Issuer’s semi-annual report

for the six-month period ended 30 June 2020

KEY PERFORMANCE INDICATORS
KPI (MCZK)

Number of commercial
sales points

58

on a consolidated basis

Number of customers

644

Number of employees
on a consolidated basis

+13.4%
288 248

1H 2020

448 000

Share of customers

1H 2019

395 000

active in internet or mobile banking

Receivables from customers
on a consolidated basis

+2.4%

Payables to customers
on a consolidated basis

+12.0%

1H 2020

47 736

1H 2020

62 134

FY 2019

46 623

FY 2019

55 474

+12.3%

Total assets

Total assets

on a consolidated basis

+12.4%

1H 2020

71 332

1H 2020

71 100

FY 2019

63 518

FY 2019

63 279

Net interest income
and similar income

on a consolidated basis

+0.4%

Net commission and
fee income

1H 2020

969

1H 2020

1H 2019

965

1H 2019

Operating expenses
on a consolidated basis

15
18

+7.3%

1H 2020

648

1H 2019

604

-52.8%

Net profit

-16.7%

on a consolidated basis

Net profit

on a consolidated basis

-50.9%

1H 2020

119

1H 2020

113

1H 2019

252

1H 2019

230
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MACROECONOMIC DEVELOPMENTS
IN THE CZECH REPUBLIC IN THE FIRST HALF OF 2020
Measures adopted to slow down the coronavirus pandemic
at the beginning of this year significantly affected the
Czech economy. According to forecasts by the OECD,
the Czech Republic is expected be the fifth most stricken
OECD member country, with an economic decline of 9.6%.
The sensitivity of the Czech Republic to external shocks
stems from its openness and dependence on industry,
in particular the automotive industry. The latest figures
on industrial production confirm the expectations for
a significant decline of the Czech economy. 1
The Czech Statistical Office data show that particularly
investments have dragged down the economy. In contrast,
increased government consumption has significantly
supported the economy. Finally, household consumption
remained at the same level as in the same period
the previous year, which is quite a favourable result
considering the situation. However, the economic decline will
be more significant in the second quarter due to restrictive
measures put in place in April and May. The first data from the
real economy for the second quarter have shown a significant
decline of 33.7% a year in industrial production in April.
This result reflects the high dependence of the Czech
Republic on the automotive industry, which has been
affected the most by the pandemic.1
The increase in the unemployment rate amounted to less
than 1% from the introduction of restrictive measures
until the end of April. Relatively smaller flexibility of
the Czech labour market explains why unemployment did
not grow faster. However, there are also other reasons.
School closures led to a number of parents deciding to use
the possibility of drawing carer’s allowances equalling 80%
of their salary. A considerable part of foreign workers left
the Czech labour market. Further, the two-month notice
period limits the possibility of dismissing an employee
quickly. The kurzarbeit scheme, where 30 to 80% of salaries
are funded by the state to decrease the risk of employee
dismissals, also played an important part. These are crucial
factors which prevented the labour market from rapid
deterioration. Nevertheless, the unemployment rate will
grow once companies face weakened demand. The labour
market was extremely tight before the pandemic. As late
as April, authorities reported over 330 thousand vacancies.
This may act as an important labour market cushion
preventing major deterioration.2
The growth of real wages slowed down significantly at
the start of this year. This may not have been so much
the effect of the crisis, but more likely the impact of the
economy slowing down during last year and of very high
inflation, which wiped off a considerable part of the first
quarter‘s 5% growth in nominal wages.
In subsequent quarters, however, we expect the onset
of a recession to have a more tangible impact on wage
movements. Moreover, inflation will not diminish
significantly. These aspects will subsequently not allow
real wages to rebound significantly. However, the statistical
factor will act in the opposite direction, with workers with

below-average wages being usually dismissed under
crises, increasing the average of the remaining employees.
This effect will thus mitigate the slowdown of average wage
growth.3
Consumer prices grew in June by 0.6% compared to
the previous month and by 3.3% compared with last year.
Czech inflation thus accelerated considerably. This was
primarily caused by higher prices of alcoholic beverages
and tobacco, continuing to be affected by the delayed
impact of a higher excise duty for cigarettes. Core inflation
also grew significantly, climbing from the previous 3.3%
to 3.5% in its year-on-year representation. According
to the Czech National Bank (CNB), this value represents
a pro-inflationary risk in the CNB’s current economic forecast.
The rapid growth of the core component of inflation is
probably fed by still solid consumer demand, already
reaching pre-crisis levels, as seen in the retail sales results
for May. Retail sales rose by 2% year-on-year in real
representation. The fact that consumers are not afraid to
spend money for the time being is also connected with
a still-low unemployment rate of only 3.7% in June. However,
demand is lacking in the production sector, a major
employment source in the Czech Republic.4
At its June monetary policy meeting, the CNB Bank Board
decided unanimously to keep interest rates unchanged.
The repo rate remained at 0.25%, the discount rate at 0.05%
and the Lombard rate at 1%. The Bank Board assessed the
risk pertaining to its inflation forecast as balanced, while the
Czech crown exchange rate may act in an anti-inflationary
manner, and, at the same time, the stabilising influence
of the budget policy may be more marked. According to
CNB governor Jiří Rusnok, the CNB has eased monetary
conditions sufficiently.1
Together with an improved sentiment on the markets,
the Czech crown has strengthened against the euro, now
remaining close to a level of 26.20. The stronger Czech
crown is also attributable to a change in expectations, when
part of the market has until recently been overly pessimistic
about the future development of Czech monetary policy.
At the moment, market expectations are gradually changing
in the direction of a higher probability of leaving the rates at
their current level and their earlier increase.5
Despite the relatively strong impact on the economy,
the Czech Republic handled the onset of the pandemic
smoothly. However, a considerable worsening of
the epidemic situation after the summer holiday cannot
be precluded. This currently represents the main risk for
the economy. With respect to the openness of the economy,
developments abroad, primarily in Germany, must not be
underappreciated. 1
Analytický měsíčník 6/2020 PPF Banka
Ekonomické výhledy 6/2020 Komerční banka
3
Makro Měsíční predikce 7/2020 Česká spořitelna
4
EcoAlert 10/7/2020 Komerční banka
5
Čtvrtletník 7/2020 Česká spořitelna
12
2
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COMMENTARY ON THE CONSOLIDATED FINANCIAL
STATEMENTS FOR THE FIRST HALF OF 2020
Income statement
In the first half of 2020, Equa bank reported according
to International Financial Reporting Standards (IFRS)
a consolidated net profit after taxation of MCZK 113, which
is a decline by 51% compared to the first half of 2019.
The decline in profit is primarily caused by increased
creation of loss allowances to the loan portfolio in
connection with the expected economic impacts of
the coronavirus pandemic, as well as by higher interest
rate expenses relating to attractive client rates on
deposit accounts offered by the Bank. Equa bank has
been successfully implementing its business model and
increased the number of its clients. At the end of June
2020, the Bank had 448 thousand clients, which represents
a repeated two-digit year-on-year increase of 13%, making
the Bank again one of the most successful banks on
the Czech market in new client acquisition.
Due to the decline in profit, return on average equity
(ROAE) decreased to the level of 4.9%, representing
a significant decline compared to 10.9% for the first half
of 2019. Return on average assets (ROAA) also decreased
year-on-year, from 0.81% to 0.33%.
Profit before taxation and net loss from impaired loans
and receivables and available-for-sale financial assets
declined to MCZK 351, a year-on-year decrease by MCZK 47,
i.e. 12%. Operating revenues remained at the same level
year-on-year of BCZK 1, when higher revenues from the
growing loan portfolio compensated higher expenses
relating to the growth of client deposits. Operating
expenses of the Bank grew year-on-year by 7%, i.e. by
MCZK 44. Net impairment loss on loans and receivables
increased year-on-year by 84%, to a level of MCZK 212,
which, together with the growth in operating expenses,
adversely impacted on the total results of operations.
The cost/income ratio (operating expenses/operating
revenues) was 65% for the first half of 2020, which is a yearon-year increase by 5 percentage points.
Despite deteriorating macroeconomic conditions on
the market, Equa bank managed to achieve a 10%
year-on-year increase in receivables from customers to
BCZK 47.7 thanks to its attractive product offer. Client
deposits grew by 25% year-on-year to BCZK 62.1. Net
interest income increased slightly year-on-year. Interest
revenues increased by 12% year-on-year (MCZK 135),
mainly as a result of the growth in the portfolio of consumer
loans and mortgages. Interest expenses increased by 88%
year-on-year (MCZK 131), due to the growing volume of
deposits and thanks to attractive rates on savings accounts
and term deposits.

Operating expenses increased by 7% year-on-year.
Administrative expenses increased mainly due to
continued investments in the digitalisation and security
of information technologies as well as a slight growth
in personnel expenses. Investments in technologies
and people are the cornerstone of Equa bank’s longterm growth strategy. The growth of investments in
the digitalisation area is manifested both by growing IT
expenses and higher depreciation and amortisation of
tangible and intangible fixed assets.
Net impairment loss on loans and receivables increased
year-on-year by MCZK 97, i.e. by 84%, driven mainly by an
increase in loss allowances to the loan portfolio relating
to the expected economic impacts of the coronavirus
pandemic and by receivables growth.

Balance sheet
The consolidated total assets of Equa bank grew by 12%
since the end of 2019, amounting to BCZK 71.1. This is mainly
attributable to the growth of client deposits by 12% to
the level of BCZK 62.1, as well as another successful issuance
of mortgage bonds of BCZK 1.5 in March 2020. On the side
of assets, receivables from banks grew by BCZK 5.4 to BCZK
18.1 and receivables from customers grew by BCZK 1.1 to
BCZK 47.7. Securities grew by MCZK 792 due to the purchase
of state bonds.
Since the end of 2019, gross receivables from retail loans
increased by 5%. For reasons relating to the coronavirus
pandemic, loss allowances to non-performing loans grew
disproportionately with respect to portfolio growth, and
growth in retail receivables net amount thus amounted
to 4%. The fastest growing portfolio were consumer loans
- the year-on-year increase in the volume of gross receivables
was 7%. Gross receivables from mortgage loans increased
by 3% year-on-year. On the other hand, gross receivables
from loans to sole traders and small and medium-sized
enterprises (SMEs) decreased by 3% year-on-year.
Client deposits grew by 12% compared to the previous
year. The largest increase in absolute figures was recorded
in respect of savings accounts, i.e. by BCZK 5.4 (16%).
The balance of current accounts increased by BCZK 1.8
(12%), while the balance of term deposits dropped
year-on-year by BCZK 0.6 (-8%).

Net fee and commission income amounted to MCZK 15 in
the first half of 2020, which is a decline of MCZK 3 compared
to the previous year.
Net profit from financial operations declined year-on-year
by MCZK 6, primarily due to the decline in income from
foreign currency transactions relating to a temporary
change in client behaviour as a result of Covid-19.
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COMMENTARY ON THE SEPARATE FINANCIAL
STATEMENTS FOR THE FIRST HALF OF 2020
Income statement

Balance sheet

For the first half of 2020, Equa bank under IFRS reported
net profit after tax of MCZK 119, i.e. 53% less than in
the first half of 2019.

The total assets of Equa bank grew by 12% since the end
of 2019, amounting to BCZK 71.3. The growth of liabilities
and equity is primarily attributable to client deposits with
an increase of BCZK 6.6 and successful issuance of
mortgage bonds of BCZK 1.5 in March 2020. The growth of
assets is primarily attributable to receivables from banks,
which grew by BCZK 5.4, and receivables from customers,
which grew by BCZK 1.1 to BCZK 48.2. Securities grew by
MCZK 792.

Return on average equity (ROAE) followed the negative
trend of declining profits, and amounted to 4.9%. Return
on average assets (ROAA) dropped to 0.35%.
Profit before tax declined by MCZK 166 year-on-year,
primarily due to the establishment of loss allowances
to the loan portfolio relating to the expected economic
impacts of the coronavirus pandemic, and further thanks
to higher interest rate expenses relating to attractive client
rates on deposit accounts. Operating revenues declined
by MCZK 26, i.e. 3%, year-on-year. Operating expenses
grew by MCZK 43, or 8%, mainly driven by continued
investments in the Bank’s digitalisation. The cost/income
ratio (operating expenses/operating revenues) was 62%
for the first half of 2020, which is a year-on-year increase
by 6 percentage points.
Net interest income declined by 1%. Net fee and
commission expense increased by MCZK 17 year-on-year
and net profit from financial operations grew by MCZK
4 million year-on-year. Total operating expenses increased
by 8% year-on-year and net impairment loss on financial
assets grew by MCZK 97 year-on-year.
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SIGNIFICANT EVENTS AND BUSINESS ACTIVITIES
OF EQUA BANK IN THE FIRST HALF OF 2020
Global coronavirus pandemic - the Bank’s
response to the current situation regarding
COVID19
At the beginning of 2020, the coronavirus pandemic affected
the entire world, including the Czech Republic. Equa bank
has always put the safety and health of its clients and
employees first, and in this case it was no different.
A team of executives tasked with planning and addressing
the continuity of the Bank’s activities monitored
the outbreak of the disease in detail from the very first
identified cases in Europe. The first bank-wide measures
to protect our employees and clients were already
implemented by the Bank in the second half of February.
In the following weeks, Equa bank responded to the further
development of the situation and measures introduced by
the Czech National Security Council. In mid-March, most
employees already worked from home; for employees
working in the workplace, the Bank created conditions meeting
stringent hygienic criteria and recommendations. As Equa
bank enables work from home and had been prepared for
a similar regime, the smooth operation of the Bank was not
at risk.
The situation also had a minimum impact on clients as
most products and services offered by Equa bank can be
realised on-line, from the comfort of our clients’ homes.
Nevertheless, all branches not part of shopping centres
maintained standard opening hours for the entire state of
emergency period. All employees exercised utmost caution
to protect the health of clients and their own.
Apart from preventative measures leading to health
protection, the Bank also implemented a number of
activities aiming to mitigate the financial impacts of the crisis
on family budgets. Long before the adopted government
moratorium, Equa bank offered its clients the possibility of
postponing the repayments of consumer loans, mortgages
and corporate loans. As of the end of the first half 2020,
the Bank postponed the repayments of all its clients
who had applied for postponement, which was roughly
10 – 15% of all clients holding some form of a loan. Besides this,
Equa bank actively participated in government programmes
COVID I, II and III, providing loans for companies with
a guarantee from the Czech-Moravian Guarantee and
Development Bank. Another benefit that Equa bank offered
to clients in connection with the coronavirus pandemic
was the extension of free-of-charge services for current
accounts. From the end of April to the end of July, clients
could use bill protection insurance free-of-charge for every
opened current account, also covering loss of income in case
of employment loss. From 1 June 2020 to 30 March 2021,
Equa bank is offering its existing clients bill protection
insurance with a discount of up to 50%.
Equa bank continued in its efforts to help people in need.
In the span of several days, it developed a function on its
mobile phone application with which both clients and
employees can send contributions to ADRA, an NGO
specialising in aid to seniors. Equa bank also presented
this charity with CZK 100 for each opened account with

bill protection insurance. In total, over CZK 750 000 was
donated to ADRA and its programmes for seniors.

Strategy and operations at a time of
pandemic
In connection with Covid-19, the Bank adopted a number
of measures, but none of them represented a substantial
shift in the long-term strategy. The Bank continues to invest
in digitalisation and to develop its successfully set business
model.
Measures adopted in response to Covid-19 by CNB in
the interest rate area have had an adverse impact on
financial return of the placement of free liquidity as well
as on a portion of the portfolio whose rate is derived from
PRIBOR rates. A part of this impact will be compensated by
a reduction in interest expenses relating to client deposits.
The expected economic decline has been temporarily
adversely affecting the return of consumer loans, primarily
due to the establishment of loss allowances. The Bank’s
financial and capital position is stable and strong, which
also applies to long-term liquidity - Liquidity Coverage Ratio
(LCR) rose from 371% at the end of 2019 to 563% in June
2020.

New products and services
In the first half of 2020, Equa bank primarily focused on
the support of clients financially affected by the coronavirus
pandemic. The Bank nevertheless launched a number of
new products on the market, especially in digital banking,
whose dynamic development was further accelerated by the
pandemic. More than half of our active clients are currently
using mobile banking, and their number continues to grow.
Equa bank started 2020 by launching simple payments
through the Apple Pay online payment instrument.
To make payments, an Equa bank debit card simply has
to be registered in the Wallet application. Then, making
a payment using Apple Pay only takes a few seconds as all
it takes is applying one’s Apple phone or smart watch to
the store’s payment terminal and verifying the payment on
one’s phone or watch with a finger print, PIN or using Face
ID. Apple Pay can be used in stores, e-shops or applications,
and also for withdrawals from ATMs.
In February, Equa bank expanded its free-of-charge
services of its current accounts to include withdrawals
from all ATMs all over the world. While personal banking
clients save CZK 9 on each withdrawal, corporate banking
clients save CZK 99 on each withdrawal. Likewise in
February, the Bank launched a new and simpler secure
logging procedure for internet banking, using notifications
in its mobile application. At the same time, it introduced
the better protection of online card payments through
smart verification. This is a new security standard making
use of Mastercard Identity Check technology. Further,
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the Bank improved its mobile application by including
the possibility of placing SEPA payments.
In March, the Bank continued in the digitalisation of its
products and services and introduced the possibility of
opening a current account entirely on-line, without the
need of visiting a branch or using courier services. To verify
the identity of a client, it newly suffices to scan and upload
two pieces of ID and subsequently send a confirmation
payment of CZK 1 from an account at another bank.
The whole process only takes a couple of minutes, is fully
digital.
During the coronavirus epidemic, the Bank focused
on aiding citizens and companies who had requested
the postponement of their loans’ repayment. In a matter
of days, we developed an application for requests for
the postponement of personal loan repayments. Request
can be complied with within minutes and the client
immediately receives complete information on how the
postponement will influence subsequent repayments. Equa
bank also involved robotics to speed up the arrangement of
repayment postponements.
In June, Equa bank made it possible to receive and send
immediate payments through its mobile banking app.
The service is available 24/7 and, of course, free-of charge.
The Bank thus fully joined the system that will speed up
interbank payments in Czech crowns for clients and, what
is more, will enable them to make payments 24/7 (including
public and bank holidays). In the same month, Equa bank
also expanded its offer of investment products to include
a new fund, AF Fund Global Fixed Rate Portfolio 2024.
In total, the Bank’s clients already have 36 Czech crown
funds to choose from.

Corporate banking
Equa bank has participated in the development of Czech
companies in the long term and its objective has always
been to become the companies‘ partner and support. Since
the start of the coronavirus crisis, the Bank has handled
tens of requests from companies to postpone their loan
repayments. The Bank dealt with each postponement
individually, endeavouring, together with the clients, to find
a solution that would best suit their needs. Equa bank also
lent a helping hand to companies when acquiring support
in COVID programmes from the Czech-Moravian Guarantee
and Development Bank (CMGDB). Equa bank has joined
all three programmes prepared by CMGDB together with
the Ministry of Industry and Trade.

Awards won
In the 18th year of the prestigious Zlatá koruna 2020
competition, Equa bank received the historically highest
number of awards – it carried off eight awards. It is thus
ranked among the most successful banks in the competition.
A professional jury awarded Equa bank with first place
in two categories, second place in three categories and
a bronze medal in three categories. The Current Account
from Equa bank and the HIT Savings Account placed first in
the competition. The Current Account from Equa bank has
been the most favourable account on the market in the long
term. Bill protection insurance provided free-of-charge until
the end of the year for new accounts opened by the end of
July has only made it more attractive. The following is also
provided free-of-charge as part of the account: withdrawals
from all ATMs all over the world, a multicurrency debit card,
internet banking, first-rate mobile banking, all incoming
and outgoing payments, the establishment, changes
and cancelling of all standing orders and direct debits,
all deposits through Equa bank deposit ATMs, deposits
through Česká pošta branches (one deposit a month) and
many other regular services.

Corporate social responsibility
Equa bank continued to devote itself to charitable projects.
Any employee of the Bank may join these activities at
any time, either financially or by acting as a volunteer.
In the first six months of 2020 alone, Equa bank supported
six non-profit organisations and projects, the most
significant project being the support to ADRA, a non-profit
organisation aiding senior citizens. This organisation was
selected carefully and based on several criteria. Its radius
of activities is state-wide; it aids senior citizens, who are
both the most endangered group due to the coronavirus
pandemic, and the most socially isolated group due to
social distancing measures; at the same time, the work of
the organisation is not limited to the period of
the pandemic. From April to the end of May, the Bank’s
employees and clients could contribute to the activities
of the organisation and its volunteers using a special
function in the Equa bank mobile application. Equa bank
also donated CZK 100 to the organisation for each opened
current account with bill protection insurance. Moreover,
Equa bank employees helped senior citizens decorate their
homes by purchasing planting boxes, soil and plants for
them. The Bank’s employees thus responded to the wishes
of ADRA’s clients. In total, Equa bank, its employees and
clients supported ADRA with over CZK 750 000.

In May, the already ninth year of the Equa Bank Family
Business of the Year started, a best family business
competition, organised by the Association of Small and
Medium-Sized Enterprises and Crafts of the Czech Republic.
Equa bank has been the association’s long-term general
partner. The aim of this competition is to award and make
visible small and medium-sized family businesses on
the Czech market.
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EXPECTED DEVELOPMENT OF EQUA BANK
IN THE SECOND HALF OF 2020
Despite complications expected from the further
development of the COVID-19 pandemic, Equa bank will
continue in its long-term strategy and in the development
of its chosen business model. On the one hand, it is based
on simple, attractive and free-of-charge products and
services, on the other hand on stable growth in receivables
with a balanced proportion of loans and deposits.
The continued digitalisation and modernisation of banking
will be of crucial importance for Equa bank in all key areas,
from current accounts to loans, investments, mobile and
internet banking, mortgage loans, and insurance.
In the second half of the year, Equa bank expects its clients’
increased interest in digital services, especially mobile
banking. The sale of new loans will partially depend on
measures adopted during the further development of
the Covid-19 pandemic. In accordance with the long-term

strategy and business model, a balanced ratio of loans
and deposits will continue to be maintained. Net interest
income will remain on a similar level as last year, as higher
revenues from the growing loan portfolio will cover both
lower revenues from the placement of free liquidity and the
increase in interest expenses, which is connected with the
growing balance of deposits and their higher price. A slightly
higher establishment of loss allowances continues to be
expected, especially to the portfolio of consumer loans.
Operating expenses should continue to grow at the current
rate, and we thus expect a lower annual profit after tax than
in 2019.

Introduction

/ 9

SELECTED ECONOMIC INDICATORS
KPI

Basic indicators

Number of employees

Average FTE number of employees

on a consolidated basis as at 30 June

on a consolidated basis

1H 2020

644

1H 2020

645

1H 2019

644

1H 2019

640

Net profit

Net profit

(MCZK)

on a consolidated basis (MCZK)

1H 2020

119

1H 2020

113

1H 2019

252

1H 2019

230

Total assets

Equity

on a consolidated basis (MCZK)

on a consolidated basis (MCZK)

1H 2020

71 100

1H 2020

5 198

FY 2019

63 279

FY 2019

5 093

Profitability and efficiency ratios
Capital adequacy ratio
(%)

Return on average equity
(Tier 1) (ROAE) (%)

Return on average equity
on a consolidated basis (Tier 1) (ROAE) (%)

1H 2020

17.92%

1H 2020

4.92%

1H 2020

4.90%

1H 2019

16.16%

1H 2019

11.43%

1H 2019

10.89%

Return on average assets (ROAA)
(%)

Return on average assets (ROAA)
on a consolidated basis (%)

Assets per employee
on a consolidated basis (MCZK)

1H 2020

0.35%

1H 2020

0.33%

1H 2020

110.3

1H 2019

0.89%

1H 2019

0.81%

1H 2019

89.2

Administrative costs per employee
on a consolidated basis (MCZK)

LCR
(Liquidity Coverage Ratio)

Cost / Income Ratio
on a consolidated basis

1H 2020

1.64

1H 2020

563%

1H 2020

64.9%

1H 2019

1.55

1H 2019

294%

1H 2019

60.3%

Net profit per employee
on a consolidated basis (MCZK)

1H 2020

0.35

1H 2019

0.72

Capital

Total capital

Tier 1 capital
(MCZK)

(MCZK)

Tier 2 capital
(MCZK)

1H 2020

5 636

1H 2020

4 919

1H 2020

717

1H 2019

5 082

1H 2019

4 609

1H 2019

473
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DEFINITION OF THE ALTERNATIVE PERFORMANCE
INDICATORS
Alternative performance measures and their definitions are disclosed by the Bank as they are neither a standard component
of financial statements, nor regulated by IFRS. They are therefore alternative performance measures under the Guidelines
on Alternative Performance Measures issued by the European Securities and Markets Authority.
Alternative performance measures are intended to provide an auxiliary tool for assessing performance. The Bank discloses
them as it views them as important indicators of its overall financial condition, and its development over time.
Cost / Income Ratio
Cost = Total administrative expenses and depreciation and amortisation in the following the Consolidated statement of
profit or loss and other comprehensive income
Income = Total of net interest and similar income, net fee and commission income, net income from financial operations
and net operating income in the following the Consolidated statement of profit or loss and other comprehensive income

Return on average original capital (Tier 1) (ROAE) (%)
ROAE = Return on Average Equity, ratio indicator reflecting the rate of return on invested capital
ROAE = Net profit / the 7-point average of the amount of the Tier 1 capital
Net profit = „Profit for the Period“ line in the Profit and Loss Statement
7-point average Tier 1 capital = average Tier 1 capital from the last calendar day of the previous year to the last calendar
day of the first half of the current year. In the Issuer’s report only the start and end values for the period are available,
particularly in the Risk Management in part c) Capital management in the „Tier 1 capital“ line. To calculate the ROAE indicator
more accurately, monthly values and their 7-point average are used. Monthly values are not available in the Issuer’s report,
these data are from the company‘s management accounting.

Return on average assets (ROAA) (%)
ROAA = Return on Average Assets, ratio reflecting rate of return of total assets
ROAA = Net profit / 7-point average total assets
Net profit = „Profit for the Period“ line in the Profit and Loss Statement
7-point average Total Assets = average total assets since the last calendar day of the previous year to the last calendar
day of the first half of the current year. In the Issuer’s report, only the start and end values for the period are available in
the Statement of Financial Position in the line „Total Assets“. To calculate the ROAA, the monthly values and their 7-point
average are used. Monthly values are not available in the Issuer’s report, data are taken from the company‘s management
accounts.		
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AFFIRMATION
The undersigned hereby certify that to the best of their knowledge, the consolidated semi-annual report, including the Bank’s
separate financial statements, present a true and fair view of the financial position, business activities and the results of
operations of Equa bank and its consolidated group for the past six months and of the prospects of future development of
financial position, business activities and the results of operations.

Petr Řehák
Chairman of the board of directors

Monika Kristková
Member of the board of directors

The information stated in general part of this report were not audited.
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Condensed consolidated
interim financial statements
for the six-month period ended 30 June 2020
prepared in compliance with IAS 34 Interim Financial Reporting

1
Contents

Company name: Equa bank a.s.
Registered office: Karolinská 661/4, Praha 8
Identification number: 47116102
Date of preparation of the consolidated financial statements: 29 July 2020

CONDENSED CONSOLIDATED INTERIM STATEMENT
OF FINANCIAL POSITION AS AT 30 JUNE 2020			
MCZK

ASSETS

Note

30.06.2020

31.12.2019

11,12

1 547

1 132

Receivables from banks

12

18 128

12 681

Financial assets at fair value through profit or loss

15

3

8

Securities

14

1 934

1 142

Receivables from customers

13

47 736

46 623

Intangible fixed assets

765

738

Tangible fixed assets

410

409

Cash in hand and balances with central banks

Deferred tax assets

25

170

195

Other assets

16

305

297

102

54

71 100

63 279

Prepaid expenses and accrued income
TOTAL ASSETS
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CONDENSED CONSOLIDATED INTERIM STATEMENT
OF FINANCIAL POSITION AS AT 30 JUNE 2020			
MCZK

LIABILITIES

Note

Due to banks

30.06.2020

31.12.2019

48

59

Due to customers

17

62 134

55 474

Financial liabilities at fair value through profit or loss

15

7

6

Liabilities from issued debt securities

18

2 010

1 105

Subordinated debt

21

891

879

7

10

644

492

65 741

58 025

Provisions
Other liabilities

19, 20

Total liabilities

EQUITY
Registered capital

23

2 260

2 260

Other capital funds

24

2 292

2 270

3

11

643

552

5 198

5 093

161

161

71 100

63 279

Gains (losses) from revaluation
Retained earnings (or accumulated losses)

24

Total equity

Non controlling interests
TOTAL LIABILITIES AND EQUITY

22
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CONDENSED CONSOLIDATED INTERIM STATEMENT OF
PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE PERIOD FROM 1 JANUARY 2020 TO 30 JUNE 2020
MCZK

1.1. 2020 30.6. 2020

1.1. 2019 30.6. 2019

Interest and similar income

1 249

1 114

Interest income calculated the effective-interest method

1 249

1 114

Interest expense and similar charges

(280)

(149)

969

965

Fee and commission income

74

73

Fee and commission expense

(59)

(55)

Note

Net interest income

5

Net fee and commission income

6

15

18

Net income from financial operations

7

34

40

Net other operating income

8

(19)

(21)

Administrative expenses

9

(528)

(496)

(120)

(108)

351

398

(212)

(115)

139

283

(26)

(53)

113

230

-

11

113

219

Change in fair value of securities recognised in OCI

(8)

(1)

Other comprehensive income, net of tax

(8)

(1)

105

229

Depreciation and amortisation
Profit for year before tax and net impairment of loans and
receivables and AFS
Net impairment of loans and receivables

10

Profit for year before tax
Tax expenses

25

Profit for year after tax
Profit/loss for the period attributable to minority interest
Profit attributable to persons with the interest in the bank´s equity

Items that are or might be reclassified to profit or loss

Total comprehensive income
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CONDENSED CONSOLIDATED INTERIM STATEMENT OF
CASH FLOWS FOR THE PERIOD FROM 1 JANUARY 2020
TO 30 JUNE 2020

MCZK

1.1. 2020 30.6. 2020

1.1. 2019 30.6. 2019

139

283

120

108

212

115

(3)

-

15

6

5

Receivables from customers

13

(1 325)

(3 324)

Other assets

16

(51)

(26)

(11)

83

17

6 660

849

19, 20

86

119

20

31

27

5 864

(1 761)

Note
CASH FLOWS FROM OPERATING ACTIVITIES
Profit for the year before tax
Adjustments for:
Depreciation and amortisation
10

Net additions of loan loss allowances
Change in provisions
Revaluation of financial assets/liabilities at fair value
Changes in operating assets:

Changes in operating liabilities:
Due to banks
Due to customers
Other liabilities
Rent paid
Net cash from/(used in) operating activities
CASH FLOWS FROM FINANCING ACTIVITIES
Payments related to the repayment of issued debt securities

18

(595)

-

Received payments from the issued debt securities

18

1 500

-

905

-

(101)

(89)

Net cash from/(used in) financing activities
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of tangible and intangible assets
Proceeds from the sale of tangible and intangible assets

-

-

Acquisition of securities

14, 15

(1 012)

-

Proceeds from securities

14, 15

206

-

Net cash from/(used in) investing activities

(907)

(89)

Increase in cash and cash equivalents

5 862

(1 850)

Cash and cash equivalents at the beginning of the period

11,12

13 813

12 723

Cash and cash equivalents at the end of the period

11,12

19 675

10 873

Interest received*

1 116

1 049

Interest paid*

(250)

(155)

*Interest received and Interest paid are included within cash flows from operating activities

Condensed consolidated interim financial statements
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CONDENSED CONSOLIDATED INTERIM STATEMENT
OF CHANGES IN EQUITY FOR THE PERIOD FROM
1 JANUARY 2020 TO 30 JUNE 2020
MCZK

Opening balance 1 January 2019

Registered
capital
2 260

Other
capital
funds
2 251

Revaluation
gains (losses)

Retained
earnings

9

195

Non controlling

Total

interests
134

3 453

Transactions with owners of the
company
Transfers to funds

19

(19)

-

Utilisation of funds
Total comprehensive income
Profit for the year after tax

219

11

230

Other comprehensive income,
net of tax
Change in fair value of securities
recognised in OCI

(1)

(1)

Balance 30 June 2019

2 260

2 270

8

395

145

3 682

Opening balance 1 January 2020

2 260

2 270

11

552

161

5 254

Transactions with owners of the
company
Transfers to funds

22

(22)

Impact of changes
in accounting policies
Total comprehensive income
Profit for the year after tax

113

113

Other comprehensive income,
net of tax
Change in fair value of securities
recognised in OCI
Balance 30 June 2020

(8)
2 260

2 292

3

(8)
643

161

Condensed consolidated interim financial statements
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Equa bank a.s.
Notes to the condensed
consolidated interim
financial statements
for the six-month period ended 30 June 2020

2
Contents

1. BASIC INFORMATION
(a) Description and principal activities of
the Bank as the consolidating entity
Establishment and description of the Bank
The consolidating entity Equa bank a.s. (“the Bank” or
“the consolidating entity”) was incorporated and registered
in the Commercial Register on 6 January 1993 as IC Banka,
a.s., which initiated its business activity in April 1994.
In May 2007, IC Banka, a.s. was taken over by the Italian
banking group Banco Popolare, and on 10 September 2007
was renamed to Banco Popolare Česká republika, a.s.
In June 2011 the Bank was taken over by Equa Group
Limited, with its registered office at B2, Industry Street,
Qormi, QRM 3000, Republic of Malta, which is the Bank’s
sole shareholder. The Bank was subsequently renamed to
Equa bank a.s. on 27 June 2011.
The principal activities of the Bank are retail and corporate
banking.
Company name and registered office

Changes in the board of directors and supervisory board in
the accounting period
During the first half of 2020 based on the sole shareholder´s
decision within the scope of the Bank´s general meeting
Peter Bramwell Cartwright was elected a member of
the supervisory board for the next period with effect from
22 June 2020.
Organisational structure of the Bank
The internal organisational and management structure
respects the regulatory requirements for the segregation
of duties. In the course of the first half of 2020, the Bank’s
organisational and management structure was continuously
adjusted to changes connected with the goals and strategy
of the Bank. All changes were considered and implemented
taking into account compliance with internal standards
set by the internal management and control system, and
taking into account regulatory requirements as stipulated
by Decree No. 392/2017 Coll., on the performance of
the activity of banks, credit unions, investment firms and
securities dealers, as amended.
The Bank’s organisational structure consists of separate
organisational units arranged in a linear management
structure. It comprises divisions managed by individual
members of the board of directors; divisions are further
divided into organisational units. The organisational
structure includes bank branches, financial centres and
“mini branches”.

Equa bank a.s.
Karolinská 661/4
186 00 Praha 8
Czech Republic
Identification number
47116102
The Bank issues all obligatory published information
in accordance with Section 8 of Regulation of
the European Parliament and of the Council (EU) No.
575/2013 of 26 June 2013 at the following web address:
ht tp://w w w.equabank.cz/dulezite- dokument y/povinneuverejnovane-informace

Pursuant to Act No. 21/1992 Coll. on Banks, as amended,
the Internal Audit Department has a special position within
the Bank’s organisational structure. The internal audit
carries out its activity independently and reports directly to
the Bank’s board of directors.

(b) Description of the consolidated group
Members of the board of directors and supervisory board as
at 30 June 2020
Members of board of directors
— Petr Řehák (Chairman)

The consolidated group which contained EFS at the time, was
formed in July 2011, when the Bank’s sole shareholder made
in-kind contribution to registered capital of the Bank in the form
of 100% share in EFS. By a decision of its sole shareholder of
19 December 2017, the Subsidiary was abolished with liquidation
as of 1 January 2018 and a liquidator of the company was
appointed. The company was removed from the Commercial
Register on 10 July 2018. In 2015, Equa Sales & Distribution s.r.o.
controlled by the Bank has become part of the consolidated
group.

— Tomáš Dvořák
— Monika Kristková
— Pavel Sedláček
— Brett Matthew Belcher
Members of supervisory board
— Peter Bramwell Cartwright (Chairman)
— Edward Green
— Ondřej Hák

The consolidated group (“the Group”) as at 30 June 2020
comprises Equa bank a.s. together with the controlled entity
Equa Sales & Distribution s.r.o.

While not holding any shares in equity or voting rights in
Equa Sales & Distribution s.r.o., the Bank nonetheless exerts
controlling influence in this entity via a personal connection
through which the members of the Bank’s top management
exercise the office of the company’s authorised representatives
and share control over and responsibility for the departments
of Equa Sales & Distribution s.r.o. alongside their positions in
the Bank. Controlling influence is also exerted over joint strategic,
financial and sales planning. Equa Sales & Distribution s.r.o.
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serves as key intermediary for the Bank’s financial products,
and its activities and business results directly influence
the Bank’s revenues. By influencing the management and
business operations of Equa Sales & Distribution s.r.o., the Bank
also impacts the volume of its revenues.
The controlled entity is consolidated by the full method in
accordance with International Financial Reporting Standards as
adopted by the EU.
The consolidated group operates only in the Czech Republic.

(c) Description and principal activities of the
controlled entity as the consolidated entity
Establishment and description of the sister Company
Equa Sales & Distribution s.r.o. („ESD” or the “controlled
entity”) was incorporated on 15 July 2014 by registration
in the Commercial Register in Prague under section C, file
number 228648. Its principal activity is the mediation of
sales of the financial products of Equa bank a.s.
The sole shareholder of ESD is Equa Group Limited,
the Parent Company of the consolidating entity, and within
the consolidated group it is an entity controlled by the Bank.
Company name and registered office
Equa Sales & Distribution s.r.o.
Karolinská 661/4
186 00, Praha 8, Karlín
Czech Republic
Identification number
03200663

Statutory body of the controlled entity as at 30 June 2020
— Tomáš Dvořák (statutory representative)
— Petra Skrbková (statutory representative)

(d) Basis of preparation of consolidated
financial statements
Basis for reporting and adopting the International Financial
Reporting Standards
These condensed consolidated interim financial statements
(hereinafter referred to as “financial statements”) have
been prepared in accordance with IAS 34 Interim Financial
Reporting and it should be interpreted in conjunction with
the latest consolidated financial statements for the year
ending 31 December 2019 („the last statutory financial
statements“).
These financial statements have been prepared using
the full consolidation method with the disclosure of
the controlled entity under minority interest.
The financial statements have been prepared on an accrual
basis, meaning that transactions have been presented in
the financial statements in the period to which they relate
in terms of substance and time.

The financial statements have been prepared under
the historical cost convention, except for selected financial
instruments that are stated at fair value.
All amounts are in millions of Czech crowns (MCZK), unless
otherwise stated. Numbers in brackets represent negative
amounts.
The financial statements have been prepared for the period
of 6 months ending 30 June 2020. As comparatives are
stated balances as at 31 December 2019 in the statement
of financial position and balances for 6 months ending
30 June 2019 in the income statement, the statement of
cash flows and the statement of changes in equity.
Going concern
The financial statements have been prepared on a going
concern basis. In making this assessment, the board of
directors has considered a wide range of information relating
to present and future conditions, including projections of
profitability, cash flows and capital resources.
The Bank’s response to the current situation regarding
COVID-19
The outbreak of the COVID-19 pandemic has resulted in
an extraordinary situation which has tested the Bank’s
control and supervision system. As part of the business
continuity management process, the Bank’s priority is
above all the health and safety of its clients and employees
and securing the standard operation of the Bank.
The Bank applied the first bank-wide measures to protect
its employees and clients as early as the second half of
February.
The operation was not endangered by the introduced
measures in any way as the Bank had been prepared
for a work-from-home regime and offers most of its
products online. All branches not part of shopping
centres maintained standard opening hours throughout
the emergency period. All employees exercised utmost
care to protect the health of clients and their own.
The Bank identified specific risks in connection with
COVID-19, including their quantification, and set up
monitoring to capture warning signals in time. Further,
the Bank prepared a new methodology for the calculation
of loan loss allowances. See Note 29 “Financial instruments
– credit risk”, which, among other things, takes into account
the future expected situation relating to COVID-19.
Within bank risks, the Bank continues to primarily
monitor risks related to business results for the entire
sales network, and to the movement in the approval
level, applications for repayment postponements, and
the number of payment and card transactions.
The main continuously monitored risks also include risks
relating to the movement in total receivables and deposits,
including the Cumulative Liquidity Gap 3M (survival
horizon) indicator. Operational risks primarily include
insufficient human resources, and the unavailability of
buildings, supplies, and information and communication
technologies.
With respect to the development of the COVID-19 pandemic
and its impact on the Bank’s operation and business
continuity, the Bank’s management is not aware of any
material impact endangering the further functioning of
the Bank in 2020. Although the situation has partially
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affected profit (loss), the Bank remained profitable in
the first half of 2020, and is expected to stay so according
to current assumptions. Based on the performed standard
stress tests, the Bank’s management is convinced that
the amount of its capital is sufficient, and that the Bank is
able to continue as a going concern.

(e) Other accepted standards and
interpretations issued but not effective for
the current accounting period (the Bank
does not expect significant impact)
Standards not yet adopted by EU

Functional and presentation currency
The Bank’s financial statements are presented in Czech
crowns (CZK), the Bank’s functional currency. All amounts
have been rounded to the nearest million, except when
otherwise indicated.

/

Amendments to IFRS 17: Insurance Contracts.

/

Amendments to IFRS 3: Business Combination

/

Amendments to IAS 16: Property, Plant and
Equipment

/

Amendments to IAS 37: Provisions, Contingent
Liabilities and Contingent Assets

/

Amendments to IFRS 16: Leases

/

Amendments to IFRS 4: Insurance Contracts

2. USE OF ESTIMATES
The preparation of the financial statements in conformity
with IFRS requires the Group’s management to make
estimates and assumptions that affect the amounts of
assets and liabilities reported at the balance sheet date,
disclosures about contingent assets and liabilities, and
income and expenses for the reporting period.
Estimates are primarily used to determine the fair value
of financial instruments for which no active market exists,
to measure intangible assets, to determine the amount of
right of use and lease liabilities, to assess the impairment of
assets, and to determine the amount of provisions.
As of 1 January 2018, estimates and assumptions include
the classification of financial assets. Financial assets are
measured based on the selected business model and
are assessed for SPPI (solely payments of principal and
interest) criteria, i.e. whether contractual cash flows are
solely payments of principal and interest on the principal
amount outstanding. Any significant growth in the credit
risk of a financial asset since its initial recognition is newly
assessed and future expectations for determining expected
credit losses are also implemented.

3.

The
Group’s
management
takes
into
account
the information available at the balance sheet date, and
actual results may differ from these estimates.
Information about critical judgements and estimates in
applying accounting policies that have the most significant
effect on the amounts recognised in the Bank’s condensed
interim financial statements is included in the following
notes:
/

deferred tax liability/asset – note 25;

/

net impairment loss on loans and receivables – note
10, 29;

/

lease liabilities– note 20;

/

fair value of financial assets and liabilities – note 31;

/

inclusion of Equa Sales & Distribution s.r.o. to
the consolidated group - notes 1 (b) and 22.

VALUATION METHODS

The Bank reports its financial assets and liabilities at amortised cost except for the following items:

Item

Valuation method

Financial assets at FVTPL

Fair Value

Securities (see note 14)

Fair Value

Financial liabilities at FVTPL

Fair Value

Non-financial assets and liabilities are reported at cost.
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4. ACCOUNTING POLICIES APPLIED
The accounting policies adopted in the preparation of
the Bank’s consolidated financial statements are set out
below:

(a)

Basis of consolidation

Business combinations
Business combinations are accounted for using
the acquisition method as at the acquisition date
– i.e. when control over the acquiree is transferred to
the Group. The consideration transferred in a business
combination is measured at fair value, same as
identifiable net assets acquired. Any goodwill is tested for
impairment, on annual basis. The amount of goodwill equals
the excess of the consideration transferred, the amount of
non-controlling interests and the fair value of pre-existing
equity interests in the acquiree over the net fair value
of identifiable assets acquired and liabilities assumed.
Any gain from bargain purchase is immediately recognised
in the consolidated statement of comprehensive income.
Costs relating to the acquisition are a part of the acquisition
cost of the investment. Any contingent modifications of
the consideration transferred are measured at fair value at
the acquisition date.

(b)

Transaction date

Depending on the type of transaction, the transaction
date is defined as the date of payment or collection of
cash; the date of purchasing or selling of foreign currency
or securities; date of payment or collection from
a customer‘s account; date of order to a correspondent
to make a payment, settlement date of the Bank’s
payment orders with the CNB clearing centre, the value
date according to a statement received from a Bank’s
correspondent (statement means SWIFT statement,
Bank’s notice, received medium, Bank statement or
other documents); the trade date and settlement date
of transactions with securities, foreign currency, options
or other derivatives; the date of issue or receipt of
a guarantee or opening credit commitment; the date of
acceptance of values into custody.
Accounting transactions involving the purchase or sale
of financial assets with a usual term of delivery (spot
transactions), as well as fixed term and option contracts,
are recorded in off-balance sheet accounts from
the trade date until the settlement date. Where financial
assets that are classified in portfolios subsequently
measured at fair value are involved, the financial assets
are revaluated starting from the purchase trade date to
the sale trade date.

Subsidiaries
Subsidiaries are investments controlled by the Group.
The Group controls an entity when it is exposed to, or
has rights to, variable returns from its involvement with
the entity and has the ability to affect those returns
through its power over the entity. The financial statements
of subsidiaries are included in the consolidated financial
statements from the date that control commences until
the date that control ceases.
Controlled entities
Controlled entities are all accounting entities over
which the Group exercises power; the Group is engaged
in revenues of the relevant entity and can influence
the amount of own revenues based on its power over
the entity. The Group’s consolidated financial statements
comprise the corresponding amount of a minority share of
the unit the Bank controls.
Loss of control
On the loss of control, the Group derecognises the assets
and liabilities of the subsidiary, any non-controlling
interests and the other components of equity related to
the subsidiary. Gains and losses arising from derecognition
are recognised in profit or loss. Any interest in the previous
subsidiary that the Group retains is measured at fair value
at the date that control is lost.
Transactions eliminated on consolidation
Intra-group balances and transactions, and any unrealised
gains and losses arising from intra-group transactions,
are eliminated in preparing the consolidated financial
statements. Unrealised losses are eliminated in the same
way as unrealised gains, but only to the extent of their
unimpaired portion.

(c)

Financial assets and liabilities

Recognition
The Bank initially recognises certain financial assets
and liabilities (e.g. receivables from clients, payables
to customers, subordinated liabilities, etc.) on the date
that they are originated. All other financial instruments
(including spot purchases and sales of financial assets)
are recognised on the trade date, which is the date that
the entity becomes a party to the contractual provisions of
the relevant instrument.
Financial assets or liabilities are initially recognised at
their fair value, which is adjusted for transaction costs.
This adjustment for transaction costs does not apply to
financial instruments measured at fair value recognised in
profit or loss (FVTPL). Transaction costs are costs directly
attributable to the acquisition or the issue.
Financial assets
On initial recognition, the Bank classifies financial assets as:
/

measured at amortised cost;

/

measured at fair value through other
comprehensive income (FVOCI); or

/

measured at fair value through profit or loss
(FVTPL).
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about future sales activity. However, information
about sales activity is not considered in isolation,
but as part of an overall assessment of how
the Bank‘s stated objective for managing
the financial assets is achieved and how cash flows
are realised.

A financial asset is measured at amortised cost if it meets
both of the following conditions and is not designated as
FVTPL:
/

it is held within a business model whose objective
is to hold financial assets to collect contractual cash
flows;

/

its contractual terms meet the SPPI criteria, i.e. its
cash flows that are solely payments of principal and
interest on the principal amount outstanding.

A debt instrument is measured at FVOCI only if it meets both
of the following conditions and is not designated as FVTPL:
/

an asset is held within a business model whose
objective is achieved by both collecting contractual
cash flows and selling financial assets; and

/

its contractual terms meet the SPPI criteria, i.e. its
cash flows that are solely payments of principal and
interest on the principal amount outstanding.

On initial recognition of an equity investment that is not
held for trading, the Bank may irrevocably elect to present
subsequent changes in fair value in OCI.
All other financial assets are classified and measured
at FVTPL.
In addition, on initial recognition the Bank may irrevocably
designate a financial asset that otherwise meets the
requirements to be measured at amortised cost or at FVOCI
as at FVTPL if doing so eliminates or significantly reduces an
accounting mismatch that would otherwise arise.

Financial assets that are held for trading and those that are
managed and whose performance is evaluated on a fair
value basis will be measured at FVTPL because they are
neither held to collect contractual cash flows nor held to sell
financial assets.
Assessment of SPPI criteria
For the purposes of this assessment, “principal” is defined
as the fair value of the financial asset on initial recognition
and “interest” is defined as consideration for the time value
of money, for the credit risk associated with the principal
amount outstanding for other basic risks and costs
(e.g. liquidity risk and administrative costs) as well as a profit
margin.
In assessing whether the contractual cash flows are solely
payments of principal and interest, the Bank will consider
the contractual terms of the instrument. This will include
assessing whether the financial asset contains a contractual
term that could change the timing or amount of contractual
cash flows such that it would not meet this condition.
In making the assessment, the Bank will consider:
/

contingent events that would change the amount
and timing of cash flows;

Business model assessment

/

leverage features;

The Bank will make an assessment of the objective of
the business model in which a financial asset is held
at a portfolio level because this best reflects the way
the business is managed and information is provided to top
management. The Bank considers any relevant information
and evidence available as at the assessment date.

/

prepayment and extension terms;

/

connection of interest amount and principal
payments to other underlying assets; and

/

features that modify consideration for the time
value of money - e.g. periodic reset of interest rates.

In particular, the following information is monitored:
/

the stated policies and objectives and the operation
of those policies in practice, including in particular
whether management‘s strategy focuses on
earning contractual interest revenue, maintaining
a particular interest rate profile in respect of financial
assets and liabilities that are funding those assets or
realising cash flows through the sale of assets;

/

how the performance of the portfolio is evaluated
and reported to the Bank‘s management;

/

the risks that affect the performance of the business
model (and the financial assets held within that
business model) and how those risks are managed;
and

/

how managers of the Bank are compensated
- e.g. whether compensation is based on the fair
value of the assets managed or the contractual cash
flows collected);

/

the frequency, volume and timing of sales in prior
periods, the reasons for such sales and expectations

The Bank holds a portfolio of long-term loans with a fixed
interest rate in respect of which it is entitled to propose
a review of interest rates as at the regular renewal date.
These renewal rights are limited by the market interest rate
at the time of review. Borrowers have either the option to
accept the revised interest rate or to repay the loan at its
nominal value without a penalty. Contractual cash flows
in respect of these loans are solely payments of principal
and interest on the principal amount outstanding. A change
in the interest rate corresponds to the consideration for
the time value of money, credit risk and other basic risks and
costs associated with the principal amount outstanding.
Loans and receivables
“Loans and receivables” in the statement of financial
position include:
/

loans and receivables measured at amortised cost;
on initial recognition measured at fair value including
amortised transaction costs, and subsequently
measured at amortised cost using the effective
interest rate;
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/

/

loans and receivables mandatorily measured at
FVTPL or designated at FVTPL; measured at fair value
with changes in fair values immediately recognised
in profit or loss; and
lease receivables.

Securities
“Securities” in the statement of financial position include:
/

/

debt securities measured at amortised cost which are
initially measured at fair value including amortised
direct transaction costs, and subsequently measured
at amortised cost using the effective interest rate; and
debt securities measured at FVOCI.

In respect of debt securities measured at FVOCI gains and
losses are recognised in OCI, except for the following items
that are recognised in profit or loss in the same manner as
financial assets measured at amortised cost:
/

interest revenue using the effective interest rate;

/

expected credit losses (ECLs) and their changes; and

/

foreign exchange gains and losses.

If a debt security measured at FVOCI is derecognised, all
cumulative gains or losses formerly recognised in OCI are
reclassified from equity to profit or loss.
Derecognition of securities
When debt securities measured at FVOCI or amortised cost
are sold, the entity uses the first-in, first-out method to
measure the disposal of the securities.
Reclassification
Financial assets may be reclassified after their initial
recognition only if the Bank changes the business model for
their management.
Financial liabilities
The Bank classifies its financial liabilities, other than financial
guarantees and commitments provided as measured at:
/

amortised cost; or

/

fair value through profit or loss (FVTPL).

a) the carrying amount of the asset (or part of the carrying
amount allocated to the part of the asset derecognised), and
b) the sum of (i) the consideration received (including any
asset acquired less the amount of any payable newly
accepted) and cumulative gain or loss that was reported
in equity is recognised in profit or loss.
Since 1 January 2018 any cumulative gain or loss recognised
in equity in connection with equity securities that are
designated as measured at fair value recognised in other
comprehensive income (FVOCI), is not recognised in profit
or loss upon derecognition.
There are instances when the unit concludes such
transactions in which it transfers assets reported in
the balance sheet, but retains all or substantially all the risks
and rewards associated with the financial assets or their
parts transferred. In such cases, the assets transferred are
not derecognised. For example, these transactions may
include borrowing of securities and repo transactions (see
note Repurchase and reverse repurchase agreements).
Upon transactions in which the entity does not transfer nor
retain substantially all the risks and rewards of ownership of
the financial asset, but it retains a control over the financial
asset, the entity continues to recognise the asset to the rate
of exposure to changes in the value of the asset transferred.
Financial liabilities
The entity derecognises a financial liability if its contractual
liabilities are discharged, cancelled or expired.
Modification of financial assets and liabilities
If financial flows of modified assets at amortised costs
do not differ significantly, no modification is performed to
derecognise a financial asset. In such a case, the Bank will
recalculate the gross carrying amount of the financial asset
and recognise any resulting adjustment as a modification
gain or loss in profit or loss. If the reasons for modification
are debtor’s financial difficulties, the gain or loss is
recognised together with an impairment loss. In other cases
they are recognised as interest revenue.
If modified significantly, financial assets and liabilities are
derecognised. Newly recognised assets and liabilities are
recognised at fair value. The difference between the carrying
amount of a derecognised asset or liability is recognised in
profit or loss.

Derecognition

Offsetting and presenting in net amounts

Financial assets

Financial assets and liabilities are offset and the net amount
is presented in the statement of financial position when
the Bank has a legal right to offset the amounts and intends
either to settle them on a net basis or to realise the asset and
settle the liability simultaneously.

The Bank derecognises a financial asset when
/

the contractual rights to the cash flows from
the asset expire, or

/

it transfers the rights to receive cash flows in
a transaction in which substantially all the risks
and rewards of ownership of the financial asset are
transferred or in which the entity does not transfer
or retain substantially all the risks and rewards of
ownership of the financial asset and when it does not
retain a control over the financial asset.

When derecognising the financial asset, the difference is

Income and expenses are presented on a net basis only when
permitted under the relevant IFRSs or such gains or losses
arising from the group of transactions similar to the unit’s
business activities.
Impairment of financial assets
The Bank will recognise loss allowance at the amount of
the expected credit losses (“ECL”) on a financial instrument
in respect of the following financial instruments that are not
measured at FVTPL:
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/

financial assets that are debt instruments;

/

lease receivables;

/

financial guarantees issued; and

/

loan commitments issued.

No impairment loss is recognised on equity investments.
The Bank will recognise loss allowances at an amount equal
to lifetime ECLs, except in the following cases, for which
the amount recognised will be 12-month ECLs:
/

debt investment securities that are determined to
have low credit risk at the reporting date; and

/

other financial instruments (other than lease
receivables) for which credit risk has not increased
significantly since initial recognition.

/

undrawn loan commitments: the present value of
the difference between the contractual cash flows
that are due to the Bank if the commitment is drawn
down and the cash flows that the Bank expects to
receive;

/

financial guarantee contracts: the expected
payments to reimburse the holder less any amounts
that the Bank expects to recover.

Restructured financial assets
If conditions of financial assets have been modified or
renegotiated, or if the existing financial assets are replaced
with new assets due to the debtor’s financial difficulties,
the Bank assesses whether the financial assets should be
derecognised and ECLs are estimated as follows:
/

If the restructuring does not result in derecognition
of the existing asset, the expected cash flows
from the modified financial assets are included in
the calculation of cash shortfalls from the existing
asset.

/

If the restructuring results in the derecognition of
the existing asset, the fair value of the new asset is
considered as the final cash flow from the existing
financial asset at the moment of its derecognition
– the amount is included in the calculation of cash
shortfalls from the existing financial asset.

The Bank sets expected credit losses (ECLs) to receivables
from clients on an individual or a portfolio basis.
Receivables from
customers

Stage 1

Stage 2

Stage 3

Consumer loans

Portfolio

Portfolio

Portfolio

Mortgages

Portfolio

Portfolio

Portfolio*

Commercial loans
without small
commercial loans

Portfolio

Individual

Individual

Small commercial
loans

Portfolio

*

Credit-impaired financial assets
Portfolio

Portfolio

Loan loss allowances to mortgages in Stage 3 may also be determined
on an individual basis in certain cases.

Commercial loans without small commercial loans and small
commercial loans are hereinafter referred to as “Commercial
loans”.
Loss allowances for lease receivables will always be measured
at an amount equal to lifetime ECLs.
The Bank considers a debt security to have low credit
risk when its credit risk rating is equivalent to the globally
understood definition of “investment-grade” and when
the credit risk has not increased significantly.
12-month ECLs are the portion of ECLs that result from
default events that are possible within the 12 months after
the reporting date.

At each reporting date the Bank assesses whether financial
assets recognised at amortised cost and debt financial assets
recognised at FVOCI are credit-impaired. A financial asset is
credit-impaired if one or more events that have a detrimental
impact on the estimated future cash flows of that financial
asset have occurred.
Evidence that a financial asset is credit-impaired includes
the following observable data about the following events:
/

significant financial difficulties of the issuer or
the borrower;

/

a breach of contract such as a default or past due
event;

/

restructuring of a loan or an advance by the Bank
on conditions that the Bank would not otherwise
consider;

/

it is becoming probable that the borrower will enter
bankruptcy or other financial reorganisation; or

/

the disappearance of an active market for that
financial asset because of financial difficulties.

Measurement of ECLs
ECLs are a probability-weighted estimate of credit losses and
will be measured as follows:
/

financial assets that are not credit-impaired at
the reporting date: the present value of all cash
shortfalls - i.e. the difference between the cash flows
due to the entity in accordance with the contract and
the cash flows that the Bank expects to receive;

/

financial assets that are credit-impaired at
he reporting date: the difference between the gross
carrying amount and the present value of estimated
future cash flows;

The loan in respect of which contractual conditions have
been modified due to the debtor’s financial difficulties, is
generally treated as credit-impaired, if there is no evidence
that the risk of non-collecting contractual flows has
decreased significantly and there are no other indications
of impairment. The loan that is more than 90 days past due
is considered as credit-impaired.
In assessing whether the investment in the state debt is
credit-impaired, the Bank considers the following factors:

Notes to the condensed consolidated interim financial statements

/ 26

/

market assessment of creditworthiness reflected in
income from bonds;

/

assessment of creditworthiness by rating agencies;

/

a country’s ability to enter capital markets with
a new bond issue;

/

probability of debt restructuring, as a result of
which bond holders incur losses due to voluntary or
obligatory debt remission;

/

international supporting mechanisms to provide
necessary support as a “last-instance creditor”
of the particular country and also a publicly
pronounced governmental and agency plan to
use these mechanisms in public pronouncements
– this includes the assessment of the depth of these
mechanisms and the ability to meet the requested
criteria irrespective of any political intention.

Recognition of loss allowances established based on ECLs in
the statement of financial position

For borrowings collateralised by securities acquired under
reverse repo transactions, such securities are maintained
under “Collaterals and pledges received” and presented at
fair value. The amount obtained through sale is recorded
as a collateralised borrowing under “Payables to banks”.
Income or expenses arising from repo transactions as
the difference between the selling and purchase price are
accrued over the period of the transaction and recognised
in the statement of comprehensive income as “Interest and
similar income” or “Interest expense and similar charges”.
Financial derivatives

Loss allowances are recognised as follows:
/

for financial assets measured at amortised cost: as
a decrease of the assets’ gross carrying amount;

/

for loan commitments and financial guarantee
contracts: generally as a provision;

/

for financial instruments that include both the drawn
and undrawn portion, the Bank cannot determine
ECLs separately for the loan commitment and
the drawn loan: the Bank thus recognises a combined
loss allowance for both parts – one is recognised as
a decrease in the gross carrying amount of
the drawn portion, and the other one exceeding
the gross carrying amount of the drawn portion is
recognised as a provision; and

/

Securities that are sold under a repurchase agreement
at a predetermined price continue to be recognised in
the statement of financial position as part of the portfolio
in which they were included prior to concluding the repo
transaction, and are measured in the same manner as
the rest of the portfolio (e.g. for available-for-sale securities,
at fair value with gains/losses on remeasurement recorded
in equity). The amount obtained through sale is recorded
as a collateralised borrowing under “Payables to banks” or
“Payables to customers”.

for debt instruments measured at FVOCI:
an adjustment relating to the expected credit losses
is recognised in profit or loss against the valuation
difference.

Write-off
Loans and debt securities are written-off (partially or fully)
if there is no realistic prospect that they will be repaid.
This generally applies to situations when the debtor has no
assets or sources of income that could generate sufficient
cash flow to repay the written-off amounts. However,
written-off financial assets can still be subject to recovery.
Repurchase and reverse repurchase agreements
From time to time, the Bank enters into contracts to sell
and buy back financial instruments at a specific future
date (“repo”) or to buy and sell back financial instruments
at a specific future date (“reverse repo”).
Securities (e.g. treasury bills) acquired as collateral with
respect to loans under reverse repo transactions are
maintained in the off-balance sheet item “Collaterals
and pledges received” and remeasured to fair value in
the off-balance sheet. The amount of the loan provided is
recognised under “Receivables from banks” or “Receivables
from customers”.

Financial derivatives held by the Bank comprise currency
swaps, under which the Bank purchases and sells the same
amount of one currency for another currency at two different
dates, and interest rate swaps, under which the participating
parties regularly exchange interest payments so that one
party pays (receives) a variable-rate payment and the other
pays (receives) a fixed-rate payment.
Derivatives held for trading
The Bank classifies all currency swaps as held for trading.
Although the vast majority of them are used for hedging
purposes, they do not meet the criteria for hedge accounting.
Derivatives held for trading also include interest rate
swaps that the Bank did not classify as hedging derivatives
upon acquisition, or that were not part of defined hedging
relationships at the reporting date.
Derivatives held for trading are recognised in the statement
of financial position at fair values. In the statement of financial
position, the fair values are presented under “Financial
assets/liabilities at fair value through profit or loss”, with
gains/losses on changes in the fair values recorded under
“Net gain or loss from financial operations” in the statement
of comprehensive income.
Hedging derivatives
Hedging derivatives comprise interest rate swaps that
the Bank decided to classify as hedging derivatives upon
acquisition and that are part of defined hedging relationships
at the reporting date. The hedged risk is the interest rate
risk to which the Bank is exposed due to timing differences
between interest-rate sensitive assets, liabilities and certain
off-balance sheet items. Interest rate swaps classified by
the Bank as hedging derivatives meet all of the following
criteria:
/

The hedge is in compliance with the Bank’s interest
rate risk management strategy.

/

At the inception of the hedge, the Bank documents
the hedging relationship, including the exact
identification of the hedged item, the hedging
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instrument, the risk being hedged and how the
effectiveness of the hedge will be assessed.
/

The hedging relationship is expected to be effective
throughout its duration.

/

The effectiveness of the hedge can be reliably
measured.

/

Changes in the fair values of the hedged and hedging
instruments are within a range of 80–125%.

The Bank hedges its interest rate risk exposure on a portfolio
basis, and this is recognised as a fair value hedge.
Hedging derivatives are measured at fair value and
presented under “Financial assets/liabilities at fair value
through profit or loss” in the statement of financial position.
For interest-rate sensitive instruments, gains and losses on
the remeasurement of hedged items and hedging derivatives
attributable to the hedged risk are recorded under “Interest
and similar income” or “Interest expense and similar charges”
in the statement of comprehensive income.
The effectiveness of hedging relationships is tested monthly,
both retrospectively and prospectively. The Bank will cease
to classify a derivative as a hedging derivative if any of
the following events occurs:
/

The hedging derivative expires or is terminated.

/

The hedge no longer meets the criteria for hedge
accounting.

/

The Bank revokes the designation.

If any of the above events occurs, any adjustments arising
from changes in the fair values of hedged instruments that
are measured at cost are reclassified to profit or loss no later
than the hedge item’s due date.

costs include incremental costs that are directly attributable
to the acquisition or issue of a financial asset or financial
liability.
Amortised cost and gross carrying amount of a financial asset
The amortised cost of a financial asset or a financial liability
is the amount at which the financial asset or liability
is measured at initial recognition minus the principal
repayments, plus or minus the cumulative amortisation
using the effective interest rate method of any difference
between the initial amount and the maturity amount and,
for financial assets, adjusted for any expected credit losses.
The gross carrying amount of financial assets is
the amortised cost of a financial asset, before adjusting for
any credit loss.
Calculation of interest income and expense
When calculating interest income or interest expense,
the effective interest rate is applied to the gross carrying
amount of unimpaired assets or to the amortised cost of
a liability.
Interest income in respect of financial assets that were
credit-impaired on initial recognition is calculated using
the effective interest rate method from the amortised cost
of an asset. Interest income in respect of assets that are no
longer credit-impaired is calculated using the gross carrying
amount.
Interest income in respect of financial assets that were
already credit-impaired on initial recognition is calculated
using the credit-adjusted effective interest rate method
from the amortised cost of an asset. Even if the credit risk
of an asset is subsequently decreased, the gross carrying
amount is not applied in the calculation of interest income.
Interest income and interest expense recognised in profit
or loss and other comprehensive income (“OCI”) includes:
/

interest on financial assets and liabilities measured
at amortised cost calculated using the effective
interest rate;

Interest income or expense from all interest-bearing
financial instruments except financial instruments
measured at fair value through profit or loss is recognised
using the effective interest rate and reported in profit or loss
in the line items “Interest and similar income” or “Interest
expense and similar charges” as part of revenue/expenses
from continuing operations.

/

interest on debt instruments measured at FVOCI
calculated using the effective interest rate;

/

the effective portion of changes in fair value of
hedging derivatives designated to hedge variable
interest cash flows in the period when the hedged
cash flows affect interest income or expense;

The effective interest method calculates the gross carrying
amount or amortised cost of a financial asset or a financial
liability that exactly discounts the estimated future cash
payments and receipts through the expected life of
the financial instrument to its net carrying amount. When
calculating the effective interest rate, the Bank estimates
future cash flows considering all contractual terms of
the financial instrument (but not future credit losses).
In respect of purchased or originated credit-impaired
financial assets the Bank uses the effective interest rate that
is calculated as the estimate of future cash flows including
expected credit losses.

/

the effective portion of changes in fair value of
hedging derivatives designated to hedge the fair
value of interest risk.

(d)

Interest

The calculation of an effective interest rate also includes
transaction costs and paid and received fees that are
an integral part of the effective interest rate. Transaction

Interest income and interest expense on all assets and
liabilities held for trading are considered as the Bank’s
auxiliary business operations and are recognised together
with all other changes in the fair value of assets and liabilities
in the net trading profit.
Interest income and interest expense on all financial
assets and liabilities measured at FVTPL are recognised
in net income from other financial instruments measured
at FVTPL.
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(e)

Fees and commissions

(g) Creation of provisions

Fees and commissions income/expense that is integral to
the effective interest rate with respect to a financial asset or
financial liability is included in the calculation of the effective
interest rate.
Other fee and commission income is recognised when
the related services are performed. Fee and commission
income is earned primarily from the provision of payment,
brokerage and investment services.
Fee income on impaired financial assets is recognised
upon the receipt of cash or the performance of the service
obligation, whichever occurs later.

The provision represents a probable cash outflow with
uncertain timing and amount. The provision is created, if
the following criteria are met:
/

a present obligation (legal or constructive) exists as
a result of a past event;

/

it is probable or certain that an outflow of economic
benefits will be required to settle the obligation
(“probable” means a probability exceeding 50%);
and

/

the amount of the obligation can be estimated
reliably.

Provisions to liabilities in foreign currency are created in
foreign currency.

(f) Fair value measurement
Fair value is the amount for which an asset could be
exchanged or a liability settled between market participants
in an arm’s length transaction at the measurement date
in the principal or, in its absence, the most advantageous
market to which the Bank has access at that date.

In accordance with note 4 (c) the Bank creates provision to
expected credit losses from off-balance sheet items (loan
commitments and guarantees).

In the absence of an active market for identical assets
or identical liabilities, such measurement is based on
assumptions reflecting observable market data and, in
the absence of such data, internal information that is
consistent with information that market participants would
use in a hypothetical transaction at the measurement date.

(h) Property, plant and equipment and
intangible assets

Observable inputs reflect market data obtained from
independent sources, while unobservable inputs reflect
the Bank’s market assumptions. Preference is given to
observable inputs. These two types of inputs form the basis
for the following fair value hierarchy:
Level 1 – quoted prices for identical instruments in active
markets;
Level 2 – quoted prices for similar instruments in active
markets; quoted prices for identical or similar instruments
in markets that are not active; and model-derived valuations
whose inputs are observable or whose significant value
drivers are observable;
Level 3 – significant inputs to the valuation model are
unobservable.
The Bank has in place policies and procedures governing
the valuation of financial instruments. In addition,
the Bank has risk management teams for valuation review,
which includes independent valuation assessments for
certain instruments (e.g. treasury bills).
With regard to Level 3 valuations, the Bank performs
a variety of procedures to assess the reasonableness of
the valuations. Such reviews, which may be performed
quarterly, monthly or weekly, include an evaluation of
instruments whose fair value change exceeds predefined
thresholds (and/or does not change) and reflect current
interest rates, the currency and credit environment,
as well as other published data, such as rating agency
reports and current appraisals.

Items of property, plant and equipment and intangible
assets are measured at cost less accumulated depreciation
and any impairment losses over their estimated useful
lives.
Cost includes the purchase price of the asset, any costs
directly attributable to bringing the asset to the location
and condition necessary for it to be capable of operating
in the manner intended by management, and the initial
estimate of the costs of dismantling and removing
the item.
Items of property, plant and equipment and intangible
assets are depreciated on a straight-line basis over their
estimated useful lives as follows:
Software

3–8 years

Banking systems

2–8 years

Buildings
Fixtures and fittings
Equipment

50 years
5–10 years
3–5 years

Capital improvements to assets are depreciated on
a straight-line basis over the shorter of the lease term and
their remaining useful lives.
Assets’ residual values and useful lives are monitored
and adjusted if appropriate at each reporting date. Items
of property, plant and equipment are subject to annual
impairment reviews. If the carrying amount of an asset
exceeds its recoverable amount, the asset is adjusted
accordingly. The recoverable amount of an asset is
the greater of its fair value less costs to sell and its value in use.
Any gain or loss on disposal of an item of property, plant
and equipment (calculated as the difference between
the item’s carrying amount and the net proceeds from
disposal) is recognised in profit or loss.
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Software acquired by the Bank is measured at cost
less accumulated amortisation and any accumulated
impairment losses.
The costs of internally developed software are capitalised
if the Bank is able to demonstrate its intention and ability
to complete the development and use the software
to generate future economic benefits and the costs to
complete the development can be reliably measured.

Internally developed software is recognised at cost less
accumulated amortisation and impairment. Subsequent
expenditure on software is capitalised only when it
increases the future economic benefits embodied
in the specific asset to which it relates. All other
expenditure is expensed as incurred.

The right of use is subsequently depreciated on a straightline basis over the shorter of their estimated useful lives and
the lease term. The assumed useful life of the right of use
is determined on the same basis as the useful life for items
of property, plant and equipment and intangible assets;
this asset is further regularly reduced by potential losses
from impairment and adjusted for the certain revaluation
of the lease liability.
At the inception of the lease, the lease liability is measured
at the present value of the as yet outstanding lease
payments by the discounted incremental interest rate.
Lease payments include the following:
/

fixed payments, including the so-called essentially
fixed payments;

/

variable lease payments dependent on the index and
rate (at the inception of the lease, the index or rate
are used which exists as at the inception of the lease);

/

the amount which the lessee must pay as part of the
so-called guaranteed residual value;

/

the call option if the Bank expects its use, and lease
payments, including extension option if the Bank
is adequately certain that it will use the extension
option; and

/

penalties for lease termination.

Impairment of non-financial assets
At the end of each reporting date the Bank reviews
the carrying amounts of its non-financial assets to determine
whether there is any indication of impairment. If any such
indication exists, then the asset’s recoverable amount is
estimated. An asset’s recoverable amount is the greater of
the asset’s fair value less costs to sell and its value in use. An
impairment loss is recognised if the carrying amount of an
asset exceeds its recoverable amount.
Impairment losses are recognised in profit or loss.
An impairment loss may be reversed to the extent
that the new carrying amount does not exceed
the carrying amount that would have been determined if
no impairment loss had been recognised.

(i)

Leasing

A contract concerns a lease if the contract transfers the right
to control the use of the identifiable asset over a period of
time in exchange for consideration.
Individual contracts are assessed by the Bank to ascertain
whether the contract fulfils the definition of a lease,
i.e. whether:
/

the identifiable asset exists and if the lessor has
a material right to have the asset replaced by another
asset;

/

the Bank as the lessee has the right to obtain all
economic benefits over the term of their use;

/

the Bank has the right to manage the use of assets,
i.e. the lessor may not change the conditions of use.

At the start of the lease, the Bank recognises in
the statement on financial position:
/

the right of use of assets under “property, plant and
equipment”; and

/

the lease liability under “other liabilities”.

The right of use is measured at acquisition cost which
includes the initial amount of the lease liability adjusted
for all lease payments made on or before the inception
date, plus direct cost and an estimate of asset retirement
and the removal of the underlying asset or the renewal of
the underlying asset, minus lease incentive.

The lease liability is subsequently measured at amortised
acquisition cost using the effective interest rate method.
The liability is divided into the interest recognised in interest
expenses and the repayment recognised as the reduction of
the lease liability.
The liability is revalued in the case of a change in future
lease payments following from a change in the index or rate
if a change is made in the Bank’s estimates of the amount
due or if the Bank changes its estimates with respect to
the use of the call option, and the extension or termination
of the lease of the asset concerned.
If the liability is revalued, an adjustment to the carrying
amount of the right of use is simultaneously carried out in
the assets or directly in the income statement if the right
of use is fully depreciated, and the carrying amount of
the asset is thus zero.
The Bank applies an exemption from lease recognition
and does not account for rights of use and lease liabilities
if the lease term is 12 months and less, and/or the leased
assets are of low value. The Bank records lease payments
from such contracts directly in expenses on a straight
line basis over the lease term and recognises them under
“administrative expenses”.
If the Bank acts as the lessor, it assesses at the beginning of
the lease whether it is a finance lease or an operating lease.
Transitioning to IFRS 16, the Bank made no change to lease
recognition from the lessor’s point of view.

(j) Foreign currency translation
Upon initial recognition, transactions realised in foreign
currencies are translated to Czech currency using
the Czech National Bank (“CNB”) exchange rate for
the respective foreign currency.
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As at the balance sheet date, items expressed in foreign
currency are translated, depending on the nature of
the item, as follows:
/

monetary assets and liabilities in foreign currency
are translated using the CNB exchange rate
published on the balance sheet date;

/

non-monetary assets and liabilities at historical
cost expressed in foreign currency are translated to
Czech currency using the historical CNB exchange
rate published on the date of the transaction;

/

non-monetary assets and liabilities at fair value
expressed in foreign currency are translated to
Czech currency using the current CNB exchange rate
published on the date of fair value measurement.

Foreign exchange gains or losses arising from the translation
of foreign currency assets and liabilities are recognised in
the statement of comprehensive income as “Gain or loss
from financial operations”.

(k) Subordinated liabilities

The Bank has not issued any loan commitments valued
at FVTPL.
Guarantees provided are disclosed in note 26 (a).

(m)

Segment reporting

The Bank reports operating segments in accordance
with internal statements regularly presented to
the Bank’s board of directors, whose members are
the chief operating decision makers, i.e. a group of
individuals allocating resources to and assessing
the performance of the Bank’s individual operating
segments.
The Bank has the following operating segments:

Subordinated liabilities are liabilities for which it was
agreed that in the event of liquidation or bankruptcy,
judicial settlement will be paid only after full satisfaction
of all other obligations to other creditors, excluding those
that are bound by a similar subordination condition.
Subordinated liabilities are measured at amortised cost
and are presented in the statement of financial position
under “Subordinated liabilities”. Interest expense on
subordinated liabilities is presented in the statement
of comprehensive income under “Interest expense and
similar charges”.

(l)

Liabilities under financial guarantee contracts are
recorded initially at their fair value, which is generally
the fee received or the present value of the fee receivable.
Subsequently, financial guarantee liabilities are measured
at the higher of: the initial fair value less cumulative
amortisation; and the best estimate of the expenditure
required to settle the obligations.

Contingent assets and liabilities

Contingent assets/liabilities are possible assets/liabilities
that arise from past events and whose existence will be
confirmed only by the occurrence or non-occurrence
of one or more uncertain future events not wholly
within the control of the Bank. The Bank does not
recognise contingent assets/liabilities in the statement
of financial position but regularly monitors their status.
If the occurrence of an asset/liability becomes probable,
the Bank will recognise a provision in the statement of
financial position. If the occurrence of an asset/liability
becomes virtually certain, the Bank will recognise
the asset/liability in the statement of financial position.
Financial guarantees and loan commitments
Financial guarantees are contracts that require the Bank
to make specified payments to reimburse the holder for
a loss that it incurs because a specified debtor fails
to make payment when it is due in accordance with
the terms of a debt instrument.

/

retail banking – products and services provided to
individuals

/

corporate banking – products and services provided
to legal entities

/

other.

(n)

Taxation

Non-tax deductible expenses are added to, and
non-taxable income is deducted from, the profit for
the period to arrive at the taxable income, which is further
adjusted for tax allowances and relevant credits.
Deferred tax is determined based on the liability method
and reflects all temporary differences between the
carrying and tax value of assets and liabilities multiplied
by the income tax rate expected to be valid for future
periods. Temporary differences arise primarily from
non-tax deductible adjustments, from differences
between the accounting and tax depreciation of items of
property, plant and equipment and intangible assets, and
from the remeasurement of available-for-sale securities.
A deferred tax asset is recognised only if it is highly
probable that it will be utilised in future accounting
periods.
Deferred tax is calculated using the tax rate expected to
be valid in the period in which the tax asset is utilised or
the tax liability is settled. The effect of changes in tax rates
on deferred tax is recognised directly in the statement of
comprehensive income except where such changes relate
to items recorded directly in equity.

Loan commitments are firm commitments to provide
credit under pre-specified terms and conditions.
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(o)

Employee benefits

Employee benefits include bonus and incentive payments.
Bonus payments
Bonuses are used to motivate the Bank’s employees.
The bonus amount depends on meeting performance
indicators. Bonuses are paid annually at the end of
the quarter following the end of the reporting
period, with an advance payment made at the end of
the respective reporting period. During the reporting
period, a provision for bonuses is established, representing
the best estimate of the amount that will be paid.
Incentive payments
Incentives are performance-based sales bonuses for
personal bankers at branches and corporate bankers.
Sales bonuses are contingent upon meeting performance
targets, which are evaluated each quarter, and are partially
paid in the following quarter and in the first quarter
following the year-end.

(p) Correction of errors in previous
accounting periods and accounting policy
changes
Expenses or revenues of previous accounting periods
are charged to the profit and loss account of the current
period, unless the corrections relate to fundamental
errors relating to previous periods.
Corrections of fundamental errors in the recording of
accrued income and expenses and changes in accounting
policies are recognised in „Retained earnings or
accumulated losses from previous years“ in the Bank‘s
balance sheet.
In the accounting period ending 30 June 2020, the Bank
undertook neither a significant correction of errors nor
accounting policy changes.

Incentives are recognised on an accrual basis.
At the balance sheet date, the Bank reports a liability
representing the total amount of incentives for the fourth
quarter and amount to which entitlements arose in
previous accounting periods.
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5. NET INTEREST INCOME
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Interest income and similar income from
Loans

1 094

957

Deposits

39

42

Reverse repo transactions with the CNB

99

96

Bonds

11

12

4

5

(6)

(4)

Revaluation of hedged items

7

5

Other

1

1

1 249

1 114

239

122

1

1

Issued securities

18

11

Subordinated debt

20

14

2

1

Total

280

149

NET INTEREST INCOME

969

965

Trading derivatives
Transactions with hedging derivatives

Total

Interest expense and similar expense from
Deposits
Trading derivatives

Leasing

Interest income and interest expense calculated using the effective interest method for the following items are as
follows:

MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Financial assets at amortised cost
Financial assets at FVOCI
Interest income from financial assets not at FVTPL
Interest expense from financial liabilities at amortised cost

1 237

1 098

7

10

1 244

1 108

279

148
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6. NET FEE AND COMMISSION INCOME
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Commission and fee income from
Payments and account maintenance

8

11

Lending

22

24

Insurance fees

40

38

4

-

74

73

Payments

12

29

Commissions on deposit products

43

22

Card transaction fees

1

2

Other

3

2

Total

59

55

NET FEE AND COMMISSION INCOME

15

18

Investment products
Total

Commission and fee expense

7. NET INCOME FROM FINANCIAL OPERATIONS
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Gain/(loss) from trading derivatives transactions
Foreign exchange gain/(loss)
TOTAL

50

(15)

(16)

55

34

40
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8. NET OTHER OPERATING EXPENSES
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Operating income
Other income
Total

-

1

-

1

18

17

1

5

19

22

(19)

(21)

Operating expenses
Contribution to the deposit insurance fund and Resolution fund
Other expenses
Total
NET OTHER OPERATING INCOME
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9. ADMINISTRATIVE EXPENSES
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Wages and salaries paid to employees

242

232

78

76

6

5

27

22

326

313

Information technologies

69

58

Rent and related expenses

18

20

- short-term leases

6

11

- leases of low-value assets

1

1

11

8

Advertisement and marketing

62

64

Audit, legal and tax advisory

12

7

Other

41

34

Other administrative expenses

202

183

TOTAL

528

496

Social security and health insurance
Other employee expenses
of which:
Wages and salaries paid to:
key management
Total employee expenses

- other rent and related expenses

The average number of the Bank’s employees was as follows:
1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019
Employees

639

632

Members of the statutory body and other executives

5

5

Members of the supervisory board

3

3

647

640

TOTAL
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10. NET IMPAIRMENT OF LOANS AND RECEIVABLES

MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Creation and release of loan loss allowances and provisions

250

154

Income from previously written-off receivables

(38)

(40)

-

1

212

115

Write-offs of uncollectable receivables/losses
from ceded receivables from customers
NET IMPAIRMENT OF LOANS AND RECEIVABLES

Adjustments to receivables from customers
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Balance as at 1 January

641

580

Creation during the year

379

294

Release of adjustments no longer considered necessary

(129)

(140)

Use during the year/written-off receivables
Use during the year/ceded receivables

(251)

(150)

640

584

BALANCE AS AT 31 DECEMBER

Provisions to granted credit and guarantees
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Balance as at 1 January

10

6

Creation during the year

2

4

(5)

(3)

7

7

Release of provisions no longer considered necessary
BALANCE AS AT 31 DECEMBER

Unpaid off-balance sheet written-off receivables in recovery amounted MCZK 349 as at 30 June 2020 (as at
31 December 2019: MCZK 316).
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11. CASH AND CASH EQUIVALENTS
For the purposes of the cash flows statement, cash and cash equivalents comprise the following balances with maturities
of less than 3 months after acquisition:

MCZK

30. 06. 2020

31. 12. 2019

1 547

1 132

18 128

12 681

19 675

13 813

Cash in hand and balances with central banks
Receivables from banks
CASH AND CASH EQUIVALENTS

The Bank reports a minimum obligatory reserve requirement with the Czech National Bank as part of the „Cash in
hand and balances with the Central Bank“ line. The Bank may draw funds from the minimum obligatory reserve at
any time, provided that the average balance for the period reaches the minimum required level under the provisions
of the Czech National Bank.

12. RECEIVABLES FROM BANKS
MCZK

30. 06. 2020

31. 12. 2019

18 001

12 570

Term deposits

19

18

Nostro accounts

98

71

Advances granted to banks

10

22

18 128

12 681

Reverse repo transactions with the CNB

RECEIVABLES FROM BANKS

Reverse repo transactions with the CNB of MCZK 18 001 (as at 31 December 2019: MCZK 12 570) are secured by
a transfer of state treasury bills, whose market value as at 30 June 2020 was MCZK 17 638 (as at 31 December 2019:
MCZK 12 316) and has been recorded under “Collaterals and pledges received”.
All receivables from banks are in Stage 1 as at 30 June 2020 and as at 31 December 2019.
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13. RECEIVABLES FROM CUSTOMERS
(a) Classification of receivables from customers
MCZK

30. 06. 2020

31. 12. 2019

Commercial loans

12 788

13 146

Consumer loans

14 326

13 320

Mortgages

20 609

20 076

Overdrafts

653

722

Individual adjustment to receivables from customers

(328)

(448)

Portfolio adjustment to receivables from customers

(312)

(193)

47 736

46 623

30. 06. 2020

31. 12. 2019

409

567

Non-financial institutions

11 552

11 682

Non-profit organizations

10

5

638

647

34 639

33 162

799

753

48 047

46 816

TOTAL

(b) Analysis of receivables from customers by sector
MCZK
Financial institutions

Households / self-employed
Resident individuals
Non-residents
TOTAL

The amounts in the above table are stated net of the portfolio adjustment to receivables from customers.
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(c) Analysis of receivables from customers by sector and type of security received
Bank
guarantee

Mortgage

Bank deposit

Unsecured

Total

5

98

-

306

409

Non-financial institutions

81

8 327

287

2 857

11 552

Non-profit organizations

-

-

-

10

10

10

472

1

155

638

Resident individuals

-

18 897

-

15 742

34 639

Non-residents

-

526

-

273

799

96

28 320

288

19 343

48 047

Financial institutions

11

81

-

475

567

Non-financial institutions

71

8 179

164

3 268

11 682

Non-profit organizations

-

-

-

5

5

Households/self-Employed

9

468

-

170

647

Resident individuals

-

18 312

1

14 849

33 162

Non-residents

-

512

-

241

753

91

27 552

165

19 008

46 816

MCZK
As at 30 June 2020
Financial institutions

Households/self-employed

TOTAL

As at 31 December 2019

TOTAL

The amounts in the table above are stated net of the portfolio loan loss allowance to receivables from clients.
The item „unsecured“ includes also exposures or their parts secured by an instrument not considered by the Bank
to be high-quality collateral for the purpose of allowances or capital adequacy calculation.
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(d) Analysis of impaired receivables from customers by sector and type of security received
Bank
guarantee

Mortgage

Bank deposit

Unsecured

Total

Financial institutions

-

-

-

-

-

Non-financial institutions

4

189

1

150

344

Non-profit organizations

-

-

-

-

-

Households/self-employed

-

23

-

37

60

Resident individuals

-

68

-

102

170

Non-residents

-

2

-

6

8

4

282

1

295

582

-

-

-

-

-

Non-financial institutions

10

361

-

91

462

Non-profit organizations

-

-

-

-

-

Households/self-employed

-

32

-

35

67

Resident individuals

-

67

-

97

164

Non-residents

-

1

-

4

5

10

461

-

227

698

MCZK
As at 30 June 2020

TOTAL

As at 31 December 2019
Financial institutions

TOTAL

The amounts in the table above are stated net of the portfolio loan loss allowance to receivables from clients.
The item „unsecured“ includes also exposures or their parts secured by an instrument not considered by the Bank
to be high-quality collateral for the purpose of allowance or capital adequacy calculation.
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14. SECURITIES
MCZK
State bonds at amortised costs

30. 06. 2020

31. 12. 2019

1 325

311

565

585

44

246

1 934

1 142

State bonds FVOCI
Corporate bonds FVOCI
FINANCIAL ASSETS

Securities - FVOCI
(a) State bonds
MCZK

ISIN code

Issuer Maturity date

Currency

Interest rate

Amortised Revaluation
book value at fair value

Total
book
value

As at 30 June 2020
CZ0001003123

MFČR

18. 4. 2023

CZK

variable

511

4

515

CZ0001004105

MFČR

19. 11. 2027

CZK

variable

50

-

50

561

4

565

TOTAL
As at 31 December 2019
CZ0001003123

MFČR

18. 4. 2023

CZK

variable

521

13

534

CZ0001004105

MFČR

19. 11. 2027

CZK

variable

50

1

51

571

14

585

TOTAL

The Bank measures state bonds at fair value, gains/losses from revaluation are charged to equity in “Other comprehensive
income”. After taking into account deferred tax, the gain from revaluation amounts to MCZK 3 (as at 31 December 2019:
MCZK 2).
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(b) Corporate bonds
MCZK

ISIN code

Issuer Maturity date

Currency

Interest
rate

Amortised Revaluation
book value at fair value

Total
book
value

As at 30 June 2020
CZ0003515934

PASSERINVEST
FINANCE a.s

31. 3. 2023

CZK

5.25

20

-

20

CZ0003520603

Trigema real Estate
Finance a.s

19. 12. 2023

CZK

5.1

24

-

24

44

-

44

TOTAL

As at 31 December 2019
CZ0003515496

FINEP BARRANDOV
ZÁPAD k.s.

19. 6. 2020

CZK

3.75

48

-

48

CZ0003515934

PASSERINVEST
FINANCE a.s.

31. 3. 2023

CZK

5.25

20

-

20

CZ0003519407

EPH Financing CZ,
a.s.

16. 7. 2022

CZK

4.07

153

-

153

CZ0003520603

Trigema real Estate
Finance a.s.

19. 12. 2023

CZK

5.1

25

-

25

246

-

246

TOTAL

The Bank measures corporate debt securities at fair value, gains/losses from revaluation are charged to equity in
“Other comprehensive income”. After taking into account deferred tax, as at 30 June 2020 neither 31 December 2019 there is
no gain/loss from revaluation.
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Securities at amortised costs
(a) State bonds
MCZK
Issuer

Maturity date

Currency

Interest rate

Amortised
book value

CZ0001005367

MFČR

23. 2. 2021

CZK

fixed

200

CZ0001001945

MFČR

12. 9. 2022

CZK

fixed

111

CZ0001004469

MFČR

26. 6.2026

CZK

fixed

297

CZ0001005870

MFČR

14. 2.2025

CZK

fixed

506

CZ0001004105

MFČR

19. 11. 2027

CZK

variable

100

CZ0001004253

MFČR

17. 9.2025

CZK

fixed

111

ISIN code
As at 30 June 2020

TOTAL

1 325

As at 31 December 2019
CZ0001005367

MFČR

23. 2. 2021

CZK

fixed

200

CZ0001001945

MFČR

12. 9. 2022

CZK

fixed

111

TOTAL

311

All financial assets are in Stage 1 as at 30 June 2020 and 31 December 2019.

Notes to the condensed consolidated interim financial statements

/ 44

15. FINANCIAL ASSETS/LIABILITIES AT FAIR VALUE
THROUGH PROFIT OR LOSS
Contractual amounts
30. 06. 2020

MCZK

31. 12. 2019

purchase

sale

purchase

sale

34

(34)

16

(16)

1 310

(1 315)

1 016

(1 024)

400

(400)

400

(400)

1 744

(1 749)

1 432

(1 440)

Trading instruments
FX spot transactions
FX swap contracts
Hedging instruments
IR hedging swap
TOTAL

Fair value of financial assets/liabilities
30. 06. 2020

MCZK

31. 12. 2019

Assets

Liabilities

Assets

Liabilities

Trading instruments

3

6

-

6

Hedging instruments

-

1

8

-

3

7

8

6

TOTAL

The portfolio of financial assets and liabilities at fair value through profit or loss includes derivatives traded outside
the Stock Exchange, i.e. the interbank market („OTC“). The Bank closed these transactions to hedge its risk but not for
speculative purposes, see Note 4 (c).
From 1 July 2015, the Bank has implemented hedge accounting, namely fair value hedge. Hedging items include all
interest rate swaps in the portfolio of the Bank.
The portfolio of interest rate swaps is divided into two hedge relationships. For the first hedge relationship, the hedge
item is a portfolio of IRS fix legs and the hedged item is a defined amount of cash flow from the portfolio of mortgage
loans. For the second hedge relationship the hedge item is a portfolio of IRS variable legs and the hedged item is
a defined volume of savings accounts.
As all interest rate swaps in the Bank‘s portfolio are defined as hedges, they are recognised in the same way as before
the introduction of hedge accounting (i.e., they are measured at fair value with a direct impact on the profit and loss).
As at 30 June 2020, the book value of mortgage loans defined as a hedged item within hedge accounting amounted to
MCZK 401 (fair value adjustment: MCZK 0). As at 31 December 2019, the book value amounted to MCZK 394 (fair value
adjustment: MCZK 1).
As at 30 June 2020, the book value of savings accounts defined as a hedged item within hedge accounting amounted to
MCZK 202 (fair value adjustment: MCZK 0). As at 31 December 2019, the book value amounted to MCZK 403 (fair value
adjustment: MCZK 0).
Residual maturity of financial derivatives
All FX swap contracts of nominal value of MCZK 1 310 as at 30 June 2020 (as at 31 December 2019: MCZK 1 016) have
maturities of up to 3 months.
As at 30 June 2020 and 31 December 2019 the Bank does not classify any IR swaps as trading.
All hedging IR swaps as at 30 June 2020 with a nominal value of MCZK 400 (as at 31 December 2019: MCZK 400) are due
in 2020.
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16. OTHER ASSETS
MCZK
Other debtors
Long-term prepayments - MasterCard cash collateral
Rent deposit
TOTAL

30. 06. 2020

31. 12. 2019

-

8

284

269

21

20

305

297

17. DUE TO CUSTOMERS
Analysis of due to customers by sector
Repayable
on demand
– current and
saving accounts

Repayable
on demand –
other

Term deposits
with fixed
maturity

Total

97

-

-

97

4 018

-

2 967

6 985

71

-

-

71

Government sector

341

-

308

649

Non-profit organisations

351

-

198

549

Households / self-employed

508

-

14

522

45 701

52

5 179

50 932

2 248

2

79

2 329

53 335

54

8 745

62 134

MCZK

As at 30 June 2020
Financial institutions
Non-financial institutions
Insurance institutions

Resident individuals
Non-residents
TOTAL
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Repayable
on demand
– current and
saving accounts

Repayable
on demand –
other

Term deposits
with fixed
maturity

Total

129

-

-

129

3 931

-

2 678

6 609

70

-

-

70

Government sector

330

-

278

608

Non-profit organisations

283

-

193

476

Households / self-employed

480

-

34

514

39 193

30

5 967

45 190

1 788

1

89

1 878

46 204

31

9 239

55 474

MCZK

As at 31 December 2019
Financial institutions
Non-financial institutions
Insurance institutions

Resident individuals
Non-residents
TOTAL

18. LIABILITIES FROM ISSUED DEBT SECURITIES
As at 30 June 2020 (MCZK)
ISIN

Issue date

Maturity

Interest rate

Book value

Nominal value

CZ0002006893

19. 3. 2020

19. 3. 2025

1.65

1 502

1 500

CZ0002005804

28. 8. 2018

28. 8. 2021

2.22

508

500

2 010

2 000

TOTAL

As at 31 December 2019 (MCZK)
ISIN

Issue date

Maturity

Interest rate

Book value

Nominal value

CZ0002005036

19. 6. 2017

19. 6. 2020

1.2

603

600

CZ0002005804

28. 8. 2018

28. 8. 2021

2.22

502

500

1 105

1 100

TOTAL
Issued mortgage bonds are traded on the Prague Stock Exchange.

Pursuant to the Bonds Act and CNB measures, the nominal value, including the relative yield of mortgage bonds, is fully
covered by receivables from mortgage loans or their parts. As at 30 June 2020, the net book value of mortgage bonds was
covered by mortgage loans of MCZK 2 200 (as at 31 December 2019: MCZK 1 210).
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MCZK

30. 06. 2020

31. 12. 2019

1 105

1 102

18

22

(18)

(19)

Payments

(595)

-

Issued

1 500

-

2 010

1 105

As at 1 January
Accrued interest and fees
Interest and fees paid

TOTAL

19. OTHER LIABILITIES
MCZK

30. 06. 2020

31. 12. 2019

216

35

Various creditors

29

49

Liabilities to employees

28

29

Social security and health insurance

16

15

Estimated for bonuses and severance pay

64

56

4

5

75

104

212

199

644

492

Liabilities from collection and payments clearing

Deferred income and accrued expenses
Estimated liabilities
Lease liabilities (see note 20)
TOTAL

20. LEASE LIABILITIES
Lease liabilities are based on non-cancellable term of lease, considering options for which the Bank is more than
certain that it will use them.

MCZK

30. 06. 2020

31. 12. 2019

Up to 1 year

3

3

1 to 5 years

189

61

Over 5 years

30

147

Total undiscounted lease liabilities

222

211

Lease liabilities after taking into account discounts

210

199

3

3

207

196

Up to 1 year
Over 1 year

The lease liability includes indexations which are considered in the lease liability based on the amount known as at
30 June 2020, lease contracts do not contain any other variable items.
The amount of lease interest is stated in note 5 and other related expenses are stated in note 9.
Together with the lease liability, the Bank recognised the right-of-use of MCZK 201 as at 31 December 2019. During
the first half the year 2020, the right-of-use was increased by MCZK 36 due to contract modification and the acquisition
of new cars. Depreciation for the first half-year was MCZK 30. As at 30 June 2020, the final balance was MCZK 207.
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21. SUBORDINATED DEBT
(a) Subordinated deposits

MCZK

30. 06. 2020

31. 12. 2019

-

-

173

174

25

26

Government sector

-

-

Non-profit organisations

2

1

Households/self-employed

-

-

82

82

-

-

282

283

282

283

Financial institutions
Non-financial institutions
Insurance institutions

Resident individuals
Non-residents
of which: due within 1 year
due over 1 year
TOTAL

For a period of 6 months ended 30 June 2020, the Bank has not received any subordinated deposits. The average rate
of the whole portfolio is 4.77% per annum (as at 31 December 2019: 4.77% per annum). Part of subordinated deposits
is due in 2022 and part in 2023.
The deposit is established with reference to Section 41c), Article 2 of the Banking Act and with reference to Article 62
and subsequent Regulation of the European Parliament and the Council (EU) No. 575/2013 of 6 June 2013 on prudential
requirements for credit institutions and investment companies and amending Regulation (EU) no. 648/2012 („the CRR
Regulation”) and in accordance with the CRR Regulation may therefore be included in the Bank‘s capital.
In case of insolvency and liquidation, all Bank’s creditors will be divided by the order of their assets into different
classes. Receivables with a lower rank will be reimbursed only after the full satisfaction of all claims with a higher
ranking. Client‘s claims for the payment of any deposit amounts have the lowest order pursuant to Section 172,
Articles 1 and 2 of Act No. 182/2006 Coll., on Bankruptcy and Its Resolution (the Insolvency Act), as amended, with
the exception of additional Tier 1 capital instruments, which have a lower ranking.

MCZK
As at 1 January
Accrued interest
Interest paid
Received subordinated debt
TOTAL

30. 06. 2020

31. 12. 2019

283

283

6

13

(7)

(13)

-

-

282

283
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(b) Subordinated issued bonds
MCZK
Issue date

Maturity

Interest rate

Book value including
accrued interest

Nominal value

CZ0003704595

26. 9. 2017

26. 9. 2027

4.4

302

300

CZ0003704900

16. 9. 2019

18. 9. 2029

4.06

307

300

609

600

ISIN
As at 30 June 2020

TOTAL

As at 31 December 2019
CZ0003704595

26. 9. 2017

26. 9. 2027

4.4

295

300

CZ0003704900

16. 9. 2019

18. 9. 2029

4.06

301

300

596

600

TOTAL

Bonds from 2017 were issued in book-entry form, the nominal value of the issue is MCZK 300, payable in 2027, and is
an unsecured unconditional obligation. Based on a decision of the Bank‘s board of directors from 19 December 2017,
the issue is subject to a fixed interest rate of 4.40% per annum. Upon the expiration of 5 years from the date of issue,
if not repaid early based on the issuer‘s decision, the interest rate will correspond to the reference rate of the interest
rate swap rate in CZK over a period of 5 years increased by a margin of 3.09% per annum. The interest is payable
annually for the previous period.
Bonds from 2019 were issued in book-entry form, the nominal value of the issue is MCZK 300, payable in 2029, and is
an unsecured unconditional obligation. Based on a decision of the Bank‘s board of directors from 10 September 2019,
the issue is subject to a fixed interest rate of 4.06% per annum. Upon the expiration of 5 years from the date of issue,
if not repaid early based on the issuer‘s decision, the interest rate will correspond to the reference rate of the interest
rate swap rate in CZK over a period of 5 years increased by a margin of 2.50% per annum. The interest is payable
annually for the previous period.

MCZK

30. 06. 2020

31. 12. 2019

596

294

13

18

Interest and fees paid

-

(16)

Issued

-

300

609

596

As at 1 January
Accrued interest and fees

TOTAL
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22. CONSOLIDATION UNIT
Group companies included in the consolidation as at 30 June 2020, together with ownership interests:
Registered
Office

Scope of business

Karolinská
661/4, 186 00
Praha 8

Production, trade and
services not listed in
Annexes 1 to 3 of the
Trades Licensing Act.
Provision or mediation of
consumer credit

Name

Equity

Bank’s
share in
equity

Consolidation
method

As at 30 June 2020

Equa Sales &
Distribution s.r.o

161

0%

Full consolidation
method excluding
100% minority
interest

Group companies included in the consolidation as at 31 December 2019, together with ownership interests:
Registered
Office

Scope of business

Karolinská
661/4, 186 00
Praha 8

Production, trade and
services not listed in
Annexes 1 to 3 of the
Trades Licensing Act.
Provision or mediation of
consumer credit

Name

Equity

Bank’s
share in
equity

Consolidation
method

As at 31 December 2019

Equa Sales &
Distribution s.r.o

161

0%

Full consolidation
method excluding
100% minority
interest

The Bank applies decisive influence over Equa Sales & Distribution s.r.o., in which has no equity or voting rights, as it
can impose the appointment, election or dismissal of most of the persons who are members of the statutory body
of the company.
While not holding any shares in equity or voting rights in Equa Sales & Distribution s.r.o., the Bank nonetheless
exerts controlling influence in this entity via a personal connection through which the members of the Bank’s
top management exercise the office of the company’s authorised representatives and share control over and
responsibility for the departments of Equa Sales & Distribution s.r.o. alongside their positions in the Bank.
Controlling influence is also exerted over joint strategic, financial and sales planning. Equa Sales & Distribution s.r.o.
serves as key intermediary for the Bank’s financial products, and its activities and business results directly influence
the Bank’s revenues. By influencing the management and business operations of Equa Sales & Distribution s.r.o.,
the Bank also impacts the volume of its revenues.
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23. SHARE CAPITAL
The share capital of Equa bank a.s. recorded in the Commercial Register is MCZK 2 260 and has been fully paid up.
The share capital consists of 2 259 common shares with a nominal value of CZK 1 000 000 for each share and
10 common shares with a nominal value of CZK 100 000 for each share. The sole shareholder of Equa bank a.s. is
Equa Group Limited, QRM3000, Qormi, B2, Industry Street, Malta, registration number C 48269.
The number of shareholder votes is associated with a nominal value of their shares, so that each share with a nominal
value of CZK 100 000 (in words: one hundred thousand Czech crowns) has 1 (in words: one) vote and each share
nominal amounting to CZK 1 000 000 (in words: one million Czech crowns) accounts for 10 (in words: ten) votes.
All shares with a nominal value of CZK 1 000 000 (in words: one million Czech crowns) represent 22 590 (in words:
twenty-two thousand five hundred ninety) votes, and all shares with a nominal value of CZK 100 000 (in words: one
hundred thousand Czech crowns) represent 10 (in words: ten) votes. The total number of votes for shareholders in
Equa bank a.s. amounts to 22 600 (in words: twenty-two thousand six hundred) votes. There are no preferences and
restriction attaching to the Bank‘s shares, including restriction on distribution of dividends and the repayment of
capital.

Shareholders of the Bank as at 30 June 2020:

Name
Equa Group
Limited

Registered office

Number of
shares

Nominal value
of 1 share
(TCZK)

Nominal value
total (MCZK)

B2, Industry Street,
Qormi, QRM 3000, Malta

2 259

1 000

2 259

10

100

1

Share in
registered
capital (%)

100%

TOTAL

2 260

Shareholders of the Bank as at 31 December 2019:

Name
Equa Group
Limited

Registered office

Number of
shares

Nominal value
of 1 share
(TCZK)

Nominal value
total (MCZK)

B2, Industry Street,
Qormi, QRM 3000, Malta

2 259

1 000

2 259

10

100

1

Share in
registered
capital (%)

100%

TOTAL

2 260

No persons with a special relationship to the Bank held any shares of the Bank as at 30 June 2020 or 31 December 2019.

24. RETAINED EARNINGS OR ACCUMULATED
LOSSES FROM PREVIOUS YEARS, RESERVE FUNDS
AND OTHER CAPITAL FUNDS
Based on the sole shareholder decision within the scope of the Bank’s general meeting held on 31 March 2020, it was
approved that the profit for 2019 of MCZK 440 is to be divided as follows: allocation of MCZK 22 to reserve fund and
transfer of MCZK 418 to retained earnings.
Other capital funds are composed of deposits by a single shareholder. They include a fund for general banking risks
amounting to MCZK 677 as at 30 June 2020 (as at 31 December 2019: MCZK 677), other capital funds of MCZK 1 541
as at 30 June 2020 (as at 31 December 2019: MCZK 1 541) and a reserve fund of MCZK 74 as at 30 June 2020 (as at
31 December 2019: MCZK 52).
More information on equity is provided in the statement of changes in equity.
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25. INCOME TAX AND DEFERRED TAX
ASSET/LIABILITY
Income tax for a period of 6 months ended 30 June 2020 of MCZK 26 (as at 30 June 2020: MCZK -53) comprises exclusively
the year-on-year change in the recognised deferred tax asset.

(a) Current income tax
MCZK

1. 1. – 30. 06. 2020

1. 1. – 30. 06. 2019

139

283

(603)

(487)

Tax non-deductible expenses

572

499

Creation of tax loan loss allowances

(85)

Deduction of tax losses from previous years

(13)

(295)

Use of deductions for research and development

(10)

-

-

-

19 %

19%

–

–

Current year profit (loss) before tax
Income not liable to tax

Taxable income (+) / Tax loss (-)
Tax rate
CURRENT TAX

(b) Deferred tax liability/asset
Deferred income tax is calculated on all temporary differences using the tax rates expected to be valid in the following
period, i.e. 19% for 2020 and 2019. The table below shows deferred tax assets and liabilities calculated on individual
temporary differences:

MCZK

30. 06. 2020

31. 12. 2019

253

275

Tax loss from prior periods

6

9

Deduction for research and development

4

4

102

118

21

23

2

2

Temporary differences between accounting and tax costs

29

32

Accruing - consolidation difference

89

87

(83)

(80)

(82)

(77)

(1)

(3)

170

195

Deferred tax assets
of which:

Adjustments
Tangible fixed assets
Provisions

Deferred tax liabilities
of which:
Intangible fixed assets
Revaluation differences (securities - FVOCI)
NET DEFERRED TAX ASSET/(LIABILITY)
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The table below shows the reconciliation of actually reported tax and tax calculated based on the standard rate of
tax:

MCZK

30. 06. 2020

30. 06. 2019

139

283

26

54

-

(2)

Deduction for research and development

(2)

-

Impact of permanent tax non-deductible expenses

10

5

Impact of permanent non-taxable income

(8)

(4)

Income tax

26

53

Current year profit before tax
Theoretical income tax in 19% rate recognised to expenses
Effect of tax loss utilization*

*
As at 30 June 2019, the controlled entity managed to utilize greater part of tax losses carried forward arising from
periods 2015 and 2014 than originally expected. At the same time, the management of the controlled entity, in line
with the development of its financial results, assumes full utilization of the tax loss carried forward from the period
2016. The positive effect of the actual use of the relevant tax losses carried forward thus exceeded the recognized
deferred tax asset based on the tax losses carried forward.

In the first half of 2020, the Bank utilized all remaining tax losses carried forward from the 2015 tax period;
as at 30 June 2020 the Bank no longer includes a deferred tax receivable due to tax losses on individual basis
(as of 31 December 2019: CZK 2 million).
As at 30 June 2020, the controlled entity recognised on the individual level a deferred tax asset of MCZK 6
(as at 31 December 2019: MCZK 7) resulting from unused tax losses. The deferred tax asset was calculated from a tax
loss carried forward for taxable period 2016 in the total amount of MCZK 29 (as at 31 December 2019: for the tax
years 2015 and 2016 in total MCZK 37).
Overview of tax losses carried forward as at 30 June 2020:

MCZK
Creation of tax loss

Amount of tax loss

Expected use

Usability till

2016

29

29

2021

TOTAL

29

29

Overview of tax losses carried forward as at 31 December 2019:

MCZK
Creation of tax loss

Amount of tax loss

Expected use

Usability till

2015

17

17

2020

2016

29

29

2021

TOTAL

46

46

Based on the regularly updated financial forecast and historical experiences, the Bank’s and controlled company´s
management believes that current and expected future taxable profits will be sufficient to claim all of the tax losses
within 5 years from when the tax losses were incurred.
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26.CONTINGENT ASSETS AND LIABILITIES
(a) Commitments and guarantees granted
Revocable commitments and guarantees granted of MCZK 4 728 (as at 31 December 2019: MCZK 6 110) represent
commitments to customers of MCZK 3 939 (as at 31 December 2019: MCZK 5 385) and unused overdrafts limits of
MCZK 789 (as at 31 December 2019: MCZK 725). Commitments and guarantees are revocable in case of the failure to
comply with conditions by the client.

(b) Collaterals granted
The value of collateral granted related to mortgage bonds amounts to MCZK 2 200 as at 30 June 2020 (as at
31 December 2019: MCZK 1 210). See Note 18.

(c) Collaterals and pledges received
Collaterals and pledges received are measured at fair value considering the acceptance coefficients of the Bank up to
the secured loan exposure. Collaterals and pledges received hedge exposure to credit risk of receivables from clients
(see note 13 c), on the basis of the bank guarantees and reverse repo transactions with the CNB.
The value of collateral related to impaired receivables is MCZK 369 as at 30 June 2020 (as at 31 December 2019:
MCZK 511), of which MCZK 86 (as at 31 December 2019: MCZK 79) represents collateral for mortgage loans and MCZK
283 (as at 31 December 2019: MCZK 432) for commercial loans.

(d)

Values taken into custody, administration and deposit

As at 30 June 2020 the sum of values taken into custody, administration and deposit relating to the Bank clients’
investment instruments amounted to MCZK 479 (as at 31 December 2019: MCZK 381).

27. SEGMENT REPORTING
Segment results are reported in accordance with internal statements that are presented to the Bank’s board of directors/
chief operating decision makers, who use the information to allocate resources to and assess the performance of
individual segments.
The Bank has the following operating segments: Retail banking, Corporate banking and Other.
Retail banking focuses on the provision of products and services to individuals. This primarily comprises current and
savings accounts, term deposits, consumer loans and mortgages.
Corporate banking focuses on the provision of services to small and medium-sized enterprises. This primarily
comprises current and savings accounts, term deposits, overdrafts, business loans and mortgages.
The “unallocated” category includes transactions that do not fall into any of the above segments.
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Retail banking
MCZK

Corporate banking

Not categorised

Total

1. 1. 2020
1. 1. 2019
1. 1. 2020
1. 1. 2019
1. 1. 2020
1. 1. 2019
1. 1. 2020
1. 1. 2019
– 30. 06. 2020 - 30. 06. 2019 - 30. 06. 2020 - 30. 06. 2019 - 30. 06. 2020 - 30. 06. 2019 - 30. 06. 2020 - 30. 06. 2019

Interest income and
similar income from

936

752

282

246

31

116

1 249

1 114

Interest expense and
similar expense from

(210)

(101)

(63)

(33)

(7)

(15)

(280)

(149)

Net interest income
and similar income

726

651

219

213

24

101

969

965

Commission and fee
income

63

58

11

15

-

-

74

73

Commission and fee
expense

(59)

(55)

-

-

-

-

(59)

(55)

4

3

11

15

-

-

15

18

Gain or loss
from financial
operations

37

35

5

5

(8)

-

34

40

Total operating
income

767

689

235

233

16

101

1 018

1 023

Creation of loan loss
allowances

(276)

(122)

(105)

(176)

-

-

(381)

(298)

Use and release of
loan loss allowances

157

111

228

182

-

-

385

293

Net change of loan
loss allowances

(119)

(11)

123

6

-

-

4

(5)

Losses on ceded
and written-off
receivables

(76)

(45)

(140)

(65)

-

-

(216)

(110)

Operating income
adjusted for losses
on receivables

572

633

218

174

16

101

806

908

Operating expenses

(375)

(344)

(92)

(90)

-

-

(467)

(434)

(200)

(191)

Profit for year
before tax

139

283

Tax expenses

(26)

(53)

PROFIT FOR YEAR AFTER TAX

113

230

Net commission
and fee expense

Unallocated

The above table includes items that are regularly reported to the Bank’s board of directors/chief operating decision
makers.
Interest income in „Not categorised“ contains mostly income from reverse repo transactions.
The Bank has no client or group of related parties for which revenue from transactions exceeded 10% of the Bank’s
total revenues.
The Bank’s revenues are generated within the Czech Republic.
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28. RISK MANAGEMENT
The Bank is exposed to market risks (interest rate and currency) that arise as a result of standard banking operations with
clients (lending, receipt of deposits, execution of payment transactions).
The Bank does not execute trades to pursue market risk, i.e. it does not deal with options, forwards, swaps or other derivative
financial instruments (excluding derivatives used for hedging) or commodities including gold and does not actively trade in
shares and bonds (except for acquiring and issuing bonds for the purpose of managing its liquidity position).
The objective of interest rate risk management is to minimize the impact of market interest rates changes on the interest
margin and the economic value of the Bank‘s capital. The objective of currency risk management is to minimize the impact
of foreign exchange rates changes on the Bank‘s profit and loss.

(a)

Risk management

Liquidity risk
Liquidity risk is the risk that the Bank will become unable to settle its liabilities as they fall due or to finance its assets.
The liquidity risk of the Bank arises from the time and subject-matter mismatch of balance sheet assets and liabilities and
some off-balance sheet items.
The liquidity risk management process in the Bank is set in line with the principle of incompatibility of functions.
The liquidity position is measured and monitored by the Enterprise Risk Department (the Risk Management Division).
The liquidity position management is the responsibility of the Treasury Department (the Finance Division). The ALCO
committee, established by the Bank’s board of directors, is in charge of setting the overall liquidity risk management
strategy and monitoring its fulfilment.
Liquidity risk – monitoring and reporting
In line with applicable regulations, the Bank monitors the liquidity risk on a daily basis, by calculating a liquidity position
(expected net cash flows within defined time zones) in pre-defined liquidity management scenarios (including stress
scenarios). In addition to contractual maturities of assets and liabilities, individual scenarios consider other parameters
specific for the particular scenario, e.g. the Bank’s ability to realise its liquidity assets in the market, the Bank’s client
behaviour (real maturity of deposits, early repayment of loans, drawing of loan commitments, etc.).
The results are compared with the applicable set of limits for the liquidity risk expressing the maximum risk level acceptable
by the Bank (risk appetite) and are reported to members of the ALCO committee on a daily basis.
In addition, the liquidity risk is monitored using regulatory ratios – Liquidity Coverage Ratio (LCR) and Net Stable Funding
Ratio (NSFR). The Bank’s risk appetite is set so that if it is exceeded, regulatory limits are not exceeded and corrective
measures are adopted in time.
Liquidity risk – management
The liquidity risk management focuses on securing the Bank’s ability to settle its due liabilities in accordance with the Bank’s
risk appetite for liquidity risk. For this purpose the Bank uses a tool for operating and strategic liquidity management.
The operating liquidity management involves maintaining sufficient amounts on nostro accounts and on the account of
mandatory minimum reserves to minimise associated costs, based on consistent cash flow management. The operating
liquidity is based on cash flow forecast according to continuously updated information on expected movements on the
Bank’s nostro accounts – it is the responsibility of the Treasury Department.
The aim of the strategic liquidity management is to ensure sufficient sources of funds for the Bank’s activities in medium-term
and long-term horizons. For the strategic liquidity management an important tool is medium-term and long-term liquidity
forecasts, prepared by the Financial Planning and Analysis Department, which is regularly discussed with representatives
of individual business departments and presented monthly to the ALCO committee.
The Bank’s liquidity is secured mainly due to a wide and stable base of client deposits. The Bank takes a prudent approach
in its strategy and uses medium-term and long-term financing instruments (including issues of mortgage bonds).
The placement of free funds in the liquidity reserve is limited by internal rules, while these funds are primarily directed to
highly liquid assets – transactions with the Czech National Bank and state bonds of the Czech Republic.
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The following table shows items of the liquidity provision:

MCZK

Book value

Fair value

19 675

19 675

1 890

1 905

21 565

21 580

13 813

13 813

896

894

14 709

14 707

At as 30 June 2020
Cash in hand and balances with banks
State bonds not used as collateral
TOTAL
At as 31 December 2019
Cash in hand and balances with banks
State bonds not used as collateral
TOTAL
The liquidity provision includes only the financial assets not used for hedging.
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The following table shows the remaining contractual maturities of assets and liabilities of the Bank, which corresponds
to the expected residual maturity of these assets and liabilities.

Residual maturity of the Bank’s assets and liabilities
Up to 3
months

3 months
to 1 year

1 to 5
years

Over 5
years

1 547

-

-

-

-

1 547

18 128

-

-

-

-

18 128

Financial assets at fair value
through profit or loss

3

-

-

-

-

3

Securities

6

204

1 169

555

-

1 934

1 176

3 806

18 098

23 688

968

47 736

Fixed assets

-

-

-

-

1 175

1 175

Deferred tax assets

-

-

-

-

170

170

Other assets

-

-

-

-

305

305

Prepaid expenses and accrued
income

-

-

-

-

102

102

20 860

4 010

19 267

24 243

2 720

71 100

48

-

-

-

-

48

58 059

2 301

1 774

-

-

62 134

Financial liabilities at fair value
through profit or loss

6

1

-

-

-

7

Liabilities from issued debt
securities

9

7

1 994

-

-

2 010

23

2

276

590

-

891

Provisions

-

-

-

-

-

-

Other liabilities

-

-

-

-

644

644

Equity

-

-

-

-

5 359

5 359

TOTAL

58 145

2 311

4 044

590

6 010

71 100

Gap

(37 285)

1 699

15 223

23 653

(3 290)

-

Cumulative gap

(37 285)

(35 586)

(20 363)

3 290

-

-

Off-balance sheet assets

5 286

596

369

236

349

6 838

Off-balance sheet liabilities

1 354

417

47

44

-

1 861

Net liquidity risk
off-balance sheet

3 932

179

323

193

349

4 976

MCZK

Unspecified

Total

At as 30 June 2020
Cash in hand and balances with
central banks
Receivables from banks

Receivables from customers

TOTAL
Due to banks
Due to customers

Subordinated debt
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Residual maturity of the Bank’s assets and liabilities (continued)
Up to 3
months

3 months
to 1 year

1 to 5
years

Over 5
years

1 132

-

-

-

-

1 132

12 681

-

-

-

-

12 681

Financial assets at fair value
through profit or loss

-

8

-

-

-

8

Financial assets available for sale

4

60

1 027

51

-

1 142

1 310

3 891

17 396

22 968

1 058

46 623

Fixed assets

-

-

-

-

1 147

1 147

Deferred tax assets

-

-

-

-

195

195

Other assets

-

-

-

-

297

297

Prepaid expenses and accrued
income

-

-

-

-

54

54

15 127

3 959

18 423

23 019

2 751

63 279

59

-

-

-

-

59

50 377

3 187

2 005

-

(95)

55 474

Financial liabilities at fair value
through profit or loss

6

-

-

-

-

6

Liabilities from issued debt
securities

-

607

498

-

-

1 105

Subordinated debt

-

14

276

589

-

879

Provisions

-

-

-

-

10

10

Other liabilities

-

-

-

-

492

492

Equity

-

-

-

-

5 254

5 254

TOTAL

50 442

3 808

2 779

589

5 661

63 279

Gap

(35 315)

151

15 644

22 430

(2 910)

-

Cumulative gap

(35 315)

(35 164)

(19 520)

2 910

-

-

Off-balance sheet assets

6 439

522

385

214

316

7 876

Off-balance sheet liabilities

1 055

412

50

37

-

1 554

Net liquidity risk off-balance
sheet

5 384

110

335

177

316

6 322

MCZK

Unspecified

Total

As at 31 December 2019
Cash in hand and balances with
central banks
Receivables from banks

Receivables from customers

TOTAL
Due to banks
Due to customers

Unspecified receivables from customers include classified loans.
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The following table shows the remaining contractual maturities of financial liabilities and issued loan commitments
and guarantees of the Bank. Recognised amounts contain contractual undiscounted cash flows:

Residual maturity:
MCZK

Carrying Undiscounted
amount
cash flows

Up to 3
months

3 months
to 1 year

1 to 5
years

Over 5
years

Unspecified

As at 30 June 2020
Due to banks
Due to customers
Liabilities from issued debt
securities

48

48

48

-

-

-

-

62 134

62 218

58 079

2 307

1 832

-

-

2 010

2 146

11

25

2 110

-

-

891

1 005

23

2

305

675

-

7

7

-

-

-

-

7

580

580

-

-

-

-

580

65 734

66 068

58 161

2 334

4 247

675

587

4 728

4 728

4 728

-

-

-

-

Subordinated liabilities
Provisions
Other liabilities
Total non-derivative
financial liabilities
Issued loan commitments
and guarantees

MCZK

Carrying Undiscounted
amount
cash flows

Up to 3
months

3 months
to 1 year

1 to 5
years

Over 5
years

Unspecified

As at 31 December 2019
Due to banks
Due to customers
Liabilities from issued debt
securities

59

59

59

-

-

-

-

55 474

55 599

50 327

3 205

2 067

-

-

1 105

1 129

-

618

511

-

-

879

1 145

-

39

406

701

-

10

10

-

-

-

-

10

492

492

-

-

-

-

492

58 019

58 434

50 386

3 862

2 984

701

502

6 110

6 110

6 110

-

-

-

-

Subordinated liabilities
Provisions
Other liabilities
Total non-derivative
financial liabilities
Issued loan commitments
and guarantees

Derivative financial liabilities see note 15.
The Bank´s expected cash flows on some financial liabilities vary significantly from the contractual cash flows.
The principal differences are as follows:
/

demand deposits from customers are expected to remain stable or increase; and

/

unrecognised loan commitments are not all expected to be drawn down immediately.
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Interest rate risk
The Bank is exposed to interest rate risk arising from the time mismatch of interest-rate sensitive assets and liabilities
and some off-balance sheet items. The aim of the Bank`s interest risk management activities is to minimize fluctuations
of net interest income in accordance with the Bank’s strategy and interest rate risk limits approved by the board of
directors. In September 2019 the Bank issued Tier 2 mortgage bonds amounting to MCZK 300.
The Bank uses a gap analysis to manage the interest rate risk.The analysis is based on quantifying the mismatch
between interest-rate sensitive assets and interest-rate sensitive liabilities in view of their repricing dates. Interest rate
risk is measured on a daily basis except for net interest income, which is reported on a monthly basis.
In accordance with CNB requirements, the Bank also carries out stress testing of interest rate risk; the Bank simulates
the impact of movements or changes in the shape of the yield curve on the net interest income, or the Bank’s financial
results. Stress testing of interest rate risk is performed daily using different scenarios of market interest rates
development defined in “EBA guidelines“.
The Bank also carries out stress testing based on the parallel shift of the yield curve by 200 basis points and its impact
on the total capital and the profit of the Bank.

Change in economic value of equity as % of capital

30. 06. 2020

31. 12. 2019

Impact of interest rate shock

+200 basis points

2.52%

1.42%

Impact of interest rate shock

-200 basis points

4.11%

1.07%

The impact of the regulatory interest rate shock (+200bps) as at 30 June 2020 was MCZK 142 (2.52% of the Bank’s capital).
The impact of the regulatory interest rate shock (+200bps) as at 31 December 2019 was MCZK 79 (1.42% of the Bank’s
capital).
The impact of the regulatory interest rate shock (-200bps) as at 30 June 2020 was MCZK -232 (4.11% of the Bank’s capital).
The impact of the regulatory interest rate shock (-200bps) as at 31 December 2019 was MCZK 59 (1.07% of the Bank’s capital).

Change in annual net interest income

30. 06. 2020

31. 12. 2019

Impact of interest rate shock

+200 basis points

98

55

Impact of interest rate shock

-200 basis points

(126)

(135)

Independent monitoring of the Bank’s interest rate exposure against set limits is carried out on a daily basis.
Any excess is reported to the members of the board of directors. The interest rate position is reported to ALCO on
a monthly basis and is a regular part of the discussed agenda of this committee. Based on an analysis of client behaviour
(e.g. early repayments of loans, modelling the deposit on demand) the ALCO committee adjusts parameters for sorting
out assets and liabilities into time buckets of gap analyses.
Scenarios of Stress testing of interest rate risk (similarly in EBA guidelines Annex 3 EBA/GL/2018/02)
/

parallel shock up

/

parallel shock down

/

steepener shock

/

flattener shock

/

short rates shock up

/

short rates shock down

The Bank uses interest rate swaps (IRS) to manage interest rate risk. On 1 July 2015 the Bank started applying hedge
accounting.
In accordance with IAS 39 (IFRS as adopted by the EU), the Bank hedges its interest rate risk exposure on a portfolio
basis, and this is recognised as a fair value hedge. At the end of each month, the Bank calculates the change in the value
of the hedged and hedging portfolios.
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Interest-rate sensitivity of the Bank’s assets and liabilities
Over 5
years

Non-interest-rate
sensitive
items

Total

-

-

-

1 547

867

655

406

-

1 934

18 118

-

-

-

10

18 128

Receivables from customers

8 460

5 589

28 977

3 806

904

47 736

Financial assets at fair value
through profit or loss

-

-

-

-

3

3

28 131

6 456

29 632

4 212

917

69 348

48

-

-

-

-

48

Due to customers

41 497

2 286

1 757

-

16 594

62 134

Subordinated debt

25

-

276

590

-

891

Liabilities from issued debt
securities

9

7

1 994

-

-

2 010

Financial liabilities at fair value
through profit or loss

-

-

1

-

6

7

TOTAL

41 579

2 293

4 028

590

16 600

65 090

Gap

(13 448)

4 163

25 604

3 622

(15 683)

4 258

Cumulative gap

(13 448)

(9 285)

16 319

19 941

4 258

-

MCZK

Up to 3
months

3 months
to 1 year

1 547

-

6

1 to
5 years

As at 30 June 2020
Cash in hand and balances with
central banks
Securities
Receivables from banks

TOTAL
Due to banks
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Interest rate sensitivity of the Bank’s assets and liabilities (continued)
Over 5
years

Non-interest-rate
sensitive
items

Total

-

-

-

1 132

635

353

-

-

1 142

12 659

-

-

-

22

12 681

Receivables from customers

8 372

6 469

27 469

3 259

1 054

46 623

Financial assets at fair value
through profit or loss

-

-

8

-

-

8

22 317

7 104

27 830

3 259

1 076

61 586

59

-

-

-

-

59

Due to customers

35 528

3 169

1 987

-

14 790

55 474

Subordinated debt

7

7

276

589

-

879

Liabilities from issued debt
securities

-

607

498

-

-

1 105

Financial liabilities at fair value
through profit or loss

-

-

-

-

6

6

TOTAL

35 594

3 783

2 761

589

14 796

57 523

Gap

(13 277)

3 321

25 069

2 670

(13 720)

4 063

Cumulative gap

(13 277)

(9 956)

15 113

17 783

4 063

-

MCZK

Up to 3
months

3 months
to 1 year

1 132

-

154

1 to
5 years

As at 31 December 2019
Cash in hand and balances with
central banks
Financial assets available for sale
Receivables from banks

TOTAL

Due to banks

Currency risk
Currency risk management aims to eliminate potential losses from open currency positions as a result of economic and
market changes.
The Bank has set currency risk limits based on its net currency exposure in individual currencies. Furthermore, the Bank
has set an absolute limit for its total net currency exposure.
Independent monitoring is carried out on a daily basis.
Independent monitoring of the Bank’s exposure against set limits is carried out on a daily basis; excesses over the limits
are reported to the board of directors. The foreign currency position is reported to ALCO on a monthly basis and is
a regular part of the discussed agenda of this committee.

Notes to the condensed consolidated interim financial statements

/ 64

The Bank’s foreign currency position
EUR

USD

CZK

Other

Total

14

3

1 530

-

1 547

101

24

18 001

2

18 128

Financial assets at fair value through profit or
loss

-

-

3

-

3

Securities

-

-

1 934

-

1 934

250

-

47 486

-

47 736

Fixed assets

-

-

1 175

-

1 175

Deferred tax assets

-

-

170

-

170

10

285

10

-

305

-

-

102

-

102

375

312

70 411

2

71 100

9

-

39

-

48

1 356

283

60 495

-

62 134

Financial liabilities at fair value through profit or
loss

-

-

7

-

7

Liabilities from issued debt securities

-

-

2 010

-

2 010

Subordinated debt

-

-

891

-

891

Provisions

-

-

7

-

7

154

-

490

-

644

-

-

5 359

-

5 359

1 519

283

69 298

-

71 100

Long positions of off-balance sheet instruments

1 261

1

83

-

1 345

Short positions of off-balance sheet instruments

83

28

1 237

1

1 349

Net foreign currency exposure

34

2

(41)

1

(4)

MCZK
As at 30 June 2020
Cash in hand and balances with central banks
Receivables from banks

Receivables from customers

Other assets
Prepaid expenses and accrued income
TOTAL

Due to banks
Due to customers

Other liabilities
Equity
TOTAL
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The Bank’s foreign currency position (continued)
EUR

USD

CZK

Other

Total

2

2

1 128

-

1 132

85

24

12 570

2

12 681

Financial assets at fair value through profit or
loss

-

-

8

-

8

Financial assets available for sale

-

-

1 142

-

1 142

246

-

46 377

-

46 623

Fixed assets

-

-

1 147

-

1 147

Deferred tax assets

-

-

195

-

195

Other assets

9

269

19

-

297

Prepaid expenses and accrued income

-

-

54

-

54

342

295

62 640

2

63 279

25

32

2

-

59

1 245

260

53 969

-

55 474

Financial liabilities at fair value through profit or
loss

-

-

6

-

6

Liabilities from issued debt securities

-

-

1 105

-

1 105

Subordinated debt

-

-

879

-

879

Provisions

-

-

10

-

10

133

1

358

-

492

-

-

5 254

-

5 254

1 403

293

61 583

-

63 279

Long positions of off-balance sheet instruments

1 033

-

-

-

1 033

Short positions of off-balance sheet instruments

-

1

1 039

-

1 040

(28)

1

18

2

(7)

MCZK
As at 31 December 2019
Cash in hand and balances with central banks
Receivables from banks

Receivables from customers

TOTAL

Due to banks
Due to customers

Other liabilities
Equity
TOTAL

Net foreign currency exposure
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(b) Concentration risk
Concentration risk is the risk arising from the concentration of exposures to a (single) entity, economically related group
of entities, sector, activity or commodity. The Bank manages concentration risk as part of its credit risk management.
Activity- and commodity-based concentrations are not relevant.
As part of credit risk management, the Bank regularly monitors and actively manages its concentration risk exposure
through limits applied to countries, counterparties and economic sectors. Regional concentration is not relevant as
the majority of revenue is generated within the country.

(c) Capital management
The primary capital management tools consists of monitoring and complying with the capital adequacy limit in
accordance with Basel III rules, codified in Regulation (EU) No. 575/2013 of the European Parliament and of the Council
of 26 June 2013 on prudential requirements for credit institutions and investment firms and amending Regulation (EU)
No. 648/2012, as amended.
The Bank manages its capital to meet the regulatory capital adequacy requirements prescribed in Basel III and to
be able to continue as a going concern while maximising returns to shareholders through the optimisation of
the debt-to-equity ratio.
In accordance with applicable regulations, the Bank manages capital both at the level of the regulatory capital
requirement (Pillar I) and the internal capital requirement (Pillar II, or the Internal Capital Adequacy Assessment
Process). To calculate the regulatory capital requirement for credit risk, the Bank uses the standardised approach
(STA). To calculate the capital requirement for operational risk, the Bank uses the standardised approach (STA).
The internal capital requirement represents the stock of capital that is needed to cover unexpected losses in
the following 12 months at the chosen confidence level.
The Bank’s Internal Capital Adequacy Assessment Process (ICAAP) covers the following risks:
/

credit risk, including concentration risk (single-name and sector)

/

interest rate risk in the banking book

/

operational risk

/

business risk

/

CVA

/

currency risk

/

reputational risk, and

/

strategic risk.

The capital sources needed to cover the internal capital requirement are the same as the capital needed to cover
the regulatory capital requirement.
In addition to assessing the internal capital requirement, the Bank annually prepares a three-year capital outlook,
which includes the anticipated development of the base case scenario of the economic environment and at least one
downside scenario. The capital outlook includes outlooks for the regulatory capital requirement, the internal capital
requirement, capital sources and financial performance.
The consolidated entity presents the capital adequacy on an individual basis for Equa bank a.s., as the most significant
entity of the consolidated group.
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Regulatory capital

MCZK

30. 06. 2020

31. 12. 2019

Tier 1 capital

4 919

4 836

Paid-up share capital recorded in the Commercial Register

2 260

2 260

Retained earnings

899

481

Profit for the current year

119

440

3

11

2 292

2 270

Deferred tax liabilities relating to other intangible assets

82

78

(-) Adjustments made in line with prudent valuation requirements

(1)

(1)

(-) Deferred tax assets contingent on future profit and not arising
from temporary differences

(4)

(6)

(765)

(738)

34

41

717

745

5 636

5 581

32 729

33 811

2 618

2 705

17.22%

16.51%

Accumulated other comprehensive income (OCI)
Reserve funds and share premium

(-) Intangible assets other than goodwill
Other temporary adjustments to CET1 of capital
Total Tier 2 capital*
Regulatory capital
Risk-weighted assets
Capital requirement (8% of risk-weighted assets)
Capital adequacy ratio

Profit for the period 1 January 2020 – 30 June 2020 and amount of Tier 2 capital for the purpose of capital adequacy
calculation as at 30 June 2020 are subject to approval by the Czech National Bank.

*
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29. FINANCIAL INSTRUMENTS – CREDIT RISK
The basic principles
The main principles used by the Bank to prevent the risk of active lending business are:
a) establishing the principles, internal regulations, procedures and limits for the area of the Bank’s active lending
business, including their compliance with regulatory and administrative rules and regulations and policies of the Bank
and compliance, including:
i) compliance with the approval rules
ii) the use of hedging instruments and award methods only according to internal regulations
iii) consulting modifications to work procedures and internal regulations with the Risk Division
iv) the use of multi-stage review of credit applications and contracts in cases individually approved at the
headquarters (the four-eyes method), while respecting the principles of prudence and risk prevention
v) proper management of information about the creditworthiness of borrowers and loan documentation
management.
b) functional and efficient organisational structure, clearly defined responsibilities and powers of the departments,
staff and committees and segregation of duties in the organisational structure of the Bank, implemented in
the following processes:
i) approval of limits, rating and scoring tools
ii) approval of systems and methods for valuation of collateral
iii) valuation of collateral
iv) setting the principles of risk management
v) monitoring and reporting risks
vi) release of the funds independent of the business units.
c) prevention of conflicts of interest, compliance with regulatory provisions and internal standards
d) reliable and efficient rating and scoring tools, their proper and responsible use
e) the application of high professional (especially the experience, expertise, precision work and personal responsibility)
and ethical standards to employees
f) timely identification of risk and potentially negative developments in the field of active lending allowing a timely and
economic response, including reporting to the “CRCO” committee and the board of directors about portfolio quality
development and other information necessary for credit risk management.
The process of approval of credit risk in the Bank is divided into two separate levels:
/

approval of the product program with separate approval rules (product delegated underwriting authority);

/

approval of individual transactions (individual delegated underwriting authority).

The approval of product manual is managed by the product manager, supported by the risk division. The approval of
product manual requires the consent of the representatives of all relevant departments including the Risk Division and
the Legal Department.
Individual approval authorities for new product are approved based on a proposal of the CRO. The conditions for
automatic approval of automatically approved products are included in their manual.
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The basic principle of the delegated underwriting authority is the double signatures rule. This specifies that every
credit decision has to be signed at least by one employee of the commercial division or the chief commercial officer
(CCO) and at least by one employee of the risk division or the chief risk officer (CRO) to be considered approved.
The individual delegated underwriting authority determines who is authorised to sign (approve) credit proposals.
The approval of credit applications - the transformation into decisions - is effective only if it has been signed (approved)
in the system by all eligible approvers.
The only exceptions are credit transactions, approved automatically or semi-automatically according to the approved
manual of Product (so-called “Repůjčky ,”Půjčky” and “Konsolidace”-Portfolio Cash Loans and overdrafts).

Credit portfolio
Due to historical developments, the Bank acquired a loan portfolio provided by Banco Popolare Czech Republic (BPCR)
and a portfolio of loans from companies of the Credoma group. This portfolio represents only a small part of total
loans provided currently.
At the end of 2011, the Bank started to provide mortgage loans to households. It uses newly developed or modified
systems, and new approval and risk management processes.
At the end of 2012, the Bank started to refinance consumer loans originally granted by other credit institutions
(“Repůjčky”, Portfolio Cash Loans). In 2013, the Bank started to provide consumer loans (“Půjčky”, Portfolio Cash
Loans). In 2015 the Bank started to provide consolidations of consumer loans (Konsolidace, portfolio Cash loans). In
2016, the Bank started providing an overdraft.
The portfolio of loans to legal entities mainly consists of new SME loans and structured loans.
The retail loans portfolio consists mainly of new mortgage loans and consumer loans (“Půjčka”, “Repůjčka”,
“Konsolidace”).

Syndicated and club loans
The Bank participates in syndicated and club loans. As at 30 June 2020, the amount of these loans in the loan portfolio
of the Bank, provided to 1 company, was MCZK 49 (as at 31 December 2019: MCZK 49, provided to 1 company). Risks
and income related to these loans is split between participants according to their shares on financing.

Concentration of credit risk
Concentration of credit risk arises due to the existence of loan receivables with similar economical characteristics,
which influence the ability of the debtor to meet its liabilities. The Bank considers the particular receivable from
the debtor or an economically related group of debtors as a significant exposure when the receivable is higher than
MCZK 250. The Bank has implemented a system of internal limits for individual countries, sectors and debtors to
prevent the creation of significant credit risk concentration. It also maintains a sufficient amount of internally stated
capital, which mitigates the concentration risk of the loan portfolio. Currently, the limits are set as follows:

Limit (%)
2020

Limit (%)
2019

Exposure (%)
30. 06. 2020

Exposure (%)
31. 12. 2019

Real estate financing (construction,
refinancing, etc.)

65

65

59

55

Renewable energy sources (solar power,
biogas plants etc.)

25

25

13

12

Financial sector

10

10

3

4

Club financing (participation)

10

10

-

-

Bonds

10

10

-

2

Sector
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Loan loss allowances
One of the standard tasks of the Credit Risk Department is the categorisation of receivables. On a monthly basis,
the Bank categorises receivables from all credit portfolios.
Allowances are determined in accordance with IFRS 9. Financial assets may be transferred among three different
credit risk stages with different accounting impacts. Under IFRS 9, receivable impairment can be calculated either on
the basis of 12-month ECLs or lifetime ECLs.
For the purposes of allowance calculation, the portfolio is divided into unimpaired receivables and impaired receivables.
A large majority of loan receivables is secured by mortgages, whose value the Bank regularly reviews in accordance
with the requirements of Decree No. 163/2014. The Collateral Management Department is responsible for determining
the value of mortgages and its manager reports directly to the member of board of directors in charge of risk management.
The Collection Department and WO&EW Department are responsible for the management of overdue receivables.
The quality and other significant parameters of the loan portfolio are assessed monthly by the credit committee,
composed of members of the board of directors and representatives of the relevant departments.

Significant increase in credit risk
When determining whether the credit risk on a financial instrument has increased significantly since initial recognition,
the Bank will consider reasonable and supportable information that is relevant and available without undue cost or
effort, including both quantitative and qualitative information and analysis based on the Bank‘s historical experience,
expert credit assessment and forward-looking information.

Credit risk stages
The Bank will allocate each exposure to stages based on a variety of quantitative and qualitative information that is
determined to be predicative of the risk of default and by applying experienced credit judgement. On initial recognition,
each exposure is allocated to Stage 1 or to the category of purchased or incurred credit-impaired financial assets based
on available information about the borrower and is subject to ongoing monitoring, which may result in an exposure
being moved to a different credit risk stage.

Retail portfolio
The criteria determining whether credit risk has increased significantly change based on the portfolio type and include
quantitative changes in the probability of default, iin the case of Bank PD as at 30 June (P5 as at 31 December 2019) see
the explanation below and qualitative factors.
The Bank will monitor the effectiveness of the criteria used to identify significant increases in credit risk by regular
reviews to confirm that:
/

the criteria are capable of identifying significant increases in credit risk before an exposure is in default;

/

the criteria do not align with “the point in time” when an asset becomes 30 days past due;

/

there is no volatility in loss allowance from transfers between 12-month ECLs and lifetime ECLs
measurements.

Stage 3:
The stage for credit-impaired exposures, i.e. for accounts that in line with CRR, Article 178:
/

are more than 90 days past due; and/or

/

where the approved insolvency of the owner has been recorded; and/or

/

the financial instrument has been declared prematurely due; and/or

/

where fraud or an otherwise identified credit-impaired receivable is concerned.

All accounts of the impaired client are considered credit-impaired.
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Stage 2:
/

the stage for accounts that are not credit-impaired, but a relative change of their rating indicates a significant
increase in credit risk; and/or

/

accounts are more than 30 days past due (technically 35 days as at 31 December 2019).

Stage 1:
/

the stage for accounts that are not credit-impaired, but a relative change of their rating does not indicate
a significant increase in credit risk;

/

the low credit risk approach is not applied.

Internal rating
The Bank sets an internal rating (RTG) for a retail portfolio that is assessed on a portfolio basis.
The internal rating of an account is based on the following:
/

application score of an account in the first three months of an account’s life (APL_SC);

/

the account owner’s behavioural score from the fourth month of the account’s life enriched with information
from registers based on PLAB Summary data ( f(BEH_SC,PLAB_SC) → FRR) as at 30 June 2020 (the account
owner’s behavioural score from the fourth month of the account’s life (BEH_SC as at 31 December 2019)).

Both scores are derived using the same methodology against the same target and therefore comparable with each
other. Both scores are transformed by the same manner to a positive scale.
The transfer from Stage 1 to Stage 2 or from Stage 2 to Stage 1 is conditional on a relative change of the rating
(RTG_RRX). The change is measured using the share of the current RTG and RTG from the first account recognition
(FST_RTG) : RRX = RTG/FST_RTG.

Commercial portfolio
Concurrently with algorithmised criteria (primarily days overdue) the Bank continuously, consistently and effectively
assesses the credit quality of receivables in the commercial portfolio on an individual basis and classifies receivables
into the relevant credit risk stages.
Stage 3
The Bank classifies into Stage 3 commercial exposures included in the category of non-performing exposures in
accordance with Section 81 of the Regulation on an individual basis, i.e. those in respect of which it considers that,
based on an assessment, the debtor is unlikely to pay its credit obligations to the Bank in full without realising security
and/or that the obligor is past due more than 90 days on any material credit obligation.
The Bank always classifies an exposure into the category of non-performing exposures when it considers that a default
has incurred pursuant to Article 178 of Regulation (EU) No. 575/2013 on prudential requirements for credit institutions,
and always when it ascertains impairment in accordance with the accounting framework used.
Stage 2
The Bank classifies into Stage 2 individual exposures to which requirements for impairment do not apply and in respect
of which credit risk has increased significantly since initial recognition. The Bank determines a significant increase in
credit risk based on the consideration and assessment of the defined set of information and factors that predict future
prospects, increase the loss of default and indicate a significant increase in the credit risk, but at the latest when
contractual payments are more than 30 days past due (technically 35 days as at 31 December 2019).
Stage 1
The Bank classifies into Stage 1 receivables to which requirements for impairment do not apply and in respect of which
credit risk has not increased significantly since initial recognition.
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Sub-stages
The new methodology introduces sub-stages. Stage 1 is further divided into four sub-stages, 11, 12, 13 and 14; and
Stage 2 is further divided into two sub-stages, 21 and 22. Stage 3 is newly considered an absorption state. Sub-stages
are designed to better match the expected losses with the assets classified into them. They also allow a more sensitive
adjustment of expected loss for COVID-postponements. See below.

Modified assets
The contractual terms of a loan may be modified for a number of reasons, including changing market conditions,
customer behaviour and other factors not related to a current or potential credit deterioration of the customer.
An existing loan whose terms have been modified may be derecognised. The renegotiated loan is recognised as a new
loan at fair in accordance with the rules defined in the accounting policies. If the modification of contractual conditions
is not significant, derecognition is not performed.
The revised terms usually include extending the maturity, postponing interest payments, changes to repayment
schedules and other individual changes to loan covenants. Both retail and corporate loans are subject to
the forbearance policy.

Postponement of repayments due to COVID
The Bank decided to make changes in its methodology in the second quarter of 2020. The changes include detailed
rules for the processing of the so-called COVID-postponements. A more sensitive assessment of postponements is
newly made with respect to the risk relating to the sector of the business client/client’s employer, with respect to
the client’s rating, and with respect to the condition of the asset when the application for postponement is made.
Finally, postponements are classified into a higher stage than if the client had not applied for postponement. Rules
were also introduced for the return of clients from the postponement regime to the standard repayment regime.

Definition of default
The Bank defines a default in accordance with Article 178 of Regulation (EU) No. 575/2013 on prudential requirements.

Consideration of future expectations
The Bank considers forward-looking information in measuring ECLs.
For retail portfolios, the Bank identified and documented key factors influencing the credit risk and credit losses for
each portfolio of financial instruments and using the analysis of historical data it estimated the relation between
macroeconomic variables and interest rate risks and credit losses and derived a regression model, based on which
the coefficient of future expectations was set, together with an internal methodology of Markov chains. Economic
scenarios used as at 30 June 2020 included the following macroeconomic indicators taking into account future expected
situations relating to COVID 19:
/

LVO = volume of total loans to private sector;

/

GDP;

/

LHD ratio = LVO/GDP;

/

UEM = seasonally adjusted general unemployment rate (ILO).

The resultant coefficient of future expectations was also deduced for commercial portfolios.
The coefficient of future expectations is multiplicative; loss allowances are multiplied by it, thus acquiring final loss
allowances.

Measurement of expected credit losses
The following parameters are the key inputs for the calculation of expected credit losses as at 30 June:
/

probability of the transfer of the asset to default “PD”;

/

percentage of an asset’s loss “LGD” that was transferred to default; and

/

expected asset exposure “EAD” that was transferred to default.
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The key inputs into the ECL measurement was the following variables as at 31 December 2019:
/

probability of transfer of an asset to the loss state “P5”;

/

percentage of an asset’s loss “LG5” transferred to the loss state (LOSS, marked as “5”). In principle, the parameter
is similar to the LGD parameter; the percentage amount of a loss is measured from the moment an asset enters
the LOSS state; and

/

expected “EA5” asset exposure that was transferred to the loss state (LOSS, marked as “5”). In principle,
the parameter is similar to EAD; the expected exposure is determined in the following years from the expected
input in the LOSS state.

These parameters are based on internally developed statistical models and other historical data. They are adjusted to
reflect future expectations, as described above.
In respect of commercial loans included in Stages 2 and 3 and of selected mortgages in Stage 3, the Bank selects
an individual approach to measure expected credit losses; for individual receivables it calculates the current value of
the difference between the cash flows payable under a credit agreement and all cash flows whose collection the Bank
actually expects during the expected loan term based on an individual assessment, including cash flows from the
sale of a collateral held or from other credit enhancements. The effective interest rate for discounting is the original
interest rate of each individual loan.

Probability of default – PD parameter (P5 as at 31 December 2019)
This is the probability that the asset will be transferred to default (the loss state (LOSS, marked as “5”) for P5), or
lifetime gross expected loss. The PD parameter is determined using the Markov chain theory. The Bank prepares
transient matrices of the Markov process for transfers of retail assets of the particular (sub)-portfolio among individual
sub-stages (stages for P5). The process contains two absorption states (DEFAULT, PAID) and six transient states
corresponding to six sub-stages (11, 12, 13, 14, 21, 22), (three transient states corresponding to three stages for P5).
Lifetime gross expected loss from individual stages and its time dependence arise from the matrix. It is possible to use
it to determine a 12-month ECL.

Effect of security on the expected loss
Security influences the calculation of ECLs at a mortgage portfolio and indirectly through LGD / recovery as at
30 June 2020 (LG5 (recovery as at 31 December 2019). In respect of commercial loans, security is considered a part of
the estimate of expected cash flows together with other credit enhancements.

Collateral assessment
The Bank determines the nature and extent of collateral that is required either by individually assessing the borrower’s
creditworthiness or as an integral part of the respective loan product. The Bank considers the following types of collateral
acceptable for mitigating the credit risk associated with loans or lines of credit:
/

cash deposited in accounts

/

government guarantees

/

bank guarantees

/

third-party guarantees

/

guarantees provided by the EIF

/

first-class receivables

/

immovable assets

/

movable assets, and

/

inventories.

To determine the realisable value of collateral, the Bank uses external appraisals or internal assessments prepared
by the collateral management team of the risk division’s Commercial Credit Risk Department, which operates
independently of the Bank’s sales Departments. The final realisable value of collateral is then set by applying
the collateral acceptance ratios reflecting the Bank’s ability to realise the collateral in the event of default. The Bank has
its own collateral assessment rules and methodology.
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The following table shows the principal types of collateral held against different types of financial assets:

Type and Percentage of exposure that is subject to collateral requirements (%)
30. 06. 2020

31. 12. 2019

98

98

State treasury bills

-

-

-

- overdraft Retail

-

-

-

- Consumer loans

-

-

-

99

99

Real estates

- Overdrafts SME

14

16

Real estates, deposits
and Bank guarantee

- Commercial loans

62

60

Real estates, deposit
and Bank guarantee

Reverse repo transactions
Receivables from customers:

Types of collateral

Retail products

Mortgages
Commercial loans

Loans and receivables from clients as at 30 June 2020
MCZK

12-month
ECL

Life time ECL unimpaired

Life time ECL impaired

Purchased impaired

Total

Retail products

14 189

194

103

-

14 486

Mortgages

20 442

84

83

-

20 609

Commercial loans

11 336

1 298

647

-

13 281

171

147

322

-

640

46 138

1 429

511

-

47 736

Loan loss allowances
TOTAL

Loans and receivables from clients as at 31 December 2019
MCZK

12-month
ECL

Life time ECL unimpaired

Life time ECL impaired

Purchased impaired

Total

Retail products

13 302

95

96

-

13 493

Mortgages

19 940

54

82

-

20 076

Commercial loans

12 385

411

899

-

13 695

93

90

458

-

641

45 534

470

619

-

46 623

Loan loss allowances
TOTAL

The internal rating for the retail portfolio is calculated based on RTG_RX (see Staging above). This is a continuous
magnitude, the ratio of the current rating and the rating at initial recognition.
As at 30 June 2020 the amount of receivables that have moved from lifetime ECL to 12-month ECL since the beginning
of the year is MCZK 60 (as at 31 December 2019: MCZK 69).
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Loan loss allowances to receivables from clients as at 30 June 2020
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

93

90

458

641

(183)

92

91

-

Transfer from lifetime ECL
not credit-impaired

1

(18)

17

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

248

(15)

40

273

Net remeasurement of loss allowance
- modification

-

-

-

-

23

1

-

24

(11)

(3)

(51)

(65)

Write-offs

-

-

(233)

(233)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

171

147

322

640

MCZK
As at 1 January
Transfer from 12-month ECL

New financial assets originated or
purchased
Financial assets that have been
derecognised

As at 30 June

Loan loss allowances to receivables from clients as at 31 December 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

74

92

414

580

(202)

39

163

-

Transfer from lifetime ECL
not credit-impaired

-

(62)

62

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

189

24

68

281

Net remeasurement of loss allowance
- modification

-

-

4

4

52

2

0

54

(20)

(5)

(27)

(52)

Write-offs

-

-

(226)

(226)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

93

90

458

641

MCZK
As at 1 January
Transfer from 12-month ECL

New financial assets originated or
purchased
Financial assets that have been
derecognised

As at 31 December
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Loan loss allowances to receivables from clients - retail as at 30 June 2020
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

64

19

68

151

(107)

60

47

-

Transfer from lifetime ECL
not credit-impaired

1

(9)

8

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

170

(5)

30

195

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

23

-

-

23

Financial assets that have been
derecognised

(9)

(1)

(1)

(11)

Write-offs

-

-

(92)

(92)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

142

64

60

266

MCZK
As at 1 January
Transfer from 12-month ECL

As at 30 June

Loan loss allowances to receivables from clients - retail as at 31 December 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

49

16

47

112

(77)

17

60

-

Transfer from lifetime ECL
not credit-impaired

-

(6)

6

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

65

(3)

186

248

Net remeasurement of loss allowance
- modification

-

-

-

-

47

-

0

47

(20)

(5)

(27)

(52)

Write-offs

-

-

(204)

(204)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

64

19

68

151

MCZK
As at 1 January
Transfer from 12-month ECL

New financial assets originated or
purchased
Financial assets that have been
derecognised

As at 31 December

Notes to the condensed consolidated interim financial statements

/ 77

Loan loss allowances to receivables from clients – commercial loans as at 30 June 2020
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

26

69

372

467

(71)

28

43

-

Transfer from lifetime ECL
not credit-impaired

-

(8)

8

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

69

(10)

14

73

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

-

1

-

1

(1)

(2)

(50)

(53)

Write-offs

-

-

(141)

(141)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

23

78

246

347

MCZK
As at 1 January
Transfer from 12-month ECL

Financial assets that have been
derecognised

As at 30 June

Loan loss allowances to receivables from clients – commercial loans as at 31 December 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

23

74

358

455

(119)

21

98

-

Transfer from lifetime ECL
not credit-impaired

-

(52)

52

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

118

24

(119)

23

Net remeasurement of loss allowance
- modification

-

-

4

4

New financial assets originated or
purchased

4

2

0

6

Financial assets that have been
derecognised

-

-

-

-

Write-offs

-

-

(21)

(21)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

26

69

372

467

MCZK
As at 1 January
Transfer from 12-month ECL

As at 31 December
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Loan loss allowances to receivables from clients – mortgages as at 30 June 2020
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

3

2

18

23

(5)

4

1

-

Transfer from lifetime ECL
not credit-impaired

-

(1)

1

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

8

-

(4)

4

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

-

-

-

-

Financial assets that have been
derecognised

-

-

-

-

Write-offs

-

-

-

-

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

As at 30 June

6

5

16

27

MCZK
As at 1 January
Transfer from 12-month ECL

Loan loss allowances to receivables from clients – mortgages as at 31 December 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

2

1

10

13

(6)

1

5

-

Transfer from lifetime ECL
not credit-impaired

-

(4)

4

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

6

4

-

10

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

1

-

-

1

Financial assets that have been
derecognised

-

-

-

-

-

(1)

(1)

MCZK
As at 1 January
Transfer from 12-month ECL

Write-offs
Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

As at 31 December

3

2

18

23

As at 30 June 2020, there was a significant increase in loss allowances compared to the balance as at 31 December 2019.
The increase was due to the impact of the moratorium on the postponement of loan product repayment and the fact that
the Bank responded to new needs by adjusting its methodology. However, this increase was compensated by the release/
utilisation of loss allowances for commercial loans at the start of the year.

Notes to the condensed consolidated interim financial statements

/ 79

30. FINANCIAL INSTRUMENTS – OPERATIONAL,
LEGAL AND OTHER RISKS
The Bank defines operational risk as the risk of loss caused by the insufficiency or failure of internal processes,
human factor or systems, and the risk of loss caused by external events including legal risk and compliance risk.
Operational risk excludes strategic and reputational risk. The goal of operational risk management is the reduction
of operational risks and losses to a minimum level and the achievement of a higher effectiveness of the banking
processes.
The Bank monitors operational risk connected with all its activities and utilises especially the information gained
based on the monitoring and evaluation of operational risk events, information about potential risks identified
based on risk control self-assessment (RCSA) and information about the fulfilment of key risk indicators. Collection
of information on operational risk and processing of RCSA questionnaires is done in cooperation with the heads of
individual departments of the Bank. An important part of the operational risk management system is the analysis
of operational event causes and the implementation of risk reducing measures.
The capital allocated for the coverage of operational risk is quantified based on the TSA method (standardized
approach), the sufficiency of allocated capital is subject to continuous evaluation. On a quarterly basis, the Bank
assesses its internal capital requirement and calculates its economical capital.
As a responsible entity within the regulated consolidated group, the Bank identifies and analyses information about
operational risks from the individual members of the regulated consolidated group and manages the operational
risks the group is exposed to.

31. FAIR VALUE OF FINANCIAL ASSETS AND
LIABILITIES
The Bank used the following methods and estimates in determining the fair values of financial instruments.
Compared to the previous individual financial statements for the year ended 31 December 2019, there was no
significant change in the difference between the carrying amount and the fair value of the financial assets/liabilities
measured at amortised cost.

Cash and balances with central banks
The reported amounts of short-term instruments are essentially equivalent to their fair value.

Receivables from banks
The reported amounts of receivables from banks due within one year are essentially equivalent to their fair values.
The fair values of other receivables from financial institutions are estimated based on cash flows discounted at
standard rates for similar types of investments (market rates adjusted for credit risk). The fair values of delinquent
loans to financial institutions are estimated based on discounted cash flows; for loss loans, fair values are equivalent
to the amount of the respective collateral.

Loans and receivables from customers
For variable-rate loans that are often revalued and for which credit risk changes are immaterial, fair values are
essentially equivalent to the reported amounts. The fair values of fixed-rate loans are estimated based on discounted
cash flows using the interest rate that is standard for loans with similar conditions and maturity dates and provided to
borrowers with a similar risk profile. The fair values of delinquent loans are estimated based on discounted cash flows,
including proceeds from a collateral foreclosure, if any.
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Payables to banks and customers
The fair values of deposits repayable on demand at the reporting date are equal to the amounts repayable on demand
(i.e. their carrying amounts). The carrying amounts of variable-rate term deposits are essentially equivalent to their
fair values at the reporting date. The fair values of fixed-rate deposits are estimated based on discounted cash flows
using market interest rates.

Bonds issued
The fair values of debt securities issued by the Bank are determined based on current market prices. Where market
prices are not available, fair values are estimated based on discounted cash flows.

Subordinated deposits
The fair values of subordinated deposits are estimated based on discounted cash flows using market interest rates and
taking into account the Bank’s liquidity costs.

Financial instruments at fair value:
Fair value as at 30 June 2020

MCZK

Fair value as at 31 December 2019

Level 1

Level 2

Level 3

Level 1

Level 2

Level 3

Positive fair value of trading
derivatives

-

3

-

-

-

-

Positive fair value of hedging
derivatives

-

-

-

-

8

-

Positive revaluation of hedged items

-

27

-

-

23

-

State bonds FVOCI

609

-

-

630

201

-

TOTAL

609

30

-

630

232

-

MCZK

Fair value as at 30 June 2020

Fair value as at 31 December 2019

Level 1

Level 2

Level 3

Level 1

Level 2

Level 3

Negative fair value of trading
derivatives

-

6

-

-

6

-

Negative fair value of hedging
derivatives

-

1

-

-

-

-

Negative revaluation of hedged
items

-

23

-

-

26

-

TOTAL

-

30

-

-

32

-

During 2019 and 2020 there were no transfers between levels.
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32. SIGNIFICANT SUBSEQUENT EVENTSY
No events have occurred since the balance sheet date that would necessitate any modification of the financial
statements or notes, or disclosures therein.
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KPMG Česká republika Audit, s.r.o.
Pobřežní 1a
186 00 Praha 8
Česká republika
+420 222 123 111
www.kpmg.cz
This document is an unsigned English translation of the Czech auditor’s report.
Only the Czech version of the report is legally binding.

Independent Auditor’s Review Report for the shareholder
of Equa bank a.s.
We have reviewed the accompanying condensed consolidated interim financial
statements of Equa bank a.s. (“the Company”), which comprise the condensed
consolidated interim statement of the financial position as at 30 June 2020, the
condensed interim income statement and statement of other comprehensive income, the
condensed consolidated interim statement of changes in equity, the condensed
consolidated interim statement of cash flows for the period from 1 January 2020 to 30
June 2020 and the notes to the condensed consolidated interim financial statements,
including a summary of significant accounting policies and other explanatory notes.
General information about Equa bank a.s. is set out in Note 1 to these condensed
consolidated interim financial statements.
The statutory body of the Company is responsible for the preparation of the condensed
consolidated interim financial statements in accordance with IAS 34 Interim Financial
Statements. Our responsibility is to draw a conclusion on these condensed consolidated
interim financial statements.
Scope of Review
We conducted our review in accordance with the International Standard on Review
Engagements 2410, “Review of Interim Financial Information Performed by the
Independent Auditor of the Entity”. A review of consolidated interim financial information
consists of making inquiries, primarily of persons responsible for financial and
accounting matters, and applying analytical and other review procedures. A review is
substantially less in scope than an audit conducted in accordance with International
Standards on Auditing and consequently does not enable us to obtain assurance that
we would become aware of all significant matters that might be identified in an audit.
Accordingly, we do not express an audit opinion.

KPMG Česká republika Audit, s.r.o., člen sítě nezávislých členských společností KPMG
přidružených ke KPMG International Cooperative („KPMG International“), švýcarské
organizační jednotce.

Obchodní rejstřík vedený
Městským soudem v Praze
oddíl C, vložka 24185

IČO 49619187
DIČ CZ699001996
ID datové schránky: 8h3gtra

Conclusion
Based on our review, nothing came to our attention that would cause us to believe that
the accompanying condensed consolidated interim financial statements as at 30 June
2020 is not prepared in accordance with IAS 34 Interim Financial Statements.
Prague, 29 July 2020

Signed by
KPMG Česká republika Audit, s.r.o.

Signed by
Ing. Veronika Strolená
Partner
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Company name: Equa bank a.s.		
Registered office: Karolinská 661/4, Praha 8		
Identification number: 47116102		
Date of preparation of the financial statements: 29 July 2020		

CONDENSED SEPARATE INTERIM STATEMENT
OF FINANCIAL POSITION AS AT 30 JUNE 2020
MCZK

ASSETS

Note

30.06.2020

31.12.2019

Cash in hand and balances with central banks

11

1 547

1 132

Receivables from banks

12

18 128

12 681

Financial assets at fair value through profit or loss

15

3

8

Securities

14

1 934

1 142

Receivables from customers

13

48 199

47 078

Intangible fixed assets

765

738

Tangible fixed assets

266

280

Deferred tax assets

25

71

96

Other assets

17

319

311

100

52

71 332

63 518

Prepaid expenses and accrued income
TOTAL ASSETS
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CONDENSED SEPARATE INTERIM STATEMENT
OF FINANCIAL POSITION AS AT 30 JUNE 2020
MCZK

LIABILITIES

Note

Due to banks

30.06.2020

31.12.2019

48

59

Due to customers

18

62 216

55 569

Financial liabilities at fair value through profit or loss

15

7

6

Liabilities from issued debt securities

19

2 010

1 105

Subordinated debt

22

891

879

7

10

580

428

65 759

58 056

Provisions
Other liabilities

20, 21

Total liabilities

EQUITY
Registered capital

23

2 260

2 260

Other capital funds

24

2 292

2 270

3

11

1 018

921

5 573

5 462

71 332

63 518

Gains (losses) from revaluation
Retained earnings (or accumulated losses)
Total equity

TOTAL LIABILITIES AND EQUITY

24
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CONDENSED SEPARATE INTERIM STATEMENT OF PROFIT
OR LOSS AND OTHER COMPREHENSIVE INCOME FOR
THE PERIOD FROM 1 JANUARY 2020 TO 30 JUNE 2020			
MCZK

1.1. 2020 30.06. 2020

1.1. 2019 30.06. 2019

Interest and similar income

1 171

1 050

Interest income calculated the effective-interest method

1 171

1 050

Interest expense and similar charges

(279)

(149)

892

901

73

73

(102)

(85)

Note

Net interest income

5

Fee and commission income
Fee and commission expense
Net fee and commission income

6

(29)

(12)

Net income from financial operations

7

36

40

Net other operating income

8

42

38

Administrative expenses

9

(476)

(443)

(107)

(97)

358

427

(212)

(115)

146

312

(27)

(60)

119

252

Change in fair value of securities recognised in OCI

(8)

(1)

Other comprehensive income, net of tax

(8)

(1)

111

251

Depreciation and amortisation

Profit for year before tax and net impairment of loans and
receivables and AFS

Net impairment of loans and receivables

10

Profit for year before tax

Tax expenses

25

Profit for year after tax

Other comprehensive income

Total comprehensive income
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CONDENSED SEPARATE INTERIM STATEMENT OF CASH FLOWS
FOR THE PERIOD FROM 1 JANUARY 2020 TO 30 JUNE 2020
Bod

MCZK

1.1. 2020 30.06. 2020

1.1. 2019 30.06. 2019

146

312

107

97

212

115

CASH FLOWS FROM OPERATING ACTIVITIES
Profit for the year before tax
Adjustments for:
Depreciation and amortisation
Net additions of loan loss allowances

10

Net loss on sale of tangible and intangible assets
Change in provisions

-

-

(3)

5

Revaluation of financial assets/liabilities at fair value

15

6

-

Net unrealized foreign exchange gains / losses

7

-

-

Receivables from customers

13

(1 333)

(3 364)

Other assets

17

(52)

(27)

(11)

83

6 647

858

131

141

21

19

5 871

(1 761)

Changes in operating assets:

Changes in operating liabilities:
Due to banks
Due to customers

18

Other liabilities

20, 21

Rent paid
Net cash from/(used in) operating activities
CASH FLOWS FROM FINANCING ACTIVITIES
Payments related to the repayment of issued debt securities

19

(595)

-

Received payments from the issued debt securities

19

1 500

-

905

-

-

-

(108)

(89)

-

-

Net cash from/(used in) financing activities
CASH FLOWS FROM INVESTING ACTIVITIES
Increase / decrease in equity of subsidiaries and associated companies
Acquisition of tangible and intangible assets
Proceeds from the sale of tangible and intangible assets
Acquisition of securities

14

(1 012)

-

Proceeds from securities

14

206

-

(914)

(89)

Net cash from/(used in) investing activities
Increase in cash and cash equivalents

11,12

5 862

(1 850)

Cash and cash equivalents at the beginning of the period

11,12

13 813

12 723

-

-

19 675

10 873

Interest received*

1 116

1 049

Interest paid*

(250)

(155)

The impact of exchange rate changes on cash balances
Cash and cash equivalents at the end of the period

11,12

*Interest received and Interest paid are included within cash flows from operating activities
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CONDENSED SEPARATE INTERIM STATEMENT OF CHANGES
IN EQUITY FOR THE PERIOD FROM 1 JANUARY 2020
TO 30 JUNE 2020

MCZK

Opening balance 1 January 2019

Registered
capital

Other
capital
funds

Revaluation
gains (losses)

Retained
earnings

Total

2 260

2 251

9

500

5 020

(19)

-

252

252

Transactions with owners of the
company
Transfers to funds

19

Utilisation of funds
Total comprehensive income
Profit for the year after tax
Other comprehensive income,
net of tax
Change in fair value of securities
recognised in OCI

(1)

(1)

Balance 30 June 2019

2 260

2 270

8

733

5 271

Opening balance 1 January 2020

2 260

2 270

11

921

5 462

(22)

-

119

119

Transactions with owners of the
company
Transfers to funds

22

Total comprehensive income
Profit for the year after tax
Other comprehensive income,
net of tax
Change in fair value of securities
recognised in OCI
Balance 30 June 2020

(8)
2 260

2 292

3

(8)
1 018
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Equa bank a.s.
Notes to the condensed
separate interim
financial statements
for the six-month period ended 30 June 2020
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1. BASIC INFORMATION
(a) Description and principal activities of
the Bank as the consolidating entity
Establishment and description of the Bank
The consolidating entity Equa bank a.s. (“the Bank” or
“the consolidating entity”) was incorporated and registered
in the Commercial Register on 6 January 1993 as IC Banka,
a.s., which initiated its business activity in April 1994.
In May 2007, IC Banka, a.s. was taken over by the Italian
banking group Banco Popolare, and on 10 September 2007
was renamed to Banco Popolare Česká republika, a.s.
In June 2011 the Bank was taken over by Equa Group
Limited, with its registered office at B2, Industry Street,
Qormi, QRM 3000, Republic of Malta, which is the Bank’s
sole shareholder. The Bank was subsequently renamed to
Equa bank a.s. on 27 June 2011.
The principal activities of the Bank are retail and corporate
banking.
Company name and registered office

Organisational structure
The internal organisational and management structure
respects the regulatory requirements for the segregation
of duties. In the course of the first half of 2020,
the Bank’s organisational and management structure was
continuously adjusted to changes connected with the goals
and strategy of the Bank. All changes were considered
and implemented taking into account compliance with
internal standards set by the internal management
and control system, and taking into account regulatory
requirements as stipulated by Decree No. 392/2017 Coll.,
on the performance of the activity of banks, credit unions,
investment firms and securities dealers, as amended.
The Bank’s organisational structure consists of separate
organisational units arranged in a linear management
structure. It comprises divisions managed by individual
members of the board of directors; divisions are further
divided into organisational units. The organisational
structure includes bank branches, financial centres and
“mini branches”.
Pursuant to Act No. 21/1992 Coll. on Banks, as amended,
the Internal Audit Deepartment has a special position
within the Bank’s organisational structure. The internal
audit carries out its activity independently and reports
directly to the Bank’s board of directors.

Equa bank a.s.
Karolinská 661/4
186 00 Praha 8
Czech Republic
Identification number
47116102
The Bank issues all obligatory published information
in accordance with Section 8 of Regulation of
the European Parliament and of the Council (EU) No.
575/2013 of 26 June 2013 at the following web address:
ht tp://w w w.equabank.cz/dulezite- dokument y/povinneuverejnovane-informace
Members of the board of directors and supervisory board as
at 30 June 2020
Members of board of directors

(b) Basis of preparation of condensed
interim financial statements
These condensed separate interim financial statements
(hereinafter referred to as “financial statements”) have
been prepared in accordance with IAS 34 Interim Financial
Reporting and it should be interpreted in conjunction
with the latest individual financial statements for the year
ending 31 December 2019 („the last statutory financial
statements“).
The financial statements have been prepared on
an accrual basis, i.e. transactions and other matters have
been presented in the financial statements in the period to
which they relate in terms of substance and timing.

— Petr Řehák (Chairman)
— Tomáš Dvořák
— Monika Kristková

The financial statements have been prepared on a cost
basis, except for selected financial instruments measured
at fair value.

— Pavel Sedláček
— Brett Matthew Belcher

These financial statements are presented in millions of
Czech crowns (MCZK), unless stated otherwise. Amounts
in brackets represent negative numbers.

Members of supervisory board
— Peter Bramwell Cartwright (Chairman)
— Edward Green
— Ondřej Hák
Changes in the board of directors and supervisory board in
the accounting period
During the first half of 2020 based on the sole shareholder´s
decision within the scope of the Bank´s general meeting
Peter Bramwell Cartwright was elected a member of
the supervisory board for the next period with effect from
22 June 2020.

The financial statements have been prepared for the period
of 6 months ending 30 June 2020. As comparatives are
stated balances as at 31 December 2019 in the statement
of financial position and balances for 6 months ending
30 June 2019 in the income statement, the statement of
cash flows and the statement of changes in equity.
Going concern
The financial statements have been prepared on a going
concern basis. In making this assessment, the board of
directors has considered a wide range of information
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relating to present and future conditions, including
projections of profitability, cash flows and capital
resources.
The Bank’s response to the current situation regarding
COVID-19
The outbreak of the COVID-19 pandemic has resulted in
an extraordinary situation which has tested the Bank’s
control and supervision system. As part of the business
continuity management process, the Bank’s priority is
above all the health and safety of its clients and employees
and securing the standard operation of the Bank.
The Bank applied the first bank-wide measures to protect
its employees and clients as early as the second half of
February.
The operation was not endangered by the introduced
measures in any way as the Bank had been prepared
for a work-from-home regime and offers most of its
products online. All branches not part of shopping
centres maintained standard opening hours throughout
the emergency period. All employees exercised utmost
care to protect the health of clients and their own.
The Bank identified specific risks in connection with
COVID-19, including their quantification, and set up
monitoring to capture warning signals in time. Further,
the Bank prepared a new methodology for the calculation
of loan loss allowances. See Note 29 “Financial instruments
– credit risk”, which, among other things, takes into account
the future expected situation relating to COVID-19.

With respect to the development of the COVID-19 pandemic
and its impact on the Bank’s operation and business
continuity, the Bank’s management is not aware of any
material impact endangering the further functioning of
the Bank in 2020. Although the situation has partially
affected profit (loss), the Bank remained profitable in the
first half of 2020, and is expected to stay so according to
current assumptions. Based on the performed standard
stress tests, the Bank’s management is convinced that
the amount of its capital is sufficient, and that the Bank is
able to continue as a going concern.
Functional and presentation currency
The Bank’s condensed interim financial statements are
presented in Czech crowns (CZK), the Bank’s functional
currency. All amounts have been rounded to the nearest
million, except when otherwise indicated.

(c) Other accepted standards and
interpretations issued but not effective for
the current accounting period (the Bank
does not expect significant impact)
Standards not yet adopted by EU
/

Amendments to IFRS 17: Insurance Contracts

/

Amendments to IFRS 3: Business Combination

Within bank risks, the Bank continues to primarily monitor
risks related to business results for the entire sales network,
and to the movement in the approval level, applications for
repayment postponements, and the number of payment
and card transactions.

/

Amendments to IAS 16: Property, Plant and
Equipment

/

Amendments to IAS 37: Provisions, Contingent
Liabilities and Contingent Assets

The main continuously monitored risks also include risks
relating to the movement in total receivables and deposits,
including the Cumulative Liquidity Gap 3M (survival
horizon) indicator. Operational risks primarily include
insufficient human resources, and the unavailability of
buildings, supplies, and information and communication
technologies.

/

Amendments to IFRS 16: Leases

/

Amendments to IFRS 4: Insurance Contracts

2. USE OF ESTIMATES
The preparation of the financial statements in conformity
with IFRS requires the Bank’s management to make
estimates and assumptions that affect the amounts of
assets and liabilities reported at the balance sheet date,
disclosures about contingent assets and liabilities, and
income and expenses for the reporting period.
Estimates are primarily used to determine the fair value
of financial instruments for which no active market exists,
to measure intangible assets, to determine the amount of
right of use and lease liabilities, to assess the impairment
of assets, and to determine the amount of provisions.

As of 1 January 2018, estimates and assumptions include
the classification of financial assets. Financial assets are
measured based on the selected business model and
are assessed for SPPI (solely payments of principal and
interest) criteria, i.e. whether contractual cash flows are
solely payments of principal and interest on the principal
amount outstanding. Any significant growth in the credit
risk of a financial asset since its initial recognition is
newly assessed and future expectations for determining
expected credit losses are also implemented.
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The Bank’s management takes into account the information
available at the balance sheet date, and actual results may
differ from these estimates.
Information about critical judgements and estimates in
applying accounting policies that have the most significant
effect on the amounts recognised in the Bank’s financial
statements is included in the following notes:

3.

/

deferred tax liability/asset – note 25;

/

net impairment loss on loans and receivables –
note 10, note 29;

/

lease liabilities – note 21;

/

fair value of financial assets and liabilities – note 31.

VALUATION METHODS

The Bank reports its financial assets and liabilities at amortised cost except for the following items:

Item

Valuation method

Financial assets at FVTPL

Fair Value

Securities (see note 14)

Fair Value

Financial liabilities at FVTPL

Fair Value

Non-financial assets and liabilities are reported at cost.

4. ACCOUNTING POLICIES APPLIED
The accounting policies adopted in the preparation of
the Bank’s financial statements are set out below:

(a) Transaction date
Depending on the type of transaction, the transaction date
is defined as the date of payment or collection of cash;
the date of purchasing or selling of foreign currency or
securities; date of payment or collection from a customer‘s
account; date of order to a correspondent to make
a payment, settlement date of the Bank’s payment orders
with the CNB clearing centre, the value date according
to a statement received from a Bank’s correspondent
(statement means SWIFT statement, Bank’s notice,
received medium, Bank statement or other documents);
the trade date and settlement date of transactions with
securities, foreign currency, options or other derivatives;
the date of issue or receipt of a guarantee or opening
credit commitment; the date of acceptance of values into
custody.
Accounting transactions involving the purchase or sale
of financial assets with a usual term of delivery (spot
transactions), as well as fixed term and option contracts,
are recorded in off-balance sheet accounts from the trade
date until the settlement date. Where financial assets that
are classified in portfolios subsequently measured at fair
value are involved, the financial assets are revaluated
starting from the purchase trade date to the sale trade
date.

(b)

Financial assets and liabilities

Recognition
The Bank initially recognises certain financial assets
and liabilities (e.g. receivables from clients, payables
to customers, subordinated liabilities, etc.) on the date
that they are originated. All other financial instruments
(including spot purchases and sales of financial assets)
are recognised on the trade date, which is the date that
the entity becomes a party to the contractual provisions of
the relevant instrument.
Financial assets or liabilities are initially recognised at
their fair value, which is adjusted for transaction costs.
This adjustment for transaction costs does not apply to
financial instruments measured at fair value recognised in
profit or loss (FVTPL). Transaction costs are costs directly
attributable to the acquisition or the issue.
Financial assets
On initial recognition, the Bank classifies financial assets
as:
/
/
/

measured at amortised cost;
measured at fair value through other comprehensive
income (FVOCI); or
measured at fair value through profit or loss (FVTPL).
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A financial asset is measured at amortised cost if it meets
both of the following conditions and is not designated as
FVTPL:
/

it is held within a business model whose objective is to
hold financial assets to collect contractual cash flows;

/

its contractual terms meet the SPPI criteria, i.e. its
cash flows that are solely payments of principal and
interest on the principal amount outstanding.

A debt instrument is measured at FVOCI only if it meets
both of the following conditions and is not designated as
FVTPL:
/

an asset is held within a business model whose
objective is achieved by both collecting contractual
cash flows and selling financial assets; and

/

its contractual terms meet the SPPI criteria, i.e. its
cash flows that are solely payments of principal and
interest on the principal amount outstanding.

On initial recognition of an equity investment that is not
held for trading, the Bank may irrevocably elect to present
subsequent changes in fair value in OCI.
All other financial assets are classified and measured at
FVTPL.
In addition, on initial recognition the Bank may irrevocably
designate a financial asset that otherwise meets the
requirements to be measured at amortised cost or at
FVOCI as at FVTPL if doing so eliminates or significantly
reduces an accounting mismatch that would otherwise
arise.

/

the frequency, volume and timing of sales in prior
periods, the reasons for such sales and expectations
about future sales activity. However, information
about sales activity is not considered in isolation,
but as part of an overall assessment of how
the Bank‘s stated objective for managing the financial
assets is achieved and how cash flows are realised.

Financial assets that are held for trading and those that are
managed and whose performance is evaluated on a fair
value basis will be measured at FVTPL because they are
neither held to collect contractual cash flows nor held to
sell financial assets.
Assessment of SPPI criteria
For the purposes of this assessment, “principal” is defined
as the fair value of the financial asset on initial recognition
and “interest” is defined as consideration for the time value
of money, for the credit risk associated with the principal
amount outstanding for other basic risks and costs
(e.g. liquidity risk and administrative costs) as well as
a profit margin.
In assessing whether the contractual cash flows are
solely payments of principal and interest, the Bank
will consider the contractual terms of the instrument.
This will include assessing whether the financial asset
contains a contractual term that could change the timing
or amount of contractual cash flows such that it would not
meet this condition.
In making the assessment, the Bank will consider:
/

contingent events that would change the amount
and timing of cash flows;

Business model assessment

/

leverage features;

The Bank will make an assessment of the objective of
the business model in which a financial asset is held
at a portfolio level because this best reflects the way
the business is managed and information is provided
to top management. The Bank considers any relevant
information and evidence available as at the assessment
date.

/

prepayment and extension terms;

/

connection of interest amount and principal
payments to other underlying assets; and

/

features that modify consideration for the time
value of money - e.g. periodic reset of interest rates.

In particular, the following information is monitored:
/

the stated policies and objectives and the operation
of those policies in practice, including in particular
whether management‘s strategy focuses on
earning contractual interest revenue, maintaining
a particular interest rate profile in respect of financial
assets and liabilities that are funding those assets or
realising cash flows through the sale of assets;

/

how the performance of the portfolio is evaluated
and reported to the Bank‘s management;

/

the risks that affect the performance of the business
model (and the financial assets held within that
business model) and how those risks are managed;
and

/

how managers of the Bank are compensated
- e.g. whether compensation is based on the fair
value of the assets managed or the contractual cash
flows collected;

The Bank holds a portfolio of long-term loans with a fixed
interest rate in respect of which it is entitled to propose
a review of interest rates as at the regular renewal date.
These renewal rights are limited by the market interest rate
at the time of review. Borrowers have either the option to
accept the revised interest rate or to repay the loan at its
nominal value without a penalty. Contractual cash flows in
respect of these loans are solely payments of principal and
interest on the principal amount outstanding. A change
in the interest rate corresponds to the consideration for
the time value of money, credit risk and other basic risks and
costs associated with the principal amount outstanding.
Loans and receivables
“Loans and receivables” in the statement of financial
position include:
/

loans and receivables measured at amortised cost;
on initial recognition measured at fair value including
amortised transaction costs, and subsequently
measured at amortised cost using the effective
interest rate;
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/

/

loans and receivables mandatorily measured
at FVTPL or designated at FVTPL; measured at
fair value with changes in fair values immediately
recognised in profit or loss; and
lease receivables.

“Securities” in the statement of financial position include:
/

debt securities measured at amortised cost
which are initially measured at fair value
including amortised direct transaction costs, and
subsequently measured at amortised cost using
the effective interest rate; and

/

debt securities measured at FVOCI.

In respect of debt securities measured at FVOCI gains and
losses are recognised in OCI, except for the following items
that are recognised in profit or loss in the same manner as
financial assets measured at amortised cost:
/

interest revenue using the effective interest rate;

/

expected credit losses (ECLs) and their changes; and

/

foreign exchange gains and losses.

If a debt security measured at FVOCI is derecognised, all
cumulative gains or losses formerly recognised in OCI are
reclassified from equity to profit or loss.
Derecognition of securities
When debt securities measured at FVOCI or amortised
costs are sold, the entity uses the first-in, first-out method
to measure the disposal of the securities.
Reclassification
Financial assets may be reclassified after their initial
recognition only if the Bank changes the business model
for their management.
Financial liabilities
The Bank classifies its financial liabilities, other than financial
guarantees and commitments provided as measured at:
amortised cost; or

/

fair value through profit or loss (FVTPL).

a) the carrying amount of the asset (or part of the carrying
amount allocated to the part of the asset derecognised),
and
b) the sum of the consideration received (including any
asset acquired less the amount of any payable newly
accepted) and cumulative gain or loss that was reported
in equity is recognised in profit or loss.

Securities

/

When derecognising the financial asset, the difference is

Derecognition

Since 1 January 2018 any cumulative gain or loss recognised
in equity in connection with equity securities that are
designated as measured at fair value recognised in other
comprehensive income (FVOCI), is not recognised in profit
or loss upon derecognition.
There are instances when the unit concludes such
transactions in which it transfers assets reported in
the balance sheet, but retains all or substantially all the risks
and rewards associated with the financial assets or their
parts transferred. In such cases, the assets transferred are
not derecognised. For example, these transactions may
include borrowing of securities and repo transactions (see
note Repurchase and reverse repurchase agreements).
Upon transactions in which the entity does not transfer nor
retain substantially all the risks and rewards of ownership
of the financial asset, but it retains a control over
the financial asset, the entity continues to recognise the
asset to the rate of exposure to changes in the value of the
asset transferred.
Financial liabilities
The entity derecognises a financial liability if its contractual
liabilities are discharged, cancelled or expired.
Modification of financial assets and liabilities
If financial flows of modified assets at amortised costs
do not differ significantly, no modification is performed
to derecognise a financial asset. In such a case,
the Bank will recalculate the gross carrying amount of
the financial asset and recognise any resulting adjustment
as a modification gain or loss in profit or loss. If the reasons
for modification are debtor’s financial difficulties, the gain
or loss is recognised together with an impairment loss.
In other cases they are recognised as interest revenue.
If modified significantly, financial assets and liabilities
are derecognised. Newly recognised assets and liabilities
are recognised at fair value. The difference between
the carrying amount of a derecognised asset or liability is
recognised in profit or loss.

Financial assets

Offsetting and presenting in net amounts

The Bank derecognises a financial asset when

Financial assets and liabilities are offset and the net
amount is presented in the statement of financial position
when the Bank has a legal right to offset the amounts and
intends either to settle them on a net basis or to realise
the asset and settle the liability simultaneously.

/

the contractual rights to the cash flows from
the asset expire, or

/

it transfers the rights to receive cash flows in
a transaction in which substantially all the risks
and rewards of ownership of the financial asset are
transferred or in which the entity does not transfer
or retain substantially all the risks and rewards of
ownership of the financial asset and when it does
not retain a control over the financial asset.

Income and expenses are presented on a net basis only
when permitted under the relevant IFRSs or such gains
or losses arising from the group of transactions similar to
the unit’s business activities.
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due to the entity in accordance with the contract
and the cash flows that the Bank expects to receive;

Impairment of financial assets
The Bank will recognise loss allowance at the amount of
the expected credit losses (“ECL”) on a financial instrument
in respect of the following financial instruments that are
not measured at FVTPL:
/

financial assets that are debt instruments;

/

lease receivables;

/

financial guarantees issued; and

/

loan commitments issued.

No impairment loss is recognised on equity investments.
The Bank will recognise loss allowances at an amount
equal to lifetime ECLs, except in the following cases, for
which the amount recognised will be 12-month ECLs:
/

debt investment securities that are determined to
have low credit risk at the reporting date; and

/

other financial instruments (other than lease
receivables) for which credit risk has not increased
significantly since initial recognition.

/

financial
assets
that
are
credit-impaired
at the reporting date: the difference between the
gross carrying amount and the present value of
estimated future cash flows;

/

undrawn loan commitments: the present value of
the difference between the contractual cash flows
that are due to the Bank if the commitment is drawn
down and the cash flows that the Bank expects to
receive;

/

financial guarantee contracts: the expected
payments to reimburse the holder less any amounts
that the Bank expects to recover.

Restructured financial assets
If conditions of financial assets have been modified or
renegotiated, or if the existing financial assets are replaced
with new assets due to the debtor’s financial difficulties,
the Bank assesses whether the financial assets should be
derecognised and ECLs are estimated as follows:
/

If the restructuring does not result in derecognition
of the existing asset, the expected cash flows
from the modified financial assets are included in
the calculation of cash shortfalls from the existing
asset.

/

If the restructuring results in the derecognition of
the existing asset, the fair value of the new asset is
considered as the final cash flow from the existing
financial asset at the moment of its derecognition
– the amount is included in the calculation of cash
shortfalls from the existing financial asset.

The Bank sets expected credit losses (ECLs) to receivables
from clients on an individual or a portfolio basis.
Receivables from
customers

Stage 1

Stage 2

Stage 3

Consumer loans

Portfolio

Portfolio

Portfolio

Mortgages

Portfolio

Portfolio

Portfolio*

Commercial loans
without small
commercial loans

Portfolio

Individual

Individual

Small commercial
loans

Portfolio

Portfolio

Portfolio

*

Credit-impaired financial assets

Loan loss allowances to mortgages in Stage 3 may also be determined
on an individual basis in certain cases.

Commercial loans without small commercial loans and
small commercial loans are hereinafter referred to as
“Commercial loans”.

At each reporting date the Bank assesses whether financial
assets recognised at amortised cost and debt financial
assets recognised at FVOCI are credit-impaired. A financial
asset is credit-impaired if one or more events that have
a detrimental impact on the estimated future cash flows of
that financial asset have occurred.
Evidence that a financial asset is credit-impaired includes
the following observable data about the following events:

Loss allowances for lease receivables will always be
measured at an amount equal to lifetime ECLs.

/

significant financial difficulties of the issuer or
the borrower;

The Bank considers a debt security to have low credit risk
when its credit risk rating is equivalent to the globally
understood definition of “investment-grade” and when
the credit risk has not increased significantly.

/

a breach of contract such as a default or past due
event;

/

restructuring of a loan or an advance by the Bank
on conditions that the Bank would not otherwise
consider;

/

it is becoming probable that the borrower will enter
bankruptcy or other financial reorganisation; or

/

the disappearance of an active market for that
financial asset because of financial difficulties.

12-month ECLs are the portion of ECLs that result from
default events that are possible within the 12 months after
the reporting date.
Measurement of ECLs
ECLs are a probability-weighted estimate of credit losses
and will be measured as follows:
/

financial assets that are not credit-impaired
at the reporting date: the present value of all cash
shortfalls - i.e. the difference between the cash flows

The loan in respect of which contractual conditions have
been modified due to the debtor’s financial difficulties, is
generally treated as credit-impaired, if there is no evidence
that the risk of non-collecting contractual flows has

Notes to the condensed separate interim financial statements

/ 98

decreased significantly and there are no other indications
of impairment. The loan that is more than 90 days past due
is considered as credit-impaired.
In assessing whether the investment in the state debt is
credit-impaired, the Bank considers the following factors:
/

market assessment of creditworthiness reflected in
income from bonds;

/

assessment of creditworthiness by rating agencies;

/

a country’s ability to enter capital markets with
a new bond issue;

/

probability of debt restructuring, as a result of
which bond holders incur losses due to voluntary or
obligatory debt remission;

/

international supporting mechanisms to provide
necessary support as a “last-instance creditor”
of the particular country and also a publicly
pronounced governmental and agency plan to
use these mechanisms in public pronouncements
– this includes the assessment of the depth of these
mechanisms and the ability to meet the requested
criteria irrespective of any political intention.

Recognition of loss allowances established based on ECLs in
the statement of financial position
Loss allowances are recognised as follows:
/

for financial assets measured at amortised cost: as
a decrease of the assets’ gross carrying amount;

/

for loan commitments and financial guarantee
contracts: generally as a provision;

/

for financial instruments that include both the drawn
and undrawn portion, the Bank cannot determine
ECLs separately for the loan commitment and
the drawn loan: the Bank thus recognises a combined
loss allowance for both parts – one is recognised
as a decrease in the gross carrying amount of
the drawn portion, and the other one exceeding
the gross carrying amount of the drawn portion is
recognised as a provision; and

/

for debt instruments measured at FVOCI:
an adjustment relating to the expected credit losses
is recognised in profit or loss against the valuation
difference.

Write-off
Loans and debt securities are written-off (partially or fully)
if there is no realistic prospect that they will be repaid.
This generally applies to situations when the debtor has no
assets or sources of income that could generate sufficient
cash flow to repay the written-off amounts. However,
written-off financial assets can still be subject to recovery.
Repurchase and reverse repurchase agreements
From time to time, the Bank enters into contracts to sell
and buy back financial instruments at a specific future date
(“repo”) or to buy and sell back financial instruments at
a specific future date (“reverse repo”).

Securities (e.g. treasury bills) acquired as collateral with
respect to loans under reverse repo transactions are
maintained in the off-balance sheet item “Collaterals
and pledges received” and remeasured to fair value in
the off-balance sheet. The amount of the loan provided is
recognised under “Receivables from banks” or “Receivables
from customers”.
Securities that are sold under a repurchase agreement
at a predetermined price continue to be recognised in
the statement of financial position as part of the portfolio
in which they were included prior to concluding the repo
transaction, and are measured in the same manner as
the rest of the portfolio (e.g. for available-for-sale securities,
at fair value with gains/losses on remeasurement recorded
in equity). The amount obtained through sale is recorded
as a collateralised borrowing under “Payables to banks” or
“Payables to customers”.
For borrowings collateralised by securities acquired under
reverse repo transactions, such securities are maintained
under “Collaterals and pledges received” and presented at
fair value. The amount obtained through sale is recorded
as a collateralised borrowing under “Payables to banks”.
Income or expenses arising from repo transactions as
the difference between the selling and purchase price are
accrued over the period of the transaction and recognised
in the statement of comprehensive income as “Interest and
similar income” or “Interest expense and similar charges”.
Financial derivatives
Financial derivatives held by the Bank comprise currency
swaps, under which the Bank purchases and sells
the same amount of one currency for another currency
at two different dates, and interest rate swaps, under
which the participating parties regularly exchange interest
payments so that one party pays (receives) a variable-rate
payment and the other pays (receives) a fixed-rate payment.
Derivatives held for trading
The Bank classifies all currency swaps as held for trading.
Although the vast majority of them are used for hedging
purposes, they do not meet the criteria for hedge
accounting. Derivatives held for trading also include
interest rate swaps that the Bank did not classify as
hedging derivatives upon acquisition, or that were not part
of defined hedging relationships at the reporting date.
Derivatives held for trading are recognised in the statement
of financial position at fair values. In the statement of
financial position, the fair values are presented under
“Financial assets/liabilities at fair value through profit
or loss”, with gains/losses on changes in the fair values
recorded under “Net gain or loss from financial operations”
in the statement of comprehensive income.
Hedging derivatives
Hedging derivatives comprise interest rate swaps that
the Bank decided to classify as hedging derivatives
upon acquisition and that are part of defined hedging
relationships at the reporting date. The hedged risk is
the interest rate risk to which the Bank is exposed due to
timing differences between interest-rate sensitive assets,
liabilities and certain off-balance sheet items. Interest rate
swaps classified by the Bank as hedging derivatives meet
all of the following criteria:
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/

The hedge is in compliance with the Bank’s interest
rate risk management strategy.

that is calculated as the estimate of future cash flows
including expected credit losses.

/

At the inception of the hedge, the Bank documents
the hedging relationship, including the exact
identification of the hedged item, the hedging
instrument, the risk being hedged and how
the effectiveness of the hedge will be assessed.

/

The hedging relationship is expected to be effective
throughout its duration.

The calculation of an effective interest rate also includes
transaction costs and paid and received fees that are
an integral part of the effective interest rate. Transaction
costs include incremental costs that are directly
attributable to the acquisition or issue of a financial asset
or financial liability.

/

The effectiveness of the hedge can be reliably
measured.

/

Changes in the fair values of the hedged and hedging
instruments are within a range of 80–125%.

The Bank hedges its interest rate risk exposure on
a portfolio basis, and this is recognised as a fair value hedge.
Hedging derivatives are measured at fair value and
presented under “Financial assets/liabilities at fair value
through profit or loss” in the statement of financial
position. For interest-rate sensitive instruments, gains and
losses on the remeasurement of hedged items and hedging
derivatives attributable to the hedged risk are recorded
under “Interest and similar income” or “Interest expense
and similar charges” in the statement of comprehensive
income.
The effectiveness of hedging relationships is tested
monthly, both retrospectively and prospectively. The Bank
will cease to classify a derivative as a hedging derivative
if any of the following events occurs
/

The hedging derivative expires or is terminated.

/

The hedge no longer meets the criteria for hedge
accounting.

/

The Bank revokes the designation.

If any of the above events occurs, any adjustments arising
from changes in the fair values of hedged instruments that
are measured at cost are reclassified to profit or loss no
later than the hedge item’s due date.

Amortised cost and gross carrying amount of a financial asset
The amortised cost of a financial asset or a financial liability
is the amount at which the financial asset or liability
is measured at initial recognition minus the principal
repayments, plus or minus the cumulative amortisation
using the effective interest rate method of any difference
between the initial amount and the maturity amount
and, for financial assets, adjusted for any expected credit
losses.
The gross carrying amount of financial assets is
the amortised cost of a financial asset, before adjusting for
any credit loss.
Calculation of interest income and expense
When calculating interest income or interest expense,
the effective interest rate is applied to the gross carrying
amount of unimpaired assets or to the amortised cost of
a liability.
Interest income in respect of financial assets that were
credit-impaired on initial recognition is calculated using
the effective interest rate method from the amortised
cost of an asset. Interest income in respect of assets that
are no longer credit-impaired is calculated using the gross
carrying amount.
Interest income in respect of financial assets that were
already credit-impaired on initial recognition is calculated
using the credit-adjusted effective interest rate method
from the amortised cost of an asset. Even if the credit risk
of an asset is subsequently decreased, the gross carrying
amount is not applied in the calculation of interest income.
Interest income and interest expense recognised in profit
or loss and other comprehensive income (“OCI”) includes:
/

interest on financial assets and liabilities measured
at amortised cost calculated using the effective
interest rate;

/

interest on debt instruments measured at FVOCI
calculated using the effective interest rate;

/

the effective portion of changes in fair value of
hedging derivatives designated to hedge variable
interest cash flows in the period when the hedged
cash flows affect interest income or expense;

/

the effective portion of changes in fair value of
hedging derivatives designated to hedge the fair
value of interest risk.

(c) Interest
Interest income or expense from all interest-bearing
financial instruments except financial instruments
measured at fair value through profit or loss is recognised
using the effective interest rate and reported in profit
or loss in the line items “Interest and similar income” or
“Interest expense and similar charges” as part of revenue/
expenses from continuing operations.
The effective interest method calculates the gross carrying
amount or amortised cost of a financial asset or a financial
liability that exactly discounts the estimated future cash
payments and receipts through the expected life of the
financial instrument to its net carrying amount. When
calculating the effective interest rate, the Bank estimates
future cash flows considering all contractual terms of
the financial instrument (but not future credit losses).
In respect of purchased or originated credit-impaired
financial assets the Bank uses the effective interest rate

Interest income and interest expense on all assets and
liabilities held for trading are considered as the Bank’s
auxiliary business operations and are recognised together
with all other changes in the fair value of assets and
liabilities in the net trading profit.
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Interest income and interest expense on all financial
assets and liabilities measured at FVTPL are recognised in
net income from other financial instruments measured at
FVTPL.

as other published data, such as rating agency reports and
current appraisals.

(f)
(d)

Fees and commissions

Fees and commissions income/expense that is integral
to the effective interest rate with respect to a financial
asset or financial liability is included in the calculation of
the effective interest rate.
Other fee and commission income is recognised when
the related services are performed. Fee and commission
income is earned primarily from the provision of payment,
brokerage and investment services.
Fee income on impaired financial assets is recognised
upon the receipt of cash or the performance of the service
obligation, whichever occurs later.

(e)

Fair value measurement

Fair value is the amount for which an asset could be
exchanged or a liability settled between market participants
in an arm’s length transaction at the measurement date
in the principal or, in its absence, the most advantageous
market to which the Bank has access at that date.

Investments in subsidiaries

An investment in a subsidiary is an investment in an entity
in which the Bank is the majority owner. In such a situation,
the Bank controls the management and activities of
the entity. Such control is based on the Bank’s share in
the entity’s registered capital, or a contract or articles of
association regardless of the amount of the ownership
interest.
Investments in subsidiaries are measured at cost less any
impairment losses.

(g)

Creation of provisions

The provision represents a probable cash outflow with
uncertain timing and amount. The provision is created, if
the following criteria are met:
/

a present obligation (legal or constructive) exists as
a result of a past event;

/

it is probable or certain that an outflow of economic
benefits will be required to settle the obligation
(“probable” means a probability exceeding 50%);
and

/

the amount of the obligation can be estimated
reliably.

In the absence of an active market for identical assets
or identical liabilities, such measurement is based on
assumptions reflecting observable market data and, in
the absence of such data, internal information that is
consistent with information that market participants would
use in a hypothetical transaction at the measurement date.

Provisions to liabilities in foreign currency are created in
foreign currency.

Observable inputs reflect market data obtained from
independent sources, while unobservable inputs reflect the
Bank’s market assumptions.

In accordance with note 4 (b) the Bank creates provision to
expected credit losses from off-balance sheet items (loan
commitments and guarantees).

Preference is given to observable inputs. These two types of
inputs form the basis for the following fair value hierarchy:
Level 1 – quoted prices for identical instruments in active
markets;
Level 2 – quoted prices for similar instruments in
active markets; quoted prices for identical or similar
instruments in markets that are not active; and
model-derived valuations whose inputs are observable or
whose significant value drivers are observable;
Level 3 – significant inputs to the valuation model are
unobservable.
The Bank has in place policies and procedures governing
the valuation of financial instruments. In addition, the Bank
has risk management teams for valuation review, which
includes independent valuation assessments for certain
instruments (e.g. treasury bills).
With regard to Level 3 valuations, the Bank performs
a variety of procedures to assess the reasonableness of
the valuations. Such reviews, which may be performed
quarterly, monthly or weekly, include an evaluation of
instruments whose fair value change exceeds predefined
thresholds (and/or does not change) and reflect current
interest rates, the currency and credit environment, as well

(h)
Property, plant and equipment and
intangible assets
Items of property, plant and equipment and intangible
assets are measured at cost less accumulated depreciation
and any impairment losses over their estimated useful lives.
Cost includes the purchase price of the asset, any costs
directly attributable to bringing the asset to the location
and condition necessary for it to be capable of operating
in the manner intended by management, and the initial
estimate of the costs of dismantling and removing
the item.
Items of property, plant and equipment and intangible
assets are depreciated on a straight-line basis over their
estimated useful lives as follows:
Software

3–8 years

Banking systems

2–8 years

Buildings
Fixtures and fittings
Equipment

50 years
5–10 years
3–5 years
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Capital improvements to assets are depreciated on
a straight-line basis over the shorter of the lease term and
their remaining useful lives.
Assets’ residual values and useful lives are monitored
and adjusted if appropriate at each reporting date. Items
of property, plant and equipment are subject to annual
impairment reviews. If the carrying amount of an asset
exceeds its recoverable amount, the asset is adjusted
accordingly. The recoverable amount of an asset is
the greater of its fair value less costs to sell and its value
in use.
Any gain or loss on disposal of an item of property, plant
and equipment (calculated as the difference between
the item’s carrying amount and the net proceeds from
disposal) is recognised in profit or loss.
Software acquired by the Bank is measured at cost
less accumulated amortisation and any accumulated
impairment losses.
The costs of internally developed software are capitalised
if the Bank is able to demonstrate its intention and ability
to complete the development and use the software
to generate future economic benefits and the costs to
complete the development can be reliably measured.
Internally developed software is recognised at cost less
accumulated amortisation and impairment. Subsequent
expenditure on software is capitalised only when it
increases the future economic benefits embodied in
the specific asset to which it relates. All other expenditure
is expensed as incurred.
Impairment of non-financial assets
At the end of each reporting date the Bank reviews
the carrying amounts of its non-financial assets to
determine whether there is any indication of impairment.
If any such indication exists, then the asset’s recoverable
amount is estimated. An asset’s recoverable amount
is the greater of the asset’s fair value less costs to sell
and its value in use. An impairment loss is recognised if
the carrying amount of an asset exceeds its recoverable
amount.
Impairment losses are recognised in profit or loss.
An impairment loss may be reversed to the extent that the
new carrying amount does not exceed the carrying amount
that would have been determined if no impairment loss
had been recognised.

(i)

Leasing

A contract concerns a lease if the contract transfers
the right to control the use of the identifiable asset over
a period of time in exchange for consideration.
Individual contracts are assessed by the Bank to ascertain
whether the contract fulfils the definition of a lease,
i.e. whether:

/

the Bank has the right to manage the use of assets,
i.e. the lessor may not change the conditions of use

At the start of the lease, the Bank recognises in
the statement on financial position:
/

the right of use of assets under “property, plant and
equipment”; and

/

the lease liability under “other liabilities”.

The right of use is measured at acquisition cost which
includes the initial amount of the lease liability adjusted
for all lease payments made on or before the inception
date, plus direct cost and an estimate of asset retirement
and the removal of the underlying asset or the renewal of
the underlying asset, minus lease incentive.
The right of use is subsequently depreciated on a straightline basis over the shorter of their estimated useful lives
and the lease term. The assumed useful life of the right
of use is determined on the same basis as the useful life
for items of property, plant and equipment and intangible
assets; this asset is further regularly reduced by potential
losses from impairment and adjusted for the certain
revaluation of the lease liability.
At the inception of the lease, the lease liability is measured
at the present value of the as yet outstanding lease
payments by the discounted incremental interest rate.
Lease payments include the following:
/

fixed payments, including the so-called essentially
fixed payments;

/

variable lease payments dependent on the index
and rate (at the inception of the lease, the index or
rate are used which exists as at the inception of the
lease);

/

the amount which the lessee must pay as part of
the so-called guaranteed residual value;

/

the call option if the Bank expects its use, and lease
payments, including extension option if the Bank
is adequately certain that it will use the extension
option; and

/

penalties for lease termination.

The lease liability is subsequently measured at amortised
acquisition cost using the effective interest rate method.
The liability is divided into the interest recognised in
interest expenses and the repayment recognised as
the reduction of the lease liability.
The liability is revalued in the case of a change in future
lease payments following from a change in the index or
rate if a change is made in the Bank’s estimates of the
amount due or if the Bank changes its estimates with
respect to the use of the call option, and the extension or
termination of the lease of the asset concerned.

/

the identifiable asset exists and if the lessor has
a material right to have the asset replaced by
another asset;

If the liability is revalued, an adjustment to the carrying
amount of the right of use is simultaneously carried out in
the assets or directly in the income statement if the right
of use is fully depreciated, and the carrying amount of
the asset is thus zero.

/

the Bank as the lessee has the right to obtain all
economic benefits over the term of their use;

The Bank applies an exemption from lease recognition
and does not account for rights of use and lease liabilities
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if the lease term is 12 months and less, and/or the leased
assets are of low value. The Bank records lease payments
from such contracts directly in expenses on a straight
line basis over the lease term and recognises them under
“administrative expenses”.
If the Bank acts as the lessor, it assesses at the beginning
of the lease whether it is a finance lease or an operating
lease. Transitioning to IFRS 16, the Bank made no change to
lease recognition from the lessor’s point of view.

(j)

Foreign currency translation

Upon initial recognition, transactions realised in foreign
currencies are translated to Czech currency using the Czech
National Bank (“CNB”) exchange rate for the respective
foreign currency.
As at the balance sheet date, items expressed in foreign
currency are translated, depending on the nature of
the item, as follows:
/

monetary assets and liabilities in foreign currency
are translated using the CNB exchange rate
published on the balance sheet date;

/

non-monetary assets and liabilities at historical
cost expressed in foreign currency are translated to
Czech currency using the historical CNB exchange
rate published on the date of the transaction;

/

non-monetary assets and liabilities at fair value
expressed in foreign currency are translated to
Czech currency using the current CNB exchange rate
published on the date of fair value measurement.

Foreign exchange gains or losses arising from
the translation of foreign currency assets and liabilities are
recognised in the statement of comprehensive income as
“Gain or loss from financial operations”.

recognise a provision in the statement of financial position.
If the occurrence of an asset/liability becomes virtually
certain, the Bank will recognise the asset/liability in
the statement of financial position.
Financial guarantees and loan commitments
Financial guarantees are contracts that require the Bank
to make specified payments to reimburse the holder for
a loss that it incurs because a specified debtor fails to make
payment when it is due in accordance with the terms of
a debt instrument.
Loan commitments are firm commitments to provide
credit under pre-specified terms and conditions.
Liabilities under financial guarantee contracts are recorded
initially at their fair value, which is generally the fee received
or the present value of the fee receivable. Subsequently,
financial guarantee liabilities are measured at the higher
of: the initial fair value less cumulative amortisation; and
the best estimate of the expenditure required to settle
the obligations.
The Bank has not issued any loan commitments valued
at FVTPL.
Guarantees provided are disclosed in note 26 (a).

(m)

Segment reporting

The Bank reports operating segments in accordance with
internal statements regularly presented to the Bank’s
board of directors, whose members are the chief operating
decision makers, i.e. a group of individuals allocating
resources to and assessing the performance of the Bank’s
individual operating segments.
The Bank has the following operating segments:
/

retail banking – products and services provided to
individuals

Subordinated liabilities are liabilities for which it was
agreed that in the event of liquidation or bankruptcy,
judicial settlement will be paid only after full satisfaction
of all other obligations to other creditors, excluding those
that are bound by a similar subordination condition.

/

corporate banking – products and services provided
to legal entities

/

other.

Subordinated liabilities are measured at amortised cost
and are presented in the statement of financial position
under “Subordinated liabilities”. Interest expense on
subordinated liabilities is presented in the statement
of comprehensive income under “Interest expense and
similar charges”.

(n)

(k)

(l)

Subordinated liabilities

Contingent assets and liabilities

Contingent assets/liabilities are possible assets/liabilities
that arise from past events and whose existence will be
confirmed only by the occurrence or non-occurrence of
one or more uncertain future events not wholly within
the control of the Bank. The Bank does not recognise
contingent assets/liabilities in the statement of financial
position but regularly monitors their status. If the occurrence
of an asset/liability becomes probable, the Bank will

Taxation

Non-tax deductible expenses are added to, and
non-taxable income is deducted from, the profit for the
period to arrive at the taxable income, which is further
adjusted for tax allowances and relevant credits.
Deferred tax is determined based on the liability
method and reflects all temporary differences between
the carrying and tax value of assets and liabilities
multiplied by the income tax rate expected to be valid for
future periods. Temporary differences arise primarily from
non-tax deductible adjustments, from differences between
the accounting and tax depreciation of items of property,
plant and equipment and intangible assets, and from
the remeasurement of available-for-sale securities.
A deferred tax asset is recognised only if it is highly probable
that it will be utilised in future accounting periods.
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Deferred tax is calculated using the tax rate expected to
be valid in the period in which the tax asset is utilised or
the tax liability is settled. The effect of changes in tax rates
on deferred tax is recognised directly in the statement of
comprehensive income except where such changes relate
to items recorded directly in equity.

(o)

Employee benefits

Employee benefits include bonus and incentive payments.
Bonus payments
Bonuses are used to motivate the Bank’s employees.
The bonus amount depends on meeting performance
indicators. Bonuses are paid annually at the end of
the quarter following the end of the reporting period, with
an advance payment made at the end of the respective
reporting period. During the reporting period, a provision
for bonuses is established, representing the best estimate
of the amount that will be paid.

(p)
Correction of errors in previous
accounting periods and accounting policy
changes
Expenses or revenues of previous accounting periods
are charged to the profit and loss account of the current
period, unless the corrections relate to fundamental errors
relating to previous periods.
Corrections of fundamental errors in the recording of
accrued income and expenses and changes in accounting
policies are recognised in „Retained earnings or
accumulated losses from previous years“ in the Bank‘s
balance sheet.
In the accounting period ending 30 June 2020, the Bank
undertook neither a significant correction of errors nor
accounting policy changes.

Incentive payments
Incentives are performance-based sales bonuses for
personal bankers at branches and corporate bankers.
Sales bonuses are contingent upon meeting performance
targets, which are evaluated each quarter, and are partially
paid in the following quarter and in the first quarter
following the year-end.
Incentives are recognised on an accrual basis.
At the balance sheet date, the Bank reports a liability
representing the total amount of incentives for the fourth
quarter and amount of which entitlements arose in
previous accounting periods.
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5. NET INTEREST INCOME
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Interest income and similar income from
Loans

1 016

893

Deposits

39

42

Reverse repo transactions with the CNB

99

96

Bonds

11

12

4

5

(6)

(4)

Revaluation of hedged items

7

5

Other

1

1

1 171

1 050

239

122

1

1

Issued securities

18

11

Subordinated debt

20

14

1

1

Total

279

149

NET INTEREST INCOME

892

901

Trading derivatives
Transactions with hedging derivatives

Total

Interest expense and similar expense from
Deposits
Trading derivatives

Leasing

Interest income and interest expense calculated using the effective interest method for the following items are
as follows:

MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Financial assets at amortised cost
Financial assets at FVOCI
Interest income from financial assets not at FVTPL
Interest expense from financial liabilities at amortised cost

1 159

1 034

7

10

1 166

1 044

278

148
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6. NET FEE AND COMMISSION EXPENSES
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Commission and fee income from
Payments and account maintenance

8

11

Lending

22

24

Insurance fees

40

38

3

-

73

73

Payments

33

29

Card transaction fees

43

42

9

12

17

2

Total

102

85

NET FEE AND COMMISSION EXPENSES

(29)

(12)

Investment products
Total

Commission and fee expense

Commissions on deposit products
Other
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7. NET INCOME FROM FINANCIAL OPERATIONS
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Gain/(loss) from trading derivatives transactions
Foreign exchange
TOTAL

50

(15)

(14)

55

36

40

8. NET OTHER OPERATING INCOME
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Operating income
Service providing

55

53

6

7

61

60

18

17

1

5

Total

19

22

NET OTHER OPERATING INCOME

42

38

Other income
Total

Operating expenses
Contribution to the deposit insurance fund and Resolution fund
Other expenses
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9. ADMINISTRATIVE EXPENSES
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Wages and salaries paid to employees

214

204

68

66

4

4

27

22

286

274

Information technologies

68

57

Rent and related expenses

14

15

- short-term leases

4

7

- leases of low-value assets

1

1

- other rent and related expenses

9

7

Advertisement and marketing

59

61

Audit, legal and tax advisory

12

7

Other

37

29

Other administrative expenses

190

169

TOTAL

476

443

Social security and health insurance
Other employee expenses
of which:
Wages and salaries paid to:
key management
Total employee expenses

The average number of the Bank’s employees was as follows:
1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019
Employees

505

504

Members of the board of directors

5

5

Members of the supervisory board

3

3

513

512

TOTAL
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10. NET IMPAIRMENT OF LOANS AND RECEIVABLES

MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Creation, release and use of loan loss allowances and provisions

250

154

Income from previously written-off receivables

(38)

(40)

-

1

212

115

Write-offs of uncollectable receivables/losses
from ceded receivables from customers
NET IMPAIRMENT OF LOANS AND RECEIVABLES

Adjustments to receivables from customers
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Balance as at 1 January

641

580

Creation during the year

379

294

Release of adjustments no longer considered necessary

(129)

(140)

Use during the year/written-off receivables
Use during the year/ceded receivables

(251)

(150)

640

584

BALANCE AS AT 30 JUNE

Provisions to granted credit and guarantees
MCZK

1. 1. – 30. 06. 2020 1. 1. – 30. 06. 2019

Balance as at 1 January

10

6

Creation during the year

2

4

(5)

(3)

7

7

Release of provisions no longer considered necessary
BALANCE AS AT 30 JUNE

Unpaid off-balance sheet written-off receivables in recovery amounted MCZK 349 as at 30 June 2020 (as at
31 December 2019: MCZK 316).
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11. CASH AND CASH EQUIVALENTS
For the purposes of the cash flows statement, cash and cash equivalents comprise the following balances with maturities
of less than 3 months after acquisition:

MCZK
Cash in hand and balances with central banks
Receivables from banks
CASH AND CASH EQUIVALENTS

30. 06. 2020

31. 12. 2019

1 547

1 132

18 128

12 681

19 675

13 813

The Bank reports a minimum obligatory reserve requirement with the Czech National Bank as part of the „Cash in
hand and balances with the Central Bank“ line. The Bank may draw funds from the minimum obligatory reserve at
any time, provided that the average balance for the period reaches the minimum required level under the provisions
of the Czech National Bank.

12.RECEIVABLES FROM BANKS
MCZK

30. 06. 2020

31. 12. 2019

18 001

12 570

Term deposits

19

18

Nostro accounts

98

71

Advances granted to banks

10

22

18 128

12 681

Reverse repo transactions with the CNB

RECEIVABLES FROM BANKS

Reverse repo transactions with the CNB of MCZK 18 001 (as at 31 December 2019: MCZK 12 570) are secured by
a transfer of state treasury bills, whose market value as at 30 June 2020 was MCZK 17 638 (as at 31 December 2019:
MCZK 12 316) and has been recorded under “Collaterals and pledges received”.
All receivables from banks are in Stage 1 as at 30 June 2020 and as at 31 December 2019.
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13. RECEIVABLES FROM CUSTOMERS
(a) Classification of receivables from customers
MCZK

30. 06. 2020

31. 12. 2019

Commercial loans

12 982

13 342

Consumer loans

14 470

13 459

Mortgages

20 734

20 196

Overdrafts

653

722

Individual adjustment to receivables from customers

(328)

(448)

Portfolio adjustment to receivables from customers

(312)

(193)

48 199

47 078

30. 06. 2020

31. 12. 2019

409

567

Non-financial institutions

12 015

12 137

Non-profit organizations

10

5

638

647

34 639

33 162

799

753

48 510

47 271

TOTAL

(b) Analysis of receivables from customers by sector
MCZK
Financial institutions

Households / self-employed
Resident individuals
Non-residents
TOTAL

The amounts in the above table are stated net of the portfolio adjustment to receivables from customers.

Notes to the condensed separate interim financial statements

/ 111

(c) Analysis of receivables from customers by sector and type of security received
Bank
guarantee

Mortgage

Bank deposit

Unsecured

Total

5

98

-

306

409

Non-financial institutions

81

8 327

287

3 320

12 015

Non-profit organizations

-

-

-

10

10

10

472

1

155

638

Resident individuals

-

18 897

-

15 742

34 639

Non-residents

-

526

-

273

799

96

28 320

288

19 806

48 510

Financial institutions

11

81

-

475

567

Non-financial institutions

71

8 179

164

3 723

12 137

Non-profit organizations

-

-

-

5

5

Households/self-employed

9

468

-

170

647

Resident individuals

-

18 312

1

14 849

33 162

Non-residents

-

512

-

241

753

91

27 552

165

19 463

47 271

MCZK
As at 30 June 2020
Financial institutions

Households/self-employed

TOTAL

As at 31 December 2019

TOTAL

The amounts in the table above are stated net of the portfolio loan loss allowance to receivables from clients.
The item „unsecured“ includes also exposures or their parts secured by an instrument not considered by the Bank
to be high-quality collateral for the purpose of allowance or capital adequacy calculation.
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(d) Analysis of impaired receivables from customers by sector and type of security received
Bank
guarantee

Mortgage

Bank deposit

Unsecured

Total

Financial institutions

-

-

-

-

-

Non-financial institutions

4

189

1

150

344

Non-profit organizations

-

-

-

-

-

Households/self-employed

-

23

-

37

60

Resident individuals

-

68

-

102

170

Non-residents

-

2

-

6

8

4

282

1

295

582

-

-

-

-

-

Non-financial institutions

10

361

-

91

462

Non-profit organizations

-

-

-

-

-

Households/self-employed

-

32

-

35

67

Resident individuals

-

67

-

97

164

Non-residents

-

1

-

4

5

10

461

-

227

698

MCZK
As at 30 June 2020

TOTAL

As at 31 December 2019
Financial institutions

TOTAL

The amounts in the table above are stated net of the portfolio loan loss allowance to receivables from clients.
The item „unsecured“ includes also exposures or their parts secured by an instrument not considered by the Bank
to be high-quality collateral for the purpose of allowance or capital adequacy calculation.
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14. SECURITIES
MCZK
State bonds at amortised costs
State bonds FVOCI
Corporate bonds FVOCI
FINANCIAL ASSETS

30. 06. 2020

31. 12. 2019

1 325

311

565

585

44

246

1 934

1 142

Securities - FVOCI
(a) State bonds
MCZK

ISIN code

Issuer Maturity date

Currency

Interest rate

Amortised Revaluation
book value at fair value

Total
book
value

As at 30 June 2020
CZ0001003123

MFČR

18. 4. 2023

CZK

variable

511

4

515

CZ0001004105

MFČR

19. 11. 2027

CZK

variable

50

-

50

561

4

565

TOTAL
As at 31 December 2019
CZ0001003123

MFČR

18. 4. 2023

CZK

variable

521

13

534

CZ0001004105

MFČR

19. 11. 2027

CZK

variable

50

1

51

571

14

585

TOTAL

The Bank measures state bonds at fair value, gains/losses from revaluation are charged to equity in “Other comprehensive
income”. After taking into account deferred tax, the gain from revaluation amounts to MCZK 3 (as at 31 December 2019:
MCZK 2).
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(b) Corporate bonds
MCZK

ISIN code

Issuer Maturity date

Currency

Interest
rate

Amortised Revaluation
book value at fair value

Total
book
value

As at 30 June 2020
CZ0003515934

PASSERINVEST
FINANCE a.s

31. 3. 2023

CZK

5.25

20

-

20

CZ0003520603

Trigema real Estate
Finance a.s

19. 12. 2023

CZK

5.1

24

-

24

44

-

44

TOTAL

As at 31 December 2019
CZ0003515496

FINEP BARRANDOV
ZÁPAD k.s.

19. 6. 2020

CZK

3.75

48

-

48

CZ0003515934

PASSERINVEST
FINANCE a.s.

31. 3. 2023

CZK

5.25

20

-

20

CZ0003519407

EPH Financing CZ,
a.s.

16. 7. 2022

CZK

4.07

153

-

153

CZ0003520603

Trigema real Estate
Finance a.s.

19. 12. 2023

CZK

5.1

25

-

25

246

-

246

TOTAL

The Bank measures corporate debt securities at fair value, gains/losses from revaluation are charged to equity in “Other
comprehensive income”. After taking into account deferred tax, as at 30 June 2020 neither 31 December 2019 there is no
gain/loss from revaluation.
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Securities at amortised costs
(a) State bonds
MCZK
Issuer

Maturity date

Currency

Interest rate

Amortised
book value

CZ0001005367

MFČR

23. 2. 2021

CZK

Fixní

200

CZ0001001945

MFČR

12. 9. 2022

CZK

Fixní

111

CZ0001004469

MFČR

26. 6.2026

CZK

Fixní

297

CZ0001005870

MFČR

14. 2.2025

CZK

Fixní

506

CZ0001004105

MFČR

19. 11. 2027

CZK

Variabilní

100

CZ0001004253

MFČR

17. 9.2025

CZK

Fixní

111

ISIN code
As at 30 June 2020

TOTAL

1 325

As at 31 December 2019
CZ0001005367

MFČR

23. 2. 2021

CZK

Fixní

200

CZ0001001945

MFČR

12. 9. 2022

CZK

Fixní

111

TOTAL

311

All financial assets are in Stage 1 as at 30 June 2020 and 31 December 2019.		

15. FINANCIAL ASSETS/LIABILITIES AT FAIR VALUE
THROUGH PROFIT OR LOSS
Contractual amounts
MCZK

30. 06. 2020

31. 12. 2019

purchase

sale

purchase

sale

34

(34)

16

(16)

1 310

(1 315)

1 016

(1 024)

400

(400)

400

(400)

1 744

(1 749)

1 432

(1 440)

Trading instruments
FX spot transactions
FX swap contracts
Hedging instruments
IR hedging swap
TOTAL
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Fair value of financial assets/liabilities
30. 06. 2020

MCZK

31. 12. 2019

Assets

Liabilities

Assets

Liabilities

Trading instruments

3

6

-

6

Hedging instruments

-

1

8

-

3

7

8

6

TOTAL

The portfolio of financial assets and liabilities at fair value through profit or loss includes derivatives traded outside
the Stock Exchange, i.e. the interbank market („OTC“). The Bank closed these transactions to hedge its risk but not for
speculative purposes, see Note 4 (b).
From 1 July 2015, the Bank has implemented hedge accounting, namely fair value hedge. Hedging items include all
interest rate swaps in the portfolio of the Bank.
The portfolio of interest rate swaps is divided into two hedge relationships. For the first hedge relationship, the hedge
item is a portfolio of IRS fix legs and the hedged item is a defined amount of cash flow from the portfolio of mortgage
loans. For the second hedge relationship the hedge item is a portfolio of IRS variable legs and the hedged item is
a defined volume of savings accounts.
As all interest rate swaps in the Bank‘s portfolio are defined as hedges, they are recognised in the same way as before
the introduction of hedge accounting (i.e., they are measured at fair value with a direct impact on the profit and loss).
As at 30 June 2020, the book value of mortgage loans defined as a hedged item within hedge accounting amounted to
MCZK 401 (fair value adjustment: MCZK 0). As at 31 December 2019, the book value amounted to MCZK 394 (fair value
adjustment: MCZK 1).
As at 30 June 2020, the book value of savings accounts defined as a hedged item within hedge accounting amounted to
MCZK 202 (fair value adjustment: MCZK 0). As at 31 December 2019, the book value amounted to MCZK 403 (fair value
adjustment: MCZK 0).
Residual maturity of financial derivatives
All FX swap contracts of nominal value of MCZK 1 310 as at 30 June 2020 (as at 31 December 2019: MCZK 1 016) have
maturities of up to 3 months.
As at 30 June 2020 and 31 December 2019 the Bank does not classify any IR swaps as trading.
All hedging IR swaps as at 30 June 2020 with a nominal value of MCZK 400 (as at 31 December 2019: MCZK 400) are due
in 2020.
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16. PARTICIPATION INTERESTS WITH CONTROLLING
OR SUBSTANTIAL INFLUENCE
(a) Participation interests with controlling influence
MCZK
Company
name

Registered
office

Principal
activity

Other
Registered
components
capital
of equity

Share Share of
in
voting
equity
rights

Book
value

As at 30 June 2020

Equa Sales &
Distribution
s.r.o.

Karolinská
661/4, 186 00
Praha 8

Production, trade and
services not listed in
Annexes 1 to 3 of the
Trade Licensing Act and
provision or mediation
of consumer loan

TOTAL

100

100

61

61

0%

0%

-

-

-

-

MCZK
Company
name

Registered
office

Principal
activity

Other
Registered
components
capital
of equity

Share Share of
in
voting
equity
rights

Book
value

As at 31 December 2019

Equa Sales &
Distribution
s.r.o.

TOTAL

Karolinská
661/4, 186 00
Praha 8

Production, trade and
services not listed in
Annexes 1 to 3 of the
Trade Licensing Act and
provision or mediation
of consumer loan

100

100

61

61

0%

0%

-

-

-

-

While not holding any shares in equity or voting rights in Equa Sales & Distribution s.r.o., the Bank nonetheless exerts
controlling influence in this entity via a personal connection through which the members of the Bank’s top management
exercise the office of the company’s authorised representatives and share control over and responsibility for
the departments of Equa Sales & Distribution s.r.o. alongside their positions in the Bank. Controlling influence is also
exerted over joint strategic, financial and sales planning. Equa Sales & Distribution s.r.o. serves as key intermediary for
the Bank’s financial products, and its activities and business results directly influence the Bank’s revenues. By influencing
the management and business operations of Equa Sales & Distribution s.r.o., the Bank also impacts the volume of its
revenues.
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17. OTHER ASSETS
MCZK
Other debtors
Long-term prepayments - MasterCard cash collateral
Rent deposit
TOTAL

30. 06. 2020

31. 12. 2019

20

28

284

268

15

15

319

311

18. DUE TO CUSTOMERS
Analysis of due to customers by sector
Repayable
on demand
– current and
saving accounts

Repayable
on demand –
other

Term deposits
with fixed
maturity

Total

97

-

-

97

4 100

-

2 967

7 067

71

-

-

71

Government sector

341

-

308

649

Non-profit organisations

351

-

198

549

Households/self-employed

508

-

14

522

45 701

52

5 179

50 932

2 248

2

79

2 329

53 417

54

8 745

62 216

MCZK

As at 30 June 2020
Financial institutions
Non-financial institutions
Insurance institutions

Resident individuals
Non-residents
TOTAL
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Repayable
on demand
– current and
saving accounts

Repayable
on demand –
other

Term deposits
with fixed
maturity

Total

129

-

-

129

4 026

-

2 678

6 704

70

-

-

70

Government sector

330

-

278

608

Non-profit organisations

283

-

193

476

Households/self-employed

480

-

34

514

39 193

30

5 967

45 190

1 788

1

89

1 878

46 299

31

9 239

55 569

MCZK

As at 31 December 2019
Financial institutions
Non-financial institutions
Insurance institutions

Resident individuals
Non-residents
TOTAL

19. LIABILITIES FROM ISSUED DEBT SECURITIES
As at 30 June 2020 (MCZK)
ISIN

Issue date

Maturity

Interest rate

Book value

Nominal value

CZ0002006893

19. 3. 2020

19. 3. 2025

1.65

1 502

1500

CZ0002005804

28. 8. 2018

28. 8. 2021

2.22

508

500

2 010

2 000

TOTAL

As at 31 December 2019 (MCZK)
ISIN

Issue date

Maturity

Interest rate

Book value

Nominal value

CZ0002005036

19. 6. 2017

19. 6. 2020

1.2

603

600

CZ0002005804

28. 8. 2018

28. 8. 2021

2.22

502

500

1 105

1 100

TOTAL
Issued mortgage bonds are traded on the Prague Stock Exchange.

Pursuant to the Bonds Act and CNB measures, the nominal value, including the relative yield of mortgage bonds, is fully
covered by receivables from mortgage loans or their parts. As at 30 June 2020 the net book value of mortgage bonds was
covered by mortgage loans of MCZK 2 200 (as at 31 December 2019: MCZK 1 210).
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MCZK

30. 06. 2020

31. 12. 2019

1 105

1 102

18

22

(18)

(19)

Payments

(595)

-

Issued

1 500

-

2 010

1 105

As at 1 January
Accrued interest and fees
Interest and fees paid

TOTAL

20. OTHER LIABILITIES
MCZK

30. 06. 2020

31. 12. 2019

216

35

Various creditors

52

73

Liabilities to employees

24

25

Social security and health insurance

14

13

Estimated liabilities for bonuses and severance pay

60

49

4

5

86

100

124

128

580

428

Liabilities from collection and payments clearing

Deferred income and accrued expenses
Estimated liabilities
Lease liabilities (see note 26)
TOTAL

21. LEASE LIABILITIES
Lease liabilities are based on non-cancellable term of lease, considering options for which the Bank is more than
certain that it will use them.

MCZK

30. 06. 2020

31. 12. 2019

Up to 1 year

2

2

1 to 5 years

120

118

7

14

Total undiscounted lease liabilities

129

134

Lease liabilities after taking into account discounts

124

128

2

2

122

126

Over 5 years

Up to 1 year
Over 1 year

The lease liability includes indexations which are considered in the lease liability based on the amount known as at
30 June 2020 and as at 31 December 2019; lease contracts do not contain any other variable items. The amount of lease
interest is stated in note 5 and other related expenses are stated in note 9.
Together with the lease liability, the Bank recognised the right-of-use of MCZK 128 as at 31 December 2019. During
the first half the year 2020, the right-of-use was increased by MCZK 11 due to contract modification and the acquisition
of new cars and due to extension of the headquarters of the Bank. Depreciation for the first half-year was MCZK 20.
As at 30 June 2020, the final balance was MCZK 119.
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22. SUBORDINATED DEBT
(a) Subordinated deposits

MCZK

30. 06. 2020

31. 12. 2019

-

-

173

174

25

26

Government sector

-

-

Non-profit organisations

2

1

Households/self-employed

-

-

82

82

-

-

282

283

282

283

Financial institutions
Non-financial institutions
Insurance institutions

Resident individuals
Non-residents
of which: d
 ue within 1 year
due over 1 year
TOTAL

For a period of 6 months ended 30 June 2020, the Bank has not received any subordinated deposits. The average rate
of the whole portfolio is 4.77% per annum (as at 31 December 2019: 4.77% per annum). Part of subordinated deposits
is due in 2022 and part in 2023.
The deposit is established with reference to Section 41c), Article 2 of the Banking Act and with reference to Article 62
and subsequent Regulation of the European Parliament and the Council (EU) No. 575/2013 of 6 June 2013 on prudential
requirements for credit institutions and investment companies and amending Regulation (EU) no. 648/2012 („the CRR
Regulation”) and in accordance with the CRR Regulation may therefore be included in the Bank‘s capital.
In case of insolvency and liquidation, all Bank’s creditors will be divided by the order of their assets into different
classes. Receivables with a lower rank will be reimbursed only after the full satisfaction of all claims with a higher
ranking. Client‘s claims for the payment of any deposit amounts have the lowest order pursuant to Section 172,
Articles 1 and 2 of Act No. 182/2006 Coll., on Bankruptcy and Its Resolution (the Insolvency Act), as amended, with
the exception of additional Tier 1 capital instruments, which have a lower ranking.

MCZK
As at 1 January
Accrued interest
Interest paid
Received subordinated debt
TOTAL

30. 06. 2020

31. 12. 2019

283

283

6

13

(7)

(13)

-

-

282

283
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(b) Subordinated issued bonds
MCZK
Issue date

Maturity

Interest rate

Book value including
accrued interest

Nominal value

CZ0003704595

26. 9. 2017

26. 9. 2027

4.4

302

300

CZ0003704900

16. 9. 2019

18. 9. 2029

4.06

307

300

609

600

ISIN
As at 30 June 2020

TOTAL

As at 31 December 2019
CZ0003704595

26. 9. 2017

26. 9. 2027

4.4

295

300

CZ0003704900

16. 9. 2019

18. 9. 2029

4.06

301

300

596

600

TOTAL

Bonds from 2017 were issued in book-entry form, the nominal value of the issue is MCZK 300, payable in 2027, and is
an unsecured unconditional obligation. Based on a decision of the Bank‘s board of directors from 19 December 2017,
the issue is subject to a fixed interest rate of 4.40% per annum. Upon the expiration of 5 years from the date of issue,
if not repaid early based on the issuer‘s decision, the interest rate will correspond to the reference rate of the interest
rate swap rate in CZK over a period of 5 years increased by a margin of 3.09% per annum. The interest is payable
annually for the previous period.
Bonds from 2019 were issued in book-entry form, the nominal value of the issue is MCZK 300, payable in 2029, and is
an unsecured unconditional obligation. Based on a decision of the Bank‘s board of directors from 10 September 2019,
the issue is subject to a fixed interest rate of 4.06% per annum. Upon the expiration of 5 years from the date of issue,
if not repaid early based on the issuer‘s decision, the interest rate will correspond to the reference rate of the interest
rate swap rate in CZK over a period of 5 years increased by a margin of 2.50% per annum. The interest is payable
annually for the previous period.

MCZK

30. 06. 2020

31. 12. 2019

596

294

13

18

Interest and fees paid

-

(16)

Issued

-

300

609

596

As at 1 January
Accrued interest and fees

TOTAL
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23. EQUITY
The share capital of Equa bank a.s. recorded in the Commercial Register is MCZK 2 260 and has been fully paid up.
The share capital consists of 2 259 common shares with a nominal value of CZK 1 000 000 for each share and
10 common shares with a nominal value of CZK 100 000 for each share. The sole shareholder of Equa bank a.s. is
Equa Group Limited, QRM3000, Qormi, B2, Industry Street, Malta, registration number C 48269.
The number of shareholder votes is associated with a nominal value of their shares, so that each share with a nominal
value of CZK 100 000 (in words: one hundred thousand Czech crowns) has 1 (in words: one) vote and each share nominal
amounting to CZK 1 000 000 (in words: one million Czech crowns) accounts for 10 (in words: ten) votes. All shares with
a nominal value of CZK 1 000 000 (in words: one million Czech crowns) represent 22 590 (in words: twenty-two thousand
five hundred ninety) votes, and all shares with a nominal value of CZK 100 000 (in words: one hundred thousand Czech
crowns) represent 10 (in words: ten) votes. The total number of votes for shareholders in Equa bank a.s. amounts to
22 600 (in words: twenty-two thousand six hundred) votes. There are no preferences and restriction attaching to
the Bank‘s shares, including restriction on distribution of dividends and the repayment of capital.

Shareholders of the Bank as at 30 June 2020:

Name
Equa Group
Limited

Registered office

Number of
shares

Nominal value
of 1 share
(TCZK)

Nominal value
total (MCZK)

B2, Industry Street,
Qormi, QRM 3000, Malta

2 259

1 000

2 259

10

100

1

Share in
registered
capital (%)

100%

TOTAL

2 260

Shareholders of the Bank as at 31 December 2019:

Name
Equa Group
Limited

Registered office

Number of
shares

Nominal value
of 1 share
(TCZK)

Nominal value
total (MCZK)

B2, Industry Street,
Qormi, QRM 3000, Malta

2 259

1 000

2 259

10

100

1

Share in
registered
capital (%)

100%

TOTAL

2 260

No persons with a special relationship to the Bank held any shares of the Bank as at 30 June 2020 or 31 December 2019.

24. RETAINED EARNINGS OR ACCUMULATED
LOSSES FROM PREVIOUS YEARS, RESERVE FUNDS
AND OTHER CAPITAL FUNDS
Based on the sole shareholder decision within the scope of the Bank’s general meeting held on 31 March 2020, it was
approved that the profit for 2019 of MCZK 440 is to be divided as follows: allocation of MCZK 22 to reserve fund and
transfer of MCZK 418 to retained earnings.
Other capital funds are composed of deposits by a single shareholder. They include a fund for general banking
risks amounting to MCZK 677 as at 30 June 2020 (as at 31 December 2019: MCZK 677), other capital funds of MCZK
1 541 as at 30 June 2020 (as at 31 December 2019: MCZK 1 541) and a reserve fund of MCZK 74 as at 30 June 2020
(as at 31 December 2019: MCZK 52).
More information on equity is provided in the statement of changes in equity.
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25. INCOME TAX AND DEFERRED TAX ASSET/
LIABILITY
Income tax for a period of 6 months ended 30 June 2020 of MCZK -27 (as at 30 June 2019: MCZK -60) comprises
exclusively the year-on-year change in the recognised deferred tax asset.

(a) Current income tax
MCZK

1. 1. – 30. 06. 2020

1. 1. – 30. 06. 2019

146

312

(483)

(390)

Tax non-deductible expenses

441

361

Creation of tax loan loss allowances

(85)

-

(9)

(283)

(10)

-

Current year profit (loss) before tax
Income not liable to tax

Deduction of tax losses from previous years
Use of deductions for research and development
Taxable income (+) / Tax loss (-)

-

Tax rate
CURRENT TAX

19%

19%

–

–

(b) Deferred tax liability/asset
Deferred income tax is calculated on all temporary differences using the tax rates expected to be valid in the following
period, i.e. 19% for 2020 and 2019. The table below shows deferred tax assets and liabilities calculated on individual
temporary differences:

MCZK

30. 06. 2020

31. 12. 2019

154

176

Tax loss from prior periods

-

2

Deduction for research and development

4

4

102

118

18

19

1

2

29

31

(83)

(80)

(82)

(77)

(1)

(3)

71

96

Deferred tax assets
of which:

Adjustments
Tangible fixed assets
Provisions
Temporary differences between accounting and tax costs
Deferred tax liabilities
of which:
Intangible fixed assets
Revaluation differences (Securities - FVOCI)
NET DEFERRED TAX ASSET/(LIABILITY)
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MCZK

1. 1. – 30. 06. 2020

1. 1. – 30. 06. 2019

146

312

Theoretical income tax in 19% rate recognised to expenses

28

59

Deduction for research and development

(2)

-

9

5

Impact of permanent non-taxable income

(8)

(4)

Income tax

27

60

19%

19%

Current year profit before tax

Impact of permanent tax non-deductible expenses

Effective tax rate

As at 30 June 2020 the Bank decided to recognise a calculated deferred tax asset of MCZK 71 (as at 31 December 2019:
MCZK 96).
Tax loss carried forward as at 31 December 2019, see the table below, was fully claimed in the first half of 2020;
the deferred tax no longer includes a deferred tax asset due to tax losses (as at 31 December 2019: CZK 2 million).
Overview of tax losses carried forward as at 31 December 2019

MCZK
Creation of tax loss

Amount of tax loss

Expected use

Usability till

2015

9

9

2020

TOTAL

9

9
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26. CONTINGENT ASSETS AND LIABILITIES
(a) Commitments and guarantees granted
Revocable commitments and guarantees granted of MCZK 4 728 (as at 31 December 2019: MCZK 6 110) represent
commitments to customers of MCZK 3 939 (as at 31 December 2019: MCZK 5 385) and unused overdrafts limits of
MCZK 789 (as at 31 December 2019: MCZK 725). Commitments and guarantees are revocable in case of the failure to
comply with conditions by the client.

(b) Collaterals granted
The value of collateral granted related to mortgage bonds amounts to MCZK 2 200 as at 30 June 2020 (as at
31 December 2019: MCZK 1 210). See note 18.

(c) Collaterals and pledges received
Collaterals and pledges received are measured at fair value considering the acceptance coefficients of the Bank up to
the secured loan exposure. Collaterals and pledges received hedge exposure to credit risk of receivables from clients
(see note 13 c), on the basis of the bank guarantees and reverse repo transactions with the CNB.
The value of collateral related to impaired receivables is MCZK 369 as at 30 June 2020 (as at 31 December 2019:
MCZK 511), of which MCZK 86 (as at 31 December 2019: MCZK 79) represents collateral for mortgage loans and MCZK 283
(as at 31 December 2019: MCZK 432) for commercial loans.

(d)

Values taken into custody, administration and deposit

As at 30 June 2020 the sum of values taken into custody, administration and deposit relating to the Bank clients’
investment instruments amounted to MCZK 479 (as at 31 December 2019: MCZK 381).

27. SEGMENT REPORTING
Segment results are reported in accordance with internal statements that are presented to the Bank’s board of directors/
chief operating decision makers, who use the information to allocate resources to and assess the performance of
individual segments.
The Bank has the following operating segments: retail banking, corporate banking, and other.
Retail banking focuses on the provision of products and services to individuals. This primarily comprises current and
savings accounts, term deposits, consumer loans and mortgages.
Corporate banking focuses on the provision of services to small and medium-sized enterprises. This primarily
comprises current and savings accounts, term deposits, overdrafts, business loans and mortgages.
The “not categorised” category includes transactions that do not fall into any of the above segments.
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Retail banking
MCZK

Corporate banking

Not categorised

Total

1. 1. 2020
1. 1. 2019
1. 1. 2020
1. 1. 2019
1. 1. 2020
1. 1. 2019
1. 1. 2020
1. 1. 2019
– 30. 06. 2020 - 30. 06. 2019 - 30. 06. 2020 - 30. 06. 2019 - 30. 06. 2020 - 30. 06. 2019 - 30. 06. 2020 - 30. 06. 2019

Interest income and
similar income from

892

710

248

223

31

117

1 171

1 050

Interest expense and
similar expense from

(210)

(101)

(63)

(33)

(6)

(15)

(279)

(149)

Net interest income
and similar income

682

609

185

190

25

102

892

901

Commission and fee
income

62

58

11

15

-

-

73

73

Commission and fee
expense

(102)

(85)

-

-

-

-

(102)

(85)

(40)

(27)

11

15

-

-

(29)

(12)

Gain or loss
from financial
operations

39

35

5

5

(8)

-

36

40

Total operating
income

681

617

201

210

17

102

899

929

Creation of loan loss
allowances

(276)

(122)

(105)

(176)

-

-

(381)

(298)

Use and release of
loan loss allowances

157

111

228

182

-

-

385

293

Net change of loan
loss allowances

(119)

(11)

123

6

-

-

4

(5)

Losses on ceded
and written-off
receivables

(76)

(45)

(140)

(65)

-

-

(216)

(110)

Operating income
adjusted for losses
on receivables

486

561

184

151

17

102

687

814

Operating expenses

(338)

(307)

(82)

(80)

-

-

(420)

(387)

(121)

(115)

Profit for year
before tax

146

312

Tax expenses

(27)

(60)

PROFIT FOR YEAR AFTER TAX

119

252

Net commission
and fee expense

Unallocated

The above table includes items that are regularly reported to the Bank’s board of directors/chief operating decision
makers.
Interest income in „Not categorised“ contains mostly income from reverse repo transactions.
The Bank has no client or group of related parties for which revenue from transactions exceeded 10% of the Bank’s
total revenues.
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28. RISK MANAGEMENT
The Bank is exposed to market risks (interest rate and currency) that arise as a result of standard banking operations
with clients (lending, receipt of deposits, execution of payment transactions).
The Bank does not execute trades to pursue market risk, i.e. it does not deal with options, forwards, swaps or other
derivative financial instruments (excluding derivatives used for hedging) or commodities including gold and does not
actively trade in shares and bonds (except for acquiring and issuing bonds for the purpose of managing its liquidity
position).
The objective of interest rate risk management is to minimize the impact of market interest rates changes on
the interest margin and the economic value of the Bank‘s capital. The objective of currency risk management is to
minimize the impact of foreign exchange rates changes on the Bank‘s profit and loss.

(a)

Risk management

Liquidity risk
Liquidity risk is the risk that the Bank will become unable to settle its liabilities as they fall due or to finance its assets.
The liquidity risk of the Bank arises from the time and subject-matter mismatch of balance sheet assets and liabilities
and some off-balance sheet items.
The liquidity risk management process in the Bank is set in line with the principle of incompatibility of functions.
The liquidity position is measured and monitored by the Enterprise Risk Department (the Risk Management Division).
The liquidity position management is the responsibility of the Treasury Department (the Finance Division). The ALCO
committee, established by the Bank’s board of directors, is in charge of setting the overall liquidity risk management
strategy and monitoring its fulfilment.
Liquidity risk – monitoring and reporting
In line with applicable regulations, the Bank monitors the liquidity risk on a daily basis, by calculating a liquidity
position (expected net cash flows within defined time zones) in pre-defined liquidity management scenarios (including
stress scenarios). In addition to contractual maturities of assets and liabilities, individual scenarios consider other
parameters specific for the particular scenario, e.g. the Bank’s ability to realise its liquidity assets in the market,
the Bank’s client behaviour (real maturity of deposits, early repayment of loans, drawing of loan commitments, etc.).
The results are compared with the applicable set of limits for the liquidity risk expressing the maximum risk level
acceptable by the Bank (risk appetite) and are reported to members of the ALCO committee on a daily basis.
In addition, the liquidity risk is monitored using regulatory ratios – Liquidity Coverage Ratio (LCR) and Net Stable
Funding Ratio (NSFR). The Bank’s risk appetite is set so that if it is exceeded, regulatory limits are not exceeded and
corrective measures are adopted in time.
Liquidity risk – management
The liquidity risk management focuses on securing the Bank’s ability to settle its due liabilities in accordance with
the Bank’s risk appetite for liquidity risk. For this purpose the Bank uses a tool for operating and strategic liquidity
management.
The operating liquidity management involves maintaining sufficient amounts on nostro accounts and on
the account of mandatory minimum reserves to minimise associated costs, based on consistent cash flow management.
The operating liquidity is based on cash flow forecast according to continuously updated information on expected
movements on the Bank’s nostro accounts – it is the responsibility of the Treasury Department.
The aim of the strategic liquidity management is to ensure sufficient sources of funds for the Bank’s activities in
medium-term and long-term horizons. For the strategic liquidity management an important tool is medium-term
and long-term liquidity forecasts, prepared by the Financial Planning and Analysis Department, which is regularly
discussed with representatives of individual business departments and presented monthly to the ALCO committee.
The Bank’s liquidity is secured mainly due to a wide and stable base of client deposits. The Bank takes a prudent
approach in its strategy and uses medium-term and long-term financing instruments (including issues of mortgage
bonds).
The placement of free funds in the liquidity reserve is limited by internal rules, while these funds are primarily directed
to highly liquid assets – transactions with the Czech National Bank and state bonds of the Czech Republic.
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The following table shows items of the liquidity provision:

MCZK

Book value

Fair value

19 675

19 675

1 890

1 905

21 565

21 580

13 813

13 813

896

894

14 709

14 707

At as 30 June 2020
Cash in hand and balances with banks
State bonds not used as collateral
TOTAL
At as 31 December 2019
Cash in hand and balances with banks
State bonds not used as collateral
TOTAL
The liquidity provision includes only the financial assets not used for hedging.
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The following table shows the remaining contractual maturities of assets and liabilities of the Bank, which corresponds
to the expected residual maturity of these assets and liabilities.

Residual maturity of the Bank’s assets and liabilities
Up to 3
months

3 months
to 1 year

1 to 5
years

Over 5
years

1 547

-

-

-

-

1 547

18 128

-

-

-

-

18 128

Financial assets at fair value
through profit or loss

3

-

-

-

-

3

Securities

6

204

1 169

555

-

1 934

1 176

3 806

18 098

23 688

1 431

48 199

Fixed assets

-

-

-

-

1 031

1 031

Deferred tax assets

-

-

-

-

71

71

Other assets

-

-

-

-

319

319

Prepaid expenses and accrued
income

-

-

-

-

100

100

20 860

4 010

19 267

24 243

2 952

71 332

48

-

-

-

-

48

58 141

2 301

1 774

-

-

62 216

Financial liabilities at fair value
through profit or loss

6

1

-

-

-

7

Liabilities from issued debt
securities

9

7

1 994

-

-

2 010

23

2

276

590

-

891

Provisions

-

-

-

-

7

7

Other liabilities

-

-

-

-

580

580

Equity

-

-

-

-

5 573

5 573

TOTAL

58 227

2 311

4 044

590

6 160

71 332

Gap

(37 367)

1 699

15 223

23 653

(3 208)

-

Cumulative gap

(37 367)

(35 668)

(20 445)

3 208

-

-

Off-balance sheet assets

5 286

596

369

236

349

6 838

Off-balance sheet liabilities

1 354

417

47

44

-

1 861

Net liquidity risk off-balance
sheet

3 932

179

323

193

349

4 976

MCZK

Unspecified

Total

At as 30 June 2020
Cash in hand and balances with
central banks
Receivables from banks

Receivables from customers

TOTAL
Due to banks
Due to customers

Subordinated debt
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Residual maturity of the Bank’s assets and liabilities (continued)
Up to 3
months

3 months
to 1 year

1 to 5
years

Over 5
years

1 132

-

-

-

-

1 132

12 681

-

-

-

-

12 681

Financial assets at fair value
through profit or loss

-

8

-

-

-

8

Securities

4

60

1 027

51

-

1 142

1 310

3 891

17 396

22 968

1 513

47 078

Fixed assets

-

-

-

-

1 018

1 018

Deferred tax assets

-

-

-

-

96

96

Other assets

-

-

-

-

311

311

Prepaid expenses and accrued
income

-

-

-

-

52

52

15 127

3 959

18 423

23 019

2 990

63 518

59

-

-

-

-

59

50 377

3 187

2 005

-

-

55 569

Financial liabilities at fair value
through profit or loss

6

-

-

-

-

6

Liabilities from issued debt
securities

-

607

498

-

-

1 105

Subordinated debt

-

14

276

589

-

879

Provisions

-

-

-

-

10

10

Other liabilities

-

-

-

-

428

428

Equity

-

-

-

-

5 462

5 462

TOTAL

50 442

3 808

2 779

589

5 900

63 518

Gap

(35 315)

151

15 644

22 430

(2 910)

-

Cumulative gap

(35 315)

(35 164)

(19 520)

2 910

-

-

Off-balance sheet assets

6 439

522

385

214

316

7 876

Off-balance sheet liabilities

1 055

412

50

37

-

1 554

Net liquidity risk off-balance
sheet

5 384

110

335

177

316

6 322

MCZK

Unspecified

Total

As at 31 December 2019
Cash in hand and balances with
central banks
Receivables from banks

Receivables from customers

TOTAL
Due to banks
Due to customers

Unspecified receivables from customers include classified loans.
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The following table shows the remaining contractual maturities of financial liabilities and issued loan commitments
and guarantees of the Bank. Recognised amounts contain contractual undiscounted cash flows:

Residual maturity:
MCZK

Carrying Undiscounted
amount
cash flows

Up to 3
months

3 months
to 1 year

1 to 5
years

Over 5
years

Unspecified

As at 30 June 2020
Due to banks
Due to customers
Liabilities from issued debt
securities

48

48

48

-

-

-

-

62 216

62 300

58 161

2 307

1 832

-

-

2 010

2 146

11

25

2 110

-

-

891

1 005

23

2

305

675

-

7

7

-

-

-

-

7

580

580

-

-

-

-

580

65 752

66 086

58 243

2 334

4 247

675

587

4 728

4 728

4728

-

-

-

-

Subordinated liabilities
Provisions
Other liabilities
Total non-derivative
financial liabilities
Issued loan commitments
and guarantees

MCZK

Carrying Undiscounted
amount
cash flows

Up to 3
months

3 months
to 1 year

1 to 5
years

Over 5
years

Unspecified

As at 31 December 2019
Due to banks
Due to customers
Liabilities from issued debt
securities

59

59

59

-

-

-

-

55 569

55 693

50 421

3 205

2 067

-

-

1 105

1 129

-

618

511

-

-

879

1 145

-

39

406

701

-

10

10

-

-

-

-

10

428

428

-

-

-

-

428

58 050

58 464

50 480

3 862

2 984

701

438

6 110

6 110

6 110

-

-

-

-

Subordinated liabilities
Provisions
Other liabilities
Total non-derivative
financial liabilities
Issued loan commitments
and guarantees

Derivative financial liabilities see note 15.
The Bank´s expected cash flows on some financial liabilities vary significantly from the contractual cash flows.
The principal differences are as follows:
/

demand deposits from customers are expected to remain stable or increase; and

/

unrecognised loan commitments are not all expected to be drawn down immediately.
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Interest rate risk
The Bank is exposed to interest rate risk arising from the time mismatch of interest-rate sensitive assets and liabilities
and some off-balance sheet items. The aim of the Bank`s interest risk management activities is to minimize fluctuations
of net interest income in accordance with the Bank’s strategy and interest rate risk limits approved by the board of
directors. In September 2019 the Bank issued Tier 2 mortgage bonds amounting to MCZK 300.
The Bank uses a gap analysis to manage the interest rate risk.The analysis is based on quantifying the mismatch
between interest-rate sensitive assets and interest-rate sensitive liabilities in view of their repricing dates. Interest rate
risk is measured on a daily basis except for net interest income, which is reported on a monthly basis.
In accordance with CNB requirements, the Bank also carries out stress testing of interest rate risk; the Bank simulates
the impact of movements or changes in the shape of the yield curve on the net interest income, or the Bank’s financial
results. Stress testing of interest rate risk is performed daily using different scenarios of market interest rates
development defined in “EBA guidelines“.
The Bank also carries out stress testing based on the parallel shift of the yield curve by 200 basis points and its impact
on the total capital and the profit of the Bank.

Change in economic value of equity as % of capital

30. 06. 2020

31. 12. 2019

Impact of interest rate shock

+200 basis points

2.52%

1.42%

Impact of interest rate shock

-200 basis points

4.11%

1.07%

The impact of the regulatory interest rate shock (+200bps) as at 30 June 2020 was MCZK 142 (2.52% of the Bank’s capital).
The impact of the regulatory interest rate shock (+200bps) as at 31 December 2019 was MCZK 79 (1.42% of the Bank’s
capital).
The impact of the regulatory interest rate shock (-200bps) as at 30 June 2020 was MCZK -232 (4.11% of the Bank’s capital).
The impact of the regulatory interest rate shock (-200bps) as at 31 December 2019 was MCZK 59 (1.07% of the Bank’s capital).

Change in annual net interest income

30. 06. 2019

31. 12. 2018

Impact of interest rate shock

+200 basis points

98

55

Impact of interest rate shock

-200 basis points

(126)

(135)

Independent monitoring of the Bank’s interest rate exposure against set limits is carried out on a daily basis.
Any excess is reported to the members of the board of directors. The interest rate position is reported to ALCO on
a monthly basis and is a regular part of the discussed agenda of this committee. Based on an analysis of client behaviour
(e.g. early repayments of loans, modeling the deposit on demand) the ALCO committee adjusts parameters for sorting
out assets and liabilities into time buckets of gap analyses.
Scenarios of Stress testing of interest rate risk (similarly in EBA guidelines Annex 3 EBA/GL/2018/02)
/

parallel shock up

/

parallel shock down

/

steepener shock

/

flattener shock

/

short rates shock up

/

short rates shock down

The Bank uses interest rate swaps (IRS) to manage interest rate risk. On 1 July 2015, the Bank started applying hedge
accounting.
In accordance with IAS 39 (IFRS as adopted by the EU), the Bank hedges its interest rate risk exposure on a portfolio
basis, and this is recognised as a fair value hedge. At the end of each month, the Bank calculates the change in the value
of the hedged and hedging portfolios.
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Interest-rate sensitivity of the Bank’s assets and liabilities
Over 5
years

Non-interest-rate
sensitive
items

Total

-

-

-

1 547

867

655

406

-

1 934

18 118

-

-

-

10

18 128

Receivables from customers

8 460

5 589

28 977

3 806

1 367

48 199

Financial assets at fair value
through profit or loss

-

-

-

-

3

3

28 131

6 456

29 632

4 212

1 380

69 811

48

-

-

-

-

48

Due to customers

41 579

2 286

1 757

-

16 594

62 216

Subordinated debt

25

-

276

590

-

891

Liabilities from issued debt
securities

9

7

1 994

-

-

2 010

Financial liabilities at fair value
through profit or loss

-

-

1

-

6

7

TOTAL

41 661

2 293

4 028

590

16 600

65 172

Gap

(13 530)

4 163

25 604

3 622

(15 220)

4 639

Cumulative gap

(13 530)

(9 367)

16 237

19 859

4 639

-

MCZK

Up to 3
months

3 months
to 1 year

1 547

-

6

1 to
5 years

As at 30 June 2020
Cash in hand and balances with
central banks
Securities
Receivables from banks

TOTAL
Due to banks
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Interest rate sensitivity of the Bank’s assets and liabilities (continued)
Over 5
years

Non-interest-rate
sensitive
items

Total

-

-

-

1 132

635

353

-

-

1 142

12 659

-

-

-

22

12 681

Receivables from customers

8 372

6 469

27 469

3 259

1 509

47 078

Financial assets at fair value
through profit or loss

-

-

8

-

-

8

22 317

7 104

27 830

3 259

1 531

62 041

59

-

-

-

-

59

Due to customers

35 623

3 169

1 987

-

14 790

55 569

Subordinated debt

7

7

276

589

-

879

Liabilities from issued debt
securities

-

607

498

-

-

1 105

Financial liabilities at fair value
through profit or loss

-

-

-

-

6

6

TOTAL

35 689

3 783

2 761

589

14 796

57 618

Gap

(13 372)

3 321

25 069

2 670

(13 265)

4 423

Kumulativní gap

(13 372)

(10 051)

15 018

17 688

4 423

-

MCZK

Up to 3
months

3 months
to 1 year

1 132

-

154

1 to
5 years

As at 31 December 2019
Cash in hand and balances with
central banks
Securities
Receivables from banks

TOTAL
Due to banks

Currency risk
Currency risk management aims to eliminate potential losses from open currency positions as a result of economic and
market changes.
The Bank has set currency risk limits based on its net currency exposure in individual currencies. Furthermore, the Bank
has set an absolute limit for its total net currency exposure.
Independent monitoring is carried out on a daily basis.
Independent monitoring of the Bank’s exposure against set limits is carried out on a daily basis; excesses over the limits
are reported to the board of directors. The foreign currency position is reported to ALCO on a monthly basis and is
a regular part of the discussed agenda of this committee.
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The Bank’s foreign currency position
EUR

USD

CZK

Other

Total

14

3

1 530

-

1 547

101

24

18 001

2

18 128

Securities

-

-

1 934

-

1 934

Financial assets at fair value through profit or
loss

-

-

3

-

3

250

-

47 949

-

48 199

Fixed assets

-

-

1 031

-

1 031

Deferred tax assets

-

-

71

-

71

10

285

24

-

319

-

-

100

-

100

375

312

70 643

2

71 332

9

-

39

-

48

1 356

283

60 577

-

62 216

Financial liabilities at fair value through profit or
loss

-

-

7

-

7

Liabilities from issued debt securities

-

-

2 010

-

2 010

Subordinated debt

-

-

891

-

891

Provisions

-

-

7

-

7

154

-

426

-

580

-

-

5 573

-

5 573

1 519

283

69 530

-

71 332

Long positions of off-balance sheet instruments

1 261

1

83

-

1 345

Short positions of off-balance sheet instruments

83

28

1 237

1

1 349

Net foreign currency exposure

34

2

(41)

1

(4)

MCZK
As at 30 June 2020
Cash in hand and balances with central banks
Receivables from banks

Receivables from customers

Other assets
Prepaid expenses and accrued income
TOTAL

Due to banks
Due to customers

Other liabilities
Equity
TOTAL
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The Bank’s foreign currency position (continued)
EUR

USD

CZK

Other

Total

2

2

1 128

-

1 132

85

24

12 570

2

12 681

Securities

-

-

1 142

-

1 142

Financial assets at fair value through profit or
loss

-

-

8

-

8

246

-

46 832

-

47 078

Fixed assets

-

-

1 018

-

1 018

Deferred tax assets

-

-

96

-

96

Other assets

9

269

33

-

311

Prepaid expenses and accrued income

-

-

52

-

52

342

295

62 879

2

63 518

25

32

2

-

59

1 245

260

54 064

-

55 569

Financial liabilities at fair value through profit or
loss

-

-

6

-

6

Liabilities from issued debt securities

-

-

1 105

-

1 105

Subordinated debt

-

-

879

-

879

Provisions

-

-

10

-

10

133

1

294

-

428

-

-

5 462

-

5 462

1 403

293

61 822

-

63 518

Long positions of off-balance sheet instruments

1 033

-

-

-

1 033

Short positions of off-balance sheet instruments

-

1

1 039

-

1 040

(28)

1

18

2

(7)

MCZK
As at 31 December 2019
Cash in hand and balances with central banks
Receivables from banks

Receivables from customers

TOTAL

Due to banks
Due to customers

Other liabilities
Equity
TOTAL

Net foreign currency exposure
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(b) Concentration risk
Concentration risk is the risk arising from the concentration of exposures to a (single) entity, economically related group
of entities, sector, activity or commodity. The Bank manages concentration risk as part of its credit risk management.
Activity- and commodity-based concentrations are not relevant.
As part of credit risk management, the Bank regularly monitors and actively manages its concentration risk exposure
through limits applied to countries, counterparties and economic sectors. Regional concentration is not relevant as
the majority of revenue is generated within the country.

(c) Capital management
The primary capital management tool consists of monitoring and complying with the capital adequacy limit in
accordance with Basel III rules, codified in Regulation (EU) No. 575/2013 of the European Parliament and of the Council
of 26 June 2013 on prudential requirements for credit institutions and investment firms and amending Regulation (EU)
No. 648/2012, as amended.
The Bank manages its capital to meet the regulatory capital adequacy requirements prescribed in Basel III and to
be able to continue as a going concern while maximising returns to shareholders through the optimisation of
the debt-to-equity ratio.
In accordance with applicable regulations, the Bank manages capital both at the level of the regulatory capital
requirement (Pillar I) and the internal capital requirement (Pillar II, or the Internal Capital Adequacy Assessment
Process). To calculate the regulatory capital requirement for credit risk, the Bank uses the standardised approach
(STA). To calculate the capital requirement for operational risk, the Bank uses the standardised approach (TSA).
The internal capital requirement represents the stock of capital that is needed to cover unexpected losses in
the following 12 months at the chosen confidence level.
The Bank’s Internal Capital Adequacy Assessment Process (ICAAP) covers the following risks:
/

credit risk, including concentration risk (single-name and sector)

/

interest rate risk in the banking book

/

operational risk

/

business risk

/

CVA

/

currency risk

/

reputational risk, and

/

strategic risk.

The capital sources needed to cover the internal capital requirement are the same as the capital needed to cover
the regulatory capital requirement.
In addition to assessing the internal capital requirement, the Bank annually prepares a three-year capital outlook,
which includes the anticipated development of the base case scenario of the economic environment and at least one
downside scenario. The capital outlook includes outlooks for the regulatory capital requirement, the internal capital
requirement, capital sources and financial performance.
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Regulatory capital
MCZK

30. 06. 2020

31. 12. 2019

Tier 1 capital

4 919

4 836

Paid-up share capital recorded in the Commercial Register

2 260

2 260

Retained earnings

899

481

Profit for the current year*

119

440

3

11

2 292

2 270

Deferred tax liabilities relating to other intangible assets

82

78

(-) Adjustments made in line with prudent valuation requirements

(1)

(1)

(-) Deferred tax assets contingent on future profit and not arising
from temporary differences

(4)

(6)

(765)

(738)

34

41

717

745

5 636

5 581

32 729

33 811

2 618

2 705

17.22%

16.51%

Accumulated other comprehensive income (OCI)
Reserve funds and share premium

(-) Intangible assets other than goodwill
Other temporary adjustments to CET1 of capital
Total Tier 2 capital*
Regulatory capital
Risk-weighted assets
Capital requirement (8% of risk-weighted assets)
Capital adequacy ratio

*
Profit for the period 1 January 2020 – 30 June 2020 and amount of Tier 2 capital for the purpose of capital adequacy
calculation as at 30 June 2020 are subject to approval by the Czech National Bank.
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29. FINANCIAL INSTRUMENTS – CREDIT RISK
The basic principles
The main principles used by the Bank to prevent the risk of active lending business are:
a) establishing the principles, internal regulations, procedures and limits for the area of the Bank’s active lending
business, including their compliance with regulatory and administrative rules and regulations and policies of the Bank
and compliance, including:
i) compliance with the approval rules
ii) the use of hedging instruments and award methods only according to internal regulations
iii) consulting modifications to work procedures and internal regulations with the Risk Division
iv) the use of multi-stage review of credit applications and contracts in cases individually approved at the
headquarters (the four-eyes method), while respecting the principles of prudence and risk prevention
v) proper management of information about the creditworthiness of borrowers and loan documentation
management.
b) functional and efficient organisational structure, clearly defined responsibilities and powers of the departments,
staff and committees and segregation of duties in the organisational structure of the Bank, implemented in
the following processes:
i) approval of limits, rating and scoring tools
ii) approval of systems and methods for valuation of collateral
iii) valuation of collateral
iv) setting the principles of risk management
v) monitoring and reporting risks
vi) release of the funds independent of the business units.
c) prevention of conflicts of interest, compliance with regulatory provisions and internal standards
d) reliable and efficient rating and scoring tools, their proper and responsible use
e) the application of high professional (especially the experience, expertise, precision work and personal responsibility)
and ethical standards to employees
f) timely identification of risk and potentially negative developments in the field of active lending allowing a timely and
economic response, including reporting to the “CRCO” committee and the board of directors about portfolio quality
development and other information necessary for credit risk management.
The process of approval of credit risk in the Bank is divided into two separate levels:
/

approval of the product program with separate approval rules (product delegated underwriting authority);

/

approval of individual transactions (individual delegated underwriting authority).

The approval of a product manual is managed by the product manager, supported by the risk division. The approval of
a product proposal requires the consent of the representatives of all relevant departments including the Risk Division
and the Legal Department.
Individual approval authorities for new product are approved based on a proposal of the CRO. The conditions for
automatic approval of automatically approved products are included in their manual.
The basic principle of the delegated underwriting authority is the double signatures rule. This specifies that every
credit decision has to be signed at least by one employee of the commercial division or the chief commercial officer
(CCO) and at least by one employee of the risk division or the chief risk officer (CRO) to be considered approved.
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The individual delegated underwriting authority determines who is authorised to sign (approve) credit proposals.
The approval of credit applications - the transformation into decisions - is effective only if it has been signed (approved)
in the system by all eligible approvers.
The only exceptions are: credit transactions, approved automatically or semi-automatically according to the approved
manual of Product (so-called “Repůjčky ,”Půjčky” and “Konsolidace”- Portfolio Cash Loans and overdrafts).

Credit portfolio
Due to historical developments, the Bank acquired a loan portfolio provided by Banco Popolare Czech Republic (BPCR)
and a portfolio of loans from companies of the Credoma group. This portfolio represents only a small part of total
loans provided currently.
At the end of 2011, the Bank started to provide mortgage loans to households. It uses newly developed or modified
systems, and new approval and risk management processes.
At the end of 2012, the Bank started to refinance consumer loans originally granted by other credit institutions
(“Repůjčky”, Portfolio Cash Loans). In 2013, the Bank started to provide consumer loans (“Půjčky”, Portfolio Cash
Loans). In 2015 the Bank started to provide consolidations of consumer loans (Konsolidace, portfolio Cash loans).
In 2016, the Bank started providing an overdraft.
The portfolio of loans to legal entities mainly consists of new SME loans.
The retail loans portfolio consists mainly of new mortgage loans and consumer loans (“Půjčka”, “Repůjčka”,
“Konsolidace”).

Syndicated and club loans
The Bank participates in syndicated and club loans. As at 30 June 2020, the amount of these loans in the loan portfolio
of the Bank, provided to 1 company, was MCZK 49 (as at 31 December 2019: MCZK 49, provided to 1 company). Risks
and income related to these loans is split between participants according to their shares on financing.

Concentration of credit risk
Concentration of credit risk arises due to the existence of loan receivables with similar economical characteristics,
which influence the ability of the debtor to meet its liabilities. The Bank considers the particular receivable from
the debtor or an economically related group of debtors as a significant exposure when the receivable is higher than
MCZK 250. The Bank has implemented a system of internal limits for individual countries, sectors and debtors to
prevent the creation of significant credit risk concentration. Currently, the limits are set as follows:

Limit (%)
2020

Limit (%)
2019

Exposure (%)
30. 06. 2020

Exposure (%)
31. 12. 2019

Real estate financing (construction,
refinancing, etc.)

65

65

59

55

Renewable energy sources (solar power,
biogas plants etc.)

25

25

13

12

Financial sector

10

10

3

4

Club financing (participation)

10

10

-

-

Bonds

10

10

-

2

Sector

Loan loss allowances
One of the standard tasks of the Credit Risk Department is the categorisation of receivables. On a monthly basis,
the Bank categorises receivables from all credit portfolios, into one of three stages.
Allowances are determined in accordance with IFRS 9. Financial assets may be transferred among three different credit
risk stages (“Stages”) with different accounting impacts. Under IFRS 9, receivable impairment can be calculated either
on the basis of 12-month ECLs or lifetime ECLs.
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For the purposes of allowance calculation, the portfolio is divided into unimpaired receivables and impaired receivables.
A large majority of loan receivables is secured by mortgages, whose value the Bank regularly reviews in accordance
with the requirements of Decree No. 163/2014. The Collateral Management Department is responsible for determining
the value of mortgages and its manager reports directly to the member of board of directors in charge of risk management.
The Collection Department and WO&EW Department are responsible for the management of overdue receivables.
The quality and other significant parameters of the loan portfolio are assessed monthly by the credit committee,
composed of members of the board of directors and representatives of the relevant departments.

Significant increase in credit risk
When determining whether the credit risk on a financial instrument has increased significantly since initial recognition,
the Bank will consider reasonable and supportable information that is relevant and available without undue cost or
effort, including both quantitative and qualitative information and analysis based on the Bank‘s historical experience,
expert credit assessment and forward-looking information.

Credit risk stages
The Bank will allocate each exposure to stages based on a variety of quantitative and qualitative information that is
determined to be predicative of the risk of default and by applying experienced credit judgement. On initial recognition,
each exposure is allocated to Stage 1 or to the category of purchased or incurred credit-impaired financial assets based
on available information about the borrower and is subject to ongoing monitoring, which may result in an exposure
being moved to a different credit risk stage.

Retail portfolio
The criteria determining whether credit risk has increased significantly change based on the portfolio type and include
quantitative changes in the probability of default, in the case of Bank PD as at 30 June 2020 (P5 as at 31 December 2019)
see the explanation below and qualitative factors.
The Bank will monitor the effectiveness of the criteria used to identify significant increases in credit risk by regular
reviews to confirm that:
/

the criteria are capable of identifying significant increases in credit risk before an exposure is in default;

/

the criteria do not align with “the point in time” when an asset becomes 30 days past due;

/

there is no volatility in loss allowance from transfers between 12-month ECLs and lifetime ECLs measurements.

Stage 3:
The stage for credit-impaired exposures, i.e. for accounts that in line with CRR, Article 178:
/

are more than 90 days past due; and/or

/

where the approved insolvency of the owner has been recorded; and/or

/

the financial instrument has been declared prematurely due; and/or

/

where fraud or an otherwise identified credit-impaired receivable is concerned.

All accounts of the impaired client are considered credit-impaired.
Stage 2:
/

the stage for accounts that are not credit-impaired, but a relative change of their rating indicates a significant
increase in credit risk; and/or

/

accounts are more than 30 days past due (technically 35 days as at 31 December 2019).

Stage 1:
/

the stage for accounts that are not credit-impaired, but a relative change of their rating does not indicate
a significant increase in credit risk;

/

the low credit risk approach is not applied.
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Internal rating
The Bank sets an internal rating (RTG) for a retail portfolio that is assessed on a portfolio basis.
The internal rating of an account is based on the following:
/

application score of an account in the first three months of an account’s life (APL_SC);

/

the account owner’s behavioural score from the fourth month of the account’s life enriched with information
from registers based on PLAB Summary data ( f(BEH_SC,PLAB_SC) → FRR) as at 30 June 2020 (the account
owner’s behavioural score from the fourth month of the account’s life (BEH_SC as at 31 December 2019)).

Both scores are derived using the same methodology against the same target and therefore comparable with each
other. Both scores are transformed by the same manner to a positive scale.
The transfer from Stage 1 to Stage 2 or from Stage 2 to Stage 1 is conditional on a relative change of the rating (RTG_
RRX). The change is measured using the share of the current RTG and RTG from the first account recognition (FST_RTG):
RRX = RTG/FST_RTG.

Commercial portfolio
Concurrently with algorithmised criteria (primarily days overdue) the Bank continuously, consistently and effectively
assesses the credit quality of receivables in the commercial portfolio on an individual basis and classifies receivables
into the relevant credit risk stages.
Stage 3
The Bank classifies into Stage 3 commercial exposures included in the category of non-performing exposures in
accordance with Section 81 of the Regulation on an individual basis, i.e. those in respect of which it considers that,
based on an assessment, the debtor is unlikely to pay its credit obligations to the Bank in full without realising security
and/or that the obligor is past due more than 90 days on any material credit obligation.
The Bank always classifies an exposure into the category of non-performing exposures when it considers that a default
has incurred pursuant to Article 178 of Regulation (EU) No. 575/2013 on prudential requirements for credit institutions,
and always when it ascertains impairment in accordance with the accounting framework used.
Stage 2
The Bank classifies into Stage 2 individual exposures to which requirements for impairment do not apply and in respect
of which credit risk has increased significantly since initial recognition. The Bank determines a significant increase in
credit risk based on the consideration and assessment of the defined set of information and factors that predict future
prospects, increase the loss of default and indicate a significant increase in the credit risk, but at the latest when
contractual payments are more than 30 days past due (technically 35 days as at 31 December 2019).
Stage 1
The Bank classifies into Stage 1 receivables to which requirements for impairment do not apply and in respect of which
credit risk has not increased significantly since initial recognition.
Sub-stages
The new methodology introduces sub-stages. Stage 1 is further divided into four sub-stages, 11, 12, 13 and 14; and
Stage 2 is further divided into two sub-stages, 21 and 22. Stage 3 is newly considered an absorption state. Sub-stages
are designed to better match the expected losses with the assets classified into them. They also allow a more sensitive
adjustment of expected loss for COVID-postponements. See below.

Modified assets
The contractual terms of a loan may be modified for a number of reasons, including changing market conditions,
customer behaviour and other factors not related to a current or potential credit deterioration of the customer.
An existing loan whose terms have been modified may be derecognised. The renegotiated loan is recognised as a new
loan at fair in accordance with the rules defined in the accounting policies. If the modification of contractual conditions
is not significant, derecognition is not performed.
The revised terms usually include extending the maturity, postponing interest payments, changes to repayment
schedules and other individual changes to loan covenants. Both retail and corporate loans are subject to
the forbearance policy.
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Postponement of repayments due to COVID
The Bank decided to make changes in its methodology in the second quarter of 2020. The changes include detailed
rules for the processing of the so-called COVID-postponements. A more sensitive assessment of postponements is
newly made with respect to the risk relating to the sector of the business client/client’s employer, with respect to
the client’s rating, and with respect to the condition of the asset when the application for postponement is made.
Finally, postponements are classified into a higher stage than if the client had not applied for postponement. Rules
were also introduced for the return of clients from the postponement regime to the standard repayment regime.

Definition of default
The Bank defines a default in accordance with Article 178 of Regulation (EU) No. 575/2013 on prudential requirements.

Consideration of future expectations
The Bank considers forward-looking information in measuring ECLs.
For retail portfolios, the Bank identified and documented key factors influencing the credit risk and credit losses for
each portfolio of financial instruments and using the analysis of historical data it estimated the relation between
macroeconomic variables and interest rate risks and credit losses and derived a regression model, based on which
the coefficient of future expectations was set, together with an internal methodology of Markov chains. Economic
scenarios used as at 30 June 2020 included the following macroeconomic indicators taking into account future expected
situations relating to COVID 19:
/

LVO = volume of total loans to private sector;

/

GDP;

/

LHD ratio = LVO/GDP;

/

UEM = seasonally adjusted general unemployment rate (ILO).

The resultant coefficient of future expectations was also deduced for commercial portfolios.
The coefficient of future expectations is multiplicative; loss allowances are multiplied by it, thus acquiring final loss
allowances.

Measurement of expected credit losses
The following parameters are the key inputs for the calculation of expected credit losses as at 30 June:
/

probability of the transfer of the asset to default “PD”;

/

percentage of an asset’s loss “LGD” that was transferred to default; and

/

expected asset exposure “EAD” that was transferred to default.

The key inputs into the ECL measurement was the following variables as at 31 December 2019:
/

probability of transfer of an asset to the loss state “P5”;

/

percentage of an asset’s loss “LG5” transferred to the loss state (LOSS, marked as “5”). In principle, the parameter
is similar to the LGD parameter; the percentage amount of a loss is measured from the moment an asset enters
the LOSS state; and

/

expected “EA5” asset exposure that was transferred to the loss state (LOSS, marked as “5”). In principle,
the parameter is similar to EAD; the expected exposure is determined in the following years from the expected
input in the LOSS state.

These parameters are based on internally developed statistical models and other historical data. They are adjusted to
reflect future expectations, as described above.
In respect of commercial loans included in Stages 2 and 3 and of selected mortgages in Stage 3, the Bank selects
an individual approach to measure expected credit losses; for individual receivables it calculates the current value
of the difference between the cash flows payable under a credit agreement and all cash flows whose collection
the Bank actually expects during the expected loan term based on an individual assessment, including cash flows from
the sale of a collateral held or from other credit enhancements. The effective interest rate for discounting is the original
interest rate of each individual loan.
.
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Probability of default – PD parameter (P5 as at 31 December 2019)
This is the probability that the asset will be transferred to default (the loss state (LOSS, marked as “5”) for P5), or
lifetime gross expected loss. The PD parameter is determined using the Markov chain theory. The Bank prepares
transient matrices of the Markov process for transfers of retail assets of the particular (sub)-portfolio among individual
sub-stages (stages for P5). The process contains two absorption states (DEFAULT, PAID) and six transient states
corresponding to six sub-stages (11, 12, 13, 14, 21, 22), (three transient states corresponding to three stages for P5).
Lifetime gross expected loss from individual stages and its time dependence arise from the matrix. It is possible to use
it to determine a 12-month ECL.

Effect of security on the expected loss
Security influences the calculation of ECLs at a mortgage portfolio and indirectly through LGD / recovery as at
30 June 2020 (LG5 (recovery as at 31 December 2019). In respect of commercial loans, security is considered a part of
the estimate of expected cash flows together with other credit enhancements.

Collateral assessment
The Bank determines the nature and extent of collateral that is required either by individually assessing the borrower’s
creditworthiness or as an integral part of the respective loan product. The Bank considers the following types of collateral
acceptable for mitigating the credit risk associated with loans or lines of credit:
/

cash deposited in accounts

/

government guarantees

/

bank guarantees

/

third-party guarantees

/

guarantees provided by the EIF

/

first-class receivables

/

immovable assets

/

movable assets, and

/

inventories.

To determine the realisable value of collateral, the Bank uses external appraisals or internal assessments prepared
by the collateral management team of the risk division’s Commercial Credit Risk Department, which operates
independently of the Bank’s sales Departments. The final realisable value of collateral is then set by applying
the collateral acceptance ratios reflecting the Bank’s ability to realise the collateral in the event of default. The Bank has
its own collateral assessment rules and methodology.
The following table shows the principal types of collateral held against different types of financial assets:

Type and Percentage of exposure that is subject to collateral requirements (%)
30. 06. 2020

31. 12. 2019

98

98

State treasury bills

-

-

-

- overdraft Retail

-

-

-

- Consumer loans

-

-

-

99

99

Real estates

- Overdrafts SME

14

16

Real estates, deposits
and Bank guarantee

- Commercial loans

62

60

Real estates, deposit
and Bank guarantee

Reverse repo transactions
Receivables from customers:

Types of collateral

Retail products

Mortgages
Commercial loans
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Loans and receivables from clients as at 30 June 2020
MCZK

12-month
ECL

Life time ECL unimpaired

Life time ECL impaired

Purchased impaired

Total

Retail products

14 333

194

103

-

14 630

Mortgages

20 567

84

83

-

20 734

Commercial loans

11 530

1 298

647

-

13 475

171

147

322

-

640

46 259

1 429

511

-

48 199

Loan loss allowances
TOTAL

Loans and receivables from clients as at 31 December 2019
MCZK

12-month
ECL

Life time ECL unimpaired

Life time ECL impaired

Purchased impaired

Total

Retail products

13 441

95

96

-

13 632

Mortgages

20 060

54

82

-

20 196

Commercial loans

12 581

411

899

-

13 891

93

90

458

-

641

45 989

470

619

-

47 078

Loan loss allowances
TOTAL

The internal rating for the retail portfolio is calculated based on RTG_RX (see Staging above). This is a continuous
magnitude, the ratio of the current rating and the rating at initial recognition.
As at 30 June 2020 the amount of receivables that have moved from lifetime ECL to 12-month ECL since the beginning
of the year is MCZK 60 (as at 31 December 2019: MCZK 69).
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Loan loss allowances to receivables from clients as at 30 June 2020
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

93

90

458

641

(183)

92

91

-

Transfer from lifetime ECL
not credit-impaired

1

(18)

17

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

248

(15)

40

273

Net remeasurement of loss allowance
- modification

-

-

-

-

23

1

-

24

(11)

(3)

(51)

(65)

Write-offs

-

-

(233)

(233)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

171

147

322

640

MCZK
As at 1 January
Transfer from 12-month ECL

New financial assets originated or
purchased
Financial assets that have been
derecognised

As at 30 June

Loan loss allowances to receivables from clients as at 31 December 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

74

92

414

580

(202)

39

163

-

Transfer from lifetime ECL
not credit-impaired

-

(62)

62

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

189

24

68

281

Net remeasurement of loss allowance
- modification

-

-

4

4

52

2

-

54

(20)

(5)

(27)

(52)

Write-offs

-

-

(226)

(226)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

93

90

458

641

MCZK
As at 1 January
Transfer from 12-month ECL

New financial assets originated or
purchased
Financial assets that have been
derecognised

As at 31 December
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Loan loss allowances to receivables from clients - retail as at 30 June 2020
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

64

19

68

151

(107)

60

47

-

Transfer from lifetime ECL
not credit-impaired

1

(9)

8

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

170

(5)

30

195

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

23

-

-

23

Financial assets that have been
derecognised

(9)

(1)

(1)

(11)

Write-offs

-

-

(92)

(92)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

142

64

60

266

MCZK
As at 1 January
Transfer from 12-month ECL

As at 30 June

Loan loss allowances to receivables from clients – retail as at 31 December 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

49

16

47

112

(77)

17

60

-

Transfer from lifetime ECL
not credit-impaired

-

(6)

6

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

65

(3)

186

248

Net remeasurement of loss allowance
- modification

-

-

-

-

47

-

0

47

(20)

(5)

(27)

(52)

Write-offs

-

-

(204)

(204)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

64

19

68

151

MCZK
As at 1 January
Transfer from 12-month ECL

New financial assets originated or
purchased
Financial assets that have been
derecognised

As at 31 December
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Loan loss allowances to receivables from clients – commercial loans as at 30 June 2020
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

26

69

372

467

(71)

28

43

-

Transfer from lifetime ECL
not credit-impaired

-

(8)

8

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

69

(10)

14

73

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

-

1

-

1

(1)

(2)

(50)

(53)

Write-offs

-

-

(141)

(141)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

23

78

246

347

MCZK
As at 1 January
Transfer from 12-month ECL

Financial assets that have been
derecognised

As at 30 June

Loan loss allowances to receivables from clients – commercial loans as at 31 December 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

23

74

358

455

(119)

21

98

-

Transfer from lifetime ECL
not credit-impaired

-

(52)

52

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

118

24

(119)

23

Net remeasurement of loss allowance
- modification

-

-

4

4

New financial assets originated or
purchased

4

2

0

6

Financial assets that have been
derecognised

-

-

-

-

Write-offs

-

-

(21)

(21)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

26

69

372

467

MCZK
As at 1 January
Transfer from 12-month ECL

As at 31 December
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Loan loss allowances to receivables from clients – mortgages as at 30 June 2020
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

3

2

18

23

(5)

4

1

-

Transfer from lifetime ECL
not credit-impaired

-

(1)

1

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

8

-

(4)

4

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

-

-

-

-

Financial assets that have been
derecognised

-

-

-

-

Write-offs

-

-

-

-

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

As at 30 June

6

5

16

27

MCZK
As at 1 January
Transfer from 12-month ECL

Loan loss allowances to receivables from clients – mortgages as at 31 December 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

2

1

10

13

(6)

1

5

-

Transfer from lifetime ECL
not credit-impaired

-

(4)

4

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

6

4

-

10

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

1

-

-

1

Financial assets that have been
derecognised

-

-

-

-

-

(1)

(1)

MCZK
As at 1 January
Transfer from 12-month ECL

Write-offs
Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

As at 31 December

3

2

18

23

As at 30 June 2020, there was a significant increase in loss allowances compared to the balance as at 31 December 2019.
The increase was due to the impact of the moratorium on the postponement of loan product repayment and
the fact that the Bank responded to new needs by adjusting its methodology. However, this increase was compensated by
the release/utilisation of loss allowances for commercial loans at the start of the year.

Notes to the condensed separate interim financial statements

/ 151

30. FINANCIAL INSTRUMENTS – OPERATIONAL,
LEGAL AND OTHER RISKS
The Bank defines operational risk as the risk of loss caused by the insufficiency or failure of internal processes,
human factor or systems, and the risk of loss caused by external events including legal risk and compliance risk.
Operational risk excludes strategic and reputational risk. The goal of operational risk management is the reduction
of operational risks and losses to a minimum level and the achievement of a higher effectiveness of the banking
processes.
The Bank monitors operational risk connected with all its activities and utilises especially the information gained
based on the monitoring and evaluation of operational risk events, information about potential risks identified
based on risk control self-assessment (RCSA) and information about the fulfilment of key risk indicators. Collection
of information on operational risk and processing of RCSA questionnaires is done in cooperation with the heads of
individual departments of the Bank. An important part of the operational risk management system is the analysis
of operational event causes and the implementation of risk reducing measures.
The capital allocated for the coverage of operational risk is quantified based on the TSA method (standardized
approach), the sufficiency of allocated capital is subject to continuous evaluation. On a quarterly basis, the Bank
assesses its internal capital requirement and calculates its economical capital.
As a responsible entity within the regulated consolidated group, the Bank identifies and analyses information about
operational risks from the individual members of the regulated consolidated group and manages the operational
risks the group is exposed to.

31. FAIR VALUE OF FINANCIAL ASSETS AND
LIABILITIES
The Bank uses the following methods and estimates when publishing estimates of fair values of financial instruments.
Compared to the previous individual financial statements for the year ended 31 December 2019, there was no
significant change in the difference between the carrying amount and the fair value of the financial assets/liabilities
measured at amortised cost.

Cash and balances with central banks
The reported amounts of short-term instruments are essentially equivalent to their fair value.

Receivables from banks
The reported amounts of receivables from banks due within one year are essentially equivalent to their fair values.
The fair values of other receivables from financial institutions are estimated based on cash flows discounted at
standard rates for similar types of investments (market rates adjusted for credit risk). The fair values of delinquent
loans to financial institutions are estimated based on discounted cash flows; for loss loans, fair values are equivalent
to the amount of the respective collateral.

Loans and receivables from customers
For variable-rate loans that are often revalued and for which credit risk changes are immaterial, fair values are
essentially equivalent to the reported amounts. The fair values of fixed-rate loans are estimated based on discounted
cash flows using the interest rate that is standard for loans with similar conditions and maturity dates and provided to
borrowers with a similar risk profile. The fair values of delinquent loans are estimated based on discounted cash flows,
including proceeds from a collateral foreclosure, if any.
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Payables to banks and customers
The fair values of deposits repayable on demand at the reporting date are equal to the amounts repayable on demand
(i.e. their carrying amounts). The carrying amounts of variable-rate term deposits are essentially equivalent to their
fair values at the reporting date. The fair values of fixed-rate deposits are estimated based on discounted cash flows
using market interest rates.

Bonds issued
The fair values of debt securities issued by the Bank are determined based on current market prices. Where market
prices are not available, fair values are estimated based on discounted cash flows.

Subordinated deposits
The fair values of subordinated deposits are estimated based on discounted cash flows using market interest rates and
taking into account the Bank’s liquidity costs.

Financial instruments at fair value:
Fair value as at 30 June 2020

MCZK

Fair value as at 31 December 2019

Level 1

Level 2

Level 3

Level 1

Level 2

Level 3

Positive fair value of trading
derivatives

-

3

-

-

-

-

Positive fair value of hedging
derivatives

-

-

-

-

8

-

Positive revaluation of hedged items

-

27

-

-

23

-

State bonds FVOCI

609

-

-

630

201

-

TOTAL

609

30

-

630

232

-

MCZK

Fair value as at 30 June 2020

Fair value as at 31 December 2019

Level 1

Level 2

Level 3

Level 1

Level 2

Level 3

Negative fair value of trading
derivatives

-

6

-

-

6

-

Negative fair value of hedging
derivatives

-

1

-

-

-

-

Negative revaluation of hedged
items

-

23

-

-

26

-

TOTAL

-

30

-

-

32

-

During 2019 and 2020 there were no transfers between levels.
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32. SIGNIFICANT SUBSEQUENT EVENTS
No events have occurred since the balance sheet date that would necessitate any modification of the financial
statements or notes, or disclosures therein.
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Independent Auditor’s Review Report for the shareholder
of Equa bank a.s.
We have reviewed the accompanying condensed separate interim financial statements
of Equa bank a.s. (“the Company”), which comprise the condensed separate interim
statement of the financial position as at 30 June 2020, the condensed separate interim
income statement and statement of other comprehensive income, the condensed
separate interim statement of changes in equity, the condensed separate interim
statement of cash flows for the period from 1 January 2020 to 30 June 2020 and the
notes to the condensed separate interim financial statements, including a summary of
significant accounting policies and other explanatory notes. General information about
Equa bank a.s. is set out in Note 1 to these condensed interim financial statements.
The statutory body of the Company is responsible for the preparation of the condensed
separate interim financial statements in accordance with IAS 34 Interim Financial
Statements. Our responsibility is to draw a conclusion on these condensed separate
interim financial statements.
Scope of Review
We conducted our review in accordance with the International Standard on Review
Engagements 2410, “Review of Interim Financial Information Performed by the
Independent Auditor of the Entity”. A review of interim financial information consists of
making inquiries, primarily of persons responsible for financial and accounting matters,
and applying analytical and other review procedures. A review is substantially less in
scope than an audit conducted in accordance with International Standards on Auditing
and consequently does not enable us to obtain assurance that we would become aware
of all significant matters that might be identified in an audit. Accordingly, we do not
express an audit opinion.

KPMG Česká republika Audit, s.r.o., člen sítě nezávislých členských společností KPMG
přidružených ke KPMG International Cooperative („KPMG International“), švýcarské
organizační jednotce.
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Městským soudem v Praze
oddíl C, vložka 24185

IČO 49619187
DIČ CZ699001996
ID datové schránky: 8h3gtra

Conclusion
Based on our review, nothing came to our attention that would cause us to believe that
the accompanying condensed separate interim financial statements as at 30 June 2020
is not prepared in accordance with IAS 34 Interim Financial Statements.
Prague, 29 July 2020

Signed by
KPMG Česká republika Audit, s.r.o.

Signed by
Ing. Veronika Strolená
Partner
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