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Budapest, April 28, 1995







Dear Member Institution,





Pursuant to Article 13 (1)  of Act No. XXIV of 1993 and  Article 12 of the Government Decree No. 34/1994 (III.18.), the Board has the honour to send the Balance Sheet of the National Deposit Insurance Fund  and the report on the assets and financial position of the Fund to the Member Institutions and other Partners.





The meeting of the Board of Directors held on April 28, 1995 approved the report on the 1994 activities of the Fund and stated the balance sheet as of December 31, 1994 on the basis of the account report, and the Income Statement of 1994.





The report provides the Member Institutions and the Partners of the Fund with detailed information on the  management of the National Deposit  Insurance Fund in its second calendar, but first full business year and on the major  events which took place during last year. 





The main feature of 1994 for the Fund was that our financial situation was firmly established which is shown in the fact that both the balance sheet total and the resources to be used for deposit insurance purposes grew two-and-half times. 

�









The increased resources will expand the scope of activities of the National Deposit Insurance Fund specified and made mandatory in the law, which corresponds to the long-term interests of the domestic financial institution sector and which will allow the Fund to perform its obligations imposed by the legislation while adjusting to and considering the power of endurance of the banking sector. 



Here we would like to thank you for your co-operation and we rely on the efficient partnership strengthening the confidence towards the financial institution system in the future as well.













					Sincerely yours













	Dr. Tamás Rusznák	Elemér Terták

	Chairman of the Board of Directors	Managing Director

�BALANCE SHEET





ASSETS�OPENING

31/12/1993

(in '000 HUF)�CLOSING

31/12/1994

(in '000 HUF)��A. INVESTED ASSETS�29,686�43,293��     I. Intangible Assets�5,207�11,689��         1. Rights and titles�0�0��         2. Intellectual property�5,207�11,689��         3. Book value of foundation,

             reorganisation�0�0��    II. Tangible Assets�24,222�25,158��         1. Real estate�0�0��         2. Machinery, equipment, vehicles�24,222�21,627��         3. Capital investments�0�0��         4. Advances on capital investments�0�0��         5. Value adjustments of tangible

             assets�0�3,531��   III. Financial Investments�257�6,446��B. Current Assets�780,108�1,989,309��     I. Inventory�0�97��         1. Materials�0�0��         2. Products�0�97��         3. Subcontracting�0�0��         4. Advances on inventory�0�0��    II. Receivables�201,095�265,573��         1. Receivables from member

             institutions�191,988�255,300��             a) premium receivable�-4�160��             b) receivables devolved to Fund�191,992�255,140��             c) Premium for liab. undertaken

                 with recourse�0�0��         2. Other receivables from financial

             institutions�0�3,282��         3. Receivables from depositors�0�0��         4. Receivables from the State�5,135�4,644��         5. Other receivables�3,972�2,347��   III. Securities�498,062�1,722,524��         1. Government securities�466,000�1,722,524��         2. Other securities�32,062�0��    IV. Cash�80,951�1,115��         1. Cash in hand, cheques�12�65��         2.  Bank deposits�80,939�1,050��C. PREPAYMENTS AND ACCRUALS�2,624�118,509��TOTAL ASSETS�812,418�2,151,111��

�BALANCE SHEET





LIABILITIES AND OWNERS' EQUITY�OPENING

31/12/1993

(in '000 HUF)�CLOSING

31/12/1994

(in '000 HUF) ��D. OWNERS' EQUITY�624,991�1,705,902��     I. Registered capital�662,693�669,012��    II. Reserves�-540�-37,613��   III. Valuation reserves�0�3,531��   IV. Profit in balance sheet�-37,162�1,070,972��E. PROVISIONS�172,792�412,732��F. LIABILITIES�7,679�5,606��     I. Long term liabilities�0�0��    II. Short term liabilities�7,679�0��         1. Liabilities to member institutions.�0�0��         2. Short term loans�0�0��         3. Liabilities to depositors�0�0��         4. Liabilities to the State�3,432�0��         5. Other short term liabilities�4,247�5,606��G. ACCRUED EXPENSES�6,956�26,871��LIABILITIES TOTAL�812,418�2,151,111��









Budapest, April 10, 1995











	Elemér Terták

	Managing Director

�INCOME STATEMENT

(with the total cost method)



�DESCRIPTION�OPENING

31/12/1993

(in '000 HUF)�CLOSING

31/12/1994

(in '000 HUF)��01�Premium income from member institutions�194,791�1,023,928��02�Premium income from receivables collected on behalf of depositors�

0�

0��03�Commission income from reimbursement of deposits with government guarantee�

5,135�

0��I�Income from deposit insurance (01+02+03)�199,926�1,023,928��II�Other income�3,019�2,130��III�Non-deposit insurance income�0�1,663��IV�Income from financial transactions�57,110�431,915���Use of provisions�0�172,792��V�Extraordinary income�0�0��05�Costs of reimbursement of frozen deposits�11,772�7,861��06�Costs of collection of receivables on behalf of depositors�0�0��07�Costs incurred in the reimbursement of government guaranteed deposits�4,946�208��VI�Expenditure related to deposit insurance (05+06+07)�16,718�8,069��VII �Other expenditure

Provisions�21,659

172,792�12,745

412,732��VIII�Expenditures not related to deposit insurance�0�0��IX�Costs of financial transactions�16�6��X�Extraordinary expenditures�5�0��08�Material type expenditure�2,344�4,999��09�Labour costs�30,722�59,689��10�Depreciation charge�2,537�10,067��11�Other costs�50,424�53,149��XI�Operating costs (08+09+10+11)�86,027�127,904��A�Profit as per balance sheet (I+II+III+IV+ Use of Provisions+V-VI-VII-

Provisions-VIII-IX-X-XI)�

-37,162�

1,070,972��

Budapest, April 10, 1995





	Elemér Terták

	Managing Director

�A. GENERAL DESCRIPTION





1. INTRODUCTION OF NDIF AND OF THE ECONOMIC ENVIRONMENT





The favourable development of the year 1994 was the economic growth, however, this took place while the balance of the national economy, which describes the internal and external financial position, further deteriorated and even exceeded the severe figures of 1993.

The economic upswing is shown in the - projected - growth of the GDP by 2 % and in the 9 % growth of the industrial production within that. Exports showed a dynamic increase, however, the import costs exceeded the export revenue by about one third which is the decisive factor for the deficit of the current account. For funding the deficit of the current account the external borrowings of the entrepreneurial sector approximated the borrowings of the banking sector and the influx of the venture capital.





The consumer price index decreased somewhat (18.5-19 %) when compared with the previous years and the gap between the production and consumer price index narrowed, but is still fairly broad. Considering the aims of keeping the inflation under control and of improving the export competitiveness, the Central Bank devaluated the Forint towards the currency basket in several smaller and one major (8 %) step. 





The net household savings increased significantly - in real terms by about 8 %. The majority of the savings increment was realised in securities and in foreign currency deposits and only a smaller part in savings deposits. The Forint devaluation was a significant factor in the increase of the foreign currency deposits. The Forint savings were encouraged and promoted by the launching of government securities with high yields early 1994. 

�The lack of financial balance was also reflected in the increase of the interest rates, especially in the second half of the year. Between the beginning of 1994 and of 1995 the interest rate level of the Central Bank grew by 6 percentage points (from 22 % to 28 %) and the average annual yield of the discount treasury notes by 5 to 7 percentage points, exceeding 30 %, depending on the maturity. The interest rates on savings deposits increased similarly. The high level of interest rates worsens the lack of balance of the budget and renders a heavy burden to the economy.  It also has a negative impact on the deposit insurance business, since in the fierce interest rate contest the financial institutions with solid capital positions and profitability features and the vulnerable ones compete together. A further threat resulting from the high interest rate level is the deterioration of the solvency of the borrowers and the shrinking of the business opportunities of the financial institutions, therefore in a significant part of the banking sector the constraint for recapitalisation by the state could emerge.





Having used different instruments, the Government decided to improve the capital adequacy ratio of those major banks which were involved in the stabilisation programme of the banking system (called bank consolidation) to above 8 % through subordinated loan capital. However, it is not very reassuring that for the time being the environment for the operations of the banking system does not support the self-financed maintenance of the situation which had been stabilised by the end of 1994. The consolidation of the undercapitalised small and medium sized banks was not completed but will take place as part of the privatisation foreseen for the first half of 1995, according Government plans and schedules. The capitalisation of the savings co-operatives, together with other measures aiming at stabilisation took place within OTIVA (National Institution Protection Fund for Savings Co-operatives) and about one third of the savings co-operatives were affected. 





�1.1 Establishing, legal form, tax situation of the Fund





The National Deposit Insurance Fund was established on March 31, 1993 pursuant to Act No. XXIV of 1993 (hereinafter: NDIF Act), which was published in the Hungarian Newsletter No. 36 of 1993. The Fund started the deposit insurance activities specified by law on July 1, 1993.





Pursuant to Article 9 (3) the National Deposit Insurance Fund is not to pay either tax or any duty or fee on its equity, assets, revenues and incomes.





1.2 Member Institutions of the National Deposit Insurance Fund 





Pursuant to Act No. XXIV of 1993 on the establishing of the National Deposit Insurance Fund  and on the detailed rules of its activity, every financial institution that operates in Hungary and accepts deposits shall be the member of the Fund. Only credit co-operatives founded in 1994 are exempt from this obligation.





On December 31, 1994 the Fund had 42 banks and 255 savings co-operatives as its members. During 1994 two newly established banks joined the Fund and the membership of one bank was terminated due to liquidation. The merger of two savings co-operatives took place in 1994.

�There is a substantial difference between banks and savings co-operatives both in terms of capital position and structure of portfolio.  According to the premium returns reflecting the situation at the end of 1993, 93.5 % of the stock of deposits (including the stock of securities which are only partly insured) rests with the banks, but 19 % of the traditional form of savings, the savings deposits of the households was collected by the savings co-operatives. In the stock of deposits collected by the savings co-operatives the volume of the deposits insured by the Fund (NDIF) is only about half the size, while the proportion of the government guaranteed deposits is about twice as high as the banking proportions. (Find the more detailed data in the tables of page 5 on the breakdown of the deposits as per type of financial institution and protection.)





�











Breakdown of deposits as per type of financial institution and of protection��(end of 1993 data)

��������������Stock of Deposits�Of which with ��Insured by �Guaranteed by  �Not �Total����in '000 HUF�Banks�Savings Co-operatives�Total�NDIF�State�insured���Deposits��1.713.588.891�93.2%�6.8%�100.0%�45.4%�35.4%�19.2%�100.0%��of which�Savings dpt.�349.924.272�80.7%�19.3%�100.0%�18.5%�77.5%�4.0%�100.0%���Other deposits�1.363.664.619�96.4%�3.6%�100.0%�52.3%�24.6%�23.1%�100.0%��Securities��163.774.122�96.5%�3.5%�100.0%�20.4%�0.2%�79.4%�100.0%��Interest to be paid��24.321.923�94.3%�5.7%�100.0%�63.3%�4.0%�32.7%�100.0%��Total��1.901.684.936�93.5%�6.5%�100.0%�43.5%�31.9%�24.6%�100.0%��������������









�����������Breakdown of deposits as per type of protection in the different types of financial institutions

��(end of 1993 situation)

��������������Banks�Savings Co-operatives����Insured by�Guaranteed�Not�Total�Insured �Guaranteed by  �Not�Total����NDIF�by State�insured��by NDIF�State�insured���Deposits��47.2%�32.8%�20.0%�100.0%�21.2%�70.9%�7.9%�100.0%��of which�Savings dpt.�17.0%�79.1%�3.9%�100.0%�24.7%�70.7%�4.6%�100.0%���Other deposits�53.7%�22.8%�23.5%�100.0%�16.3%�71.2%�12.5%�100.0%��Securities��19.6%�0.0%�80.4%�100.0%�22.9%�4.7%�72.4%�100.0%��Interest to be paid��62.6%�3.3%�34.1%�100.0%�38.7%�12.8%�48.5%�100.0%��Total��44.8%�29.4%�25.8%�100.0%�21.4%�67.1%�11.5%�100.0%���1.3 Scope of Activities of the Fund





Pursuant to Article 37 (2) of the NDIF Act, the primary role of the Fund is to start reimbursing the sums insured by the Fund to depositors within thirty days after the deposits placed at a member institution are frozen. (Any deposits for which a financial institution is unable to effect payments within three working days qualifies as frozen deposits.)





The insurance provided by the Fund covers all deposits, irrespective of the number or currency of the deposits, that were placed with a member institution of the Fund prior to June 30, 1993 without government guarantee, or after June 30, 1993 as a deposit registered under the name of a specified individual. Furthermore, the insurance covers any securities-like deposit instruments issued by the financial institution prior to June 30, 1993, until their maturity or first redemption by the financial institution. Pursuant to Article 6 (3) of the Act, the deposits placed by public institutions, financial institutions, insurance institutions, investment funds, etc. are exempt from this provision.





1.4 Sources of the Fund





The main revenue sources of the Fund include the one-off admission fee (Article 22), the regular and extraordinary annual payments by member institutions (Article 23), potentially supplemented by borrowings by the Fund /Article 21 (1) c)/ and other receipts (including the yield of the part of the insurance premium fund invested in government securities and the recovered part of receivables devolving to the Fund under the deposit insurance). During the operations of the Fund in 1993, no borrowing or imposition of  an extraordinary fee was necessary.



�Financial institutions engaged in deposit collection must pay a one-off admission fee at the time of becoming a member institution. The admission fee amounts to 0.5 % of the registered capital of the member institution. The Fund generated an admission fee revenue of 7,500,000 HUF in 1994. 





The upper limit of the regular annual payment obligation of the member institution is 2 �SZIMBÓLUM 137 \f "Arial CE" \s 12�� of the deposit portfolio insured by the Fund as of December 31 of the year proceeding the year in question. The Act allows to impose different premiums depending on various factors influencing the insurance risk of the Fund. The reimbursement redemption limit being 1 million HUF,  the depositors of those financial institutions  enjoy a higher degree of protection by the NDIF where the average value of the deposits is lower.  Therefore the premium rate was 1.6 �SZIMBÓLUM 137 \f "Arial CE" \s 12��  for the financial institutions where the average sum of the deposits was above the reimbursement redemption limit, i.e. exceeded 1 million HUF, and 1.9 �SZIMBÓLUM 137 \f "Arial CE" \s 12�� for the financial institutions where the average deposit volume was smaller. The premium for each of the savings co-operatives engaged in the retail business was calculated with the higher premium rate. 18.8 % of the stock of deposits of the banks belonged to the lower premium rate category. (The following table includes detailed information on the breakdown of the premium rates of the financial institutions and of the stocks of deposits.)



�

�Premium rate %o�Bank�Savings co-op.�Financial institutions��Financial institution�1.6�21�0�21��Number�1.9�18�255�273��Total��39�255�294��Stock of deposits�1.6�18.8%�0.0%���Amount�1.9�81.2%�100.0%���Total��100.0%�100.0%���Stock of deposits�1.6�0.4%�0.0%���Number�1.9�99.6%�100.0%���Total��100.0%�100.0%���Average deposit ������volume in HUF/p��74,025�19,862�68,055��������







Member institutions must make their regular payments, which constitute the most significant income item for the Fund, in quarterly portions, not later than the 15th day of the first month of the quarter. The amount to be paid is based on the self-assessment of the member institution. 





Pursuant to the amendment of the NDIF Act of December 1994, eight financial institutions which transferred 1,265,000,000 HUF to the advanced account of the deposit protection fund held at the National Bank of Hungary in 1991 so as to insure the retail sources of Ingatlanbank Rt. (Real Estate Bank Co.),  were allowed to impute till the end of 1994 the total of 842,609,930 HUF (66.6 %) in their premium payment obligations. Thus no further imputation is possible. 

�1.5 The Managing and Supervisory Bodies of the Fund





Pursuant to Article 12 (1) of the Act No. XXIV of 1993, the supreme organ of the Fund is the Board of Directors. Its members are the President of the National Bank of Hungary, the Administrative Secretary of State of the Ministry of Finance, the President of the State Banking Supervision, two persons delegated by the industry associations of financial institutions and the Managing Director of the Fund. The Board of Directors elects a Chairman and a Deputy Chairman on an annual basis.  In 1994 the Chairman was Miklós Pulai, Secretary General of the Hungarian Banking Association. The Deputy Chairperson of that year was Katalin Botos, resigned President of the State Banking Supervision. 





In 1995 the President of the State Banking Supervision was elected Chairman and the President of the National Savings Co-operatives Association became his deputy. 





Under Article 10 of the Act, the financial  and accounting control of the Fund is performed by the State Audit Office. No such control was performed in 1994.





The Board of Directors entrusted Deloitte �SZIMBÓLUM 38 \f "Arial CE" \s 12�� Touche Ltd. for three years to perform the audit of the financial statements as defined in Article 73 of the Act on Accounting and Article 11 of the Government Decree No. 34/1994 (III.18.)



�B. Notes and Details to the Items of the Balance Sheet and of the Income Statement





2. Composition of the Assets PORTFOLIO





2.1 Invested Assets



2.1.1 Intangible Assets



The invested assets of the Fund amounted to 43,293,000 HUF at the end of the year. The closing portfolio of the intangible assets as of December 31, 1994 amounted to 11,689,000 HUF which comprised exclusively software products.





2.1.2 Tangible Assets





No extraordinary depreciation was made in the year in question.

The major asset types and their proportions were as follows:



Composition of the assets portfolio

Assets

Securities

Financial investments

Intangible assets







�BEÁGYAZÁS Word.Picture.6 ���





2.1.3 Financial Investments





The debits of the owners due to devolved or newly disbursed housing loans of 6,973,000 HUF are included among the loans given, of which amount 800,000 HUF was returned after the statement day, due to miscarriage. 527,000 HUF of this amount is due in 1995. 





2.2 Current Assets



2.2.1 Receivables





The receivables (255,300,000 HUF) reported to the liquidator prior to the defined deadline, frozen at the Heves and Vicinity Savings Co-operative, devolved to the Fund in the amount reimbursed to the depositors of the first deposits subject to NDIF insurance, the withholding tax on the taxable interest of the deposits with gross interest paid to the tax authorities instead of the financial institution and also the  premium and one-off admission fee receivables are stated under receivables from member institutions.

As defined in Article 28 (2) (f) of the Act No. IL of 1991, the Fund reported the deposits devolved to and reimbursed by NDIF and the amount of the withholding tax till the required date of December 27, 1993, the receivables incurred afterwards were reported to the liquidator appointed by the County Court of Heves on a quarterly basis. 

In the course of the liquidation 255,140,000 HUF were paid and such payments reported till the statement day. According to the provisions of the NDIF Act, a significant portion of the remaining amount cannot be paid. However, there remained few claims of small amounts unreported andnot balanced off, due to the lack of data (around the amount  of 2,400,000 HUF). Therewith the reimbursement of the depositors of the Heves and Vicinity Savings Co-operative has practically been concluded.

About three quarter of the reimbursed clients live in Heves and its vicinity and one quarter was resident in the capital. The average amount of the reimbursement to a client was around 100,000 HUF.

Other receivables from financial institutions amount to 3,282,000 HUF and include the amounts which were transferred by NDIF to the financial institutions responsible for the payment, but not yet settled.

The receivables of the Fund from the state amounts to 4,644,000 HUF. The reason for that being that in the resolutions No. 2017/1994 and 2027/1994 the Government requested NDIF to reimburse the owners of the share certificate II and trust certificates of the Heves and Vicinity Savings Co-operative on an equity basis. The amount stated under this title includes the amount of the related after-costs invoiced to the state, the paid withholding tax and the amounts and interest rates of the reimbursement of the share certificates funded by NDIF and not paid for by the Ministry of Finance until the statement day.

Other receivables amount to 1,820,000 HUF which include the buyers and the portfolio of the loan given at the base rate of interest of the Central Bank as defined in Article 29/B of the Act No. XC of 1991. The short-term borrowings, due within one year, of 527,000 HUF of the loans given are stated here.





�2.2.2 Securities





Pursuant to Article 20 (4) of the Act No. XXIV of 1993, the Fund must keep its liquid funds, i.e. the difference of the revenues from admission fees and premiums minus operating expenses and costs of eventual deposit reimbursement, in government securities. Accordingly, on the statement day of the Balance Sheet we had securities to the value of  1,722,524,000 HUF; the structure of the portfolio is as follows:



Description�Purchase price�Interest  stated in  purchase price��DK bill�262,499,665�0��Government bond�1,460,024,072�160,142,814��TOTAL�1,722,523,737�160,142,814��





2.2.3 Cash Items





On the statement day of the Balance Sheet there were the following cash items:



Description�Amount

 ('000 HUF)��NBH settlement account�999��Bank accounts 

(3 pieces)�51��NDIF petty cash�55��NDIF forex counters�10��TOTAL�1,115��





�2.3 Prepayments and Accruals





The following items are stated as prepayments and accruals in the Balance Sheet.



Description�Amount�('000 HUF)��Expenditures incurred in 1994, payable in 1995�83��Broken interest and exchange gain of securities purchased in 1994 and still owned on statement day�118,265��Disbursed loan interests affecting 1994�161��TOTAL:�118,509��







3. EQUITY AND LIABILITIES PORTFOLIO



Description�Balance as of  31/12/1994 ('000 HUF)�Proportion�(%)��Equity�1,705,902�79.30��Liabilities�5,606�0.26��Provisions�412,732�19.19��Accrued expenses�26,871�1.25��TOTAL LIABILITIES AND EQUITY�2,151,111�100,00��



�3.1 Liabilities





The deferred  tax items of the payment obligations of the Fund to the state (PIT, contributions of the employees and of the employer, social security contribution) and the liabilities to domestic suppliers (920,000 HUF) are stated among the other short-term liabilities (5,606,000 HUF).





3.2 Provisions





Pursuant to Article 5 (4) of the Government Decree on the preparation of the statement, the amount of 255,140,000 HUF is stated as liability devolved to the Fund, of which





252,560,000 HUF�devolved to the Fund as a result of the reimbursement of deposits��2,580,000 HUF�withholding tax on the reimbursements��



On the amounts which had not been settled prior to the statement day of the Balance Sheet the Fund must allocate provisions and set them up to the debit of "other expenditure", in accordance with the individual classifications under the Act on Accounting. The basis for provisioning was the balance sheet review report of the Heves and Vicinity Savings Co-operative as of October 31, 1994 and the verbal brief of the liquidator. As it concludes from the document, the liquidator had a money stock of 284,140,000 HUF which can be used for reimbursing the creditors, depending on the decision of the Court. The liquidator did not wish to suggest such partial reimbursement. Article 89/C of the Act on Financial Institutions provides that the claims of the central budget which result from the reimbursement of the government guaranteed deposits of the individuals must be paid after the claims of �deposits with pledge have been reimbursed. The claims declared by the state under such title and accepted by the liquidator amount to 719,215,000 HUF. The records of the liquidator do not include claims with pledge, therefore the referred claims of the state proceed the accepted receivables of the NDIF resulting from deposit reimbursements and from the non-reimbursed deposit claims of the individuals, when setting the payment priorities.

The provisions of 172,792,000 HUF generated on 90 % of the total receivables of the Fund were allocated and based on the information available to us at the end of 1994 and on the principle of prudence, we projected a symbolic return of 1 % and generated provisions on 99 % of the total receivables, to the value of 252,589,000 HUF. 

According to Article 2 (5) of the Act No. XX of 1995 on amending the Act No. XVIII of 1991, provisions must be generated on the interest amount stated in the purchase price of the interest-bearing securities, stated as current assets items and such provisions have to be set up to the debit of the profit. 

Accordingly, we provided further provisioning to the value of 160,143,000 HUF on the securities portfolio of the Fund as of December 31, 1994. �(See the table on page 7)

Description of the provisions of 412,732,000 HUF:



252,589,000 HUF�99 % of the receivables devolved to the Fund��160,143,000 HUF�interest stated in the purchase price of the securities portfolio��

(The securities stated in the closing portfolio were sold prior to the preparation of the Balance Sheet. Thus the interest stated in the purchase price was also realised, therefore we deducted this amount from the provisions already generated.)





3.3 Accrued expenses





We have stated accrued expenses of 26,871,000 HUF on statement day. It includes the costs allocated as defined in the securities fund management agreement, the bonuses and their after-costs of the management relevant for 1994, but payable in 1995, the audit fee  and the banking charges.





4. NOTES TO THE ITEMS OF THE INCOME STATEMENT





4.1 Income





In the year in question 63 % of our income arouse from insurance premiums paid by our member institutions. Till December 31, 1994 the member institutions fully met their payment obligations for 1994. There were, however, several member institutions which did not honour the payment deadlines or the premium amounts due. The Fund collected 364,000 HUF as late charges from the member institutions on the default payments of the insurance premium and admission fee. The eventual overpayments and the late charges were settled with our member institutions after the balance statement letters of the Fund were sent out.

The premium payment obligation amounted to 1,023,928,000 HUF in 1994 (of which 972,360,000 HUF was due by banks and 51,568,000 HUF by savings co-operatives). The member institutions made an overpayment of 101,000 HUF in the year in question.





�BEÁGYAZÁS MSDraw ���





Proportion of the payments of the savings co-operatives:

·	is lower than the 6.5 % share in the stock of deposits, since the proportion of the government guaranteed deposits is higher in the savings co-operatives than in the banks;

·	is higher than their 3.2 % share in the deposits insured by the NDIF, since some of the banks were allowed to impute in the first half of 1994 the amount transferred to the deposit protection fund of Ingatlanbank earlier.



The income from the letting of the temporarily not occupied office premises of the Fund generated 63.4 % of the other incomes of 2,130,000 HUF. Furthermore, the incomes from damage claims, late charges and other incomes are disclosed in this amount.

The line of the non-deposit insurance incomes disclose the amount invoiced on the basis of the agreement made by the Ministry of Finance on the reimbursement of the share certificate II and investment fund share to the value of 1,663,000 HUF.

The income from the financial transactions in the value of 431,915,000 HUF represented a substantial portion  (26 %) of our income, which is the result of the management of funds invested in government securities by our portfolio manager. 





�4.2 Description of the Costs by Types





The following chart can be disclosed on the composition of costs and expenditures of the Fund, prior to the breakdown of the costs:





Operating expences	23 %

Expenditure related to deposit insurance	1 %

Provisions	74 %

Other expences	2 %





The after-costs of the deposit reimbursements were stated separately from the operating costs under expenditure, and the non-reclaimable VAT, the different taxes settled with the tax authorities and the municipalities and the amount of the provisions were also disclosed here.





Description�Costs�('000 HUF)�Proportion�(%)��Deposit insurance after-costs

 - reimbursement in Heves�

7,861�

1.81�� - state guarantee assignment�208�0.05��Operating expenses - VAT�8,868�2.05�� - taxes�2,861�0.66�� - other�1,016�0.23��Provisions�412,732�95.20��TOTAL�433,546�100.00��



The provisions represented more than 95 % of our expenditures, the amount of the VAT charged on our purchases was approximately 2 %. 

The after-costs of the deposit reimbursement related to the deposit insurance activity represented slightly less than 2 %. 

�We wish to mention that there are several items under the operating costs which incurred in the course of our activities performed at the Heves and Vicinity Savings Co-operative, which we could not settle, due to the lack of appropriate separation and documentation, and since being of insignificant volumes, were accounted as other operating costs.





4.3 Expenditures, After-costs of the Reimbursement of Deposits Frozen at the Heves and Vicinity Savings Co-operative





Location of payment�Net amount of reimbursed deposits

(HUF)�Number of reimbursed items (p)��K�SZIMBÓLUM 38 \f "Arial CE" \s 12��H Bank, Budapest�232,172,125�2,421��Direct postal transfer�4,683,039�660��Savings Co-op. under liquidation�15,704,463�192��Total�252,559,627�3,273��



The following table reveals the composition of the reimbursements made to the depositors as per location of payment. As defined in Article 37 (5) of the NDIF Act , NDIF entrusted the K�SZIMBÓLUM 38 \f "Arial CE" \s 12��H Budapest Co. to perform the task of reimbursement., then as of April 1994 the savings co-operative in the process of liquidation to pay the reimbursement to the depositors in Heves and its vicinity. Smaller reimbursements were paid to the depositors as mail transfers, because of cost-saving considerations. The total of 252,560,000 HUF was paid from the date of freezing the deposits till the statement day.





�Total costs of the reimbursement of the deposits frozen at the Heves and Vicinity Savings Co-operative, incurred in 1994 and funded by NDIF



Description�Amount�('000 HUF)��Data processing costs�7,154��Advertisment costs�287��Telephone, fax, mailing �82��Other costs�338��Total�7,861��

The table reveals that 91 % of the after-costs of the deposit reimbursement arouse due to the electronic data processing of the deposits and claims reported. Based on the experiences obtained earlier we implemented a development of the system supporting the reimbursement in 1994 which will allow the further decrease of the costs of the reimbursement system. 

The total of 3,273 deposits were reimbursed till the statement day, 1,205 of it were paid in 1994, of which 531 was transferred to OTP (National Savings Bank). Thus, the average specific after-cost of a reimbursement amounted to 6,524 HUF in 1994.

The after-costs of the reimbursement of the government guaranteed deposits at the Heves and Vicinity Savings Co-operative amounted to the total of 208,000 HUF in 1994.





5. ASSETS, FINANCIAL AND INCOME POSITION



Superscripts of the financial position

Composition of assets



Balance Sheet Referen-ce�Description�Balance�('000 HUF)�Proportion�(%)��A�Invested assets�43,293�2.01��B�Current assets�1,989,309�92.48��C�Prepayments and accruals�118,509�5.51���TOTAL ASSETS�2,151,111�100.00���6. Description of the Securities Portfolio



The Fund invested different amounts altogether  27 times throughout 1994. The closing securities portfolio of the Fund amounted to 1,722,524,000 HUF on statement day. In the course of the year we accounted the market profits and interest revenues of 431,534,000 HUF, of which 313,268,000 HUF was realised and 118,266,000 HUF was accrued revenue. We credited our portfolio manager with a commission of 37,306,000 HUF, of which 14,761,000 was already paid and the remaining amount will be paid in 1995.

Net yield of our investments: 39.74 %

No involuntary liquidation took place during 1994, due to the appropriate scheduling of payments.



7. SUMMARY EVALUATION OF THE PERFORMANCE



The NDIF closed its first broken business year with a loss of 37,162,000 HUF. In 1994, however, it generated a positive profit of 1,070,969,000 HUF as disclosed in the Balance Sheet. The reasons for such improvement are as follows:



·	1994 was the first full business year of the Fund;

·	no extraordinary costs of the foundation incurred this year

·	the majority of the reimbursement of the deposits frozen at the Heves and Vicinity Savings Co-operative was stated in the business year 1993; these costs were proportionately reduced;

·	a significant interest rate boom started, especially as of the second half of the year, which could not have been budgeted for, but had a very favourable impact on the asset value of our securities portfolio. Therefore a significant portion of the income exceeding the funding for the operating costs could be invested in the market of the government securities with increasingly higher yields.

·	no reimbursement of deposits was required by the bankruptcy of another bank, therefor no unrealised yields were generated by the eventually necessary involuntary liquidation of securities, no provisions had to be generated on the deposit reimbursements and no additional after-costs incurred.

�

The budgeted income was over-performed by one third, primarily because of the interest revenues significantly higher than projected and as a result of the payments made on the admission of new member institutions.

When compared with the budgeted revenues, the actual income from both premiums and the financial transactions are significantly higher. This is mainly due to the fact that the admission fees and premiums of the institutions which became member of the Fund in 1994 were not included in the budget, however, these amounts significantly increased the amount of the capital which could be invested.

The expenditures deviate very little from the figures of the budget; the difference is due to the increased commission payable to our portfolio manager because of the higher capital amounts invested.

The composition of the values of the non-material services per type as of the year in question:





CA commission	71 %

Other	7 %

Rental	17 %

Banking charges	2 %

Property and other insurance premiums	2 %







C. MISCELLANEOUS INFORMATION





8. INFORMATIVE DATA





8.1 Lawsuits





As far as we know, there were no lawsuits, or any other processes initiated against the National Deposit Insurance Fund in 1994, the Fund has not initiated any such processes, furthermore, there are no such processes in progress.

�In the course of the "Fa." liquidation procedure of the Heves and Vicinity Savings Co-operative the Fund submitted three pleas against the measures and defaults infringing the law of the liquidator. Two of the pleas were fully sustained by the Court and the decrees have in the meantime became final. The third plea was against five measures of the liquidator, of which only one was rejected by the Court. We have appealed against this item of the decree; the Court did not notify the Fund till the closing date of the Balance Sheet on the other items of the decree having become final. 





8.2 Labour Data





Employees�Number �(capita)��Top management�3��Middle management�2��Subordinates of

high education

secondary education�

3

6��TOTAL�14��



The statistical average of the number of employees of the  Fund was 13 capita in 1994. We hired three new employees during the year, one person left the Fund and another one was on maturity leave for a few months. The staff number at the end of the year (14 capita) was 11 capita lower than the upper limit approved by the Board of Directors. 

57 % of the employees hold a degree of higher education and 43 % has the background of secondary education. Seven of the employees have language skills certificates. During the year in question two employees gained special professional skills at training courses. The composition of the employees was as follows on December 31, 1994:





8.3 Establishing the Internal Audit





With the consent of the Board of Directors, the new responsibility of the internal auditor was established and incorporated into the organisational set-up in September 1994, in order to make the organisational and management control of the NDIF more comprehensive. Thus, the three levels of auditing performed by the organs entitled to regularly control whether the operations of the NDIF comply with the legislation in force and respect the provisions of the guiding rules of law have been established. Such control is performed through the audit of 





the National Audit Office

the external auditor

the internal auditor.





An external colleague highly experienced in accounting and internal audit has been hired for the new post. The Regulations on Internal Audit which was passed parallel to recruiting a new employee provides that the internal audit reporting directly to the managing director  has a very important role to play in implementing the management control.





The auditing report on the audit of the inventory related to the closing of the year 1994 was completed prior to the statement day of the balance sheet.



8.4 The new concept of fee payment



The Resolution No. 21/1994 (VI.16.) of the Board of Directors of the National Deposit Insurance Fund approved and the Resolutions No. 24/1994 (IX.22.) and 4/1995 (IV.28.) amended the Premium Payment Regulation of the Fund. The Premium Payment Regulation based the premium self-assessment of the member institutions on the balance sheets approved by the shareholders' meeting which was supplemented by the data required for premium differentiation.  In the first two quarters of the year in question, the amount of the instalment due equals to 25 % of the premium obligation of the previous year, since the balance sheets approved by the shareholders' meeting are not available yet. 

Pursuant to Article 23 (1) of the NDIF Act the rate of the annual premium to be paid by the member institutions is differentiated according to the volume of the average deposit. Pursuant to Article 23 (6) of the same Act, the member institution which did not meet the capital adequacy ratio requirements defined in the Act on Financial Institutions, or did not make a consolidation agreement aiming at meeting such requirements, had to pay the increased premium equalling to 150 % of the amount originally set. Three financial institutions were subject to such increased premium obligation in 1994; the premium surplus under this title amounted to 831,000 HUF, which represents 0.8 �SZIMBÓLUM 137 \f "Arial CE" \s 12�� of the annual premium revenue.)

In general, the new Premium Payment Regulation was well received, since it clearly requires the preparation of an accounting-based premium assessment and thus reduced the workload represented by the providing of statistical data. The NDIF also benefits from the fact that the premium assessments are based on the balance sheets which allows easier computer processing, including the actual premium payments, and more reliable control.



�8.5 Indemnity of the Owners of the "Fa." Share Certificates and Investment Fund Certificates of the Heves and Vicinity Savings Co-operative, Based on the Agreement Made with the Ministry of Finance





In its Resolutions No. 2016/1994 (II.16.) and 2027/1994 (IV.6.) the Government warrants to contribute to the indemnity of the share certificate II and investment fund certificate portfolio amounting to 52,799,816,000 HUF, frozen at the Heves and Vicinity Savings Co-operative, on an equity basis. 

The Ministry of Finance entrusted the NDIF in the agreement dated April 14, 1994 to make the indemnity payment to the owners of the share certificate II and investment fund certificate. The NDIF requested the savings co-operative to assist in performing the payments. The agreement on that was signed by the Fund and the liquidator of the savings co-operative on April 15,

As a result of the payments, 364 capita received indemnity till December 31, 1994. The amount of the indemnity was 42,937,893,000 HUF. No indemnity could be paid to the former office-bearers of the Board of Directors or of the Supervisory Board of the savings co-operative and to the members of their households. The beneficiaries were entitled to the yields of the capital generated up to December 31, 1992 only which had to be reduced by the amount of eventual debts of the beneficiary at the savings co-operative.





8.6 The Activity of the Board of Creditors of the Heves and Vicinity Savings Co-operative 





In our report of the previous year we described the foundation of the Board of Creditors on February 4, 1994. As a member of the Board of Creditors, the NDIF endeavoured to represent and fully enforce the interests of the creditors with making its intellectual resources available to the Board. In the course of this involvement, occasionally it proved necessary to monitor and control the activity of and the measures taken by the liquidator, based on the legal and accounting skills  of the employees of the NDIF.

�During the past year the Board of Creditors tried on several occasions to obtain information from the liquidator on the assets and financial position or the savings co-operative and from time to time it was forced to dispute the measures taken by the liquidator. Therefore the Board of Creditors was doomed to submit several pleas to the County Court of Heves.



Opinion on the Balance Sheet Review Report



Pursuant to the law, the liquidator must prepare the so called balance sheet review report after a period of one year, commencing on the first day of the liquidation (November 9, 1993) and with the attached Opinion of the Board of Creditors submit it to the Court for approval. 

As disclosed by the balance sheet review report describing the assets position of the savings co-operative as of the statement day and by the written valuation on the first year of liquidation, the liquidation procedure identified that the total claim of 1,793,200,000 HUF of the creditors were registered against the assets portfolio of 1,305,278,000 HUF as of the first day of liquidation.

The Board of Creditors expressed severe reservations and professional disagreement with the balance sheet, because it has the opinion that the balance sheet review report does not fully respect the provisions of the laws and decrees, does not provide a valid description of the sequence of payments of the creditors' claims, furthermore, the balance sheet review report does not comply with the different principles specified in the Act on Accounting, and with the mandatory principle of authenticity, primarily. The Board of Creditors disputed the basis used for calculating the liquidation fee, and with regard to the credit instalments defined in the agreement and to the other revenues generated by the activities performed in the course of the liquidation, it disputed the premium rate applied.



Regarding the costs incurred under different titles during the pasts year of the liquidation, the Board disputed on many occasions their volume, pointing out that the Board of Creditors would require a detailed account stated, since some costs most probably exceed the reasonable and acceptable limits. Therefore the Board of Creditors proposed to the Court to instruct the liquidator to have the balance sheet review report audited by an appropriate auditor and to advise the Board on the results of such audit and to pass its final decree on the balance sheet only after receipt of the audit report and of the attestation clause.

�Regarding the proposal on the assets distribution it points out that the priorities of the claims of the creditors can be pleaded and is damaging on several points.





Achievements





Following the plea of the NDIF the County Court of Heves took a resolution on February 3, 1995 and provided that the placing of deposits of an individual does not qualify  as business activity, which means that it can be put two places higher on the priority list (from category F into D). On the basis of this decree, when final., the liquidator will have to send another note to the relevant creditors, since the statements of the confirmation of the claims were different. This is a positive development of principle importance, in view to the expected satisfaction and it will have an impact on a substantial group of creditors.

It is another achievement that the County Court of Heves summoned the liquidator to every time honour the deadlines of 15 days defined by law and never respected so far for the briefs to the Board of Creditors and obliged the liquidator to provide definite and precise information, also within 15 days.

The case of the deposits of the gas and other public utility constructors has been concluded. Considering that these were payments of individuals for funding the development projects which were then deposited in the savings co-operative by the municipalities as part of their involvement in the implementation of the projects, these deposits are to be regarded as the joint property of the individuals who made the payment and they are individually entitled to reimbursement, in accordance with the rules of the government guarantee, or of the deposit insurance.





Expected Payments





As already mentioned in the paragraph (4.2) on the provisions of the Supplementary  Annex , it must be mentioned with regard to the eventual partial payments that in case of such payment of the distributable sum the total amount will be reimbursed to the Hungarian State, as creditor, since pursuant to Article 89/C of the Act on �Financial Institutions, its claims are given absolute priority. Since the total claim of the Hungarian State amounts to almost 1 billion HUF, it is very probable, that the remaining claims of the individuals which were not satisfied by the NDIF or which were not paid because of the upper value limit of 1 billion HUF, including the creditor claim of the NDIF, would generate a low return only. 





8.7 The Liquidation of the Innofinance Merchant Bank Co.





The Innofinance Merchant Bank Rt. returned its licence for performing financial institution activities on June 28, 1994. Therefore the State Banking Supervision initiated the liquidation of  the financial institution on June 30, 1994, in accordance with Article 89 (3) of the Act on Financial Institutions.

On the basis of Article 89 (4) of the Ac on Financial Institutions, the NDIF gave its approval to appointing the Centre for Financial Institution Co. as liquidator. 

As a result of the aforementioned decision of the State Banking Supervision, the deposits at the member institution were frozen on July 6, 1994. The employees of the Fund ensured the saving of the data on the stock of deposits on the day prior to the freezing of deposits and trained the appointed employees of the General Banking and Trust Co. for receiving the eventual claim reports and informed the depositors in the announcement placed in two daily papers on the deposits being frozen and on enforcing the claims.

The disclosed that no deposits insured by the NDIF were placed at the financial institution, accordingly, no claims have been reported to the NDIF up till now and now deposit reimbursement was made.





8.8 International Relations of the NDIC





The year 1994 is regarded as a milestone in the development of our relations with the foreign deposit insurance institutions.





We have established the relationship with ten partner institutions, among them with the newly founded Czech and Polish deposit insurance institutions as well.





The few visits we paid to such organisations which are decisive and of great importance for our institutional approximation and experience laid the ground for the further development of the international relations of NDIF. 





The discussions with the relevant General Directorate of the European Union, which provided us with much practical experience and several items of information that require further considerations, were very important because of the issues related to the legal harmonisation of the Hungarian legislation and that of the European Union, and also because of the upcoming amendment of our banking and bankruptcy law.





The NDIF can also take advantage of the knowledge gained on the activities of the Spanish Deposit Insurance Fund, with special regard to the liquidation of the BANESTO which had a balance sheet total of USD 38 billion.





Special importance was attached to the visit paid to the impressive Federal Deposit Insurance Fund (FDIC) of the US. The knowledge we gained on the practices related to the liquidation of financial institutions and to the bankruptcy management, which are based on the vast experience accumulated over several decades, is considered as the major professional result and benefit of the discussions. Some elements of the US experience can be applied in Hungary as well, like how a deteriorated financial institution can be taken out from the banking system in a cost-efficient way and how the deposit insurance institution can support the maintenance of the confidence level of the depositors. On the occasion of coming into contact with the FDIC we also managed to establish the basis for a regular exchange of experiences in the future. Such opportunity will arise in 1995 as well: the visit of high-ranking FDIC officials to Budapest is planned for this year.





At the suggestion of the Banking Supervision we attended the regional conference of the banking supervisions of Central and Eastern Europe in Saint Petersburg where special attention was devoted to deposit insurance as one of the major subjects. During the conference we made contact with the representatives of the Czech and Polish deposit insurance funds. We provided our colleagues with an in-depth presentation on the Hungarian experience, since the Hungarian legislation  on the deposit insurance and the foundation of the institution proceeded the establishment of the independent institutions for the protection of deposits in the other Central and Eastern European countries.



�

8.9 Foreign Exchange Information





The official foreign exchange medium rate registered by the National Bank of Hungary of the major foreign currencies on the statement day (December 30, 1994) were as follows:





1 USD 	= 	HUF 110.69

1 DEM	=	HUF   71.47

1 ATS 	= 	HUF   10.16

1 GBP 	=	HUF 173.11

1 SFR		=	HUF   84.48

1 FFR		=	HUF   20.73





�INDEPENDENT AUDITORS�SZIMBÓLUM 39 \f "Arial CE"�� REPORT





To the Board of Directors of National Deposit Insurance Fund







We have audited the Balance Sheet as of December 31, 1994, the Income Statement as of the same date and the Supplementary Annex of the National Deposit Insurance Fund (the "Fund") (1027 Budapest, Csalogány u. 9-11.) which comprise the 1994 Report of the Company. It is the task of the management to prepare the annual report. We are responsible for attesting on the basis of our audit the Balance Sheet, the Income Statement and the Supplementary Annex and for assessing whether the related accounting information contained in the Report of the Board of Directors, which is part of the Annual Report, is consistent with that of the Balance Sheet, the Income Statement and the Supplementary Annex.





We conducted our audit in accordance with Chapter VI of the Act No. XVIII of 1991 on Accounting, with the Act No. XXIV of 1993 on the foundation and operations of the National Deposit Insurance Fund and with the provisions of the Government Decree No. 34/1994 (III.18.). The audit includes the random testing of the advices supporting the facts, data and statements of the Balance Sheet, of the Income Statement and of the Supplementary Annex. Furthermore, it also includes the assessment of the basic accounting principles applied and the major projections made by the management and the overall valuation of the presentation of the Balance Sheet, Income Statement and Supplementary Annex. 





Our work with respect to the Report of the Board of Directors was limited to the above mentioned scope and did not include the review of any information other than that drawn from the audited accounting records of the Fund. We believe that our audit provides a reasonable basis for our attestation clause.



�

In our opinion the Annual Report has been compiled in accordance with the Act on Accounting, with the general accounting principles and with the above mentioned Government Decree. The Annual Report provides a true and fair view of the equity, financial position and results of operations of the National Deposit Insurance Fund. 









The projections, market, economic and other unauditable information in the Report of the Board of Directors are not a required part of the Annual Report. We did not audit, or analyse such information and do not express any opinion on such information.
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