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The National Council of the Slovak Republic has adopted this Act:

ARTICLE |

DIVISION ONE
BASIC PROVISIONS

Section 1
Subject matter of the Act

This Act regulates:

certain relations associated with the establishment, organisation, management and operation
of insurance undertakings and reinsurance undertakings;

the valuation of assets, liabilities and capital requirements for supervisory purposes;

the reorganisation of insurance undertakings and reinsurance undertakings, and certain
relations associated with their dissolution;

certain relations associated with the operation of insurance and reinsurance undertakings from
other Member States and with the operation of third-country insurance and reinsurance
undertaking in the territory of the Slovak Republic;

certain relations associated with the exercise of supervision over the business of insurance and
reinsurance.

Scope of the Act
Section 2

(1) This Act applies to the following entities:
insurance undertakings conducting life insurance business;
insurance undertakings conducting non-life insurance business;
insurance undertakings conducting both life and non-life insurance business;
reinsurance undertakings conducting reinsurance business.

(2) This Act applies to the following business:

non-life insurance business as specified in Part A of Annex 1;
life insurance business as specified in Part B of Annex 1.
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Section 3

This Act does not apply to:

public health insurance;*

social insurance;?

reinsurance business conducted or fully guaranteed by the government of a Member State

when that government is acting, for reasons of substantial public interest, in its capacity as

reinsurer of last resort, including in circumstances where such a role is required by a situation
in the market in which it is not feasible to obtain adequate commercial coverage;

assistance provided in the event of an accident or breakdown involving a motor vehicle when

the accident or breakdown occurs in the territory of the Slovak Republic, if the provider of

such assistance is not an insurance undertaking and the scope of assistance is limited to the
following operations:

1. an on-the-spot breakdown service for which the assistance provider uses, in most
circumstances, its own staff and equipment;

2. the transport of the motor vehicle to the nearest or most appropriate location at which repairs
may be carried out and the transport, normally by the same means, of the driver and
passengers to the nearest location from where they may continue their journey by other
means;

3. the transport of the motor vehicle, possibly accompanied by the driver and passengers, to
their permanent place of residence or point of departure, if different, or to the original
destination within the same Member State;

assistance provided as described in points 1 and 2 of point (d) in the event of an accident or

breakdown of a motor vehicle outside the territory of the Slovak Republic, if the provider of

such assistance is not an insurance undertaking and the beneficiary is a member of the same
provider and that provider has an agreement signed with another assistance provider from
another country;

operations carried out by entities not having a legal person for the purpose of providing mutual

coverage for their members without there being any payment of insurance premiums or

creation of technical provisions;

export credit insurance operations for the account of or guaranteed by the State, or where the

State is the insurer;

operations of provident and mutual-benefit institutions whose benefits vary according to the

resources available and which require each of their members to contribute at the appropriate

flat rate;

operations carried out by legal entities other than insurance undertakings whose object is to

provide benefits to their employees or to self-employed persons in the event of death or

survival or of discontinuance or curtailment of activity, whether or not the commitments
arising from such operations are fully covered at all times by provisions;

payments of benefits by legal entities other than insurance undertakings on the death of insured

persons where the amount of benefits does not exceed the average burial costs or where

material benefits are provided for burials.

Definition of basic terms
Section 4



(1) ‘Insurance undertaking” means a legal person established in the Slovak Republic and
authorised by Narodna banka Slovenska to conduct insurance business in accordance with other
legislation.®

(2) ‘Captive insurance undertaking” means an insurance undertaking, owned either by a
financial institution other than an insurance or reinsurance undertaking or a group of insurance or
reinsurance undertakings, or by a non-financial institution the purpose of which is to provide
insurance coverage exclusively for the risks of the institution or institutions to which it belongs or
of an institution or institutions of the group of which it is a member.

(3) ‘Insurance undertaking from another Member State’ means a legal person established
in another Member State and authorised to conduct insurance business in its home Member State.

(4) ‘Branch of an insurance undertaking from another Member State’ means an
organisational unit of an insurance undertaking from another Member State which is located in the
territory of the Slovak Republic; also classified as a branch shall be an office headed by an
employee of an insurance undertaking from another Member State or by another person authorised
to conduct insurance business on behalf of an insurance undertaking from another Member State.

(5) ‘Third-country insurance undertaking” means a legal person established in a country
that is not a Member State of the European Union and authorised in its home country to conduct
insurance business.

(6) ‘Branch of a third-country insurance undertaking” means an organisational unit of
a third-country insurance undertaking which is located in the territory of the Slovak Republic* and
conducting insurance business on the basis of an authorisation granted under other legislation® by
Narodna banka Slovenska for insurance business.

(7) ‘Reinsurance undertaking’ means a legal person established in the Slovak Republic and
conducting insurance business on the basis of an authorisation granted under other legislation® by
Narodna banka Slovenska for reinsurance business.

(8) ‘Captive reinsurance undertaking’” means a reinsurance undertaking, owned either by
a financial institution other than an insurance or reinsurance undertaking or a group of insurance
or reinsurance undertakings, or by a non-financial institution the purpose of which is to provide
reinsurance coverage exclusively for the risks of the institution or institutions to which it belongs
or of an institution of institutions of the group of which it is a member.

(9) ‘Reinsurance undertaking from another Member State’ means a legal person established
in another Member State and authorised in the home Member State to conduct reinsurance
business.

(10) ‘Branch of a reinsurance undertaking from another Member State’ means an
organisational unit of a reinsurance undertaking from another Member State which is located in
the territory of the Slovak Republic; also classified as a branch shall be an office headed by an
employee of a reinsurance undertaking from another Member State or by another person authorised
to conduct reinsurance business on behalf of a reinsurance undertaking from another Member State.
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(11) ‘Third-country reinsurance undertaking’ means a legal person established in a country
that is not a Member State of the European Union and authorised in its home country to conduct
reinsurance business.

(12) ‘Branch of a third-country reinsurance undertaking’ means an organisational unit of a
third-country reinsurance undertaking located in the Slovak Republic and conducting insurance
business on the basis of an authorisation granted under otherlegislation® by Nérodna banka
Slovenska for reinsurance business.

(13) ‘Insurance business’ means business activity consisting in accepting insurance risks
from persons exposed to such risks or similar risks, establishing and organising insurance
portfolios, creating technical provisions for liabilities to eligible persons, arising from insurance
contracts, and discharging such liabilities for payment calculated using actuarial mathematics and
statistics.

(14) ‘Reinsurance business’ means business activity consisting in accepting risks ceded by
an insurance undertaking, an insurance undertaking from another Member State, a third-country
insurance undertaking, or by a reinsurance undertaking, a reinsurance undertaking from another
Member State, or a third-country reinsurance undertaking; reinsurance business also includes the
acceptance of risks, ceded by any member of the association of underwriters known as Lloyd’s, by
an insurance or reinsurance undertaking, an insurance or reinsurance undertaking from another
Member State, or a third-country insurance or reinsurance undertaking, as well as the provision of
coverage by a reinsurance undertaking to an occupational pension company.*

(15) ‘Finite reinsurance’ means reinsurance under which the explicit maximum loss
potential, expressed as the maximum economic risk transferred, arising from both a significant
underwriting risk and timing risk transfer, exceeds the premium over the lifetime of the reinsurance
contract by a limited but significant amount, together with at least one of the following features:
(a) explicit and material consideration of the time value of money;

(b) contractual provisions to moderate the balance of economic experience between the parties
over the contract’s lifetime to achieve the target risk transfer.

(16) ‘Technical interest rate’ means the rate of interest used by insurance undertakings and
branches of foreign insurance undertakings to calculate premiums and technical provisions for life
insurance contracts using actuarial methods. The technical interest rate is part of the insurance rate
and represents a rate of interest at which the value of future liabilities arising from insurance
contracts, calculated using actuarial methods, equals the value of future premiums.

Section 5

For the purposes of this Act, the following definitions apply:

(a) ’financial undertaking’ means any of the following entities: insurance undertaking, reinsurance
undertaking, insurance or reinsurance undertaking from another Member State, third-country
insurance or reinsurance undertaking, insurance holding company, bank or branch of a foreign
bank,> payment institution, foreign payment institution, electronic money institution, foreign
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electronic money institution,® supplementary pension management company,’ investment firm

or branch of a foreign investment firm,® management company,® pension asset management

company,® mixed financial holding company within the meaning of Section 125(e), or any
entity established in the Slovak Republic with a similar scope of business;

‘close links’ means a situation in which two or more natural persons or legal entities are linked

by control or participation as set out in point (c), or a situation in which two or more natural

persons or legal entities are permanently linked to one and the same person by a control
relationship;

‘participation’ means the ownership, direct or indirect or any combination thereof, of at least

20% of the share capital or voting rights of a legal person, or the possibility of exercising

influence over the management of that legal person, which is comparable with the influence

corresponding to such ownership;

‘qualifying holding’ means a direct or indirect holding of 10% or more of the share capital or

of the voting rights of a legal person, calculated under other legislation,'! or a holding that

makes it possible to exercise significant influence over the management of that legal person;

‘significant influence” means the possibility of exercising influence over the management of a

legal person, comparable to the influence corresponding to a holding of 10% or more of the

share capital or of the voting rights of that legal person;

‘indirect holding” means a holding acquired by a person through the mediation of a legal person

or legal persons that are controlled by that person;
‘control’ means any of the following:
1. adirect or indirect holding, or any combination thereof, in a legal person in excess of 50%
of the share capital or voting rights of that legal person;
2. the right to appoint or otherwise designate or remove a legal person’s statutory body or
the majority of its members, the majority of members of the supervisory board or of any
other management, supervisory or control body, even where this right could be exercised
in the previous two years;
3. the possibility of exercising decisive influence over the management of a legal person:
3a. comparable with the influence corresponding to the holding defined in point 1, on the
basis of the legal person’s statutes or the contract made between the legal person and
its partner, shareholder or member;

3b. on the basis of the relationship of a partner, shareholder or member of the legal person
with the majority of members of its statutory body or supervisory board, or with the
majority of persons constituting any other management, supervisory or control body,
appointed to that body by the relevant partner, shareholder or member of that legal
person, with the control relationship so established lasting until the compilation of the
consolidated financial statement immediately following the lapse of the right of that
partner, shareholder or member referred to in point 2;

3c. comparable with the influence corresponding to a holding as defined in point 1, on
the basis of an agreement made between the legal person’s partners, shareholders or
members, or

4. the possibility of exercising, directly or indirectly, decisive influence in any other form;

‘subsidiary undertaking’ means a legal person over which control is exercised in accordance

with point (g), including a subsidiary of a subsidiary undertaking;

‘parent undertaking’ means a legal person exercising control in accordance with point (g);

‘establishment’ of an insurance or reinsurance undertaking means its registered office or any

of its branches;
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‘Member State’ means a Member State of the European Union or a Member State of the
European Free Trade Agreement which has signed the Treaty establishing the European
Economic Area;

‘Member State of a branch’ means a Member State in which an insurance or reinsurance

undertaking or an insurance of reinsurance undertaking from another Member State conducts

insurance or reinsurance business through a local branch;

‘Member State in which the risk is situated’ means any of the following:

1. the Member State in which the property is situated, where the insurance relates either to

buildings or to buildings and their contents, in so far as the contents are covered by the

same insurance contract;

the Member State of registration, where the insurance relates to vehicles of any type;

3. the Member State in which the policyholder took out the contract in the case of contracts
of a duration of four months or less covering travel or holiday risks, whatever the class
concerned,

4. in all cases not explicitly covered by points 1 to 3, the Member State in which the
policyholder’s habitual residence is located or, if the policyholder is a legal person, the
Member State in which that policyholder’s establishment to which the contract relates is
located;

‘Member State of the commitment’ means the Member State in which either of the following

is located: the habitual residence of a life-insurance policyholder or, if the policyholder is a

legal person, that policyholder’s establishment to which the contract relates;

‘home Member State’ means any of the following:

1. for non-life insurance, the Member State in which the registered office of the insurance
undertaking or the insurance undertaking from another Member State covering the risk is
situated;

2. for life insurance, the Member State in which the registered office of the insurance
undertaking or the insurance undertaking from another Member State covering the
commitment is situated; or

3. for reinsurance, the Member State in which the registered office of the reinsurance
undertaking or the reinsurance undertaking from another Member State is situated;

‘host Member State’ means the Member State, other than the home Member State, in which
an insurance or reinsurance undertaking operates via a branch or under the freedom to provide
services or the Member State in which an insurance or reinsurance undertaking from another
Member State operates via a branch or under the freedom to provide services;
‘competent supervisory authority of another Member State’ means the national authority of
that Member State empowered by law or regulation to supervise insurance or reinsurance
undertakings;
‘regulated market’ means a market in financial instruments which satisfies the conditions laid
down in the European Union’s legal acts pertaining to investment services and which is
situated in a Member State or a market in financial instruments situated in a non-Member State
and which fulfils requirements comparable to those applying to a regulated financial market
of a Member State if recognised by the home Member State; the financial instruments dealt in
on that market must be of a quality comparable to that of the instruments dealt in on the
regulated market or markets of the home Member State;

‘special purpose vehicle’ means any undertaking, other than an existing insurance or

reinsurance undertaking, which assumes risks from insurance or reinsurance undertakings and

which fully funds its exposure to such risks through the proceeds of debt issuance or any other

no
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financing mechanism where the repayment rights of the providers of such debt or financing
mechanism are subordinated to the reinsurance obligations of such an undertaking;

(t) ‘assistance service’ means assistance provided, in the form of pecuniary or material
consideration, to persons who get into difficulties while travelling, while away from their home
or their habitual residence; it shall comprise an obligation undertaken by insurance
undertakings and branches of foreign insurance undertakings conducting insurance business
as specified in point 18 in Part A of Annex 1 to provide, against prior payment of a premium,
aid immediately available to the beneficiary under an assistance contract where that person is
in difficulties following the occurrence of the event insured against, in the cases and under the
conditions set out in the contract; material consideration may also be provided under a contract
signed with a person other than an insurance undertaking and the provision of assistance shall
not cover servicing, maintenance, after-sales service, or the mere indication or provision of aid
through an intermediary;

(u) ‘intra-group transaction’ means any transaction by which an insurance or reinsurance
undertaking relies, either directly or indirectly, on other undertakings within the same group
or on any natural or legal person linked to the undertakings within that group by close links,
for the fulfilment of an obligation, whether or not contractual, and whether or not for payment;

(V) ‘outsourcing’ means an arrangement of any form between an insurance or reinsurance
undertaking or a branch of a foreign insurance or reinsurance undertaking and a service
provider, whether a supervised entity or not, by which that service provider performs a process,
a service or an activity, whether directly or by sub-outsourcing, which would otherwise be
performed by the insurance or reinsurance undertaking or the branch of a foreign insurance or
reinsurance undertaking itself;

(w) ‘“function’, within a system of governance, means an internal capacity to undertake specific
tasks;

(X) ‘underwriting risk’ means the risk of loss or of adverse change in the value of insurance
liabilities, due to inadequate pricing and provisioning assumptions;

(y) ‘market risk” means the risk of loss or of adverse change in the financial situation resulting,
directly or indirectly, from fluctuations in the level and in the volatility of market prices of
assets, liabilities, and financial instruments;

(z) ‘credit risk’ means the risk of loss or of adverse change in the financial situation, resulting
from fluctuations in the credit standing of issuers of securities, counterparties and any debtors
to which insurance and reinsurance undertakings are exposed, in the form of counterparty
default risk, or spread risk, or market risk concentration;

(aa) ‘operational risk’ means the risk of loss arising from inadequate or failed internal processes,
personnel or systems, or from unfavourable external events;

(ab) ‘liquidity risk” means the risk that insurance and reinsurance undertakings are unable to realise
investments and other assets in order to settle their financial obligations when they fall due;

(ac) ‘concentration risk’ means all risk exposures with a loss potential which is large enough to
threaten the solvency or the financial position of insurance and reinsurance undertakings;

(ad) ‘risk-mitigation techniques’ means all techniques that enable insurance and reinsurance
undertakings to transfer part or all of their risks to another party;

(ae) “diversification effects’ means reduction in the risk exposure of insurance or reinsurance
undertakings or groups related to the diversification of their business, resulting from the fact
that the adverse outcome from one risk can be offset by a more favourable outcome from
another risk, where those risks are not fully correlated;



(af) ‘probability distribution forecast’ means a mathematical function that assigns to an exhaustive
set of mutually exclusive future events a probability of realisation;

(ag) ‘risk measure’ means a mathematical function that assigns a monetary amount to a given
probability distribution forecast and increases monotonically with the level of risk exposure
underlying that probability distribution forecast;

(ah) ‘customer’ means a person having an insurance contract concluded with an insurance
undertaking, a branch of a third-country insurance undertaking, or with an insurance
undertaking from another Member State conducting insurance business in the territory of the
Slovak Republic or to whose property, life, health or liability for loss that insurance contract
relates;

(ai) ‘potential customer’ means a person showing interest in entering into an insurance contract
with an insurance undertaking, a branch of a third-country insurance undertaking, or with an
insurance undertaking from another Member State conducting insurance business in the
territory of the Slovak Republic;

(a)) ‘qualified central counterparty’ means a central counterparty that is authorised under other
legislation'? or recognised under other legislation;

(ak) ‘external rating agency’ means a rating agency that is registered or certified under other
legislation* or a central bank which issues credit ratings and which is not subject thereto.

DIVISION TWO
COMMENCEMENT OF INSURANCE OR REINSURANCE BUSINESS

Conditions for the commencement of insurance business
Section 6

(1) Under the conditions laid down in this Act, an insurance undertaking or of a branch of
a foreign insurance undertaking may be established solely on the basis of an authorisation to
conduct insurance business; the scope of insurance business shall be defined in the authorisation.

(2) An insurance undertaking shall be established as a joint stock company or as a European
company.®® The business name of an insurance undertaking shall include the designation ‘insurance
company’. A business name that includes this designation or its translation into a foreign language
may be used exclusively by legal entities authorised to conduct insurance business. No other natural
or legal person may have a business name that includes this designation, except for insurance
undertakings established under other legislation.'® Where confusion may arise, Narodna banka
Slovenska may request the relevant insurance undertaking or branch of a foreign insurance
undertaking or other legal person to change its business name; the insurance undertaking or branch
of a foreign insurance undertaking or other legal person shall comply with that request.

(3) Persons other than insurance undertakings, insurance undertakings from other Member
States, and branches of third-country insurance undertakings may not conduct insurance business,
unless otherwise provided by other legislation.*’



(4) Foreign insurance undertakings may conduct insurance business in the territory of the
Slovak Republic only through branches, on the basis of an authorisation to conduct insurance
business in accordance with Section 10.

(5) Insurance undertakings or branches of foreign insurance undertakings may conduct only
business for which they are authorised in accordance with Section 7(1), Section 10(1) or Section
168, and business directly related thereto. Insurance undertakings or branches of foreign insurance
undertakings may act as financial intermediaries for financial institutions with the prior approval
of Narodna banka Slovenska in accordance with other legislation.®

(6) Narodna banka Slovenska shall grant authorisation for insurance business for the
following types of insurance:

(a) life insurance as classified into insurance classes in Part B of Annex 1 or selected risks within
the scope of these classes;

(b) non-life insurance as classified into insurance classes or groups in Parts A and C of Annex 1
or selected risks within the scope of these classes.

(7) Insurance undertakings may provide both life and non-life insurance services with the
exception of insurance undertakings that:

(a) provide life insurance services; such insurance undertakings may also be authorised to provide
accident and sickness insurance;

(b) provide only accident and sickness insurance; such insurance undertakings may also be
authorised to provide life insurance services; or

(c) provide both life and non-life insurance services in accordance with existing legislation.

(8) Insurance undertakings may conduct insurance business under Section 3(d) and (e) only
if they have received authorisation for insurance class 18 in Part A of Annex 1, unless otherwise
provided by paragraphs 9 and 10.

(9) An insurance undertaking that has obtained authorisation for a principal insurance risk
belonging to one class or a group of classes as set out in Parts A and C of Annex 1 may also insure
risks included in another class without the need to obtain authorisation in respect of such risks
(hereinafter ‘ancillary risk”) provided that the risks fulfil all of the following conditions:

(@) they are connected with the principal insurance risk;
(b) they concern the object that is covered against the principal insurance risk; and
(c) they are covered by the contract insuring the principal insurance risk.

(10) The risks included in insurance classes 14 and 15 in Part A of Annex 1 shall not be
regarded as ancillary risks as referred to in paragraph 9.

(11) Insurance as set out in class 17 in Part A of Annex 1 may be regarded as a risk ancillary
to class 18 in Part A of Annex 1, where the conditions laid down in paragraph 9 and either of the
following conditions are fulfilled:

(a) the main risk relates solely to assistance provided to persons who get into difficulties while
travelling, while away from their home or their habitual residence; or



(b) the insurance concerns disputes or risks arising from, or in connection with, the use of sea-
going vessels.

(12) Insurance undertakings may also conduct reinsurance business on the basis of an
authorisation obtained from Narodna banka Slovenska for reinsurance business.

(13) The share capital of an insurance undertaking may be paid up only in the form of a
monetary contribution.

Section 7

(1) The authorisation of insurance undertakings to conduct insurance business shall be
within the competence of Narodnd banka Slovenska. Applications for authorisation shall be
submitted to Narodna banka Slovenska by the founders of insurance undertakings.

(2) An authorisation as referred to in paragraph 1 shall not be issued unless the following
conditions are proved to have been met:

(@) the share capital of the insurance undertaking is paid up in full;

(b) the share capital and other financial resources of the insurance undertaking have a transparent
and legal provenance;

(c) the persons having a qualifying holding in the insurance undertaking, including the
shareholders controlling a mixed financial holding company where the insurance undertaking
is part of a financial conglomerate under Section 125(a), to which the mixed financial holding
company belongs, are eligible;

(d) the group with close links that includes a shareholder with a qualifying holding in the insurance
undertaking is transparent; holdings in the share capital and voting rights are to be calculated
without taking account of the voting rights or holdings that an investment firm, a foreign
investment firm, a bank or a foreign bank may hold as a result of underwriting or placing of
financial instruments on a firm commitment basis,'® provided that those rights are not
exercised or otherwise used to intervene in the management of the insurance undertaking, and
provided they are transferred by the investment firm, foreign investment firm, bank or foreign
bank to a third party within one year of the acquisition;

(e) the close links within the group referred to in point (d) do not obstruct supervision;

(F) the persons who have been nominated to run the insurance undertaking or to have other key
functions in the system of governance, including at least the risk management function, the
compliance function, the internal audit function and the actuarial function (hereinafter ‘key
functions”), are professionally competent and of good repute;

(g) the exercise of supervision is not impeded by the legal system or the application of laws in the
country in which the group referred to in point (d) has close links;

(h) the registered office of the insurance undertaking is located in the Slovak Republic;

(i) the insurance undertaking is to submit a business plan based on its business strategy supported
by real economic calculations;

() theinsurance undertaking possesses the eligible basic own funds to cover the absolute floor of
the minimum capital requirement provided for in Section 63(3) and presents evidence that it
will be in a position to cover the minimum capital requirement from its eligible basic own
funds as provided for in Section 63(1);
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(k) the insurance undertaking presents evidence that it will be in a position to cover the solvency
capital requirement from its eligible own funds as provided for in Section 48(1);

() the insurance undertaking presents evidence that it will be in a position to comply with the
requirements laid down in Section 73 if it plans to provide both life and non-life insurance
services in accordance with Section 6(7)(a) or (b);

(m) the insurance undertaking presents evidence that it will be in a position to observe the system
of governance as provided for in Sections 23 to 30;

(n) for insurance undertakings intending to conduct insurance business as specified in point (a) in
Part A of Annex 1, claims representatives are to be nominated in a list containing their full
name, date of birth and permanent address, or their business name and registered office
address.

(3) An application as referred to in paragraph 1 shall contain the following data:

(@) the business name and registered office of the future insurance undertaking;

(b) the identification number of the future insurance undertaking, if assigned,

(c) the amount of the future insurance undertaking’s share capital;

(d) the list of shareholders with a qualifying holding in the future insurance undertaking, including
the amount of their holdings; the said list shall contain personal data in the range needed to
verify compliance with the conditions set out in paragraph 2(c) and (d);

(e) the scope of insurance business proposed for the future insurance undertaking;

(f) the full name, permanent address, and personal identification number of natural persons
nominated to run the insurance undertaking, persons nominated as supervisory board
members, or persons nominated to have other key functions;

(g) adeclaration of honour by the applicants that the submitted information is complete and true.

(4) Narodna banka Slovenska shall decide in respect of an application as referred to in
paragraph 1 within the time limit specified in other legislation,?® on the basis of a detailed
assessment of the application and its annexes, and of the factual, personal, and organisational
assumptions made in regard to the proposed scope of insurance business.

(5) Narodna banka Slovenska shall reject an application as referred to in paragraph 1 if the
applicant fails to meet any of the conditions set out in paragraph 2. Narodna banka Slovenska shall
also reject an application as referred to in paragraph 1 if the submitted data and documents are
incomplete, incorrect, untrue or outdated. The economic needs of the market may not constitute a
reason for rejecting an authorisation application. Narodna banka Slovenska may accept an
application as referred to in paragraph 1 in part if the applicant meets the conditions set out in
paragraph 2 for only part of the business it intends to conduct.

(6) The conditions stated in paragraph 2 shall be fulfilled without interruption for the
duration of the validity of the authorisation.

(7) Compliance with the conditions set out in paragraph 2 for the granting of an
authorisation for insurance business shall be proved and documented in an annex attached to the
application in the manner prescribed by Narodna banka Slovenska in a decree published in the
Collection of Laws of the Slovak Republic (hereinafter ‘Collection of Laws’).
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(8) For the verification of compliance with the conditions set out in paragraph 2(c), eligible
persons shall be understood to mean persons who provide credible evidence that they will be in a
position to run the insurance undertaking in a reliable and prudent manner.

Conditions for the commencement of reinsurance business
Section 8

(1) Under the conditions laid down in this Act, a reinsurance undertaking or a branch of a
foreign reinsurance undertaking may be established solely on the basis of an authorisation to
conduct reinsurance business; the scope of insurance business shall be defined in the authorisation.
Under the conditions stated in this Act, insurance undertakings may also conduct reinsurance
business in the scope defined in the authorisation.

(2) A reinsurance undertaking shall be established as a joint stock company or as a European
company.® The business name of a reinsurance undertaking shall include the designation
‘reinsurance company’. A business name that includes this designation or its translation into a
foreign language may be used exclusively by legal entities authorised to conduct reinsurance
business. No other natural or legal person may have a business name that includes this designation.
Where confusion may arise, Narodna banka Slovenska may request the relevant reinsurance
undertaking or branch of a foreign reinsurance undertaking or other legal person to change its
business name; the reinsurance undertaking or branch of a foreign reinsurance undertaking or other
legal person shall comply with that request.

(3) Persons other than reinsurance undertakings, reinsurance undertakings from other
Member States, branches of third-country reinsurance undertakings, and insurance undertakings
from other Member States may not conduct reinsurance business, unless otherwise provided by
Section 6(12) and Sections 66 and 67 of this Act.

(4) Foreign reinsurance undertakings may conduct reinsurance business in the territory of
the Slovak Republic only through local branches, on the basis of an authorisation to conduct
reinsurance business in accordance with Section 11(1); this shall not prevent a foreign reinsurance
undertaking without a local branch from assuming insurance risks on the basis of a reinsurance
contract if the registered office of that undertaking is located in a non-Member State having an
equivalent solvency regime pursuant to Section 67 or in a non-Member State which is signatory to
an international agreement binding upon the Slovak Republic.%®

(5) Reinsurance undertakings or branches of foreign reinsurance undertakings may conduct
only business for which they are authorised in accordance with Section 9(1) or Section 11(1), and
business directly related thereto. Reinsurance undertakings or branches of foreign reinsurance
undertakings may act as financial intermediaries for financial institutions with the prior approval
of Narodna banka Slovenska under other legislation.®

(6) Narodna banka Slovenska shall grant authorisation for reinsurance business for the
following types of insurance:

(a) life insurance;
(b) non-life insurance;
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(c) life and non-life insurance.

(7) Narodna banka Slovenska may authorise an insurance undertaking to conduct
reinsurance business only for the type of insurance for which it has authorisation as an insurance
undertaking.

(8) The share capital of a reinsurance undertaking may be paid up only in the form of a
monetary contribution.

Section 9

(1) The authorisation of insurance and reinsurance undertakings to conduct reinsurance
business shall be within the competence of Narodna banka Slovenska. Authorisation applications
for such business shall be submitted to Narodna banka Slovenska by the founders of insurance
undertakings or reinsurance undertakings, unless otherwise provided by Section 7(12) of this Act.
If an authorisation for reinsurance business is requested by an insurance undertaking, the provisions
of paragraphs 2 to 5 apply mutatis mutandis.

(2) An authorisation as referred to in paragraph 1 shall not be issued unless the following
conditions are proved to have been met:

(a) the share capital of the reinsurance undertaking is paid up in full;

(b) the share capital and other financial resources of the reinsurance undertaking have
a transparent and legal provenance;

(c) the persons having a qualifying holding in the reinsurance undertaking, including the
shareholders controlling a mixed financial holding company where the reinsurance
undertaking is part of a financial conglomerate under Section 125(a), to which the mixed
financial holding company belongs, are eligible;

(d) the group with close links that includes a shareholder with a qualifying holding in the
reinsurance undertaking is transparent; holdings in the share capital and voting rights are to be
calculated without taking account of the voting rights or holdings that an investment firm, a
foreign investment firm, a bank or a foreign bank may hold as a result of underwriting or
placing of financial instruments on a firm commitment basis,'® provided that those rights are
not exercised or otherwise used to intervene in the management of the reinsurance undertaking,
and provided they are transferred by the investment firm, foreign investment firm, bank or
foreign bank to a third party within one year of the acquisition;

(e) the close links within the group referred to in point (d) do not obstruct supervision;

(f) the persons who have been nominated to run the reinsurance undertaking or to have other key
functions are professionally competent and of good repute;

(g) the exercise of supervision is not impeded by the legal system or the application of laws in a
country in which the group referred to in point (d) has close links;

(h) the registered office of the reinsurance undertaking is located in the Slovak Republic;

(i) the reinsurance undertaking is to submit a business plan based on its business strategy
supported by real economic calculations;

(J) the reinsurance undertaking possesses the eligible basic own funds to cover the absolute floor
of the minimum capital requirement provided for in Section 63(3) and presents evidence that
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it will be in a position to cover the minimum capital requirement from its eligible basic own
funds as provided for in Section 63(1);

(k) the reinsurance undertaking presents evidence that it will be in a position to cover the solvency
capital requirement from its eligible own funds as provided for in Section 48(1);

() the reinsurance undertaking presents evidence that it will be in a position to observe the system
of governance as provided for in Sections 23 to 30.

(3) An application as referred to in paragraph 1 shall contain the following data:

(a) the business name and registered office of the future reinsurance undertaking;

(b) the identification number of the future reinsurance undertaking, if assigned;

(c) the amount of the future reinsurance undertaking’s share capital,

(d) the list of shareholders with a qualifying holding in the future reinsurance undertaking,
including the amount of their holdings; the said list shall contain personal data in the range
needed to verify compliance with the conditions set out in paragraph 2(c) and (d);

(e) the scope of reinsurance business proposed for the future reinsurance undertaking;

(F) the full name, permanent address, and personal identification number of natural persons
nominated to run the reinsurance undertaking, persons nominated as supervisory board
members, or persons nominated to have other key functions;

(g) adeclaration of honour by the applicants that the submitted information is complete and true.

(4) Narodna banka Slovenska shall decide in respect of an application as referred to in
paragraph 1 within the time limit specified in other legislation,?® on the basis of a detailed
assessment of the application and its annexes, and of the factual, personal, and organisational
assumptions made in regard to the proposed scope of reinsurance business.

(5) Narodna banka Slovenska shall reject an application as referred to in paragraph 1 if the
applicant fails to meet any of the conditions set out in paragraph 2. Narodna banka Slovenska shall
also reject an application as referred to in paragraph 1 if the submitted data and documents are
incomplete, incorrect, untrue or outdated. The economic needs of the market may not constitute a
reason for rejecting an authorisation application. Narodna banka Slovenska may accept an
application as referred to in paragraph 1 in part if the applicant meets the conditions set out in
paragraph 2 for only part of the business it intends to conduct.

(6) The conditions stated in paragraph 2 shall be fulfilled without interruption for the
duration of the validity of the authorisation.

(7) Compliance with the conditions set out in paragraph 2 for the granting of an
authorisation for reinsurance business shall be proved and documented in an annex attached to the
application in the manner prescribed by Narodna banka Slovenska in a decree published in the
Collection of Laws of the Slovak Republic (hereinafter ‘Collection of Laws’).

(8) For the verification of compliance with the conditions set out in paragraph 2(c), eligible
persons shall be understood to mean persons who provide credible evidence that they will be in a
position to run the reinsurance undertaking in a reliable and prudent manner.

Section 10
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Conditions for the commencement of insurance business
by foreign insurance undertakings through branches

(1) The authorisation of foreign insurance undertakings to conduct insurance business

through branches shall be within the competence of Narodna banka Slovenska. Applications for
such authorisation shall be submitted to Narodna banka Slovenska by foreign insurance
undertakings.

(2) An authorisation as referred to in paragraph 1 shall not be granted to a foreign insurance

undertaking unless the following conditions are proved to have been met:

(@)
(b)

(©)
(d)

(€)
(f)

(9)
(h)
(i
(k)
()

(@)
(b)

the foreign insurance undertaking is authorised to conduct insurance business under the law of
the country in which its registered office is located;

the foreign insurance undertaking undertakes to open a separate account in a bank or in a
branch of a foreign bank at the place where its branch is located in connection with its business
activities and to store records thereof;

the natural persons nominated by the foreign insurance undertaking to manage any of its
branches or to have other key functions are professionally competent and of good repute;

the assets owned by the foreign insurance undertaking in the territory of the Slovak Republic
are not lower than one-half of the absolute floor of the solvency capital requirement referred
to in Section 63 and financial resources in an amount corresponding to one-quarter of that
absolute floor are deposited as security in a separate account in a bank or in a branch of a
foreign bank;® the funds are to be kept in that account throughout the operation of the foreign
insurance undertaking’s local branch;

the foreign insurance undertaking presents evidence that it will be in a position to cover the
minimum capital requirement pursuant to Section 63(1) from its eligible basic own funds to
the extent of its insurance business conducted in the territory of the Slovak Republic;

the foreign insurance undertaking presents evidence that it will be in a position to cover the
solvency capital requirement pursuant to Section 63(1) from its eligible own funds to the extent
of its insurance business conducted in the territory of the Slovak Republic;

the foreign insurance undertaking is to submit a business-financial plan based on its business
strategy proposed for the branch, supported by real economic calculations;

the foreign insurance undertaking presents evidence that it will be in a position to observe the
system of governance referred to in Sections 23 to 30;

the group with close links to which the foreign insurance undertaking belongs is transparent;
the close links within the group referred to in point (i) do not obstruct supervision;

the exercise of supervision is not impeded by the legal system or the application of laws in a
country in which the group referred to in point (i) has close links;

if a future branch of the foreign insurance undertaking intends to conduct insurance business
as specified in point 10(a) in Part A of Annex 1, claims representatives are to be nominated in
a list containing their full name, date of birth, permanent address, or business name and
registered office address.

(3) An application as referred to in paragraph 1 shall contain the following data:

the business name and registered office of the foreign insurance undertaking, and the proposed
location of its branch in the Slovak Republic;
the identification number of the future branch of the foreign insurance undertaking, if assigned;
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(c) the scope of insurance business proposed for the future branch of the foreign insurance
undertaking;

(d) the full name, permanent address, and personal identification number of natural persons
nominated to run the branch of the foreign insurance undertaking and of natural persons
nominated to have other key functions.

(4) Narodna banka Slovenska shall decide in respect of an application as referred to in
paragraph 1 within the time limit specified in other legislation,?® on the basis of a detailed
assessment of the application and its annexes, and of the factual, personal, and organisational
assumptions made in regard to the proposed scope of insurance business.

(5) Narodna banka Slovenska shall reject an application as referred to in paragraph 1 if the
applicant fails to meet any of the conditions set out in paragraph 2. Narodna banka Slovenska shall
also reject an application as referred to in paragraph 1 if the submitted data and documents are
incomplete, incorrect, untrue or outdated. The economic needs of the market may not constitute a
reason for rejecting an authorisation application. Narodna banka Slovenska may accept an
application as referred to in paragraph 1 in part if the applicant meets the conditions set out in
paragraph 2 for only part of the business it intends to conduct.

(6) An application as referred to in paragraph 1 may not be rejected on the grounds that the
legal form of the foreign insurance undertaking concerned does not correspond to the legal form of
a joint stock company.

(7) The conditions stated in paragraph 2 shall be fulfilled without interruption for the
duration of the validity of the authorisation to conduct insurance business.

(8) Compliance with the conditions set out in paragraph 2 for the authorisation of a foreign
insurance undertaking to conduct insurance business through a branch shall be proved and
documented in an annex attached to the application in the manner prescribed by Narodna banka
Slovenska in a decree published in the Collection of Laws of the Slovak Republic.

(9) Foreign insurance undertakings may be granted authorisation under paragraph 1 for only
one insurance class, for business covered by the authorisation issued in their home country for the
same insurance class. Insurance business in another insurance class may be conducted by foreign
insurance undertakings in the territory of the Slovak Republic only through their subsidiaries; this
shall be without prejudice to the provisions of Section 6(1). Foreign insurance undertakings may
be granted authorisation to conduct reinsurance business for only one insurance class, for business
covered by the authorisation issued in their home country.

(10) Any foreign insurance undertaking which has requested or obtained authorisation
pursuant to paragraph 1 from Narodna banka Slovenska and from another Member State to conduct
insurance business through branches may apply for the following advantages:

(a) the funds required under paragraph 2 shall be deposited in a separate account with a bank or a
foreign bank established in another Member State in only one of the Member States in which
the undertaking has branches;
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(b) the solvency capital requirement shall be calculated in relation to the entire range of insurance
business it conducts in the Member States; account shall be taken only of the business
conducted by all the branches established in the Member States for the purposes of this
calculation;

(c) the assets representing the minimum capital requirement shall be deposited in any of the
Member States in which the undertaking conducts its business.

(11) The advantages referred to in paragraph 10 may be granted only jointly. Applications
for such advantages shall be submitted to the competent supervisory authorities of the Member
States in which the foreign insurance undertaking concerned intends to conduct insurance business.
Such applications shall state the supervisory authority of the Member State which in future is to
supervise the solvency of the undertaking’s branches established in the relevant Member States, as
well as the reasons for the choice of supervisory authority made by the undertaking.

(12) The advantages referred to in paragraph 10 may be granted only where the competent
supervisory authorities of all Member States in which an application has been made agree to them.
Those advantages shall take effect from the day when the supervisory authority selected by the
foreign insurance undertaking concerned informs Narodna banka Slovenska that it will supervise
the state of solvency of the branches pursuant to paragraph 11 or from the day when Narodna banka
Slovenska, in its capacity as supervisory authority, informs the competent authorities of the
Member States in which an application for advantages has been made under paragraph 10 that it
will supervise the state of solvency of the branches pursuant to paragraph 11.

(13) Narodna banka Slovenska shall provide the supervisory authority selected from other
Member States with all the information needed for the supervision of the state of solvency of the
branches pursuant to paragraph 11. Narodna banka Slovenska, in its capacity as selected
supervisory authority, may require the supervisory authorities of the Member States in which an
application for advantages has been made pursuant to paragraph 10 to provide all the information
it needs to supervise the state of solvency of the branches pursuant to paragraph 11.

(14) Where advantages have been granted under paragraph 10, the financial resources
referred to in paragraph 10(a) shall be deposited in a separate account with a bank established in
the Member State whose supervisory authority supervises the state of solvency of the branches
pursuant to paragraph 11.

(15) At the request of the supervisory authority or other competent authority of the Member
State in which an application for advantages has been made pursuant to paragraph 10, Narodna
banka Slovenska shall withdraw the advantages and inform the supervisory authorities concerned
accordingly.

(16) If Narodna banka Slovenska decides on its own initiative to withdraw the advantages
it has granted under paragraph 10 to a foreign insurance undertaking conducting insurance
undertaking on the basis of an authorisation pursuant to paragraph 1, it shall inform the supervisory
authorities of the Member States in which an application for such advantages was made and shall
request them to withdraw the advantages they have granted.
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(17) In implementing the provisions of Sections 144 to 146, Narodna banka Slovenska as a
supervisory authority responsible for verifying the state of solvency of branches pursuant to
paragraph 12 shall be in the same position as the supervisory authority of a Member State in which
the registered office of an insurance undertaking conducting business in other Member States is
located.

(18) A foreign insurance undertaking incorporated in the Swiss Confederation and
intending to conduct, or already conducting, non-life insurance business through a branch
established within the territory of the Slovak Republic is subject to the relevant provisions of this
Act governing the operation of third-country insurance undertakings, unless otherwise provided by
an international agreement binding upon the Slovak Republic.?%

Section 11

Conditions for the commencement of reinsurance business
by foreign reinsurance undertakings through branches

(1) The authorisation of foreign reinsurance undertakings to conduct reinsurance business
through branches shall be within the competence of Narodna banka Slovenska. Authorisation
applications for such business shall be submitted to Narodna banka Slovenska by foreign
reinsurance undertakings.

(2) An authorisation as referred to in paragraph 1 shall not be issued unless the conditions
set out in Section 10(2)(a) to (k) are proved to have been met.

(3) An application made by a foreign reinsurance undertaking under paragraph 1 shall
contain the data specified in Section 10(3), as appropriate.

(4) Compliance with the conditions stipulated in paragraph 2 for the authorisation of foreign
reinsurance undertakings to conduct reinsurance business through branches shall be proved and
documented in an annex attached to the authorisation application in the manner prescribed by
Narodna banka Slovenska in a decree published in the Collection of Laws of the Slovak Republic.

(5) In deciding in respect of an application referred to in paragraph 1, Narodna banka
Slovenska shall proceed as appropriate in accordance with Section 10(5) to (8) and Sections 10
to 17. Narodna banka Slovenska shall proceed in accordance with Section 10(10) to (17) even in
the case of an existing branch of a foreign reinsurance undertaking which has applied for
advantages under Section 10(1).

Section 12
Authorisations to conduct insurance business

or reinsurance business

(1) Authorisations to conduct insurance business or reinsurance business shall be issued for
an indefinite period and may not be transferred to any other person, nor assigned to the holder’s
legal successor. An authorisation granted to an insurance undertaking shall be valid for all Member
States. It shall allow its holder to conduct insurance business in the territory of another Member
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State through a branch established in that Member State or under the freedom to provide services.
An authorisation granted to a reinsurance undertaking shall be valid for all Member States. It shall
allow its holder to conduct reinsurance business in the territory of another Member State through
a branch established in that Member State or under the freedom to provide services.

(2) In addition to the general elements of a decision as defined in other legislation,? the
statement of a decision to issue an authorisation for insurance or reinsurance business shall state
the following:

(a) the business name and registered office of the insurance or reinsurance undertaking or of the
branch of a foreign insurance or reinsurance undertaking whose establishment and operation
are the subject of the authorisation;

(b) the insurance types and classes, or the risks selected within these classes, for which the relevant
insurance undertaking or branch of a foreign insurance undertaking is authorised to conduct
insurance business, or the insurance type for which the reinsurance undertaking or branch of a
foreign reinsurance undertaking is authorised to conduct reinsurance business.

(3) An authorisation to conduct insurance or reinsurance business may also state the
conditions which the authorised insurance or reinsurance undertaking or foreign insurance or
reinsurance undertaking must meet prior to commencing its authorised business or the conditions
which the insurance or reinsurance undertaking or foreign insurance or reinsurance undertaking
must observe while conducting its authorised business. An authorisation for insurance business
may restrict the scope or manner of conduct of certain insurance business within an insurance class.

(4) An authorisation for insurance or reinsurance business may not be issued where such
authorisation would contradict an international agreement ratified and published in a manner
stipulated by law.

(5) Insurance and reinsurance undertakings, including foreign insurance and reinsurance
undertakings, shall, on the basis of their authorisation to conduct insurance or reinsurance business
or an amendment thereto, file a motion with the competent registration court for their entry in the
Commercial Register within 60 days from when the decision on the authorisation or the amendment
thereto came into effect.

(6) Insurance or reinsurance undertakings shall, without undue delay, notify Narodna banka
Slovenska in writing of any change in the facts referred to in Section 7(2) and (3) or in Section 9(2)
and (3). Foreign insurance or reinsurance undertakings providing insurance or reinsurance services
in the territory of the Slovak Republic through branches shall, without undue delay, notify Narodna
banka Slovenska in writing of any change in the facts referred to in Section 10(2) and (3) or in
Section 11(2) and (3).

Section 13
Modification of an authorisation

(1) At the request of an insurance or reinsurance undertaking or of a foreign insurance or

reinsurance undertaking, an authorisation to conduct insurance or reinsurance business may be
modified by a decision of Narodna banka Slovenska. The modification of an authorisation to
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conduct insurance business shall be understood to mean the extension or restriction of that
authorisation by one or more insurance classes as specified in Annex 1 or by one or more selected
risks within a given insurance class. The modification of an authorisation to conduct reinsurance
business shall be understood to mean the extension or restriction of that authorisation by non-life
insurance or life insurance.

(2) Where an authorisation to conduct insurance business is to be extended, the insurance
undertaking or foreign insurance undertaking concerned shall prove that it meets the conditions
stipulated in Section 7(2)(i) to (I) or in Section 10(2)(e) to (g) for the extension of the scope of
insurance business. Where an authorisation to conduct reinsurance business is to be extended, the
reinsurance undertaking or foreign reinsurance undertaking concerned shall prove that it meets the
conditions stipulated in Section 9(2)(i) to (k) or in Section 10(2)(e) to (g) for the extension of the
scope of reinsurance business.

(3) Where an authorisation to conduct insurance business is to be restricted, the insurance
undertaking or foreign insurance undertaking concerned shall prove that it has settled all its claims
and liabilities that arose in connection with one or more insurance classes or with one or more risks
occurring within the insurance class by which the authorisation is to be restricted. Where an
authorisation to conduct reinsurance business is to be restricted, the insurance or reinsurance
undertaking or foreign insurance or reinsurance undertaking concerned shall prove that it has
settled all its claims and liabilities that arose in connection with the insurance class by which the
authorisation is to be restricted.

(4) Insurance undertakings or branches of foreign insurance undertakings which conduct
life insurance business and which have applied for a change in their authorisation to cover the
insurance classes included in points 1 and 2 in Part A of Annex 1 and insurance undertakings or
branches of foreign insurance undertakings which conduct only non-life insurance business in the
classes included in points 1 and 2 in Part A of Annex 1 and which have applied for a change in
their authorisation to cover life insurance shall prove, in addition to the facts mentioned in
paragraph 2, the fact that they have sufficient eligible basic own funds to cover the absolute floor
of the minimum capital requirement for life insurance and the absolute floor of the minimum capital
requirement for non-life insurance in accordance with Section 63(3).

Section 14

Cooperation of Narodna banka Slovenska with the competent supervisory
authorities of other Member States

(1) Narodna banka Slovenska shall discuss the issuance of an authorisation as referred to in
Sections 7 and 9 with the competent supervisory authority of the Member State concerned if the
authorisation is to be granted to a legal person which is:

(a) a subsidiary of an insurance undertaking from another Member State or a subsidiary of a
reinsurance undertaking from another Member State;

(b) a subsidiary of the parent company of an insurance undertaking from another Member State
or a subsidiary of the parent company of a reinsurance undertaking from another Member
State, or
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(c) is controlled by the same persons that control an insurance undertaking from another Member
State or a reinsurance undertaking from another Member State.

(2) Narodna banka Slovenska shall discuss the issuance of an authorisation as referred to in
Sections 7 and 9 with the competent supervisory authority of another Member State, the banking
supervisor of another Member State or with the authority supervising the capital market of another
Member State if the authorisation is to be granted to a legal person which is:

(a) asubsidiary of a foreign bank established in another Member State or a subsidiary of a foreign
investment firm established in another Member State;

(b) a subsidiary of the parent company of a foreign bank established in another Member State or
a subsidiary of a foreign investment firm established in another Member State; or

(c) is controlled by the same persons that control a foreign bank established in another Member
State or a foreign investment firm established in another Member State.

(3) Narodna banka Slovenska shall discuss, with the supervisory authorities referred to in
paragraphs 1 and 2, the eligibility of shareholders and the professional competence and good repute
of all persons who control an insurance or reinsurance undertaking or who hold key positions in
another company of the same group and shall exchange any information with these authorities as
needed for the issuance of an authorisation under Section 7 or 9 and for the supervision of the
activities of persons in accordance with paragraphs 1 and 2.

Section 15
Establishment of branches abroad

(1) An insurance undertaking which has decided to establish a branch in another Member
State shall report the following data to Narodna banka Slovenska in writing:

(a) the Member State in which the insurance undertaking intends to establish a branch;

(b) the proposed location of the branch;

(c) the full name of the natural person nominated as head of the branch or of the person authorised
to represent the insurance undertaking in relation to third persons;

(d) the organisational structure of the branch;

(e) aplan of the business the insurance undertaking intends to conduct through its branch over the
first three years, including the nature of the risks or liabilities;

() membership of the national bureau and of the national guarantee fund of the host Member
State if the undertaking intends to conduct the insurance business included in point 10(a) in
Part A of Annex 1 through its branch.

(2) An insurance or reinsurance undertaking which has decided to establish a branch in a
country that is not a Member State of the European Union shall report the following data to Narodna
banka Slovenska in writing:

(a) the country in which the undertaking intends to establish a branch;

(b) the proposed location of the branch;

(c) the full name of the natural person nominated as head of the branch;

(d) the organisational structure of the undertaking and that of the branch;

(e) aplan of the business the undertaking intends to conduct through its branch over the first three
years, including the nature of the risks or liabilities.
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(3) Insurance or reinsurance undertakings shall notify Narodna banka Slovenska of any
change they plan to make in the data referred to in paragraph 2(b) to (e), no later than 30 days
before the change is made.

(4) Insurance undertakings intending to conduct, or already conducting, non-life insurance
business through a branch established within the territory of the Swiss Confederation is subject to
the relevant provisions of this Act governing the operation of insurance undertakings in third
countries, unless otherwise provided by an international agreement binding upon the Slovak
Republic.2%

Cooperation and free movement within the Member States
Section 16

(1) After an insurance undertaking notifies Narodna banka Slovenska under Section 15(1)
of its decision to establish a branch in another Member State, Narodna banka Slovenska shall send
a confirmation to the competent supervisory authority of the host Member State within three
months of the receipt of that notification to certify that the undertaking in question satisfies the
solvency capital requirement pursuant to Section 48 and the minimum capital requirement pursuant
to Section 63, has an appropriate system of governance and a sound financial standing, and the
natural person nominated as head of the branch is professionally competent and of good repute as
required in Section 24; the insurance undertaking shall also be informed of these facts.

(2) An insurance undertaking may establish a branch and commence operations through
that branch only after the competent supervisory authority of the host Member State has notified
Narodna banka Slovenska of the relevant provisions of the host Member State’s legislation of
general application pertaining to the insurance business the undertaking intends to conduct through
its branch. Narodna banka Slovenska shall report this information to the insurance undertaking
concerned. If the supervisory authority of the host Member State fails to notify Narodna banka
Slovenska of the relevant provisions of the host Member State’s legislation of general application,
the insurance undertaking may establish a branch and commence operations through that branch
no earlier than two months after the date of delivery of the notification mentioned in paragraph 1
to the supervisory authority of the host Member State.

(3) If Narodna banka Slovenska has reason to doubt the adequacy of the system of
governance or financial position of an insurance undertaking in relation to its authorised business,
or the good repute and professional competence of the head of its branch in accordance with Section
24, it shall not report the data mentioned in paragraph 1 to the supervisory authority of the host
Member State. In such case, Narodna banka Slovenska shall issue a rejecting decision in
proceedings under other legislation® within three months of the delivery of all the data in
accordance with Section 15(1) and shall deliver that decision to the insurance undertaking without
undue delay.

(4) An insurance undertaking shall notify Narodna banka Slovenska and the competent
supervisory authority of the Member State in which its branch is located of any change it plans to

22



make in the data referred to in Section 15(1)(b) to (e), no later than 30 days before the change is
made.

(5) Supervision over a branch of an insurance or reinsurance undertaking established in
another Member State shall be exercised by Narodna banka Slovenska.

(6) If the supervisory authority of a Member State in which an insurance or reinsurance
undertaking has a branch warns Narodna banka Slovenska that the branch in question violates the
legal regulations while conducting its business in that Member State or that the business of that
insurance or reinsurance undertaking may adversely affect the undertaking’s financial situation,
Narodna banka Slovenska shall take the necessary measures to end the unlawful state or shall verify
whether the insurance or reinsurance undertaking complies with the principles of prudential
business. Narodna banka Slovenska may request the European Insurance and Occupational
Pensions Authority (hereinafter ‘European supervisory authority’) for assistance in accordance
with other legislation.?

(7) If a branch of an insurance or reinsurance undertaking operating in the territory of a
Member State fails to remedy the situation mentioned in paragraph 6 within the prescribed time
limit, it shall implement or allow the implementation of a remedial measure proposed by the
supervisory authority of the Member State in which the branch is located.

(8) When exercising supervision over a branch of an insurance or reinsurance undertaking
under paragraph 7, the competent supervisory authority of the Member State concerned may
require that branch to supply information in the same range as an insurance or reinsurance
undertaking established in that Member State. The Member State’s supervisory authority may
require an insurance or reinsurance undertaking that has a branch in its territory to deliver regular
reports on its business for statistical purposes. The insurance or reinsurance undertaking shall
comply with that requirement.

Section 17

(1) An insurance undertaking that has decided to conduct insurance or reinsurance business
in another Member State under the freedom to provide services, without establishing a branch, shall
notify Narodna banka Slovenska in writing of this intention prior to commencing its insurance or
reinsurance business.

(2) In the notification mentioned in paragraph 1, the insurance undertaking shall report the
following information:

(@) the Member State in which the insurance undertaking intends to conduct insurance or
reinsurance business;

(b) the nature of the risks or liabilities arising from the insurance or reinsurance business planned
for the first three years.

(3) Within 30 days of the delivery date of a notification pursuant to paragraph 1, Narodna

banka Slovenska shall send the following documents and information to the competent supervisory
authority of the Member State concerned under paragraph 2(a):
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(a) aconfirmation proving that the insurance undertaking meets the solvency capital requirement
pursuant to Section 48 and the minimum capital requirement pursuant to Section 63;

(b) the list of insurance classes for which the insurance undertaking has received authorisation to
conduct insurance business or the insurance type for which the insurance undertaking has
received authorisation to conduct reinsurance business; and

(c) the information referred to in paragraph 2(b).

(4) Narodna banka Slovenska shall inform the insurance undertaking concerned about the
facts mentioned in paragraph 3. The insurance undertaking may commence insurance or
reinsurance business in another Member State upon receiving information from Narodna banka
Slovenska pursuant to the first sentence.

(5) If Narodna banka Slovenska fails to send the documents mentioned in paragraph 3 to
the competent supervisory authority of the Member State concerned under paragraph 2(a), it shall
issue a rejecting decision in proceedings under other legislation® and shall deliver it to the insurance
undertaking without undue delay.

(6) Insurance undertakings shall notify Narodna banka Slovenska of any change occurring
in the data provided pursuant to paragraph 2(b) no later than 30 days before the change takes place;
the provisions of paragraphs 3 to (5) apply mutatis mutandis.

(7) The conduct of insurance or reinsurance business by insurance undertakings or
reinsurance undertakings in other Member States under the freedom to provide services without
establishing a branch shall be supervised by Narodna banka Slovenska.

(8) If the supervisory authority of a host Member State warns Narodna banka Slovenska
that an insurance or reinsurance undertaking violates the legal regulations while conducting its
business in the territory of that Member State or that the business of an insurance or reinsurance
undertaking may adversely affect the undertaking’s financial situation, Narodna banka Slovenska
shall take the necessary measures to end the unlawful state or shall verify whether the insurance or
reinsurance undertaking in question complies with the principles of prudential business. Narodna
banka Slovenska may request the European supervisory authority for assistance in accordance with
other legislation.??

(9) If an insurance or reinsurance undertaking operating in the territory of a host Member
State fails to remedy the situation referred to in paragraph 8, it shall implement or allow the
implementation of a measure proposed by the supervisory authority of the host Member State.

(10) When exercising supervision over an insurance or reinsurance undertaking under
paragraph 9, the competent supervisory authority of the host Member State may require that
undertaking to supply information in the same range as an insurance or reinsurance undertaking
established in that Member State. The supervisory authority of the host Member State may require
an insurance or reinsurance undertaking that conducts insurance or reinsurance business in that
Member State under the freedom to provide services, without establishing a branch, to submit
regular reports on its business for statistical purposes. The insurance or reinsurance undertaking
shall comply with that requirement.
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Section 18

(1) An insurance undertaking from another Member State may conduct insurance or
reinsurance business in the territory of the Slovak Republic through its branch without
authorisation if it is authorised to conduct insurance or reinsurance business in the relevant Member
State, with the consent of the competent supervisory authority of the home Member State delivered
to Narodna banka Slovenska in writing. In the country of registration and in written
communication, a branch of an insurance undertaking shall always use the designation ‘branch of
an insurance company from another Member State’ in its business name.

(2) Narodna banka Slovenska shall, within two months of the delivery date of the consent
referred to in paragraph 1, notify the supervisory authority of the home Member State of the
relevant provisions of legislation of general application pertaining to the conduct of insurance or
reinsurance business by a branch of an insurance undertaking from another Member State in the
territory of the Slovak Republic.

(3) A branch of an insurance undertaking from another Member State may commence
insurance or reinsurance business in the territory of the Slovak Republic upon receipt of a
notification from Narodna banka Slovenska pursuant to paragraph 2 or upon the lapse of two
months after the delivery of the written consent to Narodna banka Slovenska pursuant to paragraph
1.

(4) An insurance undertaking from another Member States shall notify Narodna banka
Slovenska in writing of any change in the following data, no later than 30 days before the change
is made:

(@) the nature of the risks that a branch of the insurance undertaking from another Member State
will cover while conducting insurance business in the territory of the Slovak Republic;

(b) the address of the relevant branch of the insurance undertaking from another Member State in
the Slovak Republic;

(c) the full name of the head of the relevant branch of the insurance undertaking from another
Member State in the Slovak Republic;

(d) the organisational structure of the relevant branch of the insurance undertaking from another
Member State in the Slovak Republic.

(5) The natification of a branch of an insurance undertaking from another Member State
pursuant to paragraph 4 is subject to the provisions of paragraphs 1 to 3.

(6) Reinsurance undertakings from other Member States may conduct reinsurance business
in the territory of the Slovak Republic through branches without authorisation if they are authorised
to conduct such business in their home Member State.

Section 19
(1) An insurance undertaking from another Member State may conduct insurance or

reinsurance business in the territory of the Slovak Republic under the freedom to provide services
after the competent supervisory authority of the home Member State in which that insurance
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undertaking is established has notified Narodna banka Slovenska in a range specified in Section
17(3).

(2) The provisions of paragraph 1 apply mutatis mutandis to changes an insurance
undertaking intends to make in the data referred to in Section 17(2)(b) in connection with the
conduct of insurance or reinsurance business in the territory of the Slovak Republic under the
freedom to provide services.

(3) Reinsurance undertakings from other Member States may conduct reinsurance business
in the territory of the Slovak Republic under the freedom to provide services if they are authorised
to conduct such business in their home Member State.

Section 20

Insurance and reinsurance business conducted by insurance undertakings from other
Member States or reinsurance business conducted by reinsurance undertakings from other Member
States under Section 18(1) and (6) and Section 19(1) and (3) is subject to supervision by the
competent supervisory authorities of the home Member States concerned, unless otherwise
provided by Section 79 of this Act.

Section 21

(1) If Narodna banka Slovenska finds that an insurance undertaking from another Member
State conducting insurance or reinsurance business or a reinsurance undertaking from another
Member State conducting reinsurance business in the Slovak Republic has breached any legislation
of general application, Narodna banka Slovenska shall, without undue delay, require that
undertaking to remedy the situation within a stipulated time limit. Narodna banka Slovenska shall
report such breach of legislation of general application to the competent supervisory authority of
the Member State concerned.

(2) If the insurance or reinsurance undertaking from another Member State referred to in
paragraph 1 fails to remedy the situation within the stipulated time limit, Narodna banka Slovenska
shall inform the home Member State’s supervisory authority and shall request that authority to take
the necessary measures to rectify the unlawful situation and to provide information about the
measures taken. Narodna banka Slovenska may request the European supervisory authority for
assistance in accordance with other legislation.?

(3) Where, despite the measures taken under paragraph 2 or because such measures prove
to be inadequate or are lacking in that Member State, the insurance or reinsurance undertaking from
another Member State persists in violating legislation of general application, Narodna banka
Slovenska may, after informing the home Member State’s competent supervisory authority, take
appropriate measures to end the unlawful situation, including measures to rectify or eliminate the
shortcomings detected and measures to restrict or suspend the undertaking’s authorisation to
conclude or extend an insurance or reinsurance contract. The insurance or reinsurance undertaking
concerned shall implement the measures imposed.
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(4) If the supervisory authority of the home Member State revokes the authorisation of an
insurance undertaking from another Member State to conduct insurance or reinsurance business or
the authorisation of a reinsurance undertaking from another Member State to conduct reinsurance
business, Narodna banka Slovenska shall, upon the discovery of this fact, promptly take measures
to restrict the conduct of insurance or reinsurance business by that undertaking.

(5) For the purposes of paragraphs 1 to 4, Narodnd banka Slovenska may request
information from an insurance undertaking from another Member State conducting insurance or
reinsurance business in the Slovak Republic or from a reinsurance undertaking from another
Member State conducting reinsurance business in the Slovak Republic in the same range as from
an insurance or reinsurance undertaking established in the Slovak Republic.

(6) Narodna banka Slovenska may require an insurance undertaking from another Member
State conducting insurance or reinsurance business in the Slovak Republic or a reinsurance
undertaking from another Member State conducting reinsurance business in the Slovak Republic
to submit reports on its business for statistical purposes. The scope, method, and date of submission
of such reports shall be stipulated by Narodna banka Slovenska in a decree published in the
Collection of Laws.

(7) If Narodna banka Slovenska finds that the business of an insurance or reinsurance
undertaking from another Member State operating in the Slovak Republic may adversely affect the
undertaking’s financial situation, it shall inform the competent supervisory authority of the home
Member State.

Section 22

(1) Narodna banka Slovenska shall inform the European Commission (hereinafter ‘the
Commission’) and the European supervisory authority whenever it refuses to meet its obligations
laid down in Section 16(1) and Section 17(3) and proceeds pursuant to Section 16(3) or Section
17(5) and shall state its reasons for doing so.

(2) Narodna banka Slovenska shall inform the Commission about:

(a) the measures imposed in accordance with Section 21(3);

(b) the establishment of a branch by an insurance or reinsurance undertaking in a country that is
not a Member State;

(c) the issuance of an authorisation for a branch of a foreign insurance or reinsurance undertaking
to conduct insurance or reinsurance business or the revocation of such authorisation;

(d) the problems that occurred during the establishment of a foreign insurance undertaking as a
subsidiary of an insurance undertaking or during the establishment of a branch of an insurance
undertaking in a country that is not a Member State or the facts that hindered the proper
conduct of insurance business in the territory of a non-Member State;

(e) the problems that occurred during the establishment of a foreign reinsurance undertaking as a
subsidiary of a reinsurance undertaking or during the establishment of a branch of a
reinsurance undertaking in a country that is not a Member State or the facts that hindered the
proper conduct of reinsurance business in the territory of a non-Member State;
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(F) the fact that an insurance or reinsurance undertaking is or will become the subsidiary of a
foreign insurance or reinsurance undertaking which is subject to the law of a country that is
not a Member State;

(g) the structure of the group to which the insurance or reinsurance undertaking referred to in point
(F) belongs or will belong.

(3) The facts referred to in paragraph 2(c), (f) and (g) shall also be reported by Narodna
banka Slovenska to the competent supervisory authorities of other Member States. The facts
referred to in paragraph 2(a) and (c) to (g) shall also be reported by Narodna banka Slovenska to
the European supervisory authority.

(4) Narodna banka Slovenska shall also inform the Commission about:

(a) the problems that occurred during the transposition of the legally binding acts of the European
Union pertaining to the conduct of insurance or reinsurance business and those related to the
transfer of insurance or reinsurance business by an insurance or reinsurance undertaking to its
branch established in another Member State;

(b) the submission of certificates as referred to in Section 24(4)(a) and (b) to Narodna banka
Slovenska by non-residents having their habitual residence in another Member State; this also
applies to the submission of documents by natural persons under Section 10 or Section 11,

(c) the authorities or institutions issuing certificates under Section 24(4)(a) and (b) in the territory
of the Slovak Republic.

(5) The facts referred to in paragraph 4(b) and (c) shall also be reported by Narodna banka
Slovenska to the competent supervisory authorities of other Member States.

DIVISION THREE

REQUIREMENTS FOR THE CONDUCT OF
INSURANCE BUSINESS AND REINSURANCE BUSINESS

TITLE ONE
SYSTEM OF GOVERNANCE

Section 23
General governance requirements

(1) The management board of an insurance or reinsurance undertaking shall be responsible
for compliance with this Act and other legislation of general application, as well as with the
undertaking’s internal regulations and concepts relating to the conduct of insurance or reinsurance
business.

(2) Insurance and reinsurance undertakings, as well as branches of foreign insurance and
reinsurance undertakings, shall have in place an effective system of governance which provides for
sound and prudent management of the business. The system shall at least include an adequate
transparent organisational structure with a clear allocation and appropriate segregation of
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responsibilities and an effective system for ensuring the transmission of information. It shall
comply with the requirements laid down in Sections 24 to 30. The system of governance is subject
to regular internal review.

(3) Insurance and reinsurance undertakings, as well as branches of foreign insurance and
reinsurance undertakings, shall conduct their business in a prudent manner that:

(a) takes account of and mitigates the risks to which they are exposed;
(b) poses no threat to the interests of their customers;
(c) has no adverse effect on their financial situation.

(4) The system of governance shall be proportionate to the nature, scale and complexity of
the operations of the insurance or reinsurance undertaking or branch of a foreign insurance or
reinsurance undertaking, and to the range of services they provide.

(5) Insurance undertakings shall take appropriate measures for the prevention of conflicts
of interests, designed to enable independent risk management, in particular to ensure that tasks
related to risk valuation are performed independently of the undertaking’s remuneration contract
that is dependent on its economic results. Insurance undertakings shall also take other appropriate
measures for the prevention of conflicts of interests.

(6) Insurance and reinsurance undertakings, as well as branches of foreign insurance and
reinsurance undertakings, shall have written contracts in relation to at least risk management,
internal control, internal audit, information disclosure for supervisory purposes, publication,
complaints procedures, and where relevant, outsourcing in accordance with Section 30.

(7) Insurance and reinsurance undertakings, as well as branches of foreign insurance and
reinsurance undertakings, shall review their written contracts defined in paragraph 6 at least
annually. Such written contracts shall be subject to prior approval by the management board or the
supervisory board of the insurance or reinsurance undertaking concerned. The written contracts of
branches of foreign insurance and reinsurance undertakings shall be subject to approval by the head
of the branch concerned. Insurance and reinsurance undertakings, as well as branches of foreign
insurance and reinsurance undertakings, shall revise their written contracts whenever they make a
substantial change in the system of governance.

(8) Insurance and reinsurance undertakings, as well as branches of foreign insurance and
reinsurance undertakings, shall take reasonable steps to ensure continuity and regularity in the
conduct of their business, including the development of contingency plans. To that end, the
undertaking or branch concerned shall employ appropriate and proportionate systems, resources
and procedures.

(9) If an insurance or reinsurance undertaking or a branch of a foreign insurance or
reinsurance undertaking enters into a finite reinsurance contract or conducts finite reinsurance
business, it shall be able to identify correctly, assess, monitor, manage, verify, and report risks
arising from finite reinsurance contracts or from finite reinsurance business.
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(10) Insurance and reinsurance undertakings, as well as branches of foreign insurance and
reinsurance undertakings, shall adopt and apply procedures designed to identify any deterioration
in their financial situation and shall, without undue delay, inform Narodna banka Slovenska if such
deterioration occurs.

(11) Insurance and reinsurance undertakings, as well as branches of foreign insurance and
reinsurance undertakings, shall adopt and apply appropriate systems and structures with the
objective of meeting the requirement to provide information for supervisory purposes.

Section 24
Requirements for professional competence and good repute

(1) Insurance and reinsurance undertakings, as well as branches of foreign insurance and
reinsurance undertakings, shall ensure that all persons who effectively run the undertaking or
branch or have other key functions at all times fulfil the following requirements:

(a) they have sufficient professional competence, meaning that their knowledge and experience
enables them to perform sound and prudent management or to perform their duty; and
(b) they are of good repute.

(2) Insurance and reinsurance undertakings, as well as branches of foreign insurance and
reinsurance undertakings, shall promptly notify Narodna banka Slovenska of any change in the
identity of the persons who effectively run the undertaking or branch or are responsible for other
key functions, along with all information needed to assess whether any new persons appointed to
manage the undertaking or branch or to have other key functions meet the requirements laid down
in paragraph 1.

(3) Insurance or reinsurance undertakings and branches of foreign insurance or reinsurance
undertakings shall, without undue delay, inform Narodna banka Slovenska if any of the natural
persons referred to in paragraphs 1 and 2 have been replaced because they no longer fulfil the
requirements referred to in paragraph 1.

(4) For the purposes of this Act, a natural person is of good repute if that person:

(a) has not been convicted by a final judgement of a property-related crime, a deliberate crime, or
a crime committed in the performance of managerial duties, or has had their conviction for
such crime expunged from the criminal record; this shall be proved with a criminal record
check certificate?® applied for in accordance with the procedure laid down in paragraph 6, or,
if that person is a foreigner, with an equivalent document, not older than three months, issued
by a competent authority of the country of which that person is a national or in which that
person permanently or habitually resides;

(b) has not, within the past ten years, been a member of the statutory body or supervisory board
of a financial institution which was declared bankrupt, was placed under restructuring or
insolvency proceedings, or was placed in receivership; this shall be proved with a confirmation
issued by a competent court or by an equivalently competent authority in another country;

(c) has not been declared bankrupt within the past ten years; this shall be proved through a
confirmation issued by a competent court or by an equivalently competent authority of another
country;
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(d) has not, within the past ten years, been subject to a fine of more than 50% of the amount that
could have been imposed under Section 139(6) or under other legislation pertaining to the
financial market;?*

(e) is a person of good repute under other legislation? pertaining to the financial market;

(F has, for the past ten years, carried out his or her functions and business reliably, honestly and
without breaching any legislation of general application, and, this being taken into account,
guarantees to carry out the function for which he or she has been nominated reliably, honestly,
without breaching any legislation of general application, and in fulfilment of his or her
obligations under legislation of general application, under the articles of association of the
insurance or reinsurance undertaking, and under any internal regulations.

(5) A natural person not meeting the condition referred to in paragraph 4(b) may be
recognised as being of good repute if the nature of the matter indicates that he or she could not
have affected the facts mentioned in paragraph 4(b) and those facts will have no effect on that
person’s activities as a statutory body or supervisory board member.

(6) For the purposes of reviewing and demonstrating facts concerning good repute under
paragraph 4(a) and Section 181(3)(a), the applicant and person concerned shall provide in writing
to Narodna banka Slovenska the information necessary for requesting a criminal record check
certificate,> along with a copy of the identity document and a copy of the birth certificate of the
person concerned, in order to verify that person’s identity and the accuracy of the information
provided; in order to obtain the issuance of the criminal record check certificate, Narodna banka
Slovenska shall forthwith send this information in electronic form by electronic communication to
the General Prosecutor’s Office of the Slovak Republic.

(7) Documents issued to prove the facts referred to in paragraph 4(b) to (c) must not be
submitted upon the lapse of three months after their issuance. Where such documents are not issued,
they may be replaced by a declaration of honour or, in Member States where there is no provision
for a declaration of honour, by an equivalent declaration made by the foreign national concerned
before a competent judicial or administrative authority or, where appropriate, a notary public in the
home Member State or the Member State that the foreign national comes from.

(8) When assessing compliance with the requirements for professional competence and
good repute, account shall be taken of the nature, complexity and scope of business of the relevant
insurance or reinsurance undertaking or branch of a foreign insurance or reinsurance undertaking,
as well as the post held by the person concerned.

Section 25
Risk management

(1) Insurance and reinsurance undertakings, as well as branches of foreign insurance and
reinsurance undertakings, shall have in place an effective risk management system comprising
strategies, processes and reporting procedures necessary to identify, measure, monitor, manage and
report, on a continuous basis, the risks to which they are or could be exposed, and the
interdependencies of these risks. Such risk management shall be performed at an individual level
and at an aggregate level.
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(2) The risk management system of an insurance or reinsurance undertaking or of a branch
of a foreign insurance or reinsurance undertaking shall be effective and well integrated into the
organisational structure and in the decision-making processes of the undertaking or branch with
proper consideration of the persons who effectively run the undertaking or branch or have other
key functions.

(3) The risk management system shall cover the risks to be included in the calculation of
the solvency capital requirement as set out in Section 48(5) as well as the risks which are not or
not fully included in the calculation thereof.

(4) The risk management system covers at least the following areas:

(a) risk underwriting and the creation of technical provisions;

(b) asset and liability management;

(c) investment, in particular derivatives and similar financial instruments;
(d) liquidity and concentration risk management;

(e) operational risk management;

(F) reinsurance and other risk-mitigation techniques.

(5) The written contract on risk management referred to in Section 23(6) shall comprise
contracts relating to at least the areas specified in paragraph 4. Where a volatility adjustment is
applied under Section 42, the written contract shall also comprise criteria for that volatility
adjustment.

(6) Where a matching adjustment is applied under Section 40 or a volatility adjustment
under Section 42, insurance undertakings, reinsurance undertakings, and branches of foreign
insurance and reinsurance undertakings, shall draw up a plan of liquidity including a projection of
cash inflows and outflows in relation to assets and liabilities to which these corrections apply.

(7) When managing their assets and liabilities, insurance and reinsurance undertakings and
branches of foreign insurance and reinsurance undertakings shall, on a regular basis, assess the
following:

(@) the sensitivity of technical provisions and eligible own funds to the assumptions of

extrapolation of the structure of risk-free interest rates pursuant to Section 39;

(b) where a matching adjustment is applied under Section 40:

1. the sensitivity of technical provisions and eligible own funds to the assumptions of
matching adjustment calculations, including the calculation of fundamental surcharges and
the possible impact of an enforced sale of assets on eligible own funds;

2. the sensitivity of technical provisions and eligible own funds to changes in the composition
of the asset portfolio reserved,;

3. the impact of a zero matching adjustment;

(c) where a volatility adjustment is applied under Section 42:

1. the sensitivity of technical provisions and eligible own funds to the assumptions of volatility
adjustment calculations and the possible impact of an enforced sale of assets on eligible
own funds;

2. the impact of a zero volatility adjustment.
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(8) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall submit the results of assessment as referred to in paragraph 7 to
Néarodna banka Slovenska on an annual basis. If the matching adjustment or volatility adjustment
is reduced to zero and this leads to inconsistency with the solvency capital requirement, they shall
also submit an analysis of the measures needed to replenish their eligible own funds to a level
covering the solvency capital requirement or to reduce their risk profile with the aim of restoring
compliance with the solvency capital requirement.

(9) In the case of an investment risk, insurance and reinsurance undertakings and branches
of foreign insurance and reinsurance undertakings shall provide a proof of compliance with Section
64.

(10) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall ensure risk management in a manner that facilitates the operation of
the risk management system.

(11) If an insurance or reinsurance undertaking or a branch of a foreign insurance or
reinsurance undertaking uses external ratings for the calculation of technical provisions and of the
solvency capital requirement, the risk management process shall include an assessment of the
external ratings applied, i.e. an additional own assessment if possible, designed to restrict the
occurrence of any automatic dependence on such external ratings.

(12) For insurance and reinsurance undertaking and branches of foreign insurance and
reinsurance undertaking using a partial or full internal model approved in accordance with
Section 54, the risk management function shall cover the following additional tasks:

(@) to design and implement an internal model;

(b) to test and validate the internal model;

(c) to document the internal model and any subsequent changes made to it;

(d) to analyse the performance of the internal model and to produce summary reports thereof;

(e) toinform the management board about the performance of the internal model, suggesting areas
needing improvement, and up-dating the board on the status of efforts made to improve
previously identified weaknesses.

Section 26
Own-risk and solvency assessment

(1) As part of its risk management system, every insurance and reinsurance undertakings
and branch of foreign insurance and reinsurance undertakings shall conduct its own-risk and
solvency assessment. That assessment shall include at least the following:

(a) the overall solvency needs taking into account the specific risk profile, approved risk tolerance
limits, and the business strategy of the undertaking or branch concerned;

(b) the compliance, on a continuous basis, with the capital requirements as laid down in Sections
48 to 63 and with the requirements regarding technical provisions as laid down in Section 47
to 44,

33



(c) the identification of the difference between the risk profile of the undertaking or branch
concerned and the assumptions underlying the solvency capital requirement as laid down in
Section 48, calculated with the standard formula in accordance with Sections 49 to 53 or with
its partial or full internal model in accordance with Sections 54 to 62.

(2) For the purposes of paragraph 1(a), the undertaking or branch concerned shall have in
place processes which are proportionate to the nature, scale and complexity of the risks inherent in
its business and which enable it to properly identify and assess the risks it faces in the short and
long term and to which it is or could be exposed. The undertaking or branch shall prove the methods
used in that assessment to Narodna banka Slovenska.

(3) If an insurance or reinsurance undertaking or a branch of a foreign insurance or
reinsurance undertaking applies a matching adjustment under Section 40, a volatility adjustment
under Section 42, or transitional measures under Sections 203 and 204, it shall assess whether the
capital requirements laid down in paragraph 1(b) are met without interruption, with or without the
said adjustments and transitional measures taken into account.

(4) In the case referred to in paragraph 1(c), when an internal model is used, the assessment
shall be carried out together with the model’s recalibration and the solvency capital requirement
shall be revised.

(5) The own-risk and solvency assessment made by an insurance or reinsurance undertaking
or a branch of a foreign insurance or reinsurance undertaking shall be an integral part of the
business strategy of that undertaking or branch and shall be taken into account on an ongoing basis
in its strategic decisions.

(6) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall, at least once a year, carry out an assessment in accordance with
paragraph 1 regularly and without any delay, following any significant change in their risk profile.

(7) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall inform Narodna banka Slovenska of the results of each own-risk
and solvency assessment as part of the information reported for supervisory purposes.

(8) The own-risk and solvency assessment carried out by an insurance or reinsurance
undertaking or by a branch of a foreign insurance or reinsurance undertaking shall not serve to
calculate a capital requirement. The solvency capital requirement shall be adjusted only in
accordance with Sections 97 to 99 and Sections 103 and 142.

Section 27
Internal control

(1) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall have in place an effective internal control system. The system shall
at least include:

(a) administrative and accounting procedures;
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(b) an internal control framework;
(c) appropriate reporting arrangements at all levels of the undertaking or branch; and
(d) acompliance function ensuring compliance with the regulations mentioned in paragraph 2.

(2) The compliance function shall include:

(a) advising the management board or the supervisory board on compliance with legislation of
general application pertaining to insurance and consumer protection;

(b) an assessment of the possible impact of any change in the legal environment on the operations
of the undertaking or branch concerned,

(c) the identification and assessment of compliance risks.

Section 28
Internal audit

(1) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall provide for an effective internal audit function. The internal audit
function shall include an evaluation of the adequacy and effectiveness of the internal control system
and other elements of the system of governance.

(2) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall ensure that their internal audit function is objective and independent
from their operational functions.

(3) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall ensure that the persons performing the internal audit function have
access to any information they need in connection with the performance of tasks under this Act.

(4) The natural person responsible for the performance of the internal audit function shall
report their findings and recommendations to the management board or to the supervisory board
which shall determine what actions are to be taken with respect to each of the internal audit findings
and recommendations and shall ensure that those actions are carried out.

Section 29
The actuarial function

(1) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall provide for an effective actuarial function to fulfil at least the
following tasks:

(a) to coordinate the calculation of technical provisions;

(b) to ensure the appropriateness of the methodologies and underlying models used, as well as of
the assumptions made in the calculation of technical provisions;

(c) to assess the sufficiency and quality of the data used in the calculation of technical provisions;

(d) to compare the best estimates of technical provisions against experience;

(e) to inform the management board or the supervisory board about the reliability and adequacy
of the calculation of technical provisions;

(f) to oversee the calculation of technical provisions in the cases set out in Section 44(1) and (2);
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(g) to express an opinion on the overall underwriting contract;

(h) to express an opinion on the adequacy of reinsurance arrangements; and

(i) to contribute to the effective implementation of the risk management system referred to in
Section 25, in particular with respect to the risk modelling underlying the calculation of the
capital requirements set out in Sections 48 to 63 and to the assessment referred to in Section 26.

(2) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall ensure that the actuarial function is performed by persons who have
knowledge of actuarial and financial mathematics, commensurate with the nature, scale, and
complexity of the risks inherent in the business of the undertaking or branch concerned, and who
are able to prove their relevant experience in actuarial and financial mathematics, corresponding to
the applicable professional and other standards.

Section 30
Outsourcing

(1) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall remain fully responsible for discharging all of their obligations
under this Act and other legislation of general application pertaining to their business when they
outsource certain functions or activities related to insurance or reinsurance.

(2) The outsourcing of critical or important operational functions or activities shall not be
undertaken in such a way as to lead to any of the following:

(a) materially impairing the quality of the system of governance of the undertaking or branch
concerned,

(b) unduly increasing in the operational risk;

(c) impairing the ability of Narodna banka Slovenska to monitor whether the undertaking or
branch complies with its obligations;

(d) undermining continuous and satisfactory service to policyholders.

(3) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall, in a timely manner, notify Narodna banka Slovenska of their
intention to outsource critical or important operational functions or activities, as well as of any
subsequent material developments occurring in connection with those functions or activities.

Section 31
Conflict of interests

(1) The organisational structure and internal processes of an insurance undertaking or a
branch of a foreign insurance undertaking shall be designed to minimise the risk of financial losses,
as well as the risk of damage to customers, resulting from a conflict of interests.

(2) For the purpose of identifying conflicts of interests under paragraph 1, it shall be verified
whether the employees of the relevant insurance undertaking or branch of a foreign insurance
undertaking or other persons responsible for the conclusion and administration of insurance
contracts or for the settlement of insurance claims under these contracts:
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(a) are not persons closely related to any of the customers of that undertaking or branch under
other legislation;

(b) have no interest in or significant influence on the property of any of the customers where the
customer is a legal person;

(c) have no judicial dispute or other dispute with any of the customers;

(d) are not personally interested in the result of a service or benefit provided to any of the
customers.

(3) For the purpose of identifying conflicts of interests under paragraph 1, it shall be verified
whether the employees of the relevant insurance undertaking or branch of a foreign insurance
undertaking or other persons responsible for the conclusion of contracts other than insurance
contracts, who may influence the financial position of the undertaking or branch concerned in
relation to persons other than the customers with whom such contracts are made:

(a) are not relatives or persons in a similar relationship;

(b) have no interest in or significant influence on the property of any of these persons;

(c) have no judicial dispute or other dispute with any of these persons;

(d) are not personally interested in the result of a services or benefit provided under such contracts.

(4) Insurance undertakings and branches of foreign insurance undertakings shall adopt and
use effective measures to prevent the occurrence of conflicts or interests. Such measures shall be
drawn up in writing with respect to the size and organisational structure of the undertaking or
branch concerned, and of the nature, scope, and complexity of the individual activities. If the
insurance undertaking is a member of a group, the measures must reflect all the circumstances that
may lead to a conflict of interests as a result of the structure and business of other members of that
group and of which the undertaking is or should be aware.

(5) Measures for the prevention of conflicts of interests may be adopted only where the
following conditions are met:

(@) the circumstances that may lead to the occurrence of any conflict of interest representing a
marked risk of damage to the interests of the undertaking or branch concerned or its customers
are clearly identified;

(b) the procedures that are to be observed in order that such conflicts of interests are handled
successfully are specified.

(6) Procedures and measures for the prevention of conflicts of interests shall ensure that
persons performing activities that may be affected by a conflict of interests perform these activities
at such a level of independence that is proportionate to the nature of these activities, while the
measures in question shall include at least the following:

(a) the obligation of the persons concerned to inform the relevant insurance undertaking or branch
of a foreign insurance undertaking whenever a potential conflict of interests is identified and
rules for the exchange of information in such cases;

(b) the rules governing the remuneration of persons bearing no risk for a conflict of interests;

(c) the measures restricting the possibilities of other persons to influence disproportionately the
manner in which the relevant person performs activities that affect the financial situation of
the undertaking or branch or the payment of benefits to customers under insurance contracts;
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(d) the control mechanisms ensuring the proper use of the measures in question, while the persons
conducting checks shall not be subordinated to persons who are responsible for the activities
checked.

(7) If a conflict of interests with a customer cannot be avoided, the nature and source of that
conflict shall be reported to the customer before an insurance contract is concluded or another
activity is carried out for that customer, and the relevant insurance undertaking or branch of a
foreign insurance undertaking shall ensure that this fact is not detrimental to the customer. In the
case of a conflict of interests with several customers, the undertaking or branch concerned shall
ensure that all the customers are treated equally and justly.

(8) All employees of an insurance undertaking or of a branch of a foreign insurance
undertaking, as well as other persons who are responsible for activities that may be affected by a
conflict of interests, shall be informed of the measures adopted for the prevention of conflicts of
interests.

(9) Measures for the prevention of conflicts of interests shall also apply, where appropriate,
to outsourcing as referred to in Section 30.

(10) If the measures taken by an insurance undertaking or a branch of a foreign insurance
undertaking to handle conflicts of interests are insufficient to avoid with certainty the risk that the
interests of that undertaking or branch or of its customers may be jeopardised, the management
board shall be promptly informed in order that it could take the necessary decision to prevent such
conflicts of interests.

Section 32
Complaints handling rules

(1) Insurance undertakings and branches of foreign insurance undertakings shall have in
place a functional complaint handling and recording system enabling them to examine complaints
justly and to identify and avoid potential conflicts of interests.

(2) Insurance undertakings and branches of foreign insurance undertakings shall analyse all
the data they obtain while handling complaints in order to provide for the identification and solution
of any individual or recurring problems, system problems, or potential legal or operational risks,
and for the elimination of the shortcomings detected.

(3) Insurance undertakings and branches of foreign insurance undertakings shall:

(a) provide the complainant with comprehensible, accurate and up-to-date information about the
complaint handling procedure;

(b) ensure that every contract documentation includes information about the complaint handling
procedure and release such information in a form that is easily accessible to the public, e.g. in
the form of a brochure or leaflet, or on their website.

(4) Insurance undertakings and branches of foreign insurance undertakings shall:
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(@) accumulate and verify evidence they obtain from complainants, as well as other available
evidence and information regarding complaints;

(b) communicate with complainants in a clear and comprehensible manner;

(c) handle complaints without undue delay, no later than 30 days of the date of registration; if a
complaint cannot be addressed within this time limit, the complainant shall be informed of the
expected deadline and of the reasons why the time limit is to be extended;

(d) explain their position to complainants in a comprehensive manner; if a complaint cannot be
resolved as expected by the complainant, the complainant shall be informed of the other
options of complaint handling available;

(e) adopt measures to remedy the shortcomings detected.

(5) Insurance undertakings and branches of foreign insurance undertakings shall accept
complaints through each of their offices where complaints about their services can be filed, at any
time during working hours. Complaints made in electronic form shall also be accepted. Insurance
undertakings and branches of foreign insurance undertakings shall keep a record of the complaints
received as appropriate.

TITLE TWO
REPORT ON SOLVENCY AND FINANCIAL CONDITION

Section 33

(1) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall disclose publicly, on an annual basis, a report on their solvency and
financial condition. Such report shall contain information as specified in paragraph 2, either in full
or by way of references to equivalent information, both in nature and scope, disclosed publicly
under other legal or regulatory requirements.

(2) A report on solvency and financial position shall contain the following information:

(a) adescription of the business of the relevant insurance or reinsurance undertaking or branch of
a foreign insurance or reinsurance undertaking;

(b) adescription of the system of governance and an assessment of its adequacy for the risk profile
of the undertaking or branch concerned;

(c) a description, separately for each category of risk, of the risk exposure, concentration,
mitigation, and sensitivity;

(d) adescription, separately for assets, technical provisions, and other liabilities, of the bases and
methods used for their valuation, together with an explanation of any major differences in the
bases and methods used for their valuation in financial statements;

(e) adescription of the capital management, including at least the following:

1. the structure and amount of own funds, and their quality;

2. the amounts of the solvency capital requirement and of the minimum capital requirement;

3. information allowing a proper understanding of the main differences between the
underlying assumptions of the standard formula and those of any internal model used by
the undertaking or branch for the calculation of its solvency capital requirement;
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4. the amount of any non-compliance with the minimum capital requirement or any
significant non-compliance with the solvency capital requirement during the reporting
period, even if subsequently resolved, with an explanation of its origin and consequences
as well as any remedial measures taken.

(3) The description in point (d) of paragraph 2 shall contain the following information:

(a) where a matching adjustment is used pursuant to Section 40, a description of such adjustment
and of the portfolio of assets and liabilities, including the assets to which the matching
adjustment applies, as well as the quantification of the impact of a zero matching adjustment
on the financial position of the relevant insurance or reinsurance undertaking or branch of a
foreign insurance or reinsurance undertaking;

(b) where a volatility adjustment is used pursuant to Section 42, a statement confirming that a
volatility adjustment has been made, and the quantification of the impact of a zero volatility
adjustment on the financial position of the undertaking or branch concerned.

(4) The description referred to in point (e) of paragraph 2 shall include an analysis of any
significant change as compared to the previous reporting period and an explanation of any major
difference in the values of assets, technical provisions, and other liabilities in comparison with the
values of these elements in financial statements, and a brief description of the transferability of
own funds.

(5) The disclosure of the solvency capital requirement referred to in point 2 of paragraph
2(e) shall show separately the amount calculated according to a standard formula or according to
an internal model and any capital ad-on imposed in accordance with Section 142. The impact of
the specific parameters the insurance or reinsurance undertaking or branch of a foreign insurance
or reinsurance undertaking is required to use in accordance with Section 53 shall also be included,
together with concise information on its justification by Narodna banka Slovenska.

(6) Where the amount of the solvency capital requirement has not yet been verified,
Narodna banka Slovenska shall provide the aforementioned information later.

(7) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings shall have in place appropriate systems and processes that enable them
to meet the requirements laid down in paragraphs 1 to 6 and in Sections 34 and 35(1), as well as a
written contract ensuring the ongoing appropriateness of any information disclosed in accordance
with paragraphs 1 to 6 and Sections 34 and 35.

(8) A report on solvency and financial condition shall be subject to approval by the
management board or supervisory board of the insurance undertaking concerned, the management
board of the reinsurance undertaking concerned, or by the head of the relevant branch of a foreign
insurance or reinsurance undertaking, and be published only after that approval.

Section 34
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(1) Narodna banka Slovenska shall grant prior approval to an insurance or reinsurance
undertaking or to a branch of a foreign insurance or reinsurance undertaking for withholding certain
information in accordance with Section 33, where:

(a) the competitors of the undertaking or branch would gain significant undue advantage from the
disclosure of such information;

(b) there are obligations to policyholders or persons insured, or other counterparty relationships
binding the undertaking or branch to secrecy or confidentiality.

(2) Where Narodna banka Slovenska grants prior approval to an insurance or reinsurance
undertaking or to a branch of a foreign insurance or reinsurance undertaking in accordance with
paragraph 1, the undertaking or branch shall make a statement to this effect in its report on solvency
and financial condition and shall state the reasons.

(3) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings may make use of, or refer to, public disclosures made under this Act or
under other legislation of general application, to the extent that those disclosures are equivalent to
the information required under Section 33 in both their nature and scope.

(4) The provisions of paragraphs 1 and 2 shall not apply to any information disclosed under
Section 33(2)(e).

Section 35

(1) In the event of any adverse financial development affecting significantly the relevance
of the information disclosed in accordance with Sections 33 and 34, insurance and reinsurance
undertakings and branches of foreign insurance and reinsurance undertakings shall disclose
appropriate information about the nature and effects of that development.

(2) For the purposes of paragraph 1, at least the following shall be regarded as adverse
financial developments:

(@) an insurance or reinsurance undertaking or a branch of a foreign insurance or reinsurance
undertaking fails to comply with the minimum capital requirement and Narodna banka
Slovenska either assumes that the undertaking or branch will not be able to submit a realistic
short-term finance scheme or does not obtain such a scheme within one month of the date
when non-compliance was observed;

(b) significant non-compliance with the solvency capital requirement is observed and Narodna
banka Slovenska does not obtain a realistic recovery plan as defined in Section 144 within two
months of the date when non-compliance was observed.

(3) In the event of an adverse development as defined in paragraph 2(a), Narodna banka
Slovenska shall require the relevant insurance or reinsurance undertaking or branch of a foreign
insurance or reinsurance undertaking to disclose immediately the amount of non-compliance, i.e.
the difference between the amounts of eligible own funds and the minimum capital requirement,
together with an explanation of its origin and consequences, including any remedial measure taken.
Where, in spite of a short-term finance scheme initially considered to be realistic, non-compliance
with the minimum capital requirement has not been resolved three months after its observation, it
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shall be disclosed by the undertaking or branch concerned at the end of that period, together with
an explanation of its origin and consequences, including any remedial measures taken as well as
any further remedial measures planned.

(4) In the event of an unfavourable development as defined in paragraph 2(b), Narodna
banka Slovenska shall require the relevant insurance or reinsurance undertaking or branch of a
foreign insurance or reinsurance undertaking to disclose immediately the amount of non-
compliance, i.e. the difference between the amounts of eligible own funds and the solvency capital
requirement, together with an explanation of its origin and consequences, including any remedial
measure taken. Where, in spite of the recovery plan initially considered to be realistic, a significant
non-compliance with the solvency capital requirement has not been resolved six months after its
observation, it shall be disclosed by the undertaking or branch concerned at the end of that period,
together with an explanation of its origin and consequences, including any remedial measures taken
as well as any further remedial measures planned.

(5) Insurance and reinsurance undertakings and branches of foreign insurance and
reinsurance undertakings may disclose, on a voluntary basis, any additional information or
explanation that is not required to be disclosed in accordance with paragraph 1 or Section 33 or 34.

TITLE THREE

RULES RELATING TO TECHNICAL PROVISIONS, OWN FUNDS,
CAPITAL REQUIREMENTS AND INVESTMENTS

Section 36
Valuation of assets and liabilities

(1) Unless otherwise provided by this Act, in Sections 37 to 46, or by other legislation,?®
insurance and reinsurance undertakings shall value assets and liabilities as follows:

(@) assets shall be valued at the amount for which they could be exchanged between
knowledgeable willing parties in an arm’s length transaction;

(b) liabilities shall be valued at the amount for which they could be transferred, or settled, between
knowledgeable willing parties in an arm’s length transaction.

(2) When valuing liabilities under point (b) of paragraph 1, no adjustment to take account
of the own credit standing of the relevant insurance or reinsurance undertaking shall be made.

Section 37
Rules relating to technical provisions

(1) Insurance and reinsurance undertakings shall establish technical provisions with respect

to all of their insurance and reinsurance obligations towards policyholders and beneficiaries of
insurance or reinsurance contracts.
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(2) In calculating technical provisions, insurance and reinsurance undertakings shall
proceed in compliance with the principles set out in paragraphs 3 to 5, the provisions of Sections 38
to 44, and the relevant provisions of other legislation,?® while taking into account the valuation
principles set out in Section 36(1).

(3) The value of technical provisions shall correspond to the current amount an insurance
or reinsurance undertaking would have to pay if it were to transfer its insurance or reinsurance
obligations immediately to another insurance or reinsurance undertaking or to a branch of a foreign
insurance or reinsurance undertaking.

(4) The calculation of technical provisions shall make use of and be consistent with the
information provided by the financial markets and generally available data on underwriting risks
(market consistency).

(5) Technical provisions shall be calculated in a prudent, reliable, and objective manner.

(6) Insurance and reinsurance undertaking shall prove to Narodna banka Slovenska, upon
its request, that the value of technical provisions is adequate, the methods applied are appropriate
and proportionate, and that the statistical data used are correct.

Section 38

(1) The value of technical provisions shall be equal to the sum of a best estimate and a risk
margin as set out in paragraphs 2 and 3.

(2) The best estimate of technical reserves shall correspond to the probability-weighted
average of future cash flows, using the relevant risk-free interest rate term structure. The calculation
of the best estimate shall be based upon up-to-date and credible information and realistic
assumptions and be performed using adequate, applicable, and relevant actuarial and statistical
methods. The cash-flow projection used in the calculation of the best estimate shall take account
of all the cash inflows and outflows required to settle the insurance and reinsurance obligations
over the lifetime thereof. The best estimate shall be calculated gross, without deduction of the
amounts recoverable from reinsurance contracts and special purpose vehicles. Those amounts shall
be calculated separately, in accordance with the provisions of Section 43.

(3) The risk margin of an insurance or reinsurance undertaking shall be such as to ensure
that the value of technical provisions is equivalent to the amount that another insurance or
reinsurance undertaking would be expected to require in order to take over and meet insurance or
reinsurance obligations.

(4) Insurance and reinsurance undertakings shall value the best estimate and the risk margin
separately. However, where future cash flows associated with insurance or reinsurance obligations
can be replicated reliably using financial instruments for which a reliable market value is
observable, the value of technical provisions associated with those future cash flows shall be
determined on the basis of the market value of those financial instruments. In this case, separate
calculations of the best estimate and the risk margin shall not be required.
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(5) Where insurance and reinsurance undertakings value the best estimate and the risk
margin separately, the risk margin shall be calculated by determining the cost of providing an
amount of eligible own funds equal to the solvency capital requirement necessary to support
insurance and reinsurance obligations over the lifetime thereof. The rate used in the determination
of the cost of providing that amount of eligible own funds (Cost-of-Capital rate®) shall be the same
for all insurance and reinsurance undertakings and shall be reviewed periodically. The Cost-of-
Capital rate used shall be equal to the additional rate, above the relevant risk-free interest rate, that
an insurance or reinsurance undertaking would incur holding an amount of eligible own funds equal
to the solvency capital requirement necessary to support insurance and reinsurance obligations over
the lifetime of those obligations.

(6) In addition to the rules laid down in paragraphs 1 to 5, when calculating technical
provisions, insurance and reinsurance undertakings shall take account of the following items:

1. all expenses that will be incurred in servicing insurance and reinsurance obligations;

2. inflation, including inflation in expenses and inflation in insurance claims payable;

3. all payments to policyholders and beneficiaries, including future discretionary bonuses, which
insurance and reinsurance undertakings expect to make, whether or not those payments are
contractually guaranteed.

(7) When calculating technical provisions, insurance and reinsurance undertakings shall
also take account of the value of financial guarantees and any contractual options included in
insurance and reinsurance contracts. Any assumptions made by insurance and reinsurance
undertakings with respect to the likelihood that policyholders will exercise contractual options,
including lapses and surrenders, shall be realistic and based on current and credible information.
The assumptions shall take account, either explicitly or implicitly, of the impact that future changes
in the financial and non-financial conditions may have on the exercise of those options.

(8) When calculating technical provisions, insurance and reinsurance undertakings shall
segment their insurance and reinsurance obligations into homogeneous risk groups, and as a
minimum by lines of business, in accordance with other legislation.?

Section 39

(1) The term structure of risk-free interest rates as referred to in Section 38(2) shall be
determined using data and information derived from the relevant financial instruments so that the
structure is consistent therewith. The financial instruments taken into account shall include bonds
with maturities at which the markets for such financial instruments are effective, liquid, and
transparent. For maturities at which the markets for such financial instruments are not effective,
liquid and transparent, the relevant risk-free interest rate term structure shall be determined through
extrapolation.

(2) The extrapolated part of the relevant risk-free interest rate term structure shall be based
on forward rates. The extrapolated part of the relevant risk-free interest rate term structure shall
smoothly converge from forward rates with the longest maturities, at which the markets for the
relevant financial instruments are effective, liquid and transparent, to the final forward rate.
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Section 40

(1) In calculating the best estimate of life insurance or reinsurance obligations, including

annuities arising from non-life insurance or reinsurance contracts, insurance and reinsurance
undertakings may apply a matching adjustment to the relevant risk-free interest rate terms structure,
while the application of such adjustment is subject to prior approval by Narodna banka Slovenska.

(2) Prior approval as referred to in paragraph 1 shall not be issued unless the following

conditions are proved to have been met:

(@)

(b)

(©)

(d)
(€)

(f)

(9)

(h)

a separate asset portfolio is in place for bonds and other assets with cash flows similar to those
of bonds; this portfolio is reserved for coverage of the best estimate of insurance or reinsurance
obligations during their lifetime, except when the cash flows change to such an extent that the
expected cash flows between assets and liabilities need to be replicated;

the portfolio of insurance or reinsurance obligations to which a matching adjustment is applied
and the associated asset portfolio are identified, administered and managed separately from
the other business of the insurance or reinsurance undertaking concerned, and that asset
portfolio cannot be used for the coverage of losses arising from the other business of that
undertaking;

the expected cash flows of the relevant asset portfolio precisely replicate the expected cash
flows of insurance or reinsurance obligations and a possible inconsistency is not likely to lead
to any significant risk, nor to an increase in existing significant risks in the insurance or
reinsurance sector to which a matching adjustment is applied;

no premium payments will be required to be made in the future under insurance or reinsurance
contracts from a portfolio to which a matching adjustment is applied,;

the only subscription risks associated with the portfolio of insurance or reinsurance liabilities
to which a matching adjustment is applied are the longevity risk, expense risk, revision risk,
and the risk of death;

where the subscription risk associated with the portfolio of insurance or reinsurance
obligations to which a matching adjustment is applied includes the risk of death, the best
estimate of these obligations is not likely to increase by more than 5% in the event of a shock
caused by a risk of death calibrated in accordance with Section 48(2) to (7);

contracts from the portfolio of insurance or reinsurance obligations to which a matching
adjustment is applied contain no contractual option for the policyholder, except for the
surrender right, under which the surrender value does not exceed the value of assets covering
insurance or reinsurance obligations when a surrender is effected, valued in accordance with
Section 36;

the cash flows of the separate asset portfolio are firmly fixed and cannot be changed by the
issuers of these assets, nor by third parties;

the obligations arising from insurance or reinsurance contracts to which a matching adjustment
is applied are not segmented for the purpose of calculating the best estimate.

(3) The condition set out in paragraph 2(h) shall not apply to assets whose cash-flows

depend on inflation and which replicate the cash-flows of insurance or reinsurance obligations
depending on inflation.
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(4) Where the issuers or other third parties are entitled to change the cash-flows of assets in
the separate asset portfolio and the investor receives adequate compensation for another investment
in assets of the same or better credit quality to ensure the same cash-flows, the condition stipulated
in paragraph 2(h) concerning the right to change the cash-flows shall not apply.

(5) Insurance and reinsurance undertakings applying a matching adjustment to the portfolio
of insurance or reinsurance obligations shall not be allowed to return to an approach that uses no
matching adjustment. If an insurance or reinsurance undertaking using matching adjustments is no
longer able to meet the conditions set out in paragraph 2, it shall promptly inform Narodna banka
Slovenska and shall take measures to restore its ability to meet those conditions. If the insurance
or reinsurance undertaking is unable to meet the conditions again within two months of the breach
thereof under paragraph 2, it shall no longer be allowed to apply a matching adjustment to any of
its insurance or reinsurance obligations. In such case, the insurance or reinsurance undertaking
shall be prohibited from using a matching adjustment over the next 24 months.

(6) A matching adjustment shall not be applied to insurance and reinsurance obligations,
the best estimate of which is calculated on the basis of the relevant risk-free interest rate term
structure, which includes a volatility adjustment as defined in Section 42 or a transitional measure
for risk-free interest rates as defined in Section 203.

Section 41

(1) The matching adjustment as referred to in Section 40 shall be calculated for each
currency in accordance with the following principles:

(a) the matching adjustment shall be equal to the difference between 1. the annual effective interest
rate calculated as a discount rate, which, after being applied to the cash-flows of insurance or
reinsurance obligations, will be equal to the value of the portfolio of reserved assets valued in
accordance with Section 36; and 2. the annual effective interest rate calculated as a discount
rate, which, after being applied to the cash flows of insurance or reinsurance obligations, will
be equal to the value of the best estimate of insurance or reinsurance obligations, where the
time value will be taken into account using basic structure of risk-free interest rates;

(b) the matching adjustment shall not include a fundamental charge reflecting the risks left for the
insurance or reinsurance undertaking concerned;

(c) the fundamental spread shall be increased to such an extent that the matching adjustment
applied to assets of credit quality lower than the investment grade is not higher than the
matching adjustment applied to assets of investment-grade credit quality with the same
duration and asset class;

(d) the use of external rating assessments in the calculation of a matching adjustment shall be in
accordance with other legislation.?®

(2) The fundamental spread shall be equal to the sum of:

(a) the credit spread corresponding to the probability of default in assets; and
(b) the credit spread corresponding to the expected loss resulting from a reduction in asset ratings.

(3) The fundamental spread for exposures to the central governments and central banks of
Member States shall amount to at least 30% of the long-term average credit spread above the risk-
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free interest rate on assets of the same duration, credit quality, and asset class observed in the
financial markets.

(4) In the case of assets other than those mentioned in paragraph 3, the fundamental spread
shall amount to at least 35% of the long-term average credit spread above the risk-free interest rate
with the same duration, credit quality, and asset class observed in the financial markets.

(5) The probability of default on assets as referred to in paragraph 2(a) shall be determined
on the basis of long-term statistics on default, which are relevant for assets in terms of duration,
credit spread, and asset class. If the credit spread cannot be derived reliably from long-term
statistics, the fundamental spread shall be equal to the part of the long-term average credit spread
above the risk-free interest rate determined in accordance with paragraphs 3 and (4).

Section 42

(1) In calculating the best estimate under Section 38(2), insurance and reinsurance
undertakings may apply a volatility adjustment to the relevant risk-free interest rate term structure.

(2) A volatility adjustment shall be calculated for each currency on the basis of the spread
between returns on assets included in the reference portfolio of the given currency and the relevant
risk-free interest rate for the given currency.

(3) The reference portfolio of the given currency shall contain assets denominated in the
given currency in which insurance and reinsurance undertakings invest with the aim of covering
the best estimate of insurance and reinsurance obligations in the given currency.

(4) A volatility adjustment shall amount to 65% of the risk-weighted credit spread of the
given currency. The risk-weighted credit spread of the currency shall be calculated as the difference
between the spread referred to in paragraph 2 and the part of that spread derived from a realistic
assessment of the expected or unexpected losses arising from the credit risk or other risk inherent
in these assets. The volatility adjustment shall be applied only that part of the relevant risk-free
interest rate term structure that is not determined through extrapolation in accordance with Section
39. For the extrapolation of the relevant risk-free interest rate term structure, volatility-adjusted
risk-free interest rates shall be used.

(5) If the difference between the risk-adjusted country spread and double of the risk-
adjusted currency spread is positive and the risk-adjusted country spread is higher than 85 basis
points, the volatility adjustment referred to in paragraph 4 for the given country shall be increased,
before the application of the 65% factor, by the difference between the risk-adjusted country spread
and double of the risk-adjusted currency spread. An increased volatility adjustment shall be used
to calculate the best estimate of insurance and reinsurance obligations from products sold in the
insurance market of the given country. The risk-corrected country spread shall be calculated in the
same way as the risk-corrected currency spread of the given country, but on the basis of the
reference portfolio that is characteristic of the assets in which insurance and reinsurance
undertakings invest with a view to covering the best estimate of insurance and reinsurance
obligations arising from products sold in the insurance market of the given country in its official
currency.
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(6) A volatility adjustment shall not be applied if the relevant risk-free interest rate term
structure used in the calculation of the best estimate of insurance obligations includes a matching
adjustment in accordance with Section 40.

(7) For currencies and countries for which no volatility adjustment is stipulated by other
legislation,?® the best estimate shall be calculated without a volatility adjustment.

Section 43

(1) In calculating amounts recoverable under reinsurance contracts and from special
purpose vehicles, insurance and reinsurance undertakings shall observe the provisions of
Sections 37 and 38, as appropriate.

(2) In calculating amounts recoverable under reinsurance contracts and from with special
purpose vehicles, insurance and reinsurance undertakings shall take into account the time
differences between the recoverable amounts and direct payments. The result of such calculation
shall be adjusted to reflect the expected losses due to default by the counterparty. The adjustment
shall be based on an assessment of probability of counterparty default and on the average loss
arising from such default.

Section 44

(1) Insurance and reinsurance undertakings shall have in place processes and procedures
ensuring the suitability, completeness, and accuracy of the data used the calculation of technical
provisions.

(2) If, under the conditions stipulated by other legislation,?® an insurance or reinsurance
undertaking has not enough data of the required quality for the application of reliable actuarial
methods to a group or subgroup of its insurance and reinsurance liabilities or amounts recoverable
under reinsurance contracts and from special purpose vehicles, it may use appropriate
approximation methods for the calculation of the best estimate.

(3) Insurance and reinsurance undertakings shall have in place processes and procedures to
ensure that the best estimate and the assumptions used in the calculation of the best estimate are
compared with reality on a regular basis.

(4) If the comparison mentioned in paragraph 3 reveals systematic differences between the
best estimate and reality, the insurance or reinsurance undertaking shall make appropriate
adjustments to the actuarial methods applied or to the assumptions used.

Section 45
Own funds

(1) The own funds of an insurance or reinsurance undertaking shall comprise the sum of:
(a) the basic own funds of the insurance or reinsurance undertaking; and
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(b) the ancillary own funds of the insurance or reinsurance undertaking.

(2) The basic own funds of an insurance or reinsurance undertaking shall consist of the
following items:

(a) the excess of assets over liabilities, valued in accordance with Sections 36 to 44 and reduced
by the amount of own shares held by the insurance or reinsurance undertaking;
(b) subordinated liabilities.

(3) The ancillary own funds of an insurance or reinsurance undertaking shall consist of
items other than basic own funds which can be used to absorb losses.

(4) Ancillary own funds may comprise the following items to the extent that they are not
basic own-fund items:
(a) unpaid share capital;
(b) letters of credit and guarantees;
(c) any other legally binding commitments received by insurance and reinsurance undertakings.

(5) Where an ancillary own-fund item has been paid in or called up, it shall be treated as an
asset and cease to form part of ancillary own-fund items.

(6) The valuation of an insurance or reinsurance undertaking’s ancillary own funds and the
use of an internal method for the valuation of ancillary own funds are subject to prior approval by
Narodna banka Slovenska in accordance with Section 77.

(7) The value of an ancillary own-fund item, which expresses the ability of that item to
cover losses, shall be based on prudent and realistic assumptions. If an ancillary own-fund item has
a fixed nominal value, the value of that item shall be equal to its nominal value on condition that
the insurance or reinsurance undertaking concerned is able to use that value to cover losses.

(8) Accumulated funds shall be deemed to be accumulated profits that have not been made
available for distribution to policyholders and beneficiaries.

Section 46

(1) Own-fund items shall be classified into three tiers. The classification of those items shall
depend upon whether they are basic or ancillary own-fund items and the extent to which they
possess the following characteristics:

(a) theitem is available, or can be called up on demand, to fully absorb losses on a going-concern
basis, as well as in the case of liquidation (permanent availability);

(b) in the case of liquidation, the total amount of the item is available to absorb losses and the
repayment of the item is refused to its holder until all other obligations, including insurance
and reinsurance obligations towards policyholders and beneficiaries of insurance and
reinsurance contracts, have been met (subordination).

(2) When assessing the extent to which own-fund items possess the characteristics set out
in paragraph 1, due consideration shall be given to the duration of the item, in particular whether
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the item is dated or not. Where an own-fund item is dated, the relative duration of the item as
compared to the duration of the undertaking’s insurance and reinsurance obligations shall be
considered (sufficient duration).

(3) In addition to the features mentioned in paragraphs 1 and 2, the following shall be
considered:
(a) whether the item is free from requirements or incentives to redeem its nominal value;
(b) whether the item is free from mandatory fixed charges;
(c) whether the item is clear of encumbrances.

(4) Basic own-fund items shall be classified in Tier 1 where they substantially possess the
characteristics set out in paragraph 1(a) and (b), taking into consideration the features set out in
paragraphs 2 and 3.

(5) Basic own-fund items shall be classified in Tier 2 where they substantially possess the
characteristic set out in paragraph 1(b), taking into consideration the features set out in paragraphs
2 and 3. Ancillary own-fund items shall be classified in Tier 2 where they substantially possess the
characteristics set out in paragraph 1, taking into consideration the features set out in paragraphs 2
and 3.

(6) Any basic and ancillary own-fund items that do not fall under paragraphs 1 and 2 shall
be classified in Tier 3.

(7) Insurance and reinsurance undertakings shall classify their own-fund items on the basis
of the criteria set out in paragraphs 4 to 6 under other legislation.?® Where an own-fund item is not
included in the list of own-fund items, it shall be assessed and classified by the relevant insurance
or reinsurance undertaking with the prior approval by Narodna banka Slovenska.

(8) Letters of credit and guarantees which are held in trust for the benefit of insurance or
reinsurance creditors by an independent trustee and are provided by domestic or foreign banks
established in a Member State shall be classified in Tier 2.

Section 47

(1) As far as compliance with the solvency capital requirement is concerned, the eligible
amounts of Tier 2 and Tier 3 items shall be subject to quantitative limits. Those limits shall be such
as to ensure that at least the following conditions are met:

(@) the share of Tier 1 items in the eligible own funds is higher than one-third of the total amount
of eligible own funds;

(b) the eligible amount of Tier 3 items is less than one-third of the total amount of eligible own
funds.

(2) As far as compliance with the minimum capital requirement is concerned, the amount

of basic own-fund items eligible to cover the minimum capital requirement which are classified in
Tier 2 shall be subject to quantitative limits. Those limits shall be such as to ensure, as a minimum,
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that the share of Tier 1 items in the eligible basic own funds is higher than one-half of the total
amount of eligible basic own funds.

(3) The eligible amount of own funds to cover the solvency capital requirement set out in
Section 48(1) shall be equal to the sum of the amount of Tier 1, the eligible amount of Tier 2, and
the eligible amount of Tier 3.

(4) The eligible amount of basic own funds to cover the minimum capital requirement set
out in Section 63(1) shall be equal to the sum of the amount of Tier 1 and the eligible amount of
basic own-fund items classified in Tier 2.

Solvency capital requirement

Section 48
General provisions

(1) Insurance and reinsurance undertakings shall hold eligible own funds covering the
solvency capital requirement. The solvency capital requirement shall be calculated in accordance
with paragraphs 2 to 7, using either an internal model or the standard formula.

(2) The solvency capital requirement shall be calculated on the presumption that the
relevant insurance or reinsurance undertaking will conduct its business as a going concern.

(3) The solvency capital requirement shall be calibrated so as to ensure that all quantifiable
risks to which an insurance or reinsurance undertaking is exposed are taken into account. It shall
not cover the risk of loss of basic own funds resulting from changes in volatility adjustments
pursuant to Section 42. The solvency capital requirement shall be calculated on the basis of the
actual risk exposures and the expected liabilities arising from insurance contracts taken over in the
next 12 months. With respect to existing risk exposures, the solvency capital requirement shall
cover only unexpected losses.

(4) The solvency capital requirement shall correspond to the Value-at-Risk of the basic own
funds of an insurance or reinsurance undertaking subject to a confidence level of 99.5% over a one-
year period.

(5) The solvency capital requirement shall cover at least the following risks:
(@) non-life underwriting risk;
(@) life underwriting risk;
(c) health underwriting risk;
(d) market risk;
(e) creditrisk;
(f) operational risk.

(6) Operational risk shall include legal risks, and exclude risks arising from strategic
decisions, as well as reputation risks.
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(7) When calculating the solvency capital requirement, insurance and reinsurance
undertakings shall take account of the effect of risk-mitigation techniques, provided that credit risk
and other risks arising from the use of such techniques are properly reflected in the solvency capital
requirement.

(8) Insurance and reinsurance undertakings shall calculate the solvency capital requirement
at least once a year and report the result of that calculation to Narodna banka Slovenska. Insurance
and reinsurance undertakings shall hold eligible own funds covering the last reported solvency
capital requirement. Insurance and reinsurance undertakings shall monitor the amount of eligible
own funds and the solvency capital requirement on an ongoing basis.

(9) If the risk profile of an insurance or reinsurance undertaking deviates significantly from
the assumptions underlying the last reported solvency capital requirement, the insurance or
reinsurance undertaking concerned shall recalculate the solvency capital requirement without delay
and report it to Narodna banka Slovenska.

(10) Where there is evidence to suggest that the risk profile of an insurance or reinsurance
undertaking has altered significantly since the date on which the solvency capital requirement was
last reported, Narodna banka Slovenska may require the undertaking concerned to recalculate the
solvency capital requirement.

Section 49
The standard formula

(1) The solvency capital requirement calculated on the basis of the standard formula shall
be the sum of the following items:

(@) the basic solvency capital requirement;
(b) the capital requirement for operational risk;
(c) the adjustment for the loss-absorbing capacity of technical provisions and deferred taxes.

(2) The basic solvency capital requirement shall consist of at least the following risk
modules:
(@) non-life underwriting risk;
(b) life underwriting risk;
(c) health underwriting risk;
(d) market risk;
(e) counterparty default risk.

(3) For the purposes of points (a), (b) and (c) of paragraph 1, insurance or reinsurance
operations shall be allocated to the underwriting risk module that best reflects the technical nature
of the underlying risks.

(4) The overall solvency capital requirement shall be determined in accordance with the
principles set out in Section 48(2) to (7).
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(5) Each of the risk modules referred to in paragraph 2 shall be calibrated in accordance
with Section 48(4). Where appropriate, diversification effects shall also be taken into account in
the design of each risk module.

(6) The same design and specifications for the risk modules shall be used for all insurance
and reinsurance undertakings, both with respect to the basic solvency capital requirement and to
any simplified calculations as laid down in Section 52.

(7) With regard to risks arising from catastrophes, insurance and reinsurance undertakings
may, where appropriate, use specifications differentiated by the geographic location of the risk for
the calculation of risk modules referred to in paragraph 2(a) to (c).

(8) With the prior approval of Narodna banka Slovenska, insurance and reinsurance
undertakings may, within the design of the standard formula, replace a subset of its parameters by
parameters specific to the undertaking concerned when calculating the risk modules referred to in
paragraph 2(a) to (c).

(9) The parameters referred to in paragraph 8 shall be calibrated on the basis of the internal
data of the undertaking concerned, or of the data that are directly relevant for the operations of that
undertaking using standardised methods. The data used shall be complete, accurate, and
proportionate to the undertaking’s scope of business.

(10) In a decree published in the Collection of Laws, Narodna banka Slovenska shall
establish:
(a) a method for calculating the basic solvency capital requirement;
(b) definitions for the individual modules and sub-modules of the basic solvency capital
requirement;
(c) asymmetric adjustment mechanism for the equity risk sub-module.

Section 50

(1) The capital requirement for operational risk shall reflect operational risks to the extent
they are not already reflected in the risk modules referred to in Section 49, and shall be calibrated
in accordance with Section 48(3) and (4).

(2) With respect to life insurance contracts where the investment risk is borne by the
policyholders, the calculation of the capital requirement for operational risk shall take account of
the amount of annual expenses incurred in respect of those insurance obligations.

(3) In the case of insurance and reinsurance contracts other than those referred to in
paragraph 2, the calculation of the capital requirement for operational risk shall take account of the
volume of operations, in terms of earned premiums and technical provisions which are held in
respect of the relevant insurance and reinsurance obligations. The capital requirement for
operational risk shall not exceed 30% of the basic solvency capital requirement relating to those
insurance and reinsurance contracts.

Section 51
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(1) The adjustment for the loss-absorbing capacity of technical provisions and deferred
taxes shall reflect potential compensation of unexpected losses through a simultaneous decrease in
technical provisions or deferred taxes or a combination of the two.

(2) The adjustment referred to in paragraph 1 shall take account of the risk mitigating effect
provided by future discretionary benefits of insurance contracts, to the extent insurance and
reinsurance undertakings can establish that a reduction in such benefits may be used to cover
unexpected losses when they arise. The risk mitigating effect provided by future discretionary
benefits shall be no higher than the sum of deferred taxes and technical provisions relating to those
future discretionary benefits.

(3) For the purposes of paragraph 2, the value of future discretionary benefits under adverse
circumstances shall be compared to the value of such benefits under the underlying assumptions of
the best-estimate calculation.

Section 52

(1) Insurance and reinsurance undertakings may use a simplified calculation for a specific
sub-module or risk module where the nature, scale and complexity of the risks they face justifies it
and where it would be disproportionate to require all insurance and reinsurance undertakings to
apply the standardised calculation.

(2) Simplified calculations shall be calibrated in accordance with Section 48(3) and (4).
Section 53

Where the risk profile of an insurance or reinsurance undertaking deviates significantly
from the assumptions underlying the standard formula calculation, Narodna banka Slovenska may,
by means of a decision stating the reasons, require the undertaking concerned to replace a subset
of the parameters used in the standard formula calculation by parameters specific to that
undertaking in accordance with Section 49(9) when calculating the risk modules set out in
Section 49(2)(a) to (c). Those specific parameters shall be calculated in such a way to ensure that
the undertaking complies with Section 48(3) and (4).

Section 54
Internal models

(1) Insurance and reinsurance undertakings may calculate the solvency capital requirement
using a full or partial internal model. The use of an internal model is subject to prior approval by
Narodna banka Slovenska in accordance with Section 77, unless otherwise provided by Section 97
of this Act or other legislation.?®

(2) The management board of an insurance or reinsurance undertaking using an internal

model shall be responsible for having an appropriate system in place to ensure the proper
functioning of the internal model.
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(3) Insurance and reinsurance undertakings may use partial internal models for the
calculation of one or more of the following:

(@) one or more risk modules, or sub-modules, of the basic solvency capital requirement;
(b) the capital requirement for operational risk;
(c) the adjustment for the loss-absorbing capacity of technical provisions and deferred taxes.

(4) In addition, partial modelling may be applied to the whole business of insurance and
reinsurance undertakings, or only to one or more major business units.

(5) In any application for approval, insurance and reinsurance undertakings shall submit, as
a minimum, documentary evidence that the internal model fulfils the requirements set out in
Sections 57 to 61. Where the application for that approval relates to a partial internal model, the
requirements set out in Sections 57 to 61 shall be adapted to take account of the limited scope of
the application of that internal model.

(6) Narodna banka Slovenska shall decide in respect of an application as referred to in
paragraph 1 within six months from the receipt of the complete application.

(7) Narodna banka Slovenska shall give approval to the application referred to in paragraph
1 only if it is satisfied that the systems of the relevant insurance or reinsurance undertaking for
identifying, measuring, monitoring, managing and reporting risk are adequate and, in particular,
that the internal model fulfils the requirements laid down in Sections 57 to 61.

(8) After having received approval from Narodna banka Slovenska to use an internal model,
insurance and reinsurance undertakings may, by means of a decision stating the reasons, be
required to provide Narodna banka Slovenska with an estimate of the solvency capital requirement
determined in accordance with the standard formula.

(9) In the case of a partial internal model, Narodna banka Slovenska shall grant approval
only where the model fulfils the requirements set out in paragraph 7 and the following additional
conditions:

(@) the reason for the limited scope of application of the model is properly justified by the
undertaking;

(b) the resulting solvency capital requirement reflects more appropriately the risk profile of the
undertaking and in particular complies with the principles set out in Section 48;

(c) the design is consistent with the principles set out in Section 48 so as to allow the partial
internal model to be fully integrated into the standard formula of the solvency capital
requirement.

(10) When assessing an application for the use of a partial internal model, Narodna banka
Slovenska may require the insurance and reinsurance undertakings concerned to submit a realistic
transitional plan to extend the scope of the model.

(11) The transitional plan referred to in paragraph 10 shall set out the manner in which the
relevant insurance or reinsurance undertaking plans to extend the scope of the model to other sub-
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modules or business units, in order to ensure that the model covers a predominant part of its
insurance operations with respect to that specific risk module.

Section 55

(1) As part of the initial approval process of an internal model, Narodna banka Slovenska
shall approve the insurance or reinsurance undertaking’s contract for changing the model.
Insurance or reinsurance undertaking may change their internal model only in accordance with that
contract.

(2) The written contract shall include a specification of minor and major changes made to
the internal model. Major changes to the internal model, as well as changes to that contract, shall
always be subject to prior approval by Narodna banka Slovenska.

(3) The management board of insurance and reinsurance undertakings shall approve the
undertaking’s application to Narodna banka Slovenska for approval of an internal model, as well
as the application for approval of any subsequent major changes made to that model.

(4) After having received approval for the use of an internal model, insurance and
reinsurance undertakings shall not revert to calculating the whole or any part of the solvency capital
requirement in accordance with the standard formula, except in duly justified cases and subject to
the approval of Narodna banka Slovenska.

(5) A justified case as referred to in paragraph 4 shall be understood to mean a case where
the standard formula is more suitable for the calculation of the solvency capital requirement than
an approved internal model in view of the risk profile of the insurance or reinsurance undertaking
concerned.

Section 56

If, after having received approval from Narodna banka Slovenska to use an internal model,
insurance and reinsurance undertakings cease to comply with the requirements set out in Sections
57 to 61, they shall, without delay, either present to Narodna banka Slovenska a plan to restore
compliance within a reasonable period of time, or prove that the effect of non-compliance with
those requirements is immaterial.

Section 57

(1) Insurance and reinsurance undertakings shall prove that their internal model is widely
used and plays an important role in their system of governance, in particular:

(@) their risk management system and their decision-making processes;
(b) their economic and solvency capital assessment and allocation processes, including the
assessment referred to in Section 26.
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(2) In addition, insurance and reinsurance undertakings shall prove that the frequency of
calculation of the solvency capital requirement using an internal model is consistent with the
frequency with which they use their internal model for the purposes covered by paragraph 1.

(3) The management board shall be responsible for ensuring the ongoing appropriateness
of the design and operations of the internal model, and that the internal model continues to
appropriately reflect the risk profile of the insurance and reinsurance undertakings concerned.

Section 58

(1) Insurance and reinsurance undertakings shall ensure that the internal model, and in
particular the calculation of the probability distribution forecast underlying it, comply with the
criteria set out in paragraphs 2 to 9.

(2) The methods used to calculate the probability distribution forecast shall be based on
adequate, applicable and relevant actuarial and statistical techniques and shall be consistent with
the methods used to calculate technical provisions. The methods used to calculate the probability
distribution forecast shall be based on current and credible information and realistic assumptions.
Insurance and reinsurance undertakings shall be able to justify the assumptions underlying their
internal model to Narodna banka Slovenska.

(3) Data used for the internal model shall be accurate, complete, and proportionate to the
scope of operations. Insurance and reinsurance undertakings shall update the data sets used in the
calculation of the probability distribution forecast at least annually.

(4) Insurance and reinsurance undertakings may choose a method for the calculation of the
probability distribution forecast. Regardless of the calculation method chosen, the ability of the
internal model to rank risks shall be sufficient to ensure that it is widely used and plays an important
role in the system of governance of insurance and reinsurance undertakings, in particular their risk
management system and decision-making processes, and capital allocation. The internal model
shall cover all of the material risks to which insurance and reinsurance undertakings are exposed,
at least the risks set out in Section 48(5).

(5) In regard to the diversification effects, insurance and reinsurance undertakings may take
account in their internal model of dependencies within and across risk categories, provided that
Narodna banka Slovenska is satisfied that the system used for measuring those diversification
effects is adequate.

(6) Insurance and reinsurance undertakings may take full account of the effect of risk-
mitigation techniques in their internal model, as long as credit risk and other risks arising from the
use of risk-mitigation techniques are properly reflected in the internal model.

(7) Insurance and reinsurance undertakings shall accurately assess the particular risks
associated with financial guarantees and any contractual options in their internal model, where
material. For that purpose, they shall take account of the impact that future changes in financial
and non-financial conditions may have on the exercise of those options.
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(8) In their internal model, insurance and reinsurance undertakings shall take account of all
payments to policyholders and beneficiaries which they expect to make, whether or not those
payments are contractually guaranteed.

(9) In their internal model, insurance and reinsurance undertakings may take account of
future management actions that they would reasonably expect to carry out in specific
circumstances, as well as of the time needed for their implementation.

Section 59

(1) Insurance and reinsurance undertakings may use a different time period or risk measure
than that set out in Section 48(3) and (4) for internal modelling purposes as long as the outputs of
the internal model can be used by those undertakings to calculate the solvency capital requirement
in @ manner that provides policyholders and beneficiaries with a level of protection equivalent to
or higher than that provided for in Section 48.

(2) Where practicable, insurance and reinsurance undertakings shall derive the solvency
capital requirement directly from the probability distribution forecast generated by the internal
model of those undertakings, using the Value-at-Risk measure set out in Section 48(3) and (4).

(3) Where insurance and reinsurance undertakings cannot derive the solvency capital
requirement directly from the probability distribution forecast generated by the internal model,
Nérodna banka Slovenska may allow approximations to be used in the process to calculate the
solvency capital requirement, as long as those undertakings can prove to Narodna banka Slovenska
that policyholders are provided with a level of protection equivalent to or higher than that provided
for in Section 48.

(4) Narodna banka Slovenska may require insurance and reinsurance undertakings to run
their internal model on relevant benchmark portfolios, using assumptions based on external rather
than internal data, in order to verify the calibration of the internal model and to check that its
specification is in line with generally accepted market practice.

Section 60

Insurance and reinsurance undertakings shall review, at least annually, the causes and
sources of profits and losses for each major business unit. They shall prove how the categorisation
of the risk chosen in the internal model explains the causes and sources of profits and losses, and
reflects the risk profile of the insurance or reinsurance undertaking concerned.

Section 61

(1) Insurance and reinsurance undertakings shall have a regular cycle of model validation
which includes:
(a) monitoring the performance of the internal model, reviewing the ongoing appropriateness of
its specification, and testing its results against experience;
(b) an effective statistical process for validating the internal model which enables the undertaking
to prove to Narodné banka Slovenska that the resulting capital requirements are appropriate;
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(c) an analysis of the stability of the internal model and in particular the testing of the sensitivity
of the results of that model to changes in the key underlying assumptions;

(d) an assessment of the accuracy, completeness, and appropriateness of the data used by the
internal model.

(2) The statistical methods applied shall test the appropriateness of the probability
distribution forecast compared not only to loss experience but also to all new material data and
information relating thereto.

(3) Insurance and reinsurance undertakings shall document the structure and operational
details of their internal model. The documentation shall prove compliance with the requirements
laid down in paragraphs 1 and 2 and in Sections 57 to 60.

(4) The documentation shall provide a detailed outline of the theory, assumptions, and
mathematical and empirical bases underlying the internal model. The documentation shall indicate
any circumstances under which the internal model does not work effectively. Insurance and
reinsurance undertakings shall document all major changes to their internal model, as set out in
Section 55.

Section 62

The use of a model or data obtained from a third party shall not be considered to be a
justification for exemption from any of the requirements for the internal model set out in
Sections 57 to 61.

Minimum capital requirement
Section 63

(1) Insurance and reinsurance undertakings shall hold eligible basic own funds to cover the
minimum capital requirement.

(2) The minimum capital requirement shall be calculated in accordance with the following
principles:

(@) it shall be calculated in a clear and simple manner, and in such a way as to ensure that the
calculation can be audited;

(b) it shall correspond to an amount of eligible basic own funds below which policyholders and
beneficiaries would be exposed to an unacceptable level of risk if insurance and reinsurance
undertakings were allowed to continue their operations;

(c) the linear function referred to in paragraph 4 used to calculate the minimum capital
requirement shall be calibrated to the Value-at-Risk of the basic own funds of an insurance or
reinsurance undertaking subject to a confidence level of 85% over a one-year period.

(3) The absolute floor of the minimum capital requirement for insurance and reinsurance

undertakings, and branches of foreign insurance and reinsurance undertakings, shall be set by
Narodna banka Slovenska in a decree published in the Collection of Laws.
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(4) The minimum capital requirement shall be calculated as a linear function of a set or
subset of the following variables, measured net of reinsurance:

(@) the undertaking’s technical provisions;
(b) written premiums;

(c) capital-at-risk;

(d) deferred taxes; and

(e) administrative expenses.

(5) If an insurance or reinsurance undertaking’s minimum capital requirement calculated in
accordance with paragraph 4 is lower than 25% of the undertaking’s solvency capital requirement,
the minimum capital requirement shall be set at 25% of the solvency capital requirement, including
any capital add-on imposed in accordance with Section 142. If the minimum capital requirement
calculated in accordance with paragraph 4 is higher than 45% of the undertaking’s solvency capital
requirement, the minimum capital requirement shall be set at 45% of the solvency capital
requirement, including any capital add-on imposed in accordance with Section 142,

(6) Insurance and reinsurance undertakings shall calculate the minimum capital requirement
at least quarterly and report the results of that calculation to Narodna banka Slovenska. For the
purpose of setting the limits referred to paragraph 5, insurance and reinsurance undertakings shall
not be required to calculate the solvency capital requirement on a quarterly basis.

(7) Where the minimum capital requirement of an insurance or reinsurance undertaking is
determined in accordance with paragraph 5, the undertaking shall provide to Narodna banka
Slovenska information allowing a proper understanding of the reasons therefor.

Investments
Section 64

(1) Insurance and reinsurance undertakings shall invest all their assets in accordance with
the ‘prudent person’ principle, as specified in paragraphs 2 to 9.

(2) With respect to the whole portfolio of assets, insurance and reinsurance undertakings
shall only invest in assets and instruments whose risks the undertaking concerned can properly
identify, measure, monitor, manage, control and report, and appropriately take into account in the
assessment of its overall solvency needs in accordance with Section 26.

(3) All assets, in particular those covering the minimum capital requirement and the
solvency capital requirement, shall be invested in such a manner as to ensure the security, quality,
liquidity and profitability of the portfolio as a whole. The localisation of those assets shall be such
as to ensure their availability.

(4) Assets held to cover the technical provisions shall be invested in a manner appropriate
to the nature and duration of the insurance and reinsurance liabilities. Such assets shall be invested
in the best interest of all policyholders and beneficiaries taking into account any disclosed contract
objective, in particular the profile and priorities of the insurance undertaking’s investment strategy,
including a specification of the securities and money market instruments that are to be acquired
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from the technical provisions, as well as any sectoral or territorial classification of the investments
and risk-spreading principles.

(5) In the case of a conflict of interests, insurance undertakings, or the entity that manages
their asset portfolio, shall ensure that the investment is made in the best interest of policyholders
and beneficiaries.

(6) Where the benefits provided under a contract are directly linked to the value of units in
mutual funds, or to the value of securities held by foreign collective investment undertakings, or to
the value of transferable securities, or to the value of assets managed in an insurance undertaking’s
internal fund, usually divided into units, the technical provisions in respect of those benefits must
be represented as closely as possible by those units or, in the case where units are not established,
by those assets. For the purposes of this Act, ‘the internal fund of an insurance undertaking’ means
the undertaking’s asset portfolio earmarked for the coverage of life insurance obligations for a
certain group of contracts. If an insurance undertaking maintains an internal fund, it shall draw up
statutes for that fund, as an integral part of the insurance contract. The statutes of an undertaking’s
internal fund shall contain in particular the investment contract objectives in respect of the assets
held in the fund, mainly the types of securities and money market instruments to be acquired, as
well as the sectoral or territorial classification of investments and rules for risk mitigation and
diversification.

(7) Where the benefits provided under a contract are directly linked to a share index or some
other reference value other than those referred to in paragraph 6, the technical provisions in respect
of those benefits must be represented as closely as possible either by the units deemed to represent
the reference value or, in the case where units are not established, by assets of appropriate security
and marketability which correspond as closely as possible to those on which the particular reference
value is based.

(8) Where the benefits referred to in paragraphs 6 and 7 include financial guarantees or
other guaranteed benefits, the assets held to cover the corresponding additional technical provisions
are subject to paragraph 9.

(9) With respect to assets other than those covered by paragraphs 6 and 7, the following
principles apply:

(a) the use of derivative instruments shall be possible insofar as they contribute to a reduction of
risks or facilitate efficient portfolio management;

(b) investment in assets that are not admitted to trading on a regulated financial market shall be
restricted to prudent levels;

(c) assets shall be properly diversified in such a way as to avoid excessive reliance on any
particular asset, issuer or group of undertakings, or geographical area and excessive risk
concentration in the portfolio as a whole;

(d) investment in assets issued by the same issuer, or by issuers belonging to the same group, shall
not expose the insurance or reinsurance undertaking concerned to excessive risk concentration.

Section 64a
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(1) Insurance undertakings conducting life insurance business and reinsurance undertakings
conducting business related to life insurance liabilities shall establish and comply with an
engagement policy for engagement in the exercise of shareholder rights pursuant to another act.?®
This is without prejudice to the conflict of interest provisions under Sections 23, 31 and 64(5) of
this Act.

(2) Where an asset manager as defined in another act?®® implements the engagement policy,
including voting, on behalf of an insurance or reinsurance undertaking under paragraph 1 for which
it provides portfolio management services, that insurance or reinsurance undertaking shall make a
reference as to where such voting information has been published by the asset manager.

(3) Insurance and reinsurance undertakings under paragraph 1 shall publicly disclose how
the main elements of their equity investment strategy are consistent with the profile and duration
of their liabilities, in particular long-term liabilities, and how they contribute to the medium to
long-term performance of their assets.
(4) Where an asset manager?®® invests on behalf of an insurance or reinsurance undertaking
under paragraph 1, whether on a discretionary client-by-client basis or through a collective
investment undertaking, that insurance or reinsurance undertaking shall disclose the following
information regarding its arrangement with the asset manager:

a) how the arrangement with the asset manager incentivises the asset manager to align its
investment strategy and decisions with the profile and duration of the liabilities of the
insurance or reinsurance undertaking under paragraph 1, in particular long-term liabilities;

b) how the arrangement incentivises the asset manager to make investment decisions based on
assessments about medium to long-term financial and non-financial performance of the
investee joint-stock company and to engage with investee joint-stock companies in order to
improve their performance in the medium to long-term;

c) how the method and time horizon of the evaluation of the asset manager’s performance and
the remuneration for asset management services are in line with the profile and duration of the
liabilities of the insurance or reinsurance undertaking under paragraph 1, in particular long-
term liabilities, and take absolute long-term performance into account;

d) how the insurance or reinsurance undertaking under paragraph 1 monitors portfolio turnover
costs incurred by the asset manager and how it defines and monitors a targeted portfolio
turnover or turnover range;

e) the duration of the arrangement with the asset manager.

(5) Where the arrangement with the asset manager does not contain one or more of the
elements mentioned in paragraph 4, the insurance or reinsurance undertaking shall give a clear and
reasoned explanation of why this is the case.

(6) The information referred to in paragraphs 2 to 5 shall be available, free of charge, on
the website of the insurance or reinsurance undertaking and shall be updated annually unless there
is no material change. Insurance and reinsurance undertakings under paragraph 1 may include the
information referred to in paragraphs 4 and 5 in their report on solvency and financial condition.

Rules applicable to branches of foreign insurance
and reinsurance undertakings
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Section 65

When conducting insurance or reinsurance business in the territory of the Slovak Republic,
branches of foreign insurance and reinsurance undertakings shall comply with the provisions of
Sections 36 to 64, as appropriate.

Rules specific to reinsurance

Section 66
Authorisation to operate as a special purpose vehicle

(1) An authorisation to operate as a special purpose vehicle under the conditions set out in
other legislation?® shall entitle its holder to establish a special purpose vehicle and to conduct
business consisting in the acceptance of insurance or reinsurance risks that are fully financed by
the special purpose vehicle from proceeds earned from the issuance of debt securities or using any
other financing mechanism in the range specified in the authorisation.

(2) The issuance of authorisations to special purpose vehicles shall be within the
competence of Narodna banka Slovenska. An application for authorisation to operate as a special
purpose vehicle shall be submitted to Narodna banka Slovenska by the founders of the special
purpose vehicle.

(3) Narodna banka Slovenska shall decide in respect of an application as referred to in
paragraph 2 within the time limit set in accordance with other legislation, on the basis of an
assessment of that application and the annexes thereto.

(4) Narodna banka Slovenska shall reject an application as referred to in paragraph 2 where
the applicant fails to meet the conditions set out in other legislation? or where the application and
any of the annexes are incomplete or contain information that cannot be proven.

(5) Narodna banka Slovenska shall be entitled to revoke an authorisation granted to a special
purpose vehicle under the conditions set out in other legislation.?®

Section 67
Equivalence

If the Commission decides that the solvency regime of a country that is not a Member State
is equivalent or temporarily equivalent to that laid down in this Act, reinsurance contracts
concluded with foreign insurance or reinsurance undertakings shall be treated in the same manner
as reinsurance contracts concluded with insurance or reinsurance undertakings or with insurance
or reinsurance undertakings from other Member States.

TITLE FOUR

SPECIFIC RULES FOR THE CONDUCT OF
INSURANCE BUSINESS AND REINSURANCE BUSINESS
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Section 68
Premium levy

(1) Insurance undertakings, insurance undertaking from other Member States, and branches
of third-country insurance undertakings shall transfer 8% of the premiums received from
compulsory motor vehicle liability insurance in respect of business conducted in the territory of
the Slovak Republic in the previous calendar year, up to the end of February of the given year, to
a separate account of the Ministry of the Interior of the Slovak Republic (hereinafter ‘the Interior
Ministry’). Such premium levies shall be reported by the undertaking or branch concerned to
Narodna banka Slovenska, the Ministry of Finance of the Slovak Republic (hereinafter ‘the Finance
Ministry’), and to the Interior Ministry within three working days of the date of transfer. In addition,
insurance undertakings, insurance undertakings from other Member States, and branches of third-
country insurance undertakings shall provide Narodna banka Slovenska with data supporting the
items used in the calculation of the base for premium transfers.

(2) The Interior Ministry shall, after consulting the Finance Ministry, allocate funds from the
separate account mentioned in paragraph 1 to fire brigades for the coverage of expenses incurred
in connection with the procurement of material and technical equipment, its use and maintenance,
and to the relevant units of the Interior Ministry for the coverage of expenses incurred in connection
with the procurement of technical devices needed for the performance of tasks related to
supervision of the safety and smoothness of road traffic, clarification of the causes of road traffic
accidents, construction and equipment of coordination centres for the integrated rescue system and
operating centres for the emergency call network, and to the construction and procurement of
technical equipment for the operating centres of the emergency health service until the end of June
of the given year.

(3) The Interior Ministry shall submit to the Finance Ministry a survey of the funds allocated
from the separate account mentioned in paragraph 2 until 31 December of the given year, by 15
February of the following year. In addition, the Interior Ministry shall publish information on the
allocation of funds in accordance with other legislation.?’

Section 69
Premiums under new contracts

(1) Premiums for new life insurance contracts shall be calculated on the basis of reasonable
actuarial assumptions so as to enable insurance undertakings or branches of foreign insurance
undertakings to discharge all of their obligations and to create an adequate amount of technical
provisions.

(2) For this purpose, insurance undertakings and branches of foreign insurance undertakings
may take account of all aspects of their financial situation, without any systematic and steady
inflow of other funds such as premiums and proceeds therefrom, so that the solvency of these
undertakings is not threatened in the long term.

Section 70
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(a)
(b)

(©)

(d)

(€)

(f)

(9)

(h)

Professional diligence

(1) Insurance undertakings and branches of foreign insurance undertakings shall:

conduct their business with due professional diligence with respect to their customers;
provide potential customers with any information and know-how?® they need to understand
correctly the nature of insurance and the risks associated with the conclusion of an insurance
contract;

provide potential customers with any additional information they need about the conclusion of
an insurance contracts to be able to decide responsibly in respect of the conclusion of an
insurance contract;

use no incorrect or misleading information in promoting their business, withhold no important
facts, and offer no advantages the reliability of which cannot be guaranteed;

provide potential non-professional customers,® in writing or on a durable medium, with
accurate and easily understandable information about the form and amount of the remuneration
they pay to an employee in return for work done in connection with the conclusion of an
insurance contract;

inform their actual and potential customers, prior to the conclusion of an insurance contract,
about the amount of any payment other than the insurance premium, where such payment is
required from the customer subsequent to the conclusion of an insurance contract;

when advertising and promoting their insurance products, provide information that is fair,
clear, transparent, and not misleading. Advertising and promotion aimed at actual or potential
customers must, in all cases, be identifiable as advertising or promotion; where the nature of
information may be unclear to actual or potential customers, the insurer shall state clearly that
the information is provided for advertising or promotion purposes;

for each insurance product listed in Part A of Annex 1 which they manufacture and for which
they conclude new insurance contracts, draw up an insurance product information document
in accordance with other legislation.?%

(2) Insurance and reinsurance undertakings, as well as branches of foreign insurance and

reinsurance undertakings, shall ensure that:

(a)
(b)
(©)
(d)

(€)

their employees who, in connection with their position, come into contact with non-
professional customers,®® meet the requirements stipulated by other legislation?® for the basic
level of professional competence;

the professional competence of employees referred to in point (a) is verified in accordance
with other legislation;!

a list of the employees referred to in point (a) is compiled and kept;

when using the services of ancillary insurance intermediaries who are not subject to another
act in the area of financial intermediation,'® they meet the requirements set out in other
legislation;3!2

when offering their own insurance products for sale, the relevant requirements set out in other
legislation®'® are met.

(3) Insurance undertakings, reinsurance undertakings, and branches of foreign insurance

and reinsurance undertakings shall employ, for financial intermediation activities within the
insurance or reinsurance sector,3 only persons who are included in the register of financial agents,
financial advisers, financial intermediaries from other Member States operating in the insurance or
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reinsurance sector, and financial intermediaries from other Member States engaged in the provision
of housing loans and who at the same time are authorised to perform such activities.

(4) In good time before the conclusion of an insurance contract, the policyholder shall be
notified in writing of the main terms and conditions of the insurance contract, using the form
template laid down in other legislation.3? If that legislation®?? does not lay down a form template
defined for the main terms and conditions of an insurance contract, of which the policyholder must
be notified before the conclusion of the insurance contract, Narodna banka Slovenska may lay
down such a template in a decree published in the Collection of Laws.

(5) The members of the management board or supervisory board of an insurance or
reinsurance undertaking, the head of a foreign insurance or reinsurance undertaking’s branch, the
authorised representative, the receiver, deputy receivers, and persons holding key positions in an
insurance or reinsurance undertaking, or in a branch of a foreign insurance or reinsurance
undertaking, shall perform their tasks as follows:

(@) inamanner that takes into account and minimises the risks arising from their activities for the
relevant insurance or reinsurance undertaking, branch of a foreign insurance or reinsurance
undertaking, and for the customers thereof;

(b) in the interest of the relevant insurance or reinsurance undertaking or branch of a foreign
insurance or reinsurance undertaking.

(6) The members of the management board or supervisory board of an insurance or
reinsurance undertaking shall be responsible for the actual damage they cause by breaching their
duties as members of the undertaking’s management board or supervisory board, arising for them
from legislation of general application or from the undertaking’s articles of association or internal
regulations.

(7) The heads of branches of foreign insurance or reinsurance undertakings shall be
responsible for the actual damage they cause by breaching their duties arising from legislation of
general application or from the articles of association or internal regulations of those undertakings.

(8) Insurance undertakings, reinsurance undertakings, and branches of foreign insurance and
reinsurance undertakings may not carry out legal acts at their own expense in favour of a member
of the undertaking’s management board or supervisory board or in favour of the head of the branch
in connection with the arrangement of liability insurance for damage as referred to in paragraphs 6
and 7 or in connection with insurance for the case of removal from office. If, pursuant to Section
139(10), such persons are recalled because they no longer meet good repute requirements, they
shall not be entitled to receive any remuneration from the insurance or reinsurance undertaking or
from the branch of a foreign insurance or reinsurance undertaking, agreed for the case of removal
from office or acknowledged by the internal regulations for the case of removal from office;
entitlement to such remuneration shall lapse on the day the person is recalled from office.

(9) Insurance undertakings and branches of foreign insurance undertakings may not
remunerate, or assess the performance of, their employees in a way that is inconsistent with their
duty to act in accordance with the best interests of their existing or potential customers. For that
reason, the undertaking or branch may not apply any measures in the form of bonuses, sales targets
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or other arrangements which could incentivise its employees to recommend a certain insurance
product to an existing or potential customer if the undertaking or branch is able to offer another
insurance product that is better suited to the customer’s needs.

(10) Insurance undertakings and branches of foreign insurance undertakings shall introduce,
operate and review a process for the approval of each insurance product they manufacture. Each
insurance product, or significant adaptation of an existing insurance product, shall undergo the
product approval process before it is marketed or distributed to existing or potential customers. The
product approval process shall be proportionate and appropriate to the nature of the insurance
product.

(11) The insurance product approval process shall specify a target market for each insurance
product, ensure that all relevant risks to such specified target market are assessed and that the
marketing of the insurance product is consistent with the specified target market, and take
reasonable steps to ensure that the insurance product is marketed to the specified target market.

(12) Insurance undertakings and branches of foreign insurance undertakings shall understand
and regularly review the insurance products they offer or market, taking into account any event
that could materially affect the potential risk to the specified target market, to assess whether the
product remains consistent with the needs of the specified target market and whether the intended
distribution strategy is appropriate.

(13) Insurance undertakings and branches of foreign insurance undertakings, which
manufacture insurance products, shall make available to financial agents with whom they have
concluded a contract under other legislation,'® and to financial advisers, upon request, all
appropriate information on the insurance product and the product approval process, including the
specified target market of the insurance product.

(14) Prior to concluding an insurance contract with a potential retail customer,*® insurance
undertakings, insurance undertakings from other Member States and branches of foreign insurance
undertaking shall provide the potential retail customer in an unambiguous, accurate and clear
manner, in writing or in the form of a record on another durable medium,®?® with information on
the individual components of the insurance premium related to the insurance contract being
concluded, and shall do so using an information document. A template information document for
individual components of insurance premiums shall be laid down in legislation of general
application issued by the Ministry of Finance.

Section 70a
Rules for the calculation of surrender value

(1) In the case of investment fund-linked insurance mentioned in point 3 of Part B in
Annex 1, insurance undertakings, insurance undertakings from other Member States and branches
of foreign insurance undertakings shall invest in assets, which will be used to cover fund-linked
technical provisions under such insurance, funds in an amount equal to or higher than:

(a) 50% of paid insurance premiums in the first year of the insurance contract term;
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(b) 60% of paid insurance premiums in the second year of the insurance contract term;
(c) 70% of paid insurance premiums in the third year of the insurance contract term.

(2) In the case of insurance under paragraph 1 where the policyholder ends the insurance
contract before the expiry of the policy period, the insurance undertaking, insurance undertaking
from other Member State or branch of a foreign insurance undertaking shall pay to the policyholder,
during the first three years of the insurance contract term, the surrender value at least in the amount
of the current value of the assets in which the insurance undertaking, insurance undertaking from
other Member State or branch of a foreign insurance undertaking invested as referred to in
paragraph 1, as at the day of termination of the insurance contract, reduced by the insurance
premium covering the risk of survival or death during the insurance contract term and reduced by
past benefits paid under this insurance. The surrender value in subsequent years of the insurance
term must always be positive.

(3) In the case of insurance other than insurance under paragraph 1, where the right to
surrender value arises and the policyholder ends the insurance contract before the expiry of the
policy period, the insurance undertaking, insurance undertaking from other Member State or branch
of a foreign insurance undertaking shall pay the policyholder during the first three years of the
insurance contract term the surrender value in an amount not less than the sum of:

(a) 50% of paid insurance premiums in the first year of the insurance contract term reduced by the
insurance premium covering the risk;

(b) 60% of paid insurance premiums in the second year of the insurance contract term reduced by
the insurance premium covering the risk;

(c) 70% of paid insurance premiums in the third year of the insurance contract term reduced by the
insurance premium covering the risk.

(4) In subsequent years of the term of the insurance under paragraph 3, the surrender value
must always be positive.

Section 71
Persons in a special relationship with an insurance or reinsurance undertaking

(1) Insurance undertakings, branches of foreign insurance undertakings, reinsurance
undertakings, and branches of foreign reinsurance undertakings shall not conclude insurance
contracts with persons in a special relationship with them, which they would normally, given the
nature, purpose or riskiness thereof, refuse to conclude with other customers. Before entering into
an insurance contract, insurance and reinsurance undertakings, as well as branches of foreign
insurance and reinsurance undertakings, shall verify whether the persons they intend to contract
with are in a special relationship with them; such persons shall provide the undertaking or branch
concerned with true and correct information for the purposes of such verification. Insurance and
reinsurance undertakings, as well as branches of foreign insurance or reinsurance undertakings,
shall ensure the veracity of the data provided by arranging that any contract concluded on the basis
of such data is subject to the penalty of invalidity.

(2) Insurance undertakings, branches of foreign insurance undertakings, reinsurance
undertakings, and branches of foreign reinsurance undertakings may, without limitations, conclude
insurance contracts with persons having a special relationship with them under the same conditions
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that are normally available to other customers in a comparable situation. Under conditions other
than those referred to in the previous sentence, an insurance contract may be concluded with a
person having a special relationship with the undertaking or branch concerned where this is
unanimously decided by the statutory body of that undertaking or by the head of that branch on the
basis of a written analysis of the given transaction or of the applicant’s financial situation. The
person concerned by that decision shall be excluded from the decision-making process.

(3) For the purposes of this Act, the following persons are deemed to have a special
relationship with an insurance or reinsurance undertaking:

(@) members of the undertaking’s statutory body;

(b) members of the undertaking’s supervisory board,;

(c) persons responsible for the performance of other key functions in the undertaking;

(d) legal entities exercising control over the undertaking and members of their statutory bodies;

(e) legal entities in which some of the persons referred to in points (a) to (d) have a qualifying
holding;

(F) shareholders with a qualifying holding in the undertaking and any legal person controlled by
them or controlling them;

(9) legal entities controlled by the undertaking in question;

(h) members of the Bank Board of Narodna banka Slovenska;

(i) auditors or natural persons who, on behalf of an audit firm, perform auditing activities in the
undertaking;

(j) receivers, deputy receivers, and expert advisers appointed for the undertaking being under
receivership;

(K) persons having a legal relationship with the undertaking, which may lead to the acquisition of
a qualifying holding in the undertaking in question.

(4) For the purposes of this Act, the following persons are deemed to have a special
relationship with a branch of a foreign insurance or reinsurance undertaking:

(@) the head of the branch of the foreign undertaking concerned;

(b) members of the foreign undertaking’s statutory body or supervisory board;

(c) persons having other key functions in the branch of the foreign undertaking concerned,

(d) persons exercising control over the foreign undertaking and members of their statutory bodies;

(e) legal entities in which some of the persons referred to in points (a) to (d) have a qualifying
holding;

(F) shareholders wit