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INTRODUCTION

The Association's activities in 2009 were primadigtermined by tasks related to addressing
the diverse and complex challenges posed by thendial crisis. Impacts of the global
economic crisis: the narrowing of financing sourdbe increase in financing costs, the change
in risk sensitivity, and the impacts of the crisis the real economy (declining production,
sales difficulties) caused a deterioration in beecs' ability to repay debts and, as a
consequence, a deterioration of the loan portfpliekich further reduced banks' lending
propensity. The weakening of the forint in ear02@nd the ensuing increase in the costs of
foreign currency loans led to serious insolvenoybpems, especially in the retail sector. It
became clear that the consumer lending practicepr@fious years, leading to excessive
household borrowings couldn’t continue. Impactstloé crisis were added to by EU and
national governments endeavours to change, thréegjklation and political pressure, the
approach to some decades-long consumer protecsismes, such as unilateral contract
amendments, consumer information and prepaymesit fether major area was the adoption
and implementation of the new EU financial legislatin 2009.

Key activity areas in 2009 included the followirge€ details in the relevant sections of the
report):

» the regulation otinilateral contract amendments(an amendment to Section 210 of
the Credit Institutions Act, unworkable and higldyrdensome for both customers
and banks), the Code of Conduct to replace it had¢lated new amendment to the
Credit Institutions Act;

» developing banking solutions, agreements and régylaproposals to maintain
customers' solvency;

» the Competition Office's investigation on inter-kanterchange fees;

» The Board reviewed and adopt&kcommendation 6/2009n simplifying bank
account switching. The vast majority of banks s@yne to the Recommendation. By
adopting this recommendation, the Association hamplémented the common
principles on bank account switching adopted by Ehweopean Banking Industry
Committee. Banks signing up to the Recommendataore heffective from November
1, 2009, undertaken to ensure a one-stop systermdiosferring standing orders and
direct debit mandates from the old to the new kasdount.

» After in-depth professional reviews, the law tramsipg the EU Consumer Credit
Directive and the Government Decree on responihblding were enacted;

» Endorsing an MP amendment motion, submitted ord#yeof the vote, contradicting
the Parliament's Standing Orders and the Finanagsivli's position, Parliament
passed Draft Law No. T/10998apping interbank interchange and merchant fees
The new regulation violates the freedom of coningcand the principles of a market
economy.

In view of the MP amendment motion in question,rsitted right before the vote and
passed by Parliament despite its baselessnes8sueiation turned to the President
of the Republic, requesting him not to sign theftdlaw. The representatives of
MasterCard és a VISA Europe in Hungary also tutoetie President of the Republic,
asking him to seek a constitutional test. Notwahsling, the Act was promulgated
under No. CL of 2009. Subsequently, as a resudt joiint effort with the Ministry of
Finance, a compromise solution was reached and@ptable amendment to the Act
was passed still before entry into force of the; Act



» Under its crisis management package, the governmsdrgtantially reduced trszope
and size of government subsidiesAt members' request, the Association turned to the
drafter of legislation for clarifications on cergprovisions of the relevant Government
Decree. A key issue was the ill-drafted provisionamvance loans on home-building
subsidies. The new regulation required banks taydpe undue government subsidy
paid for fault of the customer, but failed to prairules for the collection of the same
sum from the customer. The Association wrote eletd the drafter of legislation,
objecting to this procedure and submitting a speeifording proposal to amend the
provision in question;

» The Association has long urged for a regulatiofiredncial intermediaries (agents).
The Hungarian Financial Supervisory Authority iltnduheld a consultation on key
principles for the proposed regulation. The Assimies Intermediaries Working
Group was actively involved in the drafting of treggulation. The relevant provisions
were incorporated in the amendments to the Crediitutions Act under Act CL of
2009 amending certain financial Acts.



I. ECONOMIC AND FINANCIAL DEVELOPMENTS

1. The world economy at the beginning of 2010

The decline in the global real economy reachedadir in the first quarter of 2009. The
fragile growth, mainly triggered by government siios measures in the advanced

economies, poses a political trap: the choice betweducing indebtedness and stimulating
growth.

After the worst recession in 70 years, productionl arade are once more on the rise.
According to the IMF, the global economy is recavgr However, the picture is modulated
by the fact that it is the emerging economies tih@te the growth; the recovery in the

advanced economies is slow. The G20's deficit-td?GBRtio was around 9% in 2009, with
their debt-to-GDP ratio rising to 100-120%. At eved of January, the IMF adjusted its World
Economic Outlook forecasts upward, projecting anghoof 3.9% for 2010 and 4.3% for

2011. The IMF projects an around 2% growth in tleloped countries (USA: 2.7%,

Germany: 1.5%, France: 1.4%, U.K.: 1.3%, Euro af®a; Japan: 1,6%) and 6% in the
emerging and developing economies (China: 10%alndi7% Russia: 3,6%, Brazil: 4,7%,

Central and Eastern Europe: 2%).

Global GDP growth

Source: IMF

As opposed to the decline of 12% in 2009, worldéraolume is projected to grow by close
to 6% in 2010 and over 6% in 2011. Energy priceseapected to increase (for example, oll,

by 22%), consumer prices are projected to grow%yiri the advanced economies and 6% in
the emerging and developing countries.

According to the IMF, despite the reboufidancial stabilityin the advanced and the hardest-
hit emerging economies is still fragile. As a résaf improving economic outlooks,
decreasing macroeconomic risks and improving moyetad fiscal conditions, credit and
market risks are decreasing. However, there isastieed to continue repairing the financial
sector: the impacts of the crisis are still feltd @ome new risks have also appeared (sovereign
debt). A relatively rapid return to healthy growthmany emerging economies has exerted
pressure toward an increase in asset prices arfthege rates. There has been a surge in
equity and real estate investments, prompting amscabout price bubbles.



Purchasing Manager's Indices in the Euro Area
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The slowdown in inflation in the U.S. halted in thaddle of 2009. Prices rose by five
percentage points in the first half of the yeathia U.S. and two percentage points in the EU.
These rates are close to the optimal and histdndation rates (3% in the U.S and 2% in the
EU). Probably these are the rates where the relgiice asymmetry is the smallest, which
also explains why market players prefer this rasfgeflation rates.

Consumer Price Indices in the Euro Area and the U.S

. N
/‘jp i‘
‘ Aachey y AT
( e - A
; foaat®TT N
R ;"/ﬁ‘x \t A
3 t““—*wi&»\? ﬁsf;f EAR N "!
e = S i! ».k >
1 i 2‘\»4’:\""\7‘ j’;
\ R i N
o Y i
L ENN S S B S e S S B SN S BN S SN S S SN S S S \: :v—x‘&:\./:’gw*};’r T
a H—sv i\
- 4
5 ||~ Ewe-dvezat \ /‘
-3 X
—a— U8
;:E:x:SE:/;E::E_/‘fé_/;izzzi/_f§—/;f
2 =

Sources: Eurostat, Bureau of LabouatiStics
2. The Hungarian economy in 2010 in the aftermathfahe financial crisis
2.1 GDP

GDP fell by 6.3% in 2009 (5.3% in the last threenting of the year). With a weak internal
demand and a slowly improving external demand,GB¥° is projected to grow between 0
and 1%, a pick-up is only expected in the seconfl #fa2010. Impacts of the gradual,



although slow, global economic growth seen in teeosd half of 2009 is now felt in
Hungary, the pace of economic decline has slowed.

Hungary's and the EU-27's GDP growth rates
(same quarter of the previous year = 100)
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2.2 Industry

Industrial production fell by 17.7% in 2009. Expodeclined by 18.6%, domestic production
fell by 12.6%. Industrial production rose by 5.9%4Me first two months of 2010, growing by
8.4% in February year on year. Industrial producti® projected to grow by 3% to 5% in
2010. Industrial exports rose by 14.5% in the fivgd months of 2010, growing by 15.5% in
February year on year. Domestic sales declinecebrirary by 8.7%. The growth in exports
mainly came from motor vehicle production (+30.8%)d computer, electronic and optical

product exports (+10.2%).

Industrial production volume indices and trend 2000- February 2010
(2005 monthly average =100)
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2.3 External trade

The balance of trade has been positive and impgosach month since February 2009. The
decline in external trade has slowed, exports ioebeer showed a rise. Exports fell by 12%,
imports by 17% in 2009. According the Central Statal Office's estimates, the balance of
trade showed a HUF 374 million growth in FebruaayEUR 78 billion increase over the

previous year. Exports were up 18%, imports up %7id euro terms in February year on



year. In an improving global environment, Europeaonomies are rebounding. This has a
positive impact on Hungary's external trade andexgorting industries: 80% of Hungary's
exports and 70% of its imports are transacted ti¢hEU member states. 68% of Hungary's
imports 79% of its exports were transacted withEhemember states in February 2010.

Hungary's exports and export trends between 2003 @2010, in euro
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External trade quarterly figures in 2009

(folyd aron — af current prices)

Ertek Ertékindex | Volumenindex

Idészak milliard forintban az elizd év azonos idészaka = 1000
behozatal | kivitel | egyenleg [ behozatal | kivitel | behozatal ] kivitel

Value Value index | Volume index

Period billion HUF same period of previous year = 100.0
imports | expaorts | balance | imports | exports | imports | exports
I. negyedév — /. quarter 38800 40771 187.1 808 835 75,2 781
II. negyedév — Il. guarter 37952 41188 3247 793 86,0 75,9 815
1. negyedév — . quarters 76852 81970 511.8 80,0 847 75,5 79.8
IIl. negyedév — /i guarter 37901 40543 264.2 853 93,5 84.9 90.2
Il negyedév — /-/il. quarters 114753 122513 776.0 81.7 87,5 78.4 83.0
IV. negyedév — /I guarter 40731 44215 3485 913 99,8 98,7 1039
V. negyedév — /V. gquarters 155484 166728 11245 840 90,4 83,0 878

2.4 Agriculture

After record yields in 2008, gross agricultural gwotion dropped by 10%, with value added
falling by 17.5% in 2009. The volume index of agitaral product sales was 99.7% in 2009,
showing no major decline. Then, in the first twontis of 2010 the index was 80.1%, which
indicating a major decline in agricultural purchase

Cereal production fell by nearly one-fifth. Yieldsll, mainly due to adverse weather
conditions, with 22% less wheat, 15% less corn 2t less potatoes harvested in 2009 than
in 2008. Producer prices fell by 9.5%. Crop anediock prices declined by 12.7%, and
4.6%, respectively. Producer prices in JanuaryFetmtuary 2010 rose, by 1.6% year on year,
with crop prices rising by 4.4% and livestock psidalling by 2.7%.
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2.5 Household incomes, final consumption expenditar

Average gross nominal incomes rose by 0.5% in 2B@2l incomes in the public sector fell
by 8.3%, those in the business sector grew by 0&8ording to the Central Statistical
Office. The sharp fall in final consumption expdndés played a major role in the decline in
internal demand (falling by 5.3% in the first half 2009 and 5.7% overall in 2009).
Household expenditures fell by 6.7%.

Retail sales, measured at constant prices, decbobdtantially, by 7.4% year on year in
December 2009 and 5.6% year on year in January, 20di@ating a slight improvement in
2010. Vehicle and vehicle parts continued to shimsvhighest rate of decline (28.3%) in the
first month of 2010. Miscellaneous industrial protsales and furniture, household product
and building material sales also fell substantjally 18.8% and 12.6%, respectively,
compared to 2008.

ECOSTAT forecasts a 3.1% decline in household copsion, a 2.8% decline in final
consumption expenditure and (after a 1% rise iMM2@00.8% decline in public consumption
for 2010. Public consumption is expected to risd 18#6 in 2011.

Retail sales volume indices and trend (2005 averag 100%)
140

130

120
110
100

80
70

Jan AprJal Okt Jan Apr Jal Okt Jan AprJal Okt Jan Apr Tal Okt Tan Apr Jal Okt JTan Apr Fal Okt Jan,
2004 2005 2006 2007 2008 2009 2010

2.6 Investments

Investments were down 8.6% from the previous yeaeétments in the EU fell by more than
11 %). Capital investments fell by 6.5%. Inventsrigsing in 2008, dropped by HUF 480
billion in 2009. Two-thirds of the investments weried out in the transport and real estate
sectors. Public road construction projects and ldpweent programmes, launched under the
New Hungary Development Plan, including school tmmasion and refurbishment projects
take up a major part in total investments.

The highest rates of decline in investments wecerded in the trade and health care sectors
in 2009 (-18.6% and -7.6%, respectively). Investteen manufacturing were down 15.2%
year on year. Investments rose in the agricultseaitor (+7%), transportation and storage
(+8.3%) and education (+13.3%), the latter mainig do major university renovation and
expansion projects. (ECOSTAT projects a 1.2% irsgdar 2010).
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Investments in certain sectors

Description Share in totall Variance year on year
investments 2007 2008 2009
2009
%
Total investments 100.0 +0.3 -3.0 -8.6
of which:
Agriculture 5.6 -10.9 24.4 7.0
Manufacturing 20.2 23.9 -3.6 -15.2
Trade 7.5 -3.9 7.3 -18.6
Transport 17.5 -2.0 -6.0 8.3
Real estate 21.8 -0.5 -1.5 -5.4
Administration, defence 3.5 -31.2 -28.1 -14.7
Education 2.0 -13.5 -13.8 13.3
Health care 1.3 -12.3 2.1 -17.6

2.7 Employment

The annual average number of employed people i 2@3 3,782,000, 2.5% less than in the

previous year. The number of unemployed people bys27.8%, to 421,000. Employment

figures of the last three years reveal a drop &A@ in employment and a 1.4% decline in
the employment rate. Two years ago, only less kadinof those in the 15-74 age group were
employed, and this rate continued to shrink over récent two years. With the number of
unemployed growing by 150,000 over the recent twary, and by 100,000 in 2009, the

unemployment rate rose to a double-digit figur@@@9.

Economic activity in the 15-74 age group between @ber 2007 and December 2009

Foglalkoz-| Munkanél- | Gazdasagilag | Gazdasagilag | Munkanél- | Foglalkozta- | Aktivitdsi
tatottak Kiiliek aktivak nem aktivak | kiilisém rata tds1 arany arany
1dészak — Period Employed | Unemplayed | Economically | Economically |Unemployment | Employment Partici-
active inactive rate rare pation rate
szama, ezer fo/thousand persons %
zDgggembEF 2007 - February 3854.7| 337.0 4191.7| 3525.6 8.0 49.9 54.3
ZDSSSmber 2008 - February 3789.9| 377.7 4167.6 3533.1 9.1 49.7 54.1
2D§1cgmber 2009 - February 3725.9| 478.7 4204.6 3480.5 11.4 48.5 54.7

2.8 Consumer price index

The consumer price index was 4.2% in 2009. Foodeprrose by 3.3%, household energy

Source: Central Statistical Office (KSH)

prices by 2%, consumer durable prices by 4.3% dwermprevious year. Inflation rose from

2.9% in March 2009 to 5.9% in March 2010. The MNBsé&line scenario forecast for

Hungarian inflation is 4.4% for 2010, a 0.2% inceaver 2009.
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The Consumer Price Index and its components
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2.9 HUF/EUR exchange rate

The HUF/EUR exchange rate, based on monthly averalgetween January 2000 and

September 2009 was 255.67. Following a rapid dediter October 2008, the exchange rate
returned to around 270 HUF = 1 EUR, showing noiicant weakening compared to the 10-

year average. The average rate in the first quafte010 was HUF 268.67, stronger than in
any quarter in 2009.

End-of-month average HUF/EUR exchange rates

HUF/EURO ho vége

Forras:MNB

Source: MNB
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3. Performance of the Hungarian banking sector in @09"
3.1 Total assets

Banks'total assetgdeclined by 0.5% in 2009 in forint terms (with tRRJF/EUR exchange
rate declining by 3.4%), as opposed to a 16% to R@¥ease in the previous years.

Banks' assets structure

HUF billion
ASSETS 2003 2004 2005 2006 2007 2008 2009
Cash and settlement 452.2 725.8 696.4 688.[7 812|2 606.3 535.0
accounts
Securities for trading 674.3 645.3 628.1 9308 16486  1908.8 3548.6
Securities for 1480.8 14549 1560.4 15548 1741.2 2769.7 45370
investment
Total securities 21550 2099.9 2189p 24851 33898 46736 7463
Central bank and interbank 1 286.8 1613.9 21794 23793 1634.4 1435.3 49149
deposits
Of which: central bank 423.9 541.0 1290.7 12041)9 444.3 499.7 309.9
deposits
interbank deposits 863.0[ 10729 888. 1174]4 1184.1 93b.6 13%9.5
Loans (net portfolio) 81249 94824 11370f7 134674 16439.2 19874.618198.0
Of which: corporate 4030.6| 46134 5236.p 57164 6566.4  6946.8 3953
loans
Retail loans 20003 25971 33708 42426 5450.0 71301 19627
Accrued interest receivable  170.8 231.0 223.4 214.8 268[2 461.4 400.0
Prepayments and other 179.6 231.5 255.9 506.3 655[0 91%.3 515.9
assets
Own assets 237.3 286.8 359.1 5396 634]7 582.8 521.9
Total assets 12860.7| 149119 17559/4 20763.5 24 375.7 29177 29 035.1

Source: Hungarian Financial Supervisory Authority

! Sources of the tables presented below

* Time series published by the Hungarian Financigh&visory Authority (HFSA) without
figures of the Hungarian Development Bank, Eximbangnture Financing Hungary,
KELER and Garantiqua Creditgruarantee Ltd. Figurelsthe Hungarian Development
Bank and Eximbank are included in the MNB ReportForancial Stability. Since the
objective of the analyses is to assess the impmdcsd responses to the changes in the
external conditions, we have focused on the figprddished by the Hungarian Financial
Supervisory Authority.

« The MNB's and the HFSA's assessments show diffessuits: according to the MNB's
report, pre-tax profit in the banking sector roserh HUF 290 billion to HUF 306 billion,
while according to the HFSA's analyses (excludimgungarian Development Bank and
Eximbank), pre-tax profit decreased from HUF 281ids to HUF 256 billion.
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3.2 Assets

Securities for trading rose by HUF 1,625 hillion year on year (from HUF 1,904 billion to
HUF 3,529 billion),loans decreased by nearly the same value, HUF 1,677 (from HUF
19,875 billion to HUF 18,198 billion), witborporate loans declining by HUF 607illion
andretail loans falling by HUF 411 billion.

* The rate of decline in the loans portfolio is ithaded by the 9% decline in corporate
loans, as opposed to a 6% to 15% increase in thegus five years.

* Retail loans declined by 6% in 2009, as opposed #6% to 31% increase in the
previous five years.

» Banks used their available funds (unchanged in) szencrease their portfolios of
securities for trading and to reduce loans. (Aificgnt shift was reflected in the more
than HUF 400 billion rise in deposits and a deaeaasaccrued interest receivable).

» The decline in the loans portfolio affectedsinessedifferently:

o0 medium-sized businesses were hit the most, wi##fa decline in loans;
o loans to large companies declined by 10%?
o loans to micro-enterprises fell by 6%,
0 loans to small businesses declined by 1%.
Loans to non-financial businesses
HUF billion
Loans to non-financial businesses by business size
Micro-enterprises| Small Medium- Large Total corporate
enterprises | sized companies | loans
enterprises
Audited 2008 1236.2 1158.9 1376.5 3175.2 6946.8
Preliminary 1158.9 1143.2 1185.8 2851.6 6339.5
2009
94% 99% 86% 909 91%

Source: Hungarian Financial Supervisory Authority

« The decline in retail loans was clearly due to
o the decrease in consumer loans, taking up HUF 2Hdnbof the HUF 290
billion total decrease;
o0 home loans decreased by a bare 1%.

Structure of retail loans

2008 | 2009 2009/2008
HUF billion %

Retail loans total (Households + sole 7 251.530 6 960.200 96

proprietors)

Households 7 158.756 6877.114 96
Overdraft 326.658 333.393 102
Consumer loans 2903.943 2 663.753 92
Purpose credit 0.484 0.627 130
Mortgage loans 3772.562 3716.917 99
Other loans (with authentic repurchasg 155.109 162.424 105

agreements)

Sole proprietors 92.774 83.086 90

Source: Hungarian Financial Supervisory Authority
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» The decades-long rise in the share of foreign aggréoans in total loans halted, the
share of foreign currency loans in retail loansdggjhtly.

Share of FX loans in total loans

/

/

2000 2001

3.3 Liabilities

2002

2003

2004

2005

The liabilities side changed less significantly:

» Corporate deposits declined by HUF 200 billion,

2006

* Retail deposits grew by HUF 200 billion,
* Interbank deposits rose by nearly HUF 400 billion,

» Accrued interest payable and other assets decrégddtdlF 540 billion

* Own funds rose by HUF 280 billion or 13%.

Structure of liabilities

2007 2008

2009

=g Total loans
=== Corporate loans
Retail loans

HUF billion
Liabilities 2003 2004 2005 2006 2007 2008 2009
Deposits 72772 | 78972 | 8891.3 | 10049.9 | 10746.0 | 12214.0 | 11936.2
Of which: Corporate 2290.7 | 23992 | 2686.0| 33263 | 33750 | 34477 | 32534
deposits
Retail deposits 38678 | 42793 | 46666 | 48639 | 51733 | 60226 | 62520
Interbank deposits 1240.8 14572 21132 | 2684.8 | 40248 | 48262 | 51975
Loans taken 1387.2 17889 21340 24167 31359 | 42167 | 42382
Debt securities 1097.7 14826 [ 17652 | 2030.1 24415 30243 | 3118.0
Accrued interest payable 135.3 2125 185.4 200.6 276.0 492.0 4122
Other accruals, deferred 337.9 499.0 627.7 944.2 945.7 1345.5 798.2
income and other liabilities
Subordinated liabilities 175.5 181.5 270.6 541.3 601.3 640.4 657.0
Provisions 138.0 130.8 138.6 180.5 200.9 233.7 2127
Own funds 1071.1 12623 | 14334 | 17154 | 20037 21852 | 24651
Total liabilities 12860.7 | 14911.9 | 17559.4 | 20763.5 | 24 375.7 [ 29177.9 | 29 035.1

Source: Hungarian Financial Supervisory Authority
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3.4 Loans-to-deposits ratio

According to literature, a loans-to-deposits ragiceeding 10% is considered as risky and
indicates what is termed aggressive lending. This lheen the case in Hungary since 2002.
The loans-to deposits ratio, rising steadily ug@08, decreased slightly in 2009.

Ratio of loans to domestic deposits

200%

180%

163%
160%

140% —@— Ratio of loans to domestic deposits

120% o

100% o

80%

T T T T T T T
2001 2002 2003 2004 2005 2006 2007 2008 2009
Source: Hungarian Financial Supervisory Authority

3.5 Interest rates

In 2009 and in the first two months of 2010, depasid lending rates (except for those for
home loans in euro) declined. In the period betwBeocember 2008 and February 2010, the
average interest rate of the ten instruments aedljal by 1.7 percentage points. The gap in
interest rates of the same instruments in forimi$ @uro nearly doubled in 2008. This gap
closed back by 2010.

3.6 Portfolio quality

The quality of balance sheet items deteriorate2DiPO. The ratio of substandard + doubtful +
bad items, hovering around 3% in the previous Ssyatoubled from 2.9% in 2008 to 5.7% in
2009. The ratio of substandard + doubtful + badchg#edoubled in all segments, including
securities, loans and other assets. The ratiolsftandard + doubtful + bad items was close to
10% (9.3%) in the corporate loans portfolio and4@ it the retail loans portfolio.
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Share of substandard + doubtful + bad items in tothitems subject to classification
%

2001 2002 2003 2004 2004 2006 2007 2dos 2009

Total balance 3.6 3.7 3.0 2.9 2.7 2.4 2.4 2.9 5.1
sheet items
subject to
classification

Securities 17.6 15 9.9 26.9 5.6 0.5 0.2 0.7 2.4
for trading

Securities 9.2 3.7 1.0 0.6 0.1 0.1 0.0 0.4 0.9
for investment|

Loans and 0.1 0.3 0.2 0.1 0.8 0.3 0.0 0.1 0.3
other
placements
with financial
institutions

Corporate 2.8 3.7 3.6 3.9 3.4 3.6 3.7 5.3 9.3
loans

Retail loans 53 3.4 2.4 2.4 2.5 2.6 2.8 31 714

Loans to other 0.4 0.2 0.1 0.1 0.1 0.1 0.1 0.4 0.3
sectors

Foreign 0.8 2.6 3.0 2.9 3.7 1.9 0.2 1. 3.4
placements

Other 30.7 22.4 17.3 12.2 12.5 5.7 8.7 4,
receivables
and other
assets

N
N
Ot

Of which: 41.9 34.1 26.2 19.5 18.2 7.1 12.1 6.p 12|11
Participations

Sources: Hungarian Financial Supervisory Authogtyd specialist estimates

The deterioration of the portfolio quality had grsficant impact on banks' results.

3.7 Profitability

Looking at the structure of ROA and ROE:

The decades-long decline of net interest margirticoed in 2009 (although at a
slower pace), which is important: a major reasantfie narrowing of the margin in
the previous years was the increase in foreigreaagyr loans, and while the increase in
foreign currency loans halted in 2009, the netregemargin continued to decline.
Banks continued to cut on operating expenses. dporse to the financial crisis, a
number of banks made major headcount reductioos,r#ducing operating costs.
The share of non-interest earnings increased ikH2009 profits.

With the deterioration of the portfolio quality, ethincrease in impairments and
provisions was the primary factor deterioratingksaprofits in 2009.

ROA on aggregate remained positive, even withdirdefrom 1.4% in 2007, before
the financial crisis, to 0.7% in 2009, a rate exiteg that of the EU, Japan or the U.S.
ROE in the banking sector was around 9% in 200Bghbrg the real ROE (ROE
adjusted by inflation), amidst a financial crigis4.4%.
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Breakdown of ROA in the banking sector

%

Description 2001 2002 2003 2004 2005 2006 2007. 2008 2009

Audited | Audited | Audited | Audited | Audited | Audited | Audited | Audited | Preliminary
Net interest 3.9 4.0 3.9 4.0 3.8 3.6 3.2 2.7 2.6
income
Interest 9.0 8.8 9.1 10.4 8.5 7.9 8.2 8.2 8.4
received
Interest paid 5.1 4.8 5.2 6.4 4.7 4.3 5.0 5.5 5.8
Non-interest 1.0 14 1.6 1.7 1.6 1.6 1.6 1.3 1.9
income (net)
Earnings 11 1.3 15 1.3 1.3 1.2 11 0.9 0.9
from
commissions
and fees
Dividends 0.1 0.1 0.2 0.1 0.1 0.1 0.2 0.6 0.2
Net profit on 1.9 0.4 0.4 0.6 0.8 0.6 0.8 0.5 1.0
financial and
investment
services
Gains on 0.5 0.5 0.5 0.6 0.3 0.2 0.2 0.7 0.2
forex trading
and exchange
rates
Other non- 2.1 -0.5 -0.5 -0.3 -0.6 -0.4 -0.5 -0.8 -0.3
interest
earnings
Operating 3.4 3.6 3.4 3.0 2.9 2.7 2.6 24 2.0
expenses
Change in -0.3 -0.3 -0.4 -0.2 -0.4 -0.5 -0.5 -1.5
impairment
and
provisions
Profit from 1.6 1.8 2.3 2.3 2.1 17 1.0 1.0
ordinary
business
activities
Extraordinary| 0.1 0.0 0.0 0.0 0.0 0.2 0.0 0.1 -0.1
profit
Pre-tax profit 1.5 1.6 1.8 2.3 2.3 2.2 1.7 1.1 0.9
Tax liabilities 0.3 0.3 0.3 0.3 0.4 0.4 0.3 0.2 0.1
After-tax 1.2 1.3 15 2.0 1.9 1.9 1.4 0.9 0.7
profit ROA

Sources: Hungarian Financial Supervisory Authogtyd specialist estimates

ROE between 2004 and 2009

2004 2005 2006 2007 2008 2009
Average equity (HUF billion) 1166.y 1347.9 15744 1859.5| 2094.5 2325.2
Average assets (HUF billion) 138863 16235.7| 19161.% 22569.6| 26776.8| 29106.}
Assets-to-equity ratio (%) 119 12.0 12.2 12.1 12.8 12.5
ROA (%) 2.00 1.90 1.90 1.40 0.90 0.70
ROE (%) 23.8 22.9 23.1 17.0 11.5 8.8
Consumer Price Index (%) 6.8 3.6 3.9 8.0 6.1 4.2
Real ROE (%) 15.9 18.6 18.5 8.3 5.1 4.4

Source: Hungarian Financial Supervisory Authoritydespecialist estimates
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[I. INTERNATIONAL ISSUES: REGULATION, SUPERVISION

The various international institutions and bodias|uding the Financial Stability Forum, the

IMF, the G20 countries, the Basel Committee and@EBS, in 2009 tried to translate the

conclusions of the financial crisis into regulati®tegulatory resolve and anger, ever growing
since the appearance of the first signs of thésans2007 has affected all banks.

The Association's annual report is not the forum geesenting all the many regulatory
initiatives and proposals in detail. (We soughptesent them in detail in the annexes to our
quarterly reports). In this report we will only o€ on the most marked ones: those aimed at
strengthening prudential regulation (capital, ldityi), redefining the scope and boundaries of
international prudential supervision, improving parate governance and risk management
and enhancing the financial infrastructure andgpanency. We will also review the main
global and - the sometimes proactive, sometimedivea- European developments.

1. Strengthening prudential supervision

Proposals aimed atrengthening prudential supervision, including central banks' lender-of-
last-resort role and other elements of the offis&flety net mechanism and the need for more
international convergence were formulated on sévetarnational fora and in several
documents. The need for more stringent capital irements, including additional capital
requirements for trading book items, securitisatio off-balance sheet positiénseducing
procyclicality, and, as a means for this, introdgcdynamic provisioning, was emphasised
virtually in all proposals. Proposals also includbd narrowing of the scope of commercial
banking activities, the separation of commercial amvestment banking activities and the
extension of prudential regulation to quasi-bargkdow banks and hedge funds, changing
the originate-to-distribute banking model and impgsestrictions on securitisation.

The Basel Committee's package of consultative malgp published in December, can be
considered as a summary of all these proposalsBalsel Committee's proposals are aimed
to strengthen global capital and liquidity regwas with the goal of promoting a more

resilient banking sector that can withstand andodbshocks arising from financial and

economic stress. The proposals cover the followanegs:

Raising thequality, consistency and transparency of the capital dasaddition to raising
the quality of the Tier 1 capital base, the Comeeitis also harmonising the other elements of
the capital structure. Tier 3 capital (in the Humga terminology: supplementary
subordinated loan capital) will be abolished.

Strengthening the risk coverageof the capital framework. In addition to the traglibook
and securitisation reforms announced in July 209 ,Committee is proposing to strengthen
the capital requirements faounterparty credit risk exposures arising from derivatives,
repos and securities financing activities. Thergtieened counterparty capital requirements
will also increase incentives to move OTC derivatdxposure to central counterparty.

2 Proposals for strengthening the capital requireméramework were presented in the Basel Committee's
Consultative Document on Proposed Revisions toBasel 1l Market Risk Framework and Guidelines for
Computing Capital for Incremental Risk in the TragiBook,and, in a broader sense, its Consultative Document
on Principles for Sound Stress Testing and Sugervis
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Introducing aleverage ratio as a supplementary measure to the Basel Il riskéa
framework with a view to migrating to a Pillar atment based on appropriate review and
calibration. The leverage ratio will help contahlretbuild-up of excessive leverage in the
banking system. To ensure comparability, the detdithe leverage ratio will be harmonised
internationally, fully adjusting for any remainicifferences in accounting.

Introducing a series of measures to promote thie4oy of capital buffers in good times that
can be drawn upon in periods of stress. In additilo@ Basel Committee is promoting more
forward-looking provisioning based on expected logs.

Introducing a globaminimum liquidity standard for internationally active bank3he first

is aLiquidity Coverage Ratio, defined as the stock of high quality liquid ass#itsded by
net cash outflows over thirty days. The secondyair Net Stable Funding Ratiq is the
ratio of the available amount of stable fundinghe required amount of stable funding. The
framework also includes a common set of monitoringtrics to assist supervisors in
identifying and analysing liquidity risk trends &abth the bank and system-wide level.
(Liquidity risk - in view of the role it has played the crisis - is addressed by the Basel
Committee in a separate consultative document).

The Basel Committee is also reviewing the needafiditional capital, liquidity or other
supervisory measures to reduce the externalitiesated by systemically important
institutions.

The Committee has initiated a comprehensive impaséssment of the capital and liquidity
standards proposed in the consultative documehts.impact assessment will be carried out
in the first half of 2010. On the basis of thise ttommittee will review the regulatory
minimum level of capital and the reforms proposedthe document to arrive at an
appropriately calibrated total level and qualitycafpital. The new standards are proposed to
be phased in as financial conditions improve amdeitonomic recovery is assured, with the
aim of implementation by end-2012. The Committe# put in place appropriate phase-in
measures and grandfathering arrangements to easmeoth transition to the new standards.

The Basel Committee's decisions aimed at fine-yrihe Basel Il Capital Accord were
translated into provisions in the EU Capital Reguients Directive. The first amendment to
the CRD was prepared in the course of 2008 andteddyy the European Parliament in April
2009. In addition to the originally targeted issu@arge exposures, hybrid capital
instruments, supervisory arrangements and divisionof responsibilities between home
and host supervisors, derogations for cooperativedmk networks), in the wake of the
financial crisis the amendments also addresBedreatment of and capital requirements
for securitisation exposures and supervisory coopation in crisis management (The
provisions of CRD2 are required to be transposed mational legislation by October 31,
2010 and applied from December 31, 2010).

Consultations concerning tleecond amendment to the Capital Requirements Direiee
(CRD3) began in October 2008, and it is expected thattélg based on a compromise
enjoying the agreement of every Member State, lvéladopted in the first half of 2010. The
amendments affect the capital requiremdotsthe trading book and re-securitisations
(complex securitisations) and the disclosure requaments for securitisation exposures
The European Commission supplemented the amendnbeimging the CRD in line with the
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decisions of the Basel Committee, with a proposalthe implementation of appropriate
remuneration policies. The proposal requires imstihs to assess, under the supervisory
review process (Pillar 2), their remuneration pekc and practices, including their
consistency with effective risk management. Sugerg would have the ability to ensure
compliance through sanctions, including the impositof additional capital requirements.
CRD3 also includes the Basel Committee's decisimmoanced at the Committee's press
conference of July 13, according to which the @gdlbor (80% of the Basel | calculation)
will remain in force after 2009.

The European Commission published ttnsultative document for CRD4at the end of
February 2010The proposal differs in several points from theliprmary working paper
published at the end of Jdlgnd basically corresponds to the Basel Committeeisultative
documents published in December. The document geesviegulatory proposals flquidity
management, raising the quality of capital, the imoduction of a leverage ratio, the
treatment of counterparty risk, the clearing of OTC derivatives through central
counterparties, improving the counter-cyclical nature of the regulatory framework
(capital buffers, dynamic provisioning), and the introduction of additional rules for
systemically important institutions. The proposals made by the Basel Committee are
complemented with provisions for thetroduction of asingle rule book. The European
Commission aims to further reduce the number ofonat discretions and options. This
would turn the CRD from a minimum harmonisatioredtive into a maximum harmonisation
one. A key element of the proposal is related #ttbatment of mortgage loans,with a
view to facilitating the consistent application pfeferential risk weights. The CEBSs
conducting a quantitative impact study to assesscihimbined impacts of the proposed
measures. The European Banking Federation, wotkigether with the I1E is also studying
the impacts of the proposed measures on the realbaty. The industry has concerns that
that the combined impact of the changes might pldisproportionate and impracticable
burdens on banks.

2. Scope and boundaries of prudential supervision

Political decision-makers and regulators all agieeut the failures of the supervisory system
preceding the crisis. Accordingly, the second majaup of regulatory proposals relates to
the redefinition of the scope and boundaries of international prudential supervision. An
important step at the global level was the creatibthe Financial Stability Board, with the
task to promote the convergence of financial reguieand supervisory policies. The creation
of supervisory collegedor all internationally active banks, strongly sopged by the G20is
also aimed at promoting supervisory convergengeother important objective is the reform
of the regulatory and supervisory system to takeoawt of macroprudential risks. To
prevent similar crises, it is proposed that the ISeuld be put in charge of developing and
operating a financial stability early warning systeAlso in this context, &ross-border
crisis management frameworkshould be developed. The proposals include extgnttia
scope of regulation and oversightatb systemically important institutions, includinghedge
funds andcredit rating agencies

% The European Commission's working paper provideggsals regarding dynamic provisioning, the reidnct
of national options and discretions, the limitatiohLTV, and simplification of the Bank Branch Aagus
Directive. The paper also proposed to provide imenetal capital requirements for residential moregag
denominated in foreign currency where loan-to-valkeeeds 50%.

* Committee of European Banking Supervisors

® Institute of International Finance
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In the wake of the crisis, the restructuring of gugpervisory architecture in Europe will be
accelerated and broadened in scale. The Europeamim@sion's consultation document was
published in May, followed by a proposed regulatggckage in September 2009.The
European Council set out Member States' commortipesbn the regulatory package on
December 2. The rapporteurs' amendment proposats pueblished in the second half of
February. The most debated issue was the powertheofnew European supervisory
authoritie§. Despite the differences in opinions, the objects to have the new regulations
passed before the Parliamentary break and enaiftetivee January 1, 2001.

The European Commission's regulatory packagevas essentially based on the report
presented by the de Larosiére expert group. Theokitme package is:
» to sustainably reinforce financial stability thrdnvogit the EU,
* to ensure that the same basic technical rulespmieed and enforced consistently,
* to identify risks in the system at an early stage,
» to resolve cases of disagreement between natiopahgsors and to take efficient and
coordinated measures in emergency situations

The legislative proposals envisage the creationadEuropean Systemic Risk Board
(ESRB), responsible for macro-prudential supervision aheé European System of
Financial Supervisors (ESFS) in tandem with newEuropean supervisory authorities
(ESAs) for the banking, securities and insurance ahoccupational pensions sectors: the
European Banking Authority (EBA), the European Sectuities and Markets Authority
(ESMA) and the European Insurance and OccupationaPensions Authority (EIOPA).
The ESAs will take over the operations, responisigsl and duties of the 3L3 Committees and
will be vested with additional responsibilities gsfiic legal mandates and broadened powers.
The new authorities will have extra competenceduaing
» Developing proposals for technical standards, r&spg better regulation principles;
* Resolving cases of disagreement between nationa¢rgsors, where legislation
requires them to co-operate or to agree;
* Contributing to ensuring consistent application teichnical Community rules
(including through peer reviews);
» The European Securities and Markets Authority widercise direct supervisory
powers for Credit Rating Agencies
» A coordination role in emergency situations.

The European Supervisory Authorities will be crdallyy EU regulations (to be applied by
member states on a mandatory basis). Binding @esisadopted by the ESAs may not have
direct implications on members’ states budgets. dw authorities will be bodies with legal
entity and will belong to the European System ofalfcial Supervisors (ESFS). Members of
the ESFS will include the Joint Committee of EurpeSupervisory Authorities (the body
responsible for the supervision of financial comgévates), national supervisors and the
European Commission. Day-to-day supervision wowdthain at the national level. The
financial means for rescuing financial institutiowsuld also remain at the member state

® In this report we only present the European Cossini's initial proposal. For the positions and owmts of
the European Council, the EP rapporteurs and thepgan Banking Federation, see our fourth quaeigont.
A regulation on credit rating agencies was adopitethe beginning of 2009. The regulation puts iacpla
common regulatory regime for CRAs. Following thaement of the regulation, CESR published a coasait
document on establishing a CRA central repository.
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level. The colleges of supervisors will supervismss-border groups. The European
Supervisory Authorities would participate in meggnof the supervisory colleges, as
observers.

The powers of the new supervisory bodies are régailddy an omnibus directive. This

amends the relevant sector regulations by providioghmon rules under an umbrella

legislation to ensure efficiency of the EFSF. Tineeadments define the desirable scope of
technical standards, incorporate mechanisms fors#tdement of disagreements between
national supervisory authorities into the relevdirectives and ensure that the directives
operate in the context of new authorities.

In addition to a new supervisory architecture, g issue for the EU is the development of a
cross-border framework for bank resolution. The crisis has shown that the EU needs a
crisis management framework, which mirrors the st#osrder nature of financial markets. A
new framework should equip authorities with adeguabls to identify problems in banks at
a sufficiently early stage and to handle cross-dotzhnking failures in ways that minimise
costs to taxpayers, and allow even the largest ddokfail without damaging financial
stability. In this context, it was proposed that Bd resolution fund financed by banks
should be established. Proposals are also unde&welor the further harmonisation of
deposit and investor guarantee schemes

3. Corporate governance, risk management, transparey, accounting policies

In addition to reforming the prudential regulat@myd supervisory system, global regulatory
priorities include the improvement oforporate governance, risk management and
transparency, the convergence of accounting stdadard practices and the improvement of
thefinancial infrastructure.

The Basel Committee is reviewing its guidance ohaewging corporate governance for
banking organisations, issued in 1999 and revise2DD6. The crisis has revealed that board
members and senior managements at institutions ludten failed to have a clear
understanding of the risk profile of the instituticAccordingly, the Basel Committee sees a
need to revise and complement its guidelines oparate governance in the areas of board
policies, risk management, transparency and cleadenstanding of the institution's
organisational structure.

In the context of corporate governance, regulatnsl especially, political decision-makers
have given special emphasis to the issudirefictors' remuneration. The Financial Stability
Board and the CEBS have separately published goéfefor remuneration policies. The
European Commission has issued two recommendasindsproposed amendments to the
CRD in relation to regarding companies' remunerapolicies. The proposals are aimed at
ensuring thatemuneration policies are in accordance with requiements on effective risk
management,encouraging risk awareness, limiting the varigide of the remuneration and
ensuring that variable pay is aligned with theifosbn's long-term interests. It is also an
objective to ensure that directors' pays refleet itistitution's performance and can also be
reduced.

8 In the EU, the 3.3 Committees have called for srssctoral convergence of corporate governanceiplés.
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Improving transparency is key to ensuring bettatanstanding between financial institutions
and investors. This can be achieved through apiategtisclosure requirements.The Basel
Committee has developed proposed revisions to xtstirey Pillar 3 requirements, focusing
on six areas: securitisation exposures in the rigathiook, sponsorship of off-balance sheet
vehicles, resecuritisation exposures, the Interdasessment Approach (IAA) for
securitisations, valuation with regard to secuatin exposures, pipeline and warehousing
risks with regard to securitisation exposures. Tamsparency oflerivative transactions
also needs to be improved. Better investor inféimnaand comparability of financial reports
could be achieved by introducingybobal accounting standard

In line with the above objectives, the European @ussion presented a proposal at the
beginning of the year for the strengthening anedifinancing of accounting and auditing
standard setters. The CEBS also made a number mdriamt steps aimed at improving
transparency. It published a consultation papegwdelines for supervisory disclosure taking
account of the lessons learned from the financradisc and extended the supervisory
disclosure requirements beyond the CRD (mergersaaqdisitions; securitisation, credit risk
mitigation, Pillar 2, Pillar 3). Furthermore, reians to COREP and FINREP are also aimed at
promoting the convergence and comparability ofrizial reports within the EU.

4. Committee for European Banking Supervisors (CEBB

The CEBS's activities in 2009 were focused on theriies set for 2009, although its work

plan was occasionally overridden by requests frbm European Commission and other
developments. The CEBS published a record numbeormsultation papers and guidelines in
20009.

In relation to risk management, the CEBS publisitedsultation papers ohigh-level

principles on risk management(CP24), supplementary guidelines on implementation
issues of operational risk(CP21) draft guidelines on concentration risk under the
supervisory review proceg€P31),draft guidelines on the management of operational
risk in market-related activities (CP35) and guidelines on operational risk mitigadti
techniques for AMA institutions.

Following the publication of the relevant consutiat papers (CP26 and CP27), the CEBS
issued itsimplementation guidelines on the revised large expores regime and its
implementation guidelines on hybrid capital instrunents, followed by a consultation
paper onimplementation guidelines on capital instruments(CP33). It also issued its
revised guidelines on stress testing under PIll&@€R32), updating the guidelines issued in
2006 based on experience obtained in recent yemds taking account of the Basel
Committee's revised principles for sound stresinggractices and supervision. In addition,
the CEBS provided technical guidance to the Eumopg@ammission on theffectiveness of
the minimum retention requirement for securitisations. The CEBS's task force on
procyclicality developed a proposal to addresspibtentialprocyclicality effects of Basel Il
and the CRD. The proposal, focused on IRB banlksjiges for the introduction of a scaling
factor in the supervisory review process undegarill

The CEBS's consultation paper on implementatiomieuies onliquidity buffers (CP 28)
sets out high level principles for liquidity managent. The guidelines propose that, when
building their buffers, credit institutions showdnsider three types of stress test scenarios:
idiosyncratic, market specific, and a combinatiébnhe two. The CEBS has also published a
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liquidity identity card aimed at providing supemis of European cross-border banking
groups with a single prudential language to enabéaningful exchanges of information
between supervisors.

After its good practicespaper on the functioning of colleges of supervisorfor cross-
border banking groups, in accordance with the ealewprovisions of CRD2 the CEBS
published itdraft guidelines for the operation of supervisory olleges(CP34). The draft
guidelines aim to complement the CRD provisions nehadditional guidance appears
necessary in order to avoid inconsistencies andagayy arbitrage.

The CEBS guidelines ompassport notifications address co-operation and information
exchange between the competent supervisory au#®rincluding the harmonisation of
documents exchanged.

The CEBS's tasks include the provision, at least tvacgear, ofassessment®f micro-
prudential trends, potential risks and vulnerabilities in thenking sectorThe assessments
are currently produced based on surveys condud¢t&d éanks involved in the operational
networking project. In May 2009, the ECOFIN mandatiee CEBS to carry out an EU-wide
forward-lookingstress test of the banking systeniThe exercise was conducted on a sample
of major European cross-border institutions repriésg 60% of the total assets of the EU
banking sector, for a baseline and an adverse soefi&ie results showed satisfactory Tierl
compliance under both scenaros.

In addition to the above, the CEBS is carrying diverse activities. In cooperation with the
ECB, it has drafted a relational database, aimestraamlining statistical and supervisory
reports. It held an open seminar on fthérnal capital adequacy assessment process
(ICAAP) and organised a public roundtable Pillar 3.

The development of a new European supervisory t@athre will be a major challenge for
the CEBS in 2010. The reform will involve importamtgulatory consequences: the CEBS
will be transformed into an authority, consequendi} its standards and guidelines issued
earlier will have to be updated, as currently thesenon-binding and based on the comply-
or-explain principle.

5. EBF Banking Supervision Committee

The European Banking Federation was actively involved mainly through the IBFed - in the
global standard setting process. The EBF carrig¢daotive lobbying in all related issues to
enforce the industry's interests. It is not an cije of the Association's annual report to
present the positions taken by the EBF on the uarissues. However, the EBRjeneral
position is well summarised in the letter written by theFEBpresident, Alessandro Profumo
to the British prime minister, Gordon Brown ahe&dhe G20 summit in September.

In his letter, the EBF's president confirms thedpeian banking community's support of the
reforms launched, emphasising the need for a coatelil global approach and outlining the

® Under the baseline scenario, reflecting currentrma&conomic projections, the banks’ aggregate Tieapital
ratios will be well above 9%. Under the adversenacd®e, the potential credit and trading losses dkeryears
2009-2010 could be close to € 400 bn. However atigregate Tier 1 ratio for the banks in the samulald

remain above 8% and no bank would see its Tietid falling under 6% under the adverse scenario.
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aspects that should be taken into account witheav \tb ensuring economic and financial
stability:

* Global coordination of regulation, enhanced coof@na between regulators,
avoidance of regulatory arbitrage.

» Development of a single high-quality reporting stamd. Cooperation between the
IASB and the Basel Committee to strike balance betwregulatory and accounting
requirements.

» European banks support the proposal that regulaagpital requirements be set higher
than before the crisis. However, the cumulative antpof the individual measures
(dynamic provisioning, the potential introductiohaoleverage ratio, a more stringent
definition of own funds, additional liquidity reses) should be assessed and taken
into account.

* The introduction of a leverage ratio raises a nundieproblems and can only be
considered as a supplementary measure to the astabframework. A leverage ratio
may encourage investment in risky assets. It walib undermine competition:
divergent accounting standards would result in rdjgat ratios. The introduction of a
leverage ratio can only be perceived within theeBéisframework, by taking account
of the concerns raised.

» European banks agree with the need to enhanceratepgovernance and implement
remuneration policies that take account of riskngkand support the G20 proposal
for such remuneration practices.

European banks encourage governments, central laantksupervisors to analyse the scope
and size of competition-limiting impacts of govermh bailout measures, to ensure that exit
strategies developed at national, regional andriat®nal levels ensure a level playing field.

In relation to systemically important banks, theFE&upports the European leaders' call for
consensus on strengthening the supervision of timssgéutions by measures such as stress
tests and continuity plans. Adequate implementatbrsuch measures would make the

building up of more capital requirements unnecgsskuropean banks also support the

development of internationally consistent interv@mtand recovery schemes that would

strengthen the legal certainty of cross-border aip@ns. At the same time they point out that

reducing bank group's operations to national |@welividual units) is not a solution.

In relation to the Basel Committee's proposals pulshed in December2009 and the
European Commission proposals of February 2010the EBF strongly supports the
proposal to conduct a complex impact assessmerhemggregate impact of the proposed
changes. The timeline, including sufficient time foeparations, is also considered by the
EBF as a key issue. The new measures should orimfnesed after Basel Il is implemented
in the U.S. Most of the envisaged rules should drdyintroduced after economic recovery
begins, or else the regulation itself will be apé@diment to overcoming the crisis.
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[ll. PROFESSIONAL ISSUES, LEGISLATION

1. Legislation and regulatory measures affecting # banking sector

1.1 Measures to help debtors in distress

Banks, on their own and also in conjunction wite government made significant efforts to
help debtors in distress.

As a first step, under an agreement with the Mipisif Finance, coordinated by the

Association, banks undertook to introduce measame®d at helping debtors with foreign

currency loans (by reducing the repayment amountstemporarily suspending the

repayments). However, it turned out fairly soont ttés project, started at the end of 2008 -
early 2009, would not suffice and more comprehengsieasures were needed.

Seeking to avoid a large-scale failure on loans,gbvernment, in conjunction with banks,
developed measures to be applied in the repaynterstepand before the foreclosure phase.
After complex discussions, the proposal for a esshite fund to be set up by the government
and banks to purchase bad loans while allowingfoh@er owners to stay in their homes
against a moderate monthly rent was dropped. ldsteffiorts were focused on finding a
solution to rescue borrowers in the repayment phraeeder to avoid the risk of eviction. The
solution, developed jointly with the Associatiompypided that the borrower should assume a
minimal monthly repayment for 2 years (10,000 tg0RO forints), with the bank providing
him/her a government-backed "bridging" loan for thelance of the repayment amount.
(Assuming that after the 2-year preferential repaymperiod, as the crisis eases, most
borrowers would be able to cope with the burderepayment of the bridging loan).

In view of the government involvement, the releviegislation required approval from the
EU. This caused a significant loss of time for barers. Act IV of 2009 on government

guarantees for home loans came into force in tmenser of 2009. Despite a continuous
relaxation (at the Association's initiatives) oé tbligibility criteria for the bridging loan, only

a few hundred borrowers availed themselves of #uditly. At the same time, the debtor
rescue schemes developed by banks on their ownl ¢hsesituation of more than 60,000
customers. The reason for this was that banks,irgpdk retain as many customers as
possible, made special efforts to find the modtieffit and most flexible solutions, which a
more rigid legal regulation could not compete with.

1.2 Amendment to Government Decree No. 12/2003 (0)Bon rules for the extrajudicial
sale of charged property

Act XLVIII of 2009 on certain law amendments ne@agsfor the protection of home-loan
borrowers provides municipalities with preemptiaght during the forced sale of mortgaged
real estates. The preemption right can be exeramsptbtection of the borrower living in the
flat under sale, under loans to be made availadighfe purpose. The subject government
decree had to be amended to allow the involvemientumicipalities in the sale process. The
Association was actively involved in the drafting the relevant Government Decree
[Government Decree No. 209/2009. (1X 29.)]: we hedderal consultations with the Ministry
of Justice and made a number of complementary djdtanent proposals to the draft decree.
We also pointed out that a broader amendment adelcece was needed in view of the abuses
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experienced during the sale of properties of debiar distress. Apart from procedural
provisions related to municipalities' preemptioghts, a provision was added to the decree to
provide that the forced sale should be considensdiecessful if the highest bid price is lower
than 70% of the market price as stated by the &mpra

1.3 Unilateral contract amendments

The government submitted to Parliament draft legjish, containing, inter alia, restrictions

regarding the right to unilaterally amend contradise Association submitted its oral and
written objections to the proposed legislation t@wampetent forums: the Ministries involved

(the Ministry of Finance, the Ministry of Justicéfie competent Parliamentary Committees
and at discussions invited by Members of Parliamidotvever, only some of our objections

were accepted.

The general uncertainty caused by an ill-consideegdlation could have been significantly
reduced if the Hungarian Financial Supervisory Autly had declared that the right of
unilateral contract amendment was a risk managetehtwhich a prudent bank should be
able to resort to from time to. Regrettably, theg&uwisory Authority did not represent this
view and the Act (considered by us as unconstitaliowas promulgated. In the meantime,
the Ministry of Finance also realised that in itsrent form the Act was not workable, and
initiated the drafting of a self-regulation (CodeGonduct) to replace the relevant provisions
of the Act.

1.4 Code of Conduct on principles of fair conduct ¥ financial organisations engaged in
retail lending

The Code of Conduct on principles of fair conducfibancial organisations engaged in retail
lending was adopted in September. Around 150 filmastitutions have signed the Code.
The Code covers all aspects of retail lending.rétvisles general standards for responsible
lending, general principles for creditors’ pre-cactual conduct, rules for the unilateral
modification of the terms and conditions of the tcact, procedures for the treatment of
customers' payment difficulties and principles fesponsible conduct by creditors prior to
and during foreclosure procedures. Following thepsion of the Code, Section 210 of the
Credit Institutions Act, regulating unilateral coattt amendments, was amended to reflect the
provisions of the Code.

1.5 Act on Consumer Credit (Act CLXII of 2009)

The EU adopted a Directive on consumer credit twige for the approximation of laws,
regulations and administrative provisions in meméiates and to promote competition in
banking services in the single market. The daft-implementing the Directive in Hungary
contained a number of questionable points: thetehafproposed to enact the new law
effective January 2010 without allowing any time poeparations; the draft-law provided for
unreasonably low prepayment fees for mortgage tseddvertisement would have been
required to contain an unreasonable amount of amigion. In view of the importance of the
issue and the short time allowed for review of piheposal, the Association' Board set up a
working group to address the issue. The workingugrsnanaged to achieve a number of
compromise solutions aimed at promoting impleméonatAt the same time, the group failed
to prevent the new law from being extended to namgcredits. The fees for prepayments
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were set at a higher level than originally propodmd still lower than expected by market
players.

1.6 Decree on responsible retail lending

After more than six months of preparations and wisons, a government decree,
fundamentally affecting banks' retail lending pa&was adopted. Due to the large number of
defaults experienced in the wake of the finandiais, the MNB proposed a self-regulation,
which would have substantially reduced the lendimgt for both forint and foreign currency
loans. The Association's counter-proposal for s&ifilation, drafted with the involvement of
specialists from member banks, adopted the apprsagbested by the MNB, but contained
more manageable rates regarding the actual letidnitg. We expressed our opinion that by
applying the limits proposed, the ensuing dramdgcrease in lending would just further
deepen the crisis and would put foreign lendeenaindue advantage.

The competent government bodies joined the coriguita The resultant decree relies in
many points on the Association's self-regulatiomppsal. However, it contains some
problematic points, as well. Problematic elementthe regulation: the restrictions on foreign
currency lending - although more moderate thanetipweposed by the MNB - still seem to be
too stringent, combined lending has become mucle mifficult.

The decree contains a provision - accepted byaatlgs - that collateral-based lending will be
stopped.

1.7 Credit Institutions Act — Regulation of intermediaries

The Association's competent specialist working grasas actively involved in the drafting of
regulation on financial intermediaries. The reldvanovisions were incorporated in the
provisions amending the Credit Institutions Act endict CL of 2009 amending certain
financial acts.

The Act contains provisions for the personal andem requirements for independent
intermediaries and the details of supervisory lsteg. The Hungarian Financial Supervisory
Authority keeps a registry of intermediaries antkimediary subcontractors. The registry is
published on the Supervisory Authority's websitee Act also provides regulations regarding
the liability of independent intermediaries: théemmediary is liable for any damages arising
from its activities; however, the principal is resgible for making available the information
required for the intermediary to carry out its &skd provide the customers with appropriate
information. Independent intermediaries may aceefge for their services; however, the fee
should be paid on a pro-rata basis based on threard delivery of the service.

The Act includes provisions on the method and austeof customer information and
professional qualification requirements for persemployed or assigned by the intermediary.

The new provisions came into force on January th wansitional provisions for certain rules
taking effect later. During application of the nemles, a number of interpretation problems
have arisen; the Association is working out clanfythese with the Hungarian Financial
Supervisory Authority and the Ministry of Finanda. relation to implementation of the
legislation, the government has issued decrees to regulate
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> the content requirements for professional liapilitontracts for independent
intermediaries, and

> the method for determining and paying intermediass, including the schedule of
payments.

Furthermore, the Minister of Finance should issugearee on intermediary education, the
criteria for obtaining, on completion of the educat a certificate from the Hungarian

Financial Supervisory Authority authorising the suit of financial intermediary services, and
derailed rules for the rate, payment and reimbuesgraf the relevant examination fees.

We submitted to the Ministry of Finance detailech@gpts and specific text proposals for all
three Decrees and conducted consultations witbah®etent department of the Ministry.

2. Other regulatory changes

2.1 Legislation on strengthening the supervision ofhe financial intermediary system
(Act CXLVIII of 2009)

This Act, designed as an omnibus law, inter almtained amendments to industry-specific
regulations related to complaint handling. Intielato call centre recordings, we managed to
ensure that it will suffice to provide the customagth a copy of the minutes drawn up on the
recording and allow him to listen to the recordingther than providing the recording on

sound media as recommended by the Data Protectidru@sman's relevant ruling.

We provided detailed comments on the proposed apecithorisation of the MNB to
prohibit, limit, or make subject to conditions @ént activities/services for a period up to 120
days. We expressed our opinion that this authdsisatas excessive, improperly defined, and
would vest the MNB with rulemaking powers, whicltcarding to previous rulings of the
Constitutional Court, is unacceptable. The rulemgkpowers proposed are alien to the
MNB's tasks.

The organisational structure of the Supervisory Auhority has changed the Supervisory
Authority is managed the President in conjunctiathwhe two Vice-Presidents. A growing
emphasis on the Supervisory Authority's consumeteption role is reflected in the provision
mandating the Prime Minister to appoint one of YHee-Presidents to be responsible for
consumer protection-related issues.

The composition of the Financial Stability Courtedls also changed: members of the council
include the Minister of Finance, the President loé tHungarian Financial Supervisory
Authority and the Governor of the MNB. The Minist@rFinance, followed by the Governor
of the MNB and the President of the Hungarian FomnSupervisory Authority on a semi-
annual rotation basis, chairs the Council. Assamriatof persons and entities supervised by
the Hungarian Financial Supervisory Authority, aam&r organisations and prominent
economists of international renown attend the Fir@nStability Council's meetings as
observes with the right of consultation.

To ensure the stability of the financial intermegiaystem, the Supervisory Authority has
been given the power to adauecial measuresthe Supervisor Authority may, for a definite
period not to exceed 90 days, ban, limit or makges to certain conditions the carrying out
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of certain activities and the provision of servicdse conclusion of deals and the sale of
products within the scope of such activities by payson or entity subject to its supervision.

The Supervisory Authority may adopt such measufede activity in question involves
significant risks to the overall functioning analstity of the financial intermediary system
and if such risks cannot be prevented by other mean

We provided comments regarding the proposed amemtgnt@ the organisation and powers
of the Hungarian Financial Supervisory Authoritydatiie separation of the powers of the
Hungarian Financial Supervisory Authority and then@etition Office. We proposed that the
Hungarian Financial Supervisory Authority be givédre power to act in all consumer
protection matters related to financial institusoihis proposal of ours was not accepted.

2.2 Amendments to the Bankruptcy Act (Act LI of 20@ amending Act XLIX of 1991 on
Bankruptcy and Liquidation Proceedings)

The objective of this amendment was to regulatekibgoicy proceedings with a view to
improving the process of debt settlements, theeptmin of bankruptcy assets and job
retention in light of the economic crisis. Alsoettraft law included proposals regarding the
rationalization of liquidation procedures and thedioning of wrongdoing by senior officers
and majority shareholders.

A number of our proposals were accepted duringdtiafting process and in the subsequent
amendment motions, including the proposal for aegpecific regulation of the powers of
creditors' committees, contents of the applicafmnreorganisation, the regulation of issues
related to payments, the indisputability of claimsorporated in a notary document, the rules
for the calculation of creditor votes in bankrupfmpceedings, the assignment of liquidators
to be done electronically (by computer) in a reggdamanner, with any deviation from this
procedure to be stated publicly, including the oeastherefor. The creditors’ committee
should have the right to initiate the dismissatheaf liquidator without stating the reason. The
mortgagee should have the right to receive thegeléidthe auction or the bidding process has
been twice unsuccessful. The settlement of claisgg from bank and insurance guarantees
unused during the liquidation procedure was incafad in the draft law upon our proposal.
The liquidator should create reserves to covereth@snding claims. Claims filed by the
mortgagee before the liquidation balance sheet dékde met from these reserves, claims
becoming due subsequently will be met from thelldgaosit in accordance with the relevant
rules for assets settlement.

Despite our objections, a number of provisionsidetntal to creditor interests were included
in the draft law.

We were actively involved in the drafting of implentation decrees to the Act. Among these,
especially important is Government Decree 237/20020) amending Government Decree
225/2000 (XI1 19) on rules for the public sale gkats under liquidation and on accounting
tasks related to liquidation. This defines thecpaures under which the liquidator may sell
the assets of the company under liquidation. Uafately, only a few of our comments were
incorporated in the Decree. According to our sgiets& a much more detailed regulation
would be needed. The Decree, being of a loose framenature, grants an unwarrantedly
wide room for manoeuvre for liquidators to the oeémt of creditors.
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2.3 Amendment to the Companies Act (Act IV of 2006)

This law amendment facilitates the establishmensioiplified limited liability companies
(limited liability companies with no minimum capitaequirements). The amendment,
transposing EU Directive 2007/36 on the exerciseeasfain rights of shareholders in listed
companies, allows the exercise of shareholdergitiirough proxies and the participation in
general meetings by electronic means. In resgqaildic limited companies, the amendment
makes the right to propose items to be put on genda of the general meeting and table
draft resolutions subject to holding a minimum &6 df the voting rights. This provision is a
limitation of shareholder rights. The amendmentoafsovides for the disclosure of
remunerations of board of directors and supervisooprd members of public limited
companies.

In our comments we objected to the extension abgeprovisions of the new legislation to

private limited companies (Zrts). We provided atijusnt proposals regarding the provisions
related to the convening of general meeting andptloeedures for exercising shareholder
rights. The new provisions were enacted by Act C¥K2009.

2.4 Netting agreements

Pursuant to Act LI of 2009 amending the Bankrupcy, no netting is allowed during the
period of deferral of payment granted to the debtbe collection of claims and the
satisfaction of claims from collaterals is suspende Furthermore, collaterals provided prior
to the starting date of the bankruptcy proceedarnot be enforced (an exception from this is
the enforcement of claims from security depositsvigled under contract). This provision
made derivative and other leverage-type deals meisedifficult. The Association objected
to this provision during the drafting of the legisbn, but without success.

The ISDA, the Association and fellow professions$a@ciations approached the Ministry of
Finance and the Ministry of Justice in the matter.

We requested that netting agreements and collateralgreements concluded with banks
and investment firms be exempted from the prohibiton of enforcement of collaterals.

After personal meetings and extensive corresporederiih the two Ministries, the Act was
amended: claims covered by netting agreements can e enforced even during the
payment moratorium.

Also upon our proposal, the provision of Act LI 2009 amending the Bankruptcy Act,
saying that a netting agreement between non-itistitai investors can only be taken into
account if the agreement was concluded more thah d#y/s before initiation of the
bankruptcy proceeding, was cancelled.

2.5 Private debt settlement procedure

The Ministry of Justice submitted for public reviethe draft concept for private debt
settlement procedures in March 2009. The objectifehe concept was to establish a
procedure for the settlement of private debtsaftimited circle of debtors, namely for those
with assets worth less than their debt but sufficte cover at least 25 % of the debt. There
would be two different procedures: a debt settlenpeocedure based on agreement between
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the debtor and the creditor and a debt settlemmteplure initiated by the debtor without
agreement with the creditor. We provided a humbesoommments on the proposed concept:
according to the banking community, the proposay mmadermine repayment discipline and
may create false illusions regarding the possybitit escape from the debt spiral. We
emphasized that even currently there are a numbearrangements available between
creditors and debtors to help debtors in distd@ssur comments, we maintained our previous
position and drew attention to risks in the conaegfarding mortgage loans and financing
through mortgage bonds.

Based on the concept, the Ministry of Justice dchf text proposal and submitted it for
review. We provided comments and attended the sulesg rounds of consultation on the
proposed legislation. Also, we provided data forirapact assessment on the proposal. The
drafting work continues at the Ministry.

2.6 Promoting long-term savings

The Government seeks to promote long-term privatengs through tax allowances. From
2010, long-term private savings will be taxed aferential interest tax rates: instead of the
current 20% general interest tax rate, the inteeestrate will be 10% for 3-year fixed term
savings and 0% for 5-year fixed term savings. Thalipinary pension savings account
facility (NYESZ-R), introduced as the fourth pillaf the pension system and aimed at
promoting long-term investments and self provisioil be retained (as opposed to the
original proposal, which envisaged the gradual pigasut of this facility by 2013). The
Association, in consultation with banks, providedpmsals to make the provisions of the
legislation more specific and easier to implemditiese proposals were incorporated in the
final text of the law.

2.7 Proposal for the regulation of claim work-out

The Association's Board reviewed a proposal reggrthie need to regulate claim work-out
and decided to initiate with the Ministry of Finanthe setting up of a working group to draft
the relevant legislation.

We met with the Finance Ministry's State Secretarg competent Head of Department. The
Ministry shared our views in all essential poinegarding the concept of the proposed
regulation. The banking community is interestedaimegulation that takes account of the
specifics of the institutional system.

2.8 Proposed legislation on group litigation

Members of Parliament Judit Csiha and Bélint Magaymitted goroposal for provisions
on group litigation under Act Il of 1952. The draft law was subnitt® Parliament under
No. T/11332

Given that the proposal directly affects the firahcommunity in relation to legal disputes
related to banking, competition law and consumestgmtion issues, the Association's
Secretary-General wrote a letter to the SpeakPadfament.
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In this letter, we drew attention to the shortcogsinin the proposal and requested that the
proposal be recast before being put to the vote. Mimistry of Justice, working on a similar
draft regulation for quite some time, also voiced®us concerns regarding the proposal.

If passed, the proposal would lead to serious probl the professional shortcomings and
absence of basic guarantees in the proposal megghsed by some economic players as a tool
to put their competitors in an awkward situationnaoaike illegal economic threats or cause
damage to reputation. Even now we can see someesmijgeg NGOs with obscure
backgrounds: such a tool in their hawedsild cause incalculable damages

The draft-law was rushed through the competentiggaéntary committees and its general
debate was concluded by Parliament. However, takacgount of the Association's
objections, the Speaker of the House returned taf-ldw to the Constitutional Committee
for review. Although the law was passed by Parliaime February 2010, the President of the
Republic returned it to Parliament for re-consitieraprior to signing.

2.9 New Civil Code

The Ministry of Justice, in conjunction with the nspetent Ministries and professional
associations organised several conferences Codegdine drafting of the new Civil code.
The Association also attended these conferences.

The Ministry presented an unofficial draft textcluding those amendments supported by the
Ministry. This version was updated from time to ¢ino keep track of the changes. The
Ministry of Justice also drafted a separate texemsure consistency and accuracy of the
language of the Code. Except for the provisiongamtoring contracts, the chapters affecting
banking operations are unchanged.

Act CXX of 2009 on the new Civil code was promukghtin Magyar Kozlény (Hungarian
Gazette) on November 20, 2009. However, the Presifeghe Republic returned the separate
Act enacting the new Civil Code to Parliament #®consideration. Parliament passed the Act
unchanged (Act XV of 2010).

Pursuant to the Act enacting the Civil Code, oul 00 articles of the Civil Code, 100 go
into effect in May 2010; the rest will enter intarée on January 1, 2011. Those taking effect
in May 2010 include the provisions on guardiansifigundations, privacy rights and other
provisions related to economic players. In additiorprovisions related to the coming into
force of the Civil Code, the Act includes a numbsr provisions aimed at ensuring
consistency with other laws. Many of these provisidirectly affect banks (such as those
related to the Act on Judicial Distraint, the Bamkcy Act and the Act on Building
Societies). The Association's Civil Code Workingp@p was actively involved in the drafting
of the Act.

Amendments to certain financial laws, ensuing ftbe new Civil Code, were enacted under
a separate Act (Act XII of 2010.) The Associatidnegal Working Committee was involved
in the drafting and review of this legislation.
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3. Payments

3.1 Regulations on payments

The Association was working together with the Huraga SEPA Association's PSD
Implementation Group on reviewing the proposedslagjon on the transposition of the PSD
into Hungarian law. Banks disagreed in a numbgraiits with the proposal of the National
Derogation announced by the Ministry of Financeedralia, they objected to the Ministry's
proposal to apply the same rules for consumersraa-enterprises.

Payment regulations had to be adjusted by Noverhp2009 to meet the provisions of the
PSD Directive (Directive 2007/64/EC). This was anptex legal and technical task for all
EU member states and a major challenge for us.etls The Ministry of Finance revised the
draft law several times. We provided detailed comtm®n each revision, highlighting those
key issues where banks disagreed with the propdbkal.Government and MNB Decrees on
payments were replaced by an Act on Payment Seveféective from November 1, 2009.
Thus, Hungary has met the EU requirement by thelaetand payments in Hungary are now
regulated by the new EU legislation.

3.2 Regulation of interchange fees and merchant fee

Endorsing an MP amendment motion contradictingRadiament's Standing Orders and the
proposer Finance Ministry's position, Parliamensgea Act CL of 2009 amending certain

financial acts. The new law caps interbank intengeafees and merchant fees. The new
regulation violates the freedom of contracting #relprinciples of a market economy.

In view of the MP amendment motion in question,msitted right before the vote and passed
by Parliament despite its unfoundedness, the AaBoni turned to the President of the
Republic, requesting him not to sign the draft lalWwhe representatives of MasterCard és a
VISA Europe in Hungary also turned to the Presid#nthe Republic, asking him to seek a
constitutional test. Notwithstanding, the Act waerulgated under No. CL of 2009. The
contested provision was to take effect on Marcl2a10. According to professionals, the
practicability of the law is questionable both hawally" and professionally.

In the Association's opinion, the new provisionstloé law are unconstitutional. Since the
Ministry of Finance was of a similar view, we cowted intensive talks with the Ministry's
competent staff and the Parliamentary groups teeaetthat the most worrying provisions are
abolished or their entry into force is postpones.aXesult, an amendment to the provisions in
qguestion was incorporated in Act Xl of 2010 on aeh@ents to certain financial laws, in
relation to the new Civil Code. According to thike former provision on interchange fees
will not be enacted, and the rate of commissioass fand other costs (merchant fees) directly
related to a payment made by a cashless paymentritent, charged by the financial service
provider to the beneficiary may not exceed 2% ef playment amount. This new provision
will become effective on May 1, 2010. The new psism puts banks in a much better
position; therefore, no further action is needeprasent.

3.3 Electronic Payments System (EFER)

The Electronic Payments System, to be implementateuthe Electronic Administration
Operational Programme is aimed at simplifying adstiation by allowing payments to state
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administrative bodies to be made by bankcard astbgr electronic means. In addition to the
Tax Office and the Hungarian Customs and Financar@uhese modern payment methods
would be introduced after due preparations at DamunOffices and other government
institutions. Banks' professional experience isnted on in this project. Following a meeting
held with the Finance Ministry's Information Teclogy Centre, the Association set up a
working group to support the project. As a firgpstthe working group had to define the
requirements for POS terminals to be purchasedhbygbvernment to facilitate bankcard
acceptance.

4. Conclusion of the Competition Office investigatin on interchange fees

In conclusion of its investigation on the interbagteement on interchange fees, launched in
2008, the Competition Office's Competition Courpribmulgated its decision on September
24, 2009. The Competition Council found the agresnees limiting competition and an
infringement of law was established in the casealbfbanks involved. The interbank
agreement concluded in 1996 violated Section 1ihefFair Competition Act enacted on
January 1, 1997 and, since May 1, 2004 until teaiom of the interbank agreement on July
30, 2008, Article of 81 of the Treaty establishthg European Community.

The Competition Council imposed fines totalling H@Fmillion. However, only those two
international card association and seven banksleding the agreement on interchange fees
in 1996 were imposed a fine, banks joining the agrent subsequently were exempted from
the penalty.

The fines were calculated based on the interbaakséction volumes managed by the
affected banks between 2004 and 2007 and currerietshares. The Council considered it
an extenuating circumstance that the banks affeetsmbnised that they should have changed
the fees.

5. Proposed law on Central Credit Information Systen

In view of the fact that the draft-law submittedthg Government to Parliament substantially
differed from the drafts reviewed, we conductedkdain the first half of 2009 with the
Ministry of Justice to provide a sound legal franoekvfor the proposed comprehensive
(positive-list) credit information system (a pos#ilist credit information system would be an
important asset in making founded credit decisions)

During the consultations, conducted with the ineohent of specialists from member banks

and external consultants, we managed to ensureléads concluded after entry into force of

the legislation is required to be registered in $histem on a mandatory basis. At the same
time, in respect of existing loans (initial uploaidthe system), the drafters adopted a difficult

process, based on customer consent.

We solicited banks' opinions on this issue. Basethe comments received, the Association's
Board decided to insist on making the registratddloans mandatory by law and not to
support the government's compromise proposal.

Due to this debate, Parliament failed to decidehenissue during its spring session. Then, it
took the issue off the agenda of the autumn sessitimg the financial crisis as a reason.
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6. Reporting
6.1 Changes in deposit insurance, deposit reportingquirements

Deposit insurance-related provisions of the Crédftitutions Act were amended effective
from July 1, 2009 in line with the relevant EU Iglgtion. Accordingly, the deposit guarantee
limit has been increased from HUF 13 million to EBR,000. The conversion rate for
determining the HUF equivalent of the deposit Wil the MNB's exchange rate on the day
before the date of commencement of the compensatioiler the new legislation, the payout
delay has been reduced from 90 days to 20 daysiwim exceptionally warranted cases,
may be extended once, by 10 days). The availawfitinformation on deposits covered by
the deposit guarantee scheme, including the avwityabf the National Deposit Insurance
Fund's system and the Hungarian Financial Supewvisduthority will inspect the
aggregation of deposits held by one depositor ten si

The Association held several consultations with tHengarian Financial Supervisory
Authority and the National Deposit Insurance Fuadriake the provisions of the law more
practicable. Also, we submitted proposals for sameeding adjustments to the Ministry of
Finance. The new text specifies that in the case mfoxy, the rules applicable as of the date
of compensation shall be applied, that is: thedafehe powers of attorney will not have to
be watched. Thus, the creation of joint deposits tdupowers of attorney dated before 1997
will be avoided. Also, in the case of condominiundahousing co-operative deposits, the
compensation limit will be determined based onrthmber of flats, rather than the number of
owners. While the number of owners is impossibldoltow due to the various ownership
changes, the number of flats is indicated in theudwents to be presented on opening the
account. Also, the amended provision related teeritdnce makes it clear that the heir's
deposit will not have to be merged with the decédeateposit.

According to a decision of the National Depositulrace Funds' Board, banks shall provide
their clients with annual statements on their indutleposits. Statements shall be first issued
on the status as of December 31, 2010, by Janda3C3a.0.

6.2 Supervisory information requirements for consurer protection purposes

Pursuant to a Finance Ministry Decree, effectieanfiJuly 2010, financial institutions will be
required to provide information on their loan ardding products to the Hungarian Financial
Supervisory Authority. The new information requirems will be imposed by the
Supervisory Authority under to its relevant legdbligation and will serve consumer
protection purposes. Information provided by bawils be published and regularly updated
on the Authority's website. Based on this informaticonsumers may choose the product
they would like to get more information on from thelevant service provider and make
comparisons between real estate leasing productsgage loans for any purpose, consumer
loans, overdrafts, loans against deposits andtaradis.

The Association indicated to the drafters of thgidiation and to the Hungarian Financial
Supervisory Authority that the relevant law itsdlfes not require the creation of such an
extensive database. We requested that the infaymatiquirements be designed in a manner
that involves the minimum possible costs and isasy to meet as possible.
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V. ASSOCIATION WORKING COMMITTEES, WORKING GROUPS,
ASSOCIATION RELATIONS, EVENTS

1. Association working committees, working groups

1.1 Bank Security Committee

1.1.1 IT Security Working Group

The most important subjects of the working group wee the following in 2009.

The Association's IT Security Working Group heardrigfing from the Hungarian member
of the EPC Information Security Support Group (1398 the conclusions of the ISSG's last
meeting and on the role of the ISSG, its strucaurd working procedures. He reviewed the
topics addressed by the working group and how thasies can be used by the IT security
working group and the banking community.

The Working Group reviewed the security aspectsigfation to the InterGiro system. It was
proposed that an ad hoc working group should beupeto address issues related to the
electronic network and electronic signatures.

The Working Group endorsed a proposal put forwardhle head of the Working Group for
cooperation between the IT Security Working Grong the Fraud Meeting.

The Working Group drafted proposals for amendmetutsthe Hungarian Financial
Supervisory Authority's recommendation on onlinakiag. The Association's Board decided
that the Association should initiate a revisiontlod Supervisory Recommendation based on
this proposal.

The Working Group reviewed the programme for depielg an electronic messaging system
between bailiff offices and banks and appointedsqes to represent the Association in the
relevant technical committee. The technical conweuittreviewed the various system
description versions prepared by IND InformationcAmology Ltd. (commissioned by the
Chamber of Bailiffs) and, in cooperation with thednafted a procedures manual to specify
the cooperation framework. Banks would decide aming the system on an individual basis.

The Association held a discussion with GIRO Ltd.tla possibilities to extend the proposed
system so that it can be used for communicatiotis @ther authorities.

1.1.2 Physical Security Working Group

The Bank Security Working Committee's Physical $igcuNorking Group addressed at
several of its meetings the issue of increasind babberies and assaults on ATMs.

Regarding assaults on ATMs, specialists from thé&ioNal Investigation Office were also
invited to the meetings. The parties agreed toleglyuexchange information and experience
on the issue. Banks handed over a list of the neagiosed ATMs and the National
Investigation Office provided banks with the latssttistics. In assault prevention, also based
on analysis of EU examples, ink staining seemsrtbst efficient solution. The Association's
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President wrote a circular to member banks, drawieqg attention to the importance of such
protection.

Recognising the human factor as a security risk,Whorking Group reviewed and adopted a
proposal to give more focus to human security issnehe future. Accordingly, the Working
Group's name was changed to Human and Physicatityéalorking Group.

The Working Group welcomed the launch of the Dirction system after several years of
testing. The system is designed to provide promiptmation to police units in action during
bank robberies on the exact parameters of the gban& branches).

1.2 Compliance Committee established

The Association's Compliance Working Group, presipuasked with addressing money-
laundering issues under the Bank Security Committess transformed into a separate
committee. Two new working groups were set up: ¥Merking Group on Anti-Money
Laundering and Terrorist Financing the General A@npe Working Group.

The Compliance Committee agreed to organise a theme@sentation series on compliance
issues. The completion of the presentation seriesldvbe an additional qualification
requirement, recognised by the profession, forgger&mployed in the area of compliance.

1.3 Work-Out Committee

At the proposal of banks' work-out officers, thesé@siation set up a work-out working
committee from economists and work-out speciafigtsn member banks. The objective is to
establish regular cooperation and information emrgkabetween banks and to develop
common stances on regulatory proposals directlyndirectly affecting the area and on
practical issues to be addressed.

At the first meeting of the Committee, experiencsgarding the proposed amendments to the
Bankruptcy Act and the concept for the Act on peadobankruptcy were reviewed.
Objectives of the working committee include profesal interest-representation,
representing banks' aspects in the media andnigaigith other professional organisations
(balliffs, liquidators).

1.4 Working Group on electronic communications betwen bailiffs and banks

The Hungarian Chamber of Bailiffs in 2008 launchegroject to develop an electronic
interface system between bailiffs and banks. Thndiags, bailiffs would be able to send their
inquiries to banks in the form of electronicallgised deeds through the Chamber's server.
The Association set up a working group to partitgpa the discussions and coordinate the
related developments at banks. Members of the wgrisioup include IT specialists, payment
specialists and legal counsels.

The working group was involved in developing theadachemes for inquiries and the
technical specification for the system. We heldesameetings with the Chamber of Bailiffs
and GIRO Ltd. (GIRO Ltd. is responsible for thed&velopment of the system). During the
launch of the system, a number of practical probléiave arisen, mainly on the part of the
bailiffs. Discussions to solve these problems anglesway. The experiences with this
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reporting system could be used in communications$ @porting to other authorities and
organisations.

1.5. Intermediaries Working Committee

The Association established an Intermediaries WhgrkCommittee to be involved in the
drafting of legislation on intermediaries. The Wak Committee participated in the

discussions conducted with the Finance MinistrytateS Secretary and staff during the
drafting of the text of the proposed law. It wasaalnvolved in the drafting of amendment
motions in the Parliamentary stage. Following thaotment of the Act, the Committee was
involved in the drafting of the relevant implemdita decrees and in clarifying certain
interpretation issues. In respect of unclear issekded to the entry into force of the Act, we
held discussions the Hungarian Financial Supetryigarthority and the Ministry of Justice

and requested rulings on the relevant issues.

1.6 Specialist Group on Bank Reporting established

The Hungarian Financial Supervisory Authority arite tMNB proposed to implement

changes in the reporting requirements for individo@nks due to changes in the MNB's
balance sheet structure. A specialist-working groias set up to develop the new reporting
templates. The group includes specialists from Hengarian Financial Supervisory

Authority, the MNB and representatives from bankserating as joint stock companies,
Hungarian branches of foreign banks and co-operdiianks. The supervisory authorities
expect long-term cooperation from the specialisiugr also in the context of the work
conducted in the CEBS and the ECB, aimed at theergence of bank reporting at the EU
level.

A key element of the specialist group's working moelt is allowing the reporting entities to
review the proposals developed by the Hungariaar€ial Supervisory Authority and MNB
at an early stage.

1.7 Communications Working Group

The Communications Working Group's activities ir02@ere governed by communications
tasks set out in the Association's medium-termtesgsa and tasks related to coordinating
banks' communications in the wake of the financissis.

The banking sector came under heavy pressure dthiandpst year, with a lot of one-sided
and baseless attacks, undermining confidence betwestomers and banks. This posed a
major challenge for the Committee, requiring promggponse in a number of cases. In this
situation, the Association's communications werterof and necessarily - explanatory and
reactive.

We worked on strengthening media relations thro@gular press interviews and meetings.
At the beginning of the year we organised a dinpssyiding an opportunity for an informal
exchange between banks' communications managerprantdnent financial and business
journalists. Also, background conversations werganised with journalists on specific
developments and measures affecting the bankingrsec
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In summary: with the active participation of bankshmunications managers, we managed
to ensure that the most important issues affectivey banking sector were reported on
objectively by most of the media.

The Association 2009 General Meeting decided that dpportunities for developing and
implementing a programme aimed at improving soeieteptance of the banking sector
should be investigated. Accordingly, we solicitednks' CEOs opinions regarding the
developing of such a programme. Most CEOs respopdsdively and an ad hoc working
committee was set up. Banks provided proposalshimmain topics and programmes to be
implemented with a view to strengthening confidebe#ween customers and banks. There
was agreement that a programme of at least thraes whould be developed. It should be a
<receiving the summary report on the proposals mémeBoard in September decided that
the preparation of the programme should be postbem&010. Accordingly, work aimed at
developing the concept continues in the first bAR010.

1.8 Working Group on Public Warehousing established

The Working Group on Public Warehousing draftedraeppsal to improve the terms and
conditions for warehouse receipt loans. The prdpeses reviewed with the competent
authorities and bodies.

1.9 SME Working Group

A meeting on potential new facilities to help micmmall and medium enterprises in the
financial crisis was held by the competent Stata&ary at the Ministry of Finance.

In consultation with member banks, the Associatmut forward its opinion that the most
important task was to kick-start the long-in-thpgdine Micro-Credit and Portfolio Guarantee
Programmes. The reason most banks have not joineske tprogrammes yet is that no
agreement has been reached yet on the relevamactmnt

At the meeting, we submitted to the State Secredaspmmary of the main obstacles. This
gave a new impetus to the drafting work.

The development of a portfolio guarantee facilgyunderway at the Hungarian Enterprise
Development Company and Garantiga CreditguarantéeBanks are also involved in the
consultations. The delay in the development of fadlity causes delays in the use funds
from the JEREMIE programme.

At the initiative of the Minister for National Delment and Economy, the banks involved
undertook to continue to complete the survey gaestires on the monetary situation.

1.10 Agricultural working group
At an initiative from banks, the Association conapila comprehensive study on the issue of

assignments related to the prefinancing of EU stpp#éfter several reviews, the Ministry of
Finance undertook to take the issue forward.
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At the initiative of the president of the Hungari@mhamber of Agriculture, we invited a
meeting with banks involved in agricultural lendinbhe Chamber's president briefed the
participants on the Chamber's operations and aemiissues addressed by the Chamber.

1.11 Hungarian Banking Association - Hungarian SEPAAssociation Joint Working
Group

Changes in the regulations on payments: the newoAdPayment Services, the new MNB
decree, changes in related regulations and a semoeddment to the Payment Services Act
prompted the need to reinstate the Joint Workingu@r of the Hungarian Banking
Association and the Hungarian SEPA Association. Jéiat Working Group holds meetings
on a monthly basis.

At the Working Group's first meeting, in the corttekthe new Payment Services Act taking
effect on November, participants, including legalicsels responsible for the area of payment
services, reviewed practical issues related tonthe regulatory changes and agreed on the
interpretation of certain terms (bank card, durabéglium, letter of mandate, etc.).

At its second meeting, the Working Group revieweldeo issues that needed clarification,
such as the interpretation of Section 210 of thedErdnstitutions Act and the conditions for
unilateral contract amendments in the Payment &es\A\ct, issues related to conversions, the
acceptance of administrative payment orders andawts, the scope of Government Decree
No. 227/2006, and the refund of annual card fees.

Although some member bank had contacted the legislan some of these issues earlier, it
seem the problems have remained and some intefprepgoblems continue to be hindering

compliance. Some of the issues can be solved dthgiorking group's meetings. However,

there are certain questions that, in our opiniam enly be solved by amending the relevant
regulations.

1.12 Payment System Council resolutions affectindp¢ Association

The Payment System Council requested the Hung&aanking Association, the Hungarian
SEPA Association, the MNB and GIRO Ltd. to prepareroject and a proposal for a
timetable for the introduction of intraday settlenteein tandem with the implementation of
SEPA standards in Hungary. A Project Preparatiom@ittee, including members from the
MNB, the Hungarian Banking Association, the HungarSEPA Association and GIRO Ltd.
was set up. Once a decision on the launch datenteaday settlements is made, the
Committee's work will be taken over by a Projectidgement Committee.

1.13 Taxation Working Group

2009 was a busy year for the Taxation Working Grolipe working group drafted and
submitted a number of proposals to the MinistryFifiance in relation to the new tax
packages presented by the government. In Jandmeryydrking group developed 28 specific
proposals ahead of the government's proposed ansmsliito 2009 tax laws. The proposals
were submitted to the Ministry of Finance. In ouogmsals we pointed out those rules that
should be changed to ease the burden on econoayierpland borrowers struggling with the
impacts of the global financial crisis. We propgsieder alia, the relaxation of the rules for
forgiven debts. Also, we requested that the ridedoss accrual, applied to other economic
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players be extended to credit institutions. Thesuere changed favourably in both issues.
Additional tax law changes were imposed after thenge of Prime Minister in April: from
July, VAT was increased from 20 to 25 per cent,riies for income tax and social security
benefits were tightened, and tax incentives wetmdluced to promote long-term savings.
The Working Group provided comments on provisioasising problems in banks' daily
operations and tax administration. These commergre weviewed with the Ministry of
Finance and as a result, the proposed measuresadjeted in several points and made more
practicable.

The Working Group held six meetings in 2009. Mersbef the working group actively
contributed to the Tax Forum organised at the drideoyear.

2. Conferences, round table discussions
2.1 Consultation on the introduction of e-money irHungary

The Association organised a forum on opportuniteemtroduce e-money in Hungary, based
on a presentation by a consortium providing e-ma@eyices.

In his opening presentation, the Director for Figiah Institutions of the European
Commission's DG Internal Market drew attentionh® dpportunities in e-money services and
the increasing competition posed by mobile seryiceviders in this area. Representatives
from the consortium explained the operation oféh@oney system, the potential benefits of
e-money services, including low costs, and thesriskmissing out on a global trend.

2.2 Direct marketing

The Direct Marketing Association organised a ong-danference on direct marketing issues
affecting banksThe conference addressed legislation and implerientésues related to
direct marketingExamples of successful direct marketing campaigndungary and abroad
were presented.

2.3 Reconciliation bodies

The Hungarian Financial Supervisory Authority ahé National Association for Consumer
Protection in Hungary organised a conference orrdle of reconciliation bodies in dispute
settlement related to financial services. The shaircounty reconciliation bodies attended the
conference. Participants pointed out that althoatjireconciliation bodies are made up of
qualified lawyers and, if necessary, also involusae experts, banks do not regard them as
competent: they fail to attend the hearings ang gnbvide formal statements, whereas, in
many cases, the complainants do no expect rednegsist want to be heard. Experience varies
though: one of the leading banks, for example, ddagnd every hearing in some counties, a
fact appreciated by both reconciliation bodies emhplainants.

2.4 International conference on the EU self-reguladn on bank account switching

At the request of the European Banking Federatlmn Association organised a consultation
for national banking associations in preparation tltee implementation of the EU self-
regulation on bank account switching. At an initiat from the EU authorities, the
organisation of European banking associations,Blm®pean Banking Industry Committee
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(EBIC) developed a self-regulation framework, whitds been applied by all EU member
states since November 1, 2009. The banking asgmwatin each member state are
responsible for organising implementation of thdf-gulation on a national basis.
Accordingly, coordinated by the Association, a Hamgn self-regulation has been drafted
and adopted. Most major banks affected have joined.

2.5 Conference on impacts of the financial crisismobanks' financial reports

In February 2009, the Association organised a a@enfee for banks' accounting and risk
management officers on impacts of the financiaisron banks' financial reports. Presenters
of the conference included specialists from PridevreouseCoopers, the Ministry of Finance,
the Hungarian Financial Supervisory Authority angedalists from member banks. The

presenters highlighted the reasons and substanohasfges in European and Hungarian
accounting standards introduced in response tdirthacial crisis, including the changes in

international accounting standards (IAS39, IFRSRg Hungarian Accounting Act and

related Government Decrees. A presentation wasetell on supervisory and central bank
measures adopted in view of the liquidity and aderiice crisis, including stronger

monitoring.

Another presentation reviewed practical issuesaris connection with the new regulations,

differences arising from divergence between intéonal (IFRS) and Hungarian accounting

standards, the impacts of these differences onshaeg&ults and the problems ensuing from
these differences. The presenter also spoke abeytrbblems hindering the use of the new
special repo facility, introduced to stimulate timvernment securities market. Opportunities
offered by the new special repo facility and a bapé&cialist working in the area of securities
also reviewed the role of this product in liquidityanagement. Participants were given an
overview of the aspects of securities traders atibromarket players (issuers, primary

dealers, custodians, private and institutional stmes) and a review of the development of the
Hungarian securities market.

2.6 Conference on 2010 tax law changes affectingriba

As in the previous years, the Association organseshe-day conference (Tax Forum) for
banks' taxation officers. The presenters incluggaesentatives from the Ministry of Finance
involved in the drafting of the new tax laws andsaltants from PricewaterhouseCoopers.
An audience of 80 heard presentations on main @ages taking effect in 2010 (personal
income tax, company tax, VAT, tax procedures, takniaistration). Participants were
particularly interested in the new tax rules affegtprivate savings: in addition to tax
specialists, some banks also delegated productapewent specialists to the conference.

2.7. Conference on the new payment services legistm and on transfer of funds by
court order

In October, the Association organised a half-dagf@@nce on the application of certain
provisions of the new payment services legislatiad the new rules for claim enforcement.
Presentations were given by the competent offi€éne Ministry of Justice and the president
and vice-president of the Hungarian Chamber ofitBail
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2.8 Presentation on auditor's reports

At the beginning of December, the Association oiggah a presentation for banks' lending
and risk management officers. In his presentation, Janos Lukacs, President of the
Hungarian Chamber of Auditors, reviewed the formadl content requirements of auditor's
reports, issues related to auditor's liability, temts of the various items of the balance sheet
and the various categories of auditor's opiniorg(atfied, qualified, adverse). It is essential
for credit institutions engaged in financing to dibligh-quality loan portfolios and keep their
risks as low as possible.

The presenter highlighted the importance of audd auditor's reports as a risk-mitigating
trademark of trust. He presented a number of ex@snpf potential risks that may not be
included in the balance sheet. In assessing adialareport, the auditee's operations as well
as its structure of assets and liabilities shoeldaxen into account.

2.9 Consultation on the financing of higher educatin institutions

At the proposal of Balint Magyar, Member of Parlemh the Association organised a
consultation on proposed amendments to the Higldeic&ion Act. The consultation was
attended by the R&D Minister without Portfolio, Kdy Molnar and a senior officer from the
Ministry of Education. The government's represéveat explained that as a result of
consistent measures, higher education institutieng become increasingly independent in
managing their finances. Institutions are increglgifree to manage their own assets and are
therefore seeking appropriate opportunities in rireerket and are counting on cooperation
opportunities with banks.

Banks expressed their reservations: state educatstitutions are difficult to handle from
lending points of view: the registration of mortgam their case is difficult, and even if
successful, the possibilities for utilising, in easf default, the real estate provided as
collateral are rather limited. The parties' viealso differed on assessing the success of PPP
projects. Banks pointed out that amidst the cureeminomic crisis and difficulties in lending
there is little focus banks can give to this issiiethe same time, it was raised that the area
could be made more attractive through introducirayegnment support schemes and
refinancing facilities to be granted by the HungarDevelopment Bank.

3. Foreign Bankers' Club

At our invitation, the Finance Minister, Janos \Verand the Finance Ministry's State
Secretary, Almos Kovacs attended the Associatieorsign Bankers' Club's meeting of April
15. At the meeting, impacts of the economic an@raial crisis, the government's crisis
management measures and possibilities for strenigifpehe financial intermediary system
were reviewed.

At the Club's November meeting, foreign CEOs mehwhe Association' new President,
Tamas Erdei and the Hungarian Financial Supervi8oihority's President, Adam Farkas.

At the meeting, main issues affecting the bankiecta were reviewed, including proposed
new regulations, the Code of Conduct on principliefair conduct by financial organisations
engaged in retail lending, the Code of Conduct ankbaccount switching and the MNB's
initiative on responsible and circumspect retaidiag.
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4. Pre-Christmas Dinner for CEOs

The Association held its traditional pre-Chirstndianer for CEOS on December 7. The
Minister of Finance, the Governor of the MNB and fPresident of the Hungarian Financial
Supervisory Authority attended the dinner.

5. Relations with civil society
5.1 Cooperation with the Association of Bank Loan Wtims

The Association has had meetings with AssociatibBank Loan Victims for some years
now. In contrast to its name, this organisatioa irmoderate, forward-looking and responsible
civil organisation. The discussions with them rdedathat the people they represent are
actually victims ofnon-bank lenderand the controversial cases exposed by the meéia a
related to non-bank lenders. While they are realetout the attitude of borrowers who are in
distress through fault of their own, they also slatheir experience of banks often being
unduly inflexible and uncooperative. They provideddwith a summary of typical complaints,
which could be worthwhile for banks to review amélyse.

5.2 Relations with the Hungarian Loan Association

The presidents of the Association of Bank Loan ifistand the Hungarian Loan Association
at the end of August contacted the Association vétlproposal for cooperation. They
expressed their willingness to cooperate with tkeokiation in communications vis-a-vis the
financial authorities and the general public ontlatise issues where their interests and views
coincide with those of the Association. They ongaia distanced themselves from some
professional interest-representation organisatibashave appeared recently and attacked the
banking industry in a militant tone. They emphagigbe importance of distinguishing
between the activities of financial firms and thosk banks. They also requested the
Association's opinion and assistance in finalishejr Codes of Ethics.

5.3 Meeting with the Data Protection Ombudsman's siff

The Data Protection Ombudsman issued a ruling dagarthe disclosure of call centre
recordings. This provides that the customer, iSbaequests, should be allowed to listen to
the recording and be provided with a copy of theording. The latter should be provided
once a year free of charge. It is recommendedtiigatecording be provided with appropriate
protection, certificate or electronic signatureall €entre menus should be designed in such a
way that the customer is informed in advance osdhssues that are recorded and those that
are not.

Based on banks' experiences and comments, we setnat counter-proposal to the
Ombudsman and asked for a meeting to discuss $hee.iBBanks' current practices are in
accordance with the spirit of the ruling issued thg previous Ombudsman, that is, the
customer is given the chance to listen to the diogrand provided with a certified written
transcript of the recording. In our opinion, theasn®mbudsman's ruling is based on a rigid
interpretation of the Consumer Protection Act. B¢ meeting held with professionals of the
Ombudsman's Office in October (the Ombudsman wasadbon the date provided for the
meeting), information was exchanged, but the rwimg not revised. Subsequently, the issue
was solved through adjustments to the relevanbsdaivs, making the relevant provisions
more specific.
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V. INTERNATIONAL RELATIONS

1. European Banking Federation - Committee meetings

1.1 Consumer Affairs Committee

The Consumer Affairs Committee reviewed the recomgm#&ons for the banking sector
formulated by the EU consumers’ organisation, tB#JB, in the wake of the financial crisis.

The BEUC's recommendations are primarily aimed esponsible lending and restoring
consumer confidence. The Consumer Affairs Committas of the view that the proposals
made by the BEUC were wrong in both contents amding: lending has dropped

substantially due to the financial crisis, banks aarrently being criticised for not lending
enough and for tightening their terms and cond#idResponsible lending will be a matter to
be regulated within the framework of transpositioto national law of the Consumer Credit
Directive.

The competent EU authorities are continuing to éranthe need for a collective redress
mechanism. A key question is which national orgatiass this function should be allocated
to. Banks are of the opinion that linking the cutrefficient alternative (out-of-court) dispute
resolution mechanisms under FIN-NET could be asfatiory solution for a collective
consumer redress mechanism in the EU.

The European Commission's report on the nationgliGgtion of basic bank accounts in EU

member states was received negatively. Althouglcla@sounts are extensively used in some
member states, authorities and parliaments sifierabjections, citing various shortcomings,
which, according to banks, are completely unjuesifi

The Consumer Affairs Committee welcomed the Eurap@ammission's study on mortgage
credit markets. It agreed with the conclusion tkfa¢ licensing criteria for non-credit
institutions (as competitors to banks) were notngént enough, leading to consumer
complaints that are detrimental to the entire faiancommunity.

Committee members sharply criticised the EU Comimigs's report on bank account
management fees. According to the EU authority,oact management fees are often
extremely high and opaque. In the Committee's opinihe report, widely distributed in the
EU, could seriously damaged the prestige of theustrg as a whole, whereas the
methodological mistakes made during the survey fuagamentally question the conclusions
drawn and published.

1.2 Payment Systems Committee

The Payment Systems Committee gave special attentio issues related to the
implementation of the SEPA Direct Debit Scheme.e Kby issue was that while the EU has
supported the SEPA payment schemes, developecdwitaiframework of self-regulation, it
rejected the multilateral interchange fees providgdhe scheme as incompatible with EU
antitrust laws. Given that in many countries, riotange fees have been a key profitability
factor in this payment method, the issue grew afaroblem influencing the entire future of
SEPA. According to the compromise reached, the EUpromote the implementation of
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self-regulatory schemes through regulatory measangsprovide an interim period during
which these interchange fees can be retained (lthis transitional period the EU will not
impose any regulation on national direct debit sub® that do not meet the EU's
requirements).

Under the new Regulation on cross-border paymentghe Community, Multilateral
Balancing Payments (MBP) or Multilateral Interchangees (MIF) may continue to be
applied for cross-border direct debits for a traosal period of three years, until October 31,
2012.

During the review of the EBF's activities relateddgislation, it was mentioned that central
banks would set up within the ECB a working groupBalance of Payment Reporting. In
relation to the e-Money Directive it was mentiortbdt the second review of the Directive
was underway.

SEPA should also drive the modernisation of rggaiyment markets, harmonising the use of
internet and mobile phone from payment initiatiomgconciliation in a secure environment.

Standardisation should allow for full end-to-entraight-through processing, both in the
customer-to-bank and bank-to-customer domains.

SEPA is a combination of self-regulation by theafinial services industry and supporting
legislative measures. There is a need for SEPArganee at both national and EU levels.
Governance at the EU level should foster integnatibthe euro retail payments market in a
way that meets the needs of end users.

To achieve these objectives, the European Commisgiocooperation with the European
Central Bank, will establish an EU-level SEPA gmasice structure. Progress reports on the
implementation of the SEPA framework will be pubksl on a biannual basis.

1.3 Anti-Money Laundering and Anti-Fraud Committee

At the EBF's Anti-Money Laundering and Anti-Fraudr@mittee's meeting it was revealed
that the Third Anti-Money Laundering Directive hadt been implemented yet in most
member states. In light of the fact that the latkransparency has been identified as one of
the key causes that have led to the financial ssrisustomer and beneficial owner
identification and cross-border information exchemgight become key areas in combating
money laundering. Tax amnesties to encourage tpatriation of assets held in foreign
jurisdictions would in fact help legalise dirty men Increasing the deposit guarantee limits
would also result in more of these funds flowintpibanks.

Due to the financial crisis, the volume of cashhdrmwals has increased: customers are
turning away from banks, as indicated in the inseei@ gold trade and in alternative lenders’
activities.

1.4 Physical Security Working Group

At members' request, the Physical Security WorkBrgup provided a clarification of its
functions and working method. The Working Group tasked to address, through
international information exchange, the followingyk issues: trends in national and
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international crime related to physical securitgywndevelopments and methods of crime and
law enforcement/protection, and introduction of K&y and member state law enforcement
organisations.

Reports from member states revealed that when cidieceeases in one area (for example,
bank robberies), it increases in others (for examassaults on cash transporters). Criminals
try to find the weak links in cash handling, andeafsucceed, given the complexity of the
process. A special concern is the increase in tiggmapping incidents (for example, in
Ireland). However, there is also some good newstaily, the number of bank robberies has
decreased substantially. A better assessment willatailable once the report on 2009
statistics is finalised.

1.5 Accounts Committee

The financial crisis was not caused by accountiagdards, although no doubt, the crisis has
revealed shortcomings of the standard, which haded@to losses in collapsing markets. The
IASB has committed to revising the IAS 39 and psltilig the revised standard by 2010.

The proposal addressing classification and measamewas submitted to public consultation.
The Exposure Draft on fair value measurement, whitdo takes account of the related
FASB! guidance on fair value of financial instrumentamarkets that are no longer active,
was also published. According to the Exposure Dthé extension of fair value measurement
IS not at issue, but the disclosure requiremergarténg the methods used to develop fair
value measurements will be strengthened. The IA®B decided to uphold the mixed

measurement method for financial instruments (falue or amortised cost). Reclassification
between the two categories will be prohibited.

The IAS 39 rules for impairment, based on the Iredil.oss Model, are strongly disputed by
the profession; the IASB is currently working on &xpected Loss-based approach.
According to professional opinions, the proposegdeted Cash Flow Model is costly and
complex: costly, because there are no historictd daailable and retrieving them would
require substantial financial resources; and corplecause it is based on individual
assessment, therefore, assessment on a portfadie bauld not suffice: currently, this
approach can only be used for individually sigmifit exposures. According to the EBF's
experts, the current Incurred Loss Model shouldevésed to allow for more provisioning for
exposures not held for trading and for off-balasbeet items. The EBF has commissioned
working groups to address the issues of enhancen@hAS 39 and the further increasing of
provisions and to review the related European-lg@reposals, drafted in the wake of the
financial crisis, including the Spanish proposaldgnamic provisioning.

1.6 Legal Committee

The Legal Committee formulated a position on theofaan Commission Competition DG

White Paper on damages actions for breach of theuf@rust rules. The Committee drew

attention that certain issues, such as the bindffert of decisions by national competition

authorities (NACs) and interaction between leniepoygrammes and actions for damages
were still under debate. Members of the committemtpd out the importance of leniency

programmes.

9 FASB: Financial Accounting Standard Board
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The EBF position on intragroup asset transfers si@edne fine-tuning based on prudential
aspects. Members agreed that the scope of the Rgiidip Directive should not be extended
to subsidiaries. A bank group is by definition difint from an individual company with
independent legal entity and limited legal lialilitThere are significant legal obstacles
hindering progress on the issue. The proposecdhsixie of Article 69 of the CRD (exception
from the own funds requirements) also provoked tiebas did the issues of consolidated
supervision and decision-making mechanism.

The EBF shares the Council's position that the ge@so contract law — Common Frame of
Reference (CFR) should not be regarded as a Eutdpied Code or a 28 Regime: rather, it
should be seen as a non-binding tool which natiaaslators can use as a sample and source
of ideas. Full harmonisation is still a debatedigsgshe Commission does not consider the full
harmonisation of contract laws as an objective.

Some national banking associations and banks havieided competition law in their
compliance programmes. The EBF will assess th@aateexperience and make initiatives in
this area.

The Secretariat briefed members on discussionsrdiegathe EBIC's proposed common
principles for bank account switching. The Comnuaswas disappointed at the initial
proposal made by the industry, saying it was nobidous enough. Members were of the
view that self-regulation on this issue would b&drethan regulation.

After adoption of the Green Paper on the transggrefdebtors' assets, a consultation began
on potential measures to make it possible to olatadurate information on debtors' assets and
to improve creditors' access to information dugngss-border lending.

The Secretariat briefed members on the latest dprents, including the industry initiative
for improving the transparency of securities maskatd information provision, broadening
the reporting framework, amending valuation ruled enproving the efficiency of oversight.

The Committee reviewed issues related to self-eggni, the role of the Lamfalussy process
and limiting overregulation in the EU.

1.7 Social Affairs Committee (BCESA)

The EBF Banking Committee for European Social AHigBCESA) discussed the letter
written by the EBF Secretary General and the Sagretf the BCESA to the European
Commission to clarify issues related to cooperatigth UNI-Europa Finance, the European
finance trade union federation. The Committee mee the social impacts of the financial
crisis. UNI-Europa Finance would like to addressigloaffairs in the broadest context and
expects the BCESA's support accordingly. Howeves, BCESA considers that its mandate
only extends to issues falling within the scopsatial affairs.

In agreement with UNI-Europa Finance, the Committeeducted a questionnaire survey on
the impacts of the financial crisis on employmétbwever, due to the divergent levels of
detail of the information available in the variauember states, the suitability of the results of
the survey for drawing general conclusions is kuahit
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The chairman of the Committee requested represesgadf member states to provide the
BCESA Secretariat with regular information on tiepacts of the financial crisis in their
countries.

The Enlargement Project, organised in cooperatitim tive European Union was successfully
concluded. In this project, old and new memberestgiresented their social dialogue
frameworks and the advantages of participatingoiriad dialogue. The EU's representatives
presented plans to promote the involvement of n@mber states in the EU social dialogue.

1.8 Communications Committee

The EBF Communications Committee reviewed the nuthaf tackling the financial crisis
and the public perception of the banking industryriember states, and proposed measures
aimed at restoring confidence in the banking sectidtie Committee also adopted the EBF's
communications strategy for 2009.

The Committee adopted a proposal submitted by theghrian Banking Association to set up
a forum to share members' positions and views gisli&ion and key regulatory issues
affecting the industry at the European and natitenadls. This forum, together with the EBF
Executive Committee's positions and national assiocis' views could promote the
development of common arguments to be represerfigedlvis policy-makers, the media and
the general public.

Accordingly, the Communications Committee set up fnoposed forum under the name
Vademecum of Common Arguments on Key Issues. Atrgsmeeting, the forum addressed
the following issues: capital requirements, govezntnsupport and exit strategies, new
regulatory and supervisory frameworks, retail bagkcharges, banks' bonus schemes, and
financial reporting. The document drafted basedspacialists' opinions was adopted and
approved by the EBF Executive Committee.
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ANNEXES

Annex 1
Board Meetings

January 19, 2009
Agenda:

1. Proposal regarding the draft law amending aeraivs related to the supervision of the
financial intermediary system.

2. Briefing concerning the appointment of a legansultant in connection with the
Competition Office's interchange fee investigation

3. Proposal for organising a conference on accogminpacts of the financial crisis

4. Report on the financial management of the HuagaBanking Association in 2008 based
on preliminary figures

5. Miscellaneous

March 2, 2009
Agenda:

1. Briefing on the status of the Competition Officeénvestigation No. Vj-18/2008 on
multilateral interchange fees

2. Proposal for consultations on Draft Law No. B83unilateral contract amendments)

3. Proposal regarding the draft law on a compréaliertsedit information system

4. Briefing on consultations regarding the propogedernment guarantee scheme for debtors
that have lost their jobs after September 30, 2008.

5. Report on proposed amendments to the BankrupttyAct XLIX of 1991)

6. Proposal for the 2009 budget of the HungariamkiBay Association

7. Proposal for amendments to the Association's lmeeship fee rules

8. Miscellaneous

April 7, 2009
Agenda:

1/a. Proposal for the medium-term strategy ofHhagarian Banking Association (document

for the General Meeting)

1/b. Report on 2008 activities of the Hungarian Bag Association (document for the

general meeting)

2/a. Report on the financial management of the gdtian Banking Association in 2008

(document for the General Meeting)

2/b. Proposal for the 2009 budget of the HungaBanking Association (document for the

General Meeting)

3.a) Briefing on the EU consumer organisation'smamendations for the banking sector and
the EBF's proposed response

3.b) Briefing on EU consultations on basic bankoacds

4. Proposal for an electronic communications sydietween bailiffs and banks

5. Miscellaneous
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May 4, 2009
Agenda:

1. Proposal for amending the Code on Loan Tradse-Off

2. Proposal for charging a fee for negative answersustomer account inquiries from
authorities

3. Proposal for participation in the developmenthef proposed tenement programme

4. Proposal for drawing up statistics on failed ledoans

5. Proposal for the adoption of the reports on 28€#&ities and finances and 2009 budget of
the Permanent Court of Arbitration of Financial &apital Markets

6. Miscellaneous

General Meeting
May 8, 2009

Agenda:

1/a. Report on 2008 activities of the Hungarian kam Association

1/b. Proposal for the medium-term strategic plathefHungarian Banking Association
2/a. Report on the financial management of the ldting Banking Association in 2008
2/b. Proposal for the 2009 budget of the HungaBianking Association

2/c. Proposal for amendments to the Associationledregarding membership fees

3. Election of a Board Member and a Vice-Praside

June 8, 2009
Agenda:

1. Background documents for the press meetingrd 18, 2009
a) Major economic and banking developments in itisé duarter of 2009
b) Situation in 2009 based on figures of the Cé@radit Information System
c) Report on banking measures aimed at helpingivems in distress due to the financial
crisis

. Self-regulation for the limitation of foreigncancy lending

. Government measures to help home loan debtalistiress

. Briefing on the launch of the CSR programmehim hanking sector

. Proposal for the Association's 2009 Asset Mamege Rules

. Report on the Association's financial managernre@l 2009

. Briefing on the status of implementation of Eié Payment Services Directive

. Briefing on the proposed self-regulation on bac&ount switching

. Miscellaneous

OCO~NOUTAWN
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September 7, 2009
Agenda:

. Proposal for a Code on Bank Account Switching

. Report on the referendum initiative on unilatecntract amendments

. Briefing on the study on the need for a regafatin claim work-out

. Report on the Association's financial managenmetite first half of 2009
. Report on developments regarding the Associatimffice rental contract
. Miscellaneous

OO0~ WNPE

October 7, 2009
Agenda:

1. Presentation on the new trading platform of Buelapest Stock Exchange (Presenter: Dr
Gyorgy Mohai, Managing Director, Budapest Stock liaqmye. Verbal presentation)

2. Briefing on the drafting of the government prsgloand draft laws on strengthening the
supervision of the financial intermediary system.

3. Proposal for a Code on Bank Switching

4. Briefing on proposed amendments to the Capgajurements Directive

5. Admission request of the South-TransdanubiaridRajBank (Dél-Dunantuli Regionalis
Bank)

6. Miscellaneous

November 2, 2009
Agenda:

1. Report on the extended Board Meeting of Octdtr 1990 and update on follow-up
measures
2. Documents for the November 2 press meeting
a. Main economic and banking development82Gbst half of 2009
b. Briefing on the Code on Bank Account Stiihg)
. Proposal for the regulation of claim work-out
. Proposed amendments to the legislation on ddidminome-loan debtors in distress
. Banking tasks related to the new deposit guaeantles taking effect on January 1, 2010
. Report on the Association's financial managenre@l - Q3 2009
. Briefing on preparations for establishing ther(ptiance Committee
. Miscellaneous

O~NOOlh W

December 7, 2009
Agenda:

1. Presentation on a self-regulation model foridgakith companies in financial distress (the
London rules)
Presenters: Dr lvan Gara
Dr Erika Papp
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Miklés Fekete

2. Concept for bailing out debtors facing eviction

Presenter: Daniel Gyuris
3. Initiating a revision to the Hungarian Financ&lpervisory Authority's recommendations
regarding online security risks
4. Report on activities of the Association's Wogkiaroup on Public Warehousing
5. Letter of the President of the Hungarian SEPA&c&sation
6. Report on work aimed at improving the compesaslystem of the National Deposit
Insurance Fund
7. Briefing on amendments to financial legislation
8. Miscellaneous
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Annex 2
Working Committees and Working Groups of the Hungaiian Banking Association
Working Groups

Taxation Working Group
Agricultural Working Group

Basic Accounts Working Group
Loan Trade-Offs Working Group
BankAdat Working Group
Competition Office Interchange Fee Investigationriimy Group
Human Resources Working Group
Specialist Group on Bank Reporting
Human Resources Working Group
Legal Working Group

SME Working Group
Communications Working Group
Public Warehousing Working Group
Home Loans Working Group
Macroeconomics Working Group
Civil Code Working Group

Working Committees

Bank Security Working Committee
& Compliance Working Group
% Physical Security Working Group
% Ant-Fraud Working Group

Working Committee on electronic communications lestw bailiffs and banks
Ethics Committee

Intermediaries Working Committee

Accounts Committee

Work-Out Working Committee

E-bailiffs
JEREMI Committee
HUNOR Operational Risk Database Decision-MakingBod



