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National Deposit Insurance Fund of hungary

1027 Budapest, Horvát u. 14-24.

ANNUAL REPORT 1998

NATIONAL DEPOSIT INSURANCE FUND OF HUNGARY

Balance Sheet (assets)

THUF

ASSETS
31/12/97
31/12/98

A. Fixed assets
46,227
38,469

     I. Intangible assets
3,916
4,816

         1. Rights and concessions
0
0

         2. Intellectual properties
3,916
4,816

         3. Capitalised costs of establishment and reorganisation
0
0

    II. Tangible assets
32,251
24,658

         1. Land and buildings
0
0

         2. Equipment, machinery, vehicles
32,251
24,658

         3. Assets under construction
0
0

         4. Advance on assets under construction
0
0

         5. Revaluation surplus on tangible assets
0
0

   III. Financial investments
10,060
8,995

B. Current assets
13,772,906
18,233,421

     I. Inventories
104,354
17,300

         1. Raw materials and consumable goods
0
0

         2. Goods
104,354
17,300

         3. Subcontracted services
0
0

         4. Advances 
0
0

    II. Receivables
853,463
934,575

         1. Receivables from member institutions
435,454
540,842

             a) Premium receivables
0
38,364

             b) Receivables devolved to the Fund
0
262,073

             c) Fees concerning obligations with recourse
173,526
240,405

         2. Other receivables from credit institutions
349,694
365,194

         3. Receivables from depositors
0
0

         4. Receivables from the government
0
0

         5. Other receivables
68,315
28,539

   III. Securities
12,808,394
17,230,408

         1. Government securities
12,808,394
17,230,408

         2. Other securities
0
0

    IV. Liquid assets
6,695
51,138

         1. Cash, cheques
465
360

         2. Bank deposits
6,230
50,778

C. Prepaid expenses and accrued income
716,549
957,195

TOTAL ASSETS
14,535,682
19,229,085

Budapest, 28 February 1999


Dániel Jánossy 


Managing Director

NATIONAL DEPOSIT INSURANCE FUND OF HUNGARY
Balance Sheet (equity and liabilities)

THUF

EQUITY AND LIABILITIES
31/12/97
31/12/98

D. Shareholders’ equity
13,685,125
18,310,665

     I. Registered capital
752,353
807,017

    II. Reserves
7,461,840
12,932,772

   III. Revaluation reserve 
0
0

   IV. Retained profit for the year
5,470,932
4,570,876

E. Provisions
801,976
860,815

F. Liabilities
7,970
8,469

     I. Long-term liabilities
0
0

    II. Short-term liabilities
7,970
8,469

         1. Liabilities due to member institutions
249
151

         2. Short-term credits
0
0

         3. Liabilities due to depositors
0
0

         4. Liabilities due to the government
0
0

         5. Other short-term liabilities
7,721
8,318

G. Accrued expenses and deferred income
40,611
49,136

TOTAL EQUITY AND LIABILITIES
14,535,682
19,229,085

Budapest, 28 February 1999


Dániel Jánossy 


Managing Director

NATIONAL DEPOSIT INSURANCE FUND OF HUNGARY
Profit and loss account (total cost method)

THUF


Description
1997
1998

01
Premium income from member institutions 
3,573,581
4,992,799

02
Fee income from receivables recovered by depositors’ order
0
0

03
Commission income from the reimbursement of deposits with state guarantee
0
0

04
Fines due to NDIF collected by the Hungarian Banking and Capital Market Supervision
0
9,724

I
Income from deposit insurance (01+02+03+04)
3,573,581
5,002,523

II
Other income
67,459
127,988


Reversal of provisions
701,778
801,976

III
Non-deposit insurance income
0
66,879

IV
Income from financial transactions
2,983,504
5,091,806

V
Extraordinary income
67
27,294

05
Expenses on the payment of frozen deposits
24,511
0

06
Expenses on receivables collected on behalf of depositors
0
0

07
Expenses on the payment of deposits guaranteed by state 
0
0

VI
Expenses on deposit insurance (05+06+07)
24,511
0

VII
Other expenses
266,584
330,344


Provision charges
801,976
860,815

VIII
Non-deposit insurance expenses 
0
0

IX
Expenses on financial transactions
617,519
5,171,625

X
Extraordinary expenses
1,023
0

08
Material-type costs
13,866
16,570

09
Staff costs
82,023
106,151

10
Depreciation
13,112
13,044

11
Other costs
34,843
49,041

XI
Operating costs (08+09+10+11)
143,844
184,806

A
Retained profit for the year (I+II+Reversal of provisions +III+IV+V-VI-VII-Provisions-VIII-IX-X-XI)
5,470,932
4,570,876

Budapest, 28 February 1999


Dániel Jánossy 


Managing Director

NATIONAL DEPOSIT INSURANCE FUND OF HUNGARY
Cash flow statement

THUF
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1. General

1.1 Introduction of National Deposit Insurance Fund of Hungary

Name of the Company:
National Deposit Insurance Fund of Hungary,


short name: NDIF or the Fund

Registered office:
1027 Budapest, Horvát utca 14-24.

Basis of formation:
Act XXIV of 1993

Date of formation:
31 March 1993

Type of business:
Other non-profit oriented bodies (Code 916)

Scope of activity:
Additional financial services not listed elsewhere (Code 6719)

Tax number:
10830516-2-41

Statistical number:
10830516-6719-916-01

Social security number:
71882-6

Members of the Board of Directors:
Vice President of the National Bank of Hungary


Administrative Under-Secretary at the Ministry of Finance


President of the Hungarian Banking and Capital Market Supervision


Secretary General of the Hungarian Banking Association


President of the National Federation of Savings Cooperatives


Managing Director of NDIF and their permanent deputies

1.2 Formation and taxation

Act XXIV of 1993 (hereafter: “the NDIF Act”) was published in the 36th issue of the Official Gazette and as a result the National Deposit Insurance Fund of Hungary was formed on 31 March 1993. It started its statutory deposit insurance operations on 1 July 1993. When Act XXIV of 1993 was overruled, Act CXII of 1996 on credit institutions and financial enterprises, as modified several times, came into force on 1 January 1997 incorporating the rules of Act XXIV.

According to Section 108 (3) of the Act of credit institutions, the National Deposit Insurance Fund of Hungary is not obliged to pay any corporation taxes, local taxes or duties on its assets, revenues and incomes.

1.3 Scope of activity

One of the Fund’s tasks is, in accordance with Section 105 (1) of the Act CXII of 1996 on credit institutions and financial enterprises, to pay indemnification for depositors on deposits insured by the Fund. The indemnification payments should be started within 30 days of the date the deposits are frozen, or in the event of the initiation of liquidation within fifteen days of the court’s proclamation.

Another task of the Fund, which is as important as paying indemnity, is to prevent the deposits from freezing and the credit institution from insolvency. Section 104 of the Act on credit institutions regulates the crisis prevention activity of the Fund, prescribing that the Fund is obliged to choose a crisis management solution which involves the least long term loss.

1.4 The Fund’s governing body and its control

1.4.1 Board of Directors

According to Section 110 (1) of the Act on credit institutions the governing body of the Fund is the Board of Directors, the members of which are the Vice President of the NBH, the Administrative Under-Secretary at the Ministry of Finance, the President of the Hungarian Banking and Capital Market Supervision and two persons appointed by the organisations representing credit institutions and the managing director of the Fund. 

The Board of Directors elects a chairman and a deputy chairman annually from its members. In 1998 Álmos Kovács, Vice President of the NBH acted as chairman and Miklós Pulai, Secretary General of the Hungarian Banking Association was the deputy chairman. In 1999 Miklós Pulai became the current chairman of the Board of Directors, while the chairman of the Hungarian Banking and Capital Market Supervision is the deputy chairman. 

1.4.2 Control of the Fund

Pursuant to Section 109 of the Act on credit institutions, the State Audit Office performs the financial and accounting supervision of the Fund. 

1.5 Economic/financial environment

According to statistics available at the time of the closing date of the report, the majority of the macro level indicators – in spite of the unfavourable world economic environment (e.g. Russian and Far Eastern economic and financial crises) – show that 1998 was a successful year for the Hungarian national economy.

The gross domestic product (GDP) increased by 5.1% according to the preliminary data of the Central Statistics Office. The growth accelerated until the third quarter, then it slowed down slightly in the fourth quarter. In terms of demand the development of the economy was determined by the increase of exports (by 16%) in 1998. At the same time domestic consumption (investments, household consumption) gained ground. According to the preliminary data of the Central Statistics Office investments increased by 11%, thereof the investments of the competitive sector by 17%. The increase in consumption in the fourth quarter approached the growth of GDP. In the whole year the increase was almost 4% in 1998 compared to 2% in 1997.

The current account deficit grew from USD 1 billion in 1997 to USD 2.3 billion. Several factors contributed to this. The development of the economies, which are export markets for the Hungarian economy, ceased. In addition, profit repatriation increased substantially. The difference between the value of exports and imports widened in the second half of the year – but note that the increase in imports was not a significant factor in the growth in the current accounting deficit. Foreign direct and portfolio investments, which do not generate debt, financed nearly two-third of the deficit. Net external debt of the country (without owners’ loans) increased by USD 539 million in 1998. In line with this the net external foreign exchange debt (also without owners’ loans) decreased by USD 367 million in the course of the year.

The budget deficit, without debt management operations, in connection with the bank consolidation and gas industries amounts to HUF 360 billion in 1998, which makes up 3,5% of the estimated GDP. Projections for expenses were fulfilled, while income underwent more favourable changes (due to duty and tax income exceeding the planned value).

In 1998 inflation showed a decreasing trend even compared to the expectations. Month on month consumer inflation rate fell from 18.4% in December 1997 to 10.3% in December 1998, and annual average inflation dropped from 18.3% for 1997 to 14.3% for 1998. The lower than expected increase in prices in the second half of the year was due to the decrease in the world market price of raw materials and fuels and the significant oversupply of consumer products. 

Net household savings were nearly HUF 800 billion in 1998 (22% higher than in 1997). In the first half of the year savings outside credit institutions grew dynamically, especially government securities and quoted stocks within household financial holdings. During the second half of the year the overwhelming part of money invested in quoted stocks returned to the banking sector. Government securities maintained their relatively large importance. Among household credits the growth of consumption credits is remarkable. The increasing demand for the various types of trade credit shows the positive expectations of households.

1.6 The member institutions of the Fund and their deposit portfolio

1.6.1 The number of member institutions

On 31 December 1997, 283 credit institutions counted as members of the Fund, 38 of them were banks, 3 building societies and 242 cooperative institutions. By 31 December 1998 the number of the Fund’s members had increased to 285, due to the following changes:

· During the year – due to a fusion or merger – the number of bank members of the Fund decreased by 3 banks. (ABN-AMRO Bank Magyarország Rt., former Hungarian Credit Bank Rt. merged into ABN Amro Bank Rt., CIB Hungária Bank Rt. merged with Central-European International Bank Rt., Citizens Bank Rt. merged into PK-Bank Rt.). At the same time two banks joined the Fund (Eximbank Rt. and Société Générale Hungaria Bank Rt.).

· Mainly due to fusions the number of savings cooperatives decreased: the savings cooperatives of Egyek, Detk, Ugod, Szakcs, Tiszakarád and Tolcsva merged into other savings cooperatives.

· Pursuant to Section 67(a) of the Act CLVIII of 1997, eight credit cooperatives joined the Fund with effect from 31 March 1998. 

· Otthon Lakástakarékpénztár was formed and joined the Fund.

On 31 December 1998 the Fund had altogether 285 members, of which 37 banks, 236 savings cooperatives, 8 credit cooperatives and 4 building societies. 

1.6.2 View of the insured deposit portfolio by types of deposits and of financial institutions 

According to the 1997 balance sheet data, the shares of the banking sector (including building societies) and the cooperative sector from savings deposited at credit institutions basically remained unchanged (93.2% and 6.8%).

Breakdown of savings by types of financial institutions

Description
1997 opening
1998 opening


Portfolio

in THUF
Portfolio

in THUF
of which




Banks and building societies
Cooperative credit inst.

Deposits
2,745,992,836
3,536,735,585
93.4
6.6

of which savings deposits
454,494,386
501,507,498
74.2
25.8


other deposits
2,291,498,450
3,035,228,087
96.6
3.4

Securities
473,072,585
384,418,182
94.3
5.7

Interest payable
73,774,099
70,809,345
82.1
17.9

TOTAL
3,292,839,520
3,991,963,112
93.2
6.8

The 1998 opening portfolio (and the respective columns of further tables) already includes the data of 8 credit cooperatives that joined the Fund as at 31 March 1998 which is also shown below: 

Credit cooperatives

Description
Portfolio


as at 31 March 1998


in THUF

Deposits
2,187,221

of which savings deposits
608,858


other deposits
1,578,363

Securities
8,464

Interest payable
135,967

TOTAL
2,331,652

The share of deposits insured by NDIF in savings at credit institutions increased from 61% at the beginning of 1997 to 68% at the beginning of 1998, while the portfolio guaranteed by the state decreased from 12.3 % to 10% and the portfolio not insured from 27.1% to 21.7%. The proportion of depositors enjoying some sort of institutional protection within savings credit institution increased from 72.9% at the beginning of 1997 to 78.3% at the beginning of 1998 as a result of the decrease in deposits guaranteed by the state and of the increase in deposits insured by the Fund.

Breakdown of savings by type of coverage

Description
1997 opening
1998 opening


Insured by
Guaranteed
Not
Insured by
Guaranteed
Not


NDIF
by the state
insured
NDIF
by the state
insured

Deposits
71.3%
14.6%
14.1%
75.7%
11.9%
12.4%

of which savings deposits
35.9%
42.6%
21.5%
36.8%
38.6%
24.6%


other deposits
78.3%
9.0%
12.7%
82.2%
6.6%
11.2%

Securities
2.9%
0.2%
96.9%
4.2%
0.2%
95.6%

Interest payable
35%
6.5%
58.5%
44.2%
7.7%
48.1%

TOTAL
60.6%
12.3%
27.1%
68.3%
10.0%
21.7%

The level of protection increased due to a regulation, which qualified savings deposited in a security-type form – earlier excluded from insurance – as deposits as at 1 January 1997. Of these, registered savings belong to the deposits insured by the Fund as at 1 January 1997. The effect of this can be seen not only among securities, but also in the increase of other deposits insured by the Fund by 4 percentage point.

The proportion of uninsured savings deposits further increased (from 21.5% in 1997 to 24.6%), resulting in a lower rate of increase in the proportion of NDIF insured deposits. 

Breakdown of savings by coverage and type of credit institution at the beginning of 1998

Description
Banks and building societies





Insured by
Guaranteed
Not



NDIF
by the state
insured
Total

Deposits
76.9%
10.3%
12.8%
100.0%

of which savings deposits
28.9%
43.2%
27.9%
100.0%


other deposits
82.9%
6.2%
10.9%
100.0%

Securities
1.5%
0.0%
98.5%
100.0%

Interest payable
        44.8%
1.9%
53.3%
100.0%

TOTAL
69.1%
9.2%
21.7%
100.0%

Description
Cooperative credit institutions





Insured by
Guaranteed
Not



NDIF
by the state
insured
Total

Deposits
58.8%
23.0%
18.2%
100.0%

of which savings deposits
59.5%
25.3%
15.2%
100.0%


other deposits
57.8%
20.0%
22.2%
100.0%

Securities
40.6%
3.2%
56.2%
100.0%

Interest payable
41.4%
34.2%
24.4%
100.0%

TOTAL
56.2%
21.6%
22.2%
100.0%

At the beginning of 1998, NDIF insured 69.1% of savings deposited with banks and 56.2% of savings in the cooperative credit institutions sector. This indicates an increase of 7.3 percentage points in the banking sector and 12.8 percentage points in the cooperative sector compared to the beginning of 1997. The proportion of uninsured savings deposits increased mainly in the banking sector.

The large-scale increase in the protection provided by the Fund in the cooperative sector – which differs from the trend of the previous years – is basically affected by the increase in the level of protection of security-type deposits (Section 88 Act on credit institutions) by almost 30 percentage point. The share of 11.3% at the beginning of 1997 rose to 40.6%. (We would like to point out that these should be accounted for under other income.)

In the recent years the proportion of deposits not insured by institutions was always higher in savings cooperatives than in banks. This difference fell from 3 percentage point at the beginning of 1997 to under 1 percentage point by the beginning of 1998.

1.7 The sources of the Fund

According to Section 119 of the Act on credit institutions, the Fund’s own revenue sources include: one-off admission fee, regular premium payments and if necessary, extraordinary annual contributions paid by the members, returns on financial investments of the Fund and the portion recovered from receivables transferred to the Fund. These sources may be supplemented by the Fund through borrowing.
The credit institutions licensed to collect deposits are required to pay a one-off admission fee to the Fund when they become a member institution. The admission fee equals 0.5% of the member institution’s registered capital. In 1998 the Fund’s income from these fees amounted to HUF 55 million.
Section 121 (1) and (2) of the Act on credit institutions specifies the upper limit for the statutory annual regular premium to be paid by the members as 0.2% of the deposit portfolio of the member institution insured by the Fund as at 31 December of the year preceding the year under review. Pursuant to Section 121 (1) of the Act on credit institutions and due to the HUF 1 million reimbursement limit, the premium rate was set lower (0.16%) for credit institutions, where the average size of a deposit was in excess of HUF 1 million and somewhat higher (0.19%) for institutions, where the average amount of a deposit was below HUF 1 million. The average premium rate was 0.18 % in 1998.
Breakdown of the deposit portfolio by premium rates as at the premium declaration date of 1998 

(June 1998)

DescriptionPremium rate 
%Banks and Building societiesCooperative
credit institutionsTotal credit institutions
Number of credit institutions0.1624226
           0.1915247262
Total39249288
Breakdown of deposits0.1635.4 %0.3 %
by value0.1964.6 %99.7 %
Total100 %100 %
Breakdown of deposits0.163.1 %0.2 %
by number0.1996.9 %99.8 %
Total100 %100 %
Average premium rate and deposit size THUF/item0.18257109     209
Among the member institutions, banks with significant retail activities and all but two cooperative credit institutions paid a premium calculated at the higher rate. 
In 1998 out of the HUF 4.9 billion premium income 94 % was paid by banks and 6 % cooperative credit institutions.

The average size of deposits at banks increased by 52 % and at savings cooperatives by 34 % in 1997, and at the beginning of 1998 its value was THUF 257 and THUF 109 respectively.

Besides to the two versions of the normal premium, in certain cases and on a quarterly basis the Fund charged increased or preferential premiums. In accordance with the Premium Regulation, the Fund applied an increased rate to those member institutions that did not meet the required capital adequacy ratio and/or paid their premium or advance premium more than 30 days late, or their activity involved especially high risk. In 1998 six banks and four savings cooperatives paid increased premiums, increasing the Fund’s premium income by HUF 151 million. 
For savings cooperatives which were members of the National Savings Cooperatives’ Institution Protection Fund, an organisation which concluded a co-operation agreement with the Fund and has adequate financial coverage, the double protection permitted the application of preferential premium rates. The preferential rate was applied to 225 savings cooperatives and the allowance reduced the Fund’s current-year premium income by HUF 80 million. In return the National Savings Cooperatives’ Institution Protection Fund reimburses one-third of the possible indemnification paid by the Fund in connection with the relevant member institutions and provides additional services to the Fund upon request, e.g. revision services.
1.8 The Fund’s commitment to pay indemnity and the proportion of liquid assets to commitments

As part of an analysis to assist joining the European Union and of developing a more modern premium policy the Fund carried out a survey of possible maximum indemnity commitments considering the value limit for insurance involving all member institutions. It was found that savings insured by the Fund represent 68% of total savings but the Fund has a commitment to pay indemnity only on 48% of the former, considering the HUF 1 million statutory insurance limit in force. The analysis could take the insurance limit into account by deposits and not by individuals as required by the law. Accordingly, 48% of the 68 % of savings deposited at credit institutions (that is 32.8% of total savings) are guaranteed by the Fund, while 100% of 10% are guaranteed by the state. This means that in 1998 for every HUF 100 savings deposited in Hungary, HUF 43 is guaranteed either by the Fund or the state. This is shown in the following table:

Breakdown of savings by type of protection and indemnity commitment 
as at the date of premium declaration of 1998 (%)

Description
Insured by the Fund
Guaranteed by the state
Not insured
Total

Deposits
75.7
11.9
12.4
100.0

of which 

savings deposits
36.8
38.6
24.6
100.0

other deposits
82.2
6.6
11.2
100.0

Security-type deposits
4.2
0.2
95.6
100.0

Interest payable
44.2
7.7
48.1
100.0

Breakdown of total savings by type of protection
68.3
10.0
21.7
100.0

Degree of statutory commitment
48.0*
100.0
0
-

Total commitment 
32.8
10.0
0
42.8

*(considering HUF 1 million value limit)

The Fund’s coverage ratio is the ratio of its liquid assets as at the beginning of 1998 to the forint value of its commitment as at the date of premium declaration for the 1998 insurance year. At the beginning of 1998 this ratio had a value of 1%, that is HUF 100 commitment was covered by assets of HUF 1.

2 The Fund’s assets, financial position and result of operation 

The main classes of assets in the Fund’s balance sheet as at 
31 December 1998 were as follows:
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Description

Value 

(THUF)

Percentage

A

Fixed assets

38,469

0.20

B

Current assets

18,233,421

94.82

C

Prepaid expenses and 

accrued income

957,195

4.98

TOTAL ASSETS

19,229,085

100.00


The balance sheet total increased at the prior years’ rate. In 1998  total assets and total equity and liabilities amounted to THUF 19,229,085, while at the end of 1997 this sum was THUF 14,535,682. The increase is due to the increase in the value of liquid assets.

Summary evaluation of earnings

THUF 4,570,876 profit for 1998 is approximately HUF 1 billion less than the prior-year profit, owing to the purchase of Realbank Rt. shares and recognition of their loss in value.

The value of retail savings deposited at credit institutions continued to increase compared with the previous year. As a result, the annual premium revenue (THUF 4,992,799) increased by 40% as compared with the prior-year data, significantly exceeding the budgeted figure. A further analysis reveals that the growth was due to the increase of the proportion of deposits insured to the aggregate of new member institutions’ initiation fee and the increase in Hungarian Banking and Capital Market Supervision fines paid by the member institutions.
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I. Cash flows from operating activities (1-11. sorok)

-107,255

-4,934

 1. Retained profit for the year

5,470,932

4,570,876

 2. Depreciation charge

13,112

13,044

 3. Write off of investment

0

3,061,944

 4. Net provision charge

-256,340

58,839

 5. Gain on sale of fixed assets

3,906

0

 6. Changes in trade creditors

-6,892

-601

 7. Changes in other short-term liabilities (excluding trade 

creditors)

1,909

1,100

 8. Changes in accrued expenses

34,874

8,525

 9. Changes in trade debtors 

-435

-10,914

10. Changes in current assets (excluding trade debtors and 

liquid assets) 

-5,072,315

-7,467,101

11. Changes in prepaid expenses and accrued income

-296,006

-240,646

II. Cash flows from investing activities (lines 12-13)

-3,172

-5,287

12. Acquisition of fixed assets

-13,856

-7,541

13. Proceeds from sale of fixed assets

10,684

2,254

III. Cash flows from financing activities (lines 14-17)

0

54,664

14. Proceeds from issuance of share capital (capital increase)

0

54,664

15. Borrowings

0

0

16. Capital contribution received

0

0

17. Redemption of shares (capital decrease)

0

0

18. Repayment of loans

0

0

19. Capital contribution given

0

0

IV. Changes in liquid assets (lines +/-I.+/-II.+/-III.)

-110,427

44,443


Actual operating costs (THUF 184,806) totalled approximately the budgeted figure for 1998 (THUF 184,404).

3 The Fund’s participation in the crisis management at Realbank Rt. 

According to Realbank Rt.’s report as at 30 June 1998 and the auditor’s report, Realbank lost its capital completely. At the bank’s extraordinary general meeting on 4 September 1998 the Fund undertook capital injection of HUF 3.1 billion in order to prevent, within the framework of relevant statutory regulations, the closure of the bank and the freezing of its deposits. On the basis of data available at the end of August 1998 the Fund’s preventive action complied with the statutory requirement of least cost. This means that, according to numerical information available when the decision was made, trying to keep the bank alive rather than paying HUF 12 billion indemnification was a more advantageous solution for the member institutions paying premiums.

Owing to the Fund’s action to prevent bankruptcy, as compared with an immediate liquidation, the recovery prospects of savings for which the bank had or still has legally valid commitments but which do not belong to the scope of deposit insurance (shares and some bonds) also improved.

From September 1998 the bank’s new management carried out a number of measures to regain the depositors’ confidence and to establish the conditions necessary for the operation of the bank. The Fund’s aim was to sell the bank to a professional investor in a short time. However, the efforts made to sell Realbank did not succeed. 

The half-yearly auditor’s report on which the Fund’s actions were based included several elements of uncertainty, such as the financial position of Real-companies which represent a considerable part of the bank’s debtors and liabilities, or the outcome of the legal procedure still going on at the time when the report was signed in connection with small stockholders’ guarantees. With the interests of the owner, the Fund and the preparation for the sale of the bank in view, the management of the bank started to uncover further possible losses without delay and prepared a report countersigned by the auditor on the expected need for provisions as at the end of September and of December 1998. According to this report, following the making of provisions the bank’s loss and its capital deficit of HUF 4 billion were greater than the Fund’s loss-bearing capacity restricted by regulations. The Fund’s Board of Directors decided against an increase in Realbank’s capital because this would have been funded by the premiums paid by the member institutions and that would create an unfair burden on them. 

Investors showing interest in Realbank until January 1999 withdrew, therefore, for lack of investors and because of the unrecoverable loss of capital, the Hungarian Banking and Capital Market Supervision revoked the bank’s licence to operate and imposed a prohibition on payments with effect from 14 January 1999. 

In the meantime the deposit portfolio decreased to HUF 6 billion in two waves, first following the general meeting on 4 September 1998 and secondly at the time of the demonstration of bondholders in January 1999. So the Fund’s statutory commitment to pay indemnity had a value of HUF 5 billion. 

The Fund published its notices of public interest concerning the indemnification of Realbank’s depositors in two national newspapers and in the main county newspapers. It developed an indemnification data base and concluded the necessary contracts with the partners involved in the indemnification. The depositors’ indemnification started on 17 February 1999, within the statutory deadline. 

As for previous cases, a detailed report on the Fund’s participation in Realbank is being prepared. 

Expenses on the prevention and the indemnification of depositors until the date of preparing the balance sheet were as follows:

· For prevention, as specified in Section 104 of the Act on credit institutions, the Fund spent HUF 3,061,944,000. 

· According to the bank’s report the frozen deposit portfolio at Realbank as at 14 January 1999 was HUF 5.7 billion. Of this amount HUF 0.6 billion was the portfolio over HUF 1 million. (These and the data presented below do not contain the frozen bond and certificate of deposit portfolio of about HUF 1 billion which is qualified as not insured.)

More than three-quarters of the deposit portfolio was kept at the two branches in Budapest (together 31%), the branches at Debrecen (17%), at Miskolc (8%) and Tatabánya (
8%), and at the branches at Dabas (7%) and Pécs (6%). Further significant collecting places were in order of importance the branches at Ajka, Eger, Kecskemét and Szolnok.

· Breakdown of the frozen deposit portfolio (billion HUF):


Entrepreneur
Retail
Total

Below HUF 1 million
0.2
4.9
5.1

Over HUF 1 million
0.2
0.4
0.6

Total
0.4
5.3
5.7

So far 15,000 claims have been received from depositors. Cash payments are carried out by Kereskedelmi és Hitelbank Rt., while transfers are carried out by the Fund from its account kept at the National Bank of Hungary. 

· Between 17 February 1999 and 28 February 1999 the following payments were made:
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· In the period between the revocation of Realbank’s licence to operate with effect from 14 January 1999 and 28 February 1999 the following additional costs arose in connection with deposit insurance:

Communication costs:
8,470,043

Costs of printed materials:
498,500

Other (transport, mail, etc.) costs:
175,671

Total:
9,144,214

4 Supplementary information and additional data

4.1 The tasks defined by the Board of Directors of NDIF and the performance thereof

The major decisions on the operation of the Fund are established by the decisions of the Board of Directors in the form of resolutions – within the framework of the relevant legal regulations. In 1998 the Board of Directors made 60 resolutions on the following major themes:

· report and budget for the year;

· premiums/fees (change in regulations, premium allowance of National Savings Cooperatives Institutions Protection Fund members, establishment of increased premium);

· acquisition of property in Realbank Rt.

· contracts (auditor, asset manager, real estate manager)

· renewal of co-operation agreement with National Savings Cooperatives Institutions Protection Fund;

· arrangement for the introduction of the “Deposit Insurance Card”

· control of member institutions;

· information (continuous maintenance of Newsletter, operation of “voice mail box”, Deposit Insurance Guide for depositors)

· introduction of the deposit register

The resolutions have been implemented in terms of their goals and deadlines, except for a few cases where the implementation is outside the competency of the Board of Directors or the management of the Fund.

4.2 Premium-policy of the Fund

Modernisation of the premium payment system, implementation of a sensitive premium payment system, which respects the demand of the member institutions with different (large- and small depositors) clients, is in the centre of the strategy of the Fund. 

According to the current legislation (Section 121 (1) of the Act on credit institutions) in the Hungarian deposit insurance system there is a gap between the basis of calculation of premiums and the insured portfolio. The premium basis exceeds the insured portfolio by the portion of the deposits over HUF 1 million. Therefore based on the information of member institutions, the Fund made a complete assessment of the value of the gap between the premium basis and – considering the HUF 1 million limit – the insured deposit by the member institutions.

The analyses showed, that the gap between the premium basis and the insured deposits are different at the banks, so the “insurance price” paid for the insurance of HUF 1000 deposit is more at the member institutions with large deposit clients, than institutions with small deposit clients. 

For the purpose of reducing the “price gap” in the deposit insurance system, the Fund established a premium payment obligation using two premium rates: 0.16% for the member institutions with average deposit above HUF 1 million and 0.19% for the others.

However, from 1999, while the law will remain unchanged, the premium payment system will be significantly changed. The member institutions must calculate and pay premiums on the basis of four premium rates (differentiated by type of deposits and decreasing on a degressive basis) instead of the current two rates. The highest rate will be decreased from 0.19% to 0.16% and the average rate will be decreased from 0.18% to 0.11% – calculated based on the deposit structure of the member institutions.

4.3 PR-activity of the Fund

With the assistance of Capital Communications Kft., our communication advisor, the changes in the PR-activity commenced in 1997 was continued by introducing new, effective elements at a modest budget. The reaction of the member institutions and depositors on the information memorandums about the activity of deposit insurance and the operation of the Fund was positive.

The voicenews service introduced previously was renewed. The service was completed by interactive access, so in the case of crises, a new menu and up to date information is available. After the acquisition of Realbank shares, the voicenews service was supplemented with a new information service for Realbank clients. 

NDIF held 10 press conferences during the year. We continued to organise press conferences aimed at the different regions to focus on issues of local importance. With this goal 6 press conferences in 5 different places (Szeged, Pécs, Győr, Debrecen, Székesfehérvár) were held.

In the spirit of the association with member institutions, a newsletter was published twice in 1998 (May and December) and addressed to the branches of the member institutions about topical themes concerning the credit institutions.

In the fourth quarter a film was made in co-operation with the staff of Debrecen City Television. The film consists of blocks lasting a few minutes, and speaks about the main information in connection with deposit insurance and procedures to be followed in case of payment. We plan to show the film – if there is a demand – on local television.

In 1998 one of the strategic tasks of the Fund was the establishment of a deposit register. This project was established by the Fund in co-operation with member institutions. The deposit register, which is a significant step in the course of consumer protection, from January 1999 makes it possible for the clients of credit institutions to get reliable, exact and objective information about insurance of deposits. The detailed register lists by name the NDIF secured deposits by credit institution. The register contains each deposit product provided by member institution and also includes the uncirculated, but redeemable deposits. To ensure the up to date status of the register, the member institutions have to report to the Fund changes in products. Five days after the announcement of a sequence numbered NDIF secured product, it must be appear in the register.

As per the model of the “Deposit Insurance Guide” and Section 111 (1)/f of the Act on credit institutions, the Board of Directors had authorisation to require the member institutions to publicly and clearly display at least one copy of the actual deposit register on the wall or in a brochure.

The credit institutions’ own databases are also registered by the Fund on the Fund’s electronic programme.

4.4 Pending litigation

In 1998 the Fund was involved in two litigation cases as defendant; the total value in dispute is approximately HUF 91 million. One of the two cases relates to Iparbankház Rt., and the other is the insolvency of Dunabank Rt.

In 1999 the Fund was involved in two other litigation cases as defendant. The total potential capital receivable of the Fund is approximately HUF 22 million. One of the two cases was proceeded by debenture holders of Realbank Rt., the other is the owner of a certificate of deposit of Heves & Environs Savings Cooperative bankrupted in 1993.

The Fund is involved in a single litigation as claimant where the potential capital receivable by the Fund is approx. HUF 458,000.

NDIF is not aware of any claim on the Fund other than those described in this report.

The Fund has not issued guarantee undertakings that could give rise to payment obligations.

4.5 Human resources

In 1998 the average statistical workforce of the Fund numbered 15.4 persons. During the year the Fund hired 1 new employee, who has a part time job.

69% of the Fund’s employees are graduates of colleges or universities and 31% have secondary education. Seven of the Fund’s employees have certificates of language skills.

The breakdown of the staff on 31 December 1998 was as follows:

Breakdown of staff


Persons

Senior executives
2

Middle management
3

Junior staff:

    higher education

    secondary education


6

5

TOTAL
16

4.6 International activities of NDIF in 1998

Ever since its establishment, NDIF has continuously drawn on the experiences of deposit insurance organisations successfully operating in developed countries. In addition to using foreign expertise, it has recently become common practice for NDIF to share its experience with the deposit insurance organisations of other countries.

In early 1998, the Fund’s managing director contacted the deposit insurance organisation of the Austrian private banks to discuss the differences between the two systems’ operations and the opportunities for professional co-operation.

A special event in the fall of 1998 was an international conference organised by the widely experienced American deposit insurance organisation, FDIC. The conference was attended by the deposit insurance professionals of 45 countries. NDIF was given a special role as its managing director gave a presentation at the first plenary session. On the same day, the deputy managing director of the Fund held a workshop presentation about the Fund’s establishment and 5-year operations. The FDIC agreed to make preparations to establish regular co-operation amongst the deposit insurance organisations on an organised basis.

The Fund’s management aims to promote co-operation between Central and Eastern European deposit insurance organisations. Based on the close bilateral relationship of previous years, the Fund’s management proposed at the international deposit insurance conference in March 1998 closer regional co-operation with the Croatian, Romanian and Slovakian partner organisations. This conference about the theoretical and practical issues of deposit insurance systems was sponsored by the Budapest office of the U.S. foundation Institute for EastWest Studies and organised by NDIF and the International Banking School. The speakers came from the U.S., Great Britain and Sweden. The conference gave a fair picture of the two basic types of deposit insurance systems: the American system, operating with an extensive system and significant numbers of staff, was contrasted with the British and Swedish systems which are restricted to outgoing payments and operate with small numbers of staff. The experiences of the Hungarian deposit insurance system, which represents a middle course, were shared by the Fund’s managing director.

In April 1998, the Fund’s managing director was invited to speak at the 11th conference of the Central and Eastern European Group of Banking Supervisors in Riga, where he shared the experiences of the Hungarian deposit insurance organisation and the options to extend regional co-operation.

In May 1998, an NDIF delegation exchanged experiences at the Romanian Deposit Insurance Fund. The leaders of the Slovakian Deposit Insurance Fund visited NDIF twice to study the payment system.

At the end of 1998, the Fund organised another international deposit insurance conference with the motto “The best deposit insurance is strict review and control”. This was sponsored by a German foundation supporting international legal co-operation. Here German private and cooperative banking experts shared their experiences gathered over the decades and Croatian, Romanian and Slovakian colleagues, who co-operate with one another, presented the developments in their deposit insurance systems.

The Fund’s managing director was asked by the Budapest office of the Institute for EastWest Studies to give a presentation in the Kazakh Republic on Hungarian deposit insurance experiences. Owing to timing difficulties, this will occur in 1999.

The importance of the stabilising role of a deposit insurance organisation within the banking system is underlined by the fact that NDIF is regularly contacted by recognised international credit rating agencies to evaluate specific issues. These agencies (such as Standard & Poor’s and Thomson Bankwatch) come to Hungary to analyse the Hungarian banks and banking system.

5 Strategic goals of NDIF in 1999

The crisis management at and termination of Realbank and other factors prompted NDIF to face new challenges in 1999. Thus the Fund had less freedom in setting its goals than in the previous years. Future strategic goals require a proper response to these external challenges.

a) Supervision

The main lesson from the previous year was to realise the importance of supervision in accordance with legal regulations and control directives. The Fund supervises member institutions in three deposit insurance related areas: premium payment, client information and deposit registration.

Of these, the Fund obtained client information and deposit registration experience in relation to Realbank and could draw further supervision-related conclusions from the case of another member institution. From 1999 compliance with the regulations on deposit registration should be checked. From 1999 the premium payment system has become more differentiated, setting higher requirements for supervisors. Learning from the instance of Realbank payments, the Fund’s supervisory functions should be improved. It is also important that the Fund earns additional income from its supervisory activities (e.g. in 1998 more than HUF 5 million was earned from premium payment adjustments). The three to four NDIF employees responsible for supervisory activities (in addition to other activities) can perform reviews at 8-10 member institutions within a year. (This includes a maximum of 3-5 on-site reviews.) The annual reviews should be doubled and two more full-time employees recruited to provide capacity for these activities. To adapt to the special features of the Fund and the seasonal highs and lows of review activities, this vacancy could be filled by an employee performing reviews part-time. 

b) Payments

Before making payments to Realbank depositors, a board decision was made to re-invite bids from IT partners to be involved in the system of payments to Realbank depositors. This was supported by history of payments to Realbank depositors. The need to modify the 6-year-old concept of the payment system was underlined. In addition to specific technical and software issues, the client service function of the system should be improved using modern IT and telecommunications technology. The allocation responsibilities between experienced NDIF staff and the prospective IT partner should also receive attention.

c) Mitigating the Fund’s losses incurred in relation to Realbank

As a special task for 1999, a favourable recovery ratio should be achieved in the process of liquidating Realbank, primarily using the institutional options of liquidation (e.g. board). Losses can be effectively mitigated if the Fund is effectively represented in legal proceedings. This is likely to require the involvement of external experts, such as contracted law offices and relevant professional advice.

d) Preparing the Realbank report

As for previous practice, NDIF prepared a detailed report primarily for member institutions on the deposit insurance measures taken in relation to Realbank (including both figures and facts). This is of major importance compared to previous practice, as NDIF assumed a new role as majority owner at Realbank, and indemnity had to be paid for the losses identified. The primary goal of the report is to present the consistency and financial rationality of the crisis management process.

e) Risk monitoring at member institutions, analysis and eventual correction of the premium payment system 

The goal of risk monitoring at member institutions, analysis and eventual correction of the premium payment system is based on the risk of member institutions and the risk factors of their liabilities which are recorded on the data base at NDIF. This would primarily serve internal goals (e.g. selection of the member institutions to be supervised, premium differentiation and preparation for crisis management), but the use of the special NDIF supervisory skills to co-operate with the Hungarian Banking and Capital Market Supervision cannot be excluded either. In terms of the more differentiated premium payment system which has been operating since 1999, the first task is analysis, not excluding the possibility of smaller corrections (e.g. interim measuring date). 

f) Co-operation in the modification of the Act on credit institutions

It is well-known that the government put on the agenda the modification of the Act on credit institutions, among others, in view of the interests of the small investors. It is a special task for the Fund to take part in this project, with respect to the eventual effects of the goals listed in points a) and e) on the regulations, the achievement of the plan for the year 2000 to register all the deposits and the promotion of harmonisation of the Hungarian deposit insurance system with EU directives (limits, deposit insurance as a factor of competition etc.).

g) International professional relations

In the past years the Fund’s role as a “bridge” between countries with developed financial and deposit insurance systems and Central and Eastern Europe became apparent. In 1999 there was a demand, on behalf of CIS countries, for the experiences of the Hungarian deposit insurance industry. The Fund has built close professional relations with the deposit insurance institutions of the US, Canada and Germany, and with the neighbouring countries of Croatia, Romania and Slovakia. In 1999 the Fund plans to establish relations with neighbouring Austria to be updated on the experiences of being a member of the EU. As a reply to the enquiry of the FDIC (American deposit insurer) NDIF expressed its interest in the worldwide institutionalised professional co-operation of deposit insurers.

6 Foreign Exchange Information

The official foreign exchange medium rates of the major foreign currencies registered by NBH on the statement day (31 December, 1998) were as follows:

Currency

(1 unit)

    
ECU
USD 
DEM
ATS
GBP
CHF
FRF

HUF
255.70
219.03
130.65
18.57
362.30
158.94
38.95
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		B.S. ref.		Description		Value (THUF)		Percentage

		A		Fixed assets		38,469		0.20

		B		Current assets		18,233,421		94.82

		C		Prepaid expenses and accrued income		957,195		4.98

				TOTAL ASSETS		19,229,085		100.00
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Munka1

				1997		1998

		I. Cash flows from operating activities (1-11. sorok)		-107,255		-4,934

		1. Retained profit for the year		5,470,932		4,570,876

		2. Depreciation charge		13,112		13,044

		3. Write off of investment		0		3,061,944

		4. Net provision charge		-256,340		58,839

		5. Gain on sale of fixed assets		3,906		0

		6. Changes in trade creditors		-6,892		-601

		7. Changes in other short-term liabilities (excluding trade creditors)		1,909		1,100

		8. Changes in accrued expenses		34,874		8,525

		9. Changes in trade debtors		-435		-10,914

		10. Changes in current assets (excluding trade debtors and liquid assets)		-5,072,315		-7,467,101

		11. Changes in prepaid expenses and accrued income		-296,006		-240,646

		II. Cash flows from investing activities (lines 12-13)		-3,172		-5,287

		12. Acquisition of fixed assets		-13,856		-7,541

		13. Proceeds from sale of fixed assets		10,684		2,254

		III. Cash flows from financing activities (lines 14-17)		0		54,664

		14. Proceeds from issuance of share capital (capital increase)		0		54,664

		15. Borrowings		0		0

		16. Capital contribution received		0		0

		17. Redemption of shares (capital decrease)		0		0

		18. Repayment of loans		0		0

		19. Capital contribution given		0		0

		IV. Changes in liquid assets (lines +/-I.+/-II.+/-III.)		-110,427		44,443
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		Dátum:		3/3/99

		Amount given to K&H (HUF)		Number of indemnifica-tion items given to K&H		Amount transferred by the Fund (HUF)		Number of the Fund's indemnifica-tion items		Total amount paid (HUF)		Total number of depositor having received indemnification

		528,013,457		1,439		72,697,208		154		600,710,665		1,593
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