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May 5, 1997 

Dear Partner,





The meeting of the Board of Directors held on 30 April, 1997 approved the report on the 1996 activities of the National Deposit Insurance Fund (NDIF) and on the basis of the report of the auditor established the balance sheet as of 31 December, 1996 and the Income Statement of 1996.



The report provides detailed information on the fourth business year of the Fund as well as on the major events related to deposit insurance that took place after the statement day.



The reinforcement of the financial position of the Fund continued and is clearly shown by the fact, that the balance sheet total and the funds eligible for deposit insurance purposes doubled.

The crisis management techniques used by NDIF have successfully contributed to preserve the sound asset and financial footing of the Fund.



We wish to acknowledge the intellectual contribution of many domestic and foreign partners which are, if not fully, mentioned in the report.







Yours faithfully,











Dr. Tibor Draskovics�Dániel Jánossy��Chairman of the Board of Directors�Managing Director���NATIONAL DEPOSIT INSURANCE FUND

Balance Sheet   ASSETS



HUF ‘000

ASSETS�31 December, 1995�31 December, 1996��A. Invested Assets�41,555�43,055��     I. Intangible assets�7,172�2,534��         1. Rights and titles�0�0��         2. Intellectual property�7,172�2,534��         3. Book value of foundation, reorganisation�0�0��    II. Tangible assets�20,194�25,774��         1. Real estate�0�0��         2. Technical equipment�15,485�24,793��         3. Investments�0�0��         4. Advances on investments�0�0��         5. Value adjustment on tangible assets�4,709�981��   III. Financial investments�14,189�14,747��B. Current Assets�4,879,719�8,810,583��     I. Inventory�13�126,175��         1. Stock�0�0��         2. Goods�13�126,175��         3. Subcontracting�0�0��         4. Advances on inventory �0�0��    II. Receivables�925,994�899,282��         1. Receivables from member institutions�262,828�455,563��             a) Premium receivable�2,966�10,001��             b) Receivables devolved to the Fund�259,862�260,883��             c) Fee concerning obligations with recourse�0�184,679��         2. Other receivables from financial institutions�650,058�349,694��         3. Receivables from depositors�0�0��         4. Receivables from the state�0�0��         5. Other receivables�13,108�94,025��   III. Securities�3,760,688�7,668,004��         1. State securities�3,760,688�7,668,004��         2. Other securities�0�0��    IV. Liquid Assets�193,024�117,122��         1. Cash in hand, cheques�19�343��         2. Bank deposits�193,005�116,779��C. Prepayments and Accruals�156,628�420,543��TOTAL ASSETS�5,077,902�9,274,181��



March 31, 1997





�Dániel Jánossy ���Managing Director���NATIONAL DEPOSIT INSURANCE FUND

Balance Sheet  LIABILITIES





HUF ‘000

LIABILITIES�31 December, 1995�31 December, 1996��D. Equity�3,499,486�8,197,175��     I. Registered capital�669,012�734,354��    II. Accumulated profit reserve�1,033,360�2,826,222��   III. Revaluation reserve �4,709�981��   IV. Profit in balance sheet�1,792,405�4,635,618��E. Provisions�902,384�1,058,316��F. Liabilities�660,328�12,953��     I. Long-term liabilities�0�0��    II. Short-term liabilities�660,328�12,953��         1. Liabilities to member institutions�3�0��         2. Short-term loans�650,000�0��         3. Liabilities to depositors�0�0��         4. Liabilities to the state�1�0��         5. Other short-term liabilities�10,324�12,953��G. Accrued expenses�15,704�5,737��TOTAL LIABILITIES�5,077,902�9,274,181��



March 31, 1997





�Dániel Jánossy ���Managing Director���NATIONAL DEPOSIT INSURANCE FUND

INCOME STATEMENT (with total cost method)





HUF ‘000

�Description�1995�1996��01.�Premium income from member institutions�2,035,972�2,909,620��02.�Premium income from receivables collected on behalf of depositors�

0�

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

0�

0��I.�Income from deposit insurance (01+02+03)�2,035,972�2,909,620��II.�Other income�30,623�755,169���Transfers from provisions�412,732�902,384��III.�Non-deposit insurance income�471�0��IV.�Income from financial transactions�902,065�2,068,661��V.�Extraordinary income�0�0��05.�Costs of reimbursement of frozen deposits�

39,013�

50,599��06.�Costs of collection of receivables on behalf of depositors�

0�

0��07.�Costs incurred in the reimbursement of state guaranteed deposits�

0�

0��VI.�Expenditure related to deposit insurance (05.+06.+07.)�39,013�50,599��VII.�Other expenditures�13,824�375,745���Transfers to provisions�902,384�1,058,316��VIII.�Expenditure not related to deposit insurance�0�0��IX.�Costs of financial transactions�515,611�397,415��X.�Extraordinary expenditure�0�114��08.�Material type expenditure�8,810�12,169��09.�Labour costs�63,950�68,476��10.�Depreciation charge�13,309�12,661��11.�Other expenses�32,557�24,721��XI.�Operating costs (08.+09.+10.+11.)�118,626�118,027��A.�Profit as per balance sheet (I.+II.+Transfers from provisions+III.+IV.+V.-VI.-VII.—Transfers to provisions —VIII.-IX.-X.-XI.)�

1,792,405�

4,635,618��



March 31, 1997



�Dániel Jánossy ���Managing Director��
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�1. GENERAL

1.1. Presentation of the National Deposit Insurance Fund

Name of economic organisation:�National Deposit Insurance Fund���Abbreviation: NDIF or the Fund�����Address:�Horvát utca 14–24. H-1027 Budapest�����Form of foundation:�Act No. XXIV of 1993, in short: NDIF Act�����Date of foundation:�31 March, 1993�����Members of the Board in 1996:�President, National Bank of Hungary���State Secretary, Administration, Ministry of Finance���President, State Banking Supervision���Secretary General, Hungarian Bankers’ Association���Secretary General, National Association of Savings Co-operatives���Managing Director, NDIF���and the permanent deputies to them.��1.2. Economic and financial environment

The stabilisation of the Hungarian economy continued in 1996, with the indicators of internal and external equilibrium improving. As a result of the stabilisation measures introduced in 1995, the deficit of the current account balance of payments and the public finance sector continued to decline; the deficit of the current account amounted to 9% of GDP in 1994, while it had fallen to 3.8% by 1996. In the same period the public finance deficit to GDP ratio was reduced from 8.2% to 3.3%.



On the other hand, economic output remained unchanged, therefore the financial equilibrium could only be improved at the cost of further deterioration of the living standards and the contraction of investments. Total economic output remained stagnant last year (with a growth rate of 0–0.5%), but the signs of growth appeared in the second half of the year. Specifically, industrial output increased by 2.3% in the whole of the year, and by 4.4% in the last quarter. Investments declined by over 4% at constant prices, but in the last quarter they were almost 6% higher than in the same period of the previous year. Living standards continued to decline: as a result of the consumer price increases, decelerating but still close to 24%, and a mere of 17% increase in net income, consumption fell by 3–4%.



Interest rates kept pace with the trend of decelerating inflation, but households retained their willingness to save. According to the 31 December, 1996 figures of the National Bank of Hungary (NBH), the total savings registered in the banking sector (excluding cash accumulation) was HUF 551 billion over the base period figures. Of this, the increase in household savings amounted to HUF 271,4 billion, while the increase in securities issued by banks was HUF 112,5 billion. The portfolio of securities issued by non-financial institutions and purchased by households also increased substantially. Within this, the portfolio of treasury bills and share certificates in open ended investment funds produced the most dynamic growth, while the purchases of government bonds declined.



The stabilisation of the banking system, which was started in 1995, continued in 1996. The quality of the portfolio improved, the qualified assets declined. The after-tax profit of the banking sector was nearly one and a half times that of the previous year level, but the interest income increased only by 3.5%.  The 37% reduction in the additional provisioning requirement also had a favourable effect on earnings.



The quality of receivables in the savings co-operative sector also improved in 1996. The changing structure of placements — the increase of inter-bank lending and T-bill portfolio, the reduction of corporate bond portfolio — resulted in a decreased risk for the savings co-operatives.

1.3. The creation of the Fund, its tax position

NDIF was created upon the promulgation of the Act No. XXIV of 1993 (NDIF Act) on 31 March, 1993; it commenced its deposit insurance activities as defined in the law on 1 July, 1993.

In accordance with Article 9 (3) of NDIF Act, the Fund does not pay any tax or duty in respect of its equity, income or earnings.

1.4. The member institutions of the Fund and their deposit portfolios

1.4.1. The number of member institutions

At the beginning of 1996 the membership of the Fund consisted of 39 banks and 249 savings co-operatives. During 1996 four new members were added (CIB Hungária Bank, Deutsche Bank, Opel Bank Hungary, Rabobank Hungária), while Iparbankház Rt. has been under liquidation since July, 1996, following its quiet workout. Furthermore, the HBW Expressz Savings Co-operative and the Első Polgári Savings Bank were founded during the year, but the operating licence of the latter was withdrawn by the State Banking Supervision during the same year. (See Section 6.3. for more information on this.) Dunabank, which terminated deposit collection, and Nomura Bank, which was transformed into a merchant bank, terminated their membership in the Fund in January, 1997. The number of savings co-operatives was also reduced by mergers, thus on 31 December, 1996 the membership of the Fund numbered 288, the same as at the beginning of the year.

1.4.2. Overview of the insured portfolio by types of deposit and categories of member institutions

According to the audited financial statements of member institutions for 1995, the deposit portfolio insured by NDIF increased by 43% in 1995, thus NDIF insured some 54% of the deposit portfolio by the beginning of 1996. On the other hand, the deposits protected by a state guarantee declined from 25% to 17% of the deposit portfolio. (The remaining part, almost 30%, is not protected by NDIF or the state.)













Distribution of savings by types of financial institution in 1995



Description�1995 opening�1995 closing�����Deposit portfolio�Of which���Banks�Savings co-operatives�HUF ‘000�Banks�Savings co-operatives��Deposits�93.5%�6.5%�2 275 145 812�94.%�5.5%��of which 	Savings deposits�80.9%�19.1%�402 352 163�80.4%�19.6%��	Other deposits�96.8%�3.2%�1 872 793 649�97.5%�2.5%��Securities�95.4%�4.6%�621 563 263�93.5%�6.5%��Interest payable�87.7%�12.3%�58 582 339�85.5%�14.5%��TOTAL�93.6%�6.4%�2 955 291 414�94.1%�5.9%��

Breakdown of savings by type of protection in 1995



Description�Opening�Closing���Insured�State guarantee�Uninsured�Insured�State guarantee�Uninsured��Deposits�57.9%�28.3%�13.8%�68.0%�21.7%�10.2%��of which	Savings deposits�27.2%�58.3%�14.5%�31.7%�56.7%�11.6%��	Other deposits�66.1%�20.4%�13.6%�75.8%�14.2%�9.9%��Securities�3.6%�0.2%�96.2%�2.0%�0.2%�97.9%��Interest payable�46.8%�11.2%�42.0%�42.7%�9.5%�47.8%��TOTAL�51.5%�24.9%�23.6%�53.6%�17.0%�29.4%��

As the Fund derives its data on savings and total deposits from the premium declaration of member institutions prepared on the basis of their audited financial statements, there are only 1995 year end figures reflecting the opening position for 1996.



The tables indicate that the proportion of savings protected by state guarantee declined by 8 percentage points, while the proportion of uninsured savings increased at nearly the same rate.  Within this securities produced the most significant growth. (It should be noted that the range of savings classified under the heading of securities issued by financial institutions is not totally identical with the securities specified in the Securities Act; it also contains quasi-security papers.)



In the breakdown of total savings between banks and savings co-operatives, banks have slightly increased their share.

�Breakdown of savings by protection and type of financial institution at the end of 1995



Description�Banks������Insured�State guarantee�Uninsured�Total��Deposits�69.3%�20.4%�10.4%�100.0%��of which	Savings deposits�27.3%�60.2%�12.5%�100.0%��	Other deposits�76.7%�13.3%�10.0%�100.0%��Securities�1.8%�0.0%�98.2%�100.0%��Interest payable�45.5%�3.7%�50.8%�100.0%��TOTAL�54.7%�15.8%�29.5%�100.0%��

Description�Savings co-operatives������Insured�State guarantee�Uninsured�Total��Deposits�47.0%�45.1%�7.9%�100.0%��of which	Savings deposits�49.7%�42.5%�7.8%�100.0%��	Other deposits�42.4%�49.6%�8.0%�100.0%��Securities�5.0%�2.6%�92.4%�100.0%��Interest payable�26.2%�43.5%�30.2%�100.0%��TOTAL�36.3%�35.2%�28.5%�100.0%��

In the case of banks almost 70% of deposits are insured by NDIF, which represents a 10 percentage point increase over the previous year; however, due to the significantly more dynamic growth of the uninsured security portfolio and the related interest payments the proportion of savings deposited in banks without any state guarantee or insurance increased by 5.3 percentage points. The trend is similar in savings co-operatives, the difference being that the proportion of uninsured savings grew much faster than in banks (from 14.4% to 28.5% in 1995). In early 1996 the proportion of state guaranteed deposits was still high in savings co-operatives (45.1%).



96.2% of the deposits insured by NDIF is handled by banks, 3.8% by savings co-operatives.

1.5. The sources of the Fund

The main sources of the Fund include the one-off admission fee, the regular and extraordinary annual payments by member institutions, potentially supplemented by borrowings by the Fund and other receipts (including the recovered part of receivables devolving to the Fund under the deposit insurance).



Financial institutions licensed for 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. In 1996 the Fund received HUF 55,3 million under this heading.



The maximum limit of the regular annual premium payment obligation by law is 2‰ of the deposit portfolio insured by the Fund as of 31 December of the year directly preceding the year in question.  The Act makes it possible to impose different premiums depending on various factors influencing the risk of the Fund. As a result of the HUF 1 million compensation limit, the depositors of financial institutions where the average size of deposits is below that limit enjoy greater protection by NDIF.  In view of this, the premium rate employed was smaller (1.6‰) for financial institutions where the average size of deposits at the end of 1995 was over HUF 1 million (i.e., over the compensation limit), while it was higher (1.9‰) for institutions with average deposit sizes below HUF 1 million.



The Fund may increase the premium payable by a member institution if it engages in risky activities or fails to comply with other criteria set by the policy of the Fund (e.g. the required capital adequacy ratio).  In 1996 two banks and two savings co-operatives paid increased premiums due to inadequate capital adequacy ratios or adjusted capital levels.



96% of the HUF 2,9 billion premium income of the Fund was paid by the banks and 4% by savings co-operatives in 1996.



Breakdown of the deposit portfolio by premium rate at the end of 1995



Description�Premium rate (�Bank�Savings co-operatives�Total��No. of financial institution�1.6�21�0�21��           �1.9�18�249�267��Total��39�249�288��Breakdown of deposits by value�1.6�33.5%�0.0 %����1.9�66.5%�100.0 %���Total��100.0%�100.0%���Breakdown of deposits by number�1.6�1.6%�0.0 %����1.9�98.4%�100.0 %���Total��100.0%�100.0%���Average deposit size�(HUF ‘000/item)���136��64��130��1.6. The scope of activities of the Fund

One of the main tasks of NDIF, pursuant to Article 37 (2) of NDIF Act and Article 105 (1) of the Act No. CXII of 1996 on credit institutions and financial undertakings (Banking Act) that replaced the former on 1 January, 1997, is to commence payment of compensation for the deposits insured by the Fund within thirty days of the date the deposits are frozen, or in the event of the initiation of liquidation, within fifteen days of the publication of the court.



Another task of similar importance is to prevent the freezing of deposits or the insolvency of credit institutions; to this end, to undertake obligations as defined in Article 36 of NDIF Act, providing that this entails smaller financial burdens than the payment of compensation. Article 104 of the Banking Act regulates crisis prevention, requiring the Fund to choose the crisis management solution involving the least long-term losses.

1.7. The managing body of the Fund and its control

1.7.1. Board of Directors

The supreme organ of the Fund is the Board of Directors. In 1996 its members were the President of the National Bank of Hungary, the State Secretary of the Ministry of Finance, the President of the State Banking Supervision, two persons delegated by the interest representing organisations of financial institutions and the Managing Director of the Fund. (From 1997 NBH will be represented by a Deputy President appointed to this post.)



The Board of Directors elects a Chairman and a Deputy Chairman on an annual basis.  In 1996 the chairman was dr. Sándor Gergely, Secretary General of the National Association of Savings Co-operatives, the Deputy Chairman was dr. Tibor Draskovics, State Secretary of the Ministry of Finance.  In 1997 dr. Tibor Draskovics was elected Chairman of the Board of NDIF, while Mr. Álmos Kovács, Deputy President of the National Bank of Hungary became his deputy.

1.7.2. Audit by the State Audit Office

The financial and accounting control of NDIF is performed by the State Audit Office (SAO). The first audit of the Fund by the SAO commenced on 19 February, 1996. The audit examined whether the Fund complied with legal regulations, whether the generation and use of its funds was in compliance with the provisions of NDIF Act, whether the accounting policies made it possible to follow the changes in the asset position and other economic events, and whether the accounting policy provided a firm foundation for the truthfulness of the annual report.

The audit, which covered the period of 1993–95, arrived at an essentially positive conclusion about the work of the Fund. The report of the SAO was discussed by the Board of Directors at their meeting of 31 May, 1996 and sent to the member institutions thereafter.

2. NOTES TO THE BALANCE SHEET: ASSETS

2.1. The composition of the asset portfolio

The composition of the assets portfolio was as follows:



�BEÁGYAZÁS Excel.Sheet.5 ���

2.2. Invested assets

At the end of the year the Fund had an invested asset portfolio of HUF 43,055 thousand. The closing stock of intangible assets was HUF 2,534 thousand on 31 December, 1996, consisting exclusively of software products.



The distribution of tangible assets is shown by the main asset types in the following chart:



� BEÁGYAZÁS Excel.Chart.5 \s ���



Financial investments (HUF 14,747 thousand) include at the value of HUF 5 million the Agrobank share package of HUF 500 million nominal value in the ownership of the Fund at the balance sheet date.

2.3. Current assets

2.3.1. Inventory

The HUF 126,175 thousand in the Goods line of the balance sheet is composed of the following key items:



This balance sheet line contains the transfer price of the assets devolved to the Fund through the execution of the security (mortgage) covering NDIF loan extended to Iparbankház Rt. The table below shows by product group their value at receipt, their movement during the year (i.e. the value of the goods sold) and the portfolio at 31 December, 1996.

      HUF ‘000			

�BEÁGYAZÁS Excel.Sheet.5 ���



2.3.2. Receivables

Under Receivables from member institutions (HUF 455,563 thousand) are recorded the admission fee receivable from a member institution that was carried over to 1997, the claims devolved to the Fund as a result of the reimbursement of deposits frozen at the Heves and Vicinity Savings Co-operative, totalling HUF 260,278 thousand, as well as the HUF 605 thousand paid to depositors during the liquidation of Iparbankház Rt. in 1996, which has already been submitted as a claim to the liquidator.



The Fee concerning obligations with recourse line (HUF 184,679 thousand) contains the credit charges (interest) incurred in respect of the loan granted to Iparbankház Rt. but unpaid due to its liquidation, therefore the claim has been submitted to the liquidator.



Other receivables from financial institutions amounted to HUF 349,694 thousand. This includes primarily the amount of the stand-by facility for Iparbankház Rt. drawn down by the bank but unpaid until the commencement of the liquidation proceedings.



Other receivables amounted to HUF 94,025 thousand, consisting of the following items: the default interest invoiced to member institutions due to the late payment of the annual insurance premium; the HUF 64,059 thousand outstanding on 31 December, 1996 from the claims ceded to the Fund by Iparbankház Rt. as repayment of the loan granted by NDIF, the HUF 26,843 thousand claim to be paid by the central bank pursuant to the agreement concluded between the central bank and NDIF in respect of Iparbankház Rt. and others.

2.3.3. Securities

The Fund is obliged to invest any liquid funds available to it over and above the cash necessary for its operation in state securities. Accordingly, on the statement day NDIF held securities in the value of HUF 7,668,004 thousand (at cost).

2.3.4. Liquid assets

On the statement day NDIF held the following items:



Description�Balance

(HUF ’000)��NBH settlement account�45,097��Bank accounts (3 a/cs)�97��NDIF cash in hand�343��CA securities settlement account�71,585��TOTAL�117,122��2.4. Prepayments and accruals

The following items feature as Prepayments and accruals (HUF 420,543 thousand) in the balance sheet:

�

Description�Amount�(HUF ‘000)��Expenditure incurred in reporting year and payable in 1997�3,586��Time proportionate interest and capital gain on securities held on statement day�416,819��Interest of loans granted accruing in 1996�138��Total:�420,543��3. NOTES TO THE BALANCE SHEET: LIABILITIES

The following table shows the breakdown of the liabilities and equity:
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3.1. Breakdown of equity

The breakdown of equity by origin was as follows:

	HUF ‘000
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The registered capital contains the total of admission fees paid by member institutions. The accumulated profit reserve line contains the aggregate balance sheet profits of the previous years. The revaluation reserve shows the valuation adjustment of vehicles and office equipment.

�3.2. Provisioning

In 1996 provisions were generated in respect of the receivables from Heves and Vicinity Savings Co-operative and Iparbankház Rt., both in liquidation, and for the interest content recognised in the purchase price of securities; in total it amounted to HUF 1,058,316 thousand. The detailed breakdown of this by title is as follows:

HUF ‘000

99% of the claims devolved to the Fund as a result of payment of frozen deposits (Heves and Vicinity Savings Co-operation and Iparbankház Rt. together)�

258,274 ��99% of fee receivable in respect of financial obligation with recourse (related to Iparbankház Rt.)�

182,832��99% of claims devolved to the Fund due to financial obligation with recourse (related to Iparbankház Rt.)�

346,197��Interest recognised in purchase price of security portfolio�271,013��Total provisions�1,058,316��

As a result of the payment of deposits frozen at the Heves and Vicinity Savings Co-operative claims devolved to the Fund was HUF 260,278 thousand. The basis for provisioning, just as in the financial statements of 1994 and 1995, was the interim liquidation balance sheet as of 31 October, 1994 and the written report of the liquidator. At this point no information is available about the expected conclusion of the liquidation, thus the claim cannot be written off. Accordingly, as in the previous year, provision for 99% of the receivables was generated amounting to HUF 257,675 thousand.



In respect of Iparbankház Rt. a total of HUF 534,978 thousand provision was generated for the claims submitted to the liquidator. According to information available and the written opinion of the bank’s liquidator, the recovery of that claim is not expected, therefore it was generated provision for 99% of the claim in the value of HUF 529,628 thousand (this figure also contains provision in respect of claims devolved to the Fund due to the reimbursement of deposits frozen at Iparbankház Rt.).



The details of the settlement of NDIF’s operation in Iparbankház Rt., including the effects of the loss sharing agreement with NBH and the rate of recovery, will be discussed under Section 6.2.



According to the accounting law, provisions need to be generated continuously (upon acquisition) from the profit for the value of the interest recognised in the purchase price of interest bearing securities recorded among current assets. Accordingly, a total of HUF 271,013 thousand provision was generated for the securities portfolio as of 31 December, 1996.

3.3. Short-term liabilities

The line of short-term liabilities contains only Other short-term liabilities, in the value of HUF 12,953 thousand. This includes the carried forward items of payment obligations towards the state  (personal income tax (PIT), employers’ contribution, withholding tax, social security contribution), excess payments of member institutions, domestic trade creditors as well as the reimbursement obligation of a mistaken transfer by Iparbankház Rt.

�3.4. Accrued expenses

On the balance sheet date the Accrued expenses amounted to HUF 5,737 thousand. This contains the management bonuses and their related costs pertaining to 1996 but payable in 1997, the auditor’s fee, honoraria payable in 1997 in respect of 1996 as well as expenses invoiced in 1997 but incurred in 1996.

4. NOTES TO THE INCOME STATEMENT

The following table shows the breakdown of the items of the income statement:
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4.1. Changes in the income position

In the reporting year over 40% of the income came from insurance premiums paid by the member institutions.

In 1996 the total insurance premiums declared by member institutions amounted to HUF 2,841,603 thousand (of which banks: HUF 2,721,364 thousand, savings co-operatives: HUF 120,239 thousand).

All member institutions had paid the 1996 insurance premium before 31 December, 1996.

The following table shows the details of the HUF 755,169 thousand in the Other income line:
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The Other income from deposit insurance lines contain the amounts received from the costs incurred, invoiced and paid during the quiet workout of Iparbankház Rt. as well as the reimbursement pursuant to the agreement with NBH to promote the quiet workout of the bank (see Section 6.2.).

The Proceeds from assets sold arose from the sale of tangible assets that became unnecessary upon NDIF’s  removal to a new rented property and of the assets devolved from Iparbankház Rt.

31% of the income originates in financial transactions, amounting to HUF 2,068,661 thousand which consists primarily of the interest and yield income and capital gains achieved from the free funds invested in government securities by the Fund’s portfolio manager.

The substantial increase in the income level over the previous year is attributable to the following reasons:

·	The dynamic growth of premium income, therefore the growth of the securities portfolio.

·	During the year there were no need for deposit payout or other payments that would have necessitated involuntary liquidation.

·	The conversion of short-term securities in the government security portfolio into high yield, two-three year securities that started late 1995 and continued in 1996.

4.2. Expenditure by type of cost

Expenses not directly related to the operation of NDIF are recorded among expenditure, in the following breakdown:
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Expenditure related to deposit insurance (HUF 50,599 thousand) includes the auxiliary costs of the deposit reimbursement in Heves and Vicinity Saving Co-operative, as well as the auxiliary costs incurred during the quiet workout and liquidation of Iparbankház Rt. (printing cost of advertisement, IT surveillance fee to Integra Rt., turnover commission etc.).

Among Other expenditure (HUF 375,745 thousand) there are included the amount reimbursed to NBH in accordance with NDIF–NBH loss sharing agreement related to Iparbankház Rt. (HUF 147,934 thousand); the carrying value of tangible assets sold (the proceeds were reflected on the income side); the value of the maintenance and operating costs and utility bills of the real property transferred from the assets of Iparbankház Rt.; expenditure due to damage to vehicles owned by NDIF if it was not reimbursed under an insurance policy; and taxes paid to the central or local government (employers’ contribution, non-reclaimable VAT, tax on motor vehicles, PIT deducted at source).

This line also contains as a valuation loss the difference between the carrying value and sale price of tangible assets sold.

The portfolio management commission paid to Creditanstalt Securities Rt. in 1996 (HUF 155,173 thousand) was also recorded among other expenditure.

Finally, the amount of provisions generated in 1996 is disclosed in a separate line (HUF 1,058,316 thousand).

The Costs of financial transactions (HUF 397,415 thousand) include the capital losses on securities, foreign exchange losses, the interest rate loss on securities and yield losses.

The following table illustrates the breakdown of the Fund’s Operating costs by type:
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4.3. Expenditure, auxiliary costs related to the quiet workout of Iparbankház Rt.

Auxiliary costs of the quiet workout of Iparbankház Rt. represent a substantial portion of the expenditure. The breakdown of this amount by type of cost was as follows:
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This amount was reinvoiced to Iparbankház Rt. (prior to liquidation, as it was incurred), and the bank paid them (with the exception of one invoice, which was registered as a claim with the liquidator).



Costs incurred by NDIF in connection with the quiet workout of Iparbankház Rt.:



�HUF ‘000��Expenditure under deposit insurance�50,588��Other expenditure�180,301��Extraordinary expenditure�114��Total:�231,003 ��5. ASSET, FINANCIAL AND EARNINGS POSITION

In the balance sheet of the Fund the asset composition by main categories was the following on 31 December, 1996:
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The balance sheet total nearly doubled over the previous year figure. The HUF 9,274,181 thousand compares with HUF 5,077,902 thousand at the end of 1995.

5.1. Description of the securities portfolio

In 1996 there were 216 securities transactions (purchase, sale, subscription etc.). On the balance sheet date the closing securities portfolio amounted to HUF 7,668,004 thousand. During the year the Fund achieved HUF 624,077 thousand revenue from yields, HUF 264,297 thousand capital gain and HUF 1,694,103 thousand interest income. HUF 397,414 thousand capital, interest and yield loss was incurred on securities sales. HUF 155,173 thousand was paid as commission and asset management fee to the portfolio manager during the year.

The aggregate securities turnover of the Fund amounted to HUF 28,6 billion in 1996.

5.2. Summary evaluation of earnings

NDIF closed the first (incomplete) business year of 1993 with a loss of HUF 37,613 thousand; subsequently, it achieved a profit of HUF 1,070,972 thousand in 1994 and 1,792,405 thousand in 1995, which was added to reserves in 1996 in accordance with the legal regulations. NDIF closed the year of 1996 with a balance sheet profit of HUF 4,635,618 thousand, which was attributable to the following factors:

·	The expenditure arising from deposit insurance was significantly lower than in previous years.  Some minimal expenditure was incurred in relation to Heves and Vicinity Savings Co-operative even in 1996. Contrary to our expectations the liquidation proceedings had not been concluded prior to year end.

·	The yield of government securities declined by 8–10 percentage points on the whole, depending on maturities.  To offset this, as a result of the flexible investment strategy of the portfolio manager, the 2–3 year maturity government bonds, which have high liquidity on the secondary market, gradually gained dominance in the Fund’s portfolio in the second half of the year. Thus the Fund achieved significant capital gains despite the general decline in yields.

·	The level of household savings deposited at financial institutions continued to increase. Thus the total premium income (HUF 2,909,620 thousand) increased significantly over the previous year level.

The auxiliary cost of the quiet workout of Iparbankház Rt. amounted to some HUF 231,003 thousand for NDIF (as discussed under Section 4.3.).

The operating cost of HUF 118,027 thousand was not only lower than budgeted for 1996 but even lower than the total operating costs of 1995 (HUF 118,626 thousand).

·	Our material expenditure was slightly over the budgeted figure, which was offset by the significant savings achieved on labour costs and cost of services, the latter featuring among other costs.

·	The depreciation charge remained below the budgeted level as well; this is attributable partly to the postponement of the acquisition of tangible assets and partly to the purchase of some assets at a lower price from Iparbankház Rt.	

6. MISCELLANEOUS INFORMATION

6.1. Changes in key legislation governing the Fund

In the period under review the operation of the Fund was governed or influenced by the following key statutes:

·	the Act No. XXIV of 1993 on the foundation of the National Deposit Insurance Fund and the detailed rules of its operation

·	the Government Decree No. 34/1994 (III.18.) on the reporting and accounting rules for deposit insurance and institution protection funds

·	Act No. LXIX of 1991 on financial institutions and financial institutional activities

·	the Act No. IL of 1991 on bankruptcy, liquidation and final accounts (Bankruptcy Act)



From 1 January, 1997 the Act No. XXIV of 1993 and the Act No. LXIX of 1991 were replaced by the Act No. CXII of 1996 on credit institutions and financial enterprises (Banking Act), which contains provisions regulating the Fund, without changing its legal status or organisation. The most important change concerning the Fund is the fact that, on the principle of cost minimisation, the quiet techniques of crisis management have gained the same status as bank closure or the compensation of depositors as required by law. Another important change, partly based on the experience gained by NDIF during the liquidation of the Heves and Vicinity Savings Co-operative, is that in future credit institutions may only be liquidated by a public interest company founded by the Hungarian Banking and Capital Market Supervision, for a fee with a maximum limit below the previous level.



The Government Decree No. 34/1994 (III.18.) on the reporting obligations of deposit insurance funds and institution protection funds has been replaced by the Government Decree No. 12/1997 (I.30.) as of 8 February, 1997. 

6.2. Developments related to Iparbankház Rt.

¨	Lending



The Fund has granted a total of HUF 990,000 thousand in loans to Iparbankház Rt. in relation to its quiet workout. Of this, HUF 650,000 thousand was extended in 1995, a further HUF 340,000 thousand in 1996. The last tranche of the loan was granted on 23 January, 1996.



At the original maturity of the loan, 28 February, 1996, there were still substantial values and unpaid deposits in the bank. Therefore it was in the interest of NDIF to renew the loan as the fundamental requirement was to repay all deposits as much as possible and to satisfy all justified claims. In view of this, the Board of Directors of NDIF, at its meeting of 27 February, 1996, extended the maturity of the stand-by credit facility until 30 June, 1996.



Iparbankház Rt. regularly made the repayments from its liquid funds until the liquidation order was issued (4 July, 1996). The first repayment was made on 4 March, 1996 in the value of HUF 80,000 thousand. The bank has repaid a total of HUF 365,655 thousand of the principal in the form of money transfer.



The following table shows the payments from the Fund and recovery until the liquidation order:



HUF ‘000

�Recovery�Remaining claim����990,000��Money transfer from Iparbankház Rt.�365,655�624,345��Balance of NDIF–NBH loss settlement�  286,319*���         Total:�651,974�338,026��

From the accounting point of view this amount does not qualify as recovery; instead, it is other income from deposit insurance, therefore it does not reduce the bank’s debt to NDIF. For the purposes of the use of the funds available to NDIF (from the payments of member institutions), this income reduces the actual obligation in relation to Iparbankház Rt., therefore it is shown as recovery in this report.



In view of this, 65% of the commitments related to Iparbankház Rt. were recovered before the liquidation order issued on 4 July, 1996 without even resorting to the collateral specified in the stand-by facility.  (If we disregard the HUF 286 million received under the loss sharing with NBH, recovery also amounts to 65% taking into account the assets — real estate, tangible assets — and claims devolved to the Fund). The eventual rate of recovery will become clear only after the conclusion of the liquidation and of the loss settlement with NBH; this is expected to be included in the report on 1997.



The activities of NDIF during liquidation were concentrated in the following areas:



Reimbursement of deposits



Deposit reimbursements in accordance with NDIF procedures were made in the value of HUF 605 thousand following the liquidation order issued on 4 July, 1996.



The following table traces the changes in the deposit portfolio of Iparbankház Rt. until the liquidation order:

HUF ‘000

�Deposit portfolio on

7 August, 1995�Deposit portfolio on

3 July, 1996�Deposits repaid prior to liquidation�Deposits repaid from start of liquidation to 31 December,1996�Remaining deposit portfolio��Insured �2,837,137�11,948�2,825,189�605�11,343��Uninsured�1,514,303�    13,098  *    �1,501,205�—�—��Total deposit repayment:��4,351,440��25,046��4,326,394��605��11,343��

Bail deposits, transferred to Konzumbank before 31 December, 1996.

	

�¨	Tasks related to the management of assets devolved from Iparbankház Rt.



As collateral for the credit granted a purchase option for the assets of the bank was obtained; this option was exercised prior the commencement of liquidation and acquired title over the existing real property, tangible assets, investments, accounts receivable and credit claims of the bank, and reduced its outstanding debt with the purchase price. In this manner Iparbankház Rt. repaid a total of HUF 275,765 thousand directly before the commencement of liquidation. Adding this amount to the payments made by the bank previously, the following position emerges:



HUF ‘000

�Recovery �Remaining debt����990,000��Money transfer from Iparbankház Rt.�365,655�624,345��Purchase based on option and claims assigned by Iparbankház Rt.��275,765���         Total:�641,420�348,580��

The rate of actual recovery following the sale of the total receivable and asset portfolio is still uncertain. It will greatly depend on the positive or negative effect of various market forces on the value determined at the time of the transfer.



¨	Extension of the loss sharing agreement between NBH and NDIF to the liquidation period

The latest amendment of the agreement dated 31 August, 1996 included the period of liquidation of the empty bank. This is necessary because during the liquidation certain claims may arise which, unless coverage exists for them, could question the expediency or legality of the quiet workout. Such claims may include, for instance, liquidation costs, more specifically the fee of the liquidator, and, among contingent liabilities, claims becoming due as a result of lost litigation.

6.3. Developments related to the Első Polgári Savings Bank Rt.

In its resolution No. 241/1996 dated 7 October, 1996, the State Banking Supervision withdrew the operating licence of Első Polgári Savings Bank Rt. based in Heves, because the owners supplied misleading information to the banking supervision at the time of foundation. At the same time the banking supervision initiated the liquidation of the savings bank at the court.



NDIF immediately made a backup copy of the deposit information in the savings bank, and concluded that the deposit portfolio of approximately HUF 200 million is fully insured. Despite this, no payments were made by NDIF because, with the help of the owners, the savings bank had enough liquid funds to fully repay deposits, and NDIF ascertained this fact and received guarantees to this effect. Therefore the Fund could recommend to the supervision that the payment moratorium be lifted and the financial institution allowed to repay deposits under the surveillance of a supervisory commissioner.  Information available to the Fund indicates that the savings bank has fully repaid the deposits since then. The circumstances of ordering liquidation have been challenged in court by the owners, therefore the liquidator appointed at the recommendation of NDIF has still not started its work. At present it cannot be foreseen when the court of the second instance issues its decision on the legality of the liquidation order.

�6.4. Pending litigation

The Fund is involved in one single litigation as a defendant; if the ruling is against the Fund, its claim may become difficult or impossible to enforce. In this event the claim would become totally irrecoverable, and as a result the Fund would suffer a loss of HUF 5 million plus part of the procedural fee, which cannot be estimated at this point.

NDIF is not aware of any other (ongoing or pending) litigation against the Fund; there is no any circumstances known indicating any future litigation against the Fund.

NDIF is not aware of any claim on the Fund apart from the usual trade creditors etc. as indicated in the report.

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

As one of the largest creditors, the Fund has submitted a number of objections to the Heves County Court on the basis of the Bankruptcy Act during the liquidation of the Heves and Vicinity Savings Co-operative. The Heves County Court has not decided on the objections concerning the interim liquidation balance sheet. The decision concerning the objections and the acceptance of the interim balance sheet may influence the degree in which the Fund’s claims are satisfied.

In view of the protracted procedures and the additional time requirement of the existing and potential future appeals, it is impossible to say at this point what kind of additional income the Fund may derive if the decision is in its favour, and when that may happen.

6.5. Human resources

In 1996 the average statistical work force of the Fund numbered 14 persons. During the year NDIF hired 2 new employees, 2 persons left, thus the year end staff consisted of 14 persons.



65% of the employees are graduates of colleges or universities, 35% have secondary education.  5 of the employees have certificates of language skills.



The composition of employees on 31 December, 1996 was as follows:



Category�Headcount��Senior management�2��Middle management�2��Junior staff:

 higher education

 secondary education�

5

5��TOTAL�14��6.6. Subcontractors

In 1996 the Fund continued the established practice of previous years by contracting out certain predefined activities.

�6.6.1. IT services 

In the area of IT services NDIF exploited the opportunities in the agreement concluded in 1993 with Integra Rt. in the following fields:

During the year the Fund renewed the stand-by agreement concluded in the previous year. Under this agreement, in the event of a bank crisis, the service provider undertakes to immediately make available the technical and human resources specified in the contract to make a backup copy of the deposit files of the troubled financial institution and process such data in accordance with criteria defined by NDIF.

There were still some sporadic payments made to the depositors of the Heves and Vicinity Savings Co-operative; the IT background to this was provided by Integra Rt.

As a result of the payment moratorium ordered at the Első Polgári Savings Bank Rt. the firm backed up the data files on 8 October, 1996 and performed statistical processing functions.

As part of the IT surveillance, Integra Rt. performed the backup of the deposit files of Iparbankház Rt. and participated in the preparation of statistical reports, furthermore, it processed deposit files approximately twice a week until 19 January, 1996, and once a week until 28 February, 1996, in order to provide information support for NDIF–NBH loss sharing agreement, and contributed to the checking and correction of the incorrectly submitted files.

6.6.2. Fund management related services

The management of the Fund’s government securities portfolio (investment of the premiums received) has been performed by Creditanstalt Securities Rt. since 1993 under an asset management contract amended on several occasions.

7. THE INTERNATIONAL RELATIONS OF THE FUND

Two senior lawyers of the Federal Deposit Insurance Corporation of the US visited Budapest in January, 1996, assisting in the design of the Banking Act with their advice.

Building on the existing close relationship, the exchange of documentation related to deposit insurance has become regular with our Canadian counterpart (Canada Deposit Insurance Corporation).

The delegation of the Romanian deposit insurance institution, headed by the chairman of the Board of Directors (who is also the Vice Governor of the Central Bank of Romania) paid a few day visit to Budapest and reviewed the experience NDIF gained during its establishment and operation.

In November, 1996 Mr. Dániel Jánossy, Managing Director, attended a conference held in Prague about the banking systems of Central and Eastern Europe. During his stay he met the head of the Czech banking supervision. 



The expansion of NDIF’s international relations is hindered by the absence of an international organisation of deposit insurance institutions. Therefore we requested the President of the State Banking Supervision to initiate the accession of deposit insurance institutions (among them NDIF) to the Group of Central and Eastern European Banking Supervisors. As a result of this initiative the group decided to invite the representatives of the deposit insurers to their conferences or expert meetings if issues related to deposit insurance are discussed.









FOREIGN EXCHANGE INFORMATION

The official foreign exchange medium rate registered by NBH of the major foreign currencies on the statement day (31 December, 1996) were as follows:





�Currency

(1 unit)



    �USD �DEM�ATS�GBP�CHF�FRF��HUF�165.13�106.15�15.09�279.05�122.09�31.46��
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