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Foreword

The 2019 Annual Report of Narodna banka Slovenska is coming out at an
exceptional time.

Slovakia, Europe and the world are facing a socio-economic crisis that has
no parallel in modern history. The implications of the coronavirus (COV-
ID-19) pandemic are tangible and visible wherever we look. It is affecting
the life of each one of us, the lives of our families and friends. The current
crisis, although diametrically different in its source from the financial cri-
sis, is having deadly consequences for people, governments, businesses
and the global economy.

At present, we still cannot say exactly how long this situation will last and
when the storm will be over. What we do know, however, is that it will be
some time before we can breathe freely and begin the clearing up.

This global calamity, accompanied by unprecedented volatility in finan-
cial markets, is the first time since the financial crisis that we have need-
ed aggressive, radical and preventive anti-crisis measures to protect us
from the worst. Central banks around the world, including Narodna banka
Slovenska and the European Central Bank, are fully committed to the fight
against the pandemic.

The first priority of the crisis measures is, quite rightly, the protection
of human health. But the challenges do not end there. The role of central
banks is to do their utmost to preserve financial system stability, to main-
tain the smooth flow of financial liquidity, and to ensure that financing to
the real economy is as efficient and cheap as possible, so as to minimise
the adverse repercussions for people’s livelihoods. It is our responsibility
to give a helping hand that mitigates the shocks as much as possible. In
other words, we must make access to liquidity as uncomplicated as we can,
so enabling firms and governments to refinance on the market and thus
obtain the funds needed to come through the current situation. We must
offer that hand to the large, medium-sized and small.

Without effective and dynamic cooperation, however, we will come out of
this fight more wounded than we would wish. Although not everything
is in our hands, we have an arsenal that is sufficiently robust and power-
ful to temper the direct consequences and side effects of the pandemic,
thereby allowing the economic convalescence to start earlier than would
otherwise be the case. Let’s keep our fingers crossed that the crisis regime
period is a matter of weeks and not months.

ANNUAL REPORT NBS | 2019 | 7
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Time will tell.

Despite these difficult circumstances, I would like to take a moment to
look back on 2019, when together we embarked on a new wave of moderni-
sation of the Slovak central bank.

Along with the other Eurosystem national central banks, Narodna banka
Slovenska stands before challenges that are fundamentally redefining the
traditional understanding of what central banks do and how they operate.

At atime when the innovation and technology boom is ruffling the waters
of the financial world, Narodna banka Slovenska, as a regulator, must be
ready and capable to respond to and operate in that evolving world. The
role of NBS in this regard is to make thorough preparations for what is
emerging. Our common goal to set the structure of our institution. NBS
must exercise competence in the field of new technology and have an or-
ganisational structure suited to that task. I would like to see NBS establish
itself in certain areas as an “exporter” of experience, solutions and innova-
tive ideas for other central banks — and we will work together to achieve
that objective.

Our priority areas of attention will be financial literacy, innovation in fi-
nancial and payment services and in communication, and, last but not
least, macroprudential policy instruments. It is in these areas that Narod-
nabanka Slovenska has huge potential to share experience and knowledge.

March 2020 Peter KazZimir
Governor
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2019 at a glance

€321.6 million 2.8% €2.7 billion 1.2%

total return on average annual balance of employment
NBS investment consumer price  payments current growth
portfolios inflation account deficit

251.8 million 644 629 million
transactions in and 64% - number

2\ =) [

the Slovak =% =" of transactions
Interbank made with domes-
Payment System and €2.3 billion tically issued payment

- average number cards and the percentage

and value of that were contactless

daily transactions
4,089 in the TARGET2-SK 655
entities recorded payment reports designed
inthe NBS system @ by NBS for
Statistics statistical data
Collection Portal collection
17 4,875 1,914
NBS research loans made by
seminars @ @ the NBS library
new records processed
by the NBS library
5 thousand 9,400
pupils and 000 @ @reduction in gas
students m consumption
attending NBS and a 20% cut in
talks and files received by the CO2 emissions at the
workshops NBS Registry Centre NBS Regional Office in
Nové Zamky
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1 Macroeconomic
developments

1.1 External economic environment

1.1.1 Global trends in output and prices

Compared with the previous year, global economic activity weakened in
2019. According to IMF estimates, world GDP growth slowed to 2.9%, down
from 3.6% in 2018. The main headwind facing the global economy was an
increase in protectionist measures, with the escalation of tit-for-tat tariffs
between the United States and China. This was reflected in increasing un-
certainty and a softening of business confidence. Global economic growth
was further dampened by specific factors that weighed on the perfor-
mance of certain emerging market economies, as well as by geopolitical
tensions. The global slowdown was driven mainly by a decline in manu-
facturing industry. Rising import tariffs resulted in the weakening of trade
growth and, with a certain lag, investment. Uncertainty about the timing
of Brexit and about the subsequent renegotiation of the United Kingdom'’s
relations with the European Union continued in 2019, but became more
moderate in the second half of the year. The impact of dampening factors
was partially offset by further monetary policy accommodation. At the
same time, towards the end of the year, the United States and China an-
nounced a “Phase 1” trade deal. These developments were expected to sup-
port the global economy in the next period.

Global price developments in 2019 were affected mainly by energy com-
modity prices, as was also the case in the previous year. Falling world oil
prices had a strong downward impact on energy price inflation. Food infla-
tion remained largely unchanged, as did core inflation. Across advanced
economies, average annual consumer price inflation slowed to 1.4% in
2019, down from 2.0% in the previous year. Average headline inflation in
emerging market economies did not change significantly in 2019, edging
up by 0.3 percentage point to 5.1%.

1.1.2 The euro area

The euro area’s annual GDP growth moderated to 1.2% in 2019, down from
1.9% in the previous year (Chart 1). The slowdown stemmed largely from

ANNUAL REPORT NBS | 2019 | SECTION A | CHAPTER 1 10
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the weakening of the global economy and international trade in an envi-
ronment of persisting uncertainty. This adversely affected the most sig-
nificant export sector - manufacturing industry - which saw its output
contract for the first year since 2013. The hardest hit segment was the
car industry. On the other hand, the economy was boosted by continuing
monetary policy accommodation and favourable trends in employment
and wages, which stoked domestic demand and contributed to positive
developments in the service sector.

Private consumption continued to benefit from labour market buoyancy,
which resulted in increases in employment and wage growth. Despite a de-
celerating global economy and increasing uncertainty, investment con-
tributed positively to economic growth in 2019. Net exports, by contrast,
had a negative impact.

The further strengthening of the labour market supported economic ac-
tivity in 2019. Employment increased by 1.1% and the unemployment rate
fell to 7.6% (its 2008 level).

Chart 1
Euro area GDP and its components (annual percentage changes; percentage
point contributions)

3~

2015 2016 2017 2018 2019
M Private consumption Government consumption B Investment demand
B Net exports B Changes in inventories == GDP (%)

Source: Eurostat.

The euro area’s average annual HICP inflation eased to 1.2% in 2019, from
1.8% in the previous year. The slowdown was due largely to the energy and
food components (Chart 2). HICP inflation excluding energy and food was
at around its historical levels, averaging 1.0% in 2019, the same as in the
previous two years.
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Source: Eurostat.

1.2 Macroeconomic developments in Slovakia

Slovakia's annual GDP growth slowed to 2.3% in 2019 (from 4.0%
in 2018), largely because foreign demand weakened.

The economic slowdown had only a partial impact on the labour market.
This was confined mainly to the industry sector, which experienced a de-
cline in production. Overall annual employment growth eased to 1.2% in
2019 (from 2.0% in 2018). The increase in the number of employed people
was reflected in the average unemployment rate, which fell to a histori-
cal low of 5.8% (6.6% in 2018). The labour market’s ongoing tightness cou-
pled with elevated labour demand put upward pressure on annual wage
growth, which rose to 7.8% (up from 6.2% in 2018). This growth was also
supported by increases in public sector wages and the impact of certain
legislative amendments.

In the balance of payments for 2019, the current account showed a deficit
of €2.7 billion (after a deficit of €2.4 billion in 2018), with the change caused
mainly by an increase in the trade deficit.

Average annual HICP inflation accelerated to 2.8% in 2019 (from 2.5% in
2018), owing mainly to developments in administered energy prices and to
increases in food and services inflation.

ANNUAL REPORT NBS | 2019 | SECTION A | CHAPTER 1 12
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1.2.1 The real economy

Slovakia’s annual GDP growth eased to 2.3% in 2019 (from 4.0% in 2018). The
slowdown resulted from a gradual weakening of foreign demand and its
consequent downward impact on Slovak export performance. The main
driver of growth was the domestic side of the economy. Household con-
sumption and investment continued to grow, albeit more moderately com-

pared with the previous year (Chart 3).

Chart 3
Real GDP and its components (annual percentage changes; percentage point
contributions)

8 -

6 —

4 -

2 -

0

24

4

2015 2016 2017 2018 2019

B Household consumption Government consumption B Fixed investment
B Net exports B Changes in inventories == Real GDP (%)

Source: SO SR.

Household consumption increased by 2.2% in 2019, supported by a still fa-
vourable labour market situation. Wages and salaries continued to grow in
relative terms during the period under review and represented the main
source of household income. Consumption growth was driven mainly by
services, in particular by spending in restaurants and hotels, which was
boosted partly by the introduction of employee vouchers for domestic hol-
idays as well as by households’ increasing preference for higher-end goods.
At the same time, the growth rate for spending on everyday goods, such
as food, decelerated. Despite the consumption growth, households’ con-
sumption spending relative to income was lower than in the past and their
propensity to save increased. As a result, the saving ratio rose above 10%,
a level not previously exceeded since 2000 (Chart 4).
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Chart 4
Household consumption and disposable income (annual percentage changes;
constant prices)

2015 2016 2017 2018 2019
B Disposable income B Household consumption == Saving ratio (right-hand scale)

Source: SO SR, and NBS calculations.

Fixed investment growth accelerated to 4.4% in 2019, underpinned by an
increase in private sector investment activity. Another contributor was
the favourable situation in financial markets. Interest rates remained sub-
dued, so firms could finance investment activities on favourable terms.
The strongest-growing area of investment was in residential construction
and in other construction. The absorption of EU funds slowed in 2019, as
certain infrastructure projects were halted. The only sector that contrib-
uted negatively to overall investment activity growth was the general gov-
ernment sector.

Slovakia’s export growth moderated in 2019, owing to the weakening of
global demand and to specific difficulties in certain sectors. It was the
third successive year in which the country’s export growth was lower than
foreign demand growth (Chart 5). This trend may be related to structur-
al factors. Looked at through the lens of the real effective exchange rate
(REER) (Chart 6), the Slovak economy’s competitiveness appears to have
deteriorated appreciably. Weaker demand from trading partners has dent-
ed exports not only in the car industry, but also in metal manufacturing
and in the petrochemical industry. Imports maintained their uptrend
amid strong domestic demand and increasing inventories; their growth
rate surpassed export growth.
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Chart 5
Exports and foreign demand (index: 2015 = 100; constant prices)

130 5

120
110
100
90 +
80 1
70 T T T T T T T T
2011 2012 2013 2014 2015 2016 2017 2018 2019
= Foreign demand = Export

Sources: SO SR, and NBS calculations.

Chart 6

NEER and REER indices (calculated with respect to 15 trading partners; annual
percentage changes)

24 7

N
N
L

Jan. 2002
Jan. 2003
Jan. 2004
Jan. 2005
Jan. 2006
Jan. 2007
Jan. 2008
Jan. 2009
Jan. 2010
Jan. 2011
Jan. 2012
Jan. 2013
Jan. 2014
Jan. 2015
Jan. 2016
Jan. 2017
Jan. 2018
Jan. 2019
Jan. 2020

= NEER == REER_PPI REER_PPIman = REER_CPI € REER_ULCT

Source: NBS calculations.

Note: Appreciation and depreciation of the NEER and REER indices are denoted by positive figures
and negative figures respectively.

As regards GDP calculated by the production approach, its slower growth
rate in 2019 was caused mainly by a decline in value added in industry. The
sectors of services (excluding trade) and construction made the largest
contributionsto GDP growth. In the services sector, the highest increase in
value added was recorded in public services, possibly owing to increased

expenditure on wages and salaries. Higher tax collection also contributed
positively to growth.
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Table 1 GDP based on the expenditure approach (annual percentage

changes; constant prices)

2018 2019
Q1-Q4 Q1 Q2 Q3 Q4 Q1-Q4

Gross domestic product 4.0 3.8 2.2 1.3 2.0 2.3
Final consumption of households

and non-profit institutions serving 3.9 1.9 2.7 1.9 2.2 2.2
households

Final consumption of general 0.2 23 50 37 39 38
government

Gross fixed capital formation 3.7 0.0 2.4 7.8 6.2 4.4
Exports of goods and services 5.4 9.0 -0.9 -0.2 -0.5 1.7
Imports of goods and services 5.0 6.5 1.5 3.3 -0.5 2.6

Source: SO SR.
1.2.2 Labour market

The weakening of economic activity growth was reflected in a slowdown
in job creation. Average wage growth remained strong, due mainly to in-
creases in contractual wages in the public sector and civil service. The un-
employment rate fell to a historical low.

Table 2 Labour market indicators

2018 2019
Q1-Q4| Q1 Q2 Q3 Q4 |Q1-Q4
Nominal wages (index) 6.2 7.1 9.7 7.7 6.9 7.8
Real wages (index) 3.6 4.6 7.0 4.7 3.9 5.0

Nominal compensation per employee - ESA

2010 (index) 5.6 5.7 8.0 6.1 5.1 6.2

Labour productivity - GDP per person

. . 4.1 49 3.4 2.3 4.3 3.7
(index; current prices)

Labour productivity - GDP per person

. . 2.0 2.0 0.7 0.2 1.3 1.0
(index; constant prices)

Employment - ESA 2010 (index) 2.0 1.8 1.4 1.0 0.7 1.2
Unemployment rate - LFS" (percentage) 6.6 5.8 5.7 5.9 5.6 5.8
Nominal unit labour costs (ULCs)? 3.5 3.7 7.2 5.8 3.8 5.1

Sources: SO SR; NBS calculations.

1) Labour Force Survey.

2) Ratio of compensation per employee at current prices to labour productivity growth (ESA 2010)
at constant prices.

Employment

Employment as defined in the ESA 2010 increased, year on year, by 1.2% in
2019 (after rising by 2.0% in 2018), and net job creation amounted to around
30,200. The sectors that contributed most to the employment growth slow-
down were industry, in which employment fell by 0.3% year on year, and
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trade. Employment growth in the services sector slowed growth, due large-
ly to an easing of recruitment in the IT sector; nevertheless, it remained
above the national average. Construction outperformed other sectors on
the employment front, with a growth rate of almost 5%. In the public sec-
tor, too, most notably in the health sector, employment trends were fa-
vourable. The average number of Slovak citizens working abroad fell for
athird consecutive year, by 10,200 in headcount terms. On the other hand,
the number of foreigners working in Slovakia is increasing year by year
and climbed by 14,400 in 2019.

Unemployment

The number of unemployed (as measured by the Labour Force Survey) con-
tinued falling in 2019, albeit more moderately than in the previous year.
The year-on-year decrease of 22 thousand was approximately half of the
2018 figure. Compared with the previous year, the average unemployment
rate dropped by 0.8 percentage point, to 5.8%. This reflected not only net
job creation, but also the continuing decrease in the economically active
population.

Wages and labour productivity

Average annual wage growth accelerated to 7.8% in 2019 (Chart 7), owing
mainly to double-digit increases in contractual wages in the public sec-
tor and civil service. Private sector wage growth accelerated only slight-
ly and was also affected by notably slower wage growth in industry and
construction. Services, on the other hand, contributed positively to wage
growth, mainly through rising wages in the tourism industry. Another fac-
tor supporting overall wage growth was the payment of “13th” and “14th”
salaries exempt from income tax and health insurance contributions. The
weakening of demand resulted in an easing of labour market tightness
and therefore a gradual moderation of wage growth. Amid decelerating
economic growth, nominal labour productivity growth slowed in 2019 and
thuslagged behind wage growth.

ANNUAL REPORT NBS | 2019 | SECTION A | CHAPTER 1 17
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Chart7
Average nominal wage (annual percentage changes)

16 4
14 4

12

2014 2015 2016 2017 2018 2019

= Private sector = Public sector Slovak economy as a whole

Sources: SO SR, and NBS calculations.
1.2.3 Inflation

Slovakia’s annual average HICP inflation increased slightly in 2019, to 2.8%
(from 2.5% in 2018) (Chart 8). The inflation rate reflected the impact of both
domestic factors and the external environment. The labour market’s con-
tinued overheating accounted for the domestic environment’s impact on
pricedevelopments. The external factors consisted mainly of the cost-push
pressures from rising energy commodity prices and agricultural commod-
ity prices and of lower foreign inflation. Compared with other euro area
countries, Slovakia had one of the higher inflation rates. Administered en-
ergy prices accelerated and so did food inflation and services inflation.

The increase in headline inflation was due mainly to a large rise in admin-
istered prices in the energy sector. Household gas and electricity prices
were raised significantly, as a consequence of energy commodity price
developments in 2018. Via the regulatory framework, these developments
passed through with alag to consumer prices at the start of 2019.

Food inflation was relatively elevated in 2019, reflecting labour costs and
the gradual increase in global meat prices. Labour costs were heightened
by increases in the minimum wage and in wage premia. The rise in meat

prices stemmed from the impact of Swine flu on pork production in Asia.

Average demand-pull inflation was the same in 2019 as in the previous
year (Chart 9). Increases in wage growth, energy inflation and food infla-
tion pushed up costs in the services sector. At the same time, the continu-
ing strength of real wage growth generated additional consumer demand
for personal care and recreation services. The introduction of employee
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simultaneously put upward pressure on prices of accommodation-relat-
ed services. Import price inflation gradually moderated during 2019 and
eventually averaged just above 1%. This trend was reflected in increasing
prices of non-energy industrial goods in Slovakia.

Chart 8
HICP inflation and selected components (annual percentage changes)

4 ‘4

2.8

2014 2015 2016 2017 2018 2019

= Food == Demand-pull inflation =6~ HICP
= Energy = Administered prices excluding energy

Sources: SO SR, and NBS calculations.

Chart 9
Contributions of components of HICP inflation (percentage point contributions;
annual percentage changes)

3.0 q
2.5
2.0
1.5
1.0
0.5+

0.0 +

05 0.1
-1.0
-1.5 4
2014 2015 2016 2017 2018 2019
B Energy B Demand-pull inflation 0~ HICP (%)
B Food W Administered prices excluding energy

Sources: SO SR, and NBS calculations.
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1.2.4 Balance of payments
Current and capital accounts

In Slovakia’s balance of payments for 2019, the current account showed
a deficit of €2.7 billion, which was €0.3 billion higher than the deficit in
2018 owing mainly to an increase in the trade deficit. The ratio of the cur-
rent account deficit to GDP (at current prices) increased by 0.3 percentage
point year on year, to 2.9% (Chart 10).

Chart 10
Current account balance and trade balance (EUR millions; percentages)
4,000 r 8
3,000 6
2,000 4
1,000 2
0 0
-1,000 -2
-2,000 H -4
-3,000 -6
-4,000 -8
-5,000 - L-10
g &8 &£ 5 8 & g g & o2 X w o ~ 2 o
o o o o o o o o o o o o o o o o
(o] o~ [} (o] (o] o~ [} (o] o~ o~ o (o] o~ o~ (o] (o]
B Trade balance (EUR millions) Trade balance-to-GDP ratio (%)
[ Current account (EUR millions) <9~ Current account-to-GDP ratio (%)

Sources: SO SR, and NBS calculations.

Goods export growth was lowerin 2019 than in the previous year. For a third
successive year, export growth (2.9%) was slower than import growth
(3,6 %). As a result of that difference, the goods trade deficit increased in

year-on-year terms.

As for other components of the current account, their balances changed
only marginally compared with 2018. It is worth noting that despite the
softening of foreign demand, the services balance continued the improve-
ment which began in 2016.

The capital account surplus fell year on year, reflecting the lower absorp-
tion of EU funds.
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Table 3 Current account and capital account balances (EUR billions,

unless otherwise indicated)

2018 2019
Goods -0.2 -0.7
Exports 75.7 779
Imports 75.9 78.6
Services 0.9 1.0
Primary income balance -1.9 2.0
Secondary income balance -1.2 -1.0
Current account 2.4 2.7
Current account-to-GDP ratio (percentage) 2.6 2.9
Capital account 1.2 0.9

Sources: SO SR, and NBS calculations.

Financial account

The balance of payments financial account recorded a net inflow of €1.6
billion in 2019, which was €0.3 billion lower than the inflow in 2018.

Table 4 Financial account balance (EUR billions)

2018 2019
Direct investment -0.8 -2.1
Portfolio investment and financial derivatives 3.8 0.4
Other investment -6.3 -1.4
Reserve assets 1.4 1.5
Financial account -1.9 -1.6

Source: NBS calculations.
Note: The figures for the financial account balances are shown in net terms (assets minus liabilities),
with a positive value denoting a net outflow and a negative value denoting a net inflow.

The main factors affecting the financial account balance were the non-res-
ident investment inflow in the direct investment balance and the decline
in banks’ deposits abroad in the other investment balance.

External debt of Slovakia

Slovakia’s balance of payments transactions in 2019 resulted in its exter-
nal debt increasing by €3.5 billion (from €101.9 billion to €105.4 billion).
The country’s ratio of gross external debt to GDP (at current prices) was
111.9% in 2019, which was 1.7 percentage points lower than the figure for
2018 (113.6%). The ratio of short-term external debt to gross external debt
decreased by 2.9 percentage points in 2019, to 47.4%. Debt per capita rose by
€6111in 2019, to €19,309 as at the year-end.
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2 Eurosystem monetary
policy

TheEurosystem'saccommodative monetary policyimplementation
in the form of non-standard monetary policy measures remained
necessary in 2019

The standard channel of monetary policy transmission encompasses
arange of policy instruments aimed at managing short-term money mar-
ket interest rates. In 2014, in response to a prolonged period of low inflation
and disruption of the transmission mechanism, non-standard monetary
policy instruments were activated in order to influence also medium-term
and long-term interest rates. These accommodative monetary conditions
remained in place during the year under review. The Eurosystem has been
active not only in the money market, but also, via the expanded asset pur-
chase programme (APP), in the government bond market, the covered bond
market, the corporate bond market, and the asset-backed securities (ASB)
market. In addition, the Eurosystem has provided a substantial amount of
funding through longer-term refinancing operations with a maturity of
four years. Forward guidance on monetary policy has been a crucial ele-
ment of the policy toolkit.

Atits meeting in December 2018, the ECB’s Governing Council decided to end
net purchases under the APP, effective from the start of 2019. The Eurosys-
tem continued to reinvest principal payments from maturing APP holdings,
so as to keep the total amount of APP holdings unchanged at €2.6 trillion.
In March 2019 the Governing Council announced a new series of quarterly
targeted longer-term refinancing operations (TLTRO III) with the aim of pre-
serving favourable bank lending conditions. In September 2019, in response
to persistently low inflation, the Governing Council unveiled a package of
measures to strengthen monetary policy accommodation in the euro area.

With inflation not converging sufficiently towards its target rate,
the Governing Council decided to reduce the deposit facility (by
10 basis points, to -0.50%), but also to adopt additional measures

As part of the September package, the Governing Council decided to lower
the interest rate on the deposit facility by 10 basis points to -0.50%. Another
measure was the decision to restart net purchases under the APP at amonth-
ly pace of €20 billion as from 1 November 2019. The Governing Council also
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decided to change the modalities of the TLTRO III operations so as to further
support the accommodative stance of monetary policy. At the same time,
there was areformulation of the forward guidance on policy rates. Alongside
these monetary policy measures, the Governing Council also decided to in-
troduce a two-tier system for reserve remuneration in order to support the
positive impact of negative interest rates on the transmission mechanism.

Chart 11
Outstanding amount of Eurosystem refinancing operations at end-2019 broken
down by operation (percentages)

One-week MROs Three-month LTROs

TLTRO I
operations

B TLTRO Il operations - 82.8%
B TLTRO Il operations - 16.4%
TLTRO Il operations B One-week MROs - 0.1%

B Three-month LTROs - 0.7%

Sources: ECB, and NBS calculations.

As regards its open market operations in 2019, the Eurosystem continued
to conduct weekly main refinancing operations (MROs) and three-month
longer-term refinancing operations (LTROs). In March 2019 the Governing
Council decided that it would continue conducting these operations as
fixed rate tender procedures with full allotment until March 2021. The new
TLTROIIIl operations beganin September and are due to end in March 2021.
The last of the TLTRO III operations will mature in 2024, ten years after the
Eurosystem launched its first series of TLTROs in 2014 (the second series
followed in 2016). The outstanding amount of Eurosystem refinancing op-
erations stood at €624 billion at the end of 2019. MROs and three-month
LTROs made up only a sliver of that total, since TLTROs accounted for the
vast majority of it (see Chart 11). Besides conducting monetary policy op-
erations, the Eurosystem also continued to conduct tenders providing US
dollar liquidity based on the ECB’s swap line with the US Federal Reserve
System. There was minimal demand in these tenders.

Restart of the asset purchase programme

Based on the ECB Governing Council’s decision in September 2019, the Eu-
rosystem restarted net asset purchases under its expanded asset purchase
programme (APP). Of the four programmes that make up the APP, the pub-
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lic sector purchase programme (PSPP) accounts for the majority of APP
holdings (see Chart 12). Under the PSPP, the ECB and Eurosystem national
central banks (NCBs) purchased government bonds issued by Eurosystem
countries, and some NCBs also purchased bonds issued by EU suprana-
tional institutions. The allocation of purchases to jurisdictions was guid-
ed by the respective NCB’s subscription to the ECB capital key. At the end of
2019 total PSPP holdings amounted to €2.1 trillion. The APP’s second larg-
est component was the third covered bond purchase programme (CBPP3),
which at the year-end accounted for €264 billion of the APP holdings. The
other two components - the corporate sector purchase programme (CSPP)
and the asset-backed securities purchase programme (ASBPP) - contrib-
uted €185 billion and €28 billion respectively. The Eurosystem’s monetary
policy-related assets amounted to€3.3 trillion at the end of 2019, which was
slightly lower than their historical high at the end of 2018 (€3.4 trillion).

The drop was caused mainly by early repayments of funds raised through
the second series of targeted longer-term refinancing operations (TLTRO
II). In 2019 the APP continued to be the Eurosystem’s main channel of li-
quidity provision, accounting for 79% of the annual total. The rest was pro-
vided through monetary policy operations. At the same time, in order to
mitigate the negative effects of the APP on the securities market, the Eu-
rosystem continued to make assets purchased under the APP available for
securities lending.

Chart 12
Asset purchase programme (EUR millions)
3,000,000 Endofnet |  Restart I
purchases l of net 1
2,500,000 | | purchases |
[ |
[ |
2,000,000 : :

1,500,000

1,000,000

500,000

0
2014 2015 2016 2017 2018 2019
H CBPP1 B CBPP2 B sMp
H CBPP3 B ABSPP W CSPP
PSPP - Excess liquidity holdings

Sources: ECB, and NBS calculations.

Note: CBPP1 - first covered bond purchase programme; CBPP2 - second covered bond purchase
programme; CBPP3 - third covered bond purchase programme; SMP - Securities Markets
Programme; ABSPP - asset-backed securities purchase programme; CSPP - corporates sector
purchase programme; PSPP - public sector purchase programme.
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Reformulation of forward guidance on monetary policy

An important part of the monetary policy toolkit is the forward guidan-
ce by which the Governing Council indicates its intentions regarding the
future path of policy rates and the reinvestment horizon. Twice in 2019,
in March and June, the Governing Council decided to shift out the period
for which it expected key interest rates to remain unchanged. In March
it said they should be kept at present levels at least through the end of
2019, and in June it extended that period through the first half of 2020. In
July the Governing Council opened the possibility of an earlier decrease
in rates. By its September decision to cut the deposit facility rate, the Gov-
erning Council removed the calendar-based leg of its forward guidance.
Its forward guidance on the path of policy rates would now apply until
such time as projected inflation converged to a level sufficiently close to
the inflation target. At the same time, the Governing Council introduced
forward guidance on the duration of the asset purchase programme, stat-
ing its expectation that APP purchases would be terminated shortly be-
fore the Governing Council started to raise key interest rates. In 2019 the
Governing Council not only used forward guidance to shape expectations
about the path of short-term interest rates, but also extended it to the
longer term.

The Governing Council introduced a measure to support the
positive impact of negative interest rates on the monetary policy
transmission mechanism, given the need to maintain negative
rates for an extended period

From 30 October 2019, i.e. the start of the seventh maintenance period of
2019, the Eurosystem began implementing a two-tier system for reserve
remuneration (so-called ‘tiering’). Since banks’ reserve holdings in excess
of their minimum reserve requirements were being remunerated at the
negative deposit facility rate, the Governing Council decided that a por-
tion of banks’ excess liquidity holdings - set at six times the mandatory
reserves - would be exempted from that rate, seeing this step as necessary
to ensure the continuing positive impact of negative rates on the monetary
policy transmission mechanism. The exemption applies to around €800
billion of the total €1.8 trillion of excess liquidity holdings.

Daily fine-tuning of the banking sector’s liquidity is ensured by overnight
liquidity-providing and liquidity-absorbing operations, i.e. standing faci-
lities. While demand for overnight liquidity provision was close to zero in
2019 (owing mainly to the substantial liquidity surplus in the European
banking sector), there continued to be significant recourse to the deposit
facility. Nevertheless, due to the local and cross-border reallocation of ex-
cess liquidity triggered by the tiering system, the total amount of banks’
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@ NARODNA holdings in the deposit facility was notably lower at the end of 2019 (€250

Box 1
Euro short-term rate (€STR)

In 2017 the ECB’s Governing Council decided to develop a new euro short-term interest rate
to complement existing benchmarks. After two years of preparation, the ECB published the
euro short-term rate (€STR) for the first time on 2 October 2019. The new rate is published
on every business day and is based on banks’ actual transactions in the euro area money
market. In substance, the €STR reflects the wholesale euro unsecured overnight borrowing
costs of euro area banks. The €STR is calculated by the ECB on every business day on the
basis of banks’ trading during the previous business day under normal market conditions,
so providing an objective representation of current market rates. In contrast to the ECB’s key
interest rates, which are set by the Governing Council at its monetary policy meetings, the
€STR is a weighted average interest rate based on market transactions.

Chart 13
The EONIA and €STR rates (percentages, EUR billions)
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Sources: Bloomberg, ECB, and NBS calculations.

In May 2018 the administrator of the euro overnight index average (EONIA) - the Europe-
an Money Markets Institute - announced that a review of the EONIA aimed at making the
benchmark compliant with the EU Benchmarks Regulation had not been successful. At the
recommendation of leading representatives of the European banking sector, market partic-
ipants are expected to replace the existing EONIA benchmark with the new €STR. Although
there are several technical differences between the two rates, each represents the overnight
interest rate for euro unsecured market transactions. The €STR, however, is more represent-

ative since its calculation derives from transactions amounting around €30 billion, while the
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EONIA is determined according to transactions worth only around €2 billion. The first publi-
cation of the €STR was accompanied by a change in the methodology used to set the EONIA.
As aresult, the EONIA was redefined as the €STR plus a fixed spread of 8.5 basis points, and
this spread will be applied until the EONIA is discontinued on 3 January 2022. The reason for
publishing the modified EONIA for a temporary period is to give market participants suffi-
cient time to make the transition from the EONIA to the €STR. Chart 13 shows the EONIA and
€STR rates in 2019.
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3 Financial market
developments’

The global economy slowed and a new wave of monetary stimulus
mitigated macroeconomic risk

The global economy continued to decelerate during 2019, after showing the
first signs of slowdown in the previous year. The economic environment
included rising global uncertainty stemming from the trade conflict be-
tween the world’s two largest economies (the United States and China) and
from the ongoing discussions surrounding the United Kingdom’s with-
drawal from the European Union. The decline in output centred mainly
on manufacturing industry, which suffered the consequences of reduced
demand for investment-related products. The severe drop in foreign sales
weighed most heavily on industrial production, whose downtrend dated
back to latter part of 2018.

In Slovakia, like most EU countries, the growth phase had already peaked
and was moderating to a significant extent. Cooling global demand was
therefore gradually ending the recent expansionary phase experienced by
the majority of European countries. The Slovak economy was adversely af-
fected by economic developmentsin the country’s trading partners, in par-
ticular Germany, the principal destination for Slovak exports. Household
consumption in Slovakia continued to grow, amid a still favourable labour
market situation and strong growth in the average wage; nevertheless, its
contribution to GDP growth was not as high as in previous years.

In financial markets, periods of asset price growth and risk premium com-
pression were interspersed with bouts of heightened nervousness. Market
interest rates, in response to both actual and expected easing of monetary
conditions, fell to historical lows, often entering negative territory. Senti-
ment in financial markets, as well as in the real economy, was anchored by
a new wave of central bank stimulus. This appears to have prevented the
economic cooling from developing into a more serious crisis.

! This text is based on NBS’s November 2019 Financial Stability Report. A comprehensive
analysis of the financial sector for the whole of 2019 is provided by the Analysis of the Slo-
vak Financial Sector, which was published on the NBS website in April 2020.
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Banks' business models came under pressure from the low interest
rate environment

In 2019 the environment of very low interest rates was affecting the domes-
tic financial market and resulted in several risks to financial stability. In
regard to the Slovak credit market, these risks included the following: ex-
cessive growth in household indebtedness; the long-term adverse impact
of low interest rates on the profitability of banks and insurers (in the con-
text of maintaining the traditional business model); the increasing vulner-
ability of households to the business cycle; the rising pressure in the prop-
erty market; and, in regard to the investment policy of domestic financial
institutions, in the shift to riskier or less liquid investments. These were
further exacerbated by certain specificities of the Slovak financial sector
which relate mainly to the legislative environment (the bank levy; the in-
surance levy and tax; a significant reduction in early repayment fees for
housing loans) and to the fierce competition in certain segments (support-
ed by the high share of new business arranged through financial brokers).

A development in 2019 which had particular significance for the banking sec-
tor’s stability was the Government’s decision to retain the special bank levy
for an extended period and to increase it. With their profit-generating capaci-
tyreduced, banks will have less scope to increase their capital and may there-
fore find themselves less resilient in bad times. Given its size, the levy also
has negative implications for the attractiveness of Slovak banks to foreign
investors. This could lead to a decline in investment in the banking sector,
thereby having a negative impact on lending to the domestic economy (to the
corporate sector in particular) and on the quality of customer services.

The growth rates of loans to households and loans to NFCs
moderated, while increasing household indebtedness was one of
the most significant risks to financial stability

The growth rate of total loans to households moderated gradually in 2019,
and the slowdown was more pronounced in the case of consumer loans. The
main causes were NBS’stightening of regulatory retail lending requirements
and the incipient saturation of certain market segments. Slovakia’s growth
rate for household loans went from being the highest in the EU to the fourth
highest. In line with credit market trends, the rate of increase in household
indebtedness also slowed, while nevertheless remaining among the highest
in the EU. The risks related to household indebtedness were accentuated by
the low ratio to GDP of households’ net financial assets - assets that may be
used as a buffer if the financial situation deteriorates. The marked increase
in the household sector’s vulnerability is therefore the most significant risk
in regard to any deterioration in the economic situation.
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Economic cooling translated into declines in foreign trade and sales in
2019. The consequent worsening of the situation in the corporate sector
was evident in investment loans, as firms’ diminishing interest in invest-
ment activity meant they had less need to finance such activity. While the
non-financial corporate debt-to-GDP ratio is low in international com-
parison, the greatest risk of a structural nature is the debt-to-equity ratio,
which isamongthe highestinthe EU. The downtrend in default rates came
to a haltin 2019, but these rates remained at historically low levels.

The banking sector’s profitability and capital adequacy became
increasingly vulnerable to any economic deterioration

The main cause of the decline in the banking sector’s profit in 2019 was low-
er net income from the retail sector. This stems from the fact that banks
are less able to offset the substantial impact of declining returns on loans
by increasing their volume of lending or reducing their cost of funds rates.
Compared with other banking union countries, the profitability of banks in
Slovakia remains above average; however, that gap is gradually narrowing.

Giventhe ongoing build-up of cyclical risks associated with the increase in
household indebtedness, the strengthening of domestic banks’ solvency is
positive news. Their improving resilience is also supported by other sig-
nificant features of the sector, not least that it has one of the highest NPL
coverage ratios (including provisions and collateral) in the whole EU. The
funding structure of banks also improved during 2019, owing to stronger
growth in deposits and to banks’ issuance of covered bonds.

Chart 14
Financial sector assets as at 31 December 2019 broken down by market segment
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credit Factoring
SPMCs

Investment firms
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Banks - 71.1%

Insurers - 7.2%
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Investment firms - 0.3%

PFMCs - 7.5%
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Leasing and consumer credit - 4.1%
Factoring - 0.1%

Source: NBS.
Note: PFMCs - pension fund management companies; SPMCs - supplementary pension management
companies.
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The insurance sector was facing long-term risks, while pension
funds and investment funds were investing in riskier assets

In 2019 the insurance sector was facing several long-term risks. The first
risk was lower than originally expected returns on assets, which resulted
in insurers having to top up their reserves at the expense of their profit-
ability. The second risk was the introduction of a new tax on non-life in-
surance business, which is eroding profits and, in certain segments, also
reducing customer, and therefore premium, growth. This is further exac-
erbating the long-term problem of losses on motor insurance. A signifi-
cant structural risk is that a large part of insurers’ capital comprises the
volatile component that is expected profits included in future premiums
(EPIFP), which will not be ready to absorb any sudden, unexpected losses.
Although the EPIFP share in the insurance sector’s aggregate capital has
fallen slightly, it remains the highest in the EU.

The low interest rate environment of recent years has also been reflected
in the search-for-yield in non-bank sectors in Slovakia. Among companies
managing customer assets (pension fund management companies, sup-
plementary pension management companies, and investment fund man-
agement companies) and insurers, 2019 saw a gradual increase in their
equity investments and a lengthening of the duration of their bond port-
folios. Another trend within bond holdings was an increase in the share
of bonds of a lower investment-grade credit rating, and in the case of in-
vestment funds, also in the share of speculative-grade and unrated secu-
rities. Across investment funds there was also an uptrend in investments
in less liquid assets, such as assets related to the financing of property or
financial instruments not traded on an exchange. The main risk is the ex-
tent to which such assets can be realised in the event that funds face a sud-
den wave of redemptions. At present, this risk is mitigated by regulatory
minimum requirements for the amount of liquid asset holdings. Funds are
comfortably meeting this requirement as well as requirements for the reg-
ular stress testing of their liquidity.
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1 Monetary policy
implementation and
investment portfolio
management

In 2019 Narodna banka Slovenska (NBS) participated in the ECB’s asset
purchase programme (APP) by making purchases under the public sec-
tor purchase programme (used for purchasing central government bonds
and bonds issued by international and supranational institutions and
agencies located in the area) and the third covered bond purchase pro-
gramme (CBBP3). At the end of 2019 the securities in NBS’s monetary pol-
icy portfolio, measured at amortised cost amounted to €22 billion. Of that
total, Slovak government bonds accounted for €10.3 billion, supranation-
al bonds for €9.6 billion, and covered bonds purchased under the CBPP3
for €2 billion. The outstanding amount of domestic banks’ borrowing un-
der the second series of targeted longer-term financing operations (TL-
TRO II) was €526 million at the end of 2019, and the outstanding amount
under the three-month LTROs was €8 million. NBS’s involvement in mon-
etary policy operations in 2019 centred on the APP (see chart 15) and pre-
dominantly on the APP’s public sector purchase programme (PSPP). Of
NBS’s monetary policy assets at end-2019, 88% were purchased through
the PSPP.In 2019 NBS was also lending domestic and foreign government
securities purchased under the APP. This lending was conducted under
APP securities lending framework in two ways: via the State Street Bank
and Trust Company, as an agent, and via Euroclear Bank, as a custodian.
The securities were lent both automatically and to third parties on re-
quest.
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Chart 15
NBS monetary policy assets (percentages)
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Source: NBS.
Note: CBPP1 - first covered bond purchase programme; SMP - Securities Markets Programme; 3M
LTROs - three-month longer-term refinancing operations.

1.1 Minimum reserve requirements

In 2019 the ECB introduced a two-tier system for reserve
remuneration

Under Eurosystem rules, all euro area credit institutions are required to
hold a certain amount of funds as minimum reserves in their current ac-
counts at their national central bank (NCB). Institutions currently have
to hold a minimum of 1% of the sum of eligible balance sheet items that
constitute the basis for calculating the reserve requirement (‘the reserve
base’). This requirement must be met on average over the maintenance pe-
riod, i.e. the period over which compliance with reserve requirements is
calculated.

In 2019 a total of 27 credit institutions in Slovakia were subject to mini-
mum reserve requirements. They comprised 12 banks incorporated in
Slovakia (including three home savings banks) and 15 branches of foreign
credit institutions.

Excess reserves continued to be remunerated at a negative rate in 2019,
as they had been since 11 June 2014. That rate was lowered from -0.40% to
-0.50% on 18 September 2019.

Under the new two-tier system for remunerating excess reserve holdings,
a fraction of banks’ excess reserve holdings (the exempt tier) is exempt
from the negative deposit rate, and this tier is determined as a multiple
of a bank’s minimum reserve requirements. As from 30 October 2019 the
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multiple and remuneration rate were set at six and 0% respectively. The
non-exempt tier of excess liquidity holdings continued to be remunerated
at the deposit facility rate, which at the start of the tiering system stood at
-0.5%.

The average amount of reserves that banks were required to hold with
Narodna banka Slovenska in 2019 was €553.56 million, 5.8% more than in
2018. In 2019 the amount of banks’ actual reserve holdings at NBS was, on
average, 341.4% higher than the reserve requirement, while in 2018 it had
been 181.7% higher. This increase was due largely to the launch of the two-
tier system for remunerating excess reserve holdings, as banks increased
their reserve holdings in order to take advantage of the zero interest rate
applied to the exempt tier.

Chart 16
Reserve holdings and minimum reserve requirements in 2019 (EUR millions)
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1.2 Eligible assets

As a share of the assets used as collateral in Eurosystem credit
operations, covered bonds continue to increase gradually at the
expense of government debt securities

The collateral eligibility criteria for Eurosystem credit operations under-
went only minor changes in 2019, mainly concerning the further elabora-
tion of existing rules. One change was to align the criteria used for recog-
nised agencies in the collateral framework and agencies eligible for the
public sector purchase programme (PSPP). The ECB also amended the cri-
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teria for own-use of covered bonds. From 1 February 2020 covered bonds
must have an external credit assessment institution (ECAI) rating to be el-
igible for own-use.

There were also changes relating to credit claims used as collateral in Eu-
rosystem credit operations. Floating rate credit claims with an existing
floor or ceiling became eligible again, and it was clarified that credit claims
are not eligible if their most recent cash flow is negative. The method of as-
sessing floating rate credit claims for valuation haircut purposes was also
modified.

The value of Slovak marketable eligible assets was, on average, 2% higher
in 2019 than in 2018. In absolute terms, the value of these assets at the end
of 2019 was €40,893 million, which compared to its level at the end of the
previous year was higher by €717 million. Slovak government bonds con-
stituted almost 84.3% of these eligible assets, covered bonds 13.9%, Slovak
Treasury bills 1.0% and other bonds around 0.8%. Chart 17 shows eligible
asset trends in 2019, and Chart 18 compares the year-end composition of
eligible assets in 2018 and 2019.

Chart 17
Composition of Slovak eligible assets in 2019 (EUR millions)
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Chart 18
Composition of Slovak eligible assets as at end-December 2019 and end-
December 2018 (EUR millions)
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As regards the collateral pledged by domestic banks in Eurosystem opera-
tionsin 2019, its value declined slowly over most of the year and then fell more
sharplyin December. Its average value for 2019 was around 7% lower compared
with the previousyear. The average share of government debt securities in the
pledged collateral has been gradually declining in recent years, and in 2019 it
dropped to 75%. By contrast, the average share of covered bonds continued to
increase, up to 17.4%. The shares of credit claims and other bonds remained
broadly unchanged from the previous year, at 5.5% and 2.1% respectively.

Chart 19
Eligible collateral pledged by domestic banks in Eurosystem credit operations
in 2019 (percentages)
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As for collateral issued in foreign markets, its share in the collateral
pledged by domestic banks in Eurosystem operations maintained
its year-on-year uptrend in 2019

As a share of the total collateral pledged by domestic banks, collateral is-
sued in the domestic market fell slightly, to almost 74.29% (see Chart 21). In
previous years this figure had been around 80% (the share in 2018 is shown
in Chart 20). Slovak counterparties use a collateral pool to manage their
collateral.

Chart 20
Use of domestic and foreign eligible assets in 2018 (percentages)

Foreign assets

Domestic assets
M Foreign assets - 17.25%
B Domestic assets - 82.75%

Source: NBS.

Chart 21
Use of domestic and foreign eligible assets in 2019 (percentages)
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B Foreign assets - 25.71%
B Domestic assets - 74.29%

Source: NBS.
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1.3 Investment portfolio management

The total value of NBS's investment portfolios was €9.86 billion at
the end of 2019.

Under an investment policy adopted in 2008 and amended in 2014 and
2016, Narodna banka Slovenska manages its investment portfolios with
the aim of ensuring that they contribute positively to the bank’s overall
financial result. The total value of NBS’s investment portfolios as at 31 De-
cember 2019 was €8.48 billion (at corresponding exchange rates and with
securities at nominal value), or €9.86 billion including gold. Most of the
portfolios are bond portfolios, which are currency hedged by including
portfolios denominated in euro, US dollars, British pounds, Swiss francs
and Japanese yen (where interest rate risk is managed in a standard way
through interest rate swaps and futures contracts) and a portfolio of Chi-
nese government bonds. Chart 22 shows the change in value of these bond
portfolios during 2019, and Chart 23 shows the breakdown of NBS’s bond
holdings by country of issuer.

The total return on NBS's investment portfolios in 2019 stood at
€321.6 million

Since June 2018 NBS has had an equity portfolio that comprises shares in
selected exchange-traded funds representing the global equity market. As
at 31 December 2019 the market value of this portfolio stood at €177.7 mil-
lion. The central bank’s indirect investment in the Chinese renminbi? had
a market value of around USD 52 million at the end of 2019. The total re-
turn on NBS’s investment portfolios in 2019 was around €321.6 million
(converted to euro at year-end exchange rates), including the return on
gold reserves® and taking into account hedging costs and other expenses
and income arising from operations on the liability side of the individual
portfolios.

2 Invested in the currency through the BISIP CNY, a fund comprising Chinese government
bonds which is managed by the Bank for International Settlements in Basel.

3 The overall return on gold holdings was around €245.7 million, mostly accounted for by
gold price movements.
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SLOVENSKA NBS bond portfolios in 2019 - nominal value of securities (EUR millions)
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Chart 23
Total value of NBS bond portfolios as at 31 December 2019 - broken down by
country of issuer (percentages)
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2 Financial stability
and financial market
supervision*

2.1 Banking sector, payment services, and AML/CFT

2.1.1 Banking sector

As at 31 December 2019 a total of 12 banks and 15 foreign bank branches

were operating in Slovakia. Under the Single Supervision Mechanism

(SSM), consisting of the European Central Bank (ECB) and the national

competent authorities of participating Member States, all banks and for-

eign bank branches in Slovakia are categorised as either:

« significant institutions (SIs),’ supervised directly by the ECB in cooper-
ation with Narodna banka Slovenska;

« lesssignificant institutions (LSIs),® supervised directly by NBS; three of
these institutions are classified as high-priority LSIs.

In 2019 a total of 24 proceedings were initiated in which the ECB exercis-
es decision-making power in cooperation with NBS. The majority of these
proceedings concerned fit and proper assessments of persons nominated
to be a member of a significant bank’s management board or supervisory
board.

In 2019 NBS issued a total of 73 decisions under supervisory proceedings
concerning this sector; most of them were grants of prior approval for ap-
pointments to one or more of the following positions: member of a man-
agement board or supervisory board, senior manager, and chief internal
control/audit officer.

4 Further details are provided in a Slovak-language report entitled “Sprava o ¢innosti itvaru
dohladu nad finan¢nym trhom NBS za rok 2019“ (Report on the Activities of the Financial
Market Supervision Unit of NBS in 2019), which is published on the NBS website at http://
www.nbs.sk/sk/publikacie/publikacie-dohladu/sprava-o-cinnosti-udf.

5 Tatra banka, a.s., VSeobecn4 tiverova banka, a.s., Slovenska sporiteliia, a.s., Ceskoslovenska
obchodné banka, a.s. and CSOB stavebnd sporitelfia, a.s. (both belonging to KBC Group),
UniCredit Bank Czech Republic and Slovakia, a.s. (foreign bank branch), Komeréni banka,
a.s. (foreign bank branch), mBank S.A. (foreign bank branch), and Raiffeisen Centrobank
AG Slovak Branch (foreign bank branch).

6 Other banks and foreign bank branches operating in Slovakia.
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Priorities of the SSM and NBS banking supervision

One of the key priorities for all the Bank’s supervisory activities in 2019
was credit risk. Supervision focused mainly on analysing the quality of
banks’ portfolios in close connection with the approval of a new definition
of “default” and with the continuing long-term SSM project focused on re-
viewing banks’ internal models used for the capital requirement calcula-
tion.

Inspections targeted at reviewing housing loan portfolios

NBS banking supervision responded to developments in the Slovak bank-
ing market, which, on the one hand, was reporting a prolonged uptrend in
retail lending and, on the other hand, a downtrend in interest rates, in par-
ticular rates on loans secured by residential real estate. It was natural in
this situation to open discussions at SSM fora on the need to review the
quality of retail portfolios.

Two comprehensive inspections conducted by international teams com-
menced in 2019 at two significant institutions in Slovakia and neither was
formally completed by the end of the year. In addition to these inspections,
NBS banking supervision staff participated in a further eight internation-
al inspections and in four on-site inspections at LSIs.

Reviewing of credit standards at EU and national levels

In an environment of low interest rates, high non-performing loan ratios
in several European countries, discussions about loan pricing, and down-
ward pressure on banks’ profitability, the ECB and the European Banking
Authority responded with a number of initiatives in 2019. Among them
was a review of credit underwriting standards conducted at EU and na-
tional levels. In Slovakia, the review was conducted by NBS through ongo-
ing supervision of the country’s three largest banks.

In 2019 NBS banking supervision actively participated in the work of the
ECB’s joint supervisory teams (JSTs) and supervisory colleges for individ-
ual European banks, which includes the production of annual assessments
of the supervised banks. Compared with the 2019 assessments of other EU
banks, the assessment results for Slovak banks were among the best.

2.1.2 Payment services and electronic money issuance

The fastest-growing sector of the Slovak financial market in 2019 was pay-
ment services. As at 31 December 2019 a total of 13 payment service pro-
viders were authorised to operate in the Slovak financial market; nine of
them were authorised to provide payment services to an unlimited extent,
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and four of them to alimited extent. One electronic money institution was

active in the Slovak financial market in 2019.

A total of 25 final decisions concerning payment services were issued by
NBS in 2019, including one decision to authorise the provision of payment
services. The other decisions concerned the grant of prior approval for ap-
pointments to one or more of the following positions: member of a man-
agement board or supervisory board, and chief internal control officer.

New EU legislation concerning the provision of payment services
is bringing several innovations

The Commission Delegated Regulation on strong customer authentication
and secure standards of communication (‘the SCA regulation’), in force
from 14 September 2019, supports new security requirements introduced
into the payment services market by the EU’s second Payment Service Di-
rective (PSD 2) and does so partly by regulating third-party access. In this
case, ‘third party’ means account information service providers and pay-
ment initiation service providers in regard to payment accounts accessible
online which are held with account servicing payment service providers,
in particular with banks. The operational testing of these bank interfaces
was already available for functional testing by third parties from 14 March
2019.

Banks that decided to establish a dedicated interface for third-party com-
munication with customer accounts were required to provide a fallback
mechanism to ensure that third parties continue to have access to pay-
ment accounts in the event of an unexpected occurrence. Banks and oth-
er account servicing payment providers that opt for a dedicated interface
may be exempted by NBS from having to provide a fallback mechanism
only if their dedicated interface complies with all stipulated conditions.
In 2019 NBS granted five such exemptions.

Certain problems were highlighted by the implementation of the
SCA regulation

The SCAregulation defined new categories of security features for custom-
er authentication. The technical demands of harmonising SCA require-
ments across the EU necessitated the adoption of measures by the EBA and
national regulators, including Narodna banka Slovenska.

In the European context, the main problematic area in the implementation
of the SCA regulation concerns compliance with requirements in regard to
e-commerce card-based payment transactions (where the payment card is
not physically present when the purchase is made).
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On this matter, in 2019, NBS was communicating regularly with banks in
their capacity as payment service providers. There was also intensive com-
munication between the EBA, NBS and the Slovak Banking Association
(SBA).

Based on the results of a survey conducted in the EU internal market, in
October 2019 the EBA issued an Opinion on the deadline and process for
completing the migration to SCA for e-commerce card-based payment

transactions.

In accordance with the EBA Opinion, NBS in November 2019 issued a meth-
odological guideline for financial market participants (specifically banks
and payment institutions) in order to give payment service providers guid-
ance on time periods, deadlines, procedures and information obligations
in regard to the EU-wide harmonisation of procedures for e-commerce
card-based transactions.

2.1.3 Foreign exchange activity

As at 31 December 2019 there were 673 entities in Slovakia holding a foreign
exchange authorisation. During 2019 NBS issued 16 decisions in this area,
14 of which were decisions to issue a foreign exchange authorisation.

Eighteen sanction proceedings that resulted in the imposition of a fine
were initiated in 2019.

In the same year NBS conducted six on-site inspections focused on check-
ing compliance with the Foreign Exchange Act.

2.1.4 Non-bank consumer lending

As at 31 December 2019 there were 32 non-bank lenders operating in the
Slovak financial market, of which 31 were authorised to provide consumer
credit to an unlimited extent and one to alimited extent.

In2019 NBSissued 39 final decisions under approval proceedings concern-
ing non-bank lenders, including two authorisations to provide consumer
credit to an unlimited extent and 27 prior approvals for appointments to
one or more of the following positions: member of a management board
or supervisory board, authorised representative, and chief internal control
officer.

In 2019 NBS conducted four comprehensive on-site inspections at non-
bank lenders. These inspections focused mainly on reviewing and assess-
ing compliance with the Consumer Credit Act in the provision of consum-
er credit, compliance with business conditions, the internal control/audit
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system, and the system for preventing money laundering and terrorist fi-
nancing.

2.1.5 First comprehensive risk assessment of Slovakia in the area
of anti-money laundering and combating the financing of
terrorism

Action plan to combat money laundering, financing of terrorism
and financing of the proliferation of weapons of mass destruction
for the period 2019 to 2022

Risk assessments in the AML/CFT area were a feature of 2019. In connec-
tion with a cross-cutting project entitled “National assessment of the risk
of money laundering and terrorist financing”, the Slovak Government in
May 2019 approved an “Action plan to combat money laundering, financ-
ing of terrorism and financing of the proliferation of weapons of mass
destruction for the period 2019 to 2022”. The document sets out specific
tasks aimed at improving the efficiency of AML/CFT activities in Slovakia.
Narodna banka Slovenska, in cooperation with other sectors, is actively
engaged in the performance of these tasks and in mitigating risks in this
area. Several national authorities are cooperating on the project, including
ministries with competence in this area, the Financial Intelligence Unit,’
the General Prosecutor’s Office, and the courts. As regards the assessment
and analysis of risks to financial market participants, NBS is the principal
actor.

5. Evaluation of Slovakia by experts from the Council of Europe's
MONEYVAL Committee

Another important assessment activity in which NBS is actively involved
is the evaluation of Slovakia carried out by the Council of Europe’s Com-
mittee of Experts for the Evaluation of Anti-Money Laundering Measures
and the Financing of Terrorism (MONEYVAL). The Committee is tasked
with assessing compliance with the principal international standards to
counter money laundering and the financing of terrorism and the effec-
tiveness of their implementation.

From the beginning of 2019, the Bank was preparing documents for what
would be MONEYVAL’s 5th round of an evaluation covering the whole fi-
nancial market in Slovakia. The primary purpose of the evaluation is to
assess the overall effectiveness of Slovakia’s AML/CFT system - to evaluate
Slovakia from both a technical perspective (the provisions of the legisla-

7 Financial Intelligence Unit of the National Criminal Agency of the Presidium of the Police
Force of the Slovak Republic.
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tive framework for AML/CFT) and in terms of efficiency (how effectively
AML/CFT legislative provisions are applied). The MONEYVAL evaluation
visit took place in Bratislava from 7 to 18 October, and the evaluation pro-
cess will continue into the period ahead.

In 2019 NBS conducted four AML/CFT-related on-site inspections at banks
and foreign bank branches, during which it checked the institutions’ com-
pliance with AML/CFT obligations. In addition, members of the NBS su-
pervisory staff prepared a set of questions that are required for off-site
supervision and are designed to identify AML/CFT risks to the financial
market.

2.2 Insurance sector

Insurance undertakings in 2019

During 2019 a total of 14 insurance companies were operating in the Slovak
financial market under the Solvency Il regime. As of 31 December 2019 one
insurer was dissolved by merging with another insurer. In the same year,
one insurer ceased its activities, and its insurance portfolio was trans-
ferred to another insurer. Twenty branches of (re)insurers from other EU
Member States were also operating in Slovakia in 2019.

2.2.1 Review of Solvency lI

The need for a review of insurers' reporting obligations was clear
from practical experience

Throughout 2019, NBS was actively involved in activities of EIOPA working
groups aimed at improving insurance-related EU legislation, which is un-
dergoing a substantial review. The Bank was able to support these efforts
with the experience gained from its regulatory and financial market su-
pervision activities, thus enabling a transfer of knowledge acquired from
the practical application of regulations in national conditions.

Proposals for the review were divided into two independent areas and put
out for consultation.

The first area concerned insurers’ reporting of supervisory data and dis-
closure of data. Since the entry into force of the Solvency II regulatory
regime for (re)insurers, it has become clear that some of the reporting re-
quirements for insurers need to be reviewed. At the same time, data which
would help improve the performance of supervision and are not available
on a periodic basis should be added to insurers’ reporting statements.
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The review is also focused on improving the financial condition report
which, under the regulatory regime, all insurers are required to disclose.
The purpose is to make the report clearer for consumers, so that they
themselves can evaluate and assess the information contained in it. On
the other hand, investors and analysts considered the report to be lacking
in detail; in their view, it should be tailored to a professional readership,
to make it easier to use for analytical purposes. This is also why EIOPA is
considering whether there should be two reports instead of one: a report
for consumers and a report for analysts, investors and other professionals.

In the second round of the consultation exercise, NBS together with oth-
er supervisory authorities put out a document proposing changes mainly
in regard to Pillar 1 of Solvency II, in particular changes to the following:
the calculation of technical provisions, the definition of the risk-free dis-
count curve, the calculation of own funds, and the calculation of certain
sub-modules of the solvency capital requirement. The document also put
forward proposals extending into Pillar 2, specifically in regard to propor-
tionality, group supervision, and insurers’ conduct of business under the
freedom to provide services in other EU Member States or by establishing
a branch licensed in another EU Member State.

The extent of the proposed changes was reviewed on the basis of
data collected from insurers

To make the case for some of the proposed changes to the regulatory frame-
work, it was necessary for EIOPA, via national supervisory authorities, to
collect from insurers data that are not directly available through standard
reporting statements. The purpose was to determine the extent of the pro-
posed changes more efficiently and precisely. For that same reason there
was direct cooperation with insurers, while a sufficiently representative
sample was ensured through the participation of smaller, medium-sized
and larger insurers. For this purpose, EIOPA in 2019 produced stress sce-
narios for insurers. The cooperation took place in a standard way in ac-
cordance with national and EU regulations. In Slovakia, insurers sent the
data to NBS, and NBS, after validating the data, sent them to EIOPA for fur-
ther processing.

2.2.2 On-site and off-site supervision
Increase in number of AML-related on-site inspections

In the first half of 2019, NBS completed six thematic on-site inspections
of insurers which it had initiated in the previous year. They included two
inspections that focused on both own funds and remuneration policy, two
that examined the performance of and compliance with obligations aris-
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ing under the AML/CFT Act, one that centred solely on the institution’s
own funds, and one that examined the corporate governance system and
outsourcing activities. Supervisory activities in the insurance sector in
2019 also included the initiation and completion of one thematic on-site
inspection focused on AML and the initiation of two on-site inspections
that were not completed by the end of the year. Each of the uncompleted
inspections examined the respective institution’s AML system, while one
of them also reviewed the management of insurance contracts and the set-
tlement of insurance claims, and the other looked at the accounting and
reporting of unassigned payments and at the insurers implementation of
measures to eliminate shortcomings identified during a previous on-site
inspection (conducted in 2013-14 and focused on the area of motor third
party liability insurance).

Off-site supervision focused on the adequacy of premiums in
motor third party liability insurance and the amount of agent
commissions in relation to product management, product
oversight, and insurance distribution

Besides regularly reviewing statements and reports submitted by insur-
ers, NBS conducts off-site supervision of all insurers in Slovakia. In 2019
this supervisory activity focused on ascertaining how insurers were im-
plementing in their internal rules new legislation concerning product
management, product supervision and insurance distribution, given that
the EU’s Insurance Distribution Directive had been enacted in Slovak law
in 2018.

The off-site supervisory activities in 2019 included the supervision of all
insurers, including branches of insurers from other EU Member States,
which conduct business in the area of motor third party liability insur-
ance (MTPL). The purpose of this activity was not only to review the state
of compliance with requirements of the MTPL Act in regard to premium
adequacy, but also to identify best practices among insurers in the area of
MTPL insurance business.

Meetings with market participants

Several meetings took place in 2019 between members of the NBS supervi-
sory staff and representatives of individual insurers and representatives
of external audit firms. These meetings focused mainly on the activity of
supervised entities under the Solvency II regime, on the principal risks in
the insurance sector, and on the outlook for the insurance market.

ANNUAL REPORT NBS | 2019 | SECTION B | CHAPTER 2 47



8

NARODNA
BANKA
SLOVENSKA

EUROSYSTEM

2.3 Securities market, pension fund sector, and
financial intermediation and financial advisory
services

Among the Slovak financial market participants as at 31 December 2019
were 22 domestic investment firms and seven investment firms operat-
ing through a branch under MiFID 2, two of which operated through tied
agents. There were also eight banks and four foreign bank branches au-
thorised to provide investment services.

In the investment fund sector, nine domestic asset management compa-
nies and seven banking entities performing depository activities were op-
erating as at 31 December 2019.

As for the pension fund sector,® there were five pension fund management
companies (second pillar) and four supplementary pension management
companies (third pillar) operating in Slovakia as at 31 December 2019. Two
PFMCs merged in 2019 to form a single company. Five banking entities
were acting as depositories for second-pillar and third-pillar entities.

In the sector of financial intermediation and financial advisory services,
a total of 27,927 entities were listed in the register of financial agents and
financial advisers (REGFAP) as at 31 December 2019. Of these entities, 479
were issued in 2019 with an authorisation to operate as an independent
financial agent and 12 were issued with an authorisation to provide finan-
cial advisory services. In 2019 in Slovakia there were thirteen entities au-
thorised to provide specialised financial education.

Off-site supervision also covered the Bratislava Stock Exchange (BSSE)
and two central securities depositories (CSDs): Centralny depozitar cen-
nych papierov SR (CDCP) and Narodny centralny depozitar cennych papi-
erov (NCDCP). Issuers of securities admitted to trading on the BSSE were
also subject to off-site supervision in order to check their compliance with
information obligations vis-a-vis Narodna banka Slovenska via the NBS-
maintained Central Register of Regulated Information (CERI). There were
76 such issuers registered as at 31 December 2019.

8 The second pillar of the Slovak pension system - the old-age pension scheme - is a largely
compulsory defined-contribution scheme operated by pension fund management compa-
nies (PFMCs). The third pillar - the supplementary pension scheme - is a voluntary de-
fined-contribution scheme operated by supplementary pension management companies
(SPMCs).
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2.3.1 Investment services - further elaboration of certain issues

In 2019 NBS issued a methodological guideline, an opinion, and a set of
questions and answers in order to provide further details on certain topics
and issues in the area of investment services.

Significant impact of fund distribution on the capital market

At the start of 2019 NBS issued a methodological guideline on the issue of
fund distribution by authorised entities (banks, investment firms, and fi-
nancial agents). Given its significant implications for the capital market,
the guideline, in particular its substantive aspects, was under discussion
at the Bank for some time. It was produced in connection with a Securities
Act amendment that enacted MiFID 2 in Slovak law. The guideline’s pur-
pose is to harmonise the interpretation of certain provisions regulating
the distribution of funds by authorised entities and to establish transpar-
ent terms for the conduct of this business by all authorised entities. NBS
sees the guideline as contributing to a convergence of views and to a prop-
er understanding of fund distribution as a regulated activity.

NBS guidance provided to sector through questions and answers

In the first half of 2019 NBS also issued a set of frequently asked questions
and answers regarding problems related to the practical application of Mi-
FID 2 and MiFIR. The document was the result of cooperation between the
Bank and Slovakia’s Association of Securities Dealers in regard to the in-
terpretation of Security Act provisions. The document answers questions
put to the Bank, as the supervisory authority, by supervised entities and
professional organisations and provides interpretations of national and
EU law concerning matters within the Bank’s competence.

The questions and answers concern mainly the organisation and govern-
ance of investment firms, market and reporting transparency, product
management, record-keeping obligations, costs and fees, testing of suita-
bility and adequacy, and testing of stimuli.

Streamlining of the scrutiny and approval process for prospectuses

Based on its obligations arising directly from the EU’s Prospectus Regula-
tion, the Bank in 2019 issued a methodological guideline on the scrutiny
and approval process for prospectuses. Under the Regulation, competent
authorities are required to provide on their websites guidance on the scru-
tiny and approval process in order to facilitate efficient and timely approv-
al of prospectuses.
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Even before the Prospectus Regulation entered into force, the Bank had in
place a consultation and interim review process for prospectuses. Issuers
offering securities and persons asking for admission to trading on a regu-
lated market had the opportunity to consult NBS about the content of the
prospectus even before submitting an official publication. The methodo-
logical guideline formalised this process and satisfied the requirements of
directly applicable EU legislation.

NBS opinion on the provision of investment services under an
exemption

In early autumn 2019 NBS issued an opinion on the application of an ex-
emption under Section 54(3)(d) of the Securities Act. The provision of in-
vestment services and the performance of investment activities are regu-
lated activities; unlessthe Securities Act or another act provides otherwise,
an entity other than an investment firm may not perform these activities if
NBS has not granted that entity authorisation to provide investment ser-
vices or, as an ancillary service, safekeeping and administration of finan-
cial instruments for the accounts of clients, including custodianship. The
respective provision of the Securities Act provides for an exemption from
that rule.

The issuance of the opinion followed repeated requests to NBS for further
clarification on the conditions under which the exemption applies. To that
end, the Bank issued a single opinion providing details about the exemp-
tion conditions, which is available on the NBS website® and will simplify
the processing of responses to questions on this issue.

2.3.2 Annual pension account statements sent to savers

Clear and comprehensible information in statements of personal
pension accounts

Given that a growing number of SPMCs’ customers (third pension pillar)
were complaining about the statements of their personal pension ac-
counts, and given other practical experience in this area, there was a clear
need for a legislative amendment to address the issue. In this context,
during 2019, NBS representatives were actively engaged in the drafting of
the new Measure No 411/2019 of the Ministry of Labour, Social Affairs and
Family laying down model statements of personal accounts and expected
pension benefitsin the supplementary pension scheme. The main purpose
of the measure was to incorporate the implications of a constitutional law

° https://www.nbs.sk/sk/dohlad-nad-financnym-trhom/legislativa/detail-dokumentu/_76
c785£8-45c8-4504-9b34-60e119ea386e
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that set a single retirement age ceiling and to remedy shortcomings iden-
tified in practice. At the suggestion of NBS, made in response to consumer
feedback, the model statements included an explanation of how pension
fund performance fees are charged.

NBS participation in the preparation of an EU-wide model pension
benefit statement

The issue of clear and comprehensible statements is not confined to Slova-
kia. In 2019 NBS representatives at EIOPA were participating in the draft-
ing of model pension benefit statement for use throughout the European
Union. A long-term objective of the Bank, in cooperation with the Ministry
of Labour, Social Affairs and Family, is that EU standards and concepts be-
come established in the Slovak environment and that pension savers are
provided with comprehensive information in a clear and comprehensible
way that is unified across the European Union.

2.3.3 On-site and off-site supervision
Survey of information assessment in the appropriateness regime

In 2019 NBS participated in an ESMA survey conducted as part of the Euro-
pean supervisory authority’s common supervisory action (CSA) initiative.
The survey focused on the process of providing and assessing information
about the appropriateness of clients’ knowledge and experience in the in-
vestment field relevant to the specific type of financial instrument. Con-
ducted as part of off-site supervision, the survey was in the form of a ques-
tionnaire sent to a sample of nine investment firms. It assessed mainly
compliance with the legal framework, the processes and procedures for
obtaining information from clients, the content of clients’ knowledge, and
how the level of knowledge and experience that clients need to trade in
financial instruments is evaluated.

On-site inspections centred on causes of an increasing number of
consumer complaints

Inthe pension fund sector, thematic on-site inspections were conducted at
all PFMCs and SPMCs in 2019. They focused on the structure and content
of pension account statements sent to savers in the second pillar and par-
ticipants in the third pillar. The thematic inspections were selected on the
basis of the increased number of applications and complaints sent to the
NBS, especially from third-pillar participants who thought the amount of
performance fees charged by SPMCs was disproportionate to the amount
of savings in their personal pension accounts. The inspections showed,
however, that the companies had been acting in accordance with the law
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and that the figures given in pension account statements under both the
second and third pillar simply reflected the adverse developments in fi-
nancial markets towards the end of 2018, which weighed on the perfor-
mance of both old-age pension funds and supplementary pension funds.
The pension companies were charging fund performance fees only for the
period of financial market growth.

First on-site inspection at a provider of specialised financial
education

A Financial Intermediation Act amendment, in effect from 23 February
2018, introduced among other things changes in the form of specialised
financial education and in the frequency of, and rules for, the provision
of such education. The amendment clearly defined the entities authorised
to provide specialised financial education for particular sectors and for
different levels of professional competence. As a result, the remit of NBS
supervision was extended to include supervision of specialised financial
education providers. In this context, the Bank in 2019, for the first time,
conducted an on-site inspection of a specialised financial education pro-
vider. Theinspection examined mainly the quality of the specialised finan-
cial education - whether it was beneficial for the recipients and whether it
provided a source of new information and knowledge.

Preparation of risk-oriented capital market supervision

Off-site supervision in 2019 included standard checks of investment
firms, asset management companies, the Bratislava Stock Exchange, cen-
tral securities depositories, pension fund management companies, and
supplementary pension management companies. A sample of issuers of
securities traded on the BSSE regulated market was also examined. In
2019 off-site supervision focused mainly on assessing the capital adequa-
cy of investment firms. At the same time, the supervisory staff prepared
a framework for risk-oriented supervision, mainly in regard to investment
firms and asset management companies.

2.4 Cross-cutting themes

2.4.1 Macroprudential policy

The low interest rate environment has been contributing to the ongoing
build-up of cyclical risks (mainly in lending to households) and to further
interest margin compression. These two trends represented the main risks
to Slovakia’s financial stability in 2019. Despite these risks, however, the
Slovak banking sector remained stable and sufficiently capitalised, with
all risks adequately covered.
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Significant risks persisted in the household credit market, and NBS
responded to them

The second half of 2019 saw housing loan growth pick up again, owing
mainly to the strength of market competition and a further drop in inter-
est rates. In response to this situation, NBS tightened regulatory limits
on retail lending. A reduction of the limit on the debt-service-to-income
(DSTI) ratio, from 80% to 60%, started to be phased in from 1 January 2020.
The main aim of this measure was to reduce the probability of borrowers
being unable to service their debts during periods of stress. Lowering the
DSTI ratio cap protects not only banks, but also households by making
them more resilient to any potential financial crisis. The policy tightening
is expected to result in a slower pace of household indebtedness growth
and to ease pressures in the property market.

By raising the capital buffer, NBS increased the banking sector's
resilience

In 2019 NBS responded to mounting risks by further increasing the coun-
tercyclical capital buffer (CCyB) rate. The buffer is usually built up during
good times in order to make banks more resilient during periods of stress.
NBS decided to raise the CCyB rate from 1.5% to 2% from 1 August 2020,
mainly because credit growth was excessive and property prices were
continuously rising, which in the low interest rate environment was sup-
porting a build-up of imbalances. The increase in the CCyB rate needs to
be seen in the context of banks diminishing capacity to absorb potential
losses during periods of stress, a situation that is further exacerbated by
decreasing risk weights.

Bank levy increase is problematic

The bank levy, under its current terms, is not only swallowing up a large
part of banks’ profits, but its indefinite duration is impairing the overall
outlook for the banking sector. Besides reducing banks’ ability to build-
up capital buffers, the levy also may have a negative impact on the credit
market or on the willingness of banks’ owners to invest in this sector in
Slovakia.

2.4.2 Fintech

Financial technology (fintech) can be summed up as a field of technologi-
cal innovations used to support the provision of various financial servic-
es, including payment services, banking services, investment services and

insurance services.
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Launch of the Innovation Hub

In order to support the implementation of modern technologies in the Slo-
vak financial sector and to improve the rules of its operation, Narodna ban-
ka Slovenska in cooperation with the Slovak Finance Ministry launched an
Innovation Hub on 1 April 2019. It is designed for entities that have a feasi-
ble business plan in the fintech field and comprises several components.

The Fintech section of the NBS website!® provides an overview of inno-
vative business models and a basic guide to the regulatory framework in
this area. For entities that have a feasible fintech business plan but are
not equipped to interpret the relevant legislation on matters within NBS’s
competence, the Fintech section provides an electronic contact form. This
allows them to structure their inquiry in such a way that the appropriate
NBS expert can provide them with a fast and informed response. At the
same time, the Bank has put in place an internal process that ensures the
identification and involvement of experts who are able to provide various
points of view on a given inquiry. This is an internal horizontal function
which reflects the multidisciplinary and cross-cutting nature of the in-
quiries.

In operating the Innovation Hub, NBS is acting in accordance with its
mandate to contribute to the secure and sound functioning of the finan-
cial market, so as to ensure financial market credibility and the protection
of financial consumers and other financial market customers. The Innova-
tion Hub is fulfilling the purposes for which it was established. It has the
potential to reduce risks related to financial innovations and to increase
benefits for the economy and consumers.

2.4.3 Information support

In 2019 a number of new information systems (ISs) were established at
NBS in compliance with regulatory requirements and in order to increase
the financial awareness of financial consumers. At the same time, the
Bank’s other supervisory information systems continued to be operated
and developed.

Register of Bank Loans and Guarantees replaced with a new version

For the NBS-maintained Register of Bank Loans and Guarantees (RBUZ),
2019 was significant year. A new version of the Register finally replaced
the existing version after the end of a period of parallel operation. The
upgrade was related to developments with the ECB’s AnaCredit, a dataset

10 https://www.nbs.sk/en/financial-market-supervisionl/fintech
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which contains detailed information on individual bank loans in the euro
area and for which data collection began in September 2018. In order to im-
prove the quality of data in the Register, the new version incorporates new
outlier analyses and comparisons of data in other statements. The Register
now meets the requirements laid down by the ECB (in regard to AnaCredit
and the Register of Institutions and Affiliates Database), and in future it
will also be a key component in the international exchange of credit data.
The Register also maintains its function as a provider of information to
banks about client credit exposure.

Changes in the Register of Entities

The Register of Entities, an integral part of the RBUZ, underwent several
important changes in 2019. Processes and checks were introduced to en-
sure data quality is at the level required for the international exchange of
data with the ECB’s RIAD. As part of efforts to reduce the reporting burden
onreporting entities, data from the Social Insurance Agency were integrat-
ed into the system, and the quality of data transmitted to the ECB was in-
creased.

Expanded functionality in the register of financial agents and
financial advisers (REGFAP)

In the register of financial agents and financial advisers (REGFAP), the
scope of collected data and the manner of displaying data on financial
agents were expanded in 2019. In line with the digitalisation trend, email
replaced traditional postal mail as the means for giving notification about
the assignment of company registration number (ICO) to a financial agent.

2.4.4 Resolution

In the area of resolution, NBS supervisory activities in 2019 included ac-
tive involvement in the resolution planning process for banks that fall
under the competence of the European Union’s Single Resolution Board,
for banks that fall under the competence of Slovakia’s Resolution Council
and which belong to a group whose parent undertaking is established in
a non-banking union Member State, and for banks that do not fall under
the competence of the Resolution Council.

The 2018/2019 resolution planning cycle culminated with the determina-
tion of the minimum requirement for own funds and eligible liabilities
(MREL). The fulfilment of this requirement over a period of four years will
ensure that the banks have sufficient eligible (and prescribed by law) own
funds in the event that resolution is needed.
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3 Financial consumer
protection

Narodna banka Slovenska has since 2015 been the authority responsible
for consumer protection in Slovakia’s financial market. The Bank’s activity
in this area includes handling complaints made by consumers and other
customers about financial services. It also involves on-site and off-site su-
pervision, the main purpose of which is to determine whether consumers
are victims of unfair commercial practices or unfair terms. If a breach of
rulesis established and rectification is required, sanctions are imposed.

3.1 Supervisory themes

3.1.1 From the supervision of consumer lending to the
supervision of consumer debt recovery

When, in 2015, NBS assumed responsibility for the financial consumer pro-
tection in Slovakia, the number of non-bank lenders providing consumer
loans was as high as 256. They were conducting this business without be-
ing authorised by NBS, since it was not until after 2015 that new legislation
requiring an authorisation took effect. As at 31 December 2019 a total of 31
companies were authorised to provide consumer loans in unlimited scope
and one was authorised to provide them in limited scope. Trends in con-
sumer lending by banks and non-bank lenders are shown in Chart 24.

Chart 24
Consumer lending by banks and non-bank lenders
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The period from 2015 to 2017 saw further restrictions on consumer lending as
well as a tightening of regulatory policy. The provision of loans in cash was
prohibited, as was the sale of ancillary services making a loan more expensive.
Inaddition, afurther price ceiling was introduced which affected mainly loans
withatermofuptooneyear.Obligationstomaintainacreditregisterandtover-
ify borrowers’ income with the Social Insurance Agency were also laid down.
Detailed legal provisions on the ability of borrowers to repay loans were elab-
orated; limits were set on consumers’ borrowing capacity and on loan terms.

Supervisory activities in the consumer protection field responded to these
developments. From almost the moment they obtained their authorisa-
tion, non-bank lenders came under supervisory scrutiny. As regards cas-
es of rule-breaking in area of consumer lending, Table 5 summarises the
number of cases that NBS dealt with between 2016 and 2019.

Table 5 Consumer complaints about bank and non-bank lenders

Complaints about lending by
Complaints banks non-bank lenders
Year in total
Into Number of Percentage of Number of Percentage of
complaints total complaints complaints total complaints
2016 2,410 6 0.20 425 17.60
2017 2,371 31 1.30 356 15.00
2018 1,949 131 6.70 136 7.00
2019 2,171 123 5.70 124 5.70
Source: NBS.

In 2019 NBS supervisory activities continued to include ongoing monitor-
ing of banks and non-bank lenders for compliance with consumer lending
rules, as well as monitoring of housing loans. Supervision also examined
debt recovery practices in relation to consumer lending, i.e. at the end of the
credit relationship. Debt collection companies that purchase credit claims
arising from consumer loans must by law be authorised by NBS to provide
such loans. Thus, these companies fall into the category of supervised enti-
ties subject to the NBS supervisory regime. Their customers may send com-
plaints about them to NBS and request protection of their consumer rights.
The trend shift from complaints about consumer loan contracts to com-
plaints about debt collection activities is evident from the figures in Table 6.

Table 6 Consumer complaints about lending and debt recovery

Complaints about loans provided .
Loan-re'late.d by non-bank lenders Complaints about debt recovery
Year complaints in
total Number Percentage of Number Percentage of
total complaints total complaints
2016 726 425 58.50 11 1.50
2017 655 356 54.40 28 4.30
2018 409 136 33.30 36 8.80
2019 408 124 30.40 66 16.20

Source: NBS.
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In its supervision of debt collection companies, NBS analyses mainly the

following risks related to consumers:

» Risk related to inadequate scrutiny of purchased claims arising from
consumer loans. In this situation, the amounts recovered may not corre-
spond to the contractual terms and conditions or the debt may be time-
barred and therefore not recoverable through judicial proceedings.

« Where debt collection companies, in seeking to recover a debt, put pres-
sure on the debtor - through how they choose to communicate, through
the content of the communication, or through the number of times they
make contact - to an extent that may constitute an illegal unfair practice.

o Where the debt recovery process includes offering the debtor a new re-
payment arrangement in return for consideration, that arrangement
constitutes a new consumer loan. This will entail an obligation to com-
ply with all statutory requirements, and material information may not
be withheld from the consumer.

During on-site inspections conducted at debt collection companies in
2019, NBS examined all the above aspects. Where any shortcoming was
found, the company was asked to rectify it. The Bank also issued a recom-
mendation on how procedures should be modified so as to respect con-
sumers’ statutory rights. Where it found serious shortcomings, the Bank
responded with sanction proceedings.

3.1.2 Unfair commercial practices in the sending of premium
assessments in non-life insurance

A new insurance premium tax on non-life insurance business was intro-
duced in 2019. In this connection, insurers were notifying customers of in-
creases in the final price of non-life insurance products. Early in the year,
consumers started to complain about insurers unilaterally raising the
price of their insurance. NBS received dozens of such complaints.

The Bank examined all insurers that were offering non-life insurance
products. As aresult, it found that several insurers had breached their own
insurance contracts by unilaterally increasing the final price of the insur-
ance product. In May NBS imposed interim measures on insurers ordering
them to stop sending deceptive premium assessments to other customers.
By this step, the Bank prevented the sending of some 360 thousand decep-
tive premium assessments to consumers.

In the end, NBS initiated sanction proceedings against seven insurers for
infringing consumer rights in this matter. In the Bank’s judgment, they
had committed an unfair commercial practice by unilaterally increasing
the final price of insurance products without having any contractual or
statutory basis for doing so. None of the sanction proceedings were com-
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pleted in 2019; only the interim measures by which they were initiated
took effect. It is therefore not yet possible to provide information on the
amount of fines or the nature of sanctions imposed.

In the insurance sector, the Bank’s consumer protection supervision in
2019 was focused mainly on non-life business. Towards the end of the
year, preparations were being made for supervisory activities in the area
of unit-linked insurance.

3.1.3 Monitoring the advertising and promotion of financial products

Marketing communication is animportant part of the interaction between
financial service providers and consumers, and to varying degrees it af-
fects the purchasing decisions of those to whom it is directed. NBS mon-
itors the financial campaigns run by financial institutions, and between
the years from 2017 to 2019 it monitored a total of 505 campaigns (Chart 25).

Chart 25
Number of financial campaigns monitored from 2017 to 2019
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Source: NBS.

The Bank monitors advertising campaigns in all their various forms: on
the internet and social media, on radio and television, in print media, and
through various forms of external advertising.

In response to some of the most serious advertising problems identified
in practice, the Bank has in the past also issued guidance explaining to su-
pervised entities some of their obligations in relation to the marketing of
loans and insurance products.!

1 Methodological Guideline No 3/2015 of the Financial Market Supervision Unit of Narodna
banka Slovenska of 21 April 2015 on the naming and promotion of insurance products, and
Opinion of the Financial Market Supervision Unit of Narodna banka Slovenska of 24 April
2017 on certain questions concerning the promotion of credit product prices.
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In 2019 the Bank’s activity in this area centred on giving supervised enti-
ties swift feedback on their advertisements. The purpose was to warn the
entities of any problems with their advertisements and to ask that they
rectify them, in other words to “teach” them how to meet the advertising
standards required by the Bank.

In its 2019 monitoring of the advertising of consumer loans and housing
loans by banks, foreign bank branches, and non-bank lenders, NBS identi-
fied shortcomings in the provision of information about loan prices, about
contractual terms and conditions, and about benefits offered along with
the loan. In response, supervised entities promptly modified their adver-
tisements to rectify the problems.

Also in 2019 the Bank examined bank account advertising campaigns run
by banks and foreign bank branches. The most frequently identified short-
comings in this area were the inaccessibility of terms and conditions for
student accounts and the fact that benefits linked to opening a payment
account were promoted without stating the conditions for obtaining them.

At the beginning of 2019 NBS undertook a comprehensive review of the
promotion of travel insurance on the websites of insurers and branches
of foreign insurers. Three websites were found to contain shortcomings,
which concerned mainly the following: deceptive information about the
extent of the insurance coverage provided by the advertised products;
insufficient information (when concluding polies online) about what is
excluded from coverage; the presentation of the territorial validity of the
insurance product to be broader than it actually was; and inadequate pro-
vision (when concluding policies online) of pre-contractual information.

Inresponse to numerous consumer complaints that various websites were
providing deceptive information about consumer loans, NBS conducted
an ad hoc off-site review of the issue. The Bank analytically identified more
than 500 webpages whose content was problematic. These pages were in
various ways and degrees misleading or deceptive in their marketing of
loan products. The webpages that needed rectifying were spread across
88 websites. The Bank requested the entities concerned both to rectify the
shortcomings and not to repeat them.

3.1.4 Fight against unauthorised business

In its supervisory role, NBS is tasked among other things with ensuring
that business requiring NBS authorisation is not conducted by unauthor-
ised entities. Unauthorised business in the area of financial services takes
various forms. Occurring in all segments of the financial market, unau-

thorised business may be conducted by entities established in Slovakia or,
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asis frequently the case, by entities established abroad which market their
products and services in Slovakia. It is important that potential customers
of any such entity first check whether it is included in the Financial Enti-
ties Register, published on the NBS website at https://subjekty.nbs.sk.

If NBS finds or suspects that anyone is conducting unauthorised or fraud-
ulent business in the financial market, it will notify the law enforcement
authorities of this fact. The Bank conducts its own monitoring in this area
and issues warnings about possible cases of unauthorised or fraudulent
business, published on the following page of the NBS website: www.nbs.
sk/upozornenia. In 2019 NBS published eight warnings.

3.2 Consumer complaints

Handling consumer complaints is an important part of the Bank’s supervi-
sory role in the area of consumer protection. Complaints about supervised
entities constitute an important source of information for monitoring of
the market. In handling complaints, the objective is to resolve whatever it
is the complaint is about. Although NBS is not an alternative dispute reso-
lution body, each year it manages to resolve some 50% of the justified com-
plaints in the customer’s favour.

In 2019 the Bank received a total of 2,171 complaints about financial market
participants, which was 11% more than it received in 2018. Of those com-
plaints, 58.2% concerned insurance undertakings (Chart 26). This is to be
expected, since the payout of insurance claims is a matter typically related
to an adverse situation in the life of the policyholder. Policyholders who do
not receive the payment they expect tend to take the matter further.

Chart 26
Breakdown of financial consumer complaints in 2019"

Banking - 25%

Capital market - 2%
Non-bank lenders - 10%
Supplementary

pension
scheme - 1%

Other - 4%

Insurance - 58%

Source: NBS.

Note: 1) Complaints about financial agents are not reported separately, since the complaints are
not usually about just the agent, but about the financial product itself together with the way it is
provided.
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When handling a complaint, NBS first assesses whether the complaint is

justified. In 2019 almost one-third (29.3%) of all complaints were justified.

In 305 cases, the supervised entity rectified the shortcoming voluntarily

after being asked by NBS to do so. In these cases, the entities concerned

paid the customers almost €405 thousand in total.

The following table gives a more detailed overview of the justified com-

plaints made in 2019 and of the related rectification in terms of the amount

of payments to customers:

Table 7 Overview of complaints in regard to justification and

voluntary rectification

Number of | Complaints Justified complaints Amount of
Product complaints under - . rectification
. without with
in total assessment e L. e .. (EUR)
rectification | rectification
Banking sector 539 77 45 75 64,111
current accounts 232 33 12 43 60,290
consumer loans 124 20 9 13 2,629
other (banking sector) 105 12 15 11 1,192
housing loans 78 12 9 8 -
Insurance sector 1,263 107 222 214 337,206
non—I|f.e insurance - MTPL 463 1 122 115 136,479
and windscreen
r?on.—.llfe insurance - civil 329 4 - 12 7241
liability
personal insurance 200 23 32 34 110,143
non-life insurance -
comprehensive motor 127 12 28 30 29,135
insurance
non-life insurance - property 104 22 21 14 17,599
non-life insurance - other 40 5 8 9 36,609
Non-bank lenders 226 70 36 5 1,184
consumer loans 124 46 26 4 1,184
debt collection companies 66 15 9 1 -
Other (outside the scope of
NBS) 36 9 1 - -
Other 49 3 3 2 354
Capital market 34 2 4 1 24
Supplementary pension 31 1 14 2 i
scheme
Financial brokers 29 2 6 6 1,464
Total 2,171 262 330 305 404,343
Source: NBS.
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3.2.1 Insurance

Regarding complaints related to property insurance made to NBS in 2019,
the most frequent issue was that the payout was too low. In its investiga-
tion of these complaints, the Bank found that the value of the damage was
not always calculated in accordance with the decree’? that lays down rules
for determining the value of property and of property damage. The Bank s
pressing for increased transparency in this area, so that insurers provide
injured parties with detailed information on how damage is calculated.

A large number of the complaints concerning personal insurance de-
scribed a situation where the insurer refused to pay the claim on grounds
that the insured person, before the insurance contract was concluded,
was suffering from the illness that was the basis of the occurrence of the
event insured against. In response to these complaints, NBS took the view
that insurers that knowingly insured a sick person could refuse to pay the
claim only if there was a direct causal relationship between the illness the
insured had prior to the conclusion of the insurance contract and the oc-
currence of the event insured against. It does not suffice for illness to be
a probable cause of the event or a risk factor behind it.

Compared with the previous year, 2019 saw an increase in the number of
complaints about insurers refusing to pay claims under civil liability in-
surance policies related to the performance of an occupation or employ-
ment. The reason given for the refusals was a breach of obligation by the
insured, typically involving their incorrect maintenance or handling of
equipment. According to NBS, insurers may not refuse claims in such cas-
es, but they may reduce the payout.

3.2.2 Consumer lending

Compared with the past, the complaints received in 2019 in relation to con-
sumer loans indicated that lenders were offering customers higher quality
contracts, free of terms that were substantially unfair. There was, howev-
er,an increase in the number of complaints about the recovery of consum-
er loan debts. Consumers felt debt collection companies were harassing
them by contacting them excessively by telephone and SMS. In most cases,
however, the consumers were unable to furnish proof of harassment. The
Bank therefore advises consumers to save their SMS messages and to keep
arecord of their telephone call history. It also recommends them to warn
the caller that the call is being recorded.

2. Decree No 492/2004 of the Ministry of Justice of the Slovak Republic on determining the
general value of property, as amended.
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3.2.3 Financial intermediation

As regards complaints in the area of financial services intermediation,
a lack of evidence continued to be a problem in 2019. Complaining cus-
tomers stated to NBS that what the financial agent told them during the
contractual discussions did not correspond to what was in the eventual
contract. Customers were claiming that the agent promised them an ad-
vantageous offer without giving any warning of the risks associated with
it. In the absence of any other evidence, NBS can do no more than check
such claims against the record of the financial intermediation to see
whether the customer has been given all the necessary information. The
Bank recommends customers to send their financial agent an email stat-
ing their questions and requirements, so that they can later prove whether
their requests and requirements were met.

3.2.4 Payment services

The Bank regularly receives complaints about misuse of payment instru-
ments (internet banking, payment and credit cards). In some cases, the is-
sue concerns “phishing”, where a third party fraudulently obtains access
data for a natural or legal person’s internet banking. If customers disclose
the access data for their accounts or cards so that, contrary to the applica-
ble business terms and conditions, a third party is able to use the funds in
their account, the bank in question is not required to reimburse the cus-
tomer.

3.2.5 Investment

As for complaints concerning trading in financial instruments, in 2019 the
Bank had several cases where customers recorded relatively large finan-
cial losses when trading on foreign platforms. Trading in currency pairs
(FX or forex) and trading in derivatives are high risk. The markets are not
intended for retail clients, and that is why some three-quarters of those
who engage in such trading suffer losses, mostly on foreign trading plat-
forms that are not subject to NBS supervision. On its website, NBS warns
consumers not to conclude contracts with entities that are not subject to
NBS supervision and to give thorough consideration to the risks associat-
ed with investing with such entities.

3.3 Sanctions in brief
A total of 16 NBS decisions in the field of financial consumer protection

took effect in 2019. Decisions in this area are published on the NBS website
only when they are final.
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3.3.1 Banking sector - legislative accounts

In June 2019 five decisions took effect in which NBS imposed a sanction
on a bank for engaging in unfair commercial practices in regard to the pro-
vision of information about so-called legislative accounts. The decisions
were issued against Slovenska sporiteliia, a.s., VSeobecna uverova ban-
ka, a.s., Tatra banka, a.s., Ceskoslovenska obchodna banka, a.s., and Prima
banka Slovensko, a.s. In 2016 banks in Slovakia became obliged to provide
customers with legislative accounts on request. These accounts comprise
two types of current account whose maintenance fees are regulated by
law; one is termed a ‘basic bank product’ and the other a ‘payment account
with basic features’. These accounts must fulfil the basic payment features
associated with a current account. Under the decisions, the banks received
fines ranging from €8 thousand to €28 thousand.

3.3.2 Insurance sector - windscreen coverage

A relatively large number of the complaints sent to NBS concern non-pay-
ment of claims for the repair/replacement of car windscreens damaged by
stones or gravel thrown up by the wheels of another vehicle. The Bank han-
dled 138 such complaints in 2019.

Under two NBS decisions that took effect in 2019, an insurer was sanc-
tioned for engaging in an unfair commercial practice in regard to the re-
fusal to pay windscreen damage claims. The decisions were issued against
KOMUNALNA poistoviia, a.s. Vienna Insurance Group and KOOPERATIVA
poistovna, a.s. Vienna Insurance Group. The practice in question was the
refusal to pay the claim without properly determining the circumstances
in which the damage arose. At the same time, the insurers did not give the
injured party an appropriate reason for their procedure or for their refus-
al to pay the claim. Besides fining the insurers, the Bank prohibited them
from continuing to engage in this practice.

3.3.3 Insurance sector - unfair commercial practices and unfair
terms

The insurer Novis is one of the newest insurance undertakings operating
in the Slovak market, and it is active in a number of other EU countries.
Based on the exchange of information between national supervisory au-
thorities in the EU, NBS learnt that some authorities were examining the
compliance of Novis’s products with regulatory rules. Although it had not
received a significant number of consumer complaints about Novis, the
Bank on its own initiative conducted off-site supervision of the company’s
marketing practices and its contractual documentation for consumers in
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Slovakia. As aresult, the Bank identified eight unfair commercial practices
and eight unfair terms in the contractual documentation.

Given the extent of these infringements, NBS issued a decision imposing
afineof€175thousand on NOVIS Insurance Company, NOVIS Versicherungs-
gesellschaft, NOVIS Compagnia di Assicurazioni, NOVIS Poistoviia, a.s. and
prohibiting the company from using unfair terms and from engaging in un-
fair commercial practices. The decision took effect in October 2019.

3.3.4 Insurance sector - interim measures

In 2019 NBS issued five interim measures requiring an insurer to refrain
from actions that were subject to NBS prohibitions. The measures were
issued against the following insurers: CSOB Poistoviia, a.s.; KOMUNALNA
poistovna, a.s. Vienna Insurance Group; KOOPERATIVA poistoviia, a.s. Vi-
enna Insurance Group; Union poistovna, a.s.; and Uniqa poistovnia, a.s. In
regard to the products named in the measures, the insurers may not send
consumers premium assessments where the insurer has unilaterally in-
creased the premium price due to the introduction of the insurance tax. In-
surers may, however, send the premium assessment as anew price propos-
al together with guidance on how the consumer may accept the proposal
and on what the consequences of non-acceptance will be.

3.3.5 Consumer loans - debt recovery

In 2019 NBS issued a decision to sanction POHOTOVOST, s.r.o. for engaging
in an aggressive commercial practice in the course of debt recovery activ-
ity. According to the Bank, the company had harassed and pressured the
so-called “contact persons” stated in the credit agreement. The company
sent the contact persons areminder which included a demand that they, in
cooperation with the borrower, repay the debt, and it described the debt as
a debt of one of the contact persons. In this way, POHOTOVOST caused the
contact person to be afraid that he or she had a debt obligation under the
credit agreement and was required to proceed as stated in the reminder,
even though no such obligation could be construed either from the agree-
ment or any other source. Besides fining the company, NBS prohibited it
from further engaging in this practice.

In September 2019 NBS issued a final decision prohibiting Intrum Slova-
kia, s.r.o. from engaging in an unfair commercial practice. In recovering
adebt arising from consumer loans, the company engaged in an aggressive
commercial practice through two types of letter. In the first it exerted pres-
sure in a threatening way by saying that if the debt was not repaid volun-
tarily, a lawyer would visit the debtor’s home to verify their assets. In the
second letter, debtors were told that if the debt was not repaid, they would
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be ordered by the court to pay all the recovery, court and execution costs.
Besides fining the company, NBS prohibited it from using such threaten-
ing communication in the debt recovery process.

A December 2019 decision in the area of financial consumer protection
did not impose a sanction, but rather lifted an interim measure issued on
30 May 2019 against KRUK Ceska a Slovenska republika, s.r.o0., a company
operating in Slovakia through a branch. The measure was lifted after the
company rectified the shortcoming before the sanction proceedings were
concluded. The decision concerned consumer loan agreements originally
concluded with Provident Financial, s.r.o. After purchasing the debts aris-
ing under these agreements, KRUK gave the debtors incorrect information
about the amounts owed. The interim measure was issued to prohibit the
company from doing this. In a 2018 decision NBS ruled that claims of Prov-
ident Financial in relation to these agreements were illegal.
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4 Issuing activity and
currency circulation

4.1 Continuing year-on-year growth in euro cash
issuance

The cumulative net issuance (CNI)® of euro banknotes and coins in Slova-
kia had atotal value of €14.8 billion as at 31 December 2019, with banknotes
accounting for €14.6 billion of that amount. In year-on-year terms, the CNI
increased in 2019 by 9.5% (or €1.3 billion), which was slightly lower that its
rate of increase in the previous year. Compared with the value of Slovak
koruna cash in circulation just before Slovakia adopted the euro (on 1 Jan-
uary 2009), the CNI had almost tripled by the end of 2019.

Chart 27
Cumulative net issuance of euro cash on a daily basis (EUR billions)
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Source: NBS.

3 Since euro banknotes and euro coins in circulation in Slovakia include banknotes and
coins issued in other euro area countries, Narodna banka Slovenska does not record the
actual value and volume of currency in circulation, but only that of euro banknotes and
euro coins which NBS itself has put into and withdrawn from circulation. The cumula-
tive net issuance as at 31 December 2018 refers to the difference, in value or volume terms,
of euro banknotes and coins put into and withdrawn from circulation between 1 January
2009, when Slovakia joined the euro area, and 31 December 2019.
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SLOVENSKA na banka Slovenska’s allocated share in the Eurosystem’s production of
euro banknotes (Banknote Allocation Key) - amounted to €13.7 billion* as
at 31 December 2019. The value of euro banknotes issued in Slovakia was

higher than the ‘allocated’ value by €918.3 million.

The CNI's daily trend showed the usual seasonal fluctuations in 2019,
with the year-on-year difference ranging approximately between €1.2 bil-
lion and €1.4 billion (Chart 27). The daily CNI peaked on 23 December (at
€15.0 billion).

Euro banknotes accounted for almost the entire value (98.6%) of the CNI as
at 31 December 2019, but only for 20.0% of the CNI in terms of volume (rep-
resenting 214.1 million banknotes). Euro coins, including euro collector
coins, made up the remaining 80.0% (853.9 million coins), as Table 8 shows.

Table 8 Composition of the cumulative net issuance of euro banknotes and coins

Cumulative net issuance Percentage share

Denomination CNI as at 31 December 2019 Annual net issuance in 2019 3103'::,.?:;?528:9

number value (€) number value (€) volume value (€)

€500 7,750,983 3,875,491,500.00 -953,940 -476,970,000.00 0.73 26.20

€200 2,288,039 457,607,800.00 1,940,425 388,085,000.00 0.21 3.09

€100 68,527,407 6,852,740,700.00 11,515,092 1,151,509,200.00 6.42 46.33

€50 42,977,126 2,148,856,300.00 2,673,091 133,654,550.00 4.02 14.53

€20 37,461,960 749,239,200.00 2,020,151 40,403,020.00 3.51 5.07

€10 45,922,785 459,227,850.00 4,000,180 40,001,800.00 4.30 3.10

€5 9,179,741 45,898,705.00 77,432 -387,160.00 0.86 0.31

Total banknotes 214,108,041 14,589,062,055.00 21,117,567 1,276,296,410.00 20.05 98.63

€2 64,353,908 128,707,816.00 4,746,857 9,493,714.00, 6.03 0.87

€1 21,691,183 21,691,183.00 54,071 54,071.00, 2.03 0.15

50 cent 30,132,441 15,066,220.50 561,093 280,546.50, 2.82 0.10

20 cent 33,186,627 6,637,325.40 -32,067 -6,413.40, 3.11 0.05

10 cent 71,300,545 7,130,054.50 5,629,431 562,943.10, 6.67 0.05

5 cent 97,770,079 4,888,503.95 7,875,434 393,771.70, 9.15 0.03

2 cent 212,234,262 4,244,685.24 17,332,153 346,643.06, 19.87 0.03

1 cent 322,742,017 3,227,420.17 38,488,034 384,880.34, 30.22 0.02

Total coins 853,411,062 191,593,208.76 74,655,006 11,510,156.30 79.90 1.30

Collector coins 535,535 10,674,980.00 56,735 922,090.00 0.05 0.07

I:‘:l banknotesand | 4 548 054,638 | 14,791,330,243.76 | 95,829,308 | 1,288,728,656.30 | 100.00 | 100.00
Source: NBS.

% The value of euro banknotes in circulation throughout the euro area as at 31 December
2019 was €1,292.7 billion, and the share of that amount issued by NBS according to the
banknote allocation key was 1.0575% (€13.67 billion).
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Looking at the denominational breakdown of the total number of bank-
notesincluded inthe CNI,the €100 banknote had the largest share (32.0%).”°
From 2009 to 2015 the €50 banknote had the largest share, but in subse-
quent years its share declined, down to 20.1% in 2019 (below the share of
the €10 banknote - 21.4%).

As for the coin component of the CNI, it was largely unchanged from the
previous year in terms of its volume breakdown. The two lowest denomi-
nations (1 and 2 cent) had the largest shares, together accounting for 62.7%
of all coins in the CNI as at 31 December 2019. But while their volume share
is increasing year by year (in 2018 it was 62%), their share in the total value
of coins in the CNI was only 3.9% at the end of 2019.

Looking at euro banknotes in Slovakia in average per capita!® terms, their
number and value in 2019 were 36.6 and €2,532. For coins (including collec-
tor coins), the corresponding figures were 149 and €36. For banknotes and
coins together, their average per capita value was €2,568.

4.2 The last two banknotes in the new Europa series
started circulating in May 2019

The new €100 and €200 banknotes, the last notes in the Europa (ES2) series,
started circulating on 28 May 2019. The €500 banknote, which stopped be-
ing issued as of 27 April 2019, is not included in the Europa series.

Chart 28 shows the shares of €100 and €200 banknotes of the Europa series
in the total volume of the given denomination in the cumulative net issu-
ance and in the volume of these denominations processed as at 31 Decem-
ber. The high share of the new banknotes in the total number of processed
banknotes of these denominations (from both the first and second series)
indicates that high denomination banknotes are widely used in circula-
tion as well as being a store of value.

Older €5, €10 and €20 banknotes of the new Europa series are already being
replaced in circulation. As for the new €50 banknote, its share in the CNI’s
€50 banknote component was 86% at the end of December 2019 (represent-

5 The fact that it had the largest share in the CNI does not mean the €100 banknote was the
most used banknote during the period under review Due to unregistered banknote migra-
tion, the CNI of a euro area country is not identical to the volume of cash in circulation in
that country.

16 The population of Slovakia was 5,457,318 as at 30 November 2019, according to the Statis-
tical Office of the Slovak Republic. The calculations used the average number and average
value of euro banknotes and euro coins in the CNI in 2019.
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ing around 37 million banknotes) and its share in the processed €50 bank-
notes stood at 93.5%."

Chart 28

ES2 banknotes as a share of all banknotes of the given denomination included
in the CNI and in the total number processed as at 31 December 2019
(percentage share)
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Source: NBS.

4.3 Sharprise in net issuance of 1 and 2 cent euro coins

In 2019, compared with the previous year, NBS recorded a significantly
higher net issuance of 1 and 2 cent coins, owing mainly to a drop in their
return from circulation coupled with an increase in their gross issuance
(volume put into circulation). When NBS looked deeper into the increased
net issuance of 1 and 2 cent coins, it found that one of the main causes was
the ending of free-of-charge acceptance of these coins at certain self-ser-
vice coin machines, along with the high fees charged by commercial banks
for taking deposits in the form of these coins or otherwise handling them.
Going forward, the number of 1 and 2 cent coins returned from circulation
is expected to remain lower than in previous years.

4.4 Unredeemed Slovak koruna banknotes and coins

As at 31 December 2019, i.e. eleven years after Slovakia adopted the euro,
unredeemed Slovak koruna banknotes totalled 18.72 million (including

7" The rate of saturation of Europa banknotes in banknotes in active circulation is higher
than the saturation calculated on the basis of the CNI of euro banknotes. This is because
euro banknotes fall out of active circulation due to being lost, being held as collector items,
or leaving the euro area.
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10.03 million 20 koruna banknotes). Their combined face value was around
SKK 2.13 billion (€70.8 million). The face value of unredeemed Slovak koru-
na banknotes was only around 1.40% of the total value of koruna banknotes
issued (by 31 December 2007). The number of unredeemed Slovak koruna
commemorative coins stood at 0.9 million by the end of 2019, and their to-
tal face value was SKK 0.7 billion (€23.2 million).

In per capita terms, koruna banknotes unredeemed by the end of 2019
numbered 3.4 and had a face value of SKK 391.0. The SKK 20 denomina-
tion was the most numerous of these banknotes, at almost 1.8 per capita.
Around 47 thousand koruna banknotes were redeemed in 2019, and their
combined face value was SKK 27.2 million (€0.90 million). Compared with
2018, the number and value of Slovak banknotes redeemed in 2019 were
lower by, respectively, 3.3% (1.6 thousand banknotes) and 1.2% (SKK 344.5
thousand).

4.5 Production of euro banknotes and coins

In accordance with the ECB’s Guideline on the production of euro bank-
notes, NBS was allocated the production of 56.39 million €20 banknotes
of the new Europa series (ES2) in 2019. This volume included a proportion
of the Eurosystem’s outstanding allocation of first series (ES1) €100 bank-
notes, reallocated as ES2 €20 banknotes. This part of NBS’s 2019 allocation
amounted to 27.4 million banknotes. The Bank contracted out the produc-
tion of the banknotes to Oberthur Fiduciaire SAS, a French printing works
based in Rennes. The company delivered the banknotes on schedule.

In 2019 the Bank also commissioned the production of euro coins intended
for circulation (Table 9).

Table 9 Circulation euro coins delivered to NBS

logistical stocks in 2019

Denomination Number of coins delivered
10 cent 3,000,000,
5 cent? 4,025,000
2 cent" 14,450,500
1 cent 32,000,000
Total 53,475,500
Source: NBS.

Note: 1)The number delivered includes a contractual tolerance of +5%.

All the Slovak euro coins commissioned by NBS are produced by the state-
owned Kremnica Mint (Mincoviia Kremnica). Those minted in 2019 in-
cluded 20,100 coins of each denomination that were used in six annual col-
lector sets of Slovak euro coins.

ANNUAL REPORT NBS | 2019 | SECTION B | CHAPTER 4 72



NARODNA
BANKA
SLOVENSKA

EUROSYSTEM

In 2019, in accordance with its issuance schedule for commemorative and

collector euro coins, NBS also issued:

« sixcollector euro coins, include five struck in silver and one in gold (Table
10);

« onemillion €2 commemorative coins marking the 100th anniversary of
the death of Milan Rastislav Stefanik; the coins started circulating on
25 April 2019.

The Bank outsources the sale of commemorative and collector euro coins
through contractual partners in Slovakia and abroad.

Table 10 Collector coins issued by Narodna banka Slovenska in 2019

Number of coins
Denomi- issued NBS Notification
. Feature .
nation of which | of coinissuance
Total
proof
€100 10th .annlvers:?lry of the introduction of the 10,600 7300 No 297/2018
euro in Slovakia
€100 100t.h annvlver'sa.ry of the death of Milan 13,650 | 10,000 No 69/2019
Rastislav Stefanik
€100 'IOOFh anniversary of Comenius University in 10,400 7300 No 97/2019
Bratislava
€10" | 150th anniversary of the birth of Michal Bosak 9,150 6,150 No 260/2019
200th anniversary of the appointment of
10" 9 No 285/2019
€10 Alexander Rudnay as Archbishop of Esztergom 600 | 6,600 ©285/20
€1002 | Mojmir |, ruler of Great Moravia 4,100 4,100 No 284/2019
Source: NBS.

Notes: 1) Silver collector coin. 2) Gold collector coin.

4.6 Processing of euro banknotes and coins

In 2019 Narodna banka Slovenska put 332.9 million euro banknotes into
circulation, and a total of 311.7 million euro banknotes were returned to the
Bank from circulation. During the year the Bank processed 313.8 million
euro banknotes (after processing 348.1 million in 2018). The approximately
10% year-on-year drop in the number of banknotes processed was caused
by declines in the rates at which €50 and €10 banknotes were returned to
NBS for processing (they fell by 16% and 14% respectively). This decline was
partly offset by an increase in the number of returned euro banknotes put
back into circulation by commercial banks and other cash handlers.

The total number of euro banknotes returned to NBS was approximately
1.6 times higher than the average number of euro banknotes issued by NBS.
Therefore, each euro banknote issued by NBS was returned to it once every
seven months on average.’® In this way, NBS checks the authenticity and

18 Some cash is kept out of circulation and is therefore not returned to NBS for processing.
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fitness for circulation of returned banknotes, with the aim of maintaining

the integrity of the currency and public confidence in euro banknotes.

The €50 banknote, among the most used euro banknotes in circulation,
was again the most frequently processed denomination in 2019 (Chart 29).

Chart 29
Denominational breakdown of euro banknotes processed by NBS in 2019
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Source: NBS.

In its processing of euro banknotes during 2019, NBS identified 49.3 mil-
lion banknotes as unfit for circulation and subsequently destroyed them.
Compared with 2018, the number of unfit banknotes destroyed by NBS fell
by 11,7%, owing mainly to the lower number of first series (ES1) €50 bank-
notes returned from circulation. The returned ES1 banknotes, after being
replaced with ES2 banknotes, are destroyed.

The lower volume of banknotes sorted as unfit was reflected in the average
unfit rate for euro banknotes, which dropped to 15.7% (from 16.0% in the
previous year). This was lower than the average for the euro area (16.7%).

The Slovak public’s satisfaction with the quality of euro banknotes was con-
firmed in an online poll conducted by the ECB across the euro areain 2019. In
the Slovak component of the survey, 86% of the respondents expressed sat-
isfaction with the quality of euro banknotes in circulation (the correspond-
ing figures in the 2018 and 2017 surveys were 89% and 88% respectively).

In 2018 a total of 329.1 million euro coins were put into circulation by NBS,
and 254.4 million euro coins were returned to NBS from circulation.

Since coins have a longer lifespan than banknotes, only 177,200 of the
255.2 million euro coins processed in 2019 were sorted as unfit (the num-
ber of coins processed in 2018 was 266.8 million). Looking at each euro coin
denomination in terms of the share sorted by NBS in 2019, the figures were

ANNUAL REPORT NBS | 2019 | SECTION B | CHAPTER 4 74



8

NARODNA
BANKA
SLOVENSKA

EUROSYSTEM

very similar, ranging from 10.1% to 15.7%. Compared with the previous year,
a fewer number of 1 and 2 cent coins were processed, given the drop in the
number of these coins returned from circulation for NBS processing.

The processing and recirculation of euro banknotes and coinsis performed
not only by NBS, but also by commercial banks and other cash handlers
which have received approval from NBS to process euro cash. The activi-
ties of these cash handlers are subject to regular supervision by NBS.

4.7 Year-on-year increase in the number of counterfeit
banknotes and coins recovered in Slovakia

A total of 3,438 counterfeit banknotes and coins were recovered in Slovakia
in 2019, approximately one-fifth more than were recovered in 2018 (Table 11).

Table 11 Number of counterfeit banknotes and coins recovered

in Slovakia

Year EUR SKK Other currency Total
2017 4,045 3 781 4,829
2018 2,720 5 82 2,807
2019 3,391 1 46 3,438
Source: NBS.

Of the total number of counterfeits recovered, 10.5% were seized by police
before entering circulation. The rest (89.5%) were recovered by banks and
cash-handling companies.

In the breakdown of recovered counterfeits by region, Bratislava Region
had the highest share (25.9%) and KoSice region the second highest (19.3%),
while Tren¢in Region had the lowest share (2.7%).

4.8 Euro counterfeits

A total of 3,391 counterfeit euro banknotes and coins were recovered in
Slovakia in 2019 (1,970 banknotes and 1,421 coins), which was around
one-quarter more than the number recovered in the previous year. Their
overall face value was €229,652.50 (Table 12).

Table 12 Number of euro counterfeits recovered in Slovakia

Denomination
Total
Year |50 cent| €1 €2 €5 €10 €20 €50 €100 €200 €500
2017 | 201 109 771 37 44 340 1,853 290 66 334 | 4,045
2018 179 97 973 32 51 141 704 393 54 96 |[2,720
2019 153 | 120 |[1148 20 156 265 898 283 90 258 | 3,391

Source: NBS.
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Despite their increase in 2019, the number of euro counterfeits recovered
in Slovakia has been low for a long period of time.

Of the total number of counterfeit euro banknotes recovered in the euro
area in 2019, only 0.37% were recovered in Slovakia. Over the long term,
Slovakia’s share of all counterfeits recovered in the euro area is below 1%,
which means Slovakia is among the countries with the lowest incidence of
euro counterfeits. For every million euro banknotes in circulation in Slo-
vakia in 2019 there were only around 7.5 counterfeit banknotes, while the
corresponding figure for euro coins was less than two. The chances of indi-
viduals coming across a counterfeit euro banknote or coin are low.

Chart 30
Recovered euro banknote counterfeits per million euro banknotes in circulation
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Source: NBS.

The low number of counterfeits recovered in Slovakia in recent yearsis due
to a combination of several factors, in particular the following: the intro-
duction of the new series of euro banknotes with their improved security
features; close cooperation between law enforcement authorities dealing
with the currency protection aspect of economic crime; the well-estab-
lished system of cash-authentication training in place in the banking and
financial sector; and the fact that Slovakia is probably seen as just a transit
country by significant producers and distributors of counterfeits.

The number of counterfeit euro banknotes recovered from circulation in
Slovakia has been stable for a long period of time, at around 150 per month.
The overall number of banknotes recovered has reflected the impact of par-
ticular cases (one or two per year) in which sizeable quantities of counter-
feits were seized by police before they entered circulation. All euro coun-
terfeits can be detected without technical equipment as long as sufficient
attention is paid to euro cash when receiving it.
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Compared with 2018, the number of euro banknote counterfeits recovered
in Slovakia was 33.9% higher in 2019, at 1,970. The denominational break-
down of euro banknote counterfeits in Slovakia has remained similar in
recent years. In 2019 counterfeit €50 and €100 banknotes accounted for,
respectively, 45.6% and 14.4% of the total. In the euro area as a whole, the
€50 denomination was the most counterfeited (36.8%), followed by the €20
denomination (26.5%).

Chart 31
Denominational breakdown of counterfeit euro banknotes recovered in
Slovakia in 2019 (percentages)
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Source: NBS.

Chart 32
Denominational breakdown of counterfeit euro banknotes recovered in the
euro area in 2019 (percentages)
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Source: NBS.

A total of 1,421 euro coin counterfeits were recovered in Slovakia in 2019,
which represented a year-on-year increase of 14%. All the coins were recov-
ered from circulation. The technical quality of euro coin counterfeits is
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generally very high. Counterfeit €2 coins made up 80.8% of the total. The
denominational breakdown of counterfeit euro coins recovered in Slova-
kia and in the euro area in 2019 is shown in Charts 33 and 34.

Chart 33
Denominational breakdown of counterfeit euro coins recovered in Slovakia in
2019 (percentages)
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W €2-80.8%

Source: NBS.

Chart 34
Denominational breakdown of counterfeit euro coins recovered in the euro
area in 2019 (percentages)
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Source: NBS.

4.9 Slovak koruna counterfeits and foreign currency
counterfeits

Compared with 2018, the total number of Slovak koruna and foreign cur-

rency counterfeits recovered in Slovakia was significantly lower in 2019.
Only one of the counterfeits was a koruna counterfeit. The number of US
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dollar counterfeits was almost two-thirds lower, at 17. As in previous years,
$100 banknote counterfeits accounted for 95% of the US dollar counter-
feits. The other foreign currency counterfeits included 19 British pound
counterfeits, one Polish zloty counterfeit and nine Hungarian forint coun-

terfeits.

ANNUAL REPORT NBS | 2019 | SECTION B | CHAPTER 4 79



NARODNA

BANKA

SLOVENSKA
EUROSYSTEM

5 Payment services and
payment systems

5.1 Payment services

The principal legislation governing payment services and payment sys-
tems in Slovakia is the Payment Services Act (No 492/2009), which trans-
poses into Slovak law the European Union’s Second Payment Services Di-
rective (PSD 2).

EU regulations

Slovak law in the area of payment services also includes the following di-

rectly applicable EUregulations:

« Regulation (EU) 2019/518 amending Regulation (EC) No 924/2009 as re-
gards certain charges on cross-border payments in the Union and cur-
rency conversion charges;

« Regulation (EU) No 260/2012 establishing technical and business re-
quirements for credit transfers and direct debits in euro and amending
Regulation (EC) No 924/2009;

« Regulation (EU) No 2015/847 on information accompanying transfers of
funds and repealing Regulation (EC) No 1781/2006;

« Regulation (EU) No 2015/751 on interchange fees for card-based transac-
tions; and

e delegated and implementing regulations pursuant to PSD2.

Further components of the legal framework include two decrees of
Narodna banka Slovenska: Decree No 8/2009 laying down the structure
of domestic and international bank account numbers and details about
the issuance of an identifier code converter; and Decree No 6/2013 on
direct debit creditor identifiers and the register of direct debit creditor
identifiers.

Alternative dispute resolution

Consumer disputes related to the provision of payment services under
the Payment Services Act may be resolved through the alternative dispute
resolution (ADR) body run by the Slovak Banking Association (SBA). This
body has been operating since the abolition of the SBA's Permanent Court
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of Arbitration. It is the consumer that decides which ADR body will be ven-
ue for out-of-court dispute resolution. Consumers that are legal persons
may have recourse to arbitration or another alternative dispute resolution
mechanism for the resolution of disputes related to the provision of pay-
ment services.

5.2 Payment systems in Slovakia

5.2.1 TARGET2 and TARGET2-SK

Since 2009 Narodna banka Slovenska has been operating the TARGET2
component system known as TARGET2-SK (T2-SK). In 2019 T2-SK did not
experience any operational incidents that would have been serious enough
to jeopardise the system and its participants, nor any other incidents that
would have disrupted the smooth processing of payments.

Besides ensuring the day-to-day operation of T2-SK, Narodna banka
Slovenska provides advice and support to the system’s participants and
performs regular testing of recovery procedures. The central bank is
also involved in coordinating the development, modification, testing,
and implementation of software releases for the Single Shared Platform
(SSP) that forms the technical infrastructure of TARGET2. New software
releases, approved by the Eurosystem in response to the requirements
of the system’s users, bring enhanced functionalities and modifications
to the SSP and also rectify any deficiencies identified in the previous

version.

Apart from TARGET?2, there are two other components of the Eurosystem’s
Target Services: TARGET2 -Securities (T2S) and TARGET Instant Payment
Settlement (TIPS). T2S is a technical platform that enables the smooth
cross-border settlement of securities transactions. To use T2S, a market
participant needs to have a securities account with one of the central secu-
rities depositories (CSDs) connected to T2S and a dedicated cash account
(DCA) with one of the central banks connected to the platform. DCAs are
used solely for the settlement in central bank money of the cash leg of the
securities transactions. TIPS is a pan-European platform that enables the
safe settlement of instant payments in euro, around the clock, every day of
the year.

In June 2019 NBS organised a working meeting with T2-SK participants,

mainly in order to inform them about the following:

» changes concerning SSP Release 13.0, including the migration from
SWIFT Browse to SWIFT WebAccess and the activation of the expanded
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@ NARODNA Enhanced Contingency Solution (ECONS I), a new solution for dealing

18 November 2019;

« the ongoing T2/T2S Consolidation project focused mainly on develop-
ing new services for participants -in the areas of liquidity management
and real-time gross settlement (RTGS) services - as well as on adapting
existing services to participants’ changing needs; this project is due to
go live on 22 November 2021.

NBS adopted and published the following decisions on 12 November 2019:

» Decision 20/2019 amending Decision No 4/2010 on settlement proce-
dures for TARGET2-SK ancillary systems, as amended;

e Decision No 21/2019 amending Decision No 7/2015 on conditions for
opening and administering PM accounts in TARGET2-SK, as amended;

« Decision No 22/2019 amending Decision No 9/2018 on conditions for
opening and administering TIPS dedicated cash accounts (TIPS DCAs)
in TARGET2-SK;

« Decision No 23/2019 amending Decision No 10/2018 on conditions for
opening and administering T2S dedicated cash accounts (DCAs) in
TARGET2-SK.

5.2.2 Payments processed by TARGET2-SK

In 2019 T2-SK had 36 participants, including 32 direct participants and
the following four ancillary systems: the Slovak Interbank Payment Sys-
tem; SIA Slovakia, a.s., and two central securities depositories — Central-
ny depozitar cennych papierov SR, a.s. (CDCP) and Narodny centralny de-
pozitar cennych papierov (NCDCP). No new participants joined T2-SK in
2019.

As Charts 35 and 36 show, in 2019 T2-SK processed more than 160 thousand
transactions with a total value of over €600 billion. Compared with 2018,
T2-SK traffic fell in number by more than 20% (almost 47 thousand transac-
tions) but increased in value by 14% (over €76 billion).

T2-SK had 255 operating days in 2019, and its average daily traffic by num-
ber and value was 644 transactions and more than €2.3 billion.
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Chart 35
Number of transactions processed by T2-SK in 2018 and 2019
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Chart 36
Value of transactions processed by T2-SK in 2018 and 2019 (EUR billions)
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The breakdown of payment traffic between customer and interbank trans-
actions followed the same pattern in 2019 as in previous years: customer
payments had the higher share by number (62:38) and interbank payments
predominated in terms of value (6.5:93.5).

Thenumber OF EUnational central banks connected to TARGET2remained
unchanged in 2019, at twenty-four. Of the total number of payments sent
by T2-SK participants in 2019, 45% were domestic and 55% were cross-bor-
der. Domestic payments accounted for 55% of the total value of payments,
and cross-border payments for 45% (see Charts 37 and 38).
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Chart 37
Number of payments sent by T2-SK participants in 2019 broken down by
destination
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Source: NBS.
Chart 38

Value of payments sent by T2-SK participants in 2019 broken down by
destination
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Source: NBS.
5.2.3 The Slovak Interbank Payment System (SIPS)
Ongoing SIPS modernisation

The Slovak Interbank Payment System is a retail payment system used
for the processing and clearing of payments in euro. Operated by Narod-
na banka Slovenska, SIPS processes domestic SEPA credit transfers (SCTs)
and SEPA direct debits (SDDs), as well as cross-border SCTs and SDDs. As
regards SCTs and SDDs sent to payment service providers that are not
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participants in SIPS, Narodna banka Slovenska ensures their processing
through STEPZ2, a pan-European automated clearing house in which it is
adirect participant.

SIPS processes and clears the payments of its participants over four
clearing cycles on each business day. Since SIPS is a T2-SK ancillary sys-
tem, the final cash positions after each cycle undergo final settlement in
T2-SK.

During 2019 SIPS functionalities were brought into closer alignment with
STEP2 functionalities and with the rulebooks issued by the European Pay-
ments Council for SCTs and SDDs. In 2019 NBS continued the modernisa-
tion of the SIPS clearing centre. The modernised clearing centre module,
equipped with upgraded information technology, is due to be launched in
May 2020.

Another task of NBS is to issue creditor identifiers to creditors wishing to
collect SEPA direct debits. Such creditors may be natural or legal persons.
All the creditor identifiers are recorded in a register that NBS has been
maintaining since 2013. A total of 502 creditor identifiers were issued in
the years from 2013 to 2019.

5.2.4 Payments processed by SIPS
SIPS statistics

The number of SIPS participants remained unchanged in 2019. Of the
25 payment service providers participating in SIPS, 22 were domestic and

three were foreign.

In 2019 SIPS processed more than 251.6 million transactions with a total
value of almost €281.4598 billion (the monthly breakdowns of these fig-
ures are shown in Charts 39 and 40). Compared with the previous year,
the number of transactions increased by more than 5.5% and the value of
transactions maintained its uptrend with a rise of almost 5%.
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Chart 39
Number of transactions processed by SIPS in 2018 and 2019 (millions)
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Chart 40

Value of transactions processed by SIPS in 2018 and 2019 (EUR billions)
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Following the full implementation of the Single European Payments Area
(SEPA) in the euro area in 2014, the total number of transactions processed
by SIPS has included an increasing share of cross-border SEPA transac-
tions. This share rose to 7.7% in 2019 (up from 7.16% in 2018), while the share
of cross-border SEPA transactions in the total value of SIPS transactions
was 1.1% lower in 2019 than in the previous year, at 26.8% (see Charts 41 and
42).
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Chart 41
Number of SIPS transactions in 2019 broken down by domestic transactions
and cross-border transactions
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Chart 42
Value of SIPS transactions in 2019 broken down by domestic transactions and
cross-border transactions
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Source: NBS.

As regards the breakdown of cross-border SEPA transactions between
credit transfers and direct debits, credit transfers predominate in terms of
both number (93% versus 7% in 2019) and value (99.4% versus 0.6%).

5.2.5 Payment cards

Valid payment cards issued by banks in Slovakia numbered 5,323,720 at
the end of 2019, representing a year-on-year increase of almost 2%. The vast
majority of these cards were either VISA or MasterCard cards, and virtual-
ly all (99%) of them featured contactless technology.

ANNUAL REPORT NBS | 2019 | SECTION B | CHAPTER 5 87



8

NARODNA
BANKA
SLOVENSKA

EUROSYSTEM

The number of transactions conducted by domestically issued payment
cards in 2019 was almost 629 million, of which close to 64% were contactless
payments. The total value of payment card transactions was more than €28.4
billion. Compared with the previous year, the number and value of transac-
tions increased by 11.8% and 5.3% respectively. Almost 85% of the transactions
were carried out in Slovakia, and these transactions accounted for more than
87% of the total value of card transactions. Most of the card payments in 2019
were payments at point-of-sale (POS) terminals.

The number of automated teller machines in Slovakia (ATMs) at the end
of 2019 was unchanged year on year, at 2,778. Compared with 2018, the
number of ATM withdrawals dropped by 1.2%, but the total value of money
withdrawn increased by 3%, to almost 15.5 billion. The average withdrawal
amounted to €165. The total value of ATM deposits in 2019 was €1.9 billion.

By the end of 2019 there were 57,845 POS terminals operating in Slovakia
and a total of 3,643 domestically based merchants that accepted online
card payments - 746 more than did so at the end of 2018. The total num-
ber of online card payments in Slovakia in 2019 was almost 19 million, and
their total value was almost €0.77 billion. The total number and total value
of card payments to brick-and-mortar and online merchants were 412 mil-
lion and €9.4 billion, representing respective increases of 33.69% and
32.97%. Looking at the combined payment card usage for POS/online pay-
ments and ATM withdrawals in 2019, POS/online payments accounted for
85% of the total number of transactions while ATM withdrawals continued
to account for more than 50% of the total value (see Charts 43 and 44).

Chart 43

Shares of payment card and mobile transactions in the number of POS and
online transactions in 2019
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Chart 44

Shares of payment card and mobile transactions in the value of POS and online
transactions in 2019
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In 2019 the majority of banks in Slovakia made the digital wallet plat-
forms Google Pay and Apple Pay available to their MasterCard and VISA
cardholders. Some banks also started supporting the smartwatch apps
Garmin Pay and Fitbit Pay. The gradual introduction of these services
during the year was reflected in the sharply increasing number of trans-
actions made using these apps, from 0.8 million in the first quarter of
2019 to more than 6.6 million in the fourth quarter. Overall in 2019, do-
mestically issued payment cards were used for more than 13.6 million
mobile payments, and the total value of these transactions was almost
€262 million. The tendency to use mobile payments for low-value trans-
actions was evident in 2019, with the average value of mobile payments
amounting to €19.25 and the average value of physical card payments
amounting to €45.80.

5.3 Cooperation with international financial
institutions

Assessment of SSSs and links between SSSs

In order to settle its credit operations based on adequate eligible collater-
al, the Eurosystem assesses the eligibility of securities settlement systems
(SSSs) and links between SSSs for use in Eurosystem credit operations.
A CSD-operated SSS or link that receives a positive assessment is consid-
ered eligible for use in Eurosystem credit operations.
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@ NARODNA Under their new assessment regime, SSSs and links undergo a two-stage

a) the EU’s Central Securities Depository Regulation (Regulation (EU) No
909/2014), which lays down uniform requirements for the settlement of
financial instruments in the EU; and

b) additional Eurosystem requirements, compliance with which should
be ensured by regulatory or contractual arrangements.
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6 Statistics

Narodna banka Slovenska develops, collects, compiles and disseminates
a wide range of statistics which support the monetary policy of the euro
area, the stability of the financial system in Slovakia, various other tasks of
the European System of Central Banks (ESCB), and the tasks of the Europe-
an Systemic Risk Board (ESRB), Eurostat, the Bank for International Settle-
ments (BIS) and other international institutions. Based on data reported
by financial and non-financial agents, the statistics are used not only by
internal users at the Bank, but also by financial market participants, pub-
lic sector entities, the media, and the general public.

6.1 Statistical developments

In 2019 monetary and financial statistics for the sectors of banking, in-
vestment funds and other financial intermediaries provided stable data to
users without additional requirements from the users themselves, in par-
ticular the ECB. Through mutual cooperation, the quality of data provided
by banks for interest rate statistics on new business was improved by revi-
sions of data on renegotiated loans.

During the year, the Slovak banking sector surveyed benefits and costs re-
lated to the ECB’s proposed new requirements for euro area balance sheet
statistics. The survey results were reflected in a draft Regulation and draft
Guideline published by the ECB. Cooperation was stepped up in regard to
the use of counterparty micro data reported by banks from the national
credit register for the compilation of aggregated statistical data. Asregards
the compiling and analysing of data and statistical outputs, further pro-
gress was made in 2019 on the interlinking of the metadata description
and source data. One key step was a change to statements submitted for
Narodna banka Slovenska, which involved switching from static collec-
tion to dynamic data collection.

Data quality in the ESCB’s two securities databases underwent further im-
provement in 2019. These databases, to which the Bank contributes data
on aregular basis, are the Centralised Securities Database (CSDB) and Se-
curities Holdings Statistics Database (SHSDB). In 2019 the ECB launched
an improved version of its interactive data quality management tool for
the CSDB, which supports the compilation of national aggregates of se-
curities statistics. Projects and tests aimed at interconnecting the CSDB
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and SHSDB with the ECB’s Register of Institutions and Affiliates Database
(RIAD) and its analytical credit database (AnaCredit) continued in 2019.
Consistency between the data contained in the ECB databases is impor-
tant for the production of detailed analyses of the financial market and fi-
nancial stability.

In September 2019 Slovakia became the 19th country to adhere to the Spe-
cial Data Dissemination Standard (SDDS) Plus, the highest tier of the IMF’s
three-tier Data Standards Initiatives aimed at supporting the dissemina-
tion of economic and financial data. Narodna banka Slovenska is one of
Slovakia’s three data disseminating agencies under SDDS Plus, along with
the country’s Finance Ministry and Statistical Office. The move from the
second-tier SDDS initiative to SDDS Plus included an increase in the pre-
scribed data categories from 21to 30, with seven of the nine new categories
falling within the Bank’s competence. These categories include financial
soundness indicators, other financial corporations survey, and debt securi-
ties, as well as categories covering the scope and structure of foreign direct
investment in Slovakia and the quarterly financial accounts.

In the field of quarterly financial accounts statistics work continued in
2019 on harmonising these statistics with balance of payments (b.o.p.) and
international investment position (i.i.p.) data, against the backdrop of the
Statistical Office-led benchmark revision of selected data. In 2019 govern-
ment bonds included in financial accounts statistics started to be reported
at fair value.

In February 2019 Narodna banka Slovenska and the Slovak Statistical Of-
fice signed Addendum No 4 to their Framework agreement on cooperation
in the provision of statistical data and statistical information of 21 May 2013
(‘the Framework Agreement’). This amended Articles 4 and 6 of the Frame-
work Agreement in accordance with an amendment to Act No 18/2018 on
the protection of personal data. The signing of the Addendum also result-
ed in the updating of the following addenda to the Framework Agreement:
Addendum No 1 - List of statistical data and statistical information pro-
vided to Narodna banka Slovenska by the Statistical Office of the Slovak
Republic;and Addendum No 2 - List of statistical data and statistical infor-
mation provided to the Statistical Office of the Slovak Republic by Narod-
na banka Slovenska.

On 2 August 2019 Eurostat published an expanded and amended edition
of the Manual on Government Deficit and Debt, which, as a supplement to
Regulation (EU) No 549/2013 on the European system of national and re-
gional accounts in the European Union (referred to as ESA 2010), provides
guidance on the appropriate treatment of government finance statistics,
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in particular the appropriate calculation of national budget revenue and
expenditure and the resulting deficit and debt. The changes having a sig-
nificant impact on Slovakia’s Excessive Deficit Procedure (EDP) data were
incorporated in the data provided by Slovakia to Eurostat for publication
in the October 2019 notification table for the period from 2015 to 2018. This
resulted in the deficits for individual years, as a percentage of GDP, in-
creasing by between 0.1 and 0.3 percentage points. Alongside implementa-
tion of the new manual, a benchmark revision was also undertaken. There
is approximately one such revision every five years, the purpose being to
improve the quality of statistical data by using new source data and new
approaches and estimates. The review was reflected in all areas of govern-
ment finance statistics (annual and quarterly financial and non-financial

accounts for general government).

An ECB Guideline that entered into force in 2019 amended the 2018 ECB
Guideline on the Register of Institutions and Affiliates Data. The most sig-
nificant change concerned the obligation to report reference data for pen-
sion funds. Since one of priority purposes of RIAD is to regularly publish
an official list of financial institutions, anew list of pension funds was pro-
duced.In2019the ECBwas placing particular emphasis on the management
of the quality of RIAD data. In cooperation with a working group called
the RIAD Hub Network, a new report was produced which summarises all
RIAD data on a country-by-country basis. This improved the navigability
of the reported data and the process of removing inconsistences or errors.
Work also continued on interconnecting RIAD and the ECB’s Centralised
Securities Database. Specific steps were defined for each country, with ob-
jective of implementing them gradually over each phase of the project. By
the end of 2019 the harmonisation rate for Slovak issuers was almost 100%.
The RIAD dataset currently includes more than 60 thousand Slovak enti-
ties (including 28 monetary financial institutions, 94 investment funds,
42 payment statistics relevant institutions, 36 insurance corporations, and
36 pension funds, with the rest comprising AnaCredit-relevant entities).

As regards insurance market statistics, the focus of attention in 2019 was
on the timely collection of required data in the context of the new Solvency
II taxonomy defined by the European Insurance and Occupation Pensions
Authority (EIOPA). The new taxonomy necessitated changes in the Bank’s
Statistics Collection Portal in regard to the planning of reporting obliga-
tions, as well as intensive communication with the entities concerned.
Further progress was made on improving the quality of reported data. In
addition to the Solvency Il taxonomy, a new system of internal intra-report

19 Guideline (EU) 2019/1335 of the European Central Bank of 7 June 2019 amending Guideline
(EU) 2018/876 on the Register of Institutions and Affiliates Data (ECB/2019/17).
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and inter-report checks was drawn up in 2019. The checks relevant to quar-
terly reporting underwent testing.

In order to improve the quality and international comparability of data,
in 2019 the ECB began a programme of active communication with coun-
tries reporting quarterly and annual statistical data. This included several
questionnaire surveys and public consultations on documents, on the ba-
sis of which the ECB defined four principle methodological groups. These
started to be addressed by dedicated working groups. One of the areas ad-
dressed is the uniform coverage of reporting entities for annual statistics.
In this regard, the ECB has opted for the principle of reporting for all en-
tities established in the territory of the reporting country (the so-called
‘home’ principle) and has designed Solvency II reports as a priority data
source. In line with this requirement, revisions were made to annual data
for the reference years from 2016 to 2018.

In the area of capital market statistics, it became necessary in 2019 to in-
corporate in the Statistics Collection Portal a new Report on Internalised
Settlement - Ocp (IVT) 21-04. This concerns an obligation arising under
Article 9 of Regulation (EU) No 909/2014.%° In these reports, entities au-
thorised to provide services defined in Article 6(2) of the Securities Act (No
566/2001), report information about transactions that they settle outside
securities settlement systems operated by central securities depositories.
After processing this information, NBS transmits it to the European Secu-
rities and Markets Authority (ESMA) and informs ESMA of any potential
risk resulting from that settlement activity.

As for pension fund statistics, 2019 saw the completion of legislative and
software processes to ensure compliance with requirements for the col-
lection and processing of pension fund data. In 2019, for the first time,
the Bank submitted to EIOPA occupational pension scheme data, for the
third quarter, which it had collected through the Statistics Collection Por-
tal on the basis of the Decision on EIOPA’s regular information requests
towards NCAs regarding provision of occupational pensions information
(EIOPA-B0S/18-114). Along with the data in its original structure, the Bank
also for the first time transmitted the data to the ECB in a version which
was expanded to include geographical breakdown data related to the re-
quirements of Regulation (EU) 2018/231 of the European Central Bank.”

20 Regulation (EU) No 909/2014 of the European Parliament and of the Council of 23 July
2014 on improving securities settlement in the European Union and on central securities
depositories and amending Directives 98/26/EC and 2014/65/EU and Regulation (EU) No
236/2012.

2 Regulation (EU) 2018/231 of the European Central Bank of 26 January 2018 on statistical
reporting requirements for pension funds (ECB/2018/2)
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In the area of balance of payments statistics, significant revisions of data
for selected areas of the balance of payments current account were under-
taken in 2019. The main reason for the changes was the major benchmark
revision of national accounts data and methodological revision of foreign
trade statistical data carried out by the Slovak Statistical Office. The revi-
sions were made in accordance with the Harmonised European Revision
Policy for Macroeconomic Statistics and the national revision policy. The
balance of payments data revisions concerned mainly goods and services
items. As regards foreign trade in goods, a change was made to the method-
ology for reporting exports and imports of energy (natural gas and electric-
ity) and selected commodities. There was also a change to the reference pe-
riod for statistics on trade with non-EU countries. As for services, the main
change in 2019 was the incorporation of the mini One Stop Shop (MOSS),
a special tax relief scheme for persons supplying cross-border telecommu-
nication and electronic services.

In cooperation with the Slovak Statistical Office, in 2019 the Bank was en-
gaged in preparatory work for the implementation of the EU’s new Frame-
work Regulation Implementing Business Statistics (FRIBS), including
consultations on the methodology and scope of data collected in the area
of international trade in services statistics. The scope will be significantly
expanded, with the additional breakdown of services according to mode of
supply and to Service Trade by Enterprise Characteristics (STEC).

In October 2019 data on b.o.p./i.i.p. statistics and foreign debt statistics
were released in the format required under SDDS Plus for the first time. As
regards b.o.p./i.i.p. statistics, the process of harmonising their data with
quarterly financial accounts data continued in 2019, with further signifi-
cant progress made in aligning data between these two statistical domains.

For entities reporting through the Statistics Collection Portal which are
subject to a reporting obligation under the Foreign Exchange Act, the
scope of their reporting was expanded in 2019 to include new require-
ments of international institutions, mainly the ECB, concerning the com-
pilation of b.o.p./i.i.p. statistics. The statistical reporting obligation for
non-bank entities is governed by the Foreign Exchange Act (including
amendments to Act No 372/1990 on non-indictable offences, as amend-
ed), as amended by Act No 602/2003. Details about the structure, scope
and content of reported data, about reporting methods, procedures and
deadlines, and about where to report data are laid down in NBS Decree
No 280/2015 of 25 September 2018 on reporting in accordance with the
Foreign Exchange Act.
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6.2 Information systems

Narodna banka Slovenska uses its Statistics Collection Portal (IS SCP)
for the collection, processing and storage of data received from reporting
agents for statistical and supervisory purposes. In 2019 a new taxonomy
was implemented in the IS SCP for the reporting of supervisory data re-
quired by the European Banking Authority (EBA), EIOPA and the ECB. In
addition, certain functionality components related to ESMA reporting
were upgraded.

By the end of 2019 around 4,089 reporting agents were registered in the IS
SCP, including 28 from the banking sector, 47 engaged in other financial
intermediation, 38 from the insurance sector, 116 from the capital market
(investment firms, investment funds, asset management companies, the
stock exchange, and central securities depositories), 52 from the pension
fund sector, 3,356 entities reporting to NBS under the NBS Decree on re-
porting in accordance with the Foreign Exchange Act,and 452 other agents.

In 2019 a total of 655 reporting templates were designed for data collec-
tion requirements under national law, 306 as required by the EBA, 110 as
required by EIOPA, and two in accordance with the EU’s Alternative Invest-
ment Fund Managers Directive.

Work continued in 2019 on transforming historical data from all reporting
statements collected in the years from 2012 to 2015 and migrating them to
the IS SCP. As part of this data migration, the system was changed to ena-
ble the performance of so-called ‘technical migration.

The transition from the QlikView business intelligence tool to the Qlik
Sense server solution was completed in 2019. From an infrastructure per-
spective, the transition involved expanding the architecture to include
a stand-alone development server. The number of Qlik licences purchased
by the Bank increased to 64. The number of modules was further increased
to support the performance of consulting, training and internal work; the
new modules were from the areas of securities statistics, balance sheet
statistics, interest rate statistics, other financial intermediaries statistics,
balance of payments statistics, government statistics, financial accounts
statistics, foreign direct investment statistics, and services statistics. Qlik
Sense was also used for the data aggregation output for the Bank for the
Accounts of Companies Harmonized (BACH) database.
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7 Economic research

The priority areas of economic research at Narodna banka Slovenska are
based on the Bank’s medium-term research strategy. Research at the Bank
is focused on thematic areas, such as monetary policy and inflation, finan-
cial stability, the European single currency, and Slovakia’s convergence
within the European Union. Some projects produce methodological inno-
vations in the area of economic modelling; others address issues relating
to such areas as the labour market, real economy, and fiscal policy.

The volume and quality of research publications published by the Bank in
2019 maintained the standards set in previous years. In terms of their vis-
ibility in foreign indexed journals, NBS research outputs continued their
positive trend. This success was supported by cooperation with other ex-
perts from the European System of Central Banks (ESCB) and from domes-
ticand foreign academic institutions. As for the number of working papers
and analytical commentaries published on the NBS website, 2019 was also
a productive year.

In 2019 five articles by NBS staff were published in journals indexed in for-
eign databases, including the Journal of Corporate Finance, The European
Journal of Finance, the Open Economies Review, and the Journal of Statisti-
cal Computation and Simulation. One NBS working paper was published in
Ekonomicky ¢asopis, an indexed journal of the Slovak Academy of Sciences.

The outputs of NBS research projects usually take the form of papers pub-
lished on the Bank’s website which are aimed at further publication in sci-
entific journals. A total of nine working papers were published on the NBS
website in 2019. Some of those co-authored with individuals from foreign
institutions, including universities and central banks,?? were also published
onthewebsites of thoseinstitutions.Inaddition, NBSresearchers published
two occasional papers and seven analytical commentaries in 2019 - papers
of a descriptive nature which contain partial results relevant for Slovakia.

One 2019 study in the field of monetary policy examined the impact of ad
hoc verbal communication of members of the ECB’s Governing Council
between meetings of that body. By applying textual analysis to such com-

22 The Halle Institute for Economic Research, Charles University in Prague, the Vienna Uni-
versity of Economics and Business, the Magyar Nemzeti Bank (the Hungarian central
bank), and the Federal Reserve Board of Washington, D.C.
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munication, the authors created an indicator that measures whether ECB
communication is leaning towards tightening, easing or not changing
monetary policy. The study found that the indicator is a good predictor of
future monetary policy decisions. The results confirm the importance of
monetary authorities engaging in transparent communication.

Research studies in more broadly defined areas of the labour market and
real economy addressed output gap estimation, firms’ demand for digital
skills, and the results of the third wave of the Household Finance and Con-
sumption Survey (HFCS). A 2019 working paper on the Slovak economy’s
output gap used, in addition to GDP data, 37 selected indicators that are
published with a shorter lag than GDP data and are not subject to signifi-
cant revisions. Compared with estimations using standard methods, this
method produces a more stable estimate of the output gap at the end of the

period under review.

A 2019 NBS working paper on digital skills analysed a large number of ad-
vertisements published on Slovakia’s leading job portal, profesia.sk. The
authors found that domestically owned firms in Slovakia are more likely
to seek digitally skilled workers than are foreign-owned firms. This applies
to all occupations apart from some blue-collar occupations in manufactur-
ing industry. The results suggest that the potential for technology transfer
from foreign-owned to domestic firms may be relatively limited.

The latest HFCS results were analysed in an occasional paper, which point-
ed out that household net wealth in Slovakia increased by around 40%
between 2014 and 2017. Since the bulk of Slovak households’ wealth com-
prises owner-occupied residential property, this uptrend stemmed from
strong growth in property prices. At the same time, the debt-financing of
residential properties has caused an increase in household indebtedness.

In the area of economic modelling, three working papers were published
by the Bank in 2019. The first of them builds on literature showing that
changes in trend inflation largely account for movements in US Treasury
bond risk premia. The authors propose several modelling solutions to ex-
plain this relationship. The other two studies estimate a statistical model
of firm survival based on firm-level data. The model was used to test vari-
ous firm-specific and institutional factors that affect the probability of firm
survival. The paper on institutional factors, using a broad dataset of firms
from 15 emerging-market economies in central and eastern Europe, con-
firmed that institutional quality increases the probability of firm survival.

A 2019 NBS working paper on fiscal policy examined the impact of govern-
ment spending shocks on the US Treasury yield curve. The authors differ-
entiate between information about the anticipated fiscal expansion and
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the actual unbudgeted increases in government spending. There were also
papersonthe topics of the European single currency and convergence: one
working paper used firm-level data from Slovakia and Estonia to estimate
how adopting the euro affects exports, and another paper contained the
Research Department’s regular analysis of Slovakia’s economic conver-
gence. The convergence analysis showed that in terms of its economic
growth and productivity in 2018, Slovakia made a relative improvement in
its position vis-a-vis the EU average. Following a period of stagnation in
real convergence since 2014, this result was positive news. In several rank-
ings of institutional quality or the business environment, however, Slova-

kia continues to experience a decline in its relative position.

As regards their involvement in international projects in 2019, NBS staff
continued to contribute to two ESCB research networks - the Household
Finance and Consumption Network (HFCN) and the PRISMA (price-setting
micro data analysis) Research Network - and to the independent Competi-
tiveness Research Network (CompNet). Furthermore, several of the Bank’s
2019 working papers were co-authored with individuals from foreign insti-
tutions.”® In 2019 NBS members of the HFCN focused on preparing datasets
from the third wave of the Household Finance and Consumption Survey.
After being validated at the ECB, the Slovak data were made available to
professionals for research purposes. The latest results, set out in an occa-
sional paper, are supporting the estimation of risks related to household
indebtedness and the analysis of the impact on household budgets of mac-
roprudential policy measures and monetary policy measures.

The PRISMA Research Network applies microeconomic analysis to the
price-setting behaviour of firms. NBS staff contributed to the network’s ac-
tivity in several areas in 2019, for example in measuring the effects of VAT
rate changes on the price level.

CompNet is an independent ESCB-related network dedicated to research-
ing competitiveness on the basis of firm-level data. In 2019 NBS staff mem-
bers were involved in the task of expanding of CompNet’s firm-level-based
database and supported the network’s development through their pres-

ence on its steering committee.

2 These included the following: Birkbeck, University of London; Hitotsubashi University;
Charles University in Prague; Middlesex University London; Paris Nanterre University;
the Vienna University of Economics and Business; Ceska narodni banka (the Czech central
bank); the Federal Reserve Board of Washington, D.C.; the Magyar Nemzeti Bank; the Oster-
reichische Nationalbank (the Austrian central bank); the European Trade Union Institute;
and the LIS Cross-National Data Center in Luxembourg.
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In 2019 NBS researchers gave presentations abroad at events hosted by ac-
ademic institutions, central banks, and international organisations.?* As
part of the technical assistance provided to Bulgaria in preparation for
euro adoption, NBS staff members gave presentations in that country.

Through its visiting researcher programme, the Bank cooperates with
academic institutions. Under this programme, two external researchers
completed a short internship at the Bank in 2019. The same year also saw
the Bank host 17 research-related seminars. More than one-third of these
seminars provided an opportunity to acquire professional feedback on the
Bank’s own research projects. The NBS headquarters was also the venue
for a further three seminars addressing current issues of economic policy.

% The events were hosted by the following: Carlton University in Ottawa; the Banque Cen-
trale du Luxembourg; the Banque de France; the journal Economic Modelling; Mendel
University in Brno; the Organisation for Economic Co-operation and Development; the
Osterreichische Nationalbank; the Vienna University of Economics and Business; the Uni-
versity of Economics in Bratislava; and the Slovak Academy of Sciences.
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8 European affairs and
international cooperation

8.1 European affairs

European Union (EU)

From the perspective of Narodna banka Slovenska, the main EU event in
the first half of 2019 was April’'s informal meeting of the ECOFIN Council,
which took place in Bucharest and was attended by NBS representatives.
The discussions focused on priorities for the next institutional cycle and
the way forward for the capital markets union.

NBS representatives were also present at the next ECOFIN gathering of
finance ministers, held in Helsinki in September. The main issues under
discussion included the resilience of financial market infrastructure, the
role of the financial sector in countering hybrid threats, and the rebooting
of the capital markets union.

8.2 Cooperation with international institutions

International Monetary Fund (IMF) and World Bank Group (WBG)

The most important events of the Bretton Woods Institutions in 2019 were
the Spring and Annual Meetings of the IMF/WGB, held in Washington
DC. The Spring Meetings in April included the presentation of the latest
editions of the IMF’s multilateral surveillance documents: the World Eco-
nomic Outlook (WEQO) and the Global Financial Stability Report (GFSR).
Delegates discussed the need for renewal of the multilateral system, for
development of more resilient and inclusive economies, and for cooper-
ation in facing global challenges such as climate change, demographic
changes, and migration.

Atthe Annual Meetings in October, the IMF’s Board of Governors discussed
the IMF’s Annual Report and financial statements, as well as the autumn
editions of the WEO and GFSR. There were also discussions on how multi-
lateral cooperation could be used to bridge economic disparities between
member countries, as well as on fintech and digital transformation.
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Meeting of the International Monetary and Financial Committee (IMFC) held
during the IMF-WBG Annual Meetings in Washington DC in October 2019.

In May 2019 an IMF staff team visited NBS as part of the bilateral discus-
sions that the IMF holds with Slovakia under Article IV of the IMF’s Arti-
cles of Agreement. The staff team spoke with NBS representatives about
Slovakia’s macroeconomic developments and outlook, about its balance of
payments performance, about the state of Slovakia’s financial sector, and
about the current situation regarding domestic macroprudential policy.
According to the IMF experts, the Slovak banking sector remains adequate-
ly capitalised, but its profitability is under pressure in the environment of
very low interest rates. They also pointed out that a decade of robust loan
growth has resulted in a significant increase in household indebtedness.

Organisation for Economic Co-operation and Development (OECD)

In February 2019 the OECD Secretary-General Angel Gurria made an offi-
cial visit to Slovakia . At the Slovak Ministry of Foreign and European Af-
fairs, Mr Gurria presented the 2019 OECD Economic Survey of the Slovak
Republic.

NBS staff members participated in the drafting of the 2019 Survey and
were also actively involved in the work of OECD committees.

In 2019, for the first time, Slovakia chaired the Meeting of the OECD Coun-
cil at Ministerial Level, which took place on 22-23 May.

In December 2019 NBS staff met with OECD representatives as part of the
preparatory work for the OECD Regulatory Policy Review of the Slovak Re-
public.
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European Bank for Reconstruction and Development (EBRD)

In January 2019 a meeting took place between NBS and EBRD representa-
tives in regard to the preparation of the EBRD’s assessment report on the
capital market situation in Slovakia.

In May 2019, in Sarajevo, the 28th Annual Meeting of the EBRD’s Board of
Governors was held under the theme “Connecting Economies for Strong-
er Growth”. The participants discussed the integration of Western Balkan
countries into the European Union and opportunities for investment in
the Western Balkan region.

Bank for International Settlements (BIS)

The NBS Governor attends the BIS’s bimonthly All Governors’ Meeting. The
issues discussed at the meetings in 2019 included innovation and the role
of central banks in the area of financial inclusion, the macroeconomic im-
plications of weak bank profitability, and central banking. The governors
also discussed strategies in the area of human resources management at
central banks.

The BIS’s 89th Annual General Meeting (AGM) took place in Basel in June
2019, with NBS represented by Deputy Governor Ludovit Odor. Besides
approving the BIS’s 2018/19 Annual Report and 2019 Annual Economic Re-
port, the participating central bank representatives discussed regulatory
convergence and also how to regulate banks in the era of fintech shadow
banks.

Deputy Governor Odor also attended the 18th BIS Annual Conference, held
in Zirich in June. The theme of the event was “The digital economy and

financial innovation”.
8.3 Technical cooperation with external institutions

As regards its activities in the area of technical cooperation in 2019, NBS
was involved not only in bilateral projects, but also in multilateral EU pro-
jects.

As part of its bilateral cooperation with the central banks of Belarus and
Ukraine, NBS organised study and working visits in the areas of operation-
al risk, public procurement, and payment systems.

In 2019 NBS provided technical assistance to the Central Bank of Mongolia
in the area of central bank auditing.
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A meeting of the Programme Steering Committee of an EU training programme
for staff of Western Balkan central banks (held at NBS on 12 December 2019).

As part of an EU-funded project, staff members of NBS’s Financial Con-
sumer Protection Department were engaged in technical cooperation with
the National Bank of Serbia in 2019. In the context of an EU project to sup-
port the National Bank of Belarus, a staff member of NBS’s Macropruden-
tial Policy Department took part in two expert missions to the Belarusian
central bank.

In 2019 NBS was actively involved in an EU education and training pro-
gramme focusing on Western Balkan central banks. In April NBS organ-
ised a three-day seminar in the field of statistics, and in December it host-
ed ameeting of the Programme Steering Committee.
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92 Communication

Narodna banka Slovenska strives to be a modern and open central bank
which raises awareness about key issues and focuses on bringing up-to-
date information about the Slovak and European economies to both the
professional and general public. The Bank’s communication priorities in-
clude strengtheningits reputation and the way it is perceived both at home
and abroad. The Bank must not only inform the public about its activities
in innovative, direct and easy-to-understand ways, but also provide cur-
rent information about the European Central Bank (ECB), monetary policy,
finance, and consumer protection, as well as information about financial
education and how to increase financial literacy. The Bank’s outward com-
munication efforts were stepped up in 2019 - both visually, through light
displays projected on the NBS building to mark significant occasions, and
in terms of the Bank’s presence on social media platforms, which are par-
ticularly suited to increasing the frequency of the Bank’s messages and to
expanding overall communication about other areas of its activities.

Featuring prominentlyinthe Bank’s communication activity in 2019 were the
10th anniversary of the introduction of the euro in Slovakia and, concerning
the Bank itself, the updating of the NBS logo. A major communication topic
throughout the euro area, including Slovakia, was the entry into circulation
of the new €100 and €200 banknotes. These banknotes, the last in the Europa
(E2) series, started circulating on 28 May 2019. The Slovak public were given
a preview of the new banknotes’ designs at the NBS Open Day in 2018.

On the last weekend in September 2019, NBS took part for the first time in
Biela noc / White Night, a popular multi-genre contemporary art festival
in Slovakia. An artistic installation of light beams, entitled “Play of light”,
made the NBS headquarters building appear like a lighthouse.

Financial literacy was a key focus of the Bank’s communication activity in
2019, especially in the second half of the year with the publication of “The
Financial Literacy Support Strategy of Narodna banka Slovenska”. As re-
gards an issue that attracted extensive media coverage in 2019 - the 30th
anniversary of the Velvet Revolution - the Bank produced a webpage for
the occasion (www.nbs.sk/november89) which featured historical data,
photographs, document scans, statistics, and calculations. The page pro-
vided information about the Czechoslovak banking system in that tumul-
tuous year, the exchange rate of the Czechoslovak koruna, banknote issu-
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ance, and the day-to-day life of bank employees. The celebrations of the
occasion included alight display on the NBS headquarters building.

Among the important economic issues that attracted broad media atten-
tion were NBS measures to change lending volumes and the Bank’s com-
mentaries on the Slovak Government’s proposal to increase the bank levy.

9.1 External communication

The Bank may be contacted by email at the addresses provided on its web-
site. In 2019 it received 3,734 emails, including requests for information,
suggestions, and complaints (about supervised entities). A total of 3,164
emails were received at the addresses dedicated to communication with
the public: info@nbs.sk and webmaster@nbs.sk. Another 38 were requests
for information under the Freedom of Information Act (No 211/2000), re-
ceived at infozakon@nbs.sk. The rest, 532, were received at the address for
media enquiries, press@nbs.sk. The Bank also fielded enquiries by tele-
phone and from people who came to its headquarters in person.

Professional events and exhibitions

In 2019 the Bank marked the 10th anniversary of the introduction of the
euro in Slovakia. In January it hosted an international conference entitled
“10 years of the €uro in Slovakia”, which evaluated the Slovak experience of
ten years of euro area membership and the future direction of the euro area.

A conference focusing on the challenges facing the insurance sector took
place in Bratislava in April 2019. The “Joint Conference on Synergies be-
tween Insurance and Pensions” was hosted by Narodna banka Slovenska
in cooperation with the Organisation for Economic Co-operation and De-
velopment (OECD), the International Association of Insurance Supervisors
(IAIS), and the International Organisation of Pension Supervisors (IOPS).

In May 2019 the Bank, together with the company Humusoft, s.r.o., held an
expert conference whose purpose was to inform the professional public
about the possibilities for using computational tools in the financial sec-
tor and in macroeconomic modelling.

In November the NBS headquarters was the venue for a seminar entitled
“Sporitel na prvom mieste: Ako zreformovat druhy déchodkovy pilier na
Slovensku?” (Putting savers first: How to reform the second pension pil-
lar in Slovakia?). The event was attended by NBS Deputy Governor Ludovit
Odor and by Pavol Povala from Norges Bank Investment Management.

In December 2019 the Bank joined with the Slovak Finance Ministry’s In-
stitute for Financial Policy (IFP), the Council for Budget Responsibility
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(CBR), and the Ministry’s Value for Money Unit to hold a discussion event
called “Rozpocet 2.0: Ako posuntt Slovensko do prvej ligy vo verejnych fi-
nanciach” (Budget 2.0: How to move Slovakia into the top league of public
finances). The purpose of the event, attended by economic experts, politi-
cians and analysts, was to initiate a constructive dialogue on public financ-
es. Among the speakers were NBS Governor Peter Kazimir, NBS Deputy
Governor Ludovit Odor, Slovak Finance Minister Ladislav Kamenicky, Val-
ue for Money Unit Director Stefan Kis$, IFP Director Eduard Hagara, CBR
Chairman Ivan Sramko and CBR member Juraj Kotian. The afternoon ses-
sion was devoted to discussions between political parties’ representatives,
including Caroline Liskova, Miroslav Beblavy, Ivan Svejna, Eduard Heger,
Tomas Meravy, Stefan Holy, Jin Remeta, Radomir Salitro$ and Marian
Viskupic.

To mark the 75th anniversary of the Slovak National Uprising (SNP), the
Bank held an exhibition entitled “Slovak National Uprising Heroes from
Slovenska narodné banka”. The exhibition included original documents
showing the extent to which employees and senior officials of the first Slo-
vak central bank - Governor Imrich Karvas prominent among them - par-
ticipated in the Uprising, including their role in financing and organising
the insurgents. Also on display were photographs from the TASR domestic
news agency and from the SNP Museum in Banska Bystrica (from the Mu-
seum’s exhibition entitled “Vstali z popola” (They rose from the ashes)).

9.2 Internal communication

Internal communication activities focus on keeping NBS employees in-
formed about what is happening in the Bank. In 2019 these activities in-
cluded information campaigns for environmental initiatives, for the Bank’s
new design manual and logo, and for IT-related changes. A new channel of
communication was introduced in the form of the Governor speaking to
the staff via videos shown on the Bank’s intranet. In this way the Governor
informed the staff about issues important for the running of the Bank and
for its role as an employer.

In 2019 the Bank held a Charity Christmas Market at its headquarters for
the second year running. The event offered both NBS staff and members
of the public a chance to buy products from sheltered workshops. All the
proceeds went to people with disabilities.

During the year NBS staff took part in several internal events aimed at
strengthening team spirit by combining work and leisure activities. These
included, for example, social dinners, hikes for staff and their family mem-
bers, and the Bank’s annual Sport and Leisure Day.
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9.3 Publications and website

Narodna banka Slovenska publishes its own official publications at month-
ly, quarterly and annual intervals. In addition, it participates in the drafting
of Slovak language versions of the ECB’s Economic Bulletin, Annual Report,
and Annual Report on supervisory activities. As regards information and
promotional materials for the general public, in 2019 the Bank published
a leaflet entitled “Narodna banka Slovenska - Eurosystem” in both Slovak
and English versions, a set of leaflets on euro banknotes called “Poznaj svoje
peniaze” (Know your money), a jigsaw puzzle and activity book related to
the new €100 and €200 banknotes, and a user guide for the Generation €uro
Students’ Award. In the same year, the Bank also published nine working
papers, 12 analytical commentaries, and 127 flash commentaries. All of the
Bank’s official and specialist publications are available on the NBS website
in PDF format. Following a review of its communication activities vis-a-vis
the public, the Bank decided in 2019 to discontinue the publication of Bi-
atec, a bimonthly banking journal, with effect from the end of the year.

Work on revamping several sections of the NBS website continued in 2019,
with the aim of improving the clarity and navigability of webpages. The
Bank also commissioned an in-depth analysis of the website’s content,
which then served as the basis for a public procurement procedure for
a future new NBS website. In 2019 the website had more than 2.8 million
visitors, representing a year-on-year increase of around 7%. The number of
page views stood at around 15.7 million, similar to the figure for 2018.

9.4 Museum of coins and medals in Kremnica

Established in 1890 and today administered by Narodna banka Slovenska,
the Museum of Coins and Medals in Kremnica maintains collections which
altogether include almost one hundred thousand items. The most interest-
ing items are on public display at the Townhouse (Mestiansky dom) and at
the Town Castle (a complex of buildings with St Catherine’s Church at the
centre). The Townhouse exhibition is entitled “Two Faces of Money: Mon-
ey and Medal-Making in the History of Slovakia”. Until 30 September 2019
the Townhouse also had an exhibition entitled “The Charm of Stoneware
Gardens: The Kremnica Stoneware Factory between 1815 and 19567, which
ran from 3 April 2013 and attracted almost thirty thousand visitors in total.

In September the Museum organised an international numismatic con-
ference called “NUMISMATICA CENTROEUROPAEA IV”, which, compared
with the previous editions of this event, drew a record number of partici-
pants: more than 80 people from 11 countries. The main theme of the 2019
conference was “War and Peace in the History of Money”. In 2019 the Muse-
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um Gallery hosted six art exhibitions: “Cesta kremnickej ¢ipky” (The Jour-
ney of Kremnica Lace); “Pavol Hammel - Melédia farieb”(A Melody of Col-
ours); “Sebastian Mikotajczak - AVERZ / REVERZ” (OBVERSE / REVERSE);
“Kremnické gagy 2019 - Karikaturisti” (Kremnica Gags 2019 - Caricaturists);
“Stanislav Lubina a Jozef Vydrnak - Dialég s linkou” (Dialogue with a Line);
and “Textilna tvorba 2019” (Textile Creations 2019). The Two Faces of Money
exhibition also included an exhibition of jewellery artworks created at the
25th International Symposium of Jewellery Art held in Kremnica in 2019.

The Museum’s exhibition events are also accompanied by educational
programmes and creative workshops. One such programme introduced in
2019 was Music Hour at the Museum, which took place at St Catherine’s
Church and focused on a presentation of the organ and on the interpreta-
tion of various pieces of organ music.

In 2019 the Museum participated in the 15th edition of the collectors fair
Bratislava Collector Days, and it contributed items from its collections to
three exhibitions abroad: one in Prague entitled “Cesky a fimsky kral Va-
clav IV. - Gotické uméni krasného slohu kolem roku 1400” (Wenceslas IV,
King of Bohemia and King of the Romans - Gothic Art of the Beautiful Style
circa 1400); one in Vienna entitled “Johanna Kandl Material: Cim sa malu-
je a pre¢o” (Johanna Kandl - Material: What We Paint With and Why); and
one in Magdeburg, Germany, entitled “Fascinacia mestom - urbanizacia
Eurépy v stredoveku a Magdeburské pravo” (City Fascination - Urbanisa-
tion in Medieval Europe and the Magdeburg Rights).

Spring Concert at St Catherine’s Church
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August’s Museum Stories event

In 2019 the Museum as usual participated in the annual Slovak-wide Night
of Museums and Galleries event. Among the other events that it put on for
the public in 2019 were a Spring Concert and a series of family events: The
Charm of Ceramics; Picnic at the Castle; Museum Stories; and Summer

Christmas at the Castle
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Advent Concert - Christmas Janais

Night of the Muses - Spectres at the Castle. The Museum’s summer pro-
gramme also included an annual concert held as part of the Capalest fes-
tival of poetry, theatre and music. As its contribution to European Herit-
age Days - a Europe-wide event which in 2019 was held under the theme
“Art and Entertainment” - the Museum hosted an art history lecture (“The
Beauty of Medieval Statues”) and a concert.

In cooperation with the Banska Bystrica Self-Government Region and the
Jan Kollar Library in Kremnica, the Museum in 2019 organised an event
called Kremnica zrakom a slovom Mateja Bela, rozpravanie o histoérii
Kremnice v 18. storo¢i (Kremnica through the Eyes and Words of Matej Bel
- Recounting the History of Kremnica in the 18th Century). In autumn, the
Museum held an event for children called Children’s Halloween and one
for pensioners called Autumn at the Museum. Towards the end of the year,
the Museum'’s events included Meeting St Nicholas, Christmas Mini-Mar-
ket with Advent Concert, and Christmas at the Castle.

During 2019 more than sixty thousand people from Slovakia and abroad
visited the Museum’s various exhibitions and events.
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10 Institutional developments

10.1 Institutional framework

Narodnabanka Slovenska was established astheindependent central bank
of Slovakia on 1 January 1993. When Slovakia adopted the euro, on 1 Jan-
uary 2009, the Bank simultaneously joined the Eurosystem, which com-
prises the European Central Bank (ECB) and the national central banks of
euro area countries. The NBS Governor is amember of the ECB’s Governing
Council, the Eurosystem’s highest decision-making body.

Among the ways in which the Bank contributes to the activities of the Eu-
rosystem and the European System of Central Banks (ESCB) is through its
involvement in committees and working groups, including the following:

« Accounting and Monetary Income Committee (AMICO)

- Banknote Committee (BANCO)

- Committee on Controlling (COMCO)

« Eurosystem/ESCB Communications Committee (ECCO)

- Financial Stability Committee (FSC)

« Information Technology Committee (ITC)

- Internal Auditors Committee (IAC)

- International Relations Committee (IRC)

+ Legal Committee (LEGCO)

. Market Operations Committee (MOC)

« Monetary Policy Committee (MPC)

« Organisational Development Committee (ODC)

- Payment and Settlement Systems Committee (PSSC)

- Risk Management Committee (RMC)

- Statistics Committee (STC)

« Budget Committee (BUCOM)

- Human Resources Conference (HRC)

10.2 Organisation and management

The Bank Board of Narodna banka Slovenska

The Bank Board is the highest governing body of Narodna banka Sloven-
ska. Its authority and powers are specified in the NBS Act, in other legisla-
tion of general application, and in the NBS Organisational Rules.

In 2019 the Bank Board consisted of five members.
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The Governor and Deputy Governor(s) are appointed, and may be dis-
missed, by the President of the Slovak Republic at the proposal of the Slo-
vak Government and subject to the approval of the Slovak Parliament. The
other members of the Bank Board are appointed, and may be dismissed, by
the Government at the proposal of the NBS Governor.

Under the NBS Act, the maximum number of Bank Board members has
been set at six since 1 January 2015. The term of office of Bank Board mem-
bers is six years (or five years for those appointed before 1 January 2015),
commencing as of the effective date of their appointment. There are no
term limits for Bank Board members, but no one may serve as Governor or
Deputy Governor for more than two terms.

At its 20th meeting of 2019, held on 21-22 October, the Bank Board decid-
ed to publish the net income of its members, which includes, in addition
to their net salary, all the allowances, benefits, bonuses and other emolu-
ments that they receive from Narodna banka Slovenska. As at 31 December
2019 there were no outstanding loans from NBS to a Bank Board member,
as was also the case at the end of 2018.

The Bank Board members as at 31 December 2019:

« Peter Kazimir, Governor (from 1 June 2019)

« Tudovit Odor, Deputy Governor

« Vladimir Dvoracek, Executive Director of the Prudential Supervision
Division

- Karol Mrva, Executive Director of the Risk Management, Settlement,
Payment Systems and Cash Management Division;

« Lubos Pastor, external member.

Jozef Makuch, in his then capacity as NBS Governor, was a member of the
Bank Board until 1 June 2019.

Table 13 Net income of Bank Board members

Name Position Net income for 2019
Peter Kazimir Governor 98,271
Ludovit Odor Deputy Governor 146,359
Karol Mrva Executive Director 116,310
Vladimir Dvoracek Executive Director 116,462
Llubog Pastor External member 36,171

The Executive Board of Narodna banka Slovenska

The Executive Board of Narodna banka Slovenska was established by the
Bank Board with effect from 1 August 2012, in accordance with Article 6(2)
(i) of the NBS Act. The Executive Board is the Bank’s managing, executive
and coordination authority.
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The Bank Board members as at 31 December 2019

Front row (from the left): Ludovit Odor (Deputy Governor), Peter KaZimir
(Governor). Back row (from the left): Vladimir Dvoracek (Executive Director of
the Prudential Supervision Division), Karol Mrva (Executive Director of the Risk
Management, Settlement, Payment Systems and Cash Management Division),
Lubos Pastor (external member).

The Executive Board is composed of the NBS Governor, Executive Direc-

tors, and other senior managers appointed by the Governor.

The Executive Board members as at 31 December 2019:

« Peter Kazimir, Governor (from 1 June 2019)

- Karol Mrva, Executive Director of the Risk Management, Settlement,
Payment Systems and Cash Management Division

« Vladimir Dvoracek, Executive Director of the Prudential Supervision
Division

. Julia Cillikov4, Executive Director of the Regulation and Financial Con-
sumer Protection Division

» Renata Konecnd, General Director of the Economic and Monetary Anal-
ysis Department

« Jaroslav Mikla, Executive Director of the Financial Management and In-
formation Technology Division

The Executive Board membership of the following individuals ended in 2019:

« Jozef Maktch, Governor (until 1 June 2019)

« Viliam Ostrozlik, Executive Director of the Facility Services and Securi-
ty Management Division (until 31 May 2019)
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NBS organisational structure as at 31 December 2019

The Bank Board

Office of the Human Resources
Governor Management
Department
Internal Audit Legal Services
Department Department

Banking And Payment . Economic and 8 Financial Dministratjon

. . Regulation . Risk Management and Public
Services Supervision Monetary Analysis Management

D Department Department Procurement

epartment Department Department
Department
Securities Market, X . .
: Financial Consumer - Information . .
Insurance and Pension o Statistics Settlement Facility Services
L Protection Technology
Fund Supervision D Department Department Department
epartment Department
Department
Mascropru.d gntlal Research Payment Systems SIS
upervision Bepartment Department Management
Department Department
Banklr]g Cash Management
Transactions Department
Department P
Museum of Coins and
Medals - Kremnica

« Miroslav Uhrin, Executive Director of the Financial Management, Bank-
ing Transactions and Information Technology Division (until 6 June 2019)

. Janette Samova, Executive Director of the Legal Services and Human
Resources Division (until 30 September 2019)

Three amendments to the NBS Organisational Rules were approved in
2019, one of which took effect on 1 January 2020. The amendments result-
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ed in changes to the NBS organisational structure and to the remits and
names of certain organisational units.

10.3 Human resources

Narodna banka Slovenska had 1,109 employees as at 31 December 2019.
Atotal of 73 employees ended their employment with the Bank in 2019 and
79 were hired. There were 105 recruitment procedures for 108 vacancies.

Staff exchanges between ESCB national central banks, the European Cen-
tral Bank and other international financial institutions support staff mo-
bility within the ESCB, the exchange of experience and know-how, and
staff development. A total of 18 NBS employees were on secondment dur-
ing the whole or part of 2019, either at the ECB, the European Insurance
and Occupational Pensions Authority (EIOPA) or the Cross-National Data
Center in Luxembourg.

The conditions and forms of staff remuneration at the Bank are laid down
in an internal work regulation. The average monthly salary in 2019 was
€2,563.98, representing a year-on-year increase of 8.3%.

In 2019 severance payments were made to 28 employees who left the Bank
on grounds of retirement, early retirement or invalidity. The number of
NBS employees enrolled in the supplementary pension scheme stood at
929 as at 31 December 2019.

10.4 Ethical principles at narodna banka Slovenska

In performing its duties and tasks, NBS strives to maintain the highest
standards of ethical behaviour. In 2019 the Bank added a section on ethical
principles to its website, with the aim of strengthening public confidence
that its staff members act with independence, impartiality, professional-
ism and transparency.

On1lJanuary asingle Code of Conduct for high-level European Central Bank
Officials entered into force, replacing the separate codes of conduct for the
ECB’s Governing Council, Executive Board and Supervisory Board which
had been in force up to that date. Like all other high-level ECB officials,
NBS representatives on the Governing Council and Supervisory Board are
bound by the Code of Conduct to ensure the highest standards of integrity.

10.5 Operational risk management

Operational risk management is an integral part of the management of
NBS activities. The main role of operational risk management is to support
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the fulfilment of the Bank’s strategic tasks and activities by protecting its
reputation and assets from damage, loss or misuse.

The operational risk management process in the Bank continued in 2019
with the identification of operational risks or incidents in the Bank’s pro-
cesses, with the assessment, monitoring and resolution of such risks or
incidents, with the submission of reports to NBS managers, and with the
day-to-day management of risks that could have an adverse effect on the
Bank’s processes, systems, staff members or financial assets. In 2019 the
NBS Bank Board approved the Annual Report on Operational Risk Man-
agement, on the basis of which operational risks were accepted or plans
for their mitigation were proposed.

10.6 Training and public education activities

Professional training

Narodna banka Slovenska provides for the training and development of its
employees in accordance with their training and development plans for
the current calendar year and with the current work situation of their re-
spective unit.

A total of 1,043 NBS employees attended training courses laid on by the
Bankin 2019. These courses were divided into six areas: professional train-
ing; management training and development; IT training; social skills train-

ing; language training; and general training.

In 2019 a number of NBS employees pursued their professional devel-
opment by attending events organised abroad by ESCB national central
banks, national supervisory authorities, and other institutions, including
the Joint Vienna Institute and the Financial Stability Institute.

In 2019 the Bank also supported the training and development of staff
from other central banks by hosting seminars entitled “Credit Review File
- Path of Analysis” and “English in Legal and Contractual Central Banking
Practice” and a training activity entitled “Eurosystem Accounting and Re-
porting Framework”.

Undergraduates from universities both in and outside the European Un-
ion completed internships at the Bank in 2019. The internship programme
gives students the opportunity to develop their knowledge and gain valu-
able experience.

Every year anumber of NBS employees support staff training and develop-
ment by lecturing and performing consulting activities in their specialist
fields.
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Public education

In late 2019 NBS unveiled “The Financial Literacy Support Strategy of
Narodna banka Slovenska”, presenting it on the NBS website, in media, at
regional events, and in social media. This stepping-up of the Bank’s com-
munication effort was a response to the low financial literacy among the
public in Slovakia, which results in people being dissatisfied with finan-
cial services and contributes to their financial difficulties. The Bank is
firmly of the view that regulation, no matter how strict, cannot be suffi-
ciently effective without financial education. We are therefore cooperat-
ing with several institutions and organisations to create a network of pro-
fessionals to support education in this area. In this context, the Bank last
year launched the pilot phase of an ambitious project that gives additional
training to Slovak labour office field workers who come into contact with
the poorest members of society (the project is entitled “Vzdelavanie terén-
nych pracovnikov Uradov prace, socidlnych veci a rodiny”).

In promoting financial literacy, the Bank also focuses on formal education,
with regard to primary and secondary school students, and on non-formal
education strategies for the adult population (education campaigns on
practical and topical issues in the area of personal finance). For students, it
organises talks on the main tasks of the central bank and on such topics as
the euro currency, banknote and coin security features, Eurosystem mon-
etary policy and the Slovak banking system, and financial consumer pro-
tection. In 2019 a total of 2,671 primary and secondary school students from
104 schools attended these talks and workshops. Also in 2019, NBS staff
visited a symbolic ten selected schools to give a presentation entitled “Fi-
nancial Literacy and the 10th anniversary of the euro”. Both at its headquar-
ters building and at schools in various towns and cities across Slovakia, the
Bank organises workshops focused on financial literacy, personal finance,
and helping students better understand the financial market. A total of 1,254
primary and secondary school students attended these workshops in 2019.

In 2019 the Bank also ran an online quiz aimed at supporting the general
public’s financial literacy, entitled “Mate finan¢nt gramotnost v malicku?”
(Do you have financial literacy at your fingertips?). A total of 5,107 second-
ary school students took part in the quiz. Further information on financial
literacy issues and financial consumer behaviour may be found in the Fi-
nancial Consumer Protection section of the NBS website, at https://www.
nbs.sk/sk/ofs.

Generation €uro Students' Award

The eighth edition of the ECB’s annual Generation €uro Students’ Award,
held in 12 countries including Slovakia, was completed in 2019. Slovakia
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regularly ranks among the countries with the highest number of partici-
pating teams relative to national population, and in 2019 it ranked third by
this measure.

A total of 96 teams from Slovakia entered the 2019 competition, and of
the 39 teams that proceeded to the second round, 26 took part by sending
a short video assignment entitled “Explain how and why the European
Central Bank ensures price stability”. The national final was won by a team
from the Milan Hodza Bilingual Gymnasium in Sucany, and they joined
the winning teams from the other participating countries at an award cer-
emony at the ECB in Frankfurt.

The NBS Governor's Award

The NBS Governor’s Award is a regular competition for dissertations or
doctoral theses in economics produced at universities in Slovakia or by
Slovak citizens studying abroad. In January 2019 the then NBS Governor,
Jozef Makuch, presented the award to the authors of three dissertations
completed in 2018. In November NBS Governor Peter Kazimir presented
the seventh NBS Governor’s Award to three individuals for work produced
in 2019, in this case two dissertations and one doctoral thesis.

Financial Consumer Days at NBS

On 23-24 October 2019 the Bank held its second ever Financial Consumer
Days (FCD) event, with the topic this time being “How should a responsible

AUCNY [
Y CHODNK FINANENEHo SPOTREITEA

Financial Consumer Days 2019
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Interactive education at the NBS Convention Hall during the 2019 Financial
Consumer Days event

consumer behave?”. The purpose of the event was to broaden the finan-
cial literacy education of primary and secondary school students, work-
ing adults, and pensioners. Prior to the FCD, almost 10 thousand primary
and secondary school students took part in FCD-related competitions, and
the winning teams subsequently participated in the event itself. There
were several activities prepared for the attending participants, including
themed talks, interactive training, a ‘financial consumer trail, a computer
game, a moderated interactive game, and a magnetic table. Visitors to the
event could also learn about banknote security features and how to identi-
fy counterfeit notes, and obtain advice for financial consumers.

Registry and archives

The Archives and Registry Section ensures the management of registry
records created by and delivered to the Bank, managing them throughout
their life cycle until they are either disposed of or permanently stored in
the NBS Archives. The Bank’s Registry Centre received 9,400 files in 2019,
which was 80% more than it did in 2018.

Atthe end of 2019 NBS representatives participated in a meeting of archive
staff from ESCB central banks in Frankfurt am Main, where they present-
ed a novel solution for using QR codes and bar code readers for recording,
storing, locating and scanning archival documents and for making such
documents available for research.
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In 2019, on the occasion of the issuance of a €10 silver collector coin com-
memorating the 150th anniversary of the birth of Michal Bosak, the NBS
Archives staff prepared a presentation related to an exhibition of original
archival documents about the life and work of Michal Bosak.

In 2019, for the first time ever, original documents from the NBS Archives
were loaned abroad - for an exhibition at Spilberk Castle in the Czech Re-
public. The loaned documents comprised technical plans that the archi-
tect Friedrich Weinwurm produced between 1930 and 1932 for the Nova
doba and Unitas residential complexes in Bratislava.

On 8 October 2019 NBS launched its Research Archive Portal. Users can find
there a curated summary of information about the majority of the finan-
cial institutions whose fonds are stored in the NBS Archives, biographical
information about key figures in the history of the Slovak financial sector,
and information about the NBS Archives, including its activities and the
services it provides to the public. The portal is unusual in that it is targeted
at both the general public and NBS employees. It is a means to obtain in-
formation about archival documents and to make online reservations for
visits to the Archives reading room and for documents retrieved through
electronic finding aids.

In 2019 the NBS Archives received 37 research visits, while the Registry and
Archives Section handled more than 400 external and internal requests.
The external requests were mostly for documents concerning property
rights in former financial institutions. As regards the archival fonds, there
was significant interest from abroad in the extensive Collection of Secu-
rities , which so far contains 1,903 share and bond certificates issued by
various domestic and foreign legal entities between 1843 and 1996.

Library

The NBS Documentation Centre, otherwise known as the NBS library, pro-
vides library and information services, including research, consultation
and lending services. It serves NBS employees as well as external profes-
sionals and students studying economics and related subjects. The Bank’s
employees can request the library to provide specialist books, periodicals
and daily press as well as access to databases.

In 2019 users of the library’s online catalogue made 5,426 searches and
downloaded 1,200 electronic documents. The terms most frequently
searched in 2019 were in the areas of payment services, financial markets,
central banking history, indirect taxation, and financial consumer protec-
tion. Work continued in 2019 on building up the library’s collection of pub-
lications from domestic and foreign sources. During the year the library
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staff processed more than 4,875 new records, made 1,914 loans, and han-
dled 64 research queries.

As for its involvement in the 2019 Week of Slovak Libraries event, the NBS
library prepared a programme for NBS employees which included a pres-
entation of the library’s services and recent innovations and of suppliers
of specialist knowledge databases.

With the aim of building relations and professional cooperation, NBS in
2019 participated in the 10th ESCB/SSM Information management network
meeting: Digital, the new typical, held in Frankfurt am Main. The NBS rep-
resentatives at the meeting presented some of the knowledge they had
gained from practice.

10.7 Enviromental policy

Narodna banka Slovenska takes a responsible approach to environmental
issues and is fully compliant with legislation concerning environmental
matters. At the same time, the Bank participates in environmental protec-
tion and addresses challenges presented by climate change. Environmen-
tal protection is a facet of the Bank’s day-to-day operations and processes.

In 2019 the Bank engaged in numerous activities aimed at raising envi-
ronmental awareness. For a start, it became a member of the Network
for Greening the Financial System (NGFS), a coalition of the willing that
currently comprises 46 central banks and supervisory authorities. The
coalition promotes investment in the low-carbon economy and the use
of funding to mitigate the impact of climate change. The Bank also sup-
ported several initiatives at both the international level (Earth Hour and
Earth Day) and across Slovakia (Bike to Work). A campaign to get NBS staff
to reduce their use of disposable plastic cups proved a big success - each
employee was given a ceramic mug and the result was an immediate drop
in plastic cup consumption. As part of this initiative, the plastic cups in
the Bank’s coffee vending machines were replaced with recyclable paper
cups. Furthermore, the provision of drinks in PET bottles at discussions
and meetings in the Bank was reduced and the provision of drinks in glass
bottles was increased.

The Bank also helped improve the working environment of its employees
by increasing the greenery, which included planting trees in terrace areas
and plants in front of the building.

The regular servicing and inspections of the Bank’s technological equip-
ment are compliant with preventive measures aimed at ensuring their

safe, economical, and environmentally friendly operation. In procuring
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and purchasing IT and office equipment and other goods, work and servic-
es, the Bank ensures that environmental specifications and requirements
areincluded in contract notices and that they are taken into account in the
offer evaluation criteria and in the contractual terms and conditions. In
this way, NBS demonstrates its preference for energy-saving and environ-
mentally sustainable products and services. In 2019 the bank further re-
duced its electricity consumption by continuing the installation of a new
lighting system in its regional offices, replacing their old lighting with
eco-friendly LED lights. In 2019 the Bank also made improvements to the
comfort and safety of its workplaces.

At the NBS Regional Office in Nové Zamky, the replacing of gas boilers with
new condensing boilers in 2019 resulted in areduction in gas consumption
and a 20% cut in CO2 emissions. At the Bank’s headquarters, the car wash’s
wastewater treatment system was replaced with a system that features
sand filtration and does not involve damaging chemical substances. The
four new cars purchased for Bank’s car pool in 2019 all fulfilled the new
Euro 6d emission standard. At all its premises, the Bank prefers to use toi-
let paper and paper towels made with recycled paper, eco-friendly cleaning
products, and, to an increasing extent, mechanical cleaning procedures.
All the Bank’s waste is disposed of in compliance with the requirements
of municipal waste separation, mainly in regard to the separation of paper,
glass and plastic waste. All the Bank’s waste is disposed of by contracted
waste disposal companies that meet legislative criteria for waste disposal.
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Narodna banka Slovenska
INDEPENDENT AUDITOR’S REPORT
To the Bank Board of Ndrodna banka Slovenska:
REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS
Opinion
We have audited the financial statements of Ndrodna banka Slovenska (hereinafter the “Bank” or “NBS”), which

comprise the balance sheet as at 31 December 2019, the income statement for the year then ended, and notes,
which include a summary of significant accounting policies and accounting methods.

In our opinion, the accompanying financial statements give a true and fair view of the financial position of the
Bank as at 31 December 2019, and of its financial performance for the year then ended in accordance with the
Guideline of the European Central Bank of 3 November 2016 on the legal framework for accounting and financial
reporting in the European System of Central Banks No. ECB/2016/34 as amended (hereinafter the “ECB
Guideline”) and the Act on Accounting No. 431/2002 Coll. as amended (hereinafter the “Act on Accounting”).
Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing. Our responsibilities under those
standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section
of our report. We are independent of the Bank in accordance with the provisions of Act No. 423/2015 Coll. on
Statutory Audit and on Amendment to and Supplementation of Act No. 431/2002 Coll. on Accounting, as amended
(hereinafter the “Act on Statutory Audit”) related to ethical requirements, including the Code of Ethics for Auditors
that are relevant to our audit of the financial statements, and we have fulfilled our other ethical responsibilities
in accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Responsibilities of the Bank Board of the NBS for the Financial Statements

The Bank Board of the NBS is responsible for the preparation and fair presentation of the financial statements
that give a true and fair view in accordance with the ECB Guideline and the Act on Accounting, and for such
internal control as the Bank Board of the NBS determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the Bank Board of the NBS is responsible for assessing the Bank’s ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting, unless management either intends to liquidate the Bank or to cease operations, or
has no realistic alternative but to do so.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with International Standards on Auditing will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken on the basis of these financial
statements.

This is an English language translation of the original Slovak language document.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee and its network of member firms, each of which is a
legally separate and independent entity. Please see www.deloitte.com/sk/about for a detailed description of the legal structure of Deloitte Touche Tohmatsu Limited
and its member firms.

Deloitte provides audit, tax, consulting, transaction advisory and legal services to public and private clients spanning muitiple industries. With a globally connected

network of member firms in more than 150 countries and territories, Deloitte brings world-class capabilities and high-quality service to clients, delivering the insights
they need to address their most complex business challenges. Deloitte's approximately 245,000 professionals are committed to making an impact that matters.
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As part of an audit in accordance with International Standards on Auditing, we exercise professional judgment
and maintain professional scepticism throughout the audit. We also:

. Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resuiting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.

. Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Bank's internal control.

L3 Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by the Bank Board of the NBS.

. Conclude on the appropriateness of the Bank Board of the NBS’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Bank’s ability to continue as a going concern. If we conclude
that a material uncertainty exists, we are required to draw attention in our auditor’s report to the related
disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However, future
events or conditions may cause the Bank to cease to continue as a going concern.

. Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

We communicate with those charged with governance about, inter alia, the planned scope and time schedule of
the audit and significant audit findings, including all material deficiencies of internal control identified during our
audit.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
Report on Information Disclosed in the Annual Report

The Bank Board of the NBS is responsible for information disclosed in the annual report prepared under the
requirements of the Act on Accounting and Act No. 566/1992 Coll. on the National Bank of Slovakia as amended
(hereinafter the “Act on NBS”). Our opinion on the financial statements stated above does not apply to other
information disclosed in the annual report.

In connection with the audit of financial statements, our responsibility is to gain an understanding of the
information disclosed in the annual report and consider whether such information is materially inconsistent with
the financial statements or our knowledge obtained in the audit of the financial statements, or otherwise appears
to be materially misstated.

When we obtain the annual report, we will evaluate whether the Bank’s annual report includes information whose
disclosure is required by the Act on Accounting and Act on NBS, and based on procedures performed during the
audit of the financial statements, we will express our opinion on whether:

- Information disclosed in the annual report prepared for 2019 is consistent with the financial statements for
the relevant year; and
The annual report includes information pursuant to the Act on Accounting and Act on NBS.

Furthermore, we will disclose whether material misstatements were identified in the annual report based on our
understanding of the Bank and its position, obtained in the audit of the financial statements.

Bratislava, 3 March 2020

s

Zuzana Letkovd, FCCA
sponsible Auditor
cence SKAu No. 865

On behalf of
Deloitte Audit s.r.o.
Licence SKAu No. 014

This is an English language translation of the original Slovak language document.
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NARODNA BANKA SLOVENSKA
Financial statements as at 31 December 2019 - Balance Sheet
(in thousands of EUR)

BALANCE SHEET

of Narodna banka Slovenska

ASSETS

A1 Gold and gold receivables
A2 Claims on non-euro area residents denominated in foreign
currency
A3 Claims on euro area residents denominated in foreign
currency
A4 Claims on non-euro area residents denominated in euro
A5 Lending to euro area credit institutions related to monetary
policy operations denominated in euro
A6 Other claims on euro area credit institutions denominated in
euro
A7 Securities of euro area residents denominated in euro
A8 General government debt denominated in euro
A9 intra-Eurosystem claims
A10 ltems in course of settlement
A11 Other assets
A12 Loss for the year

TOTAL ASSETS
LIABILITIES

L1 Banknotes in circulation
L2 Liabilities to euro area credit institutions related to monetary
policy operations denominated in euro
L3 Other liabilities to euro area credit institutions denominated in
euro
L4 Debt certificates issued
L5 Liabilities to other euro area residents denominated in euro
L6 Liabilities to non-euro area residents denominated in euro
L7 Liabilities to euro area residents denominated in foreign
currency
L8 Liabilities to non-euro area residents denominated in foreign
currency
L9 Counterpart of special drawing rights allocated by the IMF
L10 Intra-Eurosystem liabilities
L11 ltems in course of settlement
L12 Other liabilities
L13 Provisions
.14 Revaluation accounts
L15 Capital and reserves
L16 Profit for the year

TOTAL LIABILITIES

Note

11
12

13

15

16

17
18

19
20
21
22
35

31 Dec 2019 31 Dec 2018

EUR '000

1,379,644
9,103,406

874,462

2,766,448
533,540

15,070

22,406,480
0
10,157,079
0
5,047,053
0
52,283,182

13,670,747

3,012,873
1,632,155

0

967,858
25,249,177
1,063,593

2,892,800

420,114
918,315

0

453,213
675,931
856,544
357,797
212,065
52,283,182

EUR '000

1,142,102
7,093,274

877,053

2,025,916
1,166,540

16,529

22,276,945
0
10,492,010
0
5,068,450
0
50,158,819

12,428,298

2,282,672
2,371,382

0

973,855
25,113,626
1,557,192

1,912,559

413,818
884,468

0

463,235
675,559
552,022
357,797
172,336
50,158,819

This version of the accompanying financial statement is a translation from the original, which was prepared in Slovak, and all due
care has been taken to ensure that it is an accurate representation. However, in interpreting information, views or opinions, the

original language version of the financial statements takes precedence.
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SLOVENSKA :
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PROFIT AND LOSS ACCOUNT
of Narodna banka Slovenska

Note 31 Dec 2019 31 Dec 2018
EUR '000 EUR '000
1.1 Interest income 399,746 320,899
1.2 Interest expense (169,116) (114,720)
1 Net interest income 24 230,630 206,179
2.1 Realised gains/(losses) arising from financial operations 16,444 16,328
2.2 Write-downs on financial assets and positions (45,471) (38,314)
2.3 Transfer to/from provisions for foreign exchange rate,

interest rate, credit and gold price risks 0 (30,000)

2 Net result of financial operations, write-downs and risk
provisions 25 (29,027) (51,986)
3.1 Fee and commission income 2,464 2,752
3.2 Fee and commission expense (1,353) (1,111)
3 Net income/(expense) from fees and commissions 26 1,111 1,641
4 Income from equity shares and participating interests 27 24,668 17,603
5 Net result of pooling of monetary income 28 91,995 99,658
6 Other income 29 22,828 16,044
Total net income 342,205 289,139
7 Staff costs 30 (53,455) (47,456)
8 Administrative expenses 31 (25,124) (23,369)
9 Depreciation of tangible and intangible fixed assets 32 (9,243) (9,022)
10 Banknote production services 33 (3,383) (4,911)
11 Other expenses 29 (3,859) (3,161)
12 Income tax and other government charges on income 34 (35,076) (28,884)
PROFIT 35 212,065 172,336

This version of the accompanying financial statement is a translation from the original, which was prepared in Slovak, and all due
care has been taken to ensure that it is an accurate representation. However, in interpreting information, views or opinions, the
original language version of the financial statements takes precedence.
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NOTES

to the Financial Statements as at 31 December 2019

Bratislava, 3 March 2020

This version of the accompanying financial statement is a translation from the original, which was prepared in Slovak, and all due
care has been taken to ensure that it is an accurate representation. However, in interpreting information, views or opinions, the
original language version of the financial statements takes precedence.
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Financial statements as at 31 December 2019 - Notes
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A. GENERAL INFORMATION ON NARODNA BANKA SLOVENSKA

Narodna banka Slovenska (the “NBS” or the “Bank”) was established in accordance with Act No.
566/1992 Coll. on the National Bank of Slovakia as amended (the ,NBS Act “). The NBS commenced
its activities on 1 January 1993.

Upon euro adoption in Slovakia on 1 January 2009, the NBS became a full member of the Eurosystem.
The NBS abides by the Protocol on the Statute of the European System of Central Banks and of the
European Central Bank (the “Statute”).

In accordance with Article 39 (5) of the NBS Act, the NBS submits the annual report on the results of
its operations to the National Council of the Slovak Republic within three months of the end of the
calendar year. In addition to the NBS financial statements and the auditor’s opinion thereon, the
report provides information on the Bank’s operating costs. If so requested by the National Council
of the Slovak Republic, the NBS is obliged within six weeks, to supplement the report as requested
and/or provide explanations to the submitted report.

The supreme governing body of the NBS is the Bank Board of the NBS (the “Bank Board”). As at
31 December 2019, the Bank Board had the following structure:

Name Term of Office in the Bank Board Current
Position
From Until
Ing. Peter KaZimir 01/06/2019 01/06/2025 Governor
Magr. Ludovit Odor 20/02/2018 20/02/2024 Deputy Governor
RNDr. Karol Mrva 01/06/2012 02/06/2023 Member
Ing. Viadimir Dvoracek 02/04/2014 03/04/2025 Member
prof. Mgr. Lubo$ Pastor, M.A. PhD. 15/03/2015 15/03/2021 Member

The term of doc. Ing. Jozef Maktich ceased as at 1 June 2019.

B. ACCOUNTING PRINCIPLES AND ACCOUNTING METHODS APPLIED
(a) Legal framework and accounting principles

The Bank applies accounting principles in accordance with the Guideline of the European Central
Bank of 3 November 2016 on the legal framework for accounting and financial reporting in the
European System of Central Banks No. ECB/2016/34 as amended (the “ECB Guideline”). When
recognising transactions not regulated by the ECB Guideline, the Bank observes International
Financial Reporting Standards. In other cases, the Bank acts in accordance with Act No. 431/2002
Coll. on Accounting, as amended. In accordance with this legal framework, the Bank applies the
following fundamental accounting principles:

- Economic reality and transparency

- Prudence

- Recognition of post-balance sheet events
- Materiality

- Accruals principle

- Going-concern basis
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- Consistency and comparability

Assets and liabilities are only held on the balance sheet if it is probable that any future economic
benefits associated with them will flow to or from the Bank, all risks and benefits have been
transferred to the Bank and the assets or liabilities can be valued reliably.

Foreign exchange transactions, financial instruments excluding securities, and the corresponding
accruals, are subject to the economic principle. Transactions are recorded on off-balance sheet
accounts on the trade date. On the settlement date, off-balance sheet booking entries are reversed
and the transactions are recorded on the balance sheet. Other economic transactions and
transactions with securities are recorded in accordance with the cash settlement principle, i.e. no
accounting entries are made on the trade date and the transaction is recorded on the balance sheet
on the settlement date.

Interest accruals attributable to financial instruments are calculated and recorded on a daily basis.
Accruals of premium and discount are recorded using the internal rate of return method (IRR). In
other cases, the linear method or a method defined for the relevant financial instrument is applied.
Interest accruals are reported separately from the financial instrument in “Other assets” or “Other
liabilities”. Accruals of premium and discount are reported together with the financial instrument.

When preparing the financial statements, the Bank acts in accordance with the recommended
harmonised disclosures for Eurosystem national central banks’ annual accounts.

The Bank does not prepare consolidated financial statements in accordance with Article 22 of the
Act on Accounting.

(b) Valuation of assets and liabilities

Financial assets and liabilities, excluding held-to-maturity securities, securities held for monetary
policy purposes and non-marketable participating interests, are valued on a monthly basis at mid-
market rates and prices. Foreign currency revaluation, including balance sheet and off-balance sheet
transactions, is performed for each currency separately; securities are valued for each ISIN
separately and interest rate and cross-currency swaps and futures agreements are valued
individually. For gold, no distinction is made between price and currency revaluation differences.

Securities held for monetary policy purposes are valued at amortised cost and are subject
to an impairment test. [n the event of impairment, provisions are created as at the end-of-year date
and reassessed on an annual basis. The provision for impairment of securities acquired under the
securities market programme (“SMP”), the third covered bond purchase programme (“CBPP3"), the
corporate sector purchase programme (“CSPP”) and securities issued by international organisations
and multilateral development banks acquired under the public sector purchase programme on the
secondary market (“PSPP”) is created in percentage proportion to the prevailing ECB capital key
shares valid at the time of the initial impairment. In the event of an impairment of securities acquired
under the covered bond purchase programme (“CBPP1”) or securities issued by the Government
of the Slovak Republic acquired under the PSPP programme the Bank creates a provision in full
amount (see Note 7).

Current accounts and deposits granted/received and loans are valued at face value.
Participating interests, except the BIS Investment Pool Sovereign China equity fund denominated in

CNY (“BISIP”) and Exchange Traded Funds denominated in USD (“ETF”), are valued at historical cost
and are subject to an impairment test. A provision is recognised for the impairment in participating
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interests through profit/loss. The BISIP equity fund is valued at the net asset value of the fund
provided by the Bank for International Settlements (“BIS”) in Basel, Switzerland on a monthly basis.
The ETF funds are valued at mid-market prices on a monthly basis for each security (ISIN)
separately.

The exchange rates of key foreign currencies against EUR 1, used to value the assets and liabilities
as at 31 December 2019, were as follows:

Currency 31 Dec 2019 31 Dec 2018 Change
GBP 0.85080 0.89453 (0.04373)
usb 1.12340 1.14500 (0.02160)
JPY 121.94000 125.85000 (3.91000)
XDR 0.81044 0.82277 (0.01233)
CNY 7.82050 7.87510 (0.05460)

EUR/ozs* 1,354.104 1,120.961 233.14300

* 1 ozs (troy ounce) = 31.1034807 g

(c) Accounting and recognition of income

Realised profits and losses are derived from the daily valuation of changes in assets and liabilities
and represent the difference between the transaction value and the average value of the respective
financial instrument or currency. They are recognised directly in the profit and loss account.

Unrealised profits and losses result from the monthly valuation of assets and liabilities and
represent the difference between the average value and the month-end accounting and mid-market
value of the respective financial instrument or currency. Unrealised profits are shown in equity on
revaluation accounts (see Note 21). Unrealised losses in excess of unrealised revaluation profits
from the given financial instrument or currency are recognised in the profit and loss account.
Unrealised losses on a financial instrument or currency are not netted off against unrealised profits
made on another financial instrument or currency. In the event of an unrealised loss at year-end, the
average acquisition cost is adjusted to the year-end exchange rate or fair value of the valued item.
Unrealised revaluation losses on interest rate and cross-currency swaps and marketable securities
are amortised to income in the following years.

Premiums and discounts of acquired securities are recognised in the profit and loss account as
interest income.

According to the agreed recommended harmonised disclosure rules, the Bank presents the negative
interest income or expense stemming from the application of negative interest rates on a net basis
with other interest income or expense on the underlying transactions. The net interest income is
included in interest income; net interest expense is included in interest expense.

(d) Gold and gold receivables
Gold swap transactions are recognised as repurchase transactions with gold (see Notes 12 and 14).
The gold used in such transactions remains in the Bank’s total assets under the item “Gold and gold
receivables”.

(e) Debt securities
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At inijtial recognition, securities are valued at transaction costs. Fees which are not part of the
transaction costs are directly recognised in the profit and loss account and are not considered as
part of the average cost of the securities.

Securities are recognised together with the accrued premium and discount. Coupons are recorded
under “Other assets”. The withholding income tax on bonds and treasury notes is recognised in the
profit and loss account under “Income tax and other charges on income” (see Note 34).

(f) Derivatives

Foreign exchange forward and swap transactions are included in the net currency positions for
calculating the average acquisition cost of currencies and foreign exchange gains and losses. They
are recognised on off-balance sheet accounts at the spot rate of the transaction on the trade date.

The difference between the spot and forward values of the transaction is considered as paid
or received interest that is accrued.

The forward position of foreign exchange swaps is valued together with the related spot position, so
the currency position is only affected by the accrued interest in foreign currency.

Interest rate swaps are recorded in the off-balance sheet accounts from the trade date until
the settlement date. They are valued individually for each transaction based on generally accepted
valuation models using corresponding yield curves derived from quoted interest rates.

For cross-currency swaps, the provisions are applied separately to the foreign exchange and interest
rate legs of the swap. Forward and spot purchases and sales of cross-currency swaps are recognised
in balance-sheet accounts at the respective settlement date at the spot rate of the transactions. They
are included in the net currency position to calculate the average cost of the currency position and
foreign exchange gains and losses. Interest payments are agreed upon in regular instalments in two
different currencies. Interests paid and received are accrued on a daily basis. The same rules as for
interest rate swaps apply to the valuation of the interest rate leg.

For interest rate, foreign exchange or cross-currency swaps, if there is an increase or decrease in the
net swap position, a collateral adjustment in the form of deposits with a daily extension is
contractually agreed with selected counterparties. The interest is settled monthly (see Notes 9 and
19).

The Bank recognises futures contracts on off-balance sheet accounts from the trade date
to the settlement at the nominal value of the underlying instrument. Initial margins may be provided
either in cash, or as securities. The initial deposit in the form of securities is not accounted for. The
daily settlement of revaluation differences on the margin account is recognised in the profit and loss
account.

(g) Reverse transactions

Reverse transactions are the transactions that the Bank conducts under reverse repo agreements or
collateralised loan transactions.

Repo agreements (repo transactions) are recognised as a collateralised inward deposit
on the liabilities side of the balance sheet, and the item provided as collateral remains on the assets
side of the balance sheet. Securities provided under a repo transaction remain part of the Bank’s
portfolio.
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Reverse repo agreements (reverse transactions) are recognised as a collateralised outward loan on
the assets side of the balance sheet. Securities accepted under a reverse repo transaction are not
accounted for.

If the collateral value deviates from the respective loan value, representing an increased
counterparty credit risk, collateral is required in the form of a deposit. These deposits bear interest
and are extended on a daily basis (see Notes 12 and 14).

The Bank does not account for security lending transactions conducted under an automated security
lending program. Income from these transactions are recognised in the profit and loss account.

(h) Banknotes in circulation

Pursuant to Decision ECB/2010/29 as amended, euro banknotes are issued jointly by the national
central banks within the Eurosystem and the ECB. The total amount of banknotes in circulation is
allocated to individual central banks in the Eurosystem on the last working day of each month,
according to the Banknote Allocation Key. The ECB’s share of the total amount of banknotes in
circulation is 8%. Pursuant to the Decision cited above, the NBS’s share of the total issue of euro
banknotes within the Eurosystem is 1.0575% (1.0095% until 31 December 2018). The share of
banknotes in circulation is recognised under liabilities “Banknotes in circulation” (see Note 10).

The difference between banknotes allocated according to the Banknote Allocation Key and
banknotes in circulation represents an interest-bearing claim or liability within the Eurosystem.
They are disclosed under “Intra-Eurosystem claims or liabilities”.

Interest income or interest expense from these claims/liabilities is disclosed net in the Bank’s profit
and loss account under “Net interest income” (see Note 24).

(i) ECB profit redistribution

In accordance with Decision ECB/2014/57 as amended, the ECB’s income, consisting of the
remuneration of the ECB’s 8% share in euro banknote issues and net income from securities
purchased by the ECB under the SMP, CBPP3, asset-backed securities purchase programme (ABSPP)
and PSPP, is re-allocated among the Eurosystem'’s individual central banks and is recognised in the
year in which originated as an interim distribution of the ECB’s profit (see Note 27).

Under Article 33 of the Statute, the ECB’s remaining net profit is reallocated among the central banks
within the Eurosystem upon approval of the ECB’s financial statements, i.e. in the following calendar
year.

(j) Fixed assets

With effect from 1 January 2010 and pursuant to the ECB’s Guideline, the NBS’s fixed assets include
tangible and intangible fixed assets with an input price higher than EUR 10,000 and with a useful life
of more than one year. Immovables, works of art, immovable cultural monuments and collections,
with the exception of those listed under separate regulations (Act No. 206/2009 Coll. on Museums
and Galleries and on the Protection of Cultural Valuables, as amended), are recognised on the
balance sheet irrespective of their input price. The assets listed under separate regulations are
recognised on the off-balance sheet and in records maintained for collection items at cost. Tangible
and intangible fixed assets up to EUR 10,000 that were acquired and put in use prior to 1 January
2010 are depreciated as put in use until they are fully depreciated.
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Fixed assets held for sale are recognised at cost net of accumulated depreciation and provisions, or
at fair value net of cost of sale, whichever amount is lower.

Depreciation Period

Depreciation Group in Years
1. Buildings, long-term investments,

technical improvements to immovable cultural monuments 30
2. Separable components built into structures

identified for separate depreciation 4-20
3. Utility networks 20
4. Machines and equipment 2-12
5. Transport means 4-6
6. Fixtures and fittings 4-12
7. Intangible fixed assets - purchased software 2-10
8. Other intangible fixed assets 4 or as per a contract

(k) Taxes

In accordance with Article 12 of Act No. 595/2003 Coll. on Income Taxes, as amended, the NBS is not
a corporate income tax payer. Only income taxed by withholding tax is subject to taxation (see Note
34).

The NBS has been a registered VAT payer since 1 July 2004, pursuant to Act No. 222/2004 Coll,, as
amended.

(1) Provisions

The Bank creates a general provision for financial risks to hedge against foreign exchange rate,
interest rate, credit, equity risks and gold price risks (see Notes 20 and 25), which is presented in
the Bank’s equity.

The level of the provision is reassessed at year-end and is based on the estimated potential loss using
the Expected Shortfall at the confidence level of 99% in a one-year horizon, taking into account the
simulation of potential scenarios of financial markets developments in relation to the positions of
the financial instruments held by the NBS.

The provision also reflects the NBS’s share of credit risks resulting from monetary policy operations
and the Eurosystem intervention purchase programmes, and when compared to the previous
period, the Bank adjusted the methodology for calculating the estimated level of the provision to
cover potential losses from credit risks. The share of the NBS on the ECB’s risks and monetary policy
portfolios credit risks, of which gains and losses are shared by the Eurosystem central banks, are
derived from the outputs generated by the ECB as part of the regular analysis of financial risks and
buffers of the Eurosystem national central banks. The estimated provision to cover a potential loss
from the credit risks of other monetary policy portfolios and investment portfolio of the Bank is
calculated at the NBS level.

For the risk assessment calculations, the financial positions are considered at market prices except

for monetary policy portfolios, which are taken at amortised cost from accounting books. In
accordance with the approved approach, the Bank Board may reflect on additional factors that are
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expected to have an impact on the risk value when making a decision on the final level of the
provision.

The rationale and the level of this provision is reassessed on an annual basis and is subject to the
approval of the Bank Board. Based on the Bank Board’s decision, the provision is used to cover future
losses from financial activities.

(m) NBS profit redistribution

In accordance with Article 39 (4) of the NBS Act, the profit generated by the Bank is allocated to the
reserve fund and other funds created from profit, or it is used to cover accumulated losses from prior
years. Losses incurred in the reporting period may be settled by the NBS from the reserve fund or
from other funds. Alternatively, the Bank Board may decide to carry the accumulated loss forward
to the following reporting period.

C. NOTES TO THE BALANCE SHEET AND PROFIT AND LOSS ACCOUNT
ITEMS

1. Gold and gold receivables

31 Dec 2019 31 Dec 2018 Change

Gold in repo transactions 1,373,718 1,137,196 236,522
Gold stored in banks 3,795 3,142 653
Gold in stock 2,131 1,764 367
1,379,644 1,142,102 237,542

As at 31 December 2019, gold totalled 1,019 thousand t oz. (1,019 thousand t oz. as at 31 December
2018), of which 1,014 thousand t oz. were used in repo transactions, 3 thousand t oz. deposited with
correspondent banks and 2 thousand t oz. deposited with the Bank.

As at 31 December 2019, the market price of gold was EUR 1,354.104 per t oz. (EUR 1,120.961 per t
oz. as at 31 December 2018). The changes in the account balances were associated with revaluation
differences (see Note 21).

2. Claims on non-euro area residents denominated in foreign currency

31 Dec 2019 31 Dec 2018 Change

Receivables from/Payables to the IMF 632,674 585,016 47,658
Balances with banks and security investments, external loans

and other external assets 8,470,732 6,508,258 1,962,474

9,103,406 7,093,274 2,010,132
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Receivables from / Payables to the International Monetary Fund

31 Dec 2019 31 Dec 2018
Equivalent Equivalent Change
XDR million EUR 000 XDR million EUR '000 EUR '000
Receivables from the IMF: 1,315 1,624,628 1,301 1,580,244 44,384
1) Member’s quota 1,001 1,236,729 1,001 1,215,672 21,057
a) Member's contribution 803 991,954 820 995,228 (3,274)
b) Reserve position 198 244,775 181 220,444 24,331
- Foreign exchange part of Member's quota 138 170,247 138 167,695 2,552
- Reserve position of FTP 60 74,528 43 52,749 21,779
2) Nostro account in the IMF 314 387,899 300 364,572 23,327
Payables to the IMF: 803 991,954 820 995,228 (3.274)
1) Loro accounts in the IMF 803 991,557 803 974,636 16,921
2) Currency valuation adjustment account 0 397 17 20,592 (20,195)
Total reported amount (net) 512 632,674 481 585,016 47,658

Within the Financial Transaction Plan (hereinafter the “FTP”), the NBS received two instalments
totalling XDR 13 million and provided a loan in the amount of XDR 30 million in 2019, thus,
increasing the FTP reserve position. As a result of the above transactions, the structure of the
Member’s quota changed, although its level remained unchanged.

Payables to the IMF represent the IMF loro accounts and the associated currency valuation
adjustment account. Liabilities in local currency change depending on the IMF representative
exchange rate. A significant part of payables on the IMF loro accounts consists of a note of
EUR 851,935 thousand (EUR 813,935 thousand as at 31 December 2018).

The Bank records a payable to the IMF from the allocation under item L9 “Counterpart of special

drawing rights allocated by the IMF” (see Note 17).

Balances with banks and security investments, external loans and other
external assets

31 Dec 2019 31 Dec 2018 Change

Debt securities 4,185,500 2,827,791 1,357,709
Other 4,285,232 3,680,467 604,765
8,470,732 6,508,258 1,962,474

The caption “Debt securities” mainly consists of securities denominated in USD, GBP, CHF, CNY and
JPY. As at 31 December 2019, the Bank mainly recorded securities issued by monetary financial
institutions. An increase in the volume is related to the purchase of securities.

The caption “Other” mainly includes cash on nostro accounts in foreign currency. An increase in the
caption “Other” is related to foreign exchange swaps.
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3. Claims on euro area residents denominated in foreign currency

31 Dec 2019 31 Dec 2018 Change

Debt securities 873,564 875,675 2,111)
Current accounts 898 1,378 (480)
874,462 877,053 (2,591)

The caption “Debt securities” consists of securities denominated in GBP, USD, CHF and JPY. As at
31 December 2019, the Bank mainly recorded securities issued by monetary financial institutions.

4. Claims on non-euro area residents denominated in euro

31 Dec 2019 31 Dec 2018 Change

Debt securities 2,763,993 2,025,434 738,559
Current accounts 2,455 482 1,973
2,766,448 2,025,916 740,532

As at 31 December 2019, the Bank mainly recorded securities issued by monetary financial
institutions.

5. Lending to euro area credit institutions related to monetary policy
operations denominated in euro

31 Dec 2019 31 Dec 2018 Change

Main refinancing operations 0 101,000 (101,000)
Longer-term refinancing operations (LTRO) 8,000 0 8,000
Targeted longer-term refinancing operations (TLTRO 1) 525,540 1,065,540 (540,000)
533,540 1,166,540 (633,000)

Asat 31 December 2019, the Bank recognised longer-term refinancing operations (LTRO) conducted
through standard tenders with a maturity of 3 months.

Within longer-term operations, the Bank recognised targeted longer-term refinancing operations
(TLTRO II) with a maturity in 2020 and 2021. A decrease in the caption is related to a partial early
repayment of loans in 2019. Targeted longer-term refinancing operations are intended to support
bank lending to the non-financial private sector, excluding loans to households for purchases of
residential real estate. The agreed final interest rate for these operations is a negative interest rate
of -0.40% p.a.

The risks arising from monetary policy operations are subject to sharing with the central banks in
proportion to their capital key, pursuant to Article 32 (4) of the Statute.

6. Other claims on euro area credit institutions denominated in euro

31 Dec 2019 31 Dec 2018 Change

Redistribution loan 13,195 15,828 (2,633)
Current accounts 697 701 (4)
Deposits provided for repo transactions 1,178 0 1,178
15,070 16,529 (1,459)
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A redistribution loan provided to finance comprehensive housing construction was delimited
following the separation of the balance sheet of the State Bank of Czechoslovakia. For 2019, the
interest rate for the redistribution loan remained at 0.50% p.a. (0.50% p.a. as at 31 December 2018).

As at 31 December 2019, the NBS recorded a state guarantee for the provided redistribution loan in
the amount of EUR 13,600 thousand on the off-balance sheet (EUR 16,350 thousand as at
31 December 2018). The amount of the state guarantee represents the principal and interest up to
the loan maturity.

7. Securities of euro area residents denominated in euro

31 Dec 2019 31 Dec 2018 Change

Securities held for monetary policy purposes 21,986,683 21,573,530 413,153
Other securities 419,797 703,415 (283,618)
22,406,480 22,276,945 129,535

Debt securities held for monetary policy purposes

Under this caption, the Bank disclosed securities purchased under the SMP, CBPP1, CBPP3 and PSPP
programmes. They are mainly issued by public authorities and monetary financial institutions of the
euro area.

The purchase of securities within the CBPP1 programme and the SMP programme was terminated
in June 2010 and in September 2012, respectively. The CBPP3 programme was announced by the
Governing Council of the ECB in October 2014. The PSPP programme was announced by the
Governing Council of the ECB in January 2015. On 1 November 2019 the Eurosystem restarted its
net purchases of securities under the APP, which includes CBPP3, PSPP, ABSPP and CSPP, at a
monthly pace of €20 billion on average. This followed a period of ten months since end-2018 during
which the Eurosystem only reinvested, in full, the principal payments from maturing securities
purchased under these programmes. For the PSPP government bonds, the allocation of reinvested
securities was adjusted on a regular basis in order to achieve compliance with the share on the ECB’s
paid-up capital. The Governing Council expects net purchases to run for as long as necessary to
reinforce the accommodative impact of its policy rates, and to end shortly before it starts raising the
key ECB interest rates. The Governing Council also intends to continue the reinvestments for an
extended period of time past the date when the Governing Council starts raising the key ECB interest
rates, and in any case for as long as necessary to maintain favourable liquidity conditions and an
ample degree of monetary accommodation. Income on securities with a source in the Slovak
Republic is net of withholding tax (see Note 34).

Securities purchased under all monetary policy programmes are valued on an amortised cost basis
and are subject to an impairment test. The amortised and market values of securities held for
monetary policy purposes are shown in the table below (market valuation is not recorded in the
Balance Sheet or the Profit and Loss Account and is provided for comparison purposes only):
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31 Dec 2019 31 Dec 2018 Change
Amortised Market Amortised Market Amortised Market

Cost Value Cost Value Cost Value
CBPP1 10,000 10,017 9,994 10,444 6 (427)
CBPP3 2,051,919 2,108,527 2,085,143 2,113,588 (33,224) (5,061)
SwP 88,358 105,344 183,288 203,662 (94,930) (98,318)
PSPP gov. 9,523,063 10,158,723 8,898,258 9,133,327 624,805 1,025,396
PSPP supr. 10,313,343 10,627,116 10,396,847 10,354,207 (83,504) 272,909

21,986,683 23,009,727 21,573,530 21,815,228 413,153 1,194,499

The Governing Council of the ECB assesses on a regular basis the financial risks associated with the
securities held under the monetary policy programmes. Annual impairment tests are conducted on
the basis of the estimated recoverable amounts as at the year-end and are approved by the
Governing Council of the ECB. Based on the results of the impairment test on securities held for
monetary policy purposes performed as at 31 December 2019 and pursuant to the decision of the
Governing Council of the ECB which has deemed it appropriate to establish a buffer, the NBS created
a provision for losses from monetary policy operations (see Note 20).

Other securities

Under this caption, as at 31 December 2019, the Bank recognised securities held for trading issued
by the euro area monetary financial institutions.

8. Intra-Eurosystem claims

31 Dec 2019 31 Dec 2018 Change

Participating interest in ECB 282,754 262,722 20,032
Claims equivalent to the transfer of foreign reserves 463,840 447,672 16,168
Other Intra-Eurosystem claims (net) 9,410,486 9,781,616 (371,130)
10,157,080 10,492,010 (334,930)

Participating interest in the ECB

As at 31 December 2019, the Bank recorded a participating interest in the ECB’s subscribed capital
of EUR 86,643 thousand (31 December 2018: EUR 83,623 thousand) and a claim of EUR 41,897
thousand from the changes of its participating interest in the ECB’s net equity (31 December 2018:
EUR 24,885 thousand). The change resulted from the regular five-year revision of participating
interests of the Eurosystem national central banks as at 1 January 2019 in accordance with Article
29 (3) of the Statute. The NBS’s capital key was adjusted from 0.7725% to 0.8004%.

In accordance with Article 48 (2) of the Statute and the decision of the Governing Council of the ECB,
the NBS contributed EUR 154,214 thousand to the ECB’s provisions to cover credit, foreign
exchange, interest rate and gold price risks and to the ECB revaluation accounts.

Claims equivalent to the transfer of foreign reserves

Under the five-year revision of participating interests of the national central banks, the NBS records
a claim from the transfer of foreign reserves to the ECB of EUR 463,840 thousand as at 31 December
2019 (EUR 447,672 thousand as at 31 December 2018), in accordance with Article 30 (1) of the
Statute. The claim bears interest at 85% of the rate for the main refinancing operations. As at 31
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December 2019, the Bank recorded no interest income from the claim from the transfer of foreign
reserves due to the interest rate of 0% p.a. As at 1 January 2019, the NBS’s Eurosystem key was
adjusted from 1.0974% to 1.1497%.

As at 31 December 2019, the shares of 28 central banks of the European Union in the ECB's capital

were as follows:

Banque National de Belgique
Eesti Pank

Deutsche Bundesbank

Central Bank and Financial Services
Authority of Ireland

Bank of Greece

Banco de Esparia

Banque de France

Banca d'ltalia

Central Bank of Cyprus

Latvijas Banka

Lietuvos bankas

Banque centrale du Luxembourg
Central Bank of Malta

De Nederlandsche Bank
Oesterreichische Nationalbank
Banco de Portugal

Banka Slovenije

Narodna banka Slovenska
Suomen Pankki — Finlands Bank
Subtotal euro area NCBs*

Bbnrapcka HapoaHa 6anka (Bulgarian
National Bank)

Ceska narodni banka
Danmarks Nationalbank
Magyar Nemzeti Bank
Narodowy Bank Polski

Banca Nationald a Romaniei
Sveriges Riksbank

Bank of England

Hrvatska narodna banka
Subtotal non-euro area NCBs*

Total*

*Subtotals and totals may not correspond due to the effect of rounding.
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Capital Key for Subscribed Share in  Paid-up Capital Eurosystem Key
Subscription of Capital (EUR) (EUR) {%) - Share on
ECB's Capital (%) the ECB's Paid-
up Capital
2.5280 273,656,178.72 273,656,178.72 3.6313
0.1968 21,303,613.91 21,303,613.91 0.2827
18.3670 1,988,229,048.48 1,988,229,048.48 26.3827
1.1754 127,237,133.10 127,237,133.10 1.6884
1.7292 187,186,022.25 187,186,022.25 2.4839
8.3391 902,708,164.54 902,708,164.54 11.9784
14.2061 1,537,811,329.32 1,537,811,329.32 20.4059
11.8023 1,277,599,809.38 1,277,599,809.38 16.9530
0.1503 16,269,985.63 16,269,985.63 0.2159
0.2731 29,563,094.31 29,563,094.31 0.3923
0.4059 43,938,703.70 43,938,703.70 0.5830
0.2270 24,572,766.05 24,572,766.05 0.3261
0.0732 7,923,905.17 7,923,905.17 0.1051
4.0677 440,328,812.57 440,328,812.57 5.8429
2.0325 220,018,268.69 220,018,268.69 2.9195
1.6367 177,172,890.71 177,172,890.71 2.3510
0.3361 36,382,848.76 36,382,848.76 0.4828
0.8004 86,643,356.59 86,643,356.59 1.1497
1.2708 137,564,189.84 137,564,189.84 1.8254
69.6176 7,536,110,121.72 7,536,110,121.72 99.9960
0.8511 92,131,635.17 3,454,936.32
1.6172 175,062,014.33 6,564,825.54
1.4986 162,223,555.95 6,083,383.35
1.3348 144,492,194.37 5,418,457.29
5.2068 563,636,468.10 21,136,367.55
2.4470 264,887,922.99 9,933,297.11
2.5222 273,028,328.31 10,238,562.31
14.3374 1,552,024,563.60 58,200,921.14
0.5673 61,410,265.11 2,302,884.94
30.3824 3,288,896,947.93 123,333,635.55
100.00 10,825,007,069.64 7,659,443,757.27
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Other claims within the Eurosystem (net)

Claims within the Eurosystem represent the NBS’s position towards other members of the European
System of Central Banks (“ESCB”) arising from cross-border transactions. This caption comprises
the claim of the NBS against other central banks and the ECB arising from operations within TARGET
2, which amounted to EUR 9,302,825 thousand as at 31 December 2019 (claim of EUR 9,667,872
thousand as at 31 December 2018). The position bears an interest rate for the main refinancing
operations. The Bank recorded no interest as at 31 December 2019 due to the interest rate of 0%

pa.
The caption also comprises a receivable from monetary income of EUR 91,208 thousand
(EUR 100,670 thousand as at 31 December 2018, see Note 28) and a receivable from the NBS’s share

in the ECB's profit for 2019 of EUR 16,452 thousand (EUR 13,074 thousand as at 31 December 2018,
see Note 27).

9. Other assets

31 Dec 2019 31 Dec 2018 Change

Tangible and intangible fixed assets 109,339 115,399 (6,060)
Other financial assets 210,684 99,247 111,437
Off-balance sheet instruments revaluation differences 17,189 0 17,189
Accruals and prepaid expenses 278,853 281,469 (2,616)
Accumulated losses from previous years 4,361,932 4,534,268 (172,336)
Sundry 69,056 38,067 30,989
5,047,053 5,068,450 (21,397)

Tangible and intangible fixed assets
This caption comprises fixed assets of the NBS as at 31 December 2019:

Tangible Assets, Intangible Assets, TOTAL
Advances and Assets Advances and Assets
under Construction under Construction

Acquisition cost as at 1 January 2019 247,722 40,464 288,186
Additions 7,717 5,144 12,861
Disposals 7,049 3,600 10,649
Acquisition cost as at 31 December 2019 248,390 42,008 290,398
Accumulated depreciation as at 1 January 2019 143,512 32,505 176,017
Additions 6,799 2,444 9,243
Disposals 4,190 10 4,200
Accumulated depreciation and provisions

as at 31 December 2019 146,121 34,939 181,060
Carrying amount of tangible and intangible assets

as at 1 January 2019 104,210 7,959 112,169
Carrying amount of tangible and intangible assets

as at 31 December 2019 102,269 7,069 109,338

As at 31 December 2019, the NBS recognised fixed assets held for sale in the amount of
EUR 1 thousand (EUR 3,230 thousand as at 31 December 2018).
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Other financial assets

31 Dec 2019 31 Dec 2018 Change

Equity shares in ETF funds 156,550 47,123 109,427
Equity shares in BISIP fund 46,727 44,826 1,901
Shares of BIS 7,282 7,173 109
Shares of SWIFT 92 92 0
Institat bankového vzdeléavania, n.o. 33 33 Q
210,684 99,247 111,437

Since June 2019, the Bank has purchased shares in ETF denominated in USD, which are in the form
of marketable securities and are traded as common shares on a stock exchange.

As at 31 December 2019, the Bank recognised shares within the BISIP programme which represents
an indirect form of investing in the on-shore Chinese government bonds’ market. The bank’s share
represents 0.70% of the fund’s total value (1.35% share of the fund’s total value as at 31 December
2018, see Section B, Note b).

The Bank’s share in the BIS capital represents 0.51% (0.51% as at 31 December 2018). The
participating interest in BIS is recognised in the amount of the paid-up share (25%). The unpaid
proportion of the share (75%) is payable on demand. Dividends are distributed in euro from the
total share of the NBS in BIS held in XDR (see Note 27).

The Bank holds shares of SWIFT, representing a 0.0246% capital share (0.0245% capital share as at
31 December 2018).

Since 2008, the Bank has recognised a contribution to the registered capital of Institit bankového
vzdelavania NBS, n. o. Bratislava. The Bank holds a 100% share in the company.

Off-balance sheet instruments revaluation differences

As at 31 December 2019, the caption comprises a foreign exchange gain from the valuation of open
foreign exchange and cross currency swaps in the amount of EUR 17,189 thousand.

Accruals and prepaid expenses

This caption mainly includes accrued bond coupons in the amount of EUR 254,080 thousand
(EUR 241,170 thousand as at 31 December 2018).

Sundry
31 Dec 2019 31 Dec 2018 Change
Deposits - collateral to derivatives 51,425 13,830 37,595
Fair value of interest rate swaps - gains 6,239 12,737 (6,498)
Investment loans granted to employees 4,020 4,545 (525)
Cross currency swap 509 0 509
Interest rate futures 370 2,671 (2,301)
Other 6,493 4,284 2,209
69,056 38,067 30,989

The purpose of the deposits granted - collaterals to derivatives - is to secure counterparty credit
risk in the case of a decrease in the value of swap transactions on the part of the NBS. The year-on-
year increase in the volume of deposits is related to the decrease in the market price of swaps on
the part of the NBS.
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10. Banknotes in circulation

31 Dec 2019 31 Dec 2018 Change
Euro banknotes in circulation issued by the NBS 14,589,062 13,312,766 1,276,296
Adjustment to euro banknotes in circulation (918,315) (884,468) (33,847)
Total volume of euro banknotes in line with the NBS
Banknote Allocation Key 13,670,747 12,428,298 1,242,449

As at 31 December 2019, the Bank issued banknotes amounting to EUR 14,589,062 thousand, which
isanincrease of EUR 918,315 thousand (increase of EUR 884,468 thousand as at 31 December 2018)
compared to the volume allocated to the NBS by the Banknote Allocation Key (see Section B, Note
h). This difference represents a liability of the NBS to the Eurosystem (see Note 18).

In connection with the five-year revision of capital keys as at 1 January 2019, the euro banknote

allocation key was adjusted from 1.0095% to 1.0575%.

11. Liabilities to euro area credit institutions related to monetary policy
operations denominated in euro

31 Dec 2019 31 Dec 2018 Change

Current accounts covering the minimum reserve system 3,012,873 2,191,672 821,201
Deposit facilities 0 91,000 (91,000)
3,012,873 2,282,672 730,201

Current accounts represent monetary reserves of credit institutions that are subject to the minimum
reserve system (“MRS") in accordance with the Statute. The MRS enables the average fulfilment of
monetary reserves of credit institutions over the set maintenance period, as published by the ECB.

The MRS bear interest at the average rate of the Eurosystem’s main refinancing operations valid
over the given maintenance period. Since June 2014, reserves exceeding the minimum reserve
system (hereinafter “Excess Reserves”) bear interest at zero percent or at the deposit facility rate,
whichever is lower. Starting on 30 October 2019, the Governing Council introduced a two-tier
system for reserve remuneration, which exempts part of credit institutions’ excess liquidity holdings
(i.e. reserve holdings in excess of minimum reserve requirements) from negative remuneration at
the rate applicable on the deposit facility. This exempt tier is remunerated at the annual rate of 0%
and its volume is determined by a multiplier approved by the Governing Council (multiplier valid
for 2019 is 6). The non-exempt tier of excess liquidity holdings continues to be remunerated at the
lower of either zero percent or the deposit facility rate. With effect from 18 September 2019, the ECB
applies a negative interest rate of -0.50% p.a. to deposit facilities.

As at 31 December 2019, the net interest income from the MRS amounts to EUR 4,783 thousand
(EUR 4,025 thousand as at 31 December 2018, see Note 24).
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12. Other liabilities to euro area credit institutions denominated in euro

31 Dec 2019 31 Dec 2018 Change

Liabilities from repo transactions 1,532,099 2,259,118 (727,019)
Deposits received to repo transactions 0 8,877 (8,877)
Interbank clearing in Slovakia (SIPS) 56 87 (31)
Liabilities from repo transactions with gold 0 103,300 (103,300)
Tri-party repo transactions 0 0 0
1,532,155 2,371,382 (839,227)

The interest rate applicable to repo transactions denominated in EUR ranges from -0.44 to - 0.47%
p.a. (from -0.10 to -0.43% p.a. as at 31 December 2018).

13. Liabilities to other euro area residents denominated in euro

31 Dec 2019 31 Dec 2018 Change

General government 876,296 889,453 (13,157)
Other liabilities 91,562 84,402 7,160
967,858 973,855 (5,997)

General government

Under this caption, the Bank recognised current accounts of the general government. The bulk of
this caption includes current accounts of the State Treasury.

Other liabilities

31 Dec 2019 31 Dec 2018 Change

Client current accounts 47,302 36,912 10,390
Client term deposits 44,259 41,157 3,102
Current accounts of auxiliary financial institutions 1 6,333 (6,332)
91,562 84,402 7,160

14. Liabilities to non-euro area residents denominated in euro

31 Dec 2019 31 Dec 2018 Change

Client current accounts 20,016,306 20,038,566 (22,260)
Liabilities from received term deposits 3,472,987 3,688,275 (215,288)
Liabilities from repo transactions with gold 1,342,387 964,630 377,757
Liabilities from repo transactions 417,407 419,973 (2,566)
Deposits received to repo transactions 90 2,182 (2,092)
25,249,177 25,113,626 135,551

“Client current accounts” are mainly funds in the TARGET2 accounts of clients who are not subject
to MRS. The interest rate for client current accounts is -0.50% p.a. (see Note 24).

“Liabilities from received term deposits” represent national central banks’ deposits with a maturity

of 1-3 months at an interest rate ranging from -0.50% to -0.51% p.a. (-0.40% to -0.41% as at
31 December 2018).
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The interest rate applicable to repo transactions ranges from -0.35 to -0.41 p.a. (-0.35 to -0.38% p.a.
as at 31 December 2018)

15. Liabilities to euro area residents denominated in foreign currency

31 Dec 2019 31 Dec 2018 Change

Liabilities from repo transactions 1,063,589 1,526,606 (463,017)
Liabilities from received deposits 0 30,568 (30,568)
State Treasury current accounts in foreign currency 4 18 (14)
1,063,593 1,557,192 (493,599)

The interest rate applicable to repo transactions in USD ranges from 2.10% to 2.52% p.a. (3.00% to
3.30% p.a. as at 31 December 2018).

16. Liabilities to non-euro area residents denominated in foreign currency

31 Dec 2019 31 Dec 2018 Change

Liabilities from repo transactions 2,884,789 1,581,555 1,303,234
Liabilities from received deposits 8,011 331,004 (322,993)
2,892,800 1,912,559 980,241

The interest rate applicable to repo transactions in GBP ranges from 0.83% to 0.98% p.a. (from
0.90% to 1.25% p.a. as at 31 December 2018), the interest rate applicable to repo transactions in
USD ranges from 2.45% to 2.70% p.a. (from 2.59% to 3.60% p.a. as at 31 December 2018).

The interest rate applicable to received deposits denominated in USD is 1.85% p.a. (from 2.80% to
3.86% p.a. as at 31 December 2018).

17. Counterpart of special drawing rights allocated by the IMF

As at 31 December 2019, the Bank recorded a liability to the IMF from the allocation of
EUR 420,114 thousand (EUR 413,818 thousand as at 31 December 2018). The liability from the
allocation is denominated in XDR. As part of the general allocation and special allocation, the IMF
allocated XDR 265 million and XDR 75 million to the Slovak Republic, respectively.

18. Intra-Eurosystem liabilities

This position is a net liability of the NBS from the allocation of euro banknotes within the
Eurosystem, which amounted to EUR 918,315 thousand (EUR 884,468 thousand as at 31 December
2018). The position bears interest rate at the rate for the main refinancing operations. As at 31
December 2019, the Bank has no interest expense resulting from the liability from the euro banknote
allocation within the Eurosystem due to the interest rate of 0% p.a.

19. Other liabilities

31 Dec 2019 31 Dec 2018 Change

Off-balance sheet instruments revaluation differences 15,968 39,146 (23,178)
Accruals and income collected in advance 28,950 34,759 (5,809)
Sundry 408,295 389,330 18,965
453,213 463,235 (10,022)
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Off-balance sheet instruments revaluation differences
As at 31 December 2019, the caption comprises a foreign exchange loss mainly from the valuation

of open foreign exchange and cross currency swaps in the amount of EUR 15,968 thousand (EUR
39,146 thousand as at 31 December 2018).

Accruals and income collected in advance

As at 31 December 2019, the bulk of accruals was represented by interest expense from -interest
rate swaps of EUR 16,412 thousand (EUR 18,578 thousand as at 31 December 2018).

Sundry
31 Dec 2019 31 Dec 2018 Change
Euro coins in circulation 202,268 189,836 12,432
SKK banknotes in circulation 70,835 71,737 (902)
Deposits - collateral to derivatives 16,250 50,000 (33,750)
Fair value of interest rate swaps - losses 54,178 20,403 33,775
SKK coins in circulation 23,184 23,185 (@]
Cross currency swap 918 0 918
Other 40,662 34,169 6,493
408,295 389,330 18,965

The value of interest rate swaps as at 31 December 2019 represented the cumulative year-end
revaluation loss, which is gradually amortised to the profit and loss account under net realised gains
from interest rate swaps in accordance with the ECB Guideline (see Note 25).

The purpose of received deposits (collateral to derivatives) is to secure the NBS credit risk in the
event of a decrease in the value of swap transactions on the part of the counterparty. The year-on-
year decrease in the volume of deposits is related to the increase in the market price of swaps on the
part of the counterparty.
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20. Provisions

31 Dec 2019 31 Dec 2018 Change

General provision for financial risks 660,000 660,000 0
Provision for losses from monetary policy operations 981 1,768 (787)
Other 14,950 13,791 1,159
675,931 675,559 372

In accordance with the Bank Board’s decision, the amount of the general provision for financial risks
remained unchanged as at 31 December 2019 (see Note 25 and section B, letter I).

Based on the result of the impairment test for securities purchased under the CSPP programme, the
Governing Council reassessed the level of the buffer for credit risks created in 2018 and decided to
decrease it from EUR 161,075 thousand to EUR 89,388 thousand. In accordance with Article 32 (4)
of the Statute, any losses related to the holding of securities purchased within the CSPP programme,
if they were to materialise, are shared by the Eurosystem national central banks in proportion to
their prevailing share in the ECB’s paid-up capital valid at the time of the initial impairment.
Concerning this, the NBS created a provision amounting to its percentage share of the ECB’s paid-up
capital valid for 2018 in the amount of EUR 981 thousand (see section B, letter b and Note 28).

As at 31 December 2019, the Bank’s “Other provisions” represented mainly provisions for payables
to employees of EUR 10,141 thousand (EUR 9,566 thousand as at 31 December 2018).

21. Revaluation accounts

31 Dec 2019 31 Dec 2018 Change

Revaluation accounts of gold 746,410 508,868 237,542

Revaluation accounts of securities 69,618 18,272 51,246

Revaluation accounts of derivatives 6,749 12,737 (5,988)

Revaluation accounts of foreign currency 7,593 6,377 1,216
Revaluation accounts of equity shares (BISIP, ETF)

26,274 5,768 20,506

856,544 552,022 304,522
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22. Capital and reserves

This item includes the statutory fund representing the paid-up capital assumed from the separation
of the balance sheet of the former State Bank of Czechoslovakia, which has been in the amount of
EUR 15,490 thousand since the establishment of the NBS, and the assumed registered capital of the
Financial Market Authority (Urad pre finan¢ny trh, “UFT”) of EUR 551 thousand. With effect from 1
January 2006, UFT was dissolved and merged with the NBS in accordance with the applicable law.

Reserves consist of general reserves and capital reserves.

Asat 31 December 2019, the closing balance of the NBS’s general reserves amounted to EUR 340,874
thousand (EUR 340,874 thousand as at 31 December 2018). The general reserves consist of
contributions from profits of EUR 337,412 thousand generated in previous years. As at 1 January
2006, following the merger of GFT with the NBS, UFT’s general reserves of EUR 3,462 thousand were
transferred to the NBS’s general reserves.

As at 31 December 2019, the closing balance of the NBS’s capital reserves was EUR 882 thousand
(EUR 882 thousand as at 31 December 2018).

Summary of changes in equity and accumulated losses

General

Provision Accumulated
for Revaluation (Loss) from Profit/(Loss)
Statutory Capital General Financial Accounts Previous for the Current
Fund Reserves Reserves Risks Gain/(Loss) Years Year Equity
1. Balance as at 31 Dec 2018 16,041 882 340,874 660,000 552,022 (4,534,268) 172,336 (2,792,113)

N

Transfer of profit for 2018 to
accumulated loss from previous
years 172,336 (172,336) 0

Transfer to statutory fund 0
0

)

4. Transfer to general reserves
5. Change in the general provision
for financial risks 0
6. Change in revaluation accounts
of securities 51,246 51,248
7. Change in revaluation accounts
of derivatives (5,988) (5,988)
8. Change in revaluation accounts
of gold 237,542 237,542
9. Change in revaluation accounts
of foreign currencies 1,216 1,216

10. Change in revaluation accounts
of equity shares in BISIP and

ETF funds 20,506 20,506
11. Profit for the current reporting

period 212,065 212,065
12. Change for the reporting period 304,522 172,336 39,729 516,587
13. Balance as at 31 Dec 2019 16,041 882 340,874 660,000 856,544 (4,361,932) 212,065 (2,275,526)
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23. Off-balance sheet instruments

31 Dec 2019 31 Dec 2018 Change
Interest rate swaps in EUR 2,707,000 2,284,300 422,700
Interest rate swaps in USD 1,708,563 1,562,271 146,293
Interest rate swaps in GBP 1,193,604 681,587 512,017
5,609,167 4,528,158 1,081,009
31 Dec 2019 31 Dec 2018 Change
Receivables Payables Receivables Payables Receivables Payables
Foreign exchange swaps in EUR 4,860,120 6,200 4,328,593 535,703 531,527 (529,503)
Foreign exchange swaps in USD 6,146 229,966 365,008 144,555 (358,862) 85,412
Foreign exchange swaps in CNY 0 24,231 0 16,698 0 7,533
Foreign exchange swaps in GBP 0 271,509 167,119 438,487 (167,119) (166,977)
Foreign exchange swaps in JPY 0 587,256 0 13,190 0 574,066
Foreign exchange swaps in CHF ] 44,223 0 85,386 0 (41,162)
Foreign exchange swaps in CZK 0 3,699,622 0 3,665,837 0 33,785
4,866,266 4,863,008 4,860,720 4,899,855 5,546 (36,847)
31 Dec 2019 31 Dec 2018 Change
Receivables Payables Receivables Payables Receivables Payables
Foreign exchange forwards in EUR 0 9,295 2,266 0 (2,266) 9,295
Foreign exchange forwards in CNY 0 0 0 2277 0 (2,277)
Foreign exchange forwards in GBP 1,057 0 0 0 1,057 0
Foreign exchange forwards in USD 8,171 0 0 0 8,171 0
9,227 9,295 2,266 2,277 6,962 7,018
31Dec 2019 31 Dec 2018 Change
Receivables Payables Receivables Payables Receivables Payables
Cross currency swaps in EUR 460,284 0 0 0 460,284 0
Cross currency swaps in JPY 0 185,501 0 0 0 185,501
Cross currency swaps in USD 0 187,716 0 0 0 187,716
Cross currency swaps in CHF 0 89,036 0 0 0 89,036
460,284 462,253 0 0 460,284 462,253
31 Dec 2019 31 Dec 2018 Change
Receivables Payables Receivables Payables Receivables Payables
Interest rate futures in EUR [} 0 0 296,600 0 (296,600)
Interest rate futures in GBP 0 125,764 60,367 348,787 (60,367) (223,023)
Interest rate futures in CHF 0 0 0 63,005 0 (63,005)
Interest rate futures in USD 0 6,449 0 17,467 0 (11,018)
0 132,213 60,367 725,858 (60,367) (593,645)
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24. Net interest income

31 Dec 2019 31 Dec 2018 Change

Investments in EUR, of which: 92,024 90,661 1,363
net income from current accounts and term deposits 103,857 92,610 11,247
net income from repo transactions 10,423 9,214 1,209

net income from securities 3,821 2,533 1,288

net expense from derivatives (26,151) (13,784) (12,367)
other 74 88 (14)
Investments in foreign currency, of which: 33,446 21,888 11,558
net income from securities 99,072 56,160 42,912
net expense from repo transactions (63,297) (36,847) (26,450)
net expense/income from derivatives (3,825) 5,377 (9,202)
net expense from current accounts and term deposits (1,200) (4,725) 3435
compensation from MF SR 2,786 1,923 863
Monetary policy operations, of which: 105,160 93,630 11,530
net income from securities 104,413 93,739 10,674
net expense from deposits and loans (4,036) (4,134) 98
net income from MRS 4,783 4,025 758
230,630 206,179 24,451

The increase in “Net income from current accounts and term deposits” denominated in EUR is
mainly related to remuneration of clients’ term accounts (see Note 14).

The increase in net interest income from securities denominated in foreign currency is due
to purchases of securities (see Notes 2 and 4).

The increase in net interest income from monetary policy operations is due to purchases
of securities held for monetary policy purposes (see Note 7).

As at 31 December 2019, the Bank records no interest on remuneration of the claim from
the transfer of foreign reserves, remuneration of euro-banknotes and TARGET2 remuneration due
to an interest rate of 0% p.a. (see Notes 8 and 18).

Due to the introduction of negative interest rates to the financial markets since 2014, and the method

of reporting (see Section B, Note c), the NBS recorded the following gross interest income and gross
interest expense as at 31 December 2019:
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Balance
Sheet Item 31 Dec 2019 31 Dec 2018 Change

Investments in EUR

Gross interest income, of which: 111,278 98,084 13,194

Current accounts and term deposits L6 105,351 93,925 11,426

Repo transactions L3,L6 5,927 4,159 1,768

Gross interest expense, of which: (43) 41) (2)

Current accounts A6 (43) 1) 2)
Investments in foreign currency:

Gross interest expense, of which: (7) (13) 6

Current accounts A2, A3 (7) (13) 6
Monetary policy operations

Gross interest income, of which: 4,944 4,211 733

MRS L2 4,783 4,025 758

Deposit facilities L2 161 186 (25)

Gross interest expense, of which: (4,197) (4,321) 124

Longer-term refinancing operations A5 (4,197) (4,321) 124

Development of interest rates as announced by the ECB:

Main Refinancing

With Effect From Marginal Lending Facility Operations Deposit Facility
16/03/2016 0.25% p.a 0,00% p.a -0.40% p.a
18/09/2019 0.25% p.a 0,00% p.a -0.50% p.a
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25. Net resuit of financial operations, write-downs and risk provisions

31 Dec 2019 31 Dec 2018 Change
Realised gains from financial operations 16,444 16,328 116
Net gains from sale of securities 11,471 2,828 8,643
Net gains from interest rate swaps 3,766 11,577 (7,811)
Net foreign exchange gains 1,207 1,959 (752)
Net loss from equity shares upon a company's liquidation 0 (36) 36
Write-downs on financial assets and positions (45,471) (38,314) (7,157)
Losses from interest rate swaps revaluation (42,575) (16,927) (25,648)
Losses from securities revaluation (2,336) (18,939) 16,603
Losses from foreign currency revaluation (560) (2,448) 1,888
Transfer to/from provisions for foreign exchange
rate, interest rate, credit and gold price risks 0 (30,000) 30,000
General provision for financial risks 0 (30,000) 30,000
(29,027) (51,986) 22,959

The year-on-year increase of revaluation losses from interest rate swaps is due to a decrease of

market prices of interest rate swaps.

26. Netincome/(expense) from fees and commissions

31 Dec 2019 31 Dec 2018 Change
Fees and cc issions from investment operations, of which: (92) 85 77
Net profit from operations with clients 216 215 1
Net loss from operations with banks (230) (88) (142)
Net loss/profit from operations with securities (32) 9 (41)
Net loss from interest rate futures (18) (24) 6
Other (28) 27) (1)
Fees and commissions from monetary policy operations, of which: 1,131 1,489 (358)
Net profit from operations with securities 1,736 2,065 (329)
Net loss from operations with banks (605) (576) (29)
Net profit from exchange of euro coins 72 67 5
1,111 1,641 (530)
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27. Income from equity shares and participating interests

31 Dec 2019 31 Dec 2018 Change

Interim distribution of the ECB's profit of the current year 16,452 13,074 3,378
Share in the ECB's profit of the previous year 4,214 3,150 1,064
Dividends from ETF funds 3,143 567 2,576
Dividends from BIS shares 859 812 47
24,668 17,603 7,065

28. Net result of pooling of monetary income

Monetary income in accordance with Article 32 (1) of the Statute and Decision ECB/2016/36 on the
allocation of monetary income of the national central banks of Member States whose currency is the
euro, as amended, represents the net annual income from the assets of the national central bank,
held against banknotes in circulation and deposit liabilities to credit institutions. Monetary income
is the income resulting from the performance of the monetary policy of the ESCB.

Monetary income is distributed in proportion to NBS’s share on the paid-up capital of the ECB after
the end of each financial year (1.1497%).

Monetary income pooled by the NBS for 2019 into the common pool of monetary income
of the Eurosystem amounted to EUR 38,544 thousand. The monetary income equivalent
tothe 1.1497% share of the NBS amounted to EUR 129,928 thousand. The difference
of EUR 91,384 thousand (EUR 96,805 thousand as at 31 December 2018) represents the net result
of the pooling of monetary income. The NBS’s income decreased by EUR 176 thousand as a result of
a revision of the Eurosystem monetary income for 2017 and 2018 (income increased by EUR 3,865
thousand as at 31 December 2018 as a result of a revision for 2016 and 2017).

This caption also contains the Bank’s share on the provision against impairment losses from
monetary policy operations in the amount of EUR 981 thousand (EUR 1,768 thousand as at
31 December 2018) related to securities held in the CSPP portfolio (see Note 20).

29. Other income and other expenses

As at 31 December 2019, the most significant portion of the Bank’s “Other income” comprised
income from fees and contributions from financial market entities of EUR 11,974 thousand
(EUR 9,554 thousand as at 31 December 2018), income from sale of tangible assets in the amount of
EUR 5,202 thousand (EUR 1,262 thousand as at 31 December 2018) and received fees from
participation in settlement systems of EUR 3,245 thousand (EUR 3,109 thousand as at 31 December
2018).

As at 31 December 2019, the Bank’s “Other expenses” mainly represented costs for minting

circulation and collector coins, including costs for related services, of EUR 3,850 thousand (EUR
3,033 thousand as at 31 December 2018).
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30. Staff costs

31 Dec 2019 31 Dec 2018 Change

Wages and salaries (34,334) (31,293) 3,041
Social security costs (12,580) (11,346) 1,234
Other employee costs (6,541) (4,817) 1,724
(53,455) (47,456) 5,999

As at 31 December 2019, the average FTE number of employees was 1,103 (1,097 as at 31 December
2018), of who 105 were managers (104 as at 31 December 2018).

The Bank has created a supplementary pension plan for its employees in cooperation with
supplementary pension management companies. Contributions to the supplementary pension plans
are recognised under “Other employee costs”.

31. Administrative expenses

As at 31 December 2019, this item mainly included costs for technical support and IS maintenance,
repairs and maintenance, energy consumption and telecommunications costs totalling
EUR 11,210 thousand (EUR 10,373 thousand as at 31 December 2018).

The cost of the statutory auditor for the audit of the financial statements amounted to
EUR 61 thousand as at 31 December 2019 (EUR 61 thousand as at 31 December 2018). As at
31 December 2019, the Bank did not record any costs of assurance and audit services and tax
consulting as per Article 18 (6) of the Act on Accounting.

32. Depreciation of tangible and intangible fixed assets

31 Dec 2019 31 Dec 2018 Change

Depreciation of tangible fixed assets (6,799) (6,822) (23)
Depreciation of intangible fixed assets (2,444) (2,200) 244
(9,243) (9,022) 221

33. Banknote production services

As at 31 December 2019, the costs for printing euro banknotes were EUR 3,383 thousand
(EUR 4,911 thousand as at 31 December 2018).

34. Income tax and other charges on income

According to Article 43 of Act No. 595/2003 Coll. on Income Tax, as amended, the NBS is a payer of
tax on income (proceeds) from bonds issued in the jurisdiction of the Slovak Republic. In 2019, the
NBS paid a withholding tax of EUR 35,076 thousand (EUR 28,884 thousand at 31 December 2018).
The increase by EUR 6,192 thousand compared to the preceding period was due to an increase in
the volume of securities used for monetary policy purposes (see Note 7).
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35. Profit for the year

The Bank’s financial result as at 31 December 2019 was a profit of EUR 212,065 thousand (profit of
EUR 172,336 thousand as at 31 December 2018). The bulk of the profit was generated by net interest
income (see Note 24).

D. POST-BALANCE SHEET EVENTS

In accordance with Article 33 of the Statute, at its meeting on 19 February 2020, the Governing
Council of the ECB decided to distribute the ECB’s net profit for 2019 to national central banks based
on the key on the ECB’s paid-up capital. The NBS income of EUR 10,747 thousand from the profit
distribution is recognised in the 2020 reporting period.

As aresult of the exit of the United Kingdom of Great Britain and Northern Ireland from the European
Union on 31 January 2020 and the subsequent withdrawal of the Bank of England from the ESCB,
the weighted shares of the Eurosystem national central banks were adjusted. As at 1 February 2020,
the amount of the NBS’s capital key was adjusted to 0.9314% (0.8004% until 31 January 2019), the
amount of the NBS’s Eurosystem key was adjusted to 1.1452% (1.1497% until 31 January 2019),
and the amount of the euro banknote allocation key was adjusted to 1.0535% (1.0575% until 31
January 2019).

No significant events occurred subsequent to 31 December 2019 that would require any further
adjustments to the 2019 financial statements.

Bratislava, 3 March 2020

—
Ing. Peter Kazimir Ing. Jaroslav Mikla % angerova
Governor Executive Director Director
Financial Management Financial Management
and Information Department

Technology Division
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Narodna banka Slovenska

SUPPLEMENT TO THE INDEPENDENT AUDITOR’S REPORT
to Section Report on Information Disclosed in the Annual Report

To the Bank Board of Narodna banka Slovenska:

We have audited the financial statements of Narodna banka Slovenska (hereinafter the “Bank” or “NBS”)
as at 31 December 2019 disclosed on pages 124 - 156 of the accompanying annual report of the Bank,
on which we issued an independent auditor’s report on 3 March 2020 that is disclosed on pages 125 -
126 of the Bank’s annual report. We have prepared this supplement in accordance with Article 27 (6) of
Act No. 423/2015 Coll. on Statutory Audit and on Amendment to and Supplementation of Act No.
431/2002 Coll. on Accounting, as amended (hereinafter the “Statutory Audit Act”).

Based on the performed procedures described in section “Report on Information Disclosed in the Annual
Report” of the independent auditor’s report specified above, in our opinion:

- Information disclosed in the Bank’s annual report prepared for 2019 is consistent with the financial
statements for the relevant year; and

- The annual report includes information pursuant to Act No. 431/2002 Coll. on Accounting, as
amended and Act on NBS, as amended.

Furthermore, based on our understanding of the Bank and its position obtained during our audit of the
financial statements, we are required to disclose whether material misstatements were identified in the
annual report. There are no findings that should be reported in this regard.

Bratislava, 28 April 2020

Zuzana Letkova, FCCA N
ponsible Auditor
cence SKAu No. 865

On behalf of
Deloitte Audit s.r.o.
Licence SKAu No. 014

This is an English language translation of the original Slovak language document.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee and its network of member firms, each of which is a
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{B¥E.,  Legislation
Narodna banka Slovenska produces legislation in accordance with its
legislative competences under Article 30 of Act No 566/1992 on Narod-
na banka Slovenska, as amended (‘the NBS Act’). Any draft primary leg-
islation concerning currency circulation must be submitted to the Slovak
Government by NBS, and any draft primary legislation concerning foreign
exchange relations, payment systems, payment services, or the financial
market (including the banking sector and the role and remit of NBS) must
be submitted to the Government jointly by NBS and the Slovak Finance
Ministry. NBS’s authority to issue secondary legislation in the form of reg-
ulations and decrees is based on Article 56(1) of the Constitution of the Slo-
vak Republic, according to which the central bank may issue legislation of
general application where authorised by statutory law to do so.

Amendments made in 2019 to laws on matters falling within the
competence of Narodna banka Slovenska

Act No 566/1992 on Narodna banka Slovenska, as amended, was amended
in 2019 by Act No 95/2019 and Act No 221/2019.

Act No118/1996 on the protection of deposits (and amending certain laws),
as amended, was amended in 2019 by Act No 281/2019.

Act No 483/2001 on banks (and amending certain laws), as amended, was
amended in 2019 by Act No 6/2019, Act No 30/2019, Act No 54/2019, Act
No 211/2019, Act No 305/2019 and Act No 390/2019.

Act No 371/2014 on resolution in the financial market (and amending cer-
tain laws), as amended, was amended in 2019 by Act No 281/2019 and Act
No 390/2019.

ActNo186/2009 on financial intermediation and financial advisory servic-
es (and amending certain laws), as amended, was amended in 2019 by Act
No 221/2019.

Act No 492/2009 on payment services (and amending certain laws), as
amended, was amended in 2019 by Act No 30/2019.

Act No 566/2001 on securities and investment services (and amending cer-
tain laws) (the Securities Act), as amended, was amended in 2019 by Act
No 156/2019 and Act No 211/2019.

Act No 203/2011 on collective investment, as amended, was amended in
2019 by Act No 156/2019.
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No 281/2019.

Act No 381/2001 on compulsory motor third party liability insurance
(and amending certain laws), as amended, was amended in 2019 by Act
No 281/2019.

Act No 43/2004 on the old-age pension scheme (and amending certain
laws), as amended, was amended in 2019 by Act No 231/2019 and Act
No 234/2019.

Act No 650/2004 on the supplementary pension scheme (and amending
certain laws), as amended, was amended in 2019 by Act No 35/2019 and Act
No 156/2019.

Implementing legislation of general application issued by
Narodna banka Slovenska in 2019

Decrees promulgated in the Collection of Laws of the Slovak
Republic by virtue of their publication

Decree No 1/2019 of Narodna banka Slovenska of 8 January 2019 amending
Decree No 9/2017 of Narodna banka Slovenska laying down national dis-
cretions for institutions under other legislation.

Decree No 2/2019 of Narodna banka Slovenska of 27 August 2019 on report-
ing by supplementary pension management companies for the purposes
of providing information to Narodna banka Slovenska and the European
Supervisory Authorities.

Decree No 3/2019 of Narodna banka Slovenska of 1 October 2019 on report-
ing by banks, foreign bank branches and investment firms for data collec-
tion purposes under other legislation.

Decree No 4/2019 of Narodna banka Slovenska of 1 October 2019 amend-
ing Decree No 1/2018 of Narodna banka Slovenska on how to demonstrate
compliance with conditions for an authorisation to act as an independent
financial agent and for an authorisation to act as a financial adviser.

Decree No 5/2019 of Narodna banka Slovenska of 12 November 2019 amend-
ing Decree No 6/2011 of Narodna banka Slovenska on the elements of ap-
plications for prior approval of Narodna banka Slovenska made under the
Collective Investment Act, as amended by Decree No 1/2014.
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Decree No 6/2019 of Narodna banka Slovenska of 13 December 2019 amend-
ing Decree No 13/2017 of Narodna banka Slovenska on reporting for super-
visory purposes by banks and branches of foreign banks, as amended by
Decree No 18/2018 of Narodna banka Slovenska.

Decree No 7/2019 of Narodna banka Slovenska of 13 December 2019 laying
down the structure of an extended auditor’s report for statutory audits of
banks and branches of foreign banks.

Decree No 8/2019 of Narodna banka Slovenska of 13 December 2019 on
reporting by payment institutions, branches of foreign payment institu-
tions, electronic money institutions and branches of foreign electronic
money institutions.

Decree No 9/2019 of Narodna banka Slovenska of 17 December 2019 amend-
ing Decree No 10/2017 of Narodna banka Slovenska laying down detailed
provisions on the assessment of borrowers’ ability to repay consumer
loans, as amended by Decree No 6/2018 of Narodna banka Slovenska.

Decree No10/2019 of Narodna banka Slovenska of 17 December 2019 amend-
ing Decree No 10/2016 of Narodna banka Slovenska laying down detailed
provisions on the assessment of borrowers’ ability to repay housing loans,
as amended by Decree No 7/2018 of Narodna banka Slovenska.
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Abbreviations

AML/CET

AnaCredit

BIS
BSSE

CDCP

CERI

CSDB
EBA
ECB
EIOPA
ESCB
ESMA
ESRB
EU
fintech
GDP
GFSR
IMF

IS SCP
LES
MTPL
NFEC
NPL
RBLG
MPSVaR SR

MREL
NBS
NCA
NCDCP

OECD
PEMC

anti-money laundering and combating the financing of
terrorism

analytical credit datasets (a dataset containing detailed
information on individual bank loans in the euro area,
harmonised across all euro area countries)

Bank for International Settlements

Bratislava Stock Exchange / Burza cennych papierov

v Bratislave, a.s.

Centralny depozitar cennych papierov SR, a.s. (a central
securities depository)

Central Register of Regulated Information / Centralna
evidencia regulovanych informécii

Centralised Securities Database

European Banking Authority

European Central Bank

European Insurance and Occupational Pensions Authority
European System of Central Banks

European Securities and Markets Authority

European Systemic Risk Board

European Union

financial technology

gross domestic product

Global Financial Stability Report

International Monetary Fund

(information system) Statistics Collection Portal

Labour Force Survey

motor third party liability (insurance)

non-financial corporation

non-performing loan

Register of Bank Loans and Guarantees

Ministry of Labour, Social Affairs and Family of the Slovak
Republic

minimum requirement for own funds and eligible liabilities
Narodna banka Slovenska

national competent authority

Néarodny centralny depozitar cennych papierov, a.s. (a central
securities depository)

Organisation for Economic Co-operation and Development
pension fund management company (second pension pillar)

ANNUAL REPORT NBS | 2019 | ANNEX | ABBREVIATIONS 161



8

NARODNA
BANKA
SLOVENSKA
EUROSYSTEM

REGFAP

RIAD
SBA
SPMC

SR
SRB
SSM
WEO

register of financial agents, financial advisers, financial
intermediaries from other EU Member States operating
in the insurance or reinsurance sector, and financial
intermediaries from other EU Member States engaged in the
provision of housing loans

Register of Institutions and Affiliates Database

Slovak Banking Association

supplementary pension management company (third
pension pillar)

Slovak Republic

Single Resolution Board

Single Supervisory Mechanism

World Economic Outlook
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of Slovak legal acts

AML/CET Act Act No 297/2008 on the prevention of money
laundering and terrorist financing (and
amending certain laws)

Consumer Credit Act Act No 129/2010 on consumer credits and on other
credits and loans for consumers (and amending

certain laws), as amended

Financial Act No 186/2009 on financial intermediation
Intermediation Act  and financial advisory services (and amending
certain laws), as amended

Financial Market Act No 747/2004 on financial market supervision
Supervision Act (and amending certain laws), as amended

Foreign Exchange Act Act No 202/1995 - the Foreign Exchange Act
(including amendments to Act No 372/1990
on non-indictable offences, as amended), as
amended

MTLP Act Act No 381/2001 on compulsory motor third party
liability insurance (and amending certain laws),
as amended

Insurance Act Act No 39/2015 on insurance (and amending
certain laws), as amended

Securities Act Act No 566/2001 on securities and investment
services (and amending certain laws), as
amended
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Short titles and abbreviations
of EU legal acts

AIFMD

AML Directive

Central Securities

Directive 2011/61/EU of the European Parliament
and of the Council of 8 June 2011 on Alternative
Investment Fund Managers and amending
Directives 2003/41/EC and 2009/65/EC and
Regulations (EC) No 1060/2009 and (EU) No
1095/2010

Directive (EU) 2015/849 of the European
Parliament and of the Council of 20 May 2015

on the prevention of the use of the financial
system for the purposes of money laundering or
terrorist financing, amending Regulation (EU)
No 648/2012 of the European Parliament and of
the Council, and repealing Directive 2005/60/EC
of the European Parliament and of the Council
and Commission Directive 2006/70/EC

Regulation (EU) No 909/2014 of the European

Depositories Parliament and of the Council

(CSD) Regulation of 23 July 2014 on improving securities
settlement in the European Union and on central
securities depositories and amending Directives
98/26/EC and 2014/65/EU and Regulation (EU)
No 236/2012

Insurance Directive (EU) 2016/97 of the European

Distribution Parliament and of the Council of 20

Directive

(IDD) January 2016 on insurance distribution

MIFID 2 Directive 2014/65/EU of the European Parliament
and of the Council of 15 May 2014 on markets in
financial instruments and amending Directive
2002/92/EC and Directive 2011/61/EU

MiFIR Regulation (EU) No 600/2014 of the European

Parliament and of the Council of 15 May 2014 on
markets in financial instruments and amending
Regulation (EU) No 648/2012
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EUROSYSTEM Parliament and of the Council of 25 November
2015 on payment services in the internal market,
amending Directives 2002/65/EC, 2009/110/
EC and 2013/36/EU and Regulation (EU) No

1093/2010, and repealing Directive 2007/64/EC

SCA regulation Commission Delegated Regulation (EU) 2018/389
of 27 November 2017 supplementing Directive
(EU) 2015/2366 of the European Parliament and
of the Council with regard to regulatory technical
standards for strong customer authentication
and common and secure open standards of
communication
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