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1. Executive Summary

In Q4 of 2015, no significant changes took place compared to the previous quarter in terms of global
economic processes. In fact, the strengthening of certain factors further enhanced differences
between individual regions. Global economic processes were mainly determined by low raw material
prices and an even more significant fall in oil prices compared to before; the gradual slowing of the
growth of the Chinese economy, followed by intense financial reactions; escalating geopolitical
events, which started in the Middle-East (the expansion of the Islamic State and as a result, the
migration crisis in the EU, the increasing threat of terrorism, and Russia’s entering the Syrian
conflict); as well as the USA’s stricter monetary policy. The US economy continued its stable
development, as before. EU economy continued to grow, though at a slower pace. In late 2015 it still
seemed as if Russia would be able to stop its downturn, despite the shock to its oil industry. China
continued its shift towards a new economic structure, sacrificing as much of its growth as this
needed. The monetary stimulus in Japan was not enough to push its economy towards growth due to
a lack of structural reforms, while the recession in Brazil seems unstoppable due to a lack of political
consensus.

In Q4 of 2015, low energy and raw material prices, and a favorable external financing environment
had a positive effect on the Hungarian economy’s growth, however, global effects of China’s slowing
economy, geopolitical tensions and the economic consequences of the increasing migratory pressure
were major setbacks. The strengthening of short-term business indicators and the upswing in
investments due to the drawdown of EU funds led to a slight improvement in GDP data, therefore it
can be predicted a growth of a few decimals below 3% for the whole year. On the production side,
GDP growth continued to be aided by industrial growth; on the consumption side, net export
remained the primary driving force. Household consumption also strengthened, due to improving
employment, and a significant increase in real wage. By the end of the quarter, inflation grew by
0.9% on a year-to-year basis, but once again reached into the negatives compared to previous
months. Core inflation is stable at 1.2%; therefore domestically caused deflation risks are unlikely.
Balance indicators continue to be favorable. Despite the high deficit at the end of December, it is
probable that central government deficit will be less than the planned 2.4%. Current account surplus
is lastingly high, external financing capacity remains 10% of the GDP.

In Q4, by the end of November, the balance sheet total of credit institutions increased by 2,9% in
nominal terms, and reached a little over HUF 33 trillion. (The overall impact of the exchange rate was
neutral.) Within the asset portfolio, the ratio of liquid assets continued to increase, however total
loan portfolio also started to grow: by 0.4% (HUF 63 billion) in nominal terms. Depreciation was
similar (HUF 52 million) and concerned both corporate and retail portfolio. On the liability side,
deposit balances grew by 4.2% (HUF 673 billion). This is the result of growth in the bank account and
short-term deposit portfolio of the non-financial corporate sector and individual entrepreneurs —
partly due to the drawdown dumping of EU funds at the end of the year. Retail deposits increased
moderately (by 1%, HUF 67 billion). As a result of the above effects, the net loan-to-deposit ratio of
the credit institutions sector fell to 91% by the end of November. The profit of the credit institutions
sector for October and November was HUF 82 billion before taxes, and amounted to HUF 163 billion
total in the first three quarters of 2015. Based on the cumulative data results from November, the
sector’s annualized average return on assets, before taxation (ROA) was +0.81%, and its return on
equity (ROE) was 8.4%, the same as in August.

Concerning the external legal environment, the biggest change for the banking sector was the
modification of the Quaestor Act, which was created with record speed in April, and the cut in
banking surtax.



In November 2015, The Constitutional Court has ruled that certain provisions of the “Quaestor law”
contradict the Fundamental Law, therefore it annulled them. According to the CC, vagueness over
liability, arbitrary determination of the eligible entities, and disproportionate restriction of right to
property contradict the Fundamental Law. In view of the above the Government has drafted, back in
December 2015, Act CCXIV of 2015 on certain damage compensation measures taken in order to
strengthen the stability of the capital market, the personal scope of which relates not only to the
buyers of Quaestor bonds, but also those of Hungaria bonds. For BEVA member banks and
investment service providers, the new law resolves the issues related to payment obligations in a
more advantageous way than earlier (it considers the returns paid since the beginning of 2008; in
claims exceeding HUF 3 million 11% counts as downpayment; the annual payments by BEVA
members to the Compensation Fund can be a maximum of HUF 7 billion), and makes it possible to
deduct the amounts paid to the Fund from tax payment obligations in the year of payment.

Since the European Commission’s competition department objected to the tax reduction (applicable
in connection with the increasing extension of loan), the 2016 rule for the decreasing banking surtax
was also changed at the end of 2015, The adopted amendment provides that the tax base in 2016
continue to be the adjusted balance sheet total for 2009, and the tax rate for above HUF 50 billion
decrease from 0.53% to 0.24%, rather than to 0.31%, as adopted in the summer.

In its decree of late 2015, the government greatly increased the Family Home Creation Allowance
(CSOK). In addition to considerably easing previous criteria, they are trying to incentivize families to
agree to have three children by: offering maximum HUF 10 million support, which does not have to
be repaid; a loan of HUF 10 million with a more preferable interest rate, tied to the previously
mentioned support; and VAT relief. In early 2016, banks had difficulty satisfying greatly increased
client interest. They had to admit the requests of clients and inform them professionally without
having the necessary exact detailed rules at their disposal. The Ministry for National Economy
(responsible for elaborating the legislation) is helping to prepare for the CSOK scheme by compiling a
FAQ — in response to the initiative request of the Banking Association.

In Q4, the sector and the Banking Association continued to dedicate much of their attention to the
HUF conversion of consumer loans remained in FX. Act CXLV of 2015 on the Settlement of certain
issues related to the conversion of claims arising from certain consumer loans to forint was published
on October 2" and entered into force on October 5™ Professional work concentrated on the
consultations with regard to the NBH recommendation and the FAQ (both relevant to the Act),
executing the HUF conversion according to the December 1 value date, and informing clients as
required.

The intensity of the work on personal insolvency regulation could not even be hindered by the entry
into force of Act CV of 2015 on Debt Settlement Procedure for Private Individuals on 1 September
2015. Experts of banks and the Banking Association held in-depth consultations on the content of
relevant decrees and the necessary modification of the law with the Ministry of Justice (responsible
for legislation). Its entry into force triggered increased attention from the press but public interest
was subdued, due, among other things, to the unreasonably great demand of documentation from
applicants. Q4’s other main event concerning legislation was preparing to amend the Civil Code.

Credit institutions will need to apply the provisions of the Mortgage Credit Directive (now
implemented in Hungarian law) from March of 2016, while the NBH’s Growth Supporting Program is
available to banks from the beginning of this year. Also from early on this year, a modified code of
conduct provides the principles of conduct for banks. The code does not regulate the commercial
practices of financial institutions.

In Q4, the National Bank of Hungary initiated consultations with the sector in several important
issues. Thus, it granted information on probable changes to the payment-to-income ratio (PTI), as



well as on the envisaged implementation of macroprudential capital buffers. In addition, it informed
us about the planned changes — in part, based on the indications of banks — to the Supervisory
Review and Evaluation Process and gave an account of the results of liquidity stress tests and its plan
for banking implementation of the tests. Concerning data reporting, in order to prepare for the
transition to IFRS in 2017, the NBH initiated the creation of a joint working group with the Banking
Association. The NBH also notified the relevant working group’s experts about the newest
developments in relation to MARK.

Regarding payments, handling the bulk transfer of customers between service providers with regard
to direct debit; including the forint in the Continuous Linked Settlement (CLS) system in November;
and the introduction of the new 20,000 banknote are worthy of mention.

An important development in global regulation was that the Financial Stability Board (FSB) —in
preparing for the G20 summit — published a report on the implementation and effects of regulatory
reforms. In addition to this general account, other reports were made on the reform of OTC
derivatives markets and shadow banking activities. To promote resolution (including cross-border
resolution) the FSB compiled a complete regulation package, which includes the finalized
fundamental principles of the regulations on the total loss absorbing capacity (TLAC) applicable in the
resolution of G-SIBs, and a relevant Term Sheet too. The most important documents from the
prudential regulation materials published in Q4 by the Basel Committee on Banking Supervision
were: the capital treatment for simple, transparent and comparable securitizations; revisions to the
standardized approach for credit risk; the regulatory consistency of risk-weighted assets for
counterparty credit risk; the identification and measurement of step-in risk; and documents
regarding TLAC regulation.

Last fall, in the European Union, the Commission started the implementation of Stage 1 of the “Five
Presidents’ Report” and announced that it will take concrete steps to strengthen the EMU. The 2016
work program of the Commission upholds and reaffirms the commitment to the ten political
priorities set by the Juncker-led Commission the year before. Within the framework of the Single
Supervisory Mechanism (SSM), the European Central Bank, which is the direct supervisor of the
Banking Union’s largest institutions and groups, evaluated the first year of the SSM and set the most
important priorities for 2016. It also held a public consultation on the implementation of options and
national discretions. According to the agreement made between the Council and the Parliament in
2014, the single resolution mechanism will start its activities fully in January, 2016. To prepare for
this, the Single Resolution Board published its 2016 work program in November, signed the
Intergovernmental Agreement, and worked out the system for calculating contributions to the Single
Resolution Fund. To complete the Banking Union, the Commission issued a press release on the
gradual introduction of the European Deposit Insurance Scheme (EDIS). Another important
development is that the European Council supported and complemented with further priorities the
Commission’s Action plan for realizing the Capital Markets Union, as well as that in December, the
Commission began a consultation on strengthening, and integrating the market for retail financial
services by publishing the Green Paper.



1l. Macroeconomic outlook, the banking sector’s operating criteria

In Q4 of 2015, no significant changes took place compared to the previous quarter in terms of global
economic processes. In fact, the strengthening of certain factors further enhanced the differing
trends between individual regions. Global economic processes were mainly determined by low raw
material prices; an even more significant fall in oil prices compared to before; the gradual slowing of
the growth of the Chinese economy, followed by intense financial reactions; escalating geopolitical
events, which started in the Middle-East (the expansion of the Islamic State and as a result, the
migration crisis in the EU, the increasing threat of terrorism, and Russia’s entering the Syrian
conflict); as well as the start of stricter monetary measures in the USA.

The USA’s economy continued its stable growth at the same rate as before and the EU also showed
growth, but at a slower rate. Russia, it seems is able to stop its downturn, despite the shock to its oil
industry, and China continued its shift to a new economic structure, sacrificing as much of its growth
as this needed. The monetary stimulus in Japan was not enough to push its economy towards
growth, due to a lack of structural reforms, while the recession in Brazil seems unstoppable due to a
lack of political consensus.

The USA’s economy continued to develop the same as before; its growth continues to be supported
by the favorable development of internal factors. Since the employee market continued to improve,
it, and the improving state of incomes — due to low inflation: a result of low raw material prices —
allow for domestic consumption to remain the engine of growth. Investments are low on a national
economy level; however, this is fundamentally the result of the cutbacks in the extractive industry’s
significant capacity, in reaction to low raw material prices. Leading technological industries saw a
considerable increase in investments. The Fed’s actual monetary restrictions keep the dollar lastingly
strong, which has a negative influence on the export industry. Political debates on the sustainability
and ceiling of the federal budget once again became prevalent throughout this quarter.

The European Union’s economy continues to grow slowly, however, after having resolved the Greek
debt crisis and despite the refugee crisis, there is little risk of recession processes starting anytime in
the near future. In fact, certain member states of a more significant size show quite positive growth
data (e.g. Spain). Export performance was better than expected due to the weak Euro: a result of ECB
policy. The employee market somewhat improved. Domestic demand, aided by low inflation (due to
the low prices of raw materials) and higher disposable income, was the primary engine of growth,
while investments remain frozen at a low level.

The four biggest economies of the Eurozone differ considerably. Germany’s growth is stable, driven
fundamentally by domestic demand. However, the weak Euro had a positive effect on its traditionally
strong export performance. Nevertheless, the low level of investments may cause problems medium-
term. Spain showed outstanding growth, while Italy visibly overcame its recession. France is the black
sheep here, its economy is still weak — that is why the French president is thinking about
implementing a significant fiscal stimulus. The pound, stronger than the Euro, had a negative impact
on the United Kingdom’s export performance, but other macroeconomic indicators are positive.

The Chinese economy is still on its prolonged path of adjustment. According to official statistics,
growth rate is now the smallest since 2009, but some analysts say that growth rate decreased more
than it was revealed. There are two important factors behind this. First, a large amount of capacity in
the heavy and building industries is idle; a significant part of their previous performance is now
financed by official commercial bank or shadow banking loans. Because of the excess capacity,
investment activity decreased considerably, especially on the part of foreign investors. Second, due
to moderate global demand, China’s export sector has also become weaker than before. This is
reinforced by the fact that despite Chinese efforts, the RMB remains stronger than the USD, and
therefore has grown significantly stronger than the Euro and the Yen — this gave it a disadvantage in
terms of export competition. So far, Chinese authorities tried to put a stop to these unfavorable



processes with monetary easing (decreasing the base rate and cutting bank reserve ratios), and
capital market interference, but with little success.

Russia hit the so-far bottom of its recession in Q4. This was brought about by the decrease in oil
revenues (as the country is dependent on oil and gas export) and Western sanctions, in reaction to its
role in the geopolitical crisis. To decrease the economic and financial effects of its recession, the
state is slowly consuming its liquid assets and contemplates making up for these by partly privatizing
its largest oil industry companies.

In Q4 of 2015, low energy and raw material prices, and the favorable external financing environment
had a positive effect on the Hungarian economy’s growth, however, global effects of China’s slowing
economy — the effects of which can be felt in Hungary through the Western European market -
geopolitical tensions and the economic consequences of the resulting increasing migratory pressure
were major setbacks. For Q4, the strengthening of short-term business indicators and the upswing in
investments due to the drawdown of EU funds led to a slight improvement in GDP data (which has
been decelerating in past quarters), therefore we can predict a growth of a few decimals below 3%
for the whole year.

In Q4, on the production side, GDP growth was aided by industrial growth (+9.5% in October and
November on a year to year basis), showing significant increase since last quarter (+6%). So far, here,
the Hungarian industry’s vulnerability to the German auto industry’s scandal is not visible. Production
in the construction industry fluctuated: the high growth data in October (+7.8%) was followed by
weak performance in November (0.2%). Growth is expected for December, after using EU funds.

On the consumption side, net export remains the primary driving force. Additional foreign trade in
October and November remained stable: around HUF 200 billion in current prices for each month.
The cumulative foreign trade balance exceeded last year’s by 23% in the first 11 months of the year.
In the last month of the year — as a result of the import demand of investments and the expected
growth in domestic retail sale — the surplus will probably be less, but may remain significant, when
considering the whole year.

Household consumption also strengthened, thanks to improving employment, and a significant
increase in real wage, which will probably exceed 4% during the quarter). Retail sales grew by over
4.5% in the first two months of the quarter compared to the same time last year, and a similar
increase is predicted for December.

By August, compared to this same period of last year, the number of persons employed increased by
117,000, reaching a total of nearly 4.3 million. Compared to the same time last year, this year’s
unemployment rate decreased by one percentage point, to 6.2% by the last month of autumn. This
improvement is primarily still due to increased public employment. According the MNE’s statements,
around 10% of these employees can be successfully reintegrated into the private sector later on.

By the end of the quarter, inflation grew by 0.9% on a year-to-year basis, but once again reached

into the negatives compared to previous months (data from December/November shows -0.3%, but
stagnation in November compared to October). Core inflation stayed stable at 1.2%, therefore
domestically caused deflation risks are unlikely.

The balance indicators of the Hungarian economy continued to move in a favorable direction. The
central government deficit at the end of December (HUF 1,219 billion) seems very high compared to
the annual amended legal appropriation (HUF 892 billion), however, what caused this was the
considerably late drawdown of EU funds (HUF 560 billion). The government pre-financed this amount
in order to complete the affected investments. Though it is possible that the drawdown will be less,
it is still probable that the result at the end of the year will be better than the planned 2.4%.



Significantly higher tax income from main taxes (VAT, personal income tax, corporate tax) play a
substantial role in the likely outcome of favorable indicators.

External balance also continued to improve. Current account surplus is lastingly high, external
financing capacity remains 10% of the quarter’s GDP.

In Q4, by late November, the balance sheet total of credit institutions increased considerably
compared to the shortness of the observed period (in nominal terms +2,9%, HUF 934 billion), and
reached a little over HUF 33 trillion. Meanwhile, the Hungarian Forint — compared to important
European currencies which represent a larger share of balance sheets — grew somewhat stronger,
and weakened considerably compared to the US dollar; therefore the impact of the exchange rate on
total asset portfolio is nearly neutral.

Within the asset portfolio, the ratio of liquid assets continued to increase, however total loan
portfolio also started to grow. Within liquid assets, significant structural changes took place due
primarily to the self-financing measures of the Central Bank. The amount of money on the central
bank’s account decreased quite significantly (-27%, HUF -227 billion), while the volume of long-term
government securities increased considerably (+6%, HUF 327 billion). In addition, the sum of
interbank FX deposits also grew significantly (by HUF 450 billion), most of which is probably due to
the temporary term deposit of foreign currency bought in order to convert FX loans into HUF loans.

The total gross loan portfolio increased by 0.4% (HUF 63 billion) in nominal terms. The cumulative
value of impairment improved similarly (by HUF 52 billion). The 2.2% (HUF 138 billion) increase in
loans granted to non-financial corporations and the 1.3% (HUF 78 billion) decrease in retail loans
were responsible for a significant part of the above mentioned change. The release of claims granted
to the clients concerned by institutions, which had already done the HUF conversion in November,
also played an important part in the latter. A decrease in impairment was visible in both portfolios.

On the liability side, deposit balances grew by 4.2% (HUF 673 billion). This is due to the 11% (nearly
HUF 560 billion) growth in the bank accounts, sight and short-term deposit portfolio of the non-
financial sector and the 25% increase in the deposits of entrepreneurs (HUF 52 billion) — the dumping
of EU funds drawdown at the end of the year might have played a role in this. There was also a
significant increase in the case of other financial institutions (+6%, HUF 104 billion); it was short-term
deposit portfolio that grew here as well. The temporary placement of reserves for the HUF
conversion of retail loans, which are handled by leasing companies, also played a role in this
presumably. In addition, retail deposits increased by 1% (+HUF 67 billion). Interbank liabilities also
increased considerably: while in the case of interbank deposits on the assets side it was the growth in
foreign currency placed at EMU credit institutions which caused changes, here it was forint deposits
placed at these institutions that brought it about (+23%, HUF 280 billion, 194 billion out of these is in
forint deposits). As an overall result of the above effects, the net loan-to-deposit ratio of the credit
institutions sector fell to 91% by the end of November.

In terms of profit, the credit institutions sector reported improvement in performance during
October through November (HUF 82 billion in July-August as opposed to HUF 163 billion before
taxes total in the first three quarters of 2015). Net income of fundamental business activities came in
on a pro-rata basis, the stronger performance of this period was due to profit from securities
investments, and the significantly increased reversal of impairment loss in connection with lending.



As a result of these effects, based on the cumulative data results from November, the sector’s
annualized average return on assets, before taxation (ROA) was +0.81%, and its return on equity
(ROE) was 8.4%, which is the same as in August.

lll. Corporate Lending

In the third quarter of 2015, credit institutions' outstanding loans to corporations increased by HUF
28 billion as a result of disbursements and repayments. However, in annual terms, outstanding loans
fell by 4.4 percent due to base effects. The outstanding borrowing of the SME sector continued to
expand, with the annual rate of growth of the portfolio rising to 3.5 percent. Thus, lending to the
sector is still fundamentally characterized by a dual trend depending on corporate size.

Based on banks' answers to the Lending Survey, the terms of corporate loans eased further during
the quarter, followed by a fall in financing costs both in the case of small-amount and high-amount
forint loans. Banks participating in the survey perceived an increased demand for long-term loans
and predict that it may be followed by additional easing in the next quarters.

Phase Il of the Funding for Growth Scheme and the new instruments of the Market-based Lending
Scheme

The National Bank of Hungary announced the Growth Supporting Programme (GSP) on November 3,
2015 with which it wishes to help banks return to market-based lending, while gradually phasing out
the Funding for Growth Scheme (FGS).

Signing loan and leasing contracts is possible from January 1, 2016 to December 30, 2016 as part of
the two pillars of the FGS’s third phase. In both pillars — announced as having a budget of HUF 300
billion each — similarly to the previous phase, the NBH provides refinancing with 0% interest to
institutions. The institutions can further lend this sum to enterprises with a maximum of 2.5%
interest margin, but exclusively for new investments. The maximum credit is HUF 1 billion in the first
pillar. In the second pillar, the NBH will do a cross-currency interest rate swap (CIRS) at market price,
and swap HUF for EUR with credit institutions. Credit institutions can pass on the sources they
received this way to SMEs, which possess natural FX reserves, in the form of an FX loan with a
maximum maturity of 10 years.

To decrease lending risk, the NBH introduced instruments which support banks’ transition to market
lending and have positive incentives. The interest rate swap conditional on lending activity (LIRS) has
a maturity of 3 years and will be available to credit institutions from January, 2016, while additional
preferential deposit opportunities will be available from February, 2016.

The NBH consulted with the Hungarian Banking Association while it worked out detailed
arrangements and included those recommendations of banks in the product information sheets
which were compatible with central bank aims.

The rate of utilization in Phase Il of the Funding for Growth Scheme

According to NBH statistics, the credit institutions, which participated in the second phase of the
program until December 31, 2015, reported it data on a total of HUF 1402.1 billion’s worth in
contracts. Phase Il of the NHP was utilized by HUF 227 billion more in 2015 than in the previous year.
The contract signing period of the FGS+ was also concluded at the end of 2015; the contracts’ worth
here was nearly HUF 23 billion. Since the start of the FGS, roughly 31,000 enterprises received
financing — amounting to about HUF 2126 billion — as part of the programs.

95% of the contracts signed in phase Il of the FGS (worth HUF 1402.1 billion) are new loans.



New investment loans constitute 61%, new working capital loans are 29%, while loans to pre-finance
EU subsidies amount to 10%. In Pillar II, loans taken out to redeem existing investment loans are
68%, while loans taken out to redeem existing current asset loans are 32%; nearly 81% of loans were
taken out in pillar Il to redeem HUF loans, while 19% to redeem FX loans. Within transactions created
in pillar I, new investment loans amount to HUF 24 million on average, new working capital loans to
HUF 61 million, while EU loans to HUF 31 million.

IV. Retail Lending

According to the NBH report on lending based on the latest data from September: “In the third
quarter of 2015, the outstanding loans of credit institutions to households declined by HUF 67 billion
as a result of disbursements and repayments. Outstanding forint loans decreased by HUF 45 billion,
while total foreign currency loans fell by HUF 22 billion. The annual rate of portfolio contraction was
14.6 per cent. The volume of gross new loans extended to households by the entire sector of credit
institutions totaled HUF 213 billion, representing an increase of 18 per cent in year on-year terms.
Based on banks’ responses to the Lending Survey, conditions on housing loans remained broadly
unchanged in Q3, while conditions on consumer loans were eased. Banks participating in the survey
reported primarily easing conditions related to maximum maturity. However, the banks indicated
that in the next half year no major easing of credit terms and conditions is expected, either for
housing or consumer loans. All respondents reported a pick-up in demand for housing loans, while
most banks anticipate an expansion in demand for consumer loans in the next two quarters. The APR
and the interest rate spread on new household loans declined overall both for housing loans and
consumer loans in the period under review.”

Implementing the Mortgage Credit Directive (MCD")

At the end of December 2015, the implementation of the MCD took place with the modification of
the Act on consumer loans and the Act on credit institutions and the implementing decrees to the Act
were published. These laws have to be applied by credit institutions as of March 2016.

The Ministry for National Economy, in charge of the preparation of this Act, has involved the Banking
Association in the consultations from the outset. Since this Directive is primarily of a consumer
protection nature, the consultation was characterized by fierce debates and, although we achieved
significant results during the negotiations, the application of this Act obviously makes lending by the
banks more costly and complicated. The key issues during the negotiations were as follows:

- Customer information The current legislation already poured an excessive amount of information
on customers; the new standards increased it even further. Customers must be informed in four
phases, orally and in writing, in general and tailor made to the customer. We succeeded in enabling
the bank to perform this information provision electronically for three of these four phases.

- Regulation of intermediaries The Directive provided for significantly more detailed and strict rules
for intermediaries, from which it must be highlighted that the commission is capped at 2%.

- Remuneration The Directive has strict provisions on the remuneration of bank employees who
influence loan decisions and come into direct contact with clients. During the negotiations, banks
tried to achieve that the interest of the employees in direct contact with the customers be
maintained, since they are key in sales.

- Ban on bundle The legislator will not consider it a bundle where the bank requires holding a
payment account to be used for the repayment. A requirement for a savings account is also not
subject to the ban (building savings account combined loan). It is possible to prescribe asset or life
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insurance as a condition to the loan, but, contrary to our intentions, the banks can only apply one of
those.

- Vocational training The Directive’s priority is to ensure a high standard of professional knowledge
for those engaged in mortgage lending, therefore it provides for training requirements and
participation in continuous training. During the negotiations, our efforts meant that exams will take
place less frequently.

- Early repayment The Directive enables the lender to enforce its actual costs in the event of early
repayment. On this basis, we managed to achieve a simplified regulation of fees and to delete a few
disproportionate customer discounts.

Conversion of claims arising from certain consumer loans to forint

Act CXLV of 2015 on the Settlement of certain issues related to the conversion of claims arising from
certain consumer loans to forint was published on 2 October and entered into force on 5 October In
early October, the NBH issued a draft recommendation to further detail the act’s annexes on
information, which was consulted on in three rounds with the Banking Association and the Leasing
Association. During these consultations, most interpretation uncertainties were successfully clarified.
The solutions established jointly were published by the NBH in the FAQ? published on 26 October and
in its Recommendation a day later. However, the following issues remained unsolved:

- the interpretation of the weighting of the interest rate under Section 9 of the Act,

- the uncertainty whether contracts ended by other means than termination are subject to the

Act,
- the treatment of contracts terminated due to repayment before the deadline for clients to
opt out from the provisions related to the conversion to forint,

- the treatment of loans combined with other products (such as building savings or insurance),

- and the timing of notifications required to the Central Credit Bureau.
In these issues, the NBH requested interpretation from the Ministry for National Economy. Further
uncertainties were caused by an opinion published in the FAQ, making conversion into forint by the
banks impossible, due to which the recording of the changes in the banks’ book would be possible
only after the opt-out deadline has elapsed. To clarify the above issues, we initiated a consultation
with the NBH, as a result of which the NBH deleted from the FAQ its opinion that made this
operation difficult.
The Ministry for National Economy convened a consultation to clarify the above open issues and
there was a separate consultation on issues related to the Central Credit Bureau. Finally, a uniform
interpretation was agreed in all issues and the FAQ was supplemented accordingly by the NBH.

Extending the reach of the Family Home Creation Allowance (CSOK)

Though the housing promotion allowances that came into effect in July of 2015 also brought a great
revival for housing loans, the government approved a new support package (of much bigger value
than previous ones) in its decree towards the end of the year. The amendments particularly
incentivize having three children in the family. For these families, moving into a new home will be
aided by the following:

e maximum HUF 10 million support, which does not have to be repaid;

e another HUF 10 million loan — tied to the previously mentioned support — with lower
interest;

e VAT relief.

2 Frequently asked questions and replies



In order for the support to be accessible to a wider audience, several limitations have been canceled:

. Energy-saving requirements have been removed;

° There is no longer a maximum floor space ratio for new homes;

o There is no longer a maximum price for one square meter;

° Ownership or the renting of another real estate no longer presents an obstacle, and one
does not have to terminate ownership of these when moving into the new home;

. Existing children can be considered when applying for the allowance (however, any

previous support will be deducted from the sum of the newly determined one).

The Banking Association was only informed during the last phase of the legislation process. Thus, it
was a tremendous task for banks to prepare for the new, extensive legislation (which came out at the
end of December, 2015 and entered into force on January 1, 2016) and to inform their clients — at
least provide preliminary information — professionally. The issues, recommendations that arose in
banks regarding the preparation for providing the new scheme, were compiled by the Banking
Association and sent to the Ministry for National Economy (the legislator), asking them for the
opportunity to consult. We also gave the ministry a list of questions from our member banks, which —
together with the answer provided by the ministry — will be published on the Banking Association’s
and member banks’ websites, in the form of FAQ.

Asking for a resolution on the NAMA government decree

Several of our member banks recommended that we ask an authority statement regarding the
proper interpretation of the amendment (in the fall of 2015) to the government decree, which
regulates the National Asset Management Agency (NAMA). The government decree extended the
range of real estate that the NAMA may buy to those of non-paying debtors, where the household’s
income per consumer (as an artificial unit) does not exceed 250% of the lowest old-age pension.

The following meant a problem:

e The legislator, when determining the unit for the consumer only had a traditional model of
the family in mind (mother/father/child), not counting other family members (uncle, aunt,
brother-in-law). The income of these family members or their dependent status may
influence the household’s financial status considerably.

o The legislation did not provide for how private entrepreneurs, primary producers, etc. can
authentically verify their previous month’s income (they may only be asked for the previous
year’s tax returns to NAV); and

e  How to verify that the person in question has no income.

In response to our request, the MNE sent us its resolution (our member banks also received this).
The resolution includes the following:

e |f the legislation does not mention someone in the household, then that person may
not/cannot be considered;

e Income from the previous year cannot be extended to this year (taking a one-month portion
of the previous year’s NAV-verified income); and

e  Lack of income may be proved with the relevant declaration.

V. Further important regulatory events influencing the operations of the banking sector



Developments on the regulation of personal insolvency

On 1 September 2015, Act CV of 2015 on Debt Settlement Procedure for Private Individuals entered
into force. Its entry into force triggered increased attention from the press but public interest was
subdued. It has already been demonstrated that it was premature to launch this system this early,
since at the beginning of September the website and the electronic system of the Family Protection
Service was not operable and several of the implementation measures of the law were also missing.
The following acts were published in September on the debt settlement procedure of private
individuals:

e Decree 240/2015(IX.8.) of the Government on the detailed tasks of the Family Bankruptcy
Protection Service (FBPS) and the family administrator, and Decree 235/2015 (IX.4.) of the
Government

e onthe rules related to the participation of other debtors,

e Decree 234/2015 (IX. 4.) of the Government on the professional supervision by the FBPS over
the family administrators,

e Decree 241/2015 (IX. 8.) of the Government on the determination of the acceptable housing
need and the rent or tenure fee,

e Decree 21/2015 (IX.2.) of the Minister of Justice on the rules related to the completion of the
social inquiry report on the debtor, co-debtor,

e Decree 29/2015 (X.30.) of the Minister of Justice on the rules for the cooperation between
the family administrator and the parties, and on the payment accounts of the debtor,

e Decree 274/2015 (IX. 21.) of the Government on the support to the instalments granted to
keep the housing conditions for natural persons involved in the debt settlement.

We formed an opinion on the drafts of these decrees and we were involved in personal consultations
on their content with the expert from the Ministry of Justice. Some of the implementing decrees
have not been adopted to date: the Government Decree regulating the sale of elements from the
debtor’s assets by the debtor or the family administrator is still missing. Data supply by the Central
Credit Bureau started with a temporary solution. Through the regulation of the personal insolvency,
liaison with the Ministry of Justice was continuous; we requested their opinion and consultation on
numerous issues. In the autumn months, several conferences and professional fora dealt with
personal insolvency, at which the Banking Association and the members of the personal insolvency
working group participated as presenters.

At the beginning of November, the first amendment to the Act on Personal Insolvency was adopted
to clarify the status of other debtors and made clear that, in the event of loan contracts and financial
leases for property secured by mortgage, the duration of the loan can exceed the five years debt
repayment period. This act extended the submission deadline for the application of those eligible for
the procedure under the conditions of the first period until 1 March 2016; however, it has not
extended the moratorium for enforcement. We supported this solution. This amendment makes the
submission of the application at the FBPS and at the main creditors. In addition, Act CLXVI of 2015
contained numerous important codification clarifications. In the context of this amendment, certain
implementing decrees have also been amended.

At the end of 2015, we submitted a detailed comprehensive proposal for the amendment to the Act
on Personal Insolvency to the Ministry of Justice, in view of the fact that in the first half of 2016 the
Government envisages the comprehensive amendment to the Act on Personal Insolvency. The
material sent to the Ministry of Justice included numerous proposals for the amendment to the Act
on Court Enforcement.



At the end of December 2015, we held a meeting with a large number of participants with the
Ministry of Justice and the Office