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AThe HFSA shal/l p r e p anrthee opgrada of supervised ingtitioask r e p o
financial markets and the financial intermediation system.

Article 2 (3) of Act CXXXV of 2007 on the Hungarian Financial Supervisory Authority

1. Summary

This study is the second quarteRisk Reportn 2010, prepared by the Supe&ery Authority

based on a legal obligatiomhis report is based on the 2010 Q1 data supply of the financial
institutions, the latest experiences of the supervisory aesviand the environmental
information collected from véus sources. In line with the intention, indicated in the
previous issue, this study focuses on the major changes in the risk profile outlined in the
similar prevous quarterly report, i.e. it is practically an updated version of theRiQK
Report.

According to theoverall evaluation of the Supervisory Authority, the Hungarian financial
sector is still stablafter the first quarter of 2010, and its business performance is good
compared to the circumstances of the current economic financial cris@ygiitit is not as

high as it was prior to the crisislowever, following a major declining trend of the risks of

the financial sector, which lasted for a year from March 2009, the risks are rising again. The
higher risks mainly related to environmentattéas angdto a much lower extento internal
reasons related to the operation of the sector. The largest risks still relate to the outlook of the
credit market, although the risks of the insurancesadbor are also increasing considerably.

The tendenes of theenvironmental risks of the Hungarian financial sector have varied
since the beginning of 2010n general, the trends dhe risks which started from an
extremely high level after March 2009 and fell significantly, continued also in Q1 201D, un
theywerebroken by the events of the recent past. The direct cause of the change was clearly
the increase of sovereign debt problems in Southern Europe that increased the various
tensions remaining from the global economic and financial developmeérike grevious
eighteen months and led to a considerable decline of capital markets and major economic
policy carections.

Looking forward, the future development of the international and tivgatrian environment

still tendto indicate decreasing riskisut the current situation is more contradictory, and the
conclusion is less clear than it was a few months dde various infection channels
transmiting the impacts of the negative developments referred to above and connecting
financial markets, finanal intermediary institutions and the real economy with theoretically
more or less known impact mechanisms and, due to lack of experience, unknown actual
significance, have considerable, yet practically unknown loss potential. Consequently, during
the cours of the next year, we should prepare ourselves for moderate corporate consumer and
investor caofidence strongly volatile financial markets with uncertain trends, rising costs of
financing and a basic scenario of slow, extended increase in economic gitdwtbmporary
downturns.

The quality of loans of the service providers operating on the Hungarian credit market,
measured according to payment delays, continued to deteriorate in QIU2GI1@1 2010,

loans overdue for more than 90 days gradually dmdlg increased for several quarters, but

the total overdue loans increased considerably again at the beginning of 2010, although this
increase was not as high as at the beginning of 2009. This latter increase was partly due to the
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strong appreciation ohe CHF against the HUF. This is also indicated by the fact that the
defaulted retail mortgage loans increased at a rate faster than average. Another factor to be
noted is that part of the previously-megotiated loans went into default again. The
apprecation of the CHF in Q2 2010, and especially the following major appreciation trend in
June are warning signs indicating unfavourable changes, which will take place soon in the
developed marginally improving trend. It is a reasonable threat that the numbsaib
currency loans in default will rise again in the next few months.

At the end of March 2010, 97,000 retail mortgage loan debtors had debts, overdue for more
than 90 days, and belonged to the directly threatened catdd@yenhanced debt settleme

activities of service providers operating on the credit markeglation tomortgage loans in

Q1 2010 increased the threat. In this period, the number of residential propebjiest to

execution or involved in some other debt settlement procechpeslled 38% of the total

number registered in 2009, while the number of real properties sold with the debt or directly
was 29% of the previous yearos figure. AlIIl t
quality and the intensity of risks rédal to the requirement of fair market conduct may
increase in the near future.

Despite the fall in the total assets in Q1 2010, the Hunghaaking systemstill improved

its profitability and capital positionBoth profitability and capital adequacy astill
consideable in size and satisfy the requirements of stable operation even under the conditions

of the economic and financial crisis. There have been favourable changes in several structural
indicators measuring the lofgrm vulnerability of the ha&ing system, including the
curency/loan ratio and the dwalance sheet net currency position, while other important
stability indicators, such as liquidity on the asset side and loan deposit ratio have not changed
since the end of 2009. The system hablstfund supply, the increase of the portfolio of-non
performing | oans has continued to slow down
also dropped considerably.

However, in contrast with the positive trends, some unfavourable tendenciesatsmuloe
observed in the development of banks, as risks have remained significant and high, and are
rising again in several aspects. Negative processes include primarily the polarisation of banks
based orprofitability and capital position, and a rise iretmumber and market share of
service providers with relatively low capital adequacy ratios. Another unfavourable tendency
is that the improving average profitability was the result of a relative low amount of
impairment in Q1 compared to the default dataebts, which do not seem sustainable based

on the portfolio quality trend. Following the improvement of last year, the maturity mismatch
began to deteriorate again as a result of the simultaneous shortening of the tenor of customer
deposits and wholesafends.

The most important main risks include the co
and the remaining weakness of loan collaterals and real estate and vehicle mheetsw
deterioration of the global liquidity and funding situatidine higher risk premium and the
corrections of the capital market in April and May, which will most certainly have a
consideable negative impact on the investment and trading results of the Hungarian banks,

are further risks. The extensive special tapased on banks, announced by the Government,

but not yet known in detail when this report was prepared, and the planned prohibition of
mortgage loans denominated in currenmepresent a very special group of risks. The impacts

of these st efosl am capitalls@plyb size kf D@eration and profit and loss
account, or the costs of the banking services and the quality of the existing portfolio are not
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yet known and are difficult to assess. In this respect, the main risk is that these measures wer
taken during a period when the banking systeasfacing increasing uncertainties in terms of
decreasing size ofperation and profitability. Finally, significant risks are associated with the
outlook of banks with low profitability and relatively unfawable capital positions.

The main risk ofcooperative credit institutions remains profitability, the falling trend of

which seems durable and the level of which is relatively low. In the near future, profits may
primarily be cut by the higher costs ofedit risks. The quality of the corporate credit
portfolio continues to deteriorate, which is worrying because the majority of the dynamically
increasing new loans are made to this sedtbthin the framework ofmanagement of loans

in default, the coopernaesreferthe largest number of residential properties to execution and
other debt settlement procedures, which leads to consumer protection issues and may also
lead to the settlement of an increasing number of loans with a loss given the current
weaknesss of the real estate market.

Thefinancial enterprise subsector was most heavily hit by the crisis, and has remained the
most threatened stdector of the Hungarian financial system in terms of stability and
budness outlookThe service providers of i category (moneijenders, leasing providers,
factaing houses, pawhrokers etc.) still have heavy losses and have lost nearlfittheof

their total assets in one year. This extremely unfavourable tendency is the result of the weaker
demand and dynam deterioration of portfolio quality triggered by the weaknesses of the
typical target markets, and the simultaneously applied more stringent financing conditions.
The aggregate profitability of the siglector continued to decrease in Q1 2010. In the near
future, a large number of service providers may terminate their operation. In view of the
number of financing enterprises and losaking operation of the majority of the service
providers of this category, the envisaged special tax represents an gslagelrisk.

Theinsurance companiesstill have significant demand riskalthough in Q1 2010, demand

for investment products grew, the subsequent capital market correction created a threat of
return of the previous negative demand trend. This timeraldionally high profitability is

threatened by several factors with a potentially large effect, including the approximately HUF

30 billion claims caused by the storm and flood damages in May and June, the estimated
detrioration in investment result®lfowing the capital market correction in May, the impact

of the significant average ©price drop of M
special tax plan, the details of which are still unknown. In addition, the recently founded new
insurance comanies with a small market share and operating loss is still unfavourable, as the
majority of them generated lower and lower profits in the previous quarters.

The investment companiescontinued their operation with high profitability and capital
adcequacy n Q1 2010, and the profit of investment services made considerable contribution to
the banksd prof it srelatedidirvesimens dervicesqves a fgergod af one i s k
year emains the doubt of sustainability of the upturn of the capital magkpgrienced from

Q2 2009 to Q1 2010, and the positive trading results and revaluation differences triggered by
it. Investment service providers are expected to compete with each other intensively for
maintaining the volume of transactions and portfolieghich may also lead to lower
profitability in the sectof. The estimated increase in the intensity of competition may also
have an impact on the risks related to the requirement of fair market practices.

! The capital market actors may seek alternative solutions for maintaining their profitability, such as online
trading, and extension of the agent network.



The risks identified in théund manager subsectorare moderateThe size of operation and
profitability of the service providers of this sector in 2009 were strongly supported by the
favourable capital market environment, experienced in the previous year. With this
background, the service providers dueir fees significantly, which made the products
managed by funds increasingly competitive with bank deposits. Despite this, the average
return on capital mproved and the number and weight of losaking fund managers
dropped, which indicated successtaist savings. Although there is high probability that the
capital market trend of 2010 will be less strong, the business outlook of fund managers still
seems favourable in view of the high profitability and increased competitiveness.

Since the previouRisk Reporthe risk profile offunds has not changed in several aspects.
The threat on the yield performance of private pension funds, which has not been satisfactory
for a long time, still remains the most important risk. For the purpose of making inméstme
risks transparent, we proposeregulating the investment limit rules of the optional portfolios

as soon as possible. In this context, we consider it practical defining a more conservative
minimum share ratio than contained in the original limit refiute. Although the favourable
capital market trend of the year starting in March 2009 may make the application of, or
requirement for, an aggressive investment policy with a high share ratio attractive in order to
correct the large loss of assets in 2068ur opinion such a strategy is still risky in view of

the considerable market volatility, the threat of large periodic corrections and the
asymmetically closed nature of private funds. On the other hand, we no longer deem justified
the appication ofthe currency coordination rule, which will take effect in October 2010,
considering the concentration risks of fund investments and the current situation of the
government secities market.

In our opinion, the processes of Q1 2010 are of outstandingriamoe as the favourable
trend of pension fund yields, observed in the previous year, continued. The average vyield
performance of both private and voluntary pension funds was outstandingly high in a historic
comparison. However, when this performance gessed, we must also take into account the
estimated negative impact of the capital market correction, which began in May and may
destroy even the majority of the growth of assets funded from the yield of Q1. The private
pension fund sector continued itsdsmaking operation, and the return of individuals into the
social security system at the end of last year further curtailed its revenues. In this context, the
coverage of private fund costs seems a considerable risk because the level of capitakreserve i
low and the efficiency increasing potential on the expenditure side is unknown for the time
being. We consider it a symptom of increasing cost coverage problems that competition for
the acquisition of members has become more fierce, and mergers hawestbrecently.

On top of the above, it is a fundamental inadequacy of private funds in the-tenger
outlook that the regulations and the required institutional framework applicable to the services
of such funds, launched in 2013 according to law hmteyetbeendeveloped and are not in
place. In this report, we only refer to this problem, because the elaboration of the relevant
regulations and framework exceeds the time horizon or scope of this Risk Report.

The gradually decreasing membership cbwition revenues of voluntary pension funds,
which has a negative impact on the coverage of operation, is an increasingly important risk.
On the other hand, the degree of capital withdrawal within the accumulation period and in
relation to services has caderably decreased, which shows the return of stronger confidence
in the future yield performance of the funds.



The delay in the credit of membership contributions on individual accounts is still a problem
of private funds, and the more intensive compmtitto acquire members, as well as the

increase in the number of members transferred between funds also have significant consumer
protection type risks.



2. Developments in the eonomic and financial environment

The overall picture of development of theveonmental risks of the Hungarian financial
sector has beea mixed onesince the beginning of 201t general, the trends of such risks,
which started from an extremely high level after March 2009 and fell significantly, continued
also in Q1 2010, urtitheywerebroken by the events of the recent past. The direct cause of
the change was clearly the increase of sovereign debt problems in Southern Europe that
increased the various tensions remaining from the global economic and financial
developments othe pevious eighteen months, and led to a considerable decline of capital
markets and major enomic policy corrections.

Looking forward, the future development of the international and the Hungarian environment
still tends to indicate decreasing risksit the current situation is more contradictory, and the
conclusion is less clear than it was a few months dde various infection channels
transmiting the impacts of the negative developments referred to above and connecting
financial markets, finanal intermediary institutions and the real economy with theoretically
more or less known impact mechanisms and, due to lack of experience, unknown actual
significance, have considerable, yet practically unknown loss potential. Consequently, during
the cours of the next year, we should prepare ourselves for moderate corporate consumer and
investor cafidence strongly volatile financial markets with uncertain trends, rising costs of
financing and a basic scenario of slow, extended increase in economic giitwtbmporary
downturns.
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International prosperity

The global upturn has continued to improve since the beginning of 2010. Among the
advanced economies, in Q1 North Ameritdaen Japan and Europe have all returned to
annual economic growth with growth ratehatbecame positive also on a quarterly basis, and
significantly positive in the United States and Japdre North American economy showed
signs of a dynamic upturn based on internal demand, relying on higher consumer demand and
stock accumution, while in Japan mainly the net export figure was strongnpaced to this,

the economy of th&uro Zone showed significantly more modest, practically marginal upturn
with a major rise in stock accumulation and decrease in domestic émahd.

Basal on the above factors, for the time being the European upturn is much weaker than
observed in the United States which has reached a more mature phase of its upturn economic
cycle, or in the extremely rapidly growing Japanese economy, which relies on Asian
develgping economies that show signs béing overheated.This is consistent with the
International Monetary Fund (IMF) 2010 April forecast, according to which the economy of
the Euro Zone may grow by approximately 1% this year, alongs&tl&% expansiowf the
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world economy. The relative underperformance of the European economy is mainly related to
the former overvaluation of the EUR, which has decreased significantly in the recent months
in the form of some robust devaluation of the EUR against the UBIB latter development

may signifcantly contribute to the relative growth performance of the European economy in
the near future. According to such a fundamentally optimistic scenario, the stable and fast
expansion of developing economies, which wi#l tlose to a twaligit percentage growth
figure in the largest Asian developing economies, may be accordggneegradual upturn of

the alvanced economies and, within the latter category, a slightly faster growth of the
European economy.

Global macroecoromic equilibrium

However, under the current circumstances, the scenario outlined above does not seem to be
the most probable optio@n the one hand, the correction of the budget deficits and national
debt ratios, which increased during the crisis ofiéisé two years, and have practically begun
everywhere this year, will significantly slow down the growth of European and generally, the
advanced economies both in 2010 and the subsequent years. On the other hand, the improving
trend of the economic upturis strongly and negatively affected by the considerable
correction of the financial markets, which took place in the recent months.
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The Government and central bank efforts taken in 2008 and 2009 for the direct elimination of
the crisis resulted ithe knowingly slack fiscal and monetary poli@®y 2009, the budget
deficit exceeded 10% of the total income in the United States and in the United Kingdom and
6% of the total income in the Euro Zone, and the debt ratios also increased considerably. At
the same time, partly as a result of the generally expansive central bank policy, and partly
because of the financial support of the national banking systemsinterest rates and
extreme liquidity abundance developed on the financial markets. Natursllheacrisis
dampens and boom picks up, both types of imbalance need to be corrected. Some prudent
stringency of the monetary policy could already be observed in the initial phase of the upturn
in the form of the gradual reduction of the central bank mreasapplied during the crisis and

the withdrawal of part of the funds pumped into the banking system.

The events of the recent months indicate that especially in Europe fiscal adjustment will be in
the focus of attention in the near future and less snog will be applied in monetary
condtions. This shift in stress occurred in relation to the fierce debt problems of stady
southern European Member States of the Euro Zone, primarily Greece, the market
congquences of which significantly exceedée ttonditions of the bond market and also had

a major impact on the European government and central bank policy. The change includes the
establishment of an EUR 500 billion stability fur(dupplemented by the IMF with
approximately 50% of the total amourftthe Fund)o support, undevery strict conditions,
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soveeign issuers of the Eu@one that face debt service problems, and the acceleration of the
budget stabilisation programmes of the European national governments. Such appreciation of
the urgent fisal stabilisation is extremely important in terms of the outlook of the Hungarian
economy. The stabilisation efforts slowing down the European upturn obviously hold back
external demand for Hungarian products and services and we need to expect inaseading f
restrictions applied by the European authorities also towards theumonzone countries
through the convergence programmes and the conditions of the financial support related to
them.

In response to the unfavourable impacts of the capital masketction, which took place in

the recent months, in Europe the higher intensity and seemingly faster monetary restrictions
were extended to a certain exteint.May, the European Central Bank (ECB) decided to re
activate longeterm refinancing transactis, to reopen currency swaps and to make
intervention purchases on the debt market in order to protect the money and bond markets.
Apart from the momentary status of the financial markets, these measures may also be
triggered by the unfavourable impacttbé capital market correction on the upturn of the real
economy. In the course of the following year, the stronger budget stabilisation efforts may
lead to further similar consequences in terms of the monetary policy, which may also strongly
ease thempacts of the stabilisation programmes on real economy.

Deficit and debt of EU general governments General government debt ratios of selected EU member
{as % of GDP) states, as % of GDP at end-2009

75 10 Romania

73 Fa g Czech Republic _ .. s

- Debt 4 . Slovakia Source: Eurostot
/ Poland

69 = Deficit /7 7 ¥ Spain

67 7 7 6 Ireland

65 5 Germany

63 /S a Portugal

51 — 4.// 3 France -

e Hungary |

59 <, Forostot 2 Belgium

57 —— / Source: Evrostot 1 Greece T

55 0 Italy

2006 2007 2008 2009 0 50 100 150

Although the European processes outlined herein are special in several aspects, similar
eaonomic policy trends and macro economic developments may also be expected ghobally.
the one hand, théstal stabilisation efforts may intensify within a relatively short term also in
the North American economy, which is currently in the period of dynamic upturn operating
under slightly restrictive central bank and fiscal policy conditions. With the culaege
budget deficit, the debt ratio could reach a dangerously high level within a few years. The
Japanese economy also faces a similar national debt problem, in relation to which relatively
urgent intervention may be required. On the other hand, monegstryctions may also be
projected in the large Asian developing economies that show sitpesngfoverheated, partly

as a result of the appreciation of the national currencies which will have a balancing impact
on the global upturn.

Main market trends

As it is known, there has been more or less undisturbed major growth on the global capital
markets over the year since March 2009. However, since March 2010, the risk, projected by a
considerable part of the international financial community with referéacthe remaining
considerable macro economic and financial balance problems and the instruments that
preceded the development of fundamental factbes become a real riskhe negative turn,

which began in April and became acute in May, was the diestiit of the sovereign debt
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problem, referred to above, and developed through an increase in risk premium and market
volatility and a significant drop in risk appetite. The global stock market dropped by relatively
consistently, by 1A7% by the beginningf June, the premium charged on lontEm
financing increased, the debt market liquidity fell and the money market conditions, which
were favourable since the end of a previous acute phase of the crisis one yesls@go
became more stringent. Howevéng central bank measures introduced in the meantime,
including also the ECB measures, managed to mitigate significantly these unfavourable
market syrptoms.

Despite the negative connotations of these processes, for the time being there is no proof that
the break in the rising market trend would necessarily, or highly prglrahlk the start of a
durable downturn on the market and in demamdiew of the degree of the piieus fallback

and its sweeping dynamism, there was definitely a need for correbtio if greaterbalance
develops between the financial markets and fundamental factors again, then soon more stable
and improving market connections can develop on the stronger mammon@c trends.
Contrary to this scenario, at this moment the markiged fall, triggering the second leg of a
cyclical phenomenon with severe impacts on the system of the financialtioes and the

real economy through various infection channels, described-abayped ecession by the
professional economic analysteems a less likely option. In this context, the main issue may

be to what extent the national and international authorities can neutralise the infection
channels between markets, the real economy and the financial institutionscerate the

trust of bugesses, consumers and investors with their measures.

Difference between 3-month LIBOR and centralbank Major Stock Indices
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A slow and favourable change is in progress in the advanced economies with regard to the
real estate market, which is especially important for credit market institutisikwing the

steep fdlof the residential property market in the North American economy, which lasted for
several years, the trend stabilised in 2009 began to slightly pick up. The Europaamn\eo

behind in its own business cycle in this respect, too, but stabilisatioalreasly acurred
considering also the Euro Zone average. However, this average involves significantly
different national processes, because in certain parts of Europe the residential property market
is still weakening, while in other national economiesr¢his a considerable upturn. On the
other hand, the overall picture thfe commercial real estate market is still very negative. This
phenomenon relates, among others, to the nature of the corporate restructuring, which
significantly exceeds the acutegse of the crisis.

Situation in the international financial sector
The general situation and the trenodf development infinancial service providers has
changed relatively little by the end of Q1 2010 compared to what was described in the

previousRisk Report.In terms of business volumes, the situation varies, yet it tends to be
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improving. Follawing the previous deceleration and decline, by the beginning of 2010 the
volume of customer loans in the large banks of the developed economies mainly stabilised
and some increase was recorded in certain areas, such as European household loans. The
capital market issuing activities picked up widely, although this upturn seems an initial
development. Demand fonsurance is still low, primarily in terms of lifesarance products,

the former capital extraction from various institutional investment funds stopped and in some
areas major capital influx can be observed, such as, for example, in funds investing into
developing countries.

The situation improved similarifor business profitability. The large banks and insurance
companies increased their profits, mainly because of the extremely favourable investment
results and internal cost savings, while in banks the same factors were the wider interest
margin related o lower cost of funds and favourable trading results. In 2009, the credit risk
costs of banks increased significantly, but the improvement of the items indicated above
offset this increase extensively. The capitalisation of banks and insurance companies
improved partly as a result of the large government capital support related to the crisis and the
active issue actities on the market, and partly, primarily in banks as a result of the lower risk
exposures and capital requirements. As capital markets dpicge the investment funds
earned considerable positive yields, in relation to which their capital flow balance also
improved gradually.

Average return on equity (ROE) and return on risk- Average capital adequacy ratios of global large and
weighted assets (RORWA) of global large and complex complex banking groups (%)
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However, the above facts do not include the direct impagi®tential further consequences

of the market cormion in May 2010The risks in this context are rather significant. Among

the threatening direct impacts, the estimated deterioration of investment results should be
highlighted both for banks and insurance companies, which, mainly for banks, may &ad to
lower commission base through the rising costs of funds and an unknown degree of decrease

of the capital mar ket i ssue activities. The
negative impacts, especially compared to the favourable performa2€®®@f According to
the most probable scenari o, the banks6é credi

drop somewhat in 2010, but the current impairment burden will remain high both this year
and the subsequent year. In addition, one of peeiic risks of insurance companies is the

still low interest rates of insurance products with guaranteed yields. Finally, the market
correction has a clearly negative impact on institutional investors before they could have the
chance to strengthen th@iosition after the previous major decline.

Position and outlook of the Hungarian economy
The performance of the Hungarian economy has continued to improve since the beginning of
2010, but, following a dynamically improving trend of a year, its assessimderms of

market risks has slightly deteriorated again since March. The improvement of the macro
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eonomic performance could be observed both in terms of an upturn and balance, while the
latest deterioration of the market judgement was partly relatine tmore severe international
sovereign debt position and partly to the uncertainties of the economic policy that followed
the change of government in Hungary.

Regarding the details, in total definite improvement occurred in terms of economic prosperity,
but it was uneven within the structure of the economy. According to the modified figures, the
guarterly increase of the gross domestic product (GDP) reached a positive figure already in
the last quarter of 2009, followed by a major 0.9% growth in Q1 ZD1i8. strong tendency

was clearly related to the manufacturing sector, and in terms of demand, it was based on a
major increase in exports. On the other hand, domestic demand continues to be weak and
consumption and capital expenditure began to stabili$es developed despite the major
increase in the net real wages since the beginning of the year. Obviously, it had a clearly
positive mpact on retail trade, but its influence was reduced by the continued fall of the
number of enployees.

The biggest wealgss of the upturn is the increase in the unemployment ratio. This trend is
the result of the continued correction efforts of the-fioancial corporate sector, the period

of which generally exceeds the acute phase of the cyclical crises and reflecisensanings

in financial and real resource3he continued decrease of employment strongly limits
consumer trust, which is reflected, among others, in the continued weakness of residential
property market, and the increasing decline of the vehicle markét. process is also
accompnied by a further rise in the corporate bankruptcy wave. These negative tendencies
will only turn around in a later, clearly rising phase of the upturn.

S-year CDS spreadsin Central and Eastern Europe (bps) GDP, household consumption and fixed investment
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Parallel with the improvement in prosperity, the balance of tbeaauoy has also picked up.

This was primarily reflected in the external income sufficit and strengthening of the national
economy.The foreign trade sufficit continued to grow in Q1 2010, with higher official
currency reserves and slight improvement in tleé financing capacity of the budget. On the
other hand, even despite the weak internal demand inflation did not fall, mainly because of the
considerable effect of the rising global energy prices on Hungarian prices. The unbroken
stable position and favoable business performance of the Hungarian financial sector and the
fact that in the recent month, the majority of the state support (loan and capital) injected into
the banking system in the previous months has also been repaid should also be mentioned
among the positive factors of the balanced performance.

The external assessment of the Hungarian economic performance and stability improved
significantly over a year prior to March. However, among the conditions of the recent
deteriogtion of the global 8k environment investors focused their attention again on the key
vulnerability factors of the Hungarian economy, i.e. the high national and foreign debt and the
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high ratio of currency loans in the banking secfs.a consequence of this, the Hungarian

sovereign risk premium has slightly increased again, although this increase was significantly
lower than applied to numerous other European countries. The uncertainties of the economic

policy that followed the parliamentary elections,
misunderstoodstatementiegatively affected the assessment of Hungarian sovereign risks.
After all, the market pasvely accepted the correction of these statements and the
strong
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Looking forward, the upturn of the Hungarian economy is expected to conkioweever,
this process will most probably be held bdwmk the increasing European fiscal stringency,

mo d

which will weaken external demand, the repeatedly rising cost of funds, and the impacts of
the latest restrictive measures approved for the correction of the Hungarian budget situation.

Among the latter onesa great deal of uncertainty relates to the impact of the temporary

barking tax announced by the Government, partly because of the significant projected
revenue figures associated with it, and partly because of the lack of clarity of the details of the
newtax at the time of preparation of this report. On the other hand, the central bank policy

can only povide moderate support to the economic upturn, because following the long and
significant interest cut series of the previous year, the loosening poteasabropped
considerably. As an overall outlook, slow extended growth with considerable downward risk

may be projected as the most probable scenario.
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3. Situation and risks inthe financial intermediary system
3.1. Nonperformance byloan portfolios
Summary

The quality of loans of the service providers operating on the Hungarian credit market,
measured according to payment delays, continued to deteriorate in QIU2@1@1 2010,

loans overdue for more than 90 days gradually and slowly increassevienal quarters, but

the total overdue loans increased considerably again at the beginning of 2010, although this
increase was not as high as at the beginning of 2009. This latter increase was partly due to the
strong appreciation of the CHF against theF This is also indicated by the fact that the
defaulted retail mortgage loans increased at a rate faster than average. Another factor to be
noted is that part of the previously-megotiated loans went into default again. The
appreciation of the CHF in 22010, and especially the following major appreciation trend in
June, are warning signs indicating unfavourable changes, which will take place soon in the
developed marginally improving trend. It is a reasonable threat that the number of retail
currency bans in default will rise again in the next few months.

At the end of March 2010, 97,000 retail mortgage loan debtors had debts, overdue for more
than 90 days, and belonged to the directly threatened category. The enhanced debt settlement
activities of sevice providers operating on the credit market in relation to mortgage loans in
Q1 2010 has increased the threat. In this period, the number of residential properties subject to
execution or involved in some other debt settlement procedures equalledf 38&btotal

number registered in 2009, while the number of real properties sold with the debt or directly
was 29% of the previous yearos figure. Al
guality and the intensity of risks related to theuiegment of fair market conduct may
increase in the near future.

Detailed data

Defaulted loans

End of the period Dec 2008 June 2009 Sept 2009 Dec 2009 March 2010
Bn HUF % Bn HUF % Bn HUF % Bn HUF % Bn HUF %
Total loans 30015 12,3%| 4136,3] 168%| ao72s|  16,7%| a1s20|  17,3%| 45142  191%
- Retail loans 1473,7|  16.8%| 207L7] 23.5%| 20605  23.4%| 21462  24a%| 23341  28.0%
+mortgage loans 765,3 12,5%| 11931 19,3%| 11737 18,8%| 12822 20,0%| 14088 21,8%
+ other retail loans 708,3 26,6% 878,6 33,6% 884,58 34,4% 264.0 34,6% 925,3 36,9%
- Other loans 16179 9,9% 2064,6 13,1% 2012,0 12,9% 2005,8 13,3% 2 180,1 14,8%

Source: HFSA

At the end of March 2010, within the total loan portfolio of all credit service providers, i.e.
banks, branches of foreign banks, credit cooperatives and financial esgerfimcluding also

lease agreements) HUF 4,514 billion receivables, i.e. 19.1% of the portfolio was in default.
The default portfolio increased by 8.7% in Q1 2010, which began to rise again after the
decrease observed in H2 2008. The default ratio isehigflan average among the retail
mortgage loans, which increased also above average, at 9.9% in Q1 2010. In this category, the
increase of default loans grew rapidly also in 2009, but at the end of 2010 the tendency began
to accelerate again after the poais six months.
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Number of defaulted contracts

End of the period Dec 2008 June 2009 Sept 2009 Dec 2009 March 2010
'000 % '000 % 000 % ‘000 % '000 %
Total loans 3018,2| 31,1%| 34156 36,0%| 34453 36,3%| 36215 38,5%| 3651,8 38,8%
- Retail loans 2799,5 31,0%| 317L7 35,8%| 31793 36,0%| 3337.0 38,3%| 33876 38,6%
+mortgage loans 189,8 15,1% 256,5 13,9% 2248 17,6% 246,1 19,2% 258,3 20,3%
+other retail loans 2609,8 33,5% 29151 38.5% 2954,7 39,1% 31110 41,6%| 31293 41,7%
- Other loans 218,6 33,1% 243,9 38.4% 263,7 40,9% 2644 40,8% 264,2 41,6%

Source: HFSA

It needs to be noted that the ratios and trends are significantly different based on the number
of default loansAt the end of March 2010, 38.8% of the total loan agreements involved some
sort of payment delay, in a much higher ratian reflected in the portfolio figures. The
default portfolio contains a lot of much smaller than average retail consumption type and
personal, card and cash loans. Another important factor is that according to the number of
contracts, the default ratgrew only slightly and slowly in Q1 2010, but the average default
loan amount rose considerably. The increase of average default amount under one loan
agreement is partly related to a higher ratio of relatively larger retail mortgage loans and
partly to the aggregation of the default interest of the regularlypeniorming contracts.

Value of loans in default for over 90 da

End of the period Dec 2008 June 2009 Sept 2009 Dec 2009 March 2010

Bln HUF % Bln HUF % Bln HUF % Bln HUF % Bln HUF %
Total loans 967,3 3,0%| 1562,4 6,3%| 1734,6 7.1%| 18746 7,8%| 1972,0 8,3%
- Retail loans 420,2) 4,8% 695,6 7.9% 79L,0 9,0% 829,0 9,3% 907,8 10,1%
+ mortgage loans 180,86 3,0% 340,6 5,5% 399,5 6,4% 419,1 6,5% 4578 7.3%
+ other retail loans 239,86 9,0% 355,0 13,6% 3915 15,2% 409,9 16,4% 439.9 17,5%
- Other loans 547,2] 3,4% 866,9 5,5% 943,7 6,1% 1045,6 6,9% 1064,2 7.2%

Source: HFSA

The loan portfolio overdue for more than 90 days, classified agp@darming receivables,
increased by half a percentage point and reached 8.3% in Q1 2010, refleetincarodl
gradually decreasing aggregation considering the previous three qu@hisrgleceleration
occurred primarily among the other loans, which contain also corporate loans, loans extended
abroad and intebank loans, but there was an accelerated aimeng the retail mortgage
loans. The ratio of neperforming receivables is still especially high among the primarily
consumption type retail loans, which are not secured against mortgage.

Number of contracts in default for over 90 days

End of the period Dec 2008 June 2009 Sept 2009 Dec 2009 March 2010
'000 % '000 % '000 % '000 % '000 %
Total loans 1709,8| 17,6%| 1939,7| 204%| 20637 21,8%| 21835 23,2%| 21541 22,9%
- Retail loans 1590,4 17.6%| 1804,5 20,4%| 19054 21,6%| 202L7 23,1%| 20014 22,8%
+mortgage loans 67,3 5,3% 87,0 6,7% 91,1 7.1% 91,6 7.1% 97,1 7,6%
+ other retail loans 15230 19,6% 17175 22,7% 1814,3 24,0% 1930,1 25,8% 1904,3 25,4%
- Dther loans 119,5 18,1% 135,2] 21,3% 138,3 24.3% 161,7 24.9% 132,7 24,1%

Source: HFSA

The correlation between the portfolio and the number of cdsetrdescribed above also
applied to default receivables overdue for more than 90 ddnes.debt under one contract
significantly increased also in this category. The number ofpsoforming contracts thus
slightly decreased in Q1 2010, although the rataktgage loans are exceptions from this
tendency, where the number of such contracts is still rising. At the end of March 2010, in total
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97,000 retail mortgage loan debtors fell into the especially risky, severe default category. The
number of contracts ithis category has increased by 5,300 since the beginning of the year.

Value of renegotiated loans

End of the period Dec 2008 June 2009 Sept 2009 Dec 2009 March 2010
Mn HUF % Mn HUF % Mn HUF % Mn HUF % Mn HUF %
Total loans 181,5 0,7% 274,2 1,1% 408,2, 1,7% 680,3 2,8% 676,9 2,9%
- Retail loans 36,2 0,4% 124,7) 1,4% 1339.0 2,3% 323,9 3,6% 350,1 3,9%
+ mortgage loans 20,7 0,3% 87,6 1,4% 151,1 2,4% 261,2] 4,1% 2574 4,0%
+ other retail loans 15,5 0,6% 37,1 1,4% 47,8 1,9% 62,6 2,5% 92,7 3.7%
- Other loans 145,3 0,9% 143,5 0,9% 209,2] 1,3% 356,4 2,4% 326,8 2,2%

Source: HFSA

The credit service providers actively-megotiated their neperforming loans also in Q1
2010.The number of réegotiated loan agreements increased from 95,000 to 131,000, within
which the number of restructured retail mortgage loans grew from 25,000 to 29,000 during
the quarter. However, the portfolio of-megotiated loans did not increase, and in fact, it
clearly shrank in retail mortgage loans and other loans. Among othergdluates that parts

of the previously rescheduled loans in this category went into default again during the quarter,
and were added to the default portfolio again in the statistics of the period published in this
report. On the other hand, there wasgmificant rise in the ranegotiated portfolio of retail

loans not secured against the mortgage.

Value of loans in default for over 90 days

Banks Cooperatives Financial enterprises Total
BinhuF | % BinHUF | % BinHUF | % BinbuF | %
December 2008
Total loans 630,8 2,9% 81,7 11,2% 254,9 9,6% 967,3 3,9%
- Retail loans 236,1 3,3% 33,4 9,5% 10,7 11,6% 420,2 4,8%
+mortgage loans 131,2 2,3% 16,5 7.8% 32,9 17,9% 180,6 3,0%
+ other retail loans 105,0 7.5% 16,8 12,2% 117.8 10,5% 2396 9,0%
- Other loans 394,7 2,7% 48,3 12,7% 104,2 7.7% 5472 3,4%
+ SME-loans 218,86 5,6% 43,2 12,6% n.a. n.a. n.a. n.a.
+ather non retail loans 176,0 1,6% 5.1 13,4% n.a. n.a. n.a. n.a.
December 2009
Total loans 1275,3 6,2% 116,2 14,9% 483,1 18,8% 18746 7.8%
- Retail loans 522,6 7.2% 50,4 14,5% 255,9 139,9% 829,0 9,3%
+mortgage loans 325,9 5,5% 26,2 12,1% 67,1 24,0% 419,1 6,5%
+ other retail loans 196,7 14,5% 24,3 18,3% 188,8 18,7% 409,9 16,4%
- Other loans 752,7 5,6% 65,8 15,2% 2271 17,8% 1045,6 6,9%
+SME-loans 3971 10,3% 60,4 15,3% n.a. n.a. n.a. n.a.
+ other non retail loans 335,68 3,7% 5,4 14,3% n.a. n.a. n.a. n.a.
March 2010
Total loans 1347,8 65,6% 126,9 16,0% 497,3 20,1%  1972,0 8,3%
- Retail loans 587,86 8,0% 52,3 15,0% 2687,9 21,0% 307,8 10,1%
+mortgage loans 366,86 6,2% 26,8 12,4% 74,4 25,0% 467,8 7,3%
+ other retail loans 221,0 15,8% 25,5 19,4% 193,35 19,8% 439,9 17,5%
- Other loans 760,2 5,8% 74,6 16,8% 2294 19,2% 1064,2 7.2%
+SME-loans 435,7 11,2% 68,9 16,8% n.a. n.a. n.a. n.a.
+ other non retail loans 324,6 3,5% 5,7 16,7% n.a. n.a. n.a. n.a.
Growth, 201001200901
Total loans - 5, 7% - 9,2% - 2,9% - 5,2%
- Retail loans - 12,4% - 3,7% - 4,7% - 9,5%
+mortgage loans - 12,5% - 2,5% - 10,9% - 11,6%
+ather retail loans - 12,3% - 5,1% - 24% - 7,3%
- Other loans - 1,0% - 13,4% - 1,0% - 1,8%
+ SME-loans - 9,7% - 14,2% - n.a. - n.a.
+ather non retail loans - -8,7% - 5,3% - n.a. - n.a.

The ratio of norperforming loans, overdue for more than 90 days varies significantly
according to the types of institutions operating on the credit market portfolio in this
category equalled only 6.6% of the total loan portfolio of the banks at the end of March 2010,
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but the respective ratio was more than -avala-half times higher in cooperative credit
institutions and was approximately three timéghbr in financial enterprises. However, the
differences were much smaller in terms of the growth of the portfolio in Q1 2010: the
portfolio in severe default grew the fastest in cooperative credit institutions, and the slowest in
financial enterprises, vith was somewhat surprising.

2009 200001

Number of housing properties

unit unit
Foreclosed 7201 16439 7131
Other procedure 303 3093 309
Under such proceedings 8004 19532 7440
Sold in foreclosure 289 715 232
Settled in other procedure 161 796 193
Sold with claim 6472 12164 3516
Settled, total 6922 13 675 3947

Source: HFSA

In Q1 2010, there was a major rise in the activity of the credit service providers in debt
settlements of loans secured against residential propeinieis period, the number of
residential properties transferred foreextion or involved in some other debt settlement
procedures equalled 38% of the total number registered in 2009, while the number of real
properties sold with the debt or directly
latter still very few, oty 431 real properties were sold individually in the last three months,
yet there was no change in the ownership rights of 3,516 residential properties, but the loans
secured against them were sold. This is interesting because the debt settlement activitie
increased during a period when eviction was prohibited by law, i.e. most of these transactions
were concluded involving occupied real properties. This factor significantly reduced the
marketability of the residential properties serving as collateral.
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3.2. Banks
Main risks

Despite the fall in the total assets in Q1 2010, the Hunghaaking systemstill improved

its profitability and capital positionBoth profitability and capital adequacy are still
considerable in size and satisfy the requiremeingsable operation even under the conditions

of the economic and financial crisis. There have been favourable changes in several structural
indicators, measuring the lotgrm vulnerability of the banking system, including the
currency/loan ratio and thendoalance sheet net currency position, while other important
stability indicators, such as liquidity on the asset side and loan deposit ratio, have not changed
since the end of 2009. The system has stable fund supply, the increase of the portfoko of non
performing | oans has continued to slow down,
also dropped considerably.

However, in contrast with the positive trends, some unfavourable tendencies could also be
observed in the development of banks, as rigksehremained significant and high, and are
rising again in several aspects. Negative processes include primarily the polarisation of banks
according to profitability and capital position, and a rise in the number and market share of
service providers withelatively low capital adequacy ratiodnother unfavourable tendency

is that the improving average profitability was the result of a relative low amount of
impairment in Q1 compared to the default data of debts, which does not seem sustainable
based on th portfolio quality trend. Following the improvement of last year, the maturity
mismatch began to deteriorate again as a result of the simultaneous shortening of the tenor of
customer deposits and wholesale funds.

The most important main risks includethe nt i nued deterioration of
and the remaining weakness of loan collaterals and real estate and vehicle mhekeesw
deterioration of the global liquidity and funding situation, the higher risk premium and the
corrections of te capital market in April and May, which will most certainly have a
considerable negative impact on the investment and trading results of the Hungarian banks,
are further risks. The extensive special tax imposed on banks, announced by the Government,
but ot yet known in detail when this report was prepared, and the planned prohibition of
mortgage loans denominated in currency, represent a very special group of risks. The impacts
of these steps on the banksd ffunditaadnlabs capi t
account, or the costs of the banking services and the quality of the existing portfolio are not
yet known and are difficult to assess. In this respect, the main risk is that these measures were
taken during a period when the banking systefagsg increasing uncertainties in terms of
decreasing size of operation and profitability. Finally, significant risks are associated with the
outlook of banks with low profitability and relatively unfavourable capital positions.

Institutional structure

In Q1 2010, the number of institutions did not change either with regard to banks operating as
shareholdings companies or to branch offiddse only event that should be noted was the
change of the name of WestLB Hungaria Bank Zrt., which institutiotiraged its operation

as Milton Bank Zrt. in 2010 following the change of its ownership in October 2009. Thus, the
number of credit institutions operating in the form of shareholding companies or branch
offices remained 47, involving 35 banks and 12 braoifibes.
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Credit risk

The year/yeabased decelerating growth dynamism of the total assets turned into 8.4%
decline by the end of March 2010, which r
portfolios and nearly 17% contraction of the balance sheeedsrémch officedHowever, we

must also add that the year/ydmsed dynamism referred to above was heavily affected by

the strengthening of the HUF in that period, which involved changes of +14% compared to
EUR, nearly +9% compared to CHF, and +15% comgbao USD. Due to the high currency
contents of the balance sheet, this factor contributed to the decrease of balances denominated
in HUF, so the dynamism expressed in HUF was significantly more unfavourable than the
transactional changes.

Portfolio dynanics, sectoispecific risks

The gross loan portfolio of banks operating as shareholding companies fell by 14.3% at the
end of March 2010 compared to the previous year, which itself would mean the diminishing
of the loans at an accelerating rate, but, dmjgghe trend with the currency exchange rate
impacts, the decline is 6.3%, which indicates somewhat slower contraction than in the
previous two quartersn the portfolios calculated with the same currency exchange rate, the
loans of all major customeegments indicated a slower decline, with 7.3% drop in corporate
loans, 1.3% decrease in retail loans, and 6.6% decline in loans extended to foreigners. These
trends are in line with the latest information indicating a moderate improvement of the upturn
of the real economy.

Within the corporate loans project finance closely correlated with the status of the
construction industry and the real estate market, shrank only by 2.4% in the reporting period,
which was a lot more favourable than the average gbacate loansThis phenomenon

relates to the specificities of this credit segment, because the principal of project loans is
typically repaid at the end of the tenor, so, the portfolio is not decreasing fast even if lending
stops. On the other hand, tbther corporate loanscontaining SME project loans and other

large corporate loans decreased by 9.8% as a result of stricter credit terms and conditions, and
a decrease in demand observed in the unfavourable economic environment.

Looking at the variation fo portfolios, net of exchange rate impacts, the previously
experienced decline slowed down evenr@tail loans The year/yeabased variation,
calculated this way wasl.8% for housing loans, an8.2% for consumption loans, which
indicate 1 percentaggoint and 6.5 percentage points slower decrease than reflected in the
data of the previous quarter. Within the consumption loans, only the contraction of vehicle
purchase loans accelerated slightly, as a result of which the yedrhgsat decline of these
loans was close to 13% at the end of March 2010. This phenomenon is obviously not
independent from the continued significant decrease in the purchase of new vehicles. The
portfolio of personal loans dropped by 8.7%, and the home equity loans shrank and¥o

in the reporting period.

However, we should note that the slower decrease of retail portfolios was to a certain extent
due to the higher demand, which developed before the regulatory restrictions of credit
conditions. As it is generally known, tigticle of the 361/2009 Government Decree on the
rules of responsible lending imposing limitations on maximum LTV entered into force in
March 2010, while the articles applicable to creditworthiness and eligibility to credit entered
into force in June 201QVith this background, the retail portfolio may shrink faster again in
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the rest of the year. This becomes especially likely, if the mortgage loans denominated in
currency wil/ al so be prohibited in line wi
beginnng of June.

Within consumer loans, only the ratio of purchase loans increased by more than 20%,
although it is the least important loan segment in volume, yet the portfolio of loans not
secured against mortgages decreased faster, even including treupreategory, then the
portfolio secured against mortgages. Consequently, the ratio of mortgage loans grew by
additional 0.5 percentage point within the retail portfolio and exceeded 80% at the end of
March, which was positive development in terms of ¢nesks.

Naturally, the lossnitigating impact of collateral items depends a great deal on the market
value and marketability. If there are no sufficiently detailed and complex real estate market
statistical data, it is difficult to judge the variationtbése factorsHowever, the book value

of the mortgages securing the loan portfolio stagnated in Q1 2010, which does not indicate
that the banks devalued their collaterals in line with the asset market trends.

The annual declining rate @dans to foreigners calculated with the same currency exchange
rate has not changed much during the last three consecutive quEntsrepresented 6.6%

drop p.a. at the end of March 2010, which occurred in line with the lower financing demand
of foreign subsidiariedt was only slightly below the dynamism of the total loan portfolio, so
the share of foreign loans within the total portfolio hardly changed too, and remained around
12% even at the end of the quarter. In view of the economic and financial status of CEE
region, the risks of this exposure are still high and the direct impact of the Greek situation on
this region only aggravated the situation.

Currency structure

The currency ratio of loans remained the major factor affected credit risks, as it became a
sigrificant factor again in the recent months in relation to the intensive exchange rate
fluctuation. This primarily relates to the risk of loans denominated in CHF, because the
investor fears concerning the euro have also led to the appreciation of, e.gS& e risks

of the two types of currency loans have developed separately, yet within the Hungarian
customer loan portfolio the credit risks of retail currency loans, denominated mainly in CHF,
have increased considerably.

In theory, within the totaldan portfolio, the currency content of the loans is closely related to
the portfolio quality mainly in the retail segment, because the majority of the population do
not have currency assets or currency income covering the exchange rate risk of theiy curren
loans. In this context, it is favourable that the balance of new loan disbursement and
repayments of the recent months clearly indicates the spread of HUF loans and reduction of
currency loans. However, considering that relatively few new HUF loansdisirersed and

the existing currency loans have a long tenor, the change in the currency structure of the retail
portfolio can hardly be noticed. At the end of the last three quarters, this ratio was just below
70%, of which 87.5% of the loans were dencatéa in CHF, 9.5% in EUR and 3% in JPY at

the end of March. Within this category, the currency content of consumer loans was higher,
nearly 87%, while that of the housing loans was lower, only 67%. The portion not
denominated in EUR was close to 90% oftthtal currency loans in both cases.
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Mortgage loans and collaterals Ratio of bad and doubtful items within total portfolio
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Portfolio quality, impairment

Although the rate of growth of overdue loans slowed down both in most default categories
and in total the portfolio quality continued to deteriorate significantly in QW1 201t
increase of all overdue debts slowed down, which was a positive sign, but the ratio-of long
term default items rose significantly at an accelerating rate, which indicatesr fistt
deterioration of the portfolio, a considerable portion of which is already heavily in default.
The longterm default loans were 138% higher than the figure registered one year ago, and the
increase of items overdue for more than 90 days reachéd AlBe default of corporate and

retail portfolio developed close to average, but for loans extended to foreigners thertong
default loans were more than ten times higher than in the previous year and the total number
of items, overdue for more than @ays were up by 163% in this category.

It is an important factor that the ratio of overdue items within the specific portfolio continued

to increase faster in most cases because in general the total portfolio decreased due to low
lending activity. Thus,hte share of the total default andmegotiated loans within the balance
sheet went up by more than 1 percentage point in one quarter and is now higher than 15%,
while the share of the items overdue for more than 90 days increased by 0.8 percentage point,
and is close to 7%.At the end of March 2010, 27% of the corporate portfolio had default or
re-negotiated status and 14% was overdue for more than 90 ddysse two respective
figures were around 32% and 13% for retail loans, and 8.7% and 4.6% fereli@mded to
foreigners. Consequently, the default rate of the retail and corporate portfolio was more or
less identical, while that of the loans to foreigners remained significantly lower even despite
the fast deterioration process.

The rating practicef the banks in Q1 2010 did not fully reflect the significant rise in the
items heavily in default. The most striking difference is that while in default the worst loans
(overdue for more than one year) increased at an accelerating rate, the ratedo portfoli
indicated decelerating growth in all rating categories. This had a major impact both on
recognised impairment and profit. The-d®nth aggregate net impairment recognition
volume decreased for the first time since June 2008, while the total of newnmapaand

risk provisions booked in Q1 2010 was more than HUF 36 billion lower than recorded in the
similar period of the previous year. On the other hand though, the level of provision coverage,
calculated on the basis of the default tAblecreased by mely 2 percentage points, and fell

to 42.7% during the quartein this context, it should be noted that the amount required for

2 The items actually overdue for more than 90 days plus all outstanding receiviableparticular debtors.

% Provision coverage means the ratio of the recognised impairment and the estimated loss. The estimated
expected loss is calculated by applying the permanent estimated loss ratios assigned to the various default
categories to thiwan portfolio.
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maintaining the provision coverage would have been more or less equivalent to the amount of
impairment recognised in Q1 2009.

Needed and available provisions for losses

03.2008 06.2008 09.2008 12.2008 03.2009 06.2009 09.2009 12.2009 03.2010

Total claims (HUF bn) 24 427 23814 25 662 27 953 29 578 27 960 27 743 28 685 28707
Claims in arrears per total claims
Current 88,21% 87,43% 87,58% 87,99% 86,58% 86,78% 85,83% 85,65% 84 79%
Renegotiated 1,91% 1,88% 1,88% 2 35% 1,97% 1,48% 2 14% 341% 1,86%
0-20 days 6,44% 7.49% 7.28% §,30% 6,80% 6,47% 8,12% 4.81% 6,41%
31-90 days 1,29% 1,28% 1,00% 1,20% 2 07% 1,70% 1,81% 1,71% 1,81%
91-365 days 1,15% 1,07% 1,20% 1,28% 1,57% 241% 2 61% 2 G6% 257%
Cver 1 year 1,00% 0,84% 0,85% 0,88% 1,00% 1,16% 1,48% 1,77% 2.46%
Claims in arrears (HUF bn)
Current 21 547 20820 22 476 24 595 25 609 24 264 23813 24 570 24 342
Fenegotiated 465 448 509 657 583 415 594 a77 535
0-20 days 1573 1783 1868 1760 2012 1808 1697 1379 1840
31-90 days 38 306 257 336 613 475 503 490 548
91-365 days 282 255 334 358 465 G674 725 T2 737
Over 1 year 244 200 217 248 296 323 411 a08 705
1) Calculated loss per total claims 3,0% 3,0% 3,9% 3,0% 4,5% 4,9% 5,5% 5,8% 6,5%
;]erptr;'t‘;';gfm? BIS items to be qualified 1,3% 1,2% 1,3% 1,4% 1,6% 1,9% 2,3% 2,6% 2,8%
Coverage ratio of provisions 2) /1) 32,4% 32,3% 32.4% 35,8% 35,5% 38,8% 41,1% 44 5% 42, 7%

Source: HFSA

Note: regarding the estimated loss ratios, no loss was assumed for loans which have not matured or performed according to
the contract, while we applied 50% loss ratio toegotiated loans, 20% to loans overdue within one month, 30% to loans
overdue beveen one and three months, 70% to loans overdue between three months and one year, and 100% to loans
overdue for more than one year.

In relation to this, we consider it favourable that the calculated provision coverage ratio
increased significantly in Z®. On the other hand, it is unfavourable that this trend turned
around in Q1 2010, and that this happened in a period when the recorded collateral values
were also decreased significantly to reflect the robust fall of the real estate market.

Liquidity

Maturity mismatch

The maturity mismatch clearly deteriorated in Q1 2010, because the surplus of funds maturing
within one year increased by 0.5 percentage point, reaching 22.4% of the total assets, and the
asset surplus maturing over one year grew from%7no 30.5%.This tendency is partially
technicafas it reflects the change of the methodology of credit institution reports in Q1 2010.
The rest of the change occurred on the short side mainly because customer deposit portfolio
decreased faster than thensumer loan portfolio, and generally because the tenors on the
liability side shortened, e.g., with regard to funds supplied by foreign parent banks. In
addition, the ratio of the customer deposits maturing between one and three months increased
comparedo deposit maturing between three months and one year, while the over five years
inter-bank loans and issued securities have decreased almost unnoticeably.

In relation to the shorter maturities on the liability side two main explanatory factors need to

be noted.Among the wholesale funds, including also those provided by the parent banks, the
impact of the new increase of liquidity risks, and the higher premium applied to long
maturities can be felt, which is a new global tendency of the recent monthshdtier
maturities of customer deposits reflect the

* From Q1 2010, the maturity mismatch is calculated based on gross asset value, while previously the calculation
was based on the asset value less impairment.
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deposit interest rate offered by the banks has dropped significantly, while only the promotion
interest rates, driven by temporary funding requiremprasided truly effective options, but
typically they are available on a shoetm maturity.

Maturity transformation in percentage of balance sheet total
m2008.09 W200812 O2009.03 D2009.06 E2009.09 @200842 @2010.03

Source: HFSA

0-30 days 3-90 days 91-365 days 1-2years 2-5years over §years without
maturity

Liquidity of asset and liabilities, market exposure

The asset side liquidity has practically not changed since the end of 2009, as liquid assets and
negotiabé securities held for investment purposes still represented close to 30% of the total
assetsCompared to this latter liquid asset category, the coverage of deposits maturing within
30 days slightly decreased (by 1 percentage point), but at the end d¢f RCdr@ it was still

124%, and the coverage of the total customer deposit with liquid assets did not change and
remained 72%.

There was no major change in the loagggm liquidity of banks, calculated on the basis of

the loan portfolio and customer degesbecause both loans and deposits decreased similarly,

by approximately 2%. Consequently, the loan/deposit ratio of the banking system remained
close to 152%, which means that the net money and capital market exposure of the sector has
hardly changed. T slight positive development reflected in the latter indicator was mainly
due to the increase in equity, if the increase of this item also led to lower wholesale funding
demand.

Financing

The portfolio of customer deposits, which determines the steuctiretail funds, shrank by

nearly 2% in one quartewithin the overall decline, retail deposits shrank by nearly HUF 246
billion (4%) followed by 56 billion decrease in corporate deposits and HUF 33 billion
decrease in forint deposits. This trend waghsly offset by the HUF 101 billion increase in

the deposits of financial intermediaries and other domestic customers, so the total portfolio of
customer deposits shrank by HUF 223 billion. Another important factor affecting the retail
funds was that a gnificantly lower portion of the withdrawn customer deposits (less than
hal f) was returned into the banksd bal ance
funds than in the previous periods.

Within the wholesale fundsthe domestic intebbank fundsdropped by HUF 652 billion in
relation to the HUF 280 billion decrease in iabank deposits and HUF 372 billion reduction

of interbank loans. Nearly 50% of this latter item (HUF 185 billion) was the repayment of the
government loan taken in H1 2009. @amny to domestic financing, the intbank deposits

and loans of the Hungarian banking system originating from abroad grew by HUF 190 billion.
However, the situation was the contrary in issued securities, because compared to the HUF
236 billion decreasenithe volume issued abroad, Hungarian issues were up by HUF 31.5
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billion. In total, we can conclude that the wholesale funds declined mainly because of a drop
in domestic financing.

Consequently, the decrease of the total direct foreign funds was alsp than the
contraction of domestic financing, which resulted in a slight increase in the ratio of this
category of funding. Within the foreign funds, representing 28.6% of the balance sheet total,
the ratio of parent bank funds has gone up, and thaedttrer foreign funds decreased. As

an overall result, by the end of March 2010, nearly-fiftte of the Hungarian banking system

was already financed directly by the parent banks. Based on their commitment to their
subsidiary banks, we consider the parbabhk resources more favourable in terms of the
renewal risk, so this tendency reduces the liquidity risks. However, during the analysed
guarter, the shotterm parent bank resources increased, which considerably reduced this
positive impact.

Currency risk

In Q1 2010, the net currency position of the banking sector against the HUF dropped
significantly both in terms of ebalance sheet and dffalance sheet transactionBhis
occurred because the currency content of the asset side decreased more thareribg

content on the liability side. The currency ratio of assets fell by 0.8 percentage point to 52.5%
during the analysed period, while the currency content on the liability side decreased by 0.3
percentage point to 42.8%, as a result of which thdadance sheet net long currency
position dropped by 0.5 percentage point to 9.7%. Following its more than 4 percentage point
decrease, expressed as a percentage of the regulatory capital, the total net currency position,
including also the ofbalance shaatems, was 13.8% at the end of March 2010.

However, the open currency position of the individual currencies rose both regarding the
hedging requirement on the balance sheet and the size of the open positions. The hedging
demand grew by more than 1 pertage point to 31% of the balance sheet total, and the
uncovered open positions went up by nearly 1.5 percentage points, and equalled 21.7% of the
regulatory capital. This reflects a new increase of the counter party and renewal risks of
hedging transactits and the market risks of open positions.

Net and open FX position of the banking sector within Total net, long. and open FX position of the banking
the balance sheet items (month-end figures, HUF bn) sector (month-end figures, HUF bn)
13500 300
11500 || ==MNetFX position within the BS |- T00 - s Total open FX position
0500 - Open FX position within the BS |.... 600 4-| === Totallong FX position
500 - =—=TotalnetFXposition NN
7800 400 A A
Source:HFSA Source HFSA, - gy
5500 300 Ilw)\.{, Voo
3500 " m 200 w ”_-f*«
A == 100 Pt SAL.
o0 T
0 oA
-500 100 . . . . . . .
03.2003 03.2004 03.2005 03.2006 03.2007 03.2008 03.2009 03.2010 12.2002 12.2003 12.2004 12.2005 12.2006 12.2007 12.2008 12.2000
Profitability

Profitability and its components

Regarding the rolling result of the banking sector of the past four quarters, it is notable that
the net interest income grew by nearly HUF 27 billiothi& last quarter, primarily in relation
to the significantly lower costs of fundingConsequently, the interest expenses dropped
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significantly more than interest income, reflecting much wider margins. With the annual
rolling ROA approach, this resulted #17% net interest margin, which was nearly 10 basis
points higher than the margin recorded at the end of the previous quarter with a continuous
rise observed in the last three quarters.

The other factor, which significantly contributed to the profit, waes significantly lower
impairment than recorded in Q1 2009. Impairment was more than HUF 36 billion lower than
in the same quarter of the previous year, so this was the major factor of profitability in our
analysed quarter. On the other hand, the lovperating expenses improved the profit only
much more moderately (by HUF 7 billion).

However, compared to the HUF 67 billion indicated above, themerest revenues dropped

by HUF 42 billion, primarily in relation to the lower revenues of financial smvéstment
services (HUF 47 billion decrease). Thus, the operating profit of the sector was approximately
HUF 28 billion higher, while the profit after taxation was HUF 34 billion higher than in Q1
2009. Consequently, the annual rolling ROA was 0.87% tla@dROE was 10.4%, reflecting

0.1 percentage point, and 1.1 percentage point increase in one quarter.

Profitability by institutions

The concentration of income generation slightly decreased, as over a period of one year prior
to March 2010, the eight lge banks and their specialised credit institutions generated 94% of
the profit after taxation earned by all banKkhis was 3 percentage points lower than recorded

in the previous quarter. The number of losaking institutions went up to nine to ten in a
quarter, where loss was still mainly caused by the impairment and provisioning recognised in

relation to deteriorating asset quality.

Concerning the annual
capacity was driven by two coaty developments. On the one hand, the majority of
institutions with originally weak profitability started to make a loss; however, at the same
time, the profitability of an institution with a large market share clearly improved. As a result,
the market Bare of lossamaking service providers jumped from 4% to 23%, the share of
institutions with low ROE (between 0% and 10%) dropped from 49% to 23%, and the share

roll ing ROE-genenating h e

of institutions producing twaligit ROE figures grew from 47% to 57%.
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Capital position

Naturally, the increasing ROE of the figures also had a positive impact on the internal capital
generation of the sectoHo we v er , another fact i mproved th
more, whereby the capital requirement decreased by 14% in an aonyadrison mainly in

relation to a similar reduction of the loan portfolio. The internal capital surplus indicator,
calculated as rolling ROE less the annual change in the capital requirement went up by 8.5
percentage points to 24.6% in one quarter, antie highest figure recorded in the previous

five years. It is interesting that the contrary developments of the overall profitability are not
repeated in the internal capital surplus. In the latter case, the distribution has strongly shifted
to the right which indicates that the risk exposure of banks with deteriorating profitability
decreased more than their generated income. As a consequence, the market share of those
institutions where the risk expansion grew faster than the return on equity fell#%m
recorded in 2009, to close to 2%, reflecting the lack of internal capital generation. This
phenomenon is clearly favourable for the capital position, but in other aspects it reflects
considerable differentiation of the size of operation of the iddal banks, expressed in risk
exposure.

Compared to the 14.2% annual drop of capital requirement, the regulatory capital of the
banking system increased by 8.6% primarily as a result of the capital increases made by the
parent banks and the profit itetmansferred to regulatory capital during the interim audits of

the previous yearThe capital adequacy of the banking system was 13% at the end of March
2010, reflecting a slight positive change from the end of 2009.

Looking at the breakdown of regulayocapital adequacy, we can notice significant changes

in the individual institutions despite the fact that capital adequacy has not changed at sector
level. In this context, it is a negative change that the market share of institutions with lower
than 10%capital adequacy ratio went up by more than 5 percentage points and reached 25%.
On the other hand, it was positive development that the market share of service providers with
higher than 12% capital adequacy ratio, which may be considered sound ekercumréent
situation, has increased by 6 percentage points to 69%.

Status of bank groups at the end of 2009

Below, we shall take a look at the status of the bank groups subject to consolidated
supervision based on their consolidated figufes.it is gererally known, the consolidated
financial statements are disclosed significantly later than the figures of the individual
institutions. Considering this specificity, in this report we can only analyse the differences
between the status of consolidated bgnkups based on 2009 yesnd data and the status
analysis provided in the previol&sk Reporfor the same time based on the information of
individual banks. In this analysis, we compare the data of the 11 bank groups preparing
consolidated financial dkaments to the aggregated data of the individual institutions, which
are the leaders of the groups.

Depth of group formationwVith some simplification, the bank groups subject to consolidated
supervision are formed by the parent banks, Hungarian andyrioseibsidiary banks, and
financial enterprises, investment enterprises and fund managers belonging to the group. The
group level total assets of all bank groups were 13.8% higher than the total assets of the
parent banks at the end of 2009, indicating thataverage parent bank has a dominant role
within the group. This ratio was still 17.2% at the end of 2008, i.e. in 2009 the share of the
group members other than the parent bank in the business dropped significantly in 2009. This
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phenomenon was mainhhé result of the reduction in the size of operation of foreign

subsidiary banks during the crisis.

Balance Sheet Total

Claims on Customers

HUF (Bn) Solo Consolidated HEE HUF (Bn) Solo Consolidated T
{cons. [ solo) {cons. | solo)
2008 23929 28048 117,2% 2008 16 405 19517 119,0%
2009 24 485 27 858 113,8% 2009 15242 18 235 119,6%
Change (%) 2,3% -0,7% Change (%) T1% -6,6%

Source: HFSA

Source: HFSA

Portfolio dynamismReceivables from customers are higher in the consolidated data than in
the parent banksod f i g ugarrsand fgreigh sulasdiary bankdien r el a
Hungarian financial enterprises typically finance their loans from loans received from the
parent banks, so they do not increase the consolidated receivables significantly compared to
the parent bank loans. Accordito the consolidated figures in 2009 the lending activities of

parent banks declined similarly to the activities of the parent banks. This behaviour, identical

in direction and extent, is explained by the fact that liquidity and capital limits occurugt gr

level, and that in the majority of the Central and Eastern European countries, where subsidiary
banks operate, the macro economic and credit market environment was close to the Hungarian
situation.

Liabilities to Customers Liabilities to Credit Institutes

HUF (Bn) Solo  |Consolidated Ratio HUF (Bn) Solo  |Consolidated Ratio
{cons. | solo) {cons.  solo)
2008 10782 14 117 130,0% 2008 B 657 B 758 101,5%
2008 10819 14 757 136,4% 2009 7 048 B 245 88,6%
Change (%) 0,3% 4,5% Change (%) 5,7% T7%
Source; HFSA Source: HFSA

The above tables illustrating the compositioh funds show that the customer deposit
portfolio of subsidiary banks rose significantly, contrary to the similar bank portfoloth

regard to funds originating from credit institutions (loans and deposits), there is larger contrast
between the parebiank and group figures because a significant increase was registered in the
former figures, while the latter ones reflected a major drop. This occurred because the
subsidiary banks placed a lot of additional deposits in other parent institutions duryegithe

which they could do because there was a considerable difference in tenor between the loans
extended and deposits collected by them.

Liquidity: The liquidity situation is illustrated with two indicators. The liquid assets,
containing cash, governmersecurities and other securities for trading purposes, as a
percentage of total assets was favourable at group level at the end of 2009 (20.5%, compared
to 19.4% of the parent bank), but this indicator improved significantly at both levels and
reached simhar figures by the end of the year. A greater difference can be observed in the
loan deposit ratio, which illustrates the longem liquidity situation, where at the end of

2009 the group level indicator was more favourable (123.6% compared to thgeaparant

bank 140.9%). The average loan/deposit ratio improved significantly at both levels in 2009,
but this improvement was greater at group level, reflecting the strengthening of the position of
the subsidiary banks in this respect.
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Liquid Assets [ Balance Sheet Total

Loans to Deposit Ratio

() Solo | Consolidated | Clerence (%) Solo Consolidated | erence
{cons. - solo) {cons. - solo)
2008 5 152 0,7 2008 1522 1382 13,9
2008 19,4 205 11 2009 140,9 1236 A7.3
Change (pp) 4,9 54 0.4 Change (pp) 11,3 14,7 34
Source: HFSA Source: HFSA

Credit risk : The credit loss in proportion to assets was greater in bank groups than in parent
banks. This resulted primarily from the more risky activities of financial enterprises and from

the more significant economic downturn in the countries of some foreigisuip$anks. In

some groups, major differences are caused also by debt management companies operating
within the group, as the loans in default, sold by the parent bank within the group are no

l onger included i n the p atilfermipartiofahe kobsslidaed | an c e
report. However, the increase of impairment expenses in 2009 was similar in parent banks and

the groups, representing more or less 1% of the total assets in both cases.

Provisions and Value Adjustments in percentage of BS Coverage ratio of provisions
i) Solo | Consolidated Difference %) Solo Consolidated Difference
(cons. - solo) {cons. - solo)
2008 058 091 0,33 2008 058 0m; 0,33
2009 158 1,87 0,29 2009 5 1,87 0,29
Change (pp) 1,00 0,96 -0,04 Change (pp) 1,00 0,96 -0,04

Source: HFSA

Source: HFSA

On the other hand, the impairment expenseqiot necessarily reflect properly the actual
deterioration of asset quality in 200che development of payment default data of bank loans
and the rating data indicate faster deterioration of asset quality, whereby the situation
according to the consolitked data is significantly worse than at the parent bank. The
impairment recognised did not increase as much at group level as it would have been justified
according to the rate of accumulation of default loans. Although during the year, the
impairment coveage of parent banks, i.e. the correlation of recognised impairment and the
estimated expected loss, decreased only slightly, group level coverage dropped significantly
by 10 percentage points. This phenomenon was mainly the result of the progressevematur
the banks6 rating activities, as | ast year
formerly predicting it; however, there is still considerable spread among the individual group
data, i.e. certain bank groups recognised much lower impairthan average on their
receivables outside the parent bank.

Ratio of more than 90 Days Defaulted Loans Ratio of Doubtful and Bad items within the Balance Sheet

Difference . ) Difference
(%) Solo Consolidated [%) Solo Consolidated
{cons. - solo) {cons. - solo)
2008 113 - 0.9 2008 3 2.2 0,9
2009 27 48 21 2009 27 438 21
Change (pp) 14 2,6 1,2 Change (pp) 1.4 2,6 1.2
Source: HFSA Source: HFSA

Note: Including the items actually overdue for more than 90 days,
without classifying all debts of the debtor into the same category.

Profitability: The average return on atyuof bank groups (ROE) fell significantly, by 5.6%

in 2009 from the previous yeards 13%. whi l
by 1.5%. As a result of this change, the group level ROE average is almost 2 percentage
points lower than the grent banks, which related to the unfavourable performance of the
financial enterprises of the groups, including mainly the leasing companies and foreign
subsidiary banks. In the course of consolidation, profitability decreased compared to the
parent bankn most cases, and one group reported a loss.

e
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Shareholders equity Return on Equtiy

HUF {Bn) Solo Consolidated Difference (%) Solo Consolidated Difference
{cons. - solo) {cons. - solo)
2008 1915 1993 78 2008 10,9 13,0 21
2009 2119 2 264 145 2009 9.3 74 19
Change (HUF Bn) 204 271 67 Change (pp) 1,6 5,6 4.0
Source: HFSA Source: HFSA

The tendency of 2009, illustrated above also applied to the return on assets TROAEgt
impairment increase and lower dividend income were the main factors deteriorating the
results both at paretsank and group level, while operational cost savings and the improved
balance of financial transactions, which was a-@ifigghenomenon in most cases, improved
the overall picture significantly.

BREAKDOWN OF ROA

Consolidated Banking Groups Solo Consolidated Cons. - Solo
2008 2009 Change Change 2008 2009
Interest revenue 8,34% 8,25% 0,02% 0,33% 0,92% 1,23%
Interest expenditure -571% -5,90% -0,19% -0,25% 0,23% 0,18%
Metinterest income (interest marging 2.63% 2,88% -0,17% 0,08% 1,15% 1,41%
Dividends 0,75% 0,25% -0,45% -0,50% -0,24% -0,24%
Fees and commissions 1,20% 1,12% -0,08% -0,04% -0,27% -0,23%
Profitloss on financial transactions 0,48% 1.11% 0,65% 0,43% 0,17% -0,05%
Other -0,90% -0,28% 0,63% -0,11% 0,55% -0,19%
Operating expenditures -2,59% -214% 0,45% 0,68% -0,82% -0,59%
Change in specific pravisions and value adjust -0,58% -1,58% -1,01% -0,96% -0,33% -0,28%
Extracrdinary profitloss 0,08% -0,08% -0,168% -0,07% -0,03% 0,06%
Pre-tax profit 1,08% 0,87% -0,18% -0,45% 0,18% -0,12%
After-tax profit (ROA) 0,97% 0,76% -0,15% -0,42% 0,08% -0,19%

Source: HFSA

The average consolidated ROA decreased by close toedcgéntage point more than the
ROA of parent banks in 2009. This difference was mainly caused by the base year figures of
the other business activities, which were significantly affected by two largeoffritems in
relation to the crisisApart from thse, there were no major differences in the variation of
profitability. The consolidated interest margin and operating expenses turned out to be more
favourable, but the parent banks performed better in the trading and in exchange rate gain.

Capital Requirement Capital Adequacy Ratio {CAR)
HUF (Bn) Solo |Consolidated|  RaU® (%) Solo Consolidated Difference
(cons. | solo) (cons. - solo)
2003 1201 1623 332 2008 10,8 11,4 11
2009 1229 1 568 339 2009 13,1 14 1 1.0
Change (%) - 62 - 55 T Change (pp) 2,3 Fuds -0,1
Source: HFSA Seource: HFSA

Capital adequacy: The still considerable profitability, extremely reserved dividend policy
and the decrease in average capital requirement in relation to the shrinking of the loan
portfolio were favourable factors affecting the capital position of the bank group@309.

The capital adequacy ratio (CAR) became significantly higher both at parent bank and
consolidated level, mainly in relation to the higher capital figitethe end of 2009, the
average CAR was 1 percentage point higher at group level than parém® banks. On the
other hand, the group capital adequacy figures varied significantly, although all groups
complied with the 8% regulatory minimum, two groups had capital adequacy ratios between 8
and 10%, which may not be sufficient for covering atbal risks in a crisis.
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3.3. Cooperative Credit Institutions
Main risks

The main risk of cooperative credit institutions remains profitability, the falling trend of
which seems durable and the level of which is relatively lovihe near future, prad may
primarily be cut by the higher costs of credit risks. The quality of the corporate credit
portfolio continues to deteriorate, which is worrying because the majority of the dynamically
increasing new loans are made to this sector. Within the frarkeatananagement of loans

in default, the cooperatives refer the largest number of residential properties to execution and
other debt settlement procedures, which leads to consumer protection issues and may also
lead to the settlement of an increasing numbk loans with a loss given the current
weaknesses of the real estate market.

Market structure

The long merger process, observed in the cooperative sector, did not continue in the recent
months.As we know, seven mergers took place in the first ninethsoof 2009, but no other
merger has occurred since then, even despite the fact that the causes, i.e. the economy of scale
increase and loss consolidation demand, still prevail. Of the sevemédssg cooperatives,
registered in March 2009, only threevbabeen able to turn around their operation and
generate a profit, two merged with other cooperatives, one still makes a loss, and the
operational licence of one has even been withdrawn. One of the reasons of the pause in the
process of mergers is that thasis raised doubts about the profitability of several service
providers, which had seemed strong earlier. This made all parties planning for merger
reconsider their plans, and caused delays in the merger discussions. However, as in the
previous twelve manths in total eight cooperatives made a loss, further mergers are expected
to take place in the future with the aim of loss consolidation.

Credit cooperatives
03.2008 06.2008 09.2008 12.2008 03.2009 06.2009 09.2009 12.2009

MNumber 156 156 152 148 145 144 141 140 138
Balance sheet total of banks (HUF bn) 1554 1549 1585 1577 1578 1537 1518 1603 16812
Growth of BS total (YY) 12,7% 10,3% 12,6% 3.8% 1,5% -0,8% -4 2% 1,6% 22%

Source: HFSA

Credit risk

Contrary to the other actors of the credit market, the cooperative sector managed to
dynamically ircrease its loan portfolio even during the cridike same process continued
also in Q1 2010, with 4.5% growth of the loan portfolio in annual comparison. The expansion
of the loan portfolio relates to the SME sector, reflecting the traditions and cipslfithe
cooperatives and not with the disbursement of HUF loans mainly téimaorcial companies.
Within this category, the financing of meditsized enterprises grew most dynamically, by
16% a year; however, this group has a relatively small 7% shdr@ the cooperative SME
portfolio for the time being. The loans of private contractors, classified among household
loans also increased with similar dynamism, by 13% a year-thinds of the corporate loans

still relate to micro enterprises and thejondy of the cooperative loan expansion is also
connected to this category. Considering the high bankruptcy ratio, which is still on the rise
according to the onth rolling calculations, this is a high credit risk. This assumption is
supported by theafct that the amount of loans in default is rather high among the cooperative
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loans to noffinancial enterprises and private contractors, and their ratio went up from 36.8%
to 38.7% in Q1 2010. On the other hand, the large corporate loan portfolio igm&taint
either in volume or in increase.

Household loans decreased by 1.3% in a year and, within that, the retail loans without private
contractors fell by 4%. This was partly due to the 8.7% devaluation of the CHF currency
loans since March 2009, andarfly to the 2% drop in the HUF loan portfolio. Most
institutions stopped the supply of currency loans, so the currency portfolio also began to
shrink on transaction basis.

The shrinking household loan portfolio is secured against real properties ih eati@ the

ratio of mortgage loans rose to 58% by the end of March 20t0the contrary, the
dynamically increasing corporate loans are only partially secured against real properties. Due
to this, the coverage of the total loan portfolio has decredsed,due to the large
encumbrances of the few new real property collateral, the average LTV ratio has risen.

The extremely dynamic increase to loans to municipalities, financial enterprises and even to
foreign parties need to be mentioned separately, dvahthe moment they only have a
marginal share in the lending activities of cooperati¥¢ghe end of March 2010, the loans

in this category made up 2.3% of the total loan portfolio, but they increased by 12% in one
quarter. By expanding these actie&j the cooperatives may extend their operation to areas,
where they have relatively little experience and risk assessment and management skills.

12 month Provision Expenditure (in % of loans) Ratio of bad and d°‘:_rbfﬁ“;” items within total
portfolio

O Nan-financial Enterprises BHousehalds _ B09.2006 m12.2008 003.2009 0062009 m09.2009 122009 =03.2010
o

0,6%

Source: HFSA _| —‘

0,5% 1
0,4%

0,3% -
0,2%

0,1%

Total classifiable ~ NFE+ SP loans Loansto Total classifiable
balance sheet items households off-balance sheet
items

0,0%

Source: HFSA

12,2008 03.2009 06.2009 09.2009 12.2009 03.2010

Some processes, favourable for credit quality, have also occurred among the household loans,
which represent approximately half of the total loan portfolibe items in default decreased

both in amount and in ratio. The same cannot be said about the total cooperative portfolio, due
to the still increasing defaults of corporate loans. The situatidreisame also in the case of

the loans overdue for more than 90 days, the total of which grew by 9% in Q1, and the share
of which within the total gross portfolio rose to 16%, nearly-tmaola-half times the average

figure calculated for banks. This indieatthat the length of the period of default is now
longer, so the estimated loan losses of cooperatives have increased, despite the stagnation of
the amount of the loans in default.

In Q1 2010, cooperatives recognised 20% less impairment than in Q1 @088idering that

the portfolio deterioration process is decelerating, the impairment coverage ratio, which is the
recognised impairment divided by the estimated loss, has increased moderately even parallel
with these falling impairment expenses from 45.&88the end of 2009 to 46.1%. However,
when this development is analysed, we must take into account that this change took place
after a major drop of the impairment coverage ratio in 2009. At the end of September 2008,
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the ratio was 48.7%, i.e. since thars of the crisis the impairment coverage ratio has fallen

by 5%. Another factor to be considered is that in the meantime, the market value of the real
properties representing the majority of the collateral structure has also dropped considerably.
For exanple, the market prices of residential properties fell by 11% in Hungary between Q3
2008 and Q4 2008yhile this decrease was significantly higher than this average in the rural
areas, their cooperatives pursue most of their activilessequently, we caconclude that

the average coverage ratio of the cooperative loan portfolio may have decreaseti58y 10
during the previous eighteen months, taking also into account the recognised impairment and
the real property collateral valued at market price. Haness a positive aspect, we must
note again that the collateral coverage of the cooperative loan portfolio was rather high
calculated at real estate prices prevailing before the crisis.

Market risk

The onbalance sheet currency position of cooperatisesill typically closedNaturally, the
exchange rate risk of currency loans is an indirect credit risk. However, the currency loans do
not even make up of 6% of the balance sheet’sotdl as no new currency loans can be
extended, the problem may begindecreaselhe collection of currency deposits continues to
grow dynamically albeit from a still low level: the portfolio has more than doubled in a year.
The currency deposits substitute for part of the wholesale funds financing the currency loans,
so hey have a favourable impact on liquidity. On the other hand, the increase in currency
deposits calls for adequate exchange rate risk and currency liquidity management.
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The exposure of cooperatives in the real estate market is high primarily tiorreta the
collateral securing retail loan# this respect, we already made a reference to the major
decline of real estate prices observed in the previous eighteen months. At this point, we wish
to add to the previous remark and call attention to ta@mregional differences developed in

the declining real property prices. Considering that the operation of cooperatives is
concentrated geographically, it is very likely that for certain service providers, the collateral
value will decrease significantiyore than the average decline.

With regard to retail loans, we already mentioned that defaults have multiplied for a
considerable portion of the loass time moves on, an increasing number of loans in default
reach a phase in which the collateral igdugor the recovery of the loan. The number of
requested foreclosure and other debt settlement procedures has risen dynamically in the case
of cooperatives. The new procedures affected 3,832 residential properties in Q1 2010, which
is 200% increase of thaonthly average since 2009, meaning also that approximately 50% of

® Based on the residential property index of FHB.
® The currency deposits exceB®h of the balance sheet total in only five institutions,
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all new procedures launched by all credit service providers, including also the banks and
financial enterprises, originated from the cooperative sector. However, because of the current
wealness of the real estate market, in only 6% of the launched procedures were the collaterals
actually sold. This indicates that the efforts of the cooperatives to recover their debts from the
collateral fail in most cases and that typically there is a ldifference between the book
value and marketable value of the collaterals.

The interest rate risk of cooperatives is still considerably high in relation to the rapidly re
priced deposits and the large fixete government securities portfolla.the preious twelve
months, the cooperatives restructured their liquid assets and invested their funds into inter
bank deposits instead of government securities. That slightly decreased the average term of
the assets and the interest exposure. The thus devedgsediabilities structure would
impose a threat on the cooperative profit with a rise in deposit interest rates, which is part of
the least probable scenarios for the nextyeer period. On the other hand, the higher yield

of government securities wiicdeveloped in the recent months is a relatively low risk,
because cooperatives do not typically and actively trade with a high volume of bonds, and
such an increase in yield, with which the price of bonds, representing a considerable portion
of the portfdio would fall below their cost, is very unlikely at the moment.

Liquidity risk

The cooperatives have a strong liquidity positibne cooperative credit expansion illustrated
above is significant only in proportions and in comparison to competBarsultaneously

with the increase in loans, the cooperative deposit portfolio also expanded by 3.5% in twelve
months prior to March 2010thus the loan/deposit ratio rose only by one decimal percentage
point to 53.5%.

Inter-bank financing varies. Followin the suspension of currency loans, the currency
borrowing volume began to decrease slowly on transaction basis, and since March 2009 the
portfolio has also been significantly devalu€xh the other hand, the HUF intleank deposits
increased slightly butast among the liabilities of the credit cooperatives (+ HUF 10 billion +
135%). If the latter trend continues, the most affected few institutions will have increased
liquidity risks? although even this would not impose any major risk on the stable itiquid
position of the service providers concerned.

Profitability

In Q1 2010, the continuous decline of the profitability of the cooperative sector, recorded for
more than five years, continuethe 12month rolling ROE dropped from 10.6%, recorded in
Septenber 2008, directly before the crisis, and from 7.5% recorded in 2009, to 7%. In a
yearly comparison, the profit after taxation decreased by 18% in the first quarter of this year.
Structurally, it happened because the lower operating expenses and impaErpenses
could only partly offset the fall in net interest and commission revenues. Similarly to the drop
in average profitability, the breakdown of the individual profitability indicators also shifted
towards loss. In the year prior to March 2010, eighdperatives had an operating loss. In
addition, there were many institutions with negligible profit reserve, because the return on
equity of ten other service providers was between 0 and 2.5%.

"Without the impact of the transformation of one cooperative into a bank in July 2009, the deposits of
cooperatives actually increased by 5.5% during the year.
8 Such deposits reached 10% of thalaissets in five institutions.
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Components of profitability in the cooperatives sector as a percentage of the average balance sheet total
2008.03 2008.06 2008.09 2008.12 2009.03 2009.06 2009.09 2009.12 2010.03

Interest revenue 9,45% 9,39% 9,48% 9,32% 9,61% 0,86% 9,98% 10,09% 9,60%
Interest expenditure -5,02% -5,01% -5,08% -5,09% -5.41% -5,68% -5,84% -5,94% -5,52%
1. Net interest income (interest margin) 4,43% 4,38% 4,40% 4,23% 4,20% 418% 4,14% 4.15% 4,08%
2, Net non-interest income 1,16% 1,20% 1,16% 1,13% 1,13% 1,13% 1,16% 1,23% 1,20%
ofw: Fees and commissions 1,43% 1.41% 1,39% 1,35% 1,34% 1,33% 1,33% 1,36% 1,34%
Dividends 0,02% 0,01% 0,01% 0,01% 0,01% 0,00% 0,00% 0,00% 0,00%
Profitloss on financial transactions 0,10% 0,11% 0,12% 0,12% 0,14% 0,18% 0,21% 0,24% 0,26%
3. Change in specific provisions and value adjustments -0,44% -0.51% -0,49% -0.51% -0,54% -0,58% -0,66% -0,72% -0,69%
4. Operating expenditures -4,26% -4.21% -4,20% -4, 06% -4,03% -3,99% -3,96% -3,98% -3,94%
5. Extracrdinary profitloss 0,00% 0,01% 0,01% 0,00% 0,00% -0,01% -0,01% -0,01% -0,02%
6. Pre-tax profit 0,90% 0,87% 0,87% 0,78% 0,76% 0,73% 0,67% 0,68% 0,64%
7. After-tax profit (ROA) 0,75% 0,73% 0,73% 0,66% 0,64% 0,61% 0,56% 0,55% 0,51%
8. After-tax profit (ROE) 11,0% 10,6% 10,6% 9,5% 9,2% 8,7% 7.8% 7,5% 7,0%
12 month performance
Source: HFSA

Capital position

The average capital adequacy ratio led tooperative sector (CAR) is still high, although it
decreased slightly during the previous 12 monifiee CAR, calculated from the primary
capital elements fell from 13% recorded at the end of March 2009 to 12.7% in one year. The
total CAR dropped froml4.3% to 13.7% taking into account also the annual profit. The
decline was mainly the result of the increasing capital requirement of the growing loan
portfolio, the impact of which could not be offset by the slight increase of the regulatory
capital. Thecapital indicators of the individual institutions, calculated on the basis of the
primary capital were above 10% at the end of March with the exception of three institutions.
At the same time, the number of institutions not reaching the 12% ratio hassextrheom 8

to 17.

The capital requirement must be fulfilled with all regulatory capital components, and the
capital requirement modified during the supervisory review procedure (SREP). After these
modifications, the 13.7% ratio of the sector, indicatbdve, changes to 12.6%. Regarding
the individual institutions, three did not comply with the minimum 8% CAR requirement, and
further 18 institutions had lower than 12% capital adequacy ratios.

The capital surplus indicator, calculated as the annual R€38He annual increase in capital
requirement was on average slightly positive at the end of March 2010 (O:kP)neans

that an average cooperative generated just enough capital internally to supply the capital
required for risk expansion. However, letcase of 50% of the cooperatives or, according to
the size of their balance sheet, 56% of the cooperatives, the capital surplus indicator was
negative in this period. This leads to the conclusion that a large number of cooperatives will
either have to wuce their risk expansion, or strive for more profitable operation, or raise
external funds to cover part of their capital requirements in the future.
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3.4. Financial enterprises
Main risks

The financial enterprisesubsector was most heavily hit by tleesis, and has remained the
most threatened stdector of the Hungarian financial system in terms of stability and
business outlookThe service providers of this category (moteyders, leasing providers,
factoring houses, pawn creditors, etc.) s@Vé heavy losses and have lost nearlyfdtte of

their total assets in one year. This extremely unfavourable tendency is the result of the weaker
demand and dynamic deterioration of portfolio quality triggered by the weaknesses of the
typical target mankts, and the simultaneously applied more stringent financing conditions.
The aggregate profitability of the swglector continued to decrease in Q1 2010. In the near
future, a large number of service providers may terminate their operation. In view of the
number of financing enterprises and lmsaking operation of the majority of the service
providers of this category, the envisaged special tax represents an especially large risk.

Institutional changes

In Q1 2010, two financial enterprises terminated rtlogieration: the supervisory authority
withdrew the licence of one enterprise, and the other one could not launch its activities in the
previous six monthsApart from those, there are seventeen service providers whose
receivables decreased by more tha®e2B three months, within which six financial
enterprises recorded more than 50% decline. The latter ones with either be terminated or
temporarily suspend their activities in the near future.

The majority of the new enterprises founded in 20089 were &l unable to start their
operation, or could build only a very small portfolio. The deteriorating business environment
is also reflected in the number of founded companies. In 2008, on average five enterprises
were founded in a quarter, in 2009 only #hreand in Q1 2010 only two. Of the new
enterprises, one is a member institution of a Hungariarbaoking group, and the other one

is an independent service provider.

Claims on Clients

12.2006 06.2007 122007 062008 12.2008 06.2009 12.2009 06.2010

Total, end of period (HUF bn) 1915 2028 2319 2443 2872 2759 2574 2459
Annual grawth 81% 0,5% 21,1% 20,5% 28,1% 12,9% -13,4% -22,2%
Share of Credit Market* 13.5% 13.5% 13.4% 13,4% 13,9% 13,0% 12,5% 11,8%

Source: HFSA {Client Claimz in percentage of Credit Markst Claimz)
Portfolio dynamism

During the 12 months, ending in March 2010, the aggregate leatdmeet total of financial
enterprises decreased by 19.1% and their customer receivables shrank bWeidha¥the
decrease in customer receivables, the impact of periodical impairment represented 4.6
percentage points, and the rest resulted from lowerashd, competition of service providers
operating on the credit market and the increased stringency in the terms and conditions of
financing. The dynamism of the shrinking of the portfolio slowed down a bit at the beginning
of 2010, as the net value of toer receivables fell by 4.5% during the period of three
months ending in March. However, in this latter change the impact of impairment was already
2.5 percentage points, i.e. more than 50% of the overall decrease. In the course of one year,
the receivales from enterprises belonging to foreign groups decreased most, by 26%, but in
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the first quarter of this year the receivables from independent service providers not belonging
to any groups dropped by no less than 10%. For foreigners deliberate withdvhialfor

the independent service providers typically the deteriorating market positions, financing
difficulties and the impairment of the portfolio, were the most important factors.

Breakdowns by type of owner, March 2010

Share Growth (yr/yr)
Nr. of  Balance Balance

institutions  sheet c:;'w s‘:n Equity Leasing Loans Factoring Work out Other Sheet Claims on
total ten Total  Clients

Foreign Group 25 11,0% 11,0% 11,7% 9.0% 12,5% 97% 0,6% 51,1% -6% -3%| -196%
Hungarian Bank Haldin &1 631% 65,4% 30,0% T47% 60,9% 52,2% 65,6% 0,5% -3% -5%| -457%
Other Hungarian Group 58 201% 19,1% 283% 15,2% 221% 15,2% 12,3% 38% -4% -4%|  16.4%
Independent 124 5,8% 4,5% 20,0% 1,1% 4,4% 23,0% 21,5% 34,5% -4% -10% 17,1%
Source: HFSA

Asset market exposure

Vehicle (55%) and real estate financing®¥d) had a lower, yet still major share in the
portfolio of the financial enterprises compared to December ZBflfawing the steep fall in

2009, both target markets continued to weaken considerably at the beginning of this year,
regarding the number anchlue of transactions, as well as the prices. Consequently, the
related financing demand also fell deeply below the demand recorded prior to the crisis. The
vehicle financing loans decreased by 21%, but real estate financing decreased significantly
less, by5%, in 12 months by March 2010, after the adjustment made in relation to the
currency exchange rates. The extremely fast shrinking of the vehicle financing loans slightly
decelerated in the first quarter of this year, but the real estate market continueaken
increasingly. In both areas, the share of household loans has increased, but the share of
corporate loans has decreased.

This structural change, i.e. the moderate shift from corporate towards the retail portfolio also
indicates a slight change ithe risk profile: the risk related to the solvency of service
providers of the real estate market has decreased, but the risks regarding the decrease of the
collateral values has increasebhe impossibility of selling the collateral items under the
exiging market conditions forces creditors to keep their bad loans on their balance sheets and
manage them with the same techniques and procedures as applied to personal loans. In such
cases, part of the debt is recovered for a long time and with a moréaimoetcome.

Credit risk

The portfolio quality is gradually and significantly deterioratibgring the first three months

of 2010, the financial enterprises recognised new impairment and provisions, the net value of
which was more or less the sameraghe similar period of the previous year and represented
0.9% of the total gross receivables. Considering that in the meantime the size of the portfolio
has decreased significantly, the same amount of the recognised impairment indicates faster
deterioraton of the remaining portfolio.

The deteriorating portfolio quality tendency and certain acceleration of the process may be
observed in relation to all transaction types of the financial enterprises, whereby the ratio of
loans, overdue for a longer peridce. more than 90 days grew faster than the total default
portfolio. At the end of March 2010, 14.2% of the other portfolio without loans, leasing,
current factoring andvork-out factoring, i.e. its part representing more than 200% of the
similar averagef the banking system was overdue for more than 90 ddyesratio of the
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portfolio with similar default was still 11.5% in December 280Bhe default of current
factoring receivables grew the fastest.

Share of more than 3 month defaulted
items (gross)
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Currency risk

Although 81% of the customer reeables of financial enterprises are denominated in
currency, the direct exchange rate risk is still heavily limited in their typical model of
operation.In this model, customer loans are financed in the form of transauised
refinancing, in the same wency as the loan. Consequently, the open currency position of the
service providers falling in this category at the end of March 2010 reflected a currency fund
surplus, representing only 3% of the total assets, which did not change practically in the
previous quarter.

Change of Claims on Clients

03.2006 03.2007 03.2008 03.2009 06.2009 09.2009 12.2009 03.2010

Total Claims (Gross, HUF bn) 1901 2033 2607 3301 2917 2823 2780 2723
Share of FX based items 79,4% 79.1% 825% 85,3% 83,7% 82,8% 82,0% 80,9%
Growth of HUF Partfelio (yriyr) 8.9% 7,3% 6,2% -2.3% -4.7% -2.2% 7.5%
Adjusted growth of FX portfalio (yriyr) 16,9% 235% 38% -4.3% -122%  -147%  -128%
Adjusted growth of entire pertfolio (yriyr) 15,2% 20,1% 42% -3.8% -10.8% -127% -0.9%

Source: HFSA

As a result of the above, the currency exchange rate risk usually occurs indirectly, as credit
risk. Although the currency share of the receivables dropped by 1.1 percentage points in Q1
2010, this risk is still extremely high. It is d&ange, favourable in this respect, but of
moderate importance for the time being in terms of the composition of the total portfolio, that
the loans denominated in currencies decreased by 12.9% in a year, net of the exchange rate
impact, while the HUF portfio grew by 7.5% in the same period. In addition, the ratio of
EUR was still higher within the disbursed currency loans than the ratio of CHF financing. All
these facts indicate a slow decrease of the currency risk.

It is worth noting that although theass HUF loans expanded by 7.5% in a year, the net HUF
loans decreased by 9.5% in the same pefibe@. difference is the accounted impairment,
which declined by 143% in a year, and increased by 44% in the last quarter. In other words,
the HUF loans detemated much faster than the currency loans, because HUF loans typically
belonged to the shetérm category, containing also low collateralised and unsecured
personal loans, as well as fast loans. However, the faster deterioration of the HUF portfolio

° The data indicated herein for the overdue receivables may be different from the data referred to in the
AiPayment default of the |l oan portf ol i odoutddctaripgt er, beca
data lut, with regard to the financial enterprises, they are based on a representative survey covering

approximately 90% of such enterprises.
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consderably slows down the improvement of the currency structure resulting from the change
of the currency and HUF loans based on transactions.

Source:

HFSA
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Liquidity risk, refinancing

With the rapidly shrinking assets, the liquid assets increased by 0.3 percentage p®%

in the quarter ending in March 200@onsequently, the liquid asset ratio gradually increased
in the last three quarters. The overall picture has also improved with regard to maturity
mismatch: compared to the situation captured one year la@® was a shortage of assets
within a narrower range of-2-year maturities, although even in this segment a major
difference could only be observed in the fiwear category. The net position improved also

for the majority of the other tenors.
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The banks financing the financial enterprises applied strict terms and conditions to loans,
which became even stricter in the previous year, primarily towards service providers not
belonging to their own groups, partly because of the increasing credit aiséspartly
because of the increasing competition between the service providers owned by banks, and the
independent one€onsequently, the supply of refinancing resources is still limited, and in
fact it continued to decrease in the previous months. Aw&st mentioned earlier, one of the

main reasons of the decrease of receivables is the limited supply of funds. Besides, as a hew
business concept, the former financing banks tend to acquire the existing portfolios of
financial enterprises engaged in cutriattoring.

Profitability

The financial enterprises made on average annual 7.7% aggregate loss on equity during the
year ending in March 201 his performance was similar in volume to the loss recorded in
2009, but the first three months of this yesill showed some deterioration, because
compared to Q1 2009, the profit before taxation decreased by HUF 1.7 billion. This decrease
was mainly related to the lower net interest income, cause by the interest lost in relation to the
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increasing loan defaulend the growing financing difficulties. Since Q1 2009, the net interest
income dropped by not less than HUF 11.3 billion, which was partly offset by the
considerable improvement of the profit of financial transactions, and the high operating cost
savings.However, in a lanonth comparison the asdmsed cost ratio has moderately
increased, parallel with the shrinking of the balance sheet total. The sustainability of the
positive profit factors indicated above is doubtful, because the higher income mdidina
transactions was supported by the rather favourable capital market environment in Q1, and
because the constraints to collect bad debts will considerably restrict the further decline of the
cost ratio.

Main items of Income statement
2004 2005 2006 2007 2008 2009Q1 2009 20101

Interest rate margin 7,92% 7.80% 7,65% 6,55% 5,68% 5,68% 6,93% 6,81%
Income from fees -1,59% -1.31% -1,03% -0,91% -0,72% -0,62% -0,63% -0,68%
Result from financial fransactions 1,64% 1,36% 1,58% 2,01% 1,23% 0,98% 1,01% 1,30%
Cost of Operation -3,41% -3,46% -3,71% -3,97% -3,33% -3,14% -3,46% -3,51%
Loan loss -1,33% -1,40% -1,37% -1,13% -1,29% -1,72% -3,84% -3,99%
Other and extracrdinary -0,64% -0,45% -0,82% -0,23% -0,29% -0,32% -0,36% -0,34%
Income before tax 2,58% 2,53% 2,30% 2,32% 1.27% 0,85% -0,35% -0,42%
Income after tax (ROA) 2,02% 1,78% 1,53% 1,76% 0,87% 0,43% -0,56% -0,56%
Return on Equtiy (ROE) 30,68%  26,74%  20,39%  24,09%  13,58% 6,94% -8,07% -7,65%
Source: HFSA (For the previous 12 monthz, in percentage of Balance Sheet Total)

There are significant differences betweea ¥arious types of financial enterprises in terms of
profitability. 38% of the financial enterprises closed Q1 2010 with a loss, among which 31%
of the total enterprises are primarily engaged in financial loans. The weakest performance was
still recorded m leasing, where the fast increase of the default portfolio and the sales
difficulties of the leased assets resulted in an outstanding amount of loss, representing 62% of
equity during the year ending in Q1 2010. On the other hand, factoring and pawtystop
lending are still profitable activities.

ROA, ROE
Leasing Loans 2l Factoring wWo Other

& Loans
ROA* 20101 -1,82% -0,26% -0,35% 3,40% 0,38% 7, 19%
200921 -0,52% 067% -1,04% 1,69% 7.55% T.72%

20100 -52,09%  -3,52% -10,08% 19.27% 1,90% 16,13%
200901 -13,60% 9.14% -45,43% 12,28% 25,89% 21,88%

ROE®

Source: HFSA *Average profitability for the previous 12 months.

Looking at the owners of the financial enterprises, the service providers belonging to the
Hungarian bank group had the highest loss during the 12 months ending in March 2010, with
-46% loss on equityin total, the financial enterprises belonging to foreign financial groups
still made a loss, but their 48onth ROE improved significantly t020%. The independent
financial enterprises and those belonging to Hungarianbaoking financial groups on
averagehad a profit, similar to the one earned in 2009. Based on this, it seems that the major
profitability problems occur in companies of highly capitalised owners. However, some of the
service providers owned by less capitalised owners may pursue less grodamment
policies than would be required in relation to the existing portfolio quality problems, because
they have limited options to replenish their lost capital. In such cases, the significantly higher
profitability of this specific group of enterprsehan the average of the financial enterprise
subsector may even be considerably misleading, and later such reports will have to be
adjusted significantly.
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Capital position

The equity/total assets ratio of financial enterprises remained relativelg,stab more
specifically decreased slightly in Q1 2010 even despite the considerable loss recorded in that
period.This could happen because the owners replenished the capital absorbed in the losses in
nearly identical amounts regarding the average oftliesector. In the year prior to March

2010, the equity ratio grew from 5.6% to 7%, i.e. in that period considerable capitalisation
took place compared to the significantly falling asset portfolio. However, it must also be taken
into account that the avage equity ratio measured in the base period was extremely low,
reflecting the then acute phase of the crisis. The average capital level, significantly
replenished by the end of March 2010 reached the lower end ofga8o/equity/total assets

band, whiclprevailed prior to the crisis.

Capital adequacy

2008.03 2008.06 2008.09 2008.12 2009.03 2009.06 2009.09 2009.12 2010.03

Equity to Balance Sheet total 7.4% 8,2% 8,0% 5,9% 5,6% G,7% 7.2% T.2% 7.0%
Growth of Balance Sheet total® 28,3% 19.4%  215%  2ZV7%([ 257% 14,0% 30%  -107%  -191%
ROE® 207%  228%  208% 13,5% §,9% 2,2% -4.0% -8,1% -7,6%
Met capital inflow -5,6% -4.4% -4.8% -3,7%| -12,8% -9.7% -3,5% 16,2% 8,5%
Growth of Equity 15,4% 18,6% 15,6% 12,5% -5.1% -7,0% -G,8% 9,0% 0,4%
Source: HFSA “In the previous 12 months.

As it was mentioned before, the largest losses of thessctor occurred in leasing
companiesin this subgroup, at the end of March 2010 the equity ratio was equivalent to
3.4% of the total assets, which was 0.35 getage point higher than the figure recorded one
guarter before. This was partly due to the 3.3% decline in the total assets, and 8.7% rise in
equity, which could be achieved with the extensive capital injections from shareholders
compared to the size dié service providers.

The aggregate profit after taxation of the independent enterprises, the number of which is the
highest, but the market share of which is less significant, was also related to-dtakisg
enterprises, which made 37% of the indeggtdnstitutions by numbeiVithin the loss

making enterprise group, there were 19 institutions, the equity of which would fall below the
required HUF 50 million regulatory minimum in the subsequent year, if the profit trend,
developed in the previous yeatontinued. This group is especially at risk, because the
capitalisation risk is generally much greater in independent institutions than in enterprises
belonging to wellcapitalised strategic owners.
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3.5.Insurance companies

Main risks

The insuranceampanies still have significant demand risks. Although in Q1 2010, demand
for investment products grew, the subsequent capital market correction created a threat of

return of the previous negative demand tréftas time, the traditionally high profitabiyi is

threatened by several factors with a potentially large effect, including the approximately HUF
30 billion claims caused by the storm and flood damages in May and June, the estimated
detrioration in investment results following the capital marketaxton in May, the impact
average
special tax plan, the details of which are still unknown. In addition, the recently founded new

of

t he

significant

price

drop

of

insurance companies with a small market skaare operating loss is still unfavourable, as the
majority of them generated lower and lower profits in the previous quarters.

Institutional structure

In Q1 2010, the number of associations decreased by one, so at the end of March 2010, 32
shareholding cmpanies and 29 associations had operating licences, while there were 12
branches in the sudectorCl1 G Panm- Miaag ykRlrs Cl t al 8nos

Bi

operational licence earlier, in March 2009, began its operation during the quarter.

Premium revenues and product structure

In Q1 2010, the gross premium income of insurance companies grew by 11% in annual

M

Zt os?

comparison, and amounted to HUF 244 billickhe fast dynamism resulted from the new

increase in premium revenues of investment products offered in the life insurance business

line, while the insurance revenues from traditional life and-ldenproductscontinuel to

stagnate or even slightly decrease. It is especially notable that the dynamic premium
expansion in Q1 could only happen because of the high ratio of the new contracts with single
premium. No similar dynamism can be projected for the whole ,26&0ause the life

insurance annual pibolio premium is expected to fall for the rest of the year.
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In this period, the total life insurance premium revenues amounted to HUF 119 billion, of
which HUF 41 billion was earned from traditional life inquca policies, and HUF 78 billion
was earned from uniinked products. The singlepremium, mainly investment products,
including also the attoc premium, made up 43% of the total premium revenues, as their

popularity began to grow again. During the ceucd one year prior to March 2010, the

attractiveness of investment products grew in relation to the upturn of the capital market, a
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significant drop in bank deposit interest rates and the launch of increasingly flexible and
liquid insurance products. Assurance risks reduced, the redemption conditions were eased
and costs became lower, these products may compete even with-sdrantenoney market
products.

Among the traditional life insurance products, the tendency of the previous periods continued,
i.e. premium revenues and the portfolio shrank slowly but continudasyl 2010, only the
premium revenues from the sale of single premium products increased in this category. In
relation to the latter one, however, we must note that even among thenadroducts,
typically sold as combined life insurance products, the products with a stressed investment
component and offering high liquidity proved to be popular.

In the first three months of 2010, the insurance companies earned HUF 125 billion gross
premium in the norife business, which was 1.1% lower than in the same period of 2009.
The premium revenues fell in relation to the unfavourable macro economic impacts, which
kept demand low, and the premium cuts, made deliberately by the insurancancEsrip

order to acquire market share. The still unfavourable housing and vehicle market outlook, and
moderate dynamism of new loans also limit the growth potential of the insurance companies.
Consequently, in vehicle insurance, the portfolio shrank, evlile property insurance
portfolio stagnated. In the four largest segments, the average premium level was lower than
the last quarter in 2009, although the difference varied significantly by segment. The
premium/contract of CASCO and MTPL segments fellamerage 1.5% and 9.2%, while the
average premium of fire and natural disaster, as well as other property damage insurance
segments decreased by 1% and 0.5%.

Services

Compared to previous periods, in Q1 2010 the largest amount of capital flew out friife the
insurance businesdnsurance companies paid out HUF 88 billion for life insurance services,
which was significantly, 8.3% higher than the volume of payments made in the last quarter
2009, and made up 74% of the gross premium revenues of the péeady 62% of this

latter amount was redemption. The continuous increase in redemptions is explained by the
liquidity constraint triggered by the economic crisis and the transformation of contracts,
which is a concern for consumer protection, and, toeatgextentby the dissemination of

high liquidity of investment products, where the limits and expenses of access to the
investment prior to maturity are much lower than in the case of traditional insurance products.
During the analysed quarter, HUF 29ibn was paid out upon maturity. Within this amount,

the largest item was the HUF 21 billion paid out for traditional life insurance products, the
volume of which began to rise again in the last two quarters.
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As a result of the above processes, dbterioration of the life insurance portfolio loss data
seems to continue also in 201The various portfolio loss indicators calculated based on the
annual portfolio premium, i.e. the premium ambprojected on the basis of the contract
portfolio at thebeginning of the peridd, have continued to rise both in the case of traditional
life insurance products and wifithked insurance products, but apart from redemptions, the
increase in the cancellation ratios and premium exempted and maturing porteditsraed

out to be important factors.

Lapses and surrenders
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Insurance risks

By the end of March 201Ghe insurance companies paid out HUF 48.5 billion on gross
claims in the no#life business, which was 1.7% lower than the claim payments recorded in
the same period 02009. Although in this period, the claim expenses turned out to be
favourable, for the rest of the year considerable deterioration may be projected in this
tendency in relation to high natural disaster claims in May and June. Based on the data
disclosed lg the market etors, the claims reported in relation to the storms and floods in May
and June may be close to HUF 30 billion. These claims occur in the retail property insurance
and industrial and agritiral insurance categories.

The migration of the isured was higher than ever before on the MTPL market during the
2009/2010 contract renewal periolls a result of the intensive campaign conducted in this
respect, nearly orandahalf million customers signed new contracts. The insurance
companies projeted 3.4% premium increase for 2010 in advance, but due to the large number
of new contracts, the average annual premium calculated for the entire market decreased
significantly, by 9.2% compared to 2009. The impact of the lower premium on the profit of
the individual service providers cannot yet be assessed exactly, but in the whaectub
profitability may also fall significantly beside the lower expenses and claim coverage.
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Y The (annual) portfolio premium decrease occurring in relation to the portfolio loss (deletion, maturity, etc.jirecorde
during the quarter, compared to the portfolio premium at the beginning of the period.
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In the top four insurance segments with the highest premium reveheedaim ratios were
favourable, with the CASCO segment being the only exception in relation to the slowly
increasing trend of claim ratios parallel with a significant decline in premium revehues.

most important change can still be observed in the M3&dment, where the average claim

ratio was significantly lower as a result of the lower claim expenses. In relation to the reasons
explained earlier, in the fire and natural disaster, as well as other property damage insurance
segments, some major deteation is projected in the claim ratio indicators for the rest of the
year.

Market risks

The investments covering the various reserves generated by the insurance companies and their
total assets grew fast, by 3.2% in Q1 2010 and reached HUF 2,466 bilitve end of this
period.

Within the investments of the insurance companies made at their own risk to cover actuary
reserves 71% are bank deposits and HUF bonds issued by the Hungarian State, thus the
market and credit risk of such portfolios is stéither moderate.

The market risk of the unlinked portfolio of the insurance companies has been traditionally
more significant in relation to the composition of assets, but in this case, the market risk is
borne mainly by the customeffhe insurance copanies associate capital or yield guarantees
andpromiseswith an increasing number of the uhitked funds affecing nearly onethird of

the investments of the uribked funds by the end of March 2010. The dissemination of these
products is a sourcgf an increasing consumer protection concern, which typiceabyes to

the not always adequate information given to customers about the contents of the service

providerds performance obligation.mphhgdoe si mp
not always clearly reveal whether or not the promised capital or yield protection is provided
under the investment policy or the insuranc

asset funds offering yield protection or providing purchased yield guatattieeinsurance
companies assume performance guarantee partly from their equity, which naturally represents
a prudential risk.
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In Q1 2010, the insurance companies had favourable investment results, because in the still
positive capital market trendhe invested assets had high yieldsis primarily due to the

" For yield guarantee, the insurance company guarantees the promised yield, for the performance of which the
collateral provider is liable as a third party.the cas®f yield protection, the promised yield is guaranteed
under the investment policy.
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continued yield decrease on the government securities market that on average 5.3% quarterly
yield developed on owrisk investments, which cover the insurance technical reserves. Of
this, 5.26 yield was achieved on the actuary reserves, for which the average promises annual
technical interest rate was 3.9% according to the December 2009 data. The average yield
earned on unilinked investments was 4.5%, slightly lower than the yield earnethen
insuance companiesd6 own investments; however,
funds varied significantly behind this average.

Liquidity risk

The liquidity risk of the insurance sidector is still low given the fact that the insurance
sewvices are prdinanced, bond and loan financing is typically low in Hungarian insurance
companies, and that investments are dominated by liquid agd#tsugh as a result of the

latest negative correction of the capital market, there has been a diglatsie in the risk that

certain insurance companies will be able to fulfil their payment obligations only by selling
their assets at considerable losses in certain cases to a limited extent, in this respect a major
risk could only develop, if the capital arket environment turned out to be a lot more
unfavouable than it is now.

Profitability

The profitability of the insurance stdector grew significantly in Q1 2010. The preliminary
profit after taxation of the subector was HUF 20 billion, which was .2% higher than the
profit recorded in the same period of 2008this context, the average return on equity (ROE)
increased t 24%, more specifically to 20.6% for the life business, and around 21.6% for the
nonlife business?

The insurance technicargfit of the life business line amounted to HUF 5.3 billion in Q1
2010, which was significantly, nearly 165% higher than the figure recorded one ye@hago.

profit increase was the result of a major premium revenue increase since the base period, the
favourable vyield performance of the assets covering the reserves, and a decline in
administetion costs.

The insurance technical profit of the nriifie business line was HUF 7.2 billion in the first
three months of 2010, which was 45% lower than the figecerded in Q1 200However,

we must note that this decline was partly the result of a strong base year effect: the results of
Q1 2009 were significantly improved by the fact that some major service providers released
part of the pending claim reserves.eBwithout this impact, the ndiie profit still decreased
significantly, by 22%, as an overall result of lower premium revenues and higinsurance
balance. On the other hand, in relation to the favourable capital market processes, in total
HUF 12.5billion yield was generated on the nbie investments and own assets.

Looking at the profitability of the individual institutions, we can see that the individual figures
vary increasingly.The profitability of the insurance companies with considerabéeket

share and mature portfolios has stabilised at a high level in the recent period. However, nine
insurance companies closed the first quarter with a loss; in four of these companies

2The ROE indicators referred to in this report are rolling indicators, calculated for 12 months prior to the end of
the analysed period.

13 The ROE figure calculated on thetal profit of the suksector may divert from the weighted average of the
indicators of the various business lines in relation to income not earned from insurance services.
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profitabiity was improving, but in five companies it was decreasmghe previous four
quarters.

There are several risk factors with large potential impact within the profitability outlook of the
insurance suisector in 2010At present, the biggest risk to insurance income is the increasing
volume of the claim paymentprojected in relation to the flood and storm damages. Another
important risk is the introduction of the special tax, contained in one point in the government
measures announced in June, although the details are not known for the time being. In the
previaus four quarters, the positive capital market trend contributed a great deal to the high
profitability of the insurance companies, but as this trend exhausted, and was corrected in
May, a fall may be projected in investment income. Finally, the intensivgpetition in the
vehicle insurance segment triggers continuous price cuts, as a result of which the market
actors give up an increasing portion of their profits. Based on the risk factors outlined above,
the profitability of the insurance stgector may dcrease significantly.

Capital position

The capital position of the insurance ssdxtor is still stable, and is now even stronger as a

result of the high profit reported in Q1 2018t the end of March 2010, the insurance
companies had HUF 287 billiomegulatory capitalwhich was 4.9% higher than the figure

recorded one year ago. This increase is considerable as it illustrates still significant capital
generation, and that, based on the 2009 audited figures, HUF 68 billion dividend was paid out
bythensur ance companies. The dividend equalled
nearly 50% of the payments were made by one service provider.

The regulatory capital requirement of the insurance companies increased by in total 4.3% in
Q1 2010, which waslightly higher than the dynamism observed in the previous periods. This
was mainly the result of an increase of the minimum solvency capital increase, which was
explained partly by the usual exchange rate indexation of the amount denominated in EUR at
the beginning of the year, afffartly by the increase in the amounts specifieg legislation.

On the other hand, the change in the minimum capital requirement still indicates a negligible
risk expansion of the insurance companies even after the elinmnaftithe impact of the
change in legislation concerning the capital calculation, indicated aBsva.result of this
process and the dynamically increasiregulatory capital the average capitalisation of
insurance companies reached 228% by the end ofHlV2010, which was 6% higher than the
average capital adequacy ratio prevailing at the end of March 2009.

14 pursuant to Article 9/A (2) of the Insurance Act, the figures denominatetdi rBust be converted at the average of
official daily exchange rates published by the NBH for the first ten months of the previous calendar year, and must be
rounded up to the next million in HUF.

15 The minimum solvency capital is EUR 2.2 million, spedfie Article 126 (1) of the Insurance Act for EUR 2.3 million;

the EUR 3.2 million changed to EUR 3.5 million; the EUR 53.1 million contained in Annex 8 in relation to the minimum
solvency capital calculation changed to EUR 57.5 million, and the EUR 3lfichrahanged to EUR 40.3 million with an

effective date of 1 January 2010.
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Solvency position Impact of dividend on solvency position (2009)
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As it was already indicated in the previdRisk Reportthe increase in the regulatory capital
requirement affected mainly those insurance games (typically operating with the smaller
volume of business) where the capital requirement is calculated based on the solvency capital.
The same category also include service providers that are more vulnerable in terms of capital
adequacy, who enterethe market recently and therefore, the increase of the capital
requirement led to a capital shortage in two insurance companies, while in further five service
providers capitalisation fell below 120%. When thesgiations developed in sudervice
provideas, their shareholders typically reacted by reporting their capital increase intentions. In
Q1 2010, actual capital increases took place in two service providers.
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3.6.Investment service providers
Main risks

The investment companies continued their apen with high profitability and capital
adequacy in Q1 2010, and the profit of investment services made considerable contribution to
the banksdé profits. The most 1 mportant ri sk
remains the doubt of sustaihility of the upturn of the capital market, experienced from Q2

2009 to Q1 2010, and the positive trading results and revaluation differences triggered by it.
Investment service providers are expected to compete with each other intensively for
maintaining the volume of transactions and portfolios, which may also lead to lower
profitability in the sectof® The estimated increase in the intensity of competition may also

have an impact on the risks related to the requirement of fair market practices.

Institu tional structure

With a branch, opened by a credit institution, the number of institutions licensed for
investment services increased to 55 in Q1 2010. There was no change in the number of
service poviders operating as investment enterprises.

Balance steet dynamism

The balance sheet total of investment enterprises grew by 44% since the same period of the
previous year. Within the increase, 48% related to liquid assets and approximately 39%
related to an increase in securiti€2% of the balance sheetogth was recorded by the
largest market actor, having nearly 50% of the aggregate balance sheet total ofshet@uyb

and the other 48% related to three companies, representing 30% of the aggregate balance
sheet total’ There was no change in the numbé institutions, market concentration based

on the total assets grew since the last quarter of 2009, but there was a slight decline since the
Q1 of the previous year.

On an annual basis, the equity expanded by 8% by the end of March 2010, in which 75% o
the increase was recorded by three companies holding 61% of the portfolio. There was no
considerable change in market concentration based on equity either in an annual or in a
quaterly comparison, as the seven largest companies held 86% of the tatala¢dne end

of the period. Market concentration, measured based on the main balance sheet items of
investment enterprisewas relatively high, but it could not be deemed risky in terms of
intensity of comgptition, because apart from investment entegwjscredit institutions
engaged in similar actitres are also offer their services to customers.

Liquidity position and leverage

According to the indicators calculated based on certain items of the interim balance sheet, the
liquidity position of the sb-sector weakened in Q1 2010 even despite 32% growth in liquid
assets, primarily in relation to the 40% increase of dieom liabilities in one quarter. At the

end of March 2010, the shedrm liabilities equalled 115% of the current assets and 48% of

18 The capital market actors may seek alternative solutions for maintaining their profitability, such as online
trading, and extension of the agent network.

" The variation of thdalance sheet total and individual items thereof could be rather hectical in relation to the
settlement of the large intgroup transactions performed by service providers belonging to major groups.
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liquid assets, involving 7 percentage points and 3 percentage points respective decrease in a
guarter. In the same period, the liabilities as a percentage of equity less receivables were
higher than 3.4 times the equity and 5.8 times the liabififiéd. this indicates that at the end

of the period, leverage has reached such a high level, which has not been observed since 2007.
The more tense liquidity and asset coverage relates to the favourable capital market trend,
which prevailed in Q1 2010, encouragithe service providers to take higher than usual
postions. Consequently, the sslector has a high liquidity risk, although it is not critically

high.

Managed customer assets, customer accounts and orders

Following the data corrections made basedhantechnical changes in the supervisory data
supply, the portfolio of third party securities, managed for customers based on orders and
reported within the framework of portfolio managemémcreased by 19% by the end of Q1
2010 since the same period bétprevious year, representing a low base in a longer historic
comparison, and by 11% since the previous quarter. The majority of this increase occurred
within the portfolio managed securities, which doubled since the same period of the previous
year, andgrew by more than 50% even compared to the last quarter of 2009. Assets managed
for customers based on orders expanded much more moderately, by 5% in an annual and by
3% in a quarterly comparisoithe ncrease of the portfolio managed assets was mainly a
technical increase and related to the movement of portfolios, part of which were managed by
banks for funds or insurance companies of the group, and it partly reflected the impact of the
new data supply requirements, which changed at the beginning of 2010.

Investment Service Providers' Managed Client Assets
End period outstanding amounts at market value (HUF billion)

Securities from execution of

clients' orders 1851 1856 1719 1455 1349 1292 1331 1392 3009 *
Securities in portfolio

management 9 10 9 13 313 351 422 441 667
Banks 1860 1865 1728 1468 1662 1643 1753 1833 3676
Securities from execution of

clients' orders 15 12 12 105 150 145 145 156 91
Securities in portfolio

management 0 0 2 5 7 7 9 11 13
Banks Branch Offices 15 12 14 109 157 152 154 167 104
Securities from execution of

clients' orders 807 775 766 688 708 705 712 703 788
Securities in portfolio

management 1 1 3 3 3 3 4 3 9
Inv. companies 808 775 769 691 711 707 716 705 797
Total securities from

execution of clients' orders 2672 2643 2 497 2248 2208 2141 2189 2250 3888
Total securities in portfolio

management 10 10 15 21 323 361 434 454 689
Total client assets 2682 2 653 2511 2269 2531 2503 2623 2704 4577

Note: credit institutions providing investment services and investment companies including KBC Securities Hungarian Branch Office

* previously, three banks reported its full outstading amount of securities as securities within safe custody services. Since the beginning of 2010
in correspondence with the new data provision regulation (3/2010. (1.21.) PM rendelet) these mentioned institutions divided properly its data. Due
to this changes in data providing practice, not only the banking, but also the sector amounts increased significantly.

Source: HFSA

8 The receipt of the 2009 yeand audited figures magdicate a slightly lower quarterly increase of the

indebtedness ratios.

¥ The changes in the data supply practices of three large investment service providers owned by credit
institutions made it difficult to interpret the data of the asset portfolio gexthéor customers based on orders. In

order to analyse the data of customer assets, the actual market value of securities reported by these three
institutions in this row was eliminated from the calculation (HUF 1,560 billion at the end of March 2010). The
table contains the unfiltered data, collected within the framework of the data supply.
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The new structural data of the investment-sabtor significantly changed the previously
known proportions of the structure of customer busingssording to the new data, at the

end of March 2010, 83% of the total managed customer assets werg Belwibe providers
owned by credit institutions. The breakdown of customer accounts by number reflects similar
proportions, as approximately 80% of the total customer accounts were managed by service
providers owned by credit institutions, and 20% werenagad by service providers as
investment enterprises. On the other hand, however, the orders were structured most
differently: In Q1 2010, 60% of the orders were performed by companies owned by credit
institutions and 40% by investment enterprises. Coreggtyy based on the number of orders

per account, customers of investment enterprises traded more actively than customers of
credit institutions.

The number of customer accounts kept by investment enterprises continued to increase in Q1
2010.The increas was nearly 20% since the same period of the previous year, and 4.5% even
since the previous quarter. 80% of the annual increase was recorded by one company,
manajing 33% of the customer accounts, and the rest were recorded by two other market
actors. Howver, in an annual comparison, the number of received customer orders dropped
by 2%, while the decrease was 13% since the previous quarter, indicating some definite
increase in customer activity. Two institutions, managing approximately 60% of all orders
and achie@ing large growth before were responsible for the decline in the number of orders at
sectoral level. Considerable changes took place in the performance of the various market
actors in different directions, i.e. there was a significant customeataigy which indicated

more intensive competition for customers and orders.

Trading turnover

In Q1 2010, the aggregate trading turnover of banks and investment enterprises was up by
11% since the same period of the previous year, which representedbadevwperiod in a
historic comparison, and by 8% compared to the previous quattavever, the turnover
figures of operation are still much lower than the figures recorded before the crisis. Within the
annual growth of trade 60% involved the 7% rise m ¢lvn account trading activities of the
banks, and the rest was mainly related to a major, 47% increase in commission agent
activities. The higher turnover was closely related to the rising trend of the capital market
recorded in the analysed perié%.

Investment Service Providers' Trading Volume
Cumulated trading volume from the beginning of the year (HUF billion)

Banks 2788 4 646 6 663 8861 1496 3451 5478 7572 2280
Investment companies 10 491 15 460 20996 26 464 5197 11112 17 104 23213 7182
Total trading for clients 13 280 20 106 27 659 35325 6 693 14 563 22582 30 785 9461
Banks 126573 225472 342441 418741 59851 112986 175829 236121 64 260
Investment companies 2535 4424 6 275 7926 1493 2931 4 496 6108 1837
Total proprietary trading 129108 229896 348716 426668 61345 115917 180326 242229 66 097
Total for banks 129361 230118 349104 427602 61348 116437 181308 243692 66 539
Total for inv. companies 13026 19 884 27271 34 390 6 690 14 043 21600 29321 9019
Total 142388 250003 376375 461992 68038 130480 202908 273014 75 558

Note: credit institutions providing investment services and investment companies including KBC Securities Hungarian Branch Office
Source: HFSA

#n Q1 2010, the BUX index rose by 14%, and the MAX index went up by 6.5%.
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The banks continued to focus primarily on their own account activities, satisfying their own
business requirements, partly related to banking activities, while investment enterprises
concentrated mainly on retail ordefBrading on own accounts represeh&7% of the total
turnover, of which 97% took place in banks. Within the remaining 13% commission agent
turnover 76% was managed by investment enterprises. Classified by product type, this growth
of trade resulted from the 3% drop in the turnover of ddikre transactions and 53% increase

in the turnover of prompt transactions. The positive volume impact was mainly due to the
57% rise in government securities transactions, but the increase in the turnover of other
securities was also considerable.

Profit ability

The favourable profitability tendency of investment enterprises continued in Q1 2010, with
ROA and ROE figures significantly higher than the average of the Hungarian sector, and
slightly increasing profitability ratios. The aggregatedni@nth ROEwas 29.3%, and the
ROA was 5.1%. The profit after taxation rose by 44% since the same period of the previous
year, primarily as a result of the 38% profit increase in investment services. Naturally, during
the comparison it must be taken into account tQat 2009, i.e. the base period of the
calcuktion was a period, full of most unfavourable conditions both in the international
financial environment and the Hungarian economy, which was also reflected in the relatively
weak peformance at that time of thevestment service providers.

Investment Companies' Profit and Loss Account
Cumulated sum from the beginning of the year (HUF million)

Profit from investment service activities 5205 8980 14 979 16 980 4068 10 142 15543 20 146 5617
Operating expenditures -3167 -6160 -10173 -12016 -2812 -6 374 -9911 -13816 -3197
Profitloss on other business activities 1 -227 -674 -961 -184 -429 -754 -968 -352
Profitloss on non-trading financial operation -11 549 183 4771 586 1152 1796 2960 552

Profit/loss on ordinary business activities 2029 3142 4314 8773 1658 4491 6674 8322 2621
Extraordinary profitloss -14 -31 -60 -28 -8 -13 -64 -128 -53

Pre-tax profit 2015 3112 4254 8745 1650 4478 6611 8194 2568

After-tax profit 1862 2910 4023 7 636 1569 4263 6 105 7122 2257

ROE* 31,8% 26,4% 23,6% 33,3% 31,2% 37.1% 39,8% 27,3% 29,3%)

ROA* 3,9% 3,5% 3,5% 5,8% 5,9% 7,1% 7,5% 5,0% 5,1%

Note: investment companies including KBC Securities Hungarian Branch Office
*12-month after-tax profit on 12-month avarage equity (ROE) and on 12-month average assets (ROA)
Source: HFSA

The operating profit expanded primarily as a result of the 22% rise in the profit of
commssion agent activities and 72% increase in the profit of trading activities. In addition,
there was also a spectacular increas@enprrofit of securities issue and organisation, as well
as other activities, which is favourable in terms of the structure of growth, as it indicates
diversification of the supply of services.
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The improving profitability trend could be observed widedyd relatively evenly in the
performance of individual service providers: the number of-fas&king institutions fell from
twelve to six since the same period of the previous year, and the number of institutions with
up to 20% profit increased by two, atide number of institutions with more than 20%
profitability went up by six. The overall picture is even more favourable on a weighted basis,
because the losmaking institutions held only 6% of the aggregate equity of the sector, while
the institutions wth more than 20% profitability held 65% of the aggregate equity of the
sector.

Capital position

Looking at the average of investment enterprises, at the end of March 201€guletory
capital which may be taken into account in the coverage of risissapproximately 3.5 times

the minimum capital requirement, which still reflectadcomfortable capital adequacy
position. Within the capital requirement, 29% was related to credit, counterparty, dilution and
open delivery risks, 2% to settlement risks¥@2® position and currency exchange rate and
commodity risk, and finally 46% was related to operational risks.

Distribution of Investment Companies’ Capital Requireme nt By Main
Risk Groups 0%

uCreditrisk

u SeMlement risk

46%
|
%
v Operational risk /
23% /
Other capital requirement -
Sowrce HFSA

Similarly, at the end of March, all investment enterprises operating as corporate entities
reported higher than 100% capital adequacycesl 100300% capital index was reported by

ten institutions, providing 48% of the aggregated capital requiremeng@D% was reported

by seven institutions, providing 21% of the capital requirement, and higher than 500% was
reported by eight institutions esponsible for the remaining capital requirement. The
breakdown weighted with capital requirement indicates that the majority of enterprises based
on risk @sumption were in the 26800% TMI category, while only service providers
representing 1% of the tdtrisk exposure fell in the 16200% category.
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Number of institutions

Investment Companies' Distribution of Capital Adequacy
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3.7.Fund managers
Main risks

The risks identified in the fund manager sdztor are moderate. The size of operation and
profitability of the service providers of this sector in 2009 were stronglycstgip by the
favourable capital market environment, experienced in the previous year. With this
background, the service providers cut their fees significantly, which made the products
managed by funds increasingly competitive with bank depd3gspite tls, the average
return on capital mproved and the number and weight of losaking fund managers
dropped, which indicated successful cost savings. Although there is high probability that the
capital market trend of 2010 will be less strong, the businetsos of fund managers still
seems favourable in view of the high profitability and increased competitiveness.

Managed portfolios

At the end of March 2010, Hungarian fund managers managed HUF 8,380 billion portfolios,
which grew by 7.8% since the end December 2009The considerable increase in the
managed funds was the result of a favourable yield environment on the market and a
considerable volume of capital invested into investment funds. The still intensive demand for
products managed by funds cae explained partly with the favourable capital market
processes, which continued also at the beginning of 2010, and partly with the
disintermediation impact of the continuous fall of the deposit interest rates, offered by credit
institutions.

Net asset value of investment funds = Institutional assets undermanagement
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Investment funds

The net asset value of investment funds grew by 11.5% in Q1 2010, and reached HUF 3,453
billion at the end of March 2010. The significant growth occurred partly because of the
favourable yields achieved by the funds, and partly because obtiséderable positive net
capital injections.During the quarter of the year, fund managers launched 20 new funds,
while 11 funds were terminated, so in March 2010 in total 451 funds were managed.

Taking also into account the balanckthe recently launad and terminated investment
funds, in the first three months of 2010, in total HUF 213 billion new capital was invested
into public investment funds which, compared to the quarterly data of the previous years, was
an extremely large investmerithe majoriy of this increase occurred in liquidity and money
market funds, but major investments could also be observed, intshartoond funds and

real estate funds. Capital was withdrawn only from the-tengy bond funds, although its rate
was not significant.This latter trend may be interpreted as a sign of realisation of the
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exchange rate gain from the high appreciation of the HUF on the government securities
market in the previous year.

Rate of return achieved by publicly offered investment funds

Invetsment policy 2007 2008 Q12009 Q22009 Q32009 Q42009 2009 Q12010
Liquidity §,78% 7,95% 2,00% 1,93% 1,80% 1,20% 7.31% 1,08%
Money market 6,10% 539% 0,98% 276% 253% 1,30% 7.78% 1,31%
Short bond 5,62% 0,69% -4.30% 10,26% 9,62% 2,03% 18,01% 3,74%
Long bond 517% -0,09% -8.51% 10,70% 12,19% 0,36% 14,04% §,74%
Bond weighted balanced 511% -4,09% -0,97% 415% 5,84% 1,77% 11,10% 2,61%
Balanced 6,21%|| -2832%| -0,03% 11,47% 13,50% 3,66% 3,12% §,61%
Equity weighted 3,80%| -46,05%)| 1.77% 15,14% 19,88% 537% 48,02% 7.64%
Equity -497%| -52,23%)| 1,11% 14,98% 14,45% 7,50% 43,03% 5,08%
Guaranteed 8,43% -3,76% -0.21% 3,05% 3,01% 1,35% 7.37% 151%
Derivative 9,75% -4.13% 0,53% 7.28% 6,01% 277% 17.51% 0,92%
Froperty development 9,12% §,49% -0,32% 2,63% -1,24% -1,93% -0,92% -5,48%
Froperty vendor 7.51% -0,85% -5,59% 1,58% 2,46% 1,79% 0,02% 1,69%
Other 10,64%|  -20,42% -0,47% 7 46% 7,36% 2,53% 17,73% 2,97%
Average rate of return 6,22%) -5,49%) 0,54% 3,26% 5198% 2,14%| 11,55%)| 2,59%

Source: HFSA

The yield performance of funds increased the managed assets by3iklfion during the
guarter.In this context, the investment result of the funds turned out to be favourable also in
Q1 2010, when the average yield varied around 2.6%. Concerning the individual fund types,
bond and equity funds performed above theirdgats, primarily because of the decline of the
Hungarian bond yields and continuously increasing trend of the equity markets. The lower
than average yield performance could also be observed typically in products with a high
deposit ratio, i.e. in liquidityand money market funds, reflecting the continuous fall of the
deposit interest rates. During the quarter, the fluctuation of the HUF exchange rate -caused
1.6% exchange rate loss on assets denominated in EUR, and 5.3% yield surplus on assets
denonmnated inUSD.

Portfolio management

The assets transferred to fund managers for portfolio management were up by 5.4% in Q1,
amounting to HUF 4,927 billion at the end of March, which represented 58.8% of the total
managed assetsn relation to the favourable inggment results, the dynamism of the
portfolios managed for the two large group of institutional investors has accelerated slightly:
the assets of pension funds expanded by 7%, and the insurance assets managed by fund
managers grew by 2.5% since Decembe®20With the average-%%-quarterly yield,
however, this increase suggests modest capital outflow, partly reflecting the transfer of part of
the private pension fund savings into the social security system and partly from the portfolio
contraction causedybthe shrinking of the traditional life insurance reserves, offered for
portfolio management by the insurance companies.

Profitability

Following the decline recorded in 2008, in 2009 the profitability of the fund manager sub
sector picked up agaiithe pofit was affected partly by the portfolio increase caused by the
favourable capital market trend from Q1 2009, and partly by thecattshg measures of the

service providers. The specific fee income related to portfolios continued to decrease also in
2009. On the other hand, despite the 8% rise in the average managed assets, the total revenues
of fund managers also decreased by 11.5% in that year, as a result of which, the specific fee
revenues dropped deeply, by 18%. This change significantly imprbeetbmpetitiveness of
products managed by funds over bank deposits.
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In 2009, the aggregate profit after taxation of thesettor was HUF 23.3 billion, which was
nearly 11% higher than the total profit recorded in 20@8elation to the profit increaséhe
average ROE of the sector grew by 4.4 percentage points and reached 60.1%. According to
this figure, fund and portfolio management is still the most profitable segment of the financial
sector. However, high profitability is mainly due to the sounckgeound provided by the
financial groups, because such service providers rely on the infrastructure of their parent
companies a great deal. In this context, fund managers paid out a considerable amount of
HUF 26.3 billion dividend based on their 2009 jisyfwhich exceeded the dividend payments

in 2008 by 14.5%. The high, 113% dividend ratio is the result of the fact that, due to the lack
of regulations on capital requirement, the owner grougslloeate the profit of the fund
managers to other areas.

Fund managers' profitability (HUF bn)
2003 2004 2005 2006 2007 2008 2009

Profit after tax 82 10,5 14,1 19,2 237 21,0 233
Average own funds 18,3 210 251 303 348 T 388
ROE (%) 44,6% 50,0%| 564%| 635%| 681%| 557%| 60,1%

Average net assetvalue
(NAV)

Profit after tax/
Average NAV
Revenues 19,2 212 334 4538 54,1 557 49,3
Revenues |
Average NAV
Source: HFSA

1837,6| 23944 3579.8| 46319 58776 62711 67822

044%| 044%| 040%| 042%| 040%| 033% 034%

1,05%| 0,89%| 093% 099% 092% 089% 073%

The distributionof the ROE indicators of the individual institutions shrank slightly in 2009.
Profitability of nearly 50% of the market actors has decreased, while the number-of loss
making service providers dropped to five. However, the market shanecbflatter market
actors still remained low, as the portfolios managed by them represented only approximately
2% of the total assets of the ssikctor at the end of 2009.
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3.8.Pensionand health carefunds
Main risks

Since the previouRisk Reportherisk profile of pensionfunds has not changed in several
aspectsThe threat on the yield performance of private pension funds, which has not been
satisfactory for a long time, still remains the most important risk. For the purpose of making
investment ks transparent, we proposeregulating the investment limit rules of the
optional portfolios as soon as possible. In this context, we consider it practical defining a
more conservative minimum share ratio than contained in the original limit regulations
Although the favourable capital market trend of the year starting in March 2009 may make the
application of, or equirement for, an aggressive investment policy with a high share ratio
attractive in order to correct the large loss of assets in 2008y iapinion such a strategy is

still risky in view of the considerable market volatility, the threat of large periodic corrections
and the asymmeatally closed nature of private funds. On the other hand, we no longer deem
justified the apptation of the arrency coordination rule, which will take effect in October
2010, considering the concentration risks of fund investments and the current situation of the
government secities market.

In our opinion, the processes of Q1 2010 are of outstanding impertenthe favourable

trend of pension fund vyields, observed in the previous year, continued. The average vyield
performance of both private and voluntary pension funds was outstandingly high in a historic
comparison. However, when this performance is asgesgmust also take into account the
estimated negative impact of the capital market correction, which began in May and may
destroy even the majority of the growth of assets funded from the yield of Q1. The private
pension fund sector continued its les®mking operation, and the return of individuals into the
social security system at the end of last year further curtailed its revenues. In this context, the
coverage of private fund costs seems a considerable risk because the level of capital reserve is
low and the efficiency increasing potential on the expenditure side is unknown for the time
being. We consider it a symptom of increasing cost coverage problems that competition for
the acquisition of members has become more fierce, and mergers have caetiendyl.

On top of the above, it is a fundamental inadequacy of private funds in the-tenger
outlook that the regulations and the required institutional framework applicable to the services
of such funds, launched in 2013 according to law haveetaigveloped and are not in place.

In this report, we only refer to this problem, because the elaboration of the relevant
regulations and framework exceeds the time horizon or scope of this Risk Report.

The gradually decreasing membership contributioremees of voluntary pension funds,
which has a negative impact on the coverage of operation, is an increasingly important risk.
On the other hand, the degree of capital withdrawal within the accumulation period and in
relation to services has considerabégieased, which shows the return of stronger confidence
in the future yield performance of the funds.

The delay in the credit of membership contributions on individual accounts is still a problem
of private funds, and the more intensive competition tauiaegmembers, as well as the
increase in the number of members transferred between funds also have significant consumer
protection type risks.
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Market structure, portfolio, number of members

Compared to the stable institutional structure of the previeassytwo changes are projected

in the private pension fund sector this ygane fund (Premium) intends to merge at the end

of June 2010, and the Brokernet group indicated its intention to establish a fund. Contrary to
the intensive increase of the numb&émembers in the previous years, in Q1 2010 the number

of fund members grew only to a negligible extent, which trend can be explained by the
extended impact of the return of members into the social security pension system that began at
the end of last yar 2",
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The institutional structure of voluntary pension funds was changed by the merger of Unilever
Pension FundThe number of members is still continuously and slowly decreasing, as 0.5%
decline was observed in Q1 2010. However, the number of ersnmamd revenues of the
health funds still shows a favourable picture, because the implementation of consistent public
service cafeteria system and immediate cash collection has shifted savings from the pension
funds into this sector.
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In Q1 2010, he number of private pension funds changing funds continued to increase and
was close to 3% of the total number of memb8mmne fund with average yield performance

in the previous ten years, owned by insurance companies, made the largest profit from such
transfers. The transfers are still not in line with the historic yield performance, and the
insurance background indicates an increase in the role of sales by agents. There was also
some experience indicating that some members changing funds made trséimdeghen
persuaded by agents, during which the arguments for the shift were not primarily based on the

2L The funds registered the return of those members who reported their intention of retarttiegsocial

security system last december only in Q1 2010 (approximately 23,000 p&ugteipder: In total 62,059 people,

50% of the members eligible for pension returned to the social security pension system, taking their assets of
HUF 89 billion marlet value. These people represented approximately 2% of the total number of private fund
members and nearly 4% of the assets of the funds.
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performance of the pension fund, but often to proposals related to other insurance products.
In our opinion, this type of related sales method isr@blpm for consumer protection
consderations.

Membership contribution revenues

The private pension fund membership contribution revenues in Q1 2010 were nearly 20%
lower than in the same period of last yekis reported decline occurred, to as lessdent,

due to fundamental reasons (revenues were lost in relation to members returning to the social
security system, falling employment figures), but in our opinion, the changes in the booking
techniques also contributed a great deal to this decreass, ffie actual revenue decrease
was most probably much smaller. The problem indicated here relates to the introduction of the
accrual interim reporting obligation, whereby the revenues missing from the Q1 figures will
be accounted for in the yeand repais. In view of this change, we think that the results of

the revenue reports for the first quarter cannot be interpreted on their own.

b HUF Contributions paid by employers in voluntary funds Transferred by tax authority but not assignable
84,9% bn HUF mandatory pension fund contributions
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Pendingbalances of funds, representing amounts transferred by the tax authorityingpllect

them, but notyetcredi t ed on the membersd individual a
cyclical tendenciesn the previous two year3.he funds reduce most ttiie balances which

reach high figures at the beginning of the year, irrespective of the quarterly seasonality, the
pending baances are slowly decreasing, but they have not yet dropped to a level, which
would be jusfied by the ordinary operation of the system. In Q1 2010, the slow improvement
process was broken by APEHO6s errowhchdata dat a
had to be sent again. Apart from this, as a result of changes in legislation, the data structure of
declarations changed again on 1 April 2010, in relation to which the funds had to modify their
processing programmes, which may cause furthleryglén the process of crediting amounts

in the indvidual accounts.

In Q1 2010, the revenues of voluntary pension funds were nearly 20% lower than the

revenues recorded in the same period of the previous year. It was a significant change, yet it
was smder than projected, considering that 25% income tax is payable on any contribution to

pension funds made by employers from 2010, and the majority of the employers, providing

58% of the revenues of voluntary pension funds refused to accept this burden.

Selwice expenses

22 | the fund sector, voluntary funds make payments related to services, while the private pension fund system
is stil is still in the accumulation phase and has not started providing services yet.
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In Q1 2010, the payments related to voluntary pension fund services dropped significantly
compared to the same period of the previous year, but the value and proportion of payments
made during the accumulation period remained hidie dedhing ratio of services was
probably the result of the high yields achieved in the previous year and increasing investor
confidence in pension fund savings.

At the end of Q1 2010, the amount, potentially affected by payments after the waiting period
was hgher than twethirds of the total asset3he ratio of actual payments within the
accunulation period was much lower, 1.4% of the total assets, which more or less
corresponded with the tendency recorded in the previous year. More than 50% of the collected
amount was catal, which involved mainly income tax exempt payments, but the funds
informed us that members also often collected large amounts from their individual accounts
even if they have to pay tax on them. This means that in a certain group oéraesuéh cash
withdrawals were used as an ultimate solution for financial difficulties.

Voluntary pension fund payments Payments to members entitled before the
bn HUF service entitlement
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Operation of the funds

In Q1 2010, the tendency observed in the previous year, i.e. the deterioration of the coverage
of operational expenses, continued in phneate pension fund3.he operating loss of private
funds, recorded on their balance sheets, was HUF 0.5 billion in Q1, which more or less

comessponded with | ast yeard6s annual l oss fi gul

the voluntary pensionufids was balanced in most institutions. The operating results varied
significantly in both areas: ten private pension funds, and 37 voluntary pension funds, i.e.
more than 50% of the service providers closed their operating budget with a negative or
significantly negative result.

Evolution of operational result of mandatory . L
N Evolution of operating income of voluntary
pension funds R
pension funds (bn HUF)
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In Q1 2010, the operating expenses of private funds increased by neaffyd28#ite the 3%
drop in operating expenses compared to the same period of the previodhgeaain factor

of the cost increase was the major iiis@cquisition and marketing expenses, in line with a
high increase in the number of members changing pension funds.

The Supervisory Authoritybés opinion of the
the previousRisk Report

- On the one handf cannot be disputed that cost coverage deteriorated significantly
because of the changes in legislation, whereby the maximum deductible total expenses
were reduced from 5.5% to 4.5% of the membership contributions.

- On the other hand, we can concludattthe sector did not cut its costs offsetting the
impact of the regulatory limitation of cost coverage, and in fact, certain costs,
primarily acquisition and marketing expenses grew intensively.

- On the other hand, the fierce competition for new memberg atso have occurred
mainly in relation to the lower cost coverage limit, and was based on the business
concept that a greater volume could make up for the falling margin. However, the
winners of this competition could not necessarily be the funds witigla yield
performance but funds, which have abundant operating funding and more favourable
associated proposals, i.e. funds belonging to financial groups.

The operating profit/loss still varies a great deal by institut®milarly to 2009, the overall
loss of the private pension funds in Q1 2010 was mainly caused by five institutions, mainly in
relation to the high acquisition fees.

Operating cost of mandatory pension fundsinQ1 Operating income of mandatory pension funds
2010 Q1, 2010
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In voluntary pension funds, the operating expenses of Q1 2010 dropped by 16% cba year
year basis, i.e. majorwags occurred in administration and personnel expeeshe other

hand, the operating revenues did not change, and therefore, the result of operation improved.
This was achieved as funds deducted a larger percentage of the collected membership
contibutions, and the operating revenues of Q1 were partly based still on the membership
contributions collected in the last quarter of the previous year, when the decline was much
smaller. However, looking at the membership contribution dynamism of Q1 2010, the
problem of @erating cost coverage seem to be getting bigger also in this field in the next
quarters.

% Under the current regulations, the operating revenues do not depend on whether or not they are credited in
individual accounts. This is the main reason why in Q1 2016pkeating revenues decreased much less than
the total revenues.
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Based on the above, we still consider that the pension fundesttr has a high cost
coveaage risk, but we also note that the private pension funtibéate potential to improve
their cost efficiency.

Investment activities

The average yield diedgefunds in Q1 2010 was 6.6% for private pension funds and 5.86%

for voluntary pension funds:ollowing the tendency of 2009, this yield was mainly the result

of the increase in money and capital market prices, which began in Q2 2009ff€rende

between the two types of pension funds was mainly the result of the higher share ratio of
private pension funds, as it whs the case in

Given the different asset composition, the various risk portfolios of private pension funds
performed differently again: the average return of savings managed in classic portfolios was
+3.3%, while the balanced portfolios generated +6.5% and thethgnoortfolios provided
+6.7% vyield in the same perioddowever, this comparison indicates that the actual
compostion of the balanced and growth portfolios was not much different in this peued,

to the suspension of the original share replenishmdigation of the growth portfolio that is

still in effect.
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The tendency of the previous year continued in the asset composition of the private pension
fund portfolios in Q1 2010, as the ratio of bonds and shares continued to decrease slowly,
while the share of investment funds gre@onsequent | vy, an increasin
asset exposure is indirect exposure. The aggregate portfolio of the voluntary pension funds is
most similar to the balanced portfolio of the private pension fumdsre approximately twe

thirds of the assets are Hungarian government securities. However, it was an important
change in this sector that several large market actors also opted for the optional portfolio
system, so at the end of the quarter more than 84% of émelrars had optional portfolios.
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Yields continue to vary significantly by institution also in Q1 20IBe difference between
the highest and the lowest yields was close to 5.5 percentage points in private pension funds,
and close to 7% points in woitary pension funds.

Based on the above figure, we can conclude that there was very little correlation between the
shortterm (quarterly) and lonterm (10year) yields of private pension funds, but a few
funds managed to produce outstanding yields batlshort and long terms. However, it is a
problem that the variation of lortgrm yields is only slightly lower than the variation of the
shortterm ones.
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4. Current issue:New financial supervisory structure of the European Union

Summary
The task forcel ed by Jacques de Larosi ®e issued a
financi al regul ations, the EUOGs new financi

authorties in crises in February 2009 for the purpose of strengthening the supervision of
European financial organisations and markets and maintaining financial stability.

Agreeing with the contents of the package of proposals, in the autumn of 2009 the European
Commission prepared the draft legislation, which lay down the foundation of the new
European financial supervisory structure developing these days.

The new European financial supervisory framework will be apillar structure, containing

a separate macro and micro prudential supervisory segment. The macro prudential supervision
is contolled by the European Systemic Risk Board which monitors and evaluates the
financial stability risks arising from the macro economy and financial system, issues early
warning signs of developing systemic risks, and makes recommendations for managing such
risks. The micro prudential supervision is controlled by the European System of Financial
Supervisos, within which the financial supervisions of the EU Member States form a solid
network with the three new European supervisory authorities in the superasithe
individual financial organisations, which will continue to remain sect@nted.

In February 2010, the European Parliament made several supplementary and modification
proposals for the draft | egi sl atsicanmitteewhi c h
May 2010. In June 2010, the parties concerned conduct further negotiations for the purpose of
completing the final legislation by September 2010. Once the final regulations are in place,

the establishment of the new European financial sigmwg structure can speed up and the
European supervisory authorities can begin their actual operation at the beginning of 2011.

The purpose of the new structure is to cont
markets, to assist in the renab\wof barriers faced by financial organisations in the currently
fragmented markets, and to improve the operating environment and competitiveness of the
financial organisations on these markets.

Introduction

In the recent decades, financial markets dgyad intensively also within the European
Union. As financial integration deepened, corporate structures transformeds ancesult of
financial innovatios, increasingly sophisticated products and solutions appeared on the
markets. Despite their effortghe European legislators and supervisory authorities of the
Member States were often late responding to these developments, while there were some
areas which were not regulated at all. It was a further problem that the regulatory environment
required naobnal legislation, and was therefore not fully harmonised and that the institutions,
which were fundamentally based on national concepts, were not effective enough to face the
chdlenges of the EU financial markets competently. One of the sources ofdblsmp was

that the Member States opted for discretion in the transposition dditketives into the
national legislation and did not apply the EDirectives consistently, which led to
inconsistencies in the supervision of business activities of the type® imposg the risk

on the compeétion neutral supervisory practice. In addition, the operation and compliance
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with national regulations of the European financial organisations became more costly, which
created cmpetitive disadvantages for them witkegard to their American and Asian
competitors.

According to the studies analysing the events, the crisis which began in 2008 brought further
complications into the situation, and created new challenges for the financial supervisory
community and finanal decisioamakers.In relation to the significant specific cases, the
crisisrevealedinadequacies of financial supervision in the entire financial system. On the one
hand, the rules turned out to be inappropriate for the prevention and managemeantisisthe

and the supervisory models of the Member States were also unable to keep up with the
integrating and concentrating financial markets of the time, in which financial enterprises
were extensively engaged in crdssder activitiesThe crisis alsoavealed the deficiencies

of national authorities in the identification of relevant risks and vulnerability of financial
stability in the translation of the signals of the identified risks into specific actions, in
coopestion and coordination between imational and competent authorities and also in the
sphere of trust.

The probl ems of Europeds financi al mar ket
compettive disadvantage, difficulties in international cooperation, delays in regulations) had
been knownin the EU for more than a decade when the first efforts were made for their
manag@ment. In July 2000, the Council of Economic and Finance Ministers (ECOFIN)
assigned th€ommittee of Wise Menled by Alexandre Lamfalussy to analyse the situation
prevailing on the market and come up with reform proposals to regulate the market. In the
end, theCommittee of Wise Merwame up with a foulevel approach for the regulation and
supervision of the securities nmmakidgenustbe I n t h
accelerated by separating legislation from the technical details. While in the previous case, the
European Parliament (EP) and the Council (ECOFIN) proceeded in the framework of co
decision pocedures at level 1, in the latter the Member States anduttmean Commission

(EC) adopt implementation rules in & 2evel procedure within the framework of a more

flexible proedure. The coherent implementation of the actions by Member States is ensured

by a strendtened supervisory cooperation off Bvel, while the 4th level consists of the

EC6s measures, which may al so be enforcement
will implement the EU regulations.
The market actors widely supported the results oCitiamittee of Wise Melms wo r k and

a pratical result of the proposalgecisioamaking and the cooperation of supervisory
authoities became more flexiblen 2001, a % level (3L3) committee was established: CESR
(Committee of the European Securities Regulators), DEBS (Committee of EuropdangBa
Supervisors) and CEIOPS (Committee of European Insurance and Occupational Pensions
Supervisors). The main purpose of establishing these committees was to prepare standards,
developed with the national supervisory authorities, which led not onletoavergence of
regulations, but also to the convergence of the supervisory methods and procedures. In order
to achieve this objective, the 3L3 committees issue recommendations. As a result of the
activities of the 3L3 committees in the previous yeardfilateral cooperation between the
national supervisory authorities has improved significantly.

The Inter Institutional Monitoring Group regulaffymonitored the Lamfalussy procedhe
crisis, which broke out in the meantime in 2008 and soon shook tble wiorld, made the
decisiobnoma ker s realise that they had to fundamen

% The Inter Institutional Monitoring Group was granted its mandate from the EC, EP and ECOFIN in July 2002
to regularly monitor the Lamfalussy process and prepare reports thereon.
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structure to respond to the challenges related to financial stability. In response to all this, in
October 2008 the EC authorised the indepenhderoup led byJ acques dd Lar os
develop proposals for strengthening the supervision of European financial organisations and
markets, and maintaining financial stability. In February 2009, the Group issued its complex
package of proposals for finana | regul ations, the EUOS new |
and cooperation of authorities during a crisis.

The new financial supervisory frameworkof the European Unionand the purpose of its
esteblishment

In March 2009, the EC founded the main congrgs of recommendations acceptable, and
developed an action plan for the regulatory and supervisory reform of financial markets based

on the recommendati ons o fOnthib leasisitee EC proposed il®r e C
May 2009 two new pillars inhe strengthened European financial supervisory framework

from the end of 2010:

(1) European Systemic Risk Board (ESRB).
(2) European System of Financial Supervisors (ESFS).

In this structure (see Figure 1), ESRB monitors and evaluates the finanbilitystesks

arising from the development of the macro economy and the financial system (macro
prudential supervision), issues early warning signs about the potential systemic risks and
makes recomimendations for managing such risk$ie purpose of estabfiment of ESRB is

to eliminate the vulnerability of the financial system with regard to connected, complex,
sectoral and intesectoral risks. The ESRB cooperates with IMF, the Financial Stability
Board?®other interational financial organisations and thicduntry organisation§.-he ESRB
Secretariat is at the European Central Bank (ECB), which thus provides analytical, statistical,
administrative and logistic support. The ESRisident will be the ECBPresident, and its
registered seat will be in Frankfuann Main.

In ESFS the financial supervisions of the Member States form a solid network and cooperate
with the new European supervisory authorities in order to maintain financial stability also at
the level of international financial organisations. Thisangethat the main responsibility of
ESFS is to supervise such financial organisations (micro prudential supervision), but it must
also perform consumer protection services with regard to financial services.

% The Finawial Stability Board, established in 2009 as the predecessor of the Financial Stability Forum upon the
proposal of G20 is an organisation coordinating at international level the activities of national financial
authorities and board establishing internaaiofinancial standards for the purpose of defining the framework of
financial stability and promoting the application of effective regulatory and supervisory policies.
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Figure 1
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Cooperation within the new financial supervisory framework

The new European financial supervisory framework is based on the sharing of tasks and
mutuality, for the purpose of supervising financial organisations at Member State level by
centralising certain tasks d@uropean levelThe other objective of the new structure is to
increase trust between the national supervisory authorities by, for example, allowing host
supervisions to contribute to the establishment of policies on financial stability and consumer
protedion, thus promoting more effective management of cross border risks.
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According to the expectations, the two pillars of the new European financial supervisory
system would mutually strengthen the impact on financial stability, and ensure full
coordination within the macro and micro supervisory frameworks. Parallel with the
establishment of the new frameworks, the differences in the legislation of the Member States
need to be identified and eliminated, in order to facilitate the drafting of a harmonised
collection of rules (standard book of rules), which would be used by all supervisory
authorities of the EU. In order toort this process, directly applicable Etyel regulations

must be introduced taking inte@unt these options.

It is extremely impognt that the new European financial supervisory framevebiduld

create a common supervisory culture and stress the interests of the Member States, as well as
the need for a trudiased relationship between the home and the host authorities at the same
time. Under the new European supervisory system, the-leigil supervisory rules must be
applied to all market actors equally and consistently without violating the independence of the
supevisory authorities performing their tasks at the same time.

The EUlevel micro prudential supervision is still organised in a seati@nted structure,
relying on the work of the 3L3 committé&sThe European supervisory authorities (ESA

to be established in the futufé will establish a Joint Committee (JC) to coager in
achieving supervisory consistency in the three sectamsthe other hand, under the macro
prudential concept, a new independent body (ESRB) should be established for monitoring all
financial sectors. This concept is based on the assumption tlyateangc risk may originate

from any relevant segment of the financial system, and its effective monitoring and disclosure
will require a complex approach. In order to reflect this view, the PeBident and/ice
Pregdent, thePresidents of all EU natiohaentral banks, thBresidents of the three European
supervisory authorities formed at the beginning of January 2011 (according to the plans) and
the EC representative will be the members of the ESRB General Board.

The two main components of the struetUESFS and ESRB must cooperate with each other
smoothly in order to make work effective. To support this, ESRB will attend the JC and in the
Board of Supervisors of each ESA as an observer. Consequently, the presidents of the three
ESA-s and the nationaupervisory authorities will also take part in ESRB as-vating
membersESFS supplies data and information to a
the warning signs and recommendations issued by ESRB. ESRB will share its opinion on the
macro prudetial situation and systemic risks with the national supervisory authorities. With
regard to this mutual information flow, attention must be paid for putting in place the
adequate coordination mechanisms.

European supervisory authorities (ESAS)

Accordingto the plans, the three new European supervisory authorities (EBA, ESMA and
EIOPA) will be formed with the transformation of the 3L3 committees (CEBS, CESR and
CEIOPS) in January 201Apart from the current tasks of the 3L3 committees, the new
authorities will be responsible for the following tasks:

% According to the original concepts, a fourth European supervisory authority wooltaale been established,
dealing with financial groups. In the end, the groups will be supervised by all thres B8A the ESA Joint
Committee.

%" The three European supervisory authorities (European Supervisory AuthdE®A): European Banking
Authority - EBA, European Insurance and Occupational Pensions AutherByOPA and the European
Securities and Markets AuthoritfSMA.
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- in addition to the issue of the existing Aoinding rules, issue of binding technical
standards, with special regard to the drafting of the standard book of rules

- development of consistent supervisory cultarthe Member States

- promotion of the consistent application of the EU legislation, action against the
obvious violation of Community legislation

- mandatory intermediation in disputes between national supervisory authorities
replacing the previous inteention on voluntary basis

- definition of joint actions taken by the supervisory authorities in doosder crises

- instructions to terminate a specific activity given directly to a specific financial
organsation in ultimate cases

- coordination of the actities of supervisory sections, promotion of efficiency and
coherence, participation in the activities of supervisory actions as an observer,
collection of data from the national supervisory authorities for assisting the activities
of the setion

- establishrent and maintenance of EU supervisory databases, and

- direct supervision of credit rating institutions by ESMA.

The ESAs will have a special situation, because on the one hand, they will be subordinated to
the supervisory authorities of the Member Stateben the presidents of the national
supervsory authorities delegate the members of the main deaisaking board of the
specific sipervisory authority, and will also be superior to them, when a specific supervisory
authority directly examines the natarauthority and institutions.

The three ESA will be established with similar organisational structures. Their main
dedsion-making board is the Board of Supervisors, consisting of the presidents of the
competent supervisory authorities, the EC represer, the ESRB representative and the
presidents of the two other ESAin each authority. There will also be a Management
Board, which will be responsible for performing the tasks of the specific supervisory
authority. The supervisory authorities witle controlled by the president, whose mandate will
be granted for five years and who may belexted once. The president is an independent
person, and will work in his position full time. Each supervisory authority will also have a
managing director, whwill also be independent and will be in charge of the management of
the supervisory authority.

The 3L3 committees began their work of transforming into European supervisory authorities
in 2010. In the legislative environment, which is currently not yetl fthe 3L3 committees
cooperates with EC in the identification of the legal, logistic, organisational and professional
issues of organisational restructuring.

Legal regulations, setting out the European supervisory framework

In September 2009, the Eepared new draft legislation, laying down the foundation of the
new supervisory structure in order to strengthen the supervision of the European financial
sector. Numerous factors motivated the new draft legislafipniongterm improvement of
financid stability in the EU, (2) consistent application and enforcement of identical technical

% As an exception, we must note that in EBA the ECB representative will also be a member of the Board of
Supervisory Presiahds.
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regulation, (3) identification of systemic risks in due time, (4) effective joint actions in
extraordinary situations, and in finding solutions to disputes betweensupervisory
authorities.

The legislation package contains 4 draft regulations and one draft decision. The first draft
regulation is about the establishment of ESRB relation to this, the draft Council decision
was also prepared, authorising the E®Bperform certain tasks in relation to ESRBThe
package also contains three draft regulafif, on the tasks, activities and roles of the
three new European supervisory authoritee®eestablished at the beginning of 2011 in the
barking, insurancerad occupational pension and capital marketsedtorsin October 2009,

the EC supplemented the draft legislation with itscalted draft Omnibus directiVé too.

This directive is practically a piece of legislation providing the authorisations and e aicop
competence, which are required for specifying the competencies of the new European
supervisory authorities and modifying numerous other directives for the same purposes.

Il n October 2009, E C O Fdillnkr madpl,pandaherg th Decded20@ C 6 s
the compromised versions of legislation on the new supervisory authorities were also
approved.Considering that this legislation package is approved jointly by ECOFIN and EP, in
February 2010, the EP rapporteurs prepared their réponsthe spefic drafts. The EP
prepared several modification proposals and approved them in May 2010. At present, the EP,
ECOFIN and EC representatives conduct trilateral negotiations before finalising the draft
legislation in July or September 2010.

Expected impactsof the new European supervisory system on financial integration

The financial organisations engaged in cfogsder activities currently face several barriers
within the EU. These barriers can only be eliminated at rather high costs, because
organistions must comply with various regulations, and requirements of authorities applying
different approache3wo main sources of the barriers:

- different application of EU legislation in Member States (the directives grant
discretionary right to Member Statesinimum harmonisation allows Member States to make
supplements in their national legislation, request for deregulation from EU legislation),

- different supervisory practices (insufficient information sharing between national
supervisory authorities, lactf effective cooperation and effective intermediation in disputes
between national supervisory authorities).

In the situation described above, multiple interpretation of the EU legislation may develop, as
a result of which the different supervisory prees may exist parallel with each othail
this may hinder the development of cresder activities.

With the establishment of the new supervisory structure, we hope to reduce the barriers of
financial integration described above, as the ESFS wikensre that the EU legislation is

29European Commission 2009b]

30 [European Commission 2009c]

31 [European Commission 2009d]

32 [European Commission 2009¢]

33 [European Commission 2009f]

3 [EP/Council 2010]

3 [EP 2010a], [EP 2010b], [EP 2010c], [EP2010d] and [EP 2010e].
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transposed into national legislation consistently and that it is applied by the national
supervsory authorities in their everyday practice. The ESFS will respond based on the
standard book of rules containing the bindteghnical standards and in the form of non

binding guidelines and recommendations, especially two cases of different international
interpretation]l n t he | atter case, the fAcompliance or
As there will be only one bding set of regulation, such types of expenses of financial
organisations providing cro$mrder services will decrease, their operating environment will
improve on the single market and in total, they may become more competitive. In addition,
apart from ke introdation of the standard book of rules, the ESFS will also promote no
discrimination between market actors.

We hope that the new supervisory structure will also greatly improve the information sharing
practices of the parties, and will put in plaeiéective intermediation between the national
supervisory authorities, further improving the convergence of the supervisory practices of the
Member States. With regard to such objectives, the competencies of the new supervisory
authorities will be fundametally important, because the new regulations will authorise them

to handle disputes between supervisory authorities and intervene in order to eliminate any
hamful practice.The new structure will also be assisted by the central supervisory database,
which will be built soon.

Considering that the purpose of operation of ESRB is to strengthen financial stability within

the EU, it will hopefully promote further integration of the money and capital markets as well.

The ESRB will also have an important roei ensuring Europeds final
changed world economic environment and its modified conditions by identifying the potential
systemic risks and threats of the markets in due time.
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respect ofthe powers of the European Banking Authority, the European Insurance and
Occumtional Pensions Authority and the European Securities and Markets Authority.

Abbreviations:

CEBS Committee of European Banking Supervisors

CEIOPS Committee of European Insamce and Occupational Pensions Supervisors
CESR Committee of European Securities Regulators

EC European Commission (EX)
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ECOFIN Council of Economic and Finance Ministers

EIOPA European Insurance and Occupational Pensiéuthority

ECB European Central Bank(ECB)

EP European ParliamentEP)

ESAs European Supervisory Authorities

ESFS European System of Financial Supervisors

ESMA European Securities and Markets Committee
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A. Economic environment
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ChartA.8.
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ChartA.9.

ChartA.10.

Industrial sales growth
(% changes in volume terms, yoy)
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ChartA.17.

ChartA.18.

Hungarian bond and share prices
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B. Summary tables

Table B.1.

Financial sector: size, growth, structure & penetration by type of institutions and activities

Stock data Structure Growth (yoy)
At period end 2006 2007 2008 Mar09 2009 Mar10 2004 2006 2008 2009 2006 2007 2008 2009 Mar10
HUFbn HUFbn HUFbn HUFbn HUFbn HUFbn % % % % % % % %
By institutions
Banks, bank branches, total assets 21143 24814 30485 33543 31148 30706 644 61,8 673 654 202 174 229 22 85
specialised financial institutions ~ assets in management** 1809 221 1578 1662 1999 3780 49 53 35 42 23 223 286 267 1274
total 22951 27025 32063 35205 33147 34486 694 671 708 696 203 178 186 34 20
Investment companies assets in management/* 639 841 706 71 T05 7497 1,8 2.0 1.6 1.5 332 220 4160 0.2 121
Asset managers assets under mgmt** 2681 3353 2747 2705 3333 36TE 50 7.8 a1 7.0 3/ 250 181 214 359
Leasing & factoring companies total assets 2200 2675 3370 3576 3011 2894 71 6.4 7.4 6.3 93 216 260 107 191
Insurers total assets 1956 2259 2206 2251 23389 2466 6¢ 57 49 50 150 155 23 83 95
Pension & health care funds assetvaluer™ 2350 2807 2618 2556 3467 3686 6.1 6.9 58 73237 194 67 324 442
Cooperative credit institutions total assets 1360 1505 1577 1576 1603 1612 46 4.0 3.5 3.4 .7 107 4.8 1.6 22
Total assets in intermediation 34187 40466 45288 48582 47656 49617 100,0 1000 1000 71000 2001 184 119 52 21
- as % of GDP 144 159 171 183
By activities
Lending 24702 28995 35433 38697 35762 38213 7E0 723 7R2 7RO 184 174 222 09 90
Insurance 1418 1521 1563 1597 1548 1570 51 41 35 32 4% 73 28 10 AT
Asset management 8067 9950 8291 8288 10346 12834 189 236 183 217 292 233 167 248 548
Total assets in intermediation 34187 40466 45288 48582 47656 49617 100,0 100,0 100,0 1000 201 134 119 52 21
Y excluding assets in custody, ™/ at market value
Table B.2.
Hungary: Number of financial intermediaries
at period end 2004 2005 2006 2007 2008 Mar(9 2009 Mar10
Intermediaries, total 714 712 734 735 732 724 723 718
Banks. specialised credit institutions 35 34 37 v 36 33 35 35
Cooperative credit institutions 178 174 166 157 145 145 140 139
Branches of non-resident credit insitutions 0 3 4 b 11 13 12 12
Credit institutions, total 213 211 207 200 195 191 187 186
Financial enterprises 213 215 235 249 262 265 263 263
Credit market institutions, total 431 426 442 449 457 456 455 454
Insurance companies 29 28 27 30 32 32 32 32
Insurance associations i 35 35 35 30 30 30 29
Branches of non-resident insurers 4 6 7 11 13 " 11 12
Insurers, total 64 69 69 76 75 73 73 73
Investment companies 18 17 17 17 21 21 25 25
Branches of non-resident investment companies 0 0 3 4 3 3 2 2
Asset managers 23 24 27 3 35 35 36 36
Pension and health care funds 178 176 176 158 141 136 132 128
Capital market institutions, total 219 217 223 210 200 195 195 191

Table B.3.

Profitability (annual, ROE)

2001
Banks 149 150 171
Cooperative credit inst's 18,5 191 152
Investment companies 49 116 -192
Insurers 172 201 196
Financial enterprises 245 250 300
Asset managers na 339 444
Sector average 153 16,5 17,6

234
15.8
-6.2

255

284

498
23,8

223
13.4
1.7

290
250
56,4
23,1

230
10,7
291
238
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63,6
23,0

17.9
10.8
30.9
204
243
6a,1
19,2

11.2

9.8
33.3
21.0
13.4
887
13,1

11.2

9.2

.2
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6.9
n.a.

11,9

9.3
7.4
273
222
-8.0
601
10,1
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Table B.4.

Hungary: Development of the customer loan market

Stock data Structure Annual growth

at period end 2006 2007 2006 Mar 09 2009 2006 2008 2007 2008 2009
HUF bn  HUF bn __ HUF bn__ HUF bn__ HUF bn % % % %

Loans by banks, specialised credit institutions

and branches of nonresident banks 11659 14301 17748 19464 17 246 17 213 80,4 62,3 62,9 83,8 21,8 22,0 241 28 116
Loans to residents 10 762 12 758 15 250 16 601 14 864 14 833 76,1 76,1 71,3 722 201 18.3 19.5 248 -10.6
- Non-financial enterprises 592 5693 7414 G068 6977 6836 46,5 41.7 4.8 339 127 13.2 10.8 59 -153
- Households 4316 5457 T 263 6042 7392 741 26,2 30.5 338 339 28.0 264 331 18 -7

+ housing loans 2546 2988 3774 4136 3838 3840 17,9 18,0 17,6 18,6 19.0 174 263 16 -T2
+ consumer loans 1388 1995 2914 3288 2918 2729 53 28 13.6 142 47 4 437 461 02 -17.0
+ other loans 382 475 575 617 639 a7z 3.0 27 27 3.1 e 243 212 1.0 412
- Other residents 227 a7 532 492 494 556 3.4 37 2,5 2.4 441 84 6.8 1.1 132

Loans to non-residents 677 1543 2495 2863 2382 2379 4.3 6.2 11,7 11.6 458 759 618 46 -169

Loans by cooperative credit institutions 623 668 727 1033 758 1101 53 4,4 24 3.7 a1 7.3 8.8 4,3 6,6
Loans to residents 623 665 [ 1033 787 1100 53 4.4 34 3.7 9.1 73 5.5 42 6.5
- Mon-financial enterprises 225 248 288 295 321 330 1.7 1.6 1.3 1.6 107 100 16.3 m4 1y
- Households 385 407 425 424 421 419 34 27 2,0 2.0 75 55 43 0.9 -1.2

+ housing loans 154 157 145 145 140 138 1.4 1.1 a7 0.7 6.7 20 -8 -32 A7
+ consumer loans 137 152 164 167 161 165 1.0 1,0 0.8 0.8 16.8 10.8 8.3 2.1 -1.8
+ other leans 95 99 116 12 120 17 1.1 a.7 05 0.6 -26 45 172 37 39
- Other residents 12 13 13 313 15 351 02 0.1 0.1 0.1 356 48 63 13.0 12.0

Loans to non-residents 0 0 0 0 1 1 a0 0.0 0.0 0.0 24638 1321 1664 4957 5183

Customer claims of financial enterprises 1915 2319 2968 3159 2574 2 459 14,3 13,5 13.9 12,5 81 211 28,0 13,3 22,2
- Mon-financial enterprises 826 1077 1397 1451 M 1100 56 58 6.5 57 19.0 30.3 287 -16.2 -24.2
- Households 1016 1159 1498 1618 1342 1312 82 7z 7.0 6.5 11 14.0 292 104 189

+ financing property 81 118 118 159 157 196 n.a. 0.6 0.6 0.8 na 459 0.0 328 234
+ financing consumption a01 990 1219 11583 958 399 n.a. 6,4 57 47 na. 9.9 231 =214 =220
+ other 34 51 161 306 227 217 mna 0.2 08 1.1 na 479 2172 41.0 -29.2
- Other customers 72 83 T4 90 61 47 05 0.5 03 0.3 13 148 110 473 AT

Customer loans and claims, total 14169 17250 21401 23656 20578 20773 100,0 1000 1000 1000 18,9 21,7 241 3.8 22
Claims on residents 13291 15707 18904 20794 18195 18392 95,7 93.8 88,3 88,4 174 18.2 204 =37 -5
- Non-financial enterprises 6963 8017 9099 9815 5469 8265 538 49,1 42,5 41,2 134 15.1 135 69 -158
- Households 5717 7023 9186 10085 9155 9173 37,8 40.4 42,9 44,5 208 2238 308 03 -9.0

+ financing housing 2780 3262 4036 4440 4132 4174 ma. 19.6 18,9 20,1 n.a. 17.3 237 24 -6.0
+ financing consumption 2426 3136 4297 4609 4037 3793 n.a. 17,1 201 18,6 na. 293 37.0 -6.0 ATT7
+ other claims 511 624 843 1036 986 1205 mna 3.6 4.0 4.8 na 222 365 157 16.3
- Other residents 611 666 619 595 570 954 4.0 4.3 29 2.8 370 9.1 71 7.9 6.7
Claims on non-residents 877 1543 2498 2863 2383 2380 43 62 11,7 11.6 48.8 759 618 46 -16.9

Table B.5.

Development of the investments market

Stock data Structure Annual growth
at period end 2006 2007 2008 Mar09 2009 2008 2009
HUF bn  HUF bn  HUF bn  HUF bn _ HUF bn % %

Deposits of resident s at credit instituti 10714 11530 12778 13040 13117 12860 414 38,3 37,0 14,4 7.6 10,8 26 14
+ at bank, specialised credit institutions 9323 10247 11478 11754 11792 11528 36.8 344 333 15,6 7.6 12,0 27 -1.9

*at bank, specialised credit institutions 9371 10088 11185 11068 11157 10968 36,2 33,5 3.5 13,9 7.7 11,0 0.3 0.9

*at bank branches 152 158 282 686 635 562 0.6 08 1.8 16037 39 783 1248 -180
+ at cooperative credit institutions 1191 1283 1.301 1286 1325 1331 46 39 37 55 77 1.4 1.9 35
- non-financial enterprises 3452 3623 3788 3920 3771 3659 13,7 11.3 10.6 273 20 45 04 67
- households 5930 6322 719 7276 7580 7338 229 21,5 21,4 47 6.6 13.7 54 0.9
- non-manetary financial intermediaries 601 769 775 701 632 691 23 23 1.8 59.8 278 0.8 -184 14
- other residents 631 816 1025 1122 1134 1146 2.4 3.1 32 366 294 256 10,6 21
Bonds issued by credit institutions, held by residents 1186 1240 1398 1714 1869 1878 46 42 53 140 4,6 12,8 33,7 95
Liabilities of credit institutions to non-residents 4832 6 486 9809 1109 9 066 9179 18,7 29,4 25,6 26,5 3.2 51,2 46 173
- interbank deposits 1674 2778 4504 5497 4134 4418 6.5 13,5 11,7 256 65.9 621 -82 198
- other deposits 682 674 1045 1139 826 791 26 31 2.3 3 -1.0 549 208 304
- loans 1631 1832 2633 314 2857 2934 6.3 9 8.1 134 12.3 438 85 58
- bonds and mortgage bonds 845 1201 1626 1347 1249 1035 3,3 49 35 1181 423 353 232 231
Customer assets under management /*/** 2622 3202 2 464 2 664 2 869 4749 10,1 7.4 8.1 24,0 221 231 16,4 783
- at banks & branches of non-resident banks 1809 221 1478 1819 1999 3780 7.0 47 56 213 223 286 267 1078

+ at banks 1609 2211 1468 1662 1833 3676 7.0 44 52 213 223 336 248 1211

+ at bank branches n.a n.a 109 157 167 104 1.4 0.3 0.5 na. na n.a 522 337
- at investment companies 689 841 706 m 705 797 27 21 20 332 220 -16.0 02 121
- non-fund investments at asset managers /*** 124 150 160 133 164 171 0.5 a5 0.5 175 212 20.0 8.7 285
Insurers’ reserves 1611 1862 1773 1800 1969 2028 6,2 53 5,6 23,2 15,6 4.8 11 12,7
- unit-linked reserves 538 737 643 655 841 895 21 19 2.4 538 2 24 309 367
- ather life reserves 740 759 751 750 Iy 735 29 22 21 9.1 27 -11 1.3 20
- non-life reserves 334 365 379 395 387 396 1.3 1.1 1.1 18.1 94 4.0 19 07
Investment funds /* 2558 3236 2 567 2539 3100 3454 9.9 T 8,7 36,1 26,5 20,7 20,8 36,0
- money market funds 728 951 42 925 1154 1292 28 25 3.3 449 304 -11.5 7z 396
- bond funds 329 396 201 138 255 303 1,3 0.6 07 489 204 494 269 1194
- equity funds 152 207 129 247 398 443 0.6 0.4 1.1 579 360 376 2079 792
- real estate funds 474 495 346 299 217 EaN 1.8 1.0 08 7.0 5.1 -304 201 40
- other funds 874 1184 1049 930 1015 1105 34 31 29 1430 B4 114 -3.2 13,8
Pensions and health care funds /* 2350 2 807 2618 2 556 3 467 3 686 9,1 7.8 9.8 241 19.4 6,7 324 44,2
- compulsory pension funds 1591 1979 1870 1861 2607 2797 6.1 56 7.4 303 244 55 394 803
- voluntary pension funds 719 To4 698 645 804 835 28 2.1 2.3 1.9 9.0 -11.0 15.3 294
- health care funds 37 41 49 48 54 52 0.1 01 02 334 12.3 203 a1 39
- mutual benefit funds 4 3 2 2 2 2 0.0 a0 0.0 18,2 -19.4 458 279 0.0

Investments at resident financial intermediaries, total 25 871 30 363 33 407 35 410 35 456 37833 1000 100,0 100,0 18,9 17,4 10,0 6,1 6,8

*/ at market values; ™/ excluding assets in custody, ™/ excluding insurers' reserves
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Table B.6.

Share and Development of Total and Foreign Currency Loans Extended by Banks

Stock data Year-on-year growth
2006 2007 2008 Mar09 2009 Mar10 2006 2007 2008 2009 Mar10

Assets, total { HUF bn) 20838 24356 29178 30744 29037 28377 18,7% 16,9% 19.8% 0.5% 7.7%
All loans, total {HUF bn) 13675 16691 20230 21724 18871 18623 18,5% 2211% 21,.2%  6,/% -14,3%
To residents 12811 15183 17792 18962 16561 16389 17.0% 18.5% 17.2% -6.9% -13.6%
- Mon-financial enterprises 5840 6575 7170 7651 6641 6497 115% 126%  9.0% -7T4% -151%
- Households 4312 5451 7252 7635 6960 B985 27T9% 264% 33.0% 40% -8.5%
- Other financial institutions 1548 1789 2090 2278 1675 1897 8.8% 15.6% 16.8% -19.9% -29.9%
- Credit institutions 630 841 822 915 800 769 11.4% 3356% -23%  -28% -15.9%
- General government 401 428 364 383 389 431 350%  68% -150%  69% 126%
- Other 79 95 94 101 96 109 351% 238% -39% 17% B8.6%
To non-residents 564 1808 2438 2763 2311 2234 47.0% T46% 61.7% -52% -19.1%
Foreign currency loans, total (HUF bn) 7398 10462 14372 16198 13291 12963 27.7% M4% 374% -7,5% -20,0%
To residents 6584 8993 11986 13463 11007 10748 258% 36.6% 333% -8.2% -20.2%
- Non-financial enterprises 2763 3483 4274 4951 3998 3795 10.9%  261% 227% -6.5% -234%
- Households 2017 3216 5088 5578 4836 4844 83.5% 595% 58.2% -5.0% -13.2%
- Other financial institutions 1340 1551 1884 2069 1437 1367 T4% 15.8% 215% -23.7% -33.9%
- Credit institutions 343 588 616 714 615 590 329% T12% 49% -02% -174%
- General government 95 126 93 114 99 1300 -31%  321% -261%  5.8% 134%
- Other 27 29 31 36 22 23 -304% 8.0% 59% -264% -36.0%
To non-residents 513 1469 2386 2735 2284 2215 451% 60.6% 624% 42% -19.0%
Foreign currency loans, share of total 541% 62,7% 71,0% 74,6% 70.4% 69,6%
To residents 514% 592% 674% 710% 66.5% 656%
- Mon-financial enterprises 47.3% 53.0% 596% 647% 602% 534%
- Households 46.8% 59.0% 70.2% T31% 69.5% 69.3%
- Other financial institutions 86.5% B86.7% 90.2% 905% ©855% 85.6%
- Credit institutions 54.5% 698% T49% T81% T76.9% T6.7%
- General government 238% 294% 256% 299% 253% 301%
- Other 33.7% 294% 324% 354% 234% 20.9%
To non-residents 94.2% 974% 979% 99.0% 98.9% 99.1%

XRate-adjusted total loans
(FX loans restated to end-2006 xrates)

All loans, total (HUF bn) 13675 16840 18992 18334 17448 17198 19.5% 231% 12.8% 81%  6.2%
Residents 12811 15338 16666 16075 15294 15081 18.0% 197% 87% -8.2% -62%
- Mon-financial enterprises 5840 6591 6894 6683 6297 6199 120% 128% 46% -87% -7.2%
- Households 4312 5547 BB5T 6351 6288 6229 293% 286% 200% -55%  -1.9%
- Cther financial institutions 1548 1836 1869 1802 1475 1383 12.0% 18.6%  1.8% -211% -23.2%
- Credit institutions 630 839 793 783 757 I O1M5% 331%  -54%  45%  -5.8%
- General government 401 428 360 362 383 424 351%  6.7% -159%  64% 17.3%
- Other 79 98 93 94 94 108 353% 237% -52% 16% 149%
MNonresidents 364 1502 2326 2258 2184 217 473% T739% 5648% -T4%  -6.3%

EURHUF 252,30 25335 26478 30922 27084 26639 -02% 04% 45%  23% -139%

CHFHUF 156,99 15242 177,768 20390 18234 18603 -33% -29% 166% 26% -3.8%

Table B.7.



