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Dear Honourable Member,

Thank you for your letter of 11 July 2016 in which you request the Commission to look at its 
position on the 2013 bank recapitalisations in Slovenia, also in view ofrecent police searches 
in the premises of the Slovenian Central Bank.

In your letter, you indicate that in early autumn 2013, Slovenian banks (in particular NLB 
and NKBM) still had positive accounting equity and you also refer to the Commission's 
enhanced State aid burden-sharing rules as laid down in the 2013 Banking Communication1.

As regards the latter, you correctly point out that the 2013 Banking Communication makes 
clear that the Commission - when assessing the compatibility of an aid measure for a bank in 
crisis - expects enhanced burden-sharing as of 1 August 2013. Point 41 of the Banking 
Communication indeed explains that "hybrid capital and subordinated debt holders must 
contribute to reducing the capital shortfall to the maximum extent" and that "such 
contributions can take the form of either a conversion into Common Equity Tier 1 or a write
down of the principal of the instruments". 2 This enhanced burden-sharing helps to reduce the 
need for State aid and is therefore meant to protect taxpayers.
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As regards the context in which the recapitalisations of the Slovenian hanks took place, I 
would first like to draw> your attention to the report Macroeconomic Imbalances Slovenia 
2013 of 10 April 20133, which concluded that Slovenia was facing excessive economic 
imbalances. In this context, Slovenia had to carry out an asset quality review and a stress test 
(AQR/ST) of the Slovenian banking sector 4

It is true that common equity of NLB and NKBM was indeed positive in the intermediate 
financial statements of September 2013. However, these figures derived from some broad 
accounting rules and did not necessarily reflect the real economic value of equity. Many 
banks in Slovenia (and elsewhere in the EU) failed at the time to fully recognise the losses 
relating to non-performing loans. The book values of the equity of these banks were therefore 
significantly overestimated.

The results of the AQR/ST of 4 December 2013 showed the vulnerabilities of the banking 
sector and triggered additional impairments for NLB and NKBM. The Bank of Slovenia in its 
assessment used the AQR/ST results as an input. The comprehensive assessment published by 
the ECB on 26 October 2014 confirmed the impairments imposed by the Bank of Slovenia to 
NLB and NKBM in December 2013 and required even higher amounts.

The newly identified impairments resulted in significantly negative equity for both NLB and 
NKBM. Consequently, the Republic of Slovenia, as the main shareholder of the banks 
concerned, recapitalised the companies. Slovenia notified those State aid measures - and the 
underlying restructuring plans - to the European Commission. The two State aid decisions of 
18 December 2013 (NLB5 and NKBM6) approved the abovementioned aid amounts and the 
restructuring plans. More detailed information on that process can be found in those 
decisions.

Yours faithfully

Valdis DOMBROVSKIS
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