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Scope of the Key Note

Objective

Present the ability and limitations of Financial Institutions‘ management to
plan and mitigate adverse impacts of the crisis in a region severely
affected. Southeast Europe

Financial Institutions Universe

Leasing
56 Financial Institutions
(breakdown by type: MCOs,
commercial banks, 35%

microbanks, MCOs,
non-bank financial institutions)

Microfinance Banks,
15%



Outline Overview

= Managing Liquidity

= Asset Quality Management & Provisioning Policies
= Managing Maturity Mismatches

= Managing Open Currency Positions

= Managing Interest Rate & Repricing Risk

= Managing Profitability



Managing Liquidity



Liquidity Crisis: Montenegrin Banks‘ Strategy

Individual Banks’ Deposit Loss in Oct and Nov 2008
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Liquidity Crisis: Managing Deposits
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Q4 2008 — Q2 2009

Outflow of Deposits:

Net Deposit Flow between
September 30, 2008 and
September 30, 2009
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Deposit Rates Dynamics in the Region

Foreign Currency Deposit Rates

= Romania = Moldova — Serbia

Percent per annum
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Role of Parent Funding

Bank 2 — Deposit Base, Liquidity and Parent Funding, 09/08 — 09/09
10% 35%
= Parent Non-Equity Funding (R)

) jquid Assets (R)
=== 0/, Change in Total Deposits (L)

5% 30%

e

0% 25%

5% 20%

-10% - 15%

% of Total Assets

-15% T 10%

% Change in Total Deposits
since 30 September 2008

-20% - 5%

Sep-08 Nov-08 Jan-09 Mar-09 May-09 Jul-09 Sep-09

Take-Away 3 — Parent Funding = Lender of Pre-last Resort

= Parent funding played a very important role to keep satisfactory liquidity
levels: group liquidity management and own core liquidity

= Parents' own liquidity even more critical as group liquidity systems got
impaired
Source: EFSE PLIs



Liquidity Management in MFlIs




Bosnia and Herzegovina — Total Funding Volume

Composition to MFlIs
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Asset Quality Management & Provisioning Policies



Moldova: Different Strategies by individual Banks

in dealing with Asset Quality
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Moldova - Loan Loss Reserves Coverage of Problem Loans
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... varying Provisioning Policies
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Asset Quality Management Banks




Asset Quality Management MFIs




An MFI Example:

Managing Asset Quality & Provisioning
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MFI Moldova, Asset Quality and Provisioning Policy

l - 14,0%

I - 12,0%
| /=
[ // w00

- 8,0%

- 6,0%

- 4,0%

- 2,0%

- 0,0%

QL Q2 Q3 Q4 Q1 Q2 Q3 Q4 QL Q2 Q3 Q4 QI Q2 Q3 Oct
2006 2006 2006 2006 2007 2007 2007 2007 2008 2008 2008 2008 2009 2009 2009 09

mmm Provisioning ratio on
Current loans [L]

Provisioning ratio on
PAR 1-30 days [L]

——PAR>30 [R]

= Rescheduled and
Refinanced Loans
Ratio [R]

| | R as % of Gross
portfolio [R]

Take-Away 7 — Commercial Shareholders no Guarantee for sound Asset
Quality Management

= Risk appetite, provisioning and capital levels do not always match

= Profit maximization vis-a-vis maximization of risk mitigation



Managing Maturity Mismatches



Maturity Mismatch

Take-Away 8 — Managing Maturity Mismatches least of Concerns

= Maturities on bank loans are shortening with the majority of long-term
funding being parent and IFI funding

EFSE Subloan Portfolio by Maturity Buckets*

MSE < lyear 1-3 years 3-5years > 5 years
Q1- Q32008 31,7% 39,5% 23,8% 5,0%
Q1- Q32009 44.2% 34,1% 16,5% 5,2%

* Subloans disbursed during the period



Managing Open Currency Positions



Direct Exposure to FX Risk in Banking Sector

Foreign Exchange Open Position as % of Regulatory Capital
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Indirect FX-induced Credit Risk in Banks

Foreign Currency Lending as % of Gross Loan Portfolio
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Managing Interest Rate & Repricing Risk



Interest Rate Risk

Moldovan Average Lending Rates

= Moldova - FX Lending Rate - - - - Average over the period
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Interest Rate Risk

7 Year Historic ROBOR and EURIBOR rates
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Managing Profitability



Importance of Refinancing Costs on Profitability

Average Marginal Funding Costs in Bosnia and Herzegovina
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Importance of Refinancing Costs on Profitability

Average Nominal Funding Costs in Bosnia and Herzegovina
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Take-Away 12 — Profitability benefits from declining funding costs in
nominal terms






Thank you for your attention!



