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In the first half of 2009, the Czech economy exgerid recession mainly induced
by declining foreign demand. All components of aggite expenditure with the
exception of government spending and final expenelibf nonprofit institutions
contributed to the decline in GDP by 4.2%. The agerinflation rate measured by
the consumer price index decelerated to 1.0%.

The total volume of funds for use in the finanaisrket increased by 5.8%. The
decrease of collective investments volume (by 3.9%ptes to the overall
development in the capital market.

On year-on-year basis, the household savings isetedy 8.3%, amounting to
CZK 2.2 trillion (EUR 83.1 bh at the end of 2009. Czech households deposited
more than 70% (CzZK 1.6 trillionEUR 60.5 bh of the savings in banks and
building societies. Czech households thus remain s@nservative.

The number of entities in the financial market has changed significantly. The
apparent decline in the number of investment inégliaries is related to legislative
amendments.

The banking sector was not heavily affected byfithencial crisis. Client deposits
represent a stable source of financing — the Htideposits to loans amounted to
almost 138%. Capital adequacy increased to 14.112%ear-on-year basis.

The Czech National Bank continued in the processgiedually loosening
monetary policy. 2T repo rate decreased from tligiral 2.25% to 1%. The APR
for consumption went up slightly, amounting to 26;4he APR for acquisition of
residential property stagnated.

The total volume of deposits increased by 6.8% mdu2009. On year-on-year
basis, the highest absolute increase of depositZ&f110.3 bn EUR 4.2 by was
recorded within the household sector. The volumpaifis increased by 2.0%. The
total household indebtedness increased by 7.2%eangn-year basis, amounting
to CZK 1,101.3 bnEUR 41.6 bhat the end of 2009.

On year-on-year basis, the number of newly arrangmutracts fell by 18.5%
during 2009. The total number of contracts in theirsy stage decreased to nearly
4.9 million at the end of 2009. State building s@@ contribution was paid out in
the total amount of CZK 13.3 bR 0.5 by On year-on-year basis, the total
number of loans increased to 988 thousand and GZK52bn EUR 10.1 bipfrom
the perspective of volume.

The volume or mortgage loans provided to househatdsunted to CZK 554.4 bn
(EUR 20.9 b at the end of 2009. Rates reported via HYPOINDiBdicator
fluctuated near the 5.6% mark. The gap betweerHfiEOINDEX rate and the
CNB 2T repo rate continued widen.

The sector recorded significant growth during 2008e balance sheet total of
credit unions increased by 48% to CZK 17.6 BWR 0.7 b Deposits increased
by 54% to nearly CZK 15.7 bn. Granted loans inedde CZK 8.8 bn.

The PX Index increased by 30.2% (1,117.3 p.) inganmson to 2008. The volume
of trades at the PSE fell by 29.8% to CZK 1,050(BR 39.7 bl while the
volume of trades at RM-S increased. Four stockstef main market of the PSE.
On 14 August 2009, the company Univyc acquireccenise from CNB to act as a
central securities depository. The company will cmence its activities upon
assuming records from the Prague Securities Cehités.will result in changes to
the clearing infrastructure and process as wetlh éise settlement of trades.

Banking investment firms dominate the volume ofié® for own account, other
than asset management transactions, and valueiarftstl assets. Nonbanking

! Selected values are converted from CZK to EUR ugliregyear-end exchange rate for state variablesttamdiverage
exchange rate (in the particular year) for flowiahles.
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investment firms together with investment comparoggrating in the area of
assets management concentrate on the managenbairaflients’ assets.

The stability of the insurance sector is documertigda 3.1% increase of the
written insurance premium. The increase can mdielhattributed to life insurance,
as non-life insurance experienced a major slowdofwts momentum.

The number of participants in supplementary pensiwurance increased by
almost 5% to 4.4 million. As at the end of 2009 tisgpants deposited CZK 200.7
bn EUR 7.6 bhin pension funds — i.e. year-on-year increase.®%. The number
of participants, who received contribution to s@wpéntary pension insurance
from their employers, amounted to 20.6%.

State budget recorded a deficit of CZK 192.4 BWR 7.3 bih. The failure to meet
the planned revenues mainly resulted from the @stag the part of all important
categories of tax revenues. At the end of 2009pmsalidated government debt
amounted to CZK 1,178.2 bE(R 44.5 bjh

Worsening economic situation of the Czech Repuislidourth quarter of 2008

resulted in a sharp depreciation of CZK in thetfgqearter of 2009. In the period
from the late October 2008 to mid-February 2008,Glzech crown depreciated by
28% against euro and 61% against the dollar. Howethbee Czech currency

compensated these losses, reporting a slight yegear appreciation against the
two leading global currencies at the end of 2009.

The reactions of both the Czech economy and tlenéiial sector to the crisis were
less negative than majority of other countries ehttal and Eastern Europe. This
resulted from a number of factors: lower currertcamt deficits in the previous
years, lower dependence on the volatile cross-baddbt financing, and lower
volume of cyclical investments. The Czech Republas not primarily hit by the
financial crisis; it was affected by the economisis — implicitly due to the export
dependence of the Czech Republic. However, problefmghe real economy
adversely affect the Czech financial sector. Thelige of revenues and wages
affects the ability of nonfinancial companies adlwas individuals to repay their
obligations.

The financial services sector became one of theakegs of interest of the EU in
the first half of 2009. Politically-sensitive leGiive and non-legislative proposals
of the EC in reaction to the crisis induced exp@mts on the part of entities as
well as member states. Members of the ECOFIN Coéwagrieed on the main
principals of the reform of the financial markepsuwision in the EU as well as the
treatment of impaired assets. The Council adopedadnclusions in respect of
banking capital, also addressing accounting stalsdaf financial instruments.
Active approach of the MoF in the legislative anessulted in a number of
successful projects, such as the revision of thpit@laRequirements Directive
(CRD), Regulation on Credit Rating Agencies (CRAR the Directive on the
taking-up and pursuit of the business of insuraragreinsurance (Solvency II).

The legislative process was finalized with regardhe Act on Payments, Act on
Insurance, Act implementing the Directive on rejppgrtduties of issuers of listed
securities, and the Act regulating certain aspetthie banking sector crisis. The
MoF undertook to prepare the Consumer Credit Acti @repared the Act
implementing the Directive on insurance of bank ai#ts as well as the Act
adapting the Regulation on Credit Rating Agenclid® MoF started to process the
Act on Financial Assurance as well as the Act immating the Directive on
settlement finality in payment and securities satgént systems as well as the
Electronic Money Directive. In spring of 2009, thoF presented the Act on
Pension Savings.

The key topic in this area was the harmonizatiodisfributors” expertise. As part
of the review of the system of out-of-court resimntof consumer-related disputes,
a proposal was presented for expanding the powdtsed-inancial Arbitrator and
changes to financing of this office. The updatecpss of the Financial Education
Strategy commenced at the end of 2009.
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1. MACROECONOMIC SITUATION

In the first half of 2009, the Czech economy exgered recession mainly induced by declining foreign
demand. All components of aggregate expenditurén Wit exception of government spending and final
expenditure of nonprofit institutions contributedthe decline in the gross domestic product (GDP3.B% in
2009. The average inflation rate measured as theuroer price index decelerated to 1.0%. The houdeho
consumption has been decreasing since the secaatiegqwf 2009 in reaction to significantly worsegin
situation on the labor market. The gross capitedtion was the main driver behind the year-on-geatine in
GDP. The creation of the gross fixed capital desedaand the inventory fell sharply, being the kagtdr
affecting the year-on-year decline in the grosstabpreation and consequently in GDP. The contriuof the
foreign trade was positive in the fourth quarteeadly.

Table 1.1: GDP growth rates

(annual,%) 2004 2005 2006 2007 2008 2009
Czech Republic 4.5 6.3 6.8 6.1 2.5 -4.2
EU-27 25 2.0 3.2 2.9 0.7 -4.2
Eurozone 0.8 2.2 1.7 3.0 0.6 -4.1
Japan 2.7 1.9 2.0 2.4 -1.2 -5.2
USA 3.6 3.1 2.7 2.1 0.4 2.4

Source: Eurostat

The average inflation rate measured by the consuyoriee index (CPI) decelerated to 1.0% in 2009. &dn
average, the inflation rate was only driven bysbecalled administrative measures, i.e. mainlyrtsiag prices
of regulated rent, electricity, and heating. Ondtteer hand, the market fluctuation of prices ditlincrease the
average inflation rate. One reason for this wasgh lsomparison base (namely the prices of oil) fritma

previous year, and another reason was the negateiction gap, which was characteristic for thengeny in

20009.

Table 1.2: Macroeconomic indicators of the Czecmenuy

2006 2007 2008 2009
GDP growth (%, constant prices) 6.8 6.1 25 -4.2
Household consumption (change,%, constant prices) 5.0 4.8 3.6 -0.3
Government consumption (change,%, constant prices) 1.2 0.7 1.0 4.4
Gross fixed capital formation (change,%, constant p rices) 6.0 10.8 -15 -8.3
Inflation (CPI, average for period,%) 25 2.8 6.3 1.0
Unemployment rate (MLSA, average for period,%) 7.1 5.3 4.4 6.7
Current account balance for GDP (%, current prices) -2.4 -3.2 -0.6 -1.0
Balance of trade for GDP (%, current prices) 2.0 3.4 2.8 5.0

Source: CZS0O, CNB, MLSA

The unemployment rate according to VSPS increassd 5.8% in the first quarter of 2009 to 7.2% ie th
fourth quarter of 2009. The decline in the foretgmand mainly after the production of the procegsidustry
resulted in a severe shock for the labor marketthWgradual year-on-year decline of the household
consumption, this shock infiltrated other segmerfitde economy. Nevertheless, it seems that coraparnied

to retain at least their skeleton staff, at theemge of reducing work-loads and stagnating salaries

The share of the current account balance of thenbal of trade in the nominal GDP amounted to -1ir02009.
Therefore, the Czech economy, similarly as in thevipus years, acts as a debtor on the global diahn
market. Position of the Czech Republic has not gadrmuch in comparison with 2008. The balance afer
surplus relative to GDP increased considerablyabse nominal imports decreased more than nomiipalres

2 Data published as at 11 April 2010.
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2. FUNDS FOR USE IN THE FINANCIAL MARKET

In spite of the decline in GDP, three of the fitenis of funds for use in the financial marketcorded steady
growth in 2009. The total volume of the funds imwed by 5.8% and this rate does not vary signifigdrom
the previous years. The fall in the volume of cneye in circulation (by 3.3%) is associated with an
exceptionally high comparison base. In the late82@then the consequences of the financial crisie wsost
severe, investors reduced their exposure to thigataparket instruments, preferring cash. The lowaume of
collective investments (by 3.9%) relates to theraledevelopment in the capital market. The peirgjst
increased volatility of the major stock marketsuitel in uncertainty on the part of investors. Tikisvhy the
redemptions of shares in the unit trusts exceedadimvestments in this subsector of the financiafkat.

Graph 2.1: Funds for use in the financial market
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4,000

3,500
- ‘ O Placement of insurance
3,000 -— — companies’ technical
reserves
2,500 - ] [
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0
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Source: MoF, CNB, AKAT

Bank deposits, including deposits in building stieig represent the largest share of the totalsffod use in
the financial market — more than two thirds (688&&)a result of the traditionally conservative Czpchulation.
A relatively significant increase in the insuramoenpanies’ technical reserves took place (by 28, 4ever,
this results from the methodological change in rgorting of the reserves. Consequently, their eslrarthe
total volume of the funds increased to nearly 1T#%e shares of other components did not changefisigmily.

% For the purpose of this report, we define the fufal use in the financial market as the sum okbdeposits, collective
investments, supplementary pension insurance, mplaceof insurance companies’ technical reservescamgency in
circulation available for placement in the finathai@arket. Therefore, they represent a particulgment of the total
balance of financial resources formation and use.
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Table 2.1: Funds for use in the financial matket

REPORT ON FINANCIAL MARKET DEVELOPMENTS IN 2009

Year-on-year change

As at 31 Dec (CZK bn) 2008 2009 Abs. (%)

Deposits in banks ° 2,301.0 2,457.5 156.5 6.80

of which: building savings schemes 401.3 415.2 13.9 3.45
Collective investments 243.9 234.5 -9.4 -3.85
_Suppl_ementary pension insurance, 186.7 200.6 139 745
including state contribution
Place_ment of insurance companies’ 206.8 381.9 85.1 28.66
technical reserves
Currency in circulation 365.5 353.6 -12.0 -3.28

3,428.1 3,628.0

Total €1295 €1371 199.9 5.83

Source: MoF, CNB — ARAD, CNB, AKAT

4 Data published as at 15 April 2010.

5 Including CZK deposits of clients according to seciassification.
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3. STRUCTURE OF HOUSEHOLD SAVINGS

On year-on-year basis, the total household saVimysreased by 7.3%, amounting to CZK 2.2 trillion
(EUR 83.1 bhat the end of 2009. The highest year-on-yearesse (approximately 13%) was recorded in the
category of demand deposits and funds investedintsts. Due to the volume of demand depositsirt
growth — taken in absolute numbers (by CZK 85.6 -baiitically affects the overall balance of sawéng@oth
supplementary pension insurance and funds investiEfe insurance registered more than 7% growth.rilot
one of the monitored items registered decline B0

Graph 3.1: Development of the structure of privsteings in the Czech Republfic
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B Direct investments in
securities
80% | O Unit trusts
| Life insurance
04 -
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2005 2006 2007 2008 2009

Source: MoF, CNB

Due to the traditionally conservative behavior @e€h households, the structure of the savingsaliytdid not
change in 2009. Over 70% (CZK 1.6 trillidBUR 60.5 b of the savings were allocated to banks and mgldi
societies. Czech households thus remain very ceaibez. This attitude has certainly been suppokigdhe
recent experience with the financial crisis, whighved as additional motivation for transferringnsoof the
savings from riskier instruments to insured banbabs.

% In comparison with the past, the calculation metiogy changed in 2009 — for this reason, the dithe time series have
also been recalculated for the years 2005 throu@@8.2Direct investments in securities are not idetl due to the
difficulty associated with the estimate thereoft B@ purpose of this report, the total househaldrgys are defined as the
sum of bank term and demand deposits, foreign-nayreleposits, building savings schemes, supplemep@nsion
insurance, life insurance, and unit trusts. It thoscerns funds, which the household use for tin@estments and/or
savings.

7 Unit trusts: The value of assets under managenfasyien-ended unit trusts and investment fundsuiticg foreign funds,
for physical entities in the estimated amount o¥86f the funds’ total assets. Life insurance: Bagedhe volume of
insurance companies’ technical reserves.
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4.  FINANCIAL MARKET ENTITIES

In spite of the complicated last year, the numloéthe financial market entities did not changengigantly. A

slight increase in the number of entities withia tirucial sectors of the financial market is oftealized in the
form of a branch of a foreign parent company —egittlirectly or indirectly via its foreign subsidyarThe

operation of foreign entities in the financial metrkbf the Czech Republic appears to be less demgmierms
of administration when executed in the form of @efgn branch.

Slight changes in the numbers of entities mainlguoed in the area of the capital market, as dtrethe new
legislative regulation, which facilitated the preseof establishing namely the non-autonomous invest
fund$ and was fundamentally reflected in the decliningiber of investment intermediaries. The expiratibn
their registration took place by law (amendmerth® Act on Capital market Undertakings).

Table 4.1: Numbers of selected entities providiawyises in the financial marKet

As at 31 Dec 2005 2006 2007 2008 2009
Banks 36 37 37 37 39
of which: foreign banks branches 12 13 14 16 18
of which: building societies 6 6 6 5 5
Cooperative banks 20 20 19 17 17
Securities dealers 51 46 44 38 39
Investment funds 0 0 7 16 25
Investment companies 9 13 18 19 22
Open-ended unit trusts 65 77 121 142 139
of which: special OUT 41 51 83 101 103
standard OUT 24 26 38 41 36
Foreign funds /sub-funds 1,038 1,282 1,499 1,596 1,480
of which: based on common European
license 1,025 1,271 1,479 1,569 1,453
of which: special funds 13 11 20 27 27
Investment intermediaries 8,400| 10,600| 13,370| 12,870 9,100
Pension funds 11 11 11 10 10
Insurance companies 45 49 52 53 52
of which: branches of foreign insurance
companies 12 16 18 17 16
Reinsurance companies 0 0 0 1 1
Insurance intermediaries 35,300 50,100| 67,500| 86,230| 105,980

Source: CNB

Starting from the accession of the Czech Republithé EU, the number of entities, which can enjoy free
movement of services on the basis of a single $iegiituropean Passport), has been growing eachvang e
year. As these entities are not supervised by ChBhave no reporting duties to it, no detailed dataheir
production are available. However, it is safe ty #Haeir activities are rather smaller in scope arrowly
specialized — it thus rather supplements the prislu®f domestic entities on the market or fillgpgeof the
existing portfolio.

Table 4.2: Number of entities operating in the CzZRepublic under the single European passport

Insurance Investment Providers of investment
As at 31 Dec Banks companies Funds companies services
2007 198 478 1,479 37 518
2008 252 554 1,569 40 840
2009 275 614 1,457 49 958

Source: CNB

8 Assets are managed by an investment company.
9 Only active entities (not in liquidation) are inded.
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The headcount of financial institutions often desed due to adopted saving measures. These meatsoes
affected the profitability of the sector. The ptidiss for the whole year shows that the finans&dtor only
incurred minimum losses from the turbulences oreifpr markets. With the exception of investments
companies, all other institutions increased thewfits. The capital availability within the finaradi sector
remains at required levels and shows a slightlyargwirend. On the basis of the existing developroéihe
fundamental economic indicators, we can assumdhbdtnancial sector is stabilized.

Table 4.3: Economic results of financial institugo(year-on-year comparison)

IS 3 @

s ¢ € " 2 =

g s, <3 2 a9 g

Es = o £ = oc £

E =S o> .0 3 = = S

o2 < 2 @ o @ g 2

S8 c 3 2 2 g5 5

c £ S S 2 g o £

o = = i @
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£
. as at 31 Dec 2008 | 39.284| 14,032| 14,726 487| 2,989 310
h;’:&i%im » |asat31Dec2009 | 38278| 14,102| 14,559 486| 2.687 348
change (%) 256 050| -1.13| -021| -10.10| 12.26
Profitloss as at 31 Dec 2008 54.1 6.3 13.0 0.6 2.6 185
before tax as at 31 Dec 2009 713 34.0 227 2.8 3.4 13.6
(CZK bn) change (%) 31.79| 439.68| 74.62| 366.67| 30.77| -173.51
iy as at 31 Dec 2008 736| 2791 18.1 11| 430| 1464
(QEEybn) 13 as at 31 Dec 2009 75.4| 4409 215 20| 421| 1434
change (%) 245| 5797| 1878| 81.82| -2.09 -2.05

Source: CZSO

4.1. Banking sector

The banking sector was not significantly affectgdtiie consequences of the financial crisis, whieitesd to
spread most intensively in the fall of 2008. Thee€lz banking sector could rely on the effect of enber of
supporting factors. These factors included, amotingre, past successful restructuring of selectednfial

institutions, retail orientation of the sector, dod share of loans denominated in foreign curresicinother
positive factor was the relatively stable sourcdimdincing in the form of clients’ deposits where tliquidity

was “being drained” in the global interbank monegrkets. The ratio of deposits to loans amountedketrly
138% at the end of 2009 (see Graph 4.1). Therefoams are more than financed through depositsargaep
section 7. Financial and economic crisis deals emitl with the analysis of impacts of the financaid

economic crisis.

The balance sheet total of the Czech banking seictduding building societies, amounts to CZK 408bn
(EUR 154.7 bp— i.e. a slight year-on-year increase of 1.2%s #till true that several major entities playeyk
role within the industry. The group of the so-cdllarge banks, which according to CNB includes 4stmo
important entities, accounts for 57.7% of the bedasheet total. In 2009, the profit of the banlsegtor before
taxation amounted to CZK 71 BhThis is a 32% increase in comparison with the iowey year. However, in
2008, when the crisis fully unveiled, the financedctor recorded only a slight year-on-year declime
profitability (by 8.7%). The growth of received énest (by 4.7%) was one of the factors that couted to the
recovery of the upward trajectory of the bankingtseresults, in spite of an overall weakening leé tredit
activity. Another supporting factor of the bankisector profits remains the relatively stable rewefiom fees.

10 |nstitutions in categories 652 and 67 under th&€Oknethodology.

1 Investment companies and the unit trusts and imez funds managed by those companies.

12 pverage headcount (full-time equivalent) of indivad employees for the year ending on the statesl dat
13 Registered capital in banking financial instituson

14CZS0 data.

10
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One of the signs of the banking sector stabilita ieoccurring growth of the capital adequacy iattic — by
1.8 pp. to 14.12%. The quality of loans registeseslight impairment — mainly in connection with theneral
trend towards the decline of corporate revenueshangehold incomes. The rate of default in clier@nk
increased, on year-on-year basis, from 3.2% to J2%t the end of 2009. The share of non-perforduags
increased from 1.7% to 2.1%. The data are veryectosthe EU27 average; however, they are signifigan
lower in comparison with certain new members oftthe

Graph 4.1: Client deposits to loans ratio at the: @2009°
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4.1.1. Interest rates development

In 2009, CNB continued in a gradual loosening sfitonetary policy, lowering its rates four timekefefore,
2T repo rate decreased from 2.25% to 1% in 280the Czech central bank was one of the first mayeta
authorities in the world to take this step — algedd mid-August of 2008, i.e. prior to the main vweaof
problems on American financial markets.

The rates in the Czech Republic thus gradually caoee to the rates of major central banks of tbedyv The
main rate of the CNB corresponds to the key ratin®fECB; however, it is higher than the rateshefBank of
England (0.5%) or the American Fed (0.0 — 0.25%).

Table 4.4: CNB interest rates

(%) 30 Jun 2007 |31 Dec 2007 | 30 Jun 2008 |31 Dec 2008 | 30 Jun 2009 | 31 Dec 2009
2T repo 2.75 3.50 3.75 2.25 1.50 1.00
Discount 1.75 2.50 2.75 1.25 0.50 0.25
Lombard 3.75 4.50 4.75 3.25 2.50 2.00
Source: CNB

The APR rate for consumption continued to rise in 200%rttounted to 15.4% at the end of 2009, i.e. year-
on-year increase of 1.2 pp. These rates are iringeas spite of the lowering interest rates of tantral bank.

*Data for Great Britain were not available at thenmeat of preparation of this report with regard ¢onparable
indicators published by the ECB.

18 |n May of 2010, i.e. after the end of the perigimarily covered by this report (2009), the CNB decido carry out
another reduction of its 2T repo rate by 0.25 pf.#5%.

17 APR indicates the percentage share of the outstgradhount, which must be paid by a client for teequl of one year in
excess of the redemption of the outstanding ametintconnection with payments, administration, atiter expenses
associated with loans. It concerns an APR of CZKdgaovided by banks in the Czech Republic (new tictitsss).
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Higher risk aversion of credit institutions is apgra, mainly in connection with rising unemploymeand
declining dynamics of the household income growth.

Table 4.5: APR of CZK loans provided by banks in@e

(e}
2/8(8(8|38/8|3|2/83|38|8)|3
S |l=|=|Z2|>|5S|S || x| x|X|X
New loans (%) > > 5
Consumer credit 14.8(15.0|14.8|14.8|14.7|14.6|15.1|15.1|15.2|15.6|15.6|15.4
For residential real estate 58| 58| 58| 57| 57| 57| 58| 58| 58| 58| 58| 5.8

Source: CNB

The APR rate for acquisition of residential propetid not register almost any change in comparisih the
previous year. It fluctuated near the 5.8% markubghout the whole year.

4.1.2. Deposits and loans

The total volume of CZK deposits increased by 6 @¥ing 2009. The growth dynamics of CZK loans was
somewhat lower and the volume of loans increased. @ for the same period. In comparison with 2008,
rate of growth decreased both for deposits (by@p)3and loans (by 12.8 pp).

The developments in the area of loans were vefgréifit for individual sectors. The household sectaprded
the highest absolute growth (by CZK 88.9 bn). Thghést relative growth was registered in the goment
sector (by 24.6%). The most important relative ithecin loans was recorded by financial institutiqiy
14.2%). On the other hand, the sector of non-firdmompanies recorded the highest absolute deofit@ans
— mainly in connection with the deceleration of mmmic activity.

Table 4.6: Breakdown of CZK deposits and loans withKs by sectors

Bank deposits (CZK bn) Loan beneficiaries (CZK bn)
As at 31 Dec, © o o | g © o S >
Sector S S g8 | 88 S S g | 88
N N o e AN AN e e
O @) @) @)
Non-financial
companies 465.9 493.0| 27.1| 5.82 692.2 636.1| -56.1| -8.11
Households 1,373.8| 1,484.2| 110.3| 8.03 850.7 939.5| 88.9| 10.45
Government
insziltutions 287.0 298.0 11.0| 3.84 48.1 59.9| 11.8| 24.57
Financial
institutions 97.0 106.2 9.2 9.6 130.4 111.8| -185| -14.21
Other 77.3 76.2 -1.1| -1.45 62.5 72.7| 10.2| 16.30
2,301.0| 2,457.5 1,783.9 1,820.1
Total £854 €929 156.5| 6.80 €66.2 €638 36.2 2.03

Source: CNB — ARAD

On year-on-year basis, the household sector alswrded the highest absolute growth of deposits GEK
110.3 bn) in this period. The highest growth moraentvas recorded by the sector of financial insong (by
9.5%). Deposits also increased in the sector offimamcial companies (by 5.8% - i.e. CZK 27.0 bn).

The total household indebtedness in banks and mirzafinancial institutions increased by 7.2% aason-
year basis, amounting to CZK 1,101.3 BUR 41.6 bjhat the end of 2009. The fact that households continue
to take out more loans — mainly in connection wébkolving their housing needs — can be consideziatively

18 Client CZK accounts and loans based on ARAD banétatistics, broken out by sectors and includindnsesidents and

non-residents.
19 The data cover CzK/foreign currency loans to hoakkh (residents) and non-profit institutions segvimouseholds

(NPISH) as well as funds provided by nonbankingtinsons.
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positive. The share of these loans gradually bighty grows, exceeding 62% of the total household
indebtedness at the end of 2009.

Graph 4.2: Total household indebtedi&ss
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In absolute terms, housing-related loans increage@ZK 70.6 bn in 2009 — i.e. a decline of the yeayear
growth rate by 8.6 pp. to 11.5%. Consumption-reldians actually declined by CZK 9.5 bn (3.1%) on
absolute terms in terms of a year-on-year compari3dne growth of the granted loans volume withie th
banking sector of CZK 16.5 bn was outweighed byrtimee significant decline in the volume of loanarged
by nonbanking provider in the amount of approxiya@&ZK 26 bn.

As shown in Graph 4.3, the household indebtedresd Felative to the performance of the Czech eaogno
remains relatively low in comparison with the re§tEurope (approximately 27.6% of GDB)The costs of
servicing household debt will thus not be a factohich would limit their consumption insomuch as in
countries with higher relative indebtedness leltels also apparent from the graph, that other r&entral
European member states show a low level of indeletesi The reason for this may lie in the relativelyent
transformation of these economies to market econavhich did not allow for the long term accumulatiof
relative loan volumes prevailing in Western Europe.

However, it also applies that the total level ofiebtedness to aggregate GDP ratio insufficientlysiters
certain microeconomic specificities (due to the reaconomic nature of the ratio) — e.g. differemtiaion of
individual income groups of population or regiodéferences in indebtedness. At the same timeeiitegally
applies that the most endangered groups are abfiftke most serious problems. These groups inclode
income households, which must spend the highestivelshare of their incomes to service their debts

20 |n this case, loans granted by building societigzesent the sum of volumes of bridging loans staddard building
savings scheme loans.

21 The year-on-year development of this indicator &disnited interpretability in respect of economigith their national
currencies different from euro. In these casesetieea risk of a year-on-year volatility of valuise to the fluctuation of
the national currency exchange rate against euhichwis subsequently used for expressing the haletiebts
denominated in the national currency in the unithe common European currency euro.
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Graph 4.3: Comparison of household indebtedneteeiE
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4.1.3. Building societies

Over 575 thousand new building savings contractsewsncluded in 2009, with a total target value of
approximately CZK 183 bnEUR 6.9 bi*®> The number of newly negotiated contracts fell 8/5% in
comparison with the previous year, coming closth&level of 2007. Therefore, it is rather a cer@drrection

of the development in 2008, when building savingseahighly popular as a saving instrument, percebsethe
population as relatively profitable and safe. Therage target amount for individuals amounted arlgeCZK
309 thousand, i.e. approximately a 2% year-on-yeaease.

The absolute number of terminated contracts wase @gain in 2009, higher than the number of newly
concluded contracts, resulting in another declifi¢heir total number. The total number of contraictghe
saving stage decreased by approximately 144 thdusamracts to nearly 4.9 million at the end of 200his
represents a continuing trend, when the so-callédontractd’ with the maximum state contribution of CZK
4,500 are mostly being terminated. The share ofthealled new contracts amounted to 48.2% ofaltracts

at the end of 2009, i.e. a year-on-year increagebdpp. There is a reason to expect that the aggdhange in
the structure of building savings contracts wilkjiwvely affect the amount of state contributioridpdn 2009,
state building savings contribution was paid outhi& total amount of CZK 13.3 bn. It is almost CZKon less

than in 2008.

On year-on-year basis, the total number of loaoseased by 17 thousand to 988 thousand, with altsineous
increase in their total volume by CZK 40 bn to CZ&7.5 bn EUR 10.1 b This fact was reflected in another
increase in the total loans to saved amount ré#o406), which increased by 7.7 pp. on year-on-peais.

22 MoF’s own calculations based on data from ECB an&at, which may differ from CNB and CZSO data.
2 See Table 8.3 in Appendix 2.
24 Contracts concluded within 31 December 2003.
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Graph 4.4: Development of loans in building saviagsemes sector
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As apparent from the above mentioned graph, thetsire of loans within the building savings sedias been
gradually changing since 2003. Even though buildiagngs loans are growing on the year-on-yeaisbtgy
are nowhere near the growth dynamics of bridgiragso which are not associated with an obligatiotherpart
of a loan beneficiary to first save up certain antainder the building savings scheme.

4.1.4. Mortgage market

The volume of mortgage loans provided to househ@idseinafter the “mortgage loan volume”) as at 31
December 2009 amounted to CZK 554.4 BWR 20.9 bh This represents a seeming increase of CZK 157.3
bn in comparison with 2008 (as shown in Table 4Hdwever, the key factor, which contributed to stjh
increase in this indicator even during the periédmad economic slowdown and associated crediviget
decline, consisted in the change of the reportieghodology” The year-on-year change will therefore not be
subject to any further analysis. Under the origmathodology, the increase would be lower thar0o&2

Table 4.7: Balance of mortgage loans (ML) to houlist

As at 31 Dec 2006 | 2007 | 2008 | 2009 |_Yearon-yearchange
Abs. (%)
Number of mortgage loans (000s) 255.6| 339.0| 406.5| 450.8 44.3 10.89
Agreed principal (CZK bn) 327.3| 469.6| 589.7| 663.5 73.9 12.52
238.2| 333.6| 397.1| 5544
Volume of loans (CZK bn) €87 €125| €150| €209 157.3 39.61

Source: MRD, CNB - ARAD

Factors, which can also affect the development oftgage loans, include persisting uncertainty speet of
household incomes caused by higher employmentftateer development in the settings of loan cdodsg, as
well as certain level of uncertainty relating te fluture development of residential real-estategsti

% |n comparison with the past period, the classifizaof mortgage loans in the CNB statistics chanagdollows: this
category newly includes any loans secured from 56%tead of the former requirement for 100% segufihis change
affected mortgage loans for residential and nodesdial real-estate. Therefore, the step changalires has primarily
been caused by this administrative modificationisTh also associated with the change in the volaferidging loans
reported under the CNB statistics (does not apptiata reported by the MoF). Some of the bridgingi¢oare not 100%
secured — they were previously reported as bridipags under the CNB statistics, while today, they ragistered as
mortgage loans. However, it actually concerns #mesbridging loan granted by a building society.

% Due to the change in methodology, the relative albsblute indicators of the year-on-change areeauhg and have
been intentionally omitted from the Table.
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Graph 4.5: Selected interest rates’ developfent
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In 2009, rates of the Czech mortgage loan markptessed as the Hypoindex (Mortgage Index) indicator
recorded almost no change, fluctuating around tB&5mnark. This interrupts the long-term growth ttewhich
was prevailing since mid-2005, when mortgage loaashed their lows of 3.6%.

When comparing the Hypoindex rate with the CNB 8pa rate, we can see that the gap between theates r
further continued to widen in 2009 (widening stdrie 2008). At the end of 2007, the difference lesw the
two rates only amounted to 1.8%. One year laterdifference amounted to 3.4% and even 4.6% atmnideof
2009. The increasing difference between the Hypmointite and the CNB 2T repo rate has been affdnted
several factors. Two crucial factors include theewing gap between short-term and long-term intee¢ss as
a result of the lowering monetary-political intdreates of CNB and increasing risk premium attréfouto
debtors by banks.

Table 4.8: Mortgage loan (ML) balances

Year-on-year
As at 31 Dec 2007 2008 2009 change
Abs. (%)
. total (000's) 339.0 406.5 450.8 44.3 10.89
Individuals —
total agreed principal (CZK bn) 469.6| 589.7| 6635| 73.9| 1252
Busi_n_ess total (000's) 9.8 11.9 12.8 0.9 7.83
entities total agreed principal (CZK bn) 174.4| 239.1| 2545 15.3 6.42
o total (000's) 0.8 0.9 0.9 0.0 5.35
Municipalities —
total agreed principal (CZK bn) 8.3 8.5 9.0 0.6 6.56
Total total (000's) 349.6 419.3 464.5 45.2 10.79
total agreed principal (CZK bn) 652.3| 837.3| 927.0 89.7 10.72
398.2 468.1 626.5
Loans volume (CZK bn) £150| €17.4| €237| 158.4| 33.83

Source: MRD, CNB - ARAD

Table 4.8 illustrates, among others, the balantesootgage loans granted to households, busindggespand
municipalities. The total number of mortgage loamseased by more than 45 thousand, i.e. nearth@@sand
less than a year ago. The compensation of trentleeba the segments of individuals and businessiemti
resulted in the total number of loans and totakadrprincipal growing at a similar rate, i.e. byximately
11% on year-on-year basis. The total reported velwh mortgage loans increased by CZK 158.4 bn (by

27 The FINCENTRUM HYPOINDEX indicator is a weighted amge interest rate applied to new mortgage loans to
individuals in the given calendar month. The grapbve depicts a time series of this interest rate.
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33.8%). However, the change of this indicator oagain results from the above mentioned changeaCiiB
reporting methodology for these loans.

Graph 4.6: Aggregate mortgage market indicators
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Graph 4.6 shows the trend of aggregate mortgagketendicators. The data on total number of cotsrand
agreed principals used in this graph include ndy dbouseholds, but also business entities and rpalites.
The volume of loans then includes mortgage loansesidential and nonresidential real-estate.

4.1.5. Credit unions

From the perspective of their size credit uniotils refpresent the quantitatively least importangreent of the
Czech financial market. In 2009; however, similady during the previous period, this sector regode
significant growth of its balance sheet total. Bafing a decline in 2008, the number of credit unio@mbers
increased by approximately 33% on year-on-yearsbasnounting to almost 48 thousand. Clients arévated

by the interest rate and fee policy of certain itradions as well as the fact that deposits in icredions are
subject to a deposit insurance scheme similaryaaking deposits.

On year-on-year basis, the number of credit unaperating within the sector did not change as atethd of
2009 Seventeen credit unions reported the balance sitaébf CZK 17.6 bnEUR 0.7 bi), which represents
a dramatic year-on-year growth of 48%.

Deposits (liabilities to clients) increased consididy by more than one half (54%) to nearly CZK71L5n.
Granted loans (claims on clients) increased by@pprately 32% to CZK 8.8 bn. The dynamic loan e>gian
of credit unions was thus supported by the finagpciheven faster growth of client deposits.

The reported quality of the credit unions’ loantfmio once again recorded a slight year-on-yegsamment,
as the share of standard claims in total claimisbiglalmost 1.2 pp. on year-on-year basis to 92.0%.the
other hand, the share of the riskiest categoryaifns (defaults) increased by 1.2 pp. to 3.0.

28 0On 15 March 2010 — i.e. after the end of the medovered by this Report — CNB announced that a licévasl been
lawfully withdrawn from the credit union PDW (Pragu According to the Czech National Bank, this sesulted from
the uncovered deficiencies, the nature and impoetasf which left no other choice but to revoke tiedit union’s
license. It should be noted that from the perspedf size, the credit union PDW (Prague) was m& of the important
credit unions. As at the end of 2009, this entitfydad 367 members and its balance sheet totaliaf@d to only CZK
62.8 mil.
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Table 4.9: Credit unions — selected indicators

REPORT ON FINANCIAL MARKET DEVELOPMENTS IN 2009

As at 31 Dec 2007 2008 2009
Number of members of credit unions 44,789 35,942 47,954
8,722.2 11,879.4 17,607.6
Total assets (CZK mn) €327.7 €441.1 €665.3
Claims on clients (CZK mn) 5,077.2 6,569.6 8,781.5
Liabilities to clients (CZK mn) 6,847.9 10,155.6 15,651.9
Share of standard loans (%) 96.35 93.35 92.15

Source: CNB

With regard to profit and profitability, certainetrds of the year 2008 persisted. In spite of arease in the
credit unions’ total assets their profits afteraton fell to CZK 22.0 mil (by 54.8%) in the periotder review.
This is also associated with the return on asSethich fell from 0.51% in 2008 to 0.16% in 2009, iletthe

banking sector reported a slight year-on-year aeédn this indicator of 0.31 pp. to 1.47% in 2009.

Several major entities dominate this sector, inespf the dynamic growth of the entire industryditrative
indicators of concentration rates basically havé ctftanged on year-on-year basis. More than 85%hef t
sector’s total assets are controlled by 4 largesditunions, with two most important entities aqoliing more
than 62% of the balance sheet total.

4.2. Capital market

Similarly as in 2008, events on the capital marketye affected by the financial crisis in 2009, ethi
transformed into an economic crisis during the yEaen though the stock market indexes erased sémmeir
2008 losses, their growth is significantly limiteg the recession of economies and market unceytalite
trade volumes continued to decline, unlike the stmices. As apparent from the following graph, thajor
global stock market indexes developed in a verylairmanner in 2009.

Graph 4.7: Development of major global indexes
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2 The share of annual profit after taxation and agerbalance sheet total as at 31 December.
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4.2.1. Regulated markets

Affected by the negative news on the situationhef global economy, the Prague exchange reportedsair
the first quarter, followed by the period of groviththe next two quarters and stagnation at thecénlde year.
Overall, it ended the year under review on a mastive note as the PX index rose by 30.2% on ypeayear
basis to 1,117.3 points. The main driver of thelstorices was the news about the financial crisigress and
its impact on the national economy, with a subsatjoervousness of investors.

Graph 4.8: PX index development
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Negative reports on the worsening performance efGaech economy naturally resulted in the decinghe

stock prices in the first quarter of 2009. Declinghe PX index came to a standstill in mid-Febyuatr 628.5
points, writing off 26.8% year-to-date. Similar Idevels of the index were last reported at the end003.

Investors’ concerns about the ongoing crisis’ imtpacthe Czech economy had proven as exaggeratethan
stock exchange grew by 77.8% during remainder ef/tar.

Table 4.10: PX index development

2003 2004 2005 2006 2007 2008 2009
px | as at 31 Dec 659.1| 1,032.0] 1473.0|] 1,588.9| 18151 858.2| 1,117.3
Change (%) 43.06 56.58 42.73 7.87 14.24 -52.72 30.19

Source: PSE

In comparison with the major stock markets of otfer countries, PSE belongs to the numerous catgofi
exchanges where the major indexes reported a grafA8B to 40% in 2009. If we take a look at thekiag of
individual countries, the performance of the Pra§teck Exchange was only higher than the stock axgés,
the home countries of which were more severelpyithe crisis than the Czech Republic.
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Graph 4.9: Performance of significant stock exclesingexes in EU Member States in 2809
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The financial crisis also affected the trade valfiall types of financial instruments. The totading volume
on the PSE fell by 29.8% in 2009, to CZK 1,050 BEUR 39.7 b It is apparent from the comparison with
2008 that bonds were worst off. This seems to heesm supported by the Prague Stock Exchange nteaalgs
in government bonds, which are one of the leaky r@ssets on the financial market and a financialscdoes
not significantly affect their trading volumes.

While the trade value on the PSE plummeted, RMg@dnted a growth as the year 2009 was the premiar ye
for RM-S with the status of a standard exchaflge.

Table 4.11: Trade value

Annual (CZK bn) 2006 2007 2008 2009 Ycehﬁ;r']‘ég'i’;f)“

Shares and units 848.9 1,013.0 852.0 463.9 -45.6

Bonds 598.9 508.9 643.2 585.7 8.9

Futures 0.0 1.9 0.6 0.2 -66.0

PSE | Derivatives | Certificates 0.0 12 05 03 -44.3
and warrants

Total 0.0 3.1 11 0.5 56.4

Total 1,4479| 1,5250| 1,496.2| 1,050.0 29.8

RM-S 3.9 7.7 6.9 7.9 14.6

1451.8| 1,5326| 1503.1| 1,057.9
Total £51.2 £55.2 £60.3| €400 -29.6

Source: PSE, RM-S

On 14 August 2009, the company Univyc acquired@nise from CNB to act as a central securities depgs
The company ensured the transactions clearing atitraent on the PSE. Univyc later transformedhi® t
company Centralni depozit&cennych papir, a.s. (Central Securities Depository; hereinafteg “CD”).
Following the takeover of the igdisko cennych pagii(Prague Securities Center), the CD should commisice
activities at the beginning of July 2010. This ddosignificantly change the infrastructure and mx of the
clearing and settlement of securities transactiorike Czech Republic. The register of securitiesnges from
one-level to two-level register.

30 Austria: ATX, Belgium: BEL 20, Bulgaria: SOFIX, CyprusTSE/CySE 20, Czech Republic: PX, Denmark: OMXC 20,
Estonia: OMXT, Finland: OMXH 25, France: CAC 40, Gamy: DAX, Greece: FTSE/ATHEX 20, Hungary: BUX,
Ireland: ISEQ, Italy: FTSE MIB, Latvia: OMXR, Lithuam OMXYV, Luxembourg: LuxX, Malta: MSE, Netherlands
AEX, Poland: WIG 20, Portugal: PSI 20, Romania: BBIgvakia: SAX, Slovenia: SBI 20, Spain: IBEX-35, Swad
OMXS 30, United Kingdom: FTSE 100.

31 RM-Systém transformed from an off-exchange markstandard exchange as at 1 December 2008.
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Table 4.12: Number of registered issiies

As at 31 Dec 2005 2006 2007 2008 2009
" Main market 8 10 21 17 13
= Secondary market 19 11 - - -
& Free market 12 11 11 11 12
Total 39 32 32 28 25
w Main market 27 28 41 38 36
° Secondary market 15 15 - - -
8 Free market 54 67 91 83 80
Total 96 110 132 121 116
D Futures - 2 6 6 6
o ® —
-% % 2 Investment certificates - 7 39 46 65
2o 8 [|Warrants - 0 2 2 2
o5 5
ol Total 0 9 47 54 73
Total 135 151 211 203 214
Source: PSE

Owing to the adverse situation on the financial kats, it came as no surprise that no IPO took ptace¢he
PSE in 2009. On the contrary, the number of stdcded on the main market of the PSE decreasedy f
The shares of the companies Prazska energetik®&h8 Holding were transferred to the free markeijlev
the companies Zentiva and Spolana withdrew theireshfrom trading.

4.2.2. Energy exchange

In 2009, the Prague energy exchange traded cosiratie total value of EUR 1.4 bn — i.e. a dectiné2.8%.
Similarly as in 2008, the exchange mainly tradetutares. The spot market also froze in 2009, wihentrade
value sank by almost 98% to EUR 0.2 million. On tiker hand, the number of products traded inctease
during the period under review.

Table 4.13: Main indicators of trading on PXE

Indicator Market | 2008 | 2009 Change
Abs. (%)
Futures 2,441.0| 1,396.1 -1,044.9| -42.80
Trade value (EUR mn) Spot 7.1 0.2 -6.9| -97.17
Total 2,448.0| 1,396.3 -1,051.7| -42.96
Number of products (at the end of period)  Fytures 54 58 4 7.41
Source: PXE
4.2.1. Investment firms and asset management

The roles of individual entities within the sectufrinvestment firms continued to be clearly divided2009.
Banking investment firms significantly dominate thade volume for own account, relatively distigatbntrol
other than asset management transactions and wdlugients’ assets. On the other hand, nonbanking
investment firms together with investment companjesrating in the area of assets management coateoh

the management of their clients’ assets. This érdason behind their marked dominance in the vafue
management and procurement transactions. As at i@stlie economic crisis, all three categories wiites
registered a significant fall in all types of tradeith the exception of trades for own account ahling

320n 1 July 2007, the main and the secondary marketged.
33 Trading on the spot market was launched in Febr2@@8.
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investment firms. The significant changes in thembar of clients of banking IF result from the new

methodology in use since 208/9.

Table 4.14: Selected indicators of investment feutor (by segmer?tr)

REPORT ON FINANCIAL MARKET DEVELOPMENTS IN 2009

2009 Change (%)
LL ] L
= 2 | B3 = 2| 5¢
As at 31 Dec (excl. derivatives, = = % < = < % g
< T > g ] T > 5
m S £ 0o m 5 £ o
pd © pa
Total number of licensed entities 25 32 6 0.00 6.67 0.00
. 37 24,289.5| 2,474.8 156.5
Total transactions value €9185| €9358 €50 24.78| -33.44 -65.05
of which: for own account 20,797.4 946.1 0.0 42.49| -34.97| #DIV/O!
management 40.3 615.6 156.5 -28.99| -13.49 -65.04
procurement 3,451.7 913.1 0.0 -28.29| -41.16| -100.00
457 378.8 96.8
Value of managed funds €17 €143 €37 -17.13 8.04 13.93
Value of clients’ assets 1,031.7 471.2 186.4 3.68| 12.60 8.25
Number of clients (according to
contracts, 000s) 696.4 140.8 1.4 -45.31| 23.02 -31.16

Source: CNB

Asset management

The value of assets under management increasedO& @ce again — by 4.2% to the final amount of CZK
753.2 bn EUR 28.4 bih The asset management sector is still dominageti financial groups, the market share
of which increased by 0.7 pp. year-on-year to 63.6B& market share of 5 largest asset managersised by
1.4 pp. to 86.9%, while the share of 10 largesttasmanagers increased by 3 pp. to 98%.

Table 4.15: Financial groups by value of asset®unthnagement

Value of assets under management
As at 31 Dec (CZK bn) 2008 2009 Change (%)
Generali PPF Asset Management + CP Invest 166.0 185.5 11.72
CSOB (Group) 156.3 154.4 -1.17
Ceskaé spotitelna (Group) 132.4 139.3 5.18
ING (Group) 85.8 95.4 11.15
Komeréni banka (Group) 775 80.0 3.22
AXA investi¢ni spole¢nost 38.2 43.0 12.52
UniCredit Bank + Pioneer Investments 14.9 16.0 7.75
Conseq Investment Management 10.5 12.5 18.97
WOOD & Company investi¢ni spole€nost - 8.3 -
Raiffeisenbank 6.1 7.0 15.48
Others 35.1 11.9 -66.19
722.7 753.2
Total €26.8 €28.4 4.22

Source: AKAT

34 As from 2009, the data on the number of clieras anking IF) only contain customers with secasitiegistered with IF
at the end of the period under review. With regargeriods prior to 2009, this indicator also irt#s clients, who only
had derivatives or financial funds at the end & preriod under review / traded during the periodenrreview and
registered no securities at the end of the period.

3% Because a derivatives contract’s value is availablg at the underlying asset value, derivatives raot included in the
table.

% |nvestment companies managing customer assets.

87 All trades (purchase and sale) concluded at PSESRFdreign markets and direct trading; accumuldeedshares, unit
certificates and bonds; excl. derivatives trading.
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Investment intermediaries

The decline in the number of investment intermed&icontinued in 2009. There were 9,055 investment
intermediaries registered at the end of 2009 —&J&8s than at the beginning of the year. This ldgveent
resulted from an amendment to the Act on the Claptarket Undertakings, which transformed level 2
investment intermediaries to controlled represérgat These controlled representatives are no lolged in

the registry of investment intermediaries, as theyrecorded in a separate registry instead. CNB itaintains

2 separate registries.

42.1. Collective investments

Similarly as in 2008, the value of funds under ngamaent decreased in 2009. However, the declinelegas
severe, amounting to 3.8%. Total investments it toasts amounted to CZK 234.5 HayYR 8.9 b at the end
of 2009. The total share of domestic and foreigih tmasts almost evened out, as both groups managsets in
the value slightly exceeding CZK 117 H8UR 4.4 bi).

Graph 4.10: Development of investments in unittgus
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Only equity funds registered a significant increasassets in 2009. Sharp declines in stock prieesrded in
2008 brought about attractive investment opporiesiin 2009. On the other hand, the most assets avained
from conservative funds — i.e. bond and money ndtkads. The newest category of unit trusts, he. teal-
estate funds, recorded a great setback in 2008ngvoff almost 25% of their assets.

Table 4.16: Assets in individual types of unit teusy domicile

As at 31 Dec Year-on-year change
(CZK bn) 2008 2009 (%)
2 c 2 c 2 c
[%)] (@] © ] (*)] © [%)] (*)] ©
Unit trust type g o % g (3] % g (3] %
o o [ s o [ o o [
a} = a} L a} L
Money market 55.9 32.2 88.1 46.9 30.9 77.8( -16.1 -4.1 -11.7
Bond 14.0 12.5 26.5 14.4 6.2 20.5 2.8| -50.9 -22.6
Equity 7.3 16.1 23.5 135 20.0 33.5( 84.7| 237 42.7
Mixed 19.4 6.7 26.1 20.1 6.6 26.7 3.7 -0.8 2.6
Funds of funds 12.7 0.2 12.9 12.7 0.4 13.0 -0.1 53.8 0.8
Guaranteed 9.9 55.2 65.1 8.3 53.3 61.6| -16.1 -3.4 -5.3
Real estate 1.8 0.0 1.8 1.3 0.0 1.3 -24.2 - -24.1
120.9| 123.0 243.9| 117.2| 117.4| 234.5
Total €45| €46| €91| €44| €44 ego| 31| 46 38

Source: AKAT

The changes in the above mentioned assets undexgeraent are affected by two factors — valuationeaell
by the funds and net sales. The net sales of shepessent the change of assets of unit trustdtiresfrom the
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subscriptions and redemptions of shares; such ehdogs not affect the unit trust performance, dotgl

assets. It is apparent from Table 4.17 that neamly half (49%) of the decline in the total assétdamestic
money market funds resulted from the client withelbs, because the redemptions of shares were higher
the subscriptions, i.e. net sales were negativeK(€£Z4 bn). Other categories of unit trusts recdrdegative
net sales as well. Equity funds were the only ettioapto this development, as they reported a sicpnit

growth of their total assets as a result of thetppestrend on stock markets.

Table 4.17: Subscriptions and redemptions of shafrdemestic unit trusts in 2009

) 2 ®
= c =
Subscriptions and redemptions of %‘ 2 g E § g I
shares (CZK bn) = 8 > o S = 2
c e (O]
o c 4
= T
Subscription 2.8 2.4 15.5 1.9 1.6 0.2 24.4
Redemptions 2.1 3.4 19.9 4.8 2.8 0.4 33.4
Net sales 0.8 -1.0 -4.4 -2.9 -1.2 -0.2 -9.0
Change in the asset value (year-on-
year) 6.2 0.4 -9.0 0.0 0.7 -0.4 -3.7
Change adjusted for net sales 5.4 1.4 4.6 2.9 1.9 0.2 53
€0.20| €0.05|€-0.17| €0.11| €0.07| €-0.01| €0.20

Source: AKAT

4.3. Insurance companies

In June of 2009, the Czech Republic as a wholehitasy floods which; however, were not as destugcts in
the past. The hardest hit regions were the MoraS8itsian Region and the territory of Southern Boize

Most property damages in the Central Bohemian Regiod Hradec Kralové Region can be attributed to
windstorms (damages exceeding CZK 2 bn). Furtheemimsurance companies were dealing with standard

property damages resulting mainly from local spfingding, excessive snowfall, and strong wind.

In spite of the continuing difficult situation ome financial market, the insurance industry rembntather
respectable results in 2009. Even though the ecmnorisis slowed down dynamics of the sector, insge
companies retained a slight upward trend for tkeyr economic indicators. The sector stability iswnented
by an increase in the total gross premiums writte8.1% to CZK 144.1 bnHUR 5.4 b The total insurance
penetration indicator (total written premiums to BEatio) slightly increased to nearly 4%, as a ltesunot
only the hike in the written premiums but also @P decline. Due to the expected economic develapme
significant changes in the slight upward trendfareseen for 2010.

Graph 4.11: Development of gross premiums written
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The life and non-life insurance contributed to therease of the total gross premiums written inicérom
78% and 22%, respectively.
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The gross premiums written for life insurance amedrnto CZK 60.2 bnEUR 2.3 bi), corresponding to a
growth rate of 5.8%. This increase was mainly dritgy one-off payments of gross premiums written. tm
other hand, standard premium payments recordadtd diecline.

The dynamics of the non-life insurance sector eepeed a significant slowdown. While the gross ptem
written grew by more than 5% annually in the presigears, it only increased by 1.2% in 2009, aniogrb
CZK 83.9 bn EUR 3.2 b The overall stagnation of the non-life insuramaes mainly affected by the decline
in total premiums in the car insurance categoryichvis associated with the setback in car sal@909. On the
other hand, the category of business insuranceaadtse stabilization factor of the non-life inqwa base and
points at the cautious approach of business estitieespect of potential also arising from immingéangers.

The Czech insurance market is still dominated’bgkéa pojigovna and Kooperativa pojidvna, which together
account for nearly a half of the market share (%9.8ased on the total gross premiums written.

Table 4.18: Results of insurance compatiies

As at 31 Dec 2007 | 2008 | 2009 | Yedron-yearchange
Abs. (%)
Number of policies (000’s) 26,387 | 28,254 | 27,701 -553 -1.96
of which: non-life insurance 16,268 | 18,150| 18,351 201 1.11
life insurance 10,119 | 10,104 9,350 -754 -7.46
Number of newly concluded policies (000's) 9,276 | 10,670| 10,470 -200 -1.87
of which: non-life insurance 8,053 9,429 9,336 -93 -0.99
life insurance 1,223 1,241 1,134 -107 -8.62
. . 131.9 139.8 144.1

Total gross premiums written (CZK bn) €48 €53 €54 4.3 3.08
of which: non-life insurance 77.8 82.9 83.9 1.0 1.21
life insurance 54.1 56.9 60.2 3.3 5.80
Total insurance penetration (%) 3.70 3.77 3.97 0.20 -

Source: CNB

In spite of the decline in the number of life insoce policies (by 7.5%), no mass cancelation oicigsl is
taking place. In respect of significant financianiet fluctuations, the dynamics of the unit linkedurance
slowed down; however, its growth rate amounted1t@%. The so-called family policies are the newdren
the market — several family members can be insungl@r one insurance policy.

On the other hand, the non-life insurance sectgistered a slight increase in the total number exfatiated

insurance policies — by 1.1%. In comparison with {fear-on-year increase recorded in the previoui®ge
(11.6%), we can see a significant setback of titoselynamics. From the perspective of products,nbn-life

insurance is characterized by efforts to expanccaplexity, namely with the use of assistance isesv

Insurance companies try to reinforce their respectharket positions by increasing the overall scapd

quality of insurance products rather than by coingenh the area of insurance premium level.

The trend of a wider use of direct communicatioargtels continues in the insurance industry. Coresettyy
insurance companies are able to provide onlineestgd current information on the liquidation praces$
specific insurance events. Furthermore, the remegptiation of insurance (via internet) is becomingre
common for certain products (e.g. travel insuraamog motor-vehicle liability insurance).

In 2009, the number of detected insurance frauder -cases when insurance companies suspended
indemnification payments due to suspected insurfracels - increased. This new phenomenon can kedito

not only more efficient methods of fraud detectiout also to the economic recession, as some insgiran
companies’ clients want to resolve their adversarftial situation at the expense of unjustifieduiaace
claims.

%8 |p = insurance policy; the number of life insurammlicies does not include supplementary insurgraicies. Data
excluding the Czech Insurers’ Bureau (professionghmization of insurers, who were granted a licetuss®perate
motor-vehicle liability insurance). The data for0Z0and 2008 have been recalculated only for estiative in 2009.
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52 insurance companies and 1 reinsurance compamatep on the Czech insurance market at the eR6GH.
There were 35 domestic entities, 17 foreign brascted which 16 from EU/EEA countries). From the
perspective of performed activities, there werderihsurance companies, 29 non-life insurance amgs, and
16 insurance companies, which offered both life mod-life insurance. Under the so-called Europeassport,
614 entities (of which 152 branches of insurancemanies from EU/EEA countries) offered their insua
services on the Czech market.

In 2009, insurance companies reported record-higfitp of CZK 13 bn (according to CZSO data) intspf
the problems on the global financial markets. Treigresents an increase of 74.6% in comparison thith
previous year. The profitability improvements réd$tdm higher revenues as well as cost savings.

The capital availability of insurance companies wasa decent level — considering the volume ankl ois
executed transactions — and it was supported byéhe-on-year increase in equity by 18.8% (accgrdm
CZSO data).

In 2008, the solvency ratkof non-life insurance exceeded the required salyenore than four times (460%)
and the same indicator for life insurance excedtiedrequired threshold approximately two and a halés
(248%). The correctness of the solvency calculadiae the assessment of the overall caution dunagtocess
of providing insurance products, namely the adeg@écreation of technical reserves, are verifigdabtuaries.
In total, 49 actuaries were registered on thenigintained by CNB at the end of 2009. Insurancepzomies pay
more attention to the conservative component of fithancial allocation of their assets originating the
technical reserves.

The maximum acceptable technical interest rate duaranteed share in the earnings from finandiatations
under life insurance) did not change in 2009, reinaiat 2.4%'°

Graph 4.12: Development of the number of insurantegmediaries
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The intermediation of insurance is ensured by yed®0 thousand registered entities (106 thousartitiesn
registered in total; however, 9 thousand entitiad kheir license revoked). The largest categoryssified
registrations is the subordinated insurance intdranies (54.8%) and exclusive insurance brokers5@#. It is
possible to deduce from the continuously increasinmber of insurance intermediaries that the rétheir
active involvement in the insurance market canr®tbptimal. In spite of the declining growth ratetbéir
increments, which nevertheless amounted to nea@% h 2009, the share of mediated premium per one

%% The yearlong delay of the data on solvency coraplith Decree no. 433/2009 Coll., on the presematform, and
required content of financial statements of insaeaand reinsurance companies.
“%1n February of 2010, CNB decided to increase thertieal interest rate to 2.5%.
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intermediary declines. It is estimated that theolmement of a substantial part of these entitieist@rmediation
activities is only formal, with no or minimum proction. Some distortion of the data also resultsnftbe so-
called multiple registration of one person. This&iion is not optimal from the perspective of tharket and/or
consumer, and it will be necessary to regulate sigitem legislatively. Furthermore, this situatimakes a
systematic supervision of this market segmentdiffiin view of the existing capacities.

Table 4.19: Insurance intermediaries by positi@iggory§*

Entity Year-on-year change
registered as 2008 2009 (%)
at 31 Dec IN LE Total IN LE Total IN LE Total
TIE 10,201 264 | 10,465 11,480 287 11,767 | 12.54 8.71 12.44
Sl 44,692 | 1,375| 46,067 56,384 | 1,652 58,036| 26.16| 20.15 25.98
EIA 20,477 124| 20,601 25,850 161 26,011 26.24| 29.84 26.26
1A 509 649 1,158 531 755 1,286 4.32| 16.33 11.05
1B 161 497 658 167 538 705 3.73 8.25 7.14
ILA 62 103 165 64 108 172 3.23 4.85 4.24
Fll 5,819| 1,299 7,118 6,345| 1,658 8,003 9.04| 27.64 12.43
Total 81,921 | 4,311| 86,232 100,821| 5,159 |105,980**| 23.07| 19.67 22.90
Source: CNB

4.1. Supplementary pension insurance

In spite of the ongoing crisis and low revenues, thmber of participants in supplementary pensisarance
increased by nearly 5% to 4.4 mil in 2009. In tofarticipants deposited CZK 200.7 bBUR 7.6 b in
pension funds —i.e. a year-on-year increase 667.5

Graph 4.13: Age structure of participants in supgetary pension insurance
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The highest absolute increase in the number oicfjzahts was traditionally reported for the ageugrof 30-39
years, while the age group of 80+ years came $ ifir respect of relative increments. However, abaverage
growth has been recorded in other categories dfiperage. It thus confirms the trend of an incregsihare of
participants over 60 years of age, which incredisad 20.1% in 2005 to 24.2% in 2009. The substaptiat of
the increase in participants relative to thesegmtes results from the mere transfer of participan higher
categories (aging). Nevertheless, the number dfcgzants, who take part in this scheme even ataipe of
60+, is relatively high. It relates to the prodwsettings. After turning 60, supplementary pensiosurance
becomes a secure short-term to mid-term savingugtodith state contribution. Similarly as in theepeding
year, only the category of thirty-year-olds repdréay distinct growth with regard to participantsproductive
age.

41 Explanation: TII = tied insurance intermediary} Slsubordinated insurance intermediary, EIA = asile insurance
agent, IA = insurance agent, IB = insurance broke,= independent loss adjuster, FlI= foreign iresace intermediary,
IN = individual and LE = legal entity.

“2 License was revoked from 9,023 entities.
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Table 4.20: Participants in supplementary pensisarance by age
As at 2005 2006 2007 2008 2009  |-Yearonear change
30 Dec Abs. (%)

18-19 yrs 12,522 16,513 21,461 22,526 23,433 907 4.03
20-29 yrs 368,952 420,387 475,887 512,496 530,382 17,886 3.49
30-39 yrs 601,614 686,156 786,781 867,574 927,964 60,390 6.96
40-49 yrs 705,074 735,250 777,167 807,665 839,614 31,949 3.96
50-59 yrs 931,001 966,952 996,474 | 1,010,509| 1,008,265 -2,244 -0.22
60-69 yrs 452,878 530,932 610,778 682,601 729,339 46,738 6.85
70-79 yrs 173,965 196,484 218,919 245,558 267,966 22,408 9.13
80+ 33,721 40,971 48,890 58,307 67,559 9,252 15.87
Total 3,279,727 | 3,593,645| 3,936,357 | 4,207,236 | 4,394,522 187,286 4.45
Source: MoF

The number of participants, who received employexstributions toward their supplementary pension
insurance policies, slightly decreased slightly.eifhnumber thus accounts for one fifth (20.6%) df a
participants only. Employers, probably under pressaf growing crisis, limited employee benefitsliming
contributions to supplementary pension insurandes Was especially apparent in the categories 2@e28s
and 50 -59 years.

Table 4.21: Share of policies with employer’s cinttion by age group and genéﬁer
Age 2006 2007 2008 2009 Year-on-year change
Abs. (%)

18-19 344 459 461 292 -169 -36.66
20-29 81,412 83,203 86,224 80,770 -5,454 -6.33
30-39 200,425 218,108 238,090 240,473 2,383 1.00
40-49 230,051 242,993 257,048 260,305 3,257 1.27
50-59 267,726 279,464 290,310 280,546 -9,764 -3.36
60-69 29,757 37,468 43,315 43,558 243 0.56
70-79 658 756 907 973 66 7.28

80+ 22 28 43 35 -8 -18.60
Total 810,395 862,479 916,398 906,952 -9,446 -1.03

Source: MoF

In spite of the persisting crisis, the so-calleduasition costs — i.e. costs incurred in connectigiih acquiring
new supplementary pension insurance policies -eas&d significantly in 2009 — by almost two thitd<CZK
3,365 EUR 127. These costs exceed the costs of 2006 almost thmes. Such high increase may result from
the market saturation — the number of participaoisesponds to 83.1% of workforce of the Czech Ri&pu
and it is quickly losing its dynamics. Unlike inettpast when pension funds could grow by attractiag
participants in the system, they must now mainlgoemtrate on the retention of their existing pgtots and
expand by acquiring clients of their competitors.

Table 4.22: Costs incurred in connection with nevicy

Year-on-year
2006 | 2007 | 2008 | 2009 change

CZK/average Abs. (%)
Costs incurred in connection with a new 1,283| 1,592| 2,033| 3,365
policy €45 €57 €77 €127 1,332 65.53
Deferred expenses to a number of
existing supplementary pension
insurance policies 799 876 959 883 -76 -7.94

Source: MoF, CNB

43 Data as at 31 December of the given year.
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On the other hand, deferred expenses (DE) sligigtyeased in 2009 — by 4.7% to CZK 3.9 BWR 140 mh
Therefore, the amount of CZK 883 was attributabledach supplementary pension insurance policy. 7 j98%6
less than in 2008. Deferred expenses representlatadicosts of new policies, which have not bedttewr off.
Pension funds thus write costs associated with pelicies off faster than in the past, because renedhe
record-breaking acquisition costs reported in 2@idnot lead to an increase in deferred expenses.

Impaired economic situation of households affe¢ckedamount of average monthly contributions. Therage
participant’s contribution decreased for the secooksecutive year. This was also reflected in tlegage state
contribution amount, which did not increase for flist time since the inception of supplementarygien

insurance.

Table 4.23: Breakdown of average monthly contrimgiamount

2005 | 2006 | 2007 | 2008 | 2009 |Yedron-yearchange
CZK/month Abs. (%)
. , o 459.1| 474.8| 495.9| 488.0| 475.5
Participant’s contribution c154| €168| €179| €196| €180 -12.4 -2.5
State contribution 100.8| 103.6| 104.0| 105.4| 105.2 -0.1 -0.1
Source: MoF

Investment portfolio of pension funds became evementonservative than in the past. The share ofldon
amounted to nearly 80%, while the share of stoecsehsed by almost a half to 1.6% - even thougtkstdid
offer some interesting valuations in 2009. HoweVegh volatility and persisting uncertainty on thmarkets
discouraged pension funds from investing in thisebglass, as they are obligated to generate aegative
economic result for each fiscal year.

Graph 4.14: Allocation of assets of pension furslatz81 December 20tf9
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4 See table 8.6 in Appendix 2.
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5. RELATION OF THE GOVERNMENT SECTOR TO THE
FINANCIAL MARKET

5.1. General government balance

The share of the government sector balance to GllRdlecrease to -5.3% in 2010 (CZK -197.2 briJHE

7.5 br). There will thus be a year-on-year decline ingo@ernment deficit to GDP ratio by 0.6 pp. In artte
comply with the consolidation strategy specifiedl@enthe Convergence Program, it will be necessagdbpt
saving measures in excess of originally expectegsstThe development of the government sectorsedan
very fragile economic growth and relatively higheamployment rate, which is also associated with dweise
development of household consumption. On the dthed, the gradual recovery in the economies ofkeyr
business partners should have a positive impaa&sdtfactors are directly reflected in the develamnod the
government sector revenues and expenditures. Thecis of anti-crisis government measures are slowly
fading away, and active measures aimed at theidedduction are becoming apparent within the gowent
economy.

When taking a closer look at thalance structure of government institutions sectgrwe find out that all its
subsectors reported a deficit in 2009. The highdedicit was recorded within the subsector of cdntra
government institutions (CZK -180.3 bn — i.e. -5.0%GDP), followed by the subsector of local govaamt
institutions (CZK -24.0 bn, i.e. -0.7% of GDP) asakial security funds (namely health insurance corgs)
(CZK -10.7 bn, i.e. -0.3% of GDP). At the end of020 government debt amounted to CZK 1,282.3HBUdR
48.5 bni.e. 35.4% of GDP).

It is apparent from the 2010 government deficiucture that the deficit economy of all subsectdit s
continues. The majority of adopted consolidatiorasuges is reflected in the balance of the centreéignment
institutions subsector, which reports a year-on-yegrovement of approximately CZK 7 bn (0.3 pp.GIDP)
and the deficit of this sector amounts to CZK -B/3n (-4.7% of GDP). Deficit of CZK -15.9 bn (-0.486
GDP) is expected for the local government institosi subsector — i.e. a year-on-year improvementhi
5.3 bn (0.3 pp. of GDP). A year-on-year improvemisralso expected for the social security fundsseator,
which should improve its deficit by CZK 2.7 bn ((bft. of GDP), amounting to CZK -8.0 bn (-0.2% of BDIt
is apparent from the above mentioned that the ptibiance consolidation is namely taking place lwa dentral
government level, the economy of which falls withie direct of the government.

In addition to a significant setback of economiowgth, therevenue sideof the government sector balance in
was affected by the so-called anti-crisis measiwr@909. The most important anti-crisis measurebigted the
possibility to postpone income tax advance paymgmnily affects cash-flow), acceleration of depraoiafor
depreciation categories 1 and 2, lower VAT rateselected services, and social security insuranemipm
discounts for employers. Therefore, the revenue sidthe government sector will reflect impactstioé so-
called saving measures in 2010. These measuresdacfor example, annulment of tax exemption for
constitutional officials’ benefits, reduction o&flrate expenditures for entrepreneurs in the ai#ae so-called
freelance activities and copyright, double reab#stax rate, and hike in both VAT rates by 1 ppth® same
time, excise taxes on fuels, spirits, beer, an@d¢ob products have been increased. The main cotiris in
respect of social security and health insurancenpnas consist in the postponement of the redudtiothe
sickness insurance premium rate by 0.9 pp., hifimtr for an assessment base relating to socialritgcand
health insurance, and annulment of insurance pramiiscounts. Total government sector revenues are
expected at approximately CZK 1,496.4 BUR 56.6 biy i.e. a year-on-year increase of CZK 36.4 bn.

The expenditure sidewas also affected by the so-called anti-crisis messs which were mainly aimed at
increasing expenditures for the development ofsppartation infrastructure and serviceability, suppof
research and development, increase in the cafitBEB and insurance coverage of EGAP. The preparafion
the so-called saving measures started in the sebalidof the year, which included new regulation aof
assessment base for the state payments in fatbe @iublic health insurance system. Changes ohpeteas in
respect of financial aid during maternity, compeiesaallowance during pregnancy, and sickness litsnef
payments have been proposed in the area of sicknessance. However, these measures did not gather
sufficient political support. In the area of wagew salaries, functional positions will be termathin 2010,
some of the expenses in the area will be limitedtHermore, the government decided not to valquzesions
as at the beginning of the year. In spite of tlreahentioned saving measures, the existing develofsm- e.g.
in comparison with assumptions included in theestatdget proposal — indicate worse fiscal resultthe
government sector, mainly as a result of outagdbkanarea of corporate income tax and social sgfuealth
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insurance premiums. In order to comply with thecdistarget specified in the Convergence Program, th
government decided to compensate these outagamibyndg expenditures of individual state budget jtess,
which should sum up to approximately CZK 11.5 bartlkermore, payments will be cut down this year for
removing the so-called old environmental damagem fthe privatization proceeds, and — in spite ddioal
assumptions — the original conservative dividengnent of the compan¢EZ has been increased. The total
government sector expenditures are expected abeippately CZK 1,693.6 bnHUR 64.0 biy i.e. a year-on-
year decline of approximately CZK 18.6 bn.

Privatization proceeds(i.e. proceeds from the sale of shares and otiogrepty participations) were, or actually
are expected to be insignificant in 2009 and 201 main source of income of the so-called priwdiim
account includes dividend payments amounting tob@ng planned at) CZK 16 bn and CZK 17.4. The
dividend payments mainly come from the followingrqmanies:CEZ, CEPRO, and MERQ'R. Privatization
proceeds, similarly as in 2009, will mainly be ugedfinance the removal of environmental damaged/co
mining damages, flood control, and contributionthi State Fund for Transport Infrastructure.

Government sector debtwill amount to CZK 1,403.7EUR 53.0 b in 2010 — i.e. 38.0% of GDP. It is
expected to grow significantly on year-on-year bdby CZK 121.4 bn, i.e. 3.5 pp of GDP). Even thoutg
growth dynamics will decline on year-on-year basistill remains very high (decline from 16.1%93&%%). In
addition to this, the government debt growth dyreanis partially decelerated by an integration @f $b-called
debt reserves issued in previous years. Withincthesolidated government debt, contribution to that@l
government institutions accounts for CZK 1,317.9-brof which the government debt amounts to CzZK
1,308.2 bn, i.e. almost 99.3% of the total contitns of individual subsectors; contribution to tloeal
government institutions debt is predicated at CA3%n. Contribution to the social security funédd(health
insurance companies) amounts to CZK 0.1 bn. Otdte government debt, the amount of CZK 25.6 ha. (i
1.8% of the total consolidated government debtjesponds to imputed loans, i.e. it is not factuaflyered by
existing debt instruments in government entitieslance sheets (imputed state guarantees, leasditirym
fighter planes Grippen, etc.). The largest partefgovernment debt is in the form of debt seasjtivhereas
the process of the debt securitization still camgin Therefore, the share of loans in the goverhihelnt has
been steadily declining since 2001.

5.2. State budget

The 2009 state budgetvas approved with a deficit of CZK 38.1 bn. Totapenditures were expected at CZK
1,152.1 bn, while foreseen revenues amounted to CZK4.0 bn. Actual expenditures and revenues atadun
to CZK 1,167.0 bnEUR 44.1 bhand CZK 974.6 bnHUR 36.9 bhrespectively. Therefore, the state budget
ended with a deficit of CZK 192.4 bEUR 7.3 b

The failure to comply with planne@venueswas namely caused by outages on the part of abmtax revenue
categories, which decreased by CZK 59.0 bn on gaarear basis. The approved tax revenue budgenaias
fulfilled by CZK 110.2 bn. Collection of legal etiis income tax was the worst off (64.0% of the drijl
followed by physical entities income tax (79.9%tbé budget). The first mentioned collection was ntyai
affected by the above described measures in tteeainistration of this tax (temporary cancellataf the
obligation to pay advance payments). Significartbaeks are also apparent in respect of value adabed
revenues (91.0% of the budget) and excise taxed¥8®f the budget). Substantial year-on-year dectif
CZK 37.6 bn was recorded for social security pramievenues. The increase in indirect taxes congiriae
grow within the tax revenue structure. On the otha@nd, nontax and capital revenues and receivedfaes
recorded a year-on-year increase of CZK 7.3 bthikwregard, it is appropriate to mention the mdition of the
so-called reserve funds of the state organizationis$ in the amount of CZK 38.0 bn intended foiaficing of
the state budget deficit. A surplus of the pensimurance system of 2008 in the amount of CZK h6éMas
transferred to a special reserve account for tmsipa reform. However, such transactions are nganded as
revenues — with the exception of the state budgetposition methodology. These transactions werarcegl
as revenues in the past; however, any such tramsacéxecuted now are only regarded as mere idterna
transfers. Another negative news is the low fulfdint of transfers accepted from the EU (includihg t
National Account), which only reached 54% of thelpet after adjustments (i.e. CZK 59,6 bn).

Total expenditures of the state budgeincreased by CZK 83.1 bn year-on-year, whereasntugxpenditures
amounted to CZK 1,033.8 bn (88.6%) and capital edjieres amounted to CZK 133.2 bn (11.4%). State
budget expenditures were mostly routed to socizd §86.8%), whereas expenditures in connection sathal
allowances amounted to CZK 429.3 bn, increasindCB¥ 24.8 bn year-on-year. The share of the so-dalle
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mandatory expenditures in the total expendituresuans to 53.3% (i.e. CZK 622.0 bn). Even thougls thi
category recorded a year-on-year increase of 6(88te share in the total expenditures is declinirige year-
on-year growth is mainly affected by increasing endliture for pension insurance allowances (by CZ32
bn), debt service (by CZK 8.3 bn — including feas)l unemployment benefits (by CZK 8 bn). This statdget
segment represents the biggest threat to the fdewelopment of public budgets, because it will icinately
reflect impact of aging population and existing ustainable nature of public policies. The pensitsuiance
system reported a deficit of CZK 36.8 bn in 200Be balance of the so-called special reserve acdoutie
pension reform in government financial assets, gged from the surpluses of this system in the, @aabunts
to CZK 19.5 bn. The development of the state budgpenditures in 2009 was also affected by thetfedtthe
transfers of unused budget expenditure funds tervesfunds, which were heavily criticized in thespavere
cancelled. The former procedure was replaced byestablishment of the so-called claims for unspent
expenditures (i.e. receivables from the budgefsitofe periods). These funds amounted to approsin&zK
72.5 bn as at 1 January 2009, whereas the expenditlget was exceeded by CZK 41.7 during the gedr
new claims for unspent expenditures arose duriegydar of approximately CZK 62,2 bn (the claimsabak
amounts to approximately CZK 90 bn at the beginroh@010). The majority of such claims are assedat
with the relatively slow execution of projects é¢nanced from the EU funds.

Upon adjustments for internal transfats total state budget balancemountedo CZK 234.0 bn (CZK 192.4
bn without these adjustments). The settlement isfdbficit took place through an issue of governtrimnds
(CZK 185.8 bn), acceptance of long-term loans (AQZKO bn), and changes in statuses within the Btetacial
assets accounts (CZK 5.4 bn).

Proposal of the state budget for trear 2010was presented to the Chamber of Deputies witHfiaitdef CZK
162.7 bn (i.e. CZK 124.6 bn more than foreseeriybiudget approved for 2009). The budget is foreséth
total revenues of CZK 1,022.2 bn (i.e. 8.2% lessamparison with the budget approved for the previgear)
and total expenditures of CZK 1,184.9 bn (i.e. y@ayear increase of 2.8%). The state budget reaeiand
expenditures were designed in a manner that woakble a to a government sector balance (ESA 95
methodology) of 5.3% of GDP.

Table 5.1: Development of state budget revenugmreditures and balarfGe

Year-on-year
As at 31 Dec (CZK bn) 2005 | 2006 2007 2008 2009 2010 change (%)

Revenues incl. repayments 808.7| 858.0|] 959.0| 985.7 921.8| 991.8 7.59

Expenditures incl. gross

borrowings 874.5| 965.1|1,007.3|1,066.2| 1,155.8| 1,164.6 0.76
-65.8| -107.2| -48.3| -80.5| -234.0| -172.8

Balance -26.17

€-22| €-38| €-1.7| €-32| €-88| €-65

Source: MoF

5.3. Government debt and state guarantees

At the end 0f2009 unconsolidated government debt was reported énatnount of CZK 1,178.2 brEUR
44.5 bn) and it is expected to increase to CZK 1,298.((HdR 49.0 bh by the end of 2010. The government
debt to GDP ratio will amount to 35.2%. The intérgavernment debt amount will increase to CZK 1,00
(77.4%), while the extern government debt amoutitreach CZK 292.9 bn (22.6%).

The government debt growth mainly results fromdbécit-oriented state budget - the growth dynanoitthe
debt had been slowly decelerating since 2003. Hewsdtie growth rate has once again been pickinginge
20009.

45 The methodology of revenues and expenditures figgén Table 5.1 does not correspond to the datagmted on the
State final account, which are commented in thedimgr of the Report. GFSM 2001 methodology is usedtlie
specification thereof. The main methodologicalefi#nces consist in the fact that revenues and dkpess are reduced
by received interest and premiums on governmerntt @@eb consolidation of costs of debt serviceprded loans reduced
by their installments are not part of revenues exgenditures, expenditures for an execution ofyristate guarantees
with uncertain recoverability are included in exgiure capital transfers (their potential paymeats classified as
incomes/revenue). Furthermore, revenues and expeesliare adjusted in the time series for the #Heetanternal
transfers (to and from reserve funds and stateagtees fund).
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Three tranches of EIB loans were drawn upon irfitlse quarter of the year, amounting to CZK 2.4ibrnotal
(i.e. 19.3% of this type of financing approved by tState Budget Act). In terms of domestic issuavities,
medium and long-term bonds were issued in the nalmiamlue of CZK 40.2 bn, of which CZK 3.5 bn wasdso
on the secondary market (CZK 2,0 bn by EIB). Theissie of government bonds thus amounted to CZRK 40
bn in the first quarter. No redemptions took pldaeng the first quarter.

Graph 5.1: Government debt by type of instrumerst&l December 2009
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mE Treasury bills

O Short-term debt

O Foreign bond issues
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B Bills of exchange due to
IBRD and EBRD
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0.1% 0.0%

Source: MoF

The average government debt maturity decreasde a&rtd of the first quarter to 6.3 years. The nstscof the
government debt servicing amounted to CZK 2.6 kthatnd of the first quarter.

Of the total government debt amount, CZK 1,156.1H0R 43.7 bhis in the form of negotiable debt and CzZK
60.7 bn EUR 2.3 b in the form of nonnegotiable debt at the endhaf first quarter. The share of foreign-
currency debt amounts to 8.1%. The share of skam-tgovernment debt increased by 0.5 pp to 14.2% in
comparison with the end of the previous year.

The year 2010 has seen another decline in the wdltiee portfolio of risky state guarantees, whazk being
refinanced within the state budget expendituregirlimportance relative to government debt amoattuinder
6% and their structure thus cannot significantlfeetf monitored quantitative criteria from announcetget
amounts.

The planned government loan need according to ttnate§y for the government debt financing and
management in 2010 without the net change in fimhmaestruments revolving will amount to CZK 2800
(EUR 10.6 bhin 2010. This amount consists of the plannededtatiget deficit in the amount of CZK 162.7 bn,
refinancing of payable medium-term and long-termveggoment bonds in the amount of CZK 83.0 bn,
refinancing of government bonds redemptions inatm@unt of CZK 10.0 bn, and installments on EIB kban
the amount of CZK 1.1 bn. At the same time, thesgr@overnment loan need has been increased byatieed
increase in the balance of the accounts of govemhfirancial assets in the amount of CZK 3.2 bn aregtion

of a financing reserve of CZK 20.0 bn.

MoF plans to perform at least one benchmark is§&&imbonds in 2010.
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Graph 5.2: Government debt by creditor as at 3leBder 2009
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6. FOREIGN EXCHANGE MARKET

At the end of 2009, the Czech currency slightly rapated against the two leading global currendiggh
regard to euro, it gained 1.8% to close at 26.4K/EDR, while gaining 5.1% against the dollar tossoat
18.37 CZK/USD. However, on average it was weakayuphout the year than in 2008. This was mainlysedu
by the economic crisis consequences.

Graph 6.1: CZK exchange rates relative to majorengies
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Table 6.1: CZK exchange rates relative to majorenaies
Average exchange rate
2005 2006 2007 2008 2009 Year-on-year change (%)
CZK/EUR 29.78 28.34 27.76 24.94 26.45 6.03
CZK/USD 23.95 22.61 20.31 17.04 19.06 11.87
Exchange rate as at the end of
2005 2006 2007 2008 2009 Year-on-year change (%)
CZK/EUR 290.01 27.50 26.62 26.93 26.47 -1.73
CZK/USD 24.59 20.88 18.08 19.35 18.37 -5.06

Source: CNB, CZSO

The significant worsening in the economic situatidthe Czech Republic in the fourth quarter of 20@sulted

in a sharp depreciation of CZK in the first quard#r2009 — to reach levels from October 2005. Dyitne
period from late October of 2008 to mid-February2609, the Czech crown depreciated by 28% against e
and by 61% against the dollar. This depreciatimsarfrom the change in the manner investors pexdeive
Czech Republic. Until October of 2008, it seemed €@rech Republic would undergo the crisis with less
damage than other countries, and the Czech crous dppreciated. However, economic statistics plodadis
during the fourth quarter revealed that not evenGaech Republic would be immune to a substarg@dgsion.
With more and more data coming in during the fipgarter of 2009, it was possible to estimate theaton of

the Czech economy better, and, following a shomemtion, the exchange rate stabilized and the iCzeawn
started to appreciate slightly.

Table 6.2: External financial relations

Annual (CZK bn) 2005 2006 2007 2008 2009
Payment balance - current account -39.8 -77.2 -113.1 -22.9 -37.0
Trade balance 59.4 65.1 120.6 102.7 180.6
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Source: CNB - ARAD

CZK transactions were mainly affected by the newghe situation of the economy and public finante¢hie
USA and the Eurozone. Economic indicators mainly pupressure on CZK depreciation. The interest
differential decreased during the year, GDP wappirg faster than in the Eurozone and the USA, thed
inflation in the Czech Republic was higher. On titeer hand, record-breaking surpluses of the paymen
balance mitigated the pressure on the Czech cyréeyreciation induced by an adverse developmeather

indicators.

Table 6.3: Comparison of economic indicators

(%) Inflation (year-on-year) Key interest rate of centr  al bank 46

Czech Republic |Eurozone USA zech Republic Eurozone USA
January 09 2.2 1.1 0.0 2.25 2.50 0,00-0,25
February 09 2.0 1.2 0.2 1.75 2.00 0,00-0,25
March 09 2.3 0.6 -0.4 1.75 1.50 0,00-0,25
April 09 1.8 0.6 -0.7 1.75 1.25 0,00-0,25
May 09 1.3 0.0 -1.3 1.50 1.00 0,00-0,25
June 09 1.2 -0.1 -1.4 1.50 1.00 0,00-0,25
July 09 0.3 -0.7 -2.1 1.50 1.00 0,00-0,25
August 09 0.2 -0.2 -1.5 1.25 1.00 0,00-0,25
September 09 0.0 -0.3 -1.3 1.25 1.00 0,00-0,25
October 09 -0.2 -0.1 -0.2 1.25 1.00 0,00-0,25
November 09 0.5 0.5 1.8 1.25 1.00 0,00-0,25
December 09 1.0 0.9 2.7 1.00 1.00 0,00-0,25

Source: CZS0O, CNB, Eurostat, ECB, Fed

46 CR: 2T repo rate of CNB, Eurozone: ECB'’s main refinapciperations (minimum bid rate, or fixed rate), &iA: the
Fed's intended federal funds rate.
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7.  FINANCIAL AND ECONOMIC CRISIS

Looking back at the financial and economic crigisan be observed that both the Czech economyiaadcial
sector reacted to the crisis less negatively thamtajority of other countries of Central and Eawsteurope. A
number of factors contributed to this outcome: Iowarrent account deficits in the previous yeaosydr
dependence on volatile cross-border debt finanaimg) subsequently a lower volume of cyclical invesita
dependent/driven by foreign capital inflow.

The acute phase of financial crisis, the signs loittvon the global markets in the fall of 2008 wassociated
with an increasing uncertainty, asset sell-offs] gsk of the entire financial sector collapse, gascessfully
averted by unprecedented measures of central tzamtksther public institutions. These measures dedy for
example, fierce and coordinated lowering of interates, increase in liquidity provision, prograamsied at the
purchases of impaired assets, state guaranteeardndebt and other assets, and capital injectiotts the
affected financial market institutions. In someemsghe funds raised through these measures wesalglpaid
back by the relevant global financial institutions.

Due to its nature, the Czech financial sector wassignificantly hit by the financial crisis. Theason for this
was the fact that the Czech Republic was not piiynhit by the financial crisis. Instead, it suféet from the
economic crisis and only in an indirect way, agsult of the export dependence of the Czech Repuhhinly

on the markets of Western Europe. However, the lpnod of real economy tend to have some adverse
implications for the Czech financial sector. Theclde of revenues and wages will affect the abilitfy
nonfinancial companies as well as individuals tpasetheir financial obligations, and thus may ni/gdy
influence the quality of banks’ credit portfolios’.

Entities of the banking sector, which dominate @mech financial market, are mostly subsidiariesnafor
European financial groups. The Czech financial (aaaking) sectors did not report losses from imgzhassets
similar to the level of some major European bartk®dit institutions in the Czech Republic conceatran
retail activities rather than on investment bankifigerefore, Czech credit institutions could retyfanancing
from relatively steady client deposits during theripd of potential uncertainty on the interbank kear The
deposits-to-loans ratio exceeded 130% in 2008)gisiven further to 138% a year later (see Graph 4.1
ranking among the highest in whole Europe. In Oetobf 2008, CNB commenced preventive liquidity
provision; however, this was met with only mininiaierest among banks. Moreover, CNB has been ramgovi
liquidity from the market for many years.

Much lower exposure of Czech households and naméiml companies to foreign-currency loans in
comparison with other countries in the Central Badtern Europe region, is another factor, which iwdavor

of the Czech banking sector. Therefore, the exahaatg fluctuation of the national currency does mave
negative impact on their ability of debtors to segvand repay the loans. This situation resultsnfitne
development of CZK interest rates during the pastry. The interest rate differential between thecGzrown
and some foreign currencies was significantly lowethe Czech Republic in comparison to for example
Poland, Hungary or Romania. For this reason, tias not much of an advantage for domestic entttes
accept loans in foreign currencies. The share afsébold foreign-currency loans on household taiah$
nearly equals to zero. They are mainly used byinantial companies as a practical hedging instrarten
offset cash flows from foreign-currency export neves.

In addition to worsening macroeconomic situatiorthwan impact on the quality of banking loan poitfs]
other negative impulses mainly involved news comirgm abroad rather than domestic instability. Even
though panic resulted in plummeting share pricest jike in foreign markets, the spring of 2009 was
characterized by growth on the Prague Stock Exahahkis growth compensated for larger part of presiy
incurred losses and was a result of growing optimssipported by the loosening policy of central lsank

In 2009, gradually calming situation could be oledrin the financial markets. However, after thd ehfthe
period covered by this Report it was becoming mapparent that the future market developments véll b
significantly affected by other adverse impulsesndion started to pick up again in the financiarkets —
mainly in connection with the fiscal situation @frtain countries of the Eurozone and subsequeblgns with
the financing of their debt. This process culmidate May of 2010, with a rapid depreciation of euro
temporary decline of stock exchange indexes, abdesjuent assurance of state and international gufgpo
fiscally challenged countries in the amount of afEtUR 750 bn.
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The Czech Republic, which is outside of the Eurezamas not immediately affected by these eventenEv
though the rising tension in the financial marketsto a temporary depreciation of Central Europaanencies
(including the Czech crown) against euro, the dapti®n was followed by an appreciation as investeacted
to an announcement of ECB on further loosenindgsofonetary policy, including the purchases of goneent
bonds of Eurozone countries. The yields of Czealegument bonds also reacted very moderately toisieg
tension in the Eurozone and they remain on lowlgwegative effects of the current development s
have an indirect effect via declining demand afteech exports in connection of a potential advargmct of
the financial market developments on the real esgnof Eurozone. However, the depreciation of ewuold
support German exports and consequenty the Gadahtry.
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8. FINANCIAL MARKET ACTIVITIES OF MOF
8.1. Ministry of Finance’s activities on an internationd level

8.1.1.  Czech Presidency of the Council of the European Uoin*’

The financial services sector became one of theikyest areas of the EU during the Czech Presiden
namely in respect to the financial and economisigrprevailing at the time, which was associateth wi
significant number of legislative and non-legislatactivities. These often politically-sensitiveoposals of the
EC evoked high expectations on the part of entitipsrating in the financial market as well as indiinal
member states. In addition to that, negotiatio& fglace under time pressure caused by endingoetéd¢erm
of the EP and term of office of the EC, as weltraseffort to react to the financial crisis as sasrpossible.

Legislative acts

The financial services industry represented onthefimportant areas on the agenda of the Czechdeney
defined as Competitive and Open Europe. Europeifiatives in this area were aimed at creating opad
secure internal market for retail consumers, furtimegration of certain nonretail financial sees¢ and
establishment of a proper regulatory frameworkhia context, the Czech Republic strived, on Euaoplevel,
to finalize the discussion of those legislativesaethich were urgent in the Pan-European contexhaty in
respect of then topical financial and economicigris

The main objective of the first half of the Czectestdency in the legislative area was to find areagent
between the Council and the EP in the followingeéhpriority areas: Regulation on Credit Rating Ages
(CRA), Directive on the taking-up and pursuit oé thusiness of insurance and reinsurance (Solvdhcgnd
the revision of the Capital Requirements Direc{i@&D).

Regulation on Credit Rating Agencies representedibst complex problem — with both European anbajlo
impact. Our objective as the Presidency country twasontribute to legal regulation, which would peoly
work in connection with the global nature of thisliistry. The Regulation mainly contains terms amtidions
for the registration of rating agencies in the Eles for issuing ratings, prevention of confliofsinterest and
higher transparency. It newly introduces rulesréting agencies outside of the EU, which issuegatiused by
financial institutions in the EU. A breakthroughwetty is the supervision of rating agencies’ atidd within
the EU — councils of supervision authorities wi# breated, which should facilitate better coordamatThe
regulation will contribute to higher quality and jettivity of ratings, which are used by investoos their
decision-making.

Solvency Il Directive represented an obvious cimgiieas well as a massive opportunity to set upriatenal
standards in the insurance sector regulation. TieclkC Presidency succeeded in completing demandidg a
difficult negotiations, both in the Council of tHeuropean Union as well as in the EP, which had been
conducted in respect of this Directive for the stears. During the revision process, 13 Direstiregulation

life and non-life insurance and reinsurance inctlde a single legislative act. The Directive intidies
integration of the EU insurance and reinsuranceketarimproves the protection of policy holders and
beneficiaries, and increases international competiess of EU insurers and reinsurers.

One of the top priorities of the Czech Presiden@s the revision of the CRD Directives, which is @d
example of a specific legislative reaction to thsis. The amendment of the aforementioned Directiv
represents the first major contribution to a thgtouevision of the banking regulation system ainatd
removing its key deficiencies, which became appadening the financial crisis. The main changessistnin
the establishment of councils of supervision adtiesr for the cooperation in the course of supéovisover
transnational credit institution groups as wellirstitutions operating in another member state uhotheir
branches. It introduces stricter rules for largeasxres (limits for receivables from one clientjghler
harmonization of hybrid capital instruments, anddamentally revises the regulatory framework indhea of

47 1n 2008, the preparations for the Czech Presidefitlye Council of the European Union were carriet] oulminating in
the Presidency during the first half of 2009. Wigspect to the importance of the topic, this docuntiscusses the
preparation phase as well as the actual courseed®tesidency and the results it has achievedt¢o da
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securitization. The achieved compromise in respéthis text may also be regarded as a major saaukthe
Czech Presidency.

Another important legal regulation discussed duthmg Czech Presidency was an amendment to ther@iexct
Money Directive (EMD), which regulates issuing dé@ronic money and supervision over electronic eyon
institutions. During negotiations on the EMD Diriget the Czech Presidency mainly strived to remibiggh
regulatory barriers, which prevent developmenthef électronic money market in the European Uniod, ta
set adequate terms and conditions for undertakinglextronic money institutions. By way of examplbe
Directive liberalizes prudential requirements impd®n electronic money institutions, specifies ehextronic
money definition as well as the specification a&f Directive’s scope of application. It also enabigsoduction
of the so-called hybrid electronic money institagp which will issue electronic money as only ofiseveral
business activities. Overall, the Directive strite$ring the regulatory and supervisory framewafrklectronic
money institutions closer to the supervision of mpant institutions, whose products are very similar
electronic money.

New regulation on cross-border euro payments gteearthat the costs of cross-border payments fénans
ATM withdrawals, and electronic payments) are thens for consumers as in case of a correspondirg eur
payment carried out within their own member stathe amendment represents an important step in the
execution of the project Single Euro Payments A{®BPA) within the EU, reinforcing consumer rights
protection and supporting development of modern efifekctive payment system in the EU. The amendment
also expands the scope of application to direcitsielvhich were officially launched under the SEpWject on

2 November 2009.

In January of 2010, a proposal was presented t&@dor an introduction of a Community program fbe
support of specific activities in the area of finah services, accounting reporting and audits,ahjective of
which is to support EU policies in the given aredbe main objective of this decision is to ensuettdr
functioning of the internal market by improving effiveness of the process of creating and applying
Community rules. With regard to preserving indemsrw of institutions in the area of accounting anditing
standards and ensuring adequate funds for theivitas, a mechanism has been introduced for thei
financing from the EU budget.

Non-leqislative initiatives

In the non-legislative area, the main focus atltdginning of the Czech Presidency was on followireasures
adopted during the year 2008 in respect of theveagoof proper functioning of the financial systewmnsd
confidence of economic entities. A pressing taskhef Czech Presidency was the execution of othesores
aimed at reinforcing transparency and stabilityfioincial markets. During the first meeting of tBEOFIN
Council, which took place under the Czech Presigeitcsucceeded in adoption of conclusions in respé
banking capital. The Council thereby confirmed ttra funds, which banks received in connection wli
recapitalization activity of member states’ goveemts, should not be interpreted as an increasipginement
for the banking capital adequacy, because the robjactive of the measures is the support of loans t
companies and households. Ministers also addrebsedssue of accounting standards relating to firzdn
instruments in order to support application of amiules in the USA and in Europe.

The entire EU worked actively on adopting coordidateaction to the financial crisis. As part of gtetegy
for ensuring financial stability, which was agréadDctober of 2008, common approach to impaireétassas
discussed on EU level. Due to its complexity, th@ie required close cooperation of the EC and ECGBder
to find an optimum approach for assessing impaassitts and authorization of institutions to take iparescue
schemes. In all above mentioned cases, the Czedidency tried to facilitate and accelerate ongaiebates
in order to achieve maximum consistency for théiktation of the economic and financial situatiand in
order to prevent any negative side effects. The EGICCouncil agreed on the common principles for aingd
assets treatment in February of 2009.

The main priority of the second half of the CzecasiRlency within the financial services sector wesreform
of the financial market supervision structure. Thet discussion, on the level of ministers of fice and
central bank governors of all 27 member stateds face in early April, during informal meetings tife
ECOFIN Council in Prague. During the meeting, thaisters and governors agreed on the key principi¢ke
EU financial market supervision reform, namely ¢ thecessity to reinforce supervision over the oracr
financial stability on the EU level. For this reasdhey supported the creation of a new authoritthe-
European Systemic Risk Board (ESRB). As regardsdaf@m of supervision over individual financial rkat
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institutions, the ministers and governors confirmtéd necessity to harmonize the European supervisio
framework. During its June meeting, the Europeamnir€d confirmed the direction that the EC took het
preparation of other legislative proposals. It @ns the harmonization of rules, standards, anctisanpowers
between member states, as well as the reinforceamehtransformation of the Level 3 Lamfalussy Cotteni
(CEBS, CESR, and CEIOP8)nto new agencies with legal identity, and thealelshment of the European
System of Financial Supervisors (ESFS), whose taekld be to harmonize the European supervisory
framework as well as the consistent applicatiorutds in EU member states.

International coordination

The Czech Presidency attempted to find a commoitigpoof all member states of the EU for negotiatio
within G20 — for all negotiation levels. The megtrof the ECOFIN Council dated 10 March 2009 a3 agbf

the European Council dated 19 March 2009, which@amu the European mandate for the London summit of
G20 countries, were crucial for the negotiatiom@ommon position of the EU.

8.1.1.  European and other international institutions

The Financial Services Committee (FSC) and the Ecomic and Financial Committee (EFC)

The Financial Services Committee (FSC) and the &edn and Financial Committee (EFC) belong among the
expert committees of the ECOFIN Council. FSC isormuin for preliminary discussion of issues relationg
financial services on an expert level and, togethith EFC, it takes part in the preparation of indual
meetings of the ECOFIN Council. Activities of FS€& aarried out by representatives of the membeesta
ministries of finance, EU, EC, ECB, and Level 2 &mdel 3 Lamfalussy Committees.

The EFC has been established on the basis of &tig4 of the Treaty on the functioning of the EUmnhinly
handles advisory and preparatory tasks set byAttisle of the Treaty or delegated directly by Beuncil. The
subject matter of the EFC’ activity is to mainly nitmr economic and financial situation of individumember
states and the EU, present reports to the ECOFIdh€band the EC, and contribute to the preparatibn
activities of the Council within the economic andahcial sector. The Committee comprises represeasaof
the member states’ ministries of finance, EU, ECBEas well as national central banks. MoF regulatiends
meetings of both Committees and is actively invdlw&/hen preparing standpoints and communicationthf®
meetings of both Committees, MoF cooperates witlBCN

The year 2009 was characteristic by the finanaials; and the Committees reacted to this throhghstlection

of discussed topics. Their activities comprisedeassient of the market situation and measures atidyyte
individual member states in connection with theafioial crisis, including any implementation already
completed. They addressed recommendations inclinlettie report prepared by the group led by J. de
Larosiere, which related to the European supemviimamework reform, problems relating to impairedets in
the banks’ balance sheets, cross-border finantEhllisy, crisis management, restriction of prolayal effects

of the financial system, derivatives markets, catgd load tests of banks, exit strategies in rdspéc
supporting measures, SEPA project, proposal forew maccounting standard for financial instrument,
uncooperative jurisdictions, preparation for theetmgys of ministers and governors of G20 countries.

In 2010, one of the key discussed topics has bkenctoss-border management of financial sectoegris
namely in connection with an establishment of aopaan framework for managing crises in transnationa
banking groups. Existing developments have showat the EU lacks effective and uniform critical
management for financial situation, which operatefart of groups operating in several member state

ECOFIN Council

The priorities of the ECOFIN Council for the yed#0® mainly were the financial crisis and the suzeny
framework reform in the EU.

48 For more information on Level 3 Lamfalussy Comneitte— see section 8.1.2. European and other ini@maht
institutions.
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In 2009, the ECOFIN Council:

In the area of banks’ capital supported requestmddlify international regulations of capital and
accounting rule with the aim of limiting excessipm-cyclical consequences, and requested progress
be made towards reaching this goal (20 January)2009

Supported initiative relating to the Single Eurgyants Area (SEPA) and urged the payment sector to
accelerate necessary preparations for succes#fation of this regime (10 February 2009);

Confirmed political agreement between the Councitl ahe EP within the first reading of the
codetermination process in respect of the followemjslative acts: Solvency Il Directive, Regulatio
of Credit Rating Agencies, EMD Directive, and Regigdn of cross-border payments in the EU (5 May
2009);

Confirmed political agreement between the Counnill ghe EP concerning the revision of Capital
Requirements Directives and the Community prograntie support of specific activities in the area
of financial services, accounting reporting andits;d

Approved conclusions on the European supervisiaméwork reform over financial services, in which
it agreed with an establishment of an independetftoaity for prudential oversight on the macro-leve
(ESRB), comprising all financial sectors, with flagt that recommendations of the Larosiére group be
executed and completed immediately in respectegtiablishment of a European System of Financial
Supervisors (ESFS) (9 June 2009);

Supported introduction of a prospective depreaitiavhich would contribute to the limitation of pro
cyclical developments, including models for dynardepreciations, and agreed on the fact it is still
necessary to strive attempt the mitigation of pyclical developments by creating pro-cyclical capit
cushions (6 July 2009);

Urged IASB to amend the international accountirgndard IAS 39, quickly and in time to allow
preparation of financial statements for the yedr®@® July 2009);

Agreed that it is necessary to prepare a coordinaexi strategy from extensive stimulation policies
and that considerable fiscal consolidation is nesgs which would suspend and potentially reverse
growing indebtedness and recover health fiscaltiposi. The Council agreed on principles, on which
such exit strategies are to be based (20 Octolt¥)20

Reached agreement on the general approach congepniposals for an establishment of ESRB,
which would ensure supervision over the financigdtem as part of the EU supervision framework
reform for banking markets, insurance markets,sawlrities markets (20 October 2009);

Agreed that it is necessary to reinforce the raguyaframework for crises prevention, management
and resolution, and develop a comprehensive Contynframework for closer coordination of policies
in the area of financial stability (20 October 2p09

Adopted the Solvency Il Directive, which sets domaw rules for solvency of insurance undertakings
with the aim of increasing the integration, comipetnes of EU insurance industry and improve
protection of policy holders and beneficiaries Md@vember 2009);

Agreed on general approach of tightening up capéguirements and remuneration policies in the
banking sector (CRD III) (10 November 2009);

Agreed on general approach in respect of propdealsegulations which are to establish three new
European Supervisory Authorities (ESAS);

Welcomed the communication of the EC on the EU &awnrk for the management of cross-border
banking sector crises, which relates to 3 mainsaar#aely intervention, measures for resolving &nk
problems, and insolvency proceedings, and urgedEtbeto present a report with specific political
proposals concerning further progress in this bgespring of 2010. At the same time, it entrustécCE

to continue in the work on the EU framework for tmordination of policies on crises management,
including the issue of shared costs, and to prakentouncil with specific proposals by spring 6.2

(2 December 2009);

Supported the execution of the SEPA project aneédithe EC to perform assessment of the potential
need for legal regulations specifying deadlinesaiorestablishment of SEPA and, if needed, to peepar
appropriate legislative proposal (2 December 2009);

In the area of derivatives markets agreed withnied to significantly mitigate counterpart credikr
and with improving transparency, effectiveness, amegrity of derivative transactions (2 December
2009).

During its meetings, the ECOFIN Council also adseespreparations for the European Council meetmgts
preparation of common position for the G20 meeting.
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In 2009, two informal meetings of ministers of fim&s and governors of central banks took place. fifste
meeting took place in Prague during the Czech &easly (April 2009). The ministers and governorsagron
the main principles of the EU financial market swjmon reform, namely on the need to reinforcereight of
macroeconomic stability and harmonize the Euromegervision framework. The second meeting tookeplac
Gothenburg during the Swedish Presidency (Octold@®f and it also addressed the issues concerhing t
financial market supervision and measures aimeeiafiorcing financial stability (crisis management)

At the beginning of 2010, the ECOFIN Council maimgncentrated on the situation relating to the igubl
finance deficit and public debt in Greece. Duritg March meetings, it dealt with the exit stratsgieom
government involvement, welcomed the EFC reporthen given problem area, and acknowledged specific
improvements, which were registered in respecheffinancial markets functioning. The Council aisged
EFC to support coordinated termination of suppgrtimeasures of member states and to examine hoauidw
be possible to prevent adverse impacts in congideraf specific conditions of member states.

During its meeting in May of 2010, the ECOFIN Coilirapproved general approach to the proposal for an

Alternative Investment Fund Managers Directive (MIP) and accepted conclusions to the crisis manageme
and exit strategy within the financial sector.

ECOFIN Council's Working Party on Financial Services (WP D3)

One of the priority agendas, the discussion of wisitarted in the Working Party D3 in the fall of020 is the
reform of the supervision organization over the EUinancial market. The reform reacts to the recent crisis
in the financial markets as well as the deficiesdi@incovered. It concerns a package of 5 le@giglatroposals,
which should lead to an establishment of a twaapiditructure. The first pillar is the European 8gst Risks
Board (ESRB), which will monitor and assess riskdangering financial stability in the EU and, inéeded,
issue warnings and recommendations. The secorat pilll be formed by the European System of Finahci
Supervisors (ESFS), which would include nationadesuision authorities and 3 new authorities esshield by
the transformation of existing supervision comneiftéthe so-called Level 3 Lamfalussy Committ€eis) the
sector of banking, insurance, and capital markdtesé authorities will perform existing tasks of ithe
predecessors, but they will also gain new powerg. (ereparation of binding technical standardsdibig
resolution of disputes between national supervisigthmorities, reinforced role for resolving crifisituation).

The supervision reform also includes a proposaltlier so-called Omnibus | Directive. It relates &rtain
changes, which would have to be made within theoséegislation in order to consider an establishbad new
authorities and their powers. Negotiations on ti@eposals commenced in WP D3 in the fall of 2Q§¥heral
approach was approved during the COREPER Il meetated 15 April 2010.

The European Parliament plans to vote on the abmmtioned six proposals during its June plenargises
The new supervision framework should be operatiahéie beginning of 2011.

Banking

Several important changes took place in the aredamking in 2009. Under the revision of the CRD
Directives®, a legislative text was successfully negotiatednguthe Czech Presidency of the Council of the
European Union under the command of MoF represeesatthis legislative text was subsequently appdolyy
the European Parliament and published in the @ffidburnal of the EU in November 2009 under the lmem
2009/111/EC. This revision, which has been denaedCRD II, significantly reacts to the financialsts —
introduces stricture rules for large exposuresit$irfor receivables from one client), higher harization of
hybrid capital instruments, and fundamentally resishe regulatory framework in the area of se@atibn.
Significant changes also take place in the areaupkrvision, where the so-called councils of supem
authorities are established to ensure more effectooperation (e.g. information sharing) among stigien
authorities over consolidation units and among sdgen authorities over members of such units. The
amendment also embeds rules for coordinated proeedwsupervision authorities, central banks, amigtries

of finance for both standard and extraordinaryagitns.

4% Committee of European Banking Supervisors (CEBS); Cdimeniof European Insurance and Occupational Pegision
Supervisors (CEIOPS); Committee of European SeeariRiegulators (CESR).
%0t is a collective denomination of Directives 206&EC and 2006/49/EC.
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The objective of another revision of the Capitalgieements Directive (the so-called CRD Ill), whiokas
published by the EC in July of 2009, is the areacrafdit institutions’ commercial portfolios, remuagon
policy, and resecuritization. A working group wiéim active participation of MoF and CNB representsti
discussed this proposal very quickly and the ECOBbUNcIl already approved general approach for the
proposal in November of 2009. These changes acejadtified by the need to react to financial csiséhe
proposal for a Directive amendment reflects priatsgrelating to remuneration, which are includedhie EC
recommendations dated 30 April 2009 and on the nemadion in the area of financial services (2008/B&).
Introduction of requirements for a remuneratioriqgyoin credit institutions — i.e. banks, credit ans, as well as

IF — should create prerequisites for limiting tliegressing of excessive risk through these ingatitgt

European Council

The European Council is the most important politimady of the EU, comprising supreme officials oémber
states (heads of states or prime ministers) an&@®eresident. The European Council meets at feastimes
a year, determining general political directiortted EU.

In the area of financial services, the European nCibumainly addressed the reinforcement of finahcia
regulation, including the financial market supeiais CRD Directives, issues concerning remuneratand
exit strategies from government involvement duitagneetings in 2009.

Level 2 Committees of the Lamfalussy process

European Banking Committee (EBC)

EBC is the advisory committee to the EC, compridifgh officials of member states and EC represimst It

closely cooperates with CEBS and performs two basictions:

. Advisory function in the course of creation of pospls for EU legislative acts in the area of bagkin
and ensures proper implementation of Europeanl&tigis in the national law of member states in the
course of fulfilling tasks of the EC; and

. Regulatory (Comitology) function — i.e. it has ttight to approve EC Directives in areas the relévan
authority is entrusted to the EC.

The Committee met four times in 2009. Under itsutatpry function, it discussed the proposal of $hecalled
Comitology Directive, which amends Directives 20EBEC, in respect of including the Slovenian SiDnlba
among institutions, to which Article 2 of Directi&906/48/EC applies (Article 2 includes a list n$titutions,
which are not subject to the requirements specifietthe Directive). The Directive is expected topalished
in the Official Journal of the EU at the beginninfg2010.

The main topics of the year 2009 discussed durivey EBC meetings with active involvement of MoF
representatives included the situation in the fa@nmarket in general. The Committee also addcksse
proposals of the EC for a revision of the Credig&ieements Directives (CRD I, Ill, and 1V), i.e.aimly in
respect of remuneration policies in credit insiins, regulation of capital and liquidity, etc. ®thdiscussed
topics included, for example, crisis managementhis banking sector and deposit guarantee schentes. T
discussion of these topics also continues in 2010.

European Insurance and Occupational Pensions CoeentiEIOPC)

The advisory committee of the EC - EIOPC — dealthwiot only professional but also political issues
associated with the insurance sector, includingsipenfunds. It comprises government representatofes
member states on the level of ministries as welE@srepresentatives. Representatives of CEIOP SE&#A
countries take part in the Committee activitiesohservers. The mission of the Committee is to @&saey
issues relating to an application of EU regulationthe area of insurance and occupational perisgurance.

The Committee mainly focused on the Solvency llebiive. It was also active in the preparation o th
implementing measures for the Solvency Il Directiwéth a special working group being establishedtfir
elaboration. Furthermore, the Committee deals #ithrevision of the Insurance Mediation Directivis1D).
Simultaneously, it monitors an initiative in theearof retail investment products. Last but not tlettse
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Committee discusses issues of the ongoing refortheo§upervision framework and its impact on tleirance
sector.

In the long-term, activities of EIOPC should tougion the harmonization of implementation and retiuaof
guarantee schemes within the insurance sector encapproach to risk management and capital regeinésm
in connection with the Directive on the activitiasd supervision of Institutions for OccupationaliRenent
Provision (IORP), this time within a wider areatgpics introduced by the EC in respect of pensions.

European Securities Committee (ESC)

ESC is also an advisory and regulatory body off@e It discusses and votes on proposals of thenE€sipect
of regulation of the European investment instrursemiarket. It provides consultations for politicaklies
relating to the capital market and issues implemgmtegulations to framework legal regulation asthrea. It
comprises high officials of member states and smratives of the EC.

MoF attended all meetings of the Committee in 200SC supported the EC proposal — amendment to the
Prospectus Directive. In connection with the puldansultation of the EC on potential modificatiozsd
supplementations of the Investor Compensation SekeBirective (ICSD), the Market Abuse Directive
(MAD), and the Transparency Directive, it also disged issues associated with these areas. In EED,
presented proposals to the EC for implementatioasunes to Directive 2009/65/EC (the so-called UCIN G
During its meetings, ESC also touched upon theessioncerning regulation of retail investment paislu
status of a central counterpart and clearing un#ins, register of regulated markets transacticiélDROIT
Treaty on mediated possession of securities oB#wirities Rights Directive. Joint meetings of E&&mbers

and members of the Working Group 1V for direct téomtook place as well.

OECD

Committee on Financial Markets under OECD (CMF ur@ECD)

CMF is the main body of OECD involved in the arédimancial markets, which monitors and studies suzas
aimed at improving the functioning of national firté&al markets and international financial and fgrei
exchange market, and discusses conceptual andgitrassues. The Committee belongs to the inteynati
network of authorities, which perform supervisioreothe financial system development, attend terirdtional
cooperation and coordination and higher compatybilif the financial markets regulation. The Comaett
comprises representatives of ministries of finaand central banks of OECD member states. The spgcif
and exceptionality of CMF meetings is a meetinghwépresentatives of international private finahsfhere,
during which important issues in the joint interesthe public and private sector are addressed.

MoF representatives attended all meetings of then@ittee in 2009, which addressed general issues
concerning the financial markets’ situation andifatdirection. Specifically, the Committee maintjdeessed
measures adopted in connection with the ongoiranéiial and economic crisis as well as the possilofi their
cancellation, namely in respect of excessive irggean deposit insurance. The private sector maialed for

the public sector support in the coordination dities, higher transparency of the financial netrkand better
standards. The proper supervision over the finhne#aket and balanced regulation were identifiedha@smost
important exit measures on the long-term basis. &dong time now, the Committee has been discussing
effectiveness of the financial markets regulatifinancial education and protection of consumerstha
financial market.

Insurance and Private Pensions Committee (IPPCrEED)

IPPC is the main OECD body dealing with the are@sfirance market, supervision in the area of ansce,
and issues concerning private pensions — i.e. fgrisactor of pension insurance (the issues conggprivate
pensions within IPPC are addressed by the WorkiagtyPon Private Pensions, WPPP). IPPC seeks
international cooperation, coordination, and higbempatibility of regulation of the aforementionfdancial
market sectors. The Committee comprises represezgadf the ministries of finance and central baoks
OECD member states.

Key agenda of the Committee includes discussingaatugpting the report on impacts of the financiaisron
the insurance sector. Furthermore, the Committeeudses the so-called Guidelines on Insurance Ganee,
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financial education, private health insurance, stad@hic risks or effectiveness and efficiency ejulation. A
joint seminar took place on the WPPP level with 8JFhe International Organization of Pension Suigers)

and ICPM (International Centre for Pension Manag&jnen the risk management of pension funds. Other
tasks of this Working Party included DC schertethe investment strategies for such schemes, ansiques.
Last but not least, negotiations continued on duession of Russia, Slovenia, Israel, Chile, artdris.

20

The G20 Group, which comprises ministers of finaand central bank governors of 19 countfiesd the EU
(currently represented by the presiding country &@B), was established in 1999, to act as a foram f
exchanging opinions and positions of the major globconomies in respect of key issues of the global
economy.

In 2009, Great Britain presided over the Group kadiers met twice during the year — in the sprlmmn@on)
and in the fall (Pittsburgh).

During the April meeting, G20 leaders issued a Bxetion on enforcement of financial system. In the
Declaration, G20 leaders agreed on the followiagg:

« Establishment of the Financial Stability Board (F2B the successor to the Financial Stability Forum
(FSF), which would; however, have larger powers.nlders of FSB will be G20 countries, FSF
members, Spain and the EC;

e Cooperation of FSB with the International Monet&ond (IMF) which would allow early warnings in
respect of macroeconomic and financial risks, &edoreparation of procedures reacting to such;risks

e Preparation of a regulatory system, which wouldwlrelevant authorities to identify and consider
macro prudential risks;

e Expand supervision to all Systemically Importanhdticial Institutions (SIFIs), instruments, and
markets;

» Approval and implementation of new FSF principlesting to remuneration schemes;

« Adoption of measures aimed at improving qualityamfity, and international consistency of capital in
the banking system;

« Adoption of measures in connection with uncoopeegitirisdictions, including the so-called tax hgves

« Urge accounting standards creator to quickly woiithvgupervisory and regulatory authorities on
improving such standards in order to achieve umifeet of high-quality accounting standards;

« Expand regulatory supervision and registratioratihg agencies.

During the fall meeting, G20 leaders asked minsstf finance and central bank governors to agre@ron
international framework, which would relate to tfieancial system reform and include the followingyk
points:

« Creation of high-quality capital and mitigationprb-cyclical developments;

« Reform of practices in the area of remuneratioorder to promote financial stability;

* Improvement in the situation on OTC derivative nedsk

» Cross-border management of crises and SIFIs.

Other selected platforms of the European Commission

European Financial Conglomerates Committee (EFCC)

EFCC is a Level 2 committee mainly dealing with estpissues directly associated with conglomerdtes.
comprises representatives of member states’ gowartsnon the level of ministries as well as EC
representatives. Representatives of Level 3 comestt most frequently CEIOPS or CEBS - take patheén
Committee activities as observers.

51 Defined contribution plan — pension plan, whictiimis the participant’s contribution. The pensionoant depends on
the contribution amount and period, for which atipgrant makes such payments.

52 Member states are: Argentina, Australia, Brazil, & China, France, Germany, India, Indonesiay, Ifapan, Mexico,
Russia, Saudi Arabia, South Africa, South Koreak&yr Great Britain, and the United States of America
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The Committee deals with the possible revisionhef Financial Conglomerates Directive (FICOD) sd iha
would at least cover the same instruments whichaaeglable within the banking or insurance secidiis
promotes convergence of national supervision aittkerand financial sectors. It simultaneously fiesi the
justification of certain requirements included IfCPBD. A specialized working group has been esthblisfor
this purpose — FICOWG.

As a result, EFCC should propose changes to theigimas concerning supervision in the CRD Directive
relative to a financial holding group, and in th8D Directive (Insurance Group Directive) relative an
insurance holding group, to also include cases wheybrid financial holding company acts as a paren
company. Furthermore, it concerns other changda@OD, such as quantitative determinants. Lastrmit
least, it concerns a definition of “participatioot’ the definition of management companies or, as#tse might
be, their integration within the definition of finaial conglomerates..

FICOWG meetings and changes in above mentionedtilies were postponed for the time when the legal
environment will be settled, i.e. when the the 8abwy Il project will be completed.

Government Expert Group on Retail Financial Ses/i€@EGRFS)

GEGREFS is an expert group of the EC dealing wisnés relating to retail financial services. The knoi this
Group is mainly based on the Green Paper on Reitzdincial Services in the Single Market issued iayhf
2007. Both specific legislative/non-legislative posals of the EC and topics in the professionabtiebtage
are presented during the Group meetings. MoF reptaives attend all meetings of this Group.

The main topics discussed by GEGRFS in 2009 wsressrelating to informing consumers, bank feesthad
so-called switching (i.e. terms and conditions aafile in case of a change of bank, which admirgstéent’s
current account). These issues are monitored big€hen long-term basis, in order to formulate aqgyoin the
future, which should adequately address these @nubhssociated with consumer protection and fftaihcial
market development.

A discussion took place within the Expert Grouptloa current status of transposition of Directiveaazrning
unfair business-to-consumer commercial practicesthia internal market, difficulties relating to an
implementation of this Directive in the EU membetss, and on the need for its potential revisiduring the
GEGRFS meetings, EC presented its intents in tba af the so-called responsible borrowing in tinaricial
market and associated operation of interconnecteditcregisters under the single market, and iné&mm
members of the Group about an upcoming revisioth®@fiMD Directive. The revision of this Directivéauld
take place on coordinated basis with the EC imain the area of the so-called packaged retaiéstment
products (the so-called PRIPs) and the revisiothef Markets in Financial Instruments Directive (ND-
Proposed changes should mainly reflect the needafoomplex reinforcement and integration of consume
protection within the financial market sectors, weshigher volume of cross-border provision of ficial
services, and facilitate better enforcement of stig®n. We can expect the initiative in the PR@8a and the
revision of the aforementioned sector Directiveshépnamong the key prospective topics to be disdubge
GEGRFS in 2010.

Government Expert Group on Mortgage Credit (GEGMC)

GEGMC is another expert group of the EC. Unlike tmess-sector oriented GEGRFS, GEGMC is highly
specialized. The Group was established in 2005 aslaisory body assisting the EC in defining andedtgping
policies in the area of mortgage credit. In additio presentational meetings, this Group also @&t network
for acquiring information on the situation on na@b markets in surveys on specific topics.

In 2009, the subject matter of discussions rel&tegkpanding application of the consumer creditif&ipn on
the level of individual member states (member statiscretion) to mortgage loans as well.

Early Intervention Working Group (EIWG)

EC EIWG has mainly been analyzing experience withgast financial crisis in an attempt to definpgyand
barriers of national systems preventing quick affiecdve intervention in case of a crisis withircess-border
financial institution. The main topics discussediniy the Working Group meetings included probleraaar
associated with crisis management.
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On 20 October 2009, the EC presented for publicudision the EC Communication — EU framework for
managing cross-border crisis within the banking@edhe EC plans to issue a communication in retste
Bank Resolution Funds in June 2010, a communicaiiothe European framework for crisis management in
October 2010, and to present legislative propasalsrisis management in the spring of 2011.

The crisis management area was addressed duringstastial part of the ECOFIN Council meeting inrikp
2010; conclusions of the Council on this topic wadepted in May of 2010.

Deposit Guarantee Schemes Working Group (DGSWG)

The preparatory works of the EC aimed at the rewisif guarantee scheme in the banking, insuranw, a
capital market sectors continued in 2009. At thgifr@ng of the year, the EC organized public cotagign to

the revision of the Investor Compensation Schemiesciive (ICSD) and public consultation in the amda
Deposit Guarantee Schemes (DGS), during which MoRngented individual alternative proposals of pagnt
changes of the DGS and ICS organization. During@S Working Group meetings, which were attended by
MoF representatives, potential changes were disduss respect of the DGS system (mainly in the area
insurance coverage amount, shorter periods fornimifecation payments, financing, geographic aspects
mutual cooperation level, and overlap with theisrimanagement area), including modifications of &8
system and potential introduction of guarantee me&sein the area of insurance. The EC considers the
harmonization and simplification principle to betkey basis. In 2010, the EC legislative proposaxipected

to be published, with a following legislative preseon the EU level leading to an adoption of trszuksed
changes.

Capital Requirement Directive Working Group (CRDWG)

During the first half of the year, the Working Gpumeetings dealt with securitization, business fplot
national discretion, and dynamic depreciations. 2h July 2009, the European Commission issued a
consultation material for further possible changéshe CRD Directive, which mainly addressed dyrami
depreciations and revisions in the treatment obexpes secured by commercial and residential tatee

During its meetings in the second half of the y&&IRDWG discussed proposal of other possible letjisla
changes of the CRD Directive, which were to takecelthroughout 2010. The working title of the presdds
CRD IV. The proposals mainly comprise dynamic detons, additional capital cushions, systemdtical
important financial institutions, and liquidity sidards. The changes should also be reflected ircapéal
regulation in order to increase its quality. Workisubgroups were established for various specifip@sed
changes in the CRD Directive, with involvement ba part of selected representatives of membersstate

Payments Committee (PC)

PC is a standing advisory Committee for legislaisseies in the area of payment services. At pregenginly
deals with the transformation to SEPA.

Derivatives and Market Infrastructures Working Gvou

This Working Group, which was established at theé @n2009, deals with the proposal of a future Eliree on
derivatives and market infrastructures for theleseitnt of derivative transactions. Six working etare
expected for the first half of 2010, with a subssagyublication of a draft EC Directive.

The objective is the reduction of a systemic risék of counterparty default, and higher transpayeof the
entire process of derivatives trading. Furthermtire,legal certainty of investors should increasgether with
an introduction of more comprehensive regulatiothia area.

Securities Law Directive Working Group (SLDWG)

SLDWG deals, which was established at the end d@92@eals with the finalization of draft Directive
harmonizing the law on indirectly held securiti€he EC proposal is based on the project of theafleetLegal
Certainty Group (advisory group to the EC). Six king parties are expected for the first half of @0Wwith a
subsequent publication of a draft EC Directive.
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The objective is to reduce transaction costs anduren cheaper cross-border securities transactions.
Furthermore, the legal certainty of investors sHoircrease, together with an introduction of more
comprehensive regulation in this area.

8.1. Financial market legislation

8.1.1. Community law

Activities in the field of formation of Communityegislation continued in 2009. The EC commenced the
preparation of certain legal regulations, whichetieved would react to the past financial sect@is Certain
other proposals prepared for other reasons wecestied as well. MoF, which represents the Czeclliiegn

the bodies of the Council and the EC in the proadstrmation of Community regulations in the arefa
financial markets regulation, actively participatedhe negotiation of regulations, succeedingdaing some
regulations during the Czech Presidency already.

The Czech Republic significantly contributed to fhmlization of works on the Solvency Il Directiverhich
newly codifies insurance undertakings’ activities the EU. Several previous Presidencies had faited
negotiate this Directive. Elaboration process afyvextensive proposals for implementing measuresHis
Directive started in the EC in 2009.

The following legal acts were adopted: Regulatiom Gredit Rating Agencies, amendment to Capital
Requirements Directive (CRD Il), new Electronic MgnDirective (EMD), and new Regulation on cross-
border payments within the Community. For detailetbrmation on the aforementioned regulations, see
chapter 8.1.1.

In 2009, the debate process started in connectitin thve Alternative Investment Fund Managers Dikect
(AIFMD). It later became apparent that the propdsd@hgs about so much controversy that the origgnal
planned quick adoption is unrealistic. Howevenvis becoming ever more apparent at the end of B9
with the exception of the Czech Republic and GBrétin, which raised important objections in resipef the
proposal, the majority of member states actualppsut it.

On the EU level, negotiations started in 2009 ispeet of an amendment to the Directive on secsritie
prospectus, which is to contribute to an administeasimplification of the process. Furthermore, rikgo
commenced on the implementation measures (Leviekr Zolvency |l Directive and UCITS IV Directivethey
are expected to be approved in 2010.

In addition to that, other Capital Requirementsebiives are being negotiated (CRD I, 1V).

In April of 2009, the EC issued a Communicatiorotfer planned measures in the area of regulatidheo$o-
called Packaged Retail Investments Products (PRIPthe Communication, which represents a sumnoéry
impact study conclusions, the EC leans towardd$utuge regulation of selected investment producthée form
of a Directive. This initiative reacts to the ndfed integration of the consumer protection levelgéspect of
products, which are currently subject to differdegree of regulation, although they meet identzainomic
functions. According to the EC, the objective of fhirective is the formation of a uniform and adsgulegal
framework of rules for conduct with customers fielgtto the provision of information for retail fineial
services with an investment element. The EC shfartdulate first proposals for the new regulationtbg end
of 2010 (instead of the end of 2009, as originplgnned). MoF has been supporting the entire Etiaiivie in
the area of distribution of the so-called PRIPsddong time, and lobbies for the idea of a maxinpossible
integration of regulation across individual finaadanarket sectors. The EC initiative in the arethefso-called
PRIPs was approved by the ECOFIN Council duringGaech Presidency, including supplementations en th
basis of a presidency document prepared by thehCside.

In connection with the recent crisis in the gloffiaancial markets, which also significantly affetteeal
economy, stakeholders started to discuss how teeptesimilar crisis in the future. This wide debatethe EU
level even resulted in a conviction that the cursapervisory arrangements for the financial markethe EU
are insufficient and must be regulated to refleet teality of the single market more. First somavdwampact
recommendations were prepared by the high-levekiwgrgroup led by J. de Larosiér (the so-called desier
Group) in February of 2009. The EC then issued mi@onication in May, in which it outlined possiblatdre
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changes. The June meeting of the ECOFIN CounciltaadEuropean Council set political boundarieshef t
reform. In another step, the EC presented a packhfjee legislative proposals for a reform of tfieancial
market supervision in the EU. The objective of pheposals is to create two-pillar structure:

e European Systemic Risks Board (ESRB, the so-cattadro-supervision), which will monitor and
assessogsrisks endangering the financial stabilitthan EU, issuing warnings and recommendations if
needed:.

» European System of Financial Supervisors (ESFSsdkealled micro-supervision), which will consists
of national supervision authorities and three neutharities formed via transformation of existing
supervision committees (the so-called Level 3 Ldmsty Committees). These authorities
(Supervisory Authorities, ESAS)will perform existing tasks of their predecessdmst they will also
gain new powers (e.g. preparation of binding tecdinistandards, binding resolution of disputes
between national supervision authorities, reinfdnagte for resolving critical situatiory.

In October of 2009, the EC published another latjis¢ proposal (the so-called Omnibus | Directixedating
to the supervision reform. The proposal coversageithanges that must be made within the sect@idign to
take into account the formation of new authoritesl their powers (namely identification of areasigsuing
technical standards and specification of areabifating resolution of disputes).

The Council agreed on the general approach to gadpmn ESRB and formation of ESAs in October and
December of 2009, respectively. The general appremthe Omnibus | Directive was agreed by memtses
during the COREPER Il meeting on 15 April 2010.2010, a compromise will be negotiated by the EP,
Council, and EC.

8.1.1. National legislation

MoF, which is the processing and submitting entifylegislative acts in the area of the financialrkess
regulation, continued to execute certain projecthe area of the national legislation and starbecreate new
regulations.

In 2009, a new Act on Payments passed throughethislative process, taking effect on 1 November9200
Adoption of the Act relates to the transpositiortleé Directive of the European Parliament and ef@ouncil
on the payment services on the internal market JP$be objective of this Directive is to harmonittee
provision of payment services in the EU — bothhi@ &rea of statutory regulation of these actividigsvell as in
the area of civil relations, which arise in the smuof the payment services provision. In additionthe
transposition of the Payment Services Directive,dhaft Act on Payments adopted the regulationlectrenic
money issuance and on payment systems with setitdfinality from the existing Act on Payments.

In 2009, MoF (as the co-presenter) and MIT (asphiecipal presenter) commenced the preparationesf n
wording of the Act on Consumer Credit — as a trasgjn of the Directive of the European Parliamand of
the Council on credit agreements for consumergrdtépartment reminder/comment proceeding tookeplac
during the summer of 2009, and the proposal wasudged by the Government Legislative Council ateting

of the year. The approval process in the Parliaraktite Czech Republic took place in the first lndlR010.

%3 Draft Regulation of the European Parliament andhef Council on Community macro prudential oversightthe
financial system and establishing a European SystRisk Board (COM(2009) 499; 13648/09); Draft Courdcision
entrusting the European Central Bank with specifikdaconcerning the functioning of the European yit Risk
Board (COM(2009) 500; 13645/09).

*>* CEBS, CEIOPS, CESR.

> EBA, EIOPA, ESMA.

% Draft Regulation of the European Parliament anthefCouncil establishing a European Banking Autiq@OM(2009)
501; 13652/09); Draft Regulation of the Europeari&@aent and of the Council establishing a Europeesurance and
Occupational Pensions Authority (COM(2009) 502; 1368); Draft Regulation of the European Parliamert af the
Council establishing a European Securities and Mawkathority (COM(2009) 503; 13654/09).

57 Draft Directive of the European Parliament andhef Council amending Directives 1998/26/EC, 2002/87/FD03/6/EC,
2003/41/EC, 2003/71/EC, 2004/39/EC, 2004/109/EC, BWEC, 2006/48/EC, 2006/49/EC and 2009/65/EC in aspe
of the powers of the European Banking Authority, dp@an Insurance and Occupational Pensions Authaaitd
European Securities and Markets Authority (COM(20085; 15093/09).
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The legislative process was also completed in dse of the new Act on Insurance (MoF already pteseihto
the Parliament of the Czech Republic in the sum2@£8), which replaced the existing legal regulatioml
newly transposed the Reinsurance Directive. Thet#as effect on 1 January 2010.

Furthermore, the legislative process was also cetaglin case of the act transposing the Directiveeporting
duties of issuers of listed securities as wellhesact regulating certain aspects of the bankistpserisis (e.g.
the so-called bridge bank concept).

In the spring of 2009, MoF presented an Act on jmnsavings. This extensive regulation, which igtwern
the supplementary pension insurance sector to atepassets of companies and participants and veldicpted
modern regulatory elements from the financial maseetor, was prepared at the turning of the y2@é8 and
2009. However, the Parliament has not started géseg the act so far.

MoF also prepared an act transposing the Directiv®eposit Guarantee Schemes (DGS) and an actisglapt
the Regulation on Credit Rating Agencies. It isaotpd to be approved by the Parliament of the Czech
Republic in the spring of 2010.

MoF started to prepare new act on financial segcuai well as an act transposing the Electronic Mone
Directive and Directive on settlement finality imyment and securities settlement systems. Theyldshmau
presented to the government in mid-2010.

8.1. Consumer protection in the financial market

In 2009, MoF carried on with its activities in tfield of the financial market development and eggbcthe
execution of a Framework policy in the area of ecwner protection. The central topic became the
harmonization of distribution and requirements fistributors’ expertise. In connection with the pab
consultation process of 2008, MoF formed a Work@gpup on distribution in the financial market ate th
beginning of 2009. The objective of the Group isassess potential and propose solutions for therefut
harmonization of the distribution regulation, nayn@h the following areas: (1) regulation concernitige
formation of business licenses on the financialkeand setting distributors’ liability towards thelients; (2)
registration of financial services distributors)) (®quirements for distributors’ expertise; and (dles for
conduct with customers. Following the first stadebate of the Working Group members (representidie
MoF, CNB, professional associations, and consunsep@ations) was summarized in the form of specific
recommendations that were submitted to MoF as ithenéial market regulator in September of 2009. The
second stage was under way from October of 200@ap 2010, and it was dedicated both to specificatid
primary recommendations, issues relating to rufesoaduct, and the system for verifying experti$@ersons
dealing with clients. The efforts are expecteddotmue from the fall of 2010 as the third stageails.

The public consultation on the revision of the 8rig system of out-of-court resolution of consurdiEputes on
the financial market, which was under way in 20@8s followed by works on specific legislative satat In
addition to expanding powers of the Financial Adtitr to the consumer credits sector, changes pregsed
in respect of the financing of this office — dilgdrom the state budget funds. The draft Act wesspnted to
the government in the spring of 2010. Since 2008FNias been a member of the Platform for out-oftcou
resolution of consumer disputes. The Platform isnégr-department authority, which rules on basgues of
the out-of-court resolution of disputes projecthie competence of MIT. MoF regularly attends megtinnder
this project.

Work of the Working Group for Financial Educatioontinued in 2009. This Group comprises represefsiti
of concerned ministries (MoF as well as MIT and MBYCNB, professional association active in thavicial
market, representatives of entities providing etlonal projects, consumer association, and educatio
experts. This Working Group meets approximatelycénd year; members discuss their respective psogeat
experience and strive to find common procedurarforeasing financial literacy in the Czech Repubkit the
yearend, MoF commenced works on the update of ithenEial Education Strategy, which was approvedhey
government in May of 2010 as a national strategythermore, MoF and CNB launched a joint projented
at measuring financial literacy of adult populatafithe Czech Republic. The results of the progeetexpected
back at the end of 2010.

MoF also actively presents its views on the issferetail financial services and consumer protectim the
international level, namely in exert working grolgasties of the EC and OECD. Under the Czech Peesiyl
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of the Council of the European Union, the Czech ukdéip accentuated the need for harmonization of
distribution terms throughout the financial marketmely from the perspective of code of conduchwitents,
provision of information, expertise of distributpesid commission schemes.

52



Ministry of Finance — Financial Market Analyses Unit

REPORT ON FINANCIAL MARKET DEVELOPMENTS IN 2009

LIST OF ABBREVIATIONS

abs.
AIFMD
ICMA
APF CR
ARAD
BPS
PSE
CD
CEBS
CEIOPS
CESR
CMF
COREPER
CP

CPI
CRA
CRD
CZK
CNB
CR
CZSO
VAT
DGS
EBA
EBC
PXE
EBRD
ECB
ECOFIN
EFC
EFCC
EEA
EIB
EIOPA
EIOPC
EIWG
EC
EMD
EP

EC
ESAs
ESC
ESFS
ESMA
ESRB
EU
EUR
Fed
FESE
FICOD
FICOWG
FSB
FSC
FSF
GEGMC
GEGRFS
GDP
ML

Absolutely
Alternative Investment Fund Managers Direetiv
International Capital Market Association
Association of Pension Funds of the CzeqtuRkc
Time series database - Czech National Bank
Basis Point

Prague Stock Exchange

Central Securities Depository (Centralni de@ziennych papir, a.s.)
Committee of European Banking Supervisors
Committee of European Insurance and OcauptPensions Supervisors
Committee of Securities Regulators

Committee on Financial Markets

Committee of Permanent Representatives
Securities

Consumer price index

Credit rating agencies

Capital Requirements Directive

International code for Czech crown

Czech National Bank

Czech Republic

Czech Statistical Office
Value added tax

Deposit Guarantee Schemes

European Banking Authority

European Banking Committee

Power Exchange Central Europe

European Bank for Reconstruction and Develajme
European Central Bank

Economic and Financial Affairs Council
Economic and Financial Committee

European Financial Conglomerates Committee
European Economic Area

European Investment Bank

European Insurance and Occupational Pengiotirity
European Insurance and Pensions Committee
Early Intervention Working Group

European Commission

Electronic Money Directive

European Parliament

European Community

European Supervisory Authorities

European Securities Committee

European System of Financial Supervisors
European Securities and Markets Authority
European Systemic Risk Board

European Union

International code for euro

Federal Reserve System

Federation of European Securities Exchanges
Financial Conglomerates Directive

Financial Conglomerates Working Group
Financial Stability Board

Financial Services Committee

Financial Stability Forum

Government Expert Group on Mortgage Credit
Government Expert Group on Retail Finarg®avices
Gross Domestic Product
Mortgage loan

53



Ministry of Finance — Financial Market Analyses Unit REPORT ON FINANCIAL MARKET DEVELOPMENTS IN 2009

IASB
IBRD
ICPM
ICSD
IGD

IMD

IOPS
IORP

IPO
IPPC
MiFID
MoF
IMF
MRD
MIT
MEYS
NPISH
DE

IF
OECD
OKEC
OPF
pp
PC
PF
PL
PRIPs
IC
PSD
RM-S
APR
SEPA
SIFls
SLDWG
UCITS
UNIDROIT
USA
usD
VSPS
WPPP
ACMU

International Accounting Standards Board
International Bank for Reconstruction and Depenent
International Centre for Pension Management

Investor Compensation Schemes Directive

Insurance Group Directive
Insurance Mediation Directive

International Organization of Pension Supergis
Directive on the activities and supervisionrstitutions for Occupational Retirement
Provisions

Initial public offering

Insurance and Private Pensions Committee
Markets in Financial Instruments Directive

Ministry of Finance of the Czech Republic
International Monetary Fund

Ministry for Regional Development of the Czegbpublic
Ministry of Industry and Trade of the Czech Ribjic
Ministry of Education, Youth and Sports

Non-profit institutions serving households

Deferred Expenses

Investment Firm

Organization for Economic Co-operation and &eyment
Branch classification of economic activities
Open-ended pension fund

Percentage point

Payment Committee

Pension funds

Share

Packaged Retail Investment Products

Insurance Contract

Payment Services Directive

RM-Systém

Annual percentage rate

Single Euro Payments Area

Systemically Important Financial Institutions
Securities Law Directive Working Group

Undertakings for Collective Investment in fiséerable Securities Directive
Convention on harmonized substantive rukgsarding securities held with an intermediary
United States of America

International Code for American dollar

Selective workforce inquiry (V§tové Seteni o pracovnich silach)
Working Party on Private Pensions
Act on Capital market undertakings

54



Ministry of Finance — Financial Market Analyses Unit REPORT ON FINANCIAL MARKET DEVELOPMENTS IN 2009

LIST OF TABLES

Table 1.1; GDP GrOWEN FALES. .. ..eeeeiieiee oo v eteeeeeeeeeetaaaaeeeasessassss s baaaeaeeeeeaaaaeaeaaeesessasasansssssnsessneseeeees 5
Table 1.2: Macroeconomic indicators of the CZe@MOMY ............cooeeeiiiiiiiiiiiccc e 5
Table 2.1: Funds for use in the financial Markel ..o 7
Table 4.1: Numbers of selected entities providieyises in the financial market ............coceeeeeeeeiiiiiiiiiiinns 9
Table 4.2: Number of entities operating in the CzBepublic under the single European passport............ 9
Table 4.3: Economic results of financial instituso(year-on-year COMpPariSON).........cceveeeeeeeeeeeereereeeeeeennnns 10
TabIE 4.4: CNB INTEIESE FALES .........tettee o s o e ettt ettt e et e e e e e e aeaaeaaesaaaaabaabeebseeeeeeeeaaaaaaaaaaaassasaaaaannnnenes 11
Table 4.5: APR of CZK loans provided by banks i@ @R..............oooiiiiii e 12
Table 4.6: Breakdown of CZK deposits and 10ans WHhKS by SECIOrS ..........ccoiiiiiiiiiiii e, 12
Table 4.7: Balance of mortgage loans (ML) to hoosssh. ...
Table 4.8: Mortgage 10an (ML) DIANCES ... e eeeeeeiee ettt a e et e e e eeeaaaaaaaaaaeeas
Table 4.9: Credit unions — SeleCted INAICALOIS. .ccvioi i s eaeeee s
Table 4.10: PX iNdeX dEeVEIOPIMENLT ..o e e e eeeee e ittt e e e e e teeeeeesasssnnnrb e raraaerrrrraaaaeaaeaeaasesannn
TabIE 4.11: TradE VAIUE.........eeiiieiiit ettt ettt e ettt e e e e sttt e e e s sttt et e e e e s asbbeeeeeessnbbeeeeeessanbbeeeaaeans
Table 4.12: NUMDET Of rEQIStEIEA ISSUES ... cvrrrerreeerertieteeeaeaesiasiisssseasaaereeeeeasaaaaaeessessnsanaasnnnnnrenssenes
Table 4.13: Main indicators of trading ON PXE .........oii i e s e e e e e e e e e e e e e e e e e e
Table 4.14: Selected indicators of investment fientor (by segment)

Table 4.15: Financial groups by value of asset®unthnagement ...t
Table 4.16: Assets in individual types of unit tauBY dOmiCile............ccooiiiiiiiiiii e,
Table 4.17: Subscriptions and redemptions of shafrdemestic unit trusts in 2009............ccceceveeeeeeninnnen. 24
Table 4.18: Results of INSUrANCE COMPANIES ......uuueeiiiiiiiiiieeee e e e e e e e e e e e e e e e e e e e e e e e eennnanees 25
Table 4.19: Insurance intermediaries by POSIHGEIEGOIY) ........coooiiiiiiiiiiiiiie e e e e 27
Table 4.20: Participants in supplementary pensiSorance DY Qg€ ...........eeeveeiiiiiiieeeiniiiieeeeee e niieeeeee e 28
Table 4.21: Share of policies with employer’s ciimttion by age group and gender .........cccccceeeveiiiiiinnnns 28
Table 4.22: Costs incurred in connection With N@NGIES ............uuuuiiiiiiiiiiieiee e 28
Table 4.23: Breakdown of average monthly contrifiamount ............eeeeviviieieeeeiii e 29
Table 5.1: Development of state budget revenugmraditures and balance .............cccooo v 32
Table 6.1: CZK exchange rates relative t0 MajOrEBUIIES ............uuviiiiiiiiiiieiieeeee e e eeereeeieeeer e e raeeaaaeaea e 35
Table 6.2: External financial relations ......cccce oot e e e e e e e e s snee 53
Table 6.3: Comparison of @CONOMIC INAICALOIS......coiiiiiiiiie e e e e e e e e e e e e e e e 36
Table 8.1: AVErage INtEIESE FALE ........co ettt ettt e e e e e e e e e e e e e e e aeeeeeeeeaaas 63
TabIE 8.2: LOANS DY LY@ ...ttt ettt et e e e e e e e e e e e e e e e e e e e eeeeas 63
Table 8.3: Basic indicators of building savingse&lepment in the Czech Republic.............ccceeeeeeeiiinneeen. 64
Table 8.4: Net assets in trusts domiciled abrog@ligtributors...........ooeviiiiiiii e 65
Table 8.5: Net assets of domestic trusts, by managecompanies.............cooveccvererres e eveeeereeeeeeeeeees 65
Table 8.6: Allocation of assets of PENSION fUNAS...........uuuiiiiiiiiiiicc e 65
Table 8.7: Placement Of tECNICAl FESEIVES ......eeriiiiiie e 66

55



Ministry of Finance — Financial Market Analyses Unit REPORT ON FINANCIAL MARKET DEVELOPMENTS IN 2009

LIST OF GRAPHS

Graph 2.1: Funds for use in the financial Markel.............cooiiiiiie e e e 6
Graph 3.1: Development of the structure of privagteings in the Czech Republic...........ccccvvvveeiiiiiiiiieneeeennn, 8
Graph 4.1: Client deposits to loans ratio at the @009 ...........cceeeiiiiiiiiiiii e e e 11
Graph 4.2: Total household INdEBtEANESS .......ccccceiiiiiie e 13
Graph 4.3: Comparison of household indebtedneBBRIEU ............covviiiiiiieeeiiii i cemermree e e 14
Graph 4.4: Development of loans in building SaviBOSEMES SECION ........ccvveeeeeeee it 15
Graph 4.5: Selected interest rates’ deVEIOPMEBIL..........ooiiiiiiiie e e e e e e e e e e 16
Graph 4.6: Aggregate mortgage market iINdICAOrS.........c.uuiiiiiiiiie e a e 17
Graph 4.7: Development of major global INAEXES..........oooiiiiiii e 18
Graph 4.8: PX iNdeX deVeIOPMENT ... ... et e et e e e e e e e e e e e e e e s e e s e ennnenereees 19
Graph 4.9: Performance of significant stock excleaingexes in EU Member States in 2009 .......ccmm.... 20
Graph 4.10: Development of iNnvestments in UNItEUS............coooiiiiiiiiiiiiiiie e e e e e e e e e e e e seenes 23
Graph 4.11: Development of groSs premiums WIS o ...euiieiiiiiiieee e e e s e e e e e e e e e e e e 24
Graph 4.12: Development of the number of insuramEEmMediaries............ccccciviiiiiiiiir e 26
Graph 4.13: Age structure of participants in sup@atary pension iNSUrance ............ccccvveeeeeeesieeseencnnnnnns 27
Graph 4.14: Allocation of assets of pension furglata31 December 2009 .............coooeiceeeeeeee e 29
Graph 5.1: Government debt by type of instrumerata8l December 2009 .........cccceeeeeieiiiiveeeeee e 33
Graph 5.2: Government debt by creditor as at 3IeBMEr 2009 ...........uuuiiiiiiiiiiieiiaa e 34

56



Ministry of Finance — Financial Market Analyses Unit REPORT ON FINANCIAL MARKET DEVELOPMENTS IN 2009

APPENDIX 1: FINANCIAL MARKET LEGISLATION

The following modifications were made in respecthdf legislation of the Czech Republic/EU legigiatin the
financial market area in 2009:

1.1. Cross-sector regulations in the sphere of financiaharkets

1) European legidation and other initiatives published in 2009:

e« Draft Regulaton on Community macro prudential oversight of the financial
systemand establishing a European Systemic Risk Boa@M(2009) 499; 13648/09);

 Draft Council Decision entrusting the FEuropean Cemal Bank with specific
tasksconcerning the functioning of the European SystdRigk Board (COM(2009) 500; 13645/09);

» Draft Regulation establishing a European Banking Athority (COM(2009) 501; 13652/09);

» Draft Regulation establishing a European Insuranceand Occupational Pensions Authority
(COM(2009) 502; 13653/09);

« Draft Regulation establishing a European Securitieand Markets Authority (COM(2009) 503;
13654/09);

e Proposal for a Directive of the European Parliamentand of the Council amending Directives
1998/26/EC, 2002/87/EC, 2003/6/EC, 2003/41/EC, 2003EC, 2004/39/EC, 2004/109/EC,
2005/60/EC, 2006/48/EC, 2006/49/EC and 2009/65/HC respect of the powers of the European
Banking Authority, the European Insurance and Oatiopal Pensions Authority and the European
Securities and Markets Authority (COM(2009) 576035/09)

2) Pending European legidation (including legidation published after 31 December 2009) and other
initiatives of the European Commission:

e Communication of the EC to the European Parliamentand the Council — Structured retail
investment productsCOM(2009) 2004 dated 30 April 2009 (PRIPs). Thesotiye of this initiative is
to create a single and adequate legal frameworkle$ for dealings with customers and provision of
information in respect of retail financial serviaggh an investment element

3) Actsthat took effect in 2009:

* Act no. 295/2009 Coll.which amends Act no. 2/1969 Coll., on Establishim@fministries and other
central administration authorities of the Czech g, as amended. The responsibility for primary
legislation in the area of payments and electranmney shifted to MoF; introduction of shared
responsibility of the Ministry of Finance and theeCh National Bank in the area of currency
circulation. The Act came into effect on 19 Septen009.

4) Pending Acts (including acts already adopted that have taken effect or will take effect after 31 December
2009):

5) Draft Act on consumer credit and on amendment tecsed actsit is a transposition of the Directive
2008/48/EC of the European Parliament and of the Council of 23 April 2008 on credit agreements for
consumers and repealing Council Directive 87/102/EEC (foreseen effectiveness: January 2011)

1.2. Legislation in the sphere of capital markets

1) European legidation and other initiatives published in 2009:

» Directive 2009/44/EC of the European Parliament ahdhe Council of 6 May 200%mending
Directive 98/26/EC on settlement finality in paymeh and securities settlement systems and
Directive 2002/47/EC on financial collateral arrangmentsas regards linked systems and credit
claims (30.6.2009);

» Directive 2009/65/EC of the European Parliament and of the Council of JUBy 2009 on the
coordination of laws, regulations and administrative provisions relating to undertakings for
collective investment in transferable securities (CITS) (7.12.2009);

* Regulation of the European Parliament and of the Cou¢e) No 1060/200Df 16 September 2009
on credit rating agencieqg7.12.2009)

» Proposal for a directive of the European Parliament and of Gleeincil on Alternative Investment
Fund Managers and amending Directives 2004/39/E2809/65/EC (29.4.2009)
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2)

3)

Proposal for a directive of the European Parliament and lé Council amending Directives
2003/71/EC on the prospectus to be published wheuriies are offered to the public or admitted to
trading(24.09.2009);

Proposal for a Commission Directive implementing Directive 2009/65/EC of the European
Parliament and of the Council on selected meagetatng to fund mergers, master-feeder structures,
and reporting procedures (foreseen effectivenastatar than 30 June 2006);

Proposal for a Commission Directive implementing Directive 2009/65/EC of the European
Parliament and of the Council on organizationalunrements, conflict of interest, conduct of
commercial matters, risk management, and content afontract between a custodian and an
investment company (foreseen effectiveness: no thsm 30 June 2006);

Proposal for a Commission Regulationimplementing Directive 2009/65/EC of the European
Parliament and of the Council on the form and aontd standard UCITS reports and certificates,
utilization of electronic communication betweenerglnt authorities for reporting purposes, and
procedures for onsite inspections, investment aridrination sharing among relevant authorities
(foreseen effectiveness: no later than 30 June)2006

Proposal for a Commission Regulationimplementing Directive 2009/65/EC of the European
Parliament and of the Council on key informationineestors and on terms and conditions, which must
be met for the provision of key information to ist@s or prospectus on other than permanent paper
data carrier or via a website (foreseen effectisengo later than 30 June 2006);

Call for evidence on review @irective 2003/6/EC of the European Parliament andf the Council

on insider dealing and market manipulation (marketabuse)

Guidelines of the Committee of European SecuritieRegulators— Risk management principles for
standard funds (27 February 2009);

Guidelines of the Committee of European SecuritieRegulators —Third report on CESR guidelines
and information about the uniform application oé tharket Abuse Directive in relation to market
participants (15 May 2009);

Joint recommendation of the European Central Bank ad the Committee of European Securities
Regulators for securities transaction settlement systemsrancdmmendations for central counterparts
in the European Union (23 June 2009).

Pending European legidation (including legidation published after 31 December 2009) and other
initiatives of the European Commission;

Proposal of the Commission Decision exempting thH@anque de France from the application of
Regulation n° 1060/2009 of the European Parliamenand of the Council on Credit Rating
Agencies

Acts that took effect in 2009:

Decree no. 234/2009 Coll.,, 021 July 20090n the Protection against Market Abuse and on
Transparency

Act no. 230/2009 Coll.pf 17 June 2008amending Act no. 256/2004 Coll., on professional biness
on Capital Market, as amended, and other associated acts (effective ¥r August 2009). Act
implements the following ESC directives (or a phereof): Directive2004/109/ECof the European
Parliament and of the Council of 15 December 200w (so-called “Transparency Directive”),
Directive 2006/46/ECof the European Parliament and of the Council ofade 2006, which amends
Council Directive 78/660/EEC on annual financiahtetments of certain companies (selected
provisions), Commission Directive 2007/14/EC of &iigh 2007 laying down detailed rules for the
implementation of certain provisions of Directive(2/109/EC, Commission Directi&907/16/ECof

19 March 2007, amending Council Directive 85/61XEd 20 December 1985 on the coordination of
laws, regulations and administrative provisionatia to undertakings for collective investment in
transferable securities (UCITS), in respect ofifitation of certain definitions (selected provisg),
Directive 2007/44/ECof the European Parliament and of the Council &eptember 2007, which
amends Council Directive 92/49/EEC and Directivé¥)ZI83/EC, 2004/39/EC, 2005/68/EC and
2006/48/EC, in respect of procedural rules and szssent criteria for prudential assessment of
acquisitions and participations increases withfthancial sector (effective since 1 August 2009);
Act no. 420/2009 Coll. of 5 November 2009 amending Act no. 513/1991 .C@bmmercial Code,
and other associated acts (effective from 1.12.20D8is Act implementea Directive007/36/EC of
the European Parliament and of the Council of 1l¥ 2007 on the exercise of certain rights of
shareholders in listed companies in the Czechlimgsa (proposal was legislated by the Ministry of
Justice ).

58



Ministry of Finance — Financial Market Analyses Unit REPORT ON FINANCIAL MARKET DEVELOPMENTS IN 2009

4) Pending Acts (including acts already adopted that have taken effect or will take effect after 31 December
2009):

S)

1)

2)

Sec

Act amending the acts relating to adoption of tlegiationof the European Parliament and of the
Council(EC) No 1060/2009 on credit rating agencfeffective since 7 June 2010);

Draft Act on financial collateral arrangements, transposition of the Directive of the European
Parliament and of the Council 2009/44/EC as corgrart amending Directive 2002/47/EC on
financial collateral arrangements, regarding inperable systems and credit claims, and re-
transposition of the Directive 2002/47/EC on finahcollateral arrangements, regarding interoperabl
systems and credit claims (effective to be as fB@nDecember 2010);

Draft Act, the acts in relating to adoption of the Act on financial collateral arrangements
amendments reflect adoption of the Act of finanaaturity (effective to be as from 30 December
2010).

ondary legidation:

Decree no. 143/2009 Coll.on the expertise of natural persons whose sexvice placed at the
disposal or under the control of the investmemhfin order to perform its activities (effective cal
June 2009);

Decree no. 231/2009 Collon the details and means of keeping of clienerdnd decisions to deal
book of investment firm and investment agent (¢ffecsince 1 April 2010);

Decree no. 232/2009 Collgf 21 July 2009, amending Decree no. 605/2006 Caofi.the reporting
obligations of investment firm (effective sincedndiary 2010);

Decree no. 233/2009 Collgn applications, approval of persons and the meapsoving professional
qualifications, good repute and experience of pwsand on the minimal amount of funds to be
provided by a foreign bank to its branch (in respefcthe registration in the list of sequestration
administrators and liquidators) (effective from tigust 2009);

Decree no. 234/2009 Collgn the protection against market abuse and ospeaancy (effective since
1 August 2009);

Decree no. 235/2009 Collgn eligible financial instruments for UCITS inte®nts (effective since 1
August 2009).

1.3. Legislation in the sphere of banking, building savigs schemes and credit

unions

European legidation and other initiatives published in 2009:

Directive 2009/111/EC of the European Parliament ah of the Council of 16 September 2009
amending Directives 2006/48/EC, 2006/49/EC and BIEC as regards banks affiliated to central
institutions, certain own funds items, large expesu supervisory arrangements, and crisis
management; the Directive was adopted in reactidhé financial markets crisis. The objective & th
Directive is to reinforce financial stability, impre cooperation of supervision authorities, andmie
integration of the internal banking services markAtcording to the Directive, transposition
regulations of member countries should come intewefoand effect on 31 October 2010 and 31
December 2010, respectively;

Commission Recommendation of 30 April 2009 on remwaration policies in the financial services
sector,which sets down basic remuneration principles, Wwhiere further reflected in the proposal for
a Directive of the European Parliament and of tlwur@€il amending Directives 2006/48/EC and
2006/49/EC, in respect of capital requirements dommercial portfolio and securitization and in
respect of remuneration policies supervision;

Directive 2009/14/EC of the European Parliament andof the Council of 11 March 2009
amending Directive 94/19/ECon deposit-guarantee schemes as regards the geviengel and the
payout delay; the reason for adopting the Directvas an effort to restore and maintain the confiden
of depositors in the banking system and to achlagler stability in the financial markets. Among
others, the Directive shortens deadlines for ind&oation payments and sets down higher deposit
insurance amount. The latest transposition deadlih@xpire on 31 December 2010.

Pending European legidation (including legidation published after 31 December 2009) and other
initiatives of the European Commission:

59



Ministry of Finance — Financial Market Analyses Unit REPORT ON FINANCIAL MARKET DEVELOPMENTS IN 2009

Proposal of Directive of the European Parliament ad of the Council amending Directives
2006/48/EC and 2006/49/EC as regards capital reqeiments for the trading book and for re-
securitizations, and the supervisory review of remueration policies (COM(2009) 362 final). The
EC published this proposal, which was also issmerkaction to the financial markets crisis, 13 July
2009. It mainly reinforces capital requirements foedit institutions’ credit portfolio, regulates
securitization and requirements for an introducténemuneration policies in credit institutions;
Commission Directive 2010/16/EU of 9 March 2010 amding Directive 2006/48/EC of the
European Parliament and of the Council as regardshe exclusion of a certain institution from the
scope of application.The Directive includes the Slovenian bank SID amentties listed in Article 2

of Directive 2006/48/EC, which are not subjecttte tequirements of the aforementioned Directive.

3) Actsthat took effect in 2009:

Act no. 215/2009 Coll., amendingAct no. 513/1991 Coll., the Commercial Code, as raied,
amendingAct no. 21/1992 Coll., on Banks, as amended by Agb. 126/2002 Coll.amending Act
no. 357/1992 Coll., on Inheritance Tax, Gift Taxdd®Real Estate Transfer Tax, as amended, amending
Act no. 125/2008 Coll., on Transformation of Comiganand Co-operatives, and amending Act no.
40/1964 Caoll., the Civil Code, as amended (effectrom 20 July 2009)

Act no. 227/2009 Coll., amending selected acts ielation to the adoption of the Act on Central
Registers(amendment to the Act on Banks, Act on Buildingiisgs schemes and state contribution to
building savings; effective from 24 July 2009);

Act no. 230/2009 Coll., amending the Act No 256/28QColl., on Business Activities on Capital
Market, as amended, and other associated acfamendment to the Act on Banks and Act on Credit
unions; effective from: 1 August 2009);

Act no. 281/2009 Coll., amending selected acts ielation to the adoption of the Rules of the Tax
Procedure (amendment to the Act on Banks, Act on Buildingisgs schemes and state contribution
to building savings, and Act on Savings and crerion; effective from 1 January 2011);

Act no. 285/2009 Coll., amending selected acts ielation to the adoption of the Act on Payment
Transactions (amendment to the Act on Banks, Act on Savings aedit union, and Act on CNB;
effective from 1 November 2009);

Act no. 289/2009 Coll., amending Act on Bankgthe Act introduces new instruments in case of
threats to stability of either individual bankstbe banking/financial system as a whole; effectioen

4 September 2009).

4) Pending Acts (including acts already adopted that have taken effect or will take effect after 31 December
2009):

5) Sec

Draft Act, which amends certain acts in connectionwvith the specification of capital requirements
and supervision of procedures in respect of bank,redit unions, and securities traders(it is a
transposition of Directive 2009/111/EC and propdsah Directive of the European Parliament and of
the Council, which amends Directives 2006/48/EC 2006/49/EC, in respect of capital requirements
for commercial portfolio and resecuritization amdréspect of remuneration policies supervision. The
transposition deadline will expire on 31 Decemb@t@or 1 January 2011, and the Act should come
into effect on the day it is promulgated with theeption of several provisions, the effectiveneks o
which has been proposed for 31 December 2011);

Draft Act, which amends Act no. 87/1995 Coll., on f@dit unions and certain related measures
and on the amendment of Czech National Council Acto. 586/1992 Coll., on Income taxes, as
amended, and other related act¢regulation of a possible transformation of cregtitons to banks)

Draft Act, which amends Act no. 21/1992 Coll., on &ks, as amended, and other related acts (Act
no. 156/2010 Coll. — it is &ransposition of Directive 2009/14/ECand adaptation of Regulation no.
924/2009).

ondary legidation:

Decree no. 233/2009 Coll.on Applications, approval of persons and the manofe proving
professional qualifications, trustworthiness angezience of persons, and on the minimum amount of
funds to be provided by a foreign bank to its brafeffective from 1 august 2009);

Provision of the Czech National Bank no. 2 of 30 Nember 2009 on reporting by banks and
foreign bank branches to the Czech National Bankeffective from 1 January 2010).
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6)

3)

4)

S)

1.4. Legislation in the sphere of payments

European legislation and other initiatives published in 2009:

Directive 2009/44/ECof the European Parliament and of the Council dfi&y 2009 amending
Directive 98/26/EC on settlement finality in paymamd securities settlement systems and Directive
2002/47/EC on financial collateral arrangementseggards linked systems and credit clairhbe
deadline for the transposition in the Czech lawl @ipire on 30 December 2010; implementation
regulations are to come into effect by 30 June 2011

Directive 2009/110/ECof the European Parliament and of the Council ofSeptember 2009 on the
taking up, pursuit and prudential supervision @& blusiness of electronic money institutions amemdin
Directives 2005/60/EC and 2006/48/EC and repedlimgctive 2000/46/EC. The new legal regulation
of the terms and conditions relating to the elattranoney institutions undertaking. The transpoasiti
deadline will expire on 30 April 2011.

Regulation (EC) No. 924/200%f the European Parliament and of the Council oossborder
payments in the Community and repealing Reguldtit®) No 2560/2001. Expansion of the principle
of equal fees for domestic and cross-border payrransactions to direct debit forms of payments,
introduction of an obligatory reachability of accdsi for direct debit transactions.

Acts that took effect in 2009:

Act no. 284/2009 Coll., on PaymentsThe Act was adopted in connection with the trasgjmm of
Directive 2007/64/ES of the European Parliament ahdhe Council on payment services in the
internal market. The objective of the Directivet@s harmonize the provision of payment services
within the European Union, both in the area ofigtal regulation of this activity as well as in theea

of civil relations, which arise in the course oftpayment services provision. In addition to the
transposition of the Payment services Directive, daft Act on Payments adopted the regulation on
electric money issuance and on payment system seéttlement finality from the existing Act on
Payments. The Act annulled the existing Act no./2Q@2 Coll., on Payments, as amended, and its
implementing legal regulations. The Act came irffee on 1 November 2009;

Act no. 285/2009 Coll., amending selected acts ialation to the adoption of the Act on Payments.
The Act amends more than 20 Acts, reflecting inmtheecessary changes in connection with an
adoption of the Act on Payments (e.g. Act on Crexditons, Act on Financial Arbitrator, Foreign
exchange Act, and the Commercial Code).

Pending Acts (including acts already adopted that have taken effect or will take effect after 31 December
2009):

Draft Act on the circulation of notes and coinsln 2009, the government received a draft Act an th
circulation of notes and coins, which is to regeiltite circulation and protection of legal tendebsth

the common European currency and Czech crowns. Adieadopts certain provisions of Decree
no. 37/1994 Coll., thereby annulling the Decreeeséh provisions are being slightly liberalized, in
order to provide more space for an agreement otermed parties. The draft Act newly introduces
mandatory registration of legal entities that cavty cash processing for other entities. The famese
effectiveness date of the Act is 1 January 2011.

Draft Act, which amends Act no. 21/1992 Coll., on &ks, as amended, and other related acts (Act
no. 156/2010 Coll. — transposition of Directive 20DY/EC and adaptation of Regulation no.
924/2009) Among others, the Act adapts important regulatiefnjch governs cross-border euro
payments. The Act has been submitted to the govenhand it is expected to be adopted in the spring
of 2010.

Draft Act, which amends Act no. 284/2009 Coll., orthe Payments, and certain other acts.
Preparatory works started at the end of 2009 veifard to an amendment to the Act on Payments and
certain other acts, the objective of which wasrémspose the Electronic Money Directive as well as
the Directive on settlement finality in payment asegturities settlement systems. The foreseen date t
draft Act would be submitted to the governmentdsJ8ne 2010.

Secondary legidation:

Decree no. 374/2009 Coll.on the Pursuit of business of payment institigjoelectronic money
institutions, small-scale payment service providear&l small-scale electronic money issuers. The
Decree was issued in connection to the new Actaymients. It took effect on 4 November 2009;
Decree no. 375/2009 Coll.on reporting by payment institutions, small-scglayment service
providers and electronic money institutions to @eech National Bank. The Decree was issued in
connection to the new Act on Payments. It tookafée 4 November 2009;
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6)

7)

4)

S)

e Decree no. 32/2010 Coll.on payment systems with settlement finality. Thecree was issued in
connection to the new Act on Payments. It tookafée 3 February 2010.

1.5. Legislation in the sphere of insurance and supplenméary pension insurance

European legislation and other initiatives published in 2009:
» Directive 2009/138/EC of the European Parliament ahthe Council of 25 November 2009 on the
taking-up and pursuit of the business of Insuraam Reinsurance (Solvency 1)

Pending European legidation (including legisation published after 31 December 2009) and other

initiatives of the European Commission:

* Preparation of implementing measures for DirecZ©69/138/ES (Solvency II);

* Revision of Directive 2002/92/ES of the Europeanli®aent and of the Council on insurance
mediation.

Pending Acts (including acts already adopted that have taken effect or will take effect after 31 December

2009):

e Act on Pension savingsit has been prepared and presented to the Parliarhhe Act transforms the
existing supplementary pension insurance systetrmamely separates assets of administrators from
assets of participants;

* Act no. 277/2009 Coll., on Insurancéeffective from 1 January 2010) It is a new actahhiamong
others, transposes the Reinsurance Directive;

» Act no. 278/2009 Coll., orchanges to Acts in connection with approval of théct on Insurance
(effective from 1 January 2010)

Secondary legidation:
» Decree no. 433/2009 Collon the presentation, form and required conterftnaincial statements of
insurance and reinsurance undertakings (effectora fL January 2010)

Decree no. 434/2009 Collimplementing Certain Provisions of the Act on Irenae (effective from 1 January
2010).
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APPENDIX 2: SUPPLEMENTARY TABLES

Table 8.1: Average interest rate

As at 31 Dec (%) 2005 | 2006 | 2007 | 2008 | 2009
Deposits households and small entrepreneurs 1.24 1.23 1.34 155 1.38
non-financial businesses 0.99 0.97 1.17 1.80 0.87
to households and small entrepreneurs 7.53 7.46 8.06| 6.81 7.00
Loans for consumption 14.36| 14.26| 14.99| 13.40| 13.91
for real estate 5.57 5.51 6.11 5.05 5.22
to non-financial enterprises 4.27 4.22 457 5.59 4.58

Source: CNB - ARAD

Table 8.2: Loans by type

Year-on-year
As at 31 Dec (CZK bn) 2007 2008 2009 change

Abs. (%)

Overdrafts and debit balances of current

155.2 161.1 148.3( -12.8 -7.94
accounts

Consumer loans (excl. overdrafts and debit

129.0 161.8 177.8 16.0 9.86
balances of current accounts)

Housing loans excl. mortgages 192.1 236.1 161.0 -75.1 -31.80
Mortgage loans for residential properties 420.4 479.0 634.7| 155.7 32.50
Mortgage loans for non-residential properties 21.7 50.0 79.0 29.0 58.00
Other loans 365.7 414.8 369.0| -45.8 -11.04
Investment loans 448.4 522.3 492.0 -30.3 -5.80
Bridge loans 2.9 5.2 4.3 -0.9 -18.05
Trade receivables 48.7 45.4 36.1 -9.4 -20.60

1,784.0| 2,075.7| 2,102.1

Total €67.0| €77.1| €794

26.4 1.27

Source: CNB - ARAD
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Table 8.3: Basic indicators of building savingselepment in the Czech Republic

As at 31 Dec 2004 2005 2006 2007 2008 2009

New building savings contracts number 314,650 430,233 516,385 579,730 705,463 575,292

change (%) -85.00 36.73 20.02 12.30 21.70 -18.45

Average target value for new building s. value (CzZK th.) 222.8 227.9 235.8 284.9 302.8 308.7

contracts with private individuals change (%) 11.12 2.29 3.47 20.82 6.28 1.95

Buildin% savings contracts in savings number 5,899,300| 5,573,874| 5,297,522| 5,132,595| 5,070,510| 4,926,183

phase change (%) -6.37 -5.52 -4.96 -3.10 -1.21 -2.85

o value (CZK bn) 15.3 16.1 15.8 15.0 14.2 13.3

Awarded state contribution €0.48 €0.54 €0.56 €0.54 € 0.57 € 0.50

change (%) 15.65 4.88 -1.95 -5.00 -5.05 -6.74

Average state contribution awarded per value (CZK) 3,256 3,242 3,173 3,090 2,927 n/a
building savings contract for the

relevant year change (%) 3.07 -0.43 -2.10 -2.62 -5.28 n/a

287 329 360 385 401 415

Saved amount % value (CZK bn) €9.4 €113 €13.1 €145 14.9 €15.7

change (%) 21.22 14.60 9.38 6.90 4.23 3.51

Loans total °’ number 786,483| 857,875| 900,653| 942,944| 971,176| 988,353

of which: building saving schemes number 549,698 582,867 587,501 580,352 569,870 565,485

bridging[ %9 number 236,785 275,008 313,152 362,592 401,306 422,868

change (%) 14.69 9.08 4.99 4.70 2.99 1.77

57 84.2 108.1 1355 179.3 227.4 267.5

Loans total value (CZK bn) £2.8 £3.7 £4.9 £6.7 e84| €101

of which: building saving schemes value (CZK bn) 28.7 31.8 35.1 38.9 42.9 48.9

bridging *° value (CZK bn) 55.4 76.3 100.4 140.4 184.5 218.6

change (%) 32.37 28.37 25.34 32.37 26.84 17.63

Loans total/saved amount ratio (%) 29.32 32.85 37.64 46.60 56.70 64.44

Source: MoF

%8 Closing balance of the period.

%9 Loans under Section 5 (5) of Act no. 96/1993 Colh building savings schemes and state suppobifitding savings schemes, as subsequently amended.
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Net assets (CZK Share in total Year-on-year
As at 31 Dec 2009 bn) ( value (%) change )(/%)
CSOB investiéni spole¢nost 72.8 62.00 -3.98
Ceské spofitelna 17.1 14.53 1.19
Conseq Investment Management 6.0 5.10 35.77
ING Investment Management (C.R.) 5.9 5.06 -53.89
Komeréni banka 5.5 4.68 40.43
Raiffeisenbank 2.9 2.44 21.75
HSBC Bank 2.4 2.05 19.91
Pioneer Asset Management 1.6 1.32 -11.75
Citibank Europe 1.3 1.15 14.97
UniCredit Bank Czech Republic 1.1 0.94 82.36
Other 0.9 0.73 -33.65
117.4
Total €44 100.00 -4.59

Source: AKAT

Table 8.5: Net assets of domestic trusts, by managecompanies

Net assets Share in total Year-on-year
As at 31 Dec 2009 (CZK bn) value (%) change )(/%)
Investiéni spole¢nost Ceské spotitelny 49.7 42.45 -0.19
Investi¢ni kapitalova spoleénost KB 33.4 28.53 -7.39
CP INVEST investi¢ni spoleénost 8.8 7.49 55.48
Pioneer ¢eska investi¢ni spole€nost 8.6 7.32 -1.64
CSOB investi¢ni spole¢nost 7.4 6.30 7.14
AXA investi¢ni spole¢nost 3.5 2.98 56.18
J&T ASSET MANAGEMENT, IS 15 1.28 10.91
REICO investiéni spole¢nost CS 1.2 1.05 -26.11
PROSPERITA investi¢ni spole€¢nost 11 0.97 14.86
AKRO investi¢ni spole¢nost 0.7 0.56 49.20
Other 1.9 1.64 -75.16
117.2
Total €44 100.00 -3.28
Source: AKAT
Table 8.6: Allocation of assets of pension funds
As at 31 Dec (market 2006 | 2007 | 2008 | 2009 |Sharein 2009 (%)
prices, CZK bn)

Bonds 110.2 119.4 144.8 171.6 79.55

Treasury bills 55 7.4 6.4 2.2 1.00

Shares 9.6 9.8 5.7 3.5 1.62

Unit certificates 4.8 7.6 6.2 6.9 3.21

Money and other assets 15.2 22.8 28.4 31.5 14.62

145.4 167.0 191.5 215.7
Total e50| €63| €71 €82 100.00
Source: CNB
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Table 8.7: Placement of technical reserves

ZPRAVA O VYVOJI FINAN ENIHO TRHU V ROCE 2009

- - 0,
As at 31 Dec (CZK bn) 2008 2009 Abs. Change Year-on-year change (%)
LI NLI total LI NLI total LI NLI total LI NLI total
Debt securities 162.1| 55.0 217.1| 171.7| 64.3 236.0 9.6 9.2 18.9 5.93| 16.79 8.69
Of which: bonds issued by the Czech state 93.0| 30.8| 123.9| 1145| 44.4| 1589| 215| 135 350| 2308| 4388 2826
or its national bank
Listed bonds issued by the banks of 151 36 187| 162| 3.4 197 11| -01 0.9 7.26| -4.17 5.08
member states
Listed shares issued by corporations 16.2| 5.2 21.4( 11.4] 3.3 147 -48| -19 -6.7| -29.56| -36.58| -31.28
Treasury notes 0.2 3.2 3.4 2.1 3.2 5.3 1.9 0.0 1.8 856.08 -1.19 53.21
Listed municipal bonds 2.1 0.8 2.9 2.8 0.9 3.7 0.7 0.0 0.8 35.58 4.28 26.55
Mortgage bonds 13.0 7.8 20.7 11.6 7.0 185| -1.4| -0.8 -2.2 -10.94 -9.94 -10.57
Bonds issued by EIB, ECB, EBRD or IBRD 12.7 1.5 14.1 8.6 1.1 98| -40| -0.3 -4.4 -31.88| -22.74 -30.94
Foreign securities traded on any regulated ) ) i i ) i
market of OECD member states (debt) 9.9 2.1 12.0 4.5 1.0 5.5 53 1.1 6.4 54.03 53.55 53.94
Equities 32.3 6.1 38.4 31.3 5.2 36.61 -1.0| -0.9 -1.9 -2.97| -14.57 -4.82
Of which: listed shares 8.8 4.2 13.0 4.5 0.2 46| -43| -40 -8.4 -49.11| -96.34 -64.29
Securities by unit trusts complying with 235| 19| 254| 206| 21| 227| 29| 02 27| -1246| 966| -10.78
EC regulations
Loans, credits, and other receivables 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 99.17| -98.80 -84.83
Other receivables 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0 -34.82 -| 394.50
Bills 0.0 0.1 0.1 0.0 0.2 0.2 0.0 0.0 0.1 51.65| 33.39 35.55
Real-estate 0.7 2.4 3.1 0.4 2.3 271 -0.3| -0.2 -0.4 -39.83 -6.18 -13.55
Deposits and certificates of deposits, 11.2| 86| 107| 94| 68| 162| -1.7| -18 35| -15.63| -20.99| -17.95
depository bonds
Items and works of artistic/cultural value 0.0 0.1 0.1 0.0 0.1 0.1 0.0 0.0 0.0 - 0.10 0.10
Receivables from reinsurance companies 0.8| 17.0 17.8 0.7| 13.9 146| -0.1| -3.2 -3.3| -13.43| -18.60| -18.36
Derivatives 0.2 0.0 0.2 0.0 0.0 0.0 -0.3 0.0 -0.3| -108.77 -| -108.77
Other financial placements 0.0 X 0.0 9.9 X 9.9 9.8 - 9.8 - - -
. . 207.4| 89.4 296.8| 223.5| 92.7 316.2
Financial placements total €77| €33 e110| esaless €119 16.1 3.3 194 7.77 3.68 6.54

Source: CNB
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