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National Deposit Insurance Fund of Hungary

Horvát u. 14-24. H-1027 Budapest

ANNUAL REPORT

1997

National Deposit Insurance Fund

Balance sheet ASSETS

HUF ‘000

ASSETS
31 Dec, 1996
31 Dec, 1997

A. Invested assets
43 055
46 227

     I. Intangible assets
2 534
3 916

         1. Rights and titles
0
0

         2. Intellectual products
2 534
3 916

         3. Book value of foundation, reorganisation
0
0

    II. Tangible assets
25 774
32 251

         1. Real estate
0
0

         2. Technical equipment
24 793
32 251

         3. Investment
0
0

         4. Advances on investment
0
0

         5. Value adjustment on tangible assets
981
0

   III. Financial investments
14 747
10 060

B. Current assets
8 810 583
13 772 906

     I. Inventory
126 175
104 354

         1. Stock
0
0

         2. Goods
126 175
104 354

         3. Sub-contracting
0
0

         4. Advances on inventory
0
0

    II. Receivables
899 282
853 463

         1. Receivables from member institutions
455 563
435 454

             a) Premium receivable
10 001
0

             b) Receivables devolved to the Fund
260 883
261 928

             c) Fee concerning obligations with recourse
184 679
173 526

        2. Other receivables from financial institutions
349 694
349 694

         3. Receivables from depositors
0
0

         4. Receivables from the state
0
0

         5. Other receivables
94 025
68 315

   III. Securities
7 668 004
12 808 394

         1. State securities
7 668 004
12 808 394

         2. Other securities
0
0

    IV. Liquid assets
117 122
6 695

         1. Cash in hand, cheques
343
465

         2. Bank deposits
116 779
6 230

C. Prepayments and accruals
420 543
716 549

TOTAL ASSETS
9 274 181
14 535 682

31 March 1998
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Dániel Jánossy


Managing Director

National Deposit Insurance Fund

Balance sheet LIABILITIES
HUF ‘000

LIABILITIES
31 Dec, 1996
31 Dec, 1997

D. Equity
8 197 175
13 685 125

     I. Registered capital
734 354
752 353

    II. Accumulated profit reserve
2 826 222
7 461 840

   III. Revaluation reserve
981
0

   IV. Profit in balance sheet
4 635 618
5 470 932

E. Provisions
1 058 316
801 976

F. Liabilities
12 953
7 970

     I. Long-term liabilities
0
0

    II. Short-term liabilities
12 953
7 970

         1. Liabilities to member institutions
0
249

         2. Short-term loans
0
0

         3. Liabilities to depositors
0
0

         4. Liabilities to the state
0
0

         5. Other short-term liabilities
12 953
7 721

G. Accrued expenses
5 737
40 611

TOTAL LIABILITIES
9 274 181
14 535 682

31 March 1998
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Dániel Jánossy


Managing Director

National Deposit Insurance Fund

Income Statement (with total cost method)
HUF ‘000


Description
1996
1997

01.
Premium income from member institutions
2 909 620
3 573 581

02.
Fee 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)
2 909 620
3 573 581

II.
Other income
755 169
67 459


Transfers from provisions
902 384
701 778

III.
Non-deposit insurance income
0
0

IV.
Income from financial transactions
2 068 661
2 983 504

V.
Extraordinary income
0
67

05.
Costs of reimbursement of frozen deposits
50 599
24 511

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)
50 599
24 511

VII.
Other expenditures
375 745
266 584


Transfers to provisions
1 058 316
801 976

VIII.
Expenditure not related to deposit insurance
0
0

IX.
Costs of financial transactions
397 415
617 519

X.
Extraordinary expenditure
114
1 023

08.
Material type expenditure
12 169
13 866

09.
Labour costs
68 476
82 023

10.
Depreciation charge
12 661
13 112

11.
Other expenses
24 721
34 843

XI.
Operating costs (08+09+10+11)
118 027
143 844

A.
Profit as per balance sheet (I.+II.+Transfers from provision +III.+IV.+V.-VI.-VII.-Transfers to provision –VIII.-IX.-X.-XI.)
4 635 618
5 470 932

31 March 1998
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Dániel Jánossy


Managing Director

National Deposit Insurance Fund

Cash flow statement

HUF ‘000

I. Change in liquid assets resulting from regular activities (1-11)
-107 255

1. Profit in balance sheet
5 470 932

2. Depreciation charge
13 112

3. Loss of value
0

4. Difference of transfers from and to specific provisions
-256 340

5. Result of sale of invested assets
3 906

6. Change in accounts payable
-6 892

7. Change in other short-term liabilities (net of accounts payable)
1 909

8. Change in accrued expenses
34 874

9. Change in accounts receivable
-435

10. Change in current assets (net of accounts receivable and liquid assets)
-5 072 315

11. Change in prepayments and accruals
-296 006

II.  Change in liquid assets resulting from investment activities (12-13)
-3 172

12. Purchase of invested assets
-13 856

13. Sale of invested assets
10 684

III. Change in liquid assets resulting from financial transactions (14-17)
0

14. Borrowing
0

15. Liquid assets taken over with no recourse
0

16. Loan repayment, amortisation
0

17. Liquid assets handed over with no recourse
0

IV. Change in liquid assets (+/-I. +/-II. +/-III.)
-110 427

31 March 1998
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Dániel Jánossy


Managing Director
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1. GENERAL

1.1 Presentation of the National Deposit Insurance Fund of Hungary

Name of the organisation:
National Deposit Insurance Fund of Hungary (Országos Betétbiztosítási Alap)


abbreviated form: NDIF or the Fund

Head office:
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

Form of financial management:
916 Other non-profit organisation

Core activities:
6719 Other auxiliary financial services not listed elsewhere

Tax number:
10830516-2-41

Statistical code:
10830516-6719-916-01

Social security core number:
71882-6

Members of the Board of Directors:
Vice-President, National Bank of Hungary
State Secretary, Administration, Ministry of Finance
President, Hungarian Banking and Capital Market Supervision 

Secretary General, Hungarian Banking Association

President, National Federation of Savings Co-operatives 

Managing Director, NDIF
and the permanent deputies to them


1.2 Establishment of the Fund and its tax position

The National Deposit Insurance Fund of Hungary was established by the promulgation of the Act No. XXIV of 1993 (hereinafter: NDIF Act) in the Official Gazette, on 31 March 1993 and it commenced its statutory deposit insurance activities on 1 July 1993. On 1 January 1997 the Act No. CXII of 1996 as amended by the Act CLVIII of 1997 entered into force (Act on Credit Institutions and Financial Enterprises, hereafter CIFE Act), which incorporated the rules of the NDIF Act contained previously in a separate law, along with the abrogation of the Act No. XXIV of 1993.

Pursuant to Section 108 (3) of the CIFE Act the Fund cannot be obliged to pay corporate tax, local enterprise tax or duty on its equity, or income.

1.3 The scope of activities of the Fund

Pursuant to Section 105 (1) of the CIFE Act one of the main tasks of NDIF is to commence payment of compensation for insured deposits within thirty days of the date the deposits are frozen, or in the event of the initiation of liquidation within fifteen days of the court’s proclamation.

An equally important function of the Fund is to prevent the freezing of deposits or the insolvency of credit institutions. Section 104 of the CIFE Act regulates the crisis prevention activities of NDIF, prescribing that the Fund shall be obliged to select the crisis management solution resulting in the least long-term cost.

1.4 The managing body and supervision of the Fund

1.4.1 The Board of Directors

Pursuant to Section 110 (1) of the CIFE Act the Board of Directors is the supreme organ of the Fund. The members are the Vice-President of the National Bank of Hungary, the State Secretary of the Ministry of Finance, the President of the Hungarian Banking and Capital Market Supervision, two persons delegated by the interest representing organisations of credit institutions as well as the Managing Director of the Fund.

The Board of Directors elects a Chairman and a Deputy Chairman on an annual basis. In 1997 Dr. Tibor Draskovics, State Secretary of the Ministry of Finance acted as Chairman and Álmos Kovács, Vice-President of the National Bank of Hungary was the Deputy Chairman. In 1998 Álmos Kovács acts as Chairman of the Board, while Miklós Pulai, Secretary General of the Hungarian Banking Association is the deputy to him.

1.4.2 Supervision of the Fund

Pursuant to Section 109 of the CIFE Act the State Audit Office performs the financial and accounting supervision of the Fund.

1.5 Economic/financial environment

According to statistics available at the time of the closing date of the report the majority of the macro level indicators shows that 1997 was a successful year in respect of the Hungarian national economy. The growth of the GDP for instance reached 4.4 % in 1997 after a 1.3 % growth in 1996 thus exceeding even the average GDP growth of the European Union. The development of the indicators of the external and internal equilibrium of the economy, however, was characterised by contradictory trends: the current account deficit dropped from USD 1.7 billion in 1996 to USD 1 billion in 1997 and the foreign direct investments exceeded USD 2 billion. The net foreign exchange debt of Hungary dropped by more than USD 2 billion at the same time. On the other hand, the general government deficit - net the privatisation income and debt repayments - increased by more than HUF 170 billion (from HUF 209 billion to HUF 383 billion). The main engine of the economic growth was the dynamic growth of exports (118%) but the expansion of investments also made some contribution. At comparative prices the investment index of the national economy reached 111% in the reporting year (106.3% in 1996).

The slow increase of household consumption also had a positive effect on growth. This expansion - following the decline of consumption in 1996 - reached 2% in 1997. The growth of household consumption took place against a background of a merely 1-1.5% growth of per capita real income increase and of a decline of the household savings rate (i.e. the total net savings relative to the total income) from 16.6% in 1996 to about 15% in 1997. A significant change occurred in the composition of the various savings forms. The portfolio of HUF deposits placed with credit institutions increased by only HUF 298 billion after a HUF 314 billion increase in 1996, while the portfolio of securities issued by non-financial enterprises grew by HUF 276 billion in 1997 (within this the portfolio of state securities increased from HUF 68 billion to HUF 130 billion) after a HUF 131 billion increase in 1996. The portfolio of investments placed with investment funds and pension funds grew also dynamically. 

As a result of the sharp competition for savings as well as for acquiring and retaining market positions, the interest margin diminished some and an increasing number of banks have started to expand and to improve their retail services.

1.6 The member institutions of the Fund and their deposit portfolio

1.6.1 The number of member institutions

On 31 December 1996, 288 credit institutions counted as members of the Fund, 41 of them were banks and 247 savings co-operatives.

In 1997 the NDIF membership of three banks was terminated: some business lines of Dunabank were acquired by ING Bank, the “rest” went under liquidation in May 1997, Nomura Bank terminated its deposit collection activities during the year, while Corvinbank merged into Konzumbank, with effect from 1 October 1997. On the other hand, three home savings banks were granted operating licences as of May 1997 and became members. The NDIF membership of five savings co-operatives was terminated due to mergers into other savings co-operatives.

In consequence of the above changes 38 banks, 3 home savings banks and 242 saving co-operatives, i.e. a total of 283 financial institutions were members of the Fund on 31 December 1997.

1.6.2 Review of the insured deposit portfolio by deposit types and member institution groups

According to the audited balance sheets for 1996, 93.6% of the total portfolio of savings with credit institutions was held with banks and 6.4% with savings co-operatives.

Breakdown of savings by types of financial institution


1996 opening 
1997 opening 

Description
Portfolio
Portfolio
of which


HUF ‘000
HUF ‘000
Banks
S. Co-op.

Deposits
2 275 145 812
2 745 992 836
94.4%
5.6%

of which        savings deposits
402 352 163
454 494 386
79.1%
20.9%

other deposits
1872 793 649
2 291 498 450
97.4%
2.6%

Securities
621 563 263
473 072 585
90.2%
9.8%

Interest payable
58 582 339
73 774 099
86.6%
13.4%

TOTAL
2 955 291 414
3 292 839 520
93.6%
6.4%

Breakdown of savings by type of protection


1996 opening
1997 opening

Description
Insured by NDIF
Guaranteed by the state
Not insured
Insured by NDIF
Guaranteed by the state
Not insured









Deposits
68.0%
21.7%
10.3%
71.3%
14.6%
14.1%

of which
savings deposits
31.7%
56.7%
11.6%
35.9%
42.6%
21.5%

other deposits
75.8%
14.2%
9.9%
78.3%
9.0%
12.7%

Securities
2.0%
0.2%
97.9%
2.9%
0.2%
96.9%

Interest payable
42.7%
9.5%
47.8%
35%
6.5%
58.5%

TOTAL
53.6%
17.0%
29.4%
60.6%
12.3%
27.1%

The share of deposits insured by NDIF within the total of savings held with credit institutions increased from 54% at the beginning of 1996 to 61% in early 1997. At the same time the portfolio guaranteed by the state declined from 17% to 12% and the uninsured portfolio dropped from 29% to 27%.

It is also to be noted that the uninsured, non-guaranteed portfolio within the deposits increased from 10% to 14% (of which the savings deposits increased from 12% to 22%!). The only reason for not increasing of the uninsured, non-guaranteed portfolio within the savings total was that at the same time the non-insured portfolio of securities declined substantially, i.e. on the whole the total portfolio of uninsured savings did not change significantly.

Breakdown of savings by coverage and credit institute type, early 1997


Banks




Description
Insured by
Guaranteed by
Not



NDIF
the state
insured
TOTAL

Deposits
72.3%
13.4%
14.3%
100.0%

of which
savings deposits
30.7%
45.3%
24.0%
100.0%


other deposits
79.0%
8.3%
12.7%
100.0%

Securities
2.0%
0.0%
98.0%
100.0%

Interest payable
35.4%
2.0%
62.6%
100.0%

TOTAL
61.8%
11.4%
26.8%
100.0%


Savings Co-operatives




Description
Insured by
Guaranteed by
Not



NDIF
the state
insured
TOTAL

Deposits
53.8%
34.1%
12.1%
100.0%

of which
savings deposits
55.6%
32.6%
11.8%
100.0%


other deposits
50.9%
36.6%
12.5%
100.0%

Securities
11.3%
2.4%
86.3%
100.0%

Interest payable
32.3%
35.9%
31.8%
100.0%

TOTAL
43.4%
27.3%
29.3%
100.0%

1.7 The sources of the Fund

According to Sections 120-121 of the CIFE Act, the Fund’s own revenue sources include: one-off admission fee, regular premium payments and if necessary, extraordinary annual contributions paid by the members, returns on financial investments of the Fund and the portion recovered from receivables transferred to the Fund. These sources may be supplemented by the Fund through borrowing.

Credit institutions licensed for deposit collection are obliged to pay a one-off admission fee to the Fund by the time of joining the Fund. The admission fee equals 0.5% of the registered capital of the would be member. In 1997 a total of HUF 18 million was collected by NDIF under this heading through three home savings banks joining the Fund.

The upper limit for the statutory annual regular premium to be paid by the members is established by Section 121 (1) and (2) of the CIFE Act as 2( of the deposit portfolio insured by the Fund as of 31 December, of the year directly preceding the year in question. Pursuant to Section 121 (1) of the CIFE Act, and due to the HUF 1 million reimbursement limit, the premium rate was set lower (1.6() for credit institutions, where the average size of a deposit was in excess of HUF 1 million and somewhat higher (1.9() for institutions, where the average amount of a deposit was below HUF 1 million. The average premium rate was approximately 1.8( in 1997.

Breakdown of deposit portfolio by premium rate in early 1997

DescriptionPremium rate  ‰BankSaving
co-op.Credit institutions
Number of credit institutions1.623023
  1.918247265
TOTAL41247288
Breakdown of deposits by1.631.5 %0 %
value1.968.5 %100 %
TOTAL100 %100 %
Breakdown of deposits by1.62.3 %0 %
item1.997.7 %100 %
TOTAL100 %100 %
Average deposit size HUF ‘000/item16981161
The banks with significant retail activities and all savings co-operatives paid premium at a higher rate, due to the low average size of their deposits. In 1997 almost 70% of the banks and all of the savings co-operatives fell into the category with the higher premium rate.

Besides to the two versions of the normal premium as presented in the above table, in certain cases increased or preferential premiums were charged. The Fund applied increased rate to those member institutions that did not meet the required capital adequacy ratio (the required level of adjusted capital) and/or paid their premium late on at least two occasions. In 1997 two banks and four savings co-operatives paid increased rates improving the premium income by some HUF 11 million.

For savings co-operatives which were members of the National Savings Co-operatives’ Institution Protection Fund the double protection permitted the application of preferential premium rates. The preferential rate was applied to 198 savings co-operatives and the allowance reduced the premium income of the Fund by HUF 47.5 million.

In 1997 out of the HUF 3.6 billion premium income 95% was paid by banks and 5% by savings co-operatives.

The average size of deposits placed with banks and savings co-operatives increased by 25% and 26%, respectively, in 1996 and reached HUF 169 thousand and HUF 81 thousand, at the beginning of 1997.

2. KEY FEATURES OF THE ACCOUNTING POLICY OF THE FUND

2.1 The form of book keeping and reporting

Pursuant to the amended act No. XVIII of 1991 on Accounting (hereinafter: Accounting Act) NDIF belongs to the category of “other” organisations whose special accounting and annual reporting is to be regulated by the Government, on the basis of the authorisation granted in the Accounting Act and the CIFE Act.

2.2 Description of the valuation procedures applied in the report

The balance sheet closing date (date of account) for 1997 was 31 March 1998.

The major valuation procedures applied by the Fund are as follows:

· The invested assets and current assets are stated in the balance sheet at purchase cost net of the amounts written off according to Sections 37-39 of the Accounting Act (depreciation charge).

· The Fund is obliged to create provision for the amount of the claims transferred to NDIF equalling the amount of the principal and interest paid by NDIF to the depositors of frozen deposits, for the portion of non-recurring claims.

· The general provisions of the Accounting Act govern the valuation of the assets and liabilities not highlighted in the above two points.
2.3 Description of the mode of the accounting of depreciation

The valuation of intangible assets is based on the purchase price. The scheduled depreciation for software is accounted on the basis of the expected period of use that in this case has been established as three years, taking into account the rapid obsolescence of such products.

The valuation of tangible assets is based on the purchase cost.

3. NOTES TO THE BALANCE SHEET: ASSETS

3.1 The composition of the asset portfolio

The changes of the composition of the assets relative to the 1996 position are presented in the following table:

Description
31 Dec., 1996
HUF ‘000
31 Dec., 1997
HUF ‘000
Change (%)

Intangible assets
2 534
3 916
54.5

Tangible assets
25 774
32 251
25.1

Financial investments
14 747
10 060
-31.8

Total invested assets
43 055
46 227
7.4

Inventory
126 175
104 354
-17.3

Receivables
899 282
853 463
-5.1

Securities
7 668 004
12 808 394
67.0

Liquid assets
117 122
6 695
-94.3

Total current assets
8 810 583
13 772 906
56.3

Prepayments and accruals
420 543
716 549
70.4

TOTAL ASSETS
9 274 181
14 535 682
56.7

3.2 Invested assets

3.2.1 Intangible assets

As at the year end HUF 3 916 thousand out of the HUF 46 227 thousand total invested asset portfolio accounted for by the closing portfolio of intangible assets. This portfolio is made up exclusively of intellectual products, i.e. software items.

3.2.2 Tangible assets

The growth of the Fund’s portfolio of tangible assets results almost exclusively from the replacement of three company cars.

The following table presents the changes in the portfolio of the two main types of assets:

Table of movements of intangible and tangible assets










HUF ‘000
NET VALUE
Intangible assets
Tangible assets
TOTAL



Opening
2 534
24 792
27 326

Increase
1 382
8 747
10 129

Decrease
0
1 288
1 288

Closing
3 916
32 251
36 167

3.2.3 Financial investments

The group of assets “financial investments” is comprised of the long-term debts originating from the interest free housing loans extended to employees of the Fund, in a total amount of HUF 10 060 thousand. The portion of such debts due within 1 year amounts to HUF 1 627 thousand. The repayment of these instalments is due in 1998 that is why this amount is included among the short-term receivables.

3.3 Current assets

3.3.1 Inventories

The breakdown of the line “Goods” is as follows:












HUF ‘000

Portfolio of meal coupons to employees as at 31 December  1997
3
Book value of real estate taken over for sale
104 251
Book value of investments taken over for sale
100
TOTAL
104 354

The line real estate taken over for sale includes the transfer value of the former Iparbank branches in Hegyeshalom and in Budapest, the holiday resort in Balatonalmádi, while the investments taken over for sale includes the book value of a holiday right with an RCI entitlement.

3.3.2 Receivables

HUF 435 454 thousand stated as receivables from member institutions contains the following items (the Fund had no claim concerning premium payment or admission fee on the statement day): 

The receivables transferred to the Fund include the outstanding claims from Heves and Vicinity Savings Co-operative and Iparbank as reported to liquidators, as a result of the reimbursement of the deposits insured by NDIF, in an amount of HUF 261 928 thousand. The claim stated as receivable from Heves and Vicinity Savings Co-operative, in a total amount of HUF 260 278 thousand. It includes the receivables transferred to NDIF and equalling the amount paid to depositors for deposits covered by NDIF along with the withholding tax paid by NDIF instead of the credit institution. Due to the liquidation of Iparbank the Fund’s claim under this heading amounts to HUF 1 651 thousand, which has been submitted to the liquidator.

The fee concerning obligations with recourse (HUF 173 526 thousand) contain the interest on the loan granted to and not settled by Iparbank, in liquidation at present, therefore, the claim has been submitted to the liquidator.

Other receivables from credit institutions amounted to HUF 349 694 thousand, out of which HUF 348 580 thousand was an amount of the stand-by loan extended to and not repaid by Iparbank, so appropriately reported to the liquidator. The total amount includes also an amount HUF 1 114 thousand as receivable on accounts from Iparbank.

Other receivables amounted to HUF 68 315 thousand consisting of the receivables assigned by Iparbank to NDIF and of the receivables from the National Bank of Hungary resulting of the liquidation of Iparbank, as well as of pre-paid wages and non-interest bearing and interest bearing housing loans extended to employees. 

3.3.3 Securities

NDIF is obliged by law to keep its liquid assets in excess of the cash required for its operation, in state securities. On the statement date of the balance sheet (at book value/cost) the Fund held state securities in a total amount of HUF 12 808 394 thousand. It consisted of State Bonds of HUF 11 383 389 thousand and Treasury Bills of HUF 1 425 005 thousand. The value of the total portfolio grew by 68% over the closing portfolio of 1996.

3.3.4 Liquid assets

On the statement date the Fund had liquid assets of HUF 6 695 thousand out of which 
HUF 465 thousand were cash in hand and cheques and HUF 6 230 thousand bank deposits.

3.4 Prepayments and accruals

A total of HUF 716 549 thousand was booked as prepayments and accruals consisting of the following items:

HUF ‘000

Description
Amount 

Expenditure incurred in the reporting year and payable in 1998
6 873

Time proportionate interest and capital gain on securities held on the statement date
709 597

Interests on loans granted accruing in 1997
79

TOTAL
716 549

4. NOTES TO THE BALANCE SHEET: LIABILITIES 

The following table shows the breakdown of the Fund's liabilities:

Description
31 Dec., 1997 (HUF ‘000)
Distribution (%)

Equity
13 685 125
94.15

Provisions
801 976
5.52

Liabilities
7 970
0.05

Accrued expenses
40 611
0.28

TOTAL LIABILITIES
14 535 682
100.0

4.1 Breakdown of equity

The breakdown of equity by origin was as follows:

HUF ‘000

Type of equity
1996
1997

Registered capital
734 354
752 353

Accumulated profit reserve 
2 826 222
7 461 840

Revaluation reserve
981
0

Profit in balance sheet
4 635 618
5 470 932

Equity
8 197 175
13 685 125

The registered capital contains the total of the admission fees paid by the member institutions. The change in comparison with the corresponding figure of the previous year is a result of the admission of the home savings banks. The accumulated profit reserve line contains the aggregate of the balance sheet profits of the previous years.

4.2 Provisioning

In 1997 provisions were generated for losses relating to payout of deposits and for other purposes. 

HUF 257 675 thousand was reserved for the Fund’s receivables from Heves and Vicinity Savings Co-operative which has been in liquidation since 1993, while an amount of 
HUF 518 758 thousand was set aside for the receivables from Iparbank, in liquidation since 1996. Therefore, the Fund created provisions in a total of HUF 776 433 thousand for its losses associated with the repayment of deposits, which includes the provisions for the amount of the Fund’s principal and interest receivable from Iparbank, established as 99% of the original receivable. Further specific provision was created - in an amount of HUF 25 544 thousand - for one-year overdue receivables devolved from Iparbank to NDIF in 1996, which is no longer expected to be recovered.

4.3 Short-term liabilities

The total of short-term liabilities is HUF 7 970 thousand. HUF 249 thousand of this is made up of liabilities to member institutions, resulting from the premature transfer of the 1998 first quarter premium by one of the member institutions. The amount of other short-term liabilities is HUF 7 721 thousand. This includes the carried forward items of payment obligations to the state (personal income tax, value added tax, employers' and employees' contributions, social security contributions) in a total amount of HUF 6 681 thousand as well as liabilities payable to domestic suppliers, in a total of HUF 1 040 thousand.

4.4 Accrued expenses

On the statement date the accrued expenses amounted to HUF 40 611 thousand. 
HUF 3 582 thousand was accrued income, out of which HUF 3 580 thousand is a result of an adjustment effected by one of the member institutions causing a reduction in the premium income, prior to the closing date of the balance sheet but after the statement date.

The accrued costs and expenses amounted to HUF 37 029 thousand, containing HUF 31 630 thousand portfolio management commission for the fourth quarter of 1997 but invoiced in 1998, HUF 4 062 thousand of the executives' premiums and the tax and social security contributions thereon payable in 1998 relating to 1997, the auditor's fee of HUF 1 000 thousand and other expenses invoiced in 1998 but incurred in 1997.

5. NOTES TO THE INCOME STATEMENT

The following table presents the breakdown of the items of the income statement:

Description
1997
(HUF ‘000)
Distribution (%)

01.
Premium income from member institutions
3 573 581
48.78

02.
Fee income from receivables collected on behalf of depositors

0
0.00

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

0
0.00

I.
Income from deposit insurance (01+02+03)
3 573 581
48.78

II.
Other income
67 459
0.92


Transfers from provisions
701 778
9.58

III.
Non-deposit insurance income
0
0.00

IV.
Income from financial transactions
2 983 504
40.72

V.
Extraordinary income
67
0.00

TOTAL
7 326 389
100.00

5.1 Income

In the reporting year 49% of the Fund’s income resulted from the premiums paid by the member institutions. The members' premium payment liability totalled to HUF 3 573 581 thousand in 1997 (of which banks and savings co-operatives accounted for HUF 3 445 934 thousand and HUF 127 647 thousand, respectively).

By 31 December 1997 all of the member institutions settled their insurance premium payment obligations. Any overpayments were settled with the member institutions following the Fund’s year-end balance report. 

The majority of the financial institutions kept the statutory deadlines for payment during the year, only a few of the member institutions effected payments late. Because of default in payment the Fund invoiced HUF 172 thousand to one of the member institutions as default penalty.

The HUF 67 459 thousand other income of results from the rent of real property to let and from the sale of the tangible assets, securities and receivables devolved from Iparbank to the Fund.

The transfer from provision item was separately stated among the other income items in a separate line with a total amount of HUF 701 778 thousand. The change in comparison with the corresponding figure of 1996 (HUF 1 058 316 thousand) is a result of an amendment to the Accounting Act, that is the change in the regulation on provisioning for the interest content stated in the purchase price of interest bearing securities.

Over 40% of the Fund’s income resulted from income of financial transactions. This item amounted to HUF 2 983 504 thousand and comprised predominantly the interest and yield revenues generated by the free cash invested by the Fund’s portfolio manager into state securities as well as from the capital gains.

From the income of financial transactions the income from other financial transactions (HUF 75 567 thousand) originate from the invoiced interests on the loan extended to Iparbank and to the interest bearing home purchase loans extended to employees.

5.2. Income of NDIF from operations beyond its core activities

In 1997 a total of HUF 67 459 thousand was generated as other income. HUF 5 257 thousand was the rent and transferred overhead costs associated with a real estate in Veszprém taken over from Iparbank. Another HUF 821 thousand originated from mobile phone tariffs transferred on account of private use by NDIF’s employees.

The sale of tangible assets generated HUF 26 863 thousand, that of securities and investments HUF 13 900 thousand while the sale of receivables generated HUF 19 267 thousand in the reporting year.

Other less significant and smaller income amounted to a total of HUF 1 351 thousand as for instance insurance income from vehicle damage, default interest income, rounding differential and other income to an ordinary extent.

5.3 Expenditures by type of cost 

Expenses not directly related to the operation of the NDIF are recorded among expenditure, in the following breakdown: 

Description
Value (HUF ‘000)
Breakdown (%)

05.
Costs of reimbursement of frozen deposits

24 511

1.43

06.
Costs of collection of receivables on behalf of depositors

0

0.00

07.
Costs incurred in the reimbursement of state guaranteed deposits

0

0.00

VI.
Expenditure related to deposit insurance (05+06+07)

24 511

1.43

VII.
Other expenditure
266 584
15.58


Provisions
801 976
46.85

VIII.
Expenditure not related to deposit insurance
0
0.00

IX.
Costs of financial transactions
617 519
36.08

X.
Extraordinary expenditure
1 023
0.06

TOTAL EXPENDITURE
1 711 613
100.00

Expenditure related to deposit insurance (HUF 24 511 thousand) includes the unpaid receivables associated with Iparbank (the biggest part is the VAT on Iparbank real estate). 

Other expenditure (HUF 266 584 thousand) includes the cancellation value of the assets devolved from Iparbank and sold, and the value of the maintenance and operating costs and utility bills of the real estates taken over from Iparbank, expenditure due to damage to vehicles owned by NDIF, if it was not recovered under insurance policies, as well as the taxes paid to the central budget or local governments (employers’ contribution, non-refunded VAT, tax on motor vehicles, PIT deducted at source). 

In 1997 the portfolio management commission (HUF 215 341 thousand) paid to CA-IB Securities also increased the amount of the other expenditures.

Finally, the amount of provision generated in 1997 (HUF 801 976) is disclosed in a separate line.

The costs of financial transactions (HUF 617 519 thousand) include the capital losses on securities, foreign exchange losses and the interest losses on securities.

The amount of extraordinary expenditure (HUF 1 023 thousand) includes the costs of the damage to the real property in Budapest, taken over from Iparbank.

5.4 Operating costs

The following table presents the breakdown of the operating costs by type:

Description
Value (HUF’000)
Distribution (%)

08.
Material type expenditure
13 866
9.64

09.
Labour costs
82 023
57.02

10.
Depreciation charge
13 112
9.12

11.
Other expenses
34 843
24.22

XI.
Operating costs (08.+09.+10.+11.)
143 844
100.00

The amounts and distribution of the Fund’s operating costs are similar to those of the previous years.

Labour costs (HUF 82 023 thousand) include wages, wage type payments, personal type benefits and entertainment allowance.

Depreciation charge (HUF 13 112 thousand) contains the amount of the planned depreciation of the tangible assets with large value (HUF 12 921 thousand) and the prompt write-off of the assets with an individual purchase price below HUF 30 thousand (HUF 191 thousand).

Other expenses (HUF 34 843 thousand) include rent for offices and other premises, insurance premiums and other service fees.

The breakdown of other costs is presented in the following table:

Description
Value

(HUF ‘000)
Breakdown (%)

Rent
19 461
55.85

Advertising
5 466
15.69

Training
1 657
4.67

Insurance premiums
1 140
3.27

Other non-material type services
7 119
20.43

Total
34 843
100.00

6. NOTES TO THE CASH FLOW

The Fund's cash flow cannot be appraised with traditional methods, it does not compare with the corresponding statements of commercial businesses. Both the operating cash flow and that of the investment activities are negative, i.e. both indicate a decline. (It should be mentioned that the change in the securities portfolio, which is practically the result of NDIF’s investment activities, is stated in the cash flow resulting from the regular activities, in the accounting practice.)

The decline in the operating cash flow (- HUF 107 255 thousand) means that NDIF - in accordance with the purpose of its operation - keeps the portion of its assets in excess of the amount required for its operation invested in liquid securities, instead of cash. At the end of 1996 the liquid assets were larger than necessary, for two main reasons. One is that in the last days of December extraordinary amounts were received on the Fund’s bank account (VAT refund from the Tax Office and over-payment by two member institutions), as a result of which the balance on the Fund’s current account held with the National Bank of Hungary was HUF 45 097 thousand which is regarded as unusually large. The other reason is that due to the interest payment on 31 December on one of the securities HUF 71 585 thousand appeared on the transfer account of the investments effected through CA-IB Securities, which was re-invested on the first working day of 1997. In both cases, the negative change in the liquid assets is in line with the goals of NDIF.

The main reason for the negative cash flow arising form the investment activities 
(- HUF 3 172 thousand) was an increase in the portfolio of invested assets which equals the difference between the assets sold and the assets acquired.

In the line of the difference between transfers to and transfers from provisions the difference between the provisions generated in 1996 and 1997 is stated. The difference to the 1997 balance sheet is due to the aforementioned change in the Accounting Act.

7. ASSET, FINANCIAL AND EARNINGS POSITION

In the balance sheet of the Fund the asset composition by main categories on 31 December 1997 was as follows:

B/S ref.
Description
Value (HUF ‘000)
Distribution (%)

A
Invested assets
46 227
0.32

B
Current asses
13 772 906
94.75

C
Prepayments and accruals
716 549
4.93


TOTAL ASSETS
14 535 682
100.00

The balance sheet total increased nearly by 50 % over the previous year figure: 
HUF 14 535 682 thousand of the total assets and total liabilities in 1997 compares with 
HUF 9 274 181 thousand at the end of 1996.

7.1 Description of the securities portfolio

In 1997 there were 291 securities transactions (purchase, sale, subscription etc.). On the balance sheet date the closing securities portfolio amounted to HUF 12 808 394 thousand (see 3.3.3). During the year the Fund earned HUF 617 930 thousand revenue from yields, 
HUF 276 819 thousand from capital gain and HUF 2 013 188 thousand from interest income. The sales of securities resulted in HUF 617 511 thousand capital loss and interest loss. During the reporting year the Fund paid out HUF 215 341 thousand as asset management fee to the Fund’s portfolio manager.

The aggregate securities turnover of the Fund amounted to HUF 57.8 billion in 1997.

7.2 Summary evaluation of earnings 

From a financial point of view 1997 was a year of accumulating of resources and reserves. As a result of the similarly thrifty financial management over preceding years the nearly 
HUF 6 billion revenue was only a little burdened by operating costs and since no additional task was conferred on NDIF, provisioning did not drain the income too much either.

Most of the HUF 5.5 billion equity increase - some HUF 5 billion - was realised as an increase in the liquid assets and only a smaller portion as an increase in the time proportionate interests on securities on the statement date. (The sale of the assets received in exchange for the loan extended to Iparbank contributed to the increase of the liquid assets, too.)

The Fund's profit increased by 18% over that of 1996. By the end of 1997 NDIF generated HUF 5 470 932 thousand positive balance sheet profit.

The volume of the Fund’s expenditures arising from deposit insurance dropped to half of the previous year's level. The yields in the state securities market dropped on the whole by 
3-4% during 1997, depending on the maturity period, but the yield increase of longer term state securities developed far more favourably in the second half of the year than had been expected before. Accordingly, the asset manager regulated the average remaining maturity period of the portfolio on the basis of its forecasts concerning the market yields. In this way the asset manager was capable of purchasing longer maturity assets at increasingly favourable prices in the second half of the year. Therefore, it was possible to realise a substantial capital gain during the period of stabilising yields, starting in early October.

The volume of household savings deposited with credit institutions continued to increase over the volumes recorded over previous years. Thus the amount of the annual premium income (HUF 3 573 581 thousand) increased by 23% over the preceding year's amount, very slightly below the planned level owing in part, to the increase of the share of uninsured deposits and in part to the application of the preferential premium rate.
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The operating costs were lower than budgeted. Instead of HUF 163 857 thousand budgeted for 1997 it amounted only to HUF 143 836 thousand (with 12% saved).

7.3 Significant events after the statement date

This section presents some key events that occurred between the statement date (31 December 1997) and the date of account (31 March 1998).

7.3.1 Changes in receivables

The partners of NDIF acknowledged and paid up to the date of account HUF 512 thousand as trade receivables stated in the category of other receivables.

7.3.2 Changes in liabilities

In early 1998 the Fund settled HUF 1 040 thousand trade accounts payable and carried over tax and social security contribution liabilities payable to the central budget, stated among the other short term liabilities.

7.3.3 Changes in expenditures

In 1998 HUF 4 992 thousand, paid for the renovation of the former Iparbank head office building was the most substantial item among the expenditures which is expected to substantially improve the chances of the letting or selling of the building.

7.3.4 Development of income

The income from advance premium payments for the first quarter of 1998 amounted to 
HUF 902 840 thousand. On 23 January 1998 the Fund sold the holiday resort in Balatonalmádi taken over from Iparbank with favourable terms, thus increasing the Fund’s profit.

8. SUPPLEMENTARY INFORMATION

8.1 PR-activity of the Fund

The lessons drawn from the bank crises since the establishment of the deposit insurance scheme in Hungary had already indicated and the findings of the public opinion poll in October 1996 confirmed that the information activities of NDIF and its member institutions need to be stepped up. The run on Postabank (Hungary’s second largest retail bank) in February 1997 drew attention also to the fact that the shortage of information of citizens may lead to unjustified panic. These prompted NDIF to apply new and more efficient channels for the dissemination of information of public interest relating to deposit insurance, the first step of which had been the information voice news bulletin service launched in mid 1996.

It is hoped that the booklet “Saving Your Savings Together! — Deposit Insurance Guide” is now available at the customer desk in each credit institution providing assistance to depositors to find their way around the provisions of the law on deposit insurance. NDIF’s experts worked out this publication in co-operation with competent economic journalists. Exercising its authorisation granted in Section 111 (1) f) of the CIFE Act, the Board of Directors of the Fund obliged the member institutions in its Resolution No. 23/1997 (V.22.) to disseminate the booklet. According to the resolution the credit institutions must make available at least one copy of the booklet for their customers in each branch where they take deposits.

NDIF held four press conferences over the year, making efforts to draw attention to its new information channels. A novel feature in NDIF’s communication is the organisation of press conferences targeted to the various regions, concentrating on issues of local importance.

Regular publication of "Newsletter" was launched in August 1997 addressed to the branches of the member institutions to improve relations with member institutions. Newsletter is aimed on one hand to provide direct information to employees of the member institutions on the activities of NDIF. On the other hand it informs the credit institutions on the decisions/resolutions made by the Board of Directors with respect to the member institutions, in order to ensure that the customer service of the branches may provide precise, up-to-date and proper information to their customers.

8.2 Developments relating to Iparbank under liquidation

The liquidation procedure of Iparbank continued in 1997. The liquidator completed the interim balance sheet of the liquidation with the cut off date of 30 June 1997, the key figures are as follows:

HUF ‘000

Period
Liquidation costs
Revenues
Amounts paid on legal cases

04.07.96-30.06.97.
79 717
16 382
2 059

01.07.97-31.12.97.
13 523
164
0

TOTAL
93 240
16 546
2 059

The approximately HUF 74 million liquidation loss arising as a balance of the above figures is borne jointly by the National Bank of Hungary and NDIF on the basis of an agreement. With other items to be settled in relation with Iparbank also taken into account, the debit of NDIF to the National Bank of Hungary is HUF 34 million.

The activities of the Fund during the reporting period:

· Developments relating to the management of the assets taken over from Iparbank

In return for the assumed liabilities of Iparbank the Fund became the owner of real property, tangible assets, investments and credit receivables. NDIF’s income resulting from the assets and receivables sold or utilised in the course of 1997 were as follows:

HUF

Description
Sale price (net) revenue
Purchase price (net) expense
Loss/Gain

Real estates
27 845 000
17 740 000
10 105 000

Other tangible assets
630 500
1 221 380
-590 880

Investments
3 900 000
3 800 000
100 000

Receivables
17 510 000
0
17 510 000

Total
49 885 500
22 761 380
27 124 120

The income from the repayment of the ceded credit receivables in 1997 was as follows:

HUF

Description
Amount taken over
Amount received in 1996
Amount received in 1997
Outstanding receivable

Corporate credit
500 000
0
71 841
428 159

Housing loans
5 411 175
837 493
1 413 409
3 160 273

CEO's loan
613 177
47 510
272 201
293 466

CEO's loan w.o. interest


52 599


Total
6 524 352
885 003
1 810 050
3 881 898

From the ceded interest free housing loans a total of HUF 1 413 409, as repayment of the CEO's loans, HUF 272 201 principal and HUF 52 599 interest, i.e. a total of HUF 324 800 was collected between 1 January 1997 and 31 December 1997. The originally ceded amount in the case of housing loans was HUF 5 411 175 while in the case of the CEO's loans it was HUF 613 177.


Reimbursement of deposits

Since the ordering of liquidation with effect from 4 July 1996, the amount of deposit reimbursement has totalled to HUF 1 651 thousand of which HUF 1 046 thousand was paid out in 1997.

The changes in the deposit portfolio of Iparbank until 31 December 1997 are presented in the following table: 

HUF ‘000


Deposit portfolio

on 3 July 1996

(start of liquidation)
Deposits reimbursed from start of liquidation until 31 December 1997
Outstanding deposit portfolio

Insured by NDIF
11 530
1 651
9 879

Not insured by NDIF
13 510
-
-

TOTAL
25 040
1 651
9 879


Recovery

The recovery of HUF 990 000 thousand liquidity loan disbursed to Iparbank as at 
31 December 1997 is presented in the following table:

HUF

Description
Recovery

Account money credited by Iparbank
365 654 907

Revenue from sales in 1996
84 115 272

Revenues from sales and repayments in 1997
51 695 550

Balance so far of NBH-NDIF settlement
286 318 989*

TOTAL
787 784 718

* From the aspect of accounting this is not recovery but income resulting from other deposit insurance activity, therefore it does not reduce the debt of the bank owed to NDIF. From the aspect of the funds available for NDIF - based on payments by member institutions - this revenue balances the volume of the actual expense undertaken in connection with Iparbank, therefore it is stated in this report as recovery.

So the rate of recovery amounts to 80% until 31 December 1997.

8.3 Pending litigation

The Fund is involved in three litigation cases as defendant; the total value in dispute is approx. HUF 92 million.

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

NDIF is not aware of any other (ongoing or pending) litigation against the Fund and there are not 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.

8.4 Human resources

In 1997 the average statistical workforce of the Fund numbered 14.5 persons. During the year the Fund hired 2 new employees thus the staff consisted of 15 persons at the end of the year, compared to 13 in 1996.

67% of the Fund’s employees are graduates of colleges or universities, 33% have secondary education. Five of the Fund’s employees have certificates of language skills.

The breakdown of the staff on 31 December 1997 was as follows:

Breakdown of staff
Persons

Senior executives
2

Middle management
2

Junior staff: higher    education

secondary education
6

5

TOTAL
15

8.5 Officials' remuneration

Seven of the members of the Board of Directors and their permanent deputies became entitled to the fee for participating in meetings in 1997. The amount paid out under this heading was HUF 1 452 thousand (in 1996: HUF 1 716 thousand). The fees were established on the basis of actual participation in the meetings of the Board of Directors. The members of the Board of Directors received no other payments or reimbursement of expenses under any other heading.

8.6 Services associated with fund management

The management of the Fund’s state securities portfolio (investment of the premiums received) continued to be performed by CA-IB Securities. 

In the course of the reporting period CA-IB Securities prepared two business reports on the results of its asset management activities. During the period between 1 July 1996 and 30 June 1997 the asset manager generated a yield of 28.25% p.a. which was 7.14 % in excess of the 21.11 % yield level approved as benchmark. During the period 1 July 1997 and 31 December 1997 the fund manager achieved a yield of 18.22% p.a., 0.81% lower than the accepted 19.03% benchmark.

In the course of the year the Fund suffered no liquidation loss, i.e. no such unexpected event occurred that would have necessitated premature sale of the invested state securities.

With effect of 1 July 1997 the asset management remuneration system based on success fee and fixed management fee applied during the preceding 4 business years expired. Since then the asset manager is entitled exclusively to a fixed percentage asset management fee based only on the average asset value in the case of successful asset management activities. If the yield falls short of the pre-defined limit (benchmark) the asset manager is not entitled to the asset management fee.

8.7 International activities of NDIF in 1997

Since its establishment - indeed, since the commencement of the preparations - NDIF has been intensively and purposefully using opportunities offered by the exchange of international experiences. It has been developing its organisation, systems and activities drawing on the experience of deposit insurance institutions world wide in operation for various periods of time. NDIF has recently turned its attention towards Central and Eastern Europe; there seems to be an increasing demand on the part of some neighbouring countries for the utilisation of the experience of NDIF, so its advisory activities has been intensified.

In connection with the preparations for the EU accession the studying of the EU regulations on deposit insurance and that of the systems of EU member states has also been intensified. As part of these efforts the NDIF delegation visited in autumn 1997 the German Bankers' Association and the Association of Savings Co-operatives and Giro Centres. (The deposit insurance systems operate within the framework of the mentioned institutions separated by sector.)

One of the executives of NDIF - taking the opportunity offered by a financial conference in London - met the head of the Deposit Protection Board operating within the Bank of England. 

The foreign interest in the activities and experience of NDIF is shown by the fact that the head of the Croatian deposit insurance institution, which has been operating since July 1997, came to Budapest for a few days professional consultation.

The exchange of professional experiences with the Canadian Deposit Insurance Corporation through the exchange of written materials has continued with unbroken intensity in 1997.

During the year the Fund contacted the Budapest Office of the Institute for EastWest Studies, a US organisation operating in the form of a foundation. With this Institute and the International Training Centre for Bankers together NDIF organised an international round table conference on theoretical and practical issues of deposit insurance systems in March 1998.

In order to improve the regional international relations NDIF initiated the establishment of an international organisation of Central and East European deposit insurance institutions. A positive step in this area is that three neighbouring countries have indicated their agreement with these initiatives. The Group of Central and Eastern European Banking Supervisors has also indicated its openness towards the deposit insurance institutions of the region by themes relating to deposit insurance systems. On this basis the representative of NDIF had been given the opportunity to describe the Hungarian deposit insurance system in Riga in the 11th Conference of the Group in April 1998.

9. THE TASKS DEFINED BY THE BOARD OF DIRECTORS OF NDIF AND THE PERFORMANCE THEREOF

The major rules on the operation of the Fund are established by the decisions of the Board of Directors in the form of resolutions - within the framework of the relevant legal regulations. In 1997 the Board of Directors made 43 resolutions on the following major themes:


report and budget for the year;


premiums/fees ( change in regulations, establishment of increased premium);


contracts (auditor, asset manager, real estate manager);


co-operation agreement (National Savings Co-operatives’ Institutions Protection Fund, OTIVA);


control of member institutions;


information (Newsletter, aid to member institutions on application of legal provisions, Deposit Insurance Guide depositors);


attitude and decision of strategic importance on the deposit insurance coverage limit and on the creation of the deposit register.

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

10. BUDGET FOR 1998

Pursuant to Section 111 (1) j) of the CIFE Act and Section 11 of the Government Decree No. 12/1997 (I.30.) on the specifics of the annual reporting and book keeping obligation of the deposit insurance funds, institution protection funds and the investor protection fund, the Board of Directors approves once a year the budget for the current year simultaneously with the approval of the report.

The 1998 budget of NDIF is presented in accordance with the relevant legal regulations.

10.1 Expected economic/financial environment

The 4.4% GDP growth achieved in 1997 was accompanied by positive structural changes in the economy and by an unexpected additional improvement in the external financial equilibrium. According to forecasts a similar growth of the GDP may be expected in 1998. This growth shall continue to be free of any deterioration of the external financial equilibrium, nevertheless in the economic policy the major emphasis shall continue to be on the protection of the external and the internal financial equilibrium.

In 1998 the deficit of the balance of payments is projected to end up USD 1-1.5 billion in excess of that of last year (USD 2.1 billion) but the expected influx of foreign direct investments (USD 2.5 billion) should cover mostly of the deficit this year, too.

The interaction of the growth of net average earnings projected for 1998 (118%) and the expected consumer price level (115.2%) should provide for a real income growth of 103%. Consequently, household consumption is expected to expand somewhat, while the savings rate (net household savings relative to total income) will hardly change. The amount of net household savings - according to calculations - should total HUF 70-80 billion in excess of the pervious years’ amount (HUF 770-780 billion in 1998 after HUF 702.5 billion in 1997). This indicates a deceleration of the increase of savings in comparison with the rates of the previous years. (Household savings grew from 1996 to 1997 by HUF 102 billion).

Largely this declining rate of increase of savings is expected to finance the general government deficit which will come close to 5% of GDP (HUF 500 billion). Thus the borrowings of the Treasury, and some other savings forms (pension funds, investment funds, bonds etc.) are expected to increasingly compete with credit institutions in the future.

Therefore, the rate of the growth of savings deposited with the credit institution sector is expected to continue to decline in 1998, due to the continued expansion of other participants of the money market (insurers, pension funds, investment funds etc.).

10.2 Strategic goals of NDIF 

a)
Increase of the coverage limit
With the accession to EU on the agenda, the decision should be made whether the deposit insurance coverage limit should or should not be one of the derogations to the EU accession conditions. If not, then the convergence to the European directive should be started in 1999. The decision should be made on the basis of information what potential burden would result for NDIF’s member institutions and perhaps, indirectly on the central budget due to the increase of the coverage limit. Along with the increase of the coverage limit - at least with respect to the increments - the introduction of a depositors’ franchise should also be considered, which is also included in the EU directive.

b)
Correction of the premium payment system

Premiums are currently established on the basis of the total deposit portfolio without the consideration of the current coverage limit up to HUF 1 million. In case of the large deposit holder banks the adverse effect of the current premium system is partly offset by the differentiation of the premium rate. 

A detrimental effect of the gap between the premium basis and the actual coverage limit is indicated by the fact that the uninsured portion has increased and NIDF has also found signs of evading the premium payment. 

NDIF does not intend to remedy this problem as an authority. The increase of the coverage limit would, in itself, reduce the gap between the premium basis and the insured portfolio. But the conceptual and final resolution of the problem would be provided by a premium basis, adjusted to the covered deposits up to the coverage limit.

c)
Deposit Register

On the basis of the preparations commenced already in 1998 and the resolution No.  2/1998 (II.27.) a Deposit Register shall be launched on 1 January 1999 as a new element besides the voice mail, the news bulletin and the deposit insurance brochure.

d)
NDIF’s crisis management

It continues to be a main goal for NDIF to use its financial and professional resources in a proper way as provided by law - observing the least cost principle and the requirement of efficient recovery - for crisis management of member institutions that have suffered loss of capital.

e)
Portfolio management

The assignment of NDIF’s portfolio manager expires at the end of 1998. The preparation of the renewal of the partnership and of drafting of new agreements is a task for 1998.

f)
NDIF–NBH agreement

In the wake of the agreements with the supervision NDIF plans for 1998 to enter into a co-operation agreement with the National Bank of Hungary, including the establishment of an electronic current account connection.

g)
Co-operation with Investors’ Protection Fund (BEVA) and the Guarantee Fund of Private Pension Funds (PGA) 

NDIF undertakes to provide advisory services for PGA, similar to the professional assistance provided to the establishment of BEVA. These advisory relations may lay down foundations for a long-term mutually advantageous co-operation between these institutions performing guarantee-related duties.

h)
Development of premium payment and filing system 

To ensure that NDIF becomes capable of providing improved external and internal services with unchanged staff, it has continuously to improve its information systems. For 1998 the Fund has set a goal for itself to improve the system supporting premium payment and filing (including internal correspondence).

i)
Regional co-operation

Promotion of the regional co-operation of Central and Eastern European deposit insurance institutions, with special regard to the five year experiences of NDIF available for utilisation.

10.3 Budget for 1998

HUF ‘000


Description
1997 actual
1998 budget
Budget/
actual %

01.
Premium income from member institutions
3 573 581
4 400 000
123

02.
Fee income from receivables collected on behalf of depositors
0
0
0

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

I.
Income from deposit insurance (01+02+03)
3 573 581
4 400 000
123

II.
Other income
67 459
31 036
46


Transfers from provisions
701 778
801 976
114

III.
Non-deposit insurance income
0
0
0

IV.
Income from financial transactions
2 983 504
2 962 108
99

V.
Extraordinary income
67
0
0


TOTAL REVENUES (I+II+III+IV+V)
7 326 389
8 195 120
112

05.
Costs of reimbursement of frozen deposits
24 511
0
0

06.
Costs of collection of receivables on behalf of depositors
0
0
0

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

VI.
Expenditure related to deposit insurance (05+06+07)
24 511
0
0

VII.
Other expenditure
266 584
216 583
81


Transfers to provisions
801 976
874 750
109

VIII.
Expenditure not related to deposit insurance
0
0
0

IX.
Costs of financial transactions
617 519
522 750
85

X.
Extraordinary expenditure
1 023
500
49


TOTAL EXPENDITURES (VI+VII+VIII+IX+X)
1 711 613
1 614 583
94

08.
Material type expenditure
13 866
18 811
136

09.
Labour costs
82 023
103 311
126

10.
Depreciation charge
13 112
14 743
112

11.
Other expenses
34 843
47 539
136


Operating costs (08.+09.+10.+11.)
143 844
184 404
128


TOTAL COSTS (VI+VII+VIII+IX+X+08+09+10+11)
1 855 457
1 798 987
97

10.4 Notes to the 1998 budget 
01.
Premium income from member institutions


(Annual plan: HUF 4 400 0000 thousand)

At this stage of planning there are only preliminary data on the amount of savings as at 
31 December 1997 as per balance sheet, to be used as the basis of the premium - given the deadline in May for the preparation of the balance sheet.

Budgeting of the 1998 premium income:

Description
Premium income

Expected premium income, taking into account the expected premium base as at 31 December  1997 (HUF 2 320-2 330 billion) and the 1997 average rate (1.807 ‰) 
HUF 4 200 million

Expected additional premium income on the basis of Section 211 (3) of the CIFE Act
+ HUF 250 million

Premium income loss resulting from the application of the preferential rate
   - HUF   50 million

Expected premium income TOTALHUF 4 400 billion

Since the estimate concerning the expected premium income contains a higher than usual degree of uncertainty it may be necessary to have it revised by the Board of Directors following the receipt and processing of the premium declarations for 1998.

02.
Fee income from receivables collected on behalf of depositors
(Annual plan: 0)

This year - as in 1997 - the Fund does not plan to earn fee income for receivables collected on behalf of depositors.

03.
Commission income from the reimbursement of deposits with state guarantee
(Annual plan: 0)

In the course of the budgeting process the Fund did not expect banks to go bankrupt in 1998, therefore, the Fund did not plan commission income on reimbursement on behalf of deposits guaranteed by the state.

II.
Other income (Annual plan: HUF 31 036 thousand)

This is where the revenue from letting the real estate in Budapest now in the ownership of the Fund (former Iparbank) along with amounts earned from other activities (e.g. expert services) is shown. 

III.
Non-deposit insurance income (Annual plan: 0)

No such revenue is planned for 1998.

IV.
Income from financial transactions (Annual plan: HUF 2 962 108 thousand)

Profits from yields, interests and capital gains from the investment of state securities have been calculated on the existing portfolio and on the portfolio of securities to be purchased with the premiums to be collected. Owing to the uncertainty of the planning of premium income, the correction in July may entail adjustment to the planned amount of the income from financial transactions. This revenue item is also based on the assumption that no deposit reimbursement or bailout action as per Section 104 of the CIFE Act shall take place in 1998.


VI. Expenses arising from deposit insurance (Annual appropriation: 0)
The Fund does not expect to face additional expenses relating to the reimbursement of the depositors of Iparbank and Heves and Vicinity Savings Co-operative in 1998, and the Fund does no expect in advance any additional costs of bankruptcy of any bank.

VII. Other expenditure (Annual appropriation: 216 583 thousand)

Other expenditure contains the VAT charged on the Fund’s procurements in advance, which may not be recovered, and the amount of the employees’ contribution, the tax on vehicles and the management fee payable to the portfolio manager.

Provisioning (Annual appropriation: HUF 874 750 thousand) 

This includes the total amount (100%) of the receivable so far incurred with respect to the Heves and Vicinity Savings Co-operative "under liquidation" (HUF 260 278 thousand), and the HUF 524 872 thousand incurred as against Iparbank "under liquidation" so far on account of credit principal receivable. It is incurred as a result of deposit reimbursement and interest receivable as well as the amount of the devolved interest receivable expected to increase until the end of 1998 by HUF 69 600 thousand. It is noted that as of 31 December 1997 provision was created for 99% of such receivables.

In accordance with the Accounting Act the amount of provision for other purposes is planned to total HUF 20 000 thousand in 1998. 

IX.
Costs of financial transactions (Annual appropriation: HUF 522 750 thousand)

The line of expenses of financial transactions states the expected amount of the capital loss and interest loss on the Fund’s investments to be booked according to the Accounting Act. No additional expense has been budgeted to originate from default penalty charged to the Fund on account of late settlement of accounts payable.

08.
Material type expenditure (Annual appropriation: HUF 18 811 thousand)

Material type expenditure includes among others, the costs relating to operation, including office supplies, technical literature, fuels, printed forms, as well as expenses relating to travel and phone use.

09.
Labour costs (Annual appropriation: HUF 101 223 thousand)

Within this appropriation the Fund budgets HUF 63 295 thousand wage type expenses 
(1997 actual: HUF 52 814 thousand), including labour costs, language command premium, bonuses and premiums. The fund planned to implement a 16% wage increase on the basis of the total wage amount as recommended by the Interest Reconciliation Council. 

According to the relevant balance sheet data the labour costs of the Fund are planned as follows:

HUF ‘000

Description
Basis
1997 actual
Adjustment

(change in staff, re-classification)
Adjusted 1997 basis
With annual 16% wage increase, in 1998

Wage
29 459
700
30 159
34 984

Language suppl.
1 366
115
1 481
1 718

Bonus
7 807
350
8 157
9 462

Premium
14 183
585
14 768
17 131

TOTAL
52 814
1 750
54 564
63 295

The Fund's current staff is 15, and is not expected to be increasing in 1998.

The Fund budgets an amount of HUF 1 319 thousand for assignment contracts and royalty payments. Personal type expenses (such as officials’ remuneration, social security and pension fund contributions, etc.) are planned to HUF 36 610 thousand.

10.
Depreciation charge (Annual appropriation: HUF 14 743 thousand)

The appropriation is comprised of the depreciation on the opening portfolio of 1998 intangible assets and tangible assets and the new purchases included in the investment plan.

The planned investments are presented in Section 10.5.

11.
Other expenses (Annual appropriation: 47 539 thousand)

Almost half of the Fund’s other expenses are made up of the office rent. This also includes the rental fees for software and other services (the Internet), for a total of HUF 24 051 thousand.

The planned amount for training of the Fund’s employees (HUF 1 895 thousand) includes the training related expenses carried over to 1998 and those to be started in the future.

An amount of HUF 10 000 thousand has been appropriated for the marketing and 
PR-activities relating to the information of depositors.

The other costs line includes also the expected amount (HUF 8 002 thousand) for non-material type services including translation, software installation, membership fees etc.

The budgeted amount of the Fund’s banking expenses is HUF 311 thousand.

This line contains also the premiums for the property, fire, burglary insurance of the existing tangible assets and for the general liability insurance (HUF 2 966 thousand).

For duties the Fund budgeted HUF 314 thousand.

10.5 IT development and other procurement plans for 1998

Some of the developments started in 1997 will continue in 1998 (e.g. administration, the Internet). The IT support to the premium payment system and to the deposit register are to be implemented this year.

An amount of HUF 6 140 thousand has been appropriated for the implementation of the 1998 IT development plans:

a)
for procurement and installation/start-up of a new filing and internal/external correspondence system, some HUF 1 000 thousand,

b)
for the enhancement of the capacity of the central server and user work stations almost HUF 1 500 thousand,

c)
for virus protection some HUF 500 thousand,

d)
for the support of the premium payment system and the deposit register HUF 1 500 thousand each.

For procurement of tangible assets in 1998 the Fund budgeted HUF 1 500 thousand. This amount should cover minor transformations in the office.

11. RELEVANT FOREIGN EXCHANGE RATES

The official foreign exchange medium rate registered by the National Bank of Hungary of the major foreign currencies on the statement day were as follows:

Currency 1 unit

USD
DEM
ATS
GBP
CHF
FRF


HUF
203.50
113.59
16.15
337.22
139.82
33.95
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