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A Opening Statement of the Chairman of the Board of Directors

The volume of contracts for the financing of activities pursued by Czech exporters and
investors as well as their international partners in the form of loans, guarantees, and other 
products of the Czech Export Bank reached almost CZK 20 billion in 2006. We noted a 4 % 
increase of this basic factor as against the previous year. The contracts covered almost 81 % 
of direct support extended to foreign trade transactions (i.e. export credits, guarantees, 
financing of investments). The balance of 19 % of the volume of the executed contracts 
related to the financing of production for export, which confirms the high level of interest on 
the part of exporters in comprehensive financing of their export projects and the bank’s 
capability of satisfying such interest. 

The year 2006, viewed from the angle of economic results and in particular according to the 
structure of the volume of executed contracts, represents a reliable basis for growth both in 
the overall drawing on loans and the state of the loans, despite the permanent strengthening of 
the exchange rate of the Czech crown towards the main contractual currencies in the portfolio 
of granted loans.

Evaluation of the results of commercial activities from the point of view of the volume of 
executed contracts and the segment orientation shows that the Czech Export Bank – in its 
eleventh year – managed to address the demands generated by its clients, focused in particular 
on support for exports or investments in energy projects and on support for exports of 
engineering plants. Those two major groups of goods cover a full 88 % of the volume of all 
executed contracts. A significant group is represented by small and medium-sized enterprises
in the Czech Export Bank’s portfolio; the bank has executed contracts to the volume of almost 
CZK 1 billion with them. 

From the territorial point of view, almost the entire loan portfolio of the Bank has been 
generated in respect of countries, which absorb a mere 15 % of the overall Czech exports. It is 
particularly in those countries where the perception of the brand, history, negotiating skills, 
and – of course – the ability to comply with the demand for financing in the bid, or often 
above-standard requirements or conditions, play the most important role in the decision-
making by the local customers whether they would want to enter into contracts with Czech 
entities. The territorial priorities of Czech exporters, who sought export financing from the 
Czech Export Bank in 2006, were unequivocal. They preferred the CIS (Commonwealth of 
Independent States) countries and in particular the Russian Federation as the target countries 
for their exports. The volume of contracts executed with them by the Czech Export Bank 
represented a full 71 % of all concluded contracts, while the contracts on financing exports to 
the Russian Federation then represented more than 40 %. Interest continues to be focused on 
the Asian territories, for example, Vietnam or Mongolia, and Georgia as a new country; 
interest in the Balkans is ongoing. 

The Czech Export Bank is an integral part of the system of the State support for exports, 
within which, together with EGAP, it has resolved the majority of its commercial cases, while 
sharing experience and knowledge of the territories with CzechTrade in its advisory work. It 
is at the same time firmly anchored in the banking community, because it cooperates closely 
with Czech commercial banks in resolving the requirements of Czech companies, both on a 
bilateral and a multilateral basis, as well as within the specialised body of the Czech Banking 
Association, namely the Working Group for Export Financing. 
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The Czech Export Bank has been targeting its strategy on significantly complementing and 
strengthening its own goodwill with that of the Czech Republic. Czech Export Bank funding 
represents a kind of secondary certificate of origin of the goods and complements and 
strengthens the term ‘Czech made’ in certain territories of priority interest. Thus, we see here 
an organic link bringing benefits to both of the brands, however, in line with the Czech Export 
Bank’s mission, particularly to Czech exporters and investors. 

Ing. Josef Tauber

Chairman of the Board of Directors 
of the Czech Export Bank, a.s.
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g) trading on its own account or on clients’ account in foreign currencies and in gold to the 
extent of:

- trading on its own account in pecuniary means denominated in foreign 
currencies;

- trading on its own account or on clients’ account in negotiable securities 
issued by foreign governments;

- trading on its own account or on clients’ account in the rights and 
obligations appraisable in money that derive from the above-mentioned 
foreign currencies;

- trading on its own account in foreign bonds;
h) investing in securities on its own account to the extent of:

- negotiable securities issued by the Czech Republic, the National Property 
Fund, the Czech National Bank and foreign governments;

- investing in foreign bonds and mortgage bonds;
- investing into securities issued by legal entities with registered office in 

the territory of the Czech Republic;
i) provision of banking information;
j) provision of investment services including:

- complementary investment services pursuant to section 8(3)(d) of the 
Securities Act No. 591/1992 Coll., as amended, consulting services with 
respect to capital structure, industrial strategy and related issues, as well as 
provision of consultations and services with respect to mergers and 
acquisitions of companies; 

k) activities that are directly related to the activities mentioned in the Bank’s banking 
licence.

The CEB does not operate through any branches.

3. Mission and Role of the Czech Export Bank 

The Bank enables Czech exporters through provision of supported financing to compete in the 
global market on terms comparable with those of the main competitors in other advanced 
countries. It thus complements services offered by the commercial banking sector with the 
financing of export operations in those areas where this sector does not focus on for 
commercial reasons.

4. Position on the Local Banking Market

The CEB is a highly specialised banking institution, directly or indirectly fully owned by 
the State. Its activities are fully covered by the existing legislation applicable to the banking 
sector, in particular the Banking Act No. 21/1992 Coll., as amended, and its main objects, 
which consist of providing State support for exports, are governed by Act No. 58/1995 Coll., 
governing insurance and financing of exports with State support and amending the Supreme 
Audit Bureau Act No. 166/1993 Coll., as amended (hereinafter “Act No. 58/1995 Coll.”). 
Under the Act, the CEB has been authorised to arrange for financing of exports with State 
support in the Czech Republic (hereinafter “Supported Financing”). The scope of any services 
rendered and the objects are governed by the banking licence issued to the CEB by the Czech 
National Bank.
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The CEB reflects the demands of local exporters for the financing of exports and 
constantly expands the supply of its products. It monitors the interaction of the State pro-
export policy focused on territories with high, though not yet fully attained, potential for the 
realisation of Czech goods and the rapidly growing interest of exporters and investors in such 
countries. The State, through the mediation of the CEB, also supports exports of such goods, 
which the commercial banks do not want or cannot finance, in particular due to such goods’ 
perceived unacceptable export credit risk. Most clients of the CEB are advanced and 
experienced exporters who strive to find new markets and to return to the original traditional 
markets. Additional clients of the CEB are small and medium-sized exporters to whom the 
CEB offers its services efficiently.

The CEB’s specific position is seen from the comparison of the volume share of exports 
in view of the risk inherent in the export target country against the overall exports of the 
Czech Republic and, using the same angle, from another comparison of the state of loans 
rendered in view of the risk inherent in the export target country by the CEB against the 
overall state of the loans from the CEB. The OECD uses a scale between 0 and 7 to classify 
the countries by risk, where 0 is the least and 7 is the most risky country.

Source: CSU export statistics and the CEB

The CEB ranks as a small bank among the major banks. However, thanks to its niche 
specialisation in financing exports mainly in foreign currencies, its position, particularly in the 
field of export loans, ranks it high among some other substantially more important banks 
involved in the Czech Republic.

71%

1%

9%

0%

11%

20%

1% 0%
5%

30%

1%

35%

1% 4% 1%

10%

0%

10%

20%

30%

40%

50%

60%

70%

80%

0 1 2 3 4 5 6 7

Comparison of Structure of Exports from Czech Republic and Structure of 
Credits Rendered by CEB in 2006 According to Risk Rate of Export Target 

Countries  (Risk rate classification according to the OECD)

Structure of exports from Czech Republic

Structure of credits rendered by CEB



8

31 December 2006 (in CZK million)
Banks in the 

Czech Republic 
Total

CEB
Share of 

CEB

Total assets 3,132,514 25,675 0.82%

Including: deposits, credits, and other receivables from other banks 371,849 12,385 3.33%

in CZK 189,562 750 0.40%

in FX 182,287 11,635 6.38%

Including: credits and other receivables from clients 1,263,654 9,009 0.71%

in CZK 1,072,015 42 0.00%

in FX 191,639 8,967 4.68%

Including in FX for current assets, exports, imports, stock 41,848 7,981 19.07%

Source: CNB bank statistics December 2006 and the CEB

The CEB raises finance (funds) for its activities in monetary and capital markets. It is 
very important for the CEB’s creditors that its liabilities from repayment of the funds raised 
and other operations in the financial markets are guaranteed by the State under Act No. 
58/1995 Coll. This fact enables the Bank to raise funds in these markets to the extent and 
under the conditions similar to those that apply to other banks.

5. International Cooperation

In 2006, as in the previous years, the CEB also participated in the activities of key 
institutions, which deal with international rules for state-supported export financing and 
working groups for export credits of the OECD and the Council of the European Union, with 
the goal of developing such rules in the interest of Czech exporters. At the same time, such 
activity guarantees that the export financing conditions offered by the CEB do not lag behind 
the conditions provided by the export banks of the other OECD member states. In 2006, both 
institutions focused their activities, among other things, on the implementation of the OECD 
Convention on Combating Bribery in International Business Transactions, stricter rules for 
the assessment of impacts of exports on the environment, and cooperation with supranational 
financial institutions in ensuring sustainable indebtedness of the poorest nations. The CEB 
applies any adopted conclusions in its work in full. At the same time, negotiations have been 
launched about the potential extension of the rules applicable to the OECD Consensus also to 
the non-Member Countries, and about a principled easing of the rules of the Consensus for 
financing local costs.

In the area of inter-bank cooperation, the CEB focused, in compliance with its clients’ 
needs, on the extension of the number of partner banks in the target countries of Czech 
exports. Further inter-bank agreements were executed covering bilateral cooperation in the 
financing of Czech exports and the implementation of joint projects in third countries.
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III. Selected Financial Indicators 

Unit 2006 2005

Financial results 

Net interest income CZK million -70 37

Net income from fees and commissions (including subsidies) CZK million 323 101

Net income from financial operations CZK million 68 99

Impairment losses CZK million -1 - 95

Total operating expense CZK million 187 169

Other operating income CZK million 0 1

Income tax expense CZK million -34 - 4

Net profit CZK million 99 - 30

Balance sheet

Total assets CZK million 25,675 25,776

Due from customers CZK million 9,009 7,807

Due from banks CZK million 12,385 14,871

Client deposits CZK million 1,933 744

Deposits of banks CZK million 4,487 4,359

Bonds in issue CZK million 16,309 18,173

Total equity CZK million 2,574 2,459

Ratios 

Return on average equity (ROAE) % 4.07 - 1.32

Return on average assets (ROAA) % 0.41 - 0.11

Capital adequacy (according to CNB) % 67.45 86.37

Other data

Average numbers of employees employees 114 126

Provided guarantees CZK million 2,946 2,604

Credit commitments CZK million 13,245 2,077

Rating – long-term liabilities

Moody’s - Aa1 A1

Standard & Poor’s - A- A-
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2. Commercial Results 

Newly concluded credit financing and guarantee contracts worth almost CZK 20 billion 
represented an increase of 4 % as against the previous year, and close to 81 % of them related 
to direct support for foreign trade transactions (i.e. export credits, guarantees, financing of 
investments). The key drivers of this development were the contracts for the financing of 
infrastructure projects concluded. The remaining portion consisted of financial operations 
prior to the realisation of own exports (i.e. financing of production for export), which is part 
of the subsequent financing of exports. A full 19 % of the volume of executed contracts for 
the financing of production for export proves the enormous interest exporters have in the 
comprehensive financing of their export projects including the purchase of material, its 
processing, purchase of sub-deliveries and other production-related services.

The CEB’s operations are not confined to any specific territories or commodities, even 
though the CEB pursues the priority goals determined by the Czech Government’s pro-export 
policy and is linked to traditional export articles. A key factor characterising the CEB’s 
activities in 2006 is a fact that exporters, when compared to 2005, required much more 
financing for their exports into countries which for whatever reasons are not in priority 
positions on the list of countries most Czech exports are delivered to. These are either very 
distant countries or countries with a higher level of export credit risks where State support is 
required or is even inevitable.

Similarly, financial support for exports secured by CEB is available not only to major 
exporters, but also to small- and medium-sized enterprises whose production exports 
represent a significant area of their future growth, and an impulse for technical innovation, 
and – all in all – a factor in boosting permanent competitiveness. The same holds true for such 
small- and medium-sized exporters, which find themselves only at the initial stages of 
development of their export activities.
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Given the structure of financed entities by size within the CEB’s export financing, the 
share of small- and medium-sized enterprises has been fairly significant. It is natural that 
mainly stronger exporters penetrate more remote territories with a higher territorial risk where 
large exporters deliver capital investment-type goods, while small- and medium-sized 
exporters target countries directly bordering on the Czech Republic or EU countries with 
repeated supplies of serial commodities. The analysis of the CEB’s activities focused on co-
operation with small- and medium-sized enterprises (hereinafter “SMEs”) was performed 
based on the application of SME criteria, as applied by the Ministry of Industry and Trade for 
use of EU structural funds.

The CEB’s export finance products also enable SMEs to use, due to the nature of their 
exports, state-subsidised medium- and long-term export credits. Whereas the share of the 
SMEs in the volume of the executed contracts dropped roughly to half, the share taken by the 
SMEs in the overall state of credits increased, as well as the share of those exporting entities 
in the overall draw-down of credits.

The year 2006, if viewed according to the results of the commercial activities, and in 
particular according to the structure of the volume of executed contracts, represents a reliable 
basis for both an increased overall draw-down on credits, on the state of credits in the years to 
come, despite anticipated further strengthening of the exchange rate of the Czech crown 
against the main contracted currencies.

When assessing the results of the commercial activities from the point of view of the 
volume of executed contracts and its characteristic features, the year 2006 was a year in which 
the CEB again played an important role in financing exports of important commodities, i.e. 
exports of energy and engineering plants. Those two major groups of goods share a full 88 % 
of the volume of executed contracts.

The territorial priorities of Czech exporters, who sought export financing from the CEB 
in 2006, were unequivocal. The volume of contracts in respect of the CIS countries, which 
CEB executed with exporters, represented a full 71 % of all executed contracts, while the 
contracts on financing exports to the Russian Federation amounted to more than 40 %
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As at 31 December

The currency structure of credits continued to be dominated by USD, even in 2006. 
However, the share of credits in this currency fell by a significant 1380 base points in year-
on-year terms, almost exclusively in favour of EUR. The rate of growth of the EUR share as 
the contractual currency in the overall position of the credits rendered substantially increased 
as compared to the previous two years. The reason is that newly executed contracts covered 
financing of such commercial cases, which had EUR as their contractual currency. In this 
way, they respond to the envisaged more stable development of the exchange rate of the 
Czech crown against EUR, as against the curve of the exchange rate of USD. Credits provided 
in CZK and GBP make up just a small portion of the total loans.
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A drop by almost 1400 base points in the relative year-on-year state of credits 
rendered to banks, and the trend of strengthening the state of client credits recorded in the 
previous year was again confirmed in 2006. As regards the type of debtors, the proportion of 
credits provided to non-bank entities was further increased, and – with a 43.2 % stake – those 
types of credits became the most important segment of the overall state of credits.

As at 31 December

As far as the structure of the credit portfolio according to the economy of the export 
target country is concerned, the balance of more than ¾  of all loans (totalling 77 %) 
represents credits designed for the financing of exports to CIS countries, the countries with 
advanced economies outside the European Union, and to the countries favouring the State
(centrally managed) economies. While the share of loans for the financing of exports to CIS 
countries increased significantly year-on-year from 24.2 % up to 34.4 %, the share of all of 
the remaining groups of countries slightly dropped in the year-on-year comparison. The 2006 
development trend reflects a high acceleration of interest in exporting to CIS countries as 
such, and the CEB’s capability to meet the increased interest in full. It also shows increased 
confidence on the part of Czech exporters and banks in their partners, in particular, on the 
Russian market.
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As at 31 December

The Russian Federation, Turkey, and the People’s Republic of China represent those 
target countries whose total share in the overall state of credits according to the export target 
country represents 68 % of the total state of the credits (a year-on-year increase of 3 %). Out 
of the countries, which hold 3 % and more of the overall state of credits, only the Russian 
Federation increased its stake, and it did it very significantly, from 15.8 % up to 24.0 %. 
Other countries, whose total share in the overall state of credits according to the export target 
country did not exceed 3 %, increased their share approximately by 190 base points.  The 
detailed structure of the credits provided by the target export country is shown in the 
following graph.
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The share of loans provided to SMEs in the overall state of credits increased year-on-year 
as compared to 2005 from 3.4 % up to 5.2 %.  It is important that this growth is also absolute, 
not only in relative figures. The 2006 developments confirm that the CEB is capable of 
covering the growing demand for financing of exports also in the SME segment, irrespective 
of whether it is an area supported by financing with or without any subsidies.

Structure of state of credits 31 December 2005 31 December 2006 

by contractual currency in CZK mil. Share in % in CZK mil. Share in %

Total credits 20,241 100.0% 17,797 100.0%

Including: Total SMEs 696 3.4% 927 5.2%

Including:
subsidised 
financing

563 2.8% 623 3.5%

non-subsidised 
financing 

133 0.6% 304 1.7%

Credit portfolio structure as at 31 December 2006 by
the export target country

(Totalling CZK 17,797,000,000)

Turkey

22.6%
People's Republic 

of China

20.0%

Russian 

Federation

23.3%
Ukraine

4.1%

Bulgaria

5.4%

Uzbekistan

3.2%

Iran

7.5%

Philippines

3.5%

17 other 

countries sharing 

less than 3 %

10.4%



22

V. Financial Management, Financial Results and State of Assets

1. Assets and Liabilities

The total assets of the CEB reached the amount of CZK 25.7 billion in 2006. Both their 
volume and their structure have been stable in the long run. They derive from the long-term 
planned projection of the development of active commercial transactions, to which the 
liability side of the balance sheet is adjusted.

Out of the overall volume of the resources, own funds represent 10.03 %, while debt in 
the form of liabilities towards financial institutions as well as towards non-banking entities 
amounts to 89.97%. Issues of bonds both in foreign currency and in CZK form the 
fundamental and long-term stable source of financing of all CEB activities related to export 
supports. The resources obtained in this manner and expressed in CZK amounted to 
16.3 billion and they currently cover more than 90 % of the Bank’s credit activities. The 
CEB’s resources are further complemented by both long- and short-term loans from banks in 
the amount of approximately CZK 4.5 billion and resources received from non-banking 
entities, particularly in the form of term and special-purpose fixed deposits of
CZK 1.9 billion. The volume of the shareholders’ equity of the Bank was CZK 2.6 billion 
including the profit generated by the CEB. In 2006, the CEB generated profit of 
CZK 99 million.

As far as the structure of resources is concerned, compared to the previous year, the 
volume of funds deposited by clients on term accounts increased, as one of the forms of 
collateral covering the CEB’s funds provided within the framework of supported financing. 
The CEB’s liabilities toward its clients also increased as a result of higher deposits on their 
current accounts. Resources obtained from bond issues decreased only in their CZK 
expression due to decrease of the CZK/USD exchange rates in the course of 2006. In a year-
on-year comparison, other liabilities of the CEB increased, also in relation to the CEB’s 
obligation towards EGAP to pay insurance premiums of CZK 127 million for a client of the 
CEB.

Liabilities Actual Actual Y-on-Y index 
in CZK million 31 Dec. 2005 31 Dec. 2006

1 2 2/1
Due to banks 4,359 4,487 102.94
Due to customers 744 1,933 259.81
Derivative financial instruments and other trade liabilities 8 5 62.50
Bonds in issue 18,173 16,309 89.74
Other liabilities 33 327 990.91
Income tax payable 0 40 x
Deferred income tax 0 0 0.00
Total liabilities 23,317 23,101 99.07
Share capital 1,850 1,850 100.00
Retained earnings 33 101 306.06
Statutory reserve 350 370 105.71
Fair value reserve -1 15 -1,500.00
Export risk reserve 227 238 104.85
Total equity 2,459 2,574 104.68

Total equity and liabilities 25,776 25,675 99.61
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The following diagram shows the structure of liabilities and equity: 

As far as the application of resources is concerned, the most important part of the 
assets continues to be represented by receivables from loans, which form almost 69 % of the 
CEB’s total assets. The total value of the credit portfolio dropped year-on-year. A significant 
decline was recorded in the area of receivables from loans provided to financial institutions, in 
respect of which almost all credit cases of any significant volume have been at the stage of 
repayment.

Any temporarily available funds, which have not been placed as credits, have been 
appreciated in the form of inter-bank operations performed on the financial market, including 
reverse repo transactions with the central bank. In the course of 2006, the CEB preferred to 
invest its available financial funds in high-quality and at the same time liquid securities. 
Higher funds in the category of other assets is linked to receivables held by the CEB in 
respect of its clients from which the CEB temporarily paid their insurance premiums to EGAP 
and which will be repaid by those clients.

Assets Actual Actual Y-on-Y index 
in CZK million 31 Dec. 2005 31 Dec. 2006

1 2 2/1
Cash and deposits with central banks 435 371 85.29
Treasury bills 448 739 164.96
Due from banks 14,871 12,385 83.28
Due from clients 7,807 9,009 115.40
Traded securities 0 0 0.00
Financial derivatives 1,157 1,427 123.34
Investment securities 880 1,056 120.00
-available -for-sale 539 692 128.39
-held-to-maturity 341 364 106.74

Intangible assets 26 17 65.38
Tangible assets 8 10 125.00
Other assets 73 615 842.47
Current income tax assets 49 0 0.00
Deferred tax assets 22 46 209.09
Total assets 25,776 25,675 99.61
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The following diagram shows the structure of assets:

2. Profit Generation

In 2006, the CEB generated profit after tax in the total amount of CZK 99 million. The 
financial management of the CEB reflected the system change1 in the payment of operating 
costs incurred by the CEB in providing State support for exports from a portion of interest 
collected in respect of some selected credit receivables.

The profit is mainly generated from net income from fees and commissions, as well as 
from gains from transactions with derivatives, which the CEB applies in order to hedge 
exchange rate or interest rate risks. The amount of profit is also favourably affected by the 
relatively low requirements for impairment provisions due to implemented restructuring of 
classified receivables, and related realisation of hedging instruments upon their write-off.

The year-on-year drop of interest received only relates to lower revenues from credit 
transactions due to a decline in the volume of the credit portfolio, particularly as far as loans 
granted to banks are concerned, and the further drop in the interest rates. Losses generated 
from the provision of products of supported financing are covered from the State budget, in 
keeping with Act No. 58/1995 Coll. According to that Act, loss in particular consists of 
differences between received interest from loans provided to both banking and non-banking 
entities and costs incurred in obtaining resources on the financial markets, as well as costs of 
additional adjustments in respect of some selected credit receivables. The CEB applied its title 
to subsidies of CZK 289 million in 2006. 

                                                                   
1 As it ensues from the amended Act No. 58/1995 Coll., governing financing and insuring of State supported 
exports

Structure of assets of the CEB as at 31 Dec. 2006
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Financial result structure Actual Actual Year-on-Year 
in CZK million 31 Dec. 2005 31 Dec. 2006 index

1 2 2/1
Net interest income 37 -70 x
Net fee and commission income -15 34 x
Net trading income 99 68 68.69
Net profit from securities held at fair value through profit or 
loss -8 0 x
Gains less losses from investment securities 8 0 x
State subsidy 116 289 249.14
Loss on impaired loans -94 -1 1.06
Other operating expense -169 -187 110.65
Operating profit before tax -26 133 x
Income tax -4 -34 850.00

Profit for the financial year -30 99 x
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2. Investing Available Resources

The CEB kept placing its share capital in inter-bank and capital market products during
2006. The CEB was following a conservative strategy in investing its registered capital funds 
predominantly in low credit risk securities according to the investment rating. CEB is not 
focused on any active trading in securities and it mostly holds the instruments bought to 
maturity.

The largest proportion of the securities portfolio is represented by investments in treasury 
bonds and treasury notes and also by investments in foreign corporate bonds denominated in 
CZK and investments in mortgage debentures. Idle funds were placed on the inter-bank 
market in bank deposits and repo transactions with CNB. In the case of transactions on the 
inter-bank market, the CEB acted therefore mostly on the active side. The structure of 
investing share capital and reserve funds as at 31 December 2006 in the amount of CZK 2,350 
million is shown in the following chart.

Structure of investing share capital and reserve funds
 as of 31 December 2006

Depo
20%

Repo
7%

Treasury bills
30%

Bonds
37%

Mortgage 
bonds

6%

Temporarily free supported financing funds were deposited on the inter-bank market 
mostly as short-term deposits, in order to ensure their high liquidity. Short-term liquidity 
needs were primarily covered from the inter-bank market, and/or with help of currency swaps. 
Throughout 2006, the inter-bank market was mainly used, which helped to reduce further the 
CEB’s cost of financing. The CEB used financial derivatives to hedge against interest and 
exchange rate risks.

Currency structure of resources from financial markets 
as of 31 December 2006  

(CZK 19,412,000,000 in total)

CZK
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USD
60%
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II. Human Resources

1. Relationships with Employees

As at 31 December 2006, the CEB had 114 employees, which is 5 employees less than 
at the end of 2005.

The CEB sees as one of its key goals in the area of human resources the ensuring of 
the required level and professionalism of its employees in all spheres of activity. Beside, CEB 
concentrates on recruiting and maintaining people who possess capabilities and potentials to 
achieve such high performance standards as expected from them by the CEB.

In order to achieve the above-described goal, the CEB ensures the internal justice of 
the remuneration system. It means that employees receive identical salaries for identical work 
of identical value, while respecting the situation prevailing on the labour market. A CEB 
employees’ salary also contains a variable portion, which is designed, among other things, to 
help motivate employees in fulfilling the bank’s strategic, financial and commercial targets.

The CEB supports the professional growth of its employees and the development of 
their specialist knowledge through providing them with an option of professional training, 
both external and internal. CEB also provides to its employees language courses, and 
management courses for managers. Education is implemented by the CEB on the basis of the 
personal development plans of employees.

CEB employees are entitled to employee benefits, which are designed to contribute to 
their higher satisfaction and stabilisation. Some benefits are provided to all employees (e.g., 
canteen meals and contributions to complementary pension insurance, subject to their length 
of employment with the CEB), others have been differentiated depending on the prevailing 
situation or topical requirements for employees (e.g., interest-free loans for accommodation 
and rewards payable on personal jubilees). The employee benefit system also includes an 
optional list of employee benefits within which the employees are free to opt for their own 
manner of application of funds earmarked within it according to their personal preferences 
(so-called ‘cafeteria’).

The CEB employees regularly receive information about the profit/loss, including the 
CEB’s position on the financial market in the Czech Republic, information about its internal 
procedural and organisational modifications, and any other significant facts, by way of regular 
sharing information from sessions of the Board of Directors and press releases. Also, 
communication meetings between CEB management and the employees are regularly held. 
Further communication tools available include so-called ‘open door days’ to the CEO’s 
office, and boxes where the employees may place their queries, suggestion and comments.

The CEB’s employees elect, pursuant to relevant provisions of Act No. 513/1991 
Coll., the Commercial Code, as amended, their representatives to the CEB’s Supervisory 
Board.
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2. Organisational Chart of the Czech Export Bank, a.s.
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The notes on pages 51 to 97 are an integral part of these financial statements. 

Note 2006 2005
CZK’m CZK’m

Interest and similar income 6 1,051 1,222
Interest expense and similar charges 6 (1,121) (1,185)

Net interest income 6 (70) 37

Fee and commission income 7 42 27
Fee and commission expense 7 (8) (42)

Net fee and commission income 7 34 (15)

Net trading income 8 68 99
Gains less losses from securities at fair value through 
profit or loss - (8)
Gains less losses from investment securities - 8
State subsidy 31 289 116
Impairment losses on loans 9 (1) (94)
Operating expenses 10 (187) (169)

Operating profit/loss before income tax 133 (26)

Income tax expense 12 (34) (4)

Profit/loss for the year 99 (30)

Year ended 31 December
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The notes on pages 51 to 97 are an integral part of these financial statements. 

Note 2006 2005
CZK’m CZK’m

ASSETS
Cash and balances with central bank 13 371 435
Eligible bills 14 739 448
Loans to banks 15 12,385 14,871
Loans to customers 16 9,009 7,807
Derivative financial instruments 17 1,427 1,157
Investment securities 18 1,056 880

 - available-for-sale 692 539
 - held-to-maturity 364 341

Intangible assets 19 17 26
Equipment 20 10 8
Other assets 21 615 73
Current income tax assets - 49
Deferred income tax assets 26 46 22

Total assets 25,675 25,776

LIABILITIES
Due to banks 22 4,487 4,359
Due to customers 23 1,933 744
Derivative financial instruments 17 5 8
Debt securities in issue 24 16,309 18,173
Other liabilities 25 327 33
Current income tax liabilities 40 - 

Total liabilities 23,101 23,317

EQUITY
Share capital 27 1,850 1,850
Retained earnings 101 33
Statutory reserve 28 370 350
Export risk reserve 28 238 227
Revaluation reserve 28 15 (1)

Total equity 2,574 2,459

Total liabilities and equity 25,675 25,776

As at 31 December
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The notes on pages 51 to 97 are an integral part of these financial statements.

Note
Share  

capital
Retained 
earnings

Statutory 
reserve

Export risk 
reserve

Reva-
luation 
reserve        Total

CZK’m CZK’m CZK’m CZK’m CZK’m CZK’m

At 1 January 2005 1,750 83 330 227 3 2,393

Change in Available for sale, net of tax 28 - - - - (4) (4)
Net profit/(loss) for the year - (30) - - - (30)

Total recognised income/(loss) - (30) - - (4) (34)

Increase of share capital 27 100 - - - - 100

Transfer to statutory reserve - (20) 20 - - - 

At 31 December 2005 1,850 33 350 227 (1) 2,459

Change in Available for sale, net of tax 28 - - - - 1 1

Change in cash flow hedges, net of tax 28 - - - - 15 15
Net profit/(loss) for the year - 99 - - - 99

Total recognised income/(loss) - 99 - - 16 115

Transfer to export risk reserve - (11) - 11 - - 

Transfer to statutory reserve - (20) 20 - - - 

At 31 December 2006 1,850 101 370 238 15 2,574
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The notes on pages 51 to 97 are an integral part of these financial statements.

Note 2006 2005
CZK’m CZK’m

Cash flows from operating activities
Interest received 875 512
Interest paid (1,055) (1,154)
Net fee and commission received 46 22
Net trading and other income (107) (1,251)
Recoveries on loans previously written off - 102
Cash payments to employees and suppliers (162) (81)
Income and other taxes paid/reimbursed 8 (54)
Net cash from/(used in) operating activities before 
changes in operating assets and liabilities (395) (1,904)

Changes in operating assets and liabilities
Net (increase)/decrease in loans to banks 574 6,673
Net (increase)/decrease in loans to customers (630) (837)
Net (increase)/decrease in other assets/liabilities 93 (944)
Net increase/(decrease) in due to banks 423 (2,336)
Net increase/(decrease) in due to customers 1,242 186

Net cash from operating activities 1,307 838

Cash flows from investing activities
Purchase of fixed assets (15) (13)
Purchase of securities (1,729) (3,090)
Proceeds from sale of securities 1,302 1,925

Net cash from/(used in) investing activities (442) (1,178)

Cash flows from financing activities
Receipts from issue of ordinary shares - 100
Receipt from share capital contribution which has not 
been registered 17, 31 150 - 
Repayments of state subsidy 31 - (194)
Receipts of state subsidy 31 271 62

Net cash from/(used in) financing activities 421 (32)

Effect of exchange rate changes on cash and cash 
equivalents (2) (2)

Net increase/(decrease) in cash and cash equivalents 1,284 (374)

Cash and cash equivalents at beginning of year 30 2,024 2,398

Cash and cash equivalents at end of year 30 3,308 2,024

Year ended 31 December
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2 ACCOUNTING POLICIES (continued)

(c) Foreign currency translation (continued)

There were the following foreign exchange rates for Czech crown against the main foreign 
currencies:

(d) Derivative financial instruments

In the normal course of business the Bank is a party to contracts for derivative financial 
instruments including cross-currency interest rate swaps, interest rate swaps, forward rate 
agreements (“FRA”), currency swaps and currency forward.

Derivatives are initially recognised at fair value on the date on which a derivative contract 
is entered into and are subsequently remeasured at their fair value. Fair values are obtained 
from discounted cash flow models. All derivatives are carried as assets when fair value is 
positive and as liabilities when fair value is negative. 

The best evidence of the fair value of a derivative at initial recognition is the transaction 
price (i.e. the fair value of the consideration given or received) or based on a valuation 
technique whose variables include only data from observable markets. When such 
evidence exists, the Bank recognises profits or losses immediately.

The Bank started to designate certain derivatives as hedges of the fair value of recognised 
assets or liabilities in 2005. Changes in the fair value of derivatives that have been 
designated and qualify as fair value hedges are recorded in the income statement, together 
with any changes in the fair value of the hedged asset or liability that are attributable to the 
hedged risk.

If the hedge no longer meets the criteria for hedge accounting, the adjustment to the 
carrying amount of the hedged interest bearing financial instrument is amortised to profit 
or loss over the period to maturity.

The Bank has classified one hedging transaction as a cash flow hedge for the first time in 
2006. The effective portion of changes in the fair value of derivatives that are designated 
and qualify as cash flow hedges are recognised in equity. The gain or loss relating to the 
ineffective portion is recognised immediately in the income statement, in Net trading 
income.

USD EUR

31 December 2006 20.876 27.495
31 December 2005 24.588 29.005
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2 ACCOUNTING POLICIES (continued)

(d) Derivative financial instruments (continued)

Amounts accumulated in equity are recycled in the income statement in the periods when 
the hedged item affects profit or loss. 

When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria 
for hedge accounting, any cumulative gain or loss existing in equity at that time remains in 
equity and is recognised when the forecast transaction is ultimately recognised in the 
income statement. When a forecast transaction is no longer expected to occur, the 
cumulative gain or loss that was reported in equity is immediately transferred to the 
income statement.

(e) Interest income and expense

Interest income and expense for all interest-bearing financial instruments, except for those 
designated at fair value through profit or loss, are recognised within Interest income and 
‘interest expense’ in the income statement using the effective interest rate method.

The effective interest rate method is a method of calculating the amortised cost of a 
financial asset or a financial liability and of allocating the interest income or interest 
expense over the relevant period. The effective interest rate is the rate that exactly 
discounts estimated future cash payments or receipts through the expected life of the 
financial instrument or, when appropriate, a shorter period to the net carrying amount of 
the financial asset or financial liability. When calculating the effective interest rate, the 
Bank estimates cash flows considering all contractual terms of the financial instrument but 
does not consider future credit losses. The calculation includes all fees and points paid or 
received between parties to the contract that are an integral part of the effective interest 
rate, transaction costs and all other premiums or discounts.

Once a financial asset has been written down as a result of an impairment loss, interest 
income is recognised using the rate of interest used to discount the future cash flows for the 
purpose of measuring the impairment loss.

(f) Fee and commission income

Fees and commissions are generally recognised on an accrual basis when the service has 
been provided. If it is probable that the entity will enter into a specific lending 
arrangement, the commitment fee received is deferred and recognised as an adjustment to 
the effective interest rate. Loan commitment fees for loans that are not likely to be drawn 
down are recognised as revenue on a time proportion basis. Advisory and service fees are 
recognised based on the appropriate service contracts, usually on a time-apportionate basis. 
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2 ACCOUNTING POLICIES (continued)

(g) Financial assets (continued)

Regular-way purchases and sales of financial assets are recognised on the settlement date. 
Financial assets are initially recognised at fair value plus transaction costs for all financial 
assets not carried at fair value through profit or loss. Financial assets are derecognised 
when the rights to receive cash flows from the financial assets have expired or where the 
Bank has transferred substantially all risks and rewards of ownership. Financial liabilities 
are derecognised when they are extinguished – that is, when the obligation is discharged,
cancelled or expires.

Available-for-sale securities and financial assets at fair value through profit or loss are 
subsequently carried at fair value. Held-to-maturity securities and Loans and receivables 
are carried at amortised cost using the effective interest rate method. Gains and losses 
arising from changes in the fair value of the financial assets at fair value through profit or 
loss category are included in the income statement in the period in which they arise. Gains 
and losses arising from changes in the fair value of available-for-sale securities are 
recognised directly in equity, until the financial asset is derecognised or impaired at which 
time the cumulative gain or loss previously recognised in equity should be recognised in 
the income statement. However, interest calculated using the effective interest rate method 
and foreign exchange differences on debt securities are recognised directly in the income 
statement.

The fair values of quoted investments in active markets are based on current quoted prices. 
If there is no active market for a financial asset, the Bank establishes fair value using 
valuation techniques. 

(h) Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the balance sheet 
when there is a legally enforceable right to offset the recognised amounts and there is an 
intention to settle on a net basis, or realise the asset and settle the liability simultaneously.

(i) Sale and repurchase agreements

Securities purchased under agreements to resell (“reverse repos”) are recorded as loans and 
advances to other banks or customers as appropriate. The difference between sale and 
repurchase price is treated as interest and accrued over the life of repo agreements using 
the effective interest rate method.

Securities borrowed are not recognised in the financial statements, unless these are sold 
to third parties, in which case the purchase and sale are recorded with the gain or loss 
included in trading income. The obligation to return them is recorded at fair value as 
a trading liability.
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2 ACCOUNTING POLICIES (continued)

(j) Impairment of financial assets

Assets carried at amortised cost

On a quarterly basis the Bank assesses whether there is objective evidence that a financial 
asset or group of financial assets is impaired. A financial asset or a group of financial 
assets is impaired and impairment losses are incurred if, and only if, there is objective 
evidence of impairment as a result of one or more events that occurred after the initial 
recognition of the asset (a “loss event”) and that loss event has an impact on the estimated 
future cash flows of the financial asset or group of financial assets. 

Objective evidence that a financial asset or group of assets is impaired includes observable 
data that comes to the attention of the Bank about the following loss events:

(i) significant financial difficulty of the issuer or obligor;
(ii) a breach of contract, such as a default or delinquency in interest or principal 

payments;
(iii) the Bank’s granting to the borrower, for economic or legal reasons relating to the 

borrower’s financial difficulty, a concession that the lender would not otherwise 
consider;

(iv) it is becoming probable that the borrower will enter bankruptcy or other financial 
reorganisation; or

(v) the disappearance of an active market for that financial asset because of financial 
difficulties.

The Bank first assesses whether objective evidence of impairment exists individually for 
financial assets. If the Bank determines that no objective evidence of impairment exists for 
an individually assessed financial asset, it includes the asset in a group of financial assets 
with similar credit risk characteristics, in case it is possible to create such a group, 
and collectively assesses them for impairment. If there is objective evidence that an 
impairment loss on loans and receivables or held to maturity securities has been incurred, 
the amount of the loss is measured as the difference between the asset’s carrying amount 
and the present value of estimated future cash flows (excluding future credit losses that 
have not been incurred) discounted at the financial asset’s original effective interest rate. 

The carrying amount of the asset is reduced through the use of an allowance account and 
the amount of the loss is recognised in the income statement. If a financial asset has a 
variable interest rate, the discount rate for measuring any impairment loss is the current 
effective interest rate determined under the contract. 

The calculation of the present value of the estimated future cash flows of a collateralised 
financial asset reflects the cash flows that may result from foreclosure less costs for 
obtaining and selling the collateral, whether or not foreclosure is probable.
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2 ACCOUNTING POLICIES (continued)

(j) Impairment of financial assets (continued)

For the purposes of a collective evaluation of impairment, financial assets are grouped on 
the basis of the Bank’s grading process that considers asset type, industry, geographical 
location, debtor characteristics, past-due status and other relevant factors. Those 
parameters are relevant to the estimation of future cash flows for groups of such assets by 
being indicative of the debtors’ ability to pay all amounts due according to the assets 
contractual terms.

When a loan is uncollectible, it is written off against the related provision for loan 
impairment. Such loans are written off after all the necessary procedures have been 
completed and the amount of the loss has been determined. Subsequent recoveries of 
amounts previously written off decrease impairment losses recognised in the income 
statement.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease 
can be related objectively to an event occurring after the impairment was recognised (such 
as an improvement in the debtor’s credit rating), the previously recognised impairment loss 
is reversed by adjusting the allowance account. The amount of the reversal is recognised 
in the income statement.

Assets classified as available for sale

The Bank assesses at each balance sheet date whether there is objective evidence that a 
financial asset or a group of financial assets is impaired. If any such evidence exists for 
available for sale financial assets, the cumulative loss – measured as the difference 
between the acquisition cost and the current fair value, less any impairment loss on that 
financial asset previously recognised in profit or loss – is removed from equity and 
recognised in the income statement. 

If, in a subsequent period, the fair value of a debt instrument classified as available for sale 
increases and the increase can be objectively related to an event occurring after the 
impairment loss was recognised in profit or loss, the impairment loss is reversed through 
the income statement.

(k) Intangible assets

Acquired software licences are capitalised on the basis of the costs incurred to acquire and 
bring to use the specific software.

Amortisation on software is calculated using the straight-line method over its estimated 
useful life being 3 – 5 years.
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2 ACCOUNTING POLICIES (continued)

(l) Equipment

All tangible assets are stated at historical cost less depreciation. Historical cost includes 
expenditure that is directly attributable to the acquisition of the items.

Depreciation on tangible fixed assets is calculated using the straight-line method to allocate 
their cost to their residual values over their estimated useful lives, as follows:

Subsequent costs are included in the asset’s carrying amount, only when it is probable that 
future economic benefits associated with the item will flow to the Bank and the cost of the 
item can be measured reliably. All other repairs and maintenance are charged to the 
income statement during the financial period in which they are incurred.

Tangible fixed assets under construction are not depreciated until such time as the relevant
assets are completed and put into operational use. Gains and losses on disposals are 
determined by comparing proceeds with carrying amount. These are included in the other 
operating income or operating expense.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, 
at each balance sheet date.

Fixed assets that are subject to amortisation are reviewed for impairment whenever events 
or changes in circumstances indicate that the carrying amount may not be recoverable. 
An asset’s carrying amount is written down immediately to its recoverable amount if the 
asset’s carrying amount is greater than its estimated recoverable amount. The recoverable 
amount is the higher of the asset’s fair value less costs to sell and value in use.

(m) Leases

All leases entered into by the Bank are operating leases. The total payments made under 
operating leases are charged to the income statement on a straight-line basis over the 
period of the lease.

When an operating lease is terminated before the lease period has expired, any payment 
required to be made to the lessor by way of penalty is recognised as an expense in the 
period in which termination takes place. 

Years

Motor vehicles 4
Furniture and fittings 2 - 10
Office equipment 2 -   3
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2 ACCOUNTING POLICIES (continued)

(n) Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise balances 
with less than three months’ maturity from the date of acquisition, including: cash and 
balances with central bank, eligible bills, loans banks other than export loans, and short-
term government securities.

In prior years mandatory minimum deposits with the central bank were excluded from 
Cash and cash equivalents. This policy was changed in 2006 and all balances with the 
central bank are included in Cash and cash equivalents. Management believes the revised 
presentation provides more relevant information about the Bank’s financial position. This 
change has been applied retrospectively. The impact of this voluntary change in accounting 
policy is to increase Cash and cash equivalents as at 31 December 2005 by CZK 3 million. 
The operation of the mandatory minimum deposit with the central bank is described in 
Note 13.

(o) Employee benefits

The Bank governs through internal guidelines provision of employee benefits. Some 
benefits are provided regularly to all employees (e.g. canteen and additional pension 
insurance), others are provided in relation to the actual need of an employee (e.g. interest-
free loan for accommodation purposes or jubilee bonus). Furthermore, the Bank provides a 
facultative system of employee benefits which enables employees to choose the level of 
use of allocated resources according to their personal preference.

Contributions are made to the government’s retirement benefit scheme at the statutory rates 
in force during the year based on gross salary payments. The cost of social security 
payments is charged to the income statement in the same period as the related salary cost. 
Furthermore, the Bank provides additional pension insurance to its employees based on a 
defined contribution scheme which is structured according to the length of the employee's 
service. Contributions are charged to the income statement when paid.

(p) Taxation and deferred income tax

Deferred income tax is provided in full, using the liability method, on temporary
differences arising between the tax bases of assets and liabilities and their carrying 
amounts. Deferred income tax is determined using tax rates that have been enacted or 
substantially enacted by the balance sheet date and are expected to apply when the related 
deferred income tax asset is realised or the deferred income tax liability is settled.
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2 ACCOUNTING POLICIES (continued)

(s) State subsidy

The income from the state subsidy is recognized in the accounting period when the loss 
occurs. Title to the state subsidy is recognized in other receivables when it is virtually 
certain. Subsidies repayable to the state, which may result mainly from release of 
previously subsidised provisions for loan losses, are recognised as liabilities when their 
repayment becomes probable. 

(t) Provisions

Provisions for restructuring costs and legal claims are recognised when: the Bank has a 
present legal or constructive obligation as a result of past events; it is more likely than not 
that an outflow of resources will be required to settle the obligation; and the amount has 
been reliably estimated.

(u) Financial guarantees, credit commitments, collaterals and guarantees received

The Bank also acts as an issuer of financial guarantees. Financial guarantee contracts are 
contracts that require the issuer to make specified payments to reimburse the holder for a
loss it incurs because a specified debtor fails to make payments when due, in accordance 
with the terms of a debt instrument. Such financial guarantees are given by the Bank on 
behalf of clients to secure their financial liabilities. Financial guarantees are initially 
recognised in the financial statements at fair value on the date the guarantee was given. 
Subsequent to initial recognition, the bank’s liabilities under such guarantees are measured 
at the higher of the initial measurement, less amortisation calculated to recognise in the 
income statement the fee income earned on a straight line basis over the life of the 
guarantee and the best estimate of the expenditure required to settle any financial 
obligation arising at the balance sheet date. 

These estimates are determined based on experience of similar transactions and history of 
past losses, supplemented by the judgment of management. Any increase in the liability 
relating to guarantees is taken to the income statement.

The Bank enters into contingent economic relationships by granting credit commitments.

The Bank also receives guarantees issued by other banks and other collaterals from its 
clients as a means of security. An important component of collateral received is an 
insurance of export risks. The collaterals are not recognised as assets, however they are 
reflected as credit enhancement in the measurement of loans. If the Bank has a loan failure 
covered by insurance, it recognises a receivable due from the insurance company in its 
assets in the moment of insurance event.
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3 FINANCIAL RISK MANAGEMENT (continued)

(a) Strategy in using financial instruments (continued)

The Board places risk limits on the level of exposure that can be taken in relation to all 
daily market positions. With the exception of specific hedging arrangements, foreign 
exchange and interest rate exposures are normally offset by entering into counterbalancing 
positions, thereby controlling the variability in the net cash amounts required to liquidate 
market positions. The Bank designates fair value hedge accounting on selected derivatives 
to minimize the impact of changes in fair value on income statement.

The Bank hedges part of its existing interest rate risk resulting from any potential decrease 
in the fair value of assets or increase in fair value of liabilities denominated both in local 
and foreign currencies using interest rate swaps, FRA, currency derivatives and cross-
currency interest rate swaps. 

(b) Credit risk

The Bank takes on exposure to credit risk, which is the risk that a counterparty will be 
unable to pay amounts in full when due. Impairment provisions are provided for losses on 
quarterly basis. The Bank structures the levels of credit risk it undertakes by placing limits 
on the amount of risk accepted in relation to one borrower, or groups of borrowers, to 
geographical segments according to the place of origin of cash flow and the country of 
borrower’s residence, concentration of industry and concentration in individual rating 
categories. To mitigate the credit risk the Bank uses in accordance with Act No. 58/1995 
Coll. the insurance provided by EGAP.

Such risks are monitored on a monthly basis and subject to an annual review. Limits on the 
level of credit risk are approved by the Credit Committee within the delegation of 
responsibilities of the Board of Directors.

The exposure to any one borrower or to an economically related group of borrowers is 
restricted by sub-limits covering on- and off-balance sheet exposures. The exposure to 
banks and brokers is further restricted by sub-limits for the settlement risk. The significant 
concentration of credit risk to one borrower or group of borrowers, where a probability of 
the failure is influenced by the common risk factor (territory, industry, business case rating, 
rating of the subject), are restricted by concentration sub-limits. Actual exposures against 
limits are monitored daily.

Exposure to credit risk is managed through regular analysis of the ability of borrowers and 
potential borrowers to meet interest and capital repayment obligations. Exposure to credit 
risk is also managed in part by insurance by EGAP, by obtaining collateral and by bank 
and corporate guarantees.
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3 FINANCIAL RISK MANAGEMENT (continued)

(b) Credit risk (continued)

Derivatives

The credit risk resulting from open derivative positions is managed within the overall 
credit limits for individual borrowers, by both amount and term. Collateral or other 
security is not usually obtained for credit risk exposures on these instruments. Under 
exceptional circumstances the financial collateral is received as a deposit bearing a base 
rate for the given currency.

Credit-related commitments

The primary purpose of these instruments is to ensure that funds are available to 
a customer as required. Guarantees and standby letters of credit – which represent 
irrevocable assurances that the Bank will make payments in the event that a customer 
cannot meet its obligations to third parties – carry the same credit risk as loans. 
Documentary letters of credit – which are written undertakings by the Bank on behalf of a 
customer authorising a third party to draw drafts on the Bank up to a stipulated amount 
under specific terms and conditions – are collateralised by the underlying shipments of 
goods to which they relate and therefore carry less risk than a direct borrowing.

Commitments to extend credit represent unused portions of authorisations to extend 
credit in the form of loans, guarantees or letters of credit. With respect to credit risk 
on commitments to extend credit, the Bank is potentially exposed to loss in an amount 
equal to the total unused commitments. However, the likely amount of loss is less than the 
total unused commitments, as most commitments to extend credit are contingent upon 
customers maintaining specific credit standards. The Bank monitors the term to maturity of 
credit commitments because longer-term commitments generally have a greater degree of 
credit risk than shorter-term commitments.

(c) Geographical concentrations of assets, liabilities, revenues and off-balance sheet items

This note incorporates IAS 32 Credit risk disclosures, IAS 30 geographical concentrations 
of assets, liabilities and off balance sheet items disclosures and IAS 14 segment 
disclosures.
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3 FINANCIAL RISK MANAGEMENT (continued)

(c) Geographical concentrations of assets, liabilities, revenues and off-balance sheet items 
(continued)

Revenue, total assets, total liabilities, credit commitments and guarantees have generally 
been based on the country in which the counterparty is located. Capital expenditure is 
shown by the geographical area in which the building and equipment are located.

Although the Bank’s export financing business segment is managed on a worldwide basis, 
the Bank operates in seven main geographical areas. The Bank’s exposure to credit risk 
is concentrated in these areas.

The Czech Republic is the home country of the Bank, which is also the main operating 
area. However, significant areas of credit exposure are Turkey, China, Russia, Ukraine and 
Belarus.

Total assets
Total 

liabilities

Credit 
commitments and 

guarantees Revenues
Capital 

expenditure

CZK’m CZK’m CZK’m CZK’m CZK’m

At 31 December 2006
Czech Republic 7,336 7,819 6,655 (292) 12
Russia, Ukraine, Belarus, Moldavia 4,735 158 5,840 (68) - 
Other European countries 5,477 15,107 1,089 2,539 - 
Turkey 3,593 - - (376) - 
China 3,069 - - (494) - 
Iran 913 - 50 (110) - 
Azerbaijan, Tajikistan, Mongolia 512 17 2,557 (38) - 
Canada, USA and Japan 40 - - - - 

25,675 23,101 16,191 1,161 12

At 31 December 2005
Czech Republic 7,664 7,967 4,409 497 13
Russia, Ukraine, Belarus, Moldavia 3,930 154 135 270 - 
Other European countries 3,412 15,187 - (1,134) - 
Turkey 4,656 - 7 805 - 
China 4,646 - - 717 - 
Iran 1,378 - 59 183 - 
Azerbaijan, Tajikistan 52 9 71 4 - 
Canada, USA and Japan 38 - - 6 - 

25,776 23,317 4,681 1,348 13
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3 FINANCIAL RISK MANAGEMENT (continued)

(c) Geographical concentrations of assets, liabilities, revenues and off-balance sheet items 
(continued)

As an active participant in the international banking markets, the Bank has a significant 
concentration of credit risk with other financial institutions. In total, credit risk exposure 
to financial institutions is estimated to have amounted to CZK 10,377 million at 
31 December 2006 (2005: CZK 14,220 million), of which CZK 1,427 million (2005: 
CZK 1,157 million) consisted of derivative financial instruments.

Geographic sector risk concentrations within the loans to other banks, customer loans and 
reverse repos were as follows:

(d) Market risk

The Bank takes on exposure to market risks. Market risks arise from open positions 
in interest rate and currency products, all of which are exposed to general and specific 
market movements. The Bank applies a “Value at Risk” (“VAR”) methodology to estimate 
the market risk of positions held and the maximum losses expected, based upon a number 
of assumptions for various changes in market conditions. The Board sets limits on the 
value of risk that may be accepted, from which all market risks limits are derived. Actual 
utilisation of the limits is monitored on a daily basis by risk management. However, the 
use of this approach does not prevent losses outside of these limits in the event of more 
significant market movements. The Bank uses a parametric model for calculation of VAR, 
which describes mutual relationships between risk factors via a covariance matrix. The 
backtesting of VAR model and adjusting of parameters are performed regularly to obtain 
99% level of confidence. In April 2006, the Bank switched from computing VAR for 1 day 
ahead on the 95% level of confidence to computing VAR for 10 days ahead on the 99% 
level of confidence. The VAR values for the year 2005 have been recalculated by 2006 
method to ensure comparability. All VAR values are summarised in the table below.

CZK’m % CZK’m %

Czech Republic 3,767 21 5,016 24
Russia, Ukraine, Belarus, Moldavia 4,705 26 3,927 19
Other European countries 1,521 9 1,195 6
Turkey 3,593 20 4,656 22
China 3,069 17 4,646 22
Iran 913 5 1,378 7
Azerbaijan, Tajikistan 390 2 51 - 

17,958 100 20,869 100

31 December 2006 31 December 2005
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3 FINANCIAL RISK MANAGEMENT (continued)

(d) Market risk (continued)

VAR summary

(e) Currency risk

The Bank takes on exposure to effects of fluctuations in the prevailing foreign currency 
exchange rates on its financial position and cash flows. The foreign currency exchange rate 
risk is managed using factor analysis of currency sensitivity and VAR, for which a set of 
limits has been established. The foreign currency exchange rate risk is reflected in capital 
adequacy requirement for the Bank on a daily basis. The Board sets limits on the level 
of exposure by currency and in total for both overnight and intra-day positions, which are 
monitored daily. The table below summarises the Bank’s exposure to currency exchange 
rate risk at 31 December 2006 and 2005. Included in the table are the Bank’s assets and 
liabilities at carrying amounts, categorised by currency. The off-balance sheet gap 
represents the difference between the notional amounts of foreign currency derivative 
financial instruments, which are principally used to reduce the Bank’s exposure to 
currency movements.

100 days VAR
CZK’m Average High Low Average High Low

Interest rate risk 50.64 90.27 25.29 71.80 121.80 29.75
Foreign exchange risk 1.19 3.35 0.32 1.53 5.19 0.29
Total VAR 50.29 90.19 25.23 71.74 121.85 29.34

260 days VAR
CZK’m Average High Low Average High Low

Interest rate risk 50.36 76.43 38.15 59.80 103.11 41.30
Foreign exchange risk 1.22 3.33 0.39 1.38 4.69 0.19
Total VAR 49.97 76.30 37.64 59.73 103.14 40.96

12 months to 31 December 2005

12 months to 31 December 2006

12 months to 31 December 2006

12 months to 31 December 2005
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3 FINANCIAL RISK MANAGEMENT (continued)

(e) Currency risk (continued)

Concentrations of assets, liabilities and off balance sheet items:

At 31 December 2006   CZK   USD   EUR Other Total
CZK’m CZK’m CZK’m CZK’m CZK’m

Assets
Cash and balances with central banks 371 - - - 371
Eligible bills 739 - - - 739
Loans to other banks 750 9,476 2,155 4 12,385
Loans to customers 42 4,210 4,751 6 9,009
Derivative financial instruments 1,391 - 36 - 1,427
Investment securities 1,056 - - - 1,056

 - available-for-sale 692 - - - 692
 - held-to-maturity 364 - - - 364

Intangible assets 17 - - - 17
Property and equipment 10 - - - 10
Other assets, including tax 196 114 350 1 661

Total assets 4,572 13,800 7,292 11 25,675

Liabilities
Due to other banks - 2,240 2,247 - 4,487
Due to customers 308 742 883 - 1,933
Derivative financial instruments 5 - - - 5
Debt securities in issue 5,664 10,645 - - 16,309
Other liabilities, including tax 362 4 1 - 367

Total liabilities 6,339 13,631 3,131 - 23,101

Net on-balance sheet items (1,767) 169 4,161 11 2,574
Currency forward 5,622 (110) (4,124) - 1,388

Net currency position 3,855 59 37 11 3,962

At 31 December 2005

Total assets 4,200 15,938 5,626 12 25,776
Total liabilities 6,045 15,930 1,342 - 23,317

Net on-balance sheet position (1,845) 8 4,284 12 2,459
Currency forward 5,500 - (4,351) - 1,149

Net currency position 3,655 8 (67) 12 3,608
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3 FINANCIAL RISK MANAGEMENT (continued)

(f) Cash flow and fair value interest rate risk

The Bank is exposed to the interest rate risk as its interest bearing assets and liabilities 
have different repricing or maturities dates. For floating rate instruments the Bank is 
exposed to basis risk, which arises from difference in reference market interest rates, 
primarily LIBOR, EURIBOR and possibly PRIBOR. Interest rate risk management aims to 
minimise sensitivity of the Bank to changes in interest rates.

In accordance with market risks hedging strategy approved by the Board, the Bank 
optimizes the structure of its sources of finance comprising bond issues and syndicated 
loans so that no significant differences between duration of its interest sensitive assets and 
liabilities arise. 

Interest rate derivatives are used for mitigating the difference between interest rate 
sensitivity of assets and liabilities. These transactions are used in accordance with risks 
hedging strategy approved by the Board to reduce the interest rate risk of the Bank.

The table below summarises the Bank’s exposure to interest rate risks. Included in the 
table are the Bank’s assets and liabilities at carrying amounts, categorised by the earlier 
of contractual repricing or maturity dates. Some assets and liabilities are categorised based 
on expert judgement due to expected earlier repayment or undefined maturity.
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3 FINANCIAL RISK MANAGEMENT (continued)

(f) Cash flow and fair value interest rate risk (continued)

31 December 2006
Up to 1 
month

1 – 3 
months

3 – 12 
months

1 – 5 
years

Over 5 
years

Not  
specified Total

CZK’m CZK’m CZK’m CZK’m CZK’m CZK’m CZK’m
Assets
Cash and central banks balances 371 - - - - - 371
Eligible bills 200 392 147 - - - 739
Loans to other banks 3,130 1,371 1,790 5,988 106 - 12,385
Loans to customers 933 1,258 1,661 3,299 1,855 3 9,009
Derivative financial instruments 8 - 5 1,394 20 - 1,427
Investment securities - 391 107 451 107 - 1,056

 - available-for-sale - 386 106 149 51 - 692
 - held-to-maturity - 5 1 302 56 - 364

Other assets 314 72 2 122 - 178 688

Total assets 4,956 3,484 3,712 11,254 2,088 181 25,675

Liabilities
Due to other banks 1,386 - 364 676 2,061 - 4,487
Due to customers 1,673 260 - - - - 1,933
Derivative financial instruments - - - 5 - - 5
Debt securities in issue - - 452 15,857 - - 16,309
Other liabilities - - - 3 - 364 367

Total liabilities 3,059 260 816 16,541 2,061 364 23,101

Total interest sensitivity gap 1,897 3,224 2,896 (5,287) 27
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3 FINANCIAL RISK MANAGEMENT (continued)

(f) Cash flow and fair value interest rate risk (continued)

The table below summarises the average effective interest rate by major currencies at the 
year end for interest-bearing financial instruments:

31 December 2005
Up to 1 
month

1 – 3 
months

3 – 12 
months

1 – 5 
years

Over 5 
years

Not  
specified Total

CZK’m CZK’m CZK’m CZK’m CZK’m CZK’m CZK’m
Assets
Cash and central banks balances 435 - - - - - 435
Eligible bills - 399 49 - - - 448
Loans to other banks 1,894 1,117 2,329 8,915 616 - 14,871
Loans to customers 736 938 1,542 2,124 2,467 - 7,807
Derivative financial instruments - - 7 1,150 - - 1,157
Investment securities 83 389 96 255 57 - 880

 - available-for-sale - 385 54 100 - - 539
 - held-to-maturity 83 4 42 155 57 - 341

Other assets - - - 1 - 177 178

Total assets 3,148 2,843 4,023 12,445 3,140 177 25,776

Liabilities
Due to other banks 2,163 436 568 1,192 - - 4,359
Due to customers 536 208 - - - - 744
Derivative financial instruments - - - 8 - - 8
Debt securities in issue - - 500 17,673 - - 18,173
Other liabilities - - - 2 2 29 33

Total liabilities 2,699 644 1,068 18,875 2 29 23,317

Total interest sensitivity gap 449 2,199 2,955 (6,430) 3,138

31 December 2006 CZK USD EUR
% % %

Assets
Due from other banks 2.44 4.98 5.73
Loans to customers 3.95 7.09 4.54
Investment securities 3.55 - - 

Liabilities
Due to other banks - 2.61 3.92
Due to customers 2.34 4.54 3.16
Debt securities in issue 6.98 5.43 - 
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3 FINANCIAL RISK MANAGEMENT (continued)

(f) Cash flow and fair value interest rate risk (continued)

(g) Liquidity risk

Liquidity risk arises from different types of financing of the Bank and management of its 
positions. It includes both the risk of the Bank’s ability to finance its assets with liabilities 
with appropriate maturity and the Bank’s ability to liquidate/sell its assets at a favourable 
price in a favourable time. The Bank has access to diversified sources of finance. These 
sources comprise issued bonds, syndicated loans from international financial markets, 
other deposits and also the Bank’s equity. This diversification gives flexibility to the Bank 
and limits its dependence on one source of finance. On a regular basis the Bank assesses 
the liquidity risk by monitoring changes in the structure of sources of finance. 
Furthermore, the Bank holds some of its assets in highly liquid instruments such as T-bills 
and similar debt securities as part of its liquidity management strategy.

The table below analyses the Bank’s assets and liabilities into relevant maturity groupings 
based on the remaining period at balance sheet date to the contractual maturity date.

31 December 2005 CZK USD EUR
% % %

Assets
Due from other banks 2.12 5.05 5.76
Loans to customers 3.91 7.45 3.67
Investment securities 3.05 - - 

Liabilities
Due to other banks 2.05 4.35 2.40
Due to customers - 3.32 1.26
Debt securities in issue 6.98 5.43 - 
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3 FINANCIAL RISK MANAGEMENT (continued)

(g) Liquidity risk (continued)

31 December 2006
Up to 1 
month

1 – 3 
months

3 – 12 
months

1 – 5 
years

Over 5 
years

Not  
specified Total

CZK’m CZK’m CZK’m CZK’m CZK’m CZK’m CZK’m
Assets
Cash and central banks balances 371 - - - - - 371
Eligible bills 200 392 147 - - - 739
Loans to other banks 3,127 1,271 1,791 6,089 107 - 12,385
Loans to customers 139 455 1,176 4,972 2,264 3 9,009
Derivative financial instruments 8 - 5 1,394 20 - 1,427
Investment securities - 11 4 831 210 - 1,056

 - available-for-sale - 6 3 529 154 - 692
 - held-to-maturity - 5 1 302 56 - 364

Other assets 314 72 2 122 - 178 688

Total assets 4,159 2,201 3,125 13,408 2,601 181 25,675

Liabilities
Due to other banks 1,386 - 364 676 2,061 - 4,487
Due to customers 1,661 48 38 141 45 - 1,933

Derivative financial instruments - - - 5 - - 5
Debt securities in issue - - 452 15,857 - - 16,309
Other liabilities - - - 3 - 364 367

Total liabilities 3,047 48 854 16,682 2,106 364 23,101

Net liquidity gap 1,112 2,153 2,271 (3,274) 495 (183) 2,574

31 December 2005

Total assets 2,557 1,926 3,748 13,760 3,608 177 25,776
Total liabilities 2,695 456 1,074 18,975 88 29 23,317

Net liquidity gap (138) 1,470 2,674 (5,215) 3,520 148 2,459
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3 FINANCIAL RISK MANAGEMENT (continued)

(g) Liquidity risk (continued)

The matching and controlled mismatching of the maturities and interest rates of assets and 
liabilities is fundamental to the management of the Bank. It is unusual for banks to be 
completely matched, as transacted business is often of uncertain term and of different 
types. An unmatched position potentially enhances profitability, but also increases the risk 
of losses.

The maturities of assets and liabilities and the ability to replace, at an acceptable cost, 
interest-bearing liabilities as they mature are important factors in assessing the liquidity 
of the Bank and its exposure to changes in interest rates and exchange rates.

Liquidity requirements to support calls under guarantees and standby letters of credit are 
considerably less than the amount of the commitment because the Bank does not generally 
expect the third party to draw funds under the agreement. The total outstanding contractual 
amount of commitments to extend credit does not necessarily represent future cash 
requirements, as many of these commitments will expire or terminate without being 
funded.

(h) Fair values of financial assets and liabilities

The following table summarises the carrying amounts and fair values of those financial 
assets and liabilities not presented on the Bank’s balance sheet at their fair value. Fair 
value incorporates expected future losses while carrying value (amortized cost and related 
impairment) includes only incurred losses at the balance sheet date.

31 December 
2006

31 December 
2005

31 December 
2006

31 December 
2005

CZK’m CZK’m CZK’m CZK’m
Financial assets
Loans to other banks 12,385 14,871 12,348 14,915
Loans to customers 9,009 7,807 8,853 8,272
Securities held-to-maturity 364 341 366 334

Eligible bills held-to-maturity 242 149 227 145

Financial liabilities
Due to other banks 4,487 4,359 4,280 4,335
Due to customers 1,933 744 1,935 744
Debt securities in issue 16,309 18,173 16,966 19,483

Carrying value Fair value
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3 FINANCIAL RISK MANAGEMENT (continued)

(h) Fair values of financial assets and liabilities (continued)

Loans to other banks

Due from other banks includes inter-bank placements and other placements. The fair value 
of floating rate placements and overnight deposits is their carrying amount. The estimated 
fair value of fixed interest bearing deposits is based on discounted cash flows based on 
prevailing yield curve for respective remaining maturity.

Loans to customers and held to maturity investments

The estimated fair value of loans and held to maturity investments represents the 
discounted amount of estimated future cash flows expected to be received. Expected cash 
flows are discounted at prevailing money-market interest rates for debts with similar credit 
risk and remaining maturity.

Due to other banks and customers

The estimated fair value of deposits with no stated maturity, which includes non-interest-
bearing deposits, is the amount repayable on demand.

The estimated fair value of fixed interest-bearing deposits and other borrowings without 
quoted market price is based on discounted cash flows using prevailing yield curve for 
respective maturity.

Debt securities in issue

For debt securities in issue a discounted cash flow model is used based on a current yield 
curve appropriate for the remaining term to maturity.
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4 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS IN APPLYING 
ACCOUNTING POLICIES

The Bank makes estimates and assumptions that affect the reported amounts of assets and 
liabilities. Estimates and judgements are continually evaluated and are based on historical 
experience and other factors, including expectations of future events that are believed to be 
reasonable under the current circumstances.

(a) Impairment losses on loans 

Besides individual loans the Bank also reviews its loan portfolios to assess impairment at 
least on a quarterly basis. In determining whether an impairment loss should be recorded in 
the income statement, the Bank makes judgements as to whether there is any observable 
data indicating that there is a measurable decrease in the estimated future cash flows from 
loans and for impaired loans estimates the expected cash flows and their timing. This 
evidence may include observable data indicating that there has been an adverse change in 
the payment status of borrowers in a Bank, or national or local economic conditions that 
correlate with defaults on loans. Management uses estimates based on historical loss 
experience for assets with credit risk characteristics and objective evidence of impairment 
similar to the loans when scheduling its future cash flows. The methodology and 
assumptions used for estimating both the amount and timing of future cash flows are 
reviewed regularly to reduce any differences between loss estimates and actual loss 
experience. 

(b) Fair value of derivatives

The fair value of financial instruments that are not quoted in active markets is determined 
by using valuation techniques and market yield curves based on actual market rates for 
individual maturities. The total amount of the change in fair value estimated using a 
valuation technique recorded in profit or loss during 2006 was CZK 247 million (2005: 
CZK 258 million).

(c) Income taxes

The Bank is subject to income tax in Czech jurisdiction. The Bank recognises liabilities 
for anticipated tax issues based on estimates of tax assessments. Where the final tax 
outcome of these matters is different from the amounts that were initially recorded, such 
differences will impact the income tax and deferred tax in the period in which such 
determination is made.

The tax authorities may at any time inspect the books and records within four years 
subsequent to the reported tax year, and may impose additional tax assessments and 
penalties. The tax authorities have carried out full-scope income tax audit at the Bank for 
the years 2002 – 2004. The Bank's management is not aware of any circumstances which 
may give rise to a potential material liability in this respect.
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5 BUSINESS SEGMENTS

Geographical segments as at 31 December 2006 and 2005 are set out in Note 3(c) and are 
considered to be the primary segment. Furthermore the Bank operated only in the export 
financing segment.

6 NET INTEREST INCOME

Included within interest income for 2006 is CZK 6 million (2005: CZK 9 million) with 
respect to interest income accrued on impaired loans.

7 NET FEE AND COMMISSION INCOME

2006 2005
CZK’m CZK’m

Interest and similar income
Loans 996 1,258
Amortisation of fair value of hedged loans (69) (107)
Current accounts and short term funds 76 37
Investment securities 39 16
Securities borrowed and reverse repos 9 18

1,051 1,222

Interest expense and similar charges
Debt securities in issue (987) (1,021)
Banks and customers (134) (164)

(1,121) (1,185)

Net interest income/(expense) (70) 37

2006 2005
CZK’m CZK’m

Fee and commission income
Fees received for guarantees 16 14
Commitment fees 12 2
Other received fees 14 11

42 27
Fee and commission expense
Commitment fees (2) (37)
Other fees paid (6) (5)

(8) (42)

Net fee and commission income / (expense) 34 (15)
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8 NET TRADING INCOME

Foreign exchange net trading income includes gains and losses from spot contracts and 
translated foreign currency assets and liabilities. Derivative instruments include the results 
of transactions in interest rate and currency swaps entered into in order to reduce the risk 
exposures of the Bank. 

9 IMPAIRMENT LOSSES ON LOANS

10 OPERATING EXPENSES

2006 2005
CZK’m CZK’m

Foreign exchange:
 - translation gains less losses (235) (211)
 - transaction gains less losses 56 52

Derivative instruments 247 258

68 99

Note 2006 2005
CZK’m CZK’m

Allowances for losses on loans to customers 16 (1) (97)
Allowances covered by credit insurance on bad debts

16 (338) - 
Receivables from clients written off - (55)
Claims from credit insurance on bad debts 338 57
Gains from ceded receivables - 1

Impairment losses on loans (1) (94)

Note 2006 2005
CZK’m CZK’m

Staff costs 11 107 100
Administrative expenses 44 36
Software amortisation 19 14 11
Operating lease rentals 15 15
Depreciation of long term tagible assets 5 3
Other 2 4

187 169
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11 STAFF COSTS

12 INCOME TAX EXPENSE

The tax on the Bank’s profit before tax can be analysed as follows:

Note 2006 2005
CZK’m CZK’m

Salaries and emoluments 75 71
Social and health security costs 27 25
Other staff costs 5 4

Total short-term employee benefits 10 107 100

Note 2006 2005
CZK’m CZK’m

Income tax payable 63 - 
Deferred tax 26 (29) 4

Income tax expense 34 4

Profit/Loss before taxation 133 (26)

Expected tax 24% (2005: 24%) 32 (7)

Effects of tax rate reduction (2006: 24%; 2005: 26%; 2004: 
28%) - 1
Recycled from revaluation reserve on realisation - 1
Permanent non-tax deductible expenses 2 11
Permanent non-taxable income - (2)

Income tax expense 34 4
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13 CASH AND BALANCES WITH CENTRAL BANK

Mandatory reserve deposits are set up as 2 % of deposits from non-banking clients which 
maturity is shorter than 2 years, recorded at the end of month preceding the month in 
which relevant period begins. This limit is valid for the average daily balance with the 
central bank for the relevant period. The limit was not breached in 2006 or 2005. As these 
balances are available on a daily basis, these are included in cash and cash equivalents 
(Note 30).

14 ELIGIBLE BILLS

Eligible bills are debt securities issued by Czech Ministry of Finance with original maturity 
between 3 months and one year.

15 LOANS TO BANKS

There has been no impairment on loans to banks.

Note
31 December 

2006
31 December 

2005
CZK’m CZK’m

Reverse repo transactions included in cash 
equivalents 334 432
Mandatory reserve deposits with central bank 37 3

Cash and balances with central bank 30 371 435

31 December 
2006

31 December 
2005

CZK’m CZK’m

Eligible bills 739 448

Note
31 December 

2006
31 December 

2005
CZK’m CZK’m

Current accounts with other banks 9 37
Placements with other banks due within 3 months 2,928 1,552

Included in cash equivalents 30 2,937 1,589

Placements with other banks due in more than 3 
months 833 652
Loans to other banks 8,615 12,630

Loans to banks 12,385 14,871
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16 LOANS TO CUSTOMERS

Allowance for impairment on loans to customers

Movement in impairment allowance can be analysed as follows:

17 DERIVATIVE FINANCIAL INSTRUMENTS 

The Bank uses the following derivative instruments for trading and hedging purposes:

Currency forwards represent an exchange of one currency for another currency at a fixed 
stated moment in future and for exchange rate set at the contractual date. Forward rate 
agreements call for a cash settlement at a future date for the difference between a 
contracted rate of interest and the current market rate, based on a notional principal 
amount.

Currency and interest rate swaps are commitments to exchange one set of cash flows 
for another. Swaps result in an economic exchange of currencies or interest rates 
(for example, fixed rate for floating rate) or a combination of all these (i.e. cross-currency 
interest rate swaps). No exchange of principal takes place, except for certain currency 
swaps. The Bank’s credit risk represents the potential cost to replace the swap contracts 
if counterparties fail to perform their obligation. 

31 December 
2006

31 December 
2005

CZK’m CZK’m
Loans to corporate entities:
Pre-export funding 1,440 1,190
Export funding 7,043 5,535
Investment 978 1,196
For bank guarantee 5 5

9,466 7,926

Allowance for loan impairment (457) (119)

9,009 7,807

Note 2006 2005
CZK’m CZK’m

At 1 January 119 24

Additions to allowance 9 339 97
Foreign exchange differences (1) (2)

At 31 December 457 119
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17 DERIVATIVE FINANCIAL INSTRUMENTS (continued)

The Bank monitors a level of credit risk on an ongoing basis. To control the level of credit 
risk taken, the Bank assesses counterparties using the same techniques as for its lending 
activities.

The notional amounts of certain types of financial instruments provide a basis for 
comparison with instruments recognised on the balance sheet but do not necessarily 
indicate the amounts of future cash flows involved or the current fair value of the 
instruments and, therefore, do not indicate the Bank’s exposure to credit or price risks. The 
derivative instruments become favourable (assets) or unfavourable (liabilities) as a result 
of fluctuations in market interest rates or foreign exchange rates relative to their terms. 
The aggregate contractual or notional amount of derivative financial instruments on hand, 
the extent to which instruments are favourable or unfavourable, and thus the aggregate fair 
values of derivative financial assets and liabilities, can fluctuate significantly from time 
to time. The fair and notional values of derivative instruments are set out below.

Derivatives held for trading

The Bank undertakes all transactions in foreign exchange and interest rate derivatives with 
other financial institutions.

Assets Liabilities Assets Liabilities
CZK’m CZK’m CZK’m CZK’m

31 December 2006

Foreign exchange derivatives
Forward 122 110 13 - 

Interest rate derivatives
Interest rate swaps 27 27 - - 
Cross-currency interest rate swap 5 500 4 124 1 376 - 

Total derivatives held for trading 5 649 4 261 1 389 - 

31 December 2005

Interest rate derivatives
Interest rate swaps 2 546 2 546 7 2
Cross-currency interest rate swap 5 500 4 351 1 150 - 
Forward rate agreement 500 500 - 1

Total derivatives held for trading 8 546 7 397 1 157 3

Notional amount Fair values



NOTES TO FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2006

85

17 DERIVATIVE FINANCIAL INSTRUMENTS (continued)

Hedging derivatives 

The total fair value of all derivative financial instruments presented in assets is 
CZK 1,427 million as at 31 December 2006 (31 December 2005: CZK 1,157 million) and 
in liabilities is CZK 5 million as at 31 December 2006 (31 December 2005: 
CZK 8 million).

18 INVESTMENT SECURITIES

Investment securities are fixed rate or floating rate debt securities issued by Czech 
Ministry of Finance or by entities with investment grade rating assigned by foreign rating 
agencies.

31 December 
2006

31 December 
2005

CZK’m CZK’m
Securities available-for-sale

 - listed 254 103
 - unlisted 438 436

692 539

Securities held-to-maturity
 - listed 251 284
 - unlisted 113 57

364 341

Assets Liabilities Assets Liabilities
CZK’m CZK’m CZK’m CZK’m

31 December 2006

Interest rate derivatives
Interest rate swaps 2 762 2 762 38 5

Total hedging derivatives 2 762 2 762 38 5

31 December 2005

Interest rate derivatives
Interest rate swaps 1 425 1 425 - 5

Total hedging derivatives 1 425 1 425 - 5

Notional amount Fair values
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19 INTANGIBLE ASSETS

2,006 2,005 
CZK’m CZK’m

Software

At 1 January
Costs 80 72
Accumulated amortisation (54) (42)

Net book amount 26 30

Year ended 31 December
Opening net book amount 26 30
Additions 5 8
Disposals - (1)
Amortisation costs (14) (11)

Closing net book amount 17 26

At 31 December
Cost 85 80
Accumulated amortisation (68) (54)

Net book amount 17 26
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20 EQUIPMENT

Office 
equipment

Motor-
vehicles

Tangible 
assets in the 

course of 
construction        Total

CZK’m CZK’m CZK’m CZK’m

At 1 January 2005
Cost 62 5 - 67
Accumulated depreciation (56) (5) - (61)

Net book amount 6 - - 6

Year ended 31 December 2005
Opening net book amount 6 - - 6
Additions 2 1 2 5
Disposals (3) (1) - (4)
Net change in accumulated depreciation - 1 - 1

Closing net book amount 5 1 2 8

At  31 December 2005
Cost 61 5 2 68
Accumulated depreciation (56) (4) - (60)

Net book amount 5 1 2 8

Year ended 31 December 2006
Opening net book amount 5 1 2 8
Additions 4 2 1 7
Disposals (12) (2) - (14)
Net change in accumulated depreciation 8 1 - 9

Closing net book amount 5 2 3 10

At 31 December 2006
Cost 53 5 3 61
Accumulated depreciation (48) (3) - (51)

Net book amount 5 2 3 10
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21 OTHER ASSETS

22 DUE TO BANKS

23 DUE TO CUSTOMERS

Escrow accounts represent deposits received from customers as cash collateral for loans 
granted.

31 December 
2006

31 December 
2005

CZK’m CZK’m

Insurance benefit receivable from EGAP 323 - 
Insurance premium receivable from clients 110 - 
Receivables - state subsidy 72 54
Prepayments and accrued income 27 11
Other receivables 83 8

615 73

31 December 
2006

31 December 
2005

CZK’m CZK’m

Short term deposits received 1,384 2,744
Borrowings 3,103 1,615

4,487 4,359

31 December 
2006

31 December 
2005

CZK’m CZK’m

Current accounts 1,104 247
Term deposits 571 283
Escrow accounts 247 213
Other short term liabilities 11 1

1,933 744
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24 DEBT SECURITIES IN ISSUE

Bonds issued in 2000 with total face value of CZK 5,500 million are listed at the Prague 
Stock Exchange.

Bonds issued in 2002 with total face value of USD 350 million and in 2003 with total face 
value of USD 150 million are listed at Bourse de Luxembourg.

25 OTHER LIABILITIES

Due to shareholders represents liabilities from share capital contribution which has not 
been registered due to formal defects. 

Currency Issued Maturity
CZK’m % CZK’m %

CZK 11 July 2000 11 July 2010 5,664 6.95 5,664 6.95
USD 24 May 2002 24 May 2009 7,503 5.75 8,813 5.75
USD 5 November 2003 5 November 2008 3,142 3.75 3,696 3.75

16,309 18,173

31 December 2006 31 December 2005

Note
31 December 

2006
31 December 

2005
CZK’m CZK’m

Insurance premium payable to EGAP 127 2
Provision for social expenses 3 3
Wages and social security 9 11
Deferred income 5 6
Accrued expenses 4 4
Due to shareholders 31 150 - 
Miscellaneous payables 29 7

327 33
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26 DEFERRED INCOME TAXES

Deferred income taxes are calculated using an approved tax rate for subsequent years of 
24%.

The movement on the deferred income tax account is as follows:

Deferred income tax assets and liabilities are offset since there is a legally enforceable 
right to offset current tax assets against current tax liabilities.

Note 2006 2005
CZK’m CZK’m

At 1 January 22 25
Deferred fee and interest income – change in amount (3) (15)
Deferred tax on accumulated tax losses (11) 11

Tax non-deductible creation of allowances for losses on loans 43 - 
Available-for-sale securities:
 - changes at fair value of available-for-sale securities 28 - 1
Cash flow hedges:
 - fair value remeasurement (5) - 

At 31 December 46 22

31 December 
2006

31 December 
2005

CZK’m CZK’m
Deferred income tax liabilities

Cash flow hedges (5) - 
(5) - 

Deferred income tax assets

Deferred tax on accumulated losses - 11
Deferred fee and interest income 8 11
Tax non-deductible creation of allowances for losses on loans 43 - 

51 22

Net deferred income tax assets/(liabilities) 46 22





NOTES TO FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2006

92

28 RESERVES (continued)

Revaluation reserve

Revaluation reserve on available-for-sale investments

Hedging reserve on cash flow hedges

Export risk reserve

Export risk reserve is set aside from retained earnings to cover increased unsecured risk 
associated with the operation of supported financing and is distributable at the principles
approved by the Board.

Note 2006 2005
CZK’m CZK’m

At 1 January (1) 3
Net gains / (losses) from changes in fair value 1 (5)
Deferred income taxes 26 - 1

At 31 December - (1)

Note 2006 2005
CZK’m CZK’m

At 1 January - - 
Net gains / (losses) from changes in fair value 20 - 
Deferred income taxes 26 (5) - 

At 31 December 15 - 
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29 CONTINGENT LIABILITIES AND COMMITMENTS 

The contractual amounts of the Bank’s off-balance sheet financial instruments that commit 
it to extend credit to customers and connected accepted guarantees and collaterals are 
as follows:

* Non-payment guarantees are guarantees under which the Bank is liable for non-monetary obligations of the 
customer.

The value of contingent assets (guarantees, collaterals and insurance accepted) is stated at 
its net realisable value, being the expected net present value of the foreclosure.

31 December 
2006

31 December 
2005

CZK’m CZK’m
Credit commitments
Non-payment guarantees 2,946 2,604
Irrevocable commitments 13,245 2,077

16,191 4,681

31 December 
2006

31 December 
2005

CZK’m CZK’m
Accepted guarantees
Payment guarantees 63 53
Non-payment guarantees *) 66 70

At 31 December 129 123
Collateral accepted
Cash 471 400

471 400

Insurance with state subsidy 31,073 22,622
Insurance without state subsidy 240 586

31,313 23,208

Securities accepted in reverse repo transactions 326 423
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29 CONTINGENT LIABILITIES AND COMMITMENTS (continued)

There was one legal proceeding outstanding against the Bank as at 31 December 2006 and 
2005 - the proceeding of compensation for damage in relation with a payment by the Bank 
based on the order from the client which was subject to the bankruptcy procedure about 
which the Bank was not informed in time. No provision has been recognised, since no 
outflow of Bank’s resources is considered probable.

As at 31 December 2006 and 2005 the Bank had no capital commitments or own assets 
pledged. 

The Bank is committed to the future minimum lease payments under operating lease of its 
head office building with indefinite duration and 12-month notice period as follows:

30 CASH AND CASH EQUIVALENTS

For the purposes of cash flow statement, cash and cash equivalents comprise the following 
balances with less than three-month maturity from the date of acquisition.

31 RELATED-PARTY TRANSACTIONS

The Bank provides specialized services supporting export activities in accordance with 
the Act No. 58. This Act also determines the structure of shareholders; the Bank is fully 
controlled by the Czech state which owns 73% of the Bank’ share capital directly and 27% 
of the share capital indirectly via EGAP which is fully owned by the Czech state.

The volumes of related-party transactions and outstanding balances with the state-
controlled entities and other related parties (Note 2(u)) at the balance sheet date and related 
expense and income for the year are as follows:

31 December 
2006

31 December 
2005

CZK’m CZK’m

Within 1 year 15 14

Note
31 December 

2006
31 December 

2005
CZK’m CZK’m

Cash and balances with central banks 13 371 435
Placements with other banks 15 2,937 1,589

3,308 2,024
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31 RELATED-PARTY TRANSACTIONS (continued)

State subsidy

Liabilities from share capital contribution which has not been registered.

Balances with entities controlled by the same controlling entity (Czech state)

2006 2005
CZK’m

At 1 January 54 (169)
Subsidy received (271) (62)
Subsidy paid - 194
Increase in receivables to state budget 289 91

At 31 December 72 54

Income 289 116

Note 2006 2005
CZK’m CZK’m

At 1 January - - 
Due to shareholders 25 150 - 

At 31 December 150 - 

Other receivables Other liabilities
CZK’m CZK’m

At 1 January 2005 965 630
Increase in receivables/payables 138,340 3,934
Receivables/payables settled (137,966) (4,192)

At 31 December 2005 1,339 372

Other income/expense 2005 39 (41)

At 1 January 2006 1,339 372
Increase in receivables/payables 72,210 8,910
Receivables/payables settled (71,546) (8,156)

At 31 December 2006 2,003 1,126

Other income/expense 2006 356 24
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31 RELATED-PARTY TRANSACTIONS (continued)

Transactions with related parties are conducted in the normal course of business. All fees 
related to collaterals and guarantees received, including credit insurance premiums, are 
borne by the debtors.

Remuneration of Board of Directors and Supervisory Board

Board of Directors consists of 5 Board of executive officers. Supervisory Board consists of 
9 members, of which 3 are employees of the Bank.

Co mmitments  
and guarantees  

g iven

Co llaterals  and  
guarantees  

received
CZK’m CZK’m

A t 1 January  2005 1,028 36,774
Issued 782 25,613
Expired (742) (29,591)

At 31 December 2005 1,068 32,796

Fee income 2005 5

A t 1 January  2006 1,068 32,796
Issued 2,402 43,464
Expired (1,657) (35,359)

At 31 December 2006 1,813 40,901

Fee income 2006 9

31 December 
2006

31 December 
2005

CZK’m CZK’m

Short term employee benefits   (financial and company benefits ) 12 5
Remuneration and short term benefits  of Supervisory Board members 2 2

14 7
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32 SUBSEQUENT EVENTS

There were no other events, which have occurred subsequent to the year-end until the date 
of preparation of the financial statements, which would have a material impact on the 
financial statements of the Bank as at 31 December 2006.

Approved for issue on 
19 March 2007

Signed on behalf of the Board of Directors:

Ing. Josef Tauber
Chairman of the Board of Directors and General Manager
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g) trading on its own account or on a client’s account in foreign currencies and in gold to 
the extent of:

- trading on its own account in pecuniary means denominated in foreign 
currencies,

- trading on its own account in negotiable securities issued by foreign 
Governments;

- trading on its own account or on a client’s account in the rights and 
obligations appraisable in money that derive from the above-mentioned 
foreign currencies;

- trading on its own account in foreign bonds;
h) investing in securities on its own account to the extent of:

- negotiable securities issued by the Czech Republic, the National Property 
Fund, the Czech National Bank and foreign Governments;

- investing in foreign bonds and mortgage bonds;
- investing into securities issued by legal entities with registered office in 

the territory of the Czech Republic; 
i) provision of banking information;
j) provision of investment services including:

- complementary investment services pursuant to section 8(3)(d) of the 
Securities Act No. 591/1992 Coll., as amended, consulting services with 
respect to capital structure, industrial strategy and related issues, as well as 
provision of consultations and services with respect to mergers and 
acquisitions of companies; 

k) activities that are directly related to the activities mentioned in the Bank’s banking 
licence.

II. Description of Relationships between the Related Parties

Structure of shareholders as of 31 December 2006

1. The State 73 % of Shares 

The Ministries exercising the shareholders rights for the State:

The Ministry of Finance  52 votes

The Ministry of Industry and Trade  30 votes

The Ministry of Foreign Affairs  12 votes

The Ministry of Agriculture  6 votes
2. Export Guarantee and Insurance Corporation, a.s.  27 % of Shares 

Registered capital CZK 1,850,000 000
(in words: one billion eight hundred and fifty million Czech crowns),

The Shares 150 ordinary registered shares, with the nominal value of 
CZK 10,000,000 each, in the book-entry format

350 ordinary registered shares, with the nominal value of 
CZK 1,000,000 each, in the book-entry format

Identification numbers of the securities (ISIN):770990001172
770000002616







102

The volume of related-party transactions in 2006 and outstanding balances with the state-
controlled entities and other related parties as at 31 December 2006 and as at 31 December 
2005 have been shown in the notes to the financial statements of the Company for the year 
ending 31 December 2006, which is part of the Annual Report of the Company for the year 
ending 31 December 2006.

VII. Litigations

The Company at present is not involved in any litigation against the State or any person 
controlled by the State.

VIII. Representation by the Board of Directors

The Board of Directors of the Company represents that the data stated in this Report are true 
and that all ascertainable data about the Company’s Related Parties are duly mentioned in it. 
The Board of Directors of the Company represents that the Company did not incur any loss in 
the past financial year as a result of any of the above-mentioned relations and that the State 
did not use its influence in order to assert, as the controlling person, the adoption of any 
measure or conclusion of any contract under which a loss would be incurred in the past 
financial year.

Given in Prague, on 30 March 2007

Ing. Josef Tauber Ing. Miloslav Kubišta
Chairman of the Board of Directors Vice-Chairman of the Board of Directors 

and Chief Executive Officer and Deputy Chief Executive Officer


