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Bank for International Settlements

In addition to banking services, the Bank for International Settlements (BIS) provides
central banks with an expert discussion platform for exchanging information and
opinions and for coordinating positions in areas concerning central banks’ activities.
The key topics discussed in 2010, which are also the subject of research work
undertaken within the BIS, included the persisting risks to global financial stability,
current monetary policy challenges and enhancement of financial market regulation
and supervision.

The CNB Governor attended the regular meetings of central bank governors of
BIS countries held every two months. The CNB was also represented at a regular
meeting of vice-governors and at meetings of the Basel Consultative Group (BCG),
which is part of the Basel Committee on Banking Supervision. At the expert level,
the CNB was involved in the activities of the Working Party on Monetary Policy in
Central and Eastern Europe.

The BIS Annual General Meeting, attended by the CNB Governor, took place in
June 2010. The AGM decided to pay a normal dividend of SDR 285 per share
for the financial year 2009/2010 and a supplementary dividend of SDR 400 per
share. With its holding of 5,705 shares, the CNB thus received SDR 3,907,925. At
the same time, the share of the CNB in the BIS increased by SDR 15.06 million to
SDR 115.36 million thanks to an increase in the capital of the BIS and a subsequent
revaluation of shares.

Organisation for Economic Cooperation and Development

The CNB regularly participates in the meetings of a number of OECD working
bodies, particularly the Economic Policy Committee and the Committee on Financial
Markets. This means it is involved in discussions on the latest findings and trends in
the area of macroeconomic and structural policy with the most advanced countries
of the world. The CNB contributed to the preparation of the OECD’s regular
economic review of the Czech Republic, which was discussed in Paris in January
2010 in the presence of a CNB Bank Board member. OECD Secretary-General Angel
Gurria visited the Czech Republic in April for the official publication of the review.

European Bank for Reconstruction and Development

The Finance Minister is the Czech governor in the EBRD, with the CNB Governor
acting as his alternate. The Czech Republic is currently involved mainly in technical
assistance projects coordinated by the EBRD. This area looks promising as regards
the potential involvement of the CNB in the future.

Foreign technical assistance

In virtually all its main areas of activity the CNB now has a strong position in
the community of central banks that provide foreign technical assistance. In this way
it achieves its strategic plan to pass on its experience of the process of economic
transformation and integration into European and international structures to partner
central banks in transforming economies seeking membership of the EU and central
banks in the countries of the former Soviet Union and the Balkans. Demand for CNB
know-how is constantly high. On the other hand, the feedback from participants
in seminars and consultations organised both in Prague and in target countries is
beneficial for CNB experts, too.

A total of 39 foreign technical assistance events were held in 2010. Ten seminars
took place, attended by 165 experts from 29 central banks. There was also strong
interest in consultations at the CNB; 20 of these were held for 66 participants
from 15 central banks. CNB staff also provided expert assistance in the form of
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consultations at recipient banks and lectures at foreign technical assistance events
organised by foreign partners. The total amount spent by the CNB on such assistance
under the relevant budget item was CZK 832,000 in 2010.

The CNB, together with other EU central banks, continued to implement an EU-
funded banking supervision project for the central bank of Egypt. Together with
the Deutsche Bundesbank the CNB participated in a twinning-light project organised
by the European Commission for the central bank of Bosnia and Herzegovina in
the field of human resources management. CNB experts also took part as usual in
missions of the IMF, which finances such activities.

TECHNOLOGY AND SECURITY
Computing and communication systems

In the IS/IT area, the CNB continued to fulfil the strategic aims launched in previous
years. The trend of cutting investment and operational costs while ensuring high-
quality services and constant growth in the IS/IT technological level was maintained
in 2010.

A total of 26 IS/IT development projects out of 54 projects under preparation were
implemented last year. Of these, 33 projects supported activities in the areas of
statistics, financial market supervision, banking transactions, currency issuance
and management, interbank payments and settlements, and the CNB'’s internal
accounting and management processes. The other projects involved system and user
environment upgrades, with an emphasis on higher performance and accessibility, as
well as rising security requirements and requirements for the support of other areas
of CNB activities. Specifically, the data network access layer at CNB branches was
upgraded in accordance with the CNB data network upgrade programme. Laptops
for supervisory departments and dealer workstations were replaced. Conditions were
also created for routine server virtualisation, and a continuous process of reducing
the number of physical servers at the CNB was launched.

The CNB is continuing to cooperate within the ESCB and the information systems
of the CNB and the ESCB are being interlinked (statistical reporting, data exchange
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between national supervisors). The Information System Department put great
emphasis on activities associated with the commencement of operation of
the European Supervisory Authorities.

In the supervisory area, a unified register of regulated and registered entities was
created. This allows basic data subject to mandatory disclosure to be presented on
the CNB website.

In the security area, chip cards were introduced, allowing secure login to information
systems and secure saving of certificates used, for example, for electronic
signatures. Laptop security was enhanced by the use of full hard disk encryption
software. The system for systematic search of known vulnerabilities for the server,
client workstation and multifunctional device platforms was expanded. Following
the introduction of a data box system, the possibilities for internal use of electronic
signatures are being increasingly promoted.

Last but not least, the obsolete IT service development planning system was replaced
by a new system that provides more effective support for the process of planning
and managing the IS/IT project portfolio.

Crisis management system

The CNB's central position in the Czech financial market makes it an important and
highly sensitive location on which the smooth running of the national economy
crucially depends. The CNB therefore plans relevant measures to ensure the security
and continuity of its activities and to enhance the resilience of the entire organisation
in emergency situations. This process is formally laid down in the CNB’s Crisis Plan
and its implementing documentation.

Considerable attention is devoted to testing this documentation at the CNB. Among
other things, regular business continuity tests were carried out in 2010 in order
to verify the readiness and functionality of the back-up facilities of selected CNB
organisational units.

The CNB took the unusual step of organising joint exercises with the Czech Police
Service. These events focused on the resolution of emergency security situations,
such as assaults on CNB employees and hostage-taking situations. The exercises
were highly complicated, as they involved coordinating the activities of quite a large
number of front-line and supporting police units. The purpose of the exercises
was to verify and practice police procedures for taking action against dangerous
perpetrators of particularly serious criminal acts. The CNB's internal testing plan
combined with the above exercises with the Czech Police and the CNB's participation
in the Crisis 2070 exercise ensures that CNB employees are systematically prepared
in the crisis management area on a long-term basis and can take successful action
in the event of emergencies at both local and national level.
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EXTERNAL COMMUNICATIONS

The Czech National Bank’s objective in the communication area is to maintain and
promote the CNB’s reputation as a generally respected, credible and competent
institution not only at home, but also abroad. The latest STEM survey showed that
77% of Czechs trusted the CNB. This was the highest figure since 1999, when
the first such survey was conducted.

In 2010, the CNB’'s communication activities continued to focus on enhancing
explanatory aspects and familiarising both experts and the general public with
the wider context of the topics being communicated and presented. The CNB’s main
communication tool is its website www.cnb.cz. The Financial market supervision
section of the site was overhauled in 2010. A website called www.cnbprovsechny.cz
focusing on topics for the general public, in particular financial education, was
created last year. In 2010, the CNB website had 7,000 visitors a day, who downloaded
79,000 pages on average. The CNB also continued to update its profile on
the microblogging and social networking service Twitter, which provides the CNB
with an alternative channel for sending the latest information to foreign observers.

As regards the communication of monetary policy topics, the main event was
the lowering of interest rates to an all-time low in May 2010. To increase transparency,
the CNB adopted the global standard in monetary policy communication and set
a fixed time for announcing the Bank Board’s interest rate decisions. Since the start
of 2010, monetary policy decisions have been announced at 1 p.m. on the day
of the Bank Board meeting. The press conference given by the CNB Governor,
who explains the monetary policy decision, starts regularly at 2.30 p.m. The CNB
announces the attendance of Bank Board members at monetary policy meetings in
advance. The votes cast by the individual board members are disclosed one week
after the monetary policy decision. The CNB releases audio recordings, and starting
from 2010 also video recordings, of its press conferences. Both are available on
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the CNB website. At the end of 2010, the CNB and the Ministry of Finance, in line
with general expectations, recommended not to set a target date for adopting
the euro yet.

The personal decision by CNB Governor Zdenék Tdma to resign as of 30 June
2010, i.e. more than seven months before his regular six-year term of office ended,
generated an unplanned area of communication activity. The President of the Czech
Republic appointed current Vice-Governor Miroslav Singer as Governor with effect
from 1 July 2010.

In 2010, for the first time in four years, the public had an opportunity to view
the otherwise strictly guarded interior of the CNB headquarters on Na Prikopé Street.
The CNB Open Day in June attracted a record number of visitors (more than 4,000).
The visitors were able to view, for example, the Governor’s office, the dealing room
and the CNB Exhibition, which is located in a former strong-room. The event also
included thematic presentations by Bank Board members, financial knowledge tests,
examples of counterfeits and demonstrations of printing techniques. For the first
time in its history, the CNB shared information about the Open Day preparations on
Facebook, where it presented the individual stops of the tour in advance.

There was continued public and media interest in issues relating to financial stability
and financial market regulation and supervision. With respect to supervision,
the dominant topic was the emphasising of the CNB's positions on the newly
established supervisory institutions in both the domestic and foreign media. In
2010, the CNB started on a quarterly basis to publish the results of bank stress tests
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in reaction to the increased need for up-to-date information about the risks faced by
the banking sector in the wake of the financial crisis. The tests showed that banks
remained resilient to strong shocks.

Turning to currency in circulation, the CNB stressed that counterfeits of Czech money
remained a low-risk issue. It announced in advance that the CZK 50 banknote would
be withdrawn from circulation on 1 April 2011 and publicised the deadlines for
exchanging them for valid money at commercial banks and at cash counters at
CNB branches. The last two issues of gold coins from the five-year cycle Industrial
Heritage Sites and in particular the issue of a commemorative silver coin to mark
the 700th anniversary of John of Luxembourg’s marriage to Elizabeth of Premyslides,
attracted the attention of collectors and the general public alike. This CZK 200 silver
coin and a similar 700 euro-cent coin issued by the Central Bank of Luxembourg
were unveiled by the governors of the two banks Miroslav Singer and Yves Mersch
in September in the Royal Hall of Kfivoklat Castle.

The long-running upward trend in the number of enquiries from the public relating
to the CNB's activities continued into 2010. The public can contact the CNB by calling
the toll-free Green Line on 800 160 170, by e-mailing info@cnb.cz, or in writing.
The number of e-mails dealt with rose to 3,861 (from 3,303 in 2009), the number
of telephone calls answered increased to 3,757 (from 3,222) and the number of
written submissions handled increased to 456 (from 404).

EXHIBITION

The permanent exhibition “People and Money” celebrated its 9th birthday in 2010
and the total number of visitors exceeded 136,000 during this period. The exhibition
is still in high demand. This is confirmed not only by the number of visitors during
the Open Day in June, but also by the fact that visits are being booked two years
in advance. As the CNB exhibition provides a unique set of information about
the history of money and monetary policy in the Czech Republic, concentrated in
one location, it was, as in previous years, visited mostly by secondary school and
university students seeking information for their dissertations and theses. The concept
of the CNB exhibition remains unchanged. The showcases describing “The Present”
are regularly supplemented with new exhibits (silver and gold commemorative
coins), and all relevant texts, charts and tables were updated on for the Open Day.
The exhibition’s audio-visual equipment was also upgraded. The hardware and
software of the screening room’s control system were replaced and the outdated
traditional touch screens were replaced by modern industrial LCD monitors. Some
changes were also made to the introductory audio-visual programme.
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The CNB Exhibition is used not only for reservation-based “standard tours”
throughout the year, but also for one-off tours for groups and schools and as a film
or photo set for TV programmes and magazine articles. Its unique character also
makes it an interesting venue for meetings with official domestic and foreign visitors.
Further information is available in the Exhibition section of the CNB website.

SPECIAL LIBRARY

In 2010, the special library continued to perform its main tasks of collecting and
maintaining information and making it accessible to users — both CNB employees
and outside specialists. To this end, the library offers lending, advisory, reference
and bibliographic information and research services (searches for information from
all available information sources). Its highly specialised collection and access to
numerous electronic sources allow users to obtain various information in the fields
of banking and economics in general, law and computer technology and to some
extent in other areas as well. The library maintains and provides access to more than
61,000 publications and 800 periodicals. In 2010, the library acquired 2,408 books,
1,702 study texts, research reports and annual reports and about 7,000 periodicals
and other publications (bank documents, brochures, etc.).
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The number of printed publications from central banks and important international
institutions is decreasing every year as such documents become available in electronic
form only. In 2010 the library continued to provide access to bibliographic, full-text
and numerical databases.

In line with the strategic plans for the further development of the library, the process
to digitise the historical book collection and other publications continued in 2010.
More than 300 unique titles were converted into full-text PDF files and made available
in the library’s local network. A major project to catalogue the non-periodical archive
collections, which in many cases have been stored in the library since its creation, was
completed in 2010. These archives contain all sorts of documents from domestic and
foreign banks and economic documents which are often quite unique in the Czech
library system. More than 5,000 titles have been catalogued and made accessible.
The special library will undertake a similar project in the coming years, this time
focused on its periodical collections.

All information can be obtained by visiting the library in person, by going to the CNB
special library section of the CNB website (http://www.cnb.cz/cs/verejnost/knihovna_
cnb/), by directly accessing the online catalogue (http://sd.ruk.cuni.cz/tinweb/
cnbanka/k6) or by e-mailing lib@cnb.cz.

CNB ARCHIVE

The Czech National Bank Archive is a public specialised archive. Its primary mission is
to care for the archive documents produced by the CNB and its legal predecessors.
These documents form part of the National Archive Heritage and are professionally
processed by CNB archivists so that they are available to the general public. One
of the long-term aims of the Archive is to broaden awareness of continuity and
discontinuity in the history of the Czech financial market.

At the end of 2010, the CNB Archive had 59 archive collections with a total length
of 6,714 metres. The archive documents date from 1819-1999. To study them,
researchers can use archive tools in both book and electronic form. New electronic
search tools are made accessible to researchers via the VadeMeCum application.
At present, researchers can search for documents in two extensive databases
containing 252,525 detailed records.

In 2010, the Archive's research room was visited by 44 researchers, who spent
244 research days there. The visitors were mostly university students specialising
in economics or history, as well as university teachers and researchers. The most
studied topics were the history of the banking system in the Czech lands, the lives
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of prominent personalities in Czechoslovak banking and the history of important
Czechoslovak companies, particularly from the period of the First Republic. Other
topics studied included the history of Czechoslovak foreign trade and the evolution
of global economic regions from the Czechoslovak perspective. The research room’s
work includes consulting activity provided to all researchers.

Background research is an integral part of the Archive’s work. The most frequent
topics in 2010 were the historical exchange rates of the Czechoslovak currency and
the history of Czech and Central European banking. Property issues are another
important area of work.

As in previous years, the Archive organised educational visits, mainly for university
students, who were able to view the archive documents of Czech banks. The visits
are always tailored to the field of study of the participants.

An exhibition entitled Life of TGM at the Prague Castle organised by the Office
of the President took place in 2010. A video document from the large collection
administered by the CNB Archive was put on show there.

The CNB Archive is also involved in specialised and scientific activities. Its employees
participate actively in professional meetings of domestic and foreign scientific
societies specialising in the history of banking, economic thinking and archiving
methodology. The CNB Archive is a member of the European Association for
Banking and Financial History (EABH) and since 2009 has also been represented in
its statutory bodies (Academic Advisory Council). It is also involved in the activities of
the EABH'’s Corporate Culture Memory Task Force, which aims to protect the archive
heritage of financial institutions.

Anyone interested in studying in the CNB Archive or in obtaining historical economic
information should visit the Archive of the CNB section of the CNB website or e-mail
archiv@cnb.cz.

CONGRESS CENTRE

The CNB Congress Centre is a venue for meetings between the CNB’s top
management and representatives of central banks of other states, deputies and
senators of the Parliament of the Czech Republic, financial market representatives,
staff associations and trade unions, financial analysts and journalists. The CNB's
specialised units hold conferences, lectures, research open days, presentations,
quarterly insurance intermediaries’ examinations and press conferences there.
The most significant events held last year were undoubtedly the Inflation Targeting
and Market Consistent Embedded Value seminars. The Congress Centre also hosted
working meetings of the committees and working groups of the European Central
Bank and the European System of Central Banks, for example the ECB WGs Meeting
and the Basel Consultative Group.

The Congress Centre was used not only by the CNB, but was also offered
to universities, non-profit institutions and other organisations. For example,
the 18th European Banking and Financial Forum organised by the Pan-European
Society for Culture, Education and Scientific and Technical Cooperation, the AFIZ
conference Threats and Opportunities of the New European Financial Market
Legislation and conferences of various universities were held there. Other events
included corporate presentations and gala evenings, including a concert to mark
World Water Day, the CIO Network annual conference, the Best of Realty award
ceremony and the Commerzbank Christmas Party.

The Congress Centre is used not only for conferences and seminars, but also for
cultural events. In 2010, the Large Congress Hall hosted eight classical music
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concerts. The start of the year was devoted as usual to Frederyk Chopin. This event
was followed by the opening concert of the 10th season of the Berg Orchestra under
Peter Vrabel, a concert by the Hradec Krélové Philharmonic Orchestra, two Prague
Spring International Music Festival concerts and two concerts by the Pavel Haas
Chamber Orchestra. The music year concluded with a Young Czech Talents concert
in which promising young performers played pieces by the great composers.

N

The CNB also continued its tradition of hosting exhibitions of photographs in
the foyer of the Congress Centre. The first exhibition, entitled Golden Collection
— Part VI — Portrait, comprised photographs lent by the National Museum of
Photography in JindfichGv Hradec. This was followed by Between Reality and Super-
reality, an exhibition showcasing a selection of work by students of the Department
of Applied and Advertising Photography, Faculty of Art and Design, Jan Evangelista
Purkyné University in Usti nad Labem. The last exhibition was entitled Prague through
the Lens of the Secret Police, prepared in partnership with the Institute for the Study
of Totalitarian Regimes.

Further information is available on the CNB website (About the CNB — Headquarters
— Congress Centre).
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The CNB motivates its employees to develop their knowledge and skills. Its objective
is to increase the efficiency and productivity of their work. In managing human
resources, it also seeks to align the interests of its employees with its long-term
objectives and tasks.

Number of positions and employees

As of 31 December 2010 the CNB had 1,477 employees, down by 5 from the end
of 2009. The total labour turnover rate, including employees whose positions were
eliminated due to organisational changes, was 6.8%. As of 31 December 2010,
the average length of employment at the CNB was up slightly on previous years
to 13.4 years (compared to 12.9 years as of 31 December 2009). The number of
positions increased by 7 year on year. This rise was due chiefly to the strengthening of
CNB supervision of entities and persons providing financial intermediary services.

Number of positions and actual number of employees
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1,300
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Recruitment and selection of employees

It is crucial for quality performance of the CNB’s tasks going forward that the CNB
seeks and recruits high-quality staff who will responsibly perform tasks in their field of
work and will be extraordinarily motivated to perform at the highest level. The 27 most
important positions were filled on the basis of external selection procedures in which
1,953 persons submitted applications. Vacancies are advertised internally on the CNB
intranet and externally on the CNB website, on internet job sites and in the daily
press. The CNB also finds new staff by directly approaching selected students in their
final years at university. In order to select applicants of the highest quality and to use
funds effectively, the CNB also maintains a database of applicants, who are contacted
if a vacancy arises and invited to participate in the selection process.

Structure of employees in terms of education, age and ratio of men to women

The CNB is an equal opportunity employer, as its employee structure shows.
The nature of the CNB's objectives and tasks reflects the percentages of employees
in individual education categories. In 2010, university graduates made up 51% of
the total CNB workforce, while employees with higher vocational training or
secondary school education ending with a school leaving exam (including vocational
training ending with a school leaving exam) accounted for 37.8% and employees
with vocational training without a school leaving exam or with basic education
recorded a 11.2% share.
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Age structure of employees Numbers of men and women employed at the CNB
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The changes in the CNB’s age structure were minimal compared to 2009. All age
groups are evenly represented. This ensures that working teams have optimal
composition and the bank does not face risks arising from generational turnover.
The average age of the CNB's workforce as of 31 December 2010 was 44.9 years
(compared to 44.8 years in 2009).
The representation of men and women is balanced, too. At the end of 2010,
the ratio of men to women was approximately 49:51.
Incentive system
The salary system and the two-phase staff appraisal system linked to performance-
related bonuses are the main pillars for influencing employee performance. Regular
feedback provided by managers within working teams is another integral part of
the incentive system. Managers — as salary administrators of their divisions and
departments — are motivated within the system to assess the workload, composition
and number of members of the team.
Shares of wage components in total wages in 2010 Average monthly wage of CNB employees
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Personnel expenses totalled CZK 1,261 million in 2010, up by 3.9% on a year
earlier. A total of CZK 871.5 million was paid in salaries, i.e. 0.1% more than in
2009. Statutory insurance payments amounted to CZK 297 million. Other social
costs, including employee benefits, totalled CZK 59.4 million. The largest part of
these expenses (CZK 19.8 million) comprised life insurance and pension scheme
contributions provided to employees.

The salaries of Bank Board members were as follows:

Gross salary in CZK" Net salary in CZK?)
Zdenék Tama 2,743,021%) 2,095,111
Miroslav Singer 4,051,4064) 3,216,908
Mojmir Hampl 3,567,307 2,805,424
Vladimir Tomsik 3,336,5525) 2,561,234
Robert Holman 3,069,624 2,375,625
Pavel Rezabek 3,090,915 2,377,283
Eva Zamrazilova 3,038,030 2,367,143
Kamil Janacek 1,605,9575) 1,131,344

1) The gross salary comprises the basic wage, wage refunds, performance-related bonuses and bonuses for working on non-working
days.

2) The net salary is the gross salary net of “capped” state health insurance contributions, social security contributions, state
employment policy contributions and income tax and tax discounts for the taxpayer and dependent children.

3) zdenék Tama resigned from the post of CNB Governor as of 30 June 2010 and left the CNB on 31 July 2010.

4) Miroslav Singer was appointed CNB Governor as from 1 July 2010.

5) Vladimir Tomsik was appointed CNB Vice-Governor as from 1 July 2010.

6) Kamil Janacek was appointed CNB Bank Board member as from 1 July 2010.

As part of the CNB’s cost-cutting measures and at the decision of the CNB Bank
Board, the basic wages and performance-related bonuses of all the Bank Board
members were reduced by 4% in 2010.

Professional development

Systematic professional development is an integral part of effective human resource
management. The training system encompasses internal training organised by
the CNB, training provided by domestic external organisations (including university
studies) and training provided in other countries. Spending on CNB employee
training totalled CZK 33 million in 2010.

Specialised courses focusing on enhancing skills in individual CNB business areas
accounted for a large part of the internal training event structure. In addition to
courses acquainting them with the central bank’s main functions, new employees
had access to an e-learning introductory course and various forms of internships
in individual departments of the bank. Managerial training — focused mainly on
communication techniques, change management and team building and leadership
— was another key part of in-house training. A major training project entitled
Development of corporate culture and soft skills of CNB staff, which was launched
in 2009, continued into 2010. The project is being financed by the European Social
Fund within Operational Programme Prague Adaptability. A total of 20 seminars were
held and an individual coaching programme was launched as part of this project
in 2010. Short-term external training events organised in the form of seminars and
workshops were used to acquire information on new employment legislation and
practices. Training of IT specialists also took the form of external training.

As for training abroad, cooperation between the CNB and partner central banks,
the International Monetary Fund, the Joint Vienna Institute and the Financial
Stability Institute played a major role. The most frequently used training events were
seminars and workshops in the fields of financial stability, economic modelling and
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the financial markets. There was a further increase in the number of financial market
regulatory and supervisory staff attending seminars organised by the CEBS, CESR
and CEIOPS. Extension of knowledge and experience in the form of consultations
and short-term exchange study visits between central bank staff and financial
market regulatory and supervisory institutions in the EU was an important element
of specialised training.

The CNB’s active involvement in education within the European System of Central
Banks continued not only in the form of participation in training events, but also
in the form of seminars organised at the CNB for employees of other EU central
banks.

Language training took the form of long-term or intensive tuition focusing mainly
on enhancing knowledge of specialised terminology and communication skills.
Regular complementary e-learning also continued in 2010. The language skills
requirements for managerial positions and specialised professions are met by all
CNB employees for which such requirements are prescribed (in many cases at
a higher level than required). A total of 51% employees proved their language
skills by passing standardised language examinations.
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(Translation of a report originally issued in Czech.)

INDEPEMDENT AUDITOR'S REPORT

To the Bank Board of Ceska narodni banka:

I, We have audited the financial statements of Ceskd narodni banka as at 31 December 2010 presented
on the enclosed CD-ROM and our audit report dated 25 February 2011 stated the following:

"We have audited the accompanying financial statements of Ceskd narodni banka, which comprise
the balance sheet as at 31 December 2010, and the income statement for the year then ended,
and a summary of significant accounting paolicies and other explanatory notes. For details of Ceska
narodni banka see Note 1 to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the Czech Republic, and for such
internal control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with the Act on Auditors and International Standards
on Auditing as amended by implementation guidance of the Chamber of Auditors of the Czech
Republic. Those standards require that we comply with ethical requirements and plan and perform the
audit to obtain reasonable assurance whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor's judgment, including
an assessment of the risks of material misstatement of the financial statements, whether due to fraud
or errar. In making those risk assessments, the auditor considers internal control relevant
to the entity's preparation and fair presentation of the financial statements 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 entity's internal control. An  audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of accounting estimates made
by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position
of Ceskd narodni banka as at 31 December 2010, and its financial performance for the year then
ended in accordance with accounting principles generally accepted in the Czech Republic.”

A member Tinm of Ernst & Young Global Limited

Ernst & Yourg Audil, 4.1.0. with B3 registered office af Harlove ndmdstl 10, 120 00 Prague 2,
hirs been incorporabed in the Commercal Register administersd by the Municinal Court

in Prague, Section £, entry no, BAS04, under Identilication Mo, 26704153
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We have also audited the consistency of the annual report with the financial statements described
above. The management of Ceska narodni banka is responsible for the accuracy of the annual report.
Our responsibility is to express, based on our audit, an opinion on the consistency of the annual report
with the financial statements.

We conducted our audit in accordance with International Standards on Auditing and the related
implementation guidance issued by the Chamber of Auditors of the Czech Republic. Those standards
require that we plan and perform the audit to obtain reasonable assurance as to whether
the information presented in the annual report that describes the facts reflected in the financial
statements is consistent, in all material respects, with the financial statements. We have checked that
the accounting information presented in the annual report in section 5 “Financial report” is consistent
with that contained in the audited financial statements as at 31 December 2010 . Qur work as auditors
was confined to checking the annual report with the aforementioned scope and did not include
areview of any information other than that drawn from the audited accounting records
of the Company. We believe that our audit provides a reasonable basis for our opinion.

Based on our audit, the accounting information presented in the annual report is consistent, in all
material respects, with the financial statements described above.

T «

Ernst & Young Audit, s.r.o.
License No. 401
Represented by Partner

agdalena Soucek
Auditor, License No. 1291

25 February 2011
Prague, Czech Republic

A member firm of Ernst & Young Global Limiled

Ennst & Young Audil, s.r.o. with its registered office at Kariovo ndmistl 10, 120 00 Prague 2,
hirs been incorparated in (he Commercial Register administensd by the Municipal Court

i Prague, Section C, entry no. 88504, under identilication Mo, 26704153
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FINANCIAL STATEMENTS
ASSETS
in CZK millions 31 Dec. 2010 31 Dec. 2009
1. Gold 770 782
2. Receivables from the International Monetary Fund 48,499 47,665
3. Receivables from abroad, including securities 761,500 733,233
3.1. Deposits at foreign banks and financial institutions 11,749 15,784
3.2. Loans provided to foreign banks 44,222 39,306
3.3. Securities 705,450 678,035
3.4. Other receivables from abroad 79 108
4. Receivables from domestic banks 1,500 0
5. Fixed assets 4,692 4,933
5.1. Tangible fixed assets 4,657 4,892
5.2. Intangible assets 35 al
6. Other assets 6,689 7,336
6.1. Other financial assets 3,478 3,043
6.2. Other 3,211 4,293
TOTAL ASSETS 823,650 793,949
LIABILITIES AND EQUITY
in CZK millions 31 Dec. 2010 31 Dec. 2009
1. Notes and coins in circulation 391,694 387,276
2. Liabilities to the International Monetary Fund 41,358 42,658
3. Liabilities abroad 6,180 2,413
3.1. Loans from foreign banks 5,153 0
3.2. Other liabilities abroad 1,027 2,413
4. Liabilities to domestic banks 394,275 380,964
4.1. Loans received 339,838 331,810
4.2, Bank monetary reserves 40,256 43,260
4.3. Other liabilities to banks 14,181 5,894
5. Liabilities to the state and other public institutions 123,690 107,836
5.1. Liabilities to the state 119,318 103,595
5.2. Other liabilities 4,372 4,241
6. Provisions 215 211
7. Share capital 1,400 1,400
8. Funds 8,050 8,050
9. Revaluation reserve 8,667 6,633
10. Accumulated losses from previous periods -152,102 -170,555
1. Net loss / profit for the period -9,734 18,454
12. Other liabilities 9,957 8,609
TOTAL LIABILITIES AND EQUITY 823,650 793,949
OFF BALANCE SHEET
in CZK millions 31 Dec. 2010 31 Dec. 2009
1. Guarantees issued 158,135 161,359
2. Issued loan commitments 24,690 0
3. Receivables from spot, term and option transactions 173,097 150,594
4. Liabilities from spot, term and option transactions 174,542 151,028
5. Guarantees received 156,952 156,952
6. Collateral received 68,065 82,697
7. Values taken into custody and values in own custody 292 684
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INCOME STATEMENT

in CZK millions 31 Dec. 2010 31 Dec. 2009
1. Interest income and similar income 10,552 18,303
1.1. Interest from fixed income securities 10,288 18,057
1.2. Other 264 246
2 Interest expense and similar expense -4,024 -6,630
3 Income from shares and other interests 1,232 601
4. Fee and commission income 309 320
5. Fee and commission expense -74 -73
6. Gains less losses from financial operations -15,503 8,037
6.1. Net foreign exchange gains / losses and foreign exchange spread -16,386 -17,001
6.2. Other 883 25,038
7. Other operating income 262 694
7.1. Income from money issue 124 256
7.2. Other 138 438
8. Other operating expense -452 -893
8.1. Expenses for production of notes and coins -414 -538
8.2. Other -38 -355
9. Administration expense -1,640 -1,628
9.1. Personnel expenses -1,262 -1,215
9.1.1. Wages and salaries -872 -871
9.1.2. Social and health security -297 -285
9.1.3. Training and employee benefits -93 -59
9.2 Other administration expenses -378 -413
10. Depreciation and amortisation of fixed assets -398 -405

Reversal of provisions for receivables and guarantees, income from
1. . . 4,953 153
receivables already written off

Write offs, additions and utilisation of provisions for receivables
12 -4,951 -25
and guarantees

13. Net loss / profit for the period -9,734 18,454

The full version of the financial statements of the Czech National Bank as of 31 December 2010, including the notes thereto, is
available on the CNB website www.cnb.cz (About the CNB — Performance — Financial statements) and on the attached CD-ROM.

The structure of income and expenses used in the following text differs in some cases
from the structure of the standard financial statements, but the overall sum of CNB
income and expenses is the same. The difference in structure is due to the fact that
from the perspective of the CNB's financial performance the individual income and
expenses items are monitored and assessed according to the purpose of expenses
(the income statement provides an overview of income and expenses primarily with
regard to type). The database so defined creates relevant information which is then
used in management of the main activities ensuing from Act No. 6/1993 Coll.,
on the Czech National Bank. In the following review of income and expenses,
the individual areas of the central bank’s financial performance in 2010 are broken
down according to the purpose of expenses, including the year-on-year change in
net income for the individual items.

in CZK millions

expenses income net y-0-y change

Monetary area 60,631 53,119 -7,512 -28,190
* monetary policy-making 3,490 22 -3468 2,619

« international reserves management12 21,692 34,158 12,466 -31,335

« valuation changes 30,033 12,977 -17,056 500

o client operations 469 1,005 536 154

« other operations 4,947 4,957 10 -128
Currency issuance and management 414 139 -275 -9
Operations 2,074 127 -1,947 11
Total 63,119 53,385 -9,734 -28,188

12 The valuation differences arising from the revaluation of bonds in CNB portfolio to fair value
rose by CZK 1.6 billion in the course of 2010. In line with accounting standards, unrealised
profits or losses from revaluation of realisable bonds to fair value are not included in CNB
income or expenses, but are reported as part of equity capital. They enter the profit and loss
account only when the specific bond is settled.
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The CNB's performance 2001-2010
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The CNB recorded a loss of CZK 9.7 billion in 2010. Valuation changes, which
have fundamentally affected book profit for years, were the key factor. The total
accumulated loss increased to CZK 162 billion after the 2010 performance was
included.

The CNB continued to ease its monetary policy in 2010 H1. In May it lowered the key
two-week repo rate, which it uses in transactions with banks, to 0.75% p.a. This
change led to a decrease in the bank’s expenses.

The CNB's performance in 2010
-1
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The primary objective of the CNB is to maintain price stability. Monetary policy making
is fully subordinated to this, regardless of the amount of expenses and income.

In the pursuit of its objective, the CNB uses monetary policy instruments, mainly
open market operations conducted in the form of repo operations. In such
operations the CNB accepts surplus liquidity from banks. At maturity the CNB repays
the principal of the loan plus agreed interest to the creditor bank. The basic maturity
of such operations is 14 days. The two-week (2W) repo rate is therefore considered
to be the key monetary policy rate. Free liquidity withdrawn through repo operations
showed a modest annual increase of 4% in 2010. An average of CZK 362 billion was
sterilised, with total costs of CZK 3,063 million. The decline in sterilisation costs in
the last two years was due primarily to the lowering of interest rates. A more marked
correction had occurred in 2009.

The minimum reserve requirement is another monetary policy instrument. In 2010,
the CNB paid commercial banks interest totalling CZK 426 million on reserve
holdings. The year-on-year decline was associated with the fall in the two-week
repo rate, at which the minimum reserves are remunerated.

The CNB’s monetary policy instruments also include automatic and extraordinary
facilities. These facilities were used by commercial banks to only a limited extent in
2010 and so their effect on the CNB's performance was minimal.

In conducting monetary policy the CNB recorded a total loss of CZK 3,468 million,
down by 43% year on year owing to the decline in interest rates.

At the end of 2010, the international reserves totalled EUR 31,980 million. This
was a year-on-year rise of EUR 4,403 million, fostered by external flows into
the portfolios stemming mainly from foreign exchange transactions with CNB
clients, portfolio income, reserve currency exchange rate movements and by sales
of part of the returns on the international reserves. The CNB decided in the past
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not to increase the volume of international reserves any further and thereby reduce
the risk associated with the open foreign exchange position (international reserves
denominated in foreign currencies account for more than 90% of all CNB assets,
whereas the liabilities are mostly denominated in Czech koruna).

In absolute terms, international reserves management (adjusted for valuation
changes) yielded the CNB net income of CZK 12,466 million. This was a significant
decline compared to the previous year. It should be noted, however, that 2009
was exceptional as regards the impact on the CNB’s financial results, as, owing to
movements in prices on foreign markets, the market value of realisable bonds in
the bank’s portfolio increased. Their subsequent sale meant that the CNB recorded
high capital gains, which could not be realised to such an extent in 2010. Thus,
the most important contribution in 2010 came from interest income on bonds in
the EUR and USD portfolios. Significant income was also generated by the CNB’s
shares portfolio.

In accordance with the accounting legislation, the CNB revalues bonds in its
portfolio to their market value. Owing to price movements on foreign markets,
the valuation differences on these bonds increased by CZK 1,598 million year
on year. Adjusted for the aforementioned increase in unrealised capital gains,
the aggregate profit in the area of international reserves management would have
been CZK 14,064 million.

Owing to the high proportion of foreign exchange assets, the CNB’s performance
is significantly affected by the nominal exchange rate of the koruna against
the currencies in which the international reserves are allocated. The volatility of
the koruna’s exchange rate against the main reserve currencies (the euro and
the dollar) was high in 2010, as it reflected foreign investors’ decisions, which
change depending on the risks in the USA and Europe. A number of significant
fluctuations were recorded in particular against the dollar. As regards the koruna-
euro exchange rate, the koruna followed a gradual appreciation trend, moderated
by short periods of correction. Foreign exchange losses totalled CZK 17,056 million
as of the end of the year.

Given their nature, client operations have a positive effect on the bank’s performance.
In 2010, the CNB recorded a profit of CZK 536 million. Most of the income came
from international payment services, interbank settlement and services related to
the registration and settlement of short-term bond transactions, and maintenance of
Treasury accounts and extra-budgetary accounts. The cost side of client operations
consisted mainly of interest on current and time accounts of clients.

Expenditure on the purchase of Czech money 2006-2010
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Operating expenses 2006-2010
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The State Printing Office in Prague is the sole supplier of Czech banknotes. Base and
precious metal coins are minted at the Czech Mint. In 2010, the total volume of
banknotes and coins purchased decreased year on year, as the CNB had replenished
the stock of Czech money to the required level in 2009. The CNB purchased
105 million banknotes of various denominations from the State Printing Office, for
which it paid CZK 211 million. It also paid CZK 201 million for 90 million base metal
coins and silver and gold commemorative coins, with base metal coins accounting
for most of this sum (CZK 153 million). Income in the area of currency circulation
and management was CZK 139 million. Sales of numismatic material accounted for
the bulk of the income; a smaller proportion came from fees received from banks
for cash operations and banknote and coin processing.

Structure of operating expenses in 2010
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The CNB strives constantly to spend efficiently in all its internal processes. This is
a particular priority in the areas of operations and asset acquisition. The results
of these efforts can be seen in the CNB’s operating expenses over 2006-2010.
The CNB has long succeeded in maintaining operating expenses at a stable nominal
level, despite its widening activities in the areas of financial market supervision and
consumer protection.

The CNB recorded a total loss of CZK 1,947 million in the area of operations
in 2010, a decrease of CZK 11 million year on year. As in previous years, rising
total personnel costs were offset by more efficient management of other areas of
the bank’s operations. It should be noted, however, that the increase in personnel
costs in 2010 compared to 2009 was due to a methodological change to the items
included in personnel costs, not to a rise in wage costs per employee.

Administrative expenses (e.g. purchased services, telecommunication fees, travelling
expenses, canteen food services, membership fees, purchases of publications,
representations) amounted to CZK 251 million. These expenses decreased by
CZK 22 million compared to 2009, mainly because expenses in 2009 had included
the acquisition price of technical equipment provided to the Czech police. In
addition, the 2009 expenses had included the costs of arbitration proceedings
before the International Court of Arbitration in Paris. By contrast, membership
fees increased in 2010 in connection with the transformation of financial
market supervisory committees into European agencies. The CNB's income from
administrative activities totalled CZK 92 million, with fees levied during financial
market supervision accounting for the largest part.
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The CNB spent a total of CZK 562 million on the operation of premises and
equipment. Expenditure on repair and maintenance of security equipment and
information technology was reduced, and write-offs of tangible and intangible
assets also decreased. Rising energy purchase prices acted in the opposite direction.
The remaining expenses stayed roughly at the previous year’s level. Income from
the operation of premises and equipment was CZK 34 million and consisted mainly
of rental income (mostly from non-residential premises).

Asset acquisition costs 2006-2010
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Asset acquisition expenditure totalled CZK 178 million in 2010, of which
CZK 140 million was spent on tangible assets, CZK 18 million on intangible assets
and CZK 20 million on materials. This represented a rise of CZK 65 million (58%)
compared to 2009.

The biggest expenditure item in the area of tangible asset acquisition was cash
processing equipment (CZK 95 million). Most of the amount spent was used to
expand or modify four existing banknote processing machines (at branches in Plzer,
Hradec Kralové, Brno and Ostrava) to enable multi-denomination processing of
banknotes irrespective of side orientation. In addition, coin checking and counting
equipment was acquired and table cash handling equipment was partly modernised.
CZK 17 million was spent on computer hardware, particularly on upgrading PCs,
work-stations and laptops and on reconditioning or acquiring new servers, disc arrays,
printers and multifunctional reprographic equipment. A total of CZK 11 million was
used to upgrade the CNB’s alarm, security and emergency systems and the system
for recording digital images from the camera circuits at the CNB’s headquarters
and to modify and supplement camera circuits in the money operations premises
at the branches in Brno, Plzer and Hradec Kralové in connection with a change in
working practices in multi-denomination processing of banknotes irrespective of
side orientation. Expenditure on buildings and premises totalled CZK 7 million. Major
investments included the upgrading of audio and video systems in the Congress
Centre and the elimination of security risks of lifts at the Brno and Ostrava branches.
In addition, modifications were made to air-conditioning and cooling systems and
electricity distribution systems at some branches and other minor projects were
implemented as well. Expenditure on modernising a special cash transport vehicle
and two cars amounted to CZK 6 million.

A total of CZK 18 million was spent on software. The biggest amount was spent as
a result of a change in the database environment licensing policy for the acquisition of
software licences for the Oracle Standard Edition database (the purchase of licences

Asset acquisition structure in 2010
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will allow the CNB to reduce the total costs of Oracle SW operational support in
future years). MS Windows software licences were purchased for new servers. Other
purchases included licences allowing the use of reporting and online analysis of
data from the CNB's information systems and licences for creating a virtual server
environment and for monitoring capital market risks. The functionality of the record
office information system was expanded, the editorial system of the CNB’s external
website was upgraded and the functionality of web forms was extended.

Almost half of the amount (CZK 20 million) spent on material acquisition was
used to purchase banknote and coin packing materials. Further expenditure went
on the purchase of office supplies, operating materials and computer parts and
consumables.
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6. PROVISION OF INFORMATION UNDER ACT NO. 106/1999 COLL.

The Czech National Bank provides information pursuant to Act No. 106/1999 Coll.,
on Freedom of Information, as amended (hereinafter the “Act”) by way of
disclosure on the internet, primarily at www.cnb.cz, or to applicants on the basis of
applications.

The Czech National Bank's procedure for complying with the duties ensuing from
the Act, and in particular its procedure for accepting and dealing with applications for
information in compliance therewith, is regulated by Czech National Bank Directive
No. 55 of 13 December 2002, on the communication of the Czech National Bank,
as amended.

A) Information provided in 2010 on the basis of applications:

1. Number of applications for information submitted in compliance with the Act:
12

2. Number of decisions refusing an application:
2

3. Number of appeals submitted against decisions:
0

4. Transcript of the relevant parts of each court judgement concerning the examination
of the legality of an obliged entity’s decision refusing an application for information
and an overview of all expenses incurred by the obliged entity in connection with
court proceedings on rights and obligations under this Act, including its own staff
expenses and legal representation costs:
0

5. Number of exclusive licences granted, including justification of the necessity to
grant exclusive licences:
0

6. Number of complaints submitted under Article 16a, reasons for their submission
and a brief description of the manner in which they were dealt with:
0

7. Other information relating to application of the Act:
Most e-mail, telephone and written applications for information received in 2010
concerned information whose provision went beyond the scope of the existing
legislation. In 2010, the CNB answered 3,861 e-mail, 3,757 telephone and
456 written enquiries from the public.

B) Information provided by way of public disclosure:

The CNB publishes information in a manner allowing remote access pursuant to
Article 3 of the Act and provides information pursuant to Article 5(1) and (2) of the
Act. The information is available on the CNB website www.cnb.cz and on notice
boards at CNB headquarters and branches, in locations accessible to the public.
Other information on the activities and responsibilities of the CNB is also published
on the state administration web portal.
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