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Financial Summary

(CZK in thousands) 201 2012 2013* 2014
Total assets 40,075,367 45,446,220 1,567,062 1,566,975
Basic capital 350,000 350,000 350,000 350,000
Profit from financial activities 976,239 915,700 (120) 221,577
Operating result (102,544) (158,810) (32,702) (177,117)
Result for the accounting period 874,262 756,800 (35,396) 44,805

* Note: 1%t Jan 2013 transformation to pension society took place and assets of society and its clents were separated.

Development in the number of clients 2011 2012 2013 2014
Number of unique clients 938,209 1,058,852 1,023,991 990,740
Number of clients
Supplementary pension insurance 938,209 1,058,852 994,144 914,272
Additional pension savings - - 23,918 71,091
Pension savings - - 13,818 13,848
Development in funds at clients' private accounts 2011 2012 2013 2014
(CZK in thousands)
Supplementary pension insurance 38,082,791 42,482,029 50,151,750 55,756,809
Additional pension savings - - 439,272 1,702,354
Pension savings — - 61,704 306,082

The figures in the Financial Summary, Opening Statement and Board of Directors Report are according to the methods of The Association
of Pension Funds of the Czech Republic.
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Participation fund

Compulsory Conservative Participation Fund of additional pension savings
with government contributions Ceska spofitelna — penzijni spole¢nost, a.s.
Balanced Participation Fund of additional pension savings

with government contributions Ceska spofitelna — penzijni spoleénost, a.s.
Dynamic Participation Fund of additional pension savings

with government contributions Ceska spofitelna — penzijni spole¢nost, a.s.

Transformed Fund of additional pension savings
with government contributions Ceska spofitelna — penzijni spole¢nost, a.s.

Pension fund

Government Bonds Pension Fund of pension savings Ceska spofitelna — penzijni spoleénost, a.s.
Conservative Pension Fund of pension savings Ceska spofitelna — penzijni spoleénost, a.s.
Balanced Pension Fund of pension savings Ceska spofitelna — penzijni spoleénost, a.s.
Dynamic Pension Fund of pension savings Ceska spofitelna — penzijni spoleé¢nost, a.s.

Credits
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Company Profile

Ceska spofitelna — penzijni spoleénost, a.s., was established
by transforming Penzijni fond Ceské spofitelny, a.s., on
1%t January 2013. Penzijni fond was established by the Articles
of Association as a jointstock company on 24" August 1994, and
came into existence by registering in the Registry at the Court
in Prague on 23" December 1994. The registered office is at
Polackova 1976/2, 140 21, Prague 4. The company’s registered
capital amounts to CZK 350 million. Ceska spofitelna has been its
100% owner since March 2001. Until 31 December 2012, the core
business was providing pension supplementary insurance under
the Act on the pension supplementary insurance with government
contribution no. 42/1994 Col., amended by Act no. 170/1999 Col.,
and 36/2004 Col. Since 1% January 2013, CS penzijni spole¢nost
has been offering its new range of products of additional pension
insurance under the Act no. 427/2011 Col., and pension savings
under the Act. no. 426/2011 Col.

Since the very beginning CS penzijni spolenost has been contin-
ually increasing its share on the pension insurance market. At the
beginning of 2013 the successful transformation was finished when
the original Penzijni fond Ceské spofitelny was divided into CS pen-
zijni spole¢nost and 8 independent funds. The original contracts on
pension supplementary insurance became part of the Transformed
Fund on 1% January 2013. In 2014 CS penzijni spoletnost closed
47 173 new contracts on supplementary pension insurance. As of
31% December 2014 there were 990 740 unique persons with CS pen-
zijni spole¢nost.

On the Czech market, CS penzijni spolegnost is an acknowl-
edged business subject which actively works in the Association of
Pension Companies of the Czech Republic.

Pension security scheme — market share by number of
clients
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The guarantee of the appreciation of CS penzijni spole&nost cli-
ents’ means is mainly a thought-out investment strategy which is
grounded on great experience of Ceska spofitelna in the financial
sector.

Pension security scheme — market share by assets
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Opening Statement

Ladies and Gentlemen,

Let me present the Annual Reports of Ceska spofitelna — penzijni
spole¢nost, a.s. 2014. I would like to review the last year in rela-
tion to CS penzijni spoleénost as well as to the whole pension fund
sector.

The second year of CS penzijni spoleénost's existence was suc-
cessful and I would like to share these good results with you.
Financial result was CZK 44,8 millions to 31 December 2014,
the maintained property of all the funds continued to grow and so
did the amount of the clients of additional retirement savings, in
which we have been holding since 2013. In the last year we earned
several prestigious awards, which I personally value. In March we
received the Best pension fund award by World Finance magazine
and in June the Bronze Crown for 2014 for additional pension sav-
ing products.

The government of Czech Republic terminated pension savings
(2" pillar) and this law correction will be a topic to discuss in the
Czech parliament, and therefore the products of the 3™ pillar have
become our business priority. le. supplementary pension savings
and its Transformed Fund and new additional retirement savings
which allow the clients to achieve higher profitability of their own
investments thanks to choosing their own strategy.

At the end of 2014 it had been 20 years since the begining of
retirement saving with finanical support of the Czech government.
Our company has been celebrating this for the past quarter of the
year. We have also decided to get involved in public responsibility
and the result was CZK 323 thousands for the community Zivot
90. In 2015 we will continue to focus on futher economic growth
and professional administration of entrusted funds of our clients.
Our principal priority for the upcoming period is providing them
with all necessary information, and remaining a trustworthy part-
ner for those who rely on themselves.

Ladies and Gentlemen, let me assure you that the achieved results
represent both a commitment and challenge for us in the coming
period. We will strive to be deserving of your trust in the future by
continuing to work hard and caring for our clients. Thank you for
the confidence you have placed in us, which my colleagues from
the CS penzijni spole¢nost and I truly appreciate.

Yours faithfully

—

Ing. Ales Poklop
Chairman of the Boards of Directors

Ales Poklop
Chairman of the Board of Directors
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Company Boards

Board of Directors
as of 31 December 2014

— Ing. Ales Poklop
Chairman, member since 1% Jan 2013

— Ing. Martin Kopejtko
Vice Chairman, member since 1% Jan 2013

— Ing. Jakub Krkoska, MBA
Member, member since 1% Jan 2014

Supervisory Board
as of 31 December 2014

— RNDr. Monika Lau$smanova, CSc.
Chairwoman, member since 1% Jan 2013

— Ing. Ales Sedlak
Vice Chairman, member since 1% Jan 2013

— Ing. Pavel Kraémar
Member, member since 1 Jan 2013
termination of membership 23 Jul 2014

— Ing. Petr Valenta
Member, member since 1% Sep 2014

— Ing. Jiti Skorvaga, CSc.
Member, member since 30" Jun 2013
termination of membership 31% December 2014

— Renata Kovaczova
Member, member since 1 Jan 2013

— Ing. Pavel Matéjicek
Member, member since 11" Jun 2013



Company Boards | Organizational Chart | Report of the Board of Directors

Organizational Chart

Board of Directors Supervisory Board
Chairman of the Board of Directors Vice Chairman of the Board of Directors Member of the Board of Directors
Administrative Section 2elles el IV_Iarketlngs Client Service Section Inforn_1at|on . AU .
Section Technologies Section Management Section

Company Management

— Ing. Ales Poklop
Chairman of the Boards of Directors

— Ing. Martin Kopejtko
Vice Chairman of the Boards of Directors

— Ing. Jakub Krkoska, MBA
Member of the Boards of Directors

— Ing. Lenka Hulova since 1%t April 2014
Head of Sales and Marketing

— Mgr. Veronika Maderova until 30" March 2014
Head of Sales and Marketing

— Daniel Sarman
Head of Informational Technologies
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Board of Directors Report

Business Results

At the end of 2014 the Transformed Fund of Pension Insurance
reached 914,272 participants with savings volume of
CZK 55,757 million. Our Transformed Fund, with 20,1% of mar-
ket share, is the second largest pension fund in the Czech Republic.
Transformed Fund has been, by law, closed to newcomers since
January 1, 2013.

Since 1% January the Ceska spofitelna — penzijni spolenost, a.s.,
has offered to parties interested in pension savings a new product,
the Supplementary Pension Savings. During last year 47 173 new
clients entered our Supplementary Pension Savings funds. As of
December 31% 2014 Supplementary Pension Savings reached total
of 71 091 participants and with the largest market share of 31.1%
we currently hold the market leader position. As the first company
on the market, we fulfilled the legal obligation on volume of each
fund in August 2014, and within 2 years after receiving a license,
the fund had reached over CZK 50 million. All our Supplementary
Pension Savings funds (Conservative, Balanced and Dynamic) are
continuously offered to clients in order to fully meet their needs.
This proved the reliability and stability of CS penzijni spole¢nost.
Strong growth of the net asset value in all funds continued through-
out 2014. As of December 31% 2014 our Conservative fund was
the largest fund on the new pension market with assets exceeding
CZK 1.3 billion.

Ceska spofitelna — penzijni spolenost strives to increase the qual-
ity and to extend the range of services offered to its clients. We
offer Garance, a free service unique to the market, which ensures its
clients a return on their deposits Supplementary Pension Savings.
Garance relates not only to savings with CS penzijni spolenost,
but also to transferred contributions from other pension compa-
Number of clients
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nies. In 2014 we did not charge management fees and performance
fees in the Balanced and Dynamic fund of Supplementary Pension
Savings. Since March 2014 CS penzijni spoleénost also has not
charged any fees in all funds of Pension Savings (2nd pillar).

As a modern company we utilize an online internet banking appli-
cation SERVIS 24 to offer overviews of clients' accounts and other
varied services. The application is also available for clients without
a current account in Ceska spofitelna. Clients, who possess a cur-
rent account in Ceska spofitelna, are eligible to change the settings
of'the contract, change contact information and purchase additional
services, including new services such as electronic communication
and the issuing of electronic documents. Our clients can also use
use a credit card from Ceské spofitelna, with 1% bonus from each
payment made in favor of Pension Insurance or Supplementary
Pension Savings. CS penzijni spoleénost is involved in iBOD mul-
ti-partnership bonus program where bonus points are collected for
monthly contributions and also for contract duration.

The business results in 2014 were achieved thanks to extensive
sales network including all branches of Ceska spofitelna.

Ing. Lenka Hulova
Director of Sales and Marketing
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http://www.kb-pojistovna.cz/en/documents-for-downloading/business-results.shtml
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Financial Results

Ceska spofitelna — penzijni spoleénost, a.s. achieved in the year
2014 a final profit of CZK 44.8 million. The financial result is
driven by savings in financials and also operating costs. Positive
effects have seen the continual growth in the volume of cli-
ents' means as well as asset value growth in all managed funds.
CS penzijni spoleénost as a pension company manages one
Transformed Fund of Pension Insurance, three participant funds of
Supplementary Pension Savings and four pension funds of Pension
Savings. Since the transformation on the 1% of January 2013, the
company's income is in the form of management and performance
fees charged to the funds. The fees are strictly regulated and lim-
ited by law. From this revenue, the pension company has to cover
all cost with clients care, fund operation, portfolio investments and
the administration of Pension Insurance, Supplementary Pension
Savings and Pension Savings). The main costs of the pension com-
pany are depreciated investments into the pension system transfor-
mation and introducing new products and funds, asset management
costs and commissions for selling products. In the following years,
there is an expectation of continuous growth of company profits
which will be generated mainly by the continued growth of the
funds' asset volume.

Transformed Fund of Pension Insurance has increased by a rate
of over 10% and the asset volume reached by 31 December 2014
had a value of CZK 55,757 million. Transformed Fund, in the area
of investments and financial assets, is pursuing the original stra-
tegic goal of reaching the highest possible yield while keeping a
low rate of financial risks. Financial means are invested especially
into the Czech Republic, mainly government bonds with low lev-
els of non-payment risk, then into term deposits and treasury bills.
With proper and professional care, we continue to seek out invest-
ment opportunities to ensure the fund's yield will remain above
the inflation rate in the long term together with fulfilment of non-
negative yield claim in every year. Based on the financial result of
CZK 739.5 million which was achieved, the yield and apprecia-
tion of Transformed Fund in 2014 is on level of 1.4% and strongly
exceeded the annual inflation rate in 2014 of 0.4%.

Participant funds of Supplementary Pension Savings in Pillar I1I
that were reached during 2014 volumes enabled the full invest-
ment in long term investment strategies of particular funds, which
take place at the beginning of the year. Thanks to this, the funds
generated solid yields for clients in year 2014: Conservative Fund
1.34%, Balanced Fund 4.11% and Dynamic Fund 7.02%. Last
year has proved, that participant funds can offer clients much more
attractive yields comparing to the strictly conservative founded
Transformed Fund. Transfer to more risky funds is especially
appropriate and useful for younger clients with a long investment
horizon ahead. Such clients do not need conservative investment
strategies typical for the end of savings period before pension pay-
out. In funds asset volume as well in reached yields CS penzi-
jni spole¢nost is maintaining its leading position on the pension
market.

Based on government notice on form and date of Pillar II termina-
tion, CS penzijni spolenost has decided to not expose clients of
Pension Saving funds to short term investment risks. All pension
funds are and will be not invested in accordance with long term
investment strategies and stay in the money market until the ter-
mination and payout, which is expected during year 2016. This
way client means in all funds will be protected from depreciation
or drop in value until the settlement. Expected yield of II.Pillar
pension funds will be on level of actual money market yields.
Client savings are managed securely and in liquidity to be ready
for settlement based on legislative changes in II.Pillar. CS penzijni
spole¢nost will not apply any fee from this passive asset manage-
ment, all service and administration of Pension Savings funds will
be free of charge.

Ing. Jakub Krkoska, MBA
Member of the Board of Directors
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Social Responsibility

Contribution to Association Zivot 90

Ceska spofitelna — penzijni spole¢nost, a.s. celebrated its 20t
birthday at the end of 2014. In order to celebrate the anniversary
we decided to support Association Zivot 90, specifically the pro-
ject Emergency Care, whose main purpose is health protection
of elderly and disabled citizens. For each new Supplementary
Pension Savings contract signed in the period from October 1* to
December 31 2014, CS penzijni spoleénost donated CZK 20 to
Zivot 90. In addition our pension company organized a collection
among internal staff in whole financial group of Ceské spofitelna.
Further there were free of charge cash deposits benefit on current
account of Zivot 90. CS penzijni spoleénost donated CZK 300,000
and employee collection reached over another CZK 23,000. The
ceremony and symbolic check handover took place in the Palace
Theatre in Prague on January 20" 2015.

s

300 000 K

ZIVOT 90
TISNOVA PECE

www.tisnovapece.cz

Each new client was also provided with a small gift produced by
protected workshops of our partner organizations — SANANIM,
Auritus and Charita Czech Republic. CS penzijni spole¢nost sup-
ported the whole event by a marketing campaign (campaign video
is available here: http://youtu.be/K35PObDN3-4) and held a num-
ber of interesting activities for employees FSCS, its partners and
clients.

Emergency Care of Zivot 90 offers continuous and comprehen-
sive social services for seniors. In case of an emergency, 24/7
dispatching centre is contacted by pressing a single button on the
device, which seniors are supposed to wear on themselves all the
time. Care users are monitored by the device at home or outside

and in case of emergency voice communication and immediate
assistance is ensured. Emergency Care of Zivot 90 is the longest
running and most comprehensive service of its kind in the Czech
Republic and helps old age seniors to live fully and without worry
in their own homes since 1992.

Discarded Equipment for Children

In 2014 company donated discarded computer equipment and

mobile phones to children’s homes, primary schools and kin-

dergartens. Working equipment was given to three non-profit
organizations (Tachov DD, DD Plana, Elementary school and kin-
dergarten Halze) contained 19 mobile phones, 2 laptops and 13
desktop computers.

/%4/ 7{?,( Qéo?g] 7/

Ing. Martin Kopejtko
Vice Chairman of the Board of Directors
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Supervisory Board Report

In the calendar year 2014 the Supervisory Board of Ceské
spofitelna — penzijni spolecnost, a.s. duly carried out the tasks
determined by valid legal regulations and Articles of the company.
The Supervisory Board represents an internal control authority of
the company, overseeing the performance and competence of the
Board of Directors, its business activities and the methods of com-
pany management. The Supervisory Board is regularly informed
about the work of the company, its financial situation, management
and any other major events.

The Supervisory Boardreviewed the presented financial statement of
Ceska spofitelna — penzijni spole&nost, a.s. of 31% December 2014
included financial statements of participating and retirement funds
and the financial statement of Transformed Fund of additional
pension savings and reached the conclusion that the accounting
entries and records were demonstrably kept in accordance with the
accounting regulations and Czech Accountings Standards and that
the financial statements correctly demonstrates the financial situ-
ation of Ceska-spofitelna — penzijni spolegnost, a.s., participating
and retirement funds and Transformed Fund of additional pension
savings as of 315 December 2014.

The Supervisory Board reviewed the proposal to divide profits pre-
sented by the Board of Directors and recommends the sole share-
holder to approve the wording of the proposal.

Emst & Young Audit, s.r.0., audited the financial statements
and confirmed that in all major aspects the financial statements
faithfully and honestly represent the assets, liabilities and finan-
cial situation of Ceska spofitelna — penzijni spole¢nost, a.s.,
participating and retirement funds and Transformed Fund of addi-
tional pension savings as of 31 December 2014, and its financial
results that are in accordance with accounting regulations valid
in the Czech Republic for the period from 1% January 2014 until
31 December 2014. The Supervisory Board agree and takes into
account the auditors$ statement.

The Supervisory Board reviewed the 2014 Report on relation-
ships between related parties prepared according to Section 83 of
Act No. 90/2012 Coll., on commercial companies and coopera-
tives. On the basis of the submitted supporting documentation,
the Supervisory Board states that Ceska spofitelna — penzijni
spole¢nost, a.s., did not suffer any harm or damage in connec-
tion with related party contracts and agreements in the fiscal year
ending 31 December 2014 and recommends the sole shareholder
approve the 2014 Report on relationships.

Based on all these facts the Supervisory Board recommends the sole
shareholder approve the financial statement of Ceska spofitelna —

penzijni spole¢nost, a.s., financial statement of participating and
retirement funds and Transformed Fund of additional pension sav-
ings as of 31 December 2014, the proposal to divide profits pre-
sented by the Board of Directors and 2014 Report on relationships
between related parties prepared according to Section 83 of Act
No. 90/2012 Coll., on commercial companies and cooperatives.

In Prague, April 16, 2015

On behalf of the Supervisory Board of Ceska spofitelna — penzijni
spolecnost, a.s.

RNDr. Monika Lau$manova, CSc.

Chairwoman of the Supervisory Board
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(Translation of a report originally issued in Czech - see Note 2 to the financial statements.)

INDEPENDENT AUDITOR'S REPORT

To the Shareholder of Ceské spofitelna — penzijni spolecnost, a.s.:

We have audited the financial statements of Ceska sporitelna - penzijni spolecnost, a.s. as at 31 December 2014
presented in the annual report of the Company on pages 13 — 28 and our audit report dated 13 March 2015
stated the following:

“We have audited the accompanying financial statements of Ceska sporitelna - penzijni spolecnost, a.s. which
comprise the balance sheet as at 31 December 2014, and the income statement, statement of changes in equity
for the year then ended, and a summary of significant accounting policies and other explanatory information.
For details of Ceska spofitelna - penzijni spole¢nost, a.s. see Note 1 to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including an assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

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

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,
has been incorporated in the Commercial Register administered by the Municipal Court in Prague,

Section C, entry no. 88504, under Identification No. 26704153.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of Ceské
sporitelna - penzijni spolecnost, a.s. as at 31 December 2014, and its financial performance for the year then
ended in accordance with accounting principles generally accepted in the Czech Republic.”

We have also audited the consistency of the annual report with the financial statements described above. The
management of Ceska spofitelna - penzijni spole¢nost, a.s. is responsible for the accuracy of the annual report.
Our responsibility is to express, based on our audit, an opinion on the consistency of the annual report with the
financial statements.

We conducted our audit in accordance with International Standards on Auditing and the related implementation
guidance issued by the Chamber of Auditors of the Czech Republic. Those standards require that we plan
and perform the audit to obtain reasonable assurance as to whether the information presented in the annual
report that describes the facts reflected in the financial statements is consistent, in all material respects, with
the financial statements. We have checked that the accounting information presented in the annual report is
consistent with that contained in the audited financial statements as at 31 December 2014. Our work as auditors
was confined to checking the annual report with the aforementioned scope and did not include a review of any
information other than that drawn from the audited accounting records of the Company. We believe that our
audit provides a reasonable basis for our opinion.

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

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

Roman Hauptfleisch, Auditor
License No. 2009

17 April 2015
Prague, Czech Republic

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,
has been incorporated in the Commercial Register administered by the Municipal Court in Prague,

Section C, entry no. 88504, under Identification No. 26704153.
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Statement of Financial Position

As at 315t December 2014

Assets

CZK thousand

Total assets
3 Amounts due from banks and savings associations
a) Repayable on demand
) Other receivables
5 Debt securities
) issued by government institutions
) issued by other entities
6 Shares, units and other investments
9 Intangible fixed assets
c) Other
10 Tangible fixed assets
a) Land and Constructions
b) Other tangible fixed assets
bb) Operating tangible fixed assets
bc) Non-operating tangible fixed assets
11 Other assets
a) Other cash values and inventory
b) Amounts due from employees and trade receivables
c) Amounts due from state budget — tax assets
e) Estimated assets and other assets
13 Deferred expenses and accrued income
Control number

O

o Q

Total off balance sheet assets
4 Receivables from fixed term transactions
a) interest rate instruments
b) currency instruments
8 Assets provided for custody
of which: Securities

Current year

1,566,975
632,431
232,086
400,345

0

0

0
485,188
99,868
99,868
5,991
162
5,829
5,829

0
170,322
224

424

16
169,658
173,175
4,048,391

Current year

885,533
0

885,533
0

Prior year

1,567,062
1,041,362
241,362
800,000

0

0

0

0

97,025
97,025
5,498

162

5,336
5,336

0

166,201
226

449

23
165,503
256,976
4,542,834

Prior year

800,000
0

800,000

13
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Liabilities
CZK thousand

Total liabilities
4 Other liabilities
a) Amounts owed to employees and trade payables
b) Payables from social security
c) Amounts owed to the state budget — tax liabilities
e) Estimated liabilities and other liabilities
f) Funds placed by retirement benefit policy holders
fa) Contr. made by retir. benefit policy holders and state contr.
fb) Funds for pension payments
fc) Proceeds of policy holders’ contrib. and state contributions
fd) Unallocated contributions made by policy holders
fe) Payables to policy holders — payment of benefits
6 Provisions
a) For pensions and similar liabilities
8 Share capital
of which a) Share capital paid up
9 Share premium
10 Reserve funds and other funds from profit
a) Mandatory reserve funds
d) Other funds from profit
13 Revaluation difference
a) of assets and liabilities
14 Retained earnings or accumulated losses brought forward
15 Profit/(loss) for the period
Control number

CZK thousand

Total off balance sheet liabilities
6 Assets received for management and custody from a third party
of which Securities
7 Assets received for management
of which Securities

Prepared on 13" March 2015.

Current year

1,566,975
157,093
13,044
1,118
2,847
57,680
82,404

350,000
350,000
350,000
429,327
70,000
359,327
0

0
235,750
44,805
4,152,774

Current year

37,377,272
37,377,272
37,377,272

0
0

Prior year

1,567,062
197,072
12,627
1,039
3,125
84,318
95,963

350,000
350,000
350,000
434,240

70,000
364,240

0

0

271,146
(35,396)
4,335,783

Prior year

31,007,806
31,007,806
31,007,806

0
0

14
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CZK thousand

1

© 00N oA

aa)

24

Interest income and similar income

including Interest income from debt securities
Proceeds from shares

including c) income from other shares and participations
Commission and fee income

Commission and fee expenses

Net profit or loss on financial operations
Other operating income

Other operating expenses

Administrative costs

of which a) Staff costs

Wages and salaries

Social security and health insurance

Other staff costs

of which b) Other administrative costs

Depreciation/amortisation, charge for provisions and allowances for tangible and intangible

fixed assets

Depreciation of tangible fixed assets
Amortisation of intangible fixed assets
Costs of transfer of tangible assets (NBV)
Charge for and use of other provisions

Profit/loss for the period from ordinary activities before taxes

Income tax

of which a) — due

of which b) — deferred

Net profit/(loss) for the period

Control number

Prepared on 13* March 2015.

2014

1,242
0

0

0
467,045
(247,164)
454

712
(2,302)
(145,112)
(52,546)
(37,917)
(12,079)
(2,550)
(92,566)

(30,415)
(3,437)
(26,954)
(24)

0

44,460
345

0

345
44,805
(93,658)

2013

2,034
0

0

0
397,521
(266,476)
(120)

799
(1,672)
(144,079)
(51,016)
(37,141)
(12,304)
(1,571)
(93,063)

(20,829)
(3,710)
(16,739)
(380)

0
(32,822)
(2,574)

0

(2,574)
(35,396)
(322,112)
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CZK thousand

Balance as of 1t January 2013
Increase of share capital

Increase of reserve fund

Profit transferred to policy holders
Dividends

Other use of funds

Revaluation gains/losses movements
Impairment of securities

Profit for 2012

Balance as of 31t December 2013
Balance as of 1%t January 2014
Increase of share capital

Increase of reserve fund

Profit transferred to policy holders
Dividends

Other use of funds

Revaluation gains/losses movements
Impairment of securities

Profit for 2014

Balance as of 31t December 2014

Prepared on 13" March 2015.

Share
capital

350,000

O OO oo oo

350,000
350,000

O OO OO0 OoOOoOo

350,000

Reserve
fund and
other funds
from profit

439,403

(5,164

o o2

434,239
434,239

,-\
>

©

—
Loooo

o O o

429,326

Share Revaluation Undistributed

premium differences profit and
Retained

earnings

350,000 0 271,147
0 0 0

0 0 0

0 0 0

0 0 (35,396)
350,000 0 235,751
350,000 0 235,751
0 0 0

0 0 0

0 0 0

0 0 0

0 0 0

0 0 0

0 0 0

0 0 44,805
350,000 0 280,556

Total

1,410,550

(5,164)
0

0

(35,396)
1,369,990
1,369,990
0

0

0

0

(4,913)

0

0

44,805
1,409,882
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Notes to the Financial Statements

for the period ending 31t December 2014

1. Background information

1.1 Incorporation and Description of the Business
Ceska spotitelna — penzijni spole¢nost, a.s. (the “Company”) was
incorporated on 1% January 2013 through the transformation of
Penzijni fond Ceské spofitelny to a pension company in connec-
tion with the pension reform.

A legal predecessor, Penzijni fond Ceské spofitelny, was the first
pension fund in the Czech Republic that was granted an autho-
rization by the Czech National Bank to establish a Transformed
Fund. Penzijni fond Ceské spofitelny entered the Czech financial
market in 1995. Prior to the pension reform, Penzijni fond Ceské
spofitelny had steadily increased its share in the retirement benefit
scheme market and ranked second in the market in terms of the
number of clients and the volume of monies managed.

As at 31 December 2014 the Company managed assets for four
pension funds (Pillar 2), three participation funds (Pillar 3) with
various investment strategies, and one Transformed Fund.

Since March 2001 the Company has been 100% held by Ceské
spofitelna, which had become a member of a powerful Central
European financial group of Erste Bank already in 2000. The com-
pany has an exceptional background and is able to offer its clients
services of ever-improving quality.

The Company’s issued share capital is CZK 350,000 thousand.

The Company is primarily engaged in providing pension sav-
ings within Pillar 2 and supplementary pension savings within
Pillar 3 of the pension system, and in operating a Transformed
Fund that includes retirement benefit schemes concluded prior
to 30" November 2012. The company operates four pension funds,
three participation funds and one transformed tund.

1.2 Organisational Structure
The Company’s organisational structure is as follows:
— Board of Directors
— Supervisory Board
— Chairman of the Board of Directors
— Vice Chairman of the Board of Directors
— Member of the Board of Directors
— Administrative Section
— Sales and Marketing Section
— Client Service Section
— Information Technologies Section
— Financial Management Section

1.3 Board of Directors and Supervisory Board

Set out below is the composition of the boards according to the
corporate details recorded in the Commercial Register as at
31 December 2014:

Board of Directors

Chairman Ing. AleS Poklop
Vice Chairman Ing. Martin Kopejtko
Member Ing. Jakub Krkoska, MBA

Supervisory Board

Chairman RNDr. Monika Lausmanova, CSc.
Vice Chairman Ing. Ale§ Sedlak

Member Ing. Jiti Skorvaga, CSc.
Member Ing. Pavel Matgjicek

Member Petr Valenta

Member Renata Kovaczova

In 2014 changes were made to the composition of the Board of
Directors and the Supervisory Board.

1.4 Depositary
The depositary of Ceska spofitelna — penzijni spole¢nost, a.s., is
Komer¢ni banka, a.s.

2. Accounting policies and general
accounting principles

The financial statements are based on the Company’s bookkeep-
ing which is maintained in accordance with Accounting Act
563/1991 Coll., as amended, and relevant regulations and guid-
ance notes, specifically Guidance Note 501/2002, which provides
implementation guidance on certain provisions of the Accounting
Act, for entities that are banks or other financial institutions,
as amended, and Czech Accounting Standards for Financial
Institutions.

The financial statements have been prepared based on the histori-
cal acquisition cost principle modified by the financial instruments
valued at fair value through profit and loss, financial instruments
classified as available for sale, derivatives and non-operating tan-
gible assets valued at fair value.

The accounting records are maintained in compliance with gen-
eral accounting principles, in particular the accruals principle, pru-
dence concept and going concern assumption.

The reporting currency used in the financial statements is the

Czech crown (“CZK”) with all values rounded to CZK thousand
unless indicated otherwise.
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2.1 Valuation and Depreciation Methods

2.1.1 Tangible and Intangible Fixed Assets

Tangible fixed assets include identifiable assets with physical sub-
stance and with an estimated useful life of more than one year and
an acquisition cost greater than CZK 40 thousand.

Intangible fixed assets include identifiable assets without physical
substance and with an estimated useful life of more than one year
and an acquisition cost greater than CZK 60 thousand.

Tangible and intangible fixed assets are stated at acquisition cost
net of accumulated depreciation indicating the wear and tear of the
assets.

Assets acquired without consideration on the basis of a contract to
purchase a leased asset, assets acquired through donation, assets
developed internally if their production cost cannot be ascertained,
fixed assets recently identified and not yet entered in the accounting
books and an investment of fixed assets with the exception of situ-
ations where the investment is valued pursuant to a deed of associ-
ation or a deed of foundation are stated at replacement cost, i.e. the
cost at which the asset would be acquired at the time it is accounted
for.

Land, works of art, irrespective of their acquisition cost, and assets
under construction are not depreciated.

Tangible assets with an acquisition cost below CZK 40 thousand
and intangible assets with an acquisition cost below CZK 60 thou-
sand are charged to expenses in the period in which they were
acquired.

Non-operating tangible assets are initially recognised at cost.
Pursuant to the requirements set out in Section 33 of Act
42/1994 Coll., the Company revalues its assets to fair value.
Changes in valuation are recorded to the account “Gains or losses
from revaluation of assets”.

Any identified temporary impairment of operating assets is pro-
vided for. If the Company identifies other-than-temporary impair-
ment of assets, it recognises a write-off of these assets.

2.1.2 Depreciation of Fixed Assets

Depreciation of operating tangible and intangible fixed assets for
accounting purposes commences in the month following the month
in which the assets were put into use and is provided on a straight
line basis according to the estimated useful lives and pursuant to
the Company’s depreciation plan.

Depreciation of fixed assets is recorded on a straight line basis over
the depreciation period indicated below:

Depreciation

Category of assets period in years

Machines and other equipment 4-12 years
Vehicles 4 years
Furniture and fixtures 4-6 years
Software, licences and other intangible

assets 4 years

2.1.3 Securities
The Company holds securities recorded at fair value, revalued with
a corresponding entry in net profit or loss.

2.1.4 Receivables
Receivables are stated at amortised cost net of allowances.
Allowances are made based upon the results of inventorying, to the
extent that the carrying values of assets are lower than the actual
balance. The Company recognises allowance charges in respect
of overdue receivables.

2.1.5 Provisions

Provisions are recorded if the Company is obliged (under a con-
tract or otherwise) to perform, the obligation is the result of past
events and the performance is probable and will require an outflow
of funds representing economic benefits and the amount of perfor-
mance can be reliably estimated.

The Company created no provisions in 2014.

2.2 Retirement Benefit Schemes

Unassigned funds placed by retirement benefit policy holders are
recorded in nominal value in “Unassigned contributions placed
by retirement benefit policy holders” in the statement of financial
position.

2.3 Foreign Currency Translation

Transactions in foreign currencies during the year are translated
using the daily exchange rates as notified by the Czech National
Bank effective at the transaction date. Assets and liabilities denom-
inated in foreign currencies are translated into Czech crowns using
the foreign exchange rate announced by the Czech National Bank
as at the balance sheet date.

Any resulting foreign currency translation differences arising
from retranslation of assets and liabilities denominated in foreign
currencies are recorded through the current year’s expenses or
revenues.
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2.4 Taxation

The income tax base is calculated from the profit and loss of the
period by means of adding non-tax deductible expenses and sub-
tracting income exempt from income tax and items amending the
tax base. The due tax liability is calculated at the end of the taxa-
tion period pursuant to Act No. 586/1992 Coll., on income taxa-
tion, as amended, while the tax rate for 2014 amounts to 19%.

The deferred tax liability (asset) is calculated from all temporary
differences between the reported accounting carrying amount of
assets and liabilities and their tax carrying value. Deferred tax is
accounted for using the statement of financial position liability
method. The deferred tax is determined on the basis of all tempo-
rary differences between the tax base of an asset or a liability and
its carrying value in the statement of financial position. A deferred
tax asset (liability) is determined as a product of the resulting
difference and the rate effective pursuant to Income Taxes Act
No. 586/1992 Coll. in the period, in which the related deferred tax
asset (liability) is realised (settled).

Deferred tax liabilities are accounted for without exception
whereas deferred tax assets are recognised to the extent that it is
probable that future taxable profits will be available against which
the tax assets can be utilised. If it is unlikely that a deferred tax
asset will be realised, its value will be reduced as appropriate or it
will not be accounted for at all.

2.5 Deferred Acquisition Costs of Pension

Policies

The Company amortises costs, including in particular commissions
paid and other direct acquisition costs relating to the conclusion of
pension policy contracts over four years, i.e. the average duration
of pension policies in the funds managed by the Company.

2.6 Fees for the Administration of Pension
Policies

Fees for the administration of pension policies are recorded
as incurred to the income statement as “Commission and fee
expense”.

2.7 Commission and Fee Income

Commission and fee income is income from fees received for the
management of administered funds. A maximum amount of fee
for the management of participation funds and the Transformed
Fund is stipulated in Act No. 427/2011 Coll. on Supplementary
Pension Savings and for the management of pension funds in Act
No. 426/2011 Coll. on Retirement Savings.

2.8 Interest Income and Expense

Interest income is accrued and recorded to the income statement as
“Interest income and similar income”. The Company recorded no
interest expense in 2014.

2.9 Use of Estimates

The presentation of financial statements requires management to
make estimates and assumptions that affect the reported amounts
of assets and liabilities at the balance sheet date and the reported
amounts of revenues and expenses during the reporting period.
These estimates are based on the information available at the bal-
ance sheet date.

2.10 Shareholder’s Equity

The Company’s equity consisted of share capital, share premium,
statutory reserve fund and other funds from profit and the current
year’s profit. Movements of shareholder’s equity are shown in the
statement of changes in equity.

2.11 Subsequent Events

The impact of events that occurred between the balance sheet date
and the date of the financial statements' preparation is recognized
in the financial statements provided these events provide addi-
tional evidence about conditions that existed at the date of the bal-
ance sheet.

If material events reflecting the facts occurring after the balance
sheet date happened between the balance sheet date and the date
of the financial statements' preparation the consequences of these
events are disclosed in the notes to the financial statements but not
recognized in the financial statements.

Explanation Added for Translation into English
These financial statements are presented on the basis of accounting
principles and standards generally accepted in the Czech Republic.
Certain accounting practices applied by the Company that con-
form with generally accepted accounting principles and standards
in the Czech Republic may not conform with generally accepted
accounting principles in other countries.
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3. Additional information on the statement of financial position and income statement

3.1 Amounts Due from Banks

(CZK thousand) Balance at Balance at
31 Dec 2014 31 Dec 2013
Current accounts 232,086 241,362
Term accounts 400,345 800,000
Total 632,431 1,041,362
3.2 Debt securities, shares, participation certificates and other holdings
As at the balance sheet date, the Company solely holds participation certificates.
(CZK thousand) Balance at Balance at
31 Dec 2014 31 Dec 201
Fair value Fair value
Participation certificates 485,188 0
Total 485,188 0
3.3 Fixed Assets
3.3.1 Intangible Fixed Assets
Acquisition cost Software Total
(CZK thousand) and licences
Balance at 1t Jan 2013 139,323 139,323
Additions 42,372 42,372
Disposals 0 0
Balance at 31t December 2013 181,695 181,695
Additions 29,797 29,797
Disposals 0 0
Balance at 31st December 2014 211,492 211,492
Accumulated amortisation Software Total
(CZK thousand) and licences
Balance at 1t Jan 2013 (67,931) (67,931)
Additions (16,739) (16,739)
Accumulated amortisation on disposals 0 0
Balance at 31t December 2013 (84,670) (84,670)
Additions (26,954) (26,954)
Accumulated amortisation on disposals 0 0
Balance at 31% December 2014 (111,624) (111,624)
(CZK thousand) Software Total
and licences
Net book value at 31st December 2013 97,025 97,025
Net book value at 31t December 2014 99,868 99,868
Amortisation of intangible fixed assets charged to expenses
(CZK thousand) Balance at Balance at
31 Dec 2014 31 Dec 2013
Amortisation of intangible fixed assets 26,954 16,739
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The Company has no small assets recorded off balance sheet.

3.3.2 Tangible Fixed Assets

Acquisition cost Operating  Operating
(CZK thousand) assets assets
Buildings Individual

movable

assets

Balance at 1t Jan 2013 179 34,170
Additions 0 1,945
Disposals 0 (5,859)
Revaluation gains/losses 0 0
Balance at 31t December 2013 179 30,256
Additions 0 3,953
Disposals 0 (5,519)
Revaluation gains/losses 0 0
Balance at 31t December 2014 179 28,690

Note: Non-operating assets are reported including gains/losses on revaluation.

Accumulated amortisation Buildings Individual
(CZK thousand) movable

assets
Balance at 1t Jan 2013 (17) (26,688)
Additions 0 (3,710)
Accumulated depreciation on disposals 0 5,478
Balance at 31t December 2013 (17) (24,920)
Additions 0 (3,437)
Accumulated depreciation on disposals 0 5,496
Balance at 31% December 2014 (17) (22,861)

Note: Non-operating assets are reported including gains/losses on revaluation.

(CZK thousand) Buildings Works of Individual
art and tangible

collections movable

assets

Balance at 31t December 2013 162 0 5,336
Balance at 31+t December 2014 162 0 5,829

Depreciation of tangible fixed assets charged to expenses

(CZK thousand) Balance at
31 Dec 2014
Depreciation of tangible fixed assets 3,437

The Company has no small tangible assets that would be recorded off balance sheet.

In the reporting period, the Company held no fixed assets under finance or operating leases and carried no pledged assets.

3.4 Other Assets
(CZK thousand) Balance at
31 Dec 2014
Other cash and inventory 224
Receivables from employees and trade receivables 424
Tax receivables 16
Estimated receivables and other assets 169,658
Total other assets 170,322

The Company had no receivables subject to either a lien or that were otherwise encumbered in the reporting period.

Total

34,349
1,945
(5,859)

30,435
3,953
(5,519)

28,869

Total

(26,705)
(3,710)
5,478
(24,937)
(3,437)
5,496
(22,878)

Total

5,498
5,991

Balance at
31 Dec 2013

3,710

Balance at
31 Dec 2013
226

449

23

165,503
166,201
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3.4.1 Tax Receivables and Liabilities

The Company records a tax receivable due from the government in the amount of CZK 16 thousand. In 2013, the tax receivable amounted

to CZK 23 thousand.

3.4.2 Estimated Receivables and Other Assets

Estimated receivables consist of an estimate of fees for appreciation and management of assets of the Transformed Fund amounting to

CZK 130,550 thousand (2013: CZK 124,865 thousand).

3.4.3 Intercompany Receivables

Short-term receivables Balance at
(CZK thousand) 31 Dec 2014
Short-term receivables

Ceska spofritelna 0
Total short-term receivables 0
Prepayments

Ceska spotitelna 374
Total prepayments 374

3.5 Deferred Expenses and Accrued Income

(CZK thousand) Balance at

31 Dec 2014
Deferred expenses 173,175
Total temporary assets 173,175

Balance at
31 Dec 2013

o

406
406

Balance at
31 Dec 2013

256,976
256,976

Deferred expenses principally consist of deferred commissions for the sale of retirement benefit policies of CZK 172,729 thousand

(2013: CZK 255,026 thousand).

3.6 Shareholder’s Equity

In the year ending 315 December 2014, the Company’s equity consisted of share capital, share premium, statutory reserve fund and other

funds from profit and the current year’s profit. Movements of shareholder’s equity are shown in the statement of changes in equity.

3.6.1 Share capital

The registered share capital as at 31% December 2014 consists of 175 shares with a nominal value of CZK 2,000 thousand per share. The

aggregate nominal value of the share capital is CZK 350,000 thousand. The shares are not publicly traded; they are bearer shares and

non-endorsable.
During the year ended 31 December 2014, there were no changes in share capital.

3.7 Provisions
The Company does not create provisions.

3.8 Other Liabilities

(CZK thousand) Balance at

31 Dec 2014
Amounts owed to staff and trade payables 13,044
Social security payables 1,118
Tax liabilities 2,847
Estimated payables and other liabilities 57,680
Funds placed by retirement benefit policy holders 82,404
Total 157,093

Balance at
31 Dec 2013
12,627
1,039

3,125
84,318
95,963
197,072

In 2014 and 2013, tax liabilities principally comprise payroll taxes of CZK 449 thousand and CZK 382 thousand, respectively and deferred

tax of CZK 2,396 thousand and CZK 2,741 thousand.
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The Company records a liability to policy holders of retirement benefits supplementary pension savings and pension savings schemes total-
ing CZK 82,404 thousand. The liability includes funds which could not be identified and assigned to individual participants as at the balance
sheet date, and thus could not be transferred from the pension company’s summary accounts to appropriate funds.

The Company carried no liabilities subject to either a lien, or that were otherwise encumbered as at 31* December 2014.
The Company had no received loans and issued no debt securities as at 31 December 2014.

Estimated payables and other liabilities consist of an estimated commission fees of CZK 6,450 thousand (2013: CZK 16,150 thousand), an
estimated payable for the administration of securities fee of CZK 34,060 thousand (2013: CZK 52,461 thousand) and an estimated payable
for outstanding vacation days and employee bonuses of CZK 6,823 thousand (2013: CZK 7,522 thousand).

3.9 Off Balance Sheet Assets and Liabilities

The Company retains future fixed and contingent assets and commitments off balance sheet.

In the year ended 31% December 2014, the Company carried in its off balance sheet accounts assets received for custody amounting to
CZK 400,344 thousand (term deposit placed with Komer¢ni banka).

3.10 Interest Income

Balance at 315t December 2014 Balance at 31t December 2013

Interest on (CZK thousand)

CZK Foreign Total CZK Foreign Total
currency currency

Term deposits 999 0 999 2,014 0 2,014

Deposits on current accounts 243 0 243 20 0 20

Total 1,242 0 1,242 2,034 0 2,034
3.11 Commission and Fee Income

(CZK thousand) Balance at Balance at

31 Dec 2014 31 Dec 2013

Fees for management 457,394 385,796

Fees from retirement benefit policy holders 9,651 10,102

Other 0 1,623

Total other operating income 467,045 397,521

Commission and fee income for the year ending 31 December 2014 comprised in particular fees from the Transformed Fund for the Fund’s
asset management and appreciation. In addition, it included fees paid by the clients for pension insurance transfer and severance in the
amount of CZK 9,651 thousand (2013: CZK 10,102 thousand).

3.12 Commission and Fee Expense

(CZK thousand) Balance at Balance at

31 Dec 2014 31 Dec 2013
Fee for maintenance of accounts paid to the depositary 6,333 6,590
Fees for administration and safe-keeping of securities 9,788 9,992
Asset management fee 84,455 86,844
Fees paid in selling securities 990 993
Fees for conclusion and administration of retirement benefit policies 143,639 159,933
Other 1,959 2,124
Total 247,164 266,476
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3.13 Net Profit or Loss on Financial Operations

(CZK thousand)

Loss on foreign exchange transactions
Profit on foreign exchange transactions

Increase in fair value of securities

Net profit (+) /loss (-) on foreign exchange transactions
Net profit (+) /loss (-) on financial transactions

3.14 Other Operating Income
(CZK thousand)

Income from the transfer of tangible and intangible fixed assets

Sundry operating income
Total other operating income

Sundry operating income comprised proceeds from sold assets and vehicle damage compensation.

3.15 Other Operating Expense
(CZK thousand)

Sundry operating expenses
Total other operating expenses

Balance at
31 Dec 2014
(124)

94

484

(30)

454

Balance at
31 Dec 2014
326

386

712

Balance at
31 Dec 2014

2,302
2,302

Balance at
31 Dec 2013
(236)

116

0

(120)

(120)

Balance at
31 Dec 2013
511

288

799

Balance at
31 Dec 2013

1,672
1,672

Other operating expenses for the year ended 31* December 2014 principally comprise permanent compensations within client account-
ing of CZK 831 thousand, logo costs in the amount of CZK 400 thousand (2013: CZK 1,035 thousand), 3VU and 3DU fund subsidy
of CZK 500 thousand, Pension Companies Association (Asociace penzijnich spole¢nosti) membership fee of CZK 405 thousand (2013:
CZK 382 thousand) and Erste risk insurance costs of CZK 129 thousand (2013: CZK 130 thousand).

3.16 Administrative Expenses

Administrative expenses consist of staff costs and other administrative expenses (expenses related to the operation of the real estate, mate-

rial and energy consumption, services and taxes). Aggregate administrative expenses for the year ended 31* December 2014 amounted to
CZK 145,113 thousand (2013: CZK 144,079 thousand).

3.16.1 Staff Costs

The average number of employees and management and staff costs for the years ended 315 December 2014 and 2013 are as follows:

2014
(CZK thousand)

Staff
Management
Total

2013
(CZK thousand)

Staff
Management
Total

Number

60

62

Number

57

62

Wages and
salaries

29,004
3,537
32,541

Wages and
salaries

27,295
8,993
36,288

Social
security
and health
insurance

9,700
2,379
12,079

Social
security
and health
insurance

9,369

2,935
12,304

Other
expenses

1,727
823
2,550

Other
expenses

1,474
1,007
2,481

Bonuses to
management

5,376
5,376

Bonuses to
management

854
854

Total staff
costs

40,431
12,115
52,546

Total staff
costs

38,138
13,789
51,927
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The number of employees is based on the average recalculated headcount. Since 2014, members of the Board of Directors fall under
the employees category provided they serve as employees at the same time. In 2013, all members of the Board of Directors belonged to the
management group.

3.16.2 Loans, Borrowings and Other Benefits Provided
The Company provided no loans, borrowings or other benefits to the members of the Board of Directors, Supervisory Board, management
or shareholders in the year ended 31% December 2014.

3.16.3 Other Administrative Costs

(CZK thousand) Balance at Balance at

31 Dec 2014 31 Dec 2013
Advertisement 13,996 25,049
Rent 5,034 5,438
Information technology 38,110 28,883
Audit 2,293 2,465
Advisory 4 156
Outsourcing 6,920 6,887
Sundry administrative expenses 26,209 24,185
Total other administrative costs 92,566 93,063

For the year ending 31 December 2014, the costs of the mandatory financial statements audit amounted to CZK 2,293 thousand (2013:
CZK 2,465 thousand) and the costs of legal and tax advisory amounted to CZK 4 thousand (2013: CZK 156 thousand). Information technol-
ogy is mainly comprised of software maintenance in the amount of CZK 33,694 thousand (2013: CZK 21,695 thousand). Sundry adminis-
trative expenses are mainly comprised of postage totaling CZK 13,244 thousand (2013: CZK 12,978 thousand).

3.17 Use of Allowances and Provisions for Receivables
For the years ending 31% December 2014 and 2013 no allowances against receivables were used.

3.18 Related Party Information

The controlling entity is the entity that has, de facto or de jure, the ability to exercise directly or indirectly significant influence over the other
(controlled) entity in making financial or operational decisions. If the controlling and controlled entities are companies, they are considered
a parent company and its subsidiary, respectively.

Related parties are entities controlled by the same controlling entity.
Transactions with securities for the year ending 31% December 2014 were effected through Ceska spofitelna (the controlling entity).
The products offered by the Company are distributed through the Ceska spofitelna’s branch network.

3.18.1 Income

Financial income from the Transformed Fund and other funds amounting to CZK 457,394 thousand (2013: CZK 385,796 thousand from the
Transformed Fund) arose from the fee for appreciation of fund’s assets in the amount of CZK 131,396 thousand (2013: CZK 104,839 thou-
sand) and the fee for management of fund’s assets in the amount of CZK 325,998 thousand (2013: CZK 280,957 thousand).

3.18.2 Expenses

The services of the Erste Group Bank financial group entities amounted to CZK 174,599 thousand (2013: CZK 260,722 thousand), where the
greatest amount related to the fee from product sales and from asset management paid to Ceska spofitelna amounted to CZK 142,828 thou-
sand (2013: CZK 230,050 thousand). In 2014 the Company charged to income services related to the on-site sale of products to Ceska
spofitelna do domu (former Partner CS) of CZK 7,182 thousand (2013: CZK 9,278 thousand). Other services purchased by the Company
from Ceska spofitelna in the amount of CZK 29,527 thousand (2013: CZK 20,224 thousand) related to rent, outsourcing services, software
maintenance and payments for client centre. In 2014, the services of group purchase were provided by Procurement Services in the amount
of CZK 1,023 thousand CZK (2013: CZK 1,170 thousand).
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3.18.3 Other Related Party Transactions
The members of the statutory bodies received no loans, guarantees, advances or other benefits and held no shares of the Company as at
31% December 2014 and 2013.

3.19 Taxation

The following table shows the adjustment of the net profit or loss before taxation to the tax base:

(CZK thousand) Balance at Balance at

31 Dec 2014 31 Dec 2013
Profit before tax 44,460 (32,822)
Expenses that are not deductible for tax purposes 14,501 17,076
Income which is not subject to taxation (17,162) (11,304)
Tax base 41,770 (27,050)
Tax loss of prior years reduction (41,770) 0

Adjusted tax base

Tax debt of 19%

Tax relief

Adjusted tax liability

Adjustment of tax payable from previous years
Total tax payable

(=Ml -Noleh-)]
oo ooo

In compliance with the Income Taxes Act, The Company can carry forward tax losses generated and assessed in the previous accounting
periods or part thereof for up to five years immediately following the period for which the loss was assessed. The benefit of the tax loss from
2009 (CZK 376,937 thousand) was recognized in the 2014 financial statements in the amount of CZK 41,770 thousand. It will not be possi-
ble to utilise the remaining portion of the tax loss of CZK 335,167 thousand in subsequent years. The 2013 tax loss of CZK 26,986 thousand
will be carried forward.

The deferred tax asset/liability is calculated in the amount of 19% of temporary taxable differences between the accounting and tax net book
value of assets and liabilities and can be analysed as follows:

(CZK thousand) Balance at Balance at
31 Dec 2014 31 Dec 2013

Deferred tax assets

Unused tax loss 5,127 71,618
Other 1,737 1,062
Total deferred tax assets 6,864 72,680
Deferred tax liabilities

Difference between tax and accounting value of fixed assets (4,133) (1,939)
Gain or loss on revaluation of available-for-sale securities 0 0
Total deferred tax liabilities (4,133) (1,939)
Net deferred tax asset (+) / liability (-) 2,731 70,741

The deferred tax asset of CZK 5,127 thousand as at 31 December 2014, arising from unused tax loss, was not recognised in compliance
with the principle of prudence as it is uncertain that the Company will be able to generate a large enough tax base in the future against which
it would be possible to utilise this deferred tax asset.

The Company believes that the temporary differences, giving rise to a deferred tax liability, will be realized only after the option to uti-
lise tax loss carryforward expires. In compliance with the principle of prudence, the Company recognised a net deferred tax liability of
CZK 2,396 thousand in 2014 arising from the differences between book and tax depreciation of assets and social security and health
insurance premiums from recorded bonuses.

The recognised tax asset / liability are presented within “Other assets” / “Other liabilities” and comprise the following:

(CZK thousand) Balance at Balance at

31 Dec 2014 31 Dec 2013
Other 1,737 1,062
Difference between tax and accounting value of fixed assets (4,133) (1,939)
Impact of derecognised deferred tax on provisions for future retirement benefits 0 (1,864)
Net deferred tax asset (+) / liability (-) (2,396) (2,741)
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4. Explanatory Notes to the Managed Pension and Participation Funds and the

Transformed Fund

Number of participants in retirement benefit schemes and in pension savings or supplementary pension

savings schemes

As at the balance sheet date, the pension savings scheme, supplementary pension savings scheme and the Transformed Funds had 13,901

participants, 66,581 participants and 908,444 participants, respectively. The number of unique participants was 981,811 as at the balance

sheet date.

Number and amount of paid allowances

Paid allowances 2014
Surrender 769,107
One-off settlement 2,636,656
Transfers to other pension funds 3,471
Pensions 230,498
Inheritance 0
Surcharges for pension insurance already terminated 0
Total 3,639,732

2013

581,408
2,026,729
26,011
198,775

0

0
2,832,923

* Structure of paid allowances according to the Czech National Bank methodology (state contribution returns, pension plan participants returns and other returns are not included)

In 2014, the Company paid out CZK 4,088,909 thousand, of which the funds paid to the participants was CZK 3,636,261 thousand. The

remaining amount relates, in particular, to returns to the state budget.

Depositary

The depositary of pension funds, participation funds and the Transformed Fund is Komeréni banka, a.s.

Appreciation of invested funds

For the year ending 31* December 2014, the Company allocated the 2013 profit to retirement benefit policy holders in the Transformed

Fund, i.e. CZK 594,113 thousand; the amount represents an appreciation of the policy holders’ investments of 1.30% (2013: 1.63%).

Based on the profit for 2014 totaling CZK 739,484 thousand, expected appreciation is 1.42%. The exact appreciation rate will be calculated

from actual figures available after crediting the client accounts at the end of May 2015.

Other funds
v CZK thousand Current Net
value of business

fund unit assets

Povinny konzervativni G€astnicky fond doplfikového penzijniho spofeni se statnim

prispévkem Ceska spofitelna — penzijni spoleénost, a.s. 1.0179 1,324,442

Vyvazeny ucastnicky fond doplfikového penzijniho spofeni se statnim pfispévkem

Ceska spotitelna — penzijni spoleénost, a.s. 1.0454 233,588

Dynamicky ucastnicky fond doplfikového penzijniho spofeni se statnim pFispévkem

Ceska spotitelna — penzijni spoleénost, a.s. 1.0720 144,322

Dtichodovy fond statnich dluhopisti dtichodového spofeni Ceska spofitelna — penzijni

spolecnost, a.s. 1.0028 4,984

Konzervativni diichodovy fond dtichodového spofeni Ceska spofitelna — penzijni

spolecnost, a.s. 1.0026 106,473

Vyvazeny dichodovy fond diichodového spofeni Ceska spofitelna — penzijni

spolecnost, a.s. 1.0032 136,093

Dynamicky diichodovy fond diichodového spofeni Ceska spofitelna — penzijni

spolecnost, a.s. 1.0033 58,532

Provision for future annuities

Profit for
2014

9,484
2,700
2,818
6

123
180

78

The amount of provision is determined on the basis of the present actuarial value of committed supplementary pension insurance benefits to

be paid decreased by the amount of funds recorded on behalf of pension recipients.
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The Company accounts for a provision if the minimum amount of liabilities to participants is higher than the actual liabilities accounted.
The provision amounts to the ascertained difference.

5. Commitments, contingencies and off balance sheet liabilities

Legal disputes

As at 31% December 2014, the Company was involved in no legal disputes, the outcome of which would significantly impact the Company’s
financial performance.

6. Subsequent Events

No events that would have an impact on the Company’s financial statements for the year ended 31 December 2014 occurred subsequent
to the balance sheet date.

Prepared on 13" March 2015.

Signature of accounting entity‘s statutory body:

Ing. Ales Poklop Ing. Jakub Krkoska, MBA
Chairman of the Board of Directors Member of the Board
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Report on Relations

in accordance with Atrticle 82 — 88 of Act No. 90/2012 Coll., on commercial companies
and cooperatives for the accounting period from 1. 1. 2014 to 31. 12. 2014

Ceska spotitelna — penzijni spolenost, a. s. with its registered
office at Polackova 1976/2, Prague 4, Registration Number:
61672033, registered in the Commercial Registry, Section B,
Insert 2927, administered at Municipal Court Prague, (henceforth
“company”, is part of the business group (concern) where follow-
ing relations exist between the processor and parties controlled by
the same controlling parties (henceforth “related parties”).

This report on relations between the parties hereunder was
prepared pursuant to the provision of Section 82-88 of Act
No. 90/2012 Coll., on commercial companies and cooperatives,
as amended, for the accounting period of 2014 (henceforth the
“accounting period”). In this accounting period, the company
and the parties hereunder entered into the following contracts
and adopted or enacted the following legal acts and other de facto
measures. The Report on Relations provides the financial details
of transactions with related parties for the accounting period from
15t January 2014 to 31* December 2014.

A. Company

The company is a member of the Financial Group of Ceské
spofitelna, a.s. The main object of the company is providing pen-
sion savings in the second pillar, the additional pension savings
in the third pillar and managing of the Transformed Fund. The
Company prosecutes 4 pension funds, 3 participant funds and
1 Transformed Fund.

B. Controlling Entities

— Erste Group Bank AG,
registered office at Graben 21, Vienna, Austria
Relation to the company: indirect controlling subject — subject
controlling EGB Ceps Beteiligungen GmbH

— EGB Ceps Beteiligungen GmbH,
registered office at Graben 21, Vienna, Austria
Relation to the company: indirect controlling subject —
subject controlling EGB Ceps Holding GmbH

— EGB Ceps Holding GmbH,
registered office at Graben 21, Vienna, Austria
Relation to the company: indirect controlling subject —
subject controlling Ceské spofitelna, a.s.

— Ceska spofitelna, a.s.,
registered office at Olbrachtova 1929/62 , Prague 4, Czech
Republic, Registration number 45244782
Relation to the company: direct controlling subject with the
100% share on assets.

C. Other Interconnected Subjects

— €S dodomu, a.s.,
registered office at Polackova 1976/2, Prague 4,
Regitstration number 28909011
Relation to the company: sister company directly controlled
by Cesk4 spotitelna, a.s.

— s IT Solutions CZ, s.r.o0.,
registered office at Antala Staska 32/1292, Prague 4,
Registration number 27864260
Relation to the company: other interconnected subjects

— Stavebni sporitelna Ceské spofitelny, a.s.,
registered office at Vinohradska 180/1632, 130 11 Prague 3,
Registration number 60197609
Relation to the company: sister company directly controlled
by Cesk4 spotitelna, a.s.

— Procurement Services CZ s.r.o.,
registered office at Bud&jovicka 1912/64b, Prague 4,
Registration number 27631621
Relation to the company: other interconnected subjects

D. Business Transactions With The
Interconnected Subjects

The pension company identified relations with interconnected sub-
jects listed in Part B and Part C which are aggregated below into
categories as follow.

Business transactions with interconnected
subjects on the active side of the pension
company Balance sheet

Receivables from banks

The pension company does not have any funds on term deposits
and current accounts deposited at the interconnected subjects.
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Other assets

In the item Other assets, receivables from business relations and
other assets of the pension company towards interconnected
subjects amounting 139,5 million CZK are included. The items
concerned are mainly time deferred commissions towards Ceské
spofitelna. No detriment rose to the pension company from these
transactions in the accounting period.

Business transactions with interconnected
subjects on the passive side of the pension
company Balance sheet

Other liabilities

In the Other liabilities item, liabilities from the pension com-
pany business relations towards interconnected subjects amount-
ing 42,3 million CZK are included. These are mainly liabilities
towards Ceska spofitelna. No detriment rose to the pension com-
pany from these transactions in the accounting period.

Equity
The pension company held no securities of the interconnected
subjects.

E. Contractual relations

Business transactions with interconnected
subjects affecting the pension company Profit
and Loss Statement

Cost of fees and commissions

Within business transactions with interconnected subjects the
pension company expended under regular market or business
conditions in the accounting period costs of fees and commis-
sions, including mainly fees and commissions for asset man-
agement and product sale, amounting to 178,3 million CZK. No
detriment rose to the pension company from these transactions
in the accounting.

General administrative costs and other operating
costs

The pension company expended in the financial year on other
administrative costs towards interconnected subjects, espe-
cially outsourcing, risk management, rent, services etc., under
regular market or business conditions 30,6 million CZK. No
detriment rose to the pension company from these transactions
in the accounting.

The company closed in the past accounting periods contracts with interconnected subjects listed in Part B and Part C, whose financial pro-
nouncement for the accounting period is included in Part D. The company closed in the accounting period new contracts with interconnected
subjects listed in Part B and Part C, whose financial pronouncement for the accounting period is included in Part D. The list below includes all

contracts with interconnected subjects closed in the accounting period:

Name of contract Contractor

Management of Securities Agreement

The Lease contract

Protection of confidential information
agreement

The Lease Contract

The Lease Contract
Contract on Cooperation

Contract on Cooperation

Contract on Providing Selected Activities in
Risk Management Section

Contract for the provision of selected activities
related to assets management

Information Technology Agreement
Agreement of cooperation in Partner 24
application

Outsourcing services agreement concerning
provisions of some of the duties of

a pensioncompany related to the management
of funds,bookkeeping for pension funds,
participation funds and Transformed Funds,
back office activities,processing of cooperation
applications and preparation of execution
orders

Ceska spofitelna, a.
Lease agreement for premises in Polagkova St Ceska spotitelna, a.
Ceska spofitelna, a.

Ceska spofitelna, a.
Ceska spotitelna, a.

Ceska spofitelna, a.
Ceska spofitelna, a.
Ceska spofitelna, a.
Ceska spofitelna, a.

Ceska spotitelna, a.
Ceska spofitelna, a.

Ceska spofitelna, a.

Ceska spofitelna, a.

Description of contract Possible

detriment

s. Securities management None

s. Lease None

s. Rent of 2 safes None
Protection of confidential

S. information None

S. Rent of office in Prerové None
Rent of archive place at

S. Olbrachtova None
Provision of services for Client

S. centre None
Participation on funding Pension

s. solution campaign None
Outsourcing of Kondimp

S. ModulAdministration into CS None

S. Back office services for assets None

S. IT service agreement None
Cooperation with PARTNER

s. 24application None
Outsourcing back office for

s. securities for CS None
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Name of contract Contractor Description of contract Possible
detriment

Representation agreement for external .

partners Ceska sporitelna, a.s. Business representation None
Outsourcing services agreement concerning

processing and payment of commissions to

externalpartners, product support and central . Processing and payment of
partner administration activities Ceska sporitelna, a.s. commission to external partners None
Outsourcing services agreement Ceska spotitelna, a.s. Outsourcing None

Outsourcing services agreement concerning
processing of cooperation applications, and

preparation of execution orders Ceska spofitelna, a.s. Outsourcing None
5 Rent of Reserve Centre of Antal

The Lease Contract Ceska sporitelna, a.s. Stasek None
5 Providing service for @

@FAKTURA 24 Service agreement Ceska spofitelna, a.s. FAKTURA24 None

Contract on Post-Warranty Service IT Solutions CZ, s.r.o. Post-warranty service hardware None

Master Agreement for the Provisioning of IT Contract for cooperation in

Services for PFCS S IT Solutions CZ, s.r.0. providing post-warranty service None
Procurement Services

Contract on Supply of Service CZ, s.r.0. Purchase centralization None

Agreement on organising an extraordinary .
marketing event and reimbursement of related  Stavebni spofitelna Ceské
expenses spofitelny, a.s. Sales support None

Representation agreement CS do domu, a.s. Business representation None
E. Other Legal Acts

The company in the accounting period did not receive or provide any legal acts for the sake or from the incentive of the interconnected
subjects.

F. Other Real Measures

The pension company cooperates within Erste Group Bank on group projects. While cooperating on these group projects, no detriment has
befallen the company.

G. Conclusion
With regard to the revision of legal relations between the Processor and interconnected subjects it is clear that due to the contracts, other
legal acts or other measures closed, taken or adopted by the company in the financial year 2014 for the sake of or from incentive of individ-

ual interconnected subjects, no detriment has befallen the company.

This report was discussed and approved by the Board of Directors of the Processor on 25" March 2015.

Ceska spofitelna — penzijni spolecnost, a.s. // 4\/

<
Ing. Ales Poklop % Ing. Jakub Krkoska, MBA
Chairman of the Board of Directors Member of the Board of Directors
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List of funds

Conservative Participation Fund

34 Pillar

Additional pension savings

Balanced Participation Fund

Dynamic Participation Fund

Development of pension unit
of the additional pension savings funds (2014)

1.0900
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0.9900

0.9700

mmmm Conservative Participation Fund
mmmmm Balanced Participation Fund
Dynamic Participation Fund
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Supplementary pension insurance

Transformed Fund

2" Pillar

Pension savings

Government Bonds Pension Fund

Conservative Pension Fund

Balanced Pension Fund

Dynamic Pension Fund

Development of pension unit
of the pension savings funds (2014)

1.0035

1.0030 —

1.0025
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Government Bonds Pension Fund
mmmm Conservative Participation Fund

mmmm Balanced Participation Fund
Dynamic Participation Fund

12/2013 1/2014 2/2014 3/2014 4/2014 5/2014 6/2014 7/2014 8/2014 9/2014 10/201411/2014 12/2014
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Compulsory Conservative Participation
Fund of additional pension savings
with government contributions Ceska
sporitelna — penzijni spolecnost, a. s.

Basic information

Compulsory Conservative Participation Fund of additional pen-
sion savings with government contribution Ceska spofitelna —
penzijni spolecnost, a.s. The Czech National Bank (CNB) issued
a decision which permitted the establishment of the participation
fund on 17" December 2013, reference number 2012/12485/570.
The decision came into effect on 18" December 2012.

It is managed by Ceska spofitelna — penzijni spole&nost, a.s.

Registered office at Polackova 1976/2, 140 21 Prague 4,
Identification number (IN): 61672033,

Commercial Registry: Municipal Court in Prague, Section B,
Insert 2927, which is part of the consolidation group, whose parent
company is Ceska spofitelna, a.s., IN: 45244782

Fund characteristics

Investment into a Conservative Participation Fund is suitable for
those participants who are neither interested nor informed about
events on capital markets and at the same time who are looking
for a complex solution of their investment divided between the
money and bond markets. The Conservative Participation Fund is
designed for those participants who prefer fixed-income financial
instruments and for less-experienced investors with a minimum
investment horizon of one year. The goal of the investment pol-
icy is to provide participants with a long-term appreciation of the
funds invested which are mainly into the instruments of money
market, government bonds, and other debt securities rated at the
investment level permitted by law on additional pension savings.
The interest rate risk is actively managed, the investment denomi-
nated in foreign currency are fully managed.

Depository

The depository of the participation fund is Komer¢ni banka, a.s.,
registered office at Na Ptikop¢ 33/969, 114 07 Prague 1, IN:
45317054

Portfolio manager

Ceska spofitelna, a.s., registered office at Prague 4, Olbrachtova
1929/62, 140 00, IN: 452 44 782, registered in the Commercial
Registry at the Municipal Court in Prague, Section B, Insert 1171.
Senior portfolio manager of the fund is Mgr. Marcel Kostovski,
who is a graduate of broker examinations, CFA Institute and is

professionally engaged in investments, portfolio management and
asset management since 1995.

Person responsible for safeguarding and control of assets
of the participation fund

Komer¢ni banka, a.s., registered office at Na Ptikopé 33/969,
114 07 Prague 1, IN: 45317054.

Fees and charges

In 2014, Ceska spofitelna — penzijni spole&nost charged an annual
management fee of 0.4% of the average net asset value at the
expense of Conservative Fund of Additional Pension Savings.
Also, an asset performance fee of 10% was charged of the dif-
ference between the average annual value of pension unit in the
relevant period and the highest average annual value of pension
unit in previous years multiplied by the average annual number of
pension units. Fees and charges are regulated by Supplementary
pension savings law no. 427/2011 Coll. Section 60 Pension com-
panies’ remuneration.

To obtain further information on the participation fund
please visit our office at Polackova 1976/2, Prague 4,
140 21, call free 956 777 444, or visit www.ceskapenzijni.cz
or info@cs-ps.cz.

Historical Performance
of Conservative Participation Fund

3% [
2% [—
1.34%

1% —
0.44%

0%

2013 2014
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Top holdings of the Compulsory Conservative Participation Fund as at 315t December 2014

Name Currency Amortised Market value %
purchase price in ths CZK
in ths CZK
GOVERNMENT BOND 4.6 08/18/18 CzZK 443,802 441,066 33.5%
GOVERNMENT BOND VAR 10/27/16 CzK 281,288 281,428 21.4%
GOVERNMENT BOND 4 04/11/17 CzK 220,575 218,100 16.6%
GOVERNMENT BOND VAR 07/23/17 CzK 102,920 102,870 7.8%
GOVERNMENT BOND 0.5 07/28/16 CzK 55,251 55,330 4.2%
SLOVAKIA GOVT 4.375 05/21/22 USD uUsD 39,430 44,850 3.4%
PRAHA 4.25 05/11/21 CzK 36,735 37,488 2.8%
Money Market 135,465 135,465 10.3%
NAV and NAV per pension unit as at 315t December 2014
Name Value
NAV in thousands CZK 1,324,442
NAV per unit of fund in CZK 1.0179
Portfolio of the participation fund as at 315t December 2014
I Money market 89.7% B czk9%.6%
I Bonds 10.3% USD 3.4%

The developement of pension unit of the Development of the fund NAV
Compulsory Conservative Participation Fund (2014) in millions CZK (2014)
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(Translation of a report originally issued in Czech - see Note 2 to the financial statements.)

INDEPENDENT AUDITOR'S REPORT

To the Participants of the fund Povinny konzervativni iCastnicky fond dopliikového penzijniho sporeni se statnim
prispévkem Ceska spofitelna — penzijni spolecnost, a.s.:

We have audited the financial statements of the fund Povinny konzervativni Gcastnicky fond doplfikového
penzijniho spofeni se statnim prispévkem Ceska spofitelna — penzijni spole¢nost, a.s. as at 31 December 2014
presented in the annual report of the Company on pages 37 — 49 and our audit report dated 13 March 2015
stated the following:

“We have audited the accompanying financial statements of the fund Povinny konzervativni Ucastnicky fond
dopliikového penzijniho sporeni se statnim prispévkem Ceska spofitelna — penzijni spole¢nost, a.s. which
comprise the balance sheet as at 31 December 2014, and the income statement for the year then ended,
and a summary of significant accounting policies and other explanatory information. For details of Povinny
konzervativni castnicky fond dopliikového penzijniho sporeni se statnim prispévkem Ceska spofitelna — penzijni
spolecnost, a.s. see Note 1 to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including an assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

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

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,
has been incorporated in the Commercial Register administered by the Municipal Court in Prague,

Section C, entry no. 88504, under Identification No. 26704153.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the fund
Povinny konzervativni Gcastnicky fond dopliikového penzijniho sporeni se statnim prispévkem Ceska spofitelna
— penzijni spole¢nost, a.s. as at 31 December 2014, and its financial performance for the year then ended in
accordance with accounting principles generally accepted in the Czech Republic.”

We have also audited the consistency of the annual report with the financial statements described above. The
management of the fund Povinny konzervativni Ucastnicky fond dopliikového penzijniho sporeni se statnim
prispévkem Ceska spofitelna — penzijni spole¢nost, a.s. is responsible for the accuracy of the annual report.
Our responsibility is to express, based on our audit, an opinion on the consistency of the annual report with the
financial statements.

We conducted our audit in accordance with International Standards on Auditing and the related implementation
guidance issued by the Chamber of Auditors of the Czech Republic. Those standards require that we plan
and perform the audit to obtain reasonable assurance as to whether the information presented in the annual
report that describes the facts reflected in the financial statements is consistent, in all material respects, with
the financial statements. We have checked that the accounting information presented in the annual report is
consistent with that contained in the audited financial statements as at 31 December 2014. Our work as auditors
was confined to checking the annual report with the aforementioned scope and did not include a review of any
information other than that drawn from the audited accounting records of the Company. We believe that our
audit provides a reasonable basis for our opinion.

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

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

Roman Hauptfleisch, Auditor
License No. 2009

17 April 2015
Prague, Czech Republic

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,
has been incorporated in the Commercial Register administered by the Municipal Court in Prague,

Section C, entry no. 88504, under Identification No. 26704153.
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Balance Sheet
at 31t December 2014

CZK thousand

3 Receivables from banks and credit unions
of which: a) on demand: aa) current accounts
ab) term deposits

5 Debt securities
of which: a) issued by the government
b) issued by other institutions

11 Other assets
d) other assets
Total assets

4 Other liabilities
a) financial derivatives
c) liabilities from taxes
d) other liabilities

5 Accrued liabilities and deferred income

10 Reserve funds and other funds created from profit
12 Capital funds
15 Profit or loss for the accounting period

Total liabilities

of which: Equity

Off balance sheet accounts

4 Amounts due from fixed term transactions
b) with currency instruments

8 Values provided for management
a) securities
c) other values

12 Amounts owed from fixed term transactions
b) with currency instruments

Line
01
02
03
10
1"
12
15
19
23
30
31
33
34
36
42
43
49
50
51
52
54
56
62
63
64
67
69

Current

135,465
135,465

1,194,573
1,156,247
38,326
28,772
28,772
1,358,810
33,067
1,325

6

31,736
1,300
1,069
1,313,890
9,484
1,358,810
1,324,443

41,374
41,374
1,193,248
1,194,573
(1,325)
42,699
42 699

Previous

385,576
315,376
70,200
35,294
35,294

6,749
6,749
427,619
13,882

42
13,840

412,668

1,069
427,619
413,737

105,494
35,294
70,200
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Income Statement
for the period ended 31t December 2014

CZK thousand Line
1 Interest income and similar income 01
of which: a) interest income from bonds 02

5 Fees and commissions expense 08
a) management fee 09

b) performance fee 10

6 Profit or loss on financial operations 12
a) profit or loss on transactions with securities 13

b) profit or loss from FX differences 14

c) profit or loss from fixed term transactions and options 15

7 Other operating income 16
8 Other operating expense 17
19 Ordinary profit or loss for the accounting period before tax 24
23 Income tax 28
24 Profit or loss for the accounting period after tax 29

Current

12,630
11,622
4,117
3,271
846
1,000
5,102
222
(4,324)
7

36
9,484

9,484

Previous

505
78

606
606

1,111
42
1,069
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Notes to the Financial Statements

for the period ended 31t December 2014

1. Organisation and Description of
Business

Formation and Description of the Business

Povinny konzervativni ucastnicky fond doplinkového penzi-
jniho spofeni se statnim piispévkem Ceska spofitelna — penzijni
spoleénost, a.s. (the “Fund” or “Ugastnicky fond — CSPS, a.s.”
or the “Partcipation Fund”) is an accounting entity with-
out legal entity status, formed by Ceska spofitelna — penzijni
spole¢nost, a.s. (“Penzijni spole¢nost” or “CS PS”) in accord-
ance with Act No. 427/2011 Coll. on Supplementary Pension
Savings. The Czech National Bank (“CNB”) approved the for-
mation of the Fund in a decision issued on 17" December 2012
under Ref. No. 2012/12485/570. The decision came into force
on 18" December 2012. The Fund commenced its activities on
1% January 2013.

Transformation Process

On 20" February 2012, the Company prepared a transformation pro-
ject in accordance with Act No. 427/2011 Coll. on Supplementary
Pension Savings (the “Act”); the project was submitted for approval
to the Czech National Bank on 27" February 2012. The Czech
National Bank approved the project on 7" September 2012.
As at 31 December 2012, based on the transformation project,
Penzijni fond Ceské spofitelny, a.s. (“PFCS”) was dissolved
and Ceska spofitelna — penzijni spole¢nost, a.s. (“CS PS”) and
Transformovany fond Ceska spofitelna — penzijni spoleénost
(“CS TF”) were incorporated. The incorporation of the companies
took effect as of 1% January 2013, which is the effective date stipu-
lated by the transformation project.

In compliance with the Act, the Company subsequently created
participation funds and pension funds.

Pursuant to a concluded contract, Komer¢ni banka, a.s. (“KB”)
acts as the depository of the Fund.

The Fund is managed by Ceska spofitelna —penzijni spolenost, a.s.
In compliance with Act No. 427/2011 Coll. on Supplementary
Pension Savings, the above company is responsible for the man-
agement of the assets of the Fund, which involves the administra-
tion and handling of the assets.

Pursuant to the classification which is binding for the members
of the Czech Pension Management Companies Association (“APS
CR”), the Fund may be designated as a participation fund as at the
date of approval of the Statute.

Registered Office

Povinny konzervativni ucastnicky fond doplikového penzi-
jniho spofeni se statnim piispévkem Ceska spofitelna — penzijni
spolecnost, a.s.

Ceska spofitelna — penzijni spoleénost, a.s.

Prague 4, Polackova 1976/2

Principal Business

CS PS collects participants’ contributions, employers’ contribu-
tions and state contributions under the Act to place them in partici-
pation funds, to manage the assets of participation funds and to pay
out supplementary pension savings benefits.

The number of issued pension units (“penzijni jednotky”) or the
period for which the Fund has been formed has not been restricted.

Pension units of the Fund are offered in the Czech Republic.

Investment Policy of the Fund

The objective of the investment policy is to seek a long-term
appreciation of the participants’ funds investing primarily in
money market instruments, state bonds and other debt securities
with rating on investment level allowed by the Act. The interest
rate risk is actively managed, the investments denominated in for-
eign currencies are fully hedged.

The Fund’s portfolio particularly comprises (or may comprise)
treasury bills, money market funds, bonds or discount certificates.
The Fund may invest in securities in compliance with Section 98 of
the Act.

The Participation Fund is not permitted to invest in investment
securities issued by CS PS, which manages the Fund, or by any
entity belonging to the same group.

The Participation Fund may use techniques and tools relating
to investment securities and money market instruments on con-
dition that they are used for effective management of the assets.
In using the techniques and instruments, the Participation Fund
must always comply with the manner of investing stipulated in the
Fund’s Statute.

The Fund can use financial derivatives to hedge the interest and
currency risks.

The Fund’s assets must be fully secured against the currency risk.
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The underlying instrument of a financial derivative must corre-
spond to the Fund’s investment policy and risk profile.

The limits of the Fund are adhered to on the basis of the Act, or
they are regulated in the Fund’s Statute in compliance with the
Act.

The Fund’s Operation Principles

The Fund’s operating results arise as the difference between
income and expenses relating to the management of the Fund’s
assets.

The full amount of the generated profit is retained in the
Participation Fund, in the reinvestment fund, as a source for fur-
ther investments and increases the value of the pension unit. If
a loss arises from CS PS’s management of the Participation Fund’s
assets, the reinvestment fund created from the previous years’
profits is used to cover the loss. If the reinvestment fund is not
sufficient to cover the loss, the loss shall be covered by reducing
the capital fund.

Upon managing the Fund’s assets, the Fund must not enter into
a contract for the sale of an investment instrument that does not
constitute part of the Fund’s assets.

Pursuant to Section 36(2) of the Act, CS PS is required to estab-
lish a mandatory Conservative fund (Section 94(1)) not later than
one year from the date of issuance of the authorization to carry
on the activities of a pension company. CS PS must have at least
10,000 thousand participants upon the expiration of a period
of 24 months from the date when the authorization to establish
a mandatory Conservative fund was granted.

The Participation Fund’s assets must not be used to provide a loan
or a gift, to secure a third party liability or to satisfy a liability that
does not relate to the management of the Fund pursuant to Section
108 of the Act.

The Participation Fund may accept a bank loan or another loan
with maturity not exceeding 6 months in order to complement
liquidity under the terms and conditions stipulated in the Fund’s
Statute, Section 3, paragraph 29. The Fund is not allowed to accept
a loan for the purposes of purchasing an investment instrument.

The aggregate of all received loans must not exceed 5% of the
value of the Fund’s assets. The Fund is not allowed to accept
a loan for the purposes of purchasing an investment instrument.

The terms and conditions are stipulated in the Fund’s Statute and
in the Section 108 of the Act on Supplementary Pension Savings.

The Fund’s Statute and Management Fees
The Fund’s Statute is the key binding document of the Fund.

The Participation Fund’s Statute stipulates, in a clear manner, the

following:

a) information concerning the manner of investing the
Participation fund,

b) other information necessary for a participant to correctly and
accurately assess the decision to place his/her funds in the
Participation fund,

c) explanation of the risks connected with pension savings,

d) periods and deadlines for valuation of assets and liabilities
pursuant to Section 115 of the Act, and

e) other information required by implementing regulations.

The Fund’s Statute is approved by the Czech National Bank; the
Statute is binding for CS PS.

The information stipulated in the Fund’s Statute must be regularly
updated.

Penzijni spoleCnost is entitled to a fee from the assets in the

Participation Fund; the amount of the fee must be stipulated in the

Fund’s Statute. The fee consists of the following:

a) fee for the management of the Participation funds’ assets,

b) fee for appreciation of the Participation funds’ assets, i.e. per-
formance fee.

Any and all expenses owing to third parties by Penzijni spole¢nost
in connection with pension savings schemes shall be covered from
the fee, in particular the following:

— fees for the exercise of the activities of the depository and
auditor of the Fund,

— fees paid to the bank,

— fees paid to persons other than Penzijni spolecnost for the
exercise of activities pursuant to Section 74 of the Act and
for the administration of pension savings contracts and
related activities,

— fees paid to the person responsible for the settlement
of investment instruments transactions, transfer points,
securities brokers,

— promotion and advertising costs.

The fee pursuant to Paragraph a) above must not exceed 0.4% of
the average annual value of the Fund’s equity; such fee shall be
reduced by the costs of purchase, sale and holding of the securities
issued by the collective investment fund.

The average annual value of each Participation fund’s equity is
determined as at the last day of the relevant period as a simple
arithmetic average of the values of a particular fund’s equity for
each day of the relevant period.

The fee pursuant to Paragraph b) above must not exceed 10% of
the difference between the average annual value of a pension unit
in the relevant period and the highest average annual value of pen-
sion units in previous years since the formation of the Participation
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fund, multiplied by the average annual number of pension units in
the relevant period.

Penzijni spole¢nost is not entitled to the fee pursuant to
Paragraph b) above if the average annual value of the Participation
fund’s pension unit in the relevant period is lower than or equal to
the highest average annual value of the pension unit in previous
years since the formation of the Participation fund.

The average value of a Participation fund’s pension unit is deter-
mined as at the last day of the relevant period as a simple arithme-
tic average of the values of the fund’s pension units for each day
of the relevant period.

For the purposes of determining the fee, the costs of holding the
securities issued by the collective investment fund shall particu-
larly include the proportion of total costs covered from the collec-
tive investment fund’s assets that is adequate to the investment in
such fund.

Change in the Fund’s Statute
There were no changes to the Fund’s Statute in 2014 and 2013,

respectively.

Ceska sporitelna — penzijni spoleénost, a.s.
Board of Directors and Supervisory Board

Board of Directors

Chairman Ing. AleS Poklop
Vice Chairman Ing. Martin Kopejtko
Member Ing. Jakub Krkoska, MBA

Supervisory Board

Chairperson of the Board:
Vice Chairman

RNDr. Monika Lausmanova, CSc.
Ing. Ale$ Sedlak

Member Ing. Petr Valenta
Member Ing. Jifi Skorvaga, CSc.
Member Renata Kovaczova
Member Ing. Pavel Matsgjicek

2. Basis of Preparation of the Financial
Statements

The financial statements have been prepared on the basis of
underlying accounting records maintained in accordance with
Accounting Act No. 563/1991 Coll., and applicable regula-
tions, decrees and internal standards in compliance with and
in the scope defined in Czech Finance Ministry Regulation
No. 501/2002 of 6" November 2002, as subsequently amended,
which sets out the overall framework for the presentation of
the financial statements, and guidelines for the structure and
minimum requirements for the content of the financial state-
ments of banks and certain financial institutions, and the Czech
Accounting Standards for Financial Institutions, which establish
the accounting principles and policies.

The relevant previous year data are recorded in the conditions of
the period to which the financial statements relate.

The Fund is obliged to comply with the regulatory requirements
of the Act.

The presented financial statements are based on the accrual prin-
ciple, under which accounting transactions and other facts are rec-
ognized when they arise and accounted for in the period to which
they relate as to time and content. The financial statements are
presented in compliance with general accounting principles, spe-
cifically the accrual principle, the prudence concept and the going
concern assumption.

The financial statements contain the balance sheet, profit and loss
account, off balance sheet accounts, and notes to the financial
statements.

The presentation of the financial statements requires that the
Company makes estimates which have an impact on the reported
amounts of assets and liabilities as at the date of the financial state-
ments as well as expenses and income in the relevant accounting
period. These estimates are based on information available as at
the date of the financial statements and may differ from the actual
results.

The financial statements have been prepared based on the current
best estimates using all relevant and available information as at the
date of the financial statements.

These financial statements are not consolidated.

All amounts are stated in thousands of Czech crowns (CZK),
unless indicated otherwise.

Explanation Added for Translation into English
These financial statements are presented on the basis of accounting
principles and standards generally accepted in the Czech Republic.
Certain accounting practices applied by the Company that con-
form with generally accepted accounting principles and standards
in the Czech Republic may not conform with generally accepted
accounting principles in other countries.

3. Accounting Policies

Transaction Recognition Date

Purchases and sales of securities are recognized using trade date
accounting provided that the period between the trade date and
the satisfaction of the liability arising from the contract does not
exceed a period typical for the relevant type of transaction.

The transaction recognition date for derivative contracts is:

a) the date upon which the related contract was entered into;

b) the date when the fulfilment was delivered based on the relevant
contract.
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The transaction recognition date also is the date when money in
circulation is paid or received, the date when foreign currency
is purchased or sold, the date when a payment is made, the date
when ownership is acquired or terminated, when a receivable
or payable arises, changes or ceases to exist, when assets move
within an accounting entity, and the date when other matters to be
included in the accounting records occur, or when the documents
supporting these other matters are available, or when other matters
are a consequence of internal conditions of the accounting entity
and/or special regulations.

Securities

In accordance with the Fund’s strategy, all securities are classi-
fied as securities valued at fair value against expense or revenue
accounts. During the accounting period, securities are re-measured
at fair value on a daily basis pursuant to the Act No. 240/2013 Coll.,
on investment companies and investment funds which entered
into force on 3 July 2013. The Finance Ministry Regulation
No. 194/2011 Coll., on more detailed regulation of certain rules
in collective investment has been replaced by Government Decree
of 31% July 2013 on investment funds’ investment activities and
administration techniques.

In the Fund’s accounting, securities are recorded at fair value
against expense and revenues accounts. The fair value of the secu-
rities from investment activities is determined in accordance with
the International Financial Reporting Standards with an exception,
that an average price between the most favorable binding offer and
demand (MID price) is used for bonds.

Pursuant to the Act No. 240/2013 Coll., securities are valued at the
price quoted on a public market which is adjusted, as appropriate,
to reflect the rules set out in the Act. If the market value is unavail-
able, the Fund uses a value determined by the Company using val-
uation models based on discounted future cash flows according to
the yield curve calculated using the Reuters and Kondor+ systems.

Securities are measured at cost upon initial recognition using the
weighted average method. The acquisition cost includes direct
transaction costs related to the acquisition of securities.

Realized capital gains or losses are recorded in the profit and loss
account within ,Profit or loss from financial operations®.

Accrued interest relating to assets is included in the total balance
of these assets.

Receivables and Payables

The Fund records receivables arising from its transactions with
securities and other operating receivables at their nominal value,
while receivables from positive fair values of derivatives are
recorded at the fair value of the derivatives at the balance sheet
date. Pursuant to the prudence principle, provisions are created
based on the aging of receivables.

The Fund records payables arising from its transactions with secu-
rities and operating payables at their nominal value, while paya-
bles from negative fair values of derivatives are recorded at the fair
value of the derivatives at the balance sheet date.

Financial Derivatives and Hedging Transactions

In the normal course of business, the Fund enters into hedging con-
tracts with financial derivatives to hedge against foreign currency
and interest exposures associated with its transactions on financial
markets. The method of fair value hedges is applied to hedging
derivatives.

The Fund designates certain derivatives as hedges provided that
the following criteria are met:

— the Fund has developed a risk management strategy;

— at the inception of the hedge, the hedging relationship is
formally documented, the documentation identifies the
hedged item and the hedging instrument, and it defines the
risk that is being hedged and the approach to establishing
whether the hedge is effective; and

— the hedge is effective, that is, changes in the fair value
or cash flows of the hedged item are almost fully offset
by changes in the fair value or cash flows of the hedging
instrument and the results are within a range of 80% to
125%.

Nominal values of derivative financial instruments are recognized
in the oft-balance sheet accounts that are restated at fair value on
a daily basis. Changes in the fair value of derivatives that are des-
ignated and qualify as hedges (see above) are recorded as income
or expense. Changes in the fair value of the hedging derivatives
attributable to the risk hedged are recognized in the same income
or expense accounts as differences from revaluation of a hedged
instrument.

All financial derivatives are recorded as assets when the fair value
is positive and as liabilities when the fair value is negative. Fair
values are derived from valuation models.

Derivatives that are not designated as hedging derivatives are
treated as trading derivatives. These derivatives are measured at
fair value on a daily basis and gains and losses on revaluation are
posted to derivative expense and income accounts.

Certain derivatives are embedded in compound financial instru-
ments, which comprise the host instrument and the derivative.
Pursuant to the applicable regulations, the Fund recognizes
changes in assets and liabilities arising from the movements in
rates or prices of securities or changes in exchange rates through
expense and income accounts. Given that the assets of the Fund are
valued at fair value and changes of fair values are reported within
expenses and income from derivatives, embedded derivatives are
not accounted for separately.
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Income Tax
Under effective tax regulations, the corporate income tax rate
applicable to the funds managed by Penzijni spole¢nost is 5%.

Since 1* January 2015, the applicable tax rate has been 0% based
on an amendment to the Act No. 586/1992 Coll.

Deferred Tax

Deferred tax is provided using the liability method on all tempo-
rary differences between the carrying amount of assets and liabil-
ities reported in the balance sheet and their value for tax purposes.
Deferred tax assets are recognized only up to the amount of probable
future taxable income against which the deferred tax asset can be
offset.

Foreign Currency Translations
Foreign currencies are translated using the exchange rate promul-
gated by the Czech National Bank as at the relevant date. As at the
balance sheet date, assets and liabilities denominated in foreign cur-
rencies are translated on the same basis.

Foreign exchange rate gains and losses from the daily translation of
assets and liabilities in foreign currencies are posted to expense or
income accounts.

Capital Funds

The selling price of a pension unit is calculated by dividing the
Fund’s equity by the relevant number of pension units. Pension units
are sold to the pension savings scheme participants for the selling
price set on a weekly basis.

Interest Income and Expense and Dividend Income
Interest income and expense are recognized using the accrual
principle.

Dividend income is recognized as at the date when the right to
receive the payment is established (ex-dividend date). Dividend
income from domestic securities is presented after withholding
tax. Dividend income from foreign securities is presented in gross
amount prior to the deduction of withholding tax.

Subsequent Events

The impact of events that occurred between the balance sheet date
and the date of the financial statements preparation is recognized
in the financial statements provided these events provide additional
evidence about conditions that existed at the date of the balance
sheet.

If material events reflecting the facts occurring after the balance
sheet date happened between the balance sheet date and the date
of the financial statements preparation the consequences of these
events are disclosed in the notes to the financial statements but not
recognized in the financial statements.

4. Risk Management

Credit Risk

In accordance with the Statute and the investment strategy, the
Company establishes rules and policies for selecting investment
instruments such that the overall credit risk profile of allocated
investments is consistent with the characteristics of the Fund. New
types of instruments are approved on a case by case basis by the risk
management function together with the specification of limits for
positions pertaining to these instruments. Specific emphasis is placed
on an appropriate rating structure and a relatively detailed diversifica-
tion of portfolios (especially in relation to interest bearing securities).

Credit risk was insignificant for the Fund in 2014 as well as in 2013.

Market Risk

The Fund uses a wide range of tools to eliminate risk exposures
attached to its portfolios. Significant attention is paid to market
risks. Apart from statutory restrictions, the Fund is subject to a set
of internal limits having a direct impact on the FX exposure, interest
rate exposure (the modified duration range of the Fund), equity allo-
cation on individual markets according to their volatility, portfolio
rating structure (see above), and other characteristics of the Fund.
The relevant limits are appropriately applied to correspond with the
type of the Fund.

Whenever the Fund purchases new types of instruments, these
instruments are first analysed to assess the potential credit risk, as
well as the market risk that the instruments might bring to or help
eliminate from the portfolio. Subsequently, their appropriateness
and, if appropriate, the acceptable proportion of these instruments
in the portfolio is evaluated.

The portfolio’s risk of unfavourable development of foreign
exchange rates, interest rates, and other market factors is hedged,
to an appropriate extent, by financial derivatives. Financial deriva-
tives are traded on the OTC market as this market enables the trad-
ing of contracts whose parameters and nature appropriately satisfy
the requirements of a hedge. Portfolios primarily include currency
swaps, currency forwards and interest rate swaps.

Currency risk was insignificant for the Fund in 2014 as well as in
2013. The quantitative information about interest risk is given in
Note 5.15.

Set out below are relative monthly values of the VaR in percentage
terms for individual types of risks in 2014:

As at Average

31 Dec 2014 VaR

Global VaR 0.16% 0.13%
Foreign currency VaR 0.00% 0.00%
Interest rate VaR 0.12% 0.12%
Equity VaR 0.00% 0.00%
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The average VaR is calculated as the average of daily VaR values
in the given year.

No derivative transactions were effected in 2013.

Liquidity Risk

Another monitored risk is the liquidity risk. Liquidity risk is a risk
that the Fund will not have enough available resources to meet
its obligations arising from financial contracts. Liquidity is moni-
tored and managed based on expected cash flows, with appropriate
adjustments made to the structure of securities and term place-
ments portfolios.

Participant’s funds will cover the following benefits:

a) retirement pension benefits paid for a specified period,

b) disability pension benefits paid for a specified period,

¢) one-off settlements,

d) surrender values,

e) single premiums — whole life, or

f) single premiums — variable life (fixed term and fixed pension
benefit).

Supplementary pension savings benefits are paid following a writ-
ten request by a participant, beneficiary or heir. A participant may
request the payment of a benefit as soon as their entitlement arises.

The benefits specified under Section 19 a) through d) of the Act
are required to be paid by CS PS within the time limits and in
a manner agreed with the recipient of the benefit, unless the Act
provides otherwise.

If requested in writing by a participant or beneficiary, benefits are
paid to a participant or beneficiary to abroad.

Penzijni spolecnost agrees to pay the amount for deducted pension
units within the periods and by the deadlines stipulated in the Act.

One-off Settlement
If a participant is entitled to a one-off settlement, CS PS shall pay
the one-off settlement following the receipt of their written request,

no later than by the end of the calendar quarter immediately fol-
lowing the month for which the last contribution was made.

If a beneficiary or heir is entitled to a one-off settlement, CS PS
shall pay the one-off settlement within one month of the receipt
of their written request, provided the death of the participant has
been proven.

A participant that is entitled to a one-off settlement and who, prior
to submitting the request for the one-off settlement, ceased the
payment of contributions in compliance with Section 11 of the Act,
shall receive the one-off settlement within one month of the receipt
of their written request.

Surrender Values

Surrender values shall be paid by CS PS within one month of the
receipt of the beneficiary’s request for the payment of surrender
values.

Retirement and disability pension benefits paid
for a specified period

Retirement pension benefits for a specified period and disability
pension benefits for a specified period shall be paid either through
installments of a specified amount or through a specified number
of installments, until all the participant’s funds are withdrawn;
payments shall be made on a regular basis at least four times per
calendar year, provided the installment is at least CZK 500. If it is
not the case, CS PS may reduce the number of installments to one
annually.

Single premiums — whole life and variable life

CS PS shall, no later than within seven business days of the receipt
of a request for a single premium for whole life insurance or var-
iable life insurance (fixed term and fixed pension benefit), inform
a participant of the level of the participant’s funds as at the date of
the receipt of the request.

The quantitative information about the residual maturity of assets
and liabilities is given in Note 5.16.

5. Additional Information on the Financial Statements

5.1 Receivables from Banks

Receivables from banks

Current accounts
Term deposits
Total

Balances on current accounts are payable on demand.

31 Dec 2014 31 Dec 2013

135,465 315,376
0 70,200
135,465 385,576
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5.2 Securities
All securities held by the Fund are publicly listed on the Prague Stock Exchange or foreign stock exchanges.

Debt securities 31 Dec 2014 31 Dec 2013
Acquisition cost 1,180,000 34,615
Market revaluation 1,133 605
Aliquot interest income 13,440 74
Total 1,194,573 35,294

The proportion of debt securities due in more than 1 year with a fixed coupon was 67.82% and with a variable coupon 32.18% in 2014
(2013: 100% with a fixed coupon).

5.3 Other Assets

Other assets 31 Dec 2014 31 Dec 2013
Estimated state contribution 28,123 6,749
Receivables — domestic coupons 649 0
Total 28,772 6,749

Estimated state contribution represents the estimated amount of state contribution that will be transferred to the Fund’s account by Penzijni
spole¢nost in April 2015. The caption ‘Receivables — domestic coupons’ includes a claim for the coupon, CZ0001003438 Government
Bond, due in January 2015.

5.4 Equity
The Fund has no registered capital. The initial value of a pension unit is CZK 1. The total value of all pension units is recorded in the
‘Capital Funds’ account.

The selling price of a pension unit is determined by dividing the Fund’s equity by the number of issued pension units.

As of the last business day of 2014, the value of a pension unit was CZK 1.0175 (2013: CZK 1.0044) being the last published value of
a pension unit in the year in which purchases and buyouts of the Fund’s pension units were realized.

In compliance with the Statute, the 2014 profit of CZK 9,484 thousand will be transferred to the reinvestment fund that is part of ‘other
funds created from profit’.

In compliance with the Statute, the 2013 profit of CZK 1,069 thousand was transferred to the reinvestment fund that is part of ‘other funds
created from profit’.

5.5 Changes in Capital Fund

Number of Total capital

pension units funds
(items)

Balance at 15t Jan 2013 0 0
Pension units sold 422,060,141 422,808
Pension units purchased 10,115,706 10,140
Balance at 315t December 2013 411,944,435 412,668
Pension units sold 950,780,505 963,007
Pension units purchased 61,025,946 61,785
Balance at 31t December 2014 1,301,698,994 1,313,890

45



Compulsory Conservative Participation Fund of additional pension savings with government contribution Ceské spofitelna — penzijni spole¢nost, a. s., 2014 Annual Report

5.6 Other Liabilities

Other liabilities 31 Dec 2014 31 Dec 2013
Liabilities from contributions by pension insurance scheme participants 1,480 4,679
Liability from deduction of pension units 2,133 2,412
Settlement with state budget 6 42
Liability — state contribution 28,123 6,749
Liability — Forward currency contracts 1,325 0
Total 33,067 13,882

Liabilities from deposits from pension insurance participants represent invested funds prior to their matching against the book of pension
units.

Deduction of pension units represents the Fund’s liability from purchased pension units deducted from the book of pension units.

Liability — state contribution represents the estimated amount of state contribution. After the amount is credited to the Fund’s account, the
contribution is credited to pension savings participants as part of the matching against the book of pension units.

5.7 Accrued Liabilities and Deferred Income
Accrued liabilities consist of the unbilled management fee — December 2014 of CZK 454 thousand and the performance fee for 2014 of
CZK 846 thousand.

5.8 Financial Derivatives Designated as Trading Derivatives

Fair value of the derivatives:

31t December 2014 31t December 2013

Positive Negative Positive Negative

Currency swaps 0 1,325 0 0
Total 0 1,325 0 0

All financial derivatives recognized as trading derivatives are due within one year.

Receivables and payables from fixed term transactions at fair values of underlying instruments from the off-balance sheet account:

315t December 2014 31t December 2013
Asset Liability Asset Liability
Currency swaps 41,374 42,699 0 0
Total 41,374 42,699 0 0

Open derivative positions accounted off-balance sheet are daily converted to fair value in absolute amounts.

5.9 Interest Income

Income 2014 2013
Interest on bank deposits 958 227
Interest on debt securities 11,622 78
Interest on term deposits 50 200
Total 12,630 505

5.10 Management fee, performance fee and depository’s fee

2014 2013
Management fee (flat fee) 3,271 0
Performance fee 846 0
Total 4117 0
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In compliance with the Statute of the Fund, the management fee (“flat fee”) paid to CS PS by the Fund amounts to 0.4% of the average
annual value of the Fund’s equity. The performance fee amounts to 10% of the difference between the average annual value of a pension unit
in the relevant period and the highest average annual value of the pension unit in previous years since the formation of the Fund multiplied
by the average annual number of pension units.

Based on the decision of CS PS, the 2013 management fee was CZK 0 (a fee holiday, see the Price List).

The depository’s fee is included in the management fee.

5.11 Profit or Loss from Financial Operations

2014 2013
Profit or loss from securities designated at fair value through profit or loss 5,102 606
Profit or loss from FX differences 222 0
Profit or loss from futures, forwards, swaps (4,324) 0
Total 1,000 606

Profit or loss from securities designated at fair value through profit or loss represents, in particular, the daily revaluation of securities at fair
value.

Profit or loss from FX differences represent the value of realized FX gains or losses from foreign currency accounts and from the settlement
of foreign currency receivables and payables as well as gains or losses arising from the revaluation of assets, with the exception of securities,

and liabilities in foreign currency at fair value.

Profit or loss from derivatives include profit or loss on the settlement of fixed term transactions (futures, forwards, swaps) with currency
instruments and also the revaluation of open derivatives at fair value.

5.12 Other Operating Expenses and Income

2014 2013
Other operating income 7 0
Other operating expenses 36 0

Other operating income serves to record settlement of heller differences on all types of payments and items subject to statute of limitations
pertaining to termination of the policy from the inception as the payment shall be made at the nominal value of invested funds and credited
state contributions.

Other operating expenses serve to record subsidies for policies, which lack funds for payment due to movements in rates. The most common
case involves termination of the policy from the inception as the payment shall be made at the nominal value of invested funds and credited
state contributions.

5.13 Income Tax

The principal income tax components are as follows:

2014 2013
Tax due — current year 0 42
Total income tax 0 42
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Current income tax — analysis:

Profit (Loss) before tax
Items to add
Deductible items

Tax base

Tax (5%) on tax base
Total tax

Deferred tax

2014

9,484
1,943
(11,672)
(245)

0

0

2013
1,111

279
832
42
42

As of 31 December 2014, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for

financial reporting purposes.

As of 31 December 2013, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for

financial reporting purposes.

5.14 Related Party Transactions

Related parties include Ceska4 spofitelna, a.s., and Ceska spofitelna — penzijni spole&nost, a.s.

Receivables from and payables to related parties

Accrued income — state contribution — CSPS
Unbilled management fee — liability to CS PS

Unbilled annual performance fee — liability to CS PS

Total

The Fund will obtain the state contribution from Penzijni spole¢nost.

28,123
454
846

29,423

31 Dec 2014 31 Dec 2013

6,749
0
0
6,749

The related party costs recorded in the Fund’s accounting records amounted to CZK 4,117 thousand in 2014. The costs include CS PS man-
agement fee of CZK 3,271 thousand and CS PS performance fee of CZK 846 thousand.

5.15 Interest Rate Risk

The following tables show the interest rate risk that the Fund is exposed to. Assets and liabilities that bear no interest are included in the

“No interest” column.

2014

Assets

Receivables from banks

Debt securities

Other assets

Total assets

Liabilities

Other liabilities and accrued expense
Net assets

Less than
3 months
135,465

0

0
135,465

1,325
134,140

3 months
-1 year

0

0
0
0

o

1-5years Over 5 years

0
1,111,201
0
1,111,201

0
1,111,201

0
83,372
0
83,372

0
83,372

No interest

0
0
28,772
28,772

(33,042)
(4,270)

Total

135,465
1,194,573
28,772
1,358,810

(34,367)
1,324,443
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2013

Assets Less than 3months 1-5years Over 5years No interest Total
3 months -1 year

Receivables from banks 360,576 25,000 0 0 0 385,576

Debt securities 0 0 35,294 0 0 35,294

Other assets 0 0 0 0 6,749 6,749

Total assets 360,576 25,000 35,294 0 6,749 427,619

Liabilities

Other liabilities 0 0 0 0 (13,882) (13,882)

Net assets 360,576 25,000 35,294 0 (7,133) 413,737

5.16 Liquidity

The following tables show the residual maturity of assets and liabilities broken down by major classes.

Given the fact that all securities are marketable on public markets, sales can be realized within 3 months period.

2014
Assets Less than 3 months 1-5years Over 5 years Not Total
3 months -1 year specified

Receivables from banks 135,465 0 0 0 0 135,465
Debt securities 0 0 1,111,201 83,372 0 1,194,573
Other assets 28,772 0 0 0 0 28,772
Total assets 164,237 0 1,111,201 83,372 0 1,358,810
Liabilities

Other liabilities (34,361) (6) 0 0 0 (34,367)
Net assets 129,876 (6) 1,111,201 83,372 0 1,324,443
2013

Assets Less than 3 months 1-5years Over 5 years Not Total

3 months -1 year specified

Receivables from banks 360,576 25,000 0 0 0 385,576
Debt securities 0 0 35,294 0 0 35,294
Other assets 6,749 0 0 0 0 6,749
Total assets 367,325 25,000 35,294 0 0 427,619
Liabilities

Other liabilities (13,840) (42) 0 0 0 (13,882)
Net assets 353,485 24,958 35,294 0 0 413,737

Liquidity risk, to which the Fund is exposed, is low as all assets are immediately convertible into cash before the expected purchases by the
Fund’s Participants.

5.17 Off-balance Sheet Assets and Liabilities

The off-balance sheet of the Fund contains values provided for management. Item “values provided for management” contains domestic
securities administrated by Komer¢ni banka, a.s., and other values (term deposits).

5.18 Contingent Assets and Liabilities

The Fund has no assets or liabilities that were not disclosed in the balance sheet or off-balance sheet accounts.

5.19 Other Material Disclosures
An amendment to the Act No. 586/1992 Coll. came into force on 1% January 2015, exempting the funds (Transformed Fund — retirement
benefit schemes, participation funds — supplementary pension savings and pension funds — pension savings) from income tax.

5.20 Subsequent Events

No significant events occurred after the date of the financial statements, which would have a material impact on the Fund’s financial
statements.

49



Balanced Participation Fund of additional pension savings with government contribution Ceska spofitelna — penzijni spolecnost, a. s., 2014 Annual Report

Balanced Participation Fund of additional
pension savings with government

contributions Ceska spofitelna — penzijni

spolecnost, a. s.

Basic information

Balanced Participation Fund of the additional pension sav-
ings with government contribution Ceska spofitelna — penzijni
spolecnost, a.s. CNB issued a decision which permitted the
establishment of the participation fund on 17" December 2012, ref-
erence number 2012/12487/570. The decision came into effect on
18" December 2012.

Is managed by Ceska spofitelna — penzijni spole¢nost, a.s.

Registered office at Polackova 1976/2, 140 21 Prague 4,
Identification number (IN): 61672033,

Commercial Registry: Municipal Court in Prague, Section B, Insert
2927, which is part of the consolidation group, whose parent com-
pany is Ceska spofitelna, a.s., IN: 45244782

Fund characteristics

Investment into a Balanced Participation Fund is suitable for those
participants who seek a long-term solution for their investment, dis-
tributed among money, bond, and share markets. With regard to the
nature of investment, the participant should be aware of the fact that
the value of the investment can — in the medium term — drop below
the initial value. The Balanced fund is thus suitable for rather experi-
enced investors, who prefer fixed income financial instruments, and
want to invest in stock markets with a minimum investment horizon
of three years. The investment into the Balanced Participation Fund
is also suitable for less-experienced investors as part of broadly
diversified portfolio. The goal of the investment policy is to provide
the participants with long-term appreciation of funds invested placed
mainly into the instruments of money markets, government bonds,
and other debt securities and shares or similar securities representing
the share on a legal entity. The credit and interest risk is actively
controlled; unsecured investment denominated in foreign exchanges
can not exceed 25% maximum of the value of fund assets.

Depository
The depository of the participation fund is Komeréni banka, a.s., reg-
istered office at Na Piikopé 33/969, 114 07 Prague 1, IN: 45317054.

Portfolio manager

Ceska spofitelna, a.s., registered office at Prague 4, Olbrachtova
1929/62, 140 00, IN: 452 44 782, registered in the Commercial
Registry at the Municipal Court in Prague, Section B, Insert 1171.

r

Senior portfolio manager of the fund is Mgr. Marcel Kostovski,
who is a graduate of broker examinations, CFA Institute and is
professionally engaged in investments, portfolio management and
asset management since 1995.

Person responsible for safeguarding and control of assets
of the participation fund

Komer¢ni banka, a.s., registered office at Na Ptikopé 33/969,
114 07 Prague 1, IN: 45317054.

Fees and Charges

In 2014, Ceska spofitelna — penzijni spoleénost did not charge
management fee and asset performance fee (Fee holidays) at
the expense of Balanced Fund of Additional Pension Savings.
However in 2015, annual management fee 0.8% of the average
net asset value will be charged. Also, assets performance fee of
10% will be charged of the difference between the average annual
value of pension unit in the relevant period and the highest average
annual value of pension unit in foregoing years multiplied by the
average annual number of pension units. Fees and charges are reg-
ulated by Supplementary pension savings law no. 427/2011 Coll.
Section 60 Pension companies’ remuneration.

To obtain further information on the participation fund
please visit our office at Polackova 1976/2, Prague 4,
140 21, call free 956 777 444, or visit www.ceskapenzijni.cz
or info@cs-ps.cz.

Historical Performance
of Balanced Participation Fund

5%
4.11%
4%
3% [—

2% [—

o —
1% 0.41%

0%

2013 2014
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Top holdings of the Balanced Participation Fund as at 315t December 2014

Name Currency Amortised Market value %
purchase price in ths CZK
in ths CZK
GOVERNMENT BOND VAR 10/27/16 CzK 69,324 69,352 29.6%
GOVERNMENT BOND 4.6 08/18/18 CzZK 58,395 58,035 24.7%
ISHARE SP 500 INDEX FUND (GBP) GBP 10,067 10,902 4.6%
PRAHA 4.25 05/11/21 CzK 7,110 7,256 3.1%
ISHARES CORE DAX UCITS ETF (DE) EUR 6,754 7,144 3.0%
ISHARES EURO STOXX UCITS ETF DE EUR 6,720 6,991 3.0%
CEZ 4.6 05/03/23 CzK 6,340 6,403 2.7%
ISHARES MSCI EM-INC GBP 6,469 6,366 2.7%
CETELEM VAR 10/08/19 CzK 6,000 6,044 2.6%
GOVERNMENT BOND 0.5 07/28/16 CzZK 6,016 6,036 2.6%
SLOVAKIA GOVT 4.375 05/21/22 USD uUsD 4,545 4,983 21%
ISHARE MSCI JAPAN INDEX FUND uUsD 2,778 2,862 1.2%
Other < 1% 17,758 18,280 7.8%
Money Market 23,973 23,973 10.2%

NAV and NAV per pension unit as at 315t December 2014

Name Value
NAV in thousands CZK 233,588
NAV per unit of fund in CZK 1.0454

Portfolio of the participation fund as at 31 December 2014

B czx76.7%
. Money market 10.2% . EUR 6.2%
B Bonds 67,4% USD 9.1%
Shares and ETFs 22.4% GBP 8%
The developement of pension unit Development of the fund NAV
of the Balanced Participation Fund (2014) in millions CZK (2014)
1.0600 — 250 —
1.0500 [—
10400 — 200
1.0300 [—
150 —
1.0200 —
1.0100 —
100 —
1.0000 [—
09900 (— 50 —
0.9800 —
0.9700 0
12/2013 1/2014 2/2014 3/2014 4/2014 5/2014 6/2014 7/2014 8/2014 9/2014 10/2014 11/2014 12/2014 12/2013 1/2014 2/2014 3/2014 4/2014 5/2014 6/2014 7/2014 8/2014 9/2014 10/2014 11/2014 12/2014
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(Translation of a report originally issued in Czech - see Note 2 to the financial statements.)

INDEPENDENT AUDITOR'S REPORT

To the Participants of the fund Vyvazeny tcastnicky fond dopliikového penzijniho spofeni se statnim prispévkem
Ceska sporitelna — penzijni spolecnost, a.s.:

We have audited the financial statements of the fund Vyvazeny Ucastnicky fond dopliikového penzijniho spofeni
se statnim prispévkem Ceska spofitelna — penzijni spolecnost, a.s. as at 31 December 2014 presented in the
annual report of the Company on pages 54 — 66 and our audit report dated 13 March 2015 stated the following:

“We have audited the accompanying financial statements of the fund Vyvazeny Gcastnicky fond doplitkového
penzijniho spofeni se statnim prispévkem Ceska spofitelna — penzijni spole¢nost, a.s. which comprise the
balance sheet as at 31 December 2014, and the income statement for the year then ended, and a summary
of significant accounting policies and other explanatory information. For details of Viyvazeny Gcastnicky fond
dopliikového penzijniho spofeni se statnim prispévkem Ceska spofitelna — penzijni spole¢nost, a.s. see Note 1
to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including an assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

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

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,
has been incorporated in the Commercial Register administered by the Municipal Court in Prague,

Section C, entry no. 88504, under Identification No. 26704153.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the fund
Vyvazeny Ucastnicky fond dopliikového penzijniho sporeni se statnim prispévkem Ceska spofitelna — penzijni
spolecnost, a.s. as at 31 December 2014, and its financial performance for the year then ended in accordance
with accounting principles generally accepted in the Czech Republic.”

We have also audited the consistency of the annual report with the financial statements described above. The
management of the fund Vyvazeny Gcastnicky fond dopliikového penzijniho sporfeni se statnim prispévkem Ceska
sporitelna — penzijni spolecnost, a.s. is responsible for the accuracy of the annual report. Our responsibility is to
express, based on our audit, an opinion on the consistency of the annual report with the financial statements.

We conducted our audit in accordance with International Standards on Auditing and the related implementation
guidance issued by the Chamber of Auditors of the Czech Republic. Those standards require that we plan
and perform the audit to obtain reasonable assurance as to whether the information presented in the annual
report that describes the facts reflected in the financial statements is consistent, in all material respects, with
the financial statements. We have checked that the accounting information presented in the annual report is
consistent with that contained in the audited financial statements as at 31 December 2014. Our work as auditors
was confined to checking the annual report with the aforementioned scope and did not include a review of any
information other than that drawn from the audited accounting records of the Company. We believe that our
audit provides a reasonable basis for our opinion.

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

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

Roman Hauptfleisch, Auditor
License No. 2009

17 April 2015
Prague, Czech Republic

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,
has been incorporated in the Commercial Register administered by the Municipal Court in Prague,

Section C, entry no. 88504, under Identification No. 26704153.
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Balance Sheet
at 31t December 2014

CZK thousand

3 Receivables from banks and credit unions
of which: a) on demand: aa) current accounts
ab) term deposits
5 Debt securities
of which: a) issued by the government
b) issued by other institutions
6 Shares, participation certificates and other holdings
11 Other assets
d) other assets
Total assets
4 Other liabilities
a) financial derivatives
c) liabilities from taxes
d) other liabilities
10 Reserve funds and other funds created from profit
12 Capital funds
15 Profit or loss for the accounting period
Total liabilities
of which: Equity
Off balance sheet accounts
4 Amounts due from fixed term transactions
b) with currency instruments
8 Values provided for management
a) securities
c) other values
12 Amounts owed from fixed term transactions
b) with currency instruments

Line
01
02
03
10
1
12
13
15
19
23
30
31
33
34
42
43
49
50
51
52
54
56
62
63
64
67
69

Current

23,973
23,973

159,364
139,335
20,029
52,544
2,951
2,951
238,832
5,244
1,151

87

4,006

31
230,857
2,700
238,832
233,588

51,605
51,605
210,757
211,908
(1,151)
52,756
52,756

Previous

17,066
15,361
1,705
1,008
1,008

593
593
18,667
945

944

17,691

31
18,667
17,722

2,713
1,008
1,705
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Income Statement
for the period ended 31t December 2014

CZK thousand

1

3
6

19
23
24

Interest income and similar income

of which: a) interest income from bonds

Income from shares and holdings

Profit or loss on financial operations

a) profit or loss on transactions with securities

b) profit or loss from FX differences

c) profit or loss from fixed term transactions and options
Other operating expense

Ordinary profit or loss for the accounting period before tax
Income tax

Profit or loss for the accounting period after tax

Line
01
02
07
12
13
14
15
17
24
28
29

Current

782
690
284

1,732
4,058
204
(2,530)
7
2,791
91
2,700

Previous

15
2

17
17

32

31
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Notes to the Financial Statements

for the period ending 31t December 2014

1. Organisation and Description of
Business

Formation and Description of the Business

Povinny konzervativni ucastnicky fond doplinkového penzi-
jniho spofeni se statnim piispévkem Ceska spofitelna — penzijni
spoleénost, a.s. (the “Fund” or “Ugastnicky fond — CSPS, a.s.”
or the “Partcipation Fund”) is an accounting entity with-
out legal entity status, formed by Ceska spofitelna — penzijni
spole¢nost, a.s. (“Penzijni spole¢nost” or “CS PS”) in accord-
ance with Act No. 427/2011 Coll. on Supplementary Pension
Savings. The Czech National Bank (“CNB”) approved the for-
mation of the Fund in a decision issued on 17" December 2012
under Ref. No. 2012/12487/570. The decision came into force
on 18" December 2012. The Fund commenced its activities on
1% January 2013.

Transformation Process

On 20" February 2012, the Company prepared a transformation pro-
ject in accordance with Act No. 427/2011 Coll. on Supplementary
Pension Savings (the “Act”); the project was submitted for approval
to the Czech National Bank on 27" February 2012. The Czech
National Bank approved the project on 7" September 2012.
As at 31 December 2012, based on the transformation project,
Penzijni fond Ceské spofitelny, a.s. (“PFCS”) was dissolved
and Ceska spofitelna — penzijni spole¢nost, a.s. (“CS PS”) and
Transformovany fond Ceska spofitelna — penzijni spoleénost
(“CS TF”) were incorporated. The incorporation of the companies
took effect as of 1% January 2013, which is the effective date stipu-
lated by the transformation project.

In compliance with the Act, the Company subsequently created
participation funds and pension funds.

Pursuant to a concluded contract, Komer¢ni banka, a.s. (“KB”)
acts as the depository of the Fund.

The Fund is managed by Ceska spofitelna —penzijni spolenost, a.s.
In compliance with Act No. 427/2011 Coll. on Supplementary
Pension Savings (the “Act”), the above company is responsible
for the management of the assets of the Fund, which involves the
administration and handling of the assets.

Pursuant to the classification which is binding for the members
of the Czech Pension Management Companies Association (“APS
CR”), the Fund may be designated as a participation fund as at the
date of approval of the Statute.

Registered Office

Vyvazeny Gcastnicky fond dopliikového penzijniho spoteni se stat-
nim piispévkem

Ceska spofitelna — penzijni spoleénost, a.s.

Prague 4, Polackova 1976/2

Principal Business

CS PS collects participants’ contributions, employers’ contribu-
tions and state contributions under the Act to place them in partici-
pation funds, to manage the assets of participation funds and to pay
out supplementary pension savings benefits.

The number of issued pension units (“penzijni jednotky”) or the
period for which the Fund has been formed has not been restricted.

Pension units of the Fund are offered in the Czech Republic.

Investment Policy of the Fund

The objective of the investment policy is to seek a long-term appre-
ciation of the participants’ funds investing primarily in money mar-
ket instruments, state bonds and other debt securities and shares or
similar securities representing shares on legal persons. The credit
and interest rate risk is actively managed; the unhedged invest-
ments denominated in foreign currencies can form maximum 25
per cent of the value of the Fund’s assets.

The Fund’s portfolio particularly comprises (or may comprise)
treasury bills, money market funds, bonds, bonds funds or discount
certificates, shares and equity funds. The Fund may invest in secu-
rities in compliance with Section 100 of the Act.

The Participation Fund is not permitted to invest in investment
securities issued by CS PS, which manages the Fund, or by any
entity belonging to the same group.

The Participation Fund may use techniques and tools relating
to investment securities and money market instruments on con-
dition that they are used for effective management of the assets.
In using the techniques and instruments, the Participation Fund
must always comply with the manner of investing stipulated in the
Fund’s Statute.

The Participation Fund uses techniques and tools for the efficient
management of assets in accordance with the Statute to decrease
the risk, decrease the expenses or to reach additional income for
the Fund provided that the risk taken is demonstrably low. The
Participation Fund’s assets that are not secured against currency
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risk cannot represent more than 25 per cent of the value of the
Fund’s assets.

The underlying instrument of a financial derivative must corre-
spond to the Fund’s investment policy and risk profile.

The limits of the Fund are adhered to on the basis of the Act, or
they are regulated in the Fund’s Statute in compliance with the Act.

The Fund’s Operation Principles

The Fund’s operating results arise from the difference between
income and expenses relating to the management of the Fund’s
assets.

The full amount of the generated profit is retained in the
Participation Fund, in the reinvestment fund, as a source for fur-
ther investments and increases the value of the pension unit. If
a loss arises from CS PS’s management of the Participation Fund’s
assets, the reinvestment fund created from the previous years’ prof-
its is used to cover the loss. If the reinvestment fund is not suffi-
cient to cover the loss, the loss shall be covered by reducing the
capital fund.

The Fund’s assets must not be used to provide a loan or a gift, to
secure a third party liability or to satisfy a liability that does not
relate to the management of the Fund pursuant to Section 108 of
the Act.

Upon managing the Fund’s assets, the Fund must not enter into
a contract for the sale of an investment instrument that does not
constitute part of the Fund’s assets.

The Participation Fund may accept a bank loan or another loan
with maturity not exceeding 6 months in order to complement
liquidity under the terms and conditions stipulated in the Fund’s
Statute, Section 3, paragraph 36. The Fund is not allowed to accept
a loan for the purposes of purchasing an investment instrument.

The aggregate of all received loans must not exceed 5% of the
value of the Fund’s assets.

The terms and conditions are stipulated in the Fund’s Statute and
in the Section 108 of the Act on Supplementary Pension Savings.

Pursuant to Section 36(2) of the Act, CS PS is required to
establish a mandatory Conservative fund (Section 94(1)) not later
than one year from the date of issuance of the authorization to carry
on the activities of a pension company. CS PS must have at least
10,000 thousand participants upon the expiration of a period of
24 months from the date when the authorization to establish a man-
datory Conservative fund was granted. The value of Participation
Fund’s assets managed by Penzijni spole¢nost must reach at least
CZK 50 million after the expiry of 24 months from the approval to
form the participation fund.

The Fund’s Statute and Management Fees
The Fund’s Statute is the key binding document of the Fund.

The Participation Fund’s Statute stipulates, in a clear manner, the

following:

a) information concerning the manner of investing the Participation
fund,

b) other information necessary for a participant to correctly and
accurately assess the decision to place his/her funds in the
Participation fund,

¢) explanation of the risks connected with pension savings,

d) periods and deadlines for valuation of assets and liabilities pur-
suant to Section 115 of the Act, and

e) other information required by implementing regulations.

The Fund’s Statute is approved by the Czech National Bank; the
Statute is binding for CS PS.

The information stipulated in the Fund’s Statute must be regularly
updated.

Penzijni spoleCnost is entitled to a fee from the assets in the

Participation Fund; the amount of the fee must be stipulated in the

Fund’s Statute. The fee consists of the following:

a) fee for the management of the Participation funds’ assets,

b) fee for appreciation of the Participation funds’ assets, i.e. per-
formance fee.

Any and all expenses owing to third parties by Penzijni spole¢nost
in connection with pension savings schemes shall be covered from
the fee, in particular the following:

— fees for the exercise of the activities of the depository and
auditor of the Fund,

— fees paid to the bank,

— fees paid to persons other than Penzijni spolecnost for the
exercise of activities pursuant to Section 74 of the Act and
for the administration of pension savings contracts and
related activities,

— fees paid to the person responsible for the settlement
of investment instruments transactions, transfer points,
securities brokers,

— promotion and advertising costs.

The fee pursuant to Paragraph a) above must not exceed 0.8% of
the average annual value of the Fund’s equity; such fee shall be
reduced by the costs of purchase, sale and holding of the securities
issued by the collective investment fund.

The average annual value of each Participation fund’s equity is
determined as at the last day of the relevant period as a simple
arithmetic average of the values of a particular fund’s equity for
each day of the relevant period.

The fee pursuant to Paragraph b) above must not exceed 10% of
the difference between the average annual value of a pension unit
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in the relevant period and the highest average annual value of pen-
sion units in previous years since the formation of the Participation
fund, multiplied by the average annual number of pension units in
the relevant period.

Penzijni spole¢nost is not entitled to the fee pursuant to
Paragraph b) above if the average annual value of the Participation
fund’s pension unit in the relevant period is lower than or equal to
the highest average annual value of the pension unit in previous
years since the formation of the Participation fund.

The average value of a Participation fund’s pension unit is deter-
mined as at the last day of the relevant period as a simple arithme-
tic average of the values of the fund’s pension units for each day
of the relevant period.

For the purposes of determining the fee, the costs of holding the
securities issued by the collective investment fund shall particu-
larly include the proportion of total costs covered from the collec-
tive investment fund’s assets that is adequate to the investment in
said fund.

Change in the Fund’s Statute
There were no changes to the Fund’s Statute in 2014 and 2013,

respectively.

Ceska sporitelna — penzijni spoleénost, a.s.
Board of Directors and Supervisory Board

Board of Directors

Chairman Ing. AleS Poklop
Vice Chairman Ing. Martin Kopejtko
Member Ing. Jakub Krkoska, MBA

Supervisory Board

Chairperson of the Board:
Vice Chairman

RNDr. Monika Lausmanova, CSc.
Ing. Ale$ Sedlak

Member Ing. Petr Valenta
Member Ing. Jifi Skorvaga, CSc.
Member Renata Kovaczova
Member Ing. Pavel Matgjicek

2. Basis of Preparation of the Financial
Statements

The financial statements have been prepared on the basis of
underlying accounting records maintained in accordance with
Accounting Act No. 563/1991 Coll., and applicable regulations,
decrees and internal standards in compliance with and in the scope
defined in Czech Finance Ministry Regulation No. 501/2002 of
6" November 2002, as subsequently amended, which sets out
the overall framework for the presentation of the financial state-
ments, and guidelines for the structure and minimum requirements
for the content of the financial statements of banks and certain

financial institutions, and the Czech Accounting Standards for
Financial Institutions, which establish the accounting principles
and policies.

The relevant previous year data are recorded in the conditions of
the period to which the financial statements relate.

The Fund is obliged to comply with the regulatory requirements
of the Act.

The presented financial statements are based on the accrual prin-
ciple, under which accounting transactions and other facts are rec-
ognized when they arise and accounted for in the period to which
they relate as to time and content. The financial statements are
presented in compliance with general accounting principles, spe-
cifically the accrual principle, the prudence concept and the going
concern assumption.

The financial statements contain the balance sheet, profit and loss
account, off balance sheet accounts, and notes to the financial
statements.

The presentation of the financial statements requires that the
Company make estimates which have an impact on the reported
amounts of assets and liabilities as of the date of the financial state-
ments as well as expenses and income in the relevant accounting
period. These estimates are based on information available as of
the date of the financial statements, and may differ from the actual
results.

The financial statements have been prepared based on the current
best estimates using all relevant and available information as at the
date of the financial statements.

These financial statements are not consolidated.

All amounts are stated in thousands of Czech crowns (CZK),
unless indicated otherwise.

Explanation Added for Translation into English
These financial statements are presented on the basis of accounting
principles and standards generally accepted in the Czech Republic.
Certain accounting practices applied by the Company that con-
form with generally accepted accounting principles and standards
in the Czech Republic may not conform with generally accepted
accounting principles in other countries.

3. Accounting Policies

Transaction Recognition Date

Purchases and sales of securities are recognized using trade date
accounting provided that the period between the trade date and
the satisfaction of the liability arising from the contract does not
exceed a period typical for the relevant type of transaction.
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The transaction recognition date for derivative contracts is:

a) the date upon which the related contract was entered into;

b) the date when the fulfilment was delivered based on the relevant
contract.

The transaction recognition date also is the date when money in
circulation is paid or received, the date when foreign currency
is purchased or sold, the date when a payment is made, the date
when ownership is acquired or terminated, when a receivable
or payable arises, changes or ceases to exist, when assets move
within an accounting entity, and the date when other matters to be
included in the accounting records occur, or when the documents
supporting these other matters are available, or when other matters
are a consequence of internal conditions of the accounting entity
and/or special regulations.

Securities

In accordance with the Fund’s strategy, all securities are classi-
fied as securities valued at fair value against expense or revenue
accounts. During the accounting period, securities are re-measured
at fair value on a daily basis pursuant to the Act No. 240/2013 Coll.,
on investment companies and investment funds which entered
into force on 3 July 2013. The Finance Ministry Regulation
No. 194/2011 Coll., on more detailed regulation of certain rules
in collective investment has been replaced by Government Decree
of 31% July 2013 on investment funds’ investment activities and
administration techniques.

In the Fund’s accounting, securities are recorded at fair value
against expense and revenues accounts. The fair value of the secu-
rities from investment activities is determined in accordance with
the International Financial Reporting Standards with an exception,
that an average price between the most favorable binding offer and
demand (MID price) is used for bonds.

Pursuant to the Act No. 240/2013 Coll., securities are valued at the
price quoted on a public market which is adjusted, as appropriate,
to reflect the rules set out in the Act. If the market value is unavail-
able, the Fund uses a value determined by the Company using val-
uation models based on discounted future cash flows according to
the yield curve calculated using the Reuters and Kondor+ systems.

Securities are measured at cost upon initial recognition using the
weighted average method. The acquisition cost includes direct
transaction costs related to the acquisition of securities.

Realized capital gains or losses are recorded in the profit and loss
account within ,Profit or loss from financial operations®.

Accrued interest relating to assets is included in the total balance
of these assets.

Receivables and Payables
The Fund records receivables arising from its transactions with
securities and other operating receivables at their nominal value,

while receivables from positive fair values of derivatives are
recorded at the fair value of the derivatives at the balance sheet
date. Pursuant to the prudence principle, provisions are created
based on the aging of receivables.

The Fund records payables arising from its transactions with secu-
rities and operating payables at their nominal value, while paya-
bles from negative fair values of derivatives are recorded at the fair
value of the derivatives at the balance sheet date.

Financial Derivatives and Hedging Transactions

In the normal course of business, the Fund enters into hedging con-
tracts with financial derivatives to hedge against foreign currency
and interest exposures associated with its transactions on financial
markets. The method of fair value hedges is applied to hedging
derivatives.

The Fund designates certain derivatives as hedges provided that
the following criteria are met:

— the Fund has developed a risk management strategy;

— at the inception of the hedge, the hedging relationship is
formally documented, the documentation identifies the
hedged item and the hedging instrument, and it defines the
risk that is being hedged and the approach to establishing
whether the hedge is effective; and

— the hedge is effective, that is, changes in the fair value
or cash flows of the hedged item are almost fully offset
by changes in the fair value or cash flows of the hedging
instrument and the results are within a range of 80 percent to
125 percent.

Nominal values of derivative financial instruments are recognized
in the oft-balance sheet accounts that are restated at fair value on
a daily basis. Changes in the fair value of derivatives that are des-
ignated and qualify as hedges (see above) are recorded as income
or expense. Changes in the fair value of the hedging derivatives
attributable to the risk hedged are recognized in the same income
or expense accounts as differences from revaluation of a hedged
instrument.

All financial derivatives are recorded as assets when the fair value
is positive and as liabilities when the fair value is negative. Fair
values are derived from valuation models.

Derivatives that are not designated as hedging derivatives are
treated as trading derivatives. These derivatives are measured at
fair value on a daily basis and gains and losses on revaluation are
posted to derivative expense and income accounts.

Certain derivatives are embedded in compound financial instru-
ments, which comprise the host instrument and the derivative.
Pursuant to the applicable regulations, the Fund recognizes
changes in assets and liabilities arising from the movements in
rates or prices of securities or changes in exchange rates through
expense and income accounts. Given that the assets of the Fund are

59



Balanced Participation Fund of additional pension savings with government contribution Ceska spofitelna — penzijni spolecnost, a. s., 2014 Annual Report

valued at fair value and changes of fair values are reported within
expenses and income from derivatives, embedded derivatives are
not accounted for separately.

Income Tax

Under effective tax regulations, the corporate income tax rate
applicable to the funds managed by Penzijni spolecnost is 5%.
Since 1* January 2015, the applicable tax rate has been 0% based
on an amendment to the Act No. 586/1992 Coll.

Deferred Tax

Deferred tax is provided using the liability method on all tempo-
rary differences between the carrying amount of assets and liabili-
ties reported in the balance sheet and their value for tax purposes.
Deferred tax assets are recognized only up to the amount of proba-
ble future taxable income against which the deferred tax asset can
be offset.

Foreign Currency Translations

Foreign currencies are translated using the exchange rate promul-
gated by the Czech National Bank as at the relevant date. As at the
balance sheet date, assets and liabilities denominated in foreign
currencies are translated on the same basis.

Foreign exchange rate gains and losses from the daily translation
of assets and liabilities in foreign currencies are posted to expense
or income accounts.

Capital Funds

The selling price of a pension unit is calculated by dividing the
Fund’s equity by the relevant number of pension units. Pension
units are sold to the pension savings scheme participants for the
selling price set on a weekly basis.

Interest Income and Expense and Dividend
Income

Interest income and expense are recognized using the accrual
principle.

Dividend income is recognized as the date when the right to
receive the payment is established (ex-dividend date). Dividend
income from domestic securities is presented after withholding
tax. Dividend income from foreign securities is presented in gross
amount prior to the deduction of withholding tax.

Subsequent Events

The impact of events that occurred between the balance sheet date
and the date of the financial statements preparation is recognized in
the financial statements provided these events provide additional
evidence about conditions that existed on the date of the balance
sheet.

If material events reflecting the facts occurring after the balance
sheet date happened between the balance sheet date and the date
of the financial statements preparation the consequences of these
events are disclosed in the notes to the financial statements but not
recognized in the financial statements.

4. Risk Management

Credit Risk

In accordance with the Statute and the investment strategy, the
Company establishes rules and policies for selecting investment
instruments such that the overall credit risk profile of allocated
investments is consistent with the characteristics of the Fund. New
types of instruments are approved on a case by case basis by the
risk management function together with the specification of limits
for positions pertaining to these instruments. Specific emphasis is
placed on an appropriate rating structure and a relatively detailed
diversification of portfolios (especially in relation to interest bear-
ing securities).

Credit risk was insignificant for the Fund in 2014 as well as in
2013.

Market Risk

The Fund uses a wide range of tools to eliminate risk exposures
attached to its portfolios. Significant attention is paid to market
risks. Apart from statutory restrictions, the Fund is subject to a set
of internal limits having a direct impact on the FX exposure, inter-
est rate exposure (the modified duration range of the Fund), equity
allocation on individual markets according to their volatility, port-
folio rating structure (see above), and other characteristics of the
Fund. The relevant limits are appropriately applied to correspond
with the type of the Fund.

Whenever the Fund purchases new types of instruments, these
instruments are first analysed to assess the potential credit risk, as
well as the market risk that the instruments might bring to or help
eliminate from the portfolio. Subsequently, their appropriateness
and, if appropriate, the acceptable proportion of these instruments
in the portfolio is evaluated.

The portfolio’s risk of unfavourable development of foreign
exchange rates, interest rates, and other market factors is hedged,
to an appropriate extent, by financial derivatives. Financial deriva-
tives are traded on the OTC market as this market enables the trad-
ing of contracts whose parameters and nature appropriately satisfy
the requirements of a hedge. Portfolios primarily include currency
swaps, currency forwards and interest rate swaps.

Market risk was insignificant for the Fund in 2014 as well as in
2013.
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Set out below are relative monthly values of the VaR in percentage
terms for individual types of risks in 2014:

As at Average

31 Dec 2014 VaR

Global VaR 0.41% 0.52%
Foreign currency VaR 0.04% 0.04%
Interest rate VaR 0.10% 0.10%
Equity VaR 0.39% 0.39%

The average VaR is calculated as the average of daily VaR values
in the given year.

No derivative transactions were effected in 2013.

Liquidity Risk

Another monitored risk is the liquidity risk. Liquidity risk is a risk
that the Fund will not have enough available resources to meet
its obligations arising from financial contracts. Liquidity is moni-
tored and managed based on expected cash flows, with appropriate
adjustments made to the structure of securities and term place-
ments portfolios.

Participant’s funds will cover the following benefits:

a) retirement pension benefits paid for a specified period,

b) disability pension benefits paid for a specified period,

¢) one-off settlement,

d) surrender values,

e) single premiums — whole life, or

f) single premiums — variable life (fixed term and fixed pension
benefit).

Supplementary pension savings benefits are paid following a writ-
ten request by a participant, beneficiary or heir. A participant may
request the payment of a benefit as soon as their entitlement arises.

The benefits specified under Section 19 a) through d) of the Act
are required to be paid by CS PS within the time limits and in
a manner agreed with the recipient of the benefit, unless the Act
provides otherwise.

If requested in writing by a participant or beneficiary, benefits are
paid to a participant or beneficiary to abroad.

Penzijni spole¢nost agrees to pay the amount for deducted pension
units within the periods and by the deadlines stipulated in the Act.

One-off Settlement

If a participant is entitled to a one-off settlement, CS PS shall pay
the one-off settlement following the receipt of their written request,
no later than by the end of the calendar quarter immediately fol-
lowing the month for which the last contribution was made.

If a beneficiary or heir is entitled to a one-off settlement, CS PS
shall pay the one-off settlement within one month of the receipt
of their written request, provided the death of the participant has
been proven.

A participant that is entitled to a one-off settlement and who, prior
to submitting the request for the one-off settlement, ceased the
payment of contributions in compliance with Section 11 of the Act,
shall receive the one-off settlement within one month of the receipt
of their written request.

Surrender Values

Surrender values shall be paid by CS PS within one month of the
receipt of the beneficiary’s request for the payment of surrender
values.

Retirement and disability pension benefits paid
for a specified period

Retirement pension benefits for a specified period and disability
pension benefits for a specified period shall be paid either through
installments of a specified amount or through a specified number
of installments, until all the participant’s funds are withdrawn;
payments shall be made on a regular basis at least four times per
calendar year, provided the installment is at least CZK 500. If it is
not the case, CS PS may reduce the number of installments to one
annually.

Single premiums — whole life and variable life

CS PS shall, no later than within seven business days of the receipt
of a request for a single premium for whole life insurance or var-
iable life insurance (fixed term and fixed pension benefit), inform
a participant of the level of the participant’s funds as at the date of
the receipt of the request.

The quantitative information about the residual maturity of assets
and liabilities is given in Note 5.15.
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5. Additional Information on the Financial Statements

5.1 Receivables from Banks

Receivables from banks 31 Dec 2014 31 Dec 2013
Current accounts 23,973 15,361
Term deposits 0 1,705
Total 23,973 17,066

Balances on current accounts are payable on demand.

5.2 Securities
All securities held by the Fund are publicly listed on the Prague Stock Exchange or on foreign stock exchanges.

Debt securities 31 Dec 2014 31 Dec 2013
Acquisition cost 157,730 989
Market revaluation 378 17
Aliquot interest income 1,256 2
Total 159,364 1,008
Shares, participation certificates 31 Dec 2014 31 Dec 2013
Acquisition cost 50,547 0
Market revaluation 1,997 0
Aliquot interest income 0 0
Total 52,544 0

The proportion of debt securities due in more than 1 year with a fixed coupon was 52.65% in 2014 (2013: 100.00%).

The proportion of debt securities due in more than 1 year with a variable coupon was 47.35% in 2014 (2013: 100.00%).

5.3 Other Assets

Other assets 31 Dec 2014 31 Dec 2013
Estimated state contribution 2,805 593
Estimated foreign dividends 27 0
Estimated payments for holding PC with pension funds 119 0
Total 2,951 593

Estimated state contribution represents the estimated amount of state contribution that will be transferred to the Fund’s account by Penzijni
spole¢nost in April 2015.

5.4 Equity

The Fund has no registered capital. The initial value of a pension unit is CZK 1. The total value of all pension units is recorded in the ‘Capital
Funds’ account.

The selling price of a pension unit is determined by dividing the Fund’s equity by the number of issued pension units.

As at the last business day of 2014, the value of a pension unit was CZK 1.0514 (2013: CZK 1.0041) being the last published value of
a pension unit in the year in which purchases and buyouts of the Fund’s pension units were realized.

In compliance with the Statute, the 2014 profit of CZK 2,700 thousand will be transferred to the reinvestment fund that is part of ‘other
funds created from profit’.
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In compliance with the Statute, the 2013 profit of CZK 31 thousand was transferred to the reinvestment fund that is part of ‘other funds

created from profit’.

5.5 Changes in Capital Fund

Balance at 1* Jan 2013

Pension units sold

Pension units purchased
Balance at 31 December 2013
Pension units sold

Pension units purchased
Balance at 31 December 2014

5.6 Other Liabilities
Other liabilities

Liabilities from contributions by pension insurance scheme participants
Liability from deduction of pension units

Settlement with state budget

Liability — state contribution

Derivatives

Total

Number of Total capital

pension funds
units (items)

18,255,765 18,299

605,861 608

17,649,904 17,691

209,777,135 218,379

5,255,385 5,213

204,521,750 230,857

31 Dec 2014 31 Dec 2013

299 285

902 66

87 1

2,805 593

1,151 0

5,244 945

Liabilities from deposits from pension insurance participants represent invested funds prior to their matching against the book of pension

units.

Deduction of pension units represents the Fund’s liability from purchased pension units deducted from the book of pension units.

Liability — state contribution represents the estimated amount of state contribution. After the amount is credited to the Fund’s account, the

contribution is credited to pension savings participants as part of the matching against the book of pension units.

5.7 Financial Derivatives Designated as Trading Derivatives

Fair value of the derivatives:
315t December 2014

Positive Negative
Currency swaps 0 1,151
Total 0 1,151

All financial derivatives recognized as trading derivatives are due within one year.

31t December 2013

Positive Negative
0 0
0 0

Receivables and payables from fixed term transactions at fair values of underlying instruments from the off-

balance sheet account:
315t December 2014

Asset Liability
Currency swaps 51,605 52,756
Total 51,605 52,756

31st December 2013

Asset Liability
0 0
0 0

Open derivative positions accounted off-balance sheet are daily converted to fair value in absolute amounts.
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5.8 Income from Shares and Interests

Income 31 Dec 2014 31 Dec 2013
Dividends from shares and PC — foreign 258 0
Uncollected foreign dividends 26 0
Total 284 0

5.9 Interest Income

Income 31 Dec 2014 31 Dec 2013
Interest on bank deposits 91 8
Interest on debt securities 690 2
Interest on term deposits 1 5
Total 782 15

5.10 Management fee, performance fee and depository’s fee

In compliance with the Statute of the Fund, the management fee (“flat fee”) paid to CS PS by the Fund amounts to 0.8 per cent of the aver-
age annual value of the Fund’s equity. The performance fee amounts to 10 per cent of the difference between the average annual value of
a pension unit in the relevant period and the highest average annual value of the pension unit in previous years since the formation of the
Fund multiplied by the average annual number of pension units.

Based on the decision of CS PS, the 2014 management fee was CZK 0 (a fee holiday, see the Price List). The depository’s fee is included
in the management fee.

5.11 Profit or Loss from Financial Operations

2014 2013
Profit or loss from securities designated at fair value through profit or loss 4,058 17
Profit or loss from FX differences 204 0
Profit or loss from futures, forwards, swaps and options (2,530) 0
Total 1,732 17

Profit or loss from securities designated at fair value through profit or loss represents the daily revaluation of securities at fair value.
Profit or loss from FX differences represents the value of realized FX gains or losses from foreign currency accounts and from the settlement
of foreign currency receivables and payables as well as gains or losses arising from the revaluation of assets, with the exception of securities,

and liabilities in foreign currency at fair value.

Profit or loss from derivatives includes profit or loss on the settlement of fixed term transactions (futures, forwards, swaps) with currency
instruments and also the revaluation of open derivatives at fair value.

5.12 Other Operating Expenses and Income

2014 2013
Other operating income 0 0
Other operating expenses 7 0

Other operating expenses serve to record subsidies for policies, which lack funds for payment due to movements in rates. The most common
case involves termination of the policy from the inception as the payment shall be made at the nominal value of invested funds and credited
state contributions.
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5.13 Income Tax

The principal income tax components are as follows:

Tax due — current year
Total income tax

Current income tax — analysis:

Profit (Loss) before tax
Items to add
Deductible items

Tax base

Tax (5%) on tax base
Total tax

Deferred tax

2014

91
91

2014
2,791

975
1,816
91

91

2013

2013

As at 31 December 2014, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for

financial reporting purposes.

As at 31 December 2013, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for

financial reporting purposes.

5.14 Related Party Transactions

Related parties include Ceska4 spofitelna, a.s., and Ceska spofitelna — penzijni spole&nost, a.s.

Receivables from related parties

Accrued income — state contribution — CSPS
Total

2,805
2,805

31 Dec 2014 31 Dec 2013

593
593

The Fund will obtain the state contribution from Penzijni spole¢nost. No related party costs were recorded in the Fund’s accounting records

in 2014.

5.15 Liquidity

The following tables show the residual maturity of assets and liabilities broken down by major classes.

Given the fact that all securities are marketable on public markets, sales can be realized within a 3-month period.

2014

Assets

Receivables from banks

Debt securities

Shares, participation certificates
Other assets

Total assets

Liabilities

Other liabilities

Net assets

Less than
3 months
23,973

0

0

2,951
26,924

(5,157)
21,767

3 months
-1 year

0

o O O o

(87)
(87)

1-5years Over 5 years

0
140,386
0
0
140,386

0
140,386

0
18,978
0
0
18,978

0
18,978

Not
specified

0
0
52,544

52,544

52,544

Total

23,973
159,364
52,544
2,951
238,832

(5,244)
233,588
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2013
Assets Less than 3 months 1-5years Over 5 years Not Total
3 months -1 year specified

Receivables from banks 16,366 700 0 0 0 17,066
Debt securities 0 0 1,008 0 0 1,008
Other assets 593 0 0 0 0 593
Total assets 16,959 700 1,008 0 0 18,667
Liabilities

Other liabilities (944) (1) 0 0 0 (945)
Net assets 16,015 699 1,008 0 0 17,722

Liquidity risk, to which the Fund is exposed, is low as all assets are immediately convertible into cash before the expected purchases by the
Fund’s Participants.

5.16 Off-balance Sheet Assets and Liabilities
The off-balance sheet of the Fund contains values provided for management. Item “values provided for management” contains domestic
securities administrated by Komer¢ni banka, a.s., and other values (term deposits).

5.17 Contingent Assets and Liabilities

The Fund has no assets or liabilities that were not disclosed in the balance sheet or off-balance sheet accounts.

5.18 Other Material Disclosures

On 4" March 2014, the fund was allocated CZK 250,000. The purpose of the subsidy in the form of contribution was to compensate appre-
ciation of the policy holders’ investments for 2013, which could not be achieved due to the small volume as well as slow growth of assets
in the first year of the fund’s existence.

An amendment to the Act No. 586/1992 Coll. came into force on 1% January 2015, exempting the funds (Transformed Fund — retirement
benefit schemes, participation funds — supplementary pension savings and pension funds — pension savings) from income tax.

5.19 Subsequent Events

No significant events occurred after the date of the financial statements, which would have a material impact on the Fund’s financial
statements.
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Dynamic Participation Fund of additional
pension savings with government

contributions Ceska spofitelna — penzijni

spolecnost, a. s.

Basic information

The Dynamic Participation Fund of the additional pension sav-
ings with government contribution Ceska spofitelna — penzijni
spole¢nost, a.s. CNB issued a decision which permitted the estab-
lishment of the participation fund on 17" December 2012, refer-
ence number 2012/12486/570. The decision came into effect on
18" December 2012.

Is managed by Ceska spofitelna — penzijni spole¢nost, a.s.

Registered office at Polackova 1976/2, 140 21 Prague 4,
Identification number (IN): 61672033

Commercial Registry: Municipal Court in Prague, Section B,
Insert 2927, which is part of the consolidation group, whose parent
company is Ceska spofitelna, a.s., IN: 45244782

Fund characteristics

Investment into the Dynamic Participation Fund is suitable for
those investors who want to reach as high appreciation as possible,
are experienced in capital markets and are able to accept significant
volatility. The portfolio of the Dynamic fund is distributed among
share, bond, and money markets. The Dynamic Participation Fund
is suitable for experienced investors who are able to accept longer
periods of negative development of the pension unit value and who
can afford to invest funds with minimum investment horizon of
five years. The investment into the Dynamic Participation Fund
is also suitable for less-experienced as part of broadly diversi-
fied portfolio. The goal of the investment policy is to provide to
the participants long-term appreciation of funds invested placed
mainly into the money market instruments, government bonds, and
other debt securities and shares or similar securities representing
a share on a legal entity. The credit and interest risk is actively
managed; unsecured investment denominated in foreign currency
can not exceed 50% of the value of Dynamic Participation Fund
assets.

Depository
The depository of the participation fund is Komer¢ni banka, a.s., reg-
istered office at Na Piikop¢ 33/969, 114 07 Prague 1, IN: 45317054

Portfolio manager
Ceska spofitelna, a.s., registered office at Prague 4, Olbrachtova
1929/62, 140 00, IN: 452 44 782, registered in the Commercial

r

Registry at the Municipal Court in Prague, Section B, Insert 1171.
Senior portfolio manager of the fund is Mgr. Marcel Kostovski,
who is a graduate of broker examinations, CFA Institute and is
professionally engaged in investments, portfolio management and
asset management since 1995.

Person responsible for safeguarding and control of assets
of the participation fund

Komer¢ni banka, a.s., registered office at Na Ptikopé 33/969,
114 07 Prague 1, IN: 45317054

Fees and Charges

In 2014, Ceska spofitelna — penzijni spoleénost did not charge
management fees and asset performance fees (Fee holidays) at
the expense of Dynamic Fund of Additional Pension Savings.
However in 2015, an annual management fee 0.8% of the average
net asset value will be charged. Also, an assets performance fee of
10% will be charged on the difference between the average annual
value of pension unit in the relevant period and the highest average
annual value of pension unit in foregoing years, multiplied by the
average annual number on pension units. Fees and charges are reg-
ulated by Supplementary pension savings law no. 427/2011 Coll.
Section 60 Pension companies’ remuneration.

To obtain further information on the participation fund
please visit our office at Polackova 1976/2, Prague 4,

140 21, call free 956 777 444, or visit www.ceskapenzijni.cz
or info@cs-ps.cz.

Historical Performance
of Dynamic Participation Fund

8%
7.02%
4% —
2% —

0.17%

0%

2013 2014
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Top holdings of Dynamic Participation Fund as at 31t December 2014

Name Currency

GOVERNMENT BOND VAR 10/27/16
GOVERNMENT BOND 4.6 08/18/18
ISHARE SP 500 INDEX FUND (GBP)
ISHARES EURO STOXX UCITS ETF DE
ISHARES CORE DAX UCITS ETF (DE)
ISHARES MSCI EM-INC

PRAHA 4.25 05/11/21

NET4GAS 2.25 01/28/21

CETELEM VAR 10/08/19

ISHARE MSCI JAPAN INDEX FUND
ISCS SPOROTREND

SHIRE PLC — (ADR)

ISCS TOP STOCKS

CEZ

Other < 1%

Money Market

CzZK
CzZK
GBP
EUR
EUR
GBP
CzZK
CzK
CzZK
usD
CzZK
uSD
CzZK
CZK

NAV and NAV per pension unit as at 315t December 2014

Name

NAV in thousands CZK
NAV per unit of fund in CZK

Portfolio of the participation fund as at 31t December 2014

. Money market 5.1%

B Bonds 50.8%

Shares and ETFs 44.0%

The developement of pension unit
of the Dynamic Participation Fund (2014)

11000 [—
1.0800 [—
1.0600 [—
1.0400 [—
1.0200 [—
1.0000 [—
0.9800 —
0.9600 [—

0.9400 —

12/2013 1/2014 2/2014 3/2014 4/2014 5/2014 6/2014 7/2014 8/2014 9/2014 10/201411/201412/2014

Amortised
purchase price
in ths CZK
40,195
23,358
14,275
7,575
6,408
6,557
3,555
2,977
3,000
2,768
2,221
1,576
1,300
1,493
18,404
7,477

Market value
in ths CZK

40,204
23,214
15,167
7,862
6,781
6,451
3,628
3,084
3,022
2,849
2,002
1,699
1,511
1,478
19,469
7,477

B czK59.9%
B EuR104%
USD 14.1%

GBP 15.6%

Development of the NAV

in millions CZK (2014)

160

140

120

100

80

60

40

20

%

27.6%
15.9%
10.4%
5.4%
4.6%
4.4%
2.5%
21%
2.1%
2.0%
1.4%
1.2%
1.0%
1.0%
13.3%
5.1%

Value

144,323
1.0720

12/2013 1/2014 2/2014 3/2014 4/2014 5/2014 6/2014 7/2014 8/2014 9/2014 10/2014 11/2014 12/2014
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(Translation of a report originally issued in Czech - see Note 2 to the financial statements.)

INDEPENDENT AUDITOR'S REPORT

To the Participants of the fund Dynamicky Ucastnicky fond dopliikového penzijniho spofeni se statnim prispévkem
Ceska sporitelna — penzijni spolecnost, a.s.:

We have audited the financial statements of the fund Dynamicky ucastnicky fond doplfikového penzijniho
sporeni se statnim prispévkem Ceska spofitelna — penzijni spolecnost, a.s. as at 31 December 2014 presented
in the annual report of the Company on pages 71 — 83 and our audit report dated 13 March 2015 stated the
following:

“We have audited the accompanying financial statements of the fund Dynamicky Ucastnicky fond dopliikového
penzijniho spofeni se statnim prispévkem Ceska sporitelna — penzijni spole¢nost, a.s. which comprise the
balance sheet as at 31 December 2014, and the income statement for the year then ended, and a summary
of significant accounting policies and other explanatory information. For details of Dynamicky Gcastnicky fond
dopliikového penzijniho sporeni se statnim prispévkem Ceské spofitelna — penzijni spole¢nost, a.s. see Note 1
to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including an assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

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

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,
has been incorporated in the Commercial Register administered by the Municipal Court in Prague,

Section C, entry no. 88504, under Identification No. 26704153.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the fund
Dynamicky Ucastnicky fond dopliikového penzijniho spofeni se statnim prispévkem Ceské sporitelna — penzijni
spolecnost, a.s. as at 31 December 2014, and its financial performance for the year then ended in accordance
with accounting principles generally accepted in the Czech Republic.”

We have also audited the consistency of the annual report with the financial statements described above. The
management of the fund Dynamicky Ucastnicky fond dopliikového penzijniho spofeni se statnim prispévkem
Ceska spofitelna — penzijni spolecnost, a.s. is responsible for the accuracy of the annual report. Our responsibility
is to express, based on our audit, an opinion on the consistency of the annual report with the financial statements.

We conducted our audit in accordance with International Standards on Auditing and the related implementation
guidance issued by the Chamber of Auditors of the Czech Republic. Those standards require that we plan
and perform the audit to obtain reasonable assurance as to whether the information presented in the annual
report that describes the facts reflected in the financial statements is consistent, in all material respects, with
the financial statements. We have checked that the accounting information presented in the annual report is
consistent with that contained in the audited financial statements as at 31 December 2014. Our work as auditors
was confined to checking the annual report with the aforementioned scope and did not include a review of any
information other than that drawn from the audited accounting records of the Company. We believe that our
audit provides a reasonable basis for our opinion.

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

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

Roman Hauptfleisch, Auditor
License No. 2009

17 April 2015
Prague, Czech Republic

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,
has been incorporated in the Commercial Register administered by the Municipal Court in Prague,

Section C, entry no. 88504, under Identification No. 26704153.
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Balance Sheet
at 31t December 2014

CZK thousand

3 Receivables from banks and credit unions
of which: a) on demand: aa) current accounts
ab) term deposits
5 Debt securities
of which: a) issued by the government
b) issued by other institutions
6 Shares, participation certificates and other holdings
11 Other assets
d) other assets
Total assets
4 Other liabilities
a) financial derivatives
c) liabilities from taxes
d) other liabilities
10 Reserve funds and other funds created from profit
12 Capital funds
15 Profit or loss for the accounting period
Total liabilities
of which: Equity
Off balance sheet accounts
4 Amounts due from fixed term transactions
b) with currency instruments
8 Values provided for management
a) securities
c) other values
12 Amounts owed from fixed term transactions
b) with currency instruments

Line
01
02
03
10
1"
12
13
15
19
23
30
31
33
34
42
43
49
50
51
52
54
56
62
63
64
67
69

Current

7,477
7,477

74,643
64,793
9,850
64,263
1,178
1,178
147,561
3,238
1,161
113
1,964

3
141,502
2,818
147,561
144,323

54,824
54,824
137,745
138,906
(1,161)
55,985
55,985

Previous

7,892
7,772
120

134
134
8,026
214
214
7,809

8,026
7,812

120

120
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Income Statement
for the period ending 31t December 2014

CZK thousand

1

3
6

19
23
24

Interest income and similar income

of which: a) interest income from bonds

Income from shares and holdings

Profit or loss on financial operations

a) profit or loss on transactions with securities

b) profit or loss from FX differences

c) profit or loss from fixed term transactions and options
Other operating expense

Ordinary profit or loss for the accounting period before tax
Profit tax

Profit or loss for the accounting period after tax

Line
01
02
07
12
13
14
15
17
24
28
29

Current

299
253
276
2,370
4,632
65
(2,327)
7
2,938
120
2,818

Previous
3
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Notes to the Financial Statements

for the period ending 31t December 2014

1. Organisation and Description of
Business

Formation and Description of the Business
Dynamicky ucastnicky fond dopliikového penzijniho spofeni se
statnim piispévkem Ceska spofitelna — penzijni spole¢nost, a.s.
(the “Fund” or “Ugastnicky fond — CSPS, a.s.” or the “Partcipation
Fund”) is an accounting entity without legal entity status, formed
by Ceskd spofitelna — penzijni spoleénost, a.s. (“Penzijni
spole¢nost” or “CS PS”) in accordance with Act No. 427/2011 Coll.
on Supplementary Pension Savings. The Czech National Bank
(“CNB”) approved the formation of the Fund in a decision issued
on 17" December 2012 under Ref. No. 2012/12486/570. The deci-
sion came into force on 18™ December 2012. The Fund commenced
its activities on 1* January 2013.

Transformation Process

On 20" February 2012, the Company prepared a transformation pro-
ject in accordance with Act No. 427/2011 Coll. on Supplementary
Pension Savings (the “Act”); the project was submitted for approval
to the Czech National Bank on 27" February 2012. The Czech
National Bank approved the project on 7" September 2012.
As at 31 December 2012, based on the transformation project,
Penzijni fond Ceské spofitelny, a.s. (“PFCS”) was dissolved
and Ceska spofitelna — penzijni spole¢nost, a.s. (“CS PS”) and
Transformovany fond Ceska spofitelna — penzijni spoleénost
(“CS TF”) were incorporated. The incorporation of the companies
took effect as at 1% January 2013, which is the effective date stipu-
lated by the transformation project.

In compliance with the Act, the Company subsequently created
participation funds and pension funds.

Pursuant to a concluded contract, Komer¢ni banka, a.s. (“KB”)
acts as the depository of the Fund.

The Fund is managed by Ceska spofitelna —penzijni spolenost, a.s.
In compliance with Act No. 427/2011 Coll. on Supplementary
Pension Savings, the above company is responsible for the man-
agement of the assets of the Fund, which involves the administra-
tion and handling of the assets.

Pursuant to the classification which is binding for the members
of the Czech Pension Management Companies Association (“APS
CR”), the Fund may be designated as a participation fund as at the
date of approval of the Statute.

Registered Office

Dynamicky ucéastnicky fond dopliikového penzijniho spofeni se
statnim ptispévkem

Ceska spofitelna — penzijni spoleénost, a.s.

Prague 4, Polackova 1976/2

Principal Business

CS PS collects participants’ contributions, employers’ contribu-
tions and state contributions under the Act to place them in partici-
pation funds, to manage the assets of participation funds and to pay
out supplementary pension savings benefits.

The number of issued pension units (“penzijni jednotky”) or the
period for which the Fund has been formed has not been restricted.

Pension units of the Fund are offered in the Czech Republic.

Investment Policy of the Fund

The objective of the investment policy is to seek a long-term appre-
ciation of the participants’ funds investing primarily in money mar-
ket instruments, state bonds and other debt securities and shares or
similar securities representing shares on legal persons. The credit
and interest rate risk is actively managed; the unhedged invest-
ments denominated in foreign currencies can form maximum 50%
of the value of the Participation Fund’s assets.

The Fund’s portfolio particularly comprises (or may comprise)
treasury bills, money market funds, bonds, bonds funds or discount
certificates, shares and equity funds. The Fund may invest in secu-
rities in compliance with Section 100 of the Act.

The Participation Fund is not permitted to invest in investment
securities issued by CS PS, which manages the Fund, or by any
entity belonging to the same group.

The Participation Fund may use techniques and tools relating
to investment securities and money market instruments on con-
dition that they are used for effective management of the assets.
In using the techniques and instruments, the Participation Fund
must always comply with the manner of investing stipulated in the
Fund’s Statute.

The Fund can use financial derivatives to hedge interest and cur-
rency risks.

The Fund uses techniques and tools for the efficient management of
assets in accordance with the Statute to decrease the risk, decrease
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the expenses or to reach additional income for the Fund provided
that the risk undergone is demonstrably low The Participation
Fund’s assets that are not secured against currency risk cannot rep-
resent more than 50% of the value of the Fund’s assets.

The underlying instrument of a financial derivative must corre-
spond to the Fund’s investment policy and risk profile.

The limits of the Fund are adhered to on the basis of the Act, or
they are regulated in the Fund’s Statute in compliance with the Act.

The Fund’s Operation Principles

The Fund’s operating results arise as the difference between
income and expenses relating to the management of the Fund’s
assets.

The full amount of the generated profit is retained in the
Participation Fund, in the reinvestment fund, as a source for fur-
ther investments and increases the value of the pension unit. If
a loss arises from CS PS’s management of the Participation Fund’s
assets, the reinvestment fund created from previous years’ profits
is used to cover the loss. If the reinvestment fund is not sufficient
to cover the loss, the loss shall be covered by reducing the capital
fund.

The Fund’s assets must not be used to provide a loan or a gift, to
secure a third party liability or to satisfy a liability that does not
relate to the management of the Fund pursuant to Section 108 of
the Act.

Upon managing the Fund’s assets, the Fund must not enter into
a contract for the sale of an investment instrument that does not
constitute part of the Fund’s assets.

The Participation Fund may accept a bank loan or another loan
with maturity not exceeding 6 months in order to complement
liquidity under the terms and conditions stipulated in the Fund’s
Statute, Section 3, paragraph 36. The Fund is not allowed to accept
a loan for the purposes of purchasing an investment instrument.

The aggregate of all received loans must not exceed 5% of the
value of the Fund’s assets.

The terms and conditions are stipulated in the Fund’s Statute and
in the Section 108 of the Act on Supplementary Pension Savings.

Pursuant to Section 36(2) of the Act, CS PS is required to estab-
lish a mandatory Conservative fund (Section 94(1)) not later than
one year from the date of issuance of the authorization to carry
on the activities of a pension company. CS PS must have at least
10,000 thousand participants upon the expiration of a period of
24 months from the date when the authorization to establish a man-
datory Conservative fund was granted. The value of Participation
Fund’s assets managed by Penzijni spole¢nost must reach at least

CZK 50 million after the expiry of 24 months from the approval to
form the participation fund.

The Fund’s Statute and Management Fees
The Fund’s Statute is the key binding document of the Fund.

The Participation Fund’s Statute stipulates, in a clear manner, the

following:

a) information concerning the manner of investing the Participation
fund,

b) other information necessary for a participant to correctly and
accurately assess the decision to place his/her funds in the
Participation fund,

¢) explanation of the risks connected with pension savings,

d) periods and deadlines for valuation of assets and liabilities pur-
suant to Section 115 of the Act, and

e) other information required by implementing regulations.

The Fund’s Statute is approved by the Czech National Bank; the
Statute is binding for CS PS.

The information stipulated in the Fund’s Statute must be regularly
updated.

Penzijni spoleCnost is entitled to a fee from the assets in the

Participation Fund; the amount of the fee must be stipulated in the

Fund’s Statute. The fee consists of the following:

a) fee for the management of the Participation funds’ assets,

b) fee for appreciation of the Participation funds’ assets, i.e. per-
formance fee.

Any and all expenses owing to third parties by Penzijni spole¢nost
in connection with pension savings schemes shall be covered from
the fee, in particular the following:

— fees for the exercise of the activities of the depository and
auditor of the Fund,

— fees paid to the bank,

— fees paid to persons other than Penzijni spolecnost for the
exercise of activities pursuant to Section 74 of the Act and
for the administration of pension savings contracts and
related activities,

— fees paid to the person responsible for the settlement
of investment instruments transactions, transfer points,
securities brokers,

— promotion and advertising costs.

The fee pursuant to Paragraph a) above must not exceed 0.8% of
the average annual value of the Fund’s equity; such fee shall be
reduced by the costs of purchase, sale and holding of the securities
issued by the collective investment fund.

The average annual value of each Participation fund’s equity is
determined as at the last day of the relevant period as a simple
arithmetic average of the values of a particular fund’s equity for
each day of the relevant period.
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The fee pursuant to Paragraph b) above must not exceed 10% of
the difference between the average annual value of a pension unit
in the relevant period and the highest average annual value of pen-
sion units in previous years since the formation of the Participation
fund, multiplied by the average annual number of pension units in
the relevant period.

Penzijni spole¢nost is not entitled to the fee pursuant to
Paragraph b) above if the average annual value of the Participation
fund’s pension unit in the relevant period is lower than or equal to
the highest average annual value of the pension unit in previous
years since the formation of the Participation fund.

The average value of a Participation fund’s pension unit is deter-
mined as at the last day of the relevant period as a simple arithme-
tic average of the values of the fund’s pension units for each day
of the relevant period.

For the purposes of determining the fee, the costs of holding the
securities issued by the collective investment fund shall particu-
larly include the proportion of total costs covered from the collec-
tive investment fund’s assets that is adequate to the investment in
such fund.

Change in the Fund’s Statute
There were no changes to the Fund’s Statute in 2014 and 2013,

respectively.

Ceska sporitelna — penzijni spoleénost, a.s.
Board of Directors and Supervisory Board

Board of Directors

Chairman Ing. AleS Poklop
Vice Chairman Ing. Martin Kopejtko
Member Ing. Jakub Krkoska, MBA

Supervisory Board

Chairperson of the Board:
Vice Chairman

RNDr. Monika Lausmanova, CSc.
Ing. Ale$ Sedlak

Member Ing. Petr Valenta
Member Ing. Jifi Skorvaga, CSc.
Member Renata Kovaczova
Member Ing. Pavel Mat§gjicek

2. Basis of Preparation of the Financial
Statements

The financial statements have been prepared on the basis of
underlying accounting records maintained in accordance with
Accounting Act No. 563/1991 Coll., and applicable regulations,
decrees and internal standards in compliance with and in the scope
defined in Czech Finance Ministry Regulation No. 501/2002 of
6" November 2002, as subsequently amended, which sets out the
overall framework for the presentation of the financial statements,
and guidelines for the structure and minimum requirements for the

content of the financial statements of banks and certain financial
institutions, and the Czech Accounting Standards for Financial
Institutions, which establish the accounting principles and policies.

The relevant previous year data are recorded in the conditions of
the period to which the financial statements relate.

The Fund is obliged to comply with the regulatory requirements
of the Act.

The presented financial statements are based on the accrual prin-
ciple, under which accounting transactions and other facts are rec-
ognized when they arise and accounted for in the period to which
they relate as to time and content. The financial statements are
presented in compliance with general accounting principles, spe-
cifically the accrual principle, the prudence concept and the going
concern assumption.

The financial statements contain the balance sheet, profit and loss
account, off balance sheet accounts, and notes to the financial
statements.

The presentation of the financial statements requires that the
Company makes estimates which have an impact on the reported
amounts of assets and liabilities as at the date of the financial state-
ments as well as expenses and income in the relevant accounting
period. These estimates are based on information available as at
the date of the financial statements and may differ from the actual
results.

The financial statements have been prepared based on the current
best estimates using all relevant and available information as at the
date of the financial statements.

These financial statements are not consolidated.

All amounts are stated in thousands of Czech crowns (CZK),
unless indicated otherwise.

Explanation Added for Translation into English
These financial statements are presented on the basis of accounting
principles and standards generally accepted in the Czech Republic.
Certain accounting practices applied by the Company that con-
form with generally accepted accounting principles and standards
in the Czech Republic may not conform with generally accepted
accounting principles in other countries.

3. Accounting Policies

Transaction Recognition Date

Purchases and sales of securities are recognized using trade date
accounting provided that the period between the trade date and
the satisfaction of the liability arising from the contract does not
exceed a period typical for the relevant type of transaction.
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The transaction recognition date for derivative contracts is:

a) the date upon which the related contract was entered into;

b) the date when the fulfilment was delivered based on the relevant
contract.

The transaction recognition date also is the date when money in
circulation is paid or received, the date when foreign currency is
purchased or sold, the date when a payment is made, the date when
ownership is acquired or terminated, when a receivable or paya-
ble arises, changes or ceases to exist, when assets move within an
accounting entity, and the date when other matters to be included
in the accounting records occur, or when the documents support-
ing these other matters are available, or when other matters are
a consequence of internal conditions of the accounting entity and/
or special regulations.

Securities

In accordance with the Fund’s strategy, all securities are classi-
fied as securities valued at fair value against expense or revenue
accounts. During the accounting period, securities are re-measured
at fair value on a daily basis pursuant to the Act No. 240/2013 Coll.,
on investment companies and investment funds which entered
into force on 3 July 2013. The Finance Ministry Regulation
No. 194/2011 Coll., on more detailed regulation of certain rules
in collective investment has been replaced by Government Decree
of 31% July 2013 on investment funds’ investment activities and
administration techniques.

In the Fund’s accounting, securities are recorded at fair value
against expense and revenues accounts. The fair value of the secu-
rities from investment activities is determined in accordance with
the International Financial Reporting Standards with an exception,
that an average price between the most favorable binding offer and
demand (MID price) is used for bonds.

Pursuant to the Act No. 240/2013 Coll., securities are valued at the
price quoted on a public market which is adjusted, as appropriate,
to reflect the rules set out in the Act. If the market value is unavail-
able, the Fund uses a value determined by the Company using val-
uation models based on discounted future cash flows according to
the yield curve calculated using the Reuters and Kondor+ systems.

Securities are measured at cost upon initial recognition using the
weighted average method. The acquisition cost includes direct
transaction costs related to the acquisition of securities.

Realized capital gains or losses are recorded in the profit and loss
account within ,Profit or loss from financial operations®.

Accrued interest relating to assets is included in the total balance
of these assets.

Receivables and Payables
The Fund records receivables arising from its transactions with
securities and other operating receivables at their nominal value,

while receivables from positive fair values of derivatives are
recorded at the fair value of the derivatives at the balance sheet
date. Pursuant to the prudence principle, provisions are created
based on the aging of receivables.

The Fund records payables arising from its transactions with secu-
rities and operating payables at their nominal value, while paya-
bles from negative fair values of derivatives are recorded at the fair
value of the derivatives at the balance sheet date.

Financial Derivatives and Hedging Transactions

In the normal course of business, the Fund enters into hedging con-
tracts with financial derivatives to hedge against foreign currency
and interest exposures associated with its transactions on financial
markets. The method of fair value hedges is applied to hedging
derivatives.

The Fund designates certain derivatives as hedges provided that
the following criteria are met:

— the Fund has developed a risk management strategy;

— at the inception of the hedge, the hedging relationship is
formally documented, the documentation identifies the
hedged item and the hedging instrument, and it defines the
risk that is being hedged and the approach to establishing
whether the hedge is effective; and

— the hedge is effective, that is, changes in the fair value
or cash flows of the hedged item are almost fully offset
by changes in the fair value or cash flows of the hedging
instrument and the results are within a range of 80% to
125%.

Nominal values of derivative financial instruments are recognized
in the oft-balance sheet accounts that are restated at fair value on
a daily basis. Changes in the fair value of derivatives that are des-
ignated and qualify as hedges (see above) are recorded as income
or expense. Changes in the fair value of the hedging derivatives
attributable to the risk hedged are recognized in the same income
or expense accounts as differences from revaluation of a hedged
instrument.

All financial derivatives are recorded as assets when the fair value
is positive and as liabilities when the fair value is negative. Fair
values are derived from valuation models.

Derivatives that are not designated as hedging derivatives are
treated as trading derivatives. These derivatives are measured at
fair value on a daily basis and gains and losses on revaluation are
posted to derivative expense and income accounts.

Certain derivatives are embedded in compound financial instru-
ments, which comprise the host instrument and the derivative.
Pursuant to the applicable regulations, the Fund recognizes
changes in assets and liabilities arising from the movements in
rates or prices of securities or changes in exchange rates through
expense and income accounts. Given that the assets of the Fund are
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valued at fair value and changes of fair values are reported within
expenses and income from derivatives, embedded derivatives are
not accounted for separately.

Income Tax
Under effective tax regulations, the corporate income tax rate
applicable to the funds managed by Penzijni spole¢nost is 5%.

Deferred Tax

Deferred tax is provided using the liability method on all tempo-
rary differences between the carrying amount of assets and liabili-
ties reported in the balance sheet and their value for tax purposes.
Deferred tax assets are recognized only up to the amount of proba-
ble future taxable income against which the deferred tax asset can
be offset.

Foreign

Foreign currencies are translated using the exchange rate promul-
gated by the Czech National Bank as at the relevant date. As at the
balance sheet date, assets and liabilities denominated in foreign
currencies are translated on the same basis.

Foreign exchange rate gains and losses from the daily translation
of assets and liabilities in foreign currencies are posted to expense
or income accounts.

Capital Funds

The selling price of a pension unit is calculated by dividing the
Fund’s equity by the relevant number of pension units. Pension
units are sold to the pension savings scheme participants for the
selling price set on a weekly basis.

Interest Income and Expense and Dividend
Income

Interest income and expense are recognized using the accrual
principle.

Dividend income is recognized as at the date when the right to
receive the payment is established (ex-dividend date). Dividend
income from domestic securities is presented after withholding
tax. Dividend income from foreign securities is presented in gross
amount prior to the deduction of withholding tax.

Subsequent Events

The impact of events that occurred between the balance sheet date
and the date of the financial statements preparation is recognized in
the financial statements provided these events provide additional
evidence about conditions that existed at the date of the balance
sheet.

If material events reflecting the facts occurring after the balance
sheet date happened between the balance sheet date and the date
of the financial statements preparation the consequences of these
events are disclosed in the notes to the financial statements but not
recognized in the financial statements.

4. Risk Management

Credit Risk

In accordance with the Statute and the investment strategy, the
Company establishes rules and policies for selecting investment
instruments such that the overall credit risk profile of allocated
investments is consistent with the characteristics of the Fund. New
types of instruments are approved on a case by case basis by the
risk management function together with the specification of limits
for positions pertaining to these instruments. Specific emphasis is
placed on an appropriate rating structure and a relatively detailed
diversification of portfolios (especially in relation to interest bear-
ing securities).

Credit risk was insignificant for the Fund in 2014 as well as in
2013.

Market Risk

The Fund uses a wide range of tools to eliminate risk exposures
attached to its portfolios. Significant attention is paid to market
risks. Apart from statutory restrictions, the Fund is subject to a set
of internal limits having a direct impact on the FX exposure, inter-
est rate exposure (the modified duration range of the Fund), equity
allocation on individual markets according to their volatility, portfolio
rating structure (see above), and other characteristics of the Fund. The
relevant limits are appropriately applied to correspond with the type
of the Fund.

Whenever the Fund purchases new types of instruments, these instru-
ments are first analysed to assess the potential credit risk, as well as
the market risk that the instruments might bring to or help eliminate
from the portfolio. Subsequently, their appropriateness and, if appro-
priate, the acceptable proportion of these instruments in the portfolio
is evaluated.

The portfolio’s risk of unfavourable development of foreign exchange
rates, interest rates, and other market factors is hedged, to an appro-
priate extent, by financial derivatives. Financial derivatives are traded
on the OTC market as this market enables the trading of contracts
whose parameters and nature appropriately satisfy the requirements of
a hedge. Portfolios primarily include currency swaps, currency for-
wards and interest rate swaps.

Currency risk was insignificant for the Fund in 2014 as well as in 2013.
The quantitative information about interest risk is given in Note 5.15.

Set out below are relative monthly values of the VaR in percentage
terms for individual types of risks in 2014:

As at Average

31 Dec 2014 VaR

Global VaR 0.76% 0.94%
Foreign currency VaR 0.06% 0.06%
Interest rate VaR 0.06% 0.06%
Equity VaR 0.75% 0.75%
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The average VaR is calculated as the average of daily VaR values
in the given year.

No derivative transactions were effected in 2013.

Liquidity Risk

Another monitored risk is the liquidity risk. Liquidity risk is a risk
that the Fund will not have enough available resources to meet
its obligations arising from financial contracts. Liquidity is moni-
tored and managed based on expected cash flows, with appropriate
adjustments made to the structure of securities and term place-
ments portfolios.

The Participant's funds will cover the following benefits:

a) retirement pension benefits paid for a specified period,

b) disability pension benefits paid for a specified period,

¢) one-off settlement,

d) surrender values,

e) single premiums — whole life, or

f) single premiums — variable life (fixed term and fixed pension
benefit).

Supplementary pension savings benefits are paid following a writ-
ten request by a participant, beneficiary or heir. A participant may
request the payment of a benefit as soon as their entitlement arises.

The benefits specified under Section 19 a) through d) of the Act
are required to be paid by CS PS within the time limits and in
a manner agreed with the recipient of the benefit, unless the Act
provides otherwise.

If requested in writing by a participant or beneficiary, benefits are
paid to a participant or beneficiary to abroad.

Penzijni spolecnost agrees to pay the amount for deducted pension
units within the periods and by the deadlines stipulated in the Act.

One-off Settlement
If a participant is entitled to a one-off settlement, CS PS shall pay
the one-off settlement following the receipt of their written request,

no later than by the end of the calendar quarter immediately fol-
lowing the month for which the last contribution was made.

If a beneficiary or heir is entitled to a one-off settlement, CS PS
shall pay the one-off settlement within one month of the receipt
of their written request, provided the death of the participant has
been proven.

A participant that is entitled to a one-off settlement and who, prior
to submitting the request for the one-off settlement, ceased the
payment of contributions in compliance with Section 11 of the Act,
shall receive the one-off settlement within one month of the receipt
of their written request.

Surrender Values

Surrender values shall be paid by CS PS within one month of the
receipt of the beneficiary’s request for the payment of surrender
values.

Retirement and disability pension benefits paid
for a specified period

Retirement pension benefits for a specified period and disability
pension benefits for a specified period shall be paid either through
installments of a specified amount or through a specified number
of installments, until all the participant’s funds are withdrawn;
payments shall be made on a regular basis at least four times per
calendar year, provided the installment is at least CZK 500. If it is
not the case, CS PS may reduce the number of installments to one
annually.

Single premiums — whole life and variable life

CS PS shall, no later than within seven business days of the receipt
of a request for a single premium for whole life insurance or var-
iable life insurance (fixed term and fixed pension benefit), inform
a participant of the level of the participant’s funds as at the date of
the receipt of the request.

The quantitative information about the residual maturity of assets
and liabilities is given in Note 5.16.

5. Additional Information on the Financial Statements

5.1 Receivables from Banks

Receivables from banks

Current accounts
Term deposits
Total

Balances on current accounts are payable on demand.

31 Dec 2014 31 Dec 2013

7,477 7,772
0 120
7,477 7,892
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5.2 Securities
All securities held by the Fund are publicly listed on the Prague Stock Exchange or foreign stock exchanges.

Debt securities 31 Dec 2014
Acquisition cost 74,086
Market revaluation 485
Aliquot interest income 72
Total 74,643
Shares, participation certificates 31 Dec 2014
Acquisition cost 61,576
Market revaluation 2,687
Aliguot interest income 0
Total 64,263

31 Dec 2013

o O o

31 Dec 2013

o O o

The proportion of debt securities due in more than 1 year with a fixed coupon was 42.04% and with a variable coupon 57.96% in 2014

(2013: 100% with a fixed coupon).

5.3 Other Assets

Other assets 31 Dec 2014
Estimated state contribution 1,049
Estimated foreign dividends 16
Estimated payments for holding PC with pension funds 113
Total 1,178

31 Dec 2013

134
0
0
134

Estimated state contribution represents the estimated amount of state contribution that will be transferred to the Fund’s account by Penzijni

spole¢nost in April 2015.

5.4 Equity

The Fund has no registered capital. The initial value of a pension unit is CZK 1. The total value of all pension units is recorded in the ‘Capital

Funds’ account.

The selling price of a pension unit is determined by dividing the Fund’s equity by the number of issued pension units.

As at the last business day of 2014, the value of a pension unit was CZK 1.0825 (2013: CZK 1.0017) being the last published value of

a pension unit in the year in which purchases and buyouts of the Fund’s pension units were realized.

In compliance with the Statute, the 2014 profit of CZK 2,818 thousand will be transferred to the reinvestment fund that is part of ‘other

funds created from profit’.

In compliance with the Statute, the 2013 profit of CZK 3 thousand was transferred to the reinvestment fund that is part of ‘other funds

created from profit’.

5.5 Changes in Capital Fund

Number of Total capital

pension
units (items)

Balance at 15t Jan 2013

Pension units sold 7,818,506
Pension units purchased 19,832
Balance at 315t December 2013 7,798,674
Pension units sold 128,460,297
Pension units purchased 2,937,811
Balance at 31t December 2014 125,522,486

funds

7,829

20
7,809
136,489
2,796
141,502
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5.6 Other Liabilities

Other liabilities 31 Dec 2014 31 Dec 2013
Liabilities from contributions by pension insurance scheme participants 139 80
Liability from deduction of pension units 776 0
Settlement with state budget 113 0
Liability — state contribution 1,049 134
Derivatives 1,161 0
Total 3,238 214

Liabilities from deposits from pension insurance participants represent invested funds prior to their matching against the book of pension
units.

Deduction of pension units represents the Fund’s liability from purchased pension units deducted from the book of pension units.

Liability — state contribution represents the estimated amount of state contribution. After the amount is credited to the Fund’s account, the
contribution is credited to pension savings participants as part of the matching against the book of pension units.

5.7 Financial Derivatives Designated as Trading Derivatives

Fair value of the derivatives:

31t December 2014 31t December 2013

Positive Negative Positive Negative

Currency swaps 0 1,161 0 0
Total 0 1,161 0 0

All financial derivatives recognized as trading derivatives are due within one year.

Receivables and payables from fixed term transactions at fair values of underlying instruments from the off-balance sheet account:

315t December 2014 31t December 2013
Asset Liability Asset Liability
Currency swaps 54,824 55,985 0 0
Total 54,824 55,985 0 0

Open derivative positions accounted off-balance sheet are daily converted to fair value in absolute amounts.

5.8 Interest Income

Income 31 Dec 2014 31 Dec 2013
Interest on bank deposits 46 3
Interest on debt securities 253 0
Interest on term deposits 0 0
Total 299 3

5.9 Income from Shares and Interests

Income 31 Dec 2014 31 Dec 2013
Dividends from shares and PL — foreign 260 0
Uncollected foreign dividends 16 0
Total 276 0

5.10 Management fee, performance fee and depository’s fee

In compliance with the Statute of the Fund, the management fee (“flat fee”) paid to CS PS by the Fund amounts to 0.8% of the average
annual value of the Fund’s equity. The performance fee amounts to 10% of the difference between the average annual value of a pension unit
in the relevant period and the highest average annual value of the pension unit in previous years since the formation of the Fund multiplied
by the average annual number of pension units.
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Based on the decision of CS PS, the 2014 management fee was CZK 0 (a fee holiday, see the Price List). The depository’s fee is included
in the management fee.

5.11 Profit or Loss from Financial Operations

2014 2013
Profit or loss from securities designated at fair value through profit or loss 4,632 0
Profit or loss from FX differences 65 0
Profit or loss from futures, forwards, swaps and options (2,327) 0
Total 2,370 0

Profit or loss from securities designated at fair value through profit or loss represents the daily revaluation of securities at fair value.
Profit or loss from FX differences represents the value of realized FX gains or losses from foreign currency accounts and from the settlement
of foreign currency receivables and payables as well as gains or losses arising from the revaluation of assets, with the exception of securities,

and liabilities in foreign currency at fair value.

Profit or loss from derivatives includes profit or loss on the settlement of fixed term transactions with currency instruments and also
the revaluation of open derivatives at fair value.

These accounts served to record e.g. settlement of heller differences.

5.12 Other Operating Income and Expenses

2014 2013
Other operating income 0 0
Other operating expenses 7 0

Other operating expenses serve to record subsidies for policies, which lack funds for payment due to movements in rates. The most common
case involves termination of the policy from the inception as the payment shall be made at the nominal value of invested funds and credited
state contributions.

5.13 Income Tax

The principal income tax components are as follows:

2014 2013
Tax due — current year 120 0
Total income tax 120 0
Current income tax — analysis:

2014 2013
Profit (Loss) before tax 2,938 3
Items to add 0 0
Deductible items 529 0
Tax base 2,409 2
Tax (5%) on tax base 120 0
Total tax 120 0

Deferred tax
As at 31 December 2014, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.
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As at 31 December 2013, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for

financial reporting purposes.

5.14 Related Party Transactions

Related parties include Ceska spofitelna, a.s., and Ceska spofitelna — penzijni spole&nost, a.s.

Receivables from related parties

Accrued income — state contribution — CSPS

Total

1,049
1,049

31 Dec 2014 31 Dec 2013

134
134

The Fund will obtain the state contribution from Penzijni spole¢nost. No related party costs were recorded in the Fund’s accounting records

in 2014 and 2013, respectively.

5.15 Interest Rate Risk

The following tables show the interest rate risk that the Fund is exposed to. Assets and liabilities that bear no interest are included in the

“No interest” column.

2014

Assets

Receivables from banks

Debt securities

Shares and participation certificates
Other assets

Total assets

Liabilities

Other liabilities

Net assets

2013

Assets

Receivables from banks
Other assets

Total assets
Liabilities

Other liabilities

Net assets

Less than
3 months
7,477

0

0

0

7,477

(1,161)
6,316

Less than
3 months
7,852

0

7,852

0
7,852

3 months
-1 year

0

o O O o

(113)
(113)

3 months
-1 year
40

0

40

40

1-5years Over 5 years

0
67,821
0
0
67,821

0
67,821

0
6,822
0
0
6,822

0
6,822

1-5years Over 5 years

o

o o

No interest

0

0
64,263
1,178
65,441

(1,964)
63,477

No interest
134
134

(214)
(80)

Total

7,477
74,643
64,263

1,178

147,561

(3,238)
144,323

Total
7,892
134
8,026

(214)
7,812
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5.16 Liquidity

The following tables show the residual maturity of assets and liabilities broken down by major classes.

2014

Assets Less than 3 months 1-5years Over 5 years Not Total
3 months -1 year specified

Receivables from banks 7,477 0 0 0 0 7,477

Debt securities 0 0 67,821 6,822 0 74,643

Shares and participation certificates 0 0 0 0 64,263 64,263

Other assets 1,178 0 0 0 0 1,178

Total assets 8,655 0 67,821 6,822 64,263 147,561

Liabilities

Other liabilities (3,125) (113) 0 0 0 (3,238)

Net assets 5,530 (113) 67,821 6,822 64,263 144,323

2013

Assets Less than 3 months 1-5years Over 5 years Not Total
3 months -1 year specified

Receivables from banks 7,852 40 0 0 0 7,892

Other assets 134 0 0 0 0 134

Total assets 7,986 40 0 0 0 8,026

Liabilities

Other liabilities (214) 0 0 0 0 (214)

Net assets 7,772 40 0 0 0 7,812

Liquidity risk, to which the Fund is exposed, is very low as all the Fund’s assets are cash that allows paying realized buyouts to the Fund’s
Participants in the shortest time possible.

5.17 Off-balance Sheet Assets and Liabilities
The off-balance sheet of the Fund contains values provided for management. Item “values provided for management” contains other values
(term deposits).

5.18 Contingent Assets and Liabilities

The Fund has no assets or liabilities that were not disclosed in the balance sheet or off-balance sheet accounts.

5.19 Other Material Disclosures

On 4" March 2014, the fund was allocated CZK 250,000. The purpose of the subsidy in the form of contribution was to compensate appre-
ciation of the policy holders’ investments for 2013, which could not be achieved due to the small volume as well as slow growth of assets
in the first year of the fund’s existence.

An amendment to the Act No. 586/1992 Coll. came into force on 1% January 2015, exempting the funds (Transformed Fund — retirement
benefit schemes, participation funds — supplementary pension savings and pension funds — pension savings) from income tax.

5.20 Subsequent Events

No significant events occurred after the date of the financial statements, which would have a material impact on the Fund’s financial
statements.
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Transformed Fund of additional pension
savings with government contributions
Ceska sporitelna — penzijni spole€nost, a. s.

Basic information

The Transformed Fund of additional pension savings with govern-
ment contribution Ceska spofitelna — penzijni spole¢nost, a.s. The
permit to operate the supplementary pension insurance through the
Transformed Fund was granted by CNB on 3™ September 2013,
with effect from 1% January 2013.

It is managed by Ceska spofitelna — penzijni spole&nost, a.s.

Registered office at Polackova 1976/2, 140 21 Prague 4,
Identification number (IN): 61672033 Commercial Registry:
Municipal Court in Prague, Section B, Insert 2927, which is
part of a consolidation group, whose parent company is Ceska
spofitelna, a.s., IN: 45244782

Fund characteristics

The goal of the investment policy to secure stable and long-term
return form savings collected in the Transformed Fund while
investing them and securing covering claims for supplementary
pension insurance. Investments are made in such a way that it is
possible to pay out the contributions from the Transformed Fund
to the participants in time limits set by law and the pension plan.
The funds collected in the Transformed Fund by the pension soci-
ety have to be placed with dilegent care so that the security, high
quality, liquidity, and return of the portfolio was ensuered.

Depository
The depository of the Transformed Fund is Komer¢ni banka, a.s.,
registered office at Na Ptikopé 33/969, 114 07 Prague 1,
IN: 45317054

Portfolio manager

Ceska spofitelna, a.s., registered office at Prague 4, Olbrachtova
1929/62, 140 00, IN: 452 44 782, registered in the Commercial
Registry at the Municipal Court in Prague, Section B, Insert 1171.
Senior portfolio manager of the fund is Mgr. Marcel Kostovski,
who is a graduate of broker examinations, CFA Institute and has
been professionally engaged in investments, portfolio manage-
ment and asset management since 1995.

Person responsible for safeguarding and control
of assets of the participation fund

Komer¢ni banka, a.s., registered office at Na Ptikopé 33/969,
114 07 Prague 1, IN: 45317054

Fees and Charges

An annual management fee 0.6% of the average annual value of
total assets was charged in 2014. Also, a fee for assets performance
of Transformed Fund was 15% of the profit reported in the finan-
cial statements of Transformed Fund. Fees and charges are regu-
lated by Supplementary pension savings law no. 427/2011 Coll.
Section 60 Pension companies’ remuneration.

To obtain further information on the Transformed Fund
please visit our office at Polackova 1976/2, Prague 4,
140 21, call free 956 777 444, or visit www.ceskapenzijni.cz
or info@cs-ps.cz.
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Top holdings of the Transformed Fund as at 315t December 2014

Name

GOVERNMENT BOND VAR 10/27/16
ERSTE GROUP BANK 6.375 03/28/23
GOVERNMENT BOND 5.7 05/25/24
GOVERNMENT BOND 2.5 08/25/28
US TREASURY 0.75 12/31/17B
GOVERNMENT BOND VAR 07/23/17
GOVERNMENT BOND 4.2 12/04/36
GOVERNMENT BOND 2.4 09/17/25
GOVERNMENT BOND 4.7 09/12/22
ERSTE BANK VAR 07/19/17
GOVERNMENT BOND 3.85 09/29/21
SLOVAKIA GOVT 4.375 05/21/22 USD
GOVERNMENT BOND 5 04/11/19
CESKA EXP. BANKA VAR 06/14/18
GOVERNMENT BOND 3.75 09/12/20
Other < 1%

Money Market

Portfolio of the Transformed Fund as at 315t December 2014

Development of the NAV
in millions CZK (2014)

57,000
56,000 [—
55,000 [—
54,000 —
53,000 —
52,000 —
51,000 —
50,000 [—
49,000 —
48,000 —

47,000

I Bonds 63.0%

. Money market 37.0%

Currency

CzZK
usD
CzZK
CzK
usD
CzZK
CzZK
CzK
CZK
EUR
CzZK
usSD
CZK
CzZK
CzZK

12/2013 1/2014 2/2014 3/2014 4/2014 5/2014 6/2014 7/2014 8/2014 9/2014 10/2014 11/2014 12/2014

Amortised
purchase price
in ths CZK
6,981,303
4,004,822
2,774,171
2,762,812
2,200,641
1,985,190
1,804,780
1,802,961
1,601,633
924,859
1,000,463
867,014
859,843
700,000
636,818
3,679,967
20,879,124

Market value
in ths CZK

7,002,331
4,546,692
2,774,171
2,762,812
2,259,228
1,989,506
1,804,780
1,802,961
1,601,633
1,006,675
1,000,463
897,009
859,843
716,240
636,818
3,819,586
20,880,362

B czks826%
B EurR27%
USD 13.7%

ostatni 1%

%

12.4%
8.1%
4.9%
4.9%
4.0%
3.5%
3.2%
3.2%
2.8%
1.8%
1.8%
1.6%
1.5%
1.3%
1.1%
6.8%

37.0%
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(Translation of a report originally issued in Czech - see Note 2 to the financial statements.)

INDEPENDENT AUDITOR'S REPORT

To the Participants of the fund Transformovany fond penzijniho pfipojisténi se statnim prispévkem Ceska
sporitelna — penzijni spolecnost, a.s.:

We have audited the financial statements of the fund Transformovany fond penzijniho pfipojisténi se statnim
prispévkem Ceska spofitelna — penzijni spolecnost, a.s. as at 31 December 2014 presented in the annual report
of the Company on pages 88 — 102 and our audit report dated 13 March 2015 stated the following:

“We have audited the accompanying financial statements of the fund Transformovany fond penzijniho pfipojisténi
se statnim prispévkem Ceska spofitelna — penzijni spole¢nost, a.s. which comprise the balance sheet as at 31
December 2014, and the income statement for the year then ended, and a summary of significant accounting
policies and other explanatory information. For details of Transformovany fond penzijniho pfipojisténi se statnim
prispévkem Ceska spofitelna — penzijni spolednost, a.s. see Note 1 to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including an assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

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

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,
has been incorporated in the Commercial Register administered by the Municipal Court in Prague,

Section C, entry no. 88504, under Identification No. 26704153.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the fund
Transformovany fond penzijniho pripojisténi se statnim prispévkem Ceska spofitelna — penzijni spolecnost, a.s.
as at 31 December 2014, and its financial performance for the year then ended in accordance with accounting
principles generally accepted in the Czech Republic.”

We have also audited the consistency of the annual report with the financial statements described above. The
management of the fund Transformovany fond penzijniho pripojisténi se statnim prispévkem Ceska spofitelna
— penzijni spole¢nost, a.s. is responsible for the accuracy of the annual report. Our responsibility is to express,
based on our audit, an opinion on the consistency of the annual report with the financial statements.

We conducted our audit in accordance with International Standards on Auditing and the related implementation
guidance issued by the Chamber of Auditors of the Czech Republic. Those standards require that we plan
and perform the audit to obtain reasonable assurance as to whether the information presented in the annual
report that describes the facts reflected in the financial statements is consistent, in all material respects, with
the financial statements. We have checked that the accounting information presented in the annual report is
consistent with that contained in the audited financial statements as at 31 December 2014. Our work as auditors
was confined to checking the annual report with the aforementioned scope and did not include a review of any
information other than that drawn from the audited accounting records of the Company. We believe that our
audit provides a reasonable basis for our opinion.

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

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

Roman Hauptfleisch, Auditor
License No. 2009

17 April 2015
Prague, Czech Republic

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,
has been incorporated in the Commercial Register administered by the Municipal Court in Prague,

Section C, entry no. 88504, under Identification No. 26704153.
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Balance Sheet
at 31t December 2014

CZK thousand

3

Receivables from banks and credit unions

of which: a) on demand: aa) current accounts
ab) term deposits

ac) repo operations

Debt securities

of which: a) issued by the government

b) issued by other institutions

6 Shares, participation certificates and other holdings

D

15

10
12

Other assets

a) financial derivatives

d) other assets

Total assets

Other liabilities

a) financial derivatives

c) liabilities from taxes

d) other liabilities

e) deferred tax liability

Accrued liabilities and deferred income
Provisions

Gains or losses from revaluation

of which: a) of assets and liabilities
Profit or loss for the accounting period
Total liabilities

of which: Equity

Off balance sheet accounts
Amounts due from fixed term transactions
a) with interest instruments

b) with currency instruments

Values provided for management

a) securities

c) other values

Received collaterals

Amounts owed from fixed term transactions
a) with interest instruments

b) with currency instruments

Line
01
02
03
04
10
11
12
13
15
16
19
23
30
31
33
34
35
36
37
44
45
49
50
51
52
54
55
56
62
63
64
66
67
68
69

Current

20,891,922
2,360,689
2,512,835

16,018,398

35,831,885

29,183,214
6,648,671

374,612
6,439
368,173
57,098,419
56,051,733
285,889
6,055
55,756,809
2,980
159,491
46,716
100,995
100,995
739,484
57,098,419
840,479

9,860,579
450,000
9,410,579
38,065,270
35,831,885
2,233,385
16,019,673
10,140,029
499,875
9,640,154

Previous

19,797,428
776,037
323,251

18,698,140

30,473,820

24,513,809

5,960,011
497,684
435,253

49,759
385,494
51,204,185
50,326,439
52,408
7,723
50,256,593
9,715
20,025
40,525
223,083
223,083
594,113
51,204,185
817,196

7,229,329
450,000
6,779,329
31,292,106
30,971,504
320,602
18,699,087
7,231,978
495,734
6,736,244
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Income Statement
for the period ending 31t December 2014

CZK thousand

1

w

17
19
23
24

Interest income and similar income

of which: a) interest income from bonds

b) interest from repo operations

Interest expense and other similar expense

Income from shares and holdings

Fees and commissions expense

a) management fee

c) fee from profit

Profit or loss on financial operations

a) profit or loss on transactions with securities

b) profit or loss from FX differences

c) profit or loss from fixed term transactions and options
Other operating income

Other operating expense

Additions to and use of other provisions

Ordinary profit or loss for the accounting period before tax
Income tax

Profit or loss for the accounting period after tax

Line
01
02
03
05
07
08
09
1
12
13
14
15
16
17
23
24
28
29

Current

889,190
866,029
274
18,610
22,000
455,186
324,636
130,550
261,802
302,294
714,849
(755,341)
50,932
4,762
6,191
739,175
(309)
739,484

Previous

817,307
788,074
902

629
17,500
385,800
280,957
104,843
142,256
326,813
275,134
(459,691)
6,777
207
3,253
593,951
(162)
594,113
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Notes to the Financial Statements

for the period ending 31t December 2014

1. Organisation and Description of
Business

Formation and Description of the Business
Transformovany fond penzijniho pfipojisténi se statnim
prispévkem Ceské spofitelna — penzijni spolegnost, a.s. (the “Fund”
or “Transformovany fond — CSPS, a.s.” or the “Transformed
Fund”) is an accounting entity without legal entity status, formed
by Ceska spofitelna — penzijni spoleénost, a.s. (“CS — penzijni
spole¢nost” or “Penzijni spole¢nost” or “CS PS”) in accordance
with Act No. 427/2011 Coll. on Supplementary Pension Savings.
The Czech National Bank (“CNB”) approved the formation
of the Fund in a decision issued on 3" September 2012 under
Ref. No. 2012/7679/570. The Fund commenced its activities on
1% January 2013.

Transformation Process

On 20" February 2012, the Company prepared a transformation pro-
ject in accordance with Act No. 427/2011 Coll. on Supplementary
Pension Savings (the “Act”); the project was submitted for approval
to the Czech National Bank on 27" February 2012. The Czech
National Bank approved the project on 7" September 2012.
As at 31 December 2012, based on the transformation project,
Penzijni fond Ceské spofitelny, a.s. (“PFCS”) was dissolved and
Ceska spofitelna — penzijni spolegnost, a.s. and Transformovany
fond Ceska spofitelna — penzijni spole¢nost (“CS TF”) were
incorporated. The incorporation of the companies took effect as
of 1 January 2013, which is the effective date stipulated by the
transformation project.

Pursuant to a concluded contract, Komer¢ni banka, a.s. (“KB”)
acts as the depository of the Fund.

The Fund is managed by Ceska spofitelna —penzijni spolenost, a.s.
In compliance with Act No. 427/2011 Coll. on Supplementary
Pension Savings, the above company is responsible for the man-
agement of the assets of the Fund, which involves the administra-
tion and handling of the assets.

Registered Office

Transformovany fond penzijniho pfipojisténi se statnim
prispévkem Ceskd spofitelna — penzijni spoleénost, a.s. Prague 4,
Polackova 1976/2

Principal Business
CS PS collects funds from the supplementary pension insurance
scheme participants (hereinafter the “Participant”) and state

contributions made in the benefit of the Participants, manages the
collected funds and pays out supplementary pension insurance
allowances depending on the scheme.

Investment Policy of the Fund

The objective of the investment policy is to ensure a long-term
stable yield from investing the funds collected in the Transformed
Fund and to cover the supplementary pension insurance allowance
entitlements. The investment policy must allow for the payment of
allowances to the Participants out of the Transformed Fund within
the deadlines stipulated by law and the corresponding pension
plan.

The funds collected in the Transformed Fund of CS PS must be
placed with due professional care in order to ensure safety, quality,
liquidity and return on the financial placement portfolio as a whole.

CS PS is not allowed to manage the assets in the Transformed
Fund in a manner that would contradict or harm the interests of
the Participants. Assets in the Transformed Fund may exclusively
be used to meet the liabilities related to supplementary pension
insurance.

The Transformed Fund’s investment plan contains two key

elements:

a) maintaining the fair value of assets that represent liabilities to
supplementary pension insurance participants,

b) increasing the fair value of these assets.

The Fund’s portfolio particularly comprises (or may comprise)
treasury bills, money market funds, bonds, bond funds, bond indi-
ces, shares, share indices, share funds, real estates, commodities,
commodity funds, hedge funds, hedge fund funds. The Fund may
invest in securities in compliance with Section 100 of the Act.

The Fund must not invest in investment securities issued by the
pension management company managing the Fund or by a person
that is a member of the same holding as such pension management
company.

In investing its financial assets, the Fund uses a “market-neutral
investment strategy”. The market-neutral investment strategy (that
determines the allocation of assets and, compared to the invest-
ment policy, is only short-term) is stipulated by CS PS Board
of Directors and depends on the development of the economic
cycle, interest rate cycle and the level of market risk aversion in
the Transformed Fund. The market-neutral investment strategy
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may change depending on the expected development of the finan-
cial market.

The assets in the Transformed Fund are always invested in com-
pliance with the applicable legal rules and regulations and internal
guidelines.

The Transformed Fund may use techniques and tools relating to
investment securities and money market instruments on condition
that they are used for effective management of the assets. In using
the techniques and instruments, the Fund must always comply with
the manner of investing stipulated in the Fund’s Statute.

Hedge transactions, particularly derivative and option transactions,
are agreed by CS PS in respect of the assets of the Transformed
Fund on condition that they are used to mitigate the risks arising
from securities rates, interest rates and forex rates of asset in the
Fund’s portfolio.

The limits of the Fund are adhered to on the basis of the Act, or
they are regulated in the Fund’s Statute in compliance with the Act.

The Fund’s Operation Principles
The Fund’s operating results arise as the difference between income
and expenses connected with the management of the Fund’s assets.

CS PS must manage the assets in the Transformed Fund with
due professional care with the aim of ensuring a reliable yield.
Liabilities arising from the supplementary pension insurance are
satisfied by CS PS from the Fund’s assets. If the Fund’s assets are
not sufficient to satisfy the above liabilities, CS PS shall satisfy the
same from its other assets.

If the Fund’s liabilities exceed the Fund’s assets, CS PS is obliged
to transfer to the Fund the assets necessary to compensate the
difference within thirty days from the end of the calendar quar-
ter in which the difference was revealed, at the latest; such trans-
ferred assets constitute the capital fund of the Transformed Fund.
Upon such transfers, CS PS shall observe the rules governing the
Transformed Fund’s asset portfolio.

The capital fund shall be primarily used to cover the loss for the
current accounting period or accumulated losses from previous
years. CS PS must not manage the Fund’s assets in a manner that
would contradict the interests of the Participants.

CS PS is obliged to regularly record the contributions made for
the benefit of each Participant as follows: Participants’ contri-
butions, Participants’ contributions eligible for deduction from
the income tax base by Participants who are tax payers, contri-
butions made by employers and other contributions made for the
benefit of Participants in the Transformed Fund. CS PS is further
obliged to separately record the balance of state contributions
of the Participants and their shares in the Transformed Fund’s
proceeds.

The Fund may accept a loan with maturity not exceeding 6 months.
The aggregate of all received loans must not exceed 5% of the
value of the assets in the Fund. The Fund is not allowed to accept
a loan for the purposes of purchasing an investment instrument.

The Fund’s assets must not be used to provide a loan or a gift, to
secure a third party liability or to satisfy a liability that does not
relate to the management of the Fund.

The Fund must not enter into a contract for the sale of an invest-
ment instrument that does not constitute part of such mutual fund’s
assets.

Upon managing the Fund’s assets, the Fund must not enter into
a contract for the sale of an investment instrument that does not
constitute part of the Fund’s assets.

The Fund’s Statute and Management Fees

The Fund’s Statute is approved by the Czech National Bank. The
Statute is binding for CS PS. The information stipulated in the
Fund’s Statute must be regularly updated.

Penzijni spolecnost is entitled to a fee for operating the scheme of

supplementary pension insurance through the Transformed Fund.

The fee shall not exceed the following amounts:

a) 0.6% of the average annual balance sheet amount in the
Transformed Fund,

b) 15% of profit recorded in the Transformed Fund’s financial
statements.

The current percentage amount of the fee is determined by the
Board of Directors of Penzijni spole¢nost.

The average annual balance sheet amount in the Transformed Fund
shall be determined as a simple arithmetical average of the balance
sheet amounts of the Transformed Fund for each day of the rele-
vant period as at the last day of the period. Each day of the relevant
period shall mean each day on which the balance sheet amount
of the Transformed Fund was determined. The Fund’s balance
sheet amount shall be determined monthly, always as at the last
day of the relevant month.

The fee pursuant to Paragraph a) above shall be paid to Penzijni
spole¢nost from the Transformed Fund’s assets in the form of
a monthly advance payment. The amount of the advance payment
shall be calculated every month of the relevant accounting period
as one twelfth of the product of the average balance sheet amount
and the fee rate.

The annual settlement of the advance payments for the fee shall be
completed and paid by the end of the first month of the following

accounting period.

Any and all expenses owing to third parties by Penzijni spole¢nost
in connection with the operation of the Transformed Fund shall be
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covered from the fee pursuant to Paragraph a) above, in particular
the following:
— fees for the exercise of the activities of the depository and
auditor of the Transformed Fund,
— fees paid to the bank,
— fees paid to persons other than Penzijni spole¢nost offering
and mediating supplementary pension savings,
— fees paid to the person responsible for the settlement of
investment instruments transactions,
— transfer points, securities brokers,
— promotion and advertising costs.

Change in the Fund’s Statute
There were no changes to the Fund’s Statute in 2013.

In 2014, there was a change to the Fund’s Statute as at 315 March 2014.

On 31% March 2014, the change in the Statute of the Fund was
approved by the Czech National Bank.

As a result of the change in the Statute concerning classification of
investment portfolio (Article 4, paragraph 4), the Fund became — in
a transparent manner Vis-a-vis its participants — a conservative fund
focused primarily on investing in quality debt securities with high
ratings.

The adjustment to the Statute does not contradict the existing struc-
ture and condition of the Fund’s portfolio or the approved long-term

strategic allocation of the Fund’s assets.

The new wording of the Statute is available on the website and in the
office of the Company and then at each branch of Ceska spofitelna.

Ceska sporitelna — penzijni spoleénost, a.s.
Board of Directors and Supervisory Board

Board of Directors

Chairman Ing. AleS Poklop
Vice Chairman Ing. Martin Kopejtko
Member Ing. Jakub Krkoska, MBA

Supervisory Board

Chairperson of the Board:
Vice Chairman

RNDr. Monika Lausmanova, CSc.
Ing. Ale$ Sedlak

Member Ing. Petr Valenta
Member Ing. Jifi Skorvaga, CSc.
Member Renata Kovaczova
Member Ing. Pavel Mat§gjicek

2. Basis of Preparation of the Financial
Statements

The financial statements have been prepared on the basis of
underlying accounting records maintained in accordance
with Accounting Act No. 563/1991 Coll., and applicable

regulations, decrees and internal standards in compliance
with and in the scope defined in Czech Finance Ministry
Regulation No. 501/2002 of 6" November 2002, as subse-
quently amended, which sets out the overall framework for
the presentation of the financial statements, and guidelines
for the structure and minimum requirements for the con-
tent of the financial statements of banks and certain finan-
cial institutions, and the Czech Accounting Standards for
Financial Institutions, which establish the accounting prin-
ciples and policies.

The relevant previous year data are recorded in the conditions
of the period to which the financial statements relate.

The Fund is obliged to comply with the regulatory require-
ments of the Act.

The presented financial statements are based on the accrual
principle, under which accounting transactions and other facts
are recognized when they arise and accounted for in the period
to which they relate as to time and content. The financial state-
ments are presented in compliance with general accounting
principles, specifically the accrual principle, the prudence
concept and the going concern assumption.

The financial statements contain the balance sheet, profit
and loss account, off balance sheet accounts, and notes to the
financial statements.

The presentation of the financial statements requires that
the Company makes estimates which have an impact on the
reported amounts of assets and liabilities as at the date of the
financial statements as well as expenses and income in the rel-
evant accounting period. These estimates are based on infor-
mation available as at the date of the financial statements and
may differ from the actual results.

The financial statements have been prepared based on the cur-
rent best estimates using all relevant and available information
as at the date of the financial statements.

These financial statements are not consolidated.

All amounts are stated in thousands of Czech crowns (CZK),
unless indicated otherwise.

Explanation Added for Translation into English
These financial statements are presented on the basis of
accounting principles and standards generally accepted in the
Czech Republic. Certain accounting practices applied by the
Company that conform with generally accepted accounting
principles and standards in the Czech Republic may not con-
form with generally accepted accounting principles in other
countries.
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3. Accounting Policies

Transaction Recognition Date

Purchases and sales of securities are recognized using trade date
accounting provided that the period between the trade date and
the satisfaction of the liability arising from the contract does not
exceed a period typical for the relevant type of transaction.

The transaction recognition date for derivative contracts is:

a) the date upon which the related contract was entered into;

b) the date when the fulfilment was delivered based on the rele-
vant contract.

The transaction recognition date also is the date when money in
circulation is paid or received, the date when foreign currency
is purchased or sold, the date when a payment is made, the date
when ownership is acquired or terminated, when a receivable
or payable arises, changes or ceases to exist, when assets move
within an accounting entity, and the date when other matters to be
included in the accounting records occur, or when the documents
supporting these other matters are available, or when other mat-
ters are a consequence of internal conditions of the accounting
entity and/or special regulations.

Securities
In accordance with the Fund’s strategy, securities are classified as
securities held to maturity and securities available for sale.

Changes in the fair value of securities held for sale are reported
in the ‘equity’ section of the balance sheet (class of accounts 56)
with the exception of their impairment (see Regulation
No. 501/2002 Coll. implementing certain provisions of Act
No. 563/1991 Coll., on accounting, as amended, for account-
ing entities that are banks and other financial institutions, as
amended), dividends, exchange rate differences on debt secu-
rities and interest income from coupon, discount or bonus that
are recorded directly in the relevant expense or revenue accounts
while observing the accrual principle.

When the security is realized (particularly when it is sold), the
gain or loss on revaluation is transferred to the relevant expense
or revenue account of class of accounts 61 or 71, respectively. The
profit or loss, if any, from the sale of securities, i.e. the difference
(net) between the book value and the selling price of the security
as at the transaction date, is also recorded in the relevant accounts
of class of accounts 61 or 71.

If the loss arising from a change in the fair value of securities held
for sale is recorded in equity (class of accounts 56) and there is
reasonable evidence of impairment of the value of a security (the
fair value of the security has been lower than 100% of its acquisi-
tion cost for a period of 18 months or the fair value is lower than
the acquisition cost by more than 30% as at the assessment date),
the loss is released from equity against the expense account in
class of accounts 61. The amount of the loss corresponds to the

difference between the acquisition cost (reduced by the payments
of principal and amortization, if any) and the current fair value,
taking into account the previous impairment losses recorded in
expense accounts.

Such expense is irreversible in case of impairment losses per-
taining to equity securities; impairment losses pertaining to debt
securities may be reversed if, after being recorded in the expense
account, the fair value increases for a sound reason that can be
identified by the accounting unit.

Impairment pertaining to debt securities shall be classified as per-
manent in the following cases:
— Issuer in default with payments of principal, coupons;
— It is very likely that the issuer will not meet the issue
obligations.

The value of securities held to maturity and debt securities
acquired in a primary issue and not designated for sale increases
(decreases) progressively by the accrued interest income (interest
expense) from the date of settlement of acquisition to their matu-
rity or settlement of sale.

If securities held to maturity or debt securities acquired in a pri-
mary issue and not designated for sale are sold, the difference
between the accrued value not adjusted by provisions and the sell-
ing price on the day on which the transaction is agreed, or on the
date of settlement of the sale, is recorded in revenues or expenses
as a gain or loss on the sale of securities.

During the accounting period, securities are re-measured at fair
value on a daily basis pursuant to the Act No. 240/2013 Coll.,
on investment companies and investment funds which entered
into force on 3" July 2013 (the “Act”). The Finance Ministry
Regulation No. 194/2011 Coll., on more detailed regulation
of certain rules in collective investment has been replaced by
Government Decree of 31% July 2013 on investment funds’ invest-
ment activities and administration techniques.

The fair value of the securities from investment activities is deter-
mined in accordance with the International Financial Reporting
Standards with an exception, that an average price between the
most favorable binding offer and demand (MID price) is used
for bonds.

Pursuant to the Act, securities are valued at the price quoted on
a public market which is adjusted, as appropriate, to reflect the
rules set out in the Act. If the market value is unavailable, the
Fund uses a value determined by the Company using valuation
models based on discounted future cash flows according to the
yield curve calculated using the Reuters and Kondor+ systems.

Securities are measured at cost upon initial recognition using the

weighted average method. The acquisition cost includes direct
transaction costs related to the acquisition of securities.

93



Transformed Fund of additional pension savings with government contribution Ceska spofitelna — penzijni spoleénost, a. s., 2014 Annual Report

Realized capital gains or losses are recorded in the profit and loss
account within ,Profit or loss from financial operations®.

For debt securities, aliquot interest yield (“AIY”’) accrued and the
amount known as interest yield (“IY”) are recorded. ALY is the
coupon yield owing to the bond holder on the day of maturity. IY
on debt securities is the difference between the cost and the nomi-
nal value, using the effective interest rate to express amortization,
discount and bonus.

Reverse Repurchase Transactions

Bonds or equity securities received as a security for a provided
a loan (“reverse repo operations”) are not reflected in the Fund’s
balance sheet and the provided loan is recorded as “Due from
banks and cooperative saving banks” or “Due from non-banking
entities”. Interest is accrued over the validity of the underlying
contract.

The market value of the relevant security is recorded off-balance
sheet in “Collateral Payables”.

Receivables and Payables

The Fund records receivables arising from its transactions with
securities and other operating receivables at their nominal value,
while receivables from positive fair values of derivatives are
recorded at the fair value of the derivatives at the balance sheet
date. Pursuant to the prudence principle, provisions are created
based on the aging of receivables.

The Fund records payables arising from its transactions with secu-
rities and operating payables at their nominal value, while paya-
bles from negative fair values of derivatives are recorded at the fair
value of the derivatives at the balance sheet date.

Financial Derivatives and Hedging Transactions

In the normal course of business, the Fund enters into hedging con-
tracts with financial derivatives to hedge against foreign currency
and interest exposures associated with its transactions on financial
markets. The method of fair value hedges is applied to hedging
derivatives.

The Fund designates certain derivatives as hedges provided that
the following criteria are met:

— the Fund has developed a risk management strategy;

— at the inception of the hedge, the hedging relationship is
formally documented, the documentation identifies the
hedged item and the hedging instrument, and it defines the
risk that is being hedged and the approach to establishing
whether the hedge is effective; and

— the hedge is effective, that is, changes in the fair value or cash
flows of the hedged item are almost fully offset by changes in
the fair value or cash flows of the hedging instrument and the
results are within a range of 80% to 125%.

Nominal values of derivative financial instruments are recognized
in the oft-balance sheet accounts that are restated at fair value on
a daily basis. Changes in the fair value of derivatives that are des-
ignated and qualify as hedges (see above) are recorded as income
or expense. Changes in the fair value of the hedging derivatives
attributable to the risk hedged are recognized in the same income
or expense accounts as differences from revaluation of a hedged
instrument.

All financial derivatives are recorded as assets when the fair value
is positive and as liabilities when the fair value is negative. Fair
values are derived from valuation models.

Derivatives that are not designated as hedging derivatives are
treated as trading derivatives. These derivatives are measured at
fair value on a daily basis and gains and losses on revaluation are
posted to derivative expense and income accounts.

Certain derivatives are embedded in compound financial instru-
ments, which comprise the host instrument and the derivative.
Pursuant to the applicable regulations, the Fund recognizes
changes in assets and liabilities arising from the movements in
rates or prices of securities or changes in exchange rates through
expense and income accounts. Given that the assets of the Fund are
valued at fair value and changes of fair values are reported within
expenses and income from derivatives, embedded derivatives are
not accounted for separately.

State Contribution

At the end of the accounting period, state contributions are
recorded on an accrual basis, on the date on which the Participant’s
entitlement to state contribution arises, i.e. 31% December 2014.

Income Tax
Under effective tax regulations, the corporate income tax rate
applicable to the “Transformed Fund” is 5%.

Since 1* January 2015, the applicable tax rate has been 0% based
on an amendment to the Act No. 586/1992 Coll.

Deferred Tax

Deferred tax is provided using the liability method on all tempo-
rary differences between the carrying amount of assets and liabili-
ties reported in the balance sheet and their value for tax purposes.
Deferred tax assets are recognized only up to the amount of proba-
ble future taxable income against which the deferred tax asset can
be offset.

Foreign Currency Translations

Foreign currencies are translated using the exchange rate prom-
ulgated by the Czech National Bank as at the relevant date. As at
the balance sheet date, assets and liabilities denominated in foreign
currencies are translated on the same basis.
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Foreign exchange rate gains and losses from the daily translation of
assets and liabilities in foreign currencies are posted to expense or
income accounts.

Provisions
Provisions are created for future annuities and pension options.

The amount of provision is determined on the basis of the present
actuarial value of committed supplementary pension insurance ben-
efits to be paid decreased by the amount of funds recorded on behalf
of pension recipients.

Provisions are recorded if the Fund is obliged (under a contract or
otherwise) to perform, the obligation is the result of past events and
the performance is probable and will require an outflow of funds
representing economic benefits and the amount of performance can
be reliably estimated.

The Fund creates provisions for future liabilities arising from sup-
plementary pension insurance policies. The amount of provisions
is determined on the basis of the Participants’ funds adequacy test.

The method used for testing adequacy of provisions is the dis-
counted cash flow model. The cash flows particularly mean the
Participants’ contributions, benefits paid out and the Company’s
costs. The result of the adequacy test is the minimum amount of lia-
bilities to Participants calculated as the best estimate using assump-
tions concerning the future development of input parameters.

The Fund accounts for a provision if the minimum amount of liabil-
ities to Participants is higher than the current value of Participants’
accounts. The provision amounts to the ascertained difference.

Equity of the Fund

The Fund’s equity consists of gains/losses from revaluation of
assets and liabilities relating to securities held for sale (see chapter
“Securities”) including a deferred tax liability.

Interest Income and Expense and Dividend Income
Interest income and expense are recognized using the accrual
principle.

Dividend income is recognized based on a confirmation that the
Fund’s account was credited with the corresponding amount.
Dividend income from domestic securities is presented after with-
holding tax. Dividend income from foreign securities is presented
in gross amount as at the date of the deduction of withholding tax.

Subsequent Events

The impact of events that occurred between the balance sheet date
and the date of events provide additional evidence about condi-
tions that existed at the date of the balance sheet.

If material events reflecting the facts occurring after the balance
sheet date happened between the balance sheet date and the date
of the financial statements preparation the consequences of these
events are disclosed in the notes to the financial statements but
not recognized in the financial statements.

4. Risk Management

Credit Risk

In accordance with the Statute and the investment strategy, the
Company establishes rules and policies for selecting investment
instruments such that the overall credit risk profile of allocated
investments is consistent with the characteristics of the Fund.
New types of instruments are approved on a case by case basis
by the risk management function together with the specification
of limits for positions pertaining to these instruments. Specific
emphasis is placed on an appropriate rating structure and a rela-
tively detailed diversification of portfolios (especially in relation
to interest bearing securities).

Market Risk

The Fund uses a wide range of tools to eliminate risk exposures
attached to its portfolios. Significant attention is paid to market
risks. Apart from statutory restrictions, the Fund is subject to
a set of internal limits having a direct impact on the FX exposure,
interest rate exposure (the modified duration range of the Fund),
equity allocation on individual markets according to their volatil-
ity, portfolio rating structure (see above), and other characteristics
of the Fund. The relevant limits are appropriately applied to cor-
respond with the type of the Fund.

Whenever the Fund purchases new types of instruments, these
instruments are first analysed to assess the potential credit risk, as
well as the market risk that the instruments might bring to or help
eliminate from the portfolio. Subsequently, their appropriateness
and, if appropriate, the acceptable proportion of these instruments
in the portfolio is evaluated.

The level of the Fund’s market risk exposure is measured using
the Value at Risk (“VaR”). The VaR for the Company’s Funds is
calculated by the Central Risk Management Department of Ceska
spofitelna using the historical simulation method in the K+ KvaR
system.

Set out below are relative monthly values of the VaR in percent-
age terms for individual types of risks:

As at Average

31 Dec 2014 VaR

Global VaR 0.32% 0.30%
Foreign currency VaR 0.00% 0.00%
Interest rate VaR 0.23% 0.23%
Equity VaR 0.00% 0.00%
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As at Average

31 Dec 2013 VaR

Global VaR 0.23% 0.27%
Foreign currency VaR 0.03% 0.07%
Interest rate VaR 0.23% 0.21%
Equity VaR 0.00% 0.02%

The average VaR is calculated as the average of daily VaR values
in the given year.

The Fund monitors Value at Risk globally and also broken down to
Foreign Currency VaR, Interest Rate VaR and Equity VaR. Based
on the above values, the Fund identifies critical risk segments. This
identification influences the reinvestment process. The limits set
the maximum acceptable VaR for the Fund.

Adherence to all the above limits and their effectiveness is moni-
tored and assessed on an ongoing basis. The limits are reviewed,
if necessary.

The portfolio’s risk of unfavourable development of foreign
exchange rates, interest rates, and other market factors is hedged,
to an appropriate extent, by financial derivatives. Financial deriva-
tives are traded on the OTC market as this market enables the trad-
ing of contracts whose parameters and nature appropriately satisfy
the requirements of a hedge. Portfolios primarily include currency
swaps, currency forwards and interest rate swaps.

Liquidity Risk

Another monitored risk is the liquidity risk. Liquidity risk is a risk
that the Fund will not have enough available resources to meet
its obligations arising from financial contracts. Liquidity is moni-
tored and managed based on expected cash flows, with appropriate
adjustments made to the structure of securities and term place-
ments portfolios.

The quantitative information about the residual maturity of assets
and liabilities is given in Note 5.19.

5. Additional Information on the Financial Statements

5.1 Receivables from Banks

Receivables from banks

Current accounts
Term deposits
Repo operations
Total

Balances on current accounts are payable on demand.

5.2 Securities

31 Dec 2014 31 Dec 2013

2,360,689 776,037
2,512,835 323,251
16,018,398 18,698,140
20,891,922 19,797,428

All securities held by the Fund are publicly listed on the Prague Stock Exchange or foreign stock exchanges. Participation certificates which

are not listed on stock exchanges are purchased and administered by the company Investi¢ni spole¢nost.

Shares, participation certificates and other holdings held for sale (AFS)

Acquisition cost
Market revaluation
Total

Debt securities held for sale (AFS)

Acquisition cost

Market revaluation (gains and losses)
Market revaluation (profit and loss account)
Aliquot interest income

Interest income

Total

31 Dec 2014 31 Dec 2013

0 440,000
0 57,684
0 497,684

31 Dec 2014 31 Dec 2013

20,978,951 19,956,276
160,759 227,013
732,710 68,413
131,003 170,266
(64,521) (33,292)

21,938,902 20,388,676

The proportion of debt securities due within 1 year in the total volume of debt securities was 43.92% in 2014 (2013: 6.41%).
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The proportion of debt securities due in more than 1 year with a variable coupon in the total volume of debt securities was 29.63% in 2014
(2013: 54.14%).

The proportion of debt securities due in more than 1 year with a fixed coupon was 26.45% in 2014 (2013: 39.45%).

Debt securities held to maturity (HTM) 31 Dec 2014 31 Dec 2013
Acquisition cost 13,885,872 10,087,376
Aliquot interest income 220,135 205,040
Interest income (213,024) (207,272)
Total 13,892,983 10,085,144

The proportion of debt securities due within 1 year in the total volume of debt securities was 0.00% in 2014 (2013: 20.29%).
The proportion of debt securities due in more than 1 year with a fixed coupon was 100.00% in 2014 (2013: 79.71%).

5.3 Other Assets

Other assets 31 Dec 2014 31 Dec 2013
Receivables — domestic coupons 12,554 13,940
Positive fair values of financial derivatives 6,439 49,759
Unbilled revenue — state contribution 355,319 371,554
Unbilled revenue — loyalty bonus for PC 300 0
Total 374,612 435,253

The caption ‘Receivables — domestic coupons’ includes a receivable from domestic coupons (CP CZ0001003438 GOVERNMENT BOND)
due in January next year.

5.4 Equity

The Fund has no registered capital.

The Fund’s equity amounts to CZK 840,479 thousand (2013: CZK 817,196 thousand) and consists of profit and gains/losses on revaluation.
The 2014 profit of CZK 739,484 thousand will be distributed among the Participants of the Transformed Fund.

The 2013 profit of CZK 594,113 thousand was be distributed among the Participants of the Transformed Fund.

Gains/losses on Revaluation of Assets

Gains/losses on revaluation 31 Dec 2014 31 Dec 2013
Gains/losses on revaluation of assets and liabilities 100,995 223,083
Total 100,995 223,083

5.5 Other Liabilities

Other liabilities 31 Dec 2014 31 Dec 2013
Negative fair values of financial derivatives 285,889 52,408
Liabilities to pension insurance scheme participants 55,756,809 50,151,749
Unbilled deliveries — fee from profit 0 104,844
Settlement with state budget 6,055 7,723
Deferred tax liability 2,980 9,715
Total 56,051,733 50,326,439

The deferred tax liability consists of the deferred tax liability of CZK 5,315 thousand (2013: CZK 11,741 thousand) which is reduced by the
deferred tax asset of CZK 2,335 thousand (2013: CZK 2,026 thousand). The deferred tax liability arises from gains /losses on revaluation
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of securities valued using the AFS method. The deferred tax asset arises from the insurance technical reserve for liabilities under pension

insurance policies.

In 2013, unbilled deliveries — fee from profit were recorded at 15% of profit in compliance with the Fund’s Statute and were due to Penzijni

spole¢nost pursuant to the Act.

In 2014, the fee from profit was recorded as accrued liabilities of CZK 130,550 thousand due to the exactly known amount of the Fund’s

profit subject to an approval by CS PS (see Note 5.7).

5.6 Provisions

Provisions Balance at Additions
31 Dec 2013
Insurance technical reserve for liabilities under pension insurance
policies 40,525 6,191
Total 40,525 6,191
Provisions Balance at Additions
1Jan 2013
Insurance technical reserve for liabilities under pension insurance
policies 37,272 3,253
Total 37,272 3,253

Use Balance at

31 Dec 2014
0 46,716
0 46,716

Use Balance at

31 Dec 2013
0 40,525
0 40,525

The Company creates a provision for the payment of retirement benefits in compliance with the methods stipulated in Note 3. The adequacy

test showed that, based on the adopted assumptions, the value of the provision for the payment of retirement benefits and the provision for

pension options as at 31* December 2014 was sufficient to cover all future liabilities of the Company related to the payment of retirement

benefits.

5.7 Accrued Liabilities and Deferred Income

Accrued liabilities consist of the management fee of CZK 28,941 thousand for December (2013: CZK 20,025 thousand) and the fee from
profit of CZK 130,550 thousand (2013: fee from profit as unbilled deliveries of CZK 104,844 thousand; see Note 5.6). In 2014, the fee from
profit was recorded at 15% of profit in compliance with the Fund’s Statute and is due to Penzijni spole¢nost pursuant to the Act.

5.8 Financial Derivatives Designated as Hedging Derivatives

Fair value of the derivatives:
315t December 2014

Positive Negative
Currency swaps 6,439 236,014
Interest swaps 0 49,875
Total 6,439 285,889

All financial derivatives recognized as hedging derivatives are due within one year.

31t December 2013

Positive Negative
49,759 6,674
0 45,734
49,759 52,408

Receivables and payables from fixed term transactions at fair values of underlying instruments from the off-

balance sheet account:
315t December 2014

Asset Liability
Currency swaps 9,410,579 9,640,154
Interest swaps 450,000 499,875
Total 9,860,579 10,140,029

Open derivative positions accounted off-balance sheet are daily converted to fair value in absolute amounts.

31st December 2013

Asset Liability
6,779,329 6,736,244
450,000 495,734
7,229,329 7,231,978
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5.9 Residual Maturity of Interest Rate Derivatives

2014
Interest rate derivatives at 31t December 2014

Due in 1-5 years
Total

2013

Interest rate derivatives at 315t December 2013

Due in 1-5 years
Total

5.10 Interest Income and Interest Expense
Income

Interest on bank deposits

Interest on term deposits

Interest on debt securities

Interest on repo operations

Income from interest rate hedging derivatives
Total

Expense

Interest on hedging derivatives
Total

5.11 Income from Shares and Interests

Income from shares and interests — foreign dividends — AFS
Total

5.12 Fees and Commissions

Management fee (flat fee)
Fee from profit
Total

Nominal value

Asset Liability
450,000 499,875
450,000 499,875

Nominal value

Asset Liability
450,000 495,734
450,000 495,734

Positive
0
0

Positive
0
0

2014

6,127
14,371
866,029
274
2,389
889,190

2014

18,610
18,610

2014

22,000
22,000

2014

324,636
130,550
455,186

Fair value
Negative
49,875
49,875

Fair value
Negative
45,734
45,734

2013

4,766
19,287
788,074
902
4,278
817,307

2013

629
629

2013

17,500
17,500

2013

280,957
104,843
385,800

In compliance with the Statute of the Fund, the management fee (“flat fee”) paid to CS PS by the Fund amounts to 0.60% of the average
annual net asset value. The performance fee amounts to 15% of the profit recorded in the financial statements of the Fund. The depository’s

fee is included in the management fee.

5.13 Profit or Loss from Financial Operations

Profit or loss from securities transactions
Profit or loss from FX differences

Profit or loss from futures, forwards, swaps
Total

2014

302,294
714,849

(755,341)

261,802

Profit or loss from securities primarily comprises the profit or loss from realized sales of securities, from securities due.

2013

326,813
275,134
(459,691)
142,256
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Profit or loss from derivatives includes profit or loss on the settlement of fixed term transactions (futures, forwards, swaps) with currency
instruments and also the revaluation of open derivatives at fair value.

Profit or loss from FX differences represents the value of realized FX gains or losses from foreign currency accounts and from the settlement
of foreign currency receivables and payables as well as gains or losses arising from the revaluation of assets, with the exception of securities,
and liabilities in foreign currency at fair value, FX gains or losses from the valuation of the shell and aliquot interest yield on bonds held
for sale.

5.14 Other Operating Income and Expenses

Income 2014 2013
Settlement of account — due to Participants 50,932 6,777
Total 50,932 6,777

This account serves to record e.g. revenues from state contributions upon the payment of surrender value and additional surrender value,
remaining life-long pensions after the client’s death, settlement of heller differences on all types of payments and items subject to statute

of limitations.

Expenses 2014 2013
Settlement of account — subsidies for payments to Participants 4,762 207
Total 4,762 207

This account serves to record subsidies for the payment of life-long pension, where the client’s own funds have already been used up.

5.15 Additions to and Use of Other Provisions

Expenses 2014 2013
Insurance technical reserve for liabilities under pension insurance policies 6,191 3,253
Total 6,191 3,253

5.16 Income Tax

The principal income tax components are as follows:

2014 2013
Tax due — current year 0 0
Total income tax 0 0
Current income tax — analysis:

2014 2013
Profit (Loss) before tax 739,175 593,951
Items to add 220,501 108,096
Deductible items 1,050,998 1,007,485
Tax base 0 0
Tax (5%) on tax base 0 0
Total tax 0 0

Deferred tax
As at 31% December 2014, the Fund determined deferred tax asset of CZK 2,335 thousand arising from the insurance technical reserve under
the pension insurance policies.

As at 31% January 2013, the Fund determined deferred tax asset of CZK 2,026 thousand. The year-on-year difference of CZK 309 thousand
was recorded in the Fund’s revenues.
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As at 31% December 2014, the deferred tax asset arising from the tax loss for the current accounting period was not recorded due to the tax
rate of 0% since 1* January 2015.

As at 31% December 2013, the deferred tax asset was CZK 15,272 thousand arising from the tax loss for the current accounting period.
In compliance with the Income Taxes Act, it is possible to carry forward tax losses generated and assessed in the previous accounting periods
or part thereof for up to five years immediately following the period for which the loss was assessed. The tax loss from 2014 amounted to

CZK 91,322 thousand (2013: CZK 227,424 thousand).

5.17 Related Party Transactions

Related parties include Ceskaé spofitelna, a.s., and Ceska spofitelna — penzijni spole&nost, a.s.

Payables to related parties 31 Dec 2014 31 Dec 2013
Expenditures — management fee — CSPS, a.s. 28,941 20,025
Unbilled deliveries — fee from profit — CSPS, a.s. 0 104,843
Expenditures — fee from profit — CSPS, a.s. 130,550 0
Negative fair value of interest rate derivatives 49,875 45,734
Total payables to related parties 209,366 170,602

The costs charged by CS PS amounted to CZK 455,186 thousand in 2014 (2013: CZK 385,800 thousand), i.e. the annual flat fee and per-
formance fee — 15% of the Fund’s profit.

Receivables from related parties 31 Dec 2014 31 Dec 2013
Accrued income — state contribution — CSPS 355,319 371,554
Accrued income — loyalty bonus for holding PC 0 0
Term deposit with CS 0 300,000
Total receivables from related parties 355,319 671,554
5.18 Liquidity
The following tables show the residual maturity of assets and liabilities broken down by major classes.
2014
Assets Less than 3months 1-5years Over 5 years Not Total
3 months -1 year specified
Receivables from banks 20,891,922 0 0 0 0 20,891,922
Debt securities 0 651,188 16,061,047 19,119,650 0 35,831,885
Shares and participation certificates 0 0 0 0 0 0
Prepaid expenses 0 0 0 0 0 0
Derivatives 6,439 0 0 0 0 6,439
Other assets 368,173 0 0 0 0 368,173
Total assets 21,266,534 651,188 16,061,047 19,119,650 0 57,098,419
Liabilities
Other liabilities (404,540) 0 (49,875) 0 (55,756,809) (56,211,224)
Net assets 20,861,994 651,188 16,011,172 19,119,650 (55,756,809) 887,195
Available capital (887,195) 0 0 0 0 (887,195)
Difference 19,974,799 651,188 16,011,172 19,119,650 (55,756,809) 0
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2013
Assets Less than 3 months 1-5years Over 5 years Not Total
3 months -1 year specified

Receivables from banks 19,797,428 0 0 0 0 19,797,428
Debt securities 2,046,655 1,307,707 14,104,702 13,014,756 0 30,473,820
Shares and participation certificates 0 0 0 0 497,684 497,684
Prepaid expenses 0 0 0 0 0 0
Derivatives 49,759 0 0 0 0 49,759
Other assets 385,494 0 0 0 0 385,494
Total assets 22,279,336 1,307,707 14,104,702 13,014,756 497,684 51,204,185
Liabilities

Other liabilities (148,981) 0 (45,734) 0 (50,151,749) (50,346,464)
Net assets 22,130,355 1,307,707 14,058,968 13,014,756 (49,654,065) 857,721
Available capital (857,721) 0 0 0 0 (857,721)
Difference 21,272,634 1,307,707 14,058,968 13,014,756 (49,654,065) 0

Liquidity risk, to which the Fund is exposed, is low as all assets are immediately convertible into cash before the expected purchases by the
Fund’s Participants.

5.19 Off-balance Sheet Assets and Liabilities

The Fund’s off-balance sheet accounts include receivables and payables from fixed term transactions and assets transferred for management.
The item ,Assets provided for management* shows foreign and domestic securities administered by Ceska spofitelna, a.s., and other values
(term deposits and derivatives).

5.20 Contingent Assets and Liabilities

The Fund has no assets or liabilities that were not disclosed in the balance sheet or off-balance sheet accounts.

5.21 Other Material Disclosures
An amendment to the Act No. 586/1992 Coll. came into force on 1% January 2015, exempting the funds (Transformed Fund — retirement
benefit schemes, participation funds — supplementary pension savings and pension funds — pension savings) from income tax.

5.22 Subsequent Events

No significant events occurred after the date of the financial statements, which would have a material impact on the Fund’s financial
statements.
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Government Bonds Pension Fund of

pension savings Ceska sporitelna — penzijni

spolecnost, a. s.

Basic information

The Government Bonds Pension Fund of pension savings
Ceska spofitelna — penzijni spoleénost, a.s. CNB issued a deci-
sion which permitted the establishment of the pension fund on
17% December 2012, reference number 2012/12421/570. The deci-
sion came into effect on 18" December 2012.

It is managed by Ceska spofitelna — penzijni spole&nost, a.s.

Registered office at Polackova 1976/2, 140 21 Prague 4,
Identification number (IN): 61672033 Commercial Registry:
Municipal Court in Prague, Section B, Insert 2927, which is
part of a consolidation group, whose parent company is Ceska
spofitelna, a.s., IN: 45244782

Fund characteristics

Investment into the pension fund of government bonds is suita-
ble for those participants who are neither interested nor informed
about events on capital markets and are looking for the complex
solution of their investment distributed between the currency and
bond market with as low risk as possible. The Pension fund of
government bonds is designed for those participants who prefer
fixed income financial instruments and for less-experienced inves-
tors with minimum investment horizon of one year. The goal of
the investment policy is to provide to the participants long-term
appreciation of the funds invested placed mainly into the money
market instruments, government bonds, and other debt securities
of international financial institutions. The interest risk is actively
managed, the investment denominated in foreign currency are
fully hedged.

Depository
The depository of the pension fund is Komer¢ni banka, a.s., regis-
tered office at Na Piikop¢€ 33/969, 114 07 Prague 1, IN: 45317054

Portfolio manager

Ceska spofitelna, a.s., registered office at Prague 4, Olbrachtova
1929/62, 140 00, IN: 452 44 782, registered in the Commercial
Registry at the Municipal Court in Prague, Section B, Insert 1171.
Senior portfolio manager of the fund is Mgr. Marcel Kostovski,
who is a graduate of broker examinations, CFA Institute and has
been professionally engaged in investments, portfolio manage-
ment and asset management since 1995.

1 4

Person responsible for safeguarding and control
of assets of the participation fund

Komer¢ni banka, a.s., registered office at Na Ptikopé 33/969,
114 07 Prague 1, IN: 45317054

Fees and Charges

In 2014, Ceska spofitelna — penzijni spoleénost did not charge
a management fee and an asset performance fee (Fee holidays)
at the expense of Government bonds Fund of Pension Savings.
By Decision of the Board, fees and charges will not be applied
on Pension Savings funds. In 2015, management of savings in
Pension Savings funds continues for our clients free of charge.

To obtain further information on the pension fund please
visit our office at Polackova 1976/2, Prague 4, 140 21,

call free 956 777 444, or visit www.ceskapenzijni.cz or
info@cs-ps.cz.

Historical Performance
of Government Bonds Pension Fund

2% —

0.12% 0.16%

0%

2013 2014
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Top holdings of the Government Bonds Pension Fund as at 315 December 2014

Name Currency Amortised Market value %
purchase price in ths CZK
in ths CZK
Money Market 4,984 4,984 100.0%

NAV and NAV per pension unit as at 315t December 2014

Name Value
NAV in thousands CZK 4,984
NAV per unit of fund in CZK 1.0028

Portfolio of the pension fund as at 31t December 2014

B Money market 100% H czk100%

The development of pension unit Development of the fund NAV in millions CZK (2014)
of Government Bonds Pension Fund (2014)

1.0600 — 6
1.0500 —
1.0400 —
1.0300 — 4
1.0200 —
1.0100 —
1.0000 — 2 —
0.9900 —

0.9800 [—

0.9700 0
12/2013 1/2014 2/2014 3/2014 4/2014 5/2014 6/2014 7/2014 8/2014 9/2014 10/2014 11/2014 12/2014 12/2013 1/2014 2/2014 3/2014 4/2014 5/2014 6/2014 7/2014 8/2014 9/2014 10/2014 11/2014 12/2014
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(Translation of a report originally issued in Czech - see Note 2 to the financial statements.)

INDEPENDENT AUDITOR'S REPORT

To the Participants of the fund Dfichodovy fond statnich dluhopis@ dfichodového spofeni Ceska spofitelna —
penzijni spolecnost, a.s.:

We have audited the financial statements of the fund Dlichodovy fond stétnich dluhopisd diichodového spofeni
Ceska spofitelna — penzijni spolecnost, a.s. as at 31 December 2014 presented in the annual report of the
Company on pages 107 — 116 and our audit report dated 13 March 2015 stated the following:

“We have audited the accompanying financial statements of the fund Dlchodovy fond statnich dluhopisd
d8chodového sporeni Ceska spofitelna — penzijni spolenost, a.s. which comprise the balance sheet as at 31
December 2014, and the income statement for the year then ended, and a summary of significant accounting
policies and other explanatory information. For details of Dlchodovy fond statnich dluhopisti dlichodového
sporeni Ceska spofitelna — penzijni spole¢nost, a.s. see Note 1 to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including an assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

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

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,

has been incorporated in the Commercial Register administered by the Municipal Court in Prague, 105
Section C, entry no. 88504, under Identification No. 26704153.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the fund
Déichodovy fond statnich dluhopisd diichodového sporeni Ceské spofitelna — penzijni spole¢nost, a.s. as at 31
December 2014, and its financial performance for the year then ended in accordance with accounting principles
generally accepted in the Czech Republic.”

We have also audited the consistency of the annual report with the financial statements described above. The
management of the fund Déichodovy fond statnich dluhopist dfichodového sporeni Ceska spofitelna — penzijni
spolecnost, a.s. is responsible for the accuracy of the annual report. Our responsibility is to express, based on
our audit, an opinion on the consistency of the annual report with the financial statements.

We conducted our audit in accordance with International Standards on Auditing and the related implementation
guidance issued by the Chamber of Auditors of the Czech Republic. Those standards require that we plan
and perform the audit to obtain reasonable assurance as to whether the information presented in the annual
report that describes the facts reflected in the financial statements is consistent, in all material respects, with
the financial statements. We have checked that the accounting information presented in the annual report is
consistent with that contained in the audited financial statements as at 31 December 2014. Our work as auditors
was confined to checking the annual report with the aforementioned scope and did not include a review of any
information other than that drawn from the audited accounting records of the Company. We believe that our
audit provides a reasonable basis for our opinion.

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

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

Roman Hauptfleisch, Auditor
License No. 2009

17 April 2015
Prague, Czech Republic

A member firm of Ernst & Young Global Limited
Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,

has been incorporated in the Commercial Register administered by the Municipal Court in Prague, 106

Section C, entry no. 88504, under Identification No. 26704153.
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Balance Sheet
at 31t December 2014

CZK thousand

3 Receivables from banks and credit unions
of which: a) on demand: aa) current accounts
Total assets
4 Other liabilities
d) other liabilities
10 Reserve funds and other funds created from profit
12 Capital funds
15 Profit or loss for the accounting period
Total liabilities
of which: Equity
Off balance sheet accounts

Line
01
02
23
30
34
42
43
49
50
51
52

Current

4,984
4,984
4,984

4,977

4,984
4,984

Previous

1,068
1,068
1,068
19
19

1,048

1
1,068
1,049

107



Government Bonds Pension Fund of pension savings Ceska spofitelna — penzijni spolecnost, a. s., 2014 Annual Report

Income Statement
for the period ending 31t December 2014

CZK thousand

1 Interest income and similar income
5 Fees and commissions expense
a) management fee
19 Ordinary profit or loss for the accounting period before tax
24 Profit or loss for the accounting period after tax

Line
01
08
09
24
29

Current

oo = =~ N

Previous
1
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Notes to the Financial Statements

for the period ending 31t December 2014

1. Organisation and Description of
Business

Formation and Description of the Business
Diichodovy fond statnich dluhopisa diichodového spoteni Ceské
spofitelna — penzijni spole¢nost, a.s. (the “Fund” or “Dtichodovy
fond — CSPS, a.s.” or the “Pension Fund”) is an accounting
entity without legal entity status, formed by Ceské spofitelna —
penzijni spole¢nost, a.s. (“Penzijni spole¢nost” or “CS PS” or
the “Company”) in accordance with Act No. 426/2011 Coll.
on Retirement Savings. The Czech National Bank (“CNB”)
approved the formation of the Fund in a decision issued on
17" December 2012 under Ref. No. 2012/12421/570. The decision
came into force on 18" December 2012. The Fund commenced its
activities on 1% January 2013.

Transformation Process

On 20" February 2012, the Company prepared a transformation pro-
ject in accordance with Act No. 427/2011 Coll. on Supplementary
Pension Savings (the “Supplementary Pension Savings Act”); the
project was submitted for approval to the Czech National Bank
on 27" February 2012. The Czech National Bank approved the
project on 7% September 2012. As at 31* December 2012, based
on the transformation project, Penzijni fond Ceské spotitelny, a.s.
(“PFCS”) was dissolved and Ceskd spofitelna — penzijni
spoleénost, a.s. (“CS PS”) and Transformovany fond Ceska
spotitelna — penzijni spolecnost (“CS TF”’) were incorporated. The
incorporation of the companies took effect as at 1% January 2013,
which is the effective date stipulated by the transformation project.

In compliance with the Act, the Company subsequently created
participation funds and pension funds.

Pursuant to a concluded contract, Komer¢ni banka, a.s. (“KB”)
acts as the depository of the Fund.

The Fund is managed by Ceska spotitelna — penzijni spoleénost, a.s.
In compliance with Act No. 426/2011 Coll. on Retirement Savings
(the “Act”), the above company is responsible for the management
of the assets of the Fund, which involves the administration and
handling of the assets.

Pursuant to the classification which is binding for the members
of the Czech Pension Management Companies Association (“APS
CR”), the Fund may be designated as a pension fund as at the date
of approval of the Statute.

Registered Office

Duichodovy fond statnich dluhopisti diichodového spoteni
Ceska spofitelna — penzijni spoleénost, a.s.

Prague 4, Polackova 1976/2

Principal Business

Penzijni spolecnost collects funds to the Pension Fund from the

following sources:

a) parts of income from insurance premiums assignable to partici-
pants and transferred to the account that serves for acceptance of
insurance premiums, transfer of participants’ funds and making
of payments,

b) participants’ funds transferred from another pension fund.

The number of issued pension units (“dichodové jednotky”) and
the period for which the Fund has been formed have been restricted
due to foreseen termination of pension savings funds (as described
in Note 5.12.).

Pension units of the Fund are offered in the Czech Republic.

Investment Policy of the Fund

The objective of the investment policy is to seek a long-term
appreciation of the participants’ funds investing primarily in
money market instruments, state bonds and other debt securities of
international financial institutions. The interest rate risk is actively
managed, the investments denominated in foreign currencies are
fully hedged.

The Fund’s portfolio particularly comprises (or may comprise)
treasury bills, bonds or discount certificates. The Fund may invest
in securities in compliance with Section 46 of the Act.

The Pension Fund may use techniques and tools relating to invest-
ment securities and money market instruments on condition that
they are used for effective management of the assets. In using the
techniques and instruments, the Pension Fund must always comply
with the manner of investing stipulated in the Fund’s Statute.

The Fund can use financial derivatives to hedge the interest and
currency risks.

The Fund’s assets must be fully secured against the currency risk.

The underlying instrument of a financial derivative must corre-
spond to the Fund’s investment policy and risk profile.

109



Government Bonds Pension Fund of pension savings Ceské spofitelna — penzijni spole¢nost, a. s., 2014 Annual Report

The limits of the Fund are adhered to on the basis of the Act, or
they are regulated in the Fund’s Statute in compliance with the Act.

The Fund’s Operation Principles

The Fund’s operating results arise as the difference between
income and expenses relating to the management of the Fund’s
assets.

The full amount of the generated profit is retained in the Pension
Fund, in the reinvestment fund, as a source for further investments
and increases the value of the pension unit. If a loss arises from
CS PS’s management of the Pension Fund’s assets, the reinvest-
ment fund created from previous years’ profits is used to cover
the loss. If the reinvestment fund is not sufficient to cover the loss,
the loss shall be covered by reducing the capital fund.

Upon managing the Fund’s assets, the Fund must not enter into
a contract for the sale of an investment instrument that does not
constitute part of the Fund’s assets.

The Fund’s assets must not be used to provide a loan or a gift, to
secure a third party liability or to satisfy a liability that does not
relate to the management of the Fund pursuant to Section 57(2) of
the Act on Pension Savings.

The Pension Fund may accept a bank loan or another loan with
maturity not exceeding 6 months in order to complement liquidity
under the terms and conditions stipulated in the Fund’s Statute,
Section 3, paragraph 21. The Fund is not allowed to accept a loan
for the purposes of purchasing an investment instrument.

The aggregate of all received loans must not exceed 5% of the
value of the Fund’s assets.

The terms and conditions are stipulated in the Fund’s Statute and in
the Section 57 of the Act on Pension Savings.

Pursuant to Section 29(2), the equity of Penzijni spolecnost that is
a pension savings scheme operator pursuant to the Act must equal
a minimum of the aggregate of CZK 300 million and 0.05% of the
value of assets in the operated pension funds, participation funds
and the Transformed Fund pursuant to the Act on Supplementary
Pension Savings exceeding CZK 500 million; after the aggregate
reaches CZK 700 million, it is no longer increased. The calcula-
tion shall include the entire value of assets in all pension funds, all
participation funds and the Transformed Fund pursuant to the Act
on Supplementary Pension Savings managed by CS PS. Pursuant
to Section 30, after the expiry of 24 months from the approval
to form the pension funds, the number of participants in the pen-
sion funds managed by CS PS must reach at least 50 thousand
participants.

The Fund’s Statute and Management Fees
The Fund’s Statute is the key binding document of the Fund.

The Pension Fund’s Statute stipulates, in a clear manner, the

following:

a) information concerning the manner of investing the pension
fund,

b) other information necessary for a participant to correctly and
accurately assess the decision to place his/her funds in the pen-
sion fund,

¢) explanation of the risks connected with pension savings, periods
and deadlines for valuation of assets and liabilities pursuant to
Section 63 of the Act, and other information required by imple-
menting regulations.

The Fund’s Statute is approved by the Czech National Bank. The
Statute is binding for CS PS.

The information stipulated in the Fund’s Statute must be regularly
updated.

Penzijni spoleCnost is entitled to a fee from the assets in the
Pension Fund; the amount of the fee must be stipulated in the
Fund’s Statute. The fee consists of the fee for the management of
the pension funds’ assets.

Any and all expenses owing to third parties by Penzijni spole¢nost
in connection with pension savings schemes shall be covered from
the fee, in particular the following:

— fees for the exercise of the activities of the depository and
auditor of the Fund,

— fees paid to the bank,

— fees paid to persons other than Penzijni spolecnost for the
exercise of activities pursuant to Section 91 of the Act and
for the administration of pension savings contracts and
related activities,

— fees paid to the person responsible for the settlement
of investment instruments transactions, transfer points,
securities brokers,

— promotion and advertising costs,

— costs of mediating pension savings contracts.

The fee pursuant to Paragraph a) above must not exceed 0.3% of
the average annual value of the Fund’s equity.

The average annual value of each pension fund’s equity is deter-
mined as at the last day of the relevant period as a simple arithme-
tic average of the values of a particular fund’s equity for each day
of the relevant period.

The average value of a pension fund’s pension unit is determined
as at the last day of the relevant period as a simple arithmetic aver-
age of the values of the fund’s pension units for each day of the
relevant period.

For the purposes of determining the fee, the costs of holding the

securities issued by the collective investment fund shall particu-
larly include the proportion of total costs covered from the collec-
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tive investment fund’s assets that is adequate to the investment in
such fund.

Change in the Fund’s Statute
There were no changes to the Fund’s Statute in 2014 and 2013,

respectively.

Ceska sporitelna — penzijni spoleénost, a.s.
Board of Directors and Supervisory Board

Board of Directors

Chairman Ing. AleS Poklop
Vice Chairman Ing. Martin Kopejtko
Member Ing. Jakub Krkoska, MBA

Supervisory Board

Chairperson of the Board:
Vice Chairman

RNDr. Monika Lausmanova, CSc.
Ing. Ale$ Sedlak

Member Ing. Petr Valenta
Member Ing. Jifi Skorvaga, CSc.
Member Renata Kovaczova
Member Ing. Pavel Matgjicek

2. Basis of Preparation of the Financial
Statements

The financial statements have been prepared on the basis of
underlying accounting records maintained in accordance with
Accounting Act No. 563/1991 Coll., and applicable regulations,
decrees and internal standards in compliance with and in the scope
defined in Czech Finance Ministry Regulation No. 501/2002 of
6" November 2002, as subsequently amended, which sets out the
overall framework for the presentation of the financial statements,
and guidelines for the structure and minimum requirements for
the content of the financial statements of banks and certain finan-
cial institutions, and the Czech Accounting Standards for Financial
Institutions, which establish the accounting principles and policies.

The relevant previous year data are recorded in the conditions of the
period to which the financial statements relate.

The Fund is obliged to comply with the regulatory requirements of
the Act.

The presented financial statements are based on the accrual principle,
under which accounting transactions and other facts are recognized
when they arise and accounted for in the period to which they relate
as to time and content. The financial statements are presented in com-
pliance with general accounting principles, specifically the accrual
principle, and the prudence concept.

On 12" November 2014, the Government of the Czech Republic
approved the proposal made by the Expert Committee on Pension
Reform and decided to abolish the so-called second pillar of the pen-
sion reform.

No revaluation or classification of closing balances adjustments,
which could result from this fact, were necessary based on account-
ing policies applied and the ensuing valuation method.

The financial statements contain the balance sheet, profit and loss
account, off balance sheet accounts, and notes to the financial
statements.

The presentation of the financial statements requires that the Company
makes estimates which have an impact on the reported amounts of
assets and liabilities as at the date of the financial statements as well
as expenses and income in the relevant accounting period. These
estimates are based on information available as at the date of the
financial statements and may differ from the actual results.

The financial statements have been prepared based on the current
best estimates using all relevant and available information as at the
date of the financial statements.

These financial statements are not consolidated.

All amounts are stated in thousands of Czech crowns (CZK), unless
indicated otherwise.

Explanation Added for Translation into English
These financial statements are presented on the basis of accounting
principles and standards generally accepted in the Czech Republic.
Certain accounting practices applied by the Company that conform
with generally accepted accounting principles and standards in the
Czech Republic may not conform with generally accepted account-
ing principles in other countries.

3. Accounting Policies

Transaction Recognition Date

Purchases and sales of securities are recognized using trade date
accounting provided that the period between the trade date and the
satisfaction of the liability arising from the contract does not exceed
a period typical for the relevant type of transaction.

The transaction recognition date for derivative contracts is:

a) the date upon which the related contract was entered into;

b) the date when the fulfilment was delivered based on the relevant
contract.

The transaction recognition date also is the date when money in
circulation is paid or received, the date when foreign currency is
purchased or sold, the date when a payment is made, the date when
ownership is acquired or terminated, when a receivable or pay-
able arises, changes or ceases to exist, when assets move within
an accounting entity, and the date when other matters to be included
in the accounting records occur, or when the documents support-
ing these other matters are available, or when other matters are
a consequence of internal conditions of the accounting entity and/
or special regulations.
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Securities
In accordance with the Fund’s strategy, all securities are classified as
securities valued at fair value against expense or revenue accounts.

During the accounting period, securities are re-measured at fair value
on a daily basis pursuant to the Act No. 240/2013 Coll., on invest-
ment companies and investment funds which entered into force on
31 July 2013. The Finance Ministry Regulation No. 194/2011 Coll.,
on more detailed regulation of certain rules in collective investment
has been replaced by Government Decree of 31% July 2013 on invest-
ment funds’ investment activities and administration techniques.

In the Fund’s accounting, securities are recorded at fair value
against expense and revenues accounts. The fair value of the secu-
rities from investment activities is determined in accordance with
the International Financial Reporting Standards with an exception,
that an average price between the most favorable binding offer and
demand (MID price) is used for bonds.

Pursuant to the Act No. 240/2013 Coll., securities are valued at the
price quoted on a public market which is adjusted, as appropriate, to
reflect the rules set out in the Act. If the market value is unavailable,
the Fund uses a value determined by the Company using valuation
models based on discounted future cash flows according to the yield
curve calculated using the Reuters and Kondor+ systems.

Securities are measured at cost upon initial recognition using the
weighted average method. The acquisition cost includes direct
transaction costs related to the acquisition of securities.

Realized capital gains or losses are recorded in the profit and loss
account within ,Profit or loss from financial operations®.

Accrued interest relating to assets is included in the total balance of
these assets.

Receivables and Payables

The Fund records receivables arising from its transactions with secu-
rities and other operating receivables at their nominal value, while
receivables from positive fair values of derivatives are recorded at
the fair value of the derivatives at the balance sheet date. Pursuant
to the prudence principle, provisions are created based on the aging
of receivables.

The Fund records payables arising from its transactions with secu-
rities and operating payables at their nominal value, while payables
from negative fair values of derivatives are recorded at the fair value
of the derivatives at the balance sheet date.

Financial Derivatives and Hedging Transactions

In the normal course of business, the Fund enters into hedging con-
tracts with financial derivatives to hedge against foreign currency
and interest exposures associated with its transactions on financial
markets. The method of fair value hedges is applied to hedging
derivatives.

The Fund designates certain derivatives as hedges provided that the
following criteria are met:

— the Fund has developed a risk management strategy;

— at the inception of the hedge, the hedging relationship is
formally documented, the documentation identifies the
hedged item and the hedging instrument, and it defines the
risk that is being hedged and the approach to establishing
whether the hedge is effective; and

— the hedge is effective, that is, changes in the fair value or cash
flows of the hedged item are almost fully offset by changes in
the fair value or cash flows of the hedging instrument and the
results are within a range of 80% to 125%.

Nominal values of derivative financial instruments are recognized
in the off-balance sheet accounts that are restated at fair value on
a daily basis. Changes in the fair value of derivatives that are des-
ignated and qualify as hedges (see above) are recorded as income
or expense. Changes in the fair value of the hedging derivatives
attributable to the risk hedged are recognized in the same income
or expense accounts as differences from revaluation of a hedged
instrument.

All financial derivatives are recorded as assets when the fair value is
positive and as liabilities when the fair value is negative. Fair values
are derived from valuation models.

Derivatives that are not designated as hedging derivatives are treated
as trading derivatives. These derivatives are measured at fair value
on a daily basis and gains and losses on revaluation are posted to
derivative expense and income accounts.

Certain derivatives are embedded in compound financial instru-
ments, which comprise the host instrument and the derivative.
Pursuant to the applicable regulations, the Fund recognizes changes
in assets and liabilities arising from the movements in rates or prices
of securities or changes in exchange rates through expense and
income accounts. Given that the assets of the Fund are valued at fair
value and changes of fair values are reported within expenses and
income from derivatives, embedded derivatives are not accounted
for separately.

Income Tax
Under effective tax regulations, the corporate income tax rate appli-
cable to the funds managed by Penzijni spolecnost is 5%.

Since 1** January 2015, the applicable tax rate has been 0% based
on an amendment to the Act No. 586/1992 Coll.

Deferred Tax

Deferred tax is provided using the liability method on all tempo-
rary differences between the carrying amount of assets and liabili-
ties reported in the balance sheet and their value for tax purposes.
Deferred tax assets are recognized only up to the amount of proba-
ble future taxable income against which the deferred tax asset can
be offset.
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Foreign Currency Translations

Foreign currencies are translated using the exchange rate promul-
gated by the Czech National Bank as at the relevant date. As at the
balance sheet date, assets and liabilities denominated in foreign
currencies are translated on the same basis.

Foreign exchange rate gains and losses from the daily translation
of assets and liabilities in foreign currencies are posted to expense
or income accounts.

Capital Funds

The selling price of a pension unit is calculated by dividing the
Fund’s equity by the relevant number of pension units. Pension
units are sold to the pension savings scheme participants for the
selling price set on a weekly basis.

Interest Income and Expense and Dividend
Income

Interest income and expense are recognized using the accrual
principle.

Dividend income is recognized as at the date when the right to
receive the payment is established (ex-dividend date). Dividend
income from domestic securities is presented after withholding
tax. Dividend income from foreign securities is presented in gross
amount prior to the deduction of withholding tax.

Subsequent Events

The impact of events that occurred between the balance sheet date
and the date of the financial statements preparation is recognized in
the financial statements provided these events provide additional
evidence about conditions that existed at the date of the balance
sheet.

If material events reflecting the facts occurring after the balance
sheet date happened between the balance sheet date and the date
of the financial statements preparation the consequences of these
events are disclosed in the notes to the financial statements but not
recognized in the financial statements.

4. Risk Management

Credit Risk

In accordance with the Statute and the investment strategy, the
Company establishes rules and policies for selecting investment
instruments such that the overall credit risk profile of allocated
investments is consistent with the characteristics of the Fund. New
types of instruments are approved on a case by case basis by the
risk management function together with the specification of limits
for positions pertaining to these instruments. Specific emphasis is
placed on an appropriate rating structure and a relatively detailed
diversification of portfolios (especially in relation to interest bear-
ing securities).

Credit risk was insignificant for the Fund in 2014 as well as in
2013.

Market Risk

The Fund uses a wide range of tools to eliminate risk exposures
attached to its portfolios. Significant attention is paid to market
risks. Apart from statutory restrictions, the Fund is subject to a set
of internal limits having a direct impact on the FX exposure, inter-
est rate exposure (the modified duration range of the Fund), equity
allocation on individual markets according to their volatility, port-
folio rating structure (see above), and other characteristics of the
Fund. The relevant limits are appropriately applied to correspond
with the type of the Fund.

Whenever the Fund purchases new types of instruments, these
instruments are first analysed to assess the potential credit risk, as
well as the market risk that the instruments might bring to or help
eliminate from the portfolio. Subsequently, their appropriateness
and, if appropriate, the acceptable proportion of these instruments
in the portfolio is evaluated.

The portfolio’s risk of unfavourable development of foreign
exchange rates, interest rates, and other market factors is hedged,
to an appropriate extent, by financial derivatives. Financial deriva-
tives are traded on the OTC market as this market enables the trad-
ing of contracts whose parameters and nature appropriately satisfy
the requirements of a hedge. Portfolios primarily include currency
swaps, currency forwards and interest rate swaps.

Market risk was insignificant for the Fund in 2014 as well as in
2013.

Liquidity Risk

Another monitored risk is the liquidity risk. Liquidity risk is a risk
that the Fund will not have enough available resources to meet
its obligations arising from financial contracts. Liquidity is moni-
tored and managed based on expected cash flows, with appropriate
adjustments made to the structure of securities and term place-
ments portfolios.

Pursuant to the Act, Penzijni spole¢nost is obliged to purchase

a pension unit and credit the relevant account with cash as at the

following dates:

a) the date of receipt of an application to pay one-off insurance pre-
mium for pension insurance pursuant to Section 14 of the Act,

b) the date of receipt of a request to transfer 60% of the partici-
pant’s funds to state budget pursuant to Section 15 of the Act,

c) the date of receipt of an application to transfer funds or make
payment pursuant to Section 16 of the Act,

d) the date of receipt of an application to transfer the participant’s
funds to another pension management company’s pension fund,

e) the date of receipt of the Central Register Administrator’s notice
of registration of another pension savings contract.

Penzijni spole¢nost agrees to pay the amount for deducted pension
units within the periods and by the deadlines stipulated in the Act.

The quantitative information about the residual maturity of assets
and liabilities is given in Note 5.9.
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5. Additional Information on the Financial Statements

5.1 Receivables from Banks

Receivables from banks 31 Dec 2014 31 Dec 2013
Current accounts 4,984 1,068
Total 4,984 1,068

Balances on current accounts are payable on demand.

5.2 Equity
The Fund has no registered capital. The initial value of a pension unit is CZK 1. The total value of all pension units is recorded in the ‘Capital
Funds’ account.

The selling price of a pension unit is determined by dividing the Fund’s equity by the number of issued pension units.

As at the last business day of 2014, the value of a pension unit was CZK 1.0028 (2013: CZK 1.0012) being the last published value of
a pension unit in the year in which purchases and buyouts of the Fund’s pension units were realized.

In compliance with the Statute, the 2014 profit of CZK 6 thousand will be transferred to the reinvestment fund that is part of ‘other funds
created from profit’.

In compliance with the Statute, the 2013 profit of CZK 1 thousand was transferred to the reinvestment fund that is part of ‘other funds
created from profit’.

5.3 Changes in Capital Fund

Number of Total capital
pension funds
units (items)

Balance at 1st Jan 2013

Pension units sold 1,047,172 1,048
Pension units purchased 0 0
Balance at 315t December 2013 1,047,172 1,048
Pension units sold 3,939,100 3,945
Pension units purchased (16,115) (16)
Balance at 31t December 2014 4,922,985 4,977

5.4 Other Liabilities

Other liabilities 31 Dec 2014 31 Dec 2013
Liabilities from contributions by pension insurance scheme participants 0 19
Total 0 19

Liabilities from contributions by pension insurance scheme participants represent invested funds prior to their matching against the book
of pension units.

5.5 Interest Income

Income 2014 2013
Interest on bank deposits 7 1
Total 7 1
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5.6 Management fee and depository’s fee

In compliance with the Statute of the Fund, the management fee (“flat fee”) paid to CS PS by the Fund amounts to 0.3% of the average
annual value of the Fund’s equity. In the period from 1% January 2014 to 31%* March 2014, the management fee totaled CZK 1 thousand.
Pursuant to the decision of the Board of Directors of Penzijni spole¢nost, no management fee was charged for the period from 1% April 2014
to 31 December 2014 due to foreseen termination of pension savings funds and decrease in rates caused by the fee.

Based on the decision of CS PS, the 2014 and 2013 management fee was CZK 1 and CZK 0, respectively (a fee holiday, see the Price List).
The depository’s fee is included in the management fee.

5.7 Income Tax

The principal income tax components are as follows:

2014 2013
Tax due — current year 0 0
Total income tax 0 0
Current income tax — analysis:

2014 2013
Profit (Loss) before tax 6 1
Items to add 0 0
Deductible items 0 0
Tax base 6 0
Tax (5%) on tax base 0 0
Total tax 0 0

Deferred tax
As at 31 December 2014, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

As at 31 December 2013, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

5.8 Related Party Transactions

Related parties include Ceska spofitelna, a.s., and Ceska spofitelna — penzijni spole&nost, a.s.

The related party costs recorded in the Fund’s accounting records amounted to CZK 1 thousand in 2014. The costs include CS PS manage-
ment fee. No related party costs were recorded in the Fund’s accounting records in 2013.

5.9 Liquidity

The following tables show the residual maturity of assets and liabilities broken down by major classes.

2013

Assets Less than 3 months- 1 -5years Over 5 years Not Total
3 months 1 year specified

Receivables from banks 1,068 0 0 0 0 1,068

Total assets 1,068 0 0 0 0 1,068

Liabilities

Other liabilities 19 0 0 0 0 19

Net assets 1,049 0 0 0 0 1,049
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2014

Assets

Receivables from banks
Total assets
Liabilities

Other liabilities

Net assets

Less than
3 months

4,984
4,984

0
4,984

3 months —
1 year

0

0

0
0

1-5years Over 5 years

0 0
0 0
0 0
0 0

Not
specified

0
0

0
0

Total

4,984
4,984

0
4,984

Liquidity risk, to which the Fund is exposed, is very low as all the Fund’s assets are cash that allows paying realized buyouts to the Fund’s

Participants in the shortest time possible.

5.10 Off-balance Sheet Assets and Liabilities

The Fund has no off-balance sheet assets or liabilities as at 31% December 2014.
The Fund had no off-balance sheet assets or liabilities as at 31% December 2013.

5.11 Contingent Assets and Liabilities

The Fund has no assets or liabilities that were not disclosed in the balance sheet or off-balance sheet accounts.

5.12 Other Material Disclosures

An amendment to the Act No. 586/1992 Coll. came into force on 1% January 2015, exempting the funds (Transformed Fund — retirement

benefit schemes, participation funds — supplementary pension savings and pension funds — pension savings) from income tax.

On 12" November 2014, the Government of the Czech Republic approved the proposal made by the Expert Committee on Pension Reform

and decided to abolish the so-called second pillar of the pension reform. Consequently, the Fund will not continue as a going concern.

However, no revaluation or classification of closing balances adjustments, which could result from this fact, were necessary based on

accounting policies applied and the ensuing valuation method.

5.13 Subsequent Events

No significant events occurred after the date of the financial statements, which would have a material impact on the Fund’s financial

statements.
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Conservative Pension Fund of pension
savings Ceska sporitelna — penzijni

spolecnost, a. s.

Basic information

The Conservative Pension Fund of pension savings Ceské
spofitelna — penzijni spolecnost, a.s. CNB issued a decision
which permitted the establishment of the pension fund on
17% December 2012, reference number 2012/12421/570. The deci-
sion came into effect on 18" December 2012.

It is managed by Ceska spofitelna — penzijni spole&nost, a.s.

Registered office at Polackova 1976/2, 140 21 Prague 4,
Identification number (IN): 61672033, Commercial Registry:
Municipal Court in Prague, Section B, Insert 2927, which is
part of a consolidation group, whose parent company is Ceska
spofitelna, a.s., IN: 45244782

Fund characteristics

Investment into the Conservative fund is suitable for those par-
ticipants who are neither interested nor informed of the events on
capital markets and at the same time are looking for a complex
solution for their investment distributed among money and bond
markets. The Conservative Pension Fund is designed for the par-
ticipants who prefer fixed income financial instruments and for
less-experienced investors with a minimum investment horizon of
one year. The goal of the investment policy is to provide partici-
pants with a long-term appreciation of the funds invested allocated
especially into the money market instruments, government bonds
and other debt securities rated on the investment level permitted by
law on pension savings. The interest rate risk is actively managed,
investments denominated in foreign currency are fully hedged.

Depository
The depository of the pension fund is Komer¢ni banka, a.s., regis-
tered office at Na Piikop¢€ 33/969, 114 07 Prague 1, IN: 45317054

Portfolio manager

Ceska spofitelna, a.s., registered office at Prague 4, Olbrachtova
1929/62, 140 00, IN: 452 44 782, registered in the Commercial
Registry at the Municipal Court in Prague, Section B, Insert 1171.
Senior portfolio manager of the fund is Mgr. Marcel Kostovski,
who is a graduate of broker examinations, CFA Institute and has
been professionally engaged in investments, portfolio manage-
ment and asset management since 1995.

Person responsible for safeguarding and control
of assets of the participation fund

Komer¢ni banka, a.s., registered office at Na Ptikopé 33/969,
114 07 Prague 1, IN: 45317054

Fees and Charges

In 2014, Ceska spofitelna — penzijni spoleénost did not charge
a management fee and an asset performance fee (Fee holidays)
at the expense of Conservative Fund of Pension Savings. By
Decision of the Board, fees and charges will not be applied on
Pension Savings funds. In 2015, management of savings in Pension
Savings funds continues for our clients free of charge.

To obtain further information on the pension fund please
visit our office at Polackova 1976/2, Prague 4, 140 21,
call free 956 777 444, or visit www.ceskapenzijni.cz or
info@cs-ps.cz.

Historical Performance
of Conservative Pension Fund

2% —

0.12% 0.14%

0%

2013 2014
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Top holdings of the Conservative Pension Fund as at 31t December 2014

Name Currency Amortised
purchase price

in ths CZK

Money Market CzZK 106,485

NAV per pension unit as at 31t December 2014
Name

NAV in thousands CZK
NAV per unit of fund in CZK

Portfolio of the pension fund as at 31t December 2014

n B Money market 100% n H czk100%

Market value
in ths CZK

106,485

The development of pension unit Development of the fund NAV
of Conservative Pension Fund (2014) in millions CZK (2014)
1.0030 120

1.0000 |— 2

0.9995 0

100.0%

Value

106,473
1.0026

1.0025 [— 100 [—
1.0020 [—

80 —
1.0015 [—

60 [—
1.0010 [—

40 [—
1.0005 [—

12/2013 1/2014 2/2014 3/2014 4/2014 5/2014 6/2014 7/2014 8/2014 9/2014 10/2014 11/2014 12/2014 12/2013 1/2014 2/2014 3/2014 4/2014 5/2014 6/2014 7/2014 8/2014 9/2014 10/2014 11/2014 12/2014
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(Translation of a report originally issued in Czech - see Note 2 to the financial statements.)

INDEPENDENT AUDITOR'S REPORT

To the Participants of the fund Konzervativni déichodovy fond dfichodového sporeni Ceské spofitelna — penzijni
spolecnost, a.s.:

We have audited the financial statements of the fund Konzervativni déichodovy fond déichodového sporeni Ceska
sporitelna — penzijni spole¢nost, a.s. as at 31 December 2014 presented in the annual report of the Company
on pages 121 — 130 and our audit report dated 13 March 2015 stated the following:

“We have audited the accompanying financial statements of the fund Konzervativni déichodovy fond dlichodového
sporeni Ceska spotitelna — penzijni spole¢nost, a.s. which comprise the balance sheet as at 31 December 2014,
and the income statement for the year then ended, and a summary of significant accounting policies and other
explanatory information. For details of Konzervativni dichodovy fond déichodového sporeni Ceské spofitelna —
penzijni spolecnost, a.s. see Note 1 to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including an assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

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

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,

has been incorporated in the Commercial Register administered by the Municipal Court in Prague, 119
Section C, entry no. 88504, under Identification No. 26704153.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the fund
Konzervativni dfichodovy fond dfichodového sporeni Ceska spofitelna — penzijni spole¢nost, a.s. as at 31
December 2014, and its financial performance for the year then ended in accordance with accounting principles
generally accepted in the Czech Republic.”

We have also audited the consistency of the annual report with the financial statements described above.
The management of the fund Konzervativni déichodovy fond dfichodového sporeni Ceska spofitelna — penzijni
spolecnost, a.s. is responsible for the accuracy of the annual report. Our responsibility is to express, based on
our audit, an opinion on the consistency of the annual report with the financial statements.

We conducted our audit in accordance with International Standards on Auditing and the related implementation
guidance issued by the Chamber of Auditors of the Czech Republic. Those standards require that we plan
and perform the audit to obtain reasonable assurance as to whether the information presented in the annual
report that describes the facts reflected in the financial statements is consistent, in all material respects, with
the financial statements. We have checked that the accounting information presented in the annual report is
consistent with that contained in the audited financial statements as at 31 December 2014. Our work as auditors
was confined to checking the annual report with the aforementioned scope and did not include a review of any
information other than that drawn from the audited accounting records of the Company. We believe that our
audit provides a reasonable basis for our opinion.

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

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

Roman Hauptfleisch, Auditor
License No. 2009

17 April 2015
Prague, Czech Republic

A member firm of Ernst & Young Global Limited
Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,

has been incorporated in the Commercial Register administered by the Municipal Court in Prague, 120

Section C, entry no. 88504, under Identification No. 26704153.
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Balance Sheet
at 31t December 2014

CZK thousand

3 Receivables from banks and credit unions
of which: a) on demand: aa) current accounts
Total assets
4 Other liabilities
c) liabilities from taxes
d) other liabilities
10 Reserve funds and other funds created from profit
12 Capital funds
15 Profit or loss for the accounting period
Total liabilities
of which: Equity
Off balance sheet accounts

Line
01
02
23
30
33
34
42
43
49
50
51
52

Current

106,484
106,484
106,484
1

6

5)

9
106,341
123
106,484
106,473

Previous

21,728
21,728
21,728

295

295
21,424
9

21,728
21,433
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Income Statement
for the period ending 31t December 2014

CZK thousand

1 Interest income and similar income
5 Fees and commissions expense
a) management fee
19 Ordinary profit or loss for the accounting period before tax
23 Income tax
24 Profit or loss for the accounting period after tax

Line
01
08
09
24
28
29

Current

147
18
18

129

6

123

Previous
9
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Notes to the Financial Statements

for the period ending 31t December 2014

1. Organisation and Description of
Business

Formation and Description of the Business
Konzervativni  dichodovy fond dtichodového spofeni Ceské
spofitelna — penzijni spole¢nost, a.s. (the “Fund” or “Dtichodovy
fond — CSPS, a.s.” or the “Pension Fund”) is an accounting
entity without legal entity status, formed by Ceské spofitelna —
penzijni spole¢nost, a.s. (“Penzijni spole¢nost” or “CS PS” or
the “Company”) in accordance with Act No. 426/2011 Coll.
on Retirement Savings. The Czech National Bank (“CNB”)
approved the formation of the Fund in a decision issued on
17" December 2012 under Ref. No. 2012/12421/570. The decision
came into force on 18" December 2012. The Fund commenced its
activities on 1% January 2013.

Transformation Process

On 20" February 2012, the Company prepared a transformation pro-
ject in accordance with Act No. 427/2011 Coll. on Supplementary
Pension Savings (the “Supplementary Pension Savings Act”); the
project was submitted for approval to the Czech National Bank
on 27" February 2012. The Czech National Bank approved the
project on 7% September 2012. As at 31* December 2012, based
on the transformation project, Penzijni fond Ceské spotitelny, a.s.
(“PFCS”) was dissolved and Ceskd spofitelna — penzijni
spoleénost, a.s. (“CS PS”) and Transformovany fond Ceska
spotitelna — penzijni spolecnost (“CS TF”’) were incorporated. The
incorporation of the companies took effect as at 1% January 2013,
which is the effective date stipulated by the transformation project.

In compliance with the Act, the Company subsequently created
participation funds and pension funds.

Pursuant to a concluded contract, Komer¢ni banka, a.s. (“KB”)
acts as the depository of the Fund.

The Fund is managed by Ceska spotitelna — penzijni spoleénost, a.s.
In compliance with Act No. 426/2011 Coll. on Retirement Savings
(the “Act”), the above company is responsible for the management
of the assets of the Fund, which involves the administration and
handling of the assets.

Pursuant to the classification which is binding for the members
of the Czech Pension Management Companies Association (“APS
CR”), the Fund may be designated as a pension fund as at the date
of approval of the Statute.

Registered Office

Konzervativni dichodovy fond diichodového spoteni
Ceska spofitelna — penzijni spoleénost, a.s.

Prague 4, Polackova 1976/2

Principal Business

Penzijni spolecnost collects funds to the Pension Fund from the

following sources:

a) parts of income from insurance premiums assignable to partici-
pants and transferred to the account that serves for acceptance of
insurance premiums, transfer of participants’ funds and making
of payments,

b) participants’ funds transferred from another pension fund.

The number of issued pension units (“dichodové jednotky”) and
the period for which the Fund has been formed have been restricted
due to foreseen termination of pension savings funds as described
in Note 5.12.

Pension units of the Fund are offered in the Czech Republic.

Investment Policy of the Fund

The objective of the investment policy is to seek a long-term appre-
ciation of the participants’ funds investing primarily in money
market instruments, state bonds and other debt securities with
investment grade ratings endorsed by the Act on Pension Savings.
The interest rate risk is actively managed, the investments denom-
inated in foreign currencies are fully hedged.

The Fund’s portfolio particularly comprises (or may comprise)
treasury bills, money market funds, bonds or discount certificates.
The Fund may invest in securities in compliance with Section 47 of
the Act.

The Pension Fund may use techniques and tools relating to invest-
ment securities and money market instruments on condition that
they are used for effective management of the assets. In using the
techniques and instruments, the Pension Fund must always comply
with the manner of investing stipulated in the Fund’s Statute.

The Fund uses financial derivatives to hedge against interest rate
risk and currency risk. The Fund’s assets must be fully secured
against the currency risk. The underlying instrument of a financial
derivative must correspond to the Fund’s investment policy and
risk profile.
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The limits of the Fund are adhered to on the basis of the Act, or
they are regulated in the Fund’s Statute in compliance with the Act.

The Fund’s Operation Principles
The Fund’s operating results arise as the difference between income
and expenses relating to the management of the Fund’s assets.

The full amount of the generated profit is retained in the Pension
Fund, in the reinvestment fund, as a source for further investments
and increases the value of the pension unit. If a loss arises from
CS PS’s management of the Pension Fund’s assets, the reinvestment
fund created from previous years’ profits is used to cover the loss.
If the reinvestment fund is not sufficient to cover the loss, the loss
shall be covered by reducing the capital fund.

Upon managing the Fund’s assets, the Fund must not enter into
a contract for the sale of an investment instrument that does not
constitute part of the Fund’s assets.

The Pension Fund’s assets must not be used to provide a loan or
a gift, to secure a third party liability or to satisfy a liability that does
not relate to the management of the Fund pursuant to Section 57(2)
of the Act on Pension Savings.

The Pension Fund may accept a bank loan or another loan with
maturity not exceeding 6 months in order to complement liquid-
ity under the terms and conditions stipulated in the Fund’s Statute,
Section 3, paragraph 31. The Fund is not allowed to accept a loan
for the purposes of purchasing an investment instrument.

The aggregate of all received loans must not exceed 5% of the value
of the Fund’s assets.

The terms and conditions are stipulated in the Fund’s Statute and in
the Section 57 of the Act on Pension Savings.

Pursuant to Section 29(2), the equity of Penzijni spole¢nost that is
a pension savings scheme operator pursuant to the Act must equal
a minimum of the aggregate of CZK 300 million and 0.05% of the
value of assets in the operated pension funds, participation funds
and the Transformed Fund pursuant to the Act on Supplementary
Pension Savings exceeding CZK 500 million; after the aggregate
reaches CZK 700 million, it is no longer increased. The calcula-
tion shall include the entire value of assets in all pension funds, all
participation funds and the Transformed Fund pursuant to the Act
on Supplementary Pension Savings managed by CS PS. Pursuant
to Section 30, after the expiry of 24 months from the approval
to form the pension funds, the number of participants in the pen-
sion funds managed by CS PS must reach at least 50 thousand
participants.

The Fund’s Statute and Management Fees
The Fund’s Statute is the key binding document of the Fund.

The Pension Fund’s Statute stipulates, in a clear manner, the

following:

a) information concerning the manner of investing the pension fund,

b) other information necessary for a participant to correctly and
accurately assess the decision to place his/her funds in the pen-
sion fund,

¢) explanation of the risks connected with pension savings,

d) periods and deadlines for valuation of assets and liabilities pursu-
ant to Section 63 of the Act, and

e) other information required by implementing regulations.

The Fund’s Statute is approved by the Czech National Bank. The
Statute is binding for CS PS.

The information stipulated in the Fund’s Statute must be regularly
updated.

Penzijni spolecnost is entitled to a fee from the assets in the Pension

Fund; the amount of the fee must be stipulated in the Fund’s Statute.

The fee consists of the following:

a) fee for the management of the pension funds’ assets,

b) fee for appreciation of the pension funds’ assets, i.e. performance
fee.

Any and all expenses owing to third parties by Penzijni spole¢nost
in connection with pension savings schemes shall be covered from
the fee, in particular the following:

— fees for the exercise of the activities of the depository and
auditor of the Fund,

— fees paid to the bank,

— fees paid to persons other than Penzijni spole¢nost for the
exercise of activities pursuant to Section 91 of the Act and for
the administration of pension savings contracts and related
activities,

— fees paid to the person responsible for the settlement of
investment instruments transactions, transfer points, securities
brokers,

— promotion and advertising costs,

— costs of mediating pension savings contracts.

The fee pursuant to Paragraph a) above must not exceed 0.4% of the
average annual value of the Fund’s equity; such fee shall be reduced
by the costs of purchase, sale and holding of the securities issued by
the collective investment fund.

The average annual value of each pension fund’s equity is deter-
mined as at the last day of the relevant period as a simple arithmetic
average of the values of a particular fund’s equity for each day of
the relevant period.

The fee pursuant to Paragraph b) above must not exceed 10% of the
difference between the average annual value of a pension unit in
the relevant period and the highest average annual value of pension
units in previous years since the formation of the pension fund,

124


http://business.center.cz/business/pravo/zakony/duchodove-sporeni/cast9.aspx#par91

Conservative Pension Fund of pension savings Ceska spofitelna — penzijni spole¢nost, a. s., 2014 Annual Report

multiplied by the average annual number of pension units in the rel-
evant period.

Penzijni spolecnost is not entitled to the fee pursuant to Paragraph b)
above if the average annual value of the pension fund’s pension unit
in the relevant period is lower than or equal to the highest average
annual value of the pension unit in previous years since the forma-
tion of the pension fund.

The average value of a pension fund’s pension unit is determined as
at the last day of the relevant period as a simple arithmetic average
of the values of the fund’s pension units for each day of the relevant
period.

For the purposes of determining the fee, the costs of holding the
securities issued by the collective investment fund shall particularly
include the proportion of total costs covered from the collective
investment fund’s assets that is adequate to the investment in such
fund.

Change in the Fund’s Statute
There were no changes to the Fund’s Statute in 2014 and 2013,
respectively.

Ceska spofitelna — penzijni spoleénost, a.s. Board
of Directors and Supervisory Board

Board of Directors

Chairman Ing. AleS Poklop
Vice Chairman Ing. Martin Kopejtko
Member Ing. Jakub Krkoska, MBA

Supervisory Board

Chairperson of the Board:
Vice Chairman

RNDr. Monika Lausmanova, CSc.
Ing. Ale$ Sedlak

Member Ing. Petr Valenta
Member Ing. Jifi Skorvaga, CSc.
Member Renata Kovaczova
Member Ing. Pavel Matsgjicek

2. Basis of Preparation of the Financial
Statements

The financial statements have been prepared on the basis of under-
lying accounting records maintained in accordance with Accounting
ActNo. 563/1991 Coll., and applicable regulations, decrees and inter-
nal standards in compliance with and in the scope defined in Czech
Finance Ministry Regulation No. 501/2002 of 6™ November 2002,
as subsequently amended, which sets out the overall framework for
the presentation of the financial statements, and guidelines for the
structure and minimum requirements for the content of the financial
statements of banks and certain financial institutions, and the Czech
Accounting Standards for Financial Institutions, which establish
the accounting principles and policies.

The relevant previous year data are recorded in the conditions of the
period to which the financial statements relate.

The Fund is obliged to comply with the regulatory requirements of
the Act.

The presented financial statements are based on the accrual principle,
under which accounting transactions and other facts are recognized
when they arise and accounted for in the period to which they relate
as to time and content. The financial statements are presented in com-
pliance with general accounting principles, specifically the accrual
principle, and the prudence concept.

On 12" November 2014, the Government of the Czech Republic
approved the proposal made by the Expert Committee on Pension
Reform and decided to abolish the so-called second pillar of the pen-
sion reform.

No revaluation or classification of closing balances adjustments,
which could result from this fact, were necessary based on accounting
policies applied and the ensuing valuation method.

The financial statements contain the balance sheet, profit and
loss account, off balance sheet accounts, and notes to the financial
statements.

The presentation of the financial statements requires that the Company
makes estimates which have an impact on the reported amounts of
assets and liabilities as at the date of the financial statements as well
as expenses and income in the relevant accounting period. These esti-
mates are based on information available as at the date of the financial
statements and may differ from the actual results.

The financial statements have been prepared based on the current
best estimates using all relevant and available information as at the
date of the financial statements.

These financial statements are not consolidated.

All amounts are stated in thousands of Czech crowns (CZK), unless
indicated otherwise.

Explanation Added for Translation into English
These financial statements are presented on the basis of accounting
principles and standards generally accepted in the Czech Republic.
Certain accounting practices applied by the Company that conform
with generally accepted accounting principles and standards in the
Czech Republic may not conform with generally accepted account-
ing principles in other countries.

3. Accounting Policies
Transaction Recognition Date

Purchases and sales of securities are recognized using trade date
accounting provided that the period between the trade date and
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the satisfaction of the liability arising from the contract does not
exceed a period typical for the relevant type of transaction.

The transaction recognition date for derivative contracts is:

a) the date upon which the related contract was entered into;

b) the date when the fulfilment was delivered based on the relevant
contract.

The transaction recognition date also is the date when money in
circulation is paid or received, the date when foreign currency is
purchased or sold, the date when a payment is made, the date when
ownership is acquired or terminated, when a receivable or paya-
ble arises, changes or ceases to exist, when assets move within an
accounting entity, and the date when other matters to be included
in the accounting records occur, or when the documents support-
ing these other matters are available, or when other matters are
a consequence of internal conditions of the accounting entity and/
or special regulations.

Securities

In accordance with the Fund’s strategy, all securities are classi-
fied as securities valued at fair value against expense or revenue
accounts. During the accounting period, securities are re-measured
at fair value on a daily basis pursuant to the Act No. 240/2013 Coll.,
on investment companies and investment funds which entered
into force on 3™ July 2013. The Finance Ministry Regulation
No. 194/2011 Coll., on more detailed regulation of certain rules
in collective investment has been replaced by Government Decree
of 31% July 2013 on investment funds’ investment activities and
administration techniques.

In the Fund’s accounting, securities are recorded at fair value
against expense and revenues accounts. The fair value of the secu-
rities from investment activities is determined in accordance with
the International Financial Reporting Standards with an exception,
that an average price between the most favorable binding offer and
demand (MID price) is used for bonds.

Pursuant to the Act No. 240/2013 Coll., securities are valued at the
price quoted on a public market which is adjusted, as appropriate,
to reflect the rules set out in the Act. If the market value is unavail-
able, the Fund uses a value determined by the Company using val-
uation models based on discounted future cash flows according to
the yield curve calculated using the Reuters and Kondor+ systems.

Securities are measured at cost upon initial recognition using the
weighted average method. The acquisition cost includes direct
transaction costs related to the acquisition of securities.

Realized capital gains or losses are recorded in the profit and loss
account within ,Profit or loss from financial operations®.

Accrued interest relating to assets is included in the total balance
of these assets.

Receivables and Payables

The Fund records receivables arising from its transactions with
securities and other operating receivables at their nominal value,
while receivables from positive fair values of derivatives are
recorded at the fair value of the derivatives at the balance sheet
date. Pursuant to the prudence principle, provisions are created
based on the aging of receivables.

The Fund records payables arising from its transactions with secu-
rities and operating payables at their nominal value, while paya-
bles from negative fair values of derivatives are recorded at the fair
value of the derivatives at the balance sheet date.

Financial Derivatives and Hedging Transactions

In the normal course of business, the Fund enters into hedging con-
tracts with financial derivatives to hedge against foreign currency
and interest exposures associated with its transactions on financial
markets. The method of fair value hedges is applied to hedging
derivatives.

The Fund designates certain derivatives as hedges provided that
the following criteria are met:

— the Fund has developed a risk management strategy;

— at the inception of the hedge, the hedging relationship is
formally documented, the documentation identifies the
hedged item and the hedging instrument, and it defines the
risk that is being hedged and the approach to establishing
whether the hedge is effective; and

— the hedge is effective, that is, changes in the fair value
or cash flows of the hedged item are almost fully offset
by changes in the fair value or cash flows of the hedging
instrument and the results are within a range of 80%
to 125%.

Nominal values of derivative financial instruments are recognized
in the oft-balance sheet accounts that are restated at fair value on
a daily basis. Changes in the fair value of derivatives that are des-
ignated and qualify as hedges (see above) are recorded as income
or expense. Changes in the fair value of the hedging derivatives
attributable to the risk hedged are recognized in the same income
or expense accounts as differences from revaluation of a hedged
instrument.

All financial derivatives are recorded as assets when the fair value
is positive and as liabilities when the fair value is negative. Fair
values are derived from valuation models.

Derivatives that are not designated as hedging derivatives are
treated as trading derivatives. These derivatives are measured at
fair value on a daily basis and gains and losses on revaluation are
posted to derivative expense and income accounts.

Certain derivatives are embedded in compound financial instru-

ments, which comprise the host instrument and the derivative.
Pursuant to the applicable regulations, the Fund recognizes
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changes in assets and liabilities arising from the movements in
rates or prices of securities or changes in exchange rates through
expense and income accounts. Given that the assets of the Fund are
valued at fair value and changes of fair values are reported within
expenses and income from derivatives, embedded derivatives are
not accounted for separately.

Income Tax
Under effective tax regulations, the corporate income tax rate
applicable to the funds managed by Penzijni spole¢nost is 5%.

Since 1* January 2015, the applicable tax rate has been 0% based
on an amendment to the Act No. 586/1992 Coll.

Deferred Tax

Deferred tax is provided using the liability method on all tempo-
rary differences between the carrying amount of assets and liabili-
ties reported in the balance sheet and their value for tax purposes.
Deferred tax assets are recognized only up to the amount of proba-
ble future taxable income against which the deferred tax asset can
be offset.

Foreign Currency Translations

Foreign currencies are translated using the exchange rate promul-
gated by the Czech National Bank as at the relevant date. As at the
balance sheet date, assets and liabilities denominated in foreign
currencies are translated on the same basis.

Foreign exchange rate gains and losses from the daily translation
of assets and liabilities in foreign currencies are posted to expense
or income accounts.

Capital Funds

The selling price of a pension unit is calculated by dividing the
Fund’s equity by the relevant number of pension units. Pension
units are sold to the pension savings scheme participants for the
selling price set on a weekly basis.

Interest Income and Expense and Dividend
Income

Interest income and expense are recognized using the accrual
principle.

Dividend income is recognized as at the date when the right to
receive the payment is established (ex-dividend date). Dividend
income from domestic securities is presented after withholding
tax. Dividend income from foreign securities is presented in gross
amount prior to the deduction of withholding tax.

Subsequent Events

The impact of events that occurred between the balance sheet date
and the date of the financial statements preparation is recognized in
the financial statements provided these events provide additional
evidence about conditions that existed at the date of the balance
sheet.

If material events reflecting the facts occurring after the balance
sheet date happened between the balance sheet date and the date
of the financial statements preparation the consequences of these
events are disclosed in the notes to the financial statements but not
recognized in the financial statements.

4. Risk Management

Credit Risk

In accordance with the Statute and the investment strategy, the
Company establishes rules and policies for selecting investment
instruments such that the overall credit risk profile of allocated
investments is consistent with the characteristics of the Fund. New
types of instruments are approved on a case by case basis by the
risk management function together with the specification of limits
for positions pertaining to these instruments. Specific emphasis is
placed on an appropriate rating structure and a relatively detailed
diversification of portfolios (especially in relation to interest bear-
ing securities).

Credit risk was insignificant for the Fund in 2014 as well as in
2013.

Market Risk

The Fund uses a wide range of tools to eliminate risk exposures
attached to its portfolios. Significant attention is paid to market
risks. Apart from statutory restrictions, the Fund is subject to a set
of internal limits having a direct impact on the FX exposure, inter-
est rate exposure (the modified duration range of the Fund), equity
allocation on individual markets according to their volatility, port-
folio rating structure (see above), and other characteristics of the
Fund. The relevant limits are appropriately applied to correspond
with the type of the Fund.

Whenever the Fund purchases new types of instruments, these
instruments are first analysed to assess the potential credit risk, as
well as the market risk that the instruments might bring to or help
eliminate from the portfolio. Subsequently, their appropriateness
and, if appropriate, the acceptable proportion of these instruments
in the portfolio is evaluated.

The portfolio’s risk of unfavourable development of foreign
exchange rates, interest rates, and other market factors is hedged,
to an appropriate extent, by financial derivatives. Financial deriva-
tives are traded on the OTC market as this market enables the trad-
ing of contracts whose parameters and nature appropriately satisfy
the requirements of a hedge. Portfolios primarily include currency
swaps, currency forwards and interest rate swaps.

Market risk was insignificant for the Fund in 2014 as well as in
2013.

Liquidity Risk

Another monitored risk is the liquidity risk. Liquidity risk is a risk
that the Fund will not have enough available resources to meet
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its obligations arising from financial contracts. Liquidity is moni-
tored and managed based on expected cash flows, with appropriate
adjustments made to the structure of securities and term place-
ments portfolios.

Pursuant to the Act, Penzijni spole¢nost is obliged to purchase

a pension unit and credit the relevant account with cash as at the

following dates:

a) the date of receipt of an application to pay one-off insurance pre-
mium for pension insurance pursuant to Section 14 of the Act,

b) the date of receipt of a request to transfer 60% of the partici-
pant’s funds to state budget pursuant to Section 15 of the Act,

¢) the date of receipt of an application to transfer funds or make
payment pursuant to Section 16 of the Act,

d) the date of receipt of an application to transfer the participant’s
funds to another pension management company’s pension fund,

e) the date of receipt of the Central Register Administrator’s notice
of registration of another pension savings contract.

Penzijni spole¢nost agrees to pay the amount for deducted pension
units within the periods and by the deadlines stipulated in the Act.

The quantitative information about the residual maturity of assets
and liabilities is given in Note 5.9.

5. Additional Information on the Financial Statements

5.1. Receivables from Banks

Receivables from banks

Current accounts
Total

Balances on current accounts are payable on demand.

5.2. Equity

31 Dec 2014 31 Dec 2013

106,484 21,728
106,484 21,728

The Fund has no registered capital. The initial value of a pension unit is CZK 1. The total value of all pension units is recorded in the ‘Capital

Funds’ account.

The selling price of a pension unit is determined by dividing the Fund’s equity by the number of issued pension units.

As at the last business day of 2014, the value of a pension unit was CZK 1.0026 (2013: CZK 1.0012) being the last published value of
a pension unit in the year in which purchases and buyouts of the Fund’s pension units were realized.

In compliance with the Statute, the 2014 profit of CZK 123 thousand will be transferred to the reinvestment fund that is part of ‘other funds

created from profit’.

In compliance with the Statute, the 2013 profit of CZK 9 thousand was transferred to the reinvestment fund that is part of ‘other funds

created from profit’.

5.3. Changes in Capital Fund

Balance at 1st Jan 2013

Pension units sold

Pension units purchased

Balance at 31t December 2013

Pension units sold
Pension units purchased
Balance at 31t December 2014

Number of Total capital

pension funds
units (items)
0 0
21,448,264 21,464
40,018 40
21,408,246 21,424
84,930,877 85,056
138,507 139
84,792,370 106,341
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5.4. Other Liabilities

Other liabilities 31 Dec 2014 31 Dec 2013
Liabilities from contributions by pension insurance scheme participants 5 295
Settlement with state budget 6 0
Total 1 295

Liabilities from contributions by pension insurance scheme participants represent invested funds prior to their matching against the book
of pension units.

5.5. Interest Income

Income 2014 2013
Interest on bank deposits 147 9
Total 147 9

5.6. Management fee, performance fee and depository’s fee

In compliance with the Statute of the Fund, the management fee (“flat fee”) paid to CS PS by the Fund amounts to 0.4% of the average
annual value of the Fund’s equity. The performance fee amounts to 10 per cent of the difference between the average annual value of a pen-
sion unit in the relevant period and the highest average annual value of the pension unit in previous years since the formation of the Fund,
multiplied by the average annual number of pension units.

In the period from 1* January 2014 to 31 March 2014, the management fee totaled CZK 18 thousand. Pursuant to the decision of the Board
of Directors of Penzijni spole¢nost, no management fee was charged for the period from 1% April 2014 to 31 December 2014 due to fore-

seen termination of pension savings funds and decrease in rates caused by the fee.

Based on the decision of CS PS, the 2013 management fee was CZK 0 (a fee holiday, see the Price List). The depository’s fee is included
in the management fee.

5.7. Income Tax

The principal income tax components are as follows:

2014 2013
Tax due — current year 6 0
Total income tax 6 0
Current income tax — analysis:

2014 2013
Profit (Loss) before tax 129 9
Items to add 0 0
Deductible items 0 0
Tax base 129 9
Tax (5%) on tax base 6 0
Total tax 6 0

Deferred tax
As at 31 December 2014, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

As at 31 December 2013, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.
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5.8. Related Party Transactions

Related parties include Cesk4 spofitelna, a.s., and Ceska spofitelna — penzijni spole&nost, a.s.

The related party costs recorded in the Fund’s accounting records amounted to CZK 18 thousand in 2014. The costs include CS PS man-
agement fee.

No related party costs were recorded in the Fund’s accounting records in 2013.

5.9. Liquidity

The following tables show the residual maturity of assets and liabilities broken down by major classes.

2014

Assets Less than 3 months 1-5years Over 5 years Not Total
3 months -1 year specified

Receivables from banks 106,484 0 0 0 0 106,484

Total assets 106,484 0 0 0 0 106,484

Liabilities

Other liabilities (5) (6) 0 0 0 (1)

Net assets 106,479 (6) 0 0 0 106,473

2013

Assets Less than 3 months 1-5years Over 5 years Not Total
3 months -1 year specified

Receivables from banks 21,728 0 0 0 0 21,728

Total assets 21,728 0 0 0 0 21,728

Liabilities

Other liabilities (295) 0 0 0 0 (295)

Net assets 21,433 0 0 0 0 21,433

Liquidity risk, to which the Fund is exposed, is very low as all the Fund’s assets are cash that allows paying realized buyouts to the Fund’s
Participants in the shortest time possible.

5.10. Off-balance Sheet Assets and Liabilities

The Fund has no off-balance sheet assets or liabilities as at 31% December 2014.
The Fund had no off-balance sheet assets or liabilities as at 315 December 2013.

5.11. Contingent Assets and Liabilities

The Fund has no assets or liabilities that were not disclosed in the balance sheet or off-balance sheet accounts.

5.12. Other Material Disclosures
An amendment to the Act No. 586/1992 Coll. came into force on 1% January 2015, exempting the funds (Transformed Fund — retirement
benefit schemes, participation funds — supplementary pension savings and pension funds — pension savings) from income tax.

On 12" November 2014, the Government of the Czech Republic approved the proposal made by the Expert Committee on Pension Reform
and decided to abolish the so-called second pillar of the pension reform. Consequently, the Fund will not continue as a going concern.
However, no revaluation or classification of closing balances adjustments, which could result from this fact, were necessary based on
accounting policies applied and the ensuing valuation method.

5.13. Subsequent Events

No significant events occurred after the date of the financial statements, which would have a material impact on the Fund’s financial
statements.
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Balanced Pension Fund of pension savings
Ceska sporitelna — penzijni spole€nost, a. s.

Basic information

The Balanced Pension Fund of pension savings Ceska spofitelna —
penzijni spolecnost, a.s. CNB issued a decision which permitted
the establishment of the pension fund on 17" December 2012, ref-
erence number 2012/12421/570. The decision came into effect on
18" December 2012.

It is managed by Ceska spofitelna — penzijni spole&nost, a.s.

Registered office at Polackova 1976/2, 140 21 Prague 4,
Identification number (IN): 61672033 Commercial Registry:
Municipal Court in Prague, Section B, Insert 2927, which is
part of the consolidation group, whose parent company is Ceska
spofitelna, a.s., IN: 45244782

Fund characteristics

Investment into the Balanced Pension Fund is suitable for those
participants who are looking for a complex and long-term solution
for their investment, distributed in a ratio among currency, bond,
and stock markets. With regard to the nature of the investment,
the participants should be aware of the fact that their investment
can fall below the initial value in the medium term. The Balanced
Pension Fund is thus suitable for rather experienced investors who
prefer fixed income financial instruments, yet want to invest also
in share markets with minimum investment horizon of three years.
Investment into the Balanced Pension Fund is also suitable for
less-experienced participants as part of broadly diversified portfo-
lio. The goal of the investment policy is to provide to the partici-
pants with long-term appreciation of the funds invested allocated
mainly into the currency market instruments, government bonds,
and other debt securities or shares or similar securities represent-
ing a share on a legal entity. The credit and interest risk is actively
controlled; unsecured investment denominated in foreign currency
can not exceed 25% of the value of the fund assets.

Depository
The depository of the pension fund is Komer¢ni banka, a.s., regis-
tered office at Na Piikop¢€ 33/969, 114 07 Prague 1, IN: 45317054

Portfolio manager

Ceska spofitelna, a.s., registered office at Prague 4, Olbrachtova
1929/62, 140 00, IN: 452 44 782, registered in the Commercial
Registry at the Municipal Court in Prague, Section B, Insert 1171.

Senior portfolio manager of the fund is Mgr. Marcel Kostovski,
who is a graduate of broker examinations, CFA Institute and has
been professionally engaged in investments, portfolio manage-
ment and asset management since 1995.

Person responsible for safeguarding and control
of assets of the participation fund

Komer¢ni banka, a.s., registered office at Na Ptikopé 33/969,
114 07 Prague 1, IN: 45317054

Fees and Charges

In 2014, Ceské spofitelna — penzijni spole¢nost did not charge a
management fee and an asset performance fee (Fee holidays) at
the expense of Balanced Fund of Pension Savings. By Decision of
the Board, fees and charges will not be applied on Pension Savings
funds. In 2015, management of savings in Pension Savings funds
continues for our clients free of charge.

To obtain further information on the pension fund please
visit our office at Polackova 1976/2, Prague 4, 140 21,
call free 956 777 444, or visit www.ceskapenzijni.cz or
info@cs-ps.cz.

Historical Performance
of Balanced Pension Fund

2% —

0.20%
0.12%

0%

2013 2014
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Top holdings of Balanced Pension Fund as at 31t December 2014

Name Currency Amortised Market value %
purchase price in ths CZK
in ths CZK
Money Market CzK 136,108 136,108 100.0%

NAV and NAV per pension unit as at 315t December 2014

Name Value
NAV in thousands CZK 136,093
NAV per unit of fund in CZK 1.0032

Portfolio of the pension fund as at 31t December 2014

n B Money market 100% n B czk100%

The development of pension unit Development of the fund NAV
of Balanced Pension Fund (2014) in millions CZK (2014)
1.0035 [ 160 —
1.0030 [— 140 —
10025 — 120
100 —
1.0020 —
80 [—
1.0015 —
60 —
1.0010 —
40 —
1.0005 [— 20
1.0000 0
12/2013 1/2014 2/2014 3/2014 4/2014 5/2014 6/2014 7/2014 8/2014 9/2014 10/2014 11/2014 12/2014 12/2013 1/2014 2/2014 3/2014 4/2014 5/2014 6/2014 7/2014 8/2014 9/2014 10/2014 11/2014 12/2014
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(Translation of a report originally issued in Czech - see Note 2 to the financial statements.)

INDEPENDENT AUDITOR'S REPORT

To the Participants of the fund VyvaZzeny dfichodovy fond déichodového sporeni Ceské spofitelna — penzijni
spolecnost, a.s.:

We have audited the financial statements of the fund VyvaZzeny dfichodovy fond déichodového sporeni Ceska
sporitelna — penzijni spole¢nost, a.s. as at 31 December 2014 presented in the annual report of the Company
on pages 135 — 144 and our audit report dated 13 March 2015 stated the following:

“We have audited the accompanying financial statements of the fund Viyvazeny dlchodovy fond dfichodového
sporeni Ceska spotitelna — penzijni spole¢nost, a.s. which comprise the balance sheet as at 31 December 2014,
and the income statement for the year then ended, and a summary of significant accounting policies and other
explanatory information. For details of Vyvéazeny dfichodovy fond dfichodového sporeni Ceska spofitelna —
penzijni spolecnost, a.s. see Note 1 to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including an assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

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

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,

has been incorporated in the Commercial Register administered by the Municipal Court in Prague, 133
Section C, entry no. 88504, under Identification No. 26704153.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the fund
Vyvazeny dfichodovy fond diichodového spoeni Ceska spofitelna — penzijni spolecnost, a.s. as at 31 December
2014, and its financial performance for the year then ended in accordance with accounting principles generally
accepted in the Czech Republic.”

We have also audited the consistency of the annual report with the financial statements described above.
The management of the fund Vyvéazeny diichodovy fond diichodového sporeni Ceska spofitelna — penzijni
spolecnost, a.s. is responsible for the accuracy of the annual report. Our responsibility is to express, based on
our audit, an opinion on the consistency of the annual report with the financial statements.

We conducted our audit in accordance with International Standards on Auditing and the related implementation
guidance issued by the Chamber of Auditors of the Czech Republic. Those standards require that we plan
and perform the audit to obtain reasonable assurance as to whether the information presented in the annual
report that describes the facts reflected in the financial statements is consistent, in all material respects, with
the financial statements. We have checked that the accounting information presented in the annual report is
consistent with that contained in the audited financial statements as at 31 December 2014. Our work as auditors
was confined to checking the annual report with the aforementioned scope and did not include a review of any
information other than that drawn from the audited accounting records of the Company. We believe that our
audit provides a reasonable basis for our opinion.

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

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

Roman Hauptfleisch, Auditor
License No. 2009

17 April 2015
Prague, Czech Republic

A member firm of Ernst & Young Global Limited
Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,

has been incorporated in the Commercial Register administered by the Municipal Court in Prague, 134

Section C, entry no. 88504, under Identification No. 26704153.
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Balance Sheet
at 31t December 2014

CZK thousand

3 Receivables from banks and credit unions
of which: a) on demand: aa) current accounts
Total assets
4 Other liabilities
c) liabilities from taxes
d) other liabilities
10 Reserve funds and other funds created from profit
12 Capital funds
15 Profit or loss for the accounting period
Total liabilities
of which: Equity
Off balance sheet accounts

Line
01
02
23
30
33
34
42
43
49
50
51
52

Current

136,108
136,108
136,108
15

9

6

12
135,901
180
136,108
136,093

Previous

27,651
27,651
27,651
502

1

501

27,137

12
27,651
27,149

135



Balanced Pension Fund of pension savings Ceskd spofitelna — penzijni spole¢nost, a. s., 2014 Annual Report

Income Statement
for the period ending 31t December 2014

CZK thousand

1 Interest income and similar income
19 Ordinary profit or loss for the accounting period before tax
23 Income tax
24 Profit or loss for the accounting period after tax

Line
01
24
28
29

Current

189
189

9
180

Previous
13

13

1

12
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Notes to the Financial Statements

for the period ending 31t December 2014

1. Organisation and Description of
Business

Formation and Description of the Business
Vyvazeny dichodovy fond dichodového Ceska

spofitelna — penzijni spole¢nost, a.s. (the “Fund” or “Dtichodovy

spofeni

fond — CSPS, a.s.” or the “Pension Fund”) is an accounting
entity without legal entity status, formed by Ceské spofitelna —
penzijni spolecnost, a.s. (“Penzijni spole¢nost” or “CS PS” or
the “Company”) in accordance with Act No. 426/2011 Coll.
on Retirement Savings. The Czech National Bank (“CNB”)
approved the formation of the Fund in a decision issued on
17" December 2012 under Ref. No. 2012/12421/570. The decision
came into force on 18" December 2012. The Fund commenced its
activities on 1% January 2013.

Transformation Process

On 20" February 2012, the Company prepared a transformation pro-
ject in accordance with Act No. 427/2011 Coll. on Supplementary
Pension Savings (the “Supplementary Pension Savings Act”); the
project was submitted for approval to the Czech National Bank
on 27" February 2012. The Czech National Bank approved the
project on 7% September 2012. As at 31* December 2012, based
on the transformation project, Penzijni fond Ceské spotitelny, a.s.
(“PFCS”) was dissolved and Ceskd spofitelna — penzijni
spoleénost, a.s. (“CS PS”) and Transformovany fond Ceska
spotitelna — penzijni spolecnost (“CS TF”’) were incorporated. The
incorporation of the companies took effect as at 1% January 2013,
which is the effective date stipulated by the transformation project.

In compliance with the Act, the Company subsequently created
participation funds and pension funds.

Pursuant to a concluded contract, Komer¢ni banka, a.s. (“KB”)
acts as the depository of the Fund.

The Fund is managed by Ceska spotitelna — penzijni spoleénost, a.s.
In compliance with Act No. 426/2011 Coll. on Retirement Savings
(the “Act”), the above company is responsible for the management
of the assets of the Fund, which involves the administration and
handling of the assets.

Pursuant to the classification which is binding for the members
of the Czech Pension Management Companies Association (“APS
CR”), the Fund may be designated as a pension fund as at the date
of approval of the Statute.

Registered Office

Vyvazeny dichodovy fond diichodového spoteni
Ceska spofitelna — penzijni spoleénost, a.s.
Prague 4, Polackova 1976/2

Principal Business

Penzijni spolecnost collects funds to the Pension Fund from the

following sources:

a) parts of income from insurance premiums assignable to partici-
pants and transferred to the account that serves for acceptance of
insurance premiums, transfer of participants’ funds and making
of payments,

b) participants’ funds transferred from another pension fund.

The number of issued pension units (“dichodové jednotky”) and
the period for which the Fund has been formed have been restricted
due to foreseen termination of pension savings funds as described
in Note 5.12.

Pension units of the Fund are offered in the Czech Republic.

Investment Policy of the Fund

The objective of the investment policy is to seek a long-term appre-
ciation of the participants’ funds investing primarily in money
market instruments, state bonds and other debt securities, shares
or other securities representing share in company. The credit and
interest rate risk is actively managed; the unhedged investments
denominated in foreign currencies can form maximum 25% of the
value of the Fund’s assets.

The Fund’s portfolio particularly comprises (or may comprise)
treasury bills, money market funds, bonds, bond funds, discount
certificates, shares and equity funds. The Fund may invest in secu-
rities in compliance with Section 48 of the Act.

The Pension Fund may use techniques and tools relating to invest-
ment securities and money market instruments on condition that
they are used for effective management of the assets. In using the
techniques and instruments, the Pension Fund must always comply
with the manner of investing stipulated in the Fund’s Statute.

The Pension Fund uses techniques and tools for efficient manage-
ment of assets in accordance with the Statute only to manage inter-
est rate risk and currency risk. Pension Fund’s assets that are not
secured against currency risk cannot represent more than 25% of
the value of the Fund’s assets.
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The underlying instrument of a financial derivative must corre-
spond to the Fund’s investment policy and risk profile.

The limits of the Fund are adhered to on the basis of the Act, or
they are regulated in the Fund’s Statute in compliance with the Act.

The Fund’s Operation Principles

The Fund’s operating results arise as the difference between
income and expenses relating to the management of the Fund’s
assets.

The full amount of the generated profit is retained in the Pension
Fund, in the reinvestment fund, as a source for further investments
and increases the value of the pension unit. If a loss arises from
CS PS’s management of the Pension Fund’s assets, the reinvest-
ment fund created from previous years’ profits is used to cover
the loss. If the reinvestment fund is not sufficient to cover the loss,
the loss shall be covered by reducing the capital fund.

The Fund’s assets must not be used to provide a loan or a gift, to
secure a third party liability or to satisfy a liability that does not
relate to the management of the Fund pursuant to Section 57(2) of
the Act on Pension Savings.

Upon managing the Fund’s assets, the Fund must not enter into
a contract for the sale of an investment instrument that does not
constitute part of the Fund’s assets.

The Pension Fund may accept a bank loan or another loan with
maturity not exceeding 6 months in order to complement liquidity
under the terms and conditions stipulated in the Fund’s Statute,
paragraph 31. The Fund is not allowed to accept a loan for the pur-
poses of purchasing an investment instrument.

The aggregate of all received loans must not exceed 5% of the
value of the Fund’s assets.

The terms and conditions are stipulated in the Fund’s Statute and in
the Section 57 of the Act on Pension Savings.

Pursuant to Section 29(2), the equity of Penzijni spolecnost that is
a pension savings scheme operator pursuant to the Act must equal
a minimum of the aggregate of CZK 300 million and 0.05% of the
value of assets in the operated pension funds, participation funds
and the Transformed Fund pursuant to the Act on Supplementary
Pension Savings exceeding CZK 500 million; after the aggregate
reaches CZK 700 million, it is no longer increased. The calcula-
tion shall include the entire value of assets in all pension funds, all
participation funds and the Transformed Fund pursuant to the Act
on Supplementary Pension Savings managed by CS PS. Pursuant
to Section 30, after the expiry of 24 months from the approval
to form the pension funds, the number of participants in the pen-
sion funds managed by CS PS must reach at least 50 thousand
participants.

The Fund’s Statute and Management Fees
The Fund’s Statute is the key binding document of the Fund.

The Pension Fund’s Statute stipulates, in a clear manner, the

following:

a) information concerning the manner of investing the pension
fund,

b) other information necessary for a participant to correctly and
accurately assess the decision to place his/her funds in the pen-
sion fund,

¢) explanation of the risks connected with pension savings,

d) periods and deadlines for valuation of assets and liabilities pur-
suant to Section 63 of the Act, and

e) other information required by implementing regulations.

The Fund’s Statute is approved by the Czech National Bank. The
Statute is binding for CS PS.

The information stipulated in the Fund’s Statute must be regularly
updated.

Penzijni spoleCnost is entitled to a fee from the assets in the

Pension Fund; the amount of the fee must be stipulated in the

Fund’s Statute. The fee consists of the following:

a) fee for the management of the pension funds’ assets,

b) fee for appreciation of the pension funds’ assets, i.e. perfor-
mance fee.

Any and all expenses owing to third parties by Penzijni spole¢nost
in connection with pension savings schemes shall be covered from
the fee, in particular the following:

— fees for the exercise of the activities of the depository and
auditor of the Fund,

— fees paid to the bank,

— fees paid to persons other than Penzijni spolecnost for the
exercise of activities pursuant to Section 91 of the Act and
for the administration of pension savings contracts and
related activities,

— fees paid to the person responsible for the settlement
of investment instruments transactions, transfer points,
securities brokers,

— promotion and advertising costs,

— costs of mediating pension savings contracts.

The fee pursuant to Paragraph a) above must not exceed 0.5% of
the average annual value of the Fund’s equity; such fee shall be
reduced by the costs of purchase, sale and holding of the securities
issued by the collective investment fund.

The average annual value of each pension fund’s equity is deter-
mined as at the last day of the relevant period as a simple arithme-
tic average of the values of a particular fund’s equity for each day
of the relevant period.
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The fee pursuant to Paragraph b) above must not exceed 10% of
the difference between the average annual value of a pension unit
in the relevant period and the highest average annual value of
pension units in previous years since the formation of the pension
fund, multiplied by the average annual number of pension units in
the relevant period.

Penzijni spole¢nost is not entitled to the fee pursuant to Paragraph b)
above if the average annual value of the pension fund’s pension
unit in the relevant period is lower than or equal to the highest
average annual value of the pension unit in previous years since
the formation of the pension fund.

The average value of a pension fund’s pension unit is determined
as at the last day of the relevant period as a simple arithmetic aver-
age of the values of the fund’s pension units for each day of the
relevant period.

For the purposes of determining the fee, the costs of holding the
securities issued by the collective investment fund shall particu-
larly include the proportion of total costs covered from the col-
lective investment fund’s assets that is adequate to the investment
in such fund.

Change in the Fund’s Statute
There were no changes to the Fund’s Statute in 2014 and 2013,

respectively.

Ceska sporitelna — penzijni spoleénost, a.s.
Board of Directors and Supervisory Board

Board of Directors

Chairman Ing. AleS Poklop
Vice Chairman Ing. Martin Kopejtko
Member Ing. Jakub Krkoska, MBA

Supervisory Board

Chairperson of the Board:
Vice Chairman

RNDr. Monika Lausmanova, CSc.
Ing. Ale$ Sedlak

Member Ing. Petr Valenta
Member Ing. Jifi Skorvaga, CSc.
Member Renata Kovaczova
Member Ing. Pavel Mat§gjicek

2. Basis of Preparation of the Financial
Statements

The financial statements have been prepared on the basis of
underlying accounting records maintained in accordance with
Accounting Act No. 563/1991 Coll., and applicable regulations,
decrees and internal standards in compliance with and in the scope
defined in Czech Finance Ministry Regulation No. 501/2002 of
6" November 2002, as subsequently amended, which sets out the
overall framework for the presentation of the financial statements,
and guidelines for the structure and minimum requirements for the

content of the financial statements of banks and certain financial
institutions, and the Czech Accounting Standards for Financial
Institutions, which establish the accounting principles and policies.

The relevant previous year data are recorded in the conditions of
the period to which the financial statements relate.

The Fund is obliged to comply with the regulatory requirements
of the Act.

The presented financial statements are based on the accrual prin-
ciple, under which accounting transactions and other facts are rec-
ognized when they arise and accounted for in the period to which
they relate as to time and content. The financial statements are pre-
sented in compliance with general accounting principles, specifi-
cally the accrual principle, and the prudence concept.

On 12" November 2014, the Government of the Czech Republic
approved the proposal made by the Expert Committee on Pension
Reform and decided to abolish the so-called second pillar of the
pension reform.

No revaluation or classification of closing balances adjustments,
which could result from this fact, were necessary based on account-
ing policies applied and the ensuing valuation method.

The financial statements contain the balance sheet, profit and loss
account, off balance sheet accounts, and notes to the financial
statements.

The presentation of the financial statements requires that the
Company makes estimates which have an impact on the reported
amounts of assets and liabilities as at the date of the financial state-
ments as well as expenses and income in the relevant accounting
period. These estimates are based on information available as at
the date of the financial statements and may differ from the actual
results.

The financial statements have been prepared based on the current
best estimates using all relevant and available information as at the
date of the financial statements.

These financial statements are not consolidated.

All amounts are stated in thousands of Czech crowns (CZK),
unless indicated otherwise.

Explanation Added for Translation into English
These financial statements are presented on the basis of accounting
principles and standards generally accepted in the Czech Republic.
Certain accounting practices applied by the Company that con-
form with generally accepted accounting principles and standards
in the Czech Republic may not conform with generally accepted
accounting principles in other countries.
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3. Accounting Policies

Transaction Recognition Date

Purchases and sales of securities are recognized using trade date
accounting provided that the period between the trade date and
the satisfaction of the liability arising from the contract does
not exceed a period typical for the relevant type of transaction.

The transaction recognition date for derivative contracts is:
a) the date upon which the related contract was entered into;
b) the date when the fulfilment was delivered based on the rel-

evant contract.

The transaction recognition date also is the date when money in
circulation is paid or received, the date when foreign currency
is purchased or sold, the date when a payment is made, the date
when ownership is acquired or terminated, when a receivable
or payable arises, changes or ceases to exist, when assets move
within an accounting entity, and the date when other matters to
be included in the accounting records occur, or when the doc-
uments supporting these other matters are available, or when
other matters are a consequence of internal conditions of the
accounting entity and/or special regulations.

Securities

In accordance with the Fund’s strategy, all securities are clas-
sified as securities valued at fair value against expense or rev-
enue accounts. During the accounting period, securities are
re-measured at fair value on a daily basis pursuant to the Act
No. 240/2013 Coll., on investment companies and investment
funds which entered into force on 3™ July 2013. The Finance
Ministry Regulation No. 194/2011 Coll., on more detailed regu-
lation of certain rules in collective investment has been replaced
by Government Decree of 31% July 2013 on investment funds’
investment activities and administration techniques.

In the Fund’s accounting, securities are recorded at fair value
against expense and revenues accounts. The fair value of the
securities from investment activities is determined in accord-
ance with the International Financial Reporting Standards
with an exception, that an average price between the most
favorable binding offer and demand (MID price) is used for
bonds.

Pursuant to the Act No. 240/2013 Coll., securities are valued
at the price quoted on a public market which is adjusted, as
appropriate, to reflect the rules set out in the Act. If the market
value is unavailable, the Fund uses a value determined by the
Company using valuation models based on discounted future
cash flows according to the yield curve calculated using the
Reuters and Kondor+ systems.

Securities are measured at cost upon initial recognition using
the weighted average method. The acquisition cost includes
direct transaction costs related to the acquisition of securities.

Realized capital gains or losses are recorded in the profit and loss
account within ,Profit or loss from financial operations®.

Accrued interest relating to assets is included in the total balance
of these assets.

Receivables and Payables

The Fund records receivables arising from its transactions with
securities and other operating receivables at their nominal value,
while receivables from positive fair values of derivatives are
recorded at the fair value of the derivatives at the balance sheet
date. Pursuant to the prudence principle, provisions are created
based on the aging of receivables.

The Fund records payables arising from its transactions with secu-
rities and operating payables at their nominal value, while paya-
bles from negative fair values of derivatives are recorded at the fair
value of the derivatives at the balance sheet date.

Financial Derivatives and Hedging Transactions

In the normal course of business, the Fund enters into hedging con-
tracts with financial derivatives to hedge against foreign currency
and interest exposures associated with its transactions on financial
markets. The method of fair value hedges is applied to hedging
derivatives.

The Fund designates certain derivatives as hedges provided that
the following criteria are met:

— the Fund has developed a risk management strategy;

— at the inception of the hedge, the hedging relationship is
formally documented, the documentation identifies the
hedged item and the hedging instrument, and it defines the
risk that is being hedged and the approach to establishing
whether the hedge is effective; and

— the hedge is effective, that is, changes in the fair value
or cash flows of the hedged item are almost fully offset
by changes in the fair value or cash flows of the hedging
instrument and the results are within a range of 80% to
125%.

Nominal values of derivative financial instruments are recognized
in the oft-balance sheet accounts that are restated at fair value on
a daily basis. Changes in the fair value of derivatives that are des-
ignated and qualify as hedges (see above) are recorded as income
or expense. Changes in the fair value of the hedging derivatives
attributable to the risk hedged are recognized in the same income
or expense accounts as differences from revaluation of a hedged
instrument.

All financial derivatives are recorded as assets when the fair value
is positive and as liabilities when the fair value is negative. Fair

values are derived from valuation models.

Derivatives that are not designated as hedging derivatives are
treated as trading derivatives. These derivatives are measured at
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fair value on a daily basis and gains and losses on revaluation are
posted to derivative expense and income accounts.

Certain derivatives are embedded in compound financial instru-
ments, which comprise the host instrument and the derivative.
Pursuant to the applicable regulations, the Fund recognizes
changes in assets and liabilities arising from the movements
in rates or prices of securities or changes in exchange rates
through expense and income accounts. Given that the assets
of the Fund are valued at fair value and changes of fair val-
ues are reported within expenses and income from derivatives,
embedded derivatives are not accounted for separately.

Income Tax
Under effective tax regulations, the corporate income tax rate
applicable to the funds managed by Penzijni spole¢nost is 5%.

Since 1% January 2015, the applicable tax rate has been 0%
based on an amendment to the Act No. 586/1992 Coll.

Deferred Tax

Deferred tax is provided using the liability method on all tem-
porary differences between the carrying amount of assets and
liabilities reported in the balance sheet and their value for tax
purposes. Deferred tax assets are recognized only up to the
amount of probable future taxable income against which the
deferred tax asset can be offset.

Foreign Currency Translations

Foreign currencies are translated using the exchange rate
promulgated by the Czech National Bank as at the relevant
date. As at the balance sheet date, assets and liabilities denom-
inated in foreign currencies are translated on the same basis.

Foreign exchange rate gains and losses from the daily transla-
tion of assets and liabilities in foreign currencies are posted to
expense or income accounts.

Capital Funds

The selling price of a pension unit is calculated by dividing the
Fund’s equity by the relevant number of pension units. Pension
units are sold to the pension savings scheme participants for
the selling price set on a weekly basis.

Interest Income and Expense and Dividend
Income

Interest income and expense are recognized using the accrual
principle.

Dividend income is recognized as at the date when the right to
receive the payment is established (ex-dividend date). Dividend
income from domestic securities is presented after withholding
tax. Dividend income from foreign securities is presented in gross
amount prior to the deduction of withholding tax.

Subsequent Events

The impact of events that occurred between the balance sheet date
and the date of the financial statements preparation is recognized in
the financial statements provided these events provide additional
evidence about conditions that existed at the date of the balance
sheet.

If material events reflecting the facts occurring after the balance
sheet date happened between the balance sheet date and the date
of the financial statements preparation the consequences of these
events are disclosed in the notes to the financial statements but not
recognized in the financial statements.

4. Risk Management

Credit Risk

In accordance with the Statute and the investment strategy, the
Company establishes rules and policies for selecting investment
instruments such that the overall credit risk profile of allocated
investments is consistent with the characteristics of the Fund. New
types of instruments are approved on a case by case basis by the
risk management function together with the specification of limits
for positions pertaining to these instruments. Specific emphasis is
placed on an appropriate rating structure and a relatively detailed
diversification of portfolios (especially in relation to interest bear-
ing securities).

Credit risk was insignificant for the Fund in 2014 as well as in
2013.

Market Risk

The Fund uses a wide range of tools to eliminate risk exposures
attached to its portfolios. Significant attention is paid to market
risks. Apart from statutory restrictions, the Fund is subject to a set
of internal limits having a direct impact on the FX exposure, inter-
est rate exposure (the modified duration range of the Fund), equity
allocation on individual markets according to their volatility, port-
folio rating structure (see above), and other characteristics of the
Fund. The relevant limits are appropriately applied to correspond
with the type of the Fund.

Whenever the Fund purchases new types of instruments, these
instruments are first analysed to assess the potential credit risk, as
well as the market risk that the instruments might bring to or help
eliminate from the portfolio. Subsequently, their appropriateness
and, if appropriate, the acceptable proportion of these instruments
in the portfolio is evaluated.

The portfolio’s risk of unfavourable development of foreign
exchange rates, interest rates, and other market factors is hedged,
to an appropriate extent, by financial derivatives. Financial deriva-
tives are traded on the OTC market as this market enables the trad-
ing of contracts whose parameters and nature appropriately satisfy
the requirements of a hedge. Portfolios primarily include currency
swaps, currency forwards and interest rate swaps.
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Market risk was insignificant for the Fund in 2014 as well as in
2013.

Liquidity Risk

Another monitored risk is the liquidity risk. Liquidity risk is a risk
that the Fund will not have enough available resources to meet
its obligations arising from financial contracts. Liquidity is moni-
tored and managed based on expected cash flows, with appropriate
adjustments made to the structure of securities and term place-
ments portfolios.

Pursuant to the Act, Penzijni spole¢nost is obliged to purchase

a pension unit and credit the relevant account with cash as at the

following dates:

a) the date of receipt of an application to pay one-off insurance pre-
mium for pension insurance pursuant to Section 14 of the Act,

b) the date of receipt of a request to transfer 60% of the partici-
pant’s funds to state budget pursuant to Section 15 of the Act,

c) the date of receipt of an application to transfer funds or make
payment pursuant to Section 16 of the Act,

d) the date of receipt of an application to transfer the participant’s
funds to another pension management company’s pension fund,

e) the date of receipt of the Central Register Administrator’s notice
of registration of another pension savings contract.

Penzijni spole¢nost agrees to pay the amount for deducted pension
units within the periods and by the deadlines stipulated in the Act.

The quantitative information about the residual maturity of assets
and liabilities is given in Note 5.9.

5. Additional Information on the Financial Statements

5.1 Receivables from Banks

Receivables from banks

Current accounts
Total

Balances on current accounts are payable on demand.

5.2 Equity

31 Dec 2014 31 Dec 2013

136,108 27,651
136,108 27,651

The Fund has no registered capital. The initial value of a pension unit is CZK 1. The total value of all pension units is recorded in the ‘Capital

Funds’ account.

The selling price of a pension unit is determined by dividing the Fund’s equity by the number of issued pension units.

As at the last business day of 2014, the value of a pension unit was CZK 1.0032 (2013: CZK 1.0012) being the last published value of
a pension unit in the year in which purchases and buyouts of the Fund’s pension units were realized.

In compliance with the Statute, the 2014 profit of CZK 180 thousand will be transferred to the reinvestment fund that is part of ‘other funds

created from profit’.

In compliance with the Statute, the 2013 profit of CZK 12 thousand was transferred to the reinvestment fund that is part of ‘other funds

created from profit’.

5.3 Changes in Capital Fund

Balance at 1st Jan 2013

Pension units sold

Pension units purchased

Balance at 31t December 2013
Pension units sold

Pension units purchased

Balance at 31t December 2014

Number of Total capital

pension funds
units (items)
27,157,451 27,177
39,913 40
27,117,538 27,137
108,877,484 109,101
336,663 337
108,540,821 135,901
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5.4 Other Liabilities

Other liabilities 31 Dec 2014 31 Dec 2013
Liabilities from contributions by pension insurance scheme participants 6 501
Settlement with state budget 9 1
Total 15 502

Liabilities from contributions by pension insurance scheme participants represent invested funds prior to their matching against the book
of pension units.

5.5 Interest Income

Income 2014 2013
Interest on bank deposits 189 13
Total 189 13

5.6 Management fee, performance fee and depository’s fee

In compliance with the Statute of the Fund, the management fee (“flat fee”) paid to CS PS by the Fund amounts to 0.5% of the average
annual value of the Fund’s equity. The performance fee amounts to 10% of the difference between the average annual value of a pension unit
in the relevant period and the highest average annual value of the pension unit in previous years since the formation of the Fund, multiplied
by the average annual number of pension units.

Based on the decision of CS PS, the 2014 and 2013 management fee was CZK 0, respectively (a fee holiday, see the Price List). The depos-
itory’s fee is included in the management fee.

5.7 Income Tax

The principal income tax components are as follows:

2014 2013
Tax due — current year 9 1
Total income tax 9 1
Current income tax — analysis:

2014 2013
Profit (Loss) before tax 189 13
Items to add 0 0
Deductible items 0 0
Tax base 189 12
Tax (5%) on tax base 9 1
Total tax 9 1

Deferred tax
As at 31 December 2014, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

As at 31 December 2013, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

5.8 Related Party Transactions

Related parties include Ceska spofitelna, a.s., and Ceska spofitelna — penzijni spole&nost, a.s.
No related party costs were recorded in the Fund’s accounting records in 2014.

No related party costs were recorded in the Fund’s accounting records in 2013.
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5.9 Liquidity

The following tables show the residual maturity of assets and liabilities broken down by major classes.

2014

Assets Less than 3 months 1-5years Over 5 years Not Total
3 months -1 year specified

Receivables from banks 136,108 0 0 0 0 136,108

Total assets 136,108 0 0 0 0 136,108

Liabilities

Other liabilities (6) 9) 0 0 0 (15)

Net assets 136,102 (9) 0 0 0 136,093

2013

Assets Less than 3 months 1-5years Over 5 years Not Total
3 months -1 year specified

Receivables from banks 27,651 0 0 0 0 27,651

Total assets 27,651 0 0 0 0 27,651

Liabilities

Other liabilities (501) (1) 0 0 0 (502)

Net assets 27,150 (1) 0 0 0 27,149

Liquidity risk, to which the Fund is exposed, is very low as all the Fund’s assets are cash which allow paying realized buyouts to the Fund’s
Participants in the shortest time possible.

5.10 Off-balance Sheet Assets and Liabilities

The Fund has no off-balance sheet assets or liabilities as at 31% December 2014.
The Fund had no off-balance sheet assets or liabilities as at 31% December 2013.

5.11 Contingent Assets and Liabilities

The Fund has no assets or liabilities that were not disclosed in the balance sheet or off-balance sheet accounts.

5.12 Other Material Disclosures
An amendment to the Act No. 586/1992 Coll. came into force on 1% January 2015, exempting the funds (Transformed Fund — retirement
benefit schemes, participation funds — supplementary pension savings and pension funds — pension savings) from income tax.

On 12" November 2014, the Government of the Czech Republic approved the proposal made by the Expert Committee on Pension Reform
and decided to abolish the so-called second pillar of the pension reform. Consequently, the Fund will not continue as a going concern.
However, no revaluation or classification of closing balances adjustments, which could result from this fact, were necessary based on
accounting policies applied and the ensuing valuation method.

5.13 Subsequent Events

No significant events occurred after the date of the financial statements, which would have a material impact on the Fund’s financial
statements.
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Dynamic Pension Fund of pension savings
Ceska sporitelna — penzijni spole€nost, a. s.

Basic information

The Dynamic Pension Fund of pension savings Ceska spofitelna —
penzijni spolecnost, a.s. CNB issued a decision which permitted
the establishment of the pension fund on 17" December 2012, ref-
erence number 2012/12421/570. The decision came into effect on
18" December 2012.

It is managed by Ceska spofitelna — penzijni spole&nost, a.s.

Registered office at Polackova 1976/2, 140 21 Prague 4,
Identification number (IN): 61672033 Commercial Registry:
Municipal Court in Prague, Section B, Insert 2927, which is
part of a consolidation group, whose parent company is Ceska
spofitelna, a.s., IN: 45244782

Fund characteristics

Investment into the Dynamic Pension Fund is suitable for those
participants who want to reach as high appreciation of their funds
as possible, are experienced in capital markets and are able to
accept significant volatility. The portfolio of the Dynamic fund is
diversified among share, bond, and money markets. The Dynamic
Pension Fund is suitable for experienced investors who are able to
accept longer periods of negative development of the pension unit
value and who can afford to invest funds with minimum invest-
ment horizon of five years. Investment into the Dynamic Pension
Fund is also suitable for less-experienced investors as part of a
broadly diversified portfolio. The goal of the investment policy
is to provide participants with long-term appreciation of funds
invested which are allocated mainly into money market instru-
ments, government bonds, and other debt securities or shares or
similar securities representing a share of a legal entity. Credit and
interest risk is actively managed; unsecured investment denomi-
nated in foreign exchanges can not exceed 50% of the value of the
fund's assets.

Depository
The depository of the pension fund is Komer¢ni banka, a.s., regis-
tered office at Na Piikop¢€ 33/969, 114 07 Prague 1, IN: 45317054

Portfolio manager

Ceska spofitelna, a.s., registered office at Prague 4, Olbrachtova
1929/62, 140 00, IN: 452 44 782, registered in the Commercial
Registry at the Municipal Court in Prague, Section B, Insert 1171.

Senior portfolio manager of the fund is Mgr. Marcel Kostovski,
who is a graduate of broker examinations, CFA Institute and has
been professionally engaged in investments, portfolio manage-
ment and asset management since 1995.

Person responsible for safeguarding and control
of assets of the participation fund

Komer¢ni banka, a.s., registered office at Na Ptikopé 33/969,
114 07 Prague 1, IN: 45317054

Fees and Charges

In 2014, Ceska spofitelna — penzijni spoleénost did not charge
management fee and asset performance fee (Fee holidays) at the
expense of Dynamic Fund of Pension Savings. By Decision of the
Board, fees and charges will not be applied on Pension Savings
funds. In 2015, management of savings in Pension Savings funds
continues for our clients free of charge.

To obtain further information on the pension fund please
visit our office at Polackova 1976/2, Prague 4, 140 21,
call free 956 777 444, or visit www.ceskapenzijni.cz or
info@cs-ps.cz.

Historical Performance
of Dynamic Pension Fund

2% —

0.21%
0.12%

0%

2013 2014
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Top holdings of Dynamic Pension Fund as at 315t December 2014

Name

Money Market

Currency

CZK

NAV and NAV per pension unit as at 315t December 2014
Name

NAV in thousands CZK
NAV per unit of fund in CZK

Portfolio of the pension fund as at 31t December 2014

. Money market 100%

The development of pension unit
of Dynamic Pension Fund (2014)
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Amortised Market value
purchase price in ths CZK

in ths CZK
58,538 58,538

H czk100%

Development of the fund NAV
in millions CZK (2014)
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(Translation of a report originally issued in Czech - see Note 2 to the financial statements.)

INDEPENDENT AUDITOR'S REPORT

To the Participants of the fund Dynamicky déichodovy fond dfichodového sporeni Ceské spofitelna — penzijni
spolecnost, a.s.:

We have audited the financial statements of the fund Dynamicky dfichodovy fond d@chodového spofeni Ceska
sporitelna — penzijni spole¢nost, a.s. as at 31 December 2014 presented in the annual report of the Company
on pages 149 — 158 and our audit report dated 13 March 2015 stated the following:

“We have audited the accompanying financial statements of the fund Dynamicky dchodovy fond dfichodového
sporeni Ceské spofitelna — penzijni spole¢nost, a.s. which comprise the balance sheet as at 31 December
2014, and the income statement for the year then ended, and a summary of significant accounting
policies and other explanatory information. For details of Dynamicky d@chodovy fond dlichodového spofeni
Ceska spotitelna — penzijni spole¢nost, a.s. see Note 1 to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including an assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

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

A member firm of Ernst & Young Global Limited

Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,

has been incorporated in the Commercial Register administered by the Municipal Court in Prague, 147
Section C, entry no. 88504, under Identification No. 26704153.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the fund
Dynamicky d@ichodovy fond déichodového sporeni Ceska spofitelna — penzijni spole¢nost, a.s. as at 31 December
2014, and its financial performance for the year then ended in accordance with accounting principles generally
accepted in the Czech Republic.”

We have also audited the consistency of the annual report with the financial statements described above.
The management of the fund Dynamicky dtichodovy fond dfichodového sporeni Ceskd sporitelna — penzijni
spolecnost, a.s. is responsible for the accuracy of the annual report. Our responsibility is to express, based on
our audit, an opinion on the consistency of the annual report with the financial statements.

We conducted our audit in accordance with International Standards on Auditing and the related implementation
guidance issued by the Chamber of Auditors of the Czech Republic. Those standards require that we plan
and perform the audit to obtain reasonable assurance as to whether the information presented in the annual
report that describes the facts reflected in the financial statements is consistent, in all material respects, with
the financial statements. We have checked that the accounting information presented in the annual report is
consistent with that contained in the audited financial statements as at 31 December 2014. Our work as auditors
was confined to checking the annual report with the aforementioned scope and did not include a review of any
information other than that drawn from the audited accounting records of the Company. We believe that our
audit provides a reasonable basis for our opinion.

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

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

Roman Hauptfleisch, Auditor
License No. 2009

17 April 2015
Prague, Czech Republic

A member firm of Ernst & Young Global Limited
Ernst & Young Audit, s.r.o. with its registered office at Na Florenci 2116/15, 110 00 Prague 1 — Nove Mesto,

has been incorporated in the Commercial Register administered by the Municipal Court in Prague, 148

Section C, entry no. 88504, under Identification No. 26704153.



Dynamic Pension Fund of pension savings Ceska spofitelna — penzijni spole¢nost, a. s., 2014 Annual Report

Balance Sheet
at 31t December 2014

CZK thousand

3

10
12
15

Receivables from banks and credit unions

of which: a) on demand: aa) current accounts
Total assets

Other liabilities

c) liabilities from taxes

d) other liabilities

Reserve funds and other funds created from profit
Capital funds

Profit or loss for the accounting period

Total liabilities

of which: Equity

Off balance sheet accounts

Line
01
02
23
30
33
34
42
43
49
50
51
52

Current

58,538
58,538
58,538

Previous

12,290
12,290
12,290

216

216
12,068
6

12,290
12,074
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Income Statement
for the period ending 31t December 2014

CZK thousand

1 Interest income and similar income
19 Ordinary profit or loss for the accounting period before tax
23 Income tax
24 Profit or loss for the accounting period after tax

Line
01
24
28
29

Current

82
82

4
78

Previous
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Notes to the Financial Statements

for the period ending 31t December 2014

1. Organisation and Description of
Business

Formation and Description of the Business
Dynamicky dtichodovy fond diichodového spofeni Ceské
spofitelna — penzijni spole¢nost, a.s. (the “Fund” or “Dtichodovy
fond — CSPS, a.s.” or the “Pension Fund”) is an accounting
entity without legal entity status, formed by Ceské spofitelna —
penzijni spole¢nost, a.s. (“Penzijni spole¢nost” or “CS PS” or
the “Company”) in accordance with Act No. 426/2011 Coll.
on Retirement Savings. The Czech National Bank (“CNB”)
approved the formation of the Fund in a decision issued on
17" December 2012 under Ref. No. 2012/12421/570. The decision
came into force on 18" December 2012. The Fund commenced its
activities on 1% January 2013.

Transformation Process

On 20" February 2012, the Company prepared a transformation pro-
ject in accordance with Act No. 427/2011 Coll. on Supplementary
Pension Savings (the “Supplementary Pension Savings Act”); the
project was submitted for approval to the Czech National Bank
on 27" February 2012. The Czech National Bank approved the
project on 7% September 2012. As at 31* December 2012, based
on the transformation project, Penzijni fond Ceské spotitelny, a.s.
(“PFCS”) was dissolved and Ceskd spofitelna — penzijni
spoleénost, a.s. (“CS PS”) and Transformovany fond Ceska
spotitelna — penzijni spolecnost (“CS TF”’) were incorporated. The
incorporation of the companies took effect as of 1% January 2013,
which is the effective date stipulated by the transformation project.

In compliance with the Act, the Company subsequently created
participation funds and pension funds.

Pursuant to a concluded contract, Komer¢ni banka, a.s. (“KB”)
acts as the depository of the Fund.

The Fund is managed by Ceska spofitelna —penzijni spolenost, a.s.
In compliance with Act No. 426/2011 Coll. on Retirement Savings
(the “Act”), the above company is responsible for the management
of the assets of the Fund, which involves the administration and
handling of the assets.

Pursuant to the classification which is binding for the members
of the Czech Pension Management Companies Association (“APS
CR”), the Fund may be designated as a pension fund as at the date
of approval of the Statute.

Registered Office

Dynamicky diichodovy fond diichodového spoteni
Ceska spofitelna — penzijni spoleénost, a.s.

Prague 4, Polackova 1976/2

Principal Business

Penzijni spolecnost collects funds to the Pension Fund from the

following sources:

a) parts of income from insurance premiums assignable to partici-
pants and transferred to the account that serves for acceptance of
insurance premiums, transfer of participants’ funds and making
of payments,

b) participants’ funds transferred from another pension fund.

The number of issued pension units (“dichodové jednotky”) and
the period for which the Fund has been formed have been restricted
due to foreseen termination of pension savings funds as described
in Note 5.12.

Pension units of the Fund are offered in the Czech Republic.

Investment Policy of the Fund

The objective of the investment policy is to seek a long-term appre-
ciation of the participants’ funds investing primarily in money mar-
ket instruments, state bonds and other debt securities and shares or
similar securities representing shares on legal persons. The credit
and interest rate risk is actively managed; the unhedged invest-
ments denominated in foreign currencies can form maximum 50%
of the value of the Fund’s assets.

The Fund’s portfolio particularly comprises (or may comprise)
treasury bills, money market funds, bonds, bond funds, discount
certificates, shares and equity funds. The Fund may invest in secu-
rities in compliance with Section 49 of the Act.

The Pension Fund may use techniques and tools relating to invest-
ment securities and money market instruments on condition that
they are used for effective management of the assets. In using the
techniques and instruments, the Pension Fund must always comply
with the manner of investing stipulated in the Fund’s Statute.

The Fund can use financial derivatives to hedge the interest and
currency risks.

The Fund uses techniques and tools for efficient management of

assets in accordance with the Statute to decrease the risk, decrease
the expenses or to reach additional income for the Fund provided
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that the risk undergone is demonstrably low. Pension Fund’s assets
that are not secured against currency risk cannot represent more
than 50% of the value of the Fund’s assets.

The underlying instrument of a financial derivative must corre-
spond to the Fund’s investment policy and risk profile.

The limits of the Fund are adhered to on the basis of the Act, or
they are regulated in the Fund’s Statute in compliance with the Act.

The Fund’s Operation Principles

The Fund’s operating results arise as the difference between
income and expenses relating to the management of the Fund’s
assets.

The full amount of the generated profit is retained in the Pension
Fund, in the reinvestment fund, as a source for further investments
and increases the value of the pension unit. If a loss arises from
CS PS’s management of the Pension Fund’s assets, the reinvest-
ment fund created from previous years’ profits is used to cover
the loss. If the reinvestment fund is not sufficient to cover the loss,
the loss shall be covered by reducing the capital fund.

The Fund’s assets must not be used to provide a loan or a gift, to
secure a third party liability or to satisfy a liability that does not
relate to the management of the Fund pursuant to Section 57(2) of
the Act on Pension Savings.

Upon managing the Fund’s assets, the Fund must not enter into
a contract for the sale of an investment instrument that does not
constitute part of the Fund’s assets.

The Pension Fund may accept a bank loan or another loan with
maturity not exceeding 6 months in order to complement liquidity
under the terms and conditions stipulated in the Fund’s Statute,
paragraph 32. The Fund is not allowed to accept a loan for the pur-
poses of purchasing an investment instrument.

The aggregate of all received loans must not exceed 5% of the
value of the Fund’s assets.

Pursuant to Section 29(2), the equity of Penzijni spolecnost that is
a pension savings scheme operator pursuant to the Act must equal
a minimum of the aggregate of CZK 300 million and 0.05% of the
value of assets in the operated pension funds, participation funds
and the Transformed Fund pursuant to the Act on Supplementary
Pension Savings exceeding CZK 500 million; after the aggregate
reaches CZK 700 million, it is no longer increased. The calcula-
tion shall include the entire value of assets in all pension funds, all
participation funds and the Transformed Fund pursuant to the Act
on Supplementary Pension Savings managed by CS PS. Pursuant
to Section 30, after the expiry of 24 months from the approval
to form the pension funds, the number of participants in the pen-
sion funds managed by CS PS must reach at least 50 thousand
participants.

The Fund’s Statute and Management Fees
The Fund’s Statute is the key binding document of the Fund.

The Pension Fund’s Statute stipulates, in a clear manner, the

following:

a) information concerning the manner of investing the pension
fund,

b) other information necessary for a participant to correctly and
accurately assess the decision to place his/her funds in the pen-
sion fund,

¢) explanation of the risks connected with pension savings,

d) periods and deadlines for valuation of assets and liabilities pur-
suant to Section 63 of the Act, and

e) other information required by implementing regulations.

The Fund’s Statute is approved by the Czech National Bank. The
Statute is binding for CS PS.

The information stipulated in the Fund’s Statute must be regularly
updated.

Penzijni spoleCnost is entitled to a fee from the assets in the

Pension Fund; the amount of the fee must be stipulated in the

Fund’s Statute. The fee consists of the following:

a) fee for the management of the pension funds’ assets,

b) fee for appreciation of the pension funds’ assets, i.e. perfor-
mance fee.

Any and all expenses owing to third parties by Penzijni spole¢nost
in connection with pension savings schemes shall be covered from
the fee, in particular the following:

— fees for the exercise of the activities of the depository and
auditor of the Fund,

— fees paid to the bank,

— fees paid to persons other than Penzijni spolecnost for the
exercise of activities pursuant to Section 91 of the Act and
for the administration of pension savings contracts and
related activities,

— fees paid to the person responsible for the settlement
of investment instruments transactions, transfer points,
securities brokers,

— promotion and advertising costs,

— costs of mediating pension savings contracts.

The fee pursuant to Paragraph a) above must not exceed 0.6% of
the average annual value of the Fund’s equity; such fee shall be
reduced by the costs of purchase, sale and holding of the securities
issued by the collective investment fund.

The average annual value of each pension fund’s equity is deter-
mined as at the last day of the relevant period as a simple arithme-
tic average of the values of a particular fund’s equity for each day
of the relevant period.
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The fee pursuant to Paragraph b) above must not exceed 10% of
the difference between the average annual value of a pension unit
in the relevant period and the highest average annual value of
pension units in previous years since the formation of the pension
fund, multiplied by the average annual number of pension units in
the relevant period.

Penzijni spole¢nost is not entitled to the fee pursuant to Paragraph b)
above if the average annual value of the pension fund’s pension
unit in the relevant period is lower than or equal to the highest
average annual value of the pension unit in previous years since
the formation of the pension fund.

The average value of a pension fund’s pension unit is determined
as at the last day of the relevant period as a simple arithmetic aver-
age of the values of the fund’s pension units for each day of the
relevant period.

For the purposes of determining the fee, the costs of holding the
securities issued by the collective investment fund shall particu-
larly include the proportion of total costs covered from the collec-
tive investment fund’s assets that is adequate to the investment in
such fund.

Change in the Fund’s Statute
There were no changes to the Fund’s Statute in 2014 and 2013,

respectively.

Ceska sporitelna — penzijni spoleénost, a.s.
Board of Directors and Supervisory Board

Board of Directors

Chairman Ing. AleS Poklop
Vice Chairman Ing. Martin Kopejtko
Member Ing. Jakub Krkoska, MBA

Supervisory Board

Chairperson of the Board:
Vice Chairman

RNDr. Monika Lausmanova, CSc.
Ing. Ale$ Sedlak

Member Ing. Petr Valenta
Member Ing. Jifi Skorvaga, CSc.
Member Renata Kovaczova
Member Ing. Pavel Mat§gjicek

2. Basis of Preparation of the Financial
Statements

The financial statements have been prepared on the basis of
underlying accounting records maintained in accordance with
Accounting Act No. 563/1991 Coll., and applicable regulations,
decrees and internal standards in compliance with and in the scope
defined in Czech Finance Ministry Regulation No. 501/2002 of
6" November 2002, as subsequently amended, which sets out the
overall framework for the presentation of the financial statements,
and guidelines for the structure and minimum requirements for the

content of the financial statements of banks and certain financial
institutions, and the Czech Accounting Standards for Financial
Institutions, which establish the accounting principles and policies.

The relevant previous year data are recorded in the conditions of
the period to which the financial statements relate.

The Fund is obliged to comply with the regulatory requirements
of the Act.

The presented financial statements are based on the accrual prin-
ciple, under which accounting transactions and other facts are rec-
ognized when they arise and accounted for in the period to which
they relate as to time and content. The financial statements are pre-
sented in compliance with general accounting principles, specifi-
cally the accrual principle, and the prudence concept.

On 12" November 2014, the Government of the Czech Republic
approved the proposal made by the Expert Committee on Pension
Reform and decided to abolish the so-called second pillar of the
pension reform.

No revaluation or classification of closing balances adjustments,
which could result from this fact, were necessary based on account-
ing policies applied and the ensuing valuation method.

The financial statements contain the balance sheet, profit and loss
account, off balance sheet accounts, and notes to the financial
statements.

The presentation of the financial statements requires that the
Company makes estimates which have an impact on the reported
amounts of assets and liabilities as at the date of the financial state-
ments as well as expenses and income in the relevant accounting
period. These estimates are based on information available as at
the date of the financial statements and may differ from the actual
results.

The financial statements have been prepared based on the current
best estimates using all relevant and available information as at the
date of the financial statements.

These financial statements are not consolidated.

All amounts are stated in thousands of Czech crowns (CZK),
unless indicated otherwise.

Explanation Added for Translation into English
These financial statements are presented on the basis of accounting
principles and standards generally accepted in the Czech Republic.
Certain accounting practices applied by the Company that con-
form with generally accepted accounting principles and standards
in the Czech Republic may not conform with generally accepted
accounting principles in other countries.
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3. Accounting Policies

Transaction Recognition Date

Purchases and sales of securities are recognized using trade date
accounting provided that the period between the trade date and
the satisfaction of the liability arising from the contract does not
exceed a period typical for the relevant type of transaction.

The transaction recognition date for derivative contracts is:

a) the date upon which the related contract was entered into;

b) the date when the fulfilment was delivered based on the relevant
contract.

The transaction recognition date also is the date when money in
circulation is paid or received, the date when foreign currency
is purchased or sold, the date when a payment is made, the date
when ownership is acquired or terminated, when a receivable
or payable arises, changes or ceases to exist, when assets move
within an accounting entity, and the date when other matters to be
included in the accounting records occur, or when the documents
supporting these other matters are available, or when other matters
are a consequence of internal conditions of the accounting entity
and/or special regulations.

Securities

In accordance with the Fund’s strategy, all securities are classi-
fied as securities valued at fair value against expense or revenue
accounts. During the accounting period, securities are re-measured
at fair value on a daily basis pursuant to the Act No. 240/2013 Coll.,
on investment companies and investment funds which entered
into force on 3 July 2013. The Finance Ministry Regulation
No. 194/2011 Coll., on more detailed regulation of certain rules
in collective investment has been replaced by Government Decree
of 31% July 2013 on investment funds’ investment activities and
administration techniques.

In the Fund’s accounting, securities are recorded at fair value
against expense and revenues accounts. The fair value of the secu-
rities from investment activities is determined in accordance with
the International Financial Reporting Standards with an exception,
that an average price between the most favorable binding offer and
demand (MID price) is used for bonds.

Pursuant to the Act No. 240/2013 Coll., securities are valued at the
price quoted on a public market which is adjusted, as appropriate,
to reflect the rules set out in the Act. If the market value is unavail-
able, the Fund uses a value determined by the Company using val-
uation models based on discounted future cash flows according to
the yield curve calculated using the Reuters and Kondor+ systems.

Securities are measured at cost upon initial recognition using the
weighted average method. The acquisition cost includes direct
transaction costs related to the acquisition of securities.

Realized capital gains or losses are recorded in the profit and loss
account within ,Profit or loss from financial operations®.

Accrued interest relating to assets is included in the total balance
of these assets.

Receivables and Payables

The Fund records receivables arising from its transactions with
securities and other operating receivables at their nominal value,
while receivables from positive fair values of derivatives are
recorded at the fair value of the derivatives at the balance sheet
date. Pursuant to the prudence principle, provisions are created
based on the aging of receivables.

The Fund records payables arising from its transactions with secu-
rities and operating payables at their nominal value, while paya-
bles from negative fair values of derivatives are recorded at the fair
value of the derivatives at the balance sheet date.

Financial Derivatives and Hedging Transactions

In the normal course of business, the Fund enters into hedging con-
tracts with financial derivatives to hedge against foreign currency
and interest exposures associated with its transactions on financial
markets. The method of fair value hedges is applied to hedging
derivatives.

The Fund designates certain derivatives as hedges provided that
the following criteria are met:

— the Fund has developed a risk management strategy;

— at the inception of the hedge, the hedging relationship is
formally documented, the documentation identifies the
hedged item and the hedging instrument, and it defines the
risk that is being hedged and the approach to establishing
whether the hedge is effective; and

— the hedge is effective, that is, changes in the fair value
or cash flows of the hedged item are almost fully offset
by changes in the fair value or cash flows of the hedging
instrument and the results are within a range of 80% to
125%.

Nominal values of derivative financial instruments are recognized
in the oft-balance sheet accounts that are restated at fair value on
a daily basis. Changes in the fair value of derivatives that are des-
ignated and qualify as hedges (see above) are recorded as income
or expense. Changes in the fair value of the hedging derivatives
attributable to the risk hedged are recognized in the same income
or expense accounts as differences from revaluation of a hedged
instrument.

All financial derivatives are recorded as assets when the fair value
is positive and as liabilities when the fair value is negative. Fair

values are derived from valuation models.

Derivatives that are not designated as hedging derivatives are
treated as trading derivatives. These derivatives are measured at
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fair value on a daily basis and gains and losses on revaluation are
posted to derivative expense and income accounts.

Certain derivatives are embedded in compound financial instru-
ments, which comprise the host instrument and the derivative.
Pursuant to the applicable regulations, the Fund recognizes
changes in assets and liabilities arising from the movements in
rates or prices of securities or changes in exchange rates through
expense and income accounts. Given that the assets of the Fund are
valued at fair value and changes of fair values are reported within
expenses and income from derivatives, embedded derivatives are
not accounted for separately.

Income Tax
Under effective tax regulations, the corporate income tax rate
applicable to the funds managed by Penzijni spole¢nost is 5%.

Since 1* January 2015, the applicable tax rate has been 0% based
on an amendment to the Act No. 586/1992 Coll.

Deferred Tax

Deferred tax is provided using the liability method on all tempo-
rary differences between the carrying amount of assets and liabili-
ties reported in the balance sheet and their value for tax purposes.
Deferred tax assets are recognized only up to the amount of proba-
ble future taxable income against which the deferred tax asset can
be offset.

Foreign Currency Translations

Foreign currencies are translated using the exchange rate promul-
gated by the Czech National Bank as at the relevant date. As at the
balance sheet date, assets and liabilities denominated in foreign
currencies are translated on the same basis.

Foreign exchange rate gains and losses from the daily translation
of assets and liabilities in foreign currencies are posted to expense
or income accounts.

Capital Funds

The selling price of a pension unit is calculated by dividing the
Fund’s equity by the relevant number of pension units. Pension
units are sold to the pension savings scheme participants for the
selling price set on a weekly basis.

Interest Income and Expense and Dividend
Income

Interest income and expense are recognized using the accrual
principle.

Dividend income is recognized as at the date when the right to
receive the payment is established (ex-dividend date). Dividend
income from domestic securities is presented after withholding
tax. Dividend income from foreign securities is presented in gross
amount prior to the deduction of withholding tax.

Subsequent Events

The impact of events that occurred between the balance sheet date
and the date of the financial statements preparation is recognized in
the financial statements provided these events provide additional
evidence about conditions that existed at the date of the balance
sheet.

If material events reflecting the facts occurring after the balance
sheet date happened between the balance sheet date and the date
of the financial statements preparation the consequences of these
events are disclosed in the notes to the financial statements but not
recognized in the financial statements.

4. Risk Management

Credit Risk

In accordance with the Statute and the investment strategy, the
Company establishes rules and policies for selecting investment
instruments such that the overall credit risk profile of allocated
investments is consistent with the characteristics of the Fund. New
types of instruments are approved on a case by case basis by the
risk management function together with the specification of limits
for positions pertaining to these instruments. Specific emphasis is
placed on an appropriate rating structure and a relatively detailed
diversification of portfolios (especially in relation to interest bear-
ing securities).

Credit risk was insignificant for the Fund in 2014 as well as in
2013.

Market Risk

The Fund uses a wide range of tools to eliminate risk exposures
attached to its portfolios. Significant attention is paid to market
risks. Apart from statutory restrictions, the Fund is subject to a set
of internal limits having a direct impact on the FX exposure, inter-
est rate exposure (the modified duration range of the Fund), equity
allocation on individual markets according to their volatility, port-
folio rating structure (see above), and other characteristics of the
Fund. The relevant limits are appropriately applied to correspond
with the type of the Fund.

Whenever the Fund purchases new types of instruments, these
instruments are first analysed to assess the potential credit risk, as
well as the market risk that the instruments might bring to or help
eliminate from the portfolio. Subsequently, their appropriateness
and, if appropriate, the acceptable proportion of these instruments
in the portfolio is evaluated.

The portfolio’s risk of unfavourable development of foreign
exchange rates, interest rates, and other market factors is hedged,
to an appropriate extent, by financial derivatives. Financial deriva-
tives are traded on the OTC market as this market enables the trad-
ing of contracts whose parameters and nature appropriately satisfy
the requirements of a hedge. Portfolios primarily include currency
swaps, currency forwards and interest rate swaps.
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Market risk was insignificant for the Fund in 2014 as well as in
2013.

Liquidity Risk

Another monitored risk is the liquidity risk. Liquidity risk is a risk
that the Fund will not have enough available resources to meet
its obligations arising from financial contracts. Liquidity is moni-
tored and managed based on expected cash flows, with appropriate
adjustments made to the structure of securities and term place-
ments portfolios.

Pursuant to the Act, Penzijni spole¢nost is obliged to purchase

a pension unit and credit the relevant account with cash as at the

following dates:

a) the date of receipt of an application to pay one-off insurance pre-
mium for pension insurance pursuant to Section 14 of the Act,

b) the date of receipt of a request to transfer 60% of the partici-
pant’s funds to state budget pursuant to Section 15 of the Act,

c) the date of receipt of an application to transfer funds or make
payment pursuant to Section 16 of the Act,

d) the date of receipt of an application to transfer the participant’s
funds to another pension management company’s pension fund,

e) the date of receipt of the Central Register Administrator’s notice
of registration of another pension savings contract.

Penzijni spole¢nost agrees to pay the amount for deducted pension
units within the periods and by the deadlines stipulated in the Act.

The quantitative information about the residual maturity of assets
and liabilities is given in Note 5.9.

5. Additional Information on the Financial Statements

5.1 Receivables from Banks

Receivables from banks

Current accounts
Total

Balances on current accounts are payable on demand.

5.2 Equity

31 Dec 2014 31 Dec 2013

58,538 12,290
58,538 12,290

The Fund has no registered capital. The initial value of a pension unit is CZK 1. The total value of all pension units is recorded in the ‘Capital

Funds’ account.

The selling price of a pension unit is determined by dividing the Fund’s equity by the number of issued pension units.

As at the last business day of 2014, the value of a pension unit was CZK 1.0033 (2013: CZK 1.0012) being the last published value of
a pension unit in the year in which purchases and buyouts of the Fund’s pension units were realized.

In compliance with the Statute, the 2014 profit of CZK 78 thousand will be transferred to the reinvestment fund that is part of ‘other funds

created from profit’.

In compliance with the Statute, the 2013 profit of CZK 6 thousand was transferred to the reinvestment fund that is part of ‘other funds

created from profit’.

5.3 Changes in Capital Fund

Balance at 1st Jan 2013

Pension units sold

Pension units purchased

Balance at 31t December 2013
Pension units sold

Pension units purchased

Balance at 315t December 2014

Number of Total capital

pension funds
units (items)

12,063,495 12,072
4,179 4
12,059,316 12,068
46,552,265 46,650
269,252 270
46,283,013 58,448
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5.4 Other Liabilities

Other liabilities 31 Dec 2014 31 Dec 2013
Liabilities from contributions by pension insurance scheme participants 2 216
Settlement with state budget 4 0
Total 6 216

Liabilities from contributions by pension insurance scheme participants represent invested funds prior to their matching against the book
of pension units.

5.5 Interest Income

Income 2014 2013
Interest on bank deposits 82 6
Total 82 6

5.6 Management fee, performance fee and depository’s fee

In compliance with the Statute of the Fund, the management fee (“flat fee”) paid by the Fund amounts to 0.6% of the average annual value
of the Fund’s equity. The performance fee amounts to 10% of the difference between the average annual value of a pension unit in the rel-
evant period and the highest average annual value of the pension unit in previous years since the formation of the Fund, multiplied by the
average annual number of pension units.

Based on the decision of CS PS, the 2014 and 2013 management fee was CZK 0, respectively (a fee holiday, see the Price List). The depos-
itory’s fee is included in the management fee.

5.7 Income Tax

The principal income tax components are as follows:

2014 2013
Tax due — current year 4 0
Total income tax 4 0
Current income tax — analysis:

2014 2013
Profit (Loss) before tax 82 6
Items to add 0 0
Deductible items 0 0
Tax base 82 6
Tax (5%) on tax base 4 0
Total tax 4 0

Deferred tax
As at 31 December 2014, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

As at 31 December 2013, no temporary differences existed between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

5.8 Related Party Transactions

Related parties include Ceska spofitelna, a.s., and Ceska spofitelna — penzijni spole&nost, a.s.
No related party costs were recorded in the Fund’s accounting records in 2014.

No related party costs were recorded in the Fund’s accounting records in 2013.
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5.9 Liquidity

The following tables show the residual maturity of assets and liabilities broken down by major classes.

2014

Assets Less than 3 months 1-5years Over 5 years Not Total
3 months -1 year specified

Receivables from banks 58,538 0 0 0 0 58,538

Total assets 58,538 0 0 0 0 58,538

Liabilities

Other liabilities 2) 4) 0 0 0 (6)

Net assets 58,536 (4) 0 0 0 58,532

2013

Assets Less than 3 months 1-5years Over 5 years Not Total
3 months -1 year specified

Receivables from banks 12,290 0 0 0 0 12,290

Total assets 12,290 0 0 0 0 12,290

Liabilities

Other liabilities (216) 0 0 0 0 (216)

Net assets 12,074 0 0 0 0 12,074

Liquidity risk, to which the Fund is exposed, is very low as all the Fund’s assets are cash that allows paying realized buyouts to the Fund’s
Participants in the shortest time possible.

5.10 Off-balance Sheet Assets and Liabilities

The Fund has no off-balance sheet assets or liabilities as at 31% December 2014.
The Fund had no off-balance sheet assets or liabilities as at 315 December 2013.

5.11 Contingent Assets and Liabilities

The Fund has no assets or liabilities that were not disclosed in the balance sheet or off-balance sheet accounts.

5.12 Other Material Disclosures
An amendment to the Act No. 586/1992 Coll. came into force on 1% January 2015, exempting the funds (Transformed Fund — retirement
benefit schemes, participation funds — supplementary pension savings and pension funds — pension savings) from income tax.

On 12" November 2014, the Government of the Czech Republic approved the proposal made by the Expert Committee on Pension Reform
and decided to abolish the so-called second pillar of the pension reform. Consequently, the Fund will not continue as a going concern.
However, no revaluation or classification of closing balances adjustments, which could result from this fact, were necessary based on
accounting policies applied and the ensuing valuation method.

5.13 Subsequent Events

No significant events occurred after the date of the financial statements, which would have a material impact on the Fund’s financial
statements.
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