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INTRODUCTION

The euro area economy suffered a mild recession in 2012, as economic activity declined by 0.5%, while GDP
was down 2.2% in Slovenia. That decline was the result of an accelerated contraction in domestic consumption,
in particular on investment and inventories. The sharp fall in investment was due to government austerity meas-
ures, difficult access to financing and a high level of uncertainty in the economy. Total domestic consumption
was down by nearly 6% in Slovenia and by just over 2% in the euro area. A more significant drop in GDP was
prevented by the positive contribution of net exports, driven primarily by a sharp decrease in imports. The large
current account surplus in the amount of 2.3% of GDP was largely a result of the narrowing of the merchandise
trade deficit.

Average annual inflation in the euro area fell to 2.5% in 2012, mainly due to falling energy prices. In the sec-
ond quarter, commodity prices were down on international markets amid renewed uncertainty regarding the
resolution of the fiscal crisis in periphery euro area countries, particularly in Greece and Spain. Average prices
of primary commodities were down 9.7% in 2012, food prices recording the smallest decline of 1.6%. A sharp
rise in prices in July due to the severe drought in the US and Canada, and a heat wave in Europe contributed to
persistently high food prices. Average annual inflation in Slovenia was above the euro area average, primarily
due to more pronounced fiscal consolidation measures, which pushed inflation in Slovenia above the euro aver-
age.

The downturn in economic activity resulted in lower corporate and household demand for loans. The stock of
loans to non-banking sectors was down 6.6% at the end of the year. The following factors contributed to dimin-
ished demand for loans: weak domestic and foreign consumption, the situation in the construction sector, the
high level of corporate debt, payment indiscipline, the situation on the real estate and capital markets, and the
tightening of the banks’ loan collateral standards. The deepening of the crisis in Europe and Slovenia also re-
sulted in an increase in funding costs, which the banks pass through into higher loan costs. Due to develop-
ments in the domestic banking sector, corporates sought financing in the rest of the world last year, primarily in
the form of trade credits and loans.

The main factors affecting the balance of payments capital and financial account in 2012 were continuing debt
repayments to the rest of the world and the replacement of these sources with funds via long-term ECB opera-
tions. The banks compensated for the loss of international sources of funding primarily by borrowing via the
Eurosystem’s 3-year long-term refinancing operations (LTROs), which was reflected in an increase in the pro-
portion of funding accounted for by such liabilities. At the end of 2012, the proportion of funding accounted for
by the aforementioned loans stood at 8.7%, or EUR 4 billion. At 51.7% of the banks’ total assets, deposits by
non-banking sectors still represent the most important source of funding.

A number of central banks adopted additional measures in 2012 to stimulate lending and economic activity.
This had an indirect impact on exchange rates. The euro/US dollar exchange rate averaged 1.29 in 2012, com-
pared with 1.39 the previous year. The euro was up against the US dollar in the first quarter due to improved
confidence on the financial markets, to which the ECB’s 3-year LTRO in February contributed significantly.
The ECB cut its key interest rate by 0.25 percentage points in July to 0.75%, and in August announced new
measures to improve the functioning of the monetary policy transmission mechanism.

The challenges now facing economic policymakers include stimulating the economy, strengthening the capital

position of the real sector and banking sector, and improving the cost and innovative competitiveness of the
Slovenian economy by creating a stimulating economic environment.

Ljubljana, April 2013

Marko Kranjec
Governor of the Bank of Slovenia
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1 The economic environment and the banking
system in 2012’

Economic environment

According to the preliminary estimates of the International Monetary Fund (IMF),
global economic growth was 3.2% in 2012. Growth was once again fastest in
emerging economies. Growth in global trade was just 2.8%, down more than
3 percentage points on 2011. There was also a significant difference in growth be-
tween the US and the euro area. The euro area economy was faced with a mild re-
cession in 2012, as economic activity declined by 0.5%. Conditions deteriorated
primarily during the second half of the year, when economic sentiment indicators
and confidence on the financial markets deteriorated further. Economic growth
stood at 2.2% in the US in the absence of fiscal consolidation measures and better
conditions on the labour market. In the US, economic conditions also deteriorated
slightly towards the end of the year due to concerns regarding the fiscal cliff.
Growth also slowed in emerging countries. According to the IMF’s preliminary
estimates, in 2012 economic growth was 7.8% in China, 4.5% in India, 3.6% in
Russia and just 1% in Brazil.

Figure 1: GDP growth in selected major economies
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Note: Seasonally and working days adjusted data for euro area, US and Japan.
Sources: Eurostat for euro area, US and Japan, www.tradingeconomics.com for India,

www.tradingeconomics.com and National Bureau of Statistics of China for China.

The situation on the labour market in the most advanced economies deteriorated
slightly. The unemployment rate in the euro area was close to 12% at the end of the
year. Alongside consolidation measures in periphery countries, high unemployment
and a lack of consumer confidence contributed to the decline in household con-
sumption. The situation on the labour market improved slightly in the US. The un-
employment rate fell throughout the year to stand at 7.8% at the end of the year.
This, in the context of higher household confidence, contributed to growth in con-
sumption in 2012. US consumer confidence fell slightly at the end of the year due
to uncertainty surrounding the resolution of public finance problems.

Average annual inflation in the euro area was down 0.2 percentage points in 2012
to stand at 2.5%, primarily as a result of a diminishing contribution from energy

! A detailed illustration of macroeconomic trends and projections is given in the April 2013

publication Macroeconomic Developments and Projections (http://www.bsi.si/en/
publications.asp?Mapald=70). A detailed analysis of the banking system is given in the
May 2013 Financial Stability Review (http://www.bsi.si/en/publications.asp?
Mapald=70).
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In 2012, the global
economy was
characterised by the
continuing debt crisis
in euro area periphery
countries and the
enhanced functioning
of central banks.

Unemployment
remained high in the
majority of the most
developed economies.
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Core inflation
indicators reflect weak
household
consumption in the
euro area.

Commodity prices
were lower than the
previous year in 2012,
with the exception of
oil prices.

Figure 2: Unemployment rates in selected major economies

%

12 1
euro area [ON] === China
11 A
=== Germany Japan
10 1
9 m
8 <
‘7 .|
] \
5 .
4 e
3
2009 2010 2011 2012
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Japan and Germany.
Sources: Eurostat, www.tradingeconomics.com for China.

Figure 3: International comparison of consumer price indices

year-on-year in %
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Sources: Eurostat for euro area, U.S. Bureau of Labor Statistics for US,
www.tradingeconomics.com for India, China and Japan.

prices. Core inflation remained below 2%. This indicates weak domestic inflation-
ary pressures and is in line with the unfavourable conditions on the labour market.
Inflation in the US was down more sharply in 2012, by 1.1 percentage points to
stand at 2.1%, as a result of the lower contribution made by energy prices. Growth
in US dollar oil prices was significantly lower than the growth in euro oil prices, as
the euro depreciated by 7.6% against the US dollar in 2012. Also contributing to
the higher inflation in the euro area were rises in duties in the scope of consolida-
tion measures that the US did not implement. Prices in Japan were unchanged in
2012, while prices in China and India were up 2.6% and 9.3% respectively.

Prices of oil and other commodities fluctuated sharply again in 2012. More favour-
able economic data in the first quarter and the dispute between the international
community and Iran led to an increase in the prices of oil and other commodities.
Prices fell in the second quarter amid renewed concerns regarding the resolution of



Figure 4: Prices of commodities and oil on the global market
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the fiscal crisis in periphery euro area countries, particularly in Greece and Spain.
Confidence on the financial markets rose again slightly in the third quarter, while
the price of oil was up in the context of the additional tightening of conditions in
the Middle East, although quarter-on-quarter growth was weak. There was no sig-
nificant change in commodity prices in the final quarter of 2012. The price of a
barrel of Brent crude averaged USD 112 for the year, an increase of just 1% rela-
tive to 2011. Average prices of primary commodities were down 9.7% in 2012,
food prices recording the smallest decline of 1.6%. A sharp rise in prices in July
due to the severe drought in the US and Canada, and a heat wave in Europe con-
tributed to persistently high food prices.

A number of central banks adopted additional measures in 2012 to stimulate the
economy, which also affected foreign exchange rates. The euro/US dollar exchange
rate averaged 1.29 in 2012, compared with 1.39 the previous year. The exchange
rate was highly unstable in 2012. The euro was up against the US dollar in the first
quarter due to improved confidence on the financial markets, to which the ECB’s 3

Figure 5: Euro-US dollar exchange rate and key ECB and Federal Reserve
interest rates
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Central banks adopted
a number of additional
non-standard
measures in 2012 to
stimulate the economy.
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The deteriorating
economic situation in
Slovenia was primarily
a result of the
deepening of the
domestic demand
crisis due to cost
adjustments in the
private and
government sectors.

Figure 6: GDP growth in Slovenia and the euro area

year-on-year in %; seasonally and working days adjusted
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-year LTRO in February contributed significantly. The euro was down sharply from
March to July, as uncertainty surrounding the development of the fiscal crisis in
periphery countries rose sharply again. Concerns were particularly pronounced
with regard to the request from Spain for international financial aid. The situation
eased again from August on, as central banks announced new measures to stimulate
the economy. The ECB thus cut its key interest rate by 0.25 percentage points in
July to 0.75%, and in August announced new measures in the form of outright
monetary transactions (OMTs). In September, the US Federal Reserve (the Fed)
announced the additional easing of monetary policy and the maintaining of a low
key interest rate until the middle of 2015. In December, the Fed announced another
round of quantitative easing and the tying of its key interest rate to the unemploy-
ment rate. It is, however, expected to continue ensuring stable and low inflation.
Additional measures to stimulate the economy were also adopted by other central
banks, including the Bank of Japan and the Bank of England, and a number of cen-
tral banks in emerging countries.

According to figures adjusted for the season and the number of working days,
Slovenian GDP was down 2.2% in 2012. The fall was 1.7 percentage points higher
than the euro area average, thereby increasing the economic lag even further. The
more significant fall was driven by a more rapid decline in domestic consumption,
in particular investment spending. Taking into account inventories, the decline in
investment was the second largest since the outbreak of the crisis. The sharp fall in
investment was due to government austerity measures, difficult access to financing
and a high level of uncertainty in the economy. Cost adjustments in the government
and private sectors, which were particularly pronounced in the second half of the
year, further impacted consumer purchasing power. This was seen in an accelerated
decline in final consumption. Total domestic consumption was down by nearly 6%
in Slovenia and by 3.7 percentage points less in the euro area. A more significant
drop in GDP in 2012 was prevented by the high contribution of net exports, which
was primarily the result of a sharp decrease in imports.

The crisis spread to all categories of economic activities in 2012. All categories of
service activities in the private sector, where total value-added was down nearly
2%, were hit harder than in 2011 due to increasingly weak domestic consumption.
The contraction in construction activity accelerated due to the continued sharp de-
cline in investment in the aforementioned sector. There were no signs of an easing
of the situation by the end of the year, as the quarterly decline in value-added in
this sector rose to almost 5%. More pronounced consolidation measures resulted in
a decrease in value-added in public services for the first time since the outbreak of



Figure 7: Harmonised unemployment rate in Slovenia and the euro area
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the crisis. Due to the deteriorating situation in the euro area, the contribution made
to GDP growth by manufacturing, which was the basis for the weak economic re-
covery in 2010 and 2011, turned negative.

The deteriorating economic situation accelerated the decline in employment. The
workforce in employment was down 3% in year-on-year terms at the end of 2012,
bringing employment close to the level recorded in 2005. Employment was down
sharply in the private sector, and also in public services in the final quarter of last
year due to government austerity measures. The number of employees was down
primarily in public administration, while growth in the number of employees in the
health sector slowed and had come to a halt in the education sector by the end of
the year. In addition to a direct impact on the public sector, austerity measures and
uncertainty regarding future consolidation measures and regarding the situation in
the rest of the world resulted in a sharp drop in the number of job vacancies. This
led to a decrease in the number of new hires in the private sector.

By the end of 2012, the number of registered unemployed rose to nearly 120,000,
bringing the unemployment rate to 13%, the highest since May 1999. The surveyed
unemployment rate was also high at the end of the year, at 9.6%, but was still con-
siderably below the euro area average. The proportion of long-term unemployed
persons exceeds 50%, while the proportion of unemployed young persons and
those with higher education qualifications is also rising. This indicates the widen-
ing of the imbalance between job vacancies and the structure of unemployed per-
sons. In the context of adverse economic situation, the fall in public sector wages
also had a signalling effect on private sector wages: growth came to a halt in the
second half of the year and wages had already begun to decline towards the end of
the year.

As measured by the harmonised index of consumer prices, average inflation in
Slovenia was up 0.7 percentage points in 2012 relative to 2011 to stand at 2.8%.
The reason lies primarily in higher growth in services prices as a result of measures
related to fiscal consolidation, and base effects. Nevertheless, the structure of infla-
tion was mostly unchanged, as energy and food prices once again contributed most
to overall inflation last year. The high contribution by these two categories was
mostly the result of changes in commodity and oil prices on global markets, the
depreciation of the euro and a rise in excise duties. Average annual inflation in Slo-
venia was somewhat above the euro area average of 2.5%.
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The surveyed
unemployment rate
remains lower than in
the euro area.

Inflation reached 2.8%
in Slovenia in 2012,
and was 0.3 percentage
points higher than in
the euro area,
primarily as a result of
more substantial
consolidation
measures.
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Core inflation in
Slovenia remains
below the euro area
average due to the
deteriorating economic
situation.

In the context of low
growth in ULC, the
cost competitiveness of
the Slovenian economy
kept improving in
2012.

Figure 8: Inflation in Slovenia and the euro area

year-on-year in %
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Core inflation indicators remained low, in line with weak domestic demand and
cost adjustments in the economy. As measured by the HICP excluding energy,
food, alcohol and tobacco, core inflation was up 1.1 percentage points in 2012 to
stand at 0.7%. The two other indicators of core inflation (excluding energy and
excluding energy and unprocessed food) were up 0.8 percentage points in 2012.
The rise was primarily due to growth in services prices, which were affected by
fiscal consolidation measures. At the same time, the year-on-year decline in the
prices of non-energy industrial goods slowed somewhat. Despite a rise on average
in 2012, core inflation indicators remained below the euro area average, as eco-
nomic conditions were worse in Slovenia.

Nominal unit labour costs (ULC) were up by just 0.5% in 2012, as employment
and wages adjusted faster to declining economic activity than during the first wave
of the crisis at the end of 2008. The decline in employment was pronounced in the
second half of the year following the adoption of more deep-rooted austerity meas-
ures and the deterioration of the situation in the international environment. The
year-on-year drop in labour productivity, which reached 1.5% in the middle of

Figure 9: Labour productivity, unit labour costs and compensation per
employee in the Slovenian economy
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Figure 10: Harmonised competitiveness indicator, deflated by HICP and ULC

year-on-year in %, relative to other euro area member states
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2012, was therefore less severe in the final quarter. Labour productivity was thus
down 1% in 2012. The average nominal gross wage stagnated due to the decrease
in wages in the public services and a significant slowdown in wage growth in the
vast majority of private sector activities. The average nominal gross wage in public
services fell by more than 2%, and was up by just 1% in the private sector. The real
average gross wage, deflated by the HICP, was down nearly 3% in 2012.

Cost competitiveness improved relative to other euro area countries on average in
2012, while price competitiveness deteriorated. Growth in ULC in the economy as
a whole was 1 percentage point lower than in the euro area. The gap by which Slo-
venia’s cost competitiveness trails the euro area, which arose prior to the crisis due
to the inflation cycle, private sector wage growth and wage reform in the public
sector, continued to narrow. Manufacturing, where ULC has fluctuated at around
the euro area level for some time, continues to stand out in terms of achieving cost
competitiveness. Price competitiveness began to deteriorate in the second half of
the year, primarily due to more pronounced fiscal consolidation measures, which
pushed inflation in Slovenia above the euro average.

A high current account surplus was achieved in 2012. The surplus amounted to
EUR 818 million or 2.3% of GDP, largely due to the rapid narrowing of the mer-
chandise trade deficit. The decline in domestic consumption picked up pace in the
second quarter. This, together with declining growth in foreign demand and ex-
ports, accelerated the drop in imports. Merchandise exports were up by less than
1% in nominal terms in 2012, while imports were down by 2.3%. The merchandise
trade deficit narrowed from 2.9% of GDP in 2011 to 0.9% of GDP. Despite weaker
foreign demand, exports of services were up by more than 5% in nominal terms,
while imports of services were down 0.1%. The surplus of trade in services thus
widened from 4.0% of GDP to 4.7% of GDP, mainly as a result of an increased
surplus in travel services. The deficit in factor income widened slightly to reach
EUR 578 million or 1.7% of GDP. There was a sharp increase in the number of
residents working abroad in 2012 due to the adverse situation on the domestic la-
bour market. The surplus in labour income thus widened to EUR 338 million. The
deficit in capital income widened by a similar amount, to 2.5% of GDP. The widen-
ing deficit in net direct investment, primarily due to the divestment activities of
Slovenian corporates in the rest of the world, contributed more than two thirds to
the deficit in factor income. The remainder of the deficit was the result of net inter-
est payments on foreign loans and income from investments in securities. The sur-
plus in current transfers narrowed from EUR 153 million in 2011 to EUR
29 million, primarily due to the higher deficit in the private transfers.
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The sharp increase in
the current account
surplus was driven by
a drop in domestic
consumption.
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Figure 11: Components of the current account

in % of GDP; 12-month moving sums
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The main factors affecting the balance of payments capital and financial account in
2012 were the banks’ continuing debt repayments to the rest of the world and the
replacement of these sources with funds via the ECB’s long-term operations. The
private sector recorded a net outflow of funds to the rest of the world in the amount
of EUR 3.5 billion, up one half on 2011. Private sector’ investments in the rest of
the world were up by EUR 865 million last year, primarily as a result of higher
claims from currency and deposits, and capital transfers. The private sector reduced
its investments in foreign securities again last year. Standing out in that regard are
the banks, which reduced their investments in short- and long-term debt securities
by almost EUR 600 million. The banks reduced their stock of loans to non-
residents again last year, by EUR 200 million. The private sector’s liabilities to the
rest of the world declined by more than EUR 2.6 billion last year, primarily as a
result of continuing debt repayments to the rest of the world and a decline in non-
residents’ portfolio investments in domestic securities. The banks reduced their
liabilities from foreign (mostly long-term) loans again in 2012, by EUR 1.3 billion.
The aforementioned sources were replaced in part by funds from the ECB’s
LTROs. The stock of non-residents’ investments in private sector securities de-
clined by EUR 1.25 billion in 2012. The main factor in this was the repayment of
maturing bonds by the domestic banks. Due to developments in the domestic bank-
ing sector, corporates actively sought financing in the rest of the world last year in
the form of trade credits and loans. The latter was particularly noteworthy at corpo-
rates linked to companies in the rest of the world (direct investment).

The significant  Net external debt rose by EUR 954 million in 2012 to stand at EUR 14.3 billion at
increase in net  the end of the year. The increase in net external debt was the result of an increase in
external debt was due  the gross external debt and a decline in gross external claims. The gross external
to additional  debt was up by EUR 390 million last year to stand at EUR 40.6 billion at the end of
borrowing by the  2012. Gross external claims amounted to EUR 26.4 billion at the end of 2012,
government and by  down EUR 564 million on the end of 2011. The main contributions to the increase
participation at the  in net external debt came from the government sector and the Bank of Slovenia, in
ECB’s LTROs.  the combined amount of more than EUR 3.2 billion, and in part from the private
sector (excluding banks). The government issued USD 2.25 billion of government
bonds last year, thereby increasing the government sector’s net external debt by
almost EUR 1.5 billion. Similar to last year, the banks reduced their net external
debt by EUR 2.7 billion, primarily as a result of the previously mentioned reduc-

tion in debt to the rest of the world.

The private sector is defined as the total economy excluding the Bank of Slovenia and the
government sector.
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Figure 12: Slovenia’s external debt
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According to ESA 95 methodology, the general government deficit narrowed by  The general

2.7 GDP percentage points in 2012 to 3.7% of GDP. Contributing to the narrowing  government deficit
of the deficit were measures set out in the Fiscal Balance Act and the continued narrowed considerably
reduction in expenditure under discretionary government control, while transac-  in 2012; measures
tions of a one-off nature were down in comparison to the previous year. General  were primarily aimed
government revenues were down 0.4% in the context of the adverse economic con-  at reducing

ditions. Inflows from corporate income tax recorded the sharpest decline due to the  expenditure.

lowering of the tax rate and an increase in tax relief amounts. Adverse develop-

ments on the labour market were seen in a year-on-year decline in revenues from

social security contributions, while revenues from personal income tax were up

slightly. Indirect tax payments were up 1.3% on the previous year, despite the fall

in private consumption, as a result of the increase in excise duties on all types of

products subject to such duties. General government expenditure was down in

2012 for the first time since the crisis period started, by 5.7%. All major categories

of expenditure, with the exception of interest payments, were down. Government

expenditure on investment was down for the fourth consecutive year. In contrast to

previous years, social transfers were also down, as were compensation of employ-

Figure 13: General government deficit and debt according to ESA95

methodology
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The general
government debt is
rising, but remains

below the euro area
average. The stock of
Slovenian government
guarantees was down.

The spreads on
Slovenian government
bonds over German
ten-year bonds were
high.

ees and intermediate consumption. The largest year-on-year decline was recorded
by capital transfers, which were particularly high in 2011 due to transactions of a
one-off nature (three major transactions of a one-off nature amounted to 1.1% of
GDP), while only the recapitalisation of NLB d.d. in the amount of 0.2% of GDP
was disclosed in 2012. In contrast, expenditure on interest increased again to reach
2.1% of GDP. Although the general government deficit narrowed significantly in
2012, it was 0.2 GDP percentage points higher than expected in the April 2012
update to the Stability Programme. According to the European Commission’s esti-
mates from February 2013, the structural deficit amounted to 3.1% of GDP, down
1.4 GDP percentage points on the previous year.

At the end of 2012, the general government debt stood at EUR 19,189 million or
54.1% of GDP. The rise in the ratio of debt to GDP was driven by the financing of
the deficit and in part due to advance borrowing for the repayment of debt principal
maturing in 2013, and owing to participation in aid to euro area countries in finan-
cial distress. Borrowing was mostly undertaken in October via the issue of ten-year
bonds on the US market in the amount of USD 2.25 billion, and via the issue of
treasury bills and the raising of long-term loans. Slovenian government guarantees
were down by nearly EUR 0.5 billion in 2012, to stand at EUR 6.5 billion or 18.3%
of GDP at the end of the year. Of the aforementioned amount, EUR 2.8 billion re-
lates to guarantees issued to DARS d.d. The decline in the stock of guarantees from
the previous year was primarily a result of maturing bank bonds issued with gov-
ernment guarantees. In October 2012, Slovenia paid up capital in the amount of
EUR 137 million to the newly established European Stability Mechanism, which
will eventually replace the European Financial Stability Facility (EFSF). The aim
of both mechanisms is to ensure the financial stability of the euro area. Slovenia
participates in the ESM via paid-up capital and in the EFSF via guarantees issued
for EFSF financial instruments. Slovenia government guarantees tied to the EFSF
amounted to EUR 1.2 billion at the end of the year, and were intended as financial
aid to Greece, Ireland and Portugal.

The spreads on Slovenian long-term government bonds over the benchmark Ger-
man bonds fell until the middle of March, as they did in other euro area periphery
countries, primarily due to non-standard measures adopted by the ECB and the
successful rescheduling of Greek debt. The spreads on Slovenian government
bonds and the bonds of certain other periphery countries gradually increased after

Figure 14: Spreads of 10-year government bonds over benchmark German
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Note: Spread is calculated as a difference between yield of 10-year government bond and the

yield of reference German bond on a daily basis and is used as a measure of country's
credit risk. In the picture, SLOREP 01/21 is used after 11. January 2011.



March, for the most part due to the deepening of the debt crisis in Italy and Spain.
In the middle of the summer, when the spreads reached their peak of around
600 basis points and the required yield was close to 7.4%, the downgrading of Slo-
venia’s long-term sovereign debt also had an impact on the high value of Slovenian
spreads. Ratings agencies downgraded Slovenia twice during the year, during the
first two months of the year and in August. The spreads on Slovenian long-term
government bonds gradually fell from the middle of August on, primarily due to
the announcement of a new non-standard measure by the ECB and the establish-
ment of the ESM. From October on, when a Slovenian long-term bond was issued
on the US market, the spreads reached a relatively stable level of close to 400 basis
points, while required yields fluctuated at around 5.5%.

In December 2012 the National Assembly unanimously passed pension reform,
which took effect on 1 January 2013. The conditions for retirement will gradually
tighten, while the medium- and long-term sustainability of public finances will
improve. The main solutions laid out in pension reform lead to an increase in the
actual retirement age. The retirement age for both genders will increase to 65,
while the right to an old-age pension may also be exercised at a lower age if a
longer retirement period is achieved: retirement is possible at the age of 60 if a 40-
year pension period without a buyout is achieved. The bonus-malus system encour-
ages workers to stay active for a longer period. Under the new law, the most fa-
vourable consecutive 24 years of insurance are taken into account in the calculation
of the pension base. Pensions are adjusted once a year, in February, whereby 60%
of the growth in the average gross wage and 40% of the average growth in con-
sumer prices, both in the previous year, are taken into account. The adjustment to
pensions may not be less than one half of the growth in consumer prices. The im-
plementation of structural reforms and the continuation of fiscal consolidation re-
main a priority for Slovenia in the future, in terms of requirements to further reduce
the general government deficit, and in terms of accessibility to and the prices of
financing on foreign markets and achieving long-term sustainable public finances.
Nevertheless, measures must be planned to minimise the impact on already weak
domestic demand.

Banking system®

At the end of the year the Slovenian banking system comprised 17 banks
(including seven subsidiary banks), three branches of foreign banks and three sav-
ings banks. The number of banks was down by two. One smaller bank under ma-
jority domestic ownership merged with another bank, while one bank under major-
ity foreign ownership ceased to operate in Slovenia. The banks accounted for
98.8% of the total assets of the Slovenian banking system. In terms of ownership
structure, the banking system comprises ten banks under majority domestic owner-
ship and seven banks under majority foreign ownership. The proportion of the
banks’ equity held by non-residents increased by 3 percentage points in 2012 to
41%.

The banking system’s total assets amounted to EUR 46.1 billion at the end of 2012,
having declined by EUR 3.1 billion or 6.3% during the year. The main factor in the
decline in total assets was the banks’ continuing repayment of debt on the whole-
sale markets. The banks made debt repayments to foreign banks and through the
repayment of bonds in the amount of EUR 3.5 billion, compared with EUR 2.9
billion in 2011. Deposits by non-banking sectors, as the most important source of
funding, were down by EUR 724 million last year, compared to an increase of
EUR 703 million in 2011. Despite recapitalisations at seven banks in the total
amount of EUR 576 million, the banking system’s equity was down by EUR 212
million in 2012 due to losses generated during the year. The banks compensated for
the decline in liabilities from issued securities and liabilities to the rest of the world
in part in the form of loans and deposits by means of long-term funding obtained
via the Eurosystem’s 3-year LTROs.

3 Unaudited data available on 13 March 2013 were used in this section.
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Pension reform was
adopted, but addi-
tional measures are
still necessary.

There were no
significant changes in
the ownership
structure of the
banking system in
2012.

The banking system’s
total assets declined by
EUR 3.1 billion in
2012 to EUR 46.1
billion.
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Loans to non-banking
sectors recorded the
sharpest decline last

year decline among the
banks’ investments.

Figure 15: Lending to non-banking sectors

year-on-year in %
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Among investments, which were down by EUR 3.3 billion relative to 2011, the
banks primarily reduced loans to non-banking sectors, while investments in securi-
ties and claims against banks were down to a lesser degree. The largest decline was
recorded by corporate loans. Loans to households were down for the first time last
year owing to a decline in consumer loans.

Loans to non-banking sectors were down at both the domestic banks and the banks
under majority foreign ownership in 2012. The stock of loans to non-banking sec-
tors declined by EUR 2.2 billion or 6.6% relative to 2011, the large domestic banks
recording the largest decline of 9.5%.

Loans were down last year as a result of lower demand and due to less affordable
loans. The downturn in economic activity resulted in lower corporate and house-
hold demand for loans. At the same time, limited access to funding on the interna-
tional financial markets forced banks to reduce their lending. The need to rational-
ise the use of their capital also forced the banks to restructure investments, as their
capital adequacy is lower on average than the capital adequacy of EU banks.

Figure 16: Interest rates on loans of more than EUR 1 million for
non-financial corporations

in %, 3-month moving averages for real interest rates
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Figure 17: Interest rates on housing loans to households

in %; 3-month moving averages for real interest rates
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Figure 18: Interest rates on household deposits of 1 to 2 years

in %; 3-month moving averages for real interest rates
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The following factors contributed to diminished demand for loans: weak domestic
and foreign demand, the situation in the construction sector, the high level of cor-
porate debt, payment indiscipline, the situation on the real estate and capital mar-
kets, and the tightening of the banks’ loan collateral standards. The deepening of
the crisis in Europe and Slovenia also resulted in an increase in funding costs,
which was seen in higher interest rates on loans.

The adverse macroeconomic situation affected the labour market. The creditworthi-
ness of households and thus their credit demand deteriorated due to unemployment
and a fall in the real value of wages. Household consumption was affected by
measures aimed at ensuring the sustainability of public finances.

High funding costs, the deterioration of the banking system’s portfolio and the ma-
turing debts of banks on the wholesale markets resulted in the reduced supply of
loans. The proportion of total funding accounted for by wholesale sources has
fallen sharply in recent years due to the limited access to foreign sources of fund-
ing. This was reflected last year at the banks under majority foreign ownership
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Table 1:  The banking system’s income statement

Amount (EUR million) Growth rate (%) Proportion of gross income (%)

2009 2010 2011 2012 2009 2010 2011 2012 2009 2010 2011 2012
Net interest 939.6  1,047.3 10175 886.2 -13 11.5 2.8 -129 65.2 70.2 70.3 56.6
Net non-interest income 500.5 4437 4293 679.7 185 -114 33 583 348 29.8 29.7 434
Gross income 1,4402 14910 14468  1,565.9 48 3.5 3.0 82 100.0 1000 1000  100.0
Operating costs 777.0 778.7 776.6 7427 -13 0.2 -0.3 44 54.0 522 534 47.1
Labour costs 23 40.5 4164 399.6 0.9 04 -1.0 -4.0 29.3 282 28.8 25.5
Net income 663.2 7124 6702 8232 129 74 59 28 46.0 4738 463 52.6
Net provisioning and inpairments 501.0 8113 12068  1,592.0 79.7 61.9 48.7 319 34.8 544 834 1017
Pre-tax profit 162.1 989 -536.5 27687 474 -161.0  -4424 433 11.3 66 -37.1 491
Taxes -39.1 2.6 94.5 21 338 -1067 35107 -76.6 27 0.2 6.5 14
Net profit 123.0 963 -442.0 271466 506 1783 -359.0 -68.9 8.5 65 305 417

Source: Bank of Slovenia.

Table 2:  Bank performance indicators

In % 2008 2009 2010 2011 2012
ROA 0.67 0.32 -0.19 -1.06 -1.59
ROE 8.15 3.87 -2.30 -12.54 -18.85
Interest margin on interest-bearing assets 221 1.98 2.14 2.13 1.93
Interest margin on total assets 2.08 1.88 2.02 2.02 1.83
Non-interest margin 0.93 1.00 0.86 0.85 14
Gross income on average assets 3.01 2.88 2.88 2.87 323

Source: Bank of Slovenia.

primarily in a reduction in liabilities to foreign banks, and also at the domestic
banks as a reduction in the proportion of funding accounted for by securities. The
deterioration in the banks’ credit portfolio had a negative impact on the ability of
the banks to ensure an appropriate level of capital adequacy, as the impairment of
investments reduced the value of the capital.

The banks  Refinancing risk remains high for Slovenian banks. The intense restructuring of the
compensated for the banks’ funding continued in 2012. Banks reduced their dependence on wholesale
decline in wholesale  funding due to the uncertain situation on the international financial markets, and
funding by means of owing to the downgrading of Slovenia and banks, which limited their access to

long-term sources  funding on the aforementioned markets. The proportion of total funding accounted
obtained from the for by liabilities to foreign banks and liabilities from securities recorded the sharp-
ECB. est decline in 2012. The banks compensated for the loss of international sources of
funding primarily by borrowing via the Eurosystem’s 3-year LTROs. The propor-
tion of total funding accounted for by LTROs was thus up by 5.1 percentage points
to stand at 8.7% or EUR 4 billion at the end of 2012. At 51.7% of the banks’ total
liabilities, deposits by non-banking sectors still represent the banks’ most important
source of funding. The stock of deposits by non-banking sectors was down 2.9% in
year-on-year terms in 2012. The stock of deposits was down in all non-banking
sectors, mostly notably in the government and corporate sectors.

The banking system  Slovenian banks were exposed to significant income risk again in 2012. Growth in
generated a loss for the  net interest income was down in 2012 due to a more significant decline in interest
third successive year  income relative to interest expenses. The banking system’s net interest income was
due to high  thus down 12.9% last year. The deteriorating quality of the credit portfolio resulted
impairment and  in high impairment and provisioning costs, which were up 31.9% on 2011. Higher
provisioning costs.  net non-interest income, which was mostly of a one-off nature, had a positive im-
pact on the operating results of the entire system. The banking system recorded a
loss after taxation of EUR 747 million, according to unaudited and unconsolidated

figures.

Growth in credit risk  Credit risk continued to rise in 2012, but at a slower pace than in 2011. The further
slowed.  deterioration in the credit portfolio was evidenced by an increase in the proportion

of non-performing claims, as measured by claims more than 90 days in arrears, by

3.2 percentage points to 14.4% of classified claims. The majority of non-
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Table 3: Ratings breakdown of classified claims and coverage of claims by
impairments and provisions

31. Dec 2010 31. Dec 2011 31. Dec 2012
Coverage of Coverage of
claims by claims by Coverage of
Classified impairments ~ Classified impairments claims by
assets Impairments (%) assets Impairments (%) Classified assets Impairments  impairments (%)

Total in EUR

- 49,766 2,420 49 49,466 3,249 6.6 47,876 4,168 8.7

million
Structure (%) Structure (%) Structure (%)

A 70.6 5.7 0.4 66.0 33 0.3 574 2.0 0.3

B 214 19.8 45 227 14.6 42 28.1 124 38

C 44 24 25.0 5.1 20.9 26.8 5.6 17.2 26.9

D 2.9 35.8 60.0 55 50.6 60.4 8.2 60.0 63.6

E 0.8 163 100.0 0.7 10.6 100.0 0.7 85 99.4
Source: Bank of Slovenia.
Note: Coverage of non-performing claims in Slovenia in the entire period was among the high-

est in euro area.

performing claims are concentrated in the sector of non-financial corporations,
where the proportion of corporates more than 90 days in arrears was up
1.3 percentage points to stand at 16%. The proportion of non-performing claims in
this client group rose by 5.5 percentage points to 24%.

Liquidity risk, as measured by the first-bucket liquidity ratio, was moderate and
lower relative to 2011. The restructuring of funding and the increase in the banks’
net borrowing from the Eurosystem resulted in a decrease in the proportion ac-
counted for by the pool of eligible collateral for Eurosystem transactions. However,
that proportion remains at a satisfactory level for the banking system overall. An
increased lack of confidence on the European interbank market affected liquidity
risk in 2012, while the diminished participation of Slovenian banks on the euro
area money market of unsecured loans and on the Slovenian interbank market had
a negative impact on liquidity management. Interest rate risk as measured by the
difference between the average repricing periods of asset and liability interest rates
increased slightly in 2012.

At 11.9% at the end of December 2012, capital adequacy on an unconsolidated Capital adequacy was
basis was up 0.3 percentage points on the end of 2011. The Tier 1 capital ratio was  at a satisfactory level.
up by 0.6 percentage points to stand at 10.2%. Nevertheless, the values of the two  Solvency risk is

ratios on a consolidated basis are below the euro area average, which increases the  nevertheless rising.
lack of confidence of foreign investors.
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The key for
subscription to the
ECB’s capital for the
Bank of Slovenia is
0.3288%.

Three-year LTROs
raised excess liquidity
to record highs and
contributed to the
temporary
improvement of
financial markets
conditions.

2  BANK OF SLOVENIA ACTIVITIES

2.1 Tasks in the scope of the ESCB

2.1.1 Institutional framework

The European Central Bank, the Eurosystem and the European Sys-
tem of Central Banks

With the introduction of the euro in Slovenia on 1 January 2007, the Bank of Slo-
venia became a part of the Eurosystem, which comprises the European Central
Bank (ECB) and the national central banks (NCBs) of the euro area countries.
Since the introduction of the euro in Slovenia, as a member of the Governing
Council of the ECB, the Governor of the Bank of Slovenia has attended meetings
of the aforementioned body, which normally take place twice a month. The Gov-
erning Council of the ECB comprises the six members of the Executive Board and
the governors of the NCBs of the euro area countries. The responsibilities of the
Governing Council of the ECB include defining the monetary policy for the Euro-
system. In 2012 the Bank of Slovenia organised a meeting of the Governing Coun-
cil of the ECB, which was held on 4 October 2012 in Brdo pri Kranju.

The Governor of the Bank of Slovenia is also a member of the General Council of
the ECB, its third decision-making body, which meets four times a year. The Gen-
eral Council comprises the President and the Vice-President of the ECB and the
governors of the NCBs of all EU Member States.

Bank of Slovenia representatives attended sessions of committees and their work-
ing groups in 2012, when meetings were conducted in the wider composition of the
European System of Central Banks (ESCB), which comprises the ECB and the
NCBs of all EU Member States, and in the narrower composition of the Eurosys-
tem. The committees support the work of ECB decision-making bodies, which can
request expert and technical advice from the committees.

The NCBs are the sole subscribers to and holders of the capital of the ECB. Pursu-
ant to the Statute of the ESCB and ECB, the NCBs’ shares in the ECB’s capital key
are weighted according to the respective Member States’ shares of the total popula-
tion and gross domestic product of the EU. The NCBs of the Member States that
have introduced the euro have paid up their entire share of the ECB’s capital,
whereas the NCBs of EU Member States that have not introduced the euro have
not paid up their entire share, but only a certain percentage of the amount that they
would have to pay up had they introduced the euro.

The Bank of Slovenia’s key for subscription to the ECB’s capital is 0.3288%. The
total amount of ECB capital paid up by the NCBs stood at EUR 7,650 million as at
27 December 2012.

2.1.2 Implementation of the Eurosystem’s monetary policy

Due to the intensification of the euro area debt crisis in the second half of 2011,
which spread to other financial markets as the inability of banks from a number of
euro area countries to access funding and due to the geographical segmentation of
trading, the Eurosystem had adopted additional non-standard monetary policy
measures in December 2011 that also had a significant impact in 2012. Most nota-
ble among these were two 3-years LTROs which, in addition to continuing the pro-
vision of liquidity with full allotment,* expanding the list of assets eligible as col-
lateral for Eurosystem credit operations and the January cut in the minimum re-
serve ratio from 2% to 1%, provided the banks sufficient liquidity with the aim of

4 Full allotment means that all counterparties receive as much liquidity as they wish pro-

vided that they have sufficient eligible collateral.



maintaining their lending to non-banking sector and ensuring the smooth function-
ing of the monetary policy transmission mechanism throughout the euro area.

The aforementioned non-standard measures resulted in a significant increase in the
excess liquidity of the European money market, which rose to over EUR 800 bil-
lion in March 2012 after the second 3-year LTRO, and triggered a fall in the unse-
cured and secured (repo) interbank money market interest rates. Excess liquidity,
which was broadly unchanged during the first half of the year, declined during the
second half of the year, primarily due to growth in autonomous items. Despite the
decline by almost EUR 200 billion, excess liquidity was still high at EUR 620 bil-
lion at the end of the year, and maintained the unsecured and secured interbank
money market interest rates low (see Figure 19).

The debt crisis intensified in the middle of the year mainly due to weak macroeco-
nomic indicators, and political and financial instability in the euro area, while the
impact of non-standard monetary policy measures from the end of 2011 began to
diminish. The inability to access market funding sources (short- and long-term and
unsecured and secured), increased the demand for Eurosystem credit operations,
which reached record highs in the third quarter. The higher level of credit opera-
tions and the downgrading countries' and banks' credit assessments resulted in a
decline in assets eligible as collateral for the aforementioned credit operations in
certain countries. In order to maintain the banks’ access to monetary policy credit
operations, the Governing Council of the ECB expanded the list of eligible assets
(see the section on collateral below). As of 11 July the ECB’s key interest rates
were cut by 25 basis points to record lows: the rates on the main refinancing opera-
tions and the marginal lending facility were cut to 0.75% and 1.50% respectively,
while the rate on the deposit facility was cut to zero.

The zero interest rate on the deposit facility equalised the yields on the deposit fa-
cility and excess reserves. Instead of transferring excess liquidity to the deposit
facility as they did in the past, the banks began leaving their excess liquidity, to a
greater extent, on accounts with central banks in the form of excess reserves. The
cut in the ECB’s interest rates also resulted in a fall in unsecured and secured inter-
bank money market interest rates. Negative interest rates started to emerge on the
secured interbank money market across all maturities after 11 July. Rates remained
negative until the end of the year, except on maturities of up to one month.

Conditions on the government debt market began to improve with announcement
of the new non-standard measure of outright purchases of government bonds on the
secondary market, known as Outright Monetary Transactions (OMT) in August. At
Figure 19: ECB and interbank money market interest rates
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the key interest rate to
0.75% as of 11 July.

The announcement of
outright monetary
transactions with
government bonds
improved the financial
market conditions.
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that time the Governing Council of the ECB ended the Securities Markets Pro-
gramme (SMP), introduced in 2010. The assurance by the Governing Council of
the ECB that the purchases will prevent a rise in the yields on government bonds
above unacceptable levels, reduced the required yield on the bonds of countries
with fiscal imbalances. Towards the end of the year, the banks also from the afore-
mentioned countries started issuing covered and uncovered bonds, while the out-
standing amount of Eurosystem credit operations fell back to the March level.

The use of monetary policy instruments is described in detail below, and their rela-
tive use in 2012 is quantified. These instruments include main refinancing opera-
tions, longer-term refinancing operations, fine-tuning operations, outright securities
purchases, minimum reserves, standing facilities and US dollars lending. The use
of collateral for monetary policy credit operations is also explained.

Open market operations: MROs, LTROs and FTOs

The Eurosystem has executed all liquidity providing open market operations as
fixed rate tender procedures with full allotment since October 2008. In the context
of full allotment, the counterparties themselves determine the level and maturity of
allotted liquidity, which are adjusted to the desired liquidity and available collat-
eral. The unwillingness of banks to lend to each other (one of the reasons for the
introduction of full allotment) increased the intermediary role of the Eurosystem
through lending to banks that did not obtain liquidity in the market and the absorp-
tion of liquidity from banks with excess liquidity. The former was accomplished
via main refinancing operations and longer-term refinancing operations, the latter
through the deposit facility and, since July, through excess reserves by leaving cash
(unremunerated) on accounts with national central banks. Fine-tuning operations
mostly played a special role, associated with outright securities purchases.

Main refinancing operations (MROs) are regular liquidity providing operations
with a typical maturity of 1 week. They are tendered weekly according to a calen-
dar announced in advance. The Eurosystem executed 52 tenders in 2012, all with
full allotment at a predetermined fixed interest rate. The average volume of the
MROs was EUR 98 billion (compared with EUR 160 billion in 2011). Slovenian
banks and savings banks borrowed between EUR 19 million to EUR 131 million
on a weekly basis via MROs, the average borrowed amount totalling EUR 58 mil-
lion.

In normal circumstances longer-term refinancing operations (LTROs) are tendered
on a monthly basis with a maturity of three months to provide banks with addi-

Table 4: Open market operations in 2012
Month 1 2 3 4 5 6 7 8 9 10 11 12 Total

Fixed-rate, full allotment liquidity providing tenders at:

- main refinancing operations 5 4 4 5 4 4 5 4 4 5 4 4 52
- longer-term refinancing operations 2.3 2,22} 2:2:2;: 222225
special term operations with a maturity of one maintenance period 1 1 1 1 1 1 1 1 1 1 1 1 12
operations with a maturity of 3 months with a fixed rate at the average rate of the MROs 1 1 1 1 1 1 1 1 1 1 1 1 12
additional operation with a maturity of 3 years ] 1 1
Variable rate tenders at fine-tuning operations: 53
liquidity absorbing operations with a maturity of 1 day 0
liquidity providing operations with a maturity of 1 day 1 1
liquidity absorbing operations with a maturity of 7 days 5 4,45 4 4 5 4 ‘ 4 ‘ 5.4, 4 52
US-dollar liquidity providing operations with a maturity of 7 days 4 5 4 4 5 4 4 5 4. 5 4 3 51
US-dollar liquidity providing operations with a maturity of 84 days 1 2 1 1 1 1 1 1 1 1 1 1 13
Covered Bond Purchase Programme 2 (CBPP2) ‘
Securities Markets Programme (SMP)

Outright Monetary Transactions (OMT)

Note: Shaded fields indicate periods when the programme was carried out. All programmes are
executed in the form of bilateral transactions.
Source: ECB.



tional longer-term refinancing. The Eurosystem continued to execute regular
monthly LTROs with a maturity of three months in 2012, with full allotment at a
fixed rate, calculated as the average of the MRO bid rates during the period of the
operation (so-called indexed rate). In addition, the Eurosystem also executed
monthly tenders of LTROs with a maturity equal to the reserve maintenance pe-
riod, with full allotment at an interest rate equal to the MRO bid rate, for the fourth
consecutive year in 2012.

A record number of counterparties participated in both 3-year LTROs, the first in
December 2011 and the second in February 2012. The amount of loans drawn was
also a record.

A total of 800 counterparties were allotted EUR 530 billion in loans in the second 3
-year LTRO. Counterparties simultaneously reduced their funding in MROs and 3-
month LTROs. An extraordinary 6-month LTRO executed in August 2011 matured
on the same day. The overall effect was an increase in liquidity of EUR 314 billion
on the settlement day of February’s 3-year LTRO. The net increase in liquidity as
the result of both 3-year LTROs was EUR 524 billion.’

The outstanding volume of the LTROs averaged EUR 1,006 billion in 2012, up
sharply from EUR 354 billion in 2011 on account of both 3-year LTROs. The ratio
between LTROs and MROs also changed significantly in 2012 in favour of LTROs:
the proportion of liquidity allotted through LTROs rose from 69% in 2011 to 91%
in 2012. A major increase in the outstanding amount of LTROs is also evident at
Slovenian banks and savings banks, whose average amount stood at EUR 3,460
million in 2012, up from EUR 514 million in 2011. Slovenian banks financed an
average of 6.7% of their total assets in this way in 2012. As a result of the 3-year
LTRO in February 2012, the outstanding amount of LTROs as at the final day of
2012 was significantly higher than the outstanding amount as at the final day of
2011. The outstanding amount at the Eurosystem level increased from EUR 704
billion to EUR 1,036 billion at the end of the year, while the outstanding amount at
Slovenian banks and savings banks increased from EUR 1,687 million to EUR
3,857 million.

Both 3-year LTROs offer the possibility of early repayment. Counterparties may
repay a part or all allotted liquidity after one year. Early repayments are possible at
the initiative of counterparties, from the end of January 2013 for the first LTRO
and from the end of February 2013 for the second LTRO, each week until the ma-
turity of both 3-year LTROs in the first quarter of 2015. A total of 278 counterpar-

Figure 20: Supply of (+) and demand for (-) Eurosystem liquidity
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For additional information on the first 3-year LTRO, please see the 2011 Annual Report.
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Figure 21: Outstanding amounts of Eurosystem monetary policy instruments,
2008 to 2012: Slovenian banks and savings banks (at month-end)
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ties repaid EUR 137 billion during the first possible early repayment period for the
first 3-year LTRO, or 28% of the associated operation.

Fine-tuning operations (FTOs) were used in two forms in 2012.

First, to offset the increased liquidity resulting from purchases of securities in the
SMP, the Eurosystem collected 1-week fixed-term deposits via weekly tenders.
Counterparties bid on the interest rate, while the bid (maximum) rate was equal to
the ECB’s key interest rate. The amount offered was equal to the cumulative
amount of securities purchases settled by that time (securities that had not yet ma-
tured), and stood at EUR 211 billion at the beginning of the year and EUR 198
billion at the end of the year. Except for the last operation of the year, the banks’
bids on fixed-term deposits exceeded the desired amount of liquidity to be ab-
sorbed at all tenders. The banks submitted counterbids that were on average 1.9
times higher than the amount offered by the Eurosystem. The marginal interest rate
at tenders was merely two basis points higher on average than the deposit facility
rate.® Slovenian banks and savings banks participated in 50 tenders at which they
bid an average of EUR 386 million, while successfully depositing an average of
EUR 199 million.

Second, in February the Eurosystem executed a bridging fine-tuning operation to
inject overnight liquidity, which was aimed at bridging the gap between the settle-
ment dates of the regular MRO and the additional 3-year LTRO.

Fine-tuning through regular tenders of overnight deposits on the last day of the
maintenance period, which the Eurosystem used in the past to counter liquidity
imbalances that arose during the maintenance period, was abolished as of January
2012 until further notice, as it did not serve its purpose during the period of excess
liquidity, i.e. it did not reduce the volatility of the Eonia on the last day of the
maintenance period.

Other open market operations: outright securities purchases

The Eurosystem implemented a second covered bond purchase programme
(CBPP2) in 2012, which was introduced in November 2011 and ended on 31 Octo-
ber 2012. The aim of the programme was to ease the funding conditions of banks
and corporates, and to encourage the banks to maintain and increase lending to

6 A basis point is one one-hundredth of a percent.



households and corporates. Covered bonds totalling EUR 16 billion of the origi-
nally planned EUR 40 billion were purchased during the aforementioned period.
The Eurosystem reduced purchases of covered bonds in April, as the demand from
other investors for such securities rose on the one hand, while supply fell on the
other hand. The latter was primarily the result of both 3-year LTROs, which pro-
vided the banks (re)financing at a relatively favourable interest rate. The number of
covered bond issues in 2012 was down one half relative to 2011 and 2010. The
decrease in issues was most notable in countries with fiscal imbalances and in
France.

The SMP was only active in purchases during the first quarter of 2012. Bonds to-
talling EUR 9 billion were purchased during this time. The Eurosystem did not
purchase any more bonds in the scope of the SMP after February due to the im-
proving confidence in the financial markets following the execution of the second
3-year LTRO. Because tensions rose again on sovereign debt market in the summer
of 2012, the Eurosystem announced a new instrument in August 2012: OMTs,
which replaced the SMP. OMTs are described in Box 1 on page 30.

Standing facilities and minimum reserves

Average daily outstanding amount of the deposit facility at the Eurosystem in-
creased for EUR 392 billion to EUR 494 billion in 2012 relative to 2011. An in-
crease in excess liquidity was the reason for the higher outstanding amount of the
deposit facility.

Until 10 July the banks transferred their excess liquidity to the deposit facility,
which was remunerated at 0.25 % up to that date; the deposit facility averaged
EUR 682 billion (see Figure 22). As of 11 July, when the interest rate on the de-
posit facility fell by 25 basis points to zero and the yields on the deposit facility
and excess reserves (which are not remunerated) were equalised, the ratio between
the deposit facility and excess reserves changed in favour of the latter. From 11
July until the end of the year the banks’ use of the deposit facility averaged
“merely” EUR 277 billion, while average excess reserves leapt to EUR 412 billion
compared to EUR 3 billion in 2011 (see Figure 22). Banks in some countries still
use the deposit facility due to the different treatment of excess reserves and the
deposit facility by regulatory bodies, and owing to automated processes to transfer
excess reserves to the deposit facility.

The use of the deposit facility by Slovenian banks averaged EUR 434 million in
2012, an increase of EUR 273 relative to 2011. The deposit facility averaged EUR

Figure 22: Excess liquidity in the euro area
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Box 1: Outright monetary transactions (OMTs)

On 2 August 2012, with the aim of ensuring the normal transmission of monetary policy and maintaining the
unity of the Eurosystem’s monetary policy, the Governing Council of the ECB announced the possibility of
using outright monetary transactions in the form of purchases of government securities on the secondary mar-
ket." The Eurosystem published the technical details of the aforementioned instrument on 6 September 2012. If
and when the Governing Council of the ECB decides to start with the purchases, the Eurosystem will buy
bonds with a shorter maturity (i.e. with a residual maturity of between one and three years). Purchases will not
be limited in advance in terms of amount.

A country must be included in the EFSF/ESM aid programme or make a request for such aid, and must fulfil
the conditions set out in the programme as a precondition for purchases in the scope of OMTs.

The Eurosystem will sterilise (i.e. withdraw) the liquidity that arises from such purchases. The total amount of
purchases will be published weekly, while purchases by individual issuing country will be published monthly.
As the investor in the securities purchased in the scope of OMTs, the Eurosystem assumes the status of creditor,
which is equivalent (pari passu) to the status of private and other investors in the aforementioned securities.

The announcement of OMTs was one of the most important factors in restoring the confidence of market par-
ticipants in the debt of countries with fiscal imbalances, and reduced the likelihood ascribed to the break-up of
the euro area by market participants. As a result, the required yield and spreads of euro area countries with the
fiscal imbalances declined (see Figure 1). The Eurosystem did not buy securities in the scope of OMTs in 2012.

Figure 1: Spreads of 10-year government bonds for countries with fiscal
imbalances over German government bonds
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! Secondary market means buying and selling between the owners of previously issued

securities. On the primary market, the issuer sells securities to the (first) owner.

826 million until 10 July. Except in very rare, occasional exceptions, the banks
stopped using the deposit facility on 13 July. The average excess reserves of Slove-
nian banks therefore shot up from EUR 6 million in 2011 to EUR 468 million in
2012.

The average use of the marginal lending facility was unchanged in the euro area in
2012 relative to 2011, at EUR 2 billion, with a daily high of EUR 16 billion, a de-
crease of EUR 1 billion relative to 2011. Slovenian banks and savings banks did
not draw on the marginal lending facility in 2012, expect in one case.

One of the non-standard monetary policy measures adopted in December 2011 was
the cut of the minimum reserve ratio from 2% to 1%, effective from the January
maintenance period, which began on 18 January 2012. The lower ratio reduced the
average reserve requirement in the euro area in 2012 by EUR 98 billion to EUR



Figure 23: Minimum reserve requirement and maintenance
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111 billion relative to 2011, and in Slovenia by EUR 204 million to EUR 219 mil-
lion EUR.

With the minimum reserve ratio cut in half, higher average excess reserves began
to appear throughout the euro area, which in 2011 amounted to between 1% and
2% of reserve requirements. In the first half of 2012, average excess reserves were
higher in Slovenia (between 6% and 7%) than in the euro area (between 4% and
5%). With the deposit facility bearing no interest, average excess reserves in the
euro area climbed to around 500% of reserve requirements, and exceeded 700% in
Slovenia (see Figure 23).

US dollar lending

The Eurosystem continued to lend US dollars to European banks in 2012. The Eu-
rosystem executes US dollar refinancing operations on the basis of eligible collat-
eral denominated in euros, at a pre-determined fixed interest rate with full allot-
ment. There were 51 US dollar refinancing operations with a maturity of seven
days in 2012, and 13 US dollar refinancing operations with a maturity of three
months. The average balance of both US dollar operations in 2012 was USD 34
billion, which was mainly due to the tightening of the conditions on the markets at
the end of 2011. Access by European banks to US dollar funding on the financial
markets improved in 2012. Thus, participation in US dollar loans offered by the
Eurosystem fell, both in terms of the amount and number of participating counter-
parties. The outstanding amount of operations of both maturities was USD 9 billion
at the end of the year. Slovenian banks and savings banks have not participated in
US dollar operations since the end of 2009.

In December 2012 the Eurosystem, together with the Bank of Canada, the Bank of
England, the Bank of Japan and the Swiss national bank, extended the swap agree-
ment with the Federal Reserve. The aforementioned agreement, which serves as the
basis for US dollar refinancing operations, was extended until 1 February 2014.
Loans in US dollars of both maturities will be available until further notice. Liquid-
ity swap lines between central banks in other foreign currencies (e.g. euros, Japa-
nese yen, pound sterling, Swiss francs and Canadian dollars), by which every cen-
tral bank can offer its counterparties loans in the aforementioned currencies, were
also available in 2012, but were not activated.
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Collateral for monetary policy operations

Through its decisions regarding eligible collateral for Eurosystem monetary policy
credit operations, the Governing Council of the ECB attempted in 2012 to balance
the banks’ need for a sufficient amount of eligible collateral for Eurosystem mone-
tary policy credit operations with the required sufficient level of protection for the
Eurosystem in the event credit operations are not repaid.

Eligible collateral, the effective limit to bank borrowing from the Eurosystem in
the fixed rate full allotment procedure, continued to be an important item in man-
aging the banks’ liquidity in 2012. Already in 2011 the alloted funds in 3-year
LTROs increased the use of collateral for Eurosystem monetary policy credit op-
erations. Together with measures to support bank lending to non-banking sector,
the Governing Council of the ECB adopted a decision on 8 December 2011 regard-
ing the possible use of additional credit claims. In 2012 it also expanded the list of
eligible debt securities:

e on | January with bank bonds quoted on accepted non-regulated markets,

e temporarily on 29 June with some types of additional asset-backed securities
with a credit rating of at least BBB-/Baa3,” and

e temporarily on 9 November with debt securities denominated in US dollars,
pound sterling and Japanese yen (the measure was previously effective from 20
October 2008 to 31 December 2010).

The Eurosystem applies risk control measures to protect against the risk of finan-
cial losses. The value of an asset accepted as collateral for Eurosystem credit op-
erations is reduced by a haircut, the amount of which depends on the credit rating,
the type of asset (e.g. government, covered or other bonds, and bank loans), the
type of interest rate (fixed or variable) and residual maturity of the asset in ques-
tion. The Eurosystem may also use other measures to protect itself against losses.

Moreover, the Governing Council of the ECB decided that banks’ should not in-
crease the amount of own-used uncovered government-guaranteed bank bonds
more than already stocked as of 3 July 2012. It also adopted a decision regarding
the eligibility of government and government-guaranteed assets that do not achieve
the credit quality threshold of BBB-/ Baa3. It thus decided that as of 6 September,
an asset issued or guaranteed by a sovereign state may remain eligible, notwith-
standing the asset’s credit rating, if the government securities of that state are eligi-
ble for outright monetary transactions (OMT; see description above) or if the gov-
ernment is included in an EU/IMF programme and fulfils the requirements thereof.

Greek government securities temporarily lost eligibility, from 28 February to
8 March, due to the downgrade of Greece to selective default, when such securities
held by the private sector received the status of default in exchange for new securi-
ties. Due to the additional collateral provided by euro area governments, the afore-
mentioned securities once again became eligible. They became ineligible again
after 25 July, when the additional collateral expired. Greek securities were included
again on the list of eligible collateral on 21 December due to the positive assess-
ment of the EU/IMF's aid programme implementation for Greece. The government
and government-guaranteed collateral of Cyprus became ineligible on 27 June
when the country was downgraded below the credit quality threshold.

Owing to the need for greater transparency of asset-backed securities, in the future
only those securities for which detailed information of the cash-flow generating
assets that serve to repay the aforementioned securities are periodically publicly
disclosed will be deemed eligible. Loan level data are published in electronic form
in a data warehouse and are available to the public through various financial data

7 For asset-backed securities a credit assessment from at least two rating agencies of AAA/

Aaa at issuance and A-/A3 over the lifetime are requested.



providers. The requirement to disclose detailed information will be introduced
gradually. The requirement for residential-mortgage backed securities and asset
backed securities backed by loans to small and medium-sized enterprises came in
force on 3 January 2013, later it will apply to commercial-mortgage backed securi-
ties and asset-backed securities where the cash flow generating assets comprise
auto loans, consumer finance loans, or leasing receivables.

In September the Eurosystem implemented a uniform valuation of eligible securi-
ties and thus streamlined the valuation process. A uniform price is daily applied to
more than 40,000 eligible securities, either in form of a price the asset achieves on
the market or, if that is not available (illiquid securities), as a price derived via a
theoretical model.

The value of eligible collateral posted to Eurosystem averaged EUR 2,448 billion
in 2012, an increase of EUR 624 billion on the previous year. Non-marketable as-
sets account for the highest proportion of assets (26%, primarily in the form of
credit claims), followed by covered bank bonds (19%), asset-backed securities
(16%) and government securities (15%).

Collateral in Bank of Slovenia credit operations

The aforementioned measures have not had a significant impact on the level of
eligible collateral held by Slovenian banks. Nevertheless, in 2012 they increased —
by using the already eligible collateral — assets posted as collateral for Bank of Slo-
venia's credit operations , via the pool of collateral at the Bank of Slovenia. The
reason for increasing the pool of collateral was an increase in borrowing at the
Bank of Slovenia via both 3-year LTROs. The banks' pool of collateral increased in
2012 from an average of EUR 3.7 billion to EUR 5.8 billion. The bank's collateral
surplus in the pool over the Bank of Slovenia’s credit operations (unused pool) was
significantly lower than the previous year, but is still considerable, as it averaged
37% for the year (compared with 84% in 2011).

The banks increased the pool of collateral at the Bank of Slovenia primarily via
government securities and credit claims (see Figure 24). The proportion of the pool
of collateral accounted for by the securities of Slovenian issuers stood at 56% at
the end of 2012, while the proportion accounted for by securities of foreign issuers
was 15%. Credit claims to domestic debtors accounted for 29% of the collateral
pool.

Figure 24: Pool of collateral at the Bank of Slovenia
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started to operate.

Eligible securities traded on the regulated market in Slovenia (i.e. on the Ljubljana
Stock Exchange) totalled 32 at the end of the year. These include Slovenian gov-
ernment bonds and treasury bills, two government-guaranteed bonds issued by
DARS, three bonds issued by Nova Ljubljanska Banka and one bond issued by
Slovenska odskodninska druzba. Also included on the Eurosystem’s single list of
eligible securities were the following bonds of Slovenian issuers traded on foreign
markets: two Slovenian government bonds, bonds issued by SID banka, and gov-
ernment-guaranteed bonds issued by Factor banka and Dezelna banka Slovenije. A
total of EUR 14 billion in assets (which of course were not owned solely by Slove-
nian banks) were included on the single list.*

Banks may use debt securities and bank loans that, in addition to other eligibility
criteria, meet the credit quality threshold as collateral for Eurosystem credit opera-
tions. Because the majority of Slovenian debtors do not have a credit rating from a
rating agency, eligible domestic financial assets held by Slovenian banks, in the
past and again in 2012, consists primarily of Slovenian government debt, debt
guaranteed by the Slovenian government or debt from the remainder of the public
sector, whose credit rating derives from Slovenia’s sovereign rating. In order to
diversify eligible domestic collateral to include debtors from the sector of Slove-
nian non-financial corporations, the banks may use the internal credit assessment
system of the Bank of Slovenia (ICAS BS) since 7 January 2013 to assess eligibil-
ity. The system is described in Box 2. The Bank of Slovenia has thus become the
sixth national central bank in the euro area with such a rating system.’

Box 2: Internal credit assessment system of the Bank of Slovenia

The Eurosystem Credit Assessment Framework (ECAF) includes rules and procedures for determining whether
a financial asset meets the credit quality threshold. The ECAF uses several eligible sources to assess financial
assets. The Internal Credit Assessment Systems (ICAS) represent one of these sources.

The ICAS BS assesses non-financial corporations established in Slovenia that have submitted correct financial
statements for at least the last two years in accordance with the Companies Act. It does not assess new compa-
nies or micro enterprises (the ICAS BS defines a micro enterprise on the basis of the following criteria: assets,
revenues and number of employees). Assessment is limited to companies to which the Slovenian banking sys-
tem’s (including savings banks) exposure exceeds EUR 500 thousand. This excludes corporates in the construc-
tion sector.

The assessment of companies is carried out in two phases:

The first phase is an assessment of the probability of default for the company in the coming year using a
statistical model, which takes into account indicators of profitability, leverage, efficiency, net cash flow,
liquidity, long-term solvency and growth. The assessment of probability of default in the first phase also
takes into account (a) the classification of the company into categories A to E on the basis of an assessment
and evaluation of the debtor’s ability to settle its liabilities to the bank at maturity (categories A to E are set
out in the Regulation on the assessment of credit risk losses of banks and savings banks; Official Gazette of
the Republic of Slovenia, Nos. 28/07, 102/08, 3/09, 29/12 and 12/13), and (b) information regarding block-
ages of company’s transaction accounts.

The second phase is an assessment of qualitative factors, such as the sector and market position of a com-
pany, management, payment discipline and the impact of the group of related parties.

The complete single list of eligible securities, which included close to 40,000 securities at
the end of 2012, is accessible at http://www.ecb.int/mopo/assets/assets/html/
index.en.html.
The list of central banks can be found at http://www.ecb.int/mopo/assets/risk/ecaf/html/
index.en.html.



2.1.3 Bank of Slovenia as a lender of last resort

Article 4 of Bank of Slovenia Act states that one of the Bank of Slovenia’s objec-
tives is to strive to ensure financial stability. On the basis of point 14 of Article 12
of the law, the Bank of Slovenia may therefore act as the lender of last resort, i.e. in
exchange for appropriate collateral it lends to a solvent bank or savings bank that
could find itself in sudden liquidity difficulties. The Bank of Slovenia did not ap-
prove any such loans in 2011.

2.1.4 Payment and settlement systems

Payment and settlement systems are a vital part of the financial infrastructure of
market economies, as their safe and efficient functioning allows for the reliable,
timely and cost-effective settlement of financial transactions, most notably transac-
tions arising in the execution of monetary policy by the central bank. Because they
contribute to the general stability and efficiency of the economy, payment and set-
tlement systems are a vital part of the economic and financial infrastructure. The
Bank of Slovenia, as the central bank, therefore acts in several roles with regard to
payment and settlement systems: it ensures the stability of individual payment sys-
tem participants, it oversees the safety and efficiency of payment and settlement
systems, and it manages a payment system that facilitates the settlement of transac-
tions in central bank money. Also of importance is its role as a catalyst and pro-
moter of the activities of market participants, with the aim of improving competi-
tion and promoting development. Notwithstanding the role in which the Bank of
Slovenia acts, its objective is to ensure transparent functioning and the clarity of its
basic guidelines for all payment and settlement system participants.

TARGET2

TARGET? is the pan-European payment system that allows the prompt settlement
of individual payments. It is operated overall by the Eurosystem, and works on a
single shared technical platform, but in formal legal terms each central bank in-
cluded in TARGET?2 operates its own national component. The Slovenian compo-
nent is called TARGET2-Slovenija.

The development of the functionality of the TARGET2 payment system continued
in 2012 within the framework of Eurosystem activities. On the basis of a new and
fully uniform TARGET? statistical framework, the platform of the system’s statisti-
cal module, which manages the database with information about payments proc-
essed in TARGET2, was upgraded. The aforementioned module provides a number
of statistical reports regarding operations in the TARGET?2 system to the national
central banks included therein, and to the ECB, which conducts the oversight of the
system. The upgrade only affected the central banks. Thus, other TARGET2 system
participants were not included in the testing of new functionalities. In 2012 the
Bank of Slovenia also participated in preparations for the next upgrade of the TAR-
GET?2 platform, which will be carried out in November 2013.

In December 2012 the Governing Council of the ECB adopted a new Guideline on
TARGET?2, which introduces a new price scheme for the TARGET2 payment sys-
tem, as well as minor changes regarding access by participants to intraday credit. In
line with changes to the aforementioned guideline, the Bank of Slovenia updated
the General conditions for participation in the TARGET2-Slovenija, which entered
into force 1 January 2013.

Due to the planned establishment of the TARGET2-Securities (T2S) technical plat-
form for securities settlement, the Eurosystem drafted a new proposal for the up-
grading of the TARGET2 payment system platform in 2012. The upgrade will in-
clude adaptations to ensure the connectivity of TARGET2 and T2S. The proposal
encompasses a range of core services that will be available to all TARGET?2 par-
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ticipants, and optional services that will be available only to participants who opt to
use them. Discussions regarding the proposal are proceeding in Slovenia in the
TARGET?2 National User Group, which functions under the aegis of the Bank of
Slovenia. TARGET2-Slovenija participants were invited to submit (legally non-
binding) letters of intent to use the aforementioned services. The Bank of Slovenia
informed the ECB accordingly.

Single Euro Payments Area (SEPA)

The basic aim of the establishment of the Single Euro Payments Area (SEPA), as a
necessary step to complete the introduction of the euro as the single currency for
non-cash payments as well, is to introduce harmonised payment instruments (credit
transfers, direct debits and payment cards), and to introduce common standards to
enable payments to be made and received using a single payment account and a
single set of basic payment instruments, under the same basic conditions, with the
same rights and obligations within the entire SEPA region. When the single euro
payments area is finally established, the distinction between payments within a
country and cross-border payments will be abolished, effective competition will be
established between payment service providers, resulting in the creation of the nec-
essary conditions for the development of new products and services, and for pay-
ment innovations. The SEPA received its final framework with the adoption of the
Regulation of the European Parliament and of the Council on the introduction of
technical requirements for credit transfers and direct debits in euros and amending
Regulation (EC) No. 924/2009, which sets 1 February 2014 as the mandatory date
for the completion of the migration of credit transfers and direct debits in euros.

In Slovenia, the establishment of the SEPA, as a banking sector project, is managed
by the Bank Association of Slovenia (BAS), which is also a member of the Euro-
pean Payments Council (EPC). The Bank of Slovenia, as part of the Eurosystem
and in its role as a catalyst for the activities of market participants, monitors and
supports the SEPA project at the national level. In this role it coordinates and
guides the activities of the banking sector in the implementation of the SEPA, pur-
suing the objectives of security and efficiency in payments in so doing.

The key to performing this role is ensuring dialogue with other SEPA stakeholders.
This dialogue also includes SEPA progress reports. A second progress report (SEPA
Project in Slovenia — Second Progress Report) modelled on ECB reports was pub-
lished in March. The Bank of Slovenia drafted the report to inform the professional
and general public of its assessment of the progress and status of the project to es-
tablish the SEPA in Slovenia, and provided all key stakeholders recommendations
for continued work.

The recommendations represent the starting point for the work of Bank of Slovenia
representatives in the SEPA project’s working bodies established under the aegis of
the BAS, in which they again played an active role in 2012 as observers at meet-
ings and in the formulation of positions, on the basis of which the Bank of Slovenia
monitors and directs activities of the Slovenian banking community in accordance
with the policy of the Eurosystem. Bank of Slovenia representatives participated in
support and working groups, where solutions are formulated for the implementa-
tion of the SEPA in Slovenia. They also participated in the work of the National
SEPA Implementation Committee, which represents a higher level of decision-
making in the structure of the SEPA project in Slovenia. In particular in this com-
mittee, the Bank of Slovenia has the opportunity to present its views and to influ-
ence key decisions adopted in the introduction of the SEPA in the domestic envi-
ronment.

The Bank of Slovenia also played an important role in 2012 in the successful mi-
gration of pension payments to SEPA credit transfers, namely in the planning phase
of the migration. During that time an inter-institutional working group was estab-
lished at the BAS specifically for that purpose. Pensions were processed for the



first time via the SEPA ICP payment system in November. With the migration of
the aforementioned segment of credit transfers, the migration of domestic credit
transfers to SEPA credit transfers at the interbank level in Slovenia was virtually
completed, one year before the legally prescribed deadline.

SEPA infrastructure management and the settlement function

The Bank of Slovenia provides a link between the systems operated by Bankart
d.o.o. for the execution of SEPA credit transfers and SEPA direct debits and the pan
-European payment systems for these payment instruments operated by EBA
Clearing. As a direct participant in pan-European payment systems, in 2012 the
Bank of Slovenia provided banks and savings banks (as indirect participants) with
cross-border reachability for bank accounts in Slovenia for SEPA credit transfers
and SEPA direct debits, thereby allowing banks and savings banks in Slovenia to
exchange SEPA credit transfers with more than 4,500 payment service providers
and to exchange SEPA direct debits with more than 3,800 payment service provid-
ers across Europe. Through this link, the Bank of Slovenia has also facilitated the
use of the SEPA cross-border direct debit instrument for budget users since Sep-
tember 2012.

In 2012 the Bank of Slovenia also acted as a settlement agent for various Slovenian
payment systems, namely the SEPA ICT, the SEPA IDD CORE, the SEPA IDD
B2B, and ATM Settlement and Card Settlement systems (all operated by Bankart
d.o.0.), the Activa Multilateral Clearing system operated by Banka Koper d.d. and
the MasterCard Multilateral Clearing system operated by MasterCard International.
This means that in the accounts of participants in these payment systems with the
Bank of Slovenia it provides for the settlement of claims and liabilities arising from
participation in the aforementioned payment systems in risk-free central bank
money.

In November 2012 the Bank of Slovenia, as a settlement agent, introduced an addi-
tional mechanism for ensuring the liquidity of participants in the aforementioned
payment systems. Under this mechanism, the Bank of Slovenia may arbitrarily, i.e.
without the specific request of a participant, grant an intraday credit to a participant
facing liquidity problems in the settlement of liabilities arising from participation
in the aforementioned payment systems. Intraday credit is collateralised by the
collateral of participant placed at the Bank of Slovenia.

TARGET2-Securities

TARGET2-Securities (T2S) is a Eurosystem project with the aim of setting up a
single technical platform for the settlement of securities transactions, to which cen-
tral securities depositories will transfer securities accounts and central banks will
transfer cash accounts. With T2S, the aim of the Eurosystem is to accelerate the
integration of fragmented and locally focused securities settlement infrastructures
in the EU and EEA, thereby increasing the efficiency and safety of cross-border
securities settlement. The decision to build T2S was taken in July 2008, with the
central banks of France, Italy, Germany and Spain responsible for its development
and operation. The Bank of Slovenia (in the area of cash accounts) and the Central
Securities Clearing Corporation - KDD (in the area of securities accounts) are re-
sponsible for Slovenia’s inclusion in T2S, and are also represented in the govern-
ance structure of T2S.

One of a key project milestones was achieved in June 2012, when 22 central secu-
rities depositories (including KDD) signed the T2S Framework Agreement with the
Eurosystem, thereby formalising the cooperation of both contracting parties. Of the
central banks outside the euro area, only the Danish central bank signed the 72S
Currency Participation Agreement, which will make the Danish krone as a T2S
currency available in 2018.

BANKA
SLOVENIIE

BANK OF SLOVENIA
EUROSYSTEM

Provision of
cross-border
reachability in the
SEPA credit transfer
and SEPA direct debit
schemes.

Provision of settlement
in risk-free central
bank money.

Introduction of an
additional mechanism
for ensuring liquidity.

Signing of the T2S
Framework
Agreement by the
KDD.



BANKA
SLOVENIJE

BANK OF SLOVENIA
EUROSYSTEM

Active dialogue
maintained within the
National T2S User
Group.

Bank of Slovenia’s
cooperation in
harmonising the
Slovenian securities
market with
international
standards.

Activities relating to
the Bank of Slovenia's
inclusion in T2S.

Provision of payment
systems oversight.

Issuing of
authorisations and
on-site examinations.

In the national environment, the Bank of Slovenia continued to manage the Na-
tional T2S User Group in 2012. The aforementioned group is a forum of relevant
stakeholders from the Slovenian securities market regarding issues relating to T2S.
The primary duties of the group are to discuss options for optimal inclusion of the
Slovenian environment in T2S, to exchange information and views on the T2S pro-
ject and to prepare comments and positions of Slovenian market in consultations
with the ESCB. Key topic in 2012 was the discussion of adaptations of the KDD to
T2S.

In addition to direct adaptations to existing securities settlement and payment sys-
tems, inclusion in T2S also requires indirect adaptations to national environments
in terms of harmonising existing national market practices with internationally es-
tablished practices and technical standards. In this context, the Bank of Slovenia
was also active in 2012 within national Market Implementation Group, which deals
with international harmonisation standards and initiatives with the goal to prepare
proposals for adaptation of the Slovenian environment to the single financial mar-
ket. Key topic in 2012 related to the preparation of the Slovenian model for the
handling of corporate actions relating to securities in accordance with the relevant
associated international standards.

In 2012, the Bank of Slovenia continued activities linked to its inclusion in T2S
with the goal to establish function of operator of T2S cash accounts, which will
allow market participants' settlement of the cash leg of securities transactions
through special cash accounts at the Bank of Slovenia. Key activities included the
identification of the impact of T2S on the Bank of Slovenia’s different business
areas, the drafting of a feasibility study for the Bank of Slovenia’s inclusion in T2S,
the establishment of project management activities, the preparation of an estimate
of required human and financial resources, the preliminary drafting of user require-
ments and the notification of Slovenian participants about planned changes in the
area of cash accounts.

Payment and settlement systems oversight

The oversight of payment and settlement systems is a central bank function. The
aim of the oversight function is to ensure safety and efficiency in payment and set-
tlement systems by monitoring, analysing and inducing changes (and by taking
action when payment and settlement systems fail to meet the prescribed require-
ments and standards), thereby contributing to ensuring systemic stability and to
mitigating systemic risk, and maintaining public confidence in these systems.

Under the Bank of Slovenia Act and the Payment Services and Systems Act, the
Bank of Slovenia is competent and responsible for the oversight of payment sys-
tems. Another basis for oversight is the Regulation on payment systems, which was
adopted on the basis of the Payment Services and Systems Act. The regulation sets
out detailed rules regarding criteria for defining an important payment system, re-
quirements for managing financial, operational and other risks in payment systems,
and reporting on the functioning of payment systems. When conducting oversight
the Bank of Slovenia also follows Eurosystem guidelines, and international stan-
dards, principles and expectations.

In 2012, in accordance with its powers and responsibilities, the Bank of Slovenia
has overseen the functioning of payment systems through analysis of the regular
and ad hoc reports that payment system operators are obliged to submit to the Bank
of Slovenia. The operators’ reports relate to the regular functioning of the payment
systems and the operations of the payment system operators, to all planned or un-
planned deviations from regular operations, and to changes in the functional con-
cepts of payment systems.

In accordance with its legal powers, in 2012 the Bank of Slovenia issued authorisa-
tions to participants in two payment systems for the amendment of payment system



rules. It also carried out two comprehensive regular on-site examinations of the
functioning and operation of payment systems, and issued the appropriate recom-
mendations for improvements.

The Bank of Slovenia also participated in the oversight of payment systems and
other arrangements in this area (payment instruments/schemes, correspondent
banking, external service providers) conducted at the Eurosystem level, and in the
establishment and implementation of common standards regarding the security of
retail payments. In the scope of the project of technical assistance for the central
banks of South-Eastern Europe under the aegis of the ECB, the Bank of Slovenia
was directly involved in the provision of advice to the National Bank of Serbia
related to the establishment of a central bank payment system oversight function.

Another important function of central banks is oversight of the design and func-
tioning of securities settlement systems with the aim of ensuring their safe, reliable
and efficient (and in part internationally integrated) functioning. This function in-
cludes the monitoring of existing and planned securities settlement systems, assess-
ing the aforementioned system compared with the objectives of the central bank
and inducing changes. Thus, the Bank of Slovenia also contributes to ensuring gen-
eral financial stability in Slovenia and to preventing the occurrence of systemic risk
on the securities market. It is important to continuously conduct examinations in
line with development in the scope of the Eurosystem and at the global level, and
in cooperation with other relevant supervisory authorities.

The Bank of Slovenia is competent and responsible for oversight of the functioning
of securities settlement systems on the basis of the Bank of Slovenia Act, while its
responsibility is further complemented by the Financial Instruments Market Act,
which empowers the Bank of Slovenia with the responsibility for conducting over-
sight of the central securities depository in respect of the systemic risk of the secu-
rities settlement system. Oversight activities are also conducted in cooperation with
the Securities Market Agency (SMA). The Bank of Slovenia is accordingly active
in identifying changes in the functioning of securities settlement systems and legis-
lative changes, in determining the impact of these changes on the functioning of
the settlement of securities transactions, and consequently on the occurrence of
new risks (financial and operational) and related risk management procedures. The
Bank of Slovenia monitored all significant changes in the functioning of the KDD
in 2012 and issued six opinions in the scope of related consultations with the SMA.

This oversight function includes also the preparation of a Eurosystem user assess-
ment regarding the compliance of the securities settlement system operated by the
KDD for use in Eurosystem credit operations. To that end, the Bank of Slovenia
prepared an assessment in 2012 of the cross-border links of the securities settle-
ment system operated by the KDD with foreign securities settlement systems oper-
ated by the central securities depositories LuxCSD, Clearstream Banking Luxem-
bourg and Clearstream Banking Frankfurt.

Supervision of payment institutions, electronic money institutions and
exchange offices

Under the Payment Services and Systems Act, the Bank of Slovenia is the compe-
tent supervisory and misdemeanours authority in connection with the functioning
of payment institutions as non-banking payment service providers. Under the same
law the Bank of Slovenia is responsible for issuing authorisations to business enti-
ties to provide payment services.

In accordance with legal requirements, the Bank of Slovenia publishes and updates
registers of payment institutions and electronic money institutions on its website.
These registers are centralised databases of payment institutions and electronic
money institutions to which the Bank of Slovenia has issued authorisation. The
aforementioned databases are accessible to the public free of charge. On the web-
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site the Bank of Slovenia administers and updates lists of payment institutions and
electronic money institutions in the countries of the European Economic Area that
may provide payment services in Slovenia via a branch, via an agent or directly, on
the basis of notification of the Bank of Slovenia by the competent supervisory au-
thority of the home country (notification of payment institutions and electronic
money institutions). There were 37 new notifications relating to payment institu-
tions in 2012, and 12 notifications relating to electronic money institutions.

In 2012 the Bank of Slovenia conducted two on-site examinations of the operations
of hybrid payment institutions to check whether the subject of supervision had
been meeting the statutory and regulatory requirements throughout its operation. If
the Bank of Slovenia identifies breaches of regulations during the course of super-
vision, it imposes the appropriate supervisory measures.

Under the Payment Services and Systems Act, the Bank of Slovenia is also compe-
tent and responsible for issuing authorisations to issue electronic money and for the
oversight of electronic money institutions. Although it did not receive any requests
in 2012 for the issue of authorisation to issue electronic money as an electronic
money institution, the Bank of Slovenia carefully monitors developments in the
market and business models that could entail the issuance of electronic money.

Under the Foreign Exchange Act, the Bank of Slovenia is competent and responsi-
ble for issuing authorisation to provide currency exchange services, and for super-
vising the operations of non-banking entities that provide currency exchange ser-
vices (currency exchange offices). Supervisory activities include on-site examina-
tions of currency exchange offices at the point of exchange, and off-site supervi-
sion via reports on operations submitted semi-annually to the Bank of Slovenia by
individual currency exchange offices.

The Bank of Slovenia performed on-site examinations in 2012 of nearly all cur-
rency exchanges offices with Bank of Slovenia authorisation. It also issued authori-
sation to provide currency exchange services to three currency exchanges offices
and revoked the authorisation of another in 2012.

The Bank of Slovenia also publishes on its website a list of currency exchange of-
fices with Bank of Slovenia authorisation to provide currency exchange services,
including the associated points of exchange. There were a total of 27 currency ex-
change offices with 35 points of exchange at the end of 2012.

Statistics for payment systems operated by the Bank of Slovenia

The Bank of Slovenia operates the TARGET2-Slovenija payment system for the
settlement of high-value and urgent payments in euros.

In 2012 there were 587,719 transactions settled between participants in the TAR-
GET2-Slovenija payment system with a total value of EUR 642,288.66 million, a
decline of 9.04% in the volume of transactions and an increase of 28.21% in the
value of transactions compared to 2011. The increase in the value of transactions in
2012 was (indirectly) the result of the ECB’s decision to offer 3-year LTROs on 29
February 2012. TARGET2-Slovenia participants obtained additional liquid assets
via the aforementioned 3-year LTROs, which they did not (to a large extent) place
in long-term investments, but rather daily in the deposit facility (primarily and for
the most part until 11 July, when the ECB interest rate on the deposit facility de-
creased to 0.00%). Decrease in the number of transactions was primarily the result
of the lower volume of payments made by payment service users via the TAR-
GET2-Slovenia payment system.

A total of 271,480 incoming cross-border transactions with a total value of EUR
69,552.87 million were settled between participants in the TARGET2-Slovenija
payment system and participants in other national components of the TARGET2



BANKA
SLOVENITE
BANK OF SLOVENIA

EUROSYSTEM

Figure 25: Number and value of transactions via the TARGET2-Slovenija
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payment system in 2012, an increase of 24.60% in the volume and a decline of
25.12% in value terms compared to 2011, while there were a total of 125,522 out-
going cross-border transactions with a total value of EUR 71,258.14 million, a de-
cline of 6.90% in the volume and 23.81% in value terms compared to 2011. The
major changes compared with 2011 were primarily linked to movement in the vol-
ume of (net) interbank payments.

2.1.5 Joint management of the ECB’s foreign reserves

Upon the introduction of the euro on 1 January 2007, the Bank of Slovenia trans-
ferred a portion of its foreign currency assets in US dollars and gold to the ECB.
The main purpose of the international monetary reserves is to ensure adequate li-
quidity for ECB interventions on the currency market. All euro area central banks
have contributed their shares to the ECB’s foreign reserves, which they manage
jointly with the ECB. Since 1 January 2007 the Bank of Slovenia and the Central
Bank of Luxembourg have jointly managed their share of the ECB’s international
monetary reserves. In addition to the international monetary reserves transferred to
the ECB, the Bank of Slovenia also holds a portion of its investments in foreign
currency in case the ECB calls for additional monetary reserves, which is in accor-
dance with Article 30 of the Protocol on the Statute of the European System of
Central Banks and the European Central Bank (see also Section 2.2.3).

2.1.6 Cash operations

A net total of EUR 1.42 billion of cash had been released into circulation via the  Since the introduction
Bank of Slovenia by the end of 2012, of which banknotes accounted for EUR 1.37  of the euro in 2007, the
billion (134.57 million banknotes) and coins for EUR 50.21 million (183.71 mil- Bank of Slovenia has
lion coins).'’ In terms of quantity, the EUR 20 note was the most heavily issued issued a net total of
(152.85 million banknotes), followed by the EUR 10 note (26.78 million bank- EUR 1.42 billion in
notes) and the EUR 500 note (1.09 million banknotes). In the case of all other de-  cash.

nominations (EUR 200, EUR 100, EUR 50 and EUR 5), there was a negative net

issuance (i.e. the number of banknotes issued was lower than the number returned

to the Bank of Slovenia). The coins that were issued most heavily in terms of net

quantity were the 1-cent (48.91 million coins) and 2-cent (37.76 million coins),

10 Figure 26 illustrates the breakdown of euro banknotes in circulation in terms of quantity,

while Figure 27 illustrates the breakdown in terms of value.



BANKA.
SLOVENIJE

BANK OF SLOVENIA
EUROSYSTEM

Commemorative coins
issued in 2012.

Figure 26: Quantitative breakdown of net issued euro banknotes
160 A
140 -
120 A

100 1

D e
(=] S
! L

N
(=]
L

in million banknotes

(3]
S
!

0 T —
-20 1 l
500 200 100 50 20 10 5
denomination (in EUR)

Source: Bank of Slovenia.

Figure 27: Value breakdown of net issued euro banknotes
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while the lowest net quantity of issued coins was recorded by the 1-euro (6.58 mil-
lion coins).

The Bank of Slovenia organised the issuance, distribution and storage of general
circulation and commemorative coins for the Republic of Slovenia.

In January 2012 the Bank of Slovenia issued into circulation one million 2-euro
commemorative coins to mark the 10th anniversary of euro cash. Collector coins
issued by Slovenia were made available for sale and issued into circulation by the
Bank of Slovenia to mark the European Capital of Culture — Maribor 2012 event
(2,500 gold coins and 3,500 silver coins), and to mark the 100th anniversary of the
first Olympic medal received by a Slovene as a member of the Austro-Hungarian
team (2,500 gold coins, 3,500 silver coins and 300,000 bi-coloured 3-euro coins).

For the collector market the Bank of Slovenia also issued a collection of euro coins
minted in 2012, a card with a 2-euro commemorative coin and a card with a 3-euro
collector coin.



As at 31 December 2012 there were still 46.74 million tolar banknotes in circula-
tion (worth SIT 7.73 billion), 444.87 million tolar coins (worth SIT 2.16 billion)
and 20.92 million payment notes (worth SIT 404.14 million). Compared with cir-
culation at the end of 2005, 58.71% of the tolar banknotes have been returned from
circulation (96.38% of the total value of the tolar banknotes), while 13.65% of the
tolar coins have been returned (37.72% of the total value of the tolar coins).

The payment notes and tolar banknotes are exchangeable at Bank of Slovenia
counters with no time limit, while coins must be exchanged by 31 December 2016.

A total of 2,874 treasury receipts and outlays of euro cash (2011: 5,301) and 3,053
incoming and outgoing payments of cash for the needs of government bodies were
made in 2011 (2011: 3,967), while there were 3,090 exchanges of tolar banknotes
and coins (2011: 3,863).

The Bank of Slovenia cash processing unit sorted 38.51 million banknotes and
coins (2011: 37.19 million), comprising 38.44 million banknotes and 75,850 coins
(2011: 36.77 million banknotes and 0.42 million coins). A total of 17.29 million
euro banknotes (compared with 11.09 million banknotes in 2011) were taken out of
circulation and destroyed in order to maintain an appropriate quality for banknotes
in circulation.

Euro cash was supplied through the Bank of Slovenia’s banknote depots at five
commercial banks, whose operations were coordinated by the Bank of Slovenia on
a daily basis.

The expert committee for testing, verifying and setting up machines for sorting
euro banknotes and coins, which is composed of employees of the Bank of Slove-
nia and the Ministry of the Interior, conducted 46 monitoring tests in 2012 in line
with their powers to verify that banknote-sorting machines at commercial banks
were working accurately and properly. The Bank of Slovenia drew up a timetable
for the testing on the basis of data (number and type of sorting systems) obtained
from cash handlers. It was taken into account that in Slovenia the majority of ac-
tivities in connection with the fitness and authenticity of euro banknotes are carried
out at the five Bank of Slovenia banknote depots (NLB, NKBM, Banka Celje,
Gorenjska banka and Banka Koper), where most testing was also conducted. All
the tests were successful in 2012.

On the basis of Regulation 1210/2010/EU, the Bank of Slovenia issued the Regula-
tion on the rules of reporting in accordance with Regulation 1210/2010/EU and on
the fees for the procedure of returning and replacing euro coins unfit for circula-
tion, thereby setting out detailed rules for reporting and the amount of the fee that
the relevant parties are obliged to pay for services associated with the procedure of
returning and replacing euro coins unfit for circulation. In conjunction with the
government, the Bank of Slovenia also drafted a decree on the implementation of
Regulation 1210/2010/EU defining the misdemeanours resulting from breaches of
the aforementioned regulation and the competent authority for supervising the im-
plementation of the regulation. In accordance with the aforementioned decree, an
expert committee carried out monitoring tests of coin-sorting machines for the first
time in 2012. Both machines were tested successfully.

According to figures of the National Analytical Centre (NAC) and the Coin Na-
tional Analytical Centre (CNAC), 2,362 counterfeit euro banknotes and 1,956 euro
coins were identified in 2012, compared with 1,174, euro banknotes and 1,459
EUR coins in 2011."" The numbers of counterfeit euro banknotes and euro coins
identified in Slovenia thus increased, by 101.2% and 34.1% respectively in 2012.
The value of the counterfeits identified in 2012 was EUR 338,236, compared with
EUR 92,543 in 2011. EUR 50 notes accounted for the largest proportion of coun-
terfeit banknotes in terms of quantity (45.9%), while 2-euro coins accounted for the
largest proportion of counterfeit coins (55.9%). The number of euro counterfeits

1 Figure 28 illustrates the breakdown of counterfeit euro banknotes in terms of quantity.
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Figure 28: Counterfeit euro banknotes discovered in Slovenia
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identified in Slovenia does not currently represent a problem. Eurosystem data in
this area ranks Slovenia in the bottom half of countries in terms of the amount of
counterfeit cash withdrawn from circulation per 1,000 inhabitants (1.15 counter-
feits).

There were 321 foreign currency counterfeits identified in 2012 (US dollars, Swiss
francs, pound sterling and Australian dollars), compared with 639 in 2011. The
quality of foreign currency counterfeits has improved over time, making it more
difficult for users to identify them, particularly US dollar counterfeits.

Under Regulation (EC) No. 1338/2001, the NAC and CNAC are responsible for
issuing expert opinions on the authenticity of euro banknotes and coins respec-
tively. These agencies operate under the aegis of the Centre for Forensic Investiga-
tion (CFI) at the Ministry of the Interior. Supervision of the activities of the afore-
mentioned centres, in connection with the work of the Counterfeit Monitoring Sys-
tem at the ECB, is carried out at the Bank of Slovenia by the National Counterfeit
Centre (NCC). The NCC is actively involved in a system of data and information
exchange on counterfeiting with the ECB’s Counterfeit Analysis Centre (CAC),
other national counterfeit centres and the European Technical and Scientific Centre
for the analysis of euro banknotes.

2.1.7 Statistical system

The Bank of Slovenia is responsible for the implementation of statistical processes
in monetary and financial statistics, external statistics and the statistics of the na-
tional financial accounts. This entails the collection and processing of data, its dis-
semination to users and/or the publication of aggregated data. The Bank of Slove-
nia also carries out certain tasks with regard to other statistics, in particular general
economic and government finance statistics.

The implementation of statistical functions is based on membership in the ESCB in
accordance with the Statute of the ESCB and of the ECB, on the tasks of the statis-
tical research programme under the National Statistics Act, and on other authorisa-
tions.

The purpose of the Bank of Slovenia’s statistical activities is to inform the domes-
tic and foreign public of the financial and macroeconomic trends in Slovenia, and
also provide data support for the realisation of objectives related to price stability,



economic policy and the financial stability of the Slovenian economy within the
framework of the EMU.

The Bank of Slovenia is cooperating with international organisations and institu-
tions, particularly the ECB, the IMF, Eurostat, the World Bank, the BIS and the
OECD on the development of statistical requirements, methodologies and stan-
dards. Bank of Slovenia representatives participate in the ESCB’s Statistics Com-
mittee and the working groups for external statistics, general economic statistics,
general government statistics, monetary and financial statistics, euro area (national)
accounts, statistics on securities and statistical information systems, and also on
occasional task forces. In 2012 a Bank of Slovenia representative began a two year
term as the head of the Joint Expert Group on Reconciliation (JEGR) under the
auspices of the ECB and EBA (European Banking Authority). The organisation of
the Financial Statistics Department is aligned with the need to cooperate within the
ESCB.

Bank of Slovenia representatives also attend regular meetings of the relevant Euro-
stat working groups and regular plenary sessions of the Committee on Monetary,
Financial and Balance of Payments Statistics (CMFB).

The most notable form of cooperation with national statistical institutions is with
the Ministry of Finance and the Statistical Office of the Republic of Slovenia
(SORS), based on a Memorandum of Understanding in the area of macroeconomic
and financial statistics, signed in 2004 and last updated in 2009. The MoU applies
to the coordination of powers and responsibilities because of the increased burden
of statistical requirements and interdependence of particular statistics, thereby eas-
ing compliance with international statistical requirements. At the international
level, the MoU represents an example of best practices.

The MoU sets out the responsibilities of the signatories and the way of their coop-
eration in the provision of Slovenian macroeconomic and financial statistics to the
European Commission (Eurostat), ECFIN, the ECB and the OECD. The MoU also
covers cooperation in maintaining the register of standard classification of institu-
tional sectors, as a particularly important statistical infrastructure for the provision
of coherent macroeconomic and financial statistics. The official sector classifica-
tion is managed by the Agency for Public Legal Records and Related Services
(AJPES) as part of the Business Register of Slovenia.

The basic data sources for the Bank of Slovenia for the comprehensive and com-
plex sets of financial accounts, and monetary, financial and external statistics are
direct and indirect reports from financial institutions and non-financial corporations
and data on merchandise trade; the latter prepared by the SORS in conjunction with
the Customs Administration. The Bank of Slovenia also collects, compiles and/or
publishes statistics on payment instruments and financial markets, and general eco-
nomic and government finance statistics.

The Bank of Slovenia compiles annual and quarterly financial accounts. The pri-
mary source for compiling Slovenia’s financial accounts are the quarterly reports of
individual institutional units (non-financial corporations, financial corporations and
government units) intended for financial account statistics, which are collected by
the AJPES for the Bank of Slovenia.

Aggregate quarterly financial accounts statistics were submitted to the ECB in
2012 in accordance with Guideline ECB/2005/13, while aggregates of quarterly
financial accounts for the government sector were submitted to the ECB and Euro-
stat in accordance with Regulation (EC) No. 501/2004. Aggregates of annual finan-
cial accounts were submitted to Eurostat in accordance with Regulation (EC) No.
2223/96.

The publication Financial Accounts of Slovenia 20062011 was released in July
2012, and alongside tables of financial accounts and the compilation methodology
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it also contained analysis of financial accounts data in individual sectors and a
comparison with the euro area. Annual and quarterly financial accounts data and
quarterly information from the Financial Accounts of Slovenia were published on
the Bank of Slovenia’s website.

The introduction of an amended national accounting system (ESA 2010) also took
place, concerning methodological changes and changes in institutional sectors and
financial instruments.

The comprehensive production of monthly, quarterly and annual monetary and
financial statistics continued in 2012 in accordance with the methodological re-
quirements of the ECB, the OECD and the IMF, and the internal needs of the Bank
of Slovenia. In addition to the balance sheet and interest rate statistics of monetary
financial institutions (MFIs), the data pursuant to Regulations ECB/2001/18 and
ECB/2008/32 and Guideline ECB/2007/9 also includes data on non-monetary fi-
nancial intermediaries, securities and payment systems, and structural data from
the banking system.

New quarterly reporting by leasing companies was prepared in 2012 in cooperation
with the Bank Association of Slovenia. Multipurpose reporting for the needs of
financial stability, financial accounts statistics and the needs of the ECB began with
figures for the final quarter of 2012.

In 2012 the Bank of Slovenia continued its activities to introduce multipurpose
reporting of data in the subsector of insurance corporations and pension funds
(S.125) in conjunction with the Insurance Supervision Agency (ISA), the Slovenian
Insurance Association (SIA) and the ECB.

Comprehensive balance of payments and international investment position data,
including external debt, FDI figures and international monetary reserves, was pro-
duced regularly in 2012.

Following the receipt of the final merchandise trade figures for 2011, figures from
2007, inclusive, were audited in the scope of a regular audit. The SORS audited
merchandise trade figures for the period 2009-2011. The part of merchandise trade
carried out by companies not registered in Slovenia was audited.

The Bank of Slovenia assessed household assets in the form of real estate held in
the rest of the world during an audit of international investment position data. Data
were audited for the period from 2007, inclusive. The basic source for estimating
the number of real estate properties in the rest of the world owned by Slovenian
residents is the Household Budget Survey conducted by the Statistical Office of the
Republic of Slovenia. Figures are available for the period 2006-2010. According to
the survey figures, residents of Slovenia owned 8,166 residential properties in the
rest of the world in 2006, and 11,113 in 2010.

Other changes arising from the revision of external statistics relate to the system
for assessing cash balances and household deposits, the valuation of government
bonds and the inclusion of data on the purchase of fuel made by foreign carriers at
service stations in Slovenia.

The liquidity of government bonds listed on the Ljubljana Stock Exchange is poor,
thus bond prices are not updated or are non-existent. Because the market values of
government bonds were down sharply in the final quarter of 2011 and this was not
reflected in share prices on the Ljubljana Stock Exchange, share prices from the
MTS, which facilitate the more realistic market valuation of bonds, have been used
since the end of 2011 to value bonds registered with the KDD.

Since 2007 the balance of foreign currency held by domestic households is esti-
mated to be at the level achieved prior to entry to the Economic and Monetary Un-
ion at the end of 2006 (EUR million 2,948.6), as in the monetary union it is no



longer possible to trace the placement of mostly euro cash, which derives from
current account transactions in the banking system or from the conversion to other
forms of assets.

The publication Direct Investment 2011 was released in November 2012 with de-
tailed data regarding the origin of foreign direct investment in Slovenia and its inte-
gration into the Slovenian economy. The publication also includes figures and a
brief analysis of Slovenian outward direct investment, as well as figures for the
operations of companies in the rest of the world in which Slovenian investors hold
a direct or indirect controlling stake (Foreign Affiliates Statistics — FATS).

In the autumn of 2012 the Bank of Slovenia conducted its second survey of corpo-
rate access to financing, comparable to the survey conducted by the ECB on a sam-
ple of SMEs in larger euro area countries every half-year since 2009 (the data is
available in the ECB’s Statistical Data Warchouse [SDW]). The ECB and the Euro-
pean Commission conduct such surveys in all European countries every two years
since 2009, although the number of respondents in Slovenia is small, at just 100.

The Bank of Slovenia also sends the ECB certain data in the areas of fiscal and
general economic statistics, such as data for the Maastricht economic criteria on
long-term interest rates, the general government budget position, the general gov-
ernment debt and the HICP, other figures from the national accounts statistics, la-
bour statistics, and data on the excessive deficit procedure. This data is compiled
by the SORS and the Ministry of Finance in accordance with the aforementioned
MoU.

The Bank of Slovenia releases key macroeconomic data on Slovenia on its website
in accordance with the IMF’s Special Statistical Data Dissemination Standards.
These standards require the regular publication of methodologically sound macro-
economic figures according to an advance release calendar. The Ministry of Fi-
nance and the SORS also contribute relevant data for publication in accordance
with these standards.

The key financial and macroeconomic data for Slovenia is published in a monthly
bulletin and in annual publications on direct investments and financial accounts.
Since 2011 the Bank of Slovenia bulletin is no longer released in printed form. All
statistical publications, extended data series from the bulletin and certain other im-
portant data are also available on the Bank of Slovenia’s website. In addition to
domestic recipients, the more important direct recipients of the statistical data are
the ECB, Eurostat, the IMF, the OECD and the BIS.

In 2012 the Bank of Slovenia provided expert assistance in the area of statistics to
the central bank of Albania. The professional delegation that visited the Bank of
Slovenia received a presentation on the multipurpose reporting system of financial
institutions.

2.1.8 Information system

Article 55 of the Bank of Slovenia Act (Official Gazette of the Republic of Slove-
nia, No. 72/06 [official consolidated version]) stipulates that as of the day that Slo-
venia joined the European Union, the Bank of Slovenia is to cooperate with the
ECB in accordance with the Statute of the ESCB and of the ECB in respect of the
recording, collection, processing and disclosure of data and information relevant to
the performance of its functions.

The Bank of Slovenia is technically linked to the information system of the ECB
and ESCB via the ESCB physical network infrastructure system,'” the ESCB appli-
cation network infrastructure system,'® the ESCB’s system for the secure exchange
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of email'* and via a teleconferencing system. Infrastructure equipment is situated at
primary and backup locations at the Bank of Slovenia.

The link to the ECB is provided using the ESCB physical network infrastructure
system. It is a high-availability secure private network that links the individual
NCBs with the ECB. The ECB is responsible for the system administration of this
network, including equipment installed on-site at the NCBs.

The ESCB’s application network infrastructure system forms part of the infrastruc-
ture used to link the NCBs with the ECB. It comprises several special purpose
servers, firewalls, network switches, etc. All equipment is duplicated to ensure a
high level of availability. Some of the equipment is at the Bank of Slovenia’s
backup computer centre, which allows the link to the ECB to be maintained with-
out disruption in the event of a total disaster at the Bank of Slovenia’s primary
computer centre. All of the equipment of this network that is located at Bank of
Slovenia sites falls under its administrative domain.

The aforementioned infrastructure equipment must be upgraded regularly with
regard to technological advances, increases in the quantity of data and the in-
creased requirements of commercial users. In 2012 we introduced TLS (Transport
Layer Security) encryption on the external email server. The ESCB-Net system for
the secure exchange of email between the ECB and the NCBs uses a CoreNet net-
work, which itself ensures data encryption. TLS-encrypted email, which is trans-
mitted over the internet, was established as a backup in the event of the complete
inoperability of the CoreNet network. Service Pack 8 was installed in the EXDI
production system, and additional security patches installed for the ESCB-Net sys-
tem. All required patches to the ESCB-Net and EXDI systems were installed dur-
ing the year. A TLS link was established with the Croatian National Bank in De-
cember.

A number of applications via which data is exchanged between the NCBs and the
ECB and ESCB run on the aforementioned infrastructure. Activities continued in
the ESCB system in 2012 to ensure the provision of application support for the
implementation of crisis measures. The Bank of Slovenia was therefore obliged to
modify and provide application support, most notably in support of the eligibility
criteria of financial assets. It also provided application support during the establish-
ment of a joint centre for the valuation of financial assets.

It upgraded the monthly and daily report for the needs of recording data regarding
new, second series of euro banknotes. Preparations and adjustments were also re-
quired in the exchange of different statistical data, both in terms of content and
technological solutions.

The Bank of Slovenia participated in three major, associated projects in the area of
information security. An infrastructure was established for the centralised manage-
ment of user accounts and access rights in the scope of the IAM (Identity and Ac-
cess Management) project. The ESCB-PKI project is being implemented in parallel
to increase the level of confidence in electronic identities. A certification authority
for digital certificates that will be recognised in the ESCB environment is being
established in the scope of the aforementioned project. Digital certificates will be
used by ESCB user accounts as an authentication mechanism when logging into
ESCB applications. The aim of the third, Secure ESCB Email (SEE) project is to
increase the security of content exchanged in the ESCB email system by using an
encryption mechanism and electronic signature that is based on digital certificates
recognised at the ESCB level.

14 ESCBMail.



2.2 Other tasks

2.2.1 Systemic measures and activities relating to banking
supervision and ensuring financial stability

The Bank of Slovenia continually and systematically warns the management
boards of banks about the danger involved in the excessive assumption of risks to
which the banks are exposed in their operations. As evident below, the adoption of
systemic measures contributed to maintaining high lending growth prior to the out-
break of the crisis. At the same time, the Bank of Slovenia warned the banks in
numerous letters, which took the form of mandatory instructions, that they must
establish an appropriate risk management system and maintain the requisite
amount of capital to cover all types of risks. Following the outbreak of the financial
crisis, the Bank of Slovenia adopted measures that contributed to the easing of as-
sociated consequences. In addition to the measures and activities that the Bank of
Slovenia adopted in 2012 to ensure stability and mitigate the effects of the crisis,
the measures and activities adopted by the Bank of Slovenia since 2004 are pre-
sented in Box 3, listed by year.

Measures and activities to maintain financial stability in 2012

In February the Bank of Slovenia adopted amendments to the internal capital ade-
quacy assessment process (ICAAP) guidelines, such that increased profitability
risk arising from liability interest rates will require additional capital in the scope
of the ICAAP for a period of one year in advance. The measure reduces the banks’
exposure to profitability risk by encouraging greater prudence in setting the level
of liability interest rates, which also has a positive impact on the level of lending
rates in the economy overall.

By amending the Regulation on the calculation of capital requirements for credit
risk under the standardised approach and the Regulation on the calculation of capi-
tal requirements for credit risk under the internal ratings-based approach in March,
the Bank of Slovenia amended the definitions of past due items and significant
credit exposure in arrears in connection with the definition of default for the pur-
pose of calculating capital requirements for credit risk. A loan obligation in arrears
is significant at the latest when it exceeds 2% of the open exposure or EUR 50,000
for more than 90 days, but is at least EUR 200 (previously EUR 1,000 EUR for
corporate clients and EUR 100 for retail clients). By amending the Guidelines for
implementing the regulation on the assessment of credit risk, the same definition
was introduced in April for the purpose of identifying clients in default in the scope
of reporting banks’ exposures to individual clients. Reporting by the banks was
also supplemented to include reporting on the amount of an exposure where a cli-
ent is more than 90 days in arrears. With the aforementioned amendments, the defi-
nition of clients in default is more comparable with the definition applied by other
euro area countries.

By amending the Regulation on the minimum requirements for ensuring an ade-
quate liquidity position at banks and savings banks in April, the Bank of Slovenia
amended conditions regarding the inclusion of credit lines and the undrawn portion
of loans, such that the aforementioned instruments are not included in the calcula-
tion of liquidity to their full amount, but gradually up to the amount of 50% of their
value. The measure is aimed at reducing exposure to liquidity risk due to the per-
sistent adverse situation on the financial markets, while bringing these sources of
liquidity more in line with the requirements of the LCR liquidity standard.

With the aim of reducing the proportion of non-performing investments in the
banks’ balance sheets, which is rising due to protracted collection procedures, and
with the aim of accelerating the process of redeeming real estate collateral, the
Regulation on the assessment of credit risk losses of banks and savings banks was
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amended in April, such that the banks will be forced to write off financial assets
measured at amortised cost which, during the collection process, they assess will
not be recovered and which meet the conditions for derecognition from the finan-
cial statement according to the IFRS. The aforementioned financial assets must be
accounted for off-balance-sheet until the legal basis is secured for the conclusion of
collection proceedings. This measure will reduce the proportion of non-performing
investments by slightly less than 1 percentage point.

In the context of a growing lack of liquidity, a decision was made to improve the
internally developed system for determining corporate credit ratings in such a way
that it will meet all requirements prescribed by the ECB for an internal model used
to assess the credit quality of assets eligible as collateral in regular operations for
obtaining liquidity via the ECB. The model was successfully updated and approved
by the ECB in November 2012. Assuming no change in other conditions, the use of
this model will increase the banks’ potential to obtain liquidity via the ECB in
2013.

In addition to systemic measures relating to supervision and maintaining stability,
the Bank of Slovenia and the Bank Association of Slovenia have been coordinating
their activities since the middle of 2012 to improve operating conditions for the
real sector, whose over indebtedness in the context of weak economic activities
represents one of the major reasons for the deteriorating operations of the banks:

e an amendment was made to the Banking Act, which does not require banks to
submit a takeover bid in the event of the acquisition of a capital investment in a
corporate restructuring process for a period of two years after acquisition;

e proposals were drawn up in connection with the requisite changes in insolvency
legislation; and

e solutions were formulated in connection with the conversion of banks’ claims
into corporate capital and in connection with the valuation and effective man-
agement of capital investments obtained as such (valuation at historical cost or
fair value, as a rule using the valuation technique set out in the IFRS, and the
transfer of investments to a special purpose vehicle (SPV), whereby the man-
agement of these investments is left to professionally qualified personnel).

Here, in conjunction with representatives of the Bank Association of Slovenia,
creditor banks and the Chamber of Commerce and Industry, the Bank of Slovenia
is also coordinating activities to reach agreement over acceptable terms for opera-
tional, financial and ownership restructuring to improve the financial position of
corporates, to increase their ability to repay debts and to reduce the requirement for
additional impairments and capital in the Slovenian banking system. This should
stimulate a gradual economic recovery, thereby ending the feedback of negative
economic growth into a contraction in lending activity and an increase in credit
risk.

The above described review only includes key systemic supervisory measures and
the measures for ensuring financial stability that applied to the entire banking sys-
tem. There were also numerous supervisory measures that were aimed at eliminat-
ing deficiencies and breaches at specific banks and indirectly affected the stability
of the banking system.

Box 3: Chronology of the Bank of Slovenia’s activities in the period 2004
to 2011

Back in 2004 the Bank of Slovenia began to draw attention to the importance of the internal capital adequacy
assessment process, and required the gradual establishment of the aforementioned practice until the transition
to Basel II. The aim was to assess current and future capital requirements to ensure an appropriate level of capi-
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tal adequacy, even in the unfavourable market conditions. The objective was to cover the risks assumed by a
bank in its operations with sufficient capital, taking into account operations and risks in the future as well. It
was emphasised that capital management has to take into account the risks and returns associated with instru-
ments and banking activities, including in terms of strategic decisions regarding a bank’s risk profile.

e 2005

At the beginning of 2005 the Bank of Slovenia again called attention to the importance of managing capital, as
in that way the management boards of banks increase public confidence in the security and stability of banks. It
was expected that the banks would set appropriate capital requirement levels taking into account the risks that
they assume, which could lead to a capital adequacy ratio well above the legally prescribed minimum. To that
end, the banks were warned about the rapid growth in the scope of their operations, which occurred partly as
the result of the approval of affordable loans. In addition to favourable interest rates and lower costs, the afore-
mentioned loans were characterised by the speed and simplicity with which they were raised. The Bank of Slo-
venia demanded that the banks submit an appropriate assessment of the financial position of such new clients,
primarily in terms of their ability to repay debt due to the expected further deterioration in general economic
conditions.

e 2006

In early 2006 the Bank of Slovenia introduced the prudential filter as a deduction item from original own funds
to correspond with the introduction of the International Financial Reporting Standards (IFRS), which meant a
significant reduction in the scope of required impairments. Thus, accumulated provisions and impairments at
that time were not transferred to profit to be distributed to shareholders, but were transferred to capital. The
introduction of this measure by the Bank of Slovenia had a significant impact on lending growth, as additional
lending placed a significantly greater burden on the banks’ capital due to the aforementioned deduction item.
Despite numerous efforts by the banks and external auditors to abolish the prudential filter, the Bank of Slove-
nia maintained this form of reserves until October 2008, when the financial crisis intensified. By abolishing the
prudential filter, the Bank of Slovenia acted anti-cyclically to mitigate the contraction in the banks’ lending
activities in the early period of the crisis’s development. The abolishment of the prudential filter resulted in an
increase in regulatory capital of EUR 308 million, which had the favourable effect of increasing the capital
adequacy of the majority of banks.

Banks were warned in writing at the beginning of 2006 about the problem of falling interest rates and the
search for more risky forms of alternative investments, such as complex derivatives and structured financial
instruments. The Bank of Slovenia demanded that the banks’ management boards unconditionally and fully
understand every planned investment and every planned financial instrument that a bank intends to issue or
obtain.

The Bank of Slovenia also warned the banks in writing to manage the risks arising from foreign currency loans,
loans tied to foreign currencies and credit products that expose clients to market risk. It warned the banks that
they must establish an appropriate and effective risk management system, and required the comprehensive noti-
fication of clients about the characteristics of products offered by the banks. It also required the banks to ini-
tially offer clients their products in euros at all times.

e 2007

At the end of 2007 the Bank of Slovenia also required that the banks assess a client's creditworthiness if, de-
spite being briefed on currency risk, the client still wishes to raise a loan in a foreign currency or tied to a for-
eign currency, by taking into account the raising of an equivalent loan in euros, and considering the amount
determined as such as the maximum possible loan amount. The stock of new loans to non-banking sectors tied
to the Swiss franc was thus down 38% in 2008 and 65% in 2009. The banks have not approved loans to house-
holds tied to the Swiss franc exchange rate since 2009.

At that time the Bank of Slovenia tightened the rules for calculating capital requirements for credit risk, as it
expanded the definition of regulatory high-risk exposures, for which a weight of 150% is applied in the calcula-
tion of capital requirements (the normal weight for corporates without a credit assessment is 100%). Since the
end of 2007, the banks were required to include in regulatory high-risk exposures, which otherwise comprise
exposures to persons undergoing bankruptcy or composition proceedings and other exposures where objective
conditions indicate that they are a very high risk, exposures from investments in the capital of private compa-
nies, exposures to venture capital firms and high-risk collective investment undertakings, and to unregulated
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entities with 50% of their assets invested in financial instruments. The category of regulatory very high-risk
exposures included all companies that were established and operate primarily for the purpose of publishing
takeover bids, or that operate in coordination with an acquiring entity.

The Bank of Slovenia has recommended every year since 2007 that the banks use a major portion of disclosed
profit to create reserves and thus increase capital.

e 2008

In the 2008 Financial Stability Review, the Bank of Slovenia warned the banks of the inappropriate structure
and scope of capital taking into account high credit growth, and of the rising proportion of subordinated instru-
ments in the structure of regulatory capital.

In addition to the abolishment of the prudential filter in October, which slowed the contraction in the banks’
lending activities by improving their capital adequacy, the Bank of Slovenia also adjusted the calculation of
liquidity ratios for the value of assets pledged as collateral at the central bank in the first bucket of the liquidity
ladder. Thus, the regulatory barrier to drawing liquid funds at the ECB was eliminated.

In November the Bank of Slovenia called on banks to limit the level of interest rates on sight and short-term
deposits, because the raising of interest rates in the context of a full government guarantee for bank deposits
resulted in the transfer of deposits between banks and only increased the instability of deposits, instead of en-
couraging additional saving. The announced possible use of measures to punish banks that maintain inappropri-
ate interest rate policies, by which the Bank of Slovenia was at liberty to change how the aforementioned de-
posits are taken into account in the calculation of the liquidity ratio, proved unnecessary. At the same time it
called on banks to increase the creation of impairments and provisions, while banks would have to take into
account the effects of the deterioration in the economic situation on the operations of corporates from specific
sectors.

e 2009

In the context of rising credit risk, the Bank of Slovenia called for the appropriate valuation of specific instru-
ments and for an adequate level of impairments and provisions. It also warned that impairments and provisions
may not reflect in full the deteriorating situation, which had become increasingly more evident. At the same
time, it called on banks to coordinate their planned lending activities with available and stable sources of fund-
ing, and to allocate the majority of earnings generated in 2008 to reserves. The Regulation on the assessment of
credit risk losses of banks and savings banks was amended to require monthly reporting (and disclosure in the
income statement) of impairments and provisions, and classified claims. At the same time, a requirement for
additional information regarding collateral on claims was introduced in the reporting system.

In June the Bank of Slovenia warned of the need for activities to improve risk management at the banks. A let-
ter from the Bank of Slovenia included requirements regarding the repeated rolling over of short-term loans
without cash flows arising from the repayment of loan principals. It determined that the banks may not include
such loans in the calculation of liquidity ratios for first and second buckets of the liquidity ladder, and must
create a sufficient level of impairments for the aforementioned loans. At the same time, a requirement was im-
posed that regulatory high-risk exposures should also include the financing of acquisition activities. In June the
Bank of Slovenia adopted recommendations for coordinated action by creditor banks in the event of corporates
in financial difficulties.

e 2010

Despite a recovery in economic activity in 2010, uncertainty on the financial markets continued with the esca-
lation of the debt crisis in certain euro area countries. For this reason, the Bank of Slovenia sent a letter to the
banks calling on them to allocate the profit generated in 2009 to other profit reserves with the aim of strength-
ening their capital. At the same time, it warned the management boards of the banks that they should assess the
need to increase capital in 2010, and to prepare for and carry out recapitalisations in a timely manner on the
basis of the aforementioned assessment.

In July the Bank of Slovenia adopted a decision, by which the banks must, in the scope of the internal capital
adequacy assessment process (ICAAP), cover 80% of internally assessed capital requirements with original
own funds calculated in accordance with the regulation governing the calculation of capital. The measure was
aimed at improving the structure of the quality of the banks’ capital, as it became clear that the financial crisis
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was developing into a deep economic crisis. This was accompanied by expected pressure on the banks’ deterio-
rating capital position due to increased credit risk linked to the weakening operations and financial position of
non-financial corporations and to increased exposure owing to the rising number of arrears in the settlement of
liabilities and bankruptcies.

In order to improve the system for managing problematic investments, in October the Bank of Slovenia
amended the Regulation on risk management and assessment of internal capital adequacy for banks and savings
banks by tightening requirements regarding the treatment and monitoring of problematic loans (e.g. systematic
treatment, the establishment of IT-supported records for monitoring repayments and write-offs, timely restruc-
turing, etc.).

e 2011

In January the Bank of Slovenia once again called on the banks to assess their needs for capital in 2011, and to
draw up procedures to strengthen capital accordingly. It called upon the management boards of the banks to
adopt resolutions at general meetings on the allocation of profits to reserves with the aim of increasing the
banks’ capital.

The Regulation on the minimum requirements for ensuring an adequate liquidity position at banks and savings
banks was amended in September, such that the weights applied to the sight deposits of households and non-
financial corporations were reduced by 10 percentage points to 40% in the first bucket and to 35% in the sec-
ond bucket of the liquidity ladder, thus bringing the treatment of such deposits in line with the treatment envis-
aged in the scope of the LCR liquidity standard. This reduced the banks’ liabilities for investments in the first
and second buckets by more than EUR 800 million, thus making it easier to manage the structure of invest-
ments. Exposure to rising refinancing risk was reduced as a result of a renewed, significant deterioration in the
situation on the European financial market. This also alleviated the pressure on the reduced lending activity of
the banks, which was the result of limited access to sources of funding.

Other changes in banking regulations in 2012

In addition to changes to implementing regulations linked to systemic measures The Bank of Slovenia’s

and the activities for maintaining stability described in point 2.2.1, changes to Bank  efforts to find

of Slovenia implementing regulations were also adopted in 2012 with the primary  appropriate solutions

aim of upgrading the regulatory framework that serves as the basis for the supervi-  to deal with the

sion of the operations of banks and savings banks. These were the consequences of ~ current situation in the

changes in legislation (e.g. domestic legislation, guidelines of the European Bank-  Slovenian banking

ing Authority, etc.) or the result of knowledge gained from supervisory practices.  system and increase

The common denominator of the aforementioned changes are the Bank of Slove- public confidence in

nia’s efforts to find appropriate solutions for the current and long-term manage- the Slovenian banking

ment of risks and conditions in the Slovenian banking system, and to increase pub-  system represent the

lic confidence in the Slovenian banking system. common denominator
of all changes to

In March the Bank of Slovenia adopted a package of implementing regulations on  banking regulations.

the basis of the Mortgage Bond and Municipal Bond Act (ZHKO-1) with the aim

of defining in detail the requirements of the ZHKO-1. These included:

e the Regulation on the conditions for acquiring an authorisation to issue mort-
gage bonds and municipal bonds, which prescribes the documentation for deter-
mining the fulfilment of requirements to obtain authorisation to issue mortgage
bonds and municipal bonds. The aforementioned documentation must be at-
tached to a bank’s request for the issue of authorisation;

e the Regulation on the documentation for demonstrating fulfilment of the condi-
tions for appointment as a trustee of a cover register, which now defines the
method for determining the conditions set out in the ZHKO-1 regarding the
appointment of a trustee of a cover register that must be fulfilled by a bank that
intends to issues mortgage bonds and municipal bonds;

e the Regulation on the coordination of the cover pool with issued mortgage
bonds and municipal bonds, which now states that the calculation of the present
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value of collateral and mortgage bonds and their comparison, as well as stress
testing, are carried out in at least one-month intervals. A bank must also now
ensure that the current value of the cover pool exceeds the current value of
mortgage bonds by at least 2%; and

e the Regulation on the conditions for including derivatives in the cover pool of
mortgage bonds and municipal bonds, which defines the unchanged maximum
amount of derivatives that are included in the cover pool at 12% (calculated as
the ratio of claims arising from derivatives and total outstanding liabilities) and
the conditions for their inclusion.

Also published in the same month were the new Regulation on the books of ac-
count and annual reports of banks and savings banks, the new Guidelines for com-
piling the statement of financial position, income statement and statement of com-
prehensive income, and calculating the performance indicators of banks and sav-
ings banks and a new Regulation on the reporting of individual facts and circum-
stances of banks and savings banks. The changes were a result of the abolition of
the reporting of banks and savings banks according to the prescribed chart of ac-
counts, and a result of the transition to the new matrix reporting system in accor-
dance with the Guidelines for implementing the regulation on reporting by mone-
tary financial institutions.

To ensure the readiness of the deposit guarantee system for the payment of guaran-
teed deposits by short deadlines as set out in the ZBan-1, the Regulation amending
the regulation on the deposit guarantee system was amended in April. The amend-
ments redefined in detail the tasks of the receiving bank in the process of paying
guaranteed deposits in the event of the bankruptcy of a bank or savings bank. They
also introduced the mandatory readiness potential of receiving banks, as defined by
the Bank of Slovenia, so that those banks would be ready in advance for the obliga-
tions relating to assumed guaranteed deposits.

The new Regulation on the reporting of Member State bank branches was pub-
lished in May due to the abolition of reporting according to the prescribed chart of
accounts and reporting for the purpose of financial accounts statistics, due to new
requirements regarding the reporting of financial assets for which clients are more
than 90 days in arrears (according to the Guidelines for implementing the regula-
tion on the assessment of credit risk losses of banks and savings banks from April
2012), and owing to the amendment to the content of the half-yearly report on
guaranteed deposits.

In September the Bank of Slovenia adopted another new Regulation on the report-
ing of individual facts and circumstances of banks and savings banks, for the pur-
pose of harmonisation with guidelines relating to the reporting of earnings, by
which the EBA laid down precise rules regarding the collection of information and
data on earnings, and standardised reporting forms used by Member States to sub-
mit the aforementioned information and data.

The Regulation on the deposit guarantee system was amended in October, with the
updating of technical and substantive requirements for the uniform reporting of
data by individual depositor for reporting by banks on guaranteed deposits and
depositors, and for verifying the functioning of the system in the event of the bank-
ruptcy of a bank or at the request of the Bank of Slovenia.

New Guidelines for compiling the statement of financial position, the income state-
ment and the statement of comprehensive income, and for calculating performance
indicators of banks and savings banks were published the same month as a result of
the adaptation of the methodology to the new technical reporting standard as it
relates to financial statements.

In December the Bank of Slovenia adopted amendments to the Regulation on the
calculation of the own funds of banks and savings banks, the Regulation on the



calculation of capital requirements for credit risk under the standardised approach
for banks and savings banks, and the Regulation on credit protection. These are
counter-cyclical regulatory incentives aimed at supporting the restructuring of the
real sector in the scope of discretionary options, and comprise the following:

e an extension of the period during which banks are not required to deduct from
own funds capital investments in other credit and financial institutions and
management companies that they have acquired in a financial restructuring pro-
cedure. Currently this allowance is not used at banks;

o the introduction of a discretionary measure by which parent banks in a banking
group are not required to include investments in institutions included in consoli-
dation as deduction items in the calculation of own funds on a solo basis, but
are allowed to include such investments in the calculation of risk-weighted as-
sets. Calculations indicate that this amendment of the regulation will bring an
improvement in the overall capital adequacy ratio on a solo basis for banks at
the head of banking groups. The requirements to meet the overall capital ade-
quacy ratio on a consolidated basis remain unchanged for the parent bank,
which is the key to ensuring capital integrity in the banking group;

o the acceptance of provisional entries of a mortgage as evidence of legal cer-
tainty in the recognition of the effects of real estate collateral. The banks will
include real estate as eligible collateral in the calculation of capital require-
ments for credit risk based on the entry itself, as the registration of a mortgage
remains an overly protracted process;

o the use of the Surveying and Mapping Authority’s generalised market value as
the basis for the valuation of real estate in the calculation of capital require-
ments for credit risk. The option of using a generalised market value, which
represents a simplification in the procedure for determining the value of real
estate, is limited to residential real estate valued at up to EUR 500,000; and

o the abolition of the use of mortgage loan value in the determination of an expo-
sure secured by commercial real estate in Slovenia. Mortgage loan value repre-
sents the estimated long-term market value of real estate, which is difficult to
determine in an unstable economic situation and can consequently lead to errors
in the valuation of real estate over time.

Licensing

In its role of supervisor of the banking system the Bank of Slovenia is competent
and responsible for conducting comprehensive oversight at banks, part of which is
the granting of authorisations for various banking operations. Oversight begins at
each credit institution or bank with the issue of the requisite legally prescribed au-
thorisations to pursue banking activities (financial services), to hold significant
(qualifying) holdings and to hold office as a management board member.

In 2012 the Bank of Slovenia issued authorisations to acquire a qualifying holding
in a bank, to provide ancillary financial services, to issue municipal bonds, to
merge a bank, and to hold office as a member of a bank’s management board.

The Bank of Slovenia issued a total of 21 authorisations in 2012, and suspended
the authorisation procedure for five applications. Most authorisations (twelve) is-
sued in 2012 were to hold office as a member of a bank’s management board, three
were to provide ancillary financial services, two were to merge one bank with an-
other bank, and one was to acquire a qualifying holding in a bank. One authorisa-
tion was issued to issue municipal bonds, while two related authorisations were
issued to provide cover pool trustee transactions. The number of authorisations
issued in 2012 was up seven on the number issued in 2011, when nine of the 14
authorisations issued were to hold office as a member of a bank’s management
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board. The Bank of Slovenia revoked two authorisations to acquire a qualifying
holding in a bank in 2012, because the holders no longer satisfied the conditions
defined by regulations that owners of a significant holding should permanently
satisfy.

Pursuant to Directive 2006/48/EC (previously: Directive 2000/12/EC) and Annex I
(List of activities subject to mutual recognition), a Member State bank that is enti-
tled to provide banking services and other (mutually recognised) financial services
may also provide these services in Slovenia. It may provide them via a branch (in
the case of permanent pursuit of business activities) or directly (in the case of oc-
casional provision of services without elements of permanent presence in Slovenia)
without an authorisation from the Bank of Slovenia, which must be provided with a
written notification by the relevant supervisory authority in the home Member
State. The Bank of Slovenia received 16 notifications of the direct provision of
banking and other mutually recognised financial services in 2012 (compared with
22 the previous year). A list of banks of EU Member States that have carried out
the notification procedure for the provision of banking services and other financial
services in Slovenia via their home banking supervisors is available on the Bank of
Slovenia’s website. Different arrangements apply to banks of third countries. Banks
from third countries may only provide banking and other (mutually recognised)
financial services via a branch, where the authorisation of the Bank of Slovenia is
required for the establishment of a branch. When granting such authorisation, the
Bank of Slovenia may request that a bank of a third country deposit a specific sum
of cash or other eligible collateral in Slovenia, or provide other appropriate collat-
eral as a guarantee for the settlement of liabilities from transactions concluded in
Slovenia.

Examinations of banks and savings banks

The consequences of several years of adverse economic conditions, which deterio-
rated even further in 2012, and the lack of confidence that still dominates the finan-
cial markets have an increasingly more significant impact on the banks’ operations.
The number of non-performing investments and arrears in the repayment of mature
claims are rising due to the downgrading of corporates, a higher number of bank-
ruptcies (see Figure 29) and growth in the number of unemployed. Costs to cover
incurred and expected losses are therefore rising excessively. The banking system
as a whole generated a loss for the third consecutive year, while the banks’ capital
is being absorbed by non-performing investments and operating results. All of this,
together with the downgrading of Slovenia, has a significant impact on access to

Figure 29: New bankruptcy procedures
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funding abroad and in Slovenia. Beside debt repayments to foreign banks over the
last several years, government, corporate and household deposits were also reduced
in 2012. The banks have compensated the reduced sources by borrowing at the
ECB.

Given the situation in the banking system, the priorities of banking supervision in
2012 were the monitoring of increasing credit risk and the deteriorating liquidity at
the banks, and achieving the required level of capital. Banking supervision is car-
ried out continuously, primarily by analysing risks on the basis of periodic reports
(daily, monthly, quarterly, half-yearly and yearly) submitted to the supervisor by
the banks. Supervision is also carried out through on-site prudential and thematic
examinations at the banks. Prudential examinations of banks usually focus on spe-
cific areas of operations. In accordance with the banking supervision methodology,
the entire operations of an individual bank are examined over a three-year period,
while areas of operations that supervisors assess as higher-risk are examined more
frequently. The emphasis of thematic examinations of banks is on compliance with
legislation or best banking practices, determined for individual products or even
individual transactions at a specific bank or several banks. Changes to regulations,
applicable to all banks, are frequently adopted on the basis of findings and conclu-
sions from thematic examinations. The scope and content of examinations are de-
termined primarily with regard to the material significance of specific risks at the
bank, and the size and importance of the bank relative to the banking system as a
whole. In procedures initiated in 2012 and procedures initiated prior to that, the
Banking Supervision Department carried out:

e 13 prudential examinations which covered specific risk areas (e.g. credit, li-
quidity, market, operational, interest rate, capital and liquidity risks) and the
control environment, and checks on compliance with legislation,

e 30 follow-up examinations to review the implementation of measures,
e 26 thematic examinations,

e two examinations in cooperation with other domestic supervisors (ISA and
SMA), and

e two examinations of other non-banking entities due to suspicion of the perform-
ance of banking activity.

Supervision is also carried out by participating in supervisory colleges and in other
forms of bilateral cooperation between supervisors (e.g. final meetings following
examinations, cooperation in the implementation of the measures for banking
groups or individual banks from a group for which supervisors are jointly responsi-
ble, etc.). Bank of Slovenia supervisors participated in 15 procedures with other
supervisors in 2012, as follows:

e cight supervisory colleges of internationally active banking groups, whose sub-
sidiary banks operate in Slovenia;

e two supervisory colleges for Slovenian banks with bank subsidiaries in other
countries, where the Bank of Slovenia, as the home supervisor of the group in
question, acted as the organiser of the colleges; and

o five other bilateral supervisory procedures.

Based on the findings of examinations and reviews at banks and savings banks, the
Bank of Slovenia may issue recommendations, admonishments or orders, or an-
other measure in accordance with the Banking Act. There were 18 orders to elimi-
nate violations issued in 2012, along with 56 admonishments and 64 additional
reporting requirements and recommendations to improve operations, and condi-
tions for the granting of authorisations. The majority of measures were issued in
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Figure 30: Supervisory procedures in 2012
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Figure 31: Supervisory provisions in 2012
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the area of credit risk: of 103 points issued in orders and admonishments, 61 pri-
marily relating to the creation of additional impairments and to improvements to
the credit risk management system, in particular for the establishment of appropri-
ate internal controls. Liquidity risk, operational risk, market risk and capital risk
followed in terms of the measures imposed. Numerous measures were also issued
because of breaches of legislation governing the prevention of money laundering
and terrorist financing (11 measures). More attention in banking supervision was
also given to the governance and management of banks in 2012, as the crisis causes
inappropriate decisions and misconduct of banks, and thus requires truly experi-
enced and professional personnel on the management boards and supervisory
boards of banks. The Bank of Slovenia imposed measures on seven banks in 2012
relating to conduct and the fulfilment of the conditions to serve as a member of the
management board or supervisory board of banks:

e demands for the dismissal of eight supervisory board members who did not
possess the required expertise and necessary experience for the supervision of
banks;

Annual Report 2012
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e admonishments of four management board members for inappropriate conduct
in connection with the management of banks, and

e two decisions to dismiss two management board members for repeated viola-
tions.

Cooperation with other competent authorities in Slovenia

The Bank of Slovenia cooperates with other competent authorities in Slovenia
when irregularities that surpass the competences of banking supervision are identi-
fied. In 2012 the Bank of Slovenia filed charges in three cases with the National
Bureau of Investigation and charges in one case with the Ljubljana Police Depart-
ment due to suspicion of criminal acts. At the invitation or request of other authori-
ties, the Bank of Slovenia cooperated with the State Prosecutor General in two
matters, the National Bureau of Investigation in seven matters, and in two matters
with the Maribor Police Department and the Office for the Prevention of Money
Laundering, and in one matter with the Commission for the Prevention of Corrup-
tion, by providing data and information relating to banking supervision.

Box 4: Review of matters entrusted to the competent authorities, and the
Bank of Slovenia's participation in the proceedings of other bodies

e 2011

The Bank of Slovenia filed charges in two cases with the State Prosecutor’s Office in Ljubljana and charges in
one case with the State Prosecutor’s Office in Maribor, and sent a notice on the suspicion of corruption to the
Commission for the Prevention of Corruption. It cooperated five times with the Office for the Prevention of
Money Laundering, in relation to one procedure with the General Police Directorate, three times with National
Bureau of Investigation, and once with each of the following agencies: the Ljubljana Police Department, the
State Prosecutor’s Office in Ljubljana, the District Court in Ljubljana, the State Prosecutor General of the Re-
public of Slovenia and the Ministry of the Economy.

e 2010

The Bank of Slovenia Ljubljana filed charges in one case with the Ljubljana Police Department. It cooperated
three times with the Office for the Prevention of Money Laundering, and once with each of the following agen-
cies: the National Bureau of Investigation, the Tax Administration of the Republic of Slovenia and the State
Prosecutor’s Office in Celje.

e 2009

The Bank of Slovenia filed charges in one case with the State Prosecutor General of the Republic of Slovenia,
and cooperated once with the Murska Sobota Police Department and once with the Office for the Prevention of
Money Laundering.

e 2008

The Bank of Slovenia cooperated with the Commission for the Prevention of Corruption in one case.

Annual assessment of risks and capital

An important element of banking supervision is the regular annual review and as-
sessment of risks and capital at all banks. The objective of this process, which takes
the form of a dialogue between the bank and supervisor, is for the supervisor to
determine a minimum level of capital adequacy for each bank with regard to the
scope and level of risks that it is exposed to. The banks are bound to maintain this
level of capital adequacy at all times in their operations. The results of this proce-
dure, which was carried out in the middle of 2012, indicate that the overall risk
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Figure 32: Stock of loans to NFCs as at the final day of the year
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Figure 33: Capital adequacy of banks and savings banks
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assessment deteriorated at all banks in 2012. Strategic risk was again assessed as
the highest risk. Liquidity risk and capital risk increased due to the uncertainty on
the financial markets and more difficult access to funding, while credit risk also
increased owing to the deteriorating economic situation and the downgrading of
corporates. Such conditions force the banks to adjust their business strategies:
banks are shifting to safer/riskless investments, reducing the scope of operations,
tightening loan approval criteria and withdrawing from non-strategic investments
and markets. Similar to 2011, the most significant decrease in 2012 was recorded
in the stock of loans to corporates (by EUR 1,891 million, of which EUR 465 mil-
lion was due to the creation of additional impairments; see Figure 32). Growth in
loans to household, which have continued to increase in recent years, also slowed
considerably in 2012. The stock of household loans declined by 48 million in 2012
relative to the previous year. The results of these adjustments in the banks’ opera-
tions were also seen in a decrease in assessed capital requirements by EUR 110
million (see Figure 33) in 2012. However, the internal assessment of capital was
also down due to losses generated. It was thus determined during the review and
assessment of risks and capital (for the situation on the cut-off date of 31 March



2012) that five banks did not meet the required capital adequacy ratio. These banks
were instructed to draft a plan of activities to increase their capital or reduce the
risks associated with operations, in order to meet the prescribed level of capital

adequacy. Supervisors regularly monitored the implementation of planned activi-
ties to meet capital adequacy requirements at the banks in question.

The Bank of Slovenia processed ten applications in 2012 for authorisations relating
to the fulfilment of the required characteristics for the inclusion of financial instru-
ments in the calculation of own funds, in particular the repayment of subordinated
debt classified as additional own funds, the inclusion of subordinated debt in addi-
tional own funds, the redemption of a hybrid instrument, and the inclusion of a
hybrid instrument in Tier 1 capital.

The assessment of the effect of a potential, sudden and extraordinary deterioration
in the general situation or the impact of individual factors on banks’ operations has
become an element of the regular supervisory activities. When performing annual
micro stress tests, the supervisor determines the deterioration in operating condi-
tions, which the banks take into account in determining the impact on their opera-
tions. Stress tests are carried out so that sudden negative effects are taken into ac-
count when ensuring the necessary capital at banks, so that the banks have suffi-
cient capital available to mitigate negative effects, so that the areas where major
losses could occur at the banks are identified, and so that risks are mitigated
through appropriate measures, thus limiting potential losses that could arise. The
two most important Slovenian banks were also included in the stress test drafted by
the European Banking Authority, which included 61 cross-border functioning and
systemically important European banks. The European Banking Authority (EBA)
also established the criterion by which the banks must maintain a Tier 1 capital
adequacy ratio of at least 9%. Banks not meeting this criterion were obliged to
draft a programme of activities to achieve the required criterion, and subsequently
report on activities carried out to that end. According to the calculation of the ef-
fects of the EBA’s scenario on capital, two Slovenian banks did not meet the re-
quired capital adequacy criterion. The Banking Supervision Department monitored
all of the activities of banks aimed at fulfilling capital requirements. Both banks
had enhanced their capital position by the end of the year by issuing contingent
convertible (CoCo) bonds and reducing the scope of their operations. However, due
to the further deterioration of the economic situation, both banks were forced to
create additional impairments and provisions for non-performing investments in
their 2012 financial statements, which increased the loss generated by both banks
and lowered their capital below the legally prescribed limit. The capital adequacy
threshold was thus reached, which requires the conversion of hybrid instruments
(CoCo bonds) into capital.

The purpose of stress tests at the European level is also to identify links and poten-
tial cross-border effects in cases when difficulties in the operations of cross-border
functioning banks could cause disruptions in the functioning of the financial sys-
tems in several Member States. In depth cooperation between the competent super-
visors of Member States in crisis conditions is required to effectively resolve such
situations. According to the European capital directive, it is the responsibility of the
supervisor in the home country of a banking group to conclude a memorandum of
understanding with the competent supervisors of other Member States in crisis
conditions. At the initiative and under the organisation of Austrian supervisors, a
memorandum of understanding in crisis conditions was signed in 2012 by all the
institutions responsible for banking supervision from seven Member States. In the
scope of the tasks set out in the aforementioned MoU, the first simulated crisis
exercise, in which all the signatories of the MoU participated, was organised in the
middle of 2012.
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Cooperation with foreign supervisors

For the banks under majority foreign ownership, frequent and ongoing cooperation
with foreign supervisors is established within supervisory colleges which, in accor-
dance with the provisions of the European capital directive, have recently assumed
an increasingly important role in the exchange of information of relevance to su-
pervisors of an individual banking group, in the coordination of supervisory activi-
ties, and approving the joint risk assessment decision of the banking group and the
required capital and its allocation within the group. Managing supervisors and ex-
aminers responsible for individual banks regularly participate in supervisory col-
leges for individual international banking groups. The Bank of Slovenia partici-
pates in six supervisory colleges for the following banking groups: the Austrian
banks Erste, Raiffeisen and Volksbank, the Italian banks UniCredit and Intesa San-
paolo, and the French bank Societe General. For the operational functioning of
these supervisory colleges the Bank of Slovenia has signed the relevant multilateral
agreements with all other supervisors involved in supervision of the group. In the
scope of supervisory colleges for all six foreign banking groups, which are man-
aged by the supervisors of the banking group’s parent bank and where the Bank of
Slovenia participates as host supervisor responsible for a subsidiary bank, a joint
decision on the capital adequacy of the banking group and of individual banks
within the group was reached by all competent supervisors in 2012.

The Bank of Slovenia, as consolidated supervisor, is responsible for organising and
chairing the supervisory colleges for the Slovenian banking groups of Nova Ljubl-
janska banka and Nova kreditna banka Maribor. The last two meetings of the su-
pervisory colleges in October 2012 involved representatives of the supervisory
institutions in the seven countries where the two banks have subsidiaries. At the
supervisory colleges of both banking groups, the joint risk assessment and the joint
decision on the capital adequacy of the banking group, taking into account the
capital requirements of a specific bank, were adopted in cooperation with all super-
visors from other countries.

In addition to cooperating with supervisors from other countries in the scope of
supervisory colleges, the Banking Supervision Department also maintained bilat-
eral contacts with certain supervisors on the basis of bilateral memorandums of
understanding (the Bank of Slovenia has MoUs with the foreign supervisory insti-
tutions of the following 13 countries: Austria, Belgium, Bulgaria, Bosnia and Her-
zegovina, Montenegro, France, Italy, Macedonia, Germany, the Netherlands, Re-
publika Srpska, Serbia and the United States) with the aim of directly exchanging
information on individual subsidiaries and conducting joint examinations at banks.
Bank of Slovenia supervisors cooperated with two foreign supervisors during three
joint examinations in 2012.

Financial stability

The Bank of Slovenia continued its regular monitoring and analysis of the financial
stability of the Slovenian financial system in 2012. Systemic supervisory measures
and activities to maintain the stability of the financial system, as described in sec-
tion 2.2.1, are adopted on the basis of analyses of financial stability and findings
from banking supervision. A comprehensive analysis of the Slovenian financial
system in terms of exposure to various risks was published in the spring Financial
Stability Review. Macro stress tests were used in the autumn to determine the sta-
bility of the Slovenian banking system in the event of possible shocks. The publica-
tion Stability of the Slovenian Banking System, presenting the main risks to which
the Slovenian banking system is exposed, was released at the end of 2012. In addi-
tion to the aforementioned analyses by the Financial Stability Department, the
Bank of Slovenia continued with the regular monthly analysis of the performance
of the banking system in 2012, and continued to act within the European Systemic
Risk Board.



The Financial Stability Review analysed the changes and significant risks associ-
ated with the financial system in 2011 and early 2012. The deteriorating situation
in the Slovenian economy was increasingly reflected in the activities of banks and
the quality of the credit portfolio. Corporates were overly indebted and highly de-
pendent on bank loans, while their leverage decreased slowly or remained almost
unchanged. The poorly developed Slovenian capital market did not constitute an
alternative for corporate financing. The deterioration in the quality of the credit
portfolio, expressed as a proportion of total claims, is not merely the result of a rise
in the proportion of claims against debtors in arrears, but also of a sustained decline
in the banks’ lending activity. It was determined that the banks should cooperate
more actively with each other and with corporates in their commercial and finan-
cial restructuring efforts. Additional uncertainty is brought to the banking sector by
slow growth in deposits by non-banking sectors and debt repayments to the rest of
the world. The banking system’s refinancing risk and liquidity risk were somewhat
reduced by non-standard ECB operations. The banks’ income risk remained high.
The banks generated high aggregate losses in 2011 primarily as a result of the de-
cline in net interest income and high impairment and provisioning costs, which
reduced their ability to generate capital internally. The Financial Stability Review
finds that, in order to successfully confront the crisis, changes are also required to
the legal framework of the environment, in which businesses operate, as well as
changes in corporate governance and the business models of corporates and banks,
and in the legal relations between creditors and the owners of companies. The pub-
lication also analysed other financial corporations (insurance corporations, invest-
ment and pension funds, and leasing companies) and movements on the capital
markets. The functioning of payment and settlement systems was also presented,
from the point of view of risk management.

The publication Macro Stress Tests for the Slovenian Banking System presented
forecasts for the banking system’s balance sheet until the end of 2014. Shocks of a
rise in interest rates, a decline in GDP growth, and a simultaneous rise in interest
rates and lower economic growth were simulated. A piecewise approach was used
to analyse refinancing risk, the market risk of a change in government securities
prices, credit risk and the risk of infection.

The Stability of the Slovenian Banking System analysed the risks associated with
the banking system in the first three quarters of 2012. The risks faced by Slovenian
banks during the observation period were affected by declining economic activity,
a contraction in investment spending, a decline in household and government con-
sumption, and by the slowing of economic growth in the EU and a lack of confi-
dence on the part of the international financial markets in Slovenian long-term gov-
ernment debt. The Slovenian banking system’s total assets were down EUR 2 bil-
lion in the nine months covered by the report. The decline in the volume of loans to
non-financial corporations continued, while housing loans achieved low growth.
The report finds that the banks could offer lower-risk clients with perspective pro-
jects relatively lower risk premiums, and thus lower interest rates. The over-
indebtedness of corporates relative to equity remains high at 144%. The slow re-
duction in corporate leverage was a result of the decline in the value of capital and
the negligible scope of recapitalisations. The banks made net debt repayments to
foreign creditors and net repayments of securities, which diminished their lending
potential. Repayments to foreign creditors were compensated in part by 3-year
loans from the Eurosystem. Refinancing risk remained high due to limited access
to the international financial markets and owing to the possible downgrading of
Slovenia. Non-performing claims rose to more than 14% of total classified claims.
The proportion of claims against corporates in bankruptcy rose with the increase in
the number of bankruptcy proceedings initiated. The report finds that the negative
impact of the spread of payment indiscipline among corporates could be mitigated
through the more coordinated resolution of the financial difficulties of perspective
corporates, supported by increased legal protection for creditors from irresponsible
and financially strapped owners. Income risk was high due to the decline in lending
and the deterioration in the quality of the portfolio. The Tier 1 capital adequacy
ratio had risen to more than 10% by September 2012. The banks met capital re-
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quirements primarily by reducing the scope of operations and repurchasing subor-
dinated debt. The report emphasises that the problem of accessing sources of fund-
ing and maintaining sufficient capital strength remain the focus of the banks’ atten-
tion.

2.2.2 Payment services for Bank of Slovenia clients

The Bank of Slovenia administers accounts and provides payment services for cli-
ents.

The area of payments services is an integral part of the harmonisation of the Euro-
pean market, which also includes the establishment of the Single Euro Payments
Area (SEPA). The payment instruments used within the SEPA have different stan-
dards and different rules than those applied to payment instruments within individ-
ual national banking systems. Slovenia ceased the processing of national payment
instruments (e.g. direct debits and direct credits: pensions, wages of public employ-
ees, social transfers, etc.) in 2012, and replaced them with SEPA payment instru-
ments (SEPA credit transfers and SEPA direct debits). This also applies to Bank of
Slovenia clients, for which the migration to SEPA payment instruments was com-
pleted.

Administration of budget user accounts

The Bank of Slovenia administers the government’s single treasury account and
195 standard municipal treasury accounts, open in a number of currencies. The
accounts of direct and indirect spending units of the state budget and municipal
budgets, the Health Insurance Institute and the Pension and Disability Insurance
Institute (included in the single treasury account system as set out in the Public
Finances Act) were opened as sub-accounts of the government or municipal treas-
ury accounts. The sub-accounts are administered by the Public Payments Admini-
stration, to which direct and indirect spending units of the state budget and munici-
pal budgets submit payment orders and from which they receive the full set of
feedback about payments transacted.

In 2012 there were EUR 75.330 billion of inflows and EUR 75.332 billion of out-
flows processed through the government’s single treasury account, and EUR
37.860 billion of inflows and EUR 37.853 billion of outflows processed through
municipal treasury accounts.

In addition to the single treasury accounts, the Bank of Slovenia also administers
36 special-purpose accounts for the government and other budget spending units.

Administration of accounts for the KDD and KDD members

The Bank of Slovenia administers a guarantee fund cash account and a fiduciary
account for the custodian services of the Central Securities Clearing Corporation
(KDD). In addition, the Bank of Slovenia also administers the accounts of KDD
members via which cash settlements are made for securities transactions. At the
end of 2012, there were 18 KDD members, namely 12 commercial banks and six
investment firms, with open transaction accounts for customer funds and clearing
accounts at the Bank of Slovenia.

EUR 2.511 billion of inflows and EUR 2.511 billion of outflows were processed
through the accounts of the KDD and its members in 2012.



Administration of accounts for foreign financial institutions and EU
institutions

The Bank of Slovenia also administers accounts for foreign financial institutions
and EU institutions, via which inflows of EUR 941.4 million and outflows of EUR
950.6 million were processed in 2012.

2.2.3 Risk management at the Bank of Slovenia

Risk management is an administrative process that includes the planning, organisa-
tion, management and control of resources in a cost-efficient manner with the aim
of maintaining risks within permitted limits and limits acceptable for the Bank of
Slovenia. All Bank of Slovenia employees are included in the risk management
process. Risk management at the Bank of Slovenia is in line with ECB/ESCB
guidelines and methodologies, and also takes into account the principles and guide-
lines of ISO 31000 as appropriate.

The Bank of Slovenia’s risk management system has a clear organisational struc-
ture, and predefined competences and powers. Control over the functioning of the
system ensures that the key risks to which the Bank of Slovenia is exposed are
identified in a timely manner, assessed and managed.

The risk management framework and policy are set by the Governing Board of the
Bank of Slovenia, which is directly responsible for strategic risk and reputation
risks. The Crisis Management Group and the Liquidity Committee function in the
area of risks associated with financial stability, while the management of financial
risks is carried out via the Investment Committee.

Operational risk management is guided and supervised by the Operational Risk
Committee, which is responsible for managing risks associated with business conti-
nuity and operational risks, and for ensuring information and physical-technical
security.

The Bank of Slovenia continued its planned implementation of an operational risk
management policy. An assessment of the criticality of business processes was
drafted and served as the basis for identifying and analysing operational risks,
while specific plans were drawn up to manage identified risk. No incidents and
related loss events were recorded. The operational risk management process in-
cludes supervision of the implementation of measures to mitigate risks. It also in-
cludes the maintenance of an operational risk register and register of incidents and
related loss events, as one of the sources for the continuous improvement of the
functioning of the operational risk management system at the Bank of Slovenia.

2.2.4 Management of the Bank of Slovenia's financial investments

The Bank of Slovenia’s financial investments include all of its financial assets not
related to the implementation of monetary policy. They comprise financial invest-
ments denominated in domestic and foreign currencies. The value of the Bank of
Slovenia’s financial investments as of 31 December 2012 stood at EUR 5,493.3
million, of which EUR 4,771.1 million were financial instruments, which are either
claims against euro area residents or claims against non-euro residents denomi-
nated in euro. These include EUR 4,281.8 million of investments in capital market
instruments, EUR 144.1 million in money-market instruments and EUR 345.2 mil-
lion in cash and deposits. In addition, EUR 722.2 million was invested in financial
instruments, which are claims against non-euro area residents denominated in
noneuro and meet the criteria of international monetary reserves. The extent of
financial investments also depends on the level of liabilities to the Eurosystem.
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In EUR million

Balance as of:

31. Dec 2009
31. Dec 2010
31. Dec 2011
31. Dec 2012

Table 5: Balance of the Bank of Slovenia's financial investments

Financial investments of the Bank of Slovenia

Investments in euros and all

. . International monetary
investments in instruments of Total
. reserves
euro area issuers

4,118.7 749.1 4,867.7
4,242.5 803.2 5,045.7
4,824.7 766.8 5,591.5
4,771.1 7222 5,493.3

Source: Bank of Slovenia.

According to the IMF’s definition, foreign currency cash and foreign exchange
holdings abroad, investment-grade securities of foreign issuers, monetary gold,
holdings of SDRs and the reserve tranche position at the IMF are classified as in-
ternational monetary reserves. Since 1 January 2007 the Republic of Slovenia has
applied the definition applied by all other euro area Member States in the statistical
treatment of international monetary reserves. In addition to monetary gold, the re-
serve tranche position and SDRs, the portion of foreign currency reserves not de-
nominated in euro and placed outside the euro area is also classified as interna-
tional monetary reserves. The methodology is explained in detail in the article enti-
tled Statistical Treatment of International Monetary Reserves Following Slovenia s
Entry to the Euro Area (Surveys and Analysis, May 2007).

The management of the Bank of Slovenia’s financial investments is based on a
three-level decision-making process. The Governing Board of the Bank of Slovenia
sets out the Guidelines for managing the Bank of Slovenia s financial investments,
which prescribe the long-term management policy and define the management ob-
jectives. The second level of the management process is represented by the Invest-
ment Committee, which prescribes the Criteria for managing the Bank of Slove-
nia’s financial investments, thereby restricting exposure to various types of risk.
The Investment Committee further defines the methodology for measuring per-
formance and quantification of risks. At the third level, portfolio managers carry
out the operational aspect, within set tolerances.

The current credit risk management criteria allow investments in financial instru-
ments carrying sovereign and bank risk issued by institutions with an internal rat-
ing of at least A-. The ratio of the size of investments exposed to sovereign and
bank risk is also prescribed. Investment exposure is limited to a list of eligible issu-
ers, whereby there is also an upper limit per individual sovereign issuer or per indi-
vidual banking group. The upper exposure limit depends on the entity’s internal
rating.

The currency exposure of the Bank of Slovenia’s financial investments and the
limits on permitted deviations are prescribed by the criterion for managing cur-
rency risk. The currency structure criterion lays down a target currency structure
for Bank of Slovenia investments. In 2007 the foreign exchange swap was added to
the list of eligible instruments, which allows for exposure to instruments denomi-
nated in foreign currencies, while hedging against changes in the exchange rate
itself. In this manner, the Bank of Slovenia hedged its foreign currency exposure in
January 2008, with the exception of the portion of investments representing the
amount potentially activated into international monetary reserves by the ECB. The
criterion for managing interest rate risk specifies the modified duration and lays
down the maximum deviation from its target value. The criterion for managing
liquidity risk specifies a minimum amount of liquid assets. The Criteria for manag-
ing the Bank of Slovenia’s financial investments also set out the terms for securities
lending and other activities. The Bank of Slovenia’s investment policy must com-
ply with the Article 123 of the Treaty on the Functioning of the European Union,
which prohibits the monetary financing of EU public sector institutions. The pro-



hibited forms of financing include investment deposits, reverse repos and pur-
chases of primary-issue debt securities, commercial papers and certificates of de-
posit if the issuer is an EU public sector institution, while investments related to
these institutions are permitted on the secondary market within a prescribed limit
for each country. The management of the Bank of Slovenia’s financial investments
was carried out in line with both the Guidelines for managing the Bank of Slove-
nia’s financial investments and the Criteria for managing the Bank of Slovenia’s
financial investments in 2012. More detailed information on the structure of the
international monetary reserves as of 31 December 2012 is given in the section on
the financial statements.

2.2.5 International cooperation
European Union

The Governor of the Bank of Slovenia participated in informal sessions of
ECOFIN (meetings of finance ministers, with the governors of the central banks of
EU Member States in attendance) in 2012, and in sessions of the General Board of
the European Systemic Risk Board (ESRB), which takes decisions necessary for
the performance of tasks entrusted to the ESRB. The ESRB is responsible for the
macro-prudential supervision of the financial system of the EU as a whole, and for
monitoring and assessing risks to its stability.

In addition to the ESRB, the new European structure for financial sector supervi-
sion in the EU also comprises the European Banking Authority (EBA), which is
one of the three European supervisory authorities. On 1 January 2011 the EBA as-
sumed all of the functions and responsibilities of the Committee of European
Banking Supervisors (CEBS), and took on new competences and powers. The vice-
governor responsible for banking supervision and financial stability attended ses-
sions of the Committee of Supervisors, while employees from the Banking Super-
vision Department attended sessions of the EBA’s committees and working groups.

In 2012 the employees of other Bank of Slovenia departments also attended ses-
sions of committees, working groups and other bodies that are active within the
institutions of the EU with a focus on financial and monetary matters: meetings of
the Economic and Financial Committee (EFC) and its sub-committees, meetings of
the Committee on Monetary, Financial and Balance of Payments Statistics and
other working groups in the relevant areas that operate within the framework of the
European Commission and the EU Council.

In 2012 representatives of the European Commission and ECB met with represen-
tatives of the Bank of Slovenia in the scope of the European Semester (annual cy-
cle of economic policy coordination). The agenda included an in-depth review of
the economic situation in Slovenia in accordance with the procedure for preventing
and correcting macroeconomic imbalances.

International Monetary Fund

Under Slovenian law, the Bank of Slovenia is responsible for Slovenia’s coopera-
tion within the IMF, and the Governor of the Bank of Slovenia is a member of the
IMF Board of Governors.

At a ceremony held in Vienna on 11 July 2012, Slovenia signed an agreement on
establishing the IMF’s new Central and Eastern European Constituency. In addition
to Slovenia, the aforementioned agreement was signed by Austria, Belarus, the
Czech Republic, Hungary, Kosovo, Slovakia and Turkey. The agreement states that
Turkey, the Czech Republic and Hungary will rotate the executive director position
after the interim two-year period from 2012 to 2014 in which Austria will hold the
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Slovenia's quota is
SDR 275 million, or
0.14% of the voting

power at the IMF.

A Financial Sector
Assessment program
(FSAP) was carried
out in Slovenia in
April.

position of executive director. According to the agreement, Slovenia will rotate the
position of the adviser to the executive director.

Slovenia's quota remained unchanged at SDR 275 million, or 0.14% of the voting
power at the IMF. In accordance with Resolution 66-2 on the reform of quotas and
governance, which the Board of Governors approved in December 2010, quotas
will be doubled from the current SDR 238.4 billion to SDR 476.8 billion in the
scope of the 14th general review of quotas. The aforementioned increase was not
made in 2012, as the adopted resolution requires an amendment to the IMF’s Stat-
ute, which requires ratification by at least three fifths of members accounting for at
least 85% of voting power.

Since 1998 Slovenia has contributed to the financing of IMF loans under the Finan-
cial Transaction Plan (FTP). Slovenia contributed funds for lending to Ireland,
Greece and Portugal in the total amount of SDR 5.1 million as part of the FTP in
2012. Slovenia’s reserve tranche position at the IMF increased relative to 2011 to
stand at SDR 90.6 million at the end of December 2012.

SDR 4 million was drawn in 2012 under a bilateral loan agreement signed in Sep-
tember 2010 between the Bank of Slovenia and the IMF. Such agreements to in-
crease the funding of the IMF had already been signed by most European countries
in 2009. The amount of Slovenia’s bilateral loan is EUR 280 million, with a dis-
bursement period of no more than four years. In December 2011 EU finance minis-
ters agreed to further strengthen the IMF’s lending capacity by means of increased
contributions from euro area countries in the form of bilateral loans. Coordination
regarding the new bilateral loan between the Bank of Slovenia and the IMF began
in 2012.

A Financial Sector Assessment program (FSAP) was carried out in Slovenia be-
tween 4 April and 16 April 2012. In contrast to consultations under Article IV of
the IMF Statute, the FSAP is not conducted annually, but on the basis of an agree-
ment between the IMF and member states. The FSAP mission assessed the sound-
ness of the financial sector and its sensitivity to systemic risks. It also examined the
supervisory framework and contingency procedures. The mission met with repre-
sentatives from the Ministry of Finance, the Bank of Slovenia, the Insurance Su-
pervision Agency and the Securities Market Agency, as well as representatives
from financial institutions, professional bodies and various groups of experts.

IMF representatives held their annual consultations with Slovenia under Article IV
of the IMF Statute from 20 September to 2 October 2012. The members of the mis-
sion met representatives of the Bank of Slovenia, the Slovenian government, the
National Assembly, the banking sector and unions, who presented macroeconomic
conditions and the Slovenian government’s economic policy guidelines.

In accordance with the IMF’s practice, the final report of the FSAP mission was
discussed by the IMF’s Executive Board on 21 November 2012, together with the
final report from consultations under Article IV of the IMF’s Statute.

Bank for International Settlements

The Governor of the Bank of Slovenia participated in meetings of central bank
governors of BIS members, which are organised every two months. The meetings
discussed developments in the global economy and on the financial markets. The
governors’ meetings are also an opportunity to exchange views on various central
banking issues, most notably financial globalisation in 2012.

The Bank of Slovenia is a shareholder in the BIS and its representative participated
in the annual general meeting of the BIS in Basel.



Organisation for Economic Cooperation and Development

Slovenia became a member of the OECD in July 2010. In 2012 a Bank of Slovenia
representative participated in the interdepartmental working group, while Bank of
Slovenia representatives also sat on other committees and working groups (the
Economic Policy Committee, the Committee on Financial Markets and the Work-
ing Group on International Investment Statistics).

OECD representatives also met with Bank of Slovenia representatives in the scope
of preparations for the Economic Review for Slovenia.

Technical assistance

In 2012 the Bank of Slovenia provided technical assistance to the central banks of
Serbia, Montenegro, Albania and Macedonia (through the Technical Assistance
Information Exchange Instrument for the latter). The central bank of Bosnia and
Herzegovina and Kosovo did not request technical assistance in 2012. Eight study
visits were carried out at the premises of the Bank of Slovenia relating to financial
statistics, information technology, cash operations, protocol, security and safety in
the workplace, organisation and personnel. Technical assistance relating to banking
supervision was provided to the central bank of Macedonia in Skopje.

The Bank of Slovenia also participated in ESCB technical assistance programmes
in 2012, namely the technical assistance programme for the central bank of Serbia
(relating to payment transactions and payment systems) and the central bank of
Macedonia (relating to accounting). The regional Eurosystem programme Strength-
ening macro-and micro-prudential supervision in EU candidate countries and po-
tential candidates, in which the Bank of Slovenia participated, ended in January
2012.

In cooperation with the International Monetary Fund and the World Bank, the
Bank of Slovenia organised a workshop in June 2012 on the topic of resolving non-
performing loans. In addition to Bank of Slovenia representatives, the workshop
was attended by representatives of commercial banks, the Bank Association of
Slovenia and certain ministries. The emphasis was on non-performing loans in the
countries of Central, Eastern and South-Eastern Europe, on the impediments that
prevent the efficient resolution of non-performing loans, and a proactive, common
solution to this issue.
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3 ORGANISATIONAL STRUCTURE OF
THE BANK OF SLOVENIA

Governing Board of the Bank of Slovenia

The Bank of Slovenia’s decision-making bodies are the Governor of the Bank of
Slovenia and the Governing Board of the Bank of Slovenia.

The Governing Board comprises five members: the Governor and four vice-
governors. The Governor acts as the president of the Governing Board. The Gover-
nor may authorise one of the vice-governors to be his/her deputy. As at 31 Decem-
ber 2012, the make-up of the Governing Board was as follows:

e Marko Kranjec, Ph.D., Governor

e Darko Bohnec, Vice-Governor

e Janez Fabijan, MSc, Vice-Governor and Deputy Governor
e Mejra Festi¢, Ph.D., Vice-Governor

e Stanislava Zadravec Caprirolo, MSc, Vice-Governor

Organisational structure of the Bank of Slovenia

All of the Bank of Slovenia’s work is carried out by employees at various organisa-
tional units, namely sectors, departments, sections and offices (see the organisa-
tional chart).

Work between departments is coordinated within the individual sector. The sectors
are typically coordinated by the Governor, the vice-governors and the director
(coordinator).

Operational tasks and work of similar content are carried out within the depart-
ments. The Bank of Slovenia has 14 departments, which may be divided into
smaller organisational units, sections and offices.

Commissions, committees and working bodies of the Bank of Slovenia

There are a total of 18 commissions, five committees and six working groups in
various areas of operation functioning at the Bank of Slovenia. The most important
working bodies are:

e Operational Risk Committee (president: Darko Bohnec)

e Audit Committee (president: Dusan Zbasnik, Ph.D.)

o Investment Committee (president: Ernest Ermenc)

e Commission of the Governing Board of the Bank of Slovenia for the Prepara-
tion of Opinions for the Issue of Authorisations to Hold Office as a Member of
a Bank’s Management Board (president: Darko Bohnec)

e Licensing Commission (president: Stanislava Zadravec Caprirolo, MSc)

e Research Commission (president: Mejra Festi¢, Ph.D.)

e Liquidity Commission (president: Tomaz KoSak, MSc)

e Offences Commission (president: Jasna Iskra)

e Crisis Management Task Force (president: Stanislava Zadravec Caprirolo,
MSc)
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Employees

The Bank of Slovenia had 415 employees as at 31 December 2012.

Figure 34: Number of employees at the Bank of Slovenia as at the final day of
the year
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Source: Bank of Slovenia.
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Organisational structure of the Bank of Slovenia as at 31 December 2012
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4 FINANCIAL STATEMENTS

Financial statements
of the Bank of Slovenia
for 2012



Statement of responsibilities of the Governing Board

The Law on the Bank of Slovenia (the Bank) and the Statutes of the Bank require the Governing
Board to prepare financial statements for each financial year which give a true and fair view of the
state of affairs of the Bank and the surplus or deficit of the Bank for that period. In preparing those
financial statements the Governing Board is required to:

Select suitable accounting policies and then apply them consistently;

Make judgements and estimates that are reasonable and prudent;

State whether applicable accounting standards have been followed; and

Prepare the financial statements on the going concern basis unless it is inappropriate to
presume that the Bank will continue in business.

The Governing Board has a general responsibility for taking such steps as are reasonably open to it to
safeguard the assets of the Bank.
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INDEPENDENT AUDITOR’S REPORT

To the Governing Board of the Bank of Slovenia

Report on the Financial Statements

We have audited the accompanying financial statements of Bank of Slovenia (the ‘Bank’),
which comprise the balance sheet as at 31 December 2012 and the income statement for the
vear then ended and a summary of significant accounting policies and other explanatory notes.

Responsibility for the Financial Statements

The Governing Board is responsible for the preparation and fair presentation of these financial
statements in accordance with the Guideline of the European Central Bank of 11* November
2010 on the legal framework for accounting and financial reporting in the European System of
Central Banks (ECB/2010/20) and articles of Law on Bank of Slovenia that are applicable for
financial reporting. The Governing Board is also responsible for the level of internal control
required in its opinion to prepare financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Qur responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Irme Deloitte e nanala na Deloitte Touche Tohmatiu Limited, pravno 05800, uitanoviens v skiadu
zakenodan Zdrulenega kraljestva Velioe Breanije o Severne (rsie (v marndey sUK prvate company
Emited by guarartees), in mrele jenih Hanic, od katerih je viaka ledena in samaste|ng pravea oseba
Podoben opis pravne crganiiranest pdrulenia Deloite Touthe Tohmatsu Limited in njgnit drodb
Sanic je na wiio na www.selote comiingsa-druzba

wember of Deloitte Touche Tohmatiu Limited



Opinion

In our opinion, the financial statements of Bank of Slovenia as of 31 December 2012 are
prepared, in all material respects, in accordance with the Guideline of the European Central
Bank of 11" November 2010 on the Legal Framework for Accounting and Financial reporting
in the European System of Central Banks (ECB/2010/20) and articles of Law on Bank of
Slovenia, applicable for financial reporting.

DELOITTE REVIZIJA d.o.0.

Yuri Sidorovich
Certified Auditor

EReiOITT &,  President ofthe board
DELOITTE REVIZIJA D.O.O.

Ljubliana, Slovenija 3

Ljubljana, 12 March 2013
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Slovenian version.
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Constitution

The Bank of Slovenia (the Bank) was constituted by the Law on the Bank of Slovenia dated 25 June
1991. The Bank is a legal entity, governed by public law, which independently disposes of its own
property. The Bank is wholly owned by the state and is autonomous as regards its finances and
administration. The Bank is supervised by Parliament. The Bank shall take care of the stability of
domestic prices and of general liquidity of the financial system. According to the Bank of Slovenia Act
(Official Gazette of the Republic of Slovenia No. 58/02, No. 72/06 and No. 59/11), from the day of
introduction of the euro, the Bank shall begin to perform the tasks in accordance with the Treaty
establishing the European Community and in accordance with the Statute of the ESCB and the ECB".

Accounting policies

Introduction of euro

Republic of Slovenia introduced the euro as a new legal tender on the 1 January 2007. The Bank
became part of the Eurosystem and took over joint responsibility for monetary Eollcy and for exercising
the common strategic goals of the European System of Central Banks (ESCB)”.

Accounting principles and standards

The Bank applies the Guideline of the European Central Bank of 11 November 2010 on the legal
framework for accountlng and financial reporting in the European System of Central Banks (recast)
(ECB/2010/20) (Accounting Guideline) as the legal basis for the accounting and reporting. According
to the Bank of Slovenia Act and according to the Statute of the ESCB and the ECB, this legal
framework was adopted by the Governing Board of the Bank at its 343" meeting on 20 December
2006.

Financial statements are presented in accordance with the valuation rules as defined by the
Accounting Guideline.

In cases that are not covered by the Accounting Guideline or are governed by non-mandatory
provisions, the valuation principles in accordance with International Financial Reporting Standards
valid in EU and with the Bank of Slovenia act are applied.

Basic principles

The financial statements are prepared in conformity with the provisions governing the Eurosystem’s
accounting and reporting operations, which follow accounting principles, harmonized by Community
law and generally accepted International accounting standards valid in EU and with the Bank of
Slovenia act.

The following fundamental accounting principles have been applied:

e economic reality and transparency: the accounting methods and financial reporting shall
reflect economic reality and shall be transparent;

e prudence: the valuation of assets and liabilities, as well as the recognition of income, shall be
carried out prudently. In the context of the Accounting Guideline, this implies that unrealised
gains are not recognised as income in the profit and loss account, but are transferred directly
to a revaluation account;

' Protocol (No. 18) (ex No. 3) on the Statute of the European System of Central Banks and of the European
Central Bank (Protocol annexed to the Treaty establishing the European Community, OJ C 191, 29.07.1992).

2 The term 'European System of Central Banks (ESCB)' refers to the twenty-seven National Central Banks
(NCBs) of the member states of the European Union on 31 December 2012 plus the European Central Bank
(ECB). The term 'Eurosystem’ refers to the seventeen NCBs of the member states participating in the Monetary
Union, plus the ECB on the same date.

% 0J L 35, 09.02.2011, p. 31-68. The Accounting guideline is amended by the Guideline of the European Central
Bank of 21 December 2011 (ECB/2011/27), OJ L19, 24.01.2012, p. 37-50, and by the Guideline of the European
Central Bank of 10 December 2012 (ECB/2012/29), OJ L356, 22.12.2012, p. 94-108.



e post-balance-sheet events: assets and liabilities shall be adjusted to take into account events
that occur between the end of financial year and the date on which the annual accounts are
approved by the Governing Board, if they materially affect the fair presentation of assets or
liabilities at the balance sheet date;

e materiality: deviation from the accounting rules shall not be allowed unless they can
reasonable be judged to be immaterial in the overall context and presentation of the financial
statements;

e going concern basis: when assessing assets and liabilities, it must be assumed that the
activities will continue;

e the accruals principle: income and expenditure shall be recognised in the accounting period
they were earned or incurred, regardless of when the payment is made or received;

e consistency and comparability: the criteria for balance sheet valuation and income recognition
shall be applied consistently to ensure comparability of data in the financial statements.

Recognition of assets and liabilities

An asset or liability is only recognised in the Balance Sheet when it is probable that any associated
future economic benefit will flow to or from the Bank, substantially all of the associated risks and
rewards have been transferred to the Bank, and the cost or value of the asset or the amount of the
obligation can be measured reliably.

Economic approach

On the basis of definition of alternative economic approach in the Accounting Guideline, transactions
in financial assets and liabilities are reflected during the year in the accounts on the basis of the date
on which they were settled.

For transactions in foreign currency, agreed in one year but maturing in a subsequent year, the trade
date approach is applied. Transactions are recorded in off-balance sheet accounts on the trade date.
On the settlement date, the off-balance sheet entries are reversed and transactions are booked on-
balance sheet. Purchases and sales of foreign currency affect the net foreign currency position on the
trade date and realised results arising from sales are also calculated on the trade date.

Securities transactions are recorded according to the cash/settlement approach. Accrued interest,
premiums and discounts related to financial instruments in foreign currency are calculated and booked
daily from the settlement date, and the foreign currency position is also affected daily by these
accruals.

Conversion of foreign currencies

Foreign currency transactions whose exchange rate is not fixed against the euro are recorded in the
balance sheet at market rates prevailing on the day of the transaction. At year-end, both financial
assets and liabilities are revalued at current market rates of the last day of the year, as derived from
the ECB's daily quotation of reference exchange rates. This applies equally to on balance-sheet and
off-balance-sheet transactions. The revaluation takes place on a currency-by-currency basis.

Income and expenses are converted at the exchange rate prevailing on the recording date.

Gold and gold receivables

Gold and gold receivables are valued at market price prevailing at the year-end. No distinction is made
between the price and currency revaluation differences for gold. Instead, a single gold valuation is
accounted for on a basis of the price in euro per fine ounce of gold, derived from the gold price in US
dollar as at the balance sheet date.

Securities

Marketable securities (other than those classified as held-to-maturity) are valued at the market prices
prevailing at the balance sheet date, on a security-by-security basis. Investments in securities are
included in the balance sheet items 'Claims on non-euro area residents denominated in foreign
currency', 'Claims on euro area residents denominated in foreign currency', 'Claims on non-euro area
residents denominated in euro', and 'Securities of euro area residents denominated in euro'.

Marketable securities classified as held-to-maturity, non-marketable securities and illiquid equity
shares are valued at amortised cost and are subject to impairment.



Securities lending transactions under automated security lending contracts are concluded as part of
the management of Bank's own assets. Securities lent by the Bank are collateralised. Income arising
from lending operations is included in the Profit and Loss account. Automated security lending is
conducted via agent and custodian banks. Transactions outstanding at year-end are recorded off-
balance sheet.

Tangible fixed assets

Depreciation is calculated on a straight line basis, beginning in the month after acquisition so as to
write off the cost of the assets over their estimated economic lifetime at the following annual
percentage rates:

Buildings 1.3-18%
Computers 20-33%
Other equipment 10-25%

Gains and losses on disposal of fixed assets are determined as the difference between net disposal
proceeds and the carrying amount of the asset and are recognised as income or expense in the Profit
and Loss account.

Properties located in Austria are included in Bank's fixed assets. They are carried at fair value and are
not depreciated. The fair value is demonstrated as half of appraisal value, obtained by an external
certificated valuer (the Bank revalues these properties once every 5 years; the last revaluation was
performed in year 2009). This revaluation method represents the deviation from generally accepted
accounting principles. In its prudent concept it reduces the volatility of the financial statements.

ESCB capital key

The capital key is essentially a measure of the relative national size of EU member countries and is a
50:50 composite of GDP and population size. The key is used as the basis of allocation of each NCB's
share capital in the ECB and must be adjusted every five years under ESCB statute and every time
when a new country joins EU.

The Eurosystem key is an individual NCB's share of the total key held by Eurosystem members and is
used as the basis for allocation of monetary income, banknotes in circulation, ECB's income on euro
banknotes in circulation, ECB's (net) income arising from SMP securities and the ECB's profit/loss.

Banknotes in circulation

The ECB and the seventeen euro area NCBs*, which together comprise the Eurosystem, issue euro
banknotes®. The total value of euro banknotes in circulation is allocated on the last working day of
each month in accordance with the banknote allocation keye.

The ECB has been allocated a share of 8% of the total value of euro banknotes in circulation, whereas
the remaining 92% has been allocated to NCBs according to their weightings in the capital key of the
ECB. The share of banknotes allocated to the Bank is disclosed under the balance sheet liability item
'Banknotes in circulation'.

The difference between the value of the euro banknotes allocated to each NCB in accordance with the
banknote allocation key and the value of the euro banknotes that it actually puts into circulation also
gives rise to remunerated intra-Eurosystem balances. These claims or liabilities” are disclosed under

* Central bank of Estonia has only participated in the Eurosystem since 1% January 2011.

® Decision of the European Central Bank of 13 December 2010 on the issue of euro banknotes (recast)
(ECB/2010/29), OJ L 35, 09.02.2011, p. 26-30.

® Banknote allocation key means the percentages that result from taking into account the ECB's share in the total
euro banknote issue and applying the subscribed capital key to the NCBs' share in such total.

" Decision of the European Central Bank of 25 November 2010 on the allocation of monetary income of the
national central banks of Member States whose currency is the euro (recast) (ECB/2010/23), OJ L 35,
09.02.2011, p. 17-25, amended by the Decision of the European Central Bank of 3 November 2011
(ECB/2011/18), OJ L 319, 02.12.2011, p. 116.



the sub-item 'Net claims/liabilities related to the allocation of euro banknotes within the Eurosystem'
(see 'Intra-ESCB balances/Intra-Eurosystem balances' in the notes on accounting policies).

From the cash changeover year8 until five years following the cash changeover year the intra-
Eurosystem balances arising from the allocation of euro banknotes are adjusted (smoothing
mechanism) in order to avoid significant changes in NCBs' relative income positions as compared to
previous years. The adjustments are effected by taking into account the differences between the
average value of banknotes in circulation of each NCB in the reference period9 and the average value
of banknotes that would have been allocated to them during that period under the ECB's capital key.
The adjustments are reduced in annual stages until the first day of sixth year after the cash
changeover year when income on banknotes is allocated fully in proportion to the NCBs' paid-up
shares in the ECB's capital. For the Bank of Slovenia, the adjustment period ended on 31 December
2012. In the year under review the adjustments also resulted from the accession of Central Bank of
Cyprus and Central Bank of Malta (in 2008), Narodna banka Slovenska (in 2009) and Eesti Pank (in
2011) and will terminate at the end of 2013, 2014 and 2016, respectively.

The interest income and expense on these balances is cleared through the accounts of the ECB and
is disclosed under 'Net interest income (expenditure)' in the Profit and Loss account.

Interim profit distribution

The Governing Council of the ECB has decided that the seigniorage income of the ECB, which arises
from the 8% share of euro banknotes allocated to the ECB, and the ECB's (net) income arising from
SMP securities shall be due in full to the NCBs in the same financial year it accrues. Unless otherwise
decided by the Governing Council, the ECB shall distribute this income in January of the following
year in the form of an interim distribution of profitw. The amount of the ECB's income on euro
banknotes in circulation may be reduced in accordance with any decision by the Governing Council in
respect of expenses incurred by the ECB in connection with the issue and handling of euro banknotes.
Before the end of the year the Governing Council decides whether all or part of the ECB's income
arising from SMP securities and, if necessary, all or part of the ECB's income on euro banknotes in
circulation should be retained to the extent necessary to ensure that the amount of the distributed
income does not exceed the ECB's net profit for that year.

The Governing Council may also decide to transfer all or part of the ECB's income arising from SMP
securities and if necessary, all or part of the ECB's income on euro banknotes in circulation to a
provision for foreign exchange rate, interest rate, credit and gold price risks. The amount distributed to
NCBs is disclosed in the Profit and Loss account under ‘Income from equity shares and participating
interest’.

Provisions

Provisions for legal claims are recognised when the Bank has a present legal or constructive
obligation as a result of past events, when: it is more likely than not that an outflow of resources will be
required to settle the obligation; and the amount can be reliably estimated.

In compliance with Article 49a of Bank of Slovenia Act, after introduction of the euro as the Republic of
Slovenia’s currency, the Governing Board of the Bank may, with the intention of maintaining the real
value of assets, take a decision to create general provisions for anticipated exchange rate, interest
rate and price risks. Provisions may not be created if, together with the unrealised exchange rate
differences, securities’ valuation effects and gold valuation effects, they exceed 20% of established
net income. With the amendment of the Accounting Guideline, which entered into force as at the end

8 Cash changeover year refers to the year in which the euro banknotes are introduced as legal tender in the
respective Member State, for Bank of Slovenia this is 2007.

® The reference period refers to the 24 months which start 30 months before the day on which euro banknotes
become legal tender in the respective Member State, for Bank of Slovenia this is the period from July 2004 to
June 2006.

1% Decision of the European Central Bank of 25 November 2010 on the interim distribution of the income of the
European Central Bank on euro banknotes in circulation and arising from securities purchased under the
securities markets programme (ECB/2010/24), OJ L 6, 11.01.2011, p. 35-36, amended by the Decision of the
European Central Bank of 19 December 2012 (ECB/2012/33), OJ L 13, 17.01.2013, p.12.



of 2012, the legal background for the creation of provisions for credit risks is given. The relevant
amount of provision for all such financial risks is determined annually on the basis of Value-at-Risk
(VaR) method. VaR is defined as the maximum loss of portfolio with a given diversification of that
portfolio at a certain level of probability (95%) and for a given holding period (one year). The provision
will be used to fund future unrealised losses not covered by the revaluation accounts.

Intra-ESCB balances / Intra-Eurosystem balances

Intra-Eurosystem balances result from cross-border payments in the EU that are settled in central
bank money in euro. They are primarily settled in TARGET2" and give rise to bilateral balances in the
TARGET2 accounts of EU central banks. These bilateral balances are netted out and then assigned to
the ECB on a daily basis, leaving each NCB with a single net bilateral position vis-a-vis the ECB only.

Intra-Eurosystem balances vis-a-vis the ECB arising from TARGET2, as well as other intra-
Eurosystem balances denominated in euro (interim profit distribution to NCBs, monetary income
results), are presented as a single net liability position and disclosed under ‘Other liabilities within the
Eurosystem (net)’. Intra-ESCB balances versus non-euro area NCBs not arising from TARGET2 are
disclosed either under ‘Claims on non-euro area residents denominated in euro’ or ‘Liabilities to non-
euro area residents denominated in euro’.

Intra-Eurosystem claims arising from Bank’s participating interest in the ECB are reported under
‘Participating interest in ECB’.

Intra-Eurosystem balances arising from the transfer of foreign reserve assets to the ECB by the Bank
at the time of joining the Eurosystem are denominated in euro and reported under ‘Claims equivalent
to the transfer of foreign reserves’.

Intra-Eurosystem balances arising from the allocation of euro banknotes within the Eurosystem are
included as a net single asset under 'Net claims related to the allocation of euro banknotes within the
Eurosystem' (see 'Banknotes in circulation' in the Accounting policies).

Income recognition
Income and expenses are recognised in the financial year in which they are earned or incurred.
Realised gains and losses are taken to the Profit and Loss account.

From the beginning of 2007, the foreign exchange and price valuation is performed on a quarterly
basis in accordance with the Accounting Guideline. Net unrealised valuation gains which arose before
the euro adoption are separated from the unrealised valuation gains recorded after that date. They are
considered as a ‘pre-Stage Three’ revaluation reserves and are included into the liability balance
sheet item ‘Reserves’.

At the end of year, unrealised gains are not recognised as income in the Profit and Loss account but
are recorded on the revaluation accounts on the liabilities side of the balance sheet.

Unrealised losses are taken to the Profit and Loss account if they exceed previous revaluation gains
registered in the corresponding revaluation account. Such losses cannot be reversed against any
future unrealised gains in subsequent years. Unrealised gains and losses in respect of securities and
foreign currency denominated items are entered on an item-by-item basis and a currency-by-currency
basis. Netting is not allowed.

Premiums and discounts arising on purchased securities are calculated and presented as part of
interest income and are amortised over the remaining life of the security according to the internal rate
of return (IRR) method.

Cost of transactions

With regard to gold, foreign currencies and securities, the average cost method as defined in the
Accounting Guideline is used daily to establish the acquisition cost of items sold when calculating
effects of exchange rates and prices.

" Trans-European Automated Real-time Gross settlement Express Transfer system 2



When net acquisitions of currency (or gold) are made, the average acquisition cost for the day's
acquisition with regard to each individual currency is added to the previous day's holdings to obtain a
new weighted average of the exchange rate (or gold price) respectively. In case of net sales, the
realised result is calculated on the basis of the average acquisition cost of the previous day for the
respective foreign currency position.

Gains and losses on disposals of securities are calculated on the basis of the weighted average price
of individual security.

The market prices and rates applied in the opening balance sheet as at 1 January 2007 were
considered as the opening average cost of Bank's assets and liabilities. In case of foreign currency
positions and gold, the opening costs were the exchange rates prevailing on 1 January 2007,
communicated by the ECB. For securities investments, the securities prices as at 31 December 2006
represented the opening average prices, which served as a starting-point for premium and discount
amortisation and calculation of realised gains and losses in case of their sale.

Off-balance-sheet instruments

Forward legs of foreign exchange swaps are disclosed off-balance-sheet and are included in the net
foreign currency position for the purpose of calculating the average cost of currencies and foreign
exchange gains and losses. Gains and losses arising from the forward legs are recognised and
treated in a similar manner to on-balance sheet instruments. Unrealised valuation gains are not
recognised as income but are transferred to the revaluation accounts. Unrealised valuation losses are
taken to the Profit and Loss account when exceeding previous revaluation gains registered in the
revaluation accounts. Unrealised valuation gains/losses of the forward legs of foreign exchange swaps
are recorded from the trade date to the settlement date under 'Other assets/liabilities'.

Since spot and forward amounts in foreign currencies are converted to euro at the same exchange
rate, foreign exchange swaps do not influence Profit and Loss accounts or the revaluation accounts on
the liability side.

Post-balance-sheet events

Assets and liabilities are adjusted for events that occur between the annual balance sheet date and
the date on which the Governing Board approves the financial statements, if such events materially
affect the condition of assets and liabilities on the balance sheet date.

Cash flow statement

Taking account of the Bank's role as a central bank, the publication of a cash flow statement would not
provide the readers of the financial statements with any additional relevant information. Therefore,
such a statement is not included as part of these statements.

Taxation
The Bank is not subject to Slovenian corporate income tax.

Appropriations

In accordance with the Bank of Slovenia Act, net profit is allocated to general reserves and the Budget
of the Republic of Slovenia. Unrealised income deriving from exchange rate and price changes is
allocated in its entirety to the revaluation accounts and it is not included in a net profit available for
distribution. Revaluation accounts may only be used to cover a shortfall deriving from unrealised
losses as a result of exchange rate and price movements.

A net loss of the Bank is covered from general reserves. In case that the net loss arises from
unrealised exchange rate and price changes, it shall be covered from the special reserves created for
that purpose. Any net loss which cannot be covered from general reserves is covered by the budget of
the Republic of Slovenia.

Auditing of financial statements
The financial statements were audited by Deloitte revizija d.o.o., Ljubljana, who was appointed as the
external auditor of the Bank for the financial years 2012 to 2014.
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Balance Sheet as at 31 December 2012

ASSETS 31 December 31 December
(thousands of euro) 2012 2011
1 Gold and gold receivables 129,062 124,527
2 Claims on non-euro area residents denominated in foreign 591,634 641,012
currency
2.1 Receivables from the IMF 387,621 388,161
2.2 E)e;lr?:(;erz]sd\Aéltt:e?aer;(lt(:rﬁgldassesceﬂty investments, external 204,013 252,852
:L?-Irr::c(;n euro area residents denominated in foreign 269,241 245,901
4 Claims on non-euro area residents denominated in euro 781,898 785,954
4.1 Balances with banks, security investments and loans 781,898 785,954
4.2 Claims arising from the credit facility under ERM II - -
5 Lendingto euro area cr_edlt |nst|tut|_ons rel_ated to 3,982,160 1,740,000
monetary policy operations denominated in euro
5.1 Main refinancing operation 125,000 53,000
5.2 Longer-term refinancing operations 3,857,160 1,687,000
5.3 Fine-tuning reverse operations - -
5.4 Structural reverse operations - -
5.5 Marginal lending facility - -
5.6 Credits related to margin calls - -
6 i(?::;:ej::(::lalms on euro area credit institutions denominated 49,094 289,450
7 Securities of euro area residents denominated in euro 3,774,162 3,444,066
7.1 Securities held for monetary policy purposes 1,097,801 1,165,377
7.2 Other securities 2,676,361 2,278,689
8 General government debt denominated in euro - -
9 Intra-Eurosystem claims 2,838,955 2,735,650
9.1 Participating interest in ECB 74,780 69,300
9.2 Claims equivalent to the transfer of foreign reserves 189,410 189,410
9.3 Claims related to promissory notes backing the issuance ) )
of ECB debt certificates*
9.4 N_et _clalms related to the allocation of euro banknotes 2.574,764 2.476,940
within the Eurosystem
9.5 Other claims within the Eurosystem (net) - -
10 Items in course of settlement - -
11 Other assets 226,929 211,213
11.1 Coins of euro area 2,624 1,557
11.2 Tangible and intangible fixed assets 22,610 22,285
11.3 Other financial assets 50,376 50,921
11.4 Off-balance sheet instruments revaluation differences 0 42
11.5 Accruals and prepaid expenses 91,936 73,939
11.6 Sundry 59,382 62,469
12 Loss for the year - -
Total assets 12,643,134 10,217,773

* Only an ECB balance sheet item
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LIABILITIES

31 December

31 December

(thousands of euro) 2012 2011
1 Banknotes in circulation 3,946,960 3,843,316
2 Liabilities to (_euro area (_:redlt |nst|tu_t|ons r_elated to 1,320,335 1,125,711
monetary policy operations denominated in euro
2.1 Current accounts (covering the minimum reserve 1,313,335 393225
system)
2.2 Deposit facility 7,000 602,486
2.3 Fixed-term deposits - 130,000
2.4 Fine-tuning reverse operations - -
2.5 Deposits related to margin calls - -
3 Other Il_abllltle_s to euro area credit institutions 17,758 15,158
denominated in euro
4 Debt certificates issued - -
5 Ié:jart:htles to other euro area residents denominated in 1,039,113 890,334
5.1 General government 1,023,225 872,041
5.2 Other liabilities 15,888 18,293
6 Ié:jart:htles to non-euro area residents denominated in 11,671 20,807
7 Liabilities to euro area residents denominated in foreign 74,883 71,410
currency
8 Liabilities to non-euro area residents denominated in ) )
foreign currency
8.1 Deposits, balances and other liabilities - -
8.2 Liabilities arising from the credit facility under ERM Il - -
9 I(I:V(I:;:Jnterpart of special drawing rights allocated by the 251,653 256,187
10 Intra-Eurosystem liabilities 4,409,285 2,727,622
10.1 Liabilities equivalent to the transfer of foreign reserves* - -
10.2 Liabilities related to promissory notes backing the ) )
issuance of ECB debt certificates
10.3 Net liabilities related to the allocation of euro banknotes ) )
within the Eurosystem
10.4 Other liabilities within the Eurosystem (net) 4,409,285 2,727,622
11 Items in course of settlement - -
12 Other liabilities 109,377 107,703
12.1 Off-balance sheet instruments revaluation differences 10,641 17,754
12.2 Accruals and income collected in advance 17,721 8,176
12.3 Sundry 81,015 81,773
13 Provisions 330,339 149,029
14 Revaluation accounts 156,343 162,727
15 Capital and reserves 843,507 830,665
15.1 Capital 8,346 8,346
15.2 Reserves 835,161 822,319
16 Profit for the year 131,910 17,105
Total liabilities 12,643,134 10,217,773

* Only an ECB balance sheet item
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Profit and Loss Account for the year ended 31 December 2012

thousands of euro

2012

1.1 Interest income 300,671 153,464
1.2 Interest expense -49 855 -41,243
1 Net interest income (expenditure) 250,816 112,221
2.1 Realised gains/losses arising from financial operations 50,324 51,225
2.2 Write-downs on financial assets and positions -54 -131,463
2.3 Transfer to/from provisions for foreign exchange risks, price

risks and other operational risks -184,239 -10,928
2 Net result of financial operations, write-downs and risk

provisions -133,968 -91,167
3.1 Fee and commission income 6,110 8,039
3.2 Fee and commission expense -2,152 -1,939
3 Net fee and commission income 3,958 6,101
4 Income from equity shares and participating interests 3,577 4,327
5§ Net result arising from allocation of monetary income 29,705 B,572
6 Other operaling income 4,207 4,202

Total net income 158,294 44,256
7.1 Staff costs -18,170 -17,911
7.2 Administrative expenses 5,546 -5.491
7.2 Depreciation of tangible and intangible fixed assets -1,561 -1.736
7.4 Banknote production services -391 -1,393
7.5 Other expenses -716 -620
7 Total operating expenses 26,384 -27,151
8 Profit (Loss) for the year 131,910 17,105

The notes on pages 14 to 34 form an integral part of the financial statements.

The unaudited financial statements were approved by the Governing Board on 19 February 2013 and
these audited financial statements were approved by the Governing Board on 19 March 2013 and
were signed on its behalf by:

MarkoKranjec, Ph-B. . -

President of the Governirﬁg and
ﬁbverncr of the Bank of ni

In accordance with Article 49 of the Bank of Slovenia Act, the Bank of Slovenia shall inform the
National Assembly of the Republic of Slovenia of these annual financial statements.
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Notes to the balance sheet

Assets

1. Gold and gold receivables

With the exception of gold stocks held in the Bank, the Bank's gold holdings consist of deposits with
foreign banks. In the annual accounts gold has been valued on the basis of the euro price per fine
ounce (ozf) derived from the quotation in USD established at the London fixing on 31 December 2012.
This price, notified by the ECB, amounts to EUR 1,261.179 per ounce of fine gold compared with EUR
1,216.864 on 31 December 2011. Unrealised valuation gains of EUR 79.7 million (of which EUR 8.8
million from year 2007, EUR 5.5 million from year 2008, EUR 14.8 million from year 2009, EUR 29.6
million from year 2010, EUR 16.5 million from year 2011 and EUR 4.5 million from year 2012) were
disclosed under the liability balance sheet item ‘Revaluation accounts’.

000 EUR Fine troy ounces
Balance as at 31 December 2011 124,527 102,334
Revaluation of gold stock as at end of 2012 4,535 -
Balance as at 31 December 2012 129,062 102,334

2. Claims on non-euro area residents denominated in foreign currency

This item includes holdings of Special Drawing Rights (SDRs) allocated by the International Monetary
Fund (IMF) and foreign currency claims on non-euro area residents included in the Bank's foreign
reserves.

The sub-item 2.1 'Receivables from the IMF' consists of drawing rights within the reserve tranche,
loans to the IMF and special drawing rights. They are remunerated by the IMF at a remuneration rate
that is updated weekly.

The reserve tranche corresponds to the difference between Slovenian’s quota in the IMF and the
IMF’s holdings of EUR with the Bank. The tranche is usually used for the purpose of financing the
balance of payments deficit in the member countries.

Loans to the IMF are based on the loan agreement between the Bank and IMF, dated 1 September
2010. Borrowed funds give IMF the possibility to ensure timeliness and effective assistance to the
member countries in case of balance of payments difficulties.

SDRs are reserve assets created by the IMF and allocated by it to its members in order to increase
international liquidity. They are used in transactions between official monetary authorities. The SDR is
defined in terms of a basket of currencies. lts value is determined as the weighted sum of exchange
rates of four currencies (USD, GBP, JPY and EUR).

All claims are shown in the balance sheet on the basis of the market rate of SDR 1 = EUR 1.1657 (31
December 2011: SDR 1 = EUR 1.1867) calculated by the ECB at the end of the year for all central
banks participating in the Eurosystem. At the balance sheet date, the market rate of SDR was above
the average cost and valuation gains were therefore recognised in accordance with the accounting
rules in the liability balance sheet item ‘Revaluation accounts’.
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31 December 2012

31 December 2011

000 SDR 000 EUR

000 SDR 000 EUR

Quota 275,000 320,568
Less IMF holdings of EUR -184,350 -214,897
Reserve tranche in the IMF 90,650 105,671
Loan to the IMF 34,300 39,984
SDR Holdings 207,572 241,967
Total 332,522 387,621

275,000 326,343
-189,450 -224,820
85,550 101,522
32,900 39,042

208,642 247,596

327,092 388,161

The sub-item 2.2 'Balances with banks and security investments, external loans and other external
assets' includes the foreign currency assets held with non-euro area residents (including international
and supranational organisations). Foreign currency assets are shown under this sub-item at their euro
equivalent as calculated on the basis of market exchange rates on 31 December 2012.

Breakdown of foreign currency assets by type of investment:

31 December 2012 31 December 2011
000 EUR 000 EUR
Current accounts 4,103 1,149
Time deposits 55,707 -
Securities 144,203 251,703
Total 204,013 252,852

Breakdown of foreign currency assets by currency:

31.12.2012 31.12.2011
000 EUR 000 EUR
UsD 200,349 228,545
AUD 79 23,803
GBP 24 96
Other currencies 3,562 407
Total 204,013 252,852
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Breakdown of securities according to their residual maturity:

31 December 2012 31 December 2011
000 EUR 000 EUR
<1 year 52,976 116,806
>1 year and <5 years 87,477 130,919
> 5 years 3,750 3,978
Total 144,203 251,703

3. Claims on euro area residents denominated in foreign currency

The foreign currency assets held with euro area residents are invested in sight deposits, time deposits
and securities in foreign currencies. Foreign currency assets are shown at their euro equivalent as
calculated on basis of market exchange rates on 31 December 2012.

Breakdown of foreign currency assets by type of investment:

31 December 2012

31 December 2011

000 EUR 000 EUR
Current accounts 256 221
Time deposits 19,100 70,794
Securities 249,886 174,886
Total 269,241 245,901
Breakdown of foreign currency assets by currency:

31.12.2012 31.12.2011

000 EUR 000 EUR
usD 269,167 245,827
AUD 45 45
GBP 29 29
Total 269,241 245,901
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Breakdown of securities according to their residual maturity:

31 December 2012 31 December 2011
000 EUR 000 EUR
<1 year 53,686 92,288
>1 year and < 5 years 196,199 82,598
Total 249,886 174,886

4. Claims on non-euro area residents denominated in euro

The claims on non-euro area residents denominated in euro included under this balance sheet item
are invested in sight and time deposits and securities.

Breakdown of euro denominated assets by type of investment:

31 December 2012 31 December 2011
000 EUR 000 EUR
Current accounts 0 2,425
Time deposits 88,500 -
Securities 693,398 783,529
Total 781,898 785,954

Breakdown of securities according to their residual maturity:

31 December 2012 31 December 2011
000 EUR 000 EUR
<1 year 363,237 111,156
>1 year and < 5 years 330,161 646,156
> 5 years - 26,217
Total 693,398 783,529
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5. Lending to euro area credit institutions related to monetary policy operations in euro

This item shows operations carried out by the Bank within the framework of the single monetary policy
of the Eurosystem and reflects the volume and pattern of the Bank’s refinancing of the Slovenian
credit institutions.

The total Eurosystem holding of monetary policy assets amounts to EUR 1,126,019 million, of which
the Bank holds EUR 3,982 million. In accordance with Article 32.4 of the Statute, any risks from
monetary policy operations, if they were to materialise, should eventually be shared in full by the
Eurosystem NCBs, in proportion to the prevailing ECB capital key shares (see section on liability item
L13 on provisions).

Losses can only materialise if both the counterparty fails and the recovery of funds received from the
resolution of the collateral provided by the counterparty is not sufficient. For specific collateral which
can be accepted by NCBs at their own discretion, risk sharing has been excluded by the Governing
Council of the ECB.

Main refinancing operations are regular liquidity-providing operations which are conducted with a
weekly frequency and a maturity of one week in the form of reverse transactions and executed
through standard tenders. Since October 2008, the main refinancing operations were conducted as
fixed rate tender procedures with full allotment. These operations play a key role in achieving the aims
of steering interest rate, managing market liquidity and signalling the monetary policy stance.

Longer-term refinancing operations are regular liquidity-providing reverse transactions with a maturity
of one, three, and occasionally operations with maturity of six or twelve months. In 2011 the three-year
operation was conducted for the first time. In the year under review longer-term refinancing operations
provided the bulk of refinancing to the banking sector. They were conducted as fixed rate tender
procedures with full allotment. For some operations the rate was fixed at the average minimum bid
rate of the MROs over the life of this operation. In the year 2012, regular one- and three-month
operations existed, conducted with a monthly frequency. During the year also one three-year
operation was conducted.

Fine-tuning reverse liquidity providing operations are not conducted regularly by the ECB. They were
performed once in 2012 as the overnight operation with the aim to overcome the liquidity between the
maturity of main refinancing operation and additional longer term refinancing operations with a
maturity of three years. It was conducted as fixed rate tenders with full allotment.

31 December 2012 31 December 2011
000 EUR 000 EUR
Main refinancing operations 125,000 53,000
Longer term refinancing operations 3,857,160 1,687,000
Fine-tuning reverse operations - -
Total 3,982,160 1,740,000

6. Other claims on euro area credit institutions denominated in euro
This item comprises claims on credit institutions which do not relate to monetary policy operations.

Claims consist almost entirely of fixed-term euro-denominated deposits which are held at euro area
credit institutions.
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31 December 2012 31 December 2011

000 EUR 000 EUR
Current accounts 1,335 1,412
Time deposits 47,759 288,038
Total 49,094 289,450

7. Securities of euro area residents denominated in euro

This item includes securities held for monetary policy purposes and other securities issued by euro
area residents denominated in euro.

The sub-item 7.1 'Securities held for monetary policy purposes' contains securities acquired by the
Bank within the scope of the purchase programme for covered bonds (CBPP)', and public debt
securities acquired in the scope of the securities market programme (SMP)13. The securities are
classified as held-to-maturity securities and are valued on an amortised cost basis subject to
impairment (see ‘Securities’ in the notes on accounting policies). Annual impairment tests are
conducted on the basis of the information available and estimated recoverable amounts as at the
year-end.

Under the Securities Markets Programme, established in May 2010, the ECB and the NCBs were able
to purchase euro area public and private debt securities in order to address the malfunctioning of
certain segments of the euro area debt securities markets and restore the proper functioning of the
monetary policy transmission mechanism.

The total Eurosystem NCB's holding of SMP securities amounts to EUR 208,733 million, of which the
Bank holds EUR 975 million. In accordance with Article 32.4 of the Statute, any risks from holdings of
SMP securities, if they were to materialise, should eventually be shared in full by the Eurosystem
NCBs, in proportion to the prevailing ECB capital key shares.

Part of the Bank’s holdings under the Securities Markets Programme comprises debt securities issued
by the Hellenic Republic. In February 2012 the Eurosystem central banks exchanged their holdings of
Greek government bonds purchased under the Securities Markets Programme for new securities
issued by the Hellenic Republic. The newly acquired securities have the same characteristics as those
purchased under the Securities Markets Programme in terms of their nominal values, coupon rates,
interest payment dates and redemption dates, and were not included on the list of eligible securities
that were subject to restructuring in the context of the private sector involvement (PSI) initiative.

In the context of the impairment test conducted as at the end of 2012 on securities purchased under
the Securities Markets Programme, the Governing Council identified two impairment indicators in
particular, relating to the holdings of Greek government bonds, which occurred in the course of 2012.
The first was the restructuring in March 2012 of part of the debt issued by the Hellenic Republic in the
context of the PSlI initiative and the second was the debt buy-back operation carried out by the Greek
government in December 2012. The Governing Council considered that the occurrence of these
impairment indicators did not warrant an impairment of securities holdings purchased under the
Securities Markets Programme, since on the basis of the information available as at 31 December
2012, there was no evidence of changes in the estimated future cash flows. As a result of an
impairment test conducted as at 31 December 2012, the Governing Council decided that all future
cash flows on these securities are expected to be received.

12 Decision of the European Central Bank of 2 July 2009 on the implementation of the covered bond purchase
programme (ECB/2009/16), OJ L 175, 04.07.2009, p. 18-19.

13 Decision of the European Central Bank of 14 May 2010 establishing a securities markets programme
(ECB/2010/5), OJ L 124, 20.05.2010, p. 8-9.
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With regard to the impairment test conducted on securities purchased under the covered bond
purchase programme, the Bank estimates that all future cash flows on these securities are expected
to be received and therefore no impairment losses were recorded in respect of these holdings.

The Governing Council of the ECB assesses on a regular basis the financial risks associated with the
securities held under the Securities Markets Programme and the covered bond purchase programme.

Breakdown of securities held for monetary policy purposes per portfolio:

31 December 2012 31 December 2011
000 EUR 000 EUR
CBPP securities 122,737 173,077
SMP securities 975,064 992,299
Total 1,097,801 1,165,377

Breakdown of securities held for monetary policy purposes according to their residual maturity:

31 December 2012 31 December 2011
000 EUR 000 EUR
<1 year 327,520 100,020
>1 year and < 5 years 585,463 827,657
> 5 years 184,818 237,699
Total 1,097,801 1,165,377

The sub-item 7.2 'Other securities' covers the portfolio of marketable securities, issued by
governments and credit institutions of the euro area.

Breakdown of securities per portfolio:

31 December 2012 31 December 2011
000 EUR 000 EUR
Marketable securities other than those
held to maturity 2,418,632 2,261,675
Held-to-maturity securities 257,729 17,014
Total 2,676,361 2,278,689

Held-to-maturity securities are securities with fixed or determinable payments and a fixed maturity for
which the Bank has the positive intent to hold them until maturity.
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During 2012 the Bank has reclassified the part of its investment in securities, for which it decided that
it intends to hold them until maturity, from market portfolio subject to regular valuation according to
market prices, to the held to maturity portfolio. Reclassification was performed at the book value of
individual securities at the end of previous year taking into account the premium/discount amortisation
until the day of the reclassification, in the amount of EUR 177.2 million.

Breakdown of other securities according to their residual maturity:

31 December 2012 31 December 2011
000 EUR 000 EUR
<1 year 1,219,259 846,546
>1 year and < 5 years 1,330,003 1,215,883
> 5 years 127,099 216,259
Total 2,676,361 2,278,689

9. Intra-Eurosystem claims

Sub-item 9.1 shows the Bank's participating interest in the ECB. Pursuant to Article 28 of the Statute
of the ESCB and the ECB, the ESCB national central banks are the sole subscribers to the capital of
the ECB. Subscriptions depend on shares which are fixed in accordance with Article 29.3 of the
Statute and which must be adjusted every five years. The most recent such adjustment took effect on
1 January 2009.

In accordance with the legal acts adopted by the Governing Council on the increase of the subscribed
capital of the ECB in December 2010 and the pay-up of the increase via three instalments ', the Bank
has paid up additional EUR 5,480,000 to the ECB at the end of 2012, representing the third instalment
of its contribution to the increase in the ECB’s capital.

' Decision ECB/2010/26 of 13 December 2010 on the increase of the European Central Bank’s capital, OJ L 11, 15.01.2011,
p.53; Decision ECB/2010/27 of 13 December 2010 on the paying-up of the increase of the European Central Bank's capital
by the national central banks of Member States whose currency is the euro, OJ L 11, 15.01.2011, p. 54-55.
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The subscribed and paid up capital of the 27 European central banks in the capital of the ECB on 31

December 2012 is as follows:

Capital key Of which fully Eurosystem
per cent EUR paid up key

Nationale Bank van Belgié/
Banque Nationale de Belgique 2.4256 261,010,385 261,010,385 3.4666
Deutsche Bundesbank 18.9373 2,037,777,027 2,037,777,027 27.0647
Eesti Pank 0.1790 19,261,568 19,261,568 0.2558
Central Bank and Financial Services
Authority of Ireland 1.1107 119,518,566 119,518,566 1.5874
Bank of Greece 1.9649 211,436,059 211,436,059 2.8082
Banco de Espafa 8.3040 893,564,576 893,564,576 11.8679
Banque de France 14.2212 1,530,293,899 1,530,293,899 20.3246
Banca d’ltalia 12.4966 1,344,715,688 1,344,715,688 17.8598
Central Bank of Cyprus 0.1369 14,731,333 14,731,333 0.1956
Banque centrale du Luxembourg 0.1747 18,798,860 18,798,860 0.2497
Central Bank of Malta/Bank Centrali ta’
Malta 0.0632 6,800,732 6,800,732 0.0903
De Nederlandsche Bank 3.9882 429,156,339 429,156,339 5.6998
Oesterreichische Nationalbank 1.9417 208,939,588 208,939,588 2.7750
Banco de Portugal 1.7504 188,354,460 188,354,460 2.5016
Banka Slovenije 0.3288 35,381,025 35,381,025 0.4699
Narodna banka Slovenska 0.6934 74,614,364 74,614,364 0.9910
Suomen Pankki-Finlands Bank 1.2539 134,927,820 134,927,820 1.7920
Total euro-area NCBs 69.9705 7,529,282,289 7,529,282,289 100.0000
Bulgarian National Bank 0.8686 93,467,027 3,505,014
Ceska narodni banka 1.4472 155,728,162 5,839,806
Danmarks Nationalbank 1.4835 159,634,278 5,986,285
Latvijas Banka 0.2837 30,527,971 1,144,799
Lietuvos bankas 0.4256 45,797,337 1,717,400
Magyar Nemzeti Bank 1.3856 149,099,600 5,691,235
Narodowy Bank Polski 4.8954 526,776,978 19,754,137
Banca Nationald a Romaniei 2.4645 265,196,278 9,944,860
Sveriges Riksbank 2.2582 242,997,053 9,112,389
Bank of England 14.5172 1,562,145,431 58,580,454
Total non-euro area NCBs 30.0295 3,231,370,113 121,176,379
Total euro area and non-euro area
NCBs 100.0000 10,760,652,403 7,650,458,668

In accordance with Article 49.2 of the Statute of the ESCB and the ECB and the legal acts adopted by
the Governing Council of the ECB, the Bank also made a contribution in year 2007 of EUR 36.7 million
to the ECB's foreign exchange, gold and security price revaluation accounts and to the ECB's
provision for foreign exchange rate, interest rate and gold price risks. The payment was made in two
parts. As a result of a difference between the euro equivalent of FX reserves to be transferred to the
ECB at current exchange rates and the claim of the Bank in accordance with its capital key (disclosed
under asset item 9.2), the amount of EUR 7.6 million was used as the advance contribution to the
ECB reserves, provisions and provisions equivalent to reserves on 3 January 2007. The rest of the
contribution was paid after the approval of the ECB 2006 Annual Accounts by the Governing Council
of the ECB in March 2007.

Due to a change in the ECB's capital key on 1 January 2009, the additional contribution to the ECB's
net equity was made on 9 March 2009.
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31 December 2012

000 EUR
Contribution to revaluation accounts
- paid on 3 January 2007 7,647
- paid on 12 March 2007 18,105
Contribution to provisions
- paid on 12 march 2007 10,947
Contribution paid on 9 March 2009 2,700
Total 39,399

Sub-item 9.2 contains the Bank's claims arising from the transfer of foreign reserve assets to the ECB.
The claims are denominated in euro at a value fixed at the time of their transfer. They are
remunerated at the latest available marginal rate for the Eurosystem's main refinancing operations,
adjusted to reflect a zero return on the gold component.

Sub-item 9.4 'Net claims related to the allocation of euro banknotes within the Eurosystem' consists of
the claims and liabilities of the Bank vis-a-vis the Eurosystem relating to the allocation of euro
banknotes within the Eurosystem which arise from applying the euro banknote allocation key (see
‘Banknotes in circulation’ and ‘Intra-ESCB balances/Intra-Eurosystem balances’ in the notes on
accounting poIicies)15. The increase of the net claim in comparison to 2011 (EUR 97.8 million) was
mainly due to rise in banknotes in circulation in the Eurosystem as a whole (increase of 2.7%
compared to 2011). The net position, taking into account the adjustment as a result of smoothing
mechanism, which reduces the interest bearing claim for the compensatory amount of EUR 291.6
million (2011: EUR 584.9 million), is remunerated at the marginal interest rate applying to the main
refinancing operations.

11. Other assets

The Bank's holding of coins, issued by Republic of Slovenia, are shown in sub-item 11.1 'Coins of
euro area'.

Sub-item 11.2 'Tangible and intangible fixed assets' comprises land and buildings, computer hardware
and software, furniture and other equipment.

!5 According to the accounting regime chosen by the Eurosystem on the issue of euro banknotes, a share of 8%
of the total value of the euro banknotes in circulation is allocated to the ECB on a monthly basis. The remaining
92% of the value of the euro banknotes in circulation are allocated to the NCBs also on a monthly basis, whereby
each NCB shows in its balance sheet a share of the euro banknotes issued corresponding to its paid-up share in
the ECB’s capital. The difference between the value of the euro banknotes allocated to the NCB according to the
aforementioned accounting regime, and the value of euro banknotes put into circulation, is recorded as a ‘Net
Intra-Eurosystem claim/liability related to the allocation of euro banknotes within the Eurosystem’.

23



Land and Computers

buildings & equipment Total

000 EUR 000 EUR 000 EUR
Cost or valuation
At 31 December 2011 22,150 21,582 43,732
Additions 291 1,603 1,895
Disposals - 1,211 1,211
At 31 December 2012 22,441 21,975 44,416
Depreciation
At 31 December 2011 3,639 17,807 21,446
Disposals - 1,210 1,210
Charge for the year 185 1,384 1,569
At 31 December 2012 3,824 17,981 21,805
Net book value
At 31 December 2011 18,511 3,775 22,285
At 31 December 2012 18,617 3,993 22,610

As at 31 December 2012 an amount of EUR 8.0 million relating to investment properties in Austria is
included in land and buildings (2011: EUR 8.0 million).

Sub-item 11.3 'Other financial assets' contains the Bank's participating interests in international
financial organisations and other financial assets.

Sub-item 11.4 'Off-balance sheet instruments revaluation differences' includes the positive revaluation
effect arising from the forward legs of foreign currency swaps, which are recorded on off-balance-
sheet account.

Sub-item 11.5 'Accruals and prepaid expenses' contains the accrued income identified at 31
December 2012. This consists mainly of interest income which is due in the new financial year.

Sub-item 11.6 'Sundry' consists of fiduciary and other assets.

Liabilities

1. Banknotes in circulation

This item consists of the Bank’s share of the total euro banknotes in circulation (see ‘Banknotes in
circulation’ in the notes on accounting policies).

The total value of euro banknotes issued by the central banks in the Eurosystem is distributed among
these banks on the last business day of each month in accordance with the key for allocating euro
banknotes (see Accounting policies). In accordance with the banknote allocation key applying on 31
December 2012, the Bank has a 0.4325% (2011: 0.4325%) share of the value of all euro banknotes in
circulation. During the year 2012 the total value of banknotes in circulation within the Eurosystem rose
from EUR 888,628 million to EUR 912,592 million. In accordance with the allocation key, the Bank
shows holdings of euro banknotes amounting to EUR 3,947.0 million at the end of the year 2012
(2011: EUR 3,843.3 million). The value of the euro banknotes actually issued by the Bank was EUR
1,372.2 million (2011: EUR 1,366.4 million). As this was less that the allocated amount, the difference
of EUR 2,574.8 million (2011: EUR 2,476.9 million) is shown in asset sub-item 9.4 'Net claims related
to the allocation of euro banknotes within the Eurosystem'.
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31 December 2012

31 December 2011

000 EUR 000 EUR
EURS5 -25,965 -14,793
EUR 10 267,822 212,946
EUR 20 3.057,064 2,802,208
EUR 50 -1,712,036 -1,529,938
EUR 100 -586,368 -360,635
EUR 200 -171,917 -134,061
EUR 500 543,597 390,650
Total euro banknotes actually put into
circulation by the Bank 1,372,196 1,366,376
Redistribution of euro banknotes in
circulation within the Eurosystem 2,917,835 2,811,002
Euro banknotes issued by the ECB (8%) -343,071 -334,062
Total EUR banknotes according to the
Bank’s banknote allocation key 3.946,960 3,843,316

2. Liabilities to euro area credit institutions related to monetary policy operations
denominated in euro

These interest bearing liabilities arise from the monetary policy conducted by the Bank on behalf of the
ESCB.

Sub-item 2.1 'Current accounts' contains the deposits of credit institutions, which are used to meet the
minimum reserve requirements and to settle payments. The main criterion for including these deposits
in this sub-item is that the respective institution is subject to the Eurosystem minimum reserve system.
Reserve requirements have to be fulfilled on average over the reserve maintenance period, which
lasts approximately one month, in accordance with the schedule published by the ECB. Banks’
reserve balances up to calculated reserve requirements have been remunerated at the prevailing
interest rate for the Eurosystem’s main refinancing operations.

Sub-item 2.2 'Deposit facility' contains overnight deposits placed with the Bank by Slovenian
counterparties at a predetermined interest rate (standing facility).

Sub-item 2.3 'Fixed term deposits' contains overnight operations, performed in the past by the ECB
usually on the last day of the reserve maintenance period. Conducting of those operations on the last
day of the reserve maintenance period was abolished in January 2012. Since the establishment of the
securities markets programme in May 2010, also fixed term deposit operations are conducted with a
weekly frequency and maturity of one week, with the aim to sterilise liquidity issued using this
programme. Fixed term deposit operations are conducted as variable rate tenders.

31 December 2012

31 December 2011

000 EUR 000 EUR
Current accounts (covering the minimum
reserve system) 1,313,335 393,225
Deposit facility 7,000 602,486
Fixed term deposits - 130,000
Total 1,320,335 1,125,711
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3. Other liabilities to euro area credit institutions denominated in euro

This balance sheet item contains other credit institutions' accounts unrelated to the monetary policy
operations.

5. Liabilities to other euro area residents denominated in euro

Sub-item 5.1 'General government' encompasses the balances of the government sight and fixed-term
deposits and its special funds in euro. The deposits of other public depositors constitute balances held
by local communities.

Sub-item 5.2 Other liabilities' includes among other also stock exchange market customers' accounts
and fixed term deposit of Guarantee fund of Central Securities Clearing Corporation.

6. Liabilities to non-euro area residents denominated in euro

Balance sheet item 'Liabilities to non-euro area residents denominated in euro' contains euro balances of
international and supranational organisations. The IMF account No. 2 is also included in this balance
sheet item.

7. Liabilities to euro area residents denominated in foreign currency

This item contains the foreign currency sight and fixed-term deposits of central government and its
special funds.

9. Counterpart of special drawing rights allocated by the IMF

This item represents the liability of the Bank towards IMF which corresponds to the allocation of SDRs
to the Republic of Slovenia as a result of its membership in the IMF. The liability is shown in the
balance sheet at the end of 2012 on the basis of the market rate of SDR 1 = EUR 1.1657 (31
December 2011: SDR 1 = EUR 1.1867) calculated by the ECB at the end of the year for all central
banks participating in the Eurosystem. The decrease in the amount of this liability in 2012 is solely due
to valuation effects, i.e. the appreciation of the euro against the SDR.

10. Intra-Eurosystem liabilities

Sub-item 10.4 'Other liabilities within the Eurosystem (net)' includes net position of 'Other
claims/liabilities within the Eurosystem (net). This item consists of a net TARGET2 balance, arising
from cross-border transfers via TARGET2 with other NCBs in the ESCB and the ECB, the claim
arising from the allocation of monetary income to the national central banks (see profit and loss item 5
'Net result arising from allocation of monetary income') and the claim arising from the distribution of
ECB's income on euro banknotes in circulation (see profit and loss item 4 'Income from equity shares
and participating interests').

The net TARGET2 balance is remunerated at the latest available marginal rate for the main
refinancing operations. The settlement takes place monthly on the second business day of the month
following that to which the interest relates. The creation of this liability reflects outflows of funds from
domestic credit institutions to other euro area countries. These funds came from the gradual release of
credit institutions’ deposits with the Bank after Slovenia joined EMU on 1 January 2007.
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12. Other liabilities

Sub-item 12.1 'Off-balance sheet instruments revaluation differences' includes the negative
revaluation effect arising from the forward legs of foreign currency swaps, which are recorded on off-
balance-sheet account.

Sub-item 12.2 'Accruals and income collected in advance' contains the accrued expenses identified at
31 December 2012. This consists mainly of interest expenditure which is due in the new financial year
but was incurred in the financial year just ended.

Sub-item 12.3 'Sundry’ consists mainly of fiduciary liabilities and non-returned tolar banknotes.

13. Provisions

31 December 2012 31 December 2011

000 EUR 000 EUR
Provisions for employees and for known
risks 42,558 81,183
Provisions for general risks 286,360 63,497
Provision in respect of monetary policy
operations 1,421 4,349
Total 330,339 149,029

Provisions for employees and for known risks

Provisions for post-employment benefits are calculated in accordance with IAS 19 — Employee
benefits on the basis of actuarial assumptions as at 31.12.2011. The latter consider the stipulations of
the Bank collective agreement, expected future salary increase, fluctuation and a rate of 4.85% used
to discount the future obligations, determined by reference to 10-years high quality corporate bonds in
the euro area. Considering the fact that assumptions used in the calculation are not changing
significantly in the individual year and that they remain inside the corridors set by the aforementioned
standard, the decision was taken that the actuarial calculation is performed every five years.

Provisions for known risks relate to potential liabilities of the Bank for the certain legal claims pending
and to the potential liabilities streaming from off-balance sheet positions. Provisions for potential
liabilities streaming from off-balance sheet positions were reduced on the basis of Value-at-Risk
assessment as at 31 December 2012 in amount of EUR 39.2 million.

Provisions for general risks

Taking into account the Bank’s exposure to interest rate, exchange rate, credit and price risks, general
provisions for future unrealised interest rate, exchange rate and price change losses and credit events
could be created. In 2011, the Bank created additional general provisions amounting to EUR 10.4
million and in 2012 in the amount of EUR 222.9 million. Significant change in general provisions was
caused by the credit risks calculation of monetary policy operations and of own investment portfolio.
Credit risk was assessed in 2012 for the first time based on the amended Accounting Guideline in
2012.

Provisions in respect of monetary policy operations

In accordance with Article 32.4 of the Statute, the provision against counterparty risks in monetary
policy operations is allocated between the national central banks of participating Member States
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(NCBs) in proportion to their subscribed capital key shares in the ECB prevailing in the year when the
defaults have occurred. In accordance with the general accounting principle of prudence, the
Governing Council has reviewed the appropriateness of the volume of this provision and decided to
reduce the provision from a total amount of EUR 949 million as at 31 December 2011 to an amount of
EUR 310 million as at 31 December 2012. The Bank's share in this provision amounts to EUR 1.4
million (2011: EUR 4.3 million). The respective adjustments are reflected in the NCB's Profit and loss
account. In case of Bank of Slovenia the resulting income amounted to EUR 2.9 million in 2012 (see
Profit and loss account item 5 'Net result of pooling of monetary income').

14. Revaluation accounts

The positive difference between the market value and the average acquisition costs in the case of gold
holdings, net positions in each foreign currency and securities portfolio is shown in this balance sheet
item.

In case of valuation of securities, gains of EUR 58.1 million arose from the valuation of EUR
denominated portfolio (2011: EUR 57.1 million) and EUR 2.6 million from the valuation of USD
denominated assets (2011: EUR 2.9 million). At the end of 2012, the Banks has no AUD denominated
portfolio (2011: valuation gains amounting to EUR 2.2 million).

In case of foreign currency positions, gains of EUR 11.0 million arose from the valuation of USD
position and EUR 5.0 million from the valuation of SDR position (2011: EUR 17.2 million from the
valuation of USD position and EUR 8.1 million from the valuation of SDR position).

In case of gold the acquisition cost is EUR 482.688 per fine ounce of gold at the end of 2012 (2011:
EUR 482.688), comparing with market price at the end of 2012, which was EUR 1,261.179 per fine
ounce of gold (2011: EUR 1,216.864). Market value of gold position exceeded its acquisition price and
resulted in a revaluation gain amounting to EUR 79.7 million (2011: EUR 75.1 million).

31 December 2012 31 December 2011

000 EUR 000 EUR
Price effect 60,678 62,255
- securities in foreign currencies (asset
items 2 and 3) 2,606 5,148
- securities in euro (asset items 4 and 7) 58,072 57,108
Exchange rate effect 15,999 25,340
Gold value effect 79,666 75,131
Total 156,343 162,727

15. Capital and reserves

In accordance with the Article 5 of the Bank of Slovenia Act, the capital of the Bank was created from
the general reserves in the amount of EUR 8.3 million in year 2002. Banka Slovenije’s initial capital
may be increased by allocating of funds from the general reserves in an amount to be determined by
the Governing Board.

The reserves of the Bank of Slovenia are composed of general reserves and special reserves.
General reserves serve to cover general risks associated with the operations of the Bank of Slovenia.
Special reserves serve to cover exchange rate and price risks. Investment properties revaluation
reserve are created out of the valuation gains arising from the appraisal of the investment properties in
Austria, performed by the independent real estate assessor.
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With regard to the assessment of risks and financial buffers to cover those risks, the Governing Board
has taken a decision to reclassify a part of special reserves, created before entering into Eurosystem,
to general reserves as at the end of 2012. This reclassification does not reduce the level of available
financial buffers, but solely increase the possibility of using such reserves for covering different types
of financial risks.

Initial General Special Revaluation  Operating Total
. surplus/

capital reserve reserve reserve deficit

000 EUR 000 EUR 000 EUR 000 EUR 000 EUR 000 EUR
Balance at 31.12.2011 8,346 390,330 423,949 8,039 - 830,665
Operating surplus for 2011 - - - 17,105 17,105
Transfer to general reserve - 12,828 - -12,828 -
Transfer to RS budget - - - -4,276 -4,276
Valuation of investments in equity - - - 14 - 14
Transfer of special reserve for FX . 206,500  -206,500 _ _ _
risks to general reserve
Transfe;r oflspemal reserve for . 23,500 -23,500 _ _ _
gold price risks to general reserve
Total increase/decrease - 242,828 -230,000 14 - 12,842
Balance at 31.12.2012 8,346 633,159 193,949 8,053 - 843,507

Notes to the off-balance-sheet items

Foreign currency swaps

As at 31 December 2012, the forward foreign currency position arising from EUR/foreign currency
swap transactions amounts to EUR 195.3 million (2011: EUR 223.2 million).

The forward claims and forward liabilities in foreign currencies were revalued at the same exchange
rates as those used for spot holdings in foreign currencies.

31 December 2012 31 December 2011
000 000
Foreign Foreign
currency 000 EUR currency 000 EUR
Forward liabilities in AUD - - 30,100 23,658
Forward liabilities in USD 257,700 195,316 258,200 199,552
Total - 195,316 - 223,210

Securities lending

As at 31 December 2012, securities with a market value of EUR 481 million (31 December 2011: EUR
371 million) were lent under automated security lending contracts with the agents, which were, in case
of collateral, reinvested into reverse repo transactions, prime asset backed securities, bank bonds and
certificates of deposits.
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Other off-balance-sheet items

The following other financial liabilities of the Bank were stated off-balance-sheet as at 31 December
2012:

- obligation under the IMF's statutes to provide currency on demand in exchange for SDRs up to the
point at which the Bank's SDR holdings are three times as high as the amount it has received
gratuitously from the IMF, which was equivalent to EUR 513.0 million as at 31 December 2012 (31
December 2011: EUR 521.0 million);

- a contingent liability of EUR 164.4 million, equivalent to the Bank's share of the maximum of EUR 50

billion reserve assets that the ECB may require the euro area NCBs to transfer under Article 30.1
ESCB Statute (31 December 2011: EUR 164.4 million);

Notes to the profit and loss account

1. Net interest income (expenditure)
Interest income

Net interest income consists of interest income on foreign reserve assets and euro-denominated
portfolio and interest income on euro-denominated claims. Euro-denominated claims include monetary
policy instruments, foreign reserve assets transferred to the ECB and net claim arising from the
allocation of banknotes within the Eurosystem.

31 December 2012 31 December 2011

000 EUR 000 EUR
Interest income
Gold - -
Current accounts and deposits 2,376 3,828
- In foreign currency 589 421
- In euro 1,788 3,407
Securities 244,771 115,382
- In foreign currency 5,292 10,261
- In euro 239,479 105,121
IMF 402 1,305
Monetary policy operations 31,076 6,726
- Main refinancing operation 501 282
- Longer-term refinancing operations 30,574 6,442
- Other refinancing operations 1 1
Intra Eurosystem claims 22,014 24,930
reC;I;l\r/r;ss ?glst;]né;élgén the transfer of foreign 1,442 2,039
e e relted 1 he slocaton o
Foreign currency swaps - 1,259
Other interest income 32 34
Total 300,671 153,464
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An increase of interest income in comparison with 2011 mainly relates to the effect of reclassification
of some securities to held to maturity portfolio (see section on asset item 7 ‘Securities of euro area
residents denominated in euro’). Recognised income that arises from the discount amortisation after
the reclassification date until 31 December 2012, amounts to EUR 139.7 million.

Interest expense

Interest expense arises from the liabilities in form of government accounts and deposits and monetary
policy operations with the aim to absorb liquidity. The latest mainly concerns interest paid on banks’
minimum reserves and overnight deposits. Interest expense also includes interest paid on TARGET2
balances.

31 December 2012 31 December 2011

000 EUR 000 EUR
Interest expenditure
Current accounts and deposits 1,084 2,685
- In foreign currency 233 54
- In euro 851 2,632
IMF 239 851
Monetary policy operations 3,434 7,449
- Minimum reserves 2,043 5,365
- Overnight deposits 1,102 810
- Fixed term deposits 289 1,274
Intra Eurosystem liabilities 44,350 28,055
- TARGET balances 44,350 28,055
Foreign currency swaps 745 2,193
Other interest expense 2 10
Total 49,855 41,243

2. Net result of financial operations, write-downs and risk provisions

The net income shown in sub-item 'Realised gains/losses arising from financial operations' arose from
the sale of currency positions and securities.

Write-downs of financial assets and positions reflect the decline in market prices of balance sheet
items as at 31 December 2012 below the average cost of the respective currencies or securities. The
valuation losses in 2012 occurred mostly in EUR denominated securities (the same as in 2011).

According to the Governing Board decision, additional provisions have been made for the certain legal
claims pending. Provisions for potential liabilities streaming from off-balance sheet positions were
reduced on the basis of Value-at-Risk assessment.

Transfer to provisions for general risks represents the amount of provisions, created for potential

losses from interest rate, price, exchange rate and credit risks (see section on liability item L13 on
provisions).
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31 December 2012

31 December 2011

000 EUR 000 EUR
Realised gains/losses
Currency position 2,281 284
Securities 48,043 50,940
Total 50,324 51,225
Write-downs
Currency position -2 -304
Securities -52 -131,159
Total -54 -131,463
Transfer to/from provisions for foreign
exchange risks, price risks, credit risks
and other operational risks
Provisions for specific risks 38,624 -568
Provisions for general risks -222,863 -10,360
Total -184,239 -10,928
Total -133,968 -91,167

3. Net fee and commission income

Fees and commissions receivable mainly arise from payment and settlement service, supervisory and
regulatory functions and security lending transactions.

4. Income from equity shares and participating interests

This item represents the Bank's dividends received on Bank's shares in the international financial
institutions and the ECB.

Also included under this caption is the distribution of the ECB’s income on euro banknotes amounting
to EUR 2.7 million (2011: EUR 3.1 million) (see ‘Interim profit distribution’ in the notes on accounting
policies). In 2012 the ECB’s income on euro banknotes in circulation was partially retained and on
SMP securities was fully retained by the ECB in accordance with a decision of the Governing Council
with respect to the establishment of a provision for foreign exchange rate, interest rate, credit and gold
price risks. The retained amount not distributed to the Bank amounts to EUR 5.5 million (2011: EUR
5.7 million).

5. Net result of pooling of monetary income

The monetary income of the Eurosystem national central banks is allocated in accordance with the
decision taken by the Governing Council of the ECB'. The amount of each Eurosystem NCB’s
monetary income is determined by measuring the actual annual income that derives from the
earmarkable assets held against its liability base.

'® Decision of the European Central Bank of 25 November 2010 on the allocation of monetary income of the
national central banks of member states whose currency is euro (recast) (ECB/2010/23), OJ L 35, 09.02.2011, p.
17-25, amended by the Decision of the European Central Bank of 3 November 2011 (ECB/2011/18), OJ L 319,
02.12.2011, p. 116.
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Any interest paid on liabilities included within the liability base is to be deducted from the monetary
income to be pooled by the NCB.

Where the value of a NCB’s earmarkable assets exceeds or falls short of the value of its liability base,
the difference shall be offset by applying to the value of the difference the latest available marginal
rate for the Eurosystem’s main refinancing operations. At the end of each financial year the total
monetary income pooled by the Eurosystem is allocated among the NCBs according to the subscribed
ECB capital key. The difference between the monetary income pooled and that reallocated to the
individual NCB constitutes the net result arising from the calculation of monetary income recorded in
the Profit and Loss account.

In the year 2012 the allocation of monetary income resulted in a net claim of EUR 26.8 million for the
Bank (2011: EUR 2.8 million). This net claim consists of the claim for year 2012, which represents the
difference between the EUR 83.6 million (2011: EUR 71.1 million) of monetary income paid by the
Bank into the common pool and the Bank's claim of EUR 110.0 million (2011: EUR 73.7 million) on the
common pool, corresponding to the Bank's share in the ECB's paid-up capital, and of claims resulting
from subsequent adjustment for years 2008, 2009, 2010 and 2011.

This item also includes the net result of the provisioning against counterparty risks in monetary policy
operations of the Eurosystem amounting to an income of EUR 2.9 million (2011: income of EUR 5,8
million) (see section on liability item L13 on provisions).

6. Other operating income
Other operating income includes income from non-bank services like rental income, income from

confirmations issued, numismatics and other income.

7. Operating expenses

Staff costs

Staff costs include salaries and other staff costs together with the related taxes and contributions.

The Bank employed 415 employees as at 31 December 2012 (31 December 2011: 419 employees).

In accordance with the contract between the Bank and the Trade union from March 2002 Bank
employees have been included into Voluntary supplementary pension insurance, which is defined as a
contribution plan. Staff costs include contribution of the Bank for Voluntary supplementary pension
insurance of EUR 0.5 million (2011: EUR 0.5 million).

In 2012 the remuneration of the Governing board members of the Bank was of EUR 0.7 million (2011:
EUR 0.7 million).

Other operating expenses

This item consists mainly of expenses relating to the building and equipment maintenance, renting
expenses, business travel and training costs, communication and energy costs, IT related expenses
(software maintenance, system assistance), expenses for services outsourced, expenses for small
goods and materials and other office expenses.

Depreciation of tangible and intangible fixed assets

Depreciation of buildings, furniture and office equipment, computer hardware and software was
performed according to the adopted depreciation rates.
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Banknote production services

Expenses for banknotes production services include mainly the expenses related to the production
and transportation. The additional quantity of banknotes to be printed is determined on the basis of
assessed needs for banknotes in circulation and for the maintenance of adequate volume of stock in
the Eurosystem, distributed to individual NCB according to its capital key and denomination structure.

Other expenses

Other expenses consist mainly of contributions of the Bank, taxes and other operating expenses.

8. Profit for the year

According to the Accounting Guideline, to which the unrealised valuation losses shall be covered from
the current financial result, whilst the unrealised valuation gains are transferred directly to revaluation
accounts, the Bank shows the profit amounted to EUR 131.9 million (2011: EUR 17.1 million).
Appropriation of the financial result will be performed in accordance with the Article 50 of the Law on
the Bank of Slovenia.
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S APPENDICES

5.1 Publications and website

Contents

Macroeconomic statistics with an emphasis on monetary statistics,
exchange rates and economic relations with the rest of the world. Eco-
nomic and financial developments; methodological appendix; review
of Slovenian banks, calendar of data releases.

Report by the Bank of Slovenia to the National Assembly of the Re-
public of Slovenia. Description of economic developments, monetary
policy, operations of banks and the Bank of Slovenia, and other activi-
ties of the Bank of Slovenia.

Statistical Review of direct and portfolio investment vis-a-vis Slove-
nia, both inward and outward (on an annual basis).

Comprehensive review of unconsolidated and consolidated sectors of
the financial accounts of the Republic of Slovenia in an internationally
comparable manner.

Analytical and methodological presentations in macroeconomic and
other areas.

The publication focuses on projections of basic macroeconomic indi-
cators for Slovenia for the next two years with accompanying risk
factors. The publication also assesses movements in macroeconomic
aggregates in the domestic and international economic environments
with an emphasis on inflation trends. It illustrates movements in com-
petitiveness indicators of the Slovenian economy and monitors the
country’s fiscal position. It assesses the impact of financing conditions
on the real sector with an overview of the main types of financing.

The Financial Stability Review is intended primarily for the analytical
monitoring of developments in the banking sector, and articles by ex-
perts on maintaining financial stability.

Website of the Bank of Slovenia with information about the institu-
tion, banknotes and coins, laws and regulations governing the work of
the central bank, and other useful information. Current data on ex-
change rates, interest rates and securities, and major publications in
electronic form.
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Title and basic information

Bilten

e monthly

¢ English translation: Monthly
Bulletin

Letno porocilo

e annual

¢ English translation: Annual
Report

Neposredne nalozbe

e annual

e English translation: Direct
Investment

Finan¢ni racuni Slovenije

¢ annual

e English translation: Financial
Accounts of Slovenia

Prikazi in analize (Surveys and
analyses)
¢ in Slovene or English

Makroekonomska gibanja in

projekcije

e half-yearly

e English translation:
Macroeconomic developments
and projections

Porocilo o financ¢ni stabilnosti

e annual

¢ English translation: Financial
Stability Review

Website
e index of Slovenian pages
http://www.bsi.si/ ...
... /html/kazalo.html
¢ index of English pages
http://www.bsi.si/...
... Jeng/index.html
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5.2 Secondary legislation affecting banking supervision

March 2012

« Regulation on the conditions for acquiring an authorisation to issue mortgage
bonds and municipal bonds (Official Gazette of the Republic of Slovenia, No.
17/12 of 5 March 2012)

« Regulation on the documentation for demonstrating fulfilment of the conditions
for appointment as a trustee of a cover register (Official Gazette of the Republic
of Slovenia, No. 17/12 of 5 March 2012)

« Regulation on the coordination of the cover pool with issued mortgage bonds and
municipal bonds (Official Gazette of the Republic of Slovenia, No. 17/12 of 5
March 2012)

« Regulation on the conditions for including derivatives in the cover pool of mort-
gage bonds and municipal bonds (Official Gazette of the Republic of Slovenia,
No. 17/12 0f 5.3.2012)

« Regulation on the books of account and annual reports of banks and savings
banks (Official Gazette of the Republic of Slovenia, No. 17/12 of 3 March 2012)

« Guidelines for compiling the statement of financial position, income statement
and statement of comprehensive income, and calculating the performance indica-
tors of banks and savings banks of 5 March 2012 and valid from 6 March to 31
October 2012 (published on the Bank of Slovenia’s website at http://www.bsi.si/
zakoni-in-predpisi.asp?Mapald=503)

. Regulation amending the regulation on the reporting of individual facts and cir-
cumstances of banks and savings banks (Official Gazette of the Republic of Slo-
venia, No. 17/12 of 5 March 2012)

« Regulation amending the regulation on the calculation of capital requirements for
credit risk under the standardised approach for banks and savings banks (Official
Gazette of the Republic of Slovenia, No. 22/12 of 23 March 2012)

« Regulation amending the regulation on the calculation of capital requirements for
credit risk under the internal ratings-based approach for banks and savings banks
(Official Gazette of the Republic of Slovenia, No. 22/12 of 23 March 2012)

April 2012

« Regulation amending the regulation on the deposit guarantee system (Official
Gazette of the Republic of Slovenia, No. 26/12 of 6 April 2012)

« Regulation amending the regulation on the minimum requirements for ensuring
an adequate liquidity position of banks and savings banks (Official Gazette of the
Republic of Slovenia, No. 26/12 of 6 April 2012)

« Guidelines for implementing the regulation on the assessment of credit risk losses
of banks and savings banks (Official Gazette of the Republic of Slovenia, No.
28/12 of 16 April 2012)

« Regulation amending the regulation on the assessment of credit risk losses of
banks and savings banks (Official Gazette of the Republic of Slovenia, No. 29/12
of 20 April 2012)

May 2012

« Regulation on the reporting of Member State bank branches (Official Gazette of
the Republic of Slovenia, No. 32/12 of 4 May 2012)

« Guidelines amending the guidelines for implementing the regulation on the as-
sessment of credit risk losses of banks and savings banks (Official Gazette of the
Republic of Slovenia, No. 34/12 of 11 May 2012)



September 2012

. Regulation amending the regulation on the reporting of individual facts and cir-
cumstances of banks and savings banks (Official Gazette of the Republic of Slo-
venia, No. 71/12 of 21 September 2012)

October 2012

« Regulation amending the regulation on the deposit guarantee system (Official
Gazette of the Republic of Slovenia, No. 75/12 of 5 October 2012)

« Guidelines for compiling the statement of financial position, income statement
and statement of comprehensive income, and calculating the performance indica-
tors of banks and savings banks of 8 October 2012 and valid as of 1 November
2012 (accessible on the Bank of Slovenia’s website at http://www.bsi.si/zakoni-in
-predpisi.asp?Mapald=503)

December 2012

« Regulation amending the regulation on credit protection (Official Gazette of the
Republic of Slovenia, No. 100/12 of 20 December 2012)

. Regulation amending the regulation on the calculation of capital requirements for
credit risk under the standardised approach for banks and savings banks (Official
Gazette of the Republic of Slovenia, No. 100/12 of 20 December 2012)

« Regulation amending the regulation on the calculation of the own funds of banks
and savings banks (Official Gazette of the Republic of Slovenia, No. 100/12 of 20
December 2012)

5.3 Glossary of selected terms

Money market — The market for trading in short-term (up to one year) securities
and the transfer of savings via short-term loans.

Eonia (Euro OverNight Index Average) — The reference interest rate for over-
night unsecured interbank lending in euros. It is calculated daily as the weighted
average interest rate on lending by banks from a pre-selected group. The panel in-
cludes major banks operating on the euro interbank market.

ESCB — The European System of Central Banks, which comprises the ECB and
the NCBs of EU Member States.

Eurepo -The reference interest rate for euro interbank loans, secured by selected
government bonds.

Euro area — The area encompassing the EU Member States that have adopted the
euro as their single currency in accordance with the Treaty on the functioning of
the EU.

Eurosystem — Comprises the ECB and the NCBs of the euro area countries.

ECB key interest rate — The minimum bid rate on main refinancing operations. It
is the interest rate used by the Eurosystem to signal the monetary policy stance. It
also provides loans at this rate when conditions for full allotment are met.

Covered bond — A bond issued by a bank and secured by all its assets. In the event
of the bank’s bankruptcy the bond holder has the right of priority in repayment
through the sale of specific assets of the issuer (e.g. mortgage loans) that were pro-
vided as collateral.

Own use of collateral for monetary policy loans — use of collateral by the coun-
terparty who issued the collateral instrument (i.e. the debtor of the instrument), or
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by a closely related debtor, i.e. there is a direct or indirect capital link of more than
20% between the two parties. This is possible for covered bonds or uncovered gov-
ernment-guaranteed bank securities.

Deposit facility — A standing facility of the Eurosystem that counterparties may
use at any time to make overnight deposits at an NCB at an interest rate that is
lower than the ECB’s key interest rate and is usually lower than the market interest
rate (Eonia).

Marginal lending facility — A standing facility of the Eurosystem that counterpar-
ties may use at any time to receive overnight credit from an NCB at an interest rate
that is higher than the ECB’s key interest rate and is usually higher than the market
interest rate (Eonia).

National central bank (NCB) — Any of the central banks of the euro area. In Slo-
venia it is the Bank of Slovenia.

Minimum reserves — The minimum amount of money that credit institutions
(banks and savings banks) are required to maintain in their accounts at a central
bank on average over the reserve maintenance period. The amount is calculated by
multiplying the reserve base (i.e. selected liabilities on credit institutions’ balance
sheets) by the minimum reserve ratio. The minimum reserve ratio in the euro area
is 2% (1% as of 18 January 2012) for liabilities with a contractual maturity of up to
2 years, and 0% for liabilities with a maturity of more than 2 years and for liabili-
ties created by repo transactions. Liabilities to the Eurosystem and other institu-
tions that must maintain minimum reserves at Eurosystem central banks are not
included in the reserve base. The reserve maintenance period typically starts on the
Wednesday following the meeting of the Governing Council of the ECB, when the
latter makes decisions regarding the ECB’s key interest rate, and ends on the Tues-
day prior to the corresponding Wednesday in the next month.

Standing facility — A central bank lending or deposit facility available at all times
to counterparties at their own initiative. The Eurosystem offers the marginal lend-
ing facility and the deposit facility.

Open market operations — Operations implemented by a central bank at its own
initiative to manage liquidity. The opposite are open tenders that are accessible at
any time at the initiative of a counterparty. In the Eurosystem these are main refi-
nancing operations (MROs), longer-term refinancing operations (LTROs), fine-
tuning operations (FTOs) and structural operations such as outright purchases of
securities.

Full allotment — The allotment procedure in Eurosystem open market operations,
where the Eurosystem allots the full amount that a bank bids for in a tender, with-
out regard to the total demand of all banks in that tender. It has been used since
October 2008.

Excess reserves — The balances of credit institutions on accounts with NCBs in
excess of the reserve requirement.

Reverse transaction — An operation whereby an NCB simultaneously buys and
sells (or vice-versa) financial assets under a repo or reverse repo agreement, i.e.
temporarily buys or sells financial assets, with different settlement dates. A loan
agreement may also be concluded, where the claim is secured by eligible collateral.
The opposite is an outright transaction comprising only one part (there is no re-
verse part), i.e. an NCB buys or sells financial assets (typically securities) on the
market.

Structural position of the money market or structural liquidity position — The
difference between the autonomous items on the right (asset) and left (liability)
side of the balance sheet of a central bank. When the right side of autonomous



items is greater (or less) than the left side, the result is a deficit (surplus) structural
position of the money market. The structural position of the euro area money mar-
ket is in deficit. The autonomous items in a central bank’s balance sheet are those
items that did not arise as the result of monetary policy measures. The amount of
base money, and thus the liquidity of banks, changes autonomously, i.c. even when
this is not the central bank’s aim, and when the central bank uses monetary policy
measures to that end. Examples of autonomous items from a central bank’s balance
sheet are banknotes in circulation, government deposits with the central bank,
items in the course of settlement, foreign reserves and other assets of the central
bank, as well as its own funds and reserves. These are items that cannot be directly
linked to the conduct of monetary policy. The structural liquidity position indicates
to what extent (e.g. just right, too little or too much) banks are being provided with
liquidity, i.e. the autonomous supply of base money to banks in the absence of cen-
tral bank monetary policy measures. This is also the structural position of the
money market, namely the interbank market, as it is usually considered, in which
the base money is used for payments.
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