Budapest, April 30, 1996
Dear Member Institution,

The provisions of paragraph 13 (1) i) of Act No. XXIV of 1993 and of paragraph 12 of the Government Decree 34/1994 (III.18.) obliges the Board of Directors to send the Balance Sheet of the National Deposit Insurance Fund  and the report on its assets and financial position to the Member Institutions.

The meeting of the Board of Directors held on April 29, 1996 approved the report on the 1995 activities of the Fund and on the basis of the report of  the auditor established  the balance  sheet as of December 31, 1995  and  the   Income  Statement of 1995.

The report provides detailed information on the management of the third business year  of the National Deposit Insurance 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 of the Fund and the liabilities eligible for deposit insurance purposes almost doubled.

The report discusses in detail that within the framework set by legislation the Fund endeavours to implement new crisis management techniques in order to avoid the liquidation of financial institutions incurring high losses. These instruments ensure the maintenance of the financial position of the Fund and thus are in harmony with the long term interests of the domestic financial sector. 

Thank you for your co-operation that supported our work throughout the previous year. We rely on the efficient partnership strengthening the confidence in the financial institution system in the future as well.

Sincerely yours


(Dr. Sándor Gergely)
(Dániel Jánossy)


Chairman of the Board of Directors
Acting Managing Director

BALANCE SHEET

ASSETS
OPENING

31/12/1994

(HUF ‘000 )
CLOSING

31/12/1995

(HUF ‘000 )

A. INVESTED ASSETS
43,293
41,555

I. Intangible Assets
11,689
7,172

1. Rights and titles
0
0

2. Intellectual property
11,689
7,172

3.Activated value of founding, restructuring
0
0

II. Tangible Assets
25,158
20,194

1. Real estate
0
0

2. Machinery, equipment, vehicles
21,627
15,485

3. Capital investments
0
0

4. Advances on capital investments
0
0

5. Value adjustments of tangible assets
3,531
4,709

III. Financial Investments
6,446
14,189

B. Current Assets
1,989,309
4,879,719

 I. Inventory
97
13

1. Materials
0
0

2. Products
97
13

3. Subcontracting
0
0

4. Advances on inventory
0
0

II. Receivables
265,573
925,994

1. Receivables from member institutions
255,300
262,828

a) Premium receivables
160
2,966

b) Receivables devolved to Fund
255,140
259,862

c) Premium for liab. undertaken with recourse
0
0

2. Other receivables from financial institutions
3,282
650,058

3. Receivables from depositors
0
0

4. Receivables from the State
4,644
0

5. Other receivables
2,347
13,108

III. Securities
1,722,524
3,760,688

1. Government securities
1,722,524
3,760,688

2. Other securities
0
0

IV. Cash
1,115
193,024

1. Cash in hand, cheques
65
19

2.  Bank deposits
1,050
193,005

C. PREPAYMENTS AND ACCRUALS
118,509
156,628

TOTAL ASSETS
2,151,111
5,077,902

BALANCE SHEET

LIABILITIES AND OWNERS’ EQUITY
OPENING

31/12/1994

(in ‘000 HUF)
CLOSING

31/12/1995

(in ‘000 HUF) 

D. OWNERS’ EQUITY
1,705,902
3,499,486

     I.  Registered capital
669,012
669,012

    II.  Reserves
-37,613
1,033,360

   III.  Valuation reserves
3,531
4,709

   IV.  Profit in balance sheet
1,070,972
1,792,405

E. PROVISIONS
412,732
902,384

F. LIABILITIES
5,606
660,328

     I. Long term liabilities
0
0

    II. Short term liabilities
0
660,328

     1. Liabilities to member institutions
0
3

         2. Short term loans
0
650,000

         3. Liabilities to depositors
0
0

         4. Liabilities to the State
0
1

         5. Other short term liabilities
5,606
10,324

G. ACCRUED EXPENSES
26,871
15,704

LIABILITIES TOTAL
2,151,111
5,077,902

Budapest, March 31, 1996

Dániel Jánossy

Acting Managing Director

INCOME STATEMENT

(with the total cost method)


DESCRIPTION
OPENING

(HUF ‘000)

1994
CLOSING

(HUF ‘000)

1995

01
Premium income from member institutions
1,023,928
2,035,972

02
Premium income from receivables collected on behalf of depositors
0
0

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

I
Income from deposit insurance (01+02+03)
1,023,928
2,035,972

II
Other income

Use of provisions
2,130

172,792
30,623

412,732

III
Non-deposit insurance income
1,663
471

IV
Income from financial transactions
431,915
902,065

V
Extraordinary income
0
0

05
Costs of reimbursement of frozen deposits
7,861
39,013

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

07
Costs incurred in the reimbursement of government guaranteed deposits
208
0

VI
Expenditure related to deposit insurance (05+06+07)
8,069
39,013

VII 
Other expenditure

Provisions
12,745

412,732
13,824

902,384

VIII
Expenditures not related to deposit insurance
0
0

IX
Costs of financial transactions
6
515,611

X
Extraordinary expenditures
0
0

08
Material type expenditure
4,999
8,810

09
Labour costs
59,689
63,950

10
Depreciation charge
10,067
13,309

11
Other costs
53,149
32,557

XI
Operating costs (08+09+10+11)
127,904
118,625

A
Profit as per balance sheet (I+II+Use of Provisions+III+IV+V-VI-VII-Provisions-VIII-IX-X-XI)
1,070,972
1,792,405

Budapest, March 31, 1996

Dániel Jánossy
Acting Managing Director

1. GENERAL 

1.1 Introduction of the National Deposit Insurance Fund

Name of the Organisation:
National Deposit Insurance Fund

Short form: NDIF

Seat:
Csalogány u. 9-11.


H-1027 Budapest, Hungary


Form of Foundation:
Act No. XXIV of 1993

Date of Foundation:
March 31, 1993

Members of  the Board:
National Bank of Hungary
 
President

Ministry of Finance 
State Secretary,

Administration

State Banking Supervision 

President 

Hungarian Banking Association 
Secretary General 

National Savings Co-operative 

Association
Secretary General

NDIF 
Managing Director 

and the Permanent

Deputies to them
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1.2 Economic Environment

There was a turning point in the economic and financial situation of the country in 1995. The austerity programme launched in March set the objective of implementing an economic policy that shall gradually cease the external and internal financial imbalance in such a manner that the economic growth that had started in 1993 be not broken. The export and the capital expenditure project providing the basis for export became the driving force of the economic policy of stabilisation that shall maintain both the growth and the financial equilibrium while the domestic consumption demand be retained.

The economic procedures of the past year seem to confirm the hopefully lasting shifting towards the real equilibrium. The dynamics of the growth of the Hungarian economy was not broken, the preliminary figures show a growth of 1.5 to 2.0 % of the GDP volume, within that an increase of the industrial output and capital expenditures of 4-5 % and 2-3 % respectively, while the export sales increased in an outstanding measure of 16-17 %. 

Though this process requires a longer period of time, the measures of the austerity programme aiming at establishing the financial equilibrium have already  had some positive impact on 1995. The deficit of the central budget did not exceed the projections of the supplementary budget and the privatisation made better progress than expected. Due to the privatisation and the influx of the working capital as well as to the improvement of the balance of accounts on current payments by about USD 1.5 billion the indebtedness of the country could be stopped, even slightly decreased.

As a result of the central measures on pricing that had been delayed for long,  the one significant devaluation of the Forint and the introduction of the excise duty and the sliding exchange rate the inflation exceeded the expected 20 %. On an annual basis the inflation rate (consumption price index) exceeded 28 %. Compared with the  inflation the increase of the  nominal income of the population was lower and resulted in a more than 10 % decrease of the real income. 

Several controversial factors influenced the deposits in 1995. The very high nominal interest rate (32-35 %) that was considered to be essential for funding the scheduled deficit of the public finance (HUF 330-350 billion without privatisation proceeds) by domestic resources could almost counterbalance the impact of the decrease of the real income on the savings rate. Based on the preliminary data of the National Bank of Hungary (NBH) the total domestic saving in deposits, cash and securities grew overall by HUF 680-690 billion. Of that amount HUF 420-425 billion was saved by the citizens and with the mediation of the banking sector HUF 340-345 billion of that was used for funding the public finance and the economy. 

Although the new problems inherited from the past and generated by the difficult economic situation of the past years could be detected in the Hungarian banking sector in 1995 as well, the government measures of the previous years that required sufficient funds slowly started making a positive impact and the results can already be seen in the increased stability of the banking sector. The composition of the banking portfolio that is monitored by the National Deposit Insurance Fund as well - on the basis of the data of the State Banking Supervision - has definitely improved, especially the decrease in the doubtful and bad debts is apparent, but unfortunately there has been no improvement in the quality of the portfolio of the savings co-operatives.

Overall, the liability structure of the financial institutions operating as joint stock companies improved, the vast majority could meet the capital adequacy ratio requirement of eight percent. The privatisation of the banks with majority state shares continued (OTP, Budapest Bank).

As regards the crisis management instruments of the financial sector progress was made. The experiences of the previous years had shown very clearly that the liquidation under the current terms of legislation is a lengthy procedure generating high losses. Therefore the Government applied a larger variety of techniques and while doing so it relied - to different extent and in different form - on the National Deposit Insurance Fund (e.g. leading Iparbankház silently out from the market). When properly applied, these techniques require smaller financial sacrifice, shake the confidence to a smaller extent and also contribute to improving the structure of the banking sector by encouraging more viable bank sizes.

1.3
Establishing, legal form, tax situation of the Fund

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

Pursuant to Paragraph 9 (3) of the NDIF Act the National Deposit Insurance Fund cannot be obliged to pay either tax or any duty on its equity, assets, revenues and income.

1.4
Member institutions of the  National Deposit Insurance Fund and their deposits

1.4.1 Number of member institutions

Pursuant to the provisions of Act No. XXIV of 1993 each financial institution operating in Hungary (except for credit co-operatives) that collect deposits are obliged to be members of the Fund.

The members of the Fund comprised 42 banks and 255 savings co-operatives at the end of 1994. In 1995 one bank joined the Fund (Central Corporation for Banking Services), one bank ceased without any legal successor (MHB-Silver Bank, see par. 7.2 for elaboration) and three banks ceased due to merger (Investbank, IBUSZ Bank, Agrobank). A new savings co-operative was established, but due to mergers and unification the number of savings co-operatives decreased by seven.  As a result, 39 banks and 249 savings co-operatives were members of the Fund at the beginning of 1996. 

1.4.2 Review of the insured deposits as per types and financial institution groups

Pursuant to the audited balance sheet reports of the member institutions, the deposits total insured by the Fund increased by 33.8 % during 1994 and thus the NDIF insured more than 50 % of the total deposits by the beginning of 1995. At the same time the deposits protected by state guarantee shrank by 75 %. (The remaining portion is not protected either by the NDIF or the state.)

It can be stated that an increasing portion of the deposits that used to be guaranteed by the state seeks the protection of the NDIF and that trend will gradually decrease and ultimately cease the conditional obligations of the central budget in that field. 

The tables below provide more detailed data on the breakdown of the deposits as per financial institution and type of protection.

Breakdown of deposits as per protection at the end of 1994



Deposits total

HUF '000 
banks
of which

savings co-ops
total

Deposits 

1,866,654,220
93.5 %
6.5 %
100.0 %

of which
savings deposits
393,183,826
80.9 %
19.1 %
100.0 %


other deposits
1,473,470,394
96.8 %
3.2 %
100.0 %

Securities

243,236,980
95.4 %
4.6 %
100.0 %

Payable interests

37,828,295
87.7 %
12.3 %
100.0 %

Total

2,147,719,495
93.6 %
6.4 %
100.0 %










NDIF insured
with state guarantee
not insured
TOTAL

Deposits

57.9 %
28.3 %
13.8 %
100.0 %

of which
savings deposits
27.2 %
58.3 %
14.5 %
100.0 %


other deposits
66.1 %
20.4 %
13.6 %
100.0 %

Securities

3.6 %
0.2 %
96.2 %
100.0 %

Payable interest

46.8 %
11.2 %
42.0 %
100.0 %

TOTAL

51.5 %
24.9 %
23.6 %
100.0 %

Breakdown of deposits as per protection and type of financial institution 

at the end of 1994

banks



NDIF insured
with state guarantee
not insured
total

Deposits 

59.3 %
26.5 %
14.3 %
100.0 %

of which
savings deposits
24.0 %
59.7 %
16.3 %
100.0 %


other deposits
67.1 %
19.0 %
13.8 %
100.0 %

Securities

3.5 %
0.0 %
96.5 %
100.0 %

Payable interests

50.2 %
5.9 %
43.9 %
100.0 %

Total

52.7 %
23.1 %
24.2 %
100.0 %








Savings co-operatives



NDIF insured
with state guarantee
not insured
TOTAL

Deposits

37.8 %
55.3 %
6.9 %
100.0 %

of which
savings deposits
40.9 %
51.9 %
7.2 %
100.0 %


other deposits
32.8 %
60.6 %
6.6 %
100.0 %

Securities

6.2 %
4.1 %
89.7 %
100.0 %

Payable interest

22.2 %
49.2 %
28.7 %
100.0 %

TOTAL

34.7 %
50.9 %
14.4 %
100.0 %

The split of the deposits total between banks and savings co-operatives did not change in comparison to the previous year: the share of the banks was 93.5 % at the beginning of 1995. Of the deposits insured by NDIF 95.7 % is managed by the banks and 4.3 % of the insured deposits is at the savings co-operatives.

deposits in HUF billion

End of 1993
NDIF insured
with state guarantee
not insured
TOTAL

deposits

banks
800

(45.8 %)
524

(30.0 %)
422

(24.2 %)
1,746

(100 %)

SAVINGS co-operatives
27

(21.3 %)
84

(67.0 %)
15

(11.7 %)
126

(100.0 %)

total
827

(44.2 %)
608

(32.5 %)
437

(23.3 %)
1,872

(100.0 %)

Deposits in HUF billion

End of 1994
NDIF insured
with state guarantee
not insured
TOTAL

deposits

banks
1,059

(52.7 %)
464

(23.1 %)
487

(24.2 %)
2,010

(100 %)

SAVINGS co-operatives
48

(34.7 %)
70

(50.9 %)
20

(14.4 %)
138

(100.0 %)

total
1,107

(51.5 %)
534

(24.9 %)
507

(23.6 %)
2,148

(100.0 %)

1.5 Sources of the Fund

The revenue 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).

The Premium Payment Regulation of the Fund bases the premium declaration of the member institutions on the balance sheet data, approved by the general assembly, that are supplemented by the data essential for differentiating the premium rates. Based on the declaration reviewed by the Fund the member institutions pay the insurance premium every quarter. For the first two quarters of the current year, when the balance sheet approved by the general assembly is not available yet, the amount of the premium payable for one quarter equals one fourth of the payment obligation of the previous year. The adjustment of the premium advance payments takes place in the third quarter. 

The upper limit of the regular annual payment obligation of the member institution is 2 ( of the deposit portfolio insured by the Fund as of December 31 of the year proceeding the year in question. The Board of Directors of the Fund set the initial premium rate to be applied lower, at 1.8  ( in 1993 and that was not changed for 1995. 

The Fund has defined and applied different premium rates in accordance with the average deposit volume  since 1994. The reason being that due to the HUF 1 million reimbursement redemption limit the depositors of those financial institutions enjoy a higher degree of protection by NDIF where the average deposit volume is smaller. (The average deposit volume is calculated by dividing the deposits total insured by NDIF by the number of those deposits.)

In 1995 the premium rate was 1.6  ( for the financial institutions where the average sum of the deposits exceeded HUF 1 million at the end of the previous year that was the basis for the calculation. For the financial institutions with a smaller average deposit volume the premium rate is 1.9  (. 

The retail type of banks and the savings co-operatives usually pay the premium of the higher premium rate. The total of 22 banks, mostly joint venture or foreign banks, pay the premium of the lower rate. At the end of 1994 about 
20 % of the deposits total belonged to the lower premium rate group.

Breakdown of the deposits as per premium rate at the end of 1994:


Premium rate %o
Bank
Savings co-op.
Financial institutions

Financial institution
1.6
22
0
22

Number
1.9
20
255
275

Total

42
255
297

Deposits total
1.6
19.5%
0.0%


Amount
1.9
80.5%
100.0%


Total

100.0%
100.0%


Deposits total
1.6
0.4%
0.0%


Number
1.9
99.6%
100.0%


Total

100.0%
100.0%


Average
deposit




volume in
HUF/p
94,834
53,830
91,816







The Fund may increase the premium to be paid by the member institution in the current year, if the member institution in question conducts a dangerous activity as specified by the criteria of the Premium Payment Regulation. 

In its Resolution No. 4/1995 (IV.28.) the Board of Directors of the Fund defined more strict requirements for the payment of an increased premium. Pursuant to the above Resolution the existence of the consolidation agreement does not exempt the member institution from its payment obligation of an increased premium in 1995, if the capital adequacy ratio of the member institution is otherwise below the level specified in the statutory rule. The Board of Directors did not apply the instrument of the increased premium payment in 1995. 

95.5 % of the 1995 insurance premium revenue of HUF 2,036 million of the Fund was paid by banks, and 4.5 % generated from the savings co-operatives. (Further details on the premium payment are included in par. 5.1)

1.6 Scope of Activities of the Fund

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

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

As important as the reimbursement of deposits is the role of the Fund in preventing the payment of the insured amount and in order to achieve that the commitment pursuant to Article 36 (5) and (6) of the NDIF Act, if that involves a smaller financial burden to the NDIF than the reimbursement of the deposits.

1.7 The Managing and Supervisory Bodies of the Fund

Pursuant to Article 12 (1) of the Act No. XXIV of 1993, the supreme organ of the Fund is the Board of Directors. Its members are the President of the National Bank of Hungary, the Administrative Secretary of State of the Ministry of Finance, the President of the State Banking Supervision, two persons delegated by the industry associations of financial institutions and the Managing Director of the Fund. The Board of Directors elects a Chairman and a Deputy Chairman on an annual basis.  In 1995 dr. Tamás Rusznák, President of the State Banking Supervision, acted as Chairman and dr. Sándor Gergely, Secretary General of the National Association of Savings Co-operatives was the Deputy Chairman. 

In 1996 the Secretary General of the National Association of Savings Co-operatives was elected Chairman and the Administration State Secretary of the Ministry of Finance became the  deputy to him. 

Under Article 10 of the Act, the financial  and accounting control of the Fund is performed by the State Audit Office. No such control was performed till the statement day, however, the State Audit Office started a comprehensive audit early 1996, at the time of the composition of the balance sheet. The Report of the State Audit Office had not been finalised prior to the meeting of the Board of Directors approving the 1995 annual report of the NDIF, some preliminary information on the audit is included in par. 7.1.5.

In February 1994 the Board of Directors entrusted the company Deloitte ( Touche for three business years to perform the audit of the financial statements as defined in Article 73 of Act No. XVIII of 1991 on Accounting and Article 11 of the Government Decree No. 34/1994 (III.18.)

Since November 1994 an independent part-time internal controller experienced in control, with chartered accountant qualification has been working with the Fund.

2. MAIN FEATURES OF THE ACCOUNTING POLICY OF THE FUND

Within the frame of the Act on Accounting the special regulations on the process of keeping the books and of preparing the annual report are defined by the Government Decree No. 34/1994 (III.18.) on the peculiarities of the obligations on preparing the report and keeping the books of the deposit insurance funds and institution protection funds.

The accounting policy of the Fund sets the fundamental objective of stating the results in a reliable manner, supported by accounting.

The closing date of the 1995 balance sheet was March 31, 1996.

The valuation methods applied by the Fund assess

· the invested assets and current assets;

· the receivables;

· the cash;

· the equity, provisions and liabilities

as required by the provisions of the Act on Accounting.

The accounting of the scheduled depreciation on the tangible and intangible assets entered on the assets side are made on a time-proportional and quarterly basis.

3. Details, explanations on the items of the balance sheet and of the income statement

3.1 Composition of the Assets Portfolio

The composition of the assets:

Description
Stock as of 31/12/1995 (HUF '000)
Breakdown (in %)

Intangible assets
7,172
0.14

Tangible assets
20,194
0.40

Investments
14,189
0.28

Invested assets total
41,555
0.82

Inventories
13
0.00

Receivables
925,994
18.24

Securities
3,760,688
74.06

Cash
193,024
3.80

Current assets total
4,879,719
96.10

Accruals
156,628
3.08

Assets total
5,077,902
100.00

3.2 Invested assets

3.2.1 Intangible assets

The invested assets of the Fund amounted to HUF 41,555,000 at the end of the year. The closing stock of the intangible assets as of December 31, 1995 was HUF 7,172,000 that comprised exclusively software products.

3.2.2. Tangible Assets

The composition of the tangible assets as per major items was as follows:

Vehicles 
24 %

IT assets and technical equipment for administration
39 %

Technical facilities and furniture
37 %

3.2.3. Value Adjustment of Tangible Assets

A significant portion of the tangible assets comprises the IT equipment and the vehicles. These types of assets require regular renovation, maintenance and as the technical development progresses the replacement by more advanced ones.

In order to support that it is necessary to perform individual assessment within each asset group, adjustment to market value at each year-end closing, as specified by the amendment in Article 5 of Act No. XX of 1995.

3.2.4. Financial Investments

The Agrobank shares with a face value of HUF 5 million, owned by the Fund, are included here. Pursuant to the Merger Agreement of Agrobank Rt. and Mezőbank Rt. and under the provisions of the Act on Accounting on the loss in value of equity  participation the Fund was obliged to devaluate these shares to 1 %, i.e. to HUF 5 million as of the statement day.

The long-term debts of the housing loans of the NDIF-employees are also included here.

3.3 Current Assets

3.3.1. Inventory

The balance sheet item products include the stock of catering vouchers (HUF 13,000) given to the employees as of the statement day.

3.3.2 Receivables

The receivables devolved to the Fund on the amount of the NDIF reimbursement paid to the depositors on the deposits frozen at the Heves and Vicinity Savings Co-operative, reported to the liquidator prior to the defined deadline, the withholding tax on the taxable interest of the deposits with gross interest paid to the tax authorities instead of the financial institution and also the  premium and one-off admission fee receivables are stated under receivables from member institutions (HUF 262,828,000).

The deposits of HUF 259,862,000 million of the savings co-operative were paid and reported as part of the liquidation procedure prior to the statement day. Till the date of making the balance sheet some claims - low in number and amount - had not been reported and/or  settled due to insufficient data yet (amounting to about HUF 1 million).

Thus the reimbursement of the damaged depositors of the Heves and Vicinity Savings Co-operative can be regarded as completed. About three quarters of the reimbursed customers are resident in Heves and vicinity, one quarter in Budapest. The average amount  paid to one customer amounted to about  HUF 100,000.

Other receivables from financial institutions amount to HUF 650,058,000 that basically equals the amount disbursed till December 31, 1995 from the stand-by credit allocated for Iparbankház.

The account balance of the financial institutions entrusted with making the reimbursement to the depositors of Heves and Vicinity Savings Co-operative amounted to HUF 58,000 as of December 31, 1995. After the statement day we cancelled our accounts (K(H Rt., NBH) opened for facilitating the reimbursement.

Other receivables amount to HUF 13,108,000 and include the total of the buyers receivables and the amount of the loans granted at the base rate of interest of the Central Bank as defined in Article 29/B of the Act No. XC of 1991. 

3.3.3 Securities

Pursuant to Article 20 (4) of the NDIF Act, the Fund must keep its liquid funds, i.e. the difference of the revenues from admission fees and premiums minus operating expenses and costs of eventual deposit reimbursement, in government securities. Accordingly, on the statement day of the Balance Sheet we had securities to the value of  HUF 3,760,688,000.

The temporary funding for the stand-by credit line of HUF 1,200,000 granted to Iparbankház was provided by the NBH refinancing, therefore with NBH as beneficiary we sequestered 6-month-term discount treasury bills, expiring on February 29, 1996 to a face value of HUF 641,000,000 and 1996/P Hungarian State Bonds to a face value of HUF 559,910,000. (For further information see par. 4.2.1.1 and 7.1.4.)

3.3.4 Cash Items

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

Description
Balance (in HUF '000)

NBH settlement account
40

Bank accounts (3 pieces)
94

NDIF petty-cash
19

Securities sweep account
192,871

TOTAL
193,024

3.4 Prepayments and Accruals

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

Description
Amount (in HUF '000)

Expenses incurred in the year in question, burdening 1996
997

Time-proportionate interest and exchange gains on securities purchased 1995, in our possession on statement day
155,560

Interests of disbursed loans with an impact on 1995
71

TOTAL
156,628

4. EQUITY AND LIABILITIES PORTFOLIO

The following table shows the structure of the liabilities portfolio:

Description
Portfolio as of 31/12/1995
Breakdown (in %)

Equity
3,499,486
68.92

Liabilities
660,328
13.00

Provisions
902,384
17.77

Accrued expenses
15,704
0.31

liabilities total
5,077,902
100.00

4.1 Structure of the Equity:

Equity
669,012

Reserves
1,033,360

Evaluation reserves
4,709

Balance sheet profit
1,792,405

3,499,486

4.2 Liabilities

4.2.1 Short-term liabilities

4.2.1.1 Short-term credits

Pursuant to the Resolution No. 310/1995 of the State Banking Supervision Iparbankház Rt. was obliged to borrow compulsory credit. 

The credit line was granted by the NDIF to the value of HUF 1.2 billion (of which Iparbankház drew the credit of HUF 650 million till December 31, 1995). The Fund could have granted the credit only by liquidating the government securities portfolio generating an extremely favourable yield exceeding 30 % and we intended to avoid the eventual loss. In order to achieve this, the NDIF entered a liquidity credit agreement with NBH on September 8, 1995, with the expiry date of January 31, 1996 and the credit terms of the base interest rate of the Central Bank (27 %). 

4.2.1.2 Other short-term liabilities

The accruals and deferred tax items of the payment obligations of the Fund to the State (personal income tax, employer contribution, social security contribution, the total of HUF 4,144,000) and the liabilities to the domestic suppliers (HUF 6,180,000) are stated as other short-term liabilities (HUF 10,324,000).

4.3 Provisions

The total provisions of HUF 902,384,000 were generated on the liabilities to the member institutions that devolved to the Fund in 1995 and on the interest content of the securities acknowledged  in the value at cost. The structure of those provisions as per title is shown below:

99 % of the liability devolved to the Fund due to reimbursement of frozen deposits 

(Heves and Vicinity Savings Co-operative)
HUF 257,264,000 

50 % of the liability devolved to the Fund due to onerous financial guarantees

(Iparbankház Rt.)
HUF 325,000,000 

Interest acknowledged in the value at cost of securities portfolio
HUF 320,120,000

Provisions total
HUF 902,384,000

4.3.1 Provisions generated on Heves and Vicinity Savings Co-operative "fa." ("under liquidation")

Pursuant to Article 5 (4) of the Government Decree on the preparation of reports the amount of HUF 259,862,000 devolved to the Fund as a result of the reimbursement of deposits frozen at Heves and Vicinity Savings Co-operative is stated as liability. Of that amount :

-  HUF 257,287,000 
devolved to the Fund as a result of deposit reimbursement, and

-  HUF     2,575,000
is the withholding tax on the reimbursement.

On the amounts that had not been settled until the preparation of the balance sheet (i.e. on the total amount) provisions shall be generated to the debit of other expenditures, in accordance with the individual classifications under the Act on Accounting.

The basis for provisioning was - similarly to the balance sheet report of 1994 - the balance sheet review report of the Heves and Vicinity Savings Co-operative as of October 31, 1994 and the verbal brief of the liquidator. The County Court of Heves had not passed an order yet on the approval of the balance sheet review report, but made the auditor eligible to auditing that. According to the expert opinion of the auditor the balance sheet review report is fully unacceptable, the balance sheet profit stated in it is not true and proper. On the basis of that, like in the previous year we allocated provisions on 99 % of the liability bearing in mind also Article 89/C of the Act on Financial Institutions providing for ranking the reimbursement of the liabilities of the central budget resulting from the reimbursement of deposits of individuals with state guarantee before the liabilities of the NDIF.

The provisions of HUF 252,589,000 generated on 99 % of the total receivables of the Fund in 1994 were allocated and based on the mentioned information available to us at the end of 1995 and on the principle of prudence, we projected a symbolic return of 1 % and  generated  provisions on 99 % of the total  receivables, to the value of HUF 257,264,000. 

4.3.2 Provisions on Iparbankház Rt.

Under par. 4.2.1.1 reference has already been made to the  fact that pursuant to the standby credit agreement entered into because of the crisis of Iparbankház Rt. the Fund made a credit line of HUF 1,200,000,000 available to the bank, of which HUF 650,000,000 was disbursed till December 31, 1995. Under Article 4 (3) b) of the Government Decree on the preparation of reports this sum was stated as a receivable resulting from recourse financial guarantee  among the other receivables from financial institutions and projected a 50 % return on that amount on the basis of the data available to us, expert opinions and the written and verbal information of the bank on the sales of assets already performed before the preparation of the balance sheet and to be implemented in the future. Therefore the provisions of HUF 325,000,000 were allocated on 50 % of that receivable. 

4.3.3 Provisions for other reasons

Pursuant to Article 2 (5) of Act No. XX of 1995 amending the Act on Accounting provisions shall be allocated to the debit of the profit to the amount of the interest acknowledged in the value at cost of the securities with interest, stated as a current assets item of the balance sheet. We therefore allocated the additional provisions of HUF 320,120,000 on the securities portfolio of the Fund as of December 31, 1995.

4.4 Accrued expenses

We stated HUF 15,704,000 as accrued expenses on the statement day. This sum included the amounts of the management bonus payments and duties thereto for 1995, due in 1996 as well as the audit fee and the banking costs.

5. Supplementary NOTES TO THE ITEMS OF THE INCOME STATEMENT

The income portfolio stated in the Income Statement is shown in the table below:


Description
1995 (HUF '000)
Breakdown (%)

01
Premium income from member institutions
2,035,972
60.20

02
Premium income from receivables collected on behalf of depositors
0
0

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

I
Income from deposit insurance (01+02+03)
2,035,972
60.20

II
Other income

Use of provisions
30,623

412,732
0.91

12.20

III
Non-deposit insurance income
471
0.01

IV
Income from financial transactions
902,065
26.28

V
Extraordinary income
0
0


TOTAL
3,381,863
100.00

5.1 Income

In the year in question more than 60 % of our income arouse from insurance premiums paid by the member institutions. 

The majority of the member institutions paid the insurance premium till December 31, 1995. The eight member institutions that had not met their annual payment obligations were warned in our letter on the balance as of December 31,  1995 and requested to make the due payment without any delay. Early 1996  all member institutions made up for the payable sums.

The eventual overpayments were settled with the member institutions after the letter on the balance had been sent at the end of the year. 

Due to the late payment of the insurance premium the member institutions in question paid the amount of HUF 859,000 as late charge to the Fund, a sum that is more than the double of the amount paid the year before. 

The total payment obligation on the insurance premium amounted to HUF 2,035,972,000 (of which banks: HUF 1,943,539,000 savings co-operatives HUF 92,433,000).

The share of the savings co-operatives in the premium payment is 4.5 %, a slight decrease compared with the 5 % of 1994. That is explained by the fact that the deposit portfolio increased in a somewhat more dynamic manner at the banks than at the savings co-operatives. 

The breakdown of the amount HUF 30,623,000 of other income is as follows:

Description
Value (HUF '000)
Breakdown (in %)

Income from other deposit insurance - Agrobank Rt.
14,640
47.81

Income from other deposit insurance - Iparbankház Rt.
12,006
39.20

Meeting room rental
108
0.35

Other taxable activity
1,167
3.81

Revenue from sold assets
1,820
5.94

Late charge income
859
2.81

Other income
23
0.08

TOTAL
30,623
100.00

The items of other insurance deposit income include the income on the costs related to the crisis of Agrobank Rt. and Iparbankház Rt. that were invoiced and reimbursed by the banks.

The item of non-deposit insurance income (HUF 471,000) includes the amounts invoiced and received under Article 5 c) of the NDIF Act.

The income from financial transactions with HUF 902,065,000 has a significant share of our income and comprises mostly the interest and yield income generated by the free cash invested in state securities by the portfolio manager of the Fund as well as exchange gains.

The following flowchart shows the structure and volume of these income items:

Other financial transactions income

Foreign exchange gains

Exchange gains from state bonds

Interest income from state bonds

Yield income from discount treasury bills

5.2 Description of the Costs per Type

The costs are included as expenditures that do not qualify as operating costs essential to the operations of the Fund.

The breakdown of such costs are included in the following table:


Description
Value (HUF '000)
Breakdown (%)

05
Costs of reimbursement of frozen deposits
39,013
2.65

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

07
Costs incurred in the reimbursement of government guaranteed deposits
0
0

VI
Expenditure related to deposit insurance (05+06+07)
39,013
2.65

VII 
Other expenditure

Provisions
13,824

902,384
0.94

61.35

VIII
Expenditures not related to deposit insurance
0
0

IX
Costs of financial transactions
515,611
35.06

X
Extraordinary expenditures
0
0


Expenditure total
1,470,832
100.00

The after-costs of the reimbursement of the deposits frozen at the Heves and Vicinity Savings Co-operative and Agrobank and the after-costs related to the crisis of Iparbankház were stated among the expenditures from deposit insurance (HUF 39,013,000). 

The volume of these after-costs were as follows:

Name of the member institution
Total expenditure from deposit insurance (HUF '000)

Heves and Vicinity Savings Co-op
7,4734

Agrobank Rt.
20,546

Iparbankház Rt.
11,033

TOTAL
39,013

Among the other expenditures (HUF 13,824,000) we stated the inventory value of the tangible assets sold, the expenditures resulting from damages of the vehicles, not reimbursed under the insurance policy as well as the taxes paid to the central budget and to the local government, and the amount of the allocated provisions (HUF 902,384,000).

96 % of the expenditures of the financial transactions are due to the HUF 495,000,000 loss in the value of the Agrobank shares of HUF 500,000,000 of the Fund.

The following table shows the operating expenses of the Fund as per type of cost:


Description
Value (HUF '000)
Breakdown (%)

08
Material type expenditure
8,810
7.43

09
Labour costs
693,950
53.91

10
Depreciation charge
13,309
11.22

11
Other costs
32,557
27.44

XI
Operating costs (08+09+10+11)
118,626
100.00

Among the other expenses the non-financial services accounted for HUF 26,869,000 with a structural breakdown shown in the table below:

Description
Value (HUF '000)
Breakdown (%)

Rental fee
7,029
26.2

Advertising
1,821
6.8

Commission and settlement
13,907
51.8

Training
689
2.5

Other non-financial services
3,423
12.7

TOTAL
26,869
100.00

5.3 Expenditures, After-costs of the Reimbursement of Frozen Deposits 

The reimbursement on the deposits frozen at the Heves and Vicinity Savings Co-operative continued in 1995 as well. 

Furthermore, the deposits at Agrobank also froze on May 11, 1995, though only temporarily, and we paid partial reimbursement on these deposits, primarily for preventing a panic. 

5.3.1 After-costs of the reimbursements of the Deposits Frozen at the Heves and Vicinity Savings Co-operative

The total of HUF 257,287,000 was reimbursed between the time of freezing the deposits and the statement day. The Fund reimbursed HUF 4,727,000 of that during the year 1995, of which HUF 4,340,000 was reimbursement of the capital and HUF 387,000 that of the interests.

As regards the reimbursement on the deposits frozen at the Heves and Vicinity Savings Co-operative, the following table shows the summary of the costs incurred and debited to the NDIF during the year 1995:

Description
Amount (HUF '000)

Data processing cost
117

Telephone, fax, mailing
                         1

Other costs
276

TOTAL
394

The NDIF paid an indemnity on the total of 3,303 deposits till the statement day, of which only 30 were made in 1995. Due to the small number of such payments the specific after-costs per reimbursement was twice as high in 1995 than in 1994.

5.3. After-costs of the reimbursements of the Deposits Frozen at Agrobank Rt.

In case of Agrobank Rt. the bank itself made the advanced payments to the debit of the insured deposits from the funds provided by the NDIF. Since the crisis was warded off quickly, only a partial reimbursement was made, because the state as shareholder increased the capital of Agrobank Rt. with the involvement of the NDIF that was followed by the merger of Agrobank and Mezőbank in January 1996. 

Pursuant to the agreement made by and between the Ministry of Finance and the NDIF on May 25, 1995, the NDIF was also actively participating in the closed capital increase of the bank. 

Afterwards the NDIF obtained a set of shares to the value of HUF 500,000,000  partly because of the actual credit debts of Agrobank Rt.

As a result of the freezing of deposits the following after-costs incurred that were partly reimbursed by Agrobank:

Description
Amount (HUF '000)

Data processing costs
2,376

Advertising costs
                      932

Other costs
22,681

TOTAL
25,989

After the day NDIF obtained the shares, Agrobank was not reimbursing the NDIF on the still actual costs of the deposit reimbursement, since the debts of the bank were settled.

6. ASSETS, FINANCIAL AND INCOME POSITION

The assets portfolio of the Fund was stated in the balance sheet as follows:

Balance Sheet ref.
Description
Value (HUF '000)
Breakdown (%)

A
Invested assets
41,555
0.82

B
Current assets
4,879,719
96.10

C
Prepayments and accruals
156,628
3.08


TOTAL ASSETS
5,077,902
100.00

The value of the total assets and total liabilities exceed the double of the 1994 figure, since the balance sheet total of the previous year was only HUF 2,151,111,000.

6.1 Description of the Securities Portfolio

The Fund invested different amounts altogether 97 times throughout 1995. The closing securities portfolio of the Fund amounted to HUF 3,760,688,000 on statement day (see par. 3.3.3). In the course of the year we accounted the yield profit of HUF 565,295,000 exchange gains of HUF 13,357,000 and interest revenues of HUF 902,065,000 of which HUF 155,560,000 was accrued revenue. The sale of securities generated the exchange and interest losses of HUF 20,565,000. We credited our portfolio manager with a commission and assets management fee of  HUF 13,907,000 during the year 1995.

6.2 SUMMARY EVALUATION OF THE PERFORMANCE

The NDIF closed its first broken business year with a loss of HUF 37,613,000 and in 1994 generated a positive profit of HUF 1,070,972,000 as disclosed in the Balance Sheet. We closed the year 1995 with a profit of HUF 1,794,405,000 as disclosed in the Balance Sheet that comprised the following factors:

· the majority of the reimbursement of the deposits frozen at the Heves and Vicinity Savings Co-operative was stated in the business year 1993 and debited the financial year 1994 to a smaller extent, therefore the expenditures of that title were significantly reduced in 1995;

· as for the financial investments, typically high interest rates could be reckoned with during the first half of the year that had a very favourable impact on the asset value of our securities portfolio. The interest rate decrease of the second half of the year could to some extent be detected in the yields of our securities portfolio, however, overall we managed to successfully invest the major part of our premium income in the state securities market.

· the significant increase in the savings of the households deposited at the financial institutions and the shifting towards insured deposits resulted in almost doubling the premium income of the Fund;

· although reimbursement of deposits was required by the bankruptcy of Agrobank, the mechanism for solving the critical situation of the financial institution, the capital increase and then the merger with another bank (Mezőbank) ensured that the Fund did not have to reimburse all the frozen deposits;

· as for Iparbankház Rt. the allocation of provisions could be based on the relatively favourable return projections.

The budgeted income of both the premiums and financial transactions was over-performed. The main reason being that the budget was made before the declaration of the member institutions based on the audited balance sheets of 1994, and the receipt of the premium declarations in July 1995 stated an increase in the volume of insured deposits that exceeded our expectations.
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The actual operating expenses were lower than the planned figures: as opposed to the budgeted cost of HUF 143,757,000 the actual sum amounted only to HUF 118,626,000 million that is mostly due to the cost-saving management of the Fund.

7. Supplementary INFORMATION

7.1 Important events, significant procedures that occurred after the statement day

7.1.1 Changes in the liabilities

The NDIF settled financially the debts to its supplier and the deferred budgetary debits stated under the other short-term liabilities (HUF 10,324,000) in 1996.

7.1.2 Events related to the Heves and Vicinity Savings Co-operative 

Under the receivables from member institutions, on the claim of the Fund of HUF 259,862,000 stated in relation with the Heves and Vicinity Savings Co-operative we allocated provisions on 99 % of the sum, based on the balance sheet review report submitted by the liquidator and of the principle of prudence. Pursuant to the information we collected, the expected return will not reach even 1 % till the date of making the balance sheet. When the liquidation shall be closed we will most probably have to write off the total amount of our liability as losses.

The National Deposit Insurance Fund, as one of the major creditors to the Heves and Vicinity Savings Co-operative endeavours to influence the liquidation procedure by its active participation in the Board of Creditors.

During the 1995 operations of the Board of Creditors of the Heves and Vicinity Savings Co-operative the major issue was the balance sheet review report and the lawsuit on that at the County Court of Heves.

Pursuant to the legislation, one year after the commencing of the liquidation procedure (November 10, 1993) the liquidator shall prepare a so called balance sheet review report and submit that together with the opinion of the Board of Creditors to the court for approval. On December 21, 1994 we received the balance sheet review report and the written evaluation of the first year of the liquidation that described the financial position and assets of the savings co-operative as of the statement day of October 31, 1994. Pursuant the balance sheet review, during the liquidation procedure the reported liabilities of the creditors amounted to HUF 1,793,200,000 for the assets portfolio of HUF 1,305,278,000 stated when the liquidation began. 

The balance sheet review also included a proposal on partial reimbursement that would allow the realisation of the liquidation costs of HUF 27,448,000 besides the already accounted cost of HUF 117 million by the liquidator. In addition he suggested that the only other payment of HUF 63,000 be made to the social security. The balance sheet review did not include any proposal on the partial reimbursement of any other creditors.

As regards the balance sheet review we had serious reservations: e.g. the liquidator classified creditor liabilities in the wrong manner, charged beyond the liquidation costs the fee of the liquidator in such cases when it was not yet justified, according to the view of the Board of Creditors. The Board also questioned the justification and relevance of the volume of operating expenses stated by the liquidator (e.g. energy, filing costs and salary-related expenses). 

The Board of Creditors suggested in its motion submitted on February 1, 1995 that the County Court of Heves arranges for the auditing of the balance sheet review by a chartered accountant eligible to auditing financial institutions. The County Court of Heves accepted the motion in its order dated April 12, 1995 and appointed Mobilconsult Kft. as expert. 

The report of the expert was ready by October 16, 1995. The examination stated that the balance sheet review report - prepared by the liquidator, disagreed by the Board of Creditors on numerous issues and those pleas having also been submitted to court - was not acceptable at all and was contrary to the provisions of the Act on Accounting in several respect. According to the findings of the examination, numerous illegitimate payments were also made.

The Board of Creditors requested the Court to appoint a new liquidator and obliged at the same time the liquidator Concordat Kft. to repay, or reimburse the illegitimately, or unfoundedly disbursed amounts increased by the annual interest of 20 % on the period between the disbursement of the sum and its redemption. 

The County Court of Heves did not make an order on the balance sheet review report till March 31, 1996, although two years after the commencing data of the liquidation procedure the liquidator should already have prepared the closing balance sheet under the provisions of the Act on Liquidation. 

The NDIF, as creditor also submitted pleas against the measures of the liquidator to the County Court of Heves. The majority of those pleas was accepted by the order of the Court dated February 3, 1995 and at the same time rejected the claim of the NDIF on the reimbursement of its expenses incurred in relation to the deposit reimbursement procedure. 

The NDIF submitted a protest against that order rejecting the claim to the Supreme Court that has not taken a decision yet. 

The liquidator of the Heves and Vicinity Savings Co-operative invited parties to an auction for September 21, 1995 so that the real estates and other assets as well as the credit portfolio of the savings co-operative be sold with an upset price of HUF 60 million + VAT. The winning bid of HUF 80 million + VAT was made by Polgári Bank Rt. that opened a new financial institution under the name Első Polgári Takarékpénztár Rt. in the premises of the savings co-operative. Pursuant to the licence of the State Banking Supervision dated January 31, 1996 the new financial institution started its operation in the middle of March. 

7.1.3 Events related to Agrobank Rt.

Pursuant to the resolution No. 17/1995 (V.25.) of the Board of Directors, that was linked up with the resolution of the Banking Supervision Committee taken on May 25, 1996 for reinforcing the position of Agrobank, the NDIF actively engaged in settling the capital position of Agrobank by the application for shares to the value of HUF 500 million in order that the frozen deposits can be unblocked and the threat of freezing the deposits be escaped. 

At the time of the merger of Agrobank with Mezőbank, due to the arrangements for the capital position implemented with the majority votes of the state-owned shares, the ownership share of the NDIF was devaluated to 1 % that was not accepted by the representative of the NDIF at the general assembly early 1996. The provisions of the relevant legislation oblige the NDIF to have the use of the fund for deposit insurance, crisis prevention reimbursed. Such endeavours of the Fund failed to succeed till the balance sheet preparation date of March 31, 1996.

7.1.4 Events related to Iparbankház Rt.

On the Iparbankház Rt. case, in its resolution 310/1995 dated July 27, 1995 the State Banking Supervision took an unprecedented measure that - if successfully implemented - would enable the bank to "liquidate itself" in the manner defined in the action plan approved in advance, and thus the liquidation procedure as specified by the Act on Bankruptcy would be postponed (and the related high costs eliminated). 

As part of the liquidation procedure that would start afterwards and be regarded a matter of formality the liquidator would hopefully take over an empty financial institution and "liquidate" it as required by the provisions of the Act on Bankruptcy. 

This procedure of "silently leading the bank out from the market" should have originally been completed by February 28, 1996, but pursuant to the resolution 42/1996 of the Banking Supervision the deadline was changed to June 30, 1996.

In order to support the mentioned action plan, i.e. to fund the liquidity deficit arising from the outflow of insured and not insured deposits the NDIF entered into a standby credit agreement of HUF 1.2 billion dated August 25, 1995.

The criteria for this commitment of the NDIF were more strict than required by Article 36 (6) of the NDIF Act, since not only was the chosen solution cheaper than the immediate liquidation, but longer-term was the cheapest of all possible alternatives (considering the return generated by the liquidation). In particular: the savings due to the avoidance of the immediate liquidation exceeded the extra costs of the reimbursement of the not insured deposits and the restricted maintenance of the banking operations.

The purpose of the standby credit provided by the Fund was to facilitate the undisturbed reimbursement of the deposits during the term;

· on the one hand in such a manner that the NDIF will supplement the funds for the deposit reimbursement irrespective of the fact whether or not the outflowing deposit would have to be reimbursed by the NDIF, should the deposits have been frozen;

· on the other hand contributes to the funding of the expenses of the banking operations that are shrinking as defined in the action plan, primarily in order that the reimbursement of the deposits take place in an undisturbed manner.

Till December 31, 1995 the amount of HUF 650 million was disbursed from the credit line allocated to Iparbankház, and the amount of the total disbursement was HUF 990 million, including the disbursements deferred to 1996. 

The bank met its payment obligations on the interest and standby commissions as required till March 31, 1996 and also made a principal repayment of HUF 90  million.

Pursuant to the credit agreement, the funding of the banking operations was taken over by the NBH on January 18, 1996, when the value of the total deposit stock sank below HUF 400 million. The NBH opened a refinancing credit line for the bank for that purpose. 

The two major creditors of Iparbankház, the National Bank of Hungary and the National Deposit Insurance Fund agreed on the split of burdens on December 12, 1995. Under that arrangement the burdens incurred in relation to the reimbursement of the not insured deposits at Iparbankház shall be split 50-50 % between the parties. 

The item of other receivables from financial institutions includes the stated claim of HUF 650,000,000 from the Iparbankház. The liquidity credit borrowed from the NBH, stated among the short-term credits (HUF 650,000,000) was repaid prior to the closing day of the balance sheet. At the same time the securities sequestered as collateral for the credit were unblocked.

Summarised we can say that till the closing day of the balance sheet a total return of 38 % was achieved, including bank repayment and the crediting of the NBH on the standby credit allocated for Iparbankház. 

7.1.5 The on-going examination of the National Audit Office

Pursuant to the examination programme of the National Audit Office the examination of the NDIF started on February 19, 1996. 

Under Article 10 of Act No. XXIV of 1993 requiring the foundation of the Fund, when establishing the objective for the financial and accounting audit to be performed by the National Audit Office one of the aspects was that the annual balance sheet, the financial position of the Fund and the reports thereto be audited by an independent audit company every year. The Fund does not manage public money, furthermore, the major decisions are taken by a sovereign body, the Board of Directors. Bearing in mind these factors, the examination was aiming at the legal compliance of the operations of the Fund and on detecting whether the generation and use of the financial resources were in harmony with the mission of the Fund defined by law, whether the established order of accounting properly facilitated the continuous monitoring of the changes in the financial position and the other economic and financial events and the authenticity of the annual report.

The scope of the on-site examination performed by the National Audit Office covered the years 1993 to 1995. The audit councillor also contacted the State Banking Supervision in order to get acquainted with the resolutions, documents. 

The draft report of the National Audit Office was prepared and given to the management of the NDIF for comments and views. 

7.1.6 Expected major amendments in the main statutory rules the Fund is subject to

The operations of the Fund are basically regulated, or influenced by the following statutory rules:

· Act No. XXIV of 1993 on the foundation of the National Deposit Insurance Fund and the detailed regulations of its operations;

· Government Decree No. 34/1994 (III.18.) on the peculiarities of the reports and accounting obligations of the deposit insurance funds and institution protection funds;

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

· Act No. IL of 1991 on bankruptcy procedures, liquidation procedures and account of settlement.

Pursuant to the amendment proposals of the above mentioned pieces of legislation available to us we herewith outline the expected major changes.

The provisions of the - currently independent - Act on the Fund will probably be to some extent amended and then incorporated in the law on credit institutions to be passed. The following major amendments have been suggested prior to the closing date of the balance sheet on the regulations currently in force:

In case of the crisis of a financial institution the NDIF would be obliged to decide on a solution that would long-term generate the least losses to the depositors, credit institutions and central budget. The maximum limit on the extraordinary payment obligations of the member institutions would be defined. The financial resources of the Fund would be expanded, since the Supervision would pay to the Fund 80 % of the penalties collected from the credit institutions. The set of instruments available to the NDIF that can be used against the member institutions and/or persons infringing the regulations on the deposit insurance would be broadened: the NDIF could initiate the levying of supervisory sanctions. 

The liquidation of the financial institutions (credit institutions in the terminology of the draft) would be performed in the future by a public company established for that activity.

The following amendments can be expected in the Act on Bankruptcy that are also confirmed by the experience we gained during the liquidation of the Heves and Vicinity Savings Co-operative:

The controlling rights and competence of the creditors and of the Board of creditors over the liquidation procedure shall be reinforced. The law would require that the assets of the debtor company be sold only through a tender, or when competitive bids are available.

7.2 Liquidation of MHB-Silver Bank Rt. 

The MHB-Silver Bank Rt. returned its licence for financial institution activities on August 31, 1995. Therefore the State Banking Supervision initiated the liquidation of the financial institution on September 1, 1995, pursuant to Article 89 (3) b) of the Act on Financial Institutions. 

Pursuant to Article 89/B (4) of the Act on Financial Institutions the NDIF approved the appointment of Pátria Consult Kft. as liquidator. 

The Fund saw to saving the data on the deposit stock on September 1, 1995 and informed the depositors in an announcement published in two national daily papers that on July 5, 1995 MHB-Silver Bank Rt. and MHB Rt. entered an agreement on the substitution of debts stating that the deposits at MHB-Silver Bank Rt. be transferred to MHB Rt. MHB Rt. shall keep and/or clear the deposits under the very same terms. 

7.3 Lawsuits

We are not aware of any lawsuits (in progress or pending) initiated against the Fund or of any circumstances referring to a potential process (or processes) in the future.

The Fund has not made any financial guarantee statement that would generate payment obligations.

We are not aware of any claims to the Fund, except for the usual liabilities to the suppliers, etc. stated in the reports well.

In the course of the liquidation procedure of the Heves and Vicinity Savings Co-operative the Fund, as one of the major creditors to the savings co-operative, submitted numerous pleas under the provisions of the Act on Bankruptcy to the County Court of Heves. The decision of the Court on those pleas can have an impact on the extent the claims of the Fund shall be satisfied. Considering the long duration of the procedures so far and the additional time span due to the eventual appeals, it cannot be assessed at this stage what revenue the Fund could collect and when, should there be some decisions in favour of the Fund.

7.4 Labour Data

The statistical average of the number of employees of the  Fund was 14 capita in 1995. We hired one new employee during the year, two persons left the Fund, therefore the staff number at the end of the year was 13. The composition of the employees was as follows on December 31, 1995:

Staff Group
Number (capita)

Senior managers
2

Middle managers
2

Inferiors:


         with higher education
3

        with secondary education
6

TOTAL
13

7.5 Remuneration of Office-bearers

Related to the year in question, the following remuneration was provided to the members of the Board of Directors and their permanent deputies:

7 persons of the members of the Board of Directors and of their deputies were eligible to session fees in 1995. The amount paid under this title was HUF 2,460,000 during the year in question. The session fees were accounted and paid according to the attendance of the meetings. No other payment or cost reimbursement under any title was made to the members of the Board of Directors.

7.6 Subcontracting

Following the established practice of the previous years we entered arrangements with subcontractors for certain specific activities  in 1995.

7.6.1 Information technology services

For the information technology services we reviewed and expanded the scope of the  co-operation agreement made in 1993 with Integra Rt. and also entered into new arrangements in the following fields:

a) Following some modifications in 1995 we extended the agreement on availability signed the year before. The service provider warrants that in case of a bank crisis it will immediately make available its computer and expert capacity specified in the agreement for saving the deposit data of the financial institution in crisis and processing them under the criteria specified by the NDIF. 

b) Following the freezing of deposits at Agrobank Rt. on May 12, 1995 Integra Rt. performed the saving of the data, prepared preliminary statistics, made all preparations necessary for the reimbursement, in accordance with the instructions given by the NDIF, and provided for the first time computer support to the reimbursement of the large-volume advance payments.

c) The reimbursement of the depositors of the Heves and Vicinity Savings Co-operative continues in 1995, the reimbursement lists and the necessary computer support was provided by Integra Rt. 

d) In the course of the computer supervision of the Iparbankház Rt. that started on July 31, 1995, Integra Rt. performed the saving and control of the deposit stocks, participated in preparing the statistical statements and - among other things - in the continuous control of the selected crisis management technique and also contributed to the information technology support of the arrangement between the NDIF and the NBH on splitting the burdens of the procedure.

7.6.2 Services related to fund management

The management of the state securities portfolio of the Fund (investment of the premium income) has been performed by Creditanstalt Értékpapír Rt. (CA) since 1993, under an assets management contract amended several times. 

During the accounting period the CA prepared a business report on the results of its assets management activities on two occasions. The yield generated for the periods July 1, 1994 - June 30, 1995 and July 1, 1995 - December 31, 1995 reached 33.11 % and 36.09 % respectively. The somewhat lower yield of the first period was influenced by the forced disinvestment from the portfolio managed by the asset manager, as a result of the Agrobank crisis of May 1995. (1997/E Hungarian State Bonds to the face value of HUF 183,370,000 were transferred to the Ministry of Finance, furthermore, 6-month-discount Treasury Bills to the face value of HUF 350,000,000, expiring on October 5, 1995 were sequestered to the benefit of the NBH.) With no regard to that, the total annual yield would have been 33.13 %, but the achieved gains even under these circumstances exceeded the annual yield of 32.23 % expected from the asset manager by the NDIF by almost 1 percentage point. 

During the period concluded on December 31, 1995 the Fund did not sustain any liquidity loss, therefore the achieved annual yield exceeded by more than 4.3 percentage point the minimum annual yield of 31.72 % expected from the asset manager. 

7.7 International Relations of the NDIF

The year 1995 is considered to be a milestone in the sense that we managed to activate the system of relations we established previously with the foreign deposit insurance institutions for increasing the efficiency of the activities of the Fund and other domestic partner institutions (e.g. State Banking Supervision). Within that frame we managed to directly utilise and benefit from the experiences gained through the international relations during the preparation and drafting of the new legislation on credit institutions that started in 1995 and also as regards the management of the crisis situations that emerged during the year 1995. 

As regards the collection of direct experiences, we first would like to mention the excellent relations we established with the Federal Deposit Insurance Corporation of the United States (hereafter: FDIC). Following the personal meeting in Washington in November 1994 and the suggestion made their, a delegation of experts led by Mr. Andrew C. Hove, First Vice-President, visited Hungary in May 1995. Beyond the high-level meetings with the senior management of the institutions, a series of technical discussions of experts were held with the involvement of the medium-level management of the Ministry of Finance, National Bank of Hungary, State Banking Supervision and of the financial institutions. During the discussions the very favourable US experiences on the management of bank crisis were specially highlighted, including the mechanisms of the prompt corrective actions and of the least cost test, as well as the domestic implementation of the US practices on bank liquidation.

The discussions and the written documents we received significantly contributed to the management of the Agrobank crisis that emerged at the time of the visit and of the case of Iparbankház Rt. that followed soon. 

The least cost test mechanism was implemented for the first time during the preparation of the decision alternatives on these banks. In case of Iparbankház Rt., instead of the immediate liquidation generating significantly higher costs, we succeeded in implementing the concept of silently leading the bank out from the market as the mechanism generating the least cost.

Pursuant to the invitation of the State Banking Supervision and of the Fund, a high-level legal delegation of the FDIC visited us during the summer of 1995. The two leading lawyers were entrusted by the World Bank, the Banking Supervision and the Fund to comment on the World Bank proposals on the credit institution draft and to make recommendations for additional supplements to the draft on credit institutions, on the basis of comparing the Hungarian draft with the US legislation on deposit insurance. The views of these experts significantly contributed to the drafting of the legislation. 

The mentioned visits did hardly debit the finances of the Fund, since the costs of those visits were funded by the Hungarian representation of FSVC, the sister company of USAID. 

Related to the work on the amendment of the law on financial institutions was the visit we made together with the Vice-President of the State Banking Supervision to the Bank of England.  The purpose was to study the activities of the Deposit Protection Board operating within the Bank of England and to learn more about supervision methods and experiences of the Central Bank of the U.K. The methods we got acquainted with during this visit and considered suitable for implementation in the Hungarian environment were incorporated in the draft legislation on credit institutions too. 

In our international relations we have attached great significance to the sharing of domestic experiences and information on the legislation related to deposit insurance with foreign partner institutions. In the course of 1995 we assisted the Estonian, Polish and Czech colleagues by making several documents available to these partner institutions. 

7.8. Foreign Exchange Information

The official foreign exchange medium rate registered by the National Bank of Hungary of the major foreign currencies on the statement day (December 29, 1995) were as follows:
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=
HUF
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Deloitte ( Touche

report of the independent auditor

to the National Deposit Insurance Fund

We have performed the audit of the balance sheet as of December 31, 1995 - with the conformable total amount of HUF 5,077,902,000 of the assets and liabilities, stating a profit of HUF 1,792,405 million as of the balance sheet - as well as the income statement for the year 1995 and the supplementary attachment thereto (balance sheet, income statement  and supplementary attachment thereto together hereafter refer: financial statement) of the National Deposit Insurance Fund (1027 Budapest, Csalogány u. 9-11.) that are included in the 1995 annual report of the Company. It is the responsibility of the management to prepare the annual report. Our responsibility is the attestation of the financial statement pursuant to the audit procedure performed and to decide whether the accounting information stated in the business report is in harmony with the content of the financial statement. 

The audit was performed in accordance with the International Audit Standards and the laws and other statutory rules in force on the audit procedure. Pursuant to the above standards we shall make sure by means of the planning and performance of the examination that the financial statement does not include large-scale mistakes. The auditing includes the sample examination of the advises supporting and confirming the actual figures of the financial statement. Furthermore it includes the evaluation of the accounting principles applied, of the more important estimates of the management and of the presentation of the financial statement. Our work related to the business report was restricted to the fields mentioned above and does not include the review of any other information concluded from the not audited accounting records of the enterprise. We are convinced that the work we performed provides the appropriate basis for delivering the independent audit report. 

The annual report was made up in accordance with the provisions of the Act on Accounting and of the general accounting principles. The annual report delivers a reliable and true description of the assets, financial and income situation of the National Deposit Insurance Fund. 

Budapest, April 22, 1996


dr. János Nagy
Ms. Kőrös dr. Anna Hegedűs 


audit director
auditor
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