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Executive Summary

The Hungarian Banking Association saw one of thsidail periods ever in its history in 2011,
mainly due to the difficult economic situation atite issue of debtors with foreign currency
denominated loans. Also, in the context of Hundaolgling the EU presidency for the first time in
the first half of 2011, the Hungarian Banking Adation hosted the European Banking
Federation's Board and Executive Committee asageatither committee meetings in Budapest.

A key endeavour of the government in 2011 was &edhe repayment burdens on households
with foreign currency denominated mortgage loand &m mitigate the day-to-day financial
consequences of their overindebtedness. To achierse the government adopted various
solutions, sometimes by cooperating with and sanegtiby severely infringing the interests of the
banking sector.

While trying to help debtors in every possible wagluding the easement of payments and the
rescheduling of debts, the banking community camthto be open to negotiations with the
government to seek a comprehensive solution testhee. We conducted continuous consultations
and made coordinated specific commitments to helgats, continuously assessing the situation
and the possible solutions.

The government announced a 5-point Home Proteddiciion Plan on May 31, 2011. After
negotiations with the Association in the first hailf2011, the government started implementing the
Action Plan. Elements of the Action Plan includee introduction of an exchange rate cap, the
development of an interest subsidy scheme, théngettp of a National Asset Management
Company, the lifting of the eviction moratorium athe introduction of auctioning quotas, and the
lifting of the ban on foreign currency-denominatedrtgage lending.

While members carried out the necessary prepasafmnmmanaging the exchange rate cap taking
effect on August 12, 2011 and the related overfam@ount scheme, the Association reviewed,
commented on and submitted proposals to the Mynistr National Economy on a number of
implementation-related issues and also carriedconsultations with the Hungarian Chamber of
Notaries.

However, in mid-September, the government, in anshort period and without any preliminary
consultation, had the Act on Early Repayment pabgdearliament. The Act had to be amended in
several points since then. The Association expdesseall possible forums its concerns about the
unconstitutionality of the Act, its potential econie impacts and the difficulties in implementing
it. Based on the Board's decision, the Associasind the affected banks filed a case with the
Constitutional Court. Regulatory changes in 2012ienéd necessary for the banks directly affected
by the early repayment scheme to refile the cagsle thie Constitutional Court in the form of a
constitutional complaint. The Association draftew aoordinated the filing of the complaint. In
addition, some parent banks filed a case with thean Court of Justice.

As a key point of the May agreement with the goment, the National Asset Management
Agency (NAMC) was set up in the autumn. The Asdamiawas involved in the drafting of the
relevant legislation. The value limits set in tlay agreement were incorporated in the proposed
legislation on the NAMC. However, the detailed sufer the NAMC were significantly changed
compared to the original plans. Based on the Aatoa's comments, the government agreed to



review the legislation and (also at the Associasiamtiative) to extend the scope of those eligibl
to include all families with at least one child.

At the initiative of the Government, a new seriésiegotiations were launched in October. As a

result of these negotiations, a compromise agretmisn acceptable for banks was reached on
December 15. In addition to ending the early repayinscheme (objected to by banks and still

subject to legal action), the agreement providddgaate guarantees that the no new special
burdens would be imposed on the sector. The agrgeatso allows banks to offset against the

special bank tax a part of their losses arisingiftbe debtor rescue packages.

Another forward-looking element of the agreementhet the burdens arising from the exchange
rate cap scheme, made available for a significamitiened range of performing debtors, will be
shared between the banking sector and the govetnriie growth pact stipulated in the
agreement, currently under drafting, also signatsgased cooperation between the parties.

The Association considers it a major success ey years of debate, in the context of the
government's Home Protection Action Plan, the Bardint enacted a law on setting up a positive
debtors' list. However, the legislation, adopteader urgency, in its original form made
implementation difficult in a number of points. Wabmitted proposals for the necessary
amendments and the legislation was amended acgbydin

The Association launched a project for setting upeatral Credit Bureau by the extremely tight
deadline set. We conducted consultations, madeopadp for customer information and provided
banks with information and assistance in creatihng hecessary legal conditions for data
transmission.

In addition to addressing the issue of retail dehteve set up high level working groups and expert
groups to address current issues related to matityignd SME lending. The ensuing proposals
were reviewed at meetings with representativei®@icompetent organisations and also forwarded
to the competent government departments.

An important development in 2011 was the launclihef Financial Arbitration Board. Already
during the review of the relevant draft law and lempentation decrees, we expressed our
concerns about the proposed organisational steiwc@ur main concern was the incorporation of
the Financial Arbitration Board into the HungariBmancial Supervisory Authority (PSZAF).
Nevertheless, the Association's Board, by takirig account the request of PSZAF's president,
recommended that members issue a statement of ssibmito decisions of the Financial
Arbitration Board for cases below a certain corttatd claim value. Banks were free to decide
on whether or not to submit to the Financial Adiibn Board's decisions.

The Association actively participates in all contees of the Intergiro2 (IG2) project, aimed at
introducing intra-day settlements in Hungary. Aseault of effective work and cooperation, the
project is expected to be implemented accordirggh®dule.

The Association's Legal Working Group reviewed aothmented on an unprecedented volume of
laws drafted and adopted in 2011, including the KBaicy Act, the Act on Bankruptcy and
Liquidation Rules for Companies of National Impoxta, the Act on Judicial Distraint, the new
Data Protection Act, the new Labour Code, and twve @ivil Code.



The Association's associates also represent thanganommunity on the Boards of the National
Deposit Insurance Fund (OBA) and the Investor Rtaie Fund (BEVA). In 2011 we succeeded
in protecting banks' interests regarding OBA's @uslr information proposal and preventing an
increase in the OBA fees. A major development rdiggrBEVA in 2011 was the introduction of

risk-related fees.

The Association's associates were actively involuedoperations of the European Banking

Federation's working committees. We are also reptesl by delegates from member banks in the
EBF's newly set up working groups on financial sedaxes and risk assessment. The EBF's
Executive Committee addressed Hungary-related sssueluding the early repayment scheme,
and supported our requests.

Global and European financial regulatory work irl2Qvas characterised by the development of
detailed proposals to address the challenges anste wake of the economic crisis: the work of
previous years was continued. Regulatory endeavoamtnued to be focused on strengthening
banks' capital and liquidity standards, tacklingnlba@rises and systemically important financial
institutions, the regulations on central countetiparand on OTC derivatives and the enhancement
of supervisory practices. In response to the amtikisentiment, the EBF is giving special emphasis
to its communications strategy. A new communic&istrategy for the EBF is being developed
under the leadership of our Janos Miiller, ChathefEBF Communications Committee.



I. Economic environment — Performance of the Hungaan banking sector in
2011

In a modestly growing economgssetsin the banking sectocontinued to stagnaten nominal
terms and decline in real terms in 2011. ™eL rate for household and corporate loagiew by

3 and 5 percentage points, respectively (such anmade of growth in NPL is unlikely to recur in
2012, if theagreement with the IMFmaterialises). The burdens debtors with foreign currency-
denominated loans increased due to the weak foBanhks' profitability was virtually entirely
determined by the government, directly (throughgpecial bank tax and the burdens entailed by
the early repayment scheme) and indirectly (throblgimgary's CDS spread), pushing banks into
the red ROE: -3,8 %,real ROE: -7,5 %). The sector's capital adequacijoravas satisfactory
(13,47%).

The global economy grew by 3.8%. The economy grgwi 6% in the EU, 5.1% in the CEE
countries and..7% in Hungary. The assets of Hungarian financial institutiorsnffs + braches of
foreign banks + co-operatives) rose by 2.7% ovéi02Becurities, making up 22.6 % of all assets,
increased by 5.2%, central and interbank depagisesenting 7.8% of all assets, rose by 14.1%,
loans, taking up 59% of all assets, declined by.2%)e ratio of customer loans to GDP (the depth
of financial intermediation) was 51%, basically #ane as in 2007, which corresponds to the level
of development of the country.

Table 1 - Banks' asset structure at current pricegin HUF Billion)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Cash and settlement accounts 689 644 491 452 726 697 689 812 606 535 572 612
Securities for trading 580 487 458 674 645 629 930 1649 1904 3529 2494 2623
Securities for investment 740 1004 1059 1481 1455 1560 1555 1741 2770 3046 3560 3825

Total securities 1320 1491 1517 2155 2100 2189 2485 3390 4674 6575 6054 6448

Central bank and interbank

deposits 1528 1476 1445 1287 1614 2179 2379 1634 1435 1649 1532 1908
Of which: central bank - 492 643 424 541 1291 1205 446 500 310 305 726
deposits - 984 802 863 1073 889 1174 1188 936 1340 1227 1181

Loans (net portfolio) 4323 4905 6097 8125 9483 11371 13462 16439 19875 18194 18055 17582
of which: corporate loans 3076 3176 3284 4031 4613 5236 5716 6566 6947 6334 6004 5801
Retail loans 429 677 1204 2000 2597 3371 4243 5450 7130 6719 7194 6834
Participations 192 156 197 254 240 285 488 542 629 640 675 766
Accrued interest receivable 117 109 114 171 231 224 214 268 461 423 307 334
Prepayments and other assets 71 90 144 180 232 256 506 655 915 457 400 664
Own assets 187 169 192 237 287 359 540 635 583 523 530 593

Total assets

8427 9040 10196 12861 14912 17559 20763 24376 29178 28996 28125 28906
Source: PSZAF

To estimate the value of assets in real terms, sezl several filters, by first adjusting foreign
currency loans with a basket of 50% EUR, 50% CHifg, then dividing the total portfolio by the
consumer price level. Total assets in the bank&atos net of exchange rate effects and inflation in
2011 were at 80%, net loans at 69% of their 2008I$¢e(including retail loans at 67%, corporate
loans at 76%); the decline compared to 2010 wafLiBis, with total assets being at 94%, net
loans at 87% (retail loans at 88% and corporated@ad 86%) of their 2010 levels.



The right hand chart of Figure 1 below shows tha&relof foreign currency assets in banks' total
assets in the past ten years, falling from 36%0002to 29% in 2002, then rising to 51% in 2008
and dropping to 49% in 2011. The share of foreigmency loans in total corporate loans followed

the same pattern (39%, 35%, 59% and 60% in 200IR,2D08 and 2011, respectively). The share
of foreign currency loans in retail loans hikednfr@% in 2000 to 68% in 2010, falling to 65% by

the end of 2011 (partly due to the early repaynseheme).

Figure 1 - Credit institutions' assets net of exulparate effects and inflation; the ratio of fayei
currency assets
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Based on current-price figures, we looked at hosvrttarket shares of the various types of credit
institutions in certain assets changed between 20052011. While in 2005, banks held 93% of
total assetsn the credit institutions sector, their share f@l91% in 2008 and 87% in 2011. The

share of cooperatives in total assets fell from ii%2005 to 5% each in 2008 and 2011. Banks'
share in total loans fell from 95% in 2005 to 9092D11. The share of cooperatives in total loans
declined from 5% in 2005 to 3% in 2008 and 4% iA20n the period between 2005 and 2011,
banks and cooperatives lost 3 and 4 percentagaspoaspectively, in their share in retail loans.
Banks' share in corporate loans fell from 96% 102600 88% in 2011, that of cooperatives rose
from 3% to 5%. (A 20% increase in cooperativespomate loans would mean a 1% increase in
total corporate loans at the sector level).

Table 2 - Changes in the share of the various typ@d credit institutions in certain assets

2005 2005 2005 2005 2008 2008 2008 2008 2011 2011 2011 2011

Total Total
Credit Credit Credit
Banks Branch Coop Inst Banks Branch Coop Inst Banks  Branch Coop Inst
Total securities 86% 0% 14% 100% 85% 7% 8% 100% 86% 7% 7% 100%
Loans (net) 95% 0% 5%  100% 95% 2% 3% 100% 90% 6% 4% 100%
Corporate loans 96% 0% 3%  100% 93% 3% 4% 100% 88% 7% 5% 100%
Retail loans 91% 0% 9%  100% 95% 0% 5% 100% 88% 7% 5% 100%

Total assets 93% 0% 7% 100% 91% 4% 5% 100% 87% 7% 5% 100%



Source : PSZAF

The banking sectorgrossloans to non-financial businesseat current prices were at HUF 6,530
billion in 2011, a 0.2% increase over 2010. Therat 90 day past due loans increased extremely
sharply: the NPL rate rose from 10.8% in 2010 ta1%bin 2011. The distribution of gross loans
by business size did not change in the past twosyea

Table 3 - Gross loans to non-financial businesses

Medium-
Total gross loans Large sized Small Micro
(HUF hillion) NPL [Total companies| enterprises| enterprises| enterprises

December 2010, 6.514

audited ' 10.8%| 100% 54% 14% 16% 16%
March 2011 6,162 11.2%| 100% 53% 14% 16% 17%
June 2011 6,133 13.0%| 100% 54% 14% 16% 17%
September 2011 6,423 13.8%| 100% 54% 14% 16% 17%
December 2011, 6.530

preliminary ' 15.4%| 100% 53% 14% 16% 17%

Source: PSZAF

We have quite detailed figures gnoss loans to householdand the relevant NPL rates for the
period between 2009 and 2011. In 2010, the NPb dtretail loans was 10.1%, 0.7% lower than
that of loans to non-financial businesses. At thd ef 2011, the NPL ratio of retail loans was
13%, 2.4% lower than that of loans to non-finanbiasinesses. The first three columns of Table 4
below shows the figures for home loans (loans inFH market rates, subsidised loans in HUF
and loans in foreign currency): the NPL ratio of HUbans granted at market interest rates
exceeded that of FX home loans in each year. Theesuent two columns show home equity
loans in HUF and FX. Here, the NPL ratio of HUFHreas higher than that of FX loans, and the
NPL ratios of both HUF and FX home equity loans significantly higher than those of home
loans. In the case of personal loans, the NPb tHUF personal loans is also nearly double that
of FX personal loans. In the case of car loans,NRL ratio of HUF loans is nearly ten times
higher. The last four columns show the stocks @rdrafts, consumer loans, other loans and total
retail loans (without a breakdown into HUF or FX).

Table 4 - Gross loans to households (HUF billion)

HUF

home

loans

at Subsidised HUF FX

market| HUF FX home | Home | HUF FX HUF | FX

interestt  home home | equity | equity |personal personal car car Consumef Other

rates loans loans | loans loans loans loans | loans | loans | Overdrafts| loans loans | Total
2009 126 1248| 2461 29 2048 261 220 23| 264 399 84 245 7407
2010 249 1146| 2819 148 2320 268 182 36| 255 446 68 205 8140
2011 447 1028| 2637 270 2290 284 138 55| 274 386 46 188 8041

NPL | NPL NPL |[NPL NPL NPL NPL NPL |NPL |NPL NPL NPL NPL
2009 15.9% 1.7% 4.2%  35.1% 7.5% 11.9% 9.8% 64|8%3% 19.4% 9.4% 20.5% 7.0%
2010( 11.9% 2.4% 6.6% 16.6% 12.7% 15606 12.2% 60.P4% 25.6% 11.8% 23.0% 10.1%
2011| 13.7% 2.5% 10.1% 21.4% 18.0%| 21.3% 12.8% 61.5%6.8% 12.0% 15.8% 21.4% 13.0%

Source: MNB




In liabilities, the minimum capital requirement widJF 1,409 billion, regulatory capital for risks
HUF 2,372, the capital adequacy ratio 13.47%. heotvords, the banking sector was adequately
capitalised. Only 10.3% of total subscribed capitak in foreign ownership, the lowest ratio in 9
years. 37.5% of total liabilities were denominatedoreign currency, 26.4% from abroad (45.8%
of the latter in deposits).

Table 5 - Banks' liabilities (in HUF billion)

2001| 2002] 2003 2004| 2005| 2006| 2007 2008 2009| 2010] 2011

Total liabilities 9040 10196| 12861 14912 17559 20763| 24376| 29178 28996| 28125 28906

FX share in total
liabilities 33.6% 26.8%| 27.9%| 27.5%)| 31.6%)| 36.0%| 38.8%| 42.1%| 43.1%| 40.6%)| 37.5%

Equity/Liabilities| 8.5%| 8.7%| 8.3%| 8.5%| 8.2%| 8.3%| 8.2%| 7.5%| 8.3%| 83% 8.7%

Direct foreign
liabilities/Total
liabilities 16.0%| 13.6%| 17.7%| 17.4%| 21.3%| 22.0%| 24.6%)| 29.8%| 28.2%| 28.5%| 26.4%

Foreign
interbank
deposits/Direct
foreign liabilities| 16.5%| 17.7%| 31.7%| 27.8%| 35.6%| 36.6%| 43.0%| 42.8%)| 42.6%)| 46.0%| 45.8%

Source: PSZAF

Table 6 - Ratio of loans to domestic deposits

2001 2002 2003 2004 2005 2006 2007 2008 2009 201011 P
93% 102% 122% 130% 140% 146% 165% 181% 169% 174% 165%

Source: PSZAF

The loans-to-deposits ratio of 165% as of the drDa1 reflected a total of HUF 19,123 billion in
loans and HUF 11,593 billion in deposits. If thagio were to be reduced "promptly” to 110%, half
through loan reduction and half through depositaase, the solution would be to encourage the
swap of households' non-equity and equity secarifiepresenting several thousand billions of
forints) for deposits on the one part, while a H8Billion reduction in loans could partly come
from a strengthening forint and partly from thgitoof a recession environment.

As for the structure of ROE in 2011:

* Net interest income was 3.0 %, the same as inréhaqus year. It fell from the 4% of 2002
roughly evenly to this level, which is still higlmmpared to other countries with a greater
depth of financial intermediation.

* Non-interest income was 1.0 %, 0.4 percentage ptigther than in the 2010, the second
lowest in 10 years. Earnings from commissions &ed fell by 0.1% over 2010, dividends
grew by 0.1%. Net profit on financial and investmeervices and other non-interest
income (inclusive of the special bank tax) eacke tmg 0.2 percentage points.

» Operating expenses were at 2.0 %, 0.1 percentageé Ipwer than in the previous year.
Operating expenses, 3.6% in 2002, nearly halved ¥gears.

* The change in impairments and provisions was -1.9.%% higher than in 2010, a main
factor reducing banks' ROE in 2011.

» Profit from extraordinary business activities was3-%, 0.2 % worse than in 2010.

* ROA was -0.3 %, 0,3 percentage points lower thaP0ib0. The 2011 ROA resulted from
a) an unchanged net interest income, b) a 0.5 p&ge point improvement in non-interest



income and operating expenses c) a 0.8% deteonarati impairments and provisions +
profit from extraordinary business activities.

Net interest income
Interest received

Interest paid
Non-interest income
(net)

Earnings from

commissions and fees

Dividends

Net profit on financial

and investment

services

Other non-interest

earnings

Operating expenses

Change in

impairments and

provisions

Profit from ordinary

business activities

Extraordinary profit

Pre-tax profit

Tax liabilities

After-tax profit ROA

After-tax profit ROE
REAL ROE

Table 7 - ROA and ROE in the banking sector, 20022

2002 2003 2004
audited audited audited audited

4.0% 3.9% 4.0%
8.8% 9.1% 10.4%
4.8% 5.2% 6.4%
1.4% 1.6% 1.7%
1.3% 1.5% 1.3%
0.1% 0.2% 0.1%
0.4% 0.4% 0.6%
-0.5% -0.5% -0.3%
3.6% 3.4% 3.0%
-0.3% -0.3% -0.4%
1.6% 1.8% 2.3%
0.0% 0.0% 0.0%
1.6% 1.8% 2.3%
0.3% 0.3% 0.3%
1.3% 1.5% 2.0%
15.5% 17.8% 23.6%
9.7% 12.6% 15.8%

2005 2006

3.8% 3.6%

8.5%
4.7%

7.9%
4.3%

1.6% 1.6%

1.3%
0.1%

0.8%

-0.6%

1.2%
0.1%

0.6%

-0.4%

2.9% 2.7%

-0.2% -0.4%

2.3%
0.0%
2.3%
0.4%
1.9%
23.3%

2.1%
0.2%
2.2%
0.4%
1.9%

22.7%

19.1% 18.0%

2007 2008 2009 2010 2011
audited audited audited audited audited preliminary
3.2% 2.7% 2.6% 3.0% 3.0%
8.2% 8.2% 8.5% 7.2% 7.2%
5.0% 5.5% 5.9% 4.1% 4.2%
1.6% 1.3% 1.9% 0.6% 1.0%
1.1% 0.9% 0.9% 0.9% 0.8%
0.2% 0.6% 0.2% 0.2% 0.3%
0.8% 0.5% 1.0% 0.7% 0.9%
-0.5% -0.8% -0.3% 294. -1.0%
2.6% 2.4% 2.0% 2.1% 2.0%
-0.5% -0.5% -1.5% -B% -1.9%
1.7% 1.0% 0.9% 0.2% 0.1%
0.0% 0.1% -0.1% -0.1% %0.3
1.7% 1.1% 0.8% 0.1% -0.2%
0.3% 0.2% 0.1% 0.1% 0.2%
1.4% 0.9% 0.7% 0.0% -0.3%
17.5% 11.3% 9.1% 0.5% -3.8%
8.8% 4.9% 4.7% -4.2% 7-5%

Source: PSZAF

Figure 2 - ROA as a function of non-interest incomand the change in impairments and
provisions between 2002 and 2011

2,5%

2,0%

1,5%

1,0%

0,5%

0,0%

-0,5%

-3,5%

Yy =96,1%x + 2,4%

R%?=92,7%

&

—

-3,0%

-2,5% -2,0%

-1,5%

-1,0%

-0,5%

0,0%

ROE in the banking sector was 3.8% ( HUF 92.6dmlliin 2011 real ROE (ROE adjusted by
inflation) was -7.5%. (Cooperatives' profit after tax was +HUF 4,9 bilfipthat of branches of
foreign banks + HUF 3,2 billion). Banks' ROA candmimated asROA = 2,4% - (other non-
interest income [ONII] + change in impairments andprovisions [CHI]) (Figure 2). In other
words: since the sum of (net interest income + earnings fcommissions and fees + dividends +



profit from financial and investment services -eoging expenses - tax liabilities was constant
(2.4%) between 2002 and 2011, banks' ROA was predorhty shaped by two factors: a) market-
based changes in impairments and provisions artiebypecial bank tax and the extra burdens
imposed by the early repayment scheme. The bursepssed by the special bank tax and the
early repayment scheme (HUF 120 billion and 234iobi] respectively) made up 43% of the
[ONII+CHI] total of HUF -817.5 billion.

Figure 3 - ROA and ROE in the banking sector 200211
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Banks' results were increasingly influenced by amishiative burdens rather than by market
factors, while in their own operations banks pragtiia constant level of ROE, while implementing
significant cost reductionsThe changes in impairments and provisions reflex effect of several
factors. An important factor was that the incre@msEungary's CDS spread caused a weakening in
the HUF/CHF és HUF/EURO exchange rates, leadinghéo deterioration in the situation of
debtors with foreign currency loans. The left-hahert of Figure 4 reveals that the CDS spread
significantly determined thstrength of the HUF exchange rate against the HUF/EUR+HUF/CHF
basket, while the right-hand chart shows that thenge inimpairments and provisions was
exponentially influenced by the annual average CDS.




Figure 4 - Impact of the CDS spread on the HUF/CHF HUF/EUR basket and on the
change in impairments and provisions, 2005-2011
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II. Regulation, professional issues

1. Helping debtors within foreign currency loans

1.1 Oveflow account loan

Since the beginning of the year, there had beeweagegotiations between the Association and the
government to help foreign currency debtors inrdgd. As a result of these negotiations, the Act
on exchange rate cap scheme was adopted in Judy.LeAXV of 2011 on the fixing repayment
rates the fixing of repayment rates for foreignrency loans and on foreclosures). Eligible to the
scheme are loans taken by natural persons in CHR & JPY and repayable in HUF for real
estates whose market value at origination did roeed UF 30 million. For the period of exchange
rate protection, the Act makes the repayment ansolantthese customers predictable. During the
period of exchange rate protection, until JuneZ81,5, the repayment amounts will be calculated
at the maximum exchange rates of 1 CHF = HUF 18R B = HUF 250 and JPY 1 = HUF 2. For
the difference between the fixed rate and the nmaikte, the original creditor banks provide a
special mortgage loan in HUF, called overflow actdaan.

The first version of the exchange rate cap schemiedf with barely more than 3,000 debtors
availing themselves of the scheme, presumably Iseclte government's communications had
suggested the possibility of introducing some eweore advantageous solution. Under the
agreement concluded with the government in Decentberterms and conditions for the overflow
account loan were favourably changed, the intesasthe overflow account loans will be shared
between the banks and the government. New enti@tite exchange rate cap scheme may benefit
from the exchange rate cap for a period of fivergieaot to go beyond June 30, 2017.

1.2 Early repayment scheme

The Fidesz-KDNP parliamentary group at its Septenmbeeting proposed that the government
should allow debtors to repay their foreign curgeglenominated loans in full at a discounted

exchange rate. The Home Protection Action Plaroanced on September 12, 2011 required
creditors to allow the early repayment of foreigmrency loans at the exchange rates of CHF 1 =
HUF 180, EUR 1 = HUF 250 and JPY 1 = HUF 2. Craditeere not allowed to charge any extra

fees in connection with the early repayment.

The Association learned about the plan from theimm@the Board held extraordinary meetings to
address the issue. In a press release, the Boawd attention that the proposed measure would
jeopardise the stability of the financial systend anight draw serious economic consequences.
The European Banking Federation also expressetjestion to the proposed legislation.

Act CXXI of 2011 amending certain Acts related e protection, submitted as an individual
MP motion, was passed by Parliament under urgenitiiput any preliminary consultations, on
September 19. The Association turned to the Presmiehe Republic, asking him to refer the Act
to the Constitutional Court for review. The Presidesjected the request in an open letter and
signed the Act on September 26. The Act was proatethon the same day and took effect on
September 29.



The Association and banks involved in foreign cacselending and representing the vast majority
of the market turned to the Constitutional Coudt, the Court failed to decide the case. Following
the enactment of the new Fundamental Law, the bamnadved refiled the case in the form of a

constitutional complaint.

The Act had to be amended twice right after itspsidn. However, a number of unclear legal and
other issues still remained at the end of the y&aund 170,000 debtors availed themselves of the
early repayment scheme, repaying 24% of the paoiftd a value of HUF 1.355 billion. The early
repayment scheme caused banks a loss of HUF 3lf@nbiBanks can deduct 30% of this loss
from their 2011 special bank tax, thus the net fnag be around HUF 260 billion.

1.3 Agreements under the Minutes of Understandirancluded between the Association and the
government in December

The Early Repayment Act, which can be regardedatismalisation without compensation, and
the related government communications caused bexégbitant losses, many had to increase
their capital to sustain them. In addition, lendwigually stopped, and the confidence that is
essential for any long-term planning and finanailegision-making was damaged. This situation
was unsustainable. Hence, the dialogue betweenrstamik the government was restarted and the
agreement reached was stipulated in a Minutes deltdtanding on December 15. The agreement
gave assistance to debtors, this time jointly Wi government. This included the sharing by the
government and the banks of the interest on th&loweaccount loan, the raising of the number of
real estates to be purchased by the National Adaaagement Company and the conversion into
HUF and forgiveness of 25% of 90 days plus overdams. On the other hand, the agreement
allowed banks to deduct 30% of the losses fromspexial bank tax). Furthermore, the banking
sector was given a promise for the abolition of $pecial bank tax and for further tax deduction
possibilities subject to the increase in lendiniyviy.

1.4 National Asset Management Company (NAMC)

The National Asset Management Company was set tepand of August. The NAMC is charged
with purchasing the real estates of families witheast two children. (Pursuant to the December
agreement with the government, the scope of etdilebtors has been extended to include families
with one child). The Act on the NAMC was drafted agreement with the Association. The
legislation sets the purchase price as a percermthghe market price of the real estate on
conclusion of the loan contract. The price purchasee will be 55% in Budapest and cities with
county rights, 50% in other cities and 35% in othmmicipalities. First ranking mortgagees will
receive a maximum of 80%, second ranking mortgageesaximum of 50%, third ranking
mortgagees a maximum of 25% and fourth and loweking mortgagees a maximum of 10% of
the claim. The National Asset Management Comparllypurchase the real estates free of any
liabilities/encumbrance. This means that the bankhave to forgive a part of its claim, but this
will be up to the bank. If the bank does not apprthe deal, the purchase will not take place.df th
bank approves the deal, the NAMC will act as theklsaagent in the purchase contract. The rights
and obligations of banks and the NAMC will be stgted in a cooperation agreement. About
8,000 real estates are expected to be purchaste INAMC in 2012.

1.5 Accounting, taxation and reporting issues regatto tackling the FX debtors' issue

After drawn-out consultations, accounting issudated to the overflow account loan scheme
introduced in the summer of 2011 were broughtf@vaurable conclusion. According to the initial



PSZAF-MNB proposal, the overflow account loan ahé underlying loan would have been

considered as restructured and subject to provigionrrespective of the underlying loan's

category. Also, the interest accumulated on thefloye account loan until commencement of the
repayments from the end of 2014 would have beejesutd 100% provisioning. Accepting our

arguments, the relevant legislation provides thatftow account loans, where the underlying debt
was rated as problem-free before entering the exygheate protection scheme, will be reclassified
into the restructured category, but will not be jeab to provisioning. Also, the interest

accumulated on the overflow accounts will not bbject to provisioning. (If all these had been
subject to provisioning, the provisioning requirersewould have meant several billions of forints
in provisioning expenses for banks).

We conducted wide consultations with specialistsnfimember bank on accounting issues related
to the early repayment scheme with a view to dearetpa method to be consistently applied by all
banks. Also, we requested the Hungarian Chambehudfitors to provide banks guidance in
interpreting these specifically Hungarian finang@adducts in terms of the relevant Hungarian and
international accounting standards.

Reviewing the changes in accounting rules relateithé¢ government's Home Protection Plan, we
made several adjustment proposals to ensure centsagiplication of the rules for the treatment of

early repayments and claims forgiven voluntarilythg banks, for the purpose of personal income
tax, corporate and dividend taxes and other duiesh, we requested and received rulings from

the Ministry for National Economy on specific issu&here was also an example, where, upon our
prompt action, the Ministry adjusted the relevaxt laws within two days.

Furthermore, we requested PSZAF and the MNB tametiu the sector the aggregate data of the
weekly reports provided by banks on the early repayt scheme. The authorities published the
requested aggregate data on a monthly basis. Tableeto properly analyse and measure the
impact of early repayments, we solicited from batiksir relevant data and summarised and
returned to them the aggregate data on a weekiy. ks found this action valuable and useful.

2. Corporate lending
2.1 SME lending

The National Development Agency held a presentatibrthe Association on priorities and
financing issue under the new Széchenyi Plan. itk deveral consultations with the Ministry for
National Economy on possible measures againsblat®n-payments to subcontractors. Based on
proposals from specialists from member banks, tesofiation submitted a proposal to prevent
"tricks" with bank guarantees. Although the proposas well-received by the Ministry, not
decision was made until the closing date of thiore

There were also consultations on the introductiba oombined loan programme. At the Board's
initiative, an expert group was set up, headed &szl6 Balazs, Member of the Board. The expert
group drafted a proposal for short and long-ternasuees to stimulate SME lending.

The Association initiated the revision of the SMfan reporting system, including the exclusion of
data of organisations not belonging to this catggdfe agreed with PSZAF and the Ministry for
National Economy that from 2013, the reports wdlflled according to the new system.



2.2 Agricultural lending

Working closely with the Ministry for Rural Develognt and the Agricultural and Rural
Development Agency, we held several briefings aadsaltations on current issues related to
agricultural lending. These included:

— the introduction of Széchenyi Cards,

— improving terms and conditions for food inventoiryaincing,

— the rescheduling of working capital loans grantégricultural producers under the New
Hungary Working Capital Loan Programme,

— lending to young farmers,

— changes in the Agricultural Working Capital Loammghamme,

— issues related to the prefinancing of grants.

Also, the Ministry's State Secretary held a brigfon changes in agricultural support schemes and
future plans.

We reiterated our proposals for amendments to taeeWbusing Act. (Although this issue belongs
to the Ministry for National Economy, more than 9086 those affected are agricultural

businesses). Actions proposed by the specialiskingrgroup set up were implemented in
cooperation with the Warehousing Authority and YWarehousing Association. Despite several
consultations with the Ministry for Rural Developmethe Warehousing Authority and the

Warehousing Association, the drafting of the ameshs1 did not commence until the closing date
of this report. It is hoped that the draft amendieili be submitted to the Parliament in the first
half of 2012.

We initiated several times the amendment of thepewdion agreement between banks and the
National Land Fund. The Ministry agrees with theechéo amend the agreement, but says this
could only be done after adoption of the proposedradment to the Land Act.

Based on comments from member banks, we providedmamts on the Rural Development
Ministry's programme for 2012-2020.

2.3 Lending impacts of amendments to the Energy Act

As a result of amendments to the Energy Act, thisisly and pricing rules for combined heat and
power plants have changed. According to analysadumed by specialists from member banks,
the affected power plants (some 190 in number) beafaced with serious financing problems. We
held several consultations with the Ministry anavpo plant associations to explain the aspects of
financeability. The maintenance of financeabiligynot just a banking issue: if, due to financial
difficulties, a power plant is forced to shut dowmhole communities, including households,
businesses and public institutions would be lethaut services.

3. Project on municipalities

The government seeks to reform the financing of impalities. To promote cooperation between
banks and the government, the Association set sipeaialist high-level working group and a
specialist team on municipalities in the sprin@611. In mid-2011, the municipalities sector had
a debt stock of HUF 1,000 billion (4-5% of GDP, walhiis equivalent to the EU averag®)ore



than 50% of the stock of debt was in foreign cuyeriNearly 50% of the stock of debt was in
bonds, 79% of which was denominated in Swiss Fjarlazan and bond repayments are due from
2011 and 2012The Interior Ministry developed a concept and a drdt text for the new
Municipalities Act. Banks provided comments on these proposals atioalthe following issues:
redirection of tax revenues from municipalities to the government, regulation of the
redirection of assets, rescheduling of existing loa, issues related to the future account
management of municipalities, future funding of muncipalities, bankruptcy and debt
settlement laws.

Based on the decision of the Board, we sent oysquals to the competent government officers,
the parliamentary groups, technical committeeslaaders of municipality associations. The head
and members of the High-Level Working Group revidviee proposals on two occasions with
officers of the Ministry of Interior and leaders afiunicipality associations. At the meeting held in
December, the Interior Ministry's State Secretayg $1e would have welcomed a more detailed
proposal to address municipality debts. The Assiotia position was that this issue should be
addressed on a case-by-case basis: these angligiiual cases and by far not all cases require
restructuring, therefore, it would be inexpediemttalk about any general solution. During the
meeting we learnt that municipalities will contintee be free to decide whether to have their
account managed by the Hungarian State Treasusy arcommercial bank. We were also briefed
that townships will not have accounts and munidigal will remain financially independent, with
no compulsory single account. At the end of the tngethe State Secretary proposed that
consultations between the Ministry and the Assamathould be continued on an ongoing basis.

4. Implementation of the Act on Central Credit Bureau

The Association had long proposed that the wellspnonegative debtor list-based central credit
information system be complemented with a positiebtor list. An opportunity for this arose in
the autumn of 2011, when shortly after an annouecgrby the prime minister, the Parliament
adopted the new Act on Central Credit Bureau. Harethe new Act contained numerous basic
errors, hindering implementation.

A project on Central Credit Bureau was set up by tssociation from representatives from
member banks and supported by BISZ. In its inistdge, the project focused on drafting
amendment proposals to the Central Credit Buredytdcorrect the errors in the Act), having the
amendment proposals accepted by the Ministry resblenfor drafting the legislation, and seeking
temporary solutions to implement the impracticaiavisions of the Act until the Act is amended.

The project's efforts were successful:

— Temporary best practices were developed and recoohedeto member banks, offering
information and data processing solutions that lmamanaged preferably without infringing
the letter of the law.

— At the beginning of November, the Act was amendegidally in accordance with our
proposals, providing manageable preparation andlemmgntation deadlines, eliminating
excessive reporting requirements (bank accountssedl loan contracts) and enabling
reasonable system management.

— With this initial work, the project has become ajonasetting for the development of a
comprehensive credit bureau. As a result of aawibf the working group
* asample customer information document was devd|ope
* arecommendation for the method of customer corfeenfata inquiries was drafted,



» the contents of the data fields to be sent to #eti@l Credit Bureau were identified,
» a complex method for a single-step transfer (ihit@oad) of loan contracts into the Credit
Information System was developed through profesdioonsultations.

Regarding those provisions of the Act on CentradirBureau where no satisfactory solutions
could be identified, rulings were requested fromaorendment proposals were submitted to the
Ministry responsible for drafting the legislation.

The project will continue in 2012 until the systeecomes fully operable.

5. Success in the consultations on customer inforrian on deposits covered by
the National Deposit Insurance Fund (OBA) and on th OBA's fees

The National Deposit Insurance Fund's Board sotgytighten the rules for customer information
by providing that the information, which thus faashhad to be provided only if so requested by the
customer, should be issued by banks once a yeamnmandatory basis.

The legal basis and rationale of this proposal veeta questionable: the information in most cases
is outdated by the time received by the custonkerthermore, in terms of the typical size of the
deposits, the information is irrelevant, since thBo of deposits above the covered level is less
than one percent. Also, the proposal ignored tretoooer's instruction as to whether he or she
needed any information at all. In addition, thepgm®ed new rules regarding the structuring of the
data, the ensuing extra IT work, and the proposethod of delivery of the information would
have imposed extra burdens on the banks, which hleady sustained significant losses. The
Association also pointed out that the relevant BWsl did not impose such requirements and the
proposed measure was against a level playing fielthches of foreign banks were not required to
issue these customer notifications.

We managed to convince the OBA Board to revoke pgtaposed decision. Accordingly, the
information provision will continue to be subjeotthe customer's request in 2012.

As another important achievement, we managed teeptean increase in the OBA fees for 2012
from 0.06 percent to 0.1 percent. The OBA had ditedproposed EU coverage level as the reason
for the proposed increase. However, the relevanDigektive is still under consultation and we do
not believe Hungary should be a pioneer in intrauiyithe proposed, and debated, requirements of
the draft Directive. The Hungarian coverage lewelnot critical, anyway, compared to the
requirement provided in the Draft directive. Thesdsiation's successful intervention on this issue
means billions of forints in savings for the sector

6. Regulations affecting credit institutions
6.1 Changes in the bankruptcy laws

The Act on special rules for bankruptcy and ligtioia proceedings for companies of national
importance (Act CXV of 2011) was enacted in JuhhisT provides that the liquidation of
companies designated by the government as natomaportant shall be managed by a state-
owned liquidator rather than a liquidator registene the liquidators' registered. The company
under liquidation will be entitled to an immedigtayment moratorium and special rules will apply
in a number of other respects as well. This isimietntal to creditors’ rights, in terms of the rigit
sell the company's assets and the position of hielding creditors. The new legislation has



amended the rules for composition without providiggarantees to protect creditors against
fraudulent bankruptcy. The Association tried toozoé these aspects, but without success. Another
amendment to the Bankruptcy Act, enacted by Act ¥X©Of 2011, has replaced the category of
"company of strategic importance” by the categaynipany of national economic importance”
and further extended the already wide range of ems falling into this category. As is publicly
known, the first such liquidation proceeding wastituted in 2012 and is now in process against
the Hungarian national airlines.

A number of elements of the amendment to the BaoikyuAct enacted by Act CXCVII of 2011
took effect as of March 1, 2011. The amendment int®duced a mandatory cancellation
procedure for companies without assets or opemateomd amended the rules for liquidation
proceedings with a view to strengthening the dedltection function of the proceeding. An
electronic sales system has been introduced fasdleeof debtors' assets. We submitted proposals
for provisions to prevent fraudulent bankruptcidge made proposals regarding the operation of
the creditors' committee, disbursements during rkifogtcy moratorium and the implementation
of bankruptcy agreements.

6.2 Amendments to the Act on Judicial Distraint

Act CLXXX of 2011, amending the Act on Judicial D&nt and other laws contained a number of
provisions aimed to shorten the deadlines for ttexgedings, increase the transparency of the
proceedings, improve debt collection and promatetedbnic administration. The Act introduces an
electronic system for the delivery of distraint downts effective July 1, 2012. Electronic
communications will be mandatory also for bailifquests to be sent to banks to identify the
debtor's bank accounts. The rules for collectiomdbyinistrative order will also change.

Thanks to the Association's submission of a congreive proposal for the proposed amendment,
a number of our proposals were taken into accautite draft law. We provided several comments
on the draft law itself and conducted consultatiomgelation to the ordering of distraint by
notaries, real estate foreclosures, the rulesdke-bver by the party requesting the foreclosure
after repeatedly unsuccessful auctions, the prevemf frauds, and the implementation of the
provisions on payments.

6.3 New Data Protection Act

The new Act on informational autonomy and freeddrmfmrmation (Act CXII of 2011) is aligned
with the EU Data Protection Directive. In this cexit new legal grounds for data processing have
been introduced, in addition to the customer's eonand authorisation by law. The processing of
personal data is now allowed even in the absentegaf authorisation or consent by the customer
or, for example, if such data processing is necgska protection of the rights of the data
processor or third parties, or for meeting legdigathions, or in cases where the customer's consent
is difficult to obtain. The institution of Data Rextion Ombudsman has been abolished and
replaced by the National Data Protection and Freedbinformation Authority, with a broadened
scope of authority, including, for example, théehtitp fine.

The Association's competent working groups revieviied new legislation with a view to

supporting members' in preparing for the applicatd the new law. We initiated amendments
with the Ministry for Administration and Justicecathe Data Protection Authority to remove the
provision on mandatory registration in the Datat&ston Register. A new legal institution under



the Act is the Data Protection Officers' Confereriata protection audits will be a new service
provided by the new Authority.

6.4 The new Civil Code

After revoking still before their entry into forckhe amendments previously adopted by the
Parliament, the government in the summer of 201finessioned the Civil Law Codification
Committee, headed by Lajos Vékas, to draft the Gaxl Code. The draft, completed at the end of
2011, was submitted to the High-Level Codificat@ommittee and the Ministry of Administration
and Justice. The objective was to draft a new Gadering the widest possible range of private
law relations. To achieve this, the provisionsted Family Act and the provisions on companies
were incorporated in the proposed new Civil Codee proposed Code covers the private law
relations of market players, private persons antsgmers. The December version of the Draft
Code contained serious threats in terms of theigions affecting credit institutions, including the
narrowing of the scope of collaterals, the abaiitmf floating charge and independent lien and
inconsistencies in the "Loan and Account Relatiarf&pter. In a letter to professor Vékas and the
Ministry we drew attention to these issues and estpd a consultation to explain our concerns in
detail.

The draft of the new Civil Code is currently undeview. It has been published on the Justice
Ministry's website, comments are invited by Mardh 2012.

6.5 Notary fees

We had several meeting with leaders of the Hungatiaamber of Notaries on the issue of notary
fees. A key issue was the fee charged for procedustituted at a time against joint and several
debtors. In these cases, some notaries were cbarguitiple fees (the fee for one debtor
multiplied by the number of debtors). Bank hadlleimged this practice in courts, in most cases
successfully. After lengthy discussions, a compeamEgreement was reached: a fee of HUF 5,000
will be payable for the second and subsequent deldach, irrespective of the claim amount. We
held further consultations on a reduced fee top@ied in the case of using a sample deed for
contract amendments related to the governmentt®idescue scheme. Pursuant to the Decree on
Notary Fees, the fee for contract amendments telatethe overflow account loan is payable by
the creditor bank. The Chamber of Notaries issuedualance on notary fees and cost
reimbursements. According to this, in the casesirigithe proposed sample deed, a notary fee of
HUF 15,320 shall be charged (except if the deed & drawn up at the bank's premises, in which
case a fee of HUF 23,720 shall be applied).

6.6 Ombudsman investigations

The Civil Rights Ombudsman conducted investigationsseveral issues affecting banks. These

included the following:

- the exercise of fundamental citizen rights in ficiahlegal relations, in particular, in relation to
responsible lending and unilateral contract amemdsne

- legal representative's fees in judicial forecloqunaceedings,

- retrospective registration in the Land Registryigit-of-way to power lines,

- bailiff fees.

The Association provided detailed answers to tlmgestigations, presenting the developments in
legislation and the related banking practices. iAllestigations were concluded favourably, no



complaint on any banking practice breaching anyd&mental citizen rights was raised by the
Ombudsman.

The Ombudsman report No. AJB-2183/2010 on resptnddnding and unilateral contract

amendments was of special importance. The repdrindt contain any condemnation of banks.
The report found that although the degree of custoimformation was inadequate, the relevant
customer information requirements provided by lawravexcessively detailed, and therefore,
counterproductive.

In the closing part of the report, the Ombudsmader@oposals for a set of government measures,
including the creation of a comprehensive credibrimation system, the development of a
personal bankruptcy framework, and the portabibfy government home subsidies. He also
proposed the simplification of customer informaticeguirements, by narrowing them to the
essential issues and invited the government to nth&edevelopment of financial literacy a
priority.

6.7 Unilateral contract amendments: assistance @arflscum XI Savings Cooperative in its
litigation

This litigation was launched upon a claim filedthg Csongrad County Chief Prosecutor's Office,
which considered certain provisions relating to th@lateral amendment of contracts in the
Business Terms and Conditions of Partiscum XI Sg/i@ooperative as unfair. After a verdict by

the Szeged Court of Appeal, the Supreme Court adopt partial verdict, ordering a new

proceeding in respect of certain elements of tlersd instance verdict, while upholding others.
The litigation started again. The Csongrad Countys€cutor's Office's motion, submitted at the
invitation of the court, considered the conditispecified in the list of reasons in the savings
cooperative's General Contract Terms and Conditfessch are based on the Code of Conduct
adopted jointly by the Association, PSZAF and tleagnment) as parts of the normal business
risks of banks, ones that may not serve as a grfmrrttie unilateral amendment of a contract.

The Csongrad County Court heard the case on Jardtqar2012. The Association provided
professional assistance to the Savings Cooperatitbe litigation. At Partiscum's request, our
Secretary-General, Levente Kovacs, University He®epartment, provided a written expert's
opinion. In its verdict, the Court accepted thesgrution's motion, and, citing the Civil Code,
declared (ignoring the relevant sector laws and gkgert's opinion) that Partiscum's General
Terms and Conditions were unfair, and therefor#,amd void.

Partiscum expressed their thanks for our assistandenformed us that they would not seek legal
remedy, as their relevant stock of contracts wasom(less than HUF 10 million). We sent the
verdict to our Legal Working Group for their infoatmon.

7. Payments
7.1. Payments glossary

In accordance with the Board's decision, work wested to create a payments glossary in
Hungarian and English within the framework of gelfulation. The proposed glossary is aimed to
eliminate misunderstandings arising from the dieatgise of terms and may be a useful aid in the
translation of EU legal documents. A project wodarp including the breakdown of tasks,
organisational rules, the working methods and nmailestones for the project was drawn up.



Based on the project tasks, a Steering Committeesetiup. Members of the Steering Committee
include representatives from the MNB and the HuiagaSEPA Association, the Association's

Secretary-General and the head of the Associati®aigments Working Group. The Steering

Committee reviewed, adjusted and approved the gray@rk plan. The Association requested

members to appoint specialists to the various ptaj@rking groups. The project working groups

were set up and are supervised by members of #exi§ Committee. The project is expected to
be concluded in 2012.

7.2 Basic bank account - self-regulation

The European Commission in July issued a recomnti@mdan access to a basic bank account.
Pursuant to this, in any member state, consumeosam legally resident in the European Union
and who do not hold a payment account in that mersia¢e should be in a position to open and
use a basic payment account in that member StaeeMinistry for National Economy requested
the Association to implement the recommendatioough a self-regulation. Accordingly, the
Association's Basic Bank Account Working Group weisstated. The Working Group drafted a
Board Recommendation on the issue.

7.3 Debate with the MNB regarding its cash distrifion and processing regulation and fees

With no agreement reached in 2010, the debateth&MNB regarding the mechanical processing
of banknotes continued. In his response to the @asgon's letter, the MNB's Governor pointed
out that MNB was determined to combat counterfgitlny using the most advanced means
available. However, he expressed the MNB's willegm to take account of the results of a
potential impact study or survey to be conductddreeintroducing the requirement of mechanical
processing, entailing extra costs for banks.

We considered that it would not be expedient tatinoe to challenge the MNB's position of the
need for automatic processing with a view to comigatounterfeiting, nor would it be expedient
or desirable to undertake a major, complex andlycoshpact study. During the subsequent
negotiations, agreement was finally reached: witheav to efficiently combating counterfeiting,
branches with high cash transaction volumes may belsupplied with mechanically processed
banknotes. Also, tills with high cash transactiaumes will have to be equipped with counterfeit
detection lamps. To reduce the financial burderanks, the required development projects may
be implemented over a longer period of time. Braschnd tills with low cash transaction volumes
will be exempted from the above requirements. fglevant MNB Decree was issued after an
appropriate review process in mid-2011.

During the summer, the MNB informed us about itanplto significantly increase its cash

transaction fees for 2012. The MNB's objective e fee increase was to ensure that only
wholesale quantities are handled in cash tradirigzden the MNB and banks and to promote
cooperation between banks in organising small da$ilieries into larger lots.

The Association indicated that banks took notehef MNB's objective, however, such a major
reorganisation in the cash market needed time.dBase survey conducted among members, the
Association's Cash Working Group developed a dastgiroposal for the gradual restructuring of
the market. The proposal contained new methodsirfirbank banknote trading, wholesale
containerisation and on-site MNB depositories. Weuested the MNB not to increase its fees
until the proposal is implemented. However, theaased fees were introduced effective January



1, 2012. At the same time, at banks' initiatives MNB launched consultations with banks on a
review of the regulations on CIT companies anditMNB depositories.

7.4 Bank cards

At its regular monthly meetings, the Cards Worki@goup reviewed regulatory requirements

related to bank card operations and the PSZAF's @E€& on expected bank card practices. The
group also reviewed the latest market trends argbiog development projects, including the

introduction of chip cards and sticker-cards. Tonpote effective cooperation, the Working Group

regularly invited specialists from the MNB and PSZ# its meetings in 2011.

The Association's weekly newsletter Bank Cards Néausiched in September, is an increasingly
popular information sharing tool.

At the beginning of December, it became obvioud tha recent international data theft case
affected several thousands of banks cards in Hynddwe Association acted promptly in getting

the information to member banks and informing tlsbliz, and took all the necessary security
measures in close cooperation with all bank casding banks. Cards likely to be affected were
replaced in large numbers. Transactions were direfoonitored and banks made special

preparations to inform customers and promptly marthg inconveniences caused by the incident.
In addition, banks assumed the costs of the measweded. As a result of swift and coordinated
actions, card payments in Hungary remained undistiand safe during a busy year-end holiday
season.

8. Taxation issues

In addition to taxation issues related to the fgmeicurrency debtor rescue schemes, the
Association's Taxation Working Group conducted s@veonsultations on other taxation issues
with the Ministry for National Economy and the T@ffice in 2011. In early 2011, we addressed

interpretation issues related to the tax amnestyoféshore savings. The relevant legislation

allowed private persons to disclose and repattiae untaxed off-shore funds anonymously, at a
preferential tax rate of 10%. An important aspectthie ten banks appointed by PSZAF to manage
these transactions was that their relevant prosessel internal systems are developed in
compliance with the Act on the prevention of moteyadering and terrorist financing.

We reviewed the proposed tax laws for 2012, preskettt Parliament in the autumn. Inter alia, we
drew attention to the lack of transitional provisoregarding the new taxation rules for R&D,

which causes unclarity regarding the treatment rgfjomng contracts spanning several years. In
relation to the special bank tax, the taxation gutelated to succession and mergers and
acquisitions have changed. Here, we requestedhbdaw is only applied from 2012 rather than

retrospectively and provided text proposals to @wmuble taxation in the case of de-mergers.

We took action to prevent the reinstatement ofréwvenue limit for tax exemption for leasing, an
issue we had lobbied against for long and had netheghave a more simple system put in place.
We also succeeded in relation to another propbsaivtould have caused increased administrative
burdens in connection with non-financial contribus for business policy and marketing purposes.
The relevant proposal was also dropped.



In accordance with our earlier request, a prowisequiring the Tax Authority to publish the list
of taxpayers availing themselves of the choice ui@betion 88 of the VAT Act was added to the
Act on Taxation. This means that banks will no lenpave to investigate and find out the VAT
status of the debtor/mortgagee when it comes tcdfe of the real estate. This will allow faster
administration.

At an earlier initiative, the preferential interdaix/interest tax exemption for long-term private
investments will be extended to foreign currenayestments. We requested clarifications from the
Ministry regarding practical issued related to iempkntation of the new regulations.

A new government programme was launched to reduteingstration. An element of this
programme is the simplification of taxation. Reahgcthe administrative burdens of businesses, in
particular, those of SMEs, is a main priority o€ forogramme. In addition to representatives from
chambers and other interest representation ordgamsa the Association's Taxation Working
Group is also represented in the Tax SimplificaMdarking Group set up under the programme.
We consider it important that the banking sectera&ey player in the collection of taxes is given
a major role and banks' views are taken into adcaurthe programme. To achieve this, we
summarised banks' proposals and forwarded themh@ogbvernment officers managing the
working group.

9. Code of conduct for bank account switching

The success of our self-regulation, providing fasimplified, one-stop process for bank account
switching is reflected in the fact that out of 46&pplications for bank account switching, 3,000
were successfully concluded in 2011.

10. PSZAF consumer protection reporting requiremats

In addition to changes in the annual regular supery reporting requirements, consumer
protection reporting requirements have also chariged 2011. The Supervisory Authority has
interconnected its Deposit and Savings ProductcBete Programme with its Loan and Leasing
Product Selection Programme on its website. Fgrghrpose, it has introduced a new online data
transmission system. The new system, called ER#&ehéailed changes in the relevant processes.
The checking and maintenance of the data and adapta the reports to the new requirements
posed extra tasks for all banks. During the relegansultations, a number of issues were clarified
and the implementation date of the new system wiended.

11. Remuneration policies

In line with the relevant EU laws, an amendmenthi® Credit Institutions Act, taking effect on

January 1, 2011, has set the framework for the nemation of banking employees charged with
risk-taking and risk management responsibilitiebe TAct has authorised the government to
regulate the individual application of the law sedijto the specifics of the affected institutions.
Institutions had until May 31 to develop their ovamuneration policies in line with the relevant
provisions of the Act. This deadline was extendedugust 31 through an amendment to the Act.
The competent ministry charged PSZAF with draftihg relevant government decree. PSZAF
reviewed its proposal on several occasions with Agsociation's Human Resource Working



Group. The government decree was issued ratherdatduly 18, and after an amendment, took
effect on September 30.

12. Supervisory and central bank reporting

The structure of the legal framework for reportimgs changed: the Supervisory Authority has
been vested with decree rights and has taken beeretevant legislative tasks from the Ministry
for National Economy.

At the beginning of the year, we submitted to thg&visory Authority a set of amendment
proposals to the Authority's proposed decree oortiglg requirements on high remunerations. In
accordance with the relevant EU laws, since May &111, credit institutions and financial
enterprises have been required to report the nurmbénose executive and employees whose
annual remuneration is equal to or in excess of BOEmillion.

In March, a consultation was launched on COREP @andhe proposed reporting package for
investment services. During the review of the pegub decrees we submitted a number of
proposals and adjustments to make the provisiotiseoflecree more specific. Again, the proposed
changes required major IT developments. Accordingye requested that a three-month
preparation time be allowed from the finalisatioh the relevant decrees. The Supervisory
Authority revised the initial proposal and extendee implementation date.

At the beginning of the summer (earlier than in firevious years), the MNB invited banks'
specialists for a consultation on the proposed rakrdank reporting requirements for 2012.
Pursuant to these, the common supervisory andatdmink reports, mainly including balance
sheets and profit-and-loss accounts will remaintif® satisfaction of banks), with some minor
changes in the related reporting tables. The remptables will be extended with information
aimed at monitoring retail loans, revaluation amerest rates. The MNB assessed the cost impacts
of the proposed changes and the results of thesamsat were taken into account in the new
reporting requirements.

In addition to regular reporting, a number of speoeporting requirements were imposed in 2011.
The impacts of the exchange rate cap and earlynegat schemes were monitored closely by
PSZAF and the MNB. In order to reduce the admiaiste burdens on banks, we requested the
authorities to review the current reporting requeats and cancel, or at least suspend, the less
important ones as long as the special reportiggirements are in effect.

Reporting officers are aware that further signiiicahanges in reporting are expected from 2013
due to the uniform statistical requirements annedrzy the European Banking Authority (EBA).

13. Financial Arbitration Board

Already during the review of the relevant draft Jame had expressed concerns about the legal
status of the Financial Arbitration Board, in vi@ithe fact that a quasi-judicial body has been
incorporated into an executive agency, PSZAF, whidses the issue of violation of the division
of powers. Our concerns have, unfortunately, besstified by experience: using its consumer
protection (administrative) powers, PSZAF, on autagbasis, directly reacts to failures of banks
turning to the Arbitration Board. In addition, itipishes even minor delays with disproportionately
high fines, several times higher than the valudghef disputed transaction. Our concerns have,
unfortunately, been justified by experience: usisgconsumer protection (administrative) powers,



PSZAF, on a regular basis, directly reacts to faguf banks turning to the Arbitration Board. In
addition, it punishes even minor delays with digmmionately high fines, several times higher
than the value of the disputed transaction.

14. Miscellaneous
14.1 Measures against consumer groups

Following an article published in the AssociatiorEsNewsletter, the Hungarian Financial
Supervisory Authority's Market Supervision Depamnevited us to a consultation, where we
reviewed the possibilities for eliminating businesghat are not illegal but are not subject to
supervision and often cause damages to customers.

14.2 Red sludge victim borrowers

The owners of mortgaged real estates damageds@ndged for demolition in the wake of the red
sludge disaster were treated equitably by all bamiesy banks forgave a part or whole of the debt.

14.3 PSZAF methodology guide on internet bankingsety

PSZAF sought to issue a methodology guide on ietdbanking security in July. The proposed
guide had not been consulted on with banks. Upenntiervention of the Association's IT Security
Working Group, PSZAF postponed the issue of theeaind, with a view to adjusting it, prepared
a questionnaire, soliciting information from bank'officers on security measures in place at
their banks. The revised guide was completed oneSdyer 23. PSZAF and the Association's IT
Security Working Group agreed the proposal in Oetolhe final guide was issued on October
25.

14.4 Bank robbery statistics

The Association's Human and Physical Security WaykiGroup held two meetings with

representatives from the National Police Headqtmttereview the statistics on bank robberies in
Hungary. The main conclusion of these meetings thias the number of bank robberies has
decreased significantly since 2009 and 2010 andwsat the rate it was before the financial crisis.



[1l. International relations, Association events, @mmunications

1. European Banking Federation
1.1 EBF activities related to regulation
1.1.1 Global and European regulations

In relation to global and EU regulatory endeavoulee EBF consistently represented and
communicated the following principles:

* impact studies are needed to assess the cumuiiadpaects of the proposed regulations in
terms of both contents and implementation schedule.
» the proposed regulations should ensure a leveingdield in Europe and globally.

The EBF's lobbying activities in relation to redgida were focused on the following issues in
2011:

A) Bazel lll -CRD4/CRR’

The Basel Committee published several documen20ii to fine-tune the Basel IIl framework.
The European Commission published its proposedatmyy package for Basel Il implementation
in July (/CRD4/CRR). The EBF submitted several admeent proposals to the proposed
regulations and gave the top ten priorities wheveould like to see changes in the regulations.

B) Regulations on strategically important financialinstitutions (SIFls, G-SIBs)*

In July, the Basel Committee issued a consultatiseument setting out measures for global
systemically important bank&uring the consultation, the EBF gave a detailaticam of the
proposal and pointed out that additional capitalld not be the only answer to systemic risk in
globally important banks: improved risk managempractices and governance are central to
systemic risk prevention.

C) Bank resolution frameworks*

In July, the Financial Stability Board publishedansultation document on effectivesolution of
systemically important financial institutions. THEBF supported the overall approach of the
proposed regulation. At the same time, it emphdsiBe importance of consistent application of
the regulation across all jurisdiction, and for ewsory intervention to be based on defined
events, subject to objective and predictable measyroportional, transparent, accountable and
globally balanced.

D) European Commission proposal for the recapitaligtion of banks

" A more detailed report on the prudential issuasked "*" is provided in the Annex hereto.



On October 12, the European Commission publishgposal to strengthen the capitalisation of
European banks, requiring banks to establish a&batich that the Core Tier 1 capital ratio reaches
9%. In response to the proposal, the EBF turned ietter to the President of the European
Commission and the President of the European Cbuiitie letter pointed out that according to
the last stress test, the capitalisation of Eunodenks was strong and a new stress test by the
EBA to determine banks' capital needs based omtimiet value of sovereign debts may have a
negative impact. The EBF emphasised that bankseajptble current legal requirements and could
not be held to account for future capital requiratee

E) Financial Transaction Tax (FTT)

The European Commission in September publisheafa Mirective calling for the introduction of

a Financial Transaction Taxthe EBF rejected the proposal as it could shifiless to elsewhere
in the world, with negative impacts on the fundofghe European economy and on employment.
A Financial Transactions Tax would also have anachn the liquidity of instruments. The EBF
stressed that the FTT was unsuitable for achietlieggoals set in the proposal. The European
Council rejected the request to discuss the prdpasder urgency, however, it requested a
progress report on FTT implementation from the Raem Commission and ECOFIN by June
2012.

The EBF set up a Financial Sector Tax Working Grouprovide convincing arguments against
the implementation of a Financial Transaction Tax.

F) Proposed EU Directive on mortgage lending

After several years of drafting, the European Cossion published a proposal for a directive on
mortgage lending. As is the case with the Consu@redit Directive, the proposal covers the
entire lending process.

The EBF provided comments and proposals on theviollg issues: the scope of the proposed
Directive, the automatic rejection of loan applieas of customers with negative credit ratirtge
requirement to identify productkat are not unsuitable for the consuntbe (criteria for assessing
the creditworthiness of the consumand the consumer's best interestss( available terms and
conditiong, the definition of provision of advice, the premins related to banks' right to
compensation for early repayment, restrictionshendomponents of the annual percentage rate of
charge and the powers delegated to the Commis$ion European Parliament's Internal Market
Committee and the European Council supported a sumbthe EBF's proposals (the proposals
regarding the rejection of loan application, comgras of the APR and the powers delegated to the
Commission).

G) MIFID review

The European Commission published the proposedioevio MiFID in October. The EBF gave

its comments and position in December. These am under review based on a detailed
consultation-advisory plan.

H) Regulation on a SEPA migration end date, reviewf the EPC governance

The European Commission published its proposedlaggn on SEPA implementation in

December 2010. The EBF expressed its view thatsttope of application of the proposed
regulation should be made more specific and thellatign should only be applied to credit



transfers and direct debits, with a single end.datso proposed that the Commission's mandate
should be narrowed and the technical details ofpitoposal should be aligned with the current
SEPA standards.

In parallel with the publication of the proposedyukation, the European Commission's DG
Competition reviewed the EPC's operations. Cemaganisations expressed their criticism of the
EPC for not being involved in its activities. Membelso raised that the future role of the EPC
should be reviewed and its governance system igaussiaccordingly. The issue is expected to be
decided in early 2012.

1.2 EBF meetings in Budapest

The European Banking Federation traditionally haldsboard meetings in the member state
holding the EU presidency. Accordingly, the EBF Bband Executive Committee held their

meetings in April in Budapest. The meetings werairgdd for the first time by the EBF's new

President, Christian Clausen. During the informeénts accompanying the meetings, leading
officers of the European banking community couldaobinformation on the Hungarian banking

sector and on current issues affecting the sector.

In keeping with the above tradition, the Associativosted a number of other EBF committee
meetings. At these meetings, also attended byreatpresenters, participants received first-hand
information on experiences and plans of the Humagapresidency and specifics of the Hungarian
banking market.

» At the EBF Payments Systems Committeeneeting, the representative from the Ministry
for National Economy gave a presentation on EU legguns related to SEPA and the
Director of the MNB held a presentation on theadtrction of intraday settlements in
Hungary.

* At the Anti-Money Laundering and Anti-Fraud Committee meeting, a specialist from
Citibank gave a presentation on the security afl t@nsactions in Hungary.

* At the Consumer Affairs Committee meeting, a specialist from the Ministry for Nat@bn
Economy held a presentation on current EU consymatection regulations.

* At the Physical Security Working Group's meetinge thead of Crime Prevention
Department of the National Police Headquarters gabeiefing on accomplishments and
issues in the area of bank security.

* The EBF Fiscal Committeevisited Budapest in early February to exchangevsigith
representatives of the Hungarian government ortitaxaéssues affecting banks in Europe
and on the Hungarian government's plans. The digms were focused on the long-
discussed modernisation of the VAT Directive, the EBF delegates took the opportunity
to seek information on other issues, as well. TBE Helegates also touched upon the issue
of a European bank tax, pointing out that this wloult the European banking sector at a
competitive disadvantage to other sectors and to-Ehoopean banks. Regulatory
restrictions affecting the banking sector put atreerely heavy burden on the banking
sector and the changes, such as the new capitgjuacke framework, the increased
reporting requirements, new accounting standa®S @9 replaced by IFRS 9, with more
stringent valuation and impairment rules) and tAd €A in the U.S. Hence, the issue of
bank tax should be addresses in a complex way.

Following the meetings, the EBF Committees expiesbeir thanks for the organisation of both
the professional and the informal programmes.



1.3 Other relations, consultations

Strengthening international relations was a pyantthe Association's operations in 2011 as well.
As was the case in 2010, a number of issues inemtiom with the special bank required
consultations at the international level. Severatiomal banking associations as well as the
European Banking Federation solicited informationtbe proposed Early Repayment Act and
later on the final Act in the context of foreignreats of Hungarian banks turning to the European
Commission and the EBF requesting in writing that Act not be adopted and implemeritafe
received inquiries on these and other issues frgplordatic corps in Hungary (e.g., the French,
German, Korean, Polish., U.K. and U.S. embassies).

There was an important change in the European Bgnkederation's Director and Executive

Committee Chair positions. The new leaders brofwydamental changes to the procedures of the
EBF, increasing activity and giving more emphasisstrategic issues. New strategic principles
were developed and adopted for the Executive Coteendéind the Secretariat. Accordingly, the

committees supporting the EBF central organisati@ne split up into strategic and technical

advisory bodies.

Under the new setup, the EBF Communications Coremithaired by our Janos Miller) was

given a strategic role. Accordingly, it was reqeesto develop a proposal for the priorities to

support the EBF's communications strategy andahéeats of the communications.

1.4 Global and European regulation
1.4.1 EU self-regulatory initiative on transpargrend comparability of bank fees

The draft of the proposed EU self-regulation on twmparability of bank account fees,
coordinated by the (EBRY was completed. The two sponsors, the Europeann@ssion and the
EU Consumers' Organisation (BEUC) expressed segatisisms of the initial June proposal as
well as of the revised August and November versioAs a consequence, the European
Commission decided to draft a proposal for legisiat

1.4.2 Prime Collaterialised Securities (PCS)

The EBF supported the industry initiative developedooperation with EFR and AFME in 2009
to revitalise the securitisation market. The gfsihes initiative is the issue of certified assercked
securities (ABSs) that are widely accepted by itrssand can provide finance for the issuers.
PCS compliant issues would receive the PCS laloeh fan independent PCS Secretariat. The
certification would not substitute credit analyaisd pre-issue due diligence, it would be a label
telling investors that the securities are complianth agreed common principles of quality,
transparency, simplicity/standardisation and ligyid

! The EBF Secretary-General on Octobemir@te a letter to the Hungarian Prime Minister, f¢ikOrban, arguing against
the implementation of the Act. The EBF Secretaryw&al emphasised that in view of the previous letgty
measures taken by Hungary and the EU, the Act dvook promote stability or consumer protection. Téiter
described in detail the negative impacts of tteppsed early repayment scheme.

2 The European Banking Industry Committee is a complatform of European associations representiagpinking
industry



2. Domestic relations, conferences
2.1 Partnership agreements with ministries

In line with Act CXXXI of 2010 on public participan in the drafting of legislation, we initiated
the development of strategic partnership agreemeititisthe Ministry for National Economy, the
Ministry of Administration and Justice, the Minigtfor Rural Development, the Ministry for
National Development and the Ministry for NatioRasources.

In a separate letter, we requested the MinistryAdministration and Justice's Ministerial
Commissioner responsible for drafting the new C®dde, Dr Laszl6 Szekely, to involve the
Association in the review process.

We received encouraging responses from the orgamsa approached. The Association
concluded partnership agreements with the Hungdfiaancial Supervisory Authority and the
National Deposit Insurance Fund.

2.2 Liaison with fellow associations

Liaison with fellow associations has an increasetpdrtance in the current situation. The
Association regularly liaises at both the managdmed specialist levels with the Association of
Hungarian Insurance Companies, the Hungarian hgalssociation, the Hungarian Factoring
Association, the National Association of Financiahterprises, the Association of Securities
Dealers and the Hungarian Association of InsolvePi@ctitioners and Asset Controllers.
Furthermore, we engage on issues of common intageahd when necessary with the Hungarian
Chamber of Notaries and the Hungarian Chamber tffBa

2.3 Cooperation agreement with the National Polideadquarters

The Association renewed its cooperation agreemigmed in 2004 with the National Police
Headquarters. The agreement gives increased erspioaphysical security, other frauds and IT
security issues.

2.4 FATCA conference

On June 22, the Association held a conference ap@&@tion with Hungarian and foreign experts
from Deloitte on the requirements of the U.S. FgmeAccount Tax Compliance Act (FATCA).
The conference was also attended by specialista ®SZAF and the Ministry for National
Economy were also invited.

The FATCA is aimed to prevent tax avoidance by WiBizens by allowing the IRS to identify
funds held by U.S. citizens on foreign accountenidanuary 1, 2013, foreign financial service
providers failing to enter into an agreement with tRS and report U.S. source payments will be
subject to a 30% withholding tax on all paymentdena Preparations for compliance with the
FATCA will entail significant work and costs forlaton-U.S. financial institutions, including
banks in Hungary. Foreign financial institutionesl register with the IRS by June 30, 2013.

2.5 Conference on 2012 tax law changes

In keeping with the tradition of previous years, evrganised a seminar for banks' taxation officers
on major tax law changes affecting the sector,doperation with Deloitte. Participants heard



presentations on main tax changes taking effe20i® (personal income tax, corporate tax, bank
tax, VAT, duties, social security contributions)hel presenters also reviewed major accounting
changes in 2012.

2.6 Accounting conference for banks' lending andski management officers

At the end of April, the Association organised afepence in cooperation with KPMG for banks'
lending and risk management officers to help bamksterpreting borrowers' IFRS and Hungarian
financial statements. The conference was aimealtioess issues and financial transactions where
the financial report does not fully reflect thewsdtrisks involved in the various operations of the
company. Consultants experienced in internationebanting say the Hungarian Accounting Act
is in a number of points not clear enough and theddrian accounting rules do not always reflect
the underlying risks. Experience shows that baakalysts have problems in interpreting the IFRS
reports regarding certain items and in recognisireggactual contents of the relevant disclosures,
accounts and related risks. The conference wasséacon critical accounting issues related to
investment project contracts and trading houseséetions.

3. Communications
3.1 Main focuses of the Association's communicatgim 2011

Developments in 2011 required intense communicatiorork from the Association. Our
communications were focused on the situation cdedtg the adverse external and internal
conditions in the banking sector and, in this ceiytdhe high number of legislative and regulatory
changes. We had to respond to the 2011 impactseo$§pecial bank tax, the suspension of the
eviction and auctioning moratoriums and the Honmdetion Act, which was enacted in the wake
of the suspension of the moratoriums and introdaeedxchange rate cap scheme for debtors with
foreign currency denominated mortgage loans frongusti 12. Soon after this, on September 9,
the early repayment scheme was announced, folld@yehde relevant Act. These were followed by
the agreement signed between the Association amdGthvernment on December 15. In this
situation, the focuses for our communications williu changed on a daily basis. We had to
respond to the ongoing legislative and regulatdrgnges to protect the interests of the banking
sector and provide political and economic decisimakers with convincing arguments. In respect
of the customers, all this had to be communicatea istraightforward way, with professional
arguments.

3.2 Media appearances, press statistics

The Association appeared on a daily basis in Mistiedl major media channels. However, this is
not how we wish to describe the efficiency of oomenunications. In building our media relations,
being constantly available for all the leading fin@l and business journalists, providing them
with background information and setting up the Asaton's Press Club, we reached a situation
where the press conveyed our messages withoutistoytibn and with empathy for the problems,
burdens and losses sustained by the sector.

An important change in the Association's media comations was that the Association's
President, Secretary-General and Members of thedBoacharge of the various issues addressed
all key issues commensurately and with adequatgiémecy in the media.



3.3 Press Club

To ensure regular and efficient communications whité press, the Association set up a forum,
meeting normally on a monthly basis, to discusarfaial and banking issues. Participants in the
forum include leading financial journalists fronethlectronic and print media.

3.4 Customer information

With the problems arisen lately in retail bankimgvsces, the number of customer complaints and
information requests increased significantly in 20Ve had to address all individual complaints
and requests, even though remedying the complaimisoviding advice is out of the Association's

scope of competence. We answered hundreds of cest@pproaches, many in writing and many
more orally. What made the situation even moradatiff was the lack of customers' awareness of
the fact that it is PSZAF that is the organisatarthorised by law to address complaints and
consumer protection issues related to financiditutsns.

3.5 Hitelintézeti szemle (Credit Institutions Rewig

During its nearly decade of history, our HitelireézSzemle has grown into a recognised
professional scientific periodical of the financiatlustry. The thematic edition of the periodical,
addressing the theme "Risk, Uncertainty, Probabjlitvas produced with contributions by
prominent authors. The periodical's Editorial Boasas joined by three new recognised economic
scientists in 2011.

Upon the Editorial Board's decision, we identifeedange of sponsors, including universities and
doctoral schools. Through the selection of outstandnaster's essays and scientific works, this
cooperation will provide high-quality supplementangterial for future editions of the periodical.
To ensure that the publication is efficiently distited to all those interested and to reach thd rig
professional target groups and actual decision-nsakeir distribution list was reviewed and new
principles for the scope of recipients were defimedhe second half of 2011. Accordingly, the
share of the scientific community, the media, baclgd institutions and fellow organisations will
increase among the recipients of the periodicab(iph somewhat increasing the number of copies
and using the Association's inventories). The mcad is published in 1,000 copies.



ANNEX

International developments: prudential regulation,supervision

Global and European financial regulatory work inl2@vas characterised by the development of
detailed proposals to address the challenges ansie wake of the economic crisis: the work of
previous years was continued. Regulatory endeavoamtinued to be focused on strengthening
banks' capital and liquidity standards, tacklingnlba&rises and systemically important financial
institutions, the regulations on central countetiparand on OTC derivatives and the enhancement
of supervisory practices.

The Association's annual report is not the forumpiesenting all the many regulatory initiatives
and proposals in detail (this was done in the aeséx our quarterly reports). In this report wd wil
only focus on the most important ones.

I. Strengthening banks' capital and liquidity standards
I.1. Basel Committee on Banking Supervision (BCBSjine-tuning Basel Il

At the beginning of June, the Basel Committee mhigld therevised version of the Basel Il
framework. This contained minor modifications compared to ¢nginal version, published in
December 2010. The Committee reviewed and finaltbedrequirements for counterparty risk.
The review resulted in a minor modification of tBeedit Valuation Adjustment, as the impact
study completed in the first quarter of 20stfowed that the standardised method as originatly s
out in the December 2010 rules text could be unguiyitive for low-rated counterparties with
long maturity transactions. To narrow the gap betweéhe capital required for CCC-rated
counterparties under the standardised and the edganethods, the Basel Committee reduced the
weight applied to CCC-rated counterparties from 18%0%.

At the beginning of November, the Basel Committeblished its second consultation paper on
capitalisation of bank exposures to central cournparties (CCPs).The second consultation
document only contained minor changes comparedet®@ecember 2010 version. The Committee
believes that appropriate capitalisation is an tamithl measure to address systemic
interconnectedness. The proposal addresses tradswgrs to central counterparties (providing a
2% risk weight for qualifying CCPs and a general @8 weight for non-qualifying CCPs) as well
as the capital requirements for default funds.

The Basel Committee evaluated the impact of theeBzapital framework on trade finance and in
October published its solution proposals to promtide with low income countries. In
consultation with the World Bank, the World Tradeg@nisation and the International Chamber of
Commerce, the Committee adopted two technical awmnip the Basel capital adequacy
framework in relation to the treatment of tradeafine, waiving the one-year maturity floor for
certain trade finance instruments under the adwhiernal ratings-based approach (AIRB) for
credit risk, and waiving the sovereign floor fortegn trade-finance related claims on banks using
the standardised approach for credit risk.

In addition to the above adjustments, the Basel i@Gittee drafted a number of other proposals to
promote consistent implementation of the Baseirlinework At the end of December, the Basel
Committee published a consultative document capital disclosure requirementsaimed to



improve the transparency and comparability of aklsacapital base. In another consultative
document the Basel Committee addressed the applicaf own credit risk adjustmentdo
derivatives and securities financing transactions.

Updating its 2003 paper, the Basel Committee furttheveloped its sound practices for the
management and supervision of operational aisét itssupervisory guidelines for the Advanced
Measurement Approaches (AMA).

In October, the Basel Committee issued a reporitomembers' progress in adopting Basel Il,
Basel 1.5 and Basel Ill, as of end September 20he. Committee plans to provide similar status
reports on a regular basis to ensure that its alagiindards are transformed into national law or
regulation according to the internationally agrdimdeframes. The Committee has developed a
comprehensive framework to monitor members' implgateon of the Basel regulatory capital

framework. The objective is to review the consisienf members' national rules or regulations
with the international minimum standard and idgndifferences that could raise prudential or

level playing field concerns.

1.2 Amendments to the EU capital requirements regtibns (CRR/CRD4) - Single European
Rule Book

At the end of July, the European Commission publishts regulatory proposals for the
implementation of the Basel Il capital frameworkEurope. While fully respecting the Basel I
rules, the proposal is mindful of certain Europspecifics (e.g., in relation to the definition of
capital, the home/host aspect in the context aiidiidy standards, and grandfathering).

Pursuant to the European Commission's decision,ctpmtal requirements for banking and
investment activities will be regulated in the foofa Directive (CRD4 ) and a Regulation (CRR).
Licensing (minimum capital requirements), supemysmoperation and information exchange, the
framework for consolidated supervision, includirguldity oversight and the roles of auditors will
be regulated by thBirective CRD4 reinforces the powers of consolidated supers. In home-
host disputes concerning capital and liquidity fegments or liquidity subgroup, the EBA
decision will be binding.

New elements in the Directive include provisionssanctions, effective corporate governance and
provisions preventing over-reliance on externatltreatings (requiring banks to develop and use
of internal rating models). Out of the key elemeafsBasel lll, the Directive includes rules
requiring the maintenance of capital conservatioth eountercyclical capital bufférsinstitutions
failing to meet these capital buffer requiremenil$ lve subject to restrictions.

The prudential requirements of Basel Ill (excepttfose related to capital buffers) are provided
by the CRR. Providing prudential requirement in thien of a Regulation, directly applicable in
all member states, ensures a level playing fielgpt®ywenting diverging national requirements. A
Regulation also enables the EU to implement amyréuthanges more quickly (amendments can
apply virtually immediately after adoption).

3 European Banking Authority

* Institutions are required to build up, in goodésna capital conservation buffer of Common Eqliiey 1 capital
equivalent to 2.5% of their total risk weightedetsy{RWA). Countercyclical capital buffers (0-2.85%RWA) are set
by national regulators to prevent high credit gfovithe ESRB may give, by way of recommendationglance on

setting countercyclical buffer rates



Early implementation of provisions of the Regulatiowill be a national discretion At the same
time, the Commission is committed to the introductof Single European Rule BookThe CRR
removes all national options and discretions. Sepezific well-defined areas, where divergences
are driven by risk assessment considerations, markproduct specificities and member states'
legal frameworks, are exempted, allowing membetestéo adopt stricter rules. The proposal
contains three possibilities for competent authesito address macro-prudential concerns at the
national level: adjusting the capital requiremerts lending secured by immovable property,
imposing additional capital requirements to indiadlinstitutions or groups of institutions where
justified by specific circumstances under Pillaratd setting the level of the countercyclical
capital buffer.

The proposed Regulation provides a more specifimitien of capital, in accordance with Basel
[ll. It addresses securitisation and trading boolposures, sets capital requirements for
counterparty credit risk associated with OTC ddmes and introduces liquidity requirements
consistent with the relevant requirements of Basél In line with Basel Ill, there will be no
mandatory leverage ratio requirement in the iniiaig8. The CRR, disregarding the principle of
sensitivity, extends the Basel | capital floor @8until 2015. At the same time, it provides for a
better recognition of credit risk mitigation techunes. The new regulation also addresses the
powers of the European Commission and the EBA.

A public hearing on the proposed Capital Requirdm@irective and Regulation (CRD4/CRR)
was held in October. Following the public hearitige EP rapporteur published his proposals
regarding CRR and CRD4 at the end of Decemberatiary 2012, the Danish presidency issued
a compromise proposal, providing more scope foilonat options and discretions. According to
information, the Danish presidency would like tovdadhe final text adopted by the Council in the
spring and agreed on with the Parliament in June.

Preparations for the introduction of the capitajuieements in Europe include the review of the
regulation of Credit Rating Agencie@ESMA’ consultation on the endorsement regime for CRAs,
European Commission consultation on amending R&gnlal060/2009/EC on credit rating
agencies and the review of COREP

.3 Impact studies

Several impact studies (European Commission, EBA,were conducted to quantify tihmpacts

on lending and on the real economyf Basel Il and the European laws implementingTiie
results were often basically conflicting and unatdeagree even on whether or not increased
financial stability, which would increase GDP iretlong-term, overrode the economic costs ( the
increase in the costs of access to capital andding, the decline in lending activity, etc). What
seems to be certain is that the introduction afitlqy ratios will increase banks' additional fundi
requirements by an amount in the range of a bilkomos. According to an IIF research, the

® The Liquidity Coverage Ratio (LCR) shall be reporfrom 2013 and applied from 2015. The Commissieks to
reach a minimum standard on the Net Stable Fundeguirement by January 1, 2018. However, institgtiwill be
required to report their NSFRs already during theeovation period.

® The proposed non-risk based leverage ratio wiljestt to an observation period from January 1, 2@l3anuary 1,
2017. Institutions should disclose their leveragios from January 1, 2015 and the leverage ratiexpected to be
introduced as a binding requirement from 2018, thase appropriate review and calibration. During tieservation
period, credit institutions and investment firm®&wgll monitor the level and changes in the leveragie as well as
leverage risk as part of the internal capital adegassessment process (ICAAiRder Pillar 2.

" ESMA: European Securities and Markets Authority

8 Common Reporting Framework



assumption that banks can access the funding ezhdiar the additional capital and liquidity
requirements at low costs is not realistic, eitldustry critics point out that most impact stdie
fail to quantify the combined effect of the propdsetroduction of the various new rules nearly at
the same time (increased capital and liquidity nemoients, special taxes, SIFls, crisis resolution,
deposit guarantee schemes, restrictions on aesyitc.).

[.4 Industry positions

Already before the issue of the draft regulationduly, the European Banking Federation (EBF)
had made active efforts to influence rulemakingah the global and the European levels. The
EBF drew attention to the negative real economigacts of an overly restrictive prudential
regulation and pointed put certain European speiogs which ought to be taken into account with
a view to preserving competitiveness. In its highel letter to the Polish presidency, the EBF
specified some key principles that should be foddvn drafting the regulation:

« The cumulative impact of the new measures cann@rimeed

- The competitive position of the European industrgudd not be put at risk

« CRD 4 should refrain from creating new competitiNgtortions across the EU

« The new liquidity framework should be tested

« An appropriate timetable should be set for impletaton
The EBF also drew attention to the potential negatmpacts of the new regulation on trade
finance (export credit) and indirectly, on glob@de and on the global economy as a whole.

The EBF provided detailed comments and proposalsthen European Commission's July
CRD4/CRR drafts and submitted amendment propo$sis)g top ten priorities including the
recognition of minority interest, the applicatiohtbe Basel | floors, the application of liquidity
requirements at the consolidated group level, g#oegnition of central bank eligible assets in the
liquidity buffer, the operational requirements fboldings of liquid assets, the treatment of
outflows of corporate deposits, the 75% cap oromd, the treatment proposed for SME lending,
the consistent treatment of software as in oth@ésdictions and disclosure of the leverage ratio.

The EBF is firmly committed to the Single EuropeBaole Book and does not support any
endeavours to broaden the scope for national disoee and options. The EBF considers it
important for the European Union to tie the introglon of the new regulations in Europe to their
global implementation (in particular, in the UnitSthtes).

1.5 U.S. developments — EBF request for the posgoent of CRD 3 implementation

The U.S. regulatory and supervisory agencies arprimciple committed to implementing the

previous Basel decisions (capital requirementstlier trading book and securitisation) and the
Basel Ill package. However, their implementatiomasnpered by the Dodd-Frank Act prohibiting

the use of external ratings. Changing the Dodd¥raet is unlikely under the current Congress,
hence, implementation of the Basel decision is etgueto be delayed. Accordingly, the EBF
president wrote a letter to the EU Commissionetndernal Market, asking for the postponement
of the planned implementation of CRD3 (Basel Iffd)m January 2012, or European banks would
be put at a competitive disadvantage, as the nglteapital requirements for trading book and
securitisation exposures would significantly impimstitutions' market making capacity. If CRD3

is implemented, European banks will have no chbigeto cut back on their sovereign bond and
securities inventories. In his response, while aekadging the risk of regulatory arbitrage due to
the uncertainty over the implementation of the Béi$eules in the U.S., the EU Commissioner

did not see a realistic chance for postponingif@ementation of CRD3.



In November, the U.S. regulatory agencies publisbhedonsultation a proposed regulation, which
(subject to some narrow exceptions) prohibits bdrks
* engaging in short-term proprietary trading of amgusity, derivative, and certain other
financial instruments for a banking entity’s owrcent,
e owning, sponsoring, or having certain relationshipth, a hedge fund or private equity
fund.

|.6 EU proposals for the recapitalisation of banks

It can be observed that that some politicians agdlatory authorities tend to respond to the crisis
by proposing the immediate strengthening of bacégital positions even before implementation
of the Basel Ill framework. On the basis of theulssof its 2011 EU-wide stress test, the EBA
issued its first formal recommendation stating thational supervisory authorities should require
banks whose Core Tier 1 capital ratio (CT1R) fakdow the 5% threshold to promptly remedy
their capital shortfall

Following an agreement reached in the ECOFIN ino@et in response to the deepening Greek
crisis and the ensuing crisis of the euro, the EB#ued a communication on proposed EU
measures to restore confidence in the banking ise€idi@ communication addresses the issue of
meeting banks' short-term funding needs at reaseralnditions. (In developing these conditions,
the EBA will work with the European Commission, tB€B and the European Investment Bank).
Pursuant to the EBA's capital package, banks apairesl to strengthen their capital positions by
building up a temporary capital buffer against seign debt exposures. In addition, banks are
required to establish a buffer such that the Caex T capital ratio reaches 9%. Banks are
expected to build these buffers by the end of A0i&. According to EBA estimates published in
December,based on September figureshe capital shortfall in the European banking @ect
including sovereign buffer was EUR 115 billion.

In its press release on the proposed measureg Biewelcomed the EU decision towards solving
the difficulties related to sovereign debts. TheFEBmphasised that the current crisis was
predominantly a sovereign debt crisis, not a bapldirisis. The 50% nominal discount on the
Greek debt was a huge burden on banks and the eap#alisation of banks to a Core Tier 1 ratio
of 9% was another substantial demand placdahoks, which went beyond the initial plans put
forward by regulators. Accelerating the tighter uiegments may lead to banks adapting by
reducing the denominator (that is, lending capaaiégher than increasing the numerator of the
capital adequacy ratio.

Il. Regulations on strategically important financial institutions (SIFIs®, G-
SIBs™) - Bank resolution frameworks

II.1 Regulations on strategically important finanal institutions (SIFls, G-SIBs)
In July, the Basel Committee, issue@dansultative document setting out measures for glaib

systemically important banks (G-SIBs). These measures include the methodologgdgeessing
systemic importance, the additional required |dssoebency and the arrangements by which they

® Systemically Important Financial Institutions
19 Global Systemically Important Banks



will be phased in. The document, titledlbbal systemically important banks: Assessment
methodology and the additional loss absorbency irequent” will be submitted to the Financial
Stability Board (FSB), which is coordinating theeoall set of measures to reduce the moral hazard
posed by global systemically important financiatitutions.

(Also, a joint assessment of the Basel Committekthe FSB on the macroeconomic impact of
higher loss absorbency for G-SIBs was publishe®gtober)

The broad aim of the regulation of global systeithydenportant banks is to:
* reduce the probability of failure of G-SIBs by ieasing their going-concern loss
absorbency; and
* reduce the impact of failure of G-SIBs, by imprayiglobal recovery and resolution
frameworks

The Basel Committee's proposals address the fjsttive of requiringadditional going-concern
loss absorbencyor G-SIBs, thereby reducing the probability ofdee. The Committee proposes
to provide an additional loss absorbency requirdrbetween 1.0% and 2.5%, depending on the
systemic importance of the bank. A 3.5% additidoas absorbency requirement may be imposed
on banks in the highest capital requirement cate@for discourage banks from material growth).
The additional loss absorbency requirement will ibeeoduced in parallel with the capital
conservation and countercyclical buffers, i.e. s January 1, 2016 and year-end 2018,
becoming fully effective on January 1, 2019.

In the EBF's opinion, additional capital is not tight answer. A bank resolution framework may
be the best solution to prevent contagion, oné@®htain forms of systemic risk.

In October, the FSB published a consultation papesmmon reporting template for G-SIBs. The
consultation paper identifies the key informaticepg (concentration risk, market risk, funding
risk, contagion/spill-over risk and sovereign riskipd provides proposals for the types of
information to be collected.

[1.2 Bank resolution frameworks

In January, the European Commission released aultatisn paper on theechnical details of a
possible EU framework for bank recovery and resadut. The new framework aims to ensure that
authorities have the powers and tools to resolvanttial institutions in crisis, without taxpayers
bearing the burden. The ultimate goal is to enthaebanks can be resolved in a way that does not
threaten financial stability, minimises the riskscontagion and ensures the continuity of essential
financial services.

In July, the Financial Stability Board publishedamsultation document on effectivesolution of
systemically important financial institutions The document consists of five main parts:
resolution powers and tools, cross-border arrang&neplanning for resolution, removing
obstacles to resolvability and discussion notedftor hierarchy, depositor preference and
depositor protection in resolution, conditions ifaposing temporary stays).

In 2011, some other regulatory proposals were daiseeduce the frequency of bank crises and
isolate their impacts. These include restrictingikdsa own account trading and ownership

acquisition (U.S.) and ring-fencing retail bankiogerations (services to households and SMEs -
U.K.)



The EBF and thelBFed" support the creation of special resolution reginies financial
institutions,to protect society from the costs of failure andinat the effects of contagion to the
financial system as a whole.

[ll. Financial supervision - European Banking Authority

In 2011, the Basel Committee on Banking Supervisimd the Joint Foruth reviewed and
updated their previous supervisory guidelines. Adirgly, consultative documents were
published in December ocore principles for effective supervisioand onprinciples for the
supervision of financial conglomerates

In accordance with relevant decisioagiew European supervisory architecture was intoatbas
of January 2011the European Systemic Risk Council and the EuropeaBystem of Financial
Supervisorswere set u@ndthe European Banking Authority (EBA), the EuropeanSecurities
and Markets Authority (ESMA) and the European Insurance and Occupational Pensions
Authority (EIOPA), together: The European Supervisay Authorities (ESAs)created through
the transformation of the respective former coneest

In addition to its previously mentioned activitiegerations of the European Banking Authority in
2011 included the issue of guidelines on corpoggernance (GL 44), a proposal for an
additional liquidity monitoring tool and a followpureview of banks' transparency in their 2010
pillar 3 reports. The EBA also issued four new cdiasion papers, including guidelines on
remuneration data collectiq€P 46, CP 47), guidelines on the stressed W &BP48), guidelines
to the Incremental Default and Migration Risk Cleaf@P49) and draft Implementing Technical
Standards (ITS) on supervisory reporting requirgsiéor institutions

Following the adoption of CRR and CRD4, the EBAlkidve to develop a number of technical
standards. In this, the EBA counts upon the codiperaf the national authorities.

I\V. Other regulatory developments

Other regulatory developments in 2011 included Rimencial Stability Board's consultation on
shadow banking. In addition to its previously menéd activities, the Basel Committee
conducted @onsultation on banks' internal audit function

EU-level regulatory efforts included proposed ammeedts to the EU Directives on Investor
Compensation and Deposit Guarantee Schemes (thenge@ levels, the minimum funding
requirements of the schemes, payout dates, etoyvekkr, failing agreement, the proposed
amendments were not adopted.

YBFed: International Banking Federation (Foundingrmbers of the IBFed include the American Bankers
Association, the Australian Bankers Associatioe, @anadian Bankers Association, the European Bgrikederation
and the Japanese Bankers Association. Associatebaeremf the IBFed include the China Banking Asdimia the
Indian Bankers Association, the Korea FederatiorBahks, the Association of Russian Banks and thekiBg
Association of South Africa).

12 The Joint Forum is a joint committee of the BaSemmittee on Banking Supervision (BSBC), the Inational
Organization of Securities Commissions (I0SCO) gmedinternational Association of Insurance SupengglAlS)
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