Issuer’s semi-annual report

for the six-month period ended 30 June 2019

KEY PERFORMANCE INDICATORS
KPI (MCZK)

Number of commercial
sales points

56

on a consolidated basis

Number of customers
on a consolidated basis

644

Number of employees
on a consolidated basis

+16.9%
262 628

1H 2019

395 000

Share of customers

1H 2018

338 000

active in internet or mobile banking

Receivables from customers
on a consolidated basis

+15.0%

+8.3%

Payables to customers
on a consolidated basis

1H 2019

43 443

1H 2019

49 609

1H 2018

37 784

1H 2018

45 795

+9.3%

Total assets

Total assets

on a consolidated basis

+9.4%

1H 2019

57 327

1H 2019

57 071

1H 2018

52 462

1H 2018

52 180

Net interest income
and similar income

on a consolidated basis

+20.5%

Net commission and
fee income
on a consolidated basis

1H 2019

965

1H 2019

1H 2018

801

1H 2018

Operating expenses
on a consolidated basis

18
3

+11.6%

1H 2019

604

1H 2018

541

+52.8%

Net profit

+ 15 MCZK

Net profit

on a consolidated basis

+28.5%

1H 2019

252

1H 2019

230

1H 2018

165

1H 2018

179
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MACROECONOMIC DEVELOPMENTS
IN THE CZECH REPUBLIC IN THE FIRST HALF OF 2019
Despite a slight slowdown, the economy has been doing well
this year. The GDP’s year-on-year growth of 2.6% in the first
quarter was slightly above market expectations. This is a
slow-down compared to the previous year, but, considering
the overheating of the economy, it was expected. On the
demand side, governmental and private spending remains
the main driver of the economy. Although consumer
confidence is decreasing, this has not yet been reflected
significantly in retail sales. According to the Czech Statistical
Office, the sentiment has been worsening in other sectors
too, for instance in the industry sector, where available data
also show a slowdown. The industry has been reaching
its capacity limits and labour shortages, while being also
affected by the slow-down of the German economy.
On the other hand, new orders have been growing steadily
(by 6% y/y in March), indicating that the situation in
the Czech industry is not as bad as it might seem according to
the Purchasing Managers’ Index (PMI), which dropped below
50, crossing the line between expansion and contraction in
December of the last year and it continues to decline.
On the other hand, trust in the construction sector has
grown, which corresponds to its development to date;
the growth of over 11% in March was mainly driven by
engineering construction (12.8 % y/y).1
The continued growth in economic activity has been
maintaining strong demand for labour. Employment rate
growth increased slightly to 1.2% in the fourth quarter
under significant labour market tightness and labour
shortage. The growth in employment is driven mainly by
market services, although industry’s contribution also rose
considerably compared to the third quarter of 2018.1

Year-on-year wage growth slowed down in the fourth
quarter of the past year, both in market and non-market
sectors. The average wage dynamics remains solid (6.9%),
reflecting continued pressures on labour market and
increase in minimum wages.2
Consumer price dynamics increased to 2.7% in the first
quarter, achieving 3% in March, driven by continued
growth in consumer spending and swift growth in wages.
The increase in overall inflation was also significantly
affected by growing regulated prices. Moreover, food
prices started to rise again in the first quarter. The housingrelated prices, as well as prices in restaurants and cafes,
rose dynamically. As a result of a considerable increase in
the price of electricity for households, the dynamics
of regulated prices grew significantly. The pressure on
prices should be mitigated by continued low inflation in
the Eurozone.
The low unemployment rate will slow down the real
economy, rather than affecting inflation, which might be
compensated by increased investing activities to a certain
extent. Currently, the greatest risk remains external: a hard
Brexit has become more likely, and the trade war between
the US and China, but also the EU, has not been averted.
The important role of the automotive industry, representing
more than 20% of total industrial production, means that
a shock in this specific industry may have a disproportionately
strong impact on the labour market.1

12

The general unemployment rate fell further to new historical
minimum, and remains the lowest of all EU countries.
In the fourth quarter, its year-on-year decrease was again
accompanied by a decrease in the number of long-term
unemployed persons. The tight labour market is partly
offset by an increase of economically active population,
reflected in the highest ever level of economic activity,
achieving 77.1 % in February.

Analytický měsíčník 6/2019 PPF Banka
Inflation report II/2019 CNB

22
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COMMENTARY ON THE CONSOLIDATED FINANCIAL
STATEMENTS FOR THE FIRST HALF OF 2019
Income statement
In the first half of 2019, Equa bank reported a consolidated
net profit after taxation of MCZK 230 according to
the International Financial Reporting Standards (IFRS),
which is an increase by 28 % compared to the first half
of 2018. This positive result is attributable to long-term
and stable sales, primarily in the area of consumer
loans, and to a quality of the loan portfolio with
an optimum segment diversification, as well as effective
cost control. Equa bank also continues to increase
the number of its customers. At the end of June 2019
Equa bank had already 395 thousand clients, a year-onyear increase of 17%.
Return on average equity (ROAE) amounted to 10.9%,
which is a slight decrease compared to 2018 (11.8%)
despite growing profits; this is mainly due to a capital
increase by investors and capital increase due to retained
earnings. Return on average assets (ROAA) increased
from 0.71% to 0.81% year-on-year, in line with the growth
in profit.
Profit before taxation and net loss from impaired
loans and receivables and available-for-sale financial
assets grew to MCZK 398, a year-on-year increase by
MCZK 128, i.e. 47%. Operating revenues grew by 24%
year-on-year primarily due to growth in interest revenues
while operating expenses increased only by 12%. The cost/
income ratio (operating expenses/operating revenues)
for the first half of 2019 was 60%, again a significant
improvement compared to 67% reported last year.
Favourable macroeconomic conditions on the market
and Equa bank’s attractive product offer affected
the year-on-year increase in receivables from clients
of 15%. Client deposits grew by 8% year-on-year. Net
interest income increased by 20% year-on-year. Interest
revenues increased by 24% year-on-year, mainly as
a result of the growth in the portfolio of consumer loans
and mortgages, and also gradual increase of CNB‘s REPO
rate. Interest expenses increased by 52% year-on-year
due to the growing volume of deposits and gradually
increasing rates on savings accounts and term deposits.

tangible fixed assets was also affected by the application
of IFRS 16, whereby the lease costs for the branches, head
office and car fleet were reclassified from administrative
expenses to depreciation. Despite the two-digit increase,
the growth rate of expenses is still lower than of operating
revenues, and thus contributes to the generally improving
economic results.
Net impairment loss on financial assets grew by
MCZK 12, i.e. 12% year-on-year, driven mainly by
receivables growth. Risk characteristics of the loan
portfolio continue to improve.

Balance sheet
The consolidated total assets of Equa bank grew by 9% yearon-year, amounting to BCZK 57.1. The growth of assets is
mainly attributable to receivables from customers, which
grew to BCZK 43.3 year-on-year. Securities grew by MCZK
277 year-on-year. The growth of liabilities and equity is
mainly attributable to customer deposits, retained profits,
and issuance of mortgage bonds in August 2018.
Gross receivables from retail loans increased by 20%. As
the provisions for non-performing loans grew in line
with the portfolio, the growth in retail receivables net
amount was also 20%. The fastest growing portfolio were
consumer loans - the year-on-year increase in the volume
of receivables was 29%. Gross receivables from mortgage
loans increased by 15% year-on-year. Gross receivables
from loans to the sole traders and small and medium-sized
enterprises (SMEs) grew by 5% year on year.
Customer deposits grew by 8% compared to the previous
year. The largest increase was again recorded in respect
of current accounts (22% year-on-year). Savings accounts
increased by 5%, while the balance of term deposits dropped
year-on-year by nearly 10%.
Equity grew by 9% to BCZK 4.9 year-on-year, due to retained
earnings.

Net fee and commission income amounted to MCZK 18
in the first half of 2019, which is increase of MCZK 15
compared to previous year.
Net profit from financial operations increased by
MCZK 4 year-on-year, due to growing income from foreign
currency transactions.
Total operating expenses increased by 12% year-onyear. Administrative expenses increased mainly due to
the growth in personnel expenses related with the
expansion of the branch network and the growth
of the Bank. Continued investments in information
technologies, namely digitalisation and security, resulted
in higher IT expenses and depreciation of tangible and
intangible fixed assets. The higher depreciation charge for
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COMMENTARY ON THE NON-CONSOLIDATED
FINANCIAL STATEMENTS FOR THE FIRST HALF OF 2019
Income statement

Balance sheet

For the first half of 2019, Equa bank reported a net profit
after tax under IFRS of MCZK 252, 53% more than in 2018.

The total assets of Equa bank grew by 9% year-on-year,
amounting to BCZK 57.3. The growth of assets is primarily
attributable to receivables from customers, which grew by
15% year-on-year, to BCZK 43.9. The growth of liabilities and
equity is mainly attributable to customer deposits, retained
earnings, and issuance of mortgage bonds in August 2018.

Return on average equity (ROAE) followed the positive
trend of growing profits, and amounted to 11.4%. Return
on average assets (ROAA) grew to 0.89%.
Profit before tax grew by MCZK 99 year-on-year. Operating
revenues grew by MCZK 172, i.e. 22%, driven by interest
income from the loan portfolio and increased income
from liquidity deposits in the CNB. Operating expenses
grew by MCZK 61, or 13%. The cost/income ratio (operating
expenses/operating revenues) was 56% for the first half of
2019, which is a continued improvement (60% in 2018).
Net interest income grew by 19% in total. Net fee and
commission expense decreased by MCZK 12 year-on-year,
net profit from financial operations grew by MCZK 4 million
year-on-year. Net impairment loss on financial assets grew
by MCZK 12 year-on-year.
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SIGNIFICANT EVENTS AND BUSINESS ACTIVITIES
OF EQUA BANK IN THE FIRST HALF OF 2019
New products and services

Awards won

In the first half of 2019, Equa bank primarily focused on
developing its existing products and services, and on
launching new products and services to be introduced in
the second half of the year. Digital banking, development
of existing deposit and credit products, and continuous
improvement of customer experience are viewed as key
development areas, where the Bank already ranks high in
the Czech banking market.

In the prestigious Zlatá koruna 2019 competition,
Equa bank became the most successful bank, winning
a total of six awards. A professional jury awarded
a gold medal for the Minute Loan, and silver medals for
the Current Account Free-of-Charge and With No Conditions
and the Current Account for Family Business. A bronze
medal was awarded to the Business Current Account,
both in the Business Account category and the Business
Award category. Equa bank was also awarded third place
in the Public Award category for its Current Account
Free-of-Charge and With No Conditions.

News in digital banking
At the end of June, 133,200 Equa Bank customers were
using mobile banking on a regular basis, over a quarter
more than in the previous year. This means that one in
three customers was accessing their accounts via mobile
phone at the end of the first half of 2019.
At the end of January 2019, Equa bank launched simple
payments through the Google Pay on-line payment
instrument. To make payments, an Equa bank debit card
simply has to be registered in the Google Pay mobile
application. The Bank’s customers then can comfortably
pay in stores, e-shops or applications, and also make
withdrawals from ATMs.
In June, Equa bank introduced the possibility to buy travel
insurance directly in a mobile application. The scope of
insurance has been extended to cover also trip cancellations.
In the first half of the year, the Bank continued to extend
its unique offer of on-line investing in investment funds.
At the end of the first half of the year, our customers’
investments amounted to MCZK 232. There is a solid
interest in making small-scale investments with every card
payment. Almost 40% of investing clients regularly use this
opportunity for small investments, unique on the market.

Expanding distribution network
During the first six months of 2019, Equa bank opened two
new branches: the first one, opened in January, is located
in the Metropole Zličín shopping mall in Prague, the second
one was opened in Kolín in February.

Equa bank was also successful abroad. Global Finance and
Review magazine declared it to be the Best Retail Bank
Czech Republic 2019. The same award was won in the
International Business Magazine Awards 2019 competition.

Social responsibility
For the eighth time, Equa bank became the general
partner of the Equa Bank Family Business of the Year
competition. This competition aims to support the tradition
of family businesses in the Czech Republic and motivate
the involvement of family members in the development
of family businesses. Businesses can participate in
the competition in two categories: small business
(businesses up to 50 employees with a turnover up to
MEUR 10) and medium-sized business (businesses up to
250 employees with a turnover up to MEUR 50). The results
of this year’s competition will be announced at the CR
Business Day held on 30 October 2019.

Charity
Equa bank continues to support charity projects. Every
employee of the Bank is encouraged to participate in these
activities, either financially or through volunteer activities.
In the first six months of 2019, Equa bank supported twelve
non-profit organisations or projects.

Corporate banking
In corporate banking, Equa bank continued to provide
credits with an EIF guarantee under the COSME
programme. Since launching the programme in 2016,
Equa bank has provided COSME credits in the amount of
BCZK 1.75, supporting more than 100 projects in total. These
involved mainly loans for development projects, operating
finance, investment loans, and loans to small businesses
and self-employed within Equa bank’s Small Business Loan
product.
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EXPECTED DEVELOPMENT OF EQUA BANK
IN THE SECOND HALF OF 2019
Equa bank will continue in its set strategy and in
the development of its chosen business model. On one
hand, it is based on simple, attractive and free-of-charge
products and services, on the other hand on stable growth
in the balance sheet amount with a balanced proportion
of loans and deposits. The continued digitalisation of
banking will be of crucial importance for Equa bank in all
key areas, from current accounts to loans, investments,
mobile payments and mobile and internet banking,
mortgage loans, and insurance. In the second half of
the year, Equa bank also plans to install ATMs allowing to
make a deposit at selected branches. The Bank will also
open three new branches.
In the corporate banking segment, Equa bank will continue
to develop its key products – current accounts, family
business products, corporate credits guaranteed by
the European Investment Fund offered under the COSME
programme with financial coverage by the European
Commission that facilitate access to funding of business
development for microbusiness and small and mediumsized enterprises (SMEs).

In the second half of the year, Equa bank expects
continuing growth. We expect stable growth of assets
driven primarily by mortgage and consumer loan sales. At
the same time, we expect growth in the volume of client
deposits, in line with our strategy and business model
aimed at retaining a balanced proportion of loans and
deposits. The growth of customer deposit interest rates,
driven by growth of the CNB´s repo rate, will result in an
increase of interest expense on customer deposits, and
investments in new branches will already be reflected in
the growth of administrative costs. However, generally,
we expect similar developments of the most income
statement items as in the first half of the year. Net interest
income will continue to grow year-on-year, in line with
the growth of the credit portfolio; operating expenses will
grow at a lower rate than operating revenues, contributing
to year-on-year growing profit before tax.
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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 2019

644

1H 2019

640

1H 2018

615

1H 2018

602

Net profit

Net profit

(MCZK)

on a consolidated basis (MCZK)

1H 2019

252

1H 2019

230

1H 2018

165

1H 2018

179

Total assets

Equity

on a consolidated basis (MCZK)

on a consolidated basis (MCZK)

1H 2019

57 071

1H 2019

4 933

1H 2018

52 180

1H 2018

4 539

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 2019

16.16%

1H 2019

11.43%

1H 2019

10.89%

1H 2018

16.39%

1H 2018

10.70%

1H 2018

11.80%

Return on average assets (ROAA)
(%)

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

Assets per employee
on a consolidated basis (MCZK)

1H 2019

0.89%

1H 2019

0.81%

1H 2019

89.2

1H 2018

0.65%

1H 2018

0.71%

1H 2018

86.7

Administrative costs per employee
on a consolidated basis (MCZK)

LCR

Cost / Income Ratio
on a consolidated basis

1H 2019

1.55

1H 2019

294%

1H 2019

60.3%

1H 2018

1.56

1H 2018

359%

1H 2018

66.6%

Net profit per employee
on a consolidated basis (MCZK)

1H 2019

0.72

1H 2018

0.59

Capital

Total capital

Tier 1 capital
(MCZK)

(MCZK)

Tier 2 capital
(MCZK)

1H 2019

5 082

1H 2019

4 609

1H 2019

473

1H 2018

4 457

1H 2018

3 930

1H 2018

527

Selected economic Indicators
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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 2019
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: 2 August 2019

CONDENSED CONSOLIDATED INTERIM STATEMENT
OF FINANCIAL POSITION AS AT 30 JUNE 2019
MCZK

ASSETS

Note

30. 6. 2019

31. 12. 2018

Cash in hand and balances with central banks

12

1 595

1 016

Receivables from banks

13

9 278

11 707

Financial assets at fair value through profit or loss

16

11

15

Investment securities

15

1 134

1 140

Receivables from customers

14

43 443

40 234

Intangible fixed assets

714

707

Tangible fixed assets

310

158

Deferred tax assets

26

224

277

Other assets

17

284

289

78

42

57 071

55 585

Prepaid expenses and accrued income
TOTAL ASSETS

Condensed consolidated interim financial statements
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CONDENSED CONSOLIDATED INTERIM STATEMENT
OF FINANCIAL POSITION AS AT 30 JUNE 2019
MCZK

LIABILITIES

Note

Due to banks

30. 6. 2019

31. 12. 2018

174

91

Due to customers

18

49 609

48 760

Financial liabilities at fair value through profit or loss

16

5

4

Liabilities from issued debt securities

19

1 105

1 102

Subordinated debt

22

583

577

7

7

510

195

51 993

50 736

Provisions
Other liabilities

20

Total liabilities

EQUITY
Registered capital

24

2 260

2 260

Other capital funds

25

2 270

2 251

8

9

395

195

4 933

4 715

145

134

57 071

55 585

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

Non controlling interests
TOTAL LIABILITIES AND EQUITY

Condensed consolidated interim financial statements
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CONDENSED CONSOLIDATED INTERIM STATEMENT OF
PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE PERIOD FROM 1 JANUARY 2019 TO 30 JUNE 2019
MCZK

1. 1. 2019 –
30. 6. 2019

1. 1. 2018 –
30. 6. 2018

Interest and similar income

1 114

899

Interest income calculated the effective-interest method

1 114

899

Interest expense and similar charges

(149)

(98)

965

801

Fee and commission income

73

66

Fee and commission expense

(55)

(63)

Note

Net interest income

6

Net fee and commission income

7

18

3

Net income from financial operations

8

40

36

Net other operating income

9

(21)

(29)

Administrative expenses

10

(496)

(469)

(108)

(72)

398

270

(115)

(103)

283

167

(53)

12

230

179

11

3

219

176

Change in fair value of investment securities recognised in OCI

(1)

(11)

Other comprehensive income, net of tax

(1)

(11)

229

168

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

11

Profit for year before tax
Tax expenses

26

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

Condensed consolidated interim financial statements
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CONDENSED CONSOLIDATED INTERIM STATEMENT OF
CASH FLOWS FOR THE PERIOD FROM 1 JANUARY 2019
TO 30 JUNE 2019

MCZK

Note

1. 1. 2019 –
30. 6. 2019

1. 1. 2018 –
30. 6. 2018

283

167

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

108

72

115

103

-

6

16

5

(1)

Receivables from customers

14

(3 324)

(1 082)

Other assets

17

(26)

(46)

83

(22)

Due to customers

18

849

959

Other liabilities

20

119

86

27

-

(1 761)

242

11

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

Rent paid
Net cash from/(used in) operating activities
CASH FLOWS FROM FINANCING ACTIVITIES
Increase in equity ( other capital funds) including non-controlling interests

-

1 037

Liabilities from issued debt securities

19

-

-

Subordinated debt

22

-

-

-

1 037

(89)

(79)

-

-

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 investment securities

15,16

-

(208)

Proceeds from investment securities

15,16

-

131

(89)

(156)

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

12,13

(1 850)

1 123

Cash and cash equivalents at the beginning of the period

12,13

12 723

10 909

Cash and cash equivalents at the end of the period

12,13

10 873

12 032

1 049

839

(155)

(112)

Interest received*
Interest paid*

*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 2019 TO 30 JUNE 2019
MCZK
Opening balance
1 January 2018

Revaluation
gains/losses

Retained

capital

Other
capital
funds

2 260

1 272

22

Registered

earnings

Non controlling
interests

Total

(147)

46

3 453

(12)

70

1 037

176

3

179

Transactions with owners of the
company
Transfers to funds

979

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

(11)

(11)

Balance 30 June 2018

2 260

2 251

11

17

119

4 658

Opening balance 1 January 2019

2 260

2 251

9

195

134

4 849

11

230

Transactions with owners of the
company
Transfers to funds

19

(19)

Total comprehensive income
Profit for the year after tax

219

Other comprehensive income,
net of tax
Change in fair value of investment
securities recognised in OCI
Balance 30 June 2019

(1)
2 260

2 270

8

(1)
395

145

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 2019

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
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

Changes in the board of directors and supervisory board in
the accounting period
During the first half of the year 2019, based on the sole
shareholder’s decision within the scope of the Bank’s
general meeting held on 11 February 2019, Ondřej Hák was
elected a member of the supervisory board for the next
period.
Based on the sole shareholder’s decision within the scope
of the Bank’s general meeting, Tomáš Dvořák was elected
a member of the board of director with effect from
1 June 2019. As at 31 May 2019, Leoš Pýtr’s term as a member
of the board of directors expired.
Organisational structure of the Bank
The internal organisational and management structure
respects the regulatory requirements for the segregation
of duties. During the first half of the year 2019, 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 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.

Members of the board of directors and supervisory board as
at 30 June 2019
Members of board of directors

(b) Description of the consolidated group

— Petr Řehák (Chairman)

The consolidated group (“the Group”) as at 30 June 2019
comprises Equa bank a.s. together with the sister company
Equa Sales & Distribution s.r.o.

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

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,
the sister company controlled by the Bank has become part
of the consolidated group.
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The Bank can influence the decisions of ESD because of
the possibility to enforce the nomination, election or
revocation of a majority of persons that are members of
the statutory body of this company. In the context of principal
activity which is mediation of sales of the financial products of
Equa bank a.s., ESD directly influences the Bank‘s revenue.
The sister company is consolidated by the full method.
The consolidated group operates only in the Czech Republic.

(c) Description and principal activities of
the sister company as the consolidated entity
Establishment and description of the sister Company
Equa Sales & Distribution s.r.o. („ESD” or the “sister
company”) 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 is controlled entity by the Bank.
Company name and registered office
Equa Sales & Distribution s.r.o.
Karolinská 661/4
186 00, Praha 8, Karlín
Czech Republic

The condensed consolidated interim 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 consolidated 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 condensed interim financial statements have
been prepared for the period of 6 months ending
30 June 2019. As comparatives are stated balances as at
31 December 2018 in the statement of financial position and
balances for 6 months ending 30 June 2018 in the income
statement, the statement of cash flows and the statement
of changes in equity.
Going concern
The consolidated 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.
Functional and presentation currency
The Bank’s consolidated 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.

Identification number
03200663

Statutory body of the sister company as at 30 June 2019
— 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
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 2018 („the last statutory
financial statements“).

(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
// Amendment to the Conceptual Framework for
Financial Reporting
// Amendments to IFRS 17: Insurance Contracts
// Amendments to IAS 1 and IAS 8: Definition of
Material

These condensed consolidated interim financial statements
have been verified by an auditor.
There has been a significant change in the Bank’s accounting
policy since the previous annual financial statements which
was application of the new accounting standard IFRS 16, see
Changes of accounting policies – Note 5.
These condensed consolidated interim financial statements
have been prepared using the full consolidation method
with the disclosure of the sister company under minority
interest.

Notes to the condensed consolidated interim financial statements

/ 20

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.

and future expectations for determining expected credit
losses are also implemented.

Estimates are primarily used to determine the fair value
of financial instruments for which no active market exists,
to measure intangible assets, to assess the impairment of
assets, and to determine the amount of provisions.

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:

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

3.

The Bank’s management takes into account the information
available at the balance sheet date, and actual results may
differ from these estimates.

// deferred tax liability/asset – note 26
// net impairment loss on loans and receivables –
note 11
// fair value of financial assets and liabilities – note 32.

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 15)

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 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.
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.
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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.

(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.

(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).
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.
Business model assessment

(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

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.
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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
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:

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;
// 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

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

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.

// leverage features;

Reclassification

// prepayment and extension terms;

Financial assets may be reclassified after their initial
recognition only if the Bank changes the business model for
their management.

// 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.
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

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).
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Derecognition

the carrying amount of a derecognised asset or liability is
recognised in profit or loss.

Financial assets
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
a) the carrying amount of the asset (or part of the carrying
amount allocated to the part of the asset derecognised),
and

Offsetting and presenting in net amounts
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.
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:

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.

// financial assets that are debt instruments;

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.

// loan commitments issued.

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 a 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

// lease receivables;
// financial guarantees issued; and

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.
The Bank sets expected credit losses (ECLs) to receivables
from clients on an individual or a portfolio basis. ECLs for
commercial loans included in levels 2 and 3 are set on an
individual basis, while ECLs for commercial loans included
in level 1 and for all retail loans are set on a portfolio basis.
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.
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;
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// 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
the 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.
Credit-impaired financial assets
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.
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 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
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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:

// 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
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.

(d)

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

(e)

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.

(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 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.
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:

Interest income and interest expense recognised in profit
or loss and other comprehensive income (“OCI”) includes:

Level 1 – quoted prices for identical instruments in active
markets;

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

Level 2 – quoted prices for similar instruments in
active markets; quoted prices for identical or similar
instruments in markets that are not active; and modelderived valuations whose inputs are observable or whose
significant value drivers are observable;

// 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.
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.

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

(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

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)

Finance leases/Leasing

Valid until 31 December 2018
A lease is classified as a finance lease if it transfers
substantially all the risks and rewards incidental to
ownership. All other leases are classified as operating
leases. Classification is determined at the inception of
the lease. Whether a lease is a finance lease or an operating
lease depends on the substance of the transaction rather
than the form.
Assets acquired under finance leases are initially measured
at an amount equal to the lower of their fair value and
the present value of the minimum lease payments and
recognised under “Property, plant and equipment”
or “Intangible assets” in the statement of financial
position. Such assets are subsequently depreciated over
the shorter of their estimated useful lives and the lease term.
The corresponding liability to the lessor is included in “Other
financial liabilities at amortised cost”.
Lease payments are apportioned between interest,
recorded in interest expense, and principal, recognised as
a reduction in the finance lease liability. During the lease
term, the interest expense is recognised so as to produce
a constant periodic rate of interest.

Payments made under operating leases are recognised
in profit or loss on a straight-line basis over the term of
the lease, and are recorded in “Administrative expenses”.
Where the Bank is the lessee, assets held under operating
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leases are not recognised in the Bank’s statement of
financial position.
Valid from 1 January 2019
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 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

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.
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”.

// penalties for lease termination.
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(k) Subordinated liabilities

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.

// retail banking – products and services provided to
individuals

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)

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.
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 27 (a).

// corporate banking – products and services provided
to legal entities

(n)

other.

Taxation

Non-tax deductible expenses are added to, and nontaxable 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.

(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

(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.

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 to which entitlements arose in
previous accounting periods.
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(p) Correction of errors in previous
accounting periods

In the accounting period ending 30 June 2019, the Bank
undertook neither a significant correction of errors.

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.

5.

ACCOUNTING POLICY CHANGES

Apart from the changes below, the Bank did not make
any changes in accounting policies in the first half-year
of 2019.
As at 1 January 2019, the Bank adopted IFRS 16 Leases,
the new accounting standard issued in January 2016.
IFRS 16 replaced IAS 17 Leases, the previous version of
the standard and its related interpretations, and
introduced significant changes in the recognition of
lease contracts. In the first application of the standard,
the Bank used a modified retrospective approach
without any impact on prior periods.
The major changes in the accounting policies of the Bank
caused by the transition to IFRS 16 are described below.
Leases from the lessee’s point of view
The Bank as the lessee no longer distinguishes whether
a lease is an operating or finance lease due to the transfer
of all material risks and rewards relating to the ownership
title of the given asset to the lessee. In accordance with
IFRS 16, the Bank assesses whether the contract contains
a lease based on the definition of a lease. See the section
on accounting policies. If the Bank determines that
the contract fulfils the parameters of a lease, it recognises
the right of use and lease liability in the financial position.
The Bank decided to use exemptions from the standard
for leases of premises and cars where the lease term is
1 year or less, and for printing and copy machines due to
the low value of the asset, and not to recognise the right
of use and lease liability in these cases.
Leases qualified as operating leases in accordance with IAS 17
As at the transition date, the Bank recognised lease
liabilities at the present value of the remaining lease
payments which are discounted by the incremental
interest rate set by the Bank as the average rate for
discounting of the entire portfolio of assets classified
in the implementation of IFRS 16. This interest rate
corresponds to FTP (fund transfer price) for a term
determined as the weighted average of the term of

all lease contracts of assets in the portfolio where
the weight is monthly lease payment.
The value of the right of use is determined in the lease
liability value considering prepaid expenses which
were recognised in the financial position of the Bank
in connection with the lease as at 31 December 2018.
The Bank chose this procedure for all assets.
If the lease contract contained an extension option,
the Bank assessed its use based on available information
for each lease individually and if its use was not more
than certain, the Bank did not calculate the use in
the lease term. The Bank proceeded in the same manner
in the case of notice periods.
In 2018, the Bank had no lease classified as a finance
lease in IAS 17.
Leases from the lessor’s point of view
As a result of the transition to IFRS 16, no change
was made in the Bank relating to the recognition of
the lease from the lessor’s point of view. If the main
lessor subsequently leases the asset to another lessee
(subleasing), IFRS 16 requires assessment whether it is
a finance lease or an operating lease. The Bank assessed
in all cases that it will account for the sublease as
an operating lease and it will recognise the revenues
under “other operating income”.
Impact on the Bank
As at the transition date, the Bank recognised right of
use assets of MCZK 145 and a lease liability of MCZK 144,
and reduced the related prepaid expenses by MCZK 1.
The Bank used the incremental interest rate of 2.29% to
determine the amount of the lease liability.
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MCZK
Operating lease commitment as at 31 December 2018

175

Discounted using the incremental borrowing rate as at 1 January 2019

162

Recognition exemption for:
- short-term leases

12

- leases of low-value assets

5

Extension option reasonably certain to be exercised

7

Operating leases, which are not lease under IFRS 16 and VAT

8

Lease liabilities as at 1 January 2019

144

6. NET INTEREST INCOME
MCZK

1. 1. - 30. 6. 2019

1. 1. - 30. 6. 2018

957

828

deposits

42

27

reverse repo transactions with the CNB

96

32

bonds

12

6

5

3

(4)

-

revaluation of hedged items

5

2

other

1

1

1 114

899

122

77

1

2

issued securities

11

5

subordinated debt

14

-

1

14

Total

149

98

NET INTEREST INCOME

965

801

Interest income and similar income from
loans

trading derivatives
transactions with hedging derivatives

Total

Interest expense and similar expense from
deposits
trading derivatives

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

MCZK

30. 6. 2019

30. 6. 2018

1 098

845

10

6

1 108

851

148

96

1. 1. - 30. 6. 2019

1. 1. – 30. 6. 2018

Payments and account maintenance

11

10

Lending

24

26

Insurance fees

38

30

73

66

29

9

Commissions on deposit products

2

1

Card transaction fees

2

36

22

17

Total

55

63

NET FEE AND COMMISSION EXPENSES

18

3

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

7. FEES AND COMMISSIONS
MCZK
Commission and fee income from

Total

Commission and fee expense
Payments

Other

8. NET INCOME FROM FINANCIAL OPERATIONS
MCZK
Gain/(loss) from trading derivatives transactions
Gain/(loss) from sale of government bonds
Foreign exchange gain/(loss)
TOTAL

1. 1. - 30. 6. 2019

1. 1. - 30. 6. 2018

(15)

(2)

-

-

55

38

40

36
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9. NET OTHER OPERATING EXPENSES
MCZK

1. 1. – 30. 6. 2019

1. 1. - 30. 6. 2018

1

1

1

1

17

16

Costs to sell fixed assets

-

3

Other expenses

5

11

22

30

(21)

(29)

Operating income
Other income
Total

Operating expenses
Contribution to the deposit insurance fund and Resolution fund

Total
NET OTHER OPERATING EXPENSES
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10. ADMINISTRATIVE EXPENSES
MCZK

1. 1. – 30. 6. 2019

1. 1. - 30. 6. 2018

232

210

76

68

5

4

22

21

-

-

313

282

Information technologies

58

44

Rent and related expenses

20

38

- short-term leases

11

-

- leases of low-value assets

1

-

- other rent and related expenses

8

-

64

65

7

4

34

36

Other administrative expenses

183

187

TOTAL

496

469

30. 6. 2019

31. 12. 2018

632

603

Members of the statutory body and other executives

5

5

Members of the supervisory board

3

3

640

611

Wages and salaries paid to employees
Social security and health insurance
Other employee expenses
of which:
Wages and salaries paid to:
key management
members of the supervisory board
Total employee expenses

Advertisement and marketing
Audit, legal and tax advisory
Other

The average number of the Bank’s employees was as follows:
Employees

TOTAL
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11. NET IMPAIRMENT OF LOANS AND RECEIVABLES
MCZK

1. 1. – 30. 6. 2019

1. 1. – 30. 6. 2018

Additions and release of loan loss allowances and provisions

154

124

Income from previously written-off receivables

(40)

(20)

(1)

(1)

115

103

2019

2018

Balance as at 1 January

580

434

Creation during the year

294

193

Release of adjustments no longer considered necessary

(140)

(69)

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

(150)

(58)

584

500

2019

2018

Balance as at 1 January

6

6

Creation during the year

4

2

(3)

(2)

-

-

7

6

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

Adjustments to receivables from customers
MCZK

BALANCE AS AT 30 JUNE

Provisions to granted credit and guarantees
MCZK

Release of provisions no longer considered necessary
Use during the year
BALANCE AS AT 30 JUNE

Unpaid off balance sheet written-off receivables in recovery amounted MCZK 270 as at 30 June 2019 (2018: MCZK 252).
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12. 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. 6. 2019

31. 12. 2018

Cash in hand and balances with central banks

1 595

1 016

Receivables from banks

9 278

11 707

10 873

12 723

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.

13. RECEIVABLES FROM BANKS
MCZK
Reverse repo transactions with the CNB

30. 6. 2019

31. 12. 2018

9 003

11 644

33

-

220

41

22

22

9 278

11 707

Term deposits
Nostro accounts
Advances granted to banks
RECEIVABLES FROM BANKS

Reverse repo transactions with the CNB of MCZK 9 003 (2018: MCZK 11 644) are secured by a transfer of state
treasury bills, whose market value as at 30 June 2019 was MCZK 8 819 (2018: 11 410) and has been recorded under
“Collaterals and pledges received”.
All receivables from banks are in Stage 1 as at 30 June 2019 and as at 31 December 2018.
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14. RECEIVABLES FROM CUSTOMERS
(a) Classification of receivables from customers
MCZK

30. 6. 2019

31. 12. 2018

Commercial loans

12 594

12 215

Consumer loans

11 756

10 131

Mortgages

18 941

17 740

Overdrafts

736

728

Individual adjustment to receivables from customers

(423)

(431)

Portfolio adjustment to receivables from customers

(161)

(149)

43 443

40 234

30. 6. 2019

31. 12. 2018

478

360

Non-financial institutions

11 315

11 059

Non-profit organisations

3

-

619

591

30 548

27 801

641

572

43 604

40 383

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

Financial institutions

18

129

-

331

478

Non-financial institutions

66

7 013

235

4 001

11 315

Non-profit organisations

-

-

-

3

3

Households/self-employed

9

417

1

192

619

Resident individuals

-

17 214

-

13 334

30 548

Non-residents

-

461

-

180

641

93

25 234

236

18 041

43 604

24

86

-

250

360

Non-financial institutions

110

7 065

268

3 616

11 059

Households/self-employed

8

350

2

231

591

Resident individuals

-

14 268

-

13 533

27 801

Non-residents

-

369

-

203

572

142

22 138

270

17 833

40 383

MCZK
As at 30 June 2019

TOTAL

As at 31 December 2018
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 allowances or capital adequacy calculation.
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15. FINANCIAL ASSETS
MCZK

30. 6. 2019

31. 12. 2018

State bonds at amortised costs

313

313

State bonds FVOCI

575

581

Corporate bonds FVOCI

246

246

1 134

1 140

FINANCIAL ASSETS

Financial assets - 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 2019
CZ0001003123

MFČR

18. 4. 2023

CZK

variable

516

9

525

CZ0001004105

MFČR

19. 11. 2027

CZK

variable

49

1

50

565

10

575

TOTAL
As at 31 December 2018
CZ0001003123

MFČR

18. 4. 2023

CZK

variable

520

10

530

CZ0001004105

MFČR

19. 11. 2027

CZK

variable

49

2

51

569

12

581

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 8 (2018: MCZK 3).
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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 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

1

21

CZ0003519407

EPH Financing CZ,
a.s.

16. 7. 2022

CZK

4.07

153

(1)

152

CZ0003520603

Trigema real
Estate Finance a.s.

19. 12. 2023

CZK

5.1

25

-

25

246

-

246

Amortised Revaluation
book value at fair value

Total
book
value

TOTAL

ISIN code

Issuer Maturity date

Currency

Interest
rate

As at 31 December 2018
CZ0003515496

FINEP
BARRANDOV
ZÁPAD k.s.

19. 6. 2020

CZK

3.75

48

1

49

CZ0003515934

PASSERINVEST
FINANCE a.s.

31. 3. 2023

CZK

5.25

20

1

21

CZ0003519407

EPH Financing CZ,
a.s.

16. 7. 2022

CZK

3.27

152

(1)

151

CZ0003520603

Trigema real
Estate Finance
a.s.

19. 12. 2023

CZK

5.1

25

-

25

245

1

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, there is no the gain/loss from revaluation (2018: MCZK 6).
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Financial assets at amortised costs
(a) State bonds
MCZK
ISIN

Issuer

Maturity date

CZ0001005367

MFČR

23. 2. 2021

CZ0001001945

MFČR

12. 9. 2022

Interest rate

Amortised
book value

CZK

fixed

199

CZK

fixed

114

Currency

As at 30 June 2019

TOTAL

313

As at 31 December 2018
CZ0001005367

MFČR

23. 2. 2021

CZK

fixed

199

CZ0001001945

MFČR

12. 9. 2022

CZK

fixed

114

TOTAL

313

All financial assets are in Stage 1 as at 30 June 2019 and 31 December 2018.
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16. FINANCIAL ASSETS/LIABILITIES AT FAIR VALUE
THROUGH PROFIT OR LOSS
Contractual amounts
30. 6. 2019

MCZK

31. 12. 2018

purchase

sale

purchase

sale

49

(49)

43

(43)

FX swap contracts

712

(718)

769

(772)

IR swap contracts

-

-

-

-

500

(500)

600

(600)

1 261

(1 267)

1 412

(1 415)

Trading instruments
FX spot transactions

Hedging instruments
IR hedging swap
TOTAL

Fair value of financial assets/liabilities
30. 6. 2019

MCZK

31. 12. 2018

Assets

Liabilities

Assets

Liabilities

Trading instruments

1

5

1

3

Hedging instruments

10

-

14

1

11

5

15

4

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 2019, the book value of mortgage loans defined as a hedged item within hedge accounting amounted to
MCZK 492 (fair value adjustment: MCZK 1). As at 31 December 2018, the book value amounted to MCZK 589 (fair value
adjustment: MCZK 3).
As at 30 June 2019, the book value of savings accounts defined as a hedged item within hedge accounting amounted to
MCZK 503 (fair value adjustment: MCZK 1). As at 31 December 2018, the book value amounted to MCZK 603 (fair value
adjustment: MCZK 1).
Residual maturity of financial derivatives
All FX swap contracts of nominal value of MCZK 712 as 30 June 2019 (as at 31 December 2018: MCZK 769) have maturities
of up to 3 months.
As at 30 June 2019 and 31 December 2018 the Bank does not classify any IR swaps as trading.
All hedging IR swaps as at 30 June 2019 with a nominal value of MCZK 500 (as at 31 December 2018: MCZK 600) are due
in 2019 and 2020.
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17. OTHER ASSETS
MCZK
Other debtors
Prepayments - MasterCard cash collateral
Rent deposit
TOTAL

30. 6. 2019

31. 12. 2018

-

5

264

263

20

21

284

289

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

116

-

-

116

3 863

-

1 724

5 587

18

-

73

91

Government sector

374

-

184

558

Non-profit organisations

368

-

165

533

Households / self-employed

362

-

34

396

37 957

23

2 760

40 740

1 550

1

37

1 588

44 608

24

4 977

49 609

MCZK

As at 30 June 2019
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

270

-

-

270

4 874

-

2 046

7 001

6

-

85

91

Government sector

424

-

95

519

Non-profit organisations

320

-

146

466

Households / self-employed

362

-

38

400

35 714

32

2 890

38 636

1 430

1

27

1 458

43 400

33

5 327

48 760

MCZK

As at 31 December 2018
Financial institutions
Non-financial institutions
Insurance institutions

Resident individuals
Non-residents
TOTAL

19. LIABILITIES FROM ISSUED DEBT SECURITIES
As at 30 June 2019 (MCZK)
ISIN

Issue date

Maturity

Interest rate

Book value

Nominal value

CZ0002005036

19. 6. 2017

19. 6. 2020

1.2

598

600

CZ0002005804

28. 8. 2018

28. 8. 2021

2.22

507

500

1 105

1 100

TOTAL

As at 31 December 2018 (MCZK)
ISIN

Issue date

Maturity

Interest rate

Book value

Nominal value

CZ0002005036

19. 6. 2017

19. 6. 2020

1.2

601

600

CZ0002005804

28. 8. 2018

28. 8. 2021

2.22

501

500

1 102

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 2019, the net book value of mortgage bonds was
covered by mortgage loans of MCZK 1 210 (as at 31 December 2018: MCZK 1 210).
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MCZK

30. 6. 2019

31. 12. 2018

1 102

598

10

14

Interest and fees paid

7

10

Issued

-

500

1 105

1 102

As at 1 January
Accrued interest and fees

TOTAL

20. OTHER LIABILITIES
MCZK

30. 6. 2019

31. 12. 2018

162

6

Various creditors

26

-

Liabilities to employees

27

22

Social security and health insurance

16

20

Estimated for bonuses and severance pay

52

46

4

4

76

97

147

-

510

195

Liabilities from collection and payments clearing

Deferred income and accrued expenses
Estimated liabilities
Lease liabilities
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. 6. 2019

1. 1. 2019

Up to 1 year

6

-

1 to 5 years

114

135

Over 5 years

40

19

Total undiscounted lease liabilities

160

154

Lease liabilities after taking into account discounts

147

144

6

-

141

144

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 2019; lease contracts do not contain any other variable items.
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Together with the lease liability, the Bank recognised the right-of-use of MCZK 145 as at 1 January 2019. During the first
half-year of 2019, the right-of-use was increased by MCZK 29 due to contract modification and the acquisition of new
cars. Depreciation for the first half-year was MCZK 25. As at 30 June 2019, the final balance was MCZK 149.

22. SUBORDINATED DEBT
(a) Subordinated deposits

MCZK

30. 6. 2019

31. 12. 2018

-

-

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 2019, the Bank has not received any subordinated deposits. The average rate
of the whole portfolio is 4.77% per annum (2018: 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

30. 6. 2019

31. 12. 2018

283

283

Accrued interest

6

13

Interest paid

7

13

Received subordinated debt

-

-

282

283

As at 1 January

TOTAL
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(b) Subordinated issued bonds
MCZK
Issue date

Maturity

Interest rate

Book value including
accrued interest

Nominal value

26. 9. 2017

26. 9. 2027

4.4

301

300

301

300

294

300

294

300

ISIN
As at 30 June 2019
CZ0003704595
TOTAL

As at 31 December 2018
CZ0003704595

26. 9. 2017

26. 9. 2027

4.4

TOTAL

Bonds 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.

MCZK

30. 6. 2019

31. 12. 2018

294

294

Accrued interest and fees

7

26

Interest and fees paid

-

26

Issued

-

-

301

294

As at 1 January

TOTAL
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23. CONSOLIDATION UNIT
Group companies included in the consolidation as at 30 June 2019, together with ownership interests:
Name

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

Equity

Bank’s share
in equity

Consolidation
method

30 June 2019

Equa Sales &
Distribution s.r.o

136

0%

Full consolidation
method excluding
100% minority
interest

Group companies included in the consolidation as at 31 December 2018, together with ownership interests:
Name

Registered
Office

Scope of
business

Equity

Bank’s share
in equity

Consolidation
method

As at 31 December 2018

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
Trades Licensing Act.
Provision or mediation of
consumer credit

134

0%

Full consolidation
method excluding
100% minority
interest

The Bank applies decisive influence over Equa Sales & Distribution s.r.o., 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.
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24. 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 2019:

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

Name
Equa Group
Limited

Share in
registered
capital (%)

100%

TOTAL

2 260

Shareholders of the Bank as at 31 December 2018:
Equa Group
Limited

B2, Industry Street,
Qormi, QRM 3000, Malta

2 259

1 000

2 259

10

100

1

100%

TOTAL

2 260

No persons with a special relationship to the Bank held any shares of the Bank as at 30 June 2019 or
31 December 2018.

25. RETAINED EARNINGS OR ACCUMULATED
LOSSES FROM PREVIOUS YEARS, RESERVE FUNDS
AND OTHER CAPITAL FUNDS
Other capital funds
Based on the sole shareholder decision within the scope of the Bank’s general meeting held on 18 April 2019, it was
approved that the profit for 2018 of MCZK 388 is to be divided as follows: allocation of MCZK 19 to reserve fund and
transfer of MCZK 369 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 2019 (2018: MCZK 677), other capital funds of MCZK 1 541 as at 30 June 2019
(2018: MCZK 1 541) and a reserve fund of MCZK 52 as at 30 June 2019 (2018: MCZK 33).
More information on equity is provided in the statement of changes in equity.
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26. INCOME TAX AND DEFERRED TAX
ASSET/LIABILITY
Income tax for a period of 6 months ended 30 June 2019 of MCZK -53 (as at 30 June 2018: MCZK 12) comprises
exclusively the year-on-year change in the recognised deferred tax asset.

(a) Current income tax
MCZK
Current year profit (loss) before tax
Income not liable to tax
Tax non-deductible expenses
Deduction of tax losses from previous years
Taxable income / (Tax loss)
Tax rate
CURRENT TAX

30. 6. 2019

30. 6. 2018

283

167

(487)

(251)

499

362

(295)

(278)

-

-

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 2019 and 2018. The table below shows deferred tax assets and liabilities calculated on individual
temporary differences:

MCZK

30. 6. 2019

31. 12. 2018

298

342

59

113

3

3

102

101

20

18

1

2

Temporary differences between accounting and tax costs

34

34

Accruing - consolidation difference

79

71

(74)

(65)

(72)

(63)

(2)

(2)

224

277

Deferred tax assets
of which:
Tax loss from prior periods
Deduction for research and development
Adjustments
Tangible fixed assets
Provisions

Deferred tax liabilities
of which:
Intangible fixed assets
Revaluation differences (investment 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. 6. 2019

30. 6. 2018

283

167

Theoretical income tax in 19% rate recognised to expenses

54

32

Effect of tax loss utilization*

(2)

-

Deduction for research and development

-

(2)

Impact of permanent tax non-deductible expenses

5

11

(4)

(1)

-

(52)

53

(12)

Current year profit before tax

Impact of permanent non-taxable income
Temporary consolidation differences
Income tax

As at 30 June 2019, the Sister company managed to utilize greater part of tax losses carried forward arising from
periods 2015 and 2014 than originally expected. 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.
*

Part of the deferred tax asset of MCZK 59 (31 December 2018: MCZK 113) was calculated based on the accumulated
tax loss of the Bank and its sister company.
As at 30 June 2019, the Bank posted a deferred tax asset of MCZK 58 (2018: MCZK 112) on the basis of tax losses
carried forward. The receivable was calculated on the basis of tax losses carried forward from tax years 2015 and
2016 in the total amount of MCZK 304.
As at 30 June, the sister recognised on the individual level a deferred tax asset of MCZK 1 (2018: MCZK 1) resulting
from unused tax losses. The deferred tax asset was calculated from a tax loss carried forward for taxable periods
2015 and 2016 in the total amount of MCZK 51(2018: MCZK 62), after decreasing the tax losses by the part of the tax
loss from 2015 and 2016 in the amount of MCZK 50.
Overview of tax losses carried forward as at 30 June 2019:

MCZK
Creation of tax loss

Amount of tax loss

Expected use

Usability till

2015

325

304

2020

2016

29

1

2021

354

305

TOTAL

Overview of tax losses carried forward as at 31 December 2018:

MCZK
Creation of tax loss

Amount of tax loss

Expected use

Usability till

2014

278

278

2019

2015

342

309

2020

2016

29

5

2021

649

592

TOTAL
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Based on the regularly updated financial forecast and historical experiences, the Bank’s management believes that
current and expected future taxable profits will not be sufficient to claim the sister company’s tax losses from 2015
and 2016 within 5 years from when the tax losses were incurred (i.e. until 2020 or 2021). For this reason, the total
amount of tax losses was, for the purpose of calculation of deferred tax receivable of the sister company, decreased
by a part of tax losses from 2015 and 2016 of MCZK 50.

27. CONTINGENT ASSETS AND LIABILITIES
(a) Commitments and guarantees granted
Commitments and guarantees granted of MCZK 4 737 (as at 31 December 2018: MCZK 3 824) represent commitments
to customers of MCZK 4 166 ( as at 31 December 2018: MCZK 3 241) and unused overdrafts limits of MCZK 571
(as at 31 December 2018: MCZK 583).

(b) Collaterals granted
The value of collateral granted related to mortgage bonds amounts to MCZK 1 210 as at 30 June 2019
(as at 31 December 2018: MCZK 1 210). See Note 19.

(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 14 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 392 as at 30 June 2019 (as at 31 December 2018:
MCZK 597), of which MCZK 69 (as at 31 December 2018: MCZK 71) represents collateral for mortgage loans and MCZK 323
(as at 31 December 2018: MCZK 526) for commercial loans.

(d)

Values taken into custody, administration and deposit

As at 30 June 2019 the sum of values taken into custody, administration and deposit relating to the Bank clients’
investment instruments amounted to MCZK 228 (as at 31 December 2018: MCZK 41).

28. 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. 2019
1. 1. 2018
1. 1. 2019
1. 1. 2018
1. 1. 2019
1. 1. 2018
1. 1. 2019
1. 1. 2018
– 30. 6. 2019 - 30. 6. 2018 - 30. 6. 2019 - 30. 6. 2018 - 30. 6. 2019 - 30. 6. 2018 - 30. 6. 2019 - 30. 6. 2018

Interest income and
similar income

587

531

269

235

109

35

965

801

Net commission and
fee expense

2

(14)

16

17

-

-

18

3

Gain or loss from
financial operations

-

-

-

-

40

36

40

36

Net change of loan
loss allowances

(11)

(20)

6

(47)

-

-

(5)

(67)

Losses from ceded
and written-off
receivables

(45)

(31)

(65)

(5)

-

-

(110)

(36)

-

-

-

-

(678)

(558)

(678)

(558)

533

466

226

200

(529)

(487)

230

179

Other
TOTAL

The above table includes items that are regularly reported to the Bank’s board of directors/chief operating decision
makers. Due to the uniqueness of banking activities, segment information on other revenues, personnel expenses,
and other administrative and operating expenses, establishment of adjustments, depreciation and income tax is not
consistently provided to the Bank’s board of directors/chief operating decision makers. Such segment information is
therefore not reported. The Bank also does not monitor total assets or total liabilities by segment.
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.

29. 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, ie 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.
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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.
The following table shows items of the liquidity provision:

MCZK

Book value

Fair value

10 873

10 731

888

887

11 761

11 618

12 723

12 723

894

870

13 617

13 593

At as 30 June 2019
Cash in hand and balances with banks
State bonds not used for hedging
TOTAL
At as 31 December 2018
Cash in hand and balances with banks
State bonds not used for hedging
TOTAL
The liquidity provision includes only the financial assets not used for hedging.
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.
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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

Unspecified

Total

Cash in hand and balances with
central banks

1 595

-

-

-

-

1 595

Receivables from banks

9 278

-

-

-

-

9 278

Financial assets at fair value
through profit or loss

1

-

10

-

-

11

Investment securities

7

52

1 024

51

-

1 134

1 181

3 708

16 042

21 379

1 133

43 443

Fixed assets

-

-

-

-

1 024

1 024

Deferred tax assets

-

-

-

-

224

224

Other assets

-

-

-

-

284

284

Prepaid expenses and accrued income

-

-

-

-

78

78

12 062

3 760

17 076

21 430

2 743

57 071

174

-

-

-

-

174

46 947

1 235

1 427

-

-

46 609

Financial liabilities at fair value
through profit or loss

5

-

-

-

-

5

Liabilities from issued debt
securities

9

598

498

-

-

1 105

14

2

276

291

-

583

Provisions

-

-

-

-

7

7

Other liabilities

-

-

-

-

510

510

Equity

-

-

-

-

5 078

5 078

TOTAL

47 149

1 835

2 201

291

5 595

57 071

Gap

(35 087)

1 925

14 875

21 139

(2 852)

-

Cumulative gap

(35 087)

(33 162)

(18 287)

2 852

-

-

5 020

139

635

209

270

6 273

Off-balance sheet liabilities

871

12

453

36

-

1 372

Net liquidity risk off-balance
sheet

4 149

127

182

173

270

4 901

MCZK
As at 30 June 2019

Receivables from customers

TOTAL
Due to banks
Due to customers

Subordinated debt

Off-balance sheet assets
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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

Unspecified

Total

1 016

-

-

-

-

1 016

11 707

-

-

-

-

11 707

Financial assets at fair value
through profit or loss

1

1

13

-

-

15

Investment securities

4

8

1 077

51

-

1 140

1 039

3 170

15 161

19 730

1 134

40 234

Fixed assets

-

-

-

-

865

865

Deferred tax assets

-

-

-

-

277

277

Other assets

-

-

-

-

289

289

Prepaid expenses and accrued income

-

-

-

-

42

42

13 767

3 179

16 251

19 781

2 607

55 585

91

-

-

-

-

91

46 064

1 318

1 378

-

-

48 760

Financial liabilities at fair value
through profit or loss

4

-

-

-

-

4

Liabilities from issued debt securities

-

8

1 094

-

-

1 102

Subordinated debt

-

10

276

291

-

577

Provisions

-

-

-

-

7

7

Other liabilities

-

-

-

-

195

195

Equity

-

-

-

-

4 849

4 849

TOTAL

46 159

1 336

2 748

291

5 051

55 585

Gap

(32 392)

1 843

13 503

19 490

(2 444)

-

Cumulative gap

(32 392)

(30 549)

(17 046)

2 444

-

-

4 186

259

612

184

252

5 494

Off-balance sheet liabilities

919

110

496

43

-

1 568

Net liquidity risk off-balance
sheet

3 268

149

117

141

252

3 926

MCZK
As at 31 December 2018
Cash in hand and balances with
central banks
Receivables from banks

Receivables from customers

TOTAL
Due to banks
Due to customers

Off-balance sheet assets

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
amount

Undiscounted cash
flows

Up to 3
months

3 months
to 1 year

1 to 5
years

Over 5 Unspeciyears
fied

As at 30 June 2019
Due to banks
Due to customers
Liabilities from issued debt
securities

174

174

174

-

-

-

-

49 609

49 730

47 014

1 242

1 474

-

-

1 105

1 141

11

608

522

-

-

583

741

17

9

362

353

-

7

7

-

-

-

-

7

510

510

-

-

-

-

510

51 988

52 303

47 216

1 859

2 358

353

517

4 737

4 737

4 737

-

-

-

-

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

MCZK

Carrying
amount

Undiscounted cash
flows

Up to 3
months

3 months
to 1 year

1 to 5
years

Over 5 Unspeciyears
fied

As at 31 December 2018
Due to banks
Due to customers
Liabilities from issued debt
securities

91

91

91

-

-

-

-

48 760

48 861

46 129

1 321

1 411

-

-

1 102

1 148

-

18

1 130

-

-

577

749

-

26

370

353

-

7

7

-

-

-

-

7

195

195

-

-

-

-

195

50 732

51 051

46 220

1 365

2 911

353

202

3 824

3 824

3 824

-

-

-

-

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

Derivative financial liabilities see note 16.
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 Bank’s interest rate risk management activities are aimed at optimising net
interest income in accordance with the Bank’s strategy and interest rate risk limits approved by the board of directors.
To manage the interest rate risk, the Bank uses a gap analysis. 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.
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 based on six different scenarios. Stress testing of interest rate risk is performed on a daily basis using different
scenarios of market interest rates development.
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. 6. 2019

31. 12. 2018

Impact of interest rate shock

+200 basis points

3.08%

2.42%

Impact of interest rate shock

-200 basis points

1.43%

2.31%

The impact of the regulatory interest rate shock (+200bps) as at 30 June 2019 was MCZK 157 (3.08% of the Bank’s capital).
The impact of the regulatory interest rate shock (+200bps) as at 31 December 2018 was MCZK 116 (2.42% of the Bank’s
capital).
The impact of the regulatory interest rate shock (-200bps) as at 30 June 2019 was MCZK 72 (1.43% of the Bank’s capital).
The impact of the regulatory interest rate shock (-200bps) as at 31 December 2018 was MCZK 111 (2.31% of the Bank’s
capital).

Change in annual net interest income

30. 6. 2019

31. 12. 2018

Impact of interest rate shock

+200 basis points

21

48

Impact of interest rate shock

-200 basis points

(182)

(160)

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:
// Parallel shift of +/- 100 bps
// Shift of -50 bps to 150 bps (steepening)
// Inverse shock of +50 bps to -100 bps
// Non-parallel shift of +50 bps to +100 bps
// Non-parallel shift of -50 bps to -100 bps
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
Up to 3
months

3 months
to 1 year

1 to
5 years

Over 5
years

Non-interest-rate
sensitive
items

Total

1 595

-

-

-

-

1 595

156

624

354

-

-

1 134

Receivables from banks

9 256

-

-

-

22

9 278

Receivables from customers

8 121

6 552

24 899

2 837

1 034

43 443

Financial assets at fair value
through profit or loss

-

-

10

-

1

11

19 128

7 176

25 263

2 837

1 057

55 461

174

-

-

-

-

174

Due to customers

32 911

1 230

1 418

-

14 050

46 609

Subordinated debt

16

-

276

291

-

583

Liabilities from issued debt
securities

9

598

498

-

-

1 105

Financial liabilities at fair value
through profit or loss

-

-

-

-

5

5

TOTAL

33 110

1 828

2 192

291

14 055

51 476

Gap

(13 982)

5 348

23 071

2 546

(12 998)

3 985

Cumulative gap

(13 982)

(8 634)

14 437

16 983

3 985

-

MCZK

As at 30 June 2019
Cash in hand and balances with
central banks
Investment securities

TOTAL
Due to banks

Notes to the condensed consolidated interim financial statements

/ 60

Interest rate sensitivity of the Bank’s assets and liabilities (continued)
Up to 3
months

3 months
to 1 year

1 to
5 years

Over 5
years

Non-interest-rate
sensitive
items

Total

1 016

-

-

-

-

1 016

153

583

404

-

-

1 140

11 685

-

-

-

22

11 707

Receivables from customers

8 043

5 795

23 084

2 337

975

40 234

Financial assets at fair value
through profit or loss

-

-

13

-

2

15

20 897

6 378

23 501

2 337

999

54 112

91

-

-

-

-

91

Due to customers

33 166

1 313

1 365

-

12 916

48 760

Subordinated debt

7

3

276

291

-

577

Liabilities from issued debt

-

8

1 094

-

-

1 102

Financial liabilities at fair value
through profit or loss

-

-

1

-

3

4

TOTAL

33 264

1 324

2 736

291

12 919

50 534

Gap

(12 367)

5 054

20 765

2 046

(11 920)

3 578

Cumulative gap

(12 367)

(7 313)

13 452

15 498

3 578

-

MCZK

As at 31 December 2018
Cash in hand and balances with
central banks
Investment 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

-

-

1 595

-

1 595

239

33

9 004

2

9 278

Financial assets at fair value through profit
or loss

-

-

11

-

11

Investment securities

-

-

1 134

-

1 134

263

-

43 180

-

43 443

Fixed assets

-

-

1 024

-

1 024

Deferred tax assets

-

-

224

-

224

Other assets

9

264

11

-

284

Prepaid expenses and accrued income

-

-

78

-

78

511

297

56 261

2

57 071

-

-

174

-

174

1 028

272

48 309

-

49 609

Financial liabilities at fair value through profit
or loss

-

-

5

-

5

Liabilities from issued debt securities

-

-

1 105

-

1 105

Subordinated debt

-

-

583

-

583

Provisions

-

-

7

-

7

115

-

395

-

510

-

-

5 078

-

5 078

1 143

272

55 656

-

57 071

Long positions of off-balance sheet instruments

701

1

60

-

762

Short positions of off-balance sheet instruments

59

26

681

1

767

Net foreign currency exposure

10

-

129

1

140

MCZK
As at 30 June 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
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The Bank’s foreign currency position (continued)
EUR

USD

CZK

Other

Total

-

-

1 016

-

1 016

42

20

11 644

1

11 707

Financial assets at fair value through profit
or loss

-

-

15

-

15

Financial assets available for sale

-

-

1 140

-

1 140

234

-

40 000

-

40 234

Fixed assets

-

-

865

-

865

Deferred tax assets

-

-

277

-

277

10

263

16

-

289

-

-

42

-

42

286

283

55 015

1

55 585

-

-

91

-

91

999

200

47 561

-

48 760

Financial liabilities at fair value through profit
or loss

-

-

4

-

4

Liabilities from issued debt securities

-

-

1 102

-

1 102

Subordinated debt

-

-

577

-

577

Provisions

-

-

7

-

7

31

1

163

-

195

-

-

4 849

-

4 849

1 030

201

54 354

-

55 585

Long positions of off-balance sheet instruments

760

22

36

-

818

Short positions of off-balance sheet instruments

27

104

683

1

815

(11)

-

14

-

3

MCZK
As at 31 December 2018
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

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 debtto-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 on, 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, and
// reputational risk
// 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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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.

MCZK

30. 6. 2019

31. 12. 2018

Tier 1 capital

4 609

4 307

Paid-up share capital recorded in the Commercial Register

2 260

2 260

Retained earnings

481

111

Profit for the current year

252

388

8

10

2 270

2 251

Deferred tax liabilities relating to other intangible assets

72

63

(-) Adjustments made in line with prudent valuation requirements

(1)

(1)

(60)

(114)

(714)

(707)

41

46

Total Tier 2 capital

473

500

Regulatory capital

5 082

4 807

31 453

29 146

2 516

2 332

16.16%

16.49%

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

(-) Deferred tax assets contingent on future profit and not arising
from temporary differences
(-) Intangible assets other than goodwill
Other temporary adjustments to CET1 of capital

Risk-weighted assets
Capital requirement (8% of risk-weighted assets)
Capital adequacy ratio
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30. 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)
ii)
iii)
iv)
v)
vi)

approval of limits, rating and scoring tools
approval of systems and methods for valuation of collateral
valuation of collateral
setting the principles of risk management
monitoring and reporting risks
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.
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).
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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 2019, the amount of these loans in the loan portfolio
of the Bank, provided to twou companies, was MCZK 132 (as at 31 December 2018: MCZK 149, provided to 3 companies).
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:

Nominal limit
(MCZK)

Exposure as at
30. 6. 2019

Exposure as at
31. 12. 2018

Real estate financing (construction,
refinancing, etc.)

7 500

7 425

7 139

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

3 500

1 811

1 857

Financial sector

1 000

478

360

Club financing (participation)

1 000

81

85

Bonds

1 000

246

246

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 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 P5 (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; or
// where the approved insolvency of the owner has been recorded; or
// the financial instrument has been repaid prematurely.
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;
// the accounts are more than 30 days past due (technically 35 days).
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 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);
// behavioural score of an account owner since the fourth month of an account’s life (BEH_SC).
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_RX).
The change is measured using the share of the current RTG and RTG from the first account recognition (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).
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.

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.

Definition of default
The Bank defines a default in accordance with Article 178 of Regulation (EU) No. 575/2013 on prudential requirements.
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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 2019 included the following macroeconomic indicators delayed by two quarters:
// final household consumption expenditures
// consumer prices
// net inflation rate
// average monthly salary
// general unemployment rate (ILO)
// 3M PRIBOR
// real estate prices.
For commercial portfolios, the Bank selected the relation of other selected macroeconomic indicators as explanatory
variables, and proxy variables for expected losses within one year as explanatory variables. The estimated relation in
the form of non-linear regression model is also considered in the adjustment of expected loss. Selected macroeconomic
indicators include e.g. GDP, industrial production, unemployment rate and interest rates.

Measurement of expected credit losses
The key inputs into the ECL measurement are the following variables:
// 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 assets 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, 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 flow 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 – P5 parameter
This is the probability that the asset will be transferred to the loss state (LOSS, marked as “5”), or lifetime gross
expected loss. The P5 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 stages. The process
contains two absorption states (LOSS, PAID) and three transient states corresponding to three stages. Lifetime gross
expected loss from individual stages and its time dependence arise from the matrix.

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

Loans and receivables from clients as at 30 June 2019
MCZK

12-month
ECL

Life time ECL unimpaired

Life time ECL impaired

Purchased impaired

Total

Retail products

11 751

89

66

-

11 906

Mortgages

18 805

64

72

-

18 941

Commercial loans

11 786

391

1 003

-

13 180

84

84

416

-

584

42 258

460

725

-

43 443

Loan loss allowances
TOTAL

Loans and receivables from clients as at 31 December 2018
MCZK

12-month
ECL

Life time ECL unimpaired

Life time ECL impaired

Purchased impaired

Total

Retail products

10 134

82

66

-

10 282

Mortgages

17 624

45

71

-

17 740

Commercial loans

11 261

504

1 027

-

12 792

74

92

414

-

580

38 945

539

750

-

40 234

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 2019 the amount of receivables that have moved from lifetime ECL to 12-month ECL since the beginning
of the year is MCZK 66 (as at 31 December 2018: MCZK 147).
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Loan loss allowances to receivables from clients as at 30 June 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

74

92

414

580

(133)

16

117

-

Transfer from lifetime ECL not
credit-impaired

-

(44)

44

-

Transfer from lifetime ECL credit impaired

-

2

(2)

-

Net remeasurement of loss allowance
- changes of credit risk

126

21

(111)

36

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

25

1

95

121

Financial assets that have been
derecognised

(8)

(4)

(17)

(29)

Write-offs

-

-

(124)

(124)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

84

84

416

584

MCZK
As at 1 January
Transfer from 12-month ECL

As at 30 June

Loan loss allowances to receivables from clients as at 31 December 2018
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

64

44

326

434

(125)

43

82

-

Transfer from lifetime ECL not creditimpaired

-

(25)

25

-

Transfer from lifetime ECL credit impaired

-

42

(42)

-

Net remeasurement of loss allowance
- changes of credit risk

108

(10)

168

266

Net remeasurement of loss allowance
- modification

-

-

-

-

46

-

-

46

(19)

(2)

(3)

(24)

Write-offs

-

-

(142)

(142)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

74

92

414

580

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

/ 72

Loan loss allowances to receivables from clients - retail as at 30 June 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

49

16

47

112

(52)

15

37

-

Transfer from lifetime ECL not
credit-impaired

-

(6)

6

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

45

(3)

82

124

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

23

-

3

26

Financial assets that have been derecognised

(8)

(4)

(17)

(29)

Write-offs

-

-

(112)

(112)

Changes in models/risk parameters

-

-

-

-

-

-

-

-

57

18

46

121

MCZK
As at 1 January
Transfer from 12-month ECL

Foreign exchange and other
movements
As at 30 June

Loan loss allowances to receivables from clients -retail as at 31 December 2018
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

38

16

26

80

(58)

15

43

-

Transfer from lifetime ECL not
credit-impaired

-

(2)

2

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

49

(11)

98

136

Net remeasurement of loss allowance
- modification

-

-

-

-

36

-

-

36

(16)

(2)

(2)

(20)

Write-offs

-

-

(120)

(120)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other
movements

-

-

-

-

49

16

47

112

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 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

23

74

358

455

(79)

-

79

-

Transfer from lifetime ECL not
credit-impaired

-

(36)

36

-

Transfer from lifetime ECL credit impaired

-

1

(1)

-

Net remeasurement of loss allowance
- changes of credit risk

79

24

(193)

(90)

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

2

1

92

95

Financial assets that have been derecognised

-

-

-

-

Write-offs

-

-

(12)

(12)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other
movements

-

-

-

-

25

64

359

448

MCZK
As at 1 January
Transfer from 12-month ECL

As at 30 June

Loan loss allowances to receivables from clients – commercial loans as at 31 December 2018
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

24

26

288

338

(64)

28

36

-

Transfer from lifetime ECL not
credit-impaired

-

(23)

23

-

Transfer from lifetime ECL credit impaired

-

41

(41)

-

Net remeasurement of loss allowance
- changes of credit risk

57

2

73

132

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

9

-

-

9

(3)

-

-

(3)

Write-offs

-

-

(21)

(21)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other
movements

-

-

-

-

23

74

358

455

MCZK
As at 1 January
Transfer from 12-month ECL

Financial assets that have been derecognised

As at 31 December
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Loan loss allowances to receivables from clients – mortgages as at 30 June 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

2

1

10

13

(2)

1

1

-

Transfer from lifetime ECL not
credit-impaired

-

(2)

2

-

Transfer from lifetime ECL credit impaired

-

1

(1)

-

Net remeasurement of loss allowance
- changes of credit risk

2

1

(1)

2

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

2

2

11

15

MCZK
As at 1 January
Transfer from 12-month ECL

Loan loss allowances to receivables from clients – mortgages as at 31 December 2018
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

2

2

12

16

(4)

1

3

-

Transfer from lifetime ECL not
credit-impaired

-

-

-

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

3

(2)

(3)

(2)

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

1

-

-

1

Financial assets that have been derecognised

-

-

(1)

(1)

Write-offs

-

-

(1)

(1)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other
movements

-

-

-

-

As at 31 December

2

1

10

13

MCZK
As at 1 January
Transfer from 12-month ECL

As at 30 July 2019 and as at 31 December 2018 there were no significant changes in the loan portfolio that would result in
a change in loan loss allowances.
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Forbearance and non-performing exposures
Forborne loans comprise loan agreements in respect of which the debtor has been provided with relief in the form of
an adjustment to contractual terms and conditions. Forbearance measures are concessions towards a debtor facing or
about to face financial difficulties. Forborne loans are continuously monitored by the Bank and continue to be tested
for impairment in determining the amount of allowances.
Forborne (restructured) receivables are receivables in respect of which the Bank has provided a debtor with relief after
assessing that it would likely incur a loss if it did not do so. For economic or legal reasons associated with a debtor’s financial
position, the Bank may grant the debtor relief that would otherwise not be granted. Forms of relief primarily include
adjusting the repayment schedule, waiving default interest, and postponing the repayment of principal or interest.
Forbearance is reflected in the categorisation of receivables in accordance with the receivables categorisation rules.
As categorisation also determines any impairment, the granting of forbearance results in the respective receivable not
being automatically considered impaired but corresponding allowances are always established.
The Bank applies the following general principles to granting forbearance:
// The customer has demonstrably lost or will lose the ability to repay the loan in accordance with the original
loan agreement.
// The customer demonstrates the willingness and ability to repay debts.
// Specific product/customer criteria must be met.

Commercial loans
The Bank may access the restructuring of a business case for various reasons – e.g. when the client is willing and able
to resolve its situation (caused primarily by current problems) and can continue to maintain the original conditions
associated with the product. The receivable is considered restructured if there was a material concession regarding
the conditions due to the worsened financial position of the debtor that would lead to the Bank’s loss if the Bank failed
to grant the concession. The assessment of such a situation is performed by the Credit department. The restructuring
can be associated with improving the position of a creditor by means of security (new security, use of a notarial record
enabling a faster and less costly sale of the secured item). The subject of restructuring can be, for example, revision of
the payment schedule, prolongation of the receivable’s final maturity date, reducing the instalment amounts, reducing
the interest rates, the postponement or remission of principal or interest payments.

Mortgages
The main reasons for forbearance are loss/reduction of income (unemployment/salary decrease), long-term illness,
disability, death of a partner and a natural disaster. The ability to pay is reviewed using the income/expenditure
analysis model. The willingness to pay is tested during the period when the customer demonstrates the ability to
repay the loan in accordance with the modified conditions. Customers may be granted relief if they have not declared
personal bankruptcy. Forbearance is offered in the form of a temporary reduction of repayments and/or an extension
of the repayment period. Only instalments not past due may be restructured. The customer must repay all overdue
instalments in full and the delinquency status is calculated based on the oldest unpaid instalment.

Retail products
The reasons for forbearance and the method of reviewing the ability and willingness to pay are similar to those
for mortgages. Product/customer criteria include mainly the following conditions: the customer is not in personal
bankruptcy; and none of the customer’s loans has been accelerated.

Loans and receivables from customers with forbearance
Until due date,
unimpaired

Overdue,
unimpaired

Impaired

Retail products

51

8

3

62

3

Mortgages

51

4

-

55

-

110

7

386

503

153

212

19

389

620

157

MCZK

Total with
forbearance

Loan loss
allowances

As at 30 June 2019

Commercial loans
TOTAL
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Loans and receivables from customers with forbearance
Until due date,
unimpaired

Overdue,
unimpaired

Impaired

Retail products

54

11

2

67

3

Mortgages

48

-

-

48

-

123

7

396

526

149

225

18

398

641

152

MCZK

Total with
forbearance

Loan loss
allowances

As at 31 December 2018

Commercial loans
TOTAL

Loans and receivables from customers
Total

With forbearance

Part with
forbearance

Retail products

11 906

62

0.52%

Mortgages

18 941

55

0.29%

Commercial loans

13 180

503

3.82%

44 027

620

1.41%

Total

With forbearance

Part with
forbearance

Retail products

10 282

67

0.65%

Mortgages

17 740

48

0.27%

Commercial loans

12 792

526

4.11%

40 814

641

1.57%

MCZK
As at 30 June 2019

TOTAL

Loans and receivables from customers
MCZK
As at 31 December 2018

TOTAL
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Loans and receivables from customers according to classification as at 30 June 2019 (MCZK)
Total

With
forbearance

Loan loss
allowances

Part with
forbearance

11 751

56

57

0.48%

11 487

51

56

0.44%

Retail products, stage 2

89

3

18

3.37%

Retail products, stage 3

66

3

47

4.55%

18 805

55

2

0.29%

18 636

51

2

0.27%

Mortgages, stage 2

64

-

2

-

Mortgages, stage 3

72

-

10

-

Commercial loans, stage 1

11 786

-

25

-

of which until due date

11 594

-

25

-

Commercial loans, stage 2

391

117

64

29.92%

Commercial loans, stage 3

1 003

386

359

38.48%

44 027

620

584

1.41%

Type
Retail products, stage 1
of which until due date

Mortgages, stage 1
of which until due date

Loans and receivables from customers according to classification as at 31 December 2018 (MCZK)

Total

With
forbearance

Loan loss
allowances

Part with
forbearance

10 134

62

49

0.61%

9 903

53

47

0.54%

Retail products, stage 2

82

3

16

3.66%

Retail products, stage 3

66

2

47

3.03%

17 624

48

2

0.27%

17 474

48

2

0.27%

Mortgages, stage 2

45

-

2

-

Mortgages, stage 3

71

-

10

-

Commercial loans, stage 1

11 261

-

23

-

of which until due date

11 084

-

23

-

Commercial loans, stage 2

504

130

74

25.79%

Commercial loans, stage 3

1 027

396

357

38.56%

40 814

641

580

1.57%

Type
Retail products, stage 1
of which until due date

Mortgages, stage 1
of which until due date
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Loans and receivables from customers according to classification as at 30 June 2019 (MCZK)
Total

With forbearance

Loan loss
allowances

Part with
forbearance

Stage 1

42 342

62

84

0.15%

Stage 2

545

55

84

10.09%

Stage 3

1 140

503

416

44.12%

44 027

620

584

1.41%

Type

TOTAL

Loans and receivables from customers according to classification as at 31 December 2018 (MCZK)
Total

With forbearance

Loan loss
allowances

Part with
forbearance

Stage 1

39 019

110

74

0.28%

Stage 2

631

133

92

21.08%

Stage 3

1 164

398

414

34.19%

40 814

641

580

1.57%

Type

TOTAL

31.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. Operational risks relevant to the
property of the Bank are partially transferred to third parties based on insurance agreements.
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.
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32. 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 2018, 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.
Financial instruments at fair value:

MCZK

Fair value as at 30 June 2019

Fair value as at 31 December 2018

Level 1

Level 2

Level 3

Level 1

Level 2

Level 3

Positive fair value of trading
derivatives

-

1

-

-

1

-

Positive fair value of hedging
derivatives

-

10

-

-

14

-

Positive revaluation of hedged
items

-

23

-

-

21

-

State bonds FVOCI

620

201

-

627

200

-

TOTAL

620

235

-

627

236

-

MCZK

Fair value as at 30 June 2019

Fair value as at 31 December 2018

Level 1

Level 2

Level 3

Level 1

Level 2

Level 3

Negative fair value of trading
derivatives

-

5

-

-

3

-

Negative fair value of hedging
derivatives

-

-

-

-

1

-

Negative revaluation of hedged
items

-

29

-

-

33

-

TOTAL

-

34

-

-

37

-

During 2018 and 2019 there were no transfers between levels.

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.
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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.

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.

33. 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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Condensed interim
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for the six-month period ended 30 June 2019
prepared in compliance with IAS 34 Interim Financial Reporting
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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: 26 July 2019

CONDENSED INTERIM STATEMENT OF FINANCIAL
POSITION AS AT 30 JUNE 2019
MCZK

ASSETS

Note

30. 6. 2019

31. 12. 2018

Cash in hand and balances with central banks

12

1 595

1 016

Receivables from banks

13

9 278

11 707

Financial assets at fair value through profit or loss

16

11

15

Investment securities

15

1 134

1 140

Receivables from customers

14

43 860

40 611

Intangible fixed assets

714

707

Tangible fixed assets

220

110

Deferred tax assets

25

140

200

Other assets

17

300

303

75

40

57 327

55 849

Prepaid expenses and accrued income
TOTAL ASSETS
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CONDENSED INTERIM STATEMENT OF FINANCIAL
POSITION AS AT 30 JUNE 2019
MCZK

LIABILITIES

Note

Due to banks

30. 6. 2019

31. 12. 2018

174

91

Due to customers

18

49 699

48 841

Financial liabilities at fair value through profit or loss

16

5

4

Liabilities from issued debt securities

19

1 105

1 102

Subordinated debt

22

583

577

7

7

483

207

52 056

50 829

Provisions
Other liabilities

20,21

Total liabilities

EQUITY
Registered capital

23

2 260

2 260

Other capital funds

24

2 270

2 251

8

9

733

500

5 271

5 020

57 327

55 849

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

TOTAL LIABILITIES AND EQUITY

24
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CONDENSED INTERIM STATEMENT OF PROFIT OR
LOSS AND OTHER COMPREHENSIVE FOR THE
PERIOD FROM 1 JANUARY 2019 TO 30 JUNE 2019
MCZK

1. 1. 2019 30. 6. 2019

1. 1. 2018 30. 6. 2018

Interest and similar income

1 050

856

Interest income calculated the effective-interest method

1 050

856

Interest expense and similar charges

(149)

(98)

901

758

Fee and commission income

73

66

Fee and commission expense

(85)

(90)

Note

Net interest income

6

Net fee and commission income

7

(12)

(24)

Net income from financial operations

8

40

36

Net other operating income

9

38

25

Administrative expenses

10

(443)

(410)

Depreciation and amortisation

(97)

(69)

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

427

316

(115)

(103)

312

213

(60)

(48)

252

165

Change in fair value of investment securities recognised in OCI

(1)

(11)

Other comprehensive income, net of tax

(1)

(11)

251

154

Net impairment of loans and receivables

11

Profit for year before tax

25

Tax expenses
Profit for year after tax

Items that are or might be reclassified to profit or loss

Total comprehensive income
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CONDENSED INTERIM STATEMENT OF CASH FLOWS FOR
THE PERIOD FROM 1 JANUARY 2019 TO 30 JUNE 2019
Note

MCZK

1. 1. 2019 –
30. 6. 2019

1. 1. 2018 –
30. 6. 2018

312

213

97

69

115

103

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

11

Net loss on sale of tangible and intangible assets

-

-

Change in provisions

5

6

Revaluation of financial assets/liabilities at fair value

16

-

(1)

Net unrealized foreign exchange gains / losses

8

-

-

Receivables from customers

14

(3 364)

(1 133)

Other assets

17

(27)

(44)

83

(22)

18

858

1 026

20,21

141

91

19

-

(1 761)

308

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
Increase in equity ( other capital funds)

24

-

967

Liabilities from issued debt securities

19

-

-

Subordinated debt

22

-

-

-

967

-

-

(89)

(75)

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 investment securities

15

-

(208)

Proceeds from investment securities

15

-

131

(89)

(152)

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

12,13

(1 850)

1 123

Cash and cash equivalents at the beginning of the period

12,13

12 723

10 909

-

-

12,13

10 873

12 032

1 049

839

(155)

(112)

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

*Interest received and Interest paid are included within cash flows from operating activities
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CONDENSED INTERIM STATEMENT OF CHANGES IN EQUITY
FOR THE PERIOD FROM 1 JANUARY 2019 TO 30 JUNE 2019

MCZK

Opening balance 1 January 2018

Registered
capital

Other
capital
funds

Revaluation
gains (losses)

Retained
earnings

Total

2 260

1 272

22

124

3 678

(12)

967

165

165

Transactions with owners
of the company
Transfers to funds

979

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

(11)

(11)

Balance 30 June 2018

2 260

2 251

11

277

4 799

Opening balance 1 January 2019

2 260

2 251

9

500

5 020

Transactions with owners
of the company
Transfers to funds

19

(19)

Total comprehensive income
Profit for the year after tax

252

252

Other comprehensive income,
net of tax
Change in fair value of investment
securities recognised in OCI
Balance 30 June 2019

(1)
2 260

2 270

8

(1)
733
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Equa bank a.s.
Notes to the condensed
interim financial
statements
for the six-month period ended 30 June 2019

5
Contents

1. BASIC INFORMATION
(a) Description and principal activities of
the Bank
Establishment and description of the Bank
Equa bank a. s. (“the Bank”) 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
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 2019

Based on the sole shareholder’s decision within
the scope of the Bank’s general meeting, Tomáš Dvořák was
elected a member of the board of director with effect from
1 June 2019. As at 31 May 2019, Leoš Pýtr’s term as
a member of the board of directors expired.
Organisational structure
The internal organisational and management structure
respects the regulatory requirements for the segregation
of duties. During the first half of the year 2019,
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 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) Basis of preparation of condensed
interim financial statements
These condensed interim 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 2018 („the last statutory financial statements“).

Members of the board of directors
— Petr Řehák (Chairman)
— Tomáš Dvořák
— Monika Kristková

These condensed interim financial statements have been
verified by an auditor. There has been a significant change
in the Bank’s accounting policy since the previous annual
financial statements which was application of the new
accounting standard IFRS 16, see Changes of accounting
policies – Note 5.

— Pavel Sedláček
— Brett Matthew Belcher
Members of the supervisory board
— Peter Bramwell Cartwright (Chairman)

The condensed interim 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.

— Edward Green
— Ondřej Hák
Changes in the board of directors and supervisory board in
the accounting period
During the first half of the year 2019, based on the sole
shareholder’s decision within the scope of the Bank’s general
meeting held on 11 February 2019, Ondřej Hák was elected
a member of the supervisory board for the next period.

The financial statements have been prepared on a cost
basis, except for selected financial instruments measured at
fair value.
These financial statements are presented in millions of
Czech crowns (MCZK), unless stated otherwise. Amounts
in brackets represent negative numbers.
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The condensed interim financial statements have
been prepared for the period of 6 months ending
30 June 2019. As comparatives are stated balances as at
31 December 2018 in the statement of financial position
and balances for 6 months ending 30 June 2018 in
the income statement, the statement of cash flows and
the statement of changes in equity.
Going concern
The separate condensed interim 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.
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
// Amendment to the Conceptual Framework for
Financial Reporting
// Amendments to IFRS 17: Insurance Contracts
// Amendments to IAS 1 and IAS 8: Definition of
Material

2. USE OF ESTIMATES
The preparation of the condensed interim 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.

risk of a financial asset since its initial recognition is
newly assessed and future expectations for determining
expected credit losses are also implemented.

Estimates are primarily used to determine the fair value
of financial instruments for which no active market exists,
to measure intangible assets, to assess the impairment of
assets, and to determine the amount of provisions.

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:

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

3.

The Bank’s management takes into account the information
available at the balance sheet date, and actual results may
differ from these estimates.

// deferred tax liability/asset – note 25
//

net impairment loss on loans and receivables – note 11

// 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 15)

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 financial statements are set out below:

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

(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)

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

Financial assets and liabilities

// 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.
Business model assessment

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.

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.
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 theassets managed or the contractual cash
flows collected;

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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//

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;
// leverage features;
// 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.
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;

// 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).
Derecognition
Financial assets
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.
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When derecognising the financial asset, the difference is

Impairment of financial assets

a) the carrying amount of the asset (or part of the carrying
amount allocated to the part of the asset derecognised),
and

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:

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).

// 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.

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.

The Bank sets expected credit losses (ECLs) to receivables
from clients on an individual or a portfolio basis. ECLs for
commercial loans included in levels 2 and 3 are set on
an individual basis, while ECLs for commercial loans included
in level 1 and for all retail loans are set on a portfolio basis.

Financial liabilities

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

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 a debtor’s financial difficulties, the gain or loss is
recognised together with an impairment loss. In other
cases they are recognised as interest revenue.

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

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 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;

Offsetting and presenting in net amounts

// 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;

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.
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.

// 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.
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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
the 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.
Credit-impaired financial assets
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 include
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.
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 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”.
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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 variablerate 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
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.

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

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

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.

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.

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.

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.

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.

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

Interest income and interest expense recognised in profit
or loss and other comprehensive income (“OCI”) includes:

Level 1 – quoted prices for identical instruments in active
markets;

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

Level 2 – quoted prices for similar instruments in
active markets; quoted prices for identical or similar
instruments in markets that are not active; and modelderived valuations whose inputs are observable or whose
significant value drivers are observable;

// 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.
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.

(d)

Preference is given to observable inputs. These two types of
inputs form the basis for the following fair value hierarchy:

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.

(f)

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.

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
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// the amount of the obligation can be estimated
reliably.
Provisions to liabilities in foreign currency are created in
foreign currency.

(g)
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

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.

(h)

Finance leases/Leasing

Valid until 31 December 2018
A lease is classified as a finance lease if it transfers
substantially all the risks and rewards incidental to
ownership. All other leases are classified as operating
leases. Classification is determined at the inception of
the lease. Whether a lease is a finance lease or an operating
lease depends on the substance of the transaction rather
than the form.
Assets acquired under finance leases are initially measured
at an amount equal to the lower of their fair value and
the present value of the minimum lease payments and
recognised under “Property, plant and equipment”
or “Intangible assets” in the statement of financial
position. Such assets are subsequently depreciated over
the shorter of their estimated useful lives and the lease term.
The corresponding liability to the lessor is included in
“Other financial liabilities at amortised cost”.
Lease payments are apportioned between interest,
recorded in interest expense, and principal, recognised as
a reduction in the finance lease liability. During the lease
term, the interest expense is recognised so as to produce
a constant periodic rate of interest.
Payments made under operating leases are recognised
in profit or loss on a straight-line basis over the term of
the lease, and are recorded in “Administrative expenses”.
Where the Bank is the lessee, assets held under operating
leases are not recognised in the Bank’s statement of
financial position.
Valid from 1 January 2019
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;
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// 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 straight-line 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:

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.

(i)

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;

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

// 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;

// 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);

// 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.

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

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”.

// 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.
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.

(j)

Subordinated liabilities

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”

(k)

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
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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.
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).

(l)

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.

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.

(n)

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.
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.

The Bank has the following operating segments:
// retail banking – products and services provided to
individuals
// corporate banking – products and services provided
to legal entities
//

(m)

other.

Taxation

Non-tax deductible expenses are added to, and nontaxable 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 nontax deductible adjustments, from differences between
the accounting and tax depreciation of items of property,

(o)
Correction of errors in previous
accounting periods
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 2019, the Bank
undertook neither a significant correction of errors.
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5.

ACCOUNTING POLICY CHANGES

Apart from the changes below, the Bank did not make
any changes in accounting policies in the first half-year
of 2019.

the weighted average of the term of all lease contracts of
assets in the portfolio where the weight is monthly lease
payment.

As at 1 January 2019, the Bank adopted IFRS 16 Leases,
the new accounting standard issued in January 2016.
IFRS 16 replaced IAS 17 Leases, the previous version of
the standard and its related interpretations, and
introduced significant changes in the recognition of
lease contracts. In the first application of the standard,
the Bank used a modified retrospective approach
without any impact on prior periods.

The value of the right of use is determined in the lease
liability value considering prepaid expenses which
were recognised in the financial position of the Bank
in connection with the lease as at 31 December 2018.
The Bank chose this procedure for all assets.

The major changes in the accounting policies of the Bank
caused by the transition to IFRS 16 are described below.
Leases from the lessee’s point of view
The Bank as the lessee no longer distinguishes whether
a lease is an operating or finance lease due to the transfer
of all material risks and rewards relating to the ownership
title of the given asset to the lessee. In accordance with
IFRS 16, the Bank assesses whether the contract contains
a lease based on the definition of a lease. See the section
on accounting policies. If the Bank determines that
the contract fulfils the parameters of a lease, it recognises
the right of use and lease liability in the financial position.
The Bank decided to use exemptions from the standard
for leases of premises and cars where the lease term is
1 year or less, and for printing and copy machines due to
the low value of the asset, and not to recognise the right
of use and lease liability in these cases.
Leases qualified as operating leases in accordance with IAS 17
As at the transition date, the Bank recognised lease
liabilities at the present value of the remaining lease
payments which are discounted by the incremental
interest rate set by the Bank as the average rate for
discounting of the entire portfolio of assets classified in
the implementation of IFRS 16. This interest rate corresponds
to FTP (fund transfer price) for a term determined as

If the lease contract contained an extension option,
the Bank assessed its use based on available information
for each lease individually and if its use was not more
than certain, the Bank did not calculate the use in
the lease term. The Bank proceeded in the same manner
in the case of notice periods.
In 2018, the Bank had no lease classified as a finance lease
in IAS 17.
Leases from the lessor’s point of view
As a result of the transition to IFRS 16, no change was made
in the Bank relating to the recognition of the lease from
the lessor’s point of view. If the main lessor subsequently
leases the asset to another lessee (subleasing), IFRS 16
requires assessment whether it is a finance lease or
an operating lease. The Bank assessed in all cases that
it will account for the sublease as an operating lease and it
will recognise the revenues under “other operating income”.
Impact on the Bank
As at the transition date, the Bank recognised
right of use assets of MCZK 114 and a lease liability of
MCZK 113, and reduced the related prepaid expenses by
MCZK 1.
The Bank used the incremental interest rate of 2.29% to
determine the amount of the lease liability.

MCZK
Operating lease commitment as at 31 December 2018

131

Discounted using the incremental borrowing rate as at 1 January 2019

127

Recognition exemption for:
- short-term leases

10

- leases of low-value assets

2

Extension option reasonably certain to be exercised

5

Operating leases, which are not lease under IFRS 16 and VAT

7

Lease liabilities as at 1 January 2019

113
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6. NET INTEREST INCOME
MCZK

1. 1. – 30. 6.2019

1. 1. – 30. 6. 2018

893

785

deposits

42

27

reverse repo transactions with the CNB

96

32

bonds

12

6

5

3

(4)

-

revaluation of hedged items

5

2

other

1

1

1 050

856

122

77

1

2

issued securities

11

5

subordinated debt

14

14

1

-

Total

149

98

NET INTEREST INCOME

901

758

Interest income and similar income from
loans

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
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

30. 6. 2019

30. 6. 2018

1 034

845

10

6

1 044

851

148

96
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7. NET FEE AND COMMISSION EXPENSES
MCZK

1. 1. – 30. 6.2019

1. 1. – 30. 6. 2018

Payments and account maintenance

11

10

Lending

24

26

Insurance fees

38

30

73

66

Payments

29

27

Card transaction fees

22

36

Commissions on deposit products

12

10

Other

22

17

85

90

(12)

(24)

Commission and fee income from

Total

Commission and fee expense

Total
NET FEE AND COMMISSION EXPENSES
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8. NET INCOME FROM FINANCIAL OPERATIONS
MCZK

1. 1. – 30. 6. 2019

1. 1. – 30. 6. 2018

(15)

(2)

-

-

55

38

40

36

1. 1. – 30. 6. 2019

1. 1. – 30. 6. 2018

53

50

7

5

60

55

17

16

Costs to sell fixed assets

-

3

Other expenses

5

11

Total

22

30

NET OTHER OPERATING INCOME

38

25

Gain/(loss) from trading derivatives transactions
Gain/(loss) from sale of government bonds
Foreign exchange
TOTAL

9. NET OTHER OPERATING INCOME
MCZK
Operating income
Service providing
Other income
Total

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

1. 1. – 30. 6. 2019

1. 1. – 30. 6. 2018

204

184

66

59

4

3

22

21

-

-

274

246

Information technologies

57

43

Rent and related expenses

15

25

- short-term leases

7

-

- leases of low-value assets

1

-

- other rent and related expenses

7

-

61

62

7

4

29

30

Other administrative expenses

169

164

TOTAL

443

410

2019

2018

504

486

Members of the board of directors

5

5

Members of the supervisory board

3

3

512

494

Wages and salaries paid to employees
Social security and health insurance
Other employee expenses
of which:
Wages and salaries paid to:
key management
members of the supervisory board
Total employee expenses

Advertisement and marketing
Audit, legal and tax advisory
Other

The average number of the Bank’s employees was as follows:
Employees

TOTAL
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11. NET IMPAIRMENT OF LOANS AND RECEIVABLES
MCZK

1. 1. – 30. 6. 2019

1. 1. – 30. 6. 2018

Additions and release of loan loss allowances and provisions

154

124

Income from previously written-off receivables

(40)

(20)

1

(1)

115

103

2019

2018

Balance as at 1 January

580

434

Creation during the year

294

193

Release of adjustments no longer considered necessary

(140)

(69)

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

(150)

(58)

584

500

2019

2018

Balance as at 1 January

6

6

Creation during the year

4

2

(3)

(2)

-

-

7

6

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

Adjustments to receivables from customers
MCZK

BALANCE AS AT 30 JUNE

Provisions to granted credit and guarantees
MCZK

Release of provisions no longer considered necessary
Use during the year
BALANCE AS AT 30 JUNE

Unpaid off balance sheet written-off receivables in recovery amounted MCZK 270 as at 30 June 2019 (2018: MCZK 252).
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12. 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. 6. 2019

31. 12. 2018

Cash in hand and balances with central banks

1 595

1 016

Receivables from banks

9 278

11 707

10 873

12 723

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.

13. RECEIVABLES FROM BANKS
MCZK
Reverse repo transactions with the CNB

30. 6. 2019

31. 12. 2018

9 003

11 644

33

-

220

41

22

22

9 278

11 707

Term deposits
Nostro accounts
Advances granted to banks
RECEIVABLES FROM BANKS

Reverse repo transactions with the CNB of MCZK 9 003 (2018: MCZK 11 644) are secured by a transfer of state
treasury bills, whose market value as at 30 June 2019 was MCZK 8 819 (2018: MCZK 11 410) and has been recorded
under “Collaterals and pledges received”.
All receivables from banks are in Stage 1 as at 30 June 2019 and as at 31 December 2018.
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14. RECEIVABLES FROM CUSTOMERS
(a) Classification of receivables from customers
MCZK

30. 6. 2019

31. 12. 2018

Commercial loans

12 767

12 373

Consumer loans

11 887

10 248

Mortgages

19 054

17 842

Overdrafts

736

728

Individual adjustment to receivables from customers

(423)

(431)

Portfolio adjustment to receivables from customers

(161)

(149)

43 860

40 611

30. 6. 2019

31. 12. 2018

478

360

Non-financial institutions

11 732

11 436

Non-profit organisations

3

-

619

591

30 548

27 801

641

572

44 021

40 760

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

Financial institutions

18

129

-

331

478

Non-financial institutions

66

7 013

235

4 418

11 732

Non-profit organisations

-

-

-

3

3

Households/self-employed

9

417

1

192

619

Resident individuals

-

17 214

-

13 334

30 548

Non-residents

-

461

-

180

641

93

25 234

236

18 458

44 021

24

86

-

250

360

Non-financial institutions

110

7 065

268

3 993

11 436

Households/self-employed

8

350

2

231

591

Resident individuals

-

14 268

-

13 533

27 801

Non-residents

-

369

-

203

572

142

22 138

270

18 210

40 760

MCZK
As at 30 June 2019

TOTAL

As at 31 December 2018
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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15. FINANCIAL ASSETS
MCZK

30. 6. 2019

31. 12. 2018

State bonds at amortised costs

313

313

State bonds FVOCI

575

581

Corporate bonds FVOCI

246

246

1 134

1 140

FINANCIAL ASSETS

Financial assets - 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 2019
CZ0001003123

MFČR

18. 4. 2023

CZK

variable

516

9

525

CZ0001004105

MFČR

19. 11. 2027

CZK

variable

49

1

50

565

10

575

TOTAL
As at 31 December 2018
CZ0001003123

MFČR

18. 4. 2023

CZK

variable

520

10

530

CZ0001004105

MFČR

19. 11. 2027

CZK

variable

49

2

51

569

12

581

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 8 (2018: MCZK 3).
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(b) Corporate bonds
MCZK

ISIN

Issuer Maturity date

Currency

Interest
rate

Amortised Revaluation
book value at fair value

Total
book
value

As at 30 June 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

1

21

CZ0003519407

EPH Financing CZ,
a.s.

16. 7. 2022

CZK

4.07

153

(1)

152

CZ0003520603

Trigema real Estate
Finance a.s.

19. 12. 2023

CZK

5.1

25

-

25

246

-

246

Amortised Revaluation
book value at fair value

Total
book
value

TOTAL

ISIN

Issuer Maturity date

Currency

Interest
rate

As at 31 December 2018
CZ0003515496

FINEP BARRANDOV
ZÁPAD k.s.

19. 6. 2020

CZK

3.75

48

1

49

CZ0003515934

PASSERINVEST
FINANCE a.s.

31. 3. 2023

CZK

5.25

20

1

21

CZ0003519407

EPH Financing CZ,
a.s.

16. 7. 2022

CZK

3.27

152

(1)

151

CZ0003520603

Trigema real Estate
Finance a.s.

19. 12. 2023

CZK

5.1

25

-

25

245

1

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, there is no the gain/loss from revaluation (2018: MCZK 6).
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Financial assets at amortised costs
(a) State bonds
MCZK
ISIN

Issuer

Maturity date

CZ0001005367

MFČR

23. 2. 2021

CZ0001001945

MFČR

12. 9. 2022

Interest rate

Amortised
book value

CZK

fixed

199

CZK

fixed

114

Currency

As at 30 June 2019

TOTAL

313

As at 31 December 2018
CZ0001005367

MFČR

23. 2. 2021

CZK

fixed

199

CZ0001001945

MFČR

12. 9. 2022

CZK

fixed

114

TOTAL

313

All financial assets are in Stage 1 as at 30 June 2019 and 31 December 2018.

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

30. 6. 2019

31. 12. 2018

purchase

sale

purchase

sale

49

(49)

43

(43)

FX swap contracts

712

(718)

769

(772)

IR swap contracts

-

-

-

-

500

(500)

600

(600)

1 261

(1 267)

1 412

(1 415)

Trading instruments
FX spot transactions

Hedging instruments
IR hedging swap
TOTAL
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Fair value of financial assets/liabilities
MCZK

30. 6. 2019

31. 12. 2018

Assets

Liabilities

Assets

Liabilities

Trading instruments

1

5

1

3

Hedging instruments

10

-

14

1

11

5

15

4

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 2019, the book value of mortgage loans defined as a hedged item within hedge accounting amounted to
MCZK 492 (fair value adjustment: MCZK 1). As at 31 December 2018, the book value amounted to MCZK 589 (fair value
adjustment: MCZK 3).
As at 30 June 2019, the book value of savings accounts defined as a hedged item within hedge accounting amounted to
MCZK 503 (fair value adjustment: MCZK 1). As at 31 December 2018, the book value amounted to MCZK 603 (fair value
adjustment: MCZK 1).
Residual maturity of financial derivatives
All FX swap contracts of nominal value of MCZK 712 as at 30 June 2019 (as at 31 December 2018: MCZK 769) have
maturities of up to 3 months.
As at 30 June 2019 and 31 December 2018 the Bank does not classify any IR swaps as trading.
All hedging IR swaps as at 30 June 2019 with a nominal value of MCZK 500 (as at 31 December 2018: MCZK 600) are due
in 2018, 2019 and 2020.

17. OTHER ASSETS
MCZK
Other debtors
Prepayments - MasterCard cash collateral
Rent deposit
TOTAL

30. 6. 2019

31. 12. 2018

22

25

264

263

14

15

300

303
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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

116

-

-

116

3 953

-

1 724

5 677

18

-

73

91

Government sector

374

-

184

558

Non-profit organisations

368

-

165

533

Households/self-employed

362

-

34

396

37 957

23

2 760

40 740

1 550

1

37

1 588

44 698

24

4 977

49 699

Repayable
on demand –
current and
saving accounts

Repayable
on demand –
other

Term deposits
with fixed
maturity

Total

270

-

-

270

4 955

-

2 046

7 001

6

-

85

91

Government sector

424

-

95

519

Non-profit organisations

320

-

146

466

Households/self-employed

362

-

38

400

35 714

32

2 890

38 636

1 430

1

27

1 458

43 481

33

5 327

48 841

MCZK

As at 30 June 2019
Financial institutions
Non-financial institutions
Insurance institutions

Resident individuals
Non-residents
TOTAL

MCZK

As at 31 December 2018
Financial institutions
Non-financial institutions
Insurance institutions

Resident individuals
Non-residents
TOTAL
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19. LIABILITIES FROM ISSUED DEBT SECURITIES
As at 30 June 2019 (MCZK)
ISIN

Issue date

Maturity

Interest rate

Book value

Nominal value

CZ0002005036

19. 6. 2017

19. 6. 2020

1.2

598

600

CZ0002005804

28. 8. 2018

28. 8. 2021

2.22

507

500

1 105

1 100

TOTAL

As at 31 December 2018 (MCZK)
ISIN

Issue date

Maturity

Interest rate

Book value

Nominal value

CZ0002005036

19. 6. 2017

19. 6. 2020

1.2

601

600

CZ0002005804

28. 8. 2018

28. 8. 2021

2.22

501

500

1 102

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 June2019 the net book value of mortgage bonds was
covered by mortgage loans of MCZK 1 210 (as at 31 December 2018: MCZK 1 210)

MCZK

30. 6. 2019

31. 12. 2018

1 102

598

10

14

Interest and fees paid

7

10

Issued

-

500

1 105

1 102

As at 1 January
Accrued interest and fees

TOTAL
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20. OTHER LIABILITIES
MCZK

30. 6. 2019

31. 12. 2018

162

11

Various creditors

49

21

Liabilities to employees

24

19

Social security and health insurance

14

18

Estimated liabilities for bonuses and severance pay

48

45

4

4

74

89

108

-

483

207

Liabilities from collection and payments clearing

Deferred income and accrued expenses
Estimated liabilities
Lease liabilities
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. 6. 2019

1. 1. 2019

Up to 1 year

2

-

1 to 5 years

90

104

Over 5 years

26

19

Total undiscounted lease liabilities

118

123

Lease liabilities after taking into account discounts

108

113

2

-

106

113

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 2019; lease contracts do not contain any other variable items.
As at 30 June, the Bank had concluded lease contracts starting in the following half-year; the value of the lease liability
is MCZK 13.
Together with the lease liability, the Bank recognised the right-of-use of MCZK 114 as at 1 January 2019. During the first
half-year of 2019, the right-of-use was increased by MCZK 12 due to contract modification and the acquisition of new
cars. Depreciation for the first half-year was MCZK 17. As at 30 June 2019, the final balance was MCZK 109.
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22. SUBORDINATED DEBT
(a) Subordinated deposits

MCZK

30. 6. 2019

31. 12. 2018

-

-

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 2019, the Bank has not received any subordinated deposits. The average rate
of the whole portfolio is 4.77% per annum. (2018: 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

30. 6. 2019

31. 12. 2018

283

283

Accrued interest

6

13

Interest paid

7

13

Received subordinated debt

-

-

282

283

As at 1 January 2018

TOTAL
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(b) Subordinated issued bonds
MCZK
ISIN

Issue date

Maturity

Interest rate

Book value including
accrued interest

Nominal value

26. 9. 2017

26. 9. 2027

4.4

301

300

301

300

294

300

294

300

As at 30 June 2019
CZ0003704595
TOTAL

As at 31 December 2018
CZ0003704595

26. 9. 2017

26. 9. 2027

4.4

TOTAL

Bonds 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.

MCZK

30. 6. 2019

31. 12. 2018

294

294

Accrued interest and fees

7

26

Interest and fees paid

-

26

Issued

-

-

301

294

As at 1 January 2018

TOTAL
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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 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

Shareholders of the Bank as at 31 December 2018:
Equa Group
Limited

B2, Industry Street,
Qormi, QRM 3000, Malta

2 259

1 000

2 259

10

100

1

100%

TOTAL

2 260

No persons with a special relationship to the Bank held any shares of the Bank as at 30 June 2019 or 31 December 2018.

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 18 April 2019, it was
approved that the profit for 2018 of MCZK 388 is to be divided as follows: allocation of MCZK 19 to reserve fund and
transfer of MCZK 369 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 2019 (2018: MCZK 677), other capital funds of MCZK 1 541 as at 30 June 2019
(2018: MCZK 1 541) and a reserve fund of MCZK 52 as at 30 June 2019 (2018: MCZK 33).
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 2019 of MCZK – 60 (as at 30 June 2018: MCZK - 48) comprises
exclusively the year-on-year change in the recognised deferred tax asset.

(a) Current income tax

MCZK
Current year profit (loss) before tax
Income not liable to tax
Tax non-deductible expenses
Deduction of tax losses from previous years
Taxable income (+) / Tax loss (-)
Tax rate
CURRENT TAX

1. 1. – 30. 6. 2019

1. 1. – 30. 6. 2018

312

213

(390)

(204)

361

265

(283)

(274)

-

-

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 2019 and 2018. The table below shows deferred tax assets and liabilities calculated on individual
temporary differences:

MCZK

30. 6. 2019

31. 12. 2018

214

265

58

112

3

3

102

101

17

15

1

2

Temporary differences between accounting and tax costs

33

32

Deferred tax liabilities

74

65

72

63

2

2

140

200

Deferred tax assets
of which:
Tax loss from prior periods
Deduction for research and development
Adjustments
Tangible fixed assets
Provisions

of which:
Intangible fixed assets
Revaluation differences (investment securities - FVOCI)
NET DEFERRED TAX ASSET/(LIABILITY)
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MCZK

1. 1. – 30. 6. 2019

1. 1. – 30. 6. 2018

312

213

59

40

Deduction for research and development

-

(2)

Impact of permanent tax non-deductible expenses

5

11

Impact of permanent non-taxable income

(4)

(1)

Income tax

60

48

19%

22%

Current year profit before tax
Theoretical income tax in 19% rate recognised to expenses

Effective tax rate

As at 30 June 2019 the Bank decided to recognise a calculated deferred tax asset of MCZK 140 (2018: MCZK 200).
A portion of the deferred tax asset from tax losses of MCZK 58 as at 30 June 2019 (as at 31 December 2018:
MCZK 112) was calculated on cumulated tax losses for taxable periods, 2015 totalling MCZK 304.
Overview of tax losses carried forward as at 30 June 2019.

MCZK
Creation of tax loss

Amount of tax loss

Expected use

Usability till

2015

304

304

2020

TOTAL

304

304

Overview of tax losses carried forward as at 31 December 2018:

MCZK
Creation of tax loss

Amount of tax loss

Expected use

Usability till

2014

278

278

2019

2015

309

309

2020

TOTAL

587

587

The Bank’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
Commitments and guarantees granted of MCZK 4 737 (as at 31 December 2018: MCZK 3 824) represent commitments
to customers of MCZK 4 166 (as at 31 December 2018: MCZK 3 241) and unused overdrafts limits of MCZK 571
(as at 31 December 2018: MCZK 583).

(b) Collaterals granted
The value of collateral granted related to mortgage bonds amounts to MCZK 1 210 as at 30 June 2019
(as at 31 December 2018: MCZK 1 210). See Note 19.

(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 14 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 392 as at 30 June 2019 (as at 31 December 2018:
MCZK 597), of which MCZK 69 (as at 31 December 2018: MCZK 71) represents collateral for mortgage loans and
MCZK 323 (as at 31 December 2018: MCZK 526) for commercial loans.

(d)

Values taken into custody, administration and deposit

As at 30 June 2019 the sum of values taken into custody, administration and deposit relating to the Bank clients’
investment instruments amounted to MCZK 228 (as at 31 December 2018: MCZK 41).

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. 2019
1. 1. 2018
1. 1. 2019
1. 1. 2018
1. 1. 2019
1. 1. 2018
1. 1. 2019
1. 1. 2018
– 30. 6. 2019 - 30. 6. 2018 - 30. 6. 2019 - 30. 6. 2018 - 30. 6. 2019 - 30. 6. 2018 - 30. 6. 2019 - 30. 6. 2018

Interest income and
similar income

546

503

246

220

109

35

901

758

Net commission and
fee expense

(28)

(41)

16

17

-

-

(12)

(24)

Gain or loss from
financial operations

-

-

-

-

40

36

40

36

Net change of loan
loss allowances

(11)

(20)

6

(47)

-

-

(5)

(67)

Losses from ceded
and written-off
receivables

(45)

(31)

(65)

(5)

-

-

(110)

(36)

-

-

-

-

(562)

(502)

(562)

(502)

462

411

203

185

(413)

(431)

252

165

Other
TOTAL

The above table includes items that are regularly reported to the Bank’s board of directors/chief operating decision
makers. Due to the uniqueness of banking activities, segment information on other revenues, personnel expenses,
other administrative and operating expenses, establishment of adjustments, depreciation and income tax is not
consistently provided to the Bank’s board of directors/chief operating decision makers. Such segment information is
therefore not reported. The Bank also does not monitor total assets or total liabilities by segment.
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.

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, ie 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.
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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.
The following table shows items of the liquidity provision:

MCZK

Book value

Fair value

10 873

10 731

888

887

11 761

11 618

12 723

12 723

894

870

13 617

13 593

At as 30 June 2019
Cash in hand and balances with banks
State bonds not used for hedging
TOTAL
At as 31 December 2018
Cash in hand and balances with banks
State bonds not used for hedging
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

Unspecified

Total

Cash in hand and balances with
central banks

1 595

-

-

-

-

1 595

Receivables from banks

9 278

-

-

-

-

9 278

Financial assets at fair value
through profit or loss

1

-

10

-

-

11

Investment securities

7

52

1 024

51

-

1 134

1 181

3 708

16 042

21 379

1 550

43 860

Fixed assets

-

-

-

-

934

934

Deferred tax assets

-

-

-

-

140

140

Other assets

-

-

-

-

300

300

Prepaid expenses and accrued income

-

-

-

-

75

75

12 062

3 760

17 076

21 430

2 999

57 327

174

-

-

-

-

174

47 037

1 235

1 427

-

-

49 699

Financial liabilities at fair value
through profit or loss

5

-

-

-

-

5

Liabilities from issued debt securities

9

598

498

-

-

1 105

14

2

276

291

-

583

Provisions

-

-

-

-

7

7

Other liabilities

-

-

-

-

483

483

Equity

-

-

-

-

5 271

5 271

TOTAL

47 239

1 835

2 201

291

5 761

57 327

Gap

(35 177)

1 925

14 875

21 139

(2 762)

-

Cumulative gap

(35 177)

(33 252)

(18 377)

2 762

-

-

5 020

139

635

209

270

6 273

Off-balance sheet liabilities

871

12

453

36

-

1 372

Net liquidity risk off-balance
sheet

4 149

127

182

173

270

4 901

MCZK
As at 30 June 2019

Receivables from customers

TOTAL
Due to banks
Due to customers

Subordinated debt

Off-balance sheet assets

Notes to the condensed interim financial statements

/ 127

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

Unspecified

Total

1 016

-

-

-

-

1 016

11 707

-

-

-

-

11 707

Financial assets at fair value
through profit or loss

1

1

13

-

-

15

Investment securities

4

8

1 077

51

-

1 140

1 039

3 170

15 161

19 730

1 511

40 611

Fixed assets

-

-

-

-

817

817

Deferred tax assets

-

-

-

-

200

200

Other assets

-

-

-

-

303

303

Prepaid expenses and accrued income

-

-

-

-

40

40

13 767

3 179

16 251

19 781

2 871

55 849

91

-

-

-

-

91

46 145

1 318

1 378

-

-

48 841

Financial liabilities at fair value
through profit or loss

4

-

-

-

-

4

Liabilities from issued debt securities

-

8

1 094

-

-

1 102

Subordinated debt

-

10

276

291

-

577

Provisions

-

-

-

-

7

7

Other liabilities

-

-

-

-

207

207

Equity

-

-

-

-

5 020

5 020

TOTAL

46 240

1 336

2 748

291

5 234

55 849

Gap

(32 473)

1 843

13 503

19 490

(2 363)

-

Cumulative gap

(32 473)

(30 630)

(17 127)

2 363

-

-

4 186

259

612

184

252

5 494

Off-balance sheet liabilities

919

110

496

43

-

1 568

Net liquidity risk off-balance
sheet

3 268

149

117

141

252

3 926

MCZK
As at 31 December 2018
Cash in hand and balances with
central banks
Receivables from banks

Receivables from customers

TOTAL
Due to banks
Due to customers

Off-balance sheet assets

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
amount

Undiscounted cash
flows

Up to 3
months

3 months
to 1 year

1 to 5
years

Over 5 Unspeciyears
fied

As at 30 June 2019
Due to banks
Due to customers
Liabilities from issued debt
securities

174

174

174

-

-

-

-

49 699

49 820

47 104

1 242

1 474

-

-

1 105

1 141

11

608

522

-

-

583

741

17

9

362

353

-

7

7

-

-

-

-

7

483

483

-

-

-

-

483

52 051

52 366

47 306

1 859

2 358

353

490

4 737

4 737

4 737

-

-

-

-

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

MCZK

Carrying
amount

Undiscounted cash
flows

Up to 3
months

3 months
to 1 year

1 to 5
years

Over 5 Unspeciyears
fied

As at 31 December 2018
Due to banks
Due to customers
Liabilities from issued debt
securities

91

91

91

-

-

-

-

48 841

48 942

46 210

1 321

1 411

-

-

1 102

1 148

-

18

1 130

-

-

577

749

-

26

370

353

-

7

7

-

-

-

-

7

207

207

-

-

-

-

207

50 825

51 144

46 301

1 365

2 911

353

214

3 824

3 824

3 824

-

-

-

-

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

Derivative financial liabilities see note 16.
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 Bank’s interest rate risk management activities are aimed at optimising net
interest income in accordance with the Bank’s strategy and interest rate risk limits approved by the board of directors.
To manage the interest rate risk, the Bank uses a gap analysis. 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.
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.
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. 6. 2019

31. 12. 2018

Impact of interest rate shock

+200 basis points

3.08%

2.42%

Impact of interest rate shock

-200 basis points

1.43%

2.31%

The impact of the regulatory interest rate shock (+200bps) as at 30 June 2019 was MCZK 157 (3.08% of the Bank’s capital).
The impact of the regulatory interest rate shock (+200bps) as at 31 December 2018 was MCZK 116 (2.42% of the Bank’s
capital).
The impact of the regulatory interest rate shock (-200bps) as at 30 June 2019 was MCZK 72 (1.43% of the Bank’s capital).
The impact of the regulatory interest rate shock (-200bps) as at 31 December 2018 was MCZK 111 (2.31% of the Bank’s
capital).

Change in annual net interest income

30. 6. 2019

31. 12. 2018

Impact of interest rate shock

+200 basis points

21

48

Impact of interest rate shock

-200 basis points

(182)

(160)

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:
// Parallel shift of +/- 100 bps
// Shift of -50 bps to 150 bps (steepening)
// Inverse shock of +50 bps to -100 bps
// Non-parallel shift of +50 bps to +100 bps
// Non-parallel shift of -50 bps to -100 bps
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
Up to 3
months

3 months
to 1 year

1 to
5 years

Over 5
years

Non-interest-rate
sensitive
items

Total

1 595

-

-

-

-

1 595

156

624

354

-

-

1 134

Receivables from banks

9 256

-

-

-

22

9 278

Receivables from customers

8 121

6 552

24 899

2 837

1 451

43 860

Financial assets at fair value
through profit or loss

-

-

10

-

1

11

19 128

7 176

25 263

2 837

1 474

55 878

174

-

-

-

-

174

Due to customers

33 001

1 230

1 418

-

14 050

49 699

Subordinated debt

16

-

276

291

-

583

Liabilities from issued debt
securities

9

598

498

-

-

1 105

Financial liabilities at fair value
through profit or loss

-

-

-

-

5

5

TOTAL

33 200

1 828

2 192

291

14 055

51 556

Gap

(14 072)

5 348

23 071

2 546

(12 581)

4 312

Cumulative gap

(14 072)

(8 724)

14 347

16 893

4 312

-

MCZK

As at 30 June 2019
Cash in hand and balances with
central banks
Investment securities

TOTAL
Due to banks
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Interest rate sensitivity of the Bank’s assets and liabilities (continued)
Up to 3
months

3 months
to 1 year

1 to
5 years

Over 5
years

Non-interest-rate
sensitive
items

Total

1 016

-

-

-

-

1 016

153

583

404

-

-

1 140

Receivables from banks

11 685

-

-

-

22

11 707

Receivables from customers

8 043

5 795

23 084

2 337

1 352

40 611

Financial assets at fair value
through profit or loss

-

-

13

-

2

15

20 897

6 378

23 501

2 337

1 376

54 489

91

-

-

-

-

91

Due to customers

33 247

1 313

1 365

-

12 916

48 841

Subordinated debt

7

3

276

291

-

577

Liabilities from issued debt
securities

-

8

1 094

-

-

1 102

Financial liabilities at fair value
through profit or loss

-

-

1

-

3

4

TOTAL

33 345

1 324

2 736

291

12 919

50 615

Gap

(12 448)

5 054

20 765

2 046

(11 543)

3 874

Cumulative gap

(12 448)

(7 394)

13 371

15 417

3 874

-

MCZK

As at 31 December 2018
Cash in hand and balances with
central banks
Investment securities

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

-

-

1 595

-

1 595

239

33

9 004

2

9 278

Investment securities

-

-

1 134

-

1 134

Financial assets at fair value through profit or
loss

-

-

11

-

11

263

-

43 597

-

43 860

Fixed assets

-

-

934

-

934

Deferred tax assets

-

-

140

-

140

Other assets

9

264

27

-

300

Prepaid expenses and accrued income

-

-

75

-

75

511

297

56 517

2

57 327

-

-

174

-

174

1 028

272

48 399

-

49 699

Financial liabilities at fair value through profit or
loss

-

-

5

-

5

Liabilities from issued debt securities

-

-

1 105

-

1 105

Subordinated debt

-

-

583

-

583

Provisions

-

-

7

-

7

115

-

368

-

483

-

-

5 271

-

5 271

1 143

272

55 912

-

57 327

Long positions of off-balance sheet instruments

701

1

60

-

762

Short positions of off-balance sheet instruments

59

26

681

1

767

Net foreign currency exposure

10

-

(16)

1

(5)

MCZK
As at 30 June 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
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The Bank’s foreign currency position (continued)
EUR

USD

CZK

Other

Total

-

-

1 016

-

1 016

42

20

11 644

1

11 707

Financial assets available for sale

-

-

1 140

-

1 140

Financial assets at fair value through profit
or loss

-

-

15

-

15

234

-

40 377

-

40 611

Fixed assets

-

-

817

-

817

Deferred tax assets

-

-

200

-

200

10

263

30

-

303

-

-

40

-

40

286

283

55 279

1

55 849

-

-

91

-

91

999

200

47 642

-

48 841

Financial liabilities at fair value through profit
or loss

-

-

4

-

4

Issued debt securities

-

-

1 102

-

1 102

Subordinated debt

-

-

577

-

577

Provisions

-

-

7

-

7

31

1

175

-

207

-

-

5 020

-

5 020

1 030

201

54 618

-

55 849

Long positions of off-balance sheet instruments

760

22

36

-

818

Short positions of off-balance sheet instruments

27

104

683

1

815

(11)

-

14

-

3

MCZK
As at 31 December 2018
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

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, and
// reputational risk
// 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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MCZK

30. 6. 2019

31. 12. 2018

Tier 1 capital

4 609

4 307

Paid-up share capital recorded in the Commercial Register

2 260

2 260

Retained earnings

481

111

Profit for the current year*

252

388

8

10

2 270

2 251

Deferred tax liabilities relating to other intangible assets

72

63

(-) Adjustments made in line with prudent valuation requirements

(1)

(1)

(60)

(114)

(714)

(707)

41

46

473

500

5 082

4 807

31 453

29 146

2 516

2 332

16.16%

16.49%

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

(-) Deferred tax assets contingent on future profit and not arising
from temporary differences
(-) 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 2019 – 30 June 2019 and amount of Tier 2 capital for the purpose of capital adequacy
calculation as at 30 June 2019 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)
ii)
iii)
iv)
v)
vi)

approval of limits, rating and scoring tools
approval of systems and methods for valuation of collateral
valuation of collateral
setting the principles of risk management
monitoring and reporting risks
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.
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).
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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 2019, the amount of these loans in the loan portfolio
of the Bank, provided to 2 companies, was MCZK 132 (as at 31 December 2018: MCZK 149, provided to 3 companies).
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:

Nominal limit
(MCZK)

Exposure as at
30. 6. 2019

Exposure as at
31. 12. 2018

Real estate financing (construction,
refinancing, etc.)

7 500

7 425

7 139

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

3 500

1 811

1 857

Financial sector

1 000

478

360

Club financing (participation)

1 000

81

85

Bonds

1 000

246

246

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.
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.
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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 P5 (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; or
// where the approved insolvency of the owner has been recorded; or
// the financial instrument has been repaid prematurely.
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;
// the accounts are more than 30 days past due (technically 35 days).
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);
// behavioural score of an account owner since the fourth month of an account’s life (BEH_SC).
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_RX). The change is measured using the share of the current RTG and RTG from the first account recognition
(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).
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.

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.

Definition of default
The Bank defines a default in accordance with Article 178 of Regulation (EU) No. 575/2013 on prudential requirements.
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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 2018 included the following macroeconomic indicators delayed by two quarters:
// final household consumption expenditures
// consumer prices
// net inflation rate
// average monthly salary
// general unemployment rate (ILO)
// 3M PRIBOR
// real estate prices.
For commercial portfolios, the Bank selected the relation of other selected macroeconomic indicators as explanatory
variables, and proxy variables for expected losses within one year as explanatory variables. The estimated relation in
the form of non-linear regression model is also considered in the adjustment of expected loss. Selected macroeconomic
indicators include e.g. GDP, industrial production, unemployment rate and interest rates.

Measurement of expected credit losses
The key inputs into the ECL measurement are the following variables:
// 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 assets 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, 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 flow 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 – P5 parameter
This is the probability that the asset will be transferred to the loss state (LOSS, marked as “5”), or lifetime gross
expected loss. The P5 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 stages. The process
contains two absorption states (LOSS, PAID) and three transient states corresponding to three stages. Lifetime gross
expected loss from individual stages and its time dependence arise from the matrix.

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

Loans and receivables from clients as at 30 June 2019

MCZK

12-month
ECL

Life time ECL unimpaired

Life time ECL impaired

Purchased impaired

Total

Retail products

11 882

89

66

-

12 037

Mortgages

18 918

64

72

-

19 054

Commercial loans

11 959

391

1 003

-

13 353

84

84

416

-

584

42 675

460

725

-

43 860

Loan loss allowances
TOTAL

Loans and receivables from clients as at 31 December 2018
MCZK

12-month
ECL

Life time ECL unimpaired

Life time ECL impaired

Purchased impaired

Total

Retail products

10 251

82

66

-

10 399

Mortgages

17 726

45

71

-

17 842

Commercial loans

11 419

504

1 027

-

12 950

74

92

414

-

580

39 322

539

750

-

40 611

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 2019 the amount of receivables that have moved from lifetime ECL to 12-month ECL since the beginning
of the year is MCZK 66 (as at 31 December 2018: MCZK 147).
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Loan loss allowances to receivables from clients as at 30 June 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

74

92

414

580

(133)

16

117

-

Transfer from lifetime ECL not
credit-impaired

-

(44)

44

-

Transfer from lifetime ECL credit impaired

-

2

(2)

-

Net remeasurement of loss allowance
- changes of credit risk

126

21

(111)

36

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated or
purchased

25

1

95

121

Financial assets that have been derecognised

(8)

(4)

(17)

(29)

Write-offs

-

-

(124)

(124)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

84

84

416

584

MCZK
As at 1 January
Transfer from 12-month ECL

As at 30 June

Loan loss allowances to receivables from clients as at 31 December 2018
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

64

44

326

434

(125)

43

82

-

Transfer from lifetime ECL not
credit-impaired

-

(25)

25

-

Transfer from lifetime ECL credit impaired

-

42

(42)

-

Net remeasurement of loss allowance
- changes of credit risk

108

(10)

168

266

Net remeasurement of loss allowance
- modification

-

-

-

-

46

-

-

46

(19)

(2)

(3)

(24)

Write-offs

-

-

(142)

(142)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

74

92

414

580

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 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

49

16

47

112

(52)

15

37

-

Transfer from lifetime ECL not
credit-impaired

-

(6)

6

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

45

(3)

82

124

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated
or purchased

23

-

3

26

Financial assets that have been derecognised

(8)

(4)

(17)

(29)

Write-offs

-

-

(112)

(112)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

57

18

46

121

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 2018
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

38

16

26

80

(58)

15

43

-

Transfer from lifetime ECL not
credit-impaired

-

(2)

2

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

49

(11)

98

136

Net remeasurement of loss allowance
- modification

-

-

-

-

36

-

-

36

(16)

(2)

(2)

(20)

Write-offs

-

-

(120)

(120)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

49

16

47

112

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 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

23

74

358

455

(79)

-

79

-

Transfer from lifetime ECL not
credit-impaired

-

(36)

36

-

Transfer from lifetime ECL credit impaired

-

1

(1)

-

Net remeasurement of loss allowance
- changes of credit risk

79

24

(193)

(90)

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated
or purchased

2

1

92

95

Financial assets that have been derecognised

-

-

-

-

Write-offs

-

-

(12)

(12)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

25

64

359

448

MCZK
As at 1 January
Transfer from 12-month ECL

As at 30 June

Loan loss allowances to receivables from clients – commercial loans as at 31 December 2018
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

24

26

288

338

(64)

28

36

-

Transfer from lifetime ECL not
credit-impaired

-

(23)

23

-

Transfer from lifetime ECL credit impaired

-

41

(41)

-

Net remeasurement of loss allowance
- changes of credit risk

57

2

73

132

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated
or purchased

9

-

-

9

(3)

-

-

(3)

Write-offs

-

-

(21)

(21)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other movements

-

-

-

-

23

74

358

455

MCZK
As at 1 January
Transfer from 12-month ECL

Financial assets that have been derecognised

As at 31 December
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Loan loss allowances to receivables from clients – mortgages as at 30 June 2019
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

2

1

10

13

(2)

1

1

-

Transfer from lifetime ECL not
credit-impaired

-

(2)

2

-

Transfer from lifetime ECL credit impaired

-

1

(1)

-

Net remeasurement of loss allowance
- changes of credit risk

2

1

(1)

2

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

2

2

11

15

MCZK
As at 1 January
Transfer from 12-month ECL

Loan loss allowances to receivables from clients – mortgages as at 31 December 2018
12-month ECL

Life time ECL unimpaired

Life time ECL impaired

Total

2

2

12

16

(4)

1

3

-

Transfer from lifetime ECL not
credit-impaired

-

-

-

-

Transfer from lifetime ECL credit impaired

-

-

-

-

Net remeasurement of loss allowance
- changes of credit risk

3

(2)

(3)

(2)

Net remeasurement of loss allowance
- modification

-

-

-

-

New financial assets originated
or purchased

1

-

-

1

Financial assets that have been derecognised

-

-

(1)

(1)

Write-offs

-

-

(1)

(1)

Changes in models/risk parameters

-

-

-

-

Foreign exchange and other
movements

-

-

-

-

As at 31 December

2

1

10

13

MCZK
As at 1 January
Transfer from 12-month ECL

As at 30 July 2019 and as at 31 December 2018 there were no significant changes in the loan portfolio that would
result in a change in loan loss allowances.
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Forbearance and non-performing exposures
Forborne loans comprise loan agreements in respect of which the debtor has been provided with relief in the form of
an adjustment to contractual terms and conditions. Forbearance measures are concessions towards a debtor facing or
about to face financial difficulties. Forborne loans are continuously monitored by the Bank and continue to be tested
for impairment in determining the amount of allowances.
Forborne (restructured) receivables are receivables in respect of which the Bank has provided a debtor with relief after
assessing that it would likely incur a loss if it did not do so. For economic or legal reasons associated with a debtor’s financial
position, the Bank may grant the debtor relief that would otherwise not be granted. Forms of relief primarily include
adjusting the repayment schedule, waiving default interest, and postponing the repayment of principal or interest.
Forbearance is reflected in the categorisation of receivables in accordance with the receivables categorisation rules.
As categorisation also determines any impairment, the granting of forbearance results in the respective receivable
not being automatically considered impaired but corresponding allowances are always established at the amount of
the expected credit losses (“ECL”) .
The Bank applies the following general principles to granting forbearance:
// The customer has demonstrably lost or will lose the ability to repay the loan in accordance with the original
loan agreement.
// The customer demonstrates the willingness and ability to repay debts.
// Specific product/customer criteria must be met.

Commercial loans
The Bank may access the restructuring of a business case for various reasons – e.g. when the client is willing and able
to resolve its situation (caused primarily by current problems) and can continue to maintain the original conditions
associated with the product. The receivable is considered restructured if there was a material concession regarding
the conditions due to the worsened financial position of the debtor that would lead to the Bank’s loss if the Bank failed
to grant the concession. The assessment of such a situation is performed by the Credit departments. The restructuring
can be associated with improving the position of a creditor by means of security (new security, use of a notarial record
enabling a faster and less costly sale of the secured item). The subject of restructuring can be, for example, revision of
the payment schedule, prolongation of the receivable’s final maturity date, reducing the instalment amounts, reducing
the interest rates, the postponement or remission of principal or interest payments.

Mortgages
The main reasons for forbearance are loss/reduction of income (unemployment/salary decrease), long-term illness,
disability, death of a partner and a natural disaster. The ability to pay is reviewed using the income/expenditure
analysis model. The willingness to pay is tested during the period when the customer demonstrates the ability to
repay the loan in accordance with the modified conditions. Customers may be granted relief if they have not declared
personal bankruptcy. Forbearance is offered in the form of a temporary reduction of repayments and/or an extension
of the repayment period. Only instalments not past due may be restructured. The customer must repay all overdue
instalments in full and the delinquency status is calculated based on the oldest unpaid instalment.

Retail products
The reasons for forbearance and the method of reviewing the ability and willingness to pay are similar to those
for mortgages. Product/customer criteria include mainly the following conditions: the customer is not in personal
bankruptcy; and none of the customer’s loans has been accelerated.

Loans and receivables from customers with forbearance
Until due date,
unimpaired

Overdue,
unimpaired

Impaired

Retail products

51

8

3

62

3

Mortgages

51

4

-

55

-

110

7

386

503

153

212

19

389

620

157

MCZK

Total with
forbearance

Loan loss
allowances

As at 30 June 2019

Commercial loans
TOTAL
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Loans and receivables from customers with forbearance
Until due date,
unimpaired

Overdue,
unimpaired

Impaired

Retail products

54

11

2

67

3

Mortgages

48

-

-

48

-

123

7

396

526

149

225

18

398

641

152

MCZK

Total with
forbearance

Loan loss
allowances

As at 31 December 2018

Commercial loans
TOTAL

Loans and receivables from customers
Total

With forbearance

Part with
forbearance

Retail products

12 037

62

0.52%

Mortgages

19 054

55

0.29%

Commercial loans

13 353

503

3.77%

44 444

620

1.40%

Total

With forbearance

Part with
forbearance

Retail products

10 399

67

0.64%

Mortgages

17 842

48

0.27%

Commercial loans

12 950

526

4.06%

41 191

641

1.56%

MCZK
As at 30 June 2019

TOTAL

Loans and receivables from customers
MCZK
As at 31 December 2018

TOTAL
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Loans and receivables from customers according to classification as at 30 June 2019 (MCZK)
Total

With
forbearance

Loan loss
allowances

Part with
forbearance

11 882

56

57

0.47%

11 618

51

56

0.44%

Retail products, stage 2

89

3

18

3.37%

Retail products, stage 3

66

3

47

4.55%

18 918

55

2

0.29%

18 749

51

2

0.27%

Mortgages, stage 2

64

-

2

-

Mortgages, stage 3

72

-

10

-

Commercial loans, stage 1

11 959

-

25

-

of which until due date

11 767

-

25

-

Commercial loans, stage 2

391

117

64

29.92%

Commercial loans, stage 3

1 003

386

359

38.48%

44 444

620

584

1.40%

Type
Retail products, stage 1
of which until due date

Mortgages, stage 1
of which until due date

Loans and receivables from customers according to classification as at 31 December 2018 (MCZK)

Total

With
forbearance

Loan loss
allowances

Part with
forbearance

10 251

62

49

0.60%

10 020

53

47

0.53%

Retail products, stage 2

82

3

16

3.66%

Retail products, stage 3

66

2

47

3.03%

17 726

48

2

0.27%

17 576

48

2

0.27%

Mortgages, stage 2

45

-

2

-

Mortgages, stage 3

71

-

10

-

Commercial loans, stage 1

11 419

-

23

-

of which until due date

11 242

-

23

-

Commercial loans, stage 2

504

130

74

25.79%

Commercial loans, stage 3

1 027

396

357

38.56%

41 191

641

580

1.56%

Type
Retail products, stage 1
of which until due date

Mortgages, stage 1
of which until due date
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Loans and receivables from customers according to classification as at 30 June 2019 (MCZK)
Total

With forbearance

Loan loss
allowances

Part with
forbearance

Stage 1

42 759

62

84

0.26%

Stage 2

545

55

84

22.02%

Stage 3

1 140

503

416

34.12%

44 444

620

584

1.40%

Type

TOTAL

Loans and receivables from customers according to classification as at 31 December 2018 (MCZK)
Total

With forbearance

Loan loss
allowances

Part with
forbearance

Stage 1

39 396

110

74

0.28%

Stage 2

631

133

92

21.08%

Stage 3

1 164

398

414

34.19%

41 191

641

580

1.56%

Type

TOTAL

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. Operational risks relevant to the
property of the Bank are partially transferred to third parties based on insurance agreements.
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.
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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 2018, 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.
Financial instruments at fair value:

MCZK

Fair value as at 30 June 2019

Fair value as at 31 December 2018

Level 1

Level 2

Level 3

Level 1

Level 2

Level 3

Positive fair value of trading
derivatives

-

1

-

-

1

-

Positive fair value of hedging
derivatives

-

10

-

-

14

-

Positive revaluation of hedged
items

-

23

-

-

21

-

State bonds FVOCI

620

201

-

627

200

-

TOTAL

620

235

-

627

236

-

MCZK

Fair value as at 30 June 2019

Fair value as at 31 December 2018

Level 1

Level 2

Level 3

Level 1

Level 2

Level 3

Negative fair value of trading
derivatives

-

5

-

-

3

-

Negative fair value of hedging
derivatives

-

-

-

-

1

-

Negative revaluation of hedged
items

-

29

-

-

33

-

TOTAL

-

34

-

-

37

-

During 2018 and 2019 there were no transfers between levels.

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.
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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.

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.

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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