Domestic systemically important institutions —
identification and setting of capital buffers

Legislative framework

In accordance with Article 33d(1) of Act No 483/20Coll. on banks and on amendments
to certain laws, as amended (hereinafter "the Bankict"), Narodna banka Slovenska (NBS)
is obliged to identify the list of domestic systeally important banks that are to be
designated as other systemically important insbihgt (O-SlIs), and to publish the list on its
website from 1 January 2016. Moreover, based oiclar83d(5) of the Banking Act, NBS
may decide to set an O-SllI buffer requirement ofta®% of the institution’s total risk
exposure amount.

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

Under Article 33d(14) of the Banking Act, NBS isquered to review annually the
identification of O-Slls and report the result tbetsystemically important institution
concerned, to the Commission, the European SystRmicBoard (ESRB) and the European
Banking Authority (EBA).

Pursuant to Article 33d(9) of the Banking Act, whian O-Sll is a subsidiary of either a G-
Sl or an O-SII which is an EU parent institutiondasubject to an O-SII buffer on a
consolidated basis, the buffer that applies atiddal or sub-consolidated level for the O-SlI
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 thewp at consolidated level.

Review of the identification of domestic systemicBl important institutions

Just like for the identification in 2016, the medbtogy published in the Guidelines of the
EBA on 16 December 2014 was used for the reviethefidentification of O-SlIs in 2017.
The methodology prescribes the set of indicatodsetaised for the given banking sector and
economy; as well as the exact way of calculating tbtal score for the banks. The
methodology provides national authorities with aertoptions in setting the threshold score
above which banks are designated as O-Slis. The thsshold is set at 350 basis points, the
national authorities may decrease it to 275 basiistp or increase it to 425 basis points. Since
the Slovak banking sector is relatively small andaentrated, the increased limit of 425 basis
points was applied in 2015 and 2016 as well.

There is a set of optional indicators national aritles can use in case they would like to
designate further relevant entities, not identifaexd O-Slls. The methodology in 2017 was
therefore, just like in 2016, adjusted by threeaal indicators: total risk exposure amount,
retail loans and retail deposits. These indicatmge been included into a fifth criterion
(Additional indicators). The weights have beenisetccordance with the EBA methodology,
evenly across each criterion and within each doiteevenly across all indicators. The base
and adjusted methodology is summarised in Table 1.
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Table 1 Identification of O-SllIs: base and adjustednethodology
Weight - base Weight - adjusted

Criterion Indicators methodology methodology
Amount 1 | 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%
I5 | Value of OTC derivatives (notional) 8.33% 6.67%
Complexity/cross-border 16 | Cross-jurisdictional liabilities 8.33% 6.67%
activity
I7 | Cross-jurisdictional claims 8.33% 6.67%
I8 | 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%
11 | Total risk exposure amount 6.67%
Additional indicators 12 | Retail loans 6.67%
13 | Retail deposits 6.67%

Source: NBS, EBA.

There are 5 banks and one foreign bank branch basdde review of identification in
2017 (based on data as of 31 December 2016) excedle 425 basis points threshold
(foreign bank branches, however, cannot be desdrad O-SlIs). The list of the five banks is
identical to the list of banks exceeding the thoddin 2016:

- V8eobecné uverova banka, a.s.

- Slovenska sporitéa, a.s.

- Tatra banka, a.s.

- Ceskoslovenskéa obchodnéa 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 requhiattthe identified banks maintain an
O-SlI buffer and systemic risk buffer. In proposiiogexercise that discretion, NBS has taken
into account the structural characteristics ofSkmsak banking and financial sector as well as
the Slovak economy.

The banking sector is by far the largest segmenhefSlovak financial sector, with its
share amounting to 70% at the end of 2016. Moredakierbanking sector is virtually the only
segment that provides external sources of finantrge real economy. In both the banking
sector and financial sector as a whole, conceantra relatively high. The assets of the
identified O-SllIs as a share of total assets inltheking sector stood at 70% at end-2016.
These banks (O-SlIs) have a dominant share oretaé lending market (76% at end-2016);
they account for a significant share of bond issea®2% of the total outstanding amount of
mortgage bonds as at end-2016), and they holdya faoportion of overall covered deposits
(75% at end-2016). In addition, these banks areoitapt investors in domestic government
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bonds, as they hold the vast majority held by Stdvanks (82% at end-2016) and 21% of the
total outstanding amount.

Chart 1 Structure of the Slovak financial sector
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Source: NBS.

The chart shows the assets and assets under magrggarmach segment of the financial sector asaeestf the
sector’s total assets and assets under management.

PFMCs - pension funds management companies, Clellective investment funds, IFs — investment firms
SPMCs — supplementary pension management companies.

Since the Slovak banking sector is oriented mainlfinancing of the domestic economy,
structural systemic risks arise also from Slovakiposition as a small and open economy
sensitive to trends in the global economy and endbuntry's principal trading partners. This
sensitivity was apparent in 2009, when the econaoiwnturn in Slovakia was among the
most sever in the EU. Hence it may be assumedathah the global economy contracts, the
transmission of adverse shocks to the domesticamegwill be relatively fast and intensive
and that the debt-servicing ability of the non-fin@l sector, in particular non-financial
corporations, will deteriorate. Whereas in the pastrest rates could be cut to mitigate a
deterioration in debt-servicing ability, at presémty are at historically low levels with little
scope for further reduction.

In addition, the sector is marked by concentratisk related to lending to non-financial
corporations, which likewise stems from the struateharacter of the domestic economy.

For these reasons, both O-SII and systemic risteboéquirements will be applied to the
five identified O-Slls. Such increase in the tatapital requirement is intended to strengthen
the resilience of these banks to adverse developniethe real economy, thus ensuring that
the functionality of the banking system is maingégireven in the event of sizeable unexpected
future losses.

Setting of O-SII and systemic risk buffer requiremats

While the methodologies that are used to identifgI@ in different EU Member States
are relatively close to each other as they aredbasethe EBA guidelines on the criteria to
determine the conditions of application of Artidid1(3) of Directive 2013/36/EU (CRD) in
relation to the assessment of O-SllIs, there isuah @ guideline in relation to setting the
buffer rate. However, macroprudential authorities all euro area countries have now
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identified the O-Slls in their jurisdictions and siee corresponding O-SlII buffers. All O-Slls
(in SSM countries) and their buffers can now be parad for level playing field reasons.
The overall buffer requirement for O-Slis in Sloimkased on Decision No 18/2016 and
19/2016 of Narodna banka Slovenska seems to besthitjan the buffer requirement for
O-Sllis in other Member States based on this corsgayri
Therefore, there is a need to adjust the overaffebuequirement for O-Slls. The
calibration was changed based on the followingofiact
. the actual buffer rate (in 2017) is 2% for O-SHsSlovakia. For prudential reasons this
buffer rate should not be decreased at least ialgest banks while the buffer rate
should be adjusted proportionally for the other IS

. the new buffer rate should be more in line with bdfer rate of O-SlIs in other euro
area countries (due to level playing field).

Based on the new calibration the overall buffee far each O-Sll in Slovakia is decreased
by 1 percentage point.

Table 1 Settings of additional capital buffers forO-SlIs

Targeted sum  of | Structure of capital buffers from
Bank buffers 1 January 2018
V8eobecna Uverova banka, a.s. 2% 1% O-SII buffer + 1% SRB
Slovenska sporitelfia, a.s. 2% 1% O-SlI buffer + 1% SRB
Tatra banka, a.s. 1.5% 0.5% O-SlI buffer + 1% SRB
Ceskoslovenska obchodna banka, a.s. 1% 1% O-SlI buffer
Postova banka, a.s. 1% 1% O-SlI buffer
Source: NBS.

SRB — systemic risk buffer.
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