLOIS. ..........eieiiiieiiiie e 19
Box 3 Supply and demand in the lending market in the first half of 2006..............cccoiiiiiiiiniieen, 26
BOX 4 EU DANKING SECLOIS.......eiiiiiiie ettt sttt saa e sae e e e e e smne e e snne e e snneeennneas 34
Box 5 Interpretation of results from the household income and living conditions survey ..................... 92

2/125



Analysis summary

The Slovak financial sector was marked in the
first half of 2006 by a continuation of the trends
seen in 2005. The financial sector reported
further growth, and since December 2005 the
volume of assets and managed assets increased
by almost SKK 100 bhillion, or 5.9%, to stand at
SKK 1,797 billion. That represented a slowdown
in comparison with the 12 months of 2005, when
the sector grew by SKK 318 billion or 23%.

The structure of the financial sector
underwent a partial change, largely due to rising
in interest rates. The banking sector continued to
hold the dominant position, though its pace of
growth slowed down in the first half of 2006.
Banks held 81.9% of the sector's assets and
managed assets in June 2006. Overall, the
banking sector's share of assets is in long-term
trend decline. Insurance companies constituted
the second largest segment with their share of the
financial sector's assets and management assets
amounting to 7.5%. Compared with December
2005, this represents a slight increase, mirroring
the development for the whole of 2005. After
increasing in  previous years, collective
investment in mutual funds saw its share decline
in the first half of 2006. The earlier growth had
been related mainly to low interest rates in
financial markets and the efforts of customers to
increase the value of their disposable funds
through riskier investments. In the first half of
2006, however, a combination of rising interest
rates and decreasing yields in certain funds once
again encouraged households to keep their
disposable funds in banks. As for pension fund
management companies, the assets under their
management increased by SKK 8 billion during
the first half of 2006, following a rise of SKK 9
billion for the whole of 2005.

Most financial sector institutions reported an
increase in profitability, the only exception being
the decline in profits of asset management
companies. Profits in the insurance sector, by
contragt, rose sharply.
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The financial sector's largest player, the
banking sector, showed positive trends during the
first half of 2006.

Of particular note here was the increase in
lending. In June 2006, loans to customers
accounted for the largest share of the banking
sector's assets. As the lending share rises, the
structure of the banking sector's assets more
closely resembles the asset structure of banks in
the EU. Banks lent mainly through enterprise and
retail loans, and lending to non-banking financial
companies also increased. Despite the increase in
interest rates, there has not as yet been any tailing
off in the pace of lending growth. The year-on-
year decline in the volume of securities in the
banking sector is to a large extent related to the
redemption of government bonds issued in the
period when selected banks underwent
restructuring. Banks' holdings of all securities,
except for bank bonds and foreign equity
securities, decreased.

The main conclusion to be drawn from the
analysis of banks funds is that most domestic
banks, and the Slovak banking sector as a whole,
still have at their disposal sufficient customer
funds to finance further lending growth. In this
respect, the structure and volume of the main
aggregates of liabilities have developed without
showing any negative trends. In comparison with
the previous year, the volume of customer
deposits and issued securities held in the banking
sector increased, as did their share of tota
liahilities.

The development of the interbank market
reflected the fact that the NBS base rate was
raised by atotal of 1 percentage point in the first
half of 2006. In relation to expectations for future
development and to the situation on the foreign
exchange market, interest rates on longer
maturities experienced the most marked rise. The
volume of funds deposited with the NBS or
invested in the purchase of NBS bills increased
only dlightly year-on-year, especially when
compared with the high growth posted during the
first half of 2005. The deposits of foreign banks
also rose, as did the underlying instruments of



currency derivatives traded on the interbank
market.

The banking sector reported a net profit after
tax of SKK 8.1 hillion as at the end of June 2006.
Banks' profitability increased by almost 7% year-
on-year. The decline in net interest income in
comparison with previous years was halted. As
interest rates and bank lending rose, there was a
more substantial increase in interest income than
in interest expenses. Interest income from the
NBS and customers increased most of all, while
the decline in interest income from securities
continued. Non-interest income is an increasingly
significant element of the banking sector's overall
profit. Income from fees and trading increased.
Foreign exchange transactions were especially
lucrative. The banking sector saw an increase in
operational expenses, particularly personal costs,
but since these expenses rose at a slower pace
than did the growth in income from banking
activities, the sector's overall operational
efficiency was higher year-on-year. As the
volume of defaulted claims increased, so did the
cost of writing off claims against customers and
creating provisions. The concentration of profits
among the largest banks was a trend that
continued in the first half of 2006.

The development of capital adequacy
stabilized during the first half of 2006. The
average ratio of capital adequacy declined only
glightly over the period and there was a more
stable spread between the lowest and highest
ratios in the sector. The growth in risk-weighted
assets was accompanied by an increase in own
funds, especially retained earnings. In June 2006,
all banks reported a capital adequacy ratio above
the minimum level of 8%.

Banks' exposure to financial risks remained
largely unchanged during the first half of 2006.
The banking sector reported an improved
financial situation, with an increase in
profitability and a sufficient volume of capital.
Nor was there notable change in the financial
situation of the sectors to which banks are
significantly exposed. As household lending rose,
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so did the credit risk of households. Household
indebtedness continued to grow in the first half of
2006. According to macroeconomic data,
however, households still generated sufficient
income to meet their loan repayments.
Simulations of adverse effects on a selected
sample of households indicate that the ability of
indebted households to meet their liabilities
towards banks could be impaired by a drop-off in
their income. The macroeconomic figures also
show that the volume of financial assets held by
households is sufficient to be used for loan
repayments. The quality of the household lending
portfolio, measured by the ratio of defaulted
loans to total household loans, remained basically
unchanged, largely because of the increase in
new lending. The actual volume of defaulted
loans rose.

Defaulted loans as a share of total corporate
loans continued their trend decline in the first half
of 2006. The relative improvement in the quality
of the corporate loans portfolio resulted from the
increase in overall corporate lending, and
especially the write-off and transfer of loss-
making loans. The volume of defaulted loans fell
during the previous 18 months.

Securities held by the banking sector had a
conservative  structure  and  predominantly
included government bonds. Certain banks
reported a growing share of riskier securities,
reflecting efforts to increase and diversify
income.

The banking sector had negligible exposure to
foreign exchange risk in June 2006. In most
banks, the volume of liabilities denominated in
foreign currency was greater than the volume of
assets so denominated. Banks were closing these
open positions through derivative transactions,
particularly currency forwards and swaps.
Practically every bank which traded in currency
options had closed positions under option
contracts.

In June 2006 the exposure of banks to interest
rate risk was also relatively low in regard to the
effect of rate changes on the real value of assets
and liabilities. This was because a large
proportion of assets and liabilities carried



variable or partially fixed interest rates. Banks
were especialy sensitive to interest rate rises,
more so because of the declining value of fixed-
rate securities held in their portfolios. That said,
offering partially fixed rates allowed banks to
shift the interest rate risk to cusomers, though at
the expense of their own credit risk.

The significance of the liquidity risk in the
banking sector remained substantially the same
during the first half of 2006. On the one hand, the
provision of long-term loans further exacerbated
the time discrepancy between assets and
liabilities, which was reflected in lower median
of liquidity ratios for maturities of up to 7 days
and up to 3 months. On the other hand, the share
of the liquidity cushion in the total assets of the
banking sector stopped falling at the end of 2005
and achieved relative stability in the first half of
2006.

Written premiums amounted to SKK 26.6
billion by the end of the first half of 2006. Of that
total, written premiums in life insurance and non-
life insurance accounted for, respectively, SKK
11.3 billion and SKK 15.3 hillion. These figures
cannot, however, be compared with those
reported for the first half of 2005 since the
methodology used to report written premiums
was changed with respect to the application of
international accounting standards. The three
largest insurance companies saw their market
share in terms of written premiums fall from
67.5% to 60.7%, and therefore the gradually
declining trend in market concentration
continued. Indemnity costs rose in comparison
with the same period of the previous year by
16.6%, up to SKK 10 hillion. Insurance
companies made an overall profit of SKK 2.9
billion, and their net profit was a full 52% higher
year-on-year.' The investment of technical
reserves remained substantially unchanged and
they continue to be placed in low-risk assets.

! The year-on-year comparison of insurance companies
profitability is restricted by the significant changes in
accounting standards made with effect from 1 January
2006.
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In the first half of 2006, as in 2005, fully 95%
of the transactions made by customers of
securities dealers were carried out through banks,
although in comparison with the same period of
the previous year, the total volume of transactions
declined by 41%. The most traded instruments
were bonds and forward contracts. The volume of
managed assets increased by 58% to SKK 29
billion. The capital adequacy of Slovak securities
dealers fulfilled the stipulated minimum level
with a sufficient reserve.

The net value of assets managed in open-end
mutual funds hardly varied during the first half of
2006. Investors did, however, begin to gradually
sell their shares in money market and bond funds
or to shift them into riskier funds. This behaviour
was largely explained by the rise in interest rates,
which had an adverse effect on the performance
of bond funds and likewise negated the advantage
of money market funds over time deposits.
Riskier funds, especially share funds, became
more marketable and this supported the growth in
prices on European stock exchanges.

The first half of 2006 marked the deadline for
voluntary entry into the second pillar of the new
pension system. By 30 June 2006, pension fund
management companies had 1.39 million
registered savers. The volume of assets invested
through pension funds almost doubled during this
period, to stand a SKK 17.27 billion.
Meanwhile, under the third pillar, the
transformation of three supplementary pension
insurance companies into supplementary pension
companies was completed, and by the end of June
2006 they were managing SKK 14.9 hillion in
their funds.



Box 1 M acroeconomic environment in Slovakia

The gross domestic product in constant prices grew by 6.5% in the first half of 2006, reflecting areal
increase in both foreign and domestic demand. The consumption component of domestic demand rose
year-on-year by 6.1% in constant prices. Investment activity increased (up by 10.8% in constant prices).
The import and export of products and services posted double-digit growth in the first half of 2006, and
the fact that imports grew at a faster pace than exports resulted in a year-on-year deterioration in the
trade balance. Total employment increased in the second quarter by 4.5% according to a sample
workforce survey, while unemployment continued to decline (from 11.1% to 10.4% year-on-year). The
unemployment rate according to the sample survey represented 13.5% for the second quarter. As for
households, their gross disposable income increased by 12.8% in the first quarter of 2006 with their
current income growing faster than current expenditure.

Consumer prices measured by the CPI rose by 4.6% in June 2006, in comparison with the same
period of the previous year.

The NBS raised interest rates twice during the first half of 2006, and in June the base rate stood at
4.0%. Long-term market interest rates also posted growth, as did the lending and bank deposit rates.
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Characteristics of the Slovak financial sector

Assets and managed assets of the
financial sector

The Slovak financial sector in June 2006
comprised banks, insurance companies, asset
management companies (collective investment),
pension  fund management  companies,
supplementary pension companies (insurance
companies), and securities dealers (SDs).

At the end of June 2006, these institutions
managed assets worth SKK 1,797 billion, which
represented almost 122% of GDP in current
prices. For the six months from December 2005,
the volume of managed assets and assets
increased by almost SKK 100 billion, or 5.9%.
That represented a slowdown in comparison with
the 12 months of 2005, when the financial sector
reported growth of SKK 318 hillion, or 23%.
The main change was in banks assets, which
increased at a slower pace owing to a drop-off in
the inflow of short-term capital, especially from
abroad.

Although the banking sector saw a slowdown
in growth during the first half of 2006, it
continued to hold the dominant position in the
Slovak financial sector. In June 2006, the assets
held by banks totalled SKK 1,472 hbillion (net),
representing 81.9% of the assets and managed
assets in the financial sector (Chart 1 and Chart
2). Overall, therefore, the long-term trend decline
in the share of banking sector's assets is
continuing (its share for 2004 stood at 85%). The
prominent postion of the banking sector is
largely the result of an historical development in
which banks acted as the principal financial
intermediary. Such a model based on a dominant
banking sector is the norm in most European
economies.®

2 The financial sector is understood to mean financial
companies subject to regulation by the NBS.

3 In the US, by contrast, direct financial intermediation
predominates — customers acquire funds or invest surplus
money directly in financial markets.
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Chart 1 Financial institutions by share of
assets and managed assets of the financial
sector, in December 2005 and in June 2006.

December 2005| _ PFMCs

0.5%

mutual funds
7.4%

SPCs + SPICs

. [
Insurance 1.1%

banks
82.8%

Jun 2006 PFMCs
1.0%

SPCs + SPICs
1.1%

mutual funds
7.1%

insurance
companies
7.5%

banks
81.9%

Source: NBS

For banks and insurance companies, the shareis
evaluated using net assets, and for other sectors,
by the value of managed assets; the June 2006
figure for SPICsis estimated.

SDs — securities dedlers other than banks.
PFMC — pension fund management companies
(2nd pillar).

SPCs — supplementary pension companies (3rd
pillar).

SPICs — supplementary pension insurance.
companies (untransformed 3rd pillar).

Insurance companies constituted the second
most important segment of the financial sector,
accounting for 7.5% of its assets and managed
assets. That represented a dight rise in
comparison with December 2005, and also tallied
with the pace of growth for the whole of 2005.

Although it has been a growing sector of
recent years, collective investment through



mutual funds reported a decline in the first half
of 2006. Mutual funds accounted for 5.3% of the
financial sector's assets in 2004, and 7.4% in
2005, but a slowdown in growth during the first
half of 2006 saw their share slip to 7.1%. The
increase in 2004 and 2005 was mainly related to
low interest rates on financial markets and
customers' efforts to increase the value of their
disposable funds through riskier investments. By
contrast, a combination of rising interest rates in
the first half of 2006 and declining yields in
certain funds once again encouraged households
to keep their disposable funds in banks.

Chart 2 Thefinancial sector broken down by
institutions, December 2000 — June 2006
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Data was not available for SDs in 2001-2003 and
for PFMCsin 2001 — 2002.

The SPIC figure for June 2006 is estimated.

SDs — securities dedlers other than banks.

PFM Cs — pension fund management companies.
SPCs — supplementary pension companies.

SPICs — supplementary pension insurance
companies.

Securities dealers other than banks account
for a relatively small share of managed assets.
After declining in 2005, their share increased in
the first half of 2006 owing to a sharp rise in the
volume of managed assets.

Assets managed by pension fund
management companies increased during 2005
from zero to SKK 9 billion and grew by a further
SKK 8 hillion in the first half of 2006. Customer
assets managed under the 2nd pillar of pension
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savings were therefore the fastest growing
segment of the Slovak financial sector. Their
share of the sector's assets almost doubled during
the first six months of 2006. Based on the
estimated figures for supplementary pension
companies and supplementary pension insurance
companies, assets managed under the 3rd pillar
of pension savings (or insurance) increased
glightly while their share in the financial sector
remained unchanged.

Chart 3 Volume of assets managed by
different financial institutions, December 2005
—June 2006
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The datarepresent the net asset value of the
sectors in SKK hillion.

The SPIC figure for June 2006 is estimated.
SDs — securities dedlers other than banks.

PFM Cs — pension fund management companies.
SPCs — supplementary pension companies.
SPICs — supplementary pension insurance
companies.

Profitability of the financial sector

A unifying approach to comparing the
profitability of financial market sectors is to
compare the return on equity (ROE) and return
on assets (ROA) of each sector's institutions.

Asan indicator of the yield on shares, ROE is
of particular interest to company owners. This
ratio was highest in the collective investment
sector, and since domestic banks are the major
owners of asset management companies, it is
they that collected most of the profits. In terms of



ROE, the advantage of asset management
companies over banks and insurance companies
lessened in the first half of 2006. The reason was
the relative increase in the profitability of banks
and insurance companies and decrease in the
profitability of asset management companies.
The subdued pace of profit generation in asset
management companies in the first half of the
year is probably related to the negative sales of
funds during this period. This fact is seen in the
ROE comparison from December 2006 and the
annualized figures from June 2006. In comparing
banks and insurance companies, it notable that
the profit made by the banking sector for the first
six months of 2006 was over half of its profit for
whole of 2005, while the ROE of insurance
companies for the first half of 2006 was almost
the same as that for the 12 months of 2005 (Chart
4).

Chart 4 Return on equity (ROE) in the
financial sector
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Source: NBS.
Thefigure as at 31 December 2006 is extrapol ated
by annualizing the figure from June 2006.

The average returns on equity of pension
fund management companies and supplementary
pension companies were, respectively -25% and
23% in June 2006.

Return on assets, on the other hand, indicates
the overall efficiency with which a given
institution generates profit. Unlike the ROE ratio,
which allows the profitability of different
financial sectors to be compared through the
prism of earnings per share, the ROA ratio
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represents something different in each of the
financial sectors. In the case of banks, whose
assets predominantly consist of financial
investments, it is an indicator of the overall
efficiency of the investments made by the given
ingtitution. It is different with asset management
companies, which only manage funds and do not
themselves hold financial assets. Thisis also why
their return on assets approximates to their return
on equity, and it is not significant for a financial
company. As far as insurance companies are
concerned, this ratio indicates above all the
profitability of the assets in which technical
reserves are invested and the profitability of
other financial assets.

Chart 5Return on assets (ROA) in the
financial sector
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The average returns on equity of pension
fund management companies and supplementary
pension companies were, respectively -23% and
16% in June 2006. As with collective investment
undertakings, the ROA ratio is not particularly
relevant to these management companies.

Chart 5 does not therefore allow for an
overall comparison of the profitability in
different sectors (as ROE does), but it does show
accelerated growth in the ratio for all sectorsin
the first half of 2006.



Financial inter mediation

The main function of the financial sector is
financial intermediation between entities that
have disposable funds and those requiring
disposable funds. The depiction of these
relationships indicates the character of the
respective financial sector. An overview of the
relationships in the domestic financial sector and
selected aggregates is shown in Scheme 1, and
more detailed information on the relationships
between different economic entities is given in
matrix form (Table 1).

A majority of the flows between the financial
sector and other entities increased in value during
the first half of the year. The funds acquired by
the financial sector came mainly from entities in
the real economy. At the end of 2005, the
deposits of the household sector, corporate sector
and general government held in the financial
sector amounted to SKK 873.5 billion. A
majority of this balance (SKK 704 billion) was
deposited with banks. In June 2006, the balance
stood at fully SKK 948 hillion, of which SKK
770 billion was held in banks. Banks are
therefore maintaining their dominant position in
terms of raising funds.

By the end of December 2005, financial
companies had around SKK 448 hillion invested
in the household sector and corporate sector, and
by the end of June 2006 that figure represented
SKK 501 hillion. The financing of the various
sectors of the real economy was carried out
mainly by banks.

Other financial intermediaries also performed
activities in this field. Information about the total
volume of loans provided by these companies is
not a present available, since these entities are
not subject to any reporting obligation towards
the NBS. Approximate information may be
obtained from banks' reporting, which shows that
by the end of 2005, banks had lent financial
intermediaries SKK 55.3 billion, and by the end
of June 2006, SKK 61.8 billion. It may be
assumed that the loans provided to financial
intermediaries went in large part to financial
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intermediaries, which then used them for lending
purposes, e.g. in the form of leasing or consumer
credit. In addition to these funds, several other
financial intermediaries are obtaining funds from
foreign banks, or from their own financial
groups.

Scheme 1 Selected relationships between the
financial sector and other sectors, June 2006
and December 2005

4 - 16
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&
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2 | -
% households and
E > enterprises
= 448 - 501
P 324 - 299
- foreign
> countries
80 - 104
Source: NBS.
Dataarein SKK billion.
Numbers above the arrows:

o first from left - December 2005

0 second from left - June 2006.
The general government data include government
bonds and Treasury hills.
The NBS datainclude NBS hills.

Transactions with the NBS remain of great
importance to the financial sector. Despite a
glight year-on-year decline in the volume of
interbank market funds sterilized by the NBS
(from SKK 438 bn to SKK 424 bn), and in their
share of the sector's total assets (from 33% to
29%), their volume remains relatively
significant.

The relationship with foreign financial
entities remained substantially unchanged from
2005, when it was defined by the inflow of funds
from foreign banks to domestic banks. Although



the pace of growth in foreign funds did slow
down in the first half 2006, the volume of
lending to foreign banks increased.

The main economic entities (households,
enterprises, and also general government) keep a
substantial proportion of their financial assets in
banks, which are at the same time their principal
creditors. With their capacity to receive deposits
and provide loans, banks represent the main link
between the real economy and the financial
sector. This exclusive role of banksisreflected in
their share of the tota assets managed by
financial market institutions. (Chart 1).

The financial sector also receives money
through mutual funds, whose popularity in
Slovakia has been on the rise in recent years,
largely in reaction to the decline in interest rates.
In the second half of 2005, interest rates on
savings deposits began to increase, and by the
end of the year, so did time deposit rates. This
was one reason for the turnaround in the trend
shift of household money from bank accounts to
mutual funds. While mutual funds stagnated in
the first half of 2006, bank account balances
increased substantially. Households also keep a
proportion of their financial assets in the form of
investment and capital life insurance and pension
savings; the growth in these investments did not,
however, adversely affect bank deposits.

The importance of banks within the financial
sector is highlighted by the fact that other
financial ingtitutions, including insurance
companies and foreign banks, keep their assetsin
them. Banks may therefore mediate financial
flows not only between entities of the real
economy and the financial sector but aso
between different financial institutions.

Insurance companies have a special place in
the financial system since their insurance
activities contribute to the diversification of
risks. In addition, they offer households the
possibility of long-term investment through
investment and capital life insurance, which
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account for most of the written premiums in the
household sector.

Chart 6 Averageinterest rateson retail
deposits
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An overview of household financial assets is
also provided schematically in Table 1. Besides
standard bank deposits and the said life
insurance, mutual funds represent a significant
item. Based on their share in domestic funds,
households may be assumed to have a high share
also in foreign funds (though the respective data
are not available). At present, pension savings
account for the smallest component of household
financial assets, though their position will
increase significantly as the pension reform is
gradually implemented.

Table 1 also shows fields indicating where a
financial relationship exists between entities, but
for which data are not available. A typical
example is the activity of foreign banks and
foreign asset management companies.

The relationships between households,
enterprises and general government fall outside
the scope of the financial sector analysis and
therefore these data are not given in the lower
right section of the table.



Table 1 Selected financial relationships between economic entities, December 2005 and June
2006
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- Dataarein SKK bn
o first from left - December 2005
0 second from left - June 2006.
- Rows: overview of financial assets (loans, deposits made, and securities) invested in the ingtitutions named in
the columns.
- Columns. overview of liabilities (deposits and received |0ans) towards ingtitutions in the rows.
- Regarding insurance companies, the figure represents technical reserves for life insurance.

Owner ship structure

Table 2 Ownership structure of the financial sector broken down by country, in June 2006 (in
%)

Banks Insurange 51?:15;82;”;3 Asset management Securities dealers
companies * companles companies
Slovakia 10.44 8.47 44.62 78.47 16.31
EU countries (excluding Slovakia) 85.80 87.67 27.82 21.53 79.61
Czech Republic 7.90 1.21 6.44 10.34 1.27
France 0.99
Netherlands 1.40 13.38 18.62 0.09
Luxembourg 28.37 0.00 2.76 31.05
Hungary 4.55 1.26 4.98
Germany 1.95 40.43
Austria 36.04 17.53 36.34
Italy 4.29 0.00 4.69
Portugal 0.17 0.00
United Kingdom 1.14 8.07 119
Other 4.80 11.20
Non-EU countries 3.76 3.86 27.56 (™) 4.09

- The ownership structure represents the principal owners of companies; their interests are measured as a
percentage of the share capital.

- * Datafor 2005.
- ** Switzerland.
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A magjority of institutions of the Slovak The leading position among domestic

financial sector are owned by foreign entities was held by the category of "other
companies, most of which are from EU domestic entities'. This mainly includes
Member States. Banks and insurance financial companies with a significant interest
companies are typically owned directly by in collective investment. As regards the
foreign financial groups, while asset ownership of securities dealers, domestic
management companies and pension fund capital is dominant.
management companies are often owned
through banks or insurance companies. Chart 7 Ownership structure of the

In June 2006, according to the last-owner financial sector
criterion, 85% of the financial sector's assets oteroregn Al conera
were held by foreign companies and the rest Foreign entites pereons governmnet

3% 3%
Other domestic
entities

9%

by domestic entities. i

The largest share of the financial sector's 20%
asset structure is held by foreign banks. They
reported significant holdings in the domestic
banking and collective investment sectors, and

a somewhat smaller interest in the asset share

Foreign banks

of the pension savings sector. 65%

Foreign insurance companies invested - Source: NBS.
mainly in  pension fund management - Interests are measured as a percentage of the
companies. In the collective investment share capital.

sector, they congtitute the second most - Ownership Structure by last owners; asregards
indirect control, only a financial ingtitution may

significant investor, after foreign banks. be deemed to constitute the last owner.

Table 3 Ownership tiesin the Slovak financial sector in June 2006

Banking sector Insurance sector Collective investment PFMCs SPCs SDs
Households 0.1% 0.3%
State and local administration 4.5% 0.3%
Domestic banks
Other domestic entities 5.0% 3% 31.4% 2.4% 98.5%
Foreign banks 87.1% 21% 43.2% 9.5% 55%
Foreign insurance companies 0.3% 1% 14.2% 84.9% 33% 0.5%
Other foreign entities 2.9% 4% 11.2% 2.9% 12% 1.5%

- Source: NBS

- Ownerships are measured as a percentage of the share capital.

- Ownership structure by beneficial owners; asregardsindirect control, only a financial institution may be deemed
to constitute the latest owner.

- SD —securitiesdealers

- PFMC - Pension fund management companies
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1 Banking sector

Main changes and trendsin banks' liabilities

The main conclusion to be drawn from the analysis of liabilities is that a majority of domestic
banks, and the Sovak banking sector as a whole, still have at their disposal sufficient customer funds
with which to provide for further lending growth. In this respect, the structure and volume of the main
aggregates of liabilities have devel oped without showing any negative trends.

In comparison with the previous year, the volume of customer deposits and issued securities held in
the banking sector increased, as did their share of total liabilities.

As a share of total liabilities, liabilities with a maturity of more than 1 year reached an 18-month
high (8.3%) in June 2006. This situation is the result of several factors. First there is the lowdown in
growth of foreign banks short-term deposits, after they almost doubled in 2005 (see the section
Interbank Market) and thereby increased the amount of customer funds. The second factor is the trend
shift among households towards time accounts, which in December 2005 — apparently because of
higher interest rates and the drop in yields on money market funds — began to increase substantially
following a long-term period of decline. The doubts expressed in December last year about the trend
shift of household financial assets from banks to mutual funds have now been confirmed. The third
factor istheissuance of bank bonds which began in August 2005.

One of the criteria for measuring banking
sector stability isthe degree to which the sector is
able to use customer deposits to finance customer
lending. If customer funds are insufficient, then
there is an increasing dependency on funds from
the domestic interbank market and from abroad,
which in turn heightens the liquidity risk,
systemic risk, and possibly the foreign exchange
risk. The indicator most frequently used in this
respect is the loan-to-deposit ratio®.

Despite the gradual increase in the loan-to-
deposit ratio (from 65% in June 2005, to 75% in
June 2006), the Slovak banking sector has
sufficient funds from domestic customers at its
disposal (Chart 8). That said, a number of banks
are closing their foreign exchange position by
using interbank funds for the provision of foreign
currency loans. In June 2006, four banks reported
a loan-to-deposit ratio of higher than 1, and 13
banks had registered an increase in the ratio.

* The loan-to-deposit ratio represents the ratio of
customer loans to the sum of retail and corporate deposits,
deposits of financial companies, and issued mortgage
bonds. In the analysis as at December 2005, the ratio
deposits-to-loans was used.
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Nevertheless, the Slovak banking sector ill has
one of the lowest loan-to-deposit ratios in the
European Union.

Chart 8 Fundsfrom domestic customersand
loans
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funds.



Customer funds

Liabilities towards customers as a share of
total liabilities fluctuated between 59% and 63%
over 18 months. In comparison with the period
prior to January 2005, the share stopped falling,
and in April 2006 it stood at a 16-month high.

Chart 9 Main aggregates of customer deposits

500

400 -
300
200 A

100 7\—/\/—\

0 T 1
VI-05 IX-05 XII-05 111-06 VI-06

e—Retail deposits Deposits of enterprises

Deposits of non-banking fin. comp. Deposits of general govt.

Source: NBS.
Dataarein SKK billion.

Retail deposits

Household deposits continued to predominate
among retail deposits (over the preceding 12
months, their share of retail deposits fluctuated
between 90% and 92%), and so far as banks are
concerned they remain the most advantageous
form of funds. In contrast to most of the months
in 2004 and 2005, December 2005 saw household
deposits begin to grow substantially. From
February 2004 to November 2005 they had fallen
from SKK 371.8 billion to SKK 349.9 hillion, but
in June 2006 they stood at SKK 390 billion. That
represents a seven-month increase of SKK 40.5
billion. In several months of 2006, the year-on-
year increase in household deposits outstripped
the growth in household lending, which is ill
considered to be very fast. In other words, for
every month of 2006, households borrowed from
banks between SKK 2.3 billion and SKK 6
billion, and at the same time deposited with them
between SKK 3.4 billion and SKK 6.9 hillion
(Chart 10).

The great majority of retail deposits are
koruna deposits; the share of koruna deposits in
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total retail deposits has been rising moderately
over the long term and amounted to 90% in June
2006.

Chart 10 Month-on-month changesin
household loans and household deposits
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As non-term deposits continued their smooth
growth, so there was a trend shift in time
deposits, especially koruna deposits (Chart 11)
Household foreign exchange deposits increased at
the same rate but in smaller volumes.

Chart 11 Retail depositsand average interest
rates
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The overall development of retail deposits
may to a certain extent be explained by cyclical
factors, as may interest rate movements. The



growth in retall deposits cannot be put down to
developments in the amounts invested in mutual
funds or in life insurance, since these amounts
also increased over the same period.

A correlation between the volume of deposits
and interest rates can be seen in time deposits.
Non-time deposits grew despite interest rates
either declining or stagnating.

The analysis of household deposits confirms
the dominant position of the three largest banks.
The trend decline and trend growth seen in
household deposits in different periods were
more pronounced in these three banks. Their
share of total household deposits fell during the
period of decline and, conversely, increased
during the period of growth (Chart 12).

Chart 12 Share of thethree largest banksin
total households deposits
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Deposits of non-profit organizations were
stable and their volume hardly changed year-on-
year, to remain at SKK 15 billion. Deposits of
sole traders fluctuated between SKK 22 billion
and SKK 24.6 billion, with the peak reported in
June 2006.

Enterprise deposit accounts

Representing the second most important
source of finance for banking activities, funds
held in enterprise deposit accounts generally
develop differently to retail deposits. They are
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substantially more volatile, and in the koruna-
denominated component show certain
seasonality, which to a large extent determines
their overall trend. The seasonality of deposits of
enterprises occurs in December of the given year
with a one-month increase of around 10% (seen
in December 2004 and December 2005). Their
development needs to be noted in this context
(Chart 13).

Chart 13 Deposits of enterprises
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Deposits of enterprises increased year-on-year
from SKK 203 hillion to SKK 232 billion. The
rise was accounted for by both the dominant
koruna deposits and foreign exchange deposits.
Non-time and time deposits followed a
comparable course. The increase in deposits of
enterprises cannot, however, be put down to the
effect of interest rates.

Depaosits of non-banking financial
companies

Following a period of significant growth
(64% in 2004), deposits of non-banking financial
companies (NBFCs) became more stable during
2005 and the first half of 2006. Throughout this
period, they amounted to between SKK 65 billion
and SKK 74 billion (Chart 14).



Chart 14 Structure of deposits of non-banking
financial companies by currencies and
maturity
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The second half 2006 saw notable trend
growth in non-time deposits of financial
companies. This most probably relates to the
koruna current accounts of insurance companies
and pension companies.

The funds of financial companies are losing
some of their strict investment character, as has
been noted numerous times in previous analyses.
In June 2006, non-time deposits accounted for
19.2% of the tota deposits of NBFCs, compared
to 7.2% in June 2005.

Midway through last year, a change appeared
in the structure of NBFC's deposits. The volume
of deposits made by mutual funds began to
decline, probably as a consequence of falling
sales of money market funds. By the end of the
year, deposits of insurance companies and
pension companies had started to increase (Chart
15).
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Chart 15 Structure of deposits of non-banking
financial companies by counterparties
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General gover nment deposits

General government deposits are largely
made up of central government funds and local
government funds. In the case of the centra
government, a large part of the deposits
comprises general government funds managed by
the Debt and Liquidity Management Agency
(ARDAL).

Chart 16 Structure of general government
deposits
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Almost all deposits of general government
have a maturity of lessthan 1 year, and more than
half have a maturity shorter than one month.
General government deposits come mainly in the
form of time deposits, and banks predominantly



used them in NBS sterilization tenders. These are
aso the most volatile component of general
government deposits. The decline in centra
government deposits which occurred at the end of
last year and at the beginning of this year was
accounted for by koruna time deposits; in April,
foreign-exchange time deposits again recorded a
notable increase. The decrease in ARDAL
deposits was probably related to the maturing of
restructuring bonds. The Finance Ministry's
clam against banks — through a time deposit —
was off-set by the banks claim against the
Ministry — through bonds.

Local government deposits consisted mainly
of non-time deposits, in other words, the current
accounts of towns and communities. These were
mostly denominated in koruna. Local government
funds typically have a very high concentration.

Fundsraised from securitiesissues

Chart 17 Structure of issued securities
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Although the volume of issued securities
remains relatively small, the funds raised in this
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way have been steadily growing in significance.
The share of issued securities in total liabilities
went from 1.9% at the beginning of 2004 to 4.9%
in June 2006.

Mortgage bonds constitute a substantial
proportion of long-term securities (68% of issued
securities), while notes are of less importance
(Chart 17).

Apart from mortgage bonds and notes, the
first bank bonds denominated in Slovak koruna
were issued in August 2005. The reason for the
issue of what is an expensive source of funds,
particularly so when interest rates are rising,
could be that long-term funds are needed in order
to ensure more balanced financing of investment
loans to companies and home loans to
households. That would also explain the notable
increase in bonds with a residual maturity of
between 2 and 5 years in other words, relatively
long-term funds (Chart 18).

Chart 18 Issued securitiesby current residual
maturity
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Box 2 Deposits and loansin EU banking sectors

The structure of liabilitiesin EU banking sectors® has remained substantially unchanged for the past
five years. Customer deposits continue to be the main component — accounting for around 36% of
liabilities (compared to 61% in the Slovak banking sector). In second place there is market-based debt,
representing around 25% (5% in the Slovak banking sector), and this is followed by the interbank
market, with around 19% (23% in the Slovak banking sector). In most EU countries, lending growth is
outpacing the increase in deposits, largely owing to the growth in household lending. As a result, loans
in general account for around 42% of total assets, meaning that they are not fully covered by customer
deposits (which, as mentioned, make up only some 36% of liabilities). This is also borne out by the
breakdown of the loan-to-deposit ratio in the European Union.

Chart 19 L oan-to-deposit ratio in EU countries, December 2005
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Source: WGBD

The new Member States typically have lower figures. Of the eight Member States with a ratio of
less than 100, five are from the new intake. This situation mainly reflects a generally lower volume of
customer lending, especially household lending. In the new Member States, including Slovakia, there
was in the past arelatively higher proportion of lending to enterprises. Today, the volume of loans to
enterprises reported by most of these countries is higher than the volume of household loans.

® Based on a sample of consolidated data for 2005, covering the largest banksin the EU.
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Chart 20 Composition of lending in the banking sectors of EU Member States, December 2005
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Main changes and trendsin banks assets

In June 2006, customer loans represented the largest share of assetsin the banking sector  (40% of
the sector's total assets). At the same time, their share reported a substantial increase year-on-year. As
the proportion of these loans increases, the asset structure of the banking sector ever more closely
resembles the asset structure of banksin the rest of the EU.

Banks lent mainly to companies and retail customers, and there was also growth in lending to non-
banking financial companies. Despite the growth in lending rates, there has not be seen any significant

decline in the pace of lending growth.

The year-on-year decline in the volume of securities in the banking sector is to a large extent
related to the maturing of government bonds issued in the period when selected banks underwent
restructuring. Banks holdings of all securities, except for bank bonds and foreign equity securities,

decreased.

Chart 21 Asset structure of the banking sector
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Customer loans

The trend change in the structure of the
banking sector's credit portfolio continued, as
retail loans and loans to non-banking financial
companies increased in share. Although loans to
enterprises, general government and non-
residents increased in absolute terms.
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Chart 22 Credit portfolio of the banking
sector

60% -

50% -

40% -

30% -

20% -

10%9 © fom f f e m e m T oEmeoEm omeoEmom s mom o= om

----------

0% T T T T T T

v P L K K & & g ©
RN 5 ARG NN & & 8 \46" X 4\6"

retail loans

loans to enterprises

= = = :|oans tonon-bank fin. instit.
loans to general government
loans to non-residents

- Source: NBS.
- Thevertica axis shows the shares of different loan
categoriesin total loans.

The absolute increase in lending was largely
accounted for by retail lending, enterprise lending
and loans to non-banking financial companies.

Most of the loans provided by banks were
denominated in the local currency. Less than 25%
of the total volume of customer lending was
denominated in foreign currencies. From June
2005, these loans increased by 23%. Foreign
curency loans were provided mainly to
enterprises (foreign currency loans to enterprises
constituted almost 84% of the total volume of
foreign currency loans to customers).



Chart 23 Lending categories by share of
absolute growth in customer loans
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L oansto enterprises

In comparison with household lending,
lending to enterprises has a substantially longer
history in the Slovak banking sector. For both,
however, the years 2000 and 2001 proved to be a
key period when, in the wake of consolidation in
the banking sector, household lending increased
substantially and scope appeared for lending to
the corporate sector.

The increase in lending to enterprises took
place, however, only after December 2004, and
between then and June 2006 it rose from SKK
225.9 hillion to SKK 300.8 billion. In terms of
currency composition, this growth included
koruna loans worth SKK 40.1 billion and foreign
currency loans worth SKK 34 hillion. As regards
maturity, long-term loans repayable over more
than 5 years and short-term loans with a maturity
of up to 1 year increased (by SKK 32.7 billion
and SKK 41.3 hillion, respectively), and loans
with a maturity of between 1 and 5 years rose
only slightly (by SKK 0.5 billion).

In June 2006, lending to enterprises
constituted the largest part of banks credit
portfolio. Although lending to enterprises
declined dlightly as a share of total customer
lending, it recorded a substantial increase in
absolute terms.  The trend apparent in the sector
since the beginning of 2005 continued. Up to the
end of 2004, the only increase in lending to
enterprises had been in foreign currency loans,
but the beginning of the following year saw
growth also in koruna loans. In the first half of

22/125

2006, the relative growth of koruna loans was
greater than that of foreign currency loans.
Lending demand from large enterprises increased
during the first six months of the year, as it did
from small and medium sized enterprises. But
while large enterprises stepped up their demand
mainly for long-term loans, small and medium-
sized enterprises were raising their demand for
both short-term and long-term loans.

Chart 24 Volume and share of loansto
enterprises
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enterprises

The growth in demand of enterprises was
supported by the improved financial situation of
the business sector. Enterprises financed mostly
long-term investments and also operating capital.
To a greater extent than in previous years,
enterprises took out loans with certain banks for
the purpose of financing mergers, acquisitions,
and restructuring. Selected banks also reported an
increase in demand for loans to refinance other
loans.

The rise in demand for loans to enterprises
was also supported by the relaxation of lending
standards. In the first half of 2006, banks eased
their lending standards for a majority of loans to
large enterprises, and also for those to small and
medium sized enterprises. This loosening was
largely a response to competition from other
banks, and, for the first time, some banks
ascribed it partly to competition from non-
banking companies. On the other hand, some
banks cited the expected macroeconomic



development as a reason for the tightening of
standards.

Chart 25 Lending standardsfor loansto
enterprises
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- Datafor the second half of 2006 represent the
expected development in lending standards.

- Dataon thevertical axis show the so-called
net percentage share of banks, calculated by
taking the lending to enterprises of banks
which relaxed lending standards and those
which tightened lending standards and finding
the difference between the percentage share of
each in total lending; apositive figure
indicates the relaxation of standards (see Box
3).

Banks expect lending standards to be further
relaxed in the second half of 2006, though to a
lesser extent. A tightening of lending standards is
expected for long-term koruna loans to small and
medium-sized enterprises.

The easing of selected lending conditions
contributed to the rise in demand of enterprises
for loans. According to the questionnaire's
findings, banks reduced their enterprise loan fees,
raised limits for the maximum loan size and
maturity, and, according to banks also allowed a
decline in their interest rate margin on enterprise
loans. This may also be confirmed by the
reported interest rates. In comparison with the
end of 2005, banks saw a decrease in the
difference between interest rates on loans to
enterprises and market rates with the respective
maturity.
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Chart 26 Banks interest margin on loans
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Concentration in the lending market of
enterprises,® measured as the share of the five
largest banks in this segment, increased slightly
inthe first half of 2006.

Chart 27 Growth and concentration in the
lending market of enterprises
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In terms of its industry breakdown, lending
growth was most notable in loans to trading
companies, to companies involved in real-estate
financing, and to companies in construction and
selected manufacturing industries (chemicals,
cellulose, paper, rubber and plastics).

Chart 28 Corporate lending broken down by
industry
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Retail loans

Retail loans are among the fastest growing
items on the banks balance sheet. From June
2005 their volume increased by almost 38%, and
in June 2006 they already accounted for almost
40% of customer lending. Retail loans almost
entirely comprised koruna loans. Foreign
currency loans as a share of the total amounted to
1.2% in June 2006, compared to 1% in June
2005. In volume terms, that represents an
increase from SKK 1.5 billion to SKK 2.6 billion.
Close to 92% of retail loans were provided to
households.

Although year-on-year growth in retall
lending was fast in the first half of 2006 (an
increase of 15% from 31 December 2005 to 30
June 2006), it was not asfast asinthe first half of
2005 (a rise of 18% from 31 December 2004 to
30 June 2005).

Retail lending increased in nearly all the
banks which provided such loans to their
customers. The three largest banks saw
substantial rises.
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Household demand increased, especially for
loans with specified purpose and for loans
without specified purpose collateralized by real
estate.

Chart 29 Interest rates on new loansto
households by banking group
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Source: NBS.
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The growth in demand occurred despite the
upturn in interest rates. As with lending to
enterprises, banks' interest margins narrowed and
particularly so on long-term loans (Chart 26).

Chart 30 Resdential real estate prices
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BA — Bratisava Region.

The rising demand for household lending was,
according to the banks, largely attributable to the



growth in real estate prices. In order to buy
property, households were therefore constrained
to borrow more. Real estate prices climbed
sharply, especially in the first quarter of 2006 —in
comparison with the previous quarter they
increased by almost 5.5%, with Bratislava region
reporting the highest rise of more than 7%. The
second-quarter growth was more moderate.

Household demand was also stimulated by
households' positive expectations for the
macroeconomic development and an increase in
their income.

Chart 31 Lending standardsfor household
loans
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- Datafor the second half of 2006 represent the
expected development in lending standards.

- Dataon thevertical axis show the so-called net
percentage share of banks, calculated by taking
the household lending of banks which relaxed
lending standards and those which tightened
lending standards and finding the difference
between the percentage share of each in total
lending; apositive figure indicates therelaxation
of standards (see Box 3).

Banks supported household lending growth
by further easing of their lending standards. This
loosening was mainly aresponse to pressure from
other banks and it reflected efforts to preserve
market share. With certain banks, there was also
a loosening of risk appetite for the household
segment. The relaxation of lending standards
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most often involved easing the maximum
maturity limits on loans and lowering the
requirements for quality of collateral and the
customer's financial standing.

Banks expect that the second half of the year
will bring tightening of lending standards for
other household loans. However, the relaxation of
standards for loans collateralized by real estate
should continue, reflecting the banks' confidence
that real estate prices will keep rising.

Chart 32 Growth and concentration in the
retail lending market
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Concentration in the retail lending market
declined only dlightly in the first half of 2006,
with the three largest banks maintaining their
typical dominance.

As regards retail market products, housing
loans are the most popular, and in June 2006 they
accounted for 65% of retail lending. The demand
was concentrated in mortgage loans, intermediate
loans and other housing loans, typically in the
form of loans without specified purpose
collateralized by real estate. Building loans
provided by building societies decreased in share.



Box 3 Supply and demand in the lending market in thefirst half of 2006

In June 2006, the NBS conducted another round of its survey on supply and demand in the lending
market. The respective questionnaire provides regular, qualitative information on changes in lending
standards and other conditions under which corporate loans and household loans are provided. The
guestionnaire results also give an overview of changes in lending demand from the view of banks. The
findings can therefore be of assistance when analysing fluctuations in the credit cycle and its
determinants, and so contribute to the better evaluation of financial stability. The data in the charts are
given as a "net percentage share". As regards, for example, banks that relaxed lending standards for
household loans, the net percentage share is calculated by taking the household lending of banks which
relaxed lending standards and those which tightened lending standards and finding the difference
between the percentage share of each in total lending. Put simply, the banks' individual responses are
weighted by the average volume of the relevant type of loans for the first half of 2006. A positive value
indicates arelaxation of lending standards.

For the first half of 2006, banks recorded notable demand for long-term loans to large enterprises
and higher demand among small and medium-sized enterprises for both short-term and long-term
loans. On the other hand, demand from large enterprises for short-term loans declined. In comparison
with the second half of 2005, there was less demand from large, medium-sized and small enterprises.
Demand was largely stimulated by the need to finance long-term investments and operating capital,
though the weight of these reasons was down from its level in the second half of 2005. Other reasons
increased in significance, including the need to improve the financial position of enterprises, to use
loans for the servicing of other loans, and to finance mergers, acquisitions, and restructuring.

The relaxation of lending standards for corporate loans continued during the first six months of
2006. In comparison with the first half of 2005, the easing of standards was more moderate for large
enterprises, but greater for small and medium-sized enterprises. The banking sector does not expect the
second half of the year to bring further changes in lending standards (except for short-term loans to
small and medium-sized enterprises).

Chart 33 Changesin lending standards Chart 34 Changesin lending standards
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The main factor behind the relaxation of lending standards for corporate loans was competition
from other banks. For the first time, banks cited competition from non-banking entities as a reason for
easing standards. In the first half of the year, banks reduced the spread between lending rates and
market interest rates, cut corporate lending fees, and lowered the threshold for the minimum level of
co-financing. They also raised the limits on the maximum size and maturity of loans.

Lending demand from households in the first half of 2006 remained close to its level for the second
half of 2005. The only notable change was the decline in demand for other loans. The increased
demand reported in selected banks was largely the result of movements in real estate prices, positive
expectations for the near-term macroeconomic development, and shifting income levels. First-half
household demand was also affected by changes in interest rates and fees, and the introduction of new
products. As regards the second half of the year, demand is expected to increase, especially for any
purpose loans secured against property.

Chart 35 Changesin lending standards Chart 36 Changesin demand for household
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Banks eased lending standards for households in the first half of the year. This was mainly because
of competition from other banks, a change in banks risk appetite, and developments in the real estate
market. The relaxation of standards largely involved loosening the maximum maturity limits on loans,
the extent of powers in lending decisions, and the financial-standing requirements for customers. Banks
also reduced the spread between household lending rates and market interest rates.

L ending to other sectors

Lending to non-banking financial institutions
accounted for more than 10% of customer loans
in June 2006. Like retail and enterprise lending,
lending to non-banking financial institutions
recorded a sharp increase (almost 60% from June
2005). Nearly the entire volume was lent to
financial intermediaries (leasing companies, hire-
purchase companies, etc.), and only a small

27/125

proportion to pension funds and insurance
companies. Four banks accounted for around
60% of the loans to financial companies.

Lending to general government had a
declining trend in the first half of 2006. Two
banks had a dominant position in this sector, one
dominant in lending to local government and the
other providing a major share of the loans to
central government.




Lending abroad congtituted less than 3% of
customer loans in June 2006. It increased from
the beginning of the year by 23%.

| nvestments in securities

The volume of securities held by banks at the
end of June 2006 was down by 25% year-on-
year, or by more than SKK 100 billion. Securities
holdings declined most sharply in the last quarter
of 2005 and in January 2006, owing to the
decrease in holdings of government bonds. The
volume of securities increased slightly from the
end of January 2006.

Despite this decline, securities continued to
make up a significant part of banks' assets and
accounted for around 20% of the total in June
2006.

The securities portfolio of banks had a
conservative structure. Government securities and
Treasury bills made up almost 79% of total
securities holdings. Foreign debt securities and
mortgage bonds also represented a significant
share.

Chart 37 Portfolio structure of securities
owned by the banking sector in June 2006
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Source: NBS.
The chart shows the main categories of securities
by their share of the total volume of securities.

Debt securities

Holdings of government bonds declined
sharply in January 2006, by more than SKK 32
billion. Of that amount, 97% represented a
decrease in the holdings of two banks. The reason
was the redemption of bonds, which the banks
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had acquired from the state under the
restructuring of the credit portfolio. The other
restructuring bonds held in the bank sector are
due to mature in 2008 and 2011. The volume of
government bonds held by the two said banks
started to increase again in the first half of 2006.

Chart 38 Structure of domestic debt securities
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The increase in the volume of banks domestic
bonds, particularly mortgage bonds, was jagged
in character and was related to the obligation of
banks' to issue these securities in order to finance
mortgage loans.

Foreign debt securities consisted mainly of
bank bonds and other debt securities. The bond
issuers were predominantly foreign entities from
€euro area countries.

Equity securities

Equity securities are largely made up of
domestic paper, which declined over the course
of the year. Banks held mainly shares and
interests in financial companies (accounting for
almost 68% of domestic equity securities) and in
enterprises (32%).

Holdings of foreign equity securities had a
rising trend. Regarding banks' holdings of shares
and interests in companies from non-euro area
EU countries, the countries in question were
predominantly the Czech Republic and the
United Kingdom.



| nter bank mar ket

The development of the interbank market reflected the raising of the NBS base rate by a total of 1
percentage point in the first half of 2006. In relation to expectations for the future development and to
the situation on the foreign exchange market, interest rates on longer maturities underwent the most
marked rise. The volume of funds deposited with the NBS or invested in the purchase of NBS hills
increased only dightly year-on-year, especially when compared with the high growth posted during the
first half of 2005. The deposits of foreign banks also rose, as did the underlyings of currency

derivatives traded on the interbank market.

As a share of the banking sector's balance
sheet total, neither asset nor liability transactions
on the interbank market recorded a significant
change during the first half of 2006, especially in
comparison with the substantial increase in these
transactions during the first half of 2005.

The funds from the Slovak interbank market,
which were sterilized by the NBS and those,
which banks deposited with and lent to other
commercial banks declined only slightly year-on-
year as a share of the sector's balance sheet total,
from 39% to 37%. Between June 2005 and June
2006, the figure fluctuated in a range of 35% to
39%. Among the group of large banks, this share
fell during the second half of 2005 (from 30% to
22%) and rose in the first half of 2006 (to 30%).
But among the group of banks tied to their own
banking groups — which reported the highest
share of interbank transactions — the share
increased during the first half of 2005 (from 64%
to 68%) but fell in the second half of the year (to
59%).

The volume of funds, which the NBS
sterilized through deposits and loans from
commercial banks, through minimum reserve
requirements, or through the issuance of NBS
bills for the banks portfolios, remained
substantially unchanged year-on-year (it declined
dightly from SKK 436 billion to SKK 421
billion"). One reason could be that the volume of
the NBSs foreign exchange reserves, which

" In this text, unless stated otherwise, data on monetary
amounts represent the balance sheet position as a a given
date and not the volume of transactions for the given
period.
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correlates with the volume of sterilized funds,
was from mid-2005 approximately stable. This
amount (converted into Slovak koruna, always
using the exchange rate as at the current day)
decreased from SKK 480 billion to SKK 471
billion. The only interventions made by the NBS
on the foreign exchange market came in October
2005 (in the amount of EUR 220 million, in order
to weaken the Slovak currency) and in June 2006
(EUR 1,335 million, in order to strengthen the
koruna).?

Chart 39 Interbank assets and liabilities and
funds of general government
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For the Slovak banking sector, this meant that
the volume of the Slovak currency which banks

8 Source: Monetary Survey, NBS.



could deposit with the NBS or use to purchase
NBS bhills was not increased through foreign
exchange interventions during the first half of
2006. This year the NBS also carried out regular
weekly repo tenders and accepted the banks
entire demand on every occasion.

Bills issued by the NBS were less significant
in comparison with 2005, as were State Treasury
bills. In fact, owing to the favourable
development of government debt, a large volume
of State Treasury bills remained after their
primary issue in the portfolios of ARDAL (fully
100% as a 30 June 2006).° On the other hand,
the volume decline of NBS bills in banks
portfolios is a consequence of lower demand,
meaning that banks are requiring higher yields
(more than the vyields in sterilization repo
tenders). This is reflected in the changing yield
curve of interest rates.

Chart 40 Yidd curvesof BRIBOR rates
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With market participants expecting higher
interest rates, rates were indeed raised
significantly on longer maturities. Whereas the
yield curve had an inverse shape in June 2005 —
amid expectations for a decline in interest rates —
it tilted during the second half of the year in
parallel with the rise in that period. This resulted
from two increases in the base rate, by half of one

° Source: www.ardal.sk. As at 30 June 2006, the
volume of State Treasury bills issued for the own portfolio
of the Slovak Ministry of Finance amounted to SKK 30
billion.
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percentage point on each occasion (1 March and
31 May 2006). The required yields on NBS hills
were therefore, owing to their longer maturity,
higher than the required yields in sterilization
repo transactions, and this was not accepted by
the NBS. The decrease in the volume of Treasury
bills, which are seen on the interbank market as a
liquid instrument, was offset by the rise in funds
deposited with the NBS under a very short
maturity (1 day).

While the volume of funds provided to
domestic commercial banks cannot be said
unambiguously to have increased or decreased,
claims against foreign banks did rise substantially
during the second quarter of 2006 (from SKK
22.8 billion in March to SKK 57.8 hillion in
June). This included claims in both the domestic
and foreign currencies.

Chart 41 Volume of loans and deposits
provided to commercial banks
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Alongside the increase in longer-term interest
rates, the volume of longer-maturity loans and
deposits provided to banks rose year-on-year.
Loans and deposits with a residual maturity of
more than 3 months, which had decreased in the
third quarter of 2005 to SKK 6.8 bhillion (in
October 2005), went back up again to reach SKK
22.2 billion. At the same time, the liquidity of
longer-term deposits and loans on the domestic
interbank market increased. The spread between
the BRIBOR and BRIBID rates for maturities of


http://www.ardal.sk

between 6 months and 1 year narrowed by 3 basis
points (i.e. by 10% in relative terms). Another
reason, apart from the rise in longer-term interest
rates, could be the substitution for the reduced
volume of Treasury billsin banks' portfolios.

More than once during the first half of 2006,
banks used refinancing transactions with the NBS
in response to a temporary shortage of liquid
funds. Such a shortfall in liquidity appeared in the
banking sector a the end of January, at the
beginning of April, and in June. This situation
was characterized by an increase in the overnight
interest rates on the interbank market to above the
level of the NBS's overnight refinancing rate
(Chart 42). Refinancing funds amounted to SKK
32.3 hbillion on 31 January 2006 and SKK 15.5
billion on 30 June. On those days when banks did
not need short-term refinancing from the NBS,
the volume of deposits and loans from the NBS
varied between SKK 3.5 billion and SKK 5
billion. Chart 42 also shows that the banking
sector had a surplus of overnight liquid funds
more often than a shortage during the first half of
2006, which indicates that overnight sterilization
transactions were used more often than
refinancing transactions.

Chart 42 Overnight interest rateson the
interbank market

6,0 §

5,0 fmprm
‘\}‘\ rl,fﬂ‘
W h
4.0 41, “ an oh
| h N n i i
Lo - noyl " i W
3,0 {5~ Y ‘ i " "‘ I nia N NP
| ) , I
A ‘h\ﬁd‘w”‘w}\’\“lw ‘k )
2.0 P AN bl T N Y
. i S|
1,0 +
0,0 T T T T T T T T T T T T T T T T T
N W1 W W W W WL W WL WY QY O © Q @
Q 9 9 9 9 9 9@ 9 9 9 9 9@ 9 9 9 9 9 8 9
S8 8888898888888 8§¥
9 N O ¥ B 8 N O % S o o O N @ F 8 g K~
S 6 © & O O 6 6 6 @ 4 4 6 6 8 o o & o
o oo 9 oW o d o d I 0w g 06 NN
SO 6 © © 3 6 © O 6 8 © o & O o &6 o o
77777 O/N BRIBID O/N BRIBOR
NBS refinancing rate (O/N) NBS sterilization rate (O/N)
- Source: NBS

- Dataarein percent

The volume of deposits from foreign banks
increased year-on-year (the average volume was
SKK 237 billion in June 2005 and SKK 292
billion in June 2006). This could be related to the
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fact that the differential between the base rates of
the NBS and ECB also widened year-on-year, by
0.25 of a percentage point (to 1.25 percentage
points in June 2006). Along with the upturn in
interest rates on the Slovak interbank market,
there was also a partial, albeit less substantial,
increase in rates on these funds.

Chart 43 Volume of deposits of non-resident
banksand theimplied interest rate
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As has been mentioned, a large proportion of
the funds acquired from foreign banks were
placed by banks in two-week sterilization repo
transactions with the NBS. A relatively high
share of these funds (65% to 80%) were in
foreign currency, and therefore banks had first to
convert these funds into the domestic currency,
using currency instruments. Most of these
currency conversions were carried out through
currency swaps, which explain why currency-
swap transactions accounted for more than half of
the total volume of interbank transactions. For
foreign banks with positions in Slovak koruna,
such transactions offer indirect access to
transactions with the NBS, subject to lower credit
risk in comparison with the unsecured depositing
these funds with a Slovak bank.



Off-balance sheet

A large part of the off-balance sheet comprises the value of underlyings of the currency and interest
rate transactions through which banks partially close open positions originating from trading with
banks or customers. Therefore the first half of 2006 saw an increase in both interes -rate and currency
instruments. This rise was supported by the fact that a part of the deposits of non-resident banks was
shifted to swap contracts with resident banks. A large proportion of such funds (whether acquired from
deposits or swap contracts) were placed in repo transaction with the NBS, and therefore the volume of
registered securities accepted as collateral in these transactions remained unchanged from the end of
2005. Related to the increase in lending is the rising value of real estate, which banks accepted as
collateral for loans and for commitments to provide loans.

Derivative instruments

Table 4 Year-on-year changesin derivative instruments

Value of underlying assets Positive Negative
Year-on-year | Change against fair value fair value
VI. 2006 XII. 2005 VI. 2005 change XII. 2005 VI. 2006 VI. 2006
:zﬁ:ﬁfﬁgﬁi 592403 406485 377883 57% 46% 7858 7700
Currency instruments 1007 813 684541 | 559800 80% 47% 9019 6 750
Equity, commodity and
credit instruments 0 21 881 -100% -100% 0 N/A
(claims)
Equity, commodity and
credit instruments 25 44 904 -97% -43% N/A 0
(liabilities)
Options — interest rate 8 262 3817 1550 433% 116% 285 7
Options — currency 325352 190741 302566 8% 71% 3610 3638
Options - equity, 508 385 353 44% 32% 180 180
commodity, and credit
- Source: NBS.

- Unless stated otherwise, the figures in the table represent off-balance sheet claims. Off-balance sheet liabilities

differ from claims by up to 0.1%.
- Figuresarein SKK million.

The underlyings of derivative transactions
were valued at SKK 1,936 billion in June 2006
and represented 126% of the overall balance
sheet total. For the first time ever, therefore, this
value substantially exceeded the overall balance
sheet total.

The derivatives portfolio comprises mainly
currency and interest rate instruments, which
recorded the highest increase. Banks made
extensive use of these instruments to hedge open
positions in foreign exchange risk or interest rate
risk.’® As Chart 44 shows, hedging was focused
on the euro, US dollar and Czech koruna, since
off-balance-sheet positions in these currencies are

10 See section Risks

open and long. Positions in other currencies on
the off-balance sheet are closed.

Most derivative transactions are in the form of
fixed forward transactions (mainly swaps in
USD, and EUR, and interest rate swaps in SKK)
and currency options. The underlying assets in
fixed forward transactions increased throughout
the year, but especially so in the second quarter
of 2006.
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Chart 44 Derivativetransactions by structure
of underlying currencies

‘DCIaims O Liabilities ‘

1200

1000 +=c)] f--=ccccccccccccacccacccacaancaansnnnss
800 +] | leccecccccccoscocnonoocoosonooeeaeoenaooag

600+ | J----- e

ﬁmﬁmﬁﬁﬁfﬁff:ffff:f

SKK EUR usD CzK HUF PLN others

- Source: NBS

- Thevertica axis shows the volume of claimsand
liabilities from derivative transactionsin the
respective currency — as at 30 June 2006 and in
SKK hillion

In June 2006, currency options accounted for
97% of all options, with most of the options
being in the currency pair SKK/EUR. Currency
options recorded substantial growth during the
first half of the year, as they had in 2005. Such
transactions are not significant in regard to the
hedging of banks open foreign exchange
positions, since the foreign exchange position of
most banks in these transactions is practically
closed. Such transactions are mainly concluded
for domestic customers, with the bank involved
in back-to-back hedging with foreign banks. All
such contracts are made on the bank's account. In
general, the volume of all derivative transactions
which banks perform on the customer's account
represents only 16%, with the rest carried out on
own account. The increase could also be related
to the growth in retail structured products, some
of which are speculating on the currency.

Commodity derivatives are still not being
used on the Slovak market, and banks have also
closed their positions in credit derivatives. The
only bank to have had a position in credit
derivatives closed it through credit default swaps
in the second quarter of 2006. Among derivatives
based on equity instruments, options are the most
used. A majority of banks open positions in such
derivatives for only a short time.
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Other off-balance-sheet tr ansactions

Table5 Year-on-year changesin other off-
balance-sheet items

Year-on- Change
year since XII.
VI.2006 | XI.2005 | VI.2005 | change 2005

Guarantees
Provided
guarantees
including 91887 65 589 78286 17% 40%
documentary
credits
Accepted
guarantees
including 921675 951500 811295  14% -3%
documentary
credits

of which: real 200324 281929 229733 26% 3%
estate 0 0

of which:
f:;g”“es from 300994 386487 324186 21% 1%
transactions
Claimable value 255350 48009 24316 N/A N/A
of securities
Loan commitments
CommitmentSto | oy 915 199300 | 174825 3% 20%
provide loans
Commitments to 28004 32488 3733% -25% -14%
accept loans
Total customer 611402 558532 478712 28% 9%
loans
Transactions

0, 0,

Wi o NBS 01242 304146 32137 2% %
Value in safekeeping
Value accepted 438258 | 393520 340833  29% 11%
into safekeeping
Value provided 6051 3100 3108 95% 95%

for safekeeping

- Source: NBS.

- Figuresarein SKK million.

- For the claimable value of securities, the reporting
methodol ogy has been changed. Since January
2006, it has also taken into account collateral for
standard loans.

Guarantees are, after derivative instruments,
the second largest item on the off-balance sheet.
The volume of accepted guarantees increased by
14%, mainly owing to the rise in transactions
with the NBS and in lending. This upturn took
place mostly at the end of 2005; total guarantees
declined during the first half of 2006 by 3%,
despite the lending growth. In transactions with
the NBS there was no increase in reverse repo
transactions, and so this form of collateral also
remained at the same level. Where collateral did



decline, it was mainly in the form of financial
assets and securities. On the other hand, there
was growth in real estate collateral, being used
mainly to secure housing loans.

Developments in the level of collateral vary
from bank to bank. Whereas large banks saw an
increase in collateral, branches of foreign banks
reported a substantial drop-off. This is mainly
because of the changes in the size of reverse repo
transactions with the NBS, where the situation
mirrored that in collateral.

Provided bank guarantees also recorded
growth.
Loan commitments, too, increased a a

substantial pace, and especially at branches of
foreign banks. Since lending growth is markedly
slower than the increase in loan commitments,
the rise probably related to new loans that were
still to be drawn by customers.

The value in safekeeping continued its rising
trend from 2005, possibly in relation to the
exercise of the depositary's office for pension

fund management companies.

Box 4 EU banking sectors

Despite the slowdown in economic growth in the EU, financial conditions for banks improved.
Banking sectors saw a continuation of strong lending growth, and especially so in the non-euro area
countries as a result of their positive macroeconomic development. While household lending
maintained its pace of growth, it was in some countries outstripped by corporate lending. The rising
number of mergers and acquisitions in the business sector and the increase in corporate indebtedness
can largely explain that enterprises are increasingly inclined to seek financing from banks. Despite
shrinkage in interest margins on loans, banks reported arise in net interest income owing to the higher
volume of lending. As lending grew, so banks acquired more financing through the issuance of bonds.

Non-interest income continued to rise among EU banks, with most of the growth accounted for by
fee income and trading income. In comparison with previous years, the reduction of operating expenses
was less of a factor in the generation of banks' profits. Indeed, operating expenses increased, especially
among banks in the new Member States.

A trend decline in expenditure on creating provisions was one of the main factors in the profit
growth reported by banks in certain EU countries over recent years. During 2005, signs emerged of a
change in this cycle, as the corporate default rate climbed in a number of countries and banks increased
the creation of provisions. But so long as most countries continue to report a decline in these costs, it is
still too soon to speak about a cyclical shift in the creation of provisions in EU banking sectors.

Although the financial position of EU banks is developing positively, there could be risks related to
the intensive competition between banks and the relaxation of credit standards, particularly in the real
estate financing market.

Large banks have an increasing dependency on non-interest income, above all on trading fees. In
some new Member States, the increase in foreign currency loans poses a particular risk. Banks are
exposed to indirect foreign exchange risk in the sense that exchange rate fluctuations may transform
into credit losses.
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Profitability

The banking sector made a net profit after tax of SKK 8.1 billion for the year to June 2006,

representing an improvement of 6% year-on-year.

The decline in net interest income in comparison with previous years was halted. As interest rates
rose, banks reported a more substantial increase in interest income than in interest expenses. Interest
income from the NBS and customers increased most of all, while the decline in interest income from

securities continued.

Non-interest income is an increasingly significant element of the banking sector's overall profit,
and income from both fees and trading increased. Foreign exchange transactions were especially

lucrative.

The banking sector saw an increase in operational expenses, particularly personal costs, but since
these expenses rose at a dower pace than did the growth in income from banking activities, the sector's
overall operational efficiency was higher year-on-year.

As the volume of defaulted claims increased, so year-on-year did the cost of writing off claims
against customers and creating provisions. The concentration of profits among the largest banks was a

trend that continued in the first half of 2006.

The average ROE, weighted by volume of
own funds, amounted to 9.8% in June 2006,
representing a dlight increase year-on-year
(against 8.9% in June 2005).

In comparison with June 2005, ROE
increased mainly in larger banks, and declined
largely in smaller banks by market share (ROE
fell in 8 banks accounting for 17% of the market).
These trends indicate an increasing concentration
of profits among the largest banks.

Chart 45 Breakdown of ROE in the banking
sector
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The vertical axis shows the number of banks.

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

The calculation does not include branches of
foreign banks.
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Relatively significant changes in ROE took
place in the banking sector. While the ROE of
some banks recorded a comparatively large
increase, that of other banks fell substantially
year-on-year. Most, banks posted a year-on-year
decline in profit owing to a decrease in income
from trading in equity securities, debt securities,
and foreign exchange. In some banks, the year-
on-year downturn in income was caused by
higher expenditure on the creation of provisions.

Table 6 Year-on-year changesin thebasic
categories of expenses and income

‘ V1.05 ‘ V1.06 ‘:hange

(a) OPERATING COSTS 13.7 14.3 4%

(b) GROSS INCOME (¢ + d) 21.9 24.7 12%

(c)  Netinterest income 14.9 15.6 5%

(d)  Net non-interest income 7.1 9.1 29%

(e) NET INCOME (b - a) 83 10.5 25%

(f) NET PROFIT AFTER TAX 7.6 8.1 6%
Source: NBS.

Datain thetable arein SKK billion.

As regards the concentration in profit
generation, the three largest banks in the sector
accounted for more than 64% of its total profit as
at June 2006. In comparison with the same period
of the previous year, their share increased (from
61% of the total profit in June 2005).



The ratio of net profit after tax to average net
assets (ROA) stood a 0.57% in June 2006. The
ratio declined year-on-year (from 0.59% in June
2005), which may be explained by the increase in
low-yielding interbank assets.

Net interest income

At the end of June 2006, interest income
accounted for the largest part of banks gross
income from banking activities. At the same time,
however, its share was in trend decline against
the faster growth of non-interest income.

The falling trend in net interest income came
to a hat in the first half of 2006. Whereas
previous periods had seen a downturn in banks
net interest income, the figure for June 2006 was
higher year-on-year as interest income had been
rising more quickly than interest expenses.

Graf 46 Structure of interest income and
expenses
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The year-on-year rise in interest income was
mostly caused by the growth in interest income
from households (up by 31%), the interbank
market (17%), and other sectors (32%),
especially enterprises. While the additional
income from interbank transactions was earned
predominantly by branches of foreign banks, the
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income from households and other enterprises
went mainly to large banks.

Banks' interest margins on loans either
remained stable or fell slightly, indicating that,
amid the rising interest income, their gains came
mainly from the growth in lending volume.

Chart 47 Interest rate spread
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- Theinterest rate spread represents the difference
between, on the one hand, the share of cumulative
income (interest and non-interest), except for
income from defaulted assets, in the current value
of loansto a given counterparty, and, on the other
hand, the share of cumulative expenses in the
current value of deposits provided to this
counterparty.

In comparison with previous periods, the pace
at which interest income rose was affected by
lower interest income from securities. This
income fell again year-on-year, with its share of
interest income down from 30% in June 2005 to
below 20% in June 2006. The drop-off in income
from securities was to a large extent caused by
the redemption of high-interest government
bonds issued a the time of bank sector
restructuring; the brunt of this loss was felt by the
largest banks.

Interest expenses increased year-on-year, and,
as with income, the rise was caused by a growing
volume of liabilities and the raising of interest
rates on source products. The largest shares of
banks expenses were paid on the interbank
market, to households, and to enterprises.



The highest rise in interest expenses was
recorded vis-a-vis the interbank market (up by
23%) and other sectors. Banks incurred higher
expenses for security issues, especially mortgage
bonds.

Net non-interest income

The significance of non-interest income in the
banking sector continued to grow. Banks earned
most of thisincome from fees and trading.

Net fee income accounted for the largest
segment of non-interest income (23% of the
banking sector's gross income as at June 2006).
As a share of the average value of assets, net fee
income declined dlightly year-on-year, from
0.39% to 0.38%.

Banks earn almost 90% of fee income from
customers, and more than 80% comes from
deposit products and banking transactions. In
June 2006, loan fees represented just under 20%
of customer fees. In terms of individual sectors,
the banking sector acquired most of its fee
income from households (44%) and from other
customer sectors (48%), especially enterprises.

Income from trading accounted for the second
largest item of non-interest income. The relative
volatility of this income source was reflected in
the substantial year-on-year changes in the sector.
The performance of banks was adversely affected
by income from securities trading. The rise in
interest rates led to higher costs for rate-related
evaluations of securities. As for interest rate risk,
banks partially hedged it with income from the
revaluation of interest-rate derivatives. The
correlation between income from securities
trading and income from interest rate derivatives
was negative throughout the banking sector. At
the end of June 2006, the whole sector's overall
balance for these transactions was negative
(representing a loss of more than SKK 500
million).

Net income from trading in equity securities
increased in the sector. Most banks acquire this
income mainly through selling equity securities,
since the revaluation of these securities is not a
source of income or expense. Certain banks,
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however, earned a maority of this income from
revaluation.

Like income from debt securities trading,
income from foreign exchange trading had a
negative correlation with income from derivative
transactions, in this case currency transactions.
The relationship is not, however, as clear-cut as
with debt instruments, which is reflected in the
fact that overall net income from these
transactions amounted to SKK 4.4 billion.

Dividend income from shares and interests
recorded substantial growth.

Oper ating costs

Operating expenses in the banking sector
increased by 4% year-on-year. Staffing costs rose
most of all, though expenditure on purchased
performances also went up. Personnel expenses
calculated per employee increased by 7% year-
on-year.

Of banks' total operating expenses, around
45% are daff-related and probably some 30%
comprise payments to external companies for the
provision of performances and services.

Chart 48 Breakdown of operating efficiency
in the sector in June 2006
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Source: NBS.

The vertical axis shows the number of banks.
The percentage above each bar representsthe
assets of the banksin that bar as a share of total
assetsin the sector.

Despite the increase in expenses, the cost-to-
income ratio for banking activities declined, and



amounted to 58% in June 2006 (compared to
62% in June 2005).

Although operating expenses rose in the
banking sector as a whole, they did not increase
in all banks. Some have a longer-term trend
decline in expenses, and the reduction of
operating expenses in these banks represents a
key source of profitability growth.

Net income from the write-off of
receivables and of provisions

The banking sector's gross income from
banking activities as at June 2006 was reduced by
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SKK 1.6 billion through the net creation of
provisions and the write-off of receivables. Of
these expenses, the write-off of claims against
customers accounted for almost 86% and the net
creation of provisions for the remaining 14%.
Banks' expenses increased mainly for the
write-off of claims against customers (by 130%
year-on-year). Expenses for the creation of
provisions in banks increased by 12%, reflecting
the higher volume of defaulted loans, especially
to households. These increased in as many as
fourteen banks, by almost SKK 3.2 billion.



Capital adequacy

The development of capital adequacy stabilized during the first half of 2006. The average ratio of
capital adequacy declined only dightly over the period and there was a more stable spread between the
lowest and highest ratios in the sector. The growth in risk-weighted assets was accompanied by an
increase in own funds, especially retained earnings. In June 2006, all banks reported a capital

adequacy ratio above the minimum level of 8%.

The capital adequacy of the banking sector
fluctuated around its 2005-end level during the
first half of 2006, though in comparison with
June 2005, it declined by 2.6 percentage points to
14.35%."

Chart 49 Development of capital adequacy
ratio in the banking sector
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Source: NBS.
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The chart shows the devel opment of the
maximum, minimum and average capital
adequacy ratios weighted by total assets.
Therisk-weighted assets of branches of foreign
banks are not included.

The spread between the lowest and highest
capital adequacy ratios in the banking sector also
became relatively stable during the first half of

" The average value weighted by banks' risk-weighted
assets. It does not include the risk-weighted assets of
branches of foreign banks.
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2006. The ratios among banks at present range
between 10% and 30%.

Most banks reported a decline in the capital
adequacy ratio. The shift in the banking sector
towards lower ratios is shown in Chart 49. In
June 2006, up to 39% of the banking sector (in
terms of asset share) had a capital adequacy ratio
of less than 12%, compared to a figure of 4% in
June 2005, reflecting mainly the movement of
large banks into the category.

Chart 50 Distribution of capital adequacy
ratiosin the banking sector
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The decrease in capital adequacy was largely
the result of the increase in risk-weighted assets
(RWA), which itself was caused mainly by
lending growth. In comparison with June 2005,
RWASs increased by 24%, while own funds grew
by only 3%. In particular, RWAs of the banking



book (mainly with weights of 50% and 100%)
reported a steady rise; RWAS of the trading book
and other RWAs showed a volatile development,
owing mainly to the foreign exchange risk. Their
values were of minor significance, however, in
comparison with the banking book RWAs. The
decline in trading book RWAs and other RWAsS
reported in June 2006 did not, therefore, affect
the increase in total RWAS.

A second cause of the decline in banks
capital adequacy, besides the rise in RWAs, is
that banks are seeking to be more efficient in the
management of capital requirements. In other
words, banks are looking to use less capital in the
management of their risks. This trend is also
related to the introduction of more sophisticated
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risk management methods in banks. The overall
downturn in capital adequacy should therefore be
judged in the context of banks' risk management
levels.

As regards the share capital of banks, there
were no significant changes during 2005. Most
banks saw an increase in their shareholders
equity owing to growth in retained earnings.

Banks reported a high quality of own funds,
predominantly made up of Tier 1 capital. Only
four banks had subordinated debt, which apart
from Tier 1 capital was the only other type of
capital in own funds. The majority of
subordinated debt fell into the category of Tier 2

capital.



Risksin the banking sector

The exposure of banks to financial risks remained largely unchanged during the first half of 2006.
The banking sector reported an improved financial situation, with an increase in profitability and
banks holding a sufficient volume of capital. Nor was there any notable change in the financial
position of the sectors to which banks are significantly exposed.

As household lending rose, so did the credit risk of households. Household indebtedness continued
to increase in the first half of 2006. According to macroeconomic data, however, households still
generated sufficient income to meet their loan repayments. Smulations of adverse effects on a selected
sample of households indicate that the ability of indebted households to meet their liabilities towards
banks could be impaired by a drop-off in their income. The macroeconomic figures also show that the
volume of financial assets held by households is sufficient to be used for loan repayments. The quality
of the household lending portfolio, measured by the ratio of defaulted loans to total household loans,
remained basically unchanged, largely because of the increase in new lending. The actual volume of
defaulted loans rose.

As a share of total enterprise loans, defaulted |loans continued their trend decline in the first half of
2006. The relative improvement in the quality of the enterprise loans portfolio resulted from the
increase in overall enterprise lending, and especially the write-off and transfer of loss-making loans.
The volume of defaulted loans fell during the previous 18 months. The econometric model confirmed
that the ability of enterprises to repay loans is sensitive, for example, to shareholders equity as a
proportion of assets or to economic growth.

Securities held by the banking sector had a conservative structure and predominantly included
government bonds. Certain banks reported a growing share of riskier securities, reflecting efforts to
increase and diversify income.

The significance of liquidity risk in the banking sector remained substantially the same during the
first half of 2006. On the one hand, granting of long-term credits further exacerbated the time
discrepancy between assets and liabilities, which was reflected in a lower median of liquidity ratios for
maturities of up to 7 days and 3 months. On the other hand, the share of the liquidity cushion in the
total assets of the banking sector stopped falling at the end of 2005 and achieved relative stability in
the first half of 2006.

The banking sector had negligible exposure to foreign exchange risk in June 2006. In most banks,
the volume of liabilities denominated in foreign currency was greater than the volume of assets so
denominated. Banks were closing these open positions through derivative transactions, particularly
currency forwards and swaps. Practically every bank which traded in currency options had closed
positions under option contracts. If the development of exchange rates during 2005 and the first half of
2006 is taken as a basis, and it is assumed that positions are held for a period of 10 working days,
then, for the majority of banks, the largest exchange rate loss should not in 99% of cases exceed 1% of
own funds. Banks were not hedging their positions under standby loans or under issued or accepted
guarantees. These positions, however, would not affect foreign exchange loss in response to exchange
rate fluctuations. In June 2006, the exposure of banks to interest rate risk was also relatively low in
regard to the effect of rate changes on the fair value of assets and liabilities. This was because a large
proportion of assets and liabilities carried variable or short-term fixed rates. Banks were especially
senditive to interest rate rises, more so because of the declining value of fixed-rate securities held in
their portfolios. On the other hand, short-term rate fixation transfers interest rate risk from banks to
their customers. A rise in interest rates could therefore increase the loan debt burden of households
and threaten their repayment ability.
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Creditrisk

Household credit risk

Household lending continued its strong
growth in the first half of 2006, increasing its
share of the banks' balance sheet asit did so. In
June 2006, household loans accounted for 32%
of total customer lending and represented
125% of GDP. As the importance of
households borrowing increases, so do their
weight from the point of view of credit risk

Chart 51 Household loansrelativeto GDP
and banks assets
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- Source: NBS; Slovak Statistical Office (SU
SR).

- The percentages represent the ratio of
household loans to GDP in current prices.

Credit portfolio quality - households

Credit risk may also be viewed through the
current quality of the credit portfolio. This is
valid where it is assumed that the future
development of credit portfolio quality will be
similar to the past development.

The volume of defaulted household loans
increased by almost 20% from the beginning of
the year.’? There were marked rises in the
volume of defaulted mortgage loans (40%),
credit cards (59%), intermediate loans (27%),
and consumer loans (16%).

12 The volume of defaulted loans may be affected by
additional methodological changes on a bank to bank
basis.
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Because of the rising amount of new
lending, however, the volume increase in
defaulted loans was not significantly reflected
in the share of defaulted loans. As a proportion
of tota household lending in the sector,
defaulted loans did not vary from January 2006,
fluctuating at around 3%. The number of banks
in which defaulted loans account for more than
5% of household lending rose from the
beginning of the year.

Chart 52 Breakdown of defaulted loans by
share of total household loans.
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The worst quality was reported among
consumer loans, where the share of defaulted
loans represented almost 6%. The share of
defaulted credit cards also increased in
comparison with January.

Table 7 Defaulted loans by share of total
loansin the household sector

| 1.06 | VI.06

household loans 3.0% 3.1%
mortgage loans 1.0% 1.3%
consumer loans 5.6% 5.9%
credit cards 6.6% 9.2%
intermediate loans 3.4% 3.8%
building loans 0.9% 1.7%

- Source: NBS.



Financial position of households

Based on the available aggregated data and
microdata for the household sector, it may be
said that households generated sufficient
income to meet their liabilities towards banks.

According to the Survey of Household
Income and Living Standards, conducted by the
Slovak Statistical Office in mid-2005,"° the
average ratio of loan repayments to disposable
income fluctuated around 21%. Taking into
account current expenditure according to
number of household members, the average
figure exceeded 24%. After factoring in current
expenditure, there was also a rise in the
proportion of households whose loan
repayments exceeded their disposable income.

Table 8 Loan repayments relative to
disposable income

third
quartile

first

quartile ‘ EE ‘

‘ average

Iqan repayments relative to 20.9% 8.2% 14.3% 25.1%
disposable income

loan repayments relative to

disposable income, taking into 24.3% 12% 20.8% 35%
account household expenditure

- Source: Slovak Statistical Office (SU SR),
SILCO05005 UDB version 12.07.06, NBS.

Simulations of a decline in disposable
income and arise in interest rates indicate that
the ability of households to meet their liabilities
towards banks is dependent mainly on the
development of disposable income. A
substantial drop in income would result in a
high default rate. Nor the effect of exceptional
risesin interest rates was significant.

The sufficiency of income is also confirmed
by macroeconomic figures, showing that the
ratio of loan repayments to gross disposable
income amounted to 4% in the first quarter of
2006. That ratio is among the lowest in any EU
country.

3 Details of the sample used, as well as a more in-
depth analysis, are provided in the special topic.
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Chart 53 Loan repayments relative to
household income before and after the
deduction of current expenditure
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- Source: Slovak Statistica Office (SU SR),
SILC05005 UDB version 12.07.06, NBS.

- Thehorizonta axis showstheratio of loan
repayments to household disposable income,
adjusted for current expenditure

- Thevertical axis shows the number of
householdsin percent.

Chart 54 Household loan debt burden

relative to household income
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- Thedatafor gross disposable income show the
percentage increase in comparison with the same
period of the previous year.

- Gross disposable income is defined as the
difference between the current income and
current expenditure of households.

- Theloan debt burden represent the ratio of
repaymentsto gross disposable income;
the loan debt burden is calculated from the
volume of household loans broken down by
maturities and interest rates.

At the same time, households held a
sufficient volume of financial assets which



could be used for loan repayments in the event
of any negative shocks. According to data for
2004, the most recent year for which figures are
available, financial liabilities accounted for
only 36% of financial assets (with bank loans
making up 64% of financial liabilities).
Moreover, financial assets largely comprised
liquid items — cash and bank deposits (72% of
the total).

Despite the upturn in interest rates in the
first half of 2006, households continued to
prefer variable rate loans or loans with a fixed
rate for up to one year. Households willingness
to accept the increase in their loan repayments,
caused by interest-rate rises, may be explained
either by households optimism for the
development of their income, by their lack of
awareness concerning the potential risks, or by
their efforts to take a short-term advantage from
the lower interest rates. According to dress
testing results, interest rate rises would not at
present have a significantly adverse effect on
the ability of households to meet their liabilities
towards banks.

Chart 55 New household loans by fixed rate
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Cor porate credit risk

Although the volume of corporate lending
increased, its share of tota claims against
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customers declined in many banks, mainly due
to the fact that retall lending in these banks
grew at afaster pace.

Credit portfolio quality - enterprises

In general, there continues to be trend
improvement in the quality of the corporate
portfolio.

Table 9 Quality of corporate loans by
industry in June 2006
Change in

Share of Loans to share of

Industry industry in total industry by defaulted loans
corporate loans defaulted share since January
2006

Agriculture, hunting 3.60% 6.22% 7.31%
Manufacturing 28.69% 8.22% 5.90%
E_Iec_tncqy generation and 5.68% 0.05% 0.10%
distribution
Construction 4.66% 5.93% 6.68%
Motor vehicles and

0, 0 0,
motorcycles 2.17% 3.74% 3.91%
Wholesale and

0, 0 0,
intermediary trade L 7.26% gt
Retail trade 8.10% 2.34% 2.28%
Land transport 6.47% 0.40% 14.26%
Real estate activities 7.59% 2.12% 2.64%
Other business services 6.33% 1.70% 2.29%
Other industries 8.22% 6.50% 4.18%

- Source: NBS

- Other industries include: Forestry, Fishing,
Mining of mineal raw materials Gas
production, Production and distribution of
steam and hot water, Water treatment and
distribution, Hotels and restaurants, Water
transport, Air transport, Secondary auxiliary
activities  in transport, Posts  and
telecommunications, Rental of machines and
goods for personal consumption, Computer
activities, Research and devel opment.

As ashare of total corporate loans, defaulted
loans declined by 4.6 percentage points to
5.1%.' Not only did the share of defaulted
loans decrease, but, significantly for the quality
of the corporate portfolio, so did the volume —
by SKK 9 billion year-on-year.

14 The volume of defaulted |oans may be affected by
additional methodological changes on a bank to bank
basis.



Chart 56 Breakdown of corporate portfolio
quality in the banking sector
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- Source: NBS.

- Thehorizontal axis shows defaulted loansas a
share of total corporateloans, broken down into
5 bands.

- Thevertica axis shows the number of banks
whose share of defaulted |oan belongsto the
respective band.

- The percentage above each bar representsthe
assets of the banksin that bar as a share of total
assets in the sector.

Financial position of enterprises

In the analysis of enterprises according to
size,> we focused mainly on their profitability,
capitalization and indebtedness, efficiency, and
liquidity.

Profitability

In the given period, for the samples of large
enterprises, small and medium-sized enterprises
(SMEs), and microenterprises, the median and
mean values of enterprises profitability ratios
were found to be similar. Nor did the statistical
test confirm divergence in distributions.

There was, however, a correlation between
enterprise size and the extent of the spread of
profitability. The sample of large enterprises
had the smallest spread, and microenterprises
the largest. That spread represents a risk which

> The statistical sample of 3,400 enterprises was
broken down into three groups according to volume of
revenues (r):

large enterprises; r 3 SKK 1 bn

SMEs. SKK30m£r<SKK 1bn

microenterprises. r < SKK 30 m.
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is in this case inversely proportional to
enterprise size. Such a statement is consistent
with the fact that loans to large enterprises have
lower risk margins than do those to SMEs.

Indebtedness and capitalization

The analysis of capitalization (the ratio of
shareholders equity to the balance sheet total)'®
confirmed the greater extent of own funds in
larger enterprises, where the average median
and average values represented 47% and 48%,
respectively. Capitalization was lower in SMEs
and in microenterprises.

Chart 57 Capitalization and indebtedness of
enterprisesaccording to size
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- Source; Slovak Statistical Office, own
calculations.

- The figuresin the chart (medians, quartiles) are
averages of quarterly values for 2005 and the
first quarter of 2006.

- The chart covers a complete statistical sample
of enterprises, and therefore includes those
which do not have bank loans.

- If an enterprise reported negative shareholders
equity and simultaneously had a bank loan, it
was deemed to be 100% indebted.

- SE — shareholders equity.

The average median of the ratio of bank
loans to shareholders' equity showed that all
three categories include a number of enterprises

16 Reference capitalization value: where the ratio of
own funds to the balance shest total is greater than 40%,
the capitalization may be considered very good, whereas
afigure of lessthan 10% is insufficient.



which either do not have bank loans or are
marginally indebted. In the microenterprises
category, enterprises which do not have bank
loans even outnumber those which do. The
relatively low degree of bank borrowing among
large enterprises may be because large
enterprises have more options for financing
(e.g. issuing bonds, funds from the parent
company ...) and, unlike SMEs, are not directly
reliant on bank loans.

Table 10 Capitalization and indebtedness of
enterprisesaccording to size

‘ SE / Bal. sheet total ‘ Bank loans / SE

average
median

average

average spread ’
9 P median

average spread

large 48% 47% 0.06 2% 24% 0.12
SMEs 3% 38% 0.08 3% 25% 0.15
micro 31% 32% 0.15 0% 15% 0.13
- Source; Slovak Statistical Office, own
calculations.

- The table covers a complete Satistical sample
of enterprises, and therefore includes those
which do not have bank loans.

The category of microenterprises differs
from the other two in having overall lower
indebtedness and weaker capitalization, which
leads to the contention that it has a higher
degree of business liabilities.

Chart 58 Shareholders equity and bank
loansin comparison with the balance sheet
total
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- Source: Slovak Statistical Office, own
calculations.
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The ratio of shareholders' capital to the
balance sheet tota cannot therefore be
considered as the main criterion for the
extending of bank credits.

Comparing the ratio of bank loans to the
balance sheet total and the ratio of shareholders
equity to balance sheet total did not
demonstrate a correlation between the values of
equity and bank loans.

Chart 59 Bank loans and the balance sheet
total
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- Dataarein SKK thousands, logarithmic scale.

- Source; Slovak Statistical Office, own
calculations.

- The chart includes only enterprises which have
bank loans.

Comparing the ratio of bank loans to the
balance sheet total, a relatively strong
connection can be observed between the
amount of borrowing and the balance sheet
total.}” This is further supported by the
relatively small spread of this ratio in each of
the three enterprise samples (Table 2). In
general, therefore, differences in the
indebtedness of various enterprises exist not in
the ratio of bank loans to the balance sheet
total, but in the ratio of bank loans to
shareholders equity. For that reason, the ratio
of bank loans to equity is a better indicator of
the rate of bank borrowing. In the said sample

Y In the sample of enterprises including only
enterprises with bank loans, the average was 14.5% and
the spread 0.017.



of enterprises, this ratio was greater than 1.5
for 7.3% of enterprises.

Efficiency

The efficiency of enterprises measured, as
the ratio of the current period's profit to saes
was more of a problem with smaller enterprises.
This was seen in their lower average and
median values and particularly in their
substantially greater spread.

Chart 60 Profit to salesratio by enterprise
size - efficiency
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- Source; Slovak Statistical Office, own
calculations.

- The figuresin the chart (medians, quartiles) are
averages of quarterly values for 2005 and the
first quarter of 2006.

Liquidity

The liquidity ratio — the ratio of financial
assets (especially bank accounts and vault cash)
to total assets — was practically identical in the
samples of large enterprises and SMEs. The
microenterprises sample had a slightly higher
value and a greater spread.

18 | the ratio of bank loans to equity is greater than
1.5, itis considered to be excessive.
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Chart 61 Financial assets and the balance
sheset total

1.E+08
R?=0.5383

.
LE+07 - .
* .
2
¢

1 3
LE+06 e

1.E+05 - .
M
1.E+04 4

1.E+03

Financial assets

1.E+02

1.E+01

1.E+00 f f f f f i
1.E+02 1.E+03 1.E+04 1.E+05 1.E+06 1.E+07 1.E+08 1.E+09

Total assets
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- Source: Slovak Statistical Office, own
calculations.

In general, however, the liquidity ratio is
among the most evenly distributed ratios in
terms of enterprises size. In the overall sample
of enterprises, the volume of liquid assets
increased along with the volume of total assets.

Chart 62 Ratio of financial assetsto total
assets by enterprise size - liquidity
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- Source; Slovak Statistical Office, own
calculations.

- The figuresin the chart (medians, quartiles) are
averages of quarterly values for 2005 and the
first quarter of 2006.

In general, the credit risk pertaining to the
financial position of enterprises is greater in
microenterprises than in large enterprises. This
is indicated not only by the worse mean values
of severdl ratios, but often also by the spread of
these values. Microenterprises also featured a



lower rate of bank borrowing, and this means
there is greater scope for demand. Larger
enterprises, on the other hand, have access to
aternative forms of financing. In line with
these facts, smaller enterprises generally have
higher risk margins and the large enterprise
segment sees greater competition.

Credit portfolio quality in other
sectors™

As regards its portfolio of loans to other
sectors, the banking sector reported a relatively
high quality, although the quality of the credit
portfolio for non-residents did deteriorate over
the course of the year.

Table 11 Credit portfolio quality for other
sectors

Loans to el DG Loans to Loans to
sole pankmg general non-
financial .
traders ) government residents
companies
non.perf. loans
VL06 relative to loans 5.6% 0.1% 0.0% 2.2%
in sector
share of
0 0, 0, 0
S S 2.4% 10.1% 3.8% 2.6%
non-perf. loans
1.06  relative to loans 6.8% 0.1% 0.0% 0.2%
in sector
ST 2.4% 9.5% 5.0% 3.1%
customer loans
- Source: NBS

The effect of methodological changes
on the classification of claims

Asof 1 January 2006, a new NBS decree on
the classification of assets and liabilities entered
into force. In this regard, it is interesting to see
how the new methodology has been reflected in
the classification of claims in the banking
sector.

Chart 63 compares provision coverage in
March and June 2006. Because of the reporting
changes, it is not possible to include 2005 data

1° The volume of defaulted loans may be affected by
additional methodological changes on a bank to bank
basis.
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in this chart. Provision coverage for defaulted
loans declined slightly between December 2005
and June 2006, from 105% to 98%. Under the
new methodology, defaulted loans do not form
a separate category, but include the categories
of loans with impairment and loans without
impairment. For the category of doubtful and
loss-making loans there is no equivalent in
2006. These categories may be compared to
claims with impairment that are depreciated by
more than 50%. In this comparison, provision
coverage hardly changed from the previous
year, when it represented 97% for doubtful
loans and 53% for non-standard loans.
Provision coverage is stable for customers-
natural persons and volatile for legal persons.
Thisiswhy the coverage of defaulted loans also
saw a sharp increase in March 2005.

Chart 63 Provision coverage
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- Source: NBS.

- Thehorizontal axis shows the provisionsas a
share of the unsecured lending in the given
category of loans.

Market risks

Foreign exchange risks

When assessing the exposure of banks to
foreign exchange risk, it is important to look at
how the values and volatility of exchange rates



have developed and at the size of banks' open
positions in different currencies.

The development of the foreign exchange
market, evaluated on the basis of exchange
rates against main currencies, did not show any
significant differences in comparison with
2005. The Slovak currency appreciated only
dlightly: the average values of the SKK/EUR
and SKK/USD exchange rates for the first half
of 2006 declined by, respectively, 2.6% and
4.4% in comparison with their averages for the
second half of 2005. At the same time, the
Slovak koruna lost a little value against the
Czech koruna. In terms of time development,
the volatilities of the different exchange rates
did not record any major fluctuations.

Chart 64 Structure of assetsand liabilities
denominated in foreign currency
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Dataarein SKK bhillion.

Liabilities towards banks include funds of
the Slovak Ministry of Finance deposited
with banks through ARDAL, since these are
similar in character to deposits of banks.

Because of the discrepancy between the
currency structure of their activities on the asset
side and their financing on the liabilities side,
banks have an open foreign exchange balance
sheet position. This was substantially short,
owing to the large volume of foreign exchange
funds from foreign banks (amounting to SKK
184 billion in June) and the short-term foreign
exchange deposits of general government (SKK

49/125

49 hillion), while banks deposited a large part
of them with the NBS in Slovak koruna. The
inflow of funds from the foreign interbank
market did not change significantly year-on-
year (down by 6%), though the volume of
short-term funds of general government
increased. On the asset side, there was an
increase in foreign currency loans to customers,
especially to enterprises (up by 21% year-on-
year) and to financial companies (by 74%). The
open balance sheet position represented 9% of
the balance sheet total; branches of foreign
banks reported the highest share owing to the
substantial volume of funds from their banking
groups.

In order to close the open foreign exchange
position on the balance sheet, banks used
derivative transactions (currency swaps, Spot
and forward conversions). Overall, therefore,
the foreign exchange position was basically
closed (SKK —91 million). This applies not only
to the aggregate foreign exchange position, but
also to the postion in a majority of banks,
which during the first half of 2006 did not
exceed 2% of the balance sheet total. Banks
therefore appear to have negligible exposure to
foreign exchange risk.

The analysis based on the open foreign
exchange position does, however, pose some
problems that need to be more closely
examined. First, the closed foreign exchange
position does not exclude discrepancy in terms
of foreign currencies. Given the low correlation
between different exchange rates, banks could
incur a loss even on a closed foreign exchange
position. By dividing the foreign exchange
position into different currencies, it is possible
to calculate the loss (VaR) which should not be
exceeded in 99% of cases. At the same time, it
is assumed that the division of future exchange
rate movements may be simulated by using the
movements over the past year (250 working
days) and that the portfolio will remain



unchanged for a period of 10 days®® The
calculated VaR is shown in Chart 65. For most
banks, the VaR during the first half of 2006 did
not exceed 1% of own funds.

Chart 65 10-day VaR (99%)
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- Source: NBS, own calculations.

- Dataarein SKK hillion

- Thechart includes all banks and branches of
foreign banks.

The size of the regulatory capital held by
banks in order to cover potential losses from
foreign exchange risk corresponded
approximately to the VaR. Since banks,
however, had a low exposure to foreign
exchange risk, none of them reported the VaR
at more than 1% of the total capital.

% For the VaR calculation, only overnight losses
were simulated and the resulting figure was then

multiplied by 10.
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Chart 66 VaR and regulatory capital in
comparison

07

06

q NN
BNV ,/7 o<

v N——

014

00

[Te)
=]

11.05
V.05
VI1.05
1X.05
XI1.05
1.06
11.06
V.06

= Regulatory capital 10-day VaR (99%)
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- The chart shows both the regulatory capital
figures in accordance with NBS Decree no.
4/2004 and thesize of VaR.

- The chart does not include datafor branches
of foreign banks, or banks which use their
own mode sto calculate market risks.

A second problem with the analysis is that it
does not take into account the time aspect of the
correspondence or the discrepancy between
assets and liabilities in different currencies.
Even though reliable data are not available for
this analysis, it may be assumed that a
proportion of the medium-term or long-term
foreign currency loans are financed by short-
term foreign exchange funds from the interbank
market.  Although a change in the exchange
rate is followed by both instruments being
immediately revalued in accordance with
accounting policies, there could be a risk that
the liquidity of the foreign exchange interbank
market declines. As foreign exchange funds
mature, banks are forced to seek alternative
ways of hedging their assets (in the form of
foreign exchange liabilities or currency
derivatives), while an increase in the spread
between the buy and sell price on the foreign
exchange market could cause losses to banks.



Chart 67 Price spread of annual forward
contracts (SKK/EUR)
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Source: Reuters.
The data represent the percentage share of the
spread in the forward exchangerate.

The size of the spread, which to a large
extent depends on the liquidity of the market in
the given instrument, actually represents
transaction expenses related to trading in this
instrument. On the other hand, the spread
between the buy and sell prices quoted for
forward exchange rates have been steadily
falling since 2004. Liquidity is higher in the
markets for shorter-maturity forwards, although
the market in longer-maturity instruments has
shown the greater increase in liquidity. On the
forward market in SKK/EUR conversions, for
example, the ratio of this spread to the forward
exchange rate declined from 0.19% to 0.17%
year-on-year for the two-month maturity, from
0.47% to 0.33% for the ninth-month maturity,
and from 0.46% to 0.34% for the annual
maturity. At the same time, no movement of
greater significance was recorded in the actual
SKK/EUR rate.

While affirming that the banking sector has
little exposure to foreign-exchange risk from
balance sheet transactions, since it hedges them
with currency derivatives, the above analysis
leaves out four types of instruments which
banks report on their off-balance sheets:
commitments to provide or accept loans,
guarantees and (currency) options accepted and
provided, and value accepted into safekeeping.
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Chart 68 Time development of VaR taking
into account loan commitments and
guarantees
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In June 2006, 30% of the total volume of
commitments to provide loans and 95% of the
volume of commitments to receive loans were
in foreign currency. The open foreign exchange
position in these loan commitments was long
and represented 19% of the banking sector's
balance sheet total. Banks were not usually
hedging the position. Since it is not revalued in
response to exchange rate changes, it does not
affect the foreign exchange losses or gains. On
the basis of data on the hedging of balance
sheet positions, however, it may be assumed
that banks will probably hedge these open
positions when they are transferred to the
balance sheet. This therefore represents the
same problem as the discrepancy in foreign
exchange positions discussed in the previous
part.

There was likewise no hedging of positions
arising from guarantees provided or accepted in
foreign currencies. Overall, this position was
short, a the level of 3% of assets. In some
banks, however, it exceeded the balance sheet
total. This is related to the connection between
foreign exchange and credit risk — the banks
could be exposed to foreign exchange risk only
where a credit event occurs.



Chart 69 Volume of underlyingsfor options
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Currency options cannot, as non-linear
instruments, be included in the analysis since
there is a shortage of information on their
parameters. In June 2006, the foreign exchange
positions arising from their underlyings were
seen to be closed in a majority of banks. It may
be assumed that banks are hedging their option
positions by concluding option transactions on
the interbank market. This assumption is
confirmed by the fact that around 50% of the
total volume of underlyings for option contracts
are related to transactions with foreign
monetary financial institutions. This is the case
both with the banking sector as a whole and
among individual banks.

Whereas the volume of option transactions
declined in the second half of 2005, it increased
sharply again in the first half of 2006.

Not only did underlyings of currency
options rise in volume, so did the underlyings
of currency derivatives, especially currency
swaps. That said, the size of the open foreign
exchange positions hedged by these instruments
remained largely unchanged.

Apart from their direct exposure to foreign
exchange risk, which appears to be
insignificant, banks are indirectly exposed to
the effects of exchange rate fluctuations. As
mainly enterprises and financial companies
receive a rising volume of foreign currency
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loans, their repayment ability could come under
threat in the event of weakening of the domestic
currency. However, the data needed to make a
more detailed analysis of this situation are not
available.

Interest raterisk

In measuring interest rate risk, we focus on
the sensitivity of interest rates expressed as a
fluctuation in the economic values of all
interest-sensitive assets and liabilities. Unlike
with foreign exchange risk, sensitivity is
therefore not expressed in terms of impact on
profitability. Indeed, interest rate changes
would have a direct and immediate effect on
profitability only in regard to revaluation of
assets and liabilities to fair value against the
profit or loss. The revaluation of assets held for
sale would be reflected only in the size of the
shareholders equity. Assets held to maturity
would not be revalued at all. Where an asset is
held by a bank to maturity, the possible change
in its fair value will gradually diminish and by
the maturity date, the fair value will match the
nominal value. When evaluating interest rate
risk, however, the change in the revaluation of
all assets and liabilities to fair value is taken
into account. The change in the net economic
value of the balance sheet need not therefore
appear in the financial results. Where, for
example, a bank provides a loan with a fixed
interest rate of 5%, the fair value of this loan
will decline in the event that the market rates
increase, since the interest collected by the bank
will be lower in comparison with the market
rates. The longer the fixed rate for the loan, the
greater will be decline in the fair value of the
loan. This change will be reflected in a lower
economic value, but not in the reported results
(provided that the loan is reported at amortized
value).

This approach does not, however, indicate
the effect of interest rate movements on the net
interest income of banks. In fact, a change in
rates results in a gradual change in interest



income or expenses for balance sheet items that
include a short fixed rate. This is immediately
reflected in the profit and loss account. The
possible effect on banks' interest rate margins is
not taken into account either, and nor is the
potential change in customer demand for loans
or deposits, in other words the net interest
income of banks.

Chart 70 Net position of interest-sensitive
assetsand liabilities
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Since assets far outweigh liabilities in the
longer maturity periods, it should be the case
that rising interest rates, and especialy
increases for longer maturities, adversely affect
banks by reducing net economic value. Overall,
however, the interest rate risk of the banking
sector in June 2006 was low. Both assets and
liabilities report a relatively low interest rate
sensitivity, which results from their short
duration.

Interest rate sensitivity of individual asset
and liability items

Interest rate sensitivity represents a
simulated change in the fair value of individual
asset and liability items in the event of a
parallel rise in interest rates by 1 basis point.
The most sensitive items reported on the asset
side are those distributed in the longer maturity
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periods — securities and loans. The interest rate
sensitivity of securities increased in the second
half of 2005, but declined in the first half of
2006. Interest sensitivity dropped in nearly all
banks in the first half of 2006, the reason being
that a relatively large part (around 43%) of
newly issued government bonds comprised
variable-coupon bonds.

On the liabilities side, issued securities
showed the greatest sensitivity, though they did
not account for a significant part of the
portfolio. The largest item by volume, customer
deposits, reported only low sensitivity.

Table 12 Interest rate sensitivity of selected
asset and liability aggregates of the banking
sector, in SKK

‘ VI.05 ‘ XI1.05 ‘ VI.06

interbank market and NBS -

- 0, - 0 - 0,
assets 0.0007% 0.0006% 0.0007%
asset transactions with customers -0.0095% -0.0102% -0.0119%
securities transactions -0.0168% -0.0203% -0.0183%
interbank market and NBS - 0.0052% 0.0047% 0.0036%
liabilities
liability transactions with 0 0 7
customers 0.0047% 0.0050% 0.0055%
other liability transactions 0.0286% 0.0265% 0.0217%

- Source: NBS.

- Thefiguresin thetable represent the percentage
change in the value of interest-sensitive asset
and liability itemsin the event of a parald rise
in interest rates by 1 basis point.

Liquidity risk

The factors that affected liquidity risk in
2005 did not change in the first half of 2006.
These involved, on the one hand, the
development of standard banking activities that
result directly from the time discrepancy
between assets and liabilities, and, on the other
hand, the strong factor of the interbank market.

Liquidity risk is related to the deepening
time discrepancy between assets and liabilities.
The extent to which the increase in long-term
lending is reducing the liquidity cushion in the
banking sector is not clear. Nor can it be ruled
out that since banks are convinced about the
sufficiency of the liquidity cushion's size, they
are supporting long-term lending. The liquidity



risk in this case depends on the functioning of
the liquidity cushion — whether it is set and
maintained at a sufficient level and also on the
assumption that the entities to which it applies
invest in liquid assetsto alesser extent.

Time discrepancy between assets and
liabilities

Financial intermediation almost aways
leads to a time discrepancy between the
intermediary's claims and liabilities. This is a
natural consequence of the fact that
intermediation concerns not only volumes but
also maturities. The time discrepancy is
increased by the provision of long-term loansto
households and investment loans to enterprises.
That said, the ratio of long-term customer loans
to overall lending stopped rising at the end of
2005. Likewise, deposits with a maturity of up
to 7 days ceased increasing as a share of total
deposits, reflecting the growth in time deposits
in response to interest rate movements.

Chart 71 Customer loans and deposits by
maturity
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The time discrepancy between assets and
liabilities is not only related to long-term
lending and the increase in current account
balances. The overal position is affected
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mainly by the interbank market and to a large
extent also by securities. A favourable change
was the decrease in the very short position in
the shortest maturity, which resulted from the
slower increase in liabilities than in assets
under this maturity.

Chart 72 Net and cumulative balance sheet
position of the banking sector
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In contrast, assets with the next maturity
(from 7 days up to 1 month) declined, which
resulted in a change in the position from long to
short.

Despite the decrease in the short position in
maturities of up to 7 days, the cumulative
balance sheet position in liquidity declined still
further.

The increasing time discrepancy on banks
balance sheets is also seen in change in the
median values of liquidity ratios for up to 7 and
3 months,?* which have declined as a result of
the said development.

2 The ratios are defined as the ratio of liquid assets
to volatile funds, where liquid assets include vault cash,
the bank's current accounts held with other banks, all
Treasury bills or government bonds that are not subject to
a lien, including those which the bank acquired in repo
transactions, all claims against customers and banks with
aresidual maturity of up to 7 day or up to 3 months, and
where volatile funds represent the sum of liabilities



Altogether, the predominance of long-term
loans (Chart 71), the widening of the time
discrepancy between assets and liabilities
(Chart 72) and the decline in liquidity
ratios (Chart 73) does not describe the whole
situation of liquidity risk in the banking sector.
The degree to which banks are exposed to this
risk is not indicated by the maturity discrepancy
between assets and liabilities. The second part
of the information on liquidity risk is contained
in the analysis of the liquidity cushion.

Chart 73 Liquidity of up to 7 daysand up
to 3 months
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- The chart shows the median of theratios for
individual banks, not induding branches of
foreign banks and building societies.

Liquidity cushion

It is therefore likely that the most important
factor in liquidity risk continues to be trading
by domestic banks between each other, with
foreign banks and with the National Bank of
Slovakia, and investments in certain securities.
Interbank transactions, because of their short
maturity, and certain securities, owing to their
liquidity, constitute the cushion against
liquidity risk.

The problem with the liquidity cushion is its
weak application in the context of systemic
risk. The liquidity cushion itself is based on the
assumption of trading in given instruments. In

against banks and customer with a maturity of up to 7
days or up to 3 months.
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the event of a systemic threat to the banking
sector, the willingness of banks to trade will
also be jeopardized.

Chart 74 Quick liquidity and theratio of
liquid assetsto total assets
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For the purposes of this analysis, the
liquidity cushion is defined as the sum of the
funds on domestic interbank market and the net
postions of domestic banks vis-a-vis the
NBS,? vis-a-vis foreign banks,* and vis-a-vis
the central government.** The sum did not
include, for example, credit lines of domestic
banks to their parent banks, owing to shortage
of liquidity in the euro area.

The median of the quick liquidity ratio had
an overall declining trend, while the ratio of the
liquidity cushion to total assets stopped
decreasing a the end of last year. The
upholding of the liquidity cushion's share of
total assets resulted from a reduction in the
short position of domestic banks vis-a-vis
foreign banks (by SKK 52 billion between
December 2005 and June 2006 — domestic

2 Net position vis-a-vis the NBS = the volume of
loans to and deposits with the NBS, and purchases of
NBS hills, less deposits and oans from the NBS.

% Net position vis-a-vis foreign banks = the volume
of loans to and deposits with foreign banks, less deposits
and loans from foreign banks.

2 Net position vis-a-vis the central government =
government bonds + State Treasury bill — deposits of
ARDAL.



banks accepted fewer deposits and provided Chart 75 Composition of the liquidity
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Stresstesting

The previous section identified some of the risks to which the banking sector is exposed. The main
focus of this section is therefore on estimating the sensitivity of banks to exceptional but plausible
changes in market conditions from the view of such risks.

A simulation of credit risk effects showed that the capital adequacy ratio of most banks would not
fall below 8% in the event of an increase in defaulted loans, even if the rise were to be several times
higher than the highest historical month-on-month change. A similar conclusion applies to the scenario
where the banks default rate would correspond to the share of defaulted loans in the portfolio taking
into account the average month-on-month increase in lending volume.

Asregards liquidity, the riskiest scenario appears to be the unexpected withdrawal of a large share
of customer deposits or the outflow of funds from foreign banks. This is related to the growing
dependence of some banks on financing long-term assets of low liquidity with funds that are potentially
highly volatile. Asfor the sensitivity estimate for both scenarios, it can be said that most banks would
retain a sufficient liquidity cushion in the event that 20% of customer deposits or 90% of deposits of
non-resdent banks were withdrawn. Several banks would, however, experience a relatively large
change in particular liquidity ratios (in comparison with historical data).

Sress testing of exceptional effects related to market risks confirms that the banking sector has
relatively little exposure to these risks. Most banks did not incur a loss representing more than 1% of
own funds even where the koruna's exchange rate against the euro and against other currencies was
simulated to undergo an extreme depreciation or appreciation of 15% over a period of 10 days.
Interest rate fluctuations would have more unfavourable effects, especially in some banks where the
banking book includes a large volume of securities with a long fixed rate. A risein interest rates would
expose most banks to an adver se effect.

deterioration in the financial positions of
enterprises and households.

Credit risk

Credit risk, as the most significant risk in
banks business, is assessed by analysing the
sensitivity of the capital adequacy ratio to
changes in the credit portfolio's quality, which are
derived from certain assumptions and from the
development of this quality in the past. Two types
of assumption are used in this regard, and they
lead to two stress-test scenarios:

Scenario 1: Credit crunch

The first scenario simulates a substantial
worsening of the financial position of banks
customers. For this reason, it is assumed for the
next period that banks significantly restrict new
lending. In this scenario there is therefore no
change in the value of risk-weighted assets. It is
assumed that the rise in defaulted loans will be
caused solely by non-defaulted loans falling into
the defaulted category, resulting from the said
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Under this scenario, the largest percentage
month-on-month increase in value of defaulted
loans (A) during the first half of 2006 is
calculated. The stress-test is then based on the
assumption that such an increase, adjusted by
multiplier M, also occurs in the following period.
The value of defaulted loans for the next period is
then worked out as follows:

NPL,,; =NPL, * (D *M +1),

It is assumed for the simulation that this
increase in defaulted loans is entirely reflected in
aloss, and that the bank's own funds are reduced
by this loss.

When interpreting the results of this scenario,
two basic assumptions should be taken into
account — the 100% creation of provisions for
each loan that falls into the defaulted category,



and the fact that the expenses for these provisions
are deducted in full from own funds® In
addition, this stress-test scenario is significantly
l[imited by the amendment to the Decree on the
Classification of Assets and Liabilities (related to
the fact that banks started reporting under
IAS/IFRS standards from 1 January 2006), which
allows the value A to be calculated only from
data for the first half of 2006. During this period,
however, banks could have made additional
transfers in various lending categories, not in
connection with the actual change in their quality,
but with the said legislative amendment.

Scenario 2: Granting of loans with a higher
default rate

The second scenario is based on growing
competition pressure in connection with a
relatively high pace of lending growth. It
therefore simulates the situation where banks, in
seeking to increase market share, provide more
loans and at the same time increase the share of
lending to less solvent customers. This leads in
future to such customers defaulting on loan
repayments, the result of which will be a higher
share of defaulted loans in the portfolio of new
loans.

The first step is to calculate the maximum
share of defaulted loans in total loans for the first
half of 2006. This share of defaulted loans forms
the basis for estimating the default rate of new
loans in future. Their relationship is represented
by the coefficient M4, which is used to smulate
the increase in this share.

A further assumption is the continuing
increase in total lending volume, whose average
month-on-month absolute change is multiplied by
the coefficient M,. This rise in lending is a the
same time included with arisk weight of 100% in

% |t is not taken into account that the bank made a
certain profit for the first half of 2006 which isnot included
in the volume of own funds but which can be used to cover
a loss, or part thereof, caused by defaulted loans. This
approach is taken because the size of the profit depends on
the period under review, and therefore its incluson would
make it impossible to compare the results, e.g. for June and
December.

58/125

the increase of risk-weighted assets. The M;
multiplier may be interpreted as the growth in the
bank's lending activities, but equally as an
extension of the time period during which the
stress-test  scenario continues to apply. The
volume NPLy; is then calculated using the
following formula:

NPL, O

i
NPL, ., = NPL, + Max{ *max ———=*
alt ‘ %g U total, g
1 o aunos 0 .U
*g?wz*l_la o estotal - totalj_lgog,

where total; represents the total volume of loans
provided intimet.

For calculating the impact of this stress-test
scenario on capital adequacy, the bank's own
funds are reduced. It is again assumed that the
value of the increase in defaulted loans will
appear as a loss (LGD = 100%). At the same
time, the volume of risk-weighted assets will rise,
assuming that new loans have a risk weight of
100%.

The interpretation of the results should take
into account, apart from the assumptions
mentioned in the first scenario, the assumption
that the share of defaulted loans which results
from credit risk management in the past is used to
estimate defaulted loans in the present. This
assumption may not, however, be correct if the
bank has changed the management of credit risk
or if the bank has sold or written off part of its
defaulted claims.



Chart 76 Comparison of theimpactsthat different credit risk scenarios have on the distribution
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- Thechart showsthelower quartile, median, and upper quartile of the distribution of estimated capital adequacy
ratios in the sector following the application of theindividual scenarios.

Theimpacts of stress-test scenarios for
credit risk

Each scenario was monitored for its impact on
the most important portfolios — retail loans and
loans to enterprises. As the outline of the
scenarios makes clear, we consider a period of
one month during which the changes in capital
adequacy could arise. Chart 76 represents the
impacts of both scenarios in two versions —
moderate (with multipliers of 2) and severe (with
multipliers of 5).

The first scenario shows that, on the basis of
past values for first-half of 2006 increases in
defaulted loans in individual banks, a majority of
banks would not be significantly affected even by
a several-fold increase in the month-on-month
growth in the volume of defaulted claims. Such a
result is to be desired, since the opposite case
would mean that a recurrence of the highest rise
in defaulted loans (or a greater multiple increase)
could significantly reduce the bank's capital
adequacy ratio, even within the one-month
period.

After comparing the first scenario's impact in
December 2005 and in June 2006, it may be said
that its impacts on the retaill loan portfolio

declined. On the other hand, these impacts are
more significant in the enterprises loan portfolio.

Chart 77 Comparison of theimpacts of
scenario 1 on the median capital adequacy
ratio in June 2006 and December 2005
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- THe vertical axis shows the medians of the
distribution of estimated capital adequacy ratiosin
the sector, following the application of scenario 1.

The conclusions from the second scenario
differ to those from the first. It is difficult to
compare the second scenario's overall impact on
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the banking sector with that of first scenario,
since a different approach is taken to measuring
the sensitivity to credit risk. The group of banks
that would be most exposed under the scenario is
also different.

Over one month the scenario produces a
negligible effect, but over 12 months (M,=12) the
simulated capital adequacy ratio would in some
banks decline to the 8% limit for M;=2 and M;=3.
For the banks in question, this means that if the
loans which fail during the year equated to two or
three times the current value of defaulted loans
and if the banks created provisions for 100% of
this amount, their capital adequacy ratio would
reach the 8% limit.

Chart 78 Impact of scenario 2 on the median
capital adequacy ratio for the parameter
values M1 and M>
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- Thehorizontal axis shows the M; parameter values,
and the vertical axisthe M, parameter val ues.

- The coloured areas of the graph indicate the median
of banks capital adequacy ratios, from therange
18%-19% (bottom | eft) to therange 10%-11% (top
right). The different strataindicate a change of 1
percentage point in the median ratio.

Liquidity risk

The testing of liquidity risk involves special
l[imitations. A typical problem is the ambiguity of
the link between liquidity risk and capita
adequacy. Even if a bank incurs a loss related to
liquidity problems (for example, the rapid selling
of securities), it is not easy to simulate this
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situation. Moreover, the scenarios do not take
into account either existing credit lines to other
banks and the parent bank, or the core deposits.

That is why the test is carried out not on
capital adequacy, but on three selected ratios of
liquidity (the ratios of quick liquidity, liquidity up
to 7 days, and liquidity up to 3 months).?® Each
indicator is calculated as a share of the liquid
assets and volatile funds in the respective
category. The size of the shock was considered in
regard to the absolute value of the average
month-on-month change in these indicators. As
with credit risk, the objective is not to quantify
effects; it is rather to identify the banks that
would be worst affected in the given scenario,
and to briefly analyse the reasons. It is at the
same time possible to identify the banks, which
experienced significant changes (negative or
positive) during the first half of 2006.

For the stress testing of liquidity risk, three
basic scenarios were selected. The first two are
standard, in variations used by central banks in
the EU. The third attempts to reflect the situation
in the Slovak banking sector.

Scenario 1. Declinein gover nment bonds
by 10%

This is a straightforward simulation in which
the value of government bonds and Treasury bills
in the bank's portfolio (not including securities
acquired as collateral in repo transactions) is
reduced in all three ratios by 10%. One reason for
the decline in the value of government bonds
could be an increase in interest rates.

Scenario 2: Declinein customer deposits
by 20%

This applies to an unexpected withdrawal of a
proportion of customers' deposits. The volume of
liquid assets is reduced by the same amount. As
regards liabilities, it is assumed that customers
funds are reduced equally in all maturities.
Volatile funds therefore decrease by the amount

% Theratios are defined in the part "Liquidity risks".



of 20% of all liabilities towards customers (for
the first ratio), by 20% of liabilities towards
customers, which have a residual maturity of up
to 7 days (for the second ratio) and up to 3
months (for the third ratio).

Scenario 3: Outflow of short-term funds
from the banking sector for exter nal
reasons

This simulates the situation where investors
decide to reduce substantially their position in
Slovak banks regardless of the domestic
conditions. In simplified form, it involves a 90%
decline in the deposits of non-resident banks.
Such a situation could come about by, for
example, investors simply deciding to place their
short-term  funds in other higher-yielding
markets.

Under this scenario, liquid assets are reduced
by 90% of the value of deposits of non-resident
banks. For liabilities, it is assumed that funds
with the shortest residual maturity are the first to
leave; therefore the said volume (90% of foreign
banks' deposits) is also deducted from volatile
funds, although by an amount not exceeding the
size of banks' current accounts (for the first ratio),
by the amount of banks' deposits with a maturity
of up to 7 days (for the second ratio) and up to 3
months (third ratio).

Since the actual value of the ratios may only
be used to a limited extent to assess liquidity, the
stress test results are focused on the relative (as
opposite to absolute), changes in the ratios. The
scenario’'s significance of each portfolio was
determined by comparing two values. The first
was the percentage change in the value of the
ratio caused by applying the scenario relative to
the figure as at 30 June 2006. The second was the
average month-on-month percentage change in
the value of the same ratio during the second half
of 2005 and the first half of 2006. In this
approach, a change in the ratio under a certain
scenario was not considered significant if was at
a similar level to the usual month-on-month
changes.

61/125

The first scenario does not have a significant
impact on banks. A depreciation of government
bonds by 10% would have the biggest impact on
those banks that have a high proportion of
government bonds in their balance sheet. On the
other hand, the same high share of government
bonds gives these banks the most stable liquidity
ratios with a low average month-on-month
change.

Chart 79 Comparison of theimpacts of
individual scenarios for liquidity risk
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The chart shows the lower quartile, median, and
upper quartile of the distribution of the share of
liquidity ratio changes after applying the
individual scenarios to the average month-on-
month changes for the second half of 2005 and
first half of 2006.

The scenario describing a run on 20% of
customer deposits would most affect medium-
large banks. That is because these banks have a
higher ratio of customer loans to the balance
sheet total, which reduces the share of liquid
assets. In addition, the funds of medium-large
banks are short-term, and that makes this group
of banks the most sensitive to this scenario.

Scenario 2 would have the strongest impact
on the quick liquidity ratio (Chart 79). This stems
mainly from the definition of the ratio, with
volatile funds being deemed to include all
customer deposdits. In fact, however, the results of
the scenario in regard to this ratio are similar to
the results for the other two ratios. The group of



building societies represent an exception — a run
on 20% of customer deposits despite the long-
term character of the deposits would have a
relatively large impact on their quick liquidity
ratio.

In assessing the impact of a 90% decline in
the deposits of non-resident banks, the aim is
actually to identify the banks that use the deposits
of non-residents to finance illiquid assets. In
these banks, the volume of liquid assets would
not suffice to cover the 90% withdrawal of non-
resident banks' deposits.

It may be said that the banking sector as
whole would be more affected by the scenario of
arun on 20% of customer deposits.

Foreign exchangerisk
The stress testing of foreign exchange risk

takes two approaches when designing the stress-

test scenarios:

- an approach assuming that the historically
"worg" fluctuations in exchange rates will
recur in the stipulated period;

- an approach based on simulated changes in
exchange rates, where the simulation uses an
expert estimate of the development of one
exchange rate and of the mutual correlations
between exchange rates estimated from
historical data

The dress testing is based on the
guantification of the size of a loss calculated as
the product of an simulated change in the
exchange rate and the value of the open position,
and of the change in the capital adequacy ratio
following the deduction of this loss from own
funds.

Scenarios 1 to 3 "wor "
exchange rate changes

This approach to the design of the stress-test
scenario is based exclusively on the historical
data of exchange rates (from 1 July 2004 to 30
June 2006) where the tracked period is 10
working days. The selected 10-day period
therefore takes account of the assumption that

Historically
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positions will not be immediately closed in the
event of sudden and substantial changes in
exchange rates. When calculating the loss as at a
given day, it is assumed that the "worg" relative
changes in exchange rates are repeated over the
following 10 days.

The first option is to select the same 10-day
period for the whole banking sector. It is selected
so that if exchange rates changed by the same rate
as in this period, the banking sector as a whole
would suffer the largest loss. In this case, the
banking sector as a whole would make its largest
loss upon a recurrence of the exchange rates in
the period from 7 March 2006 to 20 March 2006
(scenario 1), or the period from 14 April 2005 to
28 April 2005 (scenario 2). In both periods there
was significant weakening of the Slovak koruna
aganst the EUR (by 3.7% and 2.8%,
respectively) and against the USD (by 7.1% and
3.0%). The impacts of both scenarios on the
distribution of banks' capital adequacy are shown
in Chart 81.

Chart 80 Exchangerate of the EUR and USD
in 2005
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The second option is to select the 10-day
tracking period on a bank-by-bank basis (scenario
3). The 10-day period selected for each bank was
the one during which there was an exchange rate
movement that would cause the bank the largest
loss. Although the results of this scenario cannot



be aggregated for the whole banking sector, this
approach may be used to supplement the VaR
calculation. Whereas the VaR states the assumed
loss that should not be exceeded in 99% of cases,
based upon the historical performance of
exchange rates, the stress scenario gives the
potential loss in the event of a recurrence of the
historical performance that would at the present
time be the least favourable.

Scenarios 4 and5: Simulated exchange rate
movements taking into account correlations
An inherent drawback of stress scenarios
based solely on the observation of the historical
performance of exchange rates is their limited
potential to predict future development. This

limitation is even more pronounced when
attempting to predict exceptional events, since
their occurrence within historical data is too rare.
That is why it is necessary to base the design of
stress-test  scenarios also on simulations or
assumptions for exchange rate development.
There is then the question of how the movement
of one exchange rate will be reflected in the
estimated movements of other exchange rates. It
should be taken into account that mutual
correlations exist between individual exchange
rates, and that during periods of substantial
exchange rate fluctuations (hectic periods), these
may differ from correlations estimated from
historical development.

Table 13 Estimated correlations between exchange rates and ssmulated changesin exchange rates

used in stresstesting (scenarios 4 and 5)

CHF | CzZK | DKK | EUR |

GBP | HUF | JPY | PLN | SEK | SIT | usb

correlation in quiet period 2% 28% 98%

correlations in hectic periods 94% 68% 99%

estimated change upon the koruna
weakening against the euro by 5%
estimated change upon the koruna
strengthening against the euro by
5%

estimated change upon the koruna
weakening against the euro by 15%
estimated change upon the koruna
strengthening against the euro by
15%

4.9% 2.8% 4.9% 5.0%

-5.0% -2.6% -4.9% -5.0%

14.8% 8.3% 14.7% 15.0%

-14.9% -8.1% -14.7% -15.0%

-13.5%

44% 17% 36% 5% 50% 84% 36%

81% 41% 6% 28% 86% 98% 1%

4.4% 2.2% 4.7% 1.4% 4.5% 4.8% 4.9%

-4.5% -2.5% -5.2% -1.6% -4.5% -4.9% -5.5%

13.4% 6.8% 14.7% 4.3% 13.5% 14.6% 15.3%

-1.1% -15.2% -4.5% -13.4% -14.6% -15.9%

- Source NBS

The estimate of the correlation in hectic
periods is derived from the historical
development of logarithms of the relative
exchange rate fluctuations between 2002 and
2005, on the basis of the following model:

2eeur; 0

eur,_q §~W N(mfur S eur )+ (- w) N(ﬁ'bur S eur )’

In

where euris the exchange rate EUR/SKK in
the period t. It is assumed that the logarithms of
changes in the EUR exchange rate arise with a
probability of ® from the quiet period
(simulated by a normal distribution) and with a
probability of 1- ® from the hectic period
(simulated by another normal distribution with
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a greater standard deviation) — which is
represented to a lesser extent and is indicated
by sudden fluctuations in exchange rate values
and by jagged growth in volatility. The model
parameters (including o probability of the quiet
period) were estimated from historical data of a
time series of exchange rates for the period
2002-2005. With this model, it is then possible
to caculate the conditional correlations
between the exchange rates provided that the
data are from the hectic period, which can be
assumed when simulating the exceptional
movements. %/

A description of the method is given in the

following article by Juréa, P. and Rychtérik, S.: Stress
Testing of the Slovak Banking Sector, Biatec 04/2006,



As mentioned in the part "Foreign exchange
risk", the foreign exchange position of most
banks is basically closed, insofar as it does not
include the open position in guarantees and in
commitments to provide or receive loans
recorded on the off-balance sheet. Stresstesting
shows that most banks would not incur an
exchange rate loss representing more than 1%
of own funds even where the Slovak koruna
undergoes extreme depreciation or appreciation
against the euro and then against other
currencies. No bank would report a decline in
the capital adequacy ratio to below the 8%
limit.

Although it could be concluded from Chart
81 that drengthening of the Slovak koruna
would be more likely to have a small adverse
impact on the banking sector as a whole, this
actually results from the higher losses made by
a smaller group of banks. In fact, if the koruna
appreciated by 15%, as many as 12 banks
would record a profit. Regarding branches of
foreign banks, for which the impact cannot be
examined using changes in the capital adequacy
ratio, a mgjority of them would not, even in an
exceptional scenario, make a loss representing
more than 0.5% of the balance sheet total.

The situation would, however, be different
if the calculation of the open foreign exchange
position included off-balance-sheet claims and
liabilities arising from loan commitments and
guarantees. Some banks would then see a sharp
decline in the capital adequacy ratio. In fact,
though, the loss on these transactions would not
show up in the accounts as an exchange rate
loss.

NBS; and in the Report on the Results of the Slovak
Financial Sector Analysisfor 2005.
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Chart 81 Comparison of the impacts that
foreign exchange risk scenarios have on the
distribution of capital adequacy in the
sector, taking into account guarantees and
loan commitments
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- Source: NBS.

- The chart shows the lower quartile, median, and
upper quartile of the digribution of estimated
capital adequacy ratios in the sector following
the application of individual scenarios.

- Thecalculation did not include branches of

foreign banks.

Description of scenarios:

- Scenarios 1 and 2: development of
exchange ratesin the period from 7 March
2006 to 20 March 2006, and in the period
from 14 April 2005 to 28 April 2005

- Scenario 3: theleast favourable
development of exchangerates over 10
days (within the period from 1 July 2004 to
30 June 2006) on a bank-by-bank basis.

- Scenario 4: Weakening / strengthening of
the koruna againg the euro by 5%.

- Scenario 5: Weakening / strengthening of
the koruna againg the euro by 15%



Chart 82 Comparison of the impactsthat
foreign exchangerisk scenarios have on the
distribution of capital adequacy in the
sector, not taking into account guarantees
and loan commitments
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- Source: NBS.

- The chart shows the lower quartile, median, and
upper quartile of the digribution of estimated
capital adequacy ratios in the sector following
the application of individual scenarios.

- Thecalculation did not include branches of
foreign banks.

- Description of scenarios:

- Scenarios 1 and 2: development of
exchange ratesin the period from 7 March
2006 to 20 March 2006, and in the period
from 14 April 2005 to 28 April 2005

- Scenario 3: theleast favourable
development of exchangerates over 10
days (within the period from 1 July 2004 to
30 June 2006) on a bank-by-bank basis.

- Scenario 4: Weakening / strengthening of
the koruna againg the euro by 5%.

- Scenario 5: Weakening / strengthening of
the koruna againg the euro by 15%

Interest raterisk

Whereas the stress testing of foreign
exchange risk focused on simulating the impact
of exceptional exchange-rate movements on a
bank's profitability and then on the capital
adequacy ratio, the stress testing of interest rate
risk is methodologically different. It does not
simulate the effect of revaluation on
profitability, but the effect of the change in the
so-called net economic value. The stress
testing, however, involves estimating the
change in revaluation to the fair value of all
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assets and liabilities, not only those revalued to
far value in accordance with accounting
standards. In order to compare the size of this
change with the impact of foreign exchange
risk, the impact on the change in capital
adequacy is simulated. The reduction in the
economic value is deducted from the amount of
own funds. A second limitation of the stress
testing is that the impact on the change in
economic value is simulated only for balance
sheet items; derivatives and other off-balance
sheet items are not taken into account.

Table 14 Stress-test scenariosfor interest
rate impacts

Scenario Description

Scenario 1 Parallel rise in interest rates in SKK by 200 (or 500) basis points

Scenario 2 Rise in short-term interest rates in SKK by 200 (or 500) basis
points

Scenario 3 Rise in long-term interest rates in SKK by 200 (or 500) basis
points

Scenario 4 Parallel rise in interest rates in EUR by 200 basis points

- Source: NBS.

Like the scenarios for credit risk and
foreign exchange risk, those for interest rate are
used in two versions. moderate and severe. The
moderate version assumes that interest rates
change by 200 basis points, and the severe
version simulates a move by 500 basis points.

Of the scenarios for SKK interest rate
changes (scenarios 1 to 3), it is the parallel
change in interest rates that would have the
greatest estimated impact on banks. According
to an analysis of the principal components of
the correlation matrix of interest-rate changes
for two-year historical data (1 July 2004 to 30
June 2006), parallel changes represented 56%
of all changes. The stegpening of the curve
(decline in short rates and increase in long
rates) represented 21% of all changes.

Most banks would see a drop in economic
value of their balance sheet in the event of an
increase in interest rates. Banks would be
particularly sensitive to a rise in long-term
interest rates. In fact, their rise would result in
the revaluation of assets and liabilities under
longer periods of residual fixed interest rates.




The impact of this on the change in economic Chart 83 Comparison of theimpactsthat
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- The chat shows the lower quartile,
median, and upper quartile of the
distribution of estimated capital adequacy
ratios in the sector following the
application of individual scenarios.
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2 | nsurance sector

The written premium for the first half of 2006 totalled SKK 26.6 billion, the written premiumiin life
insurance totalled SKK 11.3 billion and the written premium in non-life insurance totalled KK 15.3
billion. These figures, however, cannot be compared with the written premium reported for the first
half of 2005, due to methodological changes in reporting the written premium in connection with the
application of International Accounting Standards. The market share of the largest three insurance
companies by written premium fell again, from 67.5% to 60.7%, continuing the gradual trend of
declining market concentration. Indemnity costs rose by 16.6% against the same period a year earlier,
to SKK 10 hillion. Insurance companies profits in the first half of 2006reached SKK 2.9 billion.
Insurance companies thusin total created a 52% larger net profit than in the comparable period a year
earlier. No substantial changes occurred in the placing of technical reserves, where these remained in

low-risk assets.

| nsur ance mar ket

As a 30.6.2006 the Slovak insurance
market was served by 24 insurance companies
(of which 14 universal, 5 life and 5 non-life),
the Slovak Insurers’ Bureau and 4 branches of
foreign insurance companies providing their
services in the SR on the basis of a licence
granted in their home state. The number of
insurance companies fell by one, where 2
insurance companies were wound up and 1
established. The insurance company Vzgomna
Zivotna poistoviia Sympatia, a. s. (VZP) was
wound up and returned its licence on 30.1.2006,
its non-life insurance portfolio was transferred
to the Union insurance company and the life
insurance portfolio to the ING Zivotna
poistovia and Credit Suisse Life & Pensions
Poistovia, a s. insurance companies, the latter
returning its licence on 26.5.2006 and
transferring its insurance portfolio to the
company Credit Suisse Life & Pensions
Pojistovna, a s., operating in the Slovak
Republic via its branch Winterthur pojistovna
as. Conversely, on 6.2.2006 the company
AEGON Zivotna poistoviia, a.s. was licensed
for the first half of 2006, though has yet to
report any written premium. The establishment
of AEGON Zivotna poistoviia, as. cannot,
however, be seen as the arrival of a new subject
onto the Slovak insurance market, since
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AEGON Levensverzekering, N. V. has already
been providing its services in the SR on the
basis of the free provision of services via
abranch, meaning that this represents merely
achange of its form of operation in the Slovak
insurance market. In the first half of 2006
preparations were being made to transfer the
insurance portfolio from AEGON
Levensverzekering, N. V. to AEGON Zivotna
poistovna, a.s.

On the basis of an application by the Q B E
poistovina, as. insurance company, and
following the granting of prior consent by the
National Bank of Slovakia, the company’s
licence to perform insurance activity was
amended to omit life insurance sectors,
resulting in an increase in the number of non-
life and a decrease in the number of universal
insurance companies operating on the Slovak
insurance market.

Upon fulfilling the set conditions insurance
companies seated in any state of the European
Union or European Economic Area can pursue
business in the Slovak Republic on the basis of
the licence granted to them in their home state.
These insurance companies can decide to
pursue business in the Slovak Republic either
on the basis of their right to establish branches
(4 insurance companies from other member
states) or on the basis of their right to the free



provision of services (approx. 230 insurance
companies from other member states).

The insurance market infrastructure also
includes insurance brokers and reinsurance
brokers. With effect as of 1.9.2005 aregister of
insurance agents and reinsurance brokers,
administered by the NBS, was established
under Act No. 340/2005 Coll. on insurance
brokerage and reinsurance brokerage and
amending certain acts.

Data for 2006 are reported for the first time
according  to IFRS/IAS International
Accounting Standards and thus are not
comparable with the preceding years', which
were reported according to Slovak accounting
standards.

A continuing gradual decline in
concentration is seen in the insurance market.
The market share of Allianz — Slovenska
poistovna again fell, when its written premium
for the first half of 2006 formed a 31.4% share,
falling from 40.5% for the same period a year
earlier. In 1995 the company had held a 78%
market share. The second largest insurance
company by total written premium remains
Kooperativa, which increased its market share
on the same period ayear earlier from a 19.6%
to 22.3%. The market share of the three largest
insurance companies fell from 67.5% to 60.7%.

Written premium

The written premium for the first half of
2006 totalled SKK 26.6 hillion, the written
premium in life insurance totalled SKK 11.3
billion and the written premium in non-life
insurance totalled SKK 15.3 hillion.

These values, however, cannot be compared
with the values of the written premium reported
for the first half of 2005. Since 1.1.2006
methodological changes in reporting the written
premium have been made in connection with
the application of International Accounting
Standards. One of the main differences in
reporting the written premium under the new
method compared to that used a year ago is the
manner of accounting for bonuses — under
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previous accounting procedures bonuses had
been included in the written premium, even if
this in fact concerned discounts provided; under
the new procedures these bonuses are not
included in the written premium. The previous
method thus meant that the reported written
premium was permanently overvalued, since it
included also bonuses that customers had not
actualy paid to insurance companies. Thus
before any international comparison of the
written premium can be made, it would be
necessary to deduct the level of these bonuses
from the written premium reported as at
30.6.2005. This, however, is not possible, since
under the old method insurance companies
included the level of these bonuses in their
profit and loss statements under the item
“Bonuses and discounts, excluding
reinsurance”, which contains also other
components besides these bonuses. A
substantial part of this account is, however,
formed by these bonuses, therefore it is possible
to arrive at a broadly correct idea of the growth
in the written premium in the first half of 2006
so that the written premium reported as at
30.6.2006 is compared with the written
premium reported as at 30.6.2005 reduced by
the value reported in the account “Bonuses and
discounts, excluding reinsurance”. Such a
comparison shows that in life insurance the
written premium for the first half of 2006 rose
by 5.5% and fell by 2.3% in non-life insurance,
where the total written premium grew slightly
by 0.9%. This then represents a slowdown in
the rate of growth seen in 2005, when life
insurance reported growth in the written
premium of 17%, non-life insurance 3.4%, and
insurance as a whole 7.5%.

A further difference in the new method
against that used a year earlier is that certain
policies do not, according to the Civil Code,
meet the definition of an insurance policy laid
down by IAS/IFRS International Accounting
Standards, and are reported as investment
contracts.
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Non-life-insurance represents 57% of the
total written premium (a fall from 58% in
2005). Of non-life-insurance, 65% is formed by
car insurance — statutory automobile liability
insurance and motor-hull insurance.

Graph 85 Shareof lifeinsurancein total
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Written premium by insurance sector

Insurance  companies  report  written
premiums broken down into 6 sectors in the
case of life insurance and 18 sectors in the case
of non-life insurance. A complete list of these
24 sectors can be found in the chapter
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“Terminology and Abbreviations Used”. In the
interest of brevity the names of certain
insurance sectors are abbreviated (a list of the
abbreviated titles used can likewise be found in
the chapter “Terminology and Abbreviations
Used”).

Graph 86 Breakdown of lifeinsuranceinto
insurance sectors
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- names of the insurance sectors are abbreviated
and their complete wording can be found in the
part “Terminology and Abbreviations Used”

The largest of the life insurance sectors
— whole life and endowment assurance (Al)
grew year-on-year by 10% and, with an SKK
7.4 billion premium, represents a 65% share of
life insurance. It was also the fastest growing of
the life insurance sectors. The second largest
sector — life insurance connected with an
investment fund (A4) reported a fall in the
written premium of 13.5%. The year-on-year
development of these two insurance sectors,
however, is distorted by the fact that certain
contracts were reclassified from A4 to AL It is
therefore likely that the growth, or fall in the
written premium in the A1 and A4 sectors is
overstated, though the extent of this
overstatement cannot be determined from
available data. The third largest sector —



accident and sickness insurance, in the case that
forms supplementary life insurance, created
growth of 8.4%.

Graph 87 Breakdown of non-lifeinsurance
into insurance sectors
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- names of the insurance sectors are abbreviated
and their complete wording can be found in the
part “Terminology and Abbreviations Used”

Graph 88 Year-on-year changesin written
premium in lifeinsurance sectors
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Care must be taken in interpreting the
changes in the non-life insurance sectors, due to
the mentioned change in the methodology used
in reporting the written premium, since the
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bonuses provided in non-life insurance (5.75%)
were substantially larger than those in life
insurance (0.25%) and the calculation used for
determining the year-on-year growth in the
written premium for life and non-life insurance
as awhole cannot, however, be used at the level
of individual insurance sectors. It can, though,
with some justification be assumed that a
substantial part of the bonuses granted in non-
life insurance were granted in statutory
automobile liability insurance (B10a) and
motor-hull insurance (B3), and therefore with
some degree of precision a direct comparison
can be made of the reported written premium in
non-life insurance sectors other than the two
aforementioned.

Although the written premium in non-life
insurance fell in absolute terms by SKK 1.25
billion, though statutory automobile liability
insurance (B10a) alone reported a fall of SKK
1.61 hillion. When satutory automobile
liability insurance (B10a) is excluded, the
written premium for non-life insurance grew by
4%. In those non-life insurance sectors other
than automobile insurance (i.e. excluding B10a
and B3 — motor-hull insurance) the written
premium grew even faster — by 7.7%, while in
2005 it reported afall of 1.9%.

Graph 89 Year-on-year changein written
premium in non-life insurance sectors
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Share of the written premium in GDP

The proportion of the written premium to
GDP fell year-on-year from 3.59% at the end of
2005 to 3.38% in the first half of 2006. This is
the lowest value since 2002. This indicator
recorded a gradual growth over the period
1993-2003 from 2% to 3.5%, remaining
broadly steady at this level until 2005, and has
now begun to fall. This indicator is
substantially below the EU 15 average (8.5%).

Graph 90 Share of written premium in GDP
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Written premium ceded toreinsurers

Reinsurance serves to allow an insurance
company to cede part of the risk it covers. If
insurance companies, via a reinsurance policy,
cede a part of the insured risk to reinsurance
companies, this is termed passive reinsurance.
Passive reinsurance of Slovak insurance
companies is performed primarily by foreign
reinsurance companies.

Active reinsurance, where insurance
companies perform, besides insurance activity,
also reinsurance, i.e. they reinsure other
insurance companies, has traditionally been
performed only by Kooperativa and Allianz —
Slovenska poistoviia, and this only in non-life
insurance. For over four years now, however,
Slovak insurance companies have not reported
any written premium from active reinsurance.

Of the total written premium in the first half
of 2006 the written premium ceded to reinsurers
totalled SKK 5.4 4 hillion, forming a 20.5%
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share in the total written premium, meaning that
the proportion of the ceded premium in the total
written premium remains roughly constant,
having fallen year-on-year by 1.4 percentage
points. A large part of the ceded written
premium pertains to non-life insurance, where
SKK 4.8 billion was ceded, i.e. 31% of the
written premium in non-life insurance (an
increase from 29.6% a year earlier).

Table 15 Written premium ceded to
reinsurers

1st half year 1st half TETE Share in wr. Share in wr.
2006 year 2005 9 prem. 2006 prem. 2005

Total 5477 630 5507 771 -0.5% 20.6% 20.2%

Life 679 447 612 324 11.0% 6.0% 5.7%

insurance

Non- 4798182 | 4895447 2.0% 31.4% 29.6%

life insurance

source: NBS
datain SKK 000

I ndemnity costs

Following a fall in 2005 (the only fall
recorded since 1996) the first half of 2006 saw
a renewed rise in indemnity costs, of 16.6% in
comparison with the same period a year earlier,
to SKK 10 hillion. In line with the trend
observable since 1999 indemnity costs grew
significantly faster in life insurance (by 28.5%)
than in non-life insurance (8.6%) The long-term
averages for indemnity cost growth for the
period 1996-2005 are 13.9% in life insurance,
9% in non-life insurance and 10% for insurance
as awhole. The rate of growth in life insurance
indemnity costs for the first half of 2006 is thus
significantly above the long-term average.

In analysing the development of indemnity
cost growth it is, however, necessary to take
into consideration not only the development of
this indicator, but also the development of the
written premium, changes in technical reserves
for indemnity (TR) and changes in the gross
technical reserves for the premium in future
periods (GTRF), namely the earned premium.
This gives the loss ratio, which is calculated as
a percentage share:



the sum of indemnity costs and changes
in the gross technical reserve for
indemnity (TR) and

the written premium in the gross amount
after deducting the change in the gross
technical reserve for the premiumin
future periods (GTRF), namely the
earned premium.

The aforementioned methodological change
in reporting the written premium also has an
influence on the calculation of the loss ratio —
the overstatement of the written premium in
past years means that earlier calculations
understated the loss ratio. Despite this, it is
clear that the lossratio fell slightly year-on-year
in the automobile liability insurance sector
(B10a) and rose in the motor-hull insurance
(B3) and property damage insurance (B8+B9).

Graph 91 L ossratio since 1997
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Table 16 Lossratio of the largest non-life
insurance sectors

‘ 30.V1.06 ‘ 30.V1.05

Total non-life insurance 44% 39%
Automobile liability insurance (B10a) 40% 42%
Motor-hull insurance (B3) 57% 42%
Property damage insurance (B8+B9) 46% 25%

Other 26% 51%

source; NBS
written premium in SKK hillion, written
premium only for non-life insurance
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Technical reserves

Due to the changeover to IASIFRS
International Accounting Standards a reserve
for settling extraordinary risks cannot be
created (despite the fact that up to 30 June 2006
it had been possible to create this reserve under
the Insurance Act).

Insurance companies’ technical reserves as
a 30 June 2006 totalled SKK 88 hillion,
meaning a year-on-year growth of 11.8%. This
represents a slowdown in the creation of
technical reserves from 15% for 2005. The
growth in reserves in non-life insurance again
slowed to ayear-on-year rate of 8%, against the
situation in 2005 when they grew by 13%, and
by 22% and 30% respectively in 2003 and
2004. Life insurance reserves reached SKK
68.4 billion, adlight fall in the year-on-year rate
of growth from 16.8% as a 31.12.2005 to
13.2% as at 30.6.2006.

The lower creation of reserves was
favourably reflected in the insurance sector’s
profit creation.

Graph 92 Reserves since 1997
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Graph 93 Structure of life-insurance
reserves
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Graph 94 Structure of non-lifeinsurance
reserves
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Financial placement of technical
reserve funds

Total created technical reserves less the
technical reserve for covering payables from
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financial placement on behalf of the insured®
rose to SKK 80.2 hillion as at 30.6.2005 and
were covered by assets totalling SKK 84.5
billion, i.e. 105.3% of created technical reserves
less the technical reserve for covering payables
from financial placement on behalf of the
insured. The share of reserves placed in SR and
other EU government bonds; bonds of the NBS
and other central banks; bonds guaranteed by
the SR Government; EIB, EBOR and MBOR
bonds fell from 55% to 50%. 39% of reserves
were placed in bank bonds, mortgage bonds or
bank deposits (representing a growth from 37%
as at 31.12.2005). Reserves are thus till placed
largely in low-risk assets.

Graph 95 Placement of technical reserves
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- theterm “government bonds’ means bonds of
the SR and other EU member states; bonds of
the NBS and other central banks; bonds
guaranteed by the SR; EIB, EBOR and MBOR
bonds

% Thisisatechnical reserve created in life insurance
connected with an investment fund in the insurance
sector A4. It is dso termed a unit-linked reserve. The
policyholder bears the economic risk of the investment,
therefore the placing of technica reserve fund is
monitored after deducting the unit-linked reserve.



The share of assets placed in real estate rose
slightly from 3.3% as at 31.12.2005 to 4.0% as
at 30.6.2006, and in equities from 0.13% as at
31.12.2005 to 0.16% as at 30.6.2006.

Graph 96 Changein placement of technical
reserves between 31.12.2005 and 30.6.2006
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Financial position of the insurance
sector

Insurance companies profits in the first half
of 2006 totalled SKK 2.9 billion. Insurance
companies thus in total created a net profit 52%
greater than in the comparable period a year
earlier. The reported profit is also greater than
the profit for the whole year of 2005.
Profitability indicators rose: ROA grew from
1.7% in the first half of 2005 to 2.19% and
ROE from 9.07% to 12.6% (both indicators
non-annualised).

Graph 97 Total profit of insurance
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The pre-tax profit grew even more: by 73%,
from SKK 2.1 billion to SKK 3.6 billion. This
growth, however, is caused wholly by the
favourable development in the creation of
reserves in life-insurance — their creation in the
first half of 2006 was SKK 1.8 billion lower
than for the first half of 2005. While the earned
premium in life and non-life insurance grew, its
growth in both cases was lower than the growth
in indemnity and operating costs.

Table 17 Year-on-year changein basic
income categoriesfor theinsurance sector as
awhole

| | 30.6.2006 | 30.6.2005 | Change
@ as;‘;ﬁtn’“'g;zfe"nrgg‘?b " 2933862 1929524 52%
(b) Extraordinary net profit 0 -184
(c) Profit after tax (d+e) 2933 862 1929 708 52%
(d) Tax -711 507 -177 747 300%
(e) Pre-tax profit (f+o+x) 3645 369 2107 455 3%
) nzicngfs'sﬁ:ggg:’éig"m 1398 844 1590 989 -12%
(9) Revenues (h+i) 12572 980 10 679 405 18%
(h) Earned premium* 9373142 9205 432 2%
() Other revenues 3199 838 1473973 117%
0) Expenses (k+l+m+n) -11 174 136 -9 088 416 23%
(k) Indemnity costs* -4 116 469 -3 775 986 9%
(U] Operating costs** -3 659 169 -3719 443 -2%
(m) Other costs* 1335882 -1690 004 -21%
() Shangen the baance ofoer 5 062616 97018 -2206%
() ig:{f:‘;:g:'(;i‘;" from life 452752 837068 -154%
) Revenues and income (g+r) 11 065 766 10 766 419 3%
(@ Earned premium* 10 629 929 10 189 087 4%
(0] Other revenues 435 837 577 332 -25%
(s) Expenses (t+u+v+w) -10 613 013 -11 603 486 -9%
() Indemnity costs* -4 298 414 -3511 854 22%
(u) Operating costs** -3 319 896 -3 134 665 6%
(v) Other costs* -366 858 -474 790 -23%
w ~ Shngenthebaanceoloner  ereu  44s2178 -41%
) aftrisﬁisegr&ﬁg“’m other 1793772 1353534 33%
(y) Financial result 1813 843 2164779 -16%
(2) Profit/loss from other activities -20 071 -811 245 -98%

- source: NBS

- datain SKK thousand



In the case of non-life insurance the earned
premium grew by 2%, alongside a growth in
indemnity costs of 9% and a slight fall in
operating costs of 2%. Consequently, the
technical result from non-life insurance fell by
12%. In life insurance the earned premium
grew by 4%, alongside a concurrent growth in
indemnity costs of 22% and in operating costs
of 6%. Even despite this adverse development,
thanks to the mentioned lower creation of
technical reserves the technical result from life
insurance grew from a loss of SKK 453 billion
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in the first half of 2005 to a profit of SKK 837
billion for the first half of 2006. In summary it
may then be said that the favourable
development of profit is a consequence of the
growth in the earned premium and the
concurrent fall in reserve creation in life
insurance, the postive effect of which
sufficiently compensates for the rapid growth in
indemnity costs in life insurance, lower profit
creation in non-life insurance and the fall in the
financial result of 16%.



3 Securitiesdealers

As in 2005, as much as 95% of customer security trades in the first half of 2006 were realised via
banks, though the total volume of trades fell against the same period for 2005 by 41%. The most traded
instruments were bonds and forward contracts. The volume of assets managed grew by 58% to SKK 29
billion. The capital adequacy of Sovak securities dealers fulfilled the prescribed minimum level by a

sufficient margin.

Capital adequacy

The capital adequacy of all non-bank
securities dealers during the first half of 2006
moved at levels above the statutory limit of 8%
(in the case of securities dealers with registered
capital of a minimum SKK 35 million the
minimum capital adequacy requirement in the
first half of 2006 was 12%, in the case of
securities dealers with registered capital of at
minimum SKK 6 million the minimum capital
adequacy requirement was 21%).

Graph 98 Average capital adequacy of non-
bank securities dealer
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I nvestment services and asset
management

The volume of customer trades in the
framework of 1S-1 to 1S-3% investment services

% 1S1 = investment service pursuant to Article
6(2)(a) of the Securities Act, i.e. the acceptance of a
customer’s ingruction for the acquisition, sale, or other
handling of investment instruments and the subsequent
forwarding of the customer’s instruction for the purpose
of its performance
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totalled SKK 723 bhillion in the first half of
2006. This volume fell by 41% against the
same period in 2005. Of these trades 93% were
performed via banks.

Graph 99 Share of individual types of
securitiesdealer in tradesfor thefirst half of
2006
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Trades were performed mainly within |S-2
and 1S-3. The volume of trades on the
customer’s account grew significantly against
June 2005. While as at 30.6.2005 trades on the
customer’s account (1S-2) formed only 15% of
the total volume of trades, as a 30.6.2006 this
figure had risen to 41%.

IS-2 = investment service pursuant to Article 6(2)(b)
of the Securities Act, i.e. the acceptance of a customer’s
instruction for the acquisition, sale of an investment
instrument and its performance on another account or on
the service provider’s account

IS-3 = investment service pursuant to Article 6(2)(c)
of the Securities Act, i.e. the acceptance of a customer’s
instruction for the acquisition, sale of an investment
instrument and its performance on the customer’s own
account



Graph 100 Volume and structure of
customer trades by type of investment
service.
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The structure of instruments traded also
changed. In the first half of 2005 the most
traded instruments were forward contracts
(SKK 452 billion) and money market
instruments (SKK 426 billion), as at June 2006
trading was mostly in bonds (SKK 225 billion),
forward contracts (SKK 160 billion) and
options (SKK 156 billion).

Graph 101 Structure of trades by individual
investment instruments
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As much as 95% of bond trading was done
on the customer’s account in the framework of
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1S-2, likewise 92% of share trading and 56% of
trading in foreign securities was on the
customer’s account. The majority of derivatives
trading (options 88%, forward contracts 85%,
swaps 70%, combinations 100%) and likewise
also 100% of money market instrument trading
was done on the investment service provider’s
account (1S-3). All customers’ instructions for
handling futures contracts and the majority of
trading in mutual fund certificates (71%) were
forwarded to other entities in the framework of
I1S-3.

The volume of customer assets managed by
securities dealers (including banks) grew over
the course of the first half of 2006 from SKK
18 billion to SKK 29 hillion. All this growth,
however, was due only to one company, which
as at 31.12.2005 did not report any managed
assets, and as at 30.6.2006 reported managed
customer assets of SKK 11 billion. Other
companies mostly reported a fall or very slight
growth.

Graph 102 Volume of customer assets
managed by securities dealers
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As at 30 June 2006 the NBS registered 836
investment service intermediaries, of which 48
were juristic entities, which contributed in a
substantial degree to ensuring securities trading
activity.



4 Collective investment

The net value of assets managed in open mutual funds remained practically unchanged over the
course of the first half of 2006. Investors, however, began to gradually sell off their shares in money
mar ket and bond funds to move into riskier categories. The reason for this behaviour was primarily the
rise in interest rates. This had a negative effect on the performance of bond funds, and money market
funds similarly lost their advantage over term deposits. The saleability of higher-risk, mainly equity
funds, increased, supported by growth in prices on European stock markets.

Money invested in mutual funds

The total net value of assets in domestic
open mutual funds and assets in foreign mutual
funds pertaining to sales to investors in the
Slovak Republic grew over the course of the
first half of 2006 only minimally, from SKK
124 billion as at 31.12.2005 to SKK 126 billion
as a 30.6.2006. Growth occurred amost
exclusively only in the volume of assets
invested by means of foreign mutual funds,
which grew by SKK 2.5 hillion. The net value
of assets in Slovak funds grew only by SKK 18
million.

Graph 103 Volume of investmentsin open
mutual funds sold in the SR
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Most of the money invested in domestic
mutual funds (89%) came from purchases of
mutual fund shares by households. Compared
to the end of 2005, however, this share fell
dlightly, households investments having
formed then 92% of the volume of all money
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invested in domestic mutual funds. The share of
non-residents deposits was negligible (0.7%).

The significant growth in the volume of
investments in mutual funds, which had lasted
several years, came to an end this half-year.
While in the last quarter of 2005 net sales of
mutual fund certificates stood a SKK 6.4
billion, in the first quarter of 2006 this figure
had fallen to SKK 988 million and in the
second quarter of 2006 it even become a
negative. Investors sold off their shares in the
value of SKK 3.3 billion. The slight growth in
the net value of assets in mutual funds was thus
caused only by the performance of the funds
themselves and in fact a transfer of investments
into other segments had begun.

Graph 104 M onthly development of net sales
of open mutual fundsin the SR
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Over the course of the first half of 2006 the
largest redemption was seen in bond funds,
from which investors took out SKK 11.2 billion
and money market funds, from which almost
SKK 9 hillion was taken out. This money was
then transferred mainly into funds of funds, the
net sales of which for the first half of 2006
totalled SKK 10.6 billion and equity funds,
with sales of SKK 4.7 hillion.

The market shares of asset management
companies in the total volume of managed
assets, however, were changed only minimally
by this development.

Graph 105 Net value of assetsin mutual
funds managed by domestic asset
management companies
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All large asset management companies
having net managed assets of more than SKK 1
billion achieved a profit in the first half of
2006. The average ROE for asset management
companies, weighted by capital, was 14.7%
(the average value in the case of banks was
9.8%).

Mutual funds' performance

As at 30.6.2006 open mutual funds reported
a lower year-on-year performance than at the
end of 2005. Therisein interest rates in the first
half of 2006 led to afall in bond prices and this
was reflected in the performance not only of
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bond funds but also other funds having bonds in
their portfolio (all other than equity).
Conversely, higher-risk groups of funds, mainly
equity, gained from the continuing growth on
European stock markets, though not as quickly
asin 2005.

Graph 106 Comparison of average annual
performances of open mutual funds by
individual category
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The performance of funds was also
influenced by the strengthening of the Slovak
koruna against foreign currencies. Securities
denominated in American dollars lost year-on-
year 3.9% on the exchange rate as a 30.6.2006,
while those denominated in euro lost 0.13%.

Approximately a third of the investments in
mutual funds are in money market funds
denominated in SKK, where 84% of these
investments are in the three largest funds. The
gross yield of money market funds should be
primarily determined by the interbank interest
rate (BRIBOR in the case of SKK).



Graph 107 Comparison between one-year
yields of money market funds, theinterbank
rate and term deposits

Three largest funds F—oal———

Other funds P —y

Term deposits

3M BRIBOR ]

0% 1% 2% 3% 4%

‘I:I Gross yield ONet yield ‘

- source: NBS

- dataon vertical axisin % per year

- rateonterm depositsisthe average rate for the
past 12 months

- other funds are weighted by the volume of their
assets

From among the three largest funds only
one fund achieved the level of the rate on the
interbank market; the other two funds achieved
ayield of 1%, or 2.6% lower. The other money
market funds likewise achieved a gross yield of
approximately 1% lower than the interbank
interest rate. It is, however, necessary to deduct
the management and depository fee (on average
0.8%) from the gross yield. Consequently over
the past 12 months the appreciation of money
market funds was even lower than that of term
accounts at banks.

More than a quarter of the total volume of
assets was invested in bond funds, where the
largest funds invested mainly in government
and corporate bonds from the SR and other EU
states. Other funds invested in a broad spectrum
of bonds issued in the EU and USA. The gross
yield of bond funds should more or less copy
the development of bond indices.

80/125

Graph 108 Comparison between one-year
yields of bond funds and bond indices
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The interest rate rise in Europe and
particularly the USA caused a fall in bond
prices. The year-on-year yield on Slovak bonds
moved in the range from -5% (public sector
bonds) to 2.2% (private sector bonds). The
yield on bonds in euro area countries was -1%,
on bonds in the USA -55%. The yield of
individual funds moved in a broad range given
by the yield on market indices depending on the
investment strategy of the given fund.

SKK 15 billion was invested in equity
funds. The yield on these funds was influenced
mainly by prices on European and American
stock exchanges, since trading is minimal on
the Slovak stock market.



Graph 109 Comparison between one-year
yields of equity funds and development of
market indices
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The gross yield in the largest equity funds
achieved, and even exceeded, the vyield
determined by market indices; on average
equity funds achieved gross revenue of 16.3%,
which is comparable with the rise in the
European DJ Euro Stoxx 50 index.

Portfolio management

Over the course of the first half of 2006 the
average monthly volume of assets managed in
customer portfolio management represented
SKK 3.82 hillion, where of all asset
management companies that can provide this
service (8); an 82.36% share was held by just
one asset management company.

The investment service of the safekeeping
and administration of mutual fund certificates
was provided over the course of the first half of
2006 by only two asset management
companies, the first with an average volume of
SKK 2.21 hillion and the other with an average
volume of SKK 0.48 hillion.



5 Pension saving

The first half of 2006 was the last deadline for voluntary entry into the second pillar of the new
pension system. As at 30.6.2006 pension fund management companies registered 1.39 million savers.
The volume of assets invested via pension funds over the course of this period almost doubled to SKK
17.27 billion. Three supplementary pension insurance companies completed their transformation to
supplementary pension companies and as at June 2006 managed KK 14.9 billion in their funds.

Money invested in pension funds

The first half of 2006 was the deadline for
those insured at the state-owned Social
Insurance Company to enter the second pillar in
pension security and to conclude a contract with
a pension fund management company (PFMC).
This possibility was taken up by a further
279 000 persons; as at 30.6.2006 pension fund
management companies registered 139 million
savers.

The volume of assets managed on pension
accounts by means of PFMCs almost doubled
from the end of 2005 to SKK 17.27 billion. The
market shares of individual PFMCs, however,
did not change significantly. The three largest
asset management companies administer as
much as 76% of all pension fund assets (78% as
at 31.12.2005).

Graph 110 Net value of pension funds' assets
for individual pension fund management
companies

Allianz - Slovenska DSS T

Winterthur DSS ]

VUB Generali DSS ;'
ING DSS ;‘
AEGON DSS I:l_—'
¢SOB DSS E'
0 1 2 3 4 5 6
[@XII. 2005 OVI. 2006 |

source: NBS
data on horizontal axisin SKK billion

Most investment (65%) is in growth pension
funds, which represent a higher-risk form of
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investment and the highest forecast appreciation
of funds over the long-term. Balanced funds
form a 31% share and conservative funds only a
4% share in the total volume.

Graph 111 Share of individual types of funds
in thetotal volume of their assets
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Even despite the fact that most investment is
managed in growth funds, as much as 66% of
assets are formed by money invested on bank
accounts. Pension funds have thus still not yet
begun to apply their investment strategies.
Since the year-end only the share of bonds in
total assets has increased significantly (from
12% to 23%).

Graph 112 Share of individual types of
investment in total volume of assets managed
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Pension funds' perfor mance

The yield on pension funds since their
creation has moved as at 30.6.2006 in the range
3.7% to 4.5% for conservative funds, 3.8% to
5.3% for balanced funds and 4.0% to 5.3% for
growth funds. Pension funds' investments are
still, however, fairly conservative. Bank
accounts form 66% of assets, bonds 23%.
Therefore the differences between the
performances of individual types of funds are as
yet relatively small.

Graph 113 Yields on pension funds since
their commencement for individual pension
fund management companies and types of
funds
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As in 2005, all pension fund management
companies made a loss in the first half of 2006,
which was caused by high entry costs.

Supplementary pension saving

In the first half of 2006 the transformation
of three supplementary pension insurance
companies (SPICs) into supplementary pension
companies (SPCs), which manage
supplementary pension funds, was completed.
As a 30.6.2006 the three SPCs registered in
total 673 000 savers, with total assets invested
in their funds of SKK 14.9 hillion. These are
invested in a similar manner as in the case of
pension funds: 57% is formed by bank accounts
and 39% by bonds.

One SPIC that has not yet completed its
transformation is DDP Stabilita. Its application
for alicence for establishment and SPC activity
was delivered to the National Bank of Slovakia
in the first haf of the year and its
transformation should be completed at the start
of 2007.



6 Financial market
Infrastructure

Stock exchange

Trading on the Bratislava Stock Exchange
in the first half of 2006 totaled SKK 313
billion, which represents a fall of 37% against
the same period a year earlier. The number of
trades likewise fell in comparison with the first
half of 2005, by 29%, representing 4660
concluded trades. Over the first six months of
2006 new issues were accepted on the
Bratislava Stock Exchange markets in a total
volume of SKK 38.9 3 hillion, of which
government bonds formed a 58% share, and
mortgage bonds a 36% share. The total market
capitalisation remained practically unchanged
from December 2005 and currently stands at
SKK 564 billion.

Central Securities Depositary

The main activities of the Central Securities
Depositary are the registration of non-bearer
securities; owners of non-bearer securities on
the owners accounts;, data on securities on
members’ customer accounts, the assignment,
changing and cancellation of ISIN; and
ensuring the clearing and settlement of stock
exchange trades in investment instruments™.

As a 30.6.2006 the Central Securities
Depositary registered in total 3427 issues of
securities of 2523 issuers in the total nominal
value of SKK 1 147 billion, representing double
the capitalisation of the Bratislava Stock
Exchange.

The scope of records kept on accounts under
the Securities Act as a 30.6.2006 was as
follows:

% A description of al the Central Securities
Depository’s activities is given in Act No 566/2001 Call.
on securities and investment services and amending
certain acts
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1 168 838 shareholders’ accounts
established pursuant to regulations to
date (Article 164(3) of the Act),

20 customer accounts administered
pursuant to Article 106 of the Securities
Act, onwhich it registered dataon
securities whose owners were registered
by individual members of the Central
Securities Depositary.

30 shareholders accounts administered
pursuant to Article105 (2) of the
Securities Act, of which 10 accounts
were administered for entities other than
Central Securities Depositary members.
Central Securities Depository members
held in their recordsin total 52 767
shareholders accounts pursuant to
Article 105 (3) of the Securities Act.

Deposit Protection Fund

The mission of the Deposit Protection Fund
is to protect the deposits of customers at banks
and at branches of certain banks. The main
contribution of the regulation is its
strengthening of customer confidence in the
banking sector, and thereby also in the financial
sector asawhole.

Of the Slovak banking sector as at
30.6.2006 all 17 banks and 2 branches of
foreign banks (CSOB and HSBC) were insured
at the Deposit Protection Fund. The deposits of
the other four branches of foreign banks were
insured in the countries of their bank groups.
Against December the main change was the
transformation of the Calyon bank from a
subsidiary into a branch of a foreign bank, in
consequence of which it also changed insurance
from the Deposit Protection Fund to the Fonds
de Garantie des Dépots.

The first half of 2006 continued the pattern
of the past four years, in which no banks were
insolvent to pay out deposits.



| nvestment Guar antee Fund

Money invested in this fund® is intended to
cover customers inaccessible assets managed
by securities dealers, branches of foreign
securities dealers, asset management companies
and branches of foreign asset management
companies. Similarly as in the case of the
Deposit Protection Fund, the source of money
in the Fund comprises primarily the
contributions of these ingitutions and
reimbursement is provided in the amount of
90% of the customer’'s assets, though at
maximum EUR 20 000%,

Over the course of the first half of 2006 no
event occurred that would lead to the provision
of reimbursements from the Fund.

Slovak Insurers Bureau

The Slovak Insurers Bureau associates
insurance companies authorised to provide
statutory automobile liability insurance in the
Slovak Republic. The scope of the Slovak
Insurers’ Bureau's activity is as follows™:

administration of the Insurance
Guarantee Fund

maintenance of aregister of statutory
automobile liability insurance
provision of frontier insurance
representation of domestic insurersin
international institutions dealing with
statutory automobile liability insurance
concluding of agreements with foreign
countries’ insurers bureaux and
ensuring tasks resulting from these
agreements

3 The Fund's resources and their use is governed by
Article 91 of Act No 566/2001 Coll. on securities as later
amended.

32 This maximum amount has applied since 1.5.2007.
Until 30.4.2007 reimbursement had been a maximum
EUR 16 000.

% The Bureau's activity is governed by Act No.
381/2001 Coll. on <atutory automobile liability
insurance as later amended.
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at the request of an injured party and
on the basis of data provided by the
injured party, provision of information
on the manner of exercising and
settling a claim for damage
compensation

registration and statistics for the
purposes of statutory automobile
liability insurance

cooperation with state authorities in
matters concerning liability insurance
involvement in preventing damage in
road transport and in preventing
insurance fraud in statutory automobile
liability insurance

| nsurance Guar antee Fund

The Slovak Insurers Bureau provides
indemnity from the Insurance Guarantee Fund
for damage caused by the operation of:

: an unascertained automobile

an automobile for which the person
liable is not ascertained

an automobile for which the person
liable does not have automobile
liability insurance concluded

an automobile with statutory
automobile liability insurance
concluded with an insolvent insurer
aforeign automobile covered by
frontier insurance

aforeign automobile the driver of
which is not subject to the obligation
to conclude frontier insurance for this
automobile in the Slovak Republic

Members of the Bureau pay an annual
contribution® determined by a percentage
share according to the number of
automobiles insured for the preceding
calendar quarter.

% The Fund and its use are governed by Articles 20
and 24 of Act No 381/2001 Call. on statutory automobile
liability insurance as later amended.



7 Selected topics
Structured products

Over the past years we have witnessed a growing range of products from the side of banks that are
a combination of a deposit and investment. We know them under the common name of the structured,
guaranteed, or assured deposits. These products offer customers yields derived from the performance
of financial markets, most frequently stock markets. In the case of these products the customer mostly
does not undergo the risk of a depreciation of the principal, because its payment in the full amount is
guaranteed by the product’s seller.

The motivation of banks for offering such products is various. The most common is the effort to
generate non-interest income — fees, and the effort to gain cheap long-term funds, an attractive
interest-rate margin, or the bank’s effort to offer customers new interesting products. In the case of
these products domestic banks are mostly not exposed to market risks, since their positions are closed.
There, however, does ill remain the credit risk connected with the willingness and ability of the
counterparty to meet its commitment towards the bank.

Interest among households in guaranteed deposits offered by asset management companies also
rose. Their structure is by and large similar to guaranteed deposits at banks. Not all assured funds,

however, guarantee the rate of return of the principal invested.

Basic characteristics of structured
deposits

Structured deposits are a combination of a
deposit and investment product, where the yield
on them is congtructed on the basis of the
performance of an underlying financial
instrument. These types of products are
typically tied to market indices, shares, interest
rates, exchange rates, or a combination of these.

In general these products have a maturity of
several years. Although these deposits have the
option of early withdrawal, the fees for doing
so are very high. The customer loses not only a
share in the yield, but usually also a part of the
principal. Therefore it is very important to
consider in these products whether the funds
invested really are available throughout the
whole life of the deposit.

There are also structured deposits that do
not guarantee 100% repayment of the principal,
and thus the customer in the case of adverse
market development can lose a part of it.
Conversely, it also applies that with the higher
risk comes a higher potential yield. Such
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products are not yet, though, offered in
Slovakia.

Slovak mar ket

The structured deposits offered by Slovak
banks are to a large degree influenced by the
conservatism of their customers — investors.
Consequently, one of the hallmarks of these
products in Slovakia is the guarantee of
payment in the full amount of the principal at
the date of the deposit's maturity. In
comparison with other countries, where the
trend is towards a less-than 100% guaranteed
repayment of the principal, and thereby a higher
expected appreciation of the funds invested, it
may be said that Slovak banks customers are
conservative investors.

At present the underlying instruments in
Slovakia for guaranteed deposits are primarily
stock indices such as DJ Euro Stoxx 50, S&P
500, or various baskets composed of these or
other indices.

Other, though rarer, products are those with
their yield tied to the strengthening of the
Slovak koruna against the euro, or the



strengthening of the euro against the American
dollar.

The following table summarises and gives
rough comparison of the basic characteristics of
structured and term deposits.

Table 18 Comparison of structured and term
deposits

[ Structured deposit [ Term deposit

Minimum deposit SKK 10 000 - SKK 40 000 not set

Maturity 12 - 60 months 1 - 60 months

Fees Entry fee 1 - 3% of deposit for account administration
lapse of the right to Penalty fee, fall in interest

participate in the yield + 1 yields (in some cases only

- 12% of deposit t0 0.1% p.a.)

paid at the end of the

holding period

Early withdrawal

Principal paid upon maturity

depending on the

performance of the

underlying financial
instrument

. according to the agreed
Yields fixed interest rate
Principal + yield according
Principal + 0 - 2,6% p.a. to the agreed fixed interest
rate

Guaranteed payment

- source individua banks

Structure of products offered on the
Slovak market

As regards the structure of guaranteed
deposits, in Slovakia 3 basic groups can be
discerned:

1. Bank forms product structure

The bank collects funds from investors, in
the majority of cases guaranteeing them the
return of the amount invested, or in some cases
also acertain yield. In order to secure the return
of the principal invested, the bank invests the
collected funds on the financial market. These
are mostly investments with a low credit risk,
e.g. the depositing of funds in NBS sterilisation
repo tenders. In so doing the bank ensures that
a the end of the maturity of the structured
deposit it will return the deposited funds to the
customer.

The yield itself on a structured product is
tied to a different operation. As mentioned, the
amount of the yield depends on the
development of a specified underlying
instrument, e.g. stock indices, etc. The bank
therefore enters into a derivatives trade with
counterparty, in most cases the parent bank or a
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large foreign investment bank. The trade is
based on the exchange of cash flows. This
means that the bank pays the counterparty, for
example, a certain one-off fee or regular
payments and in return receives payments from
the counterparty tied to the development of an
underlying instrument. Payments tied to the
performance of the underlying instrument are
subsequently paid out to the bank’s customers
who invested in the structured products. The
risk of a lower performance of the underlying
instrument is thereby fully transferred to the
bank’s customers. The customer’s participation
in the yield, though, need not be just 100%. The
level can be less than 100%, but likewise also
more than 100%. The minimum vyields
guaranteed to the depositor are also derived
from the various levels of participation in the
appreciation of the underlying asset. In other
words the bank can guarantee the customer a
1% vyield, but on the other hand lower the
customer’s upper yield limit.

The banks exchange of cash flows is
achieved by means of swaps and options
contracts.

Scheme 2 Product structure

Hoat Deposit

interest rate +entry fee
Exterd Bank Customers
bank - - 5
Paticipation Deposit
\ ‘ + Participation

Financid

Up-front fee
market

Deposit
Deposit
+ | nterest
rate

The domestic bank immediately gains
several advantages in a model such as this. In
the first instance yields are in the form of entry
fees from customers, the up-front fee from the
external bank and also the differential between
the interest yields flowing from holding the
principal and the interest payments made to the
counterparty, which in most cases are tied to an



interbank rate (in the case of swap contracts).
No less important is also the fact that the bank
through such an approach gains long-term
funds, which are wused for liquidity
management.

An dternative to the preceding structure
may be a combination of bonds and options. By
purchasing bonds with the same maturity as the
structured deposit, the bank secures the return
of the principal to customers. Bonds are
purchased in such a nominal amount that the
sum paid out upon their maturity is identical to
the total volume of funds invested by customers
in the given product. Any minimum guaranteed
yield is also likewise secured by bonds. The
remaining funds are wused for directly
purchasing options (without concluding a swap
contract), which secures participation in the
appreciation of the underlying asset.

Scheme 3 Product structure comprising
bonds and options

Money for
purchasing an
option

Money for
purchasing bonds

—
Product'slife

In this case, too, it applies that participation
in the appreciation of the underlying financial
instruments need not be 100%. The
participation in this case is influenced in
particular by market interest rates and the
length of time for which the funds are tied up in
the given product. Both these factors
significantly influence the volume of funds
needed for purchasing bonds to secure the
payment of the principal on maturity, or
respectively the guaranteed minimum yield.
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In the case of a guaranteed product
structured in this manner the sole source of the
bank’ s profit is the customer’s entry fee.

2. Bank features only asintermediary

The bank intermediates for a commission, in
the form of an entry fee received from
customers, the sale of a third party’s product by
means of its branch network. In such a case the
bank consequently is not involved in forming
the given product and features only as an
intermediary.

Scheme 4 Product structure

Deposit

Deposit + entry fee
«—— «—
Externd Bank Customers
bank _ _—
Deposit Deposit

+ Participation + Participation

3. Bank featuresasreseller in structured
products

The bank sells the product to a customer
and subsequently purchases the product for a
lower price from its counterparty. As in the
previous case, the bank here, too, features only
as an intermediary.

Scheme 5 Product structure

Product’'s Product’s
price (bid) price (ask)
Externdl Bank Customers
bank — _
Product's price Product’s price
(o) (ask)
+ Participation + Participation

Development of retail structured
depositsin Slovakia

Products of this type began to multiply in
number particularly over the past year. The
volume of retail funds in these deposits is
currently four times the level in June 2005, now
totalling SKK 6.4 billion and representing 1.5%
of all retail deposits.



Graph 114 Growth in the volume of retail
fundsin structured deposits
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From the customers aspect these products
offer potentially higher yields than classic term
deposits, and from the banks’ aspect they offer
the possibility to gain long-term funds under
acceptable conditions and the profits connected
with them, or the possibility to increase their
profits on the basis of commissions from
intermediating in the sale of this type of
product. As a result of this it may be expected
that this trend in providing guaranteed deposits
will continue in the future.

Guar anteed funds

Recently guaranteed funds have been
finding their way from the side of various
banks asset management teams to the Slovak
customer. Although the name might certainly
mislead us into thinking so, these are not
always products that would fall under the
heading of guaranteed deposits.

Very often these funds are managed
according to the CPPI model (Constant
Proportion Portfolio Insurance)®®, the aim of
which is aso to secure repayment upon
maturity of the whole principal deposited in the
fund. This, however, it is not guaranteed by the

® The mode is described in detail in, for
example, Theory of Constant Proportion Portfolio
Insurance by F. Black and A. Perold, in the Journal of
Economic Dynamics and Control, 1992
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CPPI method. This model fails in the case of a
sudden collapse in the price of risky financial
instruments in which mutual funds invest. In
the case of adverse development on financial
markets it may occur that even the amount of
the initial investment might not be paid out to
the customer at the end of the fund’ s life.

As at the end of June 2006 assured funds
were worth SKK 3.8 hillion.

Risks

Structured deposits are at first glance
connected with various types of risk according
to the financial instrument underlying the given
deposit.

In the case of structured deposits connected
with stock indices, banks customers are
exposed to equity risk; where deposits are tied
to the exchange rate, customers are exposed to
currency risk, and so on. In the case of these
products banks mostly do not undergo market
risk, since they close their positions, meaning
these are back-to-back operations. Any risk
ensuing from offering these products on the
market the banks attempt to hedge by
purchasing derivatives to transfer the risk to
counterparty.

As regards risks resulting to banks from
offering these products on the market it may be
said that all risks are reduced to credit risk. This
concerns the structure in the case where the
bank creates a product through a combination
of bonds and options, but also in intermediating
by way of purchasing the given product fromits
counterparty and subsequently selling the
product to its customer. Most interesting,
though, is the model where the bank concludes
a swap contract and the principal remains in its
holding. In this case, besides credit risk,
interest-rate risk can aso be identified,
resulting from the fact that the whole volume of
deposits, the principal, remains at the bank, and
the bank, then, must repay from its yields the
payables towards the third party with which it
concluded a swap contract. Interet-rate risk is



thus managed by the bank, where the bank can,
through its decisions on handling the entrusted
funds, influence its size of thisrisk.

In an effort to limit credit risk banks
conclude swaps with parent banks, or large
investment banks.

As mentioned earlier, credit risk is
connected also with other types of guaranteed
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deposit structure. In this field banks almost
exclusively cooperate with their parent
companies. Domestic banks, however, are
mostly not informed as to how their
counterparty further handles these products,
which only serves to increase the danger
connected with credit risk.



Analysis of the household sector

With growth in the importance of households from the aspect of banks credit risk, the importance
of analytical information on this sector is also growing. Previous analyses of the household sector have
been based on macroeconomic data, offering only a limited, aggregated, view of the risk from
households. On the other hand microeconomic data allow the distribution of indebtedness to be
analysed and the degree of risk of individual household groups to be monitored.

Analysis based on microeconomic data offers several findings.

The household sector reports a non-uniform distribution of bank loan debt, with a small number of
households having a large volume of loans. Likewise in the case of monitoring debt from the aspect of
income, non-uniformity can again be seen, with higher-income households having a higher volume of
loans than households with a lower income.

From the aspect of banks credit risk an important fact is that the degree of risk from loans to
households is to a large degree connected with the provision of lending to lower-income groups. It is
these households that report the highest proportion of repayment instalments to disposable income.
They are also the most vulnerable to negative macroeconomic development. In this regard it may be
said that the degree of risk from banks' lending portfolios has risen over time, the share of lending to
low-income groups having grown since 2003. Likewise, the past years have seen an increase in the

proportion of repayment instal ments to income.

Distribution of household debt in
Slovakia

In May and June 2005 the Statistics Office
carried out a survey of household incomes and
living conditions. The survey, as one of the
first, focused also on the issue of household
debt from bank housing loans. Building loans
and bridging loans were excluded from the
survey. In this part therefore the term housing
loans will mean only loans provided to
households for housing, other than building
loans and bridging loans. No other debt is
included in the analysis, e.g. consumer loans or
overdrafts.

Even though the survey findings are more of
an indicative nature (see Box 5) they give us an
overview of the distribution of the various
characteristics and financial indicators of the
household sector.

In previous analyses of household debt we
worked from aggregated macroeconomic data
for the household sector®®. Analyses based on
such data are important primarily from the

% Report on the Results of an Analysis of the Slovak
Banking Sector 2004, Report on the Results of an
Analysis of the Sovak Financial Sector 2005
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macroeconomic aspect, in an evaluation of
aggregated indicators. However, for the
purposes of evaluating the relationship of
household debt to financial sector gability,
more important is a view of the distribution of
debt levels in the household sector. An analysis
on the basis of macroeconomic data can
indicate a low level of household debt, though
when looking at the distribution of the same
indicator we rather can speak of a concentration
of debt in a certain household group.

In the following analysis we will therefore
attempt to identify the degree of uniformity, or
otherwise, of the distribution of household debt
from the aspect of housing loans (excluding
building loans and bridging loans). We will also
look at how this uniformity is connected with
the distribution of households by level of
disposable income, or by geographical
classification. From the aspect of households
credit risk it is, though, more important to
monitor the distribution of the proportion of
repayments to  disposable income, or
respectively its change in the case of a
simulated increase in interest rates, or fall in
incomes. A high value in certain household



groups can indicate a higher credit risk in the future.

Box 5 Interpretation of results from the household income and living conditions survey

The Household Income and Living Conditions Survey (EU SILC 2005) was carried out on a sample
of 6000 households, of which approx 5100 households (12 800 individuals) returned the completed
guestionnaire. This represents approx 0.3% of the total number of households. As regards the selection
of respondents the Statistics Office proceeded according to sandard methods used in similar surveys.
Every household whose data stated in the questionnaire was used for the analysis was assigned a
weighting expressing its representativeness with regard to the basic set of all Slovak households
according to the Census of Inhabitants, Houses and Apartments carried out in 2001.

In interpreting the presented results derived from the questionnaire it is necessary to bear in mind
that the primary aim of this survey was not to ascertain data on inhabitants levels of debt. The data
collected serves more as additional information on living costs concerning homeowners (apartments
and houses) as an alternative (“imputed costs’) to rent that must be paid by tenants. The aggregated
data also shows a feature typical of similar questionnaires, that the total calculated volume of loans and
the number of contracts according to the survey are lower than the data according to statements
submitted by banks to the NBS. In May 2005, when the survey was carried out, the total volume of
housing loans provided, excluding building loans and bridging loans, was according to banks
statements SKK 59 hillion, while according to data gathered in the survey this volume was only
approximately SKK 23 hillion. The difference is lower in the case of contracts concluded. According to
the survey, among households 55 000 contracts were concluded, while according to data from banks
the figure was 60 000 (this data includes only mortgage loans already drawn). As in the case of the
volume of loans, the data from the questionnaire was lower also in the case of disposable income
(approximately SKK 430 billion, data for disposable income are as at the end of 2004) than
macroeconomic data published by the Statistics Office (SKK 810 billion in 2004). It is necessary to
bear in mind that answers to the questions are voluntary. In the case of certain questions respondents
may have misunderstood the question. Those questions for which possible answers are not stated are
problematic. This means that, for example, if in the case of the question on the initial level of aloan the
respondent did not give an answer, we cannot know whether the household did not answer
intentionally, or whether a housing loan had not actually been provided to it. Another significant
shortcoming of the research data for the purpose of analysing household debt is the fact that the data
include only housing loans excluding building loans and bridging loans, they do not include any
consumer loans or other loans provided to households. Consequently, although the analysed data may
be used for gaining a rough picture of the distribution of household debt, the data on the volumes and
numbers of loans must be interpreted cautiously.

case the curve shows the cumulative percentage

Distribution of loans according toinitial
amount, geogr aphic aspect and income
group

The uniformity of the distribution of loans
according to their initial amount in the
framework of households having a loan can be
found by means of the Lorenz curve. In this
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of households holding a loan against the
cumulative percent of these loans, where the
data are arranged in ascending order according
to the initial amount of the loan. If the
distribution of loans among households were
uniform, the curve would lie on the axis of the
guadrant. The farther the curve is from the
guadrant axis, the less uniform the distribution.



The Lorenz curve indicates a non-uniform
distribution of household debt in the sample,
with a small group of households holding a
large percentage of the volume of loans (see
Graph 115). The non-uniformity of Slovak
household debt is not an extraordinary
phenomenon. A similar shape of the curve can
be seen in the household debt distributions of
other countries®.

Graph 115 Distribution of loans according to
their initial level —Lorenz curve
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- source: SR Statistics Office, SILC05005 UDB
version 12.07.06, NBS

- thevolume of aloan representstheinitial
amount of theloan

- thegraph includes only home loans other than
building loans and bridging loans

- the growth includes only those households
stating that they have aloan and which stated its
initial amount (142 households)

From the aspect of geographical
classification the largest volume of loans
provided is found in the Bratislava region.
According to data from the research 30% of the
total volume of loans pertained to this region.
According to data from banks, this figure is as
much as 60%, this does, however, include all
loans provided to households and is calculated
using the outstanding volume of loans, and not
initial amounts. As regards the number of loans,
the Bratislava region's share in comparison

3" The distribution of assets, income and liabilities
across UK households: results from the 2005 NMG
Research survey, Quarterly bulletin, Spring 2006
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with other regions is less marked. This may
partially be explained by the higher average
amount of lending, due to higher real estate
prices in the Bratislava region against those in
other regions. average prices of apartments and
houses in 2002-2005 were approximately 130%
higher than average prices in other regions. The
median of the initial amount of a loan was 70%
higher in the Bratislava region than compared
to other regions. A further reason for the
Bratislava region’s dominant share as regards
the volume of loans provided is the fact that
households in this region have the highest
disposable incomes. The differences are even
more marked when taking account of household

size®,

Table 19 Distribution of disposable incomes
and loans provided by region

D:sgg;ib/le Disposable Distribution Distribution of
Region household income oflthe no.of | the volume of
io' | (edan) | D | sy

(median)
Bratislava 127 223 18% 30%
Trnava 111 215 11% 9%
Tren¢in 107 191 11% ™%
Nitra 99 178 19% 17%
Zilina 112 206 9% 8%
Banska Bystrica 109 187 8% %
PreSov 100 187 % %
Kosice 110 203 16% 15%

- source: SR Statistics Office, SILC05005 UDB
version 12.07.06, NBS

- dataon disposableincome arein SKK thousand

- thetableincludes only home loans other than
building loans and bridging loans

- thevolume of aloan representstheinitial
amount of theloan

A different view of the distribution of loans
is the digtribution of loans according to

¥ Statigtical tests for testing the uniformity of
medians (° test, Kruskal-Wallis test) rejected, at a 1%
significance level, uniformity of the median level of
disposable incomes divided by household size for the
Bratislava region in comparison with all other regions.
On the other hand, they did not reject a mutual equality
of these median values in the Trnava, Trencin, Zilina,
Banska Bystrica and Kosice regions, nor the equality of
medians in the Nitra and Presov regions.



individual household income groups. This
distribution is not uniform (see Graph 115). The
first 25% of households with the lowest
disposable income have only 5% of the total
number of loans provided (4% of the total
volume). This holds true, though, only when we
do not take account of household size. If we
also take into consideration the fact that a
household’s essential expenses grow with the
size of the household, the distribution changes.
For example, in the case of a decrease in
disposable income of SKK 4000 for the first
adult, of SKK 2000 for each member of the
family aged 14 or more years and of SKK 1200
for each family member aged less than 14
years, 16% of the tota number of loans
provided (14% of the total volume) pertains to
the first 25% of households with the lowest
income adjusted in this manner.

Graph 116 Distribution of debt according to
disposableincome — Lorenz curve
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= | Orenz curve in the case of data arranged in ascending order according to
disp. Income
Lorenz curve in the case of data arranged in ascending order according to
disp. income adjusted for household size

- source: SR Statistics Office, SILC05005 UDB
version 12.07.06, NBS

- thegraph includes only home loans other than
building loans and bridging loans

- dataonthehorizontal axis, expressing the
cumulative percent of households holding loans,
are arranged in ascending order according to
disposable income (adjusted for household size
reduced by current expenses)

- thevertica axis gives the cumulative percent of
loans

If we then take household size and
necessary expenses into consideration, we can
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come to the conclusion that low-income groups
are not excluded in the provision of bank loans.
This conclusion can at the same time be
confirmed also by comparing the distribution of
the number of households and the number of
loans provided to households according to
individual income groups. Although it is true
that in the case of lower-income groups the
share of households is higher than the share of
loans provided while the opposite is true in
higher-income groups, in the lowest income
groups the share of households corresponds to
the share of loans provided.

Graph 117 Distribution of the number of
households and loans provided according to
income groups
21% -
18% -
15% -

12% -

% |

6% -

3% ’-H

0% ‘|-|-|‘ i
R 988

@ Share of individual income groups in the totalnumber of loans provided

o Share of households in individual income groups in the total number of households

- source: SR Statistics Office, SILC05005 UDB
versions 12.07.06, NBS

- dataonthe horizontal axisin SKK ‘000 and
express income groups according to disposable
income recal culated for household size

- thegraph includes only home loans other than
building loans and bridging loans

- thevolume of aloan representstheinitial
amount of theloan

Since the Household Income and Living
Conditions Survey was carried out by the SR
Statistics Office in 2005 for the first time, the
development of the distribution in loans over
time can be monitored only partially according
to the year in which the loan was provided.
Graph 117 shows a comparison of the
distribution of the number of households
arranged according to disposable income
(adjusted for household size) for loans provided



up to the end of 2002 and for loans provided in
2003. This comparison shows that if we take
household size into consideration, the relative
share of loans to lower-income categories has
grown. If household size is not taken into
account, then the provision of loans to
households in lower-income categories is not so
significant, overall however, the distribution of
these loans according to income group is more
uniform.

Graph 118 Distribution of debt depending
on thedate of loan provison —Lorenz curve
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- source: SR Statistics Office, SILC05005 UDB
version 12.07.06, NBS

- thegraph includes only home loans other than
building loans and bridging loans

- dataon the horizontd axis expressing the
cumulative percent of households holding loans
are arranged in ascending order according to
disposable income (adjusted for household size
reduced by current expenses)

- thevertica axis gives the cumulative percent of
loans

Distribution of the repaymentsto
disposable incomeratio

For repaying loans households primarily use
their disposable income. The level of loan
instalments in proportion to disposable income
is therefore substantial from the aspect of
households’ ability to repay loans

The proportion of housing loan monthly
repayment instalments to monthly disposable
income in the sample monitored was 20.9%.
The median level was 14.3%.

95/125

Table 20 Loan instalments to disposable
income

third
quartile

first

average .
9 quartile

‘ median

loan instalments to

) h 20.9% 8.2% 14.3% 25.1%
disposable income

loan instalments to
disposable income when
household expenses are
taken into account

24.3% 12% 20.8% 35%

- source; SR Statistics Office, SILC05005 UDB
version 12.07.06, NBS

We get a different view of households
ability to meet their commitments towards
banks if we adjust household incomes by
current expenses, taking account of the number
of household members. In the text below we
will work with incomes adjusted in this manner,
since they offer us a more realistic view of the
household sector risk. Calculated in this way
the average proportion of loan instalments to
income is more than 24%. The number of
households for which the level of repayments
exceeds their incomes after deducting current
expenses grew significantly. The number of
households with repayments exceeding their
incomes was 9% (before deducting expenses
approximately 3% of the sample fell into this
category). Households with a repayment /
income proportion of above 100% were found
in the first two income groups (up to SKK
60 000), where they formed 66% of the number
of households in the given income groups.
These households held 12% of the total volume
of loans.



Graph 119 Instalment / income proportion
of households before and after deducting
expenses
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- source: SR Statistics Office, SILC05005 UDB
version 12.07.06, NBS

- thehorizontal axis gives the proportion of loan
repayment instal ments to household incomes

- thevertica axisgives the shares of households
in theindividual categories of the repayment
instalment / income proportions in the total
number of households

From the aspect of banks credit risk the
group of households with a high share of
repayment instalments in their incomes is
crucial. This household group is the most
sensitive to negative changes either on the side
of incomes or repayment instalments.

Households with a high share of repayment
instalments in income (above 60%) held 16%
of the total volume of loans. In other words
approximately 16% of the volume of loans was
provided to arisk category of households that
presently have, or in the case of negative future
shocks will have, problems with loan
repayment.

96/125

Graph 120 Distribution of the loan
instalment / income proportion by household
number and loan volume
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- source: SR Statistics Office, SILC05005 UDB
version 12.07.06, NBS

- thehorizonta axis gives the proportions of
repayment instal ments to household incomes

- thevertica axisgives the shares of households
in individual repayment instalment / income
proportion categories in the total number of
households

Interesting is also the view of the
distribution of the loan repayment / income
proportion from the aspect of income groups.
Households most burdened by repayment
instalments are those belonging to the lowest
income groups. The lowest income groups are
thus the most vulnerable in the case of negative
shocks on the side of incomes or repayment
instalments. On the other hand, it is necessary
to mention that low income groups have the
lowest weight from the aspect of
macroeconomic stability.



Graph 121 Loan instalment / disposable
income proportion by income category
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- source: SR Statistics Office, SILC05005 UDB
version 12.07.06, NBS

- theleft vertical axis gives the repayment
instalment / income proportions

- theright vertical axis gives the share of
householdsin individual income groups

- dataonthehorizontal axisin SKK ‘000 and
express income groups according to disposable
income adjusted for current expenses

In comparing the repayment instalment /
income proportion over individual years when
the loans were provided, a greater willingness
to undergo risk, from both the side of
households as well as banks, can be seen. We
assume that the behaviour of households and
banks is influenced particularly by positive
expectations regarding future incomes. The size
of the repayment instaiment / disposable
income proportion in the sample monitored has
grown with the year the loan was provided. The
highest repayment instalment / disposable
income proportion is seen with loans provided
in later years. The proportion grew significantly
particularly in 2004

% Data for 2005 are influenced by the small number of
households to which a loan was provided in 2005.
Likewise the values in a year may be influenced by the
small number of loansin the given years.
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Graph 122 L oan repayment instalment /
income proportion by year of loan provision

45%
40% | M
35%
30%
25%
20%
15%
10%

5% -

0%

2000 [
2001 4:|
2002 4:I
2003 4:I

2004

2005 [

1997 (]
1998 (T
1999 [

1900 (T3

— 1901 [

1992

1993 @

1994 @

1995 (1

1996 [

1086 [J

@ loan repayment instalment / income proportion
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- thevertica axis gives the repayment instal ment
/ income proportionsin theindividual yearsthe
loans were provided

In analysing households’ ability to meet
their commitments towards banks by means of
the repayment instalment / income proportion it
IS necessary to mention that households in
making repayment instalments can also use
their financial and non-financial assets. The
survey did not contain questions on the level
and structure of households' financial assets.
Aggregated data for the household sector,
however, indicate a sufficient volume of
financial assets, where the proportion of
financial liabilities to assets at the end of 2004
was more than 60%. Financial assets are,
furthermore, formed by liquid items,
particularly bank deposits.

On the basis of the survey we cannot
ascertain the volume of non-financial assets,
though we can confirm that owner-occupiers
form a majority of households in Slovakia
Moreover, according to data from the research
all households to which a loan was provided
were property owners. No loans were provided
to households that lived only in sublet
accommodation or did not own an apartment or
house.



Graph 123 Form of real estate ownership by
householdsin Slovakia
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Impact of arisein interest rates on
households' |oan repayments

In assessing the possible negative impacts
on households ability to meet their
commitments we shall focus on a possible
increase in loan instalments in the case of arise
in interest rates, and also on a fall in incomes,
or agrowth in expenses.

An important factor from the aspect of
households and their ability to meet their
commitments towards banks is not just their
generation of incomes, but also the
development of interest rates, since a growth in
interest rates leads to higher repayment
instalments. A rise in repayment instalments
can also have an impact on consumption, since
increased interest payments restrict households’
final consumption. The degree of households
sensitivity to arise in interest rates is given by
the proportion of floating-rate loans, or of loans
with a fixed rate of up to one year. Households
in Slovakia have one of the highest proportions
of short-term interest rate fixation in the EU. In
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June 2006 such loans represented more than
80% of all loansto households.

Smulated interest raterise

In testing the impact of a change in interest
rates we simulate arise in rates by 2 percentage
points and 5 percentage points. While the first
may be seen as a redlistic scenario, the aim of
the second scenario is to ascertain what impact
an extreme rise in interest rates would have on
banks.

Table 21 Impacts of an interest raterise on
theloan instalment / disposable income
proportion

First Median Third Credit a
quartile quartile risk”

Average

instalments to disposable

0 0 0 0 0
income 24.3% 11.5% 20.8% 35% 9%

instalments to disposable
income in interest rate rise 28% 13% 24% 41% 10.3%
of 2 percentage points

instalments to disposable
income in interest rate rise 31.4% 15% 21% 46% 12.3%
of 5 percentage points

- source: SR Statistics Office, SILC05005 UDB
version 12.07.06, NBS

- credit-at-risk isthe share of the volume of
lending provided to households with an
instalment / income proportion exceeding 100%
in thetotal volume of lending

In simulating a rise in interest rates no
significant impact from an increase in
repayment instalments on households' ability to
repay bank loans was found in the case of the
sample monitored. Although a shift in the
distribution to the right was recorded in the case
of arise in interest rates of 2 or 5 percentage
points, this was without significant changes.
The number of households having an instalment
/ income proportion of above 100% would not
change significantly in the case of a 2
percentage point interest rate rise. In the case of
an interest rate rise of 5 percentage points this
number of households would rise from 8% to
11%.



Graph 124 Distribution of the impact in an
interest rate rise on the loan instalment /
disposal income proportion
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o loan instalment / income proportion in the case of a 2% interest rate rise
& loan instalment / income proportion in the case of a 5% interest rate rise

- source: SR Statistics Office, SILC05005 UDB
version 12.07.06, NBS

- thehorizontal axisshows households
instalment / income proportions

- thevertical axis shows the shares of households
inindividual categories of theinstalment /
income proportionsin the total number of
households

Smulation of afall inincomes

For repaying loans households use primarily
their disposable incomes. A secondary source
may be financial assets, which may though be
of various degrees of liquidity. Therefore their
use for repaying loans may be limited.

A fal in disposable incomes, whether
through a decrease in the flow of incomes, or a
growth in current expenditures, thus may
influence households' ability to meet their
commitments towards banks.

In simulations of a fall in incomes we
analysed the impact of a fall in households
disposable incomes of 20%, and an extreme fall
in incomes of 50%.

A fall in disposable incomes of 20% would
cause a growth in the average proportion of
instalments to income from 24% to 30%. Inthe
case of a 20% fall in incomes the percentage of
households with instalments exceeding incomes
would rise from 8% to 11%.
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Table 22 Impacts of a disposable income fall
in theloan instalment / disposable income
proportion

G First Median Third “Credit a
g quartile quartile risk”
loan instalments to 243% | 115% | 208% | 35% 9%

disposable income

loan instalments to
disposable income in a 30.4% 14% 26% 44% 12.2%
20% income fall

loan instalments to
disposable income in a 122% 58% 104% 176% 66.8%
50% income fall

- source: SR Statistics Office, SILC05005 UDB
version 12.07.06, NBS

- credit-at-risk isthe share of the volume of
lending provided to households with an
instalment / income proportion exceeding 100%
in thetotal volume of lending

A substantially more significant impact
would be caused by a 50% fall in incomes. In
the case of such afall in disposable incomes as
many as 56% of households would not be able
to cover their repayment instalments from their
incomes.

Graph 125 Distribution of the impact of a
fall in disposable income, or rise in
expenditures on the loan instalment /
disposable income proportion
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- source: SR Statistics Office, SILC05005 UDB
version 12.07.06, NBS

- thehorizontal axisshows households
instalment / income proportions

- thevertical axisshows the shares of households
inindividual categories of theinstalment /
income proportionsin the total number of
households



Register of bank loans and guarantees

In many advanced European countries the idea of setting up a credit register as a source of
information for banks in providing loans or guarantees to business and non-business subjects
(customers), and for the ongoing monitoring of their payment discipline in the banking sector arose in
the mid-20M-century. For example, France set up a register in practice in 1946, in Italy in 1962, in
Germany in 1964. In banking the credit register has become a common instrument for collecting,
processing and utilising information of this type.

The National Bank of Sovakia started the Register of Bank Loans and Guarantees (hereinafter “ the
Register”) on 1 August 1997. The Register encompasses customers — juristic and natural persons (sole
traders), and other non-business juristic persons resident or non-resident — to whom banks or branches
of foreign banks in the Sovak Republic have provided credit or a guarantee. Over the period 1997 —
2003 information from the Register was not greatly used from the side of banks (on average 700
inquiries on customers per month). Since 2004, however, a positive reversal has been seen and interest
in the Register has increased, particularly in consequence of consolidation of the Register’s database,
the implementation of organisational measures, an increase in banks' reporting discipline and thereby
also a substantial increase in the veracity of data held in the Register. Later improvements included a
change to the Register’s content and structure, with the introduction of a new more sophisticated

version of the system’' s application software into operation.

The Register, which by law is operated and
administered by the National Bank of Slovakia,
plays a significant supporting role in the
prudent conduct of business by banks and
branches of foreign banks, and also in
supervision over their operation in the SR
banking sector. The Register is an information
source with a monthly data processing cycle
for:

a) banks and branches of foreign banksin
obtaining summary positive and
negative information on subjects in
the banking sector that have received
credit and are currently recorded in
the Register, and
obtaining information on potential
customers (acquisition activity) of
banks and branches of foreign banks
for the purpose of future credit
business;

b) the National Bank of Slovakia in the field of
obtaining information on credit
exposure (also on payables provided
by banks) of individual business
subjects (customers) in the banking
sector,
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obtaining information on the credit
burden in interconnected groups of
entities that have received credit,
including their company partners,
obtaining information and various
overviews on current and past
loang/payables provided a banks
and branches of foreign banks for
analytical purposes and

monitoring banks and branches of
foreign banks from the aspect of
fulfilling their statutory reporting
duty.

The Register of Bank Loans and Guarantees
has been in continual development according to
the current needs of the National Bank of
Slovakia, the SR banking sector, and European
Community recommendations.

The system underwent the most important
transitions in the Register’'s history in
2003/2004. The Register's database was
consolidated and structured according to NBS
Instruction 12/1996 of 12 August 1996 laying
down the manner of keeping the Register of
Bank Loans and Guarantees and the notification
scope of data entered in the Register of Bank



Loans and Guarantees. The purpose of the
consolidation was to adjust the system so that
the identification of entities recorded together
with encumbrances for the banking sector in the
Register was clear according to a single
identifier, thereby removing the problem of
registering the same customer under various
legal forms. A later amendment to NBS
Instruction No. 2/2003 of 30 May 2003 on the
Register of Bank Loans and Guarantees as later
amended was the basis for changes in the
content and structure of records from
notifications by banks and branches of foreign
banks into the Register, where these changes
extended the Register to include:
the registration of juristic business
entities — non-resident to which the
banking sector provided credit or
guarantees, including a country
identifier,
a more detailed specification of the
manner/type of security for the
credit,
scoring of the loan provided to a
registered subject (customer)
according to payment discipline and
other criteria based on a complex
financial analysis of the customer by
the bank,
the number of days in arrears in
repaying a debt.

The Register as a program system has two
basic parts:

1% part: For banks and branches of foreign
banks

Data input and output — the customer part —
is an interactive link between the bank, or
branch of a foreign bank, and the Register's
central database. Using the customer part bank
employees import data into the Register's
central database, and can request information
from it on individual customers and their credit
burdens, or update already registered records.
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Banks and branches of foreign banks can
send monthly notification data on an ongoing
basis and non-stop every working day until the
15™ of the following month. Likewise they can
send a request for information on a customer’s
total credit burden. Banks and branches of
foreign banks send data on the loans,
guarantees and other liabilities accepted by
means of six types of notification (services) in
electronic form (the notifications of
Registration of a Loan/Guarantee, Update of a
Loan/Guarantee, Cancellation of a
Loan/Guarantee, Registration/Update of a
Customer, Cancellation of a Customer, or
Update of Owners). Daily and monthly reports
are automatically sent to them by the system on
the amount of data received and processed, and
also information on the results of the input
control check and results of the monthly
proce&mg}]1 of input data from the given bank.
Every 16" day in the month all notifications
from the whole banking sector for the
preceding month undergo monthly processing.
Data processed in the APS Register are subject
to data protection regulations and form a
banking secret. Data transmitted between a
bank and the National Bank of Slovakia, where
the Register’s central database is located, is
secured by several forms of protection,
ensuring maximum security and maintaining
banking secrecy.

The Register’'s central database holds two
groups of data on customers' credit burdens, or
respectively the payables provided to them by
banks

a) postive: corporate licence number
identifier (ICO) (according to the SR Register
of Business Entities) for a resident, or the
equivalent unique identifier for a non-resident
(NICO), the business name/surname of the
customer, the customer’s legal form, type of
contract, date of concluding the contract,
country, bank (name of bank at which the
customer has the loan), contract number, date
of loan maturity, or end of a contract’s force,
value (volume, limit) of the loan/payable,
current balance, monetary currency, value of



the loan security, types of security, loans status
(live, terminated),

b) negative: principal in arrears, interest in
arrears, loan score and number of days in
arrears.

Table 23 Overview of use of the Register of
Loans and Guarantees for the 1% half of 2006
(asat 30.6.2006)

Number of banks and branches of foreign banks using the

Register of Bank Loans and Guarantees (other than the NBS) 2
Number of the Register's users 216
- at banks and branches of foreign banks 205
- at the National Bank of Slovakia 11
Number of banks’ inquiries on a customer 273102
- of which successful* 128 795
Average number of banks' inquiries on a customer 45517
- of which successful* 21 466
Number of inquiries of banks and branches of foreign banks to the
NBS on shortcomings in the banking sector customers'’ records 64
Number of notifications on new loans and payables 21985
Number of customers with live loans registered at the Register 48 808
- of which residents 48 679
- of which non-residents 129
Number of customers with live payables / guarantees 1813
- of which residents 1778
- of which non-residents 35
Number of registered live loans 73 680
- of which non-residents 219
Number of registered live payables / guarantees 4250
- of which non-residents 56
Value (volume) of registered live loans 671 bill.
- of which residents 640 bill.
- of which non-residents 31 bill.
Value (volume) of current balances of registered live loans 421 bill,
- of which residents 406 bill
- of which non-residents 15 bill
Value (volume) of registered live payables / guarantees 45 bill.
- of which residents 41 bill
- of which non-residents 4bill.
- source: Register of Bank Loans and Guarantees,
NBS

- * successful enquiries from banks on a customer
are enquiries in which the customer’s sought in
the Register of Bank Loans and Guarantees was
found either with or without aloan/guarantee.

The Register’s application program system
is accessible only to competent employees at
commercial banks and branches of foreign
banks, and certain employees of the National
Bank of Slovakia, who respond to comments
sent, or enquiries (methodological,
consultation) from banks, and oversee the
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functionality and operability of the whole
system. Since, using the customer part, it is
possible to see records that have been sent into
the central database, but not yet undergone
regular monthly processing, there is still here a
relatively simple possibility of how to
contribute to improving the final quality of
records.

Remote systematic controls of records in the
Register, including respective analyses,
represent a form of supervision over banking
and stock broking, aimed a improving the
overall quality of records in the Register's
database, raising their predicative value and in
the end result reducing operating and credit risk
in the banking sector.

Graph 126 Number of inquirieson a
customer in the Register of Bank Loans and
Guaranteesfor the period 01/2005 — 06/2006
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- source: Register of Bank Loans and Guarantees,
NBS

2" part: For the National Bank of Sovakia

Application for the Administration and
Monitoring of the Register’s Activity and a part
for Credit Burden Information on Customers
and Interconnected Groups of Customers.

The first application is intended for
managing data processing processes in the
Register, monitoring activities in the Register
and data archiving. It is intended for the
Register's administrator, the methodologist in
the field of bank loans (administration of



reference data) and other users authorised to
monitor activities in the Register. Using this
module it is possible to export data on
customers and loang/payables, providing a
source of information for further special
analyses. This application also gives a complete
overview of the statistical characteristics on the
Register database itself and its utilisation.

The second part of the Register is used
to provide an overview on a customer or bank.
It provides the same information on customers
as that in the framework of the APS Register,
accessible to commercial banks, plus
information on interconnected groups of
customers and their company partners. By
means of several variant views it is possible to
obtain complete information on a customer and
its loang/payables at individual banks in the SR
banking sector, and similarly to obtain a view
of a specific bank and its customers according
to selected criteria.

The availability of detailed information
from the Register’'s system allows banking
supervision staff to prepare the necessary
analyses, contributing to a better overview of
events on the financial market in the banking
sector and contributing in no small measure
also to improving the monitoring of credit risk
management by banks and branches of foreign
banks.

The graph below shows the development of
the number and volume of loans/payables in the
SR banking sector and the growing number of
loans. It can be seen that banks and branches of
foreign banks are providing juristic and natural
persons — sole traders — with smaller loans in a
larger number.

Loan contracts, documentary letters of
credit and provided guarantees are the clearly
dominant classes of products a banks. The
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values shown include both residents and non-
residents, with residents forming approximately
90% of the individual values.

Graph 127 Loans & guaranteesin the
Slovak banking sector
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NBS

- theright vertical axis shows the total number of
loans and payables

- theleft vertical axis shows the total volume of
loans and payablesin SKK ‘000

Although the Register of Bank Loans and
Guarantees rests on several binding laws, the
reliability of data and its predicative value is to
a large degree dependent on the data notified
into the Register’s central database by banks
and branches of foreign banks and on
communication between the National Bank of
Slovakia and banks. The Register's database
contains much data suitable for further analyses
that could contribute to better and simpler
regulation of credit risk in the banking sector,
and of other types of related risks.



8 Annexes

A Information on the structur e of the financial mar ket

A.1 Data on number s of institutions
A.1.1 Number of financial institutionsin June 2006

Number of Number of Change
‘ institutions as ‘ institutions as ‘
at 30.6.2006 at 31.12.2005
Number of banks in the SR 17 18 -1
savings banks 3 3 0
banks holding mortgage licence 9 9 0
other banks 5 6 -1
Number of branches of foreign banks in the SR 7 6 1
of which: on the basis of an NBS licence 1 1 0
on the single banking passport principle 6 5 1
of which: branches of foreign banks holding mortgage licence 1 1 0
Number of branches of foreign banks contributing to the Deposit Protection Fund 2 2 0
Number of foreign bank representative offices in the SR 10 9 1
Number of branches (organisational units) of banks in the SR 705 692 13
Number of lower organisational units in the SR 473 457 16
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 118 104 14
of which: banks 113 99 14
of which: foreign financial institutions 3 3 0
Slovak banks providing free cross-border banking services abroad 1 1 0
of which: electronic-money institutions 0 0 0
Number of employees of banks and branches of foreign banks 19753 19850 -97
Number of insurance companies in the SR 24 25 -1
of which: insurance companies providing only life insurance 5 5 0
insurance companies providing only non-life insurance 5 4 1
insurance companies providing both life and non-life insurance 14 16 -2
Insurance companies providing services on the basis of the freedom to provide services 256 200 56
of which: Without establishing a branch 252 196 56
of which: Via a branch 4 4 0
Number of insurance companies in the SR providing statutory automobile liability insurance 8 8 0
Number of pension fund management companies 6 8 -2
Number of supplementary pension companies 3 0 3
Number of supplementary pension insurance companies 1 4 -3
Number of domestic asset management companies in the SR 10 10 0
of which: asset management companies with an extended licence under § 3 (3) of Act on Collective Investment (ACI) 7 7 0
Number of domestic mutual funds: 110 100 10
of which: open mutual funds 63 51 12
closed mutual funds 47 49 -2
special mutual funds 0 0 0
Number of foreign asset management companies and foreign entities of collective investment operating in the SR on the
. ) ’ 2 3 -1
basis of a licence under § 75 of the ACI:
of which: via a branch in the SR 1 2 -1
without establishing a branch 1 1 0
Number of foreign asset management companies and foreign entities of collective investment operating in the SR on the 17
basis of a single European passport:
of which: foreign asset management companies 6
within which: number of foreign mutual funds 61
number of sub-funds 63
of which: foreign investment companies 11
within which: number of sub-funds 224
Number of securities dealers 35 36 -1
of which: banks and branches of foreign banks 15 15 0
Number of foreign entities operating in the SR as securities dealers 251 204 47
of which: via a branch in the SR 2 2 0
without establishing a branch 249 202 47
Number of Slovak securities dealers providing services abroad 9 9 0
Number of investment services brokers in the SR: 852
of which: juristic persons 53
natural persons 799
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The banking sector and stock broking

On 10 February 2006 the National Bank of Slovakia registered a representative office of the foreign
bank BANCA MONTE DEI PASCHI DI SIENA SPA, Itay. The total number of representative offices
of foreign banks thus rose to ten.

On 1 March 2006 the branch of a foreign bank, J & T BANKA, a. s., commenced activity on the
basis of a single banking passport. The branch’s deposits are insured at the Czech deposit protection
fund, Fond Poji&eéni Vkladt, Prague, Czech Republic.

In its decision of 15 May 2006 the National Bank of Slovakia granted preliminary consent to the
winding up of CALYON BANK SLOVAKIA a s. as aresult of the bank enterprise’s sale, it having
been purchased by the foreign bank CALYON S. A., France. The company had decided to change the
operation of the company CALYON BANK SLOVAKIA a s., controlled by it, in the SR and transfer
all its activities to the newly created branch of CALYON S. A. At the same time the NBS granted prior
consent to the sale of the bank enterprise and the sale of the securities dealer enterprise to the seller
CALYON BANK SLOVAKIA a s. and the buyer CALYON S. A. France.

In its decision of 31 May 2006 the National Bank of Slovakia granted a licence for the provision of
investment services to the company Money Market Brokers, o.c.p., a. S, Bratislava

In its decision of 29 June 2006 the National Bank of Slovakia granted preliminary consent to the
company Stredoeurépsky maklérsky dom, o.c.p., for return of a licence for the provision of investment
services.

I nsurance sector

The number of insurance companies fell by one, through the winding up of 2 insurance companies
and the establishment of 1 insurance company. The insurance company Vzaomna Zivotna poistovina
Sympatia, a. s. (VZP) was wound up and returned its licence on 30.1.2006, its non-life insurance
portfolio was transferred to the Union insurance company and the life insurance portfolio to the ING
Zivotna poistoviia and Winterthur Poistoviia, a. s., the latter returning its licence on 26.5.2006 and
transferring its insurance portfolio to the company Credit Suisse Life & Pensions Pojistovna, a. s,
operating in the Slovak Republic via its branch Winterthur pojistovnaas. Conversely, on 6.2.2006 the
company AEGON Zivotna poistoviia, a.s. was licensed for the first half of 2006, though has yet to
report any written premium. The establishment of AEGON Zivotna poistovia, a.s. cannot however be
seen asthe arrival of a new entity onto the Slovak insurance market, since AEGON L evensverzekering,
N. V. already provides its services in the SR on the basis of the free provision of services via a branch,
meaning that this represents only a change of its form of operation on the Slovak insurance market. In
the first half of 2006 preparations were being made to transfer the insurance portfolio from AEGON
Levensverzekering, N. V. to AEGON Zivotna poistovia, as.
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A.2 Data on the owner ship structure of supervised subjects

A.2.1Individual countries sharesin theregistered capital of individual types of financial
institutions as at 30.6.2006

Banks Insurance companies| Pension fund Asset management | Securities dealers
* management companies
companies

Slovakia 10.44 8.47 44.62 70.47 16.31
EU states (excl. SR) 85.80 87.67 27.82 21.53 79.6
Czech Rep. 7.90 121 6.44 10.34 1.27
France 0.99

Holland 1.40 13.38 18.62 0.09
Luxembourg 28.37 0.00 2.76 31.05
Hungary 455 1.26 4.98
Germany 1.95 40.43

Austria 36.04 17.53 36.34
Italy 4.29 0.00 4.69
Portugal 0.17 0.00

United Kingdom 114 8.07 119
Other 4.80 11.2

Countries outside EU 3.76 3.86 27.56%* 4.09

Datain thetable represent individua countries’ sharesin the registered capita of financid institutions according to the prime owner. Datain percent.
** Switzerland
* dataasat 31.12.2005

Banking sector
As at 31 March 2006 Tatra banka, a. s. reported registered capital reduced by the value of priority
shares (SKK 47.5 million) in accordance with adopted International Accounting Standards.

At Istrobanka, a .s. a change of shareholder was recorded — Bank fir Arbeit und Wirtschaft und
Osterreichische Postsparkasse, AG, Austria - in accordance with the granted prior consent of the
National Bank of Slovakia, and which arose through the merger of the companies Bank fur Arbeit und
Wirtschaft Aktiengesellschaft Osterreichische Postsparkasse Aktiengesellschaft and Kapital & Wert
Bank Aktiengesellschaft, Austria.

Istrobanka, a. s. reported as at 30 June 2006 registered capital increased by SKK 225.0 million and
Tatrabanka, a. s. by SKK 71.3 million.

The share of banks' registered capital held by foreign investors was reduced through the winding up
of Calyon Bank Slovakia a. s. as a consequence of the bank enterprise’s sale.

106/125



B Analytical data

B 1 Banks and branches of foreign banks

B 1.1 Asset and liability structure of banks and branches of foreign banks

(fin. data in thousands of SKK)

Total volume Share of a | yly change | Sharein CR3 CR5 HHI
(as at 30.6.2006) foreign balance-
currency sheet total
ASSETS TOTAL (gross) 1533151 14% 10% 100% 50% 68% 1125
TOTAL LOANS TO CUSTOMERS 611 402 042 24% 28% 40% 47% 61% 974
Loans to retail 209 949 478 1% 38% 14% 63% 81% 1604
of which: Loans to households 193 428 945 1% 39% 13% 65% 82% 1657
Loans to enterprises 300 764 695 36% 20% 20% 40% 59% 909
Loans to non-banking financial companies 61 845 637 24% 58% 4% 48% 66% 1074
Loans to general government 23082 575 26% 1% 2% 75% 89% 2616
Loans to non-residents 15 759 657 79% 24% 1% 52% 4% 1290
TOTAL OPERATIONS ON THE INTERBANK MARKET 541 419 443 % 4% 35% 53% 76% 1284
of which: Operatior?s with the NBS and foreign issuing banks 121241 873 0% % 27% 5% 78% 1433
(incl. NBS bills)
TOTAL SECURITIES 310 143 312 10% 5% 20% 73% 79% 1883
Securities issued by residents 258 916 419 5% -4% 17% 76% 82% 2 046
Bills and bills of exchange held to maturity 2 663 685 17% -52% 0% 99% 100% 5884
Government bonds 197 228 514 5% 2% 13% 76% 82% 2203
Corporate bonds 7497 922 25% -36% 0% 66% 89% 1851
Bank bonds 22 639 041 0% 26% 1% 69% 82% 1840
Other debt securities 23088 098 0% -33% 2% 100% 100% 9923
Asset securities 5799 159 0% -16% 0% 83% 91% 3339
Securities issued by non-residents 30274 451 52% -20% 2% 2% 86% 2140
Debt securities 26 955 671 52% -24% 2% T4% 90% 2175
of which: issued by banks 13 343 769 21% -6% 1% 1% 95% 2697
of which: issued by general government 3088 995 100% -1% 0% 73% 99% 2232
of which: other issuers 10 522 907 76% -41% 1% 82% 96% 3157
Asset securities 3318780 56% 36% 0% 99% 100% 4795
of which: issued by banks 26 869 56% 23% 0% 100% 100% 4518
of which: other issuers 3291911 56% 36% 0% 99% 100% 4799
Derivatives - positive fair value 20 952 442 13% 13% 1% 62% 80% 1571
TOTAL LIABILITIES 1472 24% 10% 100% 50% 68% 1117
TOTAL DEPOSITS AND LOANS ACCEPTED FROM 900 345 937 21% 11% 61% 57% 70% 1280
r1ICTNMEDC
of which: deposits insured at the Deposit Protection Fund 453 327 420 11% 12% 31% 61% 75% 1561
Deposits and loans accepted from the retail 429 374 362 10% 10% 29% 62% 75% 1621
Deposits and loans accepted from households 390 106 167 11% 11% 26% 62% 76% 1637
Deposits and loans accepted from enterprises 232129 621 19% 14% 16% 54% 68% 1410
Deposits and loans accepted from fin. co’s other than banks 74 048 556 3% 3% 5% 57% 4% 1365
Deposits and loans accepted from general government 147 691 268 33% 18% 10% 1% 90% 2195
Deposits and loans accepted from non-residents 17 102 130 59% -9% 1% 46% 65% 1080
TOTAL SOURCES FROM BANKS 345170 828 55% 6% 23% 58% 1% 1398
Sources from the NBS and foreign issuing banks 15 507 438 0% 159% 1% 97% 100% 4704
Sources from non-resident banks 282 271227 65% 2% 19% 56% 78% 1411
TOTAL SECURITIES ISSUED 89 985 632 % 31% 6% 54% 75% 1333
Mortgage bonds 48 890 065 5% 31% 3% 69% 87% 1947
Bills of exchange 15 673 629 9% 19% 1% 61% 78% 1661
Other securities issued 7079 584 0% X 0% 86% 100% 2 656
Derivatives — negative fair value 18 342 354 12% 1% 1% 66% 83% 1700
Risk-balanced assets of the banking book 549 646 974 11% 37% 57% 69% 1283
Risk-balanced assets of the trading book 17 959 852 -30% 1% 59% 84% 1629
Other risk-balanced assets 3734440 -57% 0% 1% 91% 2526
Own funds 80 792 451 3% 5% 49% 67% 1077

The cdculation of CR 3, CR 5 and HHI covers only those institutions having a positive vaue of the given item.
In the case of all ingtitutions having an equal share, the HHI va ue would be 417, were the number of ingtitutions 24.
Assets are expressed in the gross va ue; equality with liabilitiesis achieved by deducting the va ue of depreciation charges and provisions.
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B 1.2 Revenues and expenditures of banks and branches of foreign banks (in thousands
of SKK)

Value yly change CR3 CR5 HHI

(as at 30.6.2006) | | | |
(a) TOTAL OPERATING COSTS (b +e +f) 14 268 665 4% 57% 69% 1271
(b)  Administrative costs (c + d) 12 122 286 6% 57% 69% 1261
©) Purchased performances 5714 572 3% 54% 66% 1178
(d) Staffing costs 6407 714 8% 60% 2% 1359
(e)  Depreciation / amortisation of movable and immovable assets 2 051 697 -3% 59% 1% 1434
(f)  Taxes and fees 94 682 39% 60% 1% 2089
(g) GROSS INCOME (h +1) 24749 282 13% 59% 2% 1330
(h)  Net interest income (j - i) 15 618 578 5% 60% 70% 1394
[0} Interest costs 15 844 297 28% 51% 3% 1268
() Interest yields 31 462 875 15% 53% 69% 1220
(] of which: Interest yields from securities 5969 872 -29% 1% 78% 1801
() Net non-interest income (m + n + o + p) 9130 704 29%
(m) Revenue from shares and ownership interests 332648 311% 97% 100% 4495
(n) Net income from fees 5584 383 % 66% 8% 1628
(0) Net income from trading 4381 546 10%
(p) Other net operating incomes -1167 873 -47%
(9) NET INCOME (g - a) 10 480 617 26%
() Net creation of prov's and net income from deprec. of recvbls 1651 553 1018%
(s)  Net creation of reserves - 628 836 60% -140% -149% 8 263
(t) NET PRE-TAX PROFIT (q-r-s) 9 457 900 10% 64% 7% 1569
(u)  Extraordinary profit 0
(v)  Income tax 1361 058 39% 66% 82% 1726
(w) NET PROFIT AFTER TAX (t+u-Vv) 8 096 842 6% 64% 78% 1567

The cdculation of CR 3, CR 5 and HHI covers only those institutions having a positive vaue of the given item.
In the case of all ingtitutions having an equal share, the HHI va ue would be 417, were the number of ingtitutions 24.

B 1.3 Profitability indicator s of banks and branches of foreign banks and their
distribution in the banking sector

Denominator- [Denominator- |Average Minimum Lower Median Upper Maximum
weighted weighted /eighted by the quartile quartile

average average olume of

(30.6.2006) (30.6.2005) assets

ROA 0.58% 0.59% 0.59% -15.01% 0(1970/03 (()233?)/1/‘; (2162% %567%
ROE (excl. branches) 9.73% 9.70% 10.71% 1.53% 4'&% 5(‘:520/1/; 5(5102% 1‘2533?]/1/‘3
Cost-to-income ratio 57.68% 62.10% 59.05% 2748.89% 52(10;;/‘:]/; 56(;5%50;]/; 73(287?;]/; 23?12250;]/;
Relative significance of interest incomes 63.12% 67.87% 58.22% -780.37% 5(228100/‘:]/3 6%2937,;]/; 78(;456?‘;/‘:1/3 15?137,;]/;
Net interest spread 1.05% 1.10% 1.09% 022% (2251% 02;5:;,/; %42?)/1/; %22?1/1/;
el arw azm opw R IS Iemozem o omw
entepries e agw 0% 0T i iew o 2
financial companies 1.10% 0.64% 2.64% 087% (2208?3/1/; (()1%/1/; %255%/1/; 36(;2174,';]/;
banks incl. the NBS and bill 0.12% 0.16% 0w 6% ‘2123% (()401?]/1/‘; Oé% (()33860/1/‘;
Net interest margin 1.09% 1.12% 1.11% 0.19% ?ZZJ?)/‘:/; 1(%2,;]/; %5‘;%/1/; ?'131%/1/;

Figures in brackets below the quartile vaues represent the share of banks (measured by volume of net assets) for which the value of the indicator lies between the va ue of the
given quartile and the previous quartile.
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B 1.4 Risk and capital adequacy indicator s of banks and branches of foreign banks and
their distribution in the banking sector

Denominator-  [Denominator-  |Average Minimum  [Lower Median Upper Maximum  [Number of
eighted eighted /eighted by quartile quartile breaches

laverage laverage olume of

(30.6.2006) (30.6.2005) assets

CREDIT RISK
Share of defaulted loans in the total volume of loans 0.00% 0.55% 2.93% 3.96% 14.72%
0, 0 0,
to customers St 4.74% LU A1%)  @3%)  (30%) (16%)
Retail (share in loans to retail) 0.00% 0.44% 3.27% 5.39% 16.67%
3.24% 3.29% 3.16%
(11%) (45%) (26%) (18%)
Enterprises (share in loans to businesses) 0.00% 0.02% 3.21% 5.10% 21.80%
5.09% 6.97% 5.45%
(9%) (27%) (43%) (20%)
Financial companies (share in loans to financial 0.00% 0.00% 0.00% 0.00% 2.61%
- 0.11% 0.15% 0.09%
companies) (55%) (0%) (18%) (22%)
tSharetof provisions in the volume of defaulted loans 105.90% 88.01% 111.35% 1.29% 72%&3;/; 10%243%/0/; 11?22400/0/; 18?4%4‘;/0/;
0 customers b b b b
targehasiet exposure (weighted) / own funds (excl. 207.55% 0.00% 215.63% 0.00% 88(7750;/; 24&(33453/0/; 32?25350/0/; 38?1714;/0/;
ranches b b b b
Large asset exposure within groups (number of 2
breaches)
Share of claimable value of securities in the total 0.00% 2.41% 6.83% 27.26% 100.00%
0, 0, 0,
volume of defaulted loans to customers LWL 15.29% TAGIRE (24%) (20%) (19%) (24%)
CURRENCY RISK
Forex open balance-sheet position / own funds -255.75%  .20.76% -0.18% 14.70% 195.59%
-59.50% 0.00% -78.57% . ’ ) ;
(excl. branches) (56%) (5%) (7%) (12%)
g;r;f ;;;?]r; r?‘?‘S-)balance-sheet position / own funds GRS 0.00% O ETG -269.04% 15(142?)/00/; 0(0500/00/; 9(22%?)/00/; 68%3354;/00/;
Total forex open position / own funds -249.28%  .10.99% 1.15% 46.77% 696.03%
47.78% 0.00% 47.30% y ’ : -
(excl. branches) (10%) (6%) (29%) (35%)
Total forex open position / own funds 7 I )
(excl. branches) (RGeS 56.62%
VaR / own funds 5.72% -0.45% -0.19% -0.09% 0.00%
- 0 - 0 - 0, : . - .
(excl. branches) 0.46% 3.64% 0-93% (9%) %)  (26%) (24%)
INTEREST RATE RISK
i - it - 0 - 0 - 0, 0, 0,
L?wtgls”(];i[:el.sé rr:rt]i r:)g);n position up to 1 month / own -297.08% 23081%  -247.60% 757.05% 45(2416?3 A]/; 94. (1470/3 48.(1970/3 51(2272?) A;/;
i - it - 0 - 0, 0, 0 0,
Lc;tglsu(w;izelsé rr:rt]i t:););n position up to 1 year / own 26.17% 131.91% 23.00% 244.06% 92229200/0/; 1?2%70/0/; 87(2?;(7‘)/0/; 221.(47(1/3
Total interest-rate open position up to 5 years / own R 7 R 0 R 7 -500.71%  -253.46% -49.28% 29.95% 263.75%
funds (excl. branches) Wi 131.88% L @3%)  (10%) (9%) (19%)
LIQUIDITY RISK
Share of immediately liquid assets in highly volatile 0.87% 4.05% 4.51% 9.77% 44818.31%
8.60% 26.84% 280.16%
funds (26%) (43%) (11%) (16%)
liqui i 0 0, 0, 0 0,
ﬁgg;i)oif;leggi?:;?;z gncl. collateral from reverse repo 64.18% 60.77% 77.40% 0.45% 32(151?; A]/; 4522552D A;/; 6424144; A]/; 27%2%?) A;/;
Indicator of fixed and iliquid assets 5.68% 13.63% 36.51% 56.36% 73.63%
(excl branches) 43.67% 45.60%  48.50% (9%‘; (19%‘3 @ 4%‘; (28%‘3 0
Share of loans in deposits and issued securities 29.29% 52.58% 71.64%  110.42% 569.30%
61.74% 54.57% 69.37%
(41%) (35%) (17%) (8%)
Total liquidity position current up to 7 days /assets -69.24%  -47.99% -18.45% 0.76% 20.63%
-30.29% -36.23% -30.29%
(35%) (33%) (17%) (15%)
Total liquidity position estimated up to 7 days /assets -65.84% -7.94% -0.03% 8.05% 38.19%
1.86% -8.65% 1.86%
(23%) (27%) (18%) (32%)
Total liquidity position current up to 3 months /assets -85.29%  -47.70% -28.73% -0.81% 12.80%
-37.67% -34.55% -37.67%
(40%) (27%) (18%) (14%)
Total liquidity position estimated up to 3 months / A/ 0o A/ -85.29%  -24.50% -2.69% 9.20% 30.62%
assets Bl 8.25% R %) @2%)  (31%) (19%)
CAPITAL ADEQUACY
Capital adequacy 10.13%  12.12% 18.57% 21.91% 28.47%
(excl. branches) 14.32% LA @@ () %) %) 0
Share of Tier I in own funds (excl. branches) 60.56% 83.76% 88.94% 97.81% 99.14%
89.61% 88.97% y y : '
(10%) (41%) (23%) (7%)
Share of own funds in balance-sheet total (excl. 817% 6.83% 3.85% 5.73% 9.56% 12.12% 19.28%
branches) ’ ’ (57%) (7%) (9%) (7%)
Share of potential loss in own funds in reaching 8% 44.09% 38.98% 21.06% 34.02% 56.93% 63.49% 71.90%
capital adequacy (excl. branches) i 207 (43%) (24%) (7%) (6%)

Figures in brackets below the quartile vaues represent the share of banks (measured by volume of net assets) for which the value of the indicator lies between the va ue of the
given quartile and the previous quartile.
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B 2 I nsurance companies

B 2.1 Net profit and profitability indicators of insurance companies (data on profit in
thousands of SKK)

Value as at Value as at Yly change Sharein total | CR3 HHI HHI
30.6.2006 30.6.2005 written 30.6.2006 30.6.2005
premium
Total net profit 2933862 1929520 11.04% 81% 4290 4295
Gross profit from non-life insurance 452 752 782034 1.70% 81% 2762 2828
Gross profit from life insurance 1398 476 1997 855 5.26% 91% 7187 7220
Gross operating expenses to written 27.10% 20.37%
premium
ROA 2.19% 1.70%
ROE 12.06% 9.07%
The cdculation of CR 3, CR 5 and HHI covers only those institutions having a positive vaue of the given item.
In the case of all ingtitutions having an equal share, the HHI va ue would be 400, were the number of ingtitutions 25.
B 2.2 Written premium (in thousands of SKK)
alue as at alueasat  [Y/ychange [Sharein total [CR3 HHI HHI
0.6.2006 30.6.2005 ritten 30.6.2006  [30.6.2005
premium
Total 26 639 745 27319 859 100.00% 61% 1687 1990
Life insurance 11 328 445 10 760 846 42.62% 53% 1248 1374
Whole life and endowment assurance (A1) 7 367 558 6 695 279 27.72% 57% 1334 1396
Insurance connected with an investment fund (A4) 1499 920 1734766 5.64% 90% 3886 2804
Accident or sickness insurance (A6) 1316 511 1214 853 4.95% 68% 1692 1714
Other 1144 457 1115949 4.31% 81% 3324 3963
Non-life insurance 15311 301 16 559 013 57.38% 4% 2425 2772
Automobile liability insurance (B10a) 5773 7382 448 21.72% 80% 2840 3344
079
Motor-hull insurance (B3) 4202 696 4218 966 15.81% 79% 2528 2765
Property damage insurance (B8+B9) 3298 448 3223857 12.26% 2% 2426 2539
Other 2039882 1733742 7.59% 59% 1771 1673
Share of written premium to GDP 3.38% 3.59%
The cdculation of CR 3, CR 5 and HHI covers only those institutions having a positive vaue of the given item.
In the case of all ingtitutions having an equal share, the HHI va ue would be 400, were the number of ingtitutions 25.
B 2.3 Written premium ceded to reinsurers (in thousands of SKK)
Value as at Value as at Yly change Share in total |CR3 HHI HHI
30.6.2006 30.6.2005 written 30.6.2006 30.6.2005
premium
Total 5477 630 5507 771 -0.55% 191.31% 70% 2394
Share in written premium 20.56% 20.16%
Life insurance 679 447 612 324 10.96% 32.21% 88% 2728
Share in written premium 6.00% 5.69%
Non-life insurance 4798 182 4895 447 -1.99% 159.11% 2% 2607
Share in written premium 31.34% 29.56%

The cdculation of CR 3, CR 5 and HHI covers only those institutions having a positive vaue of the given item.
In the case of all ingtitutions having an equal share, the HHI va ue would be 400, were the number of ingtitutions 25.
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B 2.4 Indemnity costs (in thousands of SKK)

IVaIue as at IVaIue asat |Yly change thare intotal  |[CR3 HHI HHI
30.6.2006 30.6.2005 ritten 30.6.2006  [30.6.2005
premium

Total 10 076 429 8 646 552 16.54% 36.96% 2% 2480 2571
Life insurance 4445 414 3459 281 28.51% 16.73% 1% 2850 3178
Whole life and endowment assurance (A1) 3098 122 2250797 37.65% 11.66% 4% 2788 2983
Insurance connected with an investment fund (A4) 357187 273727 30.49% 1.34% 97% 7467 5157
Accident or sickness insurance (A6) 239194 215 600 10.94% 0.90% 66% 1754 1830
Other 750 910 719 158 4.42% 2.83% 95% 7602 7261
Non-life insurance 5631014 5187271 8.55% 20.23% 1% 2511 2555
Automobile liability insurance (B10a) 2011 605 1792511 12.22% 6.65% 80% 2805 3334
Motor-hull insurance (B3) 2380 109 2 256 226 5.49% 8.95% 1% 2292 2310
Property damage insurance (B8+B9) 844 010 706 934 19.39% 3.14% 84% 3528 2855
Other 395291 431 600 -8.41% 1.49% 68% 2275 1972

The cdculation of CR 3, CR 5 and HHI covers only those institutions having a positive vaue of the given item.
In the case of all ingtitutions having an equal share, the HHI va ue would be 400, were the number of ingtitutions 25.

B 2.5 Lossratioin non-life insurance

alue as at alue as at
30.6.2006 30.6.2005

Total 41.68% 38.88%
Automobile liability insurance (B10a) 34.99% 41.66%
Motor-hull insurance (B3) 56.61% 42.271%
Property damage insurance (B8+B9) 31.64% 24.76%

Other 10.51% 51.29%

B 2.6 Technical reserves structur e of insurance companies (in thousands of SKK)

alue as at alueasat |Y/ychange |Sharein total |CR3 HHI HHI
30.6.2006 30.6.2005 reserves 30.6.2006 30.6.2005

Total 80463893 72831944 10,48% 100.00% 66% 2168 2690
Life insurance 68435588 58165491 17,66% 68.32% 66% 1960 2488
Reserve for covering payables from financial 8001 364 5590 307 43,13% 9.05% 82% 3479 4151
placement on behalf of the insured

Non-life insurance 20029669 19298333 3,79% 22.63% 84% 4403 5118
Share of technical reserves to GDP 5.87% 5.48%

The cdculation of CR 3, CR 5 and HHI covers only those institutions having a positive vaue of the given item.
In the case of all ingtitutions having an equal share, the HHI va ue would be 400, were the number of ingtitutions 25.
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B 2.7 Placement of insurance companies technical reserves of except for reservesfor
covering payables from financial placement on behalf of the insured (in thousands of
SKK)

Valueasat [Valueasat |ylychange [Sharein total |CR3 HHI HHI
31.12.2005 30.6.2005 reserves 31.12.2005 30.6.2005
Government and central bank bonds of SR / EU 41 954 869 43 445 846 -3.43% 49.67% 60% 1470 3413
states or guaranteed by the SR, EIB, EBOR and
MBOR bonds
Bank bonds 11 560 484 11448 181 0.98% 13.69% 70% 1960 1881
Term accounts at banks 11 381 265 12 140 888 -6.26% 13.47% 2% 2605 3770
Mortgage bonds 10 224 229 8389 370 21.87% 12.10% 60% 1713 3650
Other 9344 860 8270577 12.99% 11.06% 57% 1605 3184

The cdculation of CR 3, CR 5 and HHI covers only those institutions having a positive vaue of the given item.
In the case of all ingtitutions having an equal share, the HHI va ue would be 400, were the number of ingtitutions 25.

B 3 Old-age pension saving

B 3.1 Pension fund management companies as at 30.6.2006

| Market share * NAV of funds Number of customers
(in thousands of SKK)
Allianz - Slovenska DSS 30% 5264 855 424790
Winterthur DSS 29% 4988 741 375 152
VUB Generali DSS 17% 2882381 196 984
ING DSS 11% 1981752 150 310
AEGON DSS % 1151 860 154 829
CSOB DSS 6% 995 607 88 130

(*) Market shares are cd cul ated according to the total net asset vaue (NAV) of funds of the given pension fund management company.
NAV — Net Asset Vaue

B 3.2 Economic result of pension fund management companies as at 30.6.2006 (in
thousands of SKK)

| Revenues Expenditures Profit/loss ROA ROE
Allianz - Slovenska DSS 47190 175 450 -128 260 -9% -9%
Winterthur DSS 52 149 160 383 -108 234 5% -6%
VUB Generali DSS 29 376 110 758 -81 382 -24% -27%
ING DSS 29419 140 293 -110 874 -24% -25%
AEGON DSS 11 926 730 812 -718 886 -153% -266%
CSOB DSS 12 490 91 641 -79 151 -14% -16%

B 3.3 Pension funds (in thousands of SKK)

| NAV as at 30.6.2006| NAV as at 30.6.2005

Total 17 265 196 1644 676
Conservative 735 864 76 812
Balanced 5293 035 513 780
Growth 11 236 297 1054 084

NAV - Net Asset Value
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B 3.4 Structure of pension funds' investments of (in thousands of SKK)

| Value as | Share of EUR | Share of other Value as

at 30.6.2006 foreign currencies | at 30.06.2005
Total 17 265 196 6.72% 5.00%

Accounts at banks 11 395 007 0.22% 0.40%

Bonds 4041 404 0.00% 0.00%

Shares 1819 360 54.26% 45.58%

Other 166 974 92.67% 0.13%

Payables 157 549 13.71% 6.67%

B 3.5 Supplementary pension companies as at 30.6.2006

Market share * NAV of funds (in Number of customers

thousands of SKK)
ING Tatry - Sympatia DDS 55% 8191 003 375 060
DDS Tatra banka 31% 4632579 170 292
Winterthur DDS 14% 2124631 128 000

(*) Market shares are cd cul ated according to the total net asset vaue (NAV) of funds of the given pension fund management company.
NAV — Net Asset Vaue

B 3.6 Economic result of supplementary pension companies as at 30.6.2006 (in thousands
of SKK)

Yields Expenses Profit/loss ROA ROE
ING Tatry - Sympatia DDS 116 513 85 256 31257 31.00% 58.00%
DDS Tatra banka 17 956 18 502 -546 -0.57% -1.00%
Winterthur DDS 14 036 17 437 -3401 -30.10%

B 3.7 Supplementary pension funds (in thousands of SKK)

| NAV as at 30.6.2006| NAV as at 30.6.2005

Total 14948 213
Contribution 14372172
Payroll 576 041

NAV - Net Asset Value

B 3.8 Investment structure of supplementary pension funds (in thousands of SKK)

| Value as | Share of EUR | Share of other Value as

at 30.6.2006 foreign currencies | at 30.06.2005
Total 14948 213 1.15% 4.07%

Accounts at banks 8573174 0.30% 0.30%

Bonds 5884 420 0.00% 0.00%

Shares 728 768 20.01% 79.99%

Other 17 302 0.00% 0.00%

Payables 255 451 0.00% 0.00%
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B 4. Collective investment
B 4.1 Asset management companies as at 30.6.2006

[Asset management company | NAV of mutual Market share

funds (in

thousands of SKK)
Total 104 456 509 100.00%
Tatra Asset Management 36011 794 34.48%
Asset Management SLSP 31 205 335 29.87%
VUB Asset Management 24 561 665 23.51%
Prva Penzijna 4207 088 4.03%
CSOB Asset Management 2789 683 2.67%
Istro Asset Management 2531143 2.42%
AIG Funds Central Europe 2 232 085 2.14%
OTP Asset Management 494 382 0.47%
Investi¢na a déchodkova 297 872 0.29%
KD Investments 125 462 0.12%

NAV — Net Asset Vaue

B 4.2 Expenditure, revenues and profitability indicators of domestic asset management
companies as at 30.6.2006 (in thousands of SKK)

| Asset management company | Yields | Expenses | Profit/ioss | ROA | RoE
Total 895 832 745778 150 054 13.14% 15.11%
AIG Funds Central Europe 26 264 25293 971 1.40% 1.53%
Asset Management SLSP 248 401 212 323 36 078 19.68% 27.30%
CSOB Asset Management 51631 26 406 25225 19.10% 20.09%
Investi¢na a déchodkova 6090 6061 29 0.04% 0.04%
Istro Asset Management 22 007 14 948 7059 8.85% 9.47%
KD Investments 2401 9871 -7 470 -13.13% -13.45%
OTP Asset Management 2 247 6234 -3987 -9.92% -10.20%
Prva Penzijna 39443 24 698 14 745 14.35% 16.26%
Tatra Asset Management 275 504 207 721 67 783 21.72% 25.41%
VUB Asset Management 221 844 212 223 9621 10.03% 12.50%
B 4.3 Structure of mutual funds as at 30.6.2006 (in thousands of SKK)
Fund type | Market share | Net asset value Number of | CR3* | CR5* | HHI * | HHI if uniform
funds distribution
Total mutual funds 100.00% 127 516 324 461 24% 34% 352 24
Domestic 81.92% 104 456 491 110 34% 48% 677 159
Money market funds 31.79% 40535 637 9 85% 94% 3102 1111
Bond funds 22.22% 28 335303 16 66% 85% 1790 625
Equity funds 4.32% 5512 335 10 87% 93% 3546 1000
Mixed funds 7.98% 10181 737 14 56% 82% 1448 714
Funds of funds 13.83% 17 636 093 13 46% 65% 1157 769
Other funds 0.84% 1075129 1 100% 100% 10000 10000
Closed funds 0.93% 1180 257 47 - - - -
Foreign (**) 18.08% 23059 833 351 25% 33% 335 29
Money market funds 2.91% 3715288 23 82% 92% 4421 435
Bond funds 3.64% 4638 072 85 45% 63% 1026 118
Equity funds 7.32% 9332539 166 44% 58% 906 60
Mixed funds 0.61% 772 249 28 94% 97% 3327 357
Funds of funds 0.38% 482 826 24 92% 97% 6660 417
Other funds 3.23% 4118 859 24 33% 51% 747 417
Special funds 0.20% 257 000 1 - - - -

(*) Market concentrations are ca culated only for open mutua funds (do not include closed and special funds)

(**) For foreign mutua funds the net asset va ue represents units sold in the Slovak Republic

The cdculation of CR 3, CR 5 and HHI covers only those institutions having a positive vaue of the given item. Inthe column “HHI if uniform distribution” the HHI vaue isthat
which would express the concentration in the case of auniform distribution of the net asset vaue in the given group of funds.
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B 4.4 Net sales of open mutual funds as at 30.6.2006 (in thousands of SKK)

| 3 months | 1 year Cumulative Number of | CR3 | CR5 | HHI HHI i uniform
funds distribution

Total open mutual funds -3282 893 1043 380 112 689 285 413 45% 58% 973 24

Domestic -3 068 362 -1911 409 93261 278 63 53% 68% 1299 159
Money market funds -4 143 284 -9 600 277 38553 508 9 100% 100% 9970 1111
Bond funds -5 362 628 -2 326 470 27091 221 16 100% 100% 10 000 625
Equity funds 506 076 2 833 657 5528 229 10 90% 99% 3855 1000
Mixed funds 356 079 3554811 3610 028 14 91% 98% 3627 714
Funds of funds 5575 396 3626 871 17 533 263 13 60% 80% 1923 769
Other funds - - 945 029 1 - - - 10000

Foreign -214 531 2954 789 19 428 008 350 45% 56% 870 29
Money market funds -606 233 -2 039 363 3323013 23 98% 100% 4 544 435
Bond funds -716 630 -1114 845 3616 453 85 98% 99% 7723 118
Equity funds 988 212 4776 906 7906 841 166 56% 69% 1258 60
Mixed funds 107 970 332449 751 460 28 98% 100% 5309 357
Funds of funds 22217 132733 458 521 24 99% 100% 3595 417
Other funds -10 067 866 909 3371720 24 85% 97% 2 669 417

The cdculation of CR 3, CR 5 and HHI covers only those institutions having a positive vaue of the given item. Inthe column “HHI if uniform distribution” the HHI vaue isthat
which would express the concentration in the case of a uniform distribution of the net asset vaue in the given group of funds.

B 4.5 Average perfor mances of open mutual funds as at 30.6.2006 (% p.a.)

| 3 months | 1 year | 3vears
Min Mean Max Min Mean Max Min Mean Max

Total open mutual funds -22.73% -2.21% 13.59% -13.88% 6.98% 72.96% -16.70% 1.23% 46.62%
Domestic -9.37% -2.15% 0.83% -8.05% 0.97% 15.28% -6.39% 2.85% 14.07%
Money market funds -0.92% 0.06% 0.83% -0.08% 0.89% 1.70% 1.28% 2.83% 3.45%
Bond funds -6.04% -1.65% 0.60% -8.05% -2.95% 1.34% -6.39% 0.92% 6.84%
Equity funds -9.37% -3.92% -1.19% -1.43% 7.34% 15.28% 3.37% 5.85% 12.54%
Mixed funds -6.43% -2.97% -0.06% -4.94% 2.48% 13.23% 0.00% 3.92% 14.07%
Funds of funds -4.40% -2.30% 0.17% -0.17% -0.06% 0.00% - - -
Other funds - - - - - - - - -
Foreign -22.73% -2.22% 13.59% -13.88% 7.85% 72.96% -16.70% 0.97% 46.62%
Money market funds -2.12% 1.09% 3.16% -3.13% 1.55% 7.11% -15.53% -5.36% 4.19%
Bond funds -8.51% -1.40% 8.15% -13.88% -2.49% 12.86% -16.70% -6.43% 7.91%
Equity funds -22.73% -3.40% 13.59% -9.13% 14.92% 72.96% -16.68% 6.25% 46.62%
Mixed funds -5.57% -0.16% 1.95% -5.10% 5.51% 20.43% -16.67% -3.26% 2.73%
Funds of funds -9.46% -2.68% 0.74% -1.39% 6.07% 12.79% -3.70% 1.71% 9.94%
Other funds -7.94% -2.03% 3.72% -6.49% 4.43% 18.21% - - -

B 4.6 Asset structure of domestic mutual funds as at 30.6.2006 (in thousands of SKK)

| Money market funds | Other funds

Total 41329 942 64 653 045
Deposits at banks 11 414 442 7776 355
Securities other than shares and 29481724 32678 047
mutual fund certificates
Shares and mutual fund certificates C 13241931
Shares and other ownership interests C 10 024 635
Financial derivatives C 182 878
Other assets 433 77€ 749 199
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B.4.7. Structure of services provided under Article 3 (3) of the Collective I nvestment Act

Portfolio management Safekeeping and administration of mutual
Volume of assets managed (in thousands | fund certificates (in thousands of SKK)
Asset management company Number of contracts of SKK)
30.6.2006 30.6.2005 30.6.2006 30.6.2005) 30.6.2006 30.6.2005
Total asset management companies 264 5 3816 194 6 088 295 2691632 416 142
AIG Funds Central Europe 245 0 807 0 0 0
Asset Management SLSP 1 0 308 798 0 0 0
CSOB Asset Management 4 1 3142 837 2498 454 2209 106 416 142
Investi¢na a dochodkova 9 0 30791 0 0 0
OTP Asset Management 0 0 0 0 482 526 0
Tatra Asset Management 0 1 0 3533498 0 0
VUB Asset Management 5 3 332 961 56 343 0 0

B 5 Securitiesdealers
B 5.1 Basic characteristics of securitiesdealersasat 30.6.2006 (in thousands of SKK)

Volume of trades| Market share Volume of assets| Market share
managed
Banks and branches of foreign banks 683 569 243 95% 1705 601 6%
Registered capital of SKK 35 mill 32 394 356 4% 2190553 8%
Registered capital of SKK 6 mill. 7319 054 1% 24 648 689 86%

Securities deders are divided in the table by the size of their registered capita.

B 5.2 Market concentrations by securitiesdealers trading volumes (*)

Number of | CR3 | CR5 | HHI

traders
Total 38 65% 83% 1887
Banks and branches of foreign banks 18 68% 87% 2078
Registered capital of SKK 35 mill. (**) 10 92% 98% 5074
Registered capital of SKK 6 mill. (**) 10 76% 100% 2487

(*) Market concentrations are ca cul ated from data for the second quarter of 2006

(**) Securities deders that are not banks and have the minimum registered capita of SKK 35 or 6 million. The difference between these two categories of securities dederslies
inthe fact that the securities deders with minimum registered capita of SKK 6 million are not licensed for providing | S-3 investment services (accepting a customer’s
instruction for the acquisition or sale of aninvestment instrument and its execution on the own account)

The cdculation of CR 3, CR 5 and HHI covers only those institutions having a positive vaue of the given item.

In the case of all ingtitutions having an equal share, the HHI va ue would be 400, were the number of ingtitutions 36; HHI would be 400 if 15 institutions; HHI would be 1000 if

10 institutions; and 909 if 11 institutions.
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B 5.3 Volume of trades by individual investment servicesasat 30.6.2006 (in thousands of
SKK)

IS-1 IS-2 IS-3
Total trades 20889 931 298 885 578 403 507 143
Shares 312149 7227339 354 876
Bonds 529 126 213398 609 11 247 045
Mutual fund certificates 8268 029 3454394 0
Fungible securities 0 0 0
Foreign securities 11 338 359 18 342 299 3348 035
Money market instruments 0 62 611 81381 063
Futures 442 268 0 0
Forwards 0 24294 782 135 989 249
Swaps 0 13754 224 32679 800
Options 0 18 351 321 137 836 063
Combinations 0 0 671012

IS-1 - acceptance of a customer’ sinstruction to acquire, sell or otherwise handle the investment instrument and the subsequent forwarding of the customer’s instruction for the
purpose of its reaisation.

1S-2 — acceptance of acustomer’s instruction to acquire or sell the investment instrument and its realisation on an account other than the provider’ s account.

1S-3 — acceptance of acustomer’s instruction to acquire or sell the investment instrument and its reaisation on own account.

B 5.4 Capital adequacy

| Min Median Max

Registered capital of SKK 35 mill 12% 101% 313%
Registered capital of SKK 6 mill. 21% 119% 30414%

B 6 Stock exchange

B 6.1 Market capitalisation as at 30.6.2006 (in thousands of SKK)

| Listed | Open market | Total | Proportion to GDP
Total securities 468 327 801 95790 245 564 118 046 3%
Shares 79 261 380 73790 425 153 051 805 10%
Bonds 389 066 421 21999 820 411 066 241 2%

B 6.2 Volume of tradesin the first half of 2006 (in thousands of SKK)

| Listed | Not listed | Total
Total securities 312 833 59¢ 519 815 313 353 41«
Shares and mutual fund 162 16: 518 752 680 91!
certificates
Price-making trades 70 14( 150 848 220 98¢
Direct trades 92 02 367 904 459 92
Bonds 312 671 43t 1063 312 672 49¢
Price-making trades 3050 75¢ 1063 3051 82:
Direct trades 309 620 67¢ 0 309 620 67¢
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B 6.3 Development of mar ket indices

Date SDXGroup - | SDXGroup - private | SAX
public sector sector

23.12.2004 110,16 109,48 326,63
31.03.2005 115,22 111,3 448,69
30.06.2005 117,81 113,21 436,11
30.09.2005 118,95 114,73 459,74
23.12.2005 117,06 115,6 413,31
31.03.2006 114,94 116,28 417,17
31.06.2006 111,93 115,67 377,21

B 7 Central Securities Depository

B 7.1 Number of registered issues and issuer s by individual types of securities

Securities type | Number of issues | Number of issuers * | Volume *

Total securities 3427 2460* 1147 468 122
shares 2242 1659 539 109 015
bonds 280 198 493 006 473
mutual fund certificates 67 1 4420 277
cooperative shares 613 511 19 930 969
National Property Fund bond 1 1 33297 450
other securities 224 162 57 703 938

(*) The sum of issuers according to individual types of securities does not correspond to the total number of issuers for the reason that the same i ssuersissued severa types of
issues (shares, bonds).
(**) The volume of securitiesin thousands of SKK, converted a the NBS rate

B 8 I nvestment Guar antee Fund

B 8.1 Basic characteristics of the | nvestment Guarantee Fund (I GF, data in thousands of
SKK)

Date | Fund’s yields * Fund’s expenses Fund’s cumulative value Level of customer assets Maximum level of compensation

30.6.2006 11 456 2148 26 694 9257913 1598 459

* comprising the received contributions paid to the | GF and revenues from interest on current and term | GF account

The Investment Guarantee Fund gathers financia resources of securities deaers, foreign securities deders, and asset management companies providing selected i nvestment
services for the purpose of providing compensations for inaccessible customer assets accepted by asecurities deaer, foreign securities dealer, or asset management company for
performance of an investment service, and handles the funds acquired in accordance with the Securities Act.

The Investment Guarantee Fund was established by the Act on Securities. The activity of the Investment Guarantee Fund is governed in the Securities Act by the provisions of
Articles 80to 98.
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Data methodology

B 1 Banks and branches of foreign banks

B 1.1 Asset and liability structure of banks and branches of foreign banks

All assets are reported gross, i.e. not reduced by provisions.

The category “Tota Interbank Market Operations’ includes, besides loans and deposits provided to
central banks and other banks, also NBS bills, Treasury bills and bills other than those the bank holds
in the portfolio “securities held to maturity”.

Data sources:

Item Source statement from STATUS

Loans to customers V (NBS) 33 - 12
Interbank market operations Bil (NBS) 1 - 12
Securities V (NBS) 8 - 12, (NBS) Bil 1 - 12
Deposits and loans accepted V (NBS) 5-12
Resources from banks Bil (NBS) 1 - 12
Issued securities Bil (NBS) 1 - 12
Risk-weighted assets BD (HKP) 1 - 12 (part 7)
Own funds BD (HKR) 1 - 04

Commentary to calculation of concentration indices:

CR3 index — the share of the three banks with the highest volume of a given item in the total volume
of the given item in the banking sector, where only those institutions at which the value of the given
item is positive feature in the calculation

CRS5 index — the share of the five banks with the highest volume of a given item in the total volume
of the given item in the banking sector, where only those institutions at which the value of the given
item is positive feature in the calculation

Herfindahl index (HHI) — defined as the sum of the square of the shares of individual banks in the
total volume of agiven item expressed in percent, where only those ingtitutions for which the given
item is positive feature in the calculation.

The HHI value may be interpreted, for example, as a concentration in a given item being equal as if
there were 10000 / HHI ingtitutions each of which having the same volume in the given item.
According to the US Department of Justice definition a market is deemed highly concentrated if the
HHI exceeds 1800 and not concentrated if the HHI value is below 1000.

B 1.2 Revenues and costs of banks and branches of foreign banks

Commentary to certain items:

Net income from trading includes the net income from securities operations (other than interest
income), net income from forex operations and net income from derivatives operations.

Other net operating incomes include net incomes from forfeited receivables, from the transfer of
tangible and intangible assets, from a share in profit from mutual fund certificates and deposits in
specie, from a transfer of mutual fund securities and deposits, from other operations and other net
operating incomes.

The annualised value represents the estimated value at the end of the year assuming that the given
resultant item develops uniformly over time.

The data source isthe statement Bil (NBS) 2 — 12.
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B 1.3 Profitability indicator s of banks and branches of foreign banks and their
distribution in the banking sector

Calculation of individual indicators:

- ROA = share of the cumulative value of net profit to the average value of net assets (Source: Bil
(NBS) 2 -12, Bil (NBS) 1-12)

- ROE = share of the cumulative value of net profit to the average value of own funds; branches
do not feature in the calculation, (Source: Bil (NBS) 2-12, BD (HKR) 1 —-04)

- Operating efficiency indicator = the share of the cumulative value of operating coststo the
cumulative value of the sum of net interest and non-interest income, (Source: Bil (NBS) 2 -12)

- Relative significance of interest incomes = the share of the cumulative value of net interest
incomes to the cumulative value of the sum of net interest and non-interest income, (Source: Bil
(NBS) 2-12)

- Net interest spread = the difference between the share of the cumulative value of revenues
(interest and non-interest) other than interest revenues from defaulted assets in the current value of
loans provided to a given counterparty and the share of the accumulated value of costsin the
current value of deposits provided to a given counterparty, (Source: V (NBS) 13 —04)

- Net interest margin = the share of net interest incomes, less interest incomes from the defaulted
assets, in the average value of net assets, (Source: Bil (NBS) 2 —12, Bil (NBS) 1-12)

The values of the minimum, lower quartile, median, upper quartile and maximum express the
distribution of values of the given indicator in the banking sector. The value of the lower quartile here
expresses that value of the given indicator that 25% of all banks (expressed by number) have a value of
the given indicator equal to a most the value of the lower quartile (or lower). Analogously, the value of
the median expresses that value of the indicator that 50% of all banks have a value of the given
indicator equal to a most the value of the median. Finally, the value of the upper quartile expresses that
value of the indicator that 75% of all banks have a value of the given indicator equal to a most the
value of the upper quartile. Since this distribution does not take into consideration the size of individual
banks, this is taken into account in the percentage shares in brackets. For example, the number below
the value of the first quartile expresses the share of banks (measured by volume of assets), whose value
of the given indicator lies in the closed interval between the value of the minimum and the value of the
lower quartile. Likewise, the number below the median expresses the share of banks whose value of
the given indicator lies in the interval (closed from the right) between the value of the lower quartile
and the median value.

B 1.4 Indicatorsof risk and capital adequacy for banks and branches of foreign banks
and their distribution in the banking sector

Calculation of individual indicators:

- Share of defaulted loans in the total volume of loans to customers = the share of the gross value
of non-standard, doubtful and loss-making loans to customers in the total gross value of loans
provided, (Source: V (NBS) 33 -12)

- Share of provisionsin the volume of defaulted loans = the share of provisions created in the
gross value of non-standard, doubtful and loss-making loans, (Source: BD (ZPZ) 1 —04)

- Large asset exposure (weighted) / own funds = share of weighted large asset exposure to own
funds; according to the Banks Act this share may not exceed 800% (Act No 483/2001 Coll. 39(2);
does not concern branches of foreign banks, (Source: BD (HMA) 8 — 12, part C)

- Large asset exposure within groups — monitors the number of breaches of limits set by the
Banks Act (839(1)) as at the end of individual months, does not concern branches of foreign banks,
(Source: BD (HMA) 8 — 12, part A and B)
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Share of the claimable value of security in the total volume of defaulted loansto customers — the indicator does not
include banks that pursuant to 88 of NBS Instruction No 13/2004 have not classed receivables into individual groups
due to the creation of provisions on a portfolio basis according to International Accounting Standards, (Source: BD
(ZPZ) 1-04)

Forex open balance-sheet position / own funds = share of the difference between assets and
liabilities held in aforeign currency in own funds, (Source: Bil (NBS) 1 —12)

Forex open off-balance-sheet position / own funds = share of the difference between off-
balance-sheet assets and liabilities (with the exception of redistribution and registration accounts
and receivables/payables in entrusted funds) held in a foreign currency in own funds, (Source: Bil
(NBS) 1-12)

Total open forex open position / own funds = share of the sum of balance-sheet and off-balance-
sheet forex position in own funds; a positive value for the forex position means arisk of loss from
an appreciation of the domestic currency, (Source: Bil (NBS) 1 —12)

VaR / own funds = the share of a loss from a change in exchange rates, the value of which
should not over the course of one day, on the basis of an historical simulation (for the period of one
year), be exceeded, with a 99% probability, to own funds, (Source: M (NBS) 4 —12)

Total open interest-rate position / own funds = share of the difference between assets and
liabilities with interest rate fixation or with aresidual maturity shorter than the given time period (1
month, 1 year, 5 years) in the total volume of own funds, (Source: BD (HUC) 53 — 04, BD (HKR) 1
—04)

Share of immediately liquid assets in highly volatile funds: Immediately liquid assets include
funds in cash and purchased NBS bills and Treasury bills other than Treasury bills held to maturity
and current-account balances at central and other banks. Highly volatile funds include current
accounts of central and other banks, current accounts and other non-term deposits of customers and
all general government deposits, (Source: Bil (NBS) 1—-12)

Share of liquid assets (including collateral from reverse repo trades) in volatile funds: Liquid
assets other than immediately liquid assets include securities received from areverse repo trades,
Treasury bills held to maturity and all purchased government bonds; their value however is reduced
by pledged securities and collaterals provided in repo trades. Volatile funds include also customers’
term deposits, (Source: Bil (NBS) 1-12, V (NBS) 8 -12)

Fixed and illiquid assets indicator — the share of fixed and illiquid assets in selected liability
items; according to NBS Instruction No 3/2004 this indicator may not exceed the value 1 (does not
concern branches of foreign banks), (Source: BD (LIK) 3 -12)

Share of loans in deposits and issued securities, (Source: Bil (NBS) 1—12)

Total liquidity position / assets = share of the difference between assets and liabilities in agiven
time period (up to 7 days, or up to 3 months) in the balance-sheet total. The calculation of the
indicator does not include balance-sheet items on which aright of lien is established. Likewise, the
calculation does not include off-balance-sheet items other than commitments to accept/provide
credit and the values of underlying instruments in the spot and futures operations (but only those in
which the underlying instrument is a financial asset that is exchanged for this underlying
instrument), (Source: BD (LIK) 3—-12)

Capital adequacy = the share of own funds in risk-weighted assets (may not fall below the 8%
limit), (Source: BD (HKP) 1—12, BD (HKR) 1—04)

Share of Tier | in own funds = the share of registered capital less the respective part of items of
reducing the value of registered and additional capital in the total volume of own funds, (Source:
BD (HKR) 1—04)

Share of own funds in the balance-sheet total, (Source: BD (HKR) 1 —04)
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- Share of the possible loss in own funds in reaching 8% capital adequacy = the share of the loss
caused by afall in the value of the capital adequacy indicator to 8%, in the total volume of own
funds, (Source: BD (HKP) 1—12, BD (HKR) 1 —04)

B 2 I nsurance companies

Commentary to calculation of concentration indices:

CR3 index — the share of the three banks with the highest volume of the given item in the total
volume of the given item in the banking sector, where only those institutions for which the value of the
given item is positive feature in the calculation

CRS5 index — the share of the five banks with the highest volume of a given item in the total volume
of the given item in the banking sector, where only those institutions for which the value of the given
item is positive feature in the calculation

Herfindahl index (HHI) — defined as the sum of the square of the shares of individual banks in the
total volume of a given item expressed in percent, where only those institutions for which the value of
the given item is positive feature in the calculation.

The HHI value may be interpreted, for example, as a concentration in a given item being equal as if
there were 10 000 / HHI ingtitutions each of which having the same volume in the given item.
According to the US Department of Justice definition a market is deemed highly concentrated if the
HHI exceeds 1800 and not concentrated if the HHI value is below 1000.

B 2.1 Net profit and profitability indicators for insurance companies

Gross operating costs to written premium — acquisition costs for insurance policies + administrative
overheads + change in the balance of the level of transferred acquisition costs for insurance policies

Calculation of individual indicators:

ROA = share of the cumulative value of net profit to the current value of net assets

ROE = share of the cumulative value of net profit to the current value of own funds; branches do
not feature in the calculation

B 2.5 Lossratioin non-lifeinsurance

Loss ratio is defined as the proportion of insured events happened, reported and unreported, to the
earned premium

Lossratio = (the sum of costs for insured events and changes in reserves for insurance
indemnity) / (written premium — change in reserve for premium in future periods)

B 5 Securitiesdealers

Terms used:

IS-1 — the acceptance of a customer’s instruction for the acquisition, sale or other handling of
investment instruments and the subsequent forwarding of the customer’s instruction for the purpose of
its execution.

IS-2 — the acceptance of a customer’s instruction for the acquisition, sale or other handling of
investment instruments and its execution on another account or on the account of the service provider.

IS-3 — the acceptance of a customer’s instruction for the acquisition, sale of an investment
instrument and its execution on the own account.

B 6 Stock exchange
The source of datais the monthly Stock Exchange statistics.
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9 Terminology and abbreviations

Terminology used

Households — the population, i.e. individuals
accounts

Retail — households, sole traders and non-profit
companies serving prevailingly households

Enterprises — non-financial companies

Non-banking financial companies (NBFCs) —
other  financial  companies, financial
intermediaries, pension and mutual funds,
insurance companies

General government — central and local
government bodies

Quick liquidity ratio — immediately liquid
assets/ highly volatile funds

Total net position - defined as the sum of the
net balance-sheet postion and net off-
balance-sheet position

CR n index — the concentration of the n largest
banks, i.e. the sum of the shares of their assets
in total assets.

Net balance-sheet position - defined as the
difference between forex assets and liabilities
in the balance sheset.

Net off-balance-sheet position - defined as the
difference between forex assets and liabilities
in the off-balance sheet.

Cost-to-income ratio — defined as the share of
total operating costs and net income from
banking activity (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)

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-
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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 components
of the gross income a the household level
(income from rented assets or land, family
benefits and contributions paid to families
with children, the social exclusion not
classified elsewhere, housing benefits,
regularly received financial transfers between
households, interest, dividends, profit from
capital investments 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).

Long position — a position in which assets are
greater than liabilities.

Herfindahl index — defined as the sum of the
squares of the shares of individual banks
assets in total assets.

Short position — a position in which liabilities
are greater than assets.

Cumulative gap — the sum of open positions
(long or short) in certain time bands.

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, al clams 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 hills, loans to foreign banks,



deposits at the NBS and the volume of assets
on the domestic interbank market after
deducting banks payables towards the NBS,
foreign banks and the ARDAL public debt &
liquidity management agency.

Loan-to-deposit — the share of loans to
customers and the sum of deposits from retail,
enterprises 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

Default rate — expresses the percentage of loans
defaulting over the period monitored

Household size — is calculated as the weighted
number of household members, where the
first adult person has a weighting of 1, other
adult persons and persons aged at least 14
years have a weighting of 0.5 and persons
younger than 14 years of age have a
weighting of 0.3.

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.

List of insurance categories
A - life insurance

1. Whole-life insurance, pure endowment
insurance or whole-life and endowment
insurance (A1)

2. Child’s deferred insurance, insurance of
funds for child’s maintenance (A2).

3. Insurance connected with capitalisation
policies (A3)

4. Insurance according to points 1 and 3
connected with an investment fund (A4).

5. Pension insurance (A5)

6. Accident or sickness insurance, if it isan
additional insurance according to a type stated
inpoints 1 to 4 (A6).
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B - non-life insurance

1. Accident insurance (B1)

2. Sickness insurance (B2)

3. Non-rail land vehicle-hull insurance (B3)

4. Rail vehicle-hull insurance (B4)

5. Aircraft insurance (B5)

6. Watercraft insurance (B6)

7. Transportation and baggage insurance
(B7)

8. 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)

9. Insurance of other damage to property
than that stated in points 3 to 7, arisen through
hailstorm 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. Liability insurance for ownership or use
of aircraft, including carrier’s liability (B11)

12. Liability insurance for ownership or use
of watercraft, including carrier’s liability (B12)

13. General liability insurance for damage
other than stated in points 10 to 12 (B13)

14. Credit insurance (B14)

15. Surety insurance (B15)

16. 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)

17. Legal protection insurance (B17)

18. Travel assistance insurance (B18)



Abbreviations

AT Austria

BE Belgium

CY Cyprus

CZ Czech Republic
DE Germany

DK Denmark

EE Estonia

ES Spain

FI Finland

FR France

GR Greece

HU Hungary

IE Ireland

IT Itay

LT Lithuania

LU Luxembourg
LV Latvia

MT Malta

NL Holland

PL Poland

PT Portugal

SE Sweden

Sl Slovenia

SK Slovakia

UK Great Britain
EU European Union
MU Monetary Union
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