NATIONAL BANK OF THE REPUBLIC OF MACEDONIA

Report on Banking System of the Republic of Macedonia
in the second quarter of 2012

October, 2012



20N
h

NATIONAL BANK OF THE REPUBLIC OF MACEDONIA ‘i‘éé//

=y

CONTENTS
R 1] 1 1 T T 6
I. Banking system Structure.........ccocrmrmimmemeimesmammerssmnsssssessasmasnessssnasnsssssassasnassasnnsss 7
1. Number of banks and ownership structure of the banking system .................. 7
2. Concentration and market share of banks.........cccunreimmsmmmsimmnmesmnmesnaemmm. 9
II. Bank actiViti@s ....ccieeurmummemreummammnssnnimnssnssmsssnesmsssnassssssnsssssnassnsssnssnsssnssnsssnssnnssnssnnsnns 11
1. Assets of the banking system........ccciciiiminisi s s 11
2. Loans to nonfinancial entities......cccurreirmemmeimsssmesmmsmmasmsssmmssmsssmssmnsnnsnn 15
3. Deposits of nonfinancial entities .....ccuureirmnmssimmsimesimmmmssm s ————— 21
III. BanK FiSKS...iieusrassnasrnssnasmassnasnnssnasnnssnsssnssnnssnssnsssnssnnsssssnnssnsssnssnsssnssnsssnssnnsnnssnnsnns 25
1. Credit riSK .ciiciieimeimmimesmnimasmnsimasmnsmmasmnssmasssssmassnssmassnssnassnsssassnssnassnnssnssnnssnssnnssn 25
1.1. Credit portfolio quality of the banking system..........cccviviiiiiiiiiii e, 25
1.2. Stress test simulation for the banking system resilience to higher credit risk.............. 30
2. Liquidity FiSK.iiiieimmesimmnmmesimnesmmesimsssmnssmsssmmessmssssnsssmnsssnassmnsssnnsssnsssnnsssnnssnnssnnns 32
I JR 1 T T =Ty oy Y 5= 41
4. Interest rate risk in the banking book..........ccociiicinminmsinms .. 44
4.1. Structure of the interest sensitive assets and liabilities.............coeveiiiiiiiiiiiiiennn. 44
4.2. Weighted value of the banking BOOK ......... oo 46
5. INSOIVENCY FiSK .ieurreirmssrasrmssmasmnssmasmsssnassnsssassnssnnssssssassnsssassnsssnssnsssnssnsssnssnnsnnssnn 48
5.1. Indicators for the solvency and capitalization of the banking system .........c....ccceoeunies 48
5.2. Movements and quality of the own funds of the banking system...........cccccceviviinnniis 49
5.3. Movements and structure of the capital requirements and the "free" capital of the
DANKING SYSEEIM ... e e e e e e e e e e e e e e rnaas 51
5.4. Stress-testing of the resilience of the banking system to hypothetical shocks............ 54
6. Profitability.....cccirreiimiimiimesiiminr s 56
6.1. Movement and structure of income and expenditures of the banking system ............ 57
6.2. Movement of the interest rates and the interest rate spread of the banking system...60
6.3. Indicators for the profitability and efficiency of the banks...........coeeviiviiiiiiiiinnn, 60
ANINE X s teuutnmsnmsssnnssnnsssnsssnsssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnsssnnssennssnnnsn 63

FIGURES

Figure 1 Ownership structure of common (up) and preference (down) shares of the banking
5351 =] 1 PPN 7
Figure 2 Share of foreign capital in total equity of banks.........ccccceiviiiiiiiiiii v, 8


file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848182
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848182
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848183

Report on banking system of the Republic of Macedonia in the second quarter of 2012 N7

Figure 3 Structure of relevant items in banks' on-balance sheets, by dominant ownership of

DANKS ..ttt e e e e rran 8
Figure 4 Foreign bank branches, number and share in total assets .........ccccceviiiiiiiiiiiiinnnnnn. 8
Figure 5 Market share (assets) of banks by country of origin of the dominant shareholder.... 9
Figure 6 Capital structure, by COUNtIY.....c..iiiiiiiiii e 9
Figure 7 Herfindahl INAEX......ccuuuiiiiiii e e s 9
T[S T 2 PPN 10
Figure 9 Share of each bank in the total assets of the banking system.............ccvviiiiienn. 10
Figure 10 Quarterly growth of assets, in millions of Denars...........cccceieiiiiininnneeeeeeeeennn, 11
Figure 11 Assets growth, iN Q0......ice e ra e ean 11
Figure 12 Quarterly (up) and annual (down) growth of the securities portfolio, in %.......... 13
Figure 13 Structure of the securities portfolio...........uuuiviiiiiiiiiiiiii 13
Figure 14 Placements with banks and other financial institutions, quarterly change in %.....14
Figure 15 Liabilities (up) to and claims (down) on nonresidents...........covvvieeeiiniieeeninneeennnn. 14
Figure 16 Loans to nonfinancial entities...........oovveeeiiiiiiin e e 15
Figure 17 Growth rates of loans to nonfinancial entitieS ........cccoceeviiiiiiiiiiiiie e, 15
Figure 18 Quarterly (up) and annual (down) dynamics of loans, by sector..........ccccceevunnnenn. 16
Figure 19 Loan StruCture, DY SECEOF........oiieieeiiiieciee e e e e e e e 16
Figure 20 Quarterly (up) and annual (down) dynamics of loans, by currency ...........ccceeeeee. 17
Figure 21 Currency structure of total loans (up) and loans by sector (down).......c...cccuuuneene. 17
Figure 22 Quarterly (up) and annual (down) dynamics of loans, by maturity ........c.............. 18
Figure 23 Loan structure, by maturity ... 18
Figure 24 Rate of nonperforming l0ans, by SECLOr ........ccviiii i, 19
Figure 25 Rate of nonperforming 10ans, by CUMFENCY .....cceuuiiiiiinnieiiieeee e e 19
Figure 26 Average weighted interest rate and maturity of newly approved loans to
corporations (up) and households (AOWN) ......cuiiiiiiiii e 20
Figure 27 Deposits of nonfinancial entities..........ccuuiiiiiriniiriiec e 21
Figure 28 Quarterly and annual growth of deposits .......ccceviiiiiiiiiiii e, 21
Figure 29 Quarterly (up) and annual (down) dynamics of deposits, by sector ..................... 22
Figure 30 Sector structure of depOSItS .......ccuuuiiiiimemiii e e 22
Figure 31 Quarterly (up) and annual (down) dynamics of deposits, by currency.................. 23
Figure 32 Currency structure of depoSits .....cuiiriiiiiiiiiiiie e 23
Figure 33 Quarterly (up) and annual (down) dynamics of deposits, by maturity .................. 24
Figure 34 Maturity structure of depoSits .........ciiiieeeiriiiiei e e e 24
Figure 35 Total credit @XPOSUIE .....c..iiiuiiiiiicic e e e e e e ean 25
Figure 36 Monthly change Of 10aNS.........coviiieiii e e e e e e 26
Figure 37 Balance, quarterly and annual growth rate of nonperforming loans..................... 26
Figure 38 Transition of credit exposure from regular to nonperforming status during the
quarters - legal entities (up) and natural person (dOWN) .......coceviviiiiiiieii e 27
Figure 39 Nonperforming loans ratio and other credit risk indicators.........ccccceevveevnnierneennn. 28
Figure 40 Credit risk indicators for enterprises (left) and households (right) .......c...cccvunneene. 28
Figure 41 Coverage of nonperforming loans with impairment and special reserve ............... 29
Figure 42 Restructured, prolonged and net written off exposure..........coovvvevviiiiieeenieeeeennnn. 29
Figure 43 Share of uncollateralized exposure in total credit exposure to nonfinancial entities
................................................................................................................................... 30
Figure 44 Credit exposure, by monthly income of borrowers (natural persons) .........c......... 30
Figure 45 Currency structure of the banks' liquid assets.......c.cccveviiiiiiiiiiiiiiciicer e, 33
Figure 46 Annual change rate of the liquid aSSetS.........covvviiiiiiiriiiiii 33

3


file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848184
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848184
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848185
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848186
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848187
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848188
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848189
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848190
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848191
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848192
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848193
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848194
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848195
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848196
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848197
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848198
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848199
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848200
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848201
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848202
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848203
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848204
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848205
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848206
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848207
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848207
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848208
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848209
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848210
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848211
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848212
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848213
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848214
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848215
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848216
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848217
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848218
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848219
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848219
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848220
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848221
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848222
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848223
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848224
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848224
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848225
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848226
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848227

NATIONAL BANK OF THE REPUBLIC OF MACEDONIA 5&.{//

Figure 47 Liquid assets of the banks by the financial assets they consist of ........c...cccvuuvneee. 34
Figure 48 Indicators for the liquidity of the banking system........c..cccceeviiiiiiiiicnicnc e, 34
Figure 49 Indicators for the liquidity of the banking system by currency - Denars (above) and
foreign exchange (DEIOW)......uuu i iiuuiiiie et e s r s e e s e ra e s eaaaee 35
Figure 50 Change in the liquid assets/change in the total sources of funds on a quarterly
basis (above) and annually (DEIOW).......cuuiiiiriiiiiiiicre e 36
Figure 51 Cash inflow and outflow structure of the banking system ...........cccoeevviviiiiinnnee, 37
Figure 52 Certain indicators for the liquidity of individual banks.............cccooveviiiiiiiiinnnen, 38
Figure 53 Absolute amount (above) and structure (below) of the assets and liabilities of the
banks by the contractual residual maturity ........cccoeuoiiniiii 39
Figure 54 Cumulative difference between the assets and liabilities with contractual residual
maturity to 30 days and UpP 0 ONE YEAI......c..u i e 39
Figure 55 Results of the simulation for withdrawal of 20% of the household deposits (above)
and withdrawal of the deposits for the twenty largest depositors (below)..........ccovveveenneens 40
Figure 56 Quarterly absolute (left) and percentage (at the middle) change and annual change
(right) of the assets and liabilities with currency component ..........ccveviiiiiiiiiinicnin e, 41
Figure 57 Gap between the assets and liabilities with currency component/own funds of the
DANKS .. et e e e e raan 41
Figure 58 Gap between the assets and liabilities with currency component.............cccceeueeee. 42
Figure 59 Gap between the assets and liabilities with currency component, by currency...... 43
Figure 60 Ratio of the aggregate foreign currency position and own funds, by bank............ 43

Figure 61 Structure of the interest sensitive assets and liabilities by the interest rate type...44
Figure 62 Gap between the interest sensitive assets and liabilities, by the interest rate type 45
Figure 63 Interest sensitive assets (above) and liabilities (below), by the interest rate type .45
Figure 64 Absolute amount of interest sensitive assets and liabilities and the gap by the

maturity structure and the interest rate type......ccoeuv i, 46
Figure 65 Net weighted value and ratio between the total weighted value of the banking
book and own funds by the interest rate type ..o, 46
Figure 66 Ratio between the total weighted value of the banking book and own funds, by the
interest rate type, the currency and the maturity segments ..o, 47
Figure 67 Indicators for the solvency and contribution of the individual components in the
quarterly change in the INAICAtOrS.......ciiu i e 48
Figure 68 Capital adequacy ratio, by bank ..........ccoeeoiimiiiii e 49
Figure 69 Annual changes in individual own funds' items (above) and own funds structure
(523101 PPN 50
Figure 70 Annual, absolute and percentage change (above) and structure (below) of the own
funds, by the use for covering iNdividual FiSKS .........cuuuiriiiiimieeieeeie e e e 51
Figure 71 Share of the credit risk weighted assets and capital requirements for credit risk in
the Net Credit EXPOSUNE......... e e e s e e e e s e e e e e e s e e e e e e eernnnanaenes 52
Figure 72 Absolute increase in the main income and expenditures, compared to the same
period oOf the Preceding Y A ... ... v e 57
Figure 73 Structure of the total INCOME ......cveei i e e 57
Figure 74 Sector structure of the income (above) and expenditures (right) from interest.....58
Figure 75 Use Of t0tal INCOME......uiiiiiiii i e e e e ean 58
Figure 76 Impairment of the financial assets (in millions of denars) ........cccccvivviviiiiinnnenn, 59
Figure 77 Influence of the impairment and the special reserve on the profit amount........... 59
Figure 78 Structure of the operational COSES...........uuuuiiiiiiiiiiir 59
Figure 79 Movement of the lending (above) and deposit (below) interest rates................... 60

4


file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848228
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848229
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848230
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848230
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848231
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848231
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848232
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848233
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848234
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848234
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848235
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848235
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848236
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848236
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848237
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848237
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848238
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848238
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848239
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848240
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848241
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848242
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848243
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848244
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848245
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848245
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848246
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848246
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848247
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848247
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848248
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848248
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848249
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848250
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848250
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848251
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848251
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848252
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848252
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848253
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848253
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848254
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848255
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848256
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848257
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848258
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848259
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848260

Report on banking system of the Republic of Macedonia in the second quarter of 2012 N

Figure 80 Interest rate SPread.......ccivvviiiiiiiccre e 60
Figure 81 Net interest rate Spread ........ooovveeeiiiieiiii e 61
Figure 82 Net interest rate spread, by banK ........ccoovuuiiiiiiiiiiiiici e 62
TABLES
Table 1 Structure of assets and liabilities of the banking system........cccccocviviiiiiiiiiiiiiiinnens 12
Table 2 Capital adequacy ratio, before and after simulations.........ccc.covviiiiiiiiiiiin 31
Table 3 Other results from the simulations .........cccoviiiiiiiiii 31
Table 4 Sources of financing of the banks ... 35
Table 5 Share of the assets and liabilities with currency component in the total assets........ 42
Table 6 Structure of the assets and liabilities with currency component, by currency........... 43
Table 7 Open currency position by currency in relation to the banks' own funds ................. 44
Table 8 Capital requirements for credit risk, by the client type and risk weight.................... 52
Table 9 Movements of the capital requirement for currency risk coverage, by the net foreign
POSILIONS DY CUMTENCY ...iviiiiiiii ittt e e s e s s s a s e s ea s e a e e ra s ensenneernnannn 53
Table 10 Results of the stress-test simulations for the resilience of the banking system and
individual banks to hypothetical shocks, as of June 30,2012.........cccuiiiiiiiiiiiieiinieeeeein 55
Table 11 Results of the stress test simulations for the resilience of the banking system to
hypothetical shocks, as of JUNE 30,2012......ccviiiuiiiiiiiiiiii e eeas 56
Table 12 Indicators for the profitability and the efficiency in the operations of the banking
53T <] 1 PPt 61


file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848261
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848262
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848263
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848334
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848335
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848336
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848337
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848338
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848339
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848340
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848341
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848342
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848342
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848343
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848343
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848344
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848344
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848345
file:///C:/Documents%20and%20Settings/mladeng/Desktop/Quarterly_30_06_12.docx%23_Toc340848345

G
NATIONAL BANK OF THE REPUBLIC OF MACEDONIA ‘i’:‘y/

)

=y

Summary

In the second quarter of 2012, the developments in the banking system, particularly the
trend of deposits, were largely determined by the developments in larger banks, caused by the
transactions of their large clients. Taking into account the size and structure of the Macedonian
banking system, each significant change in the structure and size of assets or liabilities of the
larger banks or some of the banks' larger clients could determine the trends in the overall
banking system, as was the case in the second quarter of 2012, when the dividend payment by
one larger company caused a mild quarterly fall of 0.1% of deposits of nonfinancial entities,
primarily with currency component. On the other hand, households' preference to save in Denar
and in a longer run enhanced. Looking back, at the end of the second quarter of 2012, Denar
deposits took a leading role in the currency structure of deposits (share of 50.7%) for the first
time since 2007.

The decrease of deposits of nonfinancial entities slowed down the assets growth of the
banking system. Lending activity kept on accelerating and its quarterly growth rate increased
compared to the previous quarter. The lending to households increased and continued in July
2012. Yet, the annual lending growth rates indicate an increase, at a slower pace though.

The bank credit risk, presented through the rate of nonperforming loans, abated mostly
due to the recovery of nonperforming loans in the corporate sector, which significantly
decelerated their growth (0.4% in the second quarter of 2012 compared to the growth of 5.0%
in the first quarter and 1.9% in the second quarter of 2011). Nevertheless, the recovery of
nonperforming loans resulted from the foreclosures, rather than from the improved
creditworthiness of these clients, which was also confirmed by the annual growth of
nonperforming loans of 0.7 percentage points, and the increase of nonperforming loans in July
2012 that caused an increase of the rate of nonperforming loans by 0.8 percentage points.

Nonperforming loans recovery affected the earnings of the overall banking system in the
first half of the year, when the amount of released impairment and the higher net interest
income considerably increased the earnings compared to the same period of the preceding year.
The enhancement of banks' lucrative operations improved their operational efficiency.

The second quarter of 2012 experienced a certain reduction of liquid assets available to
banks and readdress of some of their investments in CB bills to investments in government
securities and to corporate loans. Such changes are somewhat attributable to the changes in the
monetary policy framework of the National Bank that ensured larger flexibility for the banks
when they make decisions on their liquidity management instruments. Notwithstanding the
quarterly decrease of liquid assets, it went up by 9.0% on an annual basis, maintaining the bank
liquidity and solvency high and contributed to the preservation of the banking system resilience,
measured through stress tests. Banking system solvency, measured through the capital
adequacy ratio, remained high and equaled 17.4% at the end of the second quarter.
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I. Banking system structure

1. Number of banks and ownership structure of the banking system

As of June 30, 2012, seventeen banks have operated on the territory of the

Republic of Macedonia, which is the same number as on March 31, 2012.

Figure 1 Ownership structure of
common (up) and preference (down)
shares of the banking system
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Source: NBRM, based on data submitted by

banks.

Note: "Undefined status" refers to shares owned
by entities that cannot be identified, which are

under bankruptcy proceedings or
procedure or

liquidation

the bankruptcy / liquidation

procedure has been closed.

The announced acquisition of Ziraat Bank
AD Skopje by Halk Bank AD Skopje will reduce
the number of banks by one by the end of the
year. With this acquisition, banking operations
will be carried on through one larger bank, rather
than two banks, both of which owned by the
Republic of Turkey. Moreover, the number of
small-size banks will decrease, while the share of
the group of medium-size banks will increase. In
addition, the number of banks in dominant
foreign ownership and the number of foreign
bank branches will also reduce.

In the first half', the ownership
structure of the banking system remained
almost unchanged. Financial institutions have
still played a leading role in the ownership
structure of common shares, while dominant
holders of preference shares are the natural
persons. The bank recapitalization as of the first
quarter of 2012 increased the share of
nonfinancial legal entities by 0.4 percentage
points in the ownership structure of common
shares.

! Banks' ownership structure is analyzed on the basis of semiannual data submitted by banks.

2 In the first quarter of the year, two banks were recapitalized. The recapitalization of one of the banks was made by
the parent entity (nonfinancial entity that holds 87.5% of investments based on recapitalization) and by the
European Bank for Reconstruction and Development. The recapitalization of the other bank was fully made by the
parent entity (financial institution), causing no significant changes in the share of financial entities in the structure of
common shares.



Figure 2 Share of foreign capital in
total equity of banks
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Figure 3 Structure of relevant items in
banks' on-balance sheets, by dominant
ownership of banks
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Figure 4 Foreign bank branches,
number and share in total assets
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The recapitalizations increased the share
of foreign capital in the total equity by 0.3
percentage points, further strengthening the
leading position of foreign capital in the
ownership structure of the banking system
(75% of the total equity).

Banks in dominant ownership of foreign
shareholders prevail in all relevant on-balance
sheet positions, with a share ranging from 89.2%
of capital and reserves to 95.7% of total
deposits.

Eight of thirteen banks in dominant
foreign ownership are foreign bank branches.
Although the market share of these banks has
been decreasing over the last three quarters, it
permanently swings around 60%.
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Figure 5 Market share (assets) of
banks by country of origin of the

dominant shareholder
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Source: NBRM, based on data submitted by
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Figure 6 Capital structure, by country
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Figure 7 Herfindahl Index
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Analyzing by country, banks in dominant
ownership of shareholders from Greece and
Slovenia account for 22.9% and 17.5%,
respectively, of the overall assets of the banking
system, while the share of foreign portfolio
investors® equals 24.4%. The market share of
banks in dominant ownership of domestic
shareholders equals 7.7%.

Bank capital originating from the
European Union member-states makes up
71.8% of the overall foreign capital in the
banking sector. Compared to December 31,
2011, this share increased by 0.8 percentage
points as a result of the Austrian capital, that
reduced the share of capital from Turkey and
Switzerland (by 0.6 and 0.2 percentage points).

Concentration and market share of banks

The concentration of the banking
system is high, but generally shows
downward trends. According to the Herfindahl
Index”, the concentration is generally regarded as
acceptable, except for household activities, where
it is high, but still registers a downtrend in the
last few quarters.

3 Banks which are predominantly foreign-owned, but which lack a strategic investor.

n

4 The Herfindahl index is calculated according to the equation HI = Z (Sj)2 where S denotes each bank’s share

j=1

in the total amount of analyzed category (for example: total assets, total deposits etc.), while n denotes the total
number of banks in the system. When the index ranges between 1,000 and 1,800 units, the level of concentration

in the banking system is regarded as acceptable.
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Figﬂure8CR5 The high concentration is also illustrated
8% s through CR5’ that ranges from 75.5% for the
total assets to 82.3% for corporate deposits.
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5> CR5 denotes assets share (i.e. analyzed category, for example, corporate loans, etc.) of the five banks with largest
assets (i.e. analyzed category) in the total assets (i.e. analyzed category) of the banking system.
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II. Bank activities

1. Assets of the banking system

Figure 10 Quarterly growth of assets,
in millions of Denars
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Source: NBRM, based on data submitted by
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Figure 11 Assets growth, in %
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As of June 30, 2012, the assets of the
banking system totaled Denar 339,165
million (Annex 1).

Assets growth that started decelerating in the
first quarter of 2012, continued in the second
quarter. At the end of the second quarter of
2012, assets growth rates (quarterly and annual)
were the slowest compared to the growth rates
registered in the last ten quarters. Banks' assets
growth decelerated primarily due to the slower
growth of deposit activity (in the second quarter
of 2012, the deposits even fell marginally by
0.1%).

In the second quarter of 2012, the
increase of assets was determined by the
increase of gross loans of nonfinancial entities
(see Lending Activity).

11
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Table 1 Structure of assets and liabilities of the banking system

R Change
Amounts in millions of Denars Structure Change 30.6.2012/31.3.2012 30.6.2012/30.6.2011
Balance sheet Absolut Absolut
olute solute
30.6.2011 | 31.3.2012 | 30.6.2012 | 30.6.2011 | 31.3.2012 | 30.6.2012 change In percent change In percent
Cash and balances with NBRM 44,348 33,140 36,971 14.0% 9.9% 10.9% 3,832 11.6% -7,371 -16.6%
Securities portfolio 36,975 58,716 55,135 11.7% 17.5% 16.3% -3,581 6.1% 18,160 49.1%
Pacement i bk and ofer anci a,8%| 4199  38804| 132% | 126% | 114% | -339% 0% | 302 | 7.2%
Loans of nonfinancial entities (net) 176,679 183,597 188,909 55.7% 54.7% 55.7% 5,312 2.9% 12,230 6.9%
Gross loans of nonfinancial entities 196,504 206,566 212,084|  62.0% 61.5% 62.5% 5,517 2.7% 15,580 7.9%
Accumulated amortizaton of loans to nonﬂgigggasl 775) (883) (905) R ) R ) 2.5% 130 16.8%
Inparment (prosors) ofoars 1ol (1o.050)|  (22,088)| (22,269 - : . 183 08% | 3219 | 169%
Accrued interest and other assets 9,247 10,144 11,489 2.9% 3.0% 3.4% 1,344 13.3% 2,242 24.2%
Fixed assets 8,076 8,038 7,901 2.5% 2.4% 2.3% -137 -1.7% -175 2.2%
Unallocated loan loss provisions -0.01 0 44 0.0% 0.0% 0.0% -44 -44 -
Total assets 317,162| 335,833 | 339,165| 100.0% | 100.0% | 100.0% 3,331 1.0% 22,003 6.9%
Deposts from banks and ofer francal 17204 13654 15006 54% | 4% | 44% | 13% 9.9% 2198 | -12.8%
Deposits of nonfinancial entities 220,114 237,389 237,156  69.4% 70.7% 69.9% 232 0.1% 17,042 7.7%
Borrowings (short-term and long-term) 37,706 39,204 40,166 | 11.9% 11.7% 11.8% 963 2.5% 2,460 6.5%
Other liabilities 6,576 6,480 6,775| 2.1% 1.9% 2.0% 295 4.6% 199 3.0%
Provisions for off-balance sheet items 706 800 834| 0.2% 0.2% 0.2% 33 4.2% 128 18.1%
Capital and reserves 34,856 38,307 39,228| 11.0% 11.4% 11.6% 920 2.4% 4,372 12.5%
Total liabilities 317,162 335,833 | 339,165| 100.0% | 100.0% | 100.0% | 3,331 1.0% 22,003 6.9%

Source: NBRM, based on data submitted by banks.

Note: The category of Placements with central bank of Annex 1, is included in the category of Cash and balances

with the NBRM in this table.

Observing the assets, banks'
investments in securities registered the
sharpest quarterly decrease of Denar 3,581
million. Additionally, investments in CB bills
reduced by Denar 11,696 million, while
investments in treasury bills increased by Denar
8,212 million. Such structural and quantitative
changes are somewhat due to the changes in the
monetary policy framework®, primarily caused by
the lower frequency of auctions and limited
amount of CB bills offered.

6 Since April 2012, the National Bank changed its monetary policy framework.

12
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Figure 12 Quarterly (up) and annual
(down) growth of the securities
portfolio, in %
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Figure 13 Structure of the securities
portfolio
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However, compared to June last year,

banks' demand for CB bills increased by Denar
9,503 million and contributed with 52.3% to the
annual increase of securities portfolio, while the
treasury bills rose by Denar 9,763 million.

Notwithstanding the decrease of their

share caused by the quarterly downtrend, CB bills
still dominate the structure of banks' securities
portfolio.

13
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Figure 14 Placements with banks and
other financial institutions, quarterly
change in %
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Figure 15 Liabilities (up) to and claims
(down) on nonresidents
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Placements with banks and other
financial institutions also registered a
quarterly decrease, solely caused by the fall of
deposits up to one month with foreign banks (by
Denar 4,241 million).

Compared to preceding periods, when the
increase of funding sources was driven by the
deposits of nonfinancial entities, in the second
quarter of 2012, the increase of funding
sources was generated by the increase of
banks' deposits’ (contribution of 40.6%) and
the increase of banks' borrowings
(contribution of 28.4%). In the second quarter of
2012, banks' borrowings increased by Denar 946
million or 3.0%, primarily due to the increase of
liabilities based on repo transactions with the
National Bank and the increase of liabilities based
on loans from MBDP.

The share of banks' claims and
liabilities on/to nonresidents kept on
decreasing in the second quarter of 2012.
Liabilities to nonresidents increased by Denar 353
million or by 1.0% (due to the increase of
deposits of nonresidents-financial institutions of
Denar 1,396 million or 32.3% and the decrease
of credit liabilities to nonresidents of Denar 1,203
million or 6.6%). Yet their share in total assets
went down.

The lower placements with foreign banks
were the main reason behind the decrease of
claims on nonresidents (of Denar 3,256 million or
10.4%).

7 Solely caused by the increase of short-term (renewable) foreign currency deposits from the parent entity of one

bank.
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2. Loans to nonfinancial entities

Figure 16 Loans to nonfinancial entities
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Figure 17 Growth rates of loans to
nonfinancial entities
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Banks' lending activity kept on
increasing in the second quarter of 2012.
This trend continued in July 2012, compared to
August which witnessed a downtrend of loans
due to the repayment of a larger loan by one
company.

The industry and wholesale and retail
trade were the greatest contributors to the
growth of loans to corporations and other clients
on both annual and quarterly basis, followed by
the construction.

Consumer loans still dominate the
household lending and determine both the annual
and the quarterly increase of household lending.
Residential and commercial real estate credits
and car credits registered negative quarterly
growth rates (-0.6% and -8.2%, respectively). On
annual basis, besides car credits (-25.3%), credit
cards (-3.5%) also registered a negative growth
rate.

As of June 30, 2012, the quarterly growth
rate kept on accelerating, while the annual
growth rate decelerated. However, the
comparison between the quarterly growth rates
for the second quarter of 2011 and 2012 indicate
slower growth of lending.

Apart from two banks that reported lower
lending on a quarterly basis, the lending growth
rate of other banks ranged from 0.2% to 57.5%
(median of 4.6% and the third quartile of 9.6%).
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... loans, by sector

Figure 18 Quarterly (up) and annual
(down) dynamics of loans, by sector
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Figure 19 Loan structure, by sector
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In spite of the slower growth of corporate
lending, it is still the driving force of the banks'
lending activity. Corporate loans made up 60.4%
of the annual credit growth.

The quarterly developments intensified
the deceleration of the increase of corporate
lending. In conditions of faster household lending
in the second quarter of 2012, the contribution of
both household and corporate lending in the total
loan growth almost converged (in July 2012, the
contribution of household lending exceeded the
contribution of the corporate lending).

The slower increase of corporate loans
reduced their share in the loan sector structure
by 0.3 percentage points. Yet, their share of
61.4% remained the highest in the total loans
(Annex 5).
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... loans, by currency

Figure 20 Quarterly (up) and annual
(down) dynamics of loans, by currency
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Figure 21 Currency structure of total

loans
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The accelerated increase of Denar loans
that started in the last quarter of 2011 intensified
in the second quarter of 2012. Furthermore,
foreign currency loans growth decelerated, and at
the end of June, it registered a negative change
compared to March 2012 (the downward trend
continued in July 2012), which corresponds with
the trend of liabilities. Accordingly, unlike the
previous quarters when the loans with
currency component were the greatest
contributors to the credit growth, as of
June 30, 2012, the contribution of Denar
loans to the overall annual growth of loans
equaled 58.1%.

The faster growth of Denar loans
increased their share in the currency structure of
loans (Annexes 5 and 5a), which continued in
July 2012.

The sector-by-sector analysis indicates
that the corporate sector increasingly prefers
Denar loans, while the changes in the currency
structure of household lending are marginal
(Annex 5).
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... loans by maturity

Figure 22 Quarterly (up) and annual

(down) dynamics of loans, by maturity
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Growth rates (annual and quarterly) of
nonperforming loans decelerated, due to the
collection of claims on corporate sector by means
of foreclosures (in the amount of roughly half a
billion of denars). Compared to June 2011, the
increase of nonperforming loan is almost a sole
contribution of corporations, while in the second
quarter of 2012, (June compared to March 2012)
household loans contributed the most to the
increase of nonperforming loans. Past due loans
register high annual and quarterly growth rates,
with their growth being solely attributable to the
up to 30 days past due loans and should not be a
trigger for the further increase of nonperforming
loans.

Observing the maturity, long-term loans
dominate (Annexes 5 and 5a) and made the
greatest contribution to the growth of loans to
nonfinancial entities.
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... nonperforming loans

Figure 24 Rate of nonperforming loans,
by sector
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Figure 25 Rate of nonperforming loans,
by currency
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Nonperforming loan ratio® (for
nonfinancial entities) reduced marginally
compared to the preceding quarter and equaled
10% as of June 30, 2012, mainly due to the
trend of nonperforming loans in the corporate
sector, since nonperforming loans in the
household sector register minor changes.

In July 2012, nonperforming loans
considerably increased (by Denar 1,782 million or
by 8.4%) which is almost fully due to
nonperforming loans in the corporate sector
(Denar loans with FX clause).

As of June 30, 2012, the rate of
nonperforming loan in Denars is still the highest,
registering a trend of approximation to the
nonperforming foreign currency loan ratio.

8 Nonperforming loan ratio is the share of nonperforming loans in total loans.
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... interest rate and maturity of newly approved loans

Figure 26 Average weighted interest
rate and maturity of newly approved

loans to corporations (up) and
households (down)
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Source: NBRM, based on data the banks provide
to the Credit Registry.

In the second quarter of 2012, the
average weighted interest rates on newly
approved loans registered an insignificant change
compared to the previous quarter (higher
regarding new loans to companies, i.e. lower
regarding new loans to households, by 0.1
percentage points, each).

However, according to the results of the
Banks' Lending Survey in July 2012, corporate
lending terms and conditions tightened due to the
banks' risk perceptions (expectations for the
overall economic activity, expectations for the
perspective of the branch of the company and
the perspective of the firms, as well as
foreclosure risk), rather than the change in
interest rate, credit maturity or fees. On the other
hand, the interest rate contributed to relaxation
of lending terms and conditions for the household
sector, along with the slighter relaxation of the
terms and conditions related to the collateral, the
moderate decline of fees and the competition of
other banks. The foreclosure risk has been
pointed as a factor that contributes to the partial
tightening of lending terms and conditions of the
household loans.

The average maturity of newly approved

loans mainly registers a downward trend, in both
corporate and household sectors.
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3. Deposits of nonfinancial entities

Figure 27 Deposits of nonfinancial As of June 30, 2012, deposits of
entities nonfinancial entities in the banking system

240000 were valued at Denar 237,156 million. In
2 200000 1 the second quarter of 2012, the deposits
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2 120000 - (0.1%) for the first time in twelve quarters.
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Figure 28 Quarterly and annual growth The annual growth rate of deposits (June
of deposits 2012 compared to June 2011) also slowed down.
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... deposits, by sector

Figure 29 Quarterly (up) and annual
(down) dynamics of deposits, by sector
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Figure 30 Sector structure of deposits
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Corporate deposits also registered a
steep decrease (of Denar 4,698 million or
7.8%) which makes them generators of the
decrease of banks' total deposit core in the
second quarter of 2012. Their fall primarily
attributes to the decrease of corporate short-term
Denar deposits with FX clause. Such trends are
caused by the changes in one legal entity, rather
than by the tendencies or developments typical
for the overall corporate or banking sector®.

Compared to June 2011, the household
deposit growth also slowed down. However, the
quarterly growth rates show that in the second
quarter of 2012 the growth pace of these
deposits stabilized. This is particularly important,
taking into account that household deposits
dominate the sector structure of banks’ deposit
core (in the second quarter, the household
deposits rose by Denar 3,658 million).
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... deposits by currency

Figure 31 Quarterly (up) and annual
(down) dynamics of deposits, by

currency
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The increased preference of
deponents to save in Denars continued in
the second quarter of 2012, which
contributed to the quarterly growth of Denar
deposits of Denar 4,367 million, compared to the
quarterly decrease of foreign currency deposits
(of Denar 3,332 million). Roughly half of the
increase of Denar savings is attributable to the
long-term household Denar savings, and the
other half is due to the rise of short-term
corporate Denar deposits.

Observing the foreign currency deposits,
the corporate foreign currency sight deposits
decreased at the fastest pace. Short-term foreign
currency deposits also declined, given the
abovementioned dividend payment. In addition,
the drastic fall of Denar deposits with FX clause
(short-term, in particular) was caused by the
dividend payment by one large company.

Denar deposits kept on increasing on an
annual basis, at a slower pace though. On the
other hand, annual growth rates of Denar
deposits with FX clause and foreign currency
deposits were negative.

Denar deposits took the leading role
in the currency structure of deposits of the
nonfinancial entities for the first time since
the last quarter of 2007.

The sector-by-sector analysis of both
corporate and household sectors shows that the
significance of Denar deposits has increased
(Annex 8).
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... deposits by maturity

Figure 33 Quarterly (up) and annual
(down) dynamics of deposits, by
maturity
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Figure 34 Maturity structure of

deposits
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Compared to short-term deposits,
long-term deposits registered the highest
growth rates, thus contributing to the
gradual increase of their share in the
deposit maturity structure. Long-term
deposits went up by Denar 2,484 million, on a
quarterly basis, while the short-term savings
decreased quarterly by Denar 2,858 million.
Long-term deposits went up due to the increase
of long-term household Denar deposits. On the
other hand, the decrease of short-term deposits
was solely caused by the decrease of short-term
corporate deposits, particularly the Denar
deposits with FX clause (by Denar 2,384 million),
and the foreign currency deposits attributable to
the abovementioned payment of dividend.

Short-term  deposits dominate the
maturity structure of total deposits, although
their structural share decreased in the second
quarter of 2012 (Annexes 8 and 9).
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III. Bank risks
1. Creditrisk

The second quarter of 2012 experienced a faster increase of banks' credit
exposure, primarily due to the faster growth of lending activity to nonfinancial
entities. Furthermore, the quality of banks' credit portfolio improved primarily due
to the slower increase and lower share of nonperforming loans in the total loans,
along with the higher coverage of nonperforming loans with impairment, the
considerable collection of already written off claims and the lower share of
uncollateralized exposure in the total credit exposure. The decrease of share of
nonperforming loans in total loans results from the collection of corporate claims
through foreclosure, rather than from the improved creditworthiness of such clients.

1.1. Credit portfolio quality of the banking
Figure 35 Total credit exposure system
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primarily due to the exposure to financial
activities™ that reduced by Denar 14,188 million
or by 16.4%. On the other hand, the increase
of banks' credit exposure to nonfinancial
entities accelerated in the second quarter
of the year (by Denar 7,493 million or 3%),
which is its highest quarterly growth in the last
five quarters. The sector of corporations and
other clients made the greatest
contribution to its growth (hereinafter:
corporations), increasing by Denar 5,311 million
or 3.4% in this quarter (Annexes 12 and 13).
Analyzing by activity, the credit exposure to the

activity of production of metals, machinery and
equipment and to the wholesale and retail trade
enhanced the most. This growth primarily results
from the increase of exposure in A risk category.

*Banks' investments in CB bills and treasury bills
are included in exposures to financial entities and
the state.

Source: NBRM, based on data submitted by
banks.

10 The credit exposure to financial entities decreased due to the lower banks' investments in CB bills and lower
accounts in foreign banks. The exposure to the state (public administration) went up by Denar 8,123 million or by
46.6% primarily due to the higher investments in treasury bills (for more details see "Liquidity Risk").
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Figure 36 Monthly change of loans
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Observing the households, the credit
exposure increased due to the increase of
consumer credits which showed lower risk at the
end of the second quarter.

Figure 37 Balance, quarterly and annual growth rate of nonperforming loans
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The growth of nonperforming loans
slowed down in the second quarter of 2012.
While the nonperforming loans increased by
Denar 1,006 million (5.0%) in the first quarter of
2012, in the second quarter they rose by merely
92 million (0.4%), solely in the household sector.
Credit cards registered the fastest quarterly
growth of nonperforming loans in this sector
(Denar 33 million or 2.4%). Yet, the slower
growth of nonperforming loans in the
second quarter is mostly caused by the fall
of these credits registered in June 2012 (a
monthly fall of 2%), primarily as a result of
the collected claims on corporations
through foreclosures, rather than of the
improved performance or creditworthiness
of this sector. Notwithstanding the
deceleration of the growth, the
nonperforming loans have been registering
two-digit annual growth rates for three
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Figure 38 Transition of credit exposure
from regular to nonperforming status
during the quarters - legal entities (up)
and natural person (down)

30% 7 28.7%
24.2%
25% 22, 6%
20% +° 18 2°/o
14.0%
0
15% 11 80 Yo .
10%
5%
09 -+ e
Q1 2011 Q4 Q1 2012 Q
EfromA ®fromB Mfrom C(regular) ® from ABC (regular)
30% 26.9% 26.8%
25% 1~ | |
? 21.0% 23.2%
p 19.4%
% a
20% 16.2%
15% 1
10% 8.2% 7.6
0% 1 6.8 6.1%| 5.8 6.9
5%
0.4 0.8%
0% += -
Q1 2011 Q Q3 Q4 QL2012 Q2

Source: NBRM, based on data submitted by banks.
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exposure that became nonfunctional during the
quarter and credit exposure at the beginning of the
period under observation. Credit exposure approved
during the quarter is not included.

consecutive quarters. Additionally, in July
2012, nonperforming loans registered a monthly
growth of Denar 1,782 million (8.4%), mainly in
the corporate sector.

Transitional matrix, i.e. the matrix for
transition of a credit exposure from
regular to nonperforming shows lower
credit exposure classified in A, B and C risk
categories that became nonperforming in
the second quarter of 2012 (Annex 15). The
percent of exposure to legal entities in C risk
category that becomes nonperforming has been
decreasing for four consecutive quarters. On the
other hand, legal entities and natural persons
reported higher exposure in B risk category
which became nonperforming in the second
quarter (naturally, the B risk category is closer
to A risk category than to a nonperforming
status). Any continuation of such trend in the
following quarter, particularly in the corporate
sector, could have adverse effects on the banks'
credit portfolio quality. An insignificant part of
the A risk category, which is considered to be of
a lowest risk and which houses most of the
credit exposure, moves towards nonperforming
status.
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Figure 39 Nonperforming loans ratio and other credit risk indicators
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Figure 40 Credit risk indicators for enterprises (left) and households (right)
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Compared to the previous quarter, the
average risk level and the share of credit
exposure in C, D and E in the total credit
exposure increased by merely 0.1 and 0.3
percentage points, respectively (Annex 16), (0.2
and 0.7 percentage points, respectively, as of
March 31, 2012). The impairment increased along
with the increase of total credit exposure, where
half of its quarterly growth in the overall banking
system is attributable to the corporate sector.
The higher share of C, D and E exposure is due
to the quarterly growth of credit exposure in D
risk category (Denar 691 million or 18.1%),
particularly in the wholesale and retail trade
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Figure 41 Coverage of nonperforming
loans with impairment and special

reserve
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Figure 42 Restructured, prolonged and
net written off exposure
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(accounting tor 67.7% of the total increase of
credit exposure in D risk category) (Annex 14).

Accommodation facilities and catering
services'! are activities with the highest credit risk
in the corporate sector. Observing the household
sector, car credits bear the highest risk (Annexes
18 and 19). Analyzing the currency structure,
credit exposure in Denars with FX clause is the
riskiest (Annex 17).

The slower growth of nonperforming
loans and higher impairment in the second
quarter of 2012 improved some of the credit risk
indicators, i.e. reduced the share of
nonperforming loans in total loans
(nonperforming loan ratio) and increased the
coverage of nonperforming loans  with
impairment. A month later, in July 2012, the
faster growth of nonperforming loans
deteriorated their rate, and reached 10.8% as of
July 31, 2012 (and remained in August).

The corporate sector is a generator
of the upward trends of both restructured*?
and net written off claims. The restructured
credit exposure registered an increase of 19.1%
on a quarterly basis, caused solely by the
corporate sector. Moreover, the share of
corporate sector in written off claims was the
highest (41%), with the natural persons having
the highest share in the total collection of already
written off claims (89.2%).

The average risk level of restructured
exposure further decreased (from 35.3% as of
March 31, 2012, to 34.3%), compared to the
prolonged exposure, which increased (from
12.2% as of March 31, 2012, to 13.1%).

The downtrend of the share of
uncollateralized credit exposure in the total credit
exposure provides certain positive indications for
the credit portfolio quality. This could be an

11 As of June 30, 2012, it constitutes 0.9% of total credit exposure.
12 Claim restructuring means establishment of a new credit exposure by the bank as a replacement of the already
existing one, thus making significant changes in the contractual terms and conditions as a result of the deteriorated

financial condition of the borrower.
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nonfinancial entities
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Figure 44 Credit exposure, by monthly
income of borrowers (natural persons)
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13 Banks' Lending Survey, July 2012.

indicator for higher banks' prudence when
lending, which corresponds with the stricter
lending terms and conditions to the corporate
sector™ in the second quarter of the year.

Natural persons with monthly
income of up to Denar 30,000 are the most
indebted, making up almost two thirds of total
exposure to natural persons or approximately
75% of total exposure intended for consumption
(Annex 20). Analyzing by individual, natural
persons with monthly income of above 100,000
are the most indebted (Denar 383 thousands per
person).

1.2. Stress test simulation for the banking
system resilience to higher credit risk

Regular stress tests are conducted to
examine the banking system sensitivity in case of
deterioration of the quality of some credit
portfolio segments. They include simulations of
hypothetical migration of 10% (first simulation)
and 30% (second simulation) of credit exposure
to corporate and household sectors (individually
and jointly to both sectors) to the two next
higher risk categories.
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Table 2 Capital adequacy ratio, before and after simulations

CAR at the level of banking

Bank with lowest CAR,

Number of banks with CAR after simulatio
below the CAR of the overall banking syste
after simulation (number of banks with CA

Description system after simulation after simulation below 8%)
31.3.2012 30.6.2012 | 31.3.2012 | 30.6.2012 31.3.2012 | 30.6.2012
Base line 17.5% 17.4%

Enterprises and I simulation 15.6% 15.3% 11.5% 11.1% 8(0) 7(0)
households I simulation 11.7% 10.6% 6.6% 5.1% 6(4) 7(4)
Enterprises I simulation 16.2% 16.0% 12.1% 11.3% 8(0) 8(0)

II simulation 13.5% 13.1% 8.7% 7.9% 7(0) 7(1)

I simulation 16.8% 16.7% 12.7% 12.7% 8(0) 8(0)
Households - -

II simulation 15.4% 15.3% 11.5% 11.5% 8(0) 9(0)

Source: NBRM, based on data submitted by banks.

The results from simulations show
that the banking system is resilient to the
simulated shocks. However, compared to the
previous quarter, the results show worsening of
some banks.

For more details of the results from the
simulations see Annex 21.

Table 3 Other results from the simulations

Share of "C, D and E" in total credit .
- Average level of risk
Description exposure
31.3.2012 30.6.2012 31.3.2012 30.6.2012
Base line 8.7% 9.0% 6.9% 7.0%
Enterprises and |I simulation 12.1% 12.4% 8.3% 8.5%
households I simulation 18.8% 19.2% 11.2% 11.4%
Enterprises I simulation 10.8% 11.1% 7.8% 7.9%
II simulation 15.0% 15.4% 9.6% 9.9%
Households I simulation 10.0% 10.2% 7.4% 7.5%
I simulation 12.5% 12.8% 8.4% 8.5%

Source: NBRM, based on data submitted by banks.
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2. Liquidity risk

In the second quarter of 2012, the banks in the Republic of Macedonia have
been maintaining the liquidity position on satisfactory level, although the amount of
the liquid assets registered quarterly drop. The changes that the National Bank
made in the operational framework for monetary policy conduct envisaging reduced
frequency of auctions and restriction of the CB bills amount, as well as introduction
of possibility for new investment alternatives'®, contributed for more flexible and
more efficient liquidity risk management by banks. One part of the ,free” liquid
assets of the banks was directed towards the Treasury bills market, and to the
increase of credit placements to the private sector. The difference in the yields of
both the Denar and the foreign exchange liquid financial instruments contributed
towards more evident decrease in the foreign currency liquid assets, while the banks
preference for investments in Denar liquid instruments are still relatively strong.
Although the liquidity indicators at the level of the banking system showed quarterly
decrease, they are still at satisfactory level. However, from the viewpoint of the
liquid assets currency, decrease in the indicators for foreign currency liquidity has
been evidenced. In the structure of the sources of funding, increased use of sources
of financing from foreign parent entities, as well as increased share in the long-term
source of funding was registered. Also, the largest generator of the increase in the
banks' sources of financing in the second quarter of 2012 was the increase in the
banks' liabilities based on credits and loans. The decrease in the liquid assets caused
changes in the banks' assets structure according to their residual contractual
maturity, towards decrease in the assets with shorter residual maturity, as a result
of which the maturity mismatch between the assets and liabilities deepened. The
stress-test simulations mainly show resilience of the banking system to liquidity
shocks. According to the last available data at the end of August 2012, the liquid
assets register an increase of 4.7% annually. The liquidity indicators are at the level
similar to that registered in June 2012,

14 The changes enabled widening of the monetary framework, introducing two new types of instruments: a seven-day
deposit and overnight deposit.
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Figure 45 Currency structure of the
banks' liquid assets
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At the end of the second quarter of
2012, the liquid assets'® at the level of the
banking system equal Denar 99,581 million,
registering a quarterly drop of 3.3%, i.e.
Denar 3,388 million. However, observed on
annual basis, the liquid assets increased by
Denar 8,256 million, i.e. 9.0%. In the liquid
assets currency structure, the Denar assets
remained on almost identical level as that
registered at the end of the first quarter of 2012,
while the quarterly decrease was concentrated
with the foreign currency liquid assets. On annual
basis, the foreign currency liquid assets
registered a decrease, which is primarily due to
the decrease in the correspondent accounts and
the short-term placements with foreign banks by
15.4%. On the other hand, the Denar liquid
assets registered annual increase (of 20.6%), but
in the second quarter of 2012, it registered a
decrease of 0.2%, pointing to the gradual change
in the banks' preference to place assets in liquid
instruments. This change can be considered a
consequence of the smaller yield of the liquid
interments.

In the structure of the liquid assets by the
financial instruments, the annual increase mainly
arises from the increase in the assets placed in
Treasury bills (of 74.5%) and in CB bills (of
49.5%). However, in the second quarter of 2012,

15 The liquid assets encompass cash and balances with the NBRM, the CB bills, the correspondent accounts and the
short-term deposits with foreign banks and placements in short-term securities issued by the Government. For
liquidity needs, the assets and liabilities with FX clause are considered as Denar ones. For analysis needs, the assets
and the liabilities in Denars with FX clause are considered Denar.
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Figure 47 Liquid assets of the banks by

the financial assets they consist of
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Figure 48 Indicators for the liquidity of

the banking system
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assets reallocation towards smaller CB bills
investments of Denar 11,696 million (28.9%) was
registered, compared to the increase in the
investments in Treasury bills of Denar 8,212
million (of 56.0%). The main driving force of this
change was the limited frequency of the CB bills
auctions to once within the reserve requirement
calculation period with simultaneous limitation of
the bid CB bills amount, in conditions of
intensified frequency of the auctions and the bid
Treasury bills amount. At the end of the second
quarter of 2012, the share of the CB bills in the
liquid assets structure equals 28.8% and in
comparison with the end of the first quarter of
2012, it fell by 10.4 percentage points. On the
other hand, the share of the Treasury bills
registered an increase of 8.7 percentage points
and on June 30,2012, it equals 23.0%. In the
second quarter of 2012, the short-term assets
placed in foreign banks dropped by 13.1%,
participating in the liquid assets structure with
24.3%, which is less by 2.7 percentage points
compared to the end of the first quarter of 2012.

In the second quarter of 2012, the
indicators for the bank liquidity'® registered
certain decrease (Annex 22). This decrease in
the indicators is due to the fall in the banks' liquid
assets on a quarterly basis, given the
simultaneous growth of the total assets and the
individual sources of financing. On the other
hand, at the end of the second quarter of 2012,
the credit/deposit indicator is higher by 2.4
percentage points compared to the end of the
first quarter of 2012, thus indicating gradual
intensification of the banks activity on the credit
market.

16 The calculation of the liquidity indicators at the level of the banking system does include the resident interbank

assets and liabilities.
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Figure 49 Indicators for the liquidity of
the banking system by currency -
Denars (above) and foreign exchange

Observed from the viewpoint of the
currency structure, in the second quarter of
2012, the decrease in the foreign exchange

below A .
(160% ) liquidity indicators continued, contrary to the
140% - 130:7% relatively more stabilized dynamics of the Denar
\ .9% . T . . . .
120% e — | liquidity indicators. This occurrence is a result of
100% | 95.9% the constant decrease in the foreign currency
94 59, -89.6% liquid h he i in th
80% quid assets whereas the increase in the Denar
65.3% . . .
0% 71.5% 73 0% liquid assets. On the other hand, in the second
40% quarter of 2012, the Denar credit/deposit
20% 1 —o8300 32.1% 31 2% indicator was registered, which primarily arises
0% . . . . from the increase in the Denar crediting in the
06.2011 09.2011 12.2011 03.2012 06.2012 second quarter of 2012. Also, larger preference
55% of the nonfinancial entities for Denar saving and
50% /498’ —_— decrease in the foreign currency deposits has
as5% o e also been registered, which conditioned, beside
40% smaller foreign currency lending, slight
350 Ao332% 32:9% deterioration of the foreign  currency
30% 43270 e 30.2% 29.6% credit/deposit indicator.
29.5% 20.3%% .0%
25% 26:3%0
20% T T T T 1
06.2011 09.2011 12.2011 03.2012 06.2012
= iquid assets / Total assets
== iquid assets / Short-term liabilities
Liquid assets / Households deposits
e=| oans / Deposits
Source: National Bank on the basis of data
submitted by banks.
Table 4 Sources of financing of the banks
31.03.2012 30.06.2012 Quarterly ch.
A Al t o Al t o
WO C e G (I (ir:n millions :::ul:a (ir:“ millions sf':c’fu'r'; Absolute Relative
of denars) of denars)
Deposits of nonfinancial enteties 238,022 71.0%] 238,663 70.7%] 641 0.3%
-0.w. by parent enteties 108 0.0% 51 0.0% -57 -52.7%
Deposits of financial institutions 13,421 4.0%o0 14,183 4.2%0f 761 5.7%
-0.w. by parent enteties 4,467 1.3%| 5,117 1.5% 649 14.5%
B i i ities, i 0, 0, O,
Borrowings I;sr?:‘f; si‘:::'ir:s':rsu;‘;:‘t’;d'“ated 39,281 11.7% 40,294 11.9% 1,013 2.6%
-0.w. by parent enteties 9,164 2.7% 9,614 2.8% 450 4.9%
Equity and reserves 39,870 11.99%] 40,545 12.0%] 676 1.7%
Other sources of funding 4,438 1.3%0| 3,975 1.2%0| -462 -10.4%
-0.w. by parent enteties 48 0.0% 112 0.0% 64 133.9%
Total sources of funding 335,031 100.0%0} 337,660 100.0%0} 2,629 0.8%
Long-term sources of funding 113,663 33.9% 115,523 34.2%o0 1,860 1.6%
-0.w. by parent enteties 8,186 2.4% 9,244 2.7% 1,058 12.9%
Short-term sources of funding 177,061 52.8%] 177,616 52.6% 555 0.3%
-0.w. by parent enteties 5,553 1.7%| 5,538 1.6% -15 -0.3%
Equity and reserves 39,870 11.9%] 40,545 12.0%] 676 1.7%
Other sources of funding 4,438 1.3%] 3,975 1.2%0] -462 -10.4%
-0.w. by parent enteties 48 0.0% 112 0.0% 64 133.9%
Total sources of funding 335,031 100.0%] 337,660 100.0%0] 2,629 0.8%
Source: The data are submitted by the banks on the basis of a special National Bank request, because of which
differences compared to the on-balance sheet data the bank submits regularly pursuant to the Decision on
submitting data on the balances and the turnover on the accounts of the banks' chart of accounts and the
financial statements can occur.
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Figure 50 Change in the liquid
assets/change in the total sources of
funds on a quarterly basis (above) and

annually (below)
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In the second quarter of 2012, the
volume of used sources of financing from
foreign parent entities increased. Thus, on a
quarterly basis, the sources of funding originating
from the banks' parent entities grew by Denar
1,107 million, i.e. by 8.0%. The generator of this
growth was the long-term sources of funds,
primarily in form of deposits.

However, in comparison with June
30,2012, the used sources of funds of the
domestic banks from their parent entities
registered a decrease of 21.2%, which mainly
arises from the decrease in the short-term
borrowings from the parent entities (annual drop
of Denar 3,080 million). On annual basis, seven
banks registered smaller use of sources of
funding from the parent entities (five banks on a
quarterly basis), as opposed to three banks,
which resorted to larger use of the parent
entities' sources of funds.

The increase in the banks sources of
funding in the second quarter of 2012,
primarily arouse from the long-term
sources of financing (share of 70.8% in the
total quarterly growth), which were mainly
in form of credit and loan based liabilities,
followed by the deposits of both the
financial institutions and non-financial
entities. These movements caused moderate
rise in the share of the long-term sources of
financing (of 0.4 percentage points) and the
liabilities based on credits and loans (of 0.2
percentage points) in the structure of the sources
of funding.

In the second quarter of 2012, the
change in the monetary policy operational
framework caused significant changes in
the banks preference for placement of the
new sources of funds. Namely, contrary to the
first quarter, in the second quarter of 2012,
because of the liquid assets reduction, the ratio
between the quarterly change of the liquid assets
and the total sources of funds was negative,
which is another proof for the banks changed
preferences towards larger funding of the private
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Figure 51 Cash inflow and outflow
structure of the banking system
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* With the category ,other assets" includes assets
other than credits to nonfinancial entities and not
included in the category of liquid assets (long-
term placements in foreign and domestic banks,
foreign currency reserve requirement, foreclosed
assets, fixed assets, etc.).
** The category of other sources of funding
includes funding sources other than nonfinancial
entities' deposits (equity and reserves, financial
institutions' deposits, borrowings, subordinated
instruments, etc.).

Mgrowth of loans

sector. Also, on annual basis, the ratio between
the change in the liquid assets and the total
sources of funds registers gradual decrease. The
investments in Denar liquid instruments fully
determined the value of this indicator, which
shows the banks inclination for conversion of the
foreign currency liquid assets into Denar financial
instruments, primarily because of the high
expected yield from the Denar instruments.

The enlarged appetite of the banks
for private sector crediting is also perceived
through the structure of the banks cash
outflows'’ in the second quarter of 2012.
Thus the largest share of the banks cash outflow
in this quarter accounts for the outflows based on
extended credits, creating more than three
quarters of the total cash outflows. In the cash
inflows structure, the increase in the non-deposit
sources of funds was the most important source
of funds, creating 62.5% of the total cash inflows
of the bank in the second quarter of 2012. The
liquid assets reduction emerging as banks source
of funding with a share of 37.5%, should also be
emphasized. By bank, the deposit growth takes
the largest share in the cash inflow structure with
five banks, while with four banks, the largest
portion of the cash inflows originate from the
increase in the other non-deposit sources of
funds. However, in the second quarter, the
largest portion of the sources of financing with
seven banks was created by the decrease in the
liquid assets, while with one bank, by the
decrease in other assets categories. The largest
share in the cash outflows structure accounted to
the credit growth with eight banks, to the liquid
assets placements with two banks, while with one
bank to the increase in other assets. With the
other six banks, the largest portion of the cash
outflows in the second quarter of 2012 arises
from the decrease in certain categories of sources

17 The cash inflows and outflows of the banks in the second quarter of 2012 are obtained indirectly, i.e. through
quarterly change in the balances on individual accounts of the banks' balance sheets. The effect on the banks' cash
flows, which are due to the expenditures and income which are not cash outflow, or inflow (for example: credit
write-offs, revaluation of the securities available for sale, or kept for trading, depreciation of fixed assets, net
exchange rate differentials etc.) is an integral part of the change of the adequate on-balance sheet items the

respective income, or expenditure refers to.
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Figure 52 Certain indicators for the
liquidity of individual banks
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of funds, with four of the banks facing a decrease
in the deposits of the non-financial entities.

On a quarterly basis, the liquid assets
registered a decrease with nine banks within
5.2% - 50.7% interval, the share of which in the
total assets of the banking system equaled
57.6% on June 30,2012. On the other hand, the
liquid assets registered a quarterly increase with
eight banks, which ranged within 1.0% - 51.3%
interval.

The decrease in the liquid assets with
most of the banks resulted in downward
movements of the liquidity indicators in both, the
median value and the minimal values of the
indicators that have been registered with
individual banks, which resulted in widening of
the interquartille difference. Thus the share of
the liquid assets in the total assets at the end of
the second quarter of 2012 fell with 12 banks
compared to the end of the first quarter of 2012.
Identical number of banks registered a decrease
in the coverage of the short-term liabilities with
liquid assets on a short-term basis. At the end of
the second quarter of 2012, the value of the
credit/deposit indicator was higher than 100%
with four banks, while the median of this
indicator registered an increase, which primarily
reflects the banks larger preference to place their
assets in credits.

At the end of the second quarter of 2012,
the banks' liabilities maintained the larger
contractual residual maturity up to one year
compared to the assets of the banking system
(Annex 23). No larger movements in the banks'
liabilities structure according to the residual
contractual maturity were registered.
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Figure 53 Absolute amount (above) and
structure (below) of the assets and
liabilities of the banks by the

contractual residual maturity
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Figure 54 Cumulative difference
between the assets and liabilities with
contractual residual maturity to 30

days and up to one year
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On the other hand, in the second quarter
of 2012, certain movements in the structure of
the banks' assets by the residual maturity were
registered. Namely, the decrease in the banks'
liquid assets caused a quarterly decrease in the
assets with residual one-month maturity of 8.8%.
On the other hand, in the second quarter of 2012
the banks' assets with residual three month-to-
one year maturity augmented by 11.7%. In the
banks' assets structure by the contractual
residual maturity, these quarterly movements
contributed for smaller share of the assets with
residual maturity to one month (by 3.1
percentage point), while larger share of the
assets with residual maturity from three months
to one year (of 1.9 percentage point). These
movements in the second quarter of 2012
resulted in deepening of the maturity mismatch
between the assets and liabilities with contractual
maturity in the segments with smaller maturity.

In the second quarter of 2012, the
cumulative negative gap between the
assets and liabilities widened, not only in
all maturity segments by the residual
contractual maturity, but according to their
currency features, as well. This occurrence
was triggered by the decrease in the assets with
smaller residual maturity, primarily to one month,
which is, from one part, a result of the quarterly
decrease in the banks' liquid assets.

On the other hand, according to the banks
expectations, the assets and liabilities gap in all
maturity segments is positive. This arises from
the banks expectations for maintaining the
deposits stability as main source of financing of
their activity (Annex 24). Namely, the banks
expect that 83.2% of the deposits with residual
maturity to three months will be stable,
remaining in the banks also in the following three
months (82.2% with the time deposits and
89.2% with the sight deposits).
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Figure 55 Results of the simulation for
withdrawal of 20% of the household
deposits (above) and withdrawal of the
deposits for the twenty Ilargest

depositors (below)
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The Macedonian banking system
continued to show high resilience to
liquidity shocks also in the second quarter
of 2012. The simulations for the resilience of the
banking system constantly show that the banks
have enough liquid assets to face with the shocks
related to the possible outflow of deposits as the
most important source of funding. Slightly higher
vulnerability has been evidenced in case of
possible withdrawal of the deposits of the 20
largest depositors outside the banking system,
which mainly arises from the relatively higher
concentration of the deposits with some of the
banks. Thus at the end of the second quarter of
2012, the withdrawal of the deposits of the 20
largest depositors would result in liquid assets
reduction at the level of the banking system from
30.1% to 18.3%. In case of possible withdrawal
of 20% of the household deposits, the liquid
assets would reduce by 35.2%, while their share
in the total assets would equal 21.7%. The
simulation envisaging outflow of the sources of
funds the bank use from their parent entities
(except subordinated and hybrid capital
instruments), the payment of which is regulated
with a special bylaw of the National Bank), by
bank, the liquid assets would reduce within 0.2%
- 54.6% interval, or 8.1% at the level of the
banking system. The share of the banks' liquid
assets in case of this simulation would reduce by
1.5 percentage points. If, in case of possible
outflow, subordinated instruments are also taken
into consideration, then the decrease in the liquid
assets at the level of the banking system would
equal 14.4%, while its share in the total assets
would equal 27.3%.
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3. Currency risk

The exposure to currency risk continued to decrease also in the second
quarter of 2012. The gap between assets and liabilities with currency component got
smaller also in this quarter, arising from the narrowing of the Euro assets/liabilities
gap. The decrease in the currency risk can also be perceived through the reduced
capital requirement for covering this risk (only 2.6% of the own funds are used for
currency risk coverage). The aggregate foreign currency position with all banks is
within the prescribed limit (30% of the own funds), which was preserved also in
July and August 2012.

Figure 56 Quarterly absolute (left) and percentage (at the middle) change and annual
change (right) of the assets and liabilities with currency component
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The gap between the assets and
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level of the banking system registered
quarterly drop of 30.2% or Denar 1,608 million,
as an effect of more apparent decrease in the
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funds with currency component mainly arises from the
Source: National Bank on the basis of data Denar liabilities with FX clause®.

submitted by banks.

18 The foreign currency assets fell by Denar 2,808 million, or 2.8%, within which the time deposits with one-month
maturity in foreign banks registered quarterly decrease of Denar 4,241 million.

1% The Denar assets with FX clause went down by Denar 2,118 million, or 3.4%, which was mainly contributed by the
placements in Treasury bills with FX clause, which decreased by Denar 1,597 million, or 50.0%.

20 The liabilities in Denars with FX clause decreased by Denar 3,199 million, or 41.7% (in the preceding quarter, they
went up by Denar 277 thousand), mostly because of the decrease in the Denar deposits with FX clause of the legal
entities to one month (withdrawn deposits in the amount of Denar 2,077 million with two banks by one company for
payment of dividend).
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Figure 58 Gap between the assets and

liabilities with currency component
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Table 5 Share of the assets and
liabilities with currency component in
the total assets

Item 30.06.2011| 31.03.2012 {30.06.2012

Assets in Denars with FX cluse 20.7% 18.6% 17.8%
Assets in foreign currency 31.2% 30.0% 28.9%
Assets with currency component 51.9% 48.6%|  46.7%
Liabiities in Denars with FX clause 1.8% 2.3% 1.3%
Liabities in foreign currency 48.8% 448%|  443%
Liabilities with currency component 50.7% 47.0%|  45.6%

Source: National Bank on the basis of data
submitted by banks.

The narrowing of the gap between the
assets and liabilities with currency component, in
conditions of minor rise in the own funds®,
contributed towards a decrease in their ratio of
3.9 percentage points, which also means further
downward movement of the bank exposure
to the currency risk, which began in the
previous quarter.

The high negative value of the
foreign currency assets and liabilities gap is
"compensated" with the positive value of
the gap between the positions in Denars
with FX clause. In the second quarter of 2012
the negative gap between the assets and
liabilities in foreign currency and the positive gap
between the assets and liabilities in Denars with
FX clause additionally widened by Denar 2,689
and 1,081 million, respectively. In both cases, the
reason for the gap widening is the different
intensity of the changes. The widening of the
negative foreign currency gap arises from the
substantially larger decrease in the foreign
currency assets (Denar 2,808 million, or by 2.8%)
compared to the minimal decrease in the foreign
currency liabilities (Denar 119 thousand, or
0.1%). The reason for the widening of the
positive gap in Denars with FX clause is the
aforementioned fall in the Denar deposits with FX
clause because of the dividend payment, as well
as the decrease in the assets in Denars with FX
clause of Denar 2,118 million, or 3.4%.

The downward trend of the assets and
liabilities with currency component, which began
in December 2011, in conditions of an increase in
the total assets of the banking system resulted in
gradual decrease in the share of the
positions with currency component in the
total assets. In comparison with December
31,2011, these shares went down by 4.4 and 2.9
percentage points, respectively. The termination
of the long-lasting and mounting Euroization of
the banking system can be linked with the larger
uncertainty about the Euro currency and Euro

21 More detailed analysis of the banks' own funds has been provided in Section III.5. Insolvency risk.

42



Report on banking system of the Republic of Macedonia in the second quarter of 2012

Figure 59 Gap between the assets and
liabilities with currency component,

by currency
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area crisis and the measures of the National Bank
for 2009%% and 2011%.

Having in mind the dominance of the
Euro in the structure of assets and
liabilities with currency component, the
movements with the Euro positions are
generator of the previously mentioned
changes in the assets and liabilities with
currency component. The Euro assets and
liabilities gap reduced by Denar 1,064 million, or
21.6% compared to the previous quarter. The
gap in Swiss Franks shrank, while the negative
gap in US Dollar deepened®.

Table 6 Structure of the assets and liabilities with currency component, by currency
31.03.2011 30.06.2012

Currency — ——
Assets Liabilities Assets Liabilities

Euro 88.9% 88.4% 88.3% 87.9%

US dollar 7.2% 7.8% 7.3% 7.8%

Swiss franc 1.9% 1.9% 2.0% 2.0%

Other 2.0% 1.9% 2.4% 2.3%
Total 100.0% 100.0% 100.0% 100.0%

Source: National Bank on the basis of data submitted by banks.

Figure 60 Ratio of the aggregate
foreign currency position and own
funds, by bank
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On June 30,2012, the aggregate
foreign currency position was within the
prescribed limit for the aggregate foreign
currency position with all banks (30% of
the own funds). This trend continued and this
limit was observed also in the first two months of
the third quarter of 2012.

22 The introduction of different reserve requirement rates on reserve requirement by the currency of the source of

funds.

2 The introduction of single minimal liquidity ratio, regardless of the currency (previously the minimal liquidity ratios
has been monitored separately for the Denar and foreign currency positions).

24 The changes in the gap between assets and liabilities in Swiss Franks and in US Dollars were result of the reduced
deposits with foreign banks (by Denar 528 and 663 million, respectively).
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Table 7 Open currency position by currency in relation to the banks' own funds
Number of banks

Open currency

position by currency Euro US Dollar Swiss franc Other
/own funds Long Short Long Short Long Short Long Short
under 5% 1 9 5 11 3 12 2
from 5% to 10% 4 4 1 1
from 10% to 20% 4 1
from 20% to 30% 2
over 30%

Source: National Bank on the basis of data submitted by banks.

4. Interest rate risk in the banking book

The significance of the interest rate risk in the banking book remained low
compared to the exposure to other risks. This is due to the large presence of the
adjustable interest rates”®, which enables the banks to avoid the effects of the
possible unfavorable changes to the interest rates. But with such practice banks
transfer the interest rate risk to the bank product users (credits), simultaneously
transforming it into indirect credit risk, thus increasing the already large significance
of the credit risk in the total risk profile of the banks.

4.1. Structure of the interest sensitive
assets and liabilities

Figure 61 Structure of the interest On June 30,2012, the presence of the
?:t';'::ﬁa::s‘;tse and liabilities by the ,,qiong with adjustable interest rates (44.3%)

p in the structure of the interest sensitive assets
e almost equalized to the presence of the positions
with fixed interest rates (45.4%), primarily
because of the increased share of the positions
with adjustable interest rates with the credits and
the reduced share of the positions with fixed
interest rates with sight assets and investments
in time deposits.
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The role of the positions with adjustable
* fixed interest rate interest rates continued to strengthen with the

M variable interest rate

W adjustable interest rate interest sensitive liabilities.

Source: National Bank on the basis of data
submitted by banks.

%5 The adjustment of the level of the interest rates is usually performed unilaterally on the basis of the changes in the
banks' interest rate policy, not on the basis of certain reference rate. The use of the adjustable interest rates enable
better management, avoidance or transfer of the taken risks, and they can serve also as a tool for liquidity and
profitability management.
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Figure 62 Gap between the interest
sensitive assets and liabilities, by the
interest rate type
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Figure 63 Interest sensitive assets
(above) and liabilities (below), by the
interest rate type
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The gaps between the assets and
liabilities with fixed interest rate and
variable interest rate are positive’® and
they registered narrowing compared to the
first quarter. The gap narrowing with the
positions with fixed interest rates was caused by
the decrease in the short-term time deposits
(liabilities) and the deposits with foreign banks
and CB bills (assets), while the gap narrowing
with the positions with variable interest rates is a
result of the decrease in the deposits with foreign
banks and credits. On the other hand, the gap
between the positions with adjustable
interest rates is negative?” and it is getting
deeper, but it does not signify larger exposure of
the banking system to the interest rate risk,
because the banks may change the adjustable
interest rates according to their needs.

The adjustable interest rates take the
largest share in the most common financial
instruments in the interest sensitive assets and
liabilities structure, credits (69.3%) and time
deposits (64.4%), respectively.

By maturity, there is almost full balance
between the interest sensitive assets and
liabilities on shorter-term (to three months). The
exposure of banks to interest rate risk is largest
in the three-to-six month maturity segment and it
arises from the positions with adjustable interest
rates. Although the adjustable interest rates are
present in all assets and liabilities maturity
segments, the interest sensitive assets within the
one-month maturity segment are exception,
where the key positions are those with fixed

% The positive gap with the positions with fixed interest rates is due to the prevalence of this interest rate type in
most of the items of the interest sensitive assets, especially with the allocated reserve requirement (100%), securities
(97.3%) and bank investments in deposits (94.0%). The positive gap with the positions with variable interest rates is
a result of the fact that substantial part of the sight deposits (59.9%) is with variable interest rates.

7 The negative gap with the positions with adjustable interest rates arises from the fact that substantial part of the
time deposits and almost all sight liabilities are with adjustable interest rates.
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Figure 64 Absolute amount of interest
sensitive assets and liabilities and the
gap by the maturity structure and the
interest rate type
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Figure 65 Net weighted value and ratio
between the total weighted value of the
banking book and own funds by the

interest rate type
2.0% 1,000

1,5% 4 = N 800

1.0% 1 - R - 600

0.5%

0.0%

% of own funds
in millions of denars

-0.5% 1

S1.00 | ————

-1.5% -400
06.2011 09.2011 12.2011 03.2012 06.2012

= fixed interest rate (right scale)
== variable interest rate (right scale)
== 3djustable interest rate (right scale)
«—===fixed interest rate (left scale)
variable interest rate (left scale)
===3djustable interest rate (left scale)
total weighted value (left scale)
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interest rates?®. On the interest sensitive liabilities
side, the positions with adjustable interest rates
have the dominant place in the maturity
segments with smaller maturity because of the
sight deposits, while in the segments with longer
maturities, the positions with fixed interest rates
prevail, primarily because of the time deposits
with residual maturity over six months. This
maturity segment registers the largest gap
between the interest sensitive assets and
liabilities with fixed interest rate (beside the
maturity segment to one month). With the
positions with variable interest rate, there is
almost full balance between the assets and
liabilities. The analysis of the maturity structure
of the positions with adjustable interest rates
indirectly denotes the banks expectations for the
period until the following "adjustment" of the
interest rates level (from three to six months for
the assets with adjustable interest rates, and for
one month, for the liabilities with adjustable
interest rates).

4.2. Weighted value of the banking book

The adjustable interest rates in the credit
and deposit bank products create conditions for
low exposure of the banks to the interest
rate risk in the banking book, and beside the
fact that on June 30,2012, the total weighted
value of the banking book is by four times higher
(increase of Denar 320 million), compared to the
end of the first quarter of 2012. The positive total
weighted value of the banking book indicates
exposure to risk of downward change in
the interest rates of this portfolio. The
substantial rise in the total weighted value of the
banking book is due to the decrease in the net
negative weighted position with fixed interest
rate (caused by the smaller amount of CB bills
and investments in deposits on the assets side
and the time deposits on liabilities side) and
increase in the net positive weighted position
with adjustable interest rate (caused by the

2 The dominance of the positions with fixed interest rates in the maturity segment to one month is due to the
maturity characteristics of the basic monetary policy instruments (reserve requirement and CB bills have contractual
maturity to one month) and the instruments on the domestic money market, as well as the banks preference to
invest the foreign exchange liquid assets on short-term as deposits in foreign banks.
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Figure 66 Ratio between the total
weighted value of the banking book and
own funds, by the interest rate type, the
currency and the maturity segments
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higher credit amount on the assets side and the
time deposits on the liabilities side).

However, the total weighted value of the
banking book takes only 0.9% of the own funds
of the banking system. By bank, the total
weighted value to own funds ratio ranges from
0.1% to 5.2%, with median of 1.4%. Most of the
exposure to interest rate risk arises from the
higher positive weighted value for the positions
with adjustable interest rates and positions in
Denars with Euro clause, with the maturity
segments over one year.

47



NATIONAL BANK OF THE REPUBLIC OF MACEDONIA @

5.

Insolvency risk

17.6%
17.4%
17.2%
17.0%
16.8%
16.6%

16.2%
16.0%

14.8%

14.6%

14.4%

14.2%

14.0%

13.8%

13.6%

11.6%

11.5%

11.4%

11.3%

11.2%

11.0%

10.9%

Figure 67 Indicators for the solvency and
contribution of the individual components
in the quarterly change in the indicators
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The solvency of the banking system
registers no substantial changes in the
second quarter of 2012. The increased own
funds in the second quarter of the year
originate from the keeping of part of the
2011 gain in the banks' capital funds. The

capital requirement for risk coverage
(hereinafter referred to as: capital
requirement) registered intensified

quarterly growth, which is almost fully due
to the increase in the capital requirement
for credit risk coverage that stem from
"nonfinancial companies" and "household".
The capital requirements for currency risk
coverage registered a decrease for two
consecutive quarters already, because of
the narrowing of the net foreign currency
position in Euro.

5.1. Indicators for the solvency and
capitalization of the banking system

The indicators for the solvency and
the capitalization of the banking system
register no substantial changes in the
second quarter of 2012.

The capital adequacy ratio reduced
by minimal 0.1 percentage point and on
June 30,2012 it equals 17.4%, which is still
high percentage. The main factor for such a
quarterly change is the faster growth in the
capital requirements, mostly as a result of the
slightly stronger credit activity of the banking
system, compared to the increase in the own
funds.

The indicator for the ratio between
core capital”® and the risk weighted assets
retained the level registered on March
31,2012 (14.7%), mainly because of the
similar growth dynamics of the core capital and
the capital requirements.

2 1t is the core capital after the deductable items from the sum of the core and the additional capital.
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Figure 68 Capital adequacy ratio, by bank
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In the second quarter of 2012, the
capitalization of the banking system
(measured through the capital and
reserves/assets ratio) improved by 0.2
percentage points. The change of this indicator
arises from the quarterly decrease in the liquid
assets of the banking system (for which, mainly,
the banks are not required to allocate capital)
and the consecutive slower quarterly assets
growth (1%), compared to the increase in the
risk weighted assets (1.9%).

The banks in the Republic of
Macedonia register at least 63% higher
capital adequacy ratio compared to the
legally prescribed level of 8%. In the second
quarter of 2012, among the five banks with the
highest market share by the assets size (total
market share of 75.5% on June 30,2012), three
banks increased their capital adequacy®®, one
bank registered a decrease (because of the
larger capital requirements as a result of the
slightly intensified credit activity, including the
off-balance sheet activity), while one bank
maintained the capital adequacy on the same
level. Four banks, among the remaining ones,
registered an increase in the capital adequacy
ratio, while other eight banks registered a certain
decrease.

5.2. Movements and quality of the own
funds of the banking system

In the second quarter of 2012, the
own funds of the banking system increased
by Denar 539 million (or by 1.29%), which is
a deceleration compared to the growth registered
in the first quarter (when the own funds
augmented by Denar 2,085 million, or 5%). In
the following two months (July and August 2012),
the own funds of the banking system registered
certain decrease (of about Denar 13 million),
mostly as a result of the increased current loss
with one medium-size bank.

% The upward movement of the capital adequacy ratio with these three banks is due to different factors: keeping
part of the gain registered in 2011 in capital funds, showing better financial result compared to the first quarter of
2012 and lower capital requirements in the second quarter of 2012.
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Figure 69 Annual changes in individual own
funds' items (above) and own funds
structure (below)
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revaluation reserves and hybrid capital instruments.

In conditions of no new capitalization with
the banks in the second quarter of 2012
(compared to the two in the first quarter of the
year, in the total amount of Denar 1,105.5
million), the keeping of the profit realized in
2011 in the banks capital was the only
more significant source of increase in the
core capital and the total own funds (eight
banks kept Denar 541 million worth assets from
the gain registered in 2011)*. The deductable
item "current loss" registered other significant
change in the core capital of the banking system,
i.e. it is smaller by Denar 39.6 million compared
to March 31,2012.

The core capital of the banking system
(after the deductable items from the core and the
additional capital) participates with 84.3% in the
total own funds (increase of 0.3 percentage
points compared to March 31,2012), thus
indicating a relatively high quality of the own
funds of the banking system (by bank, this
share ranges from 66.5% to 100%).

The additional capital of the banking
system registered certain decrease in the second
quarter of 2012, stemming from the decrease in
the amount of the subordinated instruments
which can be part of the additional capital, of
Denar 54 million. The decrease in the amount of
the subordinated instruments in the calculation of
the own funds is because of the regulatory
requirement for discounting (by 20%) of their
value, when the maturity will enter the last five
years of the maturity date. On June 30, 2012, six
subordinated instruments (out of total 22
included in the calculation of own funds), with
four banks, in the total amount of Denar 1,805
million have residual maturity less than five years
(which is 26.6% of the total amount of
subordinated instruments that are included in the
calculation of own funds).

The improvement of the banks
capacity to generate capital internally

3! 1In the first half of 2012, two large banks paid dividend tor the holders of common and preference shares, in the
total amount of Denar 502 million (including also the tax on the paid dividend). This represents 42.4% of the total
gain in the banking system for 2011, or 18.8% of the profitable banks in 2011.
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Figure 70 Annual, absolute and percentage
change (above) and structure (below) of
the own funds, by the use for covering
individual risks
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Source: National Bank on the basis of data submitted
by banks.

(through improvement of the profitable
operating) is one of the main challenges
the future own funds growth, to great
extent, depends on. The use of the other
significant source for increasing the own funds -
capitalization of the parent entities is more
uncertain (primarily on a short-term basis),
especially for the banks owned by entities facing
with problems in their operating and have
deteriorated performances. These challenges are
also possible for the banks without dominant
shareholder, thus indicating possible lower
degree of stability of the ownership structure and
certain passiveness of the shareholders of such
banks, when they require capital infusion.

The fact that the substantial part of the
subordinated instruments in the following one-
year and two-year period®* enters the last five
years of their maturity and that they will be
included in the calculation of the own funds at
discounted value can also be considered as an
additional factor for limiting the future increase in
the own funds (in the following two year-period,
9 subordinated instruments, with 7 banks in the
total amount of Denar 3,026 million enter the last
five years to maturity date, which is 44.5% of the
total amount of the subordinated instruments
which are included in the calculation of the own
funds). The latter imposes a need for possible
refunding of the liabilities based on subordinated
instruments, which could represent a relatively
expensive option for the banks.

More details about the movements of the
own funds of individual bank groups are provided
in Annex 28.

5.3. Movements and structure of the
capital requirements and the "free"
capital of the banking system

In the second quarter of 2012, the
capital requirements went up Denar 387

32 More details are provided in the Report on the Banking System of the Republic of Macedonia in the first quarter of

2012, p. 51.
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million (or 1.9%), which is certain
acceleration compared to the realized
growth in the first quarter of the year
(when the capital requirements increased
by Denar 118 million, or 0.6%).

Table 8 Capital requirements for credit risk, by the client type and risk weight

in millions of Denars

A n 9 9 Absolute changes Changes in %
) ) I o & & &
Capital requirements for credit risk, arising 4 4 I I
. . & v % o° Annual Annual
from the following activities: Q y o O
,,,Q ' ' ,,’0 (30.06.2011- | Q1:2012 | Q2:2012 |(30.06.20111 Q1:2012 | Q2:2012
30.06.2012) 30.06.2012)
Activities with government, government 007 | 001 | o001 | 0.00 -0.07 000 | -001 | -99.6% | -256% | -97.0%
funds and state agencies
- risk weight 50% 0.07 0.01 0.01 0.00 -0.07 0.00 -0.01 -99.6% -25.6% -97.0%
Activities with financial institutions 1,169 1,261 1,283 1,247 78 22 -36 6.6% 1.7% -2.8%
- risk weight 20% 526 545 513 457 -69 -32 -56 -13.1% -5.9% -11.0%
- risk weight 100% 644 716 770 790 147 54 20 22.8% 7.5% 2.6%
Activities with enterprises 9,975 9,955 10,179 10,577 602 224 398 6.0% 2.2% 3.9%
- risk weight 20% 2 1 1 1 0 0 0 -25.7% 36.7% 37.4%
- risk weight 100% 9973 | 9,954 | 10,178 | 10,576 602 224 398 6.0% 2.2% 3.9%
Activities with households 5,571 5,681 5,695 5,835 264 13 140 4.7% 0.2% 2.5%
- risk weight 50% 592 639 653 700 108 14 47 18.3% 2.2% 7.1%
- risk weight 100% 2,722 2,837 2,841 2,923 201 4 82 7.4% 0.1% 2.9%
- risk weight 125% 2,258 2,204 2,200 2,212 -46 4 12 -2.0% -0.2% 0.5%
Other activities 1581 | 1,698 | 1,693 | 1,749 168 -5 57 10.6% -03% | 3.3%
- risk weight 20% 1 1 1 1 0 0 0 -6.3% 0.0% 0.1%
- risk weight 100% 1,580 1,697 1,692 1,748 168 5 57 10.6% -0.3% 3.3%
Total f capital i fi
c‘r’::ita::(""t of capital requirements for | 15297 | 18,505 | 18,849 | 19,408 | 1,111 254 559 6.1% 14% | 3.0%

Source: National Bank on the basis of data submitted by banks.

Figure 71 Share of the credit risk weighted
assets and capital requirements for credit
risk in the net credit exposure
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Source: National Bank on the basis of data submitted
by banks.

The capital requirements for credit
risk coverage fully determined the
quarterly rise in the total capital
requirements. Thus the capital requirement for
credit risk coverage went up by Denar 559 million
(or 3%), which is twice more compared to the
increase in the first quarter of the year. The
increase in the capital requirements for credit risk
coverage mostly arises from the credit activity of
four banks, mainly the enterprises, and less from
the lending to households.

The share of the credit risk weighted
assets and the capital requirements for
credit risk coverage in the net accounting
value of the total credit exposure at the
level of the banking system maintained
stable in the previous one-year period.
Thus approximately 60-61% of the total credit
exposure (net impairment) serves as a basis for
calculation of the amount of the capital
requirements for credit risk coverage. The
maintenance of these ratios in the last one-year

52




G

Report on banking system of the Republic of Macedonia in the second quarter of 2012 &

TZENY

period can be deemed as an indicator for the
banks' consistence for taking additional activities
(and risks).

The capital requirement for currency
risk coverage registers a decrease for two
consecutive quarters. Thus in the second
quarter of 2012, the capital requirements for
currency risk coverage went down by Denar 173
million, or 13%. As a contrast, on annual basis
(30.6.2011-30.6.2012), this own funds
component registered solid two-digit growth rate
(15.8%), although significantly smaller compared
to the annual increase registered in 31.3.2011-
31.3.2012 period (26,9%). The quarterly
decrease in the capital requirements for currency
risk coverage arises from the narrowing of the
net foreign currency position in Euro, which is
mostly due to the severer drop in the Euro assets
(of Denar 5,119 million), compared to the
decrease in the Euro liabilities (of Denar 3,772
million)*. The decrease is not determined by the
movements in the entire banking system, but
mostly arises from the movements with one
bank.

Table 9 Movements of the capital requirement for currency risk coverage, by the net foreign
positions by currency

in millions of Denars

Absolute changes Changes in %
Capital requirements for currency Annual Annual
risk arising fr(;?i:i:isf?llowmg net- | 30.06.2011 |31.12.201131.03.2012|30.06.2012 (30.06.2011] Q1:2012 | Q2:2012 [(30.06.2011] 01:2012 | Q2:2012
P ! 30.06.2012) 30.06.2012)

Net positions in foreign currency 999 1,465 1,330 1,157 158 -135 -173 15.8% -9.2% | -13.0%
- EUR 908 1,398 1,256 1,082 174 -142 -174 19.1% -10.2% -13.9%
- USD 53 40 31 41 -12 -9 10 -22.9% -21.6% 30.7%
- CHF 15 4 12 7 -8 8 -4 -50.6% 193.2% | -36.5%
- Other 22 23 31 27 4 8 -4 19.3% 32.9% -13.3%

Net positions in gold 0.003 0.003 0.003 0.000 -0.003 0.000 -0.003 -100.0% 0.0% | -100.0%

Total amount of capital requirements| g4 1465 | 1330 | 1,157 158 135 | -173 | 158% | -9.2% | -13.0%

for currency risk

Source: National Bank on the basis of data submitted bv banks.

The free capital over the minimal level for risk coverage registered quarterly
growth of Denar 152 million (or of 0.6%), which is less by almost 14 times
compared to the increase realized in the first quarter. However, on annual basis, the
free capital registered growth acceleration and it is the fastest growing component
of the own funds, analyzed from the aspect of their use for covering certain risks.
Its share in the total own funds equals 54%. The constantly higher absolute annual
growth in the last one-year period, the "excess" own funds over the minimal level required,

3 Determined pursuant to the effective Decision and Instructions on the methodology for determining capital
adequacy.
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compared to the absolute increase in the capital requirements indicates certain caution of the
banks for additional risk taking in their operations. The accumulation of "free" capital over the
minimum level increases the capacity of the banking system for absorption of possible
unexpected losses from operations and improves its resilience to different shocks.

Pursuant to the new Decision on the methodology for determining capital
adequacy, the application of which started on July 1,2012, the risk spectrum the
banks are required to determine the capital requirements widened. Thus from this date
the banks should additionally determine also the capital requirements for operational risk
coverage in the operations, thus engaging part of the free capital for covering this risk.
Additional challenge for the banks is the change in the methodology for credit risk coverage,
towards application of the so-called standardized approach of the international capital
agreement, the so-called Basel II. Parallel to the newly introduced capital requirements for
operational risk, according to the estimations and analyses of the National Bank, the
implementation of the new approach in the determining of the capital requirements for credit
risk coverage is expected to free part of the capital requirement for covering this risk at the
level of the banking system.>*

More details about the capital requirement for risk coverage and the capital adequacy
ratio, by bank groups, are provided in Annex 29.

5.4. Stress-testing of the resilience of the banking system to hypothetical shocks
In the second quarter of 2012, the National Bank introduced additional stress

test simulations, whose basic intention is to elevate the level of extremity of the
assumed shocks.

34 More details are provided in the Report on the Banking System of the Republic of Macedonia in the first quarter of
2012, p. 77-79.
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Table 10 Results of the stress-test simulations for the resilience of the banking system
and individual banks to hypothetical shocks, as of June 30,2012

. Number of banks with CAR
CAR at the level Number of ba_nIG w_rth CAR at the level . after simulation below the
. CAR before simulation L Bank with lowest N
No. of of banking of banking CAR of the overall banking
. . below the CAR of the CAR, after . .
simulation | system, before . system, after . . system after simulation

simulation °"i""‘f“ baniing systeml  simutation simulation (number of banks with CAR

efore simulation after simulation below 8%o)
1 17.4% 8 15.0% 8.7% 9 (0)
2 17.4% 8 13.2% 1.9% 9(2)
3 17.4% 8 10.4% -5.5% 7 (5)
4 17.4% 8 9.1% 3.4% 7 (5)
5 17.4% 8 0.2% -5.8% 7 (13)
6 17.4% 8 -7.2% -13.8% 7 (15)
7 17.4% 8 13.1% 1.5% 8(2)
8 17.4% 8 10.3% -5.7% 7 (5)
9 17.4% 8 8.9% 3.0% 7 (5)
10 17.4% 8 10.5% -5.1% 7 (5)
11 17.4% 8 13.1% 2.2% 8(1)
12 17.4% 8 10.3% -5.3% 7(4)
13 17.4% 8 14.5% 10.2% 6 (0)
14 17.4% 8 10.0% 3.7% 6 (5)

Source: National Bank on the basis of data submitted by banks.

This stress test analysis is based on the implementation of 14 hypothetical simulations, of which:

- six simulations for isolated credit shock (three simulations of larger increase in the credit risk exposure classified
in the risk categories C, D and E by 30%, 50% and 80% and three simulations of transfer by 10%, 20% and
30% of the credit exposure classified in the risk categories A and B to the risk categories C, D and E, where the
transferred credit exposure is distributed equally),

- seventh simulation as a combination of the credit and foreign exchange shock (increase in the credit risk
exposure in the risk categories C, D and E of 50% and depreciation of the foreign exchange rate of the Denar
relative to the Euro and US Dollar of 20%),

- eighth simulation as a combination of shocks on the side of credit risk and foreign exchange risk (larger credit
exposure in the risk categories C, D and E by 80% and depreciation of the Denar exchange rate compared to the
Euro and the US Dollar of 30%),

- ninth simulation as a combination of credit risk and foreign exchange risk (transfer of 10% of the credit
exposure classified in the risk categories A and B to the risk categories C, D and E, where the transferred credit
exposure is distributed equally and depreciation of the Denar exchange rate relative to the Euro and US Dollar of
30%),

- tenth simulation, as a combination of the shocks on the credit risk and interest rate risk side (larger credit
exposure in the risk categories C, D and E by 80% and increase in the interest rates of individual asset and
liabilities, on-balance sheet and off-balance sheet positions of 1 - 5 percentage points),

- eleventh simulation as a combination of the shocks on the credit risk, foreign exchange risk and interest rate
risk side (larger credit exposure in the risk categories C, D and E by 50%, Denar exchange rate depreciation
relative to the Euro and the US Dollar by 20% and increase in the interest rates on individual asset and liabilities,
on-balance sheet and off-balance sheet positions of 1 - 5 percentage points),

- twelfth simulation as a combination of shocks on the credit risk, foreign exchange risk and interest rate risk side
(larger credit exposure in the risk categories C, D and E of 80%, Denar exchange rate depreciation relative to the
Euro and the US Dollar by 30% and increase in the interest rates on individual asset and liabilities, on-balance
sheet and off-balance sheet positions of 1 - 5 percentage points),

- thirteenth simulation, simultaneous reclassification in the risk category C of the five largest credit exposures to
nonfinancial entities (including the connected persons),

- fourteenth simulation, simultaneous reclassification in the risk category C of the ten largest credit exposures to
nonfinancial entities (including the connected persons).

Additional simulations of shocks on
the banks credit risk side were performed,
in order to examine some of the possible
channels of transferring negative effects of the
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Greek crisis and generally the Euro area, on the
domestic banking system. The results of these
simulations are as follows:

Table 11 Results of the stress test simulations for the resilience of the banking system to
hypothetical shocks, as of June 30,2012

. Number of banks with CAR
CAR at the level Number of ba_nks w.'th CAR at the level . after simulation below the
. CAR before simulation . Bank with lowest .
No. of of banking of banking CAR of the overall banking
. . below the CAR of the CAR, after . .
simulation | system, before . system, after . . system after simulation
. . overall banking system . . simulation )
simulation . . simulation (number of banks with CAR
before simulation . N
after simulation below 8%)
1 17.4% 8 16.3% 12.4% 8(0)
2 17.4% 8 15.6% 11.4% 6 (0)
3 17.4% 8 13.7% 8.8% 8 (0)
4 17.4% 8 12.7% 6.7% 51)
5 17.4% 8 9.2% 1.8% 5(2)

Source: National Bank on the basis of data submitted by banks.

This stress test analysis is based on the implementation of five hypothetical simulations, of which:

- three simulations for assumed uncollectability (of 30%, 50% and 100%) of the credit exposure of the domestic
banks to: 1) Greek nonresidents; 2) 100 largest net exporters to Greece (the determining of the largest net
exporters was made on the basis of the realized net export for 30.6.2011-30.6.2012 period). These 100 net
exporters cover about 80% of the total export to Greece; 3) domestic entities having liabilities based on credits to
Greece, for 30.6.2012-30.6.2013 period; and 4) domestic persons having claims based on credit operations to
Greece for 30.6.2012-30.6.2013 period;

- two simulations for assumed uncollectability (of 30% and 50%) of the credit exposure of the domestic banks to: 1)
nonresidents from the Euro area; 2) 150 largest net exporters to the Euro area (the determining of the 150 largest
net exporters was made on the basis of the realized net export in the 30.6.2011-30.6.2012 period), while these 150
net exporters cover about 85% of the total export to the Euro area; 3) domestic entities having liabilities based on
credits to Euro area, for 30.6.2012-30.6.2013 period; and 4) domestic persons having claims based on credit
operations to Euro area for 30.6.2012-30.6.2013 period.

6. Profitability

In the first half of 2012, the banking system of the Republic of Macedonia has
realized profit of Denar 609.1 million, which is higher by Denar 252.5 million, or
70.8% of the profit registered in the first six months of 2011. The larger profit in the
banking system is due to the increase in the net interest income of the banks, as
well as to the impairment release because of the collection of claims by foreclosure.
This released impairment was almost fully used for covering the additionally made
impairment because of the further deterioration of the banks' credit portfolio. These
factors conditioned improvement in the banks' profitability indicators, accompanied
with the improved operating efficiency of the banks. In comparison with the first
half of 2011, the number of banks registering positive financial result augmented to
11, and accordingly, their share in the total assets reached 92.4%, compared to
65.7% in the first three months of 2012 and 86.4% in the first half of 2011. In July
and August 2012, the banking system registered smaller profit because of the higher
impairment, i.e. deterioration of the banks' credit portfolio. However, the realized
gain in these seven and eight months is higher compared to the same period of the
preceding year.
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6.1. Movement and structure of income

Figure 72 Absolute increase in the main and expenditures of the banking

income and expenditures, compared to

the same period of the preceding year system
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Source: National Bank, based on data submitted by income® and extraordinary income) realized in
banks. the first half of 2012 are higher by Denar 825
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Source: National Bank, based on data submitted by
banks.

3 Annual increase in the net interest income was registered with 11 out of total 17 banks in the country.

% The total regular income included: the net interest income, net income from commissions and fees and other
regular income (net income from trading, net income from financial instruments recorded at fair value, net income
from exchange rate differentials, income based on dividends and capital investments, profit based on sale of financial
assets available for sale, capital gains realized on the basis of sale of assets, releasing provisions for off-balance sheet
assets, releasing other provisions, income on other basis, income based on unpaid previously written-off claims and
losses due to sale of financial assets available for sale).

%7 The interest income augmented by Denar 504.2 million, i.e. 5.3%.

3 The interest income from nonfinancial companies increased by Denar 176.7 million, i.e. 4%, while the interest
income from the "household" sector grew by Denar 141.6 million, or 4,1%.

% The interest income from financial institutions increased by Denar 112.6 million, i.e. by 13%, which is due to the
intensified investment of the banks in CB bills on annual basis, despite the decrease in their maximal interest rate
registered in May 2012. The interest income from investment in Treasury bills is included in the "interest income from
other entities" category and at the end of June increased by 10.5% on annual basis.
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Figure 74 Sector structure of the income (above) and expenditures (right) from interest
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Source: National Bank, based on data submitted by banks.

The moderate decrease in the interest
expenditures of Denar 58.6 million (or 1.3%) also
contributed moderately to the increase in the net
interest income, which is a result of the decrease
in the deposit interest rates of the banks, despite
the increase in the deposits of the non-financial
sector. The decrease in the interest expenditures
mostly stems from the reduced interest
expenditures for the "households" sector, which

Figure 75 Use of total income

0.0% 0.1% 0.1% arises from the lowered deposit interest rates of
122; the banks on the time Denar and foreign
80% - 26.2% currency  household  deposits.  Additional
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interest expenditures to the financial companies,

primarily to the pension funds®. Regarding the

other types of interest expenditures of the banks,

il (the interest expenditures to the nonfinancial

-10% companies and the "government" sector and the
30.6.2010 30.6.2011 30.6.2012 nonresidents), certain increase was registered.

M Operating expenses 4 Impairment losses

The largest portion of the banks' total
income is spent for covering the operating costs*
Source: National Bank, based on data submitted | znd impairment. The share of these two
by banks. expenditures categories in the total income fell by

M Gross profit before tax M Extraordinary expenses

0 The decrease in the interest expenditures based on time deposits of pension funds corresponds to the decrease in
the short-term time deposits of the pension funds.

*1 The operating costs include: the employee expenses, depreciation, general and administrative costs, deposit
insurance costs, deposits and other expenditures, except extraordinary expenditures.
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Figure 76 Impairment of the financial

assets (in millions of denars)
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Figure 77 Influence of the impairment
and the special reserve on the profit
amount
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Figure 78 Structure of the operational

costs
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1.6 percentage points and by 0.9 percentage
points, respectively, which is a positive indicator
for improvement of the bank operating in the first
half of 2012.

The net impairment of the financial
assets decreased by Denar 9.6 million (0.5%),
as a result of the impairment release performed
in June 2012 with one bank, because of collection
of claims from legal entities through foreclosure.
The released impairment registered high rise of
50.2%, compared to June 2011, which
substantially  contributed for the banks
profitability. Thus if we isolate this effect, the
annual increase in the impairment would be
significantly higher, neutralizing totally the banks
profit. The impairment of the financial assets
significantly increased in July and August, as a
result of the deterioration of the credit portfolio
that induced reduction of the realized gain.

Within the banks' operating costs, the
largest annual increase of Denar 341.4 million, or
96% accounts for the other operating costs®,
which mainly arises from one bank. Also, more
apparent annual rise of Denar 63.3 million, or
11.7% was also registered with the deposit
insurance premiums, which corresponds to the
annual increase in the bank deposits. Despite
such movements, the most significant share in
the operating costs structure accounts for the
employee costs and general and administrative
costs (67.3%).

42 Other operating costs include special reserve for the off-balance sheet exposure, other provisioning and
expenditures on other basis (costs from previous years, taxes and contributions for fines, taxes and court decisions

and other expenses).
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Figure 79 Movement of the lending
(above) and deposit (below) interest

rates
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Figure 80 Interest rate spread
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6.2. Movement of the interest rates and
the interest rate spread of the banking
system

The downward trend of the lending and
deposit interest rates continued also in the first
half of 2012, partially conditioned by the
reduction in the maximum amount of the
reference interest rate of the National Bank of the
Republic of Macedonia by 0.25 percentage points
in May 2012 and the decrease in Euribor during
the entire year half. The largest decrease in the
lending interest rates relative to June 2011 was
registered with the interest rates on Denar and
FX loans. More severe decrease has been
registered with the deposit interest rates, mostly
with the foreign currency deposits. The interest
rate on Denar deposits with FX clause was an
exemption, where the interest rate registered an
increase.

The intensified decrease in the deposit
relative to the lending interest rates resulted in
widening of the interest rate spreads between the
interests on Denar credits and deposits. The
increase in the interest rate on Denar deposits
with FX clause caused narrowing of the interest
rate spread between the lending and deposit
interest rates on both the Denar and the FX
indexed loans. In line with such changes,
narrowing of the difference in the interest rate
spreads was registered, mostly of those in foreign
currency and in Denars with FX clause.

6.3. Indicators for the profitability and
efficiency of the banks

The increase in the profit of the banking
system in the first half of the year contributed for
improvement of the main indicators for the
banks profitability. The operational
efficiency of the banks registers certain
improvements, as well.

In comparison with the first half of 2011,

in the first six months of 2012, the rates of
return on assets (ROAA) and return on
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equity (ROAE)* increased. The improvement
of these three indicators at the level of the
banking system fully arises from the improved
profitability of the group of medium-sized banks,
as opposed to other groups where these
indicators have worsened (Annex 30).

Table 12 Indicators for the profitability and the efficiency in the operations of the

banking system

Indicators Banking_] system
30.06.2011 | 30.06.2012

Rate of return of average assets (ROAA) 0.2% 0.4%
Rate of return of average equity (ROAE) 2.1% 3.2%
Cost-to-income ratio 69.0% 67.4%
Non-interest expenses/Total regular income 75.4% 73.6%
Labour costs /Total regular income 26.3% 24.2%
Labour costs /Operating expenses 38.1% 35.9%
_Impairment losses of financial and non-financial assets /Net interest 39.3% 37.9%
income

Net interest income /Average assets 3.2% 3.3%
Net interest income /Total regular income 66.6% 66.8%
Net interest income /Non-interest expenses 88.4% 90.7%
Non-interest income/Total regular income 39.6% 33.2%
Financial result/Total regular income 4.7% 7.3%

Source: National Bank, based on data submitted by banks.

Figure 81 Net interest rate spread
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The improved operating of the banks in
the first six months of the year can be perceived
also through the increased net interest income, a
smaller part of which is used for covering the
banks impairment despite the worsening of their
credit portfolio quality during the analyzed period.
The improvement of this indicator is due to the
proportionally higher rise in the net interest
income relative to the banks impairment.

The operational efficiency of the banks
also improved during the first half of the year in
comparison with the same period of 2011, which
can be perceived from the reduced amount of the
total regular income that is spent for covering the
operating costs. The banks improved operational
efficiency is proved also by the other indicators
for the correlation between the individual types of
costs and the total regular income. The group of
small banks is an exception, registering worsened

*3The profit margin is a ratio of the gain (loss) of the operations and the total regular income.
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Figure 82 Net interest rate spread, by
bank
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operational efficiency, mostly as a result of the
increase in the operating costs.

The net interest margin® registers
minimal changes. In comparison with June 2011,
it widened by 0.1 percentage point, which stems
from the proportionally higher rise in the net
interest income compared to the increase in the
average interest bearing assets.

Eight out of 17 banks registered lower net
interest margin than the one registered at the
level of the banking system.

** The net interest margin is calculated as a ratio between the net interest income and the average interest bearing
assets. For comparison purposes, the interest expenditures between the net interest income and expenditures for the

first quarter are reduced on annual basis.
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