2 FINANCIAL STABILITY AND FINANCIAL MARKET

SUPERVISION?

Narodnd banka Slovenska (NBS) participated in
the preparation of the Single Supervision Mech-
anism (SSM), which constitutes the first pillar of
the Banking Union under which the European
Central Bank (ECB) has taken on responsibility
for the supervision of significant institutions. The
SSM, which started functioning officially on 4 No-
vember 2014, comprises the ECB and the com-
petent national authorities of the participating
Member States. When the SSM was introduced,
one of its crucial tasks was to carry out a com-
prehensive assessment of all significant banks, in
which NBS also took an active part.

Another important task in 2014 was to establish
Joint Supervisory Teams (JSTs) as basic SSM units
for the supervision of bank groups at the highest
level of consolidation. NBS is a member of nine
JSTs. The staff members of NBS representing su-
pervision over local banks in these JSTs are com-
missioned to act as sub-coordinators. Their task
is to coordinate the conduct of supervision activ-
ities at local level in accordance with the rules of
supervision at the highest level of consolidation.

The completion of the first pillar of the Banking
Union in 2014 was followed by the implemen-
tation of its second pillar, i.e. the Single Resolu-
tion Mechanism (SRM). A legislative framework
for the SRM was established in 2014. The second
half of August 2014 saw the coming into force of
a regulation stipulating uniform rules and proce-
dures for the recovery and resolution of credit in-
stitutions and investment firms within the scope
of the SRM and the establishment of a Single
Resolution Fund (SRF) for bank resolution within
the euro area, after an intergovernmental agree-
ment was signed in May 2014 on the transfer and
mutualisation of contributions to the SRF. These
legal documents, along with the Bank Recovery
and Resolution Directive (BRRD)* represent the
basic legislative pillars of the SRM. The year un-
der review also witnessed the preparatory phase
of SRM implementation.

To accomplish the key tasks of bank recovery
and resolution in Slovakia, a national resolution

authority has been established, namely the Res-
olution Council, with effect from 1 January 2015.
Professional and organisational conditions for
the Council to exercise its powers are ensured
by NBS through its newly established Resolution
Section, which is part of the Regulation Depart-
ment of the Financial Market Supervision Unit
(since 1 September 2014). This organisational ar-
rangement ensures the Resolution Section’s op-
erational independence and conflict of interests
prevention between the functions of this Section
and those of the FMS Unit’s other organisational
units, the competence of which includes the su-
pervision of credit institutions and investment
firms.

In 2014, the NBS representatives were involved
in the work of the team in charge of the transpo-
sition of the BRRD into the Resolution Act in the
Financial Market. This Act was passed by Parlia-
ment on 26 November 2014 so that it could en-
ter into force on 1 January 2015 in accordance
with the relevant provisions of the BRRD. With
the adoption of the Resolution Act, a new frame-
work has been introduced for the prevention
and resolution of possible crisis situations in the
financial market of Slovakia. The objective of this
frameworkis to deploy an efficient crisis manage-
ment system suitable for ensuring the financial
stability and continuity of the financial system’s
critical functions. The main task is to protect the
depositors of any institution or group that has
run into difficulties.

2.1 FINANCIAL STABILITY

In 2014, NBS was charged with another im-
portant task. The amendment to the Banking
Act (effective since 1 August 2014) has imple-
mented macroprudential policy instruments
into the Slovak legislation (consisting mainly of
the setting of capital buffers and risk weights
for selected exposures), the use of which will be
decided by the Bank Board of NBS. These deci-
sions will be taken with a view to strengthening
the resilience of the financial system and re-
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stricting the increase in systemic risks in order
to help maintaining the stability of the financial
system as a whole. The first decision regarding
the use of macroprudential policy instruments
was made at the October 2014 meeting of the
Bank Board.

In 2014, NBS issued a recommendation (No 1/2014)
on risks related to market developments in retail
lending. The objective of this recommendation
is to help maintaining the stability of the domes-
tic financial sector and avoiding risks that may
have a negative impact on banks, their custom-
ers, and on the economy as a whole. According
to this recommendation, banks and branches of
foreign banks should, inter alia, observe the LTV
limits for new housing loans and apply a pruden-
tial approach to loan refinancing combined with
a significant increase in principal and to lending
via intermediaries.

Macroprudential policy implementation also in-
cluded the introduction of the capital conserva-
tion buffer at an earlier date. Banks are required
to maintain a capital conservation buffer calcu-
lated as 1.5% of their total risk exposure amount
from 1 August 2014 to 30 September 2014 and
as 2.5% of their total risk exposure amount from
1 October 2014 onwards.

The FMS Unit started to publish quarterly com-
ments with the aim of regularly informing the
public about the potential systemic risks in the
Slovak financial sector. If a systemic risk is iden-
tified, these comments serve as a basis for the
Bank Board of NBS to activate an appropriate
macroprudential policy instruments in accord-
ance with the Banking Act and the CRR® regula-
tion.

A large part of the analytical work done in this
area was devoted to a comprehensive assess-
ment of banks, including stress testing, which
was carried out by the ECB. Apart from this, the
analytical activity focused on a detailed analy-
sis of market developments in retail lending, an
analysis of risks associated with the high share
of government bonds in the portfolios of banks,
and an assessment of the impact of new regu-
latory requirements, including the implemen-
tation of Basle Ill°. During macro-stress testing,
particular attention was paid to the modelling of
lending to the corporate sector.

2.2 SUPERVISION OF THE FINANCIAL
MARKET

THE BANKING SECTOR

As at 31 December 2014, there were 13 banks
and 15 branches of foreign banks operating in
the Slovak banking sector.

Within the scope of the SSM (mutual coopera-

tion with the ECB and the competent national

authorities), which officially entered into opera-

tion on 4 November 2014 as a new system of

financial supervision, banks (credit institutions)

are categorised into:

® significant — supervised directly by the ECB
(Tatra banka, a.s.; V3eobecnd Uverova banka,
a.s.; Slovenska sporitelfia, a.s.; Ceskoslovenska
obchodna banka, a.s., and CSOB stavebna
sporitelna, a.s., belonging to the KBC Group;
and Sberbank Slovensko, a.s., belonging to
Sberbank Europe AG; and

® |ess significant (other banks with a registered
office in Slovakia) - supervised directly by
NBS.

Within the scope of the SSM, the ECB has as-
sumed certain powers in the area of authorisa-
tion, too. It conducts authorisation proceedings
in close cooperation with NBS. According to the
above categorisation, authorisation proceedings
in the banking sector fall within the competence
of NBS or the ECB.

In 2014, NBS conducted a total of 79 authorisa-
tion proceedings in regard to the banking sector.
Four of these proceedings were commenced in
2013 and 68 were completed with the issuance
of a final decision. Most proceedings concerned
the granting of prior approval to appoint new
members to the boards of directors or supervi-
sory boards of banks, managerial employees,
and heads of the internal control and internal
audit units of banks. Within the competence of
the ECB, four applications were submitted in the
period from 4 November 2014 to the end of 2014
for the approval of new members of the boards
of directors or supervisory boards of banks. One
of the proceedings conducted in this matter
came to an end in 2014 with the issuance of a fi-
nal decision by the ECB.

In regard to the banking sector, two sanction
proceedings were instituted in 2014. One of
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these proceedings was completed in the period
under review with the issuance of a final decision
to impose a penalty.

In 2014, NBS registered 18 foreign credit in-
stitutions that notified their intention to pro-
vide cross-border banking services in Slovakia,
without establishing a branch.

Supervision in the banking sector in 2014 (over
banks and branches of foreign banks) was exer-
cised on the basis of the annual supervision plan.
Apart from making a comprehensive assessment
of banks, the main priorities for the year under
review were the monitoring of banks’ liquidity,
credit risks, capital adequacy, and the protection
of banks and branches of foreign banks against
money laundering and terrorist financing.

In 2014, a total of nine thematic on-site inspec-
tions were commenced in banks and branches of
foreign banks, five of which were formally com-
pleted in the same year. Within the scope of these
inspections, the FMS Unit examined four applica-
tions for the use of, or for a change in, an internal
risk measurement model for capital requirement
calculation for credit risk or for operational risk.
One of the top priorities of on-site inspections was
to assess the risk management system’s effective-
ness, mainly for credit risk, market risk, operation-
al risk, and liquidity risk. In addition to this priority,
on-site inspections also focused on the provision
of investment and payment services, the evalua-
tion of banks’ internal systems of administration
and management, and of their protection against
money laundering and terrorist financing.

Regarding off-site supervision, the FMS Unit con-
ducted monthly evaluations in 2014 on the ba-
sis of the statements and reports of banks and
branches of foreign bank, quarterly analyses of the
risk profiles of individual banks, and comprehen-
sive annual assessments of banks, including a risk
profile assessment, internal capital adequacy as-
sessment, and own funds adequacy assessment.

Before assuming responsibility for prudential
supervision, the ECB, working closely with the
national supervisory authorities, carried out
a comprehensive assessment of the three largest
banks, focusing on the quality of their assets and
capital adequacy, with a view to strengthening
the balance sheets of these banks through the

imposition of corrective measures designed to
eliminate the shortcomings revealed, increas-
ing the banks’ transparency by improving the
quality of available information about their con-
dition, and strengthening the confidence of all
parties concerned by assuring them that, after
the adoption of corrective measures, the banks
will have sufficient capital adequacy. The assess-
ment was preceded by a preparatory phase, i.e.
risk assessment.

THE PAYMENT SERVICES AND ELECTRONIC MONEY ISSUANCE
SECTOR

As at 31 December 2014, there were ten pay-
ment institutions operating in the Slovak finan-
cial market, seven of which were authorised to
provide payment services without limitations on
the scope and three were authorised to provide
payment services in a limited scope.

One of the most important decisions (14 such
decisions were issued in 2014) was a decision to
authorise SPPS, a.s., to provide payment services
without limitations.

In 2014, NBS registered 26 foreign payment
institutions and 11 foreign electronic money
institutions that had notified their intention to
provide services in Slovakia without establish-
ing a branch.

On the basis of notifications received from the
supervisory authorities of other Member States,
NBS registered six agents of foreign payment in-
stitutions providing payment services in Slovakia
on a cross-border basis.

On-site inspections in payment institutions were
conducted on the basis of the annual plan of
inspections, the evaluation of the nature of ac-
tivities performed by such institutions, and their
overall risk profile.

In 2014, one comprehensive on-site inspection
of a payment institution (started in 2013) was
completed and three comprehensive on-site
inspections were commenced and completed,
with the focus being on verifying and evaluating
the provision of payment services, compliance
with the conditions stipulated for the business
of payment institutions, the system of internal
control and internal audit, the risk management
system and selected risks, and the prevention of
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money laundering and terrorist financing. An-
other on-site inspection of a payment institution
was commenced in 2014 but was not formally
completed in the same year.

Off-site supervision comprised the following ac-
tivities: verification of compliance with the statu-
tory obligations of entities under supervision in
accordance with the law on payment services,
collection of data according to the decree on
the submission of statements by payment insti-
tutions and electronic money institutions, plus
evaluation and analysis on a monthly basis of
the data obtained during the monitoring of indi-
vidual entities under supervision.

THE FOREIGN EXCHANGE SECTOR

As at 31 December 2014, there were 1,142 enti-
ties in Slovakia holding a foreign exchange au-
thorisation.

In 2014, NBS issued 13 decisions, 12 of which
entered into force in the same year. These deci-
sions concerned mainly the granting of foreign
exchange authorisations for trade in foreign ex-
change assets in the range of currency exchange
activity, consisting in the purchase or sale of for-
eign currency for euros in cash.

In 2014, seven sanction proceedings were institut-
ed, five of which were completed in the same year.
One of these proceedings brought in 2013 were
completed in the period under review with the is-
suance of a final decision to impose a penalty.

Supervision in this sector focused on verify-
ing compliance with the Foreign Exchange Act,
mainly in the area of trade in foreign exchange
assets in the range of currency exchange activ-
ity, consisting in the purchase or sale of foreign
currency for euros in cash. In 2014, a total of 12
on-site inspections were carried out in the area
of currency exchange activity.

THE INSURANCE SECTOR

As at 31 December 2014, there were 17 insurance
companies operating in the Slovak insurance sec-
tor with a registered office in Slovakia, and 21 in-
surance and reinsurance companies with a regis-
tered office in another EU Member State.

The FMS Unit conducted 34 authorisation pro-
ceedings in 2014 (two were instituted in 2013)

and issued 30 final decisions. These decisions
concerned mainly changes (extensions) in the
authorisations of financial institutions to conduct
insurance activities and financial intermediation
in accordance with separate regulations and pri-
or approvals, e.g. authorisations to acquire quali-
fying holdings in insurance companies, appoint
persons as board members or as proxies. A sig-
nificant change in the area of insurance in 2014
was caused by the FMS Unit’s decision to extend
the scope of authorisations of Allianz - Slovenska
poistoviia, a.s., Generali poistovia, a.s., and Un-
ion poistovia, a.s., to include assurance related
to the length of human life, this being governed
by legal regulations in the area of social insur-
ance. In regard to the activities of insurers and
reinsurers based in another EU Member State,
a total of 37 notifications were issued in 2014.

In the area of insurance, seven sanction proceed-
ings were conducted in 2014, six of which were
instituted in the same year. In 2014, the FMS Unit
issued five first-instance decisions to impose
a penalty, three of which entered into force in
the same year.

One comprehensive and nine thematic on-site
inspections started in 2013 were continued in
2014. They focused on investment life insur-
ance. On-site inspections in this area were also
instituted in 2014 in four more insurance compa-
nies. Two thematic inspections came to an end
in 2014 with the expiry of the time limit set for
the submission of written objections to the data
recorded in the on-site inspection protocol. The
other on-site inspections focusing on investment
life insurance had not been formally completed
by 31 December 2014. Two more thematic on-
site inspections were instituted in 2014, but were
not completed in the same year.

In connection with the issuance of recommen-
dations No 4/2013, 5/2013, 6/2013 and 7/2013’,
transposing the guidelines of the European In-
surance and Occupational Authority (EIOPA), the
FMS Unit of NBS exercised off-site supervision
over the course of 2014 with the aim of verifying
the implementation of these recommendations
in all insurance companies in the Slovak insur-
ance market.

In compliance with the Solvency Il guideline,
NBS continued to cooperate in 2014 with the
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competent domestic supervisory authorities in
the pre-application process for the use of inter-
nal models for insurance risk management. The
pre-validation process in 2014 focused on a pre-
liminary assessment of the individual internal
models of entities under supervision, planning
to use their internal models for calculating the
solvency requirements.

THE PENSION SECTOR

In 2014, there were six pension asset manage-
ment companies managing a total of 20 old-age
pension funds and four supplementary pension
management companies managing a total of
15 supplementary pension funds in the Slovak
financial market. Depositary activities were con-
ducted by four banking institutions in accord-
ance with the Old-Age Pension Saving Scheme
Act and the Supplementary Pension Scheme
Act.

In regard to this sector, 65 authorisation pro-
ceedings were conducted in 2014. Four of these
proceedings were commenced in 2013 and
62 of them were completed with the issuance
of a final decision. The most important deci-
sions were those issued in connection with Act
No 318/2013 Coll., amending the Supplemen-
tary Pension Scheme Act and the Income Tax Act
(No 595/2003 Coll.), which entered into force on
1 January 2014.

The year under review saw the completion of
six thematic on-site inspections in pension asset
management companies and four thematic on-
site inspections in supplementary pension man-
agement companies. These inspections were
carried out to verify compliance with the rules of
professional care during the management of ac-
counts for unidentified payments, the identifica-
tion and refunding of payments, and the adop-
tion of measures in connection with the coming
into force of the EMIR® regulation. In addition, six
thematic on-site inspections were instituted in
pension asset management companies to verify
the preparedness of these companies for the
payment of old-age pensions in accordance with
the annuity amendment.

In 2014, thematic on-site inspections were com-
pleted in two banking institutions conducting
depository activities for the pension and collec-
tive investment sectors.

THE FINANCIAL INTERMEDIATION AND FINANCIAL
COUNSELLING SECTOR

As at 31 December 2014, a total of 34,436 enti-
ties were registered in the register of financial
agents, financial advisors, and financial interme-
diaries (hereinafter referred to as ‘register’) kept
by NBS in accordance with Article 13 of the Act
on financial intermediation and financial coun-
selling. In regard to this sector, 113 authorisation
proceedings and 165 sanction proceedings were
conducted during 2014, of which 109 authorisa-
tion proceedings and 164 sanction proceedings
came to an end in the same year with the issu-
ance of a final decision.

In the year under review, 64 newly authorised
financial agents were entered into the register
and 75 financial agents were removed from the
register after their authorisation had expired. In
addition, 301 financial intermediaries from other
Member States were entered into the register,
mostly intermediaries authorised to provide in-
surance and reinsurance services in Slovakia on
the basis of the principle of free provision of serv-
ices. In 2014, NBS accepted and processed 6,125
electronic proposals for the registration or de-
registration of affiliated entities, or for a change
in their registration.

Within the scope of off-site supervision, NBS veri-
fied compliance with the statutory reporting re-
quirement by the entities under supervision, i.e.
the reporting of certain information to NBS via
the internet or in writing. Off-site supervision was
used to verify compliance with the requirement
that the manager of each independent financial
agent / financial institution / financial advisory
should submit to NBS a report on any breach
of duty by a subordinate or tied financial agent,
a report on operations for the previous calendar
year, and a statement of financial intermediation
and/or financial counselling activities for the
previous calendar year. In cooperation with the
competent registered courts, off-site supervision
was also used to verify compliance with the re-
quirement that a proposal be submitted for the
entry of financial intermediation and/or financial
counselling into the commercial register within
three months of the date of authorisation. Apart
from updating the data in the register using
the information forms delivered by individual
financial agents and financial advisors, off-site
supervision verified almost 50 submissions sent
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in writing by legal or natural persons in regard
to the activities of entities providing financial in-
termediation and/or financial counselling serv-
ices. Four comprehensive on-site inspections of
financial agents were carried out in 2014, plus
one thematic on-site inspection and one com-
prehensive on-site inspection of a financial advi-
sor instituted in 2013 were formally completed
in 2014.

THE SECURITIES MARKET SECTOR
As at 31 December 2014, there were 14 investment
firms operating in the Slovak financial market.

In regard to investment firms, 26 various decisions
were issued in 2014 (25 entered into force in the
same year); they concerned changes in authorisa-
tions to provide investment services and in prior
approvals, e.g. for the acquisition of qualifying
holdings in investment firms, for the appointment
of board members, and for the sale of part of the
firm. The most important decision concerned
a change in the authorisation of PROXENTA Fi-
nance, o.c.p., as., to provide investment services
in the securities market, and the granting of prior
approval to FIO, o.c.p., a.s., for the sale of part of
the investment firm. The granting of prior approv-
als for the acquisition of qualifying holdings in in-
vestment firms gave rise to significant changes in
the structure of shareholders of SYMPATIA Finan-
cie, o.c.p., a.s., and M Securities, o.c.p., a.s., in 2014.
During the year, the FMS Unit received a total of
146 notifications from foreign investment firms
that intended to provide cross-border investment
services in the territory of Slovakia.

Regarding the public offering of securities, 46
securities prospectuses were approved in 2014
under Article 125(2) of the Securities Act, eight
supplements to securities prospectuses, and one
separate registration document. Over the course
of the year, 76 notification were received in re-
gard to the approval of securities prospectuses
or supplements to such prospectuses, from the
supervisory authorities of other EU Member
States, and three notifications were sent in re-
gard to the approval of securities prospectuses
or supplements to such prospectuses, to the su-
pervisory authorities of other EU Member States.
During 2014, six investment certificate prospec-
tuses were approved; these prospectuses, how-
ever, are not classified as securities prospectuses
under the provisions of Directive 2003/71/EC.

As regards the segment of share issuers whose
ordinary shares are traded on a regulated mar-
ket of the Bratislava Stock Exchange (BCPB, a.s.),
eightauthorisation proceedings were conducted
in 2014 in regard to proposals for take-over bids
and the granting of approval for the exercise of
the squeeze-out right, seven of which came into
force in the same year.

Regarding the Central Securities Depository of
the SR (CDCP SR, a.s.), six authorisation proceed-
ings were conducted in 2014 in regard to the
granting of prior approval for the appointment
of a member of the board of directors of CDCP
SR, a.s.; the granting of prior approval to Patria
Direct, a.s., Prague, Ceskd republika, for operation
asamember of CDCP SR, a.s.; the approval of two
proposals for changes in the organisational rules
of CDCP SR, a.s.; and approval for the perform-
ance of other central depository activities. At the
request of SZRB, a.s., the FMS Unit granted au-
thorisation to NCDCP, a.s., to operate as a central
securities depository on conditions that NCDCP
meets the criteria specified in the authorisation.

Seven authorisation proceedings were conduct-
ed in 2014 in regard to the Bratislava Stock Ex-
change. On the basis of these proceedings, three
prior approvals were granted for the appoint-
ment of new members to the board of directors,
three prior approvals for the appointment of
the general director, and one prior approval for
the appointment of the head of department for
stock exchange transactions.

In 2014, there were seven asset management
companies operating in the Slovak financial
market. Asset management companies that
managed special mutual funds were required
to apply for authorisation for the management
of domestic or foreign alternative investment
funds by 22 July 2014. By that date, all five asset
management companies to which this require-
ment applied had submitted an application and
three of them were authorised to manage do-
mestic or foreign alternative investment funds.
Foreign entities authorised to operate as foreign
special collective investment undertakings were
required to prove to NBS that they had met the
conditions stipulated by the law on collective in-
vestment, by 22 July 2014. The meeting of these
conditions had been documented by that date
by one foreign asset management company.
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Within the scope of its authorising activity in
2014, the FMS Unit of NBS granted seven au-
thorisations for the establishment or manage-
ment of mutual funds, including one authori-
sation for the management of a special mutual
fund of qualified investors, and issued 41 deci-
sions concerning the granting of prior approvals,
including 27 prior approvals for changes in the
statutes of mutual funds, six prior approvals for
the transfer of mutual funds, six prior approvals
for the appointment of board of directors or su-
pervisory board members, one prior approval for
the merger of mutual funds, and one prior ap-
proval for the return of an authorisation for the
establishment of a mutual fund.

In the area of collective investment, 39 notifica-
tions were received in 2014 from European funds
intending to offer publicly their securities in Slo-
vakia. In addition, 41 notifications were received
from foreign asset management companies in-
tending to provide financial services in Slovakia
on the basis of the principle of free provision of
services through local or foreign alternative in-
vestment funds, while six of these notifications
concerned the managers of qualified risk capital
funds in accordance with the EUVECA? regulation.

In the securities market sector, 12 sanction pro-
ceedings were conducted in 2014, six of which
were instituted in the same year. In this area,
the FMS Unit issued seven decisions to impose
a sanction, while one sanction proceeding was
ended and six first-instance decisions to impose
a sanction entered into force in 2014.

In the securities market sector, off-site supervi-
sion in 2014 focused on seven domestic asset
management companies (managing a total of
61 standard mutual funds and 20 alternative
investment funds) and five banking institutions
conducting depository activities under the Col-
lective Investment Act. At the same time, six
standard mutual funds managed by a foreign
asset management company were under su-
pervision. In addition, 14 domestic investment
firms and 5 foreign investment firms operating
in Slovakia through their branches according to
the MiFID™ guideline were under supervision in
2014. Supervision also covered BCPB, a.s., CDCP
SR, a.s., and compliance with the reporting re-
quirement by 78 issuers of securities admitted to
trading on a regulated market of BCPB, a.s.

In 2014, two comprehensive on-site inspections
were completed in the securities market sector
(one comprehensive and one follow-up inspec-
tion), which focused on assessing the measures
adopted for the elimination or correction of the
shortcomings revealed by comprehensive on-
site inspections in 2011, three thematic on-site
inspections aimed at assessing the provision of
investment services and investment activities by
clients, and four follow-up on-site inspections
focusing on assessing the measures adopted
for the elimination or correction of shortcom-
ings found during thematic in-site inspections
carried out in eight investment firms in 2012. In
addition, one comprehensive on-site inspection
was commenced in 2014 in an investment firm.

In the area of collective investment, one com-
prehensive on-site inspection was completed
and one comprehensive on-site inspection
commenced in 2014, in two asset management
companies. In 2014, three thematic on-site in-
spections were instituted in three banking insti-
tutions conducting depository activities for the
pension and collective investment sectors.

2.3 FINANCIAL MARKET REGULATION

THE BANKING SECTOR

Regulatory activities in 2014 focused on the
preparation and implementation of a new single
European regulatory framework for banks con-
sisting in the transposition of the international
standards (Basle lll) into the EU legislation.

The existing and new rules of bank regula-
tion were divided, in a larger part, into a capi-
tal requirements regulation (CRR) with a direct
binding force in the legal systems of national
regulators, and, in a smaller part, into a capital
requirements directive (CRD IV'"). The CRR and
CRD IV legislative packages were promulgated
on 26 June 2013. The CRR regulation became ef-
fective on 1 January 2014, and the deadline for
the transposition of CRD IV directive was 31 De-
cember 2013.

The new regulation has introduced stricter re-
quirements for banks and investment firms with
a view to reducing the risk of failure and thus
enhancing the stability of the financial system
within the EU as a whole, as well as in Slovakia.
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9 Regulation (EU) No 345/2013 of
the European Parliament and of
the Council of 17 April 2013 on
European venture capital funds.

10 Directive 2004/39/EC of the
of 21 April 2004 on markets in
financial instruments amending
Council Directives 85/611/EEC and
93/6/EEC and Directive 2000/12/EC
of the European Parliament and of
the Council and repealing Council
Directive 93/22/EEC.

11 Directive 2013/36/EU of the Euro-
pean Parliament and of the Council
of 26 June 2013 on access to the
activity of credit institutions and
the prudential supervision of credit
institutions and investment firms,
amending Directive 2002/87/EC
and repealing Directives 2006/48/
ECand 2006/49/EC.
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The basic instruments of the new regulation
include a requirement to have a larger amount
of good-quality capital, a reduction in the pro-
cyclical mechanisms of the financial system by
creating a sufficient amount of capital reserves
in a period of economic prosperity and by using
these reserves for the coverage of losses during
recession, macroprudential policy instruments
(capital buffers), new reporting and liquidity re-
quirements, and restrictions on the ratio of total
assets to equity (leverage).

In 2014, NBS intensely cooperated with the Min-
istry of Finance of the SR in the harmonisation
of the country’s legal system in connection with
the implementation of the CRD IV directive and
the CRR regulation. This cooperation resulted in
the drafting and approval of an amendment to
the Banking Act. Most of new provisions entered
into effect on 1 August 2014.

In response to the new package of EU regula-
tions, NBS drafted and issued numerous decrees
in 2014. The most important decree concerned
national elections to institutions in accordance
with the CRR regulation. This decree was de-
signed to specify limits, methods, levels, ratios,
percentages, proportions, and rules correspond-
ing to the authorisation of a Member State or su-
pervisory authority to adopt rules different from
those laid down in the CRR regulation or CRD
IV directive. In harmonising the submission of
statements by banks with the EU legislation,
a key role in 2014 was played by the drafting
and adoption of an NBS decree on the submis-
sion of statements for data collection purposes
in accordance with the technical standards im-
plementing the CRR / CRD IV legislative package.
The purpose of this decree is to specify the man-
ner in which statements and reports are to be
submitted under these EC standards. The end of
the year saw the coming into force of an amend-
ment to this decree pertaining to the liquidity of
banks and branches of foreign banks. The decree
was updated on the basis of the results of analy-
ses carried out by the FMS Unit.

THE PAYMENT SERVICES AND ELECTRONIC MONEY ISSUANCE
SECTOR

The transformation of the payments system to
meet the SEPA standards was completed in 2014.
Under the EU legislation, this transformation was
originally to be completed by 7 February 2014,

but this deadline was postponed by the Euro-
pean Commission to 1 August 2014. Since that
date, the SEPA has been in operation in all euro
area countries.

Last year, NBS prepared and issued a decree on
the submission of statements by payment insti-
tutions and electronic money institutions, which
has fully replaced the former decree from 2011.

THE FOREIGN EXCHANGE SECTOR

In 2014, NBS drew up and issued a decree speci-
fying the procedure to be followed by entities
holding a foreign exchange authorisation in
making cross-border payments and dealt with
submissions received from the market.

THE INSURANCE SECTOR

In 2014, NBS issued a decree introducing a meth-
odology for the calculation of own funds, risk
concentration, and asset exposure at the level of
a financial conglomerate in accordance with the
insurance law, and specifying the contents, form,
manner, and dates of submission of reports on
the adequacy of own funds, on risk concentra-
tion, and on significant intra-group transactions
carried out in a financial conglomerate. With this
decree, NBS has transposed, into national law,
the EU directive on the supplementary supervi-
sion of credit institutions, insurance undertak-
ings, and investment firms in a financial con-
glomerate.

Another NBS decree issued in regard to the in-
surance sector in 2014 was an amendment to
the decree on the submission of statements,
overviews, and reports by insurance companies
and branches of foreign insurance companies in
connection with Act No 183/2014 Coll. amend-
ing the Old-Age Pension Scheme Act and other
related laws. Section V of this Act contains pro-
visions amending the Insurance Act by impos-
ing new obligations on insurance undertakings
intending to provide insurance products in con-
nection with the payment of old-age pensions.
Moreover, the Insurance Act has been extended
(see Part A of Annex 1) to include a new insur-
ance line (A7), i.e.’assurance related to the length
of human life, this being governed by legal regu-
lations in the area of social insurance’ Informa-
tion on the activities of the A7 insurance line has
been incorporated into the decree mentioned
above.
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At the end of 2014, the FMS Unit issued a rec-
ommendation on the use of the LEl (legal entity
identifier) code for insurers, reinsurers, branches
of foreign insurers, and branches of foreign rein-
surers. This recommendation is a transposition of
the EIOPA guideline on the use of the LEI code.
The LEI code will be used in communication with
authorities that require the use of LEI codes, in-
cluding reports submitted to NBS or EIOPA.

THE PENSION SECTOR

Regarding the pension sector, NBS intensely co-
operated in the regulation of the old-age pen-
sion saving scheme, in particular in providing
assistance to the Ministry of Labour and Social
Affairs of the SR in the drafting of a comprehen-
sive amendment to the Old-Age Pension Sav-
ing Scheme Act (No 183/2014 Coll.). This major
amendment has reformulated numerous provi-
sions of the Act in the section concerning the
preparation and payment of annuities. The pay-
ment of old-age pensions under the second pillar
of the pension scheme commenced on 1 January
2015.0ld-age pensions are paid by life insurance
companies (pension for life and temporary pen-
sion) and by pension asset management compa-
nies (in the form of scheduled withdrawals). For
savers with low savings, schedules withdrawals
or temporary pension payments under a regu-
lated regime maximising the payment period are
available. In this area, NBS also cooperated with
the Ministry of Labour and Social Affairs of the
SR in the preparation of secondary legislation for
changes arising from the said amendment.

In regard to the supplementary pension sec-
tor, NBS issued three decrees in 2014. The first
decree specifies the elements of an application
for prior approval from NBS under the Supple-
mentary Pension Scheme Act, in particular the
details that are to be met and reported to NBS
as a condition for the granting of prior approval.
The second decree specifies how the fulfilment
of conditions for the granting of an authorisation
to operate as a supplementary pension manage-
ment company is to be documented. This decree
was issued in connection with the coming into
force of the amended Supplementary Pension
Scheme Act on 1 January 2014. The third de-
cree specifies the due form, scope, and contents
of the rules of supplementary pension funds,
with the focus being on the investment strat-
egy and investment instruments applied, since

the amended Supplementary Pension Scheme
Act stipulates the basic principles of investment
based on‘good practices, which had to be speci-
fied in secondary legislation.

At the end of 2014, the FMS Unit issued recom-
mendations on the use of the LEI (legal entity
identifier) for institutions of occupational retire-
ment pensions (IORP).

THE FINANCIAL INTERMEDIATION AND FINANCIAL
COUNSELLING SECTOR

In 2014, two decrees were issued in regard to the
reporting obligations of entities under the law on
financialintermediation and financial counselling.
One of these decrees stipulates requirements for
changes in the structure of information reported
in statements of financial intermediation and fi-
nancial counselling activities. These changes are
based on practical experiences gained during su-
pervision and on the requirements of European
supervisory authorities. The second decree con-
cerns the contents, structure, and submission of
reports by the managerial employees of financial
intermediation and financial counselling firms.
This decree has provided a legal framework for
the submission of reports the structure of which
was originally laid down in a legally unbinding
methodological recommendation.

The syllabuses of financial training courses were
also revised at the end of 2014.

THE SECURITIES MARKET SECTOR

In 2014, NBS continued cooperating with the
Ministry of Finance of the SR in the preparation
of the Concept of Capital Market Development,
which was approved by the Government in Deci-
sion No 191/2014. The basic strategic objective
of the Concept is to recover the functionality
of the Slovak capital market, in particular to in-
crease the financing of the real economy from
the long-term savings of the population. The
Concept includes measures for addressing the
following range of problems: market liquidity,
market infrastructure, the system’s cost-effec-
tiveness, financial education and training, and
customer protection. In the context of these
measures, NBS cooperated during 2014 with the
competent ministries in the preparation of an
amendment to the Securities Act, with the aim of
improving the legal framework for the issuance
of investment certificates and simplifying transi-
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tion to the provision of central depository serv-
ices on the principle of full membership; in the
preparation of an amendment to the Collective
Investment Act with the aim of enabling the use
of new forms of collective investment and relat-
ed activities, mainly by introducing open-ended
collective investment funds (SICAV); and in the
preparation of draft legislation for the uniform
management of pension funds, supplementary
pension funds, and collective investment funds.

The year under review saw the coming into force
of an amendment to the Bond Act, which has
eased regulation in this area to a significant ex-
tent. NBS was involved in the preparation of this
amendment, too.

Regarding the securities market, NBS issued four
decrees over the course of 2014. Two of these
decrees concern reporting and information dis-
closure by investment firms, one decree specifies
the due form of an application for the granting
of approval for securities prospectuses, and one
amends an existing decree on the due form of an
application for the granting of prior approval by
NBS under the Collective Investment Act.

In the preparation of the MiFID 1I'? and MAD II"
directives and MiFIR™ and MAR" regulations,
which were promulgated in the Official Jour-
nal of the EU on 12 June 2014, NBS cooperated
closely with the Ministry of Finance of the SR. In
2015, the Ministry of Finance will again expect
assistance from NBS in the transposition of the
MiFID Il directive into the Slovak legal system.

2.4 FINANCIAL CONSUMER PROTECTION

The Concept of Financial Consumer Protection ap-
proved by the Government of the SR was imple-
mented in 2014, through the preparation of an
amendment to the Financial Market Supervision
Act, authorising NBS to act as a competent au-
thority in charge of financial consumer protection
(as from 1 January 2015). In this connection, NBS
established a new department with effect from
1 September 2014, the Financial Consumer Pro-
tection Department, comprising three sections:
the Financial Consumer Complaints Section (the
former Financial Consumer Protection Section),
the Financial Consumer Protection Supervision
Section, and the First-Instance Proceedings and

Methodology Section. This indicates that, start-
ing from 2015, NBS will be authorised to verify
whether entities subject to supervision meet
their obligations arising from the legal regula-
tions pertaining to consumer protection.

The number of submissions delivered by financial
consumers to NBS continued to increase in 2014.
During the year, NBS received a total of 1,474
submissions from financial consumers. Among
the financial market sectors, most submissions
concerned the insurance sector (829 submis-
sions, or 56% of all submissions). The insurance
sector was followed by the banking sector with
450 submissions delivered (31%). In other sec-
tors, the number of submissions as a percent-
age of all submissions ranged from 0.3% to 5%.
In terms of the justification of submissions, most
submissions concerned the insurance sector
(41%). A more detailed overview of submissions
by justification is shown in Chart 23.

In the insurance sector, the submissions received
in 2014, as in the previous years, concerned
mostly motor third-party liability insurance (al-
most 21%), while almost one third of this figure
was represented by claims for compensation for
damaged windscreens on motor vehicles. An-
other large group was, as in the previous year,
formed by submissions concerning life-insurance
products (16%). The complaints submitted in
this area have confirmed that financial consum-
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12 Directive 2014/65/EU of the Euro-
pean Parliament and of the Council
of 15 May 2014 on markets in fi-
nancial instruments and amending
Directive 2002/92/EC and Directive
2011/61/EU.

13 Directive 2014/57/EU of the
European Parliament and of the
Council of 16 April 2014 on criminal
sanctions for market abuse (market
abuse directive).

14 Regulation (EU) No 600/2014 of
the European Parliament and of
the Council of 15 May 2014 on
markets in financial instruments
and amending Regulation (EU) No
648/2012.

15 Regulation (EU) No 596/2014 of the
European Parliament and of the
Council of 16 April 2014 on market
abuse (market abuse regulation)
and repealing Directive 2003/6/EC
of the European Parliament and
of the Council and Commission
Directives 2003/124/EC, 2003/125/
ECand 2004/72/EC.
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ers perceive life insurance as a form of saving but
they do not consider it a long-term product.

Most submissions in the area of banking con-
cerned, as in 2013, mortgage loans and other
loans provided for housing purposes, specifically
theamountof bank charges, early loan repayment
charges, and interest rate changes. A relatively
large part of the submissions concerned charges
payable for the administration and cancellation
of current accounts, including complaints about
the non-transparency of this process.

The number of submissions regarding financial
intermediation remained virtually unchanged
during 2010-2014.These submissions concerned
the method, range, and quality of the informa-
tion supplied to financial consumers before the
financial service was actually provided.

In 2014, the submissions of customers under su-
pervision represented the main source of infor-
mation about the provision of financial services,
which NBS used in conducting on-site inspec-
tions in specific companies.

Chart 24 Overview of the number of
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An overview of the number of submissions de-
livered to NBS in 2010-2014 is shown in Chart
24.

3 ISSUING ACTIVITY AND CURRENCY CIRCULATION

3.1 CUMULATIVE NET ISSUANCE

The cumulative net issuance (CNI)' of euro ban-
knotes and coins in Slovakia had a total value of
€9.5 billion as at 31 December 2014, with euro
banknotes accounting for €9.4 billion of that
amount. The annual growth rate of the CNI was
lower in 2014 than in 2013, at 6.6% (or €589
million)"”. The value of the item currency in cir-
culation, corresponding to Narodna banka Slov-
enska’s allocated share in the Eurosystem’s pro-
duction of euro banknotes (Banknote Allocation
Key), amounted to around €10.3 billion.

Looking at the CNI's development on a daily
basis, it was virtually the same in 2014 as in
previous years (except during the dual circula-
tion period), with the year-on-year difference
ranging approximately between €0.4 billion
and €0.8 billion. The peak daily CNI'in 2014 was

Chart 25 Cumulative net issuance of euro
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16 Since euro banknotes and euro

coins in circulation in Slovakia
include banknotes and coins
issued in other euro area countries,
Ndrodnd banka Slovenska does not
record the actual value and volume
of currency in circulation, but

only the euro banknotes and euro
coins that NBS itself has put into
and withdrawn from circulation.
The cumulative net issuance as at
31 December 2014 refers to the dif-
ference between the value (volume)
of euro banknotes and coins put
into and withdrawn from circula-
tion between 1 January 2009, when
Slovakia joined the euro area, and
31 December 2014.

17 The CNl increased by 7.5% in 2013,

12.7%in 2012, 21.6% in 2011 and
30.8% in 2010.

18 The value of currency in circula-

tion throughout the euro area

as at 31 December 2014 was
€1,016.5 billion, and the share of
that currency issued in Slovakia
according to the banknote alloca-
tion key was 1.0155%, or around
€10.3 billion.
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