Domestic systemically important institutions —
identification and setting of capital buffers

Legislative framework

In accordance with Article 33d(1) of Act No 483/2000ll. on banks and on amendments to certain laws,
as amended (hereinafter "the Banking Act"), Narodadka Slovenska (NBS) is obliged to identify tise |
of domestic systemically important banks that asebe designated as other systemically important
institutions (O-SlIs), and to publish the list da website from 1 January 2016. Moreover, basedrtole
33d(5) of the Banking Act, NBS may decide to set@S&ll buffer requirement of up to 2% of the
institution’s total risk exposure amount.

Under Article 33e(1) of the Banking Act, NBS magaldecide to set a systemic risk buffer requirement
in order to prevent and mitigate long-term non-watlsystemic or macroprudential risks.

Under Article 33d(14) of the Banking Act, NBS igjugred to review annually the identification of QIS
and report the result to the systemically importastitution concerned, to the Commission, the paem
Systemic Risk Board (ESRB) and the European Bankinority (EBA).

Pursuant to Article 33d(9) of the Banking Act, whi@n O-SllI is a subsidiary of either a G-SII or@n
Sl which is an EU parent institution and subjectih O-SlI buffer on a consolidated basis, thedyufiat
applies at individual or sub-consolidated leveltfoe O-SIl may not exceed the higher of

a) 1% of the total risk exposure amount; and

b) The G-SlI or O-SII buffer rate applicable at thew at consolidated level.

Review of the identification of domestic systemicBl important institutions

Just like for the identification in 2015, the matbtogy published in the Guidelines of the European
Banking Authority (EBA) on 16 December 2014 wasdug& the review of the identification of O-Slls in
2016. The methodology prescribes the set of indisab be used for the given banking sector and@uoy;
as well as the exact way of calculating the totalre for the banks. The methodology provides nation
authorities with certain options in setting theefirold score above which banks are designated Si4sO-
The basic threshold is set at 350 basis pointsh#tienal authorities may decrease it to 275 baaists or
increase it to 425 basis points. Since the Slovakking sector is relatively small and concentrated,
increased limit of 425 basis points was applied0da5 and 2016 as well.

There is a set of optional indicators national atitles can use in case they would like to designat
further relevant entities, not identified as O-SA#though this set of optional indicators was need for the
identification or for setting capital buffers for-&lls in 2015, in 2016 the identification was baségb on
selected optional indicators for two reasons:

a) 10 indicators used in the base methodology areepralso for the identification of O-SliIs in case of
more complex banking sectors. Some of those inolisafe.qg. cross-jurisdictional claims and
liabilities or intra financial system assets arabiiities) are, however, for the Slovak banks with
traditional business model less relevant and tbezahore volatile. Those indicators (or the adegit
captured by those indicators) are less relevanttdudeir small volume compared to the overall
activity of the banks and this small volume meaighdr volatility. This increased volatility and the
possible high annual changes may significantlycaffee annual variation of the total score even if
the overall (macroprudential) assessment of th&bmunchanged;

b) While the EBA guidelines lack the exact methodolégycalibrating the O-SlII buffer; total score is
often used as one of the main determinants of #8dl@uffer rate. The methodology was therefore
adjusted to minimise the impact of the volatilitiyless relevant indicators and to include indicator
relevant for the Slovak banking sector.
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The methodology was therefore adjusted by thremmgilt indicators: total risk exposure amount, tetai
loans and retail deposits. These indicators haea lrecluded into a fifth criterion (Additional inchtors).
The weights have been set in accordance with tha ERthodology, evenly across each criterion and
within each criterion evenly across all indicatoffie base and adjusted methodology is summarised in
Table 1.

Table 1 Identification of O-SlIs: base and adjustednethodology

Criterion Indicators Weight - base Weight - adjusted
methodology methodology

Amount 11 | Total assets 25.00% 20.00%

12 | Value of domestic payment transactions 8.33% 6.67%
Importance (including
substitutability/infrastructure |13 | Private sector deposits from depositors in the EU 8.33% 6.67%
of the financial system)

14 | Private sector loans to recipients in the EU 8.33% 6.67%

15 | Value of OTC derivatives (notional) 8.33% 6.67%
Complexity/cross-border 6 | Cross-jurisdictional liabilities 8.33% 6.67%
activity

I7 | Cross-jurisdictional claims 8.33% 6.67%

18 | Intra-financial system liabilities 8.33% 6.67%
Interconnectedness 19 | Intra-financial system assets 8.33% 6.67%

110 | Debt securities outstanding 8.33% 6.67%

111 | Total risk exposure amount 6.67%
Additional indicators 112 | Retail loans 6.67%

113 | Retail deposits 6.67%

Source: NBS, EBA.

There are 5 banks based on the review of identiidican 2016 (based on data as of 31 December 2015)
similarly to the identification of O-SllIs in 20154sed on data as of 31 December 2014), exceednPth
basis points threshold. The list of the five baisk&entical to the list of banks exceeding thesgiold in
2015:

- VSeobecna uverova banka, a.s.

- Slovenska sporitiéa, a.s.

- Tatra banka, a.s.

- Ceskoslovenska obchodné banka, a.s.

- Postova banka, a.s.

Structural systemic risks as the reasons for applyig O-SlI buffer and systemic risk buffer

NBS has discretion, not an obligation, to requivat tthe identified banks maintain an O-SIl buffada
systemic risk buffer. In proposing to exercise thecretion, NBS has taken into account the strattu
characteristics of the Slovak banking and finansetor as well as the Slovak economy. The barda&atpr
is by far the largest segment of the Slovak finainsector, with its share amounting to 70% at the ef
2015. Moreover, the banking sector is virtually tmy segment that provides external sources ainfting
to the real economy. In both the banking sector farahcial sector as a whole, concentration istinedty
high. The assets of the identified O-Slis as aesbétotal assets in the banking sector stood % #&0Dend-
2015. These banks (O-SllIs) have a dominant shamhemetail lending market (74% at end-2015); they
account for a significant share of bond issuan&4®f the total outstanding amount of mortgage lscasl
at end-2015), and they hold a large proportionarall covered deposits (75% at end-2015). In &midit
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these banks are important investors in domestiemgorent bonds, as they hold the vast majority bgld
Slovak banks (82% at end-2015) and 24% of the tatidtanding amount.

Chart 1 Structure of the Slovak financial sector
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?ﬁgrgﬁér’;‘ St?c;ws the assets and assets under marageraach segment of the financial sector aseeshf the sector’s total assets and assets urategament.
PFMCs - pension funds management companies, Ciéllective investment funds, IFs — investment firrfB®MCs — supplementary pension management
companies.

Since the Slovak banking sector is oriented maianlyfinancing of the domestic economy, structural
systemic risks arise also from Slovakia’s posita@na small and open economy sensitive to trendisein
global economy and in the country's principal tngdpartners. This sensitivity was apparent in 20d%n
the economic downturn in Slovakia was among thetreeger in the EU. Hence it may be assumed that
when the global economy contracts, the transmissfoadverse shocks to the domestic economy will be
relatively fast and intensive and that the debtiserg ability of the non-financial sector, in patlar non-
financial corporations, will deteriorate. Whereas the past interest rates could be cut to mitigate
deterioration in debt-servicing ability, at presehey are at historically low levels with little gue for
further reduction.

In addition, the sector is marked by concentratisk related to lending to non-financial corporagp
which likewise stems from the structural charaofehe domestic economy.

For these reasons, both O-SII and systemic ristebuéquirements will be applied to the five idéetl
O-SllIs. Such increase in the total capital requeems intended to strengthen the resilience addHsanks
to adverse developments in the real economy, thesrieg that the functionality of the banking systes
maintained even in the event of sizeable unexpdatede losses.

Setting of O-SII and systemic risk buffer requiremets

The targeted sum of the O-SlI buffer and SRB remuents for each O-SIlI remain unchanged from the
levels set in the Decisions of 26 May 261However, as some of the parent companies of 8I@SIls
have been identified as O-SlIs and they are redutgo to maintain an O-SlI buffer, these decisioesd to
be reflected in case of Slovak O-Slis.

On 30 October National Bank of Belgium (NBB) iddieti KBC Group NV as an O-SlI and set its O-SlI
buffer at 1.5% (with the rate to be phased in dkieze years, 0.5% from 1 January 2016, 1% frornbLaky
2017 and 1.5% from 1 January 2018). Due to thisaeahe O-SIl buffer is decreased and the SRB is

! Decision No 5/2015 of NBS of 26 May 2015 on thtisg of the buffer rate for other systemically iommnt institutions and
Decision No 6/2015 of NBS of 26 May 2015 on thdisgtof the systemic risk buffer rate
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increased forCeskoslovenska obchodnéd banka. As pursuant to Ar88e(2) of the Banking Act the
minimum level of SRB in case this buffer is seli$, the O-SlI buffer is decreased for this bank% and
the SRB is set at 1% from 1 January 2017. The systask buffer rate is applied to all exposuresali@d in
the Slovak Republic.

On 30 December 2015 Banca d'ltalia (Bdl) identifiettsa Sanpaolo as an O-Sll and set its O-Slebuff
at 0% for 2016. Due to this reason the O-SlI buifedecreased and the SRB is increased for VSeabecn
Gverova banka. The O-SlII buffer is decreased fr lbAnk to 1% and the SRB is set at 1% from 1 Jgnua
2017 and at 2% from 1 January 2018. The systemsichuffer rate is applied to all exposures locatetthe
Slovak Republic.

On 29 April 2016 the Austrian Financial Market Aatity (FMA) set an O-SlI buffer of 2% for both
Erste Group Bank and Raiffeisen Bank Internatioeath to be phased in as follows: 0.25% from 1 June
2016, 0.5% from 1 January 2017, 1% form 1 Janu@i2and 2% from 1 January 2019. Due to this reason
the O-SII buffer is decreased for Slovenské splotido 1% and the SRB is set at 1% from 1 January 201
and at 2% from 1 January 2018. The O-SII buffedeésreased for Tatra banka to 1% and the SRB is
increased to 1% from 1 January 2017 and to 1.5% ftaJanuary 2018. The systemic risk buffer rate is
applied in both cases to all exposures locateldarSiovak Republic.

Table 1 Settings of additional capital buffers forO-SlIs

Bank From 1 January 2016 | From 1 January 2017 From 1 January 2018
V8eobecna Uverova banka, a.s. 1% O-SlI buffer 1% O-SlI buffer + 1% SRB 1% O-SII buffer + 2% SRB
Slovenské sporitelfia, a.s. 1% O-SlI buffer 1% O-SlI buffer + 1% SRB 1% O-SlI buffer + 2% SRB
Tatra banka, a.s. 1% O-SlI buffer 1% O-SlI buffer + 1% SRB 1% O-Sl buffer + 1.5% SRB
Ceskoslovenska obchodna banka, a.s. 1% O-SlI buffer 1% O-SlI buffer + 1% SRB 1% O-SlI buffer + 1% SRB
Postova banka, a.s. 1% O-SlI buffer 2% O-SlI buffer 2% O-Sl| buffer

Source: NBS.

SRB - systemic risk buffer.
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