DECREE

No. 23/2014 Coll.

on the performance of the activities of banks, credit unions and investment firms

Pursuant to Article 8b(5), Article 11a(9), Article 12a(10), Article 15, Article 22(2),
Article 24(1) and Article 26d(3) of Act No. 21/1992 Coll., on banks, as amended by Act No.
120/2007 Coll., by Act No. 41/2011 Coll., by Act No. 37/2012 Coll., by Act No. 254/2012 Coll.
and by Act No. 227/2013 Coll.; pursuant to Article 1a(3), Article 7a(5), Article 7b(9), Article 8(11),
Acrticle 8b(1), Article 11(3) and Article 27(1) of Act No. 87/1995 Coll., on credit unions and certain
related measures and supplementing Act No. 586/1992 Coll. of the Czech National Council, on
income taxes, as amended, as amended by Act No. 120/2007 Coll., by Act No. 41/2011 Coll., by
Act No. 37/2012 Coll. and by Act No. 254/2012 Coll.; and pursuant to Article 199(2) to implement
Article 12f, Article 16(5), Article 16a(10), Article 16b(2), Article 32(8) and Article 154(3) of Act
No. 256/2004 Coll., on capital market undertakings, as amended by Act No. 230/2008 Coll., the
Czech National Bank stipulates:

PART ONE
INTRODUCTORY PROVISIONS

Article 1
Subject matter

This Decree stipulates
a) the requirements for the governance;

b) the contents of the report on the governance’s verification, the manner, structure and periodicity
of its preparation, and the time limit for its submission;

c) the rules for the coverage and mitigation of risks;

d) the disclosure of information; and

e) certain information and documents to be submitted to the Czech National Bank.
Personal scope of application

Article 2

Within the limits of Articles 3 to 6 hereof, this Decree shall apply to a bank, credit union,
investment firm, investment intermediary and to a branch of a bank established in a third country.

Article 3

Part Three and Titles | and V of Part Four hereof shall not apply to a bank and credit union.

Article 4



(2) Title 11 of Part Two, Part Three, Part Four hereof and Annexes Nos. 3 to 6 to this Decree
shall not apply to an investment firm pursuant to Article 8a(1), (2) and (3) of the Capital Market
Undertakings Act.

(2) Articles 8 to 51 hereof, except for Annexes Nos. 3 to 6 to this Decree, and Article 86
hereof shall apply to an investment firm pursuant to Article 8a(4) and (7) of the Capital Market
Undertakings Act.

Article 5

(1) Article 9, Article 10(1), Article 11(2) and (3), Article 12, Article 13, Article 16, Article
17, Article 18(1), Article 20, Article 21, Article 22(1), Article 23(1) and (5), Article 24, Article 26,
Article 46, Article 48 and Article 51 hereof, except for Annexes Nos. 1 and 2 to this Decree, shall
apply to an investment intermediary.

(2) To an investment intermediary that is a natural person and provides investment services
in person only, this Decree shall apply to the extent that such an intermediary shall

a) set out, in written form, the policies and work procedures pursuant to Article 10(1),
Article 11(2) and (3), Article 12, Article 21 and Article 23(5) hereof;

b) record, in written form, the policies and work procedures for the purpose of ensuring a
continuous control of compliance with the duties and for the purpose of ensuring the
performance of activities in accordance with Article 13, Article 16, Article 17, Article 18(1),
Article 20, Article 23(1), Article 24, Article 26, Article 46, Article 48 and Article 51 hereof; and

c) continuously control the performance of activities and the compliance with the duties, policies
and work procedures pursuant to subparagraphs a) and b) above.

Article 6
Part Two hereof shall not apply to a branch of a bank established in a third country.
Article 7
Definition of terms

(1) For the purposes of this Decree, the following definitions shall apply:
a) ‘net cash flow’ means the difference between the inflows and outflows of funds;

b) ‘external credit assessment institution’ means an external credit assessment institution pursuant
to Article 4(1)(98) of Regulation (EU) No. 575/2013 of the European Parliament and of the
Council of 26 June 2013 on prudential requirements for credit institutions and investment firms
and amending Regulation (EU) No. 648/2012 (hereinafter the “Regulation”);

c) ‘function’ means a totality of personnel, technical, organizational and other prerequisites
defined for the purpose of ensuring the performance of a specific activity or of a set of activities
of a liable entity;

d) ‘information and communications system’ means a functional unit ensuring the obtaining,
processing, transmission, sharing and storing of information in any form, including a system of
internal and external communication of a liable entity;

e) ‘institution’ means an institution pursuant to Article 4(1)(3) of the Regulation;

2



9)
h)

)

K)

‘internal approach’ means
the Internal Ratings Based Approach pursuant to Article 143(1) of the Regulation;
the Internal Models Approach pursuant to Article 221 of the Regulation;
the Own Estimates Approach pursuant to Article 225 of the Regulation;

1
2
3
4. the Advanced Measurement Approaches pursuant to Article 312(2) of the Regulation;
5. the Internal Model Method pursuant to Articles 283 and 363 of the Regulation; or

6. the Internal Assessment Approach pursuant to Article 259(3) of the Regulation;

‘capital’ means a capital pursuant to Article 4(1)(118) of the Regulation;

‘capital instrument’ means a capital instrument pursuant to Article 4(1)(119) of the Regulation;

‘client” means a depositor, obligor, member of a credit union, customer of an investment firm
and customer of an investment intermediary, and other persons in a similar position with respect
to a liable entity, including persons who might be in any of the aforesaid positions in the future;

‘key function’ means a function designated as such by a liable entity based on an evaluation of
the relevant function’s importance as being key to the activities of the liable entity;

‘collateral’ means a thing that serves to secure an exposure;

‘consolidated basis’ means a consolidated basis pursuant to Article 4(1)(48) of the Regulation;
and

‘control body’ means a supervisory board, control commission, managing board in exercising
the control competence or another body with similar control competence, depending on the legal
form of the entity concerned.

(2) For the purposes of this Decree, the following definitions shall also apply:
‘qualifying holding” means a qualifying holding pursuant to Article 4(1)(36) of the Regulation;

‘liquidity position’ means the expected net cash flow within the scope of determined time
bands;

‘indirect holding’ means an indirect holding pursuant to Article 4(1)(114) of the Regulation;

‘non-executive member’ means a member of a body who discharges no executive management
function in a liable entity;

‘trading book” means a trading book pursuant to Article 4(1)(86) of the Regulation;

‘remuneration’ means the salary, pecuniary and non-pecuniary benefits and other receipts of an
employee;
‘operational risk’ means an operational risk pursuant to Article 4(1)(52) of the Regulation;

‘body’ means a body of a liable entity other than the general meeting or members’ meeting,
depending on the legal form of the entity concerned,

‘financial sector entity’ means a financial sector entity pursuant to Article 4(1)(27) of the
Regulation;

‘member of the senior management’ means a person who discharges an executive management
function in a liable entity, within the scope of which s/he ensures the daily management of the
performance of the activities of the liable entity and, in discharging such a function, is
subordinate to a body of the liable entity or to a member thereof, even if such a function is
discharged by a member of a body of the liable entity;

‘controlling person’ means a parent undertaking pursuant to Article 4(1)(15) of the Regulation;

3



9)

h)

)
K)

9)

h)

‘control” means a control pursuant to Article 4(1)(37) of the Regulation; and

‘controlled person’ means a subsidiary undertaking pursuant to Article 4(1)(16) of the
Regulation.

(3) For the purposes of this Decree, the following definitions shall also apply:
‘leverage’ means a leverage pursuant to Article 4(1)(93) of the Regulation;

‘branch of a bank established in a third country’ means a branch of a foreign bank having its
registered office in a third country, to which the Czech National Bank has granted a licence
pursuant to the Act on Banks;

‘liable entity’ means a bank, credit union, investment firm, investment intermediary;

‘employee’ means a person who has a basic employment relationship or similar relationship
with a liable entity, or another person who is a member of a body or committee of a liable
entity;

‘originator’ means an originator pursuant to Article 4(1)(13) of the Regulation;
‘restructuring’ means a distressed restructuring pursuant to Article 178(3)(d) of the Regulation;

‘model risk’ means a potential loss that a liable entity might incur as a result of a decision made,
in particular, on the basis of the results of internally used models, in consideration of errors
contained in the development, implementation or use of such models;

‘risk of excessive leverage’ means a risk of excessive leverage pursuant to Article 4(1)(94) of
the Regulation;

‘management body’ means a board of directors, company officer, managing board in exercising
the management competence or another body with similar management competence, depending
on the legal form of the entity concerned;

‘securitization” means a securitization pursuant to Article 4(1)(61) of the Regulation; and

‘securitization exposure’ means a securitization position pursuant to Article 4(1)(62) of the
Regulation.

(4) For the purposes of this Decree, the following definitions shall also apply:
‘obligor default” means a default pursuant to Article 178 of the Regulation;
‘sponsor’ means a sponsor pursuant to Article 4(1)(14) of the Regulation;
‘synthetic holding’ means a synthetic holding pursuant to Article 4(1)(126) of the Regulation;

‘systemic risk’ means a risk of disturbance of the financial system’s continuity, with potential
negative effects on the financial system and on the real economy;

‘unit’ means a person or group of persons charged with the performance of a specific activity of
a liable entity, including the bodies and committees of the liable entity;

‘close links’ mean close links pursuant to Article 4(1)(38) of the Regulation;

‘recognized exchange’ means a recognized exchange pursuant to Article 4(1)(72) of the
Regulation;

‘internal rule’ means articles, organizational rules, statutes, plans and other internally stipulated
policies, rules, procedures and acts of internal management;

‘executive member’ means a member of a body of a liable entity who discharges an executive
management function in the liable entity; and



j) “discretionary pension benefits’ mean discretionary pension benefits pursuant to Article 4(1)(73)
of the Regulation.

PART TWO
GOVERNANCE
Title |

Requirements for the governance

[Re Article 8b(5) of the Act on Banks; re Article 7a(5) of the Act on Credit Unions; re
Article 12f(a) and (b), and Article 32(8)(a) of the Capital Market Undertakings Act]

Section 1
Prerequisites for sound corporate governance
Basic requirements for the performance of activities
Article 8

A liable entity shall ensure that the governance is comprehensive and covers all its activities
for the entire duration of the liable entity’s performance of activities on the financial market. In
respect of persons in a consolidated group that are not included in prudential consolidation, this
requirement shall apply, as appropriate.

Article 9

A liable entity shall comply with the requirements stipulated for the governance and for
components thereof® with regard to its size, its business model, the complexity thereof and the risks
inherent therein, its organizational structure, the nature, scale and complexity of the activities that it
performs or intends to perform. In doing so, a liable entity shall also take into account the
development of the environment in which it operates, including the development in the field of
sound corporate governance.

Article 10

(1) A liable entity shall ensure that the requirements stipulated for the governance and for
components thereof, and the liable entity’s procedures for complying with them and in the
performance of other activities, are reflected in the internal rules of the liable entity and of the
consolidated group. A liable entity shall stipulate the procedure to be followed in the adoption,
amendment and application of internal rules.

(2) In order to comply with the prerequisites for sound corporate governance through the
application of sound procedures, a liable entity shall choose, incorporate into its internal rules and
apply in the performance of its activities the recognized and proven policies and procedures issued
by recognized issuers and used in the performance of activities of a similar nature, as chosen by the
liable entity (hereinafter the “recognized standard”).

Y For instance, Article 22(3) of Act No. 21/1992 Coll., on banks, as amended, and Articles 103 to 105, 144, 166, 173 to
179, 185 to 191, 209, 221, 225, 243, 259, 287 to 294, 318, 320 to 322, 368 and 369, 393, 434 and 435 of the Regulation.



€)) For the purposes of complying with the prerequisites for sound corporate governance
through the application of sound procedures, a liable entity shall always

a) in the performance of its activities, comply with and incorporate into its internal rules
1. the legal duties; and

2. the general guidelines of the European Supervisory Authority (European Banking
Authority), of the European Supervisory Authority (European Securities and Markets
Authority), of the European Supervisory Authority (European Insurance and
Occupational Pensions Authority), of the Joint Committee of the European
Supervisory Authorities, and of the European Systemic Risk Board®, unless their
specific provisions should contradict the requirements of legal regulations or should
make it possible to circumvent their purpose; and

b) take into account the information published by the Czech National Bank in the Czech
National Bank’s Bulletin, on the understanding that, in determining the recognized standards
pursuant to paragraph 2 above, the liable entity shall always take into account

1. the summary of the selected recognized standards and of the selected recognized
issuers; and
2. the benchmarking standards, containing the Czech National Bank’s expectations for

compliance with the requirements of this Decree.

(4) The reflecting of the standards pursuant to subparagraph b) of paragraph 3 above in the
internal rules and the use thereof by a liable entity shall be regarded as compliance with the
provisions of paragraph 2 above. The foregoing shall be without prejudice to a liable entity’s right
to choose and reflect other recognized standards in its internal rules, too; however, the contents or
use thereof must not contradict the requirements of legal regulations or circumvent their purpose.

(5) A liable entity shall regularly verify whether its internal rules and the recognized
standards chosen by it are up-to-date and in conformity with other requirements of this Decree and
of other legal regulations.

(6) A liable entity shall ensure that its internal rules always include rules for the recording of
clients’ claims and complaints, for the handling thereof and for the monitoring of adopted measures.

Article 11
(1) A liable entity shall ensure that its body, committee and their members, as well as the

activities performed by them, comply with the requirements pursuant to Articles 13 to 19 hereof, in
particular.

2) Regulation of the European Parliament and of the Council (EU) No. 1092/2010 of 24 November 2010 on European
Union macro-prudential oversight of the financial system and establishing a European Systemic Risk Board.

Regulation of the European Parliament and of the Council (EU) No. 1093/2010 of 24 November 2010 establishing a
European Supervisory Authority (European Banking Authority), amending Decision No. 716/2009/EC and repealing
Commission Decision 2009/78/EC.

Regulation of the European Parliament and of the Council (EU) No. 1094/2010 of 24 November 2010 establishing a
European Supervisory Authority (European Insurance and Occupational Pensions Authority), amending Decision
No. 716/2009/EC and repealing Commission Decision 2009/79/EC.

Regulation of the European Parliament and of the Council (EU) No. 1095/2010 of 24 November 2010 establishing a
European Supervisory Authority (European Securities and Markets Authority), amending Decision No. 716/2009/EC
and repealing Commission Decision 2009/77/EC.



(2) A liable entity shall ensure that all approval and decision-making processes, as well as
control and other its significant activities, including the related responsibilities, powers and internal
rules, can be retraced and reconstructed, including the responsibilities and powers, composition and
functioning of the liable entity’s bodies and committees, and including the responsibilities, powers
and activities of their members. An information storage system that a liable entity shall implement
and maintain serves to comply with this requirement, too.

(3) A liable entity shall ensure that the responsibilities in the performance of approval,
decision-making and control activities are balanced, and shall prevent a single person or a small
group of persons from exercising unreasonable influence over such processes; the foregoing shall
apply within a consolidated group, too.

Article 12

(1) If an activity that would or could otherwise be performed by a liable entity itself, is
performed by the liable entity through a third party (hereinafter the “outsourcing”), such an
arrangement shall be without prejudice to the accountability of the liable entity.

(2) A liable entity shall ensure that an outsourcing arrangement

a) does not restrict the compliance of the outsourced activities with the applicable legal
regulations, the possibility of their being controlled by the liable entity, the fulfilment of
information duties towards the Czech National Bank, the exercise of supervision, including a
potential inspection of the facts that are subject to supervision at the outsourcing provider's
premises, the performance of an audit of the financial statements, and other verifications
stipulated by other legal regulations®:;

b) does not jeopardize the efficiency, comprehensiveness and adequacy of the prerequisites for
sound corporate governance, risk management and internal control, including the compliance
with legal duties, in particular with the prudential rules;

c) does not affect the legal relationships between the liable entity and a client; and

d) rules are established for the controlling of the outsourced activities by the liable entity,
including a potential inspection of the facts relating to the relevant activity at the outsourcing
provider’s premises.

(3) A liable entity shall make an outsourcing arrangement in a manner that makes it possible
to capture the contents thereof, and that ensures the controllability and enforceability, as well as
storability thereof,

Bodies and committees
Article 13

(1) The control body shall oversee whether the governance is efficient, comprehensive and
adequate, and shall evaluate the findings obtained from this activity at least once a year. As part of
fulfilling the said duty, the control body shall also regularly discuss matters concerning the strategic
direction, management and results of the liable entity’s activities, and the steering of the risks to
which the liable entity is or might be exposed, also from the perspective of ensuring the permanent

® For instance, Article 22(2) of Act No. 21/1992 Coll., on banks, as amended.



operation of the liable entity on the financial market in conformity with the line of business and
plan of its activities.

(2) The control body shall continuously oversee and assure itself of the fulfilment of the
approved strategies, including the risk management strategy, of the accounting and financial
reporting systems’ integrity, including the financial and operational control’s reliability, of the
compliance with legal duties and with the applicable standards by the liable entity, of the adequacy
of its system for communicating and disclosing information, and of the overall good functioning
and efficiency of the governance.

(3) As part of fulfilling its control responsibilities, the control body shall, in an appropriate
manner, critically and constructively participate, in particular, in

a) the evaluation of the strategic and financial management;
b) the evaluation of the risk management;
C) the evaluation of

1. the compliance of internal rules with legal regulations;
2. the mutual compliance of internal rules; and
3. the compliance of activities with legal regulations and internal rules

(hereinafter the “compliance”); and
d) the steering, planning and evaluation of internal audit activities.

(4) As part of its responsibilities, the control body shall decide on appropriate measures
aimed to rectify the identified shortcomings.

(5) In the performance of those activities of the control body in respect of the governance in
connection with which a conflict of interest might arise on the part of the executive members
(hereinafter the “special control activities of the control body”), a liable entity shall ensure that the
relevant matter is discussed and decided in the absence of the executive members; in such case, a
decision adopted by a majority of the non-executive members shall be regarded as a decision of the
body. Special control activities of the control body shall always be the activities pursuant to Article
14 hereof,

Article 14

(1) The control body shall, in an appropriate manner, assess the activities of the members of
the management body. In assessing the activities of the members of the management body and in
potential searching for new members thereof, the control body shall take into account a sufficiently
wide range of personal qualities and capabilities, and shall also apply principles supporting useful
and adequate diversity in the overall composition of the management body.

(2) The control body shall comment in advance on a proposal to entrust a natural person or a
legal entity with the ensuring of the performance of the risk management function, of the
compliance function and of the internal audit function, or on a proposal to dismiss the same. The
control body shall, in an appropriate manner, assess the activities of such persons. No person may
be dismissed from such functions without the consent of the control body. Where more persons than
one are involved in the performance of a function, the control body shall only comment on a
proposal to entrust or dismiss the person managing the relevant function.



(3) The control body shall stipulate, in particular, the policies governing the remuneration of
the person on whose entrustment with the management of a function it is to comment in advance
pursuant to paragraph 2 above, and of the members of the management body, unless this falls within
the competence of the general meeting or members’ meeting.

(4) The control body shall evaluate the total remuneration system. A more detailed
definition of certain requirements for remuneration is provided in Annex No. 1 to this Decree.

Article 15

(1) A liable entity shall adopt measures to ensure that the control body as a whole and the
members thereof have appropriate professional qualifications, time and other prerequisites for the
performance of their activities, and that they devote adequate and sufficient capacities to the same.
Appropriate prerequisites for the performance of the activities of the control body as a whole shall
include a sufficient degree of independence in fulfilling one’s duties. These requirements shall be
applied to a committee of the control body and to the members thereof, as appropriate.

(2) If a liable entity, by its own decision or under an act or another legal regulation,
establishes a committee of the control body, it shall clearly define its responsibilities and powers,
composition, the manner of procedure and decision-making, and the committee’s incorporation into
the organizational structure and information flows of the liable entity. The activities of the
committee shall be aimed to usefully support the activities of the control body. The accountability
of the control body may not be transferred to its committee, unless another legal regulation
stipulates otherwise.

(3) If a liable entity establishes no committee or committees of the control body, the
requirements stipulated by this Decree or by another legal regulation for the composition and
activities of a specific committee of the control body, shall be applied to the liable entity’s control
body and to the members thereof, as appropriate, and such activities of the control body shall be
regarded as special control activities of the control body.

(4) A more detailed definition of certain requirements for the activities and committees of
the control body is provided in Annex No. 2 to this Decree.

Article 16

The management body shall ensure that a comprehensive and adequate governance is
established, and that its good functioning and efficiency, in its entirety and in parts, are
systematically maintained, including

a) the fulfilment of the stipulated strategies, policies and objectives, and of the daily management
of the performance of the activities of the liable entity;

b) the ensuring of compliance of the governance with legal regulations, in particular the
observance of legal duties and the applicable standards by the liable entity; this requirement
shall also include the ensuring of the performance of activities with due professional care;

c) the setup and maintenance of the governance so as to ensure adequacy of information and
communication in the performance of the activities of the liable entity, in particular the
implementation and maintenance of a well functioning and efficient system for the obtaining,
using and storing of information, including a system for internal and external communication
and for the disclosure of information by the liable entity;



d) the implementation and maintenance of a well functioning and efficient organizational structure,
including the separation of incompatible functions and the prevention of a potential conflict of
interest;

e) the earmarking of adequate and sufficient capacities for the performance of the activities of the
liable entity, in particular for the following areas:

1. the management of significant risks;

2. the capital and liquidity management, financial management, bookkeeping, valuation and
activities directly related to such activities;

the use of external ratings; and

4. the internal models used for risk management and the internal models directly related to
such activities, including internal validations and reviews of such models;

f) the ensuring of the accounting and financial reporting systems’ integrity;
g) the ensuring of the financial and operational control’s reliability; and

h) the ensuring of the smooth performance of activities and of the permanent operation of the
liable entity on the financial market in conformity with the line of business and plan of its
activities.

Article 17

(1) The management body shall ensure that an overall strategy is stipulated, in particular
sufficiently specific policies and objectives for the fulfilment thereof, and that procedures for the
fulfilment of the stipulated strategy are elaborated, implemented and maintained.

(2) The management body shall ensure that rules are stipulated that clearly formulate the
ethical and professional principles and the models by which employees are expected to act and
behave in conformity with such principles and rules, and that the same are promoted, applied and
enforced.

(3) The management body shall ensure that rules for the management of human resources
are stipulated, in particular policies governing the recruitment, remuneration, evaluation and
motivation of employees in conformity with the total remuneration system approved by it, and that
the same are implemented and maintained. The policies shall also include a requirement that all
activities, including the activities of bodies and committees, if established, and of the members
thereof, of the members of the senior management and of the persons engaged in key functions, are
performed by qualified employees with adequate skills and experience, and that the scale and nature
of the activities of the persons through whom the liable entity ensures the performance of its
activities do not obstruct the due performance of the individual activities of such persons.

(4) The management body shall ensure that the following is stipulated, maintained and
applied:

a) requirements for the trustworthiness, skills and experience of the persons through whom it
ensures the performance of its activities, including the members of bodies and committees;

b) requirements for the overall skills and experience of the persons constituting a body or
committee, of the members of the senior management, and of the persons engaged in key
functions; and

c) responsibilities and requirements in
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1. demonstrating the required skills, experience and trustworthiness;
2. verifying the continuing trustworthiness; and

3. verifying whether the skills and experience of the persons through whom the liable entity
ensures the performance of its activities, are still up-to-date and proportionate to the nature,
scale and complexity of such activities.

(5) The management body shall ensure that the liable entity systematically applies sound
management, administrative, accounting and other procedures. The management body shall ensure
that all employees are acquainted with the applicable internal rules and abide by them, understand
their role in the governance, and play an active part in the system in the stipulated manner; the
shaping of the corporate culture by the behaviour of the management body and of the members
thereof, and the internal communication system of the liable entity serve to comply with this
requirement, too.

(6) The management body shall ensure that such management systems and procedures are
applied as

a) ensure the fulfilment of the stipulated strategies, policies, objectives and procedures; and
b) prevent the occurrence of undesirable activities or phenomena such as, in particular,

1. the prioritization of short-term results and objectives that are not in line with the
fulfilment the overall strategy;

2. a remuneration system that is excessively dependent on short-term performance; and

3. other procedures that do not support the good functioning and efficiency of the

performance of activities, that make it possible to misuse resources or to conceal
shortcomings, or that make other improper conduct possible, including
circumvention of the purpose of legal regulations.

Article 18

(1) The management body shall approve and regularly evaluate
a) the overall strategy;
b) the organizational structure;

c) the human resources management strategy, including the policies supporting diversity in the
overall composition of the liable entity’s bodies through taking into account a sufficiently wide
range of personal qualities and capabilities of the members of the liable entity’s bodies,
including the proposed ones, in searching for and in assessing the same;

d) the risk management strategy, including the risks arising from the macroeconomic environment
in which the liable entity operates, also in dependence on the economic cycle, including policies
governing

1. the risk-taking by the liable entity; and

2. the identification, evaluation, measurement, monitoring, reporting and limitation of the
occurrence, or of the impacts of the occurrence, of the risks to which the liable entity is
or might be exposed;

e) capital and the capital adequacy strategy;
f) the information and communications system development strategy, on the understanding that
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9)

h)

the key elements of such a system are

1. information and its flows, including the disclosure of information by the liable entity,
and the internal and external notifications of the liable entity; and

2. information equipment and technology, including the recording equipment and
technology;

policies governing the internal control system, always including policies governing
1. the prevention of the occurrence of a potential conflict of interest;
2. the compliance function; and
3. the internal audit function; and
security policies, including security policies for the information and communications system.

(2) As part of the strategic decisions pursuant to paragraph 1 above, the management body

shall approve and regularly evaluate

a)

b)

9)

the system of limits, including the overall acceptable level of risk and the potential internal
capital, liquidity and other prudential buffers or margins (hereinafter the “prudential buffer or
margin”), that the liable entity will use to mitigate the risks within the scope of its acceptable
level of risk;

the acceptable level of risk and other limits separately for credit risk, market risk, operational
risk, concentration risk, risk of excessive leverage and liquidity risk, including requirements for
the structure of assets, liabilities and off-balance sheet items, unless the management body has
delegated this power - without prejudice to the management body’s accountability - in part or in
its entirety to an executive committee or executive committees, commissions or other sections
of the management body of a similar nature, as determined by the management body
(hereinafter the “executive committee”);

the definition of and the policies governing the internal cost allocation and internal pricing
system, as reflected by the liable entity in the risk management system and in the internal capital
assessment system, where relevant;

the definition of and the policies governing the liable entity’s approach to the use of
outsourcing;

the definition of and the policies governing the liable entity’s approach to transactions with
persons performing activities or providing services similar to banking services, that are not
subject to supervision;

the definition of and the policies governing the liable entity’s approach to transactions in which
an insufficiently transparent or otherwise potentially risk-bearing counterparty or geographical
area, including offshore centers, is or might be involved directly or in an intermediated manner;
this shall be without prejudice to the duties stipulated for the liable entity in respect of
prevention of the laundering of the proceeds of criminal activities, and in respect of the fight
against terrorism; and

the definition of and the policies governing the liable entity’s approach to non-standard
transactions, in particular to sporadic and atypical transactions that are not commonly executed
by other providers of financial services either; the transactions pursuant to subparagraphs e) and
) above may be determined by the liable entity as non-standard transactions, too.

(3) The management body shall approve
new products, activities and systems, and other matters of crucial significance for the liable
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entity or having another potential material impact on the liable entity, unless the management
body has delegated this power - without prejudice to the management body’s accountability - in
part or in its entirety to an executive committee or executive committees, as determined by the
management body;

b) the statute and the subject of the risk management function, of the compliance function and of
the internal audit function, and the personnel and technical aspects of ensuring their
performance; and

c) the strategic internal audit plan and the periodic internal audit plan.

(4) The management body shall oversee the implementation of the approved strategies,
policies and objectives of the liable entity, and other activities, in particular the activities of the
members of the senior management. The management body shall, on a timely basis and to a
sufficient extent, evaluate both regular reports and extraordinary findings that are submitted to it by
the members of the senior management, as part of the performance of the risk management
function, of the compliance function and of the internal audit function, by the control body, by
committees, if established, by an auditor” or by the competent supervisory authorities, or coming
from other sources. On the basis of such evaluations, the management body shall adopt appropriate
measures and ensure the implementation thereof without undue delay.

(5) The management body shall regularly discuss matters relating to the governance, with
the members of the senior management.

(6) In response to each substantial change in the situation of the liable entity, but at least
once a year, the management body shall evaluate the overall functioning and efficiency of the
governance, and shall ensure appropriate steps to rectify the identified shortcomings.

Article 19

(1) A liable entity shall adopt measures to ensure that the management body as a whole and
the members thereof have appropriate professional qualifications, time and other prerequisites for
the performance of their activities, and that they devote adequate and sufficient capacities to the
same. These requirements shall be applied to an executive committee and to the members thereof,
as appropriate.

(2) If a liable entity, by its own decision or under an act or another legal regulation,
establishes an executive committee, it shall clearly define its responsibilities, powers, composition,
the manner of procedure and decision-making, and the executive committee’s incorporation into the
organizational structure and information flows of the liable entity. The activities of the executive
committee shall be aimed to usefully support the activities of the management body. The
accountability of the management body may not be transferred to the committee, unless another
legal regulation stipulates otherwise.

(3) If a liable entity establishes no executive committee, the requirements stipulated by this
Decree or by another legal regulation for the composition and activities of a specific executive
committee of the management body, shall be applied to the liable entity’s management body and to
the members thereof, as appropriate.

Organization of the performance of activities

“ Act No. 93/2009 Coll., on auditors and amending certain legislation (the Act on Auditors), as amended.
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Article 20

(1) A liable entity shall ensure that the organizational structure and the internal rules
governing the same define, in a clear and comprehensive manner, the responsibilities and powers,
the major information flows and links

a) among the bodies, committees, if established, the members thereof and other employees and
sections of the liable entity; and

b) within a consolidated group for the purposes of the prudential requirements; the liable entity
shall also ensure that the organization of the performance of certain activities within the
consolidated group by means of their centralization or in a similar form, including the
application of group models,

1. does not interfere with the due fulfilment of the legal duties and contractual obligations
of the liable entity;

2. does not unreasonably restrict the knowledgeability of the liable entity; and

3. does not weaken other significant prerequisites for the performance of the relevant
activity in conformity with the prudential rules, including the prerequisite of sufficient
understanding of the centralized activities, and a possibility for the liable entity to
adequately influence the performance thereof.

(2) A liable entity shall determine the job description of the individual sections and persons
to enable efficient communication and cooperation at all levels and to ensure the well-functioning,
efficient and prudent management and performance of other activities, including the decision-
making and controlling activities, namely in a manner that does not jeopardize the due, honest and
professional fulfilment of duties.

€)) A liable entity shall define its key functions, on the understanding that the liable
entity shall not evaluate the degree of significance of the membership of a body, committee or of
the senior management. A specific function or functions of a liable entity, including the key
functions, may in principle be ensured, in part or in their entirely, by a person other than an
employee, too.

(4) A liable entity shall define the internal information flows with respect to the
management and control body so that they clearly cover the management of all significant risks, are
in conformity with the liable entity’s policies governing risk management and with the organization
thereof®, and adequately take into account any changes in the liable entity’s risk profile or in the
liable entity’s policies governing risk management and in the organization thereof.

Article 21

(1) A liable entity shall ensure that the responsibilities and powers of the bodies and
committees, if established, of the members thereof and of other employees and sections at all
management and organizational levels are defined so that the occurrence of a potential conflict of
interest is sufficiently prevented.

(2) The areas where a conflict of interest might arise shall be identified by a liable entity,
including potential conflicts between the interests of the liable entity and those of its clients, within
the group of which the liable entity is a member, in representation and in outsourcing.

% For instance, Article 368(1)(b)(third sentence) of the Regulation.
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(3) A liable entity shall ensure that its procedures for the performance of activities are
stipulated so as to limit the possibilities for a conflict of interest to occur. Further, a liable entity
shall ensure that the areas of conflict of interest and the areas of the potential occurrence thereof are
also subjected to the continuous independent monitoring by the internal audit function or in another
comparable manner.

(4) A liable entity shall oblige the employees to inform the liable entity, in the stipulated
manner and without undue delay, of an existing or imminent conflict of interest, in particular where
such a conflict concerns or might concern the employee himself/herself.

(5) A liable entity shall ensure adequate independence of the performance of the internal
control function in view of the nature, subject and significance of the control, and prevention of a
conflict of interest in the ensuring of all control mechanisms, including the risk management and
compliance control. As part of the fulfilment of the requirement pursuant to the first sentence, a
liable entity shall ensure that

a) the employees engaged in internal control functions are independent of the sections they

control; and

b) the performance of the risk management function and the performance of the compliance
function are separated from each other, unless such an arrangement should not be
proportionate to the nature, scale and complexity of the liable entity’s activities.

(6) The performance of the internal audit function shall be independent of other activities of
a liable entity, as well as of the performance of other control functions of the liable entity. The
performance of the internal audit function shall be incompatible with the membership of a body of
the relevant liable entity; this shall also apply to a person related to a member of a body of the
relevant liable entity.

Article 22

(1) A liable entity shall ensure that, independently of the activities as a direct consequence of
which the liable entity is exposed to credit or market risk (hereinafter the “business activities”), the
following is carried out:

a) the approval of systems and methods for the valuation of collateral;
b) the valuation of collateral;
¢) the valuation of transactions concluded on financial markets;

d) the settlement and review of conformity of the data (hereinafter the “reconciliation”) on
transactions concluded on financial markets;

e) the release of the funds provided;

f) the approval of limits for the management of credit risk, market risk, liquidity risk,
concentration risk and risk of excessive leverage;

g) the approval of the valuation and other methods, systems and models used to manage risks;

h) the management of credit risk, market risk, liquidity risk, concentration risk and risk of
excessive leverage, including the review of observance of the limits;

1) the production of quantitative and qualitative information on credit risk, market risk, liquidity
risk, concentration risk and risk of excessive leverage, which is to be reported to the members of
the senior management and to the management and control body; and
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j) the measurement and monitoring of the liquidity position, and the reporting thereof to the
members of the senior management and to the management and control body.

(2) A liable entity shall ensure that, up to the level of the members of the management body, the
responsibilities and powers in the management of business activities are separated from the
responsibilities and powers in the management of credit risk, market risk, liquidity risk,
concentration risk and risk of excessive leverage, and that transactions concluded on financial
markets are settled and reconciled.

(3) The development of the information and communications system shall be ensured separately
from the operation thereof, and the administration of the system shall be carried out separately from
the evaluation of the security audit records, from the review of the granting of access rights, and
from the preparation and updating of the security rules for the relevant system.

(4) If the arrangement pursuant to paragraphs 2 and 3 above should, in any part thereof, not be
proportionate to the nature, scale and complexity of a liable entity’s activities, the liable entity may
apply another appropriate arrangement, on condition that no conflict of interest occurs.

Information and communication
Article 23

(1) A liable entity shall ensure that the relevant bodies, including control bodies, the
committees, if established, the members thereof and other employees and sections have, for their
decision-making and other stipulated activities, up-to-date, reliable and comprehensive information
at their disposal.

(2) A liable entity shall ensure that the management body is, within a reasonable time limit,
informed of

a) all facts that might have a significant adverse effect on the liable entity’s financial situation,
including the effects of changes in the internal or external environment; and

b) all instances of exceeded limits jeopardizing the observance of the acceptable level of credit
risk, market risk and other significant risks undertaken, including concentration risk, risk of
excessive leverage and liquidity risk; in cases where the liquidity situation deteriorates
considerably, the management body shall be informed without undue delay.

(3) A liable entity shall ensure that the management and control body stipulates the nature,
scope, form and periodicity of the information required by it, and that the management and control
body is regularly informed at least of

a) the observance of the requirements stipulated by legal regulations and internal rules, including
an overall evaluation of whether the internal rules and standards chosen and used by the liable
entity pursuant to paragraph 2 of Article 10 hereof are up-to-date and proportionate to the
nature, scale and complexity of the liable entity’s activities, and including significant
differences identified in the liable entity’s procedures as against the requirements stipulated by
legal regulations and internal rules;

b) the observance of the rules for large exposures, and concentration risk;

c) the level of the undertaken credit risk, market risk, operational risk and risk of excessive
leverage, and the liquidity situation;

d) the overall level of the risks undertaken, also while taking into account the effect of internal
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d)

9)

b)

control mechanisms (overall risk profile);
the capital adequacy; and
the types, size and development of asset encumbrance, always including

1. the level, trends and types of asset encumbrance, and the sources of asset encumbrance,
namely broken down at least into repurchase transactions, securities lending or borrowing
transactions within the meaning of the Regulation®, and other transactions;

2. the quantity, trends and credit quality of unencumbered, but encumbrable assets, including
the quantification of the volume of the assets available for encumbering; and

3. the quantity, trends and types of additional asset encumbrance based on consideration of the
results of the stress tests, including information on the stress scenario applied.

(4) A liable entity shall ensure that it has and uses information on
the course and results of the performance of the liable entity’s activities;

the comparison of the level of the risk undertaken, with the internal limits and with the
requirements stipulated by legal regulations or by the competent supervisory authority;

the results of the analyses significant for the ensuring of comprehensiveness and adequacy of
the prerequisites for sound corporate governance, risk management and internal control,
including observance of the prudential rules, including the results of the analysis of the effects
of the economic and market environment on the liable entity’s activities, of the analysis of the
liable entity’s assets, liabilities and off-balance sheet items, and of the analysis of the liable
entity’s credit portfolio;

the results of the stress tests;

the comparison of the previous estimates of the level of the risk undertaken, with the actual
results (reverse testing), if the liable entity uses methods utilizing or based on an estimate of the
level of risk;

the results of liquidity measurements on a daily basis, in stipulated time bands, in the individual
major currencies, and in the aggregate for all currencies; and

the comparison of the actual development of liquidity, with the relevant scenario and limits for
liquidity risk management.

(5) A liable entity shall

stipulate the requirements for the access by employees to the information and communications
systems and to the data recorded therein, the scope of access rights and the process for the
establishment thereof, including the method for deciding on the scope of the access rights of the
individual employees, and for deciding on alterations thereof;

stipulate the method for ensuring that, and the conditions under which, data relating to the
executed transactions and provided services will be input into the information and
communications systems, and under which permitted modifications will be made to the same,
the requirements for the handling of such data, and for the ensuring that the original contents
thereof and the modifications made thereto will be easy to trace; and

ensure that the information and communications systems are protected against access and
interference by unauthorized persons, and against damage, and that it is possible to retrieve

% For instance, Article 100 of the Regulation.
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stipulated information even if damage has occurred.

Article 24

(1) A liable entity shall ensure that the governance is sufficiently transparent, and that
information on the governance and on the key components thereof is duly disclosed.

(2) A liable entity shall disclose information on its current situation and on the anticipated
development on a timely basis, in an accessible form, to a sufficient extent and in a balanced
manner, including the provision of a true and complete picture of the risks undertaken by the liable
entity and on the level thereof.

(3) A liable entity’s information for clients, including promotional communications, shall be
unbiased, clear, sufficient and not misleading.

Article 25

In connection with the offering and granting of credits in foreign currencies, a liable entity
shall ensure that the clients are informed of

a) the risks inherent in the credits granted in foreign currencies, to such an extent that it is
sufficient for the client’s informed and prudent decision-making, including information on the
adverse effect of the potential significant devaluation of the home currency or of the potential
significant increase in foreign interest rates on the amount of repayments on a foreign-currency
credit; and

b) the existence of the liable entity’s offer as regards
1. credits of the same nature in the home currency; and
2. financial instruments that provide the client with hedging against foreign exchange risk.

Article 26

(1) A liable entity shall ensure that a system for the production, review and submission of
information to the Czech National Bank and to other competent authorities, is established and
maintained in such a manner that it provides information on a timely, up-to-date, reliable and
comprehensive basis.

(2) A liable entity shall ensure that internal control mechanisms are implemented and
maintained in a manner that guarantees the completeness and correctness of all calculations, data,
reports and other information on an individual basis and on a consolidated basis, that are to be
provided to the Czech National Bank and to other competent authorities regularly or at their request.

(3) A liable entity shall ensure that the procedures used to produce and provide data to the
Czech National Bank and to other competent authorities, including the submission of reports, are
retraceable and reconstructible also within a consolidated group formed for the purposes of
prudential requirements.

(4) A liable entity shall store the data needed to monitor the observance of the limits and of
other rules stipulated by this Decree or by the Regulation, for a period of at least five years, unless
stipulated otherwise; this shall also apply following the extinction of the liable entity’s authorization
to perform activities on the financial market, as well as to the liable entity’s legal successor.
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Section 2
Risk management system
Basic requirements for the risk management system
Article 27

(1) A liable entity shall ensure that the governance is set up in such a manner that it enables
the systematic management of risks.

(2) A liable entity shall implement and maintain the risk management system in such a
manner that it provides an undistorted picture of the level of the risks undertaken.

(3) A liable entity shall ensure that the process for identifying risks is in place for all
activities and at all management and organizational levels, and that it enables the detection of new,
as yet unidentified risks.

(4) In risk management, a liable entity shall consider all significant risks and risk factors to
which the liable entity is or might be exposed, taking into account the nature, scale and complexity
of activities. Risk management shall, in its entirety and in parts, reflect the internal and external
factors, including the liable entity’s future business strategy, the effects of the economic
environment and cycle, and the effects of the regulatory environment. Risk management shall
reflect the quantitative and qualitative aspects of risks, the real possibilities for the management
thereof, and the costs and revenues arising from risk management.

Article 28

A liable entity shall implement and maintain

a) a strategy and procedures to identify, evaluate, measure, monitor, report and limit the
occurrence or the effects of the occurrence of risks;

b) aset of limits used in risk management, including procedures and information flows in the event
that sub-limits are or the acceptable level of risk is exceeded, or in the event that the prudential
buffers or margins, if any, drop below their internally stipulated level or below the regulatory
limits;

c) the policies governing the control mechanisms and activities in risk management, including the
control of the observance of the stipulated procedures and limits for risk management, the
internal validations and reviews of the models used in risk management, the verification of the
outputs of risk evaluations and measurements, and the verification of the efficiency of the
measures adopted by the liable entity to limit the occurrence or the effects of the occurrence of
risks; and

d) the risk management function.

Article 29

(1) A liable entity shall ensure that the risk management function is performed in a
systematic and efficient manner.

(2) A liable entity shall ensure that the person managing the risk management function is a
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person independent of other members of the senior management, and that his/her responsibilities
and powers in respect of the liable entity’s risk management are clearly defined. If such an
arrangement for the risk management function performance should not be proportionate to the
nature, scale and complexity of a liable entity’s activities, the risk management function
performance may be ensured by another professionally qualified and sufficiently experienced
employee, on condition that no conflict of interest occurs.

(3) A liable entity shall ensure that the degree of the risk management function’s
independence of other sections, the definition of the responsibilities and powers, the organizational
incorporation, the statute and the resources allocated for the performance thereof, are proportionate
to the nature, scale and complexity of the activities that the liable entity performs or intends to
perform.

(4) A liable entity shall ensure that the risk management function is implemented and
maintained in such a manner that it ensures identification, evaluation, measurement, monitoring,
reporting and limitation of the occurrence or of the effects of the occurrence of risks, and adequate
information on all significant risks, and that the risk management function is actively involved in
the preparation of the liable entity’s risk management strategy and in all significant decisions in risk
management.

(5) A liable entity shall implement and maintain the risk management function in such a
manner that it systematically provides comprehensive and complete information on the individual
risks, on the mutual relations thereof, and on the overall extent of the liable entity’s risks.

(6) A liable entity shall ensure that the person managing the risk management function has
access to the management and control body. If the person managing the risk management function
arrives at the conclusion that a particular risk is developing in a manner that has or might have an
adverse effect on the liable entity, s/he shall, where necessary, report his/her concerns, including
their justification, even directly to the control body, independently of the management body and of
the members of the senior management. In the event of findings that might adversely affect a liable
entity’s financial situation to a significant extent, the person managing the risk management
function shall suggest that an extraordinary meeting of the control body be held, which may take
place by decision of the control body or at the justified suggestion of the person managing the risk
management function, as a special control activity of the control body. The accountability of the
management and control body shall remain unaffected.

Article 30

(1) A liable entity shall have a risk management strategy in place that is proportionate to the
nature, scale and complexity of its activities. A liable entity shall develop concrete procedures to
implement this strategy.

(2) The risk management strategy shall stipulate, in particular,

a) the internal definitions of the risks to which the liable entity is or might be exposed, including
the definitions of the key components thereof;

b) the policies governing the assessment and determination of significance for the purposes of risk
management by the liable entity;

c) the policies governing the management of the individual risks, including a set of appropriate
time horizons for the management thereof, always covering credit risk, market risk, operational
risk, liquidity risk, concentration risk and risk of excessive leverage;

d) the risk management methods, including the stress testing, always covering credit risk, market
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risk, operational risk, liquidity risk, concentration risk and risk of excessive leverage;

e) the acceptable level of risk, always covering credit risk, market risk, operational risk, liquidity
risk, concentration risk and risk of excessive leverage;

f) the policies governing the preparation and modifications of the contingency plans, including the
liquidity crisis contingency plan; and

g) the policies governing the definition of permitted products, currencies, countries, geographical
areas, markets and counterparties.

(3) A liable entity shall ensure that the employees whose activities affect risk management,
are acquainted with the approved strategy to the necessary extent and that they act in conformity
with this strategy and with the procedures and limits arising from it, including the acceptable level
of risk and the prudential buffers or margins.

(4) A liable entity shall ensure that

a) the procedures used to monitor, measure and steer the individual risks, including the limits and
prudential buffers or margins, are coherent and interconnected;

b) the set of limits and other measures to manage the individual risks takes into account the other
risks and regulatory limits, and conforms to the liable entity’s business model and overall
strategy and to the market conditions; and

c) the limits and procedures applied do efficiently prevent the regulatory limits and the liable
entity’s acceptable level of risk from being exceeded on an aggregate basis and in respect of the
individual risks.

(5) A liable entity shall ensure that the risk management strategy and all the procedures and
limits, including the acceptable level of risk and the prudential buffers or margins, relating to risk
management are regularly, particularly in response to each significant change in the relevant facts,
but at least once a year, evaluated and, where necessary, modified.

Article 31

A liable entity shall systematically manage

a) credit risk, market risk, operational risk, liquidity risk, concentration risk and risk of excessive
leverage;

b) other significant risks or risk components to which the liable entity is or might be exposed, in
particular reputational risk, strategic risk, the risk inherent in capital sources and financing, the
risk inherent in the participation in a consolidated group, including the risk of transactions with
members of the same consolidated group, the risk inherent in collateral management and asset
encumbrance, the risk of market infrastructure, the risk of non-standard transactions, the risk of
transactions in which a non-transparent or otherwise potentially risk-bearing counterparty or
geographical area is or might be involved, the risk of transactions with persons that provide
financial services similar to banking services and that are not subject to supervision, the risk of
transactions in which a third country is involved, the risk of a regulatory environment’s effect,
the risk of a political environment’s effect, contamination risk and systemic risk, unless such a
risk does not apply to the liable entity or is not significant; and

c) the overall risk undertaken.

Article 32
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(1) A liable entity in the group of a mixed-activity holding entity shall implement and
maintain procedures enabling the liable entity to appropriately monitor the transactions concluded
with the mixed-activity holding entity of whose group the liable entity is a member, or with a
person controlled by the mixed-activity holding entity (hereinafter the “intra-group transactions”).
A liable entity shall pay special attention to the significant intra-group transactions.

(2) An intra-group transaction shall be considered significant, if it on an individual basis
exceeds 5 % of 8 % of the total volume of the risk-weighted exposure pursuant to Article 92(3) of
the Regulation, on the understanding that intra-group transactions of the same nature, concluded
with the same counterparty and in the same currency shall be regarded as a single transaction.

Article 33

(1) A liable entity shall ensure capital or other appropriate coverage for the risks to which it
is or might be exposed.

(2) The strategies and procedures to manage risks and to ensure the coverage thereof, shall
be coherent and interconnected.

(3) In managing risks and in ensuring the coverage thereof, a liable entity shall prudently
take into account the factors affecting the results of the evaluation or measurement of the risks
undertaken, including the effects of

a) the value adjustments and other corrections in respect of assets, and the provisions for off-
balance sheet items;

b) the use of own estimates and models;

c) the taking into account of the results of tests, in particular of the interest rate shock test and of
other stress tests;

d) the use of derivatives, the taking into account of collateralization, and the use of other risk-
mitigating techniques; and

e) the taking into account of the effects arising from the distribution of risks.
(4) If the risk undertaken or the overall level of the risks undertaken, even while taking the

effects of the internal control mechanisms into account, are not adequately covered, a liable entity
shall adopt appropriate and efficient remedial measures on a timely basis.

More detailed requirements for the management of selected risks
Article 34

(1) A liable entity shall identify and manage the risks inherent in new or non-standard
products, transactions, services and other activities, markets, client segments, geographical areas,
counterparties, distribution venues and channels, market infrastructure, technologies, internal
models and systems, including the risks inherent in their incorporation into the existing activities
and structures of the liable entity.

(2) A liable entity shall
a) define when a matter pursuant to paragraph 1 above is concerned;
b) define the responsibilities and powers; and
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ensure that, prior to introduction, a matter pursuant to paragraph 1 above is verified through
adequate control and approval procedures, in order to identify the risks inherent in it and to
incorporate the same into the risk management process, in conformity with the materiality
principle.

(3) A liable entity shall stipulate the elements of a proposal for a matter pursuant to

paragraph 1 above. The proposal shall contain at least

a)

b)

9)
h)

a description of the matter pursuant to paragraph 1 above, including a description of the
accounting, tax and legal aspects and, where relevant, the requirement for the competent
supervisory authority’s consent;

an analysis of the anticipated effects of the introduction on the liable entity and on its
governance;

a proposal for the implementation procedure;

an analysis of the risks, including proposals for the management thereof; the liable entity shall
subsequently incorporate the proposed measures into the risk management system;

an identification of the human, technical and other resources that need to be earmarked for the
ensuring of sound risk management in conformity with the results of the risk analysis;

valuation procedures;
a definition or list of the proposed counterparties; and
methods for settling transactions.

(4) The proposal shall only contain the elements pursuant to subparagraphs f), g) or h) of

paragraph 3 above, if they are relevant to the matter pursuant to paragraph 1 above.

(5) In order to efficiently prevent and mitigate the risks inherent in a matter pursuant to

paragraph 1 above, a liable entity shall

a)

b)

for risk management purposes, regard as a separate matter pursuant to paragraph 1 above, in
particular, each group of transactions or services sharing the same features and risks that
differentiate them from the features and risks of another transaction or service proposed, offered
or provided by the liable entity;

in respect of the individual separate matter pursuant to paragraph 1 above, as determined
pursuant to subparagraph a) above, in a targeted manner apply differences in terms of risk
management policies, procedures, methods and instruments; and

prohibit its employees from concluding
1. transactions involving unapproved matters pursuant to paragraph 1 above;

2. transactions which, based on an analysis of their economic justification, financial
situation of the counterparty, potential negative consequences for the liable entity or
other identified risk factors of the transaction in question, would not be commonly
executed with other persons; and

3. transactions as a result of which internal limits would be exceeded, or which would
not comply with the requirements stipulated by legal regulations, by the Czech
National Bank or by another competent supervisory authority.

(6) The duties pursuant to paragraphs 1 to 5 above shall also apply to changes in the matters

pursuant to paragraph 1 above, as appropriate.
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Article 35

(1) A liable entity shall ensure that

a) the granting of credits is based on reliable and clearly stipulated criteria, and that the procedure
used to approve, supplement, amend, renew and refinance credits is clearly stipulated,;

b) efficient systems are used to ensure the continuous management and monitoring of the various
credit risk-bearing portfolios and exposures, including the identification and management of
problematic exposures, and to ensure adequate value adjustments, in particular adjustments to
balance sheet assets and provisions for off-balance sheet items; and

c) the diversification of the credit risk-bearing portfolios takes into account the overall credit
strategy, including the target markets.

(2) In direct dependence on the scale, nature and complexity of its activities, a liable entity
shall thoroughly consider the establishment of instruments for the internal evaluation of credit risk,
and an increase in the extent of application of the Internal Ratings Based Approach for calculating
the capital requirements for credit risk, in particular where the liable entity’s exposures are
significant in absolute terms and where the liable entity simultaneously has a large number of
significant counterparties. The fulfilment of the requirements stipulated for the use of the Internal
Ratings Based Approach shall remain unaffected by this requirement.

Article 36

A liable entity shall

a) employ documented policies and procedures to influence and control, if the effect of eligible
credit risk mitigation techniques is lower than expected; and

b) ensure that the policies and procedures used to manage the residual risk inherent in the use of
eligible credit risk mitigation techniques are appropriate and reliable, and that they are applied
correctly.

Article 37

(1) If a liable entity is an investor, originator or sponsor of securitization, the liable entity
shall apply appropriate policies and procedures to evaluate and steer the securitization risk,
including the reputational risk; in doing so, the liable entity shall always assess the reputational risk
in relation to complicated structures or products, and shall ensure that the economic basis of the
transaction is fully reflected in the risk evaluation and in the decision-making processes.

(2) If a liable entity is an originator of securitization of revolving exposures carrying an
early repayment clause, the liable entity shall devise liquidity plans both for expected situations and
for cases of early repayment.

(3) A liable entity shall be able to substantiate, at the request of the Czech National Bank, to
what extent the capital maintained for the assets that the liable entity has securitized, is adequate
with regard to the economic basis of the relevant transaction, including the achieved level of
transfer of risk.

(4) A liable entity shall ensure that the achievement of the expected transfer of risk is not
reduced by the provision of extra-contractual support.

Article 38
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(1) A liable entity shall implement and maintain policies and procedures to manage the
extent of market risk, including the evaluation or measurement of all the significant sources and
effects thereof. (2) A liable entity shall implement and maintain a system for managing the market
risk in its trading book in accordance with the requirements pursuant to Articles 102 to 106 of the
Regulation, and a system for managing the interest rate risk, foreign exchange risk, equity risk and
commodity risk in its investment portfolio.

(2) A liable entity shall carry out stress testing of the impacts of a sudden and unexpected
change in interest rates on the investment portfolio by measuring the effect of an interest rate shock
on the capital value.

(3) A liable entity shall ensure that the impacts of an interest rate shock on capital are
measured and documented at least once in every three months, separately for each currency with at
least a 5% share in the value of the investment portfolio’s assets or liabilities, and in an aggregated
manner for the remaining currencies in the investment portfolio, using the method of a parallel yield
curve shift by 200 basis points in both directions; in the event of a significant increase in the
volatility of the changes in interest rates, the liable entity shall calibrate the value of the yield curve
shift, on the understanding that the lowest permitted value of interest rate shall be 0 %. The interest
rate shock shall be calculated from credit-sensitive items only, which may not include capital. A
liable entity that is not obliged to determine capital requirements for foreign exchange risk because
it does not exceed the materiality threshold pursuant to Article 351 of the Regulation, does not need
to calculate the interest rate shock for foreign currencies.

(4) Where the overall impact of an interest rate shock might cause the economic value of a
liable entity to fall by more than 20 % of its capital, the liable entity shall adopt remedial measures
without undue delay; for such purposes, the economic value of a liable entity shall mean the present
value of the expected future net cash flows. A liable entity shall notify the Czech National Bank of
the adopted measures without undue delay.

(5) With regard to the nature and extent of the interest rate risk undertaken, a liable entity
may, in managing the credit risk in the investment portfolio, also use alternative stress scenarios of
the yield curve development such as, for instance, an inverse development or changes in the yield
curve shape, or may also use a scenario directly specified by the Czech National Bank.

(6) A liable entity which, in calculating the capital requirements for position risk pursuant to
Chapter 2 of Title IV of Part Three of the Regulation, has compensated its positions in respect of
one or more equities constituting the equity index, as against one or more positions in stock-index
futures or in another stock-index product, shall reflect the basis risk of loss caused by the value of
futures or of another product not moving in full conformity with the value of the individual equities
constituting the index, in the strategies and procedures for the liable entity’s internal capital”. In
such strategies and procedures, also the basis risk shall be reflected that exists in the event that a
liable entity holds opposite positions in stock-index futures that are not identical in terms of
maturity, composition or both.

Article 39

(1) A liable entity shall, in the strategies and procedures for internal capital, reflect the risk

D Article 12¢ of Act No. 21/1992 Coll., on banks, as amended.
Article 8a of Act No. 87/1995 Coll., on credit unions and certain related measures, as amended.
Avrticle 9a of Act No. 256/2004 Coll., on capital market undertakings, as amended.
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of loss that exists in the event of the procedure pursuant to Article 345 of the Regulation, in the
period of time from the origination of the first liability until the next business day.

(2) In direct dependence on the scale, nature and complexity of its activities, a liable entity
shall thoroughly consider the establishment of tools for the internal evaluation of specific risk and
for the determination of capital requirements for the specific interest rate risk of debt instruments in
the trading book using an internal model, including the use of an internal model for calculating the
capital requirements for default and migration risk, in particular where the liable entity’s exposures
to specific risk are significant in absolute terms and where the liable entity holds a large number of
significant positions in debt instruments of various issuers. The fulfilment of the requirements set
out for the use of internal models for the determination of capital requirements for market risk and
specific risk shall remain unaffected by this requirement.

Article 40

(1) A liable entity shall implement and maintain policies and procedures to evaluate and
influence the level of the operational risk undertaken, including the risk of models and including the
consideration of significant, but infrequent events. For the purposes of such policies and procedures,
a liable entity shall specify what constitutes operational risk, without prejudice to the definition of
operational risk pursuant to Article 4(1)(52) of the Regulation.

(2) A liable entity shall establish and maintain contingency plans, which shall mean plans
for extraordinary situations, including breakdown and crisis situations, and for the recovery of
activities, to guarantee the liable entity’s ability to perform activities on a continuous basis, and to
limit losses in the event of a significant disruption of activities.

Article 41

(1) A liable entity shall implement and maintain

a) policies and procedures for the continuous and prospective measurement and management of
the liquidity position;

b) scenarios for liquidity risk management, namely

1. a standard scenario for liquidity risk management, which shall mean a set of internal
estimates, in particular an estimate for the development of the structure of assets, liabilities
and off-balance sheet items, and of external estimates, in particular an estimate for the
development on the interbank market and for the development of the solvency of the
individual countries, based on which the liable entity estimates the liquidity position in the
liable entity’s ordinary course of business, and also the totality of the liable entity’s
subsequent steps in order to adequately cover the expected cash outflow; and

2. alternative scenarios for liquidity risk management, including alternative stress scenarios for
liquidity risk management; an alternative stress scenario for liquidity risk management shall
mean a set of internal estimates, in particular an estimate for the development of the
structure of assets, liabilities and off-balance sheet items, and of external estimates, in
particular an estimate for the development on the interbank market and for the development
of the solvency of the individual countries, based on which the liable entity estimates the
liquidity position at various levels of stress situations, and also the totality of the liable
entity’s subsequent steps in order to adequately cover the expected cash outflow; and

c) contingency plans for the event of a liquidity crisis.
(2)  Aliable entity shall
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a) have sufficiently elaborate strategies, policies, procedures and systems to identify, measure,

b)

d)

b)

manage and monitor liquidity risk in an appropriate set of time bands, including intraday time
bands, so as to ensure that an adequate liquidity buffer is maintained. Such strategies, policies,
procedures and systems shall

1. be chosen in such a manner that they are appropriate to the individual lines of
business, currencies, branches and legal entities, and include adequate allocation
mechanisms of liquidity costs, benefits and risks, on the understanding that internal
prices shall be applied by the liable entity to all significant assets, liabilities and off-
balance sheet items; and

2. be proportionate to the complexity of the activities performed, to the liable entity’s
risk profile and to the acceptable level of risk approved by the management body,
and reflect the liable entity’s significance in each Member State or another country in
which the liable entity performs its business activities, on the understanding that all
relevant lines of management and business shall be informed of the acceptable level
of liquidity risk;

in managing liquidity risk, take into account the nature, scale and complexity of the liable
entity’s activities, in particular the structure and extent of the product portfolio, the risk
management system and the financing policies, including potential concentrations thereof, so
that the liable entity’s risk profile in respect of liquidity complies with the requirements for
adequate and sufficient functioning of liquidity risk management, and so that the stipulated
limits are not exceeded:;

apply methods to identify, measure, manage and monitor the refinancing positions, including
the present and estimated cash flows arising from assets, liabilities and off-balance sheet items,
and the potential effect of reputational risk;

differentiate between encumbered assets and unencumbered assets that are available at any time,
in particular in a crisis situation. A liable entity shall also take into account the legal entity that
has certain rights to the assets, the fact in which country they are legally registered, and their
eligibility. A liable entity shall also monitor whether the assets can be sold or encumbered in a
timely manner;

take into account the existing legal, regulatory and operational obstacles to the potential transfer
of liquid or unencumbered assets between legal entities, both inside and outside the European
Economic Area; and

assess and consider the possibilities of the various tools used to mitigate liquidity risk, including
a set of limits and liquidity buffers, in order to ensure that the liable entity’s operations are able
to withstand a range of various stress events, and to ensure that the liable entity has a properly
diversified structure of financing at its disposal and access to sources of financing.

(3) A liable entity shall

consider various alternative scenarios, including stress scenarios, for its liquidity positions and
for liquidity risk mitigation tools, and subject the assumptions on which the decision-making on
the refinancing position is based to regular reviews, with regard to the changing internal or
external conditions, and such a review shall be carried out in response to each significant and
relevant change in the facts, but at least once a year; and

incorporate into the alternative scenarios used, in particular, off-balance sheet items and other
contingent liabilities, including off-balance sheet items and other contingent liabilities relating
to special purpose entities and other legal entities established with a special purpose, in respect
of which the liable entity acts as a sponsor, or to which the liable entity provides a significant
liquidity support.
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(4) A liable entity shall

a) consider the potential effect of alternative stress scenarios relating specifically to the liable
entity, of scenarios relating to the market as a whole, and of combined alternative stress
scenarios. Various time bands and various degrees of severity of stress situations shall be taken
into account; and

b) review and maintain the good functioning and efficiency of its strategies, policies, procedures,
systems, limits and other mechanisms for managing liquidity risk, including contingency plans,
while taking into account the results of the alternative stress scenarios pursuant to paragraph 3
above.

(5) The contingency plans for the event of a liquidity crisis shall devise adequate strategies
and the due implementation of measures to resolve a situation arisen as a result of a potential lack of
liquidity, including in relation to foreign branches. Such plans shall be regularly tested, updated
according to the results of alternative stress scenarios and, in the periodicity pursuant to
subparagraph a) of paragraph 3 above, submitted to the members of the senior management and
approved by them in such a manner as makes it possible to adapt the internal procedures properly.
In advance, a liable entity shall adopt the necessary operational measures so as to make it possible
for the contingency plans to be used immediately. In the case of a liable entity that is a bank or
credit union, such operational measures shall include the holding of a collateral considered eligible
by a central bank; if necessary, this requirement shall also include

a) the holding of a collateral in the currency of such other country in which the liable entity is
exposed to liquidity risk; and

b) if necessary for operational reasons, also the holding of a collateral in the territory of such other
country in whose currency the liable entity is exposed to liquidity risk.

Article 42

(1) A liable entity shall implement and maintain sound management, administrative and
accounting procedures and appropriate internal control mechanisms to identify and record
significant concentrations, including all large exposures pursuant to Article 393 of the Regulation,
and subsequent changes thereto in accordance with the requirements of the Regulation, legislation
and this Decree, and to monitor and evaluate all instances of significant concentrations and large
exposures with regard to the liable entity’s internal policies in this area.

(2) The policies and procedures for concentration risk management shall include

a) policies and procedures to handle the risks arising from a concentration of exposures to persons,
economically or otherwise related groups of persons, or to persons in the same sector or
geographical area, from a concentration of exposures arising from the same activity or traded
commodity or underlying asset of securitized exposures, from exposures to undertakings for
collective investment in transferable securities or from other exposures, or from another
significant concentration with a common risk factor; and

b) policies and procedures to handle the concentration risk arising from the use of credit risk
mitigation techniques, particularly in the event of significant indirect exposures such as, for
instance, to a single issuer of securities accepted as collateral.

Article 43

(1) A liable entity shall implement and maintain policies and procedures to identify, manage
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and monitor the risk of excessive leverage. The indicators of the risk of excessive leverage shall
include the leverage ratio calculated in accordance with Article 429 of the Regulation, and
incongruity between assets and liabilities.

(2) A liable entity shall take a preventative approach to the management of the risk of
excessive leverage. A liable entity shall manage the risk of excessive leverage so as to be able to
control the full range of various crisis events in terms of the risk of excessive leverage, and to
sufficiently take into account the potential increase in the risk of excessive leverage caused by a
decrease of the liable entity’s capital due to expected or realized losses, depending on the
accounting rules used.

Article 44

(1) A liable entity shall implement and maintain policies and procedures to identify, monitor
and manage the risk inherent in collateral management and in asset encumbrance.
(2) The policies and procedures pursuant to paragraph 1 above shall

a) reflect the business model of a liable entity, the geographical distribution of the relevant
activities and assets, the market specifics and the macroeconomic situation; and

b) include policies for the contingency plans aimed to resolve additional encumbrance due to stress
events, based on taking into account the results of the testing of the effects of potential, albeit
quite unlikely, shocks, including the consequences of a potential drop in the credit quality rating
of a liable entity, of collateral impairment, and of an increase in the requirements for advance
payments in a liable entity’s trading.

Article 45

A further definition of certain requirements for the management of selected risks is provided
a) for credit risk in Annex No. 3 to this Decree;
b) for market risk in Annex No. 4 to this Decree;
c) for liquidity risk in Annex No. 5 to this Decree;
d) for operational risk in Annex No. 6 to this Decree; and
e) for outsourcing risk in Annex No. 7 to this Decree.

Section 3
Internal control system
Basic requirements for the internal control system
Article 46
(1) A liable entity shall implement and maintain control functions and mechanisms, and
procedures for control activities at all management and organizational levels. A liable entity shall
ensure that the employees engaged in internal control functions have permanently adequate personal

and other qualifications required for the performance of their control responsibilities.

(2) The control activities shall form part of the ordinary, usually day-to-day activities of a

29



liable entity, and shall include, in particular,
a) the control along the line of management;

b) the appropriate control mechanisms for the individual processes, in particular for the control of
the course of activities and transactions, for the control of risk management, for the verification
of the outputs of the systems and models used, for the control of the observance of legal
regulations, internal rules and limits, including an evaluation of the up-to-datedness,
comprehensiveness and completeness of the internal rules and of the set of limits, for the control
of the conflict of interest management, for the control of the reliability of security measures, for
the control of the approval and authorization of transactions exceeding stipulated limits, for the
verification of transaction details, for the regular reconciliation, as well as control mechanisms
for the activities that the liable entity outsources or intends to outsource; and

c) the physical control; in particular, the physical control shall be aimed at restricting the access to
tangible assets, securities and other financial assets, and at regular property inventorying.

Article 47

(1) A liable entity shall ensure that the compliance function and the internal audit function
are performed in a systematic and efficient manner.

(2) The internal control system shall include a liable entity’s potential mechanisms by which
employees can communicate their specific concerns regarding the functioning or efficiency of the
governance, or of any component thereof, outside of the ordinary information flows.

(3) As part of the internal control system, a liable entity shall implement and maintain
internal mechanisms for a preventative and subsequent evaluation of the functioning and efficiency
of the governance as a whole and of the components thereof.

More detailed requirements for selected internal control functions, mechanisms and
procedures

Article 48

(1) A liable entity shall implement and maintain policies and procedures to ensure the
compliance function.

(2) A liable entity shall ensure the continuous control of compliance with legal duties and
with the duties arising from the liable entity’s internal rules.

(3) A liable entity shall ensure that the compliance function and the related control are
performed in such a manner as to also guarantee that

a) the members of the senior management are informed of all identified variances and
discrepancies;

b) the management and control body is informed of significant variances and discrepancies;

c) the members of the senior management are informed of prepared or new legal regulations and
recognized standards relating to the liable entity’s activities; and

d) other helpful information regarding the compliance function is provided to the management and
control body and to the members of the senior management.
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(4) The policies and procedures to ensure the compliance function shall cover all of a liable
entity’s activities in a coherent and interconnected manner.

Article 49

(1) A liable entity shall ensure that the internal audit function is performed in such a manner
that it covers all of the liable entity’s activities in a coherent and interconnected manner, and that it
focuses on detecting shortcomings and risks.

(2) A liable entity shall ensure that the internal audit function is performed in such a manner
that it provides the relevant management level with an objective and independent assurance in
respect of the liable entity’s activities, with information on the identified facts, and with clear
recommendations to ensure rectification of the identified shortcomings.

(3) The responsibilities of the internal audit function shall relate, in particular, to
a) the observance of the prudential rules applicable to a liable entity;
b) the observance of the stipulated policies, objectives and procedures;

c) the risk management system, including internal approaches and internal models, and the internal
control system;

d) the financial management and the soundness of management;
e) the completeness, conclusiveness and correctness of bookkeeping;

f) the reliability and consistency of accounting, statistical and other information, including the
information provided to the liable entity’s bodies, the information provided to clients, and the
disclosed information; and

g) the good functioning and security of the information and communications system, including the
reliability of the system for preparing and submitting reports to the Czech National Bank.

(4) A liable entity shall ensure that, in the performance of the internal audit function, the
following activities are carried out:

a) arisk analysis is prepared, at least once a year;
b) a strategic internal audit plan and a periodic internal audit plan are prepared;

c) asystem is implemented and maintained to monitor the remedial measures imposed in response
to the internal audit findings; and

d) an evaluation of the functioning and efficiency of the governance is carried out, including the
areas pursuant to paragraph 3 above, at least once a year.

(5) The person managing the internal audit function shall inform of the identified facts the
management body and, where necessary or if so requested, also the control body, on the
understanding that, by decision of the control body or at the justified suggestion of the person
managing the internal audit function, a special control activity of the control body may be
concerned. In the event of findings that might adversely affect a liable entity’s financial situation to
a significant extent, the person managing the internal audit function shall suggest that an
extraordinary meeting of the control body be held, which may take place by decision of the control
body or at the justified suggestion of the person managing the internal audit function, as a special
control activity of the control body. The accountability of the management and control body shall
remain unaffected.
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(6) A further definition of certain requirements for the internal audit function is provided in
Annex No. 8 to this Decree.

Article 50

Where a liable entity implements a mechanism by which employees can communicate their
specific concerns regarding the functioning and efficiency of the governance outside of the ordinary
information flows, the liable entity shall ensure the permanent and reliable availability of the
mechanism to all employees, and a right to maintain confidentiality about the source of information
when the mechanism is used by an employee.

Acrticle 51
Evaluation of the functioning and efficiency of the governance

(1) A liable entity shall set up a system for detecting and reporting shortcomings in the
governance in such a manner that it covers all management and organizational levels and all
activities of the liable entity in a coherent and interconnected fashion, and that it makes possible for
the shortcomings to be remedied on a timely basis.

(2) A liable entity shall ensure that the shortcomings in the governance, or in any component
thereof, detected by the control body, along the line of management, as part of the internal audit
function or based on another internal control, by an auditor or by another means, are communicated
to the relevant management level without undue delay and resolved within an appropriate time
limit.

(3) A liable entity shall ensure that significant shortcomings in the governance, or in any
component thereof, are communicated to the management and control body, to the audit committee
and to any other relevant committee, and resolved without undue delay.

(4) A liable entity shall, in an appropriate manner, subsequently verify the efficiency of the
remedial measures adopted.

Title 11
Report on a verification of the governance by an auditor
(Re Article 22(2) of the Act on Banks, and re Article 8b(1) of the Act on Credit Unions)
Article 52
_ (1) The report shall be the result of a verification that complies with the following
requirements:

a) the verification was carried out as at 31 December;

b) the system was compared with the legal regulations and standards pursuant to Article 10 hereof,
as follows:

1. the fundamental part of the system’s verification was the comparison and evaluation of the
system’s compliance with the requirements of legal regulations;

2. in the auditor’s professional opinion, the chosen standards pursuant to Article 10 hereof,
which were used to verify the system, reflected the size, organizational structure, nature,
scale and complexity of the activities performed by the liable entity in the best manner; the
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auditor may also use recognized standards not listed in the summary published by the Czech
National Bank;

c) the functioning and efficiency of the control mechanisms were evaluated, and the missing
mechanisms of internal control were specified;

d) an appraisal was made of the risk that the identified shortcomings posed and pose to the
governance; and

e) the functioning and efficiency of the governance were evaluated in the relevant areas as a
whole.

(2) A more detailed definition of the structure and form of the report on a verification of the
governance is provided in Annex No. 9 to this Decree.

Article 53

(1) A liable entity shall submit the report on a verification of the governance to the Czech
National Bank by 28 February of the following year, together with any comments of the liable
entity on the report.

(2) Any significant facts identified by a liable entity following the report’s submission to the
Czech National Bank and materially relating to the contents thereof, shall be communicated to the
Czech National Bank by the liable entity without undue delay.

PART THREE

RULES FOR THE COVERAGE OF RISKS
(Re Article 12a(10) of the Act on Banks)

Article 54
Capital adequacy rules for a branch of a bank established in a third country
(1) The capital adequacy of a branch of a bank established in a third country, shall amount to
a) for Tier 1 capital, at least 6 %; and
b) for capital, at least 8 %.

(2) A branch of a bank established in a third country, shall calculate its capital adequacy
pursuant to Article 92(2)(b) and (c) and pursuant to Articles 102 to 106 of the Regulation.

Article 55
Determination of the capital of a branch of a bank established in a third country
(1) The individual items included in the capital of a branch of a bank established in a third

country, may not be used more than once, and must be used net of the liabilities arising from tax
duties.

(2) The capital shall be derived from the balance sheet of a branch of a bank established in a
third country.

(3) The capital shall be available to a branch of a bank established in a third country,
immediately and without limitation, to cover losses arising from the risks to which the branch is
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exposed.

Article 56
Items included in the capital of a branch of a bank established in a third country

(1) The capital of a branch of a bank established in a third country, shall be the sum of Tier 1
capital and Tier 2 capital.

(2) Tier 1 capital of a branch of a bank established in a third country, shall be the sum of
Common Equity Tier 1 capital and Additional Tier 1 capital.

(3) Common Equity Tier 1 capital of a branch of a bank established in a third country, shall
consist of the Common Equity Tier 1 capital items pursuant to Article 26(1)(c) to (f) and Article
26(2) and (3) of the Regulation, after the adjustments pursuant to Articles 32 to 35 of the
Regulation, after the deductions pursuant to Articles 36 to 48 of the Regulation, and after
application of Article 79 of the Regulation.

(4) Additional Tier 1 capital of a branch of a bank established in a third country, shall
consist of the Additional Tier 1 capital items pursuant to Articles 51 to 55 of the Regulation, after
deduction of the items pursuant to Articles 56, 58 to 61 of the Regulation, and after application of
Acrticle 79 of the Regulation.

(5) Tier 2 capital of a branch of a bank established in a third country, shall consist of the Tier
2 capital items pursuant to Articles 62 to 65 of the Regulation, after the deductions pursuant to
Article 66 of the Regulation, and after application of Article 79 of the Regulation.

Article 57
Total risk exposure amount and capital requirements for a branch of a bank established in a
third country

A branch of a bank established in a third country, shall calculate the total risk exposure
amount pursuant to Article 92(3) and (4) of the Regulation, and the capital requirements

a) for credit risk pursuant to Articles 107 to 311 of the Regulation;

b) for operational risk pursuant to Articles 312 to 324 of the Regulation;

c) for market risk pursuant to Articles 325 to 377 of the Regulation;

d) for settlement risk pursuant to Articles 378 to 380 of the Regulation; and

e) for credit valuation adjustment risk pursuant to Articles 381 to 386 of the Regulation.

Application of a branch of a bank established in a third country, for a consent to the use of a
special approach, or to a change of a special approach

Article 58

(1) An application for a consent to the use of one of the special approaches for calculating
the capital requirement, or for a consent to a change of the approach used (hereinafter the
“application for a consent”), shall be submitted by a branch of a bank established in a third country,
to the Czech National Bank, separately in respect of each special approach for calculating the
capital requirement; a special approach shall mean an internal approach.
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(2) An application for a consent shall contain basic details and annexes, on the
understanding that the information and facts provided as part of the basic details and annexes shall
enable the Czech National Bank to verify compliance with the requirements stipulated for the
special approach concerned.

Article 59

(1) In addition to the general elements, the basic details of an application for a consent,
submitted to the Czech National Bank, shall also contain

a) a specification of what special approach, and as of what date, the branch of a bank established in
a third country, intends to use;

b) a list of the annexes that form part of the application; and

c) the applicant’s affidavit to the effect that all of the information and facts provided by it, and all
of the papers and documents submitted, are up-to-date, complete and true.

(2) If a branch of a bank established in a third country, applies with the Czech National
Bank for a consent to the simultaneous use of two or more special approaches, and if the same
papers and documents are required for the approval of such approaches, the branch of a bank
established in a third country, shall submit them only once, on the understanding that, in the
application for a consent, the branch shall state in relation to which application and when such
papers and documents were submitted.

Article 60

(1) In the case of an application for a consent to the use of one of the special approaches for
calculating the capital requirement, submitted to the Czech National Bank, the annexes contained in
the list pursuant to Article 59(1)(b) hereof shall include

a) the documentation on the organization, strategy, system and processes for managing the relevant
risk;

b) the documentation on the system for measuring the relevant risk;
c) the documentation on the procedure for implementing the relevant special approach;

d) the self-assessment for the relevant special approach, prepared by the section responsible for
managing the relevant risk, with the support, where necessary, of the internal audit section, or
also with the support of an auditor or consultants; and

e) a list of all relevant documents that are available at the branch of a bank established in a third
country, and that relate to the system for managing and measuring the risk in respect of which
the branch wishes to apply the special approach, on the understanding that the branch of a bank
established in a third country, shall be able to provide such documents to the Czech National
Bank at its request.

(2) Inthe case of an application for a consent to the use of a special approach, the annexes to
the application shall clearly and completely document compliance with the Regulation’s
requirements for the relevant internal approach.

(3) If the method chosen by a branch of a bank established in a third country, to implement a
special approach so requires, the branch of a bank established in a third country, shall also submit
other papers or documents in addition to those referred to in paragraphs 1 and 2 above and in
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Article 59(1) hereof, so that the application clearly and completely documents compliance with the
Regulation’s requirements for the relevant internal approach.

(4) If a branch of a bank established in a third country, previously submitted to the Czech
National Bank the papers or documents required in an application for a consent, or a part thereof,
the branch shall only submit those papers or documents that have been altered in the meantime. The
previously submitted and still valid papers and documents shall be indicated in the application by a
branch of a bank established in a country other than a Member State. In such case, a branch of a
bank established in a third country, shall state in an attached affidavit that these papers and
documents remain unaltered.

Article 61

(1) The documentation on the organization, system and processes for managing the relevant
risk shall include

a) the overall strategy and the strategy for managing the relevant risk;

b) a summary of the organizational structure, responsibilities, powers and information flows in
managing the relevant risk;

c) asummary of the process for verifying the relevant special approach;

d) a summary of and reports on both assurance and consulting audits carried out by the internal
audit section or by another similar section or by an auditor;

e) minutes of the meetings of the management and advisory bodies of the branch of a bank
established in a third country, regarding the relevant area; and

f) further documentation demonstrating the manner of compliance with the requirements for the
organization, system and processes for managing the relevant risk.

(2) The documentation on the system for measuring the relevant risk shall include

a) an adequate classification of risks, exposures or portfolios that is used for the relevant approach,
and the criteria thereof;

b) asummary of all the methodologies and models used, and the manner of their use by the branch
of a bank established in a third country, from the relevant perspectives such as, for instance, the
coverage of the classes of exposures, geographical areas, business units or lines of business, of
the types of risks or losses through measurement;

c) adescription and explanation of all the methodologies and procedures used,;

d) a description of the information technology structure, of the system and database environment,
of the software used; and

e) further documentation demonstrating the manner of compliance with the requirements for the
system for measuring the relevant risk.

(3) The documentation on the procedure for implementing the relevant special approach
shall include

a) the development of the methodology for measuring the relevant risk, if developed by the branch
of a bank established in a third country;

b) a description of the implementation of the information system for measuring and managing the
relevant risk;
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9)

h)

a summary of the training sessions for employees held in relation to the relevant special
approach;

a description of the procedure used to migrate from the existing system to the new one;

procedures used to change the extent to which the methods or models are used, to reflect
significant changes in the methods or models within the scope of the relevant approach;

procedures for the continuous evaluation of suitability of the models, methods and procedures
used, including a plan for audits of the models’ suitability;

a summary of the areas for the use of the relevant special approach in the processes of the
branch of a bank established in a third