principles laid down in the NBS investment
strategy approved in 2008 and updated in
2014 and 2016. In the case of the euro-, US dol-
lar- and GBP-denominated portfolios, interest
rate risk is managed in a standard way through
interest rate swaps and futures contracts. After
taking into account hedging costs and other

costs and revenues on the liability side, the re-
turns on the euro-, US dollar- and GBP-denom-
inated portfolios in 2017 were 0.44%, 0.66%,
and 1.24%, respectively. In late 2017 NBS es-
tablished a strategic portfolio of Chinese gov-
ernment bonds unhedged against interest rate
risk and exchange rate risk.

2 FINANCIAL STABILITY AND FINANCIAL MARKET

SUPERVISION’

2.1 FINANCIAL STABILITY

In 2017 Narodna banka Slovenska (NBS) issued
six macroprudential decisions concerning cycli-
cal and structural systemic risk in the context of
financial stability. Four of these decisions con-
cerned the setting of the countercyclical capital
buffer (CCyB) rate. They included NBS Decision
No 8/2017, which was significant from a financial
stability perspective in that it raised the CCyB
rate to 1.25% with effect from 1 August 2018
(this was the second time that the rate had been
raised). The reason for the hike was the continu-
ing strong growth in credit to the domestic non-
financial sector, which had reached an all-time
high. That growth was spurred mainly by the
upward impact of low interest rates on demand
for loans among households and non-financial
corporations (NFC). Signs of the financial cycle’s
expansionary phase began to appear in other ar-
eas, too. Property market pressures built up, pri-
vate sector indebtedness increased and default
rates fell for most types of loan.

Another two decisions concerned banks in Slo-
vakia identified as ‘other systemically important
institutions’ (O-SlIs). The list of O-Slls is reassessed
on an annual basis, and the 2017 assessment did
not result in any changes to its composition.
There were, however, changes to the settings of
the O-SllIs’ additional capital buffer requirements
in the form of O-Sll buffers and systemic risk buff-
ers.

In response to rising credit demand, NBS has
adopted two decrees that are significant in terms
of macroprudential policy. Decree No 10/2016,

which entered into force at the start of 2017,
enabled the recalibration of certain parameters
and established a legal framework for supervis-
ing compliance with prudential rules for the pro-
vision of housing loans. Decree 10/2017, which
entered into force at the start of 2018, laid down
conditions for the provision of consumer loans.
Its purpose is to reduce risks to consumers (in
particular the risk associated with rising house-
hold debt) and risks to firms providing consumer
loans, as well as to stem the build-up of financial
market imbalances. Through these decrees, the
principles contained in a previous NBS Recom-
mendation on risks related to market develop-
ments in retail lending became binding on all
providers of the respective types of loan.

2.2 FINANCIAL MARKET SUPERVISION

THE BANKING SECTOR

As at 31 December 2017 a total of 12 banks and

14 foreign bank branches were operating in Slo-

vakia. Under the Single Supervision Mechanism

(SSM), consisting of the ECB and the national

competent authorities of participating Member

States, all banks and foreign bank branches oper-

ating in Slovakia are categorised as either:

® significant, supervised directly by the Euro-
pean Central Bank in close cooperation with
Narodnd banka Slovenska (they comprise:
Tatra banka, a.s.; V3eobecnd tverovd banka,
a.s.; Slovenska sporitelfia, a.s.; Ceskoslovenska
obchodna banka, a.s. and CSOB stavebna
sporitelna, a.s., both part of the KBC Group;
UniCredit Bank Czech Republic and Slovakia,
a.s., pobocka zahrani¢nej banky; Komeréni
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banka, a. s., pobocka zahrani¢nej banky; and
mBank S.A., pobocka zahrani¢nej banky);

® less significant, supervised directly by NBS
(they comprise the other banks and foreign
bank branches operating in Slovakia).

In proceedings concerning credit institutions
that operate in Member States participating in
the Single Supervisory Mechanism (SSM), the
ECB has exclusive power to issue and withdraw
authorisations and to assess notifications of the
acquisition or transfer of qualifying holdings in
credit institutions except in cases of resolution
and the situations referred to Article 15 of Regu-
lation (EU) No 1024/2013. The ECB and NBS co-
operate closely in proceedings concerning credit
institutions established in Slovakia. With respect
to less significant banks, however, the ECB is
not involved in the fitness and propriety assess-
ments of persons nominated to be a member of
a bank’s management or supervisory board, or
to be a senior employee or chief internal control/
audit officer at a bank.

In 2017 the ECB exercised decision-making pow-
er in a total of 54 proceedings concerning credit
institutions established in Slovakia. The majority
of these proceedings were fit and proper assess-
ments of persons nominated to be a member of
a significant bank’s management board or su-
pervisory board.

In 2017 Narodnd banka Slovenska exercised
decision-making power in 41 proceedings con-
cerning credit institutions established in Slova-
kia. Mostly these were decisions to issue prior
approval for the election of a member of a bank’s
management board or supervisory board, or for
the appointment of a senior employee, author-
ised representative or chief internal control/au-
dit officer at a bank. Among the most important
taken by NBS in decision in 2017 were the issu-
ance of prior approval for the acquisition of Sber-
bank Slovensko, a.s. by Prima banka Slovensko,
a.s. which took place with effect from 1 August
2017.

In 2017 a total of nine thematic on-site inspec-
tions were conducted in banks and foreign
bank branches in Slovakia. As part of this activ-
ity, NBS assessed one application for a change
in use or change of internal risk measurement
models in order to calculate credit risk capital

requirements. The on-site inspections focused
mainly on the quality of the institution’s risk
management system, paying particular atten-
tion to credit risk, market risk, operational risk,
interest rate risk in the banking book, the cor-
porate governance system, the liquidity risk
management system, and the level of protec-
tion against money laundering and terrorist
financing.

Off-site supervision of banks and foreign bank
branches includes not only regularly processing
statements and reports, monitoring prudential
business indicators, conducting analyses, and
communicating with the supervised entities and
their home supervisors, but also includes joint
activities under the ECB’s direct and indirect su-
pervision and work in supervisory colleges for
individual banks.

As regards banks in Slovakia that fall under the
ECB’s direct supervision, the ECB conducts the
supervision through joint supervisory teams
(JSTs) that include NBS supervisory staff. An an-
nual assessment for each bank is produced by
its respective JST in accordance with SSM pro-
cesses. Under off-site supervision, assessments
of ex ante and ex post notifications are reviewed
in accordance with Commission Delegated
Regulation (EU) No 529/2014. Validation reports
on banks' internal models and internal audits
are then reviewed, and banks are evaluated for
compliance with requirements and recommen-
dations arising from decisions on the use of in-
ternal models.

PAYMENT SERVICES AND ELECTRONIC MONEY ISSUANCE

As at 31 December 2017 there were ten payment
institutions operating in the Slovak financial
market, six of which were authorised to provide
payment services without limitation and four of
which were authorised to provide payment ser-
vices in a limited scope.

One electronic money institution was operating
in the Slovak financial market in 2017.

A total of 26 decisions concerning payment
services were issued during 2017. These were
mostly decisions to issue prior approval for the
election or appointment of a member of statu-
tory body or supervisory board, or an internal
control officer.
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As at the end of 2017 a total of 39 foreign pay-
ment institutions were registered with NBS on
the basis of a notification of their intention to
provide payments services, and 34 foreign elec-
tronic money institutions were registered on the
basis a notification of their intention to issue, of-
fer and exchange electronic money or to provide
payment services in Slovakia without establish-
ing a branch.

Three comprehensive on-site inspections of pay-
ment institutions were completed in 2017 after
commencing in 2016. A further two were still
ongoing at the end of the year, and their main
purpose was to review and assess the payment
services system, compliance with business con-
ditions, the internal control/audit system, select-
ed risks and the risk management system, the
system for preventing money laundering and
terrorist financing and the fulfilment of obliga-
tions in this area, and compliance with legisla-
tion of general application.

FOREIGN EXCHANGE ACTIVITY

As at 31 December 2017 there were 1,158 enti-
ties in Slovakia holding a foreign exchange au-
thorisation. In 2017 NBS issued 13 decisions in
this area, 11 of which were decisions to issue
a foreign exchange authorisation. Two sanction
proceedings that resulted in the imposition of
a fine were completed in 2017.

In 2017 a total of 11 on-site inspections were
conducted in regard to the provision of foreign
exchange services (i.e. the purchase of foreign
cash currency in exchange for euro cash, and
vice versa), primarily in order to check compli-
ance with the Foreign Exchange Act. Another
two on-site inspections concerned the reporting
obligation under the Foreign Exchange Act.

NON-BANK LENDERS

As at 31 December 2017 there were 35 non-
bank lenders in the Slovak financial market, 33
of which were authorised to provide consumer
loans without limitation, one was authorised to
provide consumer loans in a limited scope, and
one was another lender authorised to provide
credits and loans other than consumer loans.

In 2017 NBS issued 50 decisions concerning
non-bank lenders, including two authorisations
to provide consumer loans and other consumer

credit, four prior approvals for the return of an
authorisation, one prior approval for the termi-
nation of a lender’s business on grounds other
than the withdrawal of the lender’s authorisa-
tion, and 31 prior approvals for the election or
appointment of a member of a lender’s statutory
body or supervisory board or a lender’s internal
control officer.

In 2017 NBS conducted three comprehensive
on-site inspections of non-bank lenders. The
inspections had the following main objectives:
to review the lenders’ compliance with the Con-
sumer Credit Act in the provision of consumer
loans and compliance with the terms under
which the lender is authorised to carry on busi-
ness; to verify information provided during the
authorisation proceedings for the provision of
consumer loans; and to assess the lenders’inter-
nal control/audit systems, selected risks and risk
management system, and system for preventing
money laundering and terrorist financing.

THE INSURANCE SECTOR

As at 31 December 2017 the Slovak financial
market included 15 insurance undertakings es-
tablished in Slovakia and operating under the
EU’s Solvency Il regime, 22 branches of insurance
or reinsurance undertakings established in an-
other EU Member State, and one insurance un-
dertaking in the process of being wound down
after being placed in receivership with effect
from 15 June 2017. Regarding insurance activi-
ties performed by insurance and reinsurance
undertakings established in another EU Member
State, NBS issued 30 notifications in 2017, and re-
garding insurance activities performed by insur-
ance and reinsurance undertakings established
in Slovakia, it issued eight.

In 2017 the NBS Financial Market Supervision
(FMS) Unit issued four decisions, mostly prior ap-
provals for various matters under the Insurance
Act. It also conducted two sanction proceedings
related to the insurance sector.

In one particularly notable case of sanction pro-
ceedings, the FMS Unit decided on 14 June 2017
to place the insurance undertaking Rapid Life
Zivotna poistovia a.s. in receivership. This deci-
sion was taken on the grounds that the under-
taking had seriously and repeatedly infringed
the rights of its customers to due and timely pay-
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ment of benefits under insurance contracts and
that it had failed to act in good faith and take due
care in regard to its obligation to meet custom-
ers’ claims arising under insurance contracts. The
purpose of the receivership was to ascertain the
actual state of all aspects of the undertaking's ac-
tivities and management, to protect its custom-
ers against the infringement of their rights and
against the escalation of any damage already
caused to them, and to ensure the settlement of
the customers’claims against the undertaking. In
respect of the rights and legally protected inter-
ests of Rapid Life's customers, the operations of
Rapid Life in terms of their scope, duration, na-
ture and repercussions constituted a social dan-
ger of such gravity that the FMS Unit deemed the
placing of the undertaking in receivership to be
warranted and necessary.

On 2 August 2017 the receiver in this case, JUDr.
Irena Sopkova, filed a criminal complaint against
Rapid Life over suspected crimes committed by
the undertaking during the course of its activities.

The receivership terminated when Rapid life was
declared bankrupt on 29 January 2018.

Narodna banka Slovenska has also filed a crimi-
nal complaint against Rapid life.

Since the introduction of the new regulatory
regime (Solvency Il) in the insurance sector in
2016, NBS's prudential supervision activities in
the sector have focused on intensifying its con-
tracts with insurance undertakings subject to
supervision and on providing them with consul-
tancy services and guidance. In 2017 NBS held
multi-day working meetings with senior execu-
tives and staff members performing key func-
tions at all 15 insurance undertakings operating
in Slovakia under the Solvency Il regime. Off-site
supervision of the sector included checking in-
surance undertakings’ compliance with organi-
sational structure requirements under relevant
legislation. In addition, meetings were held with
representatives of both insurance undertakings
and their external auditors in order to discuss the
operation of insurance undertakings under the
Solvency Il regime and the principal risks in the
insurance sector.

NBS conducted one comprehensive on-site in-
spection and two thematic on-site inspections

in the insurance sector in 2017. One of the the-
matic inspections focused on an insurer’s pre-
paredness for using a partial internal model to
calculate the Solvency Capital Requirement in
accordance with the Solvency Il Directive. The
other examined an insurer’s financial situation.

THE PENSION FUND SECTOR

In 2017 the Slovak financial market included
six pension fund management companies (PF-
CMs) managing a total of 19 pension funds
(constituting the old-age pension scheme, the
second pillar of the pension system), and four
supplementary pension management compa-
nies (SPMCs) managing a total of 15 supple-
mentary pension funds (the third pillar). De-
pository activities under the Old-Age Pension
Scheme Act and the Supplementary Pension
Scheme Act were performed by five banking
institutions.

In 2017 the FMS Unit issued 11 decisions con-
cerning the old-age pension scheme and 17 de-
cisions concerning the supplementary pension
scheme. It also initiated sanction proceedings
against one SPMC.

Off-site supervision of the sector was largely
concerned with checking the compliance of
PFMCs, SPMCs and depositories with their infor-
mation obligations towards NBS and with evalu-
ating these data. The focus was on independ-
ent verification of whether the financial assets
held in pension fund portfolios were correctly
priced and on the consistency between finan-
cial assets acquired for particular pension fund
portfolios and the provisions of the Old-Age Pen-
sion Scheme Act and Supplementary Pension
Scheme Act.

As regards the old-age pension scheme (second
pillar), a total of six thematic on-site inspections
of PFMCs were conducted in 2017. These inspec-
tions focused on the PFMCs’ procedural com-
pliance in establishing and managing savers'’
pension accounts in which the number of pen-
sion funds’ pension points are recorded and the
PFMCs’ compliance with their obligation to send
savers’ statements of their personal pension ac-
counts. Also in 2017, one comprehensive on-site
inspection was initiated at a PFMC, focusing on
the company’s activities and on whether it was
managing pension funds in accordance with the
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Old-Age Pension Scheme Act and other legisla-
tion of general application.

As for the supplementary pension scheme, the
comprehensive on-site inspection of one SPMC
that began in 2016 was completed in in 2017.

FINANCIAL INTERMEDIATION AND FINANCIAL ADVISORY
SERVICES

As at 31 December 2017 there were 38,754 enti-
ties registered in the Register of Financial Agents
and Advisers (REGFAP). In 2017 a total of 25 new
entities from different sectors were entered in
the REGFAP, with the FMS Unit granting authori-
sations to act as independent financial agent to
24 legal entities and an authorisation to act as
a financial adviser to one legal entity. During the
year, 55 independent financial agents were de-
registered.

Also newly entered in the REGFAP in 2017 were
302 financial intermediaries from other Mem-
ber States operating in the insurance and re-
insurance sector and four intermediates from
other Member States engaged in the provision
of housing loans; these intermediaries were au-
thorised to conduct business in Slovakia under
the freedom to provide services without being
established in the country. One other intermedi-
ary established in Slovakia and operating in the
insurance and reinsurance sector was entered in
the REGFAP in 2017.

In 2017 NBS accepted and processed 6,501 elec-
tronic applications made by financial agents
and financial institutions to register subordinate
agents in, deregister them from, or change their
entry in the REGFAP.

In 2017 the FMS Unit initiated 48 proceedings
concerning financial intermediation and finan-
cial advisory services, while 37 first-instance de-
cisions issued by the FMS Unit in this area came
into effect.

Off-site supervision of this sector in 2017 fo-
cused on checking the compliance of super-
vised entities with their requirement to report
to NBS periodically via an internet application,
on checking all financial agents for whether
they submitted a quarterly report for the pe-
riod from 1 January 2017 to 31 March 2017,
and, in respect of the termination of contracts

under which a subordinate financial agent is es-
tablished, on checking whether the application
to deregister the agent from the REGFAP was
submitted within thirty days after the expiry of
the contract. As part of its off-site supervision,
NBS examined whether the complaints filed
by natural persons and legal entities against fi-
nancial market participants providing financial
intermediation and financial advisory services
were justified.

Comprehensive on-site inspections were initi-
ated at four financial agents of legal entities in
2017, and two of these inspections were not
completed by the end of the year.

THE SECURITIES MARKET

As at the end of 2017 there were 20 investment
firms operating in the Slovak financial market.
In four cases the NBS had not authorised the
firm to conduct business in Slovakia on grounds
that it had not demonstrated to NBS the tech-
nical, organisational and staffing preparedness
required for the performance of the authorised
activities.

The FMS Unit issued 26 decisions concerning
investment firms in 2017, most of them prior
approvals, such as for the election of manage-
ment board members and changes to the regis-
tered offices of investment firms. A total of 134
notifications were issued about the intention of
foreign investment firms to provide investment
services in Slovakia.

The FMS Unit approved 32 securities prospec-
tuses, one securities note, and ten securities pro-
spectus supplements.

The FMS Unit received 94 notifications from
other EU countries’ supervisory authorities con-
cerning the approval of securities prospectuses
or prospectus supplements and sent 12 such
notifications to another EU country’s supervisory
authority.

The FMS Unit issued four decisions concerning
the approval of mandatory takeover bids made
toissuers of shares traded on the Bratislava Stock
Exchange (BSSE), a regulated market. It also is-
sued four decisions concerning the granting of
prior approval for the election of a member of
the BSSE management board and two decisions
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concerning the approval of changes to the stock
exchange’s regulations.

In regard to the securities market, the FMS Unit
conducted five sanction proceedings and issued
two decisions to impose sanctions (fines), which
did not enter into force in 2017.

Off-site supervision in the securities market was
exercised over 16 domestic investment firms
and eight investment firms operating in Slova-
kia through branches in accordance with the
EU's second Markets in Financial Instruments
Directive (MiFID II) (four of which were operat-
ing through tied agents). Off-site supervision
was also exercised over banks and foreign bank
branches authorised to provide investment ser-
vices. The main priorities of this off-site supervi-
sion were to monitor supervised entities’ com-
pliance with financial rules and to assess their
financial situation and risk profiles.

Off-site supervision also covered the BSSE and
the central securities depositories Centrdlny
depozitar cennych papierov SR (CDCP) and
Narodny centralny depozitar cennych papierov
(NCDCP). Issuers of securities admitted to trad-
ing on the BSSE were also subject to off-site
supervision in order to check their compliance
with information obligations vis-a-vis Narodnd
banka Slovenska via the NBS-maintained Cen-
tral Register of Regulated Information (CERI).
These issuers numbered 69 as at 31 December.
Proceedings were initiated against two issuers
for not submitting complete annual financial
reports for 2016. These issuers were at the same
time barred from trading on the BSSE regulated
open market.

Two on-site inspections of investment firms were
initiated in 2017. One was a comprehensive on-
site inspection and another one was thematic
on-site inspection focused on the provision of
investment services, investment activities, and
ancillary services to customers.

One thematic on-site inspections initiated in
2016 was completed in the second quarter of
2017. Conducted at a banking entity, the inspec-
tion focused on whether investment services,
investment activities, and ancillary services were
being provided to customers in accordance with
the Securities Act, and on the performance of

depository activities for the supplementary pen-
sion scheme and investment fund sector.

A further three on-site inspections were com-
menced at banking entities in 2017 and con-
cerned mainly the provision of investment
services, investments activities, and ancillary
services to customers in accordance with the Se-
curities Act. One of these inspections was com-
pleted in the fourth quarter of 2017.

THE INVESTMENT FUND SECTOR

A total of seven investment fund management
companies (IFMCs) were operating in the Slovak
financial market in 2017. Three of them were is-
sued with five authorisations to establish an in-
vestment fund. In regard to this sector, the FMS
Unitissued 80 decisions in 2017 concerning prior
approvals and five decisions authorising an IFMC
to establish an investment fund. The FMS Unit re-
ceived 80 notifications from European standard
funds concerning the intention to make a public
offering of their securities in Slovakia and 36 no-
tifications from foreign fund management com-
panies concerning the marketing of their secu-
rities in Slovakia via private offerings, under the
freedom to provide services.

In 2017 off-site supervision was exercised over
the seven domestic IFMCs, which as at the end
of the year were managing a total of 66 standard
funds (including five funds established under
the Collective Investment Act and managed by
a foreign IFMC) and 21 alternative investment
funds, and over five banking entities perform-
ing depository activities in accordance with the
Collective Investment Act. Off-site supervision
focused on checking IFMCs and depositories for
their compliance with reporting obligations to-
wards NBS, as well as on assessing the riskiness
of executed transactions and the impact of these
transactions on funds’ global risk exposure and
on the pricing of funds’ assets.

Three thematic on-site inspections initiated in
2016 were completed in 2017, and a further
three thematic on-site inspections were initiated
in the fourth quarter of 2017. The inspections fo-
cused on checking the application of remunera-
tion principles, compliance with ESMA Guide-
lines on sound remuneration policies under the
Alternative Investment Fund Managers Directive
(AIFMD), and on checking the implementation of
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the compliance function in regard to measures
strategies and procedures for risk identification
and internal audit.

2.3 FINANCIAL MARKET REGULATION

Narodna banka Slovenska cooperates with the
Slovak Ministry of Finance and Ministry of La-
bour, Social Affairs and Family in the drafting
of primary and secondary laws concerning the
financial market, issues generally binding rules
on the implementation of legislation concern-
ing the financial market, and drafts and pub-
lishes methodological guidelines, opinions and
recommendations explaining the application of
primary and secondary legislation relating to su-
pervised entities and their activities.®

THE BANKING SECTOR

In 2017 NBS, in cooperation with the Slovak Min-
istry of Finance, drafted an amendment to the
Banking Act in order to establish a new regula-
tory framework that would amend and revise
the mortgage banking sector. One aim of the
amendment was to address risks identified in re-
cent years by NBS, by mortgage banks as issuers
of mortgage bonds, by credit rating agencies in
the process of assigning credit ratings to mort-
gage bond programmes, and by professional
investors from the ranks of private investors and
international financial institutions. Another aim
was to respond to ongoing EU-level activities
concerning setting of harmonised quality stand-
ards for covered bonds, to the need to support
long-term funding in the Slovak banking sector,
and to preparations for new qualitative liquidity
requirements.

NBS also drafted an amendment to the Housing
Loan Act in order to supplement provisions on
the indebtedness indicator limiting the debt-to-
income ratio, and it issued a Decree laying down
detailed provision on the assessment of borrow-
ers’ ability to repay consumer loans.

Besides that decree, NBS issued a further five de-
crees in 2017 in relation to the banking sector.

One of them was a decree laying down national
discretions for institutions under a separate reg-
ulation. These discretions allow Member States
or national competent authorities to introduce

rules different from those laid down in the un-
derlying regulation, the Capital Requirements
Regulation (CRR). In this decree, national discre-
tions are specified on the basis of experience
gained in the area of financial market regula-
tion (taking into account current financial mar-
ket conditions), but mainly on the basis of an ECB
Guideline on the exercise of options and discre-
tions in relation to less significant institutions.

Another two decrees were issued in response to
the need for aligning terms laid down in similar
legislation and to incorporate NBS specialist de-
partments’ requirements based on insights from
practice: one was a decree on the elements of
a notification required to identify other persons
who, by virtue of their relationship to the notifier,
have a special relationship with a bank or foreign
bank branch; the other was a decree on the ele-
ments of a bank’s application for prior approval
to establish a foreign branch.

Another decree concerned reporting by banks
and foreign bank branches. The decree was
designed to ensure NBS's ongoing collection
of data from these entities for supervisory pur-
poses, using reporting templates that NBS may
require from banks and foreign bank branches in
addition to EU reporting requirements (FINREP/
COREP); it also added some new templates. Also
related to this area was a decree on reporting for
supervisory purposes by consumer credit pro-
viders. The decree followed on from the adop-
tion of an amendment to the Consumer Credit
Act which expanded the reporting obligation to-
wards NBS to include all consumer credit provid-
ers, irrespective of any restrictions on the scope
of their lending.

PAYMENT SERVICES AND ELECTRONIC MONEY ISSUANCE

In 2017 NBS, in cooperation with the Slovak
Ministry of Finance and the Slovak Banking As-
sociation (SBA), drafted an amendment to the
Payment Services Act for the purpose of enact-
ing the EU’s second Payment Services Directive
(PSD 2) into Slovak law; the amendment entered
into force in the second half of 2017.

The main aims of PSD 2 are to increase transpar-
ency and facilitate innovation in payment servic-
es, to ensure an efficient and effective payments
market, to introduce new elements that will
make electronic payments easier to use (particu-
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larly with regard to low-cost internet and mobile
payments), to implement new security measures
aimed at reducing payment security risks, and to
strengthen consumers’ rights and increase their
awareness in order to increase their protection.
As regards the practical application of PSD 2, for
example in the area of third party access, a num-
ber of joint meetings were held in 2017 between
representatives of NBS and the Czech central
bank, Ceska narodni banka (CNB), for the pur-
pose of exchanging information. In this context,
NBS published information on its website about
third party payment account access.’

NON-BANK LENDERS

In 2017 NBS drafted a decree laying down de-
tailed provisions on the assessment of borrow-
ers’ability to repay consumer loans. Entering into
force on 1 January 2018, the decree supplied the
missing link in the regulatory provisions aimed
at supporting sound and sustainable lending
to households. Unlike the NBS recommenda-
tion on risks related to market developments
in retail lending, which had been in effect up to
that point, the new decree applies not just to the
banking sector, but to all consumer credit pro-
viders. The decree specifies the methodology for
calculating a loan applicant’s debt service-to-in-
come ratio, requirements for the evidencing and
verification of a borrower’s income, and limits on
the terms of consumer loans.

INSURANCE

In 2017 NBS issued three decrees concerning
the insurance sector. These amended three ex-
isting decrees by introducing provisions related
to the Act on criminal liability of legal entities. In
all three cases, a criminal record check certificate
was added to the documents that the respective
legal entities are required to produce in order to
demonstrate their eligibility to have a qualifying
holding in an insurance or reinsurance undertak-
ing (required as part of the procedure for dem-
onstrating compliance with conditions for the
granting of an authorisation to conduct insur-
ance business or an authorisation to conduct re-
insurance business), and in order to demonstrate
their eligibility to apply for prior approval under
Article 77(1)(a) to (c) of the Insurance Act.

Regarding the levy on certain insurance premi-
ums imposed under Article 68 of the Insurance
Act, NBS issued in 2017 a Methodological Guide-

line which provides explanatory details to insur-
ance undertakings, insurance undertakings from
other EU Member States, and branches of for-
eign insurance undertakings about the setting
of the levy base, the procedure to be followed in
the case of payment arrears or overpayment, and
how to demonstrate to NBS and the Ministry of
Finance that the levy has been paid.

In March 2017 NBS published three recom-
mendations that transpose the following EIOPA
guidelines: Preparatory Guidelines on product
oversight and governance arrangements by in-
surance undertakings and insurance distribu-
tors; Guidelines on the loss-absorbing capacity
of technical provisions and deferred taxes; and
Guidelines on the application of outwards rein-
surance arrangements to the non-life underwrit-
ing risk sub-module.

In October 2017 NBS published on its website
a statement on product criteria for the drawing-
up of key information documents (KIDs), the aim
being to give insurance undertakings providing
insurance-based investment products guidance
in the production of the KIDs, which they are re-
quired to provide policyholders before entering
into an insurance contract with them.

THE PENSION FUND SECTOR

As regards the supplementary pension scheme
(third pillar of the pension system), NBSs'regula-
tory activity in 2017 centred on the participation
of FMS Unit representatives in a working group
tasked with drafting an amendment to the Sup-
plementary Pension Scheme Act. The group was
established by the Slovak Ministry of Labour,
Social Affairs and Family and the purpose of
the amendment was to enact into Slovak law
the EU Directive on the activities and supervi-
sion of institutions for occupational retirement
provision (IORP Il). The amendment’s main pro-
visions relate to the organisation and govern-
ance of supplementary pension management
companies (specifically the introduction of new
key functions within the corporate governance
structure), as well as to SPMCs' information ob-
ligation - with further details given about the
information that SPMCs are required to provide
scheme participants before the participant signs
the contract, when the participant is contribut-
ing to the scheme, and before the participant
reaches retirement age or during the period
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when the participant is drawing benefits under
the scheme.

As part of its legislative remit, NBS also drafted
and issued a Decree on risks, risk management
and measurement systems, and the calculation
of global exposure and counterparty risk in sup-
plementary pension funds.

Regarding the old-age pension scheme (second
pillar), NBS cooperated in the drafting of second-
ary legislation issued by the Slovak Ministry of
Labour, Social Affairs and Family. The activity con-
cerned amendments to a decree on offer letters
and to a decree on information about pensions
governed by the Old-Age Pension Scheme Act.

FINANCIAL INTERMEDIATION AND FINANCIAL ADVISORY
SERVICES

A substantial amendment to the Financial Inter-
mediation and Financial Advisory Services Act
was published in the Slovak Collection of Laws
in 2017 and entered into force on 23 Febru-
ary 2018. The amendment enacted into Slovak
law the EU Directive on insurance distribution
(replacing the 2002 EU Directive on insurance
mediation), implemented provisions based on
insights from practice, and enacted some parts
of the EU’s Mortgage Credit Directive into Slovak
law (concerning cross-border financial interme-
diation or financial advisory services in respect
of the provision of housing loans). The overall
objective of the amendment is to protect con-
sumers entering into agreements under which
financial services are provided.

THE SECURITIES MARKET

Regarding the securities market, 2017 began with
NBS and the Slovak Ministry of Finance continu-
ing their close cooperation on an amendment to
the Securities Act that would enact MiFID Il into
Slovak law. The amendment entered into force
on 1 November 2017, with the exception of cer-
tain provisions scheduled for entry into force at
a later date in accordance with MiFID Il, some on
3 January 2018 and others on 3 September 2019.
This amendment marked the culmination of the
national transposition process for MiFID I, and
by the end of the year the new provisions were
being applied and interpreted in practice.

NBS also cooperated with the Finance Ministry in
drafting an amending act that would amend the

Financial Market Supervision Act as well as cer-
tain other laws. The purpose of the amendment
was to improve the legal framework so that su-
pervised entities’annual contributions are set on
a fairer basis, and to revise provisions concern-
ing proceedings conducted before NBS and the
bank’s supervision of the financial market. A re-
lated aim was to establish a legal framework in
Slovakia for the implementation of NBS's inter-
vention powers granted by the EU’s Regulation
on key information documents for packaged re-
tail and insurance-based investment (PRIIPs) and
Regulation on Markets in Financial Instruments
(MIFIR), with these powers due to come into ef-
fect in January 2018.

In June 2017 NBS, in agreement with the Slovak
Ministry of Finance, issued an amendment to the
NBS Decree on fees for acts performed by Nérod-
na banka Slovenska, as a response to matters aris-
ing from the relevent EU and Slovak legislation.

In the second half of 2017 NBS, as part of its requ-
latory remit, drafted and issued two amendments
to decrees on reporting. One amendment con-
cerned reporting by investment firms, the other
dealt with reporting by stock exchanges and cen-
tral securities depositories. The two decrees were
produced in response to legislative changes re-
sulting from the enactment of MiFID Il into Slovak
law and to supervised entities’ reporting obliga-
tion to competent supervisory authorities under
MiFIR and the respective delegated regulations.

In the year under review, the FMS Unit published
on the NBS website® information about the ap-
plication of exemptions under MiFID Il based on
the scope of trading in commodity derivatives.
The information was published so that the ap-
plication of these exemptions would be facili-
tated by having the entities concerned complete
the forms and send them to NBS by a stipulated
deadline.

THE INVESTMENT FUND SECTOR

As part of its legislative activities in 2017, NBS
was involved in the drafting of an amending
act which, besides amending the Securities Act,
included amendments to the Collective Invest-
ment Act; it entered into force on 1 November
2017. The amendments included proposals
made by NBS in cooperation with the Slovak
Association of AssetManagement Companies
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(SASS). These were aimed at enhancing invest-
ment fund activity in response to feedback from
participants in the local capital market. One pro-
posal, for example, was to allow certain types of
fund to merge; another was to impose an obli-
gation to draw up key investor information for
investors in qualified investor funds.

2.4 BANKRECOVERY AND RESOLUTION

In April 2017 the Resolution Council held its 6th
meeting. In addition to addressing the issue of
contributions to the Single Resolution Fund in
2017, the Council approved the draft financial
statements of the national resolution fund for
2016 and dealt with the following: changes to
the Council’s statutes and rules of procedure;
draft simplified resolution plans; and criteria for
the application of simplified obligations in re-
gard to the production of resolution plans. The
Council’s 7th meeting took place in November
2017. Besides discussing developments in reso-
lution plans and related methodologies in 2017,
the Council noted efforts at the international
level to establish a resolution framework for the
insurance sector.

Alsoin 2017, the FMS Unit was monitoring devel-
opments in regard to the resolution of financial
corporations other than credit institutions and
investment firms.

In summer 2017 EIOPA and the ESRB, acting
independently of each other, published docu-
ments in which they publicly presented their
opinions on the possible benefits and form of
a harmonised recovery and resolution frame-
work for insurance undertakings in the EU.
These were initial steps towards the establish-
ment of an EU legal framework that, among
other things, should have a direct impact on
insurance undertakings in Slovakia. The frame-
work should be aimed at protecting policyhold-
ers and ensuring financial stability, and it should
apply to all (re)insurance undertakings subject
to the Solvency Il regime.

2.5 FINANCIAL CONSUMER PROTECTION

In the field of financial consumer protection, the
FMS Unit addressed several significant issues

during the course of its methodological activi-
ties in 2017. In response to the judgment of the
EU Court of Justice in Case C-42/15 Home Credit
Slovakia, a.s., brought against Klara Birdova, the
FMS Unit issued an opinion on the implications
of the judgment for consumer lending, in par-
ticular for the mandatory elements of consumer
credit agreements. Based on the results of moni-
toring of advertising campaigns and promotion-
al activities, the FMS Unit issued an opinion on
certain questions concerning the price promo-
tion of credit products. Its objective in doing so
was to raise awareness about the obligations of
supervised entities and about procedures that
the FMS Unit deems to constitute good and bad
practice.

On the basis of findings made during the course
of supervision conducted in 2016 and 2017, a to-
tal of 44 sanction proceedings were initiated
with the aim of providing redress to financial
consumers in regard to services provided by su-
pervised entities. In these proceedings, the FMS
Unit had the authority not only to impose fines
but also to take other measures in support of fi-
nancial consumer protection, including the pro-
hibition of the unfair commercial practice or the
use of unfair contract terms and the issuance of
injunctions to eliminate or rectify shortcomings
identified. In 2017 five of the 44 proceedings re-
sulted in decisions imposing sanctions and 39 in
the issuance of sanction orders.

As regards supervision in the area of financial
consumer protection, its focus in 2017 was on
consumer lending in the banking and non-bank-
ing sector and on the sale of long-term invest-
ment products (including unit-linked insurance),
with particular attention paid to the provision of
products through independent financial agents.
A key priority of off-site supervision was to moni-
tor the advertising of financial services in print
media, and on television and radio, the internet,
and social media. The supervisory activity also
included continuous monitoring for unauthor-
ised providers of financial services.

In 2017 the NBS Financial Consumer Protection
Supervision Section conducted two broad sur-
veys, 21 investigations of unauthorised business,
and 50 off-site examinations following on from
broad surveys and analyses. There were also
six new on-site inspections, focused on banks'’
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