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1. Executive summary

This Report contains the conclusions from¢beprehensive reviewf the Slovenian

banking sector undertaken by tRank of Slovenian cooperation with the Slovenian

Ministry of Finance over the period June to December 2013. This Asset Quality Review and
Stress Test is a cornerstone in the broader initiative to restore the health in the Slovenian
banking sector.

The specific objectiveof this Asset Quality Review and Stress Test was to assess the ability
of the Sloveran banking system to withstand a three year stress scenario of deteriorating
macroeconomic and market conditions, and to estimate the capital that each participating
inditution would require in such a case. The results of this assessment will build the basis for
subsequent stability measures, specifically the asset transfer to the Bank Asset Management
Company as well as recapitalization operations.

The Asset Quality Review and Stress Test were closely monitored by the international
organisations (10s), constituted of the European Commission, the European Central Bank,
and the European Banking Authority. These institutions ensured internationakrdsandee

met and supported the design of the macroeconomic scefdrescenarios forecasted key
macroeconomic variables for the period 22035 in a base and a stress case, with the stress
case implying a 9.8% cumulative GDP drop, unemployment readéd¥tgand residential

house prices declining by up to 12.2% in a single year.

The participating institutions were chosentbg Bank of Slovenia conjunction with the

IOs based on market share, quality of their respective portfolios and capital adéggiacy.
financial institutions were selected, representing approximately 70% of the total Slovenian
banking sector, in terms of EOY2012 assets: NLB, NKBM, Abanka, UniCredit Banka, Banka
Celje, Hypo Alpe Adria Bank, Gorenjska Banka and Raiffeisen Banka.chipe ®f assets
covered included loans the domestic private sector, which were split into five distinct
segments: Small andicro Enterprises, Large Corporates, Real Estate Developers, Retail
Mortgages and Retail Other. Additionally, Treasury Assets vedweninto consideration and
considered as a separate segment.

The bottoraup stress testing exercise quantified the capital shortfall / surplus for the
participating institutions in each macroeconomic scenario to ensure a minimum Core Tier 1
(CT 1) ratioof 9% in the base case, and of 6% in the stress case.

Granul ar information on the EOY2012 individu
used as the basis to perform the botigorstress testing exercise. This implied a dedicated
effort by all invdved parties and at the same time built an important foundation for this
rigorous test. The execution of the stress testing exercise was supported by independent
international accounting firms, appraisal firms and consulting firms. An Asset Quality
Reviewprocess preceded the core stress testing activities and focused specifically on
reviewing the risk characteristics of assets, the performing status of obligors and the real
economic value of collateral as e.g. real estate assets. All data and inforra#itened and
quality assured herein by the Asset Quality Review providers were then used to perform the
stress testing exercise and assess the potential capital shortfall of participating institutions
under each scenario.

To ensure outstanding quality okthesults, a toplown challenge process took place in
addition and was performed by the 4pwn challenge consultant. An independent view on
the stress test results was formed and critical challenging discussions weraditeldth the
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aim of aligning 8 results, but rather to test all important aspects driving the batfom

results. The challenging process confirmed that the beffostress test results were
comprehensible and robust, and could be replicated in independent models. The independent
top-down estimations of capital shortfalls came out lower than the batprasults. This

difference was fully explained through the different input data used which was granular in
nature for the bottorap stress testing exercise and scrutinized by the AQ®dars and less
granular for the toglown challenge.

The following primary sources were used to generate as robust as possible forecasts of
participating institutionso6 capital shortf al
provided by thearticipating institutions (~2 million loans; ~14,000 collateral assets);

historical loss performance information; financial information on obligors; information on
performance status, restructuring and misclassification as supplied by AQR providers as

result of their review activities (samples of more than 4,200 loans). Specialist real estate

appraisal firms conducted ~14,600 real estate asset valuations to update collateral values to
current market prices.

Furthermore, structural analysis of individualpt i ci pating institutions
and business plangere performecand volumes and key parametadgustedo align with

the Bank of Sloveniaystemlevel assumptions and to model the business plans against the
backdrop of the base and acse=cases.

Assuming that no new deferred tax assets can be built, the boptetness testing exercise

resulted in a forecasted cumulativg&ar (20132015) capital shortfall of approximately

4, 046 0 MM in the base casf®rtreeightpardgathd 8 G4 MM
institutions in aggregate.

Allowing new preforma deferred tax assets resulted in a cumulative forecasted capital
shortfall of approximately 3,589 U0 MM in the
summarises the resufi participating institutions in the base and stress case.

Exhibit 1: Overview of projected capital shortfalls at bank level

EQY 2012 Core Forecasted capital shortfall*
Tier 1 capital Base case Stress case
Excluding Including Capital Excluding Including Capital
new pro- new pro- shortfall2 / new pro- new pro- shortfall2 /
forma DTA forma DTA EOY 2012 forma DTA forma DTA EQY 2012
in 4t MM effects effects total assets effects effects total assets
NLB 969 1,643 1,464 11% 1,904 1,668 13%
NKBM 327 887 795 17% 1,055 936 20%
Abanka 154 646 585 18% 756 675 21%
UniCredit Banka 236 23 13 1% 14 2) 0.4%
Banka Celje 151 327 289 14% 388 339 17%
Hypo Alpe Adria Bank 148 189 164 10% 221 189 12%
Gorenjska Banka 266 249 207 14% 328 274 18%
Raiffeisen Banka 62 83 72 6% 113 97 8%
Totald N/A 4,046 3,589 12% 4,779 4,177 14%

1. Capital shortfalls in the respective case, considering 9% (base) / 6% (stress) ST base capital requirement on RWAs
2. Excluding new DTA effects

3. 2 U MM capital surplus of UniCredit Banka in stress case including new pro-forma DTA not reflected

Notes: AQR = Asset Quality Review; DTAs = Deferred Tax Assets; RWAs = Risk Weighted Assets

Sources: AQR provider data, participating institutions, Banka Slovenije



The emerging capital shortfall is driven by two key components: The forecasted economic
losses and thiess absorption capacity (including existing loan loss provisions and
impairments, the evolution of the profit generation capacity and the capital buffer).

It is important to note, that losses were forecasted with an economic perspective and not with
an acounting view.

Emerging economic losses can be absorbed by three main components of the loss absorption
capacity: EOY2012 in force provision levels attributable to the perimeter of the stress test;

any capital buffer available over and beyond definedleggry minima; profit before

provisions generated throughout the stress test horizon, e.g. through net interest income or fee
income.

Forecasted aggregate loss absorption capacity for the eight participating institutions
amounted to 4, &4dde (éxcludivg newnpfotmia defetyed &x assets;

5,300 U0 MM i n-orma dkferredtaxrassets). inrthe stress case, the loss
absorption capacity amount efdmadeferredtdx@ssetsi MM
6,187 0 MM i n-formadtferredtaxmassets).p r o

The following two tables show how the capital shortfall is driven by the forecasted economic
losses and the loss absorption capacity both excluding and including the accumulation of new
pro-forma deferred tax assaiger theforecast horizon.

Exhibit 2: Overview of projected capital shortfalls at bank leveli excludingnew pro-
forma DTA effects

Forecasted capital shortfall i excluding new pro-forma DTA effects®

Base case Stress case
Forecasted Forecasted Forecasted Forecasted
Expected use of Loss - Expected use of Loss -
- capital - capital
Losses Absorption Losses Absorption
- . shortfall ) shortfall
in 0 MM Capacity Capacity
NLB 4,225 2,582 1,643 4,808 2,904 1,904
NKBM 1,665 779 887 1,947 892 1,055
Abanka 1,045 399 646 1,234 478 756
UniCredit Banka 313 290 23 386 372 14
Banka Celje 567 240 327 683 295 388
Hypo Alpe Adria Bank 318 130 189 393 172 221
Gorenjska Banka 578 329 249 688 361 328
Raiffeisen Banka 178 95 83 225 112 113
Total 8,889 4,843 4,046 10,364 5,586 4,778

1. Capital shortfalls in the respective case, considering 9% (base) / 6% (stress) ST base capital requirement on RWAs
Notes: AQR = Asset Quality Review; DTAs = Deferred Tax Assets; RWAs = Risk Weighted Assets
Sources: AQR provider data, participating institutions, Banka Slovenije



Exhibit 3: Overview of projected capital shortfalls at bank level including new pro-

forma DTA effects

Forecasted capital shortfall i including new pro-forma DTA effects®

Base case Stress case
Forecasted Forecasted Forecasted Forecasted
Expected use of Loss : Expected use of Loss :
- capital - capital
Losses Absorption Losses Absorption
L, . shortfall . shortfall
in 0 MM Capacity Capacity
NLB 4,225 2,761 1,464 4,808 3,140 1,668
NKBM 1,665 870 795 1,947 1,012 936
Abanka 1,045 460 585 1,234 559 675
UniCredit Banka 313 300 13 386 386 2)
Banka Celje 567 278 289 683 344 339
Hypo Alpe Adria Bank 318 154 164 393 204 189
Gorenjska Banka 578 371 207 688 415 274
Raiffeisen Banka 178 105 72 225 127 97
Total? 8,889 5,300 3,589 10,364 6,187 4,177

1. Capital shortfalls in the respective case, considering 9% (base) / 6% (stress) ST base capital requirement on RWAs
2.2 0 MM capital surplus of UniCredit Banka in stress case not reflected

Notes: AQR = Asset Quality Review; DTAs = Deferred Tax Assets; RWAs = Risk Weighted Assets
Sources: AQR provider data, participating institutions, Banka Slovenije

The expected economic losses displayed above are driven out of the various segments of the

banks©o

Developers (REDs), Retail Mortgages, Retail @tlae well as Treasury Assets.

The | oan tape

supplied
implementation of the segments. As mentioned, this segmentation was scrutinized by the

by

t he

banks

bal anc Micre Bnemprises (SMEB), Large @onpdrates, Real Estate

for

AQR providers, which triggered corrections bothloge exposures as well as for smaller
exposures. The main pattern emerging from the corrections was the neadsmgre

exposures from SME and Large Corporate segments into the Real Estate Developers (RED)

segment. The

bigger than EUR 10 MM) was corrected in the ldewel information if necessary. However,
for smaller exposures only a random sample had been subjected to AQR scrutiny and hence
the conclusions from the random samg@iew were extrapolated to the remaining portfolio.

AQRO s

t

he

s g¥ngatioe fortlarge leand (&ith expokurec at i o n

As a result, RED exposures were left in the SME and Large Corporate segments when
exposures were summed up, and thesegmentation was instead controlled for by

adjusting the loss parameters for thve segments to ensure that expected economic losses
are not impacted by misegmentation. In terms of reporting, however, losses attributed to

SME and Large Corporate segments appear high as they include the more risky RED
exposures that could not be idéet individually at loarlevelExhibit 4: Overview of
expected economic losses 2EA@L5 by segment for participating institutions in each

scenari@&xhibit 4 provides an overview of expected economic losses by segment according to

this reporting view.



Exhibit 4: Overview of expected economic losses 202815 by segment for participating
institutions in each scenario

Expected Losses 2013i 2015

In 0 MM In % of EQY 2012 balance
EOQOY 2012
Base Stress Case Base Stress Case
Balance Case Case
. SME 7,455 3,684 4,054 49.4% 54.4%
Large 9,503 3,124 3,627 32.9% 38.2%
Corporates
i Red st 1,862 1,043 1,177 56.0% 63.2%
Developers
Retail Mortgages 3,317 148 255 4.5% 7.7%
Retail Others 3,533 450 539 12.7% 15.3%
Total credit portfolio 25,669 8,448 9,654 32.9% 37.6%
. Financial/ 1
3,984 249 503 6.3% 12.6%
Treasury Assets
Total assets 29,653 8,697 10,157 29.3% 34.3%

1 Given that HtM Sovereign bonds did not receive a haircut, they were excluded from the EOY 2012
balance shown
Note: New book losses of 190 i MM base case and 210 0 MM stress case are not included



2. Introduction

2.1. Macroeconomic situationin Slovenia

Before the start of the economic downturn in +2@08, economic growth in Slovenia was

among the highest itne euro area. However from the outbreak of the crisis GDP has

declined by more than 10%. The high indebtedness of corporate sector and the constraints on
financing meant that invesent recorded the largest decline, at 50%. Household

consumption also denkd as the situation on the labour market deteriorated and fiscal
consolidation measures were implemented. The sharp decline in domestic demand and the
simultaneous growth in exports helped to create a current account surplus, which reached 7%
of GDP in he second half of 2013. In the last year Slovenia has adopted several major
reforms that will allow faster growth in economic potential in the future. Meanwhile in mid
2013 the majority of indicators were suggesting a stabilisation in the economic Bitliako
unemployment rate has been falling since the beginning of the year, and stood at 9.4% (ILO
rate) in the third quarter.

Table: Comparison of forecasts for Slovenia

growth (real), %, unless stated Bank of Slovenia European Commission
otherwise realisation October 2013 November 2013
Q32013 2013 2014 2015 2013 2014 2015
GDP -0.6 -2.6 -0.7 1.4 -2.7 -1.0 0.7
Private consumption -3.0 -3.8 -3.3 -0.6 -3.5 -2.6 -1.2
Gross fixed capital formation -4.4 -3.3 2.7 0.8 -2.4 -1.2 0.8
Net trade (percentage points) 1.9 1.8 2.0 2.0 11 14 14
Employment -1.7 -2.6 -2.4 -0.4 -2.4 -1.3 -0.5
HICP (year-on-year growth, %) 2.2 2.2 1.7 15 2.1 1.9 15
Current account (% GDP) 6.8 6.1 6.8 7.7 5.0 6.0 6.5

Sources: Bank of Slovenia, European Commission

2.2. A perspective on the banking system and the history of stress
testingin Slovenia/ Macroeconomic outlook

The Slovenian banking system is one of the smallest in the earolatal assets amounted

to EUR 46 billion at the end of 2012, equivalent to 139% of GDP, the third lowest figure in
the euro area. The banking system comprises 17 banks, three branches of foreign banks and
three savings banks. Slovenia has the highegioption of government ownership of the

banking system in the euro area, at 44%.



Proportion of banking system under government ownership Rati o of banking systemi

Slovenia NN 44% Luxembourg ] 1.725
Ireland | 41% Malta I T 785
Slovakia | 34% Cyprus I T 636
Belgium | 20% reland T T 609
Netherlands | 28% Netherlands T T 448
Portugal | 27% Austria T ] 379
Estonia | 25% Spain T 377
Cyprus T ] 19% France I 335
Germany I I 15% Finland T 311
Malta T 14% Portugal ———1300
Austria T 14% Germany T 284
Luxembourg T 10% Belgium T 279
Italy TR 7% Greece T1] 211
France T 6% Italy ~ TE182

Finland 5% Slovenia Il 139
Spain | na Estonia 119

Greece Slovakia =1 78
0% 5% 10% 15% 20% 5% 30% 35% 40% 45% 500 0 200 400 600 800 1000 1200 1400 1600 1800 2000

Source: ECB (CBD database)

The financial crisis ended a period of high growth in bank lending, which was largely based
on heavyborrowing from foreign banks. Bank funding has declined sharply since 2010 as a
result of the uncertain situation on the international financial markets, and the downgrading
of Sl oveniads sovereign debt and &l oveni an
liabilities accounted for by wholesale funding halved between 2007 and October 2013. By
contrast, deposits have remained very stable throughout the economic recession.

Deposits by non-banking sector LTD ratio for non-banking sector, in percentage

35000 60 300
- B Banking system
30000 Stock, EUR million Large domestic banks
) . 55 250 —Small domestic banks
~—Ratioto total assets (right scale) —Banks under majority foreign ownership

25000 50

20000 200
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40
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Source: Bank of Slovenia

The economic recession revealed deficienci
period of high economic growth. As corporate revenues declinetbsses increased, the

amount of nofperforming claims began to increase. The proportion ofpeforming

claims more than 90 days in arrearsaied in the lowest categories (D and E) had reached
20.9% by October 2013, equivalent to EUR 9.5 billion. @taagainst corporates account for

the largest proportion of ngmerforming claims. The most notable are corporates in the
construction and holding company sectors, which saw an extremely sharp increase in relative
indebtedness during the time of plentiéuédit. As the recession persisted, the difficulties

with the repayment of bank loans spread to other sectors, and in recent times have in
particular spread to corporates whose performance is based on domestic demand. Risk related
to households sector remamong the lowest, as their rparforming claims accounting for
just 3.2% of tpérfermibgepartfobod t ot al non
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Non-performing claims (more than 90 days in arrears or rated D and E) Tier 1 capital ratio, 2012

10,000 25.0%
Malta 1:49.6
9,000 - - yon Estonia ] 22.8
Non-performing claims, EUR million Luxembourg —————————— 186
[ 20.0% Ireland 16.7

Finland 77163

Belgium — 159
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Germany 71138
France 1133
Netherlands ——— ]123
Portugal 113
Austia 1110
taly T 71105
-+ 5.0% Spain 198
Slovenia N 9.8

r 10.0%
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Sources: Bank of Slovenia, ECB (SDW)

Given the deterioration in the quality of their credit portfolios, the banks have increased
provisioning. Impairments and provisions amounted to EUR ilidrbat the end of Octolre

or 11.2% of the banksd total classified cl ai
the decisive factor in the banking systemods
year that the banks have operatedlasa. The operating losses have had an adverse impact

on capital adequacy. Insufficient capital increases, particularly at the banks under majority

state ownership, resulted in maintaining the capital adequacy ratios solely by reducing capital
requirementsreducing lending activity and reallocate their portfolios to less risky

investments. Although this has ensured a stable level of capital, despite the high requisite
impairments, the capital adequacy ratios remain below the average of comparable banks

across the EU.
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3. Purpose of thecomprehensive review

Due to the deteriorating situation in the banking sector caused by several years of economic
recession, and with the aim of ensuring financial stability the National Assembly adopted the
GovernmenMeasures to Strengthen the Stability of Banks Act (ZUKSB) at the end of 2012,
which set out possible measures that the government could take to strengthen the banks:
capital increases, the purchase of claims and the transfer of claims to Bank Asset
Managenent Company (BAMC), and guarantees by the Republic of Slovenia for liabilities of
BAMC and special purpose vehicle (SPV) and a guarantee for requisite liquidity to banks as
the last resort.

On the basis of the Council Recommendation from June 2013 or 8lova 6 s 2013 Na't
Reform Prog amme and delivering a Council opinion
20122016, the European Commission requested the execution of an independent asset
guality review (AQR) and stress tests (bottapand topdown) for a representative portion

of the banking system as a prerequisite for the transfer of claims to the BAMC and the
approval of state aid. The Bank of Slovenia and the Slovenian government therefore decided

to conduct a comprehensive review of the banldagtor with the aim of ensuring the
implementation of measures to ensure financial stability. The Bank of Slovenia thus
embarked on the aforementioned review in July 2013, in conjunction with the Ministry of
Finance.

To ensure the complete independence enedlibility of the review, the Bank of Slovenia
engaged experienced international consultants and real estate appraisers, who conducted their
reviews on the basis of tested methods and international standards used in comparable
reviews that they were priusly conducted within the EU.

12



4. Implementation of the comprehensive review

4.1. Objective and scope

The objective of the comprehensive review was to assess the ability of the Slovenian banking
system to withstand a sharp deterioration in macroeconomic and market conditions as
projected for the future thregear period (2013 to 2015 inclusive) under teesse scenario,

and to determine the capital deficit that could potentially be disclosed for individual banks
and thus for the system in the event of the realisation of a very conservative, very unlikely but
still plausible scenario.

The reason for using such an extreme scenario is to assess the robustness of the Slovenian
banking system even in a situation of the most adverse (hypothetical) stress developments.
The results of the stress tests cannot in any sense be equated toahgeaicitmance of the
banks in the future.

Ten banks and banking groups were involved in the comprehensive review, which together
constitute a representative sample of approximately 70% of the Slovenian banking system.
Alongside the three systemically prortant banks and/or banking groups, NLB, NKBM and
Abanka, also Gorenjska banka, Banka Celje, UniCredit Banka Slovenija, Hypo AlpeAdria
Bank, Raiffeisen banka, Probanka and Factor banka were included in the review on the basis
of the predetermined criter{a.g. size, the amount of NPLs, capital adequacy, risk profile

and ownership structure). The last two were subsequently excluded from the stress test part of
exercise as a result of the initiation of an orderly wdlogdvn process in early September.

The comprehensive review of the banking system includes asset quality review and stress tests
(bottom-up and top-down).

4.1.1. Asset quality review

The purpose of thasset quality reviewwas the verification of data completeness and
integrity, a review of indivdual loans and their rating classifications, a collateral valuation
and the identification of shortfalls in impairments and provisioning.

4.1.2. Bottom up stress tests

The objective of thédottom-up stress testwas to determine the capital deficit/surplus of
individual banks and the banking system under the conditions of the baseline and adverse
macroeconomic scenarios for the thyear projection period (2013015), while the starting

points were the balance sheet figures for the end of 2012.

13



The bottomup stess test focused on the assessment of credit risk from performing, non
performing and restructured claims, and risks (credit risk and market risk) from investments
in securities.

The credit portfolios assessed in the botgmstress tests include lenditythe domestic

private sector other than government loans and claims frofbatdhcesheet liabilities to

these sectors (itemised into exposures to SMES, exposures to large enterprises, exposures to
the construction sector, household exposures secuyededidential real estate, other
household exposures). The observed securities portfolio included securities classed as
financial assets held for trading, financial assets avaifablsale and financial assets held to
maturity (government bonds classedf@mancial assets held to maturity are not the subject of
stress testing).

The bottoraup stress tests include three main elements of assessment as follows:

1 Estimate of expected losses encompasses

- Losses from performing and ngerforming claims and fromestructured claims in
various portfolios subject to observation;

- Losses from investments in securities (treasury assets / financial assets)
1 Estimate of a bank's loss absorption capacity encompasses

- The stock of impairments and provisions for titeserved portfolio as at the end of

2012
- The Dbankos ability to generate a ©profit
provisions

- A capital surplus over the minimum requirement for Core Tier 1 capital of 9% or 6%
(under the baseline scenario and advecgmario)

i Estimate of expected capital shortfall/surpluss under the baseline and adverse
scenarios which results fromthe surplus/shortfall of expected losses above expected
available loss absorption capacity

4.1.3. Top down stress tests

The objective of théop-down stress testvas to provide a check against the results of the

bottom up stress testing exercise but on less granular data. The underlying assuption was that
independently forecasting expected losses top down using the same macroeconomic
assumptionsaind the same starting point (EQY 2012, portfolios in scope etc.) as the bottom

up stress testing exercise can help to explain the bottom up results via analysing and
explaining the deviation between the two.

14



4.2.  Organisation and parties involved

The scop, conditions and contractors for the AQR and stress tests were determined by an
inter-institutional committee (appointed by the government and composed of representatives
of the Bank of Slovenia, the Ministry of Finance, the Ministry of Economic Developams
Technology and the Office of the Prime Minister) after consultations with the European
Commission (EC) and the European Central Bank (ECB).

The firms selected to conduct the stress tests amnedependent consulting firrfbottom

up) and Roland Berger Strategy Consultants-@oywn). Deloitte and Ernst & Young were
selected to conduct the asset quality review, while several independent real estate appraisers
conducted the real estate valuations.

Terms of reference (TORsgtsing out the scope and working method of individual parts

were coordinated and agreed for all the areas included in the exercise (AQR;lqp&tness
tests, topdown stress tests, real estate valuation). The TORs are also an integral part of the
contracts with the individual consultants.

The contracting authority for the asset quality review for seven banks and the stress tests for
all the banks included in the review was the Bank of Slovenia, which also covered the costs.
The banks included in meassrunder the ZUKSB (three banks) covered the costs of the
asset quality review themselves.

The comprehensive review was coordinated and supervised by a Steering Committee
comprising the Bank of Slovenia, the Ministry of Finance, and observers from riygean
Commission, the ECB and the European Banking Authority (EBA). The review was
conducted in accordance with the methodology, procedures and assumptions set out and
approved by the aforementioned Steering Committee, thus ensuring consistency and the
uniform application of the methodology to all the banks and bank groups included in the
review.

The aim of the asset quality review was to assess the adequacy of the YE2012 loan loss
provisions. It was performed by asset quality review providers consistintgeoiational
auditing firms and expert third parBeal Estat@ppraisal firms.

The aim ofthe stress testas to estimate the capital shortfall of each individual bank as well
as in aggregate. The forecasts were performed both in a base and scstragg taking
EOY2012 balance sheets as the starting point together with the necessamnyeadfus
identified by the asset quality revietaxhibit 5 provides a process overview of the stress
testing exercise, which consisted of three comptn&iirst, AQR providers collected input
data from the participating institution®ade necessary adjustmeansl made it availablier
thebottomup stress test. This was intended to make the loan level data and collateral

15



information provided by the paeipating institutionssuitably granular and more complete for

the stress testing exercigéne bottoraup stress test process then forecasted expected losses
under the aforementioned macroeconomic scenarios over a three year horizon. Independently,
atop-down challenge was performed by a third party firm of management consulféuets
top-down challengexpectececonomic losseand capital needssing a topdown approach.

Exhibit 5: Process overview of the stress test

Exercise set-up
and kickoff

Data collection
and launch

Preliminary
results

Final results &

communication

Data sourcing
through the
AQR process

Submission and
discussion with bank

Data request (e.g.
credit data tape)

Involvement of real
estate appraisers

Extraction of

Data integrity
verifications

First AQR results
(auditors/appraisers)
incorporated into
exercise

representatives top/random samples
. Joint data request for
AR et Loss Forecasting Loss forecasting
= Loss forecasting (PDILGD) toolkit from | | model
Q forecastin bottom-up stress test parameterisation (incl. )
% 9 provider tailoring to the system-wide PD/LGD Final loss forecasts
e} R exercise specifics models) and loss absorption
3 i Btotto n} Y FE capacity (embedding
£ Zxrgrscsisgs ng AQR findings)
5 , : .
@ Loss Data request Data request completion Loss absorption bC:Spelte:niihsotrrt;asi l:;';gir
8 absorption submission and (i.e. business plans) capacity forecasts &
w Capacity discussion with bank Benphmarking of |n_-deptr_1 management
representatives business plans discussions
| Top-Down
1 Challenge
L e e e e e e e e e e e e e e e e e e e e e e e e e e e e =
4.3.  Macroeconomic scenarios (base case and stress case)

The bottormup stress test and the tdpwn challenge are based on a number of assumptions
about the economic situation in Slovenia. For this purpose, the following two macroeconomic
scenarios a probab® basecase and a less likely stress case, were usedrasdaby the

SteerCo:

Exhibit 6 details the key variables used both in the base and in the stress cases.
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Exhibit 6: Macroeconomic scenarios

Macroeconomics scenarios Actual Base Case Adverse Case
Change y-o0-y (%), unless otherwise 2012 2013 2014 2015 2013 2014 2015
Private Consumption (2.9) (4.8) (3.5) (1.2) (5.3) (7.7) (6.5)
GFCF (9.3) (6.0) (2.7) 1.0 (8.1) (13.1) (3.6)
Net exports contribution to GDP growth 3.3 26 14 1.0 29 1.1 1.3
GDP (2.3) (2.7) (1.5) 0.1 (3.1) (3.8) (2.9)
HICP 28 19 14 15 18 15 19
Residential house prices (6.9) (9.6) (4.3) 2.4) (11.0) (12.2) (7.1)
Current Account balance 3.3 50 54 6.0 53 7.2 6.1

(levels as % of GDP)

Employment (13) (26) (14 (0.3 @27 (25 (1.8)

Unemployment rate 89 11.3 11.5 11.5 114 12.6 14.0
(as % of labour force)

General government gross debt 54 1 64.1 66.2 69.6 64.7 715 84 4
(level as % of GDP)

EURIBOR. (3m, in bps) 51 25 50 79 58 156 222
10 year government bond yields (in bps) 581 602 682 702 638 820 845
Sources: Steering Committee

Notes: GFCF = Gross Fixed Capital Formation, GDP = Gross Domestic Product,
HICP = Harmonised Index of Consumer Prices, EURIBOR = European Interbank Overnight Rate

Real GDP growth, unemployment, interest rates and hmiseindexare the main variables

used in thanacroeconomienodels and that, together with the other assumptions (e.g. equity
stock prices) and methodological choices formulated by the SteerCo, directly impact the final
results of the exercise.

The cutoff date for producing the scenarios was Julyf 3013, which allowedhcorporation

of national accounts data only for the first quarter of 2013. Furthermore, the base year for the
scenarios (2012) reflects historical data before revisionsé$tatistial office of Slovenia

were introduced in September 2013. Both cases are based on the assumption of full
compliance with the fiscal adjustment path recommended by the Council in June 2013 under
the Excessive Deficit Procedure (EDP), and take account oktegtive impact of such
adjustment on domestic demand.

The assumptions for shedrm and longerm rates are based on the methodology used for
the European Commission services forecast. The methodology is exclusively based on
technical assumptions, refkeng the slope of the EUR swap curve at the time. This approach
is also used for the EBA stress tests, hence preserving consistency.

The following charts show GDP and unemployment developments since the start of the crisis
in Slovenia, both in the bas@d the stress case. In the base case, the double dip recession is
set to bottom out in 2013 with unemployment peaking with a lag of one in 2014, and
thereafter Slovenia is expected to slowly start recovering from the crisis. While in the stress
case, theecession is forecasted to deepen further for a year longer into 2014 with recovery
starting only in 2015.
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Exhibit 7: Forecasted GDP growth rate in the base and stress caseyho-y % change

Forecast
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0% [T— .
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-4%

-6%
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2007 2008 2009 2010 2011 2012 2013 2014 2015

Base Case Stress Case

Source: European Commission

Exhibit 8: Forecasted unemployment rate in the base and stress case/in-y % change
Forecast
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Source: European Commission
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4.31.1.The Base Case

The base case was based on the following observations and underlying story.

A base scenario for Slovenia 2015

.av% mme and later
revised downwards t€.5%) and in the first quarter of this year (reported4a8% yo-y
at the time), the base scenario depicts further deterioration of the ecammion in
Slovenia in 2013 and 2014, with only a slight recovery expected in 2015. Taking intc
account a large increase in unemployment for the first quarter of this year, the
unemployment rate is set to increase significantly in 2013 and remairsetglfat
thereafter at a historically high level. The inflation outlook is relatively benign, with c«
inflation expected to remain subdued throughout the forecast horizon, and the hous
index set to continue declining, resulting in a peakhrough price drop 0f34% (2008
2015), out of which18% has already materialised (262&12).

4.3.1.2.The Stress Cade

The stress case, which started in Q3 of 2013, was derived by employing theauntty
framework used in the earlier CEBS/EBA stresst exercises. The stress case was based on
the following, underlying story.

A stress scenario for Slovenia 2015

Under the adverse scenario, the Slovenian financial system undergoes three years

severe economic recession. The drop in economic activity is reinforced by structura
weaknesses in EU Membera8ts, in particular the need to reduce sectoral and fiscal

imbalances and to implement structural reforms.

Against this backdrop, in Slovenia, as in other EU countries, investors start to dema
higher risk premium for holding government bonds than urigebase scenario. A fall in
the value of European government bonds trigger a more genasdassment of the risk
premium on other assets which, in the case of Slovenia, is reflected inter alia in a dr
stock prices by 25% and a drop in residenttalde prices by almost 27% over the three
years horizon. Fragile foreign and domestic demand and enhanced uncertainty abol
policy are the drivers underlying the expected reduction in corporate investments.
Moreover, the need for higher taxes, poesieductions in social transfers, and a marke
deterioration in labour market conditions, reduce private consumption of householdg

With other EU countries being also strongly adversely affected by a drop in confiden
the adverse scenario Slovera&ds a period of low foreign demand. The decline in
foreign demand is reinforced by the deterioration of economic conditions outside the
(including the US and CEE countries).

~

|
! Based on the explanations provided to the Steering Committee by the European Central Bank

2 Based on the explanations provided to the Steering Committee by the European Central Bank
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4.31.3.Comparison to longterm averages

The stress case was deemed to be conservative relative to the long term Slovenian average by
the SteerCoExhibit 9 provides a comparison of the key macroeconomic variables in the

stress and base case with historical averages of the same parameters. It includes a measure of
6di stance fr onoft hteh emenaunndb eirn offorsmt andar d devi
long-term average.

Exhibit 9: Comparison of historical economic performance vs. SteerCo scenarios

Historical Base Case Stress Case
Stan.
Average Dev. o 2013 2014 2015 2013 2014 2015
Real GDP growth 2.8% 3.4% 27% -15% 01% -31% -38% -29%
(# Stan. Dev.) (-16¢) (-130) (-080¢) (-1.7¢) (-19¢) (-1.703)
Unemployment rate 113% 115% 115% 114% 126% 14%
Change in

3.5% 16.4% 27% 1.8% 0% 28.1% 105% 11.1%
unemployment rate

(# Stan. Dev.) (14¢) (-010) (-020) (150) (040) (050)
Short term IR 27% 1.4% 03% 05% 0.8% 0.6% 16% 22%
(# Stan. Dev.) (-16¢) (-150) (-130¢) (-140¢) (-070) (-030)

House price change 4.6% 9.9% 96% -43% -24% -11.0% -122% -7.1%

(# Stan. Dev.) (-14¢) (-09¢) (-070) (-160¢) (-1.70) (-1.20)

|:| 1< ¢ <2 from average |:| <1 ¢ from average

Sources: Steering Committee, ECB data warehouse
Notes: GDP = Gross Domestic Product, IR = Interest rate, Stan. Dev. = Standard Deviation

In the stress case, the real GDP growth and house price change provided by the SteerCo
deviated by more than 1 standard deviation from the historical average on a single year basis.
Actual economic development in 2013 to date lies well in the range frdwast cases.

The historical averages and standard deviations were calculated from the longest available
time series of the ECBO0Os data warehouse. Dat
housing price changes to 2003. For short term interest rat@snmionth EURIBOR was taken

as historical reference with data points back to 2001.

4.31.4.The Bank of Slovenis credit and deposits volumes projectiéns

Bank specific variables projection was preparedn@®Bank of Slovenidbased on externally
provided macro scenario.

~

|
3 Based on the explanations provided to the Steering Committee by the European Central Bank
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Bank of Slovenia forecasts Actual Baseline scenario Adverse scenario

Change YOY (%) 2012A 2013 2014 2015 2013 2014 2015
Credit volume (private non-banking sector, YoY growth rates) -5,1 -7,2 -3,8 -1,9 -75 -6,5 -5,4
Deposits volume (private non-banking sector, YoY growth rates) -1,3 1,0 0,8 0,8 0,6 -0,5 -0,6

Saurce:Bank of Slovenia

Due to both falling demand and supply side restrictions credit to privatbarnking sector
declines throughout the forecast horizon. With corporate sector perceived as riskisr, ban
limit the supply of credit more strongly, which together with negative investment growth
contributes to a decline in lending to Afomancial corporations. Within the corporate sector,

the share of lending to small andcro sized enterprises increas&nall businesses aside,
banks also focus on lending to houselsplespecially through housing loans, which banks
prefer due to longer maturities, lower default rates and lower associated capital requirements.
Under the adverse scenario demand and supgbdyrsstrictions intensify, most severely for

retail lending, due to sharp and persistent decreases in private consumption and increasing
unemployment.

Private sector deposits are expected to show a relatively stable growth of around 1%
throughout the farcasting period, the main driving factors being the GDP growth rate and
the interest rates. Banks deleveraging prevent companies to get sufficient debt funds from
banks therefore the companies are gathering liquidity on bank accounts to finance their
operding activities. Households' deposits will not show any particular growth. There will be

a positive effect of rising interest rates and of a substantial fall in consumption but the
households deposit growth rate will be held back by falling wages and usemployment
expectations. Under the adverse scenario, the positive effect of an increasing interest rate is
weighed down by a decline in the income of both corporate and household depositors.

4.4.  Basic assumption of the stress test

The banks 0 figaresrfos thel enddoB2012 tbrm the basis for the stress test
calculations.

The stress tests cover a time horizon of three years (2013 to 2015 inclusive). The longer time
horizon all ows for a | engthier ec otialdossesc r ec
and their assessed capital requirements, and consequently provides for more accurate and
more credible analysis.

The stress tests are based on current capital regulations, and do not yet take account of the
CRD IV / CRR requirements. The soéxception is the treatment of deferred tax assets
(DTASs), for which a phasen approach has been taken for capital deductions in accordance
with the CRR.

For the purposes of the stress tests the banks have to meet a Core Tier 1 capital ratio (as
defined ly the EBA) of 9% under the baseline scenario and 6% under the adverse scenario.

All mitigating measures planned by the management board (capital increases, transfer of
credit risk from banks) for covering the potential capital deficit after theoffudate (30
September 2013) are excluded from the calculation of the stress test results.
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The overall calculation of stress test resul
nonperforming claims, which follows the EBA definition for the bankingtems of EU

Member States. Under this definition, all classified claims against customers rated D and E

and classified claims against individual customers with a better rating whose repayments are
being made more than 90 days in arrears are classed -periorming claims. The number

of days in arrears is counted from the first day that the amount in arrears exceeds 2% of the
disbursed exposure (or contractual sums) to the debtor or EUR 50,000, provided that it is no
lower than EUR 200.

Over the stressst period the aforementioned definition increases the estimated losses of a
bank, and simultaneously reduces the bankods
D-rated customers less than 90 days in arrears are included as-intarasd.

Othe r maj or assumptions that had an i mpact o]
capacity are given below:

- the banks can first use liquid assets (investments in securities) up to the amount of 15% of
total assets to cover the deficit in funding derivirgm the residual maturity of liabilities
until the end of 2015, and only then seek new borrowing on the financial markets,

after repaying the LTRO liabilities to the ECB in late 2014 or early 2015, the banks will
continue to maintain debt at the ECB e tamount of no more than 3% of total assets (in line
with their indebtedness with Eursystem before the disbursement of the LTROS).

4.5. Applied approach

4.6.  Approach and purpose of the bottorup stress test methodology

A bottomup stress testing exercise was conducted by an independent consultiffdgnérm.

aim of the stress testing exercigas to estimate the capital shortfall of each individual bank

as well as in aggregate. The forecasts were performed both in anbassteess case, taking
EOY2012 balance sheets as the starting point together with the necessary adjustments
identified by the asset quality review. The process for the stress testing exercise consisted of
three components. First, AQR providers collectgulit data from the participating

institutions and made it available to the stress test consultants. This was intended to make the
loan level data and collateral information provided by the participating institutions suitably
granular and more complete fiwe stress testing exercise. The botgorstress test process

then forecasted expected losses under the aforementioned macroeconomic scenarios over a
three year horizon.

4.7.  Approach and purpose of the topdown stress test challenge

A top-down challenge athe bottoraup stress testing exercise was conducted by another
independent consulting firlRoland Berger S@he topdown stress test provider), supported
by international observers.

The aim of the tojmlown challenge was to provide a check against thétsesfithe bottom

up stress testing exercise by challenging and validating the preliminary hattetress test
results. The underlying assumption was that independently forecasting expected lesses top
down using the same starting point (EOY2012, podfoinscope etc.) as the botteup
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stress testing exercise can help to explain the batfpmesults via analysing and explaining
the deviations between the two. Deviations between the independent computations is to be
expected given the different inputtdand methodology applied. Importantly, the-ttmavn
challenge used portfolio level data on a-ttgwvn approach, while the botteap used much
more granular, loafevel data on a refined botteap approach.

The Bank of Sloveniaoordinated and moderatad interaction between the tajpwn and
bottomup stress test providers, which comprised operational committee meetings, steering
committee meetings with international observers, input data sharing documents, stress test
results sharing documents, Q&A dleage process, and any-adc meetings scheduled as
required.

The topdown challenge commenced on Novembét 2613 when preliminary bottomp

stress test results were available, and was an iterative process duringlrv@chfor

deviations of topdown stress test results from bottarp stress test resuligere identified

The ability to explain the deviations by identifying the root causes in different data,

approaches and assumptions assures the quality and consistency of the exercise and excludes
any room for calculation errors.

23



5. Input generated by the AQR providersand RE appraisers

AQR providers were responsible to lead the gathering and processing of the data from the
institutions participatingin the stress test exercise and to assess tHeyg{izata Integrity
Verificationi DIV) and the level of completeness of the data provided, also ensuring proper
reconciliation of the data to the published financial statements.

In addition to that, AQR providers performed an Individual File Review )ik the aim to

make an assessment of the key caracteristics of the credit portfolio of each bank participating
in the stress test exercise and were responsible to coordinate the activities performed by the
Real Estate appraisers.

5.1. Data collection

AQR providers collected the following datatapés the purposes of the stress testing
exercise:

A Loan Tapeindividual loanlevel dataas at 31 December 2012 and 31 December 2011
related tahe private sector customer loan book (Large corporates, SntaMicro
EnterprisesRetail Mortgags Retail Other and Real Estate Develgy Data
included detailed information on the individual contracts, collaterals, counterparties
(e.g. financials) anduarantors;

A Historical Performancehistoricaltime series at contract level in the scope of monthly
(or at least quarterly) data for both performing and non performing expdsure81
Jan 2007 to 30 Jun 201Bhe datdormedthe basis for the LGBstimation

A Treasury Asset Daténformation on bondand equities classified as held to maturity
(HtM), available for sale (AfS), held fdrading (HfT) as of 31 Dec 2012;

A RE Collateral: informationlelivered by the banks participatiiigthe stress testing
exercise for the use of real estate appraisers

AQR providers were also responsible for assessing the quality of the data through the
following activities

A Data Completeness, whatata tapes provided by the bamkerereviewed as at the
reference date (31. 12. 2012) antebcks to verify thealidity andthe number of
records available were performed in order to unsure a satisfactory level of
completeness of the field types included in the data request

A Data Integrity Ve rtés§onasarmplebasise(eftdddudteib) , wher
identify instarces wheralatafield entriescould not be verified back to source
documentation antb report on those circumstances. The sampling for the purposes of
the DIV exercise was based on a 95%/5% objective, i.e. to seek a 95% confidence
level that there are lesisan 5% of errors in the entire population

A Data Reconciliatiomwhereloan tape data and treasury asset data were reconciled to
the published financial statements.
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5.2. Individual file review

The aim of theindividual file reviewperformed by the AQR providewas to assess the
following features of the credit portfolio through the assessment of a sample of loans

A Correct classificationf performance statusccording to the regulatory default
definition;

A Restructured contract composition and misclassification

A Proper classification of loans in the Real Estate Development segment according to
the purpose of the loan

The sampls wereselected using a twstage approach; all loans with exposure above 10
million EUR were automat)i cadd,y & eil redefinddadm (4 dra
to reflect the portfolio characteristiésr loans below 10 million EURwas drawn from both

the nonperforming and performing portfolios for each segment. The sawgeerequired

to cover a minimum of 60% of the entgeoss exposure by segment (excapad and Micro
Enterprisesfor which the coverage ratio was 2%#d retail for which no coverage ratio was
required all in combination with an additional requirement of a minimum number of
individual loans (both critegi had to be met; i.e. exposure coverage and minimum number of
loans).

The random samples were tested in order to
underlying portfolios in terms of geographic, loan size and industry (only for Large
Corporatesand Small and Micro Enterprises) distribution.

The outcomes of these analyses were embedded in the stress testing exercise to incorporate
information not factored in the historical data. In particular:

A The stock of NPkand the estimation of the Probatiés of Default (P¥) were
adjusted to reflect the percentage of loansatassified as performing

A PDsfor restructured loans were adjusted to reflect the higher level of risk associated
to these exposures

Segmentation and model parameters were adjustenhisider the percentage of Real Estate
Developersloans misclassified in other segments

5.3. RE collateral appraisals

An independent valuation reports on an agreed sample of real estate collaterals (corporate and
residential)were commissionedo internatioml real estate appraisers angeoof the AQR
providers was appoiomtdéedcdatsr Rwat hEseapen€bbi
process for the appointment of external appraisers, managing the capacity of appointed
appraisers to undertake the wodec;ordinating the overall delivery timetable and ensuring

that all appraisers perform to a sufficient and consistent standard.

Assets evaluation performed by the RE appraisers on the selected sample of RE collateral
were used in the stress testing exerciseadfust real estate property values in bénks
collateral tapes.

In particular, be difference between the appraisal valneda t he bankds book va
year end 2012 corredf or di f ferences between banksdé re
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The data from appraisals was cleaned for outliers and then used toadeppeaisal haircist
by assetype (residential, commeial, land, under development)
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6.
6.1.

6.1.1.

Stress testing results

Results of the bottomup stress test

Scope of the bottorp stress testing exercise and data

The goal of the bottorap stress testing exercise was to estimate the capital shortfall of the
Slovenian banking system. This was approximated using theieggittitionsin scope of the
stress tesg exercisan a base and a stress case. To this eedydttomup analysis required
both, a forecast of economic losses as well as a forecast of the loss absorption capacity for
each institution, while embedding the results from the concurrent asset quality review.

6.1.1.1. Key building blocks of the bottorap stresgesting exercise

The bottoraup stress test exercise consisted of three key steps:

1. Economic loss forecastThe economic loss forecasts in the base and stress case
consisted of

A

A

A

Bottomup, loan leveforecast of the default probabili)pD) for performing loas
based on historically observed default rates and macroeconomic cases provided by the
SteerCo

Granular assessment of forecasted cure rédesonperforming loans (i.e. the rate at
which nonperforming loans return to performing) based on historic catacted
from the participating institutions.

Independent review of Real Estate collateral valuatizased on loan samples
evaluated by real estate appraisers and forecast based on real estate price indexes

Evaluation of financial collateral applyingpgcific haircuts by collateral typand
forecast based on financial markets information

2. Loss absorption capacity forecastThe loss absorption capacity forecasts for the
individual participating institutions consisted of

A

In force stock of loan loss prowsis as of YE2012Zpecifically taking into account
the provisions related to the-stope credit portfolio for whichxpected losses were
forecasted (specific provisions on mpearforming loans, specific/ collective
provisions on performing loans)

Forecasted future profit generation capaditythe participating instituticsii pre-
provision pretax profit for Slovenian and nedomestic businesses

In-going capital level$or thoseparticipating institutions with capital volumes in
excess of the miniom poststress testing exercise requirements (9% in the dzesse
and 6% in the stress case using the standard Core Tier 1 (CT1) measure)

Deferred Tax Asset®TASs) on the balance sheets of the participating institutions,
assessed in accordance withthe lkas 6 f o r e-gemesating abilitp, and in i t
accordance with current legislation and the CRR/CRDIV piraSgénce banks may

not enjoy sufficient future profits to take advantage of the DTAs accumulated over the
forecast horizon, final results are prated with and without the effect of new DTAs
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3. Potential capital impact derivation: The capital shortfall or surplus in the base and
stress case was finally calculated by combining the economic loss forecasts and the loss
absorption forecasts

The bottoraup stress testing exercise excluded any planned management actions to cover
potential capital shortfalls. However, two versions of the capital shortfall of participating
institutions were assessed, one including and one excluding the plans to transfeetsaib as

a Bank Asset Management Company in the future. The diagram below illustrates the three
main components of the bottemp stress testing analysis.

Exhibit 10: Bottom-up stress testing framework

0 Economic loss forecast

Potential

capital

impact
Capital derivation

buffer
2

PBP Loss
absorption
capacity
forecast

2013 2014 2015
m Non-performing loans m Performing loans = New book

Notes: PBP = Profit before provisions

6.1.1.2. Scope of the stress testimgercise
The bottoraup stress testing exercise was performed with the following scope:

A Bank coveragé The banks that participated in the stress testing exercise were chosen
by the Bank of Slovenian conjunction with the international organizations based
market share, quality of their respective portfolios and capital adequacy. The financial
institutions selected represented approximately 70% of the total Slovenian banking
assets. Thparticipating institutions are listed Exhibit 11 below.
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Exhibit 11: Market share of financial institutions in scope

Participating Market share
institutions (in % of Slovenian banking assets)
NLB 26%

NKBM 10%

Abanka 8%

UniCredit Banka 6%

Banka Celje 5%

Hypo Alpe Adria Bank 4%

Gorenjska Banka 4%

Raiffeisen Banka 3%

Sources: Annual Reports EOY 2012

A Risk coveragei the stress testing exercise evaluated credit risk ipghfierming,
andnomper f orming assets on the bankso bal an
associated with Treasury Assets. The stress testing exercise excluded any other
specific risks such as liquidity risk, ass$iebility management (ALM), other ket
and counterparty credit risk

A Portfolio coveragei the portfolios analysed comprised credits to the domestic private
sector only (i.eSmall andMiicro Enterprises (SME), Large Corporates, Real Estate
Developers (RED), Retail Mortgages, Retail Otlaer)vell as Treasury Assets.

Credits to the State and Local Authorities were excluded.

A Time coveragei the time horizon covered three years (2Q035). The a®f date
for banksé balance sheets was YE2012

6.1.1.3. Data process and sources

Multiple sources of datavere used to conduct this stress testing exercise. This stress testing
exercise incorporated data directly from the participating institutions, information processed
as part of the AQR exercise and data from multiple other sources. The major providers,
souces and usage of data are outline&xhibit 12 below.
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Exhibit 12: High-level overview of data flow

Bottom-up input data
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6.1.1.3.1. AQR process and datadjustments

Loss forecasting

As outlined inExhibit 12, the AQR process was an integral step in producing the necessary
data for thestress testing exercisik was couucted jointly by the AQR providers and real

estate appraisers. The AQR prauisl were tasked primarily with processing the alesed

information and ensuring that data of sufficient quality was produced. This involved close
collaboration with thepartidpating institutions, in order to ensure the definitions of the
exercise weradhered to. In order to safeguard the independence of the exercise, we
understand that the banks were assessed by different firms than their ordinary auditors.

The AQR providersvere responsible to lead the gathering and processing of the data from

theparticipating institutions and to produce the following datasets:

A Loan tapéd individual loan level data as of 31 December 2011 and 31 of December
2012 including loan, collateral drobligor information (e.g. financials)

A Historical performancé historical time series at contrdetvel in the scope of
monthly (or at least quarterly) data for both performing andp®forming
exposures, for each year from January 2007 to 30 JunerddsSive

A Treasury Assets securities (including bonds and equities) included in the Held to
Maturity, Available for Sale and Held for Trading portfolios as at 31 December 2012

A RE appraisers collateraldata required by the RE appraisers for tegaluation of

RE assets

As certification of the data quality for the loan tape and treasury asset data, the AQR

providers were asked to perform data completeness & reconciliation, data integrity

verification and a loan file review.
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6.1.1.3.2. Data completeness &econciliation

The AQR providers undertook the required activities to make available suitably granular data

for the stress testing exercise. The completeness checks required that key fields of the data
request were at least 90% complete with valid entfies.AQR providers were responsible

for raising any exceptions to this threshold, and remediating with the participating institutions
where appropriate. The reconciliation exercise was aimed at ensuring that the stress testing
perimeter could be matchedtivithe 2012 financial statements. Furthermore, the

participating institutions were requested to reconcile historical data submitted with previous
submi ssions to Sloveniads Centr al Credit Reg

6.1.1.3.3. Data Integrity Verification (DIV)

The DIV analysis was pfarmed to check cases where key stress testing exercise fields could
not be verified back to source documentation. This process has been conducted on a
statistically determined sample that was considered sufficient large to assess the data quality
for theentire loan tape.

The AQR providers were requested to undertake the DIV reports once critical data issues had
been remediated, and data collection and cleaning activities were completed.

6.1.1.3.4. Loan file review

The loan file review was conducted by the A@Rviders to help ensure that the data used in
thestress testing exerciseliably reflected the underlying contract aspektgarticular, as
part of the loan file review, the AQR providers covered the following areas:

A Performance status reviéwanalysed whther the performance status reported by the
participating institutios was in line with th8ank of Slovenialefault definition and,
if not, provided the reason for the reclassification. In particular, for the batom
stress testing exercise status reclassifications were incorporated only when based on
objective factual criteria (e.g. 90dpd, bankruptcy, restming)

A Materiality and quality of restructured loahsssessed whether the loans reviewed
were to be flagged as restructured and, if yesaspect®f the restructuring

A Loan business purposségmeni based on the analysis of the purpose of thesloan
AQR providers indicated whether the contract had a real estate develegpretiic
purpose of the loan and therefore had to be reclassified to the Real Estate Developers
segments

Corrections of misclassifications of performance status indicated thatievage per

segment, an additional ~4% to 13%sefyment gross exposure should have been classified as
non-performing for norretail segments). The issue for retail segments was less prevalent,
with an average of ~1% to 2% requiring reclassification.

Reaarding the extent of restructuring for performing loans, the analysis showed that
restructuring is more prevalent in the p@tail segments, with an average of ~12% for the
best and 23% for the worst segment respectively of segment gross exposurectlassifi
performing restructured, against ~5% to 6% for retail segments.
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Finally, issues of misegmentation were more acute for fietail segments. For example, on
average ~4% of Corporate and ~35% of SME gross exposure required reclassification into
Real Estate Developers (RED).

The results from the loan file review have shown that material data adjustments were
necessary for the data to reflect the aspects of the underlying contracts.cldssifesd, re
segmented data was the input for the bottgnstess testing exercise.

6.1.1.3.5. Data sources

As outlined inExhibit 12, data from four major providers was used in the stress testing
exercise.

6.1.1.3.6. Data ofparticipating institutions

The starting point for the loss absorption capacity work was P&L and balance sheet
information provided by the participating institutions (YE2012). This combined historical
performance information and forwaloboking business ptes. The requested information
decomposed key P&L and balance sheet components (loan and deposit volumes and spreads,
maturities profiles, planned management actions, etc.).

To capture loss drivers not directly observable in balance sheets and/or inrfoastgree
data, additional data sources were also used. This included information provided by
managementAQR providersand RE appraisers and tBank of Slovenia

6.1.1.3.7. AQR providers and real estate appraisers

As described in sectiofi1.1.3.1 data from the AQR process was used as input for the
bottomup stress testing exercise. The AQR providers were responsible for -@salityng

the data submittely participating institutions in a standardised request. Responding to these
data requests, the following data was provided:

6.1.1.3.8. Loan tape data

Loan tape datasets represented the key input for estimating losses for credit portfolios. The

|l oan tape contained granular information abo
as of YE2012 and YE2011, including loan data (exposure, matorigynation date,

performance status), collateral and guarantee data (collateral type, collateral value, and the

latest appraisal date), obligor data (legal form, incorporation year, financial ratios) etc.

Data extracted from the loan tape was combinigd wformation obtained from other
sources (s u*artheBank ¢f BldvéhiEané data). The resulting dataset
provided information on exposure, performance status, segmentation criteria, original loan
to-value ratios (LTVs), collateral, etc. fe2.1 million individual loans.

Although the loan tape underwent the data quality process described in 2.3.1, a number of
data issues had to be addressed as for example:

A Mis-classification of performance status

~

|
4 Agencija Republike Slovenije za javnopraypéease see sectiénl.1.3.12.%or an explanation.
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Key behavioural informatiomissing
High proportion of missing and/or mismatched collateral valuations
Missing collateral infomation, notably the valuation date

C> > >

A High share of missing financial statements
6.1.1.3.9. Treasury Assets data

The Treasury Asset data collected covered individual securitielshiaral and equity
portfolios as of YE2012. This covered the trading book @haidrading), heleto-maturity
and availabldor-sale portfolios.

The dataset | ists each participating entityo
(i.e. ISIN) level. The dataset contains ca. 1200 different instruments which are categorised by
aspects such as asset type, portfolio or accounting practice, issuer, maturity, nominal interest

rate, external rating and asset value. Key aspects needed to desdnbgudh®ents were

available for practically all instruments in the data set (>99%) and other key information was

also available for the vast majority, such as external rating (>75%).

6.1.1.3.10. Historical performance datasets (default, cure rates and wofédata)

Historical Performance datasets contain monthly/quarterly historical data (depending on
bank) of participating instituti oadwmé203r edit
(varying across banks). The dataset includes contract level informatibras entity (e.g.,

ID, tax code), obligor (e.g., segment, industry, legal nature), exposure (e.g. drawn/undrawn
amount, principal undue/overdue), collateral (e.qg.,mewalue ratio by type of collateral),
performance status & credit quality (performarstatus, time in default, credit rating, days in
arrears), writeoff (e.g., writeoff amount, writeoff date), other contract specific information

(e.g., open/closed, maturity).

Several data issues were found in the Historical performance datasetgindive type and
magnitude across participating institutions. The main dmvesich were not necessarily
present for each participating institutiowere:

A Missing/poor quality observations in key data fields, such as Rating, Days Past Due,
Overdue Amounand Obligor ID

A Missing/unreliable restructuring flag
A Non comprehensive mapping of write off data to contracts
A Unreliable closure flag

6.1.1.3.11. Individual loan file review

As outlined in sectio®.1.1.3.1 the loan file review was used to make data adjustments
reflecting differences in the contracts, underlying aspects and the information available from
the bankds databases.

The individual fle review was performed by AQR providers across the 8 participating
institutions, covering ~4.253 |l oans and 6. 8
for the stress testing exercise as showBxhibit 13. Both performing and neperforming

loans were covered. AQR providers were required to review a sample of files for each
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participating institution. Al dscogelssetslodrens ove

participating institutions were assesselds a predefined random sample of smaller loans.
Minimum size of the random sample depending on the dimension of the participating
institutions was defined. Loan data and all the related aspects were assessed as of 31
December 2012.

For each contract rewed, more than 60 different aspects were provided by the AQR
providers, including:

A Loan general information (e.g. contract ID, segment, purpose)

A Restructured loan aspects (e.g. restructuring date, presence of a grace period, new
maturity)

A Loan performane history (e.g. rating, days in arrears, amount over 90 days in past
due)

A Real Estate classification (e.g. RE nature of the business of the obligor, RE nature of
purpose of financing)

A Exit from doubtful loans (e.g. date of cure, date of foreclosure)

All the data received were checked for consistency both within the bank and across the
different banks. During the exercise, more than 300 queries were raised with the AQR
providers in order to improve the data quality of the outputs received. In partibeldgta
quality review was focused on the performance status review amocaseetings were held
with the Bank of Sloveniaand AQR providers where the reclassifications were discussed.

All the random samples had to satisfy minimum requirements in tdrrepr@sentativeness
compared to the underlying portfolio. However, for several cases the representativeness of
the selected samples could not be immediately proved from a statistidabipaiw. In

order to confirm that no bias was embedded in thdtegdar those cases affected by
representativeness issues, a new representative sample was extracted and it was verified that
the results wereat statistically different from the original sample used in the analysis.
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Exhibit 13 AQR provideros credit portfolio sample

Segment Credit count

B sMmE 972
Large Corporate 1038

B Real Estate Developers 823
Retail Mortgages 855
Retail Other 565

Total 4,253

Source: AQR provider data

6.1.1.3.12. Real estate collateral review

Four specialised international and local real estate companies (CBRE, Jones Lang LaSalle,
Cushman & Wakefield and Colliers) were selected to perform the real egtegésals.

The real estate appraisals were provided to the Real Estate Coofdinatohad the
responsibility of liaising with the real estate appraisers to agree a common meth@daogy
monitoring that the methodology was adhered to. The output wedsmshestress testing
exercisgo update and adjust real estate asset valuations for collateral. This is further
described in sectiof.1.2.1.2.1

In total, the values of 15,358 real estate properties were assessed using a variety of valuation
mechanisms, including esite appraisals and automated analysis which reflected the

i mportance of the asset i n tthusenpbdeddovemgepat i ng
of a broad sample of assets.

The sample of appraised properties was split between residential and commercial real estate.
Both of these were further split to dribg valuations that cover both top collaterals (by

value) and randomlg hosen hi gh value coll aterals above
properties bel ow 1 a4 MM.

The size of the sample was selected to partially reflect the size of the bank. The commercial
sample included about 3,000 properties covering finished cocrahproperties, properties

under development and land. The original residential sample included a high number of
automated desktop valuations for lealue residential properties varying from 10,000 to

1,500 by the bankds si moeabletdprovidestie needed datar a | b a
required from these lowalue residential properties for automated valuation process.

Therefore, for four banks the high number of automated valuations for low value residential

~

1
5 The real estate appraisers were selected through a competitive bidding process with an agreed Request for Proposal. The
process was ledy the Real Estate coordinator, who was subject to desisfahe Steering Committee.

% Deloitte
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properties was replaced by a low numbedmfe-by inspections varying from 200 to 100.
The resulting residential sample included about 15,000 properties.

Appraisal results of four banks could not be directly compared with their respective collateral
tapes since in some cases the appraised piegpegpresented only a part of the

corresponding entry in the collateral tape. In these cases the appraised property values were
scaled by the ratio of how much the appraised entries correspond the overall value of the
corresponding entry in the collatetape.

In total, the values of about 15,000 commercial or residential real estate properties were
assessed using drimy or desktop valuation methods. Of these, about 11,000 were

residential properties assessed with an automated method, and sincahtetezia

different and less conservative pattern compared to all other valuation results they were
excluded from the final results. Of the remaining appraised samples, about 10% could not be
matched to the collateral tape and thus were discarded, and1&86 had either appraisal or
book value of zero or a missing original appraisal date and were likewise discarded to not
distort the results.

For the remaining data poirttse corresponding appraisal hairduterecalculated. As final
filtering, outlierappraisal haircuts exceeding 956% were removed from the data set ad wel

as property values exceediig 0 . MM final filtering discarded about 20% of remaining
data in order to avoid that outliers and single large properties skew the calculagettdvei
average results. The resulting data set was used to calculate average appraisal haircuts that
were extraplated to the all loans based on key collateral aspextept for top collaterals

where values from appraisals were used directly.

6.1.1.3.12.1InternationaOrganizations

The International Organizations (ECB, EC and EBA) involved in the betiostress testing
exercise designed the macroeconomic cases that were used throughout thepcti@ss
testing exercise in cooperation witie Bank of SloveniaThe cases are described in more
detail inthe section on Macroeconomic scenarios.

6.1.1.3.12.2The Bank of Slovenia data
6.1.1.3.13. Macroeconomic time series

Macroeconomic time series were provided byBhaek of Sloveniaontaining data such as

the gross domestic product, employment rate, interest rates and inflation rate. These data
were used to develop the macroeconomic models which were used to predict the default
probability in the base and stress case.

6.1.1.3.14. Data on partcipating institutions

The Bank of Slovenigrovided data on the banks such as new loan and deposit volumes,
maturity profiles of the current loan books, wholesale funding mix, split between performing
and norperforming loans, default rates, capital pasis and segment definitions. Moreover

~

|
" The relative difference of appraisal value and book value indexed to end 2012
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theBank of Slovenigrovided the balance sheets andfipprand loss statements (both
EOY2011/2012) for individual banks within the scope ofdtress testing exercise.

6.1.1.3.15. Central Credit Registry

The Central Credit Regfiry is a registry containing all credits issued by national banks in
Slovenia and is maintained Hye Bank of Slovenialt was used as an additional source to
inform the development of the PD and LGD models.

6.1.1.3.16. Slovenian land registry

The Bank of Slovenipr ovi ded access to Register nepr emi
land registry database maintained by The Surveying and Mapping Authority of the Republic

of Sl oveni a. I nformati on was drawn from the
and to enale the appraisers to undertake their exercise. This additional information provided

data for both the residential and commercial valuations.

This data was used to index collateral values to the value today and provide an estimate for
the sales time in thiease andtress economicase.

6.1.1.3.17. Other data

Access to three other sources was facilitated b#rk of SloveniaAgencija Republike
Slovenije za javnopravne evidence in storitve (AJPES), is the Agdribhg Republic of
Slovenia for Publid.egal Recordsrad Related Seices. Data from AJPES was used to
supplement financiabligor information of the loan tapeBhe Bank of Slovenialso

facilitated access to the database of judicial procedures in SloRatéobtained from this
source informed which coterparties were in default. Lastijre Bank of Slovenia s

statistical department provided data on real estate transaction price2@@)8vhich was
used to inform a granular model of real estate price developments in different geographic
regions withinSlovenia in the last years.
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6.1.2. Loss forecast
6.1.2.1. Methodology overview

The methodology includes a lo#avel economic loss forecast of key assets and portfolios
using detailed bottormp input data from thparticipating institutions, real estate appraisers,
AQR providers, thé&ank of Sloveniandinternational organizations. The framework is
made up of three modules explained below:

4. Performing loan book economic loss forecasts
5. Non-performing loan book econuic loss forecasts
6. Treasury Asset economic loksecasts

1. For the performing loan book, loan loss estimates were split into three driver
components:

B. Default Probability (PDs) composed of:

i. The bottoraup rating models developed to assess the loan book and that account
for the distinctive | oss drivers of eac
performance

In this regard, for each of the five defined segments (Small and Micro Enteyprise
Large Corporates, Real Estate Developers, Retail Mortgages, Retail Other), a
rating modelwvas developedhich was applied to measure the default probability
of every assessed entity using the bottgmoan tape providedylthe banks and
verified by thedata integrity verification process (2MM+ individual loans)

ii. PD adjustments, based on the individual file review performed by the AQR
providers, were undertaken to incorporate other key risk driveesendurrent
bank books and/or historical informationght not be representative (e.g.
restructured/refinanced loans, NPL misclassifications)

iii. Finally, a macroeconomic overlay was applied to the input segment PDs based on
the two previous steps in order to anchor results to the proposedl12@ik3e
andstres macroeconomic case

C. Loss Given Default (LGDj) composed of:

i. LGD for secured loans was modeled by decomposing it into two parameters: cure
rates (i.e. percentage of loans that are fully repaid and therefore with no losses)
and LGL (i.e. Loss Given Loss, which reflects losses in the rest of cases). In the
case of loas collateralised by Real Estate and Treasury Assets or of loans
guaranteed by the State the modeling of the latter parameters was structural, in
particular

a. Realestatecollateral liquidation values were forecasted based on bank specific
collateratlevel valuation haircuts by property type, location and last appraisal
date, assuming that real estate already in default will be sold through 2014/15
(i.e. within the stress testing horizon) and real estate defaulting after YE2012
will not be sold until YE201%i.e. beyond the stress testing horizon), in order
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to fully capture the real estate price decline in the case and to try to
encapsulate all losses generated during the period will be included into the loss
forecasts, with independence of their realisatialnes

b. Similar to real estate collateral, financial collateral liquidation values were
forecasted based on collatelavel valuation haircuts by the type of asset. For
cash collateral this haircut was set to zero. Equity and bond values were
indexed to duture liquidation price assuming that the collateral will be sold at
YE2015

c. In case of loans with a state guarantee, the haircut was set to zero assuming the

recovery of the whole guaranteed amount

ii. LGD modeling for unsecured loans was similarly basetisotecomposition on
cure rate and LGL. In difference to secured loans, both parameters were
forecasted based on historical data and then following a PD/LGD correlation
approach to stress LGD factors and anchor them both to the base and the stress
cases

D. Exposure at Default (EAD) estimates considered dsset amortisation and
prepayment profiles, as well as natural credit renewals of performing loansopfisite
of nonperforming loans and new originations. Finally,, the expected utilisation of
undrawn eposures and off balance guarantees was considered.

2. For the non-performing loan book, loan loss estimates used the fpamforming loan
LGD framework adjusted to consider the natural lower value ofpsoforming loans as
time since default passes. In thégard, a statistical analysis over cure rates was
undertaken, which allow to statistically estimate the decrease of forecasted cures over
time as function of the time in default).

3. For the Treasury Asset portfolio the expected losses were calculated depgrah the
asset type

A. For bond§ the expected losses depend on the nature of the implied risks inherent to
each portfolio component, naturally reflected on its accounting treatment; Held to
Maturity (HtM) assets are subject to RIBD treatment risk onlywhereas Available
for Sale (AfS) and Held for Trading (HfT) assets are subject to losses due to market
price fluctuation in the forecasted cases

B. For equity, the expected losses depend on whether the security is listed or not and on
the equity market perfmance in the forecasted cases.

6.1.2.1.1. Default Probability (PDs) methodology

The starting point for the bottomp stress testing exercise was the estimation oflmaet
Default probability (PDYerived fromhistorical information through the#evelopment of
speific rating models for each of the five segments.

Estimation of the rating models proceeded along the following main steps:

A Perimeter definition and data elaboration: Rating tools were developed for the three
largest participating institutions and thedended to the rest of the five participating

~

|
8 Government bonds in the Held to Maturity portfolio were not considered to be in scope of the stress testing exercise
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institutions, tailoring them to the default rate experience of those banks. Additionally,
Central Credit Registry (CCR) systdevel data was sourced fratme Bank of
Sloveniato supplement loan tape informatiavhere necessary

A Random sample definition and representativeness: Rating models were developed
using randomamples extracted for each of the five segmemfgovide sufficient
representativeness over the full population

A Risk-driver definition and singtfactor analysis: A selection of prospective risk
drivers and a detailed analysis of their link to defautisatas undertaken

A Multi-factor analysis: A subset of factors was chosen to test alternate model
specifications, trading off statistical discrirabory power against economic
intuitiveness. The estimation consisted of binary logistic regressions

A Anchor point estimation and calibration: Exposweighted Observed Default Rates
(ODR) were estimated for each of fh&rticipating institutions and segmsmand used
as PD anchor points in model calibration to convert loan assessment scores into PDs.

A Validation: The models were validated based on thebtsample dataset
The five segmenspecific models were applied at the ldawel across all of the eight banks.

The results from the AQR loan file review were then embedded into the loss forecasts. As
described in sectiof.1.1.3.1 the loan file review covered all top exposures, as well as a
random sample for each segment. This enabled direct coeleivatadjustments to be made
for large exposures. For the remamexposures, results were extrapolated from the random
sample. Using the loan file review results, the following adjustments were made:

A Adjustment of the stock of NPLs and PD anchor points: Adjustments for misclassified
performance status (i.e. froperforming to norperforming) were made using the
input from the loan file review. The initial NPL level was restated upwards by up to
20% of gross exposure. Direct adjustments to each segment PD anchor point were
then made, to account for the actual nglgs of the loan book

A Adjustment of PD for restructured loans: PDs were adjusted for performing
restructured loans based on the restructuring aspects. A revised PD was assigned
based on the aspects of the restructuring, such asoffstenterest and pacipal
grace periods, intereshnly grace periods and so forth

A Adjustment for reclassification into RED: Reclassification from a certain segment into
RED was performed based on the AQR provid
Regarding the top exposuresluded in the individual file review, wherever the loan
was for RED related purposes but not classified as such, these loans-ulassifeed
to the RED segment and subjected to RED specific risk parameters. For the rest of the
portfolio, the riskinessfeach segment was adjusted on the basis of the percentage of
loans reclassified to RED in the random sample used for the individual file review
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6.1.2.1.2. Loss Given Default (LGD) methodology

Loss Given Default (LGD) was decompoSétto two parameters that are éaiped in this
subsection, Loss Given Loss (LGL) and Cure rate. LGL was calculated using two approaches
depending on how the loan was collateralised:

A For secured loand_GL was calculated with a structural approach that forecasted the
gap between the foresi®d liquidation value of the collateral and the forecasted
Exposure at Default. This approach was applied to loans secured by real estate,
financial collateral and state guarantees

A For unsecured loand.GL was calculated based on historical data and stesith a
PD-LGD correlation approach

6.1.2.1.2.1. Haircuts for real estate collateral

Real estate is one of the most important collateral type used for secured loans. The liquidation
value of real estate collateral was calculated for each individual collateralreasssries of

steps as illustrated Bxhibit 14.

Exhibit 14: lllustrative results from real estate collateral adjustments
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17 Collateral values updated from the date of appraisal to reference date based on market indices

2a i Estimation of the difference between bank valuation and independent appraiser valuation

2b i Collateral values forecasted to ST horizon based on forecasted market indices

3a i Application of a haircut on the collateral value based on sales-price volatility and RE appraiser input

3b i Application of a haircut on the collateral value based on costs of collateral disposal (informed by RE appraiser input)

First, (Step 1 in the above chart) the asset values were indexed to YE2012 frontits lates
valuation date as provided by the participating institutions. The historical indices used for
this purpose were specific for type of asset and geographic region.

~

|
9LGD = LGL x (1- Cure rate)

41



In the next step (Step 2a), the indexed asset value was corrected to their estimated curren
market value. This correction was derived from a model that used the real estate appraisal
data provided by themdependent appraiser companies. The appraisal haircuts were then
extrapolated for all assets dependent on tepects

The market value a&f YE2012 was further reduced according to the case forecasts for real
estate prices (Step 2b) depending on the asset typmaedbasease vs. stressmse). At the
end of this step, market values were indexed to the time of sales which is YE2015 for al
loans estimated to default during the casd 2014/15 for loans alreadydefault at

YE2012.

In order to arrive at final expected liquidation proceedings, it was necessary to consider the
difference between the forecasted appraisal value at the tilg@idation and the actual
revenue from the liquidation itself (Step 3a) which in Slovenia is most often conducted as a
court auction. Finally, the bank has to pay for recovery costs (Step 3b), i.e. maintenance of
the real estate property and potentiasférom proceedings. These haircuts were derived

from historic court auction data provided by the banks, differentiating between residential
and other types of real estate.

The overall haircut on a speci fi depehdedokéds r e a
number of factors, such as the mix of property types (residential real estate being affected less
than other types), the regional focus of the

valuation methods and frequency of value updates.

6.1.2.1.2.2. Haircuts for financial collateral and state guarantees

Financial collateral and state guarantees were also treated in a structural approach where the
liquidation value was calculated for each individual collateral asset in a series of steps
depending onsset type.

For equity and bonds, two asset valuation steps were undertaken. In the first step the asset
value was indexed to YE2012 from a potential historical valuation date provided by the
participating institutiorusing historic market indices. In teecond step the market value as

of YE2012 was further reduced according to¢hseforecasts for equity and bond prices in
Slovenia. In this step, market values were indexeYE2015 for all financial collateral.

For cash and state guarantees, no hareutcollateral value were assumed.

6.1.2.1.2.3. LGL for unsecured loans

Forecasted LGDs for unsecured loans were modelled as a function of historical LGL rates
and LGD stress factors linked to credit quality indicators. The 2012 LGL was estimated on an
historical bas and benchmark figures. The 2012 LGD was then calculated using the
calculated 2012 LGL and estimated cure rates.

Based on a PIDGD correlation model, LGDs wefferecasteddr each year from 2013 to
2015 by applying LGD factors linked to credit qualityicators to the 2012 LGD.

The applied LGD factors were differentiated between base and stress case and across each
year in 20132015.
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6.1.2.1.2.4. Loss rates (cure rates)

Loss rate is defined as one minus the cure rate. Cure rates were calculated at the obligor level
and captured the probability that the obligeturns to performing without any writdf on

any of its contracts. The same cure definition applies across all banks arehtedCure

rates ardorecastedottomup by bank based on 20J8n 2013 historidadata.

6.1.2.1.3. Treasury Asset expected loss methodology

Exhibit 15 provides an overview of the methodology applied to different Treasury Assets.
There are four different approaches taken depending on the asset type and accounting
treatment.

Exhibit 15: Stress test methodology for Treasury Assets

Sub- Accounting Asset type Domestic  Non-domestic
segment treatment business business
Bonds Held to Sovereign

maturity

(HtM)

Non-sovereign

Correlation
approach
Mark to Sovereign 9
market (MtM) Price-yield Correlation
mechanism approach
Non-sovereign
g Corporate Corporate
spread spread
surplus surplus
Equity Mark to 9
market (MtM) SteerCo Correlation
forecast approach

Bonds issued by sovereigns and classified as Hold to Maturity (HtM) were not considered in
scope of the stress testing exercise. The haircuts on the remaining Treasury Assets were
determinedaccording to their portfolio and accounting treatment (amortised cost vs. mark to
market), asset type (fixed income vs. equities), geography (Slovenia vs. rest of the world) and
the type of issuer (sovereign vs. raovereign) and based on tese.

4. Heldto Maturity (HtM) Nonsovereign bonds

A More than two thirds of the HtMonsovereign bonds were Slovenian corporate
bonds
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A

A

A

A

Haircuts for HtM norsovereign bonds were determined by stressing the through the
cycledefault probability values derived from bondimgs and corresponding LGD

Default probability for Slovenian exposures within 2dB3was forecasted using the
forecasted credit quality indicators for Large Corporates forecastiedhe

macroeconomic model. Loss Given Default i@ecasted with European

benchmarks for corporate bonds, adjusted to reflect the Slovenian market specifics as
well as thestressed conditions under the given macroeconomic scenarios

The credit quality indicator for rest of the world assets was calcuigtedtimating
the correlation between Slovenian and rest of the world assets and applying it to the
Slovenian Large Corporate credit quality indicator

. Mark to Market (MtM) Sovereign bonds

The majority of MtM sovereign bonds had external ratings of investgrade. Twe
thirds of the MtM sovereign bonds were domestic with an average of 3.5 years
maturity, the rest from other European countries

Haircuts for MtM Slovenian sovereign bonds were based on the Slovenian
government bond yield forecasts provided gy SteerCo

Haircuts for MtM rest of the world sovereign bonds were based on the forecasted
yield of a benchmark bond which corresponded to the average rating of the portfolio

The haircuts were calibrated to match the maturity of the portfolio

. Mark to Marké Non-sovereign bonds

A

A

About twathirds of the MtM norsovereign bonds were domestic. Average maturity
of MtM non-sovereign bonds was 2.8 years

Haircuts for MtM norsovereign bonds were calculated by estimating a risk premium
factor between sovereign (Slavan or rest of the world) and n@overeign to reflect
their higher riskiness.

. Equities

A

A

A

A

The vast majority of equities were listed domestic shares with only 10%stech
equities

Haircuts for equities were derived from the Slovenian equity index shocks forecasted
by the SteerCo

An additional haircut of 20% was applied for Asted shares to reflect their higher
riskiness

Rest of the world haircuts were calculated using the @atioel of the Slovenian and
representative rest of the world equity indices

. Rest of the world Treasury Assets

A

A

Rest of the world assets are issued by-8tmvenian issuers and they accounted for
about one third of all stressed Treasury Assets

Rest of the wdd haircuts were inferred from the correlation among the Slovenian
and rest of the world risk drivers, being the specific approach tailored to the specifics
of each the instrument type
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A Overall the methodology provides modest diversification benefitseasest of the
world assets have somewhat smaller haircuts compared to Slovenia

The impact of possible hedges against market movements of MtM bonds was taken into

account on a case to case basis.
6.1.2.2. Aggregate credit loss results for participating institutisn

As of YE2012,totalis cope credit assets amounted

t o

classified into five segments: Small and Micro Enterprises (SME), Large Corporates, Real

Estate Developers, Retail Mortgages and Retail Other. Of these, thiréestvere referred

to as commercial segments, the latter two as retail segments. Additionally, Treasury Assets

were taken into consideration and treated as a separate segment. The following exhibit
provides an overview of the-scope assets:

Exhibit 16: Segment breakdown of irscope asset§

Exposure % of total
Segment (in 0 MM)* exposuret NPL ratio? Coverage ratio?
[ Enmtzlrlp?ir;igﬂemum 7,455 25.1% 45.9% 26%
Large Corporates 9,503 32.0% 22.7% 13%
B Real Estate Developers 1,862 6.3% 50.7% 24%
Retail Mortgages 3,317 11.2% 4.8% 3%
Retail Others 3,533 11.9% 5.7% 5%
Total loans 25,669 86.6% 27.0% 15%
. Treasury assets 3,984 13.4% N/A N/A
Total portfolio in scope of 20,653 100% N/A N/A

Stess Test

1. Exposures, NPL and coverage ratio pre adjustments from AQR loan file review
Notes: AQR = Asset Quality Review; NPLs = non-performing loans; LLPs = loan loss provisions; coverage ratio = total CLPs /
total gross credits

On the basis of these exposures, the losses for the 8 participating institutions were forecasted

in the macroeconomic scenarios defined bySteerCo. This was performed through the
described bottorup framework which evaluates loan losses at a-lpaloan, asseby-asset
level. The cumulate expected losss for the credit portfolio as of YE2012 in the period
20132015 amounted to approxi mat el yima&ely8 89
10,3640 MM i n t h Exhisittl#peowdes an averaew of the losses for the
participating institutions.

~

|
10 Coverage ratio defined as the sum of specific provisions over total performing apenimming balances
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Exhibit 17: Total expected losses 2013015 wunder base and stress
10,364

8,889

6,276

Non-performing 5,820
loans

Performing
loans

Base case Stress case

It is noteworthy that the bulk of the losses in both cases come from loans that are already
nonperforming, namely 65.5% in the base and 60.6% in the staess

In the basease the expected losses consisted of
A 3,069 U MM stemming from performing | oans
A 5,820 G MM st eperfaimmgloafsi(66.596)n o n
In the stress cagbe expected losses consisted of
A 4, 08 8 stamnihlyifrom performing loans (18.6%)
A 6,276 G MM st eperfaimmgloafisi(74.#6)n o n

6.1.2.3. Segmenispecific loss results
6.1.2.3.1. Overview

Exhibit 18 provides a breaklown of the expected losses into segmehitshe individual

segment level, SME was the segment with the highest absolute amount of expected losses:
3,684 U MMaisre t(Hed BMaseofc 2012 exposures) and
(54. 4% of 2012 exposures), followed by Large
in the base case and 3,627 0 MM in the stres
the segment ith the highest percentage of expected losses with respectively 63.2% of 2012
exposure in the stress case and 56.0% of 2012 exposures in the base case.
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Exhibit 18: Forecasted cumulative economic losses 2620815i Drill -down by segnent

Expected Losses 2013i 2015

In 0 MM In % of EQY 2012 balance
EQY 2012 B B
ase Stress Case ase Stress Case
Balance Case Case
. SME 7,455 3,684 4,054 49.4% 54.4%
Large 9,503 3,124 3,627 32.9% 38.2%
Corporates
i Red Estae 1.862 1,043 1,177 56.0% 63.2%
Developers
Retail Mortgages 3,317 148 255 4.5% 7.7%
Retail Others 3,533 450 539 12.7% 15.3%
Total credit portfolio 25,669 8,448 9,654 32.9% 37.6%
. Treasury Assets 3.0841 249 503 6.3% 12.6%
Total assets 29,653 8,697 10,157 29.3% 34.3%

1 Given that HtM Sovereign bonds did not receive a haircut, they were excluded from the EOY 2012

balance shown

Note: New book losses of 190 i MM base case and 210 G MM stress case are not included

6.1.2.3.2. Small and Micro Enterprises

6.1.2.3.2.1. Key segment aspects and main inherent risks
SME was one of the largest segments with more than a quarter of total loan exposure.

As a result of the bottor p

-

anal ysis of
following conclusions were drawn:

parti

Ci

pating i nst

A As of 2012, thesME segmentshows a lower NPL ratio (~45%) than Real Estate
Developers (~69%), but higher than Large Corporates (~38%)

A The degree of collateralisation for the SME portfolio varies widely by entity: ~52% of
the SME exposures are secured, (ranging from 37% to 68% across entities)

A AQR provider analysis found that ~62% of SME exposures were restructured; in
particular, ~17% of SMExposures were restructured, but not in default (ranging
from 0% to 41% acrogsaticipating institutions). Misclassification of defaulted loans

as performing

~

|
1 post AQR adjustments

was ~4%

(ranging from 0%
show that ~35% O0BME loans were to reclassify to REDs (with a range of 0% to 51%
acrosgarticipating institubns)
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6.1.2.3.2.2. Results

The expected losses for the SME segment are summarigedilrit 19. The total expected
MaMn d 4,

Exhibit 19; Forecasted economic losses 20129157 SME

losss were 3,684

054

Expected Loss

MM

Forecasted PD

in base and

Expected Loss 2013i 2015 2013i 2015 Forecasted LGD Forecasted LGD
20137 2015 (% of (% of EOY 2012 2015 2015
(in 0 MM) EOY 2012 Balance) Perf. Balance) (% Performing) (% Non-Perf.)
EQY 2012 Balance Base Stress Base Stress Base Stress Base Stress Base Stress
Secured 4,094 1,086 1,361 26.5% 333% 64.4% 69.6% 23.1% 29.7% 47.3% 56.3%
Unsecured 3,362 2,598 2,693 77.3% 80.1% 66.1% 715% 79.5% 83.7% 96.9% 99.4%
Total 7,455 3,684 4,054 49.4% 544% 65.1% 704% 47.1% 52.8% 73.8% 79.4%

Note: New book losses are not included

stress

Forecastedosses for the SME segment are mainly driven by unsecured exposures which
have significantly higher LGDs than secured loans.

The SMEsegmentshows lower losses than the Real Estate Developers segment (56% and
63% respectively in base astress case), biligher than Large Corporates (33% and 38%
respectively in base anstress case). At the entitgvel, forecasted losses for the SME
segmentange from 24% to 66% in the base case and 29% to 70%stréilss case.

Overall, entitylevel results show cumuiae PDs in 2012015 under the stress cas@ging

from 59% to 89%, compared to an average of 70%. LGD on the performing balance ranges

between 43% and 65% for the best and worst entity, istthescase Non-performing LGDs

in thestress case range fradd% to 84%.

6.1.2.3.2.3. Aspects of the rating model
The PD rating model developed for the SME segment included the following information:

A Loan andobligor behavioural, namely payment arrears flag and credit utilisation

A Financial information such as leveragegfitability, debt coverage

A Other obligor specific information, such as industry and founding year

Exhibit20s h o ws

participating

i nst iweighted RDIDE 6

model score (left) with the resulting differentiation of EARIghted PDs across
participating institutions (right).
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Exhibit 20: 2012 PD distributioni SME*?

PD score distribution
Aggregate results for participating institutions

Score
I EAD — PD

PD EOY 2012
Distribution by entity (EAD weighted)

T8 Below average
Above average

0 |Average PD

1 3 4 5 7 8 9
Anonymized Bank results

10

After the calibration of the bottomp PD rating tool, a macroeconomic overlay was applied
to the PDs based on the previous steps. The aim was to project the development of PDs given
different macroeconomic scenarios. This led to an increase in Pidgar¢ta2012 in the

stress case as illustrated in

Exhibit 21.

~

2The bank numbering in this figure was assigned randomly, it is not sequential.
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Exhibit 21: Macroeconomic credit quality modeli SME

Normalised impact of macro-factors Model implied system PD forecast
on Credit Quality Index

-1.0 -0.5 0.0 0.5

Modelled

13% PD
Real GDP 12%
growth 11%
10%
9%
8%
Unemployment 7%
rate 6%

5%
4%
3%
2%
1%
0% y T 1
2000 2005 2010 2015

Real interest
rate, 12m

— Observed PD Base case
— Modelled PD Stress case

As expected, an increase in GDP results in an improvement in credit quality (and thus a
decrease in PD). An increase in unemployment is detrimental to credit quality, and a rise in
the real interest rate has a modest negative impact on credit quality.

50



6.1.2.3.3. Large Corporates

6.1.2.3.3.1. Key segment aspects and main inherent risks
Large Corporates was the largest segment with ~40% of total credit exposures. The main risk
to Large Corporates is an economic recession in general impacting corporate profitability and
cash flowand thus in turn the ability to service the debt. Collateral plays an important part

perspective
availability, quality and value of available collateral.

from the bank

As a result of the bottorapanalysisop ar t i ci pati ng

s 6

following conclusions were drawn:

S i

nce

nst.i

tut i

corporate

ons o

A The Large Corporatesegment shows a lower NPL ratio as of 2012 (~38%) compared
to SME (~45%) or Real Estate Developers (~68%)

A Degree of collateralisation of therge Corporates portfolio varies widely by entity:

~52% of the Large Corporates exposures are secured (ranging from 34% to 60%

across entities). Typically unsecured Large Congsraxposures have lower PDs than
secured Large Corporates, where highematethlisation levels are usually required of

the more risky clients

A AQR provider analysis found that ~44% of Large Corporates exposures were
restructured; in particular, ~12% of Large Corporates exposures were restructured, but
not in default (ranimg from 2% to 38% across entities). Misclassification of defaulted
| oans as performing
findings have shown that ~4% of Large Corporates loans were to reclassify to REDs
(ranging from 0% to 19%)

6.1.2.3.3.2. Results

wa s

~13%

(ranging fr

The expected losses for the Large Corporates segment are summédgseiit?22. The
a r ee afid,stie@8s4asd, redpddtivalyn d 3,

total expecte

d |

0sSses

Exhibit 22: Forecasted economic losses 20120151 Large Corporates

Expected Loss
20131 2015
(in U MM)

Expected Loss

2013i

2015

(% of
EOY 2012 Balance)

Forecasted PD
201371 2015
(% of EOY 2012
Perf. Balance)

Forecasted LGD
2015
(% Performing)

Forecasted LGD
2015
(% Non-Perf.)

EOY 2012 Balance Base Stress

Base

Stress

Base

Stress

Base

Stress

Base

Stress

Secured 5,505 1,142 1,469

20.8%

26.7%

44.4%

54.2%

22.1%

27.6%

45.7%

54.9%

Unsecured 3,998 1,982 2,159

49.6%

54.0%

39.8%

49.5%

63.3%

66.6%

85.1%

89.2%

Total 9,503 3,124 3,627

32.9%

38.2%

42.4%

52.2%

38.6%

43.5%

65.0%

71.7%

Note: New book losses are not included

~

|
13post AQR adjustments
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Forecasted losses for the Large Corporsgggnent are mainly driven by the unsecured
exposures, which have significantly higher LGDs than secured loans.

The Large Corporatesegment shows lower losses than the Real Estate Devesegenent
(56% and 63% respectively in base atréss case) andd SME segmend9% and 54%
respectively in base arstresscasg. At the entitylevel, forecastetbsses for the Large
Corporatesegment range from 12% to 45% in the base case and 15% to 52%tiesise
case.

Overall, entitylevel results showumulative PDs in 2022015 under the stress case ranging
from 9% to 79%, compared to an average of 52%. LGD on the performing balance ranges
from 34% to 60% for the best and worst entity, in the stress casgéffumming LGDs in

the stress case rangerit 68% to 80%.

The forecasted losses are driven by the development of forecasted PDs and LGDs.

6.1.2.3.3.3. Aspects of the rating model
The PD rating model developed for the Large Corporate segment included the following
information:

A Loan andobligor behaviour, namelyayment arrears flag

A Financial information such as leverage, profiiidebt coverage

A Otherobligor specific information, such as industryd geographic location

Exhibit23s hows t he participating i nweightad®®Dbyonsd E.
model score (left) with the resulting differentiation of EARighted PDs across
participating institutions (righ.

Exhibit 23: 2012 PD Distributionsi Large Corporates™*

PD score distribution PD EOY 2012
Aggregate results for participating institutions Distribution by entity (EAD weighted)
Below average
Above average
Average PD
> QP ——————————
o
Score 1 3 4 5 7 8 9 10
B EAD — PD Anonymized Bank results

After the calibration of the bottomp PD rating tool, a macroeconomic overlay was applied
to the PDs based on the previous steps. The aim was to project the develdgPbEngiven

~

|
4 The bank numbering in this figure was assigned randomly, it is not sequential.
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different macroeconomic scenarios. This led to an increase in PDs relative to 2012 in the
stress case as illustrateddrhibit 24.

Exhibit 24: Macroeconomic credit quality modeli Large Corporates

Normalised impact of macro-factors Model implied system PD forecast
on Credit Quality Index

-1.0 -0.5 0.0 0.5 Modelled
PD

20%
Real GDP

growth
15%

Unemployment

rate

10%

Real 5%
interestrate,
12m

00/0 T T 1
2000 2005 2010 2015

— Observed PD Base case
— Modelled PD Stress case

As expected, an increase in GDP results in an improvement in credit quality (and thus a
decrease in PD). An increase in unemployment is detrimental to credit quality, and a rise in
the real interest rate has a modest negative impact on credit quality.
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6.1.2.3.4.

Real Estate Developers

6.1.2.3.4.1. Key segment aspects and main inherent risks
Real Estate Developers segment accounted for less than 10% of the total credit portfolio.
However, it had the highest relative expected losses. Moreover, this segasentbject to
severamisclassifications. That meant loans belonging togegmentvere previously

incorrectly classified to anotheegment

As a result of the bottorap analysisop ar t i ci pati ng i

following conclusions were drawn:

A

both SME (~45%) and Large Corporates (~38%)

Average

LT

Vs,

based

on

entiti

nst.i

tu

esod |

55% to 180%). Forecasted LTVs in 2015, whigalating and reviewing collateral
valuations under base and stress cases, rose to 240% and 260% respectively

restructured; in particular, ~23% of Real Estate Developers exgosare
restructured, but not in default (ranging from 10% to 54% across entities).
Misclassification of defaulted loans as performing was ~10% (ranging from 0% to

19%)

6.1.2.3.4.2. Results
The expected losses for the Real Estate Developers segment are summaibdaltias.

The totalexpected loss are 1,048

respectively.

MM and

1,

177 0

MM i n

Exhibit 25: Forecasted economic losses 2020151 Real Estate Developers

Expected Loss

Forecasted PD

tionséo

As of 2012, the Real Estate Developsegmenshows higher NPL ratio (~69%) than

at est a

AQR provider analysis found that ~56% of Real Estate Developers exposures were

base ar

Expected Loss 20131 2015 20137 2015 Forecasted LGD Forecasted LGD
20131 2015 (% of (% of EQY 2012 2015 2015
(in G MM) EOY 2012 Balance) Perf. Balance) (% Performing) (% Non-Perf.)
EOQOY 2012
OY 20 Base Stress Base Stress Base Stress Base Stress Base Stress
Balance
Finalised 961 482 561 50.1% 58.4% 95.4% 97.0% 42.4% 50.9% 57.8% 65.9%
In progress 278 152 173 54.6% 62.2% 88.8% 91.8% 43.4% 52.6% 58.7% 66.5%
Land 403 245 272 60.7% 67.4% 97.7% 98.7% 44.2% 52.9% 67.4% 73.5%
Other
assets 58 16 18 27.9% 30.7% 90.8% 94.0% 27.2% 27.9% 46.2% 55.7%
Unsecured 162 149 154 91.9% 95.0% 81.7% 86.5% 82.3% 85.7% 96.5% 98.6%
Total 1,862 1,043 1,177 56.0% 63.2% 93.9% 96.0% 46.2% 53.9% 63.0% 70.1%

Note: New book losses are not included

~

15 post AQR adjustments
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Forecasted losses for the Real Estate Developers segment are mainly driven by the exposures
backed by Finalised RE collaterals, which have a significantly higher YE2012 balance.

The Real Estat Developersegment shows higher losses than the Segment(49% and
54% respectively in base asttesscas@ and the Large Corporateegment (33% and 38%
respectively in base argiress case). At the entikyvel, forecastedosses for the Real Estate
Developerssegment range from 44% to 65% in the base aagde53% to 76% in the stress
case.

Overall, entitylevel results show cumulative PDs in 264315 under the stress case ranging
from 63% to 99%, compared to a system agerof 96%. LGD on the performing balance
ranges from 31% to 74% for the best and worst entity, in the stress caspeffmming
LGDs in the stress case range from 56% to 75%.

6.1.2.3.4.3. Aspects of the rating model
The PD rating model developed for the Real Edbegeelopers segment included the
following information:

A Loan andobligor behaviour, namely payment arrears flag

A Financial information such as leverage, profitability, debt coverage

A Other product specific information, such as the loan to value

Exhibit26s hows t he participating i nweightad®®Dbyonsd E.
model score (left) with the resulting differentiation of EARighted PDs across
participating institutions (right).

Exhibit 26: 2012 PD distributioni Real Estate DeveloperS

PD score distribution PD EQY 2012
Aggregate results for participating institutions Distribution by entity (EAD weighted)
Below average
Above average
Average PD

v
PD

Score 1 3 4 5 7 8 9 10
I EAD — PD Anonymized Bank results

After the calibration of the bottomp PD rating tool, a macroeconomic overlay was applied
to the PDs based on theegious steps. The aim was to project the development of PDs given

~

|
16 The bank numbering ithis figure was assigned randomly, it is not sequential.
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different macroeconomic scenarios. This led to an increase in PDs relative to 2012 in the
stress case as illustrateddrhibit 27.

Exhibit 27: Macroeconomic credit quality modeli Real Estate Developers

Normalised impact of macro-factors Model implied system PD forecast
on Credit Quality Index

-1.0 -05 0.0 05 Modelled
PD

, 45%
House price

growth 40%

35%

Unemployment 30%
rate

25%

Real interest 20%

rate, 12m

15%

2000-2007 10%
dummy 5%
(missing data)

00/0 T T 1
2000 2005 2010 2015

— Observed PD Base case

— Modelled PD Stress case

Increases in house prices have a modest positive impact on the credit quality of real estate
developers. Conversely, an increase in unemployment is detrimental to credit quality (and
thus an increases PDs), and a rise in the real interest rate has amagd#ge impact on

credit quality.

Exhibit 28 andExhibit 29 show average Real Estate haircuts by collateral type in the base
and stess case. Land and commercial real estate assets were forecasted to experience the
highest decrease of price in case of liquidation, being respectively 61% and 55% in the base
case and 69% and 65% in the stress case.
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Exhibit 28: Average real estate haircuts broken down by asset type, base scenario

Haircut Under
components All assets Residential Commercial development Land
Total Haircut 54.5% 41.7% 59.8% 46.6% 65.7%
Indexing to EOY 8.6% 12.2% 8.2% 6.0% 2.9%
2012
Appraisal haircut 27.1% 7.9% 33.7% 15.8% 48.3%
Forecast 13.9% 13.9% 14.6% 12.3% 10.9%
Recovery cost 4.8% 7.3% 3.7% 3.7% 3.7%
Sales discount 16.1% 8.9% 19.3% 19.3% 19.3%
% asset value in

100% 28% 56% 7% 9%

collateral tape

Note: Real Estate haircuts are calculated as arithmetic averages across all eight participating banks

Exhibit 29: Average real estate haircuts broken down by asset type, adverse scenario

Haircut Under

components All assets Residential Commercial development Land
Total Haircut 64.3% 54.1% 68.8% 57.6% 72.5%
Indexing to EOY 8.6% 12.2% 8.2% 6.0% 2.9%
2012

Appraisal haircut 27.1% 7.9% 33.7% 15.8% 48.3%
Forecast 22.8% 23.0% 23.7% 20.0% 17.8%
Recovery cost 4.8% 7.3% 3.7% 3.7% 3.7%
Sales discount 26.1% 18.9% 29.3% 29.3% 29.3%
i .

% asset value in 100% 28% 56% 7% 9%

collateral tape

Note: Real Estate haircuts are calculated as arithmetic averages across all eight participating banks
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6.1.2.3.5. Retail Mortgages

6.1.2.3.5.1. Key segment aspects and main inherent risks
Retail Mortgages accounted for more than 13% of the total credit exposure. This segment had
historically experienced low default and loss rates in Slovenia.

Key conclusions regarding these market concerns were the following:

A As of 2012, the Retail Mortgag segment shows an NPL ratio of +7% line with
the level of norperforming loans in the Retail Otheegment

A Average LTVs, based on entitiesd | atest
to 118%).Forecasted TVs in 2015, when updating and revieagicollateral
valuations under base astitess cases, rose to 125% and 137% respectively

A AQR provider analysis found that ~16% of Retail Mortgages exposures were
restructured; in particular, ~6% of Retail Mortgagegasures were restructured, but
not in cefault (ranging from 0% to 41% across entities). Misclassification of detaul
loans as performing was ~2% (ranging from 0% to 5%)

6.1.2.3.5.2. Results
The expected losses for the Retail Mortgages segment are summagsadin30. The
total expected | osses are 148 U MM and 255

Exhibit 30: Forecasted economic losses 20120151 Retail Mortgages

Expected Loss Forecasted PD
Expected Loss 2013i 2015 2013i 2015 Forecasted LGD Forecasted LGD
2013i 2015 (% of (% of EQY 2012 2015 2015
(in 0 MM) EQY 2012 Balance) Perf. Balance) (% Performing) (% Non-Perf.)
EOY 2012 Balance Base Stress Base Stress Base Stress Base Stress Base Stress
Residential 2,688 112 199 4.2% 7.4% 23.2% 28.9% 10.5% 18.5% 37.3% 46.0%
Other assets 628 35 57 5.6% 9.0% 23.5% 29.5% 13.3% 21.1% 45.9% 54.5%
Total 3,317 148 255 4.5% 7.7% 23.2% 29.0% 11.0% 19.0% 39.2% 47.9%

Note: New book losses are not included

Forecasted losses for the Retail Mortgages segment are mainly driven by the residential
exposures, which have a significantly higher YE2012 balance.

The Retail Mortgages segment shows lower losses than the Retails@gimeent(13% and
15% respectively in s andstress cage At entity-level, forecasted losses for the Retail
Mortgagessegmentange between <1% and 7% in the base ease<1% and 12% in the
stress case.

Overall, entitylevel results show cumulative PDs in 204315 under thetresscase ranging

from 3% to 70%, compared to a system average of 29%. LGD on the performing balance
ranges from 10% to 24% for the best and worst entity, irsttess caseNonperforming

LGDs in the stress case range from 5% to 54%.

|
" Post AQR adjustments
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6.1.2.3.5.3. Aspects of the rating moe|
The PD rating model developed for the Retail Mortgages segment included the following
information:

A Loan and obligorbehaviour, namely payment arrears flag

A Other obligor specific information, such as the employment status

A Other product specifimformation such as time since origination and loan to value

Exhibit3ls hows t he participating i nweightad®®Dbyonsd E.
model score (left) with the resulting differentiation of EARighted PDs across
participating institutions (right).

Exhibit 31: 2012 PD Distributioni Retail Mortgages'®

PD score distribution PD EOY 2012
Aggregate results for participating institutions Distribution by entity (EAD weighted)
Below average
Above average
Average PD

._IJ_I ||
Score 1 3 4 5 7 8 9 10
I EAD — PD Anonymized Bank results

After the calibration of the bottomp PD rating tool, a acroeconomic overlay was applied

to the PDs based on the previous steps. The aim was to project the development of PDs given
different macroeconomic scenarios. This led to an increase in PDs relative to 2012 in the
stress casas illustrated irExhibit 32. For the retail segments Retail Mortgages and Retail

Other a joint credit quality indicator model was used.

~

|
18 The bank numbering in this figure was assigned randomly, it is not sequential.
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Exhibit 32: Macroeconomic credit quality modeli Retail (Mortgages and Other)

Normalised impact of macro-factors Model implied system PD forecast
on Credit Quality Index

-1.0 -0.5 0.0 0.5

House price
growth

Unemployment
rate

EURIBOR 3m

2000-2006
dummy (a/c std.
change)

2006 dummy

N

7%

6%

5%

4%

3%

2%

1%

0%

2000

Modelled
PD

2005 2010 2015
— Observed PD Base case
— Modelled PD Stress case

Increases in house prices have a positive impact on the credit quality of retail borrowers.
Conversely, an increase in unemployment is detrimental to credit quality (and thus a
increases PDs), and a rise in the real interest rate has a modest negative impact on credit
guality. Two dummy variables are used to retain statistical significance, one to explain data
abnormalities and one to account for standard change.
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6.1.2.3.6. Retail Other

6.1.2.3.6.1. Key segment aspects and main inherent risks

The Retail Other segment accounted for close to 14% of the total credit exposure, a little
more than the Retail Mortgages segment. Most of this lending (>95%) was unsecured, but the
shortterm nature of unsecutdending offsets the risk to some extent.

Within the bottoraup analysis of participating institutiend b al ance sheets the
conclusions were derived:

A As of 2012, the Retail Other segmshbws an NPL ratio of ~7%bin line with the
level of no-performing loans in the Retail Mortgagegment

A The degree of collateralisation for the Retail Other portfolio was consistently low
across the entities: only ~2% of the Retail Other exposures are secured (ranging from
0% to 2% across entities).

A AQR provider analysis found that ~8% of Retail Other exposures weragestd;
in particular, ~5% of Retail Other exposures were restructured, but not in default
(ranging from 0% to 16% across entities). Misclassification of defaulted loans as
performing wa ~1% (ranging from 0% to 2%)

6.1.2.3.6.2. Results
The expected losses for the SME segnagatsummarised iBxhibit 33. The total expected
|l osses are 450 U MM and 539 0 MM in base and

Exhibit 33; Forecasted economic losses 20120157 Retail Other

Expected Loss Forecasted PD

Expected Loss 2013i 2015 2013i 2015 Forecasted LGD Forecasted LGD
201312015 (% of (% of EOY 2012 2015 2015
(in 0 MM) EOY 2012 Balance) Perf. Balance) (% Performing) (% Non-Perf.)

EOY 2012 Balance Base Stress Base Stress Base Stress Base Stress Base Stress

Secured 71 1 1 0.8% 1.0% 9.4% 13.2% 5.4% 55% 31.1% 34.8%
Unsecured 3,462 450 539 13.0% 15.6% 15.6% 20.8% 46.3% 49.0% 90.2%  96.1%
Total 3,533 450 539 12.7% 153% 155% 20.7% 45.8% 48.4% 90.1% 95.9%

Note: New book losses are not included

Forecasted losses for the Retail Other segment are mainly driven inys®ured exposures,
which have significantly higher LGDs than secured loans.

The Retail Other segmeshows higher losses than the Retail Mortgaggggment(4% and
8% respectively in base asttesasg. At entity-level, forecasted losses for the Retail Other
segment range from 2% to 23% in the base case and 2% to 26%iretdwease.

Overall, entitylevel results show cumulative PDs in 264315 under the stressise ranging
from 2% to 29%, compared to a system avemig21%. LGD on the performing balance

~

|
19Post AQR adjustments
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ranges from 42% to 64% for the best and worst entity, in the stress caspefffmming
LGDs in the stress case range from 88% to 98%.

6.1.2.3.6.3. Aspects of the rating model
The PD rating model developed for the Retail Othgrmant included the following
information:
A Loan andobligor behaviour, namely payment arrears flag and credit utilisation
A Otherobligor specific information, such the employment status

Exhibit34s hows t he participati ng -weightetd PDitbymaded ns & d |
score (left) with the resulting differentiation of EAReighted PDs across participating
institutions (right).

Exhibit 34;: 2012 PD Distributioni Retail Other?°

PD score distribution PD EOY 2012
Aggregate results for participating institutions Distribution by entity (EAD weighted)
Below average
Above average
AveragePD .
> a)
o
Score 1 3 4 5 7 8 9 10
I EAD — PD Anonymized Bank results

After the calibration of the bottomp PD rating tool, a macroeconomic overlay was applied
to the PDs based on the previous steps. The aim was to project the development eé®Ds gi
different macroeconomic scenarios. This led to an increase in PDs relative to 2012 in the
stress case as illustratedErhibit 32. For the retaisegments Retail Mortgages and Retail
Other a joint credit quality indicator model was used.

6.1.2.3.7. Treasury Assets

6.1.2.3.7.1. Key segment aspects and main inherent risks

The total portfolio of treasury asset accounted for ~18% of all assets in scope. The loss
estimationfocused on the market risk and default risk of the treasury asset portfolio of the
participating institutios.

~

|
20 The bank numbering in this figure was assigned randomly, it is goeséal.

62



6.1.2.3.7.2. Results

Overall |l osses on the treasury portfolio amo
5030 MM i n dade@&he hairautevasdis approximately 6.3% of the YE2012

balance of the assets in the baaseand 12.6% of the YE2012 balance of the stressed assets

in thestresscase

Exhibit 35: Base case total expected losses on Treasury Assets

Inu MM
550
500
450
400 % of EOY 2012 balances: 6.3%
350
300 249
250 3am 1. HtM Non-Sovereign EL
200 .
N 2. MtM Sovereign FI EL

150
100 3. MtM Non-Sovereign FI EL

50 93

4. Equity EL
0 7 quity

Notes: FI i Fixed Income; EL i Expected Loss

Exhibit 36: Stress case total expected losses on Treasury Assets

In 0 MM
% of EQY 2012 balances: 12.6%
550 503
500 T 1 HtM Non-Sovereign EL
450
400 )
et 2. MtM Sovereign FI EL
350
300
250
200 153 3. MtM Non-Sovereign FI EL
150
100
50 ﬂi Equity EL
0

Notes: FI T Fixed Income; EL T Expected Loss
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Exhibit 37 provides average haircuts by Treasury Asset (domestic and international) in the
base andtresscase The haircuts for HtM nosovereign bonds are lower than the MtM fion
sovereign bond hairtsisince they do not include tferecastednarket value decrease of the
instruments. Compared to bonds, equity haircut is lower in thechasahich reflects the

fact that the Slovenian stock market index is flat in the basé".

Exhibit 37: Average expected losses 2030151 Treasury Assets (% of stressed volume
across eight participating institutions)

Non-domestic

Domestic business business
Base Stress Base Stress
HtM non-sovereign bonds 1.9% 5.0% 1.0% 2.6%
MtM sovereign bonds 6.1% 9.9% 6.0% 9.9%
MtM Non-sovereign bonds 9.4% 15.2% 9.6% 15.9%
Equity 1.5% 25.1% 2.9% 24.6%

6.1.3. Loss absorption capacity

The solvency position of each bank was forecasted based on the amount of expsesed los
on loans and Treasury Assets the bank can withstand under different scenarios, while still
complying with capital requirements at the end of the stress test period. In order to estimate
the resilience of the individual bankbe expected losseserecompared with the future loss
absorption capacity of each institution.

The three main components of banks loss absorption capacity that were considered for the
purpose of this stress testing exercise:

i.  Existing stock of loan loss provisions and impairmé&r@sy2012
ii.  Projected future profit generation capacity

iii.  Capital buffers (EOY2012) in excess of minimum capital adequacy requirements on
projected 2013 2015 RWAs

The EOY2012 data used for i. and iii. was providedh®Bank of Sloveniaand confirmed
by partcipating institutions.

Participating institutions® business plans w
base and stress macroeconomic scenarios and adjusted to take account of expected losses on
the loan book and Treasury Assets.

Furthermore, the priorma effectof taxes, including the prfiorma creation of new deferred
tax assets (DTAs) on the banksd balance shee

~

|
21 The Slovenian equity index has not rallied since the crisis in 2008 and so the starting level already reflects the distress.
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Any planned management actions beyond business as usual (i.e. measures to cover potential
capital shortfall proposed by banksere excluded from the analysis. Only those actions that
had already been executed prior to end of September 2013 were considered. Examples of
management actions that were excluded are planned recapitalisations |essdisp@sals of
subsidiaries and liability management exercises.

Three patrticipating institutions (NLB, NKBM and Abanka) submitted detailed information

on planned asset transfers to the recently established Bank Asset Management Company
(BAMC). Togethey these threanstitutions plan to transfer atotalo#4i BN of gr oss a
as per EOY2012, the majority of these being-performing loans, to the BAMC at

EOY2013. For these three banks, capital shortfalls were also forecasted assuming that the

planred asset transfers to BAMC take place (see se6tiba.J.

Hypo Al pe Adria Bank completed the ttwansfer
theworkout wunit of the Hypo Al pe Adri a Group a
transaction). The capital shortfall for Hypo Alpe Adria Bank was also forecasted taking into
account this sale (see sect®i.4.3.

The three components of provisions, future profit generating capacity and starting capital
position make up banksd | oss absorption capa
celtain sequence captured Byhibit 38. For instance, provisions would be depleted before

losses could start eroding existing capital.

Exhibit 38 Components of a bankds | oss absorpti ol

Loss absorptions capacity

Provisions

Existing stock of loan loss provisions and
impairments EOY 2012

Future profit generation capacity

Domestic Slovenian International
business business

Capital buffer

Available capital

Pecking order of loss absorption

Required capital

6.1.3.1.1. Inforce loan loss provisions and impairments
Slovenian regulation requires banks to keep funds available for future losses as credit quality
deteriorates:

A Specific provisionsrad impairments, which are applied over assets entering into
default

A Additionally, for some banks, specific provisioning and impairments may reflect
extraprovisioning above regulatory requirements in anticipation of future expected
losses even fquerforming assets
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For the purpose of the botteap stress testing exercise, existing loan loss provisions and
impairments against Slovenian exposures were only considered as loss absorbing for losses
on domestic Slovenian exposures. Accordingly loan loegigions and impairments for
exposures in foign legal entities (nowwomestic business) were only recognised as loss
absorbing for losses on foreign exposures. For one bank, this resulted in only part of the
existing foreign loan loss provisions beingddor the absorption of expected losses on the
underlying exposures in the foreign legal entities.

The loan loss provisions and impairments as of EOY2012 described above constitute the first
source of Slovenian banksod | oss absorption ¢

6.1.3.1.2. Projectedfuture profit generation capacity

The second source of loss absorption capacity considered in the stress testing exercise was
the profit before provisions generated over the tyese forecast horizon. In accordance

with the purpose of the stress testexgrcise, the profit generation capacity was

differentiated by geography:

A Domestic Slovenian business

A International business (nafomestic business) residing in foreign subsidiaries, which
was only material for NLB and NKBM

6.1.3.1.2.1. Domestic Slovenian business

Thedomestic business accounted for approxi mat
in-scope loans at EOY2012. Therefore, the focus of the stress testing exercise and also the
forecast of profit generation capacity were on the Slovenian businesseijlthbanks.

The participating institutionsodé forecasted p
components: (i) net interest income (NII), (ii) net fee and commission income, and (iii)
operating expenses. Addi t thermahditgmswérean ks 6 pr o
reviewed?.

A Projectednet nt er est i ncome was mainly driven b

earning assets and interest costing liabilities as well as the forecasted applicable
interest rates and margins.

I Interestincomewasmdiny dr i ven by the bamttsd exi st
profile, and the impact that stressed macroeconomic conditions had on performing
balance$ reducing these significantly. Interest income was only considered on

the nonperforming loan book if it met eiér of the following conditions:

I A nonperforming balance cured (returned to performing status) based on the
conservatively projected cure rates from the loss forecasting work

I A nonperforming balance was forecasted to be fewer than 90 days past due as
perguidance received from tigank of Slovenia

In this regard, the increasing proportion of the performing book migrating into the
non-performing book over the stress testing horizon for most of the banks
contributed significantly to the severe decreasetegr@st income, as most NPL
were naturally nofinterest bearing.

~

|
2 please see secti@nl.3.1.4for a summary ofax treatment.
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Additionally, a small portion of the new lending business was considetagkin
with the macroeconomic and systéenel assumptionshe split between loans
currently priced at fixed vs. floaig rates as well as margthanges were also
taken into account.

I Interest expense across participating institutions differed depending on their

current customer deposit base and their access to wholesale funding markets.

Banks with a large, loyal customéeposit base and a stroimgck record in
gathering deposi t s -tcagauya | bietnyeof,i ti .fer.o mmoar efi-
balances in stressed market conditions. Indeed, deposit outflow from some banks

to others was expected to be further amplifrethe stress case, for whitotal

deposit volumes were forecasted to decrease. Also, banks which were perceived

as being more stable by wholesale funding market participants or as receiving

support from a strong parent may access wholesale funding gechiates.

Anyfundi ng gap resulting from adjustments
liabilities was assumed to be closed in one of two ways: As long as banks retain
Treasury Assets in line with historical levels, banks were assumed to sell Treasury
Assets. If the level of Treasury Assets was below historical benchmarks, funding
gaps were closed with wholesale funds, which were assumed to be made available

in such a situation. The cost of these wholesale funds was determined by bank
specific spreadslps the 1Y Slovenian Sovereign Bond spread given by the
macroeconomic scenarios.

Both scenarios used in this stress test]
that may have differed from those used in business plans and therefore may have
hadanmpact on a particular bankdés P&L dep
sheet

A Fee and commission income was linked to selected balance sheet items and no
productivity increases in generating fee and commission income were allowed
compared to actually résed levels. Decreases in balance sheet size had a negative
impact on this P&L component.

A Costs estimates considered banks6é histori
potential cost reduction arising from restructuring activities.
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Exhibit 390 Mai n components of the parti-tex pating i
profit before provisions and relevant drivers

Performing Credit volumes ]°[ Credit pricing ]
Interest revenue
Net Non-performing credit volumes ]°[ NPL profitability ]
Interest R fundi 0 Senosis cost |
f etail funding eposits costs
Income Interest expense
Wholesale funding ]°[ Wholesale debt costs ]

Net fees —_ Business volumes ]°[ Unitary fees per driver ]

A Net fin. Transactions
Other A Net other income Modelling of other PBP components follows a more simplified
income A Dividends framework (vs. NIl and fee income modelling) to account for its
more idiosyncratic nature

A Personnel expenses Projections will particularly take into account i) the challenge to
Cost A General Expenses banksdé Business Plans; ii) Rel
0sts A Amortizations concrete exercise specifications

1. Includes: card fees, account fees, insurance fees and contingent risk fees

The banks 6 a b i-thxptofit before prgvisione waa assesspdrbased on the
business plans submitteg the participating institutions, which were normalised in four
ways regarding banksé assumptions on vol umes

i.  Outlier banks were identified as being more than one standard deviation from the
mean of the projected systdavel volume and/or margin/interest rate evolution at
segment level and adjusted subject also to iv (below)

ii.  Volume adjustments were made, in particulanporate lending deleverage was
adjusted at systetevel to align with the gross credit volume evolution éasted by
the Bank of Slovenia

iii. Interest rate and margin adjustments were macdajgn tothe Bank of Slovenia s
systemlevel interest rate and margin forecasts

iv. A qualitative review took place to

- Incorporate elements not directly captured throlgtd d&a, such as the combination
of historical performance, future perspectivasategy as well as competitive and
market positiorfor each bank

- Adjust inconsistencies r edatedpmiiameterstegnk s o p
simultaneous increase deposit volumes and decrease in interest rates paid on
deposits)

I n determining the magnitude of adjustments
taken into account:

A Adjusted outliers halfvay to the system average, or in cases where the caus of t
misalignment was erroneous sskgment volume allocation, half of the growth /
deleveraging for the segment was allocated to the underlyingegirhents
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A The need for expected credit / deposit volume growth / deleverage defitiesl by
Bank of Sloveniéa system level scenarios to be achieved

A The need for change in credit and deposit pricing defingtiéoBank of Slovenia s
system level scenarios to be achieved for the participating institutions

A The need of volume growth / deleverage and interest rategyimthanges to be
jointly consistent with observed and expected economic intuition

A Restricted LTRQ3funding past early 2014, and MR®funding was capped at 3%
of total assets

A Capped fee and commission income by aatggt (i) the absolute levels of 2002
(i) the observed productivity in relation to the underlying drivers

A Restricted projected other income categories to be not larger than the average of the 3

years preceding the forecast horizon aféenoving past oneff extraordinary items

6.1.3.1.2.2. Internatio nal business (nordomestic business)

The participating i nst i tdoumnestiobonsinéss)iaccdurdedfomat i on a

11% of total inscope loans at EOY2012. Only two participating institutions have material
international business (natomesticdbusiness). Thus, a simplified approach was employed to

estimate the profit gener at i a@omedtiabasmess).ank s o

This simplified approach was based on business plans provided by entities. Adjustments to
the business plangere based on, for instance-gwth conditions of specific segments.

6.1.3.1.3. Capital buffer

The capital buffer was the full Core Tier 1 capital available as of EOY2012. Any amount of
this Core Tier 1 capital in excess of the minimum capital requirements set by the StasrCo
considered fully loss absorbing for the thgemr forecast horizon. Etrequirements were set
at 9% and 6% of Risk Weighted Assets (RWA) in the base and stress case, respectively.

The specific losabsorption contribution of the capital buffer was determined by comparing
the capital buffer with the capital requirement agsirom projected RWA in 2015. RWA in
2015 were forecasted based on (i) avessggnentevel RWA weights at EOY2012 and (ii)
forecasted 2015 credit balances as well as Treasury Asset and other Credit Risk weighted
balance sheet items. Credit deleveraggl@asned by participating institutions and adjusted
due to the business plan normalisation (see se6tioB.1.2 had the effect of reducing a

bark 6s t ot al RWA and subsequentl vy, capital

r

f orecast hori zon were |l inked to the banksb©d

Approach as applicable regulation in Slovenia.
6.1.3.1.4. Tax impact and CRR phasm requirements for DTAs

Tax effects and the potential generation of deferred tax assets (DTAS) were taken into

account. DTAs could be used -formaincendt@c e any

expense and thereby reduce total capital shortfall.

~

|
ZLTRO = Longterm refinancing operation

24MRO = Main refinancing operation
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In addition, CRR phsein deduction requirements of DTAs from Core Tier 1 capital by 2015
were taken into consideration for all participating institutions. Hence, 40% of DTAs due to
losses were deducted from capital, and 10% of DTASs related to temporary differences in
excesof 10% of capital.

In the results section, the impact on the loss absorption capacity and capital shortfall of the
accumulation of new prtorma DTAs over the forecast horizon is presented separately as no
judgement could be made if these will be recoblerand therefore contributing to CT1

capital via recognised capitalisation beyond the forecast horizon.

6.1.3.2. Result overview

Tot al |l oss absorption capacity for the eight
base case and 5, &aBe6respectively. Please rote that the higkes asnount

of loss absorption capacity for the stress case is mainly driven by lowestEsst minimum

capital requirements in the stress case. In the stress case minimum capital requirements of 6%
are requiredis. 9% in the base case, yielding an extra 3%pt of loss absorption capacity in the
stress case. Of the three components of loss absorption capacity, the existing loan loss

provisions and impairments EOY2012 constituted the most significant part, foltonee

cumulative profit before provisions and the contribution of capital buffer being above

required minima.

The existing loan loss provisions and impairments contributed in aggregate for the
participating institutionstg, 86d abMdrbédl 85
of losses in the base case and 3,863 U MM of

The pretax, profit before provisions generated over the forecast horizon provided additional
aggregate 556 U MM of | osseabhadrpbédon MMpaai
case which was fully used. The slightly higher profit before provisions in the stress case was
caused by the higher interest rate environment as defined in this case, leading to an increase

in banksd net ienpasthreughtlimitatiorcto59% of the mapgin aind

IBOR rate increases in the stress case.

The capital buffer provided | oss absorptio
O MM in the stress case. Th evastldrivenlyarlowerapi t a
minimum Core Tier 1 capital requirement.

n
I

The contribution of each of these components to the total forecasted loss absorption capacity
used by the participating institutions can be seen beldxiibit 40 for the base case and in
Exhibit 41 for the stress case.
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Exhibit 40: Total forecasted loss absorption capacity used by the participating
institutions, basecasée n U MM

4,843
423
Existing credit Forecasted profit Capital buffer Total
loss provisions before provisions forecasted loss
(CLPs) EOQY (PBP) 2013-2015 absorption
2012 capacity 2015

Exhibit 41: Total forecasted loss absorption capacity used by the pactpating
institutions, stresscasé n U MM

5,586
1,114
Existing credit Forecasted profit Capital buffer Total
loss provisions before provisions forecasted loss
(CLPs) EOY (PBP) 2013-2015 absorption
2012 capacity 2015

The original business plans were reviewed in order to anchor them to the cases (as defined by

the SteerCo), to adjust for outliers and to establish volume and interest rate consistency

across the participatirigstitutions. As a result, the forecasted profit before provisions for

20132 015 deviated from t he WihahedesljGstmentsitigei n a | b us
cumulative profit before provisions generated over the forecast horizon was forecasted to be:

A Base case: 556 U MM
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A Stresscas&8 04 U MM

The aggregate forecasted profit before provisions 205 in both cases was low in
comparison to the historicplofitability of the participating institutions. This was caused
primarily by four drivers:

A Lowerinterest income from the loan book due to deleveraging planned by the banks

A Lower interest income from the loan book because of higher shares-pérforming
loans after incorporating the imgs of the Asset Quality Review and the loss
forecasting work

A Limitation of interest income of the ngrerforming loan book since the rules of the
exercise limited the interest income earned on NPLs (see s6cti@nl.2

A Exercisedefined limit on available customer deposit funding and subsequently sale of
Treasury assets and / or issuance of wholesale debt to close the resulting funding gap

Exhibit 42: Base and stress case profit befe provisions forecast 20122015,i n U MM

555
604
|
556
|
278
207 245 293
84 104
2012 2013 2014 2015 2013 2014 2015
Base Stress

Banksdé6 cumul ative profit before provisions w
net positive effect was the sum of several adjustments in the stress case:

A The higher interest rate and margimvironment in the stress case had a positive
effect on banksd®é net i nt er e dghroughhnitatiome 1 n t
to 50% of the margin and variable interest rate increase in the stress case. The
improvement in net interest income cafre@m the majority of assets being floating
rate whereas most liabilities wereslker repricing fixed rate

A Higher expected | osses and therefore PDs
interest income in thstress case as they increased the share gberéorming loans

A Higher loan book d¢everaging in the stress case had a negative impact on gross
interest itome

A Lower volumes and higher cost of customer deposits resulted in on average higher
interest expenses
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6.1.4. Forecasted capital shortfalfor participating institutions

The combined capital shortfall of the eight participating institutions was calculated as the
difference between total expected losses and the actually used loss absorption capacity. Only
two of the participating institutionsad marginally lower total expected losses than the total
available loss absorption capacity.

Out of the eight participating institutions, seven had a capital shortfall in both cases. One
bank, Unicredit, had a capitshortfall in the base case and animal surplus in the stress
case only after the consideration of new-fmona DTAs accumulated over the stress test
horizon. The total capital shortfall presented below was the total of all participating
institutions wih capital shortfalls. The minimaligplus of Unicredit under the stress case
considering the accumulation of new gosma DTAs was not included in the total capital
shortfall including new DTA effects.

Capital shortfalls were forecasted both without considering as well as consideritatinecp
transfer of loans to the Bank Asset Management Company. Results presented irDsection
assume that no transfer of assets to the BAMC toadepl

Results in sectiof.1.4.2show forecasted capital shortfalls if the asset transfer to BAMC
takes place at EOY2013. This only had an impact on the three banks (NLB, NKBM and
Abanka), which plan to transfer ats& the BAMC.

In addition, the capital shortfall for Hypo Alpe Adria Bank was also forecasted taking into
account the transfer of loans to the wortlkt unit of Hypo Alpe Adria Group. This transfer
took place over October/November 2013. Results in se6tibA.3show the forecasted

capital shortfall following this transaction. No other management actions were considered.

6.1.4.1. Results without asset transfers to the Bank Asset Management Company

The total brecasted capital shortfall for all 8 banks participating in the stress testing exercise
was 4.0 0 BN in the bagd bothgnodtothepotehtiali BN i n
consideration of new prforma DTAs generated over the stress test horizon.
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Exhibit 43: Projected aggregate capital shortfall for the eight participating institutions

in the base case in 0 MM
Forecasted Forecasted
capital capital
shortfall/ shortfall/
Total Forecasted surplus surplus
forecasted In-place profit before from ST from ST
expected loanloss  provision (excl. new (incl. new
losses provisions (PBP) Capital DTA New DTA DTA

2013-2015 EOY 2012 2013-2015 buffer effects) effects effects)

4,046 3,589

o 556 ? !

Nota Bene: Different ST
capital requirements and
3,864 | thus capital buffer base
for base (9%) and stress
(6%) case set

Total Loss Absorption Capacity 2015

The forecasted capital shortfall (excludingnewpror ma DTA ef fects) of 4
base case was the diffare e bet ween 8. 9 04 BN of expected |
absorption capacity. The most I mportant comp
of existing loan loss provisions. Cumulative profits before provisions oveii 2018 was

0. 6 U0 B bbpitlbufertrdtave to the 9% required on RWAs under the base case,

was 0.4 U BN.
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Exhibit 44: Projected aggregate capital shortfall for the eight participating institutions

in the stress case in U MM

Forecasted Forecasted

capital capital

shortfall/ shortfall/

Total Forecasted surplus surplus
forecasted In-place profit before from ST from ST
expected loanloss  provision (excl. new (incl. new

losses provisions (PBP) Capital DTA New DTA DTA

2013-2015 EOY 2012 2013-2015 buffer effects) effects effects)

Nota Bene: Different ST
capital requirements and
thus capital buffer base
for base (9%) and stress
(6%) case set

4778 4177

Total Loss Absorption Capacity 2015

The total forecasted pdal shortfall (excluding new prfiorma DTA effects) in the stress

case was 4.8 0 BN, composed of 10.4 404 BN exp
absorption capacity. Also in the stress case
significant resurce for absorbing losses. Cumulative profits before provisions over 2013

2015 was 0.6 0 BN and the capital buffer, re
stress case, was 1.1 0 BN.

The cumulative profit before provisions was slightly higher instiness than in thbase case.
The reason is outlined in sectiérl.3.2

An additional 10 0 MM (5 U MM) notfusedto @vet abl e
expected losses under the base (stress) case. This was due to two effects: First, for one bank
loan loss provisions in the foreign business (domestic business) exceeded expected

losses in the foreign business. The resulting surplpsovisions was however not assumed

to be eligible to cover domestic losses. Secondly, for the one bank with a capital surplus
(including new preforma DTA effects) under the stress case, not the entire available capital
buffer resulting from new priormaDTA generated over the stress test horizon was depleted

to cover expected losses.

After considering tax impacts, (allowing for the generation of newfgmmma DTAs over the
stress test horizon) as well as Basel Ill phasequirements regarding the detion of
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DTAs from capital, the total capital shortfa
case and 4.2 404 BN under the stress case for
6.1.4.2. Results assuming asset transfers to Bank Asset Manager@entpany take

place

NL B, NKBM and Abanka submitted detailed info
BN (as of EOY2012) of gross loans to the BAMC.

Together, these transactions would reduce the total gross loan book in scope of the stress test
of the eight participating institutions by 17%. Given the impact of the asset transfers on the
aggregate loan book, capital shortfalls were also forecasted under the assumption that the
planned transactions are executed based on the gross loan as of EOY2012.

The transfer of assets to the BAMC had five effects on capital shortfalls:

i.  Expected losses from the transferred assets over2WlBwere removed from total
expected losses

ii.  Existing attributable loan loss provisions on assets transferred to the BAMC wer
transferred with the assets, thereby reducing the available loss absorption capacity
remaining in the three banks

iii.  Aloss triggered by the transfer of the BAMC assets was included as an immediate
P&L impact at the time of transfer. This arose from thedsier value being set
significantly lower than the EOY2012 net carrying value of the assets transferred
reflecting the insufficient provisioning of losses on these assets as of EOY2012

iv.  For 2014 and 2015, the interest income on the assets transferre®fdMiewas
removed from the P&L. Instead, the equivalent of the transfer value of the assets
was replaced with a Slovenian sovereign bond yielding 4.5%. This had an
i mmateri al i mpact on the banksd profit b
reductionot he banksdé i nterest earning assets

v. The replacement of the assets transferred to the BAMC with a Slovenian sovereign
bond reduced RWAs due to the zero risk weighting of the bond. This significantly
reduced the prorma capitarequirement and thereby increased the free capital
buffer for loss absorption.

The detailed terms and conditions of the asset transfer to the BAMC were not yet finalised at
the time of writing this results and methodology document. The parameters tiseddasults
presented below therefore represented the best available information at the time of finalising
the bottomup stress testing exercise. In particular, the following key assumptions were used
to estimate the impact of the BAMC transfer on caitalrtfalls:

A Assets would be transferred at EOY2013

A The perimeter of transferred assets would be the one indicated by the three banks as of
mid-November 2013 and based on EOY2012 ddiath regarding gross loan
amounts and existing loan loss provisions amgairments
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A The transfer price of the | oans would be
projected by the European Commi ssionbs DC

The impact of the BAMC transfer on capital shortfalls at the three banks was case dependent.
In thebase case, aggregate capital shortfalls of the three ben&seduced by

approximately(O . 1 G Bdfter @mking iBtémaccount the asset transfer to the BAMC. In

the stress case, aggregate capital shortfalls of the three banks decreased hyatepyoxi

(0. 3 U BiNboth excludifig new prforma DTA effects. The case dependency was
caused by different amounts of expected losses being removed from the banks in the two
cases and the resultinff'®rder effects on the loss absorption capacity.

Potential capital needs arising at the BAMC from the excess of expected losses over the
discount implied by the transfer price were not considered separately.

6.1.4.3. Results including asset transfer to Hypo Alpe Adria Group

Hypo Alpe Adria Bank submitted detasle i nf or mati on on an execut e
gross loans to the woidut unit of Hypo Alpe Adria Group, thesoa |l | ed ABr ush 111
transaction. This was executed as of 31 October 2013 and concluded during November 2013.

This transaction reduced theah book of Hypo Alpe Adria Bank by approximately 20% as
per EOY2012. Against this backdrop, the forecasted capital shortfall for Hypo Alpe Adria
Bank was also assessed taking into account the impact of this transaction.

The impact of the Brush lli trarsfr on t he bankdés capital short:
the difference in expected losses and profit before provisions, which also arise when

executing the Brush Il transfer. In the base case, the forecasted capital shortfall of Hypo

Alpe Adria (excluing the consideration of new pforma DTASs) decreased from

approxi mately 190 0 MM to approxi mately 11
lll asset transfer at the agreed transfer value. In the stress case, the forecasted capital shortfall
ofthebank decreased by approximately 50% to ap
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6.1.5. Results by participating institutions

The following pages include a detailed overview of capital shortfalls and other key metrics
for the banks within the scope of the bottamstress test.

6.1.5.1. NLB

6.1.5.1.1. Profile NLB

Key data NLB EOY 2012 NLB loan book EQY 2012
Total assets 4%
(in G MM) 14,335

= SME
Market share

0,
(in % of Slovenian assets) 26%

Large Corporates
40%

Net loan book ®m REDs
0
(in G MM) 10,017 11%
Retail Mortgages

Tier 1 capital 2%

(in G MM) 1o1 Retail Other

i i = Other

Qore tier 1 ratio 8.8%

(in % of RWA) 28%
Sources: NLB Annual Report EOY 2012 Source: Segmentation provided by NLB

Note: Segmentation pre-AQR adjustment

NLB, with a market share of 26%, is the largest bank operating on the Slovenian market in

terms of total assetSNLB Group is formed by NLB and subsidiaries including leasing

companies, factoring and forfaitimgpmpanies, insurance companies, and an asset

management company. The bank was incorporated in 1994 as a joint stock company. The
Republic of Slovenia, with a stake 0% 76.919%

NLB Group operates in over 13 auues and is headquartered in Ljubljana, Slovenia. The

Group covers six business segments: corporate banking, retail banking, financial markets,
strategic foreign markets, natrategic markets and activities, and other activities, with a

customer focusrmsmall businesses and large corporates. Loans to small businesses and large
corporates respectively account for around 4
YE2012%'

The deepening crisis in the real sector was reflected in a continuing deterioraiien in

guality of NLBO&s cr edi-perfopning lbahsthasiinoreased tespiteb a | a n
an overall decline in the credit portfolio. The balance of NPLs stood at EUR 3.7 billion at

YE2012, an increase of EUR 0.7 billion to year end of the preyieas while the share of

NPLs was up 6.9 percentage points to stand atZ&%spite the rise in neperforming

loans, NLB managed to raise its core tier 1 ratio between 2010 and®2012.

~

|

% Calculation based on Annual Reports.

2 As of March 2013NLB Annual Report 2012
27 Segmentation provided by NLB.

2 NLB Group AnnuaReport EOY012.

2NLB Group Annual Report EO3012.
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6.1.5.1.2. Results NLB

Stress Test profile 2012 a MM % of total 2012 assets
Existing loan loss provisions and impairments (EOY 2012) 2 206 15%
Profit before provisions (EOY 2012) 318 204
Risk Weighted Assets (EQY 2012) 11 055 77%
a MM EOY 2012 CT1 ratio
Core Tier 1 Capital (EQY 2012) 969 9%
| Base Case Adverse Case
% of % of
Expectedlosses 20138 2015 a M1 aszsoeg in ua MM as,zs?eltz in
scope scope
Current credit book (EOY 2012) 4 059 36% 4 552 40%
SME 2145 50% 2343 55%
Large Corporates 1236 36% 1400 40%
Real Estate Developers 364 62% 405 69%
Retail Mortgages 70 5% 113 9%
Retail Others 245 15% 290 18%
New credit book 2018 2015 76 n.a 83 n.a
Treasury assets 89 6% 173 12%
Total losses 20138 2015 4 225 n.a 4 808 n.a
Base Case Adverse Case
Expected available loss absorption capacity a MM a MM
Existing loan loss provisions and impairments (EOY 201: 2 206 2 206
Profit before provisions 201132015 226 249
Capital buffef’ (EOY 2015) 150 449
Total loss absorption capacity (EOY 2015} 2582 2 904
Base Case Adverse Case
% of % of
Expected capital need surplus (EQY 2015) u M tzogzi\; a MM tzcgilz
assets assets
Capital shortfall incl. generation of new pimrma DTAs 1464 10% 1668 12%
Capital shortfall excl. generation of new gayma DTAs 1643 11% 1904 13%

~

30EQY 2012 CT1 Capital in excess of EQY 2015 capital requirement based on estimated EQY 2015 RWAs

31 Excluding preforma DTAs




6.1.5.2. NKBM
6.1.5.2.1. Profile NKBM

Key data NKBM EOY 2012 NKBM loan book EOY 2012

Total assets 1%
(in 0 MM) 5,322

Market share

14%
289% ®SME
0,
(in % of Slovenian assets) 10% Large Corporates
11%
Net loan book m REDs
(in G MM) 3,560
' Retail Mortgages

Tier 1 capital 10%

(in G MM) N/A Retail Other
Core tier 1 ratio 7 6% = Other

(in % of RWA) ’ 37%
Sources: NKBM Annual Report EOY 2012 Source: Segmentation provided by NKBM

N/A= Data not availabl e iBOYt he b ank 6BoteASegmertdtion Rre-pQRradjustment
2012

NKBM, with a market share of 10%, is the second largest bank operating in Slovenia in terms
of total asset& The bank is established as a jestock company of which the Republic of
Slovenia currently holds a stake of 91.22%IKBM is the parent company of the NKBM

Group, which comprises 13 other entities.

NKBM mainly operates in Slovenia with further business activities in Austria, Croatia and
Serbia. The bank is headquartered in Maribor, Slovenia.

The Group covers five segmts: bankingfund management, leasing, real estate activity and
other, with a customer focus targe corporates and small busineskeans to large
corporates and small businesses respectively account for around 37% and 28% of NKBM
Groupds |YEaMi2*book at

The current economic and financi al crisis si

NPL ratio as a percentage of the total gross loan portfolio increased from 15% in 2011 to
22%3!n 2012. Loans to construction companies have shownghestishare of NPLs of
57%%

In the last two years NKBM went through capital raising, balance sheet contraction,

divestment of assets, partial buyback of hybrid instruments (2012) and conversion of
Contingent Convertible Bonds (2013). However,thesemmeass t o I mpr ove t he
capital position were offset by deteriorating asset quality and relatively high impairment

costs®® Accordingly, the Core Tier 1 ratio decreased to 7.6% in 2012 from 8.1% in*2011.

~

|

32 Calculation based on Annual Reports.

33 As of 30 September 2013. NKBM website.
34 Segmentation provided by NKBM.

35 NKBM Annual Report EOY012.

% Alta Invest, analyst report, 30 August 2013.
3" NKBM Annual Report YE2012.
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6.1.5.2.2. Results NKBM

Stress Test profile 2012 ua MM % of total 2012 assets
Existing loan loss provisions and impairments (EOY 2012) 675 13%
Profit before provisions (EOY 2012) 70 1%
Risk Weighted Assets (EQY 2012) 4 324 81%
a MM EOY 2012 CT1 ratio
Core Tier 1 Capital (EQY 2012) 327 8%
| Base Case AdverseCase
% of % of
Expected losses 201132015 a M1 aszsoeg in ua MM as,zs?eltz in
scope scope
Current credit book (EOY 2012) 1570 39% 1793 44%
SME 563 56% 615 61%
Large Corporates 628 45% 731 52%
Real Estate Developers 268 64% 294 70%
RetailMortgages 21 5% 37 8%
Retail Others 91 12% 116 15%
New credit book 2018 2015 51 n.a 54 n.a
Treasury assets 45 7% 100 15%
Total losses 20138 2015 1 665 n.a 1947 n.a
Base Case Adverse Case
Expected available loss absorption capacity a MM a MM
Existing loan loss provisions and impairments (EQY 201: 675 (666) 675 (671)
Profit before provisions 201132015 93 (93) 92 (92)
Capital buffef® (EQY 2015) 19 (19) 129 (129)
Total loss absorption capacity (EOY 2015¥° 787 (778) 896 (892)
Base Case Adverse Case
% of % of
Expected capital need / surplus (EOY 2015) u M tzogzi\; a MM tzcgilz
assets assets
Capital shortfall incl. generation of new pimrma DTAs 795 15% 936 18%
Capital shortfall excl. generation of new gayma DTAs 887 17% 1055 20%

~

S8 EQY 2012 CT1 Capital in excess of EOY 2015 capital requirement based on estimated EOY 2015 RWAs

%% Excluding preforma DTAs




6.1.5.3. Abanka
6.1.5.3.1. Profile Abanka

Key data Abanka EOY 2012 Abanka loan book EOY 2012

Total assets

3%
(in G MM) 3,614 11%

25%  wsME

Market share 8%
(in % of Slovenian assets) 9% Large Corporates

Net loan book

et 2,598 ~
(in G MM) 7% 7

u REDs

Retail Mortgages

Tier 1 capital 182

(in G MM) Retail Other
Core tier 1 ratio N/A = Other

(in % of RWA) 46%
Sources: Abanka Annual Report EOY 2012 Source: Segmentation provided by Abanka

N/A= Data not available iBOYt he bank 0BoteASegmertdtion Bre-pQRradjustment
2012

Abanka, with a market share of 8%, is the third largest bank operating in SI®isa.

listed as a joint stock company since 2008 and is headquartered in Ljubljana, Slovenia. The
bank operates through a network of 41 branches across Slovenia and is present in Serbia,
Croatia and Bosnia, primarily through factoring and leasing.

The bank covers three business segments: Retail banking, corporate banking, and financial
markets. The customer focus is the large corporates segment. The total volume of large
corporate |l oans accounts for almos 50% of A

Abark a 6 s s h -@erfermingfloans bas increased from 15% in 2011 to 25% ¥012.

Losses have |l ed to a deterioration of Abanka
Abankads Tier 1 capital rat i ‘dlndceotdancettocthe6 . 2 % i
sharehol dersdo meeting in April 2013, Abanka i

through a new share issue by the end of the year 2013 in order to improve its capftal base.

~

|

40 Calculation based on Annual Reports.
41 Segmentation providemly Abanka

42 Abanka Annual Report ECR012.

43 AbankaAnnual Report EO2012.

44 Abanka Annual Report ECR0O12.
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6.1.5.3.2. Results Abanka

Stress Test profile 2012 u MM % of total 2012 assets
Existing loan loss provisions and impairments (EOY 2012) 410 11%
Profit before provisions (EQY 2012) 44 1%
Risk Weighted Assets (EQY 2012) 2 920 81%
a MM EOY 2012 CT1 ratio
Core Tier 1 Capital (EOY 2012) 154 5%
| Base Case Adverse Case
% of % of
Expectedlosses 20138 2015 a M1 aszsoeg in ua MM as,zs?eltz in
scope scope
Current credit book (EOY 2012) 985 34% 1140 39%
SME 243 40% 279 46%
Large Corporates 596 39% 684 44%
Real Estate Developers 106 51% 115 56%
Retail Mortgages 13 5% 28 11%
Retail Others 27 9% 34 11%
New credit book 2018 2015 17 n.a 17 n.a
Treasury assets 43 8% 77 15%
Total losses 20138 2015 1045 n.a 1234 n.a
Base Case Adverse Case
Expected available loss absorption capacity a MM a MM
Existing loan los@rovisions and impairments (EOY 2012) 410 410
Profit before provisions 201132015 55 55
Capital buffef® (EQY 2015) -66 13
Total loss absorption capacity (EOY 2015% 399 478
Base Case Adverse Case
% of % of
Expected capital need / surplus (EOY 2015) u M tzogzi\; a MM tzcgilz
assets assets
Capital shortfall incl. generation of new pimrma DTAs 585 16% 675 19%
Capital shortfall excl. generation of new gayma DTAs 646 18% 756 21%

~

4SEQY 2012 CT1 Capital in excess of EQY 2015 capital requirement based on estimated EQY 2015 RWAs

46 Excluding preforma DTAs




6.1.5.4. UniCredit Banka
6.1.5.4.1. Profile Unicredit Banka

Key data UniCredit Banka EOY 2012

Total assets

(in G MM) 2,815
Market share 6%
(in % of Slovenian assets)

Net loan book

(in 0 MM) 2,365
Tier 1 capital

(in G MM) NIA
Core tier 1 ratio N/A

(in % of RWA)

Sources: UniCredit Annual Report EOY 2012
N/A= Data not available iBOYt he
2012

UniCredit Banka loan book EQY 2012

6%

14%

= SME
Large Corporates
m REDs
41% » Retalil Mortgages

Retail Other

= Other
4%

Source: Segmentation provided by UniCredit Banka

b a n k 6 BloteASegmertdtion Bre-pQRradjustment

UniCreditBanka is part of the UniCredit Group, which is a leading European commercial
bank with operations in 20 countries. UniCredit Banka has 29 branches in Slovenia and is
headquartered in Ljubljana. In terms of total Slovenian assets the bank holds a 6% market

share*’

The bank covers two main business segments: retail & small business banking and corporate

& i nvest ment

loan volume at YE201%

banki

ng. The bankos client focu
Retail mortgages and loans to large corporates together acoountf6 8 % of t he bank

Between 2011 and 2012, UniCredit Banka managed to increase its capital position from a
Tier 1 capital ratio of 10.2% in 2011 to 12.2% in 261.2.

~

|

47 Calculation based on Annual Reports.

48 Segmentation provideby UniCredit Banka.
4% UniCredit Annual Report EOY2012.
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6.1.5.4.2. Results Unicredit Banka

Stress Test profile 2012 u MM % of total 2012 assets
Existing loan loss provisions and impairments (EOY 2012) 126 4%
Profit before provisions (EOY 2012) 40 1%
Risk Weighted Assets (EQY 2012) 1933 69%
a MM EOY 2012 CT1 ratio
Core Tier 1 Capital (EQY 2012) 236 12%
| Base Case Adverse Case
% of % of
Expected losses 201132015 a M1 aszsoeg in ua MM as,zs?eltz in
scope scope
Current credit book (EOY 2012) 305 15% 369 18%
SME 92 55% 101 61%
Large Corporates 120 12% 145 15%
Real Estate Developers 39 49% 47 59%
RetailMortgages 25 4% 43 7%
Retail Others 30 17% 33 18%
New credit book 2018 2015 7 n.a 7 n.a
Treasury assets 1 0.2% 10 3%
Total losses 20138 2015 313 n.a 386 n.a
Base Case Adverse Case
Expected available loss absorption capacity a MM a MM
Existing loan loss provisions and impairments (EOY 201: 126 126
Profit before provisions 201132015 88 111
Capital buffer® (EOY 2015) 75 135
Total loss absorption capacity (EOY 2015} 290 372
Base Case Adverse Case
% of % of
Expected capital need / surplugeQY 2015) u M tzogzi\; a MM tzcgilz
assets assets
Capital shortfall incl. generation of new pimrma DTAs 13 0.4% -2 -0.1%
Capital shortfall excl. generation of new gayma DTAs 23 1% 14 0.4%

~

S0EQY 2012 CT1 Capital in excess of EQY 2015 capital requirement based on estimated EQY 2015 RWAs

51 Excluding preforma DTAs




6.1.5.5. Banka Celje

6.1.5.5.1. Profile Banka Celje

Key data Banka Celje EOY 2012

Banka Celje loan book EOY 2012

Total assets

3%

38%

= SME

u REDs

Retail Other

= Other

Source: Segmentation provided by Banka Celje

(in G MM) 2,271 9%
Market share o

(in % of Slovenian assets) 5% 10%
Net loan book

(in U MM) 1,589

10%

Tier 1 capital

(in U MM) 166

Core tier 1 ratio

(in % of RWA) NIA
Sources: Banka Celje Annual Report EQY 2012
N/A= Data not available iBOYt he

2012

b a n k 6 BloteASegmertdtion Bre-pQRradjustment

Large Corporates

Retail Mortgages

Banka Celje is a Slovenian universal bank performing banking operations for corporate

clients, sol e

traders and

in which NLB holds a 40.99% shat?.

I ndi

Vi

dual
Slovenian banking assets amounts to®3%he bank is established as a jestock company,

c

|l i ent s

The bank is based in Celje and has 32 domestic branches. Its customer focus is with large

corporates and small businesses. Loans to these clients respectively acoourd 88%

and 30% of Ban

~

|

52 Calculation based on Annual Reports.
3 Banka CeljeAnnual ReportSeptembe201
54 Segmentation provided by Banka Celje.
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6.1.5.5.2. Results Banka Celje

Stress Test profile 2012 u MM % of total 2012 assets
Existing loan loss provisions and impairments (EOY 2012) 176 8%
Profit before provisions (EOY 2012) 36 204
Risk WeightedAssets (EQY 2012) 1773 78%
a MM EOY 2012 CT1 ratio
Core Tier 1 Capital (EQY 2012) 150 8%
| Base Case Adverse Case
% of % of
Expected losses 201132015 a M1 aszsoeg in ua MM as,zs?eltz in
scope scope
Current credit book (EOY 2012) 537 31% 636 37%
SME 236 44% 267 50%
Large Corporates 199 28% 242 35%
Real Estate Developers 75 A47% 87 55%
Retail Mortgages 11 7% 21 12%
Retail Others 16 9% 19 11%
New credit book 2018 2015 12 n.a 14 n.a
Treasury assets 17 7% 33 14%
Total losses 20138 2015 567 n.a 683 n.a
Base Case Adverse Case
Expected available loss absorption capacity a MM a MM
Existing loan loss provisions and impairments (EOY 201: 176 176
Profit before provisions 201132015 28 40
Capital buffer® (EQY 2015) 36 79
Total lossabsorption capacity (EOY 2015§° 240 295
Base Case Adverse Case
% of % of
Expected capital need / surplus (EOY 2015) u M tzogzi\; a MM tzcgilz
assets assets
Capital shortfall incl. generation of new pimrma DTAs 289 13% 339 15%
Capitalshortfall excl. generation of new pforma DTAs 327 14% 388 17%

~

SSEQY 2012 CT1 Capital in excess of EOY 2015 capital requirement based on estimated EQY 2015 RWAs

%6 Excluding preforma DTAs
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6.1.5.6. Hypo Alpe Adria Bank

6.1.5.6.1. Profile Hypo Alpe Adria Bank

Key data Hypo Alpe Adria Bank EQY 2012 Hypo Alpe Adria Bank loan book EOY 2012
Total assets 7%
(in G MM) 1,901

13% = SME
Market share

0
(in % of Slovenian assets) 4%

Large Corporates

Net loan book

u REDs
(in 4 MM) 1,685
Retail Mortgages

Tier 1 capital 148 21%

(in 4 MM) Retail Other
Core tier 1 ratio N/A = Other

(in % of RWA) 16%
Sources: Hypo Alpe Adria Bank Annual Report EOY 2012 Source: Segmentation provided Hypo Alpe Adria Bank

N/A= Data not availabl e iHEOYt he bank 0 boteASegmestdtionRre-AQRradjustment
2012

Hypo Alpe Adria Bank operates as a subsidiary of Hypo Alpe Adria Bateknational AG,
which is headquartered in Klagenfurt, Austria. The bank offers commercial and personal
banking services in Slovenia. In terms of Slovenian banking assets, Hypo Alpe Adria Bank
holds a 4% market shatéThe bank was founded in 1999 andésed in Ljubljana.

Hypo Al pe Adria Bankés | oan portfolio at
segment$®During the period from 2011 to 2012, Hy
decreased from EUR 158 MM in 2011 to EUR 148 MM in 2812.

~

|

57 Calculation based on Annual Reports.

%8 Segmentation provided Byypo Alpe Adria Bank
% Hypo Alpe Adria Bank Annual Report EOY2012.
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6.1.5.6.2. Results Hypo Alpe Adria Bank
Stress Test profile 2012 a MM % of total 2012 assets
Existing loan loss provisions and impairments (EOY 2012) 67 4%
Profit before provisions (EOY 2012) 14 1%
Risk Weighted Assets (EOY 2012) 1547 81%
a MM EOY 2012 CTlratio
Core Tier 1 Capital (EOY 2012) 148 10%
| Base Case Adverse Case
% of % of
Expected losses 201132015 a M1 aszsoeg in ua MM as,zs?eltz in
scope scope
Current credit book (EOY 2012) 309 20% 374 24%
SME 134 33% 157 38%
Large Corporates 46 15% 62 20%
Real Estate Developers 121 44% 144 53%
Retail Mortgages 4 1% 6 2%
Retail Others 4 2% 5 2%
New credit book 2018 2015 8 n.a 9 n.a
Treasury assets 3 5% 9 17%
Total losses 20138 2015 319 n.a 393 n.a
Base Case Adverse Case
Expected available loss absorption capacity a MM a MM
Existing loan loss provisions and impairments (EOY 201: 67 67
Profit before provisions 201132015 23 25
Capital buffef’ (EOY 2015) 40 80
Total loss absorption capacity (EOY 2015} 130 172
Base Case Adverse Case
% of % of
Expected capital need / surplus (EOY 2015) u M tzogzi\; a MM tzcgilz
assets assets
Capital shortfall incl. generation of new pimrma DTAs 164 9% 189 10%
Capital shortfall excl. generation of new gayma DTAs 189 10% 221 12%

~

80EQY 2012 CT1 Capital in excess of EOY 2015 capital requirement based on estimated EOY 2015 RWAs

61 Excluding preforma DTAs




6.1.5.7. Gorenjska Banka

6.1.5.7.1.

Key data Gorenjska Banka EOY 2012

Profile Gorenjska Banka

Total assets

(in 0 MM) 1,790
Market share_ 4%
(in % of Slovenian assets)
Net loan book
(in U MM) 1,187
Tier 1 capital
(in 4 MM) 221
Core tier 1 ratio
. N/A
(in % of RWA)
Sources: Gorenjska Banka Annual Report EOY 2012
N/A= Data not available iEOYthe

2012

Gorenjska Banka loan book EOQY 2012

7%

3%

8%
32%

= SME

Large Corporates

u REDs

Retail Mortgages

Retail Other

51%

Source: Segmentation provided by Gorenjska Banka

b a n k 6 BloteASegmeistdtion Rre-AQRradjustment

Gorenjska Banka provides banking services for legal entities, individuals, and sole
proprietors primarily in Gorenjska, Slovenia. Its market share in terms of Slovenian banking
assets amounts #96° It was founded in 1955 and is based in Kranj, Slovenia.

Gorenjskaodos cli

en

t

focus is with

i nst.i

at YE2012 consists of large corporate loans and another 32% of small busine&$ loans.

As a
fall

consequenc
en bet ween

~

|

62 Calculation based on Annual Reports.

8 Segmentation provided by GorergsBanka.
54 Gorenjska Banka Annual Report EOY2012.
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6.1.5.7.2. Results Gorenjska Banka

Stress Test profile 2012 u MM % of total 2012 assets
Existing loan loss provisions and impairments (EOY 2012) 157 9%
Profit before provisions (EOY 2012) 24 1%
Risk Weighted Assets (EQY 2012) 1497 84%
a MM EOY 2012 CT1 ratio
Core Tier 1 Capital (EQY 2012) 266 18%
| Base Case Adverse Case
% of % of
Expectedlosses 20138 2015 a M1 aszsoeg in ua MM as,zs?eltz in
scope scope
Current credit book (EOY 2012) 523 40% 592 45%
SME 253 66% 268 70%
Large Corporates 209 31% 250 37%
Real Estate Developers 58 48% 69 57%
Retail Mortgages 0 0.1% 0 0.3%
Retail Others 4 4% 5 5%
New credit book 2018 2015 16 n.a 18 n.a
Treasury assets 38 7% 79 15%
Total losses 20138 2015 578 n.a 688 n.a
Base Case Adverse Case
Expected available loss absorption capacity a MM a MM
Existing loan loss provisiorend impairments (EOY 2012) 157 157
Profit before provisions 201132015 22 11
Capital buffef® (EOY 2015) 151 193
Total loss absorption capacity (EOY 2015 329 361
Base Case Adverse Case
% of % of
Expected capital need / surplus (EOY 2015) u M tzogzi\; a MM tzcgilz
assets assets
Capital shortfall incl. generation of new pimrma DTAs 207 12% 274 15%
Capital shortfall excl. generation of new gayma DTAs 249 14% 328 18%

~

8 EQY 2012 CT1 Capital in excess of EOY 2015 capital requirement based on estimated EOY 2015 RWAs

% Excluding preforma DTAs




6.1.5.8. Raiffeisen Banka
6.1.5.8.1. Profile Raiffeisen Banka

Key data Raiffeisen Banka EQY 2012 Raiffeisen Banka loan book EOY 2012

Total assets

S 1,420 11%
(in G MM)

= SME
Market share

0,
(in % of Slovenian assets) 3%

Large Corporates

Net loan book

= REDs
(in G MM) 1,035
14% Retail Mortgages
Tier 1 capital
(in G MM) 62 40% . Retail Other
; i = Other
Cpre tier 1 ratio 9.0% 12%
(in % of RWA) 204
Sources: Raiffeisen Banka Annual Report EOY 2012 Source: Segmentation provided by Raiffeisen Banka

Note: Segmentation pre-AQR adjustment

RaiffeisenBanka is a subsidiary of Raiffeisen Bank International AG which operates as a
universal bank through a network of subsidiary banks, leasing companies and numerous
specialised financial services providers in 17 markets, while regarding Central and Eastern
Europe as its home mark&aiffeisen Banka has 15 branches within Slovenia and is
headquartered in Maribor. The bank holds a 3% market share in Slovenia in terms of total
banking asset¥.

The bank covers three business segments: Retail banking, cotpankieg, and investment
banking, with a customer focus on large corporates. Large corporate loans account for 40% of
Raiffeisends |lodh portfolio at YE2012.

Between 2011 and 2012 Raiffeisen Banka kept its core tier 1 capital ratio stable & 9.0%.

~

|

57 Calculation based on Annual Reports.

8 Segmentation provided by RaiffeisBanka.
8 Raiffeisen Banka Annual RepdfOY2012.
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6.1.5.8.2. Reslts Raiffeisen Banka

Stress Test profile 2012 a MM % of total 2012 assets
Existing loan loss provisions and impairments (EOY 2012) 56 4%
Profit before provisions (EOY 2012) 9 1%
Risk Weighted Assets (EQY 2012) 694 49%
a MM EOY 2012 CT1 ratio
CoreTier 1 Capital (EOY 2012) 63 9%
| Base Case Adverse Case
% of % of
Expected losses 201132015 a M1 aszsoeg in ua MM as,zs?eltz in
scope scope
Current credit book (EOY 2012) 160 20% 197 25%
SME 19 24% 23 29%
Large Corporates 90 21% 113 27%
RealEstate Developers 13 65% 15 76%
Retail Mortgages 4 3% 7 6%
Retail Others 34 23% 38 26%
New credit book 2018 2015 4 n.a 6 n.a
Treasury assets 14 9% 22 14%
Total losses 20138 2015 178 n.a 225 n.a
Base Case Adverse Case
Expected available loss absorption capacity a MM a MM
Existing loan loss provisions and impairments (EOY 201: 56 56
Profit before provisions 201132015 22 22
Capital buffef’ (EOY 2015) 18 34
Total loss absorption capacity (EOY 2015§* 95 112
Base Case Adverse Case
% of % of
Expected capital need / surplus (EOY 2015) u M tzogzi\; a MM tzcgilz
assets assets
Capital shortfall incl. generation of new pimrma DTAs 72 5% 97 7%
Capital shortfall excl. generation of new gayma DTAs 83 6% 113 8%

~

PEQY 2012 CT1 Capital in excess of EQY 2015 capital requirement based on estimated EQY 2015 RWAs

" Excluding preforma DTAs
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6.2.  The top-down challenge perspective
6.2.1. Purpose and scope of the tajpwn challenge (TDC)

The topdown stress test provider was mandatedhg/Bank of Slovenia to perform an
independent tojplown stress test of the country's banking system. The results were used to
challenge the capital shortfgtojectionsof the bottomup stress test. All key components of

the banks' onand offbalance sheet positions and prditloss accounts were taken as a
basis to build a predictive model for expected losses on credit exposure and loss absorption
capacity. Since the tegown stres test provider did not have access to the banks' specific
business plans, it based its worklagh-level planning assumptions provided thye Bank of
Slovenia The topdown approach is focused on the specific risk patterns of the Slovenian
banking market and is tailored to the respective situation regarding data availability. Since no
local bank isoperating advanced regulatory capital measurement approaches, specific
restrictions regarding availability and quality of credit data were incorporated in taewiop
model. By their nature, tegown and bottorup approaches differ significantly from éac
other and are comparable only to a certain extent. Figlteséts the scene for the scope of
the topdown challenge in more detail.

Figure ®1: Scope of the tedown challenge exercise

ASSETS LIABILITIES
-/
[l Onlycreditrelated ofbalance sheet itenasehighfocus areasn
CUSTOMER DEPOSITS F the exercise
n Available for sale and held for maturity iterePow-focus areas

‘ in the exercise

kY Parent companiggspecially of foreign owned banks)taaken
CAPITAL MARKETS into account
FINANCING ‘
n The RBSC TDC model aa¢slifferentiatbetweeforeignand
'y B G ‘ domestic loans

[ Thebanks' business plarsederivedbyRBShased on the

INTERBANK AND macroeconomic scenaripsovided by BoS
CAPITAL MARKETS AN ‘ P y
(INCL. SOVEREIGN n Segmentatiorstarting point in termdaiés and balancese

DEBT, NORURRENT ‘ alignedwith the botteap approach
ASSETS HELD FOR i i i
id Core Tier 1 raticge required to 8%under thBasel regulatory

SALE) [ 7]
‘ frameworkn Slovenig6%in stress scenario)
50 7 ﬂ Changesnwholesale funding interest régeeflected no
specificmodelingofcustomer deposdther than definggstem

growth rates

[ Focus area of the-tlgwn model

6.2.2. Data sources

The topdown stress test provider has built its model mostly on data receivedHeddank

of Sloveniaand in consolidated format (mostly segment level) from the betiostress test

and AQR providers. To define the anchor points for key model paranagig@ssumptions,

the topdown stress test provider also used relevant data from both comparable markets and
market constellations. For an overview of data provided by the parties please refer to figure
602 below.
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Figure 602: Data sources of the tdpwn dress test provider

Main data sources fordoywn stress test provider

Banka Slovenije > Definition of base and stress scenario for stress test exercise as 8
International Organizations equally applicable-tgplaitbiagown
providers

> Credit Bureau Database, includingpéeific data on exposure and
collateral

> Information on-bfflance sheet items and historical default rates for

Bottomup provider | > Standardized balance sheets and profit & loss accounts for all ba

(via Banka Slovenijg¢) > Update of credit volumes and NPL ratios both on bank and segme

given by loan tapes reviewed during AQR process. This also impli

reclassification of loans both within and across segments

Quiality and quantity of data on historical default rates that could be providide Bank of
Slovenia(especially in the retail segment) was too limited to be used as a direct model input.
Regarding quality of data it needs to Ipedfically considered that downturn effects cannot

be observed in historical PD data, as Slovenia never passed through a full economic cycle
since its independence in 1991.

Even though neither historical nor derived LGDs were available, the data sielegrbythe

Bank of Sloveniavas sufficient to forecast LGDs for 202815 with adequate accuradyhe

Bank of Slovenia's Credit Bureau Database served as a valuable source as it contains
comprehensive and exhaustive clispecific data on exposure anallateral.

Bottomrup and topdown stress test provider aligned the starting point of their stress testing
exercises thisholds especially true for exposure at default on segment level.

6.2.3. Calculation methodology applied

The topdown stress test provider h&slored is proven framework (see figur®%) to the
specific situation in Slovenia to calculate the total expected capital need of the Slovenian
banking system on individual bank level:
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Figure ®3: The topdown stress test framework for calculating tapneed/surplus

1 2
CAPITAL NEED/ — EXPECTED LOSSE il
SURPLUS = (20122015)

LOSS ABSORPTION
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OF DEFAULT
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LOSS GIVEN
DEFAULT
S

C
PREPROVISION PROFITE

C
EXPOSURE A D
DEFAULT CAPITAL EFFECT

Capital need/surplus results as a difference between expected losses and loss absorption
capacity for the period 20123015.

1. Expected losses

A) Probabilities of defaulmodeling washased on the relationship of historic default rates,
NPL stock, the PENPL relationship and macroeconomic development. For each bank in
scope, the tojlown stress test provider conducted a segieel modeling exercise. To
reflect the outcome of the AQPBrocess, an adjustment to the startpoint (end 2012
default rates) was made. Furthermore, the downturn market correlation of PD and NPL as
well as PD sensitivity factors wermonsidered. Based on these factors, together with
macroeconomic scenariosettopdown stress test provider established its PD forecast for
the period 2012015.

B) Loss given defaulinodeling was built on existinthe Bank of Slovenids Credit Bureau
data that contains detailed loan exposure and collateral information aggregatieel o
client level. Exposure was split into (i) secured and (ii) unsecured components. For (i)
secured exposure, specific haircuts were applied for each type of collateral. Haircut
development was modeled based on macroeconomic indi¢a@p and housingrice
index. Given the low liquidity of the real estate market, thedmpn stress test provider
used conservative initial haircuts for commercial and residential property (e.g. ~80% for
nonperforming commercial real estate property). The-dopn stres test provider
calculated (ii) unsecured pasure by deducting secured exposure from total gross
exposure. It then applied a reference loss for the resultisgcured exposure. The
resulting LGDs were aggregated for each bank individuailythe segmerievel taking
into consideration each bank's collateralization volume and structure in the Credit Bureau
Database. To refine and fitene LGDs for Slovenian banks, the tdpwn stress test
provider used its experience from other stress,tesoric marlet figures and inputs from

individual banks as anchor points.
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